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the representative from employees. This gives a feeling of management having a 
upper hand in the functioning of the committee. 
The basic duties and function of the Committee have been spelt out in the 
Labour Regulation 1993. These include:  matters related to improvement of 
quality production, operation of  the various funds like welfare fund, 
accommodation fund and provident fund, welfare activities, determination of 
public holidays as negotiated in the collective bargaining agreement.  

 

 
Cost Management 

Decision Making 
(1) A Company Ltd. is producing a component called „ASA‟. Estimated costs are: 

                                                                    Fixed Cost per year                  Variable Cost per 
„ASA(Rs „000)                          

Production 32,000 3,600 

Distribution 2,000 200 

 

Direct labour costs are 40% of the variable production costs. In production department 
machining and assembling of „ASA‟, 90 men work 8 hours per day for 300 days in a 
year. Each worker can machine and assemble 1 „ASA‟ per uninterrupted 180 minutes 
time frame. In each 8 hours working day, 20 minutes are allowed for coffee-break, 30 
minutes on an average for training and 22 minutes for supervisory instructions. Besides 
10% of each day is booked as idle time to cover checking in and checking out changing 
operations, getting materials and other miscellaneous matters. 

A Company Ltd. has been facing industrial relations problem as the workers of company 
have a very strong union. Company is faced with the possibility of a strike by direct 
production workers engaged on the assembly of „ASA‟. The trade union is demanding an 
increase of 15%, back-dated from the beginning of financial year, but the company 
expects that if a strike does take place, it will last 25 Days after which the union will 
settle for an increase of 10% similarly back-dated. The Only product of the company is 
being sold at Rs 6,000. 
If the strike takes place, sales of 1,300 „ASA‟ would be lost. The balance that would 
ordinarily have been produced during the strike period could, however be sold, but these 
„ASA‟ would have to be made up in overtime working which would be at an efficiency 
rate of 90% of normal. This would entail additional fixed cost Rs 100,000 and wage 
payments at time and one-half. 
(Required: Give necessary advice to the management to allow the strike to go ahead or 
to accept the union‟s demand) 
Solution:  
Alternative-1 with No Strike: (Refer W.N. -2 ,3 ) 

Cost of settlement is 15% Increase i.e. Rs 216 per unit = 54,000 units × Rs216 

Annual Cost of Settlement                                                 = Rs 11‟664‟000 

Alternative 2 i.e. If strike Goes Ahead: (Refer W.N. – 1, 2,3) 

Extra Cost (Rs) 

Annual Incremental Labour Cost (Ex. Strike Days Production) 
[{54,000 units – (25 days × 180 units per Day)}× Rs144.00] 

71,28,000 

Loss of Contribution due to loss of sales [1,300 units × Rs2,200] 28,60,000 

Incremental Labour cost for Balance 3,200 units 4,60,800 
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[(25 Days × 180 units per day)- 1,300 units} × Rs144.00] 

Overtime Premium [3,200 units × 1,584× 0.5] 25,34,400 

Payment for Efficiency [3,200 units × 1/9   1,584 × 1.5] 8,44,800 

Additional Fixed Cost 1,00,000 

 1,39,28,000 

 
If there is no strike, it will yield a financial benefit of Rs 2‟264‟000 (Rs 1,39,28,000 – 
1,16,64,000). Management should accept union‟s demand. 
Working Note 
(1) Statement showing Contribution per unit of „ASA‟ 

 (Rs)  

Selling Price 6,000 

Less: Variable Costs:  

Labour Cost 1,440 

           Production Ex. Wage (Rs3,600 – Rs1,440) 2,160 

           Distribution  200 

Contribution  2,200 

 
(2) Calculation of Labour Cost… 

        Direct Labour (40% of production costs of Rs 3,600 = Rs 1,440 per unit 

        With 15% increase, Revised Labour Cost (Rs 1,440 + Rs216) = Rs 1,656 

        With 10% increase, Revised Labour Cost (Rs 1,440 + Rs 144) = Rs 1,584 

(3) Statement Showing Budgeted Production  

       Total Time in a Day: (8hrs × 60 minutes) = 480 minutes 

        Less: idle Time                                             = 48 minutes 

        Coffee Break                                                = 20 minutes 

        Instructions                                                  = 22 minutes 

        Training                                                         = 30 minutes 

        Productive Time per day                            = 360 minutes 

        Therefore, „ASA‟ to be produced per man per day: (360/180 × 1) = 2 units 

Since „ASA‟ are produced at the rate of 2 „ASA‟ per man day, so total yearly 
production will be 54,000 units (2 units × 90 men × 300 days) of „ASA‟. 

 
 
 
 
 
 
 
 
Standard Costing: 
(2) A company produces a product X, using raw materials A and B. The standard mix of 
A and B is 1:1 and the standard loss is 10% of input. You are required to COMPUTE the 
MISSING INFORMATION indicated by “?” based on the data given below: 

 A B Total  
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Standard price of raw material (Rs/kg.) 24 30  

Actual input (kg.) ? 70  

Actual output (kg.)   ? 

Actual price (Rs/kg.) 30 ?  

Standard input quantity (kg.) ? ?  

Yield variance (sub usage)   270(A) 

Mix variance   ? 

Usage variance ? ? ? 

Price variance ? ? ? 

Cost variance 0 ? 1,300(A) 

 

Solution: 

Working for Finding – Missing Figures 

Cost Variance A        = 0 

Cost Variance (A+B) = Rs 1,300 (A) 

Yield Variance (A+B) = Rs 270 (A) 

Standard Cost and Actual Cost (Incomplete Information) 
Raw 

Material 
Standard Data Actual Data 

Qty. 
(Kg.) 
[SQ] 

Price 
(Rs) 
[SP] 

Amount 
(Rs) 

[SQ×SP] 

Qty. 
(Kg.) 
[AQ] 

Price 
(Rs) 
[AP] 

Amount 
(Rs) 

[AQ×AP] 

A ??? 24 ??? ??? 30 ??? 

B ??? 30 ??? 70 ??? ??? 

Total ???  ??? ???  ??? 

 

Material Cost Variance A = Standard Cost – Actual Cost 

→0                                       = (SQA × Rs24 – AQA × Rs30) 

→SQA                                  = 1.25 AQA 

Material Yield Variance (A+B) = Average standard Price per unit of Standard Mix x 

                                  [Total Standard Quantity (units) – Total Actual Quantity (units)]                    

→RS270 (A)            = (Rs24×SQA + Rs30×SQB / SQA+SQB) × [(SQA+SQB)-(AQA+70) 

SQA=SQB as Standard Mix is in ratio 1:1 

→Rs270 (A)             = (Rs24×SQA+ Rs30×SQA/SQA+SQA)× [(SQA+SQA)-(AQA+70)] 

→Rs 270(A)              = 27× [2×SQA-(AQA+70)] 

→Rs 270(A)              = 27× [2×1.25 AQA-(AQA+70)] 

→AQA                      = 40 Kg. 

As SQA                      = 1.25 × 40 kg. 

                                   = 50Kg. 

As SQB                      = SQA 

                                   = 50Kg. 

Cost Variance (A+B) Standard Cost-Actual Cost 
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→1,300 (A)               = (50 kg. ×Rs24+50Kg.×Rs30)-(40Kg.×Rs30+70Kg.×APB) 

→APB                        = Rs40 

Standard Cost and Actual Cost (Complete Information) 

Raw 
Material 

Standard Data Actual Data Std. Cost of Actual 
Qty. 
RS 

[AQ×SP] 

Qty. 
(Kg.) 
[SQ] 

Price 
(Rs) 
[SP] 

Amount 
(Rs) 

[SQ×SP] 

Qty. 
(Kg.) 
[AQ] 

Price 
(Rs) 
[AP] 

Amount 
(Rs) 

[AQ×AP] 

A 50 24 1,200 40 30 1,200 960 

B 50 30 1,500 70 40 2,800 2,100 

Total 100  2,700 110  4,000 3,060 

Computation of Variances 
Material Cost Variance = Standard cost – Actual Cost 

                                                     = SQ×SP – AQ × AP 

                (A)                                = Rs 1,200 – Rs 1,200 

                                                     = Rs0 

                (B)                                = Rs 1,500 – RS 2,800 

                                                     = Rs 1,300(A) 

             Total                               = Rs0+Rs 1,300(A) 

                                                     =Rs 1,300(A) 

Material Price Variance= Standard Cost of Actual Quantity – Actual Cost 

                                                      = AQ×SP- AQ×AP 

                                                                 Or 

                                                      = AQ × (SP-AP) 

                (A)                                = 40Kg. × (Rs24.00 – Rs30.00) 

= Rs 240 (A) 
               (B)                                  = 70Kg. × (Rs 30.00 – Rs 40.00) 

                                                      = Rs 700 (A) 

             Total                                = Rs 240 (A) + Rs 700 (A) 

 = Rs 940 (A) 

Material Usage Variance = Standard Cost of Standard Quantity for Actual   Output – 
Standard Cost of Actual Quantity 

                                                              = SQ×SP - AQ×SP 

                                                                           Or 

                                                              = SP× (SQ-AQ) 

                       (A)                                  = Rs 24 × (50 Kg. – 40 Kg.) 

                                                              = Rs240 (F) 

                       (B)                                  = Rs 30 × (50 kg. – 70 kg.) 

                                                              = Rs 600 (A) 
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                     Total                                = Rs 240 (F) + Rs 600 (A) 

                                                              = Rs 360 (A) 

Material Mix Variance = Total Actual Quantity (units) × (Average Standard Price per unit 
of Standard Mix – Average Standard Price per unit of Actual Mix) 

                                                    = 110Kg. × (Rs 2,700/100 Kg. – Rs 3,060/110 Kg.) 

