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Q.1.a) Explain the users of Accounting Information 
 

Answer :  Accounting information serves a wide range of users, both internal and external 

to a business.  

Internal Users: 

 Owners and Investors: They use financial statements to assess the company's 

financial health, profitability, and growth potential, aiding investment decisions. 

 Management: They rely on accounting data for budgeting, planning, performance 

evaluation, and making strategic decisions. 

 Employees: Accounting information can be used to understand the company's 

financial situation, job security, and potential for bonuses. 

External Users: 

 Creditors and Lenders: Banks and other lenders analyze financial statements to 

assess the risk of loaning money to the business. 

 Suppliers: They use accounting information to evaluate a company's creditworthiness 

and ability to pay for goods or services. 

 Customers: Customers might be interested in a company's financial stability before 

entering into long-term contracts. 

 Government Agencies: Tax authorities use accounting data to ensure accurate tax 

reporting and compliance. 

 

Q.1.b) Explain entity concept and Money measure concepts. legal currency 
of a country should be used for such measurement  

Answer :   Accounting Concepts: Entity and Money Measurement 

Accounting relies on a set of fundamental assumptions to ensure consistent and reliable 

financial reporting. Two key concepts are: 

1. Entity Concept: This concept establishes the business as a separate entity from its 

owners. The business's financial activities are distinct from the personal finances of the 

owner(s). This separation allows for a clear picture of the company's performance. 

Imagine a bakery owned by a family. The entity concept ensures the bakery's income and 

expenses are tracked separately from the family's household finances. 

 SET - I 
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2. Money Measurement Concept: This concept dictates that only transactions that can 

be expressed in a common unit of monetary value (legal currency) are recorded in the 

accounting records. Non-monetary transactions, while important, are not reflected in 

financial statements. 

For instance, employee morale is crucial for a business, but it cannot be directly assigned a 

monetary value. However, you can track costs associated with employee benefits, which have 

a monetary value. 

Why Legal Currency? 

Using the legal currency of a country provides several advantages: 

 Standardization: It establishes a common unit for measuring and comparing 

financial performance across different businesses and industries. 

 Objectivity: The legal tender removes subjectivity in valuation. There's no debate 

about the worth of a transaction in terms of the established currency. 

 Comparability: Financial statements prepared using the same currency allow for 

easier comparison and analysis by users like investors and creditors. 

 

Q.2) Pass journal entries for the following transactions. 

1)   Mangesh started business with cash ₹ 2,00,000. 

2)   Purchased goods from Dhoni on credit ₹ 80,000. 

3)   Sold goods to Santosh for cash ₹ 120,000. 

4)   Received Dividend ₹1,000 from Reliance Industriy. 

5)   Paid rent of ₹3,000 to Rakesh. 

Answer :    Sure, here are the journal entries for the following transactions: 

Date Account Debit Credit Description 

NA Mangesh Capital 200,000 
 

Mangesh invested cash in the business 

NA Purchases 80,000 
 

Bought goods from Dhoni on credit 

NA Cash 
 

120,000 Sold goods to Santosh for cash 

NA Dividend Income 1,000 
 

Received dividend from Reliance Industry 

NA Rent Expense 3,000 
 

Paid rent to Rakesh 

 

Explanation: 

 Mangesh Capital: Since Mangesh invested cash in the business, it's debited (increased) 
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 Purchases: When buying goods on credit, we debit Purchases to record the expense. 

 Cash: When selling goods for cash, we credit Cash to record the increase in cash. 

 Dividend Income: Receiving a dividend increases income, hence a credit. 

 Rent Expense: Paying rent is an expense, so we debit Rent Expense. 

Note: 

 NA (Not Available) is used for the Date column as the specific dates are not 

mentioned in the transactions. You can replace them with the actual dates when 

recording these transactions in your accounting system. 

 
 
Q.3.a) Explain the concept of liquidity decision. 

Answer :   The liquidity decision is a fundamental aspect of financial management that 

focuses on ensuring a company has sufficient cash or easily convertible assets to meet its short-

term financial obligations. It involves finding the optimal balance between liquidity and 

profitability. 

Importance of Liquidity: 

 Meeting Short-Term Obligations: A company needs enough cash to pay bills, 

salaries, and other operating expenses as they become due. Insufficient liquidity can 

lead to payment delays, damaged relationships with vendors and creditors, and even 

loan defaults. 

 Maintaining Financial Flexibility: Having readily available cash allows a company 

to take advantage of unexpected opportunities, such as discounts on bulk purchases or 

strategic investments. 

 Investor Confidence: Investors are generally attracted to companies with strong 

liquidity, as it indicates a lower risk of financial distress. 

Challenges in Liquidity Management: 

 Balancing Liquidity and Profitability: Holding too much cash reduces potential 

returns on investments. Conversely, holding too few liquid assets can lead to cash flow 

problems. 

 Unforeseen Events: Unexpected events like economic downturns or supply chain 

disruptions can strain a company's liquidity. 

