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PAPER 5: COST AND MANAGEMENT ACCOUNTING 

QUESTIONS 

 

Costs concepts and costing methods 

Question No. 1 

a. You have been asked to install a costing system in a manufacturing company. What practical 

difficulties will you expect and how will you propose to overcome the same. 

b. Distinguish between controllable & uncontrollable costs. 

c. Distinguish between Marginal Costing and Differential Costing 

d. Discuss briefly the relevant costs with examples. 

Material Control 

Question No. 2 

a. At the time of physical stock taking, it was found that actual stock level was different from the 

clerical or computer records. What can be possible reasons for such differences? How will you 

deal with such differences? 

b. A company manufactures a product from a raw material, which is purchased at Rs.60 per kg.  

The company incurs a handling cost of Rs. 360 plus freight of Rs. 390 per order. The 

incremental carrying cost of inventory of raw material is Rs. 0.50 per kg. per month. In 

addition, the cost of working capital finance on the investment in inventory of raw material is 

Rs. 9 per kg.  per annum. The annual production of the product is 1,00,000 units and 2.5 units 

are obtained from one kg of raw material. 

Required 

(i) Calculate the economic order quantity of raw materials. 

(ii) Advise, how frequently should orders for procurement be placed. 

(iii) If the company proposes to rationalize placement of orders on quarterly basis, what 

percentage of discount in the price of raw materials should be n e g o t i a t e d ? 

 

Labour Control 

Question No. 3 

A Company is undecided as to what kind of wage scheme should be introduced. The following 

particulars have been compiled in respect of three systems, which are under consideration of the 

management. 

                                                                                  Workers 

      A B C 

Actual hours worked in a week 38    40      34 

Hourly rate of wages Rs.  6 Rs.  5 Rs. 7.20 

Production in units    

Product- P 21 - 60 

Product- Q 36 - 135 

Product –R 46 25 - 

www.auditnca.com

www.auditnca.com


 

2 
 

Standard time allowed per unit of each product is: 

P Q R 

Minutes 12 18 30 

For the purpose of piece rate, each minute is valued at Rs. 0.10.  

You are required to calculate the wages of each worker under: 

(i) Guaranteed hourly rates basis 

(ii) Piece work earnings basis, but guaranteed at 75% of basic pay (guaranteed hourly 

rate)   if his earnings are less than 50% of basic pay. 

(iii) Premium bonus basis where the worker receives bonus based on Rowan scheme. 

 

Overhead 

Question No. 4 

a. Distinguish between cost allocation and cost absorption. 

b. Maximum production capacity of JK Ltd. is 5,20,000 units per annum. Details of estimated cost 

of production are as follows: 

➢  Direct material Rs. 15 per unit. 

➢  Direct wages Rs. 9 per unit (subject to a minimum of Rs. 2,50,000 per month). 

➢  Fixed overheads Rs. 9,60,000 per annum. 

➢  Variable overheads Rs. 8 per unit. 

➢  Semi-variable overheads are Rs. 5,60,000 per annum up to 50 per cent capacity and 

additional Rs.1,50,000 per annum for every 25 per cent increase in capacity or a part 

of   it. 

JK Ltd. worked at 60 per cent capacity for the first three months during the year 2071-

72, but it is expected to work at 90 per cent capacity for the remaining nine m o n t h s . 

The selling price per unit was Rs. 44 during the first three months. 

You are required, what selling price per unit should be fixed for the remaining nine months 

to yield a total profit of Rs.15,62,500 for the whole year. 

c. A machine shop cost centre contains three machines of equal capacities. Three operators are 

employed on each machine, payable Rs.20 per hour each.  The factory works for forty eight hours 

in a week which includes 4 hours set up time. The work is jointly done by operators. The 

operators are paid fully for the forty eight hours. In additions they are paid a bonus of 10 per cent 

of productive time. Costs are reported for this company on the basis of thirteen four-weekly 

period. 

The company for the purpose of computing machine hour rate includes the direct wages of 

the operator and also recoups the factory overheads allocated to the machines. The 

following details of factory overheads applicable to the cost centre are available: 

➢  Depreciation 10% per annum on original cost of the machine. Original cost of the 

each machine is Rs.52,000. 

➢  Maintenance and repairs per week per machine is Rs.60. 

➢  Consumable stores per week per machine are Rs.75. 

➢  Power : 20 units per hour per machine at the rate of 80 paise per unit. 
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➢  Apportionment  to  the  cost  centre :  Rent  per  annum  Rs.5,400,  Heat  and  Light  

per annum Rs.9,720, and foreman’s salary per annum Rs.12,960. 

Required: 

(i) Calculate the cost of running one machine for a four week period. 

(ii) Calculate machine hour rate. 

 

Costs Accounts System, Cost Control (Integrated and Non-integrated Accounting System) 

Question No. 5 

a. The financial books of a company reveal the following data for the year ended 31st  

Ashadh, 2072: 

 

Particulars (Rs.) 

Opening Stock: 

Finished goods 875 units 74,375 

Work-in-process 32,000 

01.04.2071 to 31.3.2072 

Raw materials consumed 7,80,000 

Direct Labour 4,50,000 

Factory overheads 3,00,000 

Goodwill written off 1,00,000 

Administration overheads 2,95,000 

Dividend paid 85,000 

Bad Debts 12,000 

Selling and Distribution Overheads 61,000 

Interest received 45,000 

Rent received 18,000 

Sales 14,500 units 20,80,000 

Closing Stock: Finished goods 375 units 41,250 

Work-in-process 38,667 

The cost records provide as under: 

➢ Factory overheads are absorbed at 60% of direct wages. 

➢ Administration overheads are recovered at 20% of factory cost. 

➢ Selling and distribution overheads are charged at Rs. 4 per unit sold. 

➢ Opening Stock of finished goods is valued at Rs. 104 per unit. 

➢ The company values work-in-process at factory cost for both Financial and Cost Profit 

Reporting. 

Required: 

(i) Prepare statements for the year ended 31st  Ashadh, 2072 show 

➢ the profit as per financial records 

➢ the profit as per costing records. 

(ii) Present a statement reconciling the profit as per costing records with the profit as 

per Financial Records. 
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Methods of Costing 

Question No. 6 

a. Modern Construction Ltd.  obtained a  contract No.  B-37 for  Rs. 40  lakhs.     The following 

balances and information relate to the contract for the year ended 31st Ashadh,  2072: 

 

Particulars 1.4.2071 (Rs.) 31.3.2072 (Rs.) 

Work-in-progress:   

Work certified 9,40,000 30,00,000 

Work uncertified 11,200 32,000 

Materials at site 8,000 20,000 

Accrued wages 5,000 3,000 

Additional information relating to the year 2071-2072 are: 

Particulars (Rs.) 

Materials issued from store 4,00,000 

Materials directly purchased 1,50,000 

Wages paid 6,00,000 

Architect’s fees 51,000 

Plant hire charges 50,000 

Indirect expenses 10,000 

Share of general overheads for B-37 18,000 

Materials returned to store 25,000 

Materials returned to supplier 15,000 

Fines and penalties paid 12,000 

The contractee pays 80% of work certified in cash.  You are required to   prepare: 

(i) Contract Account showing clearly the amount of  profits transferred to  Profit 

and  Loss Account. 

(ii) Contractee’s Account. 

(iii) Balance Sheet 

 

b. Following details are related to the work done in Process ‘A’ XYZ Company during the 

month    of March, 2014:  
Opening work-in progress (2,000 units)                                             (Rs.) 

