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MC-II-08
April-2007
Cost Accounting
Paper-1V

Time : 3 Hours] [Max. Marks : 100

Instructions : (i)  All questions carry equal marks.
(i)  Show necessary working notes.

1.  Attempt any two :

(i) State the importance of human behaviour aspects in framing the budget of
business.

(if) “Zero base budgeting is the improved version of conventional approach.” Explain.

(iii) Explain the concept of master budget with forecast Profit and Loss Account and
Balance Sheet.

(iv) “Management Accounting is a decision making process.” Explain.

2. Toral Ltd., furnished the following ratios and information relating to the year ended 31°

March, 2007.

Return on Shareholder’s Fund 25%
Rate of tax 50%
Share capital to reserve 7:3
Current ratio 2:1
Net profit to sales 6.25%
Inventory turnover 12

(based on cost of goods sold)

Sales Rs. 90,00,000
Cost of goods sold Rs. 27,00,000
Interest on Debenture Rs. 90,000
Sundry Creditors Rs. 3,00,000
Sundry Debtors Rs. 3,00,000

Prepare (i)  Statement showing profit and loss for the year ending 31% March 2007
in vertical form.

(i) Balance-sheet as on 31° March 2007 in the following format.
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Balance-Sheet as on 31-3-2007

Liabilities Amt. Assets Amt.
(Rs.) (Rs.)
Share Capital | - Fixed Assets | -
Reserve Surplus | ----- Current Assets | -----
15% Debentures | - Stock | e
Sundry Creditors | --—--- Debtors | -
Cash | e

OR

From the following summarised Balance Sheets and other information, prepare Fund
Flow Statement of Vagisha Ltd., for the year ending 31* March 2007.

Balance-Sheets

Liabilities 31-3-2006 | 31-3-2007
(Rs.) (Rs.)
Equity Shares of Rs. 10 each | 4,00,000 | 12,00,000
8% Preference Share Capital | 2,00,000 -
General Reserve 6,00,000 2,50,000
Profit and Loss Account - 80,000
Security premium 80,000 1,00,000
Capital Redemption Reserve - 2,00,000
10% Convertible Debentures | 4,00,000 2,00,000
12% Debentures 2,00,000 2,50,000
Sundry Creditors 3,80,000 3,51,000
Outstanding expenses - 60,000
Provision for taxation 80,000 1,20,000
Proposed dividend 60,000 1,80,000
Unclaimed dividend - 9,000
24,00,000 | 30,00,000
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Assets (Rs.) (Rs.)

Land 80,000 | 120,000
Building 3,00,000 | 418,000
Plant 12,00,000 | 13,32,000
Stock 4,00,000 |  6,40,000
Debtors 3,80,000 |  3,31,000
Cash 40,000 |  1,59,000

24,00,000 |  30,00,000

Other information :

(1) The Company redeemed 8% Preference Shares at 10% premium.

(2) The Company issued bonus shares at the rate of one for every two Equity Shares
held.

(3) The Company took over the business of Deepak Brothers in the beginning of the
year :
Building Rs. 1,40,000 Debtors Rs. 40,000
Plant Rs. 2,40,000 Creditors Rs. 50,000
Stock Rs. 60,000

(4)
()
(6)

MC-I1-08

and issued 40,000 Equity Shares of Rs. 10 each at 10% premium.
50% of the convertible debentures were converted during the year at par.
Tax paid Rs. 70,000.

Dividend paid Rs. 51,000 of last year, the company declared interim dividend @
5% but it could not be paid to those who did not take final dividend, unpaid
interim dividend was included in outstanding expenses.
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3. The following details of estimates are obtained in respect of the Shraddha Ltd., for the
months of January to March 2007.

(i)  Working Capital as on January 1% 2007 has been estimated as under :

Rs.
Stock 52,000
Tax due 12,800
Unpaid Dividend 19,400
Outstanding expenses 8,000
Creditors 84,400
Cash and Bank 21,800
Debtors 1,02,800

(i) Budgeted profit statement for the three months are

Particulars January February March
2007 Rs. 2007 Rs. 2007 Rs.

