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Date: 07 082023

TEACHING /| EXAMINATION SCHEDULE - LIl & V SEMESTER

ACADEMIC YEAR 2023 - 2014

Imparting of Instnictions
submission of Cusstion Bank & Levmure Flan

Submission of Date sheet for Theory, Practical
{(1# Imternal) Test and

Subrmission of Atendonce and Progress Advico (o
Coardrmatars by fmealoy.

Submission of Atendance & Progress Advics
o AL, by Coordinanors.

INTERNAL TEST

Imparting of Instructions

Submission of Date Sheet for Retes
Submission of Award List and Answer Scopt
of 1 Imernal Exsminition

(i1 To the Coondinsms by the faculty
Feedboek of Gculiy all courses

Artempt for Absenters

Submission of Atendance & Progress Advice

(1} T the Coordinnios by the faculty:

{H} Tothe A.0. (Academics) by the Coondinatiors:

21.08:2023 15 32122013

27092023

Lin LD 2023

13.11.2023

i5.11.2023

Z0.00.2023 to 25.10. 2023

28.11.2023 to 22.12.2023

412,023

06122023
P A22023

11122023 10 14.12.2023

26 122023

27.02.2023



Submission of Final Award List for Display on Notice Board Z8 1223023 o 30.12.2023

Preparatory Leave 23 12,2023 ter 29.12.2023
END TERM EXAMS ; 30.12.2023 to 17.01.2024
Hreak 18.01 2024 tn 24.01 2004
Comimencement of Even Semester 25012024

The schedule may change undeér emergent circumstances.
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= Submiszion of documents to the office should be made Intest by 2:00 pm on the specified dates,
.0 (DA Course Coordinators:
(i) All Faculty Members
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Plot Mo 6, Sector-25, Ruhind, Delhi-1 1053
He-Aceredited with A" Grade by NAAD
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Date: 03.02 2024

TEACHING [ EXAMINATION SCHEDULE — IL 1V & VI SEMESTER

ACADEMIC YEAR 2023 - 2024

imparting of Instructions
Submission of Question Bank & Lecture Plan
Prezsnttions for 1lnd Sem.

Submizsion of Date sheet for Theory, Practical
(1" Internal) Test and

Submission of Attendance and Progress Advice to
Co-ordmators by faculry.

Submission of Attendance & Progress Advice
o A0 by Coordinators.

INTERNAL TEST

Imparting of Instructions

Submission of Date Sheet lor Retest
Submiszsion of Award List and Answer Script
of 1* Intermal Exanunation

(i} To the Coordinators by the fculty
Amempt for Absentees

Feedback of faculty all courses

Submission of Atendance & Progress Advice
(i) To the Coordinators by the ficulty:

(i} To the A0, (Academics) by the Coordinators:

25.01.2024 10 23.05.2024

12.03.2024

27.03.2024 to 30.03.2024
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15.04.2024

16042024

22.04.2024 to 27.04.2024
29.04 2024 to 29.05.2024

O7.05.2024

1005 2024

14.05.2024 1o 17.05.2024.

22052024

30.05.2024

31032024
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Subnrission of Final Award List for Display on

Mobice Board
Preparstory Leave
END TERM EXAMS

Break

03.06.2024 1005062024

300032024 10 03.06.2024

06.06.2024 10 26.06.2024

2706202410 31.07.2024

The schedule may change under emergent drcumsiances.
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{i1) All Faculty Members.
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COURSE OUTLINE
MBA-I SEMESTER
ACCOUNTING FOR MANAGEMENT - M S107

COURSE OBJECTIVES

The course aims at enabling students to understand the basi ¢ accounting principles and techniques
of preparing & presenting the accounts for users of accounting information. The course also
familiarizes the students with the basic cost and the management accounting concepts and their
applicationsin managerial decision making.

COURSE OUTCOMES
At the end of the course, a student will be able to:

e Appreciation of fundamental accounting principles and develop understanding of using
accounting information for business decision making.

e Capacity to understand various implications of accounting information.

e Ability to analyze the decision-making context with regard to the accounting information.

e General awareness of accounting mechanisms and role of accounting rules.

e Acquisition of skills necessary to read and understand financial statements.

INTERNAL ASSESSMENT AND ASSIGNMENT 40 marks
1. Class Test-I — (Written test) 15 marks
2. Class Presentations/Assignments 15 marks
3. Class Assessment + Attendance 10 (5+5) marks

COURSE CONTENTS: (Unit-wise Syllabus)

UNIT I — Financial Accounting

Scope and Nature of Accounting, Accounting concepts, Principles & Standards, Accounting
Cycle, Journalisation, Subsidiary Books, Ledger Posting, Preparation of Tria Balance,
Rectification of Errors. Capital and Revenue Expenditure & Income. Fixed Assets and
Depreciation Accounting. Preparation of Final Accounts, Manufacturing Account; Trading
Account, Profit and Loss Account; Balance Sheet (with adjustments). (12 Hours)



UNIT Il — Cost Accounting

Objectives, Classification of Cost, Preparation of Cost Sheet, Material Cost Accounting, Perpetual
Inventory Control, Inventory Vauation, EOQ, ABC Analysis, Setting of Reorder Leve,
Maximum Level, Minimum Level, Labour Costing, Overhead Cost Allocations, Over and Under
Absorption (10 Hours)

UNIT I11 - Performance Evaluation Techniques

Introduction to Budgeting and Budgetary Control; Performance Budgeting; Classification of
Budget; Fixed and Flexible Budgets, Zero Based Budgeting, Standard Costing and Variance
Analysis; Balanced Scorecard; Responsibility Accounting. (10 Hours)

UNIT IV - Decision Making Techniques

Financial Statement Analysis, Ratio Analysis, Common Size Statements, Du Pont Analysis,

Marginal Costing, Application of Margina Costing in Decison Making, Cost Volume Profit

Analysis; Profit Planning, Management Accounting for Decision Making and Control; EVA,;

Introduction to Activity Based Costing, Target Costing, Life Cycle Costing; Uniform Costing.
(10 Hours)



STUDY MATERIAL FOR THE SUBJECT

Following will be the study materia for topics of Accounting for Management, and students are
advised to go through the materia for thorough understanding of the subject:

MAIN TEXTBOOKS

1 Author’s Name(s): SN Maheshwari, Suneel K Maheshwari &
Sharad K Maheshwari
Title: Accounting for Management
Edition: Fifth Edition Year: 2022
Publisher: Vikas Publishing House (ibid 1)

REFERENCE BOOKS

1 Author’s Name(s): S. Ramanathan
Title: Accounting for Management
Edition: Fourth Edition Year: 2018
Publisher: Oxford University Press (ibid 2)

2. Author’s Name(s): M N Arora
Title: Cost Accounting
Edition: Fourth Edition Year: 2009
Publisher: Vikas Publishing House (ibid 3)

3. Author’s Name(s): M Y Khan and PK Jain
Title: Financial Management
Edition: Second Reprint Year: 2019
Publisher: Mc Graw Hill (ibid 4)

4. Author’s Name(s): Sanjay Dhamija
Title: Financial Accounting for Managers
Edition: Third Impression  Year: 2020
Publisher: Pearson India Education Services (ibid 5)

5. Author’s Name(s): Dr. RP Rustagi
Title: Financial Management
Edition: Fifth Edition Year: 2011
Publisher: Taxmann Publications (P) Ltd. (ibid 6)



E-BOOKS

1.

2.

https.//ebooks.|pude.in/fmanagement/mbalterm_1/DMGT403 ACCOUNTING_FOR_MA
NAGERS.pdf

http://www.untag-

smd.ac.id/files/Perpustakaan_Digita _1/ACCOUNTING%20A ccounting%20For%20Man
agers.pdf

http://cbseacademic.nic.inf'web_material/Curriculum/V ocational/2018/ A ccounting%20an
d%20T axati on/Cost%20A ccounting%20cl ass%20X 1 .pdf
https.//www.icsi.edu/media/webmodul es/publications FULL_BOOK_PP-CMA-2017-
JULY_4.pdf

JOURNALS

bk wnN

The Accounting Review

Journal of Accounting and Finance

The Chartered Accountant

The Management Accountant

The IUP Journal of Accounting Research and Audit Practices

Video Links

1. https.//www.youtube.com/channel/UCNhlegMomGI3hjJODHExdUg
2. https:.//www.youtube.com/watch?v=SUQMUc3Z3vs& list=PL LhSIFfDZcUUwKIuDIB2e

XPUY c75Va37x



UNIT |

LECTURE 1

FINANCIAL ACCOUNTING - SCOPE AND NATURE OF ACCOUNTING
OBJECTIVE

Every person performs some commercial or non-commercial activities. Accounting is alanguage
by which economic activities are trand ated and communicated to the interested parties. The basic
objective of thislecture isto acquaint the students with the accounting fundamentals.

CONTENTS

e Definition of Accounting
e Objectives of Accounting
e Nature, Scope and Importance of Accounting
e Branches of Accounting
» Financia Accounting
» Cost Accounting
» Management Accounting
e Accounting and Other Disciplines
e Role of Accountant
e Advantages of Accounting
e Limitations of Accounting

ASSIGNMENTS FROM QUESTION BANK
MCQs
e 0Q1,Ql1,Q17, Q19
SHORT ANSWER QUESTIONS
e Q1,Q10, Q17, Q18 & Q19.
LONG ANSWER QUESTIONS
e Q1,Q3 Q11,Ql4& Q17.

SUGGESTED READINGS:

TEXT BOOK

1. ibid1, PageNo.1.1-1.14
2. ibid 2, PageNo.3-7



ARTICLES

1. Li,X.J,Xiee W.J, Xu, L., Li,L.L.,Jm,C.Y., & Wei, T. B. (2022). Holigtic life-cycle
accounting of carbon emissions of prefabricated buildings using LCA and BIM. Energy
and Buildings, 266, 112136.

2. Chew, Z. L., Tan, E. H., Sathiamurthy, A., Palaniandy, L., Woon, K. S., & Phuang, Z. X.
(2023). An integrated life-cycle greenhouse gas protocol accounting on oil pam trunk
and empty fruit bunch biofuel production. Science of The Total Environment, 856,
159007.

LECTURE 2-3
ACCOUNTING CONCEPTS, PRINCIPLES & STANDARDS
OBJECTIVE

For making accounting information more meaningful for the users, it is necessary to make such
information reliable and comparable. This is possible only when it is provided with Accounting
Concepts, consistent Principles and Policies. These concepts, principles, policies and the relevant
accounting standards will be discussed in this lecture.

CONTENTS

e Introduction and Nature to GAAP
e Meaning of Accounting Principles
e Accounting Concepts
Separate Entity Concept
Going Concern Concept
Money Measurement Concept
Cost Concept
Dual Aspect Concept
Accounting Period Concept
Matching Cost and Revenue Concept
Realization Concept
e Accounting Conventions
» Convention of Conservatism
» Convention of Full Disclosure
» Convention of Consistency
» Convention of Materiality
e Accounting Standards
e Accounting Standardsin India
e Objectives and Functions of Accounting Standards

VVVYVVVYVY



ASSIGNMENTSFROM QUESTION BANK
MCQs
o Q2 Q3,Q18 Q22 Q24, Q27 — 28, Q34-39.

SHORT ANSWER QUESTIONS

e Q2& Q9
LONG ANSWER QUESTIONS

e 03, Q4 Q5& Q13
SUGGESTED READINGS:

TEXT BOOK

1. ibid1, PageNo-1.19-1.32
2. ibid 2, Page No - 24 — 33
3. ibid 5, Page No — 13- 28

LECTURE4-6
JOURNALISATION & SUBSIDIARY BOOKS
OBJECTIVE

The day-to-day transactions need to be systematically recorded for future reference. All financial
transactions are recorded in the journal. These lectures aim to acquaint the students with the
procedure of recording the transactions in the journal.

CONTENTS

e Accounting Cycle
e Accounting Terminology
e Journa
e Journal Entry
e Typesof Accounts
» Persona Account
» Real Account
» Nominal Account
e Rulesof Debit and Credit
e Accounting Equation
e Subsidiary Books



e Practical Questions
ASSIGNMENTSFROM QUESTION BANK
MCQs

e Q4,0Q7-10, Q31

SHORT ANSWER QUESTIONS
e Q7&0Ql4

LONG ANSWER QUESTIONS
¢« Q2

SUGGESTED READINGS:

TEXT BOOK

1. ibid 1, Page N0 1.69 - 1.88
2. ibid 2, Page No — 39 — 46
3. ibid 5, Page No — 36 — 69

ARTICLES

1. Gao, J. (2022). Analysis of enterprise financial accounting information management from
the perspective of big data. International Journal of Science and Research (IJSR), 11(5),

1272-1276.

2. Santiago, E., Caballero, A., Kopke, C., & Novo, I. (2023). Estimation of the contemporary
effective population size from SNP data while accounting for mating structure. Molecular

Ecology Resources.

LECTURE7-8

LEDGER POSTING, PREPARATION OF TRIAL BALANCE & RECTIFICATION OF

ERRORS
OBJECTIVE

The posting of the Journal entriesto the general ledger accountsis ameans of organizing all of the
transactions affecting the accounts of a business. The ledgers allow a business to keep running
totals and check balances of individua accounts with the help of Trial balance.

CONTENTS

e Ledger
e Ledger Posting
e Rules Regarding Posting



e Trial Balance

e Preparation of Trial Balance
e Rectification of Errors

e Practical Questions

ASSIGNMENTSFROM QUESTION BANK
MCQs
e Q5, Q6, Q20, Q30, Q40.

SHORT ANSWER QUESTIONS
e Q3,011 Q15

LONG ANSWER QUESTIONS
e Q7,Q12& Q19

SUGGESTED READINGS:

TEXT BOOK

4. ibid1, Page No—1.90-1.102
5. ibid 2, Page No — 46 — 52

ARTICLES

1. Simanjuntak, Y. S. M., Ardiansyah, A., & Muda, |. (2022). Prepare a Trial Balance and
The Function. Journal of Positive School Psychology, 6(3), 2405-2410.

2. Hermawan, B., Wiriasto, G. W., & Akbar, L. A. S. 1. (2023). Aksyaa-Android
Application Accounting Information System. Journal of Computer Science and
Informatics Engineering (J-Cosine), 7(1), 68-75.

LECTURE 10
DEPRECIATION ACCOUNTING
OBJECTIVE

The concept of Depreciation is closely linked with the concept of business income and
expenditures. The aim of this lectureisto explain computation of Depreciation.

CONTENTS

e Capital and Revenue Expenditures



e Capita and Revenue Incomes
e Depreciation

e Causesof Depreciation

e Methods of Depreciation

ASSIGNMENTSFROM QUESTION BANK
MCQs
e Q13 15, Q29, Q33.

SHORT ANSWER QUESTIONS
e Q4,Q8

LONG ANSWER QUESTIONS

e Q6,Q9, Q10, Q15& Q16.
SUGGESTED READINGS:

TEXT BOOK

1 ibid 1, Page No — 1.290 — 1.325
2. ibid 2, Page No — 89 — 99
3. ibid 5, Page No — 254 - 264

ARTICLES

1. Conant, D., & Challle, S. (2022). Asset depreciation method comparison: An excel -based
classroom exercise. Journal of Education for Business, 97(5), 351-356.

2. Li, Y., Zhao, Q.,Wang, Y., & Man, L. (2023, March). A Forecasting Model for Fixed
Assets Depreciation in Chinese Provincial Power Grid Enterprises. In Proceedings of the
2nd International Conference on Information, Control and Automation, ICICA 2022,

December 2-4, 2022, Chongging, China.
LECTURE 11-12
PREPARATION OF FINAL ACCOUNTS
OBJECTIVE

Preparing financia statements, including the balance sheet is the most important step in the
accounting cycle because it represents the purpose of financial accounting. These lectures will
demonstrate how to accurately prepare financia statements for businesses.

CONTENTS



e Introduction to Final Accounts
e Trading Account

e Profit and Loss Account

e Manufacturing Account

e Balance Sheet

e Adjustment Entries

e Practical Questions

ASSIGNMENTS FROM QUESTION BANK
MCQs
e Q12,Q14, Ql16, Q21, Q23, Q25, Q26, Q32.

SHORT ANSWER QUESTIONS
e Q5 Q6 Q12 Q13 Q16 & Q20.
LONG ANSWER QUESTIONS
e Q8 Q18& Q0.
SUGGESTED READINGS:

TEXT BOOK
1 ibid 1, Page No — 1.182 — 1.258

UNIT -1

LECTURE 13- 14
COST ACCOUNTING
OBJECTIVE

Cost accounting is the process of accounting for cost. Cost accounting primarily deals with
collection, analysis of relevant cost data for interpretation and presentation for various problems
of management. This lecture aimsto discuss the fundamental s of cost accounting.

CONTENTS

e Meaning of Cost Accounting

e Objectives of Cost Accounting

e Cost and Cost Classification

e Cost Ascertainment and Cost Estimation



¢ Elementsof Cost
» Material Cost
» Labour Cost
» Expenses Cost
o0 Prime Cost
0 Overheads Cost
e Cost Sheet (Cost Statement)
e |ngtalation of Costing System
e Advantages of Cost Accounting

ASSIGNMENTSFROM QUESTION BANK
MCQs
e Ql-3,Q5-7 Q14, Q16— 19, Q39.

SHORT ANSWER QUESTIONS
e Ql(e), Q2, Q9 & QI5,

LONG ANSWER QUESTIONS
e Q4,Q15& Q20.

SUGGESTED READINGS:

TEXT BOOK

1. ibid 1, PageNo—2.11-2.22
2. ibid 1, Page No— 2.28 — 2.50
3. ibid 2, Page No— 293 - 315
4. ibid 3, PageNo— 1.1 1.47

ARTICLES

1. Rashidov, U., & Rashidov, A. (2022). Assessment of Costs for the Quality of Logistics
Activities. INTERNATIONAL JOURNAL OF BUSINESS DIPLOMACY AND ECONOMY,
1(3), 39-43.

LECTURE 15-18
MATERIAL COST ACCOUNTING
OBJECTIVE



The efficiency in procurement of materials and pricing of issues affects the profitability
computations. These lectures aim to provide the details of documentation used in procurement of
materials and it’s stocking along with the various methods of pricing material issues.

CONTENTS

Materia Control (Inventory Control)
Objectives of Material Control
Techniques of Material Control

ABC Technique

Stock Levels— Minimum, Maximum and Re-order Levels
Economic Order Quantity (EOQ)
Proper Purchase Procedure
Proper Storage of Materiads
Inventory Turnover Ratio
Perpetual Inventory System
Purchase of Materials

Methods of Pricing Material |ssues
» FIFO Method

» LIFO Method

» Average Cost Methods

YVVVVYVYYYVY

ASSIGNMENTSFROM QUESTION BANK

MCQs

Q4, Q8-9, Q11, Q13, Q15, Q 20 - 23, Q27 — 28, Q40

SHORT ANSWER QUESTIONS

Q3, Q4, Q5, Q6, Q7, Q12, Q13, Q17 & Q19.

LONG ANSWER QUESTIONS

Q1, Q7, Q8, Q9, Q13, Q14 & Q19.

SUGGESTED READINGS:

TEXT BOOK

. ibid 2, Page No — 316 — 337
. ibid 3, PageNo—-2.1-2.84

ARTICLES



1. Burxonovich, M. R. (2022). The Importance of Basic Materials and Technological Losses In
Increasing Economic Efficiency In The Formation Of Cost. Web of Scientist: International
Scientific Research Journal, 3(1), 727-732.

LECTURE 19-20
LABOUR COST CONTROL
OBJECTIVE:

Labor is considered as an essential cost element in any manufacturing organization. Thus, it
becomes necessary to learn the optimum utilization of labour. These lectures aim to acquaint the
students with the effective utilization of labor to reduce the manufacturing cost of the production.

CONTENTS

e Labour Cost
» Direct Labour Cost
» Indirect Labour Cost
e Labour Turnover
e Causesof Labour Turnover
e Labour Remuneration
e Methods of Labour Remuneration
» TimeRate
» Piece Rate
» Incentive Plans
e Practical Questions

ASSIGNMENTSFROM QUESTION BANK
MCQs
e Ql1,Q23-26,Q31
SHORT ANSWER QUESTIONS
e Q8,Q11, Q14, Q18 & Q20.
LONG ANSWER QUESTIONS
e 010, Q11, Q12 Q17.
SUGGESTED READINGS:

TEXT BOOK



3.

ibid 3, Page No — 3.1 — 3.69

ARTICLES

1. Baglioni, E. (2022). The making of cheap labour across production and reproduction: control
and resistance in the Senegal ese horticultural Vaue Chain. Work, Employment and Society,

36(3), 445-464.
LECTURE 21

OVERHEAD COST ALLOCATION

OBJECTIVE:

Overheads are the indirect costs which cannot be allocated to any specific job or process.
Overheads cannot be economically identified with specific saleable cost units. This lecture ams
to impart the procedure of classification and allocation of overheads to its respective cost centres.

CONTENTS

Meaning of Overhead Cost
Classification of Overhead Costs
» Functions

0 Production Overheads

0 Administrations Overheads

o Selling and Distribution Overheads
> Nature

o0 Indirect Materials

o Indirect Labour

0 Indirect Expenses
» Variahility

o Fixed Overhead

0 Variable Overhead

0 Semi-Variable Overhead

Overhead Distribution

Allocation and Apportionment of Overhead Distribution

Basis of Apportionment
Practical Questions

ASSIGNMENTSFROM QUESTION BANK

MCQs

e Q29-30,Q32- 36,



SHORT ANSWER QUESTIONS
e Ql(ab&d

LONG ANSWER QUESTIONS
e Q3& Q5.

SUGGESTED READINGS:

TEXT BOOK

1. ibid3,PageNo-4.1-4.21
2. ibid 3, Page No—4.56 — 4.70

ARTICLES

1. Muslimah, A. Y. (2023). The Role of Variance Analysis as a Project Costs Controlling
Tool. Jurnal Riset dan Aplikasi: Akuntans dan Manajemen, 6(2).

LECTURE 22
OVER AND UNDER ABSORPTION

OBJECTIVE:

The basic objective of these lectures is to provide the understanding of methods of treating over
and under absorption of overheads.

CONTENTS

e  Absorption of Overhead

e Methods of Absorption of Production Overhead

e  Under-absorption and Over-absorption of Overheads

e  Causesof Under-absorption and Over-absorption of Overheads
e  Accounting Treatment

e Practical Questions

ASSIGNMENTSFROM QUESTION BANK
MCQs

e Q37-38
SHORT ANSWER QUESTIONS



e Ql(c), Q10& Q16
LONG ANSWER QUESTIONS

e Q17& Q18.
SUGGESTED READINGS:

TEXT BOOK

1. ibid 2, Page No - 338 — 369
2. ibid 3, Page No—4.22 — 4.55

UNIT =111
LECTURE 23- 26

PERFORMANCE EVALUATION TECHNIQUES - INTRODUCTION TO BUDGETING
AND BUDGETARY CONTROL

OBJECTIVE

Budgeting is a management tool used for short term planning and control. Budgeting is used as a
means for obtaining most effective and profitable use of company’s resources. These lectures aim
to acquaint the students with the process of budget preparation.

CONTENTS

e Introduction
e Meaning of Budget
e Meaning of Budgetary Control
e Budgeting Process
e Limitations of Budgetary Control
e Performance Budgeting
e Forecasts and Budgets
e Installation of Budgetary Control
e Classfication of Budgets
» Accordingto Time
0 Long Term Budget
0 Short Term Budget
o Current Budget
0 Roalling Budget
» According to Function
0 SalesBudget
0 Purchase Budget



0 Production Budget
0 Personnel Budget
0 Research Budget
» According to Flexibility
0 Fixed Budget
0 Hexible Budget
» According to Purpose
0 Operating Budget
o Financia Budget
e Zero based Budgeting
e Practical Questions

ASSIGNMENTSFROM QUESTION BANK
MCQs

e 0Q1-9 Q11-18.
SHORT ANSWER QUESTIONS

e Q1-0Q6 Q15& Q18.
LONG ANSWER QUESTIONS

e Q1-0Q6 Q11 Q15& Q18.
SUGGESTED READINGS:

TEXT BOOK

3. ibid1, PageNo.-4.1-4.51
4. ibid 2, Page No. — 609 — 642

ARTICLES

1. Bedford, D. S., Speklé, R. F., & Widener, S. K. (2022). Budgeting and employee stressin
times of crisis: Evidence from the Covid-19 pandemic. Accounting, Organizations and

Society, 101, 101346.

2. Petit, Y., & Marnewick, C. (2023). Fixed capacity and beyond budgeting: a symbiotic
relationship within a scaled agile environment. In Research Handbook on Project
Performance (pp. 197-213). Edward Elgar Publishing.

LECTURE 27 -31

STANDARD COSTING AND VARIANCE ANALYSIS

OBJECTIVE



Standard costing involves the setting of predetermined cost estimates in order to provide a basis
for comparison with actual costs. It is not necessary that the pre-determined standards and the
actua performance would be same. For analyzing the reasons of these deviations, the study of
standard costing and variance analysis isimportant which will be discussed in these lectures.

CONTENTS

e Meaning of Standard Costing
e Standard Costing as a Management Tool
e Limitations of Standard Costing
e Meaning of Standard Costs
e Standard Costs and Budgeted Costs
e Determination of Standard Costs
e Standard Cost Sheet
e Variance Analysis
e Cost Variance
» Direct Material
» Direct Labour
» Overhead Cost

e SaesVariance
» With reference to Turnover
» With reference to Profit

e Control of Variance

e Practical Questions

ASSIGNMENTSFROM QUESTION BANK
MCQs

e 10, Q19 - 25, Q29 — 33, Q35,
SHORT ANSWER QUESTIONS

e Q8,0Q14, Q16 & Q17.
LONG ANSWER QUESTIONS

e Q3,Q7 08, Q9 Q12 Q14, Q16 & Q17.
SUGGESTED READINGS:

TEXT BOOK

1. ibid 1, Page No. - 4.73-4.92
2. ibid 1, Page No.—4.94 -4.161



3. ibid 2, Page No. — 573 — 608
LECTURE 32
RESPONSIBILITY ACCOUNTING
OBJECTIVE

Responsibility Accounting isa system of control by delegating and locating the responsibility for
costs. The lecture aimsto discussin detail about Responsibility Accounting.

CONTENTS

e Responsibility Accounting

e Stepsinvolved

e Merits of Responsibility Accounting

¢ Responsibility Centres

e Typesof Responsibility Centres

» Expenses Centres

» Profit Centres

» Investment Centres
Responsibility Centres Vs. Cost Centres
Balanced Scorecard
Practical Questions

ASSIGNMENTSFROM QUESTION BANK
MCQs
e Q26— 28, Q34, Q36 40.
SHORT ANSWER QUESTIONS
e Q11-Q13, Q19& Q20.
LONG ANSWER QUESTIONS
e Q9 Q13, Q19 & Q20.
SUGGESTED READINGS:

TEXT BOOK

1. ibid 1, Page No. —4.58 — 4.62
2. ibid 2, Page No. — 643 — 658

ARTICLES



1. Shahwan, Y., Hamza, M., Al-Fasfus, F., Al-Ramahi, N., & Almubaydeen, T. H. (2022).
Social responsibility accounting, disclosure and real practice: Evidence from Jordan.
Asian Economic and Financial Review, 12(3), 164-182.

2. Shawver, T. J. (Ed.). (2023). Research on professional responsibility and ethicsin
accounting. Emerald Publishing Limited.

UNIT -1V

LECTURE 33

DECISION MAKING TECHNIQUES - FINANCIAL STATEMENT ANALYSIS
OBJECTIVE

The Purpose of this lecture is to acquaint students with the Financial Statement Analysis for
evaluating the financial performance of the business.

CONTENTS

e Anayssof Financia Statements

e Objectives of FSA

e Techniques/Tools of the FSA
» Comparative Financia Statements
» Common-Size Financial Statements
» Trend Percentage Analysis
» Ratio Analysis

ASSIGNMENTS FROM QUESTION BANK
MCQs
e QL-Q4
SHORT ANSWER QUESTIONS
e Ql& Q13
LONG ANSWER QUESTIONS
e Q7& Q13
SUGGESTED READINGS:

TEXT BOOK
1. ibid 6, Page No. —49 - 56



ARTICLES

1. Welc, J. (2022). Financial statement analysis. In Evaluating Corporate Financia
Performance: Tools and Applications (pp. 131-212). Cham: Springer International
Publishing.

2. Aviantara, R. (2023). Scoring the financial distress and the financia statement fraud of
Garuda Indonesia with «<DDCC» as the financial solutions. Journal of Modelling in
Management, 18(1), 1-16.

LECTURE 34 - 36
RATIO ANALYSIS
OBJECTIVE

The Ratio Analysis has emerged as the principal technique of the FSA. The aim of these lectures
isto provide detailed information about the various ratios used for anaysis purpose.

CONTENTS

e Ratio Analysis
e Stepsin Ratio Anaysis
e Typesof Comparison
e Clasdfication of Ratio

» Liquidity Ratio

» Activity Ratio

» Leverage Ratio

» Profitability Ratio
e DU PONT Analysis
e Evauation of Ratio Analysis
e Practical Questions

ASSIGNMENTS FROM QUESTION BANK
MCQs
e Q5-Q9
SHORT ANSWER QUESTIONS
e Q5& Q8.
LONG ANSWER QUESTIONS

e Q3,Qis.
SUGGESTED READINGS:



TEXT BOOK

1. ibid 3, Page No. 6.1 - 6.93
2. ibid 6, Page No. — 55 — 104

ARTICLES

1. Jamil, S. R., Wang, L., Tang, C., Khan, H. M. S,, & Che, D. (2022). The role and impact
of costing method in the decision-making of energy project: A comparative assessment
between levelized cost of energy and benefit-to-cost ratio analysis. International Journal of
Energy Research, 46(4), 4754-4769.

2. Chakraborty, S, Datta, H. N., Kalita, K., & Chakraborty, S. (2023). A narrative review of
multi-objective optimization on the basis of ratio analysis (MOORA) method in decision
making. OPSEARCH, 1-44.

LECTURE 37-38

MARGINAL COSTING & APPLICATION OF MARGINAL COSTING IN DECISION
MAKING

OBJECTIVE

In contrast to the orthodox costing system known as absorption or conventiona costing marginal
costing considers only variable costs for the purposes of production costing, inventory valuation
and other allied important management decisions. The objective of this lecture is to know the
concept of Absorption Costing and Marginal Costing and Application of Marginal Costing.

CONTENTS

e Absorption Costing

e Marginal Costing

e Difference Between Absorption Costing and Marginal Costing
e Profit Planning

e Cost - Volume Profit Analysis

e Advantages of Marginal Costing

e Limitations of Marginal Costing

e Application of Marginal Costing Technique

e Practical Questions

ASSIGNMENTSFROM QUESTION BANK
MCQs
e Q10-16, Q26— 31, Q33- 34



SHORT ANSWER QUESTIONS

o Q2- Q4,06 Q15 Q17, Q18 & Q20.
LONG ANSWER QUESTIONS

e QL Q2 Q8 Q11, Q12 &Q16.
SUGGESTED READINGS:

TEXT BOOK
1. ibid 1, Page No. 4.163 — 4.234

ARTICLES

1. Wang, A., Arbogast, J. E., Bonnier, G., Wilson, Z., & Gounaris, C. E. (2023). Estimating
the marginal cost to deliver to individual customers. Optimization and Engineering, 1-39.

2. Jacobs, M., Briley, P. M., Wright, H. H., & Ellis, C. (2023). Marginal assessment of the
cost and benefits of aphasia treatment: Evidence from community-based telerehabilitation
treatment for aphasia. Journal of Telemedicine and Telecare, 29(4), 271-281.

LECTURE 39

MANAGEMENT ACCOUNTING FOR DECISION MAKING & CONTROL

OBJECTIVE

Management accountants are insiders who create internal analyses to guide the overall business
strategy and take decisions. Decision-making refers to choosing a course of action from various
alternative courses available. The present lecture purposes to provide the insights about

management accounting and decision making.
CONTENTS

e Decision-Making Process

e Assumptions of Decision-making process

e Decision situations
e Cost Analysis

e Typesof Decisions
e EVA

e Practica Questions

ASSIGNMENTS FROM QUESTION BANK

MCQs



e Q17-21

SHORT ANSWER QUESTIONS
e Q12(a), Q14 & Q16.

LONG ANSWER QUESTIONS
e Q3,07 Q15& Q1.

SUGGESTED READINGS:

TEXT BOOK
1. ibid 2, Page No. 495 — 532
LECTURE 40
INTRODUCTION TO ACTIVITY BASED COSTING
OBJECTIVE

Activity Based Costing isamethod of cost attribution to cost unitson the basis of benefitsreceived
fromindirect activities. Inthislecture Activity Based Costing isexplained and itsvarious concepts.

CONTENTS

e Concept of ABC

e Characteristicsof ABC

e Elementsinvolvedin ABC

e Stepsinvolved in ABC

e ABC Vs Traditiona Costing

e Optimal Costing System

e Useof Activity Base Information
e Practical Questions

ASSIGNMENTSFROM QUESTION BANK
MCQs
e Q22-25
SHORT ANSWER QUESTIONS
e Q7,Q12(b)
LONG ANSWER QUESTIONS
o Q4,Q14 & Q20.



SUGGESTED READINGS:

TEXT BOOK
1. ibid 1, Page No. 2.110 - 2.127

ARTICLES

1. Gitlin, L. N., Winter, L., Burke, J.,, Chernett, N., & Dennis, M. P. (2023). Individualized
Activity-Based Interventionsfor People with Dementiaand Informal Caregivers. 50 Studies Every
Occupational Therapist Should Know, 16(3), 51.

LECTURE 41 & 42
TARGET COSTING, LIFE CYCLE COSTING & UNIFORM COSTING
OBJECTIVE

The am of these lectures is to discuss various modern concepts of costing which helps
organisations in better Cost Planning and higher profits.

CONTENTS

e Target Costing: Meaning & Features

e Process & Advantages of Target Costing

e Principlesof Target Costing

o Cost-Based Costing Vs. Target Based Costing

e Life Cycle Costing: Meaning and Characteristics
e Typesof Life Cycle Costing

e Process of Life Cycle Costing

e Uniform Costing: Meaning

e Objectives of Uniform Costing

e Essential requisitesfor the installation of Uniform Costing System
e Advantages of Uniform Costing

e Limitations of Uniform Costing

ASSIGNMENTSFROM QUESTION BANK
MCQs

e Q31-32,Q35-40
SHORT ANSWER QUESTIONS



e .Q9,0Q10,0Q11
LONG ANSWER QUESTIONS

e Q5,Q6, Q9 Q10, Q17.
SUGGESTED READINGS:

E - BOOK

1. https:.//www.lkouniv.ac.in/site/writereaddata/siteContent/202004261306373464rgjni_co
m_Target_Costing.pdf

2. https:.//www.lkouniv.ac.in/site/writereaddata/siteContent/202004131501352434rgjani_c
om_Life cycle Costing.pdf

3. https://nscpolteksby.ac.id/ebook/files/Ebook/A ccounting/A dvanced%20M anagement%
20A ccounting%20V ol .%201%20(2011)/10.%20Chapter%209%20-
%20Uniform%20Costing%20and%620I nter%20F rm%20Compari son.pdf

ARTICLES

1. Arulnathan, V., Heidari, M. D., Doyon, M., Li, E. P., & Pelletier, N. (2023). Economic
Indicators for Life Cycle Sustainability Assessment: Going beyond Life Cycle Costing.
Sustainability, 15(1), 13.
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COURSE OUTLINE
BCOM-IV SEMESTER
CORPORATE FINANCE BCOM 204

L-4 Credits-04

OBJECTIVES

The courseisaimed at building an understanding of concepts, vital tools and techniques applicable
for financial decision making by a business firm.

COURSE OBJECTIVES

After completion of this course studentswill be ableto:

1. Enables students with knowledge and skills relating to finance concepts and models to
understand the implications of the firm’s activities on its finances.
2. Analyzetherole of time value and its use for valuing asset.
3. Appraise different capital budgeting methods and their applications.
4. Examine the working capital needs and financing of the firm.
INTERNAL ASSESSMENT AND ASSIGNMENT 25 marks
1. Class Test-Il - (Written Test) 15 marks
2. Class Assessment + Attendance 10 marks

A.

INTRODUCTION
Nature, Scope & Objectives of Financial Management;
Profit Maximization, Wealth Maximization & Value Maximization.
Time Value of Money including
o Computation of EMI,
0 Annuity,
0 Annuity Due
EVA & MVA,;

Functions & Responsibilities of a Finance Manager
(10 Hours)

B. COST OF CAPITAL AND CAPITAL STRUCTURE

Capita Structure
0 Net Income Approach
0 Net Operating Income Approach



o Traditional Approach
0 MM Approach
e Cost of Capita
e Leverage Analysis
e Operating Leverage
e Financial Leverage
e Combined leverage
e EBIT-EPS Analysis
e Capita Gearing (10 Hours)

C. CAPITAL BUDGETING

e Conventional and DCF Methods

e Risk Analysisand Capital Budgeting
o Certainty Equivalent Factor
0 Risk Adjusted Discounting Rate
0 Decision Tree

¢ Independent and Dependent Risk Analysis
0 Replacement Decisions
0 Sengtivity Anadysis (10 Hours)

D. DIVIDEND POLICY;
e Modelsof Dividend
o Walter Model
o0 Gordon Model
0 MM Approach
o Lintner Mode
e Working Capital Management
o0 Concept and Approaches of Working Capital
Estimation of working capital
Management of Inventories
Management of Cash (Various Theoretica Models)
Management of Receivables
Marketable Securities (12 Hours)

o O O O o

STUDY MATERIAL FOR THE SUBJECT

Following will be the study material for topics of Financial Management and students are advised
to go through the materia for thorough understanding of the subject.



The students are expected to actively participate in the discussionsin the class so that they may be
ableto gaininsightsand devel op skillsfor handling inter personal and group processes, in addition
to familiarizing themselves with concepts and theories.

» MAINTEXT BOOKS

1.

Author’s Name(s): Van Horne, J., C, Dhamija S.
Title: Financial Management and Policy
Edition: 12" and Y ear: 2011

Publisher: Pearson Education

Author’s Name(s): Pandey |.M

Title: Financia Management

Edition: 11" and Y ear: 2016

Publisher: Vikas Publishing House Pvt Ltd.

» REFERENCE BOOKS

Author’s Name(s) R.P. Rustagi

Title: Financial Management- Theory, Concepts and Problems
Edition: 6™ Revised Edition Year: 2018

Publisher: Taxmann Publications

Author’s Name(s): Prasanna Chandra

Title: Financial Management- Theory and Practice
Edition: 10"Year: 2019

Publisher: Tata McGraw Hill

Author’s Name(s): Maheshwari, S.N.

Title: Financial Management — Principles & Practice
Edition: 15" and Enlarged Year: 2019

Publisher: Sultan Chand & Sons

Author’s Name(s) : Khan, M Y and Jain P.K

Title: Financia Management- Text, Problems and Cases
Edition: 8" Year: 2018

Publisher: McGraw Hill Education

JOURNALS:

(ibid 1)

(ibid 2)

(ibid 3)

(ibid 4)

(ibid 5)

(ibid 6)



The Chartered Accountant

Finance India

Effulgence

The Chartered Secretary

The IUP Journal of Applied Finance
Vikalpa

The IUP Journal of Bank Management
BVIMR Management Edge

Journal of Financial Management
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LECTURES1-2

UNIT-I

NATURE AND SCOPE OF FINANCIAL MANAGEMENT
OBJECTIVE:

Financeisthelifeblood and nerve center of a business. No business, whether big, medium or small
can be started without an adequate amount of finance. The finances of the company need apposite
management. The lecture aims to make the students understand the concept, scope and importance
of Financial Management.

CONTENTS:

Meaning and Scope of Financial Management

Objectives of Financial Management

Agency Problem

Organization of Finance Function

Emerging role of Finance managersin the changing scenario
Methods of Financial Management

Relationship between Financia Management and other Areas of Management
Organization of the Finance Function

Importance of Financia Management

Financia Forecasting

Financial management: Science or art

VVVVVVVYVYVYVYVY

ASSIGNMENTSFROM QUESTION BANK:



1 Unitl, Sectionll, Q1-7, 26, 27
2 Unitl, Section 111, Q 1-3,14,16, 22 — 25, 27 - 28

OTHER ASSIGNMENTS:

ibid 1, Page No. A1.31-A1.34, Q 1-26
ibid 2, Page N0.1.25 - 1.26, Q1.1-1.16
ibid 3, Page No. 21-24, Q 1-28

ibid 4, Page No.22, Q1-14

NwN PR

SUGGESTED READINGS:
TEXT BOOKS:

1 ibid 1, PageNo. 3-8
2 ibid 2, Page No. 2-15

REFERENCE BOOKS:

1 ibid 3, Page No. 3-21

2 ibid 4, Page No. 3-20

3 ibid 5, Page No. A.1.3-A.1.30

ARTICLE:

1 Mohammed Benlemlih “Corporate Social Responsibility and Firm’s financing decisions: A
literature review” Journal of Multinational Financial Management, Volumes 41 - 42 (2017),
pp. 1-10.

LECTURESS3-5

TIME VALUE OF MONEY

OBJECTIVE:

The concept of interest isone of the central ideas of finance. Individual sand business organizations

frequently encounter situations that involve cash receipts and disbursements over several periods

of time because of which interest rates become vital to any business organization. Time value of
money isintegral in making the best use of a financia player's limited funds. The lectures aim to


https://www.sciencedirect.com/science/journal/1042444X/42

familiarize the students with the concept of time value of money and the various val uation concepts
associated with it.

CONTENTS:

» Time value of money
> Rationae
» Techniques
e Compounding Techniques
e Discounting Techniques
PV of future cash flows
PV of perpetuity
PV of annuity
PV of annuity due
PV of growing annuity and perpetuity
Practical Applications of Compounding and Present Value Techniques
Computation of EMI
Annuity
Annuity Due

O O O O O

YV V V

ASSIGNMENTSFROM QUESTION BANK:

1 Unit I, Sectionll, Q 8-10, 28
2 Unitl, Sectionlll, Q 11, 26, 29- 31
3 Unit I, SectionV, Q 1-5, 18 — 20,25, 27

OTHER ASSIGNMENTS:

ibid 1, Page No. A2.13-A2.15, Essay Type 1-10, Practical: Q 1-11
ibid 2, Page No. 2.31-2.36, Q2.1-2.17

ibid 3, Page No. 40-42, Q 2.1-2.9

ibid 4, Page No. 163-170, Q 6.1-6.38

A WN PR

SUGGESTED READINGS:
TEXT BOOKS:

1 ibid 1, Page No. 9-38
2 ibid 2, Page No. 17-65



REFERENCE BOOKS:

1 ibid 3, Page No. 25-40
2 ibid 4, Page N0.139-161
3 ibid5, Page No. A.2.1-A.2.12

ARTICLES:

1. Rahman, M. (2018). Time value of money: A case study on its concept and its application in
real life problems. International Journal of Research in Finance and Management, 1(1), 18-23.

2. Cotter, T. S. (2022). Time Vaue of Money. In Engineering Managerial Economic Decision
and Risk Analysis (pp. 131-171). Springer, Cham.

LECTURES5-6
EVA & MVA

OBJECTIVE:

Economic Vaue Added (EVA) and Market Value Added (MVA) are vita tools in financia
analysis that assess a firm's performance from both operational and market perspectives. The
objective of this lecture is to introduce students to these concepts, enabling them to evaluate a
company's financial performance beyond traditional accounting metrics.

CONTENTS:

e Introductionto EVA and MVA

e Components of EVA

e Usesof EVA

e Advantages and Limitations of EVA

e Benefits of using EVA as a performance measure.
e Limitations and criticisms of EVA.

e Introductionto MVA

e Definition and purpose of Market Value Added.

e Relationship between MV A and a company's stock market performance.
e Interpreting MVA

e Significance of positive and negative MVA.

e Comparing EVA and MVA



ASSIGNMENTSFROM QUESTION BANK:

1 Unitl, Sectionll, 11

2 Unitl, Section lll, Q 4,15,16,17

3 Unitl, SectionlV, Q 6-8, 21, 28

OTHER ASSIGNMENTS:

1 ibid 1, Page No. B3.40-B3.48, Essay Type: Q 1-9, Practical: Q1-14
2 ibid 3, Page No. 147-151, Q4.1-4.4

3 ibid 4, Page No. 97-109, Q4.1-4.8

SUGGESTED READINGS:

TEXTBOOKS:

1. ibid 1, Page No. 727-760
2. ibid 2, Page No. 548-562

REFERENCE BOOKS:

1 ibid 3, Page N0.105-123
3. ibid 5, Page No. B.3.1-B.3.21

ARTICLE:

1 Addisu Tesema Tanga, “Fund Flow Analysis: A Case Study of Regency Ceramics Limited
In India”, Vol. 4, Issue 6, June 2014, pp. 23-37.

LECTURES7-10
PROFIT, WEALTH AND VALUE MAXIMIZATION

OBJECTIVE:

The objective of thislecture seriesisto explore the concepts of profit, wealth, and value
maximization in corporate finance, while understanding the roles and responsibilities of a
Finance Manager in achieving these goals effectively.


http://zenithresearch.org.in/images/stories/pdf/%202014/JUNE/ZIJBEMR/%2014_%20ZIJBEMR%20_%20%20%20VOL4_%20%20ISSUE6_JUNE2014.pdf

CONTENTS:

Profit Maximization
o Definition and traditional view of profit.
o Criticismsand limitations of profit maximization as a sole objective.
Wealth Maximization
Value Maximization
Roles and Responsihilities of a Finance Manager
Integrating Financial Metrics
Ethical Considerations and Stakeholder Interests

ASSIGNMENTSFROM QUESTION BANK:

1 Unit I, Sectionll, Q 11-14
2 Unit I, Section I11, Q 5-7,18,19,20
3 Unit I, Section 1V, Q 9-10,19,20, 22

OTHER ASSIGNMENTS:

A WDN PR

ibid 1, Page No. B4.41-B4.49, Essay Type: Q 1-4, Practical: Q1-13
ibid 2, Page No. 5.25, Q5.1-5.7

ibid 3, Page No. 147-151, Q 4.1-4.4

ibid 4, Page No. 97-109, Q4.1-4.8

SUGGESTED READINGS:

TEXT BOOKS:

1. ibid 1, Page No. 727-760
2. ibid 2, Page No. 548-562

REFERENCE BOOKS:

1 ibid 3, Page No. 105-123
2 ibid 4, Page No. 50-57
4. ibid 5, Page No. B.4.1-B.4.49

ARTICLES:



1 Steven F. Orpurt, YoonseokZang, “Do direct cash flow disclosures help predict future
operating cash flows and earnings?”, The Accounting Review, Vol. 84, No. 3, 2016, pp. 893 —
935.

2 Ehsan Khansalar, Mohammad Namazi,"Cash flow disaggregation and prediction of cash
flow", Journal of Applied Accounting Research, Vol. 18 Issue: 4, 2017, pp. 464-479.

3 Mwila Mulenga & Meena Bhatia “The Review of Literature on the Role of Earnings, Cash
Flows and Accruals in Predicting of Future Cash Flows”, Accounting and Finance Research,
Vol. 6, No. 2, 2017.

4 Soboleva, Y. P., Matveev, V. V., liminkaya, S. A., Efimenko, I. S., Rezvyakova, I. V., &
Mazur, L. V. (2018). Monitoring of businesses operations with cash flow analyss.
International Journal of Civil Engineering and Technology, 9(11), 2034.

LECTURES 11-14

UNIT 2

CAPITAL STRUCTURE
OBJECTIVE:

For stock investors that favor companies with good fundamentals, a strong balance sheet is an
important consideration for investing in acompany's stock. A company's reasonabl e, proportional
use of debt and equity to support its assetsis a key indicator of balance sheet strength. A healthy
capital structure that reflects alow level of debt and a corresponding high level of equity isavery
positive sign of financia fitness. Thus, it is imperative for the students to understand the
importance of capital structure, capital structure theories and practices. These lectures will help
the students to understand the basics of capital structure and the concepts associated with it.

CONTENTS:

Meaning of Capital Structure

Capital Structure and Financial Structure
Patterns of Capital Structure

Point of Indifference

Optimum Capital Structure

Capita Structure Theories

e Net Income Approach

e Net Operating Income Approach

e Modigliani —Miller Approach

YVVVYVVYVY


http://www.emeraldinsight.com/author/Khansalar%2C+Ehsan
http://www.emeraldinsight.com/author/Namazi%2C+Mohammad

» Factors determining Capital Structure
» Capita Structure Practicesin India

ASSIGNMENTSFROM QUESTION BANK:

1 Unitll, Sectionll, Q 1-8,15, 31-33
2 Unitll, Section I1l, Q 1-14, 43, 44, 47, 48, 69-70
3 Unitll, Section 1V, Q 1-13, 37,41, 57-59

OTHER ASSIGNMENTS:

ibid 1, Page No. D2.49-D2.56 Essay Type Q 1-24, Practica Q1-16
ibid 2, Page No. 19.32 — 19.43, Q 19.1- 19.18

ibid 3, Page No. 429-432, Q 13.1-13.8

ibid 4, Page No. 489 - 491, Q 19.1-19.6

W NN P

SUGGESTED READINGS:
TEXT BOOKS:

1 ibid 1, Page No. 251-275
2 ibid 2, Page No. 342-374

REFERENCE BOOKS:

1 ibid 3, Page N0.411-428
2 ibid 4, Page N0.465-486
3 ibid 5, Page No. D.2.1-D.256

ARTICLES

1 Nagesha H G & T P Renuka Murthy, “The Effect of Capital Structure on Profitability (An
Empirical Study on Indian Cement Industry in BSE)”, International Journal of
Multidisciplinary Research, Vol-2, Issue-11, February 2017, pp 28-38.

2 Aggarwal, D. and Padhan, P.C. (2017) Impact of Capital Structure on Firm Value: Evidence
from Indian Hospitality Industry, Theoretical Economics Letters, 2017, 7, pp 982-1000.

3 Yogendrargjah, R (2017). Impact of Capital Structure on Profitability — Evidence from selected
Trading Companies in Colombo Stock Exchange, Sri Lanka, International Journal in
Management and Social Science. Vol. 03.



4 Alabdullah, T. T. Y., Laadja, A., Ries, E., & Al-Asadi, Y. A. A. (2018). Board features and
capital structure in emerging markets. Journal of Advanced Management Science, 6(2).

LECTURES 15-17

LEVERAGES
OBJECTIVE:

Leverage refersto the use of fixed costsin an attempt to increase the profitability. L everage affects
thelevel and variahility of the firm's after tax earnings and hence, thefirm's overall risk and return.
The lectures will make the students aware of the effects of financing or debt equity mix on
shareholders earnings and risk

CONTENTS:

» Meaning of Leverage
» Typesof Leverage
0 Operating Leverage
o Financia Leverage
» Significance of Operating And Financial Leverage
> Relation between total leverage and total risk of the firm

ASSIGNMENTSFROM QUESTION BANK:

1 Unit I, Sectionll, Q7,34
2 Unit I, Section 111, Q 21,33-41, 55,56,73
3 Unit I, Section IV, Q 22-29,32,34,36, 39,42,, 45, 60

OTHER ASSIGNMENTS:

ibid 1, Page No. D10.22-D10.26, Essay Type Q 1-8, Practical Type Q1-11
ibid 2, Page No. 18.23-18.43, Q18.1-18.13

ibid 3, Page No. 384-386, Q 11.1-11.5

ibid 4, Page No. 513-520, Q 20.1-20.9

A WN PR

SUGGESTED READINGS:

TEXTBOOKS:



1 ibid 2, Page No. 316-329
REFERENCE BOOKS:

1 ibid 3, Page No.367- 374
2 ibid 4, Page N0.499 — 502
3 ibid 5, Page No. D.10.1-D.10.26

ARTICLES

1 Pascal Nguyen, (2017) "Asset risk and leverage under information asymmetry”, The
Journal of Risk Finance, Vol. 18 Issue: 3, pp.303-310.

2 Dedlariccia, G., Laeven, L. and Suarez, G. A. (2017), Bank Leverage and Monetary Policy's
Risk-Taking Channel: Evidence from the United States. The Journal of Finance, 72: 613-654.

3 Akhtar, M., Yusheng, K., Haris, M., Ain, Q. U., & Javaid, H. M. (2022). Impact of financial
leverage on sustainable growth, market performance, and profitability. Economic Change and
Restructuring, 55(2), 737-774.

LECTURES 18-19
COST OF CAPITAL
OBJECTIVE:

The cost of capital isthe measurement of the sacrifice made by investorsin order to invest with a
view to get afair returnin future on hisinvestments asareward for the postponement of his present
needs. On the other hand, from the point of view of the firm using the capital, cost of capital isthe
price paid to the investor for the use of capital provided by him. Thus, cost of capital isreward for
the use of capital. The lectures am to make the students aware of the concept and importance of
cost of capital.

CONTENTS:

Concept of cost of capital
Importance of cost of capital
Classification of cost of capita
Controversy regarding cost of capital
Determination of cost of capital
Computation of Specific Cost

e Cost of Debt

e Cost of Preference Shares And

YV VVYVYY


http://www.emeraldinsight.com/author/Nguyen%2C+Pascal

e Cost of Equity
e Cost of Retained Earnings
» Weighted Average Cost of Capital

ASSIGNMENTSFROM QUESTION BANK:

1 Unitll, Section I, Q 9-12,14, 19,36
2 Unitll, Section 111, Q 15-20, 22, 23, 25-28, 30-32, 42, 45, 46, 49 — 51,60
3 Unitll, Section IV, Q 14-21,31, 33, 35, 38, 40,47,48,52

OTHER ASSIGNMENTS:

ibid 1, Page No. D9.34-D9.38, Essay Type Q 1-22, Practical Q1-11
ibid 2, No. 11.26-11.46, Q 11.1-11.19

ibid 3, Page No. 361-366, Q10.1-10.15

ibid 4, Page No. 384-389, Q 14.1-14.12

A WON PR

SUGGESTED READINGS:
TEXT BOOK:

1 ibid 2, Page No. 187-204
REFERENCE BOOKS:

1 ibid 3, Page No. 327-346
2 ibid 4, Page N0.366-385
3 ibid 5, Page No. D.9.1-D.9.38

ARTICLES

1 Pradeep Kumar Singh, “Intangible Assets and market capitalization — A case study of FMCG
companies in India”, The Chartered Accountant, Vol. 59, No. 11, pp. 78 — 82.

2 M. Waliuddin Wong Yik Fui, S. Shaharuddin, A. Hisham, “Corporate social responsibility
disclosure and cost of equity capital in industrial product industry, “Journal of Humanities,
Language, Culture and Business (HLCB) Vol. 1: no. 2 (2017) pp.168-180.

3 Purwaka, A. J.,, Firmansyah, A., Qadri, R. A., Dinarjito, A., & Arfiansyah, Z. (2022). Cost of
capital, corporate tax plannings, and corporate social responsibility disclosure. Jurnal
Akuntans, 26(1), 1-22.



LECTURES20-21
EBIT-EPSANALYSIS
OBJECTIVE:

These lectures will enable the students to analyse the behaviour of EPS in response to changesin
leverage and EBIT.

CONTENTS:

Introduction to EBIT-EPS Analysis

Constant EBIT with different financing patterns
Varying EBIT with different financing patterns
Financia Break even level

Indifference point

VVVVY

ASSIGNMENTSFROM QUESTION BANK:

1 Unitll, Section Il, Q 5-6, 12,43,55
2 Unitll, Section I11, Q 12, 15,29,30
3 Unitll, Section 1V, Q 1-5, 30, 36, 37,49,53

OTHER ASSIGNMENTS:

ibid 1, Page No. D2.50-D2.56, Essay Type Q 13,14, 19, 21, Practical Q 1-7
ibid 2 Page No. 18.21-18.43,Q18.1-18.13

ibid 4, Page No. 537 Q1, Page No. 514-521, Q 20.1-20.9

ibid 5, Page No. 320-322, Q1-8

A WON PR

TEXT BOOK:
1 ibid 1, Page No. 285-293
REFERENCE BOOK:

1 ibid 3, Page No 388-392

ARTICLE:



1 Joseph, C., & Periyasami, N.(2022), A Study On Impact Of Capital Structure On
Earnings Per Share Of Cement Companies In India.

LECTURES 22-24
CAPITAL BUDGETING
OBJECTIVE:

Capital expenditures can be very large and have a significant impact on the firm’s financial
performance. Besides, the investments take time to mature and capital assets are long-term,
therefore, if amistake were done in the capital budgeting process, it will affect the firm for along
period of time. Thus, the study of the planning process used to determine a firm’s expenditures on
assets whose cash flows are expected to extend beyond one year such as new machinery,
equipment, etc. isvery crucial. The objective of thislecture isto make the students understand the
concept of long term investment decisions, i.e. capital budgeting decision.

CONTENTS:

Introduction
Meaning and nature of capital budgeting
Assumptions
Importance and difficulties in the decision
Kinds of capital investment proposals
Factors affecting capital investment decisions
Cash flows v Accounting profits
Estimation of costs and benefits of a proposal
0 Initial cash flows
0 Subsequent cash flows
o Termina cash flows
» Computation of capital investment required
» Introduction to techniques of capital budgeting

YVVVVVYVYYY

ASSIGNMENTSFROM QUESTION BANK:

1. UnitlV, Sectionlll,Q1,2,4,15,71,72,73.
2. Unit1V, SectionV, Q 1-4

OTHER ASSIGNMENTS:



1 ibid 2, Page No.9.46—-9.77,Q9.1-9.15
2 ibid 4, Page N0.325 - 329, Q 12.1-12.5

SUGGESTED READINGS:
TEXT BOOKS:

1 ibid 1, Page No. 133-143
2 ibid 2, Page No. 156-158

REFERENCE BOOKS:

ibid 3, Page No. 183-195

ibid 4, Page No. 309 — 325

ibid 5, Page No. D 5.1- D. 5.13
ibid 6, Page No. 9.3 — 9.46

A WODN PR

ARTICLES:

1 Stewart C. Myers, Stuart M. Turnbull, Capital Budgeting and the Capital Asset Pricing Model:
Good News and Bad News, The Journal of Finance, Vol. 32, No. 2, 2016, pp. 90-102.

2 Batra Roopai & Verma Satish, "Capital budgeting practices in Indian companies”, IMB
Management Review, Vol. 29, Issue 1, March 2017, pp. 29-44.

3 Andor Gyorgy, Mohanty Sunil and Toth Tamas, “Capital budgeting practices. A survey of
Central and Eastern European firms”, Vol. 23, , pp. 148-72.

LECTURES 29-32
CAPITAL BUDGETING - TECHNIQUES

OBJECTIVE:

The various techniques used for evaluating the capital budgeting decisions will be discussed in
these lectures.

CONTENTS:

» Payback period
0 Maerits


http://www.sciencedirect.com/science/journal/09703896
http://www.sciencedirect.com/science/journal/09703896
http://www.sciencedirect.com/science/journal/09703896/29/1

o Demerits
o Suitability
» Accounting Rate of Return
o0 Method
o Demerits
0 Merits
Net Present Value Method
Internal rate of return
Rel ationship between payback period reciprocal and rate of return
Comparison between IRR and NPV approach
Conflict in results under NPV and IRR
Capitd rationing
Inflation

YVVVVVYVYY

ASSIGNMENTSFROM QUESTION BANK:

1. Unitlll, Section 111, Q 3, 5- 13, 16 — 18,26,27, 28- 30, 74, 75.
2. Unitlll, Section 1V, Q5-12,16,17, 20,21

OTHER ASSIGNMENTS:

ibid 2, Page No. 180-185, Solved Problems - 8.1-8.5 & Unsolved Problems — 1-20
ibid 4, Page No. 305-308, Q 11.1 - 11.9

ibid 5, Page No. D 5.69- D. 5.83, Essay Type Q. 1 - 20, Practical Q1 - 31

ibid 6, Page No. 9.46 — 9.78, Q 9.1 — 9.14, Page No. 10.48 — 10.50, Q 10.1- 10.14

A WN PR

SUGGESTED READINGS:
TEXT BOOKS:

1 ibid 1, Page No. 144-154
2 ibid 2, Page No. 159-176

REFERENCE BOOKS:

ibid 3, Page No. 203-226

ibid 4, Page No. 285-304

ibid 5, Page No. D 5.13- D. 5.69

ibid 6, Page No. 9.3 - 9.46, 10.1 - 10.47

A BN PR



ARTICLES

1. Sengupta Sabyasachi, “Resort to Adjusted Present value (outlook of a practitioner)”, The
Chartered Accountant, Vol. 61, No. 12, June 2013, pp. 135 — 141.
2. Irwanto, R. (2022, January). Why IRR is not the right measure for return analysis and

What’s then?. In International Conference on Engineering, Construction, Renewable
Energy, and Advanced Materials.

LECTURES33-37
CAPITAL BUDGETING —RISK ANALYSIS
OBJECTIVE:

Theimportance of risk dimension in capital budgeting cannot be over-stressed. Infact, profitability
and risk are closely related. The project which is highly profitable may also have higher risk. The
tradeoff between risk and profitability has a bearing on the investor perception of the firm before
and after the acceptance of a specific proposal, which makesit even more important to explain the
evaluation of capital budgeting decisions under conditions of risk and uncertainty.

CONTENTS:

» Risk analysisin capital budgeting
» Conventiona Techniques of risk analysis
e Payback Period
e Risk Adjusted Discount Rate (RADR)
e Certainty Equivalent (CE)
e Senditivity Analysis
» Statistical Techniques
e Expected value of probability distribution
e Standard deviation
e Coefficient of variation
e Simulation analysis
e Decision tree approach

ASSIGNMENTSFROM QUESTION BANK:



1. Unit 1, Section 11, Q 14, 19 — 25, 31, 32, 76, 77, 78, 79, 80.
2. Unitlll, Section 1V, Q 13- 15, 17

OTHER ASSIGNMENTS:

ibid 2, Page No. 292-294, Problems: Q1-8

ibid 5, Page No. D6.19 — D6.22, Essay Type Q1 1- 9, Practical Q1 - 8

ibid 6, P.12.45 - P.12.48, Q 12.1-12.16

ibid 4, Page No. 357 — 363, Q 13.1 - 13.5, Page N0.408-410, Q 15.1 - 15.6

Eal A

SUGGESTED READINGS:
TEXT BOOKS:

1 ibid 1, Page No. 165-188
2 ibid 2, Page No. 270-288

REFERENCE BOOKS:

ibid 3, Page No. 281-303, 259- 271
ibid 4, Page No. 309 — 325, 393 — 407
ibid 5, Page No. D6.1 — D6.18

ibid 6, Page No. 12.1 — 12.45

A WON PR

ARTICLES

1 RH Pike & SSM Ho, “Risk analysis in capital budgeting: Barriers and benefits”, Omega —
Elsevier, Volume 19, Issue 4,2016, pp. 235-245, https://doi.org/10.1016/0305-
0483(91)90042-R.

2 Adler, Ralph, “Why DCF capita budgeting is bad for business and why business schools
should stop teaching it”, Accounting Education: an international journal, Volume 15, Issue
1, 2016, pp. 3-10.

LECTURES38-40
UNIT-IV

DIVIDEND DECISION


http://www.sciencedirect.com/science/article/pii/030504839190042R#!
http://www.sciencedirect.com/science/article/pii/030504839190042R#!
http://www.sciencedirect.com/science/journal/03050483/19/4
https://doi.org/10.1016/0305-0483(91)90042-R
https://doi.org/10.1016/0305-0483(91)90042-R

OBJECTIVE:

The third magor decision of a company is the distribution of profits of the company to its
stockholders. The objective of this lecture is to make the students understand the distribution
techniques, concept of dividend and to learn the various models of dividend decision.

CONTENTS:

> Introduction

o Meaning

o Nature and significance of dividend decision
» Dividend policy

. Meaning

o Factors affecting dividend policy

o Externa Factors
0 Internal Factors
o Issuesin Dividend Policy
o Stability of Dividend
o Significance of stability of dividends
. Forms of Dividend
o Cashdividend
o Bonddividend
0 Property dividend
0 Stock dividend
» Models of Dividend Decision
o Relevance and Irrelevance Concept
o Relevance Models
0 Walter’s Model
0 Gordon’s Model
e Irrelevance Mode
0 Modigliani and Miller Hypothesis
e Lintner Modd

ASSIGNMENTSFROM QUESTION BANK:

1. UnitlV, Sectionlll, Q 35— 37,42, 44 - 48
2. UnitlV, Section 1V, Q 14-19, 21,23,24, 26

OTHER ASSIGNMENTS:



ibid 1, Page No. 328, Q1-5

ibid 2, Page No. 435, Q1-11

ibid 3, Page No. 489, Q 1-18

ibid 4, Page No. 535-537, Q 21.1-21.3

ibid 5, Page No. D11.25 — 11.29, Essay Type Questions Q.1 - 26, Practical Q. 1 - 10
ibid 6, Page No. 31.35-31.37, Q 31.1-31.15

O O WN B

SUGGESTED READINGS:
TEXT BOOKS:

1 ibid 1, Page No. 305-323
2 ibid 2, Page No. 418-431 & 439-454

REFERENCE BOOKS:

ibid 3, Page 453- 483

ibid 4, Page 522-535

ibid 5, Page No. D11.1- D11.25
ibid 6, Page No. 30.3-30.29

A WDN PR

ARTICLES

1 Mittal Sanjiv, Chopra Monika, Paliwal Pallavi, “Linkages between financial leverage,
dividend policy and value of firm: A Comparison between manufacturing and non-
manufacturing firms in India”, BVIMR Management Edge, Vol. 6, No. 2, July — Dec. 13, pp.
1-16.

2 Aggarwal Shalini, “An Analysis Of Trends And Progress In Corporate Dividend Of Selected
Cement Industries In India”, BVIMR Management Edge, Vol. 6, No. 2, July — Dec. 16, pp.108
—120.

LECTURES42-44
WORKING CAPITAL MANAGEMENT
OBJECTIVE:

Working capita management (WCM) refers to the strategies put in place to manage the
relationship between the short term assets of acompany with its short term liabilities, to make sure



that an organization continues with its operations and meet its obligations when they fall due. The
objective of these lecturesisto cover the basic aspects of current asset management including the
concept, need and types of working capital, along with the operating cycle and determinants of
working capital.

CONTENTS:

» Concept of working capital
o Gross Working capital
o Net Working Capita
» Need for Working Capital
» Types of Working Capital
o Permanent Working Capital
J Temporary Working Capital

» Adequacy of working capital
» Management of working capital
» Operating cycle
» Sources of Working Capital
» Approachesfor determining the financing mix
J Hedging Approach
o Conservative Approach
o Aggressive Approach
» Determinants of working capital
o General nature of business
o Production cycle
) Businesscycle
o Production policy
o Credit policy
o Growth and expansion
o Profit level
o Level of taxes

. Dividend policy

. Depreciation policy
. Price level changes
o Operating efficiency

ASSIGNMENTSFROM QUESTION BANK:

1. UnitlV, Sectionlll,Q1-3,5, 6, 810, 17, 18, 20-26, 32, 49, 50



2. Unit 1V, SectionV, Q 25
OTHER ASSIGNMENTS:

ibid 3, Page No. 529-531, Q 18.1-18.8

ibid 4, Page No. 574-579, Q 1-9, Q 23.1-23.3

ibid 5, Page No. D. 7.60 — D 7.67, Essay Type Questions Q1-29, Practical Q1 - 17
ibid 6, Page No. 13.23-13.39, Q13.1-13.12

A WDN PR

SUGGESTED READINGS:
TEXT BOOKS:

1 ibid 1, Page No. 339-359
2 ibid 2, Page No. 656-668

REFERENCE BOOKS:

ibid 3, Page No. 493-519

ibid 4, Page No. 563-574

ibid 5, Page No. D7.1 - D7.17
ibid 6, Page No. 13.3-13.22

A WDN P

ARTICLES

1 Jakpar S, Tinggi M, Siang TK, Johari A, Myint KT, “Working Capital Management and
Profitability: Evidence from Manufacturing Sector in Malaysia”, J Business and Financial
Affairs, Vol 6, 2017, pp. 255. doi: 10.4172/2167-0234.1000255

2 Zimon, G., & Tarighi, H. (2021). Effects of the COVID-19 global crisis on the working capital
management policy: Evidence from Poland. Journal of Risk and Financial Management, 14(4),
169.

LECTURES 45-47
INVENTORY AND CASH MANAGEMENT
OBJECTIVE:

Business analysts report that poor management is the main reason for business failure. Poor cash
as well as inventory management are probably the most frequent stumbling blocks for



entrepreneurs. The aim of these lectures is to explain the objectives of cash management and
techniques for efficient management of inventories.

CONTENTS:

» Meaning of cash
» Motivesfor holding cash

o Transaction Motive
o Precautionary Motive
o Speculative Motive
. Compensation Motive

» Objectives of cash management

» Basic Problemsin cash management

» Cash Management Models

o Baumol Model

o Miller Orr Model
Management of Inventories

Kinds of inventories

Benefits of holding inventories

Risks and costs associated with inventories
Techniques of inventory management
o EOQ

. ABC Analysis

o Inventory Turnover Ratios

o Aging schedule of inventory

o Just in Time Inventory System

YV YV VY

ASSIGNMENTSFROM QUESTION BANK:

1. Unity IV, Section |11, Q 4, 11-13, 15, 27, 28, 53, 54
2. UnitlV, Section IV, Q1-7, 22, 27, 29

OTHER ASSIGNMENTS:

1 ibid 3, Page No. 563-566, Q 19.1- 19.6, Page No. 611-612, Q 21.1-21.8

3 ibid 4, Page No. 603-607, Q1-15, Q24.1-24.6, Page No. 648-650, Q 26.1-26.7

4 ibid 6, Page N0-14.31-14.44, Q 14.1- 14.15, Page No. 16.24-16.25, Q 16.1-16.11

SUGGESTED READINGS:



TEXT BOOKS:

1 ibid 1, Page No. 361-387
2 ibid 2, Page No. 708-721

REFERENCE BOOKS:

ibid 3, Page No. 533-546, 593-602

ibid 4, Page No. 582-603,632-644

ibid 5, Page No. D7.17 — D7.43

ibid 6, Page No. 14.1 — 14.29, 16.1-16.16

A WN PR

ARTICLES

1 Khan, F. and Siddiqui, D. A. (2019). Impact of Inventory Management on Firm’s Efficiency —
A Quantitative Research Study on Departmental Stores Operating in Karachi. Social Science
and Humanities Journal, 3(4), 964-980

2 Bawa, S, Asamoah, G.E & Kiss, E. (2018). Impact of Inventory Management on Firm
Performance: A Case Study of Listed Manufacturing Firms in Ghana. International Journal of
Finance and Accounting, 7(4), 83-96.

LECTURES48-50
RECEIVABLESMANAGEMENT AND MARKETING SECURITIES
OBJECTIVE:

The extension to the firm’s customers, known as accounts receivable, is considered an effort to
boost sales. It is the duty of the financia officer to guard against over investment in account
receivable. These lectures cover the management of these accounts receivable.

CONTENTS:

Meaning of receivables

Meaning of receivables management
Purpose of receivables

Costs of maintaining receivables
Benefits of maintaining receivables
Factors affecting size of receivables
Credit policy

VVVYVYVYYY



» Credit standards

» Credit terms

» Overtrading and under trading
» Marketing Securities

ASSIGNMENTSFROM QUESTION BANK:

1. UnitlV, Sectionlll, Q7, 14, 16, 19, 30, 31, 33 ,41, 51, 52
2. UnitlV, SectionlV, Q 8-13, 28

OTHER ASSIGNMENTS:
1 ibid 3, Page No. 590-592, Q 20.1- 20.8
2 ibid 4, Page No. 645-650, Q1-15, Q 26.1- 26.7
3 ibid 6, Page No. 15.28-15.29, Q 15.1-15.9

SUGGESTED READINGS:

TEXT BOOKS:

1 ibid 1, Page No. 361-387
2 ibid 2, Page No. 681-697

REFERENCE BOOKS:

ibid 3, Page No. 567-578

ibid 4, Page No. 609-644

ibid 5, Page No. D7.43 - D7.59
ibid 6, Page N0.15.1 - 15.16

A WON PR

ARTICLES

1. N. Venkata Ramana; K. Ramakrishnaiah; P. Chengalrayulu, “Impact of Receivables
Management On Working Capital And Profitability: A Study On Select Cement Companies
In India”, International Journal of Marketing, Financial Services & Management Research,
Vol.2, No. 3, March 2013.

2. Mazanec, J. (2022). The Impact of Working Capital Management on Corporate Performance
in Small-Medium Enterprisesin the Visegrad Group. Mathematics, 10(6), 951.
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COURSE OUTLINE
BBA-III SEMESTER
MANAGEMENT ACCOUNTING
BBA 207

COURSE OBJECTIVES:

The course aims at enabling students to understand the basic Management Accounting concepts
and their applicationsin managerial decision making.

LEARNING OUTCOMES:

After completion of this course students will be able to:
e Understand the nature and scope of Management Accounting
e Analyse andinterpret the accounting financial statements of acompany and itslimitations.
e Executing skillsto prepare various Budgets.
e Examining the impact of different ratios on the financial performance of a company.
e Compute cash flow analysis and its likely impact on the company.

INTERNAL ASSESSMENT AND ASSIGNMENT 25 Marks
1. Class Test-I - (Written Test) 15 Marks
2.Individual A ssignments/Presentati ons/ ClassPartici pation 10 Marks
EXTERNAL ASSESSMENT 75Marks
(University Examination)
COURSE CONTENTS:
UNIT I: Management Accounting : Introduction (14 Hours)
e Meaning, Objectives, and Scope of management accounting
e Difference between financia accounting, cost accounting and management accounting
e Comparative financial statements, common size financial statements, trend analysis
e Ratio anaysis
e (Cash flow Statement

UNIT II: Budgetary Control and Variances (14 Hours)
e Concept and types of budgeting and budgetary control
Meaning, objectives
Merits, and limitations of budgetary control
Budget administration
Functional budgets including cash budget; Fixed and flexible budgets: meaning and
preparation

90



e Zero-based budgeting
¢ Performance budgeting, the difference between performance & traditional budgeting
e Meaning of Variance and Variance Analysis
e Materia, Labour, Overheads, and Sales Variances
e Disposition of Variances
e Control Ratios
UNIT I11: Costing and Profit Planning (14 Hours)
e Meaning of Variable Costing, Absorption Costing and Marginal Costing
e Usesof Marginal costing
e Cost-Volume-Profit Analysis
e Profit/Volumeratio
e Break-Even Analysis - Algebraic And Graphic Methods
e Angleof Incidence
e Margin of Safety.
UNIT IV: Managerial Decision M aking (14 Hours)
e Decision making based on Marginal Cost Analysis
e Profitable product mix
e Make or Buy
e Addition or Elimination of aproduct line
e Sdll or process further
e Operate or shut down
e Managerial Decision-making using spreadsheets.

91



STUDY MATERIAL FOR THE SUBJECT

Following will be the study material for topics of Management Accounting, and students are
advised to go through the materia for thorough understanding of the subject:

» MAIN TEXT BOOK

1.

Author’s Name(s): Dr. SN. Maheshwari, Dr. Suneel K. Maheshwari, CA Sharad
K. Maheshwari (ibid 1)
Title: Principles of Management Accounting

Edition: 18"  Year: 2022

Publisher: Sultan Chand and Sons

» REFERENCE BOOKS

1.

2.

Author’s Name(s): M.Y Khan (ibid 2)
Title: Management Accounting

Edition: 8"Year: 2021

Publisher: McGraw Hill Education Private Limited

Author’s Name(s): M.N Arora (ibid 3)
Title: Management Accounting

Edition: Year: 2019

Publisher: Himalaya Publishing House

» JOURNALS

Eal NN

Journal of Management Accounting Research
Journal of Accounting and Finance

The Chartered Accountant

The Management Accountant

» E-BOOKS

Kurt Heisinger, S. C. (n.d.). Managerial Accounting. Saylor.

https.//www.freebookcentre.net/busi ness-books-downl oad/M anagerial - A ccounting.html

Lanewala Murtaza. Management Accounting. Accasupport.com.
https://dl.icdst.org/pdfs/filesl/fd4846052fb3b1dcc306f40b2f986829. pdf
Arora M.N. Accounting for Management. Himalaya Publishing House.
http://www.himpub.com/documents/Chapter1427. pdf
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UNIT-I

LECTURES1-4

INTRODUCTION TO ACCOUNTING
OBJECTIVE:

The objective of these lectures is to make student understand about the concept, scope &
importance of Management Accounting and how management accounting is different from cost &
financial accounting.

CONTENTS

» Management Accounting: definition
e Evolution
e Meaning
Nature of Management Accounting
Scope of Management Accounting
Utility of Management Accounting
Limitations of Management Accounting
Difference Between Financial Accounting & Management Accounting
Difference between Cost Accounting and Management Accounting

VVVVVYY

TEXT BOOK:
1. ibid 1 Page No. A-1.3to A-1.9 Page No. A -1.16-1.18
ARTICLE:

1. Kate E. Horton, “Roles and Attitudes in the Management Accounting Profession: An
International Study” Management Accounting Quarterly, Spring 2020, vol. 21, no. 3

LECTURES 5-8
OBJECTIVE

To make student understand about the making of Comparative & Common Size financial
statements and Trend analysis.

CONTENT

93



Financial Analysis: Financia Statements and their Limitations,
Concepts of Financial Analysis,

Tools of Financial Analysis:

Comparative Balance Sheet

Comparative Income Statement

Common Size Balance Sheet & Income Statement

Trend Percentages,

YVVVVYVYYY

TEXT BOOK:

1 ibid 1 PageNo. B-1.3to B-1.21

VIDEO:

1. https:.//www.youtube.com/watch?v=tZaORHX Q6M |
LECTURES-9-15

OBJECTIVE
To make the students understand the concept of Ratio analysis and calculation of various ratios

CONTENTS
» Classification of Ratios,
» Liquidity Ratio
» Solvency ratio
» Turnover Ratios,
> Profitability Ratios,
» Du-Pont Control Chart
» Utility and Limitations of Ratios

TEXT BOOK:
ibid 1, Page No. B- 2.25t0 B 2.105
VIDEO:

1. https://www.youtube.com/watch?v=76gM X QOBnbps

LECTURES 16-20
OBJECTIVE

The objective of these lectures is to make students understand about the Cash Flows from
operating, investing & operating activities.

