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REVISION TEST PAPER:  

 

CAP-II: PAPER 5 – COST AND MANAGEMENT ACCOUNTING 

 

QUESTIONS 
Costs concepts and costing methods 

Question No. 1 

Match the following: 

i. Total fixed cost   1. What cost should be? 

ii. Total variable cost  2. Incurred cost 

iii. Unit variable cost  3. Increase in proportion to output 

iv. Unit fixed cost   4. Cost of conversion 

v. Standard cost   5. What costs are expected to be  

vi. Period cost   6. Decreases with rise in output 

vii. Actual cost   7. Remains constant per unit 

viii. Labour and overhead  8. Remains constant in total 

ix. Incremental cost  9. Cost not assigned to products 

x. Budgeted cost   10. Added value of a new  product 

a. Describe briefly the role of the cost accountant in a manufacturing organization. 

b. List out the important factors that should be considered before installing a costing system. 

c. Define ‗Cost object‘ and ‗Cost driver‘ with example. 

Material Control 

Question No. 2 

a. Explain, why the Last in First out (LIFO) has an edge over First in First out (FIFO) or any other method of 

pricing material issues. 

b. ZED Company supplies plastic crockery to fast food restaurants. One of its products is a special soup bowl 

disposable after initial use. Bowls are sold in pack of 10 pieces at a price of Rs. 50 per pack. The demand for 

plastic bowl has been forecasted at a fairly steady rate of 40,000 packs every year. The company purchases the 

bowl direct from manufacturer at Rs. 40 per pack with a three days lead time. The ordering and related cost is 

Rs. 8 per order. The storage cost is 10% per cent per annum of average inventory investment. 

Required: 

i. Calculate Economic Order Quantity. 

ii. Calculate number of orders needed every year. 

iii. Calculate the total cost of ordering and storage bowls for the year. 

iv. Determine when the next order should be placed. Assuming that the company does maintain a safety 

stock and that the present inventory level is 333 packs with a year of 360 working days. 

 

c. Prepare store ledger account from the following transactions of XY Company Ltd. 

February 2015, 

1 Opening balance 200 units @ Rs. 10 per unit. 

5 Receipt 250 units costing Rs. 2,000 

8 Receipt 150 units costing Rs. 1,275 

10 Issue 100 units 

15 Receipt 50 units costing Rs. 500 

20 Shortage 10 units 

21 Receipt 60 units costing Rs 540 

22 Issue 400 units 
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The issues up to 10-2-15 will be priced at LIFO and from 11-2-15 issues will be priced at FIFO.  

Shortage will be charged as overhead. 

 

d. Explain the concept of ―ABC Analysis‖ as a technique of inventory control. 

e. State whether the following statements are true or false along with the reasons: 

i. Safety stock increases as demand increases. 

ii. In ABC analysis high cost items are most likely to fall in category A, and the least cost items are likely to 

fall in category C. 

iii. To protect against stock outs, a large batch size is a must. 

iv. E.O.Q is based on a balancing between inventory carrying cost and shortage cost. 

v. Lead time is a time interval elapsing between the placement of a replenishment order and the receipt of 

first installment of goods against the order. 

 

Labour Control 

Question No. 3 

a. Two workmen, A and B, produce the same product using the same material. A is paid bonus according to 

Halsey plan, while B is paid bonus according to Rowan plan. The time allowed to manufacture the product is 

100 hours. A has taken 60 hours and B has taken 80 hours to complete the product. The normal hourly rate of 

wages of workman A is Rs.24 per hour. The total earnings of both the workers are same. Calculate normal 

hourly rate of wages of workman B. 

b. XYZ boutique Ltd. takes contract on job works basis. It works for various fashion houses and retail stores. It 

has employed 26 workers and pays them on time rate basis. On an average, an employee is allowed 2 hours for 

boutique work on piece of garment. In month of March 2015, two workers A and B were given 30 and 42 

pieces of garments respectively for boutique work. The following are the details of their work:  

 A B 

Work assigned  30 pcs 42 pcs 

Time taken  28 hours 40 hours 

 

Workers are paid bonus as per Halsey System. The existing rate of wages is Rs. 50 per hour. As per the new 

wages agreement the workers will be paid Rs. 55/hour w.e.f. 1
st
 April 2015. At the end of month march 2015, 

the accountant of the company has calculated wages to these two workers taking Rs. 55 per hours.  

i. From the above information calculate the amount of loss that the company has incurred due to 

incorrect rate of selection. 

ii. What would be the loss incurred by XYZ due to incorrect rate of selection if it had followed Rowan 

scheme of Bonus Payment. 

iii. Amount that could have been saved if Rowan scheme of bonus payment was followed. 

iv. Do you think Rowan scheme of bonus payment is suitable for XYZ? 

Overhead 

Question No. 4  

a. BCD Co. manufactures a product X at the rate of 80 pieces per hour. The company has been producing and 

selling 160,000 units annually in the past five years. However, during current year the company was able to 

produce 146,000 units only. The company‘s annual fixed overhead for current year amounted to Rs. 584,000. 

The company works on single shift only at 8 hours per day and 6 days a week. The company had declared 13 

holidays during the year. The quarterly preventive maintenance and repair work involved 77 hours. 

You are required to: 

i. Compute Maximum, practical, normal and actual capacities, in terms of hours for the current year. 
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ii. Compute the Idle capacity and hourly rate of recovery of overhead rates for each of the capacities 

computed in a) above. 

Prepare a statement showing the idle capacity cost assuming that the overhead rates of recovery are based on 

the various capacities arrived at a) above. 

 

b. Why are predetermined overhead absorption rates preferred to overhead absorption rates calculated from 

factual information after the end of a financial period? 

 

c. The actual total expenditure of MeroNep Co. was Rs. 675,912. Overhead were recorded at the rate of Rs. 2 per 

hour at normal capacity of the factory. Out of 10,000 units produced, only 8,000 units were sold. 500 units 

were in work in progress. Actual hours worked were 284,756. Sixty percent of the difference between the 

actual and applied overheads was due to fluctuations in material prices and labor rates. There was a fire in the 

factory during this accounting period and the company lost Rs. 50,000 of which the buildings accounted for Rs 

30,000 and the balance represented loss of materials stored in the godown. A sum of Rs. 10,000 was paid as 

wages to workmen during the strike period. The balance amount represented the difference between the actual 

and applied overheads due to operational efficiency and inefficiency. 

Calculate the under/over absorption of production overheads for the period and state the appropriate treatment 

in cost accounts. 

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

Question No. 5 

Is reconciliation of cost accounts and financial accounts necessary in case of integrated accounting system?  

 

Methods of Costing  

Question No. 6 

a. A product passes through two processes A and B. During the year 2011, the input to process A of basic raw 

material was 8,000 units @ Rs. 9 per unit. Other information for the year is as follows: 

 Process A Process B 

Output units 7,500 4,800 

Normal loss (% to input) 5% 10% 

Scrap value per unit (Rs.) 2 10 

Direct wages (Rs.) 12,000 24,000 

Direct expenses (Rs.) 6,000 5,000 

Selling price per unit (Rs.) 15 25 

Total overheads Rs. 17,400 were recovered as percentage of direct wages. Selling expenses were Rs. 5,000. 

