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Test Series: March, 2016 
MOCK TEST PAPER – 2 

INTERMEDIATE (IPC): GROUP – I 
PAPER – 3: COST ACCOUNTING AND FINANCIAL MANAGEMENT 

Answers are to be given only in English except in the case of the candidates who have opted for Hindi 
medium. If a candidate has not opted for Hindi medium his/ her answers in Hindi will not be valued. 

Question No. 1 is compulsory. 
Attempt any five questions from the remaining six questions. 

Working notes should form part of the answer. 
Time Allowed – 3 Hours Maximum Marks – 100 

1.  Answer the following: 
(a)  The following are the details in respect of Process A and Process B of a processing 

factory: 
 Process A (Rs.) Process B (Rs.) 
Materials 40,000 -- 
Labour 40,000 56,000 
Overheads 16,000 40,000 

The output of Process A is transferred to Process B at a price calculated to give a 
profit of 20% on the transfer price and the output of Process B is charged to finished 
stock at a profit of 25% on the transfer price. The finished stock department realized 
Rs. 4,00,000 for the finished goods received from Process B. 
You are asked to show process accounts and total profit, assuming that there was 
no opening or closing work-in-progress. 

(b) Two workers ‘A’ and ‘B’ produce the same product using the same material.  Their 
normal wage rate is also the same. ‘A’ is paid bonus according to Rowan scheme 
while ‘B’ is paid bonus according to Halsey scheme.  The time allowed to make the 
product is 120 hours.  ‘A’ takes 90 hours while ‘B’ takes 100 hours to complete the 
product.  The factory overhead rate is Rs. 50 per hour actually worked.  The factory 
cost of product manufactured by ‘A’ is Rs. 80,200 and for product manufactured by 
‘B’ is Rs. 79,400. 
Required: 
(i) Compute the normal rate of wages. 
(ii) Compute the material cost. 
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(iii) Prepare a statement comparing the factory cost of the product as made by two 
workers. 

(c)  The proportion and required return of debt and equity was recorded for a company 
with its increased financial leverage as below: 

Debt 
(%) 

Required 
return (Kd)(%) 

Equity 
(%) 

Required 
return (Ke)(%) 

Weighted Average Cost 
of Capital (WACC) (Ko)(%) 

0 5 100 15 15 
20 5 80 16 ? 
40 5 60 18 ? 
60 10 40 23 ? 
80 15 20 35 ? 

 You are required to complete the table and identify which capital structure is most 
beneficial for this company. (Based on traditional theory, i.e., capital structure is 
relevant). 

(d) A company is considering raising of funds of about Rs.250 lakhs by any of two 
alternative methods, viz., 14% institutional term loan and 13% non-convertible 
debentures. The term loan option would attract no major incidental cost and can be 
ignored. The debentures would have to be issued at a discount of 2.5% and would 
involve cost of issue of 2% on face value. 
Advise the company as to the better option based on the effective cost of capital in 
each case. Assume a tax rate of 50%. (4 × 5 = 20 Marks) 

2. (a)  A store keeper has prepared the below list of items kept in the store of the factory. 
Item Units Unit cost (Rs) 

A 12,000 30.00 
B 18,000 3.00 
C 6,000 35.00 
D 750 220.00 
E 3,800 75.00 
F 400 105.00 
G 600 300.00 
H 300 350.00 
I 3,000 250.00 
J 20,000 7.50 
K 11,500 27.50 
L 2,100 75.00 
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The store keeper requires your help to classify the items for prioritization. You are 
required to apply ABC analysis to classify the store items as follows: 
Store items which constitutes approx 70%, 20% and 10% of total value as A, B and 
C respectively.  (8 Marks) 

(b)  Some of the financial figures for Harsha & Co. for three years are given below: 
 2013 2014 2015 
Gross profit ratio (G.P.) 30% 25% 20% 
Stock turnover 20 times 25 times 16 times 
Opening Stock (Rs.) 33,000 30,400 53,000 
Closing stock (Rs.) 37,000 34,400 57,000 
Tax 30% 30% 30% 

 Administrative expenses in 2013 amounted to 5% of sales and the annual increase 
was 5% over the previous year. 
Prepare a statement of profits in a comparative form for all the three years, and 
comment on the reasons for decrease in profitability. (8 Marks) 

3 (a)  R Limited is presently operating at 50% capacity and producing 60,000 units. The 
entire output is sold at a price of Rs. 200 per unit. The cost structure at the 50% 
level of activity is as under: 
   (Rs) 
Direct Material 75 per unit 
Direct Wages 25 per unit 
Variable Overheads 25 per unit 
Direct Expenses 15 per unit 
Factory Expenses (25% fixed) 20 per unit 
Selling and Distribution Exp. (80% variable) 10 per unit 
Office and Administrative Exp. (100% fixed) 5 per unit 

The company anticipates that the variable costs will go up by 10% and fixed costs 
will go up by 15%. 

 You are required to prepare an Expense budget, on the basis of marginal cost for 
the company at 50% and 60% level of activity and find out the profits at respective 
levels. (8 Marks) 

(b)  Navya Ltd has annual credit sales of Rs. 45 lakhs. Credit terms are 30 days, but its 
management of receivables has been poor and the average collection period is 50 
days, Bad debt is 0.4 per cent of sales. A factor has offered to take over the task of 
debt administration and credit checking, at an annual fee of 1 per cent of credit 
sales. Navya Ltd. estimates that it would save Rs. 35,000 per year in administration 
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costs as a result. Due to the efficiency of the factor, the average collection period 
would reduce to 30 days and bad debts would be zero. The factor would advance 
80 per cent of invoiced debts at an annual interest rate of 11 per cent. Navya Ltd. is 
currently financing receivables from an overdraft costing 10 per cent per year. 

