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How to effectively use this book: 
❖ Revision book covers past 11 RTP and exams 
❖ Past experience indicates that minimum 70 percent of marks are asked from the past 

RTP and exam questions 
❖ Please refer to this video to get a better perspective on how to use this revision 

material - https://youtu.be/eHgxVUCI5QI 
❖ The above link will have the video for CA Inter (new syllabus) but the way in which 

the revision book is to be used has been explained properly in the video 
❖ Stage One: Please read the theory for every chapter. Theory coverage would be 

sufficient to cover all practical theory questions and the same can help in answering 
problems 

❖ Stage two: Start solving problems from individual chapters after completing theory. 
Try solving the question and in case you are stuck then please refer the summary of 
adjustments section. Summary of adjustments section has the guidance to solve a 
question 

❖ Stage three: In case you are still not able to solve the question then please refer 
institute RTP and suggested answer to understand the question 

❖ Revision day before exam: Please revise theory and summary of adjustments day 
before exam as the same can help in answering wide variety of questions. Also you 
can effectively work on various adjustments by quickly revising summary of 
adjustments section. 

Solutions to questions: 
❖ Below link has the compilation of past 11 RTP and exams. You can search for the 

question in the attachment and then look at the detailed solution for the same 
❖ The link for the answer book is given below  

https://drive.google.com/open?id=1G9zg2p7UEDnb3098xv0JPxrNHYPNUqVd 
 

 

 

 

https://youtu.be/eHgxVUCI5QI
https://drive.google.com/open?id=1G9zg2p7UEDnb3098xv0JPxrNHYPNUqVd
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KEY FORMULAE 
Cost units: 

Industry Cost unit 

Transport Passenger KM or Tonne KM 

Brewing Barrel 

Coal mining Tonne/ton 

Engineering Contract, job 

Brick-making 1,000 bricks 

Gas Cubic feet 

Power Kilo-watt hour 

Hotel Room days or meal 

Hospital Patient days 

Steel Tonne 

Oil Barrel, tonne, litre 

Automobile Numbers 

Cement Tonne/bag 

Chemicals Litre, gallon, Kilogram, tonne etc 

Credit control Accounts maintained 

Selling Customer call, value of sales, orders taken 

Materials storage/handling Requisition unit received/issued 

Personnel administration Personnel record 
Method of costing: 

Industry Method of costing Suggestive cost unit 

Transport Operating Costing Passenger KM or Tonne KM 

Power Operating costing Kilowatt hours 

Hotel Operating costing Room days 

Hospital Operating costing Patient days 

Steel Process costing /Single costing Tonne 

Coal Single costing Tonne 

Bicycles Multiple costing Number 

Bridge construction Contract costing Project/unit 

Interior decoration Job costing Assignment 

Advertising Job costing Assignment 

Furniture Job costing Number 

Brick works Single costing Per unit 

Oil refining mill Process costing Barrel/tonne/litre 

Sugar company Process costing Tonne 

Toy making Batch costing Units 

Cement Single costing Tonne 

Radio assembling Multiple costing Units 

Ship Building Contract costing Project/unit 

 
Economic Order Quantity 

             It is the quantity to be ordered at which the total cost will be minimum.  In other 
words EOQ is the ordering quantity at which Carrying cost will be equal to ordering cost. 

EOQ can be calculated by using the formula:   
 

    EOQ =       ( 2AB)  CS 
       
Where A = Annual consumption; B = Ordering cost per order  
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          CS = Cost of carrying and storage per unit per annum 
 

Number of orders to be placed = A  EOQ 
 

Level Formula 

1. Minimum level ROL – (Normal consumption * Normal lead time) 

2. Maximum level ROL + ROQ – (Minimum consumption * minimum 
lead time) 

3. ROL Maximum lead time * maximum usage (or) 
Minimum level + (Normal consumption * Normal lead 
time) 

4. Average level (Maximum level + Minimum level) / 2 (or) 
Minimum level + (ROQ/2) 

5. Danger level Normal consumption * Lead time for emergency 
purchases 

 

Inventory Turnover Ratio = RM consumed / Average stock 
Number of days inventory is maintained = 365 / Inventory Turnover Ratio 

 
Formulae for various labour plans: 
1. Time rate plan: Amount of wages = Time taken * rate/hour 
2. Piece rate plan: Amount of wages = Production * rate/unit 
3. Halsey premium plan- this system is also known as Split Bonus Plan or 50-50 plan. 

Earnings = (Time Taken X Hourly Rate) + 50% of Time Saved X Hourly Rate. 
 

4. Halsey-weir premium plan. 
Earnings = (Time Taken X Hourly Rate) + 30% of Time Saved X Hourly Rate. 

 
5. Rowan Premium plan 
 

Earnings = (Time Taken X Hourly Rate) + (Time Taken/Standard Time X Time Saved  
X Hourly Rate) 

6. Differential time rate systems 
               Efficiency                                              Time rate applicable 
 1.  Up to 75%                                                     Normal time rate. 
 2.  From 76% to 80%                                  110% of time rate.       
 3.  From 81 to 90%                                            120% of time rate. 
     4.  From 91 to 100%        130% of time rate. 
     5.  From 101 to 120%        140% of time rate 
 

7. Taylor differential piece rate system - According to this system wages will be 
calculated as follows. 

a. It the output is below standard 83% of piece rate 
b. If the output is at or above standard 125% of piece rate 
 

8. Merrick Multiple Piece Rate System. 
               Efficiency                                              Piece rate applicable 
 1.  Up to 83%                                                     Basic normal piece rate. 
 2.  From 83% to 100%                                  110% of basic piece rate.       
 3. Above 100%                                                  120% or 130% of basic piece rate. 
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9. Gantt Task and Bonus Scheme 
Output   Remuneration  

 1.  Output below standard   Time rate (guaranteed) 
 2.  Output at standard level   Bonus of 20% of the time rate 
 3.  Output above standard   High piece rate 
 
10. Emerson Efficiency Plan – Under this plan hourly rate is guaranteed.   

• Bonus payment starts at the rate of 01% of basic wages at 66.67% efficiency and 
gradually increases as the performance increases.   

• At 90 % efficiency level the bonus is 9.91% and at 100% bonus is 20%. 

• The appropriate bonus percentage is read off from specially compiled tables.  

• Above100% efficiency a worker in addition to his wages will get a bonus of 20% 
plus for every one percent increase in efficiency one percent increase in bonus. 

 
11. Bedaux points system 

Earnings = Hours worked * Rate per hour + 3/4th of time saved * Rate per hour 
12. Barth plan - Under this system the workers are paid as follows. 

Earnings = Hourly rate X  Standard hours X Hours worked 

Labour Turnover: 
Formulae when new recruitment is not considered: 

1. Separation method = No. of employees separated * 100 / Average labour force 
2. Replacement method = No. of replacements * 100 / Average labour force 
3. Flux Method = (Separations + Replacements) * 100 / Average labour force 

 
Formulate when new recruitment is considered: 

1. New recruitment method = New recruitments (excluding replacements) * 100 / 
Average labour force 

2. Accession method = New recruitments (including replacements) * 100 / average 
labour force 

3. Flux Method = (Separations + New recruitments) * 100 / average labour force 

 

Treatment of overtime premium in cost accounting: 

• If overtime is worked as a policy = Calculate average inflated wage rate including 
overtime premium and consider the same on number of hours 

• If overtime is irregular to meet the production requirement = Consider overtime as 
a factory overhead and charge the same to the job 

• If overtime is to meet the request of the customer = Charge the actual amount paid 
as wages to the customer  

 
Primary and Secondary distribution-Direct redistribution 

 Overhead Basis of distribution 

1.           Indirect material Direct material 

2. Indirect wages Direct wages 

3.  Electric power Horse power of machines – KWH 

4. Electric light Light points, floor space, direct (if 
metered) 

5.  Plant depreciation, repairs Value of plant, HP of Machines 

6.  Delivery expenses Weight, volume, value etc. 

7. Audit fee Sales or total cost 

8.  Supervision  Number of employees 
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9. PF & ESI Direct wages 

10 Rent, rates, depreciation, repairs- 
building  

Floor space 

11. Storekeeping, internal transport Value of materials handled 

12 Advertising, sales expenses Actual or percentage of sales 

13. Personnel, time keeping and wages office, 
canteen, staff welfare, safety  

Number of employees or total wages 

14. Miscellaneous, General Expenses, 
Sundries. 

Direct wages 

 
Methods for distribution of overheads: 

1. Direct re-distribution method 
2. Step method or non-reciprocal method 
3. Reciprocal services method 

a. Simultaneous equations method 
b. Repeated distribution method 
c. Trial and error method 

 
Computation of cost of job: 

❖ Step 1: Prepare primary overhead distribution statement 

❖ Step 2: Prepare secondary overhead distribution statement 

❖ Step 3: Compute overhead absorption rate using the formula 

o OAR = Budgeted overheads/Budgeted suitable base 

❖ Step 4: Compute cost of the job using the following format: 

Particulars Amount 

Direct Material XXX 

Direct Labour XXX 

Overheads (OAR * Actual suitable base) XXX 
Total cost XXX 

Profit XXX 
Selling Price XXX 

 

Commonly used methods for absorbing overheads: 

❖ Following are the commonly used method for absorbing overheads: 

✓ Percentage of direct materials 

✓ Percentage of prime cost 

✓ Percentage of direct labour cost 

✓ Labour hour rate 

✓ Machine hour rate and 

✓ Rate per unit of output 

Treatment of under/over absorption: 

When under/over absorption 
is very small 

Transfer the entire amount to costing profit & loss account 

Large under/over absorption 
due to abnormal reasons 

Transfer the entire amount to costing profit & loss account 

Large under/over absorption 
due to normal reasons 

Calculate supplementary recovery rate (SRR) and charge 
the amount to units sold, units unsold and units in process 
SRR = Amount of normal under-absorption 

Units produced (including WIP) 
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Note: Under/over absorption overheads can also be carried forward to the next year and 
recovered in the next year 
 
Ledgers maintained under non-integrated accounting system: 

Ledger Description 

Cost Ledger Control 
Account 

✓ This is also known as General Ledger Adjustment Account. 
This account is used to complete double entry 

Stores Ledger Control 
Account 

✓ This account records all inflow (debited) and outflow 
(credited) of raw material.  

✓ Normal loss of raw material is transferred to overhead account 
whereas abnormal loss of raw material is transferred to costing 
profit and loss account 

Wages Control 
Account 

✓ This account is debited with entire wages paid.  
✓ Direct wages is transferred to WIP control account and indirect 

wages is transferred to factory overhead control account. 
✓ Wages for abnormal idle time is transferred to costing profit 

and loss account 
✓ Non-productive of direct workers is to be treated as indirect 

wages and the same will be transferred to factory overhead 
control account 

Factory Overhead 
Control Account 

✓ This account is debited with overheads incurred 
✓ The account is credited with overheads recovered and the 

same is transferred to WIP control account 
✓ The difference between debit and credit side is under/over 

absorption of overheads. This amount can be either carried 
forward to next year or be transferred to costing profit & loss 
account 

Work-in-progress 
control account 

✓ This account is debited with cost of production which would 
include Direct Material, Direct Labour, Direct Expenses and 
Factory overheads 

✓ The production for the current year will be transferred to 
finished goods control account and the same would be 
credited in this account 

Administration 
overhead control 
account 

✓ This account is debited with overheads incurred 
✓ The account is credited with overheads recovered and the 

same is transferred to FG Control account 
✓ The difference between debit and credit side is under/over 

absorption of overheads. This amount can be either carried 
forward to next year or be transferred to costing profit & loss 
account 

Finished Goods 
Control Account 

✓ This account is debited with value of goods transferred from 
work-in-progress and administration overheads recovered. 

✓ This account is credited with cost of units sold during the year 
and the same is transferred to cost of sales account 

Selling and 
Distribution Account 

✓ This account is debited with overheads incurred 
✓ The account is credited with overheads recovered and the 

same is transferred to cost of sales account 
✓ The difference between debit and credit side is under/over 

absorption of overheads. This amount can be either carried 
forward to next year or be transferred to costing profit & loss 
account 
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Ledger Description 

Cost of sales account ✓ This account is debited with cost of finished goods transferred 
from FG account as well as selling and distribution overheads 
account 

✓ This account is closed by transferring the balance to costing 
profit and loss account 

Sales account ✓ This account is credited with sales and the same is transferred 
to costing profit and loss account 

Costing Profit and 
Loss Account 

✓ This account records cost of sales, sales and under/over 
absorbed overheads 

✓ Profit/loss for the year is transferred to cost ledger control 
account 

 
Journal entries under non-integrated system: 

Transaction Journal Entry 

Entries relating to raw material: 

Purchase of raw material Stores Ledger Control A/c  Dr 
    To Cost Ledger Control A/c 

Purchases for special job WIP Control A/c  Dr 
    To Cost Ledger Control A/c 

Return of materials to vendor Cost Ledger Control A/c  Dr 
    To Stores Ledger Control A/c 

Materials issued to production WIP Control A/c  Dr 
    To Stores Ledger Control A/c 

Materials issued for maintenance FOH/AOH/SOH Control A/c  Dr 
   To Stores Ledger Control A/c 

Material returned from shop to stores Stores Ledger Control A/c Dr 
   To WIP Control A/c 

Normal loss of raw material FOH Control A/c Dr 
   To Stores Ledger Control A/c 

Abnormal loss of raw material Costing P& L A/c Dr 
   To Stores Ledger Control A/c 

Entries relating to direct wages 

Payment of wages Wages control A/c  Dr 
   To Cost Ledger Control A/c 

Analysis of wages into direct and indirect wages WIP Control A/c Dr (Direct) 
FOH Control A/c Dr (Indirect) 
   To Wages Control A/c 

Abnormal idle time Costing P& L A/c Dr 
  To Wages Control A/c 

Entries relating to direct expenses 

Incurrence of direct expenses WIP Control A/c Dr 
  To Cost Ledger Control A/c 

Entries relating to overheads 

Incurrence of FOH / AOH / SOH FOH / AOH / SOH Control A/c Dr 
  To Cost Ledger Control A/c 

Recovery of Manufacturing overheads WIP Control A/c   Dr 
   To FOH Control A/c 

Recovery of Administration overheads FG Control A/c   Dr 
   To AOH Control A/c 
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Transaction Journal Entry 

Recovery of Selling Overheads Cost of Sales A/c   Dr 
   To SOH Control A/c 

Under recovery of overheads Costing P& L A/c Dr 
  To FOH/AOH/SOH Control A/c 

Over recovery of overheads FOH / AOH / SOH Control A/c Dr 
  To Costing P & L A/c 

Other entries 

Completion of production during the year FG Control A/C Dr 
  To WIP Control A/c 

Recording cost of goods sold Cost of sales A/c Dr 
  To FG Control A/c 

Recording sales Cost Ledger Control A/c Dr 
  To Sales A/c 

Transfer of cost of sales Costing P & L A/c Dr 
  To Cost of sales A/c 

Transfer of sales Sales A/c  Dr 
  To Costing P&L A/c 

Recording of Profit for the year Costing P&L A/c  Dr 
  To Cost Ledger Control A/c 

Recording of loss for the year Cost Ledger Control A/c  Dr 
  To Costing P&L A/c 

 
Format for reconciliation of profits: 
 

S. No Item End book Start book Difference Dr/Cr Action Difference 

 
Explanation to the table: 

Column reference Explanation 

1 Self-explanatory 

2 Item causing the difference 

3 Figure as per Ending book 

4 Figure as per Starting book 

5 Column 3 – column 4, only sign to be displayed 

6 Debit to be denoted with – and Credit to be denoted with + 

7 Column (5) * Column (6) 

8 (3) – (4). Only amount to be displayed 

Note: 
❖ Reconciliation can be prepared in the statement or account form. In case of 

Memorandum Reconciliation Account all minus items will be debited and all plus 

items will be credited 

 
Profit transfer rules in contract costing: 

❖ When DOC is less than 25 percent = No transfer 

❖ When DOC is between 25 to 49.99 percent = 1/3 * Notional profit * Cash 

received/work certified 

❖ When DOC is between 50 to 89.99 percent = 2/3 * Notional profit * Cash 

received/work certified 

❖ When DOC is between 90 to 99.99 percent, use one of the following: 
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a. F1 = Estimated profit * work certified /contract price 

b. F2 = Estimated profit * cash received / contract price (to be used if the 

problem is silent) 

c. F3 = Estimated profit * Cost of work to date/estimated total cost 

d. F4 = Estimated profit * cost of work to date / estimated total cost * cash 

received/work certified 

e. F5 = Notional profit * work certified/contract price 

 
Format for operating cost sheet: 

Particulars Amount Cost per cost unit 

Fixed costs or standing charges   

Depreciation XXX  

Tax XXX  

Insurance XXX  

Stationery XXX  

Manager’s salary XXX  

Driver’s salary XXX  

Conductor’s salary XXX  

Total fixed costs XXX XXX 

Variable costs or running charges   

Diesel and Oil XXX  

Total Variable costs XXX XXX 

Semi-variable costs or maintenance charges   

Garage rent   

Repairs   

Total semi-variable costs XXX XXX 

Total costs XXX XXX 

 
Process costing: 

1. Input-output statement format: 

Details Units 

Opening Stock XXX 

Add: Input/transfer from previous process XXX 

Total Input XXX 

Less: Closing stock (XXX) 

Processed Production XXX 

Less: Normal loss (XXX) 

Expected output (A) XXX 

Actual output (B) XXX 

Abnormal (loss) / gain (B-A) XXX 

2. Normal loss is unavoidable loss and it is computed either as a percentage of 
a. Input 
b. Total input 
c. Processed production 

