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PART A – (10 × 2 = 20 Marks)
Answer any TEN

1. Define Cost Accounting:
A branch of accounting dealing with the classification, recording, allocation, and summarization of costs incurred in production or services.
2. What is Cost Sheet?
A statement showing the various components of cost incurred in producing a product during a period.
3. List any two objectives of material control:
· To avoid under-stocking and over-stocking.
· To minimize wastage and pilferage.
4. What is Economic Order Quantity (EOQ)?
The order quantity that minimizes the total cost of inventory, including ordering and holding costs.
5. Mention any two methods of wage payment:
· Time wage system
· Piece wage system
6. What is Idle Time?
The time during which workers are paid but no production is carried out due to reasons like machine breakdown, lack of materials, etc.
7. Define Management Accounting:
The presentation of accounting information in such a way as to assist management in decision-making.
8. Mention any two tools of Financial Statement Analysis:
· Ratio Analysis
· Comparative Financial Statements
9. What are Liquidity Ratios?
Ratios that measure a company’s ability to meet short-term obligations (e.g., Current Ratio, Quick Ratio).
10. State two advantages of Ratio Analysis:
· Helps in evaluating the financial performance
· Facilitates inter-firm and intra-firm comparison
11. Cost Sheet Calculation (Simple Cost Sheet):
Prime Cost = Raw Materials + Direct Wages = ₹50,000 + ₹20,000 = ₹70,000  
Factory Cost = Prime Cost + Factory OH = ₹70,000 + ₹10,000 = ₹80,000  
Office Cost = Factory Cost + Adm OH = ₹80,000 + ₹5,000 = ₹85,000  
Total Cost = Office Cost + Selling Exp = ₹85,000 + ₹3,000 = ₹88,000  
Profit (20% on cost) = ₹17,600  
Sales = ₹1,05,600
12. EOQ Calculation:
  		EOQ = √(2AS / C)
 		A = 3600 units, S = ₹100, C = ₹2
 		EOQ = √(2×3600×100 / 2) = √(360000) = 600 units

