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Test Series: March 2018 

MOCK TEST PAPER  

INTERMEDIATE (IPC): GROUP – I 

PAPER – 3: COST ACCOUNTING AND FINANCIAL MANAGEMENT 

Answers are to be given only in English except in the case of the candidates who have opted for Hindi medium. If a 

candidate has not opted for Hindi medium his/ her answers in Hindi will not be valued. 

Question No. 1 is compulsory. 

Attempt any five questions from the remaining six questions. 

Working notes should form part of the answer. 

Time Allowed – 3 Hours Maximum Marks – 100 

1.  Answer the following: 

(a) The following are the details in respect of Process A and Process B of a processing factory:  

 Process A (`) Process B (`) 

Materials 40,000 -- 

Labour 40,000 56,000 

Overheads 16,000 40,000 

The output of Process A is transferred to Process B at a price calculated to give a profit of 20% on 

the transfer price and the output of Process B is charged to finished stock at a profit of 25% on the 

transfer price. The finished stock department realized ` 4,00,000 for the finished goods received 

from Process B. 

You are asked to show process accounts and total profit, assuming that there was no opening or 

closing work-in-progress. 

(b) Two workers ‘A’ and ‘B’ produce the same product using the same material.  Their normal wage 

rate is also the same. ‘A’ is paid bonus according to Rowan scheme while ‘B’ is paid bonus 

according to Halsey scheme.  The time allowed to make the product is 120 hours.  ‘A’ takes 90 

hours while ‘B’ takes 100 hours to complete the product.  The factory overhead rate is ` 50 per 

hour actually worked.  The factory cost of product manufactured by ‘A’ is ` 80,200 and for product 

manufactured by ‘B’ is ` 79,400. 

Required: 

(i) Compute the normal rate of wages. 

(ii) Compute the material cost. 

(iii) Prepare a statement comparing the factory cost of the product as made by two workers.  

(c)  What would be the amount of an investment of ` 50,000 after 3 years, if it is invested at an interest 

rate of 12% p.a. when compounding is done as under: 

(i) Annually 

(ii) Semi-annually 

(iii) Quarterly 

(d)  From the following details of X Ltd., prepare the Income Statement for the year ended 31 st 

December, 2017: 

Financial Leverage    2 

Interest     ` 5,000 
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Operating Leverage    3 

Variable cost as a percentage of sales  75% 

Income tax rate    30%  (4 × 5 = 20 Marks) 

2. (a) A store keeper has prepared the below list of items kept in the store of the factory.  

Item Units Unit cost (`) 

A 12,000 30.00 

B 18,000 3.00 

C 6,000 35.00 

D 750 220.00 

E 3,800 75.00 

F 400 105.00 

G 600 300.00 

H 300 350.00 

I 3,000 250.00 

J 20,000 7.50 

K 11,500 27.50 

L 2,100 75.00 

The store keeper requires your help to classify the items for prioritization. You are required to apply 

ABC analysis to classify the store items as follows: 

Store items which constitutes approx 70%, 20% and 10% of total value as A, B and C respectively. 

 (8 Marks) 

(b) A bank is analysing the receivables of J Ltd. in order to identify acceptable collateral for a short -

term loan. The company’s credit policy is 2/10 net 30. The bank lends 80 percent on accounts 

where customers are not currently overdue and where the average payment period does not 

exceed 10 days past the net period. A schedule of J Ltd.’s receivables has been prepared. How 

much will the bank lend on pledge of receivables, if the bank uses a 10 per cent allowance for cash 

discount and returns? 

Account 
no. 

Amount 

(`) 

Days Outstanding 
in days 

Average Payment 
Period historically 

74 25,000 15 20 

91 9,000 45 60 

107 11,500 22 24 

108 2,300 9 10 

114 18,000 50 45 

116 29,000 16 10 

123 14,000 27 48 

 1,08,800   

  (8 Marks) 
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3 (a)  R Limited is presently operating at 50% capacity and producing 60,000 units. The entire output is 

sold at a price of ` 200 per unit. The cost structure at the 50% level of activity is as under:  

   (`) 

Direct Material 75 per unit 

Direct Wages 25 per unit 

Variable Overheads 25 per unit 

Direct Expenses 15 per unit 

Factory Expenses (25% fixed) 20 per unit 

Selling and Distribution Exp. (80% variable) 10 per unit 

Office and Administrative Exp. (100% fixed) 5 per unit 

The company anticipates that the variable costs will go up by 10% and fixed costs will go up by 

15%. 