3. If the problem is silent then the normal loss is computed as a percentage of input 
4. Process a/c format: 

Particulars Units Amount Particulars Units Amount 

To opening stock  XXX XXX By Normal loss XXX XXX 

To transfer from XXX XXX By abnormal loss XXX XXX 
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previous process 

To material - XXX By transfer to next 
process 

XXX XXX 

To Direct labour - XXX By Closing stock XXX XXX 

To overheads - XXX    

To abnormal gain XXX XXX    

  XXX   XXX 

5. Each line in the process account is ascertained independently using the applicable 
valuation rule: 

a. Normal loss – Realizable value 
b. Abnormal loss – cost price 
c. Closing stock – cost price 
d. Abnormal gain – cost price 
e. Transfer to next process – cost price 
f. Cost price = (Debit side of process a/c excluding abnormal gain – sale value 

of normal loss ) / (Total input – normal loss)  
6. Equivalent units problem  

Scenario 1 – FIFO Method – One Material: 
Step 1: Prepare Input-Output Statement: 

Particulars Units 

Opening WIP XXX 

Add: Input/transfer from previous process XXX 

Total Input XXX 

Less: Closing WIP (XXX) 

Processed Production XXX 

Less: Normal loss (XXX) 

Expected output (A) XXX 

Actual output (B) XXX 

Abnormal loss/gain (B-A) XXX 

 
Step 2: Statement of units started and completed: 

Particulars Units 

Transfer to next process XXX 

Less: Opening WIP (XXX) 

Units started and completed XXX 

 
Step 3: Statement of equivalent units: 

Particulars Units DOC Equivalent 
units 

Remarks 

Further work on opening 
WIP 

Step 1 XXX XXX 100 – Given % 

Units started and 
completed 

Step 2 100% XXX 100% 

Normal loss Step 1 0% 0 0% 

Abnormal loss Step 1 XXX XXX Given % 

Abnormal gain (Step 
1) 

100% (XXX) 100% with units written in 
negative 

Closing WIP Step 1 XXX XXX Given % 

Total XXX  XXX  

Note: 
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❖ The total of the units column should be equal to total input of Step 1 

❖ The equivalent units need to be computed for each component of cost namely 

material, labour and overheads 

 
Step 4: Statement of cost per unit: 

Particulars Material Labour Overheads 

Cost incurred XXX XXX XXX 

Less: Sale value of normal loss (XXX)   

Net cost incurred XXX XXX XXX 

Equivalent units XXX XXX XXX 

Cost per equivalent unit XXX XXX XXX 

 
Step 5: Statement of Valuation: 

Particulars Material Labour Overheads Total 

Further work on opening WIP     

Units started and completed     

Abnormal loss     

Abnormal gain     

Closing WIP     

Total     

❖ Each item is valued by taking units from step 3 and cost per unit from step 4 

❖ Transfer to next process = Opening WIP + Further work on Opening WIP + Units 

started and completed 

 
Step 6: Prepare Process Account in the normal manner 
 
Scenario 2 – Average Cost Method – One Material: 
Following are the changes required in average cost method: 

❖ Step 1 – No change 

❖ Step 2 – Not required 

❖ Step 3 – Opening WIP and units started and completed is replaced with transfer to 

next process. DOC to be taken up is 100% 

❖ Step 4 – Opening WIP is considered for calculating the cost per unit and the format 

for the same is provided as under: 

Particulars Material Labour Overheads 

Opening WIP XXX XXX XXX 

Cost incurred XXX XXX XXX 

Less: Sale value of normal loss (XXX)   

Net cost incurred XXX XXX XXX 

Equivalent units XXX XXX XXX 

Cost per equivalent unit XXX XXX XXX 

❖ Step 5 – No change 

❖ Step 6 – No change 

 
Scenario 3 – FIFO Method – Two Materials: 

❖ Two materials refer to a situation where there is a transfer of material from previous 

process and addition of material in the current process 

❖ Material received from previous process is called as material A and material added 

in the current process is called as material B 
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Following changes are required while evaluating two materials problem: 

Step 1 No Change 

Step 2 No change 

Step 3 ✓ Material column is split as Material A and Material B 
✓ DOC of Material B is taken as per the DOC given in the question 
✓ DOC of Material A is taken as per pre-determined rule and the same is 

summarized below 
o Opening WIP = 0% 
o Units started and completed = 100% 
o Normal loss = 0% 
o Abnormal loss and gain = 100% 
o Closing WIP = 100% 

Step 4 ✓ Material column is split as Material A and Material B 
✓ Sale value of normal loss is deducted from Material A 

Step 5 No change 

Step 6  No change 

 
Scenario 4 – Average Cost Method – Two Materials: 

❖ Same set of changes as we moved from FIFO one material to FIFO two material 

 
Accounting treatment of normal and abnormal loss: 

Particulars Normal Loss Abnormal Loss Abnormal Gain 

Recording of 
item 

Normal loss A/c   Dr 
   To Process A/c 

Abnormal loss A/c   Dr 
   To Process A/c 

Process A/c   Dr 
   To Abnormal gain 

Sale entry Bank A/c                Dr 
   To Normal loss A/c 

Bank A/c                Dr 
  To Abnormal loss A/c 

- 

Transfer of 
Abnormal gain 
to Normal loss 

Abnormal Gain A/c  
   To Normal Loss A/c 

- Abnormal Gain A/c  
  To Normal Loss A/c 

Transfer to net 
gain/loss to 
costing P&L 

- Costing P&L A/c   Dr 
    To Abnormal loss 

Abnormal Gain   Dr 
    To Costing P&L 

 
Various methods for distribution of joint costs: 

Method Basis of distribution 

Physical units method or 
average unit cost method 

✓ Joint cost is distributed in the ratio of the number of 
units 

Net realizable value at split 
off method 

✓ Joint cost is distributed on the basis of NRV 
✓ NRV is calculated using the below format 

Particulars Amount 

Sales value after further processing XXX 

Less: Estimated profit margins (XXX) 

Less: Selling & distribution costs (XXX) 

Less: Further processing costs (XXX) 

NRV XXX 
 

Technical estimates ✓ Certain joint products may consume more of the joint 
cost resources and hence points need to be given to 
them 

✓ Joint cost is distributed on the basis of units * points 

Market value at the point ✓ Joint cost is distributed on the basis of market value at 
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of separation split-off point 

Market value after further 
processing 

✓ Joint cost is distributed on the basis of the market 
value after further processing 

Contribution margin 
method 

✓ Joint cost is split as variable cost and fixed cost 
✓ Variable cost is split on the basis of physical units or 

average cost 
✓ Fixed cost is split on the basis of contribution 

Methods of apportioning joint costs to by-products: 

Net Realizable 
Value Method 

✓ Under this method the NRV of the by-product may be 
deducted from the total joint cost to arrive at the cost of the 
main product 

Standard cost in 
technical estimates 

✓ By-products are valued at standard costs which are 
determined on the basis of past costs or making some 
technical estimates 

Comparative price ✓ Value of the by-product is ascertained with reference to the 
price of a similar or an alternative material 

Re-use basis ✓ By-products can be reprocessed in the same process as part of 
the input of the process. Hence in that case the by-product 
cost should be same as that of the materials introduced in the 
process 

Treatment of by-product cost in cost accounting: 

When they are of small 
value 

✓ Sale value of the by-products can be credited to costing 
profit and loss account and be treated as miscellaneous 
income or additional revenue 

✓ Sale value can also be shown as deduction from the total 
cost 

When the by-products 
are of considerable 
total value 

✓ In this case the joint products are to be treated as joint 
products 

Where they require 
further processing 

✓ In this case NRV of the by-product at the split off point is 
determined. If the NRV is small then it is treated as per 
point (a) and if NRV is considerable then the same is 
treated as per point (b) 

 
Introduction theory: 

1. Standard costing system reconciles budgeted profit and actual profit 
2. The difference between the two profits is called as profit variance and hence this 

chapter is also called as variance analysis 
3. The profit variance is analyzed as: 

a. Sales Variances 
b. Cost variances 

i. Material cost variances 
ii. Labour cost variances 

iii. Overhead cost variances 
1. Variable overhead variances 
2. Fixed Overhead Variances 

If a variance increases actual profit it is called “favorable” (F) and if it decreases actual 
profits it is called “adverse” (A) 
 
Understanding different costs: 

1. Budgeted cost refers to the cost to be incurred for the budgeted output 
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2. Standard cost refers to the allowable cost for the actual output. In short standard 
cost is nothing but budgeted cost flexed to actual output. 

3. Actual cost refers to the cost incurred by the company in producing the output 
4. Cost variance is the difference between standard cost and actual cost and not the 

budgeted and actual cost 
 
Fill the following: 
Budgeted output = 20000 units Standard cost p.u = 20   Actual output = 12000 units and 
Actual cost = 2,88,000 

1. Budgeted cost =                          
2. Actual cost = 
3. Standard cost = 
4. Cost variance = 

 
Material Variances: 

1. In order to compute the material variances we require the following information 
a. Standard Quantity – This is the budgeted quantity flexed for actual output 
b. Revised standard quantity – This is the total of the actual quantity 

apportioned in the standard mix. This is applicable only when there is more 
than one material 

c. Actual quantity – Actual quantity used and this is normally directly given in 
the problem 

d. Standard price – This is the budgeted price to be paid for procuring the 
material 

e. Actual price – This refers to the actual price paid for procuring the raw 
materials 

2. The objective of variance analysis is to fix responsibility and take corrective action 
wherever required. They are attention seekers rather than the problem solvers 

3. Material variances compute the difference between the standard material cost and the 
actual material cost and fix the responsibility for the variances. The variance can 
either occur on account of quantity or price variances 

 
Computation table for Material Variances calculation: 

SP * SQ SP * RSQ SP * AQ AP * AQ 

Standard material 
cost 

  Actual Material 
cost 

Note: In case there is only one material SP* RSQ is not to be computed as there cannot be 
mix variance and the variance computed are only cost, price and usage variance 
 
Types of problems under material variances: 

• Single material  

• Multiple material 
 
Labour Variances: 

1. In order to compute the labour variances we require the following information 
a. Standard Hours – This is the budgeted hours flexed for actual output 
b. Revised standard hours – This is the total of the actual hours worked (not 

actual hours paid) apportioned in the standard mix. This is applicable only 
when there is more than one grade of labour 

c. Actual hours worked – This refers to the number of hours actually worked. 
AHW = Actual hours paid – Idle time 
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d. Actual Hours paid – This refers to the number of hours for which the 
company is paying. Actual hours worked and actual hours paid are different 
only when there is idle time because idle time refer to hours paid but not 
worked 

e. Standard rate – This is the budgeted rate to be paid to the labour 
f. Actual rate – This refers to the actual rate paid for using the labour 

2. Labour variances compute the difference between the standard labour cost and the 
actual labour cost and fix the responsibility for the variances. The variance can either 
occur on account of efficiency or rate variances 

 
Computation table for labour Variances: 

 

SR * SH SR * RSH SR * AHW SR * AHP AR * AHP 

Standard labour 
cost 

   Actual labour 
cost 

Types of problems under labour variances: 

• Single labour without idle time (Column 2 & Column 4 are not applicable) 

• Single labour with idle time (Column 2 is not applicable) 

• Multiple labour without idle time (Column 4 is not applicable) 

• Multiple labour with idle time (All columns are applicable) 
 
Variable overhead Variances: 

1. In order to compute the Variable OH variances we require the following information 
a. Standard Hours – This is the budgeted hours flexed for actual output 
b. Actual Hours– This refers to the number of hours actually worked. It does 

not include idle time as it is assumed that the company does not incur 
variable overheads during idle time 

c. Standard rate per hour – This is the budgeted rate to be incurred every hour 
and is calculated by dividing the budgeted hours from budgeted variable 
overheads. {SR. per hour = Budgeted VOH / BH} 

d. Actual rate per hour – This refers to the actual rate incurred on variable 
overheads 

2. VOH variances compute the difference between the standard VOH cost and the actual 
VOH cost and fix the responsibility for the variances. The variance can either occur on 
account of efficiency or rate variances 

 
Computation table for VOH Variances: 

SR * SH SR * AH AR * AH 

Standard VOH cost  Actual VOH Cost 

 

Conversion factor when information on output is given but hours not directly available: 

• SR/per hour * SH = SR/per unit * AO 

• SR/per hour * AH = SR/per unit * SO 

Note: 

• SR/per unit = Budgeted VOH / Budgeted units 

• Logic behind conversion: The standard hours are always calculated with the help 
of the actual output and hence they standard hours are equated to actual output. 

 
Fixed Overhead variances: 

1. In order to compute the Fixed OH variances we require the following information 
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a. Actual output or standard hours  
b. Actual Hours or standard output 
c. Standard rate per hour – This is the budgeted rate to be incurred every hour 

and is calculated by dividing the budgeted hours from budgeted variable 
overheads. {SR. per hour = Budgeted FOH / BH} 

d. Actual rate per hour – This refers to the actual rate incurred on fixed 
overheads 

e. Possible FOH = BFOH * AD/BD 
 
Computation table for VOH Variances: 

AO * SR AFOH BFOH AH * SR PFOH 

FOH absorbed FOH incurred    

 
FOH ratios: 

1. Volume or activity ratio = Standard hours / Budgeted hours * 100 

2. Efficiency ratio = Standard hours / actual hours * 100 

3. Capacity ratio = Actual hours / Possible hours * 100 

4. Calendar ratio = Possible hours / Budgeted hours * 100 

 
Sales Variances: 

1. In order to compute the sales variances we require the following information 
a. Budgeted Quantity – This is the budgeted quantity expected to be sold at the 

beginning of the period 
b. Revised budgeted quantity – This is the total of the actual quantity 

apportioned in the standard mix. This is applicable only when there is more 
than one material 

c. Actual quantity – Actual quantity sold and this is normally directly given in 
the problem 

d. Budgeted price – This is the price at which the product was expected to be 
sold at the beginning of the period 

e. Actual price – This refers to the price at which the products are actually sold. 
 
Computation table for Sales Variances calculation: 

BP * BQ BP * RBQ BP * AQ AP * AQ 

Budgeted sales   Actual sales 

Note: In case there is only one material BP* RBQ is not to be computed as there cannot be 
mix variance and the variance computed are only total sales, price and volume variance 
 
Margin approach: 
The above indicated method is called as total approach which finds out the impact on the 
topline and margin approach is used to find the impact on the bottomline. Here BP is 
replaced with BM and AP is replaced with AM and the calculation for BM and AM is 
provided below: 

• BM = SP-SC  
AM = AP – SC (not actual cost) 
Marginal Cost Statement: 

Particulars Per Unit Total 

Sales XXX XXX 

Less: Variable Costs (XXX) (XXX) 

Contribution XXX XXX 
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Less: Fixed Costs  (XXX) 

Profit  XXX 

 

Note: 

1. The profit of the company does not vary with the change in sales on account of 

fixed costs. Hence therefore change in contribution = change in sales. 

2. The cost does not vary according to volume because of existence of fixed costs. 

Hence change in total cost = change in variable cost 

Important formulae: 

1. PV Ratio = Contribution        (or)    Fixed cost         (or)                 Profit 
                        Sales                          Breakeven sales                    Margin of safety 

PVR measures the extent of change in contribution/profit on account of change 
in sales. Net profit ratio keeps on changing for different sale amounts whereas 
PVR is constant. 