PART B – (5 × 5 = 25 Marks)
Answer any FIVE

13. Classification of Costs:
Cost classification refers to the process of grouping costs based on shared characteristics. This helps in better planning, budgeting, cost control, and decision-making in an organization. Costs can be classified under various bases depending on the purpose of analysis.
a) Classification by Nature or Element
This is the most basic form of classification and refers to the type of expense.
· Material Cost: The cost of raw materials or components used in the production process.
· Labour Cost: The cost of wages and salaries paid to workers.
· Expenses: All other costs incurred that are neither material nor labour, such as rent, insurance, and depreciation.
This classification is also called element-wise cost classification.
b) Classification by Function
Costs are grouped based on the business function they relate to:
· Production/Manufacturing Cost: Costs involved in producing goods (e.g., raw materials, factory wages).
· Administrative Cost: Costs related to general management and administration (e.g., office salaries).
· Selling Cost: Expenses related to the marketing and selling of products (e.g., advertisement expenses).
· Distribution Cost: Costs of delivering the product to customers (e.g., transport charges).
c)  Classification by Behavior
This refers to how costs behave with changes in the level of production or activity.
· Fixed Costs: These remain constant regardless of the production level (e.g., rent, salaries).
· Variable Costs: These vary directly with the level of production (e.g., raw materials).
· Semi-variable Costs: These have both fixed and variable components (e.g., electricity bills with a fixed base charge and a usage-based charge).
d) Classification by Controllability
This is based on whether the cost can be controlled by a manager or not.
· Controllable Costs: Costs that can be influenced by the action of a manager (e.g., overtime pay).
· Uncontrollable Costs: Costs that cannot be influenced by the manager (e.g., allocated head office expenses).
e) Classification by Time
Costs are classified based on the timing of incurrence and usage.
· Historical Cost: Costs that have already been incurred in the past.
· Predetermined Cost: Costs that are estimated or set in advance for planning (e.g., standard cost).
f) Classification by Decision-Making Purpose
Used for managerial decision-making.
· Relevant Costs: Costs that affect a specific decision (e.g., cost of materials for a new order).
· Irrelevant Costs: Costs that do not impact a decision (e.g., past sunk cost).
· Sunk Costs: Costs that have already been spent and cannot be recovered.
· Opportunity Costs: The value of the next best alternative foregone.
· Marginal Cost: The cost of producing one extra unit of output.
· Replacement Cost: The current cost of replacing an existing asset or material.
g) Classification by Identifiability
Based on how easily the cost can be traced to a product or service.
· Direct Costs: Costs that can be directly attributed to a product or job (e.g., direct materials, direct labour).
· Indirect Costs: Costs that are shared across products and require allocation (e.g., factory rent, supervisor salary).
14.  Limitations of Management Accounting:
Management Accounting is a powerful tool for planning, decision-making, and control. However, it has certain limitations which reduce its effectiveness in some situations.
· Subjectivity in Forecasts: Managerial Accounting involves making subjective judgments when forecasting and budgeting future financial activities. The subjective nature of forecasts may lead to variations in results based on individual interpretations and assumptions.
· Resource Intensive: Implementing and maintaining comprehensive Managerial Accounting systems can be resource-intensive, requiring skilled personnel and sophisticated technology. The resource intensity may be a constraint for smaller organisations with limited financial and technological resources.
· Potential for Bias: There is a risk of managerial bias influencing the interpretation of financial information in Managerial Accounting. Managerial bias may compromise the objectivity of decision-making, potentially leading to suboptimal choices.
· May Oversimplify: Managerial Accounting systems may oversimplify certain aspects of business operations for the sake of calculation efficiency. Oversimplification may lead to a lack of granularity in the analysis, potentially overlooking critical details.
· Dependence on Historical Data: Like other accounting methods, Managerial Accounting heavily relies on historical data for analysis and decision-making. Depending on historical data may limit adaptability to changing market conditions, making it less responsive to current business challenges.
· May Result in Information Overload: The abundance of data generated by Managerial Accounting systems may lead to information overload. Excessive information can be counterproductive, making it challenging for management to identify and focus on key financial insights.
· May not Reflect External Factors: Managerial Accounting may not fully reflect external economic or market factors. External factors that influence financial performance may not always be captured adequately, limiting the scope of decision-making.
· May Overlook Non-Financial Factors: Managerial Accounting primarily focuses on financial data, potentially overlooking non-financial factors crucial for organisational success. Non-financial aspects, such as customer satisfaction or employee morale, may be critical but are not always captured by Managerial Accounting systems.
15. Stock Levels:
Reorder Level = Max Consumption × Max Reorder Period = 600 × 6 = 3600 units  
Min Level = Reorder Level – (Avg consumption × Avg Reorder Period)  
     		= 3600 – (500 × 5) = 3600 – 2500 = 1100 units  
Max Level = Reorder Level + Reorder Quantity – (Min Consumption × Min Reorder Period)  
          		= 3600 + 3000 – (400 × 4) = 6600 – 1600 = 5000 units
16. Earnings under Time and Piece Rate:
Time Wage = 8 hrs × ₹50 = ₹400  
Piece Wage = 90 units × ₹45 = ₹4050  
17. Cost Sheet Preparation:
· Prime Cost = RM + DL = ₹10,000 + ₹5,000 = ₹15,000  
· Factory Cost = Prime + FOH = ₹15,000 + ₹3,000 = ₹18,000  
· Office Cost = Factory + Office OH = ₹18,000 + ₹2,000 = ₹20,000  
· Total Cost = ₹20,000 + Selling Exp ₹1,000 = ₹21,000  
· Profit = ₹4,000  
· Sales = ₹25,000
18. Ratios:
· Current Ratio = ₹40,000 / ₹20,000 = 2:1
· Gross Profit = 2,00,000 – 1,50,000 = ₹50,000
Gross Profit Ratio = (50,000 / 2,00,000) × 100 = 25%
· Net Profit Ratio = (25,000 / 2,00,000) × 100 = 12.5%
19. Comparative Income Statement:
	Particulars
	2023 (₹)
	2024 (₹)
	Difference
	% Change

	Sales
	1,00,000
	1,20,000
	20,000
	20%

	Cost of Goods Sold
	60,000
	72,000
	12,000
	20%

	Net Profit
	20,000
	25,000
	5,000
	25%




PART C – (3 × 10 = 30 Marks)
Answer any THREE 
20. Difference between Management Accounting and Cost Accounting:

	Basis of Difference
	Management Accounting
	Cost Accounting

	Objective
	To assist management in planning, decision-making, and control.
	To ascertain, control, and reduce the cost of production or services.