Effective Liquidity Management Strategies: 
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 Maintaining a Cash Flow Budget: Forecasting future cash inflows and outflows 

helps businesses anticipate potential shortfalls and plan accordingly. 

 Managing Working Capital: Optimizing inventory levels, receivables collection, 

and payables management can improve cash flow and liquidity. 

 Diversifying Sources of Funding: Having access to multiple sources of credit, such 

as short-term loans and lines of credit, provides a safety net during periods of tight 

liquidity 

 
Q.3.b) Explain the steps in financial planning 

 
Answer :   Financial planning is a roadmap to achieving your financial goals.  
Define Your Goals: The first step is to identify your short-term (e.g., saving for a vacation) 
and long-term (e.g., retirement) financial goals. Be specific about what you want to achieve 
and the timeframe for each goal. 

1. Assess Your Current Financial Situation: This involves gathering information 
about your income, expenses, assets (things you own), and liabilities (debts you owe). 
This self-evaluation helps you understand your starting point and identify areas for 
improvement. 

2. Identify Strategies: Once you know your goals and current situation, explore various 
strategies to achieve them. This might involve budgeting, investing, saving for 
emergencies, or debt management. Research different options and consider seeking 
professional financial advice if needed. 

3. Develop a Financial Plan: Combine your goals, financial situation, and chosen 
strategies into a comprehensive plan. This plan should outline specific actions, 
timelines, and estimated amounts needed to reach your goals. Tools like budgets, 
investment plans, and debt repayment schedules can be incorporated here. 

4. Implement and Monitor: Put your plan into action! Track your progress regularly 
and compare it to your goals. Be prepared to adjust your plan as circumstances change, 
like income fluctuations, unexpected expenses, or life events. 

Here are some additional points to consider: 
 Be Realistic: Set achievable goals and adjust your plan based on your income and 

expenses. 
 Automate Savings: Set up automatic transfers from your checking account to savings 

or investment accounts to ensure consistent progress. 
 Review Regularly: Revisit your plan periodically to adjust for changes in your life or 

financial situation. 
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Q.1)     Selling price per unit Rs. 40 
            Variable cost per unit Rs. 30 
            Fixed overheads Rs. 40000 
           From the above given data calculate: 
 

a. The breakeven sales in Rupees will be. 
b. If sales are 20% above BEP, determine the net profit 

 
Answer :    

Let's calculate the breakeven sales and net profit for the given scenario: 

a. Break-even sales: 

The breakeven point (BEP) is the sales level where the total revenue equals total costs (fixed 

and variable). 

1. Calculate the contribution margin per unit: 

Contribution margin per unit = Selling price per unit - Variable cost per unit = Rs. 40 - Rs. 30 

= Rs. 10 

2. Calculate the breakeven sales in units: 

Break-even sales (units) = Fixed costs / Contribution margin per unit = Rs. 40000 / Rs. 10 = 

4000 units 

3. Calculate the breakeven sales in rupees: 

Break-even sales (rupees) = Break-even sales (units) * Selling price per unit = 4000 units * Rs. 

40 = Rs. 160,000 

Therefore, the breakeven sales for this product are Rs. 160,000. 

b. Net profit if sales are 20% above BEP: 

1. Calculate sales amount when sales are 20% above BEP: 

Sales at 20% above BEP = BEP * 1.20 = Rs. 160,000 * 1.20 = Rs. 192,000 

2. Calculate the total contribution margin at 20% above BEP sales: 
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Total contribution margin = Sales at 20% above BEP - Variable cost of sales at 20% above 

BEP Since the variable cost per unit is constant, we can directly multiply it by the number of 

units sold at 20% above BEP. 

Total contribution margin = Rs. 192,000 - (Rs. 30 * 4000 * 1.20) = Rs. 192,000 - Rs. 144,000 

= Rs. 48,000 

3. Calculate the net profit: 

Net profit = Total contribution margin - Fixed costs = Rs. 48,000 - Rs. 40,000 = Rs. 8,000 

Therefore, if sales are 20% above the breakeven point (Rs. 192,000), the net profit will be Rs. 

8,000. 

Q.2)      

 
 

 

 

 

 

 

 

 

 

 

 

 

M Ltd. produced and sold are 2500 units @ ₹ 25 per unit. From given data 
prepare cost sheet with per unit. 