2. BEP =       Fixed cost                (or)   Fixed cost              (or)     BEP (in units) * SP 
           Contribution per unit      Profit Volume Ratio 
BEP refers to the sales level at which the company earns no profit and no loss. 
This can be either expressed in units or rupees. If expressed in units it is called 
BEP and if expressed in rupees it is called Break even sales. Moreover at BEP, 
contribution = fixed cost and sales = total cost 

3. MOS (units) =  Actual units – BEP   (or)                 Profit 
                                                                           Contribution per unit    

4. MOS (Rs.)   = MOS(units) * SP (or)   Actual sales – Breakeven sales (or)  Profit 
                                                                                                                             PV Ratio 
MOS is the sales over and above the breakeven sales. It is the extent of allowable 
drop in sales before the company starts incurring losses 

5. Sales to earn desired profit =    Target Profit + Total fixed cost 
                                                                            PVR 

6. Profit at sales level = (Sales * PVR) – Total fixed cost 

 
Profitability statement under absorption and marginal costing: 
Income statement under absorption costing: 

Particulars Calculation Amount 

Variable manufacturing costs Units produced * Cost per unit XXX 

Fixed manufacturing costs (absorbed) Units produced * OAR XXX 

Cost of production  XXX 

Add: Opening FG Units * Cost per unit XXX 

Less: Closing FG Units * Cost per unit (XXX) 

Cost of goods sold  XXX 

Variable non-manufacturing costs Units sold * Cost per unit XXX 

Fixed non-manufacturing costs  XXX 
Cost of sales  XXX 

Add/Less: Under/over absorbed overheads  XXX 

Revised cost of sales  XXX 

Profit (Balancing figure)  XXX 

Sales  XXX 

 

Income statement under marginal costing: 

Particulars Calculation Amount 
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Sales Units sold * Selling Price XXX 

Less: Variable costs Note 1 (XXX) 

Contribution  XXX 

Less: Fixed costs Fixed manufacturing + fixed non-manufacturing costs XXX 

Profit  XXX 

 

Working Note 1: Calculation of Variable costs: 

Particulars Calculation Amount 

Variable manufacturing costs Units produced * Cost per unit XXX 

Add: Opening FG Units * Cost per unit XXX 

Less: Closing FG Units * Cost per unit (XXX) 

Variable cost of goods sold  XXX 

Add: Variable non-manufacturing costs Units sold * Cost per unit XXX 
Total costs  XXX 

 
Budgets and Budgetary Control: 
Functional Budgets: 

Production Budget: 

Particulars Units 

Sales of FG XXX 

Add: Closing Stock of FG XXX 

Less: Opening stock of FG (XXX) 

Production XXX 

Cost per unit XXX 

Total production cost XXX 
 

RM Consumption budget: 

Particulars Units 

Desired production XXX 

Number of RM required per unit XXX 

RM consumed (Production * Input/Output) XXX 
 

RM Purchase budget: 

Particulars Units 

RM Consumed XXX 

Add: Closing Stock of RM XXX 

Less: Opening stock of RM (XXX) 

RM to be purchased XXX 

Purchase price XXX 

Value of purchases XXX 
 

Manpower budget: 

Particulars Units 

Desired production XXX 

Number of hours per unit XXX 

Total hours required XXX 

Normal working hours per employee XXX 

Number of employees XXX 

Total labour cost XXX 
 

 
Time value of money: 

Present value = Future value * Present value factor 
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Future value = Present value * Future value factor 

Present value of annuity = Annuity amount * Present value annuity factor 

Future value of annuity = Annuity amount * Future value annuity factor 

Present value of Perpetuity = Perpetuity amount 
                                                                                  TVM  

Present value of Growing Perpetuity = Perpetuity amount 
                                                                    TVM – Growth rate 

 
Liquidity ratios – Short term solvency: 

 Ratio Formula Numerator Denominator 

1 Current Ratio 

Current Assets 

Current 

Liabilities 

Inventories / 

stocks 

(+) Debtors & 

B/R 

(+) Cash & Bank 

(+) Receivables / 

Accruals 

(+) Short term 

loans (Dr) 

(+) Marketable 

investment 

/short term 

securities 

Sundry creditors (for goods) 

(+) Outstanding expenses 

(+) Short term loans and 

advances (Cr) 

(+) Bank overdraft/cash 

credit 

(+) Provision for taxation 

(+) Proposed dividend 

(+) Unclaimed divided 

2 

Quick ratio / 

liquid ratio / acid 

test ratio 

Quick assets 

Current liabilities 

Current assets 

(-) Inventories 
As above 

3 

Cash 

ratio/absolute 

liquidity ratio 

(Cash + 

Marketable 

securities) 

Current liabilities 

Cash in hand 

(+) Cash at Bank 

(+) Marketable 

securities /short 

term investments 

As above 

4 

Basic Defense 

Interval Measure 

(in days) 

(Cash + 

Marketable 

securities) Daily 

operating 

expenses 

As above 

Cost of goods sold + Selling, 

admin and other general 

expenses – Depreciation and 

non-cash expenditure                  

. 

No of days in a year 

5 
Net working 

capital ratio 

Current assets – Current liabilities  (excluding short term bank 

borrowing) 

 

CAPITAL STRUCTURE RATIOS – INDICATOR OF LONG TERM SOLVENCY 

For the capital structure ratios, the following terms are used – 
a) Long term debt    = Long term borrowed funds = Debentures + 

Long term loans from financial institutions 
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b) Equity    = Owner’s funds = Equity capital + Preference capital 

+ Reserves & Surplus Less Accumulated losses 

c) Equity shareholders’ funds = Equity less preference share capital (or) Equity 

capital + Reserves & surplus less accumulated losses 

d) Total funds / capital employed = Long term debt + Equity = (a) + (b)   

……………. This is called liability route computation 

= Fixed assets + Net working capital ………..  This is 

called asset route computation 

e) Total debt    = Long term debt + Short term debt 

 

 Ratio Formula Numerator Denominator 

1 Debt ratio 
       Total Debt      . 

Total debt + Equity 
See (e) above 

See (e) above + See 

(b) above 

2 Equity ratio 

       Shareholders 

Equity      . 

Capital employed 

See (b) above See (d) above 

3 
Debt to Equity 

ratio 

Total outside 

liabilities 

Shareholders’ equity 

Total liabilities – 

shareholders’ equity 
See (b) above 

Total debt 

Shareholders’ equity 
See (e) above See (b) above 

Long term debt 

Shareholders’ equity 
See (a) above See (b) above 

4 
Debt to total 

assets ratio 

Total outside 

liabilities 

Total assets 

Total liabilities – 

shareholders’ equity 

All assets – fictitious 

assets 

Total debt 

Total assets 
See (e) above 

All assets – fictitious 

assets 

5 
Capital gearing 

ratio 

Fixed charge 

bearing capital 

Equity shareholders’ 

funds 

Preference share capital 

+ Total debt 
See (c) above 

6 Proprietary ratio 
Proprietary funds 

Total assets 
See (b) above 

All assets – fictitious 

assets 

 
COVERAGE RATIOS – ABILITY TO SERVE FIXED LIABILITIES 

 Ratio Formula Numerator Denominator 

1 
Debt service 

coverage ratio 

Earnings for debt 

service 

Interest + 

Installments 

Profit after tax 

(+) Interest on debt funds 

(+) Non-cash operating 

expenses (e.g. 

deprecation) 

(+) Non-operating 

adjustments (e.g. loss on 

Interest on debt 

(+) Installment of 

debt 
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sale of fixed assets) 

2 
Interest coverage 

ratio 

EBIT 

Interest 

Earnings before interest 

and taxes 
Interest on debt 

3 

Preference 

dividend 

coverage ratio 

             EAT               

. 

Preference 

dividend 

Earnings after tax Preference dividend 

4 
Equity dividend 

coverage ratio 

EAES 

Equity dividend 

Earnings available to 

equity shareholders 
Equity dividend 

5 
Fixed charges 

coverage ratio 

EBIT + 

Depreciation 

Interest + 

(Principal / (1-tax 

rate)) 

EBIT + Depreciation 

Interest + (Principal 

divided by 1- tax 

rate) 

ACTIVITY RATIO / EFFICIENCY RATIO / PERFORMANCE RATIO / TURNOVER 

RATIO 

 Ratio Formula Numerator Denominator 

1 
Total assets 

turnover ratio 

Sales / cost of 

goods sold 

Total assets 

Sales / COGS Total assets 

2 
Fixed assets 

turnover ratio 

Sales / cost of 

goods sold 

Fixed assets 

Sales/ COGS 
Fixed assets net of 

accumulated depreciation 

3 
Capital/net asset 

turnover ratio 

   Sales/ cost of 

goods sold 

Capital 

employed 

Sales/COGS 

Net fixed assets plus net 

current assets (current assets – 

current liabilities) 

4 
Current assets 

turnover ratio 

Sales/ cost of 

goods sold 

Current assets 

Sales/COGS Current assets 

5 
Working capital 

turnover ratio 

Sales/ cost of 

goods sold 

Working 

capital 

Sales/COGS 
Current assets (-) current 

liabilities 

6 

Inventory / 

stock turnover 

ratio 

Cost of goods 

sold / sales 

Average 

inventory 

COGS = Sales – 

Gross Profit 

Opening stock + Closing stock 

                            2 

7 
Raw material 

turnover ratio 

Raw material 

consumed 

Average RM 

stock 

Opening stock + 

Purchases – Closing 

stock 

Opening stock + Closing stock 

                             2 

8 
Debtors turnover 

ratio 

Credit sales 

Average 

Credit sales net of 

returns 

Opening receivables + Closing    

receivables                                . 
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 Ratio Formula Numerator Denominator 

accounts 

receivable 

2 

9 
Payables 

turnover ratio 

Credit 

purchases 

Average 

accounts 

payables 

Credit purchases net 

of returns 

Opening payables + Closing    

payables                                . 

2 

Note: T/O ratios can also be expressed in terms of days as 365 / T/O ratio. e.g. average 
collection period = 365 / Debtors turnover ratio 
 

PROFITABILITY RATIOS RELATED TO SALES 

 Ratio Formula Numerator Denominator 

1 Gross profit ratio 
Gross profit 

Sales 

Gross profit as per trading 

account 

Sales net of 

returns 

2 Net profit ratio 
Net profit 

Sales 
Net profit as per P&L A/c 

Sales net of 

returns 

3 
Pre-tax profit 

ratio 

Earnings before tax 

Sales 
Earnings before tax 

Sales net of 

returns 

4 
Operating profit 

ratio 

Operating profit 

(or) EBIT 

Sales 

Sales – cost of sales 

(or) 

Net Profit 

(+) Non-operating expenses 

(-) Non-operating incomes  

Sales net of 

returns 

5 COGS ratio 
Cost of goods sold 

Sales 
Cost of goods sold 

Sales net of 

returns 

6 
Operating 

expenses ratio 

Operating 

expenses 

Sales 

Admin expense + Selling & 

Distribution expense 

Sales net of 

returns 

7 Operating ratio 

COGS + Operating 

expenses 

Sales 

COGS + Operating expenses 
Sales net of 

returns 

8 
Financial expense 

ratio 

Financial expenses 

Sales 
Interest expenses 

Sales net of 

returns 

PROFITABILITY RELATED TO OVERALL RETURN ON ASSETS /INVESTMENTS 

 Ratio Formula Numerator Denominator 

1 

Return on investment 

(ROI) or Return on 

capital employed 

(ROCE) 

EBIT 

Capital 

employed 

Earnings after tax 

(+) Income Tax 

(+) Interest on debt 

funds 

(+) Non-operating 

adjustments 

Fixed assets + Net 

current assets 

(or) 

Equity + Long term 

debt 

2 
Return on Equity (ROE) 

or Return on networth 

EAES 

Equity 

Earnings after tax 

(-) preference 

Equity capital + 

Reserves & surplus – 
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(RONW) shareholders’ 

funds 

dividend fictitious assets 

3 Return on assets (ROA) 

Net profit after 

taxes 

Average total 

assets 

Earnings after tax 

Average of opening 

total assets & closing 

total assets 

PROFITABILITY RATIOS FROM OWNERS POINT OF VIEW 

 Ratio Formula Numerator Denominator 

1 
Earnings per share 

(EPS) 

EAES 

No of equity 

shares 

Earnings after tax (-) 

preference dividend 

No of equity 

shares 

2 
Dividend per share 

(DPS) 

Total equity 

dividend 

No of equity 

shares 

Total dividend 
No of equity 

shares 

3 
Dividend payout 

ratio 

DPS 

EPS 
DPS EPS 

PROFITABILITY RATIOS RELATED TO MARKET / VALUATION / INVESTORS 

 Ratio Formula Numerator Denominator 

1 Price Earnings ratio  
MPS 

EPS 

Market price per 

share 
Earnings per share 

2 Dividend yield 
DPS 

MPS 

Dividend per 

share 
Market price per share 

3 Earnings yield 
EPS 

MPS 
Earnings per share Market price per share 

4 
Market value to book 

value 

Market price per 

share 

Book value per 

share 

Market price per 

share 

Networth/ No of equity 

shares 

Explain the computation of Return on Equity (ROE) using the Dupont model? 
1. Under Dupont model, Return on Equity (ROE) = Net Profit Margin * Asset 

Turnover * Equity multiplier 

2. Net profit margin = Net profit / Total turnover; Asset turnover = Total turnover / 

total assets; Equity multiplier = Total assets / Equity shareholders’ funds 

Example: 
Net Profit = 500; Total turnover = 5000; Total assets = 1000; Equity shareholders’ funds = 
800. ROE as per Dupont model would be calculated as under: 
 Net Profit Margin = Net Profit / Total turnover = 500/5000 = 10% 
 Asset turnover = Total turnover / total assets = 5000/1000= 5 times 
 Equity multiplier = Total assets / Equity shareholders’ funds = 1000/800 = 1.25 
times 

Hence, ROE = 10% * 5 * 1.25 = 62.5 percent 
Analysis: 

• ROE of 62.5 percent is based on 10 percent net profit,5 times asset turnover and equity 

multiplier of 1.25 
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• If the equity multiplier were excluded (to determine how much the company would 

earn if it were completely debt free), the ROE would be 0.10 * 5 = 50 percent. This 

means that the balance 12.5 percent is attributable to the debt employed in the business 

Financing decisions: 

1. Cost of irredeemable debt = Interest after tax / Current market price 

2. Cost of redeemable debt = (Interest per annum + Average other costs )/ Average funds 
employed 
Where Average other costs = (Redemption amount – Issue amount) / Life 
Where Average funds employed = (Redemption amount + Issue amount ) / 2 

3. The value of debt is the PV of cash flows associated with debt discounted at the cost of 
debt 

4. Cost of equity: 

• No growth in dividends = D1 / (P0-F) 

• Constant growth in dividends = D1/(P0-F) + Growth rate 

• Stepped up growth model – Calculate future dividends and market price at the end 
of stage 2 and then its present value 

• Capital asset pricing model = Risk free rate of return + beta ( Market return – Risk 
free rate) 

5. Cost of retained earnings: 
The cost of retained earnings is normally the same as the cost of equity. However in case of 
floatation costs the formula changes wherein “P0-F” is replaced with “P0” 
Cost of retained earnings in case of availability of individual taxes = Ke * (1 – Tax rate) * (1 
– FC) 

6. Cost of preference share is the same as cost of debt 

7. The optimum money mix can be selected based on EPS, Market value of shares or market 
value of firm. 
EBIT/EPS Analysis format: 

Details Amount 

EBIT XXX 

Less: Interest (XXX) 

PBT XXX 

Less: Taxes (XXX) 

PAT XXX 

Less: Preference dividend (XXX) 

EAES (A) XXX 

No of Shares (B) XXX 

EPS (A/B) XXX 

PE ratio XXX 

MPS (EPS * PE) XXX 

Market value of shares (MPS * No of shares) XXX 

Market value of debt XXX 

Market value of firm XXX 
 

8. The term indifference point refers to the level of EBIT wherein two different financing 
plans provide the same EPS 

9. Net income theory suggests that cost of capital changes with the change in the debt 
component and therefore the capital structure influences the value of firm. 

10. Net Operating income suggests that cost of capital is constant at any capital structure 
and hence therefore the value of firm is constant 

11. Format for calculation of value of firm: 
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Details Amount 

EBIT XXX 

Less: Interest (XXX) 

EBT XXX 

Costs:  

Kd Interest/ Value of debt 

Ke EBT / Value of equity 

Ko EBIT / Value of firm 

Value:  

Value of debt Interest / Kd 

Value of equity EBT / Ke 

Value of firm EBIT / Ko 
 

12. Value of firm under MM approach: 

• Absence of personal taxes : Value of levered firm = Value of unlevered firm + 
Corporate tax * Value of debt 

• Existence of personal taxes: Value of levered firm = Value of unlevered firm + (1 – { 
(1-CT)* (1- common stock tax rate) } / (1- Debt tax rate) } 

13. Operating leverage = Contribution / EBIT  
This measures percentage change in EBIT for every percentage change in sales 

14. Financial leverage = EBIT / EBT – (Preference dividend/ (1-t)) 
This measures percentage change in EPS for every % change in EBIT 

15. Combined leverage = Operating leverage * Financial leverage 

 

Investment decisions: 

Technique Explanation Formula 

Payback  Payback refer to the time period in 
which initial investment in the project 
will be recovered 

Base year + (Unrecovered cash 
flow of base year / Cash flow 
of nest year) 
Note: Base year refer to the last 
year in which cumulative cash 
flow is negative 

ARR ARR refer to the ratio of average PAT 
over the initial or average investment 

ARR = Average PAT / (Initial 
or average investment) 
Initial investment = Initial 
outflow 
Average investment = Average 
of initial outflow and salvage 
value 

Discounted 
payback 

Discounted payback refer to the time 
period in which initial investment in 
the project will be recovered 
considering time value of money 

Base year + (Unrecovered 
discounted cash flow of base 
year / Discounted cash flow of 
nest year) 
Note: Base year refer to the last 
year in which cumulative cash 
flow is negative 

NPV NPV refer to the difference between 
the PV of cash inflows and PV of cash 
outflows 

PV of cash inflows – PV of 
cash outflows 

IRR IRR refer to the rate of return at which 
NPV of the project is zero 

L1 + (NPV at L1) *        .(L2-L1) 
   (NPV at L1 – NPV at L2) 
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L1 = Lower rate with + NPV 
L2 = Higher rate with - NPV 

Profitability 
index or Benefit 
cost ratio 

This measure the ratio of benefits (PV 
of cash inflows) to costs (PV of cash 
outflows) 

PV of cash inflows 
PV of cash outflows 

 

Consolidated format for calculation of all techniques: 

Year Cash 
Flow 

Cumulative  
cash flow 

PVF @ 
10% 

DCF  
             

CDCF Depreciation PAT 

0 (1,00,000)       

1 40,000       

2 60,000       

3 40,000       

4 50,000       

 Total       

 

Steps in capital budgeting: 
Step 1: Initial outflow 

Particulars Amount 

Capital expenditure (XXX) 

Working capital (XXX) 

Total outflow (XXX) 

 
Step 2: In-between flows: 

Particulars Amount 

Sales XXX 

Less: All costs other than depreciation (XXX) 

Profit before depreciation and tax (PBDT) XXX 

Less: Depreciation (XXX) 

Profit before tax (PBT) XXX 

Less: Tax (XXX) 

Profit after tax (PAT) XXX 

Add: Depreciation XXX 

Cash flow after tax (CFAT) XXX 

Less: Purchase of additional machine (XXX) 

Less: Payment for original machine (XXX) 

Add/Less: Increase/decrease in working capital (Note) XXX 

Revised CFAT XXX 

Note: 
❖ Increase in working capital will be treated as outflow of money as additional money 

is blocked in working capital 

❖ Decrease in working capital will be treated as inflow of money as money has been 

released from working capital 

Step3: Terminal flow: 

Particulars Amount 

NSV of asset (Note 1) XXX 

Recapture of working capital XXX 

Total terminal flow XXX 
 
Step 4: Consolidation of cash flows and calculation of NPV: 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      29 

Year Cash flow PVF DCF 

0 Step 1   

1 Step 2   

2 Step 2   

3 Step 2   

4 Step 2   

5 Step 2 + Step 3   

Total    

 
Note 1: Calculation of NSV 

Particulars Amount 

Sale Value XXX 

Less: Book value (XXX) 

Gain / Loss on sale XXX 

Tax Paid / Tax Saved XXX 

Net salvage value (Sale value + Tax saved – Tax Paid) XXX 

 
How to decide on abandonment of an asset? 