                                                    = Rs 90 (A) 
Material Yield Variance= Average Standard Price per unit of Standard Mix × [Total 
Standard Quantity (units) – Total Actual Quantity (units)] 
                                                     = (Rs2, 700 / 100 Kg.) × (100 Kg. – 110 Kg.) 

                                                     = Rs 270 (A)   (Given) 

Standard Output                       = Standard Input – Standard Loss 

                                                     = 100 kg. – 10 kg. 

                                                     = 90 kg. 

Actual Output                            = 90 Kg. 

 
 
 
 
 
 
Service Sector Costing: 
(3) Expert Roadways Services Pvt. Ltd. is planning to run a fleet of 15 buses in 
Kathmandu City on a fixed route. Company has estimated a total of 25‟185‟000 
passenger kilometers per annum. It is estimated buses to have 100% load factor. Buses 
are purchased at a price of Rs 4‟400‟000 per unit whose scrap value at the end of 5 
years life is Rs 550,000. Seating capacity of a bus excluding a Driver‟s seat is 42. Each 
bus can give a mileage of 5 kmpl. Average cost of fuel is Rs 66 per liter. Cost of 
Lubricants & Sundries per 1,000 km would be Rs 3,300. Company will pay Rs 27,500 
per month to Driver and two attendants for each bus.  
Other annual charges per bus: Insurance Rs 55,000, Garage Charges Rs 33,000, 
Repairs & Maintenance Rs 55,000. Route permit Charges up to 20,000 km is Rs 5,500 & 
Rs 2,200 for every additional 5,000 km or part thereof. 
Required: 
(i) Calculate a suggested fare per passenger/Km taking into account markup on cost 
@20% to cover general overheads and sufficient profit. 
(ii) The Transport Sector of Kathmandu is highly regulated. The Government has fixed 
the fare @ Rs 1.35 for next 2 years. COMMENT on the two year‟s profitability taking into 
consideration the inflation rate of 8%. 
     Note: Route permit charge is not subject to inflation. 
Solution: 

(i) Statement suggesting Fare per passenger – km (Each Bus) 
Particulars 

 
Cost per annum 

(Rs) 

Fixed Expenses:  

Insurance 55,000.00 

Garage Charges 33,000.00 
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Depreciation 7,70,000.00 

Running Expenses:  

Repair and Maintenance 55,000.00 

Cost of Lubricants and Sundries 1,38,517.50 

               Fuel Cost 5,54,070.00 

               Salary of Driver and Two Attendants 3,30,000.00 

               Route Permit Charges 16,500.00 

Total Cost per annum 19,52,087.50 

Add: Markup @ 20 % of total cost or 16.67% of total Revenue 3,90,417.50 

Total Revenue 23,42,505.00 

Rate per passenger – km equals to Rs 1.395 

Workings: 

Total Passenger Kms              = 25,185,000 

Total Buses                               = 15 

Passenger Kms per bus           = 1,679,000(25,185,000 Kms/ 15) 

Total Passenger Capacity per bus = 42-2 

                                                            = 40 

Annual Distance Covered by a bus= 41,975 kms (1,679,000kms/40) 
(ii) Regulated Fare per Passenger km is Rs 1.35 

Profitability Statement for Each Bus 
Particulars  Year 1 (Rs) Year 2 (Rs) 

Fixed Expenses:   

Insurance 59,400.00 64,152.00 

Garage Charges 35,640.00 38,491.20 

Depreciation 7,70,000.00 7,70,000.00 

Running Expenses:   

Repair and Maintenance 59,400.00 64,152.00 

Cost of Lubricants and Sundries 1,49,598.90 1,61,566.81 

Fuel Cost 5,98,395.60 6,46,267.25 

Salary of Driver and Two Attendants 3,56,400.00 3,84,912.00 

Route Permit Charges 16,500.00 16,500.00 

Total Cost                                                        [A] 20,45,334.50 21,46,041.26 

Total Revenue(Regulated                             [B] 22,66,650.00 22,66,650.00 

Profit                                                          [B]-[A] 2,21,315.50 1,20,608.74 

Profit to Total Revenue 9.76% 5.32% 

 
The gross margin showing a downward trend because the cost components have taken 
into the effect of inflation hence increasing year by year but the total revenue has 
remained stagnant due to government regulation which resulted in reduction in gross 
margin per bus. 
The Company‟s gross margin to total revenue ratio has come out to be 9.76% and 
5.32% in first and second year respectively but initially the company‟s desired gross 
margin to total revenue ratio is 16.67% to cover general overheads and sufficient profit. 
Through the amount of general overheads is not given but we can safely assume that 
they may also subject to inflation i.e. increase year by year then in such case the 
company needs to maintain or increase its gross margin per bus to maintain its net profit 
after general overheads which is not possible in regulated environment. The information 
about regulated fare in the given case is regarding first two year only but if this regulated 
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fare scenario persists for further years then the project may not be viable for the 
company. 
 
 
 
 
 
Transfer Pricing: 
(4) Standard Corporation Inc. (SCI) is a US based multinational company engaged in 
manufacturing and marketing of Printers and Scanners. It has subsidiaries spreading 
across the world which either manufactures or sales Printers and scanners using the 
brand name of SCI. 
The Nepal subsidiary of the SCI buys an important component for the printers and 
Scanners from the Chinese subsidiary of the same MNC group. The Nepal subsidiary 
buys 150,000 units of components per annum from the Chinese subsidiary at CNY (¥) 
30 per unit and pays a total custom duty of 29.5% of value of the components 
purchased. 
A Japanese MNC which manufactures the same component which is used in the Printer 
and Scanners of SCI, has a manufacturing unit in Nepal and is ready to supply the same 
component to the Nepal subsidiary of SCI at Rs320 per unit. 
The SCI is examining the proposal of the Japanese manufacture and asked its Chinese 
subsidiary to presents its views on this issue. The Chinese subsidiary of the SCI has 
informed that it will be able to sell 120,000 units of the components to the local Chinese 
manufactures at the same price i.e. ¥ 30 per unit but it will incur an excise duty @ 10% 
on sales Value. Variable cost per unit of manufacturing the Components is ¥ 20 per unit. 
The Fixed Costs of the subsidiaries will remain unchanged. 
The Corporation tax rates and currency exchange rates are as follows: 

                     Corporation Tax rates    Currency Exchange Rates 

China 25% 1 US Dollar ($)= Rs61.50 

Nepal 34% 1 US Dollar ($)= ¥ 6.25 

USA 40% 1 CNY (¥)         = Rs 9.80 

Required: 
(i) Prepare a financial appraisal for the impact of the proposal by the Japanese 
manufacturer to supply components for Printers and Scanners to Nepal subsidiary of 
SCI. [Present your solution in Nepal Currency and its equivalent.] 
(ii) Identify other issues that would be considered by the SCI in relation to this proposal. 
(Note: While doing this problem use the only information provided in the question itself 
and Ignore the actual taxation rules or treaties prevails in the above mentioned 
countries) 
Solution: 
(i) Impact of the proposal by the Japanese Manufacture to Supply Components for 
Printers and Scanners to the Nepal Subsidiary of the SCI. 
On Nepal Subsidiary of SCI 

Particulars Amount (RS) 

Cost of Purchase from the Chinese Manufacturer:   

Invoiced Amount {(1,50,000 units × ¥30) × Rs9.80] 4,41,00,000 

Add: Total Custom Duty (Rs 44,100,000 × 29.5%) 1,30,09,500 

Total Cost of Purchase from the Chinese Manufacturer      (A) 5,71,09,500 

Cost of Purchase from Japanese Manufacturer in Nepal:  

Invoice Amount (1,50,000 units × Rs320) 4,80,00,000 

www.auditnca.com

www.auditnca.com


 

Page | 148  

 

Total Cost of Purchase from Japanese Manufacturer in Nepal (B) 4,80,00,000 

Savings on Purchase Cost Before Corporate Taxes               (A)-(B)   91,09,500 

Less: Corporate Tax @34% 30,97,230 

Savings after Corporate Taxes 60,12,270 

 
On Chinese Subsidiary of SCI 

Particulars  Amount 

Loss of Contribution  
[{( 1,50,000-1,20,000 units)×¥ (30-20)} × Rs 9.80) 

29,40,000 

Add: Excise Duty on Local Sale – Chinese Manufacturer  
[{(1,20,000 units × ¥30) × 10%} × Rs9.80] 

35,28,000 

Total Loss Before Corporate Taxes  64,68,000 

Less: Tax Savings on the Losses (Rs 6,468,000 × 25%) 16,17,000 

Net Loss after Corporate taxes  48,51,000 

 
On SCI Group  
 

Particulars Amount (Rs) 

Saving from Nepal Subsidiary  60,12,270 

Loss from Chinese Subsidiary  48,17,000 

Net Benefit to SCI Group 11,61,270 

 
From the above analysis it can be seen that the proposal from the Japanese 
Manufacturer in Nepal in beneficial for the SCI as it give a net benefit of Rs 1,161,270. 
(ii) The SCI need to consider various other issues before reaching at a final decision of 
accepting the proposal of the Japanese Manufacturer in Nepal. The few suggestive 
issues that should be considered are as follows: 

- The longevity of the proposal of the Japanese manufacturer: whether Japanese 

manufacturer will supply the components in the future also. For this purpose a long 

term agreement between the Nepal Subsidiary of SCI and Japanese manufacturer in 

Nepal needs to be entered. 

- Certainty of the fiscal policy in Nepal: The Japanese manufacturer will not be able to 

supply the component at the present price if the fiscal policy of Nepal will change in the 

future. 

- Repatriation of profit earned in Nepal: Though the Nepal subsidiary is making profit but 

it depends on the Government policy on the repatriation of profit from Nepal to USA. 