These are not allocated to the processes. 2/3 of the output of Process A was passed on to the next process and 

the balance was sold. The entire output of Process B was sold. 

Prepare Process A and B accounts. 

b. What is the difference between Job costing and Process costing? 
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c. A contractor commenced a contract on 1-7-2014. The costing records concerning the said contract reveal the 

following information as on 31-3-2015. 

Particulars Amount Rs. 

Material sent to site 774,300 

Labour paid 1,079,000 

Labour outstanding as on 31-3-2015 102,500 

Salary to engineer 20,500 per month 

Cost of plant sent to site (1-7-2014) 771,000 

Salary to supervisor (3/4 time devoted to contract) 9,000 per month 

Administration and other expenses 460,600 

Prepaid Administration expenses 10,000 

Material in hand at site as on 31-3-2015 75,800 

 

Plant used for the contract has an estimated life of 7 years with residual value at the end of life Rs. 50,000. 

Some of the material costing Rs. 13,500 was found unsuitable and sold for Rs. 10,000. Contract price was Rs. 

4,500,000. On 31-3-2015 two third of the contract was completed. The architect issued certificate covering 

50% of the contract price and the contractor has been paid Rs. 2,000,000 on account. Depreciation on plant is 

charged on straight line basis. Prepare Contract Account. 

 

d. A truck starts with a load of 10 tonnes of goods from Station F. It unloads 4 tonnes at station G and rest of the 

goods at station H. It reaches back directly to station F after getting reloaded with 8 tonnes of goods at station 

H. The distances between F to G, G to H and then from H to F are 40 kms, 60 kms, and 80 kms respectively. 

Compute ‗Absolute Tonne-km‘ and ‗Commercial tonne-km‘ 

Cost Concepts for Decision Making 

Question No. 7 

a. The following figures and ratios are related to a company: 

i. Sales for the year (all credit)     Rs. 3,000,000 

ii. Gross Profit Ratio      25 percent 

iii. Fixed assets Turnover (Based on cost of goods sold)  1.5 

iv. Stock Turnover (based on cost of goods sold)  6 

v. Liquid Ratio      1:1 

vi. Current Ratio      1.5:1 

vii. Debtors Collection period     2 months 

viii. Reserve and surplus to share capital    0.6:1 

ix. Capital Gearing Ratio     0.5 

x. Fixed assets to net worth     1.20:1 

You are required to prepare: 

a. Balance sheet of the company on the basis of the above details. 

b. The statement showing the working capital requirement, if the company wants to make a provision for 

contingencies @10 percent of net working capital including such provision. 

 

 

 

 

 

 

www.auditnca.com

www.auditnca.com


 

 

RTP-CAP II –December @ICAN Page 117 of 162 

b. XYZ Company has just completed its first year of operations. The unit costs on a normal costing basis are as 

under:  

          Rs. 

Direct Material 4 kg   @ Rs. 4      16.00 

Direct labour  3 hrs. @ Rs. 18      54.00 

Variable Overhead  3 hrs. @ Rs. 4      12.00 

Fixed Overhead  3 hrs. @ Rs. 6      18.00 

          100.00 

Selling and Administration Costs  

Variable    Rs. 20 / unit 

Fixed   Rs. 760,000 

 

During the year the company has the following activity:  

Units Produced  : 24,000 

Units Sold   : 21,500 

Unit Selling Price  : Rs. 168 

Direct labour 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 labour hours to compute the predetermined overhead 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. 

 

Costing for planning and Control –Budgets 

Question No. 8 

a. What are control ratios? List out the formulas of each of the following ratios and also explain what they 

indicate; 

i. Calendar Ratio 

ii. Capacity Ratio 

iii. Efficiency Ratio 

iv. Activity Ratio 

 

b. Management Ltd produces and sells a single product. Sales budget for the calendar year 2015 by quarter is as 

under: 

Quarter No. of units to be 

sold 

I 12,000 

II 15,000 

III 16,500 

IV 18,000 

 

The opening inventory of finished product is 4,000 units and is expected to close with an inventory of 6,500 

units. 
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Production is customarily scheduled to provide for two-thirds of the current quarter‘s sales demand plus one- 

third of the following quarter‘s demand. Thus production anticipates sales volume by about one month. 

The standard cost details for one unit of the product is as follows: 

Direct materials 10 lbs. @ 50 paise per lb. 

Direct labour 1 hour 30 minutes@ Rs. 4 per hour. 

Variable overheads 1 hour 30 minutes @ Re. 1 per hour. 

Fixed overheads 1 hour 30 minutes @Rs. 2 per hour based on a budgeted production volume of 90,000 

direct labour hours for the year. 

 

Compute the following: 

i. Prepare a Production Budget for 2015, by quarters, showing the number of units to be produced, and the 

total costs of direct material, direct labour, variable overheads and fixed overheads. 

ii. If the budgeted selling price per unit is Rs. 17, what would be the budgeted profit for the year as a whole? 

iii. In which quarter of the year, is the company expected to breakeven. 

 

Standard Costing 

Question No. 9 

a. What are the advantages of standard costing? 

b. Simply Soup Limited manufactures and sells soups in a JIT environment. Soup is made in a manufacturing 

process by mixing liquidized vegetables, melted butter and stock (stock in this context is a liquid used in 

making soups). They operate a standard costing and variances system to control its manufacturing processes. 

At the beginning of the current financial year they employed a new production manager to oversee the 

manufacturing process and to work alongside the purchasing manager. The production manager will be 

rewarded by a salary and a bonus based on the directly attributable variances involved in the manufacturing 

process. After three months of work there is doubt about the performance of the new production manager. On 

the one hand, the cost variances look on the whole favorable, but the sales director has indicated that sales are 

significantly down and the overall profitability is decreasing. 

 

The table below shows the variance analysis results for the first three months of the manager‘s work. 

 

Table 1 

F = Favorable. A = Adverse 

Month 1   Month 2   Month 3 

Material Price Variance   Rs.    300 (F)   Rs.    900 (A)   Rs.   2,200 (A) 

Material Mix Variance  Rs. 1,800 (F)   Rs. 2,253 (F)   Rs.   2,800 (F) 

Material Yield Variance  Rs. 2,126 (F)   Rs. 5,844 (F)   Rs.   9,752 (F) 

Total Variance    Rs. 4,226 (F)   Rs. 7,197 (F)   Rs. 10,352 (F) 

 

The actual level of activity was broadly the same in each month and the standard monthly material total cost 

was approximately Rs. 145,000. 

The standard cost card is as follows for the period under review 

Rs. 

