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ENGLISH VERSION

Instructions : (1) As per the instruction No. 1 of Page No. 1.
(2) Necessary calculation will be treated as part of the
answer.

1 XYZ Company’s annual production is 2,00,000 units. But 14
generally only 80% production capacity is used by the

company :

Cost details is as under : Rs.
@) Standard variable cost per units .................cccoeeunnn. 12
@) Fixed cost (yearly) ......cccooveeeeiiiiiieeee 4,00,000
(1) Variable selling cost per unit ..........cccccoeeeeeiiiiiiiiinnnnnn. 4
@v) Fixed selling cost .........ccoovvvvieeeiiiiiiiiieee 2,40,000
(v) Selling price per Unit ..........cccceeeeeiiiiiiiiieeeeeeeeeeeeeiinnnn. 22
Production and sales detail :................ooooeeiiiiiil. Units
@ Production 2009-10 .............. 1,44,000
@) Sales 2009-10 .............. 1,28,000
@1) Closing stock on 31-3-2010 .............. 28,800

Actual variable production expenses were Rs. 32,000
more than standard variable production expenses.
You are required to prepare profitability statement under
@) Absorption costing and
@) Marginal costing method

And also prepare the statement reconciling the difference
in profit if any between the two method.

2 (a) Lily Shoe Company sells different styles of ladies 7
“chappals with 1dentical purchase cost and selling price.
The company is trying to find out the profitability of
opening another store, which will have the following
expenses and revenues :

Particulars Per Pair (Rs.)
Selling PriCe .......coooiiiiiiieeeeeeee e 30.00
Variable COS ..., 19.50
Salesmen’s COMIMISSION. ....uvemneeeeeeee e aes 1.50

21.00
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(b)
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Annual fixed expenses are : Rs.

ROt oo 60,000
SALATIES <.t 2,00,000
Advertising .........cccooeeeeeiiiiiiieeee e 80,000
Other fixed exXpenses ..........cccooveeeeeeieeeeeeenn. 20,000

3,60,000
Required :

(@) Calculate the annual break-even point in units and
value. Also determine the profit or loss if 35,000
pairs of chappals are sold.

(b) The sales commissions are proposed to be
discontinued, but instead a fix amount of
Rs. 90,000 is to be incurred in fixed salaries. A
reduction in selling price of 5% is also proposed.
What will be the break-even point in units?

(¢ It is proposed to pay the store manager 50 Paise
per pair as further commission. The selling price
is also proposed to be increased by 5%. What would
be the break-even point in units?

(d) Refer to the original data in point no-1. If the store
manager were to be paid 30 paise commission on
each pair of chapple sold in excess of the break-
even point, what would be the store’s net profit if
50,000 pairs were sold?

A Japan Soft Company is planning to establish a

subsidiary company in India to produce mineral water.

Based on estimated annual sales of 40,000 bottles of the

mineral water. Cost estimates for the Indian subsidiary

are as under :

Total Annual Percentage of total
cost (Rs.) annual cost which

is variable

Material ......c.cooovneeeeneeenan.. 2,10,000 ..., 100%
Labour ..., 1,50,000 ........ooovvneeeeeie, 80%
Factory overheads .............. 92,000 ..., 60%
Administration expenses.... 40,000 ............................. 35%

9 [Contd...



The Indian production will be sold by manufacturer’s

representatives who will receive a commission of 8% of the

sale price.

Required :

(@) Compute the sales price per bottle to enable the
management to realize an estimated 10% profit on
sales proceeds in India.

(b) Calculate the break-even point in Rupees sales and
in number of bottles assuming that the sales price
is Rs. 14 per bottle.

The Director of X Ltd. manufactures three products. A, B
and C have asked for advice on the product mix of the
company. The following information is given :

Products

A (Rs.) B (Rs.) C (Rs.)

Standard cost per unit :

Direct material .................oeee 20 . 60.............. 40
Variable overhead .............................. 6 Y S 10
Direct labour :

Rate ..o Hrs............ Hrs............ Hrs
Department-1 Rs.1............c..ooeeanl. 28 i 16.............. 30
Department-2 Rs.2...........ccooooeeiiinnnii. s ST S 10
Department-3 Rs. 1.........c...oeeenel. | S T 8 . 30
Current production (units) ........ 10,000 ......... 5,000......... 6,000
Selling price per unit .............. Rs. 100..... Rs. 136..... Rs. 180

Forecast of sales for

next year ..........ccooeeeeveeeiineennnn.. 12,000 ......... 7,000......... 9,000

Fixed overheads p.a. Rs. 4,00,000

Further the type of labour required Department-2 is in
short supply and it is not possible to increase the manpower
of this department beyond it’s present level.

You are required to prepare a statement showing
the most profitable mix of the products to be made and sold,
The statement which should be presented in two parts should
show :

@) The profit expected on current budget production and
@) The profit which should be expected if the most profitable
mix 1s produced.

OR

14
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2  Shri Jay manufactures lighter. He sells his products at 14
Rs. 20 each and makes profit of Rs. 5 on each.