- Operating Conditions in China: The SCI has to make sure that the Chinese subsidiary is 

operating profitability and able to use the spare capacity in the future as well. 

- The fiscal policy in China: If the Government: If the Government of china liberalize its 

fiscal policies in china in future then the manufacturing cost will be cheaper than the 

today’s cost. 

 

Apart from above suggestive points the foreign relations and other tax treaties and 

accords should also be kept into consideration. 

Break-even point – Production in Batches: 
(5) Electro Life Ltd. is a leading Home Appliances manufacturer. The company uses just-
in-time manufacturing process, thereby having no inventory. Manufacturing is done in 
batch size of 100 units which cannot be altered without significant cost implications. 
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Although the products are manufactured in batches of 100 units, they are sold as single 
units at the market price. Due to fierce competition in the market, the company is forced 
to follow market price of each product. The following table provides the financial results 
of its four unique products. 

 Alpha Beta Gamma Theta Total 

Sales(units) 2,00,000 2,60,000 1,60,000 3,00,000  

 (Rs) (Rs) (Rs) (Rs) (Rs) 

Revenue 2,60,000 45,20,000 42,40,000 32,00,000 145,60,000 

Less: 
Material 
Cost 

6,00,000 18,20,000 18,80,000 10,00,000 53,00,000 

Less: 

Labour Cost  
8,00,000 20,80,000 12,80,000 12,00,000 53,60,000 

Less: 
Overheads 

8,00,000 7,80,000 3,20,000 12,00,000 31,00,000 

Profit/(Loss) 4,00,000 (1,60,000) 7,60,000 (2,00,000) 8,00,000 

 
Since, company is concerned about loss in manufacturing and selling of two products 
so, it has approached you to clear picture on its product and costs. You have conducted 
a detailed investigation whose findings are below: 
The overhead absorption rate of Rs 2 per machine hour has been used to allocate 
overheads into the above product costs. Further analysis of the overhead cost shows 
that some of it is caused by the number of machine hours used, some is caused by the 
number of batches produced and some are product specific fixed overheads that would 
be avoided if the product were discontinued. Other general fixed overhead cost would be 
avoided only by the closure of the factory. Numeric details are summarized below: 

                           Rs                                                Rs 

Machine hour related                                                                                       620,000 

Batch related                                                                                                       460,000 

Product specific fixed overhead: 

Alpha                                                                   1,000,000 

Beta                                                                        100,000 

Gamma                                                                 200,000 

Theta                                                                     100,000                                  1,400,000  

General fixed overheads                                                                                        620,000 

                                                                                                                                 
3,100,000 
The other information is as follows:- 
                                                    Alpha                      Beta                  Gamma             Theta             
Total 

Machine Hours 4,00,000 3,90,000 1,60,000 6,00,000 15,50,000 

Labour Hours  1,00,000 2,60,000 1,60,000 1,50,000 6,70,000 

 
(i)You are required to prepare a profitability statement that is more useful for decision 
making than the profit statement prepared by Electro Life Ltd. 
(ii) Calculate the break even volume in batches and also in approximate units for Product 
„Alpha‟. 
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Solution: 
Products (Amount in Rs) 

                                                   Alpha                   Beta                  Gamma                 Theta                   
Total 

Sales  26,00,000 45,20,000 42,40,000 32,00,000 1,45,60,000 

Direct Materials 6,00,000 18,20,000 18,80,000 10,00,000 53,00,000 

Direct Wages 8,00,000 20,80,000 12,80,000 12,00,000 53,60,000 

Overhead(W.N.2)      

Machine Related 1,60,000 1,56,000 64,000 2,40,000 6,20,000 

Batch Related 1,00,000 1,30,000 80,000 1,50,000 4,60,000 

contribution 9,40,000 3,34,000 9,36,000 6,10,000 28,20,000 

Product Specific  
Fixed Overheads  

10,00,000 1,00,000 2,00,000 1,00,000 14,00,000 

Gross profit (60,000) 2,34,000 7,36,000 5,10,000 14,20,000 

General Fixed Overheads  6,20,000 

Profit  8,00,000 

 

(ii) Break-even Point 

      Total Sale Value of Product „Alpha‟             = Rs 2,600,000 

   Total Contribution of Product „Alpha‟        = Rs 940,000 

 Specific Fixed Overheads (Product Alpha) = Rs 1,000,000 

Break-even Sales (Rs) = Specific Fixed Cost/ Total contribution × Total Sales Value 

                                       = Rs 1,000,000 / Rs 940,000 × Rs 26,00,000 

                                       = Rs 2,765,957.45 

Break-Even Sales (units) = Rs 2,765,957.45 / Rs13.00 

                                            = Rs 212,766 units 

However, production must be done in batches of 100 units. Therefore 2,128 batches are 
required for break even. Due to the Production in batches, 34 units (2,128 batches x 100 
units – 212,766 units) would be produced extra. These 34 units would add extra cost Rs 
282.20 (34 units x Rs 8.3*). Accordingly, break- even units as calculated above will 
increase by 22 units (Rs 282.20/Rs13.00). 

(*) (Rs 6,00,000 + Rs 8,00,000 + Rs 1,60,000 + Rs 1,00,000 / 2,00,000 units) 

Break- even units of product „Alpha‟ is 212,788 units (2,12,766 units + 22 units). 

Workings: 
W.N.-1 

Calculation Showing Overhead Rates 
Overhead‟s Related 

Factors 
Overhead  
Cost (Rs) 

 [a] 

Total No. of 
Units of Factors  

[b] 

Overhead Rate 
(Rs) 

[a]/[b] 

Machining Hour 6,20,000 1,550,000 hrs. 0.40 

Batch Production 4,60,000 9,200 batches 50.00 

 
W.N.-2 

Statement Showing- Overhead Costs related to product 
Particulars Alpha Beta Gamma Theta 

Machining hrs. Rs 1,60,000 Rs1,56,000 Rs64,000 (1,60,000 Rs2,40,000 

www.auditnca.com

www.auditnca.com


 

Page | 151  

 

Related overheads  (4,00,000 hrs x 
Rs0.40) 

(3,90,000 hrs x 
Rs0.40) 

hrs x Rs0.40) (6,00,000 hrs x 
Rs0.40) 

Batch related overheads Rs1,00,000 
(2,000 batches x 

Rs50) 

Rs1,30,000 
(2,600 batches x 

Rs50) 

Rs80,000 
(1,600 batches x 

Rs50) 

Rs1,50,000 
(3,000 batches x 

Rs50) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Standard Costing – Reconciliation of Budgeted and Actual Profit: 
(6) Osaka Manufacturing Co. (OMC) is a leading consumer goods company. The 
budgeted and actual data of OMC for the year 2013-14 are as follows:- 

Particulars Budget Actual Variance 

Sales/Production (units) 2,00,000 1,65,000 (35,000) 

Sales (Rs) 21,00,000 16,92,000 (4,07,100) 

Less: Variable Costs (Rs) 12,66,000 10,74,150 1,91,850 

Less: Fixed Costs (Rs) 3,15,000 3,30,000 (15,000) 

Profit 5,19,000 2,88,750 (2,30,250) 

 

The budgeted data shown in the table is based on the assumption that total market size 
would be 400,000 units but it turned out to be 3,75,000 units. Prepare a statement 
showing reconciliation of budget profit to actual profit through marginal costing approach 
for the year 2013-14 in as much detail as possible. 

Solution: 
Particulars (Rs) 

Budgeted Profit 5,19,000 

Less: Sales Volume Contribution Planning Variance (Adverse) 52,125 

Less:Sales Volume Contribution Operational Variance (Adverse) 93,825 

Less: Sales Price variance (Adverse) 39,600 

Less: Variable Cost variance (Adverse) 29,700 

Less: Fixed Cost Variance (Adverse) 15,000 

Actual Profit 2,88,750 

 
Workings 
Basic Workings 
Budgeted Market Share (In %)        = 200,000/400,000 units = 50% 
Actual Market Share (In %)              = 165,000 / 375,000 units = 44% 
Budgeted Contribution                     = Rs 2,100,000 – Rs 1,266,000 = Rs 834,000 
Average Budgeted Contribution (per unit ) = Rs 8,34,000 / Rs2,00,000 = Rs4.17 
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Budgeted Sales Price Per unit                         = Rs 2,100,000 / Rs 200,000 = Rs10.50 
Actual Sales Price Per unit                               = Rs 1,692,900 / Rs 165,000 = Rs10.26 
Standard Variable Cost per unit                      = Rs 1,266,000 / Rs 200,000 = Rs6.33 
Actual Variable Cost per unit                           = Rs 1,074,150 / Rs 165,000   = Rs6.51 
Calculation of Variances 
Sales variance……….. 
Volume Contribution Planning*      = Budgeted Market Share% x (Actual Industry         
Sales Quantity in units – Budgeted Industry Sales Quantity in units) x (Average 
Budgeted Contribution perunit) 
     = 50% x (375,000 units – 400,000 units) x Rs4.17 
= 52,125(A) 
(*) Market Size Variance 
Volume Contribution Operational** = (Actual Market Share% - Budgeted Market 
Share%) x (Actual Industry Sales Quantity in units) x (Average Budgeted Contribution 
per unit)  
                                                                  = (44% - 50%) x 375,000 units x Rs4.17 
                                                                  = 93,825 (A) 
(**) Market Share Variance 
Price                                                         = Actual Sales – Standard Sales 
                                                                  = Actual sales Quantity x (Actual Price –       
                                                                       Budgeted price)          
                                                                  = 165,000 units x (Rs10.26 – Rs10.50)  
                                                                  = 39,600 (A) 
Variable Cost variances………. 
Cost                                                          = Standard Cost for Production – Actual Cost 
                                                                  = Actual Production x (Standard Cost per unit 
                                                                    - Actual Cost per unit) 
                                                                  = 165,000 units x (Rs6.33 – Rs6.51)  
                                                                  = Rs 29,700(A) 
Fixed Cost Variances………… 
Expenditure                                            = Budgeted Fixed Cost – Actual Fixed Cost 
                                                                  = Rs 315,000 – Rs 330,000 = Rs 15,000 (A) 
 
 
 
 
 
 
Critical Path Analysis – Missing Figures and Network: 
(7) The number of days of total float (TF), earliest start time (EST) and duration in days 
are given for some of the following activities. 

