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SYLLABUS 2012-13
Bangalore University

ACCOUNTING FOR BUSINESS DECISIONS AND IFRS
OBJECTIVE
The objective is to enable the students to understand business decisions using the accounting
information.

Unit 1: MARGINAL COSTING 15 Hrs
Meaning and Definition – Need for Marginal Costing – Advantages & Disadvantages – Features, Uses
and Limitations of Marginal Costing – Absorption Costing v/s Marginal Costing – Problems

Unit 2: STANDARD COSTING 14 Hrs
Introduction – Meaning and Definition of Standard Cost and Standard Costing – Analysis of
Variances – Advantages and Disadvantages of Standard Costing – Problems on Material Variances,
Labour Variances and Overhead Variances.

Unit 3: BUDGETARY CONTROL 12 Hrs
Introduction – Meaning and Definition of Budget and Budgetary Control – Objective of Budgetary
Control – Classification of Budgets – Functional Budgets – Problems on Flexible Budgets and Cash
Budgets.

UNIT 4. INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS) 14 Hrs
Introduction – Interpretations by International Financial Reporting Interpretation Committee (IFRIC),
Significant difference vis-a-vis Indian Accounting Standards, Understanding of US GAAP and Indian
GAAP, Applications of IFRS and US GAAP and Indian GAAP, Applications of IFRS and US GAAP
and Indian GAAP. Preparation of Final Accounts as per IFRS.

UNIT 5: CORPORATE FINANCIAL REPORTING 05 Hrs
Issues and Problems with Special Reference to Published Financial Statements.

UNIT 6: SKILL DEVELOPMENT
Preparation of Income Statement using Absorption Costing and Marginal Costing Technique
Illustrate Make or Buying Decisions
Illustrate Accept or Reject Decisions
Preparation of Flexible Budget with Imaginary Figures
List any 10 industries where Standard Costing is Used.



PREFACE TO FIRST EDITION

After liberalization of economy, accounting for business decisions needs the use of an
international financial reporting system, which would be uniform and trustworthy for exporter and
importers of different countries. Business decisions are required to be taken, by using the accounting
informations.

There is worldwide competition and need for maintenance of quality in product and services
which requires use of Cost Accounting in the decision making process. The present market witnessed
a number of changes where, competition not only tests but also exposes the strengths and weaknesses
of industrial enterprises. The ability of a company to offer its products at a comparatively LOWER
PRICE depends upon its ability to exercise maximum control over its costs. This book covers 3
important aspects, viz., Cost ascertainment, Cost control and Cost analysis for managerial decisions.
The book covers the syllabi of Bangalore University. I have endeavoured my best to cover theoretical
as well as practical aspects of accounting, which I hope the readers and students would appreciate.

I do wish to express my thanks to my wife Mrs. Veena O. Agarwal, M.A. (Eco.) for sparing me,
from my duties to make available more time to complete the book, in a time bound programme.

Suggestions from professors and students are welcomed.

O .P. Agarwal
704/11-D, Springleaf Building,

Lokhandwala Complex,
Kandivali (East), Mumbai – 400101

Date: 7th Oct 2014
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1.1 Meaning and Definition:
Costing is a technique and process of ascertaining costs, and in detail it is a process of
classifying, recording an appropriate allocation of expenditure for the determination of the
costs of products or services.
These costs may be ascertained:
(a) Historically, i.e., after they have been incurred, or
(b) Predetermined standards, combined with subsequent analysis of variances, and
(c) Use of marginal method for either (a) or (b) involving the differentiation between

“fixed” and “VARIABLE” costs.
Costing enables a business, not only to find out what various jobs or processes have cost,
but also what they should have cost; it indicates where losses and WASTE are occurring
before the work is finished.
Marginal costing is not a system of costing, such as Job Costs, Process Costs, Operating
Costs, etc., but is a special technique concerned particularly with the effect, which Fixed
Overheads has in the running of business. Marginal cost denotes the extra cost to be
incurred, per period, to increase the volume of output by one unit. Other definition is -
As the cost for producing one additional unit of product or the amount, changes in the
aggregate costs, due to changes in the existing level of production, by one unit, since the
change in the total costs is, due to the change in the variable costs, the marginal cost is
determined variable costs. It can be shown as under:

Marginal cost = Direct material cost + Direct labour cost + Other direct expenses
+ Variable overhead expenses
+ Variable portion of semi variable overheads.