94


https://www.youtube.com/watch?v=76gMXQBnbps

CONTENT

» Cash Flow Statement,
e Meaning
e Objective
» Accounting Standard 3 (AS 3: Revised),
e Cash flow from Operating activities
e Cash Flow from Investing Activities
e Cash Flow from Financing Activities
» Construction of Cash Flow Statement.
e lllustrations

TEXT BOOK:

1 ibid1, Page No. B -4.151 to B-4.189

VIDEO:
https://www.youtube.com/watch?v=SVkXKo X06k

UNIT- 11
LECTURES-21-23
OBJECTIVE
To make student understand about the budget and budgetary control.
CONTENTS
» Concept and types of budgeting and budgetary control
» Meaning, objectives
» Merits, and limitations of budgetary control
» Forecasts and Budgets
> Budget administration
TEXT BOOK:

1 ibid1, Page No. C-1.3to C-1.11
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https://www.youtube.com/watch?v=SVkXKo_X06k

LECTURES 24-30

OBJECTIVE

To make students understand about various functional budgets.
CONTENT

Functional budgets including cash budget;

Fixed and flexible budgets: meaning and preparation;
Master Budget

Zero-based budgeting;

Performance budgeting,

the difference between performance & traditional budgeting

YVVVYVYYY

TEXT BOOK:
1 ibid 1 Page No. C-1.12to C 1.69
VIDEOS:

1. https:.//www.youtube.com/watch?v=UM s9kdPhi CU

LECTURES 31-40
OBJECTIVE

To make students understand about the setting of standards and the analysis of various variances
arisesin daily operations.

CONTENT
e Standard Costing
Meaning of Variance and Variance Analysis
Material Variances
Labour Variances
Overheads Variances,
Sales Variances,
Disposition of Variances,
Control Ratios.

TEXT BOOK:

1 ibid1PageNo. C- 2.71to C 2.87, Page No. C-3.91to C-3.173
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https://www.youtube.com/watch?v=UMs9kdPbiCU

VIDEOQ:

1.https://www.youtube.com/watch?v=sANUqg7Jsu 8

UNIT-I1
LECTURESA41-48
OBJECTIVE

To make students understand about the Marginal Costing, differential costing & key factorswhich
are the limiting factorsin a business.

CONTENTS

Meaning of Variable Costing

Absorption Costing and Margina Costing
Marginal costing and Differential costing
Cost-Volume-Profit Analysis,
Profit/Volume ratio,

Break-Even Analysis - Algebraic
Graphic Methods

Key Factor

Break-Even Chart

Angle of Incidence

Margin of Safety.

VVVVVVVVVVYVY

TEXT BOOK:
1 ibid 1 Page No. C- 4.175to C-4.242
VIDEOS:

1. https://www.youtube.com/watch?v=i 7dxah6h3w
2. https://www.youtube.com/watch?v=hm71 DKG6iek

UNIT-IV

LECTURES 49-56
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https://www.youtube.com/watch?v=sANUq7Jsu_8
https://www.youtube.com/watch?v=i_7dxah6h3w
https://www.youtube.com/watch?v=hm71_DK6iek

OBJECTIVE
To make students understand the decision making in an organization in various situations.
CONTENT

Concept of Decision making

Steps in decision making

Determination of sales mix

Exploring new markets

Addition or Elimination of a product line

Make or Buy,

Sell or process further,

Shut down or continue

Manageria Decision-making using spreadsheets.

TEXT BOOK:
1 ibid 1, Page No. C-5.241 to C-5.273

VIDEO:
https://www.youtube.com/watch?v=kgT | gt85ql c
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UNIT -1
I Test Your Skills:
(@ Multiple Choice Questions:

1. Which of the following is the correct definition of the term 'entrepreneur’, as used by the
OECD?

a. Entrepreneurs are those people who start new businesses with the aim of making a profit.

b. Entrepreneurs are those persons (business owners) who seek to generate value through
the creation or expansion of economic activity, by identifying and exploiting new
products, processes or markets.

c. Entrepreneurs are those personswho seek to create value by starting new businesses with
innovative products and services.

d. Entrepreneurs are those people who seek to create value for local communities, people or
customers by starting new ventures which exploit new products, processes or markets.

Answer (b)

2. What isthe definition of the term, 'social enterprise'?

a. A commercial organization that seeks to combine a profit seeking motive with the
provision of social benefits.

b. A trading organization that is motivated by profit and a societal orientation.

A social enterprise undertakes social marketing and can take a variety of legal forms,
including co-operative, alimited company and a community interest company.

d. A trading organization which serves a social purpose and which can take a variety of
legal forms, including co-operative, a limited company and a community interest
company.

Answer (d)

3. Intrapreneurship often takes the form of ...
a. asemi-autonomous group (e.g. an internal venture team), operating within the
overarching structure of the parent organization.
b. aspinout venture from a university to commercial a new invention.



C.
d.

asubsidiary of alarge corporation devel oping a new product.
a semi-autonomous group operating outsi de the overarching structure of the parent
organization.

Answer (a)

4. The goals motivating entrepreneurial activity can include which of the following options:

a
b.
C.
d.

To improve the social welfare of people, e.g. in terms of their health.
To improve the wealth of the entrepreneurs.

To maintain influence amongst powerful local figures.

All of the above.

Answer (a)

5. Can entrepreneurship be 'learned?

a
b.
C.
d.

Answer

Entrepreneurs are born and not made

It'sadiscipline and like any other discipline it can be learned.

Y ou will never become an entrepreneur simply by reading a book

Practical exercises, study and critical reflection can be a good way to think about
entrepreneurship

(d)

6. Which of these statements best describes the context for entrepreneurship?

a
b.
C.

d.
Answer

Entrepreneurship takes place in small businesses.
Entrepreneurship takes place in large businesses.
Entrepreneurship takes place in awide variety of contexts.
Entrepreneurship does not take place in social enterprises.

(©)

7. Why isthe notion of 'vison' important in entrepreneurship?

a
b.
C.
d.

Without it there is no driving force or sense of direction.

People need a sense of fantasy in order to create ambitious ventures.
Investors prefer to invest in visionaries.

Having avision helps to create a paradigm shift.

Answer (a)

8. The creation of new firmsisimportant because these new firms contribute to economic
development through benefits that include all of the following except:

a

b.
C.
d

Product — Process innovation
Increased Tax revenues
Unemployment

. Socia betterment



Answer (C)

9. Why are small businesses important to a country’s economy?
They give an outlet for entrepreneurs.
They can provide specialist support to larger companies.
They can be innovators of new products.

All the above.
Answer (d)

10. Fabian Entrepreneurs are characterized by:
a. Hardworking
b. Religiousand traditional
c. ShyandLazy
d. Ready totakerisk
Answer (C)

11. Drone entrepreneur are those who generally
a. Earn super profit
b. Earn normal profit
c. Earn profit or even losses
d. Incur losses
Answer (C)

12. Supply of entrepreneur depends on the
a. Rate of the profit available
b. Prevailing social climate
c. Rate of profit and social climate
d. None of the above
Answer (C)

13.Which one of the following theories has the attribute of moderate risk taking as a function of
skill, not chance?
Need for independence
Need for achievement
Need for affiliation
Need for authority
Answer: (b)

14. Which of the following is presented as evidence of social factors influencing whether someone
becomes an owner-manager?



a. Although people believe self-employment runsin families, there islittle evidence to
support this view.
b. There seemsto be little relationship between self-employment and age.
. Self-employment is more common among some ethnic groups.
d. Self-employment is more common among single people than among the married.
Answer (C)

15. Which of the following is not one of the environmental factors that may influence the potential
of asmall business?
a. Close contacts with customers related to problem solving activities
b. Clusters of technically advanced small firms
c. Anindustry with economies of scale
d. Banksrecognizing the needs of small firms
Answer (C)

16. EDP meant for developing
a. Professional skill
b. Entrepreneurial motive
c. Personal qualities
d. Entrepreneurial monitoring
Answer (b)

17. EDPisrequired to help
a. Existing entrepreneur
b. First generation entrepreneur
c. Future Entrepreneur
d. None of the above
Answer (b)

18. Following is not involved in EDP
a. ldentification of entrepreneursfor training
b. Selection of entrepreneurs for training
c. Developing entrepreneurial capabilities
d. Arranging infrastructural facilities
Answer (d)

19. All but which of the following is considered to be a myth associated with entrepreneurship?
a. Successful entrepreneurs are born not made
b. First ventures are always successful
c. All entrepreneurs must willingly invest significant sums of money



d. Successful entrepreneurs must have a break-through invention
e. An entrepreneur faces extraordinary business risks
Answer (a)

20. An_is best described by stating it is any business that is independently owned and operated and
isnot dominate in its market.
a. drategic aliance

b. corporation

C. entrepreneurship

d. proprietorship
Answer (a)

21. For small business owners, one of the most important objectivesis
a. market presence

growth

profitability

adaptability

innovation

Answer (C)

® oo o

22. Which of the following is not considered a common characteristic of an entrepreneur?
a. Internal locus of control
b. High need for achievement
c. Self-confidence
d. Willingness to take risks
Answer (d)

23. Bobby believes that what takes place within his new company is mostly the result of fate or
factorsthat are outside of his control. It could be stated that Bobby possesses a/an
a. innovative spirit
b. intrapreneurship
c. internal locus of control
d. external locus of control
Answer (d)

24. The entrepreneur who is committed to the entrepreneurial effort because it makes good
business senseis classed as a/an
a. inventor
b. opportunist
c. hacker



d.
e.

craftsman
craftsperson
Answer (b)

25. Melissais one of the newest and most successful entrepreneurs in the technology industry. She
handles numerous dealings with other companies for the exchange of goods and services. Her
primary goal isto ensurethat all partiesinvolved receive favorable and acceptable terms. Melissa
ismost probably excellent at the entrepreneurial skill of

®ap o

negotiating
networking
leadership
analysis
aliance building
Answer (e)

26. The stepsinvolved in an entrepreneurial endeavor include all but which one of the following?

a

®ap o

Business plan formulation
Obtaining financing
Selecting the type of lega structure
Hiring a partner
Adapting to growth

Answer (C)

27. Which of the following shows the process of creating something new?

a

Business model

b. Modeling
C.
d. Creative flexibility

Innovation

Answer (C)

28. EDPisrequired to help
a. Existing entrepreneur
b. First generation entrepreneur
c. Future Entrepreneur
d. None of the above
Answer: B

29. In which of the following domain; individuals take decision to help others for achieving
their dreams?



a. Traditional managers

b. Entrepreneurs

C. Intrapreneurs

d. Administrative managers
Answer ()

30. An entrepreneur is aperson who is a
a Risk taker
b. Initiator
c. Actor
d. All of the given options
Answer (d)

31. Which one of the following isNOT an intrapreneurial |eadership characteristic?
a. Understands environment
b. Encourage the team work
c. Not flexible
d. Persistent
Answer (C)

32. All but which of the following is considered to be a myth associated with entrepreneurship?
a. Successful entrepreneurs are born not made

First ventures are a'ways successful

All entrepreneurs must willingly invest significant sums of money

Successful entrepreneurs must have a break-through invention

An entrepreneur faces extraordinary business risks

Answer (b)

®ao o

33. Which of the following is not considered a common characteristic of an entrepreneur?
a. Interna locus of control
b. High need for achievement
c. Self-confidence
d. Externa locus of control
Answer (d)

34. Bobby believes that what takes place within his new company is mostly the result of fate
or factorsthat are outside of his control. It could be stated that Bobby possesses a/an
a. innovative spirit
b. intrapreneurship
c. internal locus of control
d. high need for achievement



e. externa locus of control
Answer (€)

35. The entrepreneur who is committed to the entrepreneurial effort because it makes good
business senseis classed as a/an

a
b.
C.
d.
e.

inventor
opportunist
hacker
craftsman
craftsperson

Answer (a)

36. Asthe venture becomes established and starts growing, which of the following types of
experience becomesincreasingly important?

a

b.
C.
d

Technical
Financing
Manageria
Marketing

| Answer (b)

37. Intrapreneurship is best described as:

a

b.
C.
d

38.

Q0o

the hiring of former Entrepreneurs.
Entrepreneurial action within an organization.
The process of buying acquiring entrepreneurial firms.

. The process of hiring consultants to teach a firm how to be more creztive.

Answer (d)

includes initiative and risk taking, as well as competitive aggressiveness and boldness.
New business venturing
Self-renewal
Innovativeness
Proactive Behavior
Answer (b)

39. Inregard to the differences between the entrepreneurial and administrative focuses which of
the following is correct?

a

b.
C.
d

Entrepreneurs focus on slow steady growth and managers’ focus on rapid growth
Entrepreneurs rent or sporadically use resources; managers like to own resources

Entrepreneurs are driven by controlled resources, managers by opportunity
Entrepreneurs tend to use a hierarchica management structure; managers use a more



fluid, flat approach
Answer (C)

40. All these are characteristics of an entrepreneurial environment except:
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15

16
17
18
19
20
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a. there are short term horizons.

new ideas are encouraged.

b
c. the organization operates on frontiers of technology.
d

It uses a multidiscipline teamwork approach.
Answer (a)

Short Answer Type Questions:

Differentiate an entrepreneur from an intrapreneur.

Explain the traits of entrepreneur.

Discuss the type of entrepreneurs with suitable examples.

Define entrepreneurship and explain its main characteristics.

Give abrief profile of women entrepreneurs and discuss the main problems faced by them.
Explain the factors that determine the growth of entrepreneurship.

Discuss the environmental factors which influence entrepreneurship.

What do you understand by entrepreneurial motivation? Discussin detail.

Explain the factors which motivate the devel opment of entrepreneurs.

What is an achievement motivation force that causes entrepreneurial growth in a country?

Explain the factors which motivate people to become entrepreneurs.

Differentiate Entrepreneur, Entrepreneurship and Enterprise.

Discussinternal & external factors of entrepreneurial motivation.

Explain “Non economic factors are equally important as economic factors in deciding
entrepreneurial growth”.

EDPs (Entrepreneurship Development Program) can change the course of small
development projects. Elaborate.
List the Economic factors affecting entrepreneuria growth.

“EDP is a process of entrepreneurial grooming.” Comment.

How entrepreneurs lead to the economic devel opment of a country?

What are Entrepreneurial competencies needed to become an entrepreneur?
Explain the motivation process for entrepreneurship development.

Long Answer Type Questions:

“Innovation is the hallmark of entrepreneurship”. Explain.
“Entrepreneur is the catalyst in the process of economic development”. In the light of this

statement, explain the role of entrepreneurship in the economic devel opment.
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11

12
13

14

15

16

17

18
19

20

Account for the major problems faced by women entrepreneurs in India. State the various
schemes introduced by the government for the development of women entrepreneurs.
“Entrepreneurial performance is a function of socio-cultural background of entrepreneur,
his motivation, ability and environment” discuss.

Comment on the statement that credtivity is a pre requisite to innovation and explain the
creative process.

“Self-employment is the best method of solving the problem of growing unemployment in
India”. Do you agree? Suggest a suitable strategy for the identification and development of
entrepreneurs.

“Entrepreneurial behaviour is the result of an interaction of severa internal and external
factors”. Explain.

“The initiative and intentions of an individual are diverted by his ambitions”. In the light of
this statement, describe the ambitions which inspire people to take up enterprise.

How entrepreneurship helpsin the Economic development of a country? What factors have
led to Entrepreneurial growth in our country? Give examples of few successful
entrepreneurs you have come across and list their important characteristics you have noted?
Do you agree with the view that entrepreneurs are born and not made? Evaluate the
relevance of entrepreneurial development programme in this context? What all is included
in such EDP’s initiated in our country at the state and central governments levels?

In view of the Entrepreneurial Competencies required of an entrepreneur, discuss the
various types of entrepreneurs with examples and reference to live case studies.

An entrepreneur has to carry out a combination of functions. In this light, discuss various
functions to be performed by an entrepreneur.

Explain in detail why people become entrepreneurs.
Discuss social and economic environment factors affecting economic growth.

What economic and non-economic factors have led to entrepreneuria growth in Indiaand
the world?

What is the role of EDP programmes in entrepreneurship development? What are the
activities/stages of EDP program?

What are EDP Programmes? How are they conducted? What activities are involved in
various stages of planning for EDP training? Discuss these activities with examples

“Developing countries need imitative entrepreneurs rather than innovative entrepreneurs”
Do you agree? Enumerate the characteristics of creative people and discuss what makes an
entrepreneur creative.

Explain the role of entrepreneurship in the economic devel opment of a country.
Explain how intrapreneurship develops in organizations with different cultura

backgrounds.
Discuss the conflicting viewpoints on corporate entrepreneurship.



UNIT - 11
I Test Your Skills:
(& Multiple Choice Questions:

1. Which of the following is a disadvantage of the ‘drafting atraditional business plan' approach?
a. They do not reflect the way in which people shape their entrepreneurial visions.
b. It can be difficult to explain your vision to other people.
c. Thisapproach lacks rigour.
d. The processinvolved can help an entrepreneur to improve their own understanding of
the business concept.
i. Answer: (a).

2. Which of the following are 'drivers underlying the opportunity business model?
a. Societal, commercial, legal, technological, people
b. Societal, commercial, legal, technologica
c. Societd, ethical, commerciad, legal, technologica
d. Societal, commercia, legal, technological, environmental .
Answer: (b).

3. What are the main sources of entrepreneurial opportunity?
a. Personal - entrepreneurs experience or perceive something that others do not.
b. Secondary research - from industry analyses.
c. Primary research - from speaking to potential customers to determine their needs.
d. Observation - of other peoples experiences with products and services.
Answer: (a).

4. Socia innovation refersto:
a. theintroduction of new socia practices, activities or ways of organizing.
b. theintroduction of novelties; the alteration of what is established by the introduction of
new elements or forms.
C. new designs, processes, marketing approaches, or a new way of conducting training.
d. the means by which entrepreneurs exploit change as an opportunity for a different
business or service.

Answer: (a)

5. During feasibility analysisit is necessary to examine several aternative solutions because:
a comparison of alternatives will lead to a cost-effective solution



a pre-conceived single solution may turn out to be unimplementable
it isalways good to examine alternatives
management normally looks at alternatives

a iandiii
b. iandiv
c. iandii

d. iiandiv

a. Answer: (C)

By technical feasibility of a solution, we mean that
a. technology is available to implement it
b. personsare available to implement it
C. persons havetechnical ability to implement it
d. fundsare available to implement it

i. Answer: (a).

In the creativity and innovation matrix, what is a'medium level of creativity' and a'medium
level of innovation' referred to as?
a. Winner
b. Loser
c. Mediocre
d. Average
Answer: (d).

. The following example of networking represents which type of activity: In an entrepreneurial
setting, you might be: renewing contact with aold school friend, now working in afinance house,
to provide advice or support for the venture; converting an informal contact made while on
holiday into a potential client; or building a much closer relationship with a supplier, which may
lead to aformal aliance or merger.

a. Creating new ties

b. Renewing and pruning existing ties

c. Developing existing ties

d. Extending existing ties

Answer: (a)

: between people in the personal contact network play an important communications role,
enabling the entrepreneur to identify opportunities that are not evident to others.
a. Good relations



b. Weak ties

Strong ties

d. Unique connections
Answer: ().

o

10. Which one of the following is the next stage to the Concept Stage of Product Planning and
Development Process?
a. |deaGeneration
b. Product Planning Stage
C. Product Development Stage
d. Test Marketing Stage
Answer (C)
11. Business opportunity relates with
a. Businesspossibilities
b. Commercially feasible projects
c. Risky projects
d. Favourable market demand
Answer: (b).

12. Early growth stage fails to consider following symptoms.
a. Very dow
b. Perceived comfort zone
c. Veyrapid
d. Rapid
Answer:(d)

13. Very Good sources of information for an entrepreneur about competitors can be obtained
a from

Websites.

Product information leaflets.

Company reports and published accounts.

All the above.

Answer: (d)

®ap o

14. Enterprise positioning is meant for
a. Short-term arrangement
b. Continuous process
c. Long-term process
d. None of the above
Answer: (C).



15. Techno-economic analysis deals with identification of the
a. Supply potential
b. Demand potential
c. Export potential
d. Import potentid
Answer: (b).

16. Which of the following isNOT one of the definitions of 'business models asidentified in the
text?

a. The system of components, linkages and associated dynamics, which that make
commercial advantage of the Internet.

b. A business model describes the rationale of how an organization creates, delivers and
captures value.

c. Business modelsidentify where the resources necessary to establish a venture will
come from.

d. Business models describe, as a system, how the piecesfit together.
Answer: ().

17. Which of the following statementsis true?
a. Theentrepreneuria process starts with creativity and the task of generating new idess.
b. The cresativity process starts with innovation and the task of generating new idess.
c. Theideageneration process starts with creativity and the task of innovation.
d. Theinnovation process starts with creativity and the task of generating new ideas.
Answer: (d).

18. can be defined as a specificaly evolved work plan to achieve a specific objective
within a specific period of time.
a. ldeaGeneration
b. Opportunity Scanning

c. Project

d. Strategy
Answer: (C).

19. Product devel opment process involves
a Onestage
b. Two stages
c. Three stages
d. Four stages
Answer: (d).



20. Incubation stage deal s with
a. Sample development
b. ldeadevelopment
c. Prototype Development
d. None of the above
Answer: ().

21. Product design defines
a. Micro activities of the project
b. Macro activities of the project
c. Allied activities of the project
d. Individua activities of the project
Answer: (a).

22. Feasibility study is defined as
a. Formal investigation of profitable opportunity
b. Informal investigation of profitable opportunities
c. Intensiveinvestigation of profitable opportunities
d. None of the above
Answer: (a).

23. Project selection is
a. Product ideaisused asabasisfor project idea
b. Projectideaisused asabasisfor product idea
c. Botharethe same
d. None of the above
Answer: (a).

24. General criteria are concerned with
a Entrepreneur’s own interests
b. Economic development of the country
c. Businessenvironment of the country
d. None of the above

Answer: (a).

25. Management tactics purported to maximize innovation for an entrepreneurship include all but
which of the following items?
a. Cutting of losses
b. Culture
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Benchmarking
Customer orientation
Capabilities

Answer: (e)

26. is best described as doing something differently and has been described as discontinuous
or complementary change.

a

®ap o

Entrepreneurship
Innovation
Spin-off
Variance
Enterprise
Answer: (b).

27. Theideas for new businesses that are obtained by entrepreneurs are derived from many

a

-0 a0 o

sources. These various sourcesinclude all but_ .
replication of an existing business

trade journals

trade shows

family members

children

Answer: (a).

28. The stepsinvolved in an entrepreneurial endeavor include all but which one of the following?

a

®a oo

Business plan formulation
Obtaining financing

Selecting the type of lega structure
Hiring a partner

Adapting to growth

Answer: (d).

29. Common reasons for entrepreneurial failure include al but which one of the following?

a

® oo o

30. A/An

Poor implementation

Lack of capital

Adequate financial support
Faulty product design

I neffective human resources
Answer: (C).

is defined as the blueprint describing the business strategy for entering the

marketplace and explains the business to potential investors.



® oo T

business aliance
spin-off
intrapreneurship
competitor analysis
business plan
Answer: (e)

31. Of the following, which oneis not considered a key component of a business plan?

a

®ap o

32.

Sources of funding

Market trend analysis

Methods for dissolution of the organization
Description of products or services
Expansion plans

Answer: (C).

is not included in the business planning presentation types.

a. Mission

b. Elevator pitch

c. Executive summary

d. Annual objectives
Answer: (d)

33. An opportunity assessment plan:

a

b.
C.
d.

Is the same thing as a business plan.
Islonger than a business plan.

has alot of computer-based spreadsheets.
focuses on the opportunity, not the venture.
Answer: (d).

34. All of the following are questioning an opportunity assessment plan might answer except:

a

b.
C.
d.

How much capital do | need?
What market need doesit fill?
What business skillsdo | have?
Can a patent be obtained?
Answer: (a).

35. Which of the following statementsis (are) true?

a
b.
C.

The business plan describes both internal and external elements.

The preliminary business plan should be prepared by alawyer.

Most business plan resources on the Internet are too complex and expensive to be of use
to the new venture.



d. Once made, a business plan should not be changed.
Answer: (a).

36. The depth and detail of a business plan depend on:
a. Thetarget audience.
b. The size and scope of the new venture.
c. The experience of the entrepreneur.
d. Theamount of capital needed.
Answer: (b).

37. When eva uating business plans are primarily concerned with the general
guidelines of credit.
a. investors
b. employees
c. vendors
d. lenders
Answer: (d).

38. __identifies potentia hazards and aternative strategies to meet business plan goals and
objectives.
a.  Assessment of risk
b. Financia planning
c. Alternative planning analysis
d. Thefinancial plan
Answer: (a).

39. All of the following are questions that should be considered in the environmental and
industry analysis section of the business plan except:
a. what aretotal industry sales over the past five years?

b. Who are the nearest competitors?
c. What ismy promotional strategy?
d. What isanticipated growth in thisindustry?
Answer: (C).
40. The most important parts of afeasibility report are
i. (i)cost-benefit analysis
ii. (i)statement of the objective of the proposed system
iii.  (iti)who will supply equipment for implementing the system
iv. (iv)organizational changes needed to successfully implement the
a iandii



b.
C.
d.

i, i andiii
i andiv

i, i andiv
Answer: (d)

Short Answer Type Questions:

1 Explain the startup process of a small-scale enterprise.

2 What do you understand by small business project identification? Explain the internal and
external constraints in the project identification.

3 Discuss the sources of ideas for new products.

4 What is product selection? [llustrate how is a product selected.

5 What is meant by small business project formulation?

6 How will you judge the feasibility of a new project? Explain with the help of illustrations.

7 What is break even analysis? Illustrate and explain the process of breakeven analysisfor a
new product.

8 Describe the “table techniques of observing markets and prospective consumersin a
developing country like India.

9 Explain “Imagination and visualization play an important part in Entrepreneurial
opportunity search and identification.”

10 Explain various sources from where business ideas originate.

11 What are pre-feasibility study report? What isincluded in feasibility study?

12 What is business plan? What does the reader expect to learn from Business Plan?

13 How creativity and innovation can lead to ideas about new product development and
entrepreneurial opportunities?

14 What are good sources of business ideas?

15 What are the differences are between a business plan and an opportunity assessment plan.

16 What steps can a young company take to encourage and protect new ideas?

17 Explain the factors influencing identification of business opportunities.

18 What are the various steps involved in processing of ideafor selecting best idea in respect of
entrepreneurship?

19 As anew entrepreneur explain how would you identify a business opportunity and go about
to exploit it.

20 What is Porter’s five forces to analyze Industry Attractiveness to decide about starting an

enterprise

[l Long Answer Type Questions:

1 Y ou want to set up a small-scale industry. Which industry would you like to select and

where it should be located? Explain with the help of suitable example.
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“Project evaluation is a comprehensive task”. Discuss.

3 Explain the sources of information in detail and how they help in idea generation for
starting up a small-scale enterprise.
4 What is business opportunity? Examine the process of identifying the business

opportunities? What are the sources of information for the same? Discuss.
5 @ What is feasibility? Discuss the different types of feasibility studies.

(b) What are the contents of feasibility report?

6 Elaborate on product selection criteria. How important is the process of conducting
feasibility studies?

7 Explain various stepsin setting up an enterprise and problems encountered by an
entrepreneur.

8 What are the various aspects involved in the processing of ideas for selecting best idea?

9 What are the various sources of getting new ideas? How do you select the new ideas?

Explain.

10 What are the project ideas/business opportunities? What are sources of information for
them? What criteria are used to scan these opportunities to select few of them?

11 Explain the purpose and content of the executive summary of the business plan.

12 A). What kind of information about the competitors needs to be put in a business plan?
B) Will it not be much more impressive to talk about the entire market than to restrict your
focus on few target segments for a start-up?

13 Explain how you will evaluate a business idea.

14 List various types of information that they may be needed for writing a business plan.
Explain through example.

15 What are the various steps in writing a business plan?

16  Giventhedifficultiesin accurately predicting the future, is a business plan useful ?

17 What makes an excellent business plan?

18 Discuss the real-life example of “OLA”. Its inception and origin.

19  Explainthe purpose of conducting Techno-economic study before launching a project.

20 “Feasibility studies are an excellent tool for ensuring the success of a new project”. Discuss.

UNIT — 111
| Test Your SKills:
Multiple Choice Questions:

1. A is a professional money manager who makes risk investment from a
pool of equity capital to obtain a high rate of return on investments.




@ venture capitalist
(b) entrepreneur

(© businessman

(d) buyer

Answer: (a)

EDII was developed by the

@ Government of India

(b) State Government

(© All IndiaFinancial Institutions
(d) Public sector banks

Answer (C)

NIESBUD was established in
€)] 1980

(b) 1983

(© 1986

(d) 1989

Answer (b)

What are the two key issues that arise when you create an effective entrepreneurial team
from scratch?

@ Team mentality and team synergy

(b) Team numbers and team quality

(© Team composition and team roles

(d) Team experience and team experience

Answer (C)

Establishing a shared vision amongst team members refers to:

@ Members of the team starting out with an essentially similar set of ideas about
what they want to create.

(b) Members of the team sharing moral principles and standards of behaviour.

(c) Members of the team sharing the factors driving them to take part in the venture.
(d) Members of the team sharing profits in an equitable manner.
Answer (C)

New small business owners have which of the following two common motivations?
(a) Be their own bosses, greater reward potential
(b) Achieve dependence, less reward potential
(c) Achieves dependence, become a stakeholder
(d) Be their own bosses, lower reward potential
Answer: (a)



10.

11.

12.

13.

Tiny sector was launched by
(a) IPR-1948

(b) IPR- 1980

(c) IPR- 1985

(d) IPR- 1990

Answer: (C)

Nayak Committee was concerned with:
(a) Reservation of items

(b) Subsidy and incentives

(c) Investment ceiling

(d) Institutional credit

Answer: (d)

Which Committee has given focus on cluster system;
(a) Kapoor committee

(b) Nayak committee

(c) Goswami committee

(d) Abid Hussain Committee

Answer: (d)

Kapoor Committee was constituted to assess:
(a) Reservation of items

(b) Investment ceiling

(c) Credit delivery system

(d) Government support system

Answer: (d)

isrelatively less a concern in a business plan of family and friend investors.

(&) Amounts and schedules for returns
(b) Funds use

(c) Competitive advantage

(d) Stability of firm

Answer: (c)

All of these are business plan concerns of bankers EXCEPT

(a) Monitoring compliance.
(b) Asset/collateral base.

(c) Cash flow and cash cycle.
(d) Long-term prospects.
Answer: (a)

The firm's goals and competitive advantages can be described by

(a) Mission statement.
(b) Vision statement.



14.

15.

16.

17.

18.

19.

(c) Executive summary.
(d) Elevator pitch.
Answer: (a)

Entrepreneurships require financia backing in order to get started in the business world.
Which of the following is not one of the methods commonly utilized to obtain the financial
resources needed?

(a) Equity

(b) Commercia loans

(c) Personal finances provided by friends
(d) Venture capitalists

Answer: (c)

financing is raising money by selling part of the ownership of the businessto
investors.
(a) Debt
(b) Equity
(c) Venture capitalist
(d) Public offering
Answer: (b)

To provide financial assistance to entrepreneurs the government has set up a number
of .

(a) financial advisors.

(b) financial intermediaries.

(c) Industrial estates.

(d) financial institutions.

Answer: (b)

State Industrial corporations engage in the development of
(@) industrial estates.

(b) institutional estates.

(c) individual investors.

(d) agricultura entrepreneurs

Answer: (a)

is a statement that is not expected in the business plan.
(a) Balance sheet
(b) Income statement
(c) SEC filing statement
(d) Cash flow statement
Answer: (C)

The functions of SFCsinclude
(a) Grant of loans and advances to or subscribe to debentures of industrial concerns



20.

21.

22.

23.

24.

repayable within a period not exceeding 20 years, with option of conversion into shares or
stock of industrial concern.

(b) Guaranteeing loans raised by industrial concerns which are repayable within a period not
exceeding 20 years.

(c) Both (a) and (b)

(d) None of these

Answer: (C)

NIESBUD was established in
1980

1983

1986

1989

Answer: A

All of these are specia purpose plans EXCEPT which of these?
(a) Business plan

(b) Screening plan

(c) Invention plan

(d) Informational plan

Answer: (a)

provides information on the company and critical risks to prospective business
partners.
(a) Partner plan
(b) Invention plan
(c) Operational plan
(d) Concept plan
Answer: (a)

The _ budget is used to project cash flows for the cost of goods produced.
(a) operating

(b) production

(c) capita

(d) depreciation

Answer: (a)

Which of the following is generally NOT one of the classifications of entrepreneurs
presented in our text?

(a) Franchise entrepreneur

(b) Classic entrepreneur

(c) Multi-Entrepreneur

(d) Intrapreneur

Answer: (a)



25.

26.

27.

28.

29.

30.

The primary reason entrepreneurs start companiesis to:
(a) prove they could do it

(b) recover from alayoff

(c) create something new

(d) make money

Answer: (C)

Valuation techniques generally fall into any of the following categories EXCEPT:
(a) Asset valuations

(b) Earnings valuations

(c) Cash flow valuation

(d) Depreciation valuation

Answer: (b)

The three primary reasons startups need funding are

A) cash flow challenges, capital investments, and lengthy product development cycles

B) business research, cash flow challenges, and costs associated with building a brand

C) bonuses for members of the new venture team, attorney fees, and lengthy product
development cycles

D) attorney fees, capital investments, and marketing research

E) bonuses for members of the new venture team, marketing research, and personnel costs

Which of the following might be termed a disadvantage faced by the small business?
(a) Greater flexibility

(b) Greater ability to serve specialized markets

(c) Extreme personal commitment of the owner

(d) More personal service

Answer: (b)

The financial assistance to small business provided by the any Financia Institution takes the
form of:

(a) direct loans

(b) guidance in locating lenders

(c) loan guarantees

(d) assistance in filling out paperwork

Answer: (d)

Many entrepreneurs go about the task of raising capital haphazardly because they

A) are uncomfortable talking about money and they haven't written a business plan
B) lack experiencein this area and because they don't know much about their choices
C) are focused on the nuts and bolts of starting their business

D) haven't completed afeasibility analysis or business plan

E) areintimidated by the process and they are unsure of how much money they need
Answer: B



31.

32.

33.

35.

36.

When buying an existing business, to cover the possibility that existing customers might go
with the old ownersif they decide to open asimilar business, a purchasing buyer might
include in the contract:

(a) awaiver of protection

(b) a penalty fees

(c) anoncompete clause

(d) astructurd fine

Answer: (C)

Which of the following is not a main element of the project management process?
(a)Estimation.

(b) Schedule.

(c) Monitor.

(d) Systems design.

Answer: (d)

Which of the following is not amain project objective?
(a) Time.

(b) Structure.

(c) Quality.

(d) Cost.

Answer: (b)

financing is raising money by selling part of the ownership of the businessto
investors.
€)] Debt
(b) Equity
(c) Venture capitalist
(d) Public offering
Answer: (d)

Which of the following is not a reason to reduce project completion time?
(a) Release resources for other projects.

(b) Avoid penalties for late completion.

(c) Eliminate project critical path.

(d) Reduce new product development time to market.

Answer: (C)

Equity investors often place more emphasis on the entrepreneur's than lenders do.
(a)character

(b)experience

(ofinancia records

(d) personal viewpoint

Answer: (a).



37.

38.

39.

40.

Which of the following documents is not usually included in the Financial Plan?
(a) Statement of cash flows

(b) Income statement

(c)Price listsfrom suppliers

(d) Projected balance sheet

Answer: (C).

Entrepreneurships require financial backing in order to get started in the business world.
Which of the following is not one of the methods commonly utilized to obtain the financial
Resources needed?

(a) Equity

(b)Commercial loans

(c) Personal finances provided by friends

(d)Venture capitalists

(e) Public offerings

Answer: (e)

In startup firms, inventory must be purchased, employees must be trained and paid, and
advertising must be paid for before cash is generated from sales. Which of the following
reasons that motivate firmsto seek funding or financing isillustrated in this example?
A) Cash flow challenges

B) Marketing costs

C) Personnel costs

D) Capital investments

E) Lengthy product development cycles

Answer: A

The fact that companies often fater because the people who start the firms can't adjust
quickly enough to their new roles and because the firm lacks a"track record" with outside
buyers and sellers, isreferred to asthe

A) liability of preparedness

B) liability of newness

C) burden of novelty

D) burden of freshness

E) millstone of innovation

Answer: B

Il Short Answer Type Questions:

1

O O WN

Explain the main ingtitutions engaged in the training and development of entrepreneursin
India.

Discuss the role of government in promoting entrepreneurship in India

Discuss Financial Feasibility aspect of Business Plan

Discuss HR and Operations Feasibility aspect of Business Plan

What is procedure of registration of Startups?

What are various benefits provided to Startups after registration?



© oo ~

What is Boot strapping?
What is pre-seed and seed round?
What isA, B, C rounds of funding?

10 List check points for building new venture team
11 Write a note on various I ncentive schemes available to MSME in India by Ministry of

MSME.

12 Who are the primary participants in a start-up’s new-venture team?
13 How to obtain NOC from Pollution Board?

14 Explain the various problems faced by new ventures.

15 What are the two potentid pitfalls of using ateam to start afirm?
16 What in DIC? Explain its objectives & functions.

17

Explain the role of various financial institution at all Indialevel engaged in helping the
SSl

18 What are the two primary functions of the financial management of a firm?

19

What islatest Definition of MSME defined by GOI?

20 What is latest procedure for registering as MSME? Has registration been liberalized?

11 Long Answer Type Questions:

1.

2
3
4,
5
6

10.
11.
12.

13.

What are Sources of funds and relative advantage and disadvantage
Explain stepsin raising Equity Funding.

. What are documents and procedures required to raise Equity funding

What isrole of Director of Industries, DIC, DCMSME in assisting MSMES?

. What isrole of SIDBI and NSIC in supporting MSMES?
. What isrole of Small Industries Devel opment Corporation (SIDC) and State Financial Corporation

(SFC) in supporting Industries in India?

What isrole of NISBUED, and Centre for Entrepreneurship Development (CED), Ahmedabad in
promoting Entrepreneurship through Entrepreneurship Development Programmes?

Describe the industrial policies regarding SSI in India

What ecosystem is there of Startups/ Venture Funding in India
What are primary considerations in Startups funding?

How you draw up plan for funding a Startup?

“The process of Working capital begins with cash and ends with cash.” In the light of the above
statement explain the operating cycle of working capital.

What are the registration formalities of SSI and the incentives available to them from Govt. of
India?



14. What are the personal attributes that affect a founder’s chances of launching a successful new
firm?
15. What are some of the methods used by founders to find good employees?

16. How do lenders and investors add value to an entrepreneurial venture?
17. What financia parameters are incorporated to help the financing institution to understand the
financial viability of the project before financing? Explain

18. What support the government provides to the entrepreneurs in importing the machinery and
equipment for production?

19. How PM Narendra Modi’s ‘Make in India’ movement will encourage more entrepreneurship in
India? Explain in detail.

20. Why is Entrepreneurial organization team important?

UNIT - IV
| Test Your SKills:
(a) Multiple Choice Questions:

1. An example of collecting primary datais;
(a) Observation

(b) Interviewing

(c) Focus groups

(d) All of the above

Answer: (d)

2. Aninternal environmental variable.
(a) Financial resources

(b) Technology

(¢) Industry demand

(d) The economy

Answer: (a)

3. What is atarget market?

(a) A group of customers a venture reaches by accident.

(b) All consumers who purchase the venture's product.

(c) A specific group of potential customers toward which a venture aims its marketing plan.
(d) A chain of discount stores.

Answer: (c)

4. Monitoring during the implementation of the marketing plan alows the entrepreneur to
establish controls on the process.

(a) sales data

(b) research data



(c) consumer data
(d) none of the above
Answer: (a)

5. Out of the total population of people you approach, is the percentage of people who
buy.

(&) Mini plan

(b) Test marketing

(c) Hit rate

(d) Proof-of-concept

Answer: (C)

6. Which one of the following is the most important characteristic of a successful business website?
(a) Innovation

(b) Speed

(c) Graphics

(d) Products

Answer: (b)

7. What are the main differences between marketing in a ‘corporate setting' and an ‘entrepreneuria’ one?
@ Lack of resources; lack of brand name; difficultiesin making contacts.

(b) Greater emphasis on personal selling and personal networking.

(c) Faster decision making; more personal responsibility.

(d) Better profit margins; lower costs and greater flexibility.

Answer (@)

8. What are the missing words in the following definition: "The management of regular marketing can be
characterized by a careful planning process which isinformed by to guide the
selection of target markets and the composition of a marketing mix with which to position products
competitively within the marketplace.

@ Environmental forecasting

(b) Market research

(©) Product analysis

(d) Customer understanding

Answer: (b).

0. isthe group of people on which a marketer focuses promotion and sales efforts.
(a) Me-too group

(b) Maturity group

(c) Target market

(d) Breakeven market

Answer: (C)

10. In franchising, the entrepreneur assumes fewer risks because the franchise provides all but which
one of the following?
a Established market for the product



Management assistance in operating the business
Economies of scale for purchasing

Oversale of rights

Favorable image for the product Answer: (a).

®PapoT

11. Which of the following actions will not help directors to protect themselves from non-compliance
with their obligations and responsibilities?

(a) keeping themselves fully informed about company affairs

(b) including a disclaimer clause in their service contracts

(c) seeking professional help

(d) ensuring that regular management accounts are prepared by the company

Answer: (b)

12. A product for which there are few substitutes and for which a change in price haslittle effect on
quantity purchased is considered

(a) elastic

(b) inelastic

(c) marked-up

(d) elasticity

Answer: (b)

13. Which one of the following statementsis correct?

(a) A company can never have unrestricted objects.

(b) Where a director acts without authority from the Board of Directors, all transactions entered into
with third parties will be void.

(c) Where adirector acts outside or beyond the powers given to him by the company, all transactions
entered into with third parties acting in good faith will be voidable by the company.

(d) Where a director acts outside or beyond the powers given to him by the company, all transactions
entered into with third parties acting in good faith are deemed to be free of any limitations under the
company's constitution.

Answer: (d)

14. Setting a price that ends in the number 5, 7, or 9 is considered
(a) Return pricing

(b) Psychological price

(c) Skimming

(d) Odd even pricing

Answer: (d)

15. refers to setting the price for an item relatively low and then charging much higher prices for
the expendablesit uses.

(a) Prestige pricing

(b) Odd-even pricing

(c) Partitioned pricing

(d) Captive pricing

Answer: (d)



16. Which of these isthefirst step in crafting ajob description?
(a) Job overview

(b) Credentials and experience

(c) Duties and responsibilities

(d) Job title

Answer: (d)

17. isan areathat Job analysis does NOT cover.
(a) The competitive pay required

(b) The mental and physical tasksinvolved

(c) The qualifications needed

(d) How the job will be done

Answer: (a)

18. Which of the following questions might give your insight into an applicant's career goals?
() Can you name some weaknesses?

(b) What motivates you most in ajob?

(c) Did you work while going to school ?

(d) Are you willing to work flextime?

Answer: (d)

19. When interviewing candidates, the questions asked should be seeking all of these EXCEPT
(a) Specific and measurabl e responses

(b) Analytical answers

(c) Personal information

(d) Descriptive responses

Answer: (C)

20. Which of these training is delivered to employees while they perform their regular jobs?
(& Online

(b) On-the-job

(c) Paid

(d) Off-the-job

Answer: (b)

21, refers to employees beliefs about the promises between the employee and the firm.
(a) Open-book policy

(b) Autonomy

(c) Psychological contract

(d) Work facilitation

Answer: (b)

22. A management philosophy of selecting and promoting people based on their being the most capable
person for the job is considered which of the following?
(a) Nepotism



(b) Meritocracy

(c) Merit privilege
(d) Family practice
Answer: (b)

23. The tasks a new business owner must identify to develop acritical path analysisinclude:
(@) Number of hoursthe owner isinvolved

(b) Prerequisite tasks

(c) Who isresponsible for the task

(d) All of the above

Answer: (d)

24. The critical path chart isaliving document that should be during the process of actually
accomplishing the tasks.

(a) Stopped

(b) Started

(c) Modified

(d) Evaluated

Answer: (C)

25. The describes attempts to sell current products to new customers.
(a)Product-customer exploitation strategy

(b) Product development strategy

(c) Customer devel opment strategy

(d) Product-customer expansion

Answer: (a)

26. All of the following are signals of potential decline in organizational performance EXCEPT:
(a) Poor communication within the organization

(b) Intolerance of work incompetence

(c) Fear of conflict and taking risks

(d) Negative cash flow

Answer: (d)

27. Isastrategy designed for situations in which the organization's performance problems are
very serious, as reflected by its performance measures.

(a) Retrenchment

(b) Turnaround

(c) Expansion

(d) Diversification

Answer: (b)

28. isaradical redesign of the organization's business processes.
(a) Reengineering

(b) Downsizing

(c) Bankruptcy



(d) Expanding
Answer: (a)

29. What characterizes the techniques used in entrepreneurial marketing?
@ Mass media, passive reception, customer resistance
(b) Low cost, word-of-mouth

(c) Informal, persona and strongly interactive
(d) Guerrillamarketing and ambush marketing
Answer: (C)

30. Of the following, which one would not be considered an alternative to independent
entrepreneurship?

(a) Franchise

(b) Spin-off

(c) Intrapreneurship

(d) Subsidiary

Answer: (d)

31. Of the following, which is best identified as an independent entrepreneurship that produces
aproduct or service that originated in alarge company?

(a) Diversification

(b) Intrapreneurship

(c) Franchise

(d) Spin-off

Answer: (d)

32. Of the following, which is best identified when a business with an established name and
product is sold to additional owners along with the rights to distribute product?

(a) Franchise

(b) Intrapreneurship

(c) Trade-off

(d) Entrepreneurship

Answer: (a)

33. Management tactics purported to maximize innovation for an entrepreneurship include al but
which of the following items?

(a) Cutting of losses

(b) Culture

(c) Benchmarking

(d) Customer orientation

Answer: (c)

34. In franchising, the entrepreneur assumes fewer risks because the franchise provides all but
which one of the following?

(a) Established market for the product

(b) Management assistance in operating the business



(c) Economies of scale for purchasing
(d) Oversale of rights
Answer: (d)

34. Which of the following is the reason for business failure
(a) Lack of market research.

(b) Poor financial control.

(c) Poor management.

(d) All the above.

Answer: (d)

35. The three important components in aligning business strategy with HR practice:
(a) Business Strategy, Human Resource Practices, Organizational Capabilities

(b) Marketing Strategy, Human Resource Practices, Organizational Capabilities
(c) Business Strategy, Human Resource Practices, Organizational structure

(d) Marketing Strategy, Human Resource Practices, Organizational structure
Answer: (a)

36. Competitor analysis begins with:

(a) Gathering samples of the competitors’ product(s).

(b) Discovering each competitors advertising budget.

(c) Documenting the current strategy of each primary competitor.
(d) Identifying which competitors are most successful.

Answer: (C)

37 Marketing research begins with:

() Setting the advertising budget.

(b) Definition of objectives or purpose.

(c) Identifying direct marketing strategy.

(d) Collecting alist of primary and secondary sources of information.
Answer: (c)

38 Which stage of marketing research is considered to be the most difficult for an entrepreneur
due to lack of knowledge or experience in marketing?

(a) Analyzing and interpreting the results

(b) Gathering data from primary sources

(c) Gathering data from secondary sources

(d) Defining the purpose or objectives

Answer: (b)

39. The marketing mix consists of:

(a) Product, price, research, and promotion.

(b) Product, research, distribution, and promotion.
(c) Product, price, distribution, and promotion.

(d) Product, price, distribution, and research.
Answer: (C)



40. Market segmentation is the process of:

(a) Describing market conditions.

(b) Dividing the market into smaller homogeneous groups.
(c) Presenting future opportunities.

(d) Exploring new market opportunities.

Answer: (a)

Il Short Answer Type Questions:

1. Explain the importance of Trade Fairs and Exhibitions in entrepreneurial; devel opment.

2. Explain how Human Resource isimportant in the organization.

3. Explain the main criteriathat can be used for evaluating entrepreneurial performance.

4. What are Marketing Management issues involved in management of small business?

5. Will internet and E-commerce help solving the problems of new ventures? If yes, explain how?
6. Can most firms be classified as rapid-growth firms? Explain your answer.

7. What are the potential downsidesto firm growth?

8. Suggest suitable measures for devel oping human resource in new enterprise

9. Explain Market Segmentation and Demographic/ Geographical profile of customer.

10. Explain concept of customer persona.

11. How maturity of Industry effects Marketing.

12. How Strategic partnerships increase competitiveness in Marketing product/ service.?

13.How would you evaluate a franchise option?

14. Franchisee is a smarter entrepreneur. Do you agree? Explain.

15.What are the advantages and disadvantages of buying in an existing business?

16. What are the repercussions faced by afirm when it fails to manage growth?

17. What is adverse selection and how might it affect entrepreneurial firms?

18. One of the most difficult challenges involved with rapid growth is quality control. Why isthis so?
19. What are the benefits of planning for growth?

20. How does improving an existing product or service increase a business’s revenue?

11 Long Answer Type Questions:



1. Why today organizations give emphasis on the development of human resource into competitive
advantage?

2. What are the factors that a business needs to keep in mind when preparing for growth? What are the
indicators that a businessis growing too fast?

3. “Diversification may be riskier as compared to expansion”. Discuss. What are the practical problems
faced in expansion and diversification?

4. Startups requires marketing, production, finance and human resource management. Do you agree?
Give your opinion.

5. What are the key success factorsin service marketing? Explain in detail.

6. Explain the Marketing process involved in marketing the products/services of a Startup. How to
estimate demand for products in the market? Explain demand forecasting techniques.

7. List some of the best practicesin New Product devel opment in the context of entrepreneurial firms?
8. What are some of the methods of identifying new products and services?

9. Why do firms pursue growth? How can a firm achieve economies of scale?
10. How Startups in Manufacturing are different from Startupsin Services.

11. Foundation of every successful businessis clear understanding of customer and their needs. Explain
various factors of study the above.

12. Well-planned marketing and sales activities is imperative for success of the project. What are the
various activities for the above well-planned Marketing and sales?

13. What is the nitty-gritty of the supply chain management?

14. Businessislike chess. To be successful, anticipate & plan several movesin advance. How an execution
strategy isworked out for 3to 5 years?

15. What are the factors that a business needs to keep in mind when preparing for growth? What are the
indicators that a business is growing too fast?

16. What is sustained growth? Why isit important?

17. What are the factors that a business needs to keep in mind when preparing for growth? What are the
indicators that a businessis growing too fast?

18. What is the difference between an internal and an external growth strategy?
19. What are the six foreign market entry strategies and what are the key characteristics of each one?
20. What are the factors that determine whether a firm is suitable for growth in international markets?
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UNIT -I
Multiple Choice Questions

1. A bond that makes no coupon payments (and thusisinitially priced at a deep discount to
par value) iscdled a bond.
a) Treasury
b) municipal
c) floating rate
d) junk
€) zero-coupon

Ans. e

2. Thelong-term bonds issued by the United States government are called:
a) Treasury bonds.
b) Municipal bonds.
¢) Floating rate bonds.
d) Junk bonds.
€) Zero-coupon bonds.

Ans: a)

3. The stated interest payment, in dollars, made on abond each period is called the bond:
a) Coupon
b) Facevalue.
c) Maturity
d) Yield to maturity.
e) Coupon rate.

Ans: a)

4. The principal amount of a bond that is repaid at the end of the loan term is called the
bond’s:
a) Coupon
b) Facevaue
c) Maturity
d) Yieldto maturity
e) Coupon rate.

Ans:. b)



5. A bond which, at the election of the holder, can be swapped for afixed number of shares

of common stock at any time prior to the bond’s maturity iscalled a

bond.

a) zero-coupon
b) calable
C) putable
d) convertible
e) warrant

Ans: d)

6. A bond with aface value of $1,000 that sellsfor more than $1,000 in the market is called

a

a) Par bond.

b) Discount bond.

¢) Premium bond.

d) Zero-coupon bond.
e) Floating rate bond.

Ans. €)

7. A bond with aface value of $1,000 that sellsfor less than $1,000 in the market is called

a

a) Par bond

b) Discount bond

¢) Premium bond

d) Zero-coupon bond
e) Foating rate bond.

Ans: b)

8. Theannua coupon payment of a bond divided by its market priceis caled the:

a) Coupon rate.

b) Currentyield.

c) Yieldto maturity.
d) Bid-ask spread.

e) Capital gainsyield.

Ans: b)

9. Straight bonds are also known as which of the following ?

a) Puttables debentures

b) Plain vanillabonds

c) Zero coupon bonds

d) Commodity linked bonds

Ans. b)



10. Yield to maturity iswhat?
a) Currentyield
b) Combination of current yield and annual appreciation or depreciation
¢) Annua appreciation or depreciation
d) None of the above

Ans:. b)

11. Theyield curve shows the relationship between:
a) Yieldto maturity and termsto maturity
b) Termsto maturity and price
¢) Yieldto maturity and price
d) None of these

Ans. @)

12. Theyield curve representing the structure of interest rates of bonds may follow the?
a) Downwards
b) Humped
¢) Upwards
d) Any pattern

Ans. d)

13. The greater long term rates as compared to short term rates is an indicator of which of the
following ....
a) Upward dlope
b) Downward slope
c) Hat
d) Humped slope

Ans. @)

14. The specified date on which the principal amount of abond is payable isreferred to as
which one of the following?
a) coupon date
b) yield date
C) maturity
d) dirty date
e) clean date

Ans. C)

15. A bond that is payable to whomever has physical possession of the bond issaid to be in:
a) new-issue condition.
b) registered form.
c) bearer form.
d) debenture status.



€) collatera status.
Ans. C)

16. The Leeward Company just issued 15-year, 8 percent, unsecured bonds at par. These
bonds fit the definition of which one of the following terms?
a) note
b) discounted
C) zero-coupon
d) callable
€) debenture

Ans. e)

17. The difference between the price that a dealer iswilling to pay and the price at which he
or she will sell iscalled the:
a) equilibrium.
b) premium.
c) discount.
d) call price.
e) spread.

Ans. €)

18. Which of the following are the instruments of money market?
a) Cal money
b) Certificate of deposits
c) Tradebills
d) All of the above

Ans: a)

19. What is the maximum maturity period of funds/instruments in money market?
a) 1day
b) 7days
c) l4days
d) 1year

Ans. d)

20. Who regul ates the money market instrumentsin India?
a) Ministry of Finance
b) RBI
c) Department of Economic Affairs
d) MCA

Ans. b)

21. isalso called zero coupon bond.




a) Tradebills

b) Call money

c) Treasury hills

d) Commercial papers

Ans. ¢)

22. Which of the following statementsis not true with regard to Treasury bills?
a) Areissued inthe form of a promissory note.
b) They are highly liquid and have assured yield
c) They carry high risk of default.
d) They are available for a minimum amount of 325,000 and in multiples thereof.

Ans. C)

23. They can be issued to individuals, corporations and companies during periods of tight
liquidity when the deposit growth of banksis slow but the demand for credit is high.
a) Commercial papers
b) Call money
¢) Commercia hill
d) Certificate of deposit

Ans:. d)

24. 1t is a short-term, negotiable, self-liquidating instrument which is used to finance the
credit sales of firms.
a) Commercia hill
b) Commercia papers
¢) Call money
d) None of the above

Ans. @)

25. A rise in call money rates makes other sources of finance such as commercia paper and
certificates of deposit
a) Expensivein comparison with banks who raise funds from these sources.
b) Cheaper in comparison with banks who raise funds from these sources.
c) Createsno effect on other sources.
d) None of the above

Ans:. d)
Short Answer Questions

1. What are the important features of fixed income securities?
2. Write abrief note on Global Fixed Income Markets?
3. What isan important feature of convertible bonds.
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What are callable bonds? How are they different from putable bonds?
What is aterm bond?

What is the term or tenor of a Fixed Income security?

What is the nature and creditworthiness of the borrower / issuer?

What are the key factorsin the legal structure of a Fixed Income security?
What other types of Fixed Income securities are available to investors?

10 What isthe interest rate or coupon of the Fixed Income security?

Short Answer Questions

1.

w N

No gk

0.

‘Stocks are considered to be risky, but bonds are not.” This is not fully correct. Elucidate
the statement.

Explain different types of Bondsin detail.
Are Fixed Income securities traded? What are the possible factors which impact the price
of a Fixed Income security?
What are the benefits of investing in Fixed Income securities?
What are the risks of investing in Fixed Income securities?
What should investors consider before investing in Fixed Income securities?

What are Money Market Instruments? What are the Pros and Cons of Money Market
Instruments?

Who Should Invest in Money Market Mutual Funds? What are the different factors that
determine Interest Rates of Money Market Instruments?

Are money market instruments entirely risk-free?

10. What isthe difference between money market instruments and fixed income

instruments? Which is the best money market instrument?

UNIT -1l

Multiple Choice Questions

1.

2.

3.

The value of abond and debentureis
a) Present value of interest paymentsit gets
b) Present value of contractual paymentsit getstill maturity
c) Present value of redemption amount
d) None of the above

Ans: b)

Required rate of return>Coupon rate, the bond will be valued at
a) Premium
b) Par value
¢) Discount
d) None of the above.

Ans. C)

If the coupon rate is constant, the value of bond when close to maturity will be



a) Issued value

b) Par value

¢) Redemption value
d) All of the above

Ans. C)

4. A bondissaid to beissued at premium when
a) Coupon rate>Required returns
b) Coupon rate=Required returns
¢) Coupon rate
d) None of the above

Ans. @)

5. A bond with aface value of $1,000 has annual coupon payments of $100 and was issued
10 years ago. The bond currently sells for $1,000 and has 8 years remaining to maturity.
This bond’s must be 10%.

l. Yield to maturity
[1. Market premium

[11. coupon rate
a) |only
b) 1and Il only
c) Il only
d) IandlIll only
e I, llandlll
Ans: d)

6. If you divide a bond’s annual coupon payment by its current yield you get the

a) yield to maturity

b) investors’ required rate of return
¢) annual coupon rate

d) cost of capital

€) bond price

Ans. e)

7. Which of the following statements regarding bond pricing is true?
a) Thelower the discount rate, the more valuable the coupon payments are today.
b) Bondswith high coupon payments are generally (all else the same) more sensitive
to changesin interest rates than bonds with lower coupon payments.
¢) When market interest rates rise, bond priceswill alsorise, al else the same.



d) Bondswith short maturities are generally (all else the same) more sensitive to
changesin interest rates than bonds with longer maturities.

e) All elsethe same, bonds with larger coupon payments will have alower price
today.

Ans. @)

8. Your broker offers you the opportunity to purchase a bond with coupon payments of $90
per year and aface value of $1000. If the yield to maturity on similar bondsis 8%, this
bond should:

a) Sell for the same price as a similar bond regardless of their respective maturities.
b) Sell at apremium.

c) Sell at adiscount.

d) Sell for either apremium or a discount but it’s impossible to tell which.

e) Sell for par value.

Ans. b)

9. Thevalue of holding period return is aways show:
a) Equal toO
b) LessthanO
c) Greater than 0
d) Negative

Ans. ¢)

10. Current yield isequal to What ?
a) Runningyield
b) Incomeyield
¢) Market yied
d) Any of these

Ans:. d)

11. What indicate the relationship between interest rate and reinvestment rate
a) Zero
b) Positive
c) Negative
d) Perfectly negative

Ans. b)

12. Currently, the bond market requires areturn of 11.6 percent on the 10-year bonds issued
by Winston Industries. The 11.6 percent isreferred to as which one of the following?
a) coupon rate
b) facerate
c) call rate
d) yield to maturity



€) interest rate
Ans. d)

13. The current yield is defined as the annua interest on a bond divided by which one of the
following?
a) coupon
b) facevaue
c) market price
d) call price

Ans. C)

14. The pure time value of money is known as the:
a) liquidity effect.
b) Fisher effect.
c) term structure of interest rates.
d) inflation factor.
€) interest rate factor.

Ans. C)

15. The interest rate risk premium isthe:
a) additional compensation paid to investorsto offset rising prices.
b) compensation investors demand for accepting interest rate risk.
c) difference between the yield to maturity and the current yield.
d) difference between the market interest rate and the coupon rate.
e) difference between the coupon rate and the current yield.

Ans:. b)

16. Which one of the following risk premiums compensates for the possibility of nonpayment
by the bond issuer?
a) default risk
b) taxability
c) liquidity
d) inflation
€) interest raterisk

Ans: @)

17. The liquidity premium is compensation to investors for:
a) purchasing abond in the secondary market.
b) thelack of an active market wherein a bond can be sold for its actual value.
¢) acquiring abond with an unfavorable tax status.
d) redeeming abond prior to maturity.
€) purchasing abond that has defaulted on its coupon payments.



Ans. b)

18. An 8 percent corporate bond that pays interest semi-annually was issued last year. Which
two of the following most likely apply to this bond today if the current yield-to-maturity
IS 7 percent?
|. astructure as an interest-only loan
[1. acurrent yield that equals the coupon rate
[11. ayield-to-maturity equal to the coupon rate
IV. amarket price that differs from the face value

a) landlll only

b) 1and 1V only
c) Ilandlll only
d) Iland 1V only
e) Il and IV only
Ans: b)
19. All else constant, a bond will sell at when the coupon rateis theyield to
maturity.

a) apremium; equal to
b) adiscount; lessthan
¢) adiscount; higher than
d) par; lessthan

€) apremium; lessthan

Ans:. b)

20. The Walthers Company has a semi-annual coupon bond outstanding. An increase in the
market rate of interest will have which one of the following effects on this bond?
a) increase the coupon rate
b) decrease the coupon rate
C) increasethe market price
d) decrease the market price
€) increasethetime period

Ans. d)

21. Which one of the following relationshipsis stated correctly?
a) The coupon rate exceeds the current yield when abond sells at a discount.
b) The call price must equa the par value.
¢) Anincreasein market ratesincreases the market price of abond.
d) Decreasing the time to maturity increases the price of adiscount bond, al else
constant.



€) Increasing the coupon rate decreases the current yield, all else constant.
Ans. d)

22. The duration of abond isa function of the bond's
a) coupon rate.
b) yield to maturity.
c) timeto maturity.
d) all of the above.
€) none of the above

Ans:. d)

23. Ceteris paribus, the duration of abond is positively correlated with the bond's
a) timeto maturity.
b) coupon rate.
c) Yyield to maturity.
d) all of the above.
€) none of the above.

Ans. @)

24. The "modified duration" used by practitionersis equal to the Macaulay duration
a) timesthe changein interest rate.
b) times (one plusthe bond's yield to maturity).
c) divided by (one minus the bond's yield to maturity).
d) divided by (one plus the bond's yield to maturity).
€) none of the above.

Ans:. d)

25. Which of the following statementsis correct concerning the term structure of interest
rates?
|. Expectations of lower inflation rates in the future tend to lower the slope of the term
structure of interest rates.
[1. The term structure of interest rates includes both an inflation premium and an interest
rate risk premium.
[11. The real rate of return has minimal, if any, affect on the slope of the term structure of
interest rates.
V. The term structure of interest rates and the time to maturity are always directly
related.

a) landll only

b) Il and IV only
c) I, Il,andlll only
d) I, 111, and IV only

e I,1l,and IV only



Ans. C)

Short Answer Type Questions

5
6.
7

8.
9

How is holding period return cal culated?

State the basic bond valuation technique.

Explain the relationship between the required rate of return/discount rate and the value of
the bond?

Why does your current investment in bonds become less attractive if the rate of interest in
the market increases?

. State how Yield to Maturity is calculated?

State the valuation formula for a bond which pays interest semi-annually.

If Yield to Maturity is merely a promised yield, why do investors not use some other
measures of yield?

Market interest rates and bond prices are inversely related? Explain why.

How can abond investor eliminate the investment rate risk in bond?

10. Why isYield to Maturity important?
11. What is meant by Duration?

12.

Explain the relationship between duration and price changes.

13. How would you immunize a bond portfolio using the immunization technique?

Long Answer Type Questions

1.

2.

10.
11.

UNIT

What are the implications of Malkiel’s bond price theorems to bond investors? Which
two bond variables are of major importance in assessing bond price changes.
Discuss the term ‘structure of interest rates’. How do theories explain structure of interest
rates?
What is ayield curve? Why does the Riding the Yield Curve Strategy work profitably
When ayield curve is upward sloping?

Define bond yield. What isthe bond yield, vis-a-vis the coupon rate, that is expected if the
bond is selling at a premium?

How do you define yield to maturity (YTM)? How isit different from yield to cal (YTC)
and holding period return (HPR)?
What do you understand by valuation of financial asset? What is meant by capitalised
value? Why isit considered a realistic concept of valuation?
Why does the discount rate used for finding the capitalised value/intrinsic value vary from
investor to investor?

Explain and illustrate the following: Current yield, Yield to maturity, Yield to call and
Realised yield to maturity.

Doescurrent yield more strongly overstate yield to maturity for long term maturity or short-
term maturity premium bonds.
Whenisabond selling at a discount based on coupon rate and current yield? At apremium?
Explain the concepts of Duration, Modified Duration and Basis Point Value? Also explain
how duration can be used for hedging a bond position.



Multiple Choice Questions

1

isthe entity through which the securitization transaction is actually
operated.
a) Originator
b) SPV
c) Seller
d) Investor

Ans. a)

A transaction where financial securities are issued against the cash flow generated
from apool of assetsis called

a) Discounting

b) Factoring

C) Securitization

d) Forfaiting

Ans. C)

The concept of securitization is associated with
a) Capital Market
b) Money Market
c) Debt Market
d) Foreign exchange market

Ans. @)

One of the main differences between residential mortgage |oans and permanent financing
of commercial real estate liesin the alocation of liability in the case of default. In
commercial real estate, a “bankruptcy remote” special-purpose entity is created that shields
the actual borrower from personal liability. When alender cannot lay claim to the personal
assets of the defaulted borrower, this type of loan is commonly referred to as a:

a) nonrecourse loan

b) mini-perm [oan

c) partialy amortizing loan

d) interest-only loan

Ans. @)

Which of the following types of loansisthe most common instrument used to finance the
acquisition of existing commercial property?

a) Fixed-rate balloon mortgage loans

b) Floating-rate mortgage loans



c) Mezzanine loans
d) Construction loans

Ans. @)

6. Mortgageisa
a) Security onimmovable property for aloan given by a bank
b) Security on movable property for aloan given by a bank
c) Security onimmovable property for a deposit received by a bank
d) Concession on immovable property for aloan given by a bank

Ans. @)

~

The primary mortgages involve
a) threeingtitutions
b) singleinvestor
c) multipleinvestor
d) multipleingtitutions

Ans: b)

8. The ownership of mortgaged property will be transferred to financial ingtitution if the
a) borrower defaults
b) borrower does not default
c) borrower want less rate
d) borrower want profit

Ans. @)

©

The type of security backed by mortgage cash flows and are packed by financial
instrumentsis classified as

a) cash mortgage

b) securitized mortgage

c¢) financial mortgage

d) instrumental mortgage

Ans. b)

10. The loan which is made available for businesses or individuals to buy land, home or other
property is classified as
a) secondary loan
b) primary loan
C) mortgages
d) swapped mortgages



Ans. C)

11. For a particular security transaction, the agreement is 'repo’ with the point of view of
a) security seller
b) security buyer
c) security function
d) security function

Ans:. a)

12. Which of the following characteristics are most desirable in a Commercial Mortgage-
Backed Security from the point of view of alender?
a) A low loan-to-value ratio and alow debt-service-coverage ratio.
b) A low loan-to-value ratio and a high debt-service-coverage ratio.
c) A highloan-to-vaue ratio and a high debt-service-coverage ratio.

Ans. b)

13. Which of the following is most likely to be arisk associated with the balloon maturity
provisonin CMBS?
a) Interest rate risk.
b) Prepayment risk.
c) Extensionrisk.

Ans. C)

14. Which of the following non-mortgage asset-backed-securitiesis (are) amortizing loans?
a) Auto Loan-backed Securities.
b) Credit Card Receivable-backed Securities.
c) Both Auto Loan-backed Securities and Credit Card Receivable-backed Securities.

Ans. @)

15. What are the steps of the securitization process?
a) 1. Pool assets. 2. Divide assetsinto pieces or shares. 3. Sell sharesto investors.
b) 1. Sell mortgages. 2. Pool money together. 3. Lend more money.
c) 1. Pool money. 2. Divide assets into shares. 3. Purchase mortgages.
d) 1. Purchase mortgages. 2. Buy securities. 3. Sell mortgages to other companies.

Ans. @)

16. Which is a disadvantage of securitization?
a) The bank does not get mortgage payments.
b) Theinvestor does not take the risk of default.
c) All of therisk ispassed on to the purchaser of the security. If the mortgages go into
default, the bank is no longer liable for the mortgages.
d) Thereisno disadvantage.



Ans. d)

17. What is securitization?
a) Anilliquid asset
b) The process by which specific assets are pooled together and repackaged as
interest-bearing securities
c) A liquid asset
d) The sale of a mortgage-backed security

Ans: b)

18. The responsibilities of the are to represent the interests of the bond classes by
monitoring compliance with covenants and in the event of default to enforce remedies as
specified in the governing documents.

a) trustee

b) originator
c) SPV

d) Conduit

Ans. @)

19. In regards to auto loan-backed securities, which of the below statementsis TRUE?

a) Auto loan-backed securities are issued by the financial subsidiaries of auto
manufacturers (domestic and foreign) but not by commercial banks and independent
finance companies.

b) The cash flow for auto |oan-backed securities consists of regularly scheduled monthly
loan payments (interest and scheduled principal repayments) and any prepayments.

c) For securities backed by auto loans, prepayments cannot result from sales and trade-
ins requiring full payoff of the loan.

d) Although refinancings may be aminor reason for prepayments of residential
mortgage loans, they are of major importance for automobile loans.

Ans. b)

20. In regard to credit card receivable-backed securities, which of the below statementsis
FALSE?

a) Credit card receivable-backed securities are backed by the cash flow of a pool of
credit card receivables.

b) The cash flow consists of finance charges collected, fees, and principal.

c) Finance charges collected represent the periodic interest the credit card borrower is
charged based on the unpaid balance after the grace period but these fees do not
include late payment fees and any annual membership fees.



d) Interest to the bond classesis paid periodically (e.g., monthly, quarterly, or
semiannually) and may be fixed or floating.

Ans. d)

21. In creating the various bond classes (or tranches) in a securitization, there will be rules for
distribution of principal and interest. In regards to the transaction structure of an ABS,
which of the below statementsis FALSE?

a) The transaction structure of an ABS is designed to create bond classes with
investment characteristics that are less attractive to ingtitutional investors.

b) In creating the various bond classes (or tranches) in a securitization, there will be
rulesfor distribution of principal and interest.

c) Credit enhancement levels are determined relative to a specific rating desired by the
seller/servicer for a security by each rating agency.

d) Typicaly in asecuritization, there are at least two classes of bondholders: senior
bond classes and subordinate bond classes.

Ans: a)

22. are loans in which the borrower's periodic payment consists of scheduled
principal and interest payments over the life of the loan.
a) Nonamortizing assets
b) Amortizing liabilities
¢) Amortizing assets
d) Nonamortizing liabilities

Ans. €)

23. A security created by pooling loans (other than residentia prime mortgage loans) is
referred to as .
a) aresdential-backed security (RBS).
b) amortgaged-backed security (MBS).
c) an asset-backed security (ABS).
d) aprime mortgage-backed security (PMBYS).

Ans. b)

24, do not have a schedule for the periodic payments that the individual borrower
must make and requires that the borrower make a minimum periodic payment.
a) Nonamortizing assets
b) Amortizing liabilities
c) Amortizing assets



d) Securitized liabilities

Ans. C)

25. Structuring a securitization will depend on the characteristics of the underlying assets.

Specifically, the structure depends on whether

a) the assets are non-amortizing, and the interest rate on the collateral is fixed.

b) the liabilities are amortizing or non-amortizing, and the interest rate on the
collateral isfixed.

c) the assets are non-amortizing, and the interest rate on the collateral is floating.

d) the assets are amortizing or non-amortizing, and the interest rate on the collateral is
fixed or floating.

Ans. d)

Short Answer Type Questions

=
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What does it mean for aloan to be securitized?

Why do we need to securitize the assets at all?

What is a Commercial Mortgage-Backed Securities (CMBS)?
Explain different types of Mortgage-Backed Securities.

What are the Advantages and Disadvantages of MBS.

How Commercia Mortgage-Backed Securities (CMBS) Work?
What are the Asset Types Common to Securitization?

What do you mean by Residential Mortgage L oan?

Explain the Prepayment feature of Residential Mortgage L oan.

10 Explain the Amortization mechanism of MBS?

Long Answer Type Questions

1.
2.
3.

What is Securitization? How Does Securitization Work?

What are the Types of Securitization?

Define securitization, describe the securitization process and explain the role of
participants in the process.

Explain the terms over-collateralization, first-loss piece, equity piece, and cash waterfall
within the securitization process.

Analyze the differences in the mechanics of issuing securitized products using a trust
versus a specia purpose vehicle (SPV) and distinguish between the three main SPV
structures: amortizing, revolving and master trust.

Explain the reasons for and the benefits of undertaking securitization.

Describe and assess the various types of credit enhancements.

Explain the various performance analysis tools for securitized structures and identify the
asset classes to which they are most applicable.

What isa Commercial Mortgage-Backed Securities? What are its benefits and drawbacks?
How can we invest in it directly through mutual funds or stocks?



10. Define MBS along with its types in detail. Also explain the amortization mechanism of
MBS.

UNIT -IV

Multiple Choice Questions

1. Which among the following are the credit rating agencies of India?
(1) CRISIL (2) CARE (3) ICRA (4) ONICRA

a land3

b) 1,2and3
¢ l3and4
d) All of them

Ans. ¢)
2. Which of the following is the regulator of the credit rating agenciesin India?

a RBI
b) SBI
c) SIDBI
d) SEBI

Ans. d)
3. Consider the following about Credit rating agencies:

1) They are government agencies which evaluate credit worthiness of a client or company
2) CRISIL isaninternational credit rating agency.

Which of the above are correct?

a) lonly

b) 1lonly

¢) Bothland?2

d) None of the above

Ans. d)
4. Consider the following statements:

1) A credit rating is an assessment of the credit worthiness of a borrower.

2) Individuals, corporations and governments are assigned credit ratings - whosoever wants
to borrow money.

3) Individuals are given 'credit ratings, while corporations and governments receive 'credit
Scores.



Which of the given statementsis/are correct?

a) land2

b) 1and3

c) lonly

d) All of the above

Ans. @)
5. Consider the following statements about Credit Crunch:

1) An economic situation where banks and other financial institutions become extremely
reluctant to provide loans to businesses.

2) An economic crisis where countries are not able to get funding from World Bank.

3) It aso known as credit squeeze.

Which of the above statements are correct?

a) land2only
b) 1and3only
c) 2and3only
d) All of the above

Ans. b)

6. Although we have rating agencies like Crisil, ICRA, thereis demand to have a separate rating
agency for IT companies to protect investors.

Conclusions:

I. Assessment of financial worth of IT companies calls for separate set of skills, insight and
competencies.

I1. Now the investorsinvesting in IT companies will get protection of their investment.

a) If only conclusion | follows
b) If only conclusion Il follows
c) If either| or Il follows

d) If neither I nor Il follows

Ans. @)
7. Which of the following is India’s first Credit Information Company?

a CRISIL
b) CIBIL

c) SMERA
d) CERSAI



Ans. b)
8. Which is the India’s first credit rating agency?

a) ONICRA

b) CRISIL

c) CARE

d) ICRA

e) None of these

Ans: b)
9. Which of the following is Indian credit rating agency (CRA)?

a) ICRA

b) Moody’s

c) Egan-Jones

d) Standard and Poor’s

€) None of these
Ans: @)

10. What isthe full form of CARE rating agency?

a) Credit analysisand rating agency

b) Credit rating and research

c) Credit rating association and research
d) Credit analysisand research

€) None of these

Ans: d)
11. Where does the headquarters of CRISIL situated?

a) Kolkata

b) Mumbai

c) Delhi

d) Hyderabad
€) None of these

Ans. b)
12. In which year CARE rating agency was setup?

a 1999
b) 1993
c) 199
d) 1983
e) 1981

Ans. b)



13.

14.

15.

16.

ICRA is the India’s second credit rating agency, what is the full form of I in the ICRA?

a) Investment
b) Induction

¢) Indian

d) Invention

€) None of these

Ans:. a)
Which of these is not a credit rating agency?

a) Moody.
b) Standard & Poors
c) Pricewater house
d) CRISIL

Ans. ¢)
Therisk that a government may default on its debt obligation

a) political risk
b) sovereignrisk
c) transfer risk
d) transaction risk

Ans:. b)

risk, asit is otherwise known, arises due to adverse movements of interest rates or

interest rate differentials

17.