Activity TF EST Duration 

1-2 0 0 ??? 

1-3 2 ??? ??? 

1-4 5 ??? ??? 

2-4 0 4 ??? 

2-5 1 ??? 5 

3-6 2 12 ??? 

4-6 0 12 ??? 

5-7 1 ??? ??? 

6-7 ??? 23 ??? 

www.auditnca.com

www.auditnca.com


 

Page | 153  

 

6-8 2 ??? ??? 

7-8 0 23 ??? 

8-9 ??? 30 6 

 
(i) Find??? Figures. 
(ii) Draw the Network 
(iii) List the Paths with their corresponding durations and State when the project can be 
completed. 
Solution: 

Activity Duration EST EFT LST LFT Total 
Float 

Dij Ei Ei + Dij Lj - Dij Lj LST - EST 

1-2 4 0 4 0 4 0 

1-3 12 0 12 2 14 2 

1-4 7 0 7 5 12 5 

2-4 8 4 12 4 12 0 

2-5 5 4 9 5 10 1 

3-6 9 12 21 14 23 2 

4-6 11 12 23 12 23 0 

5-7 13 9 22 10 23 1 

6-7 0 23 23 23 23 0 

6-8 5 23 28 25 30 2 

7-8 7 23 30 23 30 0 

8-9 6 30 36 30 36 0 

 
(ii) Draw the network on your own 
 The critical path would be 1-2-4-6-7-8-9 
 
(iii) Path with their corresponding durations 
       The Various Paths in the Network are: 
       1-2-4-6-7-8-9 with Duration 36 Days 
       1-2-5-7-8-9 with Duration 35 Days 
       1-3-6-7-8-9 with Duration 34 Days  
       1-2-4-6-8-9 with Duration 34 Days 
       1-3-6-8-9 with Duration 32 Days  
       1-4-6-7-8-9 with Duration 31 Days 
       1-4-6-8-9 with Duration 29 Days 
       The Critical Path is 1-2-4-6-7-8-9 with Duration 36 Days. 
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Simulation: 
(8) An Investment Corporation wants to study the investment projects based on four 
factors: market demand in units, contribution per unit, advertising cost and the 
investment required. These factors are felt to be independent of each other. In analyzing 
a new consumer product, the corporation estimates the following probability 
distributions: 

Demand (units) Contribution per unit Advertising Cost 

No. Probability Rs Probability Rs Probability 

10,000 0.20 25 0.25 50,000 0.22 

20,000 0.25 25 0.30 60,000 0.33 

30,000 0.30 45 0.35 70,000 0.44 

40,000 0.25 55 0.10 80,000 0.01 

The data for proposed investments are as follows: 

Investment (RS) 50,00,000 55,00,000 60,00,000 65,00,000 

Probability 0.10 0.30 0.45 0.15 

 

Using simulation process, repeat the trials 5 times, compute the Return on Investment 
(ROI) for each trial and find the highest likely return. 

Using the sequence (First 4 random numbers for the first trial, etc) 
O9 24 85 07 84 38 16 48 41 73 54 57 92 07 99  
64 65 04 78 73 
Solution: 

Allocation of Random Numbers  

Demand (units) 

Units Probability Cumulative Probability Random Nos. 

10,000 0.20 0.20 00-19 

20,000 0.25 0.45 20-44 

30,000 0.30 0.75 45-74 

40,000 0.25 1.00 75-99 

 

Contribution per unit 

Rs Probability Cumulative Probability Random Nos. 

25 0.25 0.25 00-24 

35 0.30 0.55 25-54 

45 0.35 0.90 55-89 

55 0.10 1.00 90-99 

 
 

Advertising Cost 
Rs Probability Cumulative Probability Random Nos. 

50,000 0.22 0.22 00-21 

60,000 0.33 0.55 22-54 
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70,000 0.44 0.99 55-98 

80,000 0.01 1.00 99-99 

 
Investment 
Rs Probability  Cumulative Probability  Random Nos. 

50,00,000 0.10 0.10 00-09 

55,00,000 0.30 0.40 10-39 

60,00,000 0.45 0.85 40-84 

65,00,000 0.15 1.00 85-99 

 
Simulation table 

Random 
Number 

Demand 
Units 

Contribution 
Per unit 

(Rs) 

Adv. 
Cost 
(Rs) 

Return 
 

(Rs) 

Investment 
 

(Rs) 

Return on 
Investment 

09,24,85,07 10,000 25 70,000 1,80,000 50,00,000 3.60% 

84,38,16,48 40,000 35 50,000 13,50,000 60,00,000 22.50% 

41,73,54,57 20,000 45 60,000 8,40,000 60,00,000 14.00% 

92,07,99,64 40,000 25 80,000 9,20,000 60,00,000 15.33% 

65,04,78,72 30,000 25 70,000 6,80,000 60,00,000 11.33% 

 
Highest Likely Return is 22.50% relating to trial 2 
 
 
 
 
 
 
 
 
 
 
 
Learning curve: 
(9) City international Co. is a multiproduct firm and operates standard costing and 
budgetary control system. During the month of June firm launched a new product. An 
extract from performance report prepared by Sr. Accountant is as follows: 

Particulars Budget Actual 

Output 30 units 25 units 

Direct Labour Hours 180.74 hrs. 118.08 hrs. 

Direct Labour Cost Rs1,19,288 Rs79,704 

 
Sr. Accountant prepared performance report for new product on certain assumptions but 
later on he realized that this new product has similarities with other existing product of 
the company. Accordingly, the rate of learning should be 80% and that the learning 
would cease after 15 units. Other budget assumptions for the new product remain valid. 
The original budget figures are based on the assumption that the labour has learning 
rate of 90% and learning will cease after 20 units, and there after the time per unit will be 
the same as the time of the final unit during the learning period, i.e. the 20th unit . The 
time taken for 1st unit is 10 hours. 
Show the variances that reconcile the actual labour figures with revised budgeted figures 
in as such detail as possible. 
Note: 
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The learning index values for a 90% and a 80% learning curve are -0.152 and -0.322 
respectively. 
[log 2 = 0.3010, log 3 = 0.47712, log 5 = 0.69897, log 7 = 0.8451, antilog of 0.6213 = 
4.181, antilog of 0.63096 = 4.275] 
Solution: 
Working Note 
The usual learning curve model is 
                               y = ax b 
Where 
         y = Average time per unit for x units 
         a = Times required for first unit 
        x = Cumulative number of units produced 
         b = Learning coefficient 
 
 
 
W.N.1 
Time required for first 15 units based on revised learning curve of 80% (when the 
time required for the first unit is 10 hours) 
y = 10 x (15) - 0.322 

log y = log 10 – 0.322 x log 15 

log y = log 10 – 0.322 x log (5x3) 

log y = log 10 – 0.322 x [ log 5 + log 3] 

log y = 1 – 0.322 x [ 0.69897 + 0.47712] 

log y = 0.6213 

                                     y = antilog of 0.6213 
                                     y = 4.181 hours 
Total time for 15 units = 15 units x 4.181 hours 
                                         = 62.72 hours 
Time required for first 14 units based on revised learning curve of 80% (when the 
time required for the first units is 10 hours) 
                                        y = 10 x (14)-0.322 
log y = log 10 – o.322 x log 14 

log y = log 10 – 0.322 x log (2x7) 

log y = log 10 – 0.322 x [ log 2 + log 7] 

log y = 1 – 0.322 x [0.3010 + 0.8451] 

log y = 0.63096 

                                         y = antilog of 0.63096 
                                         y = 4.275 hrs 
Total time for 14 units    = 14 units x 4.275 hrs 
                                            = 59.85 hrs 
Time required for first 25 units based on revised learning curve of 80% (when the 
time required for the first unit is 10 hours) 
Total time for first 15 units = 62.72 hrs 
Total time for next 10 units = 28.70 hrs [(62.72 – 59.85) hours x 10 units] 
Total time for 25 units          = 62.72 hrs + 28.70 hrs 
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                                                  = 91.42 hrs 
W.N.2 
Computation of Standard and Actual 
Standard rate                          = Rs 119,288/180.74 hrs. 
                                                  = Rs 660.00 per hr. 
Actual Rate                            = Rs 79,704/118.08 hrs. 
                                                  = Rs 675.00 per hr. 
W.N.3 
Computation of Variances 
Labour Rate Variances          = Actual Hrs x (Std. Rate – Actual Rate) 
                                                  = 118.08 hrs x (Rs 660.00 – Rs 675.00)= Rs1,771.20(A) 
Labour Efficiency Variance   = Std. Rate x (Std. Hrs – Actual Hrs) 
= Rs 660 x (91.42 hrs – 118.08 hrs) 
                                                   = Rs 17,595.60 (A) 

Statement of Reconciliation (Actual Figures Vs Budgeted Figures) 
Particulars Rs 

Actual Cost 79,704.00 

Less: Labour Rate Variance (Adverse) 1,771.20 

Less: Labour Efficiency Variance (Adverse) 17,595.60 

Budgeted Labour Cost (Revised)* 60,337.20 

 
Budgeted Labour Cost (Revised)*        
                                                            = Std. Hrs X Std.Rate 
                                                            = 91.42 hrs x Rs660 
                                                            = Rs 60,337.20 
 
 
 
 
 
 
 
Cost Classification: 
(10) Identify the type of cost along with reasons. 
(i) An advertising program has been set and management has signed the non negotiable 
contract for a year with an agency. Under the terms of contract, agency will create 5 
advertisements within the contract duration for the company and company will pay Rs 
1,200,000 for each advertisement. 
(ii) A manager has to decide to run a fully automated operation that produces 100,000 
widgets per year at accost of Rs1,200,000, or of using direct labour to manually produce 
the same number of widgets for Rs1,400,000. 
(iii) A Company had paid Rs 500,000 a Marketing Research company to find expected 
demand of the newly developed product of the company. 
(iv) A company has invested Rs25 lacs in a project. Company could have earned Rs2 
lacs by investing the amount in Government securities. 
(v) A Oil Refining Co. has paid a salary of Rs 2,000,000 to the chairman for a particular 
year. The Company has sold 25 MT of Oil in that particular year. 
(vi)  Accountant of a cloth factory paid Rs 25,000 for water that has been used for 
washing clothes before they go for final drying process. 

