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INTEEMEDIATE EXAMINATION Al g
December 2013 I-PS(CMA)
Cost & Management Accounting
Time Allowed: 3 Howurs : : Full Marks: 100

The fignres in the margin on the right side indicare full marks.
Question No. 1 is compulsory and answer amy five from he ress.

1. (a) Match the statement in Column | with appropriate statement in Column LI 1x5=5
Column I Column I1
Machine Hour Rate a(A) Control of Inveniory
~ {ii) DISC method 8] -Investment Flanning o Lt
{iti} Barch Costing (C} Time keeping / "
3 {i¥) Capital Expenditure Budgeting (- Absorption of factory overhead a2
" (v) ESND Analysis {(E) Toy Industry
{b) State whether the following statements are TRUE or FALSE: 1x5=5

fi} Cost Accounting is defined as technique and process of ascertaining costs.
(i1} An efficient worker always gets more bonus under Rowan Plan in comparison 1o Halsey 50% plan.
(iiiy Marginal cost includes pnme cost plus vanablbe overhead,
(v} Master budget is prepared generally for long-term.
(v} Average stock level = Average consmumption X Average re-order period.

fe) Fill in the blanks: It I%5=5
- 3 r ' o E
(i} Difference between Sales and BEP is known as ) . — R . ey,
@y iz the value of benefit sacrificed in favour of an altzmative course of action.

(iti) Cost of abnormal idle time is charged w

{iv) Aggregate of indirect material, indirect Labour and indirect expenses is known as

i(v) WIF appears on the credit side of the contract account when the contract. is at end of the
accounting period.

(d) In the following cases, one out of four answers is comect. You are required to indicate the cormect answer
{= 1 mark) and give workings (= | mark): 2x5=10

(1) Total cost of 2000 units is T 32000 and fut 200 units is T 38,000, Fixed cost will be

_, (a) ®32,000
5 (b) 222,000 s
v (c) T 20,000 gOF o
d) T 6000 "
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{ii} The BEP is 15,000 units, Fixed Cost is T 22,500, variable cost per units ¥ 45 the PAV ratio will be
@ 3%
(b) 55%
{(e) 15%
(d) 25%

(iii) The standard and actual data. for product ‘MNP" are given as under:
Standard 40 hours & ¥ 20 per hour. Actual 45 hours @ T 22 per hour, 5o labour elliciency variance is
(a) ¥ 90 Adverse
(b) ¥ 100 Favourable .
{€) T 90 Favourable
(d) T 100 Adverse
{iv) It'ih:_up.u.-:iry usage ratio of a production department is 90% and activity ratio is 99%, then efficiency
ratio is '
(a) 120% fngd — S0
(b 110%
{e) 90%
(dy 100%

(v} Monthly demand of a product is 500 units. Set up cost per batch is T 60 cost of manufacturing per unit
is ¥ 20 Rate of Interest is 10% p .a. Based on these parameter, the Economic Batch Quantity would be

bl |

.lf:'l‘__, “'l|.|l.."- - A

_Ad) 600 units s 4 A4 — torn

© My - oo TR AR FK SOTK Lo

(c) 1500 units ; & | haht. e Tk g

(d) 1000 units Prae RO PrYE

il 1
L2./(-aﬁ:hem|:l~.u Ltd. is curmently warking at its 60% capacity and pruduu&‘ 24,000 units. The unit cost and selling price
for the same level are as follows: Y.
5,0 Per unit () Lo

Material A S i
Factory overhead (80% variable) \S V. &0 Vo e
Aduinitative cvechead (75% fixed) | T 40 45 :
Selling and distribution overhead (50% variable) 30 #_,./""——-_
Total Cost per unit 340 g,ﬂ &
Selling price per unit 500 o o B

You are required to prepare a flexible budget and estimate the profit of the company when it works at 30% and
100%% capacities. Tt is believed that at 80% capacity raw material cost increases by 3% and selling price falls
by 3% whereas at Iﬂ% capacity raw material cost increases by 5% and selling price falls by 10%. 5+5=10

\_,th‘ List out ten funﬂiuﬁ"ﬁl.pudgm. g
acdend & £n
- L 17 g
beo oo * T Bl o A n
- % i . ]
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(3) I=P8(CMA)

