Cost & Management Accounting

Apr 2026 Examination

Q1. A mid-sized manufacturing firm faces shrinking margins and inconsistent product profitability reports under its traditional departmental overhead allocation. The CFO has piloted activity-based costing (ABC) in one division with promising accuracy but encountered strong resistance from production managers and supervisors who fear increased accountability. The CEO now wants a company-wide rollout within nine months, emphasising that leaders should apply a formal change leadership model to secure buy-in, re-align incentives, and embed ABC into budgeting, monitoring, and reward systems to deliver competitive cost advantage. Applying Kotter’s 8-step change leadership model, how should senior management sequence actions to implement activity-based costing across product lines, overcome middle-management resistance, and ensure sustained behavioural change and cost transparency in the organization? Provide specific steps tied to costing outcomes and stakeholder engagement mechanisms. (10 Marks)
Ans 1.
Introduction 
Organizations operating in competitive manufacturing environments must constantly improve cost accuracy and operational efficiency to maintain profitability. Traditional overhead allocation methods often fail to reflect the true consumption of resources by products, leading to distorted profitability analysis and weak managerial decision-making. Activity-based costing offers a more precise approach by linking overhead costs to actual activities that drive expenses. However, implementing such a system requires more than technical accounting changes; it demands organizational transformation and behavioural alignment. Kotter’s eight-step change leadership model provides a structured pathway for guiding this transition. By combining leadership commitment, communication, participation, and 
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Q2. You are given three products A, B and C that a manufacturing division can produce and sell in a single month; selling prices are Rs.1,200, Rs.900 and Rs.1,500 per unit respectively; direct material costs are Rs.300, Rs.250 and Rs.450 per unit respectively; direct labor time per unit is 2.0 hours, 1.5 hours and 2.5 hours respectively; the plant has at most 9,000 direct labor hours available each month; there are three overhead activity pools with non-linear driver-based charging as follows: machine setup pool total monthly cost Rs.2,10,000 allocated at a rate of Rs.600 per setup for the first 200 setups and Rs.900 per setup thereafter; inspection pool total monthly cost Rs.1,20,000 allocated at Rs.200 per inspection up to 1,000 inspections and Rs.350 thereafter; utilities pool total monthly cost Rs.1,80,000 allocated at Rs.10 per machine hour up to 10,000 machine hours and Rs.15 thereafter; products consume setups, inspections and machine hours per unit as: A uses 1.5 setups, 0.5 inspections and 3 machine hours; B uses 1.0 setup, 0.2 inspections and 2 machine hours; C uses 2.0 setups, 1.0 inspection and 4 machine hours; direct labor is paid at Rs.120 per hour and direct labor capacity cannot be subcontracted nor extended; material and labor costs are entirely variable with production; demand is unlimited subject only to the labor hour constraint and the non-linear increases in activity rates cause jumps when cumulative driver usage crosses the published thresholds; determine the monthly production mix (units of A, B and C) that maximizes contribution margin net of activity-based overheads and labor cost given the non-linear driver rates, show in detail how you allocate each overhead pool across products accounting for the rate breakpoints, identify whether any breakpoint is hit and its impact on optimal mix, compute the resulting monthly net profit (sales minus direct material, direct labor and allocated activity overheads and fixed costs), and evaluate how the optimal solution and net profit would change if the selling price of B falls by 10 percent, explaining managerial implications for product-line strategy and capacity use (assume fixed costs other than the three pools are negligible for the decision and all produced units are sold). (10 Marks)

Ans 2.

Introduction 

Cost and management accounting decisions often require managers to evaluate how limited resources should be allocated among competing products. When production capacity is constrained, the focus shifts from total sales to contribution after considering all relevant costs, including activity-based overheads. Activity-based costing helps organizations understand how products consume operational resources such as setups, inspections, and machine usage. In some situations, this deeper cost visibility reveals that certain products may not be economically viable despite positive sales revenue. Careful analysis of contribution margins, overhead allocation, and capacity utilization enables management to select 

Q3(A). Standard for one finished unit: Material X 4 kg at standard price Rs.38/kg and Material Y 2 kg at standard price Rs.55/kg (standard input per finished unit = 6 kg). Actual production 10000 finished units. Actual materials consumed: X 82000 kg purchased and used at actual price Rs.40/kg; Y 18500 kg purchased and used at actual price Rs.60/kg. Compute (with stepwise working) the following material variances: (a) material price variance for X and Y separately, (b) total material mix variance, (c) material yield variance (using total quantity allowed for actual output and total actual quantity used), and (d) reconcile the total material cost variance into price, mix and yield components. (5 Marks)

Ans 1.

Introduction

Material variance analysis is an important cost-control tool used in standard costing systems to evaluate differences between planned material usage and actual consumption. By comparing standard cost expectations with actual material cost incurred during production, management can identify inefficiencies in purchasing, usage, and production processes. Material price variance, mix variance, and yield variance together explain the overall material cost variance. These measures help production managers improve resource utilization and maintain cost 
Q3(B). A mid-sized manufacturing firm operates five production departments and three shared service departments (maintenance, quality, and utilities). Management finds that traditional volume-based overhead allocation distorts product costs, leading to poor pricing and unprofitable product mixes. Customers demand higher quality while competition compresses margins. The firm has moderate ERP capability but limited activity-tracking. Senior managers want a pragmatic ABC approach to identify non-value activities, reprice or redesign products, and inform make-or-buy choices while ensuring minimal disruption to operations. Design an activity-based costing (ABC) model and an implementation roadmap for the manufacturing firm described in the scenario, specifying cost pools, measurable cost drivers, allocation rules, data collection processes, expected benefits, transition steps, stakeholder responsibilities, timeline, and performance metrics to evaluate success. How will your model reduce cost distortion and support strategic pricing and product-mix decisions? (5 Marks)

Ans 3b.

Introduction

Manufacturing firms operating multiple production and service departments often face difficulty in allocating overhead costs accurately using traditional volume-based methods. These methods may distort product cost information and lead to poor pricing and production decisions. Activity-based costing provides a more realistic approach by assigning overhead costs based on activities that consume resources. Implementing a practical ABC model allows management to identify non-value-adding activities and improve cost transparency without 