Sales 84,000 72,000 68,000

— Cost of Sales 65,400 56,200 53,200

Gross Profit 18,600 15,800 14,800
— Administrative, selling and

distribution expenses 12,600 10,800 10,200

Net profit before tax 6,000 5,000 4,600

(iii) Budgeted balance at the end of each month :

2007
Particulars January | February March
Rs. Rs. Rs.

Debtors 1,04,000 1,00,000 94,000
Stock 48,000 44,000 40,000
Creditors 80,000 78,000 76,000
Outstanding expenses 8,000 8,000 8,000
Tax due 12,800 12,800 12,800
Unpaid dividend 19,400 - -

You are required to prepare cash budget for the period of January to March 2007.
OR
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On 1% April 2006 the Board of Directors of Arva Ltd., wishes to know the amount of
working capital that will required to meet the programme of activity they have planned

for the year. The following information are available :

(1)
(2)
3)
(4)

(5)

(6)

(7)

(8)
©)

Equity Share Capital Rs. 8,00,000
8% Debentures Rs. 2,00,000
Fixed assets Rs. 5,00,000

Production during the previous year was 1,20,000 units, it was planned that this
level of activity should be maintained during the present year.

The expected ratios of cost to selling price are :
Raw materials : 60%
Direct wages : 10%
Overheads o 20%

Raw materials are expected to remain in stores for an average of two months
before these are issued to production.

Each units of production is expected to be in process for one month
(Assume : Raw materials 100%, Direct Wages 50%, Overheads 50%)
Finished goods will stay in warehouse for approximately three months.

Creditors allow credit for two months from the date of delivery of raw materials.

(10) Credit allowed to debtors is three months.

(Assume : it is based on cost of sales)

(11) Selling price per unitis Rs. 10.

(12) There is a regular Production and Sales cycle.

Prepare : (1) Working Capital statement.

MC-I1-08

(2) Projected Profit and Loss Statement.
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4.  (A) The Balance-Sheet of Bhavna Ltd., as on 31-3-2007 is as under :

Liabilities Rs. Assets Rs.
Equity Share Capital Fixed assets 3,50,000
(each of Rs. 10) 2,00,000
Reserve 80,000 | Investments 50,000
10% Preference Share Current Assets 2,00,000
capital (each of Rs. 10) 60,000

12% Debentures

(each of Rs. 100) 2,00,000
Current Liabilities 60,000
6,00,000 6,00,000

Additional Information :

(1) The average market price
Equity Shares Rs. 20
Preference shares  Rs. 9.
Debentures Rs. 90

(2) Taxrate 50%

(3) The cost of Equity Capital is 20% and the cost of reserve is 2% less than the
cost of equity capital.

Calculate the following :
(1)  Weighted average cost of capital under the book value weights.

(i)  Weighted average cost of capital under market value weights.
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(B)

With the help of following methods which machine would you advise to purchase ?

(i)

“Retain earnings are not the cost-free source of funds.” Explain.
OR

Gujarat University wants to purchase one machine from below mentioned three
machines Super, Delux and Best each costing Rs. 25,00,000. An estimated life of
each machine is 5 years. There is no scrap value. Expected rate of return is 10%.
The expected earning after depreciation and taxes for the three machines are as

follows :
Machine
Year

Super Delux Best

(Rs.) (Rs.) (Rs.)
1 4,00,000 3,00,000 2,00,000
2 5,00,000 4,00,000 4,00,000
3 7,00,000 2,00,000 7,00,000
4 4.00,000 18,00,000 15,00,000
5 2,00,000 5,00,000 4,00,000

Pay-back period.

(if) Net present value.

(iii) Profitability index.

Present value of Re. 1 at 10% discount rate are as follows :

Year 1 2 3 4 5
Present Value : 0909 0.826 0.751 0.683 0.621
14
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5.  Bimal Ltd. produced 10,000 units at 100% capacity. The estimated cost at 50% and
70% production capacity is as under :

Production Capacity
Particulars

50% (Rs.) | 70% (Rs.)

Salary 40,000 40,000
Power 50,000 60,000
Repairing 15,000 17,000
Consumable stores 20,000 28,000
Depreciation 32,000 32,000
Inspection 10,000 13,000

The rate of production per hour is 4 units. Direct material cost per unit is Rs. 18
and direct wages per hour is Rs. 48.

You are required to prepare flexible budget at 60%, 80% and 90% production
capacity from above information.

OR

(1) What are the limitations of cash flow statement ? State any five sources of
cash flow.

(2) “Return on investment is considered to be the master ratio which reflects the
overall performance of the business.” Explain your answer with reasons.
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