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YOU MUST BE WONDERING 

How to Read this book? 

Step 1 Step2 Step3 Step 4 
• Prioritize more tfme for . rdentify key concepts Solve questions . Focus on solving LOR • • . 
: 'A' chapters In the ABC • In each chapter. in order, from • questions during the . . 
• • • 
: analysis • easy to difficult. • final revision • • 
• • • 
• • • 

0 e e - • 

[[OJ 
Step 1: Prioritize your chapters 

Chapters in the index are 
categorized as A, B, or C based on 
their importance. Focus more on 'A' 

chapters, as they carry the most 
weight, and give adequate 
atten t ion to 'B' chapters. While all 
chapters must be covered, this 

approach helps manage t ime 
efficiently for better results. 

Step 3: Start easy 

Start with Question 1, as they 
progress from easy to difficult, 
helping you build confidence 
throughout the chapter. Pay close 
attention to the "EXAM INSIGHTS" 

to avoid common mistakes. 
Questions are segregated topic 
wise where possible. 

. . . 
• • • • 
• • • • 
• • • 

Step 2: Identify key concept 

Identify the key concepts for each 
chapter using the list provided at 
t he start of the chapter. Ensure you 

understand them thoroughly. If you 
struggle with a question, revisit the 
concepts, review them, and 
strengthen your understanding 
before moving forward. 

Step 4: Last Day Revision (LOR) 

Focus on solving LOR questions 
during the final revis ion. In the 1.5 

days before the exam, prioritize 
these questions as they cover the 
most critical concepts from each 
chapter. You 'll find a quick summary 

of LDR question numbers listed right 
before each chapter fo r easy 
reference. 
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CONCEPTS OF THIS CHAPTER 

• Process and Operation Costing: meaning. 
• Treatment of process loss and gains In cost accounts. 
• Compute equivalent completed production units. 
• Methods of valuation of work in process. LOR Questions 
• Meaning and treatment of inter-process profits. Q20 Q25 

Q26 Q27 

QUICK REVIEW OF IMPORTANT CONCEPTS 

I. Process Costing 

Process costing is a costing method used in industries where materials undergo multiple processes or stages to 
be transformed into a final product . it is defined as a cost accounting method whe re costs are assigned to each 
process or operation and then averaged across t he units produced. 

II. Valuation of Work-in-process 

The valuation of work-in-process presents a good deal of difficulty because it has units under different stages of 
completion from those in which work has just begun to those which are only a step short of completion. 

(i) Equivalent Units 

Equiva lent units or equivalent prod uction units, means converting the Incom plete production units into the ir 
equivalent completeq units. Under each process, an esti mate is made of the percentage completion of word
in -process with regard to diffe rent elements of costs, viz., material, labour and overheads. 

The formula for computi ng equivalent completed units is: 

E • I t I d •t - ( Actual Number of unics in) ( Percencage of ) 
quiva en comp ete uni 5 - the process ofmanufature x work completed 

Input Units Output Units Equivalent Units 
Details Particulars Material Labour Overhead 

% Units % Units % Units 

a b c= axb d e=axd f e:=axf 
Opening XXX Opening XXX XXX XXX XXX XXX XXX XXX 

W-1-P W-1-P* 
Unit XXX Fi nished XXX XXX XXX XXX XXX XXX XXX 

introduced output• • 
Normal XXX . . . . . . 
loss••• 
Abno rmal XXX XXX XXX XXX XXX XXX XXX 

loss/ 
Gain**** 

Total Closing XXX XXX XXX XXX XXX XXX XXX 

XXX W-1-P XXX XXX XXX XXX 

Total 

Chapter 10 Process & Operation Co.sting 10.1 
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(i) *Equiva lent units for Opening W-1-P is calculated on ly under FIFO method. Under the Average method, it is 
not shown separately. 

(Ii) ••under the FIFO method, Finished Output= Units completed and transferred to next process less Opening 
WIP. Under Average method, Finished Output = Units completed and t ransferred. 

(iii) ***For normal loss, no e quivalent unit is calculated. 
(iv) ****Abnormal Gain/ Yield is treated as 100% comple te In respect of all cost e lements Irrespective of 

percentage of completion. 

(ii) Methods for v"Ju,.tlon of work-in-process 

• First-in-first-out (FIFO) method 

Under this method the units completed and transferred include completed units of opening work-In• 
process and subsequently Introduced units. Proportiona te cost to complete the opening wo rk-In-process 
and that to process the completely processed units during the period are derived separately. 

• Weighted Average (Average) Method 

Under this method, the cost of opening work-in-process and cost of t he curre nt period are aggregated 
and the aggregate cost is divided by output in te rms of completed units. 

Questions & Answers 

Theory Questions 

Question 1 

How will you treat normal loss, abnormal loss and abnormal gain in process costing? Explain 

(PYP 5 Marks, May'23} 

Answer 1 
Treatment of normal loss, abnormal loss and abnormal gain in process costing 
Trea tment of Normal loss in Cost Accounts: The cost of normal process loss in practice is absorbed by good units 
produced under the process. The amount realised by the sale of normal process loss units should be credited to 
the process account. 
Treatment of Abnormal loss in Cost Accounts: The cost of an abnormal process loss unit is equal to the cost of a 
good unit. The total cost of abnormal process loss Is credited to the process account from which It arises. Cost 
of abnormal process loss is not t reated as a part of the cost of the product. In fact, the tota l cost of abnormal 
process loss Is debited to costing profit and loss account. 
Treatment of Abnormal Gain in Cost Accounts: The process account under \'lhich abnormal gain arises is debited 
with the abnormal ga in and credited to abnormal gain account wh ich will be closed by transferring to the Costing 
Profit and Loss account. The cost of abnormal gain is computed on the basis of normal prod uction. 

EXAM INSIGHTS: This theory question was based on the treatment of normal loss, abnormal loss, and 
abnormal gain in Process Costing. The performance of the examinees was average in this question. 

Question 2 

Explain very briefly the following terms: Process Costing (PYP 5 Marks, Nov'23} 

Answer 2 
Process Costing: Process costing is a method of costing used in industri es where the material has to pass 
through two or more process for being conve rted into a final product. Here the cost of completi ng each stage 
of work is ascertained, like cost of making pulp and cost of making pape r from pulp. 

Exam insights: Question requiring examinees to explain briefly the given terms related to contract costing, 
Job costing, process c•ostlng and co products. The answe rs given we re very vague and displayed a very 
limited understanding of the terms. Performance of the examinees was average. 

Chapter 10 Process & Operation Costing 

DS



Question 3 

WHAT is Inter-process proflt? STATE its advantages and dis:idvantages. (MTP 4 Marks, Mar'22, SM) 

Answer 3 
Inter-Process Profit: To control cost and to measure performance, different processes within an organizat ion are 
designa te d as separate profit centres. In this type of organiza tional structure, the output of one process is 
transferred to the next process not at cost but at market value or cost plus a percentage of profit. The difference 
between cost and the transfer price is known as inter - process profits. 
The advantages and disadvantages of using inte r-process profit, in the case of process type ind ustries are as 
follows: 
Advantages: 
1. Comparison between the cost of output and its ma rket price at the stage of completion is faci litated. 
2. Each process is made to stand by itself as to the profitability. 
Dis:idvantages: 
1. The use of inter-process profits involves complication. 
2. The system shows profits which are not realized because of stock not sold o ut. 
3. 
Question 4 

DISCUSS normal and abnormal Process loss and ENUMERATE their treatment in Cost Accounts. (RTP Jan'25) 

Answer4 
There :ire two types of m:iterial losses viz. (i ) Norm:il loss :ind (ii) Abnormal loss. 
(i) Normal Process loss: it is also known as normal wastage . lti s defined as the loss of material which is 

inherent in tho nature of work. Such a loss can be reasonably an ti clpatedfrom the nature of the material, 
nature of operation, the experience and technical data. it is unavoidaole because ofnatu re of the material 
or the process. it also includes units withdrawn from the process for test or sampling. 
Treatment in Cost Accounts: The cost of normal processloss in practice is absorbed by good units produced 
under the process. The amou nt realised by the sale of normal process loss units should be credited to the 
process account . 

(ii) Abnormal Process loss: it is also known as abnormal wastage. It is defined as the loss in oxcoss of tho pro
determined loss (Normal process loss). This type of loss may occur due to the ca relessness of workers, a 
bad plant designor ope ration, sabotage etc. Such a loss cannot obviously be estimated in advance. But it can 
be kept under control bytaking suitable measure s. 
Treatment in Cost Accounts: The cost of an abnormal process loss unit is equal to the cost of a good unit. 
The total cost of abnormal process loss is credited to the process account from which it arises. Cost of 
abnormal process loss is not treated as a part of the cost of the product . In fact, thctotal cost of ;,bnorm:il 
process loss is debited to costing profit and loss account. 

Practical Questions 

Question 5 

Chill Ltd. uses process costing to manufacture water density sensor for hydro sector. The following information 
pertains to oper;,tions for the month of February: 

Particulars Units 
Beginning WIP, February 1 22,400 
Started in production during February 1,40,000 
Completed production during February 1,28,800 
Ending work in progress, February 28 33,600 

The beginning work in progress was 50% complete for materials and 30% complete for conversion costs. The 
ending Inventory was 80% complete for m:iterial :ind 30% complete for conversion costs. 
Costs pertaining to the month of February are as follows: 
Beginning inventory costs are material '{ 1,38,3501 direct labour'{ 1,501600 and factory overhead'{ 63,600 

Chapter 10 Process & Operation Co.sting 10.3 
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Cost incurred during February are material ~ 23,95,000, direct labour ~ 9,14,400, factory overheads 11: 

19,55,800. 
CALCULATE: 
(i) Using the FIFO method, the equivalent units of production for material. 
{ii) Cost per equivalent unit for conversion cost. {MTP 5 Marks Mar'22, SM} 

Answer 5 
{i) C:1lculation of cquiv:,lcnt units of production: 

Equivalent Units 

Input Details Units Output Particulars Units 

Beginning WI P 22,400 From beginning WIP 22,400 

Unit Introduced 1,40,000 Completed output 1,06,400 

Closing W-1-P 33,600 
Total 1,62,400 Total 1,62,400 

(ii) Calculation of cost per equivalent unit for conversion costs 

Particulars 

Di rect labour 
Factory overheads 
Total 
Equivale nt units 
Cost pe r equiva lent unit 

Question 6 

A product passes through Process-I and Process-U. 
Particulars pertaining to the Procoss· I aro: 

Material Conversion cost 

% Units % Units 

50 11,200 70 15,680 

100 1,06,400 100 1,06,400 

80 26,880 30 10,080 
1,44,480 1,32,160 

"9,14,400 
~ 19,55,800 
~ 28,70,200 

1,32,160 units 
~ 21.72 

Materials issued to Process-I amounted to 'I; 80,000, Wages 'I; 60,000 and manufacturing overheads were 'I; 
52,500. Normal loss anticipated was 5% of input, 9,650 units of output were produced and transferred out 

from Process-I to Process-II. Input raw materials issued to Process-I were 10,000 units. 
There were no opening stocks. 
Scrap has realizable value of 'I; S per unit. 
You are required to prepare: 
(i) Process-I Account 

{ii) Abnormal Gain/loss Account {PYP 5 Marks, Dcc'21} 

Answer 6 

(i) Process • I Account 

Particulars Units 

To Mate rials 10,000 

To Wages -

To Manufacturing OH 

To Abnormal Gain A/c 150 
(~20*xl50units) 

10,150 
* (80,000 + 60,000 + 52.500) - 2.500 = 20 

! 0.000 - 500 
(ii) Abnormal Gain - Account 

Particulars Units 

To Normal loss A/c 150 
To Costing P&L A/ c -

150 

(~) Particulars 

80,000 By Normal loss 
(5% of 10,000) 

60,000 By Process-II A/ c 
(~20* >< 9,650 units) 

52,500 
3,000 

1,95,500 

('1;) Particulars 

750 By Process-I Ne 
2,250 
3,000 

Chapter 10 Process & Operation Costing 
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500 2,500 

9,650 1,93,000 

10,150 1,95,500 

Units ,~, 
150 3,000 

150 3,000 
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E><am lnsichts: This Numerical question was based on the basic concept of Process Costing. A reexamines 
made mistake in the calculation of abnormal gain amounts. Overall performance of the examinees w good. 

Question 7 

An article passes through three successive operations from raw materials stage to the finished product stage. 
The following data arc, available from the production records for the, month of March, 2021: 

Operation No. of pieces {Input) No. of pieces (Rejected) No. of pieces (Output) 
l 1,80,000 60,000 1,20,000 
2 1,98,000 18,000 1,80,000 
3 1,44,000 24,000 1,20,000 

(i) DETERMINE the input required to be introduced in the first operation in no. of pieces in order to 
obta in finished output of 500 pieces after the last operation. 

(ii) CALCULATE the cost of raw material required to produce one piece of finished product, if the weight 
of the finished piece is 0.5 kg. and the price of raw material is Rs. 80 per kg. {MTP 5 Marks, Apr'21) 

Answer 7 
Statcment of production 

Operation Input Rejections Output 
Total % of output 

1 1,80,000 60,000 so 1,20,000 
2 1,98,000 18,000 10 1,80,000 
3 1,44,000 24,000 20 1,20.000 

(i) Determination of input requ ired to obtain 500 pieces of finished output: 
Particulars No. of pieces 

Output required after operation 3 \ \ l I I \' // I I ~"°' II 500 
Add: Rejection in operation 3 (20%} \/ I I \ i I I _..I \'·· J, 100 
Output required after operation 2 600 
Add: Rejection in operation 2 (10%} 60 
Output required after operation 1 660 
Add: Rejection In operation l (50%} 330 
Input required in operation l 990 

(ii) Calculation of cost of raw material: 
To produce 500 pieces of fi na l output, 990 pieces of inputs are required at operation l. Thus, to get a finished 
piece of 0.5 kg. of output, the weight of input req uired is: 
=0.5/500 x 990 = 0.99 kg. 
The cost of raw material wou ld be Rs . 80 >< 0.99 kg. = Rs.79 .20 

Question 8 

The following information is furnished by Vivit Su Company for Process · II of its manufacturing activity for the 
month of April 2023: 

(i) Opening Work-in-Progress - Nil 
(ii} Units transferred from Process I - 55,000 units at~ 3,27,800 
(iii) Expenditure debited to Process - II: 

Consumables ~ 1,57,200 
Labour ~ 1,04,000 
Overhead ~ 52,000 

(iv) Un its transferred to Process Il l - 51,000 units 
(v) Closing WIP - 2,000 units (Degree of completion): 

Consumables 80% 
Labour 60% 
Overhead 60% 

Chapter 10 Process & Operation Co.sting 10.5 
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{vi) Units scr.>ppcd - 2,000 units, scrapped units were sold at'( 5 per unit 
(vii) Normal loss - 4% of units introduced 

You are required to: 
(I) Prepare a Statement of Equivalent Production. 
(ii) Determine the cost per unit 
{Iii) Determine the value of Work-In-Process and units transferred to Process - Ill (RTP Nov'23} 

Answer 8 
(i) Statement of Equivalent Production 

Output Equivalent Production 
Input Details Units Particulars Units Material- A• Consumables Labour & Overheads 

% 
Units transfe rred 55,000 Un its t ransferred 51,000 100 
from Process-I to Process-Il l 

Normal loss 2,200 . 
{4% of 55,000) 

Closing W-1-P 2,000 100 
Abnormal Gain (200} 100 

55,000 55,000 
*Material A represent transferred-in units from process-I 
(ii) Determination of Cost per Unit 

Units % 
51,000 100 

- -
2,000 80 
(200) 100 

52,800 

Particulars Amount(~) Units 

( i) Dire ct Material (Consumables) : 
Value of units transferred from Process-I 3,27,800 

Less: Value of normal loss (2,200 units"-: 5) (11,000) 

3,16,800 52,SOO 
(i i) Consu mables added ih Process-II • 1;57,200 52,400 
(i ii) La bour 1,04,000 52,000 

(i ii) Overhead 52,000 52,000 

Total Cost pe r equivalent unit 

Units % 
51,000 100 

- -

1,600 60 
(200) 100 

52,400 

Per Unit(~) 

I I 6.00 

I ! 3.00 

'l 2.00 
1.00 

12.00 

(iii) Determination of value of Work-in-Process and units transferred to Process-Ill 

Particulars Units Rate 11') 
Value of Closing W-1-P: 

Material from Process-I 2,000 6.00 
Consumables 1,600 3 .00 

Labour 1,200 2.00 

Overhead 1,200 1.00 

Value of units t ransferred to Process-Ill 51,000 12.00 

Question 9 

The following data are available in respect of Process-I for June 2024: 

(1) Opening stock of work in process: 600 units at a total cost of 1' 4,20,000. 
(2) Degree of completion of opening work in process: 

Material 100% 

Labour 60% 
Overheads 60% 

(3) Input of materials at a total cost of'( 55,20,000 for 9,200 units. 
(4) Direct wages incurred 1' 18,60,000 
(5) Production overhead>: 8,63,000. 
(6) Units scrapped 200 units. The stage of completion of these units was: 

Chapter 10 Process & Operation Costing 

Amount (1'1 

12,000 
4,800 
2,400 

1,200 
20,400 

6,12,000 

Units 

51,000 

-
1,200 
(200} 

52,000 
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Material 100% 

Labour 80% 

Overheads 80% 

(7) k Cosing wor in process; 700 units. The stage of completion of these units was: 

Material 100% 

Labour 70% 

Overheads 70% 

(8) 8,900 units were completed and transferred to the next process. 
(9) Normal loss is 4% of the total Input (opening stock plus units put in) 
(10) Scrap value is'!; 60 per unit. 

You are required to: 

(i) COMPUTE equivalent production, 
(ii) CALCULATE the cost per equivalent unit for each element. 
(iii) CALCULATE the cost of abnormal loss (or gain), closing work in process and the units transferred to the 

next process usine the FIFO method. {RTP Sep124} 
Answer 9 

(i) Statement of Equivalent Production (FIFO Method) 

Input Output Equivalent Production 

Materials labour Production Overhead 

Details Units Details Units % Units % Units % Units 

Opening Stock 600 From ooening stock 600 . . 40 240 40 240 
- From fresh materials 8,300 100 8,300 100 8,300 100 8,300 
Closing W-1-P 700 100 700 70 490 70 490 

Fresh input s 9,200 Normal loss 392 . . . . . . 

9,992 9,000 9,030 9,030 

l ess: Abnormal Gain {192) 100 (192) 100 (192) 100 {192) 
9 ,800 9,800 8,808 8,838 8,838 

(ii) Statement of Cost per equivalent units 

Elements ('!;) Cost('!;) Equivalent units (EU) Cost per EU ('!;) 

Material Cost 55,20,000 

Less: Scrap realisation 392 unit s @ ~ 60/- p.u. {23,520) 54,96,480 8,808 624.03 
Labour cost 18,60,000 8,838 210.45 

Production OH Cost 8,63,000 8,838 97.65 
Total Cost 82,19,480 932.13 
iii) Cost of Abnormal Gain - 192 Units 

('!;) ('!;) 

Material cost o f 192 units @ 'I; 624.03 p.u. 1,19,813.76 

Labour cost of 192 units @ 'I; 210.45 p.u. 40,406.40 

Production OH cost of 192 units @'!; 97.65 p.u. 18,748.80 1,78,968.96 
Cost o f closing WIP - 700 Units 

M aterial cost o f 700 equivalent units@~ 624.03 p.u. 4,36,821.00 
Labour cost of 490 equivalent units@ '!; 210.45 piu. 1,03,120.50 
Product ion OH cost of 490 equivalent@". 97.65 p.u. 47,848.50 5,87,790.00 

Cost of 8,900 units transferred to next process '!; 

{i) Cost of opening W -1-P Stock b/f - 600 units 4, 20,000.00 
{ii) Cost incurred on opening W-1-P st ock 

Mat eria I cost . 
Labour cost 240 eQuivalent units@"- 210.45 p.u. 50,508.00 

Production OH cost 240 equivalen t units @ 'I; 97.65 p.u. 23,436.00 
4,93,944.00 

{iii) Cost of 8,300 completed units 

Chapter 10 Process & Operation Co.sting 10.7 
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8,300 units @ '1': 932.13 p.u. 77,36,679.00 
Total cost [(i) + (ii) + (ii i))) 86,50,623.00 

Question 10 

Aditya Agro Ltd. 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 bellow, you are requirC!d to PREPARE accounts for Process-I, Process-II and 
Abnormal loss/ gain A/c to record the transactions for the month of February 20X9. 
Process-I 

Input: 
Material A 6,000 kilograms at Rs. 50 per kilogram 
Material B 4,000 kilograms at Rs. 100 per kilogram 
Labour 430 hours at Rs. 50 per hour 
Normal loss 5% of inputs. Scrap are disposed off at Rs .16 per kilogram 
Output 9,200 kilograms. 

There is no work- in• process at the beginning or end of the month. 
Process-II 

Input: 
Material C 6,600 kilograms at Rs. 125 per kilogram 
Material D 4,200 kilograms at Rs. 75 per kilogram 
Flavouring Essence Rs. 3,300 
Labour 370 hours at Rs .SO per hour 
Normal loss 5% of inputs with no disposal value 
Output 18,000 kilograms. 

There is no work-in-process at the beginning of the month but 1,000 kilograms in process at the end of the 
month and estimated to be only 50% complete so far as labor and overhead were concerned. Overhead of 
Rs. 92,000 incurred to be absorbed on the basis of labor hours. {MTP 10 Marks, Mar'19 & Sep '23} 

Answer 10 
Process-I A/ c 

Particulars Qty. Amount Particulars Qty. Amount 
(kgs) (kgs) (Rs.) 

To Material A 6,000 3,00,000 By Normal loss 500 8,000 
To Material B 4,000 4,00,000 By Process-II A/c 9,200 7,38,857 
To Labour - 21,500 By Abnormal loss A/c 300 24,093 
T O rh d (Rs.92,000X430hrs) 

0 ve ea soohrs 
- 49,450 

10,000 7, 70,950 10,000 7, 70,950 
*{(Rs.3,00,000+Rs.4,00,000+Rs.21,SOO+Rs.49,450)-Rs.8,000)) = Rs.7,70,950-Rs.8,000 

(10,000-SOO)units 9.SOOunits = Rs. 80.3105 

Process-II A/ c 
i>articulars Qty. Amount Particulars Qty. (kgs) Amount 

(kgs) (Rs.) (Rs.) 
To Process-I A/c 9,200 7,38,857 By Normal loss 1,000 -
To Material C 6,600 8,25,000 By Packing Dept . A/c 18,000 18,42,496 

(See the working notes) 
To Material D 4,200 3,15,000 ByWIP A/c 1,000 1,00,711 

(See the working notes) 
To Flavouring essence .. 3,300 
To Labour -- 18,500 
To Overheads -- 42,550 
Rs.92,000x370hrs 

800hrs 
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20,000 I 19,43,201 I 20,000 1 19,43,207 I 
Abnormal loss A/" 

Particulars Qty. Amount Particulars Qty. Amount 

(kgs) {Rs.) (kgs) {Rs.) 

T o Process-I A/c 300 24,093 By Bank 300 4,800 
By Cost ing 
Profit & Loss A/c -- 19,293 

300 24,093 300 24,093 
Working Notes: 

Calculation of Equivalent Production units 

Input Units Output Units Process-I Mat-C &D Labour & OH 

{%) Units {%) Units {%) Units 

9,200 Transferred to 18,000 100 18,000 100 18,000 100 18,000 
Packing. 

Mat-C 6,600 Closing WIP 1,000 100 1,000 100 1,000 50 500 
Mat-D 4,200 Normal loss 1,000 - -- -- - - -

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

Calculation of Unit cost 

Cost component Amount {Rs.) Equivalent units Cost per unit 
(Rs.) 

Transferred-in 7,38,857 19,000 38.8872 
Material-C 8,25,000 19,000 43.4211 
Material-D 3,15,000 19,000 - 16.5789 
Flavouring essence 3,300 19,000, . I I I I 0.1737 
Total Material Cost 18,82,157 1J 19,000 ;--., I I I I 99.0609 
Labour 18,500 \/ 18,500' ,.) J \ '·......,.I _I 1.0000 
Ove rheads 42,550 18,500 2.3000 
Total Cost 19,43,207 102.3609 

Value of Materials transferred to Packing Department = 18,000 unit >< Rs.102.3609 = 18,42,496 
Value of WIP: For Materials- 1,000 units x Rs.99.0609 Rs.99,061 
For Labour & Overheads 500 units x Rs.3.30= Rs.1,650 

Rs.1,00,711 

Question 11 
The product of a manufacturing concern passes through two processes A and Band then to finished stock. The 
details of expenses incurred on the two processes during the year were DS under: 

Process A ('I:) Process B {'I:) 
Materials 40,000 .. 
Labour 40,000 56,000 

Overheads 16,000 40,000 

On complet.ion, the output of Process A is transferred to Process B at a price calcul:ited to give :, profit of 20% 
on the transfer price and the output of Process Bis charged to finished stock at a profit of 25% on the transfer 

price. Thc finishcd stock departmcnt realized ~ 4,00,000 for the finished eoods received from Process B. 
You are asked to SHOW process accounts and total profit, assuming that there was no opening or closing work• 

in-progress. {MTP 5 Marks, Apr'24 & Mar'l8) 

Answ er 11 

Process A Account 

Dr. Cr. 

~ ~ 

To Materials 40,000 By Transfer to Process B A/ c 1,20,000 
To Labour 40,000 
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To Overheads 16,000 
96,000 

To Profit (20% of t ransfer price, i.e., 25% 
of cost) 24,000 

1,20,000 1,20,000 
Process B Account 

Dr. Cr. 

" " To Transferred from Process A A/c 1,20,000 By Transfer to Finished Stock A/c 2,88,000 
To Labour 56,000 
To Overhead 40,000 

2,16,000 
o Profit (25% of transfer pr ice i.e., 33.33% 72,000 

of cost) 
2,88,000 2,88,000 
Statement of Total Profit 

" Profi t from Process A 24,000 
Profit from Process B 72,000 
Profit on Sales (>: 4,00,000 - 'It 2,88,000} 1,12,000 
Total Profit 2,08,000 

Question 12 

Wave Pvt. Ltd. manufactures their products in three consecutive processes. The details are as below: 

Process X Process Y Process Z 
Transferred to next Process 60% SO% 
Transferred to warehouse for sale 40% 50% 100% 

In each process, there is a weight loss of Z% and scrap of 4% of input of each process. The realizable value of 
scr:,p of each process Is as bl!low: 
Process X @-: 3 per ton 
Process Y @ 'I! 5 par ton 
Process Z @-: 7 per ton . 
The follow Ing particulars relate to January 2023: 

Process X 
Materials used (in Tons) 1,500 
Rate per ton -: 21.5 
Direct Waees 'I! 5,000 
Direct Expensl!s 'o: 3,820 

Process V Process Z 
454 189 
-:14 -: 12 

'I! 3,260 'I! 2,540 
'I! 2,775 'I! 1,900 

PREPARE Process Accounts- X, Y and Z & calculate cost per ton at each process. 
(MTP :10 Marks, Mar'23} (Same concept different figures RTP Nav'22} 

Answer 12 
Process X Account 

Particulars Tones Amount(-:) Particulars 

To Mater ials 1,500 32,250 By Weight Loss 

To Wages 5,000 By Scrap 

To Direct Expenses 3,820 By Process Y 

By Warehouse 

Total 1,500 41,070 Total 

Cost per Ton = (41,070 • 180)/(1,500-30-60) = 'It 29 per ton 
Process Y account 

Particulars Tones Amount(-:) Particulars 

To Process X 846 24,534 By Weight Loss 
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30 
60 

846 
564 

1,500 

Tones 

26 

Amount(-:) 

---
180 

24,534 
16,356 
41,070 

Amount(-:) 
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To Materials 454 6,356 By Scrap 
To Wages 3,260 By Process Z 
To Direct Expenses 2,775 By Warehouse 
Total 1300 36,925 Total 

Cost per Ton= (36,925 - 260) / (1,300 - 26 - 52) = ";30 per ton 
Process Z Accounts 

P:>rticul:>rs Tones Amount (~) P:1rticul:>rs 

To Process Y 611 18332.5 By Weight Loss 
To Materials 189 2,268 By Scrap 
To Wages 2,540 By Warehouse 
To Direct Expenses 1,900 
Total 800 2 5,041 Tot:11 

Cost per Ton = (25,041-224)/(800-16-32) = '( 33 per ton 

Question 13 

52 260 
611 18,332.5 

611 18,332.5 
1300 36,925 

Tones Amount(~) 

16 --· 
32 224 

752 24,817 

8 00 25041 

'Dairy Wala Private limited' is engaged in the production of f lavoured milk. Its process involve filtration and 
boiling of milk after that some sugar, flavour, colour is added and th"n letting it cool to fill the product into 

clean and sterile bottles. For Producing 10 litre of flavour milk, 100 litre of Raw milk is required, which extracts 
only 45 litres of standardized milk. 
Following information regarding Process - I has been obtained from the manufacturing department of Dairy 

Wala Private limited for the month of December 2022: 

Items ('() 

Opening work-in process (13,500 litre) 
Milk 1,50,000 
Labour \I. ) 45,000 
Overheads 1,35,000 
Milk introduced for filtration and boiling (3,00,000 litre) 15,00,000 

Direct Labour 6,00,000 
Overheads 18,00,000 
Abnormal Loss: 3,000 litres 
Degree of completion: 

Milk 100% 
Labour and overheads 80% 

Closing work-in process: 27,000 litres 
Degree of completion: 

Milk 100"/4 
Labour and overheads 80% 
Milk transferred for Packing: 1,18,SOO litres 

You are required to PREPARE using average method: 
(I) Statem.,nt of equivalent production, 
(ii) (Statement of cost, 
(iii) Statement of distribution cost, and 
(Iv) Process-I Account. 

{RTP May'23} {Samc, concept diflc,rent figures SM} 

Answer 13 
(i ) Statement of Equivalent Production 
Particulars Input Particulars Output Equivalent Production 

Units Units M ilk Labour & O.H. 

% Units % Units 

Opening 13,500 Completed and transferred to 1,18,500 100 1, 18,500 100 1, 18,500 
WIP Process-II 
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Units 3,00,000 Normal Loss 1,65,000 - - .. .. 
introduced (55%* of 3,00,000) 

Abnormal loss 3,000 100 3,000 80 2400 
Closing W IP 27,000 100 27,000 80 21,600 

3,13,500 3,13,500 1,48,500 1,42,500 
• 100 litre of milk extracts only 45 lit re of standardized milk. Thus, normal loss = 100 - 45 = 55% 

(ii) Statement showing cost for each element 

Particulars M ilk ('{) Labour ('{) Overhead (";) Total (";) 

Cost of opening work-in- process 1,50,000 45,000 1,35,000 3,30,000 
Cost incurred during the month 15,00,000 6,00,000 18,00,000 39,00,000 

Total cost : (A) 16,50,000 6,45,000 19,35,000 42,30,000 
Equiva lent units: (B} 1,48,500 1,42,500 1,42,500 
Cost per equivalent unit: (C) = (A.;. B) 11.111 4.526 13.578 29.216 

(ii i) Statement of Distribution of cost ,~, ,~, 
1. Va lue of units completed and transferred 34,62,096 

(1,18,500 units x "". 29.216} 
2. Va lue of Abnormal Loss: -

a. Milk (3,000 units x ~ 11.111} 33,333 
b. Labour (2400 units x" 4.526) 10,863 
c. Overheads (2400 units x ~ 13.579} 32,590 76,786 

3. Va lue of Closing W -1-P: 

Milk (27,000 units x ~ 11.111} 299997 
Labour (21,600 units x ~ 4.526) "\ r 97,762 I I 

Overheads (21,600 units x" 13.579) \\ J{ 2,93,306 ' r 6,91,065 
(iv) Process-I A/c 

Particulars Units Amount("".) Particulars - Units Amount("".) 

To Opening W.I.P: By Normal Loss 1,65,000 .. 

Milk 13,500 1,50,000 By Abnormal Loss (".44 differe nce 3,000 76,839 
due to approximation) 

Labour -- 45,000 By Process-II A/c 1,18,500 34,62,096 
Overheads -- 1,35,000 By Closing WI P 27,000 6,91,065 
To Milk introduced 3,00,000 15,00,000 
To Direct Labour 6,00,000 
To Overheads 18,00,000 

3,13,500 42,30,000 3,13,500 42,30,000 

Question 14 

Vivi Ltd. produces 3 product which passes through two processes - Process - I and Process-II. The comp:2ny 

has provided following information related to the Financial Year 2021·22: 
Process-I 

Raw Material @" 65 per unit 6,500 units 
Direct Wages ~ 1,40,000 
Direct Expenses 30% of Direct Wages 
Manufacturing Overheads ~ 21,500 
Realisable value of scrap per unit 't 4.00 
Normal Loss 250 units 
Units transferred to Process-II / finished stock 6,000 units 
Sales . 

There was no opening or closing stock of work-in progress. 
You are required to prepare: 
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. 

~ 1,30,000 
35% of Direct Wages 

~ 24,500 
't 16.00 

500 units 
5,500 units 
5,000 units 
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{ii Process-I Account 

{iii Process ·11 Account 
{iii) Finished Stock Account (PYP 20 Marks, Nov'22) 

Answer 14 

Process-I A/ c 

Particulars Units (":) Particulars 

To Raw material used 6,500 4,22,500 By Normal loss 
(II( 65 x 6,500 units) {250 units x II( 4) 
To Direct wages .. 1,40,000 By Process- II A/c 

('( 100 x 6,000 units) 

To Direct expenses -- 42,000 By Abnormal loss 
(30% of'( 1,40,0001 ('( 100 x 250 unitsl 
To Man ufacturing overhead 21,500 

6,500 6,26,000 

Units ('<) 

250 1,000 

6,000 6,00,000 

250 25,000 

6,500 6,26,000 

C • f I t d . d b I I Total Cost-Rea!Jsable value from normal Joss ost per unit o comp e e units an a norma oss: . N 
11 

. 
Jnpurs umts- l' orma oss units 

= Rs.6,26,000-Rs.1.ooo = Rs.6.2s.ooo = R lOO 
6,500 units-250 unirs 6.250 units s. 

Process• II A/ c 

Particulars Units ('() Particulars 

To Process - I A/c 6,000 6,00,000 By Normal loss 
(500 units x '(16) 

To Direct wages -- 1,30,000 By Finished Stock A/c 
('(144 x 5,500 units) 

To Direct expenses -- 45,500 
(35% of'( 1,30,000) -- -
To Manufacturing overhead -- :24,500 \ JI I I I 

6,000 8,00,000 \Vi I I I 
Cost per unit of comple ted unit s and abnormal loss: \1 Li l 
Total Cost- Realisable value from normal loss 

Jnpuc units- Normal loss units 

= 
Rs.8,00,000-Rs.8.000 

6,000 units-500 units 

Particulars 

"o Process II A/c 

= Rs.7,92,000 = Rs. 144 
5,500 units 

Finished Goods Stock A/c 

Units ('() Particulars 

5,500 7,92,000 By Cost of Sales (-:144 x 5,000 units) 
By Balance c/d 

5,500 7,92,000 

Units 

500 

5,500 

6,000 

('() 

8,000 

7,92,000 

8,00,000 

Units ('() 

5,000 7,20,000 

500 72,000 
5,500 7,92,000 

EXAM INSIGHTS: This practical Question is based on the Process costing requiring preparation of Process 
Accounts and Finished Stock Account. Most of the examinees answered well and secured good marks. 

Question 15 

A product passes through two processes; Process A and Process B. 
The output of Process A is treated as input of Process B. 

The following information has been furnished: 

Process A 
Input Material 'i: 3,90,000 

78,000 Kg.@~ S 

Indirect Material . 
Wages '( 2,85,000 

Overhead 'i: 1,67,400 
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• 

'(34,320 

~ 3,30,000 

'I( 1,11,600 
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Output transferred to Process B 68,640 kgs 
Transfer to Finished Stock . 69,000 kgs 
I loss of input material (weight in kgs.) 7,800 kg 240 kgs 

There is no realisable value for normal loss. No stock of raw materials on work-in-process was left at the end. 
You are required to prepare the Process account for each Process. {PYP 5 Marks, Nov'23} 

Answer 15 
Process A Account 

Particulars Units " Particulars Units " To M ater ial 78,000 3,90,000 By Normal Loss 7,800 . 

To Wages 2,85,000 By Abnormal Loss 1,560 18,720 

To Overheads 1,67,400 By Process B A/c 68,640 8,23,680 

Total 78,000 8,42,400 Total 78,000 8,42,400 

Cost per unit of comple ted units and abnormal loss= _
8 000 

9·t2
·
4i~oo 

1 
= 't 12 unit 

, , un rs- , un ts 

Process B Account 
Particulars Units " Particulars Units " To Process A A/ c 68,640 8,23,680 By Normal loss 240 . 

To Indirect M aterial 34,320 By Finished stock 69,000 13,11,000 

To Wages 3,30,000 

To Overheads 1,11,600 

To Abnormal gain 600 11,400 
Total 69,240 13,11,000 Total 69,240 13,11,000 

Cost per unit of complet ed units and abnormal ga ins: 
Total cos t = ~12.99.600 =" 19 

Inputs-Normal loss 68,640 unics - 240 units 

EXAM INSIGHTS: Question on process costing requiring preparation o f process accounts for two processes. 

Most o f the examinees answered on the correct lines and t he performance was good. 

Question 16 

The following are the details in respect of Process A and Process B of a processing factory: 
Process A {") Process B (") 

Materials 40,000 -
Labour ~.o,ooo ~6,000 . . . - - -
Overheads 16,000 40,000 

The output of Process A ls transferred to Process B at a price calculated to eive II profit of 20% on the transfer 
price and the output of Process B ls charged to finished stock at a profit of 25% on the transfer price. The 
finished stock department realized" 4,00,000 for the finished goods received from Process B. 
You are 11sked to SHOW process 11ccounts 11nd total profit, assuming th11t there was no opening or closing 
work-in-progress. {MTP 6 Marks Dec'24} 

Answer 16 
Dr. Process A Account 

" To Mat erials 40,000 

To Labour 40,000 

To Overheads 16,000 

96,000 
To Pro fit {20% of transfer price, I.e., 25% of cost) 24,000 

1,20,000 

Chapter 10 Process & Operation Costing 

Cr. 
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1,20,000 
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Dr. Process B Account Cr. 
'( '( 

To Transferred from Process A A/c 1,20,000 By Transfer to Finished Stock A/c 2,88,000 

To Labour 56,000 
To Overhead 40,000 

2,16,000 
To Profit 72,000 
(25% of tra nsfer price i.e., 33.33% of cost) 

2,88,000 2,88,000 
Statement of Total Profit 

'( 

Profit from Process A 24,000 
Profit from Process B 72,000 
Profit on Sales ('I: 4,00,000 - 'I: 2,88,000) 1,12,000 
Total Profit 2,08,000 

Question 17 

Meta Company ltd. is engaged in the production of product 'Trio' which passes through two different 
processes Process P and Process Q. Other information obtained from books of account for the year Is as 
follows: 

Particulars Process P Process Q 

Raw material used 10,000 ... 
Raw material cost per unit '( 80 ... 
Direct wages 't 52,000 't 78,000 
Direct Expenses '( 8,600 '( 11,100 
Selling price per unit of output '( 130 "( 190 

Production overheads of" 3,001000 are recovered as percentagi:, of direct waees, 
Actual output of the two processes was: 
P-9,200 units and Q·6,400 units. 3/4thof the output of Process P was passed on to the Process Q and the 
balance was sold. The entire output of process Q was sold. 
Management & Selling expenses durine the year were'( 1,70,000. These are not allocable to the processes. 
The normal loss of the two processes, calculated on the input of every process was: 
Process P· 6% and Process Q-10% 
The loss of Process P was sold at'( 5 per unit and that of Q at'( 8 per unit. Assume that Process P and Process 
Qare not the responsibility centres. 
You are required to prepare: 
(i) Process P Account 
(II) Process Q Account 
(iii) Abnormal loss and Abnormal Gain Account 
(iv) Costing Profit & loss Account. {PYP 8 Marks May '24) 

Answer 17 
Process• P Account 

Particulars Units Amount (O:l 
o Material 10,000 8,00,000 
o Wages 52,000 
o Direct Exp. 8,600 

o Production Overheads 1,20,000 
(3,00,000 x 2/5) 

10,000 9,80,600 

C 
9.80,600- 3,000 _ ., 

104 
I 

ost per unit = 
10

_
000

_
600 

- , per un t 

Particulars 
By Normal Loss 
By Process Q(9,200 x 3/4) 

By Costing Profit 
and l oss (P&L) (9,200 x 1/4) 
By Abnormal loss 

Units 
600 

6,90( 

2,30( 

200 

10,000 

Chapter 10 Process & Operation Co.sting 

Amount ('fl 
3,000 

7,17,600 

2,39,200 
20,800 

9,80,600 
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Process• Q Account 

Particulars Units Amount (0:) Particulars 

To Process P 6,900 7, 17,600 By Normal loss 
To Wages 78,000 

To Direct Exp. 11,100 By Costing P&l 
To Production Overheads 180,000 
(3,00,000 X 3/5) 
To Abnormal Gain 190 30,020 

7,090 10,16,720 

C 
. 9,80,700-5.520 ,. 58 . ost per un ,t = 

6900
_

690 
= , 1 per unit 

Abnormal loss Account 

Particulars Units Amount 10:) Particulars 

To Process- P 200 20,800 By Bank 
By Costing P&l 

200 20,800 

Abnormal Gain Account 

Particulars Units Amount (0:) Particulars 

To Normal loss 190 1,520 By Process Q 
To Costing Profit and Loss 28,500 

190 30,020 
Costing Profit & loss Account for the year 

Dr. 

Particulars Amount(":) Particulars 

o Cost of Sales By Sales 
P - 2,39,200 P 2300@130 
Q - 10,11,200 12,50,400 Q6400@190 

o Abnormal Loss 19,800 By Abnormal Gain 
o Sell ing Expense 1,70,000 

o Net Profit 1,03,300 
15,43,500 

i•l!i41Ct♦i,ff:-

Units Amount('I:) 

690 5,520 

6,400 10,11,200 

7,090 10,16,720 

Units Amount 10:) 
200 1,000 

19,800 

200 20,800 

Units Amount (0:) 

190 30,020 

190 30,020 

Cr. 

Amount(O:) 

11 
\ I' 
) \ 15,15,000 

28,500 

15,43,500 

Fo11owing details are related to the work done in Process-I by XVZ Company during the month of March: 

(O:) 
Opening work-in process {2,000 units) 

Materials 80,000 
labour 15,000 
Ovcrhc;,ads 45,000 

Materials introduced in Process-I (38,000 units) 14,80,000 
Direct labour 3,59,000 
Overheads 10,77,000 

Units scrapped: 31000 units 
Degree of completion: 

Materials 100% 
labour and overheads 80% 

Closing work-in process: 2,000 units 
Degree of completion: 

Materials 100% 
labour and overheads 80% 

Units finished and transferred to Process-II: 35,000 units 
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Normal loss: 
5% of total input including opening work-in-process. 
Scrapped units fetch'{ 20 per piece. You are required to PREPARE using average method: 
(i) Statement of equivalent production 
(ii) Statement of cost 
{ill) Statement of distribution cost, and 
(iv) Process-I Account, Normal Loss Account and Abnormal loss Account. {SM} (Same concept different 

figures PYP S Marks Jan'21} 

Answer 18 
(i) Statement of Equivalent Production 

Particulars Input Particulars Output Equivalent Production 
Units Units M aterial Labour & O.H. 

% Units % Units 

Opening WIP 2,000 Completed and transferred to 35,000 100 35,000 100 35,000 
Process-II 

Units introduced 38,000 Normal Loss (5% of 40,000) 2,000 -- -- - -
Abnormal loss (Balancing figure) 1,000 100 1,000 80 800 
Closing WIP 2,000 100 2,000 80 1,600 

40,000 40,000 38,000 37,400 

(ii) Statement showing cost for each element 

Particulars Materials Labour Overhead Total 
('{) ('{) ('{) ('{) 

Cost of opening w ork-in-process 80,000 15,000 45,000 1,40,000 

Cost incurred during the month 14,80,000 3,59,000 10,77,000 29,16,000 

Less: Realisable Value of normal (40,000) -- -- (40,000) 
scrap ('< 20 x 2,000 units) 

Total cost : (A) 15,20,000 3,74,000 11,22,000 30,16,000 

Equivalent units: (B) 38,000 37,400 37,400 
Cost per equivalent unit: (C) = (A + 8) 40.00 10.00 30.00 80.00 

(iii) Statement of Distribution of cost 

Amount ('<) Amount (0:) 
l . Value of units complet ed and transferred (35,000 units x I!( 80) 28,00,000 
2. Value of Abnormal Loss: 

. Materials (1,000 units x '< 40) 40,000 
- Labour (800 units x '{ 10) 8,000 

- Overheads (800 units x I!( 30) 24,000 72,000 
3. Value of Closing W-1-P: 

- Mater ials (2,000 units x '{ 40) 80,000 
- Labour (1,600 units x '{ 10) 16,000 
- Overheads (1,600 units x '{ 30) 48,000 1,44,000 

(iv) Process-I A/c 

Particulars Units ('<) Particulars Units ('<) 
To Opening W .I. P: By Normal Loss ('< 20 x 2,000 units) 2,000 40,000 

- Materials 2,000 80,000 By Abnormal loss 1,000 72,000 

- Labour -- 15,000 By Process-I N e 35,000 28,00,000 
. Overheads .. 45,000 By Closing WIP 2,000 1,44,000 
To Materials introduced 38,000 14,80,000 
To Direct Labour 3,59,000 

To Overheads 10,77,000 

40,000 30,56,000 40,000 30,56,000 
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Normal Loss A/c 

Particulars Units (0:) Particulars 

To Process-I A/c 2,000 40,000 By Cost Ledger Control A/c 
2,000 40,000 

Abnormal loss A/c 

Particulars Units (0:) Particulars 

To Process-I A/c 1,000 72,000 By Cost Ledger Control A/c 
By Costing Profit & loss A/c 

1,000 72,000 

Question 19 

The following information relate to Process A: 

(1) Opening Work-in-Process 8,000 units at Rs.15,00,000 

Degree of Completion: Material 100% 

labour and Overhead 60% 

(ii) Input 1,82.000 units at Rs.1,47,50,000 

(iii) Wages paid Rs.68, 12,000 
(iv) Overheads paid Rs.34,06,000 
(v) Units scrapped 14,000 

Degree of Completion: Material 100% 
Wages and Overheads 80% 

(vi) Closing Work · in- Process 18,000 units 
Degree of Completion: Material 100% 
Wages and Overheads 70% 

(vii) Units completed and transferred to next process 1,58,000 units .,_ 

(viii) Norm:il loss 10% of total Input Including opening WIP 
(ix) Scrap value is Rs.15 par unit to be, :,djustc,d out of direct material cost 

You are required to COMPUTE on the basis of FIFO 
(i) Equivalent Production 
(ii) Cost per unit 
(iii) Value of units transferred to next process. 

Units (0:) 
2,000 40,000 
2,000 40,000 

Units (O:) 
1,000 20,000 

52,000 

1,000 72,000 

(MTP lOMorks, Oct'lB, RTP Nov 19) (Some concepts different figures MTP 10 Morks Apr'21) 

Answer 19 
(i) Statement of Equivalent Production (FIFO Method) 

Input Output Equivalent Production 

Particulars Units Particulars Units Material Labour & Overheads 

(%) Units (%) Units 

Opening WIP 8,000 Transfer to next Proce ss: 
Introduced 1,82,000 Opening WIP comple ted 8,000 .. .. 40 3,200 

Int rod uced & completed 1,50,000 100 1,50,000 100 1,50,000 
Normal loss 10% 19,000 .. .. - .. 

(8,000 + 182,000) 

Abnormal gain (5,000) 100 (5,000) 100 (5,000) 
Closing WI P 18,000 100 18,000 70 12,600 

1,90,000 1,90,000 1,63,000 1,60,800 

(ii) Computation of Cost per unit 

Particulars Materials (Rs.) Labour (Rs.) Overhead (Rs.) 

Input of Materials 1,47,50,000 .. .. 
Expenses .. 68,12,000 34,06,000 

Total 1,47,50,000 68,12,000 34,06,000 
Less: Sale of Scrap (19,000 units x Rs.15) (2,85,000) .. .. 
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Net cost 1,44,65,000 68,12,000 34,06,000 

Equivalent Units 1,63,000 1,60,800 1,60,800 

Cost Per Unit 88.7423 42.3632 21.1816 
Total cost per unit = ~ (88.7423 + 42.3632 + 21.1816) = ~ 152.2871 
(iii) Value of units transferred to next process: 

Amount (Rs.) Amount (Rs.) 

Opening W-1-P 15,00,000.00 
Add : Labour (3,200 units x Rs. 42.3632) 1,35,562.24 
Overhead {3,200 units x Rs. 21.1816) 67,781.12 17,03,343.36 
New introduced (1,50,000 units x Rs. 152.2871) 2,28,43,065.00 

2,45,46,408.36 

Question 20 r.1 LOR 

XYZ ltd. is manufacturer of medicines. It carries on production operation in two processes. The m:iteri:il first 
passes through Process I, where Medicine ' X' is produced. Following data are given for the month October, 
2022: 

Opening work•in•progress quantity (in Litc,r) 12,000 
(Material 100% and conversion 50% complete) 
Material input quantity (in Liter) 60,000 
Work completc,d quantity (in lltc,r) 40,000 
Closing work-in-progress quantity (in liter) 15,000 
(Material 100% and conversion 80% complete) 
Openlne work·in·progress cost 

Material cost - (in~) 1,75,000 
Processing cost \\ // I I ,1. // I (in 'it:) 1,40,000 

Material input cost I \I./.' I I \, // I (in 'it:) 7,70,000 
Processing cost (in 'it:) 8,35,000 

Normal process loss is 15% of matorlal Input. It has no realizable value. 
Any quantity of Medicine 'X' can be sold for ii: 42.50 per Liter. Alternatively, it can be transferred to Process II 
for further processing and then sold as Medicine ' XYZ' for~ SO per Liter. Further materials arc added in Process 
11, which yield 1.25 Liter of Medicine ' XYZ' for every Liter of Medicine 'X' of Process I. Out of the 40,000 Liter 
of work completed In Process I, 10,000 liter :,re sold as Medicine 'X' and 30,000 liter ,ue passed through 
Process II for sale as Medicine 'XYZ' . 
The monthly costs incurred in Process II (othC!r than the cost of Medicine ' X') are: 

Input 30,000 Liter of Medicine 'X' 
Materials Cost ii: 2,75,000 
Processing Costs ii: 2,50,000 

You are required to: 
(i) PREPARE Statement of Equivalent production and determine the cost per Liter of Medicine 'X' in Process 

I, usine the weighted averaee cost mc,thod. 
(ii) Company is mulling over the option to sell the 30,000 Liter of Medicine' X' at Process-I without processing 

it further in Process-II. WILL IT BE beneficial for the company over the current pattern of processing 30,000 
Liter in process-II? {MTP 10 Marks, Sap'22} 

Answer 20 
(i) Process I Statement of Equivalent Production (Under Weighted Average Method) 

Particulars Input Particulars Output Equivalent Production 
unit s units Material Conversion 

(in l iter) (in l iter) (%) Equivalent (%) Equivalent 
units units 

(in Liter) (in Liter) 

Opening WIP 12,000 Units in troduced and 40,000 100 40,000 100 40,000 
completed 
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New Material 60,000 Normal Loss 9,000 . . . . 
Introduced (15% of 60,000 liters) 

Closing WIP 15,000 100 15,000 80 12,000 
Abnormal Loss {Bal. fig.) 8,000 100 8,000 100 8,000 

72,000 72,000 63,000 60,000 
Statement of Cost for Each Element 

Elements of Costs Material ('{) Conversion Cost ('{) 
Costs of Opening WIP 1, 75,000 1,40,000 
Cost of the Process (for t he period) 7,70,000 8,35,000 
Total Cost 9,45,000 9,75,000 
Equiva lent Units {in liter) 63,000 60,000 
Cost Per equivalent Units (in liter) '{ 15 '{ 16.25 

There fore, Cost of Medicine 'X' Is~ 31.25 per liter(~ 15 + ~ 16.25) 
{ii) Statement showing comparative data to decide whether 30,000 Liters of Medicine 'X' should be further 

processed into 'XYZ' 
Alte<native 1 Alternative 2 

Sell medicine 'X' afterProcess I Process further into 'XYZ' 
(") ('I:) 

Sales 12,75,000 18,75,000 
(30,000 liters x '{ 42.50) (37,500 liters x '{ 50) 

Less: Costs: 
Process I - Costs (30,000 li ters x 'I: 31.25) 9,37,500 9,37,500 
Material in Process II . 2,75,000 
Conversion cost in Process II . 2,50,000 
Total Cost 9,37,500 14,62,500 
Profit 3,37,500 4,12,500 

He nce, company should process further as It will Increase profit furthe r by 'I: 75,000 (ll: 4,12,500 - 'I: 3,37,500) 

Question 21 

PQR Company Ltd. provides thc following Information relating to Procl!ss•P: 
(i) Opening Work-in-progress • NIL 
(ii) Units Introduced • 45,000 units@ '{ 10 per unit 
( iii) Expenses debited to the process: 

Direct material '{ 65,500 
Labour '{ 90,800 
Overhead '{1,80,700 

(iv) Normal loss in the process 2% of Input 
Iv) Work-in progress 1800 units 

Deeree of completion 
Materials -100% 

Labour -50% 
Overhead · 40% 

(vi) Finished output • 42,000 units 
(vii) Deeree of completion of abnormal loss: 

Materials 100% 
Labour 80% 
Overhead 60% 

(viii) Units scrapped as normal loss were sold at'{ 5 per unit. 
(ix) All the units of abnormal loss were sold at 'I: 2 per unit. You are required to PREPARE: 

• Statement of equivalent production. 

• Statement showing the cost of finished eoods, abnormal loss and closing balance of work-In• 
progress. 

• Process•P account and abnormal loss account. (MTP lO Marks July'24} 
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Answer 21 

Statement of Equivalent Production 

Input Details Units Output Units Equivalent Production 

Particulars Material Labour Overhead 

% Units % Units % Units 

Unit Introduced 45,000 Fin ished out put 42,000 100 4 2,000 100 42,000 100 42,000 
Norm a I loss 900 . . . . . . 
(2% of 45,000) 

Abnormal loss 300 100 300 80 240 60 180 

Closing W-1-P 1,800 100 1,800 so 900 40 720 

45,000 45,000 44, 100 43,140 42,900 
Statement of Cost 

Particulars Units Rate('{) Amount('{) Amount('{) 

( i) Finished goods 42,000 17.9042 7,51,976.40 

(ii) Abnorma l Loss 

Material 300 11.5873 3,476.19 

Labour 240 2.1048 505.15 
Overhead 180 4 .2 121 758.18 4,739 .52 

(iii ) Closing W-1-P: 

Material 1,800 11.5873 20,857.14 

Labour 900 2.1048 1,894.32 
Overhead 720 4.2121 3,032.71 25,784 .17 

Cost per Unit 

Particulars Amount('{) Units Per Unit('{) 

( i) Direct Mater ial : \ '•. J ( 
Unit Introduced \1// 4,50,000 . ' 
Add: Material V 65,500 :.; 

5,15,500 
Less: Value of normal loss (900 units x '{ 5) (4,500) 

5,11,000 44,100 11.5873 
(ii) Labour 90,800 43, 140 2.1048 
(iii) Overhead 1,80, 700 42,900 4.2121 

17.9042 

Process - P A/ c 

Particulars Units Amount (II;) Particulars Units Amount('{) 

To Input 45,000 4,50,000 By Normal loss 900 4,500 
To Direct Material . 65,500 By Abnormal loss 300 4,740 

To Labour . 90,800 By Finished goods 42,000 7,51,976 

To Overhead 1,80, 700 By Closing W -1-P 1,800 25,784 
45,000 7,87,000 45,000 7,87,000 

Abnormal Loss A/ c 

Particulars Units Amount('{) Particulars Units Amount('{) 

To Process-8 A/ c 300 4,740 By Cost ledger control A/c 300 600 
or Bank A/c 

By Costing Profit & loss A/c . 4,140 
300 4,740 300 4,740 

i•l!i41it·i,fi-
As demand for LED light Increases, more entrepreneurs arc coming into its manufacturing process. cLED Pvt. 
Ltd . is also one of the recently formed company whose main business is related to LED lights. 
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The company has extended its hand into various LED products like COB (Chip On Board) LEDs, SMD (Surface 
Mounted Device) LEDs, RGB LEDs, Flashing LEDs, Miniature LEDs, OLEDs, Filament Bulbs, etc. 
However, at the beginning stage, the company has decided to only assemble the products and enter into 
manufacturing stage at later years. 
The details relating to the first process of mounting for the month of August are given below: 
Opening Work-in-Process: 31,000 units 
Material ~12.40,000 
L,,bour "t2,32,SOO 
Overheads '{6,97,SOO 
Introduction during the process: 5,89,000 units 
Material ~2,29,40,000 
Labour "tSS,64,500 
Overheads '{ l ,66,93,500 

The process Involve some wastage as well. The managemc,nt estimated a normal loss of 5% of total Input 
including opening work-in-process which can be sold out for ~ 20 per unit. However, the workers reported 
46,500 units as scr:appcd In which 100% material was used along with 80% of labour and overheads. 
S,42,500 units were transferred for next process of soldering. 
Some units were still in process and thus, shifted for the next month process of mounting. With 100% material 
used along with 80% labour and overheads, 31,000 units were shifted. 
Following the avcraee method of inventory, you are required to PREPARE: 
• Statement of cost showing cost per equivalent unit 
• Statement of distribution cost 
• Process Account (Mounting) 
• Normal loss Account and Abnormal loss Account. {MTP 10 Marks Aug'24} 

A 22 nswer \ Ir( I \'.' (i) Statement of Equivalent Production 
Particulars Input Particulars Output Equivalent Production 

Units Units Material Labour &O.H. 
% Units % Units 

Opening 31,000 Completed andtransferred to Process 5,42,500 100 5,42,500 100 5,42,500 
WIP (Soldering) 
Un its 5,89,000 Normal Loss (5% ofG,20,000) 31,000 .. .. .. .. 
introduced 

Abnormal loss (Ba lancing figure) 15,500 100 15,500 80 12,400 

Closing WIP 31,000 100 31,000 80 24,800 
6,20,000 6,20,000 5,89,000 5,79,700 

Statement showing cost for each clement 
Particulars Materials Labour Overhead Total ,~, ,~, (~l (~l 

Cost of opening work-in- 12,40,000 2,32,500 6,97,500 21, 70,000 
process 
Cost incu rred during the 2,29,40,000 55,64,500 1,66,93,500 4,51,98,000 
month 
Less: Rea lisable Va lue of (6,20,000) .. .. (6,20,000) 
normal scrap('{ 20 x 31,000 
units) 
Total cost : (A) 2,35,60,000 57,97,000 1,73,91,000 4,67,48,000 
Equivalent units: (B) 5,89,000 5,79,700 5,79,700 

Cost per equivalentunit: (C) = 40.00 10.00 30.00 80.00 
(A + B) 
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(ii) Statement of Distribution of cost 

Amount ('I:) Amount ('I:) 
1. Value of units completed andtransferred (5,42,500 units x '1: 80) 4,34,00,000 
2. Value of Abnormal Loss: 

. Materials (15,500 units x '1:40) 6,20,000 

- Labour (12,400 units x ~ 10) 1,24,000 
. Overheads (12,400 units x '!;30) 3,72,000 11,16,000 

3. Value of Closing W•i-P: 
. Materials {31,000 units x ~ 40) 12,40,000 
. Labour (24,800 units x '( 10) 2,48,000 
. Overheads (24,800 units x '( 30) 7,44,000 22,32,000 

Total 4,67,48,000 

(ii i) Process Account (Mounting) 
Particulars Units ('() Particulars Units (0:) 

To Opening W.I.P: By Norma I Loss 31,000 6,20,000 
('!; 20 x 31,000 units) 

- Materials 31,000 12,40,000 By Abnormal loss 15,500 11,16,000 

- l abour .. 2,32,500 By Process Ne 5,42,500 4,34,00,000 
(Soldering) 

- Overheads .. 6,97,500 By Closinii WIP 31,000 22,32,000 
To Materials 5,89,000 2,29,40,000 
introduced 
To Direct Labour 55,64,500 
To Ove rheads 1,66,93,500 Ii t\ J7 J 

6,20,000 4,73,68,000 I I \.\ JI I 6,20,000 4, 73,68,000 
' ' •' r I I 

(Iv) Normal Loss A/c 
Particulars Units ('!!) Particulars Units (0:) 

To ProcessAccou nt (Mounti ng) 31,000 6,20,000 By Cost l edgerControl A/c 31,000 6,20,000 
31,000 6,20,000 31,000 6,20,000 

Abnormal Loss A/c 
Particulars Units ('I:) Particulars Units ('!;) 

To Process Account(Mounting) 15,500 11,16,000 By Cost Ledger Cont rol A/c 15,500 3,10,000 
By Costing Profit & l oss A/c 8,06,000 

15,500 11,16,000 15,500 11,16,000 

Question 23 

Wiwitsu Ltd . produces a product "XYZ" which passes through two processes, viz. Process-A and Process-8. The 
details for the year endlne 31st March, 2020 :ire :is follows : 

Process A Proc•ss - 8 

40,000 units introduced at a cost of Rs. 3,60,000 . 
Material consumed Rs. 2,42,000 2,25,000 
Direct wages Rs. 2,58,000 1,90,000 

Manufacturing expenses Rs. 1,96,000 1,23,720 

Output in units 37,000 27,000 
Normal wastage of inputs 5% 10% 

Scrap value (per unit) Rs. 15 20 

Selling price {per unit) Rs. 37 61 
Additional Information: 
(a) 80% of the output of Process-A, was passed on to the next process and the balance was sold. The entire 
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output of Process• B was sold. 

(b) Indirect expenses for the year was Rs. 4,48,080. 
(c) It is assumed that Process-A and Process•B are not responsibility centre. 

Required: 
(I) PREPARE Process-A and Process•B Account. 

(ii) PREPARE Costing Profit & Loss Account showing tho not profit/ net loss for the year. 
{MTP lO Marks, May'20 & Oct '23} 

Answer 23 

(i) Process- A Account 

Particulars Units Amount (Rs.) Particulars 

To Inpu ts 40,000 3,60,000 By Normal wastage 
(2,000 units x Rs.15) 

To Material --- 2,42,000 By Abnormal loss A/c 
(1,000 units x Rs.27) 

To Direct wages -- 2,58,000 By Process- B 
(29,600 units x Rs.27) 

To Manufactu ring Exp. --- 1,96,000 By Profit & Loss A/c 
(7,400 units x Rs.27) 

40,000 10,56,000 

Cost per unit = Rs. 10,56,000- Rs. 30,000 / 40,000units -2,000 units= Rs. 27 per unit 
Normal wastage = 40,000 units x 5% = 2,000 units 
Abnormal loss= 40,000 units - (37,000 units+ 2,000 units) = 1,000 units 
Transfer to Process- B = 37,000 units x 80% = 29,600 units 
Sale = 37,000 units x 20% = 7,400 units 
Process- B Account 

Units 

2,000 

1,000 

29,600 

7,400 

40,000 

Particulars Units Amount (Rs.) Particulars Units 

To Process- A A/c 29,600 7,99,200 By Normal ~vastage z,960 
(2,960 units x Rs. 20) 

To Material --- 2,25,000 By Profit & Loss A/ c 27,000 
(27,000 units x Rs. 48) 

To Direct Wages --- 1,90,000 
To Manufacturing Exp. --- 1,23,720 
To Abnormal Gain Ne 360 17,280 
(360 units x Rs. 48) 

Amount (Rs.) 

30,000 

27,000 

7,99,200 

1,99,800 

10,56,000 

Amount (R·s.) 

59,200 

12,96,000 

29,960 13,55,200 29,960 13,55,200 
Cost per unit = Rs. 13,37,920-Rs.59,200 / 29,600 units - 2,960 units = Rs. 48 per unit 
Normal wastage = 29,600 units x 10% = 2,960 units 
Abnormal gain = (27,000 units + 2,960 units) - 29,600 un its= 360 units 
(Ii) Costine Profit & Loss Account 

Pa,rticu lars Amount (Rs.) Particulars 

To Process- A A/c 1,99,800 By Sales: 
To Process- B A/c 12,96,000 - Process-A (7,400 units x Rs . 37) 
To Abnormal loss A/c 12,000 - Process- B (27,000 units x Rs. 61) 
To Indirect Expenses 4,48,080 By Abnormal gain 

By Net loss 
19,55,880 

Working Notes: 

Normal wastage (Loss) Account 

Particulars Units Amount (Rs.) Particulars 

To Process- A A/c 2,000 30,000 By Abnormal Gain A/c 
(360 units x Rs. 20) 
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To Process- B Ne 2,960 59,200 By Bank (Sales) 4,600 82,000 

4,960 89,200 4,960 89,200 
Abnormal Loss Account 

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

To Process- A A/c 1,000 27,000 By Bank A/c 1,000 15,000 
(1,000 units x Rs. 15) 
By Profit & Loss N c ... 12,000 

1,000 27,000 1,000 27,000 
Abnormal Gain Account 

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

To Normal loss A/c 360 7,200 By Process- B A/c 360 17,280 
(360 units x Rs. 20) 

To Pro fit & Loss A/c 10,080 
360 17,280 360 17,280 

Question 24 

MP Ltd. produces a Product•X, which passes through three processes, I, II and Ill. In Process-Ill a by-product 
arises, which after further processing at a cost of Rs. 85 per unit, product Z is produced. The information 
related for the month of September 2020 is as follows: 

Process•! Process-II Process-Ill 
Normal loss 5% 10% 5% 
Materials introduced (7,000 units) 1,40,000 . . 
Materials added 62,000 1,36,000 n 84,200 
Direct wages 42,000 54,000 I I 48,000 
Direct expenses 14,000 16,000 14,000 

Production overhead for tho month is Rs. 2,88,000, which is absorbed as a porcontage of direct wages. 
The scraps are sold at Rs. 10 per unit 
Product-Z can be sold at Rs. 135 per unit with a selling cost of Rs. 15 per unit 
No. of units produced: 
Process-I- 6,600; Process-II- 5,200, Procoss•III• 4,800 and Product•Z· 600 
There is no stock at the beginning and end of the month. 
You aro required to PREPARE accounts for: 
(i) Process-I, II and Ill 
(ii) By-Product•Z {MTP 10 Marks, Mar'21, RTP No11'20} 

Answer 24 

Total direct wages 
= Rs . 42,000 + Rs. 54,000 + Rs. 48,000 = Rs. 1,44,000 
Percentage absorption of production overhead on the basis of direct wages 

: 2"88.ooo X 100 = 200% 
1.44.000 

(i) Process-I A/c 

Particulars Units Amt. (Rs.) Particulars 

To Materials 7,000 1,40,000 By Normal loss 
(5% of 7,000 units) 

To Other materia ls - 62,000 By Process-I I• 
To Direct wages - 42,000 By Abnormal loss* 
To Direct expenses - 14,000 
To Product ion OH . 84,000 
(200% of Rs.42,000) 

7,000 3,42,000 

Units 

350 

6,600 
50 

7,000 
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*Cost per Un it = Rs.(3.42,000-3,500) = Rs.50_9022 (7,000- 3SO)Units 
Process-II A/ c 

Particulars Units Amt. (Rs.) Particulars 
To Process-I A/c 6,600 3,35,955 By Normal loss 

{10% of 6,600 unit s) 

To Other materials . 1,36,000 By Process-Ill** 

To Direct wages . 54,000 By Abnorma l loss•• 
To Direct expenses . 16,000 
To Production OH . 1,08,000 
{200% of Rs.54,000) 

6,600 6,49,955 
• .-

*Cost per Un it = Rs.(
6'49'950- 6'600) = Rs 108 3089 

(6,600- 660)Unics · · 
Process-II I A/ c 

Particulars Units Amt. (Rs.) Particulars 

To Process-I A/ c 5,200 5,63,206 By Normal loss 
(5% of 5,200 units) 

To Other materials . 84,200 By Product-X*** 

To Direct wages . 48,000 By Product-z# 
(Rs.35 x 600 units) 

To Direct expenses . 14,000 

To Production OH . 96,000 
(200% of Rs.48,000} 
To Abnormal gain*** 460 82,864 

5,660 8,88,270 - . -
***Cost per Unit = Rs.(8,0S.406- 2.600- 21'.000) = Rs. 180.1396 (5,200- 260- 660)Umts 

- --# Rea li zable value - Rs. 135 (85+15) - Rs. 35 
(ii) By-Product Process A/c 

Particulars Units Amt. (Rs.) 
To Process-Ill A/c 600 21,000 

To Processing cost . 51,000 
To Se Iii ng expenses . 9,000 

600 81,000 

Question 25 

-

Particulars 
By Product-2 

Units Amt. {Rs.) 
660 6,600 

5,200 5,63,206 

740 80,149 

6,600 6,49,955 

Units Amt(Rs) 

260 2,600 

4,800 8,64,670 

600 21,000 

5,660 8,88,270 

_) 
• 

Units Amt. {Rs.) 

600 81,000 

600 81,000 

~ LDR 

A Manufacturing unit manufactures a product which passes through three distinct Processes • A, Band C. The 
following data is given: 

Process A Process B Process C 
Material consumed (in 0:) 36,400 31,500 28,000 

Direct wages (in 0:) 56,000 49,000 42,000 
• The total Production Overhead of 0: 2,20,500 was recovered @ 150% of Direct wages. 
• 15,000 units at 0: 28 each were introduced to Process 'A'. 
• The output of each process passes to the next process and fina lly, 12,000 units were transferred to Finished 

Stock Account from Process 'C'. 
• No stock of materials or work in progress was left at the end. 
Th" following additional information is giv<ln: 

Process % of wastage to normal input 
A 6% 
B ? 
C 5% 

You are required to: 
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{ii FIND OUT the percentage of wastage in process 'B', given that the output of Process 'B' is 
transferred to Process 'C' at ~ 56 per unit. 

{iii PREPARE Process accounts for all the three processes A, B and C. 
(MTP 10 Marks, Apr'22) (Same concept different figures PYP 10 Marks Ju/'21) 

Answer 25 
Process-A Account 

Particulars Units Dr. (~) Particulars Units 
To Material introduced 15,000 4,20,000 By Normal loss A/ c 

[{6% of 15,000 unitsl x ~ 15.40] 
To Additional material -- 36,400 By Process-B A/c 

(" 41.31 * x 14,100 un its) 
To Direct wages -- 56,000 
To Production OH -- 84,000 

15,000 5,96,400 
* Cost per unit of completed units 
= Total Cost- Realisable value from normal loss= ~s.5,96.4~0- Rs.)3,8~0 = Rs. 

41
_
31 Inputs units-Nonna! Joss units 1:,,000 muts-900 umts 

Dr. Process-B Account 

Particulars Units (0:) Particulars 
To Process-A A/ c 14,100 5,82,540 By Normal loss A/c 

((#13.44% of 14,100 units) x ~ 28] 
To Additional mate rial -- 31,500 By Process-C A/c 

(~ 56 x 12,205 units) 
To Direct wages -- 49,000 
To Production OH -- 73,500 n r, ro. J-, r-, I 

14,100 7,36,540 II I I \\ I/ 
#Calculation for % of wastage in process 'B': 
l et's consider number of units lost under process 'B' = b 

'{,/ 
N 

Total Cost - Realisable v.alue fl'om normal loss _ 
56 ow, . 11 • -Inputs umts - Norma oss umts 

Rs.7.36,540~Rs.28b = Rs. 56 
14,100 lll\Jts-b 

~ 7,36,540 - ~ 28b = ~ 7,89,600 - ~ 56b 
28b = ~ 53,060 => b = 1,895 units 
% of wastage= 1,895 units /14,100 units = 13.44% 

Process-C Account 

Particulars Units Dr. (~) Particulars 
To Process-B A/c 12,205 6,83,480 By Normal loss A/c 

((5% of 12,205 unitsl x ~ 14] 
To Additional material -- 28,000 By Fi nished Stock A/c 

(" 69.68$ x 12,000 units) 
To Direct wages -- 42,000 
To Production OH -- 63,000 
To Abnormal gain 405 28,220 
(~ 69.68$ x 405 units) 

12,610 8,44, 700 

C 
. f I d . Total Cost- Realisable value from normal loss 

ost per un,t o compete units = . N 
11 

. 
Input un,rs- orma oss units 

= 
Rs.8.16.480-Rs.8,540 

12.205 units-610 units 

= ~69.68 

. .., .r 
I l, 

' 
,.._ J 

~ 

Units 
610 

12,000 

12,610 

900 

14,100 

15,000 

Units 
1,895 

12,205 

14,100 

.. 
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6,83,480 

7,36,540 
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Question 26 ~ LDR 

STG Limited is a manufacturer of Chemical 'GK', which is required for industrial use . The complete production 
operation requires two processes. The raw material first passes through Process 1, where Chemical 'G' is 
produced. Following data is furnished for the month April 2022: 

Particulars (in kgs.) 
Opening work-in-progress quantity 9,500 
(Material 100% and conversion 50% complete) 
Material input quantity 1,05,ooo 
Work Completed quantity 83,000 
Closing work-in-progress quantity 16,500 
(Material 100% and conversion 60% complete) 

You are further provided that: 
Particulars (in !I!) 
Opening work-in-progress cost 
Material cost 29,500 
Processing cost 14,750 
Material input cost 3,34,500 
Processing cost 2,53,100 

Normal process loss may be estimated to be 10% of material input. It has no realizable value. Any loss over 
and above normal loss is considered to be 100% complete In material and processini:. 
The Company transfers 60,000 ki:s. of output (Chemical G) from Process I to Process II for producing Chemical 
'GK'. Further materials :ire added in Process II which yield 1 .20 kg. of Chemical 'GK' for every ke. of Chemical 
'G ' introduced. The chemicals transferred to Process II for further processing are then sold as Chemical 'GK' for 
!I! 10 per kg. Any quantity of output completed in Process 1, are sold as Chemical 'G' @ 0: 9 per kg. 
The monthly costs incurred in Process II (other than the cost of Chemical 'G') are: 
Input 60,000 kg. of Chemical 'G' 

Materials Cost ~ 85,000 
Processing Costs ~ 50,000 

You are required: 
(I) Prepare and determine the cost per kg. of Chemical 'G' in Process I using tho weighted aver:ige cost 

method. 
(ii) Prepare a statement showing cost of Chemical 'G' transferred to Process II, cost of abnormal loss and 

cost of closing work-in progress. 
(iii) STG is considering the option to sell 60,000 kg . of Chemical 'G' of Process I without processing it further 

in Process-II. Will it be beneficial for the company over the current pattern of processing 60,000 kg in 
process-II? 

(Note: You are not required to prepare Process Accounts) (PVP 10 Marks, May'22) 

Answer 26 
(i) Statement of Equivalent Production 

Particulars Input Particulars Total Material Processing Cost 
quantity % Units % Units 

Opening WIP 9,500 Units completed 83,000 100% 83,000 100% 83,000 
Material Input 1,05,000 Normal loss 10,500 - - - -

(10% of 1,05,000) 
Abnorm a 11 oss 4,500 100% 4,500 100% 4,500 
(Bal. fig.) 
Closing WIP 16,500 100% 16,500 60% 9,900 

1,14,500 1,14,500 1,04,000 97,400 
Statement of Cost for each element 

Particulars Material Processing Total cost 
(~) (~) ('4;) 

Cost of opening WIP 29,500 14,750 44,250 
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Cost incurred during the month 3,34,500 2,53,100 
Total cost (A) 3,64,000 2,67,850 
Equiva lent production (B) 1,04,000 97,400 
Cost per kg of Chemical 'G' (A/B) 3.5 2.75 

Alternative Presentation 

Statement showing cost per kg of each statement 

(0:) 
Material 29,500+3,34,000 

1,04,000 

Processing cost 14•, 750 +2,53, 100 

1.04,000 

Total Cost per kg 
(ii) Statement showing cost of Chemical 'G' transferred to Process II, cost of abnormal loss and 
Cost of closing work-in- progress 

Units transferred (60,000 x 6.25) 
Abnorm:>l loss (4,500 x 6.25) 
Closing work in progress: 

Material (16,500 x 3.5} 
Processing cost (9,900 x 2. 75) 

(iii) C:,lculation of Increment:,! Profit/ Loss :,ftcr further processing 

Particulars 

Sales if fu rther processed (A) (60,000 x 1.20 x" 10) 
Calculation of cost in Process II -
Chemical transferred from Process I \ '· I I I I \ \ 
Add: Material cost \V, I I \V 
Add: Process cost V I I \1 

Tota l cost of finished stock (B} 
Profit, if further processed {C = A - B) 

If sold w ithout further processing the n, 
Sales (60,000 x" 9) 
Less: Cost of input without further processing 
Profit without further processing (0) 
Incremental Profit after furthe r processing (C - D) 
Addition:>! net profit on further processing in Process II is 45,000. 
Therefore, it is advisable to process further chemical 'G'. 

Alternative Presentation 

Calculation of Incremental Profit/ Loss after further processing 

If 60,000 units are sold @ "9 
If 60,000 units are processed in process II (60,000 x 1.2 >< 0: 10) 

Incremental Revenue (A) 

Incremental Cost: (B) 

Material Cost 
Processing Cost 

Increme ntal Profit (A-B) 

(") 
3,75,000 

28,125 

57,750 

27,225 
84,975 

{"I {'<) 
7,20,000 

-
3, 75,000 I I 

85,000 J I 
50,000 .... ,, 

5,10,000 
2,10,000 

5,40,000 
3, 75,000 

1,65,000 
45,000 
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5,87,600 
6,31,850 

6.25 

(1') 
3.5 

2.75 

6.25 

(") 
5,40,000 
7,20,000 

1,80,000 

85,000 
50,000 

1,35,000 
45,000 
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Additional net profit on fu rther processing in Process II is 45,000. Therefore, it is advisable to process 
further chemical 'G'. 

Exam Insights: This numerical question was based on the topic Process costing for calculating equivale nt 
units, cost for transferred units to Process-II, cost of abno rmal loss, cost of closing work-in-progress and 
decision for processing in Process-II or sell after first process. Some of examinees faced hardship in the 
calculation of equivalent units; he_nce, the performance of t he examinees was average. 

Question 27 

Navyug ltd. manufactures chemical solutions for the food processing industry. The manufacturing takes place 
in a number of processes and the company uses a FIFO process costing systc,m to value, work-in-process and 
finished goods. At the end of the last month, a fire occurred in the factory and destroyed some of the paper 
files containing records of the process operations for the month. 
Navyug Ltd. needs your help to prepare the process accounts for the month during which the fire occurred. 
You have been able to gather some information about the month's operatine activities but some, of the 
information could not be retrieved due to the damage. The following information was salvaged: 
• Opening work-in-process at the beginning of the month was 900 litres, 70% complete for labour and 

60% complete for overheads. Opening work-in-process was valued at~ 29,970. 
• Closine work-in-process at the end of the month was 160 litres, 30% complete for labour and 20% 

complete for overheads. 
• Normal loss is 10% of input and total losses during the month were 1,800 litres partly due to the fire 

damage. 
• Output sent to finished goods warehouse was 4,200 litres. 
• losses have a scrap vahie of~ 20 per litre. 
• All raw materials arc, added at the commencement of the process. 
• The cost per equivalent unit (litre) is ~39 for the month made up as follows: 

(~) 

Raw Material 23 
Labour 7 

Overheads 9 
39 

REQUIRED: 
(i) Calculate the quantity (in litres) of raw material Inputs during the month. 
(ii) Calculate the quantity (in litres) of normal loss expected from the process and the quantity (in litres) 

of abnormal loss/ gain experienced in the month. 
(iii) Calculate the values of raw material, labour and overheads added to the process during the month. 
(iv) Prep;ire the process account for the month. 
{MTP 10 Marks, Oct'21, RTP May'18} (Same concept different figures RTP May'20) 

Answer 27 
(i) Calculation of Raw Material inputs during the month: 
Quantities Entering Process litres Quantities leaving Process l itres 
Opening WIP 900 Transfer to Finished Goods 4,200 
Raw material input (balancing figure\ 5,260 Process losses 1,800 

Closing WIP 160 
6,160 6,160 

(ii) Calculation of Normal loss and Abnormal loss/Gain 
Particulars litres 
Total orocess losses for month 1,800 
Normal loss (10% input ) 526 
Abnormal Loss (balancing figure) 1,274 
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(iii) Calculation of values of Raw Material, Labour and Overheads added to the process: 

Material Labour Overheads 

Cost per equivalent unit i,; 23.00 i,; 7.00 i,; 9.00 
Equiva lent units (l itre) (refer the working note) 4,734 4,892 4,966 

Cost of equivalent units "1,08,882 "34,244 "44,694 
Add: Scrap value of normal loss (526 units x" 20) I'( 10,520 .. -
Total value added i,; 1,19,402 i,; 34,244 i,; 44,694 

Workings: 

Statement of Equivalent Units (litre) : 

Input Details Units Output details Units Equivalent Production 

Material Labour Overheads 

Units (%) Units (%) Units (%) 
Opening WIP 900 Un its completed: 

Units introd uced 5,260 - Opening WIP 900 - -- 270 30 360 40 

• Fresh inputs 3,300 3,300 100 3,300 100 3,300 100 

Normal loss 526 - ·- - -· ·- .. 

Abnormal loss 1,274 1,274 100 1,274 100 1,274 100 

Closing WIP 160 160 100 48 30 32 20 

6,160 6,160 4,734 4,892 4,966 

(iv) Process Account for Month 

Litres Amount (II() Litres Amount (0:) 
To Opening WIP 900 29,970 By Finished goods 4,200 1 1,63,800 

To Raw Materials 5,260 1,19,402 By Normal loss 526 I I 10,520 
To Wages -- 34,244 By Abnormal loss 1,274 I 49,686 

To Overheads .. 44,694 By Closing WIP 160 4,304 
6,160 2,28,310 6, 160 2,28,310 

Question 28 

Following information is available regarding Process-I for the month of February: 

Production Record: 

Units in process as on 1" February 4,000 
(All materials used, 25% complete for labour and overhead) 
New units introduced 16,000 
Units completed 14,000 
Units in process as on 28th February 6,000 
(All materials used, 33-1/3% complete for labour and overhead) 
Cost Records : 
Work-in-process as on 1" February (II() 

Materials 6,000 
Labour 1,000 
Overhead 1,000 

8,000 
Cost during the month: 
Materials 25,600 
Labour 15,000 
Overhead 15000 ••••••• J •• • ••• 

55,600 
Presuming that average method of inventory is used, PREPARE: 
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(I) Statement of equivalent production. 
(ii) Statement showing cost for each element. 
( iii) Statement of apportionment of cost. 
(iv) Process cost account for Process-I. 

{MTP 10 Marks, Nov'21, RTP May 1191 SM} {Same concept different figures RTP Nov'21} 

Answer 28 
(i) Statement of equivalent production (Average cost method) 

Particulars Input Particulars Output Equ ivalent Production 
Units Units Material Labour & O.H. 