 You are required to prepare an Expense budget on the basis of marginal cost for the company at 

50% and 60% level of activity and find out the profits at respective levels.  (8 Marks) 

(b)  X Ltd. is considering selecting a machine out of two mutually exclusive machines. The company’s 

cost of capital is 15 per cent and corporate tax rate is 30 per cent.  Other information relating to 

both machines are as follows: 

 Machine – I Machine – II 

Cost of Machine ` 30,00,000 ` 40,00,000 

Expected Life 10 years 10 years 

Annual Income (Before Tax and 
Depreciation) 

` 12,50,000 `17,50,000 

Depreciation is to be charged on straight line basis: 

You are required to calculate: 

(i) Discounted Pay Back Period 

(ii) Net Present Value 

(iii) Profitability Index 

The present value factors of Re.1 @ 15% are as follows: 

Year 1 2 3 4 5 

PV factor @ 15% 0.870 0.756 0.658 0.572 0.497 

         (8 Marks) 

4.   (a) Following information have been extracted from the cost records of XYZ Pvt. Ltd.  

Stores: (`) 

Opening balance 1,08,000 

Purchases 5,76,000 

Transfer from WIP 2,88,000 

Issue to WIP 5,76,000 

Issue for repairs 72,000 

Deficiency found in stock 21,600 
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Work-in-process: (`) 

Opening balance 2,16,000 

Direct wages applied 2,16,000 

Overheads charged 8,64,000 

Closing balance 1,44,000 

 

Finished Production:  (`) 

Entire production is sold at a profit of 15% on cost of WIP  

Wages paid 2,52,000 

Overheads incurred 9,00,000 

 Draw the Stores Ledger Control Account, Work-in-Process Control Account, Overheads Control 

Account and Costing Profit and Loss Account. (8 Marks) 

(b) A Company earns a profit of ` 6,00,000 per annum after meeting its interest liability of ` 1,20,000 

on 12% debentures. The tax rate is 50%. The number of equity shares of ` 10 each are 80,000 

and the retained earnings amount to ` 18,00,000. The company proposes to take up an expansion 

scheme for which a sum of ` 8,00,000 is required. It is anticipated that after expansion, the 

company will be able to achieve the same return on investment as at present. The funds required 

for expansion can be raised either through debt at the rate of 12% or by issuing equity shares at 

par. 

Required: 

(i) Compute the Earnings per Share (EPS), if: 

 The additional funds were raised as debt 

 The additional funds were raised by issue of equity shares.  

(ii) Advise the company as to which source of finance is preferable. (8 Marks) 

5.   (a)  Discuss cost classification based on variability. 

(b)  Explain Single and Multiple Overhead Rates.  

(c) Differentiate between Business risk and Financial risk. 

(d)  Explain the importance of trade credit and accruals as source of working capital. What is the cost 

of these sources? (4 × 4=16 Marks) 

6.  (a) The standard labour component and the actual labour component engaged in a week for a job are 

as follows: 

 Skilled 

Workers 

Semi-skilled 

Workers 

Un-Skilled 

workers 

Standard number of workers in the gang 32 12 6 

Standard wage rate per hour (`) 30 20 10 

Actual number of workers employed in the gang 

during the week 

28 18 4 

Actual wages rate per hour (`) 34 23 12 

 During the 40 hours working week the gang produced 1,800 standard labour hours of work.  

 Calculate: 

(i) Total labour cost variance; 
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(ii) Labour yield variance; 

(iii) Labour mix variance; and 

(iv)  Labour wage rate variance. (8 Marks) 

(b)  X Ltd. has the following balances as on 1st April 20X7: 

     (`)  

Plant and equipment 11,40,000 

Depreciation on plant and equipment   3,99,000 

Inventories and trade receivables   4,75,000 

Cash and cash equivalent      66,500 

Trade payables   1,14,000 

Bills payable      76,000 

Equity share capital (Share of `100 each)   5,70,000 

The Company made the following estimates for financial year 20X7-X8: 

(i) The company will pay a free of tax dividend of 10%, the rate of dividend distribution tax being 

25%. 

(ii) The company will acquire plant costing ` 1,90,000 after selling one machine for ` 38,000 

costing ` 95,000 and on which depreciation provided amounted to ` 66,500. 

(iii) Inventories and trade receivables, Trade payables and Bills payables at the end of fina ncial 

year are expected to be ` 5,60,500, ` 1,48,200 and ` 98,800 respectively. 

(iv) The profit would be ` 1,04,500 after depreciation of ` 1,14,000. 

Prepare the projected cash flow statement and ascertain the bank balance of X Ltd. at the end of 

financial year 20X7-X8. (8 Marks) 

7. Answer any four of the following: 

(a)  Discuss the four different methods of costing alongwith their applicability to concerned industry?  