Materials 80,000 

Labour 15,000 

Overheads 45,000 

Materials introduced in Process ‘A’ (38,000  units) 14,80,000 

Direct Labour 3,59,000 

Overheads 10,77,000 

Units scrapped : 3,000 units  

Degree of completion : 

Materials                              100% 

Labour and overheads           80%  
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Closing work-in progress : 2,000  units 

 

 

 

Units finished and transferred to Process ‘B’ : 35,000 units  

Normal Loss : 

5% of total input including opening work-in-progress.  

Scrapped units fetch Rs. 20 per piece. 

You are required to prepare:  

(i) Statement of equivalent production 

(ii) Statement of cost 

(iii) Statement of distribution cost, and 

(iv) Process ‘A’ Account, Normal and Abnormal Loss Accounts. 

 

c. A company produces two joint product X and Y, from the same basic materials. The  

processing is completed in three departments. 

Materials are mixed in Department I. At the end of this process X and Y get separated. After 

separation X is completed in the Department II and Y is finished in Department III. During a 

period 2,00,000 kg. of raw material were processed in Department I, at a total cost of Rs. 

8,75,000, and the resultant 60% becomes X and 30% becomes Y and 10% normally lost in 

processing. 

In Department II 1/6th of the quantity received from Department I is lost in processing. X is  

further processed in Department II at a cost of Rs. 1,80,000. 

In Department III further new material added to the material received from Department I and 

weight mixture is doubled, there is no quantity loss in the department. Further processing cost 

(with material cost) in Department III is Rs. 1,50,000. 

The details of sales during the year are: 

 Product X Product Y 

Quantity sold (kg.) 90,000 1,15,000 

Sales price per kg (Rs. ) 10 4 

There were no opening stocks. If these products sold at split-off-point, the selling price 

of  X  and Y would be Rs. 8 and Rs. 4 per kg respectively. 

Required: 

(i) Prepare a statement showing the apportionment of joint cost to X and Y in 

proportion of sales value at split off point. 

(ii) Prepare a statement showing the cost per kg of each product indicating joint cost, 

processing cost and total cost separately. 

(iii) Prepare a statement showing the product wise profit for the  year. 

(iv) On the basis of profits before and after further processing of product X and Y, give 

your comment that products should be further processed or  not. 

 

Degree of completion :  

Materials 100% 

Labour and overheads 80% 
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d. In order to develop tourism, ABCL airline has been given permit to operate three flights in a 

week between X and Y cities (both side). The airline operates a single aircraft of 160 seats 

capacity. The normal occupancy is estimated at 60% throughout the year of 52 weeks. The one-

way fare is Rs. 7,200.  The cost of operation of flights  are: 

 

Fuel cost (variable)             Rs. 96,000 per flight  

Food served on board on non-chargeable basis                Rs.125 per passenger 

Commission                                        5% of fare applicable for all booking  

Fixed cost: 

               Aircraft lease         Rs. 3,50,000 per flight 

Landing Charges Rs. 72,000 per flight 

Required: 

(i) Calculate the net operating income per flight. 

(ii) The airline expects that its occupancy will increase to 108 passengers per flight if  

the  fare is reduced to Rs. 6,720.  Advise whether this proposal should be 

implemented or   not. 

 

Cost Concepts for Decision Making 

Question No. 7 

a. The following figures are related to LM Limited for the year ending 31st Ashadh, 2072 :  

 Sales - 24,000 units @ Rs. 200 per unit; 

P/V Ratio 25% and Break-even Point 50% of sales. 

You are required to calculate: 

(i) Fixed cost for the year 

(ii) Profit earned for the year 

(iii) Units to be sold to earn a target net profit of Rs. 11,00,000 for a  year. 

(iv) Number of units to be sold to earn a net income of 25% on   cost. 

(v) Selling price per unit if Break-even Point is to be brought down by 4,000   units. 

 

b. An automobile manufacturing company produces different models of Cars. The budget in 

respect of model 007 for the month of March, 2013 is as  under: 

Budgeted Output 40,000 Units 

Rs. In lakhs Rs. In lacs 

Net Realisation 700 

Variable Costs: 

Materials 264 

Labour 52 

Direct expenses 124 440 

Specific Fixed Costs 90 
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Allocated Fixed Costs 112.50 202.50 

Total Costs 642.50 

Profit 57.50 

Sales 700.00 

Calculate: 

(i) Profit with 10 percent increase in spelling price with a 10 percent reduction in sales  

volume. 

(ii) Volume to be achieved to maintain the original profit after a 10 percent rise in 

material costs, at the originally budgeted selling price per  unit. 

 

Costing for planning and Control –Budgets 

Question No.8 

a. ABC Ltd. is currently operating at 75% of its capacity. In the past two years, the level of 

operations were 55% and 65% respectively. Presently, the production is 75,000 units. 

The company is planning for 85% capacity level during 2071-2072. The cost details are 

as follows  : 

 

                                                                  55% 

                                                                  (Rs.) 

         65% 

           (Rs. ) 

          75% 

           (Rs.) 

Direct Materials 11,00,000 13,00,000 15,00,000 

Direct Labour 5,50,000 6,50,000 7,50,000 

Factory Overheads 3,10,000 3,30,000 3,50,000 

Selling Overheads 3,20,000 3,60,000 4,00,000 

Administrative Overheads   1,60,000  1,60,000  1,60,000 

 24,40,000 28,00,000 31,60,000 

 

Profit is estimated @ 20% on sales. 

The following increases in costs are expected during the year  : 

        In percentage 

Direct Materials 8 

Direct Labour 5 

Variable Factory Overheads 5 

Variable Selling Overheads 8 

Fixed Factory Overheads 10 

Fixed Selling Overheads 15 

Administrative Overheads 10 

Prepare flexible budget for the period 2071-2072 at 85% level  of  capacity. Also  

ascertain profit and contribution. 
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b. A single product company estimated its sales for the next year quarter-wise as under  : 

Quarter Sales (Units) 

I 30,000 

II 37,500 

III 41,250 

IV 45,000 

The opening stock of finished goods is 10,000 units and the  company  expects  to  

maintain the closing stock of finished goods at 16,250 units at the end of the year. The 

production pattern in each quarter is based on 80% of  the sales of  the current quarter 

and 20% of the sales of the next  quarter. 

The opening stock of raw materials in the beginning of the year is 10,000 kg. and the 

closing stock at the end of the year is required to be maintained at 5,000 kg. Each unit of 

finished output requires 2 kg. of raw  materials. 

The company proposes to purchase the entire annual requirement of raw materials in the 

first three quarters in the proportion and at the prices given below: 

             Quarter Annual Requirement      Purchase of Raw Materials % to Total           Price Per Kg. 
                in Quantity                                   

I 30% 2 
II 50% 3 

III 20% 4  
The value of the opening stock of raw materials in the beginning of the year is Rs. 20,000. 
You are required to present the following for the next year, quarter wise: 

(i) Production budget (in units). 

(ii) Raw material consumption budget (in quantity). 

(iii) Raw material purchase budget (in quantity and value). 

 

Standard Costing 

Question No. 9 

a. “Calculation of variances in standard costing is not an end in itself, but a means to an end.” 