Step 1: Initial outflow 

Particulars Amount 

NSV of existing asset at year 0 (XXX) 

Working capital (XXX) 

Total outflow (XXX) 

 
Step 2: In-between flows – No change 
 
Step3: Terminal flow: 

Particulars Amount 

NSV of existing asset at the end of life XXX 

Recapture of working capital XXX 

Total terminal flow XXX 

 
Step 4: Consolidation of cash flows and calculation of NPV – No change 
 
Conclusion: If the NPV of the project is positive then we should continue with the asset. 
However if the same is negative then we have to abandon the asset 

 
How to decide on replacement? 

Method 1 : Total Approach: 
❖ Step 1: Compute NPV of continuation option 
❖ Step 2: Compute NPV of purchase option 
❖ Step 3: Decide by comparing step 1 & step 2 

o If step 1 is greater than we should continue with existing asset 
o If step 2 is greater than we should replace the asset 

 
Method 2: Incremental approach: 

❖ Step 1: Compute incremental initial outflow 
❖ Step 2: Compute incremental in between cash flows 
❖ Step 3: Compute incremental terminal flow 
❖ Step 4: If the NPV is positive then we should go ahead with replacement.  
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Special issues in capital budgeting: 
Issue No.1: NPV versus IRR conflict 

❖ In case of a single project that involves accept/reject decision, NPV and IRR will 

give the same decision. 

❖ However whenever a choice is to be made between two mutually exclusive projects, 

IRR and NPV may give opposite ranking 

❖ NPV assumes that cash flows are reinvested at cost of capital whereas IRR assumes 

that cash flows are reinvested at IRR. 

❖ NPV versus IRR conflict arise due to 

o Life disparity 

o Cash flow disparity 

 
Life Disparity: 

❖ If the life of the two alternatives being analysed is not same, then decision cannot be 

done on the basis of NPV / Present value of outflow 

❖ We need to calculate EAB/EAC to make the decision on selection of project 

o EAB = NPV / PVAF (r, life) 

o EAC = Present value of outflow / PVAF (r, life) 

 

Computation of cost of factoring: 
Step 1: Compute the amount lent by factor: 

Particulars Calculation Amount 

Credit Sales  XXX 

Credit Period  XXX 

Average receivables Credit sales * credit period / 365 XXX 

Less: Reserve XX % of receivables (XXX) 

Less: Commission XX % of receivables (XXX) 

Amount eligible to be 
lent 

 XXX 

Less: Interest Eligible amount * Interest rate (%) * Credit 
period/365 

(XXX) 

Amount actually lent  XXX 

 
Step 2: Calculation of effective cost of factoring: 

Particulars Calculation Amount 

Costs of factoring:   

Commission Commission expense as per WN 1 * 365/Credit 
period 

XXX 

Interest Interest expense as per WN 1 * 365/Credit 
period 

XXX 

Total costs (A)  XXX 

Benefits of factoring:   

Savings in administration 
charges 

 XXX 

Savings in bad debt  XXX 
Total Savings (B)  XXX 

Net Cost of factoring (A-B)  XXX 

Amount lent by factor WN 1 XXX 

Effective cost of factoring Net cost / Amount actually lent XXX 
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IMPORTANT THEORY QUESTIONS 

General Rule for theory preparation: 
❖ Study Basic Concepts (Costing), Scope and objectives of financial management 

(financial management) and Types of financing (financial management) fully 
❖ Read summary section of other chapters 

 
Basic concepts: 

1. Difference between cost control and cost reduction 
2. What is cost unit? Cost units for various industries 
3. What is cost centre and various types of cost centre 
4. Objectives of cost accounting 
5. What is cost object 
6. Classification of costs based on various factors (all costs are to be understood as 

question can be asked to explain any type of cost) 
7. What are fixed, variable and semi-variable costs 
8. What are controllable and uncontrollable costs 
9. What are period and product costs 
10. What are explicit and implicit costs 
11. Industries and the type of costing used in those industries 
12. What are the various techniques of costing 
13. Discuss accounting treatment of spoilage and defectives in cost accounting 

Material: 
14. What is the material procurement procedure in any organization? 
15. What is a purchase order? 
16. Bin cards and stock control cards 
17. What is the material issue procedure in any organization? 
18. What is a bill of materials and its advantages to various departments? 
19. Difference between bill of material and material requisition note? 
20. What is Just in Time Purchases and what are its advantages 
21. What is the treatment of shortages in stock taking? 
22. What are the various techniques of inventory control 
23. Explain ABC analysis? 
24. What is Re-order quantity, re-order level, maximum level and minimum level 
25. Distinguish between Re-order levels and re-order quantity? 
26. How are slow and non-moving items detected and what steps are necessary to 

reduce to reduce such stocks? 
27. Treatment of normal and abnormal loss of materials 
28. Accounting treatment of waste, scrap, spoilage and defectives 
29. Distinction between spoilage and defectives 

Labour: 
30. What is idle time? Factors causing normal and abnormal idle time 
31. Treatment of idle time in costing? 
32. What is overtime and treatment of the same in cost accounting? 

33. What is labour turnover and cost associated with labour turnover? 

34. Accounting treatment of idle capacity costs 

Overheads: 
35. Treatment of under and over-absorption of overheads 
36. Distinguish cost allocation and cost absorption 
37. What is blanket overhead rate 
38. Explain the treatment of various items in cost accounting – Study material – page 

no.4.63 to 4.65 – very important 
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Non-Integrated accounts: 
39. What are the advantages of integrated accounting? 
40. Need for reconciling profits as per cost records and financial records? 
41. Reasons for disagreement of profits between cost accounting and financial 

accounting? 

Job and batch costing: 
42. What is job and batch costing? Explain industries where the same is used? 
43. What is economic batch quantity? 

Contract costing: 
44. Escalation clause 

45. Cost-plus contracts 

46. Retention money 

47. Principles to be followed to recognize profit on incomplete records 

Operating costing: 
48. Meaning of operating costing 
49. Composite cost unit 
50. Operating costing versus operation costing 

Process & Operating costing: 
51. Treatment of normal loss, abnormal loss and abnormal gain 
52. Methods of valuation of work-in-progress 
53. Inter-process profit 

Joint Products & By-products: 
54. Methods for apportionment of joint costs 
55. Joint product versus by-product 
56. Treatment of by-products in cost accounting 

Standard costing: 
57. How standards are fixed 
58. Calculation of material, labour, overhead and sales variances 

Marginal costing: 
59. Marginal costing versus absorption costing 
60. Break-even point and Margin of safety 
61. Break-even chart 
62. Assumptions of CVP analysis 

Budgets and Budgetary control: 
63. What is budget and budgetary control? 
64. Fixed versus flexible budget 
65. Different types of functional budgets 
66. Budget manual 

Scope and objectives of financial management: 
67. Wealth maximization versus profit maximization 
68. Role of Chief Financial Officer 
69. Functions of financial management 

Time value of money: 
70. Relevance of time value of money in financial decisions 

Financial analysis and planning: 
71. Distinguish cash flow and fund flow statement? 
72. What is debt service coverage ratio? 
73. Diagrammatically represent DUPONT chart? 
74. What is the significance of liquidity ratios? 
75. What is the significant of capital structure/leverage ratios? 
76. What are activity and profitability ratios? 
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Financing Decisions: 
77. What are capital structure theories? Assumptions of capital structure theories and 

what does each theory conclude? 
78. What is WACC and WMCC 
79. Different types of leverages 
80. Business risk and financial risk 
81. What is indifference point and financial break-even point  
82. Principles governing capital structure 

Types of financing: 
83. Various sources of finance 

84. Bridge financing 

85. Venture capital financing 

86. Securitization 
87. Commercial paper 
88. Different facilities provided by banks 
89. Seed capital assistance 
90. New instruments 
91. Deep discount bonds and zero coupon bonds 
92. International financing instruments 
93. ADR, GDR and IDR 

Investment decisions: 
94. NPV versus IRR conflict 
95. Different techniques of capital budgeting 

Management of working capital: 
96. What is operating cycle 
97. What is cash budget 
98. Differentiate Baumol’s and miller-orr cash management model 
99. Different types of float in cash management 
100. What are the factors to be taken into consideration while determining the 

requirement of working capital? 
101. Liquidity versus profitability issue in management of working capital? 
102. Factoring 
103. Factors determining credit policy? 
104. Three principles for selection of marketable securities 

 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      35 

SUMMARY OF ADJUSTMENTS 
Qn Summary of adjustment 

Chapter 1: Basic Cost Concepts 

1 ❖ Operating costing (Passenger KM/Tonne KM), Process costing (Tonne), Multiple 
costing (Number), Contract costing (Project) 

2 ❖ Operating costing (Room days), Batch costing (batches),Process costing (Tonne), 
Contract costing (Project) 

3 ❖ Imputed cost, Opportunity cost, Shut down cost and Product cost 

4 ❖ Tonne, Numbers, Passenger KM/Tonne KM, Kilo Watt hours 
Chapter 2: Material 

1 ❖ Calculation of inventory levels – No special adjustment 
❖ ROQ = EOQ = SQRT (2 * Annual demand * Ordering cost/order/carrying cost per 

unit per annum) 
❖ ROL = Maximum consumption * Maximum lead time 
❖ Minimum level = ROL – (Normal consumption * Normal lead time) 
❖ Maximum level = ROL + ROQ – (Minimum consumption * Minimum lead time) 
❖ Danger level = Normal consumption * Lead time for emergency purchases 
❖ Carrying cost per unit is to be calculated as a percentage of purchase price 

2 ❖ EOQ is computed for the raw material and hence the demand for FG is to be 
converted into demand of RM 

❖ Annual demand of RM = Annual demand of FG * (Input/Output) 
❖ Carrying cost per unit is to be computed as a percentage of purchase price and the 

same is then applied on average inventory to get total carrying cost 
❖ EOQ = SQRT (2 * Annual demand * Ordering cost/order/carrying cost per unit 

per annum) 
❖ EOQ Versus Discount: Calculate total inventory cost for both options and select 

the one which has lower cost. Total inventory cost = Total ordering cost + Total 
carrying cost + Total material cost 

❖ Total ordering cost = No of orders * Ordering cost per order; No of orders = 
Annual demand of RM / Quantity per order 

❖ Total carrying cost = Carrying cost per unit * Average inventory; Average 
inventory = (Quantity per order/2). Carrying cost per unit is to be taken as a 
percentage of purchase price and hence the same will be lower when 2 percent 
discount is offered 

❖ Material cost = Annual demand of RM * Purchase Price. We need to consider 
lower purchase price in the quantity discount model 

3 ❖ Consumption per day = Annual consumption / 300 working days. This will be 
considered as maximum, minimum and average consumption per day due to 
absence of additional information 

❖ Re-order period = 10 days. This will be taken as maximum, minimum as well as 
average lead time due to absence of information 

❖ EOQ = SQRT (2 * Annual demand * Ordering cost/order/carrying cost per unit 
per annum) 

❖ ROL = (Maximum consumption + Maximum lead time) + Safety stock 
❖ Maximum level = ROL + ROQ – (Minimum consumption * Minimum lead time) 
❖ Average level = (Minimum level + maximum level)/2 (or) Minimum level + 50% 

of EOQ 
❖ Safety stock is buffer stock maintained by the company and the same needs to 

be added to every inventory level such as maximum level, minimum level, re-
order level, average inventory etc. In this question we have added it to ROL and 
the same gets automatically considered in the other formulae due to higher ROL 
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Qn Summary of adjustment 

4 ❖ Ordering cost per order = Handling cost + Freight cost 
❖ Carrying cost per unit = Working capital finance + (Monthly CC * 12) 
❖ Annual demand of RM = Annual production * (Input/Output) 
❖ EOQ = SQRT (2 * Annual demand * Ordering cost/order/carrying cost per unit 

per annum) 
❖ Time gap between two orders = 360/Number of orders 
❖ We need to compute total inventory cost for EOQ option. We will assume 

purchase price as X under quantity discount model. We need to equate the cost to 
the one calculated for EOQ option and solve X. Compare X with original purchase 
price and get the percentage of discount 

5 ❖ Average lead time is 6 days Hence (Min lead time + max lead time)/2 = 6 days 
❖ (Maximum lead time – Minimum lead time) = 4 days 
❖ Solving the above two points we will get minimum lead time = 4 days and 

maximum lead time = 6 days 
❖ Use the formula of ROL and we would get maximum consumption per day 
❖ Use the formula of maximum level and we would get minimum consumption 

6 ❖ Optimum purchase order size - Normal EOQ – we will consider carrying cost as 
20 percent of normal purchase price and get the optimum EOQ 

❖ Compute tentative EOQ for each of the price level. Tentative EOQ would vary at 
every level as the carrying per unit will change with change in purchase price 

❖ Final order quantity for each class interval will be the one which is closest to 
tentative EOQ 

❖ Compute total inventory cost for each of the order quantity identified above. 
Identify the level which has the lowest inventory cost 

❖ The bank can do only five fund transfers and hence the number or orders cannot 
exceed five orders. Loss due to bank = (Total cost at five orders) – Minimum 
possible cost as per part (ii) of the question 

7 ❖ Similar to question No.2 
❖ At EOQ total ordering cost is equal to total carrying cost. Hence total ordering 

cost as well as total carrying cost will be Rs.2,000 

❖ Carrying cost per unit is Rs.20 per unit and hence average inventory would be 100 
units. This would give the EOQ to be 200 units 

❖ Total ordering cost is Rs.2,000 and hence number of orders is 20. Annual demand 
would therefore be equal to 4,000 units (EOQ * Number of orders) 

❖ Part two: Similar to question no.2. Only change is that carrying cost per unit will 
not change with purchase price 

8 ❖ EOQ = SQRT (2 * Annual demand * Ordering cost/order/carrying cost per unit 
per annum) 

❖ Carrying cost per unit has to be taken as 10 percent of purchase price 
❖ EOQ is to be computed with the help of annual demand and hence the monthly 

demand is to be multiplied with 12 
❖ Number of orders = Annual demand/EOQ 
❖ Total ordering cost = No of orders * Ordering cost per order 
❖ Total carrying cost = Carrying cost per unit * Average inventory; Average 

inventory = Quantity per order/2 
❖ The company currently has 10,033 packs and we need to find how many days 

will the stock last. Daily consumption = (60,000*12)/360. Number of days stock is 
held = Current inventory/Daily consumption.  

❖ Timing of next order = Number of days stock is held – Lead time for purchases 
9 ❖ No special adjustment. Simple problem on inventory levels 
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Qn Summary of adjustment 

10 ❖ FIFO assumes that earliest purchase is sold first and hence closing stock would 
come from the latest purchase. Hence closing stock of 23,000 kgs would comprise 
of 22,000 kgs purchased on March 25 and 1,000 kgs purchased on March 18 

❖ Cost of goods sold = Opening stock + Purchases – Closing stock 
❖ Profit = Sales – COGS – Salary paid to accountant 

11 ❖ Ordering cost per order = Rs.35,000; Carrying cost per unit = 1.7676% of purchase 
price; Purchase price = Rs.900 + 10% Import duty 

❖ The company normally receives the material in 12 days and the same has 70 
percent probability of occurrence. This would indicate that there is 30 percent risk 
of going out of stock 

❖ There is 90 percent cumulative probability of receiving the material in 14 days and 
hence we need to have ROL as 14 days consumption to have 10 percent risk of 
going out of stock. Safety stock would be extra 2 days consumption (14 days 
consumption – normal 12 days consumption) 

❖ There is 95 percent cumulative probability of receiving the material in 15 days and 
hence we need to have ROL as 15 days consumption to have 5 percent risk of 
going out of stock. Safety stock would be extra 3 days consumption (15 days 
consumption – normal 12 days consumption) 

❖ Total ordering cost = No of orders * Ordering cost per order; Total carrying cost = 
Carrying cost per unit * Average inventory; Average inventory = (Quantity per 
order/2) + Safety stock 

12 ❖ Calculate annual production of FG: Opening FG + Production – Closing FG = 
Sales; Closing FG will be taken as zero due to absence of information 

❖ Annual RM consumption = Annual production * (Input/Output) 
❖ Calculate annual RM purchases: Opening RM + Purchases – Closing RM = RM 

Consumed; Closing RM will be taken as zero due to absence of information 
❖ Compute EOQ with help of annual purchases, ordering cost and carrying cost 
❖ ROQ is 200 kg less than EOQ and hence ROQ = EOQ – 200 units 
❖ Normal consumption per day is to be computed with the help of annual 

consumption of RM. Maximum consumption = Normal consumption + 20 kgs; 
Minimum consumption = Normal consumption – 20 Kgs 

❖ Calculate maximum level, minimum level with normal formula 
❖ Impact on profitability = Total cost when ROQ is ordered – Total cost when EOQ is 

ordered. EOQ is the best quantity to order. However here we are ordering 200 
units less and hence the total of ordering and carrying cost will be higher and the 
difference in cost is the impact on profitability 

Chapter 3: Labour 

1 ❖ Average work force is 1,000 employees (average of opening and closing) 
❖ Labour turnover under replacement method is 3 percent and hence the number of 

replacements is 30 employees. (It is assumed that replacement will impact the 
number of employees) 

❖ Closing work force = Opening work force + New recruitment + Replacement – 
Separations. This would provide us the number of separations 

❖ Labour turnover (separation method) = No of separations/Average work force 
❖ Labour turnover (flux method) = (Seperations + Replacement + New 

recruitment)/Average work force 

2 ❖ Standard time for worker A is equal to 44 hours and worker B is equal to 35 hours 
❖ Calculate earnings of two workers using the various formulae – no special 

adjustment 

3 ❖ Effective rate per hour = Total wages under Rowan Plan / No of actual hours 
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Qn Summary of adjustment 

❖ The worker wants to maintain same rate per hour. Let us assume actual time as X 
and hence his total wages would be 140X as he earned Rs.140 per hour under 
Rowan Plan.  