18.

a) operational risk
b) political risk
C) Interest rate
d) Currency swaps

Ans. ¢)
The main risk associated with domestic bondsis the risk of

a) Bankruptcy
b) Obsolescence
c) Exchange
d) Credit

Ans. @)
A sovereign credit rating is the credit rating of a, i.e.,, anational government

a) Sovereign entity



b) Multinational company
c) Banks
d Frm

Ans: @)
19. Which of the following best describesthe current ratio?

a) debt ratio

b) operating performance ratio
c) liquidity ratio

d) efficiency ratio

Ans. €)
20. Which of the following islikely to be used to measure a company's solvency?

a) Net operating profit margin

b) Current ratio

¢) Financid leverage

d) Cashto current liabilitiesratio

Ans. ¢)
21. Which of the following is not a measure of a company's a solvency?

a) Debt to equity ratio
b) Equity to assetsratio
c) Salesto assetsratio
d) Debt to assetsratio

Ans: €)
22. As per Altman‘s model, if the value of z-score of afirm falls between 1.81 and 2.99, then
the firm will be:

a) Non-failed firm

b) Failedfirm

c) Mixture of failed and non-failed elements
d) None of the above

Ans. C)
23. To earn ahigh rating from the bond rating agencies, afirm should have

a) alow timesinterest earned ratio
b) alow debt to equity ratio

c) ahighquick ratio

d aandc



€)

bandc

Ans. )

24. Altman's Z scores are assigned based on afirm's financial characteristics and are used to

predict

a)
b)
c)
d)
€)

required coupon rates for new bond issues.
bankruptcy risk.

the likelihood of a firm becoming atakeover target.
the probability of a bond issue being called.

none of the above.

Ans:. b)

25. Which of the following is not atype of liquidity risk?

a)
b)
c)
d)
€)

time risk

call risk

price risk

funding risk

All are types of liquidity risk

Ans: €)

Short Answer Type Questions

=

©OND A~ WDN

What isinterest rate risk?

What is meant by inflation risk on bonds?

What is acredit rating agency?

How is arating denoted?

What are investment and specul ative grade ratings?

Why do ratings change?

What does a rating downgrade indicate?

Why there are not common symbols for credit ratings of al agencies?
What's the Difference Between Credit Ratings and Credit Scores?

10 Name the 7 Mgor Credit Rating Agenciesin India.

Long Answer Type Questions

1
2.

3.

o &

Discuss the functions of debt rating and why it isimportant in bond management?
Write a brief note on Credit Rating in India. Also explain the different safety ratios used
by the rating agencies.

How interest rate is determined. Explain its key determinants.

How is credit rating done by credit rating agencies? Also explain Altman’s Z-score.
What are the common factors that are taken into account while awarding the credit
rating?



6. Which are the Credit rating agencies registered with SEBI? What are the measures taken
by SEBI in strengthening credit rating?

7. Explainthe Grading pattern used by Credit Rating Agenciesin India. Also explain the
importance of Credit Rating Agenciesin India

8. Are Credit rating based on historical information or are they forward looking?

9. What islong-term credit rating vs short-term credit rating?

10. What is arating action? Explain the meaning of re-affirmation, upgrade and downgrade?
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MULTIPLE CHOICE QUESTIONS:

1. Management Accounting and financial accounting differ in that management

accounting information is prepared —

(& Following prescribed rules

(b) Using whatever methods the company finds beneficial
(c) For shareholders

(d) To summarize the whole company with little detail
Ans: (b)

. Purpose of Management Accounting isto —

(a) Past orientation
(b) Help banks make decisions
(c) Help managers make decisions

(d) Help investors make decisions
Ans: (c)

. Management Accounting is the branch of accounting concerned with reporting to —

(@ Internal Managers
(b) Shareholders
(c) The Government

(d) Bankers
Ans. (a)

. Which of the following does NOT describe management accounting?

(a) Evaluation of segments or products within the firm
(b) Emphasis on the future
(c) Externaly focused

(d) Detailed information
Ans: (c)



5. Management accounting reports are prepared
(8 To meet the needs of decision makers within the firm
(b) Whenever shareholders request them
(c) According to guidelines prepared by the shares and Financia Services Authority

(d) According to financial accounting standards
Ans. (a)

6. Management accounting is primarily concerned with -
(@ Providing investors with useful information for valuing securities.
(b) Providing creditors information on the status of their loans.

(c) Providing managers with relevant information to help achieve organizational
goals.

(d) Providing the relevant taxation authorities with information to determine the
amount of taxes owed.
Ans: (c)

7. Management accounting assists the management
(& Only in control
(b) Only indirection
(c) Only in planning

(d) In planning, direction and control
Ans: (d)

8. Management accounting deals with —
(@) Quantitative Information
(b) Qualitative Information
(c) Both (a) and (b)

(d) None of the above
Ans: (c)

9. Accounting becomes a source of information for Management Accounting.
(@ Financial
(b) Cost
(c) Both (a) and (b)
(d) None of the above



Ans. (¢)

10. The primary objective of management accounting is —

(& To provide shareholders and potential investors with useful information for
decision making

(b) To provide banks and other creditors with information useful in making credit
decisions

(c) To provide management with information useful for planning and control of
operations

(d) To provide the relevant taxation authorities with information about taxable income
Ans: (c)

11. Management Accounting and financial accounting differ in that management
accounting information is prepared —

(e) Following prescribed rules
(f) Using whatever methods the company finds beneficial
(9) For shareholders

(h) To summarize the whole company with little detall
Ans:. (b)

12. Purpose of Management Accounting isto —
(e) Past orientation
(f) Help banks make decisions
(9) Help managers make decisions

(h) Help investors make decisions
Ans. (c)

13. Which of the following statements correctly distinguishes between financial and
management accounting?

(8 Management accounting reports on the whole organization.
(b) Financial accounting is oriented toward the future.

(c) Financial accounting is primarily concerned with providing information for
internal users.

(d) Management accounting is oriented more toward the planning and control aspects
of management.
Ans:(d)

14. Setting the company's profit targets for the upcoming year is an example of the
management function of

(@ planning.
(b) control.
(c¢) variance analysis.



(d) internal auditing.
Ans:(a)

15. Management accounting is concerned with which kind of decision?
(& product costing and pricing
(b) continuous operational improvement
(o) financia control

(d) al of the above
Ans.(d)

16. Management accounting:
(@) providesaframework to evaluate information in light of an organization's goals.
(b) providesrelevant information to managers.

(c) providesrelevant information to meet specific needs of personsinside the
organization.

(d) al of the above
Ans.(d)

17.In figures of two or more periods are placed side by side to facilitate easy and
meaningful comparisons...

(8 Common-size statement analysis
(b) Comparative statement analysis
(c) Trend percentage analysis

(d) None
Ans.(b)

18.What is shown by a comparative balance sheet?

(a) Two years balance sheet figures
(b) Increase or decrease in figures
(c) Percentage of increase or decrease

(d) All of the above
Ans:(d)

19. The comparative income statement shows the increase or decrease of over the
previous year.



(a) Sales
(b) Profit
(c) Expense

(d) All of the above
Ans: (d)

20. The technique of converting figures into percentage in some common base is called...

(a) Ratio analysis
(b) Common size statement analysis
(c) Trend percentages

(d) None
Ans. (a)

21. In common size balance sheet analysis, the are taken as cent percent.

(a) Total assets
(b) Fixed assets
(c) Total capital

(d) None
Ans: (a)

22.The technique of taking first year figures as base and comparing with subsequent yearsis
called...

(@) Ratio analysis
(b) Common size statement
(c) Trend analysis

(d) None
Ans: (c)

23.What ratios are applied to find out the efficiency of performance of afirm?

(a) Activity ratio
(b) Profitability ratio
(c) Both



(d) None
Ans. ©

24.What is the expected standard for current ratio?

(@ 1.2
(b) 2.1
(c) 2.3

(d) 1:3
Ans:. (b)

25.Net profit ratio shows the relation between net profits and

(a) Grosssales
(b) Net sales
(c) Salesreturn

(d) Cost of sales
Ans: (b)

26.Return on capital employed shows the of afirm.

(a) Profitability
(b) Overall efficiency
(c) Both

(d) Subjective matter
Ans: (c)

27.1n cash flows, when a company investsin fixed assets and short-term financial
investments resultsin

(@) Increased Equity
(b) Increased Liabilities
(c) Decreased Cash

(d) Increased Cash
Ans. (¢)



28. A company that issues stocks and bonds to raise funds results in

(a) Decreasein Cash
(b) Increase in Cash
() Increasein Equity

(d) Increase in Liabilities
Ans: (b)

29. The basic financial statements include

(a) Statement of Cash Flows
(b) Statement of Retained Earnings
(c) Balance Sheet and Income Statement

(d) All of the Above
Ans:. (d)

30.The statement of cash flow clarifies cash flows according to

(a) Operating and Non-operating Flows
(b) Inflow and Outflow
(c) Investing and Non-operating Flows

(d) Operating, Investing, and Financing Activities
Ans. (d)

31. Cash flow example from an investing activity is

(@) Issue of Debenture
(b) Repayment of Long-term Loan
(c) Purchase of Raw Materialsfor Cash

(d) Sale of Investment by Non-Financia Enterprise
Ans: (d)

32. Cash flow example from an operating activity is

(a) Purchase of Own Debenture
(b) Sale of Fixed Assets
(c) Interest Paid on Term-deposits by a Bank

(d) Issue of Equity Share Capital
Ans. (¢)



33. Which item comes under financia activitiesin cash flow?

(8) Redemption of Preference Share
(b) Issue of Preference Share
(c) Interest Paid

(d) All the above
Ans: (d)

34. Current Ratio is:

(a) Solvency Ratio
(b) Liquidity Ratio
(c) Activity Ratio

(d) Profitability Ratio
Ans:. (b)

35.Current Ratio is:

(@) Solvency Ratio
(b) Liquidity Ratio
(c) Activity Ratio

(d) Profitability Ratio Answer
Ans:. (b)

36. Current Ratio is:

(@) Liquid Assets/Current Assets
(b) Fixed Assets/Current Assets
(c) Current Assets/Current Liabilities

(d) Liquid Assets/Current Liabilities
Ans: (c)

37.Current Ratio is:

(a) Liquid Assets/Current Assets
(b) Fixed Assets/Current Assets



(c) Current Assets/Current Liabilities

(d) Liquid Assets/Current Liabilities Answer
Ans. (¢)

38. Working Capital isthe:

(@) Cash and Bank Balance
(b) Capita borrowed from the Banks
(c) Difference between Current Assets and Current Liabilities

(d) Difference between Current Assets and Fixed Assets Answer
Ans: (c)

39. P&L statement is also known as?
(a) Statement of earnings

(b) Statement of balance sheet

(c) Statement of operations

(d) Statement of income

Ans: (d)

40. What will be the Gross Profit if , total salesis Rs 2,60,000,cost of net goods sold is Rs
2,00,000 & sales
return is Rs10,000 ?

(@ 13%
(b) 28%
(c) 26%

(d) 20%
Ans:. (d)

41. Determine Working capital turnover ratio if, Current asset is Rs 1,50,000, current liability
isRs 1,00,000
& cost of goods sold is Rs 3,00,000.

(a) 5times
(b) 6 times
(c) 3times



(d) 1.5times
Ans: (b)

42. Proprietary ratioisa

(@) short-term solvency ratio.
(b) long-term solvency ratio.
(c) profitability ratio.

(d) turnover ratio.
Ans: (b)

43. Fixed assetsratioisa

(a) short-term solvency ratio.
(b) long-term solvency ratio.
(c) profitability ratio.

(d) turnover ratio.
Ans: (b)

44. The ratio which measures the profit in relation to capital employed is known as

(a) return on investment.
(b) gross profit ratio.
(c) operating ratio.

(d) operating profit ratio.
Ans. (a)

45.Preliminary expensesis an example of .

(a) fixed assets.
(b) current assets.
(c) fictitious assets.

(d) current liabilities.
Ans. (c)



46. Prepaid expensesis an example of .

(a) fixed assets.
(b) current assets.
(c) fictitious assets.

(d) current liabilities.
Ans: (b)

47. Which of the following is not required to be prepared under the Companies Act?

(a) Statement of Profit and Loss
(b) Balance Sheet
(c) Report of Director’s and Auditor’s

(d) Funds Flow Statement
Ans: (d)

48. Which of the following is technigque of financia statement analysis?

(&) Common-size statement
(b) Comparative statement
(c) Trend analysis
(d) All
Ans. (d)
49. The ratios which reveal the final result of the managerial policies and performanceis.

(@) Turnover ratios.
(b) Profitability ratios.
(c) Short term solvency ratio.

(d) Long term solvency ratio.
Ans. (b)

50. The primary purpose of the liquidity ratiosisto determine

(8 How much working capital istied up in inventory?
(b) Therelative level of short-term debt.
(c) How well afirmisableto pay off short-term obligations?

(d) More than one of the above.
Ans. (c)



51. Quick ratiois 1.8:1, current ratio is 2.7:1 and current liabilities are Rs 60,000. Determine
value of stock.

(@) Rs54,000

(b) Rs 60,000

(c) Rs1,62,000

(d) None of the above

Ans. (a)

52. Turnover ratio is also known as .

(a) Activity ratios.

(b) Solvency ratios.
(c) Liquidity ratios.
(d) Profitability ratios.

Ans. (a)

SHORT ANSWER TYPE QUESTIONS:

Define Management Accounting.

Discuss the scope and functions of Management Accounting.

What are different advantages of Management Accounting.

Distinguish between Management Accounting and Cost Accounting.

What is meant by Management Accounting? Discuss its objectives.

Distinguish between Financial Accounting and Management Accounting.
“Management Accounting provides immense help in management decision-making.”
Discuss.

Explain the limitations of Financial Accounting.

What are the tools of Management Accounting?

What do you mean by Ratio Analysis?

What are various types of ratios?

The liquidity of a business firm is measured by its ability to satisfy its long term
obligations as they become due? Comment.

What is a cash flow statement?

State the uses of cash flow statement.

Explain the terms : Cash equivaents, Cash flows.

Explain the major cash inflows and outflows from investing activities.

Explain the mgjor Cash inflows and outflows from financing activities.

How do we cal culate operating cash flow?

What is the difference between the direct method and the indirect method for the
statement of cash flows?

20. What is a noncash expense?
21. How can a company have a profit but not have cash?



NP

22. |s depreciation a source of funds?

23. What isthe payout ratio?

24. Explain the meaning of Analysis and Interpretation.
25. Bring out the importance of Financial Anaysis.

26. What are Comparative Financial Statements?

27. What do you mean by Common Size Statements?
28. State any two limitations of ratio analysis.

29. State with reason whether repayment of long-term loan will result in increase,
decrease or no change of debt equity ratio.

30. What is meant by ‘profitability ratios’?

31. The current ratio of Y Ltdis2: 1. State with reason, which of the foll owing
transactions would (a) increase, (b) decrease or (c) not change the ratio
(1) Trade receivables included debtors of X 40,000 which were received Company
purchased furniture of X 45,000. The vendor was paid by issue of equity shares of X
10 each at par

32. The debt equity ratio of acompany is 1:1 state giving reasons, (any four) which of
the following would improve, reduce or not change the ratio
(i) Purchase of machinery for cash
(i) Purchase of goods on credit
(iii) Sale of furniture at cost
(iv) Sale of goods at a profit
(v) Redemption of debentures at a premium

33. What are liquidity ratios?

34. How would you study the solvency position of the firm?

35. What are important profitability ratios?

36. What is the difference between vertical analysis and horizontal analysis?

LONG ANSWER TYPE QUESTIONS:

What are the different methods used for analysis of financial statements?
What is the primary objective of management accounting, and how does it differ from
financia accounting?
How can management accounting support strategic planning and control within an
organization?
Discussthe role of management accountantsin supporting cost reduction and efficiency
improvement initiatives within an organization.
What is the purpose of financial statement analysis, and why is it important for
investors, creditors, and other stakeholders?
What are the common financia ratios used in financial statement analysis, and what
categories do they fall into (liquidity, profitability, solvency, efficiency, etc.)?
Explain the concept of horizontal analysis in financial statement analysis and how it
hel ps in assessing trends and changes over time.
What is vertical analysis, and how does it differ from horizontal analysisin evaluating
financia statements?



0. Explain the significance of the DuPont Analysis formula in assessing a company's
return on equity (ROE).

10. How does a common-size financial statement help in comparing companies of different
sizes or in the same industry?

11. What is ratio analysis, and why is it a valuable tool for evauating the financial
performance of a company?

12. Explain the significance of liquidity ratios in ratio analysis and provide examples of
commonly used liquidity ratios.

13. Discuss the role of efficiency or turnover ratios in evauating how effectively a
company utilizesits assets.

14, How do solvency ratios help stakeholders assess a company's ability to meet its long-
term financial obligations?

15. Explain the difference between cash flow from operating activities, cash flow from
investing activities, and cash flow from financing activitiesin a cash flow statement.

16. What is cash flow analysis, and why isit essential for assessing a company's financial
health?

17. Explain how changes in working capital affect cash flow, and provide examples of
working capital components.

18. “Return on Investment is a single comprehensive measure that contains everything
happens within the organization.” Explain the statement and illustrate its computations
with imaginary figures.

19.  “Accounting Ratios are mere guides and complete reliance on them in decision-making
is suicidal. “Elucidate.

20. Prepare cash flow statement as per AS 3 using imaginary figures with indirect
method.

PRACTICAL PROBLEMS

21.Convert the following Income Statement into Comparative Income Statement:

Particulars 1997 1998
Rs. Rs.
Sales 1,50,000 1,80,000
Cost of Sales 91,000 1,01,250
Gross Profit 59,000 78,750
Operating Expenses:
Sales Expenses 30,000 33,000
Administration Expenses | 15,000 17,000
45,000 50,000
Income from Operations 14,000 28,850
Other Expenses 2,000 3,000
12,000 25,850

22. Compute the Trend Percentage from the following data taking 1992 as the base year.
Year Sales Stock




Rs. Rs.

1992 20,000 2,000
1993 26,000 2,500
1994 32,000 3,000
1995 31,000 2,800
1996 32,000 2,700
1997 30,000 2,900
1998 24,000 2,600
Ans. 1992 1993 1994 1995 1996 1997 1998
Sales 100 130 125 155 160 150 120
Stock 100 125 150 140 135 145 130

23. Followingisthe Profit and loss Account and Balance sheet of ABC Ltd. Y ou are required
to redraft them for the purpose of financia analysis:

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDING 31°" MARCH,1998

Particulars Rs. Particulars Rs. Rs.
Opening Stock Sales.
5,00,000
Purchases 11,00,000 | Cash 3,00,000
Wages 3,00,000 | Credit 17,00,000 20,00,000
Factory overheads 2,00,000 | Closing Stock 6,00,000
Gross profit 5,00,000 26,00,000
26,00,000
Administration expenses | 75,000 Gross Profit 5,00,000
Selling and distribution Dividend on 10,000
investment
Expenses 50,000 Profit on sale of 20,000
furniture
Interest on Bank
Overdraft
20,000




Depreciation: Office 60,000

Equipment’s

Loss on sale of motor car | 5,000

Net profit 3,20,000

5,30,000 5,30,000
Preference dividend Balance b/d 2,71,000
(Net) interim 15,000 Net profit 3,20,000

Provision for taxation 1,76,000

Balance c/d 4,00,000
5,91,000 5,91,000
BALANCE SHEET
ASAT 315" MARCH,1998

Liabilities Rs. Assets Rs.
Equity share capita 10,00,000 Goodwill (at cost) 5,00,000
6% Preference share| 5,00,000 Plant and machinery | 6,00,000
capital
General reserve 1,00,000 Land & building 7,00,000
Profit and loss account 4,00,000 Furniture and fixture | 1,00,000
Provision for taxation 1,76,000 Stock in trade 6,00,000
Bills payable 1,24,000 Billsreceivable 30,000
Bank overdraft Debtors 1,50,000

1,20,000
Creditors 4,80,000 Bank 2,20,000

29,00,000 29,00,000

[Ans. Cost of SalesRs. 15,00,000, Other operating expenses Rs. 2,05,000, Net operating profit
Rs.2,95,000, Current assets Rs. 10,00,000, Current liabilities and provisons Rs.
9,00,000,FixedassetsRs. 19,00,000, Shareholders’ net worth Rs. 20,00,000.]



24.Calculate the following ratios from the balance sheet given below:
(1) Debt-Equity Ratio, (ii) Liquidity Ratio, (iii) Fixed Assetsto Current Assets, and
(iv) Fixed Assets/Turnover.

BALANCE SHEET

Liabilities Rs. | Assets Rs.
Equity Sharesof Rs.10 each 1,00,000 | Good Will 60,000
Reserves 20,000 | Stock 1,40,000
Profit & LossA/C 30,000 | Sundry Debtors 30,000
Secured Loan 80,000 | Advances 30,000
Sundry Creditors 50,000 | Cash Balance 10,000
Provision for Taxation 20,000 30,000

3,00,000 3,00,000

The salesfor the year were Rs. 5,60,000.
[Ans. (i) Long-term debt/Shareholders’ funds = 53; (ii) Liquid assets/Current Liabilities =
1;(iii) Fixed assets/Current assets =1.4; (iv) Sales/Fixed assets=4.]

25. The Baance Sheet of X & Co., ason 31.12.2008 shows as follows:

Liabilities Rs. | Assets Rs.
Equity capital 1,00,000 | Fixed Assets 1,80,000
9 % Preference Shares 50,000 | Stores 25,000
8% Debentures 50,000 | Debtors 55,000
Retained Earnings 20,000 | B/R 3,000
Creditors 45,000 | Bank 2,000
2,65,000 2,65,000
Comment on the Financia Position of the Company.

[Ans Debt equity ratio 1,70,000/2,20,000 =.77

Fixed assetsration  1,80,000/2,20,000 =.82

Current ratio 85,000/45,000 =19

Liquidity ratio 60,000/45,000 =133



The financial position of the company may be considered as satisfactory].

26. From the following information, calcul ate the value of

a) Sales

b) Debtors

c) Closing stock

d) Creditors
Debtors velocity 3 months
Stock velocity 6 months
Creditors velocity 2 months
Gross Profit 20%

Gross profit for the year is Rs 5,00,000. Stock of the year is Rs 20,000 more than what it
was in the beginning.

Billsreceivables & bills payable were Rs 60,000 & Rs 3,36,667, respectively.

[Ans. Sale]ﬁ = 25,00,000, Debtors = 5,65,000, Creditors = 3,00,000, Closing stock =
10,10,000

27. The following are the extracts from the financial statement of Blue and Red Itd., As on
31% March, 1997 and 1998 respectively:

31%march 1997 31%march 1998

Rs. Rs.
Stock 10,000 25,000
Debt 20,000 20,000
Billsrecievable 10,000 5,000
Advances (recoverable in cash or kind) 2000 | e
Cash in hand 18,000 15,000
Bills Payable 15,000 20,000
Bank overdraft | e 2,000
9% Debentures,2,000 5,00,000 5,00,000
Salesfor the year 3,50,000 3,00,000
Gross Profit 70,000 50,000




Y ou are required to compute for the both these years:

(i) Current Ratio,
(i) Liquidity ratio,
(i) Stock turnover ratio,
(iv)  Number of days outstanding of debtors, and
(V) Stock working Capital ratio.
Ans. 1997 1998
) Current ratio 15 1.25
(i)  Liquidity ratio 1.25 0.8
(iii)  Stock turnover ratio (cost of sales/
Closing stock 28 10
(iv)  Number of days outstanding of debtors 31 days 30 days
(V) Stock working capital ratio 5 1.92
28. Fromthefollowing information, prepare a Balance Sheet with asmany detailsaspossible:
Gross Profit Rs. 80,000 Current assets Rs. 1,50,000
Gross Profit to cost of goods | 1/3
sold Ratio
Accounts payable velocity 90 days
Stock velocity Six times Billsreceivable Rs. 20,000
Opening stock Rs. 36,000 Bills payable Rs. 5,000
Account receivable velocity Fixed assets turnover Ratio 8 Times
(Year 360 days) | 72 days

[Ans: Debtors Rs. 44,000; Closing stock Rs. 44,000; Other current assets Rs. 42,000; creditors
Rs. 57,000; Capital (bal.fig)Rs. 1,18,000; Total of balance sheet Rs. 1,80,000]

29. You are given the following figures worked out from the profit and loss account and
balance sheet of Blue Ltd. Relating to the year 1998, Prepare the Balance shest.

Fixed assets (net after writing off 30%) Rs. 10,50,000
Fixed assets turnover ratio (on cost of sales) 2
Finished goods turnover ratio (on cost of sales) 6
Rate of Gross Profit to Sales 25%
Net profit (before interest) to sales 8%
Fixed charges cover (Debenture Interest 7%) 8%
Debt collection period 1& %>
months

Materia consumed to sales 30%
Stock of raw material (in terms of number of months’ consumption) 3
Current Ratio 24
Quick Ratio 1.0



Reservesto capital 0.23

Ans

Stock of raw materials Rs. 2,10,000 Capita 10,00,000

Stock of finished goods 3,50,000 Reserves 2,10,000

Books debts 3,50,000 Debentures  4,00,000

Cash 50,000 Current liabilities 4,00,000
Total of Balance sheet 20,10,000 20,10,000

30. Compute cash from operations from the following figures:
(1) profit for the year 1998 is a sum of Rs. 10,000 after providing for depreciation

of Rs. 2,000.
(i)  The current assets of the business for the year ending 31% December,1997 and
1998
Are asfollows:
31% Dec 1997 31% Dec 1998
Rs. Rs.
Sundry debtors 10,000 12,000
Provision for Doubtful Debts 1,000 1,200
Bills Receivable 4,000 3,000
Bills Payable 5,000 6,000
Sundry Creditors 8,000 9,000
Inventories 5,000 8,000
Short-term Investments 10,000 12,000
Outstanding Expenses 1,000 1,500
Prepaid Expenses 2,000 1,000
Accrued Income 3,000 4,000
Income Received in Advance 2,000 1,000

[Ans. Cash from Operations Rs. 7,700]

31. From the following profit and loss account, you are required to compute cash from

operations.
PROFIT & LOSSACCOUNT
For the year ending 31% December 1998

Rs. Rs.
To Salaries 5,000 | By Gross Profit 25,000
To Rent 1,000 | By Profit on sale of Land 5,000
To depreciation 2,000 | By Income Tax Refund 3,000
Tolosson sale of plant 1,000
To goodwill written off 4,000
To proposed Dividends 5,000
To provision for Taxation 5,000
To net profit 10,000




33,000 |
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[Ans. Cash from Operations Rs. 19,000]

Simple Cash flow statement

32. Thefollowing are the summarized Balance sheets of M/s Rahul Brothers Private Ltd.
Ason March 31, 2007 and 2008:

liabilities 2007 2008 Assets 2007 2008
Rs. Rs. Rs. Rs.
12% Redeemable |  ------- Fixed assets 4,100 4,000
Preferences shares 1,000 | Less 1,100 1,500
depreciation
Equity shares 4,000 | 4,000 3000 2,500
4,000 | 5,000 | Debtors 2,000 2,400
General Reserve 200 200 | Stock 3,000 3,500
Profit and LossA/C 100 120 | Prepaid 30 50
Expenses
Debentures 600 700 | Cash 120 350
Creditors 1200 1100
Provision for
Taxation 300 420
Proposed Dividend 500 580
Bank overdraft 1250 680 8150 8800

You are required to prepare a Statement of cash flow.
[Ans. Cash Flow from: Operating Activities (After Tax) Rs.100, financing Activities, Rs.600,
Investing Activities Rs.100]

33. From the following balance sheet as on 31% December,2007 and 31% December 2008,
you are required to prepare a cash flow Statement:

liabilities 2007 2008 Assets 2007 2008

Rs. Rs. Rs. Rs.
Share Capital 1,00,000 | 1,50,000 | Fixed assets 1,00,000 | 1,50,000
Profit & Loss| 50,000| 80,000 Goodwill 50,000 40,000
Account
General Reserve 30,000 | 40,000 | Inventories 50,000 80,000
12% Bonds 50,000 | 60,000 | Debtors 50,000 80,000
Sundry Creditors 30,000 | 40,000 | Billsreceivable 10,000 20,000




Outstanding
Expenses

10,000

15,000

Banks

10,000

15,000

2,70,000

3,85,000

2,70,000

3,85,000

[Ans. Cash flow on Account of (i) operating activities (Rs. 5,000), financing Activities

Rs. 60,000, Investment Activities (Rs.50,000)]

Compr ehensive Cash Flow Statements

34.  Wearwell Itd. Suppliesyou the following Balance sheet on 31% December:

liabilities 2007 2008 Assets 2007 2008
Rs. Rs. Rs. Rs.

Share capital 70,000 74,000 | Bank balance 9000 7800
Bonds 12,000 6,000 | Receivable 14900 17700
Accounts payable 10,360 11,840 | Inventories 49200 42700
Provision for Land 20000 30000
Doubtful debts 700 800 | Goodwill 10000 5000
Reserve & Surplus 10,040 10,560

1,03,100 1,083,200 103100 | 103200

Following additional information has been suppliesto you:

(i)

(i)
(iii)
(iv)

Y ou are required to prepare a cash flow Statement.

[Ans. Cash Flow from : Operating Activities Rs. 14,300, investment Activities (Rs.

10,000), Financing Activities (Rs.5,500).

35. Tiny Tot limited furnish you the following Balance sheet for the years ending on
318December, 2007 and 2008. You are required to prepare a Cash Flow statement for

the year ended 31% December,2008

Dividends amounting to Rs. 3,500 were paid during the year 2007.
Land was purchased for Rs. 10,000.
Rs. 5,000 were written off on Goodwill during the year.

Bonds of Rs. 6,000 were paid during the course of the year.

liabilities 2007 2008 Assets 2007 2008
Rs. Rs. Rs. Rs.
Equity Share Capital | 10,000 10,000 Goodwill 1200 1200
General Reserve 1,400 1,800 Land 4000 3600
Profit and LossA/c | 1,600 1,300 Building 3700 3600
Sundry Creditors 800 540 Investments 1000 1100




Outstanding 120 80 Inventories 3000 2340
Expenses
Provision for | 1,600 1,800 Receivables 2000 2220
Taxation
Provison for Bad |40 60 Bank Balance | 660 1520
debts

15,560

Following additional information has also been supplied to you:

() A piece of land has also been sold for Rs. 400.

(i) Depreciation amounting to Rs. 700 has been charged on Building.

(i) Provision for taxation has been made for Rs. 1900 during the year

[Ans. cash flow from: Net operating activities (after tax) Rs. 1,160, Investing Activities
(Rs. 300), financing activities (RS. Nil).

36. From the following information you are required to prepare a Cash flow Statement
of C.P. Stores Ltd. For the year ended 31 December 2008.

BALANCE SHEET
liabilities 2007 2008 Assets 2007 2008
Rs. Rs. Rs. Rs.
Share Capital 70,000 | 70,000 Plant 50,000 | 91,000
& Machinery
Secured Loans Inventory 15,000 | 50,000
(Repayablein 2010) | ------ 40,000 | Debtors 5000 | 20,000
Cash 20,000 | 7,000
Creditors 1,000 3,000 Prepaid General
Tax Payable 1,000 3,000 Expenses 2,000 4,000
Tax Payable P&L | 7,000 10,000
Alc
92,000 | 1,62,000 92,.000 | 1,62,000

PROFIT & LOSSACCOUNT
For the year ended 31% December, 2008

Particulars Rs. Particulars Rs.

To opening Inventory 15,000 | By Closing Inventory 40,000




To Purchases 98,000 | By Sales 1,00,000
To Gross Profit c/d 27,000

1,40,000 1,40,000

To genera Expenses 11,000 | By Gross Profit b/d 27,000
To Depreciation 8,000
To Taxes 4,000
To Net Profit c/d 4,000
27,000

To Dividend 1,000 | By Balance b/d 7,000

To Balancec/d 10,000 | By Net Profit b/d 4,000

11,000 11,000

[Ans. Cash flow From: Operating activities (Rs. 3,000), Investment Activities (Rs.
49,000),Financing Activities Rs. 39,000]

37. The Balance Sheet of T Ltd. As at 31%December, 2005 and 31%December, 2006 are

asfollowing
Liabilities 2005 2006 | Assets 2005 2006
Rs. Rs. Rs.
Rs.
Share Capital 300.00 Freehold Property
Reserves 225.00 | 240.00 | (at cost)
12% Debentures 75.00 |75.00 |PantandMachinery | 225.00 | 240.00
(Unsecured) (at cost less 135.00 | 165.00
Mortgage on depreciation)
Freehold property 27.00 14.25 | Investment in share
Creditors 4500 |45.00 | Of companiesunder
Proposed Div. The same 150.00 | 150.00
Management
(Subject todividend of tax) | 2250 |23.25 | (Unguoted) 112.50 | 112.50
Provision for Taxation 21.00 |3750 | (MarketVaue
Secured Overdraft (by a|15.00 |8250 | 2006:120 lakhs,
floating charge on assets) 2008: 150 lakhs)
Stock 52,50 | 75.00
Debtors 45.00 |75.00
Bank 1050 | -------
730.50 | 817.50
The following additional information for the year 2006 is relevant:
(1) Credit sales Rs. 675
lakhs
(i)  Credit Purchases 520 lakhs
(ili)  Overheads 83.75 lakhs
(iv)  Depreciation on plant and machinery 17.50 lakhs

(V)

Dividend for 2005 was paid in full




(vi)  Amount paid towards taxation for the year 2005

In view of credit squeeze, the company has been asked by the bank to reduce the overdraft
substantially within six months, if possible by 50 per cent.

You are required to prepare a Cash flow Statement and briefly comment on the financial
position of the company and suggest remedial measure to overcome the financia crisis.

[Ans. Cash flow from: operating Activities Net (After Tax) Rs. 19.75 lakhs, Investment
Activities (Rs. 62.50 lakhs), Financing Activities (Rs. 35.25 lakhs)

38. A Company finds on 1% January,2008 that is short of funds with which to implement
its program of expansion. On 1% January,2007, it had a credit balance of Rs. 1,80,000.
From the following information, Prepare a statement for board of directors, to show
how the overdraft of Rs. 68,750 as at 31% December, 2007 has arisen:

Figure as per balance sheets as at 31% December of each year are asfollows::

2007 2008

Rs. Rs.
Fixed assets 7,50,000 1,120,000
Stocks and stores 1,90,000 3,30,000
Debtors 3,80,000 3,35,000
Bank Balance (Cr.) 1,80,000 (O.D) 68,750
Trade Creditors 2,70,000 3,50,000
Shares Capita (in shares of RS. 10 each) 2,50,000 3,00,000
Billsreceivable 87,500 95,000

The Profit for the year ended 31% December,2008, before charging depreciation and taxation
amounted to Rs. 2,40,000. The 5,000 shares were issued on 1%January, 2007, at a premium of
Rs.5 per share. Rs. 1,37,500 were paid in March 2008, by way of income-tax. Dividend was
paid asfollows:
2007 (final) — on the capital on 31-12-2007 at 10 per cent lesstax at 25 per cent.
2008 (interim)- 5 per cent free of tax.
[Ans. Cash flows from: Operating Activities (after tax) Rs. 80,000, investment Activities
(Rs. 3,70,000), financing activities Rs. 41,250]

39.  Thedirectors of Maheshwari Brothers Private Ltd., are alarmed at the deterioration
of the financial position of their company. They find that the overdraft is at the limit
allowed by the bank and that they have no sufficient funds to pay their creditors on the
due dates. They are at aloss to understand why, when their accounts show satisfactory
profits, they should be short of funds.

Y ou are given the balance sheets of the company as at 31 March,2005 and 2006.

Y ou are required to prepare a statement which will show what has happened to the money
which has come into the business during the year.

BALANCE SHEETS



40.

31% March

2005 2006
Rs. Rs.

Share capital :
Shares of Rs. 10 each fully paid 5,00,000 5,00,000
Reserve and Surplus 30,000 40,000
Bank overdraft 80,000 3,00,000
Sundry Creditors 1,00,000 3,00,000

7,10,000 11,40,000
Land & Buildings 1,50,000 2,50,000
Plant and Machinery 2,50,000 3,00,000
Less: Depreciation 60,000 1,90,000 90,000 2,10,000
Motor Vehicles 58,000 62,000
Less: Depreciation 28,00030,000 42,000 20,000
Stock 1,10,000 3,60,000
Sundry Creditors 2,30,000 3,00,000

7,10,000 11,40,000

During the year a dividend of 10% was distributed to the shareholders

On 1%April, 2008 a motor van whose original cost was Rs. 10,000 and depreciated to a

book value of Rs. 6,000 was sold for Rs. 8,000.

[Ans : Cash flow from : Operating Activities (Rs. 14,000), Investment activities

(Rs.1,56,000), Financing Activities (Rs. 50,000)

From the following Balance sheets of Deva Ltd. as on 31% December 2019 and 2020

prepare:

a) Schedul e of changes in working capital

b) Fund flow statement

Liabilities 2019 2020 Assets 2019 2020
(Rs) (Rs) (Rs) (Rs)
Sundry creditors 10,00,000 | 10,30,000 | Cash 16,00,000 | 17,76,000




Bills payable 2,00,000 | 2,50,000 | Sundry debtors 4,00,000 7,40,000

Debentures 8,80,000 | 8,80,000 | Stock of goods 6,00,000 6,88,000
Provision for | 2,00,000 | 1,12,000 |Land 1,60,000 1,60,000
depreciation o
Building 8,00,000 6,40,000
Reserves and
6,00,000 | 7,80,000 | Plant and | 6,00,000 6,80,000
surplus .
machinery
Share capital
Debenture
14,00,000 | 17,40,000 discount 80,000 72,000
Patents
40,000 36,000
42,80,000 | 47,92,000 42,80,000 | 47,92,000

Additional infor mation:
(1) Net profit for the year 2019 is Rs. 4,00,000.
(i) Dividend paid Rs. 80,000.
(i)  Depreciation charged - Rs. 32,000.
(iv)  The company issued equity sharesfor Rs. 2,00,000 bonus shares of Rs. 1,40,000.
(v) A building was sold for Rs. 56,000 the cost and book value being Rs. 1,60,000 and
Rs. 40,000 respectively.

41. Prepare Funds flow statement for the year ended 31% December 2020

Particulars January 1 December 31
Cash 2,000 1,800
B/R 17,500 19,200
Stock 12,500 11,000
Land 10,000 15,000
Building 25,000 27,500
Machinery 40,000 43,000
1,07,000 1,17,500

Creditors 18,000 20,500



Loan 15,000 22,500
Capital 74,500 74,500
1,07,000 1,17,500

Adjustments. Drawings was Rs. 13,000. Provision for depreciation was Rs. 13,500 at the
beginning. It went upto 18,000 at the end.

42. From the following Balance sheets of Mr. William, prepare a cash flow statement:

Liabilities 2019 2020 Assets 2019 2020
(Rs) (Rs) (Rs) (Rs)
Capital 5,00,000 | 6,12,000 | Land and | 3,00,000 | 4,40,000
_ Building
Sundry Creditors 1,60,000 | 1,76,000
, Pant and
Mrs. W’s loan 1,00,000 - machinery 3,20,000 | 2,20,000
Loan from bank 1,60,000 | 2,00.000 | g
Sundry debtors 1,40,000 | 1,00,000
Cash 1,20,000 | 2,00,000
40,000 28,000
9,20,000 | 9,88,000 9,20,000 | 9,88,000

Additional information:

A machine costing Rs. 40,000 (accumul ated depreciation Rs. 12,000) was sold for Rs. 20,000.
The provision for depreciation on 31-12-2019 was Rs. 1,00,000 and 31-12-2020 Rs. 1,60,000.
Net profit for the year 2020 was Rs. 1,80,000.

43. From the following information Mamrash Co. Ltd.

Amount in Rs.
Cost of goods sold 4,50,000
Net sales 6,00,000
Operating expenses 75,000
Closing stock 45,000
Cash in hand 10,000
Debtors 25,000




Cash at bank 50,000
Creditors 60,000
Short term loans 20,000
Long term loans 2,00,000
Reserves and surpluses 1,50,000
Equity capital 3,00,000

You are required to calculate following ratios:

a) Gross profit ratio

b) Net profit ratio

C) Stock turnover ratio
d) Debt equity ratio

€) Current ratio

44, From the following details, you are required to find out:
a) Gross profit
b) Purchases
C) Opening stock
d) Closing stock
€) Debtors
f) Creditors
0) Fixed assets

Stock velocity — 6 times

Capital turnover ratio (Cost of goods sold/Capital) — 2 times

Fixed assets turnover ratio (Cost of goods sold/Fixed assets) — 4 times
Gross profit ratio — 20%

Debtor’s velocity — 2 months

Creditor’s velocity — 73 days.

Sk wdE

The Gross profit was Rs. 60,000. Reserves and surplus amount to Rs. 20,000. Closing stock
was Rs. 5,000 in excess on opening stock.

45. The balance sheet of XYZ Ltd is given as under for year ending 315t March 2020.

Liabilities Amount(Rs) Assets Amount(Rs)
Equity Share capital 3,00,000 Goodwill 2,00,000
Reserve Fund 1,50,000 Land & Building 3,00,000
8% Debentures 2,00,000 Plant & Machinery 2,50,000
Mortgage Loan 4,00,000 Patents 50,000




Sundry Creditors 50,000 Stock 1,50,000
Bills Payable 25,000 Sundry Debtors 1,00,000
Bank Overdraft 40,000 Bills Receivables 80,000
Outstanding Expenses 10,000 Marketable Securities 18,000
Tax Liabilities 15,000 Cash Balance 40,000
Prepaid Expenses 2,000
11,90,000 11,90,000

Purchases are Rs 3,00,000 and sales are Rs 5,00,000. From the information calculate:

a) Current Ratio e) Acidtest Ratio
b) Inventory Turnover Ratio f) Average Collection Period
c) Debtors Turnover Ratio g) Creditors Turnover Ratio

d) Average Payment Period

On the basis of the above analysis, comment on the cash management of the firm.

45. Following are the ratios of the trading activities of National Traders Ltd. Prepare
Statement of Proprietary Funds with as many details as possible:

i. Debtors’ Velocity 2 months
ii Stock Velocity 6

iii Creditors’ Velocity 73days
iv Gross Profit Ratio 20%

v Capital Turnover Ratio (on Cost of Sales) 2
vi Fixed AssetsTurnover Ratio (on Cost of Sales) 4

Gross profit for the year ended 315 December,2022 amounts to Rs. 60,000. Closing stock
was Rs. 5,000 in excess of opening stock. Reserves and Surplus amount to Rs. 20,000.

[Ans: Share Capital Rs. 1,00,000, Stock Rs. 42.500, Debtors Rs. 50,000, Creditors Rs.
49,000]

UNIT -1



I MULTIPLE CHOICE QUESTIONS:

1.What is budgetary control ?

a) A financial statement

b) A management tool for planning and controlling finances
C) A tax calculation method

d) An audit technique

Ans. b

2.Which of the following isNOT akey component of budgetary control?
a) Budget creation

b) Budget execution

¢) Budget analysis

d) Budget approva

Ans. d

3.What is the primary purpose of budgetary control ?
a) Maximizing profits

b) Minimizing expenses

¢) Controlling financia operations

d) Reducing taxes

Ans.c

4.V ariance analysis in budgetary control is used to:
a) Create budgets

b) Determine budget constraints

¢) Compare actual results with budgeted amounts
d) Set financial goals

Ans. c

5.A favorable variance in budgetary control indicates that:

a) Actual results are better than budgeted results

b) Actual results are worse than budgeted results

¢) Thereis no difference between actual and budgeted results
d) The budget needsto be revised

Ans. a

6.Which type of budget focuses on the expected cash inflows and outflows of an organization?
a) Operating budget

b) Capital budget

¢) Cash budget

d) Sales budget

Ans. c



7.Who isresponsible for preparing departmenta budgets in alarge organization?
a) CEO

b) CFO

¢) Department managers

d) External auditors

Ans.c

8.Which of the following is an external factor that can impact budgetary control?
a) Employee performance

b) Economic conditions

c) Budgetary allocations

d) Cost control measures

Ans. b

9.What is the primary benefit of budgetary control for an organization?
a) Increasing employee morale

b) Reducing the need for financial reporting

¢) Ensuring compliance with tax regulations

d) Improving financial performance and planning

Ans. d

10.Calculate the production budget from the following data: sales 89,350 units; opening
inventory 23,864 units; closing inventory 33,156 units.

a) 80,058 units
b) 1,46,370 units
c) 32,320 units

d) 98,642 units
Ans:. (d)

11.Fixed budget is useless for comparison when the level of activity -
a) Increases
b) Fluctuates both ways
¢) Decreases

d) Constant
Ans: (b)

12.The budget committee consists of -
a) Managers
b) Budget officers
¢) Creditors

d) None of the above
Ans: (b)



13.A budget centreis -
a) Department or part of the department
b) Meeting place for budget committee
c) Office of the budget officer

d) None of the above
Ans: ()

14.The main objective of budgetary control is -
a) To definethe goal of the firm
b) To coordinate different departments
c) Toplanto achieveitsgoals

d) All of the above
Ans. (c)

15.Production budget is -
a) Dependent on purchase budget
b) Dependent on sales budget
¢) Dependent on cash budget

d) None of the above
Ans:. (b)

16.Sales budget shows the sales details as -
a) Month wise
b) Product wise
c) Areawise

d) All of the above
Ans: (d)

17.An example of long period budget is -
a) R & D budget
b) Master budget
c) Salesbudget

d) Personnel budget
Ans. (a)

18.The budgets are classified on the basis of -
a Time
b) Function
c) Flexibility

d) All of the above
Ans: (d)



19.Budget relating to the key factor is prepared -
a) After other budgets
b) With other budgets
c) Before other budgets

d) None of the above
Ans: (c)

20.Key factor is aso known as -
a) Limiting factor
b) Governing factor
¢) Principal factor

d) All of the above
Ans:. (d)

21. What is standard costing?

a) A financial statement

b) A method of cost control and performance evaluation
c) A type of auditing procedure

d) A tax calculation method

Ans: (b)

22.Which of the following is a key feature of standard costing?
a) Historical cost analysis

b) Using actual costs for all products

¢) Comparing actual costs with predetermined standards

d) Ignoring cost variances

Ans: (c)

23.In standard costing, what are "standard costs"?

a) Costsincurred in the past

b) Expected or budgeted costs for a specific level of activity
¢) Costs that are always constant and do not change

d) Coststhat vary randomly over time

Ans: (b)

24.What is afavorable cost variance in standard costing?
a) When actual costs exceed standard costs

b) When actual costs match standard costs

¢) When actual costs are lower than standard costs

d) When actual costs are unrelated to standard costs
Ans. (c)



25.Which of the following variances is associated with the difference between actual and
standard quantities of materials used?

a) Material price variance

b) Material usage variance

c¢) Labor rate variance

d) Labor efficiency variance

Ans:. (b)

26. What is material variance in cost accounting?

a) The difference between actual material usage and standard material usage.

b) The difference between actual material price and standard material price.

¢) The difference between actual material cost and standard material cost.

d) The difference between actual material quantity and standard material quantity.

Ans. C)

27. What is the formula for calculating materia cost variance?

a) (Actual Quantity x Standard Price) - (Actual Quantity x Actual Price)
b) (Actual Quantity x Actual Price) - (Standard Quantity x Standard Price)
¢) (Standard Quantity x Actual Price) - (Actual Quantity x Standard Price)
d) (Standard Price x Standard Quantity) - (Actual Price x Actual Quantity)
Ans: b)

28. What does a favorable material price variance indicate?

a) Materials were purchased at a lower cost than expected.

b) Materials were purchased at a higher cost than expected.

c) Materials were used more efficiently than expected.

d) Materials were used less efficiently than expected.

Ans.a)

29. What does an unfavorable material usage variance suggest?

a) Materials were purchased at a higher cost than expected.

b) Materias were purchased at alower cost than expected.

¢) Materials were used more efficiently than expected.

d) Materials were used less efficiently than expected.

Ans. d)

30. What isthe primary purpose of analyzing material variancesin cost accounting?

a) To identify variancesin labor costs.
b) To evaluate the efficiency of machine usage.
) To assess the efficiency and cost-effectiveness of material usage.



d) To calculate overhead costs.
Ans. ¢)
31. What islabour rate variance in cost accounting?

a) The difference between actual hours worked and standard hours allowed.

b) The difference between actual labour cost per hour and standard labour cost per hour.
¢) The difference between actual labour cost and standard labour cost.

d) The difference between actual labour hours and standard |abour hours.

Ans:. b)
32. What does afavorable labour efficiency variance indicate?

a) Labour was paid at alower rate than expected.
b) Labour was paid at a higher rate than expected.
¢) Lesslabour time was used than expected.

d) More labour time was used than expected.

Ans.c)

33. What does an unfavorable labour rate variance suggest?

a) Labour was paid at alower rate than expected.
b) Labour was paid at a higher rate than expected.
¢) Lesslabour time was used than expected.

d) More labour time was used than expected.

Ans: b)

34. Which varianceis calculated by comparing the actual hours worked by employees with the
standard hours allowed for actual production?

a) Labor cost variance
b) Labor rate variance
c) Labor efficiency variance
d) Labor mix variance

Ans: ¢)

35. When a favorable variance occurs in a cost category, which of the following actions is
typically taken?

a) Investigate the causes and make necessary adjustments.
b) Ignore the variance, asit is not significant.

c) Celebrate the achievement without further analysis.

d) Increase the budget for that cost category.



Ans.a)

36. What is overhead cost variance in cost accounting?

a) The difference between actual overhead costs and standard overhead costs.

b) The difference between actual labor costs and standard labor costs.

¢) The difference between actual material costs and standard materia costs.

d) The difference between actual production output and standard production output.
Ans:a)

37.VVolume variance arises when

a). Thereisrisein overhead rate per hour

b). There isdecline in overhead rate per hour

). There isdecrease or increase in actual output compared to the budgeted output
d). None of the above

Ans.c)

38.  Thecorrective actions after the analysis of variances has to be taken by
a Cost accountant

b. Management

C. Bothaand b

d. None of the above
Ans.b)

39.  Salesmargin variance due to sales quantities is measured as
a Standard profit - Revised standard profit

b. Revised standard profit - Budgeted profit

C. Standard profit + Revised standard profit

d Revised standard profit + Budgeted profit

40. Which of the following statements are true about labour idle time?

a Labour idle time variance is not caused by non-availability of raw material

b. Labour idle time variance is measured as : Abnormal idle hours* Actual hourly rate
C. Labour idle time variance is aways unfavorable or adverse

d. All of the above

Ans.c

I SHORT ANSWER TY PE QUESTIONS:

1 Define ‘budget’ and ‘budgetary control’. State the advantages of budgetary control in
an organisation.

What are the main steps in budgetary control? State the main objectives of budgetary
control.

Discuss the various preliminaries required for adoption as system of budgetary control.
Give an organisation chart for budgetary control and discuss its importance.

What is budget centre? Isit desirable to prepare a budget for each budget centre?
Discuss the nature and functions of a budget committee.
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29.

30.
31.

32.
33.

35.

What is budget manual? Mention the contents and advantages of such a manual.

What is meant by the term ‘Flexible Budget’? How is it prepared?

Define Master Budget and enumerate the advantages of it?

What are budget manuals?

What is cash budget? What are objectives?

What isthe difference between Performance Budget and Programme Budget? What are
the special areas of application of Programme Budgeting?

What is Sales Budget? How it is prepared?

State the importance of ‘Budget Key Factor’.

State the limitations of budgetary control system.

What is standard time? Explain how standard time is defined?

List four mgor use of standard Costs.

Which accounting plan of standard costing helps to convert standards into actuas by
using the ratios.

“Standards Costs being Future Costs or Relevant Costs”. Do you agree? Explain fully.
Point out the difference between Historical Costing and Standard Costing.

Explain overhead variances (Two-way)

Distinguish between ‘Estimated Cost” and Standard Cost’.

Explain ‘Flexible Budget’?

Explain Fixed Budget?

Differenciate between Flexible Budget’ & Fixed Budget ?

explain the advantages and limitations of standard costing.

Explain the limitations of Budgetary control ?

Explain the objectives of budgetary control with special reference to a large
manufacturing concern.

What is zero based budgeting and highlight its procedure, norms and superiority over
functiona budgeting?

Briefly state the circumstances in which flexible budgets are used.

Define the term ‘Standard cosying’. Explain with reasons why an industrial concern
should introduce standard costing system?

How is afavorable variance different from an unfavorable variance?

Why isvariance analysisimportant for businesses?

What are the limitations or challenges of using variance analysis asamanagement tool ?
How can variance analysis help in decision-making within an organization?

LONG ANSWER TYPE QUESTIONS

What do you understand by “Budgeting”? Mention the types of budget that
management of a big industrial concern would normally prepare.

Define budget, budgeting and budgetary control. State its objectives. Explain the
process by which various budgets are prepared.

What is the meaning of variances and variance analysis?

Explain the concept of budgetary control in detail, highlighting its key components,
objectives, and the steps involved in the budgetary control process.

What are the primary objectives of implementing budgetary control in an organization?
How does budgetary control facilitate resource allocation within an organization?
Outline a plan for Sales Budget and Purchase Budget. What considerations are
necessary in the preparation of such budgets?

Explain ‘Flexible Budget’ and Fixed Budget.

“Flexible Budgets are more realistic and useful than fixed budgets.” Do you agree?
Explain.



10. Mr. Managing Director is surprised that his profit every year is quite different from
what he wants or expects to achieve. Someone advised him to install aformal system
of budgeting. He employs a fresh accountant to do this. For two years, the accountant
faithfully makes all budgets on previous year’s accounts. The problems remain
unsolved. Mr. Managing Director and the Accountant on what steps they should take.
Make assumption about what islacking.

11. Explain the main steps in Budgetary Control with reference to manufacturing-cum-
selling enterprise.

12. Explain briefly the advantages and limitations of Standard costing. In what ways does
it differ from budgetary control ?

13. What factors should be considered in setting (a) Materia Price Standard (b) Material
Usage Standard (c) Labour Rate Standard (d) Labour Time Standard.

14. “A firm can avoid standard costing but, of course, at its own peril”. Elucidate it and
explain the advantages and limitations of standard costing.

15. Explain the distinction between cost control and cost reduction. Enumerate some of the
important tool s/techniques of cost reduction and cost control.

16. Are you in agreement with the view that Budgeting should better be called Profit
Planning and Control.

17. “Why do responsible people in an organisation agree to accept budgetary control in
theory but resists in practice”? Explain.

18. “If the Sales forecast is subject to error then there is no basis of budgeting.” Do you
agree? Also explain how flexible budget can be used to help control cost.

19. Explain the concept of sales variances in detail. What are the key components of sales
variances, and how do they impact a company's financial performance?

20. Discussthe significance of salesvariancesin the context of performance eval uation and
decision-making within an organization. Provide examples of how sales variances can
inform managerial actions.

Functional budgets

21.  Prepare a Material Budget of Ab C. Ltd.., based on the following information. The
production order of the product show the following consumption:
(1) Consumption for the batch of 1,000 units of

Material No. Rate per kg Products A Products B
Rs. Kg. Kg.
11 60 50 80
13 60 10 5
16 10 30
17 50 6 30
18 5 4 4
Totd 70 129
(i) Production (units) Product A 1,000 units
Product B 11,000 units
[Ans. Material No: 11 13 16 17 18

Qty. (Kg) 1,480 175 330 18 92



Amt. (Rs) 88,800 10,500 3,300

9,100 300]

22. Draw a Material procurement Budget (Quantative) From the following information:
Estimated sales of a product 40,000 units. Each unit of the product requires 3 units of

material A and 5 units of material B.

Estimated opening balances at the commencement of the next year:

Finished products 5000 units
Materia A 120000 units
Materia B 200000 units
Materials on order:
Materia A 7000 units
Materia B 11,000 units
The desirable closing balance at the end of next
year
Finished products 7,000 units
Materia A 150000 units
Material B 250000
Material on order:
Materia A 8000 units
Materia B 10,000 units
23. Production cost of afactory for ayear isasfollows:
Direct wages Rs. 80,000
Direct materials 1,20,000

Production Overheads, Fixed

40,000

Production Overheads, variables

60,000

During the forthcoming year it is anticipated:

(a) That average rate for direct labour remuneration will fail from Rs. 3 per hour to Rs.

50 per hour;
(b) Production efficiency will remain unchanged,
(c) Direct labour hours will increase by 331/3%.

The purchase price per unit of direct material and of the other materials and services
which comprise overheads will remain unchanged.
Draw a budget and computer a factory overhead rate, the overhead being absorbed

on adirect wage basis.

[Ans. cost of production Rs.308889, production overheads rate of 113.5%.]



24. A company is a manufacturing two products X and Y. A forecast labour the number of
unitsto be sold in the first seven monthsis given below:

Month Product X Product T

January 10000 280000

February 12000 28000

March 16000 24000

April 20000 20000

may 24000 16000

June 24000 16000

July 20000 18000

Itsis anticipated that

(1) There will be on work-in-progress at the end of any month;

(i) Finished units equal to half the sales for the next month will be in stock at the
end of each month (including December, of the previous year)
Budget production some production costs for the year ending 31%December are

as follows”
Product x Product y
Production (Units) 2,20,000 2,40,000
Direct materia per unit Rs. 125 19
Direct wages per unit 4.5 7
Total factory overheads for each type of | 6,60,000 9,60,000
products (Variable)

Prepare for 6 months ending 30"June a production budget and summarized cost of
production budget and summarized cost of production budget.

[Ans. | Jan Feb March | April May June
X 11000 14000 | 18000 | 22000 | 24000 | 22000 units
y 28000 26000 | 22000 | 18000 | 16000 | 17000 units
(b) 50 per cent of credit sales is realized in the month following the sale and the
remaining 50 per cent in the second month following. Creditors are paid In the
month following the month of purchase.
()  Cashat bank on 1% April (estimated). Rs. 25000.
[Ans. Closing balance (Overdraft)  April May June
Rs. 56000 (47000) (167000)

25. Texas manufacturing Company Ltd. Is to start production on 1%January, 1998. The
prime cost of a unit is expected to be Rs. 40 out of which Rs. 16 is for materials and



26.

Rs.24 for labour. In Addition, variable expenses per unit are expected to be Rs. 8, and
fixed expenses per month Rs. 30,000. Payment for material isto be made in the month
following the purchase. One-third of sales will be for cash and the rest on credit for
settlement in the following month. Expenses are payable in the month in which they

are incurred.

The selling price is fixed at Rs. 80 per unit. The number of units manufactured and
sold are expected to be as under:

January 900 May 2100
February 1200 May 2100
March 1800 June 2400

Draw up a statement showing requirements of working capital from month to month,
ignoring the question of stocks.

[Ans. Jan Feb March April May June
Cumulative

Surplus Rs. Rs. Rs. Rs. Rs. Rs.
(Cash required) | (34800) | (37600) | (32400) | (6400) (30800) | (66400)
[Hint: Prepare a Cash Budget.]

ABC Ltd., a newly started company, wishes to prepare wash budget from January.
Prepare a cash budget for the first six months from the following estimated revenue and

expenses.
Overheads
Months Total sales | Materids Wages Production Selling &
Distribution
Rs. Rs. Rs. Rs. Rs.

January 20000 20000 4000 3200 800
February 22000 14000 4400 3300 900

March 28000 14000 4600 3400 900

April 36000 22000 4600 3400 900

May 30000 20000 4000 3200 900

June 40000 25000 5000 3600 1200

Cash balance on 1% January was Rs. 10000. A new machinery is to be installed at Rs.
20000 on credit, to be paid by two equal instalmentsin March and April.

Sales commission @5% on total sales is to be paid within a month following actual

sales.

Rs. 10000 being the amount on 2™ call may be received in March. Share premium
amounting to Rs. 2,000 is also obtainable with the 2™ call.
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Period of credit allowed by supplier 2 months
Period of credit allowed to customers 1 Month
Delay in payment of overheads 1 month
Delay in payment of wages % month

[Ans. Closing cash balance January Rs. 18,000; Feb Rs. 29,800; March Rs. 27,000;
April Rs. 24,700, may Rs. 33,100 and juneRs.36,000]

Prepare a cash budget for M/S Alpha Manufacturing Company on the basis of the

following information for the first six months of 1991.

(1) Costs and Price remain unchanged.

(2) Cash salesare 25% and credit sales are 75% of total sales.

(3) 60% of credit sales are collected in the month after sales, 30% in the second month

and 10% in the third, no bad debts are anticipated.
(4) Salesforecasts are asfollows:
Rs. Rs.

October, 1990 1200000 March, 1991 800000
November, | 1990 1400000 April, 1991 1200000
December, | 1990 1600000 May, 1991 1000000
January, 1991 600000 June, 1991 800000
February, 1991 800000 July, 1991 1200000

(5) Gross profit margin 20%.

(6) Anticipated Purchases:
January, 1991 640000 April, 1991 800000
February, 1991 640000 May, 1991 640000
March 191 960000 June, 1991 960000

(7) Wages and salariesto be paid for 1991.
January, 120000 April, 200000
February, 160000 May, 160000
March 200000 June, 140000

(8 Interest on Rs. 2000000 @ 6 % on debentures is due by end of March and

June.

9 Excise deposit due in April Rs. 2,00,000.

(10) Capital Expenditure on plant and machinery planned for June Rs. 120000.

(11) Company has a cash balance of Rs. 400000 at 31.12.1990.

(12 Company can borrow on monthly basis.



(13) Rent is Rs. 8,000 per month.
[Ans: Cash balance at the close of month: Jan Rs. 907000, Feb. Rs. 1034000, March
Rs. 651000, April Rs. 400000, May Rs. 550000, June Rs. 400000.]

Flexible Budgets

28. Draw up a flexible budget for overheads expenses on the basis of the following data
and determine the overhead rate at 70 %, 80% and 90% plan capacity.
Capacity Levels
70% 80% 90%
Variable overheads: Rs. Rs. Rs.
Indirect Labour | - 12000 | = -

Storesincluding spares | ----- 4000 | 0 -
Semi-variable Overheads:

Power (30% fixed, 70% variable) | ----- 20000 | = ------
Repairs and maintenance (60% fixed,40% | ------- 2000 | e
variable)

Fixed overheads:

Deprecigtion | e 11000 | = -

Insurance | - 3000 | 00 ------

Sdaries | mmee- 10000 | = -

Total ovetheasds | —----- 62000 | @ -——---

Estimated direct labour hours | ---—--- 124000 Hrs. | -

[Ans: Total overheads at 70% capacity Rs. 58150; at 80% capacity Rs. 62000 at 90% capacity

Rs, 65850; Direct labour hour rate Re. 0.536; Re. 0.500 and Re. 0.472 respectively.]

29. For production of 10,000 electrical automatic irons the following are the budgeted

eXpenses:

Per unit

Direct materia

Rs. 60
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Direct labour 30
Variable overheads 25
Fixed overheads (Rs. 150000) 15
Variable expenses 5

Administration expenses (Rs. 50000 rigid for al levels of production) | 5

Distribution expenses(20% fixed)

5

Total cost of sale per unit

160

Prepare a budget for production of 6000,7000 and 8000 irons showing distinctly
margina Cost Rs. 825000; Rs. 962500 and Rs. 1100000 respectively. Tota cost Rs.
1050000, Rs. 1187500 and Rs. 1325000 respectively.]

[Hint: Margina cost means variable cost.]

ABC Limited have prepared the budget for the production of alakh units of the only

commaodity manufactured by them for a costing period as under:

Raw materials Rs. 2.52 per unit
Direct wages 0.75 per unit
Direct expenses 0.10 per unit
Works Overheads (60 % fixed) 2.50 per unit

Administration overheads (80% fixed) 0.40 per unit

Selling overheads (50% fixed)

0.20 per unit

The actual production during the period was only 60000 units. Calculate the revised

budgeted cost per unit.

[Ans. Cost of Sales: Original Rs. 647000; Revised Rs.465000.]

The following data are available in a manufacturing company for a half-yearly period;

Fixed expenses. (Rs. Inlakhs) (Rs. Inlakhs)
Wages and Salaries 84
Rent, Rates and Taxes 5.6
Depreciation 7.0
Sundry Administration Expenses | 8.9 29.9
Semi-variable Expenses:
(At 50% of capacity)
Maintenance and Repairs 2.5
Indirect labour 9.9
Sales department salaries etc: 29
Sundry administration expenses 2.6 17.9
Variable Expenses
(at 50% of capacity)
Materia 24.0
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Labour 25.0

Other Expenses 3.8 53.4

Assume that the fixed expenses remain constant for al levels of production, semi-
variable expenses remain constant between 45% and 65 % capacity, increasing by 10%
between 65% & 80 capacity, and by 20% between 80% and 100% capacity.

Sales at the various levels are: (Rs. In lakhs)
60% Capacity 100.00
75% Capacity 120.00
90% Capacity 150.00
100% Capacity 170.00

Prepare aflexible budget for the half-year and forecast the profit at 60%,75%,90% and
100% capacity levels, respectively.]

Direct Material Variances

A Manufacturing concern which has adopted standard costing furnishes the following
information:

Standard:

Materia for 70kg of furnished products | 100kg

Price of material Re. 1 per kg.

Actual:
Output 210000 kg.

Material used 280000 kg.

Cost of material 252000

Calculate:

(@) Materia usage variance (b) material price variance, and (c) material cost variance.

[Ans(a) Rs. 20000(F);(b)Rs.
28000(F);(c)48000(F)]

Given that the cost standard for materia consumption are 40kg. @ Rs. 10 per kg.,
compute the variance when actuals are :

() 48 kg at Rs. 10 per kg.

(b) 40kg at Rs. 12 per kg.

(c) 48kg at Rs. 12 per kg.

(d) 36kg for atotal cost of Rs. 360

[Ans(@) (i) DMPV Nil (i) DMUV Rs.80(A); (b)(i)DMPV Rs.80(A),(i) DMUV
Nil,(c)(i))DMPV Rs. 96(A),(ii)DMUV Rs.80(A):(d) (i\DMPV Nil, (i) DMUV Rs. 40
(Al

The standard material cost for 100 kg. of Chemical D is made up of:
Chemical A—30kg.@ Rs. 4.00

Chemical B—40kg. @ Rs.5.00 per kg., and

Chemical C—80kg. @ Rs.6.00 per kg.



In a batch, 500kg.of Chemica D were produced from amix of

Chemical A--- 140kg at a cost of Rs. 588

Chemical B---220kg at a cost of Rs.1056, and

Chemical C---440 kg at a cost Rs. 2860.

How do theyield, mix and price factors contribute to the variance in actual cost per 100

kg of chemical D over the standard cost?
[AnsDMCV Rs. 40.80 (A), DMMV Rs. 16.67(A),DMY VRs. 53.33(A)]

35.  Mixer Ltd. Is engaged in producing a ‘standard mix’ using 60kg of chemica X and 40
kg of chemical Y. the standard loss of production is 30%. The standard price of X is

Rs. 5 per kgand Y isRs. 10 per kg.

The actual mixture and yield were asfollows:

X 80Kg.@ Rs. 4.50 per kg.
Y 70kg. @ Rs. 8.00 per kg.
Actual yield 115 kg.
Calculate material Variance (price, usage, yield, mix)

[Ans: Price Variance Rs. 180(F), Usage Variance Rs. 50(A)yield variance Rs. 100 (F),
Mix Variance Rs. 50 (A)]

36. From the following information, Calculate the variances.

Standard Actual

Materia Quantity | Rate Totd Quantity | Rate total
Kg. Per kg. Rs Kg. Per kg.

X 60 3 180 50 3 150

Y 40 6 240 35 6 210
100 85

Less: Loss7

Normal

Loss 10
90 420 78 360

[Ans. DMCV Rs.4 (F),DMPV Nil, DMMV Rs. 3 (F), DMYV Rs. 7 (F)]

37. Following arethe particularsin respect of a product where two types of materials A and

B are to be used.

Materia Input | Standard Actud
Tonnes Rate Tonnes Rate
Rs. Rs.

A 120 10.00 140 9.50

B 80 7.50 60 9.00
200 200

Less 20_ 18_

Net production | 180 182

You are required to calculate:
(a) Material price Variance,
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(b) Material Mix Variance and
(c) Materia Yield Variance.
[Ans. ()Rs. 20(A),(b) Rs. 50(A),(c) Rs. 20(F)]

The details regarding the composition and the weekly wage rate of labour forces

engaged on ajob scheduled to be completed in 30 weeks are as under:

Category  of | Standard Actual
workers No. of | Weekly wage | No. of | Weekly wage rate per
labourers | rate per | labourer labourer (Rs.)
labourer(Rs.)
Skilled 75 60 70 70
Semi-skilled | 45 40 30 50
Unskilled 60 30 80 20

The work is actually completed in 32 weeks. Calculate the various labour variances.

[Ans: labour cost variance Rs. 13,000 (A); Labour Rate variance Rs. 6400(A); Labour
Efficiency VarianceRs. 6,600 (A); Labour Mix Variance Rs. 9,600 (F); Revised Labour

Efficiency Variance Rs. 16,200(A)].

Kg. Total | Kg. Total
Rs. Rs.
Input 500 Materia @Rs. | 19500 | 500 | Material @42 per kg. per | 21,000
39 per kg. kg.
Labour 4,000 Labour 4,000 hrs@1.50
hrs. @Rs. 1.50 6,000 per hour 6,000
per hour
Normal 20 40
Loss
Output 480 25500 | 460 | Actual Loss 27,000
Calculate:
) Material Cost Variance
(i) Materia Price Variance
(i)  Materid Yield Variance
(iv)  Labour Cost Variance
(V) Labour Price Variance
(vi) Labour Yield Variance
[Ans. (i))Rs. 231250 (A), (ii)Rs.1500(A), (iii)Rs.812.50(A), (iv)Rs.250(A),

(V)Rs. Nil, (vi)Rs.250(A)].

For one unit of product A, the standard data are given below:



mailto:hrs@1.50

Materid : Rs.

5kg. @ Rs. 40 per kg. 200

Labour:

40 hrs. @Rs. 1.00 per hour 40
240

Actual data:

Actual Production : 100 units

Material 490kgs. @ Rs. 42 each 20,580

Labour 3,960 hours @RS. 1.10 per hour | 4,356

Calculate Variances 24,936

[Ans: (a) Material: (i) Cost Rs.580(A),(ii)Price Rs. 980(A), (iii) Usage Rs. 400(F);(b)
labour;(i)Cost Rs.356(A), (ii) Rate Rs. 396(A), (iii) Efficiently Rs. 40 (F)].

Overhead Variances

41.  From the following data, calculate fixed overheads expenditure and volume variance:
Fixed overheads Budget for November Rs. 10,000
Budgeted production for the month 50,000 units
Actual production for the month 54,000 units
Actual fixed overhead incurred Rs. 1,20,000
[Ans: Volume Variance Rs. 8,000 (F); Expenditure Variances Rs. 20,000 (A)]

42. Find out variable overheads variance from the following:

Budgeted variable overhead for January Rs. 8,000.
Budgeted production for the month 500 units.
Standard variable for one unit of production 10 hours.
Actual variable overheads Rs. 6,600.
Actual production for the month 400 units.
[Ans. Cost Rs. 200 (A) Expenditures. 520(A), Efficiency Rs. 320 (F)].
43. Make a cash budget for April-June 2021 from the following information:
(1) Actual and Budget sales
Actual Budgeted
(Rs) (Rs)
January 80,000 April 90,000
February 80,000 May 85,000
March 75,000 June 80,000
(2) Actual and Budgeted purchases
Actual Budgeted
(Rs) (Rs)
January 43,000 April 50,000




February 40,000 May 45,000
March 42,000 June 35,000
(3) Actual and Budgeted wages and expenses
Actual Budgeted Actual wages | Budgeted
wages expenses expenses
(Rs)
(Rs)
January 20,000 5,000 April 24,000 7,000
February 18,000 6,000 May 20,000 6,000
March 22,000 6,000 June 18,000 5,000

44,

(4) Specia: Advance income tax in May Rs. 4,000, Plant in April Rs. 10,000.
(5) Rent Rs. 300 payable each month, not included in expenses.
(6) 10% of purchases and sales are on cash terms.
(7) Credit purchases are paid after 1 month and credit sales are collected after two months.

Timein wages and expenses. %2 month.

(8) Cash and bank balance on April 1, Rs. 13,000.

(Ans. April — Rs. 94,000, May — Rs. 87,400, June — Rs. 94,100)

A flexible budget at 60%, 80% and 100% production capacity is to be prepared from
the following information relating to the productive activities of Zenith Engineering
Company Limited, Bombay for the three months ended 31% December, 2020:

Rs.

Fixed expenses:

Management salaries 42,000
Rent and taxes 28,000
Depreciation on machinery 35,000
Sundry office cost 44,500

1,49,500

Semi-variable expenses at 50% capacity:

Plant maintenance 12,500
Indirect labor 49,500




Sundry expenses

Materids

Labor

Salesmen’s salaries and expenses

Variable expenses at 50% capacity:

Salesmen’s commission

1,20,000
1,28,000
19,000

2,67,000

Semi-variable expenses remain constant between 40% and 70% capacity, increase by
10% of the above figures between 70% and 85% capacity and increase by 15% of the
above figures between 85% and 100% capacity. Fixed expenses remain constant
whatever the level of activity. Sales at 60% capacity are Rs. 5,10,000, at 80% capacity

Rs. 6,80,000 and at 100% capacity Rs. 8,50,000.
It isassumed that all items produced are sold.

(Ans: Profit — at 60% Rs. 49,400, at 80% Rs. 4,850, at 100% Rs. 63,575)

45. Standard material cost for 100 kg of product ‘X’ is made up of:

Material Quantity (kg) Price (Rs) Amount (Rs)
A 30 4 120
B 40 5 200
C 80 6 480

In a batch, 500 kg of pr

oduct ‘X’ were produce

d from a mix of:

Material Quantity (kg) Price (Rs) Amount (Rs)
A 140 4.20 588
B 220 4.80 1,056
C 440 6.50 2,860

How do price mix and yield factors contribute to the variance in the actual cost of product ‘X’

over the standard cost?

(Ans: Material mix variance — A 160 kg, B 213.33 kg, C 426.67 kg, Material Yield variance -

267.67)

46.  Calculate labor variances from the following information:




Labor rate — Re. 1 per hour

Hours as Standard per unit — 12 hours

Actual data:
Units produced — 1,000

Actual labor cost — Rs. 10,000
Hours worked actually — 12,500 hours

(Ans: Labor cost variance — Rs. 2,000, Labor Rate variance — Rs. 2,500, Labor efficiency

variance — Rs. 500)

47.  The standard mix of product ‘X’ is as follows:

Material Quantity (kg) Price (per kg)
A 50 5
B 20 4
C 30 10

The Standard loss in production is 10% of input. There is no scrap vaue. Actua production
for amonth was Rs. 7,240 kg of X from 80 mixes. Actual consumption during the month were:

Material Quantity (kg) Price (per kQ)
A 4,160 5.50
B 1,680 3.75
C 2,560 9.50
8,400

Calculate material variances.

(Ans: SQ for Actual output — A 4,022.22 kg, B 1,608.89 kg, C 2,413.33 kg, Material Cost
Variance— 2,820 (Adv.), Material Price Variance — 380 (Adv.), Material Usage Variance— Rs.
2,440.1 (Adv.), Material Mix Variance — A Rs. 200, B Nil, C Rs. 400 (Adv.), Material Yield

Variance — Rs. 2,240 (Adv.)

UNIT-I1

I MULTIPLE CHOICE QUESTION




1.What is marginal costing?

a) A cost allocation method

b) A method of pricing products

¢) A method of costing inventory

d) A cost accounting technique for analyzing the impact of variable costs on profit

Ans:.d)

2.In marginal costing, which costs are treated as product costs?
a) Fixed manufacturing overhead

b) Variable manufacturing costs

¢) Selling and administrative expenses

d) Both A and B

Ans.b)

3.What is the contribution margin ratio?

a) Theratio of fixed coststo variable costs

b) The ratio of contribution margin to total sales
¢) Theratio of total coststo total sales

d) Theratio of salesrevenue to fixed costs

Ans.b)

4.Which of the following formulasis used to calculate contribution margin?
a) Contribution Margin = Sales Revenue - Total Costs

b) Contribution Margin = Sales Revenue - Variable Costs

c¢) Contribution Margin = Total Costs - Variable Costs

d) Contribution Margin = Sales Revenue/ Variable Costs

Ans. b)

5.1f the selling price per unit is $20, and the variable cost per unit is$8, what isthe contribution
margin per unit?

a) $20

b) $12

c) $8

d) $28

Ans.b)

6.In marginal costing, which of the following is true regarding fixed costs?
a) Fixed costs are not considered in the calculation of contribution margin.
b) Fixed costs are directly subtracted from sales to determine profit.

¢) Fixed costs are treated as period costs.

d) Fixed costs vary with the level of production.

Ans.a)

7.What is the break-even point in terms of sales revenue?



a) The point at which profit becomes zero

b) The point at which total costs equal total sales revenue
¢) The point at which variable costs equa fixed costs

d) The point at which contribution margin equals zero

Ansb)

8.What happens to the break-even point if variable costs per unit increase?
a) It decreases

b) It remains the same

C) It increases

d) It becomes negative

Ans.c)

9.What is the margin of safety?

a) The difference between actual profit and budgeted profit

b) The amount by which sales can drop before incurring aloss
¢) The difference between fixed costs and variable costs

d) The additional profit earned above the break-even point

Ans.b)

10.In marginal costing, which of the following is considered a period cost?
a) Direct labor

b) Direct materials

¢) Variable manufacturing overhead

d) Selling and administrative expenses

Ans.d)

11.Which statement is true regarding the variable cost ratio?
a) It isequa to 100% minus the contribution margin ratio.
b) It isequal to the contribution margin ratio.

c) Itisequal to the gross profit ratio.

d) It isequal to the fixed cost ratio.

Ans.a)

12.What is the formulato calcul ate the break-even point in units?

a) Break-even point (in units) = Total Fixed Costs/ Selling Price per Unit

b) Break-even point (in units) = Total Fixed Costs/ Contribution Margin per Unit
c¢) Break-even point (in units) = Total Variable Costs/ Contribution Margin Ratio
d) Break-even point (in units) = Total Sales Revenue/ Total Variable Costs

Ans.b)

13.Which of the following statements is true regarding contribution margin?
a) Contribution margin is the same as gross profit.



b) Contribution margin is the profit remaining after variable costs are deducted from sales
revenue.

¢) Contribution margin includes al costs, both variable and fixed.

d) Contribution margin is always negative.