Solution: 
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Cost Classification 

(i) Committed Cost  

    Reason: Company cannot negotiate the price of advertisement in future and it has to 
make payment as soon as advertisement is prepared. 

(ii) Differential Cost  

     Reason: In case of decision making among two alternatives, every manager has to 
compare the difference in cost involved. 

(iii) Sunk Cost  

 Reason: Research expense has already been incurred and it will not affect any decision 
making in future. 

(iv)  Opportunity Cost 

Reason: Income from government securities is the amount that company has forgone to 
earn income from its investment in the project. 

(v) Period Cost 

      Reason: Salary of chairman is paid irrespective of productivity of the company. 
(vi) Direct Cost 
  Reason: Amount paid for water can be directly attributed to the cost of finished product 
that is clothes. 
 (11) write a short note on- 
        (i) Predatory Pricing 
        (ii) Shadow Price  
        (iii) Key Factor 
        (iv) Assumptions of Cost Volume Profit Analysis 
Solution: 

(i) Predatory Pricing 

 Predatory Pricing occurs when a firm with significant market power sets prices at a 
sufficiently low level with purpose of damaging or forcing a competitor to withdraw from 
the market. It may involve dumping, i.e. selling a product in a foreign market at below 
cost, or below the domestic market price subject to, for example, adjustments for 
taxation differences, transportation costs, specification differences). 

(ii) Shadow Price 

 Increase in value which would be created by having available one additional unit of a 
limiting resource at its original cost. This represents the opportunity cost of not having 
the use of the one extra unit. 

(iii) Key Factor 

Key factor or limiting factor represents a resource whose availability is less than its 
requirement. It is a factor which at a particular time or over a period limits the activities of 
a firm. It is also called critical factor (since it is vital or critical to the firm‟s success) and 
budget factor (since budgets are formulated by reference to such limitations). 
Some examples of key factor are (I) Shortage of raw material (ii) Labour shortage (iii) 
Plant capacity (iv) Sales expectancy (v) Cash availability etc. 
In case of key factor situation the procedure for decision making is as under: 

(i) Identify the key factor, 
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(ii) Compute total contribution or contribution per unit of the product. 
(iii) Compute contribution per unit of the key factor i.e contribution per hour, contribution 

per kg of raw material, 
(iv) Rank the products based on contribution per unit of key factor, 
(v) Allocate the key resources based on ranks given above. 

IV) Assumptions of Cost Volume Profit Analysis 

The assumptions of Cost-volume-profit analysis are as follows: 

(i) All variables remain constant per unit. 
(ii) A single product or constant sales mix. 
(iii) Fixed costs do not change 
(iv) Profits are calculated on variable costs basis. 
(v) Total costs & total revenues are linear functions of output. 
(vi) The analysis applies to relevant range only. 
(vii) Costs can be accurately divided into fixed and variable components. 
(viii) The analysis applies only to short term horizon. 

 
Linear Programming 
12 (a) Formulate the dual for the following linear program: 
          Maximize 100x1+ 90x2 + 40x3 + 60x4 
Subject to 6x1 + 4x2 + 8x3 + 4x4 ≤ 140 
                         10x1 + 10x2 + 2x3 + 6x4 ≤ 120 
                         10x1 + 12x2 + 6x3 + 2x4 ≤ 50 
x1, x2, x3, x4 ≥ 0 
(Only formulation is required. please do not solve.)  
Solution: 
Dual: 
                 Minimize   140y1 + 120y2 + 50y3 
Subject to             6y1 + 10y2 + 10y3  ≥ 100 
                                                4y1 + 10y2 + 12y3 ≥ 90 
     8y1 + 2y2 + 6y3 ≥ 40 
      4y1 + 6y2 + 2y3 ≥ 60 
             y1, y2, y3, y4 ≥ 0 
 
 
 
 
 
 
 
 
 
 
 
 
 
12 (b) Three grades of coal A, B and C contains phosphorous and ash as impurities. In a 
particular industrial process, fuel up to 100 ton (maximum) is required whichcould 
contain ash not more than 3% and phosphorous not more than .03%. It is desired to 
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maximize the profit while satisfying these conditions. There is an unlimited supply of 
each grade. The percentage of impurities and the profits of each grade are as follows: 

Coal Phosphorus (%) Ash (%) Profit in Rs. (per ton) 

A 
B 
c 

.02 

.04 

.03 

3.0 
2.0 
5.0 

12.00 
15.00 
14.00 

 
You are required to formulate the Linear-programming (LP) model. 
Solution: 
Let x1, x2 and x3 respectively be the amounts in tons of grades A, B and C used. The 
constraints are  
(i) Phosphorous content must not exceed 0.03% 
                           .02x1 + .04x2 + 0.03x3 ≤ .03 (x1 + x2 + x3) 
                                     2x1 + 4x2 + 3x3 ≤ 3 (x1 + x2 + x3) or – x1 + x2 ≤ 0 
(ii) Ash content must not exceed 3% 
3x1 + 2x2 +5x3 ≤ 3(x1+x2+x3) or –x2 +2x3 ≤ 0 
(iii) Total quantity of fuel required is not more than 100 tons.  X1+X2 +X3 ≤ 100 
       The Mathematical formulation of the problem is  
        Maximize                                                   Z=12 X1 +15 X2 +14 X3 
Subject to the constraints: 
       -X1 + X2 ≤ 0 
     -X2 + X3 ≤ 0 
X1+ X2 + X3≤ 100 
                                                        X1,X2 , X3> 0 
 
 
 
 
 
 
 
Assignment Problems 
(13) A production manager wants to assign one of the five new methods to each of the 
four operations. The following table summarizes the weekly output in units: 
Operator  Weekly Output 

M1 M2 M3 M4 M5 

A 
B 
C 
D 

4 
5 
9 
6 

6 
8 

13 
6 

11 
16 
21 
9 

16 
19 
21 
11 

9 
9 

13 
7 

Cost per unit in Rs. 10, Selling Price per unit Rs. 35. Find the maximum profit per month. 
Solution: 
 
Operator 

Methods 

M1 M2 M3 M4 M5 

A 
B 
C 
D 

Dummy 

4 
6 
7 
0 
0 

2 
3 
3 
0 
0 

2 
0 
0 
2 
5 

0 
0 
3 
3 
8 

0 
3 
4 
0 
1 

 
Operators Methods Units 

Per week 
Units 

Per month 
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A 
B 
C 
D 

Dummy 

M5 
M4 
M3 
M2 
M1 

Total Output 

9 
19 
21 
6 
0 
55 

36 
76 
84 
24 
0 

220 

 
Total sales Revenue for the month @ Rs. 35 per unit               7,700 
Less: Total Production Cost for the month @ Rs. 10 per unit    (2,200) 
Maximum Profit                                                                                    
 5,500 
 
 
 
 
 
 
Transportation Problem 
(14) The Cost per unit of transporting goods from the factories X, Y, Z destination. A, B 
and C, and the quantities demanded and supplied are tabulated below. As the company 
is working out the optimum logistics, the Govt.; has announced a fall in oil prices. The 
revised units costs are exactly half the costs given in the table. You are required to 
evaluate the minimum transportation cost. 

Destinations 
Factories 

A B C Supply 

X 
Y 
Z 

Demand 

15 
21 
6 
10 

9 
12 
18 
10 

6 
6 
9 
10 

10 
10 
10 
30 

 
Solution: 
(a) The problem may be treated as an assignment problem. The solution will be the 
same even if prices are halved. Only at the last stage, calculate the minimum cost and 
divide it by 2 to account for all in oil prices. 
                     A             B             C 
X                  15            9              6 
Y                  21           12             6 
Z                    6            18             9 
   Subtracting Row minimum, we get  
                     A               B             C 
X                   9               3              0 
Y                  15              6              0 
Z                   0               12            3 
    Subtracting Column minimum 
0                  6                 0 
 
15                  3    0 
 
0                     8               3 
 
No of lines required to cut Zeros = 3 

  Cost/u Units Cost Revised 
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Cost being 50% 

Allocation: X→B 
Y→C 
Z→A 

9 
6 
6 

10 
10 
10 

90 
60 
60 
210 

45 
30 
30 
105 

       Minimum cost = 105 Rs. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Activity Based Costing 
(15) ABCD Co. Ltd. produces and sells four products, A, B, C and D. These products are 
similar and usually produced in production runs of 10 units and sold in a batch of 5 units. 
The production details of these products are as follows: 

Product A B C D 

Production (Units) 
Cost per unit: 
         Direct material (Rs.) 
         Direct labour (Rs.) 
Machine hour (per unit) 

100 
 

30 
25 
5 

110 
 

40 
30 
4 

120 
 

35 
30 
3 

150 
 

45 
40 
4 

 
The production overheads during the period are as follows: 

Particulars                                                                                                    Rs 

Factory works expenses                                                                      22,500 
Stores receiving costs                                                                            8,100 
Machine set up costs                                                                           12,200 
Cost relating to quality control                                                            4,600 
Material handling and dispatch                                                             9,600  Rs.57,000 

 

The cost drivers for these overheads are detailed below: 

Cost Cost Drivers 
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Factory works expenses 
Stores receiving costs 
Machine set up costs 
Cost relating to quality control 
Material handling and dispatch 

Machine hours 
Requisitions raised 
No. of production runs 
No. of production runs 
No. of orders executed 

 
The number of requisitions raised on the stores was 25 for each product and number of 
orders executed was 96, each order was in batch of 5 units. 
Required: 
(i) calculate total cost of each product assuming the absorption of overhead on machine 
hour basis; 
(ii) Calculate total cost of each product assuming the absorption of overhead by using 
activity based costing; and 
(iii) show the difference between (i) and (ii) and comment. 
 