% Units % 
Opening WIP 4,000 Completed and 14,000 100 14,000 100 

transferred 
Units introduced 16,000 Closing WIP 6,000 100 6,000 33-1/3 

20,000 20,000 20,000 
(ii) Statement showing cost for each element 

Particulars Materials Labour Overhead 
(~) (0:) ('t) 

Cost of opening work-in- process 6,000 1,000 1,000 
Cost incurred during the month 25,600 15,000 15,000 

Total cost: (A) 31,600 16,000 16,000 
Equivalent units: (B) 20,000 16,000 16,000 
Cost per equivalen t unit : {C) = (A+ B) 1.58 1 1 

(iii) Statement of apportionment of cost 
Amount (0:) 

1 . Value of units completed and transferred (14,000 units x 0: 3.58) 

2. Value of Closing W-1-P: 

- Materials (6,000 units x 0: 1.58) I \! [ 9,480 

- Labour {2,000 units >< 't 1) 2,000 
- Overheads (2,000 units >< ~. 1) 2,000 

(iv) Process-I Cost Account 
Particulars Units (0:) Particulars Units 

To Open ing W-1-P 4,000 8,000 By Comple ted units 14,000 
To Materials 16,000 25,600 By Closing W-1-P 6,000 

To Labour -- 15,000 

To Overhead -- 15,000 
20,000 63,600 20,000 

Question 29 

The following data are available in respect of Process-I for January 2024: 
(1) Opening stock of work In process: 600 units .:,t a tot:il cost of 't 4,200. 
(2) Degree of completion of opening work in process: 

Material 100% 
Labour 60% 
Overheads 60% 

(3) Input of materials at a total cost of 0: 55,200 for 9,200 units. 
(4) Direct wages incurred 0: 18,600 
(5) Overheads 0: 8,630. 
(6) Units scrapped 200 units. The stage of completion of these units was: 

Materl:il 100% 
Labour 80% 
Overheads 80% 

(7) Closing work in process; 700 units. The stage of completion of these units was: 
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Units 
14,000 

2,000 

16,000 

Total 
(0:) 

8,000 
55,600 

63,600 

3.58 

Amount(>:) 
50,120 

13,480 

(0:) 
50,120 
13,480 

63,600 
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Material 100% 
Labour 70% 

Overheads 70% 

(8) 8,900 units were completed and transferred to the next process. 
(9) Normal loss is 4% of the total input (opening stock plus units put in) 
(10) Scrap value is 'It 6 per unit. You are required to: 

(i ) PREPARE using FIFO method, Statement of equivalent production, 
(ii) PREPARE Statement of cost, 
(iii) CALCULATE cost of closing WIP, 

CALCULATE the cost of the units to be transferred to the next process. 
{RTP May'24, MTP lO Marks April 'l!J) {Same concept different figures MTP 10 Marks Oct'22) 
Answer 29 
(i) Statement of Equivalent Production (FIFO Method) 

Input Output Equivalent Production 

Materials Labour Overheads 

Details Units Details Units % Units % Units % Units 

Opening Stock 600 Fin ished goods 
transferred to next process: 
-From opening stock 600 - - 40 240 40 240 
-F rom fresh materials 8,300 100 8,300 100 8,300 100 8,300 

Closing W-1-P 700 100 700 70 490 70 490 
Fresh inputs 9,200 Normal loss 392 - - - - - -

9,992 9,000 9,030 9,030 
Less: Abnormal Gain (192) 100 {192) 100 {192) 100 {192) 

9,800 9,800 8,808 8,838 8,838 
(ii) Statement of Cost per equivalent units 

Elements ('It) Cost ('It) Equivalent units Cost perequivalent Unit {lit) 
Material Cost 55,200 
Less: Scrap realizat ion 392 units @"( 2 ,352 52,848 8,808 6.00 
6/- p.u. 
Labour cost 18,600 8,838 2.10 
Overheads 8 ,630 8,838 0.98 
Total Cost 80,078 9.08 

Cost of Abnormal Gain - 192 Units 
('It) ('It) 

Mate rial cost of 192 units @ ii: 6.00/- p.u. 1,152.00 
Labour cost of 192 units@ "( 2.10/ - p.u. 403.20 
Overheads of 192 unit s @ ". 0.98/- p.u. 188.16 1,743.36 

(ii i) Cost of closing WIP - 700 Units 

Material cost of 700 equ ivalent units@ 'It 6.00/- p.u. 4 ,200.00 
Labour cost of 490 equivalent uni ts @ 0:2.10/ - p.u. 1,029.00 
Overheads of 490 equivalent @ "- 0.98/- p.u. 480.20 5709.20 

(iv) Calculation of cost of 8,900 units transferred to next process 

(".) 
i) Cost of opening W-1-P Stock b/f - 600 units 4 ,200.00 

ii) Cost incurred on opening W-1-P stock 

Material cost -
La bour cost 240 equ ivalent units @ ii: 2.10 p. u. S04.00 
Overheads 240 equiva lent unit s @ "( 0.98/- p.u. 23S.20 

739.20 
iii) Cost of 8,300 completed units 

8,300 units @ 0:9.08 p.u. 75,364.00 
Total cost [(i) + (ii) + (iii))] 80,303.20 
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Question 30 

A company produces a component, which passes through two processes. During the month of November, 
2020, materials for 40,000 components were put into Process• I of which 30,000 were completed and 
transferred to Process• II. Those not transferred to Process• II were 100% complete as to materials cost and 
50% complete as to labour and overheads cost. The Process• I costs incurred were as follows: 

Direct Materials 0: 3,00,000 

Direct Wages 0: 3,50,000 

Factory Overheads 'I: 2,45,000 
Of those transferred to Process II, 28,000 units were completed and transferred to finished goods stores. There 
was a normal loss with no salvage value of 200 units in Process II. There were 1,800 units, remained unfinished 
in the process with 100% complete as to materials and 25% complete as regard to wages and overheads. 
Costs incurred in Process-II are as follows: 

Packine: Materi:ils 'I: 80,000 
Direct W:ie:es 'I: 71,125 

F:.ctory Overheads 'I: 85,350 
Packing material cost is incurred at the and of tha second process as protective packing to the completed 
units of production. 
Required: 
(i) PREPARE Statement of Equivalent Production, Cost per unit and Process I A/c. 
(ii) PREPARE statement of Equivalent Production, Cost per unit and Process II A/c. 
{RTP May'21} (Same concept but different figures RTP May'22 & SM} 
Answer 30 

Process I 
St:itemc,nt of Equivalent Production and Cost 

Input Particulars Output Equivalent Production 
(Units) Units Materials Labour 

(%) Units !%l Units (%l 
40,000 Completed 30,000 100 30,000 100 30,000 100 

Closing WIP 10,000 100 10,000 50 5,000 50 
40,000 40,000 40,000 35,000 

Particulars Materials Labour Overhead 
Cost Incurred ('I:) 3,00,000 3,50,000 2,45,000 
Equivalent units 40,000 35,000 35,000 
Cost per equivalent unit( ";) 7.50 10.00 7.00 

Process•I Account 
Particulars Units (0:) Particulars Units 

To Materials 40,000 3,00,000 By Process-II Ne 30,000 
(30,000 units x ~24.5) 

To Labour 3,50,000 By Closing WIP* 10,000 

To Overhead 2,45,000 
40,000 8,95,000 40,000 

* (Material 10,000 units x 'I: 7.5) + (Labour 5,000 units x 'I: 10) + (Overheads 5,000 units x '1:7) 
= "; 75,000 + 0: 50,000 + "; 35,000 = "; 1,60,000 

Process II 
Statement of Equivalent Production and Cost 

Overheads 
Units 

30,000 
5,000 

35,000 

Total 
8,95,000 

24.50 

(0:) 

7,35,000 

1,60,000 

8,95,000 

Input Particulars Output Equivalent Prodl,!ction 
(Units) Units Materials Labour Overheads 

(%) Units (%) Units (%) Units 
30,000 Completed 28,000 100 28,000 100 28,000 100 28,000 

Norma l loss 200 -- -- --
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Closing WIP 1,800 100 1,800 25 450 25 450 
30,000 30,000 29,800 28,450 28,450 

Particulars Materials Labour Overhead Total 

Process-I Cost 7,35,000 - -- 7,35,000 
Cost incurred ('It) -- 71,125 85,350 1,56,475 
Equivalent uni ts 29,800 28,450 28,450 -
Cost per equivalent un it ('It) 24.6644 2.5000 3.0000 30.1644 

Process-II Account 

Particulars Units ('It) Particulars Units {'It) 
To Process-I A/c 30,000 7,35,000 By Normal loss A/c 200 -
To Packing Materia l -- 80,000 By Finished Goods Stock A/c 28,000* 9,24,604 
To Direct Wages -- 71,125 By Closing WIP 1,800** 46,871 
To Factory Overhead -- 85,350 

30,000 9,71,475 30,000 9,71,475 
* 28,000 x 'It 30.1644 = 'It 8,44,603 + 'It 80,000 (Packing Material Cost) = 'It 9,24,604 
** 1,800 units x 'It 24.6644 + 450 units x ('It 2.5 + 'lt3) = 'It 46,871 

Question 31 

Hawtt Vee! is a renowned brand of HV ltd. which manufactures toy car. The manufacturing process of the 
toy cars at first involve designing the parts, creating: the mold and then simultaneously malting the plastic. 
As the mold created last year is being used as it is for the current year, the first process involves only melting 
the plastic (Process I). The next process Is about injecting the plastic into the mold and assembling: the parts 
formed {Process II). 
During the month of April, the materials for 1120,000 toy cars were put throueh Process I of which melting 
process were completed for 90,000 toy cars only before transferring to Process II . 
The costs incurred lh Process I are as follows: 

Direct material 'It 22,50,000 
Direct wages "27,00,000 
Factory overheads 'It 18,00,000 

Degree of completion for those not transferred to Process II is as follows : 
Materials 100% 
labour and overheads 50% 

Out of those transferred to Process II for injecting and assembling, 84,000 units of toy car were completed 
and transferred to finished goods store for protective packing. The process of protective packing is done at 
the end of the Process II and the costs incurred are as follows: 

Packine materi:ils " 61001000 
Direct wages 'It 5,25,000 
Factory overheads " 6175,000 

There was a normal loss of 600 units in Process II with no salvage value. 
Some units were still in progress under Process II and thus, shifted for the next month process. 
The degree of completion for those not transferred to finished goods store is as follows: 
Materials 100% 
Labour and overheads 25% 
You are required to PREPARE• 

(i) Statement of Equivalent Production, Cost per unit 
{ii) Statement of Equivalent Production, Cost per unit 

and Process I A/c. 
and Process II A/c. 

{MTP 10 Marks Nov'24} 
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Answer 31 
(i) Process I - Statement of Equivalent Production 
Particulars Compl<>ted Closine: stock of WIP Equivalent 

Unit s Units % of Equivalent Production 
Completion Units units 

(1) (2) (1) + (2) 
M aterial 90,000 30,000 100% 30,000 1,20,000 

Wages 90,000 30,000 50% 15,000 1,05,000 

Overhead 90,000 30,000 50% 15,000 1,05,000 

Process I 
Particulars Process Equivalent Process WIP stock Cost of W IP Transfer 

Cost Production Cost p.u. Equivalen Stock(':) toProcess 
('() (units) ('() tunits (4) x (5) II ('() 

(2)/(3) (2}-(6} 
(1) (2) (3) (4) (5) (6) (7) 

M aterial 22,50,000 1,20,000 18 . 750 30,000 5 ,62,500 16,87,500 

Wages 27,00,000 1,05,000 25 .714 15,000 3,85,714 23,14,286 

Overhead 18,00,000 1,05,000 17 .143 15,000 2, 57, 143 15,42,857 

67,50,000 12,05,357 55,44,643 
Process I A/ c 

Part iculars Unit (":) Part iculars Units ('{) 

To Direct materi al 1, 20,000 22,50,000 By Process II A/c 90,000 55,44,643 

To Direct wages . . 27,00,000 By Clos ing W-1-P 30,000 12,05,357 
To Factory overhead .. 18,00,000 

1,20,000 67,50,000 1,20,000 67,50,000 
(ii ) Process II - St:>t&>ment of Equivalent Production 

Particulars Completed Closing stock of W IP Equivalent 

Units Units % of Completion EquivalentUnits Product ionunits 

(1) (2) (1) + (2) 
M ateri al 84,000 5,400* 100% 5,400 89,400 

Wages 84,000 5 ,400 25% 1,350 85,350 

Overhead 84,000 5,400 25% 1,350 85,350 
*(90,000 - 84,000 - 600} units = 5,400 units 

Process II 

Particulars Process Equivalent Process WIP stock Cost ofWIP Transferto 
Cost Production Cost p.u.('{) Equivalent Stock('{) Fin ishedStock 

(':) (units) (2)/(3) units (4) x (5) ('() (2)-(6} 
(1) (2) (3) (4) (5) (6) (7) 

M ateri al 55,44,643 89,400 62.021 5,400 3,34,911 52,09,732 
W ages 5,25,000 85,350 6.151 1,350 8,304 5,16,696 
Overhead 6,75,000 85,350 7.909 1,350 10,677 6,64,323 

67,44,643 3,53,892 63,90,751 
Add: Packi ng Mat erial Cost 6,00,000 

Cost of Fin ished Stock 69,90,751 
Process II A/ c 

Particulars Units (':) Particulars Units (':) 

To Process I 90,000 55,44, 643 By Finished Stock 84,000 69,90,751 

To Direct wages .. 5,25,000 By Normal loss 600 .. 

To Factory overhead .. 6, 75,000 By WIP stock 5,400 3,53,892 
To Packing charges .. 6,00,000 

90,000 73,44, 643 90,000 73,44,643 
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Multiple Choice Questions (MCQ) 
1. The type of process loss that should not be allowed to affect the cost of good units is: {SM) 

(a) Abnormal loss 
(b) Normal loss 
(c) Seasonal loss 
(d) Standard loss 

Ans: (a) 

2. 200 units were introduced in a process in which 20 units is the normal loss. If the actual output is 150 
units, then there Is: {SM) 
(a) No abnormal loss 
(b) No abnormal gain 
(c) Abnormal loss of 30 units 
(d) Abnormal gain of 30 units 

Ans: (c) 

3 . 100 units are processed at a total cost of I{ 160, normal loss is 10%, & scrap units are sold @ 'I; 0.25 each. 
If the output is 80 units, then the value of abnormal loss is: {SM) 
(a) ~ 2.50 
(b) ~16 
(c) ~17.50 
(d) ~17.75 

Ans: (c) 

4. When average mc,thod is used in process costing, tho op.,ning inventory costs are: {SM) 
(a) Subtracted from the new costs 
(b) Added to the new costs 
(c) Kept separate from the costs of the new period 
(d) Averaged with other costs to arrive at total cost 

Ans: (b) 

S. Spoilage that occurs under inefficient operating conditions and is ordinarily controllable is called: {SM) 
(a) Normal spoilage 
(b) Abnormal spoilage 
(c) Normal defects 
( d) None of the above 

Ans: (b) 

6. The cost of normal process loss is •(SM) 
(a ) Absorbed by good units produced and amount realized by the sale of loss units should be debited 

to the process account. 
(b) Debited to costing profit and loss account. 
(c) Absorbed by good un its produced. 
(d) Debited to costing profit and loss account and amount realized by the sale of loss units should be 

cred ited to the process account. 
Ans: (c) 

7 . The value of abnormal loss is equal to: {SM) 
(a) Total cost of materials 
(b) Total process cost less realizable value of normal loss 
(c) Total process cost less cost of scrap 
(d) Total process cost less realizable value of normal loss less value of transferred out goods. 

Ans: (d) 
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8. Inter-process profit is calculated, because: {SM} 
(a ) a process is a cost centres 
(b) each process has to re port profi t 
(c) the efficiency of the process is measured 
(d) the wages of employees are linked to the process profitability. 

Ans: (c) 

9. Under Weighted Average (Average) Method: {SM} 
(a) The cost to complete the opening WIP is ignored. 
(b) The cost to complete the opening WIP and other completed units are calculated separate ly. 
(c) The cost of opening work-in-process and cost of the cu rrent period are aggregated and the 

aggregate cost is divided by output in terms of completed units. 
(d) Closing stock of work in process is valued at current cost. 

Ans: (c) 

10.A process account is debited by abnormal gain, the value is determined as: {SM} 
(a ) Equal to t he va lue of normal loss 
(b) Cost of good units less realiza ble va lue of normal loss 
(c) Cost of good units less realizable value of actual loss 
(d) Equal to the value of good units less closing stock 

Ans: (b) 

11.Lean Labs develops 55mm film using a four-step process that moves progressively through four 
departments. The company specializes in overnight service and has the largest drug store chain as its 
primary customer. Currently, direct labor, diroct materials, and overhc,ad are accumulatc,d by 
departments. The cost accumulation system that best describes the system Lean Labs is using is: {SM} 
(a ) Operation costing. 
(b) Activity-based costing. 
(c) Jo b-o rder costing. 
(d) Process costing. 

Ans: (d) 

12.When compared with normal spoilage, abnormal spoilage: {SM} 
(a) Arises more frequently from factors t hat are inherent in the manufacturing process. 
(b) Is given the same accoun ting treatment as normal spo ilage. 
(c) Is generally thought to be more controll able by purchase de partment t han production departmen t . 
(d) Is not t ypica lly influenced by the "tightness" of production standards. 

Ans: (d) 

13.Assume 550 units were worked on during a period in which a total of 500 good units were completed. 
Normal spoilaee consisted of 30 units; abnormal spollaee, 20 units. Total production costs were 0: 2,200. 
The company accounts for abnormal spoilage separately on the income statement as loss due to abnormal 
spoilaee. Normal spoilage is not :iccounted for separately. What Is the cost of the good units produced? 
{SM} 
(a ) ~ 2,080 
(b) ~ 2,115 
(c) ~ 2,200 
(d) ~ 2,332 

Ans: (b) 

14.JC Limited uses process costing systems and inspects Its goods post manufacturing. An eneineer noticed 
on May 31st the following: 
Good units completed 15,000 
Normal spoilage (units) 300 
Abnormal spoiloee (units) 100 
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Unit costs were: Material~ 2.50 and conversion costs (Labour & overheads)~ 6.00. The number 
of uni1s that company would transfer to its finished goods stock and the related cost of these units are: 
(a) 15,000 units transferred at a cost of~ 127,500 
(b) 15,000 units transferred at a cost of ~ 130,050 
(c) 15,000 units transferred at a cost of~ 135,000 
(d) 15,300 units transferred at a cost of 'I: 130,050 

Ans: (b) 

15.A product passes through Process-I . Input raw material issued were 8,000 units. Normal loss anticipated 
was 10% of Input with realisable value of 'I: 5 per unit. 7,600 units of output were produccd and transferred 
to the ne.xt process. If the total cost incurred under Process-I was ~ 40,000, then amount of abnormal 
gain/(loss) is : (MTP 2 Marks, Apr'24) 
(a) ~ 2,000 
(b) (-: 5,000) 
(c) (-: 2,500) 
(d) -: 3,000 

Ans: (a) 

16.The following information is available in respect of Process I: Raw material purchased and introduced 
10,000 units@ 5 per unit Raw Material received from store 4000 units @ 6 per unit Direct Labour 40,000 
Ovarhcads 28,000 Output of Proccss is 131500 units, Normal wastage 5% of inputs Scrap value of wastage 
4 per unit The value of Abnormal Gain is: (RTP Sep'24) 
(a) ~ 2062.68 
(b) -: 2135.34 
(c ) ~ 2103.70 
(d) -: 2093.2 

Ans: (d) 
Proce ss a/c 

Particulars Units Amount 
Raw material 10,000 50,000 
Stores 4,000 24,000 
Direct Wages 40,000 

Production overheads 28,000 

Abnormal gain 200 2,093.2 

1,44,093.2 
. l ,42,000- 2.800 . 

Cost per unit = 
14

_
000

_
700 

= 10.466 per unit 

Particulars I units Amount 
Normal loss 700 2,800 
Un its t ransferred 13,500 1,41,293.2 

1,44,093.2 

17.A Chemical Is passed through three processes and the output of Process 1 Account is transferred to Process 
2 Account. The input units in Process 1 are 58,500 uni1s and the output units are 55,200 units, normal loss 
is 2% and rest is abnormal loss, 
You are required to calculate the per unit cost of output units in Process l Account, if the total expenses 
incurred in Process l ar0, 6,87,960. (PYP 2 Marks Scp'24) 
(a) -: 11.76 
(b) ~ 12.00 
(c) -: 12.20 
(d ) ~ 12 46 

Ans: (b) 
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CONCEPTS OF THIS CHAPTER 

• Jofnt products and by-products: meaning. 

• Difference between joint products and by-products. 

• Methods of apportionment of Joint costs. tf 
• Treatment of by-product costs In cost account ing. LOR Questions 

Q 19 Q 20 

Q24 

QUICK REVIEW OF IMPORTANT CONCEPTS 

I. Meaning of Joint Products and By-Products 

i. Joint Products 
• Joint products are two or more products that are separated during the same processing operation. 

• Example: In the oil industry, crude petroleum is processed to produce join t products such as gasoline, fuel 
oil, lubricants, paraffin, asphalt, and kerosene. 

ii. By-Products 
• By-products are products recovered from: 

o Material discarded in the main process. 

o Production of some major products. 

II . Methods for Apportioning Joint Cost 

1. Physical Units Method : Joint costs are apportioned based on a physical base, such as weight or number of 
units. 

2. Net Real isable Va lue at Split-Off Point: Appor tionment is based on the sales value of joint products after 

processing, minus: 
o Estimated profit margins 

o Selling and distribution expenses 
o Post split-off costs 

3. Using Technical Estimates : This method is used when the results from the previous methods do not align 

w ith the resources consumed by the joint products, or when the realizabl.e value of the joint products is 

not readily available. 

4. Other Methods 

i. Market Value at the Point of Separation 

• This method is useful when further processing costs are incurred disproport ionately. 
• To determine the apportionment of joint costs, a multip lying factor is calculated as: 

o M ultiplying Factor= (Joint Cost/ Total Sales Revenue) x 100 

Alternatively, joint costs can be apportioned in the ratio of the sa les values of different joint products. 

li. Market Value After Further Processing 

• Joint costs are apportioned based on the total sales value of finished products. 
• Thi s method is considered unfair when further processing costs after the point of separation are 

not incurred equally for all join t products. 

iii. Average Unit Cost Method 
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• Average Unit Cost= {Total Process Cost up to Point of Separa tion)/ {Total Un its of Joint Product 

Produced) 
• The physical unit method follows the same steps and yields the same outcome as the average uni t 

cost method. 

iv. Contribution Margin Method: Joint costs are segregated Into two parts: 
o Variable costs 
o Fixed costs 

Ill. Methods of Apportionment of Joint Cost to By-Products 

• Methods for apportion ing joint cost 
• Net Realisable Value method 
• Standard cost in Technical Estimates 
• Comparative price 
• Re-use basis 

IV. Treatment of By-Product Cost in Cost-Accounting 
Treatment of by-product cost in cost-account ing 
• Small total val ue 

• Sales value cred ited to Costing P & L Account 
• Deducted from total costs 

• Considerable total value 
• May be rega rded as joint products rather than as by-products 

• Req uire further processing 
• Net realisable value of the by-product at the spl it -off point may be arrived 

Questions & Answers 

Theory Questions 

Question 1 

Explain very briefly the following terms: Co-Products {PYP 1 Mark Nov'23) 
Answer 1 
Co-Products: Co-products may be defined as Two or more products which are contemporary but do not 

emerge necessarily from the same material in the same process. 

Question 2 

DISCUSS the treatment of by-product cost in Cost Accounting when they are of small total value. 
{RTP Nov'21, RTP Jan'25) 

Answer 2 
When the by-products are of small total value, the amount reali sed from their sale may be dea lt in any 
one the foll owing two ways: 
(i) The sa les value of the by-products may be credited to the Costing Profit and Loss Account and no 

credit be given in the Cost Accounts. The credit to the Costing Profit and Loss Account here is treated 
e ither as miscellaneous income or as additional sa les revenue. 

{ii) The sa le proceeds of the by-product may be treated as deductions from the total costs. The sale 
proceeds in fact should be deducted e ither from the production cost or fro m the cost of sales. 

Question 3 
How apportionment of joint costs up-to the point of separation amongst the joint products using market 

value at the point of separation and net realizable value method is done? DISCUSS. 
(RTP May'24 & May '21, MTP 5 Marks Nov '21 MTP 4 Marks Mar'24) 
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Answer 3 
Apportionment of Joint Cost amongst Joint Products using: Market value at the point of separation: This 
method Is used for apportionment of Joint costs to joint products upto the spl it o ff point. It Is difficult to apply 
if the market va lue of the product atthe point of separation is not available. It is useful method where further 
processing costs are Incurred disproportionately . 
Net realizable value Method: From the sales value of jointproducts (at finished stage) the fol lowings are 
deducted: 

Estimated profit margins 
Selling & distribution expenses, if any 
Post split off costs. 

The resultant figu re so obtained is known as net realizable value of joint products. Joint costs are apportioned in 
the ratio of net realizable value. 

Question 4 

Anju Ltd. is engaged in the production of butter. While producing butter buttermilk is also produced. 

Buttermilk is identified as by-product of butter. What is the TREATMENT of buttermilk in the cost accounts 
of Anju Ltd. (MTP 5 Marks Aug'24} (PYP 4 Marks Sep'24} 

Answer 4 
Buttermilk is a by-product of butter and treatment of by-product in cost accounting is as fol lows. 
(i) When they are of small total value, the amount realized from their sale may be dealt as fol lows: 

· Sales value of the by-product may be credited to Profit and LossAccount and no credit be given in Cost 
Accounting. The credi t to Profit and Loss Account here is treated either as a miscellaneous income or as 
add itional sales revenue. 

· The sa le proceeds of the by-product may be treated as ded uction from the total costs. The sales proceeds 
should be deducted either frorn production cost or cost of sales. 

(ii) When the by-products are of considerable total va lue: Where by- products are of considerable total value, 
they may be regarded as Joint products rather than as by- products. To determine exact cost of by
products the costs incurred upto the point of separation, should be apportioned over by-products and 
joint products by using a logical basis. 

(iii) When they require further processing: In this case, the net realisable value of the by-product at the split
off point may be arrived at by subtracting the fu rther processing cost from realisable value of by-product. 
If the value is small, it may be treated as discussed in (i) above. 

Question 5 

Narrate the terms 'Joint Products' and 'By-Products' with an example of each term. 
(PYP 4 Marks, Dec'2l} 

Answer 5 
(i) Joint Products • Joi nt products represent "two or more products separated in the course of the same 

processing operation usually requiring further processing, each product being in such proportion tha t no 
single product can be designated as a major product" . 
In other words, two or more products of equal importance, produced, simultaneously from the same process, 
with each having a significant relative sale value are known as joint products. For example, in the oil industry, 
gasoline, fuel oil, lubricants, paraffin, coal tar, asphalt and kerosene are al l produced from crude 
petroleum. These are known as joint products . 

(ii) By-Products· These are defined as "products recovered from material discarded in a main process, or from 
the production of some major products, where the material value is to be considered at the time of severance 
from the main product .'' Thus, by- products emerge as a result of processing operation of another product or 
they are produced from the scrap or waste of materials of a process. In short, a by-product is a secondary 
or subsidiary product which e manates as a result of manufacture of the main product. 
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The point at which they are separated from the main product or products is known as split-off point. The 
expenses of processing are joint till the split - off point. 
Examples of by-products are molasses in the manufacture of sugar, tar, ammonia and benzole obtained on 
carbonisation of coal and glycerine obtained in the manufacture of soap. 

Exam Insights: This theory question tested the basic knowledge of Joint product and By product with 
example. Most of the examinees answered it partia lly correct. Performance of the examinees was below 
average. 

Question 6 

DISCUSS the Net Realizable Value (NRV) method of apportioning joint costs to by-products. {RTP Sep'24 MTP 
5 Marks, Aug'lB, MTP 5 Marks March '21} 

Answer 6 
Net Realisable Value method: The realisation on the disposa l of the by-product may be deducted from the total 
cost of production so as to arrive at the cost of the main product. For example, the amount realised by the sale 
of molasses in a sugar factory goes to reduce the cost of sugar produced in the factory. 
When the by-product requires some additional processing and expenses are incurred in making it saleable to the 
best advantage of the concern, the expenses so incurred should be deducted from the total value realised from 
the sale of the by-product and only the net realisations should be deducted from the total cost of production to 
arrive at the cost of production of the ma in product. Separate accounts should be maintained for collecting 
additional expenses incurred on: 
(i) further processing of the by-product, and 
(ii) selling, distribution and administration expenses attributable to the by-product. 

"' Practical Questions 

The following information is available for A Ltd.: 
Sales-
P: 200 kg@ '( 120 per kg. 
Q: 240 kg @ '( 60 per kg. 
Joint costs• 
Marginal cost'( 17,600 
Fixed cost ": 15,600 
You are required to FIND OUT the cost of joint products P and Q using contribution margin method. {MTP 5 
Marks, Apr'22} 

Answer 7 
The margina l cost (variable cost) of '( 17,600 is apportioned over the joint products P and Q in the ratio of 
their physical quantity i. e. 200: 240 
Margina l cost for Product P : '( 17,600 X 200/440 = 't 8,000 
Margina l cost for Prod uct Q: '( 17,600 X 240/440 = '( 9,600 
The fixed cost of'( 15,600 is apportioned over the joint products P and Q in the ratio of the ir contribution 
margin i.e . 160 : 48 (Refer to working note) 
Product P: '( 15,600 >< 160/208 = '( 12,000 
Product Q: '( 15,600 x 48/208 = '( 3,600 

Working Noto: 
Computation of contribution margin ratio 

Products Sales revenue Mari:inal cost Contribution 
('() ('() ('() 

p 24,000 8,000 16,000 
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Contribution ratio is 160: 48 

Question 8 

14,400 9,600 
(Refe r to above) 

4,800 

Mili Ltd ., a manufacturing company, produces two main products and a by-product out of a joint process. 
The ratio of output quantities to input quantities of direct material used in the joint process remains 
consistent on yearly basis. 
Company has employed the physical volume method to allocate joint production costs to the main products. 
The net realizable value of the by-product is used to reduce the joint production costs before the joint costs 
are allocated to the main products. 
During a month, company incurred Joint production costs of 'I: 15,00,000. The main products arc not 
marketable at the split off point and thus have to be processed further. Details of company's operation are 
given in the t:iblc below. 

Particulars Product•Q Product•R By product 
Monthly output in kg. 90,000 1,80,000 75,000 
Selling price per kg. 't 50 't 30 't 5 
Process costs 't 3,oo,ooo 'I: 4,50,000 

FIND OUT the amount of joint product cost that Mill Ltd . would allocate to product-R by using the physical 
volume method to allocate joint production costs? {MTP 5 Marks, Mar'22, SM} 

Answer 8 
Calculation of Net joint costs to be allocated: 

Particulars Amount ('I: 
Joint Costs 15,00,000 
Less: Net Realizable value of by-product (75,000 x 5) 3,75,000 
Net joint costs to be allocated 11,25,000 

Therefore, amount of joint product cost that Mili Ltd. would allocate to the product-R by using the physica l 
volume method to allocate joint production costs: 

Physical quantity of Product-R X N . . t b II t d = T 
1 

Q . et Joint costs o ea oca e 
o ta uant1ty 

= l ,SO,OOOunits 25 000 R 7 SO 000 
2,70,000units X l l , ' = s. ' ' 

Question 9 

ASR Ltd mainly produces Product 'L' and gets a by-Product 'M' out of a joint process. The net realizable value 
of the by-product is used to reduce the Joint production costs before the joint costs arc allocated to the main 
product. During the month of October 2022, company incurred joint production costs of ~ 4,00,000. The 
ma in Product 'L' is not marketable :it the split off point. Thus, it has to be processed further. Details of 
company's operation are as under: 

Particulars Product L By• Product M 
Production (units) 10,000 200 
Se Iii ng price per kg "t 45 'I'. 5 
Further processing cost ~ 1,01,000 . 

You are required to find out: 
(i) Profit earned from Product 'L'. 
(ii) Selling price per kg of product 'L', if the company wishes to earn a profit of~ l ,00,000 from the above 

production. {PYP 5 Marks, Nov'Z2} 

Answer 9 
(i) Calculation of profit on product 'L' 
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Particular 

Sales 
Less: Further processing cost 

Less: Joint Productio n Cost* 
loss 

*Joint Production Cost= [4,00,000 - (200 x 5)] = 3,99,000 
(ii) C:.lculation of desired selline price of product 'L' 

D . d S Ii i p . Desired Profi t+Total Cost 
es ire e ng nee = Units Measured 

_ 1,00.000+1,01,000+3,99,ooo _ R 
60 

k 
- 10.000 - s. per g. 

~ 
~ 

4,50,000 
(1,01,000) 

3,49,000 
(3,99,000) 

(50,000) 

Exam Insights: The question tested the knowledge of examinees on the topic Joint product costing. In 
the first part, examinees had to ca lcu late profit earned from main product Land in the second part, to 
ca lcu late the selling price per kg of product L to earn a certai n level of profit. Most of the examinees 
attempted the first part correctly while fa ltering in the second part. Overall performance of t he 
examinees was above average. 

Question 10 

A m:,nufacturing process yields the following products out of the raw materials introduced in the process: 

Main Product X 60% of Raw Materi:.ls 

By-Product Y 15% of Raw Materials 
By Product Z 20% of Raw Materials 
Wastage 5% of Raw Materials 

Other information ls as follows: 
a. Total Cost: Raw Materials 1,000 units of a: 9,200; labour-: 8,200; Overheads a: 12,000 
b. One unit of product 2 requiN!ls ½ the r:.w materials required for one unit of product Y, one unit of product 

X requiresl½ times the raw materials required for product Y. 
c. Product X required double, tha time needed for production of one unit of Y :1nd one unit of Z. 
d. Product Z requires½ the time required for the production of one unit of product Y. 
e. Overhe:,ds are to be apportioned in the ratio of 6:1:1. 
You are required to CALCULATE the total and per unit of cost of each of the products. (MTP 5 Marks, Sep'22} 

Answer 10 
St:.tement of Distribution of Costs 

Cost Elements Basis Total Main Product X (600 By-Product Y (150 By-Product Z (200 

Cost Units) Units) Units) 

Total Per Unit Total Per Unit Total Per Unit 

Raw Materials 18:3:2 9,200 7,200 12 1,200 8 800 4 
Labour 36:3:2 8,200 7,200 12 600 4 400 2 
Overheads 6:1:1 12,000 9,000 15 1,500 10 1,500 7.50 
Total 29,400 23,400 39 3,300 22 2,700 13.50 

Workine Notes: 
1. Calculation of Units produced: 

Main Product X 60% of Raw Materials 600 Units 
By-Product Y 15% of Raw Mate rials 150 Units 
By Product Z 20% of Raw Materials 200 Units 
Wastage 5% of Raw Materials 50 Units 

1000 Units 
2. Cost Alloo:.tion R:.w Materials 

l et Product Z requires 1 un it of raw materials then, Product Y will req uire 2 units of raw materials and Product 
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X will require 3 units of raw mater ials. 

Product X y z 
Individual Unit ratio (a) 3 . 2 . 1 . • 

Units (b) 600 150 200 

Ratio for Cost Allocation (a*b} 1800 . 300 . 200 . . 
Ratio 18 . 3 . 2 . . 

Labour: 
Let Product Z requires l hour of Labour then, Product Y will require 2 hours of Labour and Product X wi ll require 

6 hours of Labour. 

Product X y z 
Individual Unit ratio (a) 6 . 2 . l . 
Units (b) 600 150 200 
Ratio for Cost Allocation (a• b) 3600 . 300 200 . . 
Ratio 36 . 3 2 . . 

Question 11 

JP Ltd. uses joint production process that produces three products at the split •off point. Joint production 
costs during the month of July, 2022 were "! 33,60,000. 

Product inform:ition for the month of July is as follows: 

P:irticul:irs Product A Product B Product C 
Units produced 3,000 6,000 9,000 

Sales prices: ' I I I I 

At the split-off I I "! 200 ' 

After furthc,r processing "! 300 " 350 'I: 100 

Costs to procc,ss :ifter split-off 0: 6,00,000 'I: 6,00,000 0:- 6,00,000 

Other information is as follows: 
Product C is a by-product and the company accounts for the by-product at net realizable value as a reduction 
of joint cost. Further, Product B & C must be processed further before they can be sold. FINO OUT the joint 
cost allocated to Product A in the month of July if joint cost allocation is based on Net Realizable Value. 
(RTP Nov'22) 

Answer 11 

Product A 

As the Question says that "Products Band C must be processed further before they can be sold", it means 
Product A can be sold at the split-off point. 

Cost to process Product A after t he split-off point = >; 6,00,000 

Additional revenue to be earned by processing f urther = >; 3,00,000 

("; 100 increase in selling price per unit x 3,000 

units) 

Therefore, Product A w ill not be processed further, and t he sa les value at spli t -off for A wi ll be used for 

allocating the joint cost s. 

Sales value at the split-off for A = "; 6,00,000 (>; 200 x 3,000 units) 

Product B 

Since Product B must be processed further, we use its net realizable va lue for the joint cost alloca tion. 

Net realizable value of Product B = >; 15,00,000 
(("! 350 X 6,000 units) - "; 6,00,000 further 

processing costs] 

Product C 

Product C, the by-product, must also be processed f urther to be sold. 
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Ne t re alizable value of Product C = 0: 3,00,000 

((0: 100 x 9,000 units) - 0: 6,00,000 in fu rt her 
processing costs) 

Joint Cost Allocation 

Joint production cost = 0: 33,60,000 
Si nce, by-product C is accounted for as a reduction to the joint costs, the joint costs to be a llocated 

= " 30,60,000 
('I: 33,60,000 - 'I: 3,00,000 NRV of Product C) 

Allocation of joint costs between Product A and B wil l be on the basis of 'I: 6,00,000: 0: 15,00,000 

Joint Cost a llocated to Prod uct = 'I: 30,60,000 X \6~~~~~~0 'I: 8, 74,286 

Question 12 

A company manufactures one main product (MN) and two by-products AB and PQ. For the month of January 
2024, following details are available: 
Total Cost upto separation Point 0: 2,12,400 

MN AB PQ 

Cost after separation . 0: 35,000 '1:24,000 

No. of units produced 4,000 1,800 3,000 

Selling price per unit '1:100 '1:40 '1:30 

Estimated net profit as percent.ice tosalcs value . 20% 30% 

Estimated selling expenses as percentage to sales value I 30% 15% 15% 

There are no beginning or closing Inventories. 
,,J 

PREPARE statement showin : g 

(i) Allocation of joint cost; and 
(ii) Product-wise and overall profitability of the company for January 2024. (MTP 6 Marks July'24} 

Answer 12 

(i) Statement showing allocation of Joint Cost 

Particulars AB PQ 

No. of units Produced 1,800 3,000 
Sel Ii ng Price Per unit ('I:) 40 30 

Sales Value (") 72,000 90,000 

Less: Estimated Profit (AB -20% & PQ -30%) (14,400) (27,000) 

Cost of Sales 57,600 63,000 

Less: Estimated Sell ing Expenses(AB-15% & PQ -15%) (10,800) (13,500) 

Cost of Prod uction 46,800 49,500 

Less: Cost after separation (35,000) (24,000) 

Joint Cost alloca ted 11,800 25,500 
(ii) Statement of Profitability 

Particulars MA ('I:) AB ('I:) PQ ('I:) 
Sales Value (A) 4,00,000 72,000 90,000 

(4,000x 'I: 100) 
Less:- Joint Cost 1,75,100 11,800 25,500 

(2,12,400 -11,800 - 25,500) 

Cost afte r separa tion . 3$,000 24,000 
Sel I ing Expenses 1,20,000 10,800 13,500 
(MA- 30%, AB-15% &PQ-15%) 

(B) 2,95,100 57,600 63,000 
Profit (A - B) 1,04,900 14,400 27,000 

Overall Profit = 1,04,900 + 14,400 + 27,000 = 'I: 1,46,300 
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Question 13 

A factory producing article A also produces a by-product B which is further processed into fin ished product. 
The joint cost of manufacture is given below: 

Material '{ 5,000 
Labour '{ 3,000 

Overhead 'I; 2,000 
'I; 10,000 

Subsequent cost in 'I: are elven below: 

A B 
Material 3,000 1,500 
labor 1,400 1,000 

Overhead 600 500 
5,000 3,000 

Selling prices are A '{ 16,000 
B 'I; 8,000 

Estimated profit on selling prices is 25% for A and 20% for B. 

Assume that selling and distribution expenses are in proportion of sales prices. Show how you would 
apportion Joint costs of manufacture, and prepare a statement showing cost of production of A :,nd 8. 

(MTP 5 Marks, Oct'23, RTP Nov'23} 

Answer 13 
Apportionment of Joint Costs 

Particulars A ('!;) 
Sel Ii ng Price '\ I I.// I 16,000 
Less: Estimated profit V ' 4,000 

(25% of '1;16,000) 
Cost of sales 12,000 
Less: Selling & Distribution exp. 267 
(Refer working note) ('!; 400 X 2/3) 
Less: Subsequent cost 5,000 
Sha re of Joint cost 6,733 

So, Joint cost of manufacture is to be distributed to A & Bin the ratio of 6733: 3267 
Statement showing Cost of Production of A and B 

Elements of cost Joint Cost Subsequent Cost 

A B A B 
Material 3,367 1,633 3,000 1,500 
Labou r 2,020 980 1,400 1,000 
Overheads 1,346 654 600 500 

Cost of production 
Working Note: 

Calculation of Selline and Distribution Expenses 

Particulars 

Total Sales Revenue('!; 16,000 + 'I; 8,000) 
Less: Estimated Profit('!; 4,000 + 'I; 1,600) 
Cost of Sales 
Less: Cost of production: 
• Joint Costs 
• Subsequent costs ('1; 5,000 + 'I; 3,000) 
Sell ing and Distribution expenses (Balancing figure) 
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B ('!;) 
I I 8,000 

1,600 
(20% of 'I; 8,000) 

6,400 
133 

('!; 400 X 1/3) 
3,000 
3,267 

Total Cost 

A B 
6,367 3,133 
3,420 1,980 
1,946 1,154 

11,733 6,267 

{'!;) 
24,000 
(5,600) 
18,400 

(10,000) 
(8,000) 

400 
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Question 14 

Three products X, Y and Z alongwith a byproduct Bare obtained again in a crude state which require further 
processing at a cost of'{ 5 for X; '{ 4 for Y; and '{ 2.50 for Z per unit before sale. The byproduct is however 
saleable as such to a nearby factory. The selling prices for the three main products and byproduct, assuming 
they should yield a net margin of 25 percent of cost, are fixed at'{ 13.75 '{ 8.75 and'{ 7.50 and'{ 1.00 
respectively - all per unit quantity sold. 
During a period, the joint input cost including the material cost was '{ 90,800 and the respective outputs 
were: 

X 8,000 units 
y 6,000 units 

z 4,000 units 
B 1,000 units 

By product should bo cr<!dited to th<! joint cost and only the net joint costs a re to be alloc"ted to the main 
products. 
CALCULATE the joint cost per unit of each product and the margin available as a p<!rcentage on cost. 
{RTP Sep'24} 

Answer 14 
Working Notes: 
(i} Computation of Allocation Ratio for Joint Costs 

\\1 · 
Sell ing Price 

Less: an ticipa ted margin@ 25% on cost of 20% on sales 

Cost of sales 

Less: post split off cost 

Join t cost per unit 

Output (units) 

Total output cost 

All ocat ion ratio for joint costs 

(ii) Computation of net allocable joint costs 

Join t input cost including materia l cost 
Less: Cre dit for realization from by-product 6: 
Sales revenue (1,000 x Re. 1) 

Less: profit @ 25% on cost o r 20% on sa le s 
Net Joint cost s to be a lloca ted 

Determination of joint cost per unit of each product 
Product Net joint costs allocation Output (units) 

'{ '{ 

X 54,000 (Note : l) 8,000 
y 20,250 6,000 

z 15,750 4,000 

90,000 I 

Products 
-

X y z. 
~ " " 
13.75 8.75 

2.75 1.75 

11.00 7.00 

5.00 4.00 

6.00 3 ,00 

8,000 6,000 

48,000 18,000 

24 9 

~ 

1,000 

200 

Joint cost per unit'{ 
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1.50 

6 .00 

2.50 

3.50 

4,000 

14,000 

7 

'{ 

90,800 

800 
90,000 

6.75 

3.38 

3.94 
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Profit margin available on each product as a percentage on cost 
Product oint Cost>: Post spilt-off cost>: rotal Cost>: Sellin Pric>: Margin>: Margin % on cost 

X 6.7S 
y 3.38 

z 3.94 

Note: 1 

X = !~ X 90,000 = 54,000 

Y = ~ X 90,000 = 20,250 
4·0 

2 = :o X 90,000: 15,750 

90,000 

Question 15 

5.00 
4.00 

2.50 

11.7S 13.7S 2.00 17.02 
7.38 8.75 1.37 18.56 
6.44 7.50 1.06 16.46 

Wavelength Limited produces three Joint products X, Y and Z. The products are processed further. Pre
separation costs are apportioned on the basis of weight of output of each joint product. The following data 
are provided for the month of April, 2022. 
Cost incurred up to separation point: >; 10,000 

Product X Product Y Product Z 
Output (in Litre) 100 70 80 

~ ~ ~ 

Cost incurred after separation point 2,000 1,200 800 
Selling Price per Litre: 

After further processing 50 80 60 
At pre-sep:,ration point (estimated) 25 70 45 

You arc required to: 
(i) Prepare a statement showing profit or loss made by each product after further processing using the 

presently adopted method of apportionment of prC! •separation cost. 
(ii) Advise the management whether, on purely financial consideration, the three products are to be 

processed further or not. (PYP 5 Marks, May'ZZ, SM} 

Answer 15 
(i) Statement showing profit/loss by each product after further processing products 

Product X Product Y Product Z 
(in 1') (in~) (in>;) 

Sales value after furt her processing 5,000 5,600 4,800 

Less: Further processing cost 2,000 1,200 800 
Less: Joint Cost* (as apportioned) 4,000 2,800 3,200 

Profit/( loss) (1,000) 1,600 800 

• Statement sho\,ving apport ionm ent o f joint cost on the basis of physica l units 

Product X Product Y(in >:) Product Z Total (>:) 
(in~) (in~) 

Output (in litre) 100 70 80 250 
Weight 0.4 (100/ 250) 0.28 (70/250) 0.32 {80/ 250} 
Joint cost apport ioned 4,000 2,800 3,200 

(ii) Decision whether to process further or not 
Product X(in '>:) Product Y(in O::) Product Z(in >:) 

Incremental Revenue 2,500 700 1,200 
((50-25) X 100) 1(80-70) x 70I [(60-45) X $0) 

Less: Further processing cost 2,000 1,200 800 
Incremental profit /(loss) 500 (500) 400 
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~ 
Product X Product Y ProductZ Total 

(in " l (in 1') ( in " ) 
Sales 2500 4900 3600 11000 
Pre separation costs 4000 2800 3200 10000 
Profit/( Loss) (1500) 2100 400 1000 

It is advisable to further process on ly product X and Zand to s:,le product Y :>t the point of separation. 

Exam lnsic;hts: This nume rica l question tested the knowle dge of exami nees on the topic joint costing, In 
the first part, examinees had to calculate profit/ loss after further processing and in the second part, to 
advise the manage me nt regarding the products which are to be furthe r processed, Performance of the 
examinees \Vas average. 

Question 16 

A company produces two joint products A and B from the same basic materials. The processing is completed 
in three departments. 
Materials are mixed in Department I. At the end of this process, A and B get separated. After separation, A 
is completed in the Department II and B in Department Ill. During a period, 4,00,000 kg of raw material was 
processed in Department I at a total cost of"; 17,50,000, and the resultant 50% becomes A and 40% becomes 
B and 10% normally lost in processing. 
In Department II, 1/Sth of the quantity rccoived from Department I is lost in processing. A is further 
processed in Department II at a cost of 0: 2,60,000. 
In Departmont Ill, further new material is added to the material roceivod from Department I and wcicht 
mixture is doubled, there is no quantity loss in the department Ill. Further processing cost (with material 
cost) in Ocpartmont Ill is 0: 3,00,000. 
The details of sales during the said period are: 

Product A Product B 
Quantity sold (kg) 1,50,000 3,00,000 
Sales price per kg (0:) 10 4 

There were no opening stocks. If these products sold at split-off-point, the selling price of A and B would be 
" 8 and 0: 4 per kt: respectively. 
Required: 
(i) PREPARE a statement showing tho apportionment of Joint cost to A and B in proportion of sales 

value at split off point. 
(11) PREPARE a statement showing the cost per kg of each product indicatlni: Joint cost, proccssint: cost 

and total cost separately. 
(iii) PREPARE a statement showing the product wise profit for the year. 
(iv) On the basis of profits before and after further processing of product A and B, give your COMMENT 

that products should be further processed or not. {RTP Nov'2l} 

Answer 16 
Calculation of quantity produced 

Oept I (kg) Oept II (kg) Oept Ill (kg) 

Input 4,00,000 2,00,000 1,60,000 
(50% of 4,00,000 kg.) (40% of 4,00,000 kg.) 

Weight (lost) or added (40,000) (40,000) 1,60,000 
{10% of 4,00,000 kg.) th 

(1/5 of 2,00,000 kg.) 
3,60,000 1,60,000 3,20,000 

Production of A 2,00,000 1,60,000 .. 
Production of B 1,60,000 - 3,20,000 
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(i) Statement of apportionment of joint cost of dept I 

Product A Product B 

Output (kg) 2,00,000 1,60,000 

Selling price per kg ('() 8 4 

Sales value ('() 16,00,000 6,40,000 

Share in Joint cost (5:2) 12,50,000 5,00,000 
('( 17,50,000 X 5 + 7) ('( 17,50,000 X 2 + 7) 

(ii) Statement of cost per kg 

Product A Product B 

Output (kg) 1,60,000 3,20,000 

Share in joint cost ('I') 12,50,000 5,00,000 

Joint Cost per kg ('\') (A) 7.8125 1.5625 

Further processing cost ('\') 2,60,000 3,00,000 

Fu rther processing cost per kg (") (8) 1.625 0.9375 

Total cost per kg ('\') {(A)+(B)} 9.4375 2.5000 
(iii) St;,tement of profit 

Product A Product B 

Output (kg) 1,60,000 3,20,000 
Sales (kg) (1,50,000) (3,00,000) 

Closing stock (kg) 10,000 20,000 
('() ('() 

Sales 15,00,000 12,00,000 
(1,50,000 kg x '( 10) ~ (3,00,000 kg x if: 4) 

Add: closing stock (at full cost) 94,375 50,000 
(10,000 kg x 'I; 9.4375) "l ! (20,000 kg x 'I; 2.5) 

Value of production 15,94,375 
..., 

12,50,000 
Less: Share in joint cost 12,50,000 5,00,000 

Further processing cost 2,60,000 3,00,000 
Profit 84,375 4,50,000 

(iv) Profitability statement before and after processing 

Product A Product B 

Before ('!;) After('!;) Before ('!;) After('() 

Sales Value 16,00,000 6,40,000 
Share in joint costs 12,50,000 5,00,000 
Profit 3,50,000 84,375 1,40,000 4,50,000 

(as per iii above) (as per iii above) 
Product A should be sold at split off point and product B afte r processing because of higher profitability. 

A factory produces two products, 'Ghee' and 'Cream' from a single process. The j oint processing costs during 

a particular month are: 

Direct Material '( 60,000 

Direct Labour '\' 19,200 
Variable Overheads '( 24,000 
Fixed Overheads '( 64,000 

Sales: Ghee - 200 litre@'\' 600 per litre; Cream - 240 litre@'\' 200 per litre. REQUIRED: 
I. Apportion joints costs on the basis of: 

(i) Physical Quantity of each product. 
(ii) Contribution Margin method, and 

II. Determine Profit or Loss under both the methods. (MTP 5 Marks, Oct'21., PYP 5 Marks Nov '19) 
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Answer 17 
Total Joint Cost 

Particulars 
Direct Material 

Direct Labour 

Variable Overheads 

Total Variable Cost 

Fixed Overheads 

Total joint cost 

Amount ('I:) 
60,000 

19,200 

24,000 

1,03,200 

64,000 

1,67,200 

Apportionment of Joint Costs: 
Product-Ghee 

I. (i) Apportionment of Joint 'I: 76,000 
Cost on the basis of 'Physical ( U ,67,200 X ZOO) 

Quantity' 200+240 lit1·• 

(i i) Apportionment of Joint 

Cost on the basis of 
'Contribution Margin Method': 

- Variable Costs 'I: 46,909 
(on basis of physical units) ( , 1.03,200 X 200) 

200+ 240 licre 

Cont ribution Margin 73,091 
('!;600x200 - 46,909) 

Fixed Costs* ii; 64,000 

Tot al apportioned cost 'I: 1,10,909 I 

11. (iii) Profit or Loss: 

When Joint cost apportioned on basis of physical units 

A. Sales Value 'I: 1,20,000 

B. Apportioned joint cost on basis 'I: 76,000 
of 'Physical Quantity': 

A-8 Profit or (Loss) 44,000 

When Joint cost apportioned on basis of 'Contribution Margin Method' 

C Apportioned joint cost on basis 'I: 1,10,909 
of 'Cont ribution Margin M ethod' 

A-C Profit or (Loss) '1: 9,091 

Product-Cream 

'I: 91,200 
( '1.61.200 X 240) 

200+240 l i tl'S 

'I: 56,291 
( ,1.03,200 X 240) 

200+ 240 litt·e 

- 8,291 
('!;200x240 - 56,291) 

' 'I: 56,291 

'I: 48,000 

'I: 91,200 

(43,200) 

'I: 56,291 

'I: (8,291) 

• The fixed cost o f 'I: 64,000 Is to be appor t ioned over t he joint products- Ghee and Cream in the ratio of 
their contribution margin but contribution margin of Product - Cream is Negat ive so fixed cost w ill be 

charged to Product- Ghee only. 

Exam Insights: This was a numerica l problem from the topic 'Joint products and by-products' . The 
quest ion required apportionment of joint cost on the basis of physical quantity method and 
contribut ion margin method. Performance of the examinees was average. 

Mayura Chemicals Ltd buys a particular raw material at ii; 8 per litre. At the end of the processing in 
Department• I, this raw material splits-off into products X, Y and Z. Product X Is sold at the split-off point, 
with no further processing. Products Y and Z require further processing before they can be sold. Product Y is 
processed in Department•2, and Product Z is processed In Dopartm.,nt-3. Following is a summary of the 
costs and other related data for the year 2019-20: 
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Partlculars Department 
1 2. 3 

Cost of Raw Material 0: 4,80,000 . . 
Direct Labour '{ 70,000 '{ 4,50,000 I{ 6,50,000 

Manufacturing Overhead '{ 48,000 '{ 2,10,000 '{ 4,50,000 

Products 
X y z 

Sales (litres) 10,000 15,000 2.2.,500 
Closing inventory (litres) 5,000 . 7,500 

Sale price per litre (0:) 30 64 so 
There were no opening and closing inventories of basic raw materials at the beginning as well as at the end 
of the year. All finished goods inventory in litres was complete as to processing. The company uses the Net• 
realizable, value, method of allocating jo int costs. 
You are required to prepare: 
(i) Schedule showing the, allocation of joint costs. 
(ii) Calculate the Cost of goods sold of each product and the cost of each item in Inventory. 
(iii) A comparative statement of Gross profit. (PYP 10 Marks, Jan'21) 

Answer 18 
(i) Statement of Joint Cost allocation of inventories of X, Y and Z 

Products Total (0:) 
X (0:) y ('1;) z ('I;) 

Fi na l sales value of 4,50,000 9,60,000 15,00,000 29,10,000 
total production (15,000 X" 30) (15,000x~ 64) (30,000 X '{ 50) 

I (Working Note 1) 
Less: Additional cost .. 6,60,000 11,00,000 I 17,60,000 .. 

Net real izable value 4,50,000 3,00,000 4,00,000 11,50,000 
(a t split-off point) 
Joint cost allocated 2,34,000 1,56,000 2,08,000 5,98,000 
(Working Note 2) 

(ii) Calculation of Cost of goods sold and Closing inventory 
Products Total (0:) 

X ('1;) y ('1;) z ('I;) 
Allocated join t cost 2,34,000 1,56,000 2,08,000 5,98,000 
Add: Additional costs .. 6,60,000 11,00,000 17,60,000 

Cost of goods sold (COGS) 2,34,000 8,16,000 13,08,000 23,58,000 

Less: Cost of closing 78,000 - 3,27,000 4,05,000 
inventory (Working Note 1) ( COGS x 100/3%) (COGS x 25%) 

Cost of goods sold 1,56,000 8,16,000 9,81,000 19,53,000 

(iii) Comp3r3tive St3tement of Gross Profit 
Products Total 

X (0:) y (0:) z (0:) (0:) 
Sales revenue 3,00,000 9,60,000 11,25,000 23,85,000 

(10,000 X 0: 30) (15,000 X 0: 64) (22,500 x " SO) 
less: Cost of goods sold 1,56,000 8,16,000 9,81,000 19,53,000 

Gross Profit 1,44,000 1,44,000 1,44,000 4,32,000 
Working Notes: 
1. Total production of three products for the year 2019-2020 

Products Quantity sold in Quantity of closlnc Total Closin£ inventory 
litres inventory in litres production percentage (%) 

(1) (2.) (3) (4) = ((21 + (3)} (Sl = (31/ (41 
X 10,000 5,000 15,000 100/3 
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y 15,000 .. 15,000 .. 
z 22,500 7,500 30,000 25 

2. Joint cost apportioned to each product: 
To r.al Joint Cost . 

= T I N R I' bl v I X Net Realisable Value of each product ota et ea 1sa e a ue 

Joint cost of product X = ~~:/
5

8
~~

0
°
0
°
0 

X Rs. 4,50,000 = Rs . 2,34,000 

f d 
Rs.5.98,000 

Joi nt cost o pro uct Y = Rs.ll ,SO.OOO X Rs. 3,00,000 = Rs. 1,56,000 

Joint cost of product Y = :.~s/:~~
0
°;

0 
X Rs. 4,00,000 = Rs. 2,08,000 

Question 19 f,j LDR 

ABC Company produces " Product 'X' that passes through three processes: R, S and T. Three types of raw 
materials, viz., J, K, and L are used in the ratio of 40:40:20 in process R. The output of each process is 
transferred to next process. Process loss is 10% of total input in each process. At the stace of output in process 
T, a by-product 'Z' is emercinc and the ratio of the main product 'X' to the by-product 'Z' is 80:20. The sellinc 
price of product 'X' is 0(60 per ki:. 
The company produced 14,580 kgs of product 'X' 
Material price : Material J @ "( 1S per kg; Material K @ "( 9 per kg. 
Material L@ 0: 7 per kg Process costs are as follows: 

Process Variable cost per kg (0:) Fixed cost of Input (0:) 

R 5.00 42,000 

s 4.50 s,ooo 
T 3.40 4,800 

The by-product 'Z' cannot be processed further and can be sold at 0: 30 per kg at the splitoff stage. There is 
no realizable value of process losses at any stage. 
Required: 
Prc>sent a stahiment showing the apportionment of Joint costs on tho basis of the sales value of product 'X' 
and by-product 'Z' at the split• off point and the profitability of product 'X' and by-product 'Z'. 
{PYP 10 Marks, May'23} 

Answer 19 
Working Notes: 
1. Calcuh,tion of Input of Raw Material 

l et assume tota l raw material in Process R be 100% 
:. Output of Process Twill be equal to: 

Input R 
10% Normal Loss 

Input S 
10% Normal loss 

Input T 
10% Normal loss 

Output of T 
Actual output of X 
Which is 80% of the total output 
:. Output of Process T 

= 14,580 = 18 2 25 
80% I 

18225 
:. Input of Process R = 

72
_
9
% = 25,000 kgs 

Alternative presentation for Calculation of Input in Process R, S and T 
Working notes: 

Process T (Kg.) 

100% 
0: 10 
90% 
"( 9 

81% 
0: 8.1 
72.9 

14,580 units 

To Input (Transfer from process S) I 20,250 I By Normal loss 
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By Output Product X 14,580 

By output of by-product Z 3,645 

20,250 20,250 

Process S (kg.) 

To Input (Transfer from process S) 22,500 By Normal loss (10%) 2,250 

By Transfer to process T 20,250 

22,500 22,500 

Process R (kg.) 

To Input 25,000 By Normal loss (10%) 2,500 

By Transfer to proce ss S 22,500 

25,000 25,000 

2. Calculation of Joint Cost 

Process Inputs Variable cost per kg Variable cost Fixed Cost Total Cost 

~ ~ ~ ~ 

R 25,000 5 1,25,000 42,000 1,67,000 

s 25,000 4.5 1,01,250 5,000 1,06,250 

T 25,000 3.4 68,850 4,800 73,650 

3,46,900 
Raw material J 10000 X 15 \\ // I • ..... I ~ 1,50,000 ' 

K 10000 X 9 \I./. /( I . ' ~" I ~ 90,000 
L 5000 X 7 ,1 I I I I J) \,._ ~ ~ 35,000 

2, 75,000 
Add: Processing cost (as above) ~ 3,46,900 

Total Joint Cost ~ 6,21,900 
i) Statement showing apportionment of Joint Cost 

Particulars Product X By-Product Z Total 

Units 14,580 3,645 

Sell ing price (~) 60 30 

Sales Va lue ('l:) 8,74,800 1,09,350 9,84,150 

(~ 6,21,900 to apportione d in ratio of sales 5,52,800 69,100 6,21,900 
value at split off poin t) 

ii) St:,tement of Profit:,bility 

Particulars Product X By-Product Z Total 

Sales Value 8, 74,800 1,09,350 9,84,150 

Joint Cost (As apportioned above) (5,52,800} (69,100) (6,21,900} 

Profit 3,22,000 40,250 3,62,2S0 

Exam Insights: This numerica l question was based on Joint and By- Product Costing. Examinees w ere asked 
to apportion the joint costs. The performance of most of t he examinees was poor as they were not able to 
calculate the correct Input of processes afte r adjustment for normal loss. 

Question 20 ('~ LDR 

Wivitsu Limited manufactures three joint products A, B and C from a joint process. Product Bis sold at split 

off point whereas product A and Care sold after further processing. 10% of the quantity of product A is lost 
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~ 
in further processing. Data regarding these products for the year ending 31st March,2023 are as follows: 

A B C 

Number of units produced 11nd sold 3,60,000 2,10,000 4,50,000 
Selling price, per unit at split off point . "6 • 

Selling price per unit after further processing >; 9.50 . >; 12 

Further processing costs >; 8,60,000 . ~10,40,000 
The joint production cost up-to the split off point at which A, 8 and C become separable, products is 'I: 
57,26,000. 
Required: 
(i) Prepare a statement showing apportionment of joint cost to the products using Net realizable value 

method. 
(ii) Assume Wivitsu limited has received an offer from D Limited to purchase product 'A' at the split off point 

at 'I: 7 per unit and another company PQR Limited has offered to purchasc, product 'C' at split off point at 9 
per unit. 

Advise whether these offers should be accepted or not? {PYP S Marks, Nov'23) 

Answer 20 
(i) Statement showing apportionment of joint cost to the products using NRV method 

Particulars Product A (>;l Product B l~l Product C (';l 
Sales value 34,20,000 12,60,000 54,00,000 

(3,60,000 X ~ 9.5) (2,10,000 X ~ 6) (4,50,000 X ~ 12) 

Less: Further processing cost 8,60,000 - 10,40,000 

Net Realisable Val ue 25,60,000 12,60,000 43,60,000 

Apportionmen t of Joint cost of 17,92,000 8,82,000 30,52,000 
~ 57,26,000 in the ra tio of 256:126:436 ! 

(ii) Decision whether to Process further or not 

Particulars Product A (") Product C (") 

Incre mental Revenue 9,00,000 13,50,000 
(~ 9.5-~ 7) X 3,60,000 (~ 12- ~ 9) X 4,50,000 

Less: Furt her processing cost 8,60,000 10,40,000 
Less: wastage if further processed 2,80,000 . 

~ 7 X (3,60,000*10%/90%) 
Incremental profit/(loss) {2,40,000) 3,10,000 

On compari ng incremental sales revenue with further processing cost, there is net loss of 'I: 2,40,000 in case of 
product A and profit of~ 3,10,000 in case of product C. Hence offer of D Ltd should be accepted and Product 

A should be sold at split off point Whereas product C should be sold after further processing. 
The solution can also be presented in following way: 

Profit from further processing 

Particulars Product A ('I:) Product C (~) 

Sales Reven ue 34,20,000 54,00,000 
(3,60,000 X 9.5) (4,50,000 X 12) 

Less: Joint cost 17,92,000 30,52,000 
Less: Further processing cost 8,60,000 10,40,000 

(i) Profit/{loss) 7,68,000 13,08,000 
Profit from Accepting offer {Sale at separation point) 

Particulars Product A(") Product C ('11) 
Sales Reven ue 28,00,000 40,50,000 

(3,60,000/0.90) X 7 (4,50,000 X 9) 

Less: Joint cost 17,92,000 30,52,000 
(ii) Profit/(loss) 10,08,000 9,98,000 
Incremental profit (loss) (i)-(ii) {2,40,000) 3,10,000 

On comparing profit at separation poin t with further processing profit, there is net loss of ~ 2,40,000 in case of 
product A and profit of~ 3,10,000 in case of product C. Hence offer of D Ltd should be accepted and Product 

A should be sold at split off point Whereas product C should be sold after further processing. 
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Exam Insights : Question on joint products and by products requiring apportionment of joint cost to the 
products using Net rea lizable value method and evaluating and advising on whether to sell the products at 
split off point or after further processing based on the da ta given in the question. Most of the examinees 
did not tak,e the correct sales quantity figure for calcu lat ion of ne t realizable value of one of the products 
'As', which resulted in wrong ca lculation of NRV. This in turn resulted in wrong apportioning of joint cost. 
Overall performance was below average, 

Question 21 

A company produces two products, A and 8, through a joint production process . The total joint production 
cost incurred is as under: 

Material '{ 20,000 

labour '{ 10,000 

Variable overheads '{ 6,000 

Fixed Overheads 0: 24,000 

Product A and 8 can be sold for '{ 20 per unit and 0: 15 per unit respectively at split off point. The produced 
quantities are Product A-2,000 units and Product 8 - 4,000 units. 
(i) You are required to calculate the joint production cost allocation for each product using the: 

(a) Physical unit method. 
(b)Contribution margin method. 

(ii) Product 8 can be further processed by incurring expenditure of'{ 12,000. loss in further processing 
is 2%. It can be sold @'I: 18 per unit. Explain the impact on profitability if Product 8 is further processed. 
{PYP 5 Marks May '24) 

Answer 21 
Working 
Calculation of joint cost 

Description 
Mate rial 
Labour 
Va riable overheads 
Total variable cost 
Fixed overheads 
Total joint co st 

(i) (a) Allocation of joint cost using physical unit method: 
Product A = '{60,000 x 2,000/6,000 = '{ 20,000 
Product B = '{60,000 x 4,000/6,000 = '{ 40,000 

(b) Allocation of joint cost using contribution margin method: 
Description 

Units produced 
Selling price per unit (0:) 

A. Sales value ('{) 

B. Allocation of joint variable cost on the basis of physical unit 

0:36,000 X 2,00Q/6,000 

0:36,000 >< 4,000/6,000 
C = A-B Contribution 

D Allocation of fixed joint cost on the basis of contribution margin 
0:24,0QO X 28,000/64,0QO 
0:24,000 X 36,000/64,000 

C-D Profit at split off point 
Allocation of Joint Cost based on Contribution Margin Method: 
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Amount ('I'.) 
20,000 
10,000 

6,000 
36,000 
24,000 
60,000 

Product-A Product-B 

2,000 4,000 

20 15 
40,000 60,000 

(12,000) 

(24,000) 
28,000 36,000 

(10,500) 
(13,SOO) 

17,500 22,500 
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Particulars Product A Product B 
Allocation of Variable Cost 1{ 12,000 1{ 24,000 
Allocation of Fixed Cost 1{ 10,500 1{ 13,500 
Total Joint Cost 1{ 22,500 1{ 37,500 

(Ii) Profitability after furthcr proccssing of Product B 
Description Amount("!) 
Units produced and sold 98% of 4,000 units 3,920 
Sell ing price per unit (1{) 18 
Sales value (1{) 70,560 
Joint cost upto split off point (37,500) 
Further processing cost (12,000) 
Profit after further processing 21,060 

Calculation of the profitability after further processing of product B can also be done in the following 
manner: 

Profitability after further processing of Product B 

Description Amount (1{) 
Incremental reven ue on further processing (3,920 x 1{18)- (4,000 x 1{15) 10,560 
Fu rther processing cost (12,000) 
lncrcmental loss after furthcr processing 1,440 

Impact on profitability on Product B 
If Product Bis sold at split off point it earns profit of 1{ 22,500, but after further processing the profit is re duced 
to 1{ 21,060/- i.e . an opportu nity loss of 1{ 1,440/-. 

Question 22 

ABC Ltd. operates a simple chemical process to convert a single material into three separate items, referred 
to here as X, Y and Z. All three end products are separated simultaneously at a single split-off point. 
Product X and Y are ready for sale immediately upon split off without further processing or any other 
additional costs. Product Z, however, is processed further before being sold. There is no available market prlcc 
for Z at the split-off point. 
Th" selling prices quoted h<lre arc expected to remain the sam" in the coming year. During 2022-23, the selling 
prices of the items and the total amounts sold were: 
X - 186 tons sold for "!3,000 per ton 
Y - 527 tons sold for 1{2,250 per ton 
Z -736 tons sold for "!1,500 per ton 
The total joint manufacturing costs for the year were 1{12,50,000. 
An additional '{6,20,000 was spent to finish product Z. 
There were no opening inventories of X, Y or Z at the end of the year. The following inventories of complete 
units were on hand: 
X 180tons 
Y60Tons 
Z 25 tons 
There wa.s no opening or closing work-in-progress. 
Required: 
COMPUTE the cost of inventories of X, Y and Zand cost of goods sold for year ended March 31, 2023, using 
Net realizable value (NRV) method of joint cost allocation. 
(MTP 10 Marks, Apr'23} {Samo concopts different figuros MTP 10 Marks Mar'23, RTP Nov'20} 
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Answer 22 

Statement of Joint Cost alloc:stion of inventories of X, Y and Z 
(By using Net Realisable Value Method) 

Final sales value of total 
production (Working Note ll 
Less: Addit iona l cost 
Net realisable value 
(at split -off point) 
Joint cost a llocated 
(Working Note 2) 

Al located joint cost 
Additional costs 
Cost of goods available for sale 
(CGAS) 
Less: Cost of end ing inventory 
(Working Note 1) 
Cost of goods sold 

Working Notes 

Products 

X y 

(W:J (W:) 
10,98,000 13,20,750 

(366 X ~3,000) (587 X ~2,250) 

-- .. 
10,98,000 13,20,750 

4,66,797 5,61,496 

Cost of eoods sold as on March 31, 2023 
(By using Net Realisable Value Method) 

Products 

X y 

(0:) (111:) 

4,66,797 5,61,496 
-- --

4,66,797 5,61,496 

2,29,571 57,385 
( CGAS><49 .. 18%) (CGAS x 10.22%) 

2,37,226 5,04,111 

1. Total production of three products for the year 2022-2023 

z 
(W:) 

11,41,500 
(761 X ~1,500) 

(6,20,000) 
5,21,500 

2,21,707 

z 
(111:) 

2,21,707 
6,20,000 
8,41, 707 

27,692 
(CGAS >< 3.29%) 

8,14,015 

Total 

(0:) 
35,60,250 

(6,20,000) 
29,40,250 

12,50,000 

Total 

(111:) 

12,50,000 
6,20,000 

18,70,000 

3,14,648 

15,55,352 

Products Quantity sold Quantity of endini: Total Endini: inventory 

in tones inventory in tons production percentage (%) 
(1) (2) (3) (4) = rl2) + (3H (SI = (3)/ (4) 

X 186 180 366 49.18 
y 527 60 587 10.22 
z 736 25 761 3.29 

2. Joint cost apportioned to each product: 
Totalloint Cost . 

T I R r bl al X Net Realizable Value of each Product o ta net ea isa e vo; ue 

Total Cost of Product X = ::~!:!~:~~~ X Rs. 10,98,000 = Rs. 4,66,797 

I f d 
Rs. 12,50,000 

Tota Cost o Pro uct Y = Rs.Z
9
A

0
.
250 

X Rs. 13,20, 750= Rs. 5,61,496 

Total Cost of Product Z = ::~!:!~:~~~ X Rs. 5,21,500 = Rs. 2,21, 707 

Question 23 

OPR ltd. purchases crude vegetable oil. It does refining of the same. The refining process results in four 
products at the spilt-off point • S, P, N :ind A. Product 'A' is fully processed at the split-off point. Product S, P 
and N can be individually further refined into SK, PM, and NL respectively. The joint cost of purchasing the 
crude veeet:sble oi I 11nd proccssine it were II: 40,000. Other details are as follows : 

Product Further processing costs (0:) Sales at split-off point (0:) Sales after further processing(~) 
s 80,000 20,000 1,20,000 
p 32,000 12,000 40,000 
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N 

A 
36,00~ 

1 20,000 

28,000 

1 

48,00~ 

1 
You are required to identify the products which can be further processed for maximizing profits and make 
suit:iblc suggestions. {PYP 5 Marks, Ju/'21, SM) 

Answer 23 
Statement of Comparison of Profits before and after further processing 

s ('1;) p ('1;) N ('1;) A ('1;) Total ('1;) 
A. Sales at split off point 20,000 12,000 28,000 20,000 80,000 
B. Apportioned Joint Costs 10,000 6,000 14,000 10,000 40,000 

(Refer Working Note) 

C. Profit :it split-off point 10,000 6,000 14,000 10,000 40,000 
D. Sales after further processing 1,20,000 40,000 48,000 . 2,08,000 
E. Further processing cost 80,000 32,000 36,000 . l,48,000 

F. Apportioned Joint Costs 10,000 6,000 14,000 . . 

(Refer Working Note) 

G. Profit if further processing (D - E + F} 30000 2,000 (·) 2,000 . . 

H. Increase/ decrease In profit after further 20,000 - 4000 - 16,000 . . 
processing (G- C) 

Sugeested Product to be further processed for m:iximizing profits: 
On compar ing the figures of "Profit if no further processing" and " Profits if further processing", one 

observes that OPR Ltd. Is earning more after further processing of Product Sonly I.e. ,-: 20,000. Hence, for 

maximizing profits, on ly Product S shou ld be further processed and Product P, N and A should be sold at 
spli t-off point. 
Working Note: 

Apportionment of joint costs on the basis of Sales Value at split -off poin t 
, , Total joint cosc 

Apporti oned joint cost = . 1 1 1 I' ff . X Sales value of each product rota Sa es va ue .it sp 1t - o point 
Where, 
Total Joint cost= ll; 40,000 
Total sales at split off point (S, P, N and A) = 20,000 + 12,000 + 28,000 + 20,000 = 'I; 80,000 

Share of S in joint cost = ::::~:~~~ X Rs. 20,000 = Rs. 10,000 

Share of P in jo int cost = : ::~:~~~ X Rs. 12,000 = Rs. 6,000 

Share of N in joint cost= ::::~:~~~ X Rs. 28,000 = Rs. 14,000 

h f 
. . Rs.40,000 

S are o A on Joint cost = 
0 00 

x Rs. 20,000 = Rs . 10,000 
Rs.8 .0 

Alternative Solution 
Decision for further processing of Product S, P and N 

Products s ('1;) p ('1;) N ('1;) 

Sales revenue after further processing 1,20,000 40,000 48,000 

Less: sales value at split-off point 20,000 12,000 28,000 

Incremental Sales Revenue 1,00,000 28,000 20,000 
Less: Further Processing cost 80,000 32,000 36,000 

Profit/ loss arising due to f urther processing 20,000 (-)4,000 (·)16,000 
Sugeested Product to be further processed for m:1ximizing profits: 
On compar ing the figures of " Profit i f no f urther processing" and "Profits if further processing", one observes 

that OPR Ltd. Is earning more after further processing of Product Sonly I.e. 'I: 20,000. Hence, for maximizing 
profit s, only Product S should be f urther processed and Product P, N and A should be sold at split-off point. 
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Exam lnsie:hts: It was a practical problem on treatment of joint cost and identification of products which 
has to be furt her processed for maximizing profits. Many examinees cou ld hot present the answer in a 
convincing manner in spite of arriving at the correct decision. Performance of the examinees was average. 

Question 24 f3 LOR 

A company processes a raw material in its Department 1 to produce three products, viz. A, B and X at the 
same split-off stage. During a period 1,80,000 kgs of raw materials were processed in Department 1 at a total 
cost of '( 12,88,000 and the resultant output of A, B and X were 18,000 kgs, 10,000 kgs and 54,000 kgs 
respectively. A and B were further processed in Department 2 at a cost of '{ 1,80,000 and '< 1,50,000 
respectively. 
X was further processed in Department 3 at a cost of'< 1,08,000. There is no waste in further processing. The 
details of sales affected during the period were as under: 

A B X 

Quantity Sold (kgs.) 17,000 5,000 44,000 

Sales Value (Rs.) 12,24,000 2,50,000 7,92,000 

There were no opening stocks. If these products were sold at split-off stage, the selling prices of A, Band X 
would have been 0: SO, 0: 40 and"! 10 por kg respectively. 
Required: 
(i) Prepare a statement showing the apportionment of Joint costs to A, Band X. 
(ii) Present a statement showing the cost per kg of each product indicating joint cost and further processing 

cost and total cost separately. 
(iii) Prepare a statement showing the product wise and total profit for the period. 
{iv}State with supportil1C: calculations as to whether any or all the products should be further processed or 

not. (RTP May'l8, RTP May'l9 MTP 10 Marks Sep '23} 

Answer 24 
{i) Statement showing the apportionment of joint costs to A, B and X 
Products A B X Total 
Output (kg) 18,000 10,000 54,000 

Sales value at the poin t of 9,00,000 4,00,000 5,40,000 18,40.000 
split off (Rs.) {Rs. 50 X 18,000) (Rs. 40 x 10,000) (Rs. 10 X 54,000) 

Joint cost apportionment 6,30,000 2,80,000 3,78,000 12,88,000 
on the basis of sa les (Rs.12,88,000 X ( Rs.12,88,000 X (Rs.12,88,000 X 

value at t he point of split Rs.18A0.000 Rs.!8.40.000 Rs.!BA-0.000 

Rs. 9,00,000) Rs. 4,00,000) Rs. 5,40,000) off (Rs.) 

{ii) Statement showing the cost per kg. of each product (indicating joint cost; further 
processing cost and total cost separately) 

Products A B X 
Joint costs apportioned (Rs.) : (I) 6,30,000 2,80,000 3,78,000 

Production (kg): (11) 18,000 10,000 54,000 

Joint cost per kg (Rs.): (I + II) 35 28 7 
Furt her processing Cost per kg. (Rs.) 10 15 2 

(Rs.1,80.000) 
18,000kg 

(Rs.1.50,000) 
10,000kg 

(Rs.1,08,000) 
54,000kg 

Total cost per kg (Rs.) 45 43 9 

(iii) Statement showing the product wise and total profit for the period 
Products A B X Total 

Sales value (Rs.) 12,24,000 2,50,000 7,92,000 

Add: Closing stock value (Rs.) 
(Refer to Working note 2) 45,000 2,15,000 90,000 
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Value of production (Rs. ) 

Apportionment of joint cost (Rs.) 

Add: Further processing cost {Rs.) 

Tota I cost {Rs.) 

Profit (Rs.) 

Working Notes 
1. 

Products 
Sales value (Rs.) 
Quantity sold (Kgs.l 

Sel ling price Rs./kg 

2. Valuation of closing stock: 

12,69,000 

6,30,000 

1,80,000 

8,10,000 

4,59,000 

A 
12,24,000 

17,000 

72 
(Rs.12,24,000) 

17,000ke 

~ 
4,65,000 8,82,000 26,16,000 

2,80,000 3,78,000 

1,50,000 1,08,000 

4,30,000 4,86,000 17,26,000 

35,000 3,96,000 8,90,000 

B X 
2,50,000 7,92,000 

5,000 44,000 

so 18 
(Rs.2,50,000) 

5,00Qh7 

(Rs.7,92,000) 
44.000ke 

Since the selli ng price per kg of products A, B and X Is more t han their total costs, therefore closing s tock 
will be valued at cost. 
Products A B X Total 
Closing stock (kgs.) 1,000 5,000 10,000 
Cost per kg {Rs.) 45 43 9 
Closing stock value {Rs.) 45,000 2,15,000 90,000 3,50,000 

(Rs. 45 x 1,000 kg) {Rs. 43 x 5,000 kg) {Rs.9x10,000 kg) 
(iv) Calculations for processing decision 
Products A B X 
Sel ling price per kg at the point of split off (Rs.) ' I\\ so 40 10 
Sel ling price per kg after further processing (Rs. ) 

~~ 
72 so 18 

(Refer to working Note 1) 

Incremental selling price per kg {Rs.) 
. . . 

22 10 8 
Less: Further processine cost oer kg (Rs.) (10) (15) (2) 
Incremental profit (loss) per kg (Rs.) 12 (5) 6 

Product A and X has an incremental profit per unit after further processing, hence, these two products may be 
further processed. However, further processing of product B is not profitable hence, prod uct B shall be sold at 
split o ff point. 

l•i'41iM,f¼ _ _ _ 
JPBP Ltd. manufactures two joint products A and B slmult:>neously from the same process. The process 
produces another product C which is recovered incidentally from the material used in the manufacture of A 
and B. 
The expenditures incurred up to the point of separation i.e . split-off point are 't 14,82,000. As the joint 
products are capable of being measured in the same units, joint costs are allocated on the basis of physical 
unit. 
Though the Joint products A and B arc s:>leable at split-off point, these can also be further processed and 
sold at a higher market price, with some sales promotion efforts. However, product C can be sold only after 
further processing. 
The management is of the view that, as the net realisable value of the product Cat split off point is too small, 
the value may be deducted from the Joint production cost. 
The relevant details of the products are as follows: 

Particulars Product A Product B Product C 
Output (kg. ) 16,250 8,125 1,625 
Selling price at the split-off point (per kg.)(") 72 80 . 

Further processing cost (per kg.) ('t) 16 20 8 

Further marketing cost (per kg.) (11:) 8 8 4 

Selling price after further processing (per kg.) ('t) 112 104 24 
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You are required the following: 

(I) DETERMINE the profit/ (loss) of each Joint product if these arc sold without further processlne. 
(ii) WHETHER joint products be processed further? Decide on the basis of incremental profit/ (loss) . 

{RTP Jan'25} 

Answer 25 
Working: 

1. Product C is produced incidentally from the material used inthe manufacture of A and B, 
thus, Product C is a By-product. 

Per unit ('I:) 
Selling e rice after further erocesslng (eer kg. ) (~) 
Less~ urther Process ing_sos.!.._(per kg) 

Further Marketing Cost (per kg) 

Calculation of Joint Cost to be borne by By-product C 
Joint Costs to be borne by By-product C = Output (kg. ) x ~ 12 

= 1,62S kg. x '1:12 
= ~19,500 

24 
8 
4 

12 

2. Allocation of joint cost among joint products (on the basis ofphysical units) (given) 
16,250 

Product A: ('1:14,82,000 • 'l'.19,500) x (
24

,
375

) = 'I: 9,75,000 
8.125 

Product B: (~ 14,82,000 • ~19,500) x ( _
5
) = 'I: 4,87,500 

24,3, 

(i) Statement of Profit/ (Loss) if joint products are soldwithout processing 

Particulars Product A Product B Total 

(a) Output (kg.) 16,250 8,125 
(b) Selling price at the spl it-off point (per kg.) ('I:) 72 80 
(c) Sa les Value (a) x (b) 11, 70,000 6,50,000 18,20,000 
(d) Allocation of joint costs 9, 75,000 4,87,500 14,62,500 

(el Profit at the point ofseparation (c)-(d) 1,95,000 1,62,500 3,57,500 
(ii) Further processing decision 

Particulars Product A ('I:) Product B ('I:) 

(a) Selling price at split off 72 80 
(b) Selling price after further processing 112 104 
(c} Incremental revenue (b)-(a) 40 24 
(d) Further processing cost 16 20 
(e) Further Marketing Cost 8 8 
(f) Incremental cost (d)+(e) 24 28 
(g) Incremental profit/ (loss) perkg (c)-(f) 16 (4) 
(h) Total Incremental profit/(loss) 'I: 16 x 16,250 kg ('I: 4) x 8,12S kg 

'I: 2,60,000 ('I: 32,500) 
There fore, Product A should be processed further as they giveincremental profit. On the other hand, 
Product B shou ld be sold at 
split-off point as they suffer incre mental losses after furtherprocessing. 