0.90 liters of liquidized vegetables @ Rs.0.80/ltr  0.72 

0.05 liters of melted butter @ Rs.4/ltr   0.20 

1.10 liters of stock @ Rs.0.50/ltr    0.55 

Total cost to produce 1 liter of soup    1.47 
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Required: 

a) Using the information in Table 1: 

i. Explain the meaning of each type of variances above (price, mix and yield but excluding the total 

variance) and briefly discuss to what extent each type of variance is controllable by the production 

manager. 

ii. Evaluate the performance of the production manager considering both the cost variance results 

above and the sales director‘s comments.  

iii. Outline two suggestions how the performance management system might be changed to better 

reflect the performance of the production manager. 

 

b) The board has asked that the variances be calculated for Month 4. In Month 4 the production department 

data is as follows: 

Actual results for Month 4 

Liquidized vegetables:   Bought   82,000 liters   Costing Rs. 69,700 

Melted butter:    Bought   4,900 liters   Costing Rs. 21,070 

Stock:     Bought   122,000 liters   Costing Rs. 58,560 

 

Actual production was 112,000 liters of soup 

Calculate the material price, mix and yield variances for Month 4. You are not required to comment on the 

performance that the calculations imply. Round variances to the nearest Rupees. 

 

Uniform Costing and Inter-firm comparison 

Question No. 10 

a. What are the limitations of Uniform Costing? 

b. Write short note on inter firm comparison. 

 

Cost control and cost reduction 

Question No. 11 

Describe briefly the important areas of cost reduction. 

 

SUGGESTED ANSWERS / HINTS 

Answer 1 (a) 

Correct matching are indicated as below: 

i.  ………. 7 

ii.  ………. 3 

iii.  ………. 8 

iv.  ………. 6 

v.  ………. 1 

vi.  ………. 9 

vii.  ………. 2 

viii.  ………. 4 

ix.  ………. 10 

x.  ………. 5 
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Answer 1 (b) 

Cost accountant plays several important roles in a manufacturing organization mainly in the areas of cost 

ascertainment, cost comparison, cost reduction, cost control and cost reporting.  

Some of the main roles that a cost accountant may be involved in are listed out below; 

- Establishment of a Cost Accounting department  

- Ascertainment of the requirement of cost information which may be useful to organizational managers at 

different levels of the hierarchy. 

- Development of a manual, which specifies the functions to be performed by the Cost Accounting 

department. The manual also contains the format of various forms which would be utilized by the concern 

for procuring and providing information to the concerned officers. It also specifies the frequency at which 

the cost information would be supplied to a concerned executive. 

- Ascertainment of the basis for classifying costs firstly into direct and indirect cost and then further classify 

indirect cost into its functional overheads viz factory, administration and selling and distribution 

overheads. 

- Establishment of standards for all the elements of cost and thus a standard cost of the finished product to 

facilitate cost comparison and determination of variance.  

- Taking suitable actions on variances arising from cost comparison. 

- Performance of cost analysis for taking decisions and for reviewing the current performance. 

- Suggestion of suitable techniques for the purpose of cost reduction/cost control, after carrying out a cost 

benefit analysis. 

- Preparation of Cost reports to help the executive of a business concern in reviewing their own 

performance and in identifying the weak areas, where enough control measure may be taken in future. 

In brief, one may say that there is hardly any activity in a manufacturing organization with which a Cost 

Accountant is not directly associated in some form or the other. 

 

Answer 1 (c) 

The factors which must be considered before installing a costing system are listed below; 

i. Nature of business: The system of costing to be introduced should suit the general nature of business. 

ii. Layout aspects: The size and layout of the organization should be studied by the system designers. 

iii. Methods and procedures in vogue: The system designers should study various methods and procedures for 

the purchase, receipts, storage and issue of materials. They should also study the methods of wage 

payment. 

iv. Management‘s expectations and policies: The system of costing should be designed after a careful analysis 

of the organizational operations, management‘s expectation and the policies of the concern. 

v. Technical aspects: The technical aspects of the business should be studied thoroughly by the designers. 

They should also make an attempt to seek the assistance and support of the supervisory staff and workers 

of the concern for the system. 

vi. Simplicity of the system: The system of costing to be installed should be easy to understand and simple to 

operate. The procedures laid down for operating the system should be easily understood by operating 

system. 

vii. Forms standardization: Various forms to be used by the costing system for various data/information 

collection and dissemination should be standardized as far as possible. 

viii. Accuracy of data:  The degree of accuracy of data to be supplied by the system should be determined. 
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Answer 1 (d) 

Cost object is anything for which a separate measurement of cost is required. Cost object may be a product, a 

service, a project, a customer, a brand category, an activity, a department or a program etc. 

Cost drivers are the factors or variable which influence the level of cost. They are responsible for the incurrence of 

cost. Level of activity or volume of production are examples of cost driver. 

 

Answer 2 (a) 

LIFO has following advantages: 

i. The cost of the material issued will be reflected at current market price. 

ii. The use of this method during the period of rising prices does not reflect undue high profit in the income 

statement. 

iii. In the case of falling price, profit tend to rise due to lower material cost, yet the finished goods appear to 

be more competitive and are at market price. 

iv. During the period of inflation, LIFO will tend to show the correct profit. 

 

Answer 2 (b) 

i. Economic Order Quantity 

 

EOQ = √2 x C x O/UI 

= √2 x 40,000 x 8/4 

= √160,000  

= 400 packs 

 

ii. Number of orders per year 

 

= Annual requirements  

Economic Order Quantity 

= 40,000/400 

= 100 orders per year 

 

iii. Ordering and storage costs 

          

Ordering costs = 100 orders x Rs. 8 

= Rs. 800 

 

Storage cost = (400/2) x (10% of 40)      

= Rs. 800 

 

Total cost of ordering & storage = Rs. 1,600 

 

iv. Timing of next order 

 

(a) Days‘ requirement served by each order 

= Total no. of working days/No. of order in a year 

= 360/100 

= 3.6 days‘ supply 

 

This implies that each order of 400 packs supplies for requirements of 3.6 days only. 

 

(b) Days requirement covered by present inventory level 
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= (Units in inventory/ Economic order quantity) x Days‘ requirement served by an order 

= (333/400) x 3.6 days 

= 3 days requirement. 

 

(c) Time interval for placing next order 

= Days‘ requirement covered by present inventory level – Lead time for delivery 

= 3 day‘s requirements – 3 days lead time  

= 0 

 

Therefore, next order for the replenishment of supplies has to be placed immediately to avoid stock 

out.  

 

Answer 2 (c) 

STORE LEDGER ACCOUNT 

Date 

Receipts Issues Balance 

Qty. Rate 

(Rs.) 

Amt. 

(Rs.) 

Qty. Rate 

(Rs.) 

Amt. 

 (Rs.) 

Qty. Rate 

(Rs.) 

Amt. 

(Rs.) 