❖ Use the formula of Halsey and equate the total earnings to 140X to get the desired 
time to earn same effective rate per hour 

4 ❖ Labour turnover under separation method is 5% and number of separations is 40. 
This would give the average work force as 800 employees 

❖ Number of replacements = Average work force * 8% 
❖ Number of new recruitments can be computed with the help of flux method. Flux 

method = (No of separations + No of replacements + No of new recruitments) / 
Average work force 

❖ Total new recruitments = No of new recruitment + No of replacements 
❖ Assuming opening work force as X. Closing work force = Opening work force + 

Replacement + New recruitment – Separations. Take average of opening and 
closing work force and equate the same to 800. We will arrive at the answer of 
opening work force 

5 ❖ Overtime is to be calculated for every day considering the conditions imposed by 
the company. Diet allowance will be paid in case the worker works beyond 8:30 
PM 

❖ Worker A and C are involved in specific job – It shall be charged to the specific job 
and is treated as part of cost of job; Worker B allowance can be either treated as 
cost of production or as a factory OH or to the costing P&L A/c 

❖ Underestimation by sales department should be charged to the sales department 
❖ Shortfall in production – Treated as factory OH 

6 ❖ Hourly rate of wages = No of hours * Rate per hour 
❖ Piece work basis = No of units * rate per unit. Product A will be at Rs.15/unit, 

Product B will be at Rs.20 per unit and Product C will be at Rs.30 per unit. A 
person will get 75% of basic wages in case the wages as per the piece rate is less 
than 50% of basic wages 

❖ Rowan wages = Basic wages + Bonus; Bonus = (Actual time* Time saved * Rate per 
hour/Standard time) 

7 ❖ Cost of labour turnover = Rectification cost+ Potential productive hours lost + 
Settlement cost + Recruitment cost + Training cost 

❖ Contribution on potential productive hours lost = No of hours lost * Contribution 
per hour. Hours lost due to training is also to be included in the hours lost. 

❖ Rectification cost = No of defective units * Rectification cost per unit 

8 ❖ Calculate standard output = No of hours/week * No of weeks * No of workers * 
No of units per hour 

❖ Efficiency = Actual output/Standard output 
❖ Find the differential piece rate per unit and calculate wages under differential 

piece rate system 
❖ Time wages = Hours worked * Rate per hour 
❖ Halsey scheme = Basic wages + 50%*Time saved * rate per hour 

9 ❖ Efficiency = Standard time / actual time 
❖ Relevant hourly rate = Basic rate + 10% bonus + 2% bonus for every 1% efficiency 

beyond 100% 

10 ❖ Calculate standard time with the help of actual output. Calculate efficiency % and 
then calculate the earnings as per various plan 

11 ❖ Calculate wages as per correct rate and wages are per wrong rate. Amount of loss 
= Wages due to wrong rate – Wages as per correct rate 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      39 

Qn Summary of adjustment 

❖ Savings under Rowan plan = Wages as per Rowan plan – wages as per Halsey 
plan 

12 ❖ Similar to question no.1 

Chapter 4 - Overheads 

1 ❖ Step 1: We need to compute the total overheads in relation to machine. Depreciation 
on basis of SLM [(10,000 – 1,000)/10 years], Electricity is to be computed for running 
hours (16 * 0.09 * 1,900 hours), Chemical solution (Rs.20 * 50 weeks), maintenance 
cost, operator wages (120 * 50 weeks / 6 machines) and departmental and general 
works OH (2,000) 

❖ Step 2: Effective working hours = Running hours + Set-up time 
❖ Step 3: MHR = Step 1/Step 2 

2 ❖ Step 1: Compute overheads in relation to machine. Depreciation on basis of SLM 
[(10,00,000-10,000)/10 years], Repairs and maintenance (5,000), Insurance premium 
(9,000 * 10 lacs/90 lacs), Electricity (8 units * 3.75/unit * 4,000 hours), Rent (the 
machine occupies 1/10th of the area and the same is missed out in the question) 

❖ Step 2: Effective working hours = Total hours – non-productive hours 
❖ Step 3: MHR = Step 1/ Step 2 

3 ❖ Step 1: Primary overhead distribution – Fuel & heat to be apportioned on the basis 
of radiator sections, Power (Kilowatt hours), Rent & rates (Area sq.feet), Insurance 
(Capital value of assets), Meal charges (No. of employees), Depreciation (Capital 
value of assets) 

❖ Step 2: Secondary overhead distribution – Form two equations and solve to get the 
amount to be distributed for both departments 

❖ X = OH of department A + Proportionate transfer from B (0.1Y) 
❖ Y = OH of department B + Proportionate transfer from A (0.2X) 
❖ Solve the equations and then distribute the amount to get the overheads post-

secondary overhead distribution 

4 ❖ Setting up time can be either assumed as productive or non-productive. We can 
assume it as productive and hence effective working hours would be 2,600 hours 

❖ Depreciation [(25,00,000 – 1,25,000)/25,000 hours * 2,600 hours], Power (25 units * 
Rs.5/unit * 2,600 hours), R&M (26,000), Chemical solution (2,600 * 12 months /2,600) 
overheads (Rs.18,000 * 12), Insurance premium (25,00,000 * 2%), Salaries (18,500 * 12 
months * 2 operators / 4 machines) 

❖ MHR = Total overheads / effective working hours 

5 ❖ Set-up time can be assumed as non-productive 
❖ The workers are doing the work jointly and hence there will be total of 3 

operators for 3 machines. Hence the labour cost has to be computed for 3 workers 
and the same should be divided by 3 machines 

❖ Depreciation (SLM), Maintenance cost, Consumables stores, Power cost, Wages and 
Bonus will be incurred. Apportioned overheads should be divided by 13 to get the 
cost for 4 weeks and then the same should be divided by 3 to get the cost for a single 
machine 

6 ❖ Step 1: Do secondary overhead distribution on the basis of direct distribution 
method 

❖ Step 2: Calculate OAR. Department P1 would be based on machine hours and 
department P2 would be based on direct labour hours 

❖ Performance report – We need to compare the actual performance with standards 
set by the company. This is similar to variance analysis. Variance computation is to 
be done for material cost, labour cost and overheads 

❖ Actual overheads will again be calculated by doing secondary overhead distribution 
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on actual overheads and then calculating OAR 

7 ❖ We need to form two equations to get the percentage recovery rate for factory OH 
and administrative OH 

❖ Factory OH can be assumed as X% of direct wages and administrative OH can be 
assumed as Y% of factory cost 

❖ Cost of Job 101 = 54,000 + 42,000 + 42,000X + (54,000 + 42,000 + 42,000X)Y 
❖ Form two equations and solve the same to get the OAR percentages 
❖ We can calculate the cost of Job No.103 using the OAR rates computed above 

8 ❖ OAR = Budgeted Overheads / Budgeted machine hours 
❖ Adjusted OH incurred = Actual OH – abnormal items 
❖ OH absorbed = OAR * Actual machine hours 
❖ Amount of under-absorption = OH absorbed – OH incurred 
❖ Abnormal under-absorption will be entirely charged to costing P&L whereas normal 

under-absorption will be recovered through supplementary recovery rate 
❖ Supplementary recovery rate = Amount of normal under-absorption / Units 

produced (including equivalent WIP) 

9 ❖ Absorption basis for various items: Rent (Area square feet), Power (Machine hours * 
HP of machines), Depreciation (Capital value * machine hours), Other OH (Direct 
wages) 

❖ We should consider the direct cost of service department for the purpose of primary 
and secondary overhead distribution 

❖ Form two equations and get the amount to be distributed (similar to question no.3) 

10 ❖ Absorption basis for various items: Rent and rates (Floor space), General lighting 
(Number of light points), Indirect wages (Direct wages), Power (Horse power of 

machines), Depreciation on machinery (cost of machinery), Insurance of machinery 
(Cost of machinery) 

❖ Form two equations and get the amount to be distributed (similar to question no.3) 

11 ❖ Absorption basis for various items: Lease rental (Floor space), Power and fuel (HP 
of machines * Working hours), wages to factory supervisor (working hours only to 
production departments), electricity (light points), Depreciation on machinery (Cost 
of machines), Depreciation on building (floor space), payroll expenses (no of 
employees), canteen expenses (no of employees), ESI and PF contribution (Direct 
wages) 

❖ Form two equations and get the amount to be distributed (similar to question no.3) 

12 ❖ Absorption basis for various items: Factory rent (Floor space), Factory building 
insurance (Floor area), Plant & machinery insurance (Value of plant & machinery), 
Plant & machinery depreciation (value of plant & machinery), subsidy for staff 
canteen (no of employees) 

❖ Order of distribution for step method – we need to start with maintenance 
department and then proceed with distribution of stores. Maintenance 
department is providing service to stores but stores is not providing service to 
maintenance 

❖ Fabrication is machine related activity and hence OH to be driven by machine 
hours whereas assembly is related to labour and hence OH to be driven by labour 
hours 

❖ Calculate the cost of the job using rates calculated above 

13 ❖ Absorption basis for various items: Power (HP hours), Rent (Floor space), Fuel and 
heat (radiator sections), Insurance (Investment), Taxes (Investment) and 
Depreciation (Investment) 

❖ Form two equations and get the amount to be distributed (similar to question no.3) 

Chapter 5: Non-Integrated Accounts 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      41 

1 ❖ Costing profit and loss account can be prepared in the form of cost sheet 
❖ Factory overheads has to be taken as 20 percent of prime cost. Prime cost = Direct 

material + Direct wages. Administrative OH is to be taken as 10% of factory cost. 
Factory cost = Prime cost + Factory OH. 

❖ Closing stock of FG has to be valued on the basis of current year cost of production. 
The company has produced 52,000 units and there are 2,000 units in stock 

❖ Compare the cost sheet with financial P&L and identify the various item causing 
difference in profit and present the same in costing profit and loss account 

2 ❖ Creditors account will help us in calculating the amount of purchases 
❖ Stores ledger control account will help us in calculating the amount of RM issued for 

consumption 
❖ Prepare other accounts like wages control, OH control and WIP control account 
❖ Closing balance of WIP = Material cost + labour cost (400 hours * Rs.50/hour) + 

overhead cost (400 hours * Rs.20/hour) 

3 ❖ Prepare the reconciliation statement by identifying the various plus and minus items 

4 ❖ Direct material will be transferred to WIP control and indirect material will be 
transferred to factory OH 

❖ Direct wages will be transferred to WIP control and indirect wages will be 
transferred to factory OH 

❖ Over absorption of factory OH will be transferred to credit side of P&L (income) and 
under-absorption of admin OH will be transferred to debit side of P&L (expense) 

5 ❖ Identify the various plus and minus item using the eight column format 
❖ Plus items will have to be credited and minus items will have to be debited in 

memorandum reconciliation account 

6 ❖ Deficiency found in stock taking will be treated as normal loss and transferred to 
factory OH 

❖ Difference between wages paid and wages charged will be the indirect wages and 
the same would be transferred to factory OH 

❖ Balancing figure of WIP will be the cost of sales and same would be directly 
transferred to costing P&L. Sales will be taken as cost of sales plus 15% 

❖ Under/over absorption of factory OH can either be carried forward or charged to 
costing P&L 

7 ❖ Similar to question no.5 

8 ❖ Finished product (at cost) will be interpreted as the production during the year 
❖ Sales returned at cost will be the reversal of cost of sales. FG control will be 

debited as the same will increase and cost of sales will be credited 

9 ❖ Goods finished at cost refer to the amount of production during the year 
❖ COGS will be reduction of FG and the same will be debited to cost of sales 
❖ RM – credited by suppliers will be the amount of purchase returns 
❖ WIP rejected with no scrap value will be treated as abnormal loss and debited to 

costing P&L 
❖ RM inventory loss can be treated as normal loss and be treated as factory OH  

10 ❖ Open all the accounts given in the question and record all transactions 
❖ OAR = Budgeted OH/Budgeted labour hours. OAR multiplied with labour hours 

can help us in getting the amount of overheads absorbed 
❖ WIP = DM + DL + OH (1,200 * OAR) 
❖ Wages paid will be 28,200 hours * Rs.2.5/hour. The rate of Rs.2.5 per hour is 

identified from note (e) and it is mentioned that the company pays the same amount 
per hour 

11 ❖ Prepare a profit and loss account and cost sheet to calculate costing and financial 
profit 
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❖ Identify the various items causing difference in profits and capture the same in 
reconciliation account 

❖ Costing records: Closing FG has to be valued based on current year production 
and the company can either follow FIFO or weighted average cost method 

Chapter 6 – Job costing & batch costing 

1 ❖ OAR for factory OH = Budgeted factory OH / budgeted labour cost 
❖ OAR for admin OH = Budgeted admin OH / budgeted factory cost 
❖ The material cost and labour cost is available for next year. Factory OH will be 

taken as the specified percentage of direct wages. Factory cost = DM + DL + FOH. 
Admin OH will be taken as specified percentage of factory cost. Add delivery cost 
and then get the cost of sales.  

❖ Profit margin will be 1/10 on sales and it will be 1/9 on cost. Using that calculate the 
amount of sales 

Chapter 7 – Contract costing 

1 ❖ Sale of material has to be recorded in the credit side of contract account. Loss on 
sale of material will be treated as abnormal loss and hence removed from credit 
side of contract account and then transferred to profit and loss account 

❖ Sale of plant and closing plant value will be credited to contract account and 
hence the net balance of depreciation will be recorded 

❖ Difference between debit and credit side of contract account will give notional profit 
We need to calculate estimated profit of the contract with the given estimates and 
then transfer to P&L will be the lowest of the four formulae 

2 ❖ Contract account will have three segments. Segment one will help us in calculating 
cost incurred till date. Segment two will record closing work certified and closing 
work uncertified and the same will help in getting notional profit. Segment 3 will 
calculate the transfer to P&L 

❖ Transfer to P&L would depend on the degree of completion and then1/3rd or 2/3rd 
or estimated profit method is to be used 

❖ Work certified will be valued at contract price and work uncertified will be 
valued at cost price 

3 ❖ Notional profit = Work certified + Work uncertified – Cost incurred till date 
❖ Estimated profit = Total contract price – estimated contract costs 
❖ 4 methods would be 2/3rd rule and 4 methods based on estimated profit method. 

Transfer to P&L will be the lowest of the various answers 

4 ❖ Material returned to store will be recorded in the credit side of contract account 
❖ Prepaid site office cost would be adjusted with site office cost and only the net cost 

would be charged to contract account 
❖ Direct wages outstanding would be added to direct wages paid to get the amount of 

expenditure for the current period 
❖ Plant will be recorded at original cost on debit side and the WDV (plant value – 

Depreciation) will be recorded in the credit side 
❖ Loss of material by fire is an abnormal item and will be removed by crediting the 

same to contract account 
❖ Contract WIP = Work certified + Work uncertified – WIP Reserve – Contractee 

account balance 

5 ❖ No special adjustment 
❖ Contractee account will record the opening balance and the additional amount 

received in the current year 
❖ Wages expenditure in the contract account = Wages paid + Closing outstanding – 

Opening outstanding 

6 ❖ Cost of work certified can be calculated by doing the contract account in three 
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segments. 
❖ Segment one will record all debit and credit side items except value of work 

certified. The balancing figure would be the cost of work certified 
❖ Segment two will record cost of work certified and value of work certified. This 

would provide the amount of notional profit 
❖ Segment three will record the amount of notional profit, transfer to P&L and WIP 

reserve 

7 ❖ Record the various items of income and expense in the contract account 
❖ Depreciation can be calculated and recorded as a single item in the contract 

account. We normally record the cost in debit side and WDV in credit side. 
However this problem it will be easier to do it through recording of depreciation. 
Depreciation should be calculated only on 80% of machinery as only 80% is at site 

8 ❖ Prepare contract account in three segments. Segment one we will record all items 
except work certified and work uncertified. This will give us the cost incurred till 
date 

❖ Segment two – Record work certified and work uncertified. This will give the 
amount of notional profit 

❖ Segment three – Record transfer to P&L and WIP reserve 
❖ Contract is more than 90 percent complete and hence we need to calculate 

estimated profit on the contract. Estimate profit = Contract price – Cost incurred 
till date – further cost to complete contract 

9 ❖ Part one – Calculate cost incurred till date. Estimated profit = Contract price – Cost 
incurred till date – estimated further cost to complete contract 

❖ Use F2 formula of transfer of profit rules and find out the amount of profit to be 
transferred to P&L 

❖ Part two – DOC will be less than 90% and hence transfer to P&L has to be based on 
2/3rd rule 

10 ❖ Notional profit = Work certified + Work uncertified – Cost incurred till date 
❖ Estimated profit = Total contract price – estimated contract costs 
❖ Get DOC and find the profit transfer based on 2/3rd rule 
❖ Part two: If the contractee has become bankrupt then we are not expected to 

receive additional money. Loss = Cost incurred till date – progress payments 
received. This amount is to be charged to P&L 

11 ❖ Donation paid to local clubs can be ignored in contract costing if the same is not 
exclusively related to contract 

❖ Depreciation on machinery has to be calculated on the basis of number of days 
❖ Get the amount of notional profit and then find out the transfer to P&L based on 

transfer of profit rules 
❖ Land purchase and registration duty is not exclusively related to contract and 

hence cannot be charged to contract account 

12 ❖ Prepare a contract account for all three contracts and get the amount of notional 
profit/loss 

❖ Estimated profit for contract III can be calculated by doing the contract account in 
three segments. Segment one will show the amount of cost incurred till date, 
segment two will indicate the amount of notional profit. 