Question 26 

Wave Ltd. is a petroleum refining company which uses cracking process for producing gasoline, diesel and 
Heavy fuel oil (HFO). Alf three final products are extracted simultaneously at one common split-off point. 

Gasoline and diesel are immediately available for sale upon separation, requiring no further processing. ln 
contrast, heavy fuel oil (HFO) undergoes additional processing before it can be sold, as there is no market 
for it at the split-off point. 
Throughout the year, the selling prices and total quantities sold for each item were as follows: 
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Product Quontity sold (Gallons) Selling Price per eallon {'<) 

Gasoline 1,674 400 
Diesel 4,743 300 
Heavy fuel oil (HFO} 6,624 200 

The sellini: prices listed above are projected to remain unchani:ed in the upcoming year. 
The total joint manufactu rini: costs for the year amounted to '1; 15,00,000, with an additional cost of 
'( 7,44,000 incurred for finishinc Heavy fuel oil (HFO}. 
There were no open inc inventories of gasoline, diesel and Heavy fuel oil (HFO}. Though, at the end of the 
period, the following inventories of complete un its were available: 1,620 callons of gasoline, 540 gallons of 
diesel, and 225 gallons of Heavy fuel oil (HFO). 
You are required to COMPUTE the following for gasoline, diesel and Heavy fuel oil (HFO}
(i) Joint cost allocated, and 
(ii) cost of goods sold 
using Net Realisable Value Method of joint cost allocation. {MTP 5 Marks Nov'24) 

Answer 26 

(i) Statement of Joint Cost allocation of inventories of gasoline,diesel and Heavy fuel oil {HFO) 
(By using Net Real isable Value Method) 

Products 

Gasol ine Diesel Heavy fuel Total 

oil (HFO) 
('() ('() ('{) ('() 

Fina l sales value of total production 13,17,600 15,84,900 13,69,800 42,72,300 
{Working Note 1) (3,294 X '( 400) (5,283 X '( 300) (6,849 X '( 200) 

Less: Additional cost - - (7,44,000) (7,44,000) 

Net realisable va lue (at split-off point) 13,17,600 15,84,900 6,25,800 35,28,300 

Joint cost allocated(Working Note 2) 5,60,156 6, 73,795 2,66,049 15,00,000 

(ii) Cost of goods sold 

(By using Net Real isable Value Method) 
Products 

Total 

Gasoline Diesel Heavy fuel oil 

(HFO) 

('<) ('<) ('() (0:) 
Allocated joint cost (from (i)) 5,60,156 6, 73,795 2,66,049 15,00,000 
Additional costs - -- 7,44,000 7,44,000 

Cost of goods available for sale {CGAS) 5,60,156 6, 73,795 10,10,049 22,44,000 
Less: Cost of ending inven tory 2,75,485 68,862 33,231 3,77,578 
(Working Note 1) (CGAS x 49.18%) (CGAS x 10.22%) (CGAS x 3.29%) 

Cost of eoods sold 2,84,671 6,04,933 9, 76,818 18,66,422 

Working Notes 
1. Total production of three products for the year 

Products Quantitysold Quantity ofendine Total Endine inventory 

(in gallon) inventory (ingallon) production percentage(%) 
( 1) (2) (3) (4) = 1(2) + (3)} (5) = (3)/ (4) 

Gasoline 1,674 1,620 3,294 49.18 

Diesel 4,743 540 5,283 10.22 

Heavy fuel oil (H FO) 6,624 225 6,849 3.29 
2. Joint cost apportioned to e;,ch product 

Total Joh1t cost . 
7 l v R r bl 1 x Net Rea li sable Value of each product ota , et en .isa e va u.e 
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Total cost of Gasoline 
, 1S,00,000 
~ 

35
_
28

,
300 

X 'l: 13, 17,600 ~ 5,60,156 

Total cost of Diesel 
' 15,00,000 X ~ 15 84 900 

~ 6,73,795 '3S.28.300 ' ' 

Total cost of Heavy fuel oi l 
'15,00,000 X ~ 6 25 800 (H FO) ~ 2,66,049 , 35.29,300 ' ' 

MULTIPLE CHOICE QUESTIONS 
1. In suear manufacturing industries molasses is also produced alone with suear. Molasses may be of 

smaller value as compared with the value of sugar and is known as: {SM} 
(a ) Common product 
(b) By- product 
(c) Joint product 
( d) None of them 

Ans: (b ) 

2. Method of apportioning joint costs on the basis of output of each joint product at the point of split off is: 
{SM} 
(a ) Sales value method 
(b) Physical un it method 
(c) Average cost method 
(d) Marginal cost and contribution method 

Ans: (b) 

3. In the Net realizable value method, for apportioning joint costs over the joint products, the basis of 
apportionment would be: {SM) 
(a ) Selling price per unit of each of the joint products 
(b) Selling price multiplied by uni ts sold of each of t he joint products 
(c) Sales value of each joint product less further processing costs of ind ividual product s 
(d) Both (b) and (c) 

Ans: (d) 

4. The main purpose of accounting of joint products and by- products is to: {SM) 
(a) Determine the opportunity cost 
(b) Determine the replacement cost 
(c) Determine profit or loss on each product line 
( d) None of the above 

Ans: (c) 

5. Under net realizable value method of apportioning joint costs to Joint products, the selling & distribution 
cost is: {SM} 
(a ) Added to joint cost 
(b) Deducted from furt her processing cost 
(c) Deducted from sales value 
(d) Ignored 

Ans: (c) 
6 . Which of the following is a co-product? {SM} 

(a ) Diesel and Petrol In an o il refinery 
(b) Edible oils and o il cakes 
(c) Curd and butter in a dairy 
(d) Mustard o il and Sunflower o il in an o il processing company. 

Ans: (d) 
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7. Which of the following is an example of by-product? {SM} 
(a) Die sel and Petrol in an oil refinery 
(b) Edible oils and oil cakes 
(c) Curd and butter in a dairy 
(d) Mustard seeds and mustard oil. 

Ans: (b) 

8. Which of following method can be used when the joint products are of unequal quantity and used for 
captive consumption? {SM} 
(a) Technical estimates, using market value of similar goods 
(b) Net Realizable value method 
(c) Physical Units method 
(d) Market value at split-off method. 

Ans: (a) 

9. Which of the following statement is not correct in relation to Co-products? {SM} 
(a) Co-products may also have joint products 
(b) Costing for co-products are done according to process costi ng method 
(c) Co-products do not have any by-products 
(d) Co-products are treated as a separate cost object for costing purpose. 

Ans: (c) 

10.When a by-product does not have any re:ilizable value, the cost of by- product is: (SM) 
(a) Transferred to Costing Profit & Loss Ne 
(b) By-product cost is borne by the good un its 
(c) By-product cost is ignored 
(d) By-product cost is determined taking value of similar goods 

Ans: (b) 

11.SG Ltd manufactures two products from a Joint milling process. The two products developed are Mine 
support (MS) and Commercial building (C8). A standard production run incurs joint costs of', 1,00,000 and 
results in 60,000 units of MS and 90,000 units of CB. Each MS sells for~ 200 per unit, and each CB sells for 
~ 450 per unit. Assum in,: no further processing work is dona after the split-off point, the amount of joint 
cost allocated to Commercial building (CB) on a physical quantity allocation basis would be: (SM} 

(a) ~ 60,000. 
( b) ~ 180,000. 
(c) a; 225,000. 
(d) ~ 1,20,000. 

Ans: (a) 
12.Kay Company manufactures two hair care lotions, Livi and Sili, out of a joint process. The joint (common) 

costs Incurred arc 'I: 6,30,000 for a standard production run that eeneratcs 1,80,000 eallons of Livi and 
1,20,000 gallons of Sili. Livi sells for ~ 240 per gallon, and Sili sells for ~ 390 per gallon. If additional 
processine costs beyond the split-off point are~ 140 per eallon for Livi and 'I: 90 per r:allon for Sili, the joint 
cost of each production run allocated to Livi on a physical-quantity basis is: (SM} 
(a) ~ 340,000. 
(b) ~ 378,000. 

(c) " 232,000. 
( d) ~ 580,000. 

Ans: (b) 

13.For the purpose of allocating joint costs to joint products, the sales price at point of sale, reduced by cost 
to complete after split-off, is assumed to be equal to the: (SM} 
(a) Joint costs 
(b) Sales price less a normal profit margin at point of sale 
(c) Net sales value at split off 
( d) Total costs. 

Ans: (c) 
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~ ----------
14.ICT Ltd. belongs to pharmaceutical industries. The chemical precess that ICT Ltd. operates convert one 

compound into three c;iteecry cf medicines viz. BetaT;ib1 Fclick ;ind TeeriC;ip. Thcueh BetaT;ib ;ind Fclick 
are already converted to final product at split-off point, Tegricap needs further precessing along with 
addition cf new compound with it. 

The market fer Beta Tab and Fclick is highly active, thus the production is sold at split-off point, however, 
Tcerlcop c;in be sold only after further precessing, 
Fellowing Information is provided fer the current year: 

Products Qu;intlty sold (tens) Selling price per ten ('<) 
BetaTab 372 7,500 
Fclick 1,054 5,625 
TegriCap 1,472 3,750 

The selling price is expected to remain the same fer coming yc;irs. 
The total joint manufacturing costs till split-off point is'( 62,50,000 and the amount spent fer further 
precessing w.r.t. Teericap Is W: 31,00,000 
The details regarding closing inventories are as fellows: 

Products Completed units (tens) 
BetaTab 360 
Fclick 120 
TeerlCap 50 

You are required to COMPUTE the joint cost allocated to Beta Tab, Fclick and TegriCap using Net 
realizable value (NRV) method. (RTP Jan'ZS) 
(a) Beta Tab- '( 15,65,481, Folick - '< 33,26,647 and TegriCap - '( 13,57,872 
(b) Beta Tab - l!: 23,33,985, Folick - l( 28,07,4 78 and TegriCap - l( 11,08,537 
(c) Beta Tab - l!: 19,27,533, Folick - '< 23,18,570 and TegriCap - '( 20,03,897 
(d) BetaTab- l!: 11,08,537, Folick- l!: 28,07,478 and TegriCap - '< 23,33,985 

Ans: (b) 

15.RN Ltd. m:1nuf:1cturcs two primary products, Pl and P2, through a joint prcces.s :,nd a by-product, R12, is 
produced spontaneously. The relationship between output quantities to the direct material input stays 
stable. 
To allocate joint production costs to the primary products, the company utilizes the physical volume 
method. 
During the month cf March, company incurred joint production costs cf '( 1,30,00,000. As the primary 
products arc not freely marketable at the split-off point, they arc processed further. 
The net realizable value of the by-product is treated as deductions from the joint production costs before 
the joint costs arc :11100:>ted to the primary products. 
The information regarding company's production and its cost during the month of March is provided 
below: 
Particulars Pl P2 R12 
Output (kg.) 1,95,000 3,90,000 81,250 
Selling price per kg. l( 200 l( 120 l( 40 

Further processing costs '( 26,00,000 '( 39,00,000 • 

FIND OUT the amount of Joint product cost to be allcc:ited to P2 by using the physical volume method. 
{MTP 2 Marks Nov'Z4) 

(a) '< 65,00,000 
(b) '< 97,50,000 
(c) '< 39,00,000 
( d) '< 32,50,000 

Ans: (a) 
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CONCEPTS OF THIS CHAPTER 

• Cost accounting method for service sectors. 

• Units used In different service sectors. 

• KPls used in service sectors. 

• Ca lculate costs for different service industries. 

QUICK REVIEW OF IMPORTANT CONCEPTS 

METHODS FOR DETERM IN ING THE SERVICE COST UNITS 

i. Composite Cost Unit- May be computed in two ways 

LOR Questions 

Q19 Q21 

024 Q33 

Absolute (W eighted Average) basis I Commercia l (Simple Average) basis 

Ii. Equivalent Cost Unit/ Equivalent Service Unit is when each grade of service Is assigned a w eigh t and 

converted int o equivalent units 

STATEM ENT OF COSTS FOR SERVICE SECTORS 

Cost sheet on the basis of var iabil ity is prepared classifying all the costs into t hree different heads. 

• Fixed costs or 
11
'. • Variable costs or i

1 
• Semi-variable costs or 

Standing charges 
I 

Operating expenses I Maintenance expenses 

Costing of Transport Services 

l • Goods transport I- Cost unit : Ton- Kilometre 
r·- ·--··- ·- ·- ·····- ··- ··- ·- ··- ··- ·- ·r··- ··--··- ·- ··-·············-···-·-··- ·····--··-··-·-··-·-
1 • Passenger transport i - Cost unit: Passenger- Kilometre 

Types of transport services 

St anding charges or fixed costs (costs that remain constant irrespective of distance travelledl 

• Insurance J • License fees I • Taxes I • Administration Expenses. 
' • Garage costs, including garage Rent i • Depreciation (If related to efflux of time) 

• Salary drive, Conductor, Cleaners, etc if paid on monthly basis 

Variable costs or Running costs (costs associated with distance travelled) 
' . 

• Petrol and Diesel ! • Lubricant oils ! • Any other variable costs identi fied. 

• Depreciation (If related to activity) ! • Wages to Driver, Conductor, Cleaners, etc 

Semi-variable costs or Main tenance costs 

• Repair and Maintenance l • Tyres I • Spares, etc. 

Costing of Hotels and l odges 

Cost unit Guest-day or Room-day 

Costing Of Hospitals 

A hospital may have different departments such as 
' ' • Ou t - Patient ! • In patient ! • Medical Services Like X-Ray, Scanning, etc. 

• General Services like Catering, Laundry, Power house, etc. 

• Miscellaneous servi ces like Transport, Dispensary, etc. 
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Unit of Cost 

• Out Patient - Per Out-patient 

• Scanning - Per Case 

I • In Patient - Per Room Day 

i • Laundry - Per 100 items laundered 

Costing of Information Technology Enabled Services 

• EMPLOYEE COST consti tutes SIGNIFICANT portion of total operating costs. 

• DIRECT EMPLOYEE COST is TRACEABLE to SERVICES RENDERED. 

' Typical MANPOWER DIRECTLY ENGAGED on a project: i SUPPORT MANPOWER ENGAGED on a project: ··-··-··-·- ··-·---··-·-·-··-··-·--··-··-·-··-·-·-··-·-··-··-·-----·-·T-·-·-------·----·-------·-·----·-------·-·-----------·----·----·-
• Software Engi neers / Functional Consultants i • Quality Assurance Team, 

/ Business Ana lysts, II •. Testing team, 

• Project leaders, Version Control team, 

• Project Manager, j • Staffing Manager, etc. 

• Program Manager, etc. ! If time is NOT TRACEABLE w ith a single project, 
The COSTS are TRACEABLE with a project and hence ! then it may either be allocated or apportioned 
forming part of DIRECT COSTS of the project ! to various projects on some SUITABLE BASIS. 

i 
Costing of Toll Roads 

Capital Costs (incurred durine construction period) 
Preliminary and pre-operative expenses, land Acquisition, Materia ls, Labour, Overheads incurred during 

actual construction, Contingency allowance, Interest during construction period. 

Operatine and Maintenance Costs (incurred once the road is operational) 
Annual operating cost- cost of operating tollbooths, emergency services, administrative expenses & 
communications and security services 

Routine maintenance cost- Patching of potholes, sealing of cracks, edge repair, Surface renewal, Periodi c 

maintenance. 
Total Cost+Profit 

To compute the toll rate, fol lowing formula may be used: NumberofVehicles 

Costing of Educational Institutions 

INCOME of the Educational Institutions 

• One-time fees l ike Admission fee, Development fee, Annual fee etc 

• Recurring fees like t uition fee, laboratory, computer and internet fee, library fee, training fee etc. 

• Other incomes l ike transport, hostel, mess and canteen. 

EXPENDITURE of the Educational Institutions 

• Operational Cost l ike teacher's salary, Building maintenance, PC maintenance and internet charges. 

• Research and Development Cost l ike academic research on various fields of specialisations. 

Costing of Insurance Companies 

' i • Premium on policy (periodic or onetime) 
►-·-·-···-·-·-·--··-·-··-·-·-··-·-···---··-·-·-·--···--·-·--···-·-··-·----·-··---··--·-

f-·~-- -c'?~~is~~~.?.!:' .. ~e: !n.l.~.!:.a ~_ce _____________ __________________________________________ _ 

i • Fund administration fee and return on investment of funds, etc. 

INCOME of lnsur;,nce 

companies 

EXPENDITURE j Direct cost I commission paid to agents, claim settlement, cost o f valuation, 
! ! premium for re-insurance, legal and other costs, etc. 

of I n s u ra n cc r ••-··-···-···-···-··-··-+-···-··-··-··-···-··-·-··- ··-···-··-··-·-··-··-···-··-··- ··-··-··- ··-··- ··-···-··-···-·--··- ·-···-··-··----··-·· 
. ! 

1 
d' ! actuarial fees, market and product development costs, administration 

companies i n irect cost i 
i i cost, asset management cost, etc. 

Costing of Financial Institutions 

12.2 

• COSTS TO BE IDENTIFIED w ith appropriate activities that have caused its occurrence. 

• Then costs must be REASSIGNED FROM ACTIVITIES TO COST OBJECTS based on identified cost dr ivers. 

• The concepts on ACTIVITY BASED COSTING under Costing of Insurance Companies is also applicable to 

financial institutions. 
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Costing of Power Houses 

Cost unit ◄4----1►► Cost per kilowatt-hour (kWh) 

Standing charges or Fixed costs (costs that remain constant irrespective of power or stream gene rated ) 
• Rent, Rates & Taxes I • Insurance f • Depreciation 
• Sala ries, if paid on time (Month ly basis) j • Administration expenses, etc. 

Variable costs or Running costs (costs associated with power o r stream generated) 
• Fuel Charges 1 • Wages/ Labour charges, if paid on the basis of production 

' • Water Charges i • Any other va riable costs identified. 

Semi-variable costs or Maintenance costs 
• Mete rs I • Furnaces I • Service Materials • Tools, etc. 

Questions & Answers 

Theory Questions 

Question 1 

OIFFERENCIATE betwcc,n Service, costing and Product costing {MTP 5 Marks, Mar'2l, SM RTP Sep'24} 
Answer 1 

Service costing differs from product cost ing (such as job or process cost ing) in the fo llowing ways due to some 
basic and peculiar nature. 
{I) Un like products, se rvices are in tangible and cannot be stored, hence, there is no inventory for t he 

services. 

{ii) Use of Composite cost unit s for cost measurement and to express the volume of out puts. 
{iii) Un li ke a product manufact uring, e mployee (labour) cost constitutes a major cost element than 

material cost. 
{iv) Indirect costs like administration overheads are genera ll y have a significant proport ion in total cost 

of a se rvice as uhl ike manufactur ing sector, se rvice sector heavily de pe nds on support se rvices and 
t raceability of costs to a service may not economica lly feasible . 

Question 2 

STATE the unit of cost for the following sorvica industries: 

(i) Electricity Supply service 
(ii) Hospital 

(iii) Cinema 
{Iv} Hotels {MTP 4 Marks, Apr'22 & Sep '22} 
Answer 2 

Sr. Service industry 
No. 

{i) El ectricity Supply service 

Unit of cost 

Kilowatt- hour (kWh) 
{ii) Hospital Patient per day, room per day or per bed, per operation etc. 
(iii) Cinema Per ticket. 
{iv) Hotels Guest Days or Room Days 

Question 3 

Explain Build-Operate-Transfer {BOT) approach and classify the following expenses in Capital Cost or 

Operating and Maintenance Cost for Toll Roads: 
(i) Land acquisition 

(ii) Interest expenses incurred for servicing term loans 
(iii} Material and Labour 

(iv) Toll Collection Expenses 
(v) Contingency Allowance 
(vi) Periodic painting cost of railings etc. {PYP 5 Marks Sep'24} 
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Answer 3 

Build-Operate-Transfer (BOT) Approach: BOT is an option for the Government to outsource public projects to 
the private sector. 
With BOT, the private sector designs, finances, constructs and operates the facility and eventually, after 
specified concession period, the ownership is transferred to the Government. Therefore, BOT can be seen as a 
developing technique for infrastructure projects by making them amenable to private sector participation. 

Expenses Classification 

Land acqu isition Capital Cost 

Interest expenses incurred for servicing t erm loans Operating and Maintenance Cost 

Material and Labour Capital Cost 
Toll Collection Exoenses Operating and Maintenance Cost 
Contingency Allowance Capital Cost 
Periodic painting cost of railingsetc. Operating and Maintenance Cost 

Question 4 

What do you understand by Build-Operate-Transfer (BOT) approach in Service Costing? How is the Toll rate 
computed? (PYP 5 Marks, Jul'2l) 

Answer 4 
Build-Operate-Transfer (BOT) Approach: In recent yea rs a growing t rend emerged among Governments in 
many countries to solicit investments for public projects from the private sector under BOT scheme . BOT is 
an option for the Government to outsource public projects to the private sector. 

With BOT, the private sector designs, finances, constructs and operate the facility and eventually, after specified 
concession period, the ownersh ip is transferred to the Government. Therefore, BOT can be seen as a developing 
technique for infrastructure projects by making them amenable to private sector participation. 
Toll Rate: In general, the toll rate should have a d irect rela t ion with the benefits that the road users would gain 
from its improvements. The be nefits to road users are likely to l;,e In terms of fue l $avings, Improveme nt in 
travel time and good rid ing quality. 
To compute the tol l rate, following formu la may be used 
= Total Cost + Profit/ Number of vehicles 
Or, to compute the toll rate fo llowing formula with rounding off to ne arest multipl e of five has been adopted: 
User fee= Total dista nce x Toll rate per km. 

Exam Insights: It was a service costing question on Build -Operate-Transfer (BOT). Performance of the 
examinees was below average. 

i•l!i41it·i,J~ 
EXPLAIN the Methods for ascertaining Service Cost Unit. {MTP 5 Marks Nov'24) 

Answer 5 

Methods for ascertaining Service Cost UnitComposite Cost Unit 
Sometime two measurement units are combined together to know the cost of service or operation. These 
are called composite cost units. For example, a public transportation undertaking would measure the 
operating cost per passenger per kilometer. 
Examples of Composite units are Tonne- km., Quintal- km, Passenge r- km., Patient-day etc. Composite unit 
may be computed in two ways. 

(i) Absolute (Weighted Average) basis. 
(ii) Commercial (Simple Average) basis. 
In both bases of computation of service cost unit, weightage is alsogiven to qualitative factors rather 
quantitat ive {which are directlyrelated with variable cost elements) factors alone. 
(i) Weighted Average or Absolute basis - It is a summation of the products of qualitative and quantitative 

factors. For example, to calculate absolute Tonne-Km for a goods transport is calcu latedas follows.: 

I L(Weight Carried x Distance),+ (Weight Carried x Distanceh + .... +(Weight Carried x Distance)n I 
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Similarly, in case of Cinema theatres, price for various classes of seats is fixed different ly. For example-
Fi rst class seat may be provided with higher quality service and hence charged at a higher rate, whereas 
Second Class seat may be priced less. In this case, appropriate weigh t to be given effectfor First Class sea t 
and Second Class seat - to ensure propercost per composite unit. 
(ii) Simple Average or Commercial Basis - It is the product of average qualitative and total quantitative 

factors. For example, in case of goods transport, Commercial Tonne -Km is arrived atby mul tiplying 
total distance km., by average load quant ity. 

In both the example, variable cost is dependent of distance andis a quant itative factor. Since, the 
weight carried does not affectthe va riable cost hence and is a qualitative factor. 
Equivalent Cost Unit/ Equivalent Service Unit: 

To calculate cost or pricing of two more differen t grade of services wh ich uses common resources, each 
grade of service is assigned a weight and converted into equivalent units. Converti ng services into equiva lent 
units make different grade of services equivalen t and comparable. 

Practical Questions 

Costing of Transport Services 

Question 6 

Answer the following: 
A company has the following three alternative proposals for conveyance facilities for its sales personnel who 
has to do substantial travelini:, approximately 20,000 kilomct!lrS yearly: 
(i) Purchasing and maintaining its own fleet of cars. The average cost of a car is~ 7;20,000 
{ii) Allow the Executive to use their own car and rclmbursa the expenses @ I\ 12 par kllomllter and also bear 

insurance costs. 
{iii) Hlr<i c:1rs from an agancy at 00,: 2,16,000 per year per car. The company will have, to boar costs of petrol, 

taxes and tyres. 
The following furthar details arc avallablo: 

Petrol ~ 7.20 per km. 
Tyre ~ 0.144 per km. 
Taxes ~ 960 per car per annum 
Repairs and maintenance 'I: 0.24 per km. 
Insurance ~ 1,440 per ear per annum 
life of the car 5 years with annual mileage of 20,000 km. 
Resale value ~ 96,000 at the end of the fifth year. 

WORK OUT the relative costs of three proposals and rank them. (MTP 5 Marks, Sep'22, SM} 

Answer 6 
Calculation of relative costs of three proposals and their ranking 

I· Use of 11· Use of 111· Use of 
company's car own car hired car 

per km. (O:) per km. (0:) per km. {O:) 
Reimbursement .. 12.00 · -
Hire Charges -- - 10.80* 

Fixed cost: 

Insu rance 0.072 0.072 --
Taxes 0.048 - 0.048 

Depreciation 6.24#1 -- --
Running and Maintenance Cost: 
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Petrol 7.20 - 7.20 
Repairs and Maintenance 0.24 -- --
Tyre 0.144 - 0.144 
Total cost Der km. 13.944 12.072 18.192 
Cost for 20,000 km. 2, 78,880 2,41,440 3,63,840 
Ranking of proposals II I Ill 

*{II: 2,16,000 + 20,000 km.) = II: 10.80 

#[('< 7,20,000 - '< 96,000) + 5 years] + 20,000 km.='{ 6.24 

The Second alternative i.e., use of own car by the executive and reimbursement of expenses by the company is 
the best alternative from company's point of view. 

Question 7 

Wavelength Transport Company is running local city buses. It has a fleet of 20 Buses. Each bus can carry 

average 40 passengers per day and cover distance of 112.50 kms per day. Due to Covid-19 pandemic, the 

company is running 90% buses on average. 
Below are tho operational expenses worked out for the month of November, 2021: 

Original cost per bus '{ 48,00,000 
Insurance for 20 buses '{ 63,36,000 per annum 
Diesel & Oil '{ 10 per km. 
S:,lary of drivers per bus '{ 25,000 
Salary of cleaners per bus '{ 15,000 
Tyres and tubes '{ 12,58,040 
Lubricants '{ 10,70,000 . 

\\ I., Repairs // r ., r-'t,~' r 1 r I '{ 24,70,000 
Road tax Der bus \ ', I I r; I I I 
Administr;,tivo overhead 

Depreciation on buses is computed @ 20% using Straight Line Method. 

Passeni:er tax Is 15% on total taking. 

.............. '{ 1,50,000 
J '{ 50,88,000 per annum 

Based on abovc,mc,ntioned Information, you are required to COMPUTE the fare to be charged from each 

passenger per kilometer assumini: 25% margin on total taking (Total receipts from passengers.) 
(MTP lO Marks, Mar'22} 

Answer 7 
Operating Cost Statement 

Particulars Total Cost Per 
Month (in 'I:) 

Fixed Charges: 
Salary of Drivers('< 25,000 x 20 buses) 5,00,000 
Salary of Cleaners('< 15,000 x 20 buse s) 3,00,000 
Road Tax ('< 1,50,000 x 20 buses) 30,00,000 
Insurance('< 63,36,000/12 months} 5,28,000 

Depreciation j 48,00,000x 20%X20buscs 16,00,000 
1 ? . 

Administrative Overheads (II: 50,88,000/12 months) 4,24,000 
Total (A) 63,52,000 

Variable Charges: 

Diesel (60,750 km. x '<10) 6,07,500 
Tyres and Tubes 12,58,040 
Lubricants 10,70,000 
Repairs 24,70,000 
Total (B) 54,05,540 

Total Operating Cost (A+B) 1,17,57,540 
Add: Passenger tax (Refer to WN-1) 29,39,385 
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Add: Profit (Refer to WN-1) 48,98,975 
Total takings (C} 1,95,95,900 
No. of passengers kms. in a month (D} 24,30,000 

Cost per passenger km. (C/D) 8.06 

Working Notes: 
1. l et total takings be X then Passenger tax and profit will be as follows: 

X = ~ 1,17,57,540 + 0.15X + 0.25X 
X-0.40X = ~ 1,17,57,540 

X 1,17,57,540 = ~ 1,95,95,900 = 
0.60 

Passenger tax = ~ 1,95,95,900 X 0,15 = ~ 29,39,385 

Profit = ~ 1,95,95,900 X 0.25 = ~ 48,98,975 

2. Total l<ilometres to ru n duri ng the month of November, 2021 
= (112.50 km. x 30 days x 20 Buses) x 90% = 60,750 Kilomet res 

3. Total passenger Kilometres duri ng the month of November, 2021 
= 60,750 km. x 40 passengers= 24,30,000 Passenger- km. 

Question 8 

Star Airlines operates a single aircraft of 180 seats capa0ity between city 'ND' and 'GA'. The average normal 
00cupancy is estimated at 70% per flight. The average one-way fare is 'It 12,500 from city 'ND" to 'GA'. The 
costs of operation of the flight as collected by an expert analyst are: 

Fuel cost (Variable) per flight from 'ND' to 'GA' 'It 2,28,000 per flight 

Food served on flicht from 'ND' to 'GA' (no charge to passenger) 'It 270 per passencer 
Commission paid to Travel Agents (All ticket booking through aeents} 7.5% of fare 
Fixed costs: 
Lease & landing charges per flight 'ND' to 'GA' { I I I 'It 9, 12,000 
Salaries of flight crew per flight 'ND' to 'GA' -'{ 90,000 

Note: Assume th:it fuel costs are unaffected by the actual number of passcneers on a flight. 
You are required to: 
(i) Calculate the net operating income that Star Airlines makes per flight from 'ND' to 'GA'. 

! 

I I 

(i i) Star Airlines expects that its occupancy will increase to 144 passengers per flight if the fare is reduced 
to 'It 11,670. Advise whether this proposal should be implemented or not. 

(PYP 6 Marks May '24} 

Answer 8 
(i) No. of passengers 180 seats x 70% = 126 

Fare collection {126 passengers x ~12,500) 

Variable costs: 
Fuel 
Food (126 passengers x ~270) 

Commission (7.5 % of ~15,75,000) 
Contribut ion per fl ight 
Fixed costs: 

l ease and l anding Charges 
Salaries of fl ight Crew 

Net income per fl ight 
(ii) 

Fare collection (144 passengers x ~11,670) 

Variable costs: 
Fuel 
Food (144 passengers x '1:270) 

Commission (7.5% of ~16,80,480) 

(~) 

2,28,000 
34,020 

1,18,125 

9,12,000 

90,000 

2,28,000 
38,880 

1,26,036 
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15,75,000 

3,80,145 
11,94,855 

10,02,000 

1,92,855 

16,80,480 

3,92,916 
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Contribution 12,87,564 
Fixed costs: 

Lease and Landing Charges 9,12,000 
Salaries of fligh t Crew 90,000 10,02,000 

Net income per flight 2,85,564 
There is an increase in contribution by'{ 92,709. Hence the proposal is acceptable. 

Question 9 

Royal transport company has been given a SO-kilometre-long route to run 6 buses. The cost of each bus is'{ 
75,00,000. The buses will make 3 round trips per day carrying on an average 75 percent passengers of their 
seating capacity. The seating capacity of each bus is 48 passengers. The buses will run on an average 25 days 
in a month. The other Information for the year 2021·22 is given below: 

Garage Rent '{ 60,000 per month 
Annual Repairs & Mainten.ince "t 2,40,000 aach bus 
Salaries of 6 drivers '{ 20,000 each per month 
Wages of 6 conductors '{ 16,000 each per month 
Wages of 6 cleaners 'I! 10,000 each per month 
M.inager's salary "t 50,000 por month 
Road Tax, Permit fee, etc. '{ 60,000 for a quarter 
Office expenses '{ 25,000 per month 
Cost of diesel oer litre '{92 

Kilometer run per lit re for each bus 6 kilometers 
Annual Oepraclation 20% of cost 
Annual Insurance I I \ '. { 4% of cost I I 

Engine oils & lubricants (for 1,000 kilometres) '{ 20,000 
You are required to calculate the bus fare to be charged from each passenger per kilometer (upto four decimal 

points), if the company wants to earn profit of 33 ¼ percent on taking (total receipts from passengers). 

(MTP 10 Marks, Oct122} 

Answer 9 

Working Notes: 

1. Total Kilometres to be run during the ye;,r 2021-22 

= 50 km.x 2 sides x 3 trips x 25 days x 12 months x 6 buses= 5,40,000 Kilometres 

2. Total passenger Kilometres 

= 5,40,000 km. x 48 passengers x 75% = 1,94,40,000 Passenger• km. 

Operating Cost Sheet for the year 2021· 22 

Particulars Total Cost (Rs.) 

A. Fixed Ch.irges: 

Garage rent (Rs. 60,000 x 12 months) 7,20,000 
Salary of drivers (Rs. 20,000 x 6 drivers x12 months) 14,40,000 
Wages of Conductors (Rs. 16,000 x 6 conductors x 12 months) 11,52,000 
Wages of Cleaners (Rs. 10,000 x 6 cleaners x 12 months) 7,20,000 
Manager's salary (Rs.50,000 x 12 months) 6,00,000 
Road Tax, Permit fee, etc. (Rs. 60,000 x 4 quarters) 2,40,000 
Office expenses (Rs. 25,000 x 12 months) 3,00,000 
Depreciation (Rs. 75,00,000 x 6 buses x 20%) 90,00,000 
Insurance (Rs. 75,00,000 x 6 buses x 4%) 18,00,000 
Total (A) 1,59, 72,000 

B. Variable Charges: 

Repairs and Mai ntenance (Rs. 2,40,000 x 6 buses) 14,40,000 
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Diesel {(5,40,000 km. + 6 km.) x Rs.92} 82,80,000 
Engine o ils & lubricants {(Rs. 20,000. + 1000 km.) x 5,40,000 km} 1,08,00,000 

Total (B) 2,05,20,000 

Total Cost (A+B) 3,64,92,000 
Add: 33 1/3 % Profit on takings or 50% on cost 1,82,46,000 

C. Total Takings (Tota l bus fare collection) 5,47,38,000 
D. Total Passenger-km. (Working Note 2) 1,94,40,000 

E. Bus fare to be charged from each passenger per km. (C + D) 2.82 

Question 10 

SpccdEx Logistics, established In 2010 and headquartered In Mumbai, India, operates within tho 
transportation and logistics industry as a third- party logistics (3PL) provider. The company's fleet consists of 
10 trucks, 1S vans, and 5 trailc,r, c,ach serving distinct purposes. Thc records of Truck R-40 revc,al the following 
information for July 2024. 

Days Maintained 30 
Days Operated 25 
Total Hours Operated 300 
Total Kilometres Covered 2,500 
Total Tonnage Carried 
(4 tonne-load per trip, return journey empty 2 round trips pcrday} 

The, following further information is made, available,: 
A. Operating Costs for the month: Petrol "400, oil "170, Grease " 90, Wages to driver" 550, Wages to 

Workcr 'C 350. 
B. Maintenance Costs for the month: Repair" 170, Overhaul'!; GO, Tyres'!; 150, Garage charges'!; 100. 
C. Flxcd Costs for the, month based on the estimates for the ycar: Insurance ~ SO, llccnce, taK c,tc. " 80, 

Interest 'e: 40, Other Overheads 'e: 190 
D. Capital costs: Cost of acquisition" 541000; Residual Value at the end of S ye:irs life" 36,000. 
You are required to CALCULATE: 
(i} cost per days maintained 
(ii} cost per days operated 
(Iii} cost per hours oper:ited 
(iv) cost per kilometres covered 
(v) cost per commc,rclal tonne, km {MTP 5 Marks Aug'24) 

Answc,r 10 
Particulars Amount in 'e: 

A. Operating costs: 
Petrol 400 
Oil 170 
Grease 90 
Wages to Driver 550 
Wages to Worker 350 

(A) 1,560 
B. Maintenance Costs: 

Repairs 170 
Overhead 60 
Tyres 150 
Garage Charges 100 

(B} 480 
C. Fixed Cost: 

Insurance 50 
License, Tax etc 80 
Interest 40 
Other Overheads 190 
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Depreciat ion 
(54,000 - 36,000) 300 

S Xl2 

(C) 660 
Total Cost (A + 6 + C) 2,700 

(i) Cost per days ma intained = ~ 2700/30 days = ~ 90 
(ii) Cost per days operated =" 2700/25 days = "108 
(iii) Cost per hours operated = ~ 2700/300 hours = ~ 9 
(iv) Cost per kilometres covered = ~ 2700/2500 kms = ~ 1.08 
(v) Cost per commercial tonne kms = ~ 2700/5000 tonne kms = ~ 0.54 

*Commercial tonne kms = Total distance travell ed x Average load 

= (4tonnes + Otonnes) x 2500 kms 
2 

= 5000 tonne kms 

C•l1141CM,ii-
Royal Transport Sorvicos runs fleot of buses within the limits of Jaipur city. The following are the details which 

were incurred by the company during October, 2021: 

('C) 
Cost of each Bus 24,00,000 
Garage Rent 1,00,000 
Insurance 25,000 
Road tax 20,000 
Managc,r's Salary 60,000 
Assistant's Salary (Two) r, r, r ,, n r, I l'7 32,000 each 
Supervisor's Salary (Three) \\ II I : \\ JI I I I I C I 24,000 each 
Driver's Salary (Twenty-Five) \VJ I \V/ I I I I ) .I 20,000 each 
Cleaner's Salary (Twenty) V l.J ,.. L LI ..__-:_;" 5,000 each 
Office Staff's Salary 1,00,000 
Consum:>blcs 1,20,000 
Repairs & Maintenance 90,000 
Other Fixed ExDenses 72,000 
Diesel {10 Kms per Litre) 80 pr,r litre 
Oils & Lubricants 1,45,000 
Tyres and tubes 35,000 
Depreciation 10% p.a. on Cost 
Other details are as below: 

Capacity 
Buses 60 Passengers 
13 Buses 50 Passengers 
Each bus makes 4 round trips a day covering a distance of 10 Kilometers in each trip (One Way) on an average. 
During the trips 80% of the seats arc, occupied. The annual records show that 5 buses arc generally required 

to be kept away from roods each day for repairs. 
You are required to CALCULATE cost par passenger-km. 

Cost sheet to be prepared on the basis of 25 buses. (RTP Nov'22} 

Answer 11 
Operating Cost Sheet 

Particulars Amount(~) Amount(~) 

Standing Charges: 

Depreciation (~ 24,00,000 X 10% X 1/ 12 X 25) 5,00,000 
Garage Rent 1,00,000 
I nsu ranee Road Tax 25,000 
Manager's Salary 20,000 
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Assistant's Salary ('< 32,000 X 2) 
Supervisor's Salary('< 24,000 X 3) 
Driver's Salary ('< 20,000 X 25) 
Cleaner's Salary('< 5,000 X 20) 
Office Staff's Salary 
Consumables 
Repairs & Maintenance 
Other Fixed Expenses 

Running Charges 

Diesel (49,600 Kms / 10 Kms X '< 80 per unit) 
Oils & l ubricants 
Tyres and tubes 

Total Operating Cost 

C k 
To ta l Operati ng Cost 

ost per passenger- m = P k 

Working Note: 

assenger - ms 

= 23,99,800 = 0.883 
27,18,080 

Calculation of Total Kilometers and Passenger Kilometers 

Specificat ion 
12 Buses (60 Passengers) 

60,000 
64,000 
72,000 

5,00,000 
1,00,000 
1,00,000 
1,20,000 

90,000 
72,000 

3,96,800 
1,45,000 

35,000 

Total Km. 

29,760 Kms 
(10 Kms x 4 X 2 trips x 31 days x 12 

Buses) 
13 Buses (SO Passengers) 32,240 Kms 

(10 Kms x 4 X 2 trips x 31 days x 13 
Buses) 

Total 62,000 4.: 

Since 5 buses out of 25 buses are kept for re pairs every day 
Actual tota l Km . 62,000 x 20/25 = 49,600 

l•t1I¥Ut·lllf _ _ _ 

18,23,000 

5,76,800 
23,99,800 

Passenger-Km. 
14,28,480 

(29760 Kms x 60 Pass. x 
80%) 

12,89,600 
(32240 Km s x SO Pass. x 

80%) 

:.1 -...: - 27,18,080 

Coal is transported from two mines X & Y and unloaded at plots in a railway station. X is at distance of 15 kms 

and Y is at a distance of 20 kms from the rail head plots. A fleet of lorries having carrying capacity of 4 tonnes 
is used to transport cool from the mines. Records reveal that average speed of the lorries is 40 kms per hour 
when running and regularly take 15 minutes to unload at the rail head. 

At Mine X average loading time is 30 minutos per load, while at mine Y average loading time is 25 minutes per 

load. 
Additional Information: 

Drivers' wages, depreciation, insurance and taxes, etc. '< 12 per hour 
Operated Fuel, oil tyres, repairs and maintenance, etc. ~ 1 .60 per km 
You are required to prepare a statement showing the cost per tonne kilometre of carrying coal from each mine 

'X' and 'Y'. (PYP 5 Marks, May'22} 

Answer 12 

Statement showing the cost per tonne-kilometre of carrying mineral from each mine 

Mine X (~) Mine Y l'<l 
Fixed cost per trip: (Refe r to working note 1) 
(Driver's wages, depreciation, insurance and taxes) 
X: 1 hour 30 minutes@ '< 12 per hour 18.00 
Y: 1 hour 40 m inutes@'< 12 per hour 20.00 
Running and maintenance cost: 

(Fuel, oil, tyres, re pairs and ma inte nance) 
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X: 30 km. 0:. 1.60 per km. 48.00 
Y: 40 km. 0:. 1.60 per km. 64.00 
Total cost per trip (0:.) 66.00 84.00 
Cost pe r tonne - km (Refer to working note 2) 1.1 1.05 

[ , 66 l 
60 tonne-km 

[ , a4 l 
BO tonne- km 

Working notes: 
Mine- X Mine- Y 

(1) Total ope rated time take n pe r t rip 

Runni ng t ime to & fro 45 minutes 60 minutes 

[ 30kn1 X 
60 

: i::•es] [ 40k1n X 
60 

:
1
:,"•] 

Un-loading t ime 15 minutes 15 minutes 

Loading t ime 30 minutes 25 minutes 

Total operated t ime 90 minutes or 100 minutes or 
1 hour 30 minutes 1 hour 40 minutes 

(2) Effect ive tones - km. 60 80 
(4 tonnes x 15 km.) (4 tonnes x 20 km .) 

E><am lnsichts: This numerical question was based on the basic concept of service costing. Most of the 
examinees made mistakes in the calculation of total operated time taken per trip. Overall performance of 
the examinees dates was poor. 

Question 13 

Chiku Transport Service is a Delhi based national goods transport service provider, owning four trucks for this 
purpose. Tho cost of running and maintaining these trucks arc as follows: 

Particulars Amount 
Diesel cost ~ 19.20 per km. 
Engine oil 'I: 4,200 for every 13,000 km. 
Repair and maintenance 'I: 36,000 for every 10,000 km. 
Driver's salary 'I: 241000 per truck per month 
Clean<>r's s:>lary 'I: 15,000 per truck per month 
Supervision :,nd other general expenses 'I: 14,000 per month 
Cost of loading of goods 'I: 180 per Metric Ton (MT) 

All four trucks were purchased for 'I: 30 lakhs with an estimated life of 7,20,000 km each. 
During the next month, it is e><pecting 6 bookings, the details are as follows : 
Sr. No. Journey Distance in km Weight- Up (in MT) Weight- Down (in MT) 
1. Delhi to Kochi 2,700 14 6 
2. Delhi to Guwahatl 1,890 12 0 
3. Delhi to Vijayawada 1,840 15 0 
4. Delhi to Varanasi 815 10 0 
5. Delhi to Asansol 1,280 12 4 
6. Delhi to Chennai 2,185 10 8 

Total 10,710 73 18 
Required 
(i) Calculate the total absolute Ton-km for the vehicles. 
(11) Calculate the cost per ton-km. {MTP 6 Marks Mar'24 & MTP 10 Marks, Apr'21} 

Answer 13 

(i) Calculation of Absolute Ton-km for the next month: 
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Journey Distance Weight-Up Ton-km Weight- Down Ton-km Total 
in km (in MT} fin MT} 

(a) (b} (c)=(a)x(b) (d) (e)= (a)x(d) (c)+(e) 
Del hi to Koch i 2,700 14 37,800 6 16,200 54,000 
Delhi to Guwahati 1,890 12 22,680 0 0 22,680 

Delhi to Vijayawada 1,840 15 27,600 0 0 27,600 

Delhi to Varanasi 815 10 8,150 0 0 8,150 

Del hi to Asansol 1,280 12 15,360 4 5,120 20,480 
Delhi to Chennai 2,185 10 21,850 8 17,480 39,330 
Total 10,710 73 1,33,440 18 38,800 1,72,240 

Total Ton-Km= 1,72,240 ton-km 

(ii) Calculation of cost per ton-km: 
Particulars Amount ('I') Amount (0::) 

A. Running cost: 

Diesel Cost 4,11,264.00 
(0::19.20 X (10,710 X 2)) 

Engine oil cost (
13

:~~:m X 21,420km) 
6,920.31 

Cost of loading of goods 16,380.00 

{'1'180 X (73+ 18)} 

Depreciation 3,57,000.00 7,91,564.31 

{(30,00,000/720,000x21,420 km) x4} 

B. Repairs & Maintenance Cost (36,000/10,000x21,420) 77,112.00 

C. Standing Charges \ // I 
Drivers' salary ('1'24,000 x 4 trucks) fi I I \\// I 96,000.00 

Cleaners' salary ('1'15,000 x 4 trucks) r I J V L 60,000.00 

Supervision and other general exp. 14,000.00 1, 70,000.00 

Total Cost (A+ B + C) 10,38,676.31 

Total ton-km 1,72,240 

Cost per ton-km 6 .03 

Question 14 

A transport company has a fleet of four trucks of 10 tonne capacity each plying in different directions for 
transport of customer's goods. The trucks run loaded with goods and return empty. The distance travelled, 
number of trips made and the load carried per day by each truck are as under: 

Truck No. One way No. of trips Load carried 
Dist:,nce Km per day per trip / day tonnes 

1 48 4 6 

2 120 1 9 
3 90 2 8 
4 60 4 8 

The analysis of maintenance cost and t he total distance travelled during the la.st two years is as under 
Year Total distance travelled Maintenance Cost 'I' 

1 1,60,200 1,38,150 

2 1,56,700 1,35,525 
The following are the details of expenses for the year under review: 

Diesel 'I' 60 per litre. Each litre gives 4 km per litre of diesel on an average . 
Driver's salary 'I' 22,000 per truck per month 
Licence and taxes a:: 15,000 per annum per truck 
Insurance 'I' 80,000 per annum for all the four trucks 
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Purchase Price per truck '1:30,00,000, Life 10 ye;irs. Scr;ip value at the end of life is '1:1,00,000. 
Oil and sundries '{ 525 per 100 km run. 

General Overhead '{ 1,10,840 per annum 

The trucks operate 24 days per month on an average. 
Required 

(i) PREPARE an Annual Cost Statement coverine the fleet of four trucks 
(ii) CALCULATE the cost per km. run. 

(iii) DETERMINE the freight rate per tonne km. to yield a profit of 30% on freight. 
(RTP Nov'l9} (Some concept different figures MTP 10 Marks Morch '19 & Sep '23} 

Answer 14 
(i) Annual Cost Statement of four vehicles 

Diesel {(4,21,632 km.+ 4 km) x '!; 60) (Refer to Working Note 1) 
Oil & sundries {(4,21,632 km. + 100 km.) x '{ 525} 
Maintenance ((4,21,632 km. x 'I: 0.75) +' 18,000}(Refer to Working Note 2) 
Drivers' salary {('I: 22,000 x 12 months) x 4 trucks} 
licence and taxes(~ 15,000 x 4 trucks) 
Insu rance 
Depreciation{(~ 29,00,000 + 10 years} x 4 t rucks} 
Genera l overhead 
Total annual cost 

{ii ) Cost per km. run 
. Totalannual cost of vehicles . 

Cost per Kilometer run = T lk'I 
II 

d all (Refer to working Note 1) ora l ometre crave e annu y 
= Rs.1.13.39,112 = Rs. 26_89 

4,21.632 Kms 

(iii) Freight rate per tonne km (to yield a profit of 30% on freight) 

. Totalannual cost of three vehicles . 
Cost per Kilome ter run = T 

I 
ff . k (Re fer to working Note 1) ota e ect1ve tonnes ·ms.per annum 

= Rs.1,13.39,112 = Rs. 
7

_04 
16.10,496kms 

F . h k (Rs.7.04) 6 re,g t rate per tonne m. 
0

_
7 

x 1 = Rs. 10.0 

Working Notes: 

('{ ) 

63,24,480 
22, 13,568 

3,34,224 
10,56,000 

60,000 
80,000 

11,60,000 
1,10,840 

1,13,39,112 

1. Total kilometer t r;ivelled and tonnes kilometer (load carried) by four trucks in one year 

Truck One way No. of t rips Total distance Load carried per 

number dist ance covered in km trip / day 
in kms per day in tonnes 

1 48 4 384 6 

2 120 1 240 9 
3 90 2 360 8 
4 60 4 480 8 

Total 1,464 

Total kilometer travelled by four trucks in one year 

(1,464 km. x 24 days x 12 months) = 4,21,632 
Total effective tonnes kilome te r of load carried by four t rucks during one year 
(5,592 tonnes km. x 24 days x 12 months)= 16,10,496 

2. Fixed and variable component of maintenance cost: 

Variable maintenance cost per km Difference in maintence cost = Difference in distance tr.ave lie d 

= 
Rs.1.38.150-Rs.1,35,525 

1,60,200Kms- l.56.700 kms 

= Rs. 0.75 
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Fixed maintenance cost = Tota l mainte na nce cost- Variable maintenance cost 
= ~ 1,38,150 - 1,60,200 kms x ~ 0.75 = ~ 18,000 

Question 15 

GMCS Ltd. collects raw milk from the farmers of Ramgarh, Pratapgarh and Devgarh panchayats and processes 
this milk to make various dairy products. GMCS Ltd. has its own vehicles (tankers) to collect and bring the 
milk to the processing plant. Vehicles are parked in the GMCS Ltd.'s garage situated within the plant 
compound. Following are the information related with the vehicles: 

Ramgarh Pratapgarh Devgarh 
No. of vehicles assigned 4 3 5 
No. of trips a day 3 2 4 
One, way distance, from the processing plant 24 k.m. 34 k.m . 16 k.m. 
Fess & taxes per month {Rs.) 5,600 6,400 ... 

All the 5 vehicles assigned to Devgarh panchayat, were purchased five years back at a cost of Rs. 9,25,000 
each. The 4 vehicles assigned to Rami:arh panch .. yat, were, purchased two years back at a cost of Rs. 11,02,000 
each and the remaining vehicles assigned to Pratapgarh were purchased last year at a cost of Rs. 13, 12,000 
each. With the purchase of each vc,hiclll a two years free servicing warranty Is provided. A vehicle gives 10 
kmpl mileage in the first two year of purchase, 8 kmpl in next two years and 6 kmpl afterwards. The vehicles 
arc, subject to depreciation of 10% p.a. on straight linll basis irrespective of usage. A vehicle h3s the, c3paclty 
to carry 10,000 litres of milk but on an average only 70% of the total capacity is utilized. 
The following expenditures 3re related with the vehicles: 
Salary of Driver (a driver for each vehicle) Rs . 24,000 p.m. 

Salary to Cleaner (a cleaner for each vehicle) Rs. 12,000 p.m. 
Allocated garage parking fee Rs. 4,200 per vehicle per month 
Servicing cost \'i Rs. 15,000 for every complete 5,000 k.m . run. 
Price, of diesel per litre Rs. 78,00 

From the above information you are required to CALCULATE 
• 

(i) Total operating cost per month for each vehicle. (Take 30 days for the month ) 
(ii) Vehicle opc,r3ting cost per litre of milk. {MTP lO Marks, Mar'2l} 

Answer 15 
(i) Calcu lation of Operating Cost per month for each veh icle 

Ramgarh Pratapgarh Devgarh 
{Rs.) (Rs.) (Rs.) 

A. Running Costs: 
. Cost of diesel (Wo rking Note- 2) 1,68,480 95,472 2,49,600 
. Se rvicing cost (Working Note- 3) 45,000 . 45,000 

2,13,480 95,472 2,94,600 
B. Fixed Costs: 

- Salary to drivers 96,000 72,000 1,20,000 
(4 drivers x (3 drive rs x (5 drivers x 
Rs. 24,000) Rs. 24,000) Rs. 24,000) 

- Salary to cleaners 48,000 36,000 60,000 
(4 cleaners x (3 cleane rs x (5 cleaners x 

Rs. 12,000) Rs. 12,000) Rs. 12,000) 
- Allocated garage parki ng fee 16,800 12,600 21,000 

(4 vehicles x {3 vehicles x (5 vehicles x 
Rs.4,200) Rs.4,200) Rs.4,200) 

- Depreciation (Working Note - 4) 36,733 32,800 38,542 

- Fess & t axes 5,600 6,400 ---
2,03,133 1,59,800 2,39,542 

Total (A+ B] 4,16,613 2,55,272 5,34,142 
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Total 
(Rs.) 

5,13,552 

90,000 

6,03,552 

2,88,000 

1,44,000 

50,400 

1,08,075 

12,000 
6,02,475 

12,06,027 
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Operating Cost per ve hicle 1,04,153 85,091 1,06,828 1,00,502 
(Rs.4,16,613 + (Rs.2,55,272 + (Rs.5,34,142 + (Rs .12,06,027+ 

4 ve hicles) 3 veh icles) 5 vehicles) 12 veh icles) 

(ii) Vehicle operating cost per litre of milk 

Tot~! Operating Cost per Month _ Rs.12,06.02'. _ = Rs. 
0

_ 1
5 Total Milk Carried a Month 79.80,000 L1tres(\Vorkmg Note- :,) 

Workini: Notes: 
1. Distance covered by the vehicles in a month 

Route Total Distance 
(inK.M.) 

Ramgarh (4 vehicles x 3 trips x 2 x 24 km. x 30 days} 17,280 
Pratapga rh (3 vehicles x 2 t rips x 2 x 34 km. x 30 days} 12,240 
Devgarh (5 vehicles x 4 trips x 2 x 16 km. x 30 days} 19,200 

2. Cost of diesel consumption 

Ramgarh Pratapgarh Devgarh 

Total distance travelled (K.M.} 17,280 12,240 19,200 
Mileage per litre of diesel 8 kmpl 10 kmpl 6 kmpl 
Diesel consumption (Litre} 2,160 /17,280 + 8} 1,224 (12,240 + 10) 3,200 (19,200 + 6\ 
Cost of diesel consumption @ 1,68,480 95,472 2,49,600 
Rs. 78 per litre (Rs.) 

3. Servicing Cost 

Ramgarh Pratapcarh Devcar-h 

Total distance travelled (K .M.) 17,280 12,240 19,200 
Covered under free service warranty No Yes No 
No. of services required 3 2 3 

(17,280 k.m. + (12,240 k.m. + (19,200 k.m. + 
5,000 k.m.) 5,000 k.m.) 5,000 k.m.) 

Total Service Cost (Rs.) 45,000 --- 45,000 
(Rs . 15,000 x 3) (Rs. 15,000 x 3) 

4. Calculation of Depreciation 

Ramgarh Pratapgarh Devgarh 

No. of vehicles 4 3 5 
Cost of a veh icle (Rs.) 11,02,000 13,12,000 9,25,000 
Total Cost of ve nicles (Rs .) 44,08,000 39,36,000 46,25,000 
Depreciation per month (Rs.) 36,733 32,800 38,542 

(Rs.44,08,000X10%) 
12 monrhs 

(Rs.39,36,000X10%) 
12 months 

(Rs.46,25.000X10%) 
12 months 

S. Total volume of Milk Carried 

Route M ilk Qty. (Litre) 

Ramgarh (10,000 ltr. x 0.7 x 4 ve nicles x 3 trips x 30 days) 25,20,000 
Pratapgarn (10,000 lt r. x 0.7 x 3 vehicles x 2 t rips x 30 days) 12,60,000 
Devgarh (10,000 ltr. x 0.7 x 5 venicles x 4 trips x 30 days) 42,00,000 

79,80,000 

A mini-bus, having a capacity of 32 passengers, operates between two places - 'A' and 'B'. The distance 
between the place 'A' and place 'B' is 30 km. The bus makes 10 round trips in a day for 25 days in a month. On 

an average, thll occupancy ratio Is 70% and is llXpccted throughout the year. 

The details of other expenses are as under: 

Insurance 
Garage Rent 

Road Tax 
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Repairs 
Salary of operating staff 
Tyres and Tubes 
Diesel: (one litre is consumed for every 5 km} 
Oil and Sundries 

4,800 Per quarter 
7,200 Per month 
3,600 Per quarter 
13 Per litre 
22 Per 100 km run 

Depreciation 68,000 Per annum 
Passenger tax @ 22% on total taking is to be levied and bus operator requires a profit of 25% on total taking. 

PREPARE oper:itine cost statement on the :,nnual basis and find out the cost per passeneer kilometer and one 
way fare per passenger. {MTP 8 Marks Ju/y'24} 

Answer 16 

Operating Cost Statement 

Particulars Total Cost Per annum (~) 

A. Fixed Charges: 

Insurance 

Garage rent (~ 2,400 x 4 qua rters) 

Road Tax 

Salary of operati ng staff (~ 7,200 x 12 months) 

Depreciation 

Total (A) 

B. Variable Charges: 

Repairs ('I: 4,800 x 4 quarters) 

Tyres and Tubes (~ 3,600 x 4 quarters) 

Diesel {(1,80,000 km. + 5 km.) x ~ 13} 

Oil and Sundries {(1,80,000 km . + 100 km.) x 'I: 22} // I 
Total (B) II I 
Total Ope rating Cost (A+B} V I I ..; I 
Add: Passenger tax (Refer to WN-1) 

Add: Profit (Refer to WN-1) 

Tota I ta kings 

Calculation of Cost per passenger kilometre and one way fare perpassenger: 
Total Operating Cost 

Cost per Passenger-Km. = T i Kt ota passenger- n 
7.25,800 = 'I: 0.18 

40.32.000Passenger-Km 

Total Takings 
One way fare pe r passenger = T i Ktn X 30 Kin ota passenger-

- '
13

"
69

A
34 

X 30 Km = " 10.20 
40.32.000Passe nger - Km 

Working Notes: 

1. l et total taking be X then Passenger tax and profit will be as follows: 
X = 'I: 7,25,800 + 0.22 X + 0.2SX 
X - 0.47 X = 'I: 7,25,800 
X = U ,2s,soo 'I: 13 69 434 

0,53 1 
I 

Passenger tax = 'I: 13,69,434 x 0.22 = 11': 3,01,275 
Profi t = 'I: 13,69,434 x 0.25 = 'I: 3,42,359 

2. Total Kilomet res to be run during the year 
= 30 km.x 2 sides x 10 trips x 25 days x 12 months = 1,80,000Kilometres 

3. Total passenger Kil ometres 
= 1,80,000 km. x 32 passenge rs x 70% = 40,32,000 Passenger-km. 

15,600 

9,600 

5,000 

86,400 

68,000 

1,84,600 

19,200 

14,400 

4,68,000 
- 39,600 .. 5,41,200 
.,J - 7,25,800 

3,01,275 

3,42,359 

13,69,434 
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l•i'#iiM,Ff•. 
Mr. PS owns a bus which runs according to the following schedule: 

(i) Delhi to Hisar and back, the same day 
Distance covered: 160 km. one way 
Number of days run each month: 9 
Seating capacity occupied 90%. 

(ii) Delhi to Aligarh and back, the same day 
Distance covered: 160 km. one way 
Number of days run each month: 12 
Seating capacity occupied 95% 

(iii) Delhi to Alwar and back, the same day 
Distance covered: 170 km. one way 
Number of days run each month: 6 

Sc:,,1ting capacity occupic:,d 100% 
(iv) Following arc the other details: 

Cost of the bus 'if; 15,00,000 
Salary of the Driver 'if; 30,000 p.m. 
Sal:iry of the Conductor 'I; 26,000 p.m. 
Salary of the part-time Account:int 't 7,000 p.m. 
Insurance of the bus "6,000 p.a. 
Diesel consumption 5 km. per litr·e at 'if; 90 per I itre 
Road tax " 21,912 o.a. 
Lubricont oil 'I: 30 per 100 km. 
Permit fee "500 p.m. 
Repairs and maintenance \\ // I: \ \ // I 'if; 5,000 p.m. I 

Depreciation of the bus \\// I \',JI I @ 30% p.a. I 
Seatini: capacity of the bus \I I : \i I SO oersons ; 

Passenger tax Is 20% of the total takings. 
CALCULATE the bus fare to be cha rged from each passenger to earn a profit of 30% on total takini:s. 
The fares are to be Indicated per passeneer for the journeys: (1) Delhi to Hisar (ii) Delhi to Allgarh and (iii) Delhi 
to Alwar. (RTP Nov'21, SM} 

Answer 17 
Worki ne Notes: 
1. Total Distance (in km.) covered pe r month 

Bus route Km. per trip Trips per day Days per month Km. per month 
Delhi to Hisar 160 2 9 2,880 
Delhi to Aligarh 160 2 12 3,840 
Delhi to Alwar 170 2 6 2,040 
Total 8,760 

2. Passenge r• km. per month 
Total seats available per Capacity Km. per Passenger· 

month (at 100% utilised trip Km. per month 

capacity) (%) Seats 
Delhi to Hisar & 900 90 810 160 1,29,600 (810 seats xl60 km.) 
Back (50 seats X 2 trips X 9 days) 
Delhi to Aligarh & 1,200 95 1,140 160 1,82,400(1,140 seats x 160 km.) 
Back (50 seats X 2 trips X 12days) 
Delhi to Alwar & 600 100 600 170 1,02,000(600 seats x 170 km.) 
Back (50 seats X 2 trips X 6 days) 
Total 4,14,000 
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Monthly Operating Cost Statement 

Particulars (,:) 

(i) Running Costs 

Diesel {(8,760 km/ 5 km) x ,: 90} 1,57,680.00 

l ubricant oil {(8,760 km/ 100) >< ,: 30} 2,628.00 

(ii) Maintenance Costs 

Repairs & Maintenance 

(iii) Standing charges 

Salary to driver 30,000.00 

Salary to conductor 26,000.00 

Salary of part-time accountant 7,000.00 

Insurance(,: 6,000 +12) 500.00 

Road tax (II!: 21,912 +12) 1,826.00 

Permit fee 500.00 

Depreciation{(,: 15,00,000 x 30%) / 12} 37,500.00 

Total costs per month before Passenger Tax (i)+( ii)+(iii) 

Passenger Tax* 

Total Cost 

Add: Profit* 

Total takings per month 

* Let total takings be X then, 

X = Total costs per month before passenger tax+ 0.2 X (passenger tax) t 0.3 X (profit) 

X = II!: 2,68,634 + 0.2 X + 0.3 X 

0.5 X =,: 2,68,634 or, X =,: 5,37,268 

Passenger Tax = 20% of,: 5,37,268 = II!: 1,07,453.60 

Profit = 30% of'{ 5,37,268 = '{ 1,61,180.40 

Calculation of Rate per passenger km. and fares to be charged for different routes 

Rate per Passenger-Km. = Total takings per month/ Total Passenger - Km.per month 

= Rs. 5,37,268 / 4,14,000 Passenger - Km. = Rs. 1.30 (approx.) 

Bus fare to be charged per passenger: 

(,:) 

1,60,308.00 

5,000.00 

1,03,326.00 

2,68,634.00 

1,07,453.60 

3, 76,087.60 

1,61,180.40 

5,37,268.00 

Del hi to H isar = II!: 1.30 >< 160 km = II!: 208.00 
Delhi to Aliga rh = "!: 1.30 >< 160 km = "!: 208.00 
Delhi to Alwar = a: 1.30 x 170 km = ,: 221.00 

Question 18 

Wiwitsu Travels provides mini buses to an IT company for carrying its employees from home to office and 
dropping back after office hours. It runs a fleet of 8 mini buses for this purpose. The buses are parked in a 
garage :idjoinine the company's prc,mises. Company is opcratlne In two shifts (one shift In the morning and 
one shift in the afternoon). The distance travelled by each mini bus one way is 30 kms. The company works 
for 20 days in a month. 
The seating capacity of each mini bus is 30 persons. The seating capacity is normally 80% occupied during the 
year. The details of expenses incurred for a year are as under: 

Particulars 

Driver's salary 'I'. 20,000 pc,r driver per month 
lady attendant's salary (mandatorily required for each mini bus) II!: 10,000 per attendant per month 
Cleaner's salary (One cleaner for 2 mini buses) 'I'. 15,000 per cleaner per month 

Diesel (Avg. 8 kms per litre) 'I'. 80 per litre 
Insurance charges (per annum) 2% of Purchase Price 
Licens" fees and taxes 'I: 5,080 per mini bus per month 
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Gar:igc rent paid 'I: 24,000 pcr month 
Repair & maintenance including engine oil and lubricants '{ 2,856 per mini bus 
(for every 5,760 kms) 
Purchase Price, of mini bus 'I: 15,00,000 each 
Residual life of mini bus 8 Years 
Scrap value per mini bus at the end of residual life '{ 3,00,000 

Wiwitsu Travels charges two types of fare from the employees. Employees coming from a distance of beyond 
15 kms away from the office are charged double the fare which Is charged from employees coming from a 
distance of up-to 15 kms. away from the office. 50% of employees travelling in each trip are coming from a 
distance beyond 15 kms. from the office. The charges are to be based on average cost. 
You are required to: 
(i) Prep:>re a statement showing expenses of operating a single mini bus for a year, 
(ii) Calculate the average cost per employee per month in respect of: 

(a) Employees coming from a d istance, upto 15 kms. from the office. 
(b) Employees coming from a distance beyond 15 kms. from the office. {PYP 10 Marks, Dec '21) 

{RTP Jan'25) 

Answer 18 

(i) Statement of Expenses of operating a mini bus in a year 
Particulars Rate (0:) 

(a) Standing Charges: 

Driver's salary 20,000 p.m 

l ady attendant's salary 10,000 p.m 
Average Cleaner's salary (50%) 15,000 p.m 

Insurance charge 30,000 p.a. 

license fee, taxes etc. , .. 5,080 P,.m. 

Average Garage Rent 24,000 p.m 

Depreciation {{15,00,000 - 3,00,000) + 8} 1,50,000 p.a. 

(b) Maintenance Charges: 

Repairs & maintenance including engine 28,560 p.a. 

oil and lubricants (Working Note ll 

(c) Operatini: Charges: 

Diesel (Working Note 2) 
Total Cost (A+ B + C) 

Cost per month 

(ii) Average cost per employee per month: 
A. Employee coming from distance of upto 15 km 

= Total cost per month = 1,10,960 = R 1 54111 Total no.of equivalent employee 72., s. ' · 

B. Employee coming from a distance beyond 15 km 

: 1541.11 X 2 : 0: 3,082.22 

• Considering half fare employees as a base 

Full fare employees (12 x 2) 
Add: Half fare employees (Working Note 3) 
Total Equivalent number of employees per month 

Per Bus per annum (0:) 

2,40,000 
1,20,000 

90,000 

30,000 
,-,---.,' t I [ 60,960 
~ ....... I I 36,000 

- 11 \ 1
, 1,50,000 -

5,76,000 
13,31,520 

1,10,960 

24 employees 

12 employees 

36 employees 

Total Equivalent number of employees per month (morning+ afternoon sh ift 72 employees 

of company) 

12.20 

Workini: Notes: 
1. Calculation of Repairs and maintenance cost of a bus: 

Distance t ravelled In a year: 
(4 trip x 2 shifts x 30 km. x 20 days x 12 months) 

Distance travelled p.a.: 57,600 km. 
Repairs and maintenance cost per Bus per annum: 
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57,600 km. 
= S. 760 km X Rs. 2,856 per bus 

= "28,560 per an num 
2. Calculation of diesel cost per bus per annum: 

Distance travelle d In a year = 57,600 km 
Diesel cost per Bus per annum: 
= 57,600 km. X Rs. 80 

8 km 
= 5,76,000 

3. Calculation of equivalent number of employees per bus: 

Seating capaci ty of a bus 
Occupancy (80% of capacity) 

Half fare employees (50% of 24 employees) 

Full fare employees (50% of 24 employees) 

30 employees 
24 employees 

12 employees 

12 employee 

!Note: Total Equivalent number of employees pe r month (morning+ afternoon shift of company can also 
be calculated considering full fare employees as a base . In that case the number wil l be 36. Then fare 
for employees coming from distance beyond 15km will be 1,10,960/36 =" 3,082.22 and employees 
coming from distance upto 15 km will be 3,082.22 / 2 = '{ 1,541.11] 

Exam Insights: Tnis Nume, ical Question was based on the concept of Operating Costing. Many examinees 
faced hardship in the calculation of the cost of diesel, repairs & mainte nance and equivalent e mployee's 
numbers. Performance of the examinees was below average. 

Question 19 ~ LDR 

A LMV Pvt. Ltd, operates cab/ car rental service In Delhi/NCR. It provides its service to the offices of Nolda, 
Gurugram and Faridabad. At present it operates CNG f11ellod cars but it is also considering to upgrade these 

into Electric vehicle (EV). The following details related with the owning of CNG & EV propelled cars are as 
tabulated below: 

Particulars CNG Car EV Car 
Car purchase price ('t) 9,20,000 15,20,000 
Govt. subsidy on purchase of car(") -- 1,50,000 
Life of the car 15 years 10 years 
Residual value ('!;) 95,000 1,70,000 
Mileage 20km/kg 240 km per charge 
Electricity consumption per full charge -- 30 Kwh 
CNG cost per Kg ('t) 60 --
Power cost per Kwh ('!;) -- 7.60 
Annual Maintenance cost ('I:) 8,000 5,200 
Annual insurance cost('!;) 7,600 14,600 
Tyre replacement cost in every 5 -year ('t) 16,000 16,000 
Battery replacement cost in every 8- year ('t) 12,000 5,40,000 

Apart from the above, the following are the additional information: 
Partic11lars 
Average distance covered by a car in a month 1,500 km 
Driver's salary ('t) 20,000 p.m 
Garage rent per ca r ('I:) 4,500 p.m 
Share of Office & Administration cost per car('!;) 1,500 p.m 

You have been approached by the management of A LMV Pvt. Ltd. for cons11ltation on the two options of 
operating tho cab service. 
CALCULATE the operating cost of vehicle per month per car for both CNG & EV options. 
(MTP lO Marks, Apr'23, RTP May'24 & May 122) 
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Answer 19 

Workines: 

1. Calculation of Depreciation per month: 
P,uticulars 

(A) Car purchase price (~) 
(8) Less: Govt. subsidy (~) 
(C) Less: Residual value (~l 
(D) Depreciable value of car (~) [A-8-CJ 
(E) Life of the car 
(F) Annual depreciation(~) (D+E) 

(G} Depreciation per month (~) (F+12) 

2. Fuel/ Electricity consumption cost per month: 

Particulars 

(A) Average distance covered in a month (KM) 

(8) M ileage (KM} 
(C) Qty. of CNG/ Ful l charge required )A+BJ 
(D) Electri city Consumption )Cx30kwh] 
(E) Cost of CNG per kg(~) 

(Fl Power cost per Kwh (~) 
(G} CNG Cost per month (~) (CxE] 

(H} Power cost per month ('I:) (DxF] 

3. Amortized cost of Tyre replacement: 

Particulars 

(A) Life of vehicle - - .... --~ -c 

(8) Replacement interval ',, I \\ // I 
(CJ No. of time replacement required I I , .... 11 I 
(D) Cost of tyres for each replacement(~} I, V [ 

(E) Total replacement cost (~) (CxD) 
(F) Amortized cost per year(~) [E+A] 

(G) Cost per month (~) (F+12) 

4. Amortized cost of Battery replacement: 

Particulars 

(A) life of vehicle 

(8) Replacement interval 
(C) No. of time replacement required 
(D} Cost of battery for each replacement (~) 

(E) Total replacement cost (~) [CxD) 

(Fl Amortized cost per year(~) [E+A) 

(G) Cost per month (~) [F+12] 

Calculation of Operating cost per month 

Particulars 

(A) Running cost: 

Fuel cost/ Power consumption cost [Refer WN-2] 
(Bl M aintenance cost: 

Annual M aintenance cost [Annual cost +12) 
Annual Insurance cost [Annual cost +12) 
Amortized cost of Tyre replacement 
[Refer WN-3) 
Amortized cost of Battery replacement[Refer WN-4] 

(C) Fixed cost: 

Depreciation [Refer WN-1] 

12.22 Chapter 12 Service Costing 

CNG Car EV Car 

9,20,000 1S,20,000 

-- (1,50,000) 
(95,000} (1,70,000} 

8,25,000 12,00,000 
1S years 10 years 

SS,000 1,20,000 
4,583.33 10,000 

CNG Car EV Car 

1,500 1,S00 
20 240 

75 kg. 6.25 

- 187.S 

60 -
- 7.60 

4,500 . 
. 1,425 

CNG Car EV Car 

1S years 10 years 
5 years 5 years 

2 t imes 1 time 

16,000 16,000 

32,000 16,000 
2,133.33 1,600 

177.78 133.33 

CNG Car EV Car 

15 years 10 years 

8 years 8 years 

1 time 1 time 
12,000 S,40,000 
12,000 5,40,000 

800 54,000 
66.67 4,500 

CNG Car(~) EV Car ('I:) 

4,500 1,425 

666.67 433.33 
633.33 1,216.67 
177.78 133.33 

66.67 4,S00 
1,544.45 6,283.33 

4,583.33 10,000 
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Driver's salary 
Ga rage rent 
Share of Office & Admi nistration cost 

(D) Opcra>tine cost per month (A+B+CJ 

Costing of Toll Roads 

Question 20 

20,000 20,000 
4,500 4,500 
1,500 1,500 

30,583.33 36,000 
36,627.78 43,708.33 

RST Toll Plaza Limited built an SO-kilometre-long highway between two cities and operates a toll plaza to 
collect tolls from passing vehicles using the highway. The company has estimated that 50,000 light weight, 
12,000 medium weight and 10,000 heavy weight vehicles will be using the highway in one month in outward 
journey and the same number for return journey. 
As per government notification, vehicles used for medical emergencies, Members of Parliament, and essential 
services are exempt from toll charges. It is estimated that 10% of light weight vehicles will pass the highway 
for such use. 
It is the policy of the company that if vehicles return within 24 hours of their outward journey, the toll fare 
will be reduced by 25 percent automatically. It is estimated that 30% of chargeable light weight vehicles retu rn 
within the specified time frame. 
The toll charges for medium weight vehicles is to be fixed as 2.5 times of the light weight vehicles and that of 
heavy weight vehicles as 2 times of the medium weight vehicles. 
The toll and maintenance cost for a month is~ 59,09,090, The company requires a profit of 10% over the total 
cost to cover interest and other costs. 
Required: 

{IJ Calculate the toll rate for oach type of VQhicle if concession f:1cilitles aro not a>yailable on tho roturn 
journey. 

(ii) Ca>lculate the toll rate, that will be charged from licht Weic ht vehiclos if a return journey concession 
facility is available, assuming that the revenue earned from light weight vehicles calculated in option 
(remains the same. {PYP S Marks, May '23) 

Answer 20 
Working Notes: 

(1) Calculation of equivalent numbe rs of Light weight veh icles (when no concession is provided on return 
journey) 

Type of vehicle Monthly t raffic (AJ Return traffic (BJ Ratio (CJ Equivalent light weight 
[(A+ 8) x CJ 

light weight 45,000* 45,000 1 90,000 

Medi um weight 12,000 12,000 2.5 60,000 

Heavy weight 10,000 10,000 5 1,00,000 

2,50,000 
*50,000 light vehicles less 10% exem pted vehicles 

(2J Calculation of equivalent numbers of Light w eight vehicles (when concession is provided on return 
journey) 

Type of veh icle Monthly Return traffic Ratio Equivalent light weight 
Traffic (A) (8) (C) ({A+ 8) x CJ 

light weigh t 45,000* 41,625 1 86,625 
(45,000- (45,000 X 30% X 

2S%)] 

Medi um wei!!ht 12,000 12,000 2.5 60,000 

Heavy weight 10,000 10,000 s 1,00,000 

2,46,625 
(i) Ca lculation of toll rate for each type of vehicle: 
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Tota l cost to cover+ Equivalent type of vehicles 

("t 59,09,090 + 10% of " 59,09,090) + 2,50,000 equivalent vehicles (Refer working note 1) 

= 65,00,000 + 2,50,000 = "t 26 

Toll rate for: 

Light weight ve hicle = " 26 
Medium weight vehicle= "t 26 x 2.5 = "t 65 

Heavy weight vehicle = " 26 x 5 =" 130 
(ii) Calculation of toll rate for each type of vehicle: 

Reve nue earned from Light weight vehicle in (i) above 

= 90,000 vehicles x "t 26 = "t 23,40,000 

New toll rate to maintain the same reven ue from Light weight vehicle 

=" 23,40,000 + 86,625 (Refer working note-2) =" 27.01 

Light weight vehicle= "t 27.01 

Rate to be charged from 13,500 light we ight vehicles = 27.01 x 0.75 = 20.26 

(iii) Alternative presentation 

Toll rate to be charged from light weight vehicles if concession applicable 

Reve nue share in light vehicles= 90,000 x 26 =" 23,40,000 
Suppose rate is x, then outward journey 45,000 x; return journey (45,000 - 30% of 45,000) + 13,500 (x · 0.25) 

45,000x + 31,SOOx + 13500 (0.75x) = "t 23,40,000 

Tol l rate to be charged from light weight vehicles: 86,625x = "t 23,40,000 = "t 27.01 

Rate to be charged from 76,500 light weight ve hicles @ 27.01; revenue will be 0: 20,66,494 

Rate to be charged from 13,500 light weight vehicles= 27.01 x 0.75 = 20.26 revenue will be" 2,73,506 

Exam Insight s: This numerical question was based on Service Costing. Most of the examinees were not 
able to calculate equivalent number of vehicles and toll rate In the situation of concessional fare . Hence, 
a below average performance was observed. 

Question 21 '1 LDR 

MKL Infrastructure built and operates 110 k.m. highway on the basis of Built-Operate• Transfer {BOT) for a 

period of 21 years. A traffic assessment has been carried out to estimate the traffic flow per day which shows 
tho following figures : 
Sr. No. Type of vehicle Daily traffic volume 
1 . Two wheelers 44,SOO 
2. Car and SUVs 3,450 
3. Bus and LCV 1,800 
4. Heavy commercial vehicles 816 

The following is the estimated cost of the project: 
Sr. no . Activities Amount ("tin lakh) 
1 Site clearance 341.00 

2 I.and development and filling work 9,160.00 
3 Sub base and base courses 10,520.00 
4 Bituminous work 32,140.00 
5 Bridee, flyovers, underpasses, Pedestrian subway, footbridec, etc. 28,110.00 
6 Drainaee and protection work 9,080.00 
7 Traffic sign, marking and road appurtenance 8,810.00 
8 Maintenance, repairing a nd rehabilitation 12,850.00 
9 Environmental management 1,964.00 

Total Project cost 1,12,975.00 
An avorai:e cost of "1,200 lakh has to be Incurred on administration and toll pl:ua operation. 
On the basis of the vehicle specifications (i.e. weight, size, time saving etc.), the following weights has been 
assigned to the passine vehicles: 
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Sr. No. Type of vohlclc 

1. Two wheelers 5% 
2. Car and SUVs 20% 
3. Bus :ind LCV 30% 
4. Heavy commercial vehicles 45% 

Required: 
(i) CALCULATE the total project cost per day of concession period. 
(ii) COMPUTE toll fee to be chareed for per vehicle of o:ich type, if t he company wonts e:irn a profit of 15% 

on total cost. 
(Note: Concession period Is a period for which :in infrastructure Is allowed to opcr:itc and recover its 
investment) (MTP 1.0 Morks, Nov'21} {Same concept different figures MTP 10 Marks Oct'19, SM RTP Sep'24} 

Answer 21 
(i) Calculation of total project cost per day of concession period: 

Activities Amount(~ in lakh) 
Site clearance 
Land development and filling work 
Sub base and base courses 
Bitu minous work 
Bridge, flyovers, underpasses, Pedestrian subway, footbridge, etc 
Drainage and protection work 
Traffic sign, marking and road appurtena nce 
Maintenance, re pairing and re habilitation 
Environmental management 
Total Project cost 
Administration and toll pl aza operation cost )/ 11 \'<. I I I L...l I I 
Total Cost I I I \\ JI I I I I 
Concession period in days (21 years >< 365 days) I I \"( I I \~ j 

Cost per day of concession period (~ in lakh) ·- . ~ . -
(ii) Computation of toll fee: 

Cost to be recovered per day = Cost per day of concession period + 15% profit on cost 
= ~ 14,90,000 + ~ 2,23,500 = ~ 17,13,500 
Cost Per equivalent veh icle = ~ 17,13,500 / 76,444 units (Refer working note) 
= ~ 22.42 per equiva lent vehicle 

(iii) Vehicle type-wise toll fee: 

341.00 
9,160.00 

10,520.00 
32,140.00 
28,110.00 

9,080.00 
8,810.00 

12,850.00 
1,964.00 

1,12,975.00 
1,200.00 

1,14,175.00 
7,665 
14.90 

Sr. No. Type of vehicle Equivalent cost [A] Weight [BJ Toll fee per vehicle [AxB) 

1. Two wheelers ~22.42 1 22.42 
2. Car and SUVs ~22.42 4 89.68 
3. Bus and LCV "22.42 6 134.52 
4. Heavy commercial vehicles ~22.42 9 201.78 

Working Note: 
The cost per day has to be recovered from the daily t raffic. The each type of vehicle is to be converted 
into equivalent unit . Let's convert a ll vehicle types equivalent to Two-wheelers .. 
Sr. Type of vehicle Daily traffic Weight Ratio [BJ Equivalent Two• wheeler 
No. volume [A) [AxB) 

1. Two wheelers 44,500 0.05 1 44,500 

2. Car and SUVs 3,450 0.20 4 13,800 

3. Bus and LCV 1,800 0.30 6 10,800 

4. Heavy commercial vehicles 816 0.45 9 7,344 

Total 76,444 
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Costing of Hotel & Lodges 

i•l!i4iit♦i,fi---
A hotel having 20 single rooms is having 80% occupancy in normal season (8 months) and 50% in off• season 
(4 months) in a year (take 30 days month). 