Syllabus 2008
3 (a the differences between Differential costing and Marginal costing. 5
A While prepasing the estimate of profitability for the coming year, the Sales Manager of a company indicated
sale of the single product manufactures at a sale price of T 60 per unit.
AL that price the expected profit will be ¥ 25,00,000. The variable cost of the product is ¥ 20 per unit and the
total fixed expenses for the year was estimated at T 15,00,000.
The Sales Manager further indicated that if there is a reduction in price, the quantity of sale will rise in the
following manner;
When selling price Cheantity of sale
reduced by . b0 increase by
(1) 10% 20%
(i) 5% 15%
(i) 2.5% 8%
As a Cost Accountant, you have been asked to evaluate the effect of allernative sale prices as above and suggest
_ the best alternative to be adopted in the coming year: 10
4./ (a) Discuss the accounting treatment for spoilage and defectives in Cost Accounting, 5

£b} A Company produces two products A & B using similar inputs and facilities.
¥ The availability of Labour hours in a year is 2,35,000 hours and this is considered as the limiting factor. The
following details are available for the two products:

Product A Product B
Selling price per unit (T) 100 30
Direct material per unit () 50 11
‘Direct Labour ((T 5 per hour) 25 20
Estimated sale demand (Nos,) 10,000 S0,

Other variable costs common to both products are:
{1} variable production overhead ¥ 2 per hour of direct labour.
{ii) Mariable selling overhead 10% of sale price.

In the context of the above limiting factor, you are requited to calculate a production plan that will
maximise contribution to the company and also workout total contribution at that level, 10

5. (a} The following details relating 1o the product *X' during the month of March, 2013 are available:
: Standard Cost per unit
Materials 50 kg @ ¥ 40 per kg,
Labour 400 hours @ T 1.00 (one) per hour.

Actual Cost for the month
' Material 4,900 kgs @ T 42 per kg.
- Labour 39,600 hours @& T 1.10 per hour,
= Actual Production—100 units
* Please Turn Over
v d
CCI Online Coaching Call: 1800-3000-0505 | 088803-20003

www.CAclubindia.com/coaching




[-PRICMA) (4}
Syllabus 2008

You are required to computs:

(i) Material Price Variance (MPV)

(i) Material Usage Varance (MUV])
fiii] Material Cost Variance (MCV)
{iv] Labour Rate Variance (LRY)

{v} Labour Efficiency Variance (LEY)
ivi1 Labour Cost Variance {LCV)

You are also required to reconcile the standard and the actual cost with the help of such variances.  G+d=10

{b} Define uniform costing. What are the essential requirements to installa uniform costing system? 5

6. (a) Inaconcemn engaged in process indusiry, four products emerge from a particular process nfﬂpzm'u:ln.
The total cost of input for the period ended %0.9.2013 is T 2,53,500. The details of output, additional costs after
split-off point and the sales value of the products are as under:

Products Cutput Addl. Cost after Sales value
(kgs.) Split-off point
() )
A 8,000 60,000 1,68,000
B 5,000 10,000 1, 10,000
C 1,000 - 60,000
D 4,000 20,0000 0,000
If the products are sold at split-off pl:l'ln.lhwilhuul: further processing, the Sales value would have been:
)
|
A 1,15,000
B 90,000
3 C 55,000
L D 80,000
You are required 10 prepare a statement of profitability based on the products being sold.
{1) after further processing
(i) at the split-off point. S45=1(
| {b) Define the terms: Capacity costs and Relevant cost. : 243=
\V {a) Bright Engineering Co. Lud. manufactures two products X & Y in its factory, similar raw material and simila
production processes and involved in their production.
The following particulars are given for the year 2012.
x Y
Wo. of units produced 10,000 15,000
Mo. of orders (total) 30 120
No. of Labour Hours per unit 2 4
Set ups in the year 3 20 80
T Machine hour per unit i (1 2
- L]
L3
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{5) F-PIS{EVM)
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On the basis of the above and assuming that the Company will not change its debt structure in future, prefer-
ence shares will be redeemed but will be replaced by 10% Preference Shares of the same amount, will not
change its Dividend-Payout Ratio and there it no Dividend Distribution Tax; you are required 1o determine

