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I

What is management accounting ? Discuss the role
of management accounting in planning, control and
decision making.

- OR

-

Discuss and distinguish between the following costs
giving illustrations.

(i) Product and Period Costs
7 (ii) Controllable and Uncontrollable Costs

(iii) Joint Cost and Common Cost (15)
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{a) What are the four basic steps required for activity-
based costing 7 Explain them. {7%)

(b) Discuss the advantages of variable costing. (7'%)
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OR

{a) What advant_ages?and- disadva:ntag‘eé are shared

' by ROI and Residual Income ? What can be

done to overcome _drawback‘s in these two
measures 7 : : A (7).

(b) What are the objectives of transfer pricing? Under
what conditions are market-based prices and
negotiated prices optimal ? - (7'%2)
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3. (a) Explain the uses of diffcrential accou;lting in

decision-making. Give suitable illustrations in
atleast three areas of decision-making. (7'%2)

(b) Discuss behavioural dimensions of budgeting.
(7%)
P.T.O. .
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OR

(a) Discuss some of the problems that might be
creatéd by standards which are set too high and
by standards which are too loose. (5}

(b) The following information has been furnished by a
company for the month of March 2011. Calculate
the following variances :’

(1) Fixed overhead cost variance -
(ii) Variable overhead cost variance
(1ii) Capaéity variance

(iv) Calender variance

Budget Actual

OQutput units 30,000 32,500
Horurs 30,000 33,000
Fixed overhead (Rs.) ) 45,000 | 50,000
Variable overhead (Rs.) 60,000 68,000
Working days - 25 26
- (10)
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4. A company is concerned with changing to the variable
cost method of mventory valuation for maklng internal
decisions. The absorptlon costmg income statements

for January and February are shown beiow

P.T.O.
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January February

| | (Rs.) (Rs.)
Sales £8000 units) 16,00,000  16,00,000
Cést of goods sold (9,92,000) (10,88,000)
Grossprofit 608008  5,12,000

Selling & Administrative Expenses  3,00,000  3,00,000

Net Income 3,08.000 2,12,000

Other information are as follows :

Production units 10,000 6,000
Variable production 7

Cost per unit -7 Rs. 100 Rs. 100
Fixed production cost Rs. 2,40,000  Rs. 2,406,000

The selling and administrative expenses should above
include variable costs of Rs. 10 per unit sold.

Required :

(2) Prepare income statements for both months using
variable costing.

(b) Explain why the net income under absorption
costing for January was higher than the next
income for February when sales units are same in

~ each month.

OR

“
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' On the basis of the following information in respect

_of an engineering company, what is the product mix
which will give the highest possible profit ? Do you
recommend overtime working upto a maximum of
15,000 hours at twice the normal wages ?

_Product manufactured A ‘ B . C
Raw materials per unit 10 Kg 6 Kg 15 Kg
Labour h(_)urs‘per unit '

@ Rel per hour = 15 25 20
Sales price per unit (Rs.)- 125 100 200
Maximum prodiction

- possible (units) 6,000 4,000 3,000

1,00,000 Kgs' raw materials are available @ Rs. 10 -
per Kg. Maximum production hours are 1,84,000 with
facility for a further 15,000 hours on overtime basis
at twice the normal wage rate. ' (15)
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5. Modi Company purchases 10;000 items of a product
annually froin Bajaj Company. Because the prices keep
increasing and reached Rs. 88 per unit last year,
Modi’s management has asked for a cost estimate to

. manufacture the item internally. Modi makes stampings
and castings and has little experience with products
that require assembly. A report has been prepared
for the management that includes the following
estimate for an assembiy run of 10,000 items. To
manufacture the items Modi will hire additional
‘production employees but will need no additional
equipment, space or supervision. The report estimates
that total costs for 10,000 units are estimated at
Rs. 120 per unit. The current purchase price is Rs. 88
per unit, so the repdi't recommends the continued
purchase of the product. If the items are purchased,
the cﬁrrently unused space could- be leased for
Rs. 1,50,000 annually.

’

(Rs.)
Components .
Assembly labour - ' 2,70,000
Share of existing facility _ 2,90,000
Costs based‘oﬁ labour 6,40,000
Total costs o " 12,00,000

P.T.O.
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Assembly labour consists of houriy production

workers.
Required :

(2) Was the recommendation (of the report) to
-continue purchasing the items correct ? Explain
your answer and include any supporting calculations

that you consider necessary.

(b) Present several benefits and problems of dealing

with outside suppliers such as Bajaj Company.
- OR

Pfizer Industries has several divisions that operate as
decentralised profit centres. System Division of the
company produces scientific instruments and uses the
products of other two divisions. The Board Division
produces printed circuited board (PCB). One PCB
model is made exclusively for the Systems Division
using proprietary designs, while less comp.lex models
are sold in outside markets. The products of the
Transistor Division are sold in a well developed
competitive market; however, one transistor model is
also used by the System Division. The cost per unit
of the products used by the System Division are as

follows :
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PCB
- (Rs.)
Dircct material - 12500 -
Direct labour = - : 4500
Variable overhead 2000
Fixed overhead 800
Total cost | 9,800

Transistor
(Rs.)

800

1000

500

750

3,050

The Board Division sells its product at full cost plus
25 percent mark up and believes the proprietary board
made for the system division would sell for Rs. 12,250
per unit-in the open market. The market price of the
transistor used by:the System Division is Rs: 3700

per unit,

Required :

(i) What is the minimum transfer price for the
Transistor Division ? What is the maximum
- transfer price of the transistor for the System

Division ?

(i) Assume the Systems Division is able to purchase

a large quantity of transistors«from an outside
source at Rs. 2,900 per unit. Further, assume
that the Transistor Division has excess

capacity. Can the Transistor Divis

- price.

ion meet this

P.T.O.
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(iif) The Board and Systems Division have negotiated
a transfer price of Rs. 11,000 per printed circuit
board. Discuss the impact this transfer price
will have on each division. (15)
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