Annual fixed expenses 

Salary of the staff (excluding room attendant) 

Repair & maintenance 

Depreciation on building & furniture 

Other fixed expenses like dusting, sweeping etc. 

Vari:iblc expenses (per guest per day) 

linen, laundry & security support 

Electricity & other facilities 

Misc. expenses like attendant etc. 

Management wishes to make a margin of 25% of total cost . 
Required 

(a) CALCULATE the Tariff per room per day. 

Amount in~ 

15,00,000 

12,60,000 

12,40,000 

13,25,000 

53,25,000 

80.00 

120.00 

300.00 

500.00 

(b) CALCULATE the break-even occupancy In normal season (in percentage also) assuming there is 50% 

occupancy in off-season. {MTP 6 Marks, Apr'24) 

Answer 22 

Workings: 

Total occupancy = Occupancy in normal season + Occupa ncy in off• season 

= (20 rooms x 80% x 8 months x 30 days)+ (20 rooms x 50% x 4 months x 30 days) 

= 3,840 + 1,200 = 5,040 room-days 

Total Cost = Variable cost+ Fixed cost 

= (0: 500 x 5,040 room-days) + 'I: 53,25,000 

= 0: 25,20,000 + 0: 53,25,000 

= 78,45,000 

(a) C:ilculation of t:iriff rate per room 

Tariff per room per day= (Tota l cost+ 25% Margi n on total cost)+ Total occupancy 

= (0: 78,45,000 + 19,61,250) + 5,040 = 'I: 1,945.68 

(b) Calculation of break-even occupancy 

Contribution per day= Tariff -Variable cost 

= I!: 1,945.68 - 500 = a,: 1445.68 

Break-even occupancy= 0: 53,25,000 + 1445.68 = 3683 

Occupancy in normal season = Break-even occupancy - Occupancy In off-season 

= 3683 - (20 rooms x 50% x 4 mo nths x 30 days) 

= 3683 - 1200 = 2483 room-days 

In Percentage = 2483 + 4800 = 51.73% 

Question 23 

Royal Hotel offers three types of rooms to its guests • Deluxe Room, Executive Room and Suite Room. Other 
information is as follows: • 

Delu1<e Room E1<ecutive Room Suite Room 

Room Tariff per day 0: 1,500 'I: 2,400 0: 3,800 

No. of rooms 20 10 4 
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Average occupancy during the year 80% 60% 7S% 

Housekeeping expenses per day ,::280 ,::320 ,::42s 

The hotel provides complimentary breakfast facility to its executive room and suite room guests while 

swimming pool facility is provided free of cost only to suite room guests. 
The restaurant and swimming pool is run by a contractor. The contractor recovers charges of,:: 150 per person 

for breakfast and 'I: 200 per person for using swim mine pool facility from Royal Hotel. 
Besides the above-mentioned charges, annual fixed expenses are as follows: 

Salaries to staff ~ S7,60,000 
Electricity Expenses a: 24,00,000 

Salaries to staff are apportioned to Deluxe Room. Executive Room and Suite Room in the r:itio of 2S:35:40 and 
electricity expenses are to be apportioned in proportion to occupancy. 

You are required to calculate the total profit of each room type on annual basis. 
Note: Assume 360 days in a year and double occupancy in each category of room.(PYP lO Marks, Nov'23} 

Answer 23 

Calculation of room days: 

Nature of Room Occupancy (Room-days) 

De luxe room 5760 (20 X 80% X 360} 
Executive room 2160 (10 X 60% X 360} 

Suite room 1080 (4 X 75% X 360} 

Statement showing Total Profit for each room type 

Elements Deluxe roo,n Executive Suite room Total 
(>:) Room(>:) (>:) (>:) 

Room Days 5760 2160 1080 

Reve nue 86,40,000 51,84,000 41,04,000 1,79,28,000 

Cost 

Housekeeping @ a:: 280 per room day 16,12,800 6,91,200 4,59,000 27,63,000 
Breakfast@,:: 150 per person . 6,48,000 3,24,000 9,72,000 
S\,vimming pool'@,:: 200 per person . . 4,32,000 4,32,000 

Salaries to s taff (25:35:40} 14,40,000 20,16,000 23,04,000 57,60,000 

Electricity expenses (occu pancy) 15,36,000 5,76,000 2,88,000 24,00,000 
To tal cost 45,88,800 39,31,200 38,07,000 1,23,27,000 
Profit 40,51,200 12,52,800 2,97,000 56,01,000 

The solution can also be presented in following way: 

Calculation of room days 

Particulars Occupancy during the year 

Deluxe Room Executive Room Suite Room 

( i) No. of Rooms 20 10 4 
( ii} Occupancy in% 80% 60% 75% 

No. of rooms occupied per day 16 6 3 
No. of rooms occupied per year 5,760 2,160 1,080 

Statement showing Total Profit for each room type 

Annual Room Rent Deluxe Room Executive Room Suite Room 

Room Rent per day per room ,:: 1,500 ,:: 2,400 ,:: 3,800 
Annual Room Rent (A) ~ 86,40,000 ~ 51,84,000 ~ 41,04,000 

Annual Fixed Expenses 

Staff Salary (25:3S:40} ~ 14,40,000 ,:: 20,16,000 ~ 23,04,000 
Electricity Expenses (Occupancy) ~ 15,36,000 ~ 5,76,000 ~ 2,88,000 

Total (B} ~ 29,76,000 ~ 25,92,000 ~ 25,92,000 

Housekeeping Expe nses ~ 16,12,800 ~ 6,91,200 'I: 4,59,000 

Breakfast Charges a:: 6,48,000 'I: 3,24,000 
(2,160 X 2 X 150) (1,080 X 2 X 150} 

Swimming Pool Charges 'I: 4,32,000 
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(1,080 X 2 X 200) 

Total (C) ~ 16,12,800 ~ 13,39,200 ~12,15,000 

Total Cost (B+C) ~ 45,88,800 ~ 39,31,200 ~ 38,07,000 

Profit ~ 40,51,200 ~ 12,52,800 'I: 2,97,000 

Exam Insights: Question on Service Costing requiring calculation of total profit o f each room type on annual 

basis of Royal Hotel which offers three types of rooms to its guests. Overall performance of the examinees 
was above average. 

Question 24 G LOR 

A lodging home is being run in a small hill station with 100 single rooms. The home offers concessional rates 

during six off• se3son (Winter)months in a year when numbers of visitor are limited . During this period, half 
of the full room rent is charged. The management' s profit margin is targeted at 20% of the room rent. The 

following are the cost estimates and other details for the year ending on 31st March. [Assume a month to be 
of 30 days). 

(i) Occupancy during the season is 80% while in the off• season it is 40% only. 
{ii) Total investment in the home is 'I: 200 lakhs of which 80% relate to buildings and balance for furniture 

and equipme_nt. 

(iii) Expenses: 

• Staff salary [Excluding room attendants) 'I: 5,50,000 

• Repairs to buildini: ~ 2,61,000 

• Laundry chari:es 'I: 80,000 

• Interior : 'I: 1,75,000 

• Miscellaneous expenses : "! 1,90,800 
{iv) Annual depreciation is to be provided for buildings @ 5% and on furniture and equipment @ 15% on 

straight-line basis. 
(v) Room attendants are paid ~ 10 per room day on the basis of occupancy of the rooms in a month. 

(vi) Monthly li,:htin« ch:ue;es are ~ 120 per room, except in four months in winter when it Is~ 30 per room. 
You are required to WORK OUT the room rent chargeable per day both during the season and the off-season 

months on the basis of the foregoing information. 
{SM Same concept different figures MTP lO Marks, Oct '21, PYP lO Marks Nov'l9} 

Answer 24 
Working Notes: 

(i) Total 

Season Occupancy (Room-days) Equivalent Full Room charge, days 

Season - 80"/4 100 Rooms x 80% x 6 months x 30 days in a 14,400 Room Days x 100% = 14,400 

Occupancy month = 14,400 Room Days 

Off-season - 40% 100 Rooms x 40% x 6 months 7,200 Room Days x 50% = 3,600 
Occupancy x 30 days in a month= 7,200 Room Days 

Total Room Days 14,400 + 7,200 = 21,600 Room Days 18,000 Full Room days 

(ii) lighting Chargc,s: 

It is given in the question t hat ligh ting charges for 8 months is ~120 per month and during winter season 
of 4 months it is ~30 per month. Further i t is also given that peak season is 6 months and off season is 6 

months. 
It should be noted that - being Hill station, win ter season is to be considered as part of Off season. Hence, t he 
non-w inter season of 8 months include - Peak season of 6 months and Off season of 2 months. 

Accordingly, the ligh ting charges are calculated as follows: 

Season Occupancy (Room-days) 

Season & Non-winter - 80% Occupancy 100 Rooms x 80% x 6 months x ~120 per month = 'I: 57,600 

Off- season & Non-winter - 40% Occupancy 100 Rooms x 40% x 2 months x ~120 per month= 'I: 9,600 

(8 - 6 months) 
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Off- season & -winter - 40% Occupancy 100 Rooms >< 40% x 4 months >< 't; 30 per month = 't; 4,800 
months) 
Total light ing charges "57,600+ 9,600 + 4,800 =" 72,000 

Statement of total cost: 

Staff salary 
Repairs to building 
Laundry & Linen 
Interio r 
Sundries Expenses 
Depreciation on Building ('t; 200 Lakhs x 80% x 5%) 
Depreciation on Furniture & Equipment ('t; 200 Lakhs x 20% x 15%) 

Room attendant's wages(~ 10 per Room Day for 21,600 Room Days) 
Lighting charges 
Total cost 
Add: Profi t Margin {20% on Room rent or 25% on Cost) 
Tota l Rent to be cha rned 

Calculation of Room Rent per day: 

Total Cost / Equivalent Full Room days = 't; 36,81,000/ 18,000 = 't:204.50 
Room Rent during Season - '(204.50 
Room Rent during Off season = 't:204.50 x 50% = 't; 102.25 

(~) 
5,50,000 
2,61,000 

80,000 

1,75,000 
1,90,800 
8,00,000 
6,00,000 

2,16,000 
72,000 

29,44,800 
7,36,200 

36,81,000 

Exam Insights: This was a numerical question relating to the topic 'Costing of Service Secto r'. Examinees 
were required to calculate hotel room ,ent chargeable per day. Most of the examinees could not compute 
the total cost correctly and hence couli:) not work out room rent chargeable per day during season and off. 
season. Performance of the examinees was below average. 

Question 25 

Vivi Resorts (P) Ltd. offers three types of rooms to its guests, viz deluxe room, super deluxe room and luxury 
suite,. You arc, requlrc,d to DETERMINE the, tariff to be, chargc,d to the customc,rs for different typc,s of rooms 

on the basis of following information: 

Types of Room Number of Rooms Occupancv 
Deluxe Room 100 90% 
Super Deluxe Room 60 75% 
Luxury Suite 40 600/4 

Rent of 'super deluxe' room is to be fixed at 2 times of 'deluxe room' and that of ' luxury suite' is 3 times of 
'deluxe room'. Annual expenses are as follows: 

Particulars Amount (Rs . lakhs) 
Staff salaries 780.00 
Lightlne, Heatine and Power 350.00 
Repairs, Maintenance and Renovation 220.00 
Linen 60.00 
Laundry charges 34.00 
Interior decoration 85.00 
Sundries 36.28 

An attendant for each room was provided when the room was occupied and he was paid Rs. 500 per day 
towards wages. Further, depreciation is to be provided on building @ 5% on Rs . 900 lakhs, furniture and 
fixtures @ 10% on Rs. 90 lakhs and air conditioners @ 10% on Rs. 75 lakhs. Profit is to be provided @ 25% on 
total taking and assume 360 days in a year. 
(MTP 10 Marks, May'20 Same concepts but different figures MTP 10 Marks, Mar'lB RTP Nov '23} 
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Answer 25 

Total cost statement of Vivi Resort (P) Limited 

Particulars 

Staff Salaries 
Room Attendant's Wages {Refer working note 3) 
Lighting, Heating & Power 
Repairs, Maintenance & Renovation 

Linen 
Laundry charges 
Interior Decoration 
Sundries 
Depreciation: {Refer working note 4) 
- Building 

- Furnitu re & Fixture 
- Air Conditioners 

Total cost for the year 

Computation of profit: 

Let Rs. x be the rent for deluxe from. 

Equivalen t deluxe room days are 90,720 {Refer working note 2) 

Total takings = Rs. 90, 720x 

Profit is 25% of total takings. 

Profit = 25% of Rs. 90, 720x = Rs. 22,680x 

Total takings= Total Cost+ Profit 

Rs. 90, 720x = Rs. 19,12,98,000 + Rs. 22,680x 

Rs. 90,720x -Rs. 22,680x = Rs. 19,12,98,000 

Rs. 68,040x = Rs. 19,12,98,000 

X = Rs.19.12.98,000 = R 2 811 55 Rs.68.040 s. ' . 

Rent to be charged for deluxe room 
Rent to be charged for super deluxe room = 
Rent of deluxe room x 2 = Rs. 2,811.55 x 2 
Rent to be charged for luxury suite= 
Rent of Super Deluxe room x 1.5 = Rs. 5,623.10 x 1.5 

Working Notes: 

(1) Computation of Room Occupancy 

Tvoe of Room No. of rooms x no. of days x occuoancy % 

Deluxe Room 100 room s x 360 days x 90% occupancy 

Su per Deluxe Room 60 rooms x 360 days x 75% occupancy 
Luxury Suite 40 rooms x 360 days x 60% occupancy 

Total 
(2) Computation of equivalent deluxe room days 

Cost per annum (Rs. in lakhs) 

780.00 
286.20 
350.00 
220.00 

60.00 
34.00 
85.00 
36.28 

45.00 
9.00 
7.50 

1912.98 

Rs. 2,811.55 
Rs. 5,623.10 

Rs. 8,434.65 

Room days 

32,400 
16,200 

8,640 
57,240 

Rent of 'super deluxe' room is to be fixed at 2 times of 'deluxe room' and luxury suite' is 3 times of 'deluxe 
room'. Therefore, equivalent room days would be: 

Type of Room Room days Equivalent deluxe room days 

Deluxe Room 32,400 X 1 32,400 

Su per Deluxe Room 16,200 X 2 32,400 
Luxury Suite 8,640 X 3 25,920 

Total 90,720 
(3) Computation of room attendant's wages 

Room occupancy days@ Rs. 500 per day = 286.2 lakhs {i.e. 57,240 days ><Rs. 500) 
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(4) Computation of Depreciation per annum 

Particulars Cost (Rs.) Rate of DeDreciation Depreciation (Rs.) 

Building 9,00,00,000 
Furniture & Fixtures 90,00,000 
Air Conditioners 75,00,000 

Costing of Hospitals 

Question 26 

5% 45,00,000 

10% 9,00,000 

10% 7,50,000 

Health We<1lth Hosplt<1l is interested In estimatine the cost for each patient stay. The hospital offers eener<1I 
healthcare facility i.e. only basic services. 
You arc required to: 
(i) CLASSIFY each of the following costs as either direct or indirect with respect to each patient. 
II) CLASSIFY each of the following costs as either fixed or variable with respect to hospital costs per day. 

Electronic monitoring 
Meals for patients 
Nurses' salaries 

P:irking malntcnanee 
Security 

(RTP Nov'22} 

Answer 26 
Item 
Electronic monitoring 
Meals for patients 
Nurses' sa larles 

Parking maintenance 
Security 

Question 27 

Direct Indirect Fixed Variable 

Direct Indirect Fixed Variable 

YES YES 
'YES YES 

YES YES 

\! YES YES 
YES YES 

ABC Hospital runs a Crit ic:,) Care Unit (CCU) In a hired building. CCU consists of 35 beds :ind 5 more beds can 
be added, if required. 
Rent per month - ~ 75,000 
Supervisors - 2 persons - 'I: 25,000 Per month - each 
Nurses - 4 persons - 'I: 20,000 per month - each 
Ward Boys - 4 persons - 'I: 5,000 per month - each 
Doctors p<1id 11: 2,50,000 per month - paid on the basis of number of patients attended and the time spent by 
them 
Other expanses for the year are <1s follows: 
Repairs (Fixed)- 'I: 81,000 
Food to P<1tients (V<1rlablc) - ~ 8,80,000 
Other services to patients (Variable) - 'I: 3,00,000 
Laundry ch<1rgcs (Variable) - '< 6,00,000 
Medicines (Variable) -'I: 7,50,000 
Other fixed expenses - ~ 10,80,000 
Administration expenses allocated- 'I: 10,00,000 
It was estimated that for 150 days In a year 35 beds arc occupied and for 80 days only 25 beds are occupied. 
The hospital hired 750 beds at a charge of 'I: 100 per bed per day, to accommodate the flow of patients . 
However, this does not exceed more than 5 extr<1 beds over and above the normal c:ipacity of 35 beds on any 
day. 
You arc required to-
(1) CALCULATE contribution per Patient day, if the hospital recovers on an average 'I: 2,000 per day from 

e:,ch p<1tient. 
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(2) FIND OUT Breakeven point for the hospital . (SM, MTP 10 Marks Oct '23} 

Answer 27 
Working Notes: 

(1) Calculation of number of Patient days 

35 Beds " 150 days = 5,250 
25 Beds x 80 days = 2,000 
Extra beds = 750 
Total = 8,000 

Statement of Profitability 

Particulars 

Income for the year (I( 2,000 per patient per day x 8,000 patient days' 
Variable Costs: 

Doctor Fees ('I: 2,50,000 per month x 12) 
Food to Patients (Variable) 
Other services to patients (Variable) 
Laundry charges (Variable} - (I() 
Medicines {Variable) - (S:) 
Bed Hire Charges ('1:100 x 750 Beds) 
Total Variable costs 
Contribution 
Fixed Costs: 

Rent ('I: 75,000 per month x 12) 
Supervisor (2 persons x '1:25,000 x12) 
Nurses ( 4 persons x 'I: 20,000 x 12) \ n r. ,1 n 
Ward Bovs (4 persons " 'I: 5,000 " 12\ \\ II 
Repairs (Fixed) \VJ 

Other fixed expenses - ('I:) V 

Administration expenses al located - ('I:} 

Total Fixed Costs 
Profit 

(1) Calculation of Contribution per Patient day 
Total Contribution - 'I: 1,03,95,000 
Total Pati ent days - 8,000 

I , ,\ If , 

I : \"I I 
LI .. I 

. . 

Contribution per Patient day - 'I: 1,03,95,000 / 8,000 = 'I: 1,299.375 
(2) Brcakevcn Point = Fixed Cost/ Contribution per Patient day 

= o; 48,61,000 / '1:1,299.375 
= 3,741 patient days 

Question 28 

Amount 

30,00,000 
8,80,000 
3,00,000 
6,00,000 
7,50,000 

75,000 

9,00,000 
6,00,000 
9,60,000 
2,40,000 

81,000 
10,80,000 
10,00,000 

Amount 

1,60,00,000 

56,05,000 
1,03,95,000 

48,61,000 
55,34,000 

ABC Health care runs an Intensive Medical Care Unit. For this purpose, it has hired a building at a rent of 'I: 
50,000 per month with the agreement to bear the repairs and maintenance charges also. 
The unit consists of 100 beds and 5 more beds can comfortably be accommodated when the situation 
demands. Though the unit Is open for patients all the 365 days in a year, scrutiny of accounts for the year 2020 
reveals that only for 120 days in the year, the unit had the full capacity of 100 patients per day and for another 
80 days, it had, on an average only 40 beds occupied per day. But, there were occasions when the beds were 
full, extra beds were hired at a charge of 'I: 50 per bed per day. This did not come to more than 5 beds above 
the normal capacity on any one day. The total hire charees for the extra beds incurred for the whole year 
amounted to 'I: 20,000. 
The unit eneaged expert doctors from outside to attend on the patients and the fees were paid on the basis 
of the number of patients attended and time spent by them which on an average worked out to 'I: 30,000 per 
month in the year 2020. 
The permanent staff expenses and other expenses of the unit were as follows: 
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2 Supervisors each at a per month salary of 5,000 

4 Nurses each at a per month salary of 3,000 

Z Ward boys each at:, per month sal:iry of 1,500 

Other Expenses for the year were as under: 

Repairs and Maintenance 28,000 

Food supplied to patients 4,40,000 

Caretaker and Other services for patients 1,25,000 

L:iundry charges for bed linen 1,40,000 

Medicines supplied 2,80,000 

Cost of Oxygen etc. other th:in directly borne for treatment of patients 75,000 

General Administration Charges allocated to the unit 71,000 

Required: 
(i) What ls the profit per patient day made by the unit in the year 2020, if the unit recovered an overall 

amount of~ 200 per day on an average from each patient. 
{i i) The unit wants to work on a budget for the year 2021, but the number of patients requiring medical 

care is a very uncertain factor. Assuming that same revenue and expenses prevail in the year 2021 in 
the first instance, work out the number of patient days required by the unit to break even. 
{PYP 10 Marks, Jan'21) 

Answer 28 
Workings: 
Calculation of number of Patient days .--.. ., n " 

100 Beds x 120 days \, JI 11 \\ 
40 Beds x 80 days \IJ/ II ' Extra beds \,' I I 
Total 

(i) Statement of Profitability 
Particulars 

Income for the year 
(~ 200 per patie nt per day x 15,600 patient days) 
Variable Costs: 

Doctor Fees (~ 30,000 per month x 12) 

Food to Patients (Variable) 

Caretaker Other services to patients (Variable) 

Laundry charges (Variable) 

Medicines (Variable) 

Bed Hire Charges (~ SO x 400 Beds) 

Total Varia ble costs 

Contribution 

Fixed Costs: 

Rent (-: 50,000 per month x 12) 

Supe rvisor (2 persons x ~ 5,000 x 12) 

Nurses (4 persons x ~ 3,000 x 12) 

Wa rd Boys (2 persons x ~ 1500 xl2) 

Repairs (Fixed) 

Cost of Oxygen 

Administration expenses allocated 

Total Fixed Costs 

. ,,. ~ . 

= I I I 12000 

= \ l 1 I I 3,200 

= ; ,~__; 400 

= 1S,600 

Amount(~) Amount(~) 

31,20,000 

3,60,000 

4,40,000 

1,2S,000 

1,40,000 

2,80,000 

20,000 

(13,65,000) 

17,55,000 

6,00,000 

1,20,000 

1,44,000 

36,000 

28,000 

75,000 

71,000 

(10,74,000) 
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I Profit 

Calculation of Contribution and profit per Patient day 

Total Cont ribution = ,: 17,55,000 

Total Patient days = 15,600 days 

Cont rib ution per Pa tien t day = -: 17,55,000 / 15,600 days= " 112.50 

Total Profit = ': 6,81,000 

Total Pa t ient days = 15,600 days 

Profit per Pa tie nt day = -: 6,81,000 / 15,600 days= -: 43.65 

(ii)Breakeven Point= Fixed Cost/ Contribution per Patient day 
= ': 10, 74,000 / ~ 112.50 

= 9,547 patient days 

Costing of Power Houses 

l•iit4iit·l,f¥ _ _ _ 

6,81,000 1 

PREPARE cost statement of Panipat Thermal Power Station showing the cost of electricity generated per kwh, 
from the following data. 

Total units generated 16,50,000 kWh 
(~) 

Operating labour 21,75,000 
Repairs & maintenance 7,25,000 
Lubricants, spares and stores 5,80,000 

Plant supervision 4,35,000 
Administration overheads r, r, n •• rr r, n 29,00,000 
Insu rance Chargc,s \\ II I' \\ J( I I I I I 15,00,000 
Fuel Charges 8,00,000 

7 kWh. of electricity generated per kg. of coal consumed @-:4.75 per kg. Depreciation charges@ 5% on capital 

cost of "3,10,00,000. (RTP May'23 Same concept different figures SM} 

Answer 29 
Tota l units generated 16,50,000 kWh. 

Cost Statement of Pan ipat Therma l Power Station 
Per annum(~) Per kWh. (~) 

Fixed costs: 

Plant supervision 4,35,000 
Administration overheads 29,00,000 
Insu rance Charges 15,00,000 
Depreciation (5% of,: 3,10,00,000 p.a.) 15,50,000 
Total fixed cost : (A) 63,85,000 3.87 
Variablc, costs: 

Operating labour 21,75,000 

Fuel Charges 8,00,000 

Lubricants, spares and stores 5,80,000 
Repairs & maintenance 7,25,000 
Coa I cost ( Refer to working note) 11,19,643 
Total variable cost: (B) 53,99,643 3.27 
Tot"I cost [IA)+ (8)) 1,17,84,643 7.14 

Working Note: 
Coal cost (16,50,000 kWh. + 7 kWh) >< -:4.75 per kg. = -:11,19,643 
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Costing of Education Institutions 

Question 30 

VPS is a public school having 25 buses each plying in different directions for the transport of its school students. 
In view of large number of students av:iiline of the bus service, the buses work two shifts daily both in the 
morning and in the afternoon. The buses are garaged in the school. The workload of the students has been so 
arraneed that In the mornine, the, first trip picks up senior students and the second trip plying an hour later 
picks up junior students. Similarly, in the afternoon, the first trip takes the junior students and an hour later 
the second trip takes the senior students home. 
The distance travelled by each bus, one way is 8 km. The school works 22 days in a month and remains closed 
for vacation in May and June. The bus fee, however, is payable by the students for all the 12 months in a year. 
The details of expenses for a year are as under: 

Driver's salary - payable for all the 12 In months 'I: 12,000 per month per driver 

Cleaner's salary payable for all the 12 months 0: 8,000 per month per cleaner 

License fees, taxes etc. 'I: 8,400 per bus per annum 

Insurance Premium 'I: 15,600 oer bus oer annum 

Repairs and Maintenance 'I: 20,500 per bus per annum 

Purchase price, of the bus 'I: 20,00,000 each 

Life of the bus 16 years 

Scrap value 'I: 1,60,000 

Diesel Cost 0: 78.50 per litre 
Each bus gives an average of 5 km. per litre of diesel. The seating capacity of each bus is 40 students. 
The school follows differential transportation fees based on distance travelled as under: 
Students picked up and dropped within the range of Transportation fee Percentage of students 
distance from the school availlne this facility 

2 km. 25% of Full l 15% 
4 km. 50% of Full 30% 

8 km. Full 55% 
Due to a pandemic, lockdown imposed on schools and the school remained closed from April 2020 to 
December 2020. Drivers and cleaners were paid 75% of their salary during the lockdown period. Repairing cost 
reduced to 75% for the year 2020. 
Ignore the interest cost. 
Required: 
{i) PREPARE a statement showing the expenses of operating a single bus and the fleet of 25 buses for a year. 
{Ii) FIND OUT transportation fee per student per month in respect of: 

(a) Students coming from a distance of upto 2 km. from the school. 
(b)Students coming from a distance of upto 4 km. from the school; and 
(c) Students coming from a distance of upto 8 km. from the school. 

(iii) CALCULATE the minimum bus fare that has to be recovered from the students for the year 2020. 
{RTP May'2l , SM} 

Answer 30 

(I) Statement showing the expenses of oper:iting:, single bus :ind the fleet of 25 buses for a year 

Particulars Per bus per Fleet of 25 
annum buses per annum 

(~) (0:) 
Running costs : (A) 
Diesel (Refer to working note 1) 2,21,056 55,26,400 
Reoairs & maintenance costs: (B) 20,500 5,12,500 
Fixed charges: 
Driver's salary (0: 12,000 x 12 months) 1,44,000 36,00,000 

Chapter 12 Service Costing 12.35 

DS



Cleaners salary 96,000 24,00,000 
(~ 8,000 x 12 months) 
Licence fee, taxes e tc. 8,400 2,10,000 
Insurance 15,600 3,90,000 
D . . (Rs.20,00.000- Rs.l ,60,000) 1,15,000 28,75,000 epreciat,on 

16 years 

Total fixed charges: {C) 3, 79,000 94,75,000 
Total expenses: {A+B+C) 6,20,556 1,55,13,900 

(ii) Average cost per student per month in respect of students coming from a distance of: 
(a) 2 km. from the school (~ 6,20,556 / (236 students x 12 months)} II: 219.12 

(Refer to Working Note 2) 
(b) 4 km. from the school (~ 219.12 x 2) ~ 438.24 
( c) 8 km. from the school (" 219.12 x 4) " 876.48 

(iii) Calculation of minimum bus fare to be recovered from the students during the year 2020: 
Statement showing the expenses of operating a single bus in year 2020 

Particulars Per bus per annum (~) 

Runn ing costs : {A) 

Diesel (Refer to wo rking note 3) 66,316.80 
Repairs & maintenance costs: {B) ("'. 20,500 x 0.75) 15,375 
Fixe d charges: 

Driver's salary {~ 12,000 x 3 months + (75% of"'. 12,000 x 9 months)} 1, 17,000 
Cleaners salary{~ 8,000 x 3 months + {75% of~ 8,000 x 9 months)} 78,000 
Licence fee, taxes e tc. 8,400 

Insu rance ~ 1. // I \ \ / / I ~' I 15,600 

D 
. . (Rs.20,00,000-Rs.1,60,000) eprec1at1on 

16 years ~] 1. 
1,15,000 

Total fixed cha rges: (C) - - 3,34,000 

Total expenses: (A+B+C) 4,15,691.80 

M inimum bus fare to be recovered: 

(a) 2 km. from the school {" 4,15,691.8 / (236 students >< 12 months)} " 146. 78 
(Refer to Working Note 2) 

(b) 4 km . from the school (~ 146.78 x 2) ~ 293.56 
( c) 8 km. from the school {11:146.78 x 4) ~ 587.12 

Working Notes: 

1. C:ilcul:it ion of diesel cost per bus: 

No. of trips made by a bus each day 4 
Distance travelled in one trip both ways (8 km. x 2 trips) 16 km. 
Distance t ravelled per day by a bus (16 km. x 4 shi fts) 64 km. 
Distance t ravelled during a month (64 km. x 22 days) 1,408 km. 
Distance travelled pe r year (1,408 x 10 months) 14,080 km. 
No. of lit res of diesel required per bus per year 2,816 litres 
{14,080 km. + 5 km. ) 
Cost of diesel pe r bus per year (2,816 litres x" 78.50) " 2,21,056 

2. Calculat ion of equivalent number of students per bus: 

Bus capacity of 2 trips {40 students x 2 trips) 80 students 
1/ 4th fare students {15% x 80 students) 12 students 

th 
½ fare students (30% x 80 studen ts x 2) (equivalent to 1/4 fare students) 48 stude nts 

th 
Full fare stude nts (55% x 80 students x 4) (equivalent to 1/4 fare students) 176 students 

Total students equiva lent to '/4th fa re students 236 students 
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3. Calculation of d iesel cost per bus in Ye ar 2020: 
Dist ance t ravelled during a month (64 km. x 22 days) 1,408 km. 

Dist ance t ravelled during the year 2020 (1,408 x 3 months) 4,224 km. 

No. of litres of diesel required per bus per yea r (4,224 km. + 5 km.) 844.8 litres 

Cost of diesel per bus per yea r (844.8 litres >< 't 78.50) 't 66,316.80 

Costing of Financial Institutions 

STI is majorly providing education loan In its loan department. For th<! month of August, salary paid to the 
educ:,tlon loan processors Is 't 21,60,000. W.r.t . overhead cost, 30% is applic:,ble to the processing of 
education loan out of the total overhead cost of loan department. 
The total overhead cost for the month of August is 0: 16,40,000 which includes payment of 0: 11,000 w .r.t . legal 
advice relating to one of the education loan processing. 
The education loan applications processed during this month are S00. You are required to COMPUTE the cost 
of processing per education loan application. (MTP 2 Marks Dec'24} 

Answer 31 
Statement showing computat ion of the cost of processing an education loan application 

Particulars (0:) 
Sa lary paid to t he education loan processors 21,60,000 
Lega l advice cost relating to education loan 11,000 

Overhead cost (30% of (": 16,40,000 - '{ 11,000)] 
" r, ,..., ~ ' 4,88,700 

Total processing cost per mont h 11 \\ / / I 26,59,700 

No. of applica tions processed pe r month I \' I/ I 500 

Total processine cost per education loan appllc;stion _J V L 5,319.40 

Question 32 

WEPL Bank is having a branch which is engaged in processing of 'Vehicle Loan' and 'Education loan' 
applications in addition to other services to customers. 30% of the overhead costs for the branch are estimated 
to be applicable, to the procc,ssing of 'Vehicle loan' applications and 'Education Loan' applications c,aoh. 
Branch is having four employees at a monthly salary of '{ 50,000 each, exclusively for processing of Vehicle 
loan applications :,nd two employees at " monthly salary of ,,: 70,000 each, C!Xclusively for processing of 
Education loan applications. 
In ;sddltion to above,, following expcnsc, are Incurred by the, Branch: 
• Branch Manager who supervises all the activities of branch, is paid at'{ 90,000 per month . 

• leeal charges, Printing & statlonc,ry and Advertising Expenses arc incurred at 't S0,000, ~ 12,000 and ,,: 
18,000 respectively for a month. 

• Other expenses are'{ 10,000 per month . 
You are required to: 
(i) Compute the cost of processing a Vehicle loan application on the assumption that 496 Vehicle 

loan applications are processc,d each month . 
(ii) Find out the number of Education loan Applications processed, if the total processing cost per 

Education Loan Applic;stion Is same, as In the, Vc,hiolc Loan Application ;ss computed in (i) above. 
(PYP 5 Marks, Nov'22} 

Answer 32 
Particulars Vehicle loan Education loan Total (>::) 

Applications (0:) Application (>::) 
Employee Cost 2,00,000(S: 50,000 x4) 1,40,000('{ 70,000 X 2) 3,40,000 

Apportionment of Branen ma nager's salary 27,000 27,000 54,000 
Legal charges, Print ing & stationery, and 18,000 18,000 36,000 
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Advertising expenses 
Other expenses 3,000 
Tota l cost 2,48,000 

(i) Computation of cost of processing a vehicle loan ;ippllcation: 

Total Cost+ No. of applications 
"- 2,48,000 + 496 = "- 500 

(ii) Computation of no. of Education loan Processed 

Total Cost= No. of applicat ions x Processing cost pe r application 
~ 1,88,000 = No. of applications x ~ 500 
No. of education loan applications= "-1,88,000 + "-500 = 376 applica tions 

3,000 6,000 
1,88,000 4,36,000 

Exam Insights: This is a Numerical question on service costing consisting ef two parts. First part requires 
the calculation of cost of processing a vehicle loan applfcation while second part required calculation of 
number of educational loan applications that can be processed. Most of the examinees correctly calculated 
first part but unable to calculate the second part. Overall performance of the examinees was average. 

Costing ln Insurance Companies 

Question 33 G LDR 

Secure lifeline ltd. operates in life insurance business. It launched a new insurance policy 'Total secure'. The 
comp11ny has Incurred the followine expenditures durine the last year for the policy: 

Cost of marketing of the policy 
Sales support expenses 
Policy Issuance cost \\ Jf I \\. // I 
Claims managemc,nt cost \\ /( I : \\ ff I 
Policy development cost \/ 
Postage and logistics 
Facilities cost 
Polley servicing cost 
Employees cost 
IT cost 
Office administration cost 

Number of policies sold• 844. 
Total insured value of policies • ~ 1,640 crore. 
Required: 

. 
I \/ I . 

'--i r-f,~' r I 
I I ,....._, 11 
I I - J ! l' 

~ 

74,58,000 
18,89,250 
16,S9,735 

2,07,240 
18,56,250 
16,91,250 
25,14,600 
58,09,155 

9,24,000 
1,22,62,800 

26,73,660 

(i) CALCULATE total cost for Professionals Protection Plus' policy segregating the costs into four main 
activities namely (a) Marketing and Sales support, (b) Operations, (c) IT and (d) Support functions. 

(ii) CALCULATE cost per policy. 
(iii) CALCULATE cost per rupee of insured value. (MTP 5 Marks, Mor123, SM, RTP Nov'1B, PYP 5 MorksJu/'21} 

Answer 33 
(i) Calculation of total cost for 'Professionals Protection Plus' policy 

Particulars Amount(~) Amount(~) 

1. Marketine and Sales suoport: 

• Policy deve lopment cost 18,56,250 
- Cost of marketing 74,58,000 
- Sales support expenses 18,89,250 1,12,03,500 

2. Operations: 

• Policy issuance cost 16,59,735 
- Policy servi cing cost 58,09,155 
- Claims management cost 2,07,240 76,76,130 

3. IT Cost 1,22,62,800 
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4. Support functions 
- Postage and logistics 16,91,250 
- Facilities cost 25,14,600 
- Employees cost 9,24,000 
• Office administration cost 26,73,660 78,03,510 
Total Cost 3,89,45,940 

Exam Insights: This practical problem was based on service costing which required examinees to 
segregate costs of Insurance policy under four main activities and to calculate cost per policy, Most of the 
examinees could not segregate the costs correctly. Performance of the examinees w;,s below average. 

( .. ) C I I . f C 1. To ta l Cost 3.89,4S,940 R 46 144 48 11 a cu at, on o ost per po ,cy N b f 
1
. . = 

844 
= s. , • um er o po 1e1es 

(iii) 
. Total Cost 3,89,45,940 

Cost per rupee of insured value T 
11 

d 
1 

= 
6 0 

= Rs. 0.0024 
ota nsure v:i ue l, 4 crore 

Multiple Choice Questions (MCQ) 

Costing of Transport Services 

1. The cost of diesel and lubricant is an example of: {SM} 
(a) Operat ing cost 
(b) Fixed charges 
(c) Semi -variable cost 
( d) None of the above 

Ans: (a) 

2. Absolute Tonnc,•km. is an example of: {SM} 
(a ) Composite units in power sector 
(b) Composite unit of transport sector 
(c) Composite unit for bus operation 
(d) Composite unit for oil and natural gas 

Ans: (b) 

3. A truck carrying 10 tons of goods ovc,r 200 kllomc,tres por d:,y for 26 days In a month. The, ton kms 
applicable is - (MTP 2 Marks July'24} 
(a) 52,000 
(b) 20,000 
(c) 5200 
(d) 260 

Ans:(:,) 

4 . Find out the most appropriate unit cost from the following information of ZMD Transport Services ltd. 
dc,alin,: In goods carriage: (MTP 2 Marks, Apr'24} 
Total cost = ~ 5,2S,000 
Kms. Travelled = 8, 75,000 
Tonnes carries = 4,000 
No. of Drive rs = 25 
No. of trucks = 20 
Tonnes Km carried = 6,55,000 

(a) ~0.6 
(b) q: 0.8 
( c) ~ 21,000 
(d) 131.25 

Ans (b) 
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Costing of Toll Roads 

5. In Toll Road cost, the repetitive costs includes: {SM} 
(a) Maintenance cost 
(b) Annual operating costs 
(c) None of the above 
(d) Both (a) and (b) 

Ans: (a) 

6. Depreciation is treated as fixed cost if it is related to: {SM} 
(a) Activity level 
(b) Related with machine hours 

(c) Efflux of time 

( d) None of the above 
Ans: (c) 

7. BOT :,pproach means: (SM) 
(a) Build, Operate and Transfer 
(b) Buy, Operate and Transfer 
(c) Build, Operate and Trash 
(d) Build, Own and Trash 

Ans: (a) 

Costing of Hotel & Lodges 

8. A hotel has 200 rooms (120 Deluxe rooms and 80 Premium rooms). The normal occupancy in summer is 
80% and winter 60%. The period of summer and winter is taken as 8 months and 4 months respectively. 
Assume 30 days In each month. Room rent of Premium room will be double of Deluxe room. Hotel is 
expecting a profit of 20% on total revenu~, total cost for the year is 2,66,11,200. Calculate the room rent 
to be charged for Premium room. (RTP Sep'24} 

(a) ~ 450 per room day 
(b) ~ 900 per room day 
(c) ~ 380 per room day 
( d) ~ 760 per room day 

Ans: (b) 

Costing of Hospitals 

9. Composite cost unit for a hospital is: (SM} 
(a ) Per patie nt 
(b) Per patient-day 
(c) Per day 
(d) Per bed 

Ans: (b) 

Costing of Education Institutions 

10. Which of the following costing method is not appropriate for costing of educational institutes: (SM} 
(a ) Batch Costing 
(b) Activity Based Costing 
(c) Absorption Costing 
(d) Process Costing 

Ans: (d) 

Costing In Insurance Companies 

11.ALC Ltd. is a insurance company. It launched a new term insurance policy Names as Protection Plus. The 
total cost for the policy during the, ye:ir Is ~ 1,60,00,000. Total number of policies sold is 410 and tot:,l 
insured value of policies is 'l!; 920 crore. 
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What is the cost per rupee of insured value? (RTP Sep'24} 
(a) 0: 0.0017 
(b) o: 0.18 
(c) 0: 575 
(d) ,,: 2.24 

Ans: (:1) 

12.Pre-product development activities in insurance companies, include: (SM} 
(a ) Processing of Claim 
(b) Selling of policy 
(c) Provision of conditions 
(d) Policy application processing 

Ans: (c) 

13.Parth Ltd. operates in insurance business. Previous Vear, the company launched a new term insurance 

policy c:illod 'Max Jiv:in' and incurred the following expenditure throughout the year: 

Particulars I Amount(~) 
Claim management cost 52,82,000 

Facilities cost 6,49,82,500 
Employees cost 2,25,18,000 
Cost of marketing of the policy 19,30,71,000 
Policy development cost 4,86,50,000 
Policy issuance cost 4,10,05,000 
Policy servicing cost 13,40,65,500 
Sales support expenses 4,44,80,000 
Office administration cost 6,67,20,000 
I.T. Cost \\ ' 30,71,90,000 
Postage and logistics 4,50,36,000 

You are required to ASCERTAIN the cost of the policy 'Max Jivan' segregated Into four main activities 
namely (a) Marketing and Sales support (b) Operations (c) I.T. Cost and {d) Support functions. 

(MTP 2 Marks Nov'24} 
(a ) Marketing and Sales support- 0: 23,75,51,000, Operations - 0: 22,90,02,500, I.T. Cost

,,: 30,71,90,000 and Support functions- 'i: 19,92,56,500 
(b) Marketing and Sales support- 0: 28,62,01,000, Operations- 0: 22,53,88,500, I.T. Cost

,,: 30,71,90,000 and Support functions- 'i: 15,42,20,500 
(c) Marketing and Sales support- 0: 28,62,01,000, Operations- 0: 18,03,52,500, I.T. Cost

,,: 30,71,90,000 and Support functions- 0: 19,92,56,500 
(d) Marketing and Sales support- 'i: 24,17,21,000 Operations- " 22,48,32,500, I.T. Cost-

,,: 30,71,90,000 and Support fu nctions- 0: 19,92,56,500 
Ans: (c) 

Costing of Power Houses 

14.Cost units used in power sector is: (SM} 
(a) Kilo meter (K.M) 
(b) Kilowatt-hour {kWh) 
(c) Number of electric points 
(d) Number of hou rs 

Ans: (bl 

Costing of IT & ITES 

15.Jobs undertaken by IT & ITES organizations are considered as: 

(a ) Project 
(b) Batch work 
(c) Contract 
(d) All the above 

Ans: (a) 
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CONCEPTS OF THIS CHAPTER 

• Meaning of standard cost and variances. 

• Difference between controllable and uncont rollable variances. 

• Analyse and compute variances for material, labour, and overheads. 

LOR Questions 

Q7 Q10 
Ql4 Q20 

Q25 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Total Cost Variance . ' 
' 

Material Cost Variance Labour Cost Variance Overhead Cost Variance 

II II ' 

Price Idle Time 
variau,e Fixed Overhead 

Usace Rate Ellidency Overheads Variance 
Variance Varianc.e Variance Variance Variance Variance 

E,cpendilure Volume 

- Mix Variance 
Mix Expenditure Variance Variance ,.. - Variance Variance 

Yield Yield Efficiency 
,.. Effidency 

Variance 
- Variance - Variance - Variance 

Capacity ,.. Variance 

Calendar - Variance 

Variance Analysis 

Material Cost Variance --··-----·- ·---··- --·--··-----··--·---··---··-----··-----··--·--·-·· .. ____ _ 
(Standard Cost -Actual Cost) 

(The difference between the Standard Material Cost of the actual production volume and the Actual Cost of Material) 
[(SQ x SP) - (AQ x AP)) 

- ·-·····--··-··-··-···-···-··-··--··-··-··-···-··- ··-·--·-··-·-····-·-·-··-··- ···-·-··-.-- ··-··-··-···-··-··-··-···-··- ··-·--··-··-··-····-··-··-··-·-····-·-··-·--·-··-··-···-··-
Mater ial Price Var iance ! Material Usage Var iance - ·-···-····-··-··- ·- ········ ... ··-··-····-·· ..... ··-··- ··- ··-············-·- ···-·-··-··- ·-····- ·· ... •- l--·•··- ··-··--·---··-·· ..... ··-···-••....-•·-··- ···-·· ... -•- ··- ··· .. ··-··-·-····-·- ············-··- ··-···-··-

(Standard Cost of Actual Quantity-Actual Cost] ! (Standard Cost of Standard Quantity for Actual 

(The difference between the Standard Price and ! Production - Standard Cost of Actual Quantity[ 
Actual Price for the Actual Quantity Purchased) ! {The difference between the Standard Quantity 

({SP - AP) x AQJ I specified for actual production and the Actual 
Or i Quantity used, at Standard Price) 

((SPX AQ) - (AP X AQ)J I ((SQ - AQ) X SP] 
i Or 
! [(SQ X SP) - {AQ X SP)] 

--·- ··- ·-···-·- ··-··--····-·-··-···-··-··-··-··-··-··-···-··-··-·-···---··-··-·······..1-.. ·-·-··-·-··-··---···-··-···-··-··-·-·-···-··-···-···-·- ··- ·- ··-··-··-··- ··-···-··-
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~ 
-·-·--·---·-·-·-··-·--··--·-··--·-----·-·-··r·-·-·-·--·---·--··-·-·-·-----·--··-·--·-··- ··-

Materia l Mix Variance I Materia l Yield Variance 
- ·-·······- ··-··- ··- ·- ··- ··-···- ··-·······- ·- ··- ··-··- ··- ··- ·- ··-·- ··-···-··- ··- ·- ··-r···- ·- ··- ··- ··-··- ··- ··-··- ··-··- ··- ··- ·- ···-·-···-··-··---··-··- ··- ··-··- ··-···-··-1 s t anda rd Cos t of Actua l Quantity in Sta ndard i (St anda rd Cost o f Stand ard Qua ntity fo r Actual 

Proportion - Standard Cos t of Actua l Quantity] i Production - Standard Cost of Actual Quantity in 
(The diffe re nce between the Actual Quantity in I Standa rd Pro portion] 

I 
st andard proportio n and Actual Quantity in actua l i (The difference between the Standard Quantity 

pro portion, at Standard Price) ! specified fo r actua l producti on a nd Actua l Quantity in 
((RSQ -AQ) >< SP] I standa rd p roportion, at Standard Pu rchase Price) 

Or ! ((SQ - RSQ) >< SP] 
(( RSQ" SP}- (AQ x SP)] 

1

1 Or 
((SQ x SP} - (RSQ >< SP)] 

labour Cost Variance, 
- ·-·······-··-··- ·-···-··- ··-···-·- ··- ··-···-··- ··-··-··- ··- ·- ··- ··- ··-··- ·-···- ·- ··- ··-··-··- ··- ··---··-··-···-··- ·- ···-·- ··-··-·······-·- ··- ··-··-··- ··-···-··- ··- ·-···-··- · 

(Standard Cost - Actual Cost) 
(The diffc,rcncc between the St:,nd:,rd labour Cost a>nd the Actu:,I l :,bour Cost incurrc,d for the production 

achieved} 

-··-··-···-··-··-·-···-·-··-··-··-··-··-···-··-··-··-·-···-··r··-··-·.J·!~':l-~-~-~) . .:::J~-f:!~.:'..~~1L .. _ .. _ .. _r_··-·-···-·-··-··-·······-··-···-··-··-··-··-··-··-··-··-·· 
l :,bour Rate Varia>nce j l :,bour Idle Time Varia>nce i labour Efficiency Variance 

- ·- ····-·-··-··- ·- ··- ·- ··- ···-··-··---···-··-··-··--·- ··- ·T"··-··-··- ··-·-·····-·-··-··- ··-···-·- ··- ·--··-··- ··-···-r- ··- ·- ··- ··- ··-··-·-·····-··-··- ··- ··-··- ·-···-··- ··-······· 
(Standard Cost of Actua l Quantity - I (Stan da rd Ra te pe r Hour x Actua l i (Sta ndard Cost o f Standard Time fo r 

Actua l Cost] i Idle Hou rs) (The d ifference I Actual Pro d uct ion - Standard Cost 

(The d iffe rence between the l be tween t he Actua l Hours paid I o f Actua l Tim e) 
Standard Rate pe r Ho ur and Actua l ! a nd Actua l Hours worked at i (The d ifference between the 

Rate pe r Hou r for Actual Hou rs Paid} I Standard Rate) ! Standard Hou rs specified for actua l 

((SR - AR} x AH*] Or 1• ((AH* - AH") x SR] Or i prod uctio n a nd Actua l Hours 
((SR x AH) - (AR x AH*)I 

1 
[(AH* x SR) - (AH' x SR}] I worked at Standard Rate ) 

I i ((SH - AH"} >< SR) Or 
i i [(SH>< SR)- (AH">< SR}] 

- ·- ··- ·-·- ·- ··-···- ·- ·- ·--··---···-·- ··-··- ·- ··- ·-··-··- ·- ··-·- ···..-·-·- ··- ·-·- ··- ·-··- ·--··- ·-·l- ._-·_··- ··- ·-·- ·- ·- ··- ·- ··-··- ·-··- -- ··-·-- · 
labour Mix Variance Or Gang Variance ! labour Yield Variance Or Sub-Efficiency Variance 

- ·-·······-··-··- ··- ·- ···-··- ··- ·- ··- ··- ··-··- ··-···-··- ··-··-···-··- ··-··- ·- ··~-- -·-··-··- ··-···- ··-··- ··- ··-··- ··-··- ··-··- ··-··- ··-···- ··- ·- ··- ·-··- ··- ··- ·- ··- ··-··-··- ··· 
(St a ndard Cost o f Actua l Time Worked in ! (Sta ndard Cost of Standarel Time for Actua l Pro d uction -

I 
Standard Proportion - Standard Cost of Actual i Standard Cos t of Actual Ti me Worked in Standard 

Tim e Worked] i Proportion ) 
I 

( e diffe re nce between the Actual Hours worked i (The difference be tween t he Sta nda rd Hours specified for 
' in standard proportion a nd Actua l Hours worked ! actua l pro ductio n and Actua l Hours worked in stand a rd 
' In actual p roportion, at Standard Rate} j p roportion, at Stand a rd Rate) 

((RSH - AH'} x SR] Or ! (SH - RSH) >< SR Or 
((RSH X SR) - (AH")( SR)] I (SH>< SR} - (RSH X SR) 

Variable Overhead Cost Variance 

(Standard Va>riable Overheads for Production - Actual Va,riable Overhea>ds) 
-··-·---·- ··-··- ·- ··- ·- ··- ··- ·-··- --- ·- ·------···---·-··-··- ·- ·-··-···-·- --- ·- ··-r--··- ··- --- ---··- ---·---··- ··-··- ··- ··-·--··- ---···-··- ··-···- ---··- ··- ·- ··- --- ·- ··- ·· 
_ _Y.!!°ia~!.!. O~~!~_!~d E!.'pe nd!tur!..!.~!.':!.~in_; _!._y a ri~.!!_~! .. -4-. _______ Y, aria ble <?!.!!:h':~.~-~fficie~.Y.. V :!.".!.~!'~':... _ ___ ___ _ 

(Standa rd Va ria ble Overheads for Actua l Hours/I) i (Standard Va riable Ove rheads for Production) 

l ess (Actua l Variable Overhead s} j l ess (St anda rd Variable Overheads for Actual Hours/I} 
((SR - AR} x AH") Or i ((SH - AH"} x SR] Or 

((SR>< AH"} - (AR >< AH"}) ! ((SH x SR) - (AH">< SR}) 

Fixed Overhead Cost Variance 
-·-··---·-··--·-·-·-·-··-··-·-·- ··---·-··-··-··- ·--·-·--·-·-·-··-·-··-·-·-·- ··-··- ·--·-··--·- ··- ·- ··-·-··-·-·-··-··-·-·-··-··-··-··-·-

(Absorbed Fixed Overheads) l ess {Actual Fixed Overhea>ds) 
- ·-·····-·-··-··-··- ··-·- ··- ·--··-··- ··-···-··- ··-··--··-··- ·-···-··-··-··-·-···-·- ··-··r ···---····-·- ··-··-···-··---··-··- ···-·- ··-··-··- ··- ·-···-··-··-····-·-··-··-··- ··-·- ··-· 

Fixed Overhead Expenditure Variance ! Fixed Overhead Volume Variance 
-··- ·······- ··-··- ·-··- ··- ··- ··- ·- ·······-··- ··---···-··- ··-··- ···- ·- ··-··- ··-···- ·- ··- ·+-··---·······- ··-··-···- ··- ··-··- ·- ···-··- ··-··- ··- ··- ·- ···-··-··- ·······- ··-··-··- ···- ·- ··-· 

(Budgeted Fixed Overheads} l ess ! (Absorbed Fixed Overheads) Less 
' (Actual Fixed Ove rhead s} Or i (Budgeted Fixed Overheads} Or 

(BH x SR}- (AH x AR} ! (SH x SR}- (BH >< SR) 
- ·-···-··-··-··-·- ··- ·-··-····-·-··-··-··-··-···-··-·······.,,..·-··-·-·-···-··-··-··-··--i... .. - .. - ... - .. -._·_··-···--·-·-...... -·-··-··- ··-···~·--··-··--··-··-·-···-··-·-··-··-·--- ·~-

Fixed Overhead Capacity Variance ! Fixed Overhead Calendar Variance i Fixed Overhead Efficiency Variance --··-··--·---·--···-·-·-·--·-·-··-·-·--t-·-·-·-·-·-·-··-··----·-·-·-·-·-·-·-r·-·-··---··-··-·-·-·-·-·· .... _. ______ _ 
SR {AH - BH) Or j Std. Fixed Ove rhead ra te pe r day ! SR (AH - SH) Or 

(AH" SR} - (BH "SR) I (Actual no . of Working d ays - ! (AH x SR) - (SH " SR} 
I I ! Budge ted Working days) i 

AH * · Actual Hours paid 
AH• - Actual Hours workc,d 
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Question 1 

Define the following terms: 

(i) Controllable Variance 

Questions & Answers 

Theory Questions 

(ii) Uncontrollable Variance {PYP 2 Marks Sap'Z4, MTP 5 Marks, Mar 'Zl} 

Answer 1 
(i) Controllable variances: Controllable variances are those which can be controlled under the normal 

operati ng conditions if a responsibility centre takes preventive measures and acts prudently. 
Responsibility centres are answerable for al l adverse variances which could have been controlled. 

(ii) Uncontrollable variances: Uncontrollable va riances are those wh ichoccurs due to cond itions which are 
beyond the control of a responsibility centre and cannot be controlled even though all preventive 
measures are in place. 

Question 2 

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

(MTP 4 Marks Dec'Z4} 

Answer 2 

The crux of standard costing lies in variance analysis. Standard costing is the technique whereby standard 
costs are predetermined and subsequently compared with the recorded actual costs . it is a t echnique of cost 
ascertainme nt and cost control. it establishes predete rmined estimates of the cost of products and services 
based on management' s standards of efficient operation. it th us lays emphasis on "what the cost should 
be". These should be costs are when compared with the actual costs. The difference between standard 
cost and actual cost of actua l output is defined as the variance. 
The variance in other words in the difference bet ween t he actual performance and the standard performance. 
The ca lculations of variances are simple. A variance may be favourable or unfavourable. If the actual cost 
is less than the standard cost, the variance is favourable but if the actual cost is more than the standard cost, 
the variance will be unfavourable. They are easily exp ressible and do not provide detailed analysis to enable 
management of exercise control over them. It is not enough to know the figures of these variances from month 
to month. We In fact are required to trace their origin and causes of occurrence for taking necessary 
remedial steps to reduce/ el iminate them. 
A detailed probe into the variance particula rly the contro llable variances helps t he ma nagement to 
ascertain: 
(i) the amount of variance 
{ii) the factors o r causes of their occurrence 
(iii) the responsibility to be laid on executives and departments and 
{iv) corrective actions which should be taken to obviate or reduce the variances. 
Mere ca lculation and analysis of variances is of no use. The success of variance analysis depends upon how 
quickly and effectively the corrective actions can be taken on the analysed variances. In fact variance gives 
information. The manager needs to act on the information provided for taking corrective action. Information 
is the means and action taken on it is the end. In other words, the calculation of variances in sta ndard 
costing is not an end in itself, but a means to an end. 

Question 3 

Discuss briefly some of the criticism which may be levelled against the Standard Costing System. 

{PYP 5 Marks, May'ZZ} 

Answer 3 
Criticism of Standard Costing 
{ii Variation in price: One of the ch ief problem faced in the operation of the standard costing system is the 

precise estimation of like ly prices o r rate to be paid. The variabil ity of prices is so great that even actual 
prices are not necessarily adequately representative of cost. But the use of sophisticated forecasting 
tech niques should be able to cover the price fluctuat ion to some extent. Besides th is, the system 
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provides for isolating uncontroll able variances arising from va riations to be dea lt with separately. 

{ii) Varying levels of output: If the standard level of output set for pre -determination of standard costs is 
not achieved, the standard costs are said to be not rea lised. However, the statement that the capacity 
utilisation cannot be precisely estimated for absorption of overheads may be true only in some industries 
of jobbing type. In vast majority of industries, use of forecasting tech niques, market research, etc., he lp 
to estimate the output with reasonable accuracy and thus the variation is unlikely to be ve ry large. Prime 
cost will not be affected by such variation and, moreover, variance analysis helps to measure the effects 
of idle time. 

{iii) Changing standard of technology: In case of indust ries that have frequent technological changes 
affecting the conditions of production, standard costing may not be suitab le. This criticism does not 
affect the system of standard costing. Cost reduction and cost control is a cardinal feature of standard 
costing because standards once set do not always remain stable. They have to be revised. 

{iv) Attitude of technical people: Technical people are accustomed to think of standards as physical 
standards and, therefore, they will be misled by standard costs. Since technical people can be educated 
to adopt themselves to the system through orientation courses, it is not an insurmountable difficulty. 

{v) Mix of products: Standard costing presupposes a pre-determined combinatio n of products both in 
variety and quant ity. The mixtu re of materials used to manufacture the products may vary in the long 
run but since standard costs are set normal ly for a short period, such changes can be taken care of by 
revision of standards. 

{vi) Level of Performance: Standards may be either too strict or too libera l because they may be based on 
(a) theoretical maximum efficiency, (b) attainable good performance or (c) average past pe rformance. 
To overcome this difficu lty, the management should give thought to the selection of a suitable type of 
standard. The type of standard most e ffective in the control of costs Is one which re presents an 
attainable level of good performance. 

(vii) Standard costs cannot possibly reflect the true value in exchani:e: If previous historica l costs are 
amended roughly to arrive at estimates for ad hoc purposes, they are not sta ndard costs in the strict 
sense of the term and hence they cannot also reflect true value in exchange. In arriving at standard cos ts, 
however, the e conomic and technical factors, internal and external, are brought together and analysed 
to arrive at quantities and prices wh ich reflect optimum operations. The resu lting costs, therefore, 
become rea listic measures of the sacrifices involved. 

{viii) Fixation of standards may be costly: It may require high orde r of skill and competency. Small concerns, 
therefore, feel difficu lty in the operation of such system. 

Exam lnsight.s: This theory question was based on criticism against standard costing system. Majority 
other examinees had not answered it on the correct line. Performance of the examinees was poor. 

Practical Questions 

Material Variances 

Question 4 

Y Ud m:inufaetures "Product M" which requires three types of raw materials • "A", "B" & "C". Followine 
information related to 1st quarter of the F.Y. 2022-23 has been collected from its books of accounts. The 
standard material input required for 1,000 ke of finished product 'M' are as under: 

Material Quantity (Kc.) Std. Rate par Kg. (~) 
A 500 25 
B 350 45 
C 250 55 

1100 
Standard Loss 100 
Standard Output 1000 

During the period, the company produced 20,000 kg of product "M" for which the actual quantity of 
materials consumed and purchase prices are as under: 

Material Quantity (Ke.) Purchase price per Kg. (":) 

A 11,000 23 
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B 

C 

You are required to calculate: 
(I) Material Cost Variance 

7,500 

1 
4,500 

{ii) Material Price Variance for each raw material and Product 'M' 
(Iii) Materi:,I Usage Vari:,nce for each r:,w material and Product 'M' 
(iv) Material Yield Variance 
Note: Indicate the nature of variance i.e. Favorable or Adverse. (PYP 10 Marks, Nov'22) 
Answer 4 
B:1sic C:1 lcuh,tions: 

Standard for 20,000 kg. Actual fo r 20,000 kg. 

Qty. Rate Amount Qty. Rate 

Kg. l"l l"l Kg. l"l 
A 10,000 25 2,50,000 11,000 23 

B 7,000 45 3,15,000 7,500 48 

C 5,000 55 2,75,000 4,500 60 
Total 22,000 8,40,000 23,000 

Calculation of Variances: 
( i) Materia l Cost Variance = Std. Cost for actual output- Actual cost 

MCV=8,40,000 - 8,83,000 = " 43,000(A) 

(ii) Mate rial Price Variance = (SP- AP) X AQ 

A= (25 • 23) X 11,000 = 22,000 (F) 

8 = (45 - 48) x 7,500 = 22,500 (A) 

C = {55 - 60) x 4,500 ,, 
// 11 \\ ) = 22,500 {Al 

\\// I \\Ii = 23,000 {Al 
(iii) Materia l Usages Va riance \I I \/ = (SQ-AQ) X SP 

A = (10,000 - 11,000) x 25 = 25,000 (A) 
8 = {7,000 - 7,500) x 45 = 22,500 (A) 
C = (5,000 - 4,500) X 55 = 27,s oo {Fl 

= 20,000 {Al 
(iv) Mate ria l Yield Variance = {SQ- RSQ*) x SP 

A = (10,000 - 10,454.54) x 25 = l l,363.5(A) 
8 = {7,000 - 7,318.18) x 45 = 14,318. l (A) 

C = (5,000 - 5,227.27) x 55 = 12,SOO(A} 

= 38,181. 6(Al 
*Revised Standard Quantity (RSQ) 

A = !o.ooo X 23 000 
22,000 ' 

= 10,454.54 

B = ?,ooo X 23 000 
22.000 ' 

= 7,318.18 

s.ooo 
C = 22_000 X 23,000 = 5,227.17 

Material Yield Variance can also be Calcul ated as below 
Material yield variance= Standard cost per unit (Actual yield - Standard yield) 

d d 
Rs.8.40,000 

Stan ar Cost per unit = 20_000 = Rs . 42 

New Standard Yie ld = : ;:~~~ X 23,000 = 20,909 
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Material yield variance= 0:: 42 (20,000 - 20,909)= = 0:: 38,178 (A) 

Exam Insights: This Numerical question tested the basic knowledge of examinees on the topic of standard 
costing. The examinees were req ui red to calculate various material cost variances for raw materials A, B & 
C and also for Fi nished Product M. Most of the examinees calculated ma terfal cost and price variances 

correctly. Several examinees were unable to calculate material yield variance. Overall performance of the 
examinees was above average. 

Question 5 

Following d:ita is extracted from the books of XYZ Ltd. for the month of January, 2020: 
{i) Estimation• 

Particulars Quantity (kg.) 
Material-A 800 

Material·B 600 

Normal loss was expected to be 10% of total input materials. 
{ii) Actuals- 1480 kg of output produced. 

Price (,::) 
? 

30.00 

Amount {,::) 

-
18,000 

.. 

Particulars Quantity (kg.) Price {I!;) Amount ('t) 
Material-A 
Material-B 

(iii) Other Information-
Material Cost Vari:ince 
Material Price Variance 

You are required to CALCULATE: 
(i) Standard Price of Materlal•A; 
(ii) Actual Quantity of Material-B; 
(iii) Actual Price of Material-A; 

900 ? 
? 32.50 

= 'i: 3,625 (Fl 
=,:: 175 (Fl 

(iv) Revised standard quantity of Material-A and Material•B; and 
(v) Material Mix Variance; (MTP 10 Marks, Oct'20 & Ma,'23, SM) 

Answer 5 
(i) Material Cost Variance (A+ Bl = {(SQ X SP) - (AQ X AP)} 

0:: 3,625 = (SQ x SP) - 0:: 59,825 
(SQ x SP) = 0:: 63,450 
(SQA x SPA)+ (SQ5 x SP8) = 0:: 63,450 
(940 kg x SPA) + (705 kg x ,:: 30) = 0:: 63,450 
(940 kg x SPA)+ 0:: 21,150 = 0:: 63,450 
(940 kg x SPA) = 0:: 42,300 
.JrA = ,:: 42,300 / 940kg 
Standard Price of Material-A = 'I: 45 

Working Note: 
SQ i.e. quantity of inouts to be used to produce actual output 

= l .490 kg = 1 645k 
90'/4 ' g ., 

;:, <./.A - SOOKs 645 k - 940k - (800+600) X l, g. - g 

SQs _ 600kg _ 
- (800+600) X 1,645 kg. - 705kg 

{ii) Material Price Variance (A + B) = {(AO X SP) - (AO X AP)} 
,:: 175 = (AO x SP) - 'I: 59,825 
(AQx SP) = 0:: 60,000 
(AQA x SPA)+ (AQ5 x SP5) = 'I: 60,000 
(900 kg x 0:: 45 (from (i ) above)] + (AQ5 X '1:30) = 'I: 60,000 
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~ 40,500 + (AQs x ~ 30) = ~ 60,000 
(AQs x ~ 30) = ~ 19,500 
AQ5 = 19,500 / 30 = 650 kg 
Actual Quantity of Materia l B = 650 kg 

(iii) (AQ X AP) = ~ 59,825 
(AQA x APA)+ (AQ 6 x Af'a) = 'I: 59,825 
(900 kg x APA) + (650 kg (from (ii) above) x ~ 32.5) = 'I: 59,825 
(900 ko x APA)+ II: 21, 125 = II: 59,825 
(900 kg x APA) = 'I: 38,700 
APA = 38,700 / 900 = 43 
Actual Price of Material-A = 'I: 43 

(iv) Total Actual Quantity of Material-A and Material-B 
: AQA + AQs = 900 kg + 650 kg (from (ii) above) 

= 1,550 kg 
Now, 

Revised SQA = 800kg /800+600 X 1,550kg. = 886kg. 
Revised SQs = 600kg/(800+600)X 1,550kg. = 664kg. 

(v) Material Mix Variance (A+ B) = ((RSQ X SP) - (AQ X SP)} 
= {(RSQA x SPA)+ (RSQB x SPB) - 60,000} 
= (886 kg (from (iv) above) x ~ 45 (from (1) above))+ (664 kg (from (Iv) above) x ~ 30) - ~ 60,000 
= (39,870 + 19,920) - 60,000 = ~ 210 (A) 

Question 6 

WEPL operates in coal mining through open east mining method. Explosives and detonators are used for 
excavation of coal from the mines. The following arc the dctails of standard quantity of explosives materials 
used for mining: 

Particulars Rate(~) Standard Qty.for Iron ore Standard Qty. forOverburden (OB) 
SME 40.00 per kg. 2.4 kg per tonne 1.9 kg per cubic-meter 
Detonators 20.00 per piece, 2 pes per tonne 2 pes per cubic• mc,tar 

The standard stripping ratio is 3:1 (means 3 cubic- meter of overburdc,n soil to be removed to get one tonne 
of coal). 
During the month of December 2023, the company produces 20,000 tonnes of coal and 581000 cubic- meter 
of OB. The quantity of explosive materials used and paid for the month is as below: 

Material Quantity Amount(~) 
SME 1,67,200 !\g. 63,53,600 
Detonators 1,18,400 pes 24,27,200 

Explosive suppliers arc paid for the explosive materials on the basis of performance of the explosives which 
is termed as powder factor. One of the suppliers has presented their bill for explosive supplied for the month 
of December 2023. You beine a bill passing officer of WEPL is required to COMPUTE the material price 
variance, material quantity variance and material cost variance. 
(RTP May'241 MTP 10 Marks Aprll '22 & Sep '23) 

Answer 6 
Workings: 
1. Calculation of Standard Qty. of Explosives and Detonators foractual output: 

Particulars Coal Overburden (OB) Total 

SME: 
A Actual Output 20,000 tonne 58,000 M3 

B Standard Qty per unit 2.4 kg. / tonne 1.9 kg. / M3 

C Standard Qty. for actual 48,000 kg. 1,10,200 kg. 1,ss,200 kg. 
production (AxB] 

Detonators : 
D Standard Qtyper unit 2 pcs/ tonne 2 pcs/ M3 
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E Standard Qty.for actual 40,000 pcs. 1,16,000 pcs 1,56,000 pcs 

production [Ax D) 

2. Calculation of Actual Price par unit of materia ls: 

Material QuantityJAJ Amount (q::) (!I Rate (0:) [ C = B.;.A) 

SME 1,67,200 kg. 63,53,600 38.00 
De tonato rs 1,18,400 pcs 24,27,200 20.50 

Computation of material price variance: 

Mate rial Price Variance = Actual Qt y. x (Std. Price - Actual Price) 

SME = 1,67,200 kg. x (111:40 - 111:38) = 111:3,34,400 (F) 
Detonators = 1,18,400 pcs x (0:20 - 0:20.5) = 0:59,200 (A) 

Total = 0:2,75,200 (Fl 
Computation of material quantity variance: 

Material Qty. Variance = Std. Price x (Std. Qty for actua l output - Actua l Qty.) 

SME = 0:40 x (1,58,200 kg. - 1,67,200 kg.)= 0:3,60,000 (A) 

Detonators = 0:20 x (1,56,000 pcs -1,18,400 pcs) = 0:7,52,000 (F) 

Tota l = 0:3,92,000 (F) 

Computation of material cost variance: 

Mate rial cost variance = Std. cost - Actua l Cost 

Or, {Std. Price x Std. Qty) - {Actual Price x Actua l Qty.) 

SME = {O: 40 x 1,58,200 kg)- (O: 38 x 1,67,200 kg.) 
= 0: 63,28,000 - 0: 63,53,600 = 0: 25,600 (A) 

Oetonat ors = (0: 20 x 1,56,000 pcs) -('!; 20.50 x 1,18,400 pcs) 

= 111:31,20,000 - '(24,27,200 = 6,92,800 (F) 
Total = '1:6,67,200 {Fl , .:-. n n 

~' I ' 'L 
Question 7 ~ LDR 

Banku manufacturing Ltd. is engaged in producing a item named 'ABC'. It produces 'ABC' in a batch of 100 
kgs. Standard material inputs required for 100 kgs. of ' ABC' arc as below; 

Material Quantity (in kgs.) Rate per kg. (in 11:) 

A 50 110 
B 30 320 
C 30 460 

During the month of April, 2024, actual production was 50,000 kgs. of 'ABC' for which the actual quantities 
f I df b h d h d h f d o materia use ora ate an t e prices oai t ereo are as un er: 

Material Quantity (in kgs.) Rate per kg. (in 0:) 

A 60 115 
B 25 330 
C 20 405 

You arc required to CALCULATE tho followine variances based on tho above elven information for the month 
of April, 2024 for Banku manufacturing Ltd.: 

(I) Material Cost Variance; 
(ii) Material Price Variance; 

(iii) Material Usaee Variance; 
(iv) Material MiK Variance; 

(v) Material Yield Variance. (RTP Jan'25} 

Answer 7 

Material SQ* x SP (0:) AQ** x SP (0:) AQ** x AP (0:) RSQ*** x SP (0:) 
A 27,50,000 33,00,000 34,50,000 26,24,600 

(25,000 kg. x 0: 110} (30,000 kg. x "110) (30,000 kg. x II( 115) (23,860 kg. x 11( llOL 
B 48,00,000 40,00,000 41,25,000 45,82,400 

(15,000 kg. x 0:320} (12,500 kg. x 0:320) (12,500 kg. x 0: 320) (14,320 kg. x 0: 320) 

C 69,00,000 46,00,000 40,50,000 65,87,200 
{15,000 kg. x 0:460) (10,000 kg. x 0:460) (10,000 kg. x 0:405) (14,320 kg. x 0:460) 
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I Total 1,44,50,000 1 1,19,00,000 1 1,16,25,ooo 1 

* Sta ndard Quantity of materials for actual output: 
A 50 Kos, 

= 100 ; gs>< 50,000 kgs. = 25,000 Kgs. 

B _ 30 Kgs. _ 
- l OO Kgs >< 50,000 kgs. - 15,000 Kgs. 

C 3o'Kos. 
= 100 ;gs>< 50,000 kgs. = 15,000 Kgs. 

** Actual Quantity of Material used for actual output: 
60 Kgs. 

A 
= 100 Kgs >< 50,000 kgs. = 30,000 Kgs. 

_ 25 Kgs. _ 

B 
- 100 !<gs>< 50,000 kgs. - 12,500 l(gs. 

-- - - _ 2:0 Kgs. _ -
C 

- 100 Kgs >< 50,000 kgs. - 10,000 Kgs. 

•••Revised Standard Quantity {RSQ): 
_ SO Kgs, _ _ 

A 
- 110 !<gs>< 52,500 kgs. - 23,860 Kgs. 

- --- 36 i<gs. -
B 

= 110 Kgs x 52,500 kgs. = 14,320 Kgs. 

·--·-_ 30Kgs. _ 
- 0 I< >< 52,500 kgs. - 14,320 Kgs. 

C 11 gs 

{i) Material cost variance = {Std. Qty. x Std. Price) - (Actual Qty. >< Actual Price) 

A 

B 
C 

Or = {SQ >< SP) - {AQ x AP) 
= ~27,50,000 - ~34,50,000 
= ~48,00,000 - "!41,25,000 
= ~69,00,000 - ~40,50,000 

= ~7,00,000 (A) 
= "6,75,000 (F) 
= ~28,50,000 (F) 
= ~28,25,000 (F) 

(ii) Material Price Variance= Actual Quantity (Std. Price - Actual Price) 

A 
B 
C 

(iii I 

A 
B 
C 

(iv) 

A 
B 

C 

= {AQ x SP) - (AQ x AP) 
= 11:33,00,000 - 11:34,50,000 
= ~40,00,000 - ~41,25,000 
= ~46,00,000 - ~40,50,000 

= ~1,50,000 {A) 
= ~1,25,000 {A) 
= ~5,50,000 {F) 

= "2, 75,000 {F) 

Material Usage Variance = Std. Price (Std . Qty. -Actual Qty.) 
Or = {SQ>< SP) - (AQ >< SP) 

= 11:27,50,000 - 11:33,00,000 
= ~48,00,000 - ~40,00,000 
= 11:69,00,000 - ~46,00,000 

= ~5,50,000 (A) 
= ~8,00,000 (F) 
= ~23,00,000 (F) 

= ~25,50,000 (F) 
Material Mix Variance = Std. Price {Revised Std. Qty. - Actual Qty.) 

Or = {RSQ x SP) - {AQ >< SP) 
= ~26,24,600 - ~33,00,000 
= 11:45,82,400 - 11:40,00,000 
= ~65,87,200 - ~46,00,000 

= ~6, 75,400 {A) 
= ~5,82,400 (F) 
= ~19,87,200 (F) 
= ~18,94,200 (F) 

(v) Material Yield Variance = Std. Price {Std. Qty. - Revised Std. Qty.) 

A 
8 
C 

13.9 

Or= {SQ x SP) - (RSQ >< SP) 
= ~27,50,000 - 11:26,24,600 
= ~48,00,000 - ~45,82,400 
= ~69,00,000 - 11:65,87,200 
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Labour Variances 

i•l!i4iit♦l,1·----
h f II T e o owing in ormation f h b as d db een provi e ya comoany: 
Number of units produced :ind sold 
Standard labour rate por hour 
Standard hours required for 9,000 units 
Actual hours required 
Labour efficiency 
Labour rate variance 

You arc required to CALCULATE: 
(i) Actua l labour rate per hour 
(ii) Standard hours required for 9,000 units 
(ii i) Labour Efficiency variance 
(iv) Standard labour cost par unit 

9,000 
'I: 12 
. 
25,641 hours 
105.3% 
'< 1,53,846 (A) 

(v) Actual labour cost per unit . {MTP 10 Marks, Oct'2:t RTP Nov'23} 

Answer 8 
SR - Sta ndard labour Rate per Hour 
AR - Actual labour rate per hour 
SH - Standard Hours 
AH - Actual hours 

(i) Labour rate Variance 

- 1,53,846 
• 6 

AR 

(ii) Labour Efficiency 

SH 

SH 
SH 

(iii) Labour Efficiency Variance 

(iv) Standard Labour Cost per Unit 

(v) Actua l l abour Cost Per Unit 

Question 9 

= AH (SR - AR) 

= 25,641 (12 - AR) , 

= 12 - AR 
= '< 18 

SH = - X 100 = 105.3 
AH 

AH XIOS.3 25,641 XJOS.S = 100 100 

= 26,999.973 
= 27,000 hours 
= SR (SH -AH) 

= 12 (27,000 - 25,641) 
= ~ 16,308 (F) 
: 27,000X12 : ~ 36 

9,000 

ZS.641Xl8 = '< 51.282 = 9.000 

~ 

A manufacturing department of a company has employed 120 workers. The standard output of product 
"NPX" is 20 units per hour and the standard wage rate is'< 25 per labour hour. 
In a 48 hours week, the department produced 1,000 units of 'NPX' despite 5% of the time paid being lost 
due to an abnormal reason. The hourly wages actually paid were'< 25.70 per hour. 
Calculate: 
(i) Labour Cost Variance 
(ii) Labour Rate V:iriance 
(iii) Labour Efficiency Variance 
(iv) Labour Idle t ime Va riance (PYP 5 Marks, May'22} 

Answer 9 
Working Notes: 
1. Calculation of standard man hours 

When 120 worker works for 1 hr., then the std. output is 20 un its . 
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, 120 hOLll'S 

Std. man hour per unit= , = 6 hours 
20 umts 

2. Calculation of std. man hours for actual output 
Total std. man hours= 1,000 units x 6 hrs.= 6,000 hrs. 

Standard for actual 

Hours Rate Amount{1') 

(':) 
6,000 25 1,50,000 

(ii l abour cost variance 
= Std. labour cost - Actual labour cost 
= 1,50,000 - 1,48,032 = 1' 1,968 F 

(ii) l abour rate variance 
= (SR - AR) x AH Paid 
= (25 - 25.70) x 5,760 = '( 4,032 A 

(iii} l abour efficie ncy variance 
= (SH - AH} x SR 

Actual hrs. 

Paid 
5,760 

(48 hrs. x 120 
workers) 

= (6,000 -5,472) x 25 = '( 13,200 F 
(iv} l abour Idle t ime variance 

= Idle Hours x SR 
= 288 x 25 = '( 7,200 A 

Idle time 
hrs. 

288 

Note: Variances can also be calculated for one worker instead of 120. 

Actual 

Production Rate Amount 

hrs. (':) paid (':) 
5,472 25.70 1,48,032 

EXAM INSIGHTS: This numerica l question tested the basic knowledge of examinees oh the topic of standard 
costing. The examinees had to calculate various labour variances. The crux of question was to calculate 
actual number of hours worked and actual number of hours paid. Some of the examinees failed to calculate 
Labour efficiency variance and Lal)our Idle time variance. Performance of the examinees was above average. 

Question 10 f',l LDR 

The standard output of a Product 'D' is 50 units per hour in manufacturing department of a Company 
employing 100 workers. In a 40 hours week, the department produced 1,920 units of product 'D' despite S% 
of the time paid was lost due to an abnormal reason. The hourly wage rates actually paid were '( 12.40, '( 
12.00 and'( 11.40 respectively to Group 'A' consisting 10 workers, Group 'B' consisting 30 workers and Group 

'C' consisting 60 workers. The standard wage rate per labour is same for all the workers. Labour Efficiency 
Variance is given '( 480 (F). 
You are required to COMPUTE: 

(i) Total Labour Cost Variance. 
(ii) Total Labour Rate Variance. 

(iii) Total Labour Gang Variance. 
(iv) Total Labour Yield Variance, and 

(v) Total Labour Idle Time Variance.(RTP May'22, PYP 10 Marks Ju/'21) 

Answer 10 

Working Notes: 
1. Calculation of Standard Man hours 

When 100 workers \"lork for 1 hour, the standard output is 50 units . 
. 100 hours . 

Standa rd man hours per unit = 5 1 
= 2 hours per unit 

0 Un ts 
2. Calculation of standard man hours for actual output: 

= l,920units x 2 hours= 3,840 hours. 
3. Calculation of actual cost 

Type of Noof Actual Hours Rate Amount('() Idle Hours {5% of 
Workers Workers Paid ("!;) hours paid} 

Group 'A' 10 400 12.40 4,960 20 
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Group 'B' 30 1,200 12 14,400 
Group 'C' 60 2,400 11.40 27,360 

100 4 ,000 46,720 
4. Calculation of Standard wage Rate: 

Labour Efficiency Variance 
(Standard hours for Actual production - Actual Hours) x SR 

(3,840 - 3,800) x SR 
Standard Rate (SR} 

(i) Total Labour Cost Variance 

= (Standard hours x Standard Rate) - (Actual Hours x Actual rate) 
= (3,840 x 12} - 46,720: 640A 

(ii} Total labour Rate Variance 
= (Standard Rate -Actual Rate) x Actual Hours 

Group 'A' = (12 - 12.40) 400 
Group 'B' = (12 - 12) 1,200 
:;roup 'C' = (12 - 11.40} 2,400 

(iii) Total labour Gang Variance 

60 
120 
200 

= 480F 
= 480F 
= 480 
= "; 12 per hour 

= 160A 
= 0 
= l ,440F 

1,280F 

= Total Actual Time Worked (hours) x {Average Standard Rate per hour of Standard Gang -
Average Standard Rate per hour of Actual Gang• 
*on the basis of hours worked 
= 3,800 x (12- 3,840 X 12 / 3,800) 
=O 

~ 
1,140 
2,280 
3,800 

[Note: As the number of workers in standard and actual is the same, there is no difference in mix ratio, 
so labour gang variance will be Nil ) 

(iv) Total Labour Yield Variance 

= Average Standard Rate per hour of Standard Gang x {Total Standard Ti me (hours) - Total Actual 
Time worked (hours)} 
= 12 X (3,840 - 3,800) 
= 480F 

(v) Total Labour idle time variance 
= Total Idle hours x standard rate per hour 
= 200 hours x 12 
= 2,400A 

EXAM INSIGHTS: This practical problem tested the basic knowledge of examinees on the topic of 

standard costing requiring computation of various labor variances. Most of the examinees had Just 
written the formula of different variances. They did not understand how to calculate standard hou rs for 

actual output. Performance of the exa minees was poor. 