1.2 Need For Marginal Costing:
All the introduction of marginal cost principles, does is to give the management a fresh and
perhaps a refreshing insight, into the progress of their business if this leads to decision
making. Decision making process, is a process of selecting the best alternative, out of a
number of possible alternatives available. When we use the best alternative it means the

MARGINAL COSTING1
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best result to the company. While the possible alternatives refer to the alternatives which
are within the reach of the company. In order to evaluate the alternatives; it is necessary to
consider all the influencing factors. The influencing factors are, both quantitive and
qualitative factors. Quantitive factors are those factors, which can be measured in terms of
monetary units, while the qualitative factors are those, whose effect cannot easily and
directly be measured in terms of monetary units. These factors are also non-monetary
factors.
One of the important contributions of Marginal Costing is its invaluable service to the
managerial personnel for the purpose of taking DIFFERENT TYPES OF MANAGERIAL
DECISIONS. This service is in the form of analyzing the costs and revenue from the
viewpoint of their relevancy to the decisions under consideration and also furnishing the
necessary data to the management.

The features of marginal costing are –
it denotes extra cost to be incurred to increase the volume of output per unit. Whenever
there is change in the volume of output, certainly there will be some change, in the total
costs. The change in total costs, is due to the change in variable costs.
Marginal cost refers to variable costs to determine the Marginal Costs. Marginal Costs is
equivalent to variable costs.
The costs can be classified, into three broad categories, on the basis of their response to
changes in the levels of activity. The three categories are –

Variable Costs
Fixed Costs, and
Semi Variable Costs

Variable Costs are those costs which vary with the levels of activity in the same direction.
Fixed Costs or Period Costs are those costs which remain constant irrespective of the levels
of activity. And Semi Variable Costs (or Mixed Overheads) comprises costs both variable
and fixed elements in some proportion.
There are three elements of cost, viz., Prime Cost or Direct Costs, all expenses over and
above Prime Cost is called OVERHEADS. Prime Cost plus factory overheads represents
Works or Factory Cost. The third element is Administrative expense. This consists of all
expenses incurred in the direction, control and administration (including, secretarial,
accounting and financial control) of an undertaking. Overheads are divisible into three
categories, viz.,

Variable
Semi Variable
Fixed Overheads
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The fixed overheads in total remain “Fixed” during changes in production achieved and the
rate per unit consequently VARY, whereas the variable overheads remain constant per unit
of production and vary in total.
Marginal Costing principles are often used, to disclose whether there is an advantages in
using one machine or another; one machine with one operator or two machines with one
operator; handwork or machine work and so on.
Semi Variable overheads are those which are partially variable and yet have a hard core
within them, for fixed expenses.

1.3 Advantages and Disadvantages:
For Against

(1) By not charging Fixed Overheads to
production cost, the effect of a varying
changes per unit is avoided.

(1) Normal Costing systems also adopt
normal operating volume as the basis
of overhead application and this means
that no advantage is gained by treating
fixed overheads along Marginal
Costing lines.

(2) Stock valuations do not include some
of the current year’s Fixed Overheads.

(2) Application of Marginal costing is
difficult in Job costs.

(3) Simple to understand and can be
combined with standard costing.

(3) Difficult to analyse overheads into
fixed and variable.

(4) Eliminates large balances being left in
Overheads Control Accounts.

(4) The application of variable overheads
still depends on estimates, so that there
is bound to be some over or under
recovery.

(5) Attention is concentrated on
controllable features of the business.

(5) A selling price cannot reasonably be
determined simply by looking at
contribution. Some reference must be
made as to how much Fixed
Overheads is justified in the price.

(6) Effects of alternative sales and
production policies are more easily
grouped and appreciated.

(6) Standard costing provides the answers
just as well. Volume variance figures
disclose the effect of fluctuating output
on Fixed Overheads.

(7) It is good for product diversifications,
make or buy decisions, pricing
decisions, temporary shutdown,
optimum level of activity and
alternative methods of production.
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1.4 Features:
The main features of Marginal Costing are –
(i) Useful in deciding one machine or another or two machines with one operator in

production or service.
(ii) Present methods of production, are to remain unchanged.
(iii) Skill and output of additional workers, does not diminish.
(iv) Fixed costs vary initially because additional supervision, office staff and plant depreciation

are incurred.
(v) Availability of optimum level of production for the capacity of any plant, to give the

maximum profit without disproportionate increase in the Fixed Costs.
(vi) The unit sales prices are to remain unaltered.
(vii) The unit variable costs are to remain unaltered.
(viii) The marginal costing equation is

Sales – Direct and Variable Costs = Fixed Costs + Profit (or Contribution)
S – V = F + P

If we know three of the above factors, it is possible to find the fourth.
(ix) The fixed overheads spreads over more units, its influence on the cost per unit

becomes Less and Less Marked
For example-

Fixed overheads = A 50,000
Variable overheads cost per unit = A 2.50
Production, Period – 1 = 50,000 units

Period – 2 = 1,00,000 units
In the period – 1: the Fixed overheads works out A 1 per unit and in period – 2, it is
only A 0.50 per unit. While the variable cost remains at A 2.50 per unit throughout
both periods.

