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Preface
This book has been designed for professional courses and graduation as well as past graduation courses for the subject of Financial Management in a friendly manner with a precise text and also extensive practice of various concepts in this field. New concepts & new development are being made in the field of Financial Management every day. Also the professional examinations especially CA, CS & ICWA Courses are giving problems in the examinations, unlike those which students have dealt with before. Due to lack of practice & conceptual clarity the students are not able to perform well in the examinations.

This book is intended primarily for CA, IPCC M.Com and B.Com students to prepare them for the paper of Financial Management to enable them to secure very good marks in the subject. The students practicing this book are bound to get assured success.


The problems (questions) having ‘*’ mark are the must be reviewed at least twice by the students. These problems (questions) cover almost all the concepts of the topics.
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1. MATERIALS
1. Maximum Level 
Maximum Level = Re-order level + Re-order quantity – (Minimum consumption x Minimum 
Re-order period)

2. Minimum Level
Minimum Level = Re-order level – (Average rate of consumption x Average time required to obtain fresh delivery)        (or)
Minimum Level = Re-order level – (Normal consumption x Normal Re – order period)

3. Re-order level 

Re-order level = Maximum consumption x Maximum re-order period

4. Average Stock Level                                                                                                                             Average Stock Level = ½ (Maximum Level + Minimum level) 
(or) 



Minimum level + ½ of Re-order Quantity
5. Danger level

Danger level = Average consumption x maximum re-order period for emergency purchases.

6. Economic Ordering Quantity 
1.EOQ = √ 2U XP/ S

U = Quantity(units) Purchased or used in a year 
P = Cost of Placing Order
S = Annual cost of storage of one unit
2.EOQ = √ 2AB / CS

A = Annual consumption in units 
B = Buying cost per order

C = Cost per unit


S = Storage & carrying cost per annum.

3.EOQ = √ 2UO / C

U = Usage in units per annum 

O = Ordering cost

C = Cost of inventory carrying cost per unit in year.

4.EOQ = √2CO / I
C = Consumption of the material in units per year 
O = Ordering cost                                         I = Interest  & other carrying cost per unit / annum.

5.EOQ = √2AB / S 

A = Annual consumption in units 
B = Buying cost per order

S = Storage & carrying cost per annum.

7. Inventory Turnover Ratio:  =
Cost of materials consumed during the period                                                                                                                                     Average stock of material held during the period
Cost of material Consumed = Opening Raw material + Purchased Raw material – Closing raw material

Average stock of materials = ½ ( Opening Raw material + Closing Raw materials)
Inventory Turnover in days =
            Days in the period                                                                                                                       Inventory Turnover Ratio
8. Input – Output Ratio Analysis   = Standard cost of Actual quantity   

  Standard cost of Standard quantity
9. No.of Orders  = Quantity purchased / Consumed

                             Economic Order Quantity(EOQ)

10. Desired Purchase quantity  = Difference in fixed Cost
                                                            Difference in Variable Cost
11. Computation of Purchase price of Raw Materials  
Particulars





Amount

Units Purchased(No of units X Price per unit/Kg) 
XXX

Less 

Trade Discount 





(XXX)


Add






XXX


Container Cost(No of containers X Per container) 
XXX

Less


Returned containers(No of containers X Per container)
(XXX)


Add


Transport Charges




XXX


Storage Charges




XXX


Rent,Taxes,Insurance,Extra



XXX

Total Material Cost 




XXX
12. Cost Per Unit = Total Material Cost
  
              Total Units Purchased 

2. DIRECT LABOUR

Labour Turnover 

(i) Separation Rate Method = Number of separations ina period ÷ Average number of workers in the period x 100

(ii) Replacement Method = Number of replacements in a period ÷ Average number of workers in the period x 100  

(iii) Flux Rate Method = No. Of separations + No. Of replacements ÷ Average number of workers in the period x 100
No. Of separations + No. Of replacements ÷ 2 / Average of workers in the period x 100

(iv) Equivalent Annual Turnover Rate = Turnover rate x 365 ÷ No. Of days in the relevant period x 100
(v) Valuation of closing stock in units = cost of production ÷ units produced x No of closing stock units.  
Remuneration and Incentives
1. Halsay wier  scheme = Time taken x howely rate +  ( Time saved x Howely rate x 30% )

2. Barth’s variable sharing plan = Howely rate √ standard time x Actual time

3. Bedeaux’s point premium system = Time taken x ( Howely rate x 75/100 x points saved x Basuc rate per hour ÷ 60 )
Incentive Plans:
4. Halsey Plan: Total Earnings = Time taken x Hourly rate + ( Time saved x Rate x 50%)

5. Rowan Plan: Total Earnings = Time taken x Hourly rate + Bonus 

Bonus = Time saved ÷ standard time x time taken x Hourly rate.
6. Barth Scheme = Hourly rate x √ Standard hours x hours worked

Obsorbtion of overhead:
1. Overhead rate = overhead Expenses ÷ Total quantum of base selected
2. Actual overhead rate = Actual overhead incurred during a period ÷ Actual quantum or value of the base selected
3. Blanket overhead rate = overhead cost of the entire factory ÷ Total quantum of the base selected
4. Preduemined overhead rate = Budgeted overhead Expenses for the period ÷ Budgeted base of the period
5. Treatment of over / under obsorption overhead supplementary rate = Amount of over / under obsorption of overhead ÷ Total of base
  Piece Rate System:
1. Straight Piece Rate System ( ordinary piece rate )  = No. Of units produced x Rate per piece