Discuss. 

b. KPR Limited operates a system of standard costing in respect of one of its products which is 

manufactured within a single cost centre.  The Standard Cost Card of a product is as   under: 

 

Standard Unit cost (Rs. ) 

Direct material 5 kg. @ Rs. 4.20 21.00 

Direct labour 3 hours @ Rs. 3.00 9.00 

Factory overhead Rs.  1.20 per labour hour 3.60 

Total manufacturing cost 33.60 

The production schedule for the month of June, 2013 required completion of 40,000 units. 

However, 40,960 units were completed during the month without opening and closing 

work-in- process inventories. 
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Purchases during the month of June, 2013, 2,25,000 kg. of material at the rate of Rs. 

4.50 per   kg.  Production and Sales records for the month showed the following actual  

results. 

Material used 2,05,600 kg. 

Direct labour 1,21,200 hours; cost incurred Rs. 3,87,840 

Total factory overhead cost incurred Rs. 1,00,000 

Sales 40,000 units 

Selling price to be so fixed as to allow a mark-up of 20 per cent on selling price. 

Required: 

(i) Calculate material variances based on consumption of  material. 

(ii) Calculate labour variances and the total variance for factory  overhead. 

(iii) Prepare Income statement for June, 2013 showing actual gross margin. 

(iv) An incentive scheme is in operation in the company whereby  employees  are  paid  

a bonus of 50% of direct labour hour saved at standard direct labour hour rate. 

Calculate the Bonus amount. 

 

 
Uniform Costing and Inter-firm comparison 

Question No. 10 

a. Enumerate the objectives of Uniform Costing. 

b. What are the limitations of Inter-firm Comparison. 

 

Cost control and cost reduction 

Question No. 11 

Distinguish between Cost Control and Cost Reduction. 
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SUGGESTED ANSWERS / HINTS 

 

 

Answer 1 (a) 

The practical difficulties with which one usually confronted with while installing a costing 

system in a manufacturing company are as follows: 

(i) Lack of top management support: Installation of a costing system does not 

receive the adequate support of top management. They consider it as interference in 

their work. They believe that such, a system will involve additional paperwork. 

They also have a misconception in their minds that the system is meant for keeping 

a check on their activities. 

(ii) Resistance from cost accounting departmental staff: The staff resists because of 

fear of loosing their jobs and importance after the implementation of the new 

s y s t e m . 

(iii) Non co-operation from user departments: The foremen, supervisor and other 

staff members may not co-operate in providing requisite data, as this would not 

only add to their responsibilities but will also increase paper work of the entire 

team as w e l l . 

(iv) Shortage of trained staff: Since cost accounting system’s installation involves 

specialized work, there may be a shortage of trained staff. 

To overcome these practical difficulties, necessary steps required are: 

➢ To sell the idea to top management – To convince them of the utility of the   system. 

➢ Resistance and non co-operation can be overcome by behavioral approach. To deal 

with the staff concerned effectively. 

➢ Proper training should be given to the staff at each  level 

➢ Regular meetings should be held with the cost accounting staff, user departments, 

staff and top management to clarify their doubts / misgivings. 

 

Answer 1 (b) 

Controllable costs and Uncontrollable costs: Cost that can be  controlled, typically by  

a  cost,  profit  or  investment  centre  manager  is  called  controllable  cost.  

Controllable     costs incurred in a particular responsibility centre can be influenced by the 

action of the executive heading that responsibility centre. 

Costs which cannot be influenced by the action of a specified member of an undertaking 

are known as uncontrollable costs. 

 

Answer 1 (c)  

Marginal Costing is defined as the ‘Ascertainment of marginal costs and of the effect on 

profit of changes in volume or type of output by differentiating between fixed costs and 

variable costs’. 

Differential Costing is defined as the technique of costing which uses differential costs 

and/or differential revenues for ascertaining the acceptability of an alternative. The 

technique may be termed as incremental costing when the difference is increase in costs  

and  decremental costing when the difference is decrease in costs. The main points of 

distinction between marginal costing and differential costing are as  below: 
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(a) The technique of marginal costing requires a clear distinction between variable 

costs and fixed costs whereas no such distinction is made in the case of differential  

costing. 

(b) In marginal costing, margin of contribution and contribution ratio are the main yard 

sticks for performance evaluation and for decision making whereas under 

differential costs analysis, differential costs are compared with the incremental or  

decremental revenue   (as the case may be) for arriving at a  decision. 

(c) Differential cost analysis is possible in both absorption costing and marginal 

costing, where as marginal costing in itself is a distinct  technique. 

(d) Marginal cost may be incorporated in the cost accounting system whereas 

differential costs are worked out separately. 

 

Answer 1 (d) 

Relevant costs may be understood as expected future costs which are essential but differ 

for alternative course or action. Relevant costs are affected by the decision being taken 

by the management. A cost is relevant when it satisfies two conditions i.e. it should 

occur in future    and it should differ among the alternative courses of action. For 

example, while considering a proposal for plant replacement by discarding the existing 

plant, the original  cost  and  the present depreciated book value of the old plant are 

irrelevant as they have no impact on the decision for replacement just going to be  taken 

place. However the expected sales value of   the discarded plant is relevant, as it just 

goes to reduce the amount of investment to be made    in the new plant and so it has an 

influence on the decision. Moreover, outcome of the  investment is also taken into 

consideration for decision  making. 

 

Answer 2 (a) 

Possible reasons for differences arising at the time of physical stock taking may be as 

follows when it was found that actual stock level was different from that of the clerical or 

computer records: 

(i) Wrong entry might have been made in stores ledger account or bin  card, 

(ii) The items of materials might have been placed in the  wrong physical  location in  

the store, 

(iii) Arithmetical errors might have been made while calculating the stores balances on 

the    bin cards or store-ledger when a manual system is  operated, 

(iv) Misappropriation of stock. 

When a discrepancy is found at the time of stock taking, the individual stores ledger 

account and the bin card must be adjusted so that they are in agreement with the actual 

stock. For example, if the actual stock is less than the clerical or computer record the 

quantity and value  of the appropriate store ledger account and bin card (quantity only) 

must be reduced and the difference in cost be charged to factory overhead account for 

stores  losses. 
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2× 40,000kgs. × Rs. 750 

Rs. 15 

Answer 2 (b) 

Annual requirement of raw material in kg. (A)      =    
1,00,000units  

= 40,000kg. 

2.5units per kg. 

Ordering Cost (Handling & freight cost) (O)      =  Rs. 360 + Rs. 390 = Rs. 750 

Carrying cost per unit per annum i.e. inventory carrying cost + working capital cost (c ×  i) 

= (Rs. 0.5 × 12 months) + Rs. 9 

= Rs. 15 per kg. 

 

 

(i) E.O.Q.           =                                              = 2,000 kg. 

 

(ii) Frequency of orders for procurement: 

Annual consumption  (A) = 40,000 kg. 

Quantity per order (EOQ)= 2000 Kg 

       

No.of orders per annum  =        A 

            EOQ 

     = 40,000      =20 Times 

          2,000 

Frequency of placing orders (in months)  = 12 months       = 0.6 months 

           20 orders 

 

Or,        ( in days)    =  365 Days    =18 days (approx) 

           20 orders 

 

(iii) Percentage of discount in the price of raw materials to be negotiated: 

Particulars Quarterly order EOQ 

Size of the order 10,000 kg. 2,000 kg. 

