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Read Source A in the insert.

(a) Define the term ‘master budget'.
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Workings:
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Additional information

Mo wishes to have a cash balance of $80000 at 31 March 2025.
(c) Calculate the total amount of capital that Mo has to invest on 1 January 2025.

Additional information

Mo is optimistic about his business. He estimates that the sales will increase by 20% every month
in the first year. He also plans to form a limited company in 2026 and is considering preparing a
master budget every year.

(d) Advise Mo whether or not he should prepare a master budget every year. Justify your answer.
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Read Source B in the insert.

(a) Calculate, to two decimal places, the unit selling price for each product using traditional
absorption costing.

Workings:
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Additional information

The management accountant has suggested using activity based costing (ABC).
(b) State two advantages and two disadvantages of ABC.

Advantages

LT — -

Workings:

[5]
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(d) (i) Calculate the percentage change in the mark-up for Product B if ABC is adopted and the
unit selling price remains the same as in (a).

Additional information

The directors find that the unit selling price for each product in (a) is different from a major
competitor in the market. They are thinking of setting the selling prices by matching the selling
price of the competitor.

(e) Advise the directors whether or not they should set the selling prices in this way. Justify your
answer.

[Total: 25]
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