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Accounting for Managers – II – Answer Key

SECTION – A (10 X 2 = 20 Marks) Answer Any Ten Questions

1. Cost Accounting is a branch of accounting that focuses on recording, classifying, and analyzing costs associated with the production of goods or services. It helps organizations determine the cost of their products, services, and business operations, enabling them to manage expenses effectively and make informed decisions.
2. Prime Cost refers to the total direct costs incurred in the production of goods or services. It includes the essential costs that can be directly attributed to the production process and are essential for manufacturing a product.
3. A Common Size Statement is a financial statement in which each line item is expressed as a percentage of a base figure. This technique helps in analyzing and comparing financial data over time or across different companies, regardless of their size.
4. Cost Accounting, Overheads refer to the indirect costs incurred during the production of goods or services that cannot be directly traced to a specific product, service, or cost center. These are the costs necessary to support the production process but are not directly involved in the manufacturing of the product.
5. The Current Ratio is a key liquidity metric used to evaluate a company's ability to meet its short-term obligations with its short-term assets. It is a measure of a company's financial health and its capacity to pay off its current liabilities using its current assets
6. Financial Accounting is a branch of accounting that focuses on the recording, summarizing, and reporting of financial transactions of a business. Its primary purpose is to prepare financial statements—such as the Income Statement, Balance Sheet, and Cash Flow Statement—that provide a clear picture of a company’s financial performance and position to external stakeholders like investors, creditors, regulators, and analysts.
7. Cash Flow refers to the movement of cash and cash equivalents into and out of a business over a specific period. It is a measure of the company’s liquidity and indicates how well the company can generate cash to meet its financial obligations, invest in operations, and return value to shareholders.
8. A Fund Flow Statement is a financial statement that shows the movement of funds (i.e., financial resources) into and out of a business over a specific period. Unlike the cash flow statement, which focuses only on cash, the fund flow statement deals with changes in working capital, which can include non-cash items like depreciation, changes in inventories, receivables, and payables
9. A Flexible Budget is a type of budget that adjusts or changes in response to actual activity levels or changes in business conditions, such as sales volume or production output. Unlike a static budget, which is fixed and does not change after it is set, a flexible budget can be modified based on the actual performance or changes in activity.
10. The Breakeven Point (BEP) is the level of sales or revenue at which a company’s total revenues equal its total costs, resulting in neither a profit nor a loss. In other words, it is the point where a company's total fixed costs are exactly covered by its contribution margin (sales revenue minus variable costs).At the breakeven point, the company has zero profit but also zero loss, as it has just enough sales to cover its fixed costs and variable costs.
11. Objectives of Management Accounting:
A) Assist in Decision Making: Management accounting provides managers with relevant financial and non-financial information to make informed decisions. This includes data on costs, revenues, profitability, and cash flows, which helps managers in planning, controlling, and directing business activities.
b) Aid in Performance Evaluation and Control: Management accounting helps in setting performance benchmarks and comparing actual results with these standards. This enables managers to evaluate the performance of departments, products, or processes and take corrective actions if necessary to improve efficiency and achieve organizational goals.
12. Total Semi-variable Cost=₹12,000+₹24,000=₹36,000

SECTION – B (5 X 5 = 25 Marks) Answer any Five Questions
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19. 
1. Optimal Allocation of Resources
2. Long-term Financial Planning
3. Risk Management
4. Maximization of Shareholder Wealth
5. Profitability Analysis
6. Improved Decision-Making
7. Support for Expansion and Growth
8. Capital Cost Control
9. Resource Utilization Efficiency
10. Legal and Regulatory Compliance
11. Increased Competitiveness

SECTION – C (3 X 10 = 30 Marks) Answer any Three Questions
20. [image: ]
Conclusion:
The total cost incurred by the company for the month of July is ₹56,900.
After accounting for sales, the company made a profit of ₹15,400 during the month of July.
This cost sheet provides a comprehensive breakdown of all costs, enabling the company to understand its expenses and profitability for the month.
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Trend Percentages Summary:

Particulars 2014 (Base Year)
Cash at Bank 100%
Book Debts 100%
Stock 100%
Bills Receivable 100%

Interpretation:

The trend percentages show an increase in all the current assets over the years.

2015

120%

120%

150%

150%

2016

130%

166.67%

200%

200%

2017

150%

200%

250%

300%

For instance, Cash at Bank has grown by 50% in 2017 compared to 2014, while Bills Receivable

increased by 300% in 2017 compared to 2014.