(x) Marginal Costing aims at ascertaining the marginal cost by segregating total costs
into variable and fixed costs.

(xi) Marginal cost is equal to variable cost
1.5 Uses and Limitations of Marginal Costing:

(i) Invaluable service to the managerial personnel for the purpose of taking various types
of managerial decisions. This service is in the form of analyzing the costs and
revenue from the viewpoint of their relevancy to the decisions.

(ii) Marginal Costing is applicable in product diversification/make or buy decision/sell or
further process/pricing/profitability analysis/temporary shutdown/optional level of
activity and alternative methods of production.
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(iii) Alternative method of production, where corporates use both manual labour force and
mechanical labour force. Hence, the labour force may be replaced to some extent by
the mechanical labour force and vice versa. The alternative which involves the
minimum cost is to be selected as the most economical alternative. Alternatively, the
amount of contribution from each alternative is considered and the alternative which
ensures higher amount of contribution (or profit) is preferred.

1.6 Absorption Costing vs Marginal Costing:
Absorption Costing is also known as orthodox costing/conventional costing/full absorption
costing/full costing/historical costing or traditional costing.
(a) Absorption Costing considers the total costs as product costs and therefore,

changes against the revenue of the period.
(b) For computation the value of unsold stocks of finished goods, total manufacturing

costs are considered as the production costs.
(c) For ascertainment of profit, full costers’ approach is considered.
(d) Evaluation of unsold stock at full manufacturing costs results in the under

recovery of fixed production overheads incurred.
(e) Volume of output has an impact on the amount of profit.
(f) In absorption costing, companies report higher profit when the output exceeds the

sales quantity in a financial accounting, while not so, under marginal costing.
(g) Where volume of sales exceeds the volume of output, it implies the presence of

opening stock of finished goods in absorption costing thus, reports lower profit than
marginal costing. This is due to the fact that under absorption costing, the finished
goods is valued at higher rate than under marginal costing.

(h) When there is no change in the sales volume, but the volume of output fluctuates
from one period to another, marginal costing reports the CONSTANT amount of
profit per year. Because there is no change in volume sales, it reports fluctuating
profits while Absorption Costing reports higher or lower profits depending upon
whether there is a rise or fall in the volume of output respectively.

(i) Volume of output constant over years: Both the costing methods report fluctuating
amounts of profits. Profit under both the methods increase when the volume of rates
increases and vice versa. That means both the amount of profit and volume of sales
move, in the same direction under both the methods. But the change in profit amounts
differs, from one method to another.

1.7 Problems:
(i) The cost of production of 5,000 ragzine-bags is as below:

Materials A 40,000,
Labour cost A 20,000
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Overheads A 30,000 (60% fixed overheads).
What is the marginal cost in total and per unit and test the equation TC = VC + FC.
Solution: Marginal Cost

Total Per unit (A)

Cost of materials 40,000 8.0
Labout Costs 20000 4.0
Variable Overheads 12,000 2.40

 Marginal Cost 72,000 14.40
Fixed Overheads (60%) 18,000 3.60

 Total Cost 90,000 18.00
Hence the equation

TC = VC + FC
y = mx + fc

= 14.40 x + 18,000
x = 5,000 × 14.40 + 18,000

= 72,000 + 18,000
TC = A 90,000
VC = A 72,000
FC = A 18,000

(ii) Vinod Pramod and Co. Ltd. Indore, manufacture three items, ball pens, pen ink and
poster colours. The directors propose to discontinues production of ball pens, which
is incurring losses. The following informations are available of the products.

Particulars Ball Pens Pen Ink Poster Colours
Sales (units) 2,000 5,000 12,000
Price per unit (A) 5 4 2.50
Material per unit (A) 1.50 0.60 0.75
Labour per unit (A) 1.0 0.60 0.25
Variable expenses
(% of direct labour)

300 200 300

Fixed Cost per unit (A) 0.50 0.50 0.375
Profit/Loss (A) –3,000 3,500 1,500
Fixed Costs A 6000

Fixed costs are apportioned in the ratio of 1 : 2 : 3 respectively.
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(a) Suggest if you find that the fixed costs are directly involved with each product
line and that they could be avoided if particular product is dropped.