No. of orders 4 20 

Cost of placing orders Rs.3,000 

(4 order × Rs. 750) 

Rs.15,000 

(20 orders × Rs. 750) 

Inventory carrying cost Rs.75,000 Rs.15,000 

 (10,000 kg. × ½  × Rs. Rs.15) (2,000 kg. × ½  × Rs. 15) 

   

Total Cost Rs.78,000 Rs.30,000 

When order is placed on quarterly basis the ordering cost and carrying cost increased by Rs. 48,000 
(Rs.78,000 - Rs.30,000). This increase in total cost should be compensated by reduction in purchase 
price per kg. to make quarterly order placement  rational. 

 

Reduction per kg. in the purchase price of raw material   =   
Increase in total cost      

 
                                                                                                Annual requirement 
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             =      48,000         = Rs.1.2 Kg 

        40,000 units   
               

Discount in the price of raw material to be negotiated      =     Rs. 1.2         =  2% 

        Rs. 60  

 

Answer 3  
 

(i) Computation of wages of each worker under guaranteed hourly rate  basis 

 

Workers Actual hours 

worked in a 

week 

Hourly rate 

of wages 
(Rs.) 

Wages 

(Rs.) 

(a) (b) (c) (d) = (b) × (c) 

A 

B 

C 

38 

40 

34 

6.00 

5.00 

7.20 

228.00 

200.00 

244.80 

 

(ii) Computation of wages of each worker under piece work earnings basis 

 

 Worker A Worker B Worker C 

Product Rate per 

unit 

Units Wages 

(Rs.) 

Units Wages 

(Rs.) 

Units Wages 

(Rs.) 

(a) (b) (c) (d= b*c) (e) (f = b*e) (g) (h=b*g) 

P 

Q 

R 

1.20 

1.80 

3.00 

21 

36 

46 

25.20 

64.80 

138.00 

- 

- 

25 

- 

- 

75 

60 

135 

- 

72 

243 

- 

 228.00  75.00  315.00 

Since each worker has been guaranteed at 75% of  basic pay, if  his earnings are less 

than 50% of basic pay (guaranteed hourly rate), therefore, earning of the workers 

will be   as follows Workers A and C will be paid the wages as computed viz., Rs. 

228 and Rs. 315 respectively. The computed earnings under piece rate basis for 

worker B is Rs. 75 which is less than 50% of basic pay i.e., Rs. 100 (Rs. 200 × 50) 

therefore he would be paid Rs. 150 i.e. 75% × Rs. 200 . 

Working Notes: 

1. Piece rate / per unit 

 

Product Standard time 

per unit in 

minutes 

Piece rate each 
minute (Rs.) 

Piece rate per 

unit 
(Rs.) 

(a) (b (c) (d) = (b) × (c) 

P 

Q 

R 

12 

18 

30 

0.10 

0.10 

0.10 

1.20 

1.80 

3.00 
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2. Time allowed to each worker 

Worker A  = (21 units × 12 minutes) + (36 units × 18 minutes) + (46 units × 30 minutes) 

= 2,280 minutes or 38 hours 

Worker B  = 25 units × 30 minutes 

= 750 minutes or 12.5 hours 

Worker C  = (60 units × 12 minutes) + (135 units × 18  minutes) 

= 3,150 minutes or 52.5 hours 

(iii) Computation of wages of each worker under Premium bonus basis  (where  

each worker receives bonus based on Rowan  Scheme) 

 

Workers Time 

allowed 

hours 

Time 

taken 

hours 

Time 

saved 

hours 

Wage 

rate/hour 

 

(Rs.) 

Earnings 

 

 

(Rs.) 

Bonus 

 

 

(Rs.) 

Total of 

earning & 

bonus 

(Rs.
) A 

B 

C 

38.00 

12.50 

52.50 

38.00 

40.00 

34.00 

- 

-   

18.50 

6.00 

5.00 

7.20 

228.00 

200.00 

244.80 

- 

-    

86.26* 

228.00 

200.00 

331.06 

 
* Bonus under Rowan scheme =   Time Saved      ˟ Time taken ˟ Rate per hour 

                Time Allowed 

  = 18.5 hours   ˟ 34 hours ˟ Rs. 7.20 

       52.50 

  = Rs. 86.26 

Answer 4 (a) 

Cost allocation and Cost absorption: 

Cost allocation is the allotment of whole item of cost to a cost centre or a cost unit. In 

other words, it is the process of identifying, assigning or allowing cost to a cost  centre 

or  a  cost,  unit. 

Cost absorption is the process of absorbing all indirect costs or overhead costs allocated 

or apportioned over particular cost center or production department by the units  

produced. 

The following are the differences between allocation and  apportionment. 

1. Allocation costs are directly allocated to cost centre. Overheads which cannot be 

directly allocated are apportioned on some suitable basis. 

2. Allocation allots whole amount of cost to cost centre or cost unit where as 

apportionment allots part of cost to cost centre or cost  unit. 

3. No basis required for allocation. Apportionment is made on the basis of area, assets 

value, number of workers etc. 
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Answer 4 (b) 

Statement of Cost and Sales for the year  2071-72 

(Maximum production capacity = 5,20,000 units per  annum) 

 

Particulars First 3 months Next 9 months Total 

Capacity utilized 60% 90%  

Production 5,20,000˟ 3 ˟ 60% 5,20,000˟ 9 ˟ 90%  

 
 

12 
 

12  

 = 78,000 units = 3,51,000 units 4,29,000 units 

 (Rs.) (Rs.) (Rs.) 

Direct materials @ Rs.15 per unit 11,70,000 52,65,000 64,35,000 

Direct wages @ Rs. 9 per unit or 

Rs.2,50,000 per month whichever is higher. 

7,50,000* 31,59,000 39,09,000 

Prime cost (A) 19,20,000 84,24,000 1,03,44,000 

Overheads 

Fixed 2,40,000 7,20,000 9,60,000 

Variable @ Rs.8 per unit 6,24,000 28,08,000 34,32,000 

Semi Variable (Refer to Working Note-1) 1,77,500 6,45,000 8,22,500 

Total overheads (B) 10,41,500 41,73,000 52,14,500 

Total Cost (C)  [(A + B)] 29,61,500 1,25,97,000 1,55,58,500 

Profit during first 3 months (Bal. figure) 4,70,500 

Sales @ Rs.44 per unit (78,000 x Rs. 44) 34,32,000 

Desired profit during next 9 months (Rs.15,62,500–

Rs.4,70,500)          (D) 10,92,000 

Sales required for next 9 months   (E) [(C +  D)] 1,36,89,000 

Total profit 15,62,500 

Total Sales 1,71,21,000 

 

Required selling price per unit last 9 months = Total Sales required for last 9 months 

            Units produced during last 9 months 

 

      = Rs. 1,36,89,000 

           3,51,000 units 

 

      = Rs. 39 per unit 

Workings: 

(1) Semi-variable overheads: 

(a) For first 3 months at 60% capacity = Rs. (5,60,000 + Rs.1,50,000) ˟ 3/12 

  = Rs.7,10,000 ˟ 3/12 

  = Rs.1,77,500. 

(b) For remaining 9 months at 90% capacity = Rs. (5,60,000 + Rs.3,00,000) ˟ 9/12 

  = Rs.8,60,000 ˟ 9/12 = Rs. 6,45,000 

 

www.auditnca.com

www.auditnca.com


 

16 
 

Answer 4 (c) 

Effective Machine hour for four-week period 

= Total working hours – unproductive set-up time 

= {(48 hours × 4 weeks) – {(4 hours × 4 weeks)} 

= (192 – 16) hours ) =176 hours. 