❖ Estimated profit for contract III = Contract price – cost incurred till date – 
estimated further cost 

❖ Find the amount of transfer to P&L using profit transfer rules 

Chapter 8 – Operating costing 

1 ❖ Calculate KM run and total passenger KM. Number of KM = One-way distance * 
2 * no of trips * 25 days * 12 months * 6 buses; Passenger KM = No of KM run * No 
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of passenger 
❖ Prepare operating cost sheet reflecting all expenses. The profit margin is 1/3 of sales 

and hence the same can be taken as ½ of cost 
❖ Diesel cost = No of KM run * Cost per litre of diesel / No of KM per litre 
❖ Fare per passenger KM = Total collections / total passenger KM 

2 ❖ Calculate KM run and passenger KM. Number of KM = One way distance * 2 * 
Number of trips * 25 days * 12 months * 1 bus; Passenger KM = No of KM run * No 
of passengers 

❖ Calculate the annual cost of running bus. Profit margin is 15 percent of sales, 
commission is 10 percent of sales and hence the total cost (excluding commission) 
would be equal to 75 percent of sales. Considering this information we need to 
calculate the total collections and based on that we can calculate commission and 
profit 

❖ Fare per passenger KM = Total collections / total KM 

3 ❖ Calculate KM run and passenger KM 
❖ Calculate annual operating cost of the bus. Profit would be 25 percent of sales and 

passenger tax would be 22 percent of sales. Hence cost would be 53 percent of 
collections and based on that we can compute profit and passenger tax 

❖ Cost per passenger KM = Total cost / Number of passenger KM 

4 ❖ Absolute tonne KM = (One way distance * weight-up) + (One way distance * 
weight-down). We need to compute this for every booking and add the total KM. 
We would also need the total KM run and the same would be used for calculating 
diesel and other costs 

❖ Monthly operating cost for 4 trucks is to be calculated. Diesel, engine oil, repairs and 
maintenance and depreciation would be calculated with the help of distance 
travelled 

❖ Cost per ton KM = Total cost / total ton KM 

5 ❖ Calculate distance travelled and ton KM. Ton KM = Distance travelled * Average 
load 

❖ Calculate monthly operating cost. Cost per KM = Monthly cost / distance travelled; 
Cost per ton KM = Monthly cost / ton KM 

6 ❖ Step 1: Calculate the annual operating cost of the restaurant. Attendant wages = No 
of rooms occupied * Rs.500/day. Profit will be taken as ¼ of collection and hence 
same will be 1/3 of cost. We can compute the total collections by adding profit to 
cost 

❖ We will assume the rent of deluxe room to be X and hence rent of super deluxe 
room will be 2X and rent of luxury room will be 3X. Compute total collections in 
terms of X and equate that will collection figure computed above. We can 
therefore calculate rent for different category of rooms 

7 ❖ We should compute the total fixed cost and variable cost per KM for different 
options 

❖ Fixed cost is zero and VC is Rs.10/KM for taxi 
❖ Fixed cost is Rs.37,200 and VC is Rs.3.4/KM for new nano 
❖ Fixed cost is Rs.44,400 and VC is Rs.2.8/KM for old innova 
❖ We can compute total cost at 10,800 KM and 18,000 KM and decide the one which 

has the lowest cost 
❖ BEP = Increase in fixed cost / saving in VC/KM 

8 ❖ Calculate distance travelled and total ton KM 
❖ Calculate the operating cost for four weekly period 
❖ Cost per KM = Total cost/ Distance travelled; Cost per ton KM = Total cost/ Ton 

KM 
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9 ❖ We need to compute the cost of package and the same would involve travelling to 
multiple locations 

❖ Diesel cost = Distance travelled / KM per litre * Respective diesel cost 
❖ Calculate other costs for a single trip. Chauffeur’s salary of Rs.12,000 per month is to 

be proportionately calculated for 3 days; Depreciation is to be proportionately 
calculated based on distance travelled; Proportionate servicing cost on basis of KM 
travelled; Meal allowance has to be taken as Rs.50 for every 200 completed KM; 
Other set-up is to be apportioned on basis of number of days 

❖ Total cost + Profit = Net takings; Net takings + Service tax = Total takings 
❖ Profit will be taken as ¼ of net takings and hence it will become 1/3 of total cost 
❖ Total takings = Net takings + 12.36% service tax 

10 ❖ Calculate distance travelled and number of litres carried 
❖ Operating cost statement is to be prepared for every location. The various costs are 

calculated below: 
❖ Toll tax = Cost per month is given 
❖ Petrol cost = Distance travelled * Petrol cost / Respective mileage. The mileage will 

be 10 KMPL in first two years, it will be 8 KMPL in next two years and 6 KMPL in 
later years 

❖ Depreciation = 10% of original cost and same should be divided by 12 to get 
monthly cost 

❖ Servicing cost – To be calculated based on KM run. We need to consider free service 
period while calculating this 

❖ Driver salary, cleaner salary, garage fee are other allied costs 

Chapter 9 – Process and operation costing 

1 ❖ Two material problem as there is a transfer of material from previous process and 
addition of material in current process 

❖ Prepare input-output statement, statement of equivalent units, statement of cost per 
unit and statement of distribution of cost 

❖ We can follow FIFO/Weighted average cost method as both will have no impact 
due to absence of opening WIP 

2 ❖ Prepare input-output statement and get the abnormal loss/abnormal gain 
❖ Prepare process account. Cost per unit = (Total cost – Sale value of normal loss) / 

expected output 
❖ Record the sale in individual process account and the profit on sale should be 

transferred to P&L account 
❖ Selling expenses will be directly recorded in profit and loss account as the same is 

not allocable to individual processes 

3 ❖ Similar to question no.1 
❖ Abnormal loss account will have the transfer entry from process account and sale 

transaction is to be recorded. The net abnormal loss will be charged to costing profit 
and loss account 

4 ❖ Similar to question no.2 
❖ Indirect expenses will not be recorded in process account and the same would be 

directly recorded in profit and loss account 
❖ Profit and loss account will also have an entry for net abnormal gain/loss. Net 

abnormal gain/loss = No of units * (Cost price – Realizable value) 

5 ❖ One material problem and FIFO method is to be followed 
❖ Normal loss is to be taken as percentage of total input 
❖ Follow six steps to identify the required information 

6 ❖ Multiple process, weighted average cost method and single material 
❖ Follow five steps and get to the desired information 
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❖ Closing WIP = Input – output transferred – Normal loss 

7 ❖ FIFO method and two material problem 
❖ Normal loss is to be taken as 5 percent of processed production 
❖ No other adjustment 

8 ❖ Opening WIP + Input – Closing WIP – Loss = Production during the year. We can 
compute the input with this equation 

❖ Normal loss will be taken as 10 percent of input and the balance will be considered 
as abnormal loss 

❖ We have to compute the number of equivalent units and multiply it with cost per 
equivalent unit to get the amount of expenses incurred 

❖ Process account then can be prepared using the six steps 

9 ❖ Royalty expense is incurred only for units produced and hence the same can be 
directly transferred to FG control account 

❖ Cost per good unit can be calculated from the process account without considering 
the royalty expense 

10 ❖ Similar to question no.7 

11 ❖ One material and FIFO method 
❖ No special adjustment 

12 ❖ Prepare process XM account with three columns: Cost, Profit and Total 
❖ Figures given in the question represent total column and the profit element should 

be deducted to get the cost 
❖ Total column would represent the cost to the process and hence profit will be 

taken as ¼ on total figure for process XM. Process YM will have profit element of 
1/4 on total figure and process ZM will have profit element of 1/3 on total figure 

❖ Closing stock is to be recorded in the debit side as minus item 

Chapter 10 – Joint products & by products 

1 ❖ Sales data and estimated profits are available for both products. We can compute 
the total selling and distribution expenses as a balancing figure 

❖ Selling and distribution expense will be split between two products on basis of sales 
price. 

❖ Share of joint cost = Sales price – estimated profit – selling and distribution expense 
– further processing cost 

2 ❖ Estimated profit for B1 and B2 are available and hence we can find the share of joint 
cost as a balancing figure 

❖ Share of joint cost for main product = Total joint cost – Share of cost of B1 and B2 
❖ Profit of product = Revenues – share of joint cost – further processing cost – 

estimated selling and distribution expense 

3 ❖ Similar to question no.2 

4 ❖ Joint cost can be apportioned on the basis of any of the one method 
❖ Profit if product is further processed = Sale value after further processing – share of 

joint cost – further processing cost 
❖ Profit if product is sold at split-off = Sale at split-off point – share of joint cost 

5 ❖ Joint cost can be apportioned on the basis of any of the one method 
❖ We need to compute the joint cost per unit and further processing cost per unit. 

Entire output is not sold and hence some cost will be carried forward to next year as 
part of closing stock 

❖ Decision on further processing can be done by comparing incremental cost with 
incremental revenue. Incremental cost is further processing cost per unit and 
incremental revenue is selling price after further processing – selling price at split-off 
point 

6 ❖ Share of joint cost will be the balancing figure 
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❖ Cost of sales = Sales – estimated profit 
❖ Selling and distribution expense will be 10 percent of cost of sales and the same shall 

be apportioned in the given ratio 
❖ Share of joint cost = Cost of sales – selling expense – further processing cost 

Chapter 11 – Standard Costing 

1 ❖ No special adjustment 
❖ AQ will be taken as actual quantity consumed. AP = Amount of purchases/quantity 

purchased 

2 ❖ Calculate equivalent units of labour and OH as per average cost method 
❖ Compute cost per equivalent unit as per average cost method 
❖ Variance calculation: We need to compute equivalent units as per FIFO method 

and calculate ST with the help of this actual output. Calculate relevant variances 

3 ❖ VC/unit = Change in total cost /change in units 
❖ Standard absorption rate is 20 per unit and 4 per hour. Hence it can be concluded 

that one unit takes 5 hours 
❖ VC/unit can be converted into VC/hour using the equation of 1 unit taking 5 hours. 

FC/hour will be balancing figure and we can proceed to compute all variances 

4 ❖ Standard output is 2000 units for a standard gang of 100 workers working for 40 
hours. Hence 4000 hours will lead to 2000 units 

❖ The above standard equation can be applied on actual output to get the standard 
hours 

❖ Actual hours paid will be calculated based on 40 hours per worker whereas actual 
hours worked will be calculated based on 38 hours per worker 

5 ❖ Material price variance is given and the difference between SP and AP is 
available. We can use this information and compute actual quantity consumed 

❖ Actual material cost is available and we can compute actual price. SP can then be 
computed 

❖ SQ will be computed with the help of actual output 
❖ Calculate all variances with the help of computation table 

6 ❖ Problem with no special adjustment 
❖ SQ, SH is to be computed with the help of actual output 

7 ❖ Problem on variable overheads and fixed overheads – no special adjustment 

8 ❖ SQ of A is to be computed with the help of actual output of M and N. SQ needed for 
M and SQ needed for N is to be added to get SQ of A 

❖ SQ of B is to be computed in similar way. We then need to compute the variances 
with help of computation table 

9 ❖ Company follows FIFO method of valuation. Opening stock is assumed to have 
been carried forward at standard price and current year purchases will be 
considered on the basis of current purchase price 

❖ AQ = Quantity consumed = Opening stock + Purchases – Closing stock 

10 ❖ Labour efficiency is 105.3%. Labour efficiency = SH/AH; Actual hours is available 
in the question and based on that SH is computed 

❖ SR is available and AR can be computed based on labour rate variance 

11 ❖ Compute standard input of B with help of material usage variance 
❖ Compute actual input of A with help of material mix variance 
❖ Complete computation table and then calculate all missing information 

12 ❖ SQ is to be computed with the help of actual output. AQ is to computed with 
quantity per batch multiplied with number of batches 

❖ Compute all relevant variances 

13 ❖ Similar to question no.12 

14 ❖ SQ is to be computed with help of actual output. There is a standard loss of 10 
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percent and hence input-output ratio will be 100:90 
❖ There is a normal idle time of 5 percent and the actual idle time is not given in the 

question. Hence it is assumed that there is no abnormal idle time and hence the 
question is of multiple labour without idle time 

15 ❖ Overhead variances – no special adjustment 

Chapter 12 – Marginal costing 

1 ❖ PVR = Change in profit/change in sales 
❖ Fixed expense can be computed by preparing a marginal cost sheet for any one level 
❖ Breakeven sales = Fixed cost/PVR 
❖ Sales required to earn target profit = (Target profit + Fixed cost)/PVR 

2 ❖ Let us assumed SP as X and get profits in terms of X. Profits can also be taken as 10% 
of sales. Both are equated and we get the selling price 

❖ BEP = TFC/Contribution per unit; MOS = Profit/Contribution per unit 
❖ Prepare a revised marginal cost statement and find the revised profit, BEP and MOS 
❖ MOS = Profit/original PVR 

3 ❖ Fixed cost of 2015 = Production of 2015 * Fixed cost per unit 
❖ Fixed cost of 2016 = Fixed cost of 2015 + Percentage increase 
❖ The company will be first selling opening stock units and will be making 

contribution of Rs.120 per unit on them. However the variable cost per unit increases 
for current year production and hence the contribution per unit will reduce 

❖ BEP = (Total fixed cost – Contribution from opening stock units) / Contribution 
per unit. This BEP is to be added with opening stock units to get the overall BEP 

4 ❖ MOS quantity and value can be used to calculate selling price. 
❖ BEP units and SP is available and the same can be used to calculate Break-even sales 
❖ Total units and SP is available and hence we can compute total sales 
❖ Total sales – total cost = Profit; The company will be making zero profit at break-

even sales; PVR = Change in profit/change in sales 
❖ All other information can be computed with the help of marginal cost statement 

5 ❖ PVR and break-even sales can be used to calculate fixed cost 
❖ Profit earned can be computed as MOS * PVR 
❖ Sales to achieve target profit = (Target profit + FC)/PVR 
❖ Profit of 25 percent on cost can be converted into 20 percent on sales. Assume 

number of units as X and get profit in terms of X 
❖ BEP is to be brought down by 4,000 units and based on that we can compute target 

contribution per unit. Selling price = VC + Target contribution per unit 

6 ❖ PVR = Change in profit/change in sales 
❖ Prepare marginal cost statement and based on that compute the required 

information 
❖ MOS = Profit/PVR 
❖ Sales at desired profit = (Desired profit + Fixed cost) / PVR 

7 ❖ PVR = Change in profit/change in sales 
❖ Prepare marginal cost statement and compute amount of fixed cost 
❖ BEP = Fixed cost/Contribution per unit 
❖ Profit = (No of units * Contribution per unit) – Fixed cost 
❖ Shut-down point = (Fixed cost during operation – Unavoidable fixed cost) / 

Contribution per unit 

8 ❖ Similar to question no.5 

9 ❖ Fixed cost = Normal fixed cost + Fixed cost content in semi-variable cost 
❖ BEP = Total fixed cost / Contribution per unit 
❖ Assume no of units as X and get profit in terms of X. Get two equations on profits 

and equate them to find the number of units 
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❖ Number of units to achieve desired profit = (Desired profit + Fixed cost) / 
Contribution per unit. The Units level go beyond 80 percent and hence we need to 
work with revised level of fixed cost to get the desired units 

❖ Target cont per unit = Fixed cost/no of units. Target SP = VC + Contribution per 
unit 

10 ❖ BEP = Total fixed cost/Contribution per bag 
❖ Profit at 35,000 bags = (Units sold * Contribution per unit) – Total fixed cost 
❖ Discontinuation of commission will lead to reduction in variable cost and increase in 

fixed cost. Additionally change in selling price will impact contribution per bag. 
Revised BEP = Revised Fixed cost/Revised contribution per unit 

❖ VC will increase due to higher commission and SP will increase. Calculate revised 
contribution per bag and get break-even point 

11 ❖ BEP = Fixed cost/PVR 
❖ PVR = 100% - VCR 
❖ MOS = Profit/PVR 
❖ Prepare a chart with variable cost, fixed cost, total cost and sales line 

12 ❖ Absorption costing values FG as total production cost and hence even fixed 
production cost will be included in valuation. Fixed production cost per unit is 
calculated based on normal volume and the same would be Rs.100 per unit 

❖ Under-over absorption of fixed OH will be shown as an adjustment item to cost of 
sales 

❖ Marginal costing will only consider variable production cost for inventory valuation 
and hence the profit under both methods will be different 