Ansb)

14.What is the main objective of using marginal costing in decision-making?
a) To maximize fixed costs

b) To minimize variable costs

¢) To maximize contribution margin

d) To minimize total costs

Ans.c)

15.In a make-or-buy decision, which cost is relevant for analysis?
a) Sunk costs

b) Variable manufacturing costs

¢) Fixed manufacturing costs

d) Historical costs

Ans.b)

16.What is the formulato calculate the margin of safety ratio?

a) Margin of Safety Ratio = (Sales - Break-even Sales) / Sales

b) Margin of Safety Ratio = Break-even Sales/ Sales

¢) Margin of Safety Ratio = (Sales - Break-even Sales) / Break-even Sales
d) Margin of Safety Ratio = Gross Profit / Sales

Ans.a)

17.Which of the following decisions would not be influenced by marginal costing analysis?
a) Pricing decisions

b) Product discontinuation decisions

¢) Make-or-buy decisions

d) Inventory valuation decisions

Ans.d)

18.What is the formulato calcul ate the net profit under marginal costing?
a) Net Profit = Total Sales- Total Costs

b) Net Profit = Total Sales - Variable Costs - Fixed Costs

c) Net Profit = Gross Profit - Fixed Costs

d) Net Profit = Gross Profit - Variable Costs

Ans.b)

19.What does the term "marginal” in marginal costing refer to?
a) The difference between total costs and variable costs



b) The additional cost of producing one more unit
¢) Thetotal cost of production
d) The total sales revenue

Ans.b)

20.Which of the following is true regarding the treatment of fixed costs in marginal costing?
a) Fixed costs are fully allocated to products.

b) Fixed costs are considered irrelevant.

¢) Fixed costs are treated as period costs.

d) Fixed costs are included in the cal culation of contribution margin.

Ans.C)

21.In abreak-even analysis, what is the contribution margin per unit equal to?
a) The selling price per unit

b) The variable cost per unit

¢) Thefixed cost per unit

d) The total cost per unit

Ans.b)

22.Which of the following factors can affect the break-even point?
a) Changesin variable costs per unit

b) Changesin total fixed costs

¢) Changesin selling prices

d) All of the above

Ans.d)

23.1f acompany'stotal fixed costs decrease, what will happen to the break-even point in terms
of salesrevenue?

a) It will increase

b) It will remain the same

c) It will decrease

d) It will become negative

Ans.c)

24.In adecision to accept a specia order at alower price, which cost is considered relevant for
analysis?

a) Sunk costs

b) Variable manufacturing costs

¢) Fixed manufacturing costs

d) Historical costs

Ansb)

25.What is the formulato calculate the break-even point in sales revenue?
a) Break-even Sales = Total Fixed Costs/ Variable Costs per Unit



b) Break-even Sales = Total Fixed Costs/ Contribution Margin Ratio
) Break-even Sales = Total Variable Costs/ Contribution Margin Ratio
d) Break-even Sales = Total Sades/ Total Variable Costs

Ans.b)

26.1f a company's actual sales are Rs. 50,000, and the break-even sales are Rs.40,000, what is
the margin of safety in dollars?

a) Rs.10,000

b) Rs.50,000

c) Rs.40,000

d) Rs.90,000

Ans:a)

27.What is the formula to calculate the margin of safety ?

a) Margin of Safety = Total Sales - Break-even Sales

b) Margin of Safety = Total Fixed Costs - Total Variable Costs
¢) Margin of Safety = Total Sales - Tota Costs

d) Margin of Safety = Gross Profit - Fixed Costs

Ansa)

28.1f acompany'stotal fixed costs increase, what will happen to the break-even point in terms
of units?

a) It will decrease

b) It will remain the same

c) It will increase

d) It will become negative

Ans.c)

29.Which of the following is not a limitation of marginal costing?

a) Ignores fixed costs

b) May lead to pricing decisions that do not consider long-term implications
¢) Cannot be used for external financial reporting

d) Ignores variable costs

Ans.d)

30.When contribution is positive but equal to fixed cost,
a) Thereisloss equd to fixed costs
b) Thereisloss more than fixed costs
¢) Therewill belosslessthan fixed costs

d) Therewill be neither profit not loss
ANS: d)



31.Absorption costing is also known as

a)
b)

c)
d)

32.

33.

35

méthod.

a)
b)
c)
d)

Historical costing
Total costing
Bothaand b

None of the above
Ans. ¢)

In context of net operating profit, which of the following statements are true?

If all costsare variable, theamount of profit obtained in marginal costing and absorption
costing will be same.

If the volume of sales and output isequal in aperiod, profit will be same in absorption
costing and marginal costing.

Bothaand b

None of the above
Ans. ¢)

Under absorption costing, managerial decisions are based on
Profit

Contribution

Profit volumeratio

None of the above
Ans. @)

Managers utilizes marginal costing for
Make or buy decision

Utilization of additional capacity
Determination of dumping price

All of the above
Ans. d

isnot suitable where selling price is determined on the basis of cost-plus

Absorption costing
Marginal costing
Bothaand b

None of the above
Ansb

36. Which of the following are characteristics of B.E.P?

a)
b)
c)

Thereisno loss and no profit to the firm.
Total revenue is equal to total cost.
Contribution is equal to fixed cost.



d) All of the above.
Ansd

37.Which of the following are limitations of break-even analysis?
a) Static concept
b) Capital employed istaken into account.
¢) Limitation of non-linear behaviour of costs

d) Limitation of presence of perfect competition
Ans: a

38. Using equation method, Break-even point is calcul ated as
a) Sales= Variable expenses + Fixed expenses + Profit
b) Sales= Variable expenses + Fixed expenses - Profit
c) Sales= Variable expenses - Fixed expenses + Profit

d) None of the above
Ans: a

39.  Given selling priceis Rs 10 per unit, variable cost is Rs 6 per unit and fixed cost is Rs

5,000. What is break-even point?
a) 500 units
b) 1,000 units
¢) 1,250 units

d) None of the above
Ans. c
40. Contribution is also known as

a) Contribution margin
b) Net Margin
¢) Bothaandb

d) None of the above
Ans: a

[ SHORT ANSWER TYPE QUESTIONS:

What is margina costing?

What is the primary focus of marginal costing?

How is marginal cost calculated?

Define contribution margin.

What are variable costs in margina costing?

How are fixed costs treated in marginal costing?

What is the significance of the contribution margin ratio?

What is the break-even point, and how isit calculated in marginal costing?
What is the margin of safety, and why isit important?

10. Explal n the difference between variable costing and absorption costing.
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10.

11. How does marginal costing help in decision-making?

12. What isthe relevance of margina costing in pricing decisions?

13. How can marginal costing assist in make-or-buy decisions?

14. Define incremental cost in the context of marginal costing.

15. What isthe impact of changes in variable costs on the break-even point?

16. Explain the concept of limiting factor analysisin marginal costing.

17. How does the contribution margin change as sales volume increases?

18. What are the limitations of marginal costing as a cost accounting technique?

19. In what scenarios might absorption costing be preferred over margina costing?

20. What is meant by “Angle of Incidence” in a break-even chart?

21. Write a note on “Application of Marginal Costing

22. What are the limitations of Marginal Costing?

23. The role of manageria accountant in deciding among alternative courses of action in
crucial”. Examine this statement with special reference to special order acceptance?

24. “Marginal Costing rewards sales whereas absorption costing rewards production™?

25. Write a short note on “Contribution”.

26. Give the formula for calculating P/V Ratio.

27. What are the merits of Marginal costing?

28. What is Break even chart?

29. Differentiate between net profit and contribution margin.

30.What is absorption costing?
LONG ANSWER TYPE QUESTIONS:

Y our bossislooking over a Break-even Chart which you have constructed to portray the
cost volume profit relationship of proposed plan of operations. He comments “The Chart
only tells me more profits we make”. What is your reply?

Explain the techniques of marginal costing and state its importance in decision making.

@ State distinction between marginal costing and absorption costing as regards
valuation of finished goods inventories.
(b) What are the limitations of a breakeven chart.

What benefits are gained from marginal costing? Are there any pitfallsin the application
of margina costing? Discuss these matters critically.

State the implications of selling the product of a multiple firm at a price less than the
margina cost. When would you advocate selling below the margina cost?
“Cogt-volume-profit” relationship provides the management with a simplified
framework for an organisation which is thinking on a number of its problem. Discuss.
“The proper treatment of fixed cost presents a problem in full cost pricing”. Explain this
statement.

“Explain with suitable illustrations the following differential”

(@ Inthevery long run all cost are differential

(b) Inthelong run profit calculated under absorption costing will be the same as that

under variable costing.

Mention the type of problems which a management accountant can expect to solve with
Break-even analysis.

“Marginal costing isthe administrative tool for the management to achieve higher profits
and efficient operations”. Discuss.

Explain under what circumstances marginal costing plays important role in price
fixation?



11.

12.

13.

14.
15.

16.

What are the chief advantages of break-even analysis? Outline the assumptions behind
thisanalysis.

Explain the concept of BEP and CVP. Explain as to how they useful for the managers
for their decision making?

Distinguish between marginal costing and total costing techniques of cost analysis. how
are the profit statement under the two techniques present?

Mention any four important factors to be considered in Marginal costing decisions.
Discuss the relationship between Angle of Incidence, Break-even level and Margin of
safety.

Cost benefits analysis is needed for resolving many managerial problems.  List the
various items of cost and benefit that will quantify in respect of managerial decisions
concerning (a) change versus status quo(b) retain or replace(c) shut down or continue.

PRACTICAL PROBLEMS:

17.

18.

Kaku Ltd. Produces one standard type of article. The result of the last 4 months of the
year 1998 are asfollows:

Output (Units)
September 1998 200
October 300
November 1998 400
December 600

Prime cost in Rs. 10 per unit. Variable expenses are Rs.2 per unit. Fixed expenses are
Rs. 36,000 per annum. Find out cost per unit of each month.

[Ans: September Rs. 27, October Rs. 22, November Rs. 19.5, December Rs. 17.00]

Production costs of oriental enterprises Limited are asfollows:

Level of Activity
60% 70% 80%

Output (in units) 1200 1400 1600
Cost (inRs)

Direct Material 24000 28000 32,000

Direct Labour 7200 8400 9,600

Factory 12800 13600 14,400
Overheads

Works Cost 44,000 50000 56,000

A proposal to increase production to 90% level of activity is under consideration of
management. The proposa is not expected to involve any increase in fixed factory
overheads.

Prepare a statement showing the prime cost, total marginal cost and total factory cost
at 90% level of activity.

[Ans: Prime Cost Rs. 46,800, Margina Cost Rs. 54,000, Works Cost Rs. 62,000]



19.

20.

21.

22.

23.

[Hint: fixed overheads Rs. 8,000].

A firm has two factories, the product being the same in both cases. The following isthe
relevant information about the two factories.

I [l
Capacity P.a 10,000 units 15,000 units
Variable cost per uint Rs. 70 Rs. 55
Fixed Cost P.a Rs. 4,00,000 Rs. 9,00,000

The demand is only 20,000 units. State how the capacity in two factories should be
utilized.

[Ans. Both factories have to be operated for meeting demand in full. However, Factory
Il has alower variable cost per unit. Hence, Factory |11 should produce 15,000 units and
Factory | should produce 5,000 units.]

Sales of a product amount to 200 units per month at Rs. 10 per unit. Fixed overheads
isRs. 400 per month and variable cost Rs. 6 per unit. There is a proposal to reduce price
by 10%. Calculate the present and future P/V ratios and find by applying P/V ratios, how
many units must be sold to maintain total profit.

[Ans. Present P/V Ratio 40%; Future P/V Ratio 331/3%; units to be sold 267].

Merry Manufacturers Ltd., has supplied you the following information in respect of one
of its products:

Rs.
Total Fixed Costs 18,000
Total Variable Costs 30,000
Total Sales 60,000
Units sold 20,000

Find out(a) contribution per unit, (b) break-even point, (c) margin of safety,(d) profit
and (e) volume of salesto earn a profit of Rs. 24,000.

[Ans. (8)Rs. 1.50, (b) 12,000 units,(c) 8,000 units, or Rs. 24,000,(d) Rs, 12,000,(e)
28,000 units).

(a) A company has fixed expenses of Rs. 99,000 with sales at Rs. 3,00,000 and a profit
of Rs. 60,000. Calculate the profit/Volume ratio. If in the next period, the company
suffered aloss of Rs. 30,000. Calculate the sales volume.

(b) What is the margin of safety for a profit of Rs. 60,000 in (a) above?

[Ans: (2)50%, Rs.120000; (b) Rs. 1,80,000]

An analysis of Sultan Manufacturing Co. Ltd. Led to the following information:

Cost element Variable cost Fixed cost
(% of sales) Rs.

Direct Material 32.8

Direct Labour 28.4

Factory Overheads 12.6 1,89,900




Distribution Overheads 4.1 58,400

General Administration Overheads 11 66,700

Budgeted Sales are Rs. 18,50,000,you are required to determine :

() the break even sales volume;
(i)  the profit at the budgeted sales volumes; and

(iii)  theprofitif actual sales,
(@) drop by 10% and

(b) increase by 5% from budgeted sale.

[Ans. (i) Rs. 15,00,000, (i) Rs. 73,500, (iii) (a) Rs. 34650,(b) Rs.92,925]

24. Company A and company B, both under the same management, make and sell the same type
Profit and Loss Account for January-Junel986 are as under:

Company A Company B
Rs. Rs. Rs. Rs.
Sales 300000 300000
Less: Variable Cost | 2,40,000 2,00,000
Fixed Cost 30,000 2,70,000 70,000 2,70,000
30,000 30,000

You are required to:

) Calculate the Break-even point for each company.
(i)  Calculate the sales volume at which each of the two companies will profit by
Rs. 10,000.

(iii)  Assess how the profitability will change with decrease or increase in volume:

[Ans. Company A Company B
(1) Rs. 1,50,000 (1) Rs. 2,10,000
(i)  Rs. 2,00,000 (i)  Rs. 2,40,000
(iii)  P/V Ratio 20% (i)  33.1/3%
25. Thereliable Battery Co. furnishes you the following information:
Year 1996
First half Second half
Sales Rs. 8,10,000 Rs. 10,26,000
Profit earned 21,600 64,800




26.

27.

28.

29.

From the above you are required to compute the following assuming that the fixed cost
remains the same in both the periods:

() Profit/Volume Ratio.

(i)  Fixed cost.

(iii)  Theamount of profit or less where sales are Rs. 6,48,000.

(iv)  Theamount of salesrequired to earn a profit of Rs. 1,08,000.

[Ans: (i) 20%: (ii) Rs. 1,40,000; (iii) Loss Rs. 10,800; (iv) Rs. 12,42,000].

Draw a break-even chart on the basis of following data:
Plant capacity: 1,60,000 units per year

Fixed cost: Rs. 4,00,000

Variable Cost: Rs. 5 per unit

Selling price: Rs. 10 per unit

[Ans. BEP 80,000 units].

From the following data, which product would you recommend to be manufactured in
afactory, time being the key factor?

Per unit of product ‘A’ | Per unit of product ‘B’
Direct material Rs. 24 Rs. 14
Direct labor a Re. 1 per hour | 2 3
Variable overhead at Rs. 2 per | 4 6
hour
Selling price 100 110
Standard Time to produce 2 hours 3 hours

[Ans: product A recommended)]

From the following data, recommend the most profitable product mix, presuming that
direct labour hours available are only 700:

Product

A B
Contribution per unit Rs. 30 Rs. 20
Direct Labour per unit 10 hrs. 5hrs.

The maximum production possible for each of the products A and B 100 units.

The fixed overheads are Rs. 1,000.

[Ans: Product A 20 units; Product B 100 units. Net profit Rs. 1600]

Application CVP Analysis

Polestar Electronics decides to effect a 10 % reduction in the price of its product
because it isfelt that such a step may lead to a greater volume of sales.

It is anticipated that there are no prospects of a change in total fixed costs and variable

cost per unit. The directors wish to maintain the new profit at the present level.
The following information has been obtained from its books:



30.

31.

32.

33.

Sales 10,000 units Rs. 2,00,000
Variable Costs Rs. 15 per unit
Fixed costs Rs. 40,000

How would management proceed to implement this decision?

[Ans. Profit Rs. 10,000; Units to be sold 16,667. Management should reduce selling
price only when it is sure of increasingly sales by 6,667 units]

With a view to increase the volumes of sales. Ambitious enterprises has in mind a
proposal to reduce the price of its products by 20%. No change in total fixed costs or
variable costs per unit is estimated. The Directors, however, desire the present level of
profit to be maintained.

The following information has been provided:

Sales 50,000 units Rs. 5,00,000
Variable Costs Rs. 5 per unit
Fixed Costs Rs. 50,000

Advise management on the basis of the various calcul ations made from the data given
above.

[Ans. Present P/V Ratio 50%, Future P/V Ratio 37.5%. Sdes required to maintain
present profit Rs. 16,667].

A company is proposing to add a new machine costing Rs. 1,00,000. The machine has a
life of five years and no salvage value. Other fixed costs associated with the machine are
Rs. 5,000 per year. If the variable costs per unit of the product are 75% of selling price,
how much minimum additional sales will be necessary so that the present profits are
maintained even after the new machine isinstalled?

[Ans. additional cost per annum Rs. 25,000; P/V Ratio 25%; Additional salesrequiredto
maintain the present profit Rs. 1,00,000.]

Present the following information to show to the management (@) the marginal product
cost and the contribution per unit;(b) the contribution and profit resulting from each of
the following sales mixture:

Product Per unit
Direct Material A Rs. 10.00
B 9.00
Direct Wages A 3.00
B

Fixed expenses are allocated to products as 100% of direct wages)
SalesPrice A B

Sales Mix:

) 1,000 units of product A and 2,000 units of B.

(i) 1,500 units of product A and 1,500 units of B.

(i) 2,500 units of product A and 1,000 units of B.



Recommend which of the sales mix should be adopted.

[Ans. Profit:(i) Rs.7200;(i1)8,200;(iii)9,200;(iv) is recommended]

34. Ananalysisof XYZ Ltd. Led to the following information:

Variable cost Fixed costs
( % of sales) Rs.
Direct Material 32.8
Direct Labour 28.4
Factory Overheads 12.6 1,89,900
Distribution Overheads 4.1 58,400
General Administration 1.1 66,700
Overheads

Budgeted Sales are Rs. 18,50,000. You are required to determine:

i. BEPSdes
ii.  The profit at the budgeted sales volume
iii.  Theprofitif actual sales Drop by 5%.

UNIT-1V
I MULTIPLE CHOICE QUESTION

1.Which of the following is afundamental step in the decision-making process?
a) Implementation
b) Evaluation
¢c) Analysis
d) All of the above

Ans.c)

2.What is the primary objective of managerial decision-making?
a) Minimize costs
b) Maximize profits
¢) Maximize market share
d) Minimizerisks

Ans.b)



3.In decision-making, what is a constraint?
a) A limitation on available resources
b) A problem-solving technique
c) A financia statement
d) A decision criterion

Ans.a)

4.Which of the following is an example of a strategic decision?
a) Determining the daily production schedule
b) Selecting a new market to expand into
¢) Hiring temporary workers for a seasona project
d) Setting the selling price for a product

Ansb)

5.In a cost-benefit analysis, what is the key criterion for decision-making?
a) Maximizing costs
b) Minimizing benefits
¢) Maximizing benefits
d) Minimizing costs

Ans.c)

6.In the context of managerial decision-making, the decision to shut down or continue
operationsistypically based on:

a) Ethical considerations.

b) Short-term profitability.

c) Long-term sustainability.

d) Market share.

Ans.C)

7.What is the primary factor to consider when deciding whether to shut down or continue
operations in the short term?

a) Long-term strategic goals

b) Total fixed costs

c) Variablecosts

d) Contribution margin

Ans:.d)



8.If a company's total revenue is less than its total variable costs, what decision is typically
recommended in the short term?

a) Shut down operations
b) Continue operations
¢) Expand operations
d) Diversify operations

Ans.a)

9.In the short term, the decision to shut down or continue operations should consider which of
the following?

a) Sunk costs

b) Long-terminvestments
c) Ethical implications
d) Market trends

Ans.a)

10.Which of the following is a relevant cost when deciding whether to shut down or continue
operations?

a) Historical fixed costs

b) Variable coststhat can be avoided if operations cease
c) Sunk costs

d) Future strategic investments

Ans.b)

11.What does the term "profitable product mix" refer to in business?

a) The assortment of products available in a store

b) The combination of products that generate the highest profit
¢) Thetotal number of productsin acompany's portfolio

d) The quantity of products sold in a given period

Ans.b)

12.When optimizing the profitable product mix, which of the following factors is typically
considered?

a) The popularity of the products
b) The production capacity

¢) Thesize of the products

d) The product colours

Ans.b)

13.In the context of profitable product mix, what is the contribution margin?
a. Thetotal salesrevenue



Ans.c)

b. Thetota variable costs
c. Thedifference between total revenue and total costs
d. The profit generated by each product

14.Which product should a company prioritize in its profitable product mix if it has a higher
contribution margin per unit?

Ans.d)

cooTo

A product with alow selling price
A product with high variable costs
A product with alow contribution margin
A product with a high contribution margin

15.What isthe goal of optimizing the profitable product mix?

Ans.c)

cooTo

To minimize production capacity

To maximize the number of products offered
To increase overall profit

To reduce variable costs

16.1n profitable product mix analysis, which of the following is considered a constraint?

Ans.a)

a

b.
C.
d.

Production capacity
Variable costs
Market demand
Sunk costs

17.What isthe result of successfully optimizing the profitable product mix?

Ans.c)

a

b.
C.
d.

Increased total costs
Lower contribution margin
Higher overall profit
Reduced market demand

18.What does the decision regarding the addition or elimination of a product line primarily

depend on?

Ans.c)

o0 oW

Employee preferences

Sunk costs

Profitability and strategic fit
Market trends



19.When considering the addition of a new product line, what should a company primarily
assess?

Employee satisfaction

Historical costs

Market demand and potential profitability

Sunk costs

00T

Ans.c).

20.In the context of adding a new product line, which of the following is an example of an
opportunity cost?

The cost of raw materials

The cost of marketing

The potential profit from the best alternative use of resources

The fixed overhead costs

o0 oTw

Ans.c)

21.When deciding whether to eliminate a product line, which factor is essential to consider?

The historical cost of the product

The strategic importance of the product
The cost of employee training

The availability of raw materials

cooTw

Ansb)

22.What is arelevant cost when deciding to eliminate a product line?

a.  Sunk costs associated with the product line
b. The company'stotal fixed costs

c. Variable costs of other products

d. Historical saesrevenue of the product

Ans.a)

23.In the context of adding or eliminating a product line, what does "strategic fit" refer to?

a. Theavailahility of resources

b. How well the product aligns with the company's overall goals and
objectives

c. Historical costs

d. Employee preferences

Ansb).

24.What is the primary objective of considering the addition or elimination of a product line?
a. Minimizing employee turnover
b. Maximizing historical salesrevenue
c. Maximizing profitability and shareholder value
d. Reducing variable costs



Ans.c

25.What is the primary objective when deciding whether to sell a product as is or process it
further?

Maximizing selling price

Minimizing production costs

Maximizing processing costs

Minimizing selling expenses

cooTw

Ans.a)

26.When considering the decision to process a product further, what should a company
primarily assess?

Historical costs

Market demand and potential revenue

Employee preferences

Sunk costs

oo o

Ans.b)

27.In the context of processing a product further, what is an example of arelevant cost?

Sunk costs associated with the original production
The company'stotal fixed costs

Variable costs of unrelated products

Historical production capacity

cooTw

Ans.a)

28.What is an opportunity cost in the decision to process further?

The cost of raw materias

The cost of labor

The potentia revenue from selling the product asis
The fixed overhead costs

cooTw

Ans.c)

29.When deciding whether to sell a product as is or process it further, what is essential to
consider?

The historical cost of the product

The potential market demand for both options

The cost of employee training
The availability of raw materials

00T

Ans.b)

30.1n the context of processing further, what does "incremental revenue' refer to?
a. Thetotal revenue from both options



b. The additiona revenue generated by processing further
c. Thehistorical saesrevenue of the product
d. Theselling price of the product asis

Ans.b)

31.What isthe primary goa of considering the decision to sell or process further?

o bk~ wbhPE
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12.
13.

14.

15.

a.  Minimizing production time

b. Maximizing total revenue and profit
¢. Reducing variable costs

d. Maximizing historical costs

Ans.b)

SHORT ANSWER TYPE QUESTIONS:

What factors do you consider when making a decision between alternative choices?
How do you prioritize your options when faced with multiple alternatives?

What's your preferred method for eval uating the pros and cons of different choices?
Can you describe a recent decision where you had to choose between alternatives?

When do you decide to "make" a product or service in-house versus "buy" it from an
external provider?

What factors influence your choice between making or buying a product/component?
How do you assess the cost-effectiveness of making something versus buying it?
How do you determine the ideal sales mix for your product or service offerings?

What factors influence your decision when allocating resources to different product
lines?

. How do you balance profitability and market demand when deciding on your salesmix?
11.

Briefly explain the relevance consideration involved in respect of:

Make or buy, Temporary closure of abusinessor part of abusiness, Choosing achannel
of distribution for a product

Enumerate the factors which can change the breakeven point.

What do you mean by “Make or Buy decision”? State the quantitative & qualitative
considerations influencing a ‘make or buy ‘decision?

What do you mean by Differential Cost Analysis. State its silent features.

LONG ANSWER TYPE QUESTIONS:

Exploring new markets

Due to industrial depression, a plant is running, at present, at 50% of its capacity. The
following details are available.



Cost of production per unit

Direct materials Rs. 2

Direct labor Re. 1
Variable Overhead Rs. 3

Fixed Overhead Rs. 2

8

Production per month 20,000 units
Total cost of production Rs. 1,60,000
Sales Price Rs. 1,40,000
Loss Rs. 20,000

An exporter offer to buy 5,000 units per month at the rate of Rs. 6.50 per unit and the
company hesitate to accept the offer for fear of increasing its already large operating
losses.

Advise whether the company should accept or decline this offer.

[Ans: the company should accept the offer since the amount of loss will stand reduced
from Rs.20,000 to Rs. 17,500]

Discontinuance of a Product Line

16. A company which sellsfour products, some of them unprofitable, proposes discontinuing
the sale of one of them. The following information is available regarding income, cost
and activity for the year ended 31% March,1999:

Products
A B C D

Sales Rs. 3,00,000 | 5,00,000 2,50,000 4,50,000
Cost of salesat

Purchase price Rs. 2,00,000 | 4,50,000 2,10,000 2,25,00
Areaof Storage (sg. ft.) | 50,000 40,000 80,000 30,000
Number of parcelssent | 1,00,000 1,50,000 75,000 1,75,000
Number of invoices sent | 80,000 1,40,000 60,000 1,20,000

Its overhead cost and basis of alocationsare:

Basis of allocation to products

Fixed costs:

Rent and insurance Rs. 30,000 Sg. ft. Occupied
Depreciation 10,000 Parcels sent
Salesmen’s Salaries  and | 60,000 Sales Volumes

Expenses




Administration Wages and | 50,000 No. of Invoices
Salaries

Variable Costs:

Packing wages and Materials 20 paise per parcel
Commission 4% of sales
Stationary 10 paise per invoice

You are required to:

(a) Prepare Profit and L oss Statement, showing the percentage of Profit or lossto sales
for each product.

(b) Compare the profit if the company discontinues sale of product ‘B’ with the profit
if it discontinues product ‘C’.

[Ans: (a): Profit 9.5%; B: Loss 12.1%; C; Loss 8.8%:D: Profit 26.4%;(b) Total Profit
if ‘B’ is discontinued Rs. 79,000, Total Profit is ‘C’ is discontinued Rs. 56,000]

17. A radio manufacturing company finds that while it costs Rs. 6.25 each to make
component X 273 Q, the same is available in the market a Rs. 5.75 each, with an
assurance of continued supply. The breakdown of costsis:

Materials Rs. 2.75 each
L abour Rs. 1.75 each
Other variable costs Rs. 0.50 each
Depreciation and Other fixed cost Rs. 1.25 each

Rs. 6.25 each

(8) What you make or buy?
(b) What would be your decisionif the supplier offered the component at Rs. 4.85
each?
[Ans: (a) variable cost Rs. 5, hence not profitable to buy.
(b) Thereisasaving of 15 p. per component, the offer may be accepted.]

18. Auto parts Ltd. Has an annual production of 90,000 units for a motor component. The
component’s cost structure is as given below:

Rs. Per unit
Materials 270
Labour (25% fixed) 180
Expenses:
Variable 90
Fixed 135
Total 675

(a) The purchase Manager has an offer from a supplier who is willing to supply the
component at Rs. 540. Should the component be purchased and production
stopped?

(b) Assume the resources now used for this component’s manufacture are to be used to
produce another new product for which the selling priceis Rs. 485.



19.

20.

In the latter case material price will be Rs. 200 per unit. 90,000 units of this product can
be produced, at the same cost basis as above for |abour and expenses. Discuss whether
it would be advisable to divert the resources to manufacturer that new product, on the
footing that the component presently being produced would, instead of being produced,
be purchased from the market.

[Ans. (a) variable cost per unit: Rs. 495, Purchases Price: Rs. 540. It is beneficial to
continue the production of the company.

(b) Contribution per unit of the new product: Rs. 60 .Additional cost of purchasing
component per unit: Rs. 45. Thereis anet saving of Rs. 15. It is beneficial to buy the
component.]

Change ver sus Status Quo

A company is producing two products ‘X’ and ‘Y’ from joint manufacturing process.
The joint costs are Rs. 2,00,000 and it has given a production of 1 lakh kilogram of ‘X’
having a selling price of Rs. 1 per kilogram and 2 lakh kilogram of ‘Y’ having a selling
price of Rs. 1.50 per kilogram.

The company is considering a proposal to process product ‘X’ into a new product ‘Z’
which sellsat Rs. 3 per kilogram. The processing cost would amount to be Rs. 1,75,000
for converting one lakh kilograms of products ‘X’ to product ‘Z’.

You are required to advise the company about the acceptance or rejection of the above
proposal.

[Ans: Transformation will result in an additional profit of Rs. 25000. The proposed may
therefore be accepted.]

(a) a company is manufacturing three products details of which for the year are given
bel ow:

Product Price Variable cost Percent of total sale
Rs. Rs. value

A 20 10 40

B 25 15 35

C 20 12 25

Total fixed Costs per year
Total Sales

You are required to work out the break-even point in rupee sales for each product
assuming that the sales mix is to be retained.
(@ The management has approved a proposal to substitute product C by product D in
the coming year. Thelatter product has a selling price of Rs. 25 with avariable cost
of Rs. 12.50 per unit. The new salesmix of A, B and D is expected to be 50:30:20.
Next year fixed costs are expected to increase by Rs. 31,000. Total sales are
expected to remain at Rs. 5,00,000.



21.

22.

Y ou are required to work out the new break-even point in rupee sales and units for
each product.

(b) What is your comment on the decision of the management regarding changing
product mix.

[Ans. (@) total contribution Rs. 2,20,000; Profit Rs.1,10,000; Composite BEP Rs.
2,60,000

(c) Tota contribution Rs. 2,35,000; Profit Rs. 94,000; Composite BEP Rs. 3,00,000.

(d) The decrease in net profit in second year is due to fixed costs and not because of
change in product mix. The overall contribution has increased by Rs. 15,000.
Hence, the management may change the product mix, as proposed.]

R Ltd. Has a factory which manufactures a product whose sale have declined to Rs.
40,000 per annum. Special purpose machinery isemployed to make the product and there
isno hope of thisused for any other purpose. Nor isthere any hope of stimulating demand
of the existing product.

The estimated life of the factory plant is 5 years and sales should continue at the same
level for the whole period. Total variable costs per annum for the expected sales are Rs.
20,000. Fixed costs per annum total Rs. 15,000 including Rs. 7,000 as depreciation. All
sales and expenses accrue at the end of the year.

If the factory is sold “lock, stock and barrel” immediately. 30,000 may be obtained. On
the other hand, if it is operated for 5 years, Rs. 4,000 is the estimate residual value.

Presuming 10% as the cost of capital, you are required to advise whether it will be
appropriate to operate the factory or close it down immediately. The present value of an
annuity of Re. 1 at 10% discount for 5 years at 10% discount is Re. 0.62.

[Ans: If plant is operates, for five yearstotal cash inflow would amount to Rs. 47,976. If
it is sold only Rs. 30,000 would be realized. It is, therefore, advisable to continue the
business to operate.]

[Hint: if factory operates, the annual cash inflow is Rs. 12,000. Moreover. 4,000 will be
realized as scrap. The present value of cash inflows therefore amount to Rs. 47,976. (i.e.,
12,000%3.791+4,000x.621.)]

Paint manufacturing company manufacturer 2,00,000 per annum medium sized tins of
“Spray Lac Paints” when working at normal capacity. It occurs the following costs of
manufacturing per unit:

Rs.
Direct Material 7.80
Direct labour 2.10
Variable Overheads 2.50
Fixed Overheads 4.00
Product Cost (Per unit) 16.40




Each unit(tin) of the product is sold for Rs. 21 with variable selling and administration
expenses of 60 paise pertain.

During the next quarter only 10,000 units can be produced and sold. Management plans
to shut down the plant estimating that the fixed manufacturing cost can be reduced to
Rs. 74,000 for the quarter.

When the plant is operating, the overheads are incurred at a uniform rate throughout
theyear. Additional costsof plant shut-down for the quarter are estimated at Rs. 14,000.
You are required:

(d) To expressyour opinion, along with the calculations, as to whether the plan should
be shut down during the quarter, and

(b) To calculate the shutdown point for quarter in units of products (i.e., in terms of
number of tins).

[Ans. (a) Loss when plant is operated Rs. 1,20,000, Loss when plant is shut down
Rs. 88,000. The management should shut down the plant.

(c) Shut down point at output of 14,000 units(i.e., Rs. 1,12,000/8).

23. The sportsmaterial manufacturing company budgeted the following datafor the coming
Sdles ({%a(;,'ooo unit)  Rs.1,00,000
Variable cost Rs. 40,000
Fixed cost Rs. 50,000
Find out (a) P/V Ratio, B.E.P and Margin of Safety
(b) Evaluate the effect of
(1) 20% increase in physical salesvolume
(ii) 20% decrease in physical salesvolume
(ii1) 5% increase in variable costs
(iv) 5% decrease in variable costs
(V) 10% increase in fixed costs
(vi) 10% decrease in fixed costs

(vii) 10% decreases in selling price and 10% increase in sales volume

(viii) 10% increase in selling price and 10% decrease in sales volume



(ix) Rs. 5,000 variable cost decrease accompanied by Rs. 15,000 increase in fixed costs.

24. A factory is currently working to 40% capacity and produces 10,000 units. At 50% the
selling price falls by 3%. At 90% capacity the selling price falls by 5% accompanied by similar
fall in prices of raw materia.

Estimate the profit of the company at 50% and 90% capacity production.
The cost at present per unit is:

Materia Rs.10

L abour Rs. 3

Overheads Rs. 5 (60% fixed)

The selling price per unit is Rs. 20/- per unit.
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MODEL TEST PAPER
BUSINESSANALYTICS
MBA Il (FM)
Total Time: 2 hours Max. Marks. 75

Attempt any four questionsin all. Each question carries equal marks.

Q 1 Define Business Analytics? How it is different from analysis. Discuss framework of
business analytics.

Q2 a) Why R istermed as R and Explain data structures and data typesin R?
b) Describe different types of operatorsin R.

Q 3 Explain data preparation. How to treat missing values, identify and manage outliersin data
analysis process? Explain.
Q4 Explain PCA and discuss various assumptions, extraction criteria’s for componentsin PCA.

Q5 What is Unsupervised learning methods. How it is different from supervised learning.
Explain association rule learning.

Q6 Discuss logistic Regression? Give an example where logistic regression can be used?
Definelog — likelihood and odd ratio in logistic regression.

Q 7 How Cluster analysis can be performed on structured and unstructured data? Explain
KNN in detail.

Q8 What istime series? Describe various time series patterns. How regression analysisis used
for time series forecasting.
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Solution of Model Test Paper

Q 1 Define Business Analytics? How it is different from analysis. Discuss framework of
business analytics.

Business analytics, or ssimply analytics, is the use of data, information technology, statistical
analysis, quantitative methods, and mathematical or computer-based models to help managers
gain improved insight about their business operations and make better, fact-based decisions.
Business analytics is “a process of transforming data into actions through analysis and insights
in the context of organizational decision making and problem solving.” Business analytics is
supported by various tools such as Microsoft Excel and various Excel add-ins, commercial
statistical software packages such as SAS or Minitab, and more-complex businessintelligence
suites that integrate data with analytical software.

Some common types of decisions that can be enhanced by using analytics include

e pricing (for example, setting prices for consumer and industrial goods, government
contracts, and maintenance contracts),

e customer segmentation (for example, identifying and targeting key customer groupsin
retail, insurance, and credit card industries),

e merchandising (for example, determining brands to buy, quantities, and allocations),

e |ocation (for example, finding the best location for bank branches and ATMs, or where
to service industrial equipment),

K ey Differences Between Data Analytics vs Data Analysis

e Data anaytics is a conventional form of analytics which is used in many ways
like health sector, business, telecom, insurance to make decisons from data and
perform necessary action on data. Data analysis is a specialized form of data
analytics used in businesses and other domain to analyze data and take useful insights
from data.

e Dataanaytics consist of data collection and in general inspect the data and it has one
or more usage whereas Data analysis consists of defining a data, investigation, cleaning
the data by removing NA values or any outlier present in a data, transforming the data
to produce a meaningful outcome.

e To perform data analytics, one has to learn many tools to perform necessary action on
data. To achieve analytics, one must have knowledge of R, Python, SAS, Tableau
Public, Apache Spark, Excel and many more. For data analysis, one must have hands-
on of tools like Open Refine, KNIME, Rapid Miner, Google Fusion Tables, Tableau
Public, Node XL, Wolfram Alphatools etc.

e Dataanalyticslife cycleconsists of Business Case Evaluation, Dataldentification, Data
Acquisition & Filtering, Data Extraction, Data Validation & Cleansing, Data
Aggregation & Representation, Data Analysis, Data Visualization, Utilization of
Analysis Results. As we know that data analysis is a sub-component of data analytics
so data analysis life cycle aso comes into analytics part, it consists of data gathering,


https://www.educba.com/how-big-data-is-changing-the-face-of-healthcare/
https://www.educba.com/data-analyst-interview-questions/
https://www.educba.com/data-analyst-interview-questions/
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data scrubbing, analysis of data and interprets the data precisely so that you can
understand what your data want to say.

e Whenever someone wantsto find that what will happen next or what is going to be next
then we go with data anal ytics because data analytics helps to predict the future value.
Whereas In data analysis, analysis performs on past dataset to understand what
happened so far from data. Data analytics and data analysis both are necessary to
understand the data one can be useful for estimating future demands and other is
important for performing some analysis on data to investigate past.

a) Framework of business analytics

Business Analytics (BA) refers to software solutions that assst users analyze huge enterprise
data to make enhanced and effective business decisions. It is collection of skills, technologies,
applications, and practices for continuous repetitive investigation of past business performance
to gain better understanding and drive business planning Business Analytics (BA) refers to
software solutions that assst users analyze the huge enterprise data to make enhanced and
effective business decisons. It is collection of skills, technologies, applications, and practices
for continuous repetitive investigation of past business performance to gain better understanding
and drive business planning Business Analytics (BA) refers to software solutions that assist
users analyze the huge enterprise data to make enhanced and effective business decisions. It is
collection of sKkills, technologies, applications, and practices for continuous repetitive
investigation of past business performance to gain better understanding and drive business
planning.

A general framework of BA consists of following layers viz., Data layer, Analytics layer,
Reporting/ Visualization Layer.

Data layer: Datais present at many places in many forms, so it needs to be gathered at one
place. Data is collected from internal as well as external sources. Internal sources of data
include operational database of an organization where daily transactions are stored while as
external sources of data include suppliers, customers, competitors, government agencies,
internet etc. The collected data is stored in data warehouse and then analyzed for decision
making. Various tools used in data layer include:

e Data Warehouse: Oracle Corporation defines a data warehouse as a collection of
corporate information derived directly from operational systems (internal sources) and
some external data sources. Data warehouse is a copy of transaction data specifically
structured for query and anaysis. It is informational, analysis and decision support
oriented, not operational or transaction processing oriented. Data in a data warehouse
isintegrated, subject-oriented, non-volatile, and time-variant. Before a data warehouse
is populated with data from interna sources as well as external sources, data needs to
be transformed. This transformation process is termed as Extract, Transform and Load
(ETL) and performs the following functions:
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Extract: Data is extracted from many sources including the internal as well as from
external sources. It isthen consolidated, and non-relevant datais filtered out.
Transform: Extracted data is validated and cleaned up to correct missing, inconsistent,
or invalid values. Dataisintegrated into standard format and business rules are applied
that map data to the warehouse schema.

Load: Cleansed datais then loaded into the data warehouse/data mart.

e DataMart: Also known aslocalized data warehouses, are small sized data warehouses,
typicaly created by individua divisions or departments to provide their own decision
support activities. In order to avoid huge investment and risk of failure, some
organizations invest in data marts for a few functiona areas like finance or marketing
instead of a complete data warehouse. While as some organizations choose both data
warehouse as well as dedicated data marts which significantly reduces the query
complexity and hence increases the query response time.

Analytics Layer: In thislayer, data from Data Warehouse /DataMart’s are analyzed by using
Descriptive/Predictive/Prescriptive analytics. Various techniques used in this layer are:

e DataMining: Datamining isthe process of exploration and analysis, by semi-automatic
or automatic means, of huge quantities of datain order to discover meaningful patterns
and rules. DataMining: Datamining isthe process of exploration and analysis, by semi-
automatic or automatic means, of huge quantities of data in order to discover
meaningful patterns and rules. It is an exploratory data anaysis technique that is
employed to discover useful patterns in data that are not obvious to the data user. It is
vital to choose the appropriate data mining model/algorithm which can be a linear
regression, classification task, cluster analysis, rule formation, association finding task,
data summarization, learning classification rules, finding dependency networks,
analyzing changes, and detecting anomalies.

e Multidimensiona Data Analysis. Also known as Online Analytical Processing
(OLAP), is part of the wider variety of business intelligence software that enables
managers, executives and analysts to gain insight into data through rapid, reliable,
collaborative access to a wide-range of multidimensional views of information. It also
allows business analysts to rotate that data, changing the relationships to get more
detailed insight into corporate information. Multidimensional analysis enables usersto
view the same data in different ways using multiple dimensions. Each facet of
information like region, product, cost, pricing or time period represent a different
dimension.

Reporting/ Visualization Layer: Varioustoolsused in thislayer are:
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e Dashboards. They are the tools for visualization of important business data presented
in the form of graphic indicators, charts and tables. A digital dashboard provides the
user agraphical high-level view of business processes that can be drilled-down to find
more detail on a particular business process. Thislevel of detail isoften buried deepin
the enterprise’s data, making it otherwise concealed to a business manager. t gives users
ability to instantly respond to information being presented and provides the facility of
drill down and root cause analysis of situations at hand. It organizes and reflects the
information into the user interface in an easy, interactive and intuitive manner. It can
facilitate usersto generate their individual dashboards with various features like tables,
reports, pivot tables, graphs, and prompts.

e Balanced Scorecards. The Balanced Scorecards (BSC) concept was presented by
Kaplan. They are semi-standard structured report, supported by design tools and
techniques, that can be used by managers to keep track of the execution of activitiesby
the staff within their control and to monitor the consequences arising from these actions.
They are performance metric to identify and improve various interna functions and
their resulting external outcomes.

Q2a) Why R istermed asR and Explain data structures and data typesin R?

R isaprogramming language and free software environment for statistical computing and
graphics supported by the R Foundation for Statisticd Computing. The R language is
widely used among statisticiansand data ~ miners for developing statistical
software and data analysis.

R is an implementation of theS programming language combined with lexical
scoping semantics, inspired by Scheme. R was created by Ross Ihakaand Robert
Gentleman at the University of Auckland, New Zealand. R is named partly after the first
names of the first two R authors and partly as a play on the name of S.

The variables are assigned with R-Objects and the data type of the R-object becomes the data
type of the variable. There are many types of R-objects. The frequently used ones are —

e Vectors
e Lidts

e Matrices
e Arrays

o [Factors

o DataFrames


https://en.wikipedia.org/wiki/Programming_language
https://en.wikipedia.org/wiki/Free_software
https://en.wikipedia.org/wiki/Statistical_computing
https://en.wikipedia.org/wiki/Statistician
https://en.wikipedia.org/wiki/Data_mining
https://en.wikipedia.org/wiki/Statistical_software
https://en.wikipedia.org/wiki/Statistical_software
https://en.wikipedia.org/wiki/Data_analysis
https://en.wikipedia.org/wiki/S_(programming_language)
https://en.wikipedia.org/wiki/Lexical_scoping
https://en.wikipedia.org/wiki/Lexical_scoping
https://en.wikipedia.org/wiki/Scheme_(programming_language)
https://en.wikipedia.org/wiki/Ross_Ihaka
https://en.wikipedia.org/wiki/Robert_Gentleman_(statistician)
https://en.wikipedia.org/wiki/Robert_Gentleman_(statistician)
https://en.wikipedia.org/wiki/University_of_Auckland
https://en.wikipedia.org/wiki/S_(programming_language)
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The simplest of these objectsisthe vector object and there are six data types of these atomic
vectors, also termed as six classes of vectors. The other R-Objects are built upon atomic
vectors.

Data Type Example Verify

Logica TRUE, FALSE v <- TRUE
print(class(v))

it produces the following result —

[1] "logical”

Numeric 12.3,5, 999 v<-235
print(class(v))

it produces the following result —

[1] "numeric"

Integer 2L, 34L, 0L v <- 2L
print(class(v))

it produces the following result —

[1] "integer"

Complex 3+2i V <- 2+5ij

print(class(v))

it produces the following result —

[1] "complex"

Character a, "good", "TRUE", '23.4 v <- "TRUE"
print(class(v))

it produces the following result —

[1] "character”

Raw "Hello" is stored as 48 65 6¢ 6¢ 6f |y <- charToRaw("Hello")
print(class(v))

it produces the following result —

[1] "raw"
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In R programming, the very basic data types are the R-objects called vectorswhich hold
elements of different classes as shown above. Please note in R the number of classes is not
confined to only the above six types. For example, we can use many atomic vectors and create
an array whose class will become array.

Vectors

When you want to create vector with more than one element, you should use c() function which
means to combine the elementsinto a vector.

# Create a vector.
apple <- c(‘red','green’,"yellow")
print(apple)

# Get the class of the vector.
print(class(apple))

When we execute the above code, it produces the following result —

[1] "red” "green" "yellow"

[1] "character"

Lists

A list isan R-object which can contain many different types of elementsinsideit like vectors,
functions and even another list insideit.

# Create a list.
listl <- list(c(2,5,3),21.3,5n)

# Print the list.
print(listl)

When we execute the above code, it produces the following result —

[[1]]
[1] 253

[[2]]
[1] 21.3

[[3]]

function (x) .Primitive("sin")
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M atrices

A matrix isatwo-dimensiona rectangular data set. It can be created using a vector input to the
matrix function.

# Create a matrix.
M = matrix( c(a,'a,’b','c,b,a), nrow = 2, ncol = 3, byrow = TRUE)
print(M)

When we execute the above code, it produces the following result —

[ [.2] [.3]
[1] "a" "a" "b"
[2] "c" "b" "a
Arrays

While matrices are confined to two dimensions, arrays can be of any number of dimensions.
The array function takes a dim attribute which creates the required number of dimension. In
the below example we create an array with two elements which are 3x3 matrices each.

# Create an array.
a<- array(c(‘'green’,'yellow’),dim = ¢(3,3,2))
print(a)

When we execute the above code, it produces the following result —

,,l

L1 [2 [3]
[1,] "green” "yellow" "green"
[2] "yellow" "green" "yellow"
[3,] "green" "yellow" "green"

112

[ L2 [3]

[1,] "yellow" "green" "yelow"
[2] "green” "yellow" "green"
[3] "yellow" "green" "yellow"
Factors

Factors are the r-objects which are created using a vector. It stores the vector along with the
distinct values of the elements in the vector as labels. The labels are always character




DELHI INSTITUTE OF ADVANCED STUDIES

Plot No. 6, Sector-25, Rohini, Delhi-110085
Re-Accredited with ‘A’ Grade by NAAC
(Approved by AICTE & Affiliated with GGSI P University for B.Com(H), BBA, MBA & MBA (FM) Programmes)
(An 1SO 9001:2015 Certified I nstitution)

irrespective of whether it is numeric or character or Boolean etc. in the input vector. They are
useful in statistical modeling.

Factors are created using the factor () function. The nlevels functions givesthe count of levels.

# Create a vector.
apple_colors <- c('green’,'green’,'yellow','red",'red’, red",'green’)

# Create afactor object.
factor_apple <- factor(apple_colors)

# Print the factor.
print(factor_apple)
print(nlevels(factor_apple))

When we execute the above code, it produces the following result —

[1] green green yellowred red red green
Levels: green red yellow

[1] 3

Data Frames

Data frames are tabular data objects. Unlike a matrix in data frame each column can contain
different modes of data. The first column can be numeric while the second column can be
character and third column can belogical. It isalist of vectors of equal length.

Data Frames are created using the data.frame() function.

# Create the data frame.
BMI <- data.frame(
gender = c("Male", "Male","Female"),
height = ¢(152, 171.5, 165),
weight = ¢(81,93, 78),
Age = c(42,38,26)
)
print(BMI)

When we execute the above code, it produces the following result —

gender height weight Age
1 Mae 152.0 81 42
2 Male 1715 93 38
3 Femae 165.0 78 26
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Q2 b) Describe different types of operatorsin R.

An operator is a symbol that tells the compiler to perform specific mathematical or logical
manipulations. R language is rich in built-in operators and provides following types of
operators.

Types of Operators
We have the following types of operators in R programming —

e Arithmetic Operators

o Relational Operators

e Logical Operators

e Assignment Operators

e Miscellaneous Operators

Arithmetic Operators

Following table shows the arithmetic operators supported by R language. The operators act on
each element of the vector.

Operator Description Example
+ Adds two vectors v <- ¢( 2,5.5,6)

t<-c(8, 3,4)

print(v+t)

it produces the following result —

[1] 10.0 8.5 10.0

- Subtracts second vector from the first v <- ¢( 2,5.5,6)
t<-c(8, 3, 4)
print(v-t)

it produces the following result —

[1] -6.0 25 2.0

* Multiplies both vectors v <- ¢( 2,5.5,6)
t<-c(8, 3, 4)
print(v*t)

it produces the following result —

[1] 16.0 16.5 24.0
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/ Divide the first vector with the second v <- ¢( 2,5.5,6)
t<-c(8, 3, 4)
print(v/t)

When we execute the above code, it produces
the following result —

[1] 0.250000 1.833333 1.500000

%% Give the remainder of the first vector v <- ¢( 2,5.5,6)
with the second t<-c(8, 3, 4)
print(v%%t)

it produces the following result —

[1] 202520

%/% The result of division of first vector with |y <- c(2,5.5,6)
second (quotient) t<-c(8, 3, 4)
print(v%/%t)

it produces the following result —

[1]011
A The first vector raised to the exponent of |y <- ¢(2,5.5,6)
second vector t<-c(8, 3, 4)
print(v"t)

it produces the following result —
[1] 256.000 166.375 1296.000

Relational Operators

Following table shows the relational operators supported by R language. Each element of the
first vector is compared with the corresponding element of the second vector. The result of
comparison is a Boolean value.

Operator Description Example

> Checksif each element of the first vector is Vv <- ¢(2,5.5,6,9)
greater than the corresponding element of the t <- ¢(8,2.5,14,9)
second vector. print(v>t)
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Checksif each element of the first vector isless
than the corresponding element of the second
vector.

Checksif each dement of the first vector is
egual to the corresponding element of the
second vector.

Checks if each element of the first vector isless
than or equal to the corresponding element of
the second vector.

Checks if each e ement of the first vector is
greater than or equal to the corresponding
element of the second vector.

Checks if each e ement of the first vector is
unequal to the corresponding element of the
second vector.

it produces the following result —

[1] FALSE TRUE FALSE FALSE

v <- ¢(2,5.5,6,9)
t <- ¢(8,2.5,14,9)
print(v < t)

it produces the following result —

[1] TRUEFALSE TRUE FALSE

v <- ¢(2,5.5,6,9)
t <- ¢(8,2.5,14,9)
print(v ==1)

it produces the following result —

[1] FALSE FALSE FALSE TRUE

v <-¢(2,5.5,6,9)
t <- ¢(8,2.5,14,9)
print(v<=t)

it produces the following result —

[1] TRUEFALSE TRUE TRUE

v <- ¢(2,5.5,6,9)
t <- ¢(8,2.5,14,9)
print(v>=t)

it produces the following result —

[1] FALSE TRUE FALSE TRUE

v <- ¢(2,5.5,6,9)
t <- ¢(8,2.5,14,9)
print(v!=t)

it produces the following result —

[1] TRUE TRUE TRUE FALSE
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Logical Operators

Following table shows the logical operators supported by R language. It is applicable only to
vectors of type logical, numeric or complex. All numbers greater than 1 are consdered as

logical value TRUE.

Each element of the first vector is compared with the corresponding element of the second

vector. The result of comparison is a Boolean value.

Operator Description

& It is called Element-wise Logical AND
operator. It combines each element of the first
vector with the corresponding element of the
second vector and gives a output TRUE if both
the elements are TRUE.

It iscalled Element-wise Logical OR operator.
It combines each element of the first vector with
the corresponding element of the second vector
and gives aoutput TRUE if one the elementsis
TRUE.

Itiscalled Logical NOT operator. Takes each
element of the vector and gives the opposite
logical value.

Example

v <- ¢(3,1, TRUE,2+3i)
t <- c(4,1,FALSE,2+3i)
print(v&t)

it produces the following result —

[1] TRUE TRUE FALSE TRUE

v <- ¢(3,0,TRUE,2+2i)
t <- ¢(4,0,FALSE,2+3i)
print(vit)

it produces the following result —

[1] TRUE FALSE TRUE TRUE

v <- ¢(3,0,TRUE,2+2i)
print(!v)

it produces the following result —

[1] FALSE TRUE FALSE FALSE

Thelogical operator & & and || considers only the first element of the vectors and give a vector

of single element as output.

Operator Description

&&

Called Logical AND operator. Takesfirst
element of both the vectors and givesthe TRUE
only if both are TRUE.

Example

v <- ¢(3,0,TRUE,2+2i)
t <- ¢(1,3, TRUE,2+3i)
print(v& &t)

it produces the following result —

[1] TRUE
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l v <- ¢(0,0,TRUE,2+2i)
Called Logical OR operator. Takesfirst dement |t <- ¢(0,3, TRUE,2+3i)
of both the vectors and givesthe TRUE if one | Print(v[t)

of them is TRUE. it produces the following result —

[1] FALSE
Assignment Operators
These operators are used to assign values to vectors.
Oper ator Description Example
Called Left Assignment vl <- ¢(3,1, TRUE,2+3i)
v2 <<- ¢(3,1,TRUE,2+3i)
<- v3 = ¢(3,1, TRUE,2+3i)
or pr!nt(vl)
print(v2)
= print(v3)
or it produces the following result —
<< [1] 3+0i 1+0i 1+0i 2+3i
[1] 3+0i 1+0i 1+0i 2+3i
[1] 3+0i 1+0i 1+0i 2+3i
Called Right Assignment c(3,1, TRUE,2+3i) -> v1
¢(3,1,TRUE,2+3i) ->> v2
-> print(vl)
or print(v2)
>> it produces the following result —

[1] 3+0i 1+0i 1+0i 2+3i
[1] 3+0i 1+0i 1+0i 2+3i

Miscellaneous Oper ator s

These operators are used to for specific purpose and not general mathematical or logical
computation.

Operator Description Example
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Colon v<-28
operator. It | print(v)
createsthe
series of it produces the following result —
numbersin - [1] 2345678
sequence
for avector.

%in% vi<-8
This _ v2<-12
operatoris |y .. 1:10
_used .to ) print(v1 %in% t)
Identify if print(v2 %in% t)
an element
belongstoa it produces the following result —
vector. [1] TRUE

[1] FALSE

%* % This M = matrix( ¢(2,6,5,1,10,4), nrow = 2,ncol = 3,byrow = TRUE)
operatoris | t=M %*% t(M)
used to print(t)
mUIt! ply _a it produces the following result —
matrix with
its [ [,2]
transpose. [1] 65 82

[2] 82 117

Q 3 Explain data preparation. How to treat missing values, identify and manage outliers
in data analysis process? Explain

Sol: Data preparation is the process of cleaning and transforming raw data prior to processing
and analysis. It is an important step prior to processing and often involves reformatting data,
making corrections to data, and combining datasets to enrich data. Data preparation is often a
lengthy undertaking for data engineers or business users, but it is essential as a prerequisite to
put data in context to turn it into insights and eliminate bias resulting from poor data quality.

For example, the data preparation process usualy includes standardizing data formats,
enriching source data, and/or removing outliers.

Benefits of data preparation
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76% of data scientists say that data preparation is the worst part of their job, but efficient,
accurate business decisions can only be made with clean data. Data preparation helps:

Fix errorsquickly — Data preparation helps catch errors before processing. After data has been
removed fromitsorigina source, these errors become more difficult to understand and correct.

Produce top-quality data — Cleaning and reformatting datasets ensures that all data used in
analysiswill be of high quality.

Make better business decisions— Higher-quality datathat can be processed and analyzed more
quickly and efficiently leads to more timely, efficient, better-quality business decisions.

Additionally, data preparation moves with it for even greater benefits, such as:

Superior scalability — Data preparation can grow at the pace of the business. Enterprises don’t
have to worry about the underlying infrastructure or try to anticipate their evolutions.

Future proof — Data preparation upgrades automatically so that new capabilities or problem
fixes can be turned on as soon as they are released. This allows organizations to stay ahead of
the innovation curve without delays and added costs.

Data preparation Steps

The specifics of the data preparation process vary by industry, organization, and need, but the
workflow remains largely the same.

1. Gather data

The data preparation process begins with finding the right data. This can come from an existing
data catalog or data sources can be added ad-hoc.

2. Discover and assess data

After collecting the data, it is important to discover each dataset. This step is about getting to
know the data and understanding what has to be done before the data becomes useful in a
particular context.

Discovery is a big task, but Talend’s data preparation platform offers visualization tools which
help users profile and browse their data.

3. Cleanse and validate data

Cleaning up the data is traditionally the most time-consuming part of the data preparation
process, but it’s crucial for removing faulty data and filling in gaps. Important tasks here
include:

e Removing extraneous data and outliers
e Filling in missing values
e Conforming data to a standardized pattern
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e Masking private or sensitive data entries

Once data has been cleansed, it must be validated by testing for errorsin the data preparation
process up to this point. Often, an error in the system will become apparent during this
validation step and will need to be resolved before moving forward.

4. Transform and enrich data

Data transformation is the process of updating the format or value entries in order to reach a
well-defined outcome, or to make the data more easily understood by a wider audience.
Enriching data refers to adding and connecting data with other related information to provide
deeper insights.

5. Store data

Once prepared, the data can be stored or channeled into a third-party application — such as a
businessintelligence tool — clearing the way for processing and analysis to take place.

Treatment of Missing Values

How do you deal with missing values— ignore or treat them? The answer would depend on the
percentage of those missing values in the dataset, the variables affected by missing values,
whether those missing values are a part of dependent or the independent variables, etc. Missing
Value treatment becomes important since the data insights or the performance of your
predictive model could be impacted if the missing values are not appropriately handled.

techniques to treat the missing values:
|. Deletion

Unlessthe nature of missing data is ‘Missing completely at random’, the best avoidable method
in many casesis deletion.

a. Listwise: In this case, rows containing missing variables are del eted.

User Device 0s Transactions
# Mobile- ' 4k 5
B Mohile Android 3
D Tablet Android 1
E Mobile ios 4

In the above case, the entire observation for User A and User C will be ignored for listwise
deletion
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b. Pairwise: In this case, only the missing observations are ignored and analysis is
done on variables present.

User Device 0s Transactions
Mobile e 5
B Maobile Android 3
C . | i0S ' 2
D Tablet Android . 1
E Mobile i0s 4

In the above case, 2 separate sample datawill be anayzed, one with the combination of User,
Device and Transaction and the other with the combination of User, OS and Transaction. In
such a case, one won’t be deleting any observation. Each of the samples will ignore the variable
which has the missing valueiniit.

Both the above methods suffer from loss of information. Listwise deletion suffers the
maximum information loss compared to Pairwise deletion. But, the problem with pairwise
deletion is that even though it takes the available cases, one can’t compare analyses because
the sample is different every time.

[I. Imputation
a. Popular Averaging Techniques

Mean, median and mode are the most popular averaging techniques, which are used to infer
missing values. Approaches ranging from global average for the variable to averages based on
groups are usually considered.

For example: if you are inferring missing value for Revenue, you might assign the average
defined by mean, median or mode to such missing value. Y ou could also consider taking into
account some other variables such as Gender of the User and/or the Device OS to calculate
such an average to be assigned to the missing values.

Though you can get a quick estimate of the missing values, you are artificially reducing the
variation in the dataset as the missing observations could have the same value. Thismay impact
the statistical analysis of the dataset since depending on the percentage of missing observations
imputed, metrics such as mean, median, correlation, etc may get affected.
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as | Revenue Qs Glaobal Mean Group Mean
Anclreid 1,304 Ardpaidd 1804 1,504
I25 3027 05 2027 3027
a5 8,788 i0s 8788 B, ?Eﬂ-
Android NA | andrald 4,145 2694
Ancdresid 3,735 Arwdroid 2735 3735
Andreid I 1,054 | [ .uL-«.c;m;:I 1,056 . 1054
5 | 7319 | 05 G317 5.31%
Andraid 6,199 Anlroid &1%9 8,199
Android 2,235 Android 2.235 2235
el WA . mq - 1 || '.'-- -'.; -'Z-.f‘-.i"
Android 114 | Andrald L1446 Li46

The above table shows the difference in imputed missing values of Revenue arrived by taking
its global mean and mean based on which OS platform it belongs to.

b. Predictive Techniques

Imputation of missing values from predictive techniques assumes that the nature of such
mi ssing observations are not observed completely at random and the variables chosen to impute
such missing observations have some relationship with it, else it could yield imprecise
estimates.

OUTLIERS

Outliers are observations with a unique combination of characteristicsidentifiable as distinctly
different from the other observations. What constitutes a unique characteristic? Typically itis
judged to be an unusually high or low value on a variable or a unique combination of values
across several variables that make the observation stand out from the others.

METHODSOF DETECTING OUTLIERS

Outliers can be identified from a univariate, bivariate, or multivariate perspective based on the
number of variables (characteristics) considered. The researcher should utilize as many of these
perspectivesas possible, looking for aconsistent pattern across perspectivesto identify outliers.
The following discussion details the processes involved in each of the three perspectives.

Univariate Detection. The univariate identification of outliers examines the distribution of
observations for each variable in the analysis and selects as outliers those cases faling at the
outer ranges (high or low) of the distribution. The primary issue is establishing the threshold
for designation of an outlier. The typical approach first converts the data values to standard
scores, which have amean of 0 and a standard deviation of 1. Because the values are expressed
in a standardized format, comparisons across variables can be made easily.
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In either case, the researcher must recognize that a certain number of observations may occur
normally in these outer ranges of the distribution. The researcher should strive to identify only
those truly distinctive observations and designate them as outliers.

Bivariate Detection. In addition to the univariate assessment, pairs of variables can be assessed
jointly through a scatterplot. Cases that fall markedly outside the range of the other
observations will be seen as isolated points in the scatterplot. To assist in determining the
expected range of observations in this two-dimensional portrayal, an ellipse representing a
bivariate normal distribution’s confidence interval (typically set at the 90% or 95% level) is
superimposed over the scatterplot. Thisellipse provides agraphical portrayal of the confidence
limits and facilitates identification of the outliers. A variant of the scatterplot is termed the
influence plot, with each point varying in size in relation to its influence on the relationship.

Multivariate Detection. Because most multivariate analysesinvolve more than two variables,
the bivariate methods quickly become inadequate for several reasons. First, they require alarge
number of graphs, as discussed previously, when the number of variables reaches even
moderate size. Second, they arelimited to two dimensions (variables) at atime. Y et when more
than two variables are considered, the researcher needs a means to objectively measure the
multidimensional position of each observation relative to some common point. This issue is
addressed by the Mahalanobis D2 measure, a multivariate assessment of each observation
across a set of wvariables. This method measures each observation’s distance in
multidimensional space from the mean center of all observations, providing a single value for
each observation no matter how many variables are considered. Higher D2 values represent
observations farther removed from the general distribution of observations in this
multidimensional space.

OUTLIER DESCRIPTION AND PROFILING

Oncethe potential outliersareidentified, the researcher should generate profiles of each outlier
observation and identify the variable(s) responsible for its being an outlier. In addition to this
visua examination, the researcher can also employ multivariate techniques such as
discriminant analysis or multiple regression to identify the differences between outliers and the
other observations. If possible, the researcher should assign the outlier to one of the four classes
described earlier to assist in the retention or deletion decision to be made next. The researcher
should continue this analysis until satisfied with understanding the aspects of the case that
distinguish the outlier from the other observations.

RETENTION OR DELETION OF THE OUTLIER

After the outliers are identified, profiled, and categorized, the researcher must decide on the
retention or deletion of each one. Many philosophies among researchers offer guidance as to
how to deal with outliers. Our belief isthat they should be retained unless demonstrable proof
indicates that they are truly aberrant and not representative of any observations in the
population. If they do portray a representative element or segment of the population, they
should be retained to ensure generalizability to the entire population. As outliers are deleted,
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the researcher runs the risk of improving the multivariate anaysis but limiting its
generalizability. If outliers are problematic in a particular technique, many times they can be
accommodated in the analysisin a way they do not seriously distort the analysis.

Q4 Explain PCA and discuss various assumptions, extraction criteria’s for components
in PCA

Sol: Principal Component Analysis is an unsupervised learning algorithm that is used for the
dimensionality reduction in machine learning. It is a statistical process that converts the
observations of correlated features into a set of linearly uncorrelated features with the hel p of
orthogonal transformation. These new transformed features are caled the Principal
Components. It is one of the popular tools that is used for exploratory data analysis and
predictive modeling. It isatechniqueto draw strong patternsfrom the given dataset by reducing
the variances.

PCA generally triesto find the lower-dimensional surface to project the high-dimensional data.

PCA works by considering the variance of each attribute because the high attribute shows the
good split between the classes, and hence it reduces the dimensionality. Some real-world
applications of PCA areimage processing, movie recommendation system, optimizing the
power allocation in various communication channels. It is a feature extraction technique, so it
contains the important variables and drops the least important variable.

The PCA algorithm is based on some mathematical concepts such as:

o Variance and Covariance
o Eigenvaluesand Eigen factors

Some common terms used in PCA algorithm:

o Dimensionality: It isthe number of features or variables present in the given dataset.
More easlly, it isthe number of columns present in the dataset.

o Correlation: It signifiesthat how strongly two variables are related to each other. Such
as if one changes, the other variable also gets changed. The correlation value ranges
from -1to +1. Here, -1 occursif variables are inversely proportional to each other, and
+1 indicates that variables are directly proportional to each other.

o Orthogonal: It defines that variables are not correlated to each other, and hence the
correlation between the pair of variablesis zero.

o Eigenvectors: If there is a square matrix M, and a non-zero vector v isgiven. Thenv
will be eigenvector if Av isthe scalar multiple of v.

o Covariance Matrix: A matrix containing the covariance between the pair of variables
is called the Covariance Matrix.
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Assumptions

When you choose to analyse your data using PCA, part of the process involves checking to
make sure that the data you want to analyse can actually be analysed using PCA. Y ou need to
do this because it is only appropriate to use PCA if your data "passes' four assumptions that
are required for PCA to give you avalid result.

Assumption #1: Y ou have multiple variables that should be measured at the continuous level
(although ordinal variables are very frequently used).

Assumption #2: There needs to be alinear relationship between all variables. The reason for
this assumption is that a PCA is based on Pearson correlation coefficients, and as such, there
needs to be alinear relationship between the variables.

Assumption #3: You should have sampling adequacy, which smply means that for PCA to
produce a reliable result, large enough sample sizes are required. There are a few methods to
detect sampling adequacy: (1) the Kaiser-Meyer-Olkin (KMO) Measure of Sampling
Adequacy for the overall data set; and (2) the KMO measure for each individua variable
Assumption #4: Y our data should be suitable for data reduction. Effectively, you need to have
adequate correlations between the variables in order for variables to be reduced to a smaller
number of components. The method used is Bartlett's test of sphericity.

Assumption #5: There should be no significant outliers.

Criteriafor Extracting Factors

Determining the number of factorsto extract in afactor analytic procedure means keeping the
factors that account for the most variance in the data. Criteria for determining the number of
factors are:

o Eigenvalues: Eigen value associated with a variate indicate the substantive importance
of that factor. Therefore, it islogical to retain only factors with large eigenvalues and
ignore those with relatively small eigenvalues.

o Scree Plot: Cattell’s (1966) scree test.

Applications of Principal Component Analysis

o PCA is mainly used as the dimensionality reduction technique in various Al
applications such as computer vision, image compression, etc.

o It canalso beused for finding hidden patternsif data has high dimensions. Some fields
where PCA is used are Finance, data mining, Psychology, etc.

Q5 What isUnsupervised lear ning methods. How it isdifferent from supervised lear ning.
Explain association rulelearning

Sol: Unsupervised learning isamachine learning techniquein which model s are not supervised
using training dataset. Instead, models itself find the hidden patterns and insights from the
given data. It can be compared to learning which takes place in the human brain while learning
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new things. It can be defined as atype of machine learning in which models are trained using
unlabeled dataset and are allowed to act on that data without any supervision. Unsupervised
learning cannot be directly applied to a regression or classification problem because unlike
supervised learning, we have the input data but no corresponding output data. The goal of
unsupervised learning is to find the underlying structure of dataset, group that data according
to similarities, and represent that dataset in a compressed format.

Supervised L earning

Supervised learning agorithms are trained
using labeled data.

Supervised learning model takes direct
feedback to check if it is predicting correct
output or not.

Supervised
output.

learning model predicts the

In supervised learning, input datais provided
to the model aong with the output.

The goal of supervised learning isto train the
model so that it can predict the output when it
is given new data.

Supervised learning needs supervisionto train
the model.

Supervised learning can be categorized
in Classification and Regression problems.

Supervised learning can be used for those
cases where we know the input as well as
corresponding outputs.

Supervised learning model produces an
accurate result.

Supervised learning is not close to true
Artificial intelligence as in this, we first train

Unsupervised L earning

Unsupervised learning algorithms are
trained using unlabeled data.

Unsupervised learning model does not take
any feedback.

Unsupervised learning model finds the
hidden patterns in data.

In unsupervised learning, only input datais
provided to the modél.

The goal of unsupervised learning isto find
the hidden patterns and useful insightsfrom
the unknown dataset.

Unsupervised learning does not need any
supervision to train the model.

Unsupervised Learning can be classified
in Clustering and Associations problems,

Unsupervised learning can be used for
those cases where we have only input data
and no corresponding output data.

Unsupervised learning model may giveless
accurate result as compared to supervised
learning.

Unsupervised learning is more close to the
true Artificial Intelligence as it learns
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the model for each data, and then only it can similarly as a child learns daily routine
predict the correct output. things by his experiences.

It includes various algorithms such as Linear It includes various algorithms such as
Regression, Logistic Regression, Support Clustering, KNN, and Apriori algorithm.
Vector Machine, Multi-class Classification,

Decision tree, Bayesian Logic, €tc.

Association Rule L earning

Association rule learning is a type of unsupervised learning technique that checks for the
dependency of one dataitem on another dataitem and maps accordingly so that it can be more
profitable. It tries to find some interesting relations or associations among the variables of
dataset. It is based on different rules to discover the interesting relations between variables in
the database.

The association rule learning is one of the very important concepts of machine learning, and it
is employed in Market Basket analysis, Web usage mining, continuous production,
etc. Here market basket analysisis atechnique used by the various big retailer to discover the
associations between items. We can understand it by taking an example of a supermarket, asin
a supermarket, all products that are purchased together are put together.

For example, if a customer buys bread, he most likely can aso buy butter, eggs, or milk, so
these products are stored within a shelf or mostly nearby. Consider the below diagram:
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fs

bread
butter

Customer 1 Customer 2 Customer 3

Customern

Association rule learning can be divided into three types of algorithms:

1. Apriori
2. Eclat
3. F-P Growth Algorithm

How does Association Rule L earning work?

Association rule learning works on the concept of If and Else Statement, such asif A then B.

it A - Then B

Here the If element is called antecedent, and then statement is called as Consequent. These
types of relationships where we can find out some association or relation between two itemsis
known as single cardinality. It isall about creating rules, and if the number of itemsincreases,
then cardinality also increases accordingly. So, to measure the associations between thousands
of dataitems, there are several metrics. These metrics are given below:

o Support
o Confidence
o Lift
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Let'sunder stand each of them:
Support

Support isthe frequency of A or how frequently an item appearsin the dataset. It is defined as
the fraction of the transaction T that contains the itemset X. If there are X datasets, then for
transactions T, it can be written as:

Freq(X)

Su x)=
pp(X) T
Confidence

Confidence indicates how often the rule has been found to be true. Or how often the items X
and Y occur together in the dataset when the occurrence of X isalready given. It istheratio of
the transaction that contains X and Y to the number of records that contain X.

Freq(X)Y)

Confidence=
Freq(X)
Lift

It isthe strength of any rule, which can be defined as below formula:

Supp(X.Y)
Supp(X)xSupp(Y)

Lift=

It istheratio of the observed support measure and expected support if X and Y are independent
of each other. It has three possible values:

o If Lift=1: The probability of occurrence of antecedent and consequent is independent
of each other.

o Lift>1: It determines the degree to which the two itemsets are dependent to each other.

o Lift<l: It tels us that one item is a substitute for other items, which means one item
has a negative effect on another.

Q6 Discuss logistic Regression? Give an example where logistic regression can be
used? Definelog — likelihood and odd ratio in logistic regression.
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Sol: Logistic Regression: Logistic regression (LR) is a statistical technique for finding the
existence of a relationship between a qualitative (discrete) dependent variable (or outcome
variable) and several independent variables (aka explanatory variables or predictors). In LR,
the primary objective is to find the conditional probability of occurrence of an event (class
probability) given the values of several independent variables. LR is one of the most popular
tools used for solving classification problems.

CLASSIFICATION PROBLEMS

Classification problems are an important category of problems in analytics in which the
response variable (Y) takes a discrete value. In classification problems, the primary objective
isto predict the class of a customer (or class probability) based on the values of explanatory
variables or predictors. Few examples of classification problems are listed bel ow:

1. A bank may like to classify their customers based on risk such aslow-, medium- and high-
risk customers under loan portfolio. Here the response variable Y takes 3 values (e.g., Y =1
for low risk, Y =2 for medium risk and Y = 3 for high risk).

2. An organization may liketo predict the customers who are likely to churn (here Y takestwo
values, Y =1 for churnand Y = 0 for do not churn).

3. Health service providers based on diagnostic tests may classify the patients as positive, that
ispresence of adisease (Y = 1) or negative, that is absence of adisease (Y = 0).

The Logistic Regression Model

The idea behind logistic regression is straightforward: Instead of using Y directly as the
outcome variable, we use afunction of it, which is called the logit. The logit, it turns out, can
be modeled as a linear function of the predictors. Once the logit has been predicted, it can be
mapped back to probability. To understand the logit, we take several intermediate steps: First,
we look at p = P(Y = 1), the probability of belonging to class 1 (as opposed to class 0). In
contrast to the binary variable Y , which only takes the values 0 and 1, p can take any valuein
theinterval [O; 1]. However, if we expressp asalinear function of the q predictorsl in the form

p= o+ B1x1+ Pazg + -+ 3

gL

g3
(1)
it is not guaranteed that the right-hand side will lead to values within the interval [O; 1]. The

solution isto use a nonlinear function of the predictorsin the form
1

{Ap+511y _‘jj‘llj'}"""'tj@_".-l.I .

a 1l + 6
2

This is called the logistic response function. For any values x1,....... , Xq, the righthand side
will always lead to values in the interval [0; 1]. Next, we look at a different measure of
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belonging to a certain class, known as odds. The odds of belonging to class 1 are defined asthe
ratio of the probability of belonging to class 1 to the probability of belonging to class O:
P

Odds(Y =1) = !
l1—p

3
This metric is very popular in horse races, sports, gambling, epidemiology, and other areas.
Instead of talking about the probability of winning or contracting a disease, people talk about
the odds of winning or contracting a disease. How are these two different? If, for example, the
probability of winning is 0.5, the odds of winning are 0:5/0:5 = 1. We can aso perform the
reverse calculation: Given the odds of an event, we can computeits probability by manipulating
eguation
odds

=1 Fndds

(4)

Substituting (2) into (4), we can write the relationship between the odds and the predictors as

Odds(Y = 1) = fotfizitiarat+5,7q

Q)

Thislast equation describes a multiplicative (proportional) relationship between the
predictors and the odds. Such arelationship isinterpretable in terms of percentages, for
example, aunit increase in predictor X] isassociated with an average increase of ; X100%
in the odds (holding all other predictors constant). Now, if we take a natural logarithm2 on
both sides, we get the standard formulation of alogistic modd:

log(odds) = By + Fix1 + Foma + - - - + Byz4.

(6)

The log(odds), called the logit, takes values from —oo (very low odds) to 1 (very high odds) A
logit of O corresponds to even odds of 1 (probability = 0.5). Thus, our final formulation of the
relation between the outcome and the predictors uses the logit as the outcome variable and
modelsit asalinear function of the q predictors.