(b)  Define Explicit costs. How is it different from implicit costs? 

(c) Elaborate the practical application of Marginal Costing. 

(d) Discuss the dividend-price approach, and earnings price approach to estimate cost of equity capital. 

(e) How Economic Batch Quantity is determined? (4 × 4 =16 Marks) 
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Test Series: March, 2018 

MOCK TEST PAPER – I 

INTERMEDIATE (IPC): GROUP – I 

PAPER – 3: COST ACCOUNTING AND FINANCIAL MANAGEMENT 

Suggested Answers/ Hints 

1. (a)     Process A Account 

  Dr.                                                                                                       Cr. 

 `  ` 

To Materials 40,000 By Process B A/c  

(Transfer to Process B) 

1,20,000 

To Labour 40,000   

To Overheads 16,000   

 96,000   

To Profit  

(20% of transfer price, i.e., 25% of cost) 

 

  24,000 

  

 1,20,000  1,20,000 

Process B Account 

 Dr.                                                                       Cr. 

 `  ` 

To Process A A/c (Transferred from 

Process A) 

1,20,000 

 

By Finished Stock A/c 

(Transfer to Finished Stock) 

 

2,88,000 

To Labour  56,000     

To Overhead 40,000   

    2,16,000   

To Profit (25% of transfer price i.e., 

33.33% of cost) 

72,000   

 2,88,000  2,88,000 

Statement of Total Profit 

 ` 

Profit from Process A 24,000 

Profit from Process B 72,000 

Profit on Sales (` 4,00,000 – ` 2,88,000)  1,12,000 

Total Profit 2,08,000 

(b)  Let x be the cost of material and y be the normal rate of wage/hour 

 Worker A (`) Worker B (`) 

Material cost x x 

Labour wages 90 y 100 y 
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Bonus  Rowan system Halsey system 

 
rate   workedhour  

allowed Time

saved Time
  

Hours saved  50%  rate 

 30
90 y

120
   = 22.5y 

1
20 y

2
  = 10y 

Overheads 90` 50 = 4,500 100` 50 = 5,000 

Factory cost x + 112.5y + 4,500 = 80,200 

 x + 112.5y = 75,700……... (1) 

x + 110y + 5,000 = 79,400 

 x + 110y = 74,400…. (2) 

Solving (1) and (2) we get x = `17,200 and y = ` 520 

(i) Normal rate of wages is ` 520 per hour. 

(ii) Cost of materials = ` 17,200. 

(iii) Comparative Statement of factory cost 

 Worker A (`) Worker B (`) 

Material cost 17,200 17,200 

Wages  46,800 

(90  ` 520) 

52,000 

(100  ` 520) 

Bonus  11,700 

(
30

90 520
120

  ) 

5,200 

(
1

20 520
2

  ) 

Overheads  4,500 

(90  ` 50) 

5,000 

(100  ` 50) 

Factory cost 80,200 79,400 

(c)  Computation of future value 

Principal (P0)   = ` 50,000 

Rate of interest (i)  = 12% p.a. 

Time period (n)  = 3 years 

Amount if compounding is done: 

(i) Annually 

Future Value  = P(1+i)n 

    = ` 50,000 (1 + 0.12)3 

    = ` 50,000 × 1.405 

    = ` 70,250 

(ii) Semi Annually  

Future Value  = ` 50,000 

3 2
12

1
100 2


 
 

 
 

    = ` 50,000 (1 + 0.06)6 

    = ` 50,000 × 1.419 

    = ` 70,950 
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(iii) Quarterly 

Future Value  = ` 50,000 

3 4
12

1
100 4


 
 

 
 

    = ` 50,000 (1 + 0.03)12 

    = ` 50,000 × 1.426 

    = ` 71,300 

(d) Workings: 

(i)  Financial Leverage = 
EBIT

EBIT Interest
 Or,  2 = 

EBIT

EBIT 5,000`
  

Or,  EBIT = ` 10,000 

(ii)  Operating Leverage  = 
Contribution

EBIT
   

Or,  3  = 
Contribution

10,000` 
  

Or, Contribution  = ` 30,000 

(iii)  Sales  = 
Contribution

P / VRatio
 = 

30,000

25%

`
 = ` 1,20,000 

(iv)  Fixed Cost  = Contribution – Fixed cost = EBIT  

=  `30,000 – Fixed cost = `10,000  

Or,   Fixed cost  = ` 20,000 

Income Statement for the year ended 31st December 2017 

Particulars Amount (`) 

Sales 1,20,000 

Less: Variable Cost (75% of `1,20,000) (90,000) 