 
 
Solution: 

(i) Statement of total Cost assuming absorption of overheads on Machine Hour 
Rate Basis 

Particulars A B C D 

Output (units) 
Direct Material (Rs.) 
Direct Labour (Rs.) 
Direct Labour-Machine hrs 
Overhead @ Rs.30/- per machine hr. 
Total Cost per unit (Rs.) 
Total Cost (Rs.) 

100 
30 
25 
5 

150 
205 

20,500 

110  
40 
30 
4 

120 
190 

20,900 

120 
35 
30 
3 

90 
155 

18,600 

150 
45 
40 
4 

120 
205 

30,750 

 
Overhead Rate = Total Overhead cost/Total MHrs. 
                            = Rs.57,000/1,900 
                            = Rs.30 per unit 
(ii) Overheads per unit of cost Drivers. 
      Factory works expenses = 22,500 / 1,900 = Rs. 11.84 
      Stores receiving cost = 8,100 / 100 = Rs.81 
      Machine set up costs = 12,200 / 48 = Rs.254.1 
      Costs relating to quality control = 4,600 / 48 = Rs.95.83 
      Material handling and dispatch = 9,600 / 96 = Rs.100 
Statement showing total cost of each product assuming Activity Based Costing 
Particulars A B C D 

Output (units) 
No. of production runs 
No. of stores requisition  
No. of sales orders  
Unit costs-Direct material (Rs.) 
Unit costs-Direct labour (Rs.) 
Unit costs-Factory works expenses 
(Rs.) 
Unit costs-stores receiving cost (Rs.) 
Unit costs-Machine set-up cost (Rs.) 
Unit costs-QC (Rs.) 
Unit costs-Material Handling (Rs.) 
Unit cost (Rs.) 

100 
10 
25 

      20 
30.00 
25.00 
59.20 
20.25 
25.42 
9.58 
20.00 
189.45 
18,945 

110 
11 
25 

      22 
40.00 
30.00 
47.36 
18.41 
25.42 
9.58 

20.00 
190.77 

20,984.7 

120 
12 
25 

      24 
35.00 
30.00 
35.52 
16.88 
25.42 
9.58 
20.00 
172.40 

20,688.00 

150 
15 
25 

       30 
45.00 
40.00 
47.36 
13.50 
25.42 
9.58 

20.00 
200.86 
30,129 
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Total cost (Rs.) 

 
 
 
(iii)    Statement showing Differences (in Rs.) 
Particulars A B C D 

Unit Cost MHR 
Unit Cost ABC 
Unit Cost-difference 
Total cost MHR 
Total cost ABC 
 

205 
189.45 

190 
190.77 

155 
172.40 

205 
200.86 

15.55 - 0.77 - 17.40 4.14 

20,500 
18,945 

20,900 
20,985 

18,600 
20,688 

30,750 
30,129 

 
The difference is that A consumes comparatively more of Machine hours. 
The use of activity based costing gives different product costs than what were arrived at 
by utilizing traditional costing. It can be argued that Product costs using ABC are more 
precise as overheads have been identified with specific activities. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Total Quality Management  
 (16) 7 Star Sports Co. (7SSC) is engaged in the manufacture of cricket bats. Following 
table shows the budgeted figures for the coming year: 

Particulars Rs per unit 

Selling Price 4,800 

Less: Components (1 set) 1,200 

          Assembling Costs 2,000 

          Delivery Cost 800 

Contribution 800 

 
Components like willow, rubber grip and handle bar in a set, are bought in and an 
assembling process carried out to transform them into a single bat. Market is intensely 
competitive where 7SSC currently holds 30% market share. Annual demand of these 
bats is 100,000 units. 
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On reviewing previous performance it is revealed that 3% of the bats supplied to 
customers were returned for free replacement because of faults. Defective components, 
which are initially bought in to assembling process, are held responsible for this. These 
returned bats cannot be repaired and have no scrap value. Supply of faulty bats to 
customers could be eliminated by implementing an inspection process immediately 
before the goods are delivered, This would improve customer perception thus resulting 
in an increase of 5% in current market share (making in all a total share of 35%). 
(i) Calculate the quality non-conformance cost for the coming year, based on the 
budgeted figures and sales return rate. 
(ii) Calculate the impact on profitability due to implementation of inspection process for 
the bats. 
Solution: 
(i) Calculation of Quality Non-Conformance Cost 

     Annual Sales                                                             = 100,000 x 30% 

                                                                                         = 30,000 units 

     Number of returned bats which are replaced free of cost = 30,000 units x 3/97 

                                                                                                            = 928 units 

     Cost of 928 units that are replaced free of charge = 928 x Rs 4,000 

                                                                                              = Rs 3,712,000         (A) 

     Contribution Lost (Market Share) due to faulty bats = Rs 3,504,000     (B) 

      So, Total Quality Non-Conformance Cost [(A) + (B)] = Rs 7,216,000 

 

 

 

 

Statement Showing Contribution Lost (Market Share) due to faulty bats 

Particulars      Rs‟000 

Sales (5,000 units x Rs 4,800) 24,000 

Less: Variable Cost [(Rs1,200 units + Rs2,000 + Rs800) x 5,000 units)] 20,000 

Less: Relevant Cost of faulty bats [155 units x (Rs2,000 + Rs1,200)] 496 

Contribution 3,504 

 
No. of Faulty Bats = 155 (5,000 units x 3%/97%) 
(ii) Impact on Profitability due to implementation of inspection process 
 Implementing inspection process before delivery to the customer would eliminate risk of 
supplying faulty bat to the customer. This would lead to improvement in customer 
perception, thus increasing market share to 35%. 

Additional Contribution due to increase in market share = Rs 3,504,000              (C) 

Saving in the Delivery Cost on 928 faulty bats                    = 928 units x Rs800 

                                                                                                     = Rs742,400                
(D) 

Total Increase in Profit [(C) + (D)]                                          = Rs4246,400 
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Just in Time 
(17) KP Ltd. (KPL) manufactures and sells one product called “KEIA”. Managing Director 
is not happy with its current purchasing and production system. There has been 
considerable discussion at the corporate level as to use of „Just in Time‟ system for 
“KEIA”. As per the opinion of managing director of KPL Ltd.- “Just-in –Time system is a 
pull system, which responds to demand, in contrast to a push system, in which stocks 
act as buffers between the difference elements of the system such as purchasing, 
production and sales. By using Just in Time system, it is possible to reduce carrying cost 
as well as other overheads”. 
KPL is dependent on contractual labour which has efficiency of 95%, for its production. 
The labour has to be paid for minimum of 4,000 hours per month to which they produce 
3,800 standard hours. 
For availing services of labour above 4,000 hours in a month, KPL has to pay overtime 
rate which is 45% premium to the normal hourly rate of Rs110 per hour. For avoiding 
this overtime payment, KPL in its current production and purchase plan utilizes full 
available normal working hours so that the higher inventory levels in the month of lower 
demand would be able to meet sales of month with higher demand level. KPL has 
determined that the cost of holding inventory is Rs Rs70 per month for each standard 
hour of output that is held in inventory. 
KPL has forecast the demand for its products for the first six months of year 2014 as 
follows: 

Month Demand 
(Standard Hrs) 

Jan‟14 3,150 

Feb‟14 3,760 

Mar‟14 4,060 

Apr‟14 3,350 

May‟14 3,650 

Jun‟14 4,830 

 

Following other information is given: 

(a) All other production costs are either fixed or are not driven by labour hours worked. 

(b) Production and sales occur evenly during each month and at present there is no 
stock at the end of Dec‟13. 
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(c) The labour are to be paid for their minimum contracted hours in each month 
irrespective of any purchase and production system. 

As a chief accountant you are requested to comment on managing director‟s view. 