❖ Profit as per marginal costing = Profit as per absorption costing – inventory 
valuation difference of closing stock + Inventory valuation difference of opening 
stock 

13 ❖ BEP = Fixed cost / contribution per unit 
❖ Cash BEP = Cash fixed cost/contribution per unit 
❖ BEP for company can be calculated by assuming that one set contains one unit of 

factory A and two sets of factory B. We can compute contribution per set and use 
the same to calculate breakeven point in sets. This BEP can then be converted into 
BEP of individual factory 

14 ❖ BEP = Fixed cost/PVR 
❖ BEP = 80% of capacity sales. Hence based on this capacity sales can be calculated 
❖ 80% of capacity sales is BEP and hence profit will be zero at 80% of capacity sales 
❖ Profit = (Sales * PVR) – Fixed cost 
❖ Sales to achieve desired profit = (Desired profit + Fixed cost) / PVR 

15 ❖ Marginal cost statement is to be prepared for 10,000 and 15,000 tests to calculate 
profits at these two levels 

16 ❖ Existing profit = MOS * PVR 
❖ Sales to achieve desired profit = (Existing profit + Incremental profit + Interest cost + 

Fixed cost)/new PVR 
❖ New PVR will be impacted by two events. Reduction in SP and increase in VC. They 

have mentioned that variable cost will increase by 2 percent on sales and hence the 
revised Variable cost ratio will be 72%. This gives us the PVR to be 28% 

17 ❖ Sales to maintain same profit = (Desired profit + Fixed cost )/New PVR 
❖ Margin of safety = Profit/PVR 

18 ❖ We need to prepare a cost sheet to get the COGS and cost of sales 
❖ COGS = DM + DL + FOH + AOH + 2,30,000 + 71,000. This will help us in calculating 

COGS 
❖ COS = COGS + SOH + 68,000. This will help us in getting cost of sales. 
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❖ Balance information can be computed with the help of a cost sheet 

19 ❖ Prepare a marginal cost statement and the same will provide contribution per unit 
and total fixed cost 

❖ BEP = TFC/Contribution per unit 
❖ Part two: Assume no of units as X and get profit in terms of X. Solve the equation 

and get the number of units to be sold to earn 20 percent profit on sales 
❖ Part three: use the formula of sales to maintain desired profit. This will help us in 

getting additional units to be sold to maintain profit 
❖ Part four: Target BEP = Fixed cost/Contribution per unit. This will give us the 

contribution per unit and SP = VC + Contribution per unit 

Chapter 13 – Budget and Budgetary control 

1 ❖ Indifference point = (Change in fixed cost)/Change in variable cost per unit. This 
will help us in deciding which process the company should choose 

2 ❖ Revised units sold = Budgeted sales + percentage increase + units increase due to 
advertisement campaign 

❖ Budgeted sales = Units * Revised SP 

3 ❖ Annual production = Annual sales + Closing FG – Opening FG 
❖ Production for quarter I = 70% of Q1 sales + 30% of Q2 sales; production of Q4 will 

be balancing figure 
❖ BEP = TFC/Contribution per unit. TFC = 1,10,000 hours * Rs.2/hour 
❖ Identify BEP and find the quarter in which the sales will be reached 

4 ❖ Flexible budget preparation. Change the variable cost for different levels and keep 
the fixed cost constant 

5 ❖ Any change in variable cost has to be considered as a change in variable cost per 
unit and any change in fixed cost has to be considered as a change in total fixed 
cost 

6 ❖ Production = Sales + Closing stock – opening stock. Closing stock of April can be 
taken as 25% of sales of May. Opening stock of April can be taken as 25% of sales 
of April 

❖ Production cost = No of units sold * Cost per unit 
❖ Cost per unit = MC + LC + Manufacturing expense per unit; Manufacturing 

expense per unit = Total expenses/budgeted production 

7 ❖ Flexible budget will record the various fixed, variable and semi-variable expenses 
❖ Teacher allowance, bus hire charge, special permit fee are semi-variable costs 
❖ Block entrance fee, prizes to students are fixed costs 
❖ Average cost = Total cost/no of students 

8 ❖ Production = Sales + Closing stock – Opening stock 
❖ RM Consumption = Production * Input / Output 
❖ RM Purchase = RM consumption + Closing RM – Opening RM 
❖ Direct labour budget will have the required number of skilled and unskilled labour. 

The same can be calculated with the help of a standard equation 

9 ❖ Production quantity = Sales + Closing stock + Adjustment for losses 
❖ RM Purchases = Quantity required for production + provision for losses 
❖ Calculate EOQ for part two of the question 
❖ The company does not want to place more than 40 orders and hence the overall 

RM purchases has to reduce. This will have consequent effect on production. The 
loss in production will be equal to the proportionate fall in purchase quantity 

10 ❖ FOH ratios are to be computed with the help of computation table used for fixed 
overhead cost variances 

❖ We need to compute efficiency, capacity and activity ratio 

11 ❖ Flexible budget is to be prepared wherein the fixed cost will remain constant and 
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variable cost will change with the change in production 

12 ❖ Similar to question no.6 

13 ❖ Calculate production for two products 
❖ Calculate RM consumed based on production 
❖ Calculate RM purchased based on RM consumed 
❖ Calculate labour requirement based on production and labour requirement per unit. 

Consider efficiency ratio while calculating the hours required 

14 ❖ Similar to question no.6 

15 ❖ Fixed cost will remain constant and does not undergo change for various levels 
❖ Variable cost will change proportionately with volume of sales 
❖ Semi-variable cost will increase by the given percentage for changes in capacity 
❖ Total cost = Fixed cost + variable cost + Semi-variable cost 
❖ Profit = Sales – total cost 

Chapter 2 – Time value of money 

1 ❖ Amount to be deposited = Money required/FVAF 

2 ❖ Future value = Amount deposited * (1+r)^n 
❖ R will be taken as 10 percent and n is to be taken as 3 years if compounding is done 

annually 
❖ R will be taken as 5 percent and n is to be taken as 6 periods if compounding is done 

semi-annually 

3 ❖ EMI = (Purchase price – Down-payment)/PVAF (24 months, (14%/12)) 
❖ Amount of interest = (EMI * 24 periods) – Loan taken 

4 ❖ Annual payment = Money required/FVAF 
❖ Lump sum payment = Money required/FVF (15 years, 9%) 
❖ Annual payment at beginning = Money required/ (FVAF * (1+r) 

5 ❖ Similar to question no.2 

6 ❖ Money to be deposited today = Money required / Future value factor 
❖ Money to be deposited every year = Money required / Future value annuity factor 

7 ❖ Rs.3 has become Rs.4.02 in 9 year period. Compute future value factor and 
determine the rate of interest which would correspond to compute FVF 

8 ❖ Sinking fund investment = Money required/ FVAF 

9 ❖ Amount of installment = Loan amount/PVAF 
❖ Prepare loan amortization table with opening balance, interest, installment and 

closing balance 
Chapter 3 – Financial analysis and planning 

1 ❖ Compute COGS with the help of GP ratio and sales 
❖ Use fixed assets turnover ratio and stock turnover ratio to get the amount of fixed 

assets and stock 
❖ Use inventory, quick ratio and current ratio to get the amount of current assets 

and current liabilities 
❖ Calculate debtors with the help of debtors collection period and amount of sales 
❖ Calculate networth with fixed assets and split the same into capital and reserves and 

surplus 
❖ Capital gearing ratio = (Debt + Preference capital)/ Networth. This can be used to 

find the amount of fixed charge bearing capital 
❖ Prepare balance-sheet 

2 ❖ Fixed assets is given in the question and with the help of that we can compute 
current assets and capital 

❖ Capital to total liabilities ratio can be used to compute total liabilities 
❖ Net profit to capital and net profit ratio can be used to compute amount of net profit 

and sales 
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❖ Gross profit ratio can be used to compute GP. We can also calculate average stock 
with stock turnover ratio and then accordingly get opening and closing stock 

3 ❖ Outflow, inflow, no effect, no effect 

4 ❖ Debt equity ratio and amount of debt can be used to calculate the amount of equity 
❖ Capital turnover ratio can be used to calculate the amount of sales. Capital = Debt + 

Equity 
❖ GP ratio can be used to get the amount of GP 
❖ Return on equity can be used to compute the amount of net profit 
❖ Closing stock is 8% of sales and opening stock is available 
❖ We can then prepare trading and Profit and loss account 

5 ❖ Simple problem on cash flow statement – No special adjustment 

6 ❖ Simple problem on cash flow statement – No special adjustment 

7 ❖ Liquidity, capital structure/leverage, profitability and activity 

8 ❖ Get average inventory with the help of sales, GP margin and inventory turnover 
ratio 

❖ COGS = Purchases + opening stock – closing stock 
❖ Average debtors can be computed with the help of credit sales and debtors turnover 

ratio 
❖ Average creditors can be computed with the help of credit purchases and creditor 

turnover ratio 
❖ Average payment period = 365/Creditors turnover ratio 
❖ Average collection period = 365/Debtors turnover ratio 
❖ Current assets and current liabilities are computed with the help of working 

capital and current ratio 

9 ❖ Fund flow statement will consist of statement of changes in working capital, 
statement showing funds from operations and fund flow statement 

❖ Special adjustments are land sale, interim dividend and pre-acquisition dividend 
adjustment 

10 ❖ It is assumed that there is no debt capital and hence proprietor fund = Fixed assets + 
net working capital 

❖ Net working capital is given in the question and fixed assets to proprietor fund is 
available. We can compute proprietor funds and fixed assets with this information 

❖ ROE can be used to compute net profit and based on that net profit ratio can be 
calculated 

11 ❖ Cash flow statement – no special adjustment 

12 ❖ Current ratio and working capital can be used to calculate current assets and current 
liabilities 

❖ Liquid ratio can be used for calculating quick assets and based on that we can 
compute inventory 

❖ Inventory turnover ratio can be used to compute COGS and based on GP ratio we 
can compute sales 

❖ Debtors can be calculated with the help of sales and average collection period 
❖ Bank and cash can be a balancing figure in current assets and based on that 

reserves and surplus can be calculated 

13 ❖ Fund flow statement with no special adjustment 

14 ❖ Net profit/capital can be used to calculate net profit 
❖ Net profit/sale can be used to compute sales 
❖ GP ratio can be used to calculate amount of GP and COGS 
❖ Average stock can be computed with COGS and the same can be split as opening 

and closing stock 
❖ Prepare trading and profit & loss account in the normal manner 
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15 ❖ Cash flow statement with no special adjustment 

16 ❖ Cash flow statement with no special adjustment 

17 ❖ Net working capital and current ratio can be used to calculate current assets and 
current liabilities 

❖ Liquid ratio can be used to compute the amount of inventory 
❖ Inventory and stock turnover ratio can be used to compute COGS 
❖ COGS and GP ratio can be used to compute sales 
❖ Debtors turnover ratio can be used to compute debtors 
❖ Sales/fixed assets can be used to compute the amount of fixed assets 

18 ❖ Simple problem with no special adjustment 

19 ❖ Fund flow statement with no special adjustment 

20 ❖ Improve, decline, no change, no change and improve 

21 ❖ Income tax refund, issue of preference shares, interim dividend and redemption of 
debentures are special adjustments 

22 ❖ Gross profit and GP ratio can be used to calculate the amount of sales 
❖ Fixed assets turnover ratio will give the amount of fixed assets 
❖ Capital turnover ratio, inventory turnover ratio, receivable turnover ratio, payable 

turnover ratio will give the appropriate asset/liability 

23 ❖ Sales and GP margin can be used to calculate COGS 
❖ Average inventory can be computed with the help of COGS and inventory turnover 

ratio 
❖ Use current ratio and get the amount of current assets. Closing debtors will be 

balancing figure 
❖ Average collection period can be calculated with the help of average debtors and 

credit sales 

24 ❖ Cash flow statement with no special adjustment 

25 ❖ Net profit can be computed with the help of sales. The same can be converted into 
PBT with the help of tax rate 

❖ COGS and sales can be used to get gross profit and thereafter operating expenses 
will be balancing figure 

❖ Balance-sheet can be prepared in the given format with the available ratios 

26 ❖ Fund flow statement with no special adjustment 

27 ❖ Gross profit and GP ratio can be used to get amount of sales and COGS 
❖ Sundry debtors can be computed with debtors velocity and sales 
❖ Sundry creditors can be computed with creditors velocity and purchases 
❖ COGS = opening stock + Purchases – Closing stock; Purchases can be calculated as a 

balancing figure 
❖ Average stock can be calculated with the help of stock turnover ratio and COGS 
❖ Fixed assets can be computed with the help of fixed assets to turnover ratio 

28 ❖ Liquidity ratio – Higher liquidity ratio is preferable 
❖ Operating profits – Higher operating profits is preferable 
❖ Financing – Lower debt ratio is preferable 
❖ Return to shareholders – Higher ROE is preferable 

Chapter 4 – Financing Decisions 

1 ❖ Ke = (D1/Po) + Growth rate 
❖ Part two: Use the above formula with growth rate of 8%, same Ke and get P0 as 

balancing figure 
❖ Kd = (Interest after tax + Average other costs)/Average funds employed 
❖ Average funds employed = (Redemption value + Net proceeds)/2 
❖ Average other costs = (Redemption value – Net proceeds)/Balance life 
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2 ❖ Use the EBIT-EPS analysis format to calculate leverages 
❖ OL = Contribution/EBIT 
❖ FL = EBIT/(EBT- (PD/1-T)) 
❖ CL = OL * FL 
❖ EPS = EAES / No of equity shares 

3 ❖ Step 1: Identify the various alternatives 
❖ Step 2: Calculate amount of interest, preference dividend and number of equity 

shares for various options 
❖ Step 3: Calculate EPS and decide the best form of financing 

4 ❖ Ke = (D1/Po) + Growth rate 
❖ Cost of retained earnings = Ke * (1-Personal tax rate) * (1- Floatation cost%) 
❖ Cost of preference is the PD rate and cost of debt is interest rate * (1-Tax rate) 
❖ Calculate WACC using both book value and market value weights. Market value of 

equity to be split between equity and reserves and surplus in the ratio of book value 

5 ❖ Similar to question no.2 

6 ❖ Cost of debt = Interest * (1-Tax) / Net proceeds 
❖ Cost of preference = Preference dividend/Net proceeds 
❖ Cost of equity = (D1/P0) + Growth rate 
❖ Marginal cost of capital is the WACC as the money would be raised in the current 

mix 
❖ Money for capex =Amount of retained earnings / Weight of equity in capital 

structure 
❖ Calculate new cost of equity and consider the same for WACC calculation 

7 ❖ Financial leverage and interest can be used to calculate EBIT and EBT 
❖ OL can be used to calculate contribution 
❖ Get sales with the help of variable cost ratio and prepare income statement 

8 ❖ Kd = (Interest after tax + Average other costs)/Average funds employed 
❖ Average funds employed = (Redemption value + Net proceeds)/2 
❖ Average other costs = (Redemption value – Net proceeds)/Balance life 

9 ❖ We need to use the format for valuation of firm to get the answer 
❖ There will be three segments. Segment one on EBIT, Interest and EBT. Segment two 

on cost of debt, equity and capital. Segment three on value of debt, equity and firm 

10 ❖ Value the company before restructuring using valuation format 
❖ Value of company post restructuring = Value of unlevered company + (Amount of 

debt * Tax rate) 
❖ Cost of equity and WACC will flow from the format 

11 ❖ PD coverage = EAT/Preference dividend 
❖ Equity dividend coverage = EAES/Amount of dividend 
❖ Earnings yield = EPS/MPS 
❖ Price earning ratio = MPS/EPS 
❖ Net fund flow = PAT + Depreciation – Equity dividend – Preference dividend 

12 ❖ BEP and contribution per unit can be used to calculate amount of fixed cost 
❖ OL = Contribution/EBIT 

13 ❖ Cost of preference = (Preference dividend + Average other costs)/Average funds 
employed 

14 ❖ Similar to question no.2 

15 ❖ Prepare leverage format and get OL/FL 

16 ❖ Assume EBIT as 2,40,000 and get EPS of alternative 1 
❖ Alternative 2 will also have same EPS and get the amount of preference dividend as 

balancing figure 
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❖ Rate of preference dividend = Amount of dividend/Preference capital 

17 ❖ WACC calculation with no special adjustment 

18 ❖ Similar to question no.2 

19 ❖ Step 1: Identification of alternatives 
❖ Step 2: Calculate no of equity shares and interest for the alternatives 
❖ Step 3: Assume EBIT as X and get EPS in terms of X. Equate EPS of two alternatives 

and get indifference point 

20 ❖ Value unlevered company as per the valuation format 
❖ Value of levered company = Value of unlevered company + (Amount of debt * Tax 

rate) 

21 ❖ Similar to question no.11 

22 ❖ Leverages – no special adjustment 

23 ❖ Covered in ratio analysis chapter 

24 ❖ Post tax cost of debt will be the weighted average of two debt 
❖ Ke = (D1/P0)+G 
❖ Kr = Ke * (1- Personal tax rate) * (1-Floatation cost %) 
❖ WACC can be computed with the WACC format 

25 ❖ Cost of equity = DPS/MPS. There will be no growth as entire dividend is paid out 
❖ Cost of equity = (D1/P0) + Growth rate 

26 ❖ EBIT/EPS analysis format is to be used for calculating EPS 
❖ Assumed EBIT as X and get EPS in terms of X. Equate two EPS and get the 

indifference point 

27 ❖ Leverages problem – No special adjustment 
❖ There will be total of 4 alternatives – Two plans combined with two fixed cost 

structure 

28 ❖ We need to compute WMCC for every level and then get the discount rate for 6 lacs 
and 14.5 lacs capex 