Contribution 30,000 

Less: Fixed Cost (Contribution - EBIT) (20,000) 

Earnings Before Interest and Tax (EBIT) 10,000 

Less: Interest (5,000) 

Earnings Before Tax (EBT) 5,000 

Less: Income Tax @ 30% (1,500) 

Earnings After Tax (EAT or PAT) 3,500 

2.    (a)  Statement of Total Cost and Ranking 

Item Units % of Total 
units 

Unit cost 
(`) 

Total cost 
(`) 

% of Total 
cost 

Ranking 

A 12,000 15.30% 30.00 3,60,000 12.97% 2 

B 18,000 22.94% 3.00 54,000 1.95% 11 

C 6,000 7.65% 35.00 2,10,000 7.57% 5 

D 750 0.96% 220.00 1,65,000 5.95% 7 
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E 3,800 4.84% 75.00 2,85,000 10.27% 4 

F 400 0.51% 105.00 42,000 1.51% 12 

G 600 0.76% 300.00 1,80,000 6.49% 6 

H 300 0.38% 350.00 1,05,000 3.78% 10 

I 3,000 3.82% 250.00 7,50,000 27.03% 1 

J 20,000 25.49% 7.50 1,50,000 5.41% 9 

K 11,500 14.66% 27.50 3,16,250 11.40% 3 

L 2,100 2.68% 75.00 1,57,500 5.68% 8 

 78,450 100.00%  27,74,750 100.00%  

 Statement of classification of Inventory 

Ranking Item  % of Total units Cost (`) % of Total Cost Category 

1 I 3.82% 7,50,000 27.03%  

2 A 15.30% 3,60,000 12.97%  

3 K 14.66% 3,16,250 11.40%  

4 E 4.84% 2,85,000 10.27%  

5 C 7.65% 2,10,000 7.57%  

Total  46.27% 19,21,250 69.24% A 

6 G 0.76% 1,80,000 6.49%  

7 D 0.96% 1,65,000 5.95%  

8 L 2.68% 1,57,500 5.68%  

9 J 25.49% 1,50,000 5.41%  

Total  29.89% 6,52,500 23.53% B 

10 H 0.38% 1,05,000 3.78%  

11 B 22.94% 54,000 1.95%  

12 F 0.51% 42,000 1.51%  

Total  23.84% 2,01,000 7.24 C 

 12 100% 27,74,750 100%  

(b) Analysis of the receivables of J Ltd. by the bank in order to identify acceptable collateral for a short -

term loan: 

(i) The J Ltd.’s credit policy is 2/10 net 30. 

The bank lends 80 per cent on accounts where customers are not currently overdue and 

where the average payment period does not exceed 10 days past the net period i.e. thirty 

days. From the schedule of receivables of J Ltd. Account No. 91 and Account No. 11 4 are 

currently overdue and for Account No. 123 the average payment period exceeds 40 days. 

Hence Account Nos. 91, 114 and 123 are eliminated. Therefore, the selected Accounts are 

Account Nos. 74, 107, 108 and 116. 
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(ii) Statement showing the calculation of the amount which the bank will lend on a pledge 

of receivables if the bank uses a 10 per cent allowances for cash discount and returns  

Account No. Amount  
(`) 

90 per cent of amount 
(`) 

80% of amount  
(`) 

 (a) (b) = 90% of (a) (c) = 80% of (b) 

74 25,000 22,500 18,000 

107 11,500 10,350 8,280 

108 2,300 2,070 1,656 

116 29,000 26,100 20,880 

 Total loan amount 48,816 

3.  (a)  Expense Budget of R Ltd. for the period…… 

  50% Capacity 60% Capacity 

 Per unit 
(`) 

60,000 units 72,000 units 

Amount (`) Amount (`) 

Sales               (A) 200.00 1,20,00,000 1,44,00,000 

Less: Variable Costs:    

- Direct Material 82.50 49,50,000 59,40,000 

- Direct Wages 27.50 16,50,000 19,80,000 

- Variable Overheads 27.50 16,50,000 19,80,000 

- Direct Expenses 16.50 9,90,000 11,88,000 

- Variable factory expenses 

(75% of ` 20 p.u.) 

16.50 9,90,000 11,88,000 

- Variable Selling & Dist. exp. 

(80% of ` 10 p.u.) 

