


























10 Suggested Answe. - to Questions (Syllabus 2008)~ Decembe.
“EMbDer 2008

Stock item closing balance of a month

Finished goods 50% of the estimated sales for the next month

Raw materials Estimated consumption for the next month
Every unit of production requires 2 kg of raw materials costing Rs. 5 per kg.

Prepare Production Budget (in units) and Raw Materials Purchase Budget (in units and cost) of the
company for the half year ending 30 September 2007. ' 5y

(b) Explain the methods of Transfer Pricing. ;
Answer to Question No. 6(a):
A COMPANY
PRODUCTION BUDGET FORTHE HALF YEAR ENDING 30-09-2007
April May June July Aug. Sep. |
Units Units Units Units Units Units
Estimated Sales 12000 13000 9000 8000 10000 12000
Add: Closing stock 6500 4500 4000 5000 6000 7000
18500 17500 13000 13000 16000 19000
Less: opening stock 6000 6500 4500 4000 5000 6000
Estimated production 12500 11000 8500 9000 11000 13000
RAW MATERIAL PURCHASE BUDGET FORTHE HALF YEAR ENDING 30-09-2007
April kg May kg June Kg July kg | Aug.kg |Sep.Kg
Consumed@ 2 kg p.u. 25000 22000 17000 18000 | 22000 26000
Of production :
Add: Closing stock 22000 17000 18000 22000 | 26000 26000
47000 39000 | 35000 40000 | 48000 52000
Less: Opening stock 25000 22000 17000 18000 | 22000 26000
Purchase 22000 17000 18000 22000 | 26000 26000
Cost of purchase @ .
Rs. 5 per kg Rs. 110000 85000 90000 110000 | 130000 | 130000

Answer to Question No. 6(b):

Methods of Transfer Pricing:-

() costbased pricing where cost may be either actual cost of production, full cost, standard cost,
marginal cost

(i) Market based pricing where transfer price will be determined according to price Prevailing in the
market.

(i) Negotiated pricing where price may be fixed through negotiation between the two divisions.
(iv)  Opportunity cost pricing

The fixation of transfer price is a very delicate decision and there is likely to be clash o interest.
As such, Goal Congruence should be given highest importance.
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A.COMPANY
T COST AND PROFIT
(iL:lg,ﬁ:n:NT SHOWING PRESES Product A ProductB Total el
1) Production and sales(units) 30000 igggom m
Il] Sales value 360000
Variable Costs |
% « Direct Material 60000 80000 140000
« Direct labour 90000 100000 190000
« Factory overheads 45000 50000 95000
| « Administrative and selling overheads 30000 30000 60000 .
l’ IV] Total variable costs 225000 EFSOOOO 485000
| V] contribution [I1-1V] 135000 140000 275000
. [VI] Fixed costs 155000
. VII] Profit[V-VI] 120000
(ii) STATEMENT SHOWING COST AND PROFIT AFTER DIVERSIFICATION
ﬂ Particulars ProductA | ProductB | ProductC| Total
:5!\ 1] Capacity Levels 60% 60% 40%
*  [u]Productand (units) 18000 12000 30000 60000
.=-' 1] Sales value Rs. 216000 240000 420000 876000
; \ IV] Variable costs :
4 « Direct materials  Bs. 36000 48000 75000
| « Direct labour Rs. 54000 60000 90000
« Factory overheads Rs. 27000 30000 45000
18 » Administrative & selling overheads | 18000 18000 30000
* [ V1 Total variable costs 135000 156000 240000 | 531000
ir =5. b - Vii] Contribution (111-1V) 81000 84000 180000 345000
1:". | Less profit Cost
' : * Factory overheads Rs. 95000
* Administrative & selling overheads
. Rs. 60000
| Total Fixed overheads
| Profit 1Eh00
190000 |

5 '-;.;.,:

.- _HE.CQMQIENDATIOON: The company should implement the proposed diversification as it has
- resulted into increase in the profit from Rs. 120,000 to 190,000