The trend analysis helps to assess the growth and performance of individual assets over time

relative to the base year (2014).
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Summary of Cash Position:

Month  Opening Cash Balance

April 325,000

May 52,000

June 78,000
Conclusion:

Cash Receipts
383,000
394,000

105,000

Cash Payments
56,000
268,000

73,000

Closing Cash Balance
352,000
78,000

110,000

By the end of June 2003, the company is expected to have a closing cash balance of %110,000.
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Cost Sheet for July

Particulars
Sales

Less: Cost of Goods Sold

Gross Profit

Add: Direct Wages

Add: Direct Expenses

Prime Cost

Add: Factory Overheads
Factory Cost

Add: Administrative Overheads
Add: Selling Overheads

Total Cost

Profit

Rs.
372,300
349,500
322,800
317,200
31,200
341,200
38,300
349,500
33,200
34,200
356,900

15,400
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Summary of the Budget for Different Capacities:

Cost Item
Materials

Labour

Expenses

Factory Expenses (Fixed)
Factory Expenses (Variable)
Total Factory Expenses

Administrative Expenses
(Fixed)

Administrative Expenses
(Variable)

Total Administrative Expenses

Total Cost

At 60% Capacity (300
units)

%30,000
%12,000
33,000

%16,000
324,000
340,000

318,000

312,000

330,000

%105,000

At 80% Capacity (400
units)

340,000
%16,000
34,000

%16,000
332,000
348,000

18,000

16,000

334,000

142,000

At 100% Capacity (500
units)

%50,000
320,000
5,000

%16,000
340,000
356,000

18,000

320,000

338,000

169,000
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Conclusion:
* At 80% capacity, the total cost is ¥142,000.

* At 100% capacity, the total cost is $169,000.

These budgets reflect the changes in production costs as the company increases its production capacity,
with variable costs increasing in proportion to the number of units produced, while fixed costs remain

constant.
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* NPV for Machine A = 32,54125

* NPV for Machine B = 33,76160

Since Machine B has a higher Net Present Value (NPV) than Machine A, Machine B would be the more

profitable machine for the company to purchase.




image12.png
Summary of Results:
1. Current Ratio = 2.62
2. Quick Ratio = 1.49
3. Absolute Liquid Ratio = 1.49

These ratios suggest that the company is in a healthy liquidity position, with a current ratio above 2,

and the quick ratio and absolute liquid ratio both being greater than 1.
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Key Differences Summary:

Factor

Purpose

Scope

Information
Provided

Time Focus

Regulatory
Requirement
Reports and Output

Decision Making

Type of Data Used

Management Accounting

Supports decision-making, planning, and

control,

Broader (includes financial & non-financial
data).

Forecasts, budgets, variance analysis, etc.

Future-oriented (planning and forecasting)

Not required by law.

Custom reports for internal decision-

making.

Supports broad business decisions (pricing,

investment),

Uses financial and non-financial data.

Cost Accounting

Focuses on determining the cost of

production.

Narrower (focuses on costs).

Detailed cost information (unit costs,

process costs).
Historical (tracking past costs).

May be required in some industries for

compliance.

Reports on costs, cost allocation, and

cost control.

Primarily supports cost control and

product costing.

Uses financial data related to costs.
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Summary of Results:

Particulars

Net Sales

Cost of Goods Sold
Gross Profit

Operating Expenses
Operating Profit
Non-operating Expenses

Net Profit

31st December 2018
35,00,000

32,75,000

32,25,000

370,000

31,55,000

345,000

21,10,000

31st December 2019
36,00,000

33,02,500

32,97,500

390,000

22,07,500

365,000

31,42,500
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Summary of Results:
Profitability Ratio
Gross Profit Ratio
Net Profit Ratio

Operating Profit Ratio

These ratios help in understanding the profitability at different levels of the business:

and net.

Formula
GrossProft 100

Net Profit ,, 1)

Opesating Prot 10

Value
30%
26.6%

26.4%

gross, operating,
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Summary of Differences:

Factor

Purpose

Users

Regulations

Time

Orientation

Level of Detail

Management Accounting

Supports internal decision-making, planning,

and control.

Internal users (management, executives,

departments).

No mandatory standards, flexible.

Future-oriented (planning, budgeting,

forecasts).

Provides detailed information on specific

business areas.

Financial Accounting

Provides financial information to external

stakeholders.

External users (investors, creditors,

government).

Must comply with GAAP/IFRS and regulatory
standards.

Historical-oriented (based on past

performance)

Provides summarized financial statements.

These differences highlight the distinct roles each type of accounting plays in the management and

reporting of a company's financial activities.