Feb 1       200 10 2,000 

Feb 5 250 8 2,000    200 10 4,000 

       250 8 

Feb 8 150 8.5 1,275    200 10 5,275 

       250 8 

       150 8.5 

Feb 10    100 8.50 850 200 10 4,425 

       250 8 

       50 8.50 

Feb 15 50 10 500    200 10 4.925 

       250 8 

       50 8.50 

       50 10 

Feb 20    10 10 100 190 10 4,825 

       250 8 

       50 8.50 

       50 10 

Feb 21 60 9 540    190 10 5.365 

       250 8 

       50 8.5 

       50 10 

       60 9 

Feb 22    190 10 3,580 40 8 1,785 

(Cl. 

Stock) 
    210 8 50 8.50 

       50 10 

       60 9 

 

Answer 2 (d) 

It is a system of selective inventory control whereby the measure of control over an item of inventory varies with 

its usage value. It exercises discriminatory control over different items of stores grouped on the basis of the 

investment involved. Usually, the items of materials are grouped into three categories viz, A, B and C according to 

their use value during the period. In other words, the high use value items are controlled more closely than the 

items of low use value. 
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i. ‗A‘ category of items consists of only a small percentage i.e. about 10% of the total items of the material 

handled by the stores but requires heavy investment i.e. about 70% of the inventory value, because of their 

high price and heavy requirement. 

ii. ‗B‘ category of items consists of about 20% of the items of the material handled by the stores. The 

percentage of investment required is about 20% of the total investment in the inventories. 

iii. ‗C‘ category of items does not require much investment. It may be about 10 % of the total inventory value 

but are nearly 70% of the items handled by the stores. 

‗A‘ category of items can be controlled effectively by using a regular system, which ensures neither over-stocking 

nor shortage of materials for production. Such a system plans its total material requirement by making budgets. 

The stock of materials are controlled by fixing certain levels like maximum level, minimum level and re-order 

level. A reduction in inventory management cost is achieved by determining economic order quantities after taking 

into account ordering cost and carrying cost. To avoid shortage and to minimize heavy investment of funds in 

inventories, the techniques of value analysis, variety reduction, and standardization etc. are used along the 

aforesaid techniques. 

In case of ‗B‘ category of items, as the sum involved is moderate, therefore, the same degree of control as applied 

in ‗A‘ category of items is not warranted. The order for the items, belonging to this category may be placed after 

reviewing their situation periodically. This category of items may be controlled by routine control measures. 

For ‗C‘ category of items, there is no need for exercising constant control. Orders for items in this group can be 

placed either after six month or once in a year, after ascertaining consumption requirements. 

 

Answer 2 (e) 

 
S.N. True/ Not true Reasons 

i. Not true Safety stock is held for meeting the unpredictable fluctuation in the demand and 

supply. It varies with the fluctuations in demand and not with the level of demand.  

ii. Not true The categorization of A, B and C is done on the basis of their annual usage value ( 

Consumption value ) and not on their cost X, Y and Z. Analysis is done on the 

basis of value of inventory stored. 

iii. True If the batch size is large, number of orders in a year will be lower. Hence, stock 

moves to the lowest point (re-order level) fewer times a year. Hence danger of 

stock out will be less. Thus to protect against the stock out, large batch size is the 

must. 

iv. Not true E.O.Q is based on a balancing between ordering cost and carrying cost of 

inventory. It does not take into account the shortage cost. 

v. Not true Lead time is the time interval elapsing between the placement of the 

replenishment order and the receipt of the final installment of goods against the 

order. 
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Answer 3 (a) 

  A      B 

Time Allowed (Hrs.)     100     100 

Time Taken (Hrs.)      60     80 

Time Saved (Hrs.)      40     20 

 

Let the rate of wages of the worker B is Rs. x per hour 

 

Normal Wages      1440     80x 

(Time taken × Hourly rate of wages)   (60×24) 

Bonus       480     16x 

(1/2 × 40 × 24)   (80/100) x (20×x) 

1920    96x 

According to the problem, 

Total earnings of A = Total earnings of B 

Rs. 1,920 = 96x 

x = Rs. 1920/96 = Rs. 20 

Hourly rate of wages of the worker B is Rs.20 per hour. 

 

Answer 3 (b) 

 
 A B 

No. of garments assigned (Pieces) 30 42 

Hour allowed per piece (hours) 2 2 

Total hours allowed (Hours) 60 84 

Hours Taken (Hours) 28 40 

Hours Saved (Hours) 32 44 

 

i. Calculation of loss incurred due to incorrect rate selection  

(While calculating loss only excess rate per hour has been taken.) 

 A B Total 

Basic wages  140 

(28 hrs. x Rs. 5) 

200 

(40 hrs. x Rs. 5) 

340 

 

Bonus (as per Halsey Scheme) 80 

(50% of 32 hours x Rs. 5) 

110 

(50% of 44 hours x Rs. 5) 

190 

Excess Wages paid  220 310 530 

 

ii. Amount of loss if Rowan Scheme of bonus payment were followed: 

 A B Total 

Basic Wages 140 

(28 hrs. x Rs. 5) 

200 

(40 hrs. x Rs. 5) 

340 

Bonus (as per Rowan Scheme) 

(Time taken/time allowed)x time 

saved x excess rate 

74.67 

(28/60 x 32 x Rs. 5) 

104.76 

(40/84 x 44 x Rs. 5) 

179.43 

 

Excess Wages paid  214.67 304.76 519.43 

 

iii. Calculation of amount that could have been saved if Rowan Scheme were followed: 

 A B Total 

Wages paid under Halsey‘s Scheme 220 310 530 

Wages paid under Rowan Scheme 214.67 304.76 519.43 

Difference (Savings) 5.33. 5.24 10.57 
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iv. Rowan Scheme of incentive payment has the following benefits, which is suitable with the nature of business 

in which XYZ operates: 

 Under Rowan Scheme of bonus payment, workers cannot increase their earnings or bonus merely 

increasing its work speed. Bonus under Rowan Scheme is maximum when time taken by a worker on 

a job is half of the time allowed. As this fact is known to the workers, therefore, they work at such a 

speed which helps them to maintain the quality of the output too. 

 If the rate setting department commits any mistake in setting the standards for time to be taken to 

complete the works, the loss incurred will be relatively low. 

Answer 4 (a) 

i. Computation of Maximum, practical, normal and actual capacities, in terms of hours 

  Maximum capacity:  Hours 

 Total days in current year x Hours per shift: 

= 365 x 8 

  

  2920 

  Practical capacity:  Hours  

 Maximum capacity   2920  

 Less: Idle capacity in hrs.    

 Saturdays – 52 days x 8 hrs.                               = 416 hrs.   

 Declared holidays – 13 days x 8 hrs.                  = 104 hrs.   

 Preventive Maint. & Repairs – 77 hrs. x 4 qtrs. =  308 hrs.   (828)            2092 

  Normal Capacity:   

 (Normal production  

and sales expected ÷ Production per hour)        = 

 

(160000 units ÷ 80 units) 

 

  2000 

  Actual capacity:   

 (Total production ÷ Production per hour)          =   (146000 units ÷ 80 units)   1825 

 

ii. Statement Showing Idle Capacity and Hourly Rate for Recovery of Overhead Rates 

Base Base 

capacity 

(Hrs.) 