8.80 5,28,000 6,33,600 

Total Variable Cost     (B) 179.30 1,07,58,000 1,29,09,600 

Contribution     (C) = (A – B) 20.70 12,42,000 14,90,400 

Less: Fixed Costs:    

- Office and Admin. exp. (100%) -- 3,45,000 3,45,000 

- Fixed factory exp. (25%) -- 3,45,000 3,45,000 

- Fixed Selling & Dist. exp. (20%) -- 1,38,000 1,38,000 

Total Fixed Costs            (D) -- 8,28,000 8,28,000 

Profit                                             (C – D) -- 4,14,000 6,62,400 

(b) Working Notes: 

 Depreciation on Machine – I =  
30,00,000

10
= ` 3,00,000 

 Depreciation on Machine – II =
40,00,000

10
= ` 4,00,000 

Particulars Machine-I (`) Machine – II (`) 

Annual Income (before tax and depreciation) 12,50,000 17,50,000 

Less: Depreciation (3,00,000) (4,00,000) 

© The Institute of Chartered Accountants of India



6 

Annual Income (before tax) 9,50,000 13,50,000 

Less: Tax @ 30% (2,85,000) (4,05,000) 

Annual Income (after tax) 6,65,000 9,45,000 

Add: Depreciation 3,00,000 4,00,000 

Annual Cash Inflows 9,65,000 13,45,000 

 

 Machine – I Machine - II 

Year PV of Re 1 
@ 15% 

Cash 
flow 

PV Cumulative 
PV 

Cash flow PV Cumulative 
PV 

1 0.870 9,65,000 8,39,550 8,39,550 13,45,000 11,70,150 11,70,150 

2 0.756 9,65,000 7,29,540 15,69,090 13,45,000 10,16,820 21,86,970 

3 0.658 9,65,000 6,34,970 22,04,060 13,45,000 8,85,010 30,71,980 

4 0.572 9,65,000 5,51,980 27,56,040 13,45,000 7,69,340 38,41,320 

5 0.497 9,65,000 4,79,605 32,35,645 13,45,000 6,68,465 45,09,785 

(i) Discounted Payback Period 

 Machine – I 

  Discounted Payback Period = 4 + 
(30,00,000 27,56,040)

4,79,605


 

  = 4 + 
2,43,960

4,79,605
 = 4 + 0.5087 = 4.5087 years or 4 years 6.10 months  

Machine – II 

  Discounted Payback Period =  4 + 
(40,00,000 38,41,320)

6,68,465


 

  = 4 + 
1,58,680

6,68,465
 = 4 + 0.2374 = 4.2374 years or 4 years 2.85 months     

(ii) Net Present Value (NPV) 

  Machine – I 

  NPV = 32,35,645 – 30,00,000 = ` 2,35,645     

  Machine – II 

  NPV = 45,09,785 – 40,00,000 = ` 5,09,785     

(iii) Profitability Index 

  Machine – I 

  Profitability Index = 
32,35,645

30,00,000
= 1.08     

  Machine – II 

  Profitability Index = 
45,09,785

40,00,000
= 1.13  
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  Conclusion: 

Method Machine - I Machine - II Selection of 

Machine 

Discounted Payback Period 4.51 years 4.24 years II 

Net Present Value ` .2,35,645 ` 5,09,785 II 

Profitability Index 1.08 1.13 II 

4.  (a)    Stores Ledger Control A/c 

Particulars (`) Particulars (`) 

To Balance b/d  1,08,000 By Work in Process A/c 5,76,000 

To General Ledger  

Adjustment A/c 

5,76,000 

 

By Overhead Control A/c 

 

72,000 

 

To Work in Process A/c 2,88,000 By Overhead Control A/c (Deficiency) 21,600* 

  By Balance c/d 3,02,400 

 9,72,000  9,72,000 

  *Deficiency assumed as normal (alternatively can be treated as abnormal loss) 

Work in Process Control A/c 

Particulars (`) Particulars (`) 

To Balance b/d  2,16,000 By Stores Ledger Control a/c  2,88,000 

To Stores Ledger Control A/c  

 

5,76,000 

 

By Costing P/L A/c 

(Balancing figures being Cost of 
finished goods)  

14,40,000 

 
 

To Wages Control A/c  2,16,000 By Balance c/d 1,44,000 

To Overheads Control A/c  8,64,000 By    

 18,72,000  18,72,000 

 Overheads Control A/c 

Particulars (`) Particulars (`) 

To Stores Ledger Control A/c 72,000 By Work in Process A/c  8,64,000 

To Stores Ledger Control A/c 

 

21,600 

 

By Balance c/d  

(Under absorption) 

1,65,600 

To Wages Control A/c  

(` 2,52,000- ` 2,16,000) 

36,000 

 

  

 

To Gen. Ledger Adjust. A/c   9,00,000   

 10,29,600  10,29,600 

Costing Profit & Loss A/c 

Particulars (`) Particulars (`) 

To Work in process A/c  14,40,000 By Gen. Ledger Adjust. A/c 
(Sales) (` 14,40,000 × 115%) 