	Scope
	Broader – includes financial accounting, cost accounting, budgeting, tax planning, etc.
	Narrower – only focuses on cost-related aspects.

	Nature
	Analytical and future-oriented
	Mainly concerned with past and present cost records.

	Type of Information
	Both qualitative and quantitative
	Only quantitative (monetary) information

	Users
	Internal (management at various levels)
	Internal (mostly production and cost control managers)

	Focus Area
	Overall business performance and strategy
	Product cost, efficiency, and cost control

	Periodicity
	Reports are prepared as needed
	Usually periodic – daily, weekly, or monthly

	Decision-making Role
	Direct support for managerial decisions
	Indirectly supports decisions by providing cost data

	Legal Requirement
	Not mandatory by law
	May be required for manufacturing companies under statutory compliance

	Tools & Techniques
	Budgeting, ratio analysis, standard costing, variance analysis, fund flow statements
	Marginal costing, standard costing, job costing, batch costing




21. Cost Sheet & Profit Calculation:
· Cost of Raw Material Consumed = Opening Stock + Purchases – Closing Stock
= ₹10,000 + ₹50,000 – ₹8,000 = ₹52,000
· Prime Cost = ₹52,000 + ₹20,000 = ₹72,000
· Factory Cost = ₹72,000 + ₹10,000 = ₹82,000
· Cost of Production = ₹82,000 + ₹5,000 = ₹87,000
· Total Cost = ₹87,000 + ₹2,000 = ₹89,000
· Profit = ₹1,00,000 – ₹89,000 = ₹11,000
22. Rowan and Halsey Plan:
· Time Saved = 10 – 8 = 2 hrs
· Halsey: 8 × 60 + 50% × 2 × 60 = 480 + 60 = ₹540
· Rowan: 8 × 60 + (2/10 × 8 × 60) = 480 + 96 = ₹576
23. Ratios:
· Current Ratio = ₹2,00,000 / ₹1,00,000 = 2:1
· Liquid Assets = 2,00,000 – 6,000 – 4,000 = ₹1,90,000
Liquid Ratio = ₹1,90,000 / ₹1,00,000 = 1.9:1
· Debt-Equity Ratio = 3,00,000 / 2,00,000 = 1.5:1
· ROCE = 75,000 / (3,00,000 + 2,00,000) × 100 = 15% 
24. FIFO Method (Inventory Ledger):
	Date
	Particulars
	Receipts
	Issues
	Balance

	Opening
	Balance
	
	
	50 @ ₹20 = ₹1,000

	Mar 2
	Purchase
	100 @ ₹22 = ₹2,200
	
	50 @ ₹20 = ₹1,000
100 @ ₹22 = ₹2,200

	Mar 10
	Purchase
	150 @ ₹24 = ₹3,600
	
	50 @ ₹20 = ₹1,000
100 @ ₹22 = ₹2,200
150 @ ₹24 = ₹3,600

	Mar 15
	Issue 200
	
	50 @ ₹20 = ₹1,000
100 @ ₹22 = ₹2,200
50 @ ₹24 = ₹1,200
	100 @ ₹24 = ₹2,400

	Mar 20
	Purchase
	200 @ ₹25 = ₹5,000
	
	100 @ ₹24 = ₹2,400
200 @ ₹25 = ₹5,000

	Mar 22
	Issue 100
	
	100 @ ₹24 = ₹2,400
	200 @ ₹25 = ₹5,000

	Mar 24
	Purchase
	300 @ ₹20 = ₹6,000
	
	200 @ ₹25 = ₹5,000
300 @ ₹20 = ₹6,000

	Mar 27
	Issue 200
	
	200 @ ₹25 = ₹5,000
	300 @ ₹20 = ₹6,000