Intrinsic Value of the Share using Constant Growth Muodel. 9
(b} h'f[-]ﬁ‘d' ngl::n 10 scquire N, Lid. based on the capitalization of last three years profits of N, Lud, al an carning
viekd o
Profita of N. Ltd. ¥ (in lakhs)
for the years
20140 T8
2001 Bo
2012 82
Caleulate the value of business based on eaming yicld basis. [
3. (a) Consider the following information in respeet of Blue Chip Lirmited. 1]
(% In Crores)
2013 2004 2015 206 07 2018
Tonal Revenuwe 57.73 HO RS 2174 4237 10066 10772
Cost of Goods Sold 2393 2993 35.24 3.7 42 28 45.76 -
Giross Profit 33,30 39.93 46,50 5265 4538 61.96
Administrative Expenses 336 438 511 5.72 .07 6,55
Selling and Distribution
Expenses 1826 2314 27.91 3210 3553 3837
Depreciation 470 243 1.59 1.27 2.18 153
ERIT T T T
Additional Information
MMarginal Tax Rate 13.00% 3390% 33.90% 311.90% 119Fs  33.90%
Increase in Operating
Working Capital 3.30 3.60 4,00 4.10 o4, 20 430
Capital Expenditure 0.61 0,66 .61 0,78 0.9 .71

Assurning that the company is having 3.5 crores of equi shares, Debt of ¥ 0.73 crores, steady growih rate of
8% in free cach flows after 2018 and !wziEE::-.-] Average %mf Capital (WACC) of 12.5%. determine the value
of its share using free cash flow valuation method.

Year ! 2 3 4 5 & 7
Disoounting factor 08889 07901 07023 06243  0.5M9 04835 0.4385
@ 12.5%

Plemse Turn Owver
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Sypllabus 2008
{b) A company is expecied W generaie funure profits of € $4.00,000, What is its value of business if investment of
this type of business are expected to give an anmual return of 20867 4

4. (a) Acompany has issued 14% convertible debentures of T 100 sach at par. Each debenture will be convertible into
K equity shares of T 10 each at a premium of ¥ 5 per share. The conversion will take place at the end of 4 years.
The corporation tax rate is assumed to be 40% including education cess and surcharge, il any. The prevailing

coupon rate of similar bonds in the market is 15%.

Assume that tax savings occur in the same year that the interest paymenis arise. The flotation cost is 3% of the
besue amount. Calculate the cost of convertible debentures. (Discount factor (@ 14%, 1-4 years is 2.914 and @

15%, 1-4 years is 2.855; Discount factor Tor 40h year (@ 14% is 0.592 and (@ 15% is 0.572) 10
{6} Discuss the limitations of discounted cash flow valuastion, 5

_j;"u:l A company acquired for its internal use a software on 28.01.2012 from the USA for US 5 1,00,000. The
exchange rale on that daie was ¥ 32 per US dollar.

The seller allowed trade discount @ 5%. The ather expenditure were

(i) Import Duty 1 20%s
{ii) Purchase Tax s 10
(iil) Entry Tax : 3% (Recoverable later from tax department)
(7] Installation expenses : B 25,000
{¥) Profession fees for clearance from customs @ ¥ 20,000
Compute the cost of solivare to be capitalized 1]
{b) What are the bases for valuation? 5
\f/.,{-ﬁ The following information relates to the business of a firm 1

(1) Avernge capital employed in the business T 7,20,000.
(i) Net trading profits of the firm for the past three years after taxation were T 1,07,600, T 90,700 and
¥1,12,500
(i) Ressonable return expected in the same type of business is 10%.
{iv} Fair reruneration io the partners for their services 18 T 12,000 per annum.
You are required to calculate the value of Goodwill —
{1} On the basis of five year's purchase of the annual average super profits,
(H) O= the basis of capitalization of the annual average super profits at the reasonable return of 10 percent, &
(i} On the basis of annuity of super profits, taking the present value of annuity of one rupee for five years at
1% interest is T 3,78

