Cost & Management Accounting
Q1. A manufacturing company is experiencing fluctuating sales volumes throughout the year. Apply the principles of marginal costing to analyze how these fluctuations would impact profit reporting and managerial decision-making. Discuss how the treatment of fixed costs under marginal costing influences the accuracy of financial statements during periods of high and low sales.
Answer:
Introduction:
Manufacturing companies often see their sales go up and down across the year because of factors like seasonal demand, market trends, or economic changes. These sales fluctuations can make it tricky for managers to understand whether the company is really performing well or struggling. Marginal costing, also known as variable costing, is a technique that helps businesses understand how costs behave when production or sales levels change. Instead of mixing all costs together, marginal costing separates costs into variable costs, which change with the level of output, and fixed costs, which stay the same regardless of how much is produced or sold in the short term.
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Q2. A manufacturing company operates three production departments (A, B, C) and two service departments (X, Y). The following overheads and allocation bases are provided for the month of March 2024:
Overheads:
- Rent: Rs.12,000
- Repairs: Rs.6,000
- Depreciation: Rs.18,000
- Lighting: Rs.2,400
- Supervision: Rs.24,000
- Insurance on stock: Rs.9,000
- ESI contribution: Rs.2,400
- Power: Rs.14,400
Departmental Information:
	Department
	Area (sq. ft.)
	No. of Workers
	Wages (Rs.)
	Value of Plant (Rs.)
	Stock Value (Rs.)
	Horsepower of Plant

	A
	800
	80
	32,000
	1,20,000
	60,000
	1,200

	B
	600
	60
	28,000
	90,000
	40,000
	900

	C
	500
	50
	24,000
	70,000
	30,000
	700

	X
	300
	30
	12,000
	30,000
	—
	300

	Y
	200
	20
	8,000
	20,000
	—
	200



Allocation bases: - Rent, Lighting:
Area - Repairs, Depreciation, Power: Value of Plant (Rs.) - Supervision, ESI: Number of Workers - Insurance: Stock Value After primary distribution, redistribute service department overheads as follows: - X: 50% to A, 30% to B, 20% to C - Y: 40% to A, 40% to B, 20% to C Required: Prepare a detailed overhead distribution summary, showing both primary and secondary (service department) apportionments, and compute the total overheads for each production department. Justify the choice of allocation bases and show all calculations.
Answer:
Introduction:
In manufacturing businesses, products pass through several departments, and each department incurs costs that do not directly relate to any specific product. These costs, like rent, repairs, lighting, supervision, etc., are known as overheads. To know how much it truly costs to manufacture products, a company must assign these overheads to production departments fairly and accurately. This ensures that costs of products are neither over nor understated, which helps in proper pricing, cost control, and profit calculation.

Q3 (A) Design a comprehensive management accounting framework for a multinational corporation that integrates activity-based costing, cross-functional collaboration, and digital transformation to enhance strategic decision-making in a globalized, competitive environment.
Answer:
Introduction:
In today’s global business world, multinational corporations face intense competition and complex operations spread across countries. To stay ahead, they need accurate cost information, seamless collaboration among departments, and the power of modern technology. A comprehensive management accounting framework that blends Activity-Based Costing (ABC), cross-functional teamwork, and digital tools can help these companies make smarter strategic decisions. This framework allows managers to understand true costs, predict future performance, and react quickly to market changes.

Q3 (B) A company manufactures a product using two materials, A and B. The standard mix for 1,000 units of output is 600 kg of A at Rs.50/kg and 400 kg of B at Rs.80/kg. Due to a supply disruption, the actual mix used was 500 kg of A at Rs.55/kg and 600 kg of B at Rs.75/kg, resulting in an actual output of 950 units. The process normally has a standard yield of 95% (i.e., 5% standard loss on input). Calculate the material yield variance, clearly showing all intermediate steps including the calculation of standard input for actual output, revised actual input in standard proportion, and the final variance value.
Answer:
Introduction:
Manufacturing processes often involve mixing various raw materials to produce a finished product. Variances arise when actual material usage and costs differ from standard expectations. One such variance is the Material Yield Variance, which focuses on how efficiently inputs are converted into outputs, considering standard loss or waste. A favorable yield variance means the company produced more output than expected for the given inputs, while an adverse variance indicates lower efficiency. Understanding this variance is crucial for cost control and process improvement.

