

Cost & Management Accounting

Apr 2026 Examination

Q1. CustomTek Solutions is monitoring the progress of a Rs.100 crore hospital construction project under a cost-plus contract with the government. The project has experienced unexpected labor shortages and fluctuations in steel prices, leading to a significant increase in direct costs. The contract includes an escalation clause and requires transparent, periodic reporting to the client. The project manager needs to ensure the company earns a fair profit while justifying all costs and managing stakeholder expectations during these volatile times.Applying the cost-plus contract framework and escalation clause, how should CustomTek Solutions approach cost allocation, documentation, and client communication to justify increased expenditures and secure the agreed profit margin under changing market conditions? (10 Marks)

Ans 1.

Introduction
Mass public infrastructure development like building hospitals is usually run in unpredictable economic conditions where costs of inputs may fluctuate at any given time. In a cost-plus contract, the contractor is paid his real costs and in addition, he will receive a specified profit margin. Nonetheless, with this structure, a contractor has a great obligation to ensure transparency, accuracy, and credibility in reporting costs. The example of CustomTek Solutions shows that the cost of labor is on the rise and that steel prices are subject to fluctuations, which escalates the cost of the project, imposing a strain on the profitability and credibility of the stakeholders. The existence of an escalation clause is a contractual tool to adapt to market volatility, which should be used selectively. With such measures as strict cost allocation, thorough documentation procedures, and active communication with clients, CustomTek Solutions will be able to explain the reasons of 
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Q2. A manufacturing concern issues materials to production using FIFO and Weighted Average methods.

From the following information relating to Material M for April 2025, you are required to:

(a) Prepare the Stores Ledger Account under the FIFO method

(b) Prepare the Stores Ledger Account under the Weighted Average method

(c) Compare the total value of material issued and closing stock under both methods

	Date
	Particulars
	Quantity (Units)
	Rate (Rs.)

	Apr 1
	Opening Stock
	1,200
	20

	Apr 4
	Purchase
	800
	22

	Apr 7
	Issue
	1,000
	—

	Apr 10
	Purchase
	1,500
	24

	Apr 14
	Issue
	900
	—

	Apr 18
	Purchase
	700
	26

	Apr 21
	Issue
	1,100
	—

	Apr 25
	Purchase
	900
	28

	Apr 28
	Issue
	800
	—


Assumptions:

- No losses or shortages

- Weighted Average rate is recalculated after each receipt  (10 Marks)
Ans 2.
Introduction 
Material pricing plays a critical role in cost and management accounting because it directly affects product cost, inventory valuation, and profit reporting. Manufacturing organizations frequently issue materials to production using systematic valuation methods to ensure accuracy and consistency. Among the most widely used techniques are the First-In-First-Out (FIFO) method and the Weighted Average method. These methods help organizations manage price fluctuations, maintain proper stock records, and present reliable financial information. Choosing the appropriate method depends on business objectives, market conditions, and inventory characteristics. A clear understanding of these methods allows management to control material costs, avoid valuation distortions, and support better decision-making. 

Q3(A). Alice’s Bakery, previously a single-location business, is about to expand into a second storefront in a totally new market area. Alice knows that direct and indirect costs, sunk and differential costs, as well as joint and common costs, will all impact her future profitability. She also wants to implement a cost allocation and tracking system that is fair, scalable, and supports her future expansion strategy—including franchising. She seeks your guidance as an MBA consultant specializing in cost and management accounting systems.Develop a customized cost allocation and tracking system for Alice’s Bakery expansion, synthesizing advanced concepts of cost classification, joint/common cost allocation, and expansion scalability. How will your framework guide strategic decisions now and in the event of further scaling through franchising? (5 Marks)

Ans 3a.

Introduction 
As Alice’s Bakery prepares to expand into a second storefront, the complexity of managing costs will increase significantly. Decisions related to pricing, location viability, staffing, and marketing will depend on how accurately costs are identified and tracked. Without a structured system, expansion can lead to distorted profitability analysis and poor resource allocation. Therefore, designing a customized cost allocation and tracking framework is essential to ensure fairness, transparency, and scalability while supporting Alice’s long-term growth vision, including the possibility of franchising.

Concept and Application

An effective cost framework must integrate classification, allocation logic, and scalability 
Q3(B). A manufacturing company produces three joint products—A, B, and C—by processing 20,000 kg of raw material at a cost of Rs.12 per kg. Total direct labour and overhead amount to Rs.1,10,000. At the split-off point, the production and selling prices are:

	Product
	Output (kg)
	Selling Price per kg (Rs.)

	A
	9,000
	32

	B
	6,000
	20

	C
	3,500
	16


However, 1,500 kg of process loss is considered normal and can be sold as scrap for Rs.2 per kg. Joint costs are to be apportioned among A, B, and C using the sales value at split-off method. Compute the cost per kg of each product after allocating joint costs and adjusting for the revenue from the normal loss, clearly showing all steps and logical assumptions. (5 Marks)

Ans 3b.

Introduction 
Joint cost allocation plays an important role in cost and management accounting, especially in industries where multiple products are produced from a single process. Proper allocation of joint costs helps management determine product profitability, pricing strategies, and inventory valuation. The sales value at split-off method is widely used because it reflects the market worth of each product at the separation point. Understanding this method ensures fair distribution of shared costs and supports better financial decision-making in multi-product 