Overhead Variances 

Question 11 

The following are the details given: 
Budgeted Days 25 
Budgeted Fixed Overheads 1,00,000 
Budgeted Production 800 units per day 
Actual Production 21,000 units 
Fixed Overheads are absorbed@ ~ 10 per hour. 
Fixed overheads efficiency variance 
Fixed overheads calendar variance 
Fixed overheads cost variance 

You a rc required to CALCULATE: 
(a) Actual Fixed Overheads 

10,000A 
8,000F 

15,000A 
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~ ----------
(b) Actual Days 

(c) Actual Hours 
(d} 
(e) 
(f) 

Fixed overheads Expenditure variance 

Fixed overheads volume variance 
Fixed overheads capacity variance (MTP lO Marks, Mor'22} 

Answer 11 

(i) Fixed Overhead Cost = (Std Fi xed Overheads - Actua l Fixed Overheads) 
Variance 

= (\~~~~~o x 2 1,000 units - Actual Flxed Ove rheads) = 15,000 (A) 

= 1,05,000 - Actual Fixed Overheads) = 15,000A 
=> Actual Fixed Overheads = 1,20,000 

(ii) Fixed Ove rhead =(Actua l Days - Budgeted Days) x Budge ted rate per day 
Ca lendar Varia nce 

= (Actua l Days -25) X l.o~:oo = 8,000 F 

= (Actua l Days -25) = 2 
=> Actual Days = 27 

(iii) Fixed Ove rhead =(Standa rd Hours for Actual Production - Actual Hours) x Budgeted rate 
Efficiency Variance per hour 

(10,0 00 ) = 
20

,
000 

X 2 1,000 - Actual Hours X 10 = 10,000A 

= (10,500 - Actual Hours)= -1,000 
=> Actual Hours = 11,500 

(iv) Fixed overheads = (Budgeted Fixed Overheads -Actual Fixed Overheads) 
Expenditure 
variance I I ...... I I I I 

= (1,00,000 - 1,20,000) = 20,000A 
(v) Fixed overheads = (Budgeted un its - Actua l Units ) x Budgeted Rate pe r unit 

volume variance 

= (20,000 - 21,000) X \~~~:~o = 5,000F 

(vi) Fixed ove rheads = (Budgeted Hours for Actua l Days - Actual Hours) x Budge ted Rate pe r 
capacity va riance Hour 

= ( 
10;~oo X 27 - 11,500 X 10 = 7,000F 

-

Question 12 

Premier Industries has a small factory where 52 workers are employed on an average for 25 days a month 
and they work 8 hours per day. The normal down time is 15%. The firm has introduced standard costing for 
cost control. Its monthly budget for November, 2020 shows that the budgetod variable and fixed overhead 
are 'I: 1,06,080 and 'I: 2,21,000 respectively. 
The firm reports the following details of actual performance for November, 2020, after the end of the month: 

Actual hours worked 
Actual production expressed in standard hours 
Actual Variable Overheads 
Actual Fixed Overheads 

You are required to calculate: 
(i) Variable Overhead Variances: 

(a) Variable overhead expenditure variance. 
(b) Variable overhead efficiency variance. 

(ii) Fixed Overhead Variances: 
(a) Fixed overhead budget variance. 
(b) Fixed overhaad capacity variance. 
(c) Fixed overhead efficiency va riance. 

(ill) Control Ratios ; 
(a) Capacity ratio. 
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(b) Efficiency ratio. 

(c) Activity ratio. {PYP 10 Marks, Jan'21} 

Answer 12 
Workings: 

Calculation of budgeted hours 
Budget ed hours = (52 x 25 x 8) x 85% = 8,840 hours 

(I) Variable overheads variance 
(a) Vari able overhead expenditure vari ance 

= Std.overhead for Actual hours - Actua l variable Overhead 

(
Rs.l.06.080 ) 

= 8,840 X 8,100 - Rs. 1,02,000 

= 4800A 

(b) Vari able overhead efficiency variance 
Std. rate per hour x (Std. hours for actual production - Actual hours) 

= Rs.!:~::so (8,800 hours - 8,100 hours) 

= 8400 F 
(ii ) Fixed overh ead variances 

(a) Fixed overhead budget va ri ance 
= Budgeted overhead - Actual overhead 
= ~ 2,21,000 - ~ 2,00,000 

= 21,000 F 
(b) Fixed overhead capacity variance 

= Std rate X (Actual hours - budgeted hours) 

= Rs.!:!!:00 x (8,100 - 8,840) 

= 18,500 A 
(c) Fixed overhead efficiency variance 

= Std rate x (Std hours for actual production -Actual hours) 

= Rs.!:!~:oo X (8,800 - 8 ,100) 

= 17,500F 

(ii i) Control Ratios 

(a) Capacit y Ra t io 
= Actual hours X 1 OO 

Budgeted hours 
- 8,100 - 0 - 8,840 X 1 00 - 91.63% 

(b) Efficien cy Rat io 
= Standard hours X 1 OO 

Actual hou1-s 
= S,SOO X 100 = 108.64% 8,100 

(c) Act ivity Rat io 
= Standard hours X l OO 

Budgted hours 

= :::~~ X 100 = 99.55% 

C•l1141Ct-i,IE• 
In a manufacturing company the standard units of production of the year were fixed at 1,20,000 units and 
overhead expenditures were estimated to be: 

Fixed ~ 12,00,000; Variable ~ 6,00,000; 
Semi-Variable ~ 1,80,000 

Actual production during the April, 2019 of the year was 8,000 units. Each month has 20 working days. During 
the month there was one public holiday. The actual overheads amounted to : 

Fixed ~ 1,10,000; Variable ~ 48,000; 
Semi-Variable ~ 19,200 
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~ ----------
Semi-variable charges are considered to include 60 per cent expenses of fixed nature and 40 per cent of 
variable character. 
CALCULATE the followings: 
(i) Overhead Cost Variance 
(ii) Fixed Overhead Cost Variance 
(Iii) Variable Overhead Cost Variance 
(iv) Fixed Overhead Volume Variance 
(v) Fixed Overhead Expenditure Variance 
(vi) Calendar Variance. {MTP 10Marks, Oct'19&PYP Oec'21} 

Answer 13 
COMPUTATION OF VARIANCES 

(i) Overhead Cost Variance = Absorbed Overheads - Actual Overheads 
= (-:87,200 + -:44,800) - (-:1,21,520 + -:55,680) 
=-: 45,200 (A) 

(ii) Fixed Overhead Cost Variance = Absorbed Fixed Overheads -Actual Fixed Overheads 
= ~ 87,200 - ~1,21,520 
= ~ 34,320 (A) 

(iii ) Variable Overhead Cost Variance = Standard Variable Overheads for Production -Actual 
Variable Overheads 

= ~ 44,800 - -: 55,680 
=-: 10,880 (A) 

( iv) Fixed Overhead Volume Variance = Absorbed Fixed Overheads - Budgeted Fixed 
Ove rheads 

=-: 87,200 - {1,09,000 , ·,- I I • I 

= -: 21,800 (A) 
(v) Fixed Overhead Expenditure Variance = Budgeted Fixed Overheads - Actual Fixed Overheads 

= 5';10.90 >< 10,000 units - 5';1,21,520 
= ~ 12,520 (A) 

(vi) Calendar Variance = Possible Fixed Overheads - Budgeted Fixed Overheads 
= -:1,03,550 - -:1,09,000 

=-: 5,450 (A) 
WORKING NOTE 

Fixed Overheads 
U . Budgeted Fixed Overheads Rs.12.00.000 5'; 10 per nit = = Bud~ec•d Outnut 1.20,000 units 

Fixed Overheads element in Semi-Variable Overheads i.e. 60% of 5'; 1,80,000 5'; 1,08,000 

Fixed Overheads 
U . Budgeted Fixed Overheads Rs.1,08.000 5'; 0.90 per n,t = = Bud~eted Outnut 1.20,000 units 

Standard Rate of Absorption of Fixed Overheads per unit (5';10 + '!:0.90) '!:10.90 
Fixed Overheads Absorbed on 8,000 units @ Rsl0.90 ~ 87,200 
Budgeted Variable Overheads -: 6,00,000 
Add: Va riable e lement in Semi-Variable Overheads 40% of-: 1,80,000 5'; 72,000 
Total Budgeted Variable Over heads 5'; 6, 72,000 
S d d V . bl C . _ Budgeted Fixed Overheads _ Rs.6.72.000 

tan ar aria e ost per unit -
8 

d~, d O ,,,, - 20 000 • u ete ut ut 1, , umts 
5';5.60 

Standard Variable Overheads for 8,000 units@ -:s.60 -: 44,800 
Budgeted Annual Fixed Overheads(-: 12,00,000 + 60% of-: 1,80,000) 5';13,08,000 

EXAM INSIGHTS: This Numerical question tested the basic knowledge of examinees on the topic of 

Standard Costing. The examinees had to calculate various fixed and variable overhead cost variance. The 

main theme of question was based on segregating the semi- variable overheads into fixed and variable 
cot and to calculate standard cost for actual output. Some of the examinees had calculated fixed 

overhead variances correctly but fa iled to calculate variable overhead variances and calendar variance. 

Performa nce of the examinees was below average . 
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. . Budgeted Fixed Overheads l Rs.1,09.000 j 
Possible Fixed Overheads= 

8 
d d O X Actual Days 

20 0 
X 19 Days 

u gere utput ays 

Actual Fixed Overheads ("(1,10,000 + 60% of "( 19,200) 
Actual Variable Overheads ("48,000 + 40% of "19,200) 

Question 14 

PQR Alloys Ltd. uses a standard costin,: system. Bud,:eted information for the year: 
Budgeted output 84,000 units 
Variable Factory Overhead per unit ,,: 16 

Standard time for one unit of output 0.80 machine hour 

Fixed factory overheads "( 6,72,000 
Actual results for the yc,ar: 
Actual output 87,600 units 
Variable Overhead efficiency variance ,,: 67,200 (A) 
Actual Fixed factory overheads "( 7,05,000 

Actu:,I variable factory overheads "( 14,37,000 
Required: 
Calculate the following variances clearly indicating Adverse(A) or Favorable (F): 
(i) Variable factory overhead c,xpenditure variance. 
{Ii) Fixed factory overhead expenditure variance. 
(iii) Fixed factory overhead efficiency variance. 
(iv) Fixed factory overhead capacity variance. (PYP 1.0 Marks, Nov'23} 

Answer 14 
Calculation of actual hours 

S d d t h 
Variable factory overhead per unit , 16 ., 

20 tan ar ra eper our =-----,'-----'--- =- =, 
Standard rime for one unit of output 0.8 

Variable Overhead Efficiency Variance: 
(Sta ndard ho urs for actual production - Actual hours) x Standard rate pe r hour 
Let actual hours be x 
[(87,600 x 0.8) - x) ><20 = -67,200 

(70,080 - X) X 20 = -67,200 
x = 73,440 

(i) Variable Factory Overhead Expenditure Variance: 
(Variable overhead at actual hours -Actual variable overheads) 

[ (
13

.4
4

·
000 

x 73 440) - 1 4 37 ooo] 
67.200 ' ' ' 

= 31,800 F 
(ii) Fixed Factory Overhead Expenditure Variance: 

Budge ted fixed overhead - Actual fixed ove rhead. 
(6, 72,000 - 7,05,000) 
= 33,000 A 

(iii) Fixed Factory Overhead Efficiency Variance: 
(Standard hours for actual production - Actual hours)>< Standard rate per hour 
(70,080- 73,440) x 10 = 33,600 A 

(iv) Fixed Overhead Capacity Variance: 
(Actual hours - Budgeted hours) x Standard rate per hour 
(73,440 - 67,200) xlO = 62,400 F 
The solution can also be presen ted in fol lowing way based on Quant ity (units) 
Calculation of standard quantity for actual hours: 
Variable standard rate per unit (SR)=,,: 16 
Variable Overhead Efficiency Variance : 
(SR x AQ) - (SR x standard quantity for Actual hours worked) 
-67,200 = (16 X 87,600) - 16 X 

-67200 = 14,01,600- 16 X 
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~ ----------
x = 14,68,800 / 16 = 91,800 (SQ for actual hours worked) 

(ii Variable Factory Overhead Expenditure Variance: 
(SR x SQ for actual hour worked -Actual variable overheads) 
16 x 91,800 -14,37,000 or 14,68,800 -14,37,000 
= 31,800 F 

{ii) Fixed Factory Overhead Expenditure Variance: 
Budgeted fixed overhead -Actual fixed overhead. 
(6, 72,000 - 7,05,000) 
= 33,000 A 

{iii} Fixed Factory Overhead Efficiency Variance: 
Standard rate per unit (SR)= 6,72,000 / 84,000 = 'I; 8 per unit 
(SR x AO) - (SR x standard quantity for Actual hours} 
(8 X 87,600} - (8 X 91,800) 
(7,00,800 - 7,34,400) = 33,600 A 

(iv) Fixed Overhead Capacity Variance: 

(SR x standard quantity for Actual hours - Budgeted fixed overheads) 
(8 X 91800)- (6,72,000) 
(7,34,400 - 6,72,000) = 62,400 F 

EXAM INSIGHTS: Numerical question which tested the basic knowledge of examinees on the topic of 

standard costing. The examinees were required to calcu late variable factory overhead. expenditure 

variance and fixed overhead variances. Most of the examinees cou ld calculate Fixed overhead 

expenditure variance correctly, however they cou ld not calculate the actual hours worked during the year 

based on the data given In the question and hence could not proceed correctly with the other required 

variances. Overall performance of the examinees was below average. 

All Variances 

Question 15 

The following are the standard cost for a product-X: 

Direct materials 10 kg@ 't 90 per kg 

Direct labour 8 hours @ 'tlOO per hour 
Variable Overhead 8 hours @ 'tl5 per hour 
Fixed Overhead 

('t) 

900 
800 
120 
400 

2,220 
Budgeted output for the year was 2,000 units. Actual output is 1,800 units. Actual cost for year is as follows: 

Direct Materials 17,800 Kg@ 't 92 per Kg. 
Direct Labour 14,000 hours @ 't 104 per hour 
Variable Overhead incurred 

Fixed Overhead incurred 
You are required to CALCULATE: 
{i) Material Usage Variance 
(ii) Material Price Variance 
(iii) Material Cost Variance 
(iv) labour Efficiency Variance 
(v) labour Rate Variance 
(vi) labour Cost Variance 
{vii) Variable Overhead Cost Variance 
(viii) Fixed Overhead Cost Variance. {MTP 10 Marks, Apr'23} 

Answer 15 
(i) Material Usage Variance 
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=Std. Price (St d. Quantity - Actual Quantity) 
= '( 90 (18,000 kg. - 17,800 kg.) 
= ~ 18,000 (Favourable) 

(ii) Mater ial Pr ice Var iance 
= Actual Quantity (Std. Price - Actual Price) 
= 17,800 kg.(~ 90- ~ 92) = ~ 35,600 (Adverse) 

(iii) Material Cost Variance 
= Std. Material Cost -Actual Material Cost 
= (SQ X SP) - (AQ X AP) 
= (18,000 kg. x ~ 90) - (17,800 kg. x ~ 92) 

=" 16,20,000 - " 16,37,600 
= ~17,600 (Adverse) 

(iv) Labour Efficiency Variance 
=Std. Rate (Std. Hours-Actual Hours) 

=" 100 (1,800 units x 8 - 14,000 hrs.) 
= ~ 100 (14,400 hrs. - 14,000 hrs.) 
= ~ 40,000 (Favourable) 

(v) Labour Rate Variance 
= Actual Hours (Std. Rate - Actual Rate) 

= 14,000 hrs. ("'. 100- "'.104) 
= ~ 56,000 (Adverse) 

(vi) Labour Cost Variance 
= Std. Labour Cost - Actual Labour Cost 
= (SH x SR)- (AH x AR) 
= (14,400 hrs. x ~ 100) - (14,000 hrs. x ~ 104) 
= "'. 14,40,000 -"'. 14,56,000 
= ~16,000 (Adverse) 

(vii) Variable Cost Variance 
=Std.Variable Cost - Actua l Variable Cost 
= (14,400 hrs. x "'. 15) - "'.2,17,500 
= ~ 1,500 (Adverse) 

(viii) Fixed Overhead Cost Var iance 
= Absorbed Fixed Overhead - Actual Fixed Overhead 
= (1,800 units x "'.400) - "'. 7,68,000 
= ~ 7,20,000 - ~ 7,68,000 = ~ 48,000 (Adverse) 

C•t!I4iiM,FiHII 
The details regarding a product manufactured by the company for the last one week are as follows: Standard 
cost (par unit) 

Direct materials 10 units @ 0: 22.50 -: 225 
Direct wages 5 hours @ " 120 "600 
Total : "825 
Actual (for whole activity): 
Direct materials ~ 96,525 
Direct wages ~ 2,44,860 
Analysis of variances: 
Direct materials: 
Price ~ 8,775 (Adverse) 
Usage ~ 5,625 (Favourable) 
Direct wages (labour) : 
Efficiency "'. 5,400 (Adverse) 
You are required to CALCULATE: 
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~ ----------
{ii Material Cost variance 

{iii Actual output units 
{iii) Actual price of material per unit 

{iv) Actual Wages rate per labour hour 
{v) Labour rate variance 

{vi) Labour Cost v:iriance (MTP 10 Marks, Sep'22} 

Answer 16 

{i) Material Cost Variance = Material Price Variance+ Material Usage Variance 

= '{ 8,775 A + '{ 5,625 F= '{ 3,150 Adverse 

{ii) Actual output units 

Let x be the actua l quantity of output 
Then Standard Quantity of input for actual output 'x' 
SQ = lOx 
Material cost variance = (SQ x SP) - (AQ x AP) 
-3,150 = (lOx x 22.50) · II! 96,525 
-3,150 = 22Sx • '{ 96,525 
225x = 96,525 - 3,150 = '{ 93,375 
X = 93,375/225 = 415 Units 

{iii) Actual Price of Material per unit 

Material Usage variance = (SQ • AQ) x SP 
5,62S = (l Ox - AQ) x '{ 22.50 
5,625 = (10 x 415 units - AQ) x '{ 22.50 
S,625/ 22.50 = 4,150 - AQ 
AQ ,1 = 4,150 - 250 = 3,900 units n 
Now, AQxAP \\ = "!; 96,525 (given) I I 

AP \" = '< 96,525/ AQ 
~ = '{ 96,525/3,900 units ='{ 24.75 

(iv) Actual wages rate per labour hour 

Labour efficiency variance= 5,400 Adverse (given) 
Standard rate per hour (Standard time - Actual time) = -5,400 
'{ 120 [(Actual output units x Number of hours per output) - Actual time] = -5,400 
'{ 120 ((415 units x 5 hrs) - Actual time] = -5,400 
2,075 hrs-Actual time = -5,400/120 
Actual time = 2,075 + 45 

= 2,120 hrs 

Now Direct wages = '{ 2,44,860 (given) 
Actual time x Actual rate per hour = '{ 2,44,860 
Actual rate pe r hour = "'. 2,44,860 / 2,120 hrs 

= '{ 115.50 

{v) Labour rate variance 

= Actual time (Standard Rate - Actual Rate) 
= 2,120 hrs ('{ 120 - '{ 115.50) 
= 2,120 hrs x '{ 4 .50 = 9,540 Favourable 

{vi) Labour Cost variance 

= Labour rate variance + l abou r efficiency variance 
= 9,540 F + 5,400 A = 4,140 Favourable 

Question 17 

The following information is :ivailablo from the cost records of a company for the month of July, 2022: 
1 . Material purchased 22,000 pieces '{ 9,00,000 
2. Material consumed 21,000 pieces 
3. Actual wages paid for 5,150 hours '{ 2,57,500 
4 . Fixed Factory overhead incurred '{ 4,60,000 
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5. Fi>,ed Factory overhead budgeted 
6. Units produced 

7. Standard rates and prices are: 

Direct material 
Stand11rd input 
Direct labour rat e 
Standard requirement 

Overheads 
You are required to CALCULATE the following variances: 
{I) 
(ii) 

Material price variance 
Material usage variance 

(iii) Labour rate variance 
(iv) Labour efficiency variance 

Fixed overhead expenditure variance 
Fixed overhead efficiency variance 

~ 
~ 4,20,000 

1,900 

'( 45 per piece 

10 pieces per unit 
'( 60 per hour 
2.5 hours per unit 
'( 80 per labour hour 

(v) 
(vi) 
{vii) Fixed overhead capacity variance {MTP 10 Marks, Oct'ZZ} {Same concept different figures SM} 

Answer 17 
(ii Material price variance {on the basis of Single plan): 

= Actual Quantity Purchased (Std. Price -Actual Price) 

= 22,000 pcs (Rs. 45 - ::;;~i~~:s )= Rs.90,000* (Favourable) 

Or, 
Material price variance (on the basis of Partial plan): 

= Actua l Quantity consumed (Std. Price -Actual Price ) 

= 21,000 pcs (Rs. 45 -::.·=~~i~~:~s )= Rs.85,909* (Favourable) 

(*Figure may slightly differ due to rounding off the actual, price per unit) 
(ii) M:itcrial usage v:iriancc: 

= Std. price per piece (Std. Quantity -Actual Quantity consumed 

= Rs.45 (1,900 units x 10 - 21,000) = Rs. 90,000 (Adve rse) 
(iii) Labour rate variance: 

= Actual hours paid (Std. rat e - Actual rate) 

= 5,150 hours (Rs. 60 - :s·:~s~.soo = Rs. 51,500 (Favourable) 
, 1 Olll'S 

(iv) Labour efficiency variance: 

= Std. rate per hour (Std. hours - Actual Quantity worked ) 

= Rs.GO (1,900 units x 2.5 hours -5,150 hou rs)= Rs. 24,000 (Adverse) 
(v) Fi•cd overhe:id expenditure v:iriance: 

= Budgeted Overhead - Actual Overhead 
= Rs. 4,20,000 - Rs. 4,60,000 = Rs. 40,000 (Adverse) 

(vi) Fi•ed overhead efficiency variance: 
= Std. rate (Std. hours -Actua l hours worked) 
= Rs.80 (1,900 units x 2.5 hours - 5,150 hou rs)= Rs. 32,000 (Adverse) 
Or, 
Fixed overhead efficiency variance on basis of units 
= Std. rate per unit (Actual output -Standard output for actual hours) 
= Rs.200 (1,900 units - 5,150 / 2.5 hours)= Rs. 32,000 (Adverse) 

(viii Fixed overhead capacity variance: 
= Std. rate (Actual hours worked - Budgeted hours) 

= Rs. 80 (5,l SOhours - Rs .. :~
2;~ooo = Rs. 8,000 (Adverse) 

Or, 
Fixed overhead capacity variances on basis of un its 
= Std. rat e per unit (Standard output for actual hours - Budgeted output) 
= Rs.200 (2,060 units - 4,20,000 / 200) = Rs. 8,000 (Adverse) 
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l•i1#1iM,ii:- . 
LM limited produces a product 'SX4' which is sold In a 10 Kg. packet. Tho standard cost card per packc,t of 
'SX4' is as follows: 

Direct materials 10 kg@ 't 90 per kg 
Direct labour 8 hours @ 't 80 per hour 
Variable Overhead 8 hours @ 't 20 per hour 

Fixed Overhead 

Budgeted output for a quarter of a year was 10,000 Kg. Actual output is 9,000 Kg. 
Actual costs for this quarter are as follows: 

Direct Materials 8,900 Kg@ 't 92 per Kg. 
Direct Labour 7,000 hours@ '( 84 per hour 
Variable Overhead incurred 

Fixed Overhead incurred 
You are required to CALCULATE: 
(i) Material Usage Variance 
{i i) Material Price Variance 

(iii) Material Cost Variance 
(iv) Labour Efficiency Variance 
(v) Labour Rate Variance, 

(vi) Labour Cost Variance 

{vii) Variable Overhead Cost Variance 
(viii) Fixed Overhead Cost Variance. (RTP May'22) {Same canci:pt but diHi:rent figure, RTP Nav120} 

Answer 18 

{i) Material Usage Variance =Std. Price (Std. Quantity -Actual Quantity) 

= I\'. 90 (9,000 kg. - 8,900 kg.) 
= ,,: 9,000 (Favorable) 

(ii) Materia l Price Variance = Actual Quant ity (Std. Price - Actual Price) 
= 8,900 kg. ('( 90 - '( 92) = '( 17,800 (Adverse) 

(iii) M aterial Cost Variance = Std.Material Cost - Actua l M aterial Cost 
= (SQ X SP) - (AQ X AP) 
= (9,000 kg. x ,,: 90) - (8,900 kg. x 't 92) 
= '( 8,10,000 - '( 8,18,800 

= ~ 8,800 (Adverse) 
(iv) l abour Efficiency Variance = Std.Rate (Std. Hours - Actual Hours) 

= '( 80 (9,000/10 X 8 hours) - 7,000 hrs. 
= '( 80 (7,200 hrs . - 7,000 hrs.) 
= '( 16,000 (Favorable) 

(v) l abour Rate Variance = Actual Hours (Std. Rate - Actual Rate) 
= 7,000 hrs. (I\'. 80 - I\'. 84) 
= '( 28,000 (Adverse) 

(vi) l abour Cost Var iance = Std. l abour Cost -Actual labour Cost 
= (SH X SR)- (AH X AR) 
= (7,200 hrs. x '( 80)- (7,000 hrs. x '( 84) 

= ,,: 5, 76,000 - ,,: 5,88,000 
= '( 12,000 (Adverse) 

(vii) Var iable Cost Variance =Std. Var iable Cost -Actual Variable Cost 
= (7,200 hrs. x '( 20) - '( 1,40,000 

= I\'. 4,000 (Adverse) 
(vii) Fixed Overhead Cost Vari ance = Absorbed Fixed Overhead - Act ual Fi xed Overhead 
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Rs.250 
= 

10 
k Ds X 9,000 kgs.- Rs. 2,60,000 

= ~ 2,25,000 - ~ 2,60,000 = ~ 35,000 (Adverse) 

Question 19 

Su Ltd. has furnished the following standard cost data per' unit of production: 

Material 15 ki:@ ~ 15 per ki:. 
Labour 6 hours@ 'I: 5 per hour 

Variable overhead 6 hours@ 'I: 12 per hour. 
Fixed overhead 'I: 4,50,000 per month (Based on a normal volume of 30,000 labour hours.) 

The actual cost data for the month of Aui:ust 2023 are as follows: 
Material used 65,000 kg at a cost of 'I: 9,85,000. 

Labour paid~ 1,40,000 for 31,500 hours worked. 
Variable overheads 'I: 3,60,200 

Fixed overheads~ 4,70,000 
Actual production 4,800 units. 

CALCULATE: 
{i) Material Cost Variance. 

{ii) Labour Cost Variance. 
(iii) Fixed Overhead Cost Variance. 

{iv) Variable Overhead Cost Variance. 

~ 

(MTP 6 Marks, Mar'24 MTP 5 Marks, Mar '2l} (Same concept different figures MTP 5 Marks Nov'2l} 

Answer 19 

( ) B d a u gete d P d ro uction 30 000 h 
' 

ours+ 6h 5000 ours per unit= , units n 
3udgeted Fixed Overhead Rate = "- 4,50,000 + 5,000 units = ". 90 per unit Or I 

= ". 4,50,000 + 30,000 hou rs= 'I: 15 per hour. 
(i) Material Cost Variance =(Std.Qty. x Std. Price) - {Actual Qty. x Actual Price) 

= {4,800 units .x 15 kg. x ".15) - 'I: 9,85,000 
= 'I: 10,80,000 - 11: 9,85,000 
= ". 95,000 (F) 

(i i) l abo ur Cost Variance ={Std. Hours x Std. Rate) - {Actual Hours x Actual rate) 
= {4,800 units x 6 hours x '!: 5) - '!:1,40,000 
= '!: 1,44,000 - '!: 1,40,000 
= '!: 4,000 (F) 

(iii) Fixed Overhead Cost Variance = (Budgeted Ra te x Actual Qty) -Actual Overhead 
= {'!: 90 x 4,800 units)-'!: 4,70,000 
= '!: 38,000 (A) 

OR = {Budgeted Ra te x Std. Hours) - Actual Overhead 
= ('!: 15 x 4,800 units x 6 hours) - '!: 4, 70,000 
= '!: 38,000 (A) 

{iv) Variable Overhead Cost Variance ={Std.Rate x Std. Hours) -Actual Overhead 
= {4,800 units >< 6 hours x" 12) - '1': 3,60,200 
= " 3,45,600 • II: 3,60,200 
= ". 14,600 (A) 

Question 20 GLOR 

Ahaan limited operates a system of standard costing in respect of one of its products 'AHl' which is 
manufactu red within a single cost centre. Details of standard per unit are as follows: 
• The standard material input is 20 kilo,:rams at a standard price of" 24 per kilo,:ram. 
• The standard wage rate is 'I: 72 per hour and 5 hours are allowed to produce one unit. 
• Fixed production overhead is absorbed at the rate of 100% of wai:es cost. 
During the month of April 2022, the following was incurred: 
• Actual price paid for material purchased @ '!: 22 per kilogram. 
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~ ----------
• Total direct w<1ges cost was 'I! 43,92,000 
• Fixed production overhead cost incurred was'{ 45,00,000 
Analysis of variances was as follows: 

Variances Favourable 
Direct material price 'I: 4,80,000 
Direct material usage 'I: 48,000 
Dirc,ct labour rate . 
Direct labour efficiency 't 33,120 
Fixed production overhead expenditure 

You are required to CALCULATE the following for the month of April, 2022 
{II Materi<1I cost variance 
(iii Budgeted output (in units) 
{ill) Qu:intity of raw m:iterials purchased (in kllograms) 
(ivl Actual output (in units) 
(v) Actual hours worked 
(vii Actual wage rate per labour hour 
(viii Labour cost variance 
(viii) Production overhead cost variance (RTP Nov'22} 

Answer 20 
i. Direct Material Cost Variance 

= Direct Material Price Variance+ Direct Material Usage Variance 
= 'I: 4,80,000 F + 'I: 48,000 F = 'I: 5,28,000 F 

ii. Budgeted Output (units) 
Fixed Production Overhead Expenditure Variance 
= Budgeted Fixed Overhead • Actual Fixed Overheads 
= Budgeted Output x Standard Overhead Rate - Actual Fixed Overheads 
0:: 1,80,000 A = Budgeted Output x Ill: 360 (5 hrs @O:: 72) • ,,: 45,00,000 

B d d O t _ t45.00.000 - U ,80.000 _ 12 OOO ·t u gete utpu - '3
60 

- , uni s 

111. Quantity of Materials purchased (in kilograms) 

Adverse 
. 

"; 69,120 
. 

'o: 1,80,000 

Material Price Variance = Actual Usage (Standard Price per kg• Actual price per kg) 
0:: 4,80,000 F = Actua l Usage (0:: 24 • 0:: 22} 

Actual usage in kgs = ~
4
'
80

·
000 ;u·80

·
000 = 2,40,000 kgs 

iv. Actual Output (units) 
Actual Direct Wages 

Direct labour rate variance 

Direct labou r e fficiency variance 
Standard labour cost for actual output 

A I O 
Standard labour cosr for actual output 

ctua utput = . Standard wage rate per umt 
= ,4.3,56.000 -U.80,000 = lZ lOO I 

, 360 (72 x 5) ' un t s 

Alternatively, let X be the actual quantity of output 
Then, Standard Quantity of input for actual output 'X' 

20X = SQ 
Material cost variance = (SQxSP} · (AQx AP} 
'I: 5,28,000 = {20 Xx 'I: 24) • (2,40,000 kgs x 'I: 22) 

480X = 'I: 52,80,000 + a,: 5,28,000 
480X = 'I: 58,08,000 

X , 58.08,000 
= 12,100 units = 

480 

v. Actual hours worked 

Ill: 43,92,000 

'I: 69,120 A 

Ill: 33,120 F 
'I: 43,56,000 

Labour Effici ency Va riance I = Standard Labour Rate (Standard time for actual output . Actual time) 
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0: 33,120 F = 0: 72 (S hours x 12100 units • Actual time) 
460 hours = 60,500 hours • Actual time 
Actual time = 60,500 . 460 = 60,040 hours 

vi. Actual wage rate per hour 

Actual Wages paid = ~ 43,92,000 
Actual hours worked = 60,040 hours 
Actual Wage rate per hour , 43.92,000 

= 60,040 hours= 0: 73.15 per hour 

vii. Labour cost variance 

= Labour rate variance + Labour efficiency variance 
= 0: 69,120 A+ 0: 33,120 F 

= 0: 36,000 A 
viii. Production Overhead Cost Variance 

= Actual Output x Standa rd overhead rate • Actual Overheads Incurred 
= 12,100 units xO: 360 - 0: 45,00,000 
= 0: 43,56,000 · 0: 45,00,000 
= 0: 1,44,000 A 

C•l1141CM,♦i-

~ 

wave limited produces a product 'Peet' which is sold in a 10 Kg. packet. The standard cost card per packet 
of 'Peet' are as follows: 

Direct materials 10 kg @ 0:45 per kg 

Direct labour 8 hours @ 0:50 per hour 
Variable Overhead 8 hours @ 0:10 per hour n r,,;; ,. fl n .._ -r~ 

Fixed Overhead / I I \I. Ji I I I \. "-. 

Budgeted output for the third quarter of a year was 10,000 Kg. Actual output is 9,000 Kg. 

Actual cost for this quarter are as follows : 

Direct Materials 8,900 Ke @ 0:46 per Kg. 
Direct labour 7,000 hours @ ~52 per hour 
Variable Overhead Incurred 
Fixed Overhead incurred 
You are required to CALCULATE: 

(I) Material Usage Variance 

(ii) Material Price Variance 
(ill) Material Cost Variance 
(iv) Labour Efficiency Variance 

(v) Labour Rate Variance 
(vi) Labour Cost Variance 

(vii) Variable Overhead Cost Variance 
(viii) Fixed Overhead Cost Variance 

(MTP 8 Marks July'24} 

Answer 21 

(i) Material Usage Variance = Std. Price (Std. Quantity - Actual Quantity) 
= 0: 45 (9,000 kgs. - 8,900 kgs.) 
= 0: 4,500 (Favourable ) 

(ii) Material Price Variance = Actual Quantity (Std. Price - Actual Price) 
= 8,900 kgs . (O: 45 - 0: 46) 
= 0: 8,900 (Adverse) 

(iii) Material Cost Variance = Std. Material Cost - Actual Material Cost 
= (SQ X SP) - (AQ X AP) 
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1,92,000 

13.24 

DS



= (9,000 kgs. x 0:: 45) - (8,900 kgs. x 0:: 46) 
= 0:: 4,05,000 - 'I: 4,09,400 
= 0:: 4,400 (Adverse) 

(iv) l abour Efficiency Variance = Std. Rate (Std. Hours - Actua l Hours) 

= 0:: SO (
9'~io X 8 hours - 7,000 hrs.) 

= '{SO (7,200 hrs. - 7,000 hrs. ) 
= 0:: 10,000 (Favoura ble) 

(v) l abour Rate Variance = Actual Hours (Std. Rate - Actual Rate) 
= 7,000 hrs. (0:: SO - 0:: 52) 
= 'I: 14,000 {Adverse) 

(vi) l abour Cost Variance = Std. Labour Cost - Actual Labour Cost 
= {SH x SR) - (AH x AR) 
= {7,200 hrs. x 0:: SO) - (7,000 hrs. x 0:: 52) 
= 0:: 3,60,000 - 'I: 3,64,000 
= 0:: 4,000 {Adverse) 

(vii)Variable Overhead Cost Va riance= Std. Overhead for Actual Prod uction - Actual Variable Overhead Cost 
= (7,200 hrs. x 'I: 10) - 'I: 72,500 
= 0:: 500 (Adverse) 

(viii) Fixed Ove rhead Cost Variance = Absorbed Fixed Overhead - Actual Fixed Overhead 
l200 = -- x 9,000 kgs. - 0:: 1,92,000 

10 kgs 
= 0:: 1,80,000 - 'I: 1,92,000 
= 'I: 12,000 (Adverse) 

Question 22 

Following standards have, bec,n set for manufacturing a product 'XYZ' : 
Direct Material: (O::) 
4 units of X@ 'I: 8 per unit S2.00 
6 units of Y@ 'I: 6 per unit 36.00 

30 units of Z@ 'I: 2 per unit 60.00 
128.00 

Direct labour: 
6 hrs @ 'I: 16 per hour 96.00 

Total standard prime cost 224.00 
The, company actually manufactured and sold 12,000 units of the product 'XYZ' during the year. 
Direct material costs were as follows: 
50,000 units of X at'{ 8.80 per unit 
72,000 units of Y at 'I: 5.60 per unit 
354,000 units of Z at'{ 2.40 per unit 
The company worked 70,000 direct labour hours during the year. For 10,000 of t hese hours, the company paid 
at'{ 24 per hour while for the, remaining, the wages were, paid at standard rate . 
You are required to CALCULATE the following: 

(i) Material Price Variance 
(ii) Material Usage Variance 
(iii) Labour Rate Variance 
(iv) Labour Efficiency Variance (MTP 5 Marks Dec'24} 

Answer 22 
For Material Cost Variances: 

SQ x SP AQ x AP 
X 12,000 X 4 X 0:: 8 = 0:: 3,84,000 50,000 X '( 8.80 = 0:: 4,40,000 
y 12,000 X 6 X 0:: 6 : 0:: 4,32,000 72,000 X ~ 5.60 = ~ 4,03,200 

z 12,000 X 30 X ~ 2 = ~ 7 ,20,000 3,54,000 X ~ 2.40 = ~ 8,49,600 
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I Total! 0: 15,36,000 0: 16,92,800 

Material Price Variance = Actual quantity (Std. price - Actual price) 
= (AQ x SP) - (AQ x AP) 
= 0: 15,40,000 - 0: 16,92,800 
= 0: 1,52,800 (A) 

Material Usai:e Variance = Standard Price (Std. Quantity - Actual Quantity) 
= (SP x SQ) - (SP x AQ) 
= 0: 15,36,000 - 0: 15,40,000 
= 0: 4,000 (A) 

For Labour Cost Variance: 
SH x SR AH x AR 

Labour (12,000 X 6) X 0: 16 10,000 X 0: 24 = 0: 2,40,000 
= 0: 11,52,000 60,000 X 0: 16 = 0: 9,60,000 

Total 0: 11,52,000 0: 12,00,000 
Labour Rate Variance= Actual Hours (Std. Rate - Actua l Rate) 

= (AH x SR) - (AH x AR) 
= 0: 11,20,000 - 0: 12,00,000 
= 0: 80,000 (A) 

Labour Efficiency Variance = Standard Rate (Std . Hours - Actual Hours) 
= (SR x SH) - (SR x AH) 

Question 23 

= 0: 11,52,000 - 0: 11,20,000 
= 0: 32,000 (F) 

(Includes concepts of Process Costing) 

~ 
0: 15,40,000 

AH x SR 

70,000 X 0: 16 
= 0: 11,20,000 

0: 11,20,000 

X Associates undertake to prepare income tax returns for individuals for a fee. They use the weighted 
average m"thod and actual costs for the financial r<,porting purposcis. Howev"r, for Internal reporting, they 
use a standard costs system. The standards, based on equivalent performance, have been established as 
follows: 

Labour per return 5 hrs. @ 0: 40 per hour 
Overhead per return 5 hrs. @ 0: 20 per hour 

For July 2023 performance, budi:eted overhead is 0:98,000 for standard l:ibour hours allowed. The followini: 
additional information pertains to the month of July 2023: 
July 1 Return-in-process (25% complete) 200 No. 

Return started in July 825 Nos 
July 31 Return-in-process (80% complete) 125 Nos 
Cost Data: 
July 1 Return-in-process labour 0: 12,000 

• Overheads 0: S,000 
July 1 to 31 Labour : 4,000 hours 0: 1,78,000 

Overheads 0: 90,000 
You are requirod to compute: 
(i) For each element, equivalent units of performance and the actual cost per equivalent unit. 
(ii) Actual cost of return-in-process on July 31. 
(iii) The standard cost per return . 
(iv) The labour rate and labour efficiency variance as well as overhead volume and overhead expenditure 

variance. (MTP lO Marks, Oct '23} 
Answer 23 
(i) Statement Showini: Cost Elements Equivalent Units of Performance and the Actual Cost Per Equivalent 

Unit 
Detail of Returns Detail of Details Equivalent Units 

Input Output Labour Overheads 
Units Units Units I % Units I % 

Chapter 13 Standard Costing 13.26 

DS



Returns in Process at Sta rt 200 Returns Completed 900 900 100 900 100 
in July 

Returns Started in July 825 Returns in Process 125 100 80 100 80 
at the end of Ju ly 

l ,02S 1,025 1,000 1,000 

Costs: Labour(~) 

From previous month 12,000 
During the month 1, 78,000 
Total Cost 1,90,000 
Cost per Equivalent Unit 190.00 

(ii) Actual cost of returns in process on July 31: 

Numbers Stage of Completion Rate per Return (>:) 
l abour 125 returns 0.80 
Overhead 125 returns 0.80 

(iii) Standard Cost per Return: 

Labour 5 Hrs x 0: 40 per hour 
5 Hrs x 0: 20 per hour 

Budgeted volume for July = 0: 98,000 / 1000 = 980 Returns 
Actual labour rate = 0: 178000 / 4000 = 0:44.50 

(iv) Computation of Variances: 

Statement Showing Output (July only) Element Wise 

Actual performance in July in terms of equivalent units as Calculated above 
Less: Returns in process at the beginning of July in terms of equivalent units 
i.e. 25% of re turns (200) 

Variance Analysis: 
Labour Rate Variance, 
= Actual Time x (Standard Rate-Actual Rate) 
= Standard Rate x Actua l Time - Actua l Rate x Actual Time 
= 0: 40 x 4,000 hrs. - -: 1, 78,000 = -: 18,000(A) 
Labour Efficiency Variance 
= Standard Rate x {Sta ndard Time -Actual Time) 
= Standard Rate x Standard Time - Standard Rate x Actual Time 
= 0: 40 x {950 units x 5 hrs.) - 0: 40 x 4,000 hrs. 
= 0: 30,000(F) 
Overhead Expenditure or Budgeted Variance 

= Budgeted Overhead - Actual Overhead 
= 0: 98,000 - 0: 90,000 
= 0: 8,000{F) 
Overhead Volume Variance 

= Recovered/Absorbed Overhead- Budgeted Overhead 
= 950 Un its x 5 hrs. x 0:20--: 98,000 =-: 3,000(A) 

Question 24 

190.00 
95.00 

Labour 

1,000 
50 

950 

Overhead (~) 

5,000 
90,000 
95,000 

95.00 

Total (>:) 
19,000 

9,500 
28,500 

= 0:200 
= 0:100 

-: 300 

Overhead 

1,000 
50 

950 

NC Limited uses a standard costing system for the manufacturing of its product 'X'. The following 
information is available for the last week of the month: 
• 25,000 kg of raw material were actually purchased for 0: 3,12,500. The expected output is 8 units of 

product 'X' from each one l<g of raw mlltorial. Thero is no opening and closing inventories . The material 
price variance and material cost variance, as per cost records, are 0: 12,500 {F) and 0: 1800 {A), 
respectively. 
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~ 
• The standard time to produce a batch of 10 units of product 'X' is 15 minutes. The standard wage rate 

per l:ibour hour is 50. The company employs 125 workers in two categories, skilled and semi •skilled, in 
a ratio of 60:40. The hourly wages actually paid were 0:: 50 per hour for skilled workers and 0:: 40 per hour 
for semiskilled workers. The weekly working hours are 40 hours per worker. Standard wage rate is the 
same for skilled and semi· skilled workers. 

• The monthly fixed overheads ore budeeted at~ 76,480 Overheads are evenly distributed throuehout the 
month and assume 4 weeks in a month. In the last week of the month, the actual fixed overhead 
expenses were 'I: 19,500. 

Required: 
(i) Calculate the st11ndard price per kg and the standard quantity of raw m:>terial. 
(ii) Calculate the material usage variance, labour cost variance, and labour efficiency variance. 
(iii) Calculate the fixed overhead cost variance, the fixed overhead expenditure variance and the fixed 

overhead volume variance. 
Note: Indicate the nature of variance i.e Favourable or Adverse. (PYP 10 Marks, May'23} 

Answer 24 
(i) C:1lcul:1tion of St:1nd:1rd price per k.e 3nd the st:1nd:1rd qu:1ntity of raw m:1teri:1I: 

(a) Standard Price 
Materia l Price Va riance = Sta nda rd Cost of Act ual Quantity - Actual Cost 

12,500 (F) = (SP x AQ) - 0: 3, 12,500 

12,500 (F) = (SP x 25,000) - 0: 3,12,500 

SP - 0:: 13 -
Standard Quantity 
(b) Mate rial Cost Variance= Standard Cost - Actual Cost 

1,800 (A) 
SQ 

(ii) Calculation of Material Usage Variance 
(a) Material Usae e V:1ri:1nce 

(b) Labour Cost Vari ance 

(c) Labour Efficiency Variance 

= SQ x 0:13 - 0: 3,12,500 n 

= 23,900 kg. 
Labour Cos.t Variance and Labour Efficiency Va riance 

= Standard Cost o f Standard Qua ntity for Actual Output 
- Standard Cost of Actual Quantity 

= SQ X SP - AQ" SP 
Or 

= SP x (SQ - AQ) 
= 0: 13 x (23,900 kg. - 25,000 kg.) 
= 'i: 14,300 (A) 
= Standard Cost - Actual Cost 
= (SH X SR) - (AH X AR) 
= 0: 2,39,000 - 0: 2,30,000 
= 0: 9,000 (Fl 
= Standard Cost of Standard Time for Actual 

Production - Standard Cost of Actual Time 
= (SH x SR) - (AH x SR) 

Or 
= (SH - AH ) x SR 
= 't 50 x (4,780 hrs. - 5,000 hrs.) 
= 0: 11,000 (A) 

(iii) Calculation of Fixed Overhead Cost Variance, Fixed Overhead Expenditure Variance and Fixed 
Overhead Volume Variance: 

(a) Fixed overhead cost variance 

(b) Fixed Overhead Expenditure 

Variance 

= Standard Fixe d Overheads - Act ual Fixed Overhe ads 
= 18,279 - 19,500 
= 0:: 1,221(A) 
= Budgeted Fixed Overheads - Actual 

Fixed Ove rheads 
= 0: 19,1 20 - 0: 19,500 

= 0:: 380 (A) 
(c) Fixed overhead volume variance = (Budgeted output - Actual Ou t put) X Budgeted rat e per unit 
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= (2,00,000 - 1,91,200) 0 .0956 
= ~ 8,800 X 0.0956 

= ~ 841 {A) 

Alternative presentation to part (iii) (a) and (b) 
(I) Fixed Overhead Cost Variance: 

= Overhead absorbed for actua l production - Actual overhead incurred 
19,120 = Z,OO.OOO x 1,91,200 - 19,500 = '( 1,22l{A) 

(ii) Fixed Overhead Volume Var iance: 
= Absorbed overhead - Budget ed overhead 

19,120 
= 

2
,00,000 X 1,91,200 -19,120 = ~ 841{A) 

Working Notes: 

1. Standard time to produce 10 units of product X Is 15 minutes. Therefore, w e can manufacture 40 units 

in an hour. 
Hours available in a w eek 
125 Workers x 40 Hours = 5,000 hours 

Therefore, budgeted output = S,000 x 40 units per hour = 2,00,000 units 
Alternatively 

B d t d t
. . 15 units 

1 5 
. 

u ge e 1me per unit = 
10 

. = . minutes 
umts 

S,000 Hours x 60 Minutes . 
So, Budgeted output= 

1 
_ M ' = 2,00,00 uni ts .;, mutes 

Actual output = 23,900 x 8 units = 1,91,200 units 
0.25 Hrs 

Standard hour for actual output= 1,91,200 X . = 4,780 Hrs 
10 muts 

2 . 
Labour 

Budget Revised standard 

Hours Rate ~ Hours 

5,000 so 2,50,000 4,780 

3. 

Units 

Fixed Overheads 

4. Standard Fixed overheads: 
19,120 

2,oo.ooo x l,91,200 = ~18,279 

Budgeted rate per unit: 
19,120 

2,00,000 = ~0.0956 

R:1te " 
so 2,39,000 

I ,c-
'/ 

~ •, 

• 
Hours R:1te 

Skilled 3000 50 

Semi -Skill ed 2000 40 

5000 

Budget 

2,00,000 

19,120 

-. ' . ' 
Actual 

" 
1,50,000 

80,000 

2,30,000 

Actual 

1,91,200 

19,500 

EXAM INSIGHTS: This numerical question was based on Standard Costing to test t he GonGeptual clarity of 

the examinees. Most of the examinees had just calculated the standard price per kg and standard quantity 

of raw material w ith material usage variance correctly but failed to calculate labour & ·fixed overhead 

variances. The overall performance of t he examinees was below average. 

Question 25 

Baby Moon Ltd. uses standard costing system in manufacturing one of its product 'Baby Cap'. The details 

are as follows: 

Direct M:,teri:,I 1 Meter @ 111: 60 per meter 

Direct Labour 2 hour @ '( 20 per hour 
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~ 
Variablca ovorhoad 2 hour@ 0: 10 per hour "! 20 
Total ".120 

During the month of August, 10,000 units of ' Baby Cap' werc, manufactured. Details are as follows: 
Direct material consumed 11,400 meters @ 'I: 58 per meter 
Direct labour Hours ? @ ? 'I: 4,48,800 
Variable overhead incurred 'I: 2,24,400 

Variable overhead efficiency variance is 'I: 4,000 A. Variable overheads are based on Direct Labour Hours. 
You are required to CALCULATE the followine; Variances: 
(a) Material Variances• Material Cost Variance, Material Price Variance and Material Usage Variance. 
(b) Variable Overheads variances- Variable overhead Cost V:iriance, Variable overho:id Efficiency 

Variance and Variable overhead Expenditure Variance. 
(c) Labour variances- L:ibour Cost Variance, Labour Rate, Variance and Labour Efficiency Variance,. 
{RTP Nov'Zl} {Same concept different figures MTP 10 Marks Aug'lB, SM} 

Answer 25 
{ii Material Variances 

Budcet Std. for actual 

Quantity Price Amount ('I:) Quantity Price Amount {".) 
(Meter) {'I:) (Meter) ('I:) 

1 60 60 10,000 60 6,00,000 

Material Cost Va riance = (SQ )( SP - AQ )( AP) 
= 6,00,000 - 6,61,200 

Material Price Variance 
= {60 · 58) 11,400 

Material Usage Variance 
= (10,000 - 11,400) 60 

.. . . (11) Varaable Overheads Variances 
Variable overhead cost Variance 

= 'o: 61,200 (A) 
= (SP - AP) AQ 
= 'I: 22,800 (F) 
: (SQ-AQ) SP 
= 'I: 84,000 (A) 

= Standard variablo overhead - Actual Variable Overhead 
= (10,000 units x 2 hours x 'I: 10) - 2,24,400 = 'I: 24,400 (A) 
Variable overhead Efficiency Variance 
= {Standard Hours -Actual Hours) x Standard Rate per Hour 
let Actual Hours be 'X', then: 

(20,000 - X) x 10 = 4,000 (A) 
2,00,000 - lOX = -4,000 

X = 2,04,000 + 10 
Therefore, Actual Hours (X) = 20,400 

Variable overhead Expenditu re Vari:ince 
= Variable Overhead at Actual Hours· Actual Variable Overheads 
= 20,400 x 'I: 10 - 2,24,400 = 'I: 20,400 (A) 
(ii) labour va riances 

Budcet 
Hours Rate Amount Hours 

('I:) ('I:) 
2 20 40 20,000 

*Actual Ra te= ". 4,48 ,800 + 20,400 hours= 00,: 22 
Labour Cost Variance : {SH x SR) - (AH x AR) 
= 4,00,000 - 4,48,800 = I( 48,800 (A) 
Labour Rate Variance = (SR - AR) x AH 
= {20 - 22) x 20,400 = ". 40,800 {A) 
Labour Efficiency Variance = {SH - AH) x SR 
= {20,000 - 20,400) x 20 = 'I: 8,000 (A) 

Std. for actual 
Rate Amount 

('I:) ('I:) 
20 4,00,000 

c:; 

I 
I 

' 

Actual 

Quantity Price 
(Meter) {'I:) 
11,400 58 

Actual 
Hours R;ite (".) 

20,400 22• 
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l•i'#iiM,FJ·• . 
BG company produces a standard product and sold in a packet of 10 kg. The standard cost card per pack is 
as follows: 
Direct Material: 
A • 4 kg @ ~ 50 per kg 
B • 8 kg @ ~ 40 per kg 
Direct Labour: 
6 hours @ 0: 20 per hour 
The company manufactured and sold 1,600 packets during the month. Actual data for material and labour 
recorded as under. 
Direct Material: 
A· 7,000 kg@~ 40 B • 12,500 kg@~ 45 
Labour hours paid for two different categories of workers: 
Skilled 6,000 hours @ ~ 25 
Semi-skilled 4,000 hours@ ~ 20 
5% of the time paid was lost due to an abnormal reason. 
Calculate the following variances indicating their nature (Favourable or Adverse): 
(i) Material cost variancc,s 
(ii) Material price variances 
(iii) Material usage variances 
(iv) Material mix variances 
(v) Material yield variances 
(vi) Labour cost variances 
(vii) Labour rate variances 
(viii) Labour efficiency variances 
(ix) Labour Idle time variances {PYP 9 Marks Sep'24} 

Answer 26 
Budget Actual 

Qty. (Kg.) Price Amount Qty. (Kg.) Price Amount 
(SQ) ('() [SP) (~}[SQxSPJ [AQ] (~) (AP) (0:}[AQxAP] 

A 6,400 
B 12,800 

19,200 
Material Cost Variance 
= ~8,32,000 - 11:8,42,500 
Materia l Price Va riance 
A (~50 - ~40) x 7,000 Kg 
B (~40 - ~45) x 12,500 Kg 

Material Usage Variance 
A '1:50 x (6,400 Kg - 7000 Kg) 

50 3,20,000 
40 5,12,000 

8,32,000 
= (SQX SP - AQ X AP} 

= 0: 10,500 (A) 
= (SP - AP) x AQ 

= 0: 70,000 ( F) 
= ~ 62.500 (Al 
11: 7,500 (F) 

B ~40 x (12,800 Kg - 12,500 Kg) 

= SP x (SQ - AO) 
= ~ 30,000 (A} 
= 11: 12,000 IF) 
11: 18,000 (A) 

Material Mix Variance = (RSQ - AQ) X SP 
A= (6,500 Kg - 7,000 l(g) x '1:50 = ~ 25,000 (A} 
B = (13,000 Kg - 12,500 Kg) x '!;40 = ~ 20,000 {Fl 

Materia l Yield Variance 
A = (6,400 Kg - 6,500 Kg) x ~so 
B = {12,800 Kg - 13,000 Kg) x '1:40 

Labour 

~ 5,000 (Al 
= (SQ - RSQ) X SP 
= ~ 5,000 (A) 
= 'i: 8,000 {Al 
~ 13,000 (A) 

7,000 
12,500 

19,500 

Standard Hours for actual Production= 6 Hours X 1,600 Units= 9,600 Hours 
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45 5,62,500 
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Labour Cost Variance = (SH X SR - AH X AR) 
= 9,600 hrs x '1:20- {(6,000 hrs x '1:25) + (4,000 hrs x '1:20)} 
= '1:1,92,000 - '1:2,30,000 = 'I: 38,000 (A) 

Labour Rate Variance = (SR - AR) X AH 
= ('1:20 -'1:25) x 6,000 hrs= 'I: 30,000 (A) 

Efficiency Variance = (SH - AH worked) X SR 
= (9,600 h rs -9,500 hrs) x '1:20 = 'I: 2,000 (F) 

Idle time Vari:>ncc = Idle Hours X SR 
= (AH - AH') x SR 
= (10,000 hours - 9,500 hou rs) x 111:20 = 'I: 10,000 (A) 

AH" refers to Actua l Hours Worked 

Multiple Choice Questions (MCQ) 
1. Which of the following variance arises when more than one material is used in the manufacture of a 

product: {SM) 
(a) Materia l price variance 
(b) Materia l usage variance 
(c) Materia l yield variance 
( d) Materia l mix variance 

Ans: (d) 

2. Idle time variance is obtained by multiplying: {SM} 
(a) The difference between standard and actual hours by the actual rate of labour per hour 
(b) The difference between actual labour hours paid and actual labour hours worked by the standard 

rate 
(c) The difference between standard and actual hours by the standard rate of la bour per hour 
(d) None of the above. 

Ans: (b) 
3. Overhead cost variances is: {SM} 

(a) The difference between overheads recovered on actual output - actual overhead incurred. 
(b) The difference between budgeted overhead cost and actual overhead cost. 
(c) Obtained by multiplying standard overhead absorption rate with the d ifference between standa rd 

hours for actual output and actual hours worked. 
( d) None of the above 

Ans: (a) 

4 . Under standard cost system the cost of the product determined at the beginning of production is its {SM} 
(a) Direct cost 
(b) Pre-determined cost 
(c) Historical cost 
(d) Actual cost 

Ans: (b) 

5. The deviations between actual and standard cost is known as: {SM} 
(a) Multiple analysis 
(b) Variable cost analysis 
(c) Variance analysis 
(d) Linear trend analysis 

Ans: (c) 

6 . The standard which is attainabl!! under favourable conditions is: {SM} 
(a) Theoretical standard 
(b) Expected standard 
(c) Normal standard 
(d) Basic standard 

Ans: (a) 
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7. The Standard most suitable from cost control point of viciw Is: {SM) 

(a) Normal standard 
(b) Theoretical standard 
(c) Expected standard 
( d) Basic standard 

Ans: (c) 

8 . Controllable variances are best disposed-off by transferring to: {SM) 
(a ) Cost of goods sold 
(b) Cost of goods sold and inventories 
(c) Inventories of work- in- progress and finished goods 
(d) Costing profit and loss account 

Ans: (d) 
9 . Basic standards are: {SM} 

(a) Those standards, which require high degree of effici ency and performance . 
(b) Average standards and are useful in long term planning. 
(c) Standards, which can be attained or achieved 
(d) Assuming to remain unchanged for a long time. 

Ans: (d) 

10.A furniture company uses premium wood for sofa. Standard quantity of premium wood pc,r sofa is S sq. 
ft. Standard price per sq. ft. of premium wood is"; 10. Actual production of sofa is 1,000. Premium wood 
actually used is 5,300 sq. ft. Actual purchase price of premium wood per sq. ft. is~ 10. What is material 
cost variance? {MTP 2 Marks July'24} 
(a) "; 3,000 (A) 
(b} "; 4,300 (A) 

(c) "; 7,300 (A) 
(d) "; 5,300 (F) 

Ans: (a) 

11.lf standard hours for 100 units of output are 400@ "; 2 per hour and actual hours taken are 380@ "; 2.25 
per hour, then the labour rate variance Is: {SM} 
(a ) "; 95 (adverse) 
(b) ~ 100 (adverse) 
(c) "; 25 (favourable) 
(d) "; 120 (adverse) 

Ans: (a) 

12.Thc wages bud,:c,t for the, last p1>riod was b3s1>d on a stand3rd rep.>ir time, of 30 minutes p1>r unit and a 
standard wage rate of~ 50 per hour. The actual data for the last period are as follows: 
Number of units = 30,000 
Labour rate variance= 7,500 (A} 
Labour efficiency variance= Nil 
From the information find out the actual rate of wages per unit {MTP 2 Marks, Mar'24} 
(a) ii: 50 
(b) "; 25.50 
(c) ii: 50.50 
(d) "; 25.25 

Ans: (d) 
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CONCEPTS OF THIS CHAPTER 

• Meaning and characteristics of Marginal Costing. 

• Meaning of CVP Analysis and its use in short-term decisions. 

• Application of Break-even point, Margin of safety, and Angle of 
incidence. 

• Ca lculation of various formulae In CVP analysis. 

• Apply marginal costing and CVP In short-term decisions. 

• Difference between Marginal Costing and Absorption Costing. 

QUICK REVIEW OF IMPORTANT CONCEPTS 

I. Computation of Contribution and Profit under Marginal Costing 

LOR Questions 

Q28 
Q33 
Q35 

For the determination of cost of a product/ service under marginal costing, costs are classified under variable and 

fixed. All the variable costs are part of product and fixed costs are charged against contribution margin. 

Cost and Profit Statement under Marginal Costing 

Amount(Rs) Amount(Rs) 

Revenue XXX 

Product Cost: 

• Direct Materials XXX 

- Direct employee (Labour) XXX 

- Direct expenses XXX 

- Variable manufacturing overheads XXX 

Product (lnvcntoriablc) Costs lOO< (xxx) 

Product Contribution Margin XXX 

- Variable Adm inist ration overheads XXX 

- Variable Selling & Distribution XXX (xxx) 

overheads 

Contribution Margin XXX 

Period Cost: 

Fixed Manufacturing expenses XXX 

Fixed non-manufacturing expenses XXX (xxx) 

Profit/ (loss) XXX 

II. Profit Volume Ratio or P/V r:,tio 
This ratio shows the proport ion of sales required to cover fixed cost and prof it. P/V ratio is calculated as 

below: 

(a) P/V Ratio Contri~ution X 100 
sa e 

(b) Wh , d . . P/V R . Change in Contribution/Profi t l OO en two years ata ,s given, at,o = h . 
1 

x 
C angemsaes 
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Ill. Break-Even Analysis 
Break-even analysis is a genera lly used method to study the CVP analysis. is technique can be explained in two 

ways. 
{i) In narrow sense it is concerned with computing the break-even point. 

{i i) In broad sense this technique is used to determine Short term profit p lanning Policy Proper recovery of 
Overheads the possible profit/loss at any given level of production or sales. 

reaK even 

• Break-even Poin t • Cash Break-even point • Multi-Product Break-even Analysis 

= Fixed Cost /Contribution = Cash Fixed Cost/ Contribution The contr ibution is calcu lated by taking 
per unit per unit weights (sales quantity/ value) for the 

products 

IV. Variations of Basic Marginal Cost Equation and the Formula 

i. Sales - Variable cost = Fixed cost + Profit/ Loss 

By multiplying and dividing L.H.S. by S 

II. 
S(S - V) F = +P 

s 

iii. S x P/V Ratio= F + P or Contribution (P / V Ratio= •:v x 100) 

Iv. BES x P/V Ratio= F (·. · -at BEP Profit is zero ) 

BES 
fixed Cost \\1# 11 \\/ri v. 
P/V Ratio ' . ' 

' \I u V LI L ~ . .J} \'-- ✓) 
Fixed Cost 

vi. P/V Ratio = 
BES 

vii S x P/V Ratio= Contribution (Refer to iii) 

viii. P/V Ratio = 
Conrribution 

X 100 
Sale 

ix. (BES+ MS) x P/V Ratio = Contr ibution (Total sales= BES + MS) 

X. (BES x P/V Ratio) + (MS x P/V Ratio) = F + P 

By deducting (BES x P/V Ratio) from L.H.S. and F from R.H.S. in (x) above, we get: 

xi. M.S. x P/V Ratio= P 

xii. 
/ Change in profit 

P V Ratio = . x 100 
Change 111 sales 

xiii. 
/V R Change in contribution 

P atlo = 
Chan,?.e in sales 

X 100 

xiv. Profitability = 
contribution 

Key factor 

xv. Profit 
Margin of Safety = Total Sales- BES or . 

P/V Ratio 

xvi. BES= Total Sales- MS 

xvii. Margin of Safety Ra tio = 
Total sales - BES 

Total Sales 
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Questions & Answers 

Question 1 

What is Margin of Safety? What does a large Margin of Safety indicates? How can you calculate Margin of 
Safety? {PYP 5 Marks, Jul'Zl} 

Answer 1 

Margin of Safety: The margin of safety can be defined as the difference between the expected level of sale 
and the breakeven sales. 
The larger the margin of safety, the higher is the chances of making profits. 
The Margin of Safety can be calculated by identifying the difference between the projected sales and breakeven 
sa les in units multiplied by the contribution per unit. This is possible because, at the breakeven point all the 
fixed costs are recovered and any further cont ribution goes into the making of profits. 
Margin of Safety = (Projected sales - Breakeven sales) in units x contribution per unit 
It al so can be calculated a s: 

Profit 
Margin of Safe ty = p . 

y Rat10 

Exam lnsie:hts: Examinees were required to explain margin of safety. Performance of the examinees was 
above average. 

Question 2 

DISCUSS basic assumptions of Cost Volume Profit analysls.{MTP 5 Marks, Apr'Zl, SM, MTP 4 Marks Apr'24} 
Answer 2 
Assumptions of Cost Volume Profit analysis: 

1. Changes in the levels of revenues and costs arise only because of changes in the number of product (or 
service) units produced and sold - for e xam ple, the number of television sets produced and sold by Sony 
Corporation or the number of packages delivered by Overnight Express . The number of output units is the 
only reve nue drive r and the only cost driver. Just as a cost driver is any facto r that affects costs., a revenue 
driver is a variable, such as volume, that causally affects revenues . 

2. Total costs can be sep:1rated into two components; a fixed component that does not vary with output 
level and a variable component that changes with respect to output level. Furthermore, va riable costs 
include both direct va riable costs and Indirect variable cos ts of a product. Similarly, fixed costs Include 
both direct fixed costs and indirect fixed costs of a product 

3. When represented graphically, the behaviours of total revenues and total costs :,re line:.r (meaning they 
can be represented as a straight line) in relation to output level within a re levant range (and time period). 

4. Selling price, variable cost per un it, and total fixed costs (within a relevant range and time pe riod) are 
known and constant . 

5. The analysis either covers a single product or assumes that the proportion of different products when 
multiple products are sold will remain constant as the level of total units sold changes. 

6. All revenues and costs can be added, subtracted, and compared without taking into :,ccount the time v:,lue 
of money. 

Question 3 

A factory can produce 1,80,000 units per annum at its 60% capacity. The estimated costs of production are as 
under: 

Direct material ~ SO per unit 
Direct employee cost ~ 16 per unit 
Indirect expenses: 

. Fixed ~ 32,50,000 per annum 

. Variable ~ 10 per unit 

. Semi-variable ~ 40,000 per month up to SO% capacity and~ 15,000 for every 20% increase 
in the capacity or part thereof. 
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~ 
If production program of the factory is as indicated below and the management desires to ensure a profit of 
'{10,00,000 for the year, DETERMINE the average selling price at which each unit should be quoted: 
First three months of the year• SO% of capacity; 
Remaining nine months of the year· 75% of capacity. {MTP 5 Marks, Nov'21} 

Answer 3 
Statement of Cost 

First three months('{) Remaining nine months(~) Total(~) 
37,500 units 1,68,750 units 2,06,250 units 

Direct material 18,75,000 84,37,500 1,03,12,500 
Direct employee cost 6,00,000 27,00,000 33,00,000 
Indirect- variable expenses 3,75,000 16,87,500 20,62,500 
Indirect - fixed expenses 8,12,500 24,37,500 32,50,000 
Indirect- semi-variable 
expenses 
- For first three months@ 1,20,000 1,20,000 
~ 40,000 p.m. 
- For rema ining nine months@ 6,30,000 6,30,000 
~ 70,000* p.m. 

Total cost 37,82,500 1,58,92,500 1,96,75,000 
Desired profit - - 10,00,000 
Sales value - -

. 
- - - . 2,06,75,000 

Average sell ing price per unit 100.24 
• ~ 40,000 for 50% capacity+~ 15,000 for 20% increase in capacity+~ 15,000 for 5% increase in capacity 
(because cost is increased for every 20% increase in capacity or part thereof) 

Question 4 

Answer th<! following: 
A company makes 1,500 units of a product for which the profitability statement is given below: 

('{) 

Sales 1,20,000 
Direct Materials 30,000 
Direct Labour 35,000 
Variable Overheads 15,000 
Fixed Cost 16,800 
Profit 22,200 

After the first 500 units of production, the company has to pay a premium of~ 5 per unit towards overtime 
labour. The premium so paid has been included in the direct labour cost of~ 35,000 given above. 
You are required to COMPUTE the Break-even point. {MTP 5 Marks, Oct'22} 

Answer4 

Data/ Unit 

Sales (Rs.1,20,000 / 1,500 units) 
Direct Material (Rs.30,000 / 1,500 units) 
Direct Labour* 
Variable Overheads (Rs.15,000 / 1,500 units) 
Contribution 

Contribution at 500 units 
Fixed Cost 
Shortfa ll 
No. of units to recover shortfall 
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1-500 
(Rs.) 

80 
20 
20 
10 
30 

= Rs. 15,000 
= Rs. 16,800 
= Rs. 1,800 

501-1,500 
(Rs.) 
80 
20 
25 
10 
25 

= 72 units (Rs. 1,800 / Rs.25) 
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Break Even Point 
(*) 

= 572 units (500 units + 72 units) 

Let X be the Direct Labour per unit up to 500 units. Total Direct Labour-
SOOX + 1,000 x (X + 5) = 35,000 

1,SOOX + 5,000 = 35,000 
X = 20 

Therefore, up to 500 units the Direct Labour is Rs. 20. After 500 units it is Rs. 25. 

Question 5 

Durine a particular period, ABC Ltd has furnished the followine data: 

Sales "! 10,00,000 
Contribution to sales ratio 37% and 
Margin of safety is 25% of sales. 

A decrease In selling price and decrease in the fixed cost could change tho "contribution to sales ratio" to 
30% and "margin of safety" to 40% of the revised sales. Calculate: 

(I) Revised Fixed Cost . 

(ii) Revised Sales and 
{ill) New Break-Even Point. {PYP 5 Marks, Jan121} 

Answer S 

Contribution to sales ratio (P/V ra tio) = 37% 
Variable cost ratio = 100% - 37% = 63% --:::-.. n n 
Variable cost = "! 10,00,000 x 63% = "! 6,30,00d 
After decrease in selli ng price and fixed cost, sales quantity has not changed. Th us, varia ble cost is~ 6,30,000. 

Revised Contribut ion to sales = 30% 
Thus, Variable cost ratio = 100% - 30% = 70% 
Th us, Revised sales =Rs. 6,30,000 / 70% = Rs. 9,00,000 
Revised, Break-even sales rat io = 100% - 40% (revised Margin of safety) = 60% 
(i) Revised fixed cost = revised breakeven sales x revised contribution to sa les ratio 

= "! 5,40,000 ("! 9,00,000 X 60%) X 30% 

= ~ 1,62,000 
(ii) Revised sales = "! 9,00,000 (as calculated above) 
(iii) Revised Break-even point = Revised sales x Revised break-even sales rat io 

= "! 9,00,000 X 60% 
= ~ 5,40,000 

PQ Ltd. sells bottles and currently is trying to find out the profitability of opening another store which will 

have the following expenses and revenues: 
Amount per piece (~} 

Selline Price 600 
Variable costs: 
Material cost 410 
Salesmen' s commission 60 
Total variable cost 470 
Annual fixed expenses are: (~} 

. Rent 6,00,000 

. Office and administrative expenses 20,00,000 

. Advertising 8,00,000 

. Other fixed expenses 2,00,000 
Calculate the annual break-even point in units and in v.ilue. Also determine the profit or loss if 35,000 units 
of bottles are sold. (MTP 4 Marks, Mar'24} 
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Answer 6 
Total Fixed Cost =~ 6,00,000 + ~20,00,000 + ~8,00,000 + ~ 2,00,000 = ~ 36,00,000 
Contribution per unit = !!:600 - ~470 = !!:130 
P/V Ratio = Conn·ib'.ttion~erunir X lOO = 130 X l OO = 21_67 % 

SellmgPrice 600 

B k P 
. _ Total f ixed Cost 

rea -even omt - c 'b . . ontr1 unon. perumt 

= 36
'
00

•
000 = 27,692.31 or 27,693 units 

130 

Br k- v n S I = Total fixed Cost = 36,00.000 = 'i:l 66 12 829 ea e e a es P/VRatio 21.67 % ' ' ' 

Calculation of Profit/ (loss): 

Total Contribution (~130 x 35,000 units) 
l ess: Fixed Cost 
Profit 

Question 7 

= ~45,50,000 
= !!:36,00,000 
= 1' 9,50,000 

T Ltd., produces and sells 95,000 units of 'X' in a year at Its 80% production capacity. Tho selling price of 
product is ~ 8 per unit. The variable cost is 75% of sales price per unit. The fixed cost is " 3,50,000. The 
company is continuously Incurring losses and management plans to shut -down the plant. The fixed cost Is 
expected to be reduced to" 1,30,000. Additional costs of plant shut• down are expected at" 15,000. 
Should the plant be shut-down? Find the shut•down point in units and also in pc,rcc,nt;,ge of capacity level of 
production. (MTP 5 Marks, Oct'23} (Same Concept but Different Figures of PYP 5 Marks Noi/23} 

Answer 7 
Statement Showing "Operating loss" 

If Plant is Continued If Plant is Shutdown 

Sales 7,60,000 --
Less: Variable Cost 5,70,000 ---
Contribut ion 1,90,000 --
Less: Fixed Cost 3,50,000 1,30,000 
Less: Add itlona I Cost ... 15,000 
Operating Loss 1,60,000 1,45,000 

Decision on Shut Down 
A comparison of loss figures (indicated as above ) points out that loss is reduced by 1' 15,000 
(~ 1,60,000 - "1,45,000) if plant is shut down. 
➔ Accordingly, plant should be Shut Down. 

Sh D P . t _ Rs.3,S0,000-Rs.1.4-5.000 _ l 02 SOO . 
ut own 01n - Rs.S-Rs.6 - , , umts 

Capacity Level at Shut Down Point(%) 

At 100% level - Production Capacity 
= 1 18 750 (95,000 Units) 

1 
I 0,80 

Capacity Level at Shut Down Point 
= 86_32% ( 1,02,500 Uni rs) 

l.18,750 Umts 

Exam insights: Question on Marginal costing requiring commenting on whether the Noida plant should be 
shut down under the given scenario and to calculate shut down point in units. Most of the examinees failed to 

consider all the relevant costs for the decision and could not arrive at the decision correctly. The shut down 
point also could not be calculated correctly. Overa performance was poor. 
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LR Ltd. is considering two alternative methods to manufacture a new product it intends to market. The two 
mc,thods have a maximum output of 50,000 units c,ach and produce identical items w ith a selling price of'{ 
25 each. The costs are: 

Method-1 Semi· Method-2 
Automatic (~) Fully-Automatic (~) 

Variable cost per unit 15 10 
Fixed costs 1,00,000 3,00,000 

You arc required to calculate, : 
{l) Cost Indifference Point in units. Interpret your results. 
(2) The, Brc.ik•<lV<ln Point of each mcthod in terms of units. {PYP 5 Marks, Ju/'21) 

Answer 8 

(i) Cost Indifference Point 
Method-1 and Method-2 

(~) 
Differential Fixed Cost (I) ~ 2,00,000 

(0: 3,00,000 - 0: 1,00,000) 
Differential Variable Costs ( 11 ) -: 5 

(~ 15 -~ 10) 

Cost Indifference Point (1/ 11 ) 40,000 
(Differential Fixed Cost/ Differential Variable Costs per unit) n r, I ,---,,, n I I 

Interpretation of Results 
At activity level below the indifference points, the alternative with lower fixed costs and highc,r variable, costs 

should be used. At activity level above the indifference point, alternative with higher fixed costs and lower 
variable, costs should be used. 

No. of Product Alternative to be Chosen 

Product :S 40,000 units Method-1, Semi-Automatic 

Product ;,: 40,000 units M ethod-2, Automatic 

(ii) Break Even point {in units) 
Method-1 Method'.2 

BEP (" . ) _ Fixed Cost ,n urnts - . . 1,00,000 I ( 25-15 )= 10,000 3,oo,ooo I (25 -15) = 20,000 
Contnbution oer umt 

Exam insights: Tnis practical problem was based on Marginal Costing which requir.ed calculation of cost 

indifference point between two methods and interpretation of the result. Question also required calculation 

of BEP under both metnods. Most of the examinees failed to interpret the cost indifference point. 

Perform<1nce of the examinees was average. 

Question 9 

Following data is available from the costing department of Aarya Ltd. which manufactures and markets a 

single product: 

Material Rs. 32 per unit Fixed Cost (Rs.) Rs. 10,00,000 
Conversion Cost (Variable,) Rs. 24 per unit Present Sales (units) 90,000 
Dealer's Margin (10% of Sales) Rs. 8 per unit Capacity Utilization 60 % 

Selling Price Rs. 80 per unit 
There is acute competition in the market, thus extra efforts are necessary to enhance the s ales. For this, 
following suggestions have, been proposed: 
(i) Reducing the sales price by 5 per cent. 
(ii) Increasing the dealer's margin by 20 por cent over the existing rate. 
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~ 
Which of these two suggestions would you RECOMMEND, If the company desires to maintain the present 

profit? GIVE REASONS. {MTP 10 Marks, Apr'21} 

Answer 9 
Workings: 

Selling Price per unit 

St:,tcmcnt Showing Profit on Sale of 90
1
000 units 

Less: Variable Cost per unit 
Material 
Conversion Cost 
Dealers' Margin 
Contribution per unit 
Total Contributio n (90,000 units x Rs. 16) 
Less: Fixed Cost 
Profit 

(Rs.) (Rs.) 
80 

32 
24 
8 64 

16 
14,40,000 
10,00,000 
4,40,000 

In both the proposed suggestions, the fixed costs remain unchanged. Therefore, the present profit of Rs. 
4,40,000 can be maintained by maintai ning the total contribution at the present leve l i. e. Rs. 14,40,000. 

(i) Rcducing Sclling Price, by 5% 

New Sel ling Price {Rs. 80 - 5% of Rs. 80) = Rs. 76 
New Dealer's Margin {10% of Rs . 76) = Rs. 7.60 
New Variable Cost (Rs. 32 + Rs. 24 + Rs . 7.60) ~ = Rs. 63.60 
New Contribu tion per unit (Rs. 76 - Rs. 63.60) J = Rs. 12.40 
level of sa les required for present level of Profits '-'I _ Total Contribution Required 

New Contribution ner unit . Rs.14.40,000 = Rs.12.40 

= 1,16,129 units 
(ii) Increasing Dealer's Margin by 20% 

New Dealer's Margin after increasing it by 20% = Rs. 8 + (20% of Rs. 8) 
= Rs. 9.60 

New Variable Cost (Rs. 32 + Rs. 24 + Rs. 9.60) = Rs. 65.60 
Contribution (Rs. 80 - Rs. 65.60) = Rs. 14.40 
level of sales required for present level of Profits = Total Contribut ion Required 

New Contribution oer unit 

= Rs.14,40,000 

Rs.14.40 

= 1,00,000 units 
Conclusion: 
The second proposal, i.e ., increasing the Dealer's Margin is recommended because: 
1. The contribution per unit is higher which is Rs. 14.40 in comparison to Rs. 12.40 in the first proposal; and 
2. The sales {in units) required to earn the same level of profit are lower. They are at 1,00,000 units as against 

1,16,129 units in the first proposal. This means a lower sales effort and less finance would be required for 
implementing proposal {Ii) as aga inst proposal (I). Of course, under proposal (ii) the company can earn 
higher profits than at present level if it can increase its sales beyond 1,00,000 units. 

Question 10 

At budget activity of 80% of total capacity, a company earns a P/V ratio of 30% and a profit of 15% of total 
sales. Due to covid pandemic resulting in poor demand, the company has to reduce its selling price by 10%. 

The company was able to achieve a production and sales volume for the year equivalent to 50% of total 
capacity. The sales value at this level was ~ 27,001000 at a reduced price of '>: 18 per unit. Due to reduction in 
production, the actual variable cost went up by S% of the budget. 
You are required to: 
{i) PREPARE statement of profitability at budget and actual activity. 
{II) FIND P/V ratio and BES (In ~ and unit of the actual sales activity). (MTP 10 Marks, Mar'22} 
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Answer 10 

Actual Sales ~ 27,00,000 

Actual Selling Price per unit 18 
A I . (50%) (27,oo,ooo) ctua un, ts o 

18 1,50,000 

Therefore, budgeted units (80%) (1,50,000 X :~) 
2,40,000 

Budgeted Sell ing Price ( 18 / 90%) 20 

B d t d V 
. bl C t ·t (2,40.000XZO)(l-.30) 33.60.000 R 14 u ge e aria e os per um = . = . = s. 

2.40.000 umts 2,40,000 umts 

(i) Statement of profitability at budget and actual activity 
Particulars Budeet (80%) Actual (50%) 

Units 2,40,000 1,50,000 

Sales(>:) (a) 48,00,000 27,00,000 

Variable cost(~) (b) 33,60,000 22,05,000 

Cont ribution(~) (c = a - b) 14,40,000 4,95,000 

Fixed cost (~) (d) 7,20,000 7,20,000 

Profit (~) (e = c - d) 7,20,000 (2,25,000) 

(ii) Calculation of P/V ratio and SES 
P/V ratio = Contribution X lOO 

Sales 

4.95.000 100 ~ 

= 18.33% 
= 27,oo;ooo x I 

Break Even Sales (In Rs.) Fi~ea Cose LI = 'R . 
r V QCIO 

7,20,000 = Rs. 39, 27,987 = 
18.33% 

Break Even Sales (In Units) Fixed Cost 
= 

Contribution per unit 

= 
7,20,000 = 2, 18,182 Units 

3,3 ♦ 

*Contribution per unit = 
4,95,000 

1.50 .. 000 unirs 
= 3.3 per unit 

Question 11 

Company manufacture and sell 3 types of mobile handset. It also manufactures wireless charger for mobile. 
The company has worked out following estimates for next year. 

Annual Demand Selline Price M:iterlal cost Labour cost 
(in units) ('{ per unit) (~ per unit) (~ per unit) 

XS 5,000 8,000 2,000 1,000 
X6 4,000 9,000 2,500 1,500 
X7 3,000 12,000 3,000 2,000 

Wireless Charger 15,000 1,500 300 200 
To encourage the sale of wireless charger a discount of 10% in its price is being offered if it were to be 
purchased along with mobile. It is cxpactod that customer buying mobile will also buy the wireless charger. 
The company factory has an effective capacity of 35,000 labour hours. The labour is paid @ ~ 500 per hour. 
Overtime of labour has to be paid at double the norm:,I rate. Other variable cost work out to be 50% of dirClct 
labour cost and fixed cost is~ 1,00,00,000. There will be no inventory at the end of the year. 
PREPARE statement of profitability. {MTP 10 Marks, Apr'22) 
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~ 
Answer 11 

Calculation of labour overtime hours 
Total hours required for production 
XS (5,000 x 2 hrs) 10,000 

X6 (4,000 x 3 hrs) 12,000 

X7 (3,000 x 4 hrs) 12,000 
Wireless Charger (15,000 x 0.40 hrs) 6 ,000 

40,000 
Hours available (35,000} 
Overtime 5,000 

Statement of Profit:ability 
Particulars Amount(-:) Amount(-:) 

Sales 
XS (5,000 x 8,000} 4,00,00,000 
X6 (4,000 x 9,000} 3,60,00,000 

X7 (3,000 x 12,000} 3,60,00,000 
Wireless Charger ((12,000 x 1,350} + (3,000 x 1,500} 2,07,00,000 13,27,00,000 

Less: Variable cost 

Material: 
XS (5,000 x 2,000) 
X6 (4,000 X 2,500) "" n ,-, " r. 7 ~ n 

X7 (3,000 x 3,000} \ \ JI I I \\ fl 
Wireless Charger /15,000 x 300} \~I/ I ! \"•.JI 3,35.,00,000 

Labour: V L' V 

XS (5,000 x 1,000) 
X6 (4,000 x 1,500} 
X7 (3,000 x 2,000} 
Wireless Charger (15,000 x 200) 

Overtime (5,000 x 1,000) 2,50,00,000 
Ot her variable overheads 1,25,00,000 7,10,00,000 
Contribution 6,17,00,000 

Less: Fixed Cost 1,00,00,000 

Profit 5,17,00,000 

l•l1t41H·1,if _ _ _ 
LNP ltd. and MNT Ltd. arc cneaged In manufacturine of identical products. Existine revenue and cost dat:i is 
as follows: 

LNP Ltd. (-:) MNT Ltd. (-:) 

Sales 13,60,000 17,00,000 
Variable Cost 10,88,000 10,20,000 
Fixed Cost 1,72,000 5,80,000 

You are required to calculate: 
(i) Break-even point (In Value) for each company 

Sales at which each company w ill earn a profit of-: 5,00,000 
Sales at which bot h companies will have same profits . (MTP 10 Marks, Mar '23} 
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Answer 12 

Income Statement 

LNP ltd. ('I:) MNT Ltd. ('I:) 
Sales (Rs.) 13,60,000 

Less: Variable Cost 10,88,000 

Contribution 2, 72,000 

P.V. Ratio (Con~~~~non X 100) 20% 

Fixed Cost ('!:) 1,72,000 

Profit (~) 1,00,000 

(i) Break even point Fixed Cost 
= 

P.V.Ratio 

LN P Ltd. Rs.1,72,000 
= Rs. 8,60,000 = 

20°/o 

MNT Ltd. Rs.5,80,000 
= Rs . 14,50,000 = 40% 

(ii) Sales value to ea rn a profit of 'I: 5,00,000 
Sales Fixed Cost+Desired Profit 

= P.V.Ratio 

LN P Ltd. 1,72,000+5,00,000 
= Rs. 33,60,000 = 

40% 

MNT ltd. 5,80,000+5,00,000 
= Rs. 27,00,000 = n n 40% 

7 ,r . 
I '-..."-.. 11 11 

(iii) Sales value at which both companies will earn same profit l e--!} \:---h' 
Let S = Sales value and P = Profit 
Sales -Variable cost = Fixed cost + Profit 
or, Contribut ion = Fixed cost + Profit 
LNP Ltd .: 

20% S = -:1, 72,000 + P 
or, 0.20S ="(l,72,000+P ................................ ........................ (i) 

MNT ltd. 
40% S = "(5,80,000 + P 
or, 0.40S = "( 5,80,000 + P .................................. .................. (ii) 
By solving these equations, we wi ll get the value of 'S' and 'P' 

0.20S = 1,72,000 + P 
0.405 = 5,80,000 + P 

- - -
- 0.20S = -4,08,000 
or, S = "( 20,40,000 
Putting the va lue of 'S' in equatio n no. (i) we will get the value of 'P' 

0.20 X 20,40,000 : 1,72,000 + p 
or, P = "(2,36,000 

Therefore, a t Sale value of "(20,40,000 both the companies will earn same profit of"( 2,36,000 

Question 13 

The following figures are related to KG Limited for the year ending 31st March, 2023: 
Sales• 48,000 units @ "( 400 per unit; 
P/V Ratio 25% and Bre:,k-even Point 50% of sales. 
You are required to CALCULATE: 
(1) Fixed cost for the year 
(ii) Profit earned for the year 
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17,00,000 
10,20,000 

6,80,000 
40% 

5,80,000 

1,00,000 
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~ 
(iii) Units to be sold to earn a target net profit of,:: 22,00,000 for a year. 