————
() The Following are the operating results of a firm:
Sales (Units) 25000
[nierest per annum T 30,000
Selling price per unii T
Tax rufe 35% inchuding education cess etc.
Variable cost per unit Tie
Fixed cost per annum T 80,000
Compute operating leverage and financial leverage. 4
'.‘l.
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[ 7) F-PI8{BVM)
Sylfabus 2008
7. (a) Negotiation is going on for transfer of A. Ltd. on the basis of Balance Sheet and the additional information as
given below :
Balance Sheet of A. Lid.
Ag on 318t March, 2002
Liabilities Amount (T) Assels Amount (T)
Share Capital (2 10 fully paid ug 10,00,000 Goodwill 1,00,000
share)
Reserves & Surplus 400,000  Land & Building 3,00,000
Sundry Creditors 3,00,000  Plant & Machinery #,00,000
Investment 1,000, 0640
Stock 200,000
Debtors 150,000
Cath & Bank 20,000
Tastal 17,00,000 Total 17.0a00,000

Profit before tax for 2011-12 amounted to ¥ 6,00,000 including ¥ 10,000 a& interest on investment. However,
an additicral amount of T 50,000 per annum shall be required to be spemt for smoath running of the business,
Market value of the land HWII‘H} are estimated a1 © 9,00,000 and T 10,00,000
respectively. In onder io maich the above figures further depreciation to the extent of T 40,000 should be taken
into consideration. Income tax rabe may be taken at 30%. R-l:mmmc.apl'la.] fii; 20%% before tax may be considered
as normal for this business for (6e present stage.

For the purpose of determining the rate of retumn profit for this year after the aforesaid adjustments may be
taken as expecied average profit. Similarly, average trading capital employed is also to be considersd on the

basis of position in this year.
It has been agreed that a three years purchase of super profit shall be taken as the value ﬂt'_gm-dmll for the
purpose of the deal. You are requesied to calculate the 'I-"I|I.Il= u:l' I:ﬂudm“ fn-r I:h: company. [}
—— s

(b) Which are the forces driving mergers and acquisitions activities? 5

8. ABC Garments Lid. is a company which produces and sells 1o retailers a cenain range of fashion clothing.

They have made the following estimates of prudential cash flows for the next 10 years. 15
Yr I 2 3 & 5 6 7 B k. 10
Cash flow

(® in lakhs) 1500 1700 000 2500 3000 3400  3RO0 4500 5000 6000

DCF Led. is a company which owns a saries of bowtigues in a certain locality. The bowtiques buy clothes from
varous suppliers and retail theen. Each boutigue has a manager and an assistant bus all purchasing and policy
decisions are taken cenirally. An independent cash flow estimate of DCF Lid, was as follows;

Y. - | 1 k] 4 5 ] 7 B 9 id
Cash flow
(¥ in lakhs) Lz 160 200 280 340 46l 520 &0 0] Rie

Plense Turn Crver
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ABC Garments Lid. is interested in acquiring D}CF Lid. in order to get some additional reinil outleds, They make
the following cost-benefit caleulation:

(i} Net value of assets of DCF Ltd,

T i lakh
Sundry fixed asseis RiH)
Invesiments 200
Stock _400
Total 1410
Less @ Sundry Creditors 400
Wel Assels | Ol

(i) Sundry fixed asseis smounting to ¥ 50,00,000 cannot be used and their net realisable value is T 45,00,000
(i} Steck can be realised immexdiately at ¥ 470 lakh.

() Investments can be disposed off for T 212 lakhs.
1v) Some workers of DCF Lid are o be retrenched for which estimated compensation is T 130 lakh

(vi} Sundry creditons are lo be discharged immediately,

{vii) Liabilisies on sccount of retirement benefits not accountéd for in the balance sheet by DCF Lid, is

¥ 48 Lakhs,
{viii) Expected cash Mows of the combined business will be as fiollows:
Yr. I 2 3 4 5 ] 7 1 g i
Cash Mow

(Rinlakhs) 1500 1900 2300 2950 3500 4000 4500 5300 SE00 €900

Find out the maximum value of DCF Lid. which ABC Garments Lid. can quote. Also show the difference in
valuation hat there been no merger. Use 20% as discount factor.

ir 1 2 3 ] 5 fi 7 B b 1]
Drigcownting

factor @ 200 0.8333 0.6944 0.5787 04813 0.4019 0.3349 0.279] 02326 0.1938 0.1615
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