(i) Computation of cost of running one machine for a four week period 

 

 (Rs.) (Rs.) 

(A) Standing charges (per annum)   

Rent 5,400.00 

Heat and light 9,720.00 

 Forman’s salary 12,960.00 

Standing charges (per annum) 

Total expenses for one machine for four week period 

 Rs.28,080  
 
3machines ˟ 13 four -week period  

  

28,080.00 720.00 

Wages (48 hours × 4 weeks × Rs. 20 × 3 operators) ÷ 3 machines) 3,840.00 

Bonus (176 hours × Rs. 20 × 3 operators) ÷ 3 machines)˟ 10% 352.00 

Total standing charges 4,912.00 

(B) 

 

 

 

 

 

 

 

 
(C) 

Machine Expenses 

   
Depreciation =  Rs.52,000 ×10% ×          1  

                              13 four - week period  

400.00 

Repairs and maintenance  (Rs.60 ˟ 4 weeks) 240.00 

Consumable stores (Rs. 75 ˟ 4 weeks) 300.00 

Power (176 hours ˟ 20 units ˟ Rs. 0  .80) 2,816.00 

Total machine expenses 3,756.00 

Total expenses  (A) + (B) 8,668.00 

 

 

(ii) Machine hour rate =  Rs. 8,668 

                                    176 

    = Rs. 49.25 

Answer 5 (a) 

(i) Statement of Profit as per financial records  

OR 

                                                Profit & Loss Account of the company 

                                                      (for the year ended Ashadh 31, 2072) 

Particulars (Rs.) Particulars (Rs.) 

To Opening stock:  By Sales 20,80,000 

Finished Goods 74,375 By Closing stock:  

Work-in-process 32,000 Finished Goods 41250 
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To Raw materials consumed 7,80,000 Work-in-Process 38,667 

To Direct labour 4,50,000 By Rent received 18,000 

To Factory overheads 3,00,000 By Interest received 45,000 

To Goodwill written off 1,00,000   

To Administration overheads 2,95,000   

To Selling & distribution overheads 61,000   

To Dividend paid 85,000   

To Bad debts 12,000   

To Profit 33,542   

 22,22,917  22,22,917 

 

 

                                           Statement of Profit as per costing records 

(for the year ended Ashadh 31,2072) 

Particulars (Rs.) (Rs.) 

Sales revenue (14,500 units) (A) 

Cost of Sales: 

 20,80,000 

Opening stock (875 units x Rs. 104) 91,000 

Add: Cost of production of 14,000 units 

(Refer to Working Note 1& 2) 

17,92,000 

        Rs.17,92,000 ˟ 375 units  

Less: Closing stock =            14000 Units ⎟ 

  

(48,000) 

Production cost of goods sold (14,500 units) 18,35,000 

Selling & distribution overheads (14,500 units x Rs.4) 58,000 

Cost of sales: (B) 18,93,000 18,93,000 

Profit: {(A) – (B)} 1,87,000 

 

(ii) Statement of Reconciliation 

        (Reconciling the profit as per costing records with the profit as per financial records) 

Particulars (Rs.) (Rs.) 

Profit as per Cost Accounts 1,87,000 

Add: Admin. overheads over absorbed 

(Rs.2,98,667 – Rs.2,95,000) 

3,667 

Opening stock overvalued (Rs. 91,000 – Rs.74,375) 16,625 

Interest received 45,000 

Rent received 18,000 83,292 

 2,70,292 

Less: Factory overheads under recovery 

(Rs. 2,98,667 – Rs.  2,95,000) 

30,000 

Selling & distribution overheads under recovery 

(` 61,000 – Rs. 58,000) 

3,000 

Closing stock overvalued (Rs. 48,000 – Rs.41,250) 6,750 

Goodwill written off 1,00,000 
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Dividend 85,000 

Bad debts 12,000 2,36,750 

Profit as per financial accounts 33,542 

  

Working Notes: 

1. Number of units produced 
Sales 

Units 
14,500 

Add: Closing stock 375 

Total 14,875 

Less: Opening stock 875 

Number of units produced 

2. Cost Sheet 

14,000 

 (Rs.) 

Raw materials consumed 7,80,000 

Direct labour 4,50,000 

Prime cost 12,30,000 

Factory overheads (60% of direct wages) 2,70,000 

Factory cost 15,00,000 

Add: Opening work-in-process 32,000 

Less: Closing work-in-process 38,667 

Factory cost of goods produced 14,93,333 

Administration overheads (20% of factory cost) 2,98,667 

Cost of production of 14,000 units 17,92,000 

 

Cost of production per unit: = 
Total Cost of Production         

=   
Rs. 17,92,000    =

     Rs.128
 

                                                      No. of units produced 14,000units 

 

Answer 6(a) 

                                       Books of Modern Constructions Ltd. 

Contract No. B-37 Account for the year ended 31st Ashadh,  2072 

Particulars (Rs.) Particulars (Rs.) 

To WIP b/d:  By Materials returned to Store 25,000 

- Work certified 9,40,000 By Material returned to suppliers 15,000 

- Work uncertified 11,200 By WIP c/d : 

To Stock (Materials) b/d 8,000 Work Certified  30,00,000 

To Materials issued 4,00,000 Uncertified work  32,000 30,32,000 

To Materials purchased 1,50,000 By Materials stock c/d 20,000 

To Wages paid 6,00,000  

Less: Opening O/s  (5,000)  

Add: Closing O/s 3,000 5,98,000  

To Architect’s fees 51,000  

To Plant Hire charges 50,000  

To Indirect expenses 10,000  
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To General overheads 18,000  

To Notional profit c/d 8,55,800  

 30,92,000  30,92,000 

To Profit and Loss    

 

 By Notional Profit b/d 8,55,800 

 2/3 ˟ Rs.855,800 ˟ 80/100   4,56,427  

     
    

To WIP Reserve   3,99,373  

 8,55,800  8,55,800 

Note: Fines and penalties are not shown in contract  accounts. 

Contractee’s Account 
 (Rs.)  (Rs.) 

To Balance c/d 24,00,000 By Balance b/d  (80% of 9,40,000) 7,52,000 

 By Bank 16,48,000 

 24,00,000  24,00,000 

 

Balance Sheet (Extract) as on 31.3.2072 

 (Rs.)  (Rs.) 

P & L A/c 4,56,427  Materials stock at site 20,000 

Less: Fines 12,000 4,44,427 Materials stock in store 25,000 

Outstanding wages 3,000 WIP: 

 Work Certified 30,00,000 

 Work Uncertified 32,000 

                                  30,32,000 

 Less: Advance 24,00,000 

                                     6,32,000 

  Less: WIP Reserve 3,99,373 2,32,627 

 

 

Answer 6 (b) 

(i) Statement of Equivalent Production 

 

Input Details Units Output Details Units Equivalent Production 

Material Labour & 

Units % Units % 

Opening WIP 2,000 Completed and transferred to 

process B 

35,000 35,000 100 35,000 100 

Units introduced 38,000 Normal Loss (5% of 40,000) 2,000 - - - - 

  Abnormal loss 1,000 1,000 100 800 80 

 _____ Closing WIP 2,000 2,000 100 1,600 80 

 40,000  40,000 38,000  37,400  
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(ii) Statement of Cost 

 

Details Cost at the 

beginning of the 

process  (Rs.) 

Cost added 

(Rs.) 

Total Cost 

(Rs.) 