Q 7 How Cluster analysis can be performed on structured and unstructured data?
Explain KNN in detail

Cluster analysis - groups objects (respondents, products, firms, variables, etc.) so that each
object is similar to the other objects in the cluster and different from objects in all the other
clusters.

Cluster anaysis is a group of multivariate techniques whose primary purpose is to group
objects based on the characteristics they possess.
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It has been referred to as Q analyss, typology construction, classification anaysis, and
numerical taxonomy.

The essence of al clustering approaches is the classification of data as suggested by “natural”
groupings of the data themselves.

Objectivesof cluster analysis

Cluster analysisis used for:

Taxonomy description — identifying natural groups within the data.

Data simplification — the ability to analyze groups of similar observations instead of all
individual observations.

Relationship identification — the simplified structure from cluster analysis portrays
relationships not revealed otherwise.

Theoretical, conceptua and practical considerations must be observed when selecting
clustering variables for cluster analysis:

Only variables that relate specifically to objectives of the cluster analysis are included, since
“irrelevant” variables can not be excluded from the analysis once it begins

Variables are selected which characterize the individuals (objects) being clustered.

Cluster analysisfor Structure and un-structured data

Structured data are identifiable data, that they have some predefined structured. Numerical
data, program code comes under structured dataset. Sincethey are stored in relational databases
inform of rowsand columns. Structured dataset isavailablein many fields such as organi zation
data

PARTITIONED CLUSTERING In partitioned clustering, the objects in dataset are relocated
by moving from one cluster to other based on some computational value. It is also known as
the centroid based clustering method. In this method, the number of cluster should be
predefined by the user. Namely a relocating method iteratively rel ocates points between the k-
clusters. K-mean algorithm is the most popular algorithm in partitioned clustering

Unstructured data are data without identifiable structure. Audio, images and video files are
unstructured data 90% of big data comprises of unstructured dataset

MODEL BASED CLUSTERING Model based clustering hel psto optimize the fit between the
given data and some mathematical model. It also describes the characteristics of each cluster.
Where each group represents the class. Model based clustering is of two types.

e DECISION TREES In decision trees the leaf denotes the concepts and contains a
probalistic description of that concept. Many algorithms are developed for unlabelled
data. The well known algorithm is COBWEB
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e NEURAL NETWORKS Thistype of agorithm represents each cluster by a neuron or
“prototype”. The input data is also represented by neurons, which are connected to the
prototype neurons.SOM algorithm is used for neural network clustering

KNN Method

The fast smple and most popular partitioned clustering method is k-mean, devel oped by mac
Queen in 1967.This method considers the mean value of the objects in the dataset, to form a
cluster. It aim to partition n Observation into k-cluster in which each observation belongs to
the cluster with the nearest mean.

The KNN algorithm assumesthat similar thingsexist in close proximity. In other words, similar
things are near to each other. KNN captures the idea of similarity (sometimes called distance,
proximity, or closeness) . To select the K that’s right for your data, we run the KNN algorithm
severa timeswith different values of K and choose the K that reduces the number of errorswe
encounter while maintaining the algorithm’s ability to accurately make predictions when it’s
given data it hasn’t seen before.

STEPSIN K-MEAN ALGORITHM

e Place k points into the space represented by the objects that are being clustered these
points represent initial group centroids

e Assign each objects to the group that has the closest centroid
¢ When all objects have been assigned recalcul ate the position of the k-centroid

e Repeat step 2 and 3 until the centroid no longer move. This produces a separation of
the objects into groups from which the metric to be minimized can be calcul ated.

A few Applications and Examples of KNN

Credit ratings— collecting financia characteristicsvs. comparing peoplewith similar financial
features to a database. By the very nature of a credit rating, people who have similar financial
details would be given similar credit ratings. Therefore, they would like to be able to use this
existing database to predict a new customer’s credit rating, without having to perform all the
calculations.

Should the bank give aloan to an individual? Would an individual default on his or her loan?
Isthat person closer in characteristicsto people who defaulted or did not default on their loans?
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In political science — classing a potential voter to a “will vote” or “will not vote”, or to “vote
Democrat” or “vote Republican”.

More advanced examples could include handwriting detection (like OCR), image recognition
and even video recognition.

Q8 What istime series? Describe varioustime series patterns. How regression analysisis
used for time seriesforecasting.

Sol: Time series analysis is a specific way of analyzing a sequence of data points collected
over an interval of time. In time series analysis, analysts record data points at consistent
intervals over a set period of time rather than just recording the data points intermittently or
randomly. However, thistype of analysisis not merely the act of collecting data over time.

What sets time series data apart from other data is that the analysis can show how variables
change over time. In other words, time is a crucial variable because it shows how the data
adjusts over the course of the data points as well as the final results. It provides an additional
source of information and a set order of dependencies between the data.

Time series analysistypically requires alarge number of data points to ensure consistency and
reliability. An extensive data set ensures you have a representative sample size, and that
analysis can cut through noisy data. It also ensures that any trends or patterns discovered are
not outliers and can account for seasonal variance. Additionally, time series data can be used
for forecasting—predicting future data based on historical data.

Time series patterns
Trend

A trend exists when there is along-term increase or decrease in the data. It does not have to be
linear. Sometimes we will refer to a trend as “changing direction”, when it might go from an
increasing trend to a decreasing trend. Thereisatrend in the antidiabetic drug sales data shown
in Figure.

Seasonal

A seasonal pattern occurs when atime seriesis affected by seasonal factors such asthe time of
the year or the day of the week. Seasonality is always of a fixed and known frequency. The
monthly sales of antidiabetic drugs above show seasonality which is induced partly by the
change in the cost of the drugs at the end of the calendar year.

Cyclic

A cycle occurs when the data exhibit rises and falls that are not of afixed frequency. These
fluctuations are usually due to economic conditions and are often related to the “business
cycle”. The duration of these fluctuations is usually at least 2 years.
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Modelling Time Series Using Regression

Regression algorithms try to find the line of best fit for a given dataset. The linear regression
algorithm tries to minimize the value of the sum of the squares of the differences between the
observed value and predicted value. OLS regression has several underlying assumptions
called Gauss-Markov assumptions. Gauss-Markov assumptions for cross-sectional data
include the following:

1. The parameters (the value of the slope of the best fit linein atwo-variable regression
line, for example) should be linear.

2. X andY should be random variables.

No perfect collinearity between multiple independent variables.

4. The covariance of the residua term and the independent variables should be 0, or in
other words, the residual term is endogenous.

5. Homoscedasticity for the residual term, i.e. the variance in the residual term should
not change with a change in the independent variable.

6. No autocorrelation in the residual terms.

w

For time series data, we cannot satisfy the assumption that independent variablesare all random
variables since different columns are coming from the same process. To compensate for that
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the assumptions on autocorrelation, homoscedasticity and endogeneity are more strict. A
Durbin-Watson value greater than 2 suggests that our series has no autocorrelation. Checking
for normality can be done with the following tests. Jarque-Bera test/ Shapiro-Wilk test/

Koglomorov-Smirnov test. For heteroscedasticity, we will use the following tests. Breusch-
Pagan test/ White Test.
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BCOM-I
Model Test Paper
FINANCIAL ACCOUNTING (BCOM 101)

Q.1.Explain thefollowing:

a)
b)
c)
d)
€)
f)
9)

Trade discount and Cash discount
Vouchers

Ind AS

Trial Balance

Bank Reconciliation Statement
Convention of Conservatism
Money Measurement

Answer:

a)

Trade discount and Cash discount

Businesses all over the world use a tried and tested process of increasing sales of the
products by offering discounts. Discount resultsin the reduction of the selling price of the
product, which makes it more attractive for the customer.

Reduction in price makes a psychological impact on the customer which results in the
purchase. The two types of discount offered are trade discount and cash discount.

M eaning of Trade Discount

Trade discount is referred to as the discount that is offered by a seller to the buyer of the
product in the form of reduction in the price of the item. Trade discounts are offered to
increase the sales of the product and make the customers feel that they are getting the best
offer. No accounts are maintained for keeping track of the discounts that are offered.

M eaning of Cash Discount

Cash discount is referred to as the discount that is offered by the seller of a product to the
buyer at the time of payment for the purchase. This reduction is provided at the value of
the invoice.Cash discount is offered to make the customer or the buyer pay for the product
promptly, it helps the businessin reducing or avoiding the credit risk completely.



b)Vouchers

It isawritten instrument that serves to confirm or witness (vouch) for some fact such asa
transaction. Commonly, avoucher isadocument that shows goods have bought or services
have been rendered, authorizes payment, and indicates the ledger account(s) in which these
transactions have to be recorded.

Types of Voucher -

(i) Receipt Voucher

(ii) Payment Voucher

(iif) Non-Cash or Transfer Voucher

(iv) Supporting Voucher

(1) Receipt Voucher

Recelpt voucher is used to record cash or bank receipt.

(it) Payment Voucher

Payment voucher is used to record a payment of cash or cheque. Payment vouchers are of
two types. i.e.

(a) Cash Payment voucher — it denotes payment of cash

(b) Bank Payment voucher — it indicates payment by cheque or demand draft.

(iii) Non Cash Or Transfer VVoucher

These vouchers are used for non-cash transactions as documentary evidence. e.g., Goods
sent on credit.

(iv) Supporting Vouchers

These vouchers are the documentary evidence of transactions that have happened.

Sour ce Documents

Vouchers are the documentary evidence of the transactions so happened. Source
documents are the basis on which transactions are recorded in subsidiary booksi.e. source
documents are the evidence and proof of transactions.

c)ind AS

Ind AS or Indian Accounting Standards govern the accounting and recording of financial
transactions as well as the presentation of statements such as balance sheet and profit and loss
account of acompany in India.

Companies, especially in the west and the developed world, follow the International Financial
Reporting Standards (IFRS) for their accounts.

The Ind AS was prescribed as a result of calls for Indian accounting standards to be on par with
the globally accepted standards, the IFRS.



The Ind AS was issued under the supervision and control of the Accounting Standards Board
(ASB). The ASB was constituted in 1977 by the Institute of Chartered Accountants of India (ICAI)
to harmonize the varied accounting policies and practices.

The Companies Act mandates the balance sheets and income statements of all companies to
comply with the accounting standards. Many companiesin India had resisted the imposition of the
IFRS stating that the move would result in too many changes to the way their numbers were
captured and reported.

The Ind AS was formulated as a compromise formula that tries to harmonise Indian accounting
ruleswith the IFRS.

d) Trial Balance

After the transactions are posted to various |ledger accounts (either from journal or from subsidiary
books) and they are balanced, the next stage isto draw up the list of all balances. We know that
some ledger accounts will show ‘debit balance’ (debit side greater than the credit side), while the
other will reflect a ‘credit balance’ (credit side being higher than debit side). All account balances
are listed to ensure that the total of all debit balances equals the total of &l credit balances. Why
does this happen? Remember the dual aspect concept. According to this concept, every debit has
equal corresponding credit. Thislist of balancesis called Trial Balance.

According to the Dictionary for Accountants by Eric. L. Kohler, Trial Balance is defined as “alist
or abstract of the balances or of total debitsand total credits of the accountsin aledger, the purpose
being to determine the equality of posted debits and credits and to establish a basic summary for
financial statements”.

Asthisis merely alisting of balances, this will always be as on a particular date. Further it must
be understood that Trial Balance does not form part of books of account, but it isareport prepared
by extracting balances of accounts maintained in the books of accounts. When thislist with tallied
debit and credit balancesis drawn up, the arithmetical accuracy of basic entries, ledger posting and
balancing is ensured. However, it does not guarantee that the entries are correct in all respect. This
will be explained later in this chapter. Although it is supposed to be prepared at the end of
accounting period, computerized accounting packages are capable of providing instant Trial
Balance reports even on daily basis, as the transactions are recorded amost on line

e) Bank Reconciliation Statement

e Bank Reconciliation Statement (BRS) is a statement that is prepared by afirm to
reconcile the balances as per cash book prepared by the firm and the balances as per pass
book recorded by the bank.

e The need for bank reconciliation statements arise from the fact that many timesthereisa
difference in both the balances.



Causes of Differencesin Balance:

Difference in timings for recording the transaction

Errors made by bank or firm while recording the transaction.

Benefits of Bank Reconciliation Satement:

Helpsin tracking errors.

Helps terminate the risks of fraud.

Helps in tracking transaction status periodically.
Helpsin achieving accurate balance.

Preparation of Bank Reconciliation Satement:

A BRS s prepared by taking either the balance of Pass book or Cash Book as a starting
point.

Bank records all the depositsin the credit and withdrawals in the debit side of the Pass
book.

Tally the debit side of the cash book and the credit side of the pass book and vice-versa
and note the point of differences.

f) Convention of Conservatism

This accounting convention is generally expressed as to “anticipate all the future losses and
expenses, without considering the future incomes and profits unless they are actually
realized.” The conservatism concept isa concept in accounting which refers to the idea that
expenses and liabilities should be recognised as soon as possible in a situation where there
is uncertainty about the possible outcome and in contrast record assets and revenues only
when they are assured to be received. This concept emphasizesthat profits should never be
overstated or anticipated.

This convention generally applies to the valuation of current assets as they are valued at
cost or market price whichever islower. The conservatism principle can also be applied
to recognizing estimates. For example, if the collections staff believes that a cluster of
receivables will have a 2% bad debt percentage because of historical trend lines, but
the sales staff is leaning towards a higher 5% figure because of a sudden drop in
industry sales, use the 5% figure when creating an allowance for doubtful accounts,
unless there is strong evidence to the contrary.



https://www.accountingtools.com/articles/2017/5/7/accounts-receivable
https://www.accountingtools.com/articles/what-is-a-bad-debt.html
https://www.accountingtools.com/articles/2018/1/27/trend-line
https://www.accountingtools.com/articles/what-is-the-allowance-for-doubtful-accounts.html

g)Money measur ement concept

The money measurement concept states that a business should only record
an accounting transaction if it can be expressed in terms of money. This means that
the focus of accounting transaction is on quantitative information, rather than on
gualitative information. Thus, a large number of items are never reflected in a
company's accounting records, which means that they never appear in its financial
statements. Examples of items that cannot be recorded as accounting transacti ons
because they cannot be expressed in terms of money include:

Employee skill level

Employee working conditions
Expected resale value of a patent
Value of an in-house brand
Product durability

o wDdNRE

The key flaw in the money measurement concept is that many factors can lead to long-
term changes in the financial results or financial position of a business (as just noted),
but the concept does not allow them to be stated in the financial statements.

Q.2.What isFinancial Accounting? State its nature. Explain the accounting cycle.

Answer: Accounting is avery old concept — as old as money. A description of proper keeping of
accounts is also found in ‘Arthashastra” written by Kautilya. However, it has developed with the
passage of time to meet the requirements and challenges of ever — growing society. The modern-
day accounting concept based on double entry system was originated by Luco Pacioli in Italy.
Though the act of accounting is very old, in recent times it has acquired specia significance
because of rapidly growing economy, cut-throat competition, expanding markets and increasing
production and changesin technology. Accounting isused by business entitiesfor keeping records
of their monetary or financial transactions. A businessman who hasinvested money in hisbusiness
would like to know whether his businessis making a profit or incurring aloss, the position of his
assets and liabilities and whether his capital in the business has increased or decreased during a
particular period.

Accounting is a process of identifying financial transactions, measuring them in monetary terms,


https://www.accountingtools.com/articles/what-is-an-accounting-transaction.html
https://www.accountingtools.com/articles/2017/5/7/accounting-records
https://www.accountingtools.com/articles/2017/5/10/financial-statements
https://www.accountingtools.com/articles/2017/5/10/financial-statements
https://www.accountingtools.com/articles/2017/5/10/financial-position

and recording, classifying, summarizing, analyzing, interpreting them and communicating the
results to the users.

The American Accounting Association (AAA) defined accounting as

» ‘the process of identifying, measuring and communicating economic information to
permit informed judgments and decisions by users of information’.

The nature of financial accounting :

| dentifying monetary transactions — First, the transaction has to take place and be identified so
that it can be accounted for. To identify financial transactions, store and check the receipts and
bills of every transaction is a must. Sometimes, the exchange of money is not directly involved,
but it still needsto be identified. Thisinvolves depreciation in the value of goods over time,
which forms an important aspect of financial accounting.

Measuring and recording transactions— The value of transactions has to be measured in terms of
money and those concerned with revenues and expenditures need to be recorded. The recording
isdonein journals.

Classifying payments — The huge data needs to be classified in arecord known as aledger. For
example, all salary-related expenses can be classified under one column. Leasing related data can
be classified in another column and so on.

Summarisation — The larger the corporation, the more complicated the record. Hence, the record
needs to be summarised in aform where it can be easily comprehended.

Analysing, interpretation, and communication: The summarised data needs to be analysed well
and interpreted so that it can be communicated to the concerned stakeholders so that they have
the full knowledge of the company’s financial position.

ACCOUNTING CYCLE

The accounting cycle is the holistic process of recording and processing all financia transactions
of acompany, from when the transaction occurs, to its representation on the financial statements,
to closing the accounts. One of the main duties of a bookkeeper isto keep track of the full
accounting cycle from start to finish. The cycle repeats itself every fiscal year aslong asa
company remains in business. The accounting cycle incorporates all the accounts, journal entries,
T accounts, debits, and credits, adjusting entries over afull cycle.

Steps In The Accounting Cycle
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STEPI| - TRANSACTIONS:

Financial transactions start the process. If there were no financia transactions, there would be
nothing to keep track of. Transactions may include a debt payoff, any purchases or acquisition of
assets, salesrevenue, or any expenses incurred.

STEP Il - JOURNAL ENTRIES-

With the transactions set in place, the next step is to record these entries in the company’s journal
in chronological order. In debiting one or more accounts and crediting one or more accounts, the
debits and credits must always balance.

STEP Il - Posting tothe General Ledger (GL):

The journal entries are then posted to the general ledger where a summary of all transactions to
individual accounts can be seen.

STEP IV -TRIAL BALANCE:

At the end of the accounting period (which may be quarterly, monthly, or yearly, depending on
the company), atotal balanceis calculated for the accounts.



STEPV -WORKSHEET :

When the debits and credits on the trial balance don’t match, the bookkeeper must look for errors
and make corrective adjustments that are tracked on a worksheet

STEP VI - ADJUSTING ENTRIES:

At the end of the company’s accounting period, adjusting entries must be posted to accounts for
accruals and deferrals.

STEP VIl - Financial Statements:

The balance sheet, income statement, and cash flow statement can be prepared using the correct
bal ances.

STEP VIII - Closing:

The revenue and expense accounts are closed and zeroed out for the next accounting cycle. This
is because revenue and expense accounts are income statement accounts, which show
performance for a specific period. Balance sheet accounts are not closed because they show the
company’s financial position at a certain point in time.

Q.3. On 1st January, 2006, the following were the ledger balances of Ragjan & Co.: Cash in hand
Rs. 900; Cash at bank Rs. 21,000; Soni (Cr.) Rs. 3,000; Zahir (Dr.) Rs. 2,400; Stock Rs. 12,000; Prasad
(Cr.) Rs. 6,000; Sharma (Dr.) Rs. 4,500; Lall (Cr.) Rs. 2,700; Ascertain capital. Transactions during
the month were:

Late Particulars Ry,
2006
Jan. 2 Bought goods of Prasad 2 T
3 Sold 1o Sharma 3000
5 Bought goods of Lall for cash payment made by cheque 34600
T Touk goods for personal use 2040
I3 Recerwed from Zahir in full settlement 2,350
[7 Pasd 1o Somi 1 full setdement 2020
22 Pasd cash for stateomery 50
29 | Paud w Prasad by cheque 2,650
Discount allowed by him 50
i Provwide mlerest om rap-illa-l | (b
2 Fent due wo landlord (M0

Journalise the ahove transgctions and post to the Ledger and prepare a Traal Balance.
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Q.4. Thefollowing trial balanceisextracted from the books of a merchant on 31st December

2022:

Particulars Dr. (Rs.) Cr. (Rs.)
Furniture and Fittings 640
Motor Vehicles 6,250
Buildings 7,500
Capital Account 12,500
Bad Debts 125
Provisions for Bad Debts 200
Sundry Debtors and Creditors 3,800 2,500
Stock on January 1, 2022 3,460
Purchases and Sales 5,475 15,450
Bank Overdraft 2,850
Sales and Purchases Returns 200 125
Advertising 450
Interest (on Bank Overdraft) 118
Commission 375
Cash 650
Taxes and Insurance 1,250
General Expenses 782
Salaries 3,300

34,000 34,000

The following adjustments are to be made:

a) Stock in hand on 31st December 2022 was Rs. 3,250.
b) Depreciate Buildings at the rate of 5%, Furniture & Fittings @ 10% and Motor Vehicles

@ 20%
¢) Rs. 85isduefor interest on bank overdraft.

d) SalariesRs. 300 and Taxes Rs. 120 are outstanding.
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€) Insurance amounting to Rs. 100 is prepaid.

f) One-third of the commission received isin respect of work to be done next year.

g) Write off afurther sum of Rs. 100 as bad debt and provision for bad debts to be made

equal to 10 percent on sundry debtors.

Solution:

Trading and Profit & L oss Account
(For the year ending 31% December 2022)

Particulars Amount Particulars Amount
To opening stock 346 By Sales 15,4350
To purchases 3475 Less: returns 2K 15,250
Less: refurns L5 350 By closing stock 5,250
To Gross profit )
To baddebis 125 By Groas profit U0
{+}Further baddebts By Commission 175
Wiiten off L {=hrecerved in advanee 123 230
(+}53% provision for
doubiful debis 185
410
(-jold provision for
doubiful debts 010 210
r
To advortising 4510
To interest on Bank
Overdraft [1E
{+houtstanding B3 203
To gencral expenses 1250
To zalanes 3300
i +pountstanding 200 3600
To taxes & msurance 782
{+joutstandng taxes 2{M}
o8
{-)Prepaid insurance
pPremivm 104 52
To depreciation:
Buildings (3% 373
Furmiture fa 10% 64
Motor vehicles o 2086 1250 1689
To Met profit 1656
2040 9940
Balance Sheet

(Asat 31% December,2022)

Preparea Trading and Profit & Loss Account for the year ending 31st December 2022 and
Balance Sheet as on the date.
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Liabilities Aomoni MAssels Mmoot

Capital 12500 Fumniture & fixtures 640

{+)Net profit 1656 14156 | (-) depreciation 64 576

Sundry crediors 2500 Maotor veloeles 6250

Bank overdraft 2850 (-} depreciation 1250 000

Outstanding safanes 30 Buildings 7500

Omtstanding taxes 200 (-} depreciation 375 7125

Owtstanding interest on Sundry debtors 3800

bank overdraft 85 (-1baddebts writtenoff 100

Commussion recerved in 125 3700

advance (-15% new provision 185 1515
Cash Gal
Closing stock 1250
Prepand insurance premiim Lk

20216 L2

Q.5.

Cash Bock shoes a bedance of € 12,600 On comparing the Cash Bodi with the Pass Book, folowing ceciepancies were naed

M Cheduasiesied bul not yel presentad for penman
iy Cheguss deposited im s Sank b nof cotlacied

(iE} Bank paid insurance premim.
w)  Bankchanss
il Dieclly daposited by & cisiomer

[ty Iemkarest on mvasiment colacled by bank
ash dsoount alowsd of T 200 was recorded on the debi side

&
b of 1he Barnk cofumn

Prepare Bank Reconciishon Siatemen

¥
000
5,000
3,000

30
8,000
2,000
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Solution :

Bank Reconciliation Statement
Plus Minus
;-?;, Particalars ltems Items
(Rs) (Rs)
Balancs as per the Cash Book 12500
(1) Cheques Issued but not vet presented for payment 6,000
() | Cheques deposited o bank but not collectad 8000
(tii} | Bank peid Insurance Preminm 300
(1) | Bank Charges i
v} | Amovmt direcily deposited by a customer 8,000
{vi) | Intereat on Invesment Collected by banlc 2000
{vu) |Cash discount dehited to bank column 200
Balancs 25 per the Pase Book 14.000
28,500 18,500
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Q.6.

Frepare Twn Caiimn Cash Sock from the fallowing ransactions and balance the book on 313t fan 2014-

2014

Jan 1

Jan. 2

Jan. @

Jan 1
Ja. 13

Jan 1§

Jan
Jan. 22

Jan: 23
Jan 3t

Cashin hand % 50,000 Bank overdraft T 1,80.000

Purchassd goods from Rajesh Kumar of the list prce of T 50000 &t 3%
trade discount and payment mada by cheque

Goods soid for T 80,000 and payment recaived by cheque Cheque
deposited into Bank on seme day.

Goods purchasad for cash $ 19 800

Fumiture soid do0 ¥ 1 77 000 and payment recened by chaqua & cheqia
teposited inbe Bank on seme day.

Saleres paid T4 500

Sefted the amount due te Ram € 2 000 by paying cash €1,910

Cash received from Jai € 14 780 in full settiement of his account of € 15 000
Paid L Insurance premium 3 1,500

Cieposed wrth bank fhe entre bakance after reszning T 7 000 cash in hand

17



Solution:

ash Boch
Or. Cr.
e g i Cash Bank e o i Cash Bark
i & i &1
014 014
dar Bafanre b Loy 2nlt | Balance bid R ARLLY
dan | Sales Al 0000 | Jen 2 | Purchases At 47 500
dan 15 | Fureitume A 1P| Jan 10| Purchazes A H0,B00
Janz | JaAc 14780 Jan 1B | Galanes Al £.500
dan 3 Cash s O | Jendt | Hamil 1510
fan 23 | Drawrgs At 1,500
Jan 31 | BankAk a0 ar
Jan 31 | Belasce od TO00 | 48570
B47B0 | ZETOTO | BATB0 | 2.67.070
Q.7
The Balance Sheets of a firm as on 31t December 2008 and 2009 are given balow:
Liabilities 2008 2009 Assets 2008 2009
Share Capital 1,00,000 | 1,60,000 | Fixed Assefs- Cost | 1,52,000 [ 200,000
Retained Earnings Inventary 93,400 89,200
70,250 [ 85,300
Accumulated Debtors 30,800 21,100
Depreciation 60,000 | 40,000
12% Debentura 50,000 - | Prepaid expenses 3,950 3,000
Craditors 28000 | 48,000 | Bank 28,100 20,000
3,08,250 | 3,233,300 308,250 | 3,33300

:ﬁ-!.l]h]l—lll

Additional Information:

et profit is Rs. 27,050.

Depreciation charged Rs. 10,000,
Cash dividend declared during the period Rs. 12,000,
An addition to the building was made during the year at a cost of Bs. 78,000 and fully

depreciated equipment costing Rs, 30,000 was discarded as no salvage being

realized,

Prepare a Cash Flow Statement.
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Solution:

Adjusted Profit & Loss Account

Particular Amount Particular Amount
To Prov. for depreciation 10,000 | By Balance b/d 70,250
To Dividend 12,000
To Balance c/d 85,300 | By Adj. Profit 37,050
1,07,300 1,07,300
Fixed Assets Account
Particular Amaoiint Particular Amount
To Balance byfd 1,52,000 | By Accumulated Dep. 30,000
To Bank 78,000 | By Balance o/d 2,000,000
2, 30,000 2. 30,000
Accumulated eciation Accournt
Particular |  Aamaount Particular |  Amount
To Fined Assets I 30,000 | By Balance b/d I 500,000
To Balance off 40,000 | By Profit & Loss Afc 10,000
F0,000 0,000
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Cash flow statement for the year ending on 31.12.0% [As per &. 5. - 3]

Particulars

amount Amount
Rs. Ris.
{1} Cash Flow from Dperating Activities:
17,050
Profit before tax (after non-cash & extraordinary ltems|
AddfLess: Changes In Working Capital
= D, in Inventory 4 200
- Decrease in Debtors 9,700
- Incresse in Creditors 20,000
- Degrease in pre-pakd expenses S50 34,450
Cash flows fram operating activities 71,900
Less; Tax Falg Mil

MET CASH FLOW FROM OPERATING ACTIVITES  |A]

71,900
(2] Cash Flow from Inwvesting Activitles:

Purchass of Building

(78,000}

MET CASH FLOW FROM INVESTING ACTIVITES (&)

(75,000}
{3] Cash Flow from Financing Activities:

Issued Equity Shares &0 000

Divicend paid {12,000}

- Redemption of debenture {50 TR
MET CASH FLOW FROM FINANCING ACTIVITIES (€] [2,000}
MET CASH FLOW FROM ALL ACTIVITES |A#B+C) [&,100])
Add: Dpening Cash and Bank Balance 28100
Closing Cash and Bank Balance 20,00

Q.8.Thefollowing are the details regarding the receipts and issues of material X in respect of a

firm.

Receipts:  Jan. 1
Jan.

Jan. 8

Jan. 15

Jan. 26

Issues: Jan. 10

Jan. 12

Jan. 20

Jan. 24

Jan. 31

Balance 50 units @ 4 per umit

Purchase Order No. 10, 40 units @ %3 per unit
Purchase Order No. 12, 30 units @ 4 per unit
Purchase Order No. 11, 20 units @ 5 per unit
Purchase Order No. 13, 40 units @ I3 per unit
Material Requisition No. 4, 70 units

Material Requisition No. 5, 10 units

Material Requisition No. 6, 20 units

Material Requisition No. 7, 10 units

Shortage 5 units
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Thefirmfollowsthe perpetual inventory system for maintaining itsstoresrecords.Y ou arerequired

to calculate the value of inventory on Jan. 31 according to : (i) FIFO, (ii) LIFO

Solution:
W Stores Ledger Card (FIFO)
MATERIAL X
Jom | Ref | O0v ) Rate | dmi | Ref Ony. | Amt.
i R i ey | anis | e
1 | Balance 50 4 200 o o
5 | PONo.10 40 3 120 o s > 38 %%
§ | PONo.12 30 4 120 s ey 120 | 440
10 - M.R.No. 4 50 - ] 200 S0 | 180
- il B > .R. No.
15 | PO.Nao.ll 20 5 100 e gg %
2 |- M.R. No. 6 10 3 ] 30] 40 |18
10 4 40
24 M.R.No.7 10 4 40 30 140
2% | PONeo.13 40 3 120 70 | 260
5t 1. N Shortage 5 4 2 65 baoe
* The stock consists of:
40 units purchased on Jan, 26 @ W perunit - F120
20 units purchased on Jan. 15 @IS perunit = 100
5 units purchasedon Jan, 8 @ T perunit = 20
Toml 240
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(i) Stores Ledger Card (LIFO)

MATERIAL ¥ ¥~ e, ALY
Date Receipts Sy W R e R R i Balanee
Jan. | Ref One | Rate | Amt. |~ Ref | On. | "Rate | “dmt "~ 1= Oty | Ame
units T | L P | e e A S AR e
1 Balance S0 4 200 YO & o 50 200
5 | PONo.10 40 3 120 Ve 50 320
§ | PONeo.12 30 4 120 - 120 440
10 |.. .. | MR.No4 30 - ] 120 50 200
40 3 120
- P v | MR NoS | 10 4 40 40 | 160
15 |PONe.1l | 20 s 100 e 2 60 | 260
1 A K . | M.R.No6 20 5 100 40 160
2 | .. .. | MR.No7 [ 10 4 40 | 30 | 12
26 | PO.No.13 40 3 120 | 70 | 240
il ey Tl 21| shorsge | S ) 15 | 6 [22s*

* The stock consists of:

?
30 units of the balance on Jan, | @4~ 120

35 units of the balance on Jun, 26 @ 3~ 105
225

Q.9.What is Green Accounting? How can it be used as a meansto dischar ge social
responsibility by a company? Discuss.

Answer: Green accounting, aso known as environmental accounting or sustainable accounting, is
an accounting framework that integrates environmental and social factors into the traditional
economic indicators. The purpose of green accounting is to provide a more comprehensive
measure of economic performance that takes into account the impact of business activities on the
environment and society. It goes beyond traditional financial accounting by considering the
depletion of natural resources, environmental degradation, and social well-being.The Green
accounting system is a type of accounting that attempts to factor environmenta costs into the
financial results of operations. It has been argued that gross domestic product ignores the
environment and therefore policymakers need a revised model that incorporates green accounting.
The term was first brought into common usage by economist and Professor Peter Wood in the
1980s. India’s former Environment Minister Mr. Jairam Ramesh first time stressed the need and
importance to bring Green Accounting practicesto the forefront of accounting in India.

What is Objectives of Green Accounting System?

The objectives of green accounting system are discussed below:
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1. Toidentify that part of the gross domestic product that reflects the costs necessary to
compensate for the negative impacts of economic growth, that is, the defensive expenditures.

2. To established the linkage of Physical Resource Accounts with Monetary Environmental
Accounts

3. To assessment of Environmental Costs and Benefits
4. To accounting for the Maintenance of Tangible resources
5. To elaborate and Measurement of Indicators of Environmentally Adjusted Product and Income

What isthe importance of Green Accounting System?

Changes in the environment have a negative bearing on not just the Environment but on the
economy asawhole. And, it isawell-known fact that changesin the economy have adirect bearing
on the changes in any business. It is also important to note that the Gross domestic product of a
country can be affected by the environmental and climatic change.

Therefore, it is the best tool for the businesses to understand and manage the potential quid pro
guo between traditional economic goals and environmental goals. It also increases the important
information availablefor analysing policy issues, especially when those vital pieces of information
are often overlooked.

Hence, we can say that it is necessary for understanding of “better lose the saddle than horse”,
enterprises designing their accounting system organizations without taking environmenta costs
into consideration should fulfil this requirement as soon as possible.

Using green accounting as a meansto dischar ge social responsibility involves several key
aspects:

Environmental | mpact Assessment:

Companies can conduct a comprehensive assessment of their environmental impact. This
involves quantifying the use of natural resources, emissions, waste generation, and other
environmental effects associated with their operations.

Resour ce Management:

Green accounting encourages companies to adopt sustainable resource management practices.
This involves minimizing resource consumption, opti mizing energy use, and reducing waste
generation.

Cost-Benefit Analysis of Environmental Initiatives:
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By incorporating environmental factorsinto financial accounting, companies can perform cost-
benefit analyses of various environmental initiatives. This allows them to eval uate the economic
and environmental impacts of projects, helping to make more informed decisions.

I ntegration of Environmental and Social Reporting:

Companies can incorporate environmental and social reporting into their financial reports. This
transparency allows stakeholders, including investors, customers, and the public, to understand
the company's commitment to sustainability and socia responsibility.

Corporate Social Responsibility (CSR) Programs:

Green accounting can be atool for companiesto design and implement CSR programs that focus
on environmental and social issues. Thismay include initiatives related to renewable energy,
community development, employee welfare, and other socialy responsible activities.

Regulatory Compliance:

Adhering to environmental regulations and standards becomes an integral part of green
accounting. By complying with these regulations, companies demonstrate their commitment to
environmental responsibility and reduce the risk of legal and reputational issues.

Stakeholder Engagement:

Engaging with stakeholders, including local communities, environmental groups, and regulatory
bodies, is essential. Companies can actively seek feedback, address concerns, and involve
stakeholders in decision-making processes related to environmental and social issues.

Long-Term Sustainability:

Green accounting encourages a long-term perspective on sustainability. By considering the
environmental and social impacts of current activities, companies can better plan for the future,
ensuring the continued availability of resources and maintaining a positive societal impact.

In summary, green accounting serves asatool for companies to discharge social responsibility by
promoting sustainability, transparency, and responsible business practices. It enables companies
to go beyond mere financial considerations and actively contribute to environmental conservation
and socia well-being. This, in turn, can enhance a company's reputation, attract environmentally
conscious customers and investors, and create a more sustainable and resilient business model.

Q.10. Write short notes on following:

a) Human Resour ce Accounting
b) Inflation Accounting
c)Capital and Revenue Expenditure
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d)Deferred Revenue Expenditure

Answer:

a) Human Resour ce Accounting
Human Resource Accounting is the process of identifying and measuring data about Human
Resources and communicating thisinformation to the interested parties. It isan attempt to identify
and report the Investments made in Human Resources of an organisation that are currently not
accounted for in the Conventiona Accounting Practices.
I mportance of Human Resour ce Accounting
The 21st Century has been referred to as the Century of the Service Sector. All major expansion
scope seems to be happening in the service sector and the scope of expansion of the manufacturing
sector isminimal.

But are the Accountants properly able to value this Service Sector and show this on the Company’s
Balance Sheet?

For any Company operating in the Manufacturing Sector, its core assets are its Machinery and
Fixed Assets but for a Company operating in the Service Sector, its core assets are its employees
which are Intangible Assets. For a Service Sector Company, the value of employees gains
importance as earnings are based on the per-employee per hour billing model and profitability is
linked to the value added by the workforce.

The Concept of Human Resource Accounting was established primarily for the service sector has
now started gaining so much relevance that now Companies in al Sectors have applying HR
Accounting and a good weightage is given to these reports when making any Company Analysis.
Benefits of Human Resource Accounting

The main benefits of Human Resour ce Accounting are: -

1. HR Accounting helps the company ascertain how much Investment it has made on its
Employees and how much return it can expect from this Investment

2. The Ratio of Human Capital to Non-Human Capital computed as per the HR Accounting
Concept indicates the degree of Labour Intensity of an Organisation.

3. HR Accounting providesabasisfor planning of physical assetsvis-a-vis Human Resources
4, HR Accounting provides valuable information to Investors interested in making Long
Term Investments in Service Sector Companies

b) Inflation Accounting
Inflation accounting is an accounting method designed to adjust financial statementsto reflect the
effects of inflation. Traditional accounting methods, based on historical cost accounting, often fail
to accurately represent the true economic reality of a business when prices are changing due to
inflation. Inflation accounting aims to provide a more redlistic picture of a company's financia
position and performance in an inflationary environment.
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Here are some key aspects of inflation accounting:
Adjustment of Financial Statements:

Inflation accounting involves adjusting financial statements, such as the income statement and
balance sheet, to account for changesin the general priceleve. Thisadjustment helpsin presenting
amore accurate picture of the real value of assets, liabilities, revenues, and expenses.

Monetary and Non-Monetary Items:

Inflation accounting distinguishes between monetary items (those whose amounts are fixed in
terms of money) and non-monetary items (those whose amounts are not fixed in terms of money).
Monetary itemsare adjusted to reflect changesin the genera pricelevel, while non-monetary items
are not.

Current Cost Accounting:

One approach to inflation accounting isthe use of current cost accounting. Thisinvolvesrestating
the historical cost of assetsand liabilitiesto their current values. Thisadjustment is meant to reflect
the replacement cost of assetsin today's dollars.

Purchasing Power Gain or Loss:

Inflation accounting considersthe purchasing power gain or loss associated with holding monetary
assets during inflation. For example, if a company holds cash, the real value of that cash may
decrease during inflation, leading to a purchasing power |0ss.

Impact on Profit and L oss:

Inflation accounting can significantly impact reported profits. Traditional accounting methods may
overstate profits during inflationary periods because historical costs are generaly lower than
replacement costs. Adjusting for inflation helps provide a more accurate representation of the
economic substance of transactions.

Tax Implications:

In some jurisdictions, tax authorities may allow companies to use inflation-adjusted financial
statements for tax purposes. This can impact the taxable income reported by a company and affect
itstax liability.

Challenges and Criticisms.

Inflation accounting has faced criticism for being complex and subjective. Determining
appropriate price indices and adjusting for inflation requires judgment, and different methods can
yield different results. Additionally, some argue that inflation accounting may not be necessary in
times of low or stable inflation.

International Financial Reporting Standards (IFRS):
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International accounting standards, such as IFRS, provide guidelines for inflation accounting.
However, the adoption and application of inflation accounting practices can vary across countries
and industries.

In conclusion, inflation accounting is a method aimed at providing a more accurate representation
of a company's financial position and performance in the context of changing prices. It helps
address the shortcomings of historical cost accounting during inflationary periods and provides
stakeholders with a clearer understanding of a company's economic reality.

c) Capital and Revenue Expenditure

Capita expenditure is that expenditure which results in acquisition of an asset or which resultsin
an increase in the earning capacity of a business. The benefit of such expenditure lasts for along
period of time. Examples: Purchases of land, buildings, machinery, furniture, patents, etc. All these
assets stay in business and are used again and again. Other examples are money paid for goodwill
(like the right to use the established name of an outgoing firm) since it will attract the old firm’s
customers and thus will result in higher sales and profits; money spent to reduce working expenses
like conversion of hand-driven machinery to power-driven machinery and expenditure enabling a
firm to produce a large quantity of goods. Expenditure which does not result in an increase in
capacity or in reduction of day-to-day expensesisnot capital expenditure, unlessthereisatangible
asset to show for it.

Expenses whose benefit expires within the year of expenditure and which are incurred to maintain
the earning capacity of existing assets are termed as revenue expenditure. Amounts paid for wages,
salary, carriage of goods, repairs, rent and interest, etc., are examples of revenue expenditure.
Depreciation on fixed assetsis a so arevenue expenditure. To the extent the materials are used up,
they will be revenue expenditure. Similarly, cost of goods sold is revenue expenditure. Costs
incurred to acquire an asset are capital but costs incurred to keep them in working condition or to
defend their ownership are revenue. Fee paid to a lawyer for checking whether al the papers are
in order before land is purchased is capital expenditure. But if later a suit is filed against the
purchaser, the legal costs will be of revenue type.

DIFFERENCE BETWEEN CAPITAL AND REVENUE EXPENDITURE

The following are the points of distinction between capital expenditure and revenue expenditure:
(i) Capital expenditure isincurred in acquiring or improving permanent assets which are not meant
for resale. But revenue expenditure is a routine expenditure incurred in the normal course of
business and includes cost of sales as also the upkeep of fixed assets etc.

(i) Capital expenditure seeks to improve the earning capacity of the business whereas revenue
expenditure isincurred to maintain the earning capacity of the business.

(iii) Capital expenditure is normally a non-recurring outlay but revenue expenditure is usualy a
recurring features.
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(iv) Capital expenditure produces benefits over several years. Hence, only asmall part is charged
as depreciation to income statement and the rest appears in the balance sheet. But revenue
expenditure is consumed within an accounting year and the entire amount is charged to the (current
year’s) income statement. Hence, it does not appear in the balance sheet. Deferred revenue
expenditure is however an exception to thisrule.

d) Deferred Revenue Expenditure

There are certain expenses which may be in the nature of revenue but their benefit may not be
consumed in the year in which such expenditure has been incurred; rather the benefit may extend
over anumber of years, for example, heavy advertising expenditure incurred in introducing a new
line or developing a new market. Charges of these expenses are deferred because such expenses
benefit more than one accounting period. The matching principle demandsthis. The basisof charge
isusually proportionate to the benefit consumed/reaped.

The practice which varies considerably isto write off the amount over the period of yearsin which
the benefit is expected to accrue say 3 to 5 years. If the expenditure can be ear-marked as being in
respect of a specified object, the expenditure should be written off during the life of that object.
Example: Heavy advertising expenses on a new product, accidental losses like loss arising from a
fire or an earthquake; the loss may be spread over afew years. The deferred revenue expenditure
not yet written off is shown on the assets side of the balance sheet. In the case of joint stock
companies, it is deducted from reserves.

Thus, deferred revenue expenditureisrevenuein character but —
(1) the benefit of which is not exhausted in the year of expenditure, or

(ii) is applicable either wholly or in part to the future years, or

(iii) isaccidental with heavy amount and it is not prudent to charge it against the profit of one year.

The deferred revenue expenditure may be classified into the following three categories:
(i) Expenditure partly paid in advance, where a portion of the benefit has been derived within the

accounting period and the balance will be reaped in anumber of future years. Therefore, the benefit
to be reaped in future is shown in the balance sheet as an asset e.g. specia advertising expenditure
for anew product.

(if) Expenditurein respect of service rendered which for any sound reason isconsidered as an asset
or more properly not considered to be allocable to the one accounting period e.g. cost of

experiments, discount on issue of debentures etc.
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What is need and importance of business communication. What are seven Cs to
remember in written communication.

Need and I mportance of Business Communication:

Communication has evolved into one of the key factors in the aspects of organizational
operations. Business communication occurs between two or more parties to exchange
business related information. The success of abusiness depends on the efficacy of business
communication. For this, communication isregarded as the lifeblood of business. Therole
or importance of business communication is discussed below:

Exchanging information: Communication is mainly the exchange of information between
two or more parties. Through communication, organizations exchange information with
internal and external parties. Communication also bring dynamism in organizational
activities and helpsin attaining goals.

Preparing plans and policies. Communication helpsin preparing organizational plans and
policies. Redlistic plans and policies require adequate and relevant information. The
managers collect required information from reliable sources through communication.

Execution of plansand policies: For timely implementation of plansand policies, managers
must disseminate those in the whole organization. In order to disseminate the plans and
policiesto theinternal and external parties, managers rely on communication.

Increasing employee’s efficiency: Communication also helps in increasing the efficiency
of employees. With the help of communication, organizational objectives, plans, policies,
rules, directives and other complex matters explain to the employees that broaden their
knowledge and thus help them to be efficient.
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Achieving goals. Effective communication helps the employees at al levels to be
conscious and attentive. It ensures timely accomplishment of jobs and easy achievement
of goals.

Solving problems. Through various communication channels, the managers can be
informed of various routine and non-time problems of the organization and accordingly
they take the necessary actions of stepsto solve the problems.

Making decisons. Making timely decisions requires updated information. Through
effective communication, managers can collect information from different corners and can
make the right decisions.

Improving industrial relation: Industrial relation is the relation between workers and
management in the workplace. Good industrial relation is always desired for business
success. Communication plays a vital role in creating and maintaining good industrial
relation.

Publicity of goods and services. In the modern age, business is becoming highly
competitive. Manufacturers producing products of commonconsumption are very
competitive. However, all of them cannot sell equally well. The organization that can
communicate better, can also sell better.

Removing controversies. Effective communication allows smooth flow of information
among various parties involved in the negotiation or transaction. As a result, conflicts,
controversies and disagreements can be resolved easily.

Enhancing employee satisfaction: If there is free and fair flow of information in the
organization, it will certainly bring mutual understanding between management and
workers. Such understanding enhances the satisfaction of employees.

Enhancing loyalty: Effective communication helps the managers to be aware of the
performance of their subordinates. In such a situation, the subordinates try to show their
good performance. Later on, if management praises their performance, it will enhance
employees’ loyalty.

Seven Cs of communication are explained below:

1. Clarity:

1. Clarity means getting the message across so the receiver will understand what the sender
istrying to convey.

2. The sender wants the other person to interpret the words with the same meaning the
sender hasin mind.

3. Accomplishing that goal is difficult because individual experiences are never identical,
and words have different meanings to different persons.



Here are some specific ways to help make the messages clear:

1.Choose short, familiar, conversational words.

2.Construct effective sentences and paragraphs.

3.Achieve appropriate readability (and listenability).

4. Include examples, illustrations, and other visual aids, when desirable.

. Completeness:

Every communication must be complete and adequate. Incomplete messages keep the
receiver guessing, create misunderstanding and delay actions. Every person should,
therefore, be provided with all the required facts and figures. For example, when factory
supervisor instructs workers to produce, he must specify the exact size, shape, quality and
cost of the product.

Any assumptions behind the messages should also be clarified.

While answering aletter, al the questionsraised in the letter must be replied.

. Conciseness:

In business communication, one should be brief and be able to say whatever he/she has to
say in fewest possible words without sacrificing the other C qualities. Conciseness is
desired because of the following benefits:

1. A concise message saves time and expense for both sender and receiver.

2. Conciseness contributes to emphasis, by eliminating unnecessary words, you let
important ideas stand out.

3. When combined with a “you-view”, concise messages are inherently more interesting to
recipients as they avoid unnecessary information.

. Concreteness:

« Communicating concretely means being specific, definite, and vivid rather than vague
and general.

* The following guidelines can help to compose concrete, convincing messages.

» Use specific facts and figures.

* Put action in the verbs.

* Choose vivid, image-building words.

. Correctness:

1. The term correctness as applied to business messages meansright level of language and
accuracy of facts, figures and words.

2. If the information is not correctly conveyed, the sender will lose credibility.

3. Transmission of incorrect information to superiors will vitiate decision making process.
4. Transmission of incorrect information to outsiders will spoil the public image of the
firm.

5. To convey correct messages, grammeatical errors should also be avoided.

6. One should not transmit any message unless he/she is absolutely sure of its correctness.

. Consideration



1. Consideration meansthat the person prepares every message with the recipient in mind
and triesto put himself in his or her place.

2. Trytovisualizethereaders (or listeners)—with their desires, problems, circumstances,

emotions, and probable reactions.

Then handle the matter from their point of view.

4. Thisthoughtful consideration isalso called "you-attitude,” empathy, the human touch,
and understanding of human nature. (It does not mean, however, that one should
overlook the needs of the organization.)

5. Consideration underliesthe other six C's of good business communication

7. Courtesy
 Courteous messages help to strengthen present business friendships, as well as make
new friends.
» Courtesy stems from sincere you-attitude.
* It is not merely politeness with mechanical insertions of "please’'s’ and "thank-you's."
* To be courteous, considerate communicators should follow these suggestions regarding
tone of the communications:
* Be sincerely tactful, thoughtful, and appreciative.
» Omit expressions that irritate, hurt, or belittle.
» Grant and apologize good-naturedly.

w

Q2. “Communication is a one-way process”. Do you agree? How to make it effective?
Briefly explain the various barriersto effective communication.

Ans 2. | do not agree to the statement “Communication is a one-way process.” Communication,
to be effective, has to be atwo-way process. Communication process is explained below:

The process begins with a person’s desire to share or exchange an idea, thought or feeling
with another person(s).

It involves:

A sender

A message

A medium

A receiver

Early ideas of communication:
One- way (linear) process:

| Sender | Message |4 Medium | Receiver |




1. Two- way Communication process.
Also called Transactional Communication
In this model, receiver also acts as the sender of feedback to the original transmitter
(sender)

Msg Msg Ms Msg
Source Encoding Channol Decoding Recsiver

Feedback
- - Context

Barriersto effective communication:
1. Semantic Barriers. Misunderstanding the feelings of the sender or getting awrong meaning
of it. This can happenif the information is not in simple language.
(1) Badly expressed message: wrong choice of words
(2) Using symbols/ words with different meaning. Example: “Value” has many meanings
In various contexts.
(3) Faulty translation: according to receiver’s level of understanding
(4) Unclarified assumptions: from the point of view of sender; assuming receiver knows
basics
(5) Technical jargon: such aslanguage used by industrial engineers, quality controllers
(6) Body language and gesture decoding: such as nodding of head can mean yes or no by
different people.
2. Psychological/ Emotiona Barriers:
(1) Premature evaluation; before the closure of entire message
(2) Lack of attention by the receiver of the message
(3) Loss of transmission and poor retention: this happens when message passes through
many people.
(4) Distrust: If the receiver does not trust the sender.
3. Organizational Barriers:
(1) Organizational policies. For example: policy of written communication may lead to
delay in communication.
(2) Rules and regulations. For example: rules about the medium of communication can
delay the communication.
(3) Complexity in organization structure: Number of managerial levels
(4) Organizational facilities. For example: telephones not being available on an
employee’s workstation etc.
4. Personal Barriers:
(1) Barriersrelated to superiors:
(a) Fear of challenge of authority
(b) Lack of confidence in subordinates
(2) Barriersrelated to subordinates:
(a) Unwillingness to communicate
(b) Lack of proper incentive
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Q3.

Difference in Language:

Difference in language is the most obvious barrier to communication as two people
speaking two different languages cannot communicate with each other. For example, an
American goesto China. The person does not understand Chinese and most peoplein China
do not understand English. So, when the person speaks, the communication is worthless as
the other Chinese person doesn’t understand it.

Regional Accentsand Dialects: The accents and dialect (use of words) of people belonging
to different places differs even if their language is same. Though the languages are
technically the same in people using different dialects and accents, the meanings,
implications and interpretations of words are different, which may lead to various kinds of
conflicts. For example, If a Scottish farmer talks to a person from London, they do not
understand most of the words the other says even though they both speak English. The
word ham and bacon can be used interchangeably in Scotland but they are different in
England.

Physical Barriers:

These relate to the physical environment in which communication occurs. Examples
include noise, distance, poor lighting, and physical disabilities. Addressing physical
barriers involves optimizing the environment for effective communication.

Cultural Barriers:

Differences in cultural norms, values, and communication styles can create barriers.
Examples include language differences, nonverbal cues, and social customs. Sensitivity to
cultura diversity and adapting communication approachesis crucial.

Emotional Barriers:

Emotional states such as anger, fear, or stress can impact communication. Emotional
barriers may lead to defensive responses or misinterpretations.

What is Cross- cultural communication in Globalized World? Discuss the main

problemsin inter cultural communication.

Cross-cultural communication can be defined as adialogue or any kind of interaction (both
verbal and non-verbal) between people of different nationalities.

Applied to a business-oriented context, cross-cultural communication refers to how well
peoplefrom different culturesinteract in abusiness environment. And how well they adapt
their communication style to their co-worker’s culture.

Cross-cultural communication refersto the process of exchanging information, ideas, and
messages between people from different cultural backgrounds. In a globalized world,
whereindividual s and organizations interact across borders, cross-cultural communication
has become increasingly important. It involves understanding and navigating the cultural
differencesthat exist between people with diverse cultural, ethnic, religious, linguistic, and
social backgrounds. Effective cross-cultural communication is essential for building
relationships, fostering collaboration, and avoiding misunderstandings.

The need to communicate in cross- cultural environment arises from globalization. Cross-
cultural communication has become strategically important to companies due to the
growth of global business, technology and the Internet. Understanding cross-cultural
communication is important for any company that has a diverse workforce or plans on
conducting global business. Thistype of communication involves an understanding of how
people from different cultures speak, communicate and perceive the world around them.
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Here are key aspects of cross-cultural communication:

Cultural Awareness. Cross-cultural communication begins with an awareness of one's
own culture and an appreciation for the diversity of other cultures. It involves recognizing
and understanding cultural norms, values, customs, and communication styles.

Verba and Nonverbal Communication: Different cultures may have distinct
communication styles, including verbal expressions, tone of voice, and nonverbal cues.
Understanding these variations helps in interpreting messages accurately.

Language Differences. Language is a crucial aspect of cross-cultural communication.
Misinterpretations can arise due to language nuances, idioms, and varying levels of
proficiency. Language barriers can be overcome through trandation services or language
training.

High-Context vs. Low-Context Cultures: Cultures are often categorized as high-context or
low-context based on their communication styles. High-context culturesrely on contextual
cues, relationships, and nonverbal communication, while low-context cultures place more
emphasis on explicit verbal communication.

Cultural Sensitivity: Being culturally senstive involves understanding and respecting the
cultural norms and values of others. It includes avoiding stereotypes, showing openness,
and adapting communication stylesto suit the cultural context.

Effective Listening: Active and empathetic listening is crucia in cross-cultural
communication. People from different cultures may express themselves in diverse ways,
and careful listening helpsin grasping the intended message accurately.

Adaptability: Successful cross-cultural communicators are adaptable. They can adjust
their communication style and behavior to accommodate the preferences and expectations
of individuals from different cultures.

Conflict Resolution: Conflict may arise from cultural misunderstandings. Effective cross-
cultural communication involves employing conflict resolution strategies that consider
cultura differences and seek mutually acceptable solutions.

Cultural Intelligence: Cultural intelligence (CQ) refersto the ability to function effectively
in culturally diverse situations. It includes skills such as cultural awareness, cultural
knowledge, and the ability to adapt to different cultural contexts.

Building Trust: Trust isthe foundation of successful communication. Building trust across
cultures requires consistency, reliability, and demonstrating respect for cultural
differences.

Global Business and Collaboration: In the business world, cross-cultural communication
isessential for international collaborations, negotiations, and partnerships. Understanding
the business etiquette and communi cation norms of different culturesis crucial for success.
Ethnocentrism: It isthe biggest problem in this communication. People bring the prejudices
of their cultures to their interactions. Ethnocentrism is the belief that one’s own group or
culture is superior to all other groups or cultures. Example: Expecting everyone to speak
English by Americans etc. An effective communicator avoids ethnocentrism and embraces
cultural relativism. Cultural relativism: it isthe belief that another culture should be judged
by its own context rather than measured against someone else’s culture.

Stereotyping: It isthe generalization about some group of people that over-simplifiestheir
culture. Example: Black Americans might be great athletes but sometimes not; Asians may
be gifted at Mathematics but sometimes not etc.



14. Prgjudice: It is the negative attitude towards a group of people just because they are who
they are. On the receiving end are generally the marginalized groups though it can be made
against larger group. It is often based on ignorancei.e. dominant group chooses not to know
much about the target of its prejudice. Example: Non- English speaking people, Coloured
people, poor people, working women etc.

15. Discrimination: Differential treatment of an individual due to minority status; actual and
perceived; e.g., "we just aren't equipped to serve people like that."

16. Cultural Blindness: Differences are ignored and one proceeds as though differences did not
exist.

17. Cultural Imposition: Belief that everyone should conform to the majority; e.g., “we know
what's best for you, if you don't like it you can go elsewhere.”

18. Tone Difference: Forma tone change becomes embarrassing and off-putting in some
cultures.

Q4. Explain how can you improve command over spoken and written English? What arethe
barriersto listening? Discuss the waysin which a person can learn the art of listening?

W ays to impr ove command your written English

1. Expand your vocabulary: To express yourself clearly, a person need agood active
vocabulary. That’s not just being able to recognize lots of words — it means actually being
ableto use them correctly. Do this by learning new words with exampl e sentences, not just
word lists.

2. Write how you speak: This doesn’t always apply, but generally we can improve the
fluency and readability of our writing by simply writing how we speak. That doesn’t mean
writing lots of slang words and uh, eh, and er! But think about how people use smple
English when they speak and how naturally it sounds and aim to give your writing the same
easy flow.

3. Learn new words: It goeswithout saying that to write with more confidence and fluency,
we need to expand our vocabulary. If we haven’t done so already, start a personal
dictionary. Any words that we come across that we don’t know, write down and translate,
then test our self on how many of them we can remember, and start using them in our
writing and conversations.

4. Improve your grammar: Grammar is very important because it improves the quality of
our writing. Always use the appropriate tense and remember to use punctuation.
Punctuation is a great way to make your writing clear and fluent.

5. Read a lot: Even without physically writing, we can improve our writing skills. By
reading as much as we can, we’ll develop your vocabulary and understanding of how
English is used. We don’t mean that we should be studying syntax and sentence clauses —
simply read for pleasure and we’ll pick things up subconsciously! We could start with the
English version of our favorite book, or work our way through these classic novels. And
by the way, if we need extra encouragement, Joseph Conrad, the author of Heart of
Darkness, didn’t speak English until in his 20s and went on to become one of the most
celebrated English novelists of all time!

6. Makewriting adaily habit: Asthe saying goes:. practice makes perfect. So, the only way
to improve your writing over time is to keep doing it. Even just 5 or 10 minutes aday, if


https://englishlive.ef.com/blog/study-tips/upgrade-english-vocabulary-newspapers-magazines/
https://englishlive.ef.com/blog/study-tips/upgrade-english-vocabulary-newspapers-magazines/
https://www.kaplaninternational.com/blog/10-classic-novels-you-should-be-reading-english
https://www.kaplaninternational.com/blog/10-classic-novels-you-should-be-reading-english

done every day, will really help you improve your written English. Y ou could keep adiary
in English or write a blog about your experiences learning English and living in a new
country, or even start writing your social media posts in English.

7. Use a pen and paper: No computer = no autocorrect. That means we’ll need to think
about how to correctly spell words (and we can use our personal dictionary) rather than
relying ontechnology to doit. There’s also something about writing the shape of each letter
that helps us to remember new words and correct spelling, not to mention learning the
valuable skill of handwriting in English.

8. Form follows function: There are lots of different types of written English —
diaries, essays, CVs, poems, short stories, tweets, and so on. It’s important to consider
what type of writing you are doing and its purpose (its function). Also, think about who
will be reading it and what you want them to do. When you know the function, you can
adapt the style.

9. Check for mistakes: The last thing you do when you write something, is carefully read
it to make sure it makes sense and you haven’t made any mistakes. Always, always

proofread your work.

Waysto improve command your spoken English
1.Practice Reading Loudly: To gain a good command over the language, always practice
speaking loudly. Whenever you read anything in English, speak in alouder voice, so that
we can hear our own sound. With that, you will be able to understand each and every word
of the content. Also, it has been proved that speaking loudly increase your confidencelevel.
So, start reading your point of interest in alower voice.
2. Speak in Front of Mirror: It has aways been prescribed that in case we want to increase
our confidence, speaking skills, Mirror isthe best guide for you. So, make Mirror your best
friend which can renovate you completely asit showsthereal Y OU. If we have the dare to
chase our self in front of amirror, then we can be the most successful person over theglobe.
Speaking in front of the mirror enables us to overcome hesitation and improve your
speaking skill set.
3. Alwaysuse aDictionary: We have started reading English stuff, but we will collide with
countless words whose meanings are unknown to us. For that purpose, aways take a
Dictionary along with you while reading anything. As soon as we collide with an unknown
word, check out its meaning from the dictionary and then try to make the meaning of that
sentence. Along with that, we can aso make a habit to write one new sentence of our own
with the newly discovered work. With this habit, we will not only attain a good command
over English, but also get well prepared for WAT (Word Association Test).
4. Learn a new Word Everyday: With a habit to read on a daily basis, we will see an
impressive change in your English-speaking capability. But later, when we will read
regularly, wewill find lesswords to discover from the Dictionary. In that case, we can start
taking a new word each day and create our own meaningful sentence after understanding
its meaning. we can take help of Internet to get our Word of the Day. Thiswill enhance our
vocabulary and will make a good collection of words.
5. Speak English with your Friends, Siblings, Colleagues: All our practiceishalf successful
if we don’t overcome our hesitation in speaking with people within our surroundings. For
that, we should start speaking with our friends, college buddies, siblings in English and
encourage them al so to revert in the same language. With that, you will not only overcome



our hesitation and get a good command over the language, but we will also become a
helping hand for many others who are facing the same situation nearby us.

6, Start Writing a Diary: Diary writing is a hobby of many Defense Aspirants. But to grab
a good command over English, we should start writing Diary on daily basis in English
only. It will not only allow usto express your thoughtsin the form of words, but also will
help you in thinking different English words that can be used while writing.

7. Observe the Speaker’s Mouth: When we start practicing English by watching a speaker
on atelevision, note the speaker’s mouth and lips movements. Also try to imitate the tone
and rhythm of the speaker.

8. Think in English: Now most of the Indian students or people who learn English does
acommon mistake of trandating a sentence from their native language into English. This
givesan MTI influence. So always think in English, if wewant to speak the language well.
Listening requires hard work asit involves concentration. It takes energy to concentrate on
listening to what is being said, to concentrate on understanding what has been heard, and
to make an objective evaluation of what has been understood. In practice, many listeners
fail in a number of ways. Effective listening promotes organizational relationships,
encourages product delivery and innovation, as well as hel ps organization to deal with the
diversity in employees and customers it serves. To improve your communication skills,
you must learn to listen effectively. Effective listening gives you an advantage and makes
you more impressive when you speak. It aso boosts your performance.

The inefficient listeners may:

1.
2.

o
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Drift, with their attention drifting away from what the speaker is speaker.

Criticize the speaker or the delivery. Instead of focusing on what the speaker isi saying, his
or her thoughts and feelings, they may focus on how he or she is saying it. In the process
of trying to notice errorsin accent, grammar, etc., they fail to listen.

Counter, constantly trying to find counter-arguments to whatever the speaker is saying.
Listen only for facts and not for feelings and emotions, and want to skip the details.

Get over stimulated when questioning or opposing an idea, and overreacting to certain
words and phrases.

Filter by excluding from their understanding those parts of the message which do not
readily fit with their own frame of reference.

Assume in advance that the subject is uninteresting and unimportant.

Withdraw attention, start daydreaming.

Fake attention, which the speaker can easily see.

. Hear only what they expect to hear, because of preconceived notion about the speaker or

the situation.

Waysto learn theart of listening are asfollows:

1.

Desiretolisten: Thefirst step one needsin effective listening isto create adesireto learn
and to listen. One should analyze one’s own shortcomings consistently as a listener and try
to overcome them. One should learn to have a propensity to listen more than to talk. One
should discover interests’ field.

Resisting Distractions. In the process of listening there may be many distractions at
physical or mental level. For example Anger hampers and inhibits communication. Angry
people jam their minds to the words of others We have a pace of thinking faster than that



of speaking, our attention beginsto wander whilewe listen to someone. When this happens,
we should make a conscious effort to bring our mind back to what is being said. We should
be alert to the speaker’s message that is transmitted through verbal as well as non-verbal
means. We should not be diverted by his or her physical appearance, the delivery or
mannerism of the speaker. We should concentrate on the message that the speaker triesto
convey. Remain calm. Thiswould help grasp and understand the matter/content

3. Focuson the Message: Skilled listeners focus on listening more to the message than to the
matter of listening. Each speech contains a limited number of points. Our adapting to a
right manner of listening makes us identify these points which, together, convey the main
message of a speech. At the same time, we should also listen to the statements that support
theinclination or the intent of the speaker and be open to accept new ideas and information.

4. Delay Evaluation and Premature Conclusions. We should give the speaker adequate time
to say by all means. We should not jump to conclusions. First we should try to understand
the message, and then evaluate it. Premature judgment hampers effective listening. Keep
on asking questions. This demonstrates that how well you understand the speaker’s ideas
and also that you are listening.

5. Taking Notes. We should know that our perceiving the essence of the speech isnot the end
of listening. We should also know how to record what we listen. Learning how to take
notes to keep track with the speaker’s message should be the main thrust of the listener.
Also, how a listener drives the main thrust of the speaker’s message home is also very
important. Taking down notes guides us to become a more attentive and a creative listener.
“Step into the shoes of others”, i.¢., put yourself in the position of the speaker and observe
things from hisview point. Thiswill help creating an atmosphere of mutual understanding
and improve the exchange of ideasin communication process.

6. Effective listening requires both deliberate efforts and a keen mind. Effective listeners
appreciate flow of new ideas and information. Organizations that follow the principles of
effective listening are aways informed timely, updated with the changes and
implementations, and are always out of crisis situation.

Q5 (a) Draft a suitablereply to a customer who has complained about the poor services of
the type write supplied by you.

(a) Reply to customer:
ABC Pvt. Ltd.

21, Street 3,

C. Place

Delhi 110001

Date:

Mr. XYZ

90, Road B23
D. Place
Delhi 110002

Dear Sir



With reference to your letter dated Jan 01, 2017, we would like to express our apologies
for the inconvenience caused to you by our services. As expressed in your letter, the
services provided to you during and after installation of the typewriter were not as per our
standards.

We shall send our customer support engineer at your given address to help you with the
typewriter as per the time convenient to you. Please communicate the same to us on our
customer helpline number.

Assuring the best of our servicesin the future.
Thanking you

DEF
Customer Service Manager
ABC Pvt. Ltd.

(b) Draft a salesletter to promote the sales of some new cosmetics.

SAMPLE LETTER
[Senders Name]
[Addressling]
[State, ZIP Code]
[Letter Date]

[Recipients Name]

[Addressling]

[State, ZIP Code]

[Subject: Normally bold, summarizes the intention of the letter] -Optional-

Dear [Recipients Name],

We are so happy to announce that Cashmere Women's Store has a new Cosmetics
Department!

You are one of the loyal customers of our store, and now that we have expanded, we want
you to enjoy your shopping experience more. We carry cosmetics from all over the world
- like Miumiu, Femme Fatale, Shimmering, Lady in Red - and some exclusive brands such
as Premium Blue, Clear Water, and many more. A complete selection of great cosmetics
all within your reach.

Don't forget the great savings that you'll have. No one can beat our reasonable prices.

We want to show our appreciation for your patronage by giving you this 30% discount
coupon you can use in the Cosmetics Department until June 30th.



Aren't you just excited to visit our cosmetics Department? Check us out today, and bring
your discount coupon.

Sincerely,

[Senders Name]
[Senders Title] -Optional -

Q6 Write short noteson the following: -
@ Pressrelease
Pressrelease isashort, compelling news story written by a public relation professional and
sent to targeted members of the media. The goal of a press release is to pique the interest
of ajournalist or publication. A pressrelease should read like a news story, written in third-
person, citing quotes and sources and containing standard press release information.

The standard press rel ease begins with contact information, mostly likely the name, phone
number and e-mail address of the person who wrote the release. Next is the headline,
arguably the most important four or five words in the whole press release. The headline
will be what the journalist reads first.Press releases typically end with a short description
of the company or organization that's issuing the release, along with a call to action. The
call to action could be to participate in the event being promoted, to take atest drive of the
product, or smply to find out more by contacting the author of the press release.

(b)Agenda

There are three components of a business meeting: Notice, Agenda and Minutes.

Agenda: An agenda is the list of items to be considered at a meeting. It is also called
business or order of business. It comes from the Latin word agendum (singular) which
means ‘a thing to be done.” But agenda (the Latin plural) is used as a singular noun.

It is the route map of the meeting. The specimen notices above aready contain a hint of
how it iswritten. The agendamay be a part of the notice or may be attached as an annexure.
The convenor/secretary prepares it in consultation with the chairperson and gets his
approval.

The items of agenda should cover all that is necessary to be considered at that time.
Meetings take time and effort to arrange; hence the agenda has to be well thought out.

The items may be devised from:

(a) Previous minutes

(b) Suggestions received

(c) Actions and events since last meeting

(d) Correspondence of the organisation

The agenda contains routine items as well as special ones.

Here are some guidelines for listing the items:

1. Apologies from absent members (need not be written previoudly)



2. Condolencesif any (may or may not be written previoudly)

3. Reading and approval of minutes of the last meet

4. Matters arising out of previous meet’s minutes (this need not always be mentioned)
5. Urgent and non-controversial items

6. Matters requiring closer discussion and debates

7. Any new, on-the-spot items with the approval of the chairman

8 Date of the next meet.

Thelast item in ameeting isavote of thanksto the chairman but this need to be mentioned.
The items are mentioned briefly or elaborately according to the practice or need. The
agenda should be manageable within the time at disposal. Some clubs have atime limit for
the duration of a meeting (e.g. 90 minutes), which automatically dictates the scope of
discussion.

(c) Notice

There are three components of a business meeting: Notice, Agenda and Minutes.

When a meeting is to be convened, a notice is required to be sent to all who are to attend
it.

It should satisfy these conditions:

1.1t should be under proper authority.

2.1t should state the name of the organization.

3.1t should state the day, date, time, and place. Also, sometimes, how to reach the place.
4.1t should be well in advance.

5.1t should state the purpose and, if possible, the agenda.

6.1t should carry the date of circulation and convener’s/secretary’s signature.

7.1t should go to al persons required at the meet.

8.1t should mention the TA/DA etc. payable and the arrangements for this.

In practice, it is necessary to ensure that the notice has reached in time. This may be done
telephonically. Dispatch section and post are prone to delays. We often find that between
the date of aletter from amajor public organisation and the post mark on the |etter, there
isagap of 10-12 days. A notice that should reach seven days before a meet should not
reach seven days after the meet.

Q7. Differentiate between Circulars, Office Memorandums, and office orders while
explaining purpose, for mat, language and tenses used for each of them.

Ans.7

Circular

Circular letter is one of the oldest types letters. Thiskind of letter originated in ancient time when
people felt the necessity of circulating any message to a large number of people at atime in the
same way.



Generally, the letter that is used to circul ate any special message to a huge member of audiences
at the same time is known as circular letter. It is one of the cost-effective means of circulating
information or introducing new products to mass people. However, circular letters are not only
used in business, but also in social, political and personal affairs.

Purpose of Circular
Circular letter circulates information rel ating to a company, its products and servicesetc. to alarge

number of people at atime. It plays an important role in the growth and devel opment of business.
Itsimportance is briefly discussed below:

1. Easy method of conveying information: Circular letter is the most easy, smple and
effective way to convey any information to a huge number of people.

2. Achieving economy: Circular letter can be used for wide publicity of products. As aresult,
organizations can save cost of sending letters to different parties separately and can gain
economy.

3. Savingtime: Circular letter transmits information to alarge number of people a atime. It
does not require reaching each individual separately. Thus, it savestime.

4. Less effort: Circulating information to everyone separately is a time consuming and
laboriousjaob. Circular letter helpsto overcomethis problem. Through circular letter, we can
communicate with large number of people at a minimum effort.

5. Creating market: Through circular letter, a company can inform the potential customers
about its products and services. In thisway, new market can be created.

6. Increasing consumer’s confidence: Convincing and attractive circular letter can easily
touch the reader’s heart and thus helps to enhance consumer’s confidence on the company’s
products.

7. Creating public consciousness: In circular letter, information like price, quality, utility,
place of availability etc. are mentioned in detail that make people more conscious about the

product.

Drafting of a Circular:
A circular may be drafted into two distinct forms:

(a) It may be in the form of a letter when there is an intention to persuade the members to do
something or to cooperate with the association. It is often called a circular letter. Sometimesit is
in the form of an appeal.

(b) It may beinthe form of a pure circular and not a circular letter.



Specimen 1—Circular to the member s of an association
West Bengal Professors’ Association

July 1,xxx
To All Members
Dear Sir,

The undersigned has the pleasure to inform you that Calcutta Book Club, a premier
publishing firm, has offered to the Association 50 copies of its forth-coming publication named
‘Commerce Manual’ at a concessional rate of Rs. 100.00 per copy (market price being Rs, 125.00)
for its members.

Any member intending to buy a copy may deposit the amount with the Office Secretary of the
Association on or before 14.8.xx

Yoursfaithfully,

General Secretary

Office M emorandums

Office Memorandum is popularly known as memo. The literal meaning of the word
memorandum isanoteto assist the memory. Memos are the written internal communication means
for exchanging information relating to day-to-day functions within the organizations.

According to Lesikar and pettit, “Memorandum is a form of letters written inside the business”.
According to Stewart and Clark, “Memos are used to communicate with other employees,
regardless of where the employees may be located in the same organization.”

According to S. Taylor, “Memo is a written communication form one person to another (or a
group of people) within the same organization.”

So, memorandum or memos are an internal short note or letter in which information exchanged
among superiors and subordinates or same potion of employees in the organizational structure.

Pur pose of Office Memorandum

1. Timesaving: We can seethat may organizations use printed memo. Asit isusually printed,
it takes lesstime to draft it.
2. Less formality: No formality is necessary in drafting a memo, usually inside address,

salutation and complimentary closing is omitted init.

3. Maintenance good relationship: It can help to maintain the good relationship among the
boss and subordinates, because the bossing attitude is absent here.
L ow cost: The cost of communication through a memo isless than those of others.
References: Memo is awritten document. So, it can be used for future references.
Inform the decisions and actions. The main objective of memo isto inform the decisions

and actions. For this purpose, it should be written by the higher authority.



7. Request the decisions and actions. The objective of memo is to request the decisions and
actions. For this objective, it may be drafted by the sub-ordinate.

8. Provideinformation: Another important objective of the memo is to provide information
form one level to another within the business.

9. Remain someone of action: Memo is aso written to remind someone of action, if requires.

10. Others: Issuing orders and instructions, providing response, providing suggestions,

presenting informal report, solving problems.

Drafting of Office Memorandum:
All memos are structured similarly. They have the following elements:

e An addressee: Flush left, in capital letters, near the top of the page

e Thesender: Flush left, in caps, immediately below the addressee

o Date: Flush left, in caps, immediately below the sender’s name

e Subject: Flush left, in caps, immediately below the date
Use suitable paper for your memos — white bond, either note size or standard to fit most desk in-
baskets.

This figure shows an example of a properly structured memo.

Memorandum
TO: GTS Sales Staff
FROM:  Karen Moore
CC: Mr. John Sakazaki
DATE: April 18, 2008
SUBJECT: Customer Presentation

The JSKL Marketing presentation you prepared last week to showcase our new
product line was exceptional!

Your enthusiasm, sales strategy, and product knowledge were impressive and
certainly sealed the deal with Mr. Lockhart!

Thank you for your outstanding work and dedication. Bonus checks will be
distributed next week.

My sincere congratulations to all of you!




Office order

Officeorder isan order issued by the employer or the authority or senior employees. Office orders
contain instructions about work-related information indicated by the organization. The employees
are bound to accept it. Office orders are issued at the beginning of the month or Monday of the
Week to check on the progress.

Office order can beissued on any information like a shift in working hours or promotionsor details
of employee designation in projects. Officer order is a downward communication which carries a
stamp of the company.

These offices order carries out the communication about the change in the designation of the
employee or suspension of a specific employee and granting of privileges, disciplinary
proceedings. Sometimes office order isissued dealing with imposing restrictions.

Office orders are precise and short to the point and they clearly specify information. Office orders
are released towards the individual or intended target group of viewers.

Drafting of an Office order

Name...

Department Name...

Sub: Office Order for Appointment

With the approval of the competent authority (Name and designation), | superintending engineer
is hereby ordered to look after the work of director (finance and accounts) UK branch with
immediate effect and till further orders.

Secretary,

Department Name...

Institute name...

Another format,

Name...

Department Name...

Sub: Office Order for Additional Charge

(Name) superintending Engineer (Designation and department name) is hereby ordered to hold the
charge of Director Finance, (Branch name) with immediate effect in addition to his own duties.
Secretary,

Department Name...

Institute name...

Q8. Explain therole of technology as a boon and bane for communication.



Ans.8

Technology has atered modern life in many ways, especially in the workplace. The invention of
computers, the miniaturization of electronics and the development of wireless communication
have all altered the business world. Business communication, in particular, has seen some of the
greatest advancements due to technological developments.

1. TheDevelopment of the Cellular Phone

One of the biggest advancements in communication has been the development of the cellular
phone. In the past, your only chance of reaching employees was when they were at their desks,
prompting endless games of “phone tag” as people tried to connect during busy workdays. Now,
workers are reachable no matter where they are, and even during non-work hours. The
development of smartphones has also greatly expanded the types of business activities you can
transact when out of the office, increasing productivity and extending the workday.