He worked 50% of his machinery capacity at 50,000

lighters. The cost of each lighter is as under : Rs.
Direct Material .............ooooeeiiiiiiiiiieeeeeeeeeeeeeeeeeee, 6
Direct Labour ........cooooeiiiiiiiieee, 2
Works Overhead ..........ccooommmiieiiiiiieeee 5 (50% fixed)
Sales EXpenses.........ccooooveeiiiiiiieiiiiiieeeeeeen. 2 (25% variable)

His anticipation for the next year is
that the cost will go up as under :

Fixed Charges .......cccoooooiiiiiiiiiieeeeeeeeeeeeeeeee e 10%
Direct Labour ..ol 20%
Material ... 5%

There will not be any change in selling price.

There is an additional order for 20,000 lighters in the

next year.

What 1s the lowest rate he can quote so that he can earn
the same profit as the current year?

3  The following particulars are taken from the records of a 14

company engaged in manufacturing two products, A and B,

from a certain material :

Particulars Product A Product B
(per unit) (per unit)

Rs. Rs.

Sales ..., 2,500 .....ccceeennnnn.. 5,000
Material cost (Rs. 50 per kg.).............. 500 ...l 1,250
Direct labour (Rs. 30 per hours) ......... 750 oo, 1,500
Variable overhead ................................. 250 e, 500

Total fixed overheads : Rs. 10,00,000
Comment on the profitability of each product when :
@) Total sales in value i1s limited

(1) Raw materials is in short supply

SB-3404] 11 [Contd...



(iii)
iv)

(a)

(b)

SB-3404]

Production capacity is the limiting factor

Total availability of raw material is 20,000 kg. and
maximum sales potentials of each product is 1,000 units,
find the product mix to yield maximum profits.

OR

A company has furnished the following cost data :

Rs. per unit
Direct material 11.20
Direct wages 3.00
Variable overheads 0.80

Fixed factory overheads ...................... Rs. 6,60,000 p.a.
Fixed selling and

.................... Rs. 3,60,000 p.a.
4,00,000 units

Rs. 9,00,000

Capital employed in current assets 50% of sales.

administration overhead
Annual sales

Capital employed in fixed assets

Determine the selling price per unit to yield 20% return
on capital employed.

A small scale manufacturer produces an article

at the operated capacity of 10,000 units, while the
normal capacity of his plant is 14,000 units. Working
at a profit margin of 20% on sales realization, he has
formulated his budget as under :

10,000 Units | 14,000 Units
Rs. Rs.
Sales realization 2,00,000 2,80,000
Variable overheads 50,000 70,000
Semi —Variable overheads 20,000 22,000
Fixed overheads 40,000 40,000

12
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He gets an order for a quantity equivalent to 20%
of the operated capacity and even on this additional
production profit margin is desired at the same
percentage on sales realization as for production to
operated capacity.

Assuming prime cost is constant per unit. What
should be the minimum price to realize this objective?

Prashant industries is planning to introduce a new
product with a projected life of 8 years. The project, to be
set up in a backward region, qualifies for a one time (as its
starting) tax free subsidy from the government of Rs. 20
Lakhs. Initial equipment cost will be Rs. 140 lakhs. Additional
equipment costing Rs. 10 lakhs will be needed at the
beginning of the third year. At the end of 8 years, the original
equipment will have no resale value. But the supplementary
equipment can be sold for Rs. 1 lakh. A working capital of
Rs. 15 lakhs will be needed. The sales volume over the eight
period have been forecast as follows :

Year Units
T e 80,000
2 e, 1,20,000
B e, 3,00,000
B8 e, 2,00,000

A sale price of Rs. 100 per uinit is expected and variable
expenses will amount to 40% of sales revenue. Fixed cash
operating costs will amount to Rs. 16 lakhs per year. In
addition an extensive advertising campaign will be

implemented, requiring annual outlays as follows :

Year Rs.
L 30,00,000
2 15,00,000
3D e 10,00,000
6-8 e 4,00,000

14
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12% cost of capital.

has enough income from existing products.

The company is subject to 50% tax rate and considers

Should the project be accepted? Assume that the company

Present value of Re. 1 at 12% rate of discount is as follows:

Year 1 2 3 4 5 6 7 8
PV Factor
at 12% 893 | .797 | .712| .636 | .567 | 507 | .452 | .404
OR
4 X Ltd. has the following book value capital structure 14
as under :
Rs.
Equity share capital ...............ccooooiiiiiiee... 40,00,000
11.5% preference shares ..........cccceeeeiiieeeeennnnnn.. 10,00,000
10% Debentures .......ocoeeeee e 30,00,000
80,00,000

The Equity shares of the company is sold for Rs. 20.

It is expected that the company will pay a dividend of

Rs. 2 per share next year, this dvidend is expected to grow

at 15%. Assume 35% corporate tax rate.

@

(i1)

SB-3404]

Compute the company’s weighted average cost of capital

on the existing capital structure.

Compute the new weighted average cost if the company

issue additional 12% debentures of Rs. 12,00,000. This

would result in increasing the expected equity dividend

to Rs. 2.40 and leave growth rate unchanged but the

price of equity share will fall to Rs. 16 per share.

14
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5 Write short notes : (any three) 14

ey
)
3)
4)
()
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Role of Marginal costing in Decision making
Meaning and objectives of the portfolio management
Capital rationing

Determinants of pricing

Meaning and importance of cost of captial.
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