{iv) Number of units to be sold to earn a net income of 25% on cost. (MTP 5 Marks, Apr'23) 

Answer 13 
Break- even point (in unit s) is 50% of sales i.e. 24,000 units. 
Hence, Break- even point (in sales value ) Is 24,000 units x "( 400 = "( 96,00,000 

( i) Break even Sales Fixed Cost = £.. ratio 
V 

Or, Rs. 96,00,000 Fixed Cost = 25% 

Or, Fixed Cost = 'I: 96,00,000 x 2S% 
= 'I: 24,00,000 

So Fixed Cost for t he year is 'I: 24,00,000 

(ii) Contribution for the year = (48,000 units x "( 400) x 25% 

= "( 48,00,000 
Profit for the year = Contribution - Fixed Cost 

= '1:48,00,000 • 'I: 24,00,000 
= 'I: 24,00,000 

( ii I) Target net profit is '1:22,00,000 

Hence, Target contrib ution = Target Profit + Fixed Cost 
= 'I: 22,00, 000 + 'I: 24,00,000 ~ - -~ -
= 'I: 46,00,000 , - 11 I I 

Contribut ion per unit = 25% of 'I: 400 = 'I: 100 pe r unit '-...;.\ I : 11 
No. of units Rs.46,00,000 46 000 . ''-- ,') = = units Rs.100 per unit ' 

So, 46,000 units to be sold to earn a target net profit of ~ 22,00,000 for a year. 

(iv) Let desired total Sales (Number of units x Sell ing price) be x then desired profit is 25% on Cost or 
20% on Sales i.e. 0.2 x 
Desired Sales Fixed Cost+Des ire d Pro fit = f Ratio 

" 
X = Rs.24,00,000+0.2x 

> < Ok 

or, 0.25 x = 'I: 24,00,000 + 0.2 X 

or, 0.05 x = 'I: 24,00,000 
or, x = 'I: 4,80,00,000 
No. of units to be sold ~ 4,80.00,000 = 1,20,000 units = 

Rs.400 

i•l14iiM,il-
The following data ,1re available from the budget records of Finesign Women's Handbag Company for the 

forthcoming budget period. 

~ 

Selling Price per unit 1000 
Variable cost per unit: 
Cost of Material used 750.00 
Sales commission 50.00 
Total V:iriable Cost 800.00 
Annual fixlld expenses: 
Rent 7,00,000 
Salaries 11,00,000 

Other fixed expenses 5,00,000 
Total Fixed Cost 23,00,000 
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Although the firm manufactures Bags with different styles, they have identical purchase costs and selling 
price. 
Requirement: 
(a) What is the annual break-even point both in terms of units and value? 
(b) If the store manager is paid 1 per cent commission on sales, what would be the annual break-even point 

both In terms of units :ind value? 
(c) If the firm decides to pay a fixed salary of 'I: 9,00,000 in lieu of sales commission, what would the annual 

break-even point In terms of units and v:,lue be? 
Considering break-even point in requirement (a), If the stores manager is paid 2 per cent commission on 
each bag sold in excess of the break-even point, what would be the profit If 20000 bags were sold . 
(RTP May'23} 

Answer 14 

(a) P/V 
. Sales per unit- Variable Cost per unit lOO rat,o: 

11
• • • X 

Se . mg Pn ce per umt 
= 1000- 800 X lOO 

2d"o°oo 
=-- x 100 = 20% 

1000 
A I BEP 

. U . Annualfixed Cost 
nn ua in n,ts: 'b . . 

Contr1 ut1on per umt 

= Rs.::~~ioo = 11,500 units 

A I BEP . V I Annual fixed Cost nnua in a ue: 
V l'ario 

= Rs.23,00.000 = ~ l l S OO OOO 
R.s,20% I I I 

(b) Revised P/V ratio and BEP: 
commission on sales per unit= 1% of 1,000= '1:10 
S P/V t · . 1000- (750+50+10) o, ra 10 . 

1000 
= 

190 
X 100= 19% 1000 

Annual fixed Cost 
BEP in terms of units= ------

Contribution per unit 
_ Rs.23,00.000 _ 

12 106 
. 

-
190 

- , units 

BEP . f I Annual fixed Cost 
1n terms o va ue: P/ V 

= Rs.Zl,oo,ooo = R 1 21 05 263 
l 9% S, I I I 

(c) Break-even point under fixed salary plan: 
P/V ratio: Con~·ibuti.on per unit= 1000- 7S0 X lOO = 250 X lOO =25% 

Selhng price per umt 1000 1000 
Revised fixed cost: 

Original fixed cost 'I: 23,00,000 
Proposed fixed salary 'I: 9,00,000 

Total 'I: 32,00,000 
. . Annual fixed Cost 32.00,000 . 

BEP in terms of units= c 'b . . = 250 = 12,800 units 
ontr1 ut1on per umt 

BEP . f I . Annual fixed Cost _ Rs.32,00,000 _ 1 28 00 OOO 
1n terms o va ue. p . -

2 
.. ~, - , , , 

vr ano !> 10 

(d) Annual break-even point under requirement (a) is 11,500 units. 
Margin of safety at sales volume of 20,000 unit of bags (20,000- 11,500) = 8500 units 
Contribution on sales beyond break-even sa les: 
Revised contribution per unit: 200 - (2% of 1000) = 180 
Profit = Margin of safety (in units) X Contribution per unit 
= 8500 X 180 = 'I: 15,30,000 
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{a) A dairy product company manufacturing baby food with a shelf life of one year furnishes the following 
information: 
(i) On 1st April, 2023, the company has an opening stock of 20,000 packets whose variable cost is "; 

180 per packet . 
(ii) In 2022·23, production was 1,20,000 packets and the expected production in 2023·24 is 1,50,000 

packets. Expected sales for 2023-24 is 1,60,000 packets. 
(iii) In 2022-23, fi,ced cost per unit was "; 60 and it is expected to increase by 10% in 2023·24. The 

variable cost Is expected to increase by 25%. Selling price for 2023-24 has been fixed at "I: 300 per 
packet. 

You are required to calculate the Break-even volume In units for 2023-24. 

{b) The M•Tech Manufacturing Company Is presently evaluating two possible processes for the 
manufacture of a toy. The following information is available: 

Partlculars Process A {"I:) Process B ('I:) 
Variable cost per unit 12 14 
Sales price per unit 20 20 
Total fixed costs per year 30,00,000 21,00,000 
Capacity (in units) 4,30,000 5,00,000 
Antlclp:ited sales (Next ye:ir, In units) 4,00,000 4,00,000 

Suggest: 
1. Identify the process which gives more profit. 
2. Would you change your answer as given above, If you were informed that th0 capacities of the two 

processes are as follows: 
A • 6,00,000 units; B • 5,00,000 units? (RTP Nov'23} 

Answer 15 
{a) Working Notes: 

Particulars 2022-23 (") 2023-24 ('{) 

Fixed Cost 72,00,000 {-: 60 x 1,20,000 units) 79,20,000 {110% of"; 72,00,000) 
Variable Cost 180 225 {125% of"; 180) 

Calculation of Break-even Point (in units): 
Since, shelf life of the product is one year only, h0nce, opening stock is to be sold first. 

(";) 
Total Contribution required to recover total fixed cost in 2023- 24 and to reach 79,20,000 
break-even volume. 
Less: Contribution fro m opening stock {20,000 units x (-: 300 - -: 180)) 24,00,000 
Balance Cont ribution to be recovered 55,20,000 

Units to be produced to get balance contribution 
Rs.ss,20.000 k = Rs.300-Rs.225 = 73,600 pac ets. 

Break-even volume in units for 2023-24 

Packets 
From 2023-24 production 73,600 
Add: Opening stock from 2022-23 20,000 

93,600 

(b) 1. Comparative Profitability Statements 
Particulars Process- A ('I:) Process- B (-":) 
Selli ng Price per unit 20.00 20.00 
Less: Variable Cost per unit 12.00 14.00 

Contribution per unit 8.00 6.00 
Total Contribution 32,00,000 ('I: 8 X 4,00,000) 24,00,000 ("; 6 X 4,00,000) 

Less: Total fixed costs 30,00,000 21,00,000 
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Profit 

Capacity (units) 

Total Contribu tion at full capacity 

Fixed Cost 
Profi t 

Process - B gives more profit. 
2. 

Particulars 
*Capacity (units) 

Tota l contribution 

Fixed Cost 

Profi t 

Process-A be chosen. 

2,00,000 
4,30,000 

34,40,000 {l!_ 8 X 4,30,000) 

30,00,000 
4,40,000 

Process- A ("-I 
6,00,000 

48,00,000 
{l!_ 8 X 6,00,000) 

30,00,000 

18,00,000 

*Note: It is assumed that capacity produced equals sales. 

Question 16 

3,00,000 
5,00,000 

30,00,000 ('!_ 6 X 5,00,000) 

21,00,000 
9,00,000 

Process- B (~I 
5,00,000 

30,00,000 
(l!_ 6 X 5,00,000) 

21,00,000 

9,00,000 

RS ltd. manufactures and sells a single product X whoso selling price is 'I: 100 per unit and the v:1riablo cost is 

'!. 60 per unit. 
(i) If the Fixed Costs for this year :>re 'i:: 24,00,000 and the annual s.sles arc at 60% margin of safety, 

CALCULATE the rate of net return on sales, assuming an income tax level of 40% 
(ii) For the next ye.sr, It is proposed to add another product lino Y whose selling price would bo 'i:: 150 per 

unit and the variable cost~ 100 per unit. The total fixed costs are estimated at~ 28,00,000. The sales mix 
of X: Y would be 5 : 3. COMPUTE the break-even sales In units for both the products. {RTP Scp'24) 

Answer 16 
(i) 
Contribution per unit 

Break-even Point 

Percentage Margin o f Safety 

Or, 60% 

:. Actual Sales 

Sales Value (1,50,000 units x '!. 100) 

= Selling price- Variable cost 
= ". 100 - '!. 60 
= 'i::40 
= i 24.00,000 

,40 

= 60,000 units 

= 

= 

= 

Actual Sales- 8 1·eak - even Sales 

Actua l Sales 
Actua l-Sales - 60,000imft.s 

Actual Sales 
1,50,000 units 

Less: Variab le Cost (1,50,000 units x ~ 60) 
Contribution 

Less: Fixed Cost 

Profit 

Less: Income Tax @ 40% 
Net Retu rn 

( 
, 21,60,000 ) 

Rate of net Return on Sales= 14.40% , l,So,oo,ooo X 100 

(ii) Products 

Selling Price per unit 

Var iable Cost per unit 

Contribution per unit 

Composite contr ibution will be as follows: 
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1,50,00,000 

(90,00,000) 
60,00,000 

(24,00,000) 
36,00,000 

(14,40,000) 
21,60,000 

X (~I y (~) 

100 150 
60 100 
40 so 
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Contribut ion per unit = (:0 X 5) + (580 X 3) 

= 25 + 18.75 = ~ 43.75 
Break-even Sale = 64 000 . (~ 28.00,000) 

, units '43. 75 

Break-even Sales Mix: 
X {64,000 units " 5/8) = 40,000 units 
Y {64,000 units "3/8) = 24,000 units 

Question 17 

The following information is given by PQR Ltd: 

Vear 
2022-23 

2023-24 

You arc required to: 
(i) Calculate the Break-even sales. 

Sales ('<) 
1,80,00,000 

2,40,00,000 

Profit (loss ('{) 
(3,80,000) 

11,20,000 

{ii) In 2024-25, it is estimated that the variable cost will go up by 5% and fixed cost will reduce by~ 4,80,000. 
Selling prices will remain the same. Calculate the sales volume to earn a profit of '< 15,00,000. 
(PYP 6 Marks May'24} 

Answer 17 

(i) 
Fixed Cost 

Break-even sales = P/V Raio 

P/V Ratio = Change in Profit" lOO Or, 15.00,000 "lOO 
Cha:n.g• in Sale 2,40.00,000- 1,80.00.000 

Or 
15,00,00 
--- " 100 or, 25% 
60.00.000 

Fixed Cost = Contribution - Profit 
= '< 2,40,00,000 " 25% - '< 11,20,000 
= '{ 60,00,000- '< 11,20,000 = '{ 48,80,000 

k I 
48,80,000 ., 

Brea -even sa es = 
25

% = , 1,95,20,000 

(ii) Desired Contribution in 2024-25 = Revi sed Fixed Cost+ Target Profit 
= ('< 48,80,000- '{ 4,80,000) + '{ 15,00,000 
= '< 59,00,000 

Earlier P/V ratio= 25%. So Variable Cost ratio =75%. Sell ing price remai n the same. 
Variable cost increased by 5% i.e. Variable Cost ratio will be 78.75% (75+5%of 75). 
Now revised P/V ratio=21.25% 

I I , 59,00,000 ( ) 
Sa es Vo ume in 2024-25 = 2l .ZS% = '< 2,77,64,706 approx. 

If it is assumed that variable costs will go up by 5% in total. So, it will be increased from 75% to 80% and 
a solution can be done in the following way: 

(iii) Desired Contribution in 2024-25 = Revised Fixed Cost + Target Profit 

14.16 

= {'< 48,80,000-'{ 4,80,000) + '< 15,00,000 
= '< 59,00,000 

Earlier P/V ratio= 25%. So Variable Cost ratio =75%. Sell ing prices remain the same. 
Variable cost increased by 5% i.e. Variable Cost ratio will be 80% (75%+5%). 
Now revised P/V ratio= 20% 

Sales Volume in 2024 - 25 = 
59

~
0:~~oo = '{ 2,95,00,000 
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A company manufactures and sells a product, the price of which is controlled by the Government. Raw 
material required for this product is also made available at a fixed controlled price. The following figures have 
been called for the previous two accounting years of the company: 

Year• I Year- II 
Quantity Sold (tones) 1,26,000 1,44,000 
Price per tone '(185 '(185 

('(In thousands) 

Sales Value 23,310 26,640 

Raw Moterials 11,340 12,960 
Direct Labour 1,512 1,872 
Factory, Administration and Selling Expenses 9,702 11,232 
Profit 756 576 

Durine the, year II direct lobour rotc,s Increased by 8 1/3%. Increases in factory, administration ond sc,lling 
expenses during the year were'( 8,10,000 on account of factors other than the increased quantities produced 
and sold. The managing director desires to know, what quantity If they had produced and sold would have 
given the company the same net profit per tonne in Year II as it earned during the Year I Advise him. 
{MTP 7 Marks Aug'24} 

Answer 18 
Contribution per tonne ('<) 
Sales Price \\ //II\\ I! t ! '----i ~ r,.-

' 
185.00 

Variable Cost: \\ // I I \\ // 11 I , ..... I 
Material (W.N.-1) \I I I \I I I I ' 90.00 ,.._ 
Labour (W.N.-2) 

- -

13.00 
Variable Overhead (W.N.-3) 40.00 
Contribution 42.00 
Profit Required ('<7,56,000 /1,26,000 tonnes) 6.00 
Balance Contribution per tonne for meeting Fixed Costs 36.00 
Fixed Costs (W.N.-4) 54,72,000 
Quantity Required ("'. 54,72,000 + '( 36) 1,52,000 tonnes 

Working Notes 
M . I C . y Ill ( ~ 1.29.60.000 ) '( 90 1. atena s ost per tonne in ear 

1 44000 , , tonnes 

. ( ' 18.72.000 ) '( 13 2. l abour Cost per tonne in Year 11 
44 000 1, r tonnes 

3. Variable portion of Factory, Administration and Sell. 
Expenditure, etc '( 

Total in Ye ar II 1,12,32,000 
Less: Increase otherwise than on account ofincreased turnover 8,10,000 

1,04,22,000 
l ess: Amount Spent in Year I 97,02,000 
Increase 7,20,000 
Increase in Quant ity Sold 18,000 tonnes 

. bl ( , 1,20,000 ) Va n a e Expenses per tonne 
18

_
000 

Tonnes '( 40 

Fixed portion of Factory, Administration and Sell ing Expenses (Yr. 2) '(1,12,32,000 
Variable Expenses @ '(40 per tonne '(57,60,000 
Fixed Port ion '(54,72,000 
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A company has three factories situated in North, East and South with its Head Office in Mumbai. The 
Managemont has received tho following summary roport on tho operations of each factory for a period: 

(~ in '000) 
Factory Sales Profit 

Actual Over/ (Under) Act11al Over/ (Under) 
Budget 

North 1,100 (400} 135 
East 1,450 150 210 
South 1,200 (200) 330 

CALCULATE the following for each factory and for the company as a whole for the period: 
(i) Fixed Cost 
(ii) Break-even Sales (RTP Nov'Z1, SM} 

Answer 19 
Computation of Profit Volume Ratio 

?: Sales Profit 
.s Actual Over/ Budgeted Actual Over/ Budget u .. 

(Under) Sales (Under) Profit ... 
Budget Budget 

North 1,100 (400) 1,500 135 (180) 315 

East 1,450 150 1,300 210 90 120 

South 1,200 {200) 1,400 330 (110} 440 

Budget 

(180) 
90 

(110) 

(~ in '000) 

P/V Ratio 
(Change in 

profit/Change 
in Sales) 

45% 

60% 

55% 

(i) Computation of Fixed Costs ('I: in '000} 
Factory Actual Sales P/V Ratio Contribution Actual Fixed Cost 

Profit 
(1) (2) (3) : (1) X (2) (4) (5) = (3) · (4) 

North 1,100 45% 495 135 360 

East 1,450 60% 870 210 660 
South 1,200 55% 660 330 330 
Total 3,750 2,025 675 1,350 

(ii) Computation of Break-Even Sales 
Factory Fixed Cost (a) P/V Ratio (b) Break-even Sales 

(a)/ (b) 
North 360 45% 800 
East 660 60% 1,100 

South 330 55% 600 
2,500 

Break -even Sales (Company as whole) Pixed Cost =-------
Composite P fV Ratio" 

Rs.1 3.50.000 
= 

54% 

= Rs. 25,00,000 
*C . p /V R . _ Total Contribution _ 2,025 _ 54% 

ompos,te at,o - Toral Actual Sales - 3,750 -
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l•i'#iiM,EJ•• . 
Two manufacturing companies A and B are planning to merge. The details are as follows: 

A 

Capacity utilisation (%) 90 
Sales (0:) 63,00,000 

Variable Cost(>:) 39,60,000 
Fixed Cost (>:) 13,00,000 

Assumine that the proposal is implemented, calculate: 
(i) Break-Even sales of the merged plant and the capacity utilization at that stage. 
(ii) Profitability of the mereed plant at 80% c.1p.1clty utiliz.1tion. 
(iii) Sales Turnover of the merged plant to earn a profit of 0: 60,00,000. 

B 

60 
48,00,000 

22,S0,000 
15,00,000 

(iv) When the mereed plant is working at a capacity to earn a profit of 'It 60,00,000, what percentage 
of increase in selling price is required to sustain an increase of S% in fixed overheads. 

{PYP 10 Marks, Jan'21) 

Answer 20 
Workings: 
1. St.1tcmcnt showine computation of Brcakeven of mereed plant and other required information 
s. Plan A Plant B Merged 

No. Particulars Before (90%} After Before (60%} After (100%} Plant 
('() (100%) (~) (>:) (II!) (100%} 1-:1 

(i) Sales 63,00,000 70,00,000 48,00,000 80,00,000 1,50,00,000 

(ii) Variable cost 39,60,000 44,00,000 22,50,000 

(iii) Contribution (i - ii) 23,40,000 26,00,000 25,50,000 

(iv) Fixed Cost 13,00,000 13,00,000 15,00,000 

(v) Profit (ii i • iv) 10,40,000 13,00,000 10,50,000 
' . Contribution 

2. PV rat,o of merged plant = 
5 1 

x 100 
a es 

= ' 68'so,ooo X 100 = 45 67% 
1.50.00 .. 000 ' 

0 

Fixed Cost Rs.28.00,000 
(i) Break even Sales of me reed plant = p = 

5 67
, 

17 Ratio 4 , ¼> 

= Rs. 61,30,939.34 (approx. ) 

C 
. .1. • Rs.61,30,939.34 lOO 40 88

% 
apac,ty ut, 11at1on = 

5 0 
X = • 

1, 0, 0,000 
(ii) Profitability of the merged plant at 80% capacity utilization 

= (-: 1,50,00,000 x 80%) x P/v ratio - fixed cost 
= '( 1,20,00,000 .x 45.67% - 0: 28,00,000 
= ~ 26,80,400 

(iii) Sales to earn a profit of'( 60,00,000 
Fixed Cost+ Desired profit 

Desired sa les = 

Rs.28.00.000+Rs.60.00.000 
= 

45.67% 
= '( 1,92,68,666 (approx. ) 

(iv) Increase in fixed cost 
= '( 28,00,000 X 5% = 0: 1,40,000 

Therefo re, percentage increase in sa les price 
- Rs.1,40,000 00 - 0 726· ( ) 
- Rs.1,92,68,666 x 1 - · % approx. 

Question 21 

37,50,000 81,SO,OOO 

42,50,000 68,50,000 

15,00,000 28,00,000 

27,50,000 40,50,000 

XYZ Ltd. is engaged in the manufacturing of toys. It can produce 4,20,000 toys at its 70% capacity on per 
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~ 
annum basis. Company Is in the process of determining sales price for the financial year 2020-21. It has 
provided the following information: 

Direct Material 'I: 60 per unit 
Direct Labour 'I'. 30 per unit 

Indirect Overheads: 
Fixed 'I'. 65,50,000 per annum 
Variable 'I'. 15 per unit 
Semi-variable 'I'. 5,00,000 per annum up to 60% capacity and 'I'. 50,000 for every 5% increase in 

capacity or part thereof up to 80% capacity and thereafter 'I'. 75,000 for every 10% 
increase in capacity or part thereof. 

Company desires to earn a profit of 'I'. 25,00,000 for the year. Company has planned that the factory will 
operate at 50"/4 of capacity for first six months of the year :ind at 75% of c:ipacity for further three months 
and for the balance three months, factory will operate at full capacity. 
You are required to : 
(1) Determine the average selling price at which each of the toy should be sold to earn the desired profit. 
(2) Given the above scenario, advise whether company should accept an offer to sell each Toy at : 

(a) 'I'. 130 per Toy 
(b) "t 129 per Toy (PYP 10 Marks, Jan'21} 

Answer 21 

(1) Stat ement of Cost 
For first 6 months For further 3 For remaining 3 Total 

months months 
6,00,000 >< 6,00,000 x 6,00,000 x 
6/12 x 50% 3/12 X 75% 3/12 

= 1,50,000units = 1,12.,SOOunits = 1,50,000units 4,12,SOOunits 
Direct Material 90,00,000 67,50,000 90,00,000 2,47,50,000 
Direct labour 45,00,000 33,75,000 45,00,000 1,23,75,000 
Indirect -Variable Expenses 22,50,000 16,87,500 22,50,000 61,87,500 
Ind irect - Fixed Expenses 32, 75,000 16,37,500 16,37,500 65,50,000 
Indirect Semi-variable expe nses 
. For first six months @ 2,50,000 

5,00,000 per annum 
. For further t hree months@ 1,62,500 

6,50,000* per annum 
. For further t hree months@ 2,12,500 6,25,000 

8,50,000** per annum 
Total Cost 1,92, 75,000 1,36,12,500 1, 76,00,000 5,04,87,500 
Desi red Profit 25,00,000 
Sales value 5,29,87,500 
Average Sales price per Toy 128.45 

• 'I'. 5,00,000+ (3 times (from 60% to 75%) x 50,000] = 'I'. 6,50,000 
•• 'I'. 6,50,000+ (1 time (from 75% to 80%) x 50,000) + (2 times (from 80% to 100%) x 75,000) = 'I'. 8,50,000 

(2) (a) Company Should accept the offer as it is above its targeted sales price of 'I'. 128.45 per toy. 
(b) Company Should accept the offer as it is above its targeted sales price of 'I'. 128.45 per toy. 

Question 22 

AZ company has prepared its budget for the production of 2.,00,000 units. The variable cost per unit is 'I'. 16 
and fixed cost is 'I'. 4 per unit. The company fixes its selling price to fetch a profit of 2.0% on total cost. 
You are required to calculate: 
(i) Present break-even sales (in 'I'. and in quantity) . 
(ii) Present profit-volume ratio. 
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(iii) Revised break-even sales in 'I: and the revised profit-volume ratio, if it reduces its selling price by 10%. 
{iv) What would be revised sales• in quantity and the amount, if a company desires a profit increase of 

20% more than the budgeted profit and selling price is reduced by 10% as above in point(iii) . 
{PYP 10 Marks, Dec'21} 

Answer 22 
Variable Cost per Unit= '1:16 

Fixed Cost per Unit = 0: 4, Total Fixed Cost = 2,00,000 units x 0: 4 = 0:8,00,000 

Total Cost per Unit = '1:20 
Selling Price per unit = Total Cost +Profit = Rs. 20+Rs. 4 = Rs. 24 
Contr ibution per unit = Rs. 24- Rs. 16 = Rs. 8 
. . Fixed Cosr Rs.8.00,000 . 

(1) Present Break- even Sales (Quantity)= c 'b . . . = Rs 
8 

= 1,00,000 units ontn ut1on margm per umt , 

Present Break-even Sales(Rs.) = 1,00,000 units X Rs. 24 = Rs. 24,00,000 

(ii) Present P/V Ratio= 8/24 X 100 = 33.33% 
(iii)Revised Selling Price per unit= Rs. 24 - 10% of Rs. 24 = Rs. 21.60 

Revised Contribution per unit = Rs. 21.60 - Rs. 16 = Rs. 5.60 

Revised P/V Ratio= :/:
0 

X 100 = 25.926% 

Revised Break-even point (Rs.) = l'~~a~:•t 
= ::~~o:~ = Rs . 30,85,705 

V 

Or 
· d k . ( ) Fixed Cost Rs.8,00,000 

Revise Brea -even pomt units = C ' b i . 1 = 5 60 = 1,42,857 units 
onrr1 ut on margm per un t . 

Revised Break-even point("()= 1,42,857 units x "( 21.60 = "( 30,85,711 

(iv)Present profit ='I: 8,00,000 
Desired Profit= 120% of"( 8,00,000 ="( 9,60,000 

Sales to earn a profit of 'I: 9,60,000 •• 

Total contribution required= 8.00.000 + 9,60,000 = "( 17,60,000 
f ixed Cost+Desired Profit = 8,00.000+9,60.000 = 

3 14 286 
. 

lb 
. . , , units 

Contr ut1on pe r unit 5.60 

Revised sales (in Rs.)= 3,14,286 units X Rs. 21.60 = Rs. 67,88,578 

EXAM INSIGHTS: This Numerica l problem based on the concept of Marginal costing. First three parts of 

the question were answered in the correct line. In the fourth part, many examinees failed to calculate 

amount of desired contribution. Performance of the examinees was good. 

Question 23 

Top•tech a manufacturing company is presently evaluating two possible machines for the manufacture of 
superior Pen-drives. The following information is available: 

Particulars Machine A Machine B 
Selling price per unit 'I: 400.00 'I: 400.00 
Variable cost per unit 0: 240.00 0: 260.00 
Total fixed costs per year 0: 350 lakhs 'I! 200 lakhs 
Capacity (in units) 8,00,000 10,00,000 

Required: 
(I) Recommend which machine should be chosen 7 
(ii) Would you change your Answer, if you were informed that in near future demand will be unlimited and 

thc capllcitlas of thc two machines arc as follows? 
Machine A• 12,00,000 units 
Machine B • 12,00,000 units Why? (PYP 5 Marks, May'22} 

Chapter 14 Marginal Costing 14.21 

DS



~ 
Answer 23 

Machine-A Machine-B Total 
(A) Selling price pe r unit ( 111:) 400 400 
(B) Varia ble cost pe r cost('() 240 260 
(C) Cont ribut ion per unit ('() [A-BJ 160 140 
(D) Units 8,00,000 10,00,000 

(El Total contribution ('( [CxD] 12,80,00,000 14,00,00,000 26,80,00,000 

(F) Fixed Cost ('I:) 3,50,00,000 2,00,00,000 5,50,00,000 

(G) Profit JE-F] (";) 9 ,30,00,000 12,00,00,000 21,30,00,000 

{H) Profit pe r unit [G+D] (";) 116.25 120.00 
{i) Machine B has the highe r profit of '1:2,70,00,000 than the Machine -A. Furthe r, Machine -B's fixe d cost Is 

less than the fixed cost of Machine-A and higher capacity. Hence, Machine B be recommended. 
Note: This Question can also be solved as below: 
Indifferent point= Difference in fixed cost/ difference in variable cost per unit 
= 1,50,00,000 / 20 = 7,50,000 units 
At the level of demand 7,50,000 units both mach ine options equall y profitable. 
If demand below 7,50,000 units, select machine B (with lowe r FC) . 
If dema nd above 7,50,000 units, select machi ne A (with lower VC) . 

(ii) When the capacit ies of both the machines are same and demand for the product is unlimited, calcul a tion 
of profit wi 11 be as fol lows: 

Machine-A Machine-8 Total 
A Contribution per unit (111:J 160 . 140 
B Units 12,00,000 12,00,000 

C Total contribution('() (AxB] 19,20,00,000 16,80,00,000 36,00,00,000 

D Fixed Cost ('() 3,50,00,000 2,00,00,000 5,50,00,000 

E Profit (C-E] (111:) 15, 70,00,000 14,80,00,000 30,50,00,000 

F Profit per unit [E+B] ('() 130.83 123.33 
Yes, the preference for the machi ne wou ld change because now, Machine A is having higher contribution and 
higher profit, hence recommende d. 

EXAM INSIGHTS: This numerical problem was based on the coricept of Marginal costing. Most of the 
examinees answe red on the correct line. Performance of the examinees was good. 

UV Limited started a manufacturing unit from 1st October 2021. It produces designer lamps and sells its lamps 
at'( 450 per unit. 
During the quarter ending on 31st December, 2021, it produced and sold 12,000 units and suffered a loss of 
'( 35 por unit. 
During the quarter ending on 31st March, 2022, it produced and sold 30,000 units and earned a profit of'( 40 
por unit. 
You are required to calculate: 
(i) Total fixed cost incurred by UV ltd . per quarter. 
(ii) Break Even sales value (in rupees) 
(iii) c .. lculato Profit, if tho sale volume roaches 50,000 units in tho next quartor (i.e ., quarter ending on 30th 

June, 2022) . (PYP 5 Morks, May'22} 

Answer 24 
Quarter ending 31st Quarter ending 31st 
December 2021 ('() March, 2022('() 

Sales (No. of units sold x '( 450 per unit) 54,00,000 1,35,00,000 
Profit (Loss) (4,20,000) 112,000 X 35] 12,00,000 (30,000 X 40] 

. _ Change in profit 
P/V Ratio . X 100 

Change m sales 
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:. 16,20,000 X lOO = 20% 
81.00,000 

(ii Fixed Cost= Sales x P/V ratio - profit 
= ~ 1,35,00,000 X 20% - 12,00,000 
= 1' 15,00,000 

Alternative Presentation for the calculation of Fixed cost 
Quarter ending 

31stDecember, 2021(~) 
Sales (No. of units sold x ~ 450 per unit) 54,00,000 
Profit (Loss) (4,20,000) [12,000 X 35) 

Total cost 
VC per unit = (1,23,00,000 - 58,20,000) / (30,000 - 12,000) 

= 64,80,000 / 18,000 =~ 360 per unit 
Fixed cost = TC- VC, 58,20,000 (360 x12,000 units) 1'15,00,000 

( .. ) B k I I (· R ) fLxed Cost lOO 11 rea even sa es va ue 1n upees = p . X 
V l'iltlO 

15,00.000 = ~ 75 00 000 
20% I , 

58,20,000 

(iii) Profits if sales reach 50,000 units for the quarter ending 30th June, 2022 

Sales (50,000 >< 'l: 450) 

Quarter ending 
31st March, 2022(~) 

1,35,00,000 
12,00,000 [30,000 X 40] 

1,23,00,000 

(~) 
2,25,00,000 

l ess: Variable cost " ,\ nn .-- 7,._, n 1,80,00,000 
Contribution \ \\ JI 11 I \\ ... I I 45,00,000 
l ess: Fixed cost ' \V/ I I I "'ii 'i I I. 15,00,000 
Profit V LI L < , -......:= 30,00,000 

EXAM INSIGHTS: This numerical question was based on Marginal costing to calculate the Total fixed cost, 
Break-Even sales and Profit in given sales volume. Most of the examinees did well. Performance of the 
examinees was good. 

Question 25 

ABC Ltd sells its Product 'Y' at a price of~ 300 per unit and its variable cost is ~ 180 per unit. The fixed costs 
arc ~ 16,80,000 per year uniformly incurred throughout tho year. The Profit for the year is ~ 7,20,000. 
You are required to calculate: 
(i) BEP in value (~) and units. 
(ii) Margin of Safety 
(iii) Profits made when sales are 24,000 units. 
(iv) Sales in value(~) to be made to earn a net profit of~ 10,00,000 for the year. {PYP 5 Marks, Nav'ZZ) 

Answer 25 
(ii Calculation of BEP in value 

P/v 
.
1 

= Sales Price- Variable Cost = 300- 180 = 
40

% 
rat O Sales 300 ° 

B I E P . t . V I ( .,) Pixed cost 16,80,000 R 42 OO OOO rea < ven om 1n a ue , = . = 
400

'- = s. , , 
- rano ro 
V 

. . . Fi,ed cost 16,80,000 . 
Break Even Point ,n Units= c .b . = 

120 
= 14,000 Units 

ontn unon 
(Al . I Rs.42,00,000 OOO U . I ternat1ve y, 

300 
= 14 nits 

( .. ) M . f S f (" A ) Profit ;.zo.ooo R 18 00 000 11 arg,n o a ety 1n mount = ,. . = 
0

, , = s. , , 
vrattO 4 i"O 

Margin of safety may also be calcu lated by deducting BEP sales from present sale. Present sale is 
~ 60,00,000 i. e. (16,80,000 + 7,20,000)/40%. 
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~ 
M . f S f (· U . ) Profit 7,20,000 6 OOO . argm o a ety ,n nits = 'b . . = = , units Contn utlon per umt 120 

(iii} Profits when sales are 24,000 units 
Particular ("I 
Cont ribution {24,000 X 120) 28,80,000 

Less: Fixed cost 16,80,000 

Profit 12,00,000 

(iv} Sales in value to earn a net profit of "10,00,000 
Fixed cost+Desired profit = 16.80.000+10,00,000 = Rs . 67,00,000 

- ratio 4-0% 
V 

Exam Insights: This is a Numerical question on Marginal Costing for ca lcu lation of Break-Even Point (BEP) 
in va lue and units, Margin of Safety {MOS), profit on given sales volume and sales value. to earn a certain 
level of net profit. Most of the examinees answered correctly and secured good marks. 

Question 26 

MNP Company limited produces two products 'A' and 'B' . The relevant cost and sales data per unit of output 
is as follows. 

Particulars Product A Product B 

(~) (~) 

Direct material ' ~\ nn \\ --. ~. 55 60 

Direct labour \\ II I! \' I ~ 
35 45 

\I l i ' l Variable factory overheads - 40 20 

Selling Price 180 175 
The availability of machine hours is limited to 55,000 hours for the month . The monthly demand for product 
'A' and product 'B' is 5,000 units and 6,000 units, respectively. The fixed expenses of the company are 
~1,40,000 per month. Variable factory overheads are~ 4 per machine hour. The company can produce both 
products according to the market demand. 
Required: 
Calculate the product mix that generates maximum profit for the company in the situation and also calculate 
profit of the company. {PYP 5 Marks, May'23} 

Answer 26 

Particulars Product A Product B 

~ ~ 

Sell ing Price 180 175 

Variable cost: 

Direct Material S5 60 

Direct labour 35 45 

Vari able facto ry overheads 40 20 

130 125 

Contribution 50 so 
Machine hour {p.u.} 10 5 

Contribution per hour s 10 

Rank II I 
Calculation of Product Mix 

Hou rs available 55,000 

Product B {6000 x 5) 30,000 
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Balance Hours 25,000 

Product A (2500 x 10) 25,000 

Balance Hours 0 

Calculation of Profit 

'( 

Contr ibution 

A 2500 units x 50 

6 6000 X 50 4,25,000 

Less: Fixed cost (1,40,000) 

Profit 2,85,000 

EXAM INSIGHTS: In this numerical question, examinees were asked t o ca lculate the Best Product Mix and 

t he maximum profit when machine hours are a limiting factor. Most of t he examinees failed to calculate 

contr ibution per machine hour, hence committ ed mistake in calculation of the best product mix. The 

overall performance was below average. 

Question 27 

NG ltd. has an annual fixc,d cost of '( 98,50,000. In the year 2022·23, sales amounted to '(7,80,60,000 as 
compared to ~5,93,10,000 in the preceding year 2021-22. Profit in the year 2022-23 is ~37,50,000 more than 
that in 2021-22. 
Required: 
(i) CALCULATE Break-c,ven salc,s of the company. 
(ii) DETERMINE profit/ loss on a forecasted sales volume of ~8,20,00,000. 
(ill) If thi,re is a rc,duction In sc,lllng price by 10% in the, financial yc,ar 2022-23 and company desires to earn 

the same amount of profit as in 2021·22, COMPUTE the required sales amount? 
{MTP 5 Marks Apr'23, Mar'1!1 & Sep '23} 

Answer 27 

(i) 
Fix ed Cost 

Break-even Sales = ~ --
V Ratio 

P/ R , Change in Profit lOO Rs.37,50.000 X l OO v at,o = x or, 
Change in Sales Rs.7,80,60,000 - Rs.5,93,10.000 

Rs.37,50.000 % 
Or Rs.l.S?,so.ooo X 100 or,20 o 

Break-even Sales = Rs-
9:i:ooo = Rs. 4,92,50,000 

(ii) Profit / loss = Cont ribution - Fixed Cost 

= ~ 8,20,00,000 X 20% - ~98,50,000 
= ~1,64,00,000 - 0:98,50,000 = 0:65,50,000 

(iii) To earn t he same amount of profit in 2022-23 as it was in 2021-22, the company must earn the same amount 
of contr ibution as it had earned in 2021-22. 
Sa les - Var iable cost= Contribution equal to 2021-22 contribution 

Contribut ion in 2021-22 = Sales in 2021-22 >< P/V Rat io in 2021-22 

: ";$,93,10,000 X 20% : ";l,18,62,000 

Let the number of units to be sold in 2022-23 = X 

Sales in 2022-23 - Variable cost in 2022-23 = Desired Contribution 
90 X - 80 X = ";l,18,62,000 
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Or 10 X = 1,18,62,000 
Or X = 11,86,200 units 

Therefore, Sales amount requ ired to earn a profit equal to 2021-22 profit 
= ~ 90 x 11,86,200 units = ~ 10,67,58,000 

Question 28 ~ LDR 

A Limited manufactures three different products and the following information has bec,n collected from the, 
books of accounts : 

Products 
s T u 

Sales Mix 25% 35% 40% 

Selling Price ~600 ~800 ~400 
Variable Cost ~300 'I: 400 ~240 

• otal Fixed Costs 'I: 36,00,000 
•otal Sales 'I: 1,20,00,000 
The company h:,s currently under discussion, a proposal to discontinue tho manufacturo of Product U and 
replace it with Product M, when the following results are anticipated: 

Products 
s T M 

Sales Mix 40% 35% 25% 
Selling Price 'I: 600 '1:800 '1:600 
Variable Cost 'I: 300 '1:400 '1:300 
Total Fixed Costs 'I: 36,00,000 

Total Sales V I - I I l (: 
~ 'l:l,28,00,000 

Required 
(i) Compute the PV ratio, total contribution, profit and Break-evc,n sales for the existing product mix. 
(ii) Compute the PV ratio, total contribution, profit and Break-even sales for the proposed product mix. 
(MTP 10 Marks, Nav'21, RTP May '21 & May '22) {Same concept different figures SM) 

Answer 28 
(i) Computation of PV ratio, contribution and break-even sales for existing product mix 

Products 
s T u Total 

Sel ling Price ('I:) 600 800 400 

Less: Var iable Cost (~) 300 400 240 
Contribution per unit (~) 300 400 160 
P/V Ratio (Contribution/Selling price) 50% 50% 40% 
Sales Mix 25% 35% 40% 
Contribution per rupee of sales 12.5% 17.5% 16% 46% 
(P/V Rat io x Sa les Mix) 

Present Total Contribution ('I: 1,20,00,000 x 46%) '1:55,20,000 

Less: Fixed Cost s '1:36,00,000 

Present Profit '1:19,20,000 

Present Break Even Sales (111: 36,00,000/0.46) Ill: 78,26,087 
()) Computation of PV ratio, contribution and bre;ik-oven s;ile for proposed product mix 

Products 

s T M Total 

Selling Price ('I:) 600 800 600 
Less: Variable Cost (111:) 300 400 300 
Contribution per unit ('I:) 300 400 300 
P/V Ratio {Contribution/Sel ling price) 50% 50% 50% 
Sales Mix 40% 35% 25% 
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Cont ribu tion per rupee of sales 20% 17.5% 12.5% 

(P/V Ratio x Sales M ix) 

Proposed Total Contribution ("!1,28,00,000 x 50%) 

Less: Fixed Costs 

Proposed Profit 

Proposed Break Even Sales (0:.36,00,000/0.50) 

Question 29 

The following information has been obtained from the records of a manufacturing unit: 

Rs. 

S3lc>s 80,000 units@ Rs. SO 

Material consumed 16,00,000 
Variable Overheads 4,00,000 

labour Charges 8,00,000 

Fixed Overhe3ds 7,20,000 

Nc,t Profit 
CALCULATE: 

(i) The number of units by selling which the company will neither lose nor gain anything. 
(ii) The sales needed to earn a profit of 20% on sales. 

SO% 

11;64,00,000 

0:.36,00,000 

0:.28,00,000 

0:.7 2,00,000 

Rs . 

40,00,000 

35,20,000 

4,80,000 

(iii) Tho extra units which should be sold to obt:,in the present profit If it is proposed to reduce the selling 

price by 20% and 25%. 
(iv) The selling price to be fixed to bring down Its Break-even Point to 10,000 units under present 

conditions. (MTP 10 Marks, Mar'21} 

Answer 29 

Workines: 
(1) Cont ribution per unit= Selling price per unit - Variable cost per unit 

= Rs.SO - {Rs. (16,00,000 + 4,00,000 + 8,00,000) + 80,000 units} 
= Rs. 50 - Rs. 35 = Rs.15 

(2) Profit-Volume {P/V) Ratio = Con'.ributionperun.it X 100 = Rs.lS X 100 = 30% 
Selling Price per urut Rs.SO 

Calculations: 

(i) The number of units to be sold for neither loss nor gain i.e. Break-even units: 
= Fix~d O~erheads . = Rs.7,20,000 = 48 OOO Units 

Conrr1but1on per unit Rs.15 $ 

(ii) The sales needed to earn a profit o f 20% on sa les: 
As w e know S = V + F + P 
{S = Sales; V = Variable Cost; F = Fixed Cost; P = Profit) 

Suppose Sales units are x then 

Rs. SOx = Rs. 35 x + Rs. 7,20,000 + Rs. l Ox 

Rs. SOx - Rs. 4Sx = Rs. 7,20,000 

Or X = 
Rs. 7,20,000 = 1,44,000 units 

' Rs.S 

Therefore, Sales needed= 1,44,000 units X Rs. SO = Rs. 72,00,000 to earn a profit of 20% on sales. 

(iii) Calcul:,tion of extra units to be sold to earn present profit of Rs.4,80,000 under the followine proposed 
selling price: 

When selling price is reduced by 

20% (Rs.) 25% (Rs.) 

Selling price per unit 40.00 37.50 

(Rs. SO x 80%) (Rs. 50 x 75%) 

Less: Variable Cost per unit 35.00 35.00 

Contribution per unit 5.00 2.50 

Desired Contribution: 

Fixed Overheads 7,20,000 7,20,000 
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Desired Profit 4,80,000 4,80,000 

12,00,000 12,00,000 
(a) Sales unit for desired contribution 2,40,000 units 4,80,000 units l Desired Connibution j Rs.12,00,000 Rs.12.00.000 

ConcrJbution per unit Rs.5 Rs.2.S 

(b) Units presently sold 80,000 units 80,000 units 
(c) Extra units to be sold {(a) - (b)} 1,60,000 units 4,00,000 units 

(iv) Sales price to bring down BEP to 10,000 units : 
B.E.P {Units) Pixed Cost = Conn·ibution oer unit 
Or, Contribution per unit = Rs. 7,20,000/10,000 units = Rs. 72 
So, Sales Price (per unit) = Variable Cost+ Contribution 

= Rs. 35 + Rs. 72 = Rs. 107 

Question 30 

PS Limited is a manufacturing company and is operating at 75% capacity utilization. The PV ratio at this level 
of activity is 40%. 
The flexible budget drafted by the company for two levels of activity is given below: 

Capacity utilization (75 %} Capacity utilization {100 %) 
Amount in~ (Lakhsl Amount in~ (Lakhs) 

Direct materials 180 240 
Direct wages ~\ 120 // I ,,.. r--..., 160 
Power and fuel \\. 12 I/ I ..:: ...... 16 
Repairs and maintenance \u/ 18 j I • ] I 21 
Consumables 

. 
21 - - 28 

Supervision 20 20 
Indirect labour 36 42 
Administrative expenses 21 21 
Selling exoenses 18 18 
Depreciation 54 S4 

You are required to: 
i. CALCULATE the profit earned by PS Limited at 75% level of activity. 
ii. CALCULATE the break-even level of activity. {MTP 10 Marks, Scp'22} 

Answer 30 
Calculation of Semi Variable component 

Repairs and Maintenance (~) Indirect labour(~) 
At 75% capacity 18,00,000 36,00,000 
At 100% capacity 21,00,000 42,00,000 
Variable component for 25% 3,00,000 6,00,000 
Hence variable cost at 75% 3,00,000 X 75/25=9,00,000 6,00,000 X 75/25 =18,00,000 

Fixed cost at 75% capacity 18,00,000 - 9,00,000 = 9,00,000 36,00,000 - 18,00,000=18,00,000 

Segregation of Fixed and Variable cost 
75% 100% VCat75% FCat75% 

Direct Material 180 240 180 
Direct Labour 120 160 120 
Power and fuel 12 16 12 
Repa irs and maintenance 18 21 9 9 
Consumables 21 28 21 
Supervision 20 20 20 
Indirect labour 36 42 18 18 
Administrative expenses 21 21 21 

14.28 Chapter 14 Marcinal Costine 

DS



Selling expenses 18 18 18 
Depreciation 54 54 54 
Total 500 620 360 140 

rl C I I t· I a cu a 10n o pro I earne f ft a o capac1 cy d t75% 

Give n PV ratio = 40%, Hence varia ble cost would be 60% 
If variable cost is '{ 360 lakhs then sales would be 360/ 0.60 = '{ 600 lakhs 
l ess: Variable cost = '{360 lakhs 
l ess: Fixed cost = '{ 140 lakhs 
Profit :'{ 100 lakhs 

(ii) Break-even level of activity 

BEP Sales= FC/ P/V ratio= 140 /0.40 = '{ 350 lakhs 

A company manufactures four products. The annual demand for products, selling prices and variable 
production costs are as follows: 

Product p Q R s 
Demand (Units) 1,20,000 1,86,000 1,71,000 99,000 

"l " " " Selling price/unit 23.88 28.68 55.08 47.88 
Direct Material/Unit 10.08 13.20 30.48 24.96 
Direct Labour/ unit 4.08 4.08 6.72 6.36 
Variable overheads/unit 1 .44 1 .44 2.40 2.16 

Other data: 
(i) The variable overheads are absorbed on a machine hour basis at a rate of'{ 1 .20 per machine hour. 
(ii) Fixed overheads total'{ 46,84,000 per annum. 
(iii) Production capacity available 8,15,000 machine hours per annum. 
(iv) Products P, Q and R can be bought-in at"! 21.36 per unit, II! 24 per unit and 't 48 per unit respectively. 
You are required to calculate Best product mix and Profitability statement for the year. 
(MTP 10 Marks, Oct'23) 

Answer 31 
(i) Statement Showing "Calculation of Cont ribution/ unit" 

p Q R s 
('{) ('{) ('{) ('{) 

Selling Price ... (A) 23.88 28.68 55.08 47.88 
Variable Cost 

Direct Material 10.08 13.20 30.48 24.96 
Direct Labour 4.08 4.08 6.72 6.36 
Variable Overheads 1.44 1.44 2.40 2.16 

Total Variable Cost ... ( B) 15.60 18.72 39.60 33.48 
Contribut ion per unit ... (A) · (B) 8.28 9.96 15.48 14.40 

(ii) Calculation of Machine Hours/ unit 

I Machine Hours per unit I 1.20 1.20 2.00 1.80 
(iii) Machine Hours Required 

Machine Hours per unit I 1,44,000* I 2,23,200% I 3,42,000@ 1,78,200" 
Total 8,87,400 

• • (1,20,000 X 1.2); % • (1,86,000 X 1.2); @ • (1,71,000 X 2}; /I • (99,000 X 1.8) 
(iv) Total Machine Hours Ava ilable 8,15,000. Hence, it is a key factor. Product 'S' is to be man ufactu red, since 

it is not available with sub-contractor/ market. 
(v) Statement Showing "Make or Buy for Products P, Q, R" 
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~ 
p ' " ' Sub-Cont ractor/ Buy Price 21.36 

Less: Variable Manufacturing Cost 15.60 
Saving in Cost 5.76 
Saving in Cost per machine hour 4.8 
Ranking I 

(vi) Statement Showing "Best Product Mix" 
Product Units Machine Hour/ Unit 

s 99,000 1.8 
p 1,20,000 1.2 
Q 1,86,000 1.2 

R (Balance) 1,34,800 2.0 
Total 

Balance quantity of R to be purchased 36,200 units (1,71,000 - 1,34,800). 
(vii) Profitability St atement 

Q(-:) R (ii!) 
24.00 48.00 
18.72 39.60 
5.28 8.40 
4.4 4.20 

II 111 

Total Machine Hours 
1,78,200 
1,44,000 
2,23,200 
2,69,600 
8,15,000 

Product Noof Units Contribution/unit Total Cont. (~I 

'"' P (Mfg) 1,20,000 8.28 9,93,600 
Q {Mfg) 1,86,000 9.96 18,52,560 
R (Mfg) 1,34,800 15.48 20,86,704 
R {Buy) 36,200 7.08 (~55.08 • ~48.00) 2,56,296 
S (Mfg) 99,000 14.40 14,25,600 

Total Contribution ' 66,14,760 
Less: Fixed Overheads •• I I ! \'.II 46,84,000 
Net Profit 

. V L' V 19,30,760 

Question 32 

n) RPP Manufacturers is approached by an lntarnatlon:>I customer for one•tima speci:,I order simil:,r to one 
offered to its domestic customers. Per unit data for sales to regular customers is provided below: 
Direct material 
Dlract l:,bour 
Variable manufacturing support 
Fixed manufacturing support 
Total manufacturing costs 
Markup {50%) 
Tnreet<>d sc,lline price 

It is provided that RPP Manufacturers has excess capacity. Required: 
(I) WHAT is the full cost of the product per unit? 
(Ii) WHAT is the contribution margin per unit? 

~693 
>: 315 
'I: 504 

'1:1092 
'I: 2604 
'I: 1302 
'I: 3906 

(Ill) WHICH costs are relevant for making the decision regarding this one-time special order? WHY? 
(iv) For RPP Manufacturers, WHAT is the minimum acceptable price of this one• time-special order only 
(v) For this one-time-only special order, SHOULD RPP Manufacturers consider a price of 'I: 2100 per unit? 

WHY or why not? 
b) The lab corner of New life Hospital Trust operates two types of specialist MRI scanning machine• MRlO 

:>nd MRS9. Following details arc estimated for the next period: 
Machine MRlO MRS9 
Running hours 1,100 2,000 

('I:) (~) 
Variable runnine costs excludlne special technoloey 68,750 1,60,000 
Fixed Costs 50,000 2,43,750 

A brain scan is normally carried out on machine type MR10. This task uses special technology costing 'I: 100 
each and takes four hours of machine time. Because of the nature of th<> process, around 10% of the scans 
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produce blurred and therefore useless results. 

Required: 
(i) CALCULATE the total cost of a satisfactory brain scan on machine type MRlO. 

(ii) Brain scans can also be done on machine type MRS9 and would take only 1.8 hours per scan with a 
reduced reject rate of 6%. However, the cost of the special technology would be~ 137.50 per scan. ADVISE 

which type should be used, ;issumlng sufficient capacity is available on both types of machines. Consider 
fixed costs will remain unchanged. {RTP Nov'22} 

Answer 32 

(i) Full cost of the product per unit 

Direct material "t 693 

Direct labour "t 315 

Variable manufactur ing support "(504 

Fixed manufact uring support !I( 1092 

Total manufactu ring costs ". 2604 

(ii) Contribution margin per unit 

5el I Ing price ~ 3906 
Less: Variable costs 

Direct material "t 693 
Direct labour ~ 315 

Variable manufactu ring support "t 504 

Cont ribution margin per unit "t 2394 

(iii) Costs for decision making are t hose costs t hat differ bet ween alterr\ ativ~s, which in 
th is situation are the incremental costs. 

Direct material \( I I I r-- ') ". 693 

DI rect labour ". 315 

Variable manufactur ing support "t 504 

Total incremental costs ". 1512 

(iv) Minimum acceptable price would be the incremental costs in the short term i.e. ~ 1512 

(v) Yes, RPP Manufacturers may consider a price of ~ 2100 per unit because this price is 

greater than t he minimum acceptable pr ice . 

(i) 
Particulars {"t) 

Variable cost per running hour of M achine MRlO (~ 68,750/1100 hours) 62.50 

Fixed cost(~ 50,000/1100 hours) 45.46 

Cost of brain scan on Machine M RlO: (~) 
Variable machine cost (4 hours >< ~ 62.50) 250.00 

Special technology 100.00 

Total variable cost 350.00 

Fixed machine cost (4 hours ><~ 45.46) 181.84 

Total cost of a sea n 531.84 

Total cost of a sa tisfactory scan("- 531.84/0.9) 590.93 

(ii) It is given t hat fixed costs w ill remain unchanged and thus t hey are not relevant for t he decision. The 
relevant costs would be the incremental cost s of an additional scan: 

Machine MR10: (~) 
Variable cost per scan 350.00 

Var iable cost per satisfactory scan ("t 350/0.9) 388.89 

Machine MRS9: (~) 

Var iable machine cost per scan (~ 1,60,000 / 2000 hours >< 1.8 hours) 144.00 

Special technology 137.50 

Variable cost per scan 281.50 

Variable cost per satisfactory scan(". 281.50/0.94) 299.47 
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~ 
The relevant costs per satisfactory scan are cheaper on Machine MRS9 and therefore brain scans shou ld be 
undertaken on said machine. 

Question 33 f3 LOR 

An agriculture based company having 210 hectares of land is engaged in growing thrc,e different cereals 
namely, wheat, rice and maize annually. The yield of the different crops and their sell ing prices are given 
below: 

Wheat Rice Maize 
Yield (in kgs l)er hectare) 2,000 500 100 
Selling Prleo (" per kg) 20 40 250 

The variable cost data of difforont crops are given below: 

(All figu res in '{ per kg) 
Crop Labour chari:es Packin.- Materials Other variable expenses 
Wheat 8 2 4 
Rice 10 2 1 
Maize 120 10 20 

The company has a policy to produce and sell all the three kinds of crops. The maximum and minimum area 
to be cultivated for each crop Is as follows : 

Crop Maximum Area (in hectares) Minimum Area (in hectares) 

Wheat 160 I 100 
Rice I 50 I ~I/ I I i I 40 l I 
Mai•e 60 \/ l LI l 10 'l' 

You are required to: 
(i) Rank the crops on the basis of contribution per hectare. 
(ii) Determine the optimum product m ix considering that all the three cereals are to be produced. 
(ill) C3lculate the maximum profit which c3n be achieved if the total fixed cost per annum Is "; ";21,45,000. 

(PYP 10 Marks, Nov'22} (Assume that there are no other constraints applicable to this company) 

Answer 33 
(i) Statement showinf! Ranking of crops on the b3sis of Contribution per hectare 

Sr. No. Particu lars Wheat Rice Maize 
(i) Sales price per kg('{) 20 40 250 
(ii) Va riable cost* per kg('{) 14 13 150 
f iii) Contribution per kg(";) 6 27 100 
{iv) Yie ld (i n kgs per hectare) 2,000 500 100 
(v) Contribution per hectare ('{) 12,000 13,500 10,000 
(vi) Ranking II I 111 

*Variable cost= Labour Charges +Packing Material+ Other Variable Expenses 
Therefore, to maximize profits, the order of priority of production would be Rice, Whea t and Maize. 
(ii) & (iii) Statement showing optimum product mix considering that a ll the three cereals are to be produced 

and milximum profit thereof 
Sr. No. Particulars Wheat Rice Maize Total 

(i) Minimum Area (in hectare) 100 40 10 150 

( ii) Remai ning area (in hecta re) 60 

(iii) Distribution of remaining area based on ranking so 10 - 60 
considering Maximum area 

( iv) Optimum mix (in hectare) 150 so 10 210 

(v) Contribution per hectare ('{) 12,000 13,500 10,000 

(vi) Total contribution (>:) 18,00,000 6,75,000 1,00,000 25, 75,000 
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(vii) Fixed cost ('1!;) 21,45,000 

(viii) Maximum Profit(") 4,30,000 

Optimum Product Mix and calcu lation of maximum profit earned by company can also be presented as 
below 
(ii) Optimum Product Mix: 

Particular Area Yield Total Production (in kgs) 
(in hectares) (ka per hectare) 

(a) Maximum of Rice so 500 25000 
(b) Minimum of Maize 10 100 1000 
(c) Balance of Wheat 150 2000 300000 

210 326000 
(iii) Calculation of maximum profit earned by the company: 

Production Contribution Total contri bution(O:) 

(in kgs) (~ per kg) 

(a) Rice 25,000 24 6,75,000 
(b) Maize 1,000 100 1,00,000 
(c) Wheat 3,00,000 6 18,00,000 

Total cont ribution 25,75,000 
Less: Total Fixed Cost per annum {21,45,000) 
Maximum profits earne d by the 4,30,000 
company 

Exam Insights: This Numerical question was based on marginal costing requiring ranking of crops based 
on contribut ion pe r hectare and thereafter determining optimum product mix and maximum profit that 
can be achieved. Many examinees calculated the contribution per hectare correctly but faltered In 
awarding ranks. A few examinees also made mistakes in calculating opt imum product mix des pite 
correctly calculating contribution and awarding ra nks. Ove rall performance of the examinees was be low 
average. 

Question 34 

AB ltd produces a single product V2 and sells it at a fixed price of~ 2,050 per unit. The production and sales 
data for first quarter of the year 2023-24 are as follows: 

April May June 
Sales in units 4,200 4,500 5,200 
Production in units 4,600 4,400 5,500 

The, actu:,l/budgc,t inform:ition for c,ach month was as follows: 
Direct materials 4 kilograms at~ 120 per kilogram 
Direct labor 6 hours at~ 60 per hour 
Variable production overheads 150% of direct labour 
Fixed production overheads ~ 5,00,000 
Fixed selling overheads "95,000 

There was no opening inventory at the start of the quarter. Fixed production overheads are budgeted at 'Ii; 
60,00,000 per annum and are absorbed into products based on a budgeted normal output of 60,000 units per 
annum. 
Required: 
(i) Prepare a profit statement for each of the three months using absorption costing principles. 
(ii) Prepare a profit statement for each of the three months using marginal costing principles. 
(iii) Present a reconciliation of the profit or loss figures given in your answer to (i) and (ii). 
{MTP 10 Marks, Mar'24} 
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Answer 34 

(i) Statement of Profit under Absorption Costine 

Particulars April (~) May('{) June ("l 
Sales (units) 4,200 4,500 5,200 

Sel ling price per unit 2,050 2,050 2,050 

Sales value (A) 86,10,000 92,25,000 1,06,60,000 
Cost of Goods Sold: 
Opening Stock @ ;:1,480 0 5,92,000 4,44,000 
Production cost @ ;:1,480 68,08,000 65,12,000 81,40,000 
Closing Stock @ ;:1,480 (5,92,000) (4,44,000) (8,88,000) 

Under/ (Over) absorption 40,000 60,000 (50,000) 

Add: Fixed Selling Overheads 95,000 95,000 95,000 
Cost of Sales (Bl 63,51,000 68,15,000 77,41,000 

Profit (A-8) 22,59,000 24,10,000 29,19,000 

Workings: 
1. Calculation of full production cost 

(;:) 
Direct Materials (4 kg. x;: 120) 480 
Direct labour (6 hours x ;: 60) 360 
Variable production Overhead (150% of 0:: 360} 540 
Tota l Variable cost 1,380 

Fixed production overhead 60.00.000 
\ n n \\ nrrr,-,, - 100 

60 000 units 

'· If I , • l I' ~ I I I ~~ 1,480 
2. Calculation of Opening and Closing stock I ' 

April May June 

Opening Stock 0 400 300 
Add: Production 4,600 4,400 5,500 
Less: Sales 4,200 4,500 5,200 
Closing Stock 400 300 600 

3. Calculation of Under/Over absorption of fixed production overhead 

April (;:) May(;:) June(;:) 

Actual Ove rhead 5,00,000 5,00,000 5,00,000 

Overhead absorbed 4,60,000 4,40,000 5,50,000 
(4,600 units x ;:100) {4,400 units x ;:100) (5,500 units x ;:100) 

Under/(Over) absorption 40,000 60,000 (50,000) 
(ii) Statement of Profit under Marginal Costing 

Particulars April (!I() May (!I() June (!I() 
Sales (units) 4,200 4,500 5,200 
Sel Ii ng price per unit 2,050 2,050 2,050 
Sales value 86,10,000 92,25,000 1,06,60,000 
Less: Variable production cost@ ;:1,380 57,96,000 62,10,000 71,76,000 

Contribution 28,14,000 30,15,000 34,84,000 

Less: Fixed Production Overheads 5,00,000 5,00,000 5,00,000 
Less: Fixed Selling Overheads 95,000 95,000 95,000 

Profit 22, 19,000 24,20,000 28,89,000 

(iii) Reconciliation of profit under Absorption costine to Mareinal Costine 

Particulars April (") May(") June (0::) 
Profi t under 22,59,000 24,10,000 29,19,000 
Absorption Costing 

Add: Opening Stock 0 40,000 30,000 

(400 X " 100) (300 X '{100) 

Less: Closing Stock 40,000 30,000 60,000 
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{400 X 0::100) (300 x 0::100) (600 x 0::100) 
Profit under Marginal Costing 22,19,000 24,20,000 28,89,000 

Question 35 8 LOR 

The analysis of cost sheet of A Ltd. for the last financial year has revealed the following information for it's 
product R: 

Elc,mc,nts of Cost Variable, Cost portion 
Dirc,ct Matl!rlal 30% of cost of goods sold 
Direct Labour 15% of cost of goods sold 
Factory Overhead 10% of cost of goods sold 
General & Administration Overhead 2% of cost of ioods sold 
Sl!lling & Distribution Ovl!rhl!ad 4% of cost of sall!s 

last year 5,000 units were sold at 0:185 per unit. 
You being an associate to cost controller of the A Ltd., CALCULATE: 

(i) Break-even Sales (in rupees), 
(ii) Profit earned during last year, 

(iii) Margin of safety (in %) and 

Fixed Cost 
.. 
.. 

0: 2,30,000 
0: 71,000 
Ill: 68,000 

(iv) The profit if the sales were 10% less than the actual sales. (MTP 10 Marks, Oct'21, RTP Moy'24 & May'20} 

Answer 35 

Workings: 
Calculation of Cost of Goods Sold (COGS): 

COGS = {{OM- 0.3 COGS) + (Dl - 0.15 COGS) + (FOH- 0.10 COGS + 0: 2,30,000) + (G&AOH- 0.02 COGS 
+71,000)} 

OrCOGS = 0.57 COGS + 0:: 3,01,000 

OrCOGS l 3.01.000 = ~ 7,00,000 = 0.43 

Calculation of Cost of Sales (COS): 

cos = COGS + (S&DOH- 0.04 COS + ~ 68,000) 
Or COS = 0:: 7,00,000 + (0.04 cos + 0:: 68,000) 

t 7,68.000 = ~ 8 , 00,000 = 
0.96 

Calculation of total Fixed Costs: 

Factory Overhead 
General & Administration OH 
Selling & Distr ibut ion OH 

Calculation of Variable Costs: 

Direct M aterial 

Direct Labour 
Factory Overhead 
General & Administration OH 

Selling & Distr ibut ion OH 

Calculation of P/V Ratio: 
p /V Ra t i 

O 
= Contribution x l OO = Sales - variab le costs x lOO 

Sales Sales 

= (' ! BS X 5,000 units)-~ 4,31.000 X l OO = 53_41 % 
t 1B5 XS,000 umts 

(0.3 x ~ 7,00,000) 
(0.15 x ~ 7,00,000) 

(0.10 x ~ 7,00,000) 
(0.02 x ~ 7,00,000) 
(0.04 x ~ 8,00,000) 

(i) Br k-E S I = Fixed Costs = , 3,69,000 = ~ G 90 882 ea ven a es P/v Ratio 53.41% ' ' 

{ii) Profits earned during the last year 
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~ 2,30,000 
~ 71,000 
~ 68,000 

'C 3,69,000 

~ 2,10,000 

~ 1,05,000 
~ 70,000 
0:: 14,000 

~ 32,000 
~ 4,31,000 
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(iii) 

= (Sales - Total Variable Costs) - Total Fixed Costs 
= ("! 9,25,000 - "! 4,31,000) - "! 3,69,000 
= "! 1,25,000 

M . f S f (% ) _ Sales- B1·eak even sales X lOO a rg,no aety o -
5 1 a es 

(iv) Profits If the sales we re 10% less than the actual sales: 
Profit = 90% ("! 9,25,000 - "! 4,31,000) - "! 3,69,000 

=" 4,44,600 . 'I! 3,69,000 = 'I! 75,600 

C•\itiiit·llit•• 
JC Ltd. has a production capacity of 80,000 units per year. Presently a company produces 60,000 units. Its 

cost structure is as under: 
Material Cost "! 6 per unit 

Labour Cost "! 4 per unit 
Variable overheads "! 2 per unit 

Total fixed cost 'I! 3,00,000 per annum. Present sellinc price, 'I'. 20 per unit in the month of January, 2024 
company received an offer from a Japanese client to supply 20,000 units at a price of"! 14 per unit with the 

additional ship pine cost of 'I: 8,000. 
Required: 

(i) On the basis of changes in the profit, advice to the company, whether the offer should be accepted or 
not? 

(ii) Will your advice be different, if the customer is local one? 
(iii) If Japanese client offer for supply of 30,000 units to a price of ' 14 (part supply of order not accepted) 

and shipping cost treated as variable cost, analyze the impact on the profit of JC Ltd., if order accepted. 
{PYP 4 Marks Sep'24} 

Answer 36 
(i) Statement Showing "Cost and Profit under Both Situation" 

Particulars Existing After Offer 

Production (80,000 units) 
(60,000 units) 

("!) ("!) 

Sales 
Existing (60,000 x "!20) 12,00,000 12,00,000 
Offer (20,000 x "!14 ) - 2,80,000 

Total Sales 12,00,000 14,80,000 

Less: Direct Materials @ '!:6 3,60,000 4,80,000 

Di rect Labour @ "4 2,40,000 3,20,000 
Variable Overheads @ "!2 1,20,000 1,60,000 

Contribution 4,80,000 5,20,000 

Less: Add itional Shipping cost - 8,000 

Less: Fixed Cost 3,00,000 3,00,000 

Profit 1,so,000 2,12,000 
Since the Profi t has increased by"! 32,000, the proposa l of the Japanese client shou ld be accepted 

(ii) Yes, t he advice will be different, if the customer is local o ne s ince the company is currently selling at 
"! 20 in local market and therefore, selling at d iscoun ted p rice of "!14 may impact its local market. 

(iii) Statement Showing "Cost and Profit" 

Particulars After Offer 

(80,000 units) 

("!) 

Sales 
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Existing (50,000 x ~ 20) 10,00,000 
Offer (30,000 x ~14) 4,20,000 
Total Sales 14,20,000 
Less: Direct Mate rials @ ~6 4,80,000 

Direct Labour @ "4 3,20,000 
Variable Overheads @ ~ 2 1,60,000 
Additional Shipping cost 12,000 

("8,000/20,000 units) x 30,000 units 
Contribution 4,48,000 
Less: Fixed Cost 3,00,000 

Profit 1,48,000 
If offer of Japanese client to supply 30,000 units at a price of ~ 14 isaccepted, the Profit will decrease by 
~32,000 from the current level. 

Question 37 

ABC Ltd. is a well-known company for producing baby care products . 
The company produces and sells two variants of organic shampoo for children: "Baby Rose" and "Baby Lily". 
The sales and cost data for both products are provided below: 

Particulars Baby Rose Baby Lily 
Currant dam and and Sales (Number of bottles) 4,000 3,000 
Production Capacity (Number of bottles) 7,500 6,000 
Selling Price per bottle (~) 600 750 
Variable Costs per bottle: 

, 
. Direct Materials (II( 20 Per litre) 160 200 
. Other Variable Costs 270 350 

The fixed costs amount to~ 5,00,000 and~ 4,50,000 for Baby Rose and Baby Lily respectively. The Production 
Manager h:is informed that 1,00,000 litres of material is available for production. A dealer has :ippro:ichcd the 
company and proposed to purchase both products at the existing selling prices, which are to be produced by 
utilizine the rcm:iinine unused material. However, he has insisted that all the bottles must be packed with 
eco-friendly packaging, which will result in an additional cost of~ 10 per bottle for the company. Presently, 
the company is not using eco•friendly material for packing of bottles. 
Required: 
Prepare a detailed statement showing the overall contribution and profit of the company after acceptance of 
the dealer's proposal. {PYP 7 Marks Scp'24} 

Answer 37 
Statement showing the Overall contribution and profit of the company 
Particulars Baby Rose Baby Lily Total 

(~) (~) (~) 
Selling price per bottl e 600 750 -
Less: Direct Materials 160 200 -

Other variablecosts 270 350 . 
Addit ionalpackaging 10 10 

Contribution per bottle 160 190 -
Material required perbott le 8 litres 10 
Contribution oer litreof material 20 19 
Ranking on the basis ofContribut ion per litre of I II 
material 

Baby Rose Baby Lily 
(4,000 + 3,500 (3,000 +l,000 

bottl es) bottles) 
Selling price per bot tle 600 750 -
Sales Value 45,00,000 30,00,000 
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Variable Cost 
Direct Materials 7,500 units x '{ 160 4,000 units x '{ 200 

= 12,00,000 = 8,00,000 
Othe r Variable Costs 7,500 units x '{ 270 4,000 units x '{ 350 

= 20,25,000 = 14,00,000 
Eco-friendly pack cost 3,500 units x -: 10 1,000 units x II; 10 

= 35,000 = 10,000 
Total Variable Costs 32,60,000 22,10,000 
Con tribution 4,000 un its x 170 3,000 units x 200 

3,500 units x 160 1,000 units x 190 
= 12,40,000 = 7,90,000 

Less: Fixed Cost 5,00,000 4,50,000 
Profit 7,40,000 3,40,000 

WNl 

Baby Rose Baby Lily 
Raw Material used per unit of bottle (a) 8 litres (-:160/11;20) 10 litres ('{200/11;20) 
Current Demand and Sales (b) 4,000 bottles 3,000 bottles 
Total Raw Material used (c = axb) 32,000 litres 30,000 litres 

WN2 
Raw Material ava il able after cu rrent sales = 1,00,000 litres - 62,000 litres 
= 38,000 litres 

20,30,000 
9,50,000 

10,80,000 

Since the con tribution per unit of Baby Rose is higher than Baby Lily, thecompany will produce and sale Baby 
Rose shampoo to the dealer. 
Number of units that can be produced in 38,000 litres= 38,000 litres/8 litres 
= 4,750 bottles 
Ho\"lever, the Production capacity of Baby Rose is 7,SOO bottles, on ly 3,500bottles can be produced. 
Raw materials used in 3,500 bottles= 8 litres x 3,500 bottles= 28,000 litresRemaining mate rial = 10,000 litres 
Number of Baby Lily that can be produced in 10,000 lit res = 10,000 litres/lOlitres 
= 1,000 bottles Alternatively, Solution can also be presented in following way: Statement showing the Overall 
contribution and profit of the company 

Particulars Baby Rose Baby Lily Total 
('{) ('{) ('{) 

Selling price per bottle 600 750 . 
Less: Direct Materials 160 200 . 

Other variable costs 270 350 . 
Contribution per bottle Beforeadditional packaging 170 200 . 

Contribution per bottle per unit of raw mate rial Be fore 21.25 20 
additional packaging 
Ranking on the basis ofContribution per bottle per unitof raw I II 
material 

Particulars Current Additional Salesof Baby Additional Salesof Total 
Sales (WN2) Rose (3,500 bottles) Baby Lily (1,000 

bottles) 
(~) (":) (":) (":) 

Sell ing price per bottle . 600 750 . 

Less: Direct Materials . 160 200 . 

Other variablecosts . 270 350 . 

Addition a !packaging . 10 10 
Contribution per unit . 160 190 . 

Total Contribution 12,80,000 5,60,000 1,90,000 20,30,000 
Less: Fixed Cost 9,50,000 . . 9,50,000 
Profit 3,30,000 5,60,000 1,90,000 10,80,000 
WNl 
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Baby Rose 

Raw Material used per unit of bottle (a) 8 litres (0:160/0:20) 
Current Demand and Sales (b) 4,000 bottles 
Total Raw Material used (c=axb) 32,000 litres 

WN2 
Statement showing the current contribution and profit of the company 

Particulars Baby Rose 

(0:) 
Sel ling price per bottle 600 
Less: Direct Materials 160 

Other var iable cost s 270 
Contribution per bottle Beforeadditional packaging 170 
Contribution per bottle per unit of raw material Before 21.25 
additional packaging 
Total Contribut ion Before additional packaging 6,80,000 
Less: Fixed Cost 5,00,000 
Profit 1,80,000 

WN3 
Raw Material avail able after current sales = 1,00,000 litres - 62,000 litres 
= 38,000 litres 

Baby Lily 

10 litres (0:200/0:20) 
3,000 bottles 
30,000 litres 

Baby Lily Total 

(0:) (0:) 
750 -
200 -
350 -
200 . 

20 

6,00,000 12,80,000 
4,50,000 9,50,000 
1,50,000 3,30,000 

Since the contr ibut ion per unit of Baby Rose is higher t han Baby Lily, thecompany w ill produce and sale Baby 
Rose shampoo t o the dealer. 
Number of uni ts t hat can be produced in 38,000 litres =< 38,000 lit res/8 litres 
= 4,750 bott les 
However, t he Production capacity of Baby Rose Is 7,500 bottles, only 3,500bott le$ can be produced. 
Raw mat erials used in 3,500 bottles= 8 litres x 3,500 bottles = 28,000 litresRemaining material= 10,000 litres 
Number of Baby Lily that can be produced in 10,000 li tres = 10,000 litres/lOlitres 
= 1,000 bottles 

Question 38 

XYZ Ltd. is:, company Involved In production :ind construction specialised equipment and machines on the 
demand of customers. The company received an order for construction of a specialised machine, it had 

nearly completed this job relating to construction of a specialised machine, when it discovered that the 
customer had gone out of business. At this stage, the position of the job was as under: 

(0:) 
Ori4inal cost estimate 27,50,000 
Costs incurred so far 24,80,000 
Costs to be incurred 3,70,000 
Progress payment received from original customer 15,50,000 

After searches, a new customer for the machine has been found. He is interested to take the machine, if 
certain modifications are carried out. The new customer wanted the machine in Its original condition, but 
without its Al device and with certain other modifications. The costs of these additions and modifications 
arc estimated as under: 

Direct Materials (at cost) 0: 1,05,000 
Direct Wages Dept.: X 35 men days 

Dept.: Y 55 men days 
Variable Overheads 30% of Direct Wages in each Dept. 
Delivery Costs 0: 15,500 

Fixed overheads will be absorbed at 50% of direct wages in each department. 
The following additional information is available: 

(1) The direct materials required for the modification are in stock and if not used for modification of this 
order, they will be used in another job in place of materials that will now cost 0: 1,50,000. 

(2) Department X is working normally and hence any engagement of labour will have to be paid at the 
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~ 
direct wage rate of'{ 1,000 per man day. 

{3} Department Y is extremely busy. Its direct wages rate is'( 1,200 per man day and it is currently yielding 
a contribution of'( 3 per rupee of direct wages. 

(4) Additional supervisory required for the modification cost'( 80,000. 
(5) The cost of the Al device that the new customer does not require is'( 1,35,000. If it is taken out, it can 

be, used in anothcr job in place of a different mc,chanism. The latter mc,chanlsm has otherwise to be 
bought for '{ 1,0S,000. The dismantling and removal of the control mechanism will take S man day in 

department X. 
{6} If the conversion is not carried out, some of the materials in the original machine can be used in 

another contract i n place of materials that would have cost " 2,00,000. It would have taken S men 
days of work in department X to make them suitable for this purpose. The remaining materials will 

realize '( 1,50,000 as scrap. The drawings, which are included as part for the job can he sold for '( 
45,000. 

You are required to CALCULATE the minimum price, which the company can afford to quote for the new 
customer as staled above. (RTP Jan'25} 

Answer 38 

S fM tatement o inimum p rice W ic t e ompany h h h C C an A or to ff d Q uote f h N or t e ew C ustomer 
('() 

Cost to be incurred to bring the machine in itsoriginal condition 

Direct Material (Replacement Value) 

Direct Wages ~ ~ - ~ ~ - · - . 
Dept. X: {35 men days x '(1,000) ' ', I, I I \\ I/ 11 

Dept. Y: (55 men days x '{1,200} 
Opportunity Cost of Contribution Lost byDept. Y {'{66,000 x '{3) 

Var iable Overheads (30%x("35,000+" 66,000)) 
Delivery Cost s 

Additional Supervisory required formodification 

Saving Due to Alternative Use of Al Device 

Bought Out Price 
Less: Dismantling & Removal Cost 
(5 men day x '{1,000) 
Less: Var iable Cost (30% x '{ 5,000) 

Net Loss on Material Cost Savings (W.N.) 
Opportunity Cost of Remaining Materials which can be sold as scrap 

Opportunity Cost of Sale of Drawings 

Total Minimum Pr ice which may be quoted 

Working Note 

Loss on Material Cost Saving of Machif!e 
Less: Conversion Cost (5 men days x '{1,000) 
Less: Variable Cost {30% x '{5,000) 

Net Loss on Material Cost Saving of Machine 

Question 39 

DISCUSS advantages of Marginal Costing. (RTP Jan'25} 
Answc,r 39 

Advantages of Marginal Costing: 

35,000 
66,000 

1,98,000 

1,05,000 
5,000 

1,500 

('{} 
2,00,000 

5,000 

1,500 
1,93,500 

('() 

3, 70,000 

1,50,000 

2,99,000 
30,300 
15,500 
80,000 

{98,500) 
1,93,500 
1,50,000 

45,000 
12,34,800 

1. Simplified Pricing Policy: The marginal cost remains constant per unit of output whereas the fixed cost 
remains constant in total. Since marginal cost per unit is constant from period to period w ith in a short 

span of time, firm decisions on pr icing policy can be taken. 
2. Proper recovery of Overheads: Overheads are recovered in costing on the basis of pre-det ermined rates. If 

fixed overheads are included on the basis of pre-det ermined rates, there w ill be under• recovery of 
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overheads if production isless or if overheads are more. There wil l be over- recovery of overheads if 
production is more than the budget or actual expenses are less than the estimate . This creates the 
problemof treatment of such under or over-recovery of overheads. Marginal costing avoids such under or 
over recovery of overheads. 

3. Shows Realistic Profit: Advocates of marginal costing argues that under the margi nal costing tech nique, 
the stockof finished goods and work-in-progress are carried on marginal cost basis and the fixed expenses 
are writ ten off to profit and loss account as period cost. This shows the true profit of the period. 

4. How much to produce: Marginal costing helps in the preparation of break-even analysis which shows the 
effect of increasing or decreasing production activity on the profitability of the company. 

5. More control over expenditure: Segregation of expenses as fixed and variable he lps the management to 
exercise control over expenditu re. The management can compare the actual variable expenses with the 
budgeted variable expenses andtake corrective action through analysis of variances. 

6. Helps in Decision Making: Marginal costing helps themanagement in taking a number of business decisions 
likemake or buy, discontinuance of a particular product, replacement of machines, etc. 

7. Short term profit planning: It helps in short term profit planning by B.E.P charts. 

l•l1t41iM,it•• 
A Korean beverage company plans to set up a subsidiary in India to manufacture fruit juice. Based on projected 
annual sales of 40,000 bottles, cost analysis has provided the following estimates for the Indian subsidiary: 

Total Annual Costs (") Perce,,taee of Total Annual Cost which Is 
Variable 

Material 
. 