2. Other Communication Devices

Phones are not the only high-tech communi cation devices, of course. Computers comein awide
variety of configurations these days, including tablets, small-but-powerful laptops, 2-in-1
devicesthat serve as either alaptop or tablet, and other variations. These devices all have built-
inwireless capabilities and can a so be configured with mobile communications, making them,
in essence, large cell phones. Whichever device a business person carries, it facilitates verbal,
text and image communications.

3. Teleconferencing

High-speed data connections allow for the use of teleconferencing, virtual meetings held over
audio and video links. Teleconferencing can save substantial amounts of money otherwise spent
on travel by connecting important employees in far-flung branches together to share ideas and
information. The use of virtual whiteboards, communal data-sharing platforms where remote
users can interact as if around the same table, further increase the possibilities of the virtual
workplace.

4. Image Scanning

Document and image scanners allow workersto convert paperwork, plans, diagrams and photos
into electronic files quickly for storage and transmission. Instead of relying on hand delivery of
important documents across town or across the country, employees can scan and send these
filesin a matter of seconds across the Internet. An architectural firm could, for instance, scan
updates to a plan, transmit it to the client, receive changes and make alterations al before a
messenger would have been able to make the first run across town.



5. Radio Frequency Identification Tags

The development of radio frequency identification (RFID) has substantially changed the field
of business logistics and, paired with other business communication advancements, has the
potential to increase a company’s efficiency significantly. RFID tags are small chips that
respond to radio waves with encoded information, allowing companies to tag and track items
and materials. When an employee activates a scanning device, al RFID tags within range will
respond with their coded information, allowing for quick updates of warehouse inventories and
real-time tracking of shipments as they pass through the supply chain. Being able to access
inventory on demand allows companies to take advantage of “just-in-time” shipping, providing
products and material only when needed to reduce warehousing requirements and reduce the
amount of excess stock stored at retail or office facilities.

6. Artificial Intelligence (Al): Al can assist in writing press releases, features, and thought
leadership articles. It helpstailor content for specific mediaplatforms or individual's, improving
conversion rates for story pitches and placementsl.

7. Chatbots: These can remind clients and media professionals to act on emails, potentially
making WhatsApp conversations redundant. However, excessive use may lead to spammingl.

8. Voice Assistants: Communication professionals can use voice assistants to track and read
stories, making mundane tasks more interesting. Read-time aerts can replace traditional
methods like Google derts

Following are some negative points of technology:

1. Overreliance: Relying too heavily on technology can reduce face-to-face interactions
and weaken personal connections.

2. Miscommunication: Misunderstandings can occur due to autocorrect errors, lack of
tone/context, or misinterpreted emojis.

3. Privacy Concerns: Technology exposes personal information, leading to privacy
breaches and potential misuse.

b) Write principles of ethical communication. What are characteristics of ethical
communication?

Principles of ethical communication

e Advocate truthfulness, accuracy, honesty, and reason as essentia to the integrity of
communication.

e Endorsefreedom of expression, diversity of perspective, and tolerance of dissent to achieve
the informed and responsi ble decision making fundamental to acivil society.

e Strive to understand and respect other communicators before evaluating and responding
to their messages.



Promote accessto communication resources and opportunities as necessary to fulfill human
potential and contribute to the well-being of families, communities, and society.

Promote communication climates of caring and mutual understanding that respect the
unique needs and characteristics of individual communicators.

Condemn communication that degrades individuals and humanity through distortion,
intimidation, coercion, and violence, and through the expression of intolerance and hatred.
Being committed to the courageous expression of personal convictions in pursuit of
fairness and justice.

Advocate sharing information, opinions, and feelings when facing significant choices
while also respecting privacy and confidentiality.

Accept responsibility for the short- and long- term consequences for our own
communication and expect the same of others.

The characteristics of ethical communication are

1

Conveying the point without offending the audience: While communicating to the
audience, conveying the desired message to them in a significant manner is of primary
importance. For instance, the employees in a company can be asked to increase their
efficiency in a demanding manner whereas managers and executives will feel offended if
the same tone is used on them. There are different ways to explain the exact thingsto them
in a much smoother manner.

Maintain a relationship with the audience: Maintaining the same wavelength with the
audience is very important for a communicator to ensure the audiences feel at home.
Experienced communicators immediately build a relationship based on trust with the
audience as soon as they start speaking. Great orators such as Winston Churchill and
Mahatma Gandhi always were able to maintain a relationship with their audience because
they were masters at striking the same wavelength of the audience.

Avoid withholding crucial information: In the modern era, information is vital for all
decisions. Hence, it isvita for any organization to be cautious when communicating with
the public. The communicated information should be absolute and all vital information
must be conveyed appropriately. Purposely withholding crucial information might result
in the public conceiving a bad image.

Well organized value system: In order to ensure that this concept is successfully practiced
and understood in an organization, a well-organized value system must be established
throughout the organization by the top management. If an organization functions on the
base of value systems common to both the top management and the employees, mutual
respect between them will be present. A sound and healthy value system can make way for
ethical communication.

Accuracy of information is necessary: Any information that is to be passed on must be
true and accurate. Communicating without checking the truth of the information can be



highly dangerous for the organization. Identification of the source and testing the
information is necessary before communicating it.

Q 9. Explain various types of communication and itsflow in the or ganization.

Ans. Types of communication are:
1. According to Area of Operation
2. According to Relationship

3. According to Direction

4. According to Means

TYPES OF COMMUNICATION

|
[ | I |

1. AREA OF OPERATION 4. MEANS

2. RELATIONSHIP

3. DIRECTION
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Fig. 3.1: Types of Communicatien,

1. According to Area of Operation:

(1) Internal Communication:

‘Internal Communication’ is a process of communication made within the organization between
the superiors and subordinates or between peer persons or between two or more groups. It may be
forma or informal, oral or written. It may flow upward, downward or horizontal as per
requirement.

The ora means of internal communication are face-to-face discussion, verbal instruction, message,
telephone, intercom, meeting, conference or seminar, speech, etc. The written methods include
notice, circular, memo, report, chart or graph, bulletin, e-mail, fax, etc.
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Flg. 3.2: Methods of Insermal Communiceon

(ii) External Communication:

A business organization needs to communicate with the external agencies like customers,
suppliers, investors, other business houses, banks, insurance companies, government offices, etc.
Such communication may be called ‘External Communication’ as its area of operation is with the
peopl e outside the organization.

International business organizations need to communicate with foreign individuals, government
agencies/organizations, etc. Oral external communication is made through face-to-face discussion,
meeting, conference, seminar, telephone, speech, etc. The written process includes notice, |etter,
telegram, report, e-mail, advertisement, fax, press release, etc.
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2. According to Relationship:

(1) Formal Communication:

‘Formal Communication’ is the transmission of information or direction in formal organisation
structure. Formal communication maintains superior-subordinate relationship. When a manager
directs his deputy manager to carry out some task, it is an instance of formal communication.
Formal communication directs the employees in a definite manner to know what the managers
intend them to do and is generally codified and expressed in writing in manuas, handbooks,
bulletins, annual reports, etc. So, it isrigid and thus lacks the quality of flexibility.

(i) Informa Communication:

‘Informal Communication’ is the communication between the members of a group or more than
one group—not on the basis of formal relationshipsin the organizational structure but on the basis
of informal relations and understanding among the people at the same or different levels. It is
referred to as the ‘grapevine’ which indicates informal means of circulating information or gossip.
It does not follow any structural route or process. It moves towards any direction. It is direct,
spontaneous, flexible, unplanned, and fast-flowing.

3. According to Direction:

() Vertical Communication:

Upward and downward flows of communication constitute ‘Vertical Communication’. In such
type of communication message or information is transmitted from the higher authority to the
subordinates, and vice versa.

(8) Downward Communication:

Downward communication means the flow of information or understanding from the persons
occupying higher positionsto those at lower levels. It usually passesthrough written orders, reports
and manuals and is the most common feature of all business organisations. In the organisation,
people at lower levels have a high degree of fear and respect towards such communication which
leads to high degree of its acceptance.

!

v
Fig. 3.4: Downward Communication.

(b) Upward Communication:

Communication is said to be upward when it moves from the subordinates to the superior

managers. Submission of reports and suggestions, opinions and attitudes, complaints and grie-

vances belong to this category. ‘Upward Communication’ is less common because it is less favored
by the top managers due to its troublesome and perplexing nature.
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Fig. 3.5: Upward Communication.

(it) Horizontal Communication:

‘Horizontal or Sideways Communication’ takes place between two subordinates or managers at
the same level and under the same superior. It is especially important in large or decentralized
organizations. Staff people help to transmit information among the positions and units at the same

level.
pZa

Fig. 3.6: Horizontal Communication.

(iii) Diagonal Communication:

Communication among the executives or employees of different departments is called ‘Diagonal
Communication.” No definite direction is followed—upward, downward and horizontal
communication takes place in it. Both oral and written means of communication are used. It is
mainly informal. A good relation between the subordinates and superiors is built up. It is very
useful in solving the problems and avoiding conflict, but the chances of spreading rumorsare high.

Fig. 3.7: Diagonal Communication.

4. According to Means:

(i) Verbal Communication:

‘Verbal or Oral Communication’ implies the transmission of orders, messages or suggestions
through spoken words. It may be face-to-face or through a speaking instrument like telephone.
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Fig. 3.8: Verbal Communication.

Verbal communication may pass directly between one person and ancther or group or indirectly
through meetings and conferences. Whatever tool isused, it saves much time and permits personal
contact. This fosters a friendly and co-operative spirit, ensures quick understanding and proper
explanation, encourages questions and answers, and stimulates interest.

The speaker isalso in a position to know the reaction of the listener. Again, it ismost suitable for
confidential and emergent talks. But it is not suitable if the distance between the speaker and the
listener istoo long. It isalso unsuitableif the matter to be communicated islengthy and isto reach
many persons simultaneously. It aso lacks recorded evidence and future reference and does not
allow the listener much time to think, act, and react.

(it) Written Communication:

A ‘Written Communication’ means the sending of message, order or instruction in writing through
a letter, circular, manual, report, telegram, office memo, bulletin, etc. It is a forma method of
communication and is suitable for long distance communication and repetitive standing orders. It
creates the records of evidence and future reference and can be sent to many persons at atime.
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Fig. 3.9: Wnitten Communication,
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It gives the receiver sufficient time to think, act, and react. A written communication in order to
be effective should be clear, concise and complete. Moreover, it istime-consuming and expensive,
and it cannot maintain secrecy, offers difficulty in explaining all matters, has no chance of
clarification, isless flexible and not effective in emergency.

(i) Gestural Communication:
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Communication can be made through movement of body, facial expression, smile, modulation of
voice, sign, handshake, rubbing of hands, eye- to-eye contact, style of walking, etc. As
communication is made through bodily gestures it is called ‘Gestural Communication.’
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Fig. 3.10: Gestural Communication.

It should be kept in mind that, though the methods of communication are different, no one method
can be used exclusively. So, different methods may be used in combination to suit the purpose of
the communication.

Q10. Differentiate between Etic and Emic approaches to understand different cultures?
Which approach according to you is best to communicate effectively?

Ans,

The terms emic and etic refer to two different anthropological study approaches. The emic
perspective strives to understand humans from an insider point-of-view, while the etic takes an
objective outsider's point-of-view.

Background

Thetermsemic and etic werefirst used by thelinguist Kenneth L. Pikein astudy entitled Language
in Relation to aUnified Theory of the Structure of Human Behavior, published in 1967. Emic was
derived from the word "phonemic,” aterm referring to the study of sound systemswithin language,
particularly those sets of soundsthat a native speaker of a particular |language can distinguish. Etic
comes from the word "phonetic," a study of the overall organization of sound within all languages
without particular regard to their patterns. Emic and etic anthropological study methods differ just
as in phonemic and phonetic approaches to linguistic studies.

Emic Approach
Emic research is accomplished by procuring insider, or native, perspectives. It is amore objective
approach in which the researcher will try to make sense of endemic customs and practices by
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observing or interviewing members of that culture. This bottom-up approach requires anaysts to
adopt a completely neutral outlook, with no expectations about what they will observe or what it
will mean. It attempts to observe the cultural system as a working whole.

The emic approach is a popular method for newer topics, as researchers focus on actual data from
local participants and the themes or patternsthat devel op therein, rather than depending upon long-
standing theories. Researchers employing this method will conduct an in-depth long-term study of
one or just afew settings.

In this method, scientists might study how gender roles develop within a particular culture, but
without applying what they know about gender roles in other societies. The result may be arich
and diverse accumul ation of individual case study datawith afocuson how theinsiders(or natives)
viewed the differencesin gender roles. Scientists might also study tattoo significance by collecting
data on what the tattoos mean to individual s within the context of the cultural environment.

It is worth noting that a researcher's preconceived beliefs and ideas make it impossible to use a
purely emic approach for study, particularly if he or she isamember of the culture being studied.

Etic Approach

Etic research takes an arm's-length approach in which context and populations can be examined
across the board, alowing for the development of cross-cultural concepts. Researchers typicaly
use existing theories that can be applied equally to other cultures, reapplying them to a new setting
or population with the assumption that the theories are universal. Unlike the emic approach, etic
research takes cultural data and attemptsto fit it to accepted general causal models.

The analytical nature of the etic approach workswell for brief observations of particular behaviors
within a wide range of settings. Its goal is to focus on measurable data that can be compared to
that from other cultural settings.

With this approach, a gender role study would more likely apply observed cultural data to
previously recognized concepts of masculine and feminine. A study of cultural tattoos would
similarly collect information about tattoos from a specific cultural environment and then try to
determine meaning based on tattoo theories established from studies of other cultures.

Emic Approaches Etic Approaches

1. Studies the behavior from within | Studies the behavior from outside
the system the system




2. Examines only one culture Examines many cultures, comparing
them

3. Structure discovered by the analyst
Structure created by the analyst

4. Criteria are relative to internal

. Criteria considered absolute or
characteristics

universa

Emic or Etic approach whichever is better, depends on the need of the organization.

W eaknesses of Etic Approaches:
e bad science

e Ignores ethnically specific behavior

e Obscures unique aspects of culture

e Treatsdiversity as measurement error

e Ignoreswithin group variation

e There are more differences within groups than there are between groups

e Universalism promotes Ethnocentric M onoculturalism

e View other groups through own group’s perspective

e Uses our own group for assessing the “goodness” or “adequacy” of another group’s
behavior.

e ViewsDifferences as Deficits

e Maintains a sense of superiority

e |s an overtly oppressive basis for pseudo-scientific rationale for racism, sexism, and
genocide

Strengths of Emic Approaches:
e Recognition of cultural uniqueness
e Non-ethnocentric (culturally relative)
e Focus on questions important to the ethnic/cultural group of interest
e Research with culturally appropriate theory and methods
e Agendaisindependent of all other psychologies
Proving universalism or uniguenessis not important.
Applied humanistic perspective is useful & beneficia to the target group

W eak nesses of Emic Approaches:
e Culturally specific focus limit’s ability to inform other psychological Perspectives.
¢ Ignoresthe influence of multiple culturesliving in asingle context.



Q11. How can presentation be made effective? How a presenter can control boredom during
presentation? Should videos be used as part of Presentations? Justify.
Ans

An effective presentation makes the best use of the relationship between the presenter and the
audience. It takes full consideration of the audience’s needs in order to capture their interest,
develop their understanding, inspire their confidence and achieve the presenter’s objectives.

Seven stagesin planning a presentation
1. Preparation

Many factors affect the design of your presentation. A powerful presenter will acknowledge and
address each of the following:

objectives,

audience;

venue;

remit.

Objectives

Why you are making your presentation? Bear in mind what you want to achieve and what you
want your audience to take away with them. Once you have decided upon your objectives, you are
in a much better position to make strategic decisions about the design and tone of your
presentation. For example, a presentation to a seminar group might require a balanced
argument, whereas a charity appeal might require amore creative approach. Ask yourself:

what do you want your audience to have understood?

what action do you want your audience to take following your presentation?

how can you best design your presentation to meet your objectives?

Audience

Your audience will have a variety of different experiences, interests and levels of knowledge. A
powerful presenter will need to acknowledge these and prepare for and respond to them
accordingly. Ask yourself:

how much will your audience already know about your topic?

how can you link new material to things they might already understand?

will you need to win them over to a particular point of view?

Y ou may not be able to answer these questions for each member of your audience, but you should
have enough information to ensure that you have targeted your material at the right level for their
needs. This might involve avoiding technical jargon or explaining abstract concepts with clear
practical examples. If you fail to consider your audience’s needs, you will fail to appeal to their
interest and imagination.

Venue



Where will you be making your presentation? What will the room be like? What
atmosphere will the physical conditions create? A large lecture theatre might create a formal
atmosphere. Similarly, a seminar room might create a less formal tone. Ask yourself:

what kind of atmosphere do you wish to create?

how might the room arrangement affect your relationship with the audience?

can you do anything to change the arrangement of the room to suit your
objectives?

what audio-visua aids can you use?

Remit

You may well have been given a remit for your presentation; you will need to stick to this. For
example, you may have been asked to present a paper at a conference in a certain style or meet
certain assessment criteria on your course. Ask yourself:

how much time have you been allocated?

are you required to stick to a common format or style?

have any guidelines been set regarding the content of your presentation (i.e. a predetermined title,
or afixed number of overhead transparencies)?

2. Choosing your main points

Once you have thought about the design of your presentation, you can define your main points.
Try presenting no more than three main pointsin aten-minute presentation. Alwaysallow time for
an adequate introduction and conclusion. It is difficult for an audience to follow a more complex
argument without significant help from the presenter. A powerful presentation delivers
information in a logical, structured manner, building on the previous point and avoiding large
jumps in sequence. Ask yourself:

what are the main points you wish to make?

are these points structured in alogical, coherent way?

do these main points reflect your own objectives and take account of the needs of your audience?

3. Choosing your supporting information

The supporting information helps your audience understand, believe in and agree with your main
points. This evidence might take the form of factual data, points of detail or an explanation of
process. It might be presented in imaginative ways using diagrams, pictures or video segments.
Think about:

what will add clarity to your argument (explaining complex terms, reminding your audience of
any supporting theories)?

what  will addauthorityto your argument (making connections with  other
people's work, quoting experts, offering evidence from your own research)?

what will addcolour to your argument (showing a video clip or a dide, using a
practical example or a vibrant analogy)?



4. Establishing linking statements

The next stage is to develop the linear flow of your presentation. This can be achieved by using
linking statements to show clearly how your main points fit together. Common linking statements
include:

“The next stage in our project was to ...”;

“Another important issue of consideration was ...”;

“By following this argument, we can now see that ...”.

Linking statements send signals to your audience, highlighting the next point in your argument,
linking to earlier ideas or clarifying the stage you have reached in your argument overall. Thismay
be of particular importance in alengthy presentation where even the most effective presenter has
to work hard to keep an audience involved.

5. Developing an opening

Theintroduction to your presentationiscrucial. Itisyour first point of contact with your audience;
you can either capture or lose your audience’s interest in a matter of seconds. Use your introduction
to lay aclear foundation for the presentation to follow. Try using the following structure:
introduce yoursdlf;

state what you will be talking about (atitle or subject areq);

state how you will be talking about it (e.g. by comparing test results or reviewing the supporting
literature);

state what you intend to be the outcome of your presentation (an informed
group, alively discussion);

state what you expect your audience to do (listen, take notes, read a handout, ask questions
before/during/after).

Always give your audience a moment to absorb this information before moving into your first
main point.

6. Developing a conclusion

Y our conclusion is another important stage in your presentation. Y ou can use it to remind your
audience of your main points, draw these points to a stimulating conclusion and leave your
audience with alasting impression of the quality of your presentation. The following structure
provides a powerful conclusion:

areview of your title or subject area

“In this presentation I wanted to explore the relationship between X and Y.”;

asummary of your main points

“We have discussed the following points...”;

asummary of the process you have been through

“By looking at X we have found that Y ...”;



aconclusion clearly drawn from your main points (this must be supported by the detail of your
presentation)

“It is clear that there can be no substantive relationship between X and Y”*;

a parting statement to stimulate your audience’s thoughts (this might be a

guestion or abold comment).

7. Reviewing your presentation

Once you have written your presentation make sure that you review its content. Ask yourself:
Does the presentation meet your objectives?

Isit logically structured?

Have you targeted the material at the right level for your audience?

|s the presentation too long or too short?

Ways through which Presenter can control boredom during presentation

1. Be mindful of the 10-minute rule:

It isawell-known fact that attention wanes after about 10 minutes. However, most presenters seem
to forget this and continue to drone on for an hour or more; they move from mind-numbing slide
to dide, unaware of the painful effect on the audience. When you create your presentation, plan to
have a strategic change every 10 minutes. A change can be as smple as asking a good question
that can stimulate some audience interaction. It can be showing a pertinent video clip, telling a
relevant story or getting the audience to do something, such as analyzing a diagram. You can aso
press"B" on your keyboard to blacken your screen. Then switch to presenting the next segment in
your presentation using adifferent medium, such aswriting on aflipchart or whiteboard. Sameness
generates boredom; a change, even minor, recaptures attention.

2. Useimages:

In Brain Rules; 12 Principles for Surviving and Thriving at Work, Home, and School, Dr. John
Medina reminds us that "Vision trumps all other senses." When we hear a piece of information,
three days later we'll remember only 10 percent of it; but if we add a picture, we'll remember 65
percent. The message isloud and clear: Text-based dides are ineffective in maintaining attention
and aiding memory. Spice up your presentations with images.

3. Represent bulletsin graphical form:

Show some of the bullets on your dides in an appealing, visua way. The SmartArt feature in
PowerPoint is a good choice, however, since most presenters use SmartArt, stand out from the
crowd by buying different diagrams from sites

4. Honor the audience:

Nothing perks up an audience more than switching the limelight from you to them. A ssimple
statement such as: "I know thereisagreat deal of talent in thisroom. | encourage you to bring that
talent to bear and share your thoughts on the topic with the rest of the group.”



5. Use alternativesto lecturing:

There are many aternatives to lecturing when you deliver information. For example, you can
present one part of your presentation in the form of amind map: Draw the mind map on aflipchart
as you speak, animate the mind map in your dide or use mind-mapping software such as Match
ware or Mindjet. Giveit atry and see how it keepsthe audience more focused on your presentation.

6. Connect the dotsfor people:

Help people see the flow of your presentation so that they can easily understand where you have
been and where you are headed. Use signposts, such as"The first reason was . . .Now, I'll address
the second reason...." Above al, insert transitions that help people understand why they should
care: "What | am going to say next isespecially crucia for the success of this project..."; "The one
thing | would like you to remember is..."; "Why is this important to our company?’; "What does
thismean for us?' These transitions answer the crucial "So what?' question in the audience's mind
and helps to re-engage audience members who may have tuned you out.

7. Learn theart of the question:

Have arepertoire of questionsthat you can draw from in the moment. While we al know the value
of open-ended questions, it is sometimes difficult to think of them on the spot. Above al, use
guestions that keep the conversation going when someone asks you a question or makes a
comment. Here are afew to keep in your pocket: "What led you to this conclusion?' "How would
you explain this?', "How does this tie in with...", "Could you give me an example of what you
mean?', or simply, "Tell me more."

Yes, Videos should be used as part of Presentations because Videos are a great format to bring a
message across.

They are engaging as they speak to al senses (seeing, hearing, reading)

They alow for alot of information in avery short time

They arerelatively s mpleto make and with the help of Y ouTube and othersvery easy to distribute
As part of a presentation, videos can be supportive or very destructive. The problem with videos
isthat they are very engaging. As a presenter, it is up to you to carry the talk: you are the main
attraction. That’s why playing a video with sound in the middle of your talk is awkward; you lose
the audience and become one of them. Y ou arejust another spectator and you need to be very good
to get people’s attention back to you after the video played.

Q12. You are applying for the job of marketing manager in an organization. Write your
resume and application letter for the same.

Ans.5 Marketing Manager Application letter:
XXX (Name of the Applicant)



15 Park WaySometown, CA 55555
Home: 555-555-5555 | Cell: 444-444-4444
marie@anydomain.com

Available to Relocate

[Date]

Ms. Janet Ramos

VP Marketing

XYZ Company

1515 Market St.

Some town, CA 55555

Re: Marketing manager position advertised on Monster.com

Dear Ms. Ramos:

| read your advertisement for a marketing manager with great interest. If you are seeking to
augment your leadership team with an experienced and accomplished marketing professional
known for breakthrough results, please consider my enclosed resume.

As JKL Company’s marketing manager since 2015, I direct all phases of both the creative and
technical elements of marketing initiatives including data mining, brand creation, print/Web
collateral development, lead generation, channel partner cultivation, customer
segmentation/profiling, aswell as CRM and acquisition strategies.

Perhaps most importantly, | offer a history of proven results, as evidenced by the following
marketing accomplishments for my current employer:

Captured a 28% expansion in customer base since 2015, achieved during a period of overall
declinein theretail industry.

Led national marketing campaign (comprised of trade show, media and PR initiatives) of
company’s newly launched technology services division.

Developed and executed SEO strategy that achieved and sustained top 3 rankings on Google and
Bing (organic, nonpaid results) for key product search terms.

Oversaw creation of new company logo and rebranded 100+ products to cement a cohesive
corporate identity and support new company direction.

Given the opportunity, I’'m confident in my ability to achieve similar groundbreaking marketing
resultsfor XY Z Company.

Ms. Ramos, | would welcome the chance to discuss your marketing objectives and ways| can help
you attain them. Feel free to call me at 555-555-5555 to arrange a meeting. | look forward to
peaking with you.


mailto:marie@anydomain.com

Sincerely,

XXX
Enclosure: Resume

Resume of Marketing M anager
Mary Mane

456 Central Street

City, ST 12345
MaryMane@email.com
https.//www.linkedin.com

SUMMARY
Experienced marketing manager with a history of improving ROl and increasing customer
engagement through multifaceted marketing campaigns.

EXPERIENCE

Marketing Manager | Major Marketing

2015 — Present | City, State

. Utilize Google Analytics to gather essential marketing metrics
» Develop marketing campaigns which have historically increased sales by an average of 15
percent each quarter Oversee marketing budget and optimize advertising use for a savings of
$250,000 in 2017

Marketing Manager | Computer Co.

2012 — 2015 | City, State

* Oversaw affiliate program and increased revenue through affiliates by 250 percent over two years
* Launched the viral Dancing Cat campaign, which generated an average of $300,000 in daily sales
for related product lines

« Increased conversion rates 20 percent with influencer marketing campaigns

Assistant Marketing Manager | Tech Corp.

2010 — 2012 | City, State

*Monitored sales trends and generated detailed reports for department heads
* Increased international sales by 40 percent over 12 months through targeted content marketing
campaigns

* Oversaw social media marketing campaigns

EDUCATION

BA in Marketing | State University | 2010

SKILLS

+ Strong writing skills, with experience in generating engaging content that successfully drives


mailto:MaryMane@email.com
https://www.linkedin.com/in/marymane

conversions

« Analytical knowledge and the ability to accurately assess and respond to customer engagement
trends

* Leadership, communication, and conflict resolution skills that promote team collaboration.

Q13. What are thevarious steps involved in writing a project report? Explain in detail the
format of a project report. (15)

A report can be defined as a testimonia or account of some happening. It is purely based on
observation and analysis. A report gives an explanation of any circumstance. In today’s corporate
world, reports play a crucial role. They are a strong base for planning and control in an
organization, i.e., reports give information which can be utilized by the management team in an
organization for making plans and for solving complex issues in the organization.

Steps in writing a report:

STEP 1: Analyze the Task. Aswith any assignment task, one must first analyze what is expected.
This involves careful reading of the assignment task as outlined in the course information book.
One may find the following guestions useful when analyzing the task:

What is the purpose of the report?
(It could be analyzing, persuading or reporting on an investigation.)

Who is the audience for the report?

STEP 2: Develop a Rough Plan: Use the section headings to assist with the rough plan. Write a
thesis statement that clarifies the overall purpose of the report. Jot down anything that is already
known about the topic in the relevant sections.

STEP 3: Do the Research: This step of the research work takes most of the time asit is the most
important part. One must ensure to keep correct bibliographic details of all of the material one may
later use in the report.

STEP 4: Draft the Body of the Report:

Introduction - The purpose of the report. The thesis statement will be useful here. Background
information may include a brief review of the literature already available on the topic. It may
include some brief details of the methods and an outline of the structure of the report.

Literature Review - If asked to do a separate literature review, one must carefully structure the
findings. It may be useful to do a chronological format where discussion goes from the earliest to



the latest research, placing the research appropriately in the chronology. Alternately, one could
write in a thematic way, outlining the various themes discovered in the research regarding the
topic.

Methodology — Here one clearly outlines the methodology used in the research i.e. what has been
one and how it has been done. It must be clearly written so that it would be easy for another
researcher to duplicate the research if they wished to. It isusually written in a'passive' voice (e.g.
the participants were asked to fill in the questionnaire attached in Appendix 1) rather than an
‘active’ voice (e.g. | asked the participantstofill inthe questionnaire attached in Appendix 1). Clear
reference of any material used from other sources should be given. Also, all the diagrams, charts,
and graphs should be clearly labeled and numbered. They should be relevant to the research and
add substance to the text rather than just duplicating what is being written otherwise. Results
should not be discussed here.

Results - Thisis where one must indicate what is found in the research. The results are given but
not interpreted.

Discussion - Thisiswhere one should discuss the relevance of the results and how the findings fit
with other research inthe area. It will relate back to the literature review and the introductory thesis
statement.

Conclusion - Thisis a summary of the most significant results/findings. One should not include
any new material in this section. Also, one could indicate some areas where the research haslimits
or where further research would be useful.

Recommendations - Thisincludes suggestionsfor what needsto be done as aresult of thefindings.
Recommendations are usualy listed in order of priority.

STEP 5: Draft the Supplementary Material:

References or Bibliography - This includes all references used in the report or referred to for
background information. This must be done using the referencing convention specified by the
lecturer or tutor.

Appendices - These should add extra information to the report. If one includes appendices, they
must be referred to in the body of the report and must have a clear purpose for being included.
Each appendix must be named and numbered.

STEP 6: Draft the Preliminary Material:

Title of Report —One must make sure thisis clear and indicates exactly what is being researched.
Table of Contents —It should contain all sections, sub headings, tables, graphs, appendices and
page numbers.



Abstract/Synopsis - This gives a very brief overview of the report in a condensed form.

STEP 7: Polish the Report:
The final step is checking the report to ensure one has followed all the guidelines as outlined in
the course information.

The format of a project report is given below:

Cover Page & Title Page

Certificate from the project supervisor(s), counter signed by the HoD / Division or Group Head
Declaration by author(s)

Abstract

Table of Contents

List of Symbols, Abbreviations and Nomenclature

Chapters

Appendices

References

©ooN O~ WNPRE

Ques 14. Explain the functions and layout of varioustypes of letters (15)

Ans-
Functions of a Business letter

Business letters secure, promote and maintain business without complications, Business letters
serve us a reference for the future. Every organization should have to classify its outgoing mail
and incoming mail and file them classified on the basis of their subject matter in a chronological
sequence. Business letters serve to maintain the correct information of the organization in the
perception of the receiver. Business letters establish and maintain contacts over a wide area truly
enlarging the scope and extent of business. Business letters can be used as legal documents in
disputes. All business letters promote goodwill and enhance the prestige and the image of the
organization.

We can enumerate the functions of a business letter thus:

(@) Promotional Functions. Business organizations have to grow and enlarge, improving the
quality of their products, by producing new products and providing better services. The customers
have to be kept informed through letters these developments. Business organizations have to
expand their market by tapping new areas. All round expansion ispossible only if the organization
keeps all the people concerned well informed through letters that promote sales and service.

(b) Informational Functions. Business letters provide valuable data about earlier policies,
transactions and al other activities of the organization. Modern business cannot depend on
memory as in olden days. Letters are ready references if they are available. New policies can be




evolved by studying the earlier ones. It is not only essential to maintain good correspondence but
also more essential to make them be available in the files.

(c) Legal Functions: Business letters can provide evidence in legal disputes, if any, that occur in
atransaction. They are useful aslegal documentsin quotations and offers.

(d) Goodwill Functions: Business letters promote goodwill among parties transacting business.
They build a good rapport between partiesin a business transaction.

All these functions of abusiness letter promote sales and improve the image of the firm. So, every
business |etter isa sales letter if it servesthe stated or implied objectives.

1.

Business letters. If we were to define business letters, we could say that business letters are
simply letters dealing with business. They can be external mail sent by one company to
another or internal correspondence to the employees of the company. The Business |etters are
asort of company visiting card. The most frequently used layout of business lettersisthe block
style, where al elements are aligned with the left-hand margin, except the heading, which is
usually centered.

lettersare a professional courtesy, meant to acknowledge the receipt of something, or to
acknowledge afact or an error. It usually entails a short detail of the day something arrived and
anote of thanks.

Complaint letters are meant to bring to notice an error or a defect. They could be applicable
to a company or an individual, and they typically seek a redress or adjustment. They are
generally descriptive with aformal tone that should express displeasure, but the tone should not
be overtly angry. You should address the problem and try to offer a solution to rectify the
situation. See the example complaint letter below.

Adjustment letters: These follow acomplaint letter and encompass the company or individual
response to a complaint. The tone has to be humble, asit is a goodwill-building exercise. The
complainant has been inconvenienced; this letter should acknowledge the mistake and list out
concrete solutions for resolving the issues.

Inquiry letters: These are letters of request for something or a response to a request sent by
someone. The purpose of the letter is to obtain the information or object requested.

Order letters: Also known as purchase orders, these letters are used to order or buy material.
Essentially documenting a transaction between buyer and seller, thisisalegal document.
Recommendation letter s are sometimes requested from former co-workers that are seeking a
letter to go to anew or potentially new employer. They aso can be sent to schools or other such
entities. They usually are employment references, character references, or academic references.
For business writing purposes, they generally fall into the employment reference category. An
employment recommendation letter should tell why the person the letter is about is a good
person to hire. Describing their strengths and abilities is the primary purpose.

Various types of layout are asfollowing:
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Note: Attempt any five questions.

Q 1. What arethedifferent typesof errorswhich may happen in account keeping? Givetheir
classification. Which of these do not affect trial balance? How can these errorsber ectified?

Explain with illustrative example.

Ans. Classification of Errors: Keepinginview the nature of errors, al the errors can be classified

into the following four categories:
* Errors of Commission

* Errors of Omission

* Errors of Principle

» Compensating Errors

Errors of Commission: These are the errors which are committed due to wrong posting of
transactions, wrong totaling or wrong balancing of the accounts, wrong casting of the subsidiary
books, or wrong recording of amount in the books of original entry, etc. For example: Rg) Hans
Traders paid Rs. 25,000 to Preetpal Traders (a supplier of goods). This transaction was correctly
recorded in the cashbook. But while posting to the ledger, Preetpal’s account was debited with
2,500 only. Thisconstitutes an error of commission. Such an error by definitionisof clerical nature

and most of the errors of commission affect in the trial balance.

Errors of Omission: The errors of omisson may be committed at the time of recording the
transaction in the books of original entry or while posting to the ledger. These can be of two types:
(i) error of complete omission (ii) error of partial omission When a transaction is completely

omitted from recording in the books of original record, it is an error of complete omission. For
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example, credit sales to Mohan 10,000, not entered in the sales book. When the recording of
transaction is partly omitted from the books, it is an error of partial omission. If in the above
example, credit sales had been duly recorded in the sales book but the posting from sales book to

Mohan’s account has not been made, it would be an error of partial omission.

Errors of Principle: Accounting entries are recorded as per the generally accepted accounting
principles. If any of these principles are violated or ignored, errors resulting from such violation
are known as errors of principle. An error of principle may occur due to incorrect classification of
expenditure or receipt between capital and revenue. Thisis very important because it will have an
impact on financia statements. It may lead to under/over stating of income or assets or liabilities,
etc. For example, amount spent on additions to the buildings should be treated as capita
expenditure and must be debited to the asset account. Instead, if this amount is debited to
maintenance and repairs account, it has been treated as a revenue expense. This is an error of
principle. Similarly, if a credit purchase of machinery is recorded in purchases book instead of
journal proper or rent paid to the landlord is recorded in the cash book as payment to landlord,

these errors of principle. These errors do not affect the trial balance.

Compensating Errors: When two or more errors are committed in such away that the net effect
of these errors on the debits and credits of accounts is nil, such errors are called compensating
errors. Such errors do not affect the tallying of the trial balance. For example, if purchases book
has been overcast by Rs. 10,000 resulting in excess debit of Rs. 10,000 in purchases account and
sales returns book is undercast by Rs. 10,000 resulting in short debit to sales returns account is a
case of two errors compensating each other’s effect. One plusis set off by the other minus, the net

effect of these two errorsisnil and so they do not affect the agreement of trial balance.

Account keeping, often referred to as accounting, involves the systematic recording, summarizing,
analyzing, and reporting of financia transactions and information pertaining to a business or
organization. This practice enables stakeholders to make informed decisions by providing an

accurate and reliable overview of the financial health and performance of the entity.

In accounting, errors can be broadly classified into two categories:



1. Errorsaffecting Trial Balance (TB): The errorswhich affect only one account can be rectified
by giving an explanatory note in the account affected or by recording ajourna entry with the
help of the Suspense Account. Suspense Account is explained later in this chapter. Examples of
such errors are error of casting; error of carrying forward; error of balancing; error of posting to
correct account but with wrong amount; error of posting to the correct account but on the wrong
side; posting to the wrong side with the wrong amount; omitting to show an account in the trial
balance. An error in the books of original entry, if discovered before it is posted to the ledger,
may be corrected by crossing out the wrong amount by a single line and writing the correct
amount above the crossed amount and initialing it. An error in an amount posted to the correct
ledger account may also be corrected in a similar way, or by making an additiona posting for
the difference in amount and giving an explanatory note in the particular’s column. But errors
should never be corrected by erasing or overwriting reduces the authenticity of accounting
records and give the impression that something is being conceaed. A better way therefore is by
noting the correction on the appropriate side for neutralizing the effect of the error. Take for
example a case where Shyam’s account was credited short by Rs. 190. Thiswill be rectified by
an additional entry for Rs. 190 on the credit side of his account as follows.

Shyam’s Account

Dr. Cr.
Date Particulars | J.F. Amount | Date Particulars | J.F. Amount
Difference 190
in amount
posted
short on

When the errors are located and the specific accounts and amounts involved are identified, the
amounts are transferred from suspense account to the relevant accounts thereby closing the
suspense account. Thus, suspense account is not placed in any particular category of accounts and
isjust a temporary phenomenon. While rectifying one-sided errors using suspense account, the

following steps are taken:



(i) Identify the account affected due to error.
(i1) Ascertain the amount of excess debit/credit or short debit/credit in the affected account.

(iii) If the error hasresulted in excess debit or short credit in the affected account, credit the account

with the amount of excess debit or short credit.

(iv) If the error hasresulted in excess credit or short debit in the affected account, debit the account

with the amount of excess credit or short debit.

(v) Complete the journa entry by debiting or crediting the suspense account as another account

affected otherwise.

2. Rectification of Errorsin the Next Accounting Year: If some errors committed during an
accounting year are not located and rectified before the finalization of financial statements,
suspense account cannot be closed, and its balance will be carried forward to the next
accounting period. When the errors committed in one accounting year are located and rectified
in the next accounting year, profit and loss adjustment account is debited or credited in place
of accounts of expenses/losses and incomes/ gains to avoid impact on the income statement of
next accounting period. You will learn about this aspect at an advanced stage of your studies

in accounting.

Errorsnot affecting Trial Balance (TB): These errors do not impact the equality of debits and
creditsin the trial balance. They include:

a. Errorsof original entry: Incorrectly recording an amount in ajournal or ledger.

b. Errorsof reversal: Recording atransaction but with debits and credits reversed.

c. Errorsof duplication: Recording a transaction twice.

d. Errorsof complete rever sal: Recording a transaction with both sides completely reversed.

Among these, errors not affecting the trial balance (such as errors of origina entry, reversal,

duplication, and complete reversal) do not directly impact the equality of debits and credits.

Rectifying these errors involves different approaches:



o Errorsaffecting thetrial balance can be rectified by making adjusting entries to correct
the mistake directly. For example, if an entry was omitted, it should be recorded, or if a

wrong amount was entered, a correcting entry should be made to rectify it.

e Errorsnot affecting thetrial balance can be corrected without directly altering the trial
balance. For instance, if an entry was recorded twice, one of the entries can be reversed to
rectify the mistake.

Rectification of Errorswhich do not Affect the Trial Balance:

These errors are committed in two or more accounts. Such errors are also known as two sided
errors. They can be rectified by recording ajournal entry giving the correct debit and credit to the

concerned accounts.

Examples of such errors are — complete omission to record an entry in the books of original entry;
wrong recording of transactions in the book of accounts; complete omission of posting to the

wrong account on the correct side, and errors of principle.

The rectification process essentially involves:

* Cancelling the effect of wrong debit or credit by reversing it; and
* Restoring the effect of correct debit or credit.

For this purpose, we need to analyze the error in terms of its effect on the accountsinvolved which

may be:

(i) Short debit or credit in an account; and/or

(if) Excess debit or credit in an account.

Therefore, rectification entry can be done by:

(1) debiting the account with short debit or with excess credit,
(i) crediting the account with excess debit or with short credit.

The procedure for rectification for such errors is explained with the help of following Illustrative

examples:



(a) Credit salesto Mohan Rs. 10,000 were not recorded in the sales book. Thisis an error of
complete omission. Its affect is that Mohan’s account has not been debited and Sales
account has not been credited. Accordingly, recording usual entry for credit sales will
rectify the error.

Mohan’s A/c Dr. 10,000
To SalesAlc 10,000

(b) Credit salesto Mohan Rs. 10,000 were recorded as Rs. 1,000 in the sales book. Thisisan

error of commission. The effect of wrong recording is shown below:

Mohan’s A/c Dr. 1,000
To SalesA/c 1,000

Correct effect should have been:

Mohan’s A/c Dr. 10,000
To SalesA/c 10,000

Now that Mohan’s account has to be given an additional debit of Rs. 9,000 and sales account has
to be credited with additional amount of Rs. 9,000, rectification entry will be:

Mohan’s A/c Dr. 9,000

To Sales A/c 9,000
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Working Note:
Electricity at 50% capacity= 18,000* 50/60 = 15,000
12,000+ 15,000= 27,000
60% capacity = 18,000 + 12,000 = Rs. 30,000.
Repairsfor 60% capacity= Rs. 600
= Rs. 2400 + Rs. 600 = Rs. 3,000

At 50% Capacity= 600/60* 50 = Rs. 500

= Rs. 2,400 + Rs. 500= Rs. 2,900
Q 2b) What isresponsibility accounting? What isits significance for a business?

Ans. Responsibility accounting is a system that involves the process of decentralizing and
delegating responsibility within an organization. It holds individual managers or departments
accountable for specific aspects of the company's operations, such as costs, revenues, or assets
under their control. This approach allows for the evaluation of performance and accountability at

various levels within the organization.
Key components of responsibility accounting include:

1. ldentification of Responsbility Centers: Responsbility accounting divides an
organization into various responsibility centers, such ascost centers, revenue centers, profit
centers, and investment centers. Each center is responsible for specific functions and

outcomes.

2. Setting Perfor mance Standar ds: Clear and measurable standards are established for each
responsibility center based on predetermined targets, budgets, or benchmarks. These
standards act as performance indicators against which actual performance is evauated.

3. Performance Measurement and Reporting: Actua performance is regularly measured
and compared against the predetermined standards. Reports are generated to assess how
well each responsibility center has performed in terms of costs incurred, revenues

generated, profitability, or other relevant metrics.



4. Taking Corrective Actions: Deviations between actual performance and standards are
analyzed. If there are significant discrepancies, corrective actions are taken to address the

issues and improve performance in subsequent periods.
Significance of Responsibility Accounting for a Business:

1. Enhanced Performance Evaluation: It allows for a more accurate assessment of the
performance of different departments or managers within the organization. This evaluation

helps in recognizing high-performing areas and addressing areas that need improvement.

2. Accountability and Motivation: By assigning specific responsibilities to various
departments or managers, responsibility accounting encourages accountability. Managers

are motivated to achieve the set targets and take ownership of their performance.

3. Improved Decision-Making: It provides valuable information for decision-making by
highlighting the performance of various segments of the organization. Managers can use
this data to make informed decisions related to resource allocation, cost control, pricing

strategies, and more.

4. Efficient Resource Utilization: Responsibility accounting helps in identifying areas of
inefficiency or excessive costs within the organization. This information enables

management to all ocate resources more efficiently and effectively.

5. Goal Alignment: It alignsthe goals of individual managers or departmentswith the overall
objectives of the organization. This alignment ensures that efforts are directed towards

achieving the organization's overarching goals.

Overall, responsibility accounting is an effective management tool that aids in evaluating
performance, fostering accountability, making informed decisions, and ultimately improving the

overall efficiency and effectiveness of an organization's operations.

Q 3. What is the meaning of absorption of overhead costs? How does over or under
absorption of overheads affect the profits of a firm? How absorption is different from

allocation?

Ans. Absorption of overhead costsrefersto the process of including al indirect costs or overheads,

such as rent, utilities, depreciation, and other indirect production expenses, into the cost of a



product or service. This absorption is necessary to determine the total cost of producing goods or

providing services.

Overhead costs are typically not directly attributable to specific products or services, making it
essential to alocate or absorb these costs across the entire range of produced goods or provided

services.

Over or Under absorption of overheads. Overhead expenses are usually applied to production
on the basis of predetermined rates. The predetermined rates may represent estimated, actual or
normal costs. In either case, the amount of expenses actually incurred, and the number of overheads
applied to production will seldom bethe same. Some differenceisinevitable. If the actual expenses
fall short of the amount applied, there is said to be an over-absorption of overheads, and,
conversely, if the actual expenses exceed the amount applied to production, it is a case of under-
absorption. Such over or under-absorption may also be termed as overhead variance, the amount
of over-absorption being represented by the credit balance on the variance account, and,

conversely, the amount of under- absorption by a debit balance.
Over or under absorption of overheads can significantly impact the profits of a firm:

Overhead expenses are usually applied to production based on predetermined rates. The
predetermined rates may represent estimated, actual or normal costs. In either case, the amount of
expenses actualy incurred, and the number of overheads applied to production will seldom be the
same. Some difference isinevitable. If the actual expensesfall short of the amount applied, there
is said to be an over-absorption of overheads, and, conversdly, if the actua expenses exceed the
amount applied to production, it isa case of under-absorption. Such over or under-absorption may
also be termed as overhead variance, the amount of over-absorption being represented by the credit
balance on the variance account, and, conversely, the amount of under- absorption by a debit

balance.

1. Over-absorption of Overheads: This occurs when the actua overhead costs incurred are
less than the absorbed overheads. It means that the overheads allocated to products or
services are higher than the actual costs. As aresult, the cost of production appears higher

than it actually is, potentially leading to overpricing and reduced competitiveness. This



situation might inflate the cost of goods sold, impacting the reported profit margin
negatively.

2. Under-absor ption of Over heads: Conversely, under-absorption happens when the actual
overhead costs exceed the absorbed overheads. In this case, the costs alocated to products
or services are less than the actual costs incurred. It leads to a situation where the cost of
production appears lower than it actually is, potentially causing underpricing and reduced
profitability. It might result in lower reported costs of goods sold, impacting the reported
profit margin positively but inaccurately.

Difference between Absor ption and Allocation:

e Absorption: Absorption involves the incorporation of all overhead costs into the cost of
production. It aims to reflect the full cost of producing goods or services, including both
direct and indirect costs. Absorption costing is often used for external reporting purposes

and for inventory valuation under generally accepted accounting principles (GAAP).

o Allocation: Allocation, on the other hand, refersto the process of assigning or distributing
indirect costs to various cost centers, departments, products, or services based on a
predetermined basis, such as labor hours, machine hours, or square footage. Allocation
does not necessarily include all overheadsin the cost of production but rather spreadsthem
across different areas based on a chosen all ocation base.

In summary, absorption of overhead cods is crucial to accurately determine the total cost of
production. Over or under absorption of overheads can distort the reported profits, affecting pricing
strategies, cost control measures, and decision-making within a firm. Absorption differs from
alocation in that absorption aims to capture all overhead costs in the cost of production, while
allocation distributes costs based on specific criteria without necessarily including all overheads

in the final product cost.

Q 4 (a). Annual consumption of an item in a manufacturing company is 400 units. Theprice
of oneitem isRs. 100. If the carrying cost is 28 and ordering cost is Rs. 500 per order, what
isthel0% per unit. economic order quantity and number of orders? What isthe importance

of economic order quantity?



Ans. EOQ: The basic problems of material control are two viz., what quantity of an item should
be ordered at a time and when should an order be placed. While deciding economic ordering
guantity, the efforts are directed to ascertain the ideal order size. While deciding the ideal order
size, factors such as material carrying charges and the ordering cost associated with the placement
of purchase ordersareto be considered; thetotal of both hasto be minimized. The material carrying
chargesincludeinterest on the capital invested in the stores of materials, rent for the storage space,
salaries and wages of the store-keeping department, any loss due to pilferage and deterioration,
stores insurance charges, stationery, etc. used by the stores, taxes on inventories, etc. Ordering
costs may include rent for the space used by the purchasing department, the sal aries and wages of
officers and staff in the purchasing department, the depreciation on the equipment and furniture
used by the department, postage, telegraph charges and telephone hills, the stationery and other
consumables required by the purchasing department, any travelling expenditure incurred, and the
costs of ingpection etc., on receipt of material. The optimum ordering quantity, i.e., the quantity
for which the cost of holding plus the cost of purchasing is the minimum is known as Economic

ordering Quantity and is calculated by the following formula:

2x DDx S
EOQ = / = { —S
e A

D« Annual demand (unis)
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! all
| | \

EOQ = V(2 x 400 x 500/ 10) = 200Units
Importance of economic order quantity:

The Economic Order Quantity (EOQ) is a crucial concept in inventory management and has
several important implications for businesses. Here are some key points highlighting its

importance:

1. Optimal Inventory Levels. EOQ helps businesses determine the most efficient quantity

of inventory to order at one time. By calculating the EOQ, a company can minimize total



inventory costs, including holding costs and ordering costs, thus ensuring that the right

amount of inventory is available to meet demand without excess.

. Cost Reduction: EOQ analysis aimsto minimize total inventory costs, which often means
reducing both holding costs (costs associated with storing inventory) and ordering costs
(costs associated with placing and receiving orders). By optimizing the order quantity,
companies can reduce unnecessary expenses associated with excessive inventory holding

or frequent ordering.

. Efficient Resource Allocation: EOQ assists in the efficient allocation of resources by
determining the appropriate level of inventory to maintain. This prevents tying up excess
capital ininventory or facing stockouts due to insufficient inventory levels. By maintaining
the optimal inventory level, businesses can allocate resources effectively to other areas

such as production, marketing, or research and devel opment.

Improved Customer Service: Maintaining the right amount of inventory through EOQ
analysis hel ps businesses meet customer demand more effectively. It reducesthelikelihood
of stockouts, ensuring that products are available when customers want to purchase them.
Thisleadsto higher customer satisfaction and retention.

. Supply Chain Optimization: EOQ is not just about managing inventory within a single
organization but aso plays arolein optimizing the broader supply chain. By coordinating
ordering quantitieswith suppliers based on EOQ principles, companies canimprove supply

chain efficiency, reduce lead times, and enhance overall collaboration with suppliers.

. Decison Support: EOQ provides valuable insights for decison-making regarding
inventory management. It helps in determining reorder points, setting safety stock levels,
and evaluating the trade-offs between holding costs and ordering costs. This enables
managers to make informed decisions that align with the company's overall strategic

objectives.

. Competitive Advantage: Efficient inventory management through EOQ can provide a
competitive advantage to businesses. By minimizing costs and maximizing service levels,
companies can offer competitive pricing, faster delivery times, and superior customer

service compared to their competitors.



Q4 (b).
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Q 5. What is the importance of variance analysis in cost accounting? Explain various
material and labour cost variances. Why do these variances occur ?

Ans. Variance analysis. The primary object of standard costing is to revea the difference
between actual cost and standard cost. A ‘variance’ in standard costing refers to the divergence of

actual cost from standard cost. Variances of different cost items provide the key to cost control.



They indicate whether and to what extent standards set have been achieved. This enables

management to correct adverse tendencies.

After standard costs have been established, the next step is to ascertain the actual cost under each
element and compare them with the standard cost. The difference between these two istermed as
cost variance. Cost variance is the difference between a standard cost and the comparable actua
cost incurred during a given period.

The Chartered Institute of Management Accountants London defines variance as “the difference
between planned, budgeted, or standard cost and actual cost; and similarly for revenue”. Variance
analysis can be defined as “the analysis of performance by means of variances”. It is the process
of computing the amount of and isolating the cause of variances between actual costs and standard

costs.
Variance anaysisinvolves:
(a) Computation of individua variances, and
(b) Determination of the cause(s) of each variance.

Variance analysis is a crucia tool in cost accounting that helps businesses understand the
differencesbetween actual costsand expected costs. It involves comparing actual coststo budgeted
or standard costs, identifying the reasons for any discrepancies, and taking corrective actions if
necessary. The importance of variance analysisin cost accounting liesinits ability to:

1. Performance Evaluation: Variance anaysis alows managers to assess how well the
company is controlling costs compared to the budgeted or standard costs. It helps identify

areas of improvement and highlights areas of success.

2. Decison Making: Understanding the reasons behind cost variances enables managers to
make informed decisions regarding pricing, resource alocation, and process

improvements.

3. Cost Control: By pinpointing the causes of cost discrepancies, variance analysis helpsin
implementing strategies to control costs more effectively, thereby improving profitability.



4. Continuous Improvement: Through variance anaysis, companies can continuously

monitor their performance, identify inefficiencies, and strive for continuous improvement
in operations.

Material Cost Variances:

1. Material Price Variance: This variance measures the difference between the actual cost
of materials purchased and the standard cost of materials that should have been incurred
based on the quantity purchased and the standard price. It occurs due to changesin material
prices or discrepancies between actual and expected prices.

2. Material Usage Variance: This variance reflects the difference between the actua
guantity of materials used and the standard quantity of materialsthat should have been used

for the actual level of production. It arises from inefficiencies in material usage, waste, or
differencesin quality.

MATERIAL VARIANCES

Material Cost Variance (SQ x SP] — {AQ x AP)
Material Price Variance [SP - AP x AQL
Material Usage Variance {SQ - AQ) x SP

Maternal Mix Variance (RQ - AQ) x SP
Matarial Yield Variance (AY - SY) x SC

AQ Actual Quantity
AP Actual Price

SP Standard Price
SQ Standard Quantity
SC Standard Cost

Labour Cost Variances;



1. Labour RateVariance: Thisvariance comparesthe actual labour rate paid per hour to the
standard labour rate per hour. It occurs due to differences in wage rates, including changes

in employee compensation or overtime payments.

2. Labour Efficiency Variance: This variance measures the difference between the actua
hours worked and the standard hours allowed for the actual level of production. It arises
from inefficiencies in labour utilization, such as idle time, inefficiencies in production

processes, or differencesin skill levels.

LABOUR VARIANCES

Labour Cost Variance {AH x AR) — (S5H x SR)
Labour Rate variance (AR - 5R) - AH
Labour Efficiency Variance (Al - SH) =% SR
Labour Mix Variance (AH — RSH) v SR
Labour Yield Variance [AH - SH) x SR
Idle Time variance Idle Hours x SR

AH- Actual Hours

SH- Standard Hours

AR- Actual Rate

SR- Standard Rate

RSH- Revised Standard Hours

(dtandard Quantity for Production = Standard

Total Material Cost Yariance Prica) - (Actuil Oamivtity ueid M kstust Prica)

(Standard Price - Actual Price for Unit) =

Mareral Price Varlance Actual Quantity used

(Standard Quantity for Production - Actual

Marerial Usage Yarfance F
i i Quantity used) = Standard Price

{5tandard Rate =« Standard Heours for

Total Labour Cost Variance Froduction) — (Actual Rate = Actual Hours
wiorked |
{5tarndard Bate — Actual Bate) = Actial Hours

-
Labour Rate Yarance it

{(atandard Hours for Froduction - actual Hours

Labaur Efficlency Yariance woitked) = Standard Rive




Causesof Material and L abour Cost Variances:

1. Price Fluctuations. Changes in material prices or wage rates can lead to variances in

material and labour costs.

2. Quality Issues: Differencesin the quality of materials or variationsin labour productivity

can affect costs.

3. Production Volume: Variances may occur due to changes in the level of production,

affecting economies of scale and labour efficiency.

4. Process|nefficiencies: Inefficient processes, poor supervision, or inadequate training can

result in higher material usage or labour hours than expected.

5. External Factors. Factors such as supplier issues, market conditions, or regulatory

changes can impact material prices and labour costs.

Overall, variance analysis provides valuable insightsinto cost drivers, allowing businessesto take

proactive measures to improve cost control, operational efficiency, and ultimately, profitability.

Q6.
Year Sae Cost Profit
2020 3,00,000 -2,60,000 = 40,000
2021 3,40,000 -2,90,000 = 50,000
Changein Sale =40,000 Change in Profit =10,000
i. P/V Ratio =R o 100 = 222 = 250
Change in Sale 40,000

1. P/V ratio =25%
b

Dr,é: 25%

C
" 3,00,000

= 25%



.. Contribution = 75,000

Or, FC + P = 75,000

Or, FC + 40,000 = 75,000

Or, FC = 75.000 - 40,000 = 35,000

FC 35,000

BEP = — = —— = 1,40,000
PY Ratio 25%
. FC+P 15000440000 .
. Requared Sale - = = 3,00,000
PV Ratio 25%
; FC4P
iv. Required Sale = .
PV Ratio
35,0004 P

Or, 2,50,000 =

Or, 35,000 + P = 62,500
Or, Profit = 27,500
v. Margin of Salety = Total Sale — BEP Sale
= 2,50,000 - 1,40,000
= 1,10,000

Q 7. (a) Explain theratios to assess the long run solvency of a firm. How are These ratios

computed? Give examples.

Ans. Ratios to assess the long-run solvency of a firm focus on its ability to meet its long-term
financia obligations and sustain its operations over an extended period. These ratios provide
insights into the company's capital structure, leverage, and ability to manage its long-term debt.

Some key ratios to assess long-run solvency include:

Debt-to-Equity Ratio: This ratio measures the proportion of a company's financing that comes
from debt compared to equity. A higher debt-to-equity ratio indicates higher leverage and potential
financial risk. It is calculated as:

Debt-to-Equity Ratio= Total Debt/Total Equity

For example, if acompany hastotal debt of Rs.500,000 and total equity of Rs.1,000,000, the debt-
to-equity ratio would be 0.5.



Interest Coverage Ratio: Also known as the times interest earned ratio, this ratio measures a
company's ability to cover itsinterest expenses with its earnings before interest and taxes (EBIT).
A higher interest coverage ratio indicates better ability to meet interest obligations. It is calculated
as.

Interest Coverage Ratio=Interest Expense/ EBIT

For example, if a company has EBIT of Rs.1,000,000 and interest expense of Rs.200,000, the

interest coverage ratio would be 5.

Debt Ratio: Thisratio measuresthe proportion of acompany's assets financed by debt. It indicates
the extent to which a company relies on debt financing. A higher debt ratio suggests higher
financia risk. It is calculated as:

Debt Ratio=Total Debt/ Total Assets

For example, if acompany has total debt of Rs.600,000 and total assets of Rs.1,500,000, the debt
ratio would be 0.4.

Long-Term Debt to Capitalization Ratio: This ratio measures the proportion of a company's
long-term debt to its total capitalization (long-term debt plus equity). It provides insight into the
company's long-term financial structure. It is calculated as:

Long-Term Debt to Capitalization Ratio=Long-Term Debt/ Long-Term Debt + Tota Equity

For example, if acompany haslong-term debt of Rs.700,000 and total equity of Rs.1,200,000, the
long-term debt to capitalization ratio would be 0.368.

Fixed Char ge Cover age Ratio: Thisratio measuresacompany'sability to cover itsfixed charges,
including interest expenses and lease payments, with its earnings before interest, taxes,
depreciation, and amortization (EBITDA). It is calculated as:

FCCR=EBIT + FCBT/ FCBT + |
where:
EBIT=earnings before interest and taxes

FCBT=fixed charges before tax



i=interest

These ratios provide valuable insights into a company's long-term financial health and its ability
to sustain operations and meet its obligations over the long term. By monitoring these ratios,
investors, creditors, and management can assess the company's solvency risk and make informed

decisions.
Q 7. (b) What islife cycle costing? What isthe significance of thistype of costing?

Ans. Life cycle costing (LCC) is a costing method used to analyze the total cost of ownership of
a product or asset over its entire life cycle, from acquisition to disposal. It considers all costs
associated with the product or asset, including acquisition costs, operating costs, maintenance
costs, and disposal costs. Life cycle costing provides a comprehensive view of the financia

implications of owning and operating a product or asset over its entire life span.
The significance of life cycle costing liesin several key aspects:

1. Better Decision Making: Life cycle costing helps businesses make informed decisions
about product design, procurement, and investment by considering the total cost
implications over the entire life cycle. It enables decision-makers to evaluate adternatives

based on their long-term financial impact rather than just initial costs.

2. Optimized Resource Allocation: By considering al costs associated with a product or
asset, life cycle costing hel ps businesses all ocate resources more effectively. It allowsthem
to identify opportunities to reduce costs throughout the life cycle, such as selecting more
durable materials or implementing preventive maintenance programs.

3. Risk Management: Life cycle costing enables businesses to assess and mitigate risks
associated with owning and operating assets over their life span. By understanding the total
cost of ownership, businesses can identify potential risks, such as escalating maintenance

costs or premature obsolescence, and devel op strategies to manage them effectively.

4. Sustainability: Life cycle costing promotes sustainability by encouraging businesses to
consider the environmental and social impacts of their decisions. By evaluating the life
cycle costs of products and assets, businesses can identify opportunities to minimize
resource consumption, reduce waste, and mitigate environmental and social risks.



5. Enhanced Competitiveness. By adopting a life cycle costing approach, businesses can
gain a competitive advantage by optimizing costs, improving product quality and
reliability, and enhancing customer value. Life cycle costing enables businesses to deliver
products and services that meet customer needs while maximizing profitability over the

long term.

Overdl, life cycle costing is a valuable tool for businesses seeking to make informed decisions,
optimize resource allocation, manage risks, promote sustainability, and enhance competitiveness

in today's dynamic and competitive business environment.

Q 8. Following arethe extracts from the Trial Balance of M/S Amrit Ltd.
Trial Balance ason 31.3.2021

Particulars Amount (Rs.)
Sundry Debtors 30000
Bad Debts 5000

Additional Information:

i) After preparation of Trial Balance, it is learnt that a debtor Mr. Yogra has become
insolvent and ther efor e the entire amount of Rs. 3000 due from him wasirrecoverable.

ii) Create 10% provision for bad and doubtful debts. You are required to paas necessary

adjustment entries and show how theitemswill appear in the firm's Balance Sheet.

Ans.
Daw Farticatars [e¥. | Denie® | Crean v«
T @) | Mad dobes Adc S D | - 3 000 1
To Sundry debtors Ade 3,000
(Bad dobts written off) !
(> Profi: and loas AJc D 2,700
To Peovision for had & dossbaful detws Ale 2.700
1 (Fvovision for bad & doubrful debits created §§ 10%) ; 1
D Profit and LLoss Account Cr.
Particulars e | T Particulars T ] T 1
To Pad detes 3,000 | ———
Add: Further bad debes | 3 000
R OO0
Add Provision for bad 2,700 10,700 l
& doubafiul dotres
Malance Sheot
Liabilittes | £  Aswets - v ]
Sundry debtors 30,000 ]
Less: Bad debes 3,000
27 000 ‘
Loss: Prowviskon fowr had 2,700 24 _0O0
& doubtful dobts G
Ll = 2D J




Q 8(b). What isthe differ ence between capital and revenue expenditur e? Give two examples

wher e revenue expenditureis capitalized.

Ans.  Capital expenditure and revenue expenditure are two distinct categories of expenses

incurred by a business, each with different accounting treatment and implications for financial

reporting. Here's a breakdown of the key differences between the two:

1. Capital Expenditure:

Capital expenditure refers to the spending on acquiring, upgrading, or improving
long-term assetsthat provide benefitsto the business beyond the current accounting

period.

These expenditures are typically recorded as assets on the balance sheet and

depreciated or amortized over their useful life.

Capital expenditures enhance the productive capacity or efficiency of the business

and are considered investments in the company's future.

Examples of capita expenditures include the purchase of property, plant, and
equipment (PP& E), investments in intangibl e assets such as patents or trademarks,
and expenditures on infrastructure projects.

2. Revenue Expenditure:

Revenue expenditure, on the other hand, refers to the spending on day-to-day
operational expenses required to maintain the business and generate revenue in the

current accounting period.

These expenditures are typically expensed on the income statement in the period in
which they areincurred and do not create lasting benefits beyond the current period.

Revenue expenditures are necessary to sustain ongoing business operations but do

not result in the acquisition of long-term assets.

Examples of revenue expenditures include salaries and wages, utility bills, rent

expenses, repairs and maintenance, and advertising expenses.



Conditions where revenue expenditures are capitalized, here are two Condidtions where revenue

expenditures may be capitalized:

1. Materiality Consideration: In certain situations, if a revenue expenditure is significant
enough and meets specific criteria, it may be capitalized instead of being expensed
immediately. For example, if arepair expense for a piece of equipment is substantial and
extendsthe useful life of the asset significantly, it might be capitalized as part of the asset's
cost rather than expensed as a repair cost.

2. Treatment asPart of aLarger Project: Sometimes, revenue expenditures are capitalized
when they are incurred as part of a larger capital project. For instance, if a business
undertakes a major renovation of a building, the costs associated with routine repairs and
mai ntenance during the renovation process might be capitalized along with the costs of the
renovation itself, asthey are necessary to complete the larger project and enhance thevalue
of the asset.

In both of these scenarios, the decision to capitalize revenue expenditures involves judgment and
consideration of factors such as materiality, relevance to the larger project, and compliance with

accounting standards.
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END TERM EXAMINATION

__ FIRST SEMESTER [BCOM(Hou_s)] JANUARY 2024 -
Paper Code: BCOM-101 . _lect Huancial Accounting_
_Time: 3 Hours - Maximum Marks: : 60

Note: Attempt ﬂu questions in all lncludthg Q. NoI 1 which is compulsory

M&e short notes on any four (4x3=12)
P

a)
xbf/g?etn Accounting

¢) _ mprest System of Petty Cash Book
ferred Revenue Expenditure
‘_L/g:lal Aspect Concept
Provisions vs Reserves
J)/ Reasons of difference between balance of Cash Book and Pass
Book of a business

Q2 “The function of accountmg is o provide quantitative information,
primarily financial in nature, about economic entities.” Explam the

various users of such information and their purpose for using it in detail.
(12)

k))é/}’ass journal entries for the following transactions:
a]  Opening balances of Rohit & Sons as on1% April, 2022 are: Cash in
hand Rs. 600; Cash at Bank Rs. 14,000; Bills Payable Rs. 2,000;
Virat (Debtor) Rs. 1,600; Stock Rs. 8,000; Hardik (Creditor) Rs.

4,000; Sachin (Debtor) Rs. 3,000; Rahul (Creditor) Rs. 1,800.
b)  Wasim who owed Rs. 2,00,000 is declared insolvent on 31"March,

2022. Receved 40 paisa in a rupee from his official assignee.

Goods purchased from Ravindra for Rs. 50,000 on 15%September,

2022, He allowed trade discount (@ 10% and cash discount @ 5%.

60% paid to him on the same day.

On 31% December, 2022, goods worth Rs, 10,000 were taken by
proprictor for personal use& goods worth Rs. 5,000given as

charity. (12)

d)

The following is the Trial Balance of M/s Raj Kumar, as on 31% March,
2022. You are required to prepare Trading, Profit & Loss {\ccoum and
Balance Sheet for the year 31% March, 2022, after taking into account

the necessary adjustments.

Q4



Qs

“Particul > = e Dr. (Rs.) Cr. (Rs.)
Sund Debtors 1000000 |
SundryCreditors____ o }4,00000 |
“Qutstanding Liability for Expenses £ 110000 | |
Wagrs 200000
Careiage Outwards = 220000 | |
Carriage Inwards =—e—ii- _Jnoevo00
General [xpenses [ 180,000 =
Discount | 40,000
_Bad Debis = . 20,000
| Motor Car e ot 4,80,000 ~
| Printing & Stationary ,20,000 —
, Furniture & Fittinga 2,20,000
| Advertisement : - 1,70,000
(Insurance 90,000 =]
| Salesmen's Commission V . 1,75,000
| Poatage & Telephone 1 1,15,000
&y 3,20,000 —
_Rates&Taxes =~ | 50,000
| Drawings 000 | il
Capital e L 12886000 |
Purchases . N ETC .
. oo a l 39.75,000
 Stock on 1# April, 2021 5.00.000
Cash at Bank = [120000— | 1
Cash i Hand o 121,000 |
St - 7261000  72,61,000
Adjustments:
a) Stock on 31% March, 2022 was Rs. 14,50,000,
b) A Provision for Bad Debts is to be created @ 5 percent on Sundry
Debtors.

<) Depreciation charged on Furaiture & Fittings and on Motor Car by
105 and 20% respectively.

d) Mr. Rej Kumar withdrawn goods warth Rs. 50,000 during the year

) Sales include goods worth Rs. 1,50,000 sent out to M/s Govind &
Sons on approval and no confirmation has received till 31st March,
2022. Cost of the goods was Rs. 1,00,000.

f Salesmen are entitled to a Commission of 5% on total sales.

2 Sundry Debtors include Rs. 50,000 Bad Debts.

h)  Prnting & Stationary expenses of Rs. 1,10,000 relating to 2020-21
had not been proceed in that year but was paid in this year by
debiting Outstanding Liabilities,

i) Purchases include purchase of Furniture worth Rs. 1,00,000. (12)

al

What.is a Bank Reconciliation Statement? Brieflly explan s
objectives., (4]



J)/On 31t December, 2022, the Cash Book of a merchant showed a

bank overdraft of Rs. 1,72,985. On comparing the Cash Book with
the Bank Pass Book the following discrepancies were noted:

i) Cheques issued for Rs. 60,000 were not presented in the
bank till 7% January, 2023.

ii) Cheques amounting to Rs. 75,000 were deposited in the
bank but were not collected.

i11) A cheque of Rs. 15,000 received from Mahesh Chand and
deposited in the bank was dishonoured and advice of non-
payment was not received from bank till the 1% January,
2023.

iv) Rs. 1,50,000 being the proceeds of a bill reccivable collected
appear in the Pass Book but not in the Cash Book.

v) Bank charges Rs. 1,500 and interest on overdraft Rs. 8,500
appear in the Pass Book but notin the Cash Book.

Prepare a Bank Reconciliation: Statement and show what balance

the Bank Pass Book would indicate on 31st December, 2022. ({8)

L J
wch Wood Lid. purchased on 1% January 2017, a machinery for Rs.

Q7

Q8

1,94,000 and spent Rs. 6,000 on its erection. On 1stJuly 2017 additional
machinery costing Rs. 1,00,000 was purchased. On 1%t July 2019, the
machinery purchased on 1%January 2017 has been auctioned for Rs.
1,00,000 and on the same date, new machinery was purchased at a cost
of Rs. 1,50,000. Depreciation was provided annually on 31stDecember at
the rate of 10% p.a. on the original cost. No depreciation need be charged
during the year of sale of machinery for that part of the year when the
machine was used. In 2021, the company has changed the method of
depreciation to written down value method at the rate of 15% p.a. from
the straight line method w.e.f. 2017. Show the machinery account for the

period from 2017 to 2021. (12)
a) Differentiate between Perpetual and Periodic Inventory System. (4)
b) Set up a “stores ledger” form and enter the following transactions

adopting the FIFO and Weighted Average Price method of pricing
out issues.

2022

Jan.1 Opening Stock 2000pieces @ Rs.2.00 each

Jan,5 Purchases 1000 pieces @ Rs.2.20 each

Jan. 10 Purchases 1500picces@ Rs.2.40 each

Jan.20 Purchases 1800 pieces @ Rs.2.40 each

Jan.2 Issucs 1500 pieces

Jan.7 issues 1000 pieces

Jan.12 Issues 1000 pieces

Jan.28 Issucs 2000 pieces {8)

- ‘ 2 < 2 a »
Accounting in modern era is eyeing towards sustainable development.

Justify the statement by highlighting the Contemporary Issues 21’;
Accounting. (1



SOLUTION SET
END TERM EXAMINATION JANUARY - 2024
FINANCIAL ACCOUNTING - BCOM (H) 101
BCOM(H) - | SEMESTER

Time: 3Hours Maximum Marks. 75

Q1 Write Short Noteson:

€) GAAP

(b) Green Accounting

(c) Imprest System of Petty Cash Book

(d) Deferred Revenue Expenditure

(e) Dual Aspect Concept

H Provisions vs Reserves

(9 Reasons of the difference between the Balance of a Cash Book and the Passbook of a
Business

(@ GAAP

Ans. Accounting practices follow certain guidelines. The rules that govern how accountants

measure progress and communicate financial information under the heading "Generally
Accepted Accounting Principles’ (GAAP). GAAP comprises of conventions, rules and
procedures that constitute accepted accounting practices at any given time. They are like
the law or rules for conducting behavior in a way acceptable to majority of the people.
They may readily be defined as rules of action or conduct which are adopted by the
accountants universally while recording accounting transactions. They are a body of
doctrines commonly associated with the theory and procedures of accounting, serving as
an explanation of current practicesand asaguidefor selection of conventionsor procedures
where aternatives exist. It should be noted that GAAP differ from country to country
because of the legidative requirements of each country, local accounting practices,
customs, usage and business environment peculiar to each country. Each country has set
up its own professional accounting body/regulatory authority to frame, implement and
regulate the application of the GAAPs in the country.

For example, in USA the Financia Accounting Standard Board (FASB) set up in 1973
makes maor pronouncements called Statements of Financial Accounting Standards
(SFAYS) from timeto time. Similarly, in UK the Accounting Standard Board set up in 1990
issues financia reporting standards. The Board has replaced the Accounting Standards
Committee which was responsible for issuing Statements of Standard Account Practices
(SSAPs) earlier from time to time. In India, the Accounting Standard Board set up by the
Institute of Chartered Accountants of India issues the accounting standards to be observed
by al business entities. However, the Ministry of Corporate Affairs (MCA) has aso
notified presently 40 Indian Accounting Standards (Ind AS), as a step towards convergence
of International Financial Reporting Standards (IFRS) in India. It may be noted that Ind
AS would be applicable to various classes of entities as may be prescribed by relevant
authorities such as Ministry of Corporate Affairs for the companies governed under
Companies Act, 2013 from the notified date(s). The existing Accounting Standards (AS)



(b)

Ans.

(©)

Ans.

will continue to apply to entities other than those to which Ind AS would apply. In case of
differences between the two standards i.e. AS issued by the Institute of Chartered
Accountants of India and Ind AS notified by the Ministry of Corporate Affairs,
(Government of India, the Institute of Chartered Accountants of India would harmonize
their differences.

Green Accounting

Green accounting refersto the process of integrating environmental costs and benefitsinto
a company's financia reporting system. It involves recognizing and accounting for the
environmental impact of a company's operations, products, and services.

One of the key features of green accounting is that it is a dynamic and ongoing process
rather than a one-time event. This is because environmental impacts are constantly
changing and evolving as a result of changes in the business environment, government
regulations, and stakeholder expectations.

For example, a company may implement a new green initiative to reduce its carbon
footprint and track the costs and benefits of the initiative over time. As the initiative
evolves, the company may need to adjust its accounting practices to account for new costs
or benefits that arise.

Similarly, as new environmenta regulations are introduced, companies may need to update
their accounting practices to comply with these regulations and accurately reflect the
environmental impact of their operations.

Therefore, green accounting is a continuous process that requires ongoing monitoring and
reporting to ensure that the company isaccurately accounting for its environmental impacts
and taking appropriate measures to minimize them. By doing so, companies can better
manage their environmental risks and opportunities, and demonstrate their commitment to
sustainability to stakeholders.

Imprest System of Petty Cash Book

The Imprest system of petty cash books is regarded as one of the most scientific methods
used to maintain a cash book. Under this system, a fixed amount of money is provided to
the petty cashier to cover the petty expenses for that particular month. By the end of the
month, the petty cashier hasto hand over the statement of expendituresto the chief cashier.

After receiving the statement of petty expenses, the chief cashier hands over the same
amount of cash to the petty cashier, thus maintaining the imprest for the next month, the
same as the beginning of the previous month.

It acts as a healthy check on the petty cashier as he has to submit the statement of petty
expenses to the chief cashier. As all the petty expenses have to be recorded from time to
time in the cashbook, the petty cash book remains up to date. The imprest system of petty



(d)

Ans.

cash books prevents unnecessary accumulation of cash as the petty cashier cannot draw
sums of money as and whenever he likes. The head cashier is always aware of the cash
given to the petty cashier under the Imprest petty cash system.

The advantages of the imprest system are as follows: —

o It saves the time of the chief cashier.

o Petty cashier is not allowed to keep idle cash with him if the float is found to be
more than adequate; its amount will be immediately reduced. This reduces the
chances of misuse of cash by the petty cashier.

o The record of petty cash is checked by the cashier periodically, so that a mistake, if
committed, is soon rectified.

o It enables a great saving to be effected in the posting of small items to the ledger
accounts.

o The system trains young staff to handle cash responsibilities.

Deferred Revenue Expenditure

Deferred revenue expenditure is an expense incurred by a company that provides benefits
over a period of time greater than one accounting period. Instead of recognizing the full
cost of the expenditure in the period in which it was incurred, the cost is deferred
(postponed) and is gradually written off over a period of time.

Examples of deferred revenue expenditure include:

Advertisement Expenses. Advertising is often incurred to promote a product or service, but
the benefits of the advertising campaign may be realized over aperiod of time. In thiscase,
the cost of the advertising is deferred and is gradually written off over the period of time
during which the benefits are realized.