Equivalent 

Production 

(units) 

Cost 

per 

unit 

(Rs.) 

Material 80,000 14,80,000 15,60,000   

Less : Value of Normal 

Scrap (2,000 units x 

Rs. 20) 

  40,000   

   15,20,000 38,000 40 

Labour 15,000 3,59,000 3,74,000 37,400 10 

Overheads 45,000 10,77,000 11,22,000 37,400 30 

     80 

 

(iii)  

Statement of Distribution of Cost (Rs.) 

i) Completed and transferred to Process B(35,000 units @ Rs.80) 28,00,000 

ii) Abnormal Loss – 1,000 units 

Materials (1,000 units @ Rs.40) 40,000 

Labour and overheads (800 units @ Rs.40) 32,000 72,000 

iii)   Closing W.I.P – 2,000 units  

Materials (2,000 units @ Rs.40) 80,000 

Labour and overheads (1,600 units @ Rs.40) 64,000 1,44,000 

 

(iv) Process A A/c 
 

Particulars Units (Rs.) Particulars Units (Rs.) 

To Balance:       

 Opening W.I.P. 2,000 1,40,000 By Normal Loss 2,000 40,000 

 Materials – Rs.80,000  (@Rs.20 per piece) 

 Labour – Rs.15,000 By Abnormal loss 1,000 72,000 

 Overheads – Rs.45,000 By Process B A/c 35,000 28,00,000 

To Materials introduced 38,000 14,80,000  (transferred to the 

next To Direct Labour 3,59,000  Process) 

To Overheads _____ 10,77,000 By Balance c/d 

(Closing 

WIP) 

  2,000   1,44,000 

  

40,000 30,56,000 

 

40,000 30,56,000 

Normal Loss A/c 

Particulars Units (Rs.) Particulars Units (Rs.) 

To Process A A/c 2,000 40,00

0 

By Cost Ledger Control  

A/c 

2,00

0 

40,000 
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Abnormal Loss A/c 

Particulars Units (Rs.) Particulars Units (Rs.) 

To Process A A/c 1,000 72,000 By Cost Ledger Control  

A/c 

1,000 20,000 

_____

_ 

By Costing Profit / Loss  

A/c 

52,000 

72,000  72,000 

 

Answer 6 (c) 

Calculation of quantity produced 

 Dept I (kg) Dept II (kg) Dept III (kg) 

Input 2,00,000 1,20,000 

(60% of 2,00,000 kg.) 

60,000 

(30% of 2,00,000 

Weight lost or added         (20,000) 

(10% of 2,00,000 kg.) 

           (20,000) 

(1/6 th of 120,000 kg.) 

60,000 

 1,80,000 1,00,000 1,20,000 

Production of X 1,20,000 1,00,000 -- 

Production of Y 60,000 -- 1,20,000 

(i) Statement of apportionment of joint cost 

 

 Product X Product Y 

Output (kg) 1,20,000 60,000 

Selling price per kg (Rs.) 8 4 

Sales value (Rs.) 9,60,000 2,40,000 

Share in Joint cost (4:1) 7,00,000 

(Rs. 8,75,000 × 4 ÷ 5) 

1,75,000 

(Rs. 8,75,000 × 1 ÷ 5) 

(ii) Statement of cost per kg 

 

 Product X Product Y 

Output (kg) 1,00,000 1,20,000 

 

Share in joint cost (Rs.) 7,00,000 1,75,000 

Cost per kg (Rs.) (Joint cost) 7.00 1.458 

Further processing cost (Rs.) 1,80,000 1,50,000 

Further processing cost per kg (Rs.) 1.80 1.250 

Total cost per kg (Rs.) 8.80 2.708 

 

(iii) Statement of profit 

 

 Product X Product Y 

Output (kg) 1,00,000 1,20,000 

Sales (kg) 90,000 1,15,000 

Closing stock 10,000 5,000 

 (Rs.) (Rs.) 

Sales @ Rs.10 and  Rs.4 for product X and Y respectively 9,00,000 4,60,000 
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Add: closing stock (kg) (at full cost) 88,000 13,540 

Value of production 9,88,000 4,73,540 

Less: Share in joint cost 7,00,000 1,75,000 

Further processing 1,80,000 1,50,000 

Profit 1,08,000 1,48,540 

 

(iv) Profitability statement, before and after processing 

 

 Product X Product X Product Y Product Y 

Before 
(Rs.) 

After 
(Rs.) 

Before 
(Rs.) 

     After 
        (Rs.) 

Sales Value 9,60,000 1,08,000 

(as per iii above) 

2,40,000 1,48,540 

(as per iii above) Share in joint costs 7,00,000 1,75,000 

Profit 2,60,000 65,000 

Product X should be sold at split off point and product Y after processing because of higher 

profitability. 

 

Answer 6 (d) 

(i) No. of passengers 160 seats ˟ 60% =  96 

 

 (Rs.) (Rs.) 

Fare collection (96 passengers ˟ Rs. 7,200) 6,91,200 

Variable costs: 

Fuel 96,000 

Food (96 passengers ˟ Rs.125) 12,000 

Commission (5% of Rs.6,91,200) 34,560 1,42,560 

Contribution per flight 5,48,640 

Fixed costs: 

Aircraft Lease 3,50,000 

Landing charges 72,000 4,22,000 

Net income per flight 1,26,640 

(ii) 

Fare collection (108 passengers ˟ Rs. 6,720) 7,25,760 

Variable costs: 

Fuel 96,000 

Food (108 passengers ˟ Rs.125) 13,500 

Commission (5% of Rs. 7,25,760) 36,288 1,45,788 

Contribution 5,79,972 

There is an increase in contribution by Rs. 31,332. Hence the proposal is  acceptable. 
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Answer 7 (a) 

Break- even point (in units) is 50% of sales i.e. 12,000  units. 

Hence, Break- even point (in sales value) is 12,000 units x Rs. 200 = Rs. 24,00,000 

(i) We know that Break even sale =  
Fixed Cost

 
                                                               P/ V ratio 

Or, Rs. 24,00,000 = 
Fixed Cost  

   
25% 

Or, Fixed Cost = Rs. 24,00,000 x 25% 

= Rs. 6,00,000 

So Fixed Cost for the year is Rs. 6,00,000 

(ii) Contribution for the year   = (24,000 units × Rs. 200) × 25% 

       = Rs. 12,00,000 

Profit for the year = Contribution – Fixed  Cost 

= Rs. 12,00,000 - Rs. 6,00,000 

= Rs. 6,00,000 

(iii) Target net profit is Rs.11,00,000 

Hence, Target contribution = Target Profit + Fixed  Cost 

            = Rs.11,00,000 + Rs. 6,00,000 

                 = Rs. 17,00,000 

Contribution per unit = 25% of Rs. 200 = Rs. 50 per unit 

No. of units  =  Rs. 17,00,000                =  34,000 unit 

   Rs.50 per unit 

So, 34,000 units to be sold to earn a target net profit of Rs. 11,00,000 for a   year. 

(iv) Net desired total sales ( Number of unit ˟  Selling price ) be x  then desired 

profit is 25% on cost or 20% on Sales i.e. 0.2x 

Desire Sales  = Fixed Cost + Desired Profit 

     P/V Ratio 

    =    600,000+0.2x 

     25% 

Or, 0.25x  = 6,00,000 + 02x 

Or, 0.05x  = 6,00,000 

Or,  x   = Rs. 1,20,00,000 

 

No. of units to be sold  = Rs. 1,20,00,000 

              Rs. 200 

     =   60,000 units 

(v) If Break- even point is to be brought down by 4,000 units then Break-even 

point will be 12,000 units – 4,000 units = 8,000  units 
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Let Selling price be Rs. x and fixed cost and variable cost per unit remain unchanged 

i.e.   Rs.6,00,000 and Rs. Rs. 150 respectively. 

