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Management Accounting – Costing 

Short Term Decision Making 

Relevant & Irrelevant Costs and Special Orders – Exercise 

Model Answers 

You work for Popcorn Ltd and this question follows on from the last question on 

Limiting Factor Analysis. 

The following week the company received an enquiry from R. Peggio, a well 

known Italian house music DJ and producer, who would like to purchase 25 

synthesizers from the company at £500 per synthesizer which he will sell to 

dance music enthusiasts in Italy through his website. Popcorn Ltd does not 

currently export its products to Italy. 

R. Peggio has stated that he would like the casing to be sprayed silver and that 

his logo needs to be engraved onto the synthesizer. It has been calculated that 

this will incur an extra cost of £40 per synthesizer. 

Whilst there should be sufficient labour capacity to fulfil this order, it will mean 

that staff will have to work overtime to produce this order which will result in an 

overtime premium of £10 per hour worked. 

Task 

The Managing Director of Popcorn Ltd is not sure whether to accept this order 

or not and has asked for your advice. You should prepare a memo covering the 

following points: 

1. Explain to the Managing Director the difference between relevant and 

irrelevant costs and state which costs involved in fulfilling the special order are 

relevant and which are irrelevant. 

2. Explain what is meant by a ‘special order’ and state the factors that should be 

taken into account when deciding whether or not to accept a special order. 

3. Advise the Managing Director whether or not he should accept the special 

order in this case, backing up your advice with calculations as necessary. 

 

 



Memo 

From: Cost Accountant 

To: Managing Director 

Date: [Today’s Date] 

Subject: Special Order 

Relevant costs are those costs that are changed by a decision and are therefore 

avoidable. In this case, if we do not take on this order, the additional costs of 

painting the casing and engraving the DJ’s logo onto the casing and the 

payment of staff overtime would not be incurred. 

Irrelevant costs are those costs that are not changed by a decision and are 

therefore unavoidable. For instance, rent paid on the factory or the factory 

foreman’s wages are fixed costs and would not change regardless of whether 

we took on this special order. 

In this case the costs that are relevant would be the cost of spraying each 

casing silver and engraving the DJ’s logo (at £40 per casing) and the overtime 

premium, since staff would have to work evenings and weekends to meet this 

order. Since each synthesizer takes five hours to assemble this would come to 

£50 (5 hours x £10 per hour). 

A ‘special order’ is when a business receives a proposal to produce its output at 

a lower price than that which it normally charges its customers. 

The most important factor which should be taken into account is whether the 

price of the special order covers variable (marginal) costs. If it doesn’t, then 

there is no point in accepting the order since this would give a negative 

contribution – in other words it would decrease the profit of the company. 

However, there may be exceptional circumstances where this could be 

acceptable – for instance the DJ and producer using and promoting our product 

could, over the long term, result in us getting many more orders even if we made 

a negative contribution in the short term as a result of this. 

Other factors which should be taken into account include whether the markets 

are separate from the normal markets the company supplies, the effect it would 

have in current customers and the likelihood of repeat business. 

In this case, the products would go to Italy which is outside of our normal 

market and the fact that this is a specialist product for his fans and enthusiasts 

in limited numbers suggests that there will not be a significant effect on current 



customers. We cannot be certain as to whether there will be subsequent orders, 

but if these are in low numbers this should not be a problem and will also 

hopefully give the company positive publicity. 

The normal variable cost per unit for a synthesizer is £280 and we would need to 

add on the additional variable costs of £90 for this order (£40 materials + £50 

overtime labour), giving a total variable cost per unit of £370. When compared 

with the price the customer is willing to pay of £500 per synthesizer, this gives a 

positive contribution of £130. 

In conclusion, assuming that the non-financial factors are acceptable, which in 

this case they appear to be, then I would recommend accepting this order. 

 