16,56,000 

 

To Gen. Ledger Adjust. A/c 
      (Profit) 

2,16,000   

 16,56,000  16,56,000 
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(b) Working Notes: 

1. Capital employed before expansion plan: 

 (`) 

Equity shares (`10 × 80,000 shares) 8,00,000 

Debentures {(`1,20,000/12)  100} 10,00,000 

Retained earnings 18,00,000 

Total capital employed 36,00,000 

2. Earnings before the payment of interest and tax (EBIT): 

 (`) 

Profit (EBT) 6,00,000 

Add: Interest 1,20,000 

EBIT 7,20,000 

3. Return on Capital Employed (ROCE): 

  ROCE  =
EBIT

×100
Capital employed

  = 
Rs.7,20,000

×100
Rs.36,00,000

 = 20% 

4. Earnings before interest and tax (EBIT) after expansion scheme: 

After expansion, capital employed  = `36,00,000 + `8,00,000  

= `44,00,000 

           Desired EBIT    = 20%  `44,00,000  = `8,80,000 

(i) Computation of Earnings Per Share (EPS) under the following options:  

 Present 
situation 

Expansion scheme  
Additional funds raised as 

Debt Equity 

(`) (`) (`) 

Earnings before Interest and Tax 
(EBIT)  

7,20,000 8,80,000 8,80,000 

Less: Interest   - Old capital (1,20,000) (1,20,000) (1,20,000) 

 - New capital -- (96,000) 

(`8,00,000  12%) 

-- 

Earnings before Tax (EBT) 6,00,000 6,64,000 7,60,000 

Less: Tax (50% of EBT) (3,00,000) (3,32,000) (3,80,000) 

PAT 3,00,000 3,32,000 3,80,000 

No. of shares outstanding 80,000 80,000 1,60,000 

Earnings per Share (EPS) 3.75 

3,00,000

80,000

 
 
 

`
 

4.15 

3,32,000

80,000

 
 
 

`
 

2.38 

3,80,000

1,60,000

 
 
 

`
 

(ii) Advise to the Company:  When the expansion scheme is financed by additional debt, 

the EPS is higher. Hence, the company should finance the expansion scheme by raising 

debt. 
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5.  (a)  Cost classification based on variability 

(i)  Fixed Costs – These are the costs which are incurred for a period, and which, within certain 

output and turnover limits, tend to be unaffected by fluctuations in the levels of activity (output 

or turnover). They do not tend to increase or decrease with the changes in output.  For 

example, rent, insurance of factory building etc., remain the same for different levels of 

production.   

(ii)  Variable Costs – These costs tend to vary with the volume of activity.  Any increase in the 

activity results in an increase in the variable cost and vice-versa.  For example, cost of direct 

labour, etc.   

(iii) Semi-variable Costs – These costs contain both fixed and variable components and are thus 

partly affected by fluctuations in the level of activity.  Examples of semi variable costs are 

telephone bills, gas and electricity bills etc. 

(b)  Single and Multiple Overhead Rates:  

 Single overhead rate: It is one single overhead absorption rate for the whole factory.  

 It may be computed as follows:  

 Single overhead rate = 
Overhead costs for the entire factory

Total quantity of the base selected
 

 The base can be total output, total labour hours, total machine hours, etc.  

The single overhead rate may be applied in factories which produces only one major product on a 

continuous basis. It may also be used in factories where the work performed in each department 

is fairly uniform and standardized.  

Multiple overhead rate: It involves computation of separate rates for each production department, 

service department, cost center and each product for both fixed and variable overheads. It may be 

computed as follows:  

 Multiple overhead rate   = 

Overhead allocated/ appportioned to each department/ cost centre or product

Corresponding base
 

Under multiple overheads rate, jobs or products are charged with varying amount of factory 

overheads depending on the type and number of departments through which they pass. However, 

the number of overheads rate which a firm may compute would depend upon two opposing factors 

viz. the degree of accuracy desired and the clerical cost involved. 

(c)  Business Risk and Financial Risk 

 Business risk refers to the risk associated with the firm’s operations.  It is an unavoidable risk 

because of the environment in which the firm has to operate and the business risk is represented 

by the variability of earnings before interest and tax (EBIT). The variability in turn is influenced by 

revenues and expenses. Revenues and expenses are affected by demand of firm’s products, 

variations in prices and proportion of fixed cost in total cost. 

Whereas, Financial risk refers to the additional risk placed on firm’s shareholders as a result of 

debt use in financing.  Companies that issue more debt instruments would have higher financial 

risk than companies financed mostly by equity.  Financial risk can be measured by ratios such as 

firm’s financial leverage multiplier, total debt to assets ratio etc.  