Preliminary Expenses: These are the expenses incurred in connection with the formation
of a company or in connection with the issue of shares or debentures. These expenses are
typicaly significant and cannot be written off in a single accounting period. Instead, they
are deferred and are gradually written off over a period of time.

Research and Devel opment Expenses. Companies often incur expenses related to research
and development of new products or processes. These expenses may provide benefits over
along period of time, and therefore, the cost of such expensesis deferred and is gradually
written off over a period of time.

Deferred revenue expenditure is recorded as an asset in the balance sheet and iswritten off
over the period of time during which the benefits of the expenditure are realized. It is
important for companies to distinguish between revenue and capital expenditures and to
account for them correctly in order to provide an accurate picture of their financial position.
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Dual Aspect Concept

This concept is based on double entry book-keeping which means that accounting system
is set up in such away that a record is made of the two aspects of each transaction that
affects the records. The recognition of the two aspects to every transaction is known as
dual aspect concept. Modern financial accounting is based on dual aspect concept. One
entry consists of debit to one or more accounts and another entry consists of credit to some
other one or more accounts. However, the total amount debited is always equal to the total
amount credited. Therefore, at any point of time total assets of a business are equd to its
total liabilities. Liabilities to outsiders are known as liabilities, but a liability to ownersis
referred to as capital. Thus, this concept expressesthe relationship that exists among assets,
liabilities and the capital in the form of an accounting equation which is as follows:

Assets = Liabilities + Capital,
or Capital = Assets— Liabilities

Since accounting system requires recording of the two aspects of each transaction, this
concept shows the effect of each transaction on them. Assets and liabilities are two
independent variables and capital isthe dependent variable, for it isthe difference between
assetsand liabilities. Any change in any one of these three, must lead to a change in any of
the other two.

Provisions vs Reserves

Reserve is the term which refers to a sum or percentage of profit that a company retains or
keeps aside at the end of afinancia year towards meeting future contingencies that may
occur. It isalso used to strengthen the business. A capital reserveiscreated from the capital
profits and is not available for distribution to shareholders in the form of dividends.
Therefore, it cannot be created from the profits earned from the core operations of a
company.

Revenue reserve is created from the profits earned from the core operations of a company
or organization. A profit and loss appropriation account needs to be made for creating
Revenue reserve.

Provision refers to an amount that is kept aside from a company’s profit in order to cover
probable expenses arising in future or a possible reduction in the value of an asset.
Provisions are important for a business as they address certain expenses in business and
payments made for them. Provisions should not be regarded as savings as these are created
to meet expenses for an anticipated liability in future.

It appears in the income statement in the form of expenses and is recorded as a current
liability in the balance shest.



(9)

Reserve

Provision

Definition

The portion of profit kept aside for
unforeseen obligations of a business

A portion of money from the business set aside
for meeting known liabilities or expenses

Method of Creation

Created by debiting Profit and Loss
appropriation gcecount

Created by debiting Profit and Loss Account

Purpose

It provides cadpital for running the business
and safeguards against expenses from
unforeseen contingencies

It secures business from expenses arising from
known liabilities

Allocation

Presence of profit is required for allocation
of resarve.

Presence of pr'ofil not necessary for allocation

Dividend Payment

Paid from reserves

Cannot be paid

Reasons for the differ ence between the Balance of a Cash Book and the Passbook of

a Business

The following are the reasons for the difference between the balances shown by the cash
book and the passbook.

Chequesissued but not presented for payment: When achequeisdrawn or issued in favour
of a third party, it is immediately recorded in the cash book by debiting the party and
crediting the bank and this has the effect of reducing the bank balance in the cash book.
But the bank will not debit the client’s account until that cheque is presented for payment,
and honoured. So long asit is not presented, the balance shown in the pass book is more
than the balance shown by the cash book.

Chegues deposited for collection but not yet collected: The client debits bank column of
cash book as soon as he deposits cheques with the bank for collection, but the bank credits
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Ans.

client’s account only when it has collected cash on the cheque so deposited. It results in
bank balance as per cash book being higher than the balance as per pass book.

Bank charges not entered in the cash book: The bank charges some amount from each
customer by way of incidental charges, collection charges, etc. and debits his account for
this reason from time to time. As soon as these charges are made, the bank debits the
customer’s account in its own books and this reduces the bank balance. But the customer
will know such charges only when he receives a statement of account from the bank, until
then, bank balance as per pass book will be less than bank balance as per cash book.

Interest credited or debited by bank, not entered in the cash book: When bank alows
interest to a customer for deposits, it will credit customer’s account and his bank balance
as per pass book will increase. But the customer will not pass the entry in cash book
simultaneoudly till he knows the fact, thus the balances will differ. Likewise, interest on
overdraft is debited to the customers’ account and till the same is not entered in the cash
book, it will result in a difference in the balances.

Direct collections on behalf of customers: A banker may receive amounts due to the
customer by way of dividends, rent, interests etc. directly from the persons concerned on
account of standing instructions of the customer to such persons. Similarly, debtors may
also deposit the amounts directly to the bank. The bank credits the account of the customer
for such collections as soon as it gets such payments. But same will be entered in the cash
book only when customer receives the statement from the bank. Thus the balances differ.

Direct payment by bank: Usually, the bank is given standing instructions for certain
payments to be made, such as payment of insurance premium, interest on loan, electricity
bill etc. Bank, while making payments, debits pass book but the customer has no
information of the same till heisinformed. It resultsin adifference in balances.

Dishonor of cheques/bills: When cheque or bill of exchange discounted with the bank
is dishonored, the same is debited in the pass book but not given effect in the cash book
until the intimation is received. It will cause a difference in the two balances.

“The function of accounting is to provide quantitative information, primarily
financial in nature, about economic entities.” Explain the various users of such
information and their purpose of using it in detail.

Accounting is a very old concept — as old as money. A description of proper keeping of
accounts is also found in ‘Arthashastra” written by Kautilya. However, it has developed
with the passage of time to meet the requirements and challenges of ever — growing society.
The modern-day accounting concept based on double entry system was originated by Luca
Pacioli in Italy. Though the act of accounting is very old, in recent times it has acquired
gpecial significance because of rapidly growing economy, cut-throat competition,
expanding markets and increasing production and changes in technology. Accounting is
used by business entities for keeping records of their monetary or financial transactions.



Accounting is a process of identifying financial transactions, measuring them in monetary
terms, and recording, classifying, summarizing, analyzing, interpreting them and
communicating the results to the users.

The American Accounting Association (AAA) defines accounting as:
“The process of identifying, measuring and communicating economic information to
permit informed judgments and decisions by users of information’.

Accounting information servesvarious users, each with distinct needs and purposes. Here's
an overview of the different users and how they utilize accounting information:

Management: Purpose: Management relies on accounting information to make informed
decisions, plan future activities, and monitor the organization's performance.

Use: Managers use financial statements, budget reports, and cost anayses to assess
profitability, manage resources efficiently, set goals, and strategize for growth. They also
use accounting information to evaluate the financial health of the organization and identify
areas for improvement.

ShareholdergInvestors. Purpose: Shareholders and investors seek to evauate the
financia performance and prospects of the company to make investment decisions.

Use: They analyze financial statements, particularly the income statement, balance sheet,
and cash flow statement, to assess the company's profitability, financial stability, and
growth potential. Additionaly, they may compare financia ratios and performance
indicators across companies or industries to make investment choices.

Creditors. Purpose: Creditors, such as banks and bondholders, assess the organization's
ability to repay loans and interest on time.

Use: They anayze financial statements, particularly the balance sheet and cash flow
statement, to evaluate the organization's liquidity, solvency, and ability to generate cash
flow. Thisinformation helps creditors determine the creditworthiness of the organization
and set terms for lending.

Employees. Purpose: Employees are interested in the financial health of the organization
to assess job security, evaluate compensation packages, and understand the company's
performance.

Use: They may review financia statements, particularly the income statement and
disclosures, to gauge the stability and profitability of the organization. Understanding the
financial position of the company can aso influence negotiations for wages, benefits, and
other employment terms.

10



Government Agencies. Purpose: Government agencies, such as tax authorities and
regulatory bodies, use accounting information for taxation, regulation, and policy-making
purposes.

Use: They rely on financial statements, tax returns, and other accounting records to ensure
compliance with tax laws, financial reporting standards, and regulatory requirements.
Accounting information also provides insights into the economic activities of businesses,
which can inform policy decisions and regulatory actions.

Suppliers and Customers. Purpose: Suppliers assess the financial stability of their
customers to manage credit risk, while customers may be interested in the financial health
of suppliersto ensure continuity of goods or services.

Use: Suppliers may review financial statements and credit reports to evaluate the
creditworthiness and payment history of customers. Customers may also assess the
financial stability of suppliers to mitigate risks associated with disruptions in the supply
chain.

In summary, accounting information serves awide range of users, each with specific needs
and purposes. Whether it's for internal decision-making, external investment analyss,
regulatory compliance, or strategic planning, accounting information plays a crucial role
in facilitating informed decision-making and promoting transparency in economic
activities.

Q3 Passjournal entriesfor the following transactions:
a) Opening balances of Rohit & Sonsason 1% April, 2022 are: Cash in hand Rs. 600; Cash at
Bank Rs. 14,000; Bills Payable Rs. 2,000; Virat (Debtor) Rs. 1,600; Stock Rs. 8,000;
Hardik (Creditor) Rs. 4,000; Sachin (Debtor) Rs. 3,000; Rahul (Creditor) Rs 1,800.
b) Wasim who owed Rs. 2,00,000 is declared insolvent on 31% March, 2022. Received 40
paisain arupee from his official assignee.
C) Goods purchased from Ravindrafor Rs. 50,000 on 15" September, 2022. He allowed trade
discount @ 10% and cash discount @ 5%. 60% paid to him on the same day.
d) On 31% December, 2022, goods worth Rs. 10,000 were taken by proprietor for personal use
& goods worth Rs. 5,000 given as charity.
Ans.
In the Books of Rohit & Sons
JOURNAL
Dates Particulars L.F| Dr.(Rs.) | Cr.(Rs))
2022
a) | April1 | CashinHand A/c ...Dr 600
Cash at Bank A/c ...Dr 14,000
Stock Alc ..Dr 8,000
Virat ...Dr 1,600
Sachin ..Dr 3,000
To Bills Payable A/c 2,000
To Hardik 4,000
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To Rahul
To Capital Alc

(Being the balances brought in from previous year)

b) | Mar-31 | Cash Alc
Bad Debts A/c
ToWasm

(Being 40% money received from official Assignee of Wasim)

..Dr
...Dr.

c) | Sep.15 | Purchases A/c
To Ravindra

(Being goods purchased less trade discount 10%)

...Dr.

Ravindra
To Cash Alc

discount)

To Discount Received A/c
Being 60% of invoice price paid and received 5% cash

...Dr.

Dec.
d) | 31 Drawings A/c

Charity Alc
To Purchases A/c

(Being goods withdrawn for personal use and charity)

...Dr.
...Dr.

80,000
1,20,000

45,000

27,000

10,000
5,000

1,800
19,400

2,00,000

45,000

25,650
1,350

15,000

Q4  Thefollowing isthe Trial Balance of M/s Raj Kumar , as on 31% March, 2022. You
arerequired to prepare Trading and Profit & Lossaccount and Balance Sheet for the
year 31% March,2022, after taking into account the necessary adjustments.

Particulars Dr.(Rs) Cr.(Rs)
Sundry Debtors 10,00,000
Sundry Creditors 4,00,000
Outstanding Liabilities for expenses 1,10,000
Wages 2,00,000
Carriage Outwards 2,20,000
Carriage Inwards 1,00,000
General Expenses 1,40,000
Discount 40,000
Bad Debts 20,000
Motor Car 4,80,000
Printing & Stationary 30,000
Furniture & Fittings 2,20,000
Advertisement 1,70,000
Insurance 90,000
Salesmen’s Commission 1,75,000
Postage & Telephone 1,15,000
Salaries 3,20,000
Rates & Taxes 50,000
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Drawings 40,000
Capitd 28,86,000
Purchases 31,00,000
Sales 39,75,000
Stock on 1% April, 2021 5,00,000
Cash at Bank 1,20,000
Cashin Hand 21,000
72,61,000 72,61,000
Adjustments:
a) Stock on 31% March, 2022 was Rs. 14,50,000.
b) A provision for Bad Debtsisto be created @ 5 percent on Sundry Debtors.
C) Depreciation charged on furniture & Fittings and on Motor Car by 10% and 20%
respectively.
d) Mr. Rg Kumar withdrawn goods worth Rs. 50,000 during the year.
€) Salesinclude goods worth Rs. 1,50,000 sent out to M/s Govind & Sons on approval
and no confirmation has received till 31% March, 2022. Cost of the goods was Rs.
1,00,000.
f) Salesmen are entitled to a Commission of 5% on total sales.
0) Sundry Debtors include Rs. 50,000 Bad Debts.
h) Printing & Stationary expenses of Rs. 1,10,000 relating to 2020-21 had not been
proceeded in that year but was paid in thisyear by debiting Outstanding Liabilities.
i) Purchases include purchase of Furniture worth Rs. 1,00,000.
Ans.
Trading and Profit & L ossaccount
For the Y ear ending 31% March,2022
Particulars Rs. Particulars Rs.
To Opening Stock 5,00,000 | By Sales 39,75,000
To Purchases 31,00,000 Less: Goods sent on Approval 1,50,000 | 38,25,000
Less: Drawing 50,000 By Closing Stock 14,50,000
Add: Stock on approval
30,50,000 1,00,000 15,50,000
Less: Purchase of Furniture 1,00,000
To Wages 2,00,000
To Carriage Inwards 1,00,000
To Gross Profit 16,25,000
53,75,000 53,75,000
To Salaries 3,20,000 | By Gross Profit 16,25,000
To Rates & Taxes 50,000
To Postage 1,15,000
To Insurance 90,000
To Printing 30,000
To General Expenses 1,40,000
To Depreciation
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Furniture
(22000+10000) 32,000
Motor Car 96,000 | 1,28,000
To Salesmen's Commission 1,91,250
To Advertisement 1,70,000
To Carriage outwards 2,20,000
To Bad debts 20,000
Add: Additional 50,000
Add: Provision for
Bad debts 40,000 | 1,10,000
To Cash Discount 40,000
Net Profit 20,750
16,25,000 16,25,000
Balance Sheet
As at 31% March,2022
Liabilities Rs. Assets Rs.
Capital 28,86,000 Furniture 2,20,000
Add: Net Profit 20,750 Add: Purchased 1,00,000
29,06,750 3,20,000
Less: Drawings Less: Depreciation 32,000 2,88,000
(40,000+ 50,000) 90,000 Motor Car 4,80,000
28,16,750 Less: Depreciation 96,000 3,84,000
Less:Printing & Stationary 1,10,000 27,06,750 | Closing Stock 15,50,000
Sundry Creditors 4,00,000 | Debtors 10,00,000
Salesmen's commission Less: Goods on Approval 1,50,000
(1,91,250-1,75,000) 16,250 8,50,000
Less: Bad debts 50,000
8,00,000
Less: Provision for Bad
debts 40,000 7,60,000
Cash at Bank 1,20,000
Cash in Hand 21,000
31,23,000 31,23,000

Q5(a) What isa Bank Reconciliation Statement ? Briefly explain its objectives.

Ans. The bank pass book and bank columns of the cash book record the same transactions. In
the pass book, the transactions are recorded from the point of view of the bank whereasin
cash book they are recorded from the point of view of the client. The bank balance as per
pass book, can therefore, be expected to be equal to the bank balance as revealed by the
cash book. However, in actual practice the two balances rarely agree because of the time-
lag of afew days between the entries made by the firm in cash book and by the bank in the
pass book. Thus, a comparison is necessary to find out the items on account of which
difference has arisen and a need to reconcile the two ba ances. Thus, a bank reconciliation
statement is a statement which is prepared as on a particular date to reconcile the bank
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(b)

balance as per cash book with balance as per pass book by showing all causes of difference
between the two.

The objectives of aBank Reconciliation Statement include:

Identifying Discrepancies. The primary objective isto identify any discrepancies between
the cash balance recorded in the organi zation's books and the balance reported by the bank.
Discrepancies may arise due to timing differences in recording transactions, outstanding
checks, deposits in transit, bank fees, interest earned, or errors made by either the
organization or the bank.

Ensuring Accuracy: By reconciling the organization's cash records with the bank
statement, the statement helps ensure the accuracy of the financial records. It helps in
detecting errors or omissions in recording cash transactions promptly.

Preventing Fraud: Bank reconciliation serves as a control measure to detect any potentia
fraudulent activities, such as unauthorized withdrawals or deposits, by comparing the
organization's records with the bank's records.

Facilitating Decision Making: Accurate cash balances are crucia for effective decision-
making. Bank reconciliation provides management with a clear picture of the
organization's actual cash position, enabling informed financia planning, budgeting, and
investment decisions.

Compliance: Bank reconciliation ensures compliance with accounting standards and
regulatory requirements by verifying that cash transactions are accurately recorded in the
organization'sfinancial statements.

Overall, aBank Reconciliation Statement hel ps maintain the integrity of the organization's
financial records, enhances transparency, and facilitates effective cash management.

On 31% December, 2022, Cash Book of a merchant showed bank overdraft

of ¥1,72,985. On comparing the Cash Book with Bank Pass Book the following

discrepancies wer e noted:

() Chequesissued for Rs. 60,000 were not presented in the bank till 71 January, 2023.

(i)  Cheguesamountingto Rs. 75,000 were deposited in the bank but were not collected

(iii) A Cheque of Rs. 15,000 received from Mahesh Chand and deposited in the bank
was dishonoured but the non-payment advice was not received from the bank till
1% January, 2023.

(iv)  Rs. 1,50,000 being the proceeds of abill receivable collected appeared in the Pass
Book but not in the Cash Book.

(V) Bank charges Rs.1,500 and interest on overdraft Rs.8,500 appeared in the Pass
Book but not in the Cash Book.

Prepare a Bank Reconciliation Statement and show what balance the Bank Pass Book
would indicate on 31% December 2022.
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Ans,

Bank Reconciliation Statement

as on December 31, 2022

S. Particulars Plusitems | Minusltems
No Rs. Rs.
Overdraft as per the Cash Book 1,72,985
(i) | Chequesissued but not presented for payment 60,000
(ii) | Cheques deposited but not collected 75,000
(ii1) | Cheque deposited but dishonored 15,000
(iv) | Bill sent for collection honored but not entered in the
Cash Book 1,50,000
(v)a | Bank Charges 1,500
(V)b | Bank Interest on overdraft 8,500
Overdraft as per the Pass Book 62,985
2,72,985 2,72,985
Q6. Touch Wood Ltd. purchased on 1% January, 2017 certain machinery for Rs. 1,94,000 and
spent Rs. 6,000 onitserection. On 1% July, 2017 additiona machinery costing Rs. 1,00,000
was purchased. On 1% July, 2019 the machinery purchased on 1% January, 2017 has been
auctioned for Rs. 1,00,000 and on the same date new machinery was purchased at a cost of
Rs. 1,50,000. Depreciation was provided for annually on 31st December at the rate of 10%
per annum on the origina cost of the machinery. No depreciation need be provided when
amachinery issold for that part of the year when the machine was used. But for the above,
depreciation shall be provided on time basis. In 2021,the company has changed the method
of depreciation to written down value method at the rate of 15% p.a. from the straight line
method w.e.f. 2017. Show the machinery account for the period from 2017 to 2021.
Ans.
MACHINERY ACCOUNT
Date Particulars Rs. Date Particulars Rs.
2017 2017
Jan.1 | ToBank A/c 1,94,000 | Dec.31 | By Depreciation Alc
( Purchase Price Machine | 20,000
Machine ) Machinell 5,000 | 25,000
Jan.1 | ToBank A/c 6,000 By Balance C/d:
(Erection Expenses) Machine | 1,80,000
July.1 | ToBank Alc 1,00,000 Machine | 95,000 | 2,75,000
3,00,000 3,00,000
2018 2018
Jan.1 | By Balance b/d: Dec.31 | By Depreciation A/c
Machine | 1,80,000 Machinel 20,000
Machinell 95,000 | 2,75,000 Machine | 10,000 | 30,000
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By Balance C/d:

Machinel 1,60,000
Machine I 85,000 | 2,45,000
2,75,000 2,75,000
2019 2019
Jan.1 | By Balance b/d: July 1 | By Bank A/c 1,00,000
Machine | 1,60,000 (Machinel)
Machine I 85,000 | 2,45,000 By Losson sale
of Machine A/c
Rs (1,60,000 — 1,00,000) | 60,000
Julyl | ToBank Alc 1,50,000 By Depreciation A/c
(Purchase price Machinell 10,000
Machine I11) Machine 11 7,500 | 17,500
By Balance C/d:
Machine I 75,000
Machine 1l 1,42,500 | 2,17,500
3,95,000 3,95,000
2020 2020
Jan.1 | To Balance b/d: Dec.31 | By Depreciation A/c
Machinell 75,000 Machine 1l 10,000
Machinelll  1,42,500 | 2,17,000 Machine 1l 15,000 | 25,000
By Balance c/d:
Machine I 65,000
Machine 1l 1,27,000 | 1,92,500
2,17,500 2,17,500
2021 2021
Jan.1 | To Balance b/d: Dec.31 | By Depreciation A/c 17,756
Machine I 65,000 Additional Dep. Dueto
change of method*
Machinelll  1,27,500 | 1,92,500
Dec.31 | By Depreciation A/c
Machine I 8,521
Machine Il 17,691 | 25,212
By Balance c/d:
Machine I
[56,806-8,521] 48,285
Machine 1l
[1,17,938-17,601] _ 1,27,000 | 1,48,532
1,92,500 1,92,500
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Working Notes:

* Computation of Deficiency of Depreciation or Surplus Depreciation:

Straight Line Method Written Down Vaue Method
Year Dep on original cost (Old method) (New Method)
Machinell (Rs) Machinelll (Rs) | Machinell (Rs) Machinelll (Rs)

2017 5,000 - 7,500 -

2018 10,000 - 13,875 -
2019 10,000 7,500 11,794 11,250
2020 10,000 15,000 10,025 20,812
35,000 22,500 43,194 32,062

Depreciation is higher as per the new method.

Deficiency of depreciation = Rs.(43,194 +32,062) — Rs. (35,000 + 22,500)
= Rs. 75,256 — Rs. 57,500

=Rs. 17,756
Particulars Machine Il (Rs) Machinelll (Rs)

Cost 1,00,000 1,50,000

Depreciation for 2017 of 6 months at 15% 7,500 -

W.D.V.ason 1.1.2018 92,500

Depreciation for 2018 at 15% 13,875 -

W.D.V.ason 1.1.2019 78,625

Depreciation for 2019 at 15% 11,794 11,250

W.D.V. ason 1.1.2020 66,834 1,38,750

Depreciation for 2020 10,025 20,812

W.D.V.ason 1.1.2021 56,806 1,17,938

Depreciation for 2021 8,521 17,691
48,285 1,00,247

Q7(a) Differentiate between Perpetual and Periodic Inventory System.

Ans.

Perpetual Inventory System and Periodic Inventory System are two distinct methods used

by businesses to track the quantity and value of inventory. Here's how they differ:

Perpetual Inventory System:

Continuous Tracking: In a perpetual inventory system, inventory levels are continuously

updated in real-time as goods are bought and sold.

Technology Dependence: Perpetual systems heavily rely on technology, such as barcode

scanners and point-of-sale systems, to track inventory movements automatically.

Accuracy: Due to the continuous tracking, perpetual systems generally offer higher

accuracy ininventory records, providing real-time visibility into stock levels.
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(b)

Ans,

Benefits: Offers better control over inventory, facilitates timely decision-making, enables
efficient reorder point management, and reduces the risk of stockouts or overstocking.

Periodic Inventory System:

Intermittent Tracking: In a periodic inventory system, inventory levels are only updated
periodically, typicaly at the end of an accounting period (e.g., monthly, quarterly, or
annually).

Manual Counting: Inventory counts are often done manually by physically counting items
on hand at the end of the accounting period.

Accuracy Challenges. Periodic systems may be prone to inaccuracies due to the reliance
on manual counting and the potentia for errorsin recording purchases and sales.

Suitability: Periodic systems are often used by smaller businesses with smpler inventory
needs or those that lack the resources for a perpetua system.

Benefits: Requires less sophisticated technology and may be more cost-effective for
businesses with lower inventory turnover rates or simpler inventory management
requirements.

In summary, the key difference between perpetual and periodic inventory systemsliesin
the frequency of inventory tracking and the methods used to calculate COGS and ending
inventory. Perpetual systems provide real-time tracking and offer higher accuracy but
require more advanced technology, while periodic systems involve intermittent tracking
and may be more suitable for smaller businesses or those with less complex inventory
management needs.

Set up a “stores ledger” form and enter the following transactions adopting the FIFO
and Weighted Average Price method of pricing out issues.

2022

Janl Opening Stock 2000 pieces @Rs. 2.00 each
Jan.5 Purchases 1000 pieces @Rs. 2.20 each
Jan.10  Purchases 1500 pieces @Rs. 2.40 each
Jan.20  Purchases 1800 pieces @Rs. 2.40 each
Jan. 2 Issues 1500 pieces

Jan. 7 Issues 1000 pieces

Jan. 12 Issues 1000 pieces

Jan. 28  Issues 2000 pieces

19



Stores Ledger Account

(FIFO)
Receipts | ssues Balances
Date Rate | Amt Rate | Amt Rate | Amt
Qty Rs. Rs. Qty Rs. Rs. Qty Rs. Rs.
Jan.1 - - - - - - 2000 2 4000
Jan. 2 - - - 1500 2 3000 500 2 1000
Jan. 5 1000 2.2 2200 - - - 500 2 3200
1000 2.2
Jan. 7 500 2 2100 1100
- - - 500 2.2 500 2.2
Jan. 10 | 1500 24 3600 - - - 500 2.2 4700
1500 24
Jan. 12 500 2.2 3300
- - - 500 24 1000 24 2400
Jan. 20 | 1800 24 4320 - - - 2800 24 6720
Jan. 28 2000 24 4800 800 24 1920
Stores Ledger Account
(Weighted Aver age)
Receipts | ssues Balances
Date ot Rate Amt ot Rate Amt ot Rate Amt
y Rs. Rs. y Rs. Rs. y Rs. Rs.
Jan.1 - - - - 2000 2 4000
Jan. 2 - - 1500 2 3000 500 2 1000
Jan. 5 1000 2.2 2200 - - - 3200
1500 2.13
Jan. 7 - -
1000 2.13 2130 500 2.13 1067
Jan. 10 1 1800 | 24 | 444, - - - 2000 | 233 | 4667
Jan. 12 - -
1000 2.33 2330 1000 2.33 2330
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Jan. 20 | 1800 2.4 - - -

4320 2800 2.38 6664

Jan. 28 - - - 2000 238 | 4755 800 2.38 1902

Q8

Ans,

“Accounting in modern era is eyeing towards sustainable development.” Justify the
statement by highlighting the Contemporary Issuesin Accounting.

The statement " Accounting in the modern era is eyeing towards sustainable devel opment”
reflects a growing trend where accounting practices are increasingly focusing on
integrating sustainability principles into financial reporting and decision-making
processes. This shift is driven by various contemporary issues in accounting that
underscore the importance of sustainable development. Here are some key contemporary
issuesin accounting that highlight this trend:

Green accounting or environmental accounting or sustainable accounting:
With increasing awareness of climate change and environmental degradation, there's a
growing demand for businesses to account for their environmental impacts.

Environmental accounting involves quantifying and reporting environmental costs, such as
pollution, waste management, and resource depletion, to provide stakeholders with a
comprehensive view of a company's environmental performance.

It goes beyond traditional financial accounting by considering the depletion of natural
resources, environmental degradation, and social well-being. The Green accounting system
isatype of accounting that attempts to factor environmental costsinto the financial results
of operations.

Changes in the environment have a negative bearing on not just the Environment but on
the economy as awhole. And, it is awell-known fact that changes in the economy have a
direct bearing on the changes in any business. Therefore, it is the best tool for businesses
to understand and manage the potential quid pro quo between traditional economic goals
and environmental goals. It also increases the important information available for
analyzing policy issues, especialy when those vital pieces of information are often
overlooked.

Human Resour ce Accounting

Human Resource Accounting is the process of identifying and measuring data about
Human Resources and communicating this information to the interested parties. It is an
attempt to identify and report the Investments made in Human Resources of an organization
that are currently not accounted for in the Conventiona Accounting Practices.

The 21st Century has been referred to as the Century of the Service Sector. All major

expansion scope seems to be happening in the service sector and the scope of expansion of
the manufacturing sector isminimal.
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But are the Accountants properly able to value this Service Sector and show this on the
Company’s Balance Sheet?

For any Company operating in the Manufacturing Sector, its core assets are its Machinery
and Fixed Assets but for a Company operating in the Service Sector, its core assets are its
employees which are Intangible Assets. For a Service Sector Company, the value of
employees gains importance as earnings are based on the per-employee per hour billing
model and profitability is linked to the value added by the workforce.

The Concept of Human Resource Accounting was established primarily for the service
sector has now started gaining so much relevance that now Companiesin all Sectors have
applied HR Accounting and a good weightage is given to these reports when making any
Company Analysis.

Benefits of Human Resource Accounting

The main benefits of Human Resource Accounting are: -

o] HR Accounting helps the company ascertain how much Investment it has made in
its Employees and how much return it can expect from this investment.

o] The Ratio of Human Capital to Non-Human Capital computed as per the HR
Accounting Concept indicates the degree of Labour Intensity of an Organization.

o] HR Accounting provides a basis for planning physical assets vis-a-vis Human
Resources
o] HR Accounting provides valuable information to Investors interested in making

Long Term Investments in Service Sector Companies.

Inflation Accounting

Inflation accounting is an accounting method designed to adjust financial statements to
reflect the effects of inflation. Traditional accounting methods, based on historical cost
accounting, often fail to accurately represent the true economic reality of a business when
prices are changing due to inflation. Inflation accounting aims to provide a more realistic
picture of acompany's financial position and performance in an inflationary environment.

Inflation accounting involves adjusting financia statements, such as the income statement
and balance sheet, to account for changesin the general price level. This adjustment helps
in presenting a more accurate picture of the real value of assets, liabilities, revenues, and
expenses.

Inflation accounting di stingui shes between monetary items (those whose amounts are fixed
in terms of money) and non-monetary items (those whose amounts are not fixed in terms
of money). Monetary items are adjusted to reflect changesin the general price level, while
non-monetary items are not.

Social Responsibility Reporting

Stakeholders are increasingly interested in the social impact of businesses, including their
contributions to community development, labor practices, and human rights.
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Social responsibility reporting, also known as corporate social responsibility (CSR)
reporting, involves disclosing information about a company's socia and ethical
performance, including initiatives related to diversity and inclusion, employee well-being,
and philanthropy.

India is the first country in the world to make corporate social responshbility (CSR)
mandatory, following an amendment to the Companies Act, 2013 in April 2014. Businesses
can invest their profitsin areas such as education, poverty, gender equality, and hunger as
part of any CSR compliance. Prior to that, the CSR clause was voluntary for companies,
though it was mandatory to disclose their CSR spending to shareholders. Here are some
key aspects of social responsibility reporting in India:

Lega Framework: The Companies Act, 2013, introduced mandatory CSR provisions for
certain companies meeting specified financial criteria. Under these provisions, eligible
companies are required to spend at least 2% of their average net profits of the preceding
three financial years on CSR activities and report their CSR initiatives in their annual
reports.

CSR Reporting Guidelines. The Ministry of Corporate Affairs (MCA) has issued CSR
reporting guidelines to help companies effectively communicate their CSR activities and
impacts. These guidelines provide a framework for reporting on CSR initiatives,
expenditure, and outcomes.

Global Reporting Initiatives (GRI): Many companies in India adopt the Global Reporting
Initiative (GRI) standards for sustainability reporting, which provide a comprehensive
framework for disclosing economic, environmental, and social performance. GRI
standards help companies align their reporting with international best practices and
enhance comparability.
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SOLUTION 1.

Marketing isthe activity, set of institutions, and processesfor creating, communicating, delivering,
and exchanging offerings that have value for customers, clients, partners, and society at large.

Marketing and its Importance for Businesses

o Effective consumer engagement: Businesses must engage customers, and herein,
marketing proves to be an effective tool. Customers can be engaged by telling them what
they do not know and creating good content around your products and services.

« Building and maintaining reputation: The reputation of your business depends on how
it grows and what its lifespan is. This is where marketing comes across as a way to build
the brand equity of businesses. And this happens when the expectations of the customers
are met.

o Building relationships between customers and business: For any business to grow, it
must build a long-lasting relationship with its customers. Marketing is based on
demographics, psychographics, and consumer behavior and therefore, gives an
understanding of what customers want.

e Boosting sales: Since marketing utilizes different ways to promote products or services, it
helps in increasing the likelihood of better sales. Happy customers trandate into a
company’s brand ambassadors automatically.

o Staying relevant: Marketing helps a business to remain relevant to the customers and in
itsdomain. It helps in maintaining good relationships.

e Making informed decisions: The basic questions that every business has are around the
how’s and why’s of producing products or delivering services. This underscores the
importance of marketing for businesses and the fact that it links a business and society.

The above statement that the evolution of marketing has been a gradual processistrue. The same
can be explained using the concepts/phil osophies of marketing as under:

MARKETING PHILOSOPHIES/ICONCEPTS

Marketing management philosophies are those philosophies that are used by businesses with the
aim of guiding their marketing efforts. There are five marketing management philosophies that
can help an organization better market its products and services; therefore, a business should
choose the philosophy carefully. Besides, the same philosophy cannot provide the same result or
benefit to every organization. Hence, it isessential for an organization to choose a philosophy that
can identify and fulfil the needs of its customers and benefit the organization as well as the
customers.
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In order to achieve desired exchange outcomes with target markets, it isimportant to decide what
philosophy or thinking should guide the marketing efforts of an organization.

An understanding of the philosophy or the concept to be adopted isimportant as it determines the
emphasis or the weightage to be put on different factors, in achieving the organizational objectives.

Example - If marketing efforts of an organization will focus on product or on selling techniques.
1. Production Concept

Some organizations believe that they can sell products easily if they are inexpensive and easily
available to consumers. Hence, these organizations follow the production concept, under which
they focus on reducing the production cost of the products by producing goods in bulk and
distributing it to customers. In other words, the focus of this concept is on large-scale production
S0 as to reduce costs. However, this concept is not that useful, as it has its limitation in that the
customers don’t always go for inexpensive and easily available products. It is because a low-price
product may attract customers towards it, but since the main focus of the company was on
production and not on the quality of the product, it can decrease the sales of the product if it does
not meet up to the standards of the consumer.

The production concept works best when the demand for a product is more than its supply.
However, aconsumer does not always buy inexpensive products, there are other factors also which
influence their decision regarding the purchase of a product. For example, Ford Motor Company
— Ford’s Model T followed the production concept.

2. Product Concept

Some organizations believe that they can sell products easily and can attain business goalsif they
manufacture products of high quality. Hence, these organi zations manufacture products of superior
quality. However, the disadvantage of this concept is that organizations should understand that
consumers will purchase high-quality product only when they need it or want it, good quality of a



product is not the sole factor in a purchase decision. For example, a firm dealing in high-quality
clotheswill have demand only when the customers need them.

The organizations following the product concept focus mainly on the good quality and extra
features of the product and hence devote most of their time on developing a high-quality product,
which most of the time increases the price of the product. For example, Apple uses product
concept and focuses on the quality of its products, which makes them costly.

3. Selling Concept

Some organizations believe that they can sell more products by convincing them through
aggressive selling and other promotional efforts. By using the selling concept, an organization can
make a consumer purchase a product which they have no interest in buying. Therefore,
organizations which rely on the selling concept use the power of advertising and various other
persuasion techniques to influence the customers in buying the product. In smpleterms, it can be
said that the motto of the selling concept is, ‘Sell what you have”, which means that the product
issold by the seller by hook or crook.

The selling concept focuses on the needs of the producers and sells whatever is manufactured. In
other words, this concept does not concentrate on the needs and requirements of the consumers
who are the ultimate user of the product. Therefore, the sale of a product depends upon the buyer’s
manipulation. Under this concept, the basic aim of the seller is to turn the goods into cash even if
they have to use unfair tactics.

For example, insurance companiestend to use the selling concept while selling insurance policies.
Therefore, the selling concept can provide good results in the short run, but not in the long run.

4. Marketing Concept

The organizations using the marketing concept believe that they should always fulfil the needs of
the customers and produce goods according to their requirements and wants. It meansthat through
marketing concept the organizations try to satisfy the needs of the customers better than their
competitors. Hence, this concept states that ‘customers’ satisfaction’ is the pre-condition of the
organization’s objectives and goals.

The five pillars of the marketing concept or the process of marketing concept are asfollows:
1. ldentifying market or customerswho are selected as the target market by the organization.
2. Understanding the needs, wants, and requirements of the customersin the target market.

3. Developing the products or services to satisfy the needs of the customers in the target
market.

4. Satisfying the needs of the customersin the target market better than its competitors.
5. Performing al of the above steps at a profit.

Under marketing concept, firms do not sell what they produce, but they produce and sell what their
customers want. The organizations which adopt marketing concept givesimportance to customers



and competitors, as these two are the two important market forces. The firms have to keep a close
check on the needs and requirements of the customers and the activities of the competitors so they
can satisfy the needs of the customers better than their competitors.

5. Societal Concept

Even though the marketing concept satisfies the needs and wants of customersin the best possible
way, it faces criticism from people concerned about the environment and society. They believe
that companies should not blindly follow their goals of customer satisfaction and should also ook
for social and environmental factors. If an organization focuses only on customer satisfaction, then
it may result in many social and environmental issues. For example, if a customer wants drugs,
then the company just to satisfy the customer should not manufacture drugs and supply him.
Hence, the societal concept states that an organization should fulfil customers’ satisfaction that is
within the ethical and environmental aspects of society.

SOLUTION 2.

Market segmentation is a marketing term that refers to aggregating prospective buyers into
groups or segments with common needs and who respond similarly to amarketing action. Market
segmentation enables companies to target different categories of consumers who perceive the full
value of certain products and services differently from one another. It can be further explained
using the following points:

o Market segmentation seeksto identify targeted groups of consumersto tailor products and
branding in away that is attractive to the group.

e Markets can be segmented in several ways such as geographically, demographically, or
behaviorally.

o Market segmentation helps companies minimize risk by figuring out which products are
the most likely to earn a share of a target market and the best ways to market and deliver
those products to the market.

e With risk minimized and clarity about the marketing and delivery of a product heightened,
a company can then focus its resources on efforts likely to be the most profitable.

o Market segmentation can also increase a company's demographic reach and may help the
company discover products or services they hadn't previously considered.

The different types of market segmentation

There are three main types of segmentation bases. Each works well with different businesses and
industries, so it's essential to consider your options before deciding on the best for your needs. The
three main types of market segmentation are demographic, psychographic, and behavioral.

Demographic segmentation divides people based on their age, income, education level, and
occupation. Some examples of companies that use demographic segmentation include insurance
providers, healthcare companies, and banks.



Psychographic segmentation divides people based on their values, attitudes, and interests. Some
examples of companies that use psychographic segmentation include car manufacturers, clothing
retailers, and political campaigners.

Behavioral segmentation divides people based on their buying habits and brand loyalty. Some
examples of companies that use behavioral segmentation include supermarkets, hotels, and fast-
food restaurants.
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1 Target Audience/ Market and The Size of The Market

Identifying the market and the target audience is the foundation for any marketing campaign. It
helps marketers study the type of consumers in the target audience section and set expectations
according to their needs. It helps organize and plan their marketing strategies as per the size of the
target audience’s market and taste.

2. Set Expectationsfor the Targeted Audience

Once the target audience and size of the targeted audience are identified, it is necessary to review
the needs and requirements of the consumers to meet the demands and expectations of the
consumers.

3. Distinguish the Categories and The Subcategories of Products

Based on the demographic factors of the classification of the consumers, the marketers must
subcategorize the productsto fit the requirements of different age groups, different gender, and so
on.

4, Study or Research the Needs and Behavior of the Targeted Consumers

The marketing team must review the needs and preferences of the consumers from each section of
society. It will also be easy to develop a generic marketing strategy if the requirements of the
consumers are studied and reviewed carefully.

5. Strategize the Marketing Campaign

Once the market research of al the necessary factors has been done, and the marketers have
accumulated the consumer interest and their behavior, the marketing team is all set to strategize
their campaign for a particular product or service. Different advertisements and promotions,
banners, etc., areincluded to promote the product or the service. The promotion should be doneto
establish a connection between the consumer and the product or the service, as the connection is
very important for the campaign’s success.

I mportance of M ar ket Segmentation Process

The importance of the Market Segmentation Processis as follows:

1. Market segmentation eases campaign management and helps to strategize marketing plans
for marketers. Thus, market segmentation allows marketers to customize their campaigns.

2. Efficient market research and segmentation help save a lot of useful time, money, and
resources invested in the marketing campaign. Also, the customers are grouped according
to their needs, commonalities, choices, statuses, etc. It becomes easy to target the audience
for the marketers. Thus, through market segmentation, the campaign management process
is conducted smoothly, efficiently, and cost-effectively.

3. Market segmentation helps to study the market needs and potential consumers, which
reduces the risk of loss or unsuccessful marketing campaigns. As the market research is
done before the campaign, the chances of success are much higher as the market



segmentation helps the marketers do their homework for marketing. The marketers can
strategize and plan their campaign per the potential consumers’ generic needs as per the
market research. In a nutshell, market segmentation is highly effective in increasing the
rate of success.

4. Market segmentation can be used to prioritize the consumer or the target audience and
how it benefits the marketers. Market segmentation helps you study the potential of the
consumer to buy a particular product, which is the cornerstone factor for successful
marketing and allows the marketers to offer discounts and deals to attract the consumers’
attention toward the product.

5. By narrowing the market and the target, consumers help save money and other targeted
resources engaged in marketing the product or specific campaign, which is crucia for any
company, firm, or organization.

Reguirements for Effective Segmentation

Identifying the requirements for effective market segmentation allows companies to create
marketing campaignsthat are essential for their growth and devel opment. Here arethe five criteria
for effective market segmentation:

1. M easur able

The size and purchasing power profiles of your market should be measurable, meaning there is
quantifiable data available about it. A consumer’s profiles and data provide marketing strategists
with the necessary information on how to carry out their campaigns.

It would be difficult to create advertisements for markets that have little to no data or for audiences
that can’t be measured. Always ask whether there is a market for the kind of product or service
that your business wants to produce then define how many possible customers and consumers are
in that market.

2. Accessible

Accessibility means that customers and consumers are easily reached at an affordable cost. This
helps determine how certain ads can reach different target markets and how to make ads more
profitable.

A good question to ask is whether it’s more practical to place ads online, on print, or out of house.
For example, gather data on the websites a specific target market usually visits so you can place
more advertisements on those websites instead.

3. Substantial

The market a brand should want to penetrate should be a substantial number. Y ou should clearly
define a consumer’s profiles by gathering data on their age, gender, job, socio-economic status,
and purchasing power.



It doesn’t make sense to try and reach an unjustifiable number of people — you’re just wasting
resources. However, you also don’t want to market the brand to a group too small that the business
doesn’t become profitable.

4. Differentiable

When segmenting the market, you should make sure that different target markets respond
differently to different marketing strategies. If a businessis only targeting one segment, then this
might not be as much of an issue.

But for example, if your target market is college students, then it’s essential to create a marketing
strategy that both freshman students and senior students react to in the same positive way. This
process ensures that you are creating strategies that are more efficient and cost-effective.

5. Actionable

Lastly, your market segments need to be actionable, meaning that they have practical value. A
market segment should be able to respond to a certain marketing strategy or program and have
outcomes that are easily quantifiable.

As a business owner, it’s important to identify what kind of marketing strategies work for a certain
segment. Once those strategies have been identified, ask yourself if the business is capable of
carrying out that strategy.

MARKET TARGETING

Market targeting is a process of selecting the target market from the entire market. Target market
consists of group/groups of buyers to whom the company wants to satisfy or for whom product is
manufactured, priceis set, promotion efforts are made, and distribution network is prepared.

It involves basically two actions — evaluation of segments and selection of the appropriate market
segments. In this relation, market targeting can be defined as. Market targeting is an act of
evaluating and selecting market segments.

Finally, we define market targeting as. Market targeting consists of dividing the total market into
segments, eval uating these segments, and selecting the appropriate segments as the target market.

MARKET POSITIONING

Simply put, positioning in marketing is astrategic process that involves creating an identity/
image of the brand or product within the target customers’ minds.

The process indicates how you differentiate your product/ service from that of your competitors
and then determine which market niche to fill. A company’s marketing positioning strategy is
affected by plenty of variables related to customers’ requirements and motivations, as well as by
its competitors’ actions.

Let’s see some typical examples of marketing positioning:

e Tedaand Audi position themselves as aluxury status symbol



o Starbucks positionsitself as a trusted source of upscale quality coffee and beverage.
e McDonald’s positions itself as a place to get quick and cheap meals.

e Microsoft and Apple position themselves as a tech company that offers innovative and
user-friendly products.

Types of positioning in marketing
Below ar e some common types of positioning in marketing.
e Pricing
Pricing is an essential factor that impacts the decisions of most customers. Companies with the

lowest-priced products at a reasonable level of quality usually winsin many product areas.

For example, Gillette vs. Dollar Shave Club. Lower-priced alternatives to some high-quality
brands like Gillette have changed the landscape of razors and refill blades. The Washington Post
reported on Gillette’s decreasing market share due to Dollar Shave Club’s low prices. The cheapest
refill razor cartridge of Dollar Shave Club was 20 cents, compared to $2 to $6 a cartridge for
Gillette.

e Quality
Quality can help rebuff most pricing wars. In some markets, such as luxury cosmetics or cars,

quality can define who the competitors are.

For instance, Chipotle vs. Taco Bell. Ranked 14th in the top 50 fast-food restaurantsin America
by QSR Magazine, Chipotle has grabbed a significant market share over the years by focusing on
quality instead of price.

e Differentiation

Differentiationiswhat setsyour product or service apart from the crowd. If your product or service
isdramatically different, rivals may not pose as much of athreat. For example, Toyotavs. Teda.
Tedaentered the el ectric vehicle market with aluxury sports model, rapidly sidestepping economy
carslike the Toyota Prius. Tedla actually targeted the high-end market with the Model S.

e Convenience

Convenience creates an easier life for customers. From location to usability, convenience could
incorporate something like free returns and E-commerce.

For example, Simple vs. Bank of America. Some traditional banks have been slow to create
mobile apps, but online-only banks like Simple have invested in thisto appeal to younger and more
technical-savvy customers. The company even charges no fees and has convenient built-in
budgeting and savings tools.

e Customer service



Customer service emphasizes creating helpful and friendly interactions. This can be especially
critical in specific industries, such as restaurants and banking areas.

For example, Allstate vs. State Farm. Both insurance companies recognize the importance of
customer service in this industry, where contact with customers is indispensable. They use
customer service-based messages in their marketing to focus on this position.

e User group

This type of positioning targets a particular group of usersand explains why the company’s
offerings are directly applicable and relevant to this group.

For instance, Johnson’s vs. Axe. While Johnson’s baby shampoo positions itself as gentle for
children, Axe body spray targets men.

Benefits of positioning in marketing

There are severa reasons why you should consider making positioning part of your marketing
strategy. With the right positioning tactic, you can create better marketing messages, shape your
services better, and structure pricing plans so that you remain competitive.

Here are 5 advantages of positioning in marketing:
e Createastrong competitive position.

Proper positioning influences how customers perceive your product or service relative to the
competition. When you create a positive image of your product/ service in the customers’ minds,
you’re likely to enjoy an ongoing market advantage. By doing this, you can claim your position in
the competitive landscape, which helps you alot to stay ahead of the curve.

e Improvesales.

One of the main goals of any business is to improve sales and revenue. Implementing atask
management software can help businesses achieve this goal by enabling them to streamline their
operations, prioritize tasks, and manage resources more effectively. By having a more relevant
offering and communicating it more effectively, your company may be able to penetrate a new
market, which can trandate into new clients and additional sales.

e Defineaclearer target market.

Positioning in marketing allows you to claim a specific feature or benefit and focus your products/
services accordingly so that you appear as an expert in the services. As a result, your value to
prospects will increase significantly.

e Make more effective decisions.

Once you have the core message that ensures successful positioning strategies, you’ll be in a
position to make more effective decisions throughout the process. Clear positioning in marketing
also drives effective communication, provides healthier and stronger relationships with customers.



e Connect to consumer needs.

Through positioning in marketing, companies have an opportunity to communicate the critical
benefitsthat their product/ service offers. It not only hel psto energize the product but al so connects
it to the specific customer that needsiit.

SOLUTION 3.
NEW PRODUCT DEVELOPMENT

New Product Development refers to the complete process of bringing a new product to market.
This can apply to developing an entirely new product, improving an existing one to keep it
attractive and competitive, or introducing an old product to a new market.

Stages of New Product Development

The New Product Development Process
8 Steps to Success

Idea generation

Idea Screening

Concept Development &
Testing

Marketing Strategy
Development

Business Analysis

Product Develpment

Test Marketing

Commercialization
*

Principles of Marketing explained i
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1. |dea Gener ation

The new product development process starts with idea generation. Idea generation refers to the
systematic search for new-product ideas. Typically, acompany generates hundreds of ideas, maybe
even thousands, to find a handful of good ones in the end. Two sources of new ideas can be
identified:
= Internal idea sources. the company finds new ideas internally. That means R& D, but also
contributions from employees. For instance, many companies use a so-called suggestion
box, which employees can throw new ideas into. In many cases, employees are the best
source of new ideas, as they work with the product, but also the feedback of customers
every day.

= External idea sources. the company finds new ideas externally. Thisrefersto al kinds of
external sources, e.g. distributors and suppliers, but also competitors. The most important
external source are customers, because the new product devel opment process should focus
on creating customer value. Collecting new product ideas from customers becomes ever
more important and simpler in the digital era, where the conversation between companies
and customers is as interactive as never before. Actively listening to customers’
suggestions can be a great source of innovation.

2. |dea Screening

The next step in the new product development process is idea screening. Idea screening means
nothing else than filtering the ideas to pick out good ones. In other words, all ideas generated are
screened to spot good ones and drop poor ones as soon as possible.

While the purpose of idea generation was to create many ideas, the purpose of the succeeding
stagesisto reduce that number of ideas.

3. Concept Development and Testing

To go on in the new product development process, attractive ideas must be developed into a
product concept. A product concept is a detailed version of the new-product idea stated in
meaningful consumer terms. Y ou should distinguish the following sub-stages:

= Aproduct idea—thisisredly just an ideafor a possible product.

= A product concept — this is a detailed version of the idea stated in meaningful consumer
terms.

= A product image — thisisthe way consumers perceive an actual or potential product.
4, Marketing Strategy Development

The next step in the new product development process is the marketing strategy development.
When a promising concept has been developed and tested, it istime to design an initial marketing
strategy for the new product based on the product concept for introducing this new product to the
market.



The marketing strategy statement consists of three parts and should be formulated carefully:

= A description of the target market, the planned value proposition, and the sales, market
share and profit goals for the first few years.

= An outline of the product’s planned price, distribution and marketing budget for the first
year.

= The planned long-term sales, profit goals and the marketing mix strategy.
5. Businessanalysis

Once the company has decided upon a product concept and marketing strategy, management can
evaluate the busi ness attractiveness of the proposed new product. The fifth step in the new product
development processinvolvesareview of the sales, costsand profit projectionsfor the new product
to find out whether these factors satisty the company’s objectives. If they do, the product can be
moved on to the product devel opment stage.

6. Product development

The new product development process goes on with the actual product development. Up to this
point, for many new product concepts, there may exist only a word description, a drawing or
perhaps arough prototype. But if the product concept passesthe businesstest, it must be devel oped
into a physical product to ensure that the product idea can be turned into a workable market
offering. The problem is, though, that at this stage, R& D and engineering costs cause a huge jump
in investment.

7. Test marketing

The last stage before commercialization is test marketing. In this stage of the new product
development process, the product and its proposed marketing program are tested in realistic market
settings. Therefore, test marketing gives the marketer experience with marketing the product
before going to the great expense of full introduction. In fact, it allows the company to test the
product and its entire marketing program, including targeting and positioning strategy, advertising,
distributions, packaging etc. before the full investment is made.

8. Commer cialization

Test marketing has given management the information needed to make the final decision: Launch
or do not launch the new product. The final stage in the new product development process is
commercialization. Commercialization means nothing else than introducing a new product into
the market. At this point, the highest costs are incurred: the company may need to build or rent a
manufacturing facility. Large amounts may be spent on advertising, sales promotion, and other
marketing effortsin the first year.



Test marketing isimperative before commercialization for severa reasons.

>

I dentifying Potential | ssues. Test marketing allowsacompany to identify potential issues
with a new product or service before a full-scale launch. 1t helps uncover any flawsin the
product, packaging, pricing, or marketing strategy that might have been overlooked during
the development phase.

Assessing M ar ket Response: By test marketing in a specific geographic areaor atargeted
demographic, companies can gauge how the target market responds to the product. This
includes understanding customer preferences, gathering feedback, and assessing overall
market acceptance.

Fine-Tuning Marketing Strategies: Test marketing provides an opportunity to fine-tune
marketing strategies. Companies can evaluate the effectiveness of their advertising,
promotional campaigns, and distribution channels. Insights gained during test marketing
allow for adjustments to be made to optimize the marketing mix.

Pricing Strategy Validation: Testing the product in a rea market environment helps
validate the pricing strategy. Companies can assess whether consumers find the product's
value proposition compelling at the proposed price point or if adjustments are needed to
align with market expectations.

Competitive Analysis. Test marketing allows companies to evaluate how their product
performs in comparison to competitors in a real-world setting. Understanding how the
product stands out or competesin the market hel psrefine the positioning and differentiation
strategies.

Supply Chain and Distribution Testing: Test marketing provides an opportunity to test
the efficiency of the supply chain and distribution channels. It helpsidentify any logistical
challenges, bottlenecks, or issues related to inventory management before a full-scale
launch.

Risk Mitigation: Conducting a test market serves as a risk mitigation strategy. It allows
companies to identify and address potential challenges early on, reducing the risk of
significant financial losses associated with a nationwide or global launch.

Building Customer Awar eness. Test marketing helpsin building initial awarenessamong
customersin the selected market. This can be beneficial for generating early interest, word-
of-mouth promotion, and establishing a foundation for a successful broader launch.

Data Collection and Analysis. Companies can collect val uabl e data during test marketing,
including consumer preferences, buying behavior, and other market insights. This datais
crucial for making informed decisions and refining the product or marketing strategy.

In summary, test marketing is a strategic step that allows companies to validate and refine their
product and marketing strategies based on real-market feedback. It minimizes risks, enhances the
chances of a successful launch, and ultimately contributes to the overall commercia success of a
new product or service.



SOLUTION 4.

Pricingis one of the four main elements of the marketing mix. Pricing is the only revenue-
generating element in the marketing mix (the other three elements are cost centers-that is, they add
to a company’s cost). Pricing is strongly linked to the business model.

The business model is a conceptual representation of the company’s revenue streams. Any
significant changesin the price will affect the viability of a particular business model.

A well-chosen price should accomplish three goals:
o achieve the company’s financial goals (profitability)

« fit within the redlities of the marketplace (customers are willing and able to pay the set
price)

e support a product’s positioning and be consistent with the other variables in the marketing
mix (product quality, distribution issues, promotion challenges)

The Five Critical Csof Pricing

Cost
Compatibility Customers
Pricing
o Channels of
Compettion Distribution
e

Cost

Cost is the most obvious element of the pricing decisions. As we’ve already discussed, you must
know the cost of doing business—both fixed and variable—before you can set an adequate price.
However, cost aone cannot be the only basis on which a pricing decision made. After al, buyers
never know (and don’t care) how much it costs a business to produce its goods and services.



Customers

Customers are another key element to pricing decisions, as you’ve learned already in this chapter.
Marketers must determine not only what customers expect a product or service to be priced at but
also what those customers are willing to pay. Toyota manufactures cars and markets them toward
the middle class. Through research, it has determined what its target market iswilling and able to
pay for a particular vehicle. Alternatively, Lexus, which is marketed as more of aluxury car, has
a higher price point and is marketed to a different market than that of Toyota.

Channels of Distribution

Many products are sold through channel s of distribution—intermediarieswho move productsfrom
manufacturer to end users. Intermediaries affect the prices of products because they also need to
maximizetheir profits. Therefore, pricing decisions must consider profits, expenses, and the val ue
they are adding to the product or service.

IKEA began as a mail-order catalog in 1953 in Almhult, Sweden. Today, it is a global home
furnishings brand that focuses on sustainability. Its distribution channe consists of the
manufacturer, dealer, wholesaler, and retailer. Each of these channel members are in business to
make a profit. Therefore, the price strategy that IKEA utilizes must help to ensure that each
member is financially satisfied while making a profit itself and keeping the price that is of value
to the end user. If any of the channel members (or the end user) does not find value in the price set
by IKEA, the entire channel becomes weak and unsustainable.

Competition

Every company and product faces competition. Even the most unique products are competing for
buyer dollars. Buyers’ perception of one product in comparison to that of alternatives has an
important impact on pricing decisions. Gazelle Bikesis a top-tier manufacturer of bicycles. The
bikes offered by Gazelle have a starting price point of $1,499. One of Gazelle’s competitors, Giant,
has a starting price point of $1,720. For bicycle enthusiasts, these price points are important when
comparing one brand with another; an enthusiast who comes across a new brand of bicycles with
a starting price of just $200 would not position it with Gazelle and Giant bicycles.

Compatibility

Panama City Beach has been one of the most popular spring break destinations of college students
for decades. In fact, it is considered the “Spring Break Capital of the World.” It is well-known for
itslate-night parties, concerts, and cel ebrity sightings. Hotels and clubs along the beach of Panama
City drive their marketing efforts toward this segment of the market: college-aged spring break—
goers. The prices they set for the weeks of spring break are compatible with both this segment of
the market’s ability to pay and the businesses’ profitability. Conversely, hotels in areas of Florida
that are more family-friendly set prices that are considered a value for families and promote the
hotels toward families rather than college-aged partygoers.



Pricing decisions are not made in a vacuum. When marketers set a price for a good or service, it
must be consistent with the other marketing objectives. Imagine if McDonald’s started offering a
$20.00 ribeye steak. This decision would be inconsistent with the marketing of the company’s low-
priced fast food, would be confusing to customers, and thus would not be successful.

PROCESSTO DETERMINE PRICE OF A PRODUCT
Step 1: Selecting the pricing objective.

Pricing can make reaching the company’s positioning goals easier. If the company has to work
over its capacity or handle tough competition, the price of the product would need to take into
account two factors. The variable costs and a part of the fixed cost.

Although short-term, this strategy can help boost initial performance for companies who are
introducing revolutionary products or services.

If acompany islooking to maximize the profit, it can set a higher price by considering costs and
the competition. On the other hand, if a company islooking to improve and maximize its market
share, it will set alower price to generate maximum volume.

However lucrative, this strategy can be risky, asit can cause consumer-related or legal issues.
Step 2: Deter mining demand.

According to the law of economics, there’s a definite demand for a product at every price level.
However, this law depends on the nature of the product in question. For instance, demand rises
with the price increase for luxury goods, while the demand for a commodity will fall as the price
rises.

What companies must do is plan the demand curve while understanding price sensitivity. It is
possible to estimate the demand curve by analyzing historical data or performing price-related
tests. That way, a company can gain a deeper insight into how much the consumers are willing to
pay for a specific product or service.

Step 3: Estimating costs— ensuring profits.

In order to continue working successfully, companies need to manage their costs so that they are
left with a good profit margin. Therefore, to achieve this, a company needs to establish a
production level at which it will be able to maintain its fixed and variable costs.

In general, the cost per unit decreases as production level increases. That is smply due to the
learning curve effect that comes with increased experience. So, to ensure you profit with this
strategy, you need to allocate the costs and set the price accordingly.

Step 4: Analyzing Competitors’ Costs, Prices, and Offers

Every company must track its competitors carefully. That especially goes for pricing, costs, and
promotional offers. Companies need to know just how much their competitors’ prices can fluctuate
in comparison to their own. They also need to be ready to adjust to those fluctuations with their
own offers.



Step 5: Choosing your pricing method.

There are several methods you can go for with regards to the pricing process of your products or
services.

These are the most popular ones:
e The markup method means that you’re setting a price based on your desired profit level.
e Target return means that you’re setting a price based on the company’s desired ROI.

e Percelved valueisas simple as setting a price based on how much your consumers believe
your product or service isworth to them in reality.

There are a so auction type pricing and group pricing methods, but they are less popular.
Step 6: Determining the final price.

The previous steps will help you set aprice, but the final word goesto your consumers. Do market
research to make sure that you’re not under or overcharging for your products or services.

Typesof Pricing Strategies

The following are afew pricing strategies that businesses adopt: -
e Price SkKimming:

A skimming pricing strategy is a pricing technique in which a business sets its initial price high
and gradually lowers it when more competitors enter the market. Thisisideal for businesses that
are entering an emerging market. Here, businesses maximize profit utilizing the price demand of
certain markets. They possess the first-mover advantage, where they are the first to introduce or
market the product or service. The skimming pricing strategy makes a profit in the early stages of
the product or service’s market until other competitors enter and supply increases.

e Pricing for market penetration:

It isthe opposite of price skimming. Skimming startswith huge prices, and the penetration pricing
strategy uses low prices to enter the market. Thisis done to attract the existing consumer base of
the competitors. Once there is establishment of a reliable pool of consumers, the costs dowly
increase. Penetration pricing strategy depends mostly on the ability of the business to bear the
losses made in the initial years. Big MNCs especially employ this to get a strong footing in
developing countries’ markets.

e Premium pricing:

Premium pricing strategy involves businesses that create high-quality products and market them
to high-income or net-worth individuals. The key here is to manufacture unique, high-quality
designs and products that convince the users to pay such huge amounts. The premium pricing
strategy targets the luxury goods market.

e Bundlepricing:



Asthe name suggests, it is a strategy where a business sells a bundle of goods together. Typically,
the total of the goods is lower than the individual products sold separately. This helps in moving
theinventory and selling the stocks that are left over. The strategy has the potential to make profits
(or save from losses) on low-value items.

e Value-based Pricing:

This concept is like premium-based pricing. Here, the business decides the price based on the
customer’s valuation of the product’s worth. This is best suited for unique products.

SOLUTION 5.

A distribution channel, in simple terms, isthe flow that a good or service follows from production
or manufacturing to the final consumer/buyer. Distribution channels vary but typically include a
producer, a wholesaler, a retailer, and the end buyer/consumer. A distribution channel can also
provide a sense of how money flows back from the buyersto the producer or original point of sale.

Channels of Distribution

A set of middlemen or intermediaries who help an organization in the flow of goods and services
from the manufacturers to the consumers are known asChannels of Distribution. The
intermediaries along with the help in the physical movement of goods, also help in the movement
or title or transfer of ownership. The two types of channels of distribution or distribution level
are Direct Channel and Indirect Channel.

Distribution

Channel

Direct Indirect
One Level Channel Three Level Channel

Two Level Channel

Typesof Distribution Channels/L evel
1. Direct Channel (Zero Level)



As the name suggests, adirect channel or zero level is a distribution level through which an
organization directly sells its products to the customers with the involvement of any
intermediary. For example, jeweler s use direct channels, Apple sells its products directly to the
customers through its stores, Amazon sells directly to the consumers, etc. Some of the most
common types of direct channels of distribution are Direct sales by appointing salesmen, through
Internet, teleshopping, mail order house, etc.

2. Indirect Channels

When a middleman or intermediary is involved in the distribution process, it means the
organizationisusing I ndirect Channelsof Distribution. Theindirect channelsof distribution can
be classified into three categories; viz., One Level Channel, Two Level Channel, and Three Level
Channel.

Factor s Deter mining Choice of Channels

The factors which determine the choice of channels of distribution are as follows;

1. Product Related Factors: The selection of distribution channel is affected by the products
manufactured by a company. Some of the related factors are as follows:

e Industrial/ Consumer Product: Asindustrial products are usually technical, expensive,
bulky, and purchased by few buyers, direct or short channels should be used. In the case of
consumer goods, long or indirect channels are used because such goods are standardized,
less expensive, less bulky, non-technical and frequently bought products.

o Perishability: Perishable products like fruits, vegetables, milk, etc., must be sold through
short channels, whereas for non-perishable items like toothpaste, soap, etc., long channels
are preferred.

e Unit value of Product: When the unit value is high for a product as in the case of
expensive products, direct or short channels should be used, whereas, for products with
low unit value, long channels should be used.

o Degree of Complexity: Products which are complex and require technical advice or
guidance, direct channels should be used, but for simple and non-technical products, long
channels should be used.

2. Company Char acteristics: Some of the most important factors which influence the choice of
channels are:

e Financial Strength: If a company is financially strong, then it can easily opt for direct
channels. But if acompany isnot financially strong, then indirect channels should be used.

e Degree of Control Desired: Short or direct channels are used if a company wants to
exercise full control over distribution. But, if acompany does not want to exercise control
over the distribution, then indirect channels should be preferred.



3. Competitive Factors. The choice of channel also depends on the channel selected by the
competitors. A company can select the same channel as selected by its competitors. For example,
most e-commerce shopping apps opt for similar distribution channels. Sometimes, companies
adopt entirely different channels than their competitors. For example, Urban Company provides
customized services which are available at the doorstep of the customers, unlike usual salonsin
which customers must go to avail services.

4. Market Factors. The choice of the channel aso depends upon the market. Some of the
prominent factors are:

e Size of Market: It is economica to use more intermediaries if the size of the market is
large with numerous customers. Direct or short channels are preferred if the market sizeis
small with alimited number of customers.

o Geographical Concentration: Itisbetter to go with direct or short channels of distribution
if buyers are concentrated in a small geographical area. But if buyers are scattered over a
wide geographical area, then companies should opt for indirect channels.

e Quantity Purchased: If the average size of the order issmall, then longer channels should
be preferred, but if the size of the order islarge, then direct channels should be used.

5.Environmental Factors. The choice of channel is also affected by environmental factors, like
economic condition, government policy, statutory provisions, technological development, etc. For
example, shorter channel is used during depression to achieve economy in the distribution of
goods.

Functions of Marketing | nter mediaries

The products or services are transferred from manufacturer to the customers through marketing
intermediaries. The place, time and possession gaps are overcome by the marketing intermediaries.
Following are the important functions of marketing intermediaries.

e Information: One big function of marketing intermediaries is that they are helpful in
provision of useful information. Particularly about the forces and actors in the marketsin
the management and marketing research teams.

e Promotion: They also communicate with the customers about the new offering of the
businesses.

e Contact: Prospective customers are found by the marketing intermediaries. Then they are
effectively communicated by these intermediaries.

e Matching: Marketing intermediaries also match the various diversified needs and wants
of customers. To the different supplies of the manufacturers including the assembling,
grading, and packaging of products.

e Negotiation: Thisisan important function in which the intermediaries negotiate with the
customers. To reach a certain price so that the ownership of the product is shifted.

e Physical Distribution: The physical distribution of productsis aso done by them.



e Financing: Intermediaries also provide some funding to the businesses which are properly
used by the businesses. To cover some of their distribution costs.

e Risk Taking: These intermediaries also take some risk in acquiring different old and new
products. Nor services from various businesses.

Negotiating
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SOLUTION 6.

The Promotion Mix refersto the blend of several promotional tools used by the businessto create, maintain,
and increase the demand for goods and services. A promotional mix is an amalgamation of marketing
techniques to promote a product or service. It is used to reach a wider audience. The aim is to increase
brand awareness, regulate product revenue, and meet sales targets.

Promotional Mix
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Why using a promotion mix important?
o Improves the effectiveness of promotional campaigns.

e Helps segment the audience.



e Improves communication with clients.
e Informs subscribers.
¢ Stands out from the crowd.

Improves the effectiveness of promotional campaigns: Promotion is a crucial part of any business, so
companies develop a promotion mix, putting all efforts to make promotions at the right place, at the right
time, and to the right audience. It helps one get the most out of their marketing resources by optimizing
their budget and saving time.

Helps segment the audience: To develop a compelling promotion mix, a company needs to identify its
target audience. Potential subscribers may include various groups of people who have something in
common, for example, age, gender, preferences, etc., and they al require an individua approach. A
promotion mix is akey method for delivering a relevant promotion message via the most suitable channel
for each segment.

Improves communication with clients: Companies develop a promotion mix trying to spesk their
consumers’ language. If prepared correctly, it helps build trust between the brand and its customers. This
isacrucial factor in lead nurturing and customer retention. For example, automated email campaigns help
achieve these goals by responding to people’s actions instantly.

Informs subscribers. Some promotions, on Instagram for example, aim to show the product from the best
angle, and others, like SMS, emphasize the advantages of local services. When using a promaotion mix,
companies define the best ways to educate people about the products and services they provide.

Stands out from the crowd: People are bombarded with all sorts of advertising at every turn. With a
promotion mix, it is possible to stand out from the crowd without creating chaos in your customers’ heads.
Successful companies make quality prevail over quantity, promoting their product or service at the right
place and right time.

Components of a Promotion Mix

Advertising

Online Sales
Marketing Promotion

Wordof-  Promotion / personal
Mouth M iX Selling

Direct -
Marketing RHEHCTE
Public

Relations



o Advertising

o Direct sdling

e Salespromation
e Publicrelations

Advertising- This is a non-persona promotion of products and services. Marketers use advertising as a
vital tool for increasing brand awareness. Advertisers show promotions to masses of people using email,
webpages, banner ads, television, radio, etc.

Direct selling- Thisisaone-to-one communication between a sal esrepresentative and a potential customer.
Direct selling influences people to decide to buy certain products or services. It is one of the most effective
ways of promoting your brand because the sales rep can tailor the promotion precisely to those who are
most likely to make a purchase. On the other hand, this is the most expensive form of sales because
companies need to pay for one person’s time.

Sales promotion- Thisisaset of short-term activities that are designed to encourage immediate purchase.
Sales promotions are acampaign that uses time-sensitive offers— sales, discounts, coupons, etc., to engage
existing consumers and bring in alarger audience. Many companies make this a core component of their
marketing efforts, though sometimes it’s the most annoying type of communication for people.

Public relations- Thistype of promotiona method determines the way people treat the brand. Companies
using PR try to build a firm and attractive brand image by planting interesting news stories about their
activities in the media. Public relations are not fully controlled by the company, though, as some reviews
and webpages may negatively highlight the brand. If acompany adequately solves these issues, people will
reward them with positive word-of-mouth consideration.

Promotion Mix Example

Let’s take Nike’s promotion mix as an example and learn how they use each of the promotion mix
components.

1. Advertising. In advertising campaigns, Nike aimsto reach large target audiences. The brand invites
cel ebritieswho represent the image of an ideal consumer. Potential customers associate themselves
with famous ones, and this motivates them to trust the brand and communicate with it.

2. Personal sdlling. Nike’s selling takes placein their stores. Trained store personnel assist consumers,
provide details on the company’s products and stimulate visitors to buy their products. Besides,
Nike’s employees help customers find the right Nike product and promote the company through
the use of personalized services.

3. Sales promotion. Usually, Nike’s sales promotions include special discounts for a targeted
audience. The brand motivates their customers with the savings they can have when they buy
discounted products. After that, they create a demand for purchasing more products using those
bonuses, turning new customersinto loya clients.

4. Public relations. Nike developed a social responsibility strategy, in response to global ecologica
trends. Besides, Nike sponsors numerous sports events that build a better brand image in the eyes
of their audience.



5. Direct marketing. Nike uses direct marketing to promote its products among sports organizations

in universities, colleges, schools. Marketers call this lead nurturing.

Factors Influencing the choice of Promotion Mix

Budget available

Stage in product life cyde

Type of product Print

Type of purchase decision Advertising Television
Target market characteristics Personal setting Radio
Consumners'readiness to purchase Sales promation Online
Consumers’preferences for media Fublic relations Social
Eequlations Direct marketing News release
Competitors Mail
Availability of media

Push versus pud| strategy

Budget Available. For many companies, the budget available to market a product
determines what elements of the promotion mix are utilized. The budget affects a
promotion’s reach (number of people exposed to the message) and frequency (how often
people are exposed). For example, many smaller companies may lack the money to create
and run commercials on top-rated television shows or during the Super Bowl. As aresult,
they may not get the exposure they need to be successful. Other firms such as McDonald’s
may come up with creative ways to reach different target markets. For example,
McDonald’s targeted college students with a special promotion that it filmed live in a
Boston University lecture.

Stage in the product life cycle. The stage in the product life cycle also affects the type
and amount of promotion used. Products in the introductory stages typically need a lot
more promotional dollars to create awareness in the marketplace. Consumers and
businesses won’t buy a product if they do not know about it. More communication is
needed in the beginning of the product life cycleto build awareness and trial.

Type of product and type of purchase decision. Different products also require different
types of promotion. Very technical products and very expensive products (high
involvement) often need professional selling, so the customer understands how the product
operates and its different features. By contrast, advertising is often relied upon to sell
convenience goods and products purchased routinely (low involvement) since customers



are familiar with the products and they spend relatively little time making purchase
decisions.

o Target market characteristics and consumers’ readiness to purchase. In order to select
the best methods to reach different target markets, organizations need to know what types
of mediadifferent targets use, how often they make purchases, where they make purchases,
and what their readiness to purchase is as well as characteristics such as age, gender, and
lifestyle. Some people are early adopters and want to try new things as soon as they are
available, and other groups wait until products have been on the market for a while. Some
consumers might not have the money to purchase different products, although they will
need the product later. For example, are most college freshmen ready to purchase new cars?

e Consumers’ preferences for various media. We’ve already explained that different types
of consumers prefer different types of media. In terms of target markets, college-aged
students may prefer online, cell phone, mobile marketing, and social mediamorethan ol der
consumers do. Media preferences have been researched extensively by academics,
marketing research companies, and companies to find out how consumers want to be
reached.

e Regulations, competitors, and environmental factors. Regulations can affect the type of
promotion used. For example, laws in the United States prohibit tobacco products from
being advertised on television. In some Asian countries, controversial products such as
alcohol cannot be advertised during Golden (prime) time on television. The hope isthat by
advertising late at night, young children do not see the advertisements. The strength of the
economy can have an impact as well. In a weak economy, some organizations use more
sales promotions such as coupons to get consumers into their stores. The risk is that
consumers may begin to expect coupons and not want to buy items without a specia
promotion.

« Availability of media. Organizationsmust also plan their promotions based on availability
of media. The top-rated television shows and Super Bowl ad dots, for example, often sell
out quickly. Magazines tend to have a longer lead time, so companies must plan far in
advance for some magazines. By contrast, because of the number of radio stations and the
nature of the medium, organizations can often place radio commercials the same day they
want them to be aired. Social media and online media may be immediate, but users must
be careful about what they post and their privacy. Uncontrollable events can affect a
company’s promotions, too. For example, when a disaster occurs, TV stations often cut
advertisements to make way for continuous news coverage. If thereisacrisis or disaster
and your company isin the middle of a promotion being advertised on TV, you will likely
have to scramble to reach consumers via another medium.

SOLUTION 7.

Philip Kotler, the father of modern marketing, has defined rural marketing as "the process of
planning, executing, and promoting the distribution of agricultural inputs, produce, and rural
products and services to create an exchange that satisfiesindividua and corporate objectives.”



Importance of Rural Marketing

To gain more profits, every company has started diversifying its product categories. AsIndiaisan
agricultural nation and most of the population stays in rural areas, rural marketing has become
very important for all. Some of the pointson theimportance of rural marketing have been discussed

below.

(o]

The rural market depicts a vast potentia for firms to expand their reach and raise their
customer base.

Rural consumers have unigue needs and preferences, and catering to those needs can be a
good opportunity for businesses.

Rural marketing also aids in generating employment opportunitiesin rural areas, thereby
helping rural development.

The success of rural marketing can lead to the growth of the local economy, as it creates
demand for goods and services and, in turn, enables small businessesto thrive.

Featuresof Rural Marketing

The nature of rural marketing has been discussed below.

Large and Diverse Market: The rural market is vast and very diverse at the same time.
The audience here is farmers, artisans, small business owners, and other rural consumers.
Low-Income Levels. The rural consumers here have a lower income than the urban
consumers, making them price-sensitive clients.

Limited Access to Information: Rural consumers need more access to information,
making it difficult to make informed purchasing decisions. This happens due to a need for
more education and technology presence in these areas.

Unique Needs and Preferences. Rural clients have unique needs and preferences, which
firms need to fulfill accordingly.

Scope of Rural Marketing

The scope of rural marketing is vast, as rural areas account for a notable portion of the Indian
economy. The following are some areas where rural marketing has significant scope, as stated

below.

Agriculture: Agriculture is the primary revenue-generating tool for the rural economy.
Rural marketing has anotabl e scopein the agriculture sector. Rural consumersare involved
in various agricultural actions like farming, animal husbandry, and fisheries. Businesses
can cater to the needs of rural clients by giving them much-needed agricultura inputs like
seeds, fertilizers, and machinery. Similarly, firms can market agricultural outputs like
crops, fruits, and vegetablesto rural consumers.

FMCG: Fast-moving consumer goods (FMCG) have a wide scope in the rural market.
Rural buyers have lower income levels than urban buyers. Also, they are very price
sensitive. FMCG firms can create goods that cater to rural clients unique needs and



preferences. For instance, firmslike Hindustan Unilever and Nestle have created affordable
and localized goods like Swasth Bharat soap and Maggi Masala-ae-Magic, mainly for rural
buyers.

e Healthcare: Hedthcare is a vital aspect of rural marketing. Rural consumers often lack
accessto proper healthcarefacilitiesdueto lesser accessibility. Thismakesthem vulnerable
to various diseases which are highly infectious. Companies can market affordable
healthcare products like medicines, vaccines, and medical tools to rural users. Similarly,
firms can promote health and hygiene cognition among rural buyers by educating them via
campaigns and programs.

e Education: Education is another areawhere rural marketing has a very good scope. Rural
areas often need more access to quality education facilities, making it difficult for pupils
to acquire the necessary skills and knowledge. Firms can promote affordable education
productslike books, stationery, and technology to rural users. Similarly, firmscan also give
scholarships and other assistance to promote rural pupils and help them pursue higher
education.