 

 

 

 

 

 

Solution: 

Statement Showing ‘Inventory Holding Cost’ under Current System 

 

Particulars Jan Feb Mar Apr May Jun 

Opening Inventory*   (A) --- 650 690 430 880 1,030 

Add: Production* 3,800 3,800 3,800 3,800 3,800 3,800 

Less: Demand* 3,150 3,760 4,060 3,350 3,650 4,830 

Closing Inventory* 650 690 430 880 1,030 - 

Average Inventory (A+B)/2 325 670 560 655 955 515 

Inventory Holding Cost @ 
Rs70 

22,750 46,900 39,200 45,850 66,850 36,050 

(*) in terms of standard labour hours 
Inventory Holding Cost for the six months      = Rs 257,600 
                                                                                = (Rs 22,750 + Rs 46,900 + Rs 
39,200 +       
                                                                                     Rs 45,850 + Rs 66,850 + Rs 
36,050) 

Calculation of Relevant Overtime Cost under JIT System 
Particulars Jan Feb Mar Apr May Jun 

Demand* 3,150 3,760 4,060 3,350 3,650 4,830 

Production* 3,150 3,760 4,060 3,350 3,650 4,830 

Normal Availability* 3,800 3,800 3,800 3,800 3,800 3,800 

Shortage(=Overtime*)       (C)  - - 260 - - 1,030 

Actual Overtime Hours (C/0.95) - - 273.68 - - 1,084.21 

Overtime Payment @ Rs159.50 
[110+45%] 

- - 43,652 - - 1,72,931 

(*) in terms of standard labour hours 
Total Overtime payment                            = Rs 216,583 

                                                                           (Rs 43,652 + Rs 172,931) 

Therefore, saving in JIT system                 = Rs 257,600 – Rs 216,583 = Rs 41,017 

Comments 
Though KPL is saving Rs 41,017 by changing its production system to Just-in-time but it 
has to consider other factors as well before taking any final call which are as follows:- 
(i) KPL has to ensure that it receives materials from its suppliers on the exact date and 
at the exact time when they are needed. Credentials and reliability of suppliers must be 
thoroughly checked. 
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(ii) To remove any quality issues, the engineering staff must visit supplier‟s sites and 
examine their processes, not only to see if they can reliably ship high-quality parts but 
also to provide them with engineering assistance to bring them up to a higher standard 
of product. 
(iii) KPL should also aim to improve quality at its process and design levels with the 
purpose of achieving “Zero Defects” in the production process. 
(iv) KPL should also keep in mind the efficiency of its work force. KPL must ensure that 
labor‟s learning curve has reached at steady rate so that they are capable of performing 
a variety of operations at effective and efficient manner. The workforce must be 
completely retrained and focused on a wide range of activities. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Decision Making  
(18) Recently, Ministry of Health and Family Welfare along with Drug Control 
Department have come hard on health care centres for charging exorbitant fees from 
their patients. Human Health Care Ltd. (HHCL), a leading integrated healthcare delivery 
provider company is feeling pinch of measures taken by authorities and facing margin 
pressures due to this. HHCL is operating in a competitive environment so; it‟s difficult to 
increase patient numbers also. Management Consultant of the company has come out 
with some plan for cost control and reduction. 
HHCL provides treatment under package system where fees is charged irrespective of 
days a patient stays in the hospital. Consultant has estimated 2.50 patient days per 
patient. He wants to reduce it to @ days. By doing this, consultant has targeted the 
general variable cost of Rs 500 per patient day. Annually 15,000 patients visit to the 
hospital for treatment. 
Medical Superintendent has some concerns with that of Consultant‟s plan. According to 
him, reducing the patient stay would be detrimental to the full recovery of patient. They 
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would come again for admission thereby increasing current readmission rate from 3% to 
5%. It means readmitting 300 additional patients per year. Company has to spend Rs 
2,500,000 more to accommodate this increase in readmission. But consultant has found 
bless in disguise in this. He said every readmission is treated as new admission so it 
would result in additional cash flow of Rs 4,500 per patient in the form of admission fees.  
Calculate the impact of Management Consultant‟s plan on profit of the company. Also 
comment on result and other factors that should be kept in mind before taking any 
decision. 
Solution: 
(i) Impact of Management Consultant’s Plan on Profit of the HHCL 

Human Health Care Ltd. 

Statement Showing Cost Benefit Analysis 

Particulars Rs 

Cost:  

Incremental Cost due to Increased Readmission  25,00,000 

Benefit:  

Saving in General Variable Cost due to Reduction in Patient Days 
[15,000 patients x (2.5 days – 2.0 Days) x Rs500) 

37,50,000 

Revenue from Increased Readmission (300 Patients x Rs 4,500) 13,50,000 

Incremental Benefit 26,00,000 

 
(ii) Comment 
Primary goal of investor-owned firms is shareholder wealth maximization, which 
translate to stock price maximization. Management consultant‟s plan is looking good for 
the HHCL as there is a positive impact on the profitability of the company  
(refer  Cost Benefit Analysis). 
Also HHCL Operates in a competitive environment so for its survival, it has to work on 
plans like above. 
But there is also the second side of a coin that cannot also be ignored i.e. humanity 
values and business ethics. Discharging patients before their full recovery will add 
discomfort and disruption in their lives which cannot be qualified into money. There could 
be other severe consequences as well as because of this practice. For gaining extra 
benefits, HHCL cannot play with the life of patients. It would put a question mark on the 
business ethics of the HHCL. 
May be HHCL would able to earn incremental profit due to this practice in short run but it 
will tarnish the image of the HHCL which would hurt profitability in the long run. 
So, before taking any decision on this plan, HHCL should analyze both quantitative as 
well as qualitative factors. 
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PERT and CPM – Basic Concepts 
(19) State the validity of following statements along with the reasons: 
(i) Two activities have common predecessor and successor activities. So, they can have 
common initial and final nodes. 
(ii) In respect of any activity whether real or dummy, the terminal node should bear a 
number higher than the initial node number. 
(iii) The difference between the latest event time and the earliest event time is termed as 
free float. 
(iv) For every critical activity in a network, the earliest start and the earliest finish time as 
well as the latest finish time and the latest start time are the same. 
(v) The optimal duration of a project is the minimum time in which it can be completed. 
(vi) Resources levelling aims at smoothening of the resource usage rate without 
changing the project duration. 
Solution: 
(i) Invalid 
Reason: As per the rules of network construction, parallel activities between two events, 
without intervening events, are prohibited. Dummy activities are needed when two or 
more activities have same initial and terminal events. Dummy activities do not consume 
time or resources. 
(ii) Valid 
Reason: As per the conventions adopted in drawing networks, the head event or 
terminal node always has a number higher than that of initial node or tail event. 
(iii) Invalid 
Reason: The difference between the latest event time and the earliest event time is 
termed as slack of an event. Free float is determined by subtracting head event slack 
from the total float of an activity. 
(iv) Invalid 
Reason: For every critical activity in a network, the earliest start time and the latest start 
time is same and also the earliest finish time and the latest finish time is same. 
(v) Invalid 
Reason: The optimum duration is the time period in which the total cost of the project is 
minimum. 
(vi) Valid 
Reason: Resource leveling is a network technique used for reducing the requirement of 
a particular resource due to its paucity or insufficiency within a constraint on the project 
duration. The process of resources leveling utilizes the large floats available on non-
critical activities of the project and cuts down the demand of the resources. 
Life Cycle Costing-Optimal Plant Capacity 
(20) Y-connections, China based firm has just developed ultra-thin tablet S-5 with few 
features like the ability to open two apps at the same time. This tablet cost Rs 500,000 to 
develop; it has undergone extensive research and is ready for production. Currently, the 
firm is deciding on plant capacity, which could cost either Rs 3,500,000 or Rs 5,200,000. 
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The additional outlay would allow the plant to increase capacity from 500 units to 750 
units. The relevant data for the life cycle of the tablet at different capacity level are as 
under: 

Expected Sales 500 units 750 units 

Sales Price Rs79,600 per unit Rs69,600 per unit 

Variable Selling Costs 10% of Selling Price 10% of Selling Price 

Salvage value - Plant Rs6,25,000 Rs9,00,000 

Profit Volume Ratio 40%  

 
Required: 
ADVISE Y-connections, regarding the OPTIMAL PLANT CAPACITY to install. The 
tablet‟s life cycle is two years. 
Note: Ignore the time value of money. 
Solution: 

Statement showing Variable Manufacturing Cost per unit 
Particular of Costs Rs/unit 

Sales 79,600 

Less: Contribution (40%) 31,840 

Variable Cost 47,760 

Less: Variable Selling Costs (Rs79,600 x 0.1) 7,960 

Variable Manufacturing Cost 39,800 

 
Statement Showing Expected profit 

Particulars of Costs („000) Rs/unit 

500 units 750 units 

Sales 39,800 
(Rs79,600 x 500) 

52,200 
(Rs69,600 x 750) 

Less: Variable Mfg. Cost 19,900 
(Rs39,800 x 500) 

29,850 
(Rs39,800 x 750) 

Less: Variable Selling 
Cost 

3,980 
(Rs39,800 x 0.1) 

5,220 
(Rs52,200 x 0.1) 

Add: Salvage Value 625 900 

Less: Cost of Plant 3,500 5,200 

Net Profit 13,045 12,830 

     Development cost is sunk and is not relevant. 
 
Advice--- 
Based on the above „Expected Profit‟ statement which is purely based on financial 
considerations firm may go for high price-low volume i.e. 500 units level. However, non-
financial considerations are also given due to importance as they account for actions 
that may not contribute directly to profits in the short run but may contribute significantly 
to profits in long run. Here, it is important to note that life cycle of product is two years 
and there is no significant difference between the profits at both levels. In this scenario 
firm may opt the plant having high capacity not only to increase its market share but also 
to establish a long term brand image. 
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Balance Score Card 
(21) Standard Telecom Ltd. is a leading cellular service provider having a global 
presence. It aims to be the most innovative and trusted telecom company in the world. 
To achieve this aim, it is constantly working on its overall functioning. It is trying to adopt 
best managements practices in the world. Following are some information related to the 
company‟s performance for a particular period: 
Particulars Current 

Year 
Base 
Year 

Target 

Opening Ratio 60% 54% Reduce it to 50% 

Average Revenue per user Rs225 Rs210 Increase it to Rs250 

Unresolved Consumer Complaints 27,500 25,000 Reduce it by 20% 

Customer Relationship Centers 280 200 Take the total to 250 

Employee Coverage under Training 
Programme 

10% 8% At least 15% 

EVALUATE the performance of the company using BALANCE SCORECARD approach. 