 If occurrence of credit sales is throughout the year, calculate whether the factor’s 
services should be accepted or rejected. Assume 365 days in a year. (8 Marks) 

4.   (a) Following information have been extracted from the cost records of XYZ Pvt. Ltd.  
 (Rs.) 
Stores: Opening balance 1,08,000 
Purchases 5,76,000 
Transfer from WIP 2,88,000 
Issue to WIP 5,76,000 
Issue for repairs 72,000 
Deficiency found in stock 21,600 

 
Work-in-progress: (Rs.) 
Opening balance 2,16,000 
Direct wages applied 2,16,000 
Overheads charged 8,64,000 
Closing balance 1,44,000 

 
Finished Production:  (Rs.) 
Entire production is sold at a profit of 15% on cost of WIP  
Wages paid 2,52,000 
Overheads incurred 9,00,000 

 Draw the Stores Ledger Control Account, Work-in-Progress Control Account, 
Overheads Control Account and Costing Profit and Loss Account. (8 Marks) 

(b) Rio Ltd has a maximum of Rs. 8,00,000 available to invest in new projects. Three 
possibilities have emerged and the business finance manager has calculated Net 
present Value (NPVs) for each of the projects as follows : 

Investment Initial cash outlay 
Rs. 

NPV 
Rs. 

Alfa (α) 5,40,000 1,00,000 
Beta( β) 6,00,000 1,50,000 
Gama ( γ) 2,60,000 58,000 

 Which investment/combination of investments should the company invest in, if we 
assume that the projects can be divided? (8 Marks) 
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5.   (a)  Discuss cost classification based on variability. 
(b)  Explain Single and Multiple Overhead Rates.  
(c) Write short notes on Bridge Finance. 
(d)  What is Virtual Banking? State its advantages. (4 × 4 =16 Marks) 

6.  (a) The standard labour component and the actual labour component engaged in a 
week for a job are as follows: 

 Skilled 
Workers 

Semi-skilled 
Workers 

Un-Skilled 
workers 

Standard number of workers in the gang 32 12 6 
Standard wage rate per hour (Rs.) 3 2 1 
Actual number of workers employed in 
the gang during the week 

28 18 4 

Actual wages rate per hour (Rs.) 4 3 2 

 During the 40 hours working week the gang produced 1,800 standard labour hours 
of work.  

 Calculate: 
(i) Total labour cost variance; 
(ii) Labour yield variance; 
(iii) Labour mix variance; and 
(iv)  Labour wage rate variance. (8 Marks) 

(b)  The following are the Balance Sheets of Alfa Limited for the year ending  
March 31, 2015 and March 31, 2016: 

 Balance Sheet as on 31st March  
 2015 (Rs.) 2016 (Rs.) 
Capital and Liabilities:   
Share Capital 6,75,000 7,87,500 
General Reserves 2,25,000 2,81,250 
Capital Reserve (Profit on Sale of investment) - 11,250 
Profit & Loss Account 1,12,500 2,25,000 
15% Debentures 3,37,500 2,25,000 
Accrued Expenses 11,250 13,500 
Creditors 1,80,000 2,81,250 
Provision for Dividends 33,750 38,250 
Provision for Taxation  78,750 85,500 
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Total 16,53,750 19,48,500 
Assets:   
Fixed Assets 11,25,000 13,50,000 
Less: Accumulated depreciation (2,25,000) (2,81,250) 
Net Fixed Assets 9,00,000 10,68,750 
Long-term Investments (at cost) 2,02,500 2,02,500 
Stock (at cost) 2,25,000 3,03,750 
Debtors (net of provision for doubtful debts of Rs. 45,000 
and Rs. 56,250 respectively for 2015 and 2016 
respectively) 

2,53,125 2,75,625 

Bills receivables 45,000 73,125 
Prepaid Expenses 11,250 13,500 
Miscellaneous Expenditure  16,875 11,250 
 16,53,750 19,48,500 

Additional Information: 
(i) During the year 2015-16, fixed assets with a net book value of Rs. 11,250 

(accumulated depreciation, Rs. 33,750) was sold for Rs. 9,000. 
(ii) During the year 2015-16, Investments costing Rs. 90,000 were sold, and also 

Investments costing Rs. 90,000 were purchased. 
(iii) Debentures were retired at a Premium of 10%. 
(iv) Tax of Rs. 61,875 was paid for 2014-15. 
(v) During the year 2015-16, bad debts of Rs. 15,750 were written off against the 

provision for Doubtful Debt account. 
(vi) The proposed dividend for 2014-15 was paid in 2015-16. 
Required: 
Prepare a Funds Flow Statement (Statement of changes in Financial Position on 
working capital basis) for the year ended March 31, 2016.  (8 Marks) 

7. Answer any four of the following: 
(a)  Discuss the four different methods of costing alongwith their applicability to 

concerned industry? 
(b)  Discuss the advantages of raising funds by issue of equity shares. 
(c)  Elaborate the practical application of Marginal Costing. 
(d)  Explain the ‘Aging Schedule’ in the context of monitoring of receivables. 
(e) How Economic Batch Quantity is determined?  (4 × 4 =16 Marks) 
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