Particulars Amou
nt 

Particulars Amount 

Direct 
Material 

25000 Office Rent 1500 

Direct Wages 6250 Direct Expenses 2500 

Office 
Stationery 

250 Wages Of Foremen 2000 

Telephone 
Charges 

62 Director’s Fees 65
0 

Advertising 875 Depreciation-
Factory 

1000 

Factory Rent 4250 Carriage Outwards 18
8 

Factory 
Lighting 

750 Salesmen's Salary 625 

Depreciation-
Office 

600 Oil & water 250 
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Answer :    Cost Sheet for M Ltd. 

Production: 2500 units 

Particulars Amount (₹) Per Unit (₹) 

Direct Costs 
  

Direct Material 25,000 25,000 / 2500 = 10 

Direct Wages 6,250 6,250 / 2500 = 2.5 

Direct Expenses 2,500 2,500 / 2500 = 1 

Total Direct Costs 33,750 13.5 

| Indirect Costs (Factory Overheads) | | | | Wages Of Foremen | 2,000 | 2,000 / 2500 = 0.8 | | 

Depreciation-Factory | 1,000 | 1,000 / 2500 = 0.4 | | Total Factory Overheads | 3,000 | 1.2 | 

| Indirect Costs (Office Overheads) | | | | Office Rent | 1,500 | 1,500 / 2500 = 0.6 | | Office 

Stationery | 250 | 250 / 2500 = 0.1 | | Telephone Charges | 62 | 62 / 2500 = 0.025 | | Total Office 

Overheads | 1,812 | 0.725 | 

| Other Expenses | | | | Advertising | 875 | 875 / 2500 = 0.35 | | Director's Fees | 650 | 650 / 2500 

= 0.26 | | Total Other Expenses | 1,525 | 0.61 | 

| Total Cost of Production | 39,087 | 15.635 | 

Cost per Unit: 

The cost per unit is calculated by summing up the cost per unit of direct costs, factory 

overheads, office overheads, and other expenses. 

Cost per Unit = Direct Cost per Unit + Factory Overheads per Unit + Office Overheads 

per Unit + Other Expenses per Unit 

Cost per Unit = 13.5 + 1.2 + 0.725 + 0.61 = Rs. 15.635 

Note: This cost sheet assumes that all expenses are incurred for the production of the 2500 

units. If some expenses are not directly related to production, adjustments might be needed for 

a more accurate cost allocation. 
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Q.3.a) Explain the advantages and limitations of Ratio analysis. 

 
Answer :    Ratio Analysis: Advantages and Limitations 

Ratio analysis is a cornerstone of financial statement analysis, but it's important to understand 

both its strengths and weaknesses. 

Advantages: 

 Provides Insights into Performance: Ratios can reveal trends and relationships 

between different financial statement items. This helps assess profitability, liquidity, 

solvency, and efficiency. 

 Simplifies Complex Data: Ratios condense complex financial information into 

manageable metrics, facilitating comparisons across companies and over time. 

 Identifies Potential Issues: By analyzing ratios, you can pinpoint areas requiring 

further investigation, like declining profitability or potential liquidity problems. 

 Basis for Comparison: Ratios allow you to compare a company's performance to 

industry benchmarks or its own historical data, highlighting areas for improvement. 

 Decision-Making Tool: Ratio analysis provides valuable information for various 

stakeholders, including investors, creditors, and management, to make informed 

decisions. 

Limitations: 

 Relies on Historical Data: Ratios reflect past performance, not necessarily future 

prospects. Unexpected events can significantly impact future financial health. 

 Accounting Practices Variations: Differences in accounting methods across 

companies can make comparisons challenging. 

 Limited Qualitative Factors: Ratio analysis focuses on quantitative data and may 

overlook important qualitative factors like management quality and market conditions. 

 Potential for Manipulation: Companies can manipulate financial statements to 

influence certain ratios, making them less reliable. 

 Industry Dependence: Benchmarks and comparisons are most relevant within the 

same industry as different industries have varying financial structures and profitability 

levels. 
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Q.3.b) Explain types of budget on the basis of capacity. 
 

Answer :   Budgets can be classified according to their relationship with an organization's 

production or service capacity. Here are two main types of budgets based on capacity: 

1. Fixed Budget: 

o A fixed budget assumes a constant level of activity (production or service 

output) throughout the budgeting period, regardless of actual sales or production 

levels. 

o This type of budget is often used by companies with stable demand and 

limited product variations. 

o Advantages: Simple to create and understand, easy to monitor variances, 

promotes cost control. 

o Disadvantages: May not be realistic for companies with fluctuating demand, 

can be inflexible and hinder growth opportunities. 

2. Variable Budget: 

o A variable budget adjusts expenses based on changes in the level of activity. 

Costs are categorized as fixed (remain constant) or variable (change 

proportionally with activity). 

o This type of budget is more suitable for companies with seasonal demand or 

fluctuating sales volume. 

o Advantages: More realistic for companies with varying activity levels, allows 

for better cost control and planning during busy and slow periods. 

o Disadvantages: Can be more complex to create and monitor, requires 

accurate estimates of variable costs. 

Choosing the Right Budget Type: 

The selection of a budget type depends on several factors, including: 

 Industry: Some industries, like manufacturing, might have a more fixed production 

capacity, while service industries might experience seasonal fluctuations. 

 Company size: Smaller companies might find fixed budgets easier to manage, while 

larger or more complex organizations might benefit from variable budgets. 

 Business goals: If a company prioritizes tight cost control, a fixed budget might be 

suitable. If flexibility and adaptability are crucial, a variable budget might be a better 

choice. 