Break even point: Sales revenue = Total cost 

8,000 x = 8,000 × Rs. 150 + Rs. 6,00,000 

Or, 8,000 x = Rs. 12,00,000 + Rs. 6,00,000 

 

          Or, x=  Rs. 18,00,000 

        8,000 

     = Rs.225 

Thus, Selling Price should be Rs. 225 

Hence, selling price per unit shall be Rs. 225 if Break-even point is to be brought down 

by 4,000 units. 

 

Answer 7 (b) 

(i) Budgeted selling price = 700 lakhs/ 40000 units = Rs. 1750 per unit. 

Budgeted variable cost = 440 lakhs/ 40000 units = Rs. 1100 per unit. 

Increased selling price = 1750 + 10% = Rs. 1925 per unit 

New volume 40000 – 10% = 36000 units  

 

Statement of Calculation of Profit 

                                                                                                         (Rs. In lakhs) 

Sales 36000 units at Rs. 1925 = 693.00 

Less: Variable cost: 36000 × 1100 = 396.00 

Contribution 297.00 

Less: fixed costs 202.50 

Profit 94.50 

(ii) Budgeted Material cost = 264 lakhs/ 40000 units = Rs. 660 per unit 

Increased material cost = 660×10% = 726 

Labour cost 52 lakhs/ 40000 units = 130 

Direct expenses, 124 lakhs/ 40000 units = 310 

Variable cost per unit 1166 

Budgeted selling price per unit 1750 

Contribution per unit(1750 – 1166) 584 

 

  Sales Volume = Fixed Cost + Profit 

    Contribution Margin 

 

    = 202.50 Lakhs + 57.50 Lakhs 

     Rs. 584 

= 44,521 units are to be sold to maintain the original profit of Rs. 57.50  lakhs. 
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Answer 8 (a) 

                               ABC Ltd. 

Budget for 85% capacity level for the period 2071-72 

Budgeted production (units)  85,000 

 Per Unit (Rs.) Amount (Rs.) 

Direct Material (note 1) 21.60 18,36,000 

Direct Labour (note 2) 10.50 8,92,500 

Variable factory overhead (note 3) 2.10 1,78,500 

Variable selling overhead (note 4)   4.32   3,67,200 

Variable cost 38.52 32,74,200 

Fixed factory overhead (note 3) 2,20,000 

Fixed selling overhead (note 4) 1,15,000 

Administrative overhead   1,76,000 

Fixed cost   5,11,000 

Total cost 37,85,200 

Add : Profit 20% on sales or 25% on total  cost   9,46,300 

Sales 47,31,500 

Contribution (Sales – Variable cost) 14,57,300 

Working Notes : 

1. Direct Materials : 

 

75% Capacity Rs. 15,00,000 65% Capacity Rs. 13,00,000 

65% Capacity Rs. 13,00,000 55% Capacity Rs. 11,00,000 

10% change in capacity    2,00,000 10% change in 

capacity 

   2,00,000 

For 10% increase in capacity, i.e., for increase by 10,000 units, the total direct 

material cost regularly changes by Rs. 2,00,000 

Direct material cost (variable) = Rs. 2,00,000 ÷ 10,000 = Rs.  20 

After 8% increase in price, direct material cost per unit = Rs. 20 × 1.08 = Rs. 21.60 

Direct material cost for 85,000 budgeted units = 85,000 × Rs. 21.60 = Rs. 18,36,000 

Direct Labour : 

 

75% Capacity Rs. 7,50,000 65% Capacity Rs. 6,50,000 

65% Capacity Rs. 6,50,000 55% Capacity Rs. 5,50,000 

10% change in capacity  1,00,000 10% change in capacity  1,00,000 

For 10% increase in capacity, direct labour cost regularly changes by Rs. 1,00,000. 

Direct labour cost per unit = Rs. 1,00,000 ÷ 10,000 = Rs. 10 

After 5% increase in price, direct labour cost per unit = Rs. 10 × 1.05 = Rs. 10.50  

Direct labour for 85,000 units = 85,000 units × Rs. 10.50 = Rs. 8,92,500. 

2. Factory overheads are semi-variable overheads: 

 

75% Capacity Rs. 3,50,000 65% Capacity Rs. 3,30,000 

65% Capacity Rs. 3,30,000 55% Capacity Rs. 3,10,000 

10% change in capacity     20,000 10% change in capacity     20,000 
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Variable factory overhead = Rs. 20,000 ÷ 10,000 = Rs. 2 

Variable factory overhead for 75,000 units = 75,000 × Rs. 2 = Rs. 1,50,000 

Fixed factory overhead = Rs. 3,50,000 – Rs. 1,50,000 = Rs. 2,00,000. 

Variable factory overhead after 5% increase = Rs. 2 × 1.05 = Rs. 2.10 

Fixed factory overhead after 10% increase = Rs. 2,00,000 × 1.10 = Rs. 2,20,000. 

3. Selling overhead is semi-variable overhead : 

 

75% Capacity Rs. 4,00,000 65% Capacity Rs. 3,60,000 

65% Capacity Rs. 3,60,000 55% Capacity Rs. 3,20,000 

10% change in capacity     40,000 10% change in capacity     40,000 

Variable selling overhead = Rs. 40,000 ÷ 10,000 units = Rs. 4 

Variable selling overhead for 75,000 units = 75,000 × Rs. 4 = Rs. 3,00,000.  

Fixed selling overhead = Rs. 4,00,000 – Rs. 3,00,000 = Rs. 1,00,000                  

Variable selling overhead after 8% increase = Rs. 4 × 1.08 = Rs. 4.32 

Fixed selling overhead after 15% increase = Rs. 1,00,000 × 1.15 = Rs. 1,15,000 

4. Administrative overhead is fixed : 

After 10% increase = Rs. 1,60,000 × 1.10 = Rs. 1,76,000 

 

Answer 8 (b)  

Working Note :  

Total Annual Production (in units) 

Sales in 4 quarters 1,53,750   units 

Add : Closing balance 16,250   units 

                                                                                                                1,70,000   units 

Less : Opening balance 10,000   units 

Total number of units to be produced in the  next year 1,60,000 

 

(i) Production Budget (in units) 
        I  II III IV           Total Units 

Sales 30,000 37,500 41,250 45,000   1,53,750 

Production in current quarter 24,000 30,000 33,000 36,000 

(80% of the sale of current quarter) 

Production for next quarter 7,500 8,250 9,000 12,250* 
(20% of the sale of next quarter) 

Total production 31,500 38,250 42,000 48,250   1,60,000  
* Difference figure. 
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(ii) Raw material consumption budget in quantity 

  

I 

 

II 

Quarters 

II

 

IV 

Total 

Units to be produced in 
     

each quarter: (A) 31,500 38,250 42,000 48,250 1,60,000 

Raw material con-      

sumption p.u. (kg.): (B) 2 2 2 2  

Total raw material      

consumption (Kg.) : (A × B) 63,000 76,500 84,000 96,500 3,20,000 

(iii) Raw material purchase budget (in  quantity) 
 

 Raw material required for production (kg.) 3,20,000 

 Add : Closing balance of raw material (kg.)                         5,000 

  3,25,000 

 Less : Opening balance (kg.)                       10,000 

 Material to be purchased (kg.) 3,15,000 

Raw material purchase budget (in  value) 

Quarters % of annual require- Quantity of Rate Amount 

 ment (Qty.) for pur- raw material kg.  

 chasing raw material 

(kg.) 

to be purchased  
(Rs. ) 

 
(Rs. ) 

(1) (2) (3 (4) (5) = (3) × (4) 

I 30 94,500 2 1,89,000 

  (3,15,000 kg. × 30%)   

II 50 1,57,500 3 4,72,500 

  (3,15,000 kg. × 50%)   

III 20 63,000 4 2,52,000 

  (3,15,000 kg. × 20%)   

Total :  3,15,000  9,13,500 

 

Answer 9 (a) 

The crux of standard costing lies in variance analysis. Standard costing is the  technique 

whereby standard costs are predetermined and subsequently compared with the recorded actual 

costs. It is a technique of cost ascertainment and cost control. It establishes predetermined 

estimates of the cost of products and services based on management’s standards of efficient 

operation. It thus lays emphasis on “what the cost should be”. These should be costs are when 

compared with the actual costs. The difference between standard cost and actual cost of actual 

output is defined as the v a r i a n c e . 

The variance in other words in the difference between the actual performance and  the 
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standard performance. The calculations of variances are simple. A variance  may  be   

favourable or unfavourable. If the actual cost is less than the standard cost, the variance is 

favourarable but if the actual cost is more than the standard cost, the variance will be 

unfavourable. They are easily expressible and do not provide detailed analysis to enable 

management of exercise control over them. It is not enough to know the figures of these 

variances from month to month. We in fact are required to trace their origin and causes of 

occurrence for taking necessary remedial steps to reduce / eliminate  them. 

A detailed probe into the variance particularly the controllable variances helps the 

management to ascertain: 

(i) the amount of variance 

(ii) the factors or causes of their occurrence 

(iii) the responsibility to be laid on executives and departments  and 

(iv) corrective actions which should be taken to obviate or reduce the  variances. 

Mere calculation and analysis of variances is of no use. The success of variance analysis 

depends upon how quickly and effectively the corrective actions can be taken on the 

analysed variances. In fact variance gives information. The manager needs to act on the 

information provided for taking corrective action. Information is the means and action taken 

on  it  is  the end. In other words, the calculation of variances in standard costing is not an 

end in itself, but    a means to an end. 

 

b)  (i) Material variances: 

(a) Direct Material Cost Variance   =  Standard Cost – Actual Cost 

                                                               = (40,960 units × 5 kg.× Rs. 4.20) – (2,05,600 kg.× Rs.4.50) 

=  Rs. 8,60,160 – Rs.9,25,200 =  Rs. 65,040 (A) 

(b) Material Price Variance =  Actual Qty. (Std. Price – Actual  Price) 

                                                                       =  2,05,600* kg. (Rs. 4.20 –  Rs.4.50) = Rs. 61,680 (A) 

(*Material variances are calculated on the basis of  consumption) 

(c) Material Usages Variance =  Std. Price (Std. Qty. – Actual  Qty.) 

=  Rs. 4.20 (40,960 units ˟ 5 kg. – 2,05,600 kg.) 

= Rs. 3,360 (A) 

(ii) Labour Variances and Overhead Variances: 

(a) Labour Cost Variance = Standard cost – Actual cost 

= (40,960 units × 3 hours × Rs. 3) – Rs. 3,87,840 

= Rs.19,200 (A) 

(b) Labour Rate Variance = Actual Hours (Std. Rate – Actual Rate) 

  = 1,21,200 hours (Rs. 3 – Rs.3.20) 

(c) Labour Efficiency Variance 

= Rs.24,240 (A) 

= Std. Rate (Std. Hour – Actual Hour) 

= Rs. 3 (40,960 units × 3 hour – 1,21,200 hour) 
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= Rs. 5,040 (F) 

(d) Total Factory Overhead Variance 

=  Factory Overhead Absorbed – Actual Factory Overhead 

= (Actual Hours × Std. Rate) – Actual Factory  Overhead 

= (40,960 units × 3 hours × Rs.1.20) –  Rs.1,00,000 

= Rs. 47,456 (F) 

 

(iii) Preparation of Income Statement 

Calculation of unit selling price (Rs.) 

Direct material 21.00 

Direct labour 9.00 

Factory overhead 3.60 

Factory cost 33.60 

Margin 25% on factory cost 8.40 

Selling price 42.00 

 

Income Statement 

 (Rs.) (Rs.) 

Sales (40,000 units × Rs. 42) 16,80,000 

Less: Standard cost of goods sold (40,000 units ×  

Rs.33.60) 
13,44,000 

 3,36,000 

Less: Adverse Variances: 

Material Price variance 61,680 

Material Usage variance 3,360 

Labour Rate variance 24,240 89,280 

 2,46,720 

Add: Favourable variances: 

Labour efficiency variance 5,040 

Factory overhead 47,456 52,496 

Actual gross margin 2,99,216 

(iv)  

Labour hour saved (Rs.) 

Standard labour hours (40,960 units ˟ 3  hours) 1,22,880 

Actual labour hour worked 1,21,200 

Labour hour saved 1,680 

Bonus for saved labour = 50% (1,680 hours ˟ Rs. 3) = Rs. 2,520. 
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Answer 10 (a) 

The main Objectives of Uniform Costing are as follows: 

(i) Facilitates Comparison: To facilitate the comparison of cost and performances of 

different units the same industry; it provides objective basis. 

(ii) Eliminates Unhealthy Competition: To eliminate unhealthy competition among the 

different units of an industry. 

(iii) Improves Efficiency: To improve production capacity level and labour efficiency by 

comparing the production costs of different units with each other. 

(iv) Provides Relevant Date: To provide relevant cost information/data to the Government 

for fixing and regulating prices of the products. 

(v) Ensures Standardisation: To bring standardization and uniformity in the operation of 

participating units: 

(vi) Reduces Cost: To reduce production, administration, selling and distribution cost, and 

to exercise control on fixed costs. 

Answer 10 (b) 

The following are the limitations in the implementation of a scheme of Inter-firm 

Comparison: 

(i) There is a fear of losing secrecy of the production method or some peculiar process or 

method among the top management.. 

(ii) Middle management is usually not convinced with the utility of such a comparison. 

(iii) In the absence of suitable cost accounting system, the figures supplied may not be 

reliable for the purpose of comparison. 

(iv) Suitable basis for comparison may not be available.  

Answer 11 

Cost Control Cost Reduction 

1. Cost control aims at  maintaining  the  costs in 

accordance with the established standards. 

1. Cost reduction is  concerned with reducing 

costs. It challenges all standards and 

endeavours to better them continuously 

2. Cost   control   seeks   to  attain  lowest 

possible cost under existing conditions. 

2.  Cost  reduction  recognises  no  condition as 

permanent, since a change will result in 

lower cost. 

3. In case of Cost Control, emphasis  is on 

past and present 

3. In   case   of   cost   reduction   it  is   on 

present and future. 

4. Cost Control is a preventive function 4.     Cost reduction is a corrective function.   It 

operates even when an efficient cost 

control system exists. 

5. Cost   control   ends   when targets  are 

achieved 
5. Cost reduction has no visible end. 
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