(d)  Trade credit and accruals as source of working capital refers to credit facility given by suppliers of 

goods during the normal course of trade. It is a short term source of finance. Small firms in particular 

are heavily dependent on this source for financing their working capital needs. The major 

advantages of trade credit are  easy availability, flexibility and informality. 
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There can be an argument that trade credit is a cost free source of finance. But it is not. It involves 

implicit cost. The supplier extending trade credit incurs cost in the form of opportunity cost of funds 

invested in trade receivables. Generally, the supplier passes on these costs to the buyer by 

increasing the price of the goods or alternatively by not extending cash discount facility.  

6.  (a) Work produced by the gang 1,800 standard labour hours, i.e.,  

1,800
 or 36 gang hours

32 + 12 + 6
 

  

Standard hours of Skilled Labour (36  32) 1,152 hours 

Standard hours of Semi-skilled Labour (36  12)    432 hours 

Standard hours of Un-skilled Labour (36  6)    216 hours 

                                              Total  1,800 hours 

Actual hours of Skilled Labour (40  28) 1,120  hours 

Actual hours of Semi-skilled Labour (40  18) 720 hours 

Actual hours of Un-skilled Labour (40  4) 160 hours 

                                              Total  2,000  hours 

 Revised Standard hours (actual hours worked expressed in standard ratio) 

 

Skilled Labour 

1,152
×2,000

1,800
 

 

1,280 hours 

 

Semi-skilled Labour 

432
×2,000

1,800
 

 

480 hours 

 

Unskilled Labour 

216
×2,000

1,800
 

 

240 hours 

  2,000 hours 

 Standard Cost for Actual Output:    ` 

Skilled Labour 1,152 hours @ ` 30 34,560 

Semi-skilled Labour    432 hours @ ` 20 8,640 

Unskilled Labour    216 hours @ ` 10 2,160 

           1,800 hours 45,360 

Actual Cost:   

Skilled Labour 1,120 hours @ ` 34 38,080 

Semi-skilled Labour    720 hours @ ` 23 16,560 

Unskilled Labour    160 hours @ ` 12 1,920 

          2,000 hours 56,560 

 (i) Total Labour Cost Variance 

   Standard Cost- Actual Cost   ` 

   ` 45,360 - ` 56,560    11,200 (A) 

 (ii) Labour Yield Variance: 

   (Standard hours for Actual Output - Revised Standard hours)  Standard Rate 
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Skilled (1,152 - 1,280)  ` 30 3,840 (A)  

Semi -skilled      (432 - 480)  ` 20 960 (A)  

Un-skilled      (216 - 240)  ` 10 240 (A)  

  5,040 (A) 5,040 (A) 

 (iii) Labour Mix Variance: 

   (Revised Standard Hours - Actual Hours)  Standard Rate 

Skilled (1,280 - 1,120)  ` 30 4,800 (F)  

Semi-skilled      (480-720)  ` 20 4,800 (A)  

Un-skilled     (240-160)  ` 10 800 (F)  

  800 (F) 800 (F) 

 (iv) Labour Wage Rate Variance: 

   (Standard Rate - Actual Rate)  Actual Hours 

Skilled                     (` 30 - ` 34)  1,120 4,480 (A)  

Semi-skilled            (` 20 - ` 23)  720 2,160 (A)  

Un-skilled                (` 10 - ` 12)  160 320 (A)  

 6,960 A 6,960 (A) 

   

   Check: Total Labour Cost Variance = Yield + Mix + Rate 11,200 (A) 

(b)  Projected Statement of Cash Flow for the year ended 31st March 20X8 

 (`) 

Cash flow from Operating Activities  

Profit before taxation 1,04,500 

Adjustments:  

Less: Profit on sale of machine {`38,000 – (`95,000 – `66,500)} (9,500) 

Add: Depreciation  1,14,000 

Operating profit before working capital changes 2,09,000 

Increase in Inventories & Trade receivable (`5,60,500 – `4,75,000) (85,500) 

Increase in Trade payables (`1,48,200 – `1,14,000) 34,200 

Increase in Bills payable (`98,800 – `76,000) 22,800 

Cash generated from operations 1,80,500 

Less: Income tax paid*  Nil 

Net Cash from Operating activities (A) 1,80,500 

Cash flow from Investing Activities   

Purchase of plant (1,90,000) 

Sale of machine 38,000 

Net cash from Investing activities (B) (1,52,000) 

Cash Flow from Financing Activities   

Dividend paid  (57,000) 
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Dividend distribution tax (Working note) (19,000) 

Net cash from Financing activities (C) (76,000) 

Net Increase/(Decrease) in cash and cash equivalents (A+B+C) (47,500) 

Cash and cash equivalent at the beginning of the year 66,500 

Cash and cash equivalent at the end of the year 19,000 

  * No information is given on corporate tax. 