Capacity 

utilized 

(Hrs.) 

Idle 

capacity 

(Hrs.) 

Hourly Rate of 

recovery for Fixed 

Overheads (Rs.) 

Maximum capacity 2920 1825 1095 200.00 

Production capacity 2092 1825 267 279.16 

Normal capacity 2000 1825 175 292.00 

Actual capacity 1825 1825 0 320.00 

 

Working note: (Calculation of hourly FO recovery rate) 

Hourly rate of Recovery of fixed overhead = Total fixed overheads/ Base capacity hours 

 Total F.O. (Rs.) Base capacity hrs. Recovery rate per hour 

Maximum capacity 584,000 2920 200.00 

Production capacity 584,000 2092 279.16 

Normal capacity 584,000 2000 292.00 

Actual capacity 584,000 1825 320.00 

 

iii. Statement of Idle Capacity cost 

Base capacity 

Overhead 

Absorption 

Applied Fixed 

Overhead 

Idle capacity Cost 

Rate per hour 

(Rs.) 

Hours Amount 

(Rs.) 

Hours Amount 

(Rs.) 

Maximum capacity 200.00 1825 365,000 1095 219,000 

Production capacity 279.16 1825 509,467 267 74,535.72 

Normal capacity 292.00 1825 532,900 175 51,100 

Actual capacity 320.00 1825 584,000 - - 
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Answer 4 (b) 

The predetermined overhead absorption rates are preferred to overhead absorption rates calculated from factual 

information after the end of a financial period due to following reasons; 

a) Predetermined overhead rate allows for immediate costing of job or products and determination of selling 

prices whereas in actual overhead absorption product cost cannot be determined until some considerable 

time after the end of the accounting period.  

b) Predetermined rates contribute effectively to standard costing and budgetary control programs as these 

programs use estimated costs and standard cost to measure production activities. Actual overhead rates do 

not allow for controlling of costs. 

c) Predetermined overhead rate provides a reasonably constant unit cost and to avoid unit cost fluctuations 

caused by seasonal overhead cost fluctuations, changes in volume or accounting methods whereas in 

actual overhead rate inequitable situations arise due to overheads of seasonal nature, variation due to 

production and efficiency of the factory, overhead costs of fixed nature which give a different per unit cost 

when divided by differing production volumes.  

 

Answer 4 (c) 

Unabsorbed overheads          Rs.    

Overheads recovered from production (284,756 x 2)  569,512 

Actual overheads      675,912 

Under recovery       106,400 

 

60% of total under absorption i.e. Rs. 63,840 was due to fluctuations in the prices of material and labor rates 

therefore this should be charged to units produced by means of supplementary rate. 

 

 

Supplementary rate = 63,840 / 10,500 = Rs. 6.08 

 

 

Apportionment of overheads 

The amount of Rs. 63,840 will be apportioned between Cost of Sales, Finished Goods and Work-in-Progress as 

follows; 

 

Cost of Sales A/c (8,000 × 6.08)  = Rs. 48,640 

Finished Goods A/c (2,000 × 6.08)  = Rs. 12,160 

Work-in-Progress A/c (500×6.08)  = Rs.   3,040 

         Rs.  63,840 

The balance of Rs 42,560 (40% of Rs. 106,400) which represents unabsorbed overheads on account of abnormal 

factors such as strike, operational inefficiency etc. should be charged to Costing profit & loss account. 

Answer 5 

In integrated accounting system, cost and financial accounts are kept in same set of books. Such system will have 

to afford full information required for costing as well as for Financial Accounts. In other words, information and 

data should be recorded in such a way so as to enable the firm to ascertain the cost (together with the necessary 

analysis) of each product, job, process, operation or any other identifiable activity. It also ensures the 

ascertainment of marginal cost, variances, abnormal losses and gains. In fact all the information that management 
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requires from a system of costing for doing its work properly is made available. The integrated accounts give full 

information in such a manner so that the profit and loss account and the balance sheet can be prepared according to 

the requirements of law and the management maintains full control over the liabilities and assets of its business.  

Since, the only sets of books are kept for both cost accounting and financial accounting purpose, so there is no 

necessity of reconciliation of cost and financial accounts. 

Answer 6 (a) 

Process A Account 

Particulars Units Amount 

(Rs.) 

Particulars Units Amount 

(Rs.) 

To, Input 8,000 72,000 By, Normal Loss (5%) 400 800 

To, Direct Wages  12,000 By, Abnormal Loss @ 

12.50 

100 1,250 

To, Direct Expenses  6,000 By, Process B a/c 5,000 62,500 

To, Overheads (1:2)  5,800 By, Profit and Loss a/c 

(2500 @ 12.50) 

2,500 31,250 

 8,000 95,800  8,000 95,800 

 

Cost of abnormal loss in process A = (95,800-800)/ (8,000-400) = 95,000/7,600= 12.50 per unit 

Process B Account 
Particulars Units Amount 

(Rs.) 

Particulars Units Amount 

(Rs.) 

To, Process A a/c 5,000 62,500 By, Normal Loss 500 5,000 

To, Direct Wages  24,000 By, Finished Stock a/c or P/L a/c 4,800 104,640 

To, Direct Expenses  5,000    

To, Overheads  11,600    

To, Abnormal gain 300 6,540    

 5,300 109,640  5,300 109,640 

 

Cost of Abnormal gain = (103100 – 5000)/ (5000-500) = 98100/4500 = 21.80 

Working Notes:  

Profit and Loss Account 
Particulars Amount Particulars Amount 

To, Cost of Sales : 

Process A (2500 @Rs. 12.50= 31,250) 

Process B (4800 @ Rs. 21.80= 1,04,640) 

1,35,890 By, Sales  

Process A (2500 x 15)=37,500 

Process B(4,800 x 25)= 1,20,000 

1,57,500 

To, Abnormal Loss: 

Process A (100 units @ (12.50 - 2)) 

1050 By, Abnormal gain : 

Process B (300 units @ (21.80 -10)) 

3,540 

To, Selling Expenses  5,000   

To, Net Profit 19,100   

 1,61,040  1,61,040 

Note:  

1. As mentioned selling expenses are not allocable to process which is debited directly to the P/L a/c. 

2. It is assumed that Process A and Process B are not responsibility centers and hence, Process A and Process 

B have not been credited to direct sales. P/L a/c is prepared to arriving at profit /loss.  

 

Answer 6 (b) 

Job costing involves the detailed accumulation of production costs attributable to specific units or groups of units. 

For example, the construction of a custom-designed piece of furniture would be accounted for with a job costing 

system. The costs of all labor worked on that specific item of furniture would be recorded on a time sheet and then 

compiled on a cost sheet for that job. Similarly, any wood or other parts used in the construction of the furniture 

would be charged to the production job linked to that piece of furniture. This information may then be used to bill 
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the customer for work performed and materials used, or to track the extent of the company's profits on the 

production job associated with that specific item of furniture. 