Factors Affecting Rural Marketing
Several factors can affect rural marketing, some of which have been discussed below.

o Infrastructure: The need for proper infrastructure, such as roads, electricity, and water
supply, can make it difficult to market products and servicesin rura areas. Although this
isbeing formed, it still has along way to go.

o Incomelevels. Thelow-incomelevelsin rural areascan limit the purchasing power of rural
consumers. The income levels directly relate to the purchasing power of a person, and so
the products should be priced according to the income of a person.

o Literacy levels: The low literacy levels in rural areas can make it difficult to market
products and services that require a certain level of education. In this case, trandators are
hired by the firms to communicate better.

o Social and cultural factors: The socia and cultural factorsin rural areas can influence the
buying behavior of rural consumers. They are the people who are believed to have alarge
impact on the buying decision of a person.

Challengesin Rural Marketing

Rural marketing, which involves marketing products and services to rural consumers and
businesses, presents unique challenges due to the distinct characteristics and socio-economic
conditions of rural areas. Some of the key challengesin rural marketing include:

Low Literacy Levels: Rural areas often have lower literacy rates compared to urban areas. This
can affect communi cation and promotional strategies, aswritten materials may not be as effective.

Diverse Culture and Languages. Rura areas are culturally diverse, with various languages,
traditions, and customs. Marketers need to adapt their messaging and products to local cultures
and languages.



Limited Infrastructure: Rura areas may lack adequate transportation, roads, electricity, and
communication infrastructure. This can impact the distribution of products and the reach of
marketing campaigns.

Dispersed Population: Rural populations are often dispersed across vast geographical areas.
Reaching these scattered consumers can be costly and logistically challenging.

Low-Income Levels: Rural consumers typicaly have lower income levels than their urban
counterparts. Affordability is a significant concern when marketing products and services to this
segment.

Seasonal Income: Many rural consumersrely on agriculture, which is seasonal. Income levelscan
vary significantly depending on crop yields and other factors affecting purchasing power.

Limited Access to Finance: Access to banking and financial services may be limited in rural
areas. This can hinder rural consumers ability to make large or credit-based purchases.

Lack of Awareness. Rural consumers may have limited awareness of product options, brands,
and the latest technologies. Education and awareness-building efforts are essential.

Traditional Preferences. Rura consumersoften havetraditiona preferences and may be resistant
to new products or brands. Marketers need to understand and respect these preferences.

Distribution Challenges: The distribution network in rural areas can be challenging to establish
and maintain. Poor road conditions and infrastructure can make it difficult to reach remote villages.

Healthcare and Hygiene Concerns. Health and hygiene are critical concerns in rural areas.
Products related to healthcare and hygiene need to be marketed effectively, emphasizing their
benefits.

Environmental Factors. Rural marketing efforts should consider environmenta factors and
sustainability, especially when promoting agricultural products and practices.

Government Policies: Government policies, subsidies, and regulations can have a significant
impact on rural marketing. Marketers need to navigate these policies effectively.

Competitive L andscape: Competitionin rural marketsisincreasing as more companies recognize
the potential of these markets. Understanding and managing competition is crucial.

Communication Barriers: Limited accessto mass mediain rura areas can be a communication
barrier. Marketers may need to rely on alternative media and communication channels.

Supply Chain Challenges. Maintaining areliable supply chain in rural areas can be challenging
due to infrastructure limitations and seasonality.

Companies are increasingly targeting rural markets for several reasons, as they recognize the
untapped potential and unique opportunities these markets present:



e Market Expansion: Urban markets are often saturated, making it difficult for companies
to find new customers. Rural areas offer untapped potential for market expansion, allowing
companies to reach a new customer base and increase their market share.

e Population Density: Rural areas may have lower population density, but they often have
a large population overall. By targeting rural markets, companies can tap into the sheer
volume of consumers who may not have been reached by competitors.

e Changing Consumer Behavior: With improving infrastructure, increased connectivity,
and rising disposable incomes in rural areas, consumer behavior is changing. Rural
consumers are becoming more aware of products and brands, creating opportunities for
companies to cater to their evolving needs and preferences.

e Government Initiatives: In some countries, governments are implementing policies and
initiatives to promote rura development. This includes infrastructure development,
financial inclusion, and other measures that create a conducive environment for businesses
to thriveinrural areas.

e Economic Growth: Rural areas are experiencing economic growth, and thereisagrowing
middle class in these regions. As people in rural areas have more disposable income,
companies see a potential market for their products and services.

e Diverdfication: Targeting rura markets allows companies to diversify their customer
base, reducing dependency on specific regions or demographics. This diversification can
contribute to more stable revenue streams and business growth.

e Unique Product Needs. Rural consumers may have distinct needs and preferences
compared to urban consumers. Companies can tailor their products and marketing
strategies to meet these unique demands, creating acompetitive advantagein rural markets.

e Technology and Connectivity: Improvements in technology and increased connectivity
in rural areas enable companies to reach these markets more effectively. E-commerce,
digital marketing, and online platforms provide avenuesfor companiesto engage with rural
consumers.

e Long-Term Growth Potential: Companiesrecognizethat investing in rural marketsis not
just about short-term gains but also about securing long-term growth. As rural areas
continue to develop, the potential for sustained business growth becomes more promising.

Overall, targeting rural markets is a strategic move for companies looking to expand their reach,
diversify their customer base, and capitalize on the changing economic landscape in these areas.

SOLUTION 8.

Green marketing, also known as environmental marketing or eco-marketing, refers to promoting
products, services, or brands that are environmentaly friendly or positively impact the
environment. It incorporates sustainable practices, eco-friendly materias, renewable energy
sources, and socially responsible manufacturing processes into marketing strategies.



Green marketing aims to appeal to environmentally conscious consumers and meet their demand
for environmentaly friendly products or services. It can involve highlighting the product’s eco-
friendly features, showcasing its commitment to sustainability, or educating consumers about the
environmental benefits of choosing certain products.

Green marketing emphasizes businesses’ environmental and social responsibility while leveraging
consumer interest in sustainability and environmental initiatives such as renewable waste
management or sustainable agriculture practicesto drive sales and build a positive brand image.

Benefits of Green Marketing
Green marketing offers several benefits for businesses. Some of the key benefits include:
1. Enhanced Brand I mage and Reputation

Adopting green marketing practices can improve a company’s brand image and reputation. It
demonstrates a commitment to environmenta responsibility, which resonates positively with
environmentally conscious consumers. This can lead to increased customer loyalty, trust, and
positive word-of-mouth.

2. Competitive Advantage

Green marketing can provide a competitive edge in the market. As sustainability becomes a
growing concern among consumers, busi nesses promoting eco-friendly practices and products can
differentiate themselves from competitors. This can attract environmentally conscious customers
and potentially capture alarger market share.

3. Increased Customer Loyalty and Retention

Green marketing can foster stronger customer loyalty and retention. Consumers who prioritize
sustainability are likelier to stay loyal to brands that align with their values. By demonstrating a
commitment to the environment, businesses can forge deeper connections with their customers,
leading to long-term rel ationships and repeat purchases.

4. Expansion of Customer Base

Green marketing can attract new customers seeking eco-friendly products or services. By
positioning themselves as environmentally responsible, businesses can tap into a growing market
segment and expand their customer base. This can lead to increased sales and business growth.

5. Cost Savings

Adopting sustainable practices can often result in cost savings for businesses. For example,
implementing energy-efficient processes or utilizing renewable energy sources or recycled
materials can reduce operational expenses. Green marketing can highlight these cost-saving
measures, appealing to consumers who are not only environmentally conscious but also seeking
value for their money.



3 P’s of Green Marketing

Passion, Purpose, and Precision are three essential components, often referred to as the “Three Ps,”
that contribute to the success of green marketing. Here’s how they relate to green marketing:

1. Passion

Passion refers to a business’s genuine enthusiasm and commitment toward sustainability and
environmental responsibility. It involves a deep-rooted belief in protecting the environment and a
sincere desire to impact it positively. Passion drives businesses to actively seek and implement
eco-friendly practices, develop sustainable products, and engage in green marketing efforts that
align with their corporate social responsibility (CSR) strategies with authenticity and enthusiasm.

2. Purpose

Purpose represents the underlying mission and values that guide a business’s green marketing
initiatives. It involves clearly defining and articulating the purpose behind sustainable practices
and how they align with the company’s overall mission. Businesses with a strong sense of purpose
in green marketing understand the larger societal and environmental issuesthey are addressing and
actively work towards making a meaningful contribution to a more sustainable future.

3. Precision

Precision refers to the need for accuracy, transparency, and clarity in green marketing efforts. It
involves precisely communicating environmental claims and messages, ensuring that accurate data
and evidence support them. Precision also encompasses targeting specific audiences effectively
and tailoring marketing messages to resonate with their environmental concerns and values.
Precison helps businesses build trust, credibility, and long-term relationships with
environmentally conscious consumers.

By incorporating passion, purpose, and precision into their green marketing strategies, businesses
can create a powerful and authentic connection with environmentally conscious consumers,
differentiate themsel ves from competitors, and drive positive environmenta change.

Green Marketing Examples

There are many companies that understand the importance of green marketing and are taking the
necessary steps toward that:

Patagonia

This clothing company has long been known for its commitment to sustainability. In addition to
using eco-friendly materialsin its products, the company also engages in various green marketing
efforts to promote its commitment to sustainability. For example, it has launched campaigns that
encourage customersto repair and reuse their clothing rather than buy new items.

The Body Shop

In addition to using natural and environmentaly friendly ingredients in its products, The Body
Shop aso engages in a variety of green marketing initiatives. For example, it has



launched campaigns to raise awareness about environmental issues such as climate change and
wildlife conservation. The company also partners with various organizations to promote
sustainability and social justice causes.

TRENDING TOOLSOF GREEN MARKETING

Green marketing involves promoting environmentally friendly products and practices. Severd
tools and strategies are trending in the field of green marketing as businesses and consumers
become more environmentally conscious. Here are some trending tools of green marketing:

e Sustainable Packaging: Many companies are focusing on sustainable packaging
solutions, such as using biodegradable materia's, reducing packaging waste, and adopting
minimalist packaging designs. This not only appeas to environmentally conscious
consumers but also reduces the environmental impact of packaging.

e Carbon Footprint Measurement: Companies are increasingly measuring and disclosing
their carbon footprints. This involves calculating and reporting the total greenhouse gas
emissions associated with a product or company's operations. Brands are using this
information to showcase their commitment to reducing environmental impact.

e Certifications and Eco-Labels: Certifications like Energy Star, Fair Trade, and various
eco-labels help consumers identify products with environmentally friendly attributes.
Companies are seeking these certifications to enhance their green credentials and build
trust with environmentally conscious consumers.

e RenewableEnergy Sourcing: Companiesare investing in renewable energy sources, such
as solar and wind power, to reduce their reliance on fossil fuels. Marketing strategies often
highlight the use of clean energy to appeal to eco-conscious consumers.

e Corporate Social Responsbility (CSR) Initiatives. Companies are integrating
environmental sustainability into their CSR initiatives. This includes supporting
environmental causes, participating in tree planting programs, and contributing to projects
that aim to address climate change and other environmental issues.

e Green Advertisng and Marketing Campaigns. Businesses are creating marketing
campaigns that emphasize the environmental benefits of their products or services. This
may involve showcasing eco-friendly features, promoting energy efficiency, or
highlighting the use of sustainable materials.

e Educational Content: Green marketing often involves educating consumers about the
environmental impact of products and the benefits of making sustainable choices.
Companies are creating content that informs consumers about the ecological footprint of
their products and how they can make more environmentally friendly choices.

e Circular Economy Practices. Embracing acircular economy involves designing products
that can be recycled, reused, or repurposed. Companies are adopting circular economy



practices and using them as part of their green marketing strategies to emphasize their
commitment to reducing waste.

e Green Technology Integration: Incorporating green technologies into products is a
growing trend. Thisincludes devel oping energy-efficient appliances, eectric vehicles, and
other products that have a lower environmental impact. Marketing messages often
highlight the technologica innovations contributing to sustainability.

e Consumer Engagement Through social media: Social media platforms are powerful
tools for engaging with consumers on environmental issues. Companies are using these
platforms to share their sustainability initiatives, respond to consumer inquiries, and build
acommunity of environmentally conscious consumers.

Thesetools callectively contribute to the growth of green marketing, reflecting a shift in consumer
preferencestoward more sustainable and eco-friendly choices. Businessesthat align their practices
with environmenta values are likely to resonate with a growing segment of environmentally
CONSCi OUS CONSUMer's.
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DELHI INSTITUTE OF ADVANCED STUDIES

Plot No. 6, Sector-25, Rohini, Delhi-110085
(Approved by AICTE & Affiliated with GGSIP University for B.Com(H), BBA, MBA & MBA (FM) Programmes)
(An ISO 9001:2015 Certified Institution)

Assignment
Class— B.Com (H) — I
Subject — Cost Accounting

Topic: Material Cost Control

Faculty Name: Ms. Juhi Ahuja

Attempt any four questions:

Q.1

Q.2

Q.3

AM Enterprises produces a product ‘Red’ using two components X and Y. Each unit of
‘Red’ requires 0.4 kg of X and 0.6 kg of Y. Weekly production varies from 350 units 450
units averaging 400 units. Delivery period for both the componentsis 1 to 3 weeks. The
economic order quantity for X is600 kg and for Y is 1000 kg. Calculate:

i) Re order level of X

i) Maximum level of X

iii) Minimum level of Y

From the following particulars, calculate the Economic Order Quantity (EOQ):
Annua requirements 1,600 units

Cost of materials per units Rs. 40

Cost of placing and receiving one order: Rs. 50

Annual carrying cost for inventory value  10%

Ace Ltd. manufactures a product and the following particulars are collected for the year
ended March, 2013:

Monthly demand (units) 250
Cost of placing an order (%) 100
Annual carrying cost (X per unit) 15
Normal usage (units per week) 50
Minimum usage (units per week) 25
Maximum usage (units per week) 75
Re-order period (weeks) 4-6

Y ou are required to calculate:
0] Re-order quantity



Q4

Q5

DELHI INSTITUTE OF ADVANCED STUDIES

Plot No. 6, Sector-25, Rohini, Delhi-110085
(Approved by AICTE & Affiliated with GGSIP University for B.Com(H), BBA, MBA & MBA (FM) Programmes)
(An ISO 9001:2015 Certified Institution)

(i)  Re-order leve

(i)  Minimum level

(iv) Maximum level

(v)  Average stock level.

From the following information cal culate the Economic Order Quantity:
Annual usage — 20,000 units

Cost of Materials (per unit) — Rs. 250

Cost of placing and receiving order — Rs. 2,000

Annual cost of carrying inventory (including interest) — 10% of cost

Calculate Economic Order Quantity (EOQ) from the following:
Annual consumption 6,000 units

Cost of ordering Rs. 60

Carrying costs Rs. 2
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CASE STUDY ON COCA COLA

‘THANDA’ GOES RURAL

In early 2002, Coca-Cola India (CCI) (Refer Exhibit | for information about CCl) launched a new
advertisement campaign featuring leading bollywood actor — Aamir Khan. The advertisement with the
tag line — ‘Thanda Matlab Coca-Colad ’ was targeted at rural and semi-urban consumers. According to
company sources, the idea was to position Coca-Cola as a generic brand for cold drinks. The campaign
was launched to support CCI’s rural marketing initiatives. CCl began focusing on the rural market in the
early 2000s in order to increase volumes. This decision was not surprising, given the huge size of the
untapped rural market in India (Refer Exhibit Il to learn about the rural market in India). With flat sales in
the urban areas, it was clear that CCl would have to shift its focus to the rural market. Nantoo Banerjee,
spokeswoman — CCl, said, “The real market in India is in the rural areas. If you can crack it, there is
tremendous potential.”5 However, the poor rural infrastructure and consumption habits that are very
different from those of urban people were two major obstacles to cracking the rural market for CClI.
Because of the erratic power supply most grocers in rural areas did not stock cold drinks. Also, people in
rural areas had a preference for traditional cold beverages such as ‘lassi’6 and lemon juice. Further, the
price of the beverage was also a major factor for the rural consumer. CCI'S RURAL MARKETING
STRATEGY CCl’s rural marketing strategy was based on three A’s — Availability, Affordability and
Acceptability. The first ‘A’ — Availability emphasized on the availability of the product to the customer;
the second ‘A’ - Affordability focused on product pricing, and third ‘A’- Acceptability focused on
convincing the customer to buy the product.

Availability

Once CCl entered the rural market, it focused on strengthening its distribution network there. It realized
that the centralized distribution system used by the company in the urban areas would not be suitable
for rural areas. In the centralized distribution system, the product was transported directly from the
bottling plants to retailers (Refer Figure I). However, CCl realized that this distribution system would not
work in rural markets, as taking stock directly from bottling plants to retail stores would be very costly
due to the long distances to be covered. The company instead opted for a hub and spoke distribution
system

Under the hub and spoke distribution system, stock was transported from the bottling plants to hubs
and then from hubs, the stock was transported to spokes which were situated in small towns. These
spokes fed the retailers catering to the demand in rural areas. CCl not only changed its distribution
model, it also changed the type of vehicles used for transportation. The company used large trucks for
transporting stock from bottling plants to hubs and medium commercial vehicles transported the stock



from the hubs to spokes. For transporting stock from spokes to village retailers the company utilized
auto rickshaws and cycles.

In late 2002, CCl made an additional investment of Rs 7 million (Rs 5 million from the company and Rs 2
million from the company’s bottlers) to meet rural demand. By March 2003, the company had added 25
production lines and doubled its glass and PET bottle capacity8 . Further it also distributed around
2,00,000 refrigerators to its rural retailers. It also purchased 5,000 new trucks and auto rickshaws for
boosting its rural distribution.

Affordability

A survey conducted by CCl in 2001 revealed that 300 ml bottles were not popular with rural and semi-
urban residents where two persons often shared a 300 ml bottle. It was also found that the price of
Rs10/- per bottle was considered too high by rural consumers. For these reasons, CCl decided to make
some changes in the size of its bottles and pricing to win over consumers in the rural market. In 2002,
CCl launched 200 ml bottles (Chota Coke)9 priced at Rs 5. CCl announced that it would push the 200 ml
bottles more in rural areas, as the rural market was very price-sensitive. It was widely felt that the 200
ml bottles priced at Rs. 5 would increase the rate of consumption in rural India. Reports put the annual
per capita consumption of bottled beverages in rural areas at one bottle as compared to 6 bottles in
urban areas. The 200 ml bottles priced at Rs. 5 would also make CCl competitive against local brands in
the unorganized sector. It was reported that in the states of Rajasthan and Gujarat the local cola brands
such as Choice and Tikli cost only half the price offered by CCl, which gave them the advantage in
garnering the major market share before CCl came out with Chota Coke.

Acceptability

The initiatives of CCl in distribution and pricing were supported by extensive marketing in the mass
media as well as through outdoor advertising. The company put up hoardings in villages and painted the
name Coca Cola on the compounds of the residences in the villages. Further, CCl also participated in the
weekly mandies10 by setting up temporary retail outlets, and also took part in the annual haats11 and
fairs - major sources of business activity and entertainment in rural India. CCl also launched television
commercials (TVCs) targeted at rural consumers. In order to reach more rural consumers, CCl increased
its ad-spend on Doordarshan.12 The company ensured that all its rural marketing initiatives were well-
supported by TVCs. When CCI launched Chota Coke in2002 priced at Rs. 5, it bought out a commercial
featuring Bollywood actor Aamir Khan to communicate the message of the price cut and the launch of
200 ml bottles to the rural consumers. The commercial was shot in a rural setting

Between March and September 2003, CCl launched three commercials with the ‘Thanda Matlab Coca-
Cola’ tag line. All the three commercials aimed to make rural and semi-urban consumers connect with
Coca-cola. The first ad featured Aamir Khan as a ‘tapori’ (street smart); in the ad he makes the
association between Coca-Cola and the word ‘Thanda.” The second commercial in the series featured
Aamir Khan as a ‘Hyderabadi shop-keeper’; here again he equates the word ‘Thanda’ with Coca-Cola.



The third commercial featured Aamir Khan as a ‘Punjabi farmer’ who offers Coca Cola to ladies asking
for Thanda.

FUTURE PROSPECTS

CClI claimed all its marketing initiatives were very successful, and as a result, its rural penetration
increased from 9% in 2001 to 25% in 2003. CCl also said that volumes from rural markets had increased
to 35% in 2003. The company said that it would focus on adding more villages to its distribution
network. For the year 2003, CCl had a target of reaching 0.1 million more villages. Analysts pointed out
that stiff competition from archrival PepsiCo would make it increasingly difficult for CCl to garner more
market share. PepsiCo too had started focusing on the rural market, due to the flat volumes in urban
areas. Like CCl, PepsiCo too launched 200 ml bottles priced at Rs. 5. Going one step ahead, PepsiCo
slashed the price of its 300 ml bottles to Rs 6/- to boost volumes in urban areas. In early 2003, CCI
announced that it was dropping plans to venture into other beverage businesses. Company sources said
that increasing volumes of cola drinks had made the company rethink its plans of launching juice and
milk-based beverages. In 2002, CCl had announced plans to launch beverages such as nimbu paani
(lemon juice), fruit juice, cold coffee, and iced tea in collaboration with Nestle India.14 Though CCl was
upbeat on account of its early success in its drive to capture the rural market, the question was whether
the company would be able to take this success further.

Q1. Why Coca-Cola decides to market in rural areas?

Q2. Which 4a’s of rural marketing are adopted by Coca-Cola for targeting rural markets?
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No one gets a low score on this company’s
performance reviews. Is there a better system
for evaluating employees? by Brian J. Hall and

Andrew Wasynczuk

The Gentleman’s

“Three”

etween the inner and outer doors of

Circale Corporation’s headquarters

building, human resources VP Nils
Ekdahl crossed paths with CFO Anita Fierst
as he was leaving for lunch. “We need to
make those cuts we talked about,” Fierst
said briskly. She clearly wasn’t up for chit-
chat about her recent trip to Asia. “Iwas
looking at our org chart on the plane last
night,” she continued. “After those two
new acquisitions, the duplication across
departments is untenable. We need to start
achieving synergies right away.”

She paused while a group of employees
passed, nodding hellos to both executives.
Then she said, “I know Hal feels strongly
about it”

It always irked Ekdahl when she spoke
for the CEO like that.

“He wants $20 million cut from the pay-
roll in the next four months,” Fierst said.

“Working on it,” Ekdahl replied. “But as
you know, it’s not just about the numbers.
It’s also about making sure we have the
right people in the right positions.”

“It is about the numbers,” she said. “I
know in your department you like to take
your time to get everything just right.” It
was an unwarranted dig at both Ekdahl
and his predecessor, Michael Milanese,
who happened to be waiting for Ekdahl at
their usual lunch spot in town. “But with
all this duplication, you don’t have the
luxury of identifying the perfect individ-
ual for every position.”

A few more employees passed by.

“Anyway,” she said. “More later.”

Within 10 minutes, Ekdahl was
recounting the exchange over soup and
salad.

“Don’t let her get to you,” Milanese
said. His resentment toward Fierst was
obviously abating six months after CEO
Hal Taylor, at her urging, had pressured
Milanese to retire. “It’s your show now,
Nils. Stay the course. Fight the good fight.
You know as well as I do that Circale’s
future depends on it.”

Ekdahl was touched that his former
boss still cared about the company,
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despite how he had been treated. Perhaps
Milanese, long divorced and in sporadic
contact with his grown children, didn’t
have much left in his personal life. Or
maybe it was that the retired executive
had some unfinished business.

Fighting Grade Inflation

Michael Milanese had been the chief archi-
tect of a new performance-review system
that Ekdahl was about to implement across
all six of Circale’s global locations. It had
been designed to ensure the objectivity of

decisions about postmerger personnel cuts.

The stated goal: Place the best person in
every position.

Milanese had become obsessed with
the importance of objective evaluations.
He had convinced the CEO that it would
be wrong to pare away employees from
the acquired companies and retain just
the veterans of the “old” Circale as the
company expanded globally. That’s what
had been done after previous acquisitions,
with some disastrous results: A few years
back the incompetent country head for
Germany, a good-old Circale guy, had mis-
handled a scandal involving company of-
ficials who were accepting personal favors
from vendors, and the recently appointed
head for Brazil, a 20-year veteran, had so
tyrannized his new employees that he had
to be dismissed.

An analysis of those executives’ HR
files showed, amazingly, that they had re-
ceived powder-puff performance reviews
for years—as had the entire workforce,
for that matter. Grade inflation was so
prevalent at Circale that decades’ worth
of reviews were essentially useless for
identifying miscreants, singling out high
potentials, or any other purpose.

So the CEO had given the HR depart-
ment the green light to create a new
system that would force managers to be
brutally honest. Milanese had begun visit-
ing other companies, gathering informa-
tion, and studying best practices in the
area of performance review. Eventually
he made Ekdahl coleader of the initia-
tive. Together they struggled to develop
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a system by which each of Circale’s more
than 3,000 nonsales employees would

be explicitly compared with colleagues
(salespeople continued to be evaluated
on their sales numbers). When the project
dragged on, Fierst was able to convince
the CEO that Milanese was ineffective and
should be “encouraged” to retire.

The CFO was right: Milanese was
indeed a perfectionist. But that had helped
Ekdahl. After being promoted to VP, he
easily wrapped up the project, creating a

fairly simple form for managers to fill out.
On each of seven performance dimen-
sions, ranging from “delivers results” to
“builds internal goodwill,” managers were
asked to rate employees on a five-point
scale: “Significantly below others” was a1,
“somewhat below others” a 2, and so on up
to “significantly above others,” a 5.
With the year-end-review season just
afew weeks away, implementation was
imminent.

Everyone Is Above Average
Alone in his office, Ekdahl paged through
the screens of performance-review re-
sults:4,5,5,5,4,4,5,5,5,4,5,4, 4, 5.

“Didn’t anyone get a 2?” he wondered
aloud. Not only were there no 2s or 1s, but
3s were scarce. The average score, calcu-
lated automatically, was 4.6. He called
Milanese.

“Thisis a disaster,” Ekdahl said. “We
told every manager to look hard at each
employee and be completely objective.
Not one of them gave a bad score.”

“Are all the results in?” Milanese asked.

“Is there a bug in the system?”

“No, Michael,” Ekdahl said with frustra-
tion. “But even the best-designed system
can’t force people to be honest without
an incentive. I’'ve just generated an entire

database of results I can’t use. I have to be
straight about that with Hal—and Anita.”
He looked at his watch. He was due to
meet with Fierst in a few minutes.

“The employees haven’t seen the results,
right?” Milanese asked.

“Of course not,” Ekdahl said.

“So you have to make the managers do it
again.” He sounded almost in a panic. “Hal
wants to cut $20 million from the payroll,
and he now understands that personnel
decisions need to be made objectively.
He’ll want the cuts to be data-driven.”

“I can’t order the managers to do
another set of reviews right away,” Ekdahl
said. “They’ve spent a lot of time on these.
Besides, we don’t have any way to get
better results. We need to figure out what
went wrong.”

“Nils, be smart,” Milanese said. “Look at
what happened to me. If you take time to
analyze everything, you’ll seem like a pro-
crastinator. You just need to get managers
to feel comfortable issuing 1s and 2s. Help
them see that awarding everyone a 4 or a
5 on all dimensions of performance is non-
sensical. It’s not logically possible for all
employees to be significantly above their
peers. That’s fantasyland. You can correct
this problem by holding training sessions,
which should be easy to set up.”

Sure. Ekdahl imagined just how easy
those sessions would be to arrange as he
headed to Fierst’s office to share the num-
bers, which he had promised to do.

Evaluation Redux
Ekdahl gave Fierst a quick summary. She
paused and said smugly, “Performance
reviews have very limited usefulness.
Managers don’t like to be honest. The best
way to evaluate an employee is to look at
his unit’s P&L. If there’s no relevant P&L,
you’re pretty much flying blind.”

“I’m going to have the managers repeat
the reviews,” Ekdahl said.

She looked shocked, almost personally
offended. “When will they find the time
for that?”

“They’ll make time,” Ekdahl said.
“Don’t they have real work to do?”
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“This is their real work,” he said. “Perfor-
mance reviews are critical. And they’re not
just for doing layoffs and promotions the
right way—you know that. Well-executed
evaluations give a company the data it
requires to develop talent. Employees
need to know what they’re doing well
and what they’re doing poorly so that
they can improve. In my first review here,
Michael gave me a 2. It was on flexibility—
willingness to take advice and try new
approaches. I treated it as a challenge. The
next year, I got a 4. Effective reviews are
essential to management.”

Fierst glared at him. She didn’t take
well to being lectured. “All right, let’s say
you force the managers to give employees
lower marks. Will those numbers have any
meaning? People will just manufacture low
grades for employees they don’t like and
fudge the rest. Nils, sometimes when you
have to make cuts, you just have to make
cuts. You design an algorithm and you go
through the list. It’s painful but quick.”

“Iwon’t do that, Anita. I'm going to get
useful results out of these performance
reviews. And if the managers can’t deliver
good data this time, I'll make them do it
again and again, until they get it right”

He walked out of Fierst’s office and
strode through the executive corridor until
he came to an interior-facing window. It
looked down on a set of conveyors staffed
by workers wearing white from head to
toe. Packages of meticulously constructed
electronics components were gliding past
them, heading out into the unforgiving
world, where customers would be all too
eager to make known any displeasure with
Circale’s products. Only here in this sterile
cocoon was practically every employee’s
performance deemed to be perfect or
damn near perfect. Ekdahl was so dis-
gusted he could spit.

He would start organizing the train-
ing sessions immediately. And he would
personally appear in a video in which he
explained to managers that they must give
every employee a2 or a1on atleast one
performance dimension and that the aver-
age score across their direct reports must

be a 3. After all, getting that 2 had worked
for him.

Now Everyone Is Average

As soon as the managers’ completion
deadline had passed, Ekdahl went over
the data in his office. It was 6:30 PM on a
Wednesday. Employees were streaming
out of the buildings as he stared at the
screens: 3, 3, 3, 2.

“Finally!” he said to himself. He scrolled

through another form: 4, 3, 3, 3, 3, 2, 3.
“Good. Very good.” The more he looked,
though, the clearer it became that there
were an awful lot of 3s. An avalanche of
them. His heart sank as he continued to
click through pages.
Asif on cue, Fierst poked her head in.
“How are the new numbers?” she asked.
“Honestly,” Ekdahl said with resignation,
“there are lots of 3s. Not much variation in
the data, at least at a first glance.”

“I'm not surprised,” Fierst said. She
wasn’t quite gloating, but Ekdahl could
detect a hint of ‘I told you so’ in her voice.

“Have you ever heard of grade compres-
sion? People give almost everyone the
same grade, and distinctions become im-

possible to make. It happens when scores
are inflated and cluster at the top, but it
can also occur in the middle. All you did
was move the average.”

Indeed, within a couple of days, the HR
department’s analysis had revealed few
deviations from 3 companywide. More-
over, managers seemed to have given high
marks to people who were up for promo-
tion anyway and low ratings to employees
they didn’t know well. In one case, a man-
ager gave someone all 1s. The employee, it
turned out, had recently died.

Ekdahl wondered whether he really
ought to follow through with his vow to
make managers keep doing performance
reviews until they got them right. Was
it simply time to admit defeat and start
recommending arbitrary cuts?

Should Ekdahl
order another
round of reviews or
make do with the
data he has?

See commentaries on the next page.

“Nope, our financial report doesn’t look any better in 3D.”
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GRADE INFLATION and compression

like what Nils Ekdahl encounters are
consequences of managers’ losing

sight of what really matters. Too often,
leaders emphasize the process of ranking
performance and attaining specific
scores. In doing so, they forget the

most important outcomes: improved
organizational performance and personal
growth. To more effectively deploy and
develop people, organizations should
make three key changes to the way they
approach talent appraisals.

First, managers should pay greater
attention to having meaningful conver-
sations with their people. High-quality
exchanges between managers and
employees almost always yield insights
for both parties and lead to professional
development. Such conversations should
focus on the outcome of providing crystal-
clear, honest feedback while keeping the
employee’s well-being in mind.

Of course, no one likes to get a low
score or to have an uncomfortable
conversation about performance. Yet
people can be deployed effectively only
if managers are willing to be completely
honest about their direct reports’
weaknesses, not just their strengths.

WHAT WOULD YOU DO?

Once, after what | thought was a very
successful year in a new job, | received

a performance rating that was a click
lower than | thought | deserved. It was
upsetting, but if you have the right mind-
set, you can always learn from a negative
evaluation, even one you don’t agree
with. Again, what matters is the quality
of the conversation that the evaluation
prompts. You have to listen and then try

What matters is

the quality of the
conversation that the
evaluation prompts.

to see yourself objectively. Over the years,
my performance appraisals have helped
me grow, understand what was important,
and perform at a higher level.

Second, leaders need to teach
managers to think differently about
talent evaluations. Rather than viewing
appraisals as a chore or a compliance
exercise, perceive them as a chance
to shape a developing talent. That
perspective may sound high-minded,
but when your focus is on engaging in

{}") SOME ADVICE FROM THE HBR.ORG COMMUNITY

EKDAHL SHOULD do another
round of reviews. But first he must
communicate to managers that they
are accountable for their teams’
performance, which should be tied
to their compensation. He might
also require managers to justify
each rating they give.

Matt Walker,

senior research manager,
Lieberman Research Worldwide

IF EKDAHL does order another
round of reviews, the evaluation
form should be different from the
first two. If | were a manager at this
company, | would be very annoyed
to fill out the same thing a third
time for each employee.

Ana Valladares-Galvez,

policy communications consul-
tant, Epocca Presence Solutions
(Honduras)

HBR’s case studies appear at hbr.org prior to publication here.
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dialogue that helps a person achieve
her goals, it is actually a sensible and
practical approach.

Third, leaders should reward managers
who have the most constructive conver-
sations about performance. Supervisors
who are getting the most out of their
employees can be recognized financially,
although that’s not the only way. Recogni-
tion can instead be highly visible, such
as receiving an expanded role or being
asked to serve as a mentor. By rewarding
success, you give others an incentive to
follow the example of those who earned
the honors.

So Ekdahl should keep trying to
get good results from performance
appraisals while following those three
basic principles. If leaders consider
performance-review outcomes more
important than the process, they will
have more-meaningful, transparent
conversations with employees and
thereby generate the data that are
needed to make objective personnel
decisions. That would be true at Circale
Corporation and at any company that
seeks to raise the bar on performance and
to position its people for further growth
and success.

INSTEAD OF running a
performance-review process 20
times, it would be more efficient
to quantify the head-count mix
(managers, rank-and-file employees,
and so on) so that it aligns with
synergies identified in the M&A
project.

Gabriel Dichiera,

senior demand planner,

North America, Unilever
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EKDAHL SHOULD take his cue from Anita
Fierst: Sometimes you just have to make
arbitrary cuts. But don’t get me wrong.

I believe, as Michael Milanese and CEO

Hal Taylor do, that using performance-
evaluation data to put—and, if appropriate,
keep—the right people in the right posi-
tions is the smart approach after an acqui-
sition. Once the new performance-review
system is up, running, and accepted, it will
provide the right basis for the cuts.

However, | differ with Milanese and
Taylor about using the not-yet-accepted
system to guide the process of laying peo-
ple off during the current post-acquisition
initiative. That would turn employees
against the system and poison it forever.

A performance-review system that is
crafted meticulously should be rolled out
just as carefully. Leaders must frame it
as a long-term tool for developing high
potentials, improving the performance of
all employees, and generating data that
help executives to direct financial rewards

If | want an employee to
improve, | need to get
her attention. Giving
her a 2 will do that.

THE GOAL, rightly or wrongly, is
to achieve $20 million in savings.
Given that annual evaluations
are not usually performed with
the objective of rank and yank,
communicate to supervisors
that they are participating in a
redundancy effort and give them
clear targets.

Douglas Edwin Coleman,
branch chief,

U.S. Department of Defense

Stephen P. Kaufman is a senior lecturer
at Harvard Business School and a retired
chairman and CEO of Arrow Electronics.

appropriately. In the early rollout phase,
the system should be used at the top of
the organization, so that senior manag-

ers can gain experience with it and lead

by example. Then, in the first year of its
wider deployment, it should be used just to
identify candidates for promotion and offer
special assignments. Only after the system
is working well and everyone has bought
into it should it serve as the basis for com-
pensation and layoff decisions.

The companywide rollout should involve
a comprehensive program of communica-
tion to all employees. Managers should also
attend training sessions in which they role-
play how to give realistic feedback about
subordinates’ work so that unrealistic ap-
praisals never make it up to the head of HR.
When | was CEO of Arrow Electronics, the
company whose system was the seed for
this fictionalized case study, managers who
failed the role-playing exercises weren’t al-
lowed to do solo performance reviews.

Managers and employees must be
reminded, again and again, that everybody
will get at least one “low” grade. No one
walks on water. As a manager, if | want
an employee to improve, even modestly,

I need to get her attention. Giving her a

2 will do that. If I assign her 55 on most
dimensions and a 4 in the area that | think
needs work, the message she’ll take home
is that she’s pretty great, and that even in
that one area she’s still way above average.
Next year, she’ll have no clue why she was
passed over for promotion. If she doesn’t
come away from the process knowing
exactly where she needs to improve, it’s
been a waste.

All these steps take time, energy, and
money. Number crunchers like Fierst often
argue that what really matters is the bot-
tom line, not human capital. But developing
the best people in the most appropriate
positions is actually the most effective route
to a good bottom line. As Ekdahl eloquently
says, that’s a manager’s “real work.” ©
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Actions that damage

a company and its
employees should be
stamped out, everyone
would agree. But should
the people responsible
be stamped out, to0?

NOVEMBER 2006

|
i

The Reign of

Zero Tolerance

by Ben Gerson

"M
R. PEMBERTON?”

“Yes, that’s me,” Simon replied dis-
tractedly, his back turned.

The two burly gentlemen who had
suddenly entered Simon’s work pod did
not have to identify themselves; the tan
uniforms of Applied Devices’ security
detail would soon do that well enough.

“Come with us, please” Within sec-
onds Simon discovered he really had no
choice, as the two guards, now standing
behind his chair, each placed a hand
under one of his elbows and swiftly
brought him to his feet.

“What is going on here?” Simon cried,
more than once. But the materials
chemist was already being quickstepped
out of his work area and down the long
white corridor leading to the employee
parking lot. Greeting Simon as the small

group reached his car was someone he’d
never laid eyes on before—a woman who
introduced herself as Sallie Tillotson,
an HR manager. The guards had radioed
her that the target wasn’t putting up
much resistance.

“Your personal belongings will be
messengered to your home later today,”
Sallie told Simon. “All work-related ma-
terials stay here. You will receive a letter
from HR listing the policies you violated
and the terms of your severance.”

The three waited for Simon to slip
behind the wheel and start the engine
of his green Focus hatchback before
grimly nodding their good-byes under
the beating sun.

As Simon would be reminded by reg-
istered mail the next day, unauthorized
e-mailing and Internet use warranted

HBR’s cases, which are fictional, present common managerial dilemmas
and offer concrete solutions from experts.
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termination at Applied Devices. A year
earlier, the company had adopted a
zero-tolerance program, which by this
point covered a wide range of conduct.
The letter would explain that every ele-
ment of the policy could be found on
AD’s intranet, constituting “constructive
notification.”

Sudden unemployment was only one
of Simon’s worries; he could also expect
his work permit to be revoked, requiring
him to return to England. How well his
adjustment had seemed to be going
until this happened, he thought as he

professor of chemistry at East Anglia.
Martin had lost his bid for tenure and
was now teaching at Amman Univer-
sity,in Jordan. Simon and Martin, who'd
become good friends, remained in al-
most daily e-mail contact. Besides com-
paring impressions of their respective
“desert kingdoms,” they helped each
other with their overlapping investiga-
tions of silicon’s molecular properties.

Over the next several days, Simon
thought back to their keystroked con-
versations and couldn’t quite remem-
ber whether he had asked AD’s Office of

Simon had often remained in his cubicle
into the evening to make up for time spent
on noncompany matters. Maybe Applied
Devices wasn’t interested in that.

drove home. Yes, some of his fears about
living among Coloradans had been con-
firmed-their tendency to take his words
literally when he was being ironic; his
own tendency to experience as prying
what proved to be their innocent curios-
ity about a foreigner’s background-but
by and large, he had been touched by
their friendliness and impressed by his
colleagues’ work ethic.

Most of all, Simon had been grateful
to AD’s chief scientist, Gottfried Har-
berg, for taking a chance on him. The
Englishman had obtained his doctorate
from the University of East Anglia in
laser spectroscopy, which seemed to
some people at Applied Devices to re-
late only tangentially to the technology
on which Don Hardee, AD’s CEO, had
pinned the company’s future: semicon-
ductors for cell phones that could dou-
ble as payment devices offering greater
security than credit cards. But Gottfried
saw value in Simon’s background, and
Simon had won an enthusiastic recom-
mendation from Gottfried’s acquain-
tance Martin Ledecky, then an assistant

Ben Gerson (bgerson@hbsp.harvard.edu)
is a senior editor at HBR.
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Internal Security to certify Martin as a
correspondent on scientific matters. AD
was understandably eager to prevent its
trade secrets from reaching competitors.
Simon knew he wasn’t guilty of allowing
that. The scientific questions he raised
with Martin were too fundamental to
be product related, and Martin had no
industry connections Simon was aware
of other than Gottfried, who had left a
research post in Tiibingen, Germany, to
join AD. Maybe, Simon thought, he’d
been dismissed for spending time on-
line researching the climb up the Mat-
terhorn he’d been planning—the choice
of routes, crampons and other gear, the
weather, the local vegetation. He’d often
remained in his cubicle into the eve-
ning — until the air-conditioning was
shut off —to make up for workday and
after-hours time spent on noncompany
matters. Maybe AD wasn’t interested
in that.

From Zero Prohibitions
toaDozen

Although most of his colleagues in R&D
considered Applied Devices’ treatment
of Simon harsh, the company’s zero-
tolerance program enjoyed strong sup-

port among the staff overall, owing to
an incident just before Simon’s arrival.
A clearly disturbed middle-aged man had
entered the lobby one afternoon waving
a pistol and loudly demanding to see
Doris Klemm, his wife, who worked in
the cafeteria. The guard on duty was
checking an emergency-exit door up-
stairs that someone had breached to
gain access to the roof for a smoke. The
frightened receptionist transmitted the
man’s demands to the head of security,
who summoned the city of Pueblo’s
SWAT team, which 20 minutes later
found the perpetrator sitting on the
floor with his head between his knees,
looking exhausted and contrite. The
gun lying next to him turned out to be
unloaded.

The story the police pieced together
back at the station house was that Doris
had told her husband the night before
that she wanted a divorce and planned
to take their three children with her.
Although no one at AD had been hurt,
everyone who worked there, naturally,
was upset. Shortly thereafter, Shirlee
North, the head of HR, started looking
into how to avoid this sort of incident
in the future. Doris’s husband was not
an employee, but he could well have
been. Soon Shirlee was examining other
companies’ zero-tolerance policies. She
discovered that they had strong execu-
tive support. With assistance from gen-
eral counsel, she drafted such a policy
for AD.

Initially, it covered only weapon and
drug possession. But then, at the mid-
year all-staff meeting, a young woman
stood up to say that if it hadn’t been for
that smoker, security would have been
on hand to tackle Doris’s husband the
second he entered the lobby. Unmistak-
able murmurs of agreement through-
out the auditorium quickly made clear
to Shirlee and Don that illicit smokers
should be added to the list of wrong-
doers who would not be tolerated at
Applied Devices. It came to seem wise to
include anyone possessing alcohol or
showing signs of intoxication on-site;
misappropriating company property,
regardless of value; incurring unautho-
rized expenses above $100; or engaging
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in unauthorized e-mailing and Internet
use. Additions came every few months
or so, and each was announced in a
global e-mail.

The Quality of Mercy

Don, who had been CEO of Applied De-
vices for almost three years, was a Six
Sigma master black belt, a churchgoing
Southern Baptist, and, as it happened, a
pretty good shot. It was on the strength
of the job he’d done as AD’s vice presi-
dent for manufacturing that Don had
ascended to the company’s top position.

leave and in the time it took to fill va-
cant positions.

So when, in the aftermath of the pistol-
waving incident, a clamor erupted in
favor of a zero-tolerance policy forbid-
ding weapons anywhere on campus,
and Shirlee produced language that
passed legal muster, Don was receptive.
He believed that deviations from a de-
fined standard of behavior shouldn’t be
tolerated at Applied Devices. The dan-
gers to employees’ health, safety, and
morale — not to mention to the com-
pany’s productivity and reputation —

it harmless. Moynihan thought the late
1980s and early 1990s, with their high
crime rates, had been one such society;
might the increasing indifference of em-
ployees to company rules mean that
Don was living in another?

That Sunday, as he did most Sundays,
Don drove with his wife to Mt. Hebron
Baptist, a red-brick Victorian church
downtown, where the Reverend Steve
McCracken delivered a sermon entitled
“Lines Drawn in the Sand: Will the
Lord’s Tears Wash Them Away?” Many
of Don’s coreligionists in Pueblo were

When the conduct was so clearly harmful, and the line that must not be
crossed so sharp, Don thought, why shouldn’t employees who did cross
it face summary dismissal?

When he became vice president, AD was
suffering from a ratio of scrap to outputs
that was 57% higher than the industry
average. Cycle and delivery times had
been slipping, machine parts were wear-
ing out faster than supplier specifica-
tions had promised, and no one could
figure out why there was so much vari-
ation in the amount of copper that went
into AD’s microprocessors. Don hired
some black belts and saw to the training
of a couple of dozen green belts. Within
18 months, AD’s productivity growth
rate tripled.

Emboldened by this triumph, Don de-
cided, after he became CEO, to extend
Six Sigma principles—under which there
must be no more than a few defects per
million opportunities — to finance and
accounting. The collection rate shrank
by 12 days within just a few months, the
uncollected-receivables rate plummeted
soon thereafter, and it now took only
four days to close the account books
following the end of a quarter. Since
Don was thoroughly sold on Six Sigma,
he extended that discipline to human
resources as well. Although warned by
Shirlee that not all HR processes were
quite so susceptible to quantification,
Don soon saw a sizable reduction in
overpayments to employees on medical
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were too great. When the conduct spec-
ified was so clearly harmful, and the line
that must not be crossed so sharp, why
shouldn’t employees who did cross it
face summary dismissal?

Here was an idea inspired by Demo-
cratic senators Dianne Feinstein and
Byron Dorgan, who had drafted the
Gun-Free Schools Act and the Safe and
Drug-Free Schools and Communities
Act back in the mid-1990s — laws that
now permitted Don’s neighbors’ kids in
the Pueblo public schools to concen-
trate on their studies instead of facing
the temptation of getting high or the
worry they might get stabbed or shot.
According to the Pueblo policy, stu-
dents carrying weapons or any drug not
medically authorized faced immediate
expulsion. Ninth-grade math scores,
Don had read in the newspaper, were
climbing. Surely there was a connection.

One of Don’s neighbors had passed
along an article by the late senator
Daniel Patrick Moynihan, a former Har-
vard professor, entitled “Defining De-
viancy Down.” Moynihan asserted that
just as very law-abiding societies tended
to treat minor crimes as grave infrac-
tions, societies that experienced far too
much bad behavior often indulged it,
explained it away, and eventually judged

teetotalers, and some still frowned on
dancing. But Don’s religion, though
strict in its ways, also preached forgive-
ness when sinners acknowledged their
lapses and repented. As CEO, however,
Don thought his first duty was to the
welfare of the institution he ran, not to
the handful of errant souls within it.

Another Kind of Process?
Melissa Dresser was Shirlee North’s sec-
ond in command. She had seen Simon’s
dismissal coming and had fretted about
it. Unauthorized Internet use was fun-
damentally different from, say, gun pos-
session, which had to be stopped in its
tracks or everyone would be in danger.
Goofing off online was a substantial cu-
mulative drain on the company’s pro-
ductivity, in Don’s view; but Shirlee had
advised him that the first instance of
it that IT detected and referred to HR
could not, realistically, serve as grounds
for firing. So, working with a retired FBI
agent who now ran a security consulting
business in Pueblo, Shirlee had devel-
oped some protocols.

More than eight hours online per
week, an amount that was 20% higher
than the company average, identified an
employee as suspect and precipitated
spot monitoring of Web sites visited. If
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25% or more were found to be clearly
unrelated to the employee’s duties, then
e-mail would be monitored, too. The
protocol for that was, first, the auditing
of all e-mails sent to employees of com-
petitor companies and, second, the au-
diting of all e-mails with destinations
carrying a foreign suffix, such as “de;’
for Germany, or “nz,” for New Zealand.
The consultant was particularly con-
cerned about Simon’s frequent contact
with a resident of a Middle Eastern
country who was not on the approved
list, and with their exchange of indeci-
pherable equations. The combination of
the two violations called into question
Simon’s loyalty and dedication to the
company, which the consultant and
Shirlee deemed to be suitable grounds
for firing.

As Shirlee was getting ready to leave
the office one evening shortly after
Simon’s expulsion, Melissa asked if she
could stop for a quick chat.

“I’'m sorry to hold you up, but 'm
worried about where zero tolerance is
leading us,” Melissa began. “You know
I was completely behind the policy on
guns. I felt we had to ignore the hunters
on staff who groaned about the ban on
rifles in the trunks of their cars. I also
think it’s good that we don’t pay any
attention to pill takers who don’t like
showing us their drug prescriptions.”

Melissa paused, and her eyes lit up.
“Hey, remember how upset Don’s wife
was when airport security grabbed her
Hermes manicure kit? You told me she
pestered Don for weeks to buy a frac-
tional share in a Gulfstream so she
wouldn’t have to go through that again.
She had a point -she doesn’t make for
a very scary terrorist — but she came
around because she understood the
stakes involved, like everybody who
works at AD”

Melissa looked directly at Shirlee,and
her voice softened. “But when health
and safety aren’t at stake, it’s hard to jus-
tify summary dismissal.”

“I feel we’ve evolved to meet your
concern,” Shirlee replied evenly. “After
all, we could have terminated Simon
long before we did. As you’ve seen,
though, we’ve made sure that zero toler-
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ance for nonsafety violations involves a
lot of managerial discretion,” she added,
sounding rather proud of the protocols
she’d worked out.

“But the fact is,” Melissa continued
with greater urgency, “even people en-
gaging in behavior we know is wrong
might have something meaningful to
say in their own defense. They’re not
schoolchildren. But zero tolerance means
they can’t”

Shirlee responded, this time a bit
stiffly, that the company intervened
only when the action was clearly pro-
hibited, the harm actual or imminent,
and the evidence unambiguous.

“But what is accomplished?” Melissa
asked, plunging ahead.“Don’t you think
Simon would have stopped spending
so much time online if only we’d said
something? We still don’t know what he
was up to with that Ledecky fellow. He
may have been in technical violation
without hurting the company in any
way. Sometimes I think that the zero-
tolerance policy, when you get right
down to it, is designed to punish people
rather than to fix problems.”

“It’s not supposed to do either,
Shirlee said, by now feeling somewhat
affronted. “The point is to prevent prob-
lems from occurring.”

“I don’t know,” Melissa replied. “The
department’s been talking about mak-
ing romance between a manager and a
subordinate — or even the appearance
of hanky-panky-a reason for automatic
dismissal. But that kind of thing is al-
most impossible to prevent.” Besides,
she added, reassigning one party or the
other, and issuing both a stern repri-
mand, would solve the problem in most
cases. “Yet Sallie and Myra and I worry
we’ll look like we’re condoning really
evil behavior unless we pounce.”

“T would hope that all of you would
‘pounce; as you put it, if there were a
power imbalance and a manager en-
gaged in conduct that was demeaning
and inherently exploitative,” Shirlee
said. “You would have no choice but to
totally dissociate yourself and the com-
pany from it. Aside from all the harm
to morale these kinds of abuses cause,
you seem to ignore the damage a single

incident can do to AD’s reputatic
Have you already forgotten the troul
we had recruiting people after word ¢
out about Doris Klemm’s husband?
philosophy is, ‘Dire threats require dr.
tic solutions’

“I'm tired of all this back and fort
she finished. “I'll see you tomorro
8 AM sharp.”

Letting the Chips Fall

AD was making steady but slow pr¢
ress toward fabricating Don’s pet mic
processor. Meanwhile, an innovati
French cell phone manufacturer h
signed a contract with Tetragram, Al
toughest competitor, known to be wo:
ing on a similar device. The researche
work had not been helped by Simo
dismissal, which shocked Gottfric
their chief, above all. The academic r
lieu Gottfried came from was relax
about things like Internet use—and ¢
tainly it had little reason to be worri
about gunplay. He knew as well tk
only the most open exchange of ide
could lead to the solution of difficult
search problems. Simon’s backgrou
in spectroscopy had turned out to be
valuable as he’d hoped, making Simo!
firing especially painful for Gottftic
who, with Don’s blessing, had recruit
Simon and a few other especially pro
ising scientists directly, bypassing Sk
lee’s department, which handled or
the paperwork.

When the Tetragram deal was ¢
nounced, Applied Devices’ remaini
R&D team members found themsel
under such pressure that they took
downloading various proprietary da
bases to their laptops so that they cot
continue their calculations at hon
And then the bulletin came: “The poli
of Applied Devices, Inc., is one of ze
tolerance for the downloading and |
moval from Applied Devices’ premis
of all databases that are the intellectt
property of Applied Devices.”

Should Applied Devices modify an
part of its zero-tolerance program:
Four commentators offer expert advice
beginning on page 46.
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Shirlee seems to be trying to make HR policies so
comprehensive that Applied Devices’ managers
won’t need to exercise judgment. That's a mistake.

Zero—tolerance policies definitely have a
place in organizations. At AmSouth, we
take that approach toward firearms on corpo-
rate property, toward harassment, and even
toward inappropriate Internet use. Our goal
is to provide a very safe working environ-
ment: It's our responsibility to ensure that
when our people come to work, they don’t
have to worry about being harassed and
don’t need to be fearful. It’s also our respon-
sibility to give our managers clear guidelines,
so that when they need to administer correc-
tive action, they’ve got a framework in place
to rely on.

Because most people feel more comfort-
able when they know what the guidelines
are, we work with our legal department to set
boundaries for acceptable behavior, and we
let our employees know the consequences of
ignoring them. But we intend them to be just
guidelines. In the HBR Case Study, Shirlee
North seems to be trying to make HR poli-
cies so comprehensive that Applied Devices’
managers won’t need to exercise judgment.
That’s a mistake. It’s impossible to spell out
every type of situation that might come
up—human relations aren’t as cut-and-dried
as that. I've known managers who aren’t
comfortable working in gray areas or having
difficult conversations, and they want HR to
give them a scriptto follow. | don’t believe we
should. Good managers, in my experience,
prefer having some leeway.

There will be times, of course, when leeway
isn’t appropriate: If someone is creating a
hostile work environment, the action we
need to take is clear. If we learn that a person
is sending offensive jokes or racial slurs over
e-mail, we take a hard line. Downloading in-
appropriate pictures is a zero-tolerance of-
fense as well. Wearing extremely casual attire
is also an infraction in our conservative in-
dustry,and on rare occasions I’ve sent people
home for doing that. Yet we do have much

more important things to do than serve as
the dress-code police.

Because of our responsibility to protect
customers’ accounts, we have very sophisti-
cated online-monitoring tools here. We
watch activity, and we let our employees
know that we’re watching. I am always
amazed when people think, “Maybe they
really aren’t” and try to take advantage.
We've got reports that register number of
hits per person and length of time online.
Sometimes | see a report and think, “My
gosh, this person is spending an enormous
amount of time on the Internet”; but then
you need to drill down further. Maybe the
employee has picked up a computer virus
that multiplies her Internet use —we’ve had
that happen. If you don’t take a closer look,
you might make the wrong decision. Or
maybe an employee is just spending too
much time on the Fox News site or ordering
online products. In that kind of situation, we
might issue a written warning.

The important thing is not to make deci-
sions in a vacuum. That consideration ap-
plies, too, to the decision to hire. In the Case,
HR was circumvented when Simon Pember-
ton was brought on board. When HR has the
chance to do background checks and drug
screens and talk to people who know the in-
dividual, chances are better that the right
decision will be made.

Although zero-tolerance policies can be
appropriate, Applied Devices mishandled
Simon’s termination. Shirlee monitored the
amount of time that Simon spent online
and found out whom he was exchanging
e-mails with, but she didn’t give him an op-
portunity to tell his side of the story. Am-
South has in fact terminated employees who
have clearly violated its policies—but our ap-
proach is to research the issues, give the em-
ployee an opportunity to respond, and then
decide what to do.
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C EO Don Hardee thinks deviations from
a defined standard of behavior shouldn’t
be tolerated. Yet whether that’s right depends
on three things: what the standard of behav-
ioris,how clearly and accurately it can be de-
fined, and what disciplinary action is meant
by “shouldn’t be tolerated”

Mandating the firing of people who
threaten deadly violence makes sense. But
mandating firing for all unauthorized e-mail,
including a quick message to your spouse,
does not. The abstract label “zero-tolerance
policy” means little. What matters is the con-
crete standard embodied in the policy.

Zero-tolerance policies for genuinely seri-
ous misconduct can deter employees from
doing things that hurt the company by mak-
ing clear that their connections or supposed
importance won’t protect them. Such poli-
cies constrain lower-level managers who
might otherwise be too lax with subordinates
they know and like. And if consistently en-
forced, zero-tolerance policies can dispel sus-
picions that some employees are cut slack
while others are treated harshly—suspicions
that can damage morale or even yield dis-
crimination lawsuits.

But zero-tolerance policies can also create
needless costs. Replacing an employee, espe-
cially a skilled professional, may cost tens of

When something is called into question,
the sensible thing is to find the answer.

thousands of dollars in recruiters’ fees, train-
ing expenses, relocation costs, and productiv-
ity lost during the search. To get labor certifi-
cation for Simon Pemberton, Applied Devices
must have gone through the hassle of navi-
gating the immigration laws and attesting
tothe U.S. Department of Labor that Simon’s
skills have unique value. Now the company is
throwing those skills away.

Overbroad policies can also deter useful
behavior, not just harmful behavior. Many
scientific discussions with outsiders help de-
velop new ideas without revealing trade se-
crets. If, however, Simon’s coworkers assume
he was fired because he discussed chemistry

with Martin Ledecky, they’re likely to avoid
having such potentially valuable conversa-
tions themselves and may thus fall behind
competitors in knowledge and inventiveness.
Plus, for a talented chemist attending a con-
ference on the lookout for a new job, which
company will be more appealing—one whose
employees are excitedly discussing interesting
science, or one whose employees are afraid to
talk without clearance from management?

Let’s look closely at the policy sections that
Simon might have violated:

First, if “unauthorized” e-mailing and In-
ternet use means “not work-related,” then the
company seems to be barring e-mails to one’s
spouse, quick online yellow-pages searches,
and so on. Honestly enforcing this policy
would mean firing many workers.

Second, even if the policy applies only to
those who spend more than eight hours on-
line per week, there’s no need for it to cover
after-hours use (which might have helped get
Simon in trouble).

Third, goofing off a little, even on company
time, may not have kept Simon from doing a
good job, since he made up the lost time by
working late. If that’s so, it would be hard to
justify firing him for his minor transgression
and then spending tens of thousands of dol-
lars to replace him.

Finally, Simon’s firing may be partly based
on his “indecipherable” e-mails to Martin,
which called Simon’s loyalty and dedication
into question, and not on any express zero-
tolerance violation. Yet when something is
called into question, the sensible thing is to
find the answer, not to assume it. Some of
AD’s engineers could doubtless have deci-
phered the e-mails. Why not ask them and
thus learn whether Simon’s behavior is hurt-
ing the company or actually helping it?

Don’s approach, we’re told, has greatly re-
duced the time it takes to fill open positions.
But if Don cares about vacancy and replace-
ment costs, he should recognize the expense
of unnecessary firings. He should also recog-
nize the need to focus concretely on which
rules are right and which sanctions are sen-
sible, rather than relying on generalities such
as “zero tolerance”
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Zero tolerance might work well in situations where winning
is the result of operational excellence. But to enable people
to innovate, companies need to tolerate failure.

Jean Halloran is the senior
vice president of human re-
sources at Agilent Technolo-
gies, a scientificcmeasurement
company based in Santa
Clara, California.

|_| uman resources policies have three
dimensions to them: the way they’re
written, the way they’re understood, and the
way they’re practiced. These distinctions are
particularly relevant at a decentralized com-
pany like Agilent, where general managers
are expected to make their own decisions but
to do so in a way that is consistent with com-
panywide policies. To try to control all deci-
sions from our Santa Clara headquarters
would be foolish. We do, however, have very
strong values and principles,and we spend a
lot of time and other resources training man-
agers and employees in how to apply them.
We then count on Agilent general managers
around the world to do just that.

While it’'s important to recognize the dual
objective of maintaining consistent treatment
of our employees and complying with appli-
cable legal requirements, no set of policies,
no matter how thorough, can eliminate the
need for good judgment—and that must be
based on managers’ knowledge of the context
for the actions under scrutiny. Policies serve
as guidelines for decisions that people must
make; they shouldn’t dictate every outcome.
Consequently, | think it would be unwise in
the extreme even to attempt to create some-
thing as inflexible as a zero-tolerance policy.

Moreover, Six Sigma is a highly disciplined
approach for systematically eliminating de-
fects in a process. Ultimate success would be
perfection. Some HR processes—for instance,
ones that depend on conformance to specs,
such as the direct deposit of paychecks and
accurate benefits administration — could be
well served by Six Sigma. (After all, a com-
pany’s employees are HR customers, so those
processes should be designed and improved
to meet their needs.) In the areas of human
motivation, creativity, and innovation, how-
ever, there are tools more useful than Six
Sigma, such as management by objectives.
Zero tolerance might work well in situations
where winning is the result of operational
excellence. But to enable people to innovate,

companies need to encourage experimenta-
tion, allow the open flow of information, and
tolerate failure while managing risk. The aim
should be learning, not perfection.

The idea that you could write down formu-
laic policies that, if perfectly applied, would
cause specific outcomes ignores the reality
thatemployees are individuals. Further, those
individuals are the most powerful source of
innovation and business results. The free ex-
change of ideas, and even conflict over those
ideas, promotes an innovation-rich work
environment. Damping down people’s judg-
ments would inhibit communication and col-
laboration. To think of a human being as a
machine is both silly and counterproductive.

Agilent has for many years had what we
call “standards of business conduct.” Every
year, all managers must refamiliarize them-
selves with those standards and certify that
they have done so. The standards include
grounds for termination: theft, falsification
of records, physical violence, showing up at
work under the influence of drugs or alcohol,
and so on. However, when there may be
cause to fire someone, the one thing a com-
pany should never be is in a hurry. In many
states in the U.S., Applied Devices’ actions
would be considered illegal because they de-
nied Simon Pemberton his right to tell his
side of the story. For the two brown-suited se-
curity guards to come to Simon’s desk and
march him out the door without explaining
what the problem was reflects a severe and
deeply distrustful environment.

The distrust that Shirlee North conveys
with her overly obedient interpretation of
her boss’s expectations is potentially far more
harmful to the company’s reputation than a
tendency to give people the benefit of the
doubt would be. If AD had operated on the
assumption that its employees were well-
intentioned, as they are in most organiza-
tions, it would have developed policies de-
signed to encourage high performance, not
to catch employees behaving badly.
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have a background in the U.S. criminal-
justice system, and | was never in favor of
determinative sentencing, which prevents
judges from weighing mitigating or aggra-
vating factors in a convicted person’s history.
A company may have the legitimate goal of
declaring some forms of behavior unaccept-
able, but its approach to punishment should
always be flexible. The solution shouldn’t in-
variably be termination.

For example, at a company with a zero-
tolerance policy toward violence, a manager
may scream at a person who is lower in the
organization. But is it clear that his behavior
is threatening and thus a violation? In his
case, counseling might be a better course
than firing.

In a system where the three-time offender
is sent to prison for 25 years to life, even if it’s
for stealing a candy bar, the rules, by them-
selves, can never be fair enough and often re-
sult in harsh and arbitrary punishment. We
are all aware of the sobering effect of a good
public hanging. However, although it makes
sense to declare some forms of behavior un-
acceptable, zero-tolerance policies often be-
come a crutch for lazy managers who do not

The rules, by themselves, can never
be fair enough and often result in
harsh and arbitrary punishment.

know how to run a business effectively while
addressing problems as they arise.

Take a manager who institutes a zero-
hiring policy because he has been ordered to
control costs: Yes, costs will decline, at least
for a while, but probably at the expense of
activities that generate revenue and drive
growth.

Instead of zero tolerance, companies need
managers who care more about the team —
and building a culture within it—than they do
about the rules. A perfect example is the Los
Angeles Police Department, where, several
years ago, officers were found to be using
force excessively. As its court-appointed inde-
pendent monitor, | have found that trans-

forming the department from one that re-
sembled an occupation army to one thatem-
braces community policing has involved
much more than imposing a clear set of
rules. The officers must believe that they are
part of the community they protect. By the
same token, managers must be, and must
recognize themselves as being, part of the
corporate culture.

In short, simplicity, clarity,and purity can’t
be the overriding goals of a system of stan-
dards and punishments. I’'m not saying that
acompany as large and diverse as GE, for ex-
ample, shouldn’t be applying Six Sigma and
other formulas. But even in manufacturing,
every product has allowable amounts of adul-
teration. That’s because as you approach per-
fection, the incremental cost of inching closer
becomes too great. As Applied Devices moves
toward zero tolerance, the cost of stifling self-
reliance, motivation, and creativity becomes
unacceptable.

Even so, if people go too far in departing
from the guidelines, their bad practices tend
to create a precedent, which then becomes
the new rule. Despite this danger,a company
mustn’t structure things on the assumption
that it has bad managers or, for that matter,
geniuses in charge.

| have worked as a consultant with numer-
ous companies that employ zero-tolerance
policies. | can understand the appeal. These
organizations are acutely aware of the fact
that there is nothing more important than
their reputations—and that a small mistake
can threaten the entire brand. As a result,
they are tempted to resort to draconian
codes, which, for that reason, managers are
hesitant to enforce. And so, once the passion
for a particular practice has cooled and no
one is watching, that practice is shelved as
burdensome, harsh, and unworkable. Mean-
while, the culture hasn’t changed, and the
company has suffered a long-term competi-
tive disadvantage. v/
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Topic: Material Cost Control
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Comprehensive lllustrations

Class—B.Com (H) - I

Subject — Cost Accounting

Faculty Name: Ms. Juhi Ahuja

[llustration 1: In afactory, the following purchase and issues were made during the month of
Account January, 1988. Prepare the stores Ledger Account under (a) FIFO method and (b) LIFO

method.
Date Purchases I ssues
Units Rate (Rs.)
Jan. 1 500 5.00 -
Jan. 8 300 5.10 -
Jan. 13 - - 600
Jan. 18 400 5.20 -
Jan. 23 - - 300
Jan. 25 500 5.10 -
Jan. 31 - - 200
Solution: (a) Stores Ledger (FIFO Method)
Date Purchases I ssues Balance
Qty. Price | Amount | Qty. | Price | Amount | Qty. | Price | Amount
Jan. 1 500 5 2,500 500 5 2,500
Jan. 8 300 5.10 1,530 500 5 2,500
300 510 | 1,530
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Jan. 13 500 5 2,500 200 510 | 1,020
100 5.10 510
Jan. 18 | 400 5.20 2,080 200 510 | 1,020
400 520 | 2,080
Jan. 23 200 5.10 1,020 300 5.20 1,560
100 5.20 520
Jan. 25 500 5.10 2,550 300 5.20 1,560
500 510 | 2550
Jan. 31 200 5.20 1,040 100 5.20 520
500 510 | 2550
(b) Stores Ledger (LIFO Method)
Date Purchases I ssues Balance
Qty. Price | Amount | Qty. | Price | Amount| Qty. | Price | Amount
Jan. 1 500 5 2,500 500 5 2,500
Jan. 8 300 5.10 1,530 500 5 2,500
300 510 | 1,530
Jan. 13 300 5.10 1,530 200 5 1,000
300 5 1,500
Jan. 18 | 400 5.20 2,080 200 5 1,000
400 5.20 2,080
Jan. 23 300 5.20 1,560 100 5.20 520
200 5 1,000
Jan. 25 | 500 5.10 2,550 100 5.20 520
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200 5 1,000
500 5.10 2,550

Jan. 31 200 5.10 1,020 100 5.20 520
200 5 1,000
300 5.10 1,530

[llustration 2: Prepare Store Ledger Card (SLC) from the following information for July.

1 Beginning Inventory 50 Pieces @ Rs. 20

2 Purchases 100 Pieces@ Rs. 25

9 Purchases50 Pieces@ Rs. 28

18 Saes125Pieces@ Rs. 30

20 Purchases 85 Pieces @ Rs. 32

22 Purchase 100 Pieces @ Rs. 34

27 Sales 150 Pieces @ Rs. 29
Required: Determine the Cost of Sales, Cost of Closing Stock, Sales and Gross profit / loss
under each of the following method by using perpetual inventory system, Cost are assigned on
the basis of FIFO and Cost are assigned on the basis of Weighted Average

Solution:
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Store Ledger Card (SLC) FIFO

Purchases Sales Balances

Date Description Units @ Amount Units @ Amount Units @ Amount
Tuly 1 | Balanceb/d 50 20 1,000
2 | Purchases 100 25 2,500 50 20 1,000
100 25 2,500
9 | Purchases 50 28 1,400 50 20 1,000
100 25 2,500
50 28 1,400
18 | Sales 50 20 1,000 25 25 625
15 25 1875 50 28 1,400
20 | Purchases 85 32 2,720 25 25 625
50 28 1,400
85 32 2,720
22 | Purchases 100 34 3,400 25 25 625
50 28 1,400
85 32 2,720
100 34 3,400

27 | Sales 25 25 625
50 28 1,400 10 32 320
15 32 2,400 100 34 3400
Total 335 10,020 275 7.300 110 3,720
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Store Ledger Card (SLC) Weighted Average

Purchases Sales Balances
Date Description Units @ Amount Units @ Amount Units @ Amount
July 1 |Balanceb/f 50 20.00 1,000
2 | Purchases 100 25 2,500 150 2333 3,500
9 | Purchases 50 28 1,400 200 24.50 4,900
18 | Sales 125 2450 3,062.50 1 24.50 1,838
20 | Purchases 85 32 2,720 160 2849 4558
22 | Purchases 100 34 3,400 260 30.61 7,958
27 | Sales 150 30.61 4,591.50 110 30.60 3,366.50
Tatal 335 10,020 275 7,654 110 30.60 3,366.50
Comparative Cost Sheet
Methods Balance Purchases Closing Stock CGS Sales Gross Profit
FIFO 1,000 10,020 (3,720) 7,300 8,075 775
Average 1,000 10,020 (3.366.5) 7,653.50 8,075 421.50

[llustration 3: The john equipment company estimates its carrying cost at 15% and its ordering
cost at Rs. 90 per order. The estimated annual requirement is 78,000 units at aprice of Rs. 4 per
unit.

Required:

(). What is the most economical no. of unitsto order?

(ii). No. of ordersto be placed in ayear.

(ii1). About how often will an order need to be placed?

Solution

(). Economical No. or Unitsto Order:
Annua requirement = 48,000 units
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Ordering cost = Rs. 9 per order
Carrying cost = 15% of per-unit cost.
Per unit cost = Rs. 4 per unit

v 2 x AR x OC

EOQOQ - Vi cC

2x482,000x9

- v 4 x15%
/ 864,000
.//

- \ /1,440,000
4

- 1,200 units

(i). No. of ordersto beplaced in ayear:

= Annual requirement / EOQ
= 48,000 units/ 1,200 units
=40 orders

(iii). About how often will an order need to be placed (i.e. frequency of orders):
Frequency of orders = No. of daysin oneyear / No. of orders

=360 days/ 40 orders

=9 days
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[llustration 4: From the figures given below, calculate Economic Order Quantity (EOQ) and
Total cost at EOQ?

Total consumption of material per year 10,000 kgs Buying cost per order Rs. 50
Unit cost of material Rs. 2 per kg Carrying and storage cost 8%
Solution: EOQ= V2ARXx OC

CcC

Where A = Annua Requirement/ Consumption of material
O = Ordering Cost per order
C = Carrying cost per unit

EOQ = V2AR X OC
cC

EOQ = V2 x 10,000 x 50
2 x 8%

EOQ = V2 x 10,000 x 50
16

EOQ = 2,500 Units

Total Inventory Cost = [Fixed ordering cost (F) * Number of Order per year N] + [Carrying
Cost (C)* EOQ/2]

Total Inventory Cost =[50 * 10,000/2,500] + [(2*0.08)* 2,500/2]

Total Inventory Cost = 200 + 200

Total Inventory Cost = Rs. 400

[lustration 5: Find out Minimum Stock Level, Maximum Stock Level and Ordering Level from
the following particulars:

Minimum consumption 100 units per day Maximum consumption 175 units per day
Normal consumption 125 units per day Re-order quantity 1,500 units
Minimum period for receivinggoods 7 days Maximum period for receiving goods 15 days
Normal period for recelving goods 10 days
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Solution:

(i) Ordering Level

Ordering level= Maximum consumption * Lead Time [ maximum]
Ordering level=175* 15

Ordering level= 2,625 Units per week

(if) Minimum Level

Minimum level= Reorder level — (Average consumption x lead time [ Average])
Minimum level= 2,625 — (125 x 10)

Minimum level= 1,375 Units per week

(iii) Maximum Level

Maximum stock level= Reorder level — (Min consumption * Lead time [minimum]) + EOQ
Maximum stock level= 2,625 — (100 * 7) + 1,500

Maximum stock level= 3,425 Units per week

[llustration 6: Discuss the consideration that influences the setting of maximum, minimum and
reorder stock levels. Illustrate their computation by using the following information for a
component ‘ZYP’.

Normal usage 50 per week
Minimum usage 25 per week
Maximum usage 75 per week
Re-order quantity 300 units
Re-order period 410 6 weeks
Solution

Re-order level = Max. consumption per day / per week etc. x Max. Re-order period
=75 units X 6 weeks = 450 Units.
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Maximum Level = Re-order Level + Re-order Quantity — (Minimum consumption per
day/per week etc. X Minimum timerequired to obtain supplies)

= 450 units + 300 units— (25 units x 4 weeks)

= 750 units — 100 units = 650 units

Minimum Level = Re-Order level — (Normal consumption per day/per week etc. X Average
Re-order period)

=450 units — (50 units x 5 weeks)

= 450 units — 250 units = 200 unit
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[llustration 1: A workman’s wages for a guaranteed 44-hour week is X 7.50 per hour. The
estimated time to produce one article is 30 minutes and under an incentive plan, the time allowed
isincreased by 20%. During a week, a worker produced 100 articles. Calculate the wages under
each of the following methods. @) Time rate b) Halsey System, and c) Rowan System.

(QB, Question No. 19, Unit I1, Short Questions, PP. 28)

Solution: (a) Estimated time to produce one article = 30 minutes

If one article produced in 30 minutes
Then 100 articles will be produced in 30 x 100 = 3,000 minutes =50 hours
Earnings as per timerate =50 x 7.50 = Rs. 375

(b) Standard time allowed to worker in aweek = 44 hours + 20% of 44 hours
=44 + 9 =53 hours
Actual time taken by him = 50 hours
Time saved = 3 hours
Total earnings as per Halsey Plan = T*R+ (S T/2)*R
=50x 7.50 + (53-50/2) x 7.5
=375+15x75
=375+ 11.25=Rs. 386.25

(c) Tota earnings as per Rowan Plan = T*R+ (S T/S)*T*R
=50x 7.5+ (53-50/53) x 50x 7.5
=375+ (3/53) x 375
=375+ 21.23=Rs. 396.23
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[llustration 2: Standard time to complete the job is 8 hours and rate per hour is
Rs. 1. Calculate wages as per Bedaux plan under two cases:

(i) Actual timetaken is 10 hours

(ii) Actual time taken is 6 hours.

Solution:
CASE |: Actua time= 10 hours.
Earnings= 10*1= Rs. 10.

CASE Il: Actua Time= 6 hours.

Earnings:
Time wages= 6* 1= Rs.6

Bonus:

Standard Bs= 60* 8= 480

Actual Bs= 60* 6= 360

Saved Bs= (480-360)= 120

Bonus= (75/100)* (120* 1/60)
=150

Thus, total earnings= 6+1.50= Rs. 7.50

[llustration 3: From the following information, calcul ate the bonus and earnings under Emerson
Efficiency Bonus Plan:
Standard output in 12 hours 48
Actual output in 12 hours 42
Time rate X7.50 per hour
If the actual output is 60 units, what will be amount of bonus and earnings?
(QB, Question No. 18, Unit II, Short Questions, PP. 28)

Solution: The efficiency of the worker is determined in the ratio of actual time taken by the
worker with standard time of the work.
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If a worker produces less than this, no bonus should be paid to him. The bonus is calculated on
the following basis:

» Bonus must be 20% of hisdaily wages if the efficiency exceeds 100%.

« If efficiency exceeds by 10% over 100%, bonus will be 20%+10%= 30%.

* In the same manner, the rate of the bonus will be 40% at 120% level, 50% at 130% level and
60% at 140% level of efficiency.

Measurement of efficiency percentage
At 48 standard hours, efficiency = 100%

1 e =100/48

60 actual --------------------- =100/48 x 60 = 125%
At 125% efficiency level bonus will be paid as 40%.

Total earnings = Fixed wages + Bonus
= 60X 7.5 + 40%(60 x 7.5)
=450 + 40% of 450
=450 + 180 =630