  Working note: 

Dividend distribution tax is paid on the gross amount of dividend paid. The gross dividend is calculated 

as : 
Dividend Payable

(1- tax rate)
 

  Gross Amount of Dividend =
Rs. 57,000

(1 0.25)

 
 = `76,000 

  Dividend Distribution Tax = `76,000 × 25% = `19,000 

7. (a)  Four different methods of costing along with their applicability to concerned industry have been 

discussed as below: 

(i) Job Costing: The objective under this method of costing is to ascertain the cost of each job 

order. A job card is prepared for each job to accumulate costs. The cost of the job is 

determined by adding all costs against the job it has incurred. This method of costing is used 

in printing press, foundries and general engineering workshops, advertising etc. 

(ii) Batch Costing: This system of costing is used where small components/ parts of the same 

kind are required to be manufactured in large quantities. Here batch of similar products is 

treated as a job and cost of such a job is ascertained as discussed under (1), above. If in a 

cycle manufacturing unit, rims are produced in batches of 2,500 units each, then the cost will 

be determined in relation to a batch of 2,500 units. 

(iii) Contract Costing: If a job is very big and takes a long time for its completion, then method 

used for costing is known as Contract Costing. Here the cost of each contract is ascertained 

separately. It is suitable for firms engaged in the construction of bridges, roads, buildings etc.  

(iv) Operating Costing: The method of Costing used in service rendering undertakings is known 

as operating costing. This method of costing is used in undertakings like transport, supply of 

water, telephone services, hospitals, nursing homes etc. 

(b)  Explicit costs: These costs are also known as out of pocket costs. It refers to those costs which 

involves immediate payment of cash. Salaries, wages, postage and telegram, interest on loan etc. 

are some examples of explicit costs because they involve immediate cash payment. These 

payments are recorded in the books of account and can be easily measured.  

Main points of difference: The following are the main points of difference between Explicit and 

Implicit costs.  

(i) Implicit costs do not involve any immediate cash payment. As such they are also known as 

imputed costs or economic costs. 

(ii) Implicit costs are not recorded in the books of account but yet, they are important for certain 

types of managerial decisions such as equipment replacement and relative profitability of two 

alternative courses of action. 
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(c) Practical applications of Marginal costing:  

(i) Pricing Policy: Since marginal cost per unit is constant from period to period, firm decisions 

on pricing policy can be taken particularly in short term.   

(ii)  Decision Making: Marginal costing helps the management in taking a number of business 

decisions like make or buy, discontinuance of a particular product, replacement of machines, 

etc. 

(iii) Ascertaining Realistic Profit: Under the marginal costing technique, the stock of finished 

goods and work-in-progress are carried on marginal cost basis and the fixed expenses are 

written off to profit and loss account as period cost. This shows the true profit of the period.  

(iv)   Determination of production level: Marginal costing helps in the preparation of break-even 

analysis which shows the effect of increasing or decreasing production activity on the 

profitability of the company. 

(d) In dividend price approach, cost of equity capital is computed by dividing the expected dividend by 

market price per share.  This ratio expresses the cost of equity capital in relation to what yield the 

company should pay to attract investors. It is computed as: 

1
e

0

D
K

P
  

Where, 

 D1 = Dividend per share in period 1 

 P0 = Market price per share today 

Whereas, on the other hand, the advocates of earnings price approach co-relate the earnings of the 

company with the market price of its share. Accordingly, the cost of ordinary share capital would be 

based upon the expected rate of earnings of a company. This approach is similar to dividend price 

approach, only it seeks to nullify the effect of changes in dividend policy. 

(e) In batch costing the most important problem is the determination of ‘Economic Batch Quantity’  

The determination of economic batch quantity involves two types of costs viz, (i) set up cost and 

(ii) carrying cost. With the increase in the batch size, there is an increase in the carrying cost but 

the set-up cost per unit of the product is reduced; this situation is reversed when the batch size is 

reduced. Thus there is one particular batch size for which both set up and carrying costs are 

minimum. This size of a batch is known as economic or optimum batch quantity . 

Economic batch quantity can be determined with the help of a table, graph or mathematical formula. 

The mathematical formula usually used for its determination is as follows:  

EBQ= 
C

DC2
 

Where,     

D = Annual demand for the product 

        S = Setting up cost per batch      

        C = Carrying cost per unit of production per annum 
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