 

Process Costing involves the accumulation of costs for lengthy production runs involving products that are 

indistinguishable from each other. For example, the production of 100,000 gallons of gasoline would require that 

all oil used in the process, as well as all labor in the refinery facility be accumulated into a cost account, and then 

divided by the number of units produced to arrive at the cost per unit. Costs are likely to be accumulated at the 

department level, and no lower within the organization. 

Given these descriptions of job costing and process costing, following are the differences between the two costing 

methodologies: 

 Uniqueness of product. Job costing is used for unique products, and process costing is used for standardized 

products. 

 Size of job. Job costing is used for very small production runs, and process costing is used for large production 

runs. 

 Record keeping. Much more record keeping is required for job costing, since time and materials must be 

charged to specific jobs. Process costing aggregates costs, and so requires less record keeping. 

 Customer billing. Job costing is more likely to be used for billings to customers, since it details the exact costs 

consumed by projects commissioned by customers. 

In situations where a company has a mixed production system that produces in large quantities but then 
customizes the finished product prior to shipment, it is possible to use elements of both the job costing and 
process costing systems, which is known as a hybrid system. 
 

Answer 6 (c) 

Contract Account 

For the period 1.7.2014-31.3.2015 
Particulars Amount 

(Rs.) 

Particulars Amount 

(Rs.) 

To, Material issued 7,74,300 By, Material sold 10,000 

To, Labour                    10,79,000 

Add: Outstanding           1,02,500 

11,81,500 By, P/L a/c (Loss)  

(13,500 - 10,000) 

3,500 

To, Salary to engineer (20,500 x 9) 1,84,500 By, Material in hand 75,800 

To, Salary to supervisor 

(9,000x3/4x9) 

60,750 By, Cost of Contract c/d 26,39,600 

To, Administration & other 

expenses:             4,60,600 

Less: Prepaid          10,000 

4,50,600 

To, Depreciation on Plant 

(Working Note 1) 

77,250 

 27,28,900  27,28,900 

To, Cost of Contract b/d 26,39,600 By, Work in Progress:  

To, Notional Profit c/d 2,70,300 Work certified (50% of 45,00,000) 22,50,000 

Work uncertified (W.N.2) 

(26,39,600-19,79,700) 

6,59,900 

 29,09,900  29,09,900 

To P/L a/c (W.N.3) 1,60,178 By, Notional Profit b/d 2,70,300 

To Reserve 1,10,122 

 2,70,300  2,70,300 
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Working Note: 

 

1. Calculation of depreciation on Plant: 

 

Cost of the Plant    Rs. 7,71,000 

Less: Residual Value    Rs.    50,000 

      Rs. 7,21,000 

Estimated life              7 years 

Depreciation per annum      Rs. 1,03,000 

 

Depreciation for 9 months = (Rs.1,03,000/12) × 9 

= Rs. 77,250 

 

2. Cost of Work uncertified :  

= Cost incurred to date - 50% of the total cost of contract 

= Rs. 26,39,600 (shown in contract a/c) – Rs. 19,79,700 

= Rs. 6,59,900 

 

3. Calculation of Profit to be transferred 

= 2/3 x Rs. 2,70,300 x Rs. 20,00,000/ Rs. 22,50,000 

= Rs. 1,60,178 

 

Answer 6 (d) 

Absolute tonnes-kms  = 10 tonnes x 40 kms. + 6 tonnes x 60 kms. + 8 tonnes x 80 kms. 

    = 1,400 tonne – kms. 

 

Commercial tonnes-kms  = Average load x total kilometers traveled 

    = (10+6+8)/3 tonnes x 180 kms. 

    = 8 tonnes x 180 kms. 

    = 1,440 tonnes – kms. 

 

Note: For calculating the absolute tonne-kms, the travel between any two stations is considered individually, while 

in the case of commercial tonne-kms, the trip is considered as a whole. 

Answer 7 (a) 

a.  Balance Sheet of a Company 

Liabilities Amount (Rs.) Assets Amount (Rs.) 

Equity Share Capital 7,81,250 Fixed Assets 15,00,000 

Reserves and Surplus 4,68,750 Current Assets  

Long Term Debts 6,25,000 Stock  3,75,000 

Current Liabilities 7,50,000 Debtors 5,00,000 

  Cash 2,50,000 

Total 26,25,000 Total 26,25,000 

 

 

b.  Statement Showing Working Capital Requirement 

 Particulars Rs. Rs. 

A. Current Assets   

 Stock 3,75,000  

 Debtors 5,00,000  

 Cash 2,50,000 11,25,000 

B. Current Liabilities  7,50,000 
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 Working Capital Before Provision (A-B)  3,75,000 

 Add: Provision for contingencies@ 10% of the Working 

Capital including Provision i.e. 1/9
th

 of the Working Capital 

before provision ; 3,75,000 x 1/9   

 41,667 

 Working Capital Requirement including provision  4,16,667 

 

Working Notes:  

i. Cost of Goods sold =  Sales – Gross Profit (25% of Sales) 

= Rs. 30,00,000 - Rs 7,50,000 

= Rs. 22,50,000 

 

ii. Closing Stock  = Cost of Goods sold/Stock Turnover 

= Rs. 22,50,000/6 

= Rs 3,75,000 

 

iii. Fixed Assets   = Cost of goods sold/ Fixed Assets Turnover 

= Rs. 22,50,000/1.5 

= Rs. 15,00,000 

 

iv. Current Assets/Current Ratio = 1.5 and Liquid Ratio = 1 

Stock = 1.5 -1 = 0.5 

Current Assets  = Amount of Stock x 1.5/0.5 

  = Rs. 3,75,000 x 1.5/0.5 

  = Rs. 11,25,000 

v. Liquid Assets (Debtors and Cash) = Current Assets - Stock 

   = Rs. 11,25,000 - Rs. 3,75,000 

   = Rs. 7,50,000 

 

vi. Debtors = Sales x Debtors Collection Period / 12 

= Rs. 30,00,000x 2/12 

= Rs. 500,000 

 

vii. Cash  = Liquid Assets – Debtors  

= Rs. 7,50,000 – Rs. 5,00,000  

= Rs. 2,50,000 

www.auditnca.com

www.auditnca.com


 

 

RTP-CAP II –December @ICAN Page 131 of 162 

 

viii. Net Worth = Fixed Assets / 1.2 

     = Rs. 15,00,000 / 1.2 

     = Rs. 12,50,000 

ix. Reserves and Surplus 

Reserves and Share Capital = 0.6 +1 = 1.6 

Reserves and Surplus = Rs. 12,50,000 x 0.6/1.6 = Rs. 4,68,750 

 

x. Share Capital  = Net Worth – Reserves and Surplus 

= Rs. 12,50,000 – Rs. 4,68,750 

= Rs. 7,81,250 

 

xi. Current Liabilities = Current Assets/Current Ratio 

= Rs. 11,25,000/1.5 = Rs. 7,50,000 

 

xii. Long Term Debts    

Capital Gearing Ratio = Long-Term Debts /Equity shareholder‘s Fund 

Long Term Debts  = Rs. 12,50,000 x 0.5 = Rs. 6,25,000 

 

Answer 7 (b) 

i. Computation of Unit cost and Total Income 
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 Rs. 