I 3,15,000 1i=- 100% 
Labour 1,40,000 I I \. '-.. I I I I 75% 
Factory Overheads 1,35,000 I I 11 ·1 ~ I, I I 50% 
Administrative Overheads 50,000 35% 

The fruit juice produced in India will be sold through manufacturer's representatives, who will earn a 
commission of 10% of the sales price. 
Expenses from the Korean office will not be allocated to the Indian subsidiary. 
Required 
(i) COMPUTE the sale price per bottle to enable the management to realise an estimated 10% profit on sale 

proceeds in India. 
(ii) CALCULATE the break-even point in Rupee sales and also in number of bottles for the Indian subsidiary on 

the assumption that the sale price is 0: 19 per bottle. (MTP 8 Marks Dcc'24} 

Answer 40 
(i) Computation of Sale Price Per Bottle 

Output: 40,000 Bottles 
('1;:) 

Variable Cost: 
Material 3,15,000 
l abour(!!; 1,40,000 x 75%) 1,05,000 
Factory Ove rheads (" 1,35,000 x 500/4) 67,500 

Administrative Overheads(!!; 50,000 x 35%) 17,500 
Commission {10% on I!; 8,00,000) {W.N.-1) 80,000 

Fixed Cost: 
labour ('I: 1,40,000 x 25%) 35,000 
Factory Ove rheads {O: 1,35,000 x 50"/4) 67,500 

Admi nistrative Overheads {O: 50,000 x 65%) 32,500 

Total Cost 7,20,000 

Profit {W.N.-1) 80,000 
Sales Proceeds (W.N.-1) 8,00,000 

I . b I s ,00.000 
20 

Sa es Price per ot t e 
O 

b 
1 4·0.0 o otc es 
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(ii) Calculation of Break-even Point 

Sales Price per Bottle = "!19 
Variable Cost per Bottle - ,s,ss,OOO(W.N.- Z) 

40.000 bottles 
= ~ 14.625 

Contribution per Bottle = "! 19 - "!14.625 
= 11:4.375 

Break -even Point 

(in number of Bottles) 

Break- even Point 
(in Sales Value) 

F'fxed coses =--------contribution per bottle 
, 1.3s,ooo 3 857 B I = ,

4
_
375 

= 0, ott es 

= 30,857 Bottles" II: 19 
= "! 5,86,285/-

Working Note W.N.-1 

Le t the Sales Price be 'x' 

Comisssion 

Profit 

X 

lOOx - 10x - 10x 
80x 

W.N.-2 

X 

Total Variable Cost 

Material 
Labour 
Factory Overheads 

10>' = -
100 
l OX = --
100 

= 640000+ ~ +~ 
' ' 100 100 

= 6,40,00,000 
= 6,40,00,000 
= 6,40,00,000 I 80 
= "! 8,00,000 

Administrative Overheads 
Commission [(40,000 Bottles x ~20) x 10%] 

Total 

M ULTIPLE CHOICE QUESTIONS 
1. Under marginal costing the cost of product includes: 

(a) Prime costs only. 
(b) Prime costs and variable overheads. 
(c) Prime costs and fixed overheads. 
(d) Prime costs and factory overheads. 

Ans: (b) 
2. Reporting under marginal costing is accomplished by: 

(a) Treating all costs as period costs. 
(b) Eliminating the work-in-progress inventory account. 

(llt) 

3,15,000 
1,05,000 

67,500 
17,500 
80,000 

5,85,000 

(c) Matching variable costs against revenue and treating fixed costs as period costs. 
(d) Including only variable costs in income statement. 

Ans: (c) 
3. Period costs are: 

(a) Variable costs. 
(b) Fixed costs. 
(c) Prime costs. 
(d) Overheads costs. 

Ans: (b) 
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4. When sales and production (in units) are same then profit under: 
(a ) Marginal costing is higher than that of absorption costing. 
(b) Marginal cost is lower than that of absorption costing. 
(c) Marginal costing is equa l to tha t of absorption cost ing. 
(d) None of the above. 

Ans: (c) 

5. When s:,les exceed production {In units) then profl1 under: 
(a ) Marginal costing is higher than that of abso rption costing. 
(b) Marginal costing is lower than that of absorption costing. 
(c) Marginal costing is equal than that of absorption costing. 
(d) None of above. 

Ans: (a) 

6. The main difference between marginal costing and absorption costing is regarding the treatment of: 
(a ) Prime cost. 
(b) Fixed overheads. 
(c) Direct materials. 
(d) Va riable overheads. 

Ans: (b) 

7. Under profit volume ratio, the term profit: 
(a) Means the sales proceeds In excess of total costs. 
(b) Here means the same thing as is genera lly understood. 
(c) Is a misnomer, it in fact re fers to contribution i.e. (sales revenue-variable costs). 
(d) None of the above. 

Ans: (c) 

8 . Factors which can change the break-even point: 
(a ) Change in fi xed costs. 
(b) Change in va riable costs. 
(c) Change in the selling price. 
(d) All the above. 

Ans: (d) 

9 . If P/V ratio is 40% of sales then what about the remaining 60% of sales: 
(a ) Profit. 
(b) Fixed cost. 
(c) Va riable cost. 
(d) Margin of safety. 

Ans: (c) 

10.The P/V ratio of a product Is 0.6 and profit is~ 9,000. The margin of safety is: 
(a) ~ 5,400 
(b) ~ 15,000 
(c) ~ 22,500 
(d) ~ 3,600 

Ans: (b) 
11.A company's fixed costs are~ 5,00,000, the selling price per unit is ~ 200, and the variable cost per unit is 

~100. How many units must the company sell to earn the targeted profit of ~ 2,00,000? 
{MTP 2 Marks Aug'24) 
(a) 2,000 units 
(b) 5,000 units 
(c) 10,000 units 
(d) 7,000 units 

Ans: (d) 
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12.PS Limited is facing downfall in its demand. Marketing team has suggested to reduce the selling price by 
5% to compete in the market. Variable cost is 76% of the current selling price. 
You are required to find out the PN Ratio after reducing the price by 5% {PYP 2 Marks Sep'24} 
(a ) 20% 
(b) 24% 
(c) 25.26% 
(d) 19% 

Ans: (a) 

13.Ms. Gauri has the business of selling pens. She has setup this pen retailing for over 10 years with good 
profit volume ratio. Her average cost from the retailing is._ 11.25 per unit if she sells 16,000 units and is 
", 11 per unit if she sells 20,000 units. 

For the current month, she also charged ._ 5,000 towards depreciation and the rental payment due. 
The excess of sales revenue over the variable costs is._ 3.333 per unit. 
You are required to CALCULATE Break-even Point (in units), Cash Break- even Point (in units) and Profit 
Volume Ratio. (RTP Jan'2S) 

(a) Break-even Point- 6,000 units, Cash Break-even Point- 6,000 units and Profit Volume Ratio- 33.33% 
(b) Break-even Point- 6,000 units, Cash Break-even Point- 4,500 units and Profit Volume Ratio- 25% 
(c) Break-even Point - 4,500 units, Cash Break-even Point- 4,500 units and Profit Volu me Ratio- 33.33% 
(d) Break-even Point• 4,500 un its, Cash Break-even Point- 4,500 units and Profit Volume Ratio• 25% 

Ans: (b) 

14.Mefttal Ltd. is currently operating at 60% of its total capacity which is 1 .5 times than the previous year. 
The total capacity of the company is 2,00,000 1.1nits. 
Other information relating to the production is provided below: 
(i) The total cost of production for the current year is 51; 591281000, and for the previous year, it was 

._ 44,72,000. 
(ii) No changes are anticipated in the cost structure for the upcoming years. 
Selling price is._ 52 per unit and is expected to remain the same in the coming years. 
You are required to CALCULATE Break-Even Point (in units). (MTP 2 Marks Nov'24) 

(a) 1,20,000 units 
(b) 40,000 units 
(c) 80,000 units 
( d) 1,00,000 units 

Ans: {d) 

15.0ue to sudden rise in demand of the product, the sales of Arrow ltd. for current yea r enhanced to 3 times 
the average of last 4 years. The Break even point and the variable, cost of the, company for the current year 
is ._ 1,17,00,000 and 93,60,000 respectively. 
The sales data relatinc to past years is given below: 

Year Sales(._) 
Year 1 (latest) 62,00,000 
Year 2 50,00,000 
Year 3 52,00,000 
Year 4 44,00,000 
Year S 66,00,000 

CALCULATE the fixed cost to the company for the current year. {MTP 2 Marks Dec124} 
(a) "- 64,35,000 
(b) ._ 48,12,453 
(c) ._ 65,34,340 
( d) ._ 46,80,000 

Ans: (d) 
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CONCEPTS OF THIS CHAPTER 

• Meaning of budget and budgetary control 

• Essentials of a budget 

• Objectives and Importance of budget and control 

• Process of preparing budgets 

• Motivation in the budgeting process 

• Types of budgets 

• Difference between fixed and flexible budgets 

• Prepare fixed and f lexible budget s 

Classification of Budget 

{1) Capacity wise 
Fixed Budget 

(2) Functions wise 
Sales budget 

Production budget 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Flexible Budget 

i Ending-inventory budget 

! Cost of goods-sold budget 
! i Selling and distribution cost budget 

~~ 
LOR Questions 

QlO Q13 
Q16 026 

Q37 

! Prod uctlon cost budget 

! Factory overhead budget 
I i Cash budget Plant utilisation budget 

Direct-material usage budget 
Direct-material purchase budget 

i Administration expenses budget i Direct-labour(personnel) budget 

(3) Master Budget 

(4) Period wise 

Long-term Budgets 

Zero· Based Budgeting {ZBB) 

' i Research and development cost budget 
i 

' i Capital expenditu re budget 
i 

Short-term Budgets Current Budget s 

It is defined as 'a method of budgeting which requires each cost element to be specifically justified, although the 

activities to which the budget relates are being undertaken for the first time, without approval, the budget 
allowance is zero'. 

Stages in Zero-based budgeting 
Identification and description of Decision packages 

Ranking (Pr ioritisation) of the Decision packages 

Performance Budgeting 

Evaluation of Decision packages 

Allocation of resources 

A performance budget is one which presents the purposes and objectives for wh ich funds are required, the costs 

of the programmes proposed for achieving those objectives, and quantitative data measuring the 
accomplishments and work performed under each programme. 

Steps in Performance Budgeting 
(i) Establishing a meaningful functional programme and activity classification of government operations 

(ii) Bring the system of accounting and financial management in accord w ith thi s classification 
(iii) Evolving suitable norms, yardsticks, w ork uni ts of performance and uni ts costs, wherever possible under 

each programme and activity for their reporting and evaluation 
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Questions & Answers 

Theory Questions 

Question 1 

DESCRIBE the steps necessary for establishing a good budgetary control system. 

{MTP 5 Marks, Apr'21, Dec'24, SM) 

Answer 1 
The following steps are necessary for establishing a good budgetary control system: 

1. Determin ing the objectives to be achieved, over the budget period, and the policy or policies that m igh t be 
adopted for t he achievement o f these objectives. 

2. Determin ing t he activi t ies that should be undertaken for the achievement o f the objectives. 
3. Drawing up a p lan or a scheme o f operation in respect of each class of activity, in quantit ative as well as 

monetary t erms for the budget period. 
4. Laying out a system of comparison of actual per formance by each person, or department w ith the relevan t 

budget and determ ination of causes for the variat ion, if any. 
5. Ensuri ng that corrective action w ill be taken where the p lan has not been achieved and, i f that is not 

possible, for the revision of t he p lan. 

Question 2 

Fixed budgets are very simple to understand and less time-consuming, however, only flexible budgets are 

more realistic and practicable because it gives due consideration to behaviour of revenue and cost at different 
levels of activity. But still there :ire certain demerits of both the budgets. NARRArE the same. 
{MTP 4 Marks Aug'24} 

Answer 2 

Demerits of Fixed Budget 

1. It does not suite a dynamic organization and m ay give m isleading results. A poor or good perform ance 
may rem ain un-noticed. 

2. It is not su itable fo r long period. 

3. It is also found unsuitable particularl y when the business conditions are changing const antly. 
Accurate estimates are not possible. 

Demerits of Fixed Budget 

1. The formulation of flexible budget is possible only when there is proper account ing system 
maintained, perfect knowledge about the factors o f p roduction and various business circum stances is 

available. 

2. Flexible Budget also requires the system of standard costingin business. 

3. It is very expensive and labour oriented. 

Question 3 

Define the following terms: 

(i) Performance Budgeting 
(ii) Budget Period (PYP 2 Marks Sap'24) 

Answer3 

(i) Performance budgeting: Performance budgeting (PB) involves eva luation of t he performance of an 
organisation in the context of both specific as well as overall objectives of the organisation. 

Perform ance Budgeting provide a meaningful relationship between estim ated inputs and expected 
outputs as an integral part of t he budgeting system. A per formance budget is one w hich presents the 
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purposes and objectives for wh ich funds are required, the costs of the programmes proposed for 

achieving those objectives, and quantitative data measuring the accomplishments and work performed 
under each programme. Thus., PB is a technique of presenting budgets for costs and revenues in terms 

of functions. Programmes and activities correlate the physical and financial aspect of the individual 
items comprising the budget. 

(ii) Budget period: The period covered by a budget is known as budget period. There is no general rule 
governing the selection of the budget period. In practice the Budget Committee determines the length 

of the budget period suitable fo r the business. Normally, a calendar year or a period co -terminus with 
the fi nancial year is adopted. The budget period for the calendar or financial year is then divided into 

shorter periods; it may be monthly or quarterly or for such periods as coincide w ith period of trading 
activity of the business. 

Question 4 

Explain the difference between fixed budget and flexible budget. {MTP 5 Marks, Aug '18 & Apr'22, SM} 

Answer4 
Difference between Fixed and Flexible Budgets: 

S. No. Fixed Budget Flexible Budget 

1. It does not change with actual volume of activity It can be re-casted on the basis of activity 
achieved. Thus it is known as r igid or Inflexible level to be achieved. Thus it is not rigid. 

budget. 

2. i t operates on one level of activity and under one It consists of various budgets for different 
set of conditions. it assumes that t here \'Viii be no levels of activity. 

change in the preva iling conditions, which is 
unrealistic. 

3. Here as all costs like - f ixed, variable and semi- Here analysis of variance provides useful 

variable are related to only one level of activity so lnformatlon as each cost Is analysed 
variance analysis does not give useful information. according to its behaviour. 

4. If the budgeted and actual activity levels differ Flexible budgeting at different levels of 
significantly, then the aspects like cost activi ty faci litates the ascertainment of 

ascertainment and price fixation do not give a cost, f ixation of selling price and 
correct picture. tendering of quotations. 

5. Comparison of actual performance with budgeted It provides a meaningful basis of 

target s will be meaningless specially when there is comparison of t he actua l performance 
a difference between the two activity levels. w ith the budget ed targets . 

Question 5 

DEFINE Zero Based Budgeting and mention its various stages. {MTP 5 Marks, Oct'21, PYP Nov'19 5 Marks} 

Answer 5 

Zero-based Budgeting: (ZBB) is an emergent form of budgeting wh ich arises to overcome the limitations of 

increment al (traditional) budgeting system. Zero- based Budgeting {ZBB) is defined as'amethodofbudgeting 
which requires each cost element to be specifically justified, although the activities to which the budget relates are 
being undert aken for t he first t ime, without approval, the budget allowance is zero'. 

ZBB is an activity based budgeting system where budgets arc prepared for each activities rather than 

functional department. Justification in the form of cost benefits for the activity is required to be given. The 
activities are then evaluated and prioriti zed by the management on the basis of factors like synchronization 
with organizational objectives, availability of f unds, regu latory requirement etc. 

ZBB is suitable for both corporate and non-corporate entities. In case of non-corporate entities like 
Government department, local bodies, not for profit organizations, where these entities need to justify the 

benefits of expenditures on social programmers like m id-day meal, instal lation of street ligh ts, provision of 
drinking water etc. 
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ZBB involves the following stages: 

(i) Identification and description o f Decision packages 
(ii) Evaluat ion o f Decision packages 

(iii) Ranking (Prioritisation) of the Decision packages 
(iv) Al location o f resources 

Question 6 

STATE the advantages of Zero-based budgeting. {MTP 5 Marks March '23 RTP Nov '20 & May '1.8) 

Answer 6 

The advant ages o f zero -based budgeting are as follows: 

• It provides a systematic approach for the evaluation of different activi t ies and ranks them in order of 
preference for t he allocation of scarce resources. 

• It ensures that t he var ious functions undertaken by the organ ization are cr itica l for the ach ievement of its 

objectives and are being performed in the best possib le w ay. 

• It p rovides an opportunity to the m anagem ent to allocate resources for variou s activi t ies only after having 

a thorough cost-benefi t -analysis. The chances of arb itrary cut s and enhancement are thus avoided. 

• The areas of wast eful expenditure can be easily Identified and eliminated. 

• Department al budget s are closely linked w it h corporation objectives. 

• The technique can also be used for the introduction and implementation of the system of 'management by 
objective.' Thus, i t cannot only be used fo r fu l fi llment of the objectives of traditional budgeting but it can 

also be used for a var iety of other purposes. 

Question 7 

State the limitations of Budgetary Control System. (PYP 5 Mork•, Jan '21.) (MTP 4 Marks Nav'24} 

Answer 7 

Limitations of Budgetary Control System 

Points Description 

1. Based on Estimates Budgets are based on a series of estimates, which are based on the 
cond it ions prevalen t or expected at the time budget is establ ished. It 

requires revision in p lan i f conditions change. 

2. Time factor Budget s cannot be executed automatically. Some preliminary steps are 

required to be accomplished before budgets are implement ed. It requires 
proper attention and time o f m anagem ent. M anagement must not expect too 
much during the initial development period. 

3. Co-operation Required Staff co-operation is usually not available during the in itia l budgetary con t rol 

exercise. In a decen tralised organisation, each unit has its own objective and 
t hese units enjoy some degree o f discre tion . In this type of organisation 

st ructure, coordination among differen t units is requ ired. The success of the 
budgetary control depends upon w illing co-operation and t eamwork, 

4. Expensive The implementat ion of budget is somewhat expensive. For successful 

implem en tation of t he budgetary cont rol, proper organisation structure 

with responsibility is prerequisite . Budgeting process start from the 
collect ion of information to for prepar ing the budget and performance 

analysis. It consumes valuable resources (in t erms of qualified manpower, 
equipment, etc.) for thi s purpose; hence, i t Is an expensive process. 

5. Not a substitute for Budget is on ly a manager ial tool and must be intelligently applied for 
management management to get benefited. Budgets are not a substitute for good 

management. 
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6. Rigid document 

Question 8 

~ 
Budgets are sometime considered as rigid documents. But in reality, an 
organisation is exposed to various uncertain internal and external factors. 
Budget should be flexible enough to incorporate ongoing developments in 
the internal and externa l factors affecting the very purpose of the budget. 

What is 'Budgetary Control System' and discuss the components of the same. (PYP 5 Marks, Dec'21, SM} 

Answer 8 
Budgetary Control System: It is the system of management control and accou nting in which all the operations 
are forecasted and planned in advance to the extent possible and the actual resu lts compared with the 
forecasted and planned results. 
Components of Budgetary Control System: The policy of a business for a defined period is represented by 
the master budget, the detail ed components of which are given in a number of Individua l budgets cal le d 
functional budgets. These functional budgets are broadly grouped under the following heads: 
1. Physical budgets: Those budgets which contain information in quantitative terms such as the physica l 

units of sales, production etc. This may include quantity of sales, quantity of production, inventories, and 
manpower budgets are physical budgets. 

2. Cost budgets: Budgets which provides cost information in respect of manufacturing, administration, 
selling and distribution, etc. for example, manufacturing costs, selling costs, admi nistration cost, and 
resea rch and development cost budgets are cost budgets. 

3. Profit budgets: A budget which e nables the ascertainment of profit. For example, sales budget, profit and 
loss budget, etc. 

4. Fin:,ncl:,I budgets: A budget which faci litates in ascertain ing the financia l position of a concern, for 
example, cash budgets, capital expenditure budget , budgeted balance sheet etc. 

EXAM INSIGHTS: This theory question on Budgetary Control and its components. Majority of the examinees 
had not answered in the correct line. Performance of the examinees was below average. 

Question 9 

Discuss Feedb:,ck Control and Feedforward Control system of budget:,ry control. (PYP 4 Marks May'24} 

Answer9 

There are two types of budgetary control system based on timing of action: 
Feedb:,ck Control: The feedback system of budgetary control, the actual results for the budge ted period are 
collected and compared with the budgeted figures. The exercise of variance identification is done after the 
completion of the budget period. The variances are re ported and based on the re port corrective actions are 
taken, responsibility is fixed and based on experience, mod ification in future targets is implemented. As the 
name suggests, it is an Ex-post Corrective control system of budget. 
This system of budgetary control is common in organistions where Management Information System (MIS) is 
not so robust and where data Is obta ined only after the finalisation of books of account. Though th is type of 
con trol system is less expensive to maintain but has limitations. 
Fecdforw:,rd Control: This the opposite of feedback control system of budgetary control. It is Ex -Ante 
Preventive cont rol mechanism of budgetary control. The budgets are set at the inception of the budgeted 
period and the actual resu lts are continuously monitored and compared. The targets are kept realistic as far 
as possible and the targets are reviewed and reset if necessary. 
This budge tary control system requires a robust MIS supported by integrated ERP system enabling an entity 
to get data as and when desired basis. This system is very expensive and beneficial for the organisations where 
the business environment is dynamic and information has important role In getting edge in competition and 
todays data wa rfare. 
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('.';) LDR 

Define Budget Manual. What are the salient features of Budget Manual? 
(PYP 5 Marks, Nov 22 RTP May '21 & Nov '19, MTP 5 Marks Nav'21, SM) (PYP 5 Marks Sep'24} 

Answer 10 
Budget Manual: The budget manua l is a booklet specifying the objectives of an organisation in relation to its 
strategy. The budget is made to decide how much an organisation wou ld earn and spe nd and in what manne r. 
In the budget , the organisation sets its priorities too. 
Effective budge tary planning re lies on the provision of adequate information to the individuals involved in 
the planning process. Many of these information needs are contained in the budget manual. A budget 
manual is a collection of documents that contains key information for those involved in the plann ing process 
CIMA London defines budget manual as, 'A document which sets out the responsibilities of t he persons 
engaged in, the routines of, and the forms and records required for, budgetary control'. 
Contents of a budget manual: Typical budget manual may include the followi ng: 
(i) A statement regard ing the objectives of the organisation and how they can be achieved through 

budgetary control; 
(ii) A statement about the functions and responsibilities of each executive, both regarding preparation and 

execution of budgets; 
(iii) Procedures to be followed fo r obtaining the necessary approva l of budgets. The authority of granting 

approval should be stated In explicit terms. Whether, one two or more signatures are required on each 
document should be clearly stat ed; 

(iv) A form of organisation chart to show who are responsible for the preparation of each functional budget 
and the way in which the budgets are interrelated. 

(v) A timetable for the preparation of each budget. 
(vi) The manner of scrutiny and the personnel to carry it out; 
(vii) Reports, stateme nts, forms and other record to be maintained. 
(viii) The accounts classification to be employed. It is necessary that the framework within which the costs, 

revenue and other fina ncial accounts are classified must be identical both in the accounts and budget 
department. 

(ix) The reporting of the remedial action. 
(x) The manner in which budgets, after acceptance and issuance, are to be revised or amended, these are 

included in budgets and on which action can be taken on ly with the approval of top manageme nt 
(xi) This will prevent the formation of a 'bottleneck' with the late preparation of one budget holding up the 

preparation of all o t hers. 
(xii) Copies of a ll forms to be completed by t hose responsible for preparing budgets, with explanations 

concerning their completion. 
(xiii) A li st of the organ izat ion's account codes, with fu ll explanations of how to use them. 
(xiv) Information concerning key assumptions to be made by managers in their budgets, for example the rate 

of inflation, key exchange rates, etc. (Any four point s) 

EXAM INSIGHTS: This theory question is on defining budget manual and its salient featu res. Most o f the 

examinees were unable to answer it correctly. Performance of t he examinees was poor. 

Practical Questions 

Budget Ratios 

Question 11 

CALCULATE (i) Efficiency ratio (ii) Activity Ratio (iii) Capacity Ratio. The relevant data is as below: Budgeted 
Production 1,44,000 units 
Standard Hours per unit 12 
Actual Production 1,20,000 units 
Actual Working Hours 12,00,000 (MTP 5 Marks, Mar'23, Aug '1.8} (Same concept different figures MTP Oct 
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'195 Marks) 

Answer 11 
{i) Efficiency Ratio = Standard hour ( foractual Production} X l OO 

Actual hour works 

= 1,20,000 units X 12 hrs. X lOO = l2.0% 
12,00,000 hrs. 

(ii) Activity Ratio = 
Standard hour (for actual Production) X l OO 

Budgeted Hours 

14,40,0000 
X 100 = 8 3.34% = 

1,44)000 Units X 12 hours 

{iii) Capacity Ratio _ Actual Hours (worked) 
X 100 

Budgeted Hours 

= 
12,00.0000 hrs 

1,44,000 Units X 12 hours X 100 = 69.45% 

Question 12 

The following data is available for Vivit Su Ltd. for the month of February 2024: 

Standard working hours 8 hours per day of 6 days per week 

No. of wc,c,ks in the, month 4 
Maximum capacity 150 employees 

Actual working 125 employees 
Actual usage of Budgeted Capacity Ratio 1\\ fll 7, r 86% 
Efficiency Ratio \\ II I I I I 110% 

You are required to calculate the following: \;' lJ L LI ' (I) Actual Hours worked . 
(ii) Standard Hours for actual output. 
(iii) Activity Ratio. 
(iv) Standard Capacity Usage Ratio. (PYP 4 Marks May '24) 

Answer 12 
(i) Actual Hours worked 

Actual working Hou1·s 
Actual Usage of Budge te d Ca pacity Ra tio = budgeted Hours x 100 

86% = (Actua l working hours.,. Budgete d ho urs ) x 100 

Budget e d hou rs=l25 worke rs x 8 ho u rsx 6 days x 4 weeks = 24,000 ho urs 

Actual hours= 24,000 x 86% = 20,640 ho urs 

(ii) Standard hours for actual output 

(iii) 

(iv) 

Eff
. . . Standard Hrs l OO 
1c1e ncy ratio = A 

I 
H x ctua t·s 

110% = Standa rd hours+ Actua l ho urs 

Stand ard ho urs = 20,640 x 110% = 22,70 4 ho urs 

A . . . Standard Hrs lOO ct1v1ty ratio = 
6 

d d H x u gete rs 
: (22,704 + 24,000) X 100 : 94.6% 

Standard capacity usage, r:itio 

= Budgeted Hours x lOO 
Max.possible hours in the budgeted per iod 

= {24,000 hours+ (150 worke rs x 8 hou rsx 6 da ys x 4 w eeks)} x 100 

= (24,000 + 28,800) X 100 = 83.33% 

I 
' 
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Following Information ls available for DK and Co.: 
Standard working hours 9 hours per day of S days per week 
Maximum capacity SO employees 

Actual working 40 emplovees 
Actual hours expected to be worked par four week 7 ,200 hours 
Std. hours expected to be earned per four weeks 9,000 hours 
Actual hours worked in the four• week period 6,750 hours 
Standard hours earned in the four• week period 7,875 hours. 

The related period is of 4 wcc,ks. In this pariod there, was a one special d:iy holid:iy duo to n:ition:il c,vont. 
You are required to CALCULATE the following ratios: 

(I) Efficiency Ratio 
(ii) Activity Ratio 

(Iii) Calendar Ratio 
(iv) Standard Capacity Usage Ratio 

(v) Actual Cap:icity Usaee Ratio 

(vi} Actual Usage of Budgeted Capacity Ratio {RTP Nov'22, SM} 

Answer 13 
Maximum Capacity in a budget period 
= 50 Employees x 9 Hrs. x 5 Days x 4 Weeks= 9,000 Hrs. 

Budgeted Hours 
= 40 Employees x 9 Hrs. x 5 Days x 4 Weeks= 7,200 Hrs. 

Actual Hrs. 
= 6,750 Hrs 

Standard Hrs. for Actua l Output 
= 7,875 Hrs. 

Budget No. of Days 
= 20 Days (4 Weeks x 5 Days) 
Actual No, of Days 

= 20 - 1 = 19 Days 

(·,) Eff·,c·,ency Rat ,·o - Standard Hrs 
-S d dH tan ar rs 

X 100 = 7'
875 hours X 100 = 116.67% 

6,750 hours 

(ii) 

(iii) 

(iv) 

(v) 

(vi) 

Activi Ratio= standard Hrs X 100 = 7'
875 hours X 100 = 109.375% 

ty Budgeced Hrs 7,200 hours 

Calendar Ratio= Availableworki,ng days X 100 = 19days X 100 = 95% 
Budgeted workmg days 20 days 

Budgeted Hours 
Standard Capacity Usage Ratio= . . . X 100 Max.possible hours m the budgeted penod 

= 7,200 hours X 100 = SO% 
9,000 hours 

AetuaJ Hours worked 
Actual Capacity Usage Ratio= . . . . X 100 max.poss1 ble working hours ma penod 

6,750 hours =---- X 100 = 75% 
9,000 hours 

. . Actual workino Hours 
Actual Usage of Budgeted Capacity Ratio = 

8 
d d H" X 100 

u gete ours 

= 6,750 hours X 100 = 93_75% 
7,200 hours 
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Fixed Budget 

Question 14 

The accountant of manufacturing company provides you the following details for year 2019· 20: 
Particulars {'~) 
Direct materials 28,00,000 
Direct Wages 16,00,000 
Fixed factory ovarhcads 16,00,000 
Variable factory overheads 16,00,000 
Other variable costs 12,80,000 

Other fixed costs 12,80,000 
Profit 18,40,000 
Sales 1,20,00,000 

During the year, the company manufactured two products A and B and the output and costs were: 
Particulars A B 
Output (units) 2,00,000 1,00,000 
Selling price per unit "32.00 "56.00 
Direct materials per unit "8.00 "12.00 
Direct wages per unit "4.00 "8.00 

Variable factory overhead is absorbed as a percentage of direct wages. Other variable costs have been 
computed as: Product A" 4.00 per unit; and B" 4.80 per unit. 
During 2020-21, It is expected that the demand for product A will fall by 25% and for B by 50%. It is decided to 
manufacture a new product C, the cost for which is estimated as follows: 

Particulars Product C 
Output (units) \\ II I I I \'"~ I I 2,00,000 
Selling price per unit \"I I I I "I ' I I L "28.00 
Direct materials per unit " L LJ • J , J 

"6.40 
Direct wages per unit "4.00 

It is anticipated th1>t the other variable costs per unit of Product C will be same as for product A. 
PREPARE a budget to present to the management, showing the current position and the position for 2020-21. 
COMMENT on the comparative results. (RTP Nov12l, SM} 

Answer 14 
Budget Showing Current Position and Position for 2020-21 

Position for 2019-20 Position for 2020-21 
A B Total A B C Total 

(A+B) (A+B+C) 
Sales (units) 2,00,000 1,00,000 - 1,50,000 50,000 2,00,000 -

(") l"l (") ("I l"l (") ("I 
(A) Sales 64,00,000 56,00,000 1,20,00,000 48,00,000 28,00,000 56,00,000 1,32,00,000 
Direct Material 16,00,000 12,00,000 28,00,000 12,00,000 6,00,000 12,80,000 30,80,000 
Direct wages 8,00,000 8,00,000 16,00,000 6,00,000 4,00,000 8,00,000 18,00,000 

Factory overhead 8,00,000 8,00,000 16,00,000 6,00,000 4,00,000 8,00,000 18,00,000 
(variable) 
Other variable costs 800,000 4,80,000 12,80,000 6,00,000 240,000 8,00,000 16,40,000 
(B) Margi nal Cost 40,00,000 32,80,000 72,80,000 30,00,000 16,40,000 36,80,000 83,20,000 

(CJ Contribution (A- B) 24,00,000 23,20,000 47,20,000 18,00,000 11,60,000 19,20,000 48,80,000 

Fixed costs 
- Factory 16,00,000 16,00,000 
- Othe rs 12,80,000 12,80,000 

(D) Total fixed cost 28,80,000 28,80,000 
Profit (C - OJ 18,40,000 20,00,000 
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Comments: Introduction of Product C is likely to increase profit by ~ 1,60,000 (i.e . from ~ 18,40,000 to ~ 
20,00,000) in 2020-21 as compared to 2019-20 even if the demand for Product A & B fal ls. Therefore, introduction 
of product C is recommended. 

Question 15 

The information of Z Ltd. for the year ended 31st March 2021 is as below: 
Amount (Rs.) 

Direct materials 17,50,000 
Direct wages 12,50,000 
Variable factory overhead 9,50,000 
Fixed factory overhead 12,00,000 
Other variable costs 6,00,000 
Other fixed costs 4,00,000 
Profit 8,50,000 
Sales 70,00,000 

During the year, the company manufactured two products, X and Y, and the output and cost were: 
X y 

Output (units) 8,000 4,000 
Selling price per unit (Rs.) 600 550 
Direct material per unit (Rs.) 140 157.50 
Direct wages per unit (Rs.) 90 132.50 

Variable factory overheads are absorbed as a percentage of direct wages and other variable costs are 
compU1ed as: 
Product X - Rs. 40 per unit and Product Y· Rs. 70 per unit. 
For the FY 2021-22, it is expected that demand for pro~uct )( and V will fall by 20% & 10% respectively. It Is 
also expected that direct wages cost will raise by 20% and other fixed costs by 10%. Products will be required 
to be sold at" discount of 20%. 
You are required to : 
(i) PREPARE profitability statement for the FY 2020·21 
(ii) PREPARE a budget for the FY 2021·22. (MTP 10 Marks, Mar'21) (RTP Nov'20} 

Answer 15 
(i) Product-wise Profitability Statement for the FY 2020-21: 

Particulars Product•X I") Product· Y (") 
Output (units) 8,000 4,000 
Sell ing price per unit 600 550 
Sales va lue 48,00,000 22,00,000 
Direct material 11,20,000 6,30,000 

(~140 x 8,000 units) (~157.50 x 4,000 units) 
Direct \"!ages 7,20,000 5,30,000 

(~90 x 8,000 units) (~132.S x 4,000 units) 
Variable factory 5,47,200 4,02,800 
overheads• (76% of Rs. 7,20,000) (76% of Rs. 5,30,000) 
Other variable cost s 3,20,000 2,80,000 

(~40 x 8,000 units) (~70 x 4,000 units) 
Contribution 20,92,800 3,57,200 
Fixed factory overheads . . 
Other fixed costs - -
Profit 

* Percentage absorption of variable factory overhead on the basis of direct wages 
: 9.50.000 X 100 = 76% 

12.50,000 
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70,00,000 
17,50,000 

12,50,000 

9,50,000 

6,00,000 

24,50,000 
12,00,000 
4,00,000 

8,50,000 
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(ii) Preparation of Budget for the FY 2021·22: 
Particulars Product•X ('t) Product-Y ('t) Total (" ) 

Output (units) 6,400 3,600 
(8,000 units x 80%} (4,000 units>< 90%) 

Sell ing price per unit 480 440 
(1'600 X 80%) (0,:550 X 80%) 

Sales va lue 30,72,000 15,84,000 46,56,000 
Direct material 8,96,000 5,67,000 14,63,000 

("140 >< 6,400 units) (" 157.50 x 3,600 units) 
Direct \,vages per unit 6,91,200 5,72,400 12,63,600 

(1'108 x 6,400 units) (1'159 x 3,600 units) 
Variable factory overheads 5,25,312 4,35,024 9,60,336 

(76% of "6,91,200) {76% of Rs.S,72,400) 
Othe r variable costs 2,56,000 2,52,000 5,08,000 

(" 40 x 6,400 units) ("70 x 3,600 units) 
Con tribution 7,03,488 (2,42,424) 4,61,064 

Fixed factory overheads - - 12,00,000 
Other fixed costs (110% of "4,00,000) - - 4,40,000 
Profit/ (Loss) (11,78,936) 

f~ LOR 

PQR Limited manufactures three products • Product X, Product Y and Product 2. The output for the current 
year is 2,S0,000 units of Product X, 2,80,000 units of Product Y and 3,20,000 units of Product 2 respectively. 
Selling price of Product Xis 1.25 times of Product Z whereas Product Y can be sold at double the price at which 
product Z can be sold. Product Z can be sold at a profit of 20% on its marginal cost. 
Other information are as follows: 

Product X Product Y Product Z 

Direct Material Cost (Per unit) °' 20 °' 20 °' 20 
Direct Wages Cost (per unit) °' 16 °' 24 '( 16 

Raw material used for manufacturing all the three products is the same. Direct Wages aare paid@"( 4 per labour 
hour, 
Total overhead cost of the company is "< 52,80,000 for the year, out of which" 1 per labour hour is variable 
and the rest is fixed . 
In the next year it is expected that sales of product X and product Z will increase by 12% and 15% respectively 
and sale of product Y will decline by 5%. The total overhead cost of the company for the next year is estimated 
at 't SS,081000. The variable cost of 't 1 per labour hour remains unchanged. 
It is anticipated that all other costs will remain same for the next year and there is opening and closing stock. 

Selling Price per unit of each product will remain unchanged in the next year. 
Required: 
Prepare a budget showing the current position :,nd the position for the next year clearly indicatini: the total 
product-wise contribution and profit for the company as a whole. (PYP 10 Marks, May'23} 

Answer 16 
i) Budget showing current position of tota l product wise contrib ution and profitability 

Particula rs Product X Product Product Z Total (") 
("<) y ('t) ('t) 

A Direct material cost (per unit) 20 20 20 

B Direct wages cost (per unit) 16 24 16 

C Variable overhead pe r unit 4 6 4 
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(Refer WN-1) 

D Total variable cost/ Marginal cost per uni 40 so 40 
(A+B+CI 

E Add: Profit (20% of D) - - 8 

F Selling price unit [D+E] - - 48 

G Price weight 1.25 2 1 

H Selling price per unit (Selling price 0 60 96 48 
Product Z x G) 

I Contribution per 20 46 8 
unit (H-D) 

J Quantity to be sold 2,50,000 2,80,000 3,20,000 

K Total Contribution (J><I] 50,00,000 1,28,80,000 25,60,000 2,04,40,000 

L Fixed Overheads [Refer WN-1 I 13,20,000 

M Profit 1,9 1,20,000 
Working Notes: 
1. Segregation of Overheads into vari:1ble and fixed in current year 

Particulars Product X ('{) Product Y ('{) Product Z ('{) Total ('{) 

A Total overhead cost - - - 52,80,000 

B Labour hour per unit 4 6 4 
[Direct wages Cost+ Re.1) 

C Quantity produced 2,50,000 2,80,000 3,20,000 

D Total variable 10,00,000 16,80,000 12,80,000 39,60,000 
overhead cost [BxC) 

E Fixed overhead cost IA-DJ 13,20,000 
ii) Budget showing next year's position of tot:,I product wise contribution and profitability 

Particulars Product X ('{) Product Y ('{) I Product Z ('{) Total ('{) 

A Selling price per unit 60 96 48 

B Cont ribu tion per unit 20 46 8 

C Quantity to be sold 2,80,000 2,66,000 3,68,000 
[112% of [95% of [115% of 

2,50,000] 2,80,000] 3,20,000) 

D Total Contribution [BxC) 56,00,000 1,22,36,000 29,44,000 2,07,80,000 

Fixed Ove rheads (Refer WN-2[ 13,20,000 

Profit 1,94,60,000 
Working Notes: 
2. Segregation of Overheads into variable and fixed in next year 

Particulars Product X ('{) Product Y ('{) Product Z ('{) Total ('{) 

A Total overhead cost - - - 55,08,000 

B Labour hour per unit 4 6 4 
[Direct wages Cost + Re.1) 

C Quantity produced 2,80,000 2,66,000 3,68,000 

D Total variable 11,20,000 15,96,000 14, 72,000 41,88,000 
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overhead cost [BxC) 

E Fixed overhead cost [A-D] 13,20,000 

EXAM INSIGHTS: It is a numerical question based on Budgetary Control. Most of the examinees we're not 
able to segregate total ove rheads into fixed and variable overhead; hence, the remaining part of the 
question was hot calculated correctly. The overall performance of the examinees were below average. 

Flexible Budget 

Question 17 
(Includes concepts of Standard Costine) 
Tricon Co. furnishes the following Information for the month of September, 2020-

Particulars Budget Details Static Budget 
Units produced & Sold 4,000 

(0:) ,_ 
Direct Material 3 k£ p.u. @ Rs. 30 per ke. 3,60!000 
Direct Labour - 1 hr. p.u. @ Rs. 72 per hr_ 2,88,000 
Variable Overhead 1 hr. p.u. @ Rs. 44 per hr. 1,76,000 
Fixed Overhead 1,80,000 
Total Cost 10,04,000 
Sales 12,00,000 
Profit 1,96,000 

During the month 10,000 kg. of materials and 3,100 direct labour hours were utilized. 
Required: 
(i) PREPARE a flexible budget for the month. 

Actual 
3,200 

(0:) 
a,10,000 
2,25,600 
1,47,200 
1,68,000 
8,50,800 
8,96,000 

45,200 

(ii) DETERMINE the material usage variance and the direct labour rate variance for the actual vs the flexible 
budeet. {MTP 10 Marks, Apr '21) 

Answcr 17 
(i) Statement Showing "Flexible Budget for 3,200 units Activity Level" 

Particulars Amount (0:) Amount (0:) 
(' 12,00,000 ) 

Sales 4_000 units X 3,200 units 9,60,000 

Less: Variable Cost 
Direct Material (3,200 units x 3 kg. p.u. x Rs. 30 per kg.) 2,88,000 
Direct l a bour (3,200 units x 1 hr. p.u. x Rs. 72 per hr.) 2,30,400 
Variable Overhead (3,200 units x 1 hr. p. u. x Rs. 44 per hr.) 1,40,800 (6,59,200) 
Contribution 3,00,800 
Less: Fixed Overhead 1,80,000 
Profit 1,20,800 

(ii) Computation of Variances 

Material Usage Variance = Standard Cost of Standard Quantity for Actual Product ion - Standard 
Cost of Actual Quanti ty 

= (SQx SP)-(AQ x SP) 

Or 
= (SQ - AQ) X SP 

= ((3,200 units x 3 kg.)-10,000 kg. ] x 0: 30.00 
= 0: 12,000 (A) 

Labour Rate Variance = Standard Cost of Actua l Time -Actual Cost 
= (SR X AH) - (AR X AH) 

Or 
= (SR - AR) x AH 
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= [{Rs. 72- Rs. 2,25,600/3,100 hrs.) x 3, 100 hrs.] 

=;:: 2,400 (A) 

Question 18 

A firm has a total capacity of producing 1,00,000 units of an item. The budgeted expenses at this level of activity 
arc as under; 

Per unit{;::) 

Direct Materials 6S0 
Direct Waces 32S 
Direct Exponsczs 12S 
Variable overheads 50 
Fixed Production Overheads 25 
Selling and Distribution Overheads (20% fixed) 2S 
Administrative Expenses {100% fixed) 60 
Total 1,260 

The selling price is;:: 1,750 per unit and is anticipated to remain constant. 
You are required to PREPARE a flexible budcet, on the basis of marginal costine, for 60,000 and 75,000 units 
of output level showing the profit and P/ V Ratio. {MTP 10 Marks, Sep'22} 

Answer 18 
Workings • 
1. Fixed Production overheads {given) =;:: 25 per unit 

So, at 1,00,000 units capacity, i t w ill be ;:: 25,00,000 {1,00,000 units x 'I; 25) 
2. Selling and distribution overheads: 

:;iven (1,00,000 units x ;:: 25) = ;:: 25,00,000 
,o, Fixed component =;:: 25,00,000 X 20% = ;:: 5,00,000 

.._, I I 
I 

, ence, variable component = ;:: 25100,000 - ;:: s,00,000 = 11; 20,00,000 ~. -~I 
variable per unit = 11': 20,00,000/1,00,000 units 

= 11': 20 per unit 

Flexible Budget 

Particulars Per unit {'() 

Sales (A) 1,750 
Variable cost s: 

Direct Material 650 
Direct W;,gcs 325 
Direct expenses 125 
Variable overheads so 
Selling and distribution overheads 20 
Total Variable cost (B) 1,170 
Contribution (C = A· B) 

Fixed costs: 

Production overheads 

Administrative overheads 
Selling ;,nd distribution overhc:1ds 

Total Fixed cost (D) 

Profit (C·D) 

P/V Ratio = (;:: 3,48,00,000/;:: 10,50,00,000) x 100 = 33.143% 
OR 

P/V Ratio = (;:: 4,35,00,000/;:: 13,12,50,000) x 100 = 33.143% 
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Output Level 

60,000 units {'l:) 
10,50,00,000 

3,90,00,000 
1,9S,OO,OOO 

7 S,00,000 
30,00,000 
12,00,000 

7,02,00,000 
3,48,00,000 

25,00,000 
60,00,000 

s ,00,000 
90,00,000 

2,58,00,000 

75,000 units(" ) 
13,12,50,000 

4,87,50,000 
2,43,7S,OOO 

93,7S,OOO 
37,50,000 
15,00,000 

8, 77,50,000 
4,3S,00,000 

25,00,000 
60,00,000 

s,00,000 
90,00,000 

3,45,00,000 
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Question 19 

Savi Limited is currently working at 80% of its capacity level and furnished the following information for 
current period: 

Production / Sales 
Direct Variable Cost 
Factory Overheads 
Administrative Overheads (Fixed) 
Sales Commission 
Transportation Expenses 

96,000 units 
0: 20 per unit 

~ 8,40,000 
I'; 20,60,000 
2% of Sales Value 
0: 4,000 per truck (Lo.>ding Capacity 4,000 units) 

The s<1llin&: price of the product is 0: 120 p<1r unit and Factory Overheads are 80% variable in n.>ture. 
The management of Savi Limited has come.to know that there will be high fluctuations in the demand of the 
product in upcomini: year and It would not be an e.>sy task to predict the demand. Salling price per unit will 
not be affected by demand fluctuations. 
S:ivl limited h:is decided to prepare a flc,xiblc, budi:et for. the product at 60%, 80% and 100% capacity level. 
You are required to prepare the Flexible Budget showing total cost of the product at each level. 
(PYP 6 Marks Scp'24} 

Answer 19 
Flexible Budget of Savi Ltd 

60% 80% 100% 
(72,000 units) {96,000 units) {l,20,000 units) 

(~) (~) ,~, 
Sales (A) 120.00 120.00 120,00 
Variable Costs: ri 
. Direct Variable Cost 20.00 

~ 
20.00 20.00 

. Va riable Factory 7.00 7.00 7.00 
Overheads {WNl) 

. Sales Commission {2%) 2.40 2.40 2.40 
• Transportation Expenses 1.00 1.00 1.00 
Total Variable Cost {BJ 30,40 30,40 30.40 
Contribution Per Unit (C) =(A - B) 89.60 89.60 89.60 
Total Cont ribution (D) 64,51,200.00 86,01,600.00 1,07,52,000.00 
Fixed Costs: 
. Administrative 20,60,000.00 20,60,000,00 20,60,000,00 

Overheads {100%) 
. Factory Overheads(20%) 1,68,000.00 1,68,000.00 1,68,000.00 
Total Fixed Costs (E) 22,28,000.00 22,28,000.00 22,28,000.00 
Profit (D-E) 42,23,200.00 63, 73,600.00 85,24,000.00 
Total Cost 44,16,800.00 51,46,400.00 58,76,000.00 

WNl: 
Variable fa ctory Overheads = '!:8,40,000 x 80% = ~ 6, 72,000 
Variable factory Overheads per unit = ~6,72,000/96,000 units = ~7 

Question 20 

The Accountant of KPMR Ltd. has prepared the following budget for the coming year 
2022 for its two products 'AYE' and 'ZVE' : 

Particulars Product 'AYE' 
Production and Sales (in Units) 4,000 

Product 'ZYE' 

3,000 
Amount (in "t) Amount (in 0:) 

Selling Price per unit 200 180 
Direct Material per unit 80 70 
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Direct Labour per unit 40 35 

Variable Overhead per unit 20 25 
Fixed Overhead per unit 10 10 

After revlc,wlng tha :>bove budcet, the managemi,nt h:1s callc,d thc marketing tc:>m for suggesting some 
measures for increasing the sales. The marketing team has suggested that by promoting the products on social 
mcdi:>, the s:>les quantity of both the products can be increased by 5%. Also, the selling price per unit will go 
up by 10%. But this will result in increase in expenditure on variable overhead and fixed overhead by 20% 
and S% rcspoctivaly for both thi, products . 
You are required to prepare flexible budget for both the products: 
(i) Before promotion on social media, 
(ii) After promotion on social media. (PYP 5 Marks, Dec'2l} 

Answer 20 
(i) Flcxible Budget (before promotion) 

Particulars Product 'AYE' Product 'ZYE' 
Production & Sales (units) 4,000 3,000 

Amount('() Amount('() 

A. Sa les Value 8,00,000 5,40,000 
('( 200X4,000) ('( 180X3,000) 

B. Direct Materials 3,20,000 2, 10,000 
('( 80 X 4,000) ('(70 X 3,000) 

C. Direct labour 1,60,000 1,05,000 
('( 40 X 4,000) ('( 35 X 3,000) 

D. Variable Overheads 80,000 75,000 
('( 20 X 4,000) ('( 25 X 3,000) 

E. Total Variable Cost 5,60,000 3,90,000 
(B+C+D) If 

F. Cont ribution (A-E) 2,40,000 I 1,50,000 

G. Fixed Overhead 40,000 30,000 
('(10 X 4,000) ('(10 X 3,000) 

H. Profit (F-G) 2,00,000 1,20,000 
Profit per unit 50 40 

(ii) Flexible Budget (after promotion) 
Particulars Product 'AYE' Product 'ZYE' 
Production & Sales (units) 4,200 3,150 

(4,000><105%) (3,000><105%) 
Amount('() Amount('() 

A. Sales Value 9,24,000 6,23, 700 
('( 220 >< 4 ,200) ('( 198 x 3,150) 

B. Direct Materials 3,36,000 2,20,500 
(0: 80 X 4,200) ('( 70 x 3,150) 

C. Direct labour 1,68,000 1,10,250 
('( 40 X 4,200) ('( 35 X 3,150) 

D. Variable Overheads 1,00,800 94,500 
('( 24 >< 4,200) ('( 30 x 3,150) 

E. Tota l Variable Cost (B+C+O) 6,04,800 4,25,250 

F. Contr ibution (A-E) 3,19,200 1,98,450 
G. Fixed Overhead 42,000 31,500 

('( 40,000 X 105%) ('( 30,000 X 105%) 

H. Profit (F-G) 2,77,200 1,66,950 
Profit per unit 66 53 
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Total 

Amount('() 
13,40,000 

5,30,000 

2,65,000 

1,55,000 

9,50,000 

3,90,000 
70,000 

3,20,000 

Total 

Amount('() 

15,47,700 

5,56,500 

2,78,250 

1,95,300 

10,30,050 

5,17,650 
73,500 

4,44,150 
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Question 21 

Aman International School has a total of 180 students consisting of 6 sections with 30 students per section. 
The school plans for a picnic around the city during the week-end to places such as Prayag zoo, the Capi Park, 
Azad planetarium etc. A private transport operator has come forward to lease out the buses for taking the 
students. Each bus will have a maximum capacity of 50 (excluding 2 seats reserved for the teachers 
accompanying the students). The school will employ two teachers for each bus, paying them an allowance of 
~ 500 per teacher. It will also lease out the required number of buses. The following are the other cost 
estimates: 

Breakfast 
Lunch 
Tea 
Entrance fee at zoo 

Rent 1,: 6500 per bus. 
Special permit fee'{ 500 per bus. 
Block entrance fee at the planetarium,,: 2500. 
Prizes to students for games'{ 500. 

Cost per student (II() 
50 

100 
10 
20 

No cost are incurred In respect of the accompanying teachers (e>1cept the allowance, of 1,: 500 per t<!acher). 
You are required to PREPARE: 
(a) A fle>1ible budi:et C!stimatine the total cost for th<! levels of 60, 90,120,150 and 180 students. Each item 

of cost is to be indicated separately. 
(b) COMPARE the averai:e cost per student at these l,:,vels. 
(c) WHAT will be your conclusions regarding the break-been level of student if the school proposes to 

collect 'I: 400 per student? (MTP 10 Marks, Apr'24) 

Answer 21 
(a) Flexible Budget for different levels 

ii( ~ '{ ~ ~ 

No. of Students VARIABLE COST 60 90 120 150 180 
Breakfast 3000 4500 6000 7500 9000 
Lunch 6000 9000 12000 15000 18000 
Tea 600 900 1200 1500 1800 
Entrance fee 1200 1800 2400 3000 3600 
Sub-total (A) 10800 16200 21600 27000 32400 
Variable cost/unit 180 180 180 180 180 
SEMI-VARIABLE COST 
Bus rent 13000 13000 19500 19500 26000 
Soecial permit fee 1000 1000 1500 1500 2000 
Allowance for teachers 2000 2000 3000 3000 4000 
Sub-total (8) 16000 16000 24000 24000 32000 
FIXED COST 
Block entrance fee 2500 2500 2500 2500 2500 
Prize to students S00 500 500 500 500 
Sub total (C) 3000 3000 3000 3000 3000 
Total cost (A+ B + C) 29,800 35,200 48,600 54,000 67,400 

(b) 
lcost per student 496.67 391.11 405.oo I 360.00 374.44 
(c) 

Break-even level ~ 

Collection per students 400 
Less Variable Cost 180 
Contribution 220 

Since semi-fixed costs relate to a block of 50 students, the fixed and semi-variable cost for three level wil l 
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be: 
Level of Student 51-100 101-150 151-200 
Fixed+ Semi- variable cost ('I:) 19,000 27,000 35,000 
Contribution per unit (a:'.) 220 220 220 
Break Even level of students 86 123 159 

Question 22 

BT Ltd. achieves sale of a:: 73,12,500 with COGS of 40% while operating at 75% of its normal capacity during 
the current financial year. 

The information relating to Administration, Selling and Distribution costs is given below: 
Administration costs: 

Sell ine costs: 

Office salaries 
General expenses 
Depreciation 
Rates and taxes 

Salaries 
Travelling expenses 
Sales office expenses 
General expenses 

a:'. 11,70,000 
5 per cent of COGS 
'I: 97,500 
'I: 1,13,750 

8 per cent of sales 
5 per cent of COGS 
2.5 pClr CClnt of COGS 

2.5 per cent of COGS 
Distribution costs: 

Wages 'I: 1,95,000 
Rent 1 per cent of sales 
Other expenses 10 per cent of COGS 

Considering some of the expenses like office salaries, depreciation, rates and taxes, and wages, to remain the 
same irrespective of the level of activity, as these expenses are fixed in ,,ature, PREPARE flexible 
administration, sCllllng and distribution costs bude«lt, opClrating at 85%, 100% and 115% of normal capacity. 
(RTP Jan'25} 

Answer 22 
Flexible Budget of BT Ltd. 

Particulars 75% 85% 100% 115% 
('() ('() ('() ('() 

Sales 73, 12, 500 82,87,500 97,50,000 1,12,12,500 
COGS (40% of Sales) 29,25,000 33, 15,000 39,00,000 44, 85,000 
Administration Costs: 

Office Sala ries {fixed} 11, 70,000 11, 70,000 11, 70,000 11, 70,000 
General expenses (5% of COGS) 1,46,250 1,65, 750 1,95,000 2,24,250 
Deprecia tion (fixed) 97,500 97,500 97,500 97,500 
Rent and rates (fixed) 1,13,750 1,13,750 1, 13,750 1,13, 750 
(A) Total Adm. Costs 15,27,500 15,47,000 15, 76,250 16,05,500 
Selling Costs: 

Salaries {8% of sales) 5,85,000 6,63,000 7,80,000 8,97,000 

Travelli ng expenses {5% of COGS) 1,46,250 1,65, 750 1,95,000 2,24,250 

Sales office (2.5% of COGS) 73,125 82,875 97, 500 1,12,125 

General expenses {2.5% of COGS) 73,125 82,875 97,500 1,12,125 

(B) Total Selling Costs 8, 77,500 9,94,500 11, 70,000 13,45,500 

Distribution Costs: 

Wages ( fixed) 195,000 195,000 195,000 195,000 

Rent (1% of sales) 73,125 82,875 97,500 1,12,125 

Other expenses (10% of COGS) 2,92,500 3,31,500 3,90,000 4,48,500 
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~ 
(C) Total Distribution Costs 5,60,625 6,09,375 6,82,500 7 ,55,625 

Total Costs (A + B + C) 29,65,625 31,50,875 34,28,750 37,06,625 

Question 23 

A factory is currently working at 60% capacity and produces 12,000 units of a product. Management is thinking 
to increase, the working capacity c,ither to 70% or 90°/4 level. It is estimated that at both the levels, it will be 
able to sell all the produced units. The other details are as under: 
• At 70% capacity, the cost of raw matc,rlals increases by 4% .ind the selling price falls by 3%. 
• At 90% capacity, the cost of raw materials increases by 5% and selling price falls by 4%. 
• At 60% capacity, the product cost is'{ 360 per unit and it is sold at'{ 400 per unit. 
• The unit cost of 360 consists of the following: 

Material 'I: 200 

Labour '{ 60 
Factory overhead 'I: 60 {SO% fixed) 
Administrative & Selling overhead '{ 40 (60 % fixed) 

Additional advertising cost of'{ 20,000 is to be Incurred for sc,lling the, product above 80% capacity. 
You are required to: 
(i) Calculate the profits of the company when the factory works at 60%, 70% and 90% capacity level. 
(ii) Offer your comments regarding increase in the capacity based on profit calculated. 
(PYP 7 Marks May 124) 

Answer 23 
(i) Expense Budget at 60%, 70% & 90% level 

60% 70% 90% 
{12,000 units) (141000 units) (18,000 units) 

Per unit Amount Per unit Amount Per unit ~mount ('{) 
{'I:) {'I: I {'I:) {'I: I ('{) 

Sales (A) 400 48,00,000 388 54,32,000 384 69,12,000 

Variable Costs: 
Direct Material 200 24,00,000 208 29,12,000 210 37,80,000 
Direct Wages 60 7,20,000 60 8,40,000 60 10,80,000 

Va ri a ble Factory 30 3,60,000 30 4,20,000 30 5,40,000 
Overheads 
Va r iable 
Adminis tra t ive & Se lling 16 1,92,000 16 2,24,000 16 2,88,000 
Overheads 
Tota l Variab le Cost (B) 306 36,72,000 314 43,96,000 316 56,88,000 

Contribu tion( C)=(A-B) 94 11,28,000 74 10,36,000 68 12,24,000 

Fixed Costs: 

Fixed Factory Overheads -- 3,60,000 .. 3,60,000 - 3,60,000 
(50%) 

Fixed 
Adminis tra t ive & Se lling -· 2,88,000 ·- 2,88,000 - 2,88,000 
Overheads (60%) 
Adverting Cost .. -- .. - - 20,000 

Total Fixed Costs( D) -- 6,48,000 .. 6,48,000 - 6,68,000 

Profit ( C - DJ -- 4,80,000 .. 3,88,000 - 5,56,000 

(ii) Comment: Increase of production capacity to 90% is likely to increase the profit to maximum of'{ 5,56,000 
due to increase in contribution while fixed cost is slight ly increased due to in advertising cost. At 70% 
capacity, profit is reduced to minimum of'{ 3,88,00 due to decrease in selling price by 3% along with 
increase In raw material cost by 4% resulting in decrease of contributio n. Therefore, it Is recommended 
that factory should operate at 90% capacity. 
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Question 24 

SP Ltd. has prepared budget for the coming year for its two products A and 8. 
Product A ('() Product B ('() 

Production & Sales unit 6,000 units 9,000 units 
Raw material cost per unit 60.00 42.00 . 
Direct labour cost per unit 30.00 18.00 

···--
Variable overhead per unit 12.00 6.00 
Fixed overhead per unit 8.00 4.00 

Selling price per unit 120.00 78.00 
After some, m11rkoting efforts, tho salos quantity of tho Product A & B can be increasc,d by 1,500 units and 500 
units respectively but for this purpose the variable overhead and fixed overhead will be increased by 10% and 
5% respectively for tho both products. 
You are required to PREPARE flexible budget for both the products: 
{i) Before marketing efforts 
(ii) After marketing efforts {MTP 5 Marks, Apr'23 & Mar'19, RTP May'19} 

Answer 24 
(i) Flexible Budget before marketing efforts: 

Product A('() 

6,000 units 
Per unit Total 

Sales 120.00 7,20,000 
Raw material cost 60.00 3,60,000 
Direct labour cost per unit 30.00 1,80,000 
Variable overhead per unit 12.00 72,000 

Fixed overhead per un it 8.00 48,000 

Total cost 110.00 6,60,000 

Profit 10.00 60,000 
(ii) Flexible Budget after marketing efforts: 

Product A ('() 

7,500 units 
Per unit Total 

Sales 120.00 9,00,000 
Raw material cost 60.00 4,50,000 
Direct labour cost pe r unit 30.00 2,25,000 
Variabl e overhead per unit 13.20 99,000 

Fixed overhead per unit 6.72 50,400 
Total cost 109.92 8,24,400 
Profit 10.08 75,600 

Question 25 

Product B ('() 

9,000 units 
Per unit Total 

78.00 7,02,000 

42.00 3,78,000 

18.00 1,62,000 

6.00 54,000 
4.00 36,000 

70.00 6,30,000 

8.00 72,000 

Product B ('() 

9,500 units 
Per unit Total 

78.00 7,41,000 
42.00 3,99,000 

18.00 1, 71,000 

6.60 62,700 

3.98 37,800 
70.58 6, 70,500 

7.42 70,500 

Soya B Limitlld is presently opc,rating at 50% capacity and producing 50,000 units. The c,ntirll output is sold at 
a price of Rs. 180 per unit. The cost structure at the SO% level of activity is as under: 

(>;) 
Direct Material 60 per unit 
Direct Wages 20 per unit 
Variable Overheads 20 per unit 

Direct Expenses 12 per unit 
Factory Expc,nsc,s (30% fixed) 16 per unit 
Selling and Distribution Exp. (85% variable) 10 pc,r unit 
Office and Administrative Exp. (100% fixed) 6 per unit 
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~ 
The company anticipates that the variable costs will go up by 20% and fixed costs will go up by 10%. 
You are required to prepare an Expense budget, based on marginal cost for the company at 50%, 75% and 100% 
level of activity and find out the profits at respective levels. (MTP 10 Mc,rks, Mc,r'23, Mc,rch '18) 
{Sc,me concepts different figures MTP 10 Mc,rks Mc,y'20, SM} 

Answer 25 
Expense Budget of Soya B Lt d. for the period 

Per unit(~) 50,000 units 75,000 units 1,00,000 units 
Amount(~) Amount(~) Amount (~) 

Sales (A) 180 90,00,000 1,35,00,000 1,80,00,000 

Less: Variable Costs: 
- Direct Material 72 36,00,000 54,00,000 72,00,000 
- Direct Wages 24 12,00,000 18,00,000 24,00,000 

- Variable Overheads 24 12,00,000 18,00,000 24,00,000 

- Direct Expenses 14.4 7,20,000 10,80,000 14,40,000 

- Variable factory expenses 13.44 6, 72,000 10,08,000 13,44,000 
(70% of Rs 16 p.u.)x 120% 
• Variable Selling & Dist. exp. 10.2 5,10,000 7,65,000 10,20,000 
(85% of Rs 10 p.u.)x120% 
Total Variable Cost (B) 158.04 79,02,000 1,18,53,000 1,58,04,000 

Contribution {C) = (A - B) 21.96 10,98,000 16,47,000 21,96,000 

Less: Fixed Costs: 
- Office and Admin. exp. (100%) -- 3,30,000 3,30,000 3,30,000 
- Fixed factory exp. {30%) -- 2,64,000 2,64,000 2,64,000 
- Fixed Sell ing & Dist. exp. (15%) • 82,500 82,500 82,500 -- 1 

Total Fixed Costs (D) -- 6,76,500 6,76,500 6,76,500 

Profit (C - D) -- 4,21,500 9,70,500 15,19,500 

Question 26 F1 LDR 

M Ltd. is a public sector undertaking (PSU), produces a product A. The company is in process of preparing its 
revenue budget for the year 2024. The company has the following information which can be useful in preparing 
the budget: 
(i) It has ant icipated 12% growth in sales volume from the year 2023 of 4,201000 tonnes. 
(ii) The sales price of~ 23,000 per tonne will be increased by 10% provided Wholesale Price Index (WPI) 

increases by 5%. 
(iii) To produce one tonne of product A, 2.3 tonnes of raw material are required . The raw material cost is 

~ 4,500 per tonne. The price of raw material will also increase by 10% if WPI increase by 5%. 
(iv) The projected increase in WPI for 2024 is 4% 
(v) A total of 6,000 employees works for the company. The company works 26 days in a month. 
(vi) 85% of employees of the company arc, permanent and gc,tting salary as per 5• year wage agreement. 

The earnings per manshift (means an employee cost for a shift of 8 hours) is~ 3,000 (excluding terminal 
benefits). The new wago agreement will be Implemented from 1st July 2024 and it is expected that a 
15% increase in pay will be given. 

(vii) The casual amployees are getting a daily wage of~ 850. The wages in linked to Consumer Price Index 
(CPI). The present CPI is 165.17 points and it is expected to be 173.59 points in year 2024. 

(viii) Power cost for the year 2023 is~ 42,00,000 for 7,00,000 units (1 unit= l Kwh). 60% of power is used for 
production purpose (directly related to production volume) and remaining are for employee quarters 
and administrative offices. 

(ix) During the year 2023, the company has paid 'I; 60,00,000 for safety and maintenance works. The amount 
will lncraase in proportion to the volume of production. 

(x) During the year 2023, the company has paid~ 1120,000 for the purchase of diesel to be used in car hired 
for administrative purposes. The cost of diesel will increase by 15% In year 2024. 

(xi) During the year 2023, the company has paid~ 6,00,000 for car hire charges (excluding fuel ,;ost). In year 
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2024, the company has decided to reimburse the diesel cost to the car rental company. Doing this will 

attract 5% GST on Reverse Charge Mechanism (RCM) basis on which the company will not get GST input 
credit. 

(xii) Depreciation on fixed assets for the year 2023 is 'I; 80,40,00,000 and it will be 15% lower in 2024. 
You being an associate to the budget controller of the company, PREPARE Revenue (Flexible) budget 

for the year 2024 and also show the budgeted profit/ loss for the year.(RTP Moy'24 & Moy '22) 
Answer 26 

Revenue Budeet (Flexible Budget) of M Ltd. for the Year 2024 

Particulars PY 2023 CY 2024 

A Sales Volume (Tonnes) 4,20,000 4,70,400 [112%x4,20,000] 
B Selling Price per tonne (S:) 23,000 23,000 

('i: in lakh) ('i: in lakh) 

C Sales value [Ax BJ 96,600 1,08,192 

D Raw material Cost: 

(i) Qty. of Material 9,66,000 10,81,920 
[2.3 tonnes x A] (tonnes) 

(ii) Price per tonne ('i:) 4,500 4.,500 

(iii) Total raw matcrialcost [(i )x(ii)) 43,470 48,686.40 

E Wages & Salary Cost: 

(i) Wages to casualemployees 2,386.80 2,508.47 
(15%x6,000 = 900 employees) [900x26x12xS:850] [ 900x26x12xS:893 .33] 

(ii) Salary to permanente mployees 47,736 51,316.20 
(85%x6,000 = 5,100 employees) [ 5100x26x12xS:3 ,000] [(5100X26X6X'l;3,000) + 

( 5100X26X 6X 'i:3,450)] 
(iii) Total wages & salary((i)+( li)+(iii)) I I 50,122.80 53,824.67 

f Power cost: I I '-
( i) For production (units) 4,20,000 4,70,400 

(60%x7,00,000] [112%x4,20,000] 
{Ii ) For employees & offices (units) 2,80,000 2,80,000 

(40%X7,00.000] 
(iii ) Total Power consumption (units) [( i)+(ii)J 7,00,000 7,50,400 

(iv) Power rate per unit ('i:) 6.00 6.00 
J0:42,00,000-. 7,00,000] 

(v) Total power cost [(iii)x(iv)] 42 45.024 

G Safety and maintenance Cost 60 67.20 [112%x4,20,000] 

H Diesel cost 1.2 . 
I Car Hire charge: 

(i) Car hire charge 6 6 

(ii) Fuel reimbu rseme nt cost . 1.38 [115%xl.2] 

(iii) GST@5% on RCM basis . 0.369 
[5%x (I +ii)] 

(iv) Total Car hire charge cost [(i)+(ii)+(iii)) 6 7.749 

J Dc,preciation 8,040 6,834 (85%x8040] 

K Total Cost [Sum of D to J] 1,01,742 1,09,465.043 

L Profit/ (Loss) (C-L) (5,142) (1273.043) 

Question 27 

PPP Ltd . is currently oper:>tlng 3t 80% of Its cap:,clty producing 80,000 units. For the pllSt two ye.us, the 
production is increasing by 10% of its capacity consistently. The cost details are as follows: 

Chap~er lS Budget & iludeetiuv Control 

DS



~ 
Vc:.r 3 Vear 2 Year 1 (Current year} 

(":} (":} 

Direct Materials 12,00,000 14,00,000 
DirQct Labour 6,00,000 7,00,000 
Factory Overheads 3,20,000 3,40,000 
Selling Overheads 3,40,000 3,80,000 
Administrative Overheads 1,60,000 1,60,000 

26,20,000 29,80,000 
Thi, compony Is planning for 90% capacity level for ni,xt year. 
Additional information: 

("() 

16,00,000 
8,00,000 
3,60,000 
4,20,000 

1,60,000 
33,40,000 

Due to increase in demand of the raw material, the distributor is expected to increase the price by 10% from 
the next year. 
At the beginning of the current year, the dispute occurred between workers and employees regarding wages 
which lead them to go on strike. Later on, they settled for 20% increase in wages from next year. 
F II h d df o owing increases in over ea cost are expecte or next vear: 

Variable Factory Overheads 5% 
Fixed Factory Overheads 10% 
Variable Selling Overheads 10% 
Fixed Selling Overheads 15% 
Administrative Overheads 15% 

Profit Is estimated @ 25% on total cost. 
You are required to PREPARE flexible budget for the next year at 90% level of capacity. 
Also ascertain profit and contribution. (MTP 7 Marks Aug'24} 
Answer 27 

PPP Ltd . 
Budget for 90% capacity level for the next year 

Budgeted production (un its) 
Per Unit (0:) 

Di rect Material (note 2) 22 
Direct Labour (note 3) 12 
Variable factory ove rhead (note 4) 2.10 
Variable sell ing overhead (note SJ 4.40 
Variable cost 40.50 
Fixed factory ove rhead (note 4} 

Fixed selling overhead (note 5) 
Administrat ive overhead (note 6) 
Fixed cost 

Total cost 
Add: Profit 25% on tota l cost 
Sales 

Contribution (Sales - Variable cost) 
Working Notes: 
1. At 80% level of capacity (current year), the production is 80,000 units. 

Thus, total leve l of capacity is 1,00,000 units. 

90,000 
Amount ("() 

19,80,000 
10,80,000 

1,89,000 
3,96,000 

36,45,000 
2,20,000 
1,15,000 
1,84,000 
5,19,000 

41,64,000 
10,41,000 
52,05,000 
15,60,000 

Therefore, Year 2 is at 70% capacity and Year 3 is at 60% capacity as the production is increasing by 10% 
of it s capacityconsistently. 

2. Direct Material 
('!;) ('!;) 

80% Capacity 16,00,000 70% Capacity 14,00,000 

70% Capacity 14,00,000 60% Capaci ty 12,00,000 

10% changein capacity 2,00,000 10% change Incapacity 2,00,000 
For 10% increase in capacity, the total direct material cost regularly cha nges by 't2,00,000 
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Thus, Direct material cost (variable) = '{ 2,00,000 + 10,000 = '{20 
After 10% increase in price, direct material cost per unit = '{20 x 1 .10 = '{22 
Direct material cost at 90,000 budgeted units = 90,000 x '{ 22 = '{ 19,80,000 

3. Direct labor: 

('I 
80% Capacity 8,00,000 70% Capacity 

70% Capacity 7,00,000 60% Capacity 

10% change incapacity 1,00,000 10% change incapacity 
For 10% increase in capacity, direct labour cost regu larlychanges by "1,00,000. 
Direct labour cost per unit = '{ 1,00,000 + 10,000 = '{ 10 
Afte r 20% increase in price, direct labour cost per unit = '{ 10 x 1.20 = '<12 
Direct labour for 90,000 units = 90,000 units x '{12 = '{10,80,000. 
4. Factory overheads are semi-variable overheads: ,~, 

80% Capacity 3,60,000 70% Ca pa city 
70% Capacity 3,40,000 60% Ca pa city 
10% change incapacity 20,000 10% cha nge i nca pa city 

Variable factory overhead = '{ 20,000 + 10,000 units= '{ 2 
Variable factory overhead for 80,000 units= 80,000 x ,,: 2 =,,: 1,60,000 
Fixed factory overhead = ,,: 3,60,000 - 11': 1,60,000 = ,,: 2,00,000. 
Variable factory overhead after 5% increase = '{ 2 x 1.05 = '{ 2.10 
Fixed factory overhead after 10% increase = '{ 2,00,000 x 1.10 = '{ 2,20,000. 
5. Selling overhead is semi-variable overhead: 

('{) 

80% Capacity 4,20,000 70% Capacity 
70% Capacity 3,80,000 60% Capacity 
10% change in capacity 40,000 10% change in capacity 

. 
= + = Variable selling overhead '{ 40,000 10,000 units '{ 4 

Variable se lli ng ove rhead for 80,000 units= 80,000 x '{ 4 = '{ 3,20,000. 
Fixed sel ling overhead='{ 4,20,000- '{ 3,20,000 = '{ 1,00,000 
Variable selling overhead after 10% increase = '{ 4 x 1.10 = '{ 4.40 
Fixed sel ling overhead after 15% increase = ": 1,00,000 x 1.15 = '{ 1,15,000 
6. Administrative overhead is fixed: 
After 15% increase='{ 1,60,000 x 1.15 = '!: 1,84,000 

Production, Purchases & Sales Budget 

Question 28 

~ 

~ 

~ 

.,I 

'"' 7,00,000 
6,00,000 

1,00,000 

('{) 

3,40,000 
3,20,000 

20,000 

,,, 
3,80,000 
3,40,000 

40,000 

XV Co. Ltd manufactures two products viz., X and Y and sells them through two divisions, East and West. 
For the purpose, of Sales Budget to the Budget Committee, following Information has been made available 
for the year 2022-23: 

Budgeted Sales Actu•I Sales 
Product East Division Wost Division East Division West Division 

X 400 units at '{ 9 600 units at'{ 9 500 units at 11: 9 700 units at'{ 9 
y 300 units at'{ 21 500 units at'{ 21 200 un its at'{ 21 400 units at '{ 21 

Adequate market studies reveal that product Xis popular but underpriced. It is expected that if the price of 
Xis increased by'{ 1, it will, find a ready market. On the other hand, Y is overpriced and if the price of Y is 
reduced by '{ 1 it will have more demand in the market. The company management has agreed for the 
aforesaid price changes. On the basis of these price changes and the reports of salesmen, following 
estimates have been prepared by the Divisional Managers: 
Percentage increase in sales over budgeted sales 
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Product East Division West Division 

X +10% +5% 
y +20% +10% 

With the help of intensive advertisement campaign, following additional sales (over and above the above
mentioned estimated sales by Divisional Mangers) are possible : 

Product East Division West Division 

X 60 units 70 units 
y 40 units 50 units 

You are required to prepare Sales Budget for 2023-24 after incorporating above estimates and also show 
the Budgeted Sales and Actual Sales of 2022-23. {RTP Nov'23, SM} 

Answer 28 
Statement Showing Sales Budget for 2023-24 
Product X Product Y Total 

Division Qty. Rate(~) Amt.(~) Qty. Rate(~) Amt.(~) Amt.(~) 
East 5001 10 5,000 4003 20 8,000 13,000 

West 7002 10 7,000 6004 20 12,000 19,000 
Total 1,200 12,000 1,000 20,000 32,000 

Workings 
1. 400 x 110% + 60 = 500 units 
2. 600 x 105% + 70 = 700 units 
3. 300 x 120% + 40 = 400 units 
4. 500 x 110% +SO= 600 units 

Statement Showing Sales Budget for 2022-23 
Division Product X Product Y Total 

Qty. Rate(~) Amt.(~) Qty. Rate(~) Amt.(~) Amt.(~) 
East 400 9 3,600 300 21 6,300 9,900 
West 600 9 5,400 500 21 10,500 15,900 
Total 1,000 9,000 800 16,800 25,800 

Statement Showing Actual Sales for 2022-23 
Product X Product Y Total 

Division Qty. Rate(~) Amt. I~) Qty. Rate (~I Amt.(~) Amt. (~) 
East 500 9 4,500 200 21 4,200 8,700 
West 700 9 6,300 400 21 8,400 14,700 
Total 1,200 10,800 600 12,600 23,400 

Question 29 

Vivit Su Ltd. manufactures and sells a single product and estimated the following related information for the 
period November, 2020 to March, 2021. 

Particulars November, December, January, February, March, 
2020 2020 2021 2021 2021 

Opening Stock of Finished 7,500 3,000 9,000 8,000 6,000 
Goods (in Units) 
Sales (in Units) 30,000 35,000 38,000 25,000 40,000 
Selling Price per unit (In "l 10 12 1S 1S 20 

Additional Information: 
• Closing stock of finished goods at the end of March, 2021 is 10,000 units. 
• Each unit of finished output requires 2 kg of Raw Material 'A' and 3 kg of Raw Material 'B'. 
You are required to prepare the following budgets for the period November, 2020 to March, 2021 on monthly 
basis: 
(I) Sales Budget (In 'I:) 
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(ii) Production budget (in units) and 
(iii) Raw material Budi:et for Raw material 'A' and 'B' separately (in units) {PYP 10 Marks, Ju/'21) 
Answer 29 
i. Sales Budi:et 

Particulars Nov, 20 Dec, 20 
Sales (in Units) 30,000 35,000 
Selling Price per un it(~) 10 12 

Total Sales (";) 3,00,000 4,20,000 
ii. Production Budget (in un its) 
Particulars Nov, 20 
Sales 30,000 

Add: Closing stock of finished 
goods 3,000 
Total quantity required 33,000 
Less: Opening stock of fin ished 
goods 7,500 
Units to be produced 25,500 
iii.R:>w m:>teri:>I budget (in un its) 

For Raw material 'A' 
Particulars Nov, 20 

Units to be produced: (a) 25,500 
Raw rnate ria l consumption 2 
p.u. (kg.): (b) 
Total raw material 51,000 
consumption (Kg.): (a X b) 

For Raw material 'B' 
Particulars Nov, 20 

Units to be produced: (a) 25,500 
Raw rn ateria l 3 
Consumption p.u. (kg.): (b) 
Total raw material 76,500 
consurnption (Kg.): (a X b) 

Dec, 20 
35,000 

9,000 
44,000 

3,000 
41,000 

Dec, 20 
41,000 

2 

82,000 

Dec, 20 

41,000 
3 

1,23,000 

(in ";) 
Jan, 21 Feb, 21 Mar, 21 Total 
38,000 25,000 40,000 1,68,000 

15 15 20 . 

s, 70,000 3,75,000 8,00,000 24,6S,OOO 

Jan, 21 Feb, 21 Ma r, 21 Total 
38,000 25,000 40,000 1,68,000 

8,000 6,000 10,000 36,000 
46,000 31,000 50,000 2,04,000 

9,000 8,000 6,000 33,500 
37,000 23,000 44,000 1,70,500 

Jan, 21 Feb,21 Mar, 21 Total 
37,000 23,000 44,000 1,70,500 

2 2 2 . 

74,000 46,000 88,000 3,41,000 

Jan, 21 Feb, 21 Ma r, 21 Total 

37,000 23,000 44,000 1,70,500 
3 3 3 . 

1,11,000 69,000 1,32,000 5,11,500 

EXAM INSIGHTS: This Numerical question on Flexible Budget by segregating cost into fixed and variable. Many 

examinees faced ha rdship to understand the concept of fixed cost when the level of production changed; 
hence fixed overheads cost was not calculated correctly in the second part of the question. Performance of 
the exarni nees was average. 

Question 30 

Nakata Ltd a Vehicle manufacturer has prepared sales budget for the next few months, and the following draft 
figures,.,., :>vailablc: 

Month No. of vehicles 
October 40,000 
November 35,000 
December 45,000 
January 60,000 
February 65,000 

To manufacture a vehicle a standard cost of Rs.5,71,400 is incurred and sold through dealers at a uniform 
selling price of Rs.8,57,100 to customors. Dealers ore paid 15% commission on selling price on sale of a vehicle. 
Apart from other materials four units of Part • X are required to manufacture a vehicle. It is a policy of the 
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company to hold stocks of Part•X at the end of each month to cover 40% of next month's production. 48,000 
units of Part·X are in stock as on 1st October. 
There are 9,500 nos. of completed vehicles arc, in stock as on 1st October and it is policy to have stocks at the 
end of each month to cover 20% of the next month's sales. 
You are required to 
(I) PREPARE Production budget (in nos.) for the month of October, November, December and January. 
(ii) PREPARE a Purchase budget for Part•X (in units) for the months of October, November and 

December. 
(iii) CALCULATE the budgeted gross profit for the quarter October to December. 
{MTP 10 Marks, Apr'1S, Oct'22 & Oct'23, RTP May'20) 

Answer 30 
(i) Preparation of Production Budget (in units) 

October November December January 

Demand for the month (Nos.) 40,000 35,000 45,000 60,000 
Add: 20% of next month's demand 7,000 9,000 12,000 13,000 
Less: Opening Stock (9,500) (7,000) (9,000) (12,000) 
Vehicles to be produced 37,500 37,000 48,000 61,000 

(ii) Preparation of Purchase budget for Part•X 

October November December 

Production for t he month (Nos.) 37,500 37,000 48,000 
Add: 40% of next month's 14,800 19,200 24,400 
oroduction (40% of 37,000) ( 40% of 48,000) (40% of 61,000) 

52,300 56,200 72,400 
No. of units requi red for 2,09,200 2,24,800 2,89,600 
production (52300 x 4 units) (56200 x 4 units) (72,400 x 4 unit s' 
Less: Ope ning Stock (48,000) (59,200) (76,800) 

(14800 x 4 units) (19200 x 4 unit s) 
No. of units to be purchased 1,61,200 1,65,600 2,12,800 

(iii) Budgeted Gross Profit for the Quarter October to December 

October November 

Sales in nos. 40,000 35,000 
Net Sell ing Price per unit* 7,28,535 7,28,535 
Sales Revenue (Rs. In lakh) 2,91,414 2,54,987.25 
Less: Cost of Sales (Rs. in lakh) 2,28,560 1,99,990.00 
(Sa les unit x Cost per unit) 
Gross Profit (Rs . in lakh) 62,854 54,997.25 

• Net Se lling price unit = ~ 8,57,100 - 15% commission on ~8,57,100 
= ~7,28,535. 

Question 31 

December Total 
45,000 1,20,000 

7,28,535 
3,27,840. 75 8,74,242 
2,57,130.00 6,85,680 

70,710.75 1,88,562 

P ltd. manufactures two products called 'X' and 'Y'. Both products use a common raw materl:il Z. The r:iw 

material Z is purchased @ ~ 72 per kg from the market. The company has decided to review inventory 
management policies for the forthcoming yaar. 
The following forecast information has been extracted from departmental estimates for the year ended 31st 

March 2025 (the budeet period): 

Product X Product Y 
Sales (units) 28,000 13,000 
Finished goods stock increase by year-end 320 160 
Post-production rejection rate (%) 4 6 
M:iterial Z usaee (per completed unit, net of w:istage) 5 kg 6kg 
Material Z wastage {%) 10 s 

Additional information: 
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Usage of raw material Z is expected to be at a constant rate over the period. 