(b) If the fixed costs are such that no portion of this expenditure can be saved by
dropping the product, then what do you suggest?

Solution:
(a) Comparative income statement.

Products (A) Total
(A)Particulars Ball Pens Pen Ink Poster

Colours
Material Costs 1.50 0.60 0.75
Labour Costs 1.0 0.60 0.21
Variable Overheads 3.0 1.20 0.75

 Variable cost per unit 5.50 2.40 1.75
Unit Selling Price 5.00 4.00 2.50
Unit Contribution – 0.50 1.60 0.75
Sales Volume (units) 2,000 5,000 12,000 19,000
Total Contribution (a) – 1,000 8,000 9,000 16,000
Fixed Costs per Unit (A) 0.50 0.50 0.375
 Total Fixed Costs (b) 1,000 2,500 4,500 8,000
 Contribution towards
Common Fixed Costs (a – b) – 2,000 5,500 4,500 8,000

(a) So it is clear that Ball Pens product is not profitable, as its variable costs
exceeds its selling price, hence, not profitable. If fixed cost are also considered
the situation becomes still worse as the company’s profit will be reduced by
another A 1,000. Therefore, product of Ball Pens should be discontinued.
This is clear from the following calculation

Particular If all products
are continued

If Ball Pens are discontinued
and others are continued

Contribution is common
Fixed Costs and Profit from

Ball Pens –2,000 0
Pen Ink 5,500 5,500
Poster Colours 4,500 4,500

8,000 10,000
Less Common fixed costs 6,000 6,000

Profit A 2,000 A 4,000
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(b) If the direct fixed costs are unavoidable, it is better to discontinue production of
ball-pens at its variable cost exceeds the revenue from it.

(iii) Sidhant Govil Co. Mumbai produces 200 units for a total cost of A 730 and 500 units
for a total cost of A 970. It is known that the cost curve is a straight line. Derive the
equation of the cost line and use it to estimate the cost of producing 400 units.
Solution:
Output Total cost Variable cost = Difference in total cost 
(units) A per unit Difference in output

500 970
200 730 = A 240  300
300 240 = A 0.8

Therefore, fixed cost = Total cost – Total variable cost
When x = 200, Total fixed cost = 730 – (0.8 × 200)

= 730 – 160 = 570
Therefore, cost equation is,

y = 0.8 x + 570
 For 400 units = 0.8 × 400 + 570

= A 320 + 570
= A 890

(iv) The summarized operating results of ABC Co. Ltd., for 31st March 2014 were as
under -

Sales (10,000 units @ A 10) A 100,000
Less: Variable Costs (@A 8) A 80,000

Contribution 20,000
Less: Fixed Cost 15,000

Profit A 5,000
The company’s Board of Directors were disappointed with 20% contribution. A
number of alternatives have been considered for improvement is P/V ratio in the
current year.
(a) Earmark another A 10,000 for advt. and increase the selling price by A 2.
(b) Reduce the variable cost by A 1 and the fixed cost by A 5,000.
(c) Increase the selling price by 10% and the unit variable cost by 8%.
(d) Reduce the unit variable cost by 10% and the unit selling price by 8%.
(e) Increase the selling price by 5% and reduce the unit variable cost by 2%.
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Find out: P/V Ratio contribution  Sales × 100 and suggest the best alternative which
increases the P/V ratio the most.

Answers
in brief

Variable
Costs A

(a)
80,000

(b)
70,000

(c)
86,4001

(d)
72,0001

(e)
78,400

Contribution 40,000 30,000 23,6001 20,0001 26,600
Fixed Cost 25,000 10,000 15,0001 15,0001 15,000
P/V Ratio 33 3

1 % 30% 21.45% 21.74% 25 3
1 %

Alternative (a) ensures the higher P/V Ratio.
(v) A B C

Sales (units) 10,000 15,000 5,000
Per unit Price (A) 10 5 15
Variable Cost (A) 5 4 5
Fixed Costs A 50,000
In order to make improvement in P/V Ratio, it is required to change the present sales
mix, to 10,000 units of A-10,000, B-5,000, C-15,000. Whether changed sales mix
improve the P/V ratio?
Answer:
Fixed Cost A 50,000
Sales A 1,00,000-A, A 75,000-B A 75,000-C Total A 250,000
Contribution A 50,000-A A 15,000-B A 50,000-C A 115,000
P/V Ratio % 50 20 66 3

2 46% (Average)

Selling more units of more profitable product ‘C’ is more profitable. It is possible to
increase P/V Ratio from 46% to 58.57% (average).

