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ENGLISH VERSION

Instructions : (1) As per the Instruction No. 1 of Page No. 1.

(2) Necessary calculations will be treated as part of

the answer.

The following information relates to the first two years of 14
operation for a newly created division of a manufacturing

company :
Standard Manufacturing Costs :

Unit Cost Rs.

Direct Material 5.00
Direct Labour 4.00
Variable manufacturing overhead 3.00
Fixed manufacturing cost 3.00

15.00

Standard capacity 25,000 units

Selling price Rs. 25 per unit
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Selling and distribution cost :

Variable Rs. 2 per unit
Fixed Rs. 36,000

Production and Sales statistics :

Particulars Year 1 Year 2
Units produced 26,000 20,000
Units sold 21,000 22,000
Required :

Prepare comparative income statement for the
first two years of operations using both Absorption
Costing and Marginal Costing. Also prepare statement
reconciling the difference in profit, if any between the

two methods.

OR

1  Rekha Co. Ltd. manufactures T.V. for the current 14
year. The company expects to sell 10,000 units
involving a loss of Rs. 2,00,000. Only 75% of the
plants normal capacity is being utilized during the
current year. The fixed costs for the year amount
to Rs. 10,00,000 and variable costs amount to 75% of

sales value.

You are required to :
@) Calculate the break even point.
@) Calculate the amount of profit or loss, if the company

operates at 90% of its normal capacity.
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@) Calculate the revised break even point, if there
is a reduction in selling price by 10%, a reduction
in variable costs per unit by 20% and an increase in
fixed costs by 20%.; All these changes are to be taken
to gether.

2 A Ltd. produces three products A,. B and C current sales, 14
cost and selling price details and processing time requirements

are as follows :

A B C
Annual Sales (units) 6000 | 6000 750
Selling price Rs. 20 31 39
Unit cost Rs. 18 24 30
Processing time
required per unit (Hrs) 1 1 2

The firm is working at full capacity (13500 processing

hours per year)

Fixed manufacturing overheads are absorbed into unit

cost by a charge of 200% of variable cost.
Assuming that :

@) Processing time can be switched from one product line

to another.

(@) The demand at current selling price is :

A B C

11,000 units 8,000 units 2,000 units
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(1) The selling prices are not be altered.

You are required to calculate

The best production programme for the next

operating period and to indicate the increase in

net profit.
OR
2  From the following particulars, find the most profitable 14
mix and prepare a statement of profitability of the product
mix of James Co. Ltd. :
Product|Product|Product
A B C
Unit budgeted to be produced
and sold 1500 2500 2000
Selling price per unit Rs. 50 Rs. 60 Rs. 70
Direct Materials 3 Kg. 4 Kg. 5 Kg.
Direct Labour 2 hrs. 3 hrs. 4 hrs.
Variable Overheads Rs. 9 Rs. 10 Rs. 9
Fixd Overheads Rs. 10 Rs. 10 | Rs. 10
Cost of Direct materials Rs. 3 Rs. 3 Rs. 3
Maximum possible unit for sales 500 4000 1500
All the three products A, B, C are produced from same
direct materials using the type of machines and 1 labour
which is the key factor is limited to 15000 hours.
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Write short notes : (any three)

@) Capital-Asset Pricing Model

(@) Capital Expenditure Control Programme
(1) Limiting Factor

@av) Marginal Costing and Absorption Costing.

Big Boss Ltd. has a number of machines that were

used to make product that the company has phased out
of its operation. The existing machine was originally
purchased 6 years ago for Rs. 5,00,000 and being
depreciated by the straight line method, its remaining
life is 4 years. Depreciation charges are Rs. 50,000

per year.

No salvage value is expected at the end of its useful
life. It can currently be sold for Rs. 1,50,000. :The machine
can also be modified at a cost of Rs. 2,00,000 to produce
another product. The modifications would not affect the
useful life, or salvage value and would be depreciated using

the straight line method.

If the company does not modify the existing machine,
it will have to buy a new machine at a cost of Rs. 4,40,000
(no salvage value) and the new machine would be
depreciated over 4 years. The company's engineers
estimate that the cash operating cost with the new
machine would be Rs. 25,000 per year less than with

the existing machine.

The cost of capital is 15% and corporate tax rate is
55%. Advise the company whether the new machine should

be bought or the old equipment modified.

14

14
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Note :

@) Present value Re. 1 at 15% rate of discount, at the end
of Ist year 0.8696.

@) Present value of annuity of Re. 1 at 15% rate of discount,

for 4 years is 2.8550.

OR
4 (a) Discuss advantages and disadvantages of speculation. 7
(b) Discuss key factor and Break even Analysis. 7

5 In a Balance Sheet of the company, as on 315 March 2009 14

the long term sources of funds are shown as below :

Rs.
Equity Share Capital..........cccccoeeeiiiiiiiiiieee, 7,50,000
Reserves and surplus .........coooveiiiiiiieiiiiieeeeee 5,00,000
12% Preference SRares ........ooooueeeeeieeeeeeeeeeeeeeeenn.. 2,50,000
15% Debentures .....o.ocoveeee e 10,00,000

As individual cost of capital and the market value of
these various securities of the company for the year ended
315t March, 2009 as under :

Tax rate applicable to the company is at 60%.

Funds Individual Market
cost of value
capital
@ Equity Share 25% Rs. 40 (each of Rs. 10)

(1) Reserves and

surplus 22% -

@) 12% Preference

Shares 12% Rs. 80 (Each of Rs. 100)

@v) 15% Debentures 6% Rs. 80 (each of Rs. 100)
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(a)

(b)

Determine the weighted average cost of capital using :
(@) Book value weights and

(b) Market value weights.

OR
Find out the selling price of an article whose cost

of production and sale of 2,00,000 units are :

Rs.
Materials .....coevvveeeeeneeeeann. 4,00,000
Labour.....cccoooveieiieiiia. 2,90,000
Overheads .....ccccocvveveen... 1,70,000

The fixed portion of capital employed 1is
Rs. 5,00,000 and the varying portion is 20% of sales
turnover. A profit of 14% net on capital employed after

payment of tax at 30% of the earnings is desired.

Jay Ltd. is considering replacing the production of
glass bottles by plastic bottles. The following information

has been provided by the accountant:

Glass Bottle Plastic Bottle

Raw Materials 03 05
Labour 04 06
Variable overheads 05 07
12 18

Contribution 06 ?
Selling Price 18 ?
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You have been asked to advise the management
of the company. What the minimum price per plastic
bottle should be if:

@) Materials are in short supply

@) Labour is in short supply.
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