COST AND MANAGEMENT ACCOUNTING
ANSWER KEY
SECTION – A
1. Cost accounting is the process of recording, classifying, analyzing, summarizing, and allocating costs associated with a process, product, or project to help management in budgeting, cost control, and decision-making.
2. Two key objectives of management accounting are:
Planning and Forecasting:
Management accounting helps in setting goals, preparing budgets, and forecasting future financial conditions to support strategic decision-making.
Decision-Making Support:
It provides relevant financial and non-financial information to managers, enabling them to make informed decisions regarding pricing, investments, cost control, and resource allocation.										
3. ABC analysis is an inventory management technique used to categorize inventory items based on their importance, usually measured by their value and usage frequency.
4. The Base Stock Method is an inventory valuation technique where a fixed minimum quantity of inventory, known as the "base stock," is always maintained. This base stock is treated as a constant and valued at its original cost, while any inventory above this level is issued and valued using methods like FIFO or LIFO.
5. Two common methods of wage payment are:
Time Rate System:
Workers are paid based on the amount of time they work (e.g., hourly, daily, or monthly), regardless of output.
Piece Rate System:
Workers are paid according to the number of units they produce or complete, encouraging higher productivity.
6. Two common methods of incentive payments are:
Halsey Plan:
Workers receive a bonus for completing work in less time than the standard, typically a percentage of the time saved.
Rowan Plan:
Workers are paid a bonus based on the proportion of time saved to the standard time, which is then applied to the time-rate wage.
7. Management accounting is the process of preparing, analyzing, and presenting financial and non-financial information to help managers make informed business decisions. It focuses on internal reporting and is used for planning, controlling, and evaluating business operations.
8. Two key importances of management accounting are:
Assists in Planning and Forecasting:
Management accounting helps in setting financial goals, preparing budgets, and forecasting future business performance, which supports effective planning.
Supports Performance Evaluation:
It provides tools and reports to evaluate the performance of departments, employees, and projects, aiding in better control and accountability.
:
9. The main types of financial ratios are:
(I)Liquidity Ratios:
(II)Solvency (Leverage) Ratios:
(III)Profitability Ratios:
(IV)Activity (Efficiency) Ratios:
(V)Market Ratios:
10. The types of costs classified under:
(I)Based on Nature or Element
(II)Based on Function
(III)Based on Behaviour
(IV)Based on Controllability
(V)Based on Normality
(VI)Based on Time
(VII)Based on Decision-Making Purpose
11. EOQ (Economic Order Quantity) is the optimal order quantity that minimizes the total cost of inventory, including ordering and holding costs. It helps businesses determine the most cost-effective quantity to purchase per order.
Formula:
  [image: Concept behind the Economic Order Quantity (EOQ) model - QS Study]
12. FIFO (First-In, First-Out) is an inventory valuation method where the oldest inventory items (those purchased or produced first) are assumed to be sold or used first.

SECTION – B
13.  
	Basis
	Financial Accounting
	Management Accounting

	Purpose
	To provide financial information to external parties.
	To assist management in decision-making.

	Users
	External users (investors, creditors, regulators).
	Internal users (managers and executives).

	Reporting Frequency
	Periodic (usually quarterly or annually).
	As needed (daily, weekly, monthly).

	Regulations
	Governed by standards like GAAP or IFRS.
	No fixed standards; flexible and internal.

	Focus
	Historical data and overall performance.
	Future planning, control, and internal analysis.


14.
	SELLING PRICE PER UNIT
	346.40

	PRIME COST
	16,000

	WORKS COST
	22,500

	COST OF PRODUCTION
	25,980

	SALES
	34,640






15. EOQ = 60 UNITS
16. 
	SALES
	25%

	GROSS PROFIT
	25%

	NET PROFIT
	26.67%


17. AVERAGE STOCK – Rs. 75,000
     CLOSING STOCK – Rs. 87,500
18. Credit Sales – Rs. 10,80,000
      Average receivables – Rs. 90,000
     Gross Profit – Rs. 1,80,000
     Cost of Sales – 9,00,000
     Opening stock – 85.000
     Closing stock – 95,000
19. 1. Re order level – 1800 units
      2. Maximum stock level – 2150 units
      3. Minimum stock level – 900 units
      4. Average stock level – 1525 units
SECTION – C
20. (i) Prime cost – Rs. 1,30,000 (ii) Factory cost – Rs. 1,39,500 (iii) Cost of Production – 1,42,500 (iv) Cost of Sales - 1,45,000 and (v) Profit – 44,500
21. Closing stock – 1,350 units at Rs. 26 each = Rs. 35,100
22. (i) Average no. of workers – 1000
      (ii) Separation method – 5%
      (iii) Replacement method – 2.5%
      (iv) Flux method – 20%


23. 
	Particulars
	1997
	1998

	Fixed Assets   
	20%
	20%

	Investments
	10%
	10%

	Current Assets 
	70%
	70%

	Current Liabilities
	24%
	28.33%

	Shareholders fund
	56%
	58.33%



24. (a) Current ratio – 2.036 times, (b) Liquidity ratio – 0.96, (c) Absolute liquidity ratio – 0.11.
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