(vi) Indore Steel Ltd., produces a range of iron and steel products for the building
construction industry. Four of such parts are listed below with the relative cost data.

Particulars Iron
frames

Steel
frames

Steel
Housing

Assembly
unit

Serial Number 100 110 120 130
Cost per unit (A)

Direct Materials 10 20 100 40
Variable direct labour 15 10 50 25

Total direct cost 25 30 150 65
Fixed overheads allocation 15 10 50 25

Total cost 40 40 200 90
Machine time required (hours) ½ 1 4 ½
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The above parts can be produced or purchased. The plant facility is flexible. The
main product of production department is steel shaft which cannot be purchased from
outside. This shaft is used in most of company’s products. The capacity of producing
department is 5 lakhs machine hours, a year and 70% of the capacity is to be used for
producing the steel shaft. The forecasted requirements and outside price quotations
are as follows –

Serial No. 100 110 120 130
Units required 1,00,000 80,000 15,000 1,00,000
Outside Price
(A)

30 45 200 62

Company wants to know as to which of the four parts shall be produced and which
shall be purchased.
Answer in brief:
Capacity of the Production Department (hours p.a.) 5,00,000
Less: Machine hours requires for steel shaft 70% 3,50,000
Machine Hours available for 4 parts 1,50,000
Cost savings per machine hour (if produced internally)

Particulars Iron
Frames

Steel
Frames

Steel
Housing

Assembly
Unit

Direct Machine Cost 10 20 100 40
Direct Labour Cost 15 10 50 25

Variable Mfg. cost per unit 25 30 150 65
Outside price 30 45 200 62

1. Savings per unit if
produced internally

5 15 50 – 3

2. Savings (or extra cost)
per machine hour used

10 15 12 ½ – 6

3. Parts to be manufactured
In the order of

III I II Purchase

Resource Allocations
Machine Hours available for manufactures of four parts 150,000 Hours

Less: Machine Hours required for steel frames 80,000
Balance available 70,000

Less: Machine Hours required for steel Housing (15000 × 4) 60,000
Hours available for Iron frames 10,000 Hours
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Company can produce 10,000 ×
2
1 = 20,000 units of iron frames

Requirement – available = 1,00,000 – 20,000 = 80,000 units to be purchased
Assembly units 1,00,000 are also to be purchased.

(vii) A company has a capacity of producing 1,00,000 units of a certain product in a month.
The sales department reports that the following schedule of sale prices is possible.
Value of production 60% 70% 80% 90% 100%
Selling price per unit
(A)

0.90 0.80 0.75 0.67 0.61

Variable cost A 0.15 per unit
Fixed cost A 40,000
(a) Prepare a statement showing the increment revenue and differential cost at each

stage. At which volume of production will the profit be maximum?
(b) If there is a bulk offer at A 0.50 per unit, for the balance capacity, over the

maximum profit volume for export and price quoted will not affect the internal
sale, will you advise to accept this bid and why?

Answer:
(a) Statement of incremental revenue and differential cost.

Level of
Activity

%

Output
(Units)

(A)

Selling
Price
(A)

Sales
Revenue

(A)

Variable
Costs

(A)

Fixed
Costs

(A)

Total
Cost
(A)

Incremental
Revenue

(A)

Diff.
Cost
(A)

Incremental
Profit

(A)
60 60,000 0.90 540 90 400 490 – – –
70 70,000 0.80 560 105 400 505 20 15 5
80 80,000 0.75 600 120 400 520 40 15 25
90 90,000 0.67 603 135 400 535 3 15 –12

100 1,00,000 0.61 610 150 400 550 7 15 –8
So the company earns maximum profit by setting its plant at 80% capacity.

Comparative income statement

Particulars
Reject
Offer

(80,000)

Accept the Export Offer
Home Market

(80,000)
Export
(20,000)

Total
(100000)

Sales 60,000 60,000 10,000 70,000
Less: Variable cost 12,000 12,000 3,000 15,000
Contribution 48,000 48,000 7,000 55,000
Less: Fixed Costs 40,000 40,000
Profit 8,000 15,000
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Since the acceptance of the export order increases the profit by A 7000, it should be
accepted. Alternatively, the proposal can be evaluated by considering only the export
offer as shown below:
Revenue from exports = A 10,000
20,000 units × A 0.50
Less: Incremental cost (at A 0.15) A 3,000
Incremental Profit (Contribution) A 7,000
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