❖ Project giving a return of 10 percent will be acceptable only if the cost of capital 
would be 10% 

29 ❖ Problem on leverages with no special adjustment 

30 ❖ Calculate cost of individual components of capital with additional information 
❖ Calculate WACC based on both book value and market value weights. Market value 

weights can be calculated with the help of information on current market price 

31 ❖ Calculate EPS for both alternatives 
❖ MPS = EPS * PE Multiple 
❖ Same ROCE is maintained and hence the EBIT will increase due to the new project 
❖ Interest on existing debt will not be impacted and only the new debt will be at 

higher rate 

32 ❖ Similar to question no.24 

33 ❖ Use the normal valuation format to value company as per Net income approach 
❖ Net operating income approach: Value the unlevered company first. Value of 

levered company = value of unlevered company + (amount of debt * tax rate) 

34 ❖ Leverages – no special adjustment 
❖ ROI = EBIT/Amount of investment (equity + debt) 
❖ A firm has favorable financial leverage if ROI is higher than cost of debt 

35 ❖ Use EBIT-EPS analysis format to calculate EPS 
❖ No special adjustment 

36 ❖ Similar to question no.31 

37 ❖ Value unlevered company using the firm valuation format 
❖ Value of levered company = value of unlevered company + (Amount of debt * Tax 
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rate) 

38 ❖ Problem on EPS and indifference point – No special adjustment 

39 ❖ EPS = EAES/No of equity shares 
❖ Cost of debt = Interest after tax/Amount of debt 
❖ Cost of equity = EPS/MPS (assuming entire EPS is distributed) 

40 ❖ Similar to question no.6 

41 ❖ Problem on indifference point – no special adjustment 

42 ❖ Similar to question no.34 

43 ❖ Similar to question no.24 

44 ❖ Simple problem on leverages – no special adjustment 

45 ❖ Value unlevered company as per the valuation format 
❖ Levered company = Unlevered company + (amount of debt * Tax rate) 

46 ❖ Similar to question no.31 

Chapter 6 – Investment decisions 

1 ❖ Profitability index and cost of project can be used to calculate present value of cash 
flow 

❖ IRR is the rate of return at which NPV is zero. At this stage PV of inflow will be 
equal to PV of outflow and based on this annual cash flow can be calculated 

❖ NPV = PV of inflow – PV of outflow 
❖ Cost of capital can be calculated using NPV 
❖ Discounted payback = Base year + (unrecovered cash flow of base year/discounted 

cash flow of next year) 

2 ❖ Payback = Amount of investment/annual cash flow 
❖ Consider the cost saving as inflow and proceed to calculate CFAT 

3 ❖ No special adjustment 

4 ❖ Calculate EAC = PV of outflow/PVAF 

5 ❖ Calculate incremental cash flow. Incremental cash flow = Cash flow from new 
machine – Loss of commission income 

❖ Calculate NPV and PI in the normal manner 

6 ❖ No special adjustment 

7 ❖ Consider additional equipment purchase as an outflow in year 2. Beginning of year 
3 is similar to end of year 2 

❖ No other special adjustment 

8 ❖ The company has an accounting book value of Rs.1,00,000 and it has been fully 
depreciated for tax purpose. Hence no additional depreciation can be charged 

❖ Use incremental approach and get incremental cash flow 
❖ Allocated corporate OH are to be ignored 

9 ❖ Tax rate is not given in the question and hence impact of depreciation can be 
ignored 

❖ The company has three options: Option 1 – Purchase of XYZ, Option 2 – Purchase of 
ABC, Option 3 – Lease of ABC 

❖ Calculate EAC = PV of outflow/PVAF 
❖ We need to compute the cash flow for a period of 5 years and calculate EAC for 

various options. This is to be done for part two to find the most economical option 

10 ❖ Calculate EAB to make decision as the life of the projects are different  

11 ❖ No special adjustment 

12 ❖ Similar to question no.4 

13 ❖ Use incremental approach and calculate NPV to decide on the improvement 

14 ❖ Calculate incremental cash flow 
❖ Incremental cash flow = Post tax cost saving + Tax benefit of incremental 
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depreciation 
❖ Decide on replacement with the help of NPV on incremental cash flow 

15 ❖ Calculate PV of outflow and decide on the better machine 

16 ❖ Income statement given in the question will not impact the choice and hence has to 
be ignored 

❖ Consider the cost saving and depreciation impact of new machine and decide on 
replacement of machine 

17 ❖ No special adjustment 

18 ❖ Calculate CFAT and calculate NPV at hurdle rate of 10% to decide on purchase of 
machine 
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CHAPTER 1 – BASIC CONCEPTS 
 
Question No.1 – November 2016 

 
 
Question no.2 – November 2015 

 
 
Question No.: 3 (May 2012 exam – 4 Marks) 

 

 
 
Question No.: 4 (May 2013 exam – 4 Marks) 
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CHAPTER 2 – MATERIAL  
 
Question No.1 – November 2016 

 

 
 
Question No.: 2 (November 2012 exam – 5 Marks) 
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Question No.: 3 (November 2013 exam – 5 Marks) 

 

 
 
Question No.: 4 (May 2014 exam – 8 Marks) 
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Question No.5 – November 2014 exam 

 
 
Question No.6 – May 2017 RTP 
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Question No.7 – May 2016 RTP 

 
 
Question No.8 – November 2015 RTP 
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Question No.: 9 (November 2012 RTP) 

 
Question No.: 10 (May 2013 RTP) 
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Question No.: 11 (November 2013 RTP) 
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Question No.: 12 (May 2015 RTP, Nov 2017 RTP) 
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CHAPTER 3 – LABOUR  
 
Question No.1 – November 2015 

 
 
Question No.: 2 (May 2012 exam – 8 Marks) 

 
 
Question No.: 3 (May 2013 exam – 6 Marks) 

 
 
Question No.: 4 (November 2013 exam – 8 Marks) 
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Question No.5 – May 2017 RTP 
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Question No.:11 – November 2014 RTP 
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CHAPTER 4 – OVERHEADS  
 
Question No.1 – May 2016 

 
Question No.: 2 (May 2012 exam – 5 Marks) 
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Question No.: 3 (November 2012 exam – 8 Marks) 

 

 
 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      74 

Question No.: 4 (November 2013 exam – 8 Marks) 
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CHAPTER 5 – NON INTEGRATED ACCOUNTS 
Question No.1 – November 2016 
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Question No.: 4 (November 2013 exam – 5 Marks) 

 
 
Question No.: 5 (May 2014 exam – 5 Marks) 
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Question No.: 11 (November 2013 RTP, November 2017 RTP) 
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CHAPTER 6 – JOB COSTING & BATCH COSTING 
 
Question No.1 – November 2015 
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CHAPTER 7 – CONTRACT COSTING 
 
Question No.1 – November 2015 

 

 
 
Question No.: 2 (May 2012 exam – 8 Marks) 
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Question No.: 3 (November 2012 exam – 4 Marks) 

 

 
 
Question No.: 4 (May 2014 exam – 8 Marks) 
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Question No.: 5 – November 2014 exam 
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Question No.6 – May 2017 RTP 

 

 
Question No.7 – November 2016 RTP 
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Question No.: 10 (May 2014 RTP) 

 
Question No.: 11 – May 2015 RTP 
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Question No.12 – November 2017 RTP 
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CHAPTER 8 – OPERATING COSTING  
Question No.1 – November 2016 

 

 
 
Question No.: 2 (November 2013 exam – 8 Marks) 
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Question No.3 – May 2015 exam 

 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      104 

Question No.4 – May 2017 RTP 

 

 
 
Question No.5 – November 2016 RTP 
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Question No.: 8 (November 2013 RTP) 

 
 
Question No.: 9 (May 2014 RTP) 
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Question No.:10 (November 2014 RTP) 
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CHAPTER 9 – PROCESS AND OPERATION COSTING  
 
Question No.1 – November 2015 

 
 
Question No.: 2 (May 2012 exam – 8 Marks) 
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Question No.: 3 – (May 2013 – 10 Marks) 
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Question No.: 4 (May 2014 exam – 8 Marks) 

 
 

 
Question No.:5 – November 2014 exam 
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Question No.6 – November 2016 RTP 
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Question No.7 – May 2016 RTP 

 
Question No.8 – November 2015 RTP 
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Question No.: 9 (May 2013 RTP) 

 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      116 

Question No.: 10 (November 2013 RTP) 

 
Question No.: 11 – May 2015 RTP, November 2017 RTP 
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Question No.12 – May 2017 
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CHAPTER 10 – JOINT PRODUCTS & BY PRODUCTS 
 
Question No.1 – May 2016 

 

 
 
Question No.: 2 (May 2013 exam – 8 Marks) 
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Question No.:3 – May 2015 exam 

 
 
Question No.4 – May 2017 RTP 
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Question No.5 – May 2016 RTP 

 

 
 
Question No.: 6 (November 2012 RTP) 
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CHAPTER 11 – STANDARD COSTING  
 
Question No.1 – November 2016 

 
 
Question No.2 – May 2016 
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Question No.: 3 (May 2012 exam – 8 Marks) 

 
Question No.: 4 (November 2012 exam – 6 Marks) 
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Question No.: 5 (May 2013 exam – 5 Marks) 

 
 
Question No.: 6 (November 2013 exam – 8 Marks) 
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Question No.: 7 (May 2014 exam – 8 Marks) 

 
 
Question No.8 – May 2017 RTP 
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Question No.9 – November 2016 RTP 
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Question No.10 – May 2016 RTP, November 2017 RTP 

 

 
 
Question No.: 11 (November 2013 RTP) 
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Question No.: 12 (May 2014 RTP) 

 

 

 
 
Question No.:13 – November 2014 RTP 
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Question No.14 – May 2015 RTP 

 

 
 
Question No.15 – May 2017 
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CHAPTER 12 – MARGINAL COSTING 
 
Question No.1 – November 2016, November 2017 RTP 

  
 
Question No.2 – November 2016 

 
 
Question No.3 – May 2016 

 

 
 
Question no.4 – November 2015 
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Question No.: 5 (November 2012 exam – 8 Marks) 

 

 
 
Question No.: 6 (May 2014 exam – 5 Marks) 

 
 
Question No.7 – November 2014 exam 
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Question No.:8 – May 2015 exam 

 

 
Question No.9 – May 2017 RTP 

 
 
Question No.10 – November 2016 RTP 
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Question No.11 – May 2016 RTP 

 
 
Question No.12 – November 2015 RTP 
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Question No.: 13 (November 2012 RTP) 

 
 
Question No.: 14 (May 2013 RTP) 

 

 
 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      136 

Question No.: 15 (November 2013 RTP) 

 
 
Question No.: 16 (May 2014 RTP) 

   



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      137 

 
 
Question No.:17 – November 2014 RTP 
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Question No.: 18 – May 2015 RTP 

 
Question No.19 – May 2017  
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CHAPTER 13 – BUDGET AND BUDGETARY CONTROL 
 
Question No.1 – May 2016 

 
 
Question No.2 – November 2015 
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Question No.: 3 (May 2012 exam – 5 Marks) 

 
 
Question No.: 4 (May 2013 exam – 7 Marks) 
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Question No.: 5 – November 2014 exam 

 

 
 
Question No.: 6 – May 2015 exam 
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Question No.7 – May 2017 RTP 

 

 
 
Question No.8 – November 2016 RTP 
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Question No.9 – November 2015 RTP, November 2017 RTP 
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Question No.: 10 (November 2012 RTP) 

 
 
Question No.: 11 (May 2013 RTP) 
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Question No.: 12 (November 2013 RTP) 

 

 

 
 
Question No.: 13 (May 2014 RTP) 
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Question No.: 14 – May 2015 exam 

 

 
 
Question No.15 – May 2017 
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CHAPTER 2: TIME VALUE OF MONEY 
 
Question No.1 – May 2016 

 
 
Question No.: 2 (November 2012 exam – 5 Marks) 

 
 
Question No.3 – May 2017 RTP 

 
 
Question No.4 – November 2016 RTP 

 
 
Question No.5 – May 2016 RTP 
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Question No.6 – November 2015 RTP, November 2017 RTP 

 
 
Question No.: 7 (May 2014 RTP) 

 
 
Question No.: 8 – November 2014 RTP 

 
 
Question No.:9 – May 2015 RTP 
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CHAPTER 3: FINANCIAL ANALYSIS AND PLANNING 
 
Question No.1 – November 2016 

 

 
 
Question No.2 – May 2016 

 
Question no.3 – May 2016 
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Question no.4 – November 2015 

 
 
Question No.5 – May 2015 
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Question No.: 6 (May 2012 exam – 8 Marks) 

 

 
 
Question No.: 7 (May 2012 exam – 4 Marks) 
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Question No.: 8 (November 2012 exam – 8 Marks) 

 

 
 
Question No.: 9 (November 2012 exam – 12 Marks) 
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Question No.: 10 (May 2013 exam – 5 Marks) 
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Question No.: 11 (May 2013 exam – 10 Marks) 

 

 

 
 
Question No.: 12 (November 2013 exam – 8 Marks) 
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Question No.: 13 (November 2013 exam – 8 Marks) 
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Question No.: 14 (May 2014 exam – 5 Marks) 

 
 
Question No.: 15 (May 2014 exam – 8 Marks) 
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Question No.: 16 – November 2014 exam 

 

 
Question No.: 17 – November 2014 exam 
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CHAPTER 4: FINANCING DECISIONS 
 
Question No.1 (November 2016) 

 
 
Question No.2 – November 2016 

 
 
Question No.3 – November 2016 
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Question No.4 – November 2016 
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Question No.6 – May 2016 
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Question no.8 – November 2015 
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Question No.: 11 (May 2012 exam – 8 Marks) 
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Question No.: 15 (November 2013 exam – 5 Marks) 
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Question No.: 17 (May 2014 exam – 5 Marks) 
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Question No.: 18 (May 2014 exam – 8 Marks) 
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Question No.: 20 – November 2014 exam 
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Question No.: 22 – May 2015 exam 
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Question No.26 – May 2017 RTP 
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Question No.33 – November 2015 RTP 
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Question No.:36 (May 2013 RTP & May 2014 RTP) 

 
 
Question No.:37 (November 2013 RTP) 
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Question No.: 38 (November 2013 RTP) 

 
 
Question No.: 39 (May 2014 RTP) 
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Question No.: 40 (November 2014 RTP) 
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Question No.:41 – November 2014 RTP 

 
 
Question No.: 42 – May 2015 RTP, November 2017 RTP 
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CHAPTER 6: INVESTMENT DECISIONS 
 
Question No.1 – May 2016 

 

 
Question No.: 2 (November 2012 exam – 10 Marks) 
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Question No.: 3 (May 2013 exam – 9 Marks) 

 
 
Question No.: 4 (November 2013 exam – 8 Marks) 
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Question No.: 5 (May 2014 exam – 8 Marks) 

 

 
 
Question no.6 – May 2017 RTP 
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Question No.7 – November 2016 RTP 
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Question No.8 – May 2016 RTP 
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Question No.9 – November 2015 RTP 

 

 
 
Question No.: 10 (November 2012 RTP) 
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Question No.:11 (November 2012 RTP) 

 
 

Question No.: 12 (May 2013 RTP) 

 
 
Question No.:13 (November 2013 RTP) 
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Question No.:14 (November 2013 RTP) 

 
Question No.: 15 (May 2014 RTP) 

 
 
Question No.:16 (May 2014 RTP) 

’ 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      197 

 

 
Question No.17 – May 2017 
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Question No.18 – November 2017 RTP 
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CHAPTER 7: MANAGEMENT OF WORKING CAPITAL 
 
Question No.1 – November 2016 

 
 
Question No.2 – May 2016 
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Question No.3 – November 2015 

 
 
Question No.: 4 (May 2012 exam – 8 Marks) 

 

 
 
Question No.: 5 (May 2012 exam – 8 Marks) 
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Question No.: 6 (May 2013 exam – 8 Marks) 

 

 

 
 
Question No.: 7 (November 2013 exam – 8 Marks) 

 
 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      202 

Question No.: 8 (May 2014 exam – 8 Marks) 

 

 

 
Question No.:9 – November 2014 exam 
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Question No.: 10 – May 2015 exam 

 
 
Question No.:11 – May 2015 exam 

 
 
Question No.12 (May 2017 RTP, November 2017 RTP) 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      204 

 

 
 
Question No.13 – May 2017 RTP 

 

 
Question No.14 – November 2016 RTP, November 2017 RTP 
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Question No.14 – November 2015 RTP 
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Question No.: 15 (May 2013 RTP) 
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Question No.: 16 (May 2013 RTP) 

 
Question No.: 17 (November 2013 RTP) 
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Question No.: 18 (November 2013 RTP) 

 
 
Question No.:19 (May 2014 RTP) 

 
 
Question No.:20 (May 2014 RTP) 

 
Question No.: 21 (May 2014 RTP) 

 



CA DINESH JAIN                            CAFM                                FB PAGE: CA AT BIEE 

         BHARADWAJ INSTITUTE PRIVATE LIMITED (CHENNAI +91 98415 37255)      209 

 
 
Question No.: 22 (November 2014 RTP) 

 
 
Question No.: 23 (November 2014 RTP) 

 
Question No.24 – May 2017 

 
 
Question No.25 – May 2017 
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PAST THEORY QUESTIONS 
 
Question No.1 

 

 
Question No.2 

 

 

 
 
Question No.3 
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Question No.5 
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