2. Taylor’s differencial piece rate system: -

(a) Output below standard output :-

Piece rate = No of units produced x (straight piece rate x 80% )

(b) Output above standard output :-

Piece Rate = No of units produced x ( straight piece rate x 120% )

3. Merricks multiple or Differential price :-

(a) Output below 83% of standard output :- 

Piece rate = ordinary piece rate

(b) Output between 83% to 100% of standard output :- 

Piece rate = No of units produced x ( rate per piece x 110% )

(c) Output above 100% of standard :- 

Piece rate = No of units x ( rate per piece x 120% )

4. Gantt’s Task :-

(a) Earnings = Standard time x Hourly  rate – ( below 100% per                  )

(b) Earnings = ( standard time x Hourly rate) + 20% of ( standard time x Hourly rate) ( performance at 100% )

3. OVERHEADS

Factory Overhead Rate:
(i) Direct Material Cost Method =Amount of Factory Overheads ÷ Cost of Direct materials used x 100
(ii) Direct Labour Cost Method = Amount of Factory Overheads ÷ Cost of direct labour x 100
(iii) Prime Cost Method = Amount of Factory overheads ÷ Prime cost x 100
(i) Machine SHour Rate Method = Amount of Factory overheads ÷ Machine Hours
(ii) Labour Hour Rate Method = Amount of Factory overheads ÷ Total Number of direct labour hours
Office Overhead Rates: 

(i) As a Percentage of Factory Cost = Total Administration Overheads ÷ Total factory cost x 100
(ii) As a Percentage to Factory Overheads = Total Administration Overheads ÷ Total Factory Overheads* x 100
(iii) As a Percentage to Sales = Administration Overheads ÷ Total sales x 100
(iv) As a Percentage of Conversion Cost = Total Administration Overheads ÷ Total Conversion Cost x 100
(v) As a Percentage of Gross Profit = Total Administration Overheads ÷ Gross Profit x 100
Selling Overhead Rate: 

(i) As a Rate Per Article = Total selling & Distribution Overheads ÷ Number of Products sold
(ii) As a Percentage of Selling Price  = Total Selling & Distribution Overheads ÷ Total Sales x 100
(iii) As a Percentage of Works Cost = Total Selling & Distribution Overheads ÷ Total Works Cost x 100
4.BATCH COSTING

Economic batch Quantity: 

1. EOQ = √ 2AB / CS

A = Annual consumption in units 
B = Buying cost per order

C = Cost per unit


S = Storage & carrying cost per annum.

2. EOQ = √ 2UO / C

U = Usage in units per annum 

O = Ordering cost

C = Cost of inventory carrying cost per unit in year.

3. EOQ = √2CO  / I

C = Consumption of the material in units per year 
O = Ordering cost                                         I = Interest  & other carrying cost per unit / annum.

4. EOQ = √2AB / S 

A = Annual consumption in units 
B = Buying cost per order

S = Storage & carrying cost per annum.

5. CONTRACT COSTING

Profit to be taken to Profit & Loss in case of Incomplete Contracts.

1. When the work certified is less than ¼ of the contract price:                                                              No profits  to profit and loss account.

2. When the work certified is ¼ but less than ½ of the contract price : 

Profit to date x 1/3 x Cash received / Work certified

3. When the work certified is ½ or more of the contract price :

Profit to date x 2/3 x Cash received / Work Certified

4. When contract is almost complete and further estimated expenditure is given : Estimated Total Profit x work certified ÷  contract price x Cash received ÷  work certified

5. In case of loss :
The entire loss to be transferred to Profit & Loss Account.

6. When the contract is nearing completion:

Profit to be taken = Estimated profit x Work certified ÷ Contract price (or)  

Estimated profit x Cost of work to date ÷ Estimated total cost (or) 

Estimated profit x cost of work to date ÷ Estimated total cost x cash received ÷ work certified
6.PROCESS COSTING
1. Cost of Abnormal Wastage 

= Normal cost ÷ Normal output x Abnormal Wastage inn units

2. Cost of Abnormal Effectives 

= Normal Cost ÷ Normal Output x Abnormal Effectives in units

3. Computation of Abnormal loss :

Quantity of abnormal loss = Normal output – Actual output

Normal output = Input – normal loss

4. Value of abnormal loss = Normal cost of the normal output ÷ Normal output x units of Abnormal loss

5. Value of normal cost of normal output = Expenditure of the process – Scrap value of normal loss
7. BUDGETARY CONTROL

Control Ratios:

Activity Ratio = Standard Hours for Actual Production ÷ Budgeted Hours x 100

Capacity Ratio = Actual Hours Worked ÷ Budgeted Hours x 100

Efficiency Ratio = Standard Hours for Actual Production ÷ Actual Hours Worked x 100

8. STANDARD COSTING

Direct Material Variances: 

Direct Material Cost Variance (DMCV) = (Standard cost for actual output – Actual cost)

Direct Material Price Variance (DMPV) = Actual Quantity x (Standard Price – Actual Price)

Direct Material Quantity or Usage Variance (DMUV) = Standard Price x (Standard Quantity for Actual Output – Actual quantity)

Direct Material Mix Variance (DMMV) = Standard Price x (Revised Standard quantity – Actual quantity) 

Revised usage variance = Standard price x (Standard quantity for actual output – Revised standard Qty)

Direct Material Yield Variance = Standard Cost per unit x (Standard production for actual mix – Actual production)

Direct Labour Variances:

Direct Labour Cost Variance = Standard cost for actual output – Actual cost 

Direct Labour Rate Variance (DLRV) = Actual time x ( 