Annual cost of holding one unit of raw material in stock is 11% of the material cost. 

The cost of placing an order is'< 15,600 per order. 

The management of P Ltd . has decided that there should not be more than 40 orders In a year for the raw 
material z. 

Required: 
(a) (i) Prepare Production budeet for Products X and Y (in units) for the year ended 31st March 2025. 

(ii) Calculate the Economic Order Quantity for Material Z (in kgs). (3+2=5 Marks) 
(b) Prepare Purchases budget for Material Z (in kgs and value) for the year ended 31st March 2025.(5 Marks) 
(c) If there is a sole supplier for the raw material Zin the market and the supplier do not sale more than 4,000 

ke. of material Z at a time. Keeping the management purchase policy and production quantity mix into 
consideration, calculate the maximum number of units of Product X and Y that could be produced. 
(MTP 14 Marks, Mar'24 RTP May'18 MTP 10 Marks, Sep '23} 

Answer 31 

(i) Production Budget (in un its) for the year ended 31st March 2025 
Product X 

Budgeted sales (units) 

Add: Increase in closing stock 
No. good units to be produced 
Post production rejection rate 
No. of units to be produced 

(ii) Calculation of Economic Order Quantity for Material Z 

EOQ = 2X2.S2.3'10X l 5.600 = S,04,620X15,600 = 31 526_95 kg. 
72Xll% 72Xll% ' 

(b) Purchase budget (in kgs and value) for Material Z 

No. of units to be produced 
Usage of Material Z per unit of production 
Material needed for production 

Materials to be purchased 

Total quantity to be purchased 
Rate per kg. of Material Z 

Total purchase price 

28,000 

320 
28,320 

4% 
29,500 
(28,320) 

0.96 

Product X 
29,500 
5 kg. 

1,47,500 kg. 
1,63,889 kg. 

( 1,47,500) 
0.90 

Product Y 
13,000 

160 
13,160 

6% 
14,000 

(13.160) 
0.94 

Product Y 
14,000 

6 kg. 
84,000 kg. 
88,421 kg. 

(84,000) 
0.95 

2,52,310 kg. 

'f.72 
'f.1,81,66,320 

(c) Since the maximum number of orders per year cannot be more than 40 orders and the maximum quantity 
per order that can be purchased is 4,000 kg. Hence, the total quantity of Material Z that can be available 
for production: 
= 4,000 kg. x 40 orders =1,60,000 kg. 

Product X Product Y 
Material needed for producti on to maintain the 1,03,929 kg. 56,071 kg. 
same production mix ( 1 60 000 X 1,63,889) 

' ' 2,52.310 
( 88.421) 1,60,000 X 

2
,
52

,
310 

Less: Process wastage 10,393 kg. 2,804 kg. 

Net Material available for production 93,536 kg. 53,267 kg. 

Unit s to be produced 18,707 units 8,878 units 
( 93,536kg) 

Sk•. 
(53,267kg) 

6ke. 
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Question 32 

EDF Ltd. produces two products using Skilled labour and two types of materials. Shown below the information 
for the next month's budget: 

Product• A Product,B 
Budgeted sales (in units) 4,080 6,120 
Budgeted material consumption per unit (in kg): 

Material•X 8.5 5.1 
Material•V 6.8 10.2 

Standard labour hours allowed per unit of product 5.1 8.5 
Material-X and Material-V cost 0:8 and 0:10 per kg and labours are paid 0:30 per hour. Overtime premium is 75% 
and is payable, if a worker works for more than 45 hours a week. There are 400 direct workers. 
The target efficiency ratio for the productive hours worked by the direct workers in actually manufacturing 
the products is 85%. In addition the non-productive down-time is budgeted at 15% of the productive hours 
worked. 
There are four 6-days weeks in the budgeted period and it is anticipated that sales and production will occur 
evenly throughout the whole period. 
It is anticipated that stock at the beginning of the period will be: 

Product-A 550 units 
Product•B 350 units 
Material-X 1,200 kgs. 
Material•V 600 kgs. 

The anticipated closing stocks for budget period are as below: 
Product-A 5 days sales 
Product-B . \\ 5 days sales I I I 
Material•X ' 10 days consumption ..._-... L ! I I 

Material•Y ' 3 days consumption ,. .,.I ''--. ..... .I 

Required: 
CALCULATE the Material Purchase Budget and the Wages Budget for the direct workers, showing the quantities 
and values, for the next month.{RTP Moy'23, SM) {Some concepts different figures MTP lO Marks Oct'18, SM, 
MTP 7 Marks Ju/'24} 

Answer 32 
Number of days in budget period = 4 weeks x 6 days= 24 days 
Number of units to be produced 

Product-A (units) 

Bud2eted Sales 4,080 
Add: Closing stock 850 

(4,080 units X 5 D ) 
24davs ays 

Less.: Opening Stock 550 
4,380 

(i) Material Purchase Budget 
M aterial-X {Kg. ) 

Material required: 
Product-A 37,230 

{4,380 units x 8.5 kg.) 
Product-B 35,930 

(7,045 units x 5.1 kg.) 
73,160 

Add: Closing stock 30,483 
( 73,160 kgs. X l O da 5) 

24 days Y 

Product•B (units) 
6,120 
1275 

(6,120 unitS X S D ) 
24 davs ays 

350 
7,045 

Material-V {Kg.) 

29,784 
(4,380 units x 6.8 kg.) 

71,859 
(7,045 units x 10.2 kg.) 

1,01,643 
21,176 

(1,01,643 kgs. XS da 5) 
24days IY 
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Less: Opening stock 1,200 600 
Quantity to be purchased 1,02,443 1,22,219 
Rate per kg. of Material 8 10 
Total Cost 8,19,541 12,22,186 
(ii) Wages Budget 

Product-A (Hours) Product-B (Hours) 

Units to be produced 4,380 7,045 
Standard hours allowed per uni t 5.1 8.5 

Tota l Standard Hours allowed 22,338 59,883 
Productive hours req uired for 22,338 hours X 

26 280 
59,883 hours 

X 70,450 
production 85% ' 85% 

Add: Non-Product ive down time hours 3942 10568 
{15% of 26,280 hours) (15% of 70,450 hours) 

Hours to be paid 30,222 81,018 
Tota l Hours to be paid= 1, 11,240 

Hours to be paid at normal rate 72000 
{4 weeks x 45 hours x 400 workers) = 
Hours to be paid at premium rate 39,240 
Tota l wages to be paid = ~ 21,60,000 + ~ 20,60,100 = ~ 42,20,100 
= (72,000 hours x ":30 + 39,240 hours 
X ~ 52.5) 

Question 33 

SR Ltd. is a manufaQturor of Garmonts. For the first three months of financial yc:ir 2022·23 commencing on 1st 
April 2022, production will be constrained by direct labour. It is estimated that only 12,000 hours of direct 
labour hours will be :ivailablc in oach month. 
For market reasons, production of either of the two garments must be at least 25% of the production of the 
other. Estimated cost and revonue par garment :ire as follows: 

Shirt(~) Short ("l 
Sales price 60 44 
Raw Materials 
Fabric @12 per metre 24 12 
Dyas and cotton 6 4 
Direct labour @ 8 per hour 8 4 
Fixed Overhead @ 4 per hour 4 2 
Profit 18 22 

From the month of July 2022 direct labour will no longer be a constraint. The company expects to be able to 
sell 15,000 shirts and 20,000 shorts in July, 2022. There will be no cpenine stock at the bee:innin: of July 2022. 
Sales volumes are expected to grow at 10% per month cumulatively thereafter throughout the year. Following 
additional information is :1vallabla: 
• The company intends to carry stock of finished garments sufficient to meet 40% of the next month's sale 

from July 2022 onwards. 
• The astimatod selling price will be same as above. 
Required: 
I. Calcul:ite the number of shirts and shorts to be produced per month in the first quarter of financial year 

2022-2023 to maximize company's profit. 
II. Propare the following budgets on a monthly basis for July, August and September 2022: 

(i) Sales budget showing sales units and sales revenue for each product. 
(ii) Production budget (in units) for each product . {PYP lO Marks, May'22) 

Answer 33 
I. Calculation of number of shirts & shorts to be produced per month: 

Contribution per labour hour: 
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Sh irts(-:) Shorts ('<) 

A Sales Price per unit 60 44 

B Variable Cost: 
- Raw materials 30 16 

- Direct labour 8 4 

38 20 
C Contribution per unit (A-BJ 22 24 

Labour hour per unit 1 hour 0.5 hou r 
Contribution per labour hour [C+D) 22 48 

Production plan for the fi rst three months: 
Since, Shorts has the higher Cont ribution per labou r hour, it will be made first . Shirts will be 25% of Shorts. 
The quantity wil l be de te rmined as be low: 
Let the Quantity of Shorts be X and Shirts will be 0.25 X, then 
(Qty. of Shorts x. labour ho ur per unit)+ (Qty. of Shirt s x labour hour per un it) = Total labour hours available 
Or, (Xx 0.5 hour) + (0.25X x 1 hour) = 1 2,000 hours 
Or, O.SX + 0 .2SX = 12,000 
Or, 0 . 75X = 12,000 
Or, X = 12,000+0. 75 
= 16,000 units of Shorts 
The re fore, for Shirts= 25% of 16,000 units 
= 4,000 units 
Productio n per month for the first quarte r will be : 
Shorts• 16,000 un its & 
Shirts· 4,000 units 
II. Sales Budget for the month of July, August & September 2022: 

July 2022 August 2022 
Shirts Shorts Shirts 

A Sales dema nd 15,000 20,000 16,500 

B Selling price per unit 60 44 60 
(~) 

Shorts 
22,000 

44 

C Sales Revenue (~) 9,00,000 8,80,000 9,90,000 9,68,000 
I ll. Production budge t for the month of July, August & Septe mber 2022: 

September 2022 
Shirts Shorts 

18,150 24,200 

60 44 

10,89,000 10,64,800 

July 2022 August 2022 September 2022 :>ctober 2022 

Shirts Shorts Shirts Shorts Shirts Shorts Shirts harts 

A Opening stock 0 0 6,600 8,800 7,260 9,680 

B Sales demand 15,000 20,000 16,500 22,000 18,150 24,200 19,965 ,,620 

C Closing stock 6,600 8,800 7,260 9,680 7,986 10,648 

D Production 21,600 28,800 17,160 22,880 18,876 25,168 
[B+C-A) 

EXAM INSIGHTS: This numerical problem based on budgetary control was divided Into two parts. In the 
first part, examinees were required to calculate production of shirts and snorts when limited labour hours 
are available. Most of t he examinees failed to understand the concept. The second part of the question 
required to prepare sales and production budget. Most of the examinees did well. Performance of the 
examinees was above average. 

Question 34 

HL Limited produces and sells four varieties of beverage. The past data shows different domand patterns for 
various quarters during the year. The sales quantity and selling price for the month of September 2023 is as 
follows: 

Sales Quantity Selling Price per unit 
Hot Coffee 1,40,000 Units ~ 20/· 
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Cold Coffee 3,40,000 Units 'e 40/· 
Fruit Juice 4,20,000 Units 'e 20/· 
Carbonated Soft Drink 2,70,000 uni~ '( 20/· 

For the quarter October to December 2023, it is cstimatcd that due to climate changes the demand for Hot 
Coffee would increase every month by 50% of the previous month and the demand for Cold Coffee wou ld 
decrease every month by 30% of the previous month . The dcm.>nd for Fruit Juice would decrease by 20% In 
the month of October 2023 and thereafter it will remain constant. HL Limited would be able to sell only 60,000 
units, 50,000 units and 30,000 units of C.>rbonated Soft Drink respectively during the months of October, 
November and December 2023. There would be no change in the selling price of all the products during the 
next quarter. 
Standard Quantity of closing stock for the period September 2023 to December 2023 is as follows: 
(in units) 

Hot Coffee Cold Coffee Fruit Juice Carbonated Soft Drink 
September 2023 12,000 13,000 11,000 7,500 

October 2023 15,000 14,000 12,000 5,500 

November 2023 13,000 15,000 10,000 6,000 

December 2023 11,000 16,000 13,000 7,000 

You are required to prepare a Production Budget {in units) and Sales Budget (in units and sales value) for the 
months of October, November and December 2023. (PYP 1.0 M arks, Nov'23) 

Answer 34 
Production Budget (in units) 

Particulars Hot Coffee- Cold Coffee Fruit Juice Carbonatecl Soft 
Drink 

October 2023 
Sales* 2,10,000 2,38,000 3,36,000 60,000 

Add : Closing stock 15,000 14,000 12,000 5,500 

Total Quantity Required 2,25,000 2,52,000 3,48,000 65,500 
Less: Opening stock 12,000 13,000 11,000 7,500 
Production 2,13,000 2,39,000 3,37,000 58,000 
November 2023 

Sales* 3,1S,000 1,66,600 3,36,000 50,000 
Add: Closing stock 13,000 15,000 10,000 6,000 
Total Quantity Required 3,28,000 1,81,600 3,46,000 56,000 

Less: Opening stock 15,000 14,000 12,000 5,500 
Production 3,13,000 1,67,600 3,34,000 50,500 
December 2023 
Sales* 4,72,500 1,16,620 3,36,000 30,000 

Add: Closing stock 11,000 16,000 13,000 7,000 

Total Quan tity Required 4,83,500 1,32,620 3,49,000 37,000 
Less: Opening stock 13,000 15,000 10,000 6,000 
Production 4,70,500 1,17,620 3,39,000 31,000 

*sales units are taken from sales budget 
Sales Budget (in Units and sales value) 

Particulars Hot Coffee Cold Coffee Fruit Juice Carbonated 
Soft Drink 

Octo ber 2023 2,10,000 2,38,000 3,36,000 60,000 
(i n units) [1,40,000 + [3,40,000 • [420000 • 

(1,40,000 X 50%)] (3,40,000 X 30%)] ( 4, 20,000x20%)1 

October 2023 42,00,000 95,20,000 67,20,000 12,00,000 
(Sales Value in 'e) (2, 10,000 X 't: 20) (2,38,000 X 't: 40) (3,36,000 X '(20) (60,000 X '( 20) 
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~ 
November 2023 3,15,000 1,66,600 3,36,000 50,000 
(i n units ) [2,10,000 (2,38,000 -

+(2,10,000 X 50%)] (2,38,000 X 30%)) 
November 2023 63,00,000 66,64,000 67,20,000 10,00,000 
(Sa les Value in •q (3,15,000 X ~ 20) (1,66,600 X ~ 40) (3,36,000 X ~ 20) (50,000 X ~ 20) 

Dece mber 20 23 4,72,500 1,16,6 20 3,36,000 30,000 
(i n units) [3,15,000 (1,66,600-

+(3,15,000 X 50%)) (1,66,600 X 30%)] 
Dece mber 20 23 94,50,000 46,64,800 67,20,000 6,00,000 
(Sa les Value in ~) (4, 72,500 X ~ 20) (1,16,620 X ~ 40) (3,36,000 X ~ 20) (30,000 X ~ 20) 

Sales Budget can also be presented in following way: 
Oct 2023 Nov 2023 D•c 2023 

Quantity Amount Quantity Amount Quantity Amount 
(units) ('~) (units) (~) (units) (~) 

Hot Coffee@~ 20 pe r unit 2, 10,000 42,00,000 3,15,000 63,00,000 4 ,72,500 9 4,50,000 
Cold Coffee@ ~ 40 pe r unit 2,38,000 95,20,000 1,66,600 66,64,000 1,16,6 20 46,64,800 
Fruit Ju ice@;: 20 per unit 3,36,000 67,20,000 3,36,000 67,20,000 3,36,000 67,20,000 
Carbonated Soft Drink @ 60,000 12,00,000 50,000 10,00,000 30,000 6,00,000 
;: 20 pe r unit 

2,16,40,000 2,06,84,000 2,14,34,800 

EXAM IN SIGHTS: Q',lestion on pre para tion o f prod uction budge t and sales budget based on the data given in 
the ques tion . Overal l performance of the examinees was above average. 

Question 35 

C Ltd. manufactures two products using two types of materials and one grade of labour. Shown below is an 
extract from the company's work inc papers for the noxt month's budcet: 

Product-A Product-8 
Budgeted sales (in units) 2,400 3,600 
Budgeted matarial consumption per unit (in kg): 

Material-X 5 3 

Matcrial-Y 4 6 
Standard labour hours allowed per unit of 3 5 
Droduct 

Moterlal-X and Material -Y cost;: 4 and 11: 6 per kg and labours arc paid 11: 25 per hour. Overtime premium Is 
50% and is paid, if a worker works for more than 40 hours a week. There are 180 direct workers. 
The target productivity ratio (or efficiency ratio) for the productive hours worked by the direct workers in 
actually manufacturing the products is 80%. In addition, the non-productive down-time is budgeted at 20% of 
the hours worked. 
Thoro arc four 5 -days wcc,ks In the, budgc,tc,d period and it is anticipated that salc,s and production will occur 
evenly th roughout the whole period. 
It is anticipated that stock at the beginning of the period will be: 
Product-A 400 units 

Product-8 

Material-X 

Material-Y 

200 units 

1,000 kg. 

500 kg. 

The anticipated closing stocks for budget period are as below: 
Product-A 4 days sales 

Product-8 

Mntc,ri:il-X 

5 days sales 

10 d:iys consumption 
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Material-Y 6 days consumption 

Required: 
CALCULATE the Material Purchase Budget and the Wages Budget for the direct workers, showing the 
quantities and values, for the next month. (MTP 6 Marks Dec'24} 

Answer35 
Number of days in budget period = 4 weeks x 5 days = 20 days 

Number of units to be produced 
Product •A (units) Product-8 (units) 

Budget Sales 2,400 3,600 
Add : Closing stock 480 900 

(2,400 units ) 
X 4days 

20 days 
{3,600 units } 

d X 5 days 
20 ays 

Less : opening stock (400) 
2,480 

(i) Material Purchase Budget 

Material-X (Kg.) Material-Y (Kg.) 
Material required: 
- Product -A 12,400 9,920 

(2,480 units x 5 kg.) (2,480 units x 4 kg.) 
- Product-8 12,900 25,800 

(4,300 units x 3 kg.) (4,300 units x 6 kg.) 
25,300 35,720 

Add: Closing stock 12,650 10,716 

(25,300 kgs ) 
d X l Odays 

20 ays 
(35,720 kgs ) 

d X6days 
20 ays 

1---

Less: Openin2 stock (1,000) (500) 
Quantity to be purchased 36,950 45,936 

Rate per kg. of Material 0::4 0:: 6 
Total Cost 0:: 1,47,800 0:: 2, 75,616 
(ii) Wages Budget 

Product-A Product·B 
(Hours) (Hours) 

Un it s to be produced 2,480 units 4,300 units 
Standard hours allowed per unit 3 5 
Total Standard Hours a ll owed 7,440 21,500 
Productive hours required for 7,440 HOUl'S 

= 9,300 
2 1,500 Hours 

= 26,87S 
production 80% 80% 

Add: Non-Productive down time 1,860 hours. 5,375 hours. 
(20% of 9,300 (20% of 26,875 

hours) hours) 

Ho urs to be paid 11,160 32,250 
Total Hours to be paid 
Hours to be paid at normal 

Rate 

= 43,410 hours (11,160 + 32,250) 
= 4 weeks X 40 hours X 180 workers 

= 28,800 Hours 

Hours to be paid at premium 

Rate 

= 43,410 hours - 28,800 hours 

= 14,610 hours 

(200) 
4,300 

l'.J 

Total wages to be pa id = 28,800 hours X ~25 + 14,610 hours X ~37.5 

= 0::7,20,000 + ~ 5,47,875 

= ~12,67,875 
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Question 36 

Raja Ltd manufactures and sells a single product and has estimated sales revenue of 0: 302.4 lakh during the 
year based on 20% profit on selling price. Each unit of product requires 6 kg of material A and 3 kg of material 
B and processing time of 4 hours in machine shop and 2 hours in assembly shop. Factory overheads are 
absorbed at a blanket rate of 20% of direct labour. Variable selling & distribution overheads are 0: 60 per unit 
sold and fixed selling & distribution overheads are estimated to be 0: 69,12,000. 
The other relevant details are as under: 

Purchase Price: Material A 'I: 160 per f<g 
Materials B 'I: 100 per kg 

Labour Rate: Machine Shop 'I: 140 per hour 
Assembly Shop 'I: 70 per hour 

Finished Stock Material A Material B 
Opening Stock 2,500 units 7,500 kg 4,000 kg 
Closing Stock 3,000 units 8,000 kg 5,500 kg 

Required 
(i) CALCULATE number of units of product proposed to be sold and selling price per unit, 
(ii) PREPARE Production Budget in units and 
(iii) PREPARE Material Purchase Budget in units. (RTP Sep'24 MTP 10 Marks, Nav'2l RTP May '21) 

Answer 36 

Workings 
Statement Showing "Total Variable Cost for the year" 

Particulars Amount {'I:) 
Estimated Sales Revenue " I I V I '.I ,:•--. 3,02,40,000 

Less: Desired Profi t Margin on Sale @ 20% 60,48,000 

Estimated Total Cost 2,41,92,000 

Less: Fixed Sel ling and Distribution Overheads 69,12,000 

Total Variable Cost 1, 72,80,000 

Statement Showing "Variable Cost per unit" 

Particulars Variable Cost p.u. (11:) 
Direct Materials: 

A: 6 Kg. @ 'I: 160 per kg. 960 
B: 3 Kg. @ 'I: 100 per kg. 300 

Labour Cost: 

Machine Shop: 4 hrs@ 'I: 140 per hour 560 
Assembly Shop: 2 hrs @ 'I: 70 per hour 140 

f actory Overheads: 20% of ('I: 560 + 'I: 140) 140 

Variable Selling & Distribution Expenses 60 

Total Variable Cost per unit 2,160 

(i) Calculation of number of units of product proposed to be sold and selling price per unit: 

Number of Units Sold = Total Variable Cost/Variable Cost per unit 

= 'I: 1, 72,80,000 / 'I: 2,160 

= 8,000 units 

Sel ling Price per unit = Tota l Sales Va lue/ Number of Units Sold 

= " 3 ,02,40,000 / 8,000 units 

= 'I: 3,780 

(ii) Production Budget (units) 

I Particulars Units I 
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Budgeted Sales 8,000 
Add: Closing Stock 3,000 
Total Requi rements 11,000 

Less: 0 pen i ng Stock (2,500) 
Required Productio n 8,500 

(iii) Materials Pu rc hase Budeet (Ke.) 
Particulars Material Material 

A B 
Requirement for Production 51,000 25,500 

(8,500 units x 6 Kg.) (8,500 uni ts x 3 Kg. ) 

Add: Desired Closing Stock 8,000 5,500 
Tota I Requirements 59,000 31,000 
Less: Opening Stock {7,500) (4,000) 
Quantity to be purchased 51,500 27,000 

C•DMi,t·Uff L f,l LOR 

V Ltd. produces and markats a vary popular product callc,d 'X'. The, company is intarested in presenting its 
budget for the second quarter of 2019. 
The following information arc, made available, for this purpose: 
(i) It expects to sell 50,000 bags of 'X' during the second quarter of 2019 at the selling price of~ 900 per bag. 
(11) Each bag of 'X' requires 2.5 kgs. of a raw - material called 'Y' and 7.5 kgs. of raw - matcrlal called 'Z' . 
(iii) Stock levels are planned as follows: 
Particulars Beginning of Quarter End of Quarter 

Finished Bags of 'X' (Nos.) 15,000 11,000 

Raw - Material 'Y' {Kgs.) \\ // 32,000 26,000 

Raw - Material 'Z' (Kgs.) \''1 57,000 47,000 

Empty Bag (Nos.) 37,000 28,000 
(iv) 'Y' cost Rs.120 per Kg., 'Z' costs Rs.20 per Kg. <1nd 'Empty Bag' costs Rs.SO each. 
(v) It requires9minutesof direct labour to produce andflll one bag of 'X'. Labour cost is Rs.SO per hour. 
(vi) Variable manufacturing costs are Rs.45 per bag. fixed manufacturing costs Rs.30,00,000 per quarter. 
(vii) Variable selling and administration expenses are 5% of sales and fixed administration and selling expenses 

are Rs.20,50,000 per quarter. 
Required 
(i) PREPARE a production budget for the said quarter. 
(ii) PREPARE a raw-material purchase budgetfor'Y', 'Z' and 'EmptyBags'forthesaidquarterin quantity as 

W<!II as In rupe<!s. 
(iii) COMPUTE the budgeted variable cost to produce one bag of'X'. 
(iv) PREPARE a statement of budgeted net incomcforthr, said quarter and show both per unit and total cost 

data. {MTP 10Marks, Oct'19 & April '23} {Same concept different figures SM} 

Answer 37 
(i) Production Budget of 'X' for the Second Quarter 

Particulars Bags (Nos.) 
Budgeted Sales 50,000 
Add: Desired Closing stock 11,000 
Total Req uirements 61,000 
Less: Opening stock 15,000 
Required Production 46,000 

(ii) Raw-Materials Purchase Budget in Quantity as well as in Rs. for46,000 Bags of 'X' 
Particulars 'Y' 'Z' Empty Bags 

Kgs. Kgs. Nos. 
Production Requirements 2.5 7.5 1.0 
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~ 
Per bag of 'X' 
Requirement for Production 1,15,000 3,45,000 46,000 

(46,QQQ X 2.5) (46,QQQ X 7.5) (46,QQQ X 1) 

Add: Desired Closing Stock 26,000 47,000 28,000 
Total Req uirements 1,41,000 3,92,000 74,000 
Less: Opening Stock 32,000 57,000 37,000 
Quantity to be pu rchased 1,09,000 3,35,000 37,000 

Cost per Kg./Bag 11(120 11(20 11(80 
Cost of Pu rchase (~) 1,30,80,000 67,00,000 29,60,000 

(iii)Computation of Budgeted Variable Cost of Production of 1 Bag of 'X' 

Particulars ('{) 

Raw - Material 
Y 2.5 Kg @120 300.00 
Z 7.5 Kg. @20 150.00 
Empty Bag 80.00 

Direct Labour (Rs.Sox 9 minutes/ 60 minutes) 7.50 

Variable Manufacturing Overheads 45.00 
Variable Cost of Production pe r bag 582.50 

(iv) Budgeted Net Income for the Second Qu:>rter 

Particulars Per Bag ('I:) Total ('I:) 
Sales Value (50,000 Bags) 900.00 4,50,00,000 
Less: Va riable Cost: 

Production Cost S82.50 2,91,25,000 
Admn. & Selling Expenses (5% of Sales Price ) nn~ r 45.00 22,50,000 
Budgeted Contribution \//11\'> I 272.50 1,36,25,000 
Less: Fixed Expenses: \"/ I I ' I 

Manufacturing V L; I,,. 30,00,000 

Admn. & Selling 20,50,000 

Budgeted Net Income 85,75,000 

Cash Budget 

Question 38 

The following information relates to Anu limited, a Al enabled toy manufacturing company: 
The selling price of a toy is'{ 3,000, and sales are made on credit and invoiced on the last day of the month . 
Variable eosts of production pcr toy are materi;ils ('{ 1,000), labour('{ 800), and overhead 
('{ 400) 
Thc sales manager has forecastcd the following volumes: 

Month No. of Toys 
November 1,000 
December 1,000 
January 1,000 
Febru;iry 1,250 
March 1,500 

April 2,000 
May 1,900 
June, 2,200 
July 2,200 
August 2,300 

Customers are expected to pay 50% One month after the sale and 50% Two months after the sale. 
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The company produces the toys two months before they are sold and the creditors for materials are paid 

two months after production. 
Variable overheads are paid in the month following production and are C!Xpected to increase by 25 % in April; 

75% of wages are paid in the month of production and 25% in the following month. A wage increase of 25% 
will take place on 1st March. 

The company needs funds for the runnine the business and purchase of new machine so it will sell one of Its 
freehold properties in June for ~ 20,00,000, and buy a new machine in June for~ S,00,000. Depreciation is 

currently 0: 10,000 per month, and will rise to 0: 15,000 after the purchase of the new machine. 
The company's corporation tax of~ 1,00,000 is due for payment in March. 

The company presently has a cash balance at bank on 31 December 2023, of 0: 50,000. 
You are required to PREPARE a cash budget for the six months from January to June, 2024. 
{MTP 8 Marks Nov'24} 

Answer 38 
Workings: 

1. Sale receipts 

Month Nov Dec Jan Feb Mar Apr May 

Forecast 1,000 1,000 1,000 1,250 1,500 2,000 1,900 
sales (S) 

" " " " " " " 5><3000 30,00,000 30,00,000 30,00,000 37,50,000 45,00,000 60,00,000 57,00,000 
Debtors pay: 
1 month 15,00,000 15,00,000 15,00,000 18,75,000 22,50,000 30,00,000 
50% 
2nd month - 15,00,000 15,00,000 15,00,000 18,75,000 22,50,000 
50% 

- 15,00,000 30,00,000 30,00,000 33,75,000 41,25,000 52,50,000 

2. Variable overheads 

Month Nov Dec Jan Feb Mar Apr May 
Qty 1,000 1,250 1,500 i;ooo 1,900 2,200 2,200 
produced {Q) 

~ ~ ~ ~ ~ ~ ~ 

Var. 4,00,000 5,00,000 6,00,000 8,00,000 7,60,000 
overhead 
{Qx400) 

Var. 11,00,000 11,00,000 
overhead 
(Qx500) 

Paid one 4,00,000 5,00,000 6,00,000 8,00,000 7,60,000 11,00,000 
month later 

3. Wages payments 

Month Dec Jan Feb Mar Apr May 
Qty 1,250 1,500 2,000 1,900 2,200 2,200 
produced (Q) 

~ ~ ~ ~ ~ ~ 

Wages 10,00,000 12,00,000 16,00,000 
{Q x800) 

Wages 19,00,000 22,00,000 22,00,000 
{Q xl,000) 

75% this 7,50,000 9,00,000 12,00,000 14,25,000 16,50,000 16,50,000 
month 
25% next 2,50,000 3,00,000 4,00,000 4,75,000 5,50,000 
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58,50,000 

Jun 
2,300 
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~ 
month 

7,50,000 11,50,000 15,00,000 18,25,000 21,25,000 22,00,000 22,75,000 
CASH BUDGET - SIX MONTHS ENDED JUNE 

Jan Feb Mar Apr May Jun 
'{ 'I; 'I; 'I; '{ 'I; 

Receipts: 
Sales receipts 30,00,000 30,00,000 33,75,000 41,25,000 52,50,000 58,50,000 
Freehold property - - . . . 20,00,000 

30,00,000 30,00,000 33,75,000 41,25,000 52,50,000 78,50,000 

Payments: 
Materials 10,00,000 12,50,000 15,00,000 20,00,000 19,00,000 22,00,000 
Var. overheads 5,00,000 6,00,000 8,00,000 7,60,000 11,00,000 11,00,000 
Wages 11,SO,OOO 15,00,000 18,25,000 21,25,000 22,00,000 22,75,000 
Machine - . . . - 5,00,000 
Tax - - 1,00,000 . - -

26,50,000 33,50,000 4 2,25,000 48,85,000 52,00,000 60,75,000 
Net cash flow 3,50,000 (3,50,000) (8,50,000) (7,60,000) 50,000 17,75,000 

Balance b/f 50,000 4,00,000 50,000 (8,00,000) {15,60,000) (15,10,000) 
Cumulative cash 4,00,000 50,000 (8,00,000) (15,60,000) {15,10,000) 2,65,000 
flow 

Multiple Choice Questions (MCQ) 

1. If a company wishes to establish a factory overhead budget system in which estimated costs can be 
derived directly from estimates of activity levels1 it should prcrpare a: (SM) 
(a) Master budget 
(b) Cash budget 
(c) Flexible budget 
(d) Fixed budge t 

Ans: {c) 

2. The classification of fixed and variable cost is useful for the preparation of: (SM} 
(a) Master budget 
(b) Flexible budget 
( c) Cash budget 
( d) Ca pita I budget 

Ans: (b) 

3 . Budget manual is a document: {SM} 
(a) Which contains different type of budgets to be formulated only. 
(b) Which conta ins the details about standard cost of the products to be made. 
(c) Setting out the budget organization and procedures for preparing a budget including fixation of 

responsibilities, formats and records required for the purpose of preparing a budget and for exercising 
budgetary control system. 

(d) None of the above 
Ans: (c) 

4 . The budget control organization is usually headed by a top executive who is known as: {SM} 
(a) General manager 
(b) Budget director/budget controller 
(c) Accountant of the organization 
(d) None of the above 

Ans: (b) 
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5. "A favorable budget variance is always an indication of efficient performance". Do you agree, give reason? 
(SM) 
(a) A favorable variance ind icates, saving on the part o f the o rganization hence it ind icates efficient 

performance of the organization. 
(b) Under a ll situations, a favorable va riance of an organization speaks about its efficient performance. 
(c) A favorable variance does not necessarily ind icate efficient performance, because such a variance 

might have been arrived at by not carrying out the expenses mentioned in the budget . 
(d) None of the above . 

Ans: (c) 

6. A budget report is prepared on the principle of exception and thus-(SMJ 
(a) Only unfavorable variances sho uld be shown 
(b) Only favorable variance shou Id be shown 
(c) Both favorable and unfavorable variances sho uld be shown 
(d) None of th e above 

Ans: (c) 

7. Purchases budget and materials budget are same: (SM) 
(a) Purchases budget is a budget which Includes only the de ta ils of all materials purchased 
(b) Purchases budget is a wider concept and thus includes not only pu rchases of material s but a lso 

o ther it em's as well 
(c) Purchases budget is different from materials budget; it includes purchases o f other items only 
(d ) None of the above 

Ans: (b) 

8. Efficiency ratio is : (SM) 
(a) The extent of actual working days avoided during the budget period 
(b) Activity ratio/ capacity ratio 
(c) Whether the actual activity is more o r less than budgeted activity 
(d) None of the above 

Ans: (b) 

9. Activity Ratio depicts: (SM) 
(a) Whether actual capacity utilized exceeds or falls short o f the budgeted capacity 
(b) Whether the actual hours used for actual production we re more or less than the standard hours 
(c) Whether actual activit y was more o r less than the budget ed capacity 
(d ) None of the above 

Ans: (c) 

10. Wh ich of the following is usually a short-term budget: (SM) 
(a) Capita l expenditure budget 
(b) Research and development budget 
(c) Cash budget 
( d) Sales budget 

Ans: (c) 

11.Thc following extract is taken from the overhead budget of X: 
Budgeted activity 50% 
Budgeted overhead (0:) 30,00,000 

75% 
40,00,000 

What would be the budgeted overhead for 60% level of activity: (MTP 2 Marks, Mar'24) 
(a) 0: 32,00,0000 
(b) -: 34,00,000 
(c) 0: 30,00,000 
(d ) 0: 36,00,000 

Ans: (b) 
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12.A business manufactures a single product and is preparing its production budget for the year ahead. It is 
estimated that 2,00,000 units of the product can be sold in the year and the opening inventory is currently 
2S,000 units. The inventory level is to be reduced by 40% by the end of the year. What is production budget 
in units? {RTP Sep'24} 
(a) 1,95,000 units 
(b) 1,90,000 units 

(c) 1,84,000 units 
(d) 1, 75,000 units 

Ans: (b) 

13.Standard hours required for doing a work is 100 hours and budgeted hours is 120 hrs while the same work 
is actually completed by workers in 110 hrs. You are required to calculate the activity ratio: {MTP 2 Marks 
July '24} 
(a) 109.09% 
{b) 83.33% 
(c) 90.90% 
(d) 110% 

Ans: (b) 
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LDR Questions 
CS3 
CSll 
cs 18 

(RTP May'24) (Chapter 2- Material Cost) 

The purchase committee of A Ltd. has been entrusted to review the material procurement polioy of the 
company. The chief marketing manager has appraised the committee that the company at present produces 
a single product X by using two raw materials A and B in the, ratio of 3:2. Material A is perishable in nature 
and has to be used within 10 days from Goods received note (GRN) date otherwise material becomes 
obsolete. Material B is durable in nature and can be used even after one year. Material A is purchased from 
the local market within 1 to 2 days of placing order. Material B, on the other hand, is purchased from 
neighbouring state and it takes 2 to 4 days to receive the material in the store. 
The purchase price of per kilogram of raw material A and B is '{30 and '{44 respectively exclusive of 
taxes. To place an order, the company has to incur an administrative cost of il;l,200. Carrying cost for 
Material A and B is 15% and 5% respectively. At present material A is purchased Ina loJ of 15,000 kg. to 
avail 10% discount on market price. GST applicable for both the materials is 18% and the input tax credit is 
availed. 
The soles department has provided an estimate that the company could sell 30,000 kg. in January 2024 and 
also projected the same trend for the entire year. 
The ratio of Input and output Is 5:3. Company works for 25 days in amonth and production is carried 
out evenly. 
The following queries/ calculations to be kept ready for purchase committees' reference: 
1. For the month of January 2024, what would be the quantity of thematerials to be requisitioned for both 

material A and B: 
(a ) 9,000 kg & 6,000 kg respectively 
(b) 18,000 kg & 12,000 kg respectively 
(c) 27,000 kg & 18,000 kg respectively 
(d) 30,000 kg & 20,000 kg respectively. 

Ans: (d) 

2. The economic order quantity (EOQ) for both the material A & B: 
(a) 13,856 kg & 16,181 kg respectively 
(b) 16,197 kg & 17,327 kg respectively 
(c) 16,181 kg & 17,165 kg respectively 
(d) 13,197 kg & 17,165 kg respectively 

Ans: (a) 

3. What would the maximum stock level for material A: 
(a ) 18,200 kg. 
(b) 12,000 kg. 
(c) 16,000 kg. 
(d) 16,200 kg. 

Ans: (b) 
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4. Calculate saving/ loss in purchase of Material A if the purchase order quantity is equal to EOQ. 
(a) Profit of Rs . 3,21,201. 
(b) Loss of Rs. 3,21,201. 
(c) Profit of Rs. 2,52,500. 
(d) Loss of Rs . 2,52,500. 

Ans: (b) 

5. What would the minimum stock level for material A: 
(a) 1,800 kg. 
(b) 1,200 kg. 
(c) 600 kg. 
( d) 2,400 kg. 

Ans: (c) 

{RTP May124) {Chapter 3-Employee Cost) 

The board of the J Ltd. has been appraised by the General Manager {HR) that the employee attrition rate in 
the company has increased. The following facts has been presented by the GM(HR): 
(1) Training period of the new recruits Is 50,000 hours. During this pariod their productivity is 60% of the 

experienced workers. Time required by an experienced worker is 10 hours per unit. 
(2) 20% of the output during training period was defective. Cost of rectification of a defective unit was 'I! 25. 
(3) Potential productive hours lost due to delay in recruitment were 1,00,000 hours. 
(4) Selling price per unit is 'I! 180 and P/V ratio ls 20%. 
(5) Settlement cost of the workers leaving the organization was'( 1,83,480. 
(6) Recruitment cost was '!! 1,56,340 
(7) Training cost was '( 1,13,180 
You, being an associate finance to GM(HR), h.as been askad tho following questions: 
1. How much quantity of output is lost due to labour turnover? 

(a) 10,000 units 
(b) 8,000 units 
(c) 12,000 units 
(d) 12,600 units 

Ans: (c) 

2 . How much loss In the form of contribution, the comp.any incurred due to labour turnover? 
(a ) '( 4,32,000 
(b) '( 4,20,000 
(c) '( 4,36,000 
(d) 'I! 4,28,000 

Ans: (a) 

3. What is the cost repairing of defective units? 
(a) ,,: 75,000 
(b) '( 15,000 
(c) 'I! 50,000 
(d) '( 25,000 

Ans: (b) 

4. Calculate the profit lost by the company due to increased labour turnover. 
(a) '( 7,50,000 
(b) ,,: 15,00,000 
(c) '( 5,00,000 
(d) '( 9,00,000 

Ans: (d) 
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5. How much quantity of output is lost due to inexperience of the new worker? 
(a) 1,000 units 
(b) 2,600 units 
(c) 2,000 units 
(d) 12,600 units 

Ans: (c) 

(RTP May'24) {Chapter 4· Overheads: Absorption Costing Method) ..,__ __ 1"~ LDR 

During half year ending inter departmental review meeting of P Ltd ., cost variance report was discussed 
and the performance of the departments were assessed. The following figures were presented. 
F · d f fi t · th f th fl · I f II • f ti xt t d f th b ks or a perio 0 rs sue: man S 0 e nanc1a year, o owing ,n orma on were e race rom e 00 

Actual production overheads 'I; 34,08,000 
The above amount is Inclusive of the following paymentsmade: 

Paid as per court's order II: 4,50,000 
Expenses of pr<1vious year booked in currC!nt year "1,00,000 
Paid to workers for strike period under an award "4,20,000 
Obsolete stores written off "( 36,000 

Production and sales data for the six months are as under: 
Production: 

Finished goods 1,10,000 units 
Works-in-progress 
(50% complete in every respect) 80,000 units 

Sale: ' I \\ / / I I L.., ,......J /"c~ ll 
Finished goods I \", r, 11 I \., I I 90,000 units 

Machine worked during the period was 3,000 hours. 

. . 

At the of preparation of revenue budget, it was estimated that a total of " S0,40,000 would be required for 
budgeted machine hours of 6,000 as production overheads for the entire year. 
During the meeting, a data analytic report revealed that 40% of the over/under-absorption was due to defective 
production policies and the balance was attributable to increase In costs. 
You were also present at the meeting; the chairperson of the meeting has asked you to be ready with the 
followings for the performance appraisal of the dapartmantal heads: 
1. How much was the budgeted machine hour rate used to recover overhead? 

(a) "( 760 
(b) "( 820 
(c) I( 780 
(d) "( 840 

Ans: (d) 

2. How much amount of production overhead has baen recovered (absorbed) upto the and of half year 
end? 
(a) "( 25,20,000 
(b) "( 34,08,000 
(c) I( 24,00,000 
(d) I( 24,60,000 

Ans: (a) 

3. What is the amount of overhead under/ over absorbed? 
(a) 1, 18,000 over-absorbed 
(b) 1,18,000 under- absorbed 
(c) 18,000 over-absorbed 
(d) 18,000 under-absorbed 

Ans: (a) 
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4. What is the supplementary rate for apportionment of over/under absorbed overheads over WIP, 
Finished goods and Cost of sales? 
(a) '( 0.315 per unit 
(b) '( 0.472 per unit 
(c) ~0.787 per unit 
(d) '( 1 per unit 

Ans: {b) 

5. Wh:it is the amount of over/under absorbed overhead apportioned to Work in Procress? 
(a) '( 9,440 
(b) '( 42,480 
(c) '( 18,880 
( d) '( 70,800 

Ans: (c) 

{MTP 10 Marks March'24) {Chapter 10· Process & Operation Costing) 

Arnav Ltd. manufactures chemical solutions used in paint and adhesive products. Chemical solutions are 
produced In different processes. Some of the procosses arc haz:irdous in nature which may results in 
fire accidents. 
At tho ond of tho l:ist month, one fire accident occurred in the factory. The fire destroyed some of tho paper 
files containing records of the process operations for the month. 
You being an associate to the Chief Man:iger (Finance), arc assigned to prepare the process accounts for the 
month during which the fire occurred. From the documents and files of other sources, following information 
could be rotricvod: 
Opening work-in-process at the beginning of the month was 500 litres, 80% complete for labour and 60% 
complete for ovcrhe.ids. Oponing work-in• process was valued at~ 2,78,000. 
Closing work-in-process at the end of the month was 100 litres, 20% complete for labour and 10% complete 
for overheads. 
Normal loss is 10% of input (fresh) and total losses during the month were 800 litres partly due to the 
fire dam:ige. 
Output transferred to finished goods was 3,400 litres. 
Losses have :i scr.ip v::il ue of "t 20 per litre. 
All raw materials are added at the commencement of the process. 
The cost per equivalent unit Is "t 660 for the month made up as follows: 
Raw Material'( 300 Labour'( 200 Overheads'( 160 
The company uses FIFO method to value work-in-process and finished goods. 
The following information are required for managerial decisions: (Chapter 10: Process & Operation Costing) 
1. How much quantity of raw matori:il introduced during the month? 

(a) 4,300 litres 
(b) 3,500 Litres 
(c) 4,200 Litres 
(d) 3,800 Litres 

Ans: (d) 

2. The Quantity of normal loss and abnormal loss are: 
(a) Normal loss- 380 litres & Abnormal loss- 420 litres 
(b) Normal loss- 350 litres & Abnormal loss -450 litres 
(c) Normal loss- 430 lit res & Abnormal loss- 370 litres 
(d) Normal loss- 420 litres & Abnormal loss - 380 litres. 

Ans: (a) 
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3. V:ilue of r:iw materi:il :idded to the process durine the month is: 
(a) ;,: 10,10,000 
(b) 0: 10,33,600 
(c) a,: 10,18,400 
(d) 0: 10,20,000 

Ans: (b) 

4. Value of labour and overhead in closing Work-in-process are: (Chapter 10: Process & Operation Costing) 
(a) a,: 4,000 & 't 1,600 respectively 
(b) a,: 20,000 & a,: 16,000 respectively 
(c) a,: 16,000 & 0: 9,000 respectively 
(d) a,: 13,200 & a,: 6,600 respectively 

Ans: (a) 

5. Value of output transferred to finished goods is: (Chapter 10: Process & Operation Costing) 
(a ) 0: 22,S 7,200 
(b) a,: 20,06,400 
(c) a,: 22,44,000 
(d) a,: 19,27,200 

Ans: (c) 

(MTP 10 Marks Mar'2AJ (Chapter 6· Cost Sheet) 

M Ltd. is producing a single product and may expand into product diversification in next one to two years. M 
Ltd. is amenest" labour-intensive company where 111ajority of prooes$es :,re done manually. Employee cost is 
a major cost element in the total cost of the company. The company conventionally uses performance 
parameters Earnines per manshift (EMS) to measure cost paid to an employee for a shift of 8 hours, and Output 
per manshift {OMS) to measure an employee's output in a shift of 8 hours. 
The Chief Manager (Financ11) of th11 company has emailed you few information related to the last month . The 
email contains the following data related to the last month: 
During the last month, the company has produced 2,34,000 tonnes of output. Expenditures for the last months 
are: 
(i) R:1w matQrials consumed 0: 50,00,000 
(ii) Power consumed 13,000 Kwh @ a,: 8 per Kwh to run the machines for production. 
{iii) Diesels consumed 2,000 litres @ 0: 93 per litre to run power eenerator used as alternative or backup 

for power cuts. 
(iv) Waees & salary paid - 't 6,40,00,000 
(v) Gratuity & leave encashment paid - a,: 64,20,000 
(vi) Hirine ch:,rges paid for HEMM- 0: 30,00,000. HEMM are dir<lctly used in production. 
(vii) Hiring charges paid for cars used for official purpose - '{ 66,000 
(viii) Reimbursement of diesel cost for the cars - 't 22,000 
(ix) The hiring of cars attracts GST under RCM @5% without credit. 
{x) M:1intenance cost paid for weighine bridec (used for weighing of final goods at the time of disp:,tch) 

- '{ 12,000 
(xi) AMC cost of CCTV installed at weiehing bridge (used for weighine of final goods at the time of 

dispatch) and factory premises is 't 8,000 and '{ 18,000 per month respectively. 
(xii) TA/ DA and hotel bill paid for sales manaeer• 0: 36,000 
(xiii) The company has 1,800 employees works for 26 days in a month. 
You are :,sked to calculate the followings: 

1. What is the amount of prime cost incurr<ld during the last month: 
(a) a,: 7,S4,20,000 
(b) 0: 7,57,10,000 
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(c) '( 7,56,06,000 
(d) ,:: 7,87,10,000 

Ans: (d) 

2. What is the total and per shift cost of production for last month: 
(a) "7,87,10,000 and" 336.37 respectively 
(b) '( 7,87,10,000 and'( 1,681.84 respectively 
(c) "7,87,28,000 and " 1,682.22 respective ly 
(d) '( 7,87,28,000 and'( 336.44 respectively 

Ans: {c) 

3. What is the value of administrative cost incurred during the last month: 
(a) '( 92,400 
(b) -: 88,000 
(c) '( 1,48,400 
( d) ,:: 1,44,000 

Ans: (a) 

4. What is the value of selling and distribution cost and total cost of sales: 
(a) '( 36,000 & '( 7,88,76,400 respectively 
(b) -:: 56,000 &. -:: 7,88,76,400 respectively 
(c) '( 36,000 & '( 7,88,72,000 respectively 
(d) '( 56,000 & '( 7,88,72,000 respective ly 

Ans: (b) 

S. What is the value EMS and OMS for the last month: 
(a) '( 1,504.70 & 5 tonnes respectively 
(b) '( 1,367.52 & 5 tonnes respectively 
(c) '( 1,504.70 & 4.37 tonnes respectively 
(d) '( 1,367.52 & 4.37 tonnes respectively 

Ans: (a) 

(MTP 10 Marks Apr'24) (Chapter 14· Marginal Costine) 

A meeting of the heads of departments of the Arnav ltd. has been called to review the operating 
porformancc, of tho company in tho last financial yoar. The head of the, production dopartment appraised 
that during the last year the ccmpany could operate at 70% capacity level but in the coming financial year 
95% capacity lcvel can be achieved if an additional amount of "!100 Crore on capc,x and working capital is 

incurred. 
The he:,d of the finance department has presented that during the last financial year the company had a 
P/V ratio of 40%, margin of safety and the break-even were '(50 crore and '(200 crore respectively. 
To the reply to the proposal of increasing the production cap:,city level to 95%, the head of the finance 
department has informed that this could be achieved if the selling price and variable cost are reduced by 
8% :,nd 5% of s:,les respectively. Fixed cost will also increase by "20 crore due to increased depreciation on 
additional assets. The additional capital will be arranged at a cost of 15% p.a. from a bank. 
In the coming financi:,I year, it has been aimed to achieve an additional profit of "10 crore over and above, 
the last year's profit after adjusting the interest cost on the additional capital. 
The following points is required to be calculated on urgent b:,sis to put the s:,me in the meeting. You being 
an assistant to the head of finance, has been asked the followings: 
1. What will be the revised sales for the coming financial year? 

(a ) '( 322.22 Crore 
(b) '( 311.11 Crore 
(c) '( 300.00 Crore 
(d) '( 324.24 Crore 

Ans: (a) 
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2. What will be the revised bre:,k-even point for the comine financi:,I ye:,r? 
(a) <,: 222.22 Crore 

(b) "252.22 Crore 
(c) <,: 244.44 Crore 

(d) ii: 255.56 Crore 
Ans: (d) 

3. What will be the revised margin of safety for the coming financial year? 
(a) <,: 100 Crore 

(b) <,: 58.89 Crore 
(c) <,: 55.56 Crore 

(d) <,: 66.66 Crore 

Ans: (d) 

4. The profit of the last year and for the coming year are: 
(a) ~ 50 Crore & ,,:95 Crore respectively 
(b) <,: 20 Cr ore & <,: 65 Crore respectively 

(c) <,: 20 Crore & <,: 30 Crore respectively 
(d) <,: 45 Crore & ,,: 66.66 Crore respectively 

Ans: {C) 

5. The total cost of the last year and for the coming year are: 
(a) ,,: 230 Crore & ,,:292.22 

(b) <,: 230 Crore & <,:275 Crore 
(c) <,: 220 Crore & <,:282.22 Crore 

(d) ~ 220 Crore & ,,:292.22 Crore 

Ans: (a) 

(MTP 10 Marks Apr'24) (Chapter 13· Standard Costing) 

K Ltd. is a manufacturer of a single product A. 8,000 units of the product A has been produced in the month 
of March 2024. At the beginning of the year a total 1,20,000 units of the product-A has been planned for 
production. The cost department 
t has provided the following estimates of overheads: 

Fixed "12,00,000 Variable "6,00,000 
Semi-Variable 'I: 1,80,000 

Semi-variable charges are considered to include 60 per cent expenses of fixed nature and 40 per cent of 
variable character. 
The records of the production department shows that the company could have operated for 20 d<1ys but 
there was a festival holiday during the month. 
The actual cost d:,ta for the month of March 2024 are as follows : 

Fixed ~ 1,19,000 Variable "48,000 
Semi-Variable "19,200 

The cost department of the company is now preparing a cost variance report for manai:erial information 
and action. You being an accounts officer of the company are asked to calculate the following information 
for preparation of the variance report: 
1. What is the amount of variable overhead cost variance for the month of March 2024: 

(a) ,,: 10,200 (A) 

(b) <,: 10,400 (A) 

(c) "10,800 (A) 
(d) <,: 10,880 (A) 

Ans: (d) 
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2. What is the amount of fixed overhead volume variance for the month of March 2024: 
(a) >: 9,000 (F) 
(b) >: 9,000 (A) 

(c) ~ 21,800 (A) 
( d) ~ 11,000 (A) 

Ans: (c) 

3. What Is the amount of fixed overhead expenditure varh,nce for the month of March 2024: 
(a) >: 21,520 (A) 
(b) ~ 21,500 (A) 
(c) >: 21,400 (A) 
(d ) ~ 21,480 (A) 

Ans: (a) 

4. What is the amount of fixed overhead calendar variance for the month of March 2024: 
(a) 1i: 5,400 (A) 
(b) >: 5,450 (A) 
(c) >: 5,480 (A) 
(d) ~ 5.420 (A) 

Ans: (b) 

S. What is the amount of fixed overhead cost variance for the month of March 2024: 
(a) ~ 43,320 (A) 
(b) ~ 43,300 (A) 
(c) ~ 43,200 (A) 
(d) ~ 43,380 (A) 

Ans: (a) 

(RTP Sep'24) {Chapter 2· Material Cost) 

'Axe Trade', an unregistered supplier under GST, purchased material from Vye Ltd . which is registered 
supplier under GST. During tho month of Juno 2024, the Axe Traders has purchased a lot of S,000 units on 
credit from Vye Ltd . The information related to the purchase are as follows: 

Listed price of one lot of 5,000 units . 1i: 2,50,000 
Trade discount . @ 10% on listed price 
CGST and SGST (Credit available,) . 18% {9% CGST + 9% SGST) 
Cash discount . @10% 

(Will be given only if payment is made within 30 days.) 
Toll Tax paid ~ 5,000 
Freight and Insurance 'I: 17,220 
Demurrage paid to transporter ~ 5,000 
Commission and brokerage on purchases ~ 10,000 
Amount deposited for returnable containers 'I: 30,000 
Amount of refund on returning the container ~ 20,000 
Other Expenses @ 2% of total cost 

A 20% shortage in matcrial on receipt is expected considering the nature of the raw material . 
The payment to the supplier was made within 21 days of the purchases. 
1. If Axe Traders pays the supplier within 30 days of purchase, then, what is the total amount of cash 

discount received from the supplier and how it is treated to calculate material cost? 
(a) ~ 25,000 & it will not be de ducted from the mate rial cost 
(b) ~ 26,550 & it will be deducted from the material cost 
(c) ~ 26,550 & it will not be de ducted from the material cost 
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~ ----------
(d) ~ 22,500 & it will not be deducted from the mate rial cost 

Ans: (d) 

2. What will be the amount of other expenses and how It ls treated in material cost? 
(a) ~ 6,154.40 & it wil l be added with the material cost 
(b) "6,280.00 & it wil l be added with the material cost 
(c) ~ 5,344.40 & it will be added with the materia l cost 
(d) ~ 5,453.47 & it wil l not be added w ith the material cost 

Ans: (b) 

3. What is the amount of GST and how will it be treated in cost sheet of Axe Traders? 
(a) ~ 40,500 & it will not be added with materia l cost 
(b) ~ 40,500 & it will be added with material cost 
(c) ~ 45,000 & it w ill not be added with materia l cost 
(d) ~ 45,000 & it will be added w ith materia l cost 

Ans: (b) 

4. What is the total material cost chargeable in the cost sheet of Axe Traders? 
(a ) ~ 3,14,000 
(b) ~ 2,73,500 
(c) ~ 2, 72,673 
(d) ~ 3,13,874 

Ans: (a) 

5. The number of good units and cost per unit of the materials received are: 
(a ) 5,000 units & ~ 62.80 
(b) 5,000 units & ~ 54.70 
(c) 4,000 units & ~ 78.50 
(d) 4,000 units & ~ 68.38 

Ans: {c) 

1RTP Sep'24} (Chapter 13· Standard Costing=---

ABC Pvt Ltd is engai:ed in the manufacture of a Product Q. The product has the followini: standard production 
requirements determined by the technical team of the company post satisfactory completion of test run. 
Raw Material Z - 2 units @ II( 2 per unit 
Skilled labour of - 2.5 hours@ ~ 5 per hour 
Fixed Overheads -a: 7.5 per unit 
The input of Raw material Z has a yield of80% everytime when infused into production. The actual quantity 
of Raw material Z consumed for production during the year was 24,000 units. The Usai:e variance of Material 
Z was 2,000 Favourable. Further the actual amount of material cost for the material consumed amounted to 
II( 45,000. 
During the said year, the actual working hours were 30,000 for which the labour cost paid by the company 
amounted to 11(1,20,000. ThC! idle timll variance amounted to 10,000 Adverse. 
The actual fixed overheads incurred for the year amounted to II( 1,50,000 and the expenditure variance was 
0:25,000 Favourable. 
In the context of the above, the following needs to be determined: 

1. The Actual output of Product Q produced during the year is: 
(a) 10,000 uni ts 
(b) 12,500 units 
(c) 25,000 units 
(d) 15,000 units 

Ans: (a) 
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2. The Material price and material cost variance are: 
(a) Price variance - 3,000 Adverse, Cost Variance - 5,000 Adverse 
(b) Price variance - 3,000 Favourable, Cost Var iance - 5,000 Favourable 

(c) Price variance - 3,000 Favourable, Cost Variance - 8,000 Adverse 
(d) Price variance - 5,000 Adverse, Cost Variance - 3,000 Favourable 

Ans: {b) 

3 . The St:indard Hours, Net Actu:il hours :ind the idle time are: 
(a) Standard Hours - 27,500 Net Actua l Hours - 28,000 hours Idle Time - 2,000 hours 
(b) Standard Hours - 22,500 Net Actua l Hours - 28,500 hours Idle Time -1,500 hours 

(c) Standard Hours - 24,000 Net Actua l Hours - 29,000 hours Idle Time - 1,000 hours 
(d) Standard Hours - 25,000 hours Net Actua l Hours - 28,000 hours Idle Time - 2,000 hours 

Ans: (d) 

4. Labour Efficiency variance and labour rate variance are: 
(a) Labour Efficiency Variance - 30,000 Favourable Labour rate Variance - 25,000 Adverse 
(b) Labour Efficiency Variance - 25,000 Favourable, Labour rate Variance - 30,000 Adverse 

(c) Labour Efficiency Variance - 25,000 Adverse, Labour rate Variance - 30,000 Favourable 
(d) Labour Efficiency Var iance - 30,000 Adverse Labour rate Variance - 25,000 Favourable 

Ans: (c) 

S. Fixed Overhead volume variance is: 
(a) Fixed Overhead volume variance - 1,00,000 Favourable 

(b) Fixed Overhead volume var iance - 50,000 Adverse 
(c) Fixed Overhead volume variance - 1,00,000 Adverse 

(d) Fixed Overhead volume var iance - 50,000 Favourable 
Ans: (c) 

(MTP 10 Marks July'24) {Chapter 2· Material Cost) 

Tropic Pvt ltd was engaged in the business of manufacturing Product P. The product P required 2 units 
of Material R. The company lntands to sell 24,000 units of Product P :ind does not wish to retain :iny 
closing stock. However the opening stock of Product P is 4,000 units . Raw Material R has to be procured 
after considering the opening stock of R amounting to 10,000 units. The technic:il te:im further confirms 
that the yield in the course of manufacture of Product Pis 80% of the input. 
The company presently procures its :innu.il requiremcnt of materi.ils on" qu.irterly basis from its regul.ir 
supplier enjoying a discount of 2.5% on the invoice price of the material of 'I; 20 per unit. Every time the 
company places orders for M.iterl:il R, it incurs "t 125 for each of the order placed. The company .ilso has 
taken a rented warehouse for storing material R and the annual cost of storage is 'I; 10 per unit. The 
company appointed Mr.Ta Chartered Account:int to review the cost of inventory and provide measures 
of improvement of cost. After reviewing the material purchase a nd consumption pattern, Mr. T 
suegested that the implementation of Wilson's EOQ would be beneficial to the company. He emphasized 
that the change in the quantity ordered would result in reduction of inventory carrying costs . 
Mr. T further rcvicwcd thc labour costlne and identified that thc employces were paid overtime waees 
to ensure timely completion of projects. Overtime wages comprised of daily wage and 100% of daily 
w:>ges as overtime premium. Bascd on the cost record it w:is understood th:it every month h:id 180 
hours of regular working hours which was remunerated at 'I; 200 per hour and Overtime of 20 hours 
which was remunerated at 'I; 400 per hour. Mr. T suggested that the above time taken may be considered 
as standard and a scheme of Incentive be introduced to reduce overtime cost. He further indicated that 
Rowan scheme of incentive be used to measure performance and the improved productivity per hour 
would be 125 units per hour.In this regard, address the following queries in I ine with the suggestions 
provided by Mr. T to Tropic Pvt ltd. 
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1. The annual requirement of Material R to meet the target sales of 24,000 units of Product Pis: 
(a) 48,000 units 
(b) 60,000 units 
(c) 40,000 units 
( d) 50,000 units 

Ans: (c) 

2. The ordering quantity as per the current inventory policy and the proposed Wilson's Economic order 
quantity of Material R are: 
(a) Order Quantity as per the current inventory policy - 10,000 un its & Economic Order Quantity -

1,000 units 
(b) Order Quantity as per t he current inventory policy - 1 5,000 units & Economic Order Quantity -

1,225 units 
(c) Order Quantity as per the current inventory policy - 1 2,000 units & Economic Order Quantity -

1,095 units 
(d) Order Quantity as per t he current inventory policy - 12,500 units & Economic Order Quantity -

1,118 units 
Ans: (a) 

3. The net savings to inventory cost on migration from the current inventory policy to the Wilson's 
Economic Order Quantity policy would be: (Chapter 2: Material Cost) 
(a) Savings from EOQ as compared to current discount policy - >: 26,820 
(b) Savings from EOQ as compared to current di scount policy - >: 20,500 
(c) Savings from EOQ as compared to current discount policy - >: 33,253 
(d) Savings from EOQ as compared to current discount policy - ~ 25,546 

Ans: (b) 

4. Incentive payable under the Rowan Incentive scheme amounts to: 
(a) ~ 7,500 
(b) >: 6,400 
(c) ~ 6,000 
(d) >: 8,000 

Ans:(b) 

S. The savlnes in labour cost achieved by implementation of incentive scheme over the overtime 
payments amounts to: 
(a) 'o: 9,600 
(b) >: 5,600 
(c) 'o: 8,000 
(d) >: 3,200 

Ans:(b) 

(MTP 10 M11rks July'24) (Chapter 14-Marginal Costing) t';J LDR 

XYZ Manufacturing Pvt. Ltd. is a prominent company in the electric appl iances industry, known for 
producing a diverse range of high-quality products. The company has bullt a reputation for reliabi lity 
and innovation in the manufacturing of household appliances, including fans, mixers, and heaters. XYZ 
Manufacturine Pvt. Ltd. Is dedicated to deliverlne products that meet the needs of its customers while 
adhering to the highest standards of quality and performance. 
The company operates a stote•of•the-art factory that is fully equipped with advanced machinery and 
technology to ensure efficient and consistent production. The factory operates 25 days a month, running 
multiple shifts to meet the growing demand for its products. The company have spare capacity to 
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additional 
f 

orders. Each 
h 

product 
I d 

type-fans, 
bl 

mixers, 
I 

and heaters-undergoes a 
manu acturing process t at ,nc u es assem d k aging. y, aua ity testing, an pac 
Cost Cateeory Amount ('t) 
FiKed Costs (per month) 
Factory Rent 0:: 3,00,000 
Depreciation 0:: 2,00,000 
Administrative EKpenses 'I'. 1,00,000 
Salaries 0:: 4,00,000 
Total FiKed Costs 'I; 10,00,000 
Number of units produced per month 10,000 units 
(Note: last month there was an additional special order of 2000 units 
which resulted in higher production) 
Selling price per unit 'I; 1,500 

~ 
meticulous 

Additional Info: Raw Materials include Copper, Plastic, and Other Materials. The per unit cost of Copper 
is 'I; 80 more than the cost of Plastic, while the cost of Other Materials is twice that of Plastic. And the 
total Raw Material Cost per unit is 0:: 210 more than the combined cost of Copper & Plastic. 
The labour Hour Rate is 'I; 100 per hour. The total labour hours used in the last month were 36,000 Hours. 
The Utilities Cost per unit is 'I'. 100, ;ind the P;ickaglng Cost per unit ls 'I: SO. Being " finance manager of 
the company, you are required to answer the following : 
1. Calculate the contribution margin per unit . 

(a) 'I; 550 
(b) 'I'. 600 
(c) 0:: 650 
(d) 0: 700 

Ans: (a) 

2. Determine the break-even point in sales revenue. 
(a) 'I; 31,28,593 
(b) 'I; 25,85,153 
(c) 0: 27,27,025 
(d) 'I; 27,05,983 

Ans: (c) 

3. If the company wants to achieve a tareet profit of 0: 5,00,000, what should be the sales volume (in 
units)? 
(a) 2,000 units 
(b) 2,727 units 

(c) 2,750 units 
(d) 3,000 units 

Ans: (b) 

4. What would be the impact on the break-even point if the variable cost per unit increases by 10%? 
(a ) 2,178 units 

(b) 2,198 units 
(c) 2,248 uni ts 

(d) 2,258 units 
Ans: (b) 

5. Calculate the margin of safety in percentage if the company sells 4,000 units if the variable cost per 
unit increases by 10% 
(a) 44.85% 
(b) 42.55% 
(c) 45.05% 
(d) 45. 75% 

Ans: (c) 
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cs 12 (MTP 10 Marks Aug"24) (Chapter 6 ·Cost Sheet) 

Mr. Vikas, a toy importer has understood the importance of manufacturing in India. Heis backed up by the 
new govt. policies that motivate him to manufacture in India . As per the custom department any import 
made for the manufacturing under "Made In India", custom duty will bo refunded upto 80%. Vikas decided 
not to import toy from China anymore, instead import raw material from Srilanka, for the manufacturing of 
toys in India . Under an agreement of Govt. Of India with Srilankan Govt., any impo8rtfrom Sri Lanka will 
receive tax benefits. 
Vikas ordered material Xendga & material Zenga from Srilanka. Details are given below :-

Srilankan Rupees {SLR) 
Material Xendga (12,000 units • 125 SLR) 15,00,000 
Material Zenga (8,000 units • 225 SLR) 18,00,000 
Factory cost 33,00,000 
Add: Containers cost 2,00,000 
Add: Freight upto loading shipment on ship (paid by 50,000 
exporter) 
F.0 .8 . 35,50,000 

• Ocean Freight Is$ 2,000 

• Insurance is$ 1,500 
When shipment reached India, it was unloaded at Chennai port. Vikas requested to put the goods in custom 
port's warehouse. Vikas due to cash crunch was not in o position to pay custom duty and therefore did not 
file the bill of exchange (B.O.E.). Custom authorities charged a penalty of INR 15,000. 
Finally, after a month Vikas filled B.O.E. and paid custom duty of 20% on CIF value ofthe shipment. IGST was 
also applicable @ 18% on the combined value of CIF & custom duty paid. 
He spent further a sum of INR 12,500 to bring the imported goods to his factory. An inspection was done on 
the goods and it was found that5% of the goods were broken.This came to management as a surprise because 
generally such rate of defects on imports is 8%. 
Additional Information: 

• Exchange rates: 
1) 1 INR = 0.2S SLR 
2) 1 USO : 75 INR 

• IGST credits are available. 

• Containers were refunded at INR 38,000. 
• Indian and Srilankan brokers were paid commission by Vikas on factory cost. Indian broker charged 6% 

whereas Srilankan broker charged 12%. 

• CIF (cost, insurance and Freight) includes F.O.B (Free on Board)., Insurance &Ocean freight. 
You arc required to answer the following S questions: 
1. What is the total cost of shipment to be recorded by Vikas? 

(a ) INR 13,17,000 
(b) INR 13,04,500 
(c) INR 13,54,500 
(d) INR 13,32,500 

Ans: (b) 

(Chapter 4 : Overheads - Absorption Costing Method) 
2. What is the absorption rate of total cost per unit of Zenga? 

(a ) INR 90.28 
(b) INR 84.44 
(c) INR 93.62 
(d) INR 85.77 

Ans: (a) 
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3. What is the absorption rate of total cost per unit of Xendga? 
(a) INR 52.01 
(b) INR 54.24 
(c) INR 58.13 
(d) INR 68.65 

Ans: (b) 

4. Amount of refundable taxes? 
(a) INR 4,13,600 
(b) INR 4.57,600 
(c) INR 2,20,000 
(d) INR 2,37,600 

Ans: (a) 

5. If loss of goods was 9% instead of 5%, what will be the amount that will be charged to statement of profit 
& loss? 
(a) INR 13,045 
(b) INR 19,898.4 
(c) INR 14,178.4 
(d) INR 24,045 

Ans: (c) 

(MTP 10 Marks Aug'24) (Chaptar 13· Standard Costing) 

Hilfy textiles Ltd. has been a major player in the textile industry, producing high• quality polyester mix cotton 
fabric. The production process Is complex and ii,volves multiple stagr,s, including spinning, weaving, quality 
control, and packaging. The company has been facing challenges in controlling costs and maintaining 
profitability, mainly due to fluctuating material costs and labor Inefficiencies. 
To address these challenges, the company's management has decided to implement a standard costing 
system to better manai:e costs, set benchmarks1and Identify variances. The goal is to eain better control 
over production costs, improve budgeting accuracy, and enhance decision-making. 
Hilfy textiles Ltd. had prepared the followini: estimation for the month of April: 

Quantity/Time Rate(~) Amount ('{) 
Cotton 8,000 m 50.00 4,00,000 
Polyester 6,000 m 40.00 2,40,000 
Skilled labour 1,000 hours 37.50 37,500 
Unskilled labour 800 hours 22.00 17,600 

Normal loss was expected to be 10% of total input materials and an idle labour timeof 5% of expected labour 
hours was also estimated. 
At the end of the month the following information has been collected from the costaccounting 
department: 
The company has produced 14,800 m finished product by using the followings: 

Quantity/Time Rat., (~) Amount{~) 
Cotton 9,000 m 48.00 4,32,000 
Polyester 6,500 m 37.00 2,40,500 
Skllled labour 1,200 hours 35.50 42,600 
Unskilled labour 860 hours 23.00 19,780 

On the basis of analysis of standard costing system, company's management wants to take actions like 
suppl ier negotiation, process optimisation, employee training, etc. 
Being the cost manager of the company, you are required to answer the followingfive requirements of 
the management: 
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1. Compute Material mix variance and Material Yield Variance 
(a ) ~ 1430 (A) & 43,200 (F) 
(b) "1430 (F) & 43,200 (F) 
(c) ~24,000 (A) & 37,500 (F) 
(d) ~19,300 (A) & 37,500 (F) 

Ans: (a) 

2. Compute Material Price Variance for supplier negotiation 
(a ) ~18,000 (A) 
(b) ~43,200 {F) 
(c) '1;37,500 {A) 
(d) ~37,500 {F) 

Ans: (d) 

3 . Compute Material Cost Variance 
(a ) "-32,500 ( F) 
(b) ~24,500 (A) 
(c) ~79,270 {F) 
(d) ~79,270 {A) 

Ans: (c) 

4 . Compute Labour Efficiency Variance and Labour Yield Variance. 
(a ) ~940 {A) & 1,140 (A) 
(b) ~2,424 (A) & 1,556 (A) 
(c) ~2,424 (A) & 1,556 (A) 
(d) ~940 (A) & 1,140 (F) 

Ans: (b) 

5. Compute Labour Cost Variance. 
(a ) ~ 884 {A) 
(b) ~1,556 (F) 
(c) "-884 (F) 
(d) ~1,556 {A) 

Ans: (a) 

(PYP 10 M11rks Sep124) (Chapter 10· Process~ Operstion Costine) 

Sagar limited, an oil refinery uses Process Costing for determining the cost of each process. Management of 
Sagar Limited Is confused about method of valuation of WIP. They have FIFO and Weighted Averaf!c Cost 
methods under consideration. 
Finance manaf!cr Mr. Sahli has put forward that Weif!hted Averaee Cost method is suitable when there arc 
significant fluctuations in. price and quantity. In this method, calculation has to be done at every purchase 
and It is a complex :snd time-consuming method. 
He also stated that price and quantity of input and output material of Sagar Limited is almost same for whole 
year; hence FIFO method would be more suitable for the company. He also revealed that in oil refinery 
industry; FIFO method is preferred over Weighted Average Cost method and switching to FIFO method will 
save time and money. 
He further stated that by using FIFO method closing WIP is valued at current cost and provided the following 
information: 
Opening WIP : 12,000 Units, Total cost~ 1,66,200. 
Degree of Completion : Material • 100% 

Labour and Overhead • 80% 
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Material introduced: {74,500 Units) ~ 4,76,465 
Direct Labour ~ 3,70,395 

Direct Overhead ~ 2,96,316 
Un its Scrapped: 1,900 units Degree of Completion: 

Material 100% 
Labour and Overhead 70% 

Closing WIP : 2,600 units Degree of Completion: 
Materl:il 100% 
Labour and Overhead 60% 

Rest of the, units were, transferred to next process. 
Normal Loss is 2% of total input unit including opening work-in-process. Realizable value of normal loss is 
~ 2 per unit deducted from cost of material introduced. 
You are required to calculate the following using FIFO method (MCQs 1 to 5): 
1. Equivalent units of Material and Material cost per unit 

(a) 86,500 units and ~ 5.50 per unit 
(b) 74,500 units and I!; 6.39 per unit 
(c) 72,770 units and I!; 6.50 per unit 
(d) 72,600 units and I!; 6.56 per unit 

Ans: (c) 

2. Equivalent units of labour and overheads :>nd tot:>l cost per unit 
(a) 82,490 units and I!; 8.08 per unit 
(b) 74,079 units and~ 9.00 per unit 
(c) 75,290 units and I!; 8.85 per unit 
(d) 79,790 units and~ 8.35 per unit 

Ans: (b) 

3. Value of abnormal loss to be shown in process account . 
(a) I!; 2,176.00 
(b) I!; 2,182.00 
(cl ~ 2,168.35 
( d) I!; 1,896.52 

Ans: (a) 

4. Value of units transferred to next process 
(a) I!; 11,10,660 
(b) ~ 12, 75,600 
(c) I!; 12,51,200 
(d) ~ 12,72,800 

Ans: (d) 

5. Value of closing WIP 
(a) "31,096 
(a) I!; 31,044 
(b) ~ 30,940 
(c) I!; 28,340 

Ans: (c) 

(PYP 10 Morks Sop'24) (Chapter 2-Matcrial Cost) 

FW Limited manufactures various types of footwear and covers a considerable market share. The footwear 
made by company are stylish and durable. The management calls for an urgent meeting because it has come 
to their notice that two of their old permanent customers have moved on to its competitors. 
Marketing Manager has stated that there are circumstances when company cannot fulfill the demand of their 
customers due to shortage of supply and this is the main reason for move on. 
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Production Manager has stated that production team is working efficiently but workers have to wait long 
enoueh for raw m:itcri11I which leDds to idle time and low production. 
The cost accounts department of FW Limited has furnished the following data for the component B : 

PurchDsc Price 'I! 4,800 per unit 
Trade Discount 2% of purchase price 
Total duties (No Credit availed) 8% of purchase price 
Insurance Charges ~ 62,000 per year 

Units purchased during the year 60,000 units 
Opening Stock 5,000 units @ ~ 5,150 per unit 
Closing Stock 4,500 units 

Usaees per week Delivery period 
Minimum 1,050 units Minimum 5 W<lcks 
Maximum 1,200 units Maximum 9 weeks 

Average 1,125 units Average 7weeks 
lead time for emergency purchases is 2 weeks. Additional Information : 
• Norml!I wastage during the storage is 80 units (no realizable value) and abnormal wastage is 40 units. 

• Factory works for 365 days in a year. 
You ar<l required to calculate th<l followings (MCQs): 
1. Calculate per unit cost of material by using Average Price Method. 

(a) ~ 5,100 
(b) ~ 5,119 
(c) ~ 5,094 
(d) ~5,133 

Ans: (a) 

2. Calculate minimum stock level. 
(a) 10,800 units 
(b) 7,825 units 
(c) 5,250 units 

(d) 2,925 unit.s 

Ans: (d) 

3. What will be danger level of stock ? 
(a) 2,400 units 
(b) 7,875 units 

(c) 2,250 units 
(d) 2,240 units 

Ans: (c) 

4. Calculate averaee number of days (round off) for which average inventory level to be held. 
(a) 27 days 
(b) 29 days 
(c) 26 days 
(d) 30 days 

Ans: (b) 

5. Calculate amount of Abnormal loss during storage to be transferred to Costing Profit & loss Account 
(based on average price) 

(a) ~ 2,04,000 
(b) ~ 2,04, 760 
(c) ~ 2,03, 760 
(d) ~ 2,05,320 

Ans: (a) 
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(RTP Jan'25} (Chapter 14· Mare:inal Costtne:) 

Popular company produces various amcles for student purposes. It has been in industry since last 25 years. 
Company had a very humble start but e:ained popularity over the years due to excellent quality products which 
were sold at very compet;t;ve prices. Company has huge reserves and feel that it is also obligated to give back 
to the society from which it has grown. 
last year management decided to produce and supply special quality school bags, water bottles, & geometry 
boxes to NGOs, at no price, as a social responsibility. These amcles were simple looking but were more durable, 
that would not have worc•off casily and could have boon uscd for long-term. 
This year management wants to add another dimension to this social work. It approached charitable schools 
and government run schools and offered them the supply of the same amcles, at cost. This will help studc,nts 
in these schools to get these things at a very low price compared to market. 
The variable costs are '{ 100, 1,: 80, and '{ 40 for school bags, water bottles, and eeometry boxes, respectively. 
These amcles are made using a single machine. 0.20 hours of machine operatton is required for manufacturing 
1 unit of school b:,e. Simil:,rly, machinc hours required for each units of water bottle and eeomc,try box is 0.15 
hours and 0.10 hours, respecttvely. Fixed overhead related to machine is 'I; 7,40,000 per year. Machine can 
operate for 8,000 hours in a year. 
Company has decided to sell its 80% capacity productton in markets. Rest is divided amongst the 2 undergoing 
social works, equally. 
All Schools requests these items in the ratto of 2:3:5, as per their demand by the school students. 
Company wants to set a price for these amcles to be offered to the schools. Management has few questtons 
they need the answers to. They assigned the task to their team. Team made rough calculattons but as there 
were too many people on the team, each came up with different answers. As a Chartered accountant, you 
have been approached. Understand the case closely, find the correct answers and help management to set a 
price. 
Answer the following: 
1. What is alloc.>ted fixed cost per unit of School bags, water bottles, and geometry boxes? 

(a ) 18.5, 13.875, 9.75 
(b) 18.5, 13.875, 9.25 
(c) 18.5, 13.785, 9.25 
(d) 18.5, 13.785, 9.50 

Ans: (b) 

2. If the prices were 'I; 200, 'I; 160, and 'I; 100, what would be the overall break-even point in units in relatton 
to fixed cost :,!located to these supplles? 
(a ) 308.33 units 
(b) 500 units 

(c) 508.33 units 
(d) 1,000 units 

Ans: (d) 

3. Find out the maximum number of units of each arttcle that can be given at the prices given in Part (ii). 
(a) 61, 92, 154 
(b) 200,300, 500 
(c) 101, 152, 254 
(d) 100, 150, 250 

Ans: (b) 

4. What will be the maximum units that can be supplied to the schools of each amcle? 
(a) 1103, 1645, 2726 
(b) 1093, 1655, 2748 
(c) 1185, 1777, 2962 
(d) 1133, 1675, 2958 

Ans: (c) 
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5. What should be the correct price for e:ich item as per the m:inae;ement's decision? 
(a ) 118.50, 93.875, 49.75 
(b) 118.50, 93. 785, 49.25 
(c) 118.50, 93. 785, 49.50 
(d) 118.50, 93.875, 49.25 

Ans: (b) 

(RTP Jan'25) (Chapter 10· Process & Operation Costing) --
Knowing the hectic schedule of a student preparing for the examination, a homemaker managing work from 
home or a new parent busy in neonatal care, a freshly qualified professional (Mr. Rishi) entered into a start-up 
business of manufacturing frozen foods. 
The process majorly involve washing and cutting the vegetables (Process 1), blanching, cooling and mixing of 
ingredients with spices (Process 11), forming, fryine; and freezing the final product (Process Ill). 
In Accounts, Mr. Rishi normally transfers tho output of ono process to another process at cost but, being a 
young entrepreneur, he is interested in knowing the profit made at each and every process. Thus, it was 
docidod to transfer tho output of Process I and II to tho next process at cost plus 25%. Furthor, tho output of 
Process Ill is also transferred to finished stock at cost plus 33 1/3%. 
Following information is extracted from the books of Mr. Rishi for tho current year: 

Process I Process II Process Ill Finished 
{'I!) {'I!) ('I!) Stock 

('I!) 

Opening stock 8,02,500 14,44,500 21,40,000 24,07,500 

Direct materials 42,80,000 34,77,500 26,75,000 .. 
Direct waees 66,87,500 57,78,000 49,22,000 I I -
Factory overheads 51,36,000 38,52,000 35,57,750 .. 
Closing stock 10,70,000 17,12,000 20,86,500 26,75,000 
Inter-process profit 2,14,000 5,35,000 10,70,000 
Included in opening stock NIL 

Stock in processes is valued at prime cost. The finished stock is valued at the price at which it is received from 
Process 111 . 
Mr. Rishi wants you to FIGURE OUT the following to analyse the profit generated at each process: 
1. What is the transfer price value at which the output of Process I is transferred to Process II? 

(a ) 'I! 1,97,95,000 
(b) 'I! 39,59,000 
(c) 'I! 1,58,36,000 
(d) 'I! 1,69,06,000 

Ans: (b) 

2. What is the transfer price value at which the output of Process II is transferred to Process Ill? 
(a ) 'I! 1,20,97,476 
(b) 'I! 4,07,93,750 
(c) 'I! 2,86,96,274 
(d) 'I! 3,43,47,000 

Ans: (d) 

3. What is the transfer price value at which the output of Process Ill is transferred to Finished Stock? 
(a ) 'I! 5,40,88,500 
(b) 'I! 3,98,91,140 
(c) 'I! 2,94,44,860 
(d) 'I! 6,93,36,000 

Ans: (d) 
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4. What is the cost value at which the output of Process Ill is trans- ferred to Finished Stock? 
(a) "5,40,88,500 
(b) "3,98,91,140 
(c) "2,94,44,860 
(d) "6,93,36,000 

Ans: (b) 

S. What is the cost v:ilue of closing stock of Process Il l A/c? 
(a) " 20,86,500 
(b) l'( 15,64,884 
(c) "3,98,91,140 
(d) ii: 5,21,616 

Ans: (b) 

cs 18 (MTP 10 Marks Nov'24) (Ch11pter 13- Standard Costine) ~ LDR 
XