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 PAPER 5: COST AND MANAGEMENT ACCOUNTING 

 

 Cost Concepts and Costing Methods: 
Question No. 1 

a)  Define the terms „Cost center‟ and „Cost unit‟.  

b) Indicate whether the following statements are True or False: 

(i) Fixed cost per unit remains fixed. 

(ii) All costs are controllable. 

(iii) Conversion cost is equal to direct wages plus factory overhead. 

(iv) Variable cost per unit varies with increase or decrease in the volume of output. 

(v) Depreciation is an output of pocket cost. 

(vi) An item of cost that is direct for one business may be indirect for another. 

c) How does a production account differ from a cost sheet? 

d) Define explicit costs. How is it different from implicit costs? 

 

Material Control: 

Question No. 2 
a. List five types of inefficiencies in the use of materials that may be discovered as a result of investigating 

material quantity variances.  

 

b. Explain briefly how storage losses and insurance costs on stock of raw materials are to be treated in costs. 

 

c. A manufacturer of Butwal purchased three Chemicals A, B, C from India. The invoice gave the following 

information: 

Chemical A: 3,000 kg @ Rs. 4.20 per kg    12,600 

Chemical B: 5,000 kg @ Rs. 3.80 per kg    19,000 

Chemical C: 2,000 kg @ Rs. 4.75 per kg    9,500 

Sales Tax        2,055 

Freight Charges       1,000 

Total        44,155 

 

A Shortage of 200 kg in Chemical A, 280 kg in Chemical B and 100 kg in Chemical C was noticed due to 

breakage. At Butwal, the manufacturer paid duties @ Re. 0.10 per kg. He also paid Cartage Rs. 22 for 

Chemical A, Rs. 63.12 for Chemical B and Rs. 31.80 for Chemical C. Calculate the stock rate that you would 

suggest for pricing issue of chemical assuming a provision of 5 % towards further deterioration. 

 

d. Mayaz Ltd. has received an offer quantity discount on his order of materials as under: 

Price per ton(Rs.)  Order quantity  

1,200    Less than 500 

1,180    500 and Less than 1,000 
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1,160    1,000 and Less than 2,000 

1,140    2,000 and Less than 3,000 

1,120    3,000 and above 

The annual requirement for the material is 5,000 tons. The ordering cost per order is Rs. 1,200 and the stock 

holding cost is estimated at 20%. You are required to compute the most economical order quantity. 

 

What would be your answer to the above question if there are no discounts offered and the price per ton is Rs. 

1,500? 

 

Labor Control: 

Question no. 3 
a. What is overtime premium? Explain the treatment of overtime premium in cost accounting. 

b. Calculate the earnings of workers A and B from the following particulars for a month and allocate the labor 

cost to the jobs X, Y, and Z. 

A   B 

Basic Wages     Rs. 100   Rs. 160 

Dearness Allowances    50%   50% 

Contribution to Provident Fund 

(On basic wages)     8%   8% 

Contribution to Employees‟ Insurance  2%   2% 

(On basic wages) 

Overtime      10 Hours 

The normal working hours for the month are 200. Overtime is paid at double the total of normal 

wages and dearness allowance. Employers‟ contribution to Employees‟ Insurance and Provident 

Fund are at equal rates of employees‟ contribution. The two workers were employed on jobs X, Y, Z 

in the following proportions: 

Jobs 

      X   Y   Z 

Worker A   40%  30%  30% 

Worker B   50%  20%  30% 

 

Overtime was done on Job Y. 

 
c. Which is better plan out of Hasley 50% bonus scheme and Rowan bonus scheme for an efficient worker? In 

which situation the worker gets same bonus under both schemes? 

 

d. From the following information, calculate labor turnover rate and labor flux rate. 

No. of workers as on 01.01.2000 = 7,600 

No. of workers as on 31.12.2000 = 8,400 

 

During the year, 80 workers left while 320 workers were discharged 1,500 workers were recruited 

during the year of which 300 workers were recruited because of exits and rest were recruited in 

accordance with the expansion plans. 
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Overhead Control: 

Question no. 4 
a. A cost center in a factory furnishes the following working conditions: 

Normal working week     40 hours 

No. of machines     15 

Normal weekly loss of hours on maintenance 4 hrs. per machine 

Estimated annual overhead    Rs. 155,520 

Estimated direct wage rate    Rs. 3 per hour 

No. weeks worked per year    48 

Actual results during a four week period: 

Overhead incurred     Rs. 15,000 

Wages incurred     Rs. 7,000 

Machine hours produced    2,200 

You are required to: 
i. Calculate the overhead rate per machine hour. 

ii. Calculate the amount of under and over absorption of both wages and overhead. 

 

b. The level of production activity fluctuates widely in your company from month to month. Because of this, the 

incidence of depreciation on unit cost varies considerably. Suggest a suitable method under the situation. 

 

c. A Ltd. manufactures two products X and Y. The manufacturing  division consists of two production 

departments P1 and P2 and two services S1 and S2. 

Budgeted overhead rates are used in the production departments to absorb factory overheads to the 

products. The rate of Department P1 is based on direct machine hours, while the rate of Department 

P2 is based on direct labor hours. In applying overheads, the pre-determined rates are multiplied by 

actual hours. 

For allocating the services department costs to production departments, the basis adopted is as 

follows: 
(i) Cost of Department S1 to Department P1 and P2 equally, and 

(ii) Cost of Department S2 to Department P1 and P2 in the ratio 2:1 respectively. 

The following budgeted and actual data are available: 

Annual profit plan data: 

Factory overhead budgeted for the year: 
  Rs.      Rs. 

Departments P1 2,550,000   S1 600,000 
 P1 2,175,000   S2 450,000 

 

Budgeted output in units: 

Product X – 50,000 

Product Y – 30,000 

Budgeted raw material cost per unit: 
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Product X – Rs. 120 

Product Y – Rs. 150 

Budgeted time required for production per unit: 

Department P1:  Product X: 1.5 machine hours 
  Product Y: 1.0 machine hours 

 

Department P2:  Product X: 2 direct labor hours 
  Product Y: 2.5 direct labor hours 

 

Average wage rates budgeted in department P2 are: Product X – Rs. 72 per hour and Product Y – 

Rs. 75 per hour. 

All materials are used in Department P1 only. 

Actual data (for the month of June, 2014) 

Units actually produced: Product X: 4,000 units 
   Product Y: 3,000 units 

Actual direct machine hours worked in department P1: On product X – 6,100 hours, Product Y – 

4,150 hours. 

Actual direct labor hours worked in department P2: On product X – 8,200 hours, Product Y – 

7,400 hours. 

Costs actually incurred: 
   Product A   Product B 

Raw materials:  Rs. 489,000   Rs. 456,000 

Wages:  Rs. 591,900   Rs. 552,000 

Overheads:  

    P1 Rs. 231,000  S1 Rs. 60,000 
  P2 Rs. 204,000  S2 Rs. 48,000 

You are required to: 
(i) Compute the predetermined overhead rate for each production department. 

(ii) Prepare a performance report for the month of June 2014 that will reflect the budgeted costs and actual 

costs. 

 

d. Distinguish between cost allocation and cost absorption. 

 

 

 

 

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

Question no. 5 
a. Journalize the following transactions assuming that Cost and Financial accounts are integrated:  

 

(i) Materials issued: 

Direct  425,000 

Indirect  115,000 
 

(ii) Allocation of wages(25% indirect) 650,000 

 

(iii) Under/Over absorbed overheads: 
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Factory (Over)   350,000 

Administration (Under)  175,000 
 

(iv) Payment of Sundry Creditors  220,000 

 

(v) Collection from Sundry Debtors  360,000 

 

b. When is the reconciliation Statement of Cost and Financial accounts not required? 

c. The financial statements of Kamal Manufacturers Ltd. reveal the following for the year ended 16 July 2014: 

Rs. In thousands 

 Sales (20,000 units)       4,000 

 Materials         1,600 

 Wages         800 

 Factory overheads       720 

 Office and Administrative overheads     416 

 Selling and distribution overheads     288 

 Finished goods (1,230 units)      240  

 Work in progress   48 

 Labor     32 

 Overheads (Factory)   32    112 

 Goodwill written off       320 

 Interest on capital       32 

 

In the costing records, factory overhead is charged at 100% wages, administration overhead 10% of 

factory cost and selling and distribution overhead at the rate of Rs. 16 per unit sold. 

 

Prepare a statement reconciling the profit as per cost records with the profit as per financial records 

of the company.     

   

 

 

 

 

Methods of Costing 

Question no. 6 
a. SB Constructions Limited has entered into a contract at an agreed price of Rs. 15,000,000 subject to an 

escalation clause for material and labor as spent out on the contract and the corresponding actuals are as 

follows: (June 2014)  

Material:  Actual 

Quantity 

in tons 

Rate per 

Ton (Rs.) 

Quantity 

in tons 

Rate per 

Ton (Rs.) 

A 3,000 1,000 3,400 1,100 

B 2,400 800 2,300 700 

C    500 4,000 600 3,900 

D    100 30,000 90 31,500 

 

Labor:  Standard Actual 

Hours Hourly Hours Hourly 
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Rate (Rs) Rate (Rs) 

L1 60,000 15 56,000 18 

L2 40,000 30 38,000 35 

 

You are required to: 
(i) Give your analysis of admissible escalation claim and determine the final contract price payable. 

(ii) Prepare the contract account, if all the expenses other than material and labor related to the contract 

are Rs. 1,345,000. 

 

b. A transport company has been given a 40 kilometer long route to run 5 buses. The cost of each bus is Rs. 6, 

50,000. The buses will make 3 round trips per day carrying on an average 80% passengers of their seating 

capacity. The seating capacity of each bus is 40 passengers. The buses will run on an average 25 days in a 

month. The other information for the year 2013-14 are given below 

Garage rent    Rs. 4,000 per month 

Annual repairs and maintenance Rs. 22,500 each bus 

Salaries of 5 drivers   Rs. 3,000 each per month 

Wages of 5 conductors  Rs. 1,200 each per month 

Manager‟s salary   Rs. 7,500 per month 

Road tax, permit fee, etc.  Rs. 5,000 for a quarter 

Office expenses   Rs. 2,000 per month 

Cost of diesel per liter  Rs. 33 

Kilometer run per liter for each bus 6 kilometers 

Annual depreciation   15% of cost 

Annual insurance   3% of cost 

 

You are required to calculate the bus fare to be charged from each passenger per kilometer, if the 

company wants to earn profit of 33 1/3 percent on taking (total receipts from passengers). 
c. A company within the food industry mixes powdered ingredients in two different processes to produce one 

product. The output of Process I becomes the input of Process II and the output of Process II is transferred to 

the packing department. 

From the information given below, you are required to open accounts for Process I, Process II, 

abnormal loss and packing department and to record the transactions for the week ended 24
th

 

February, 2014. 

Process I 

Input: 

Material A    6000 kilograms at 50 paisa per kilogram 

Material B    4000 kilograms at Rupee 1 per kilogram 

Mixing Labor   430 hours at Rs. 2 per hour 

Normal Loss   5 % of weight input, disposed at 16 paisa per kg 

Output    9,200 kg 

  

No work in process at the beginning or end of the week. 

Process II 

Input: 

Material C    6,600 kilograms at Rs. 1.25 per kilogram 

Material D    4,200 kilograms at Re. 0.75 per kilogram 

Flavoring essence   Rs. 330 

Mixing Labor   370 hours at Rs. 2 per hour 

Normal Waste   5 % of weight input with no disposal value 

Output    18,000 kilograms 
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No work in process at the beginning of the week but 1,000 kilograms in process at the end of the 

week and estimated to be only 50% complete so far as labor and overhead were concerned. 

Overhead of Rs. 3,200 incurred by the two processes to be absorbed on the basis of mixing labor 

hours. 
 

d. Distinguish between Job costing and Process costing. 

 

e. A company‟s plant processes 150,000 Kg. of raw material in a month to produce two products P and Q. The 

cost of raw material is Rs. 12 per kg. The process costs month are: 

Rs. 

Direct Materials    90,000 

Direct Wages    120,000 

Variable Overheads    100,000 

Fixed Overheads    100,000 

 

The loss in process is 5% of input and the output ratio of P and Q which emerge simultaneously is 

1:2. The selling prices of the two products at the point of split off are Rs. 12 /kg for product P and Rs. 

20/kg for product Q. A proposal is available to process P further by mixing it with other purchased 

materials. The entire current output of the plant can be so processed further to obtain a new produce 

S. The price per Kg. of S is Rs. 15 and each kg of output of S will require one kilogram of product P 

as an input. The cost of processing of P into S (including other materials) is Rs. 185,000 per month. 

You are required to prepare a statement showing monthly profitability based both on the existing 

manufacturing operations and on further processing. Do you recommend further processing? 

 

Cost Concepts for Decision Making 

Question no. 7 
a. What is the meaning of Margin of Safety (MOS)? State the relationship between Operating Leverage and 

Margin of safety Ratio. 

b. What do you understand by Key Factor?  

c. Mega Co. has just completed its first year of operations. The unit costs on a normal coating basis are as under:  

       Rs. 

Direct material 4 Kg @ Rs. 4   16 

Direct labor 3 hrs. @ Rs. 18   54 

Variable Overhead 3 hrs. @ Rs. 4  12 

Fixed Overhead 3 hrs. @ Rs.6   18 

       100 

Selling and administrative costs: 

Variable    Rs. 20 per unit 

Fixed     Rs. 760,000 

During the year the company has the following activity: 
Units produced   = 24,000 

Units sold   = 21,500 
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Unit selling price  = Rs. 168 

Direct labor hours worked = 72,000 

Actual fixed overhead was Rs. 48,000 less than the budgeted fixed overhead. Budgeted variable overhead 

was Rs. 20,000 less than the actual variable overhead. The company used an expected actual activity level 

of 72,000 direct labor hours to compute the predetermine overheads rates. 

 

Required: 

(i) Compute the unit cost and total income under: 

a. Absorption Costing 

b. Marginal Costing 

(ii) Under or over absorption of overhead 

(iii) Reconcile the difference between the total income under absorption and marginal costing. 

 

d. Distinguish between Marginal and Absorption Costing. 

 

Costing for Planning and Control – Budgets 

Question no. 8 
a. List the eight functional budgets prepared by a business. 

b. The following data are available in a manufacturing company for a year period: 

 

Fixed expenses     Rs. (lakhs) 

Wages and salaries    9.5 

Rent, rates and taxes    6.6 

Depreciation     7.4 

Sundry administrative expenses   6.5 

 Semi-variable expenses (at 50% capacity) 

 Maintenance and repairs   3.5 

 Indirect labor     7.9 

 Sales department salaries etc.    3.8 

 Sundry administrative expenses   2.8 

  

 Variable expenses (at 50% of capacity) 

 Materials     21.7 

 Labor      20.4 

 Other expenses     7.9 

       98.0 

Assume that the fixed expenses remain constant for all levels of production, semi-variable expenses 

remain constant between 45% and 65% of capacity increasing by 10% between 65% and 80% 

capacity and by 20% between 80% and 100% capacity. 

 

Sales at various levels are: 

      Rs. (lakhs) 

50% capacity      100 
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60% capacity     120 

75% capacity     150 

90% capacity     180 

100% capacity     200 

 

Prepare a flexible budget for the year and forecast the profits at 60%, 75%, 90% and 100% of 

capacity. 

 

Uniform Costing and Inter firm comparison 

Question no. 9 
a. What do you mean by Uniform Costing? Enumerate the points on which uniformity is essential before 

introducing uniform costing system? 

b. Write short notes on Uniform Cost Manual. 

c. Write the limitations of inter-firm comparison. 

 

Cost Control and Cost Reduction 

Question no. 10 Write short notes on Value Analysis. 

 

Cost Audit 

Question no. 11 What are the important aspects of cost audit? How is it useful to the shareholders of a 

company? 

 

 

 
SUGGESTED ANSWERS/ HINTS 

 

Answer 1(a) 

Cost center: 

 The term cost center is defined as a location, person or an item of equipment or a group of these for which costs 

may be ascertained and used for the purpose of cost control. Cost centers can be personal cost centers, 

impersonal cost centers, operation cost centers and process cost centers. 

  

Cost Unit: 

 The term cost unit is defined as a unit of quantity of product, service or time (or a combination of these) in 

relation to which costs may be ascertained or expressed. It can be for a job, batch, or product group. 

  

 Answer 1(b) 

(i) False 

(ii) False 

(iii) True 

(iv) False 

(v) False 

(vi) True 
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Answer 1(c) 

The following are the differences between a production account and a cost sheet: 

(i) Production Account is based on double entry system whereas cost sheet is not based on double entry 

system. 

(ii) Production Account consists of two parts. The first part shows cost of the component and total 

production cost. The second part shows the cost of sales and profit for the period. Cost sheet presents the 

elements of costs in a classified manner and the cost ascertained at different states such as prime cost, 

works cost, cost of production, cost of goods sold, cost of sales and total cost. 

(iii) Production Account shows the cost in aggregate and thus facilitates comparison with other financial 

accounts. Cost sheet shows the cost in a detailed and analytical manner which facilitates comparison of 

cost for the purpose of cost control. 

(iv) Production Account is not useful for preparing tenders or quotations. Estimated cost sheets can be 

prepared on the basis of actual cost sheets and these are useful for preparing tender quotations. 

 

Answer 1(d) 

Explicit Costs: These costs are also known as out of pocket costs. They refer to those costs which 

involves immediate payment of cash. Salaries, wages, postage and telegram, interest on loan etc. are 

some examples of explicit costs because they involve immediate cash payment. These payments are 

recorded in the books of account and can be easily measured.  

Main differences between explicit and implicit costs are: 
(i) Implicit costs do not involve any immediate cash payment. As such they are also known as imputed 

costs or economic costs. 

(ii) Implicit cost are not recorded in the books of account but yet, they are important for certain types of 

managerial decisions such as equipment replacement and relative profitability of two alternative 

courses of action. 

 

Answer 2(a) 

The five types of inefficiencies in the use of materials that may be discovered as a result of investigating materials 

quantity variances are as follows: 

i. Purchase of inferior quality of materials 

ii. Inefficient labor force leading to excessive utilization of materials. 

iii. Defective machines, tools and equipment and bad or improper maintenance leading to breakdowns resulting 

in excessive usage of materials. 

iv.  Inaccurate technical specifications and slackness in inspection may cause more rejections, resulting in 

greater requirement of materials for rectification of defects. 

v. Faulty material processing. 

Answer 2(b) 

Storage Losses: The losses arising out of storage of material can be classified into two categories. The 

treatment of losses under each category in Cost Accounts is as follows: 

 Losses due to reason like evaporation, shrinkage, absorption and moisture, etc. are considered as normal losses. 

Such losses are absorbed by good production units by inflating the cost of material issued for production. 

 Losses due to fire, flood, storm, theft etc. are treated as abnormal losses. If these losses are heavy and are not 

recoverable from insurance authorities, it is preferred to charge them to Costing Profit and Loss Account. 

Insurance costs on stocks of raw materials: The amount paid as insurance costs on stocks of raw 

materials is meant for covering the risk which may arise due to fire, theft, riot etc. The insurance cost is 

apportioned over different materials on the basis of their value. The cost may be charged directly to cost 

of material. 
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Answer 2(c)  

Statement showing the Issue rate of Chemicals 

Particulars 
A B C 

Rs. Rs. Rs. 

Purchase Price  12,600 19,000 9,500 

Add: Sales tax @ 5% of Purchase price (W.N. 

2) 

630 950 475 

Add: Freight charges in the ratio 3:5:2 (W.N. 

3) 

300 500 200 

Add: Duty @ 0.10 per kg (W.N. 1) 280 472 190 

Add: Cartage costs 22 63.12       31.80               

Total Price 13,832 20,985.12 10,396.8 

 

Calculation of Rate of issue: A B C 

Rate of issue =  Total price of 

chemical 

Qty. available for use (W.N. 

1) 

Rs. 

13,832 

2,660 kg. 

Rs.20,985.12 

4,484 kg. 

Rs.10,396.8 

1,805 kg. 

 Rs. 5.20 Rs. 4.68 Rs. 5.76 

 

Therefore, the rate of issue for per Kg. of material A, B and C are Rs. 5.20, Rs. 4.68 and Rs. 5.76 

respectively. 

 

 

Working Notes (W.N.): 
1. Statement showing the quantity of Chemicals available for issue 

   A  B  C 

   Kg.  Kg.  Kg. 

  Quantity purchased  3,000  5,000  2,000 

  Less: Shortage  

  (Assumed to be normal)  200  280  100 

  Quantity received  2,800  4,720  1,900 

  Less: Provision for further  

  Deterioration 5%  140  236  95 

  Quantity available for use 2,660  4,484  1,805 
  

2. Rate of Sale Tax:  

  (Sales Tax/Total Purchase price of Chemicals) x100 

  = (Rs. 2,055/Rs. 41,100) x 100 = 5% 
 

3. Freight Charges: It has been charged on the basis of quantity purchased i.e. A: 3,000 kg, B: 5,000 kg, C: 

2,000 kg in the ratio of 3:5:2. 

 

Answer 2(d) 

 

Statement of calculation of total costs for annual requirement of 5,000 tons at various order sizes 

(a) (b = 5000/ (c) (c x 5,000 (b x Rs. (1/2 of a) x  
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a) tons) 1,200) (20% of c) 

Order 

Size 

No. of 

orders 

Cost 

per unit 

(Rs.) 

Cost of 

inventory 

(Rs.) 

Ordering 

cost  

(Rs.) 

Carrying cost 

(Rs.) 

Total 

costs 

(Rs.) 

400 12.5 1,200 6,000,000 15,000 48,000 6,063,000 

500 10 1,180 5,900,000 12,000 59,000 5,971,000 

1,000 5 1,160 5,800,000 6,000 116,000 5,922,000 

2,000 5 1,140 5,700,000 3,000 228,000 5,931,000 

3,000 1.666  5,600,000 2,000 336,000 5,938,000 

 

From the above table, the total cost of 5,000 units including ordering and carrying costs is minimum (Rs. 

59, 22,000) when the order size is 1,000 units. Hence the most economical order size is 1,000 units. 

 

If no discount is offered and the price per ton is Rs. 1,500 then at annual requirement of 5,000 units most 

economical purchase order can be calculated as follows: 

 

 

EOQ = √2AO/C 

         = √ (2 x 5,000 x 1,200)/ (20 % x 1,500) 

         = 200 tons 

Where; A= Annual inventory requirement  

         O= Ordering cost per order 

         C= Carrying cost per unit 

 

 

 

   

 

Answer 3(a) 

Overtime is the amount of wages paid for working beyond normal working hours as specified by a 

mutual agreement between the workers union and the management. The payment of overtime consists of 

two elements, the normal wages i.e. the usual amount and the extra payment i.e. the premium. The 

amount of extra payment paid to a worker under overtime is known as overtime premium. 

In cost accounting overtime premium is treated as follows: 
a. If the overtime is resorted to at the desire of the customer, then the entire amount of the overtime including 

overtime premium should be charged to the job directly. 

b. If it is due a general pressure of work to increase the output, the premium as well as overtime wages may 

be charged to general overheads. 

c. If it is due to the negligence or delay of workers of a particular department, it may be charged to the 

concerned department. 

d. If it is due to circumstances beyond control, it may be charged to Costing Profit & Loss Account. 

 

Answer 3(b) 

Statement showing earnings of worker A and B 
      A   B 

      Rs.   Rs. 

Basic wages     100   160 

Dearness Allowance 

(50% of basic wages)    50   80 

Overtime wages 

(Refer W.N. 1)     15   - 
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Gross wages earned    165   240 

Less: 

Provident Fund - 8% of basic wages  (8)   (12.8) 

Employees‟ Insurance - 2% of basic wages (2)   (3.2) 

Net wages Paid     155   224 

 

Statement of labor cost: 

Gross Wages (Excluding overtime)  150   240 

Employers‟ Contribution      10     16 

Ordinary wages     160   256 

Labor rate per hour    0.80   1.28 

     (Rs.160/200)  (Rs. 256/200) 

 

Statement showing Allocation of wages to Jobs 

 

       Total Wages  X  Y  Z 

    Rs.  Rs.  Rs.  Rs. 

Worker A: 

Ordinary wages (4:3:3)  160  64  48  48 

Overtime   15  -  15  -  

 

Worker B: 

Ordinary wages (5:2:3)  256  128  51.20  76.8 

    431  192  114.2  124.8  

Working notes (W.N.): 
1. Calculation of overtime 

Overtime = (2 x (Basic wage + D.A) /200) x 10 hours 

= 2 x (Rs. 150/200) x 10 hours = Rs. 15 

 

Basic Wages are considered as Normal wages. 
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Answer 3(c): 

Rowan Bonus Scheme pays more bonus if the time saved is below the 50% of time allowed and if the 

time saved is more than 50% of time allowed then Hasley bonus scheme pays more bonus. Generally, 

time saved by a worker is not more than 50 % of time allowed. So, the Rowan bonus scheme is better for 

an efficient worker. When the time saved is equal to 50% of time allowed, then both plan pays same 

bonus to a worker. 

Bonus under Halsey Plan: 

Standard wage rate x 50/100 x Time Saved      

Bonus under Rowan Plan: 

Standard wage rate x Time Taken/Time allowed x Time Taken   

Bonus under Halsey Plan will be equal to the Bonus under Rowan Plan when the following condition 

holds good: 

Standard wage rate x 50/100 x Time saved = Standard wage rate x Time taken/time allowed x time saved 

Or, ½ = time taken/time allowed 

Or, time taken = ½ of time allowed 

Hence, when the time taken is 50% of the time allowed, the bonus under Halsey and Rowan plans is 

equal. 

 

Answer 3(d) 

Labor Turnover rate: 

It comprises of computation of labor turnover by using following methods: 
(i) Separation Method: 

= (No. of workers left + No. of workers discharged / Average no. of workers) x 100 

= ((80 + 320) / (7,600 + 8,400) ÷ 2) x 100 

= (400/8,000) x 100  

= 5% 
(ii)  Replacement Methods: 

= (No. of workers replaced/Average no. of workers) x 100 

= 300/8000 x 100  

= 3.75 % 
(iii) New Recruitment: 

= (No. of workers newly recruited /Average no. of workers) x 100 

= 1,200/8,000 x 100  

=15% 
(iv) Flux Method: 

= (No. of separations + No. of accessions)/Average no. of workers x 100 

= ((400 + 1,500)/ (7,600 + 8,400) ÷2) x 100 

=1,900/8,000 x 100 

= 23.75% 

 

Answer 4 (a) 
i. Calculation of overhead rate per machine hour: 

 

Annual Overhead – Rs. 1, 55,520 

  Annual working hours (Normal) = No. of machines x no. weeks p.a. x effective weekly hrs. 

       = 15 x 48 x 36  

       = 25, 920 

  Overhead rate per machine hour = Rs. 1, 55,520/25, 920 = Rs. 6 
ii. Calculation of over/under absorption of wages and overhead: 
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Overhead incurred = Rs. 15,000 

Overhead absorbed = Rs. 13,200 (i.e. 2,200 x Rs. 6) 

Under – absorbed overhead = 15,000 – 31,200 = Rs. 1,800 

Wages incurred = Rs. 7,000 

Wages absorbed = Rs. 7,200 (i.e. 40 hrs. x 15 machines x Rs. 3 x 4 weeks) 

Wages over – absorbed = 7,200 – 7,000 = Rs. 200 

 

Answer 4(b)  

The incidence of depreciation on unit cost, due to wide fluctuations in the production activity can be 

overcome by using the method known as production unit method.  

Under production unit method, depreciation is charged at a rate per unit of production, by dividing the 

cost of assets by the estimated no. of units to be produced during the life of the asset. The formula for 

calculating depreciation under this method is: 

D= (Original Cost – Residual Value)/ (Estimated output during its life) 

This method recognizes the fact that depreciation should vary according to the volume of the output. It 

satisfies the costing requirement that the cost of an asset should be evenly distributed over the work done 

by it. According to this method, the incidence of depreciation only arises when the asset is employed in 

production and not when it remains idle. It does not recognize the time factor, but only the usage factor. 

Consequently, no deprecation is provided only for the lapse of time. This method is suitable when the 

units of production are identical or uniform.  

 

Answer 4(c) 
(i) Computation of predetermined overhead rate for each production department from budgeted data 

Particulars 
Production dept. Service dept. 

P1 P2 S1 S2 

Budgeted factory overheads for the year 

in (Rs.) 

2,550,000 2,175,000 600,000     450,000 

Allocation of service department S1‟s 

costs to production depts. P1 and P2 

equally 

300,000 300,000 (600,000) 

- 

Allocation of service department S2‟s 

costs to production depts. P1 and P2 in 

the ratio of 2:1 

300,000 150,000 

- 

(450,000) 

Total (Rs.)  3,150,000 2,625,000 Nil                     Nil   

 

 Budgeted machine hours in Department P1 (Refer to W.N. 1) 105,000 

 

  Budgeted machine hours in Department P2 (Refer to W.N. 1) 175,000 

 

  Budgeted machine hour rate (Rs. 31, 50,000/1, 05,000)  Rs.30 

   

  Budgeted machine hour rate (Rs. 26, 25,000/1, 75,000)  Rs.15 
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Performance report for the month of June 2014 

(when 4,000 and 3,000 units of products X and Y respectively were actually produced) 

        Budgeted    Actual 

        Rs.    Rs. 

Raw material used in department P1 

X: 4,000 units x Rs. 120    480,000    489,000 

Y: 3,000 units x Rs. 150    450,000    456,000 

Direct Labor 

Cost on the basis of labor hours 

worked in department P2 

X: 4,000 x 2 hrs. x Rs.72    576,000    591,900 

Y: 3,000 x 2.5 hrs. x Rs. 75    562,500    552,000 

Overhead absorbed 

On machine hour basis in department P1   

X: 4,000 x 1.5 hrs. x Rs. 30    180,000    174,400* 

Y: 3,000 x 1 hr x Rs.30    90,000    118,649 

Overhead absorbed  

On labor hour basis in department P2 

X: 4,000 x 2 hrs. x Rs. 15    120,000    131,364** 

Y: 3,000 x 2.5 hrs. x Rs. 15    112,500    118,548 

        2,571,000   2,631,861 

 * Refer to W.N. 4; ** Refer to W.N. 5 

 

 

Working notes (W.N.): 

       Product X  Product Y Total 

1. Budgeted output    50,000   30,000   

(in units) 

Budgeted machine hours   75,000   30,000  105,000 

In department P1    (50,000 x 1.5 hrs.) (30,000 x 1 hrs.) 
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Budgeted labor hours   100,000   75,000  175,000 

In department P2    (50,000 x 2 hrs.) (30,000 x 2.5 hrs.) 

 

2. Actual output    4,000   3,000  

(in units) 

Actual machine hours 

Utilized in department P1   6,100   4,150  10,250 

Actual labor hours 

Utilized in department P2   8,200   7,400  15,600 

 

3. Computation of actual overhead rates for each production department from actual data 

 

Particulars 
Production dept. Service dept. 

     P1 P2 S1 S2 

Actual factory overhead for the month 

of June, 2014 in (Rs.) 
 

231,000 204,000 60,000 48,000 

Allocation of service dept. S1‟s costs 

in (Rs.) over production department 

P1 and P2 equally. 

    30,000 30,000 (60,000) - 

Allocation of service department S2‟s 

costs in (Rs.) over production  

department P1 and P2 in the ratio of 

2:1  

     

32,000 

16,000 - (48,000) 

Total (Rs.) 293,000 250,000 Nil       Nil 

Actual machine hours in dept.P1 

(Refer to W.N. 2) 

     

10,250 

- - - 

Actual labor hours in dept.  P2 

(Refer to W.N. 2) 

-  15,600 - - 

Machine hour rate 

(Rs. 2, 93,000/10,250)  

Rs. 28.59    

Labor hour /rate 

(Rs. 2, 50,000/15,600) 

   Rs. 

16.02 

  

 

4. Actual overheads absorbed (based on machine hours): 

X: 6,100 hrs. x Rs. 28.59 = Rs. 1, 74,400  

Y: 4,150 hrs. x Rs. 28.59 = Rs. 1, 18,649  
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5. Actual overheads absorbed (based on labor hours): 

X: 8,200 hrs. x Rs. 16.02 = Rs. 1, 31,364 

Y: 7,400 hrs. x Rs. 16.02 = Rs. 1, 18,548 

 

 

 

Answer 4(d) 

Cost allocation is defined as the allotment of whole items of cost to cost centers. For e.g. if a labor works 

for certain specific department, then the wages paid to him shall be charged to that specific department. 

This technique of charging the entire overhead expenses to a cost center is known as cost allocation. 

Cost absorption is defined as the process of absorbing all overhead costs allocated to or apportioned over 

particular cost center or production department by the units produced. For e.g. the overhead cost of 

machine center may be absorbed by the rate per machine hour. 

Cost absorption can take place only after cost allocation. In other words, the overhead costs are either 

allocated or apportioned over different cost centers and afterwards they are absorbed on equitable basis 

by the output of the same cost centers. 

 

Answer 5 (a) 

Journal Entries under Integrated System of Accounting 

S.N. Particulars Debit (Rs.)  Credit (Rs.) 

(i) Work in progress Ledger Control A/C               

Dr.  

4,25,000  

 Factory Overhead Control A/C                           

Dr. 

1,15,000  

 To Stores Ledger Control A/C   5,40,000 

 (Being issue of Direct and Indirect materials)   

(ii) Work in Progress Ledger Control A/C                

Dr. 

4,87,500  

 Factory Overhead Control A/C                            

Dr. 

1,62,500  

 To Wages Control A/C  6,50,000 

 (Being allocation of Direct and Indirect wages)   

(iii) Factory Overhead Control A/C                            

Dr. 

3,50,000  

 To Costing Profit & Loss A/C  3,50,000 

 (Being transfer of over absorption of Factory 

overhead) 

  

 Costing Profit & Loss A/C                                     

Dr. 

1,75,000  

 To Administration Overhead Control A/C  1,75,000 

 (Being transfer of under absorption of 

Administrative Overhead) 

  

(iv) Sundry Creditors A/C                                           

Dr. 

2,20,000  

 To Cash/ Bank A/C  2,20,000 

 (Being Payment made to creditors)   

(v) Cash/ Bank A/C                                                     

Dr. 

3,60,000  

 To Sundry Debtors A/C  3,60,000 

 (Being payment received from debtors)   
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Answer 5(b) 

When the Cost and Financial Accounts are integrated – there is no need to have a separate reconciliation 

statement between the two sets of accounts. Integration means that the same set of accounts fulfill the 

requirement of both i.e. Cost and Financial Accounts. 

 

 

 

 

Answer 5 (c) 

Profit and loss Account of Kamal Manufacturers Ltd. 

For the year ended 16 July 2014 

         (Rs. In thousands) 

Particulars Amount  Particulars Amount 

To, Materials 1,600 By, Sales (20,000 

units) 

4,000 

To, Wages 800 By, Finished goods 240 

To, Factory overheads 720 By, Work in progress 112 

To, Office & Adm. 

overheads 

416   

To, Selling and dist. 

overheads 

288   

To, Goodwill written off 320   

To, Interest on Capital 32   

To, Net profit 176   

 4,352  4,352 

 

Profit as per cost records 

           (Rs. In thousands) 

Particulars Amount (Rs.) 

Materials           1,600 

Wages           800 

Prime cost           2,400 

Factory Overheads (100% of wages)       800 

Gross Factory cost         3,200 

Less:  

Closing WIP          112 

Factory Cost (21,230 units)        3,088 

Add: Office & Administrative Overhead (10% of Factory Cost)    308.80 

Total cost of output         3,396.80 

Less: Closing stock (1230 units) of finished goods (see working note 1)   196.80 

Cost of production of 20,000 units       3,200 

Selling & distribution overhead @Rs. 16 p.u.      320 

Cost of sales  (20,000 units)        3,520 

Sales Revenue (20,000 units)        4,000 

Profit           480 

 

Reconciliation Statement 

         Rs. („000)  Rs. („000) 

Profit as per cost accounts        480 

Add: Factory Overhead Over absorbed 
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(800-720)        80 

Selling and distribution Overhead Over absorbed 

(320-288)        32 

Closing stock overvalued in Financial Accounts 

(240-196.8)        43.20   152.2 

            635.20  

Less: Office & Administrative Overhead under absorbed  107.20 

(416-308.80)   

Goodwill written off      320 

Interest on capital      32   459.20 

Profit as per Financial Statements       176   

     

Answer 6 (a) 
(i)                        Statement showing additional claim due to escalation clause: 

Material Std. Qty. 

(a) 

Std. rate 

(b) 

Actual 

rate (c) 

Variation 

in Rate 

(Rs.) 

(d) = (c-b) 

Escalation 

Claim (Rs.) 

(e) = (a x 

d) 
A 3,000 1000 1100 +100 +300,000 

B 2,400 800 700 -100 -240,000 

C 500 4,000 3,900 -100 -50,000 

D 100 30,000 31,500 +1,500 +150,000 

Material Escalation claim 160,000 

 

Labor Std. 

Hours 

(a) 

Std. rate 

(b) 

Actual 

rate (c) 

Variation 

in Rate 

(Rs.) 

(d) = (c-b) 

Escalation 

Claim (Rs.) 

(e) = (a x 

d) 
L1 60,000 15 18 +3 +180,000 

L2 40,000  30 35 +5 +200,000 

Labor Escalation Claim  380,000 

 

             

 Statement Showing Final Contract Price 

 

Agreed Contract Price      15,000,000 

Add: Agreed Escalation claim:   Rs. 

Material Cost     160,000 

Labor Cost      380,000       540,000 
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Final Contract Price       15,540,000 

 

 

(ii)                                           Contract Account 

  Dr.          Cr. 
Particulars Amount (Rs.) Particulars Amount (Rs.) 

To, material: 

A – 3,400xRs. 1,100 

B – 2,300xRs. 700 

C – 600xRs. 3,900 
D – 90xRs. 31,500 

10,525,000 By, Contractee‟s A/C 15,540,000 

To, Labor: 

L1 – 56,000xRs. 18 
L2 – 38,000xRs.35  

2,338,000   

To, Other expenses 1,345,000   

To, Profit and Loss 

A/c 

1,332,000   

Total 15,540,000 Total 15,540,000 

 

       

   

 

 

Answer 6(b) 
Operating Cost Sheet 

For the year 2013-14 

(Total passenger Km = 11,520,000) 

 

Particulars     Total Cost (Rs.)     Cost /passenger Km (Rs.) 

A. Fixed Charges 

Garage rent (4,000x12)       48,000 

Salary of drivers (3,000x5x12)    180,000 

Wages of Conductors (1200x5x12)      72,000 

Manager‟s Salary (7,500x12)      90,000 
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Road Tax, Permit fee, etc. (5,000x4)      20,000 

Office expenses (2,000x12)       24,000 

Insurance (650,000x3/100x5)      97,500      

Total A       531,500  0.046 

B. Variable Charges   

Repairs and maintenance (22,500x5)     112,500  0.010 

Depreciation (650,000x15/100/5)     487,500  0.042 

Diesel (360,000/6x Rs. 33)   1,980,000  0.172 

Total B     2,580,000  0.224 

Total Cost (A+B)    3,111,500  0.270 

Add: 33 1/3% profit on takings  

   or 50% on cost   1,555,750  0.135 

   Bus fare to be charged from each passenger   4,667,250  0.405 

Per km 
 

Working Notes: 
(i) Total Kilometers to be run during the year 2013-14 

= 40x2x3x25x12x5=360,000 kilometers 

 

(ii) Total passenger Kilometers 

 =360,000x40x80/100= 11,520,000 passenger km. 

 

Answer 6(c) 

Process – I Account 

Particulars Kg. Per Kg. 

(Rs.) 

Amoun

t (Rs.) 

Particulars Kg. Per 

Kg. 

(Rs.) 

Amount 

(Rs.) 

To, Material A 6,000 0.50 3,000 By, Normal Loss 500 0.16 80 

To, Material B 4,000 1.00 4,000 By, Abnormal 

Loss (W.N. 2) 

300 1.00 300 

To, Mixing 

labor 

 (430 hrs 

@2/hr) 

  860 By, transfer to 

Process II 

9,200 1.00 9,200 

To, Overhead   1,720     

Total 10,00

0 

 
9,580 Total 

10,00

0 
 9,580 

 

 

Process – II Account 

Particulars Kg. Per Kg. Amount Particulars Kg. Per Amount 
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(Rs.) (Rs.) Kg. 

(Rs.) 

(Rs.) 

To, Process I 

A/c 

9,200 1.00 9,200 By, Normal Loss 1,000   

To, material C 6,600 1.25 8,250 By, Work in 

Process 

1,000  1,160 

To material D 

(W.N. 3) 

4,200 0.75 3,150 By, Packing Dept. 18,000 1.22 21,960 

To, Flavoring 

essence 

  300     

To, Mixing 

labor (370 hrs. 

@2/hr) 

         740

  

    

To, Overhead   1,480     

Total 20,000  23,120 Total 20,000  23,120 

 

Abnormal Loss Account 

Particulars Kg. Per 

Kg. 

(Rs.) 

Amount 

(Rs.) 

Particulars Kg. Per 

Kg. 

(Rs.) 

Amount 

(Rs.) 

To, Process I 

A/c 

300 1.00 300 By, Sale Account 300 0.16 48 

    Balance to P/L a/c   252 

Total 300  300 Total 300  300 

    

Packing Department Account 

Particulars Kg. Per 

Kg. 

(Rs.) 

Amount 

(Rs.) 

Particulars Kg. Per 

Kg. 

(Rs.) 

Amount 

(Rs.) 

To, Process II 

A/c 

18,000 1.22 21,960 By, Balance   21,960 

Total   21,960 Total   21,960 

 

Working Notes (W.N.): 
1. Total overhead expenses : Rs. 3,200 

Total Labor hours in Process I and II: 800 

Overhead absorption rate: Rs. 3,200/800 hours: Rs. 4 per labor hour 

Overhead under Process – I : 430 x Rs. 4 : Rs. 1,720 

Overhead under Process – II : 370 x Rs. 4 : Rs 1,480 

 

2. Cost of 9,500 kg of output is (Rs. 9,580 - Rs. 80) i.e. Rs. 9,500 

Hence cost per kg. of output is Re. 1.00 

 

3. Equivalent units Statement of output 

   Output units   Equivalent units 

      Material Labor  Overhead 
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Completed  18,000   18,000  18,000  18,000 

WIP   1,000     1,000       500       500 

(100% material and  

50% labor & OH) 

Normal Waste  1,000             0           0           0 

   20,000   19,000    18,500  18,500 

 

Cost Statement for the week ending 24
th

 February 2014 

           Rs. 

Material (Process I)         9,200 

Material C          8,250 

Material D          3,150 

Flavoring Essence            300 

Total Material Cost       20,900 

Total Mixing Labor Cost           740 

Total Overhead Cost         1,480 

 

Cost per Equivalent Unit: 

Material = Rs. 20,900/19,000 = Rs. 1.10 

Labor = Rs. 740/18,500 = Re. 0.04  

Overhead = Rs. 1,480/18,500 = Re. 0.08  

 

Work in Progress: 

Material (1,000 x Rs. 1.10)  = Rs. 1,100 

Labor (500 x Re. 0.04)   = Rs.      20 

Overhead (500 x Re. 0.08) = Rs.      40 

Total Cost   = Rs. 1,160 

 

Answer 6(d) 

The main point of distinction between Job Costing and Process Costing are as follows: 

 Job Costing Process Costing 

1 Job costing is a specific order costing Process costing is a method of costing used to 

ascertain the cost of a product at each stage of 

manufacture. 

2 Cost here is determined on job basis Costs are accumulated for each process 

separately for a given period of time. 

3 Each job needs special treatment and no 

two jobs are alike. 

Finished product of one process becomes the 

raw material for the next process. 

4 Costs are computed when job is 

completed. 

Costs are computed for each process at the end 

of each period. 

5 As each job is distinct or is of different 

nature, more detailed supervision and 

control are necessary. 

As the process operations are standardized, 

accumulation of costs and supervision and 

control are comparatively easier. 
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Answer 6(e) 
Statement showing Monthly Profitability 

Particulars 

Based on existing operations Based on further processing of P 

into S  
Product P 

(Rs.) 

Product Q 

(Rs.) 

Total  

(Rs.) 

Product S 

(Rs.) 

Product Q 

(Rs.) 

Total 

(Rs.)  

Sales quantity (Kg.) 47,500 95,000  142,500 47,500 95,000  142,500 

Sales Revenue 

(Refer to W.N. 4) 

570,000 1,900,000 2,470,000 712,500 1,900,000 2,612,500 

Less: Joint Costs 

(Refer to W.N.5) 

510,000 1,700,000 2,210,000 695,000 1,700,000 1,595,000 

Profit  60,000 200,000 260,000 17,500 200,000 217,500 

 

Recommendation: Further processing of P is not recommended as it results in a lower profit of P. 

Working notes (W.N.): 

         Kgs. 
1. Material input      150,000 

Less: Loss of material in process       7,500 

(5% of 1, 50,000) 

Total output      142,500 

 

2. Output of P and Q are in the ratio of 1:2 of the total output 

P = (1, 42,500 / 3) x 1 = 47,500 kg. 

Q = 1, 42,500 / 3 x 2 = 95,000 kg. 

 

3. Joint Costs      Rs. 

Material (input) (1, 50,000 kg x Rs. 12)   1,800,000 

Direct Material           90,000 

Direct Wages         120,000 

Variable Overheads        100,000 

Fixed Overheads        100,000 

       2,210,000 

4. Sales Revenue of P, Q and S 

P= 47,500 x Rs. 12 = Rs.    570,000 

Q= 95,000 x Rs. 20 = Rs. 1,900,000 
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S = 47,500 x Rs. 15 = Rs.    712,500 

 

5. Apportionment of joint costs viz. Rs. 22,10,000 over P and Q in proportion of their sales value i.e. Rs 

5,70,000 and Rs. 19,00,000 i.e. 3:10 is: 

    Total   P   Q 

    Rs.   Rs.   Rs. 

Joint Cost    22, 10,000  5, 10,000  17, 00,000 

(Apportionment in the ratio 

of 3:10)       22,10,000 x 3        22,10,000 x 10 

                 13     13 

 

6.  Total Cost of 47,500 kg. of S = Joint Cost of P + Cost of Processing P into S 

            = Rs. 510,000 + Rs. 185,000 

            = Rs. 685,000 

Answer 7(a) 

Margin of Safety (MoS) is the excess of total sales over the Break even sales. MoS defines the amount 

upto which level sales can decline before occurring loss. Therefore; 

 MoS = Total Sales - Break even sales and MoS ratio = Sales – Break even sales 

                                    Sales 

Break Even Sales (BE sales) will depend on Contribution margin (BE sales = Fixed Cost ÷ Contribution 

margin). Contribution margin is related to operating leverage also. Operating leverage is calculated as 

Contribution ÷ Operating profit and contribution margin plays an important role in it. If sales are 

expected to increase, higher operating leverage will result in higher profit. When sales are expected to 

decrease, lower operating leverage will result in higher profit. Higher variable cost and lower fixed cost 

will result into higher MoS and risk will be lower and vice versa. 

 

So like Operating leverage, MoS is a measure of risk as to what extent an organization is exposed to 

change in sales volume. 

 

Answer 7 (b) 

Key factor is a factor which at a particular time or over a period limits the activities of an undertaking. It 

may be the level of demand for the products or service or it may be the shortage of one or more of the 

productive resources. 

Examples of key factors are: 
a. Shortage of raw material 

b. Shortage of labor 

c. Plant capacity available. 

d. Sales capacity available. 

e. Cash availability. 

 

Answer 7(c) 
(i)                                            Computation of Unit Cost and Total Income 
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Unit Cost   Absorption Costing (Rs.) Marginal Costing (Rs.) 

Direct Material  16.00     16.00 

Direct Labour  54.00     54.00 

Variable Overhead  12.00     12.00 

Fixed Overhead  18.00             - 

Unit Cost   100.00     82.00 

     Income Statements 

     Absorption Costing 

Sales 

(21,500 x Rs. 168)         3,612,000 

Less: Cost of Goods Sold (21,500 x 100)   2,150,000 

Less: Over absorption          28,000    2,122,000 

           1,490,000 

Less: Selling and Distribution Expenses       1,190,000 

Profit               300,000 

      

     Marginal Costing 

Sales          3,612,000 

Less: Cost of Goods Sold (21,500 x 82)  1,763,000 

Add: Under Absorption         20,000    1,783,000 

          1,829,000 

Less: Selling and Distribution Expenses         430,000 

Contribution         1,399,000 

Overhead (38,000+7, 60,000)       1,144,000 

Profit             255,000 
 

(ii) Under or over absorption of overhead: 

 

Budgeted Fixed Overhead      Rs. 

72,000 Hrs. x Rs. 6       4, 32,000 

Less: Actual Overhead was less than budgeted fixed overhead      48,000 

Actual Fixed Overhead       3, 84,000 

Budgeted Variable Overhead 

72,000 Hrs. x Rs. 4        2, 88,000 

Add: Actual Overhead was higher than Budgeted        20,000 

Budgeted         3, 08,000 

Both Fixed and Variable Overhead applied 

72,000 Hrs. x Rs. 10       7, 20,000 

Actual Overhead (3, 84,000 + 3, 08,000)    6, 92,000 
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Over absorption           28,000 

 

(iii) Reconciliation of Profit 

Difference in Profit: Rs. 3, 00,000 – 2, 55,000 = Rs. 45,000 

(Due to Fixed Factory Overhead being included in closing stock in Absorption Costing not in 

Marginal Costing.) 

Therefore, 

Difference in profit = Fixed Overhead Rate (Production – Sale) 

18 (24,000 – 21,500) = Rs. 45,000 

 

Answer 7(d) 

The difference between Marginal Costing and Absorption Costing are narrated as below: 

 Absorption Costing Marginal Costing 

1 It is a total cost technique, i.e. both variable 

and fixed costs are charged to products, 

processes or operations. 

Only variable costs are charged to products, 

processes or operations. Fixed costs are charged 

as period costs to the profit statement of the 

same period in which they are incurred. 

2 Fixed factory overheads are absorbed by the 

production units on the basis of a 

predetermined fixed factory overhead recovery 

rate based on normal capacity. Under/over-

absorbed overheads are adjusted before 

arriving at the figure of profit for a particular 

period. 

The cost of production under this method does 

not include fixed factory overheads and 

therefore, the value of closing stock comprises 

of only variable costs. No part of the fixed 

expenses is included in the value of closing 

stock and carried over to the next period. 

 

3 In spite of best possible forecast and equitable 

basis of apportionment/ allocation of fixed 

costs, under or over recovery of fixed 

overheads generally arises. 

Since fixed overheads are not included in the 

cost of production, therefore the question of 

their under/over recovery does not arise. 

4 Managerial decisions under this costing 

technique are based on profit, i.e. excess of 

sales value over total costs, which may at times 

lead to erroneous decisions. 

Here decisions are made on the basis of 

contribution, i.e. excess of sales price over 

variable costs. This basis of decision making 

results in optimum profitability. 

 

 

Answer 8 (a)  

Following are the types of budgets prepared by a business: 
i. Sales Budget 

ii. Production Budget 
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iii. Plant Utilization Budget 

iv. Direct Material Usage Budget 

v. Direct Material Purchase Budget 

vi. Direct Labor (Personnel) Budget 

vii. Factory Overhead Budget 

viii. Production Cost Budget 

Answer 8 (b) 

Statement of Flexible Budget 

Particulars 

(Rs. in Lakhs) 

50% 

Capacity 

60% 

Capacity 

75% 

Capacity 

90% 

Capacity 

100% 

Capacity 

Variable expenses:      

Materials 21.70 26.04 32.55 39.06 43.40 

Labor 20.40 24.48 30.60 36.72 40.80 

Other expenses 7.90 9.48 11.85 14.22 15.80 

Semi-variable expenses:      

Maintenance and repairs 3.50 3.50 3.85 4.20 4.20 

Indirect labor 7.90 7.90 8.69 9.48 9.48 

Sales department (salaries 

etc.) 

3.80 3.80 4.18 4.56 4.56 

Sundry administrative 

expenses 

2.80 2.80 3.08 3.36 3.36 

Fixed Expenses:      

Wages and Salaries 9.50 9.50 9.50 9.50 9.50 

Rent, rates and taxes 6.60 6.60 6.60 6.60 6.60 

Depreciation  7.40 7.40 7.40 7.40 7.40 

Sundry administrative 

expenses 

6.50 6.50 6.50 6.50 6.50 

Total estimated Cost 98.00 108.00 124.80 141.60 151.60 

Estimated Profit 2.00 12.00 25.20 38.40 48.40 

Sales 100.00 120.00 150.00 180.00 200.00 

 

 

Answer 9 (a)  

Uniform costing refers to the use of the same costing principles and practices by several undertakings. 

These undertakings may or may not be under the same management. Adherence to the same costing 

methods and procedures especially when there can be two or more options is the characteristic feature of 

a uniform costing. 

Points on which uniformity is essential before introducing uniform costing system are: 
i. The firms in the industry should be willing to share/ furnish relevant data/information. 

ii. A spirit of cooperation and mutual trust should prevail among participating firms. 

iii. Mutual exchange of ideas, methods used, special achievements made, research and know how etc. should 

be frequent. 

iv. Bigger firms should take the led towards sharing their experiences and know-how with the smaller firms 

to enable the latter to improve their performance. 

v. Uniformity must be established with regard to several points before the introduction of uniform costing in 

an industry. In fact, uniformity should be with regard to following points: 

 Size of various units covered by uniform costing. 

 Production methods 

 Accounting methods, principles and procedures used. 
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Answer 9 (b)  

It is a written document, which may be in the form of a booklet or bulletin, containing principles, 

methods and procedures for the ascertainment and control of cost in uniform costing. It is necessary for 

the successful operation of uniform costing system. Such a manual provide guidelines to the participating 

firms to organize their cost accounting system on a uniform basis. 

The following are the salient features of a uniform cost manual: 

 It includes statement of objectives and purpose of the system, scope of the system, advantages and extent 

of co-operation necessary. 

 It contains the general principles of accounting, nature coding, terminology to be followed, 

classification and description of accounts. This section also includes details of stock control, labor 

and overhead cost collection and control. 

 Essential cost data and various ratios to be computed for comparison of performance and 

efficiency in the operation of the participating units. 

 Mode, format and time for presenting cost data and reports to the management. 

 It provides necessary guidelines about the treatment of depreciation, interest on capital, wastage, 

scrap, by-product, etc. 

Answer 9(c) 

The following are the limitations in the implementation of a scheme of inter-firm comparison: 
a. Top management feels that secrecy will be lost. 

b. Middle management is usually not convinced with the utility of such a comparison. 

c. In the absence of a suitable cost accounting system, the figure supplied may not be reliable for the 

purpose of comparison. 

d. Suitable basis of comparison may not be available. 

 

 

Answer 10  

It is one of the important tools of modern management in the areas of cost reduction. It is also known by 

the other names such as value engineering, value control and product research. Value analysis is the 

process of systematic analysis and evaluation of various technique and functions with a view to improve 

organizational performance. It aims at reducing and controlling the cost of a product from the point of 

view of the value by analyzing the value currently received. It investigate into the economic attributes of 

value analysis, believes in a planned action to improve performance and thereby, generates higher value 

in a product and ultimately causes reduction in its cost. 

The meaning of the term value may vary from person to person, time to time and place to place. 

However, in the context of cost reduction and control it refers to the „use value‟. 

The reduction in the costs of a product and thus increasing the profitability of a concern is the main 

advantage of value analysis. 

The benefits of value analysis are being derived in many industries, e.g. engineering, building 

construction and the oil industry. It is being applied to components of a product, finished product and 

also to the methods of packaging. 

The various steps involved in value analysis are: 
i. Identification of the problem. 

ii. Collecting information about the function, design, material, labor, overhead costs, etc. of the product and 

finding out the availability of the competitive products in the market, and 

iii. Exploring and evaluating alternatives and developing them. 

 

Answer 11 

Cost audit offers valuable assistance to the management in its decision making process by examining the 

reliability of cost accounting data and information. Due to the assistance provided by  the cost audit, 
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management is in a position to know what price is to be fixed for a product, whether the wastage are 

avoidable, whether to re-organize sales or inventory system, to make the work more efficient and so on. 

Also cost audit is a great help in maintaining internal control and internal check and can be of advantage 

even to the statutory financial auditor. Cost audit, apart from having all the normal ingredient of audit, 

i.e. vouching, verification, etc. has within its domain elements of efficiency audit and propriety audit as 

well. 

Efficiency audit is directed towards the measurement of whether corporate plans have been effectively 

executed. It is concerned with the utilization of resources in economic and most remunerative manner to 

achieve the objectives of the concern. It comprises of studying the plans of organization, comparing 

actual performance with plans and investigating the reasons for variances to take remedial action. For 

example, the effective utilization of capital in an organization can be gauged by determining the return 

on capital employed. 

Propriety audit is concerned with the executive actions and plans bearing on the finances and expenditure 

of the company. The cost auditor has to judge: 
i. Whether the planned expenditure is designed to give optimum results. 

ii. Whether the size and channels of expenditure were designed to produce the best results. 

iii. Whether the return from expenditure on capital as well as current operations could be bettered by 

some other alternative plan of action. 

Usefulness of Cost audit to shareholders: 

Cost audit ensures that proper records are kept as to purchases and utilization of materials and expenses 

incurred on wages, overheads, etc. It also ensures that the unit has been run economically and efficiently. 

It also make sure that the valuation of closing stocks and work in progress is on a fair basis. Thus, the 

shareholders are assured of a fair return on their investment. 

 

 

 

INCOME TAX AND VAT 

 

INCOME TAX  

Q. No. 1 
M/s Surakshit General Insurance Co. Ltd. has furnished the following information related to F/Y 2069/70 

Particular  Amount (Rs)000  

Net Premium Received             400,000.00  

Commission on Insurance Ceded               20,000.00  

Opening unexpired Risk reserve             150,000.00  

Opening claim out standing               23,000.00  

Commission on Reinsurance 

accepted               10,000.00  

Agent Commission               15,000.00  

Management Expenses             100,000.00  

Claim paid during the year             100,000.00  

Closing claim outstanding               30,000.00  

Interest Income in fixed 

deposit(Gross)               50,000.00  

Allowable Deprecation               60,000.00  

Miscellaneous Income               25,000.00  

Claim received from Reinsurance               50,000.00  

Carried Forward loss for F/Y 

2068/69             100,000.00  
 

Additional Information 
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