Solution: 
The Balanced scorecard is a method which displays organization‟s performance into four 
dimensions namely financial, customer, internal and innovation. The four dimensions 
acknowledge the interest of shareholders, customer and employee taking into account of 
both long-term and short-term goals. The detailed analysis of performance of the 
company using Balance Scorecard approach as follows: 
(i) Financial Perspective: Operating ratio and average revenue will be covered in this 
perspective. 
Company is unable to achieve its target of reducing operating ratio to 50% instead it has 
increased to 60%. Company is required to take appropriate steps to control and manage 
its operating expenses. Average revenue per user has increased from Rs 210 to 225 but 
remains short of targeted Rs250. This is also one of the reasons of swelled operating 
ratio. Company can boost up its average revenue per user either by increasing the price 
of its services or by providing more paid value added services. 
(ii) Customer Perspective: Service complaints will be covered under this perspective. 
The company had set a target of reducing unresolved complaints by 20% instead 
unresolved complaints have risen by 10%[(27,500-25,000)/(25,000) x 100]. It shows 
dissatisfaction in increasing among the consumers which would adversely impact the 
consumer‟s general perception about the company and company may lose its consumer 
in long run. 
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(iii) Internal Business Perspective: Establishing customer relationship centers will be 
covered under this perspective. Company has established 80 relationship centers in the 
current period exceeding its target of 50 (250-200) to cater to the needs of existing 
consumers as well as soliciting new consumers. This shows the seriousness of the 
company towards the consumer satisfaction and would help them in the long run. 
(iv) Learning and Growth Perspective: Employee training programmes are covered 
under this perspective. 
Company had set a target to cover at least 15% employee under its training 
programmes but covered only 10%. This could hurt capabilities of the employees which 
are needed for a long term growth of the organization necessary to achieve the 
objectives set in the previous three perspectives. People or the human resources of the 
company is one of the three principle sources where organizational learning and growth 
comes. 
Budget Ratios 
(22) The following data have been obtained from the records of a machine shop for an 
average month: 
           Budget 
           No. of working days                                  25 
           Working hours per day                               8 
           No. of direct workers                                 16 
           Efficiency                                                                     One standard hour per clock 
hour 
           Down time                                                                                                                        
20% 
           Overheads:                       
           Fixed                                                                                                                       
Rs. 15,360 
           Variable                                                                                                                  
Rs. 20,480 
           The actual data for the month of September 20X1 are as under: 
           Overheads:     
           Fixed                                                                                                                       
Rs. 16,500 
           Variable                                                                                                                  
Rs. 14,500 
           Net operating hours worked                                                                                       
1,920        
           Standard hours produced                                                                                            
2,112 
           There was special holiday in September 20X1 
 You are required to present reports to departmental Manager indicating the three cost 
ratios you have choosen. 
 
 
 
 
 
 
 
 
Solution: 
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Basic Calculations: 
1. Maximum Hours = Days x Working Hours per day x No. of direct workers 
                                   = 25 x 8 x 16 = 3,200 
2. Budgeted Hours = 3,200 – 20% of 3,200 = 2,560 
Reported to Departmental Manager showing Cost Ratios: 
(i) Efficiency Ratio = (Standard Hours for Actual Output / Actual Hours) x 100 
                                 = (2,112/1,920) x 100 = 110% 
(ii) Activity Ratio = (Standard Hours for Actual Output / Budgeted Hours) x 100 
                              = (2,112/2,560) x 100 = 82.50% 
(iii) Calendar Ratio = (Actual No. of Working Days/Budgeted No. of Working Days) x 100 
                                  = (24/25) x 100 = 96% 
(iv)  Standard Capacity Usage Ratio = (Budgeted Hours/Maximum possible working 
hours) x 100 
                                                              = (2,560/3,200) x 100 = 80% 
(v) Capacity Ratio = (Actual Hours/Budgeted Hours) x 100 
                                = (1,920/2,560) x 100 = 75% 
 
 
 
 
 
 
 
 
 
 
 
 
 
Just In Time 
(23)  X. Ltd. is considering JIT implementation in 2003. The Company‟s annual demand 
for product XJ-200, a surgical scalpel, is 20,000 units. If company implements JIT, the 
purchase price of the scalpel is expected to increase from Rs. 10 to Rs.10.05 because of 
frequent deliveries by Morrison Manufacturing, Inc. Morrison enjoys a sterling reputation 
for quality and reliability. Ordering costs will remain at Rs. 5 order. However, the annual 
number of orders placed will be 200 instead of the current 20. As a result of frequent 
ordering Company‟s order size will decrease proportionally. Company‟s required rate of 
return on investment is 20%. Other carrying Costs (insurance, materials handling and so 
on) will remain at Rs.4.50 per unit. Currently Hardesty has no stock out costs. Lower 
inventory levels from implementing JIT will lead to Rs. 3 per unit stock out costs on 100 
units during the year. 
Required: Calculate the estimated dollar savings (Loss) for X Ltd. from the adoption of 
JIT Purchasing. 
Solution: 

Statement of Comparative Cost (Relevant Cost) 
Particulars Present System 

Rs. 
JIT System  

Rs. 

Purchase Cost 
Ordering Cost 
Storage Cost 
Stock out Cost 

2,00,000 (10 x 20,000) 
100 (5 x 20) 

2,250 (4.50 x 500) 
- 

2,01,000 (10.05 x 20,000) 
1,000 (5 x 200) 
220 (4.5 x 50) 
300 (3 x 100) 
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Opportunity Cost 1,000 100.50 

2,03,350 2,02,625.50 

 
Decision: It is better to implement Just in Time due to cost saving Rs. 724.50 (203,350-
202,625.50) 
Working Note: 

Particulars Present JIT Analysis 

Purchase Cost 
Order 

Required (unit) 
Order Size 

Average stock 
Carrying cost 

Working capital blocked 
Opp. Cost on W/C blocked 

10 
20 

20,000 
1,000 

1/2x1,000 = 500 
4.5 

5,000 (500 x 10) 
1,000 (5,000 x 20%) 

10.05 
200 

20,000 
100 

1/2x100=50 
4.5 

502.5 (50x10.05) 
100.50 (502.5 x 20%) 

 
 
 
 
 
 
Total Quality Management 
(24) Bhargav Ltd. Manufactures and sells 20,000 copiers each year. The Variables 
and fixed costs of rework and repair are as follows: 

 Variable Cost Fixed Costs Total Costs 

Rework cost per hour 
Repair Costs  
Customers support costs per 
hour 
Transportation costs per load 
Warranty repair costs per hour 

Rs.40 
 

20 
180 
45 

Rs.60 
 

30 
60 
65 

Rs.100 
 

50 
240 
110 

 
The Company’s engineers are currently working to solve the problem of copies 
being too light or too dark. They propose changing the lens of the Copier. The new 
lens will cost Rs.50 more than the old lens. Each copier uses one lens. The 
company uses a one-year time horizon for this decision, because it plans to 
introduce a new copier at the end of the year. The company believes that even as it 
improves quality, it will not be able to save any of the fixed costs of rework or repair.  
 By changing the lens, The company expects that it will (1) Save 12,000 hours of 
rework, (2) Save 800 hours of customers support, (3) Move 200 fewer loads, (4) 
Save 8,000 hours of repair, and (5) Sell 100 additional copier for a total contribution 
margin of Rs.6,00,000. 
Required: Should the company change to the new lens? Show your calculations.  
Solution: 

Statement of Comparative Cost Benefit 

Saving in Cost 

                                                Particulars Rs 
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Rework (hr) cost                                                             
(1,200×Rs.440) 
Customer support                                                          (800×Rs.20)  
Load                                                                                 
(200×Rs.180) 
Repair                                                                              
(800×Rs.45) 
Additional contribution 
(100 copies × Rs.6,000) 
 
Saving in Costs 
[Extra cost (Rs.50 X 20,000)] 
 
Net Benefit 

4,80,000 
16,000 
36,000 

3,60,000 
 

6,00,000 
 

14,92,000 
10,00,000 

 

4,92,000 

 
Decision: It is better to introduce new lens. The additional cost of lens on addition 
copier has been already analyzed in arriving at figure of contribution  Rs 6,000. 
Hence, there is no need to consider again. 
 
 

Advanced Taxation 
Revision Test Paper 

 

 

Income Tax 2058 

 

Question No. 1 

What are the provisions set by the act to address the principle of taxation in respect of 

entities? 

 

Answer to Question No. 1 

 

The principles of taxation in respect of entitles provides a basis of levying tax from them. 

Since entities are the legal personalities distinct from its beneficiaries, such principles are 

necessary to address some technical issues in taxing them. IT Act 2058 has made specific 

provision under Sec 52 for the ―Principles of Taxation in Respect of Entities‖ as under:  

(1) An entity shall be liable to tax separately from its beneficiaries. 

(2) Distributions of entities shall be as defined in section 53 and beneficiaries of the 

entities shall be taxed in respect of such distribution in accordance with section 54. 

(3) Amounts derived and expenses incurred by an entity, whether or not derived or 

incurred on behalf of another person, shall be treated as derived or incurred by the entity. 

(4) Assets owned and liabilities owed by an entity shall be treated as owned or owed by 

the entity and not any other person. 

(5) Foreign income tax paid with respect to the income of an entity, whether paid by a 

manager, beneficiary, or the entity, shall be treated as paid by the entity. 

(6) Subject to Chapter 7 and section 45, transactions between an entity and its managers 

and beneficiaries shall be recognised. 

 

Question No. 2 

www.auditnca.com

www.auditnca.com