Sales (21500 x Rs. 168) 36,12,000 

Less: Cost of Goods sold (21,500 x 100)            21,50,000  

Less: Over Absorption                                              28,000 21,22,000 

 14,90,000 

Less : Selling & distribution Expenses 11,90,000 

Profit 3,00,000 

 
Marginal Costing Rs. 

Sales 36,12,000 

Less: Cost of goods Sold (21,500 x 82)               17,63,000 

Add: Under Absorption                                           20,000 

 

17,83,000 

 18,29,000 

Less: Selling and Distribution Expenses 4,30,000 

Contribution 13,99,000 

Less: Fixed Factory and Selling & Distribution Overhead 

(38,400 +7,60,000) 

11,44,000 

Profit 2,55,000 
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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 OH    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 OH (3,84,000 + 3,08,000)    6,92,000 

Over Absorption         28,000 

 

iii. Reconciliation of Profit 

 

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

The difference is 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 8 (a) 

Control ratios are the ratios used by the management to analyze if there are deviations of the actual performance to 

budgeted performance and whether the same are favorable or unfavorable. If the ratio is 100% or more 

performance is considered as favorable and vice versa. 

 

Ratio Formula Interpretations 

Calendar Ratio:   Number of actual working days in a period      × 100 

Number of working days in the budget period  

This ratio indicates whether all 

the budgeted working days in a 

budget period have been 

available in actual practice. 

Capacity Ratio: 

 

            Actual hours worked   × 100 

                Budgeted works 

This ratio indicates the extent to 

which budgeted hours of activity 

is actually utilized. 

Efficiency Ratio: 
  Standard hours for actual production  × 100 

           Actual hours worked  

This ratio is an indicator of the 

efficiency attained in the 

production over a period. 

Activity Ratio: 
  Standard hours for actual production  × 100 

        Budgeted standard hours 

This ratio measures the level of 

activity attained during the 

budget period. 
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Answer 8 (b)  

i. A. Production Budget 

For the year 1987 by quarters 

Units to be 

produced in each 

quarter 

Quarter I 

Units 

Quarter II 

Units 

Quarter III  

Units 

Quarter IV 

Units 

Total 

Units 

2/3
rd

 of current 

quarter‘s sales 

demand 

8,000 

(2/3x12,000) 

10,000 

(2/3x15,000) 

11,000 

(2/3x16,500) 

12,000 

(2/3x18,000) 

41,000 

Add: 

1/3
rd

 of the 

following quarter‘s 

sales demand in 

first 3 quarters and 

closing inventory 

in the 4
th

 quarter 

5,000 

(1/3x15,000) 

5,500 

(1/3x16,500) 

6,000 

(1/3x18,000) 

6,500 

 

23,000 

Total 13,000 15,500 17,000 18,500 64,000 

 

B. Statement showing Total cost of Direct Material, Direct Labour,  

Variable Overheads and Fixed Overheads 

 Quarter I  Quarter II Quarter III Quarter IV Total 

Units to be produced 

as per (a) 

13,000 15,500 17,000 18,500 64,000 

 

 Rs. Rs. Rs. Rs. Rs. 

Direct Material @ 

Rs. 5 per unit 

65,000 77,500 85,000 92,500 3,20,000 

Direct Labour @ Rs. 

6 per unit 

78,000 93,000 1,02,000 1,11,000 3,84,000 

Variable Overhead @ 

Rs. 1.50 per unit 

19,500 23,250 25,500 27,750 96,000 

Fixed Overheads 45,000 45,000 45,000 45,000 1,80,000 

Total Cost 2,07,500 2,38,750 2,57,500 2,76,250 9,80,000 

 

ii. Statement of Budgeted Profit  

For the year (as a whole) 

 Rs. 

Total Sales : 61,500 units @Rs.17 per unit 10,45,500 

Less: Total Variable Cost : 61,500 units @Rs. 12.50 per unit 7,68,750 

Contribution 2,76,750 

Less: Fixed cost for the year 1,80,000 

Profit for the year 1987 as a whole 96,750 

 

iii. Break –Even Point = Fixed Overhead/(Selling Price per unit – Variable Cost per unit) 

 = Rs. 1,80,000/(Rs. 17 – Rs. 12.50) = 40,000 units 

Total sales in units by the end of 3
rd

 quarter will be 43,500 i.e. 12,000+15,000+16,500. Therefore, the 

company will break even in the later part of the 3
rd

 quarter. 

(Note: Marginal costing approach has been followed for the ascertainment of profit i.e. all fixed expenses Rs. 

1,80,000 for the year have been deducted from the contribution.) 
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Working notes: 

 

1. Variable Cost per unit      Rs. 

Direct material: 10 lbs @ 50 paise per lb    5.00 

Direct labour: 1.5 hours@ Rs.4 per hour    6.00 

Variable overheads: 1.50 hours@ Rs. 1 per hour   1.50 

Total        12.50 

 

2. Fixed Overheads per annum : 90,000 hrs @ Rs. 2   1,80,000 

Therefore, Fixed overheads per quarter to be divided equally 

over four quarters according to time (Rs. 180,000/4)   45,000 

3. Number of units to be sold during the year 1987 

Quarter I        12,000 units 

Quarter II        15,000 units 

Quarter III        16,500 units 

Quarter IV        18,000 units 

Sales during the year      61,500 units 

 

Answer 9 (a) 

The advantages of standard costing are listed below; 

i. Managerial planning: Standard costs help in formulation of plans for managerial action and execution in 

order to utilize resource in a manner so as to maximize business profits. Standard cost help in budget 

formulation for different production levels and for different product mixes.  

ii. Coordination: The establishment of standards coordinates all functions – manufacturing, marketing, research 

and accounting towards the achievement of a common goal. Setting standards involves defining and 

communicating targets so that they can work towards the attainment of the goal. 

iii. Cost control: Standards enable management to make periodic comparison of actual costs with standard costs 

in order to measure performance and to take action to maintain control over costs.  

iv. Economical means of costing and record keeping: The use of standard costs can reduce clerical labor and 

expense by avoiding the detailed record keeping which is necessary when actual costs alone are used. 

v. Formulating price and production policies: Standard costs help determine expected unit costs and selling 

prices. Standards can be modified from time to time to reflect current conditions and changes in material 

prices or labor rates and the price of the product can be determined on a realistic basis. 

vi. Standards as incentives to employees: If standards are reasonable and attainable they act as incentives to 

employees to improve their performances and to maintain the quality of the product. Standards motivate 

workers, supervisors and foremen to work more efficiently in the accomplishment of their respective 

standards. 
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Answer 9 (b) 

a) 

i. Meaning and Controllability of the variances 

 

Material Price Variance 

Indicates whether Simply Soup has paid more (adverse) or less (favorable) for its input materials than the standard 

prices set for the period. For example, if a new supplier had to be found and the price paid was more than the 

standard price then Simply Soup would incur an extra cost. This extra cost is the price variance. 

Price variances are controllable to the extent that Simply Soup can choose its suppliers. On the other hand, 

vegetables are a seasonal and weather dependent crop and therefore factors outside Simply Soups control can 

influence prices in the market. The key issue is that the production manager will not control the price paid that is 

the job of the Purchasing Manager. 

 

Material Mix Variance 

Considers the cost of a change in the mix of the ingredients to make soup. For example adding less butter (which 

is expensive) and more stock (which is cheaper) will be a cheaper mix than the standard mix. A cheaper mix will 

result in a favorable variance. 

The recipe determines the mix. The recipe is entirely under the control of the production manager. 

 

Material Yield Variance 

This shows the productivity of the manufacturing process. If the process produces more soup than expected then 

the yield will be good (favorable). At the moment 2.05 liters of input produces 1 liter of soup, if 2.05 liters of input 

produces more than 1 liter of soup then the yield is favorable. Greater yield than expected can be a result of 

operational efficiency or a change in mix. 

The production manager controls the operational process so should be able to control the yield. Poor quality 

ingredients can damage yield but the production manager should be in control of quality and reject dubious 

ingredients. The production manager is also responsible for things like spillage. Higher spillage can also reduce 

yield. 

 

ii. Production manager‘s performance 

 

Cost Efficiency 

The production manager has produced significant favorable cost variances. The total favorable variance has risen 

from Rs.4,226 to Rs.10,352 in the first three months. This last figure represents approximately 7.1% of the 

standard monthly spend. 

The prices for materials have been rising but are probably outside the control of the production manager. The 

rising prices may have put pressure on the production manager to cheapen the mix. 

The mix has become cheaper. This could be seen as a cost efficient step. However, Simply Soup must question the 

quality implications of this (see later). 

The yield results are the most significant. The manager is getting far more out of the process than is usual. The 

new mix is clearly far more productive than before. This could easily be seen as an indicator of good performance 

as long as the quality is maintained. 

Quality 

The concern is that the production manager has sacrificed quality for lower cost and greater quantity. The sales 

director has indicated that sales are falling, perhaps an indication that the customers are unhappy with the product 

when compared to competitor offers. The greater yield and cheaper mix may well have produced a tasteless soup. 

Overall 

Overall there has to be concern about the production manager‘s performance. Cost control and efficiency are 

important but not at the expense of customer satisfaction and quality. We do not have figures for the extent to 

which sales have been damaged and small reductions may be acceptable. 

 

iii. Changes to the performance management system 

The performance management system needs to take account of the quality of the soup being produced and the 

overall impact a decision has on the business. 
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Quality targets need to be agreed with the manager. These are difficult to quantify but not impossible. For example 

soup consistency (thickness) is measurable. Regular tasting will indicate a fall in quality; tasters could give the 

soup a mark out of 10 on taste, color, smell etc. 

The production manager should not be rewarded for producing lots of cheap soup that cannot be sold. The 

performance management system should reflect the overall effect that decisions have. If the production manager‘s 

actions have reduced sales then sales volume variances should be allocated to the production manager as part of 

the performance assessment. 

 

b) Material variances for month 4 

 

Material Price Variance: 

Mixed Vegetables = {(Rs. 69,700/82,000) – 0.80}x 82,000  = Rs.4,100 (A) 

Butter   = {(Rs. 21,070/4900) – 4} x 4,900  = Rs.1,470 (A) 

Stock    = {(Rs. 58,560/1,22,000) – 0.50} x 122,000  = Rs.2,440 (F) 

 

 

Material Mix Variance: 

Mixed Vegetables = (82,000 – 91,712.2*) x 0.80  = Rs.7,770 (F) 

Butter    = (4,900 – 5,095.1) x 4   = Rs.780 (F) 

Stock    = (122,000 – 112,092.7) x 0.50  = Rs.4,954 (A) 

Total Mix Variance = Rs.3,596 (F) 

 

(Note: it is only the total mix variance that is a valid variance here) 

 

Total input volume = (82,000 + 4,900 + 122,000) = 208,900 

* Standard mix for mixed vegetables is = Rs.91,712.2 

(Note: alternate approaches are acceptable.) 

 

Material Yield Variance = [112,000 – 101,902.4] x 1.47 = Rs.14,843(F) 

The standard inputs add up to 2.05 units (0.9+0.5+1.1). This produces 1ltr of soup. The actual inputs were 208,900 

litres and therefore the standard expected output should be 208,900 x 1/2.05 = 101,902.4 litres 

 

Answer 10 (a) 

The limitations of Uniform Costing are as follows; 

i. Sometimes it is not possible to adopt uniform standards, methods and procedures of costing in different 

firms due to differing circumstances in which they operate. Hence, the adoption of uniform costing becomes 

difficult in such firms.  

ii. Disclosure of cost information and other data is an essential requirement of a uniform costing system. Many 

firms do not wish to share such information with their competitors in the same industry.  

iii. Small firms in an industry believe that uniform costing system is only meant for big and medium size firms, 

because they cannot afford it.  

iv. It induces monopolistic trend in the business, due to which prices may be increased artificially and supplies 

withheld. 

 

Answer 10 (b) 

Inter firm comparison is a technique of evaluating the performance, efficiency, costs and profits of firms in an 

industry. It consists of voluntary exchange of information/data concerning costs, prices profits productivity and 

over-all efficiency among firms engaged in similar type of operations for the purpose of bringing improvement in 

efficiency and indicating the weaknesses. Such a comparison will be possible where uniform costing is in 

operation. Inter firm comparison indicates the efficiency of production and selling, adequacy of profits, weak spots 

etc. in the organization. 
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Answer 11 

Some of the important area of cost reduction are as follows; 

 Product improvement 

Product improvement and the level of efficiency determine the costs incurred. Important factors in product 

improvement are; 

- Quality of the product 

- Unnecessary weight, materials contents, machine or labor operations. 

- Waste and losses to be eliminated 

- Proper designing of the product 

 

 Production methods and layout 

The area of production methods and organization is important for the purpose of cost reduction. There are 

many vital activities relating to production and production planning where a cost reduction program may 

be applied. E.g. materials control, labor control, production layout, system analysis, time and motion study 

work measurements etc.  

Marketing areas  

In marketing, the cost reduction areas include channels of distribution, sales promotion schemes, 

marketing research plan, territorial responsibilities, methods of remunerating salesmen, advertising 

methods, after-sales service costs, packaging methods, materials handling, transport arrangement. 

 

 Administrative areas 

Administrative functions include personnel, purchase and general administration. Cost reduction require 

efficiency in administration, effective purchasing procedure and a fair personnel policy and schemes. 

Some of the important areas are investment planning, cash discount policy, mechanized system of 

accounting, labor relations, labor welfare measure, availability of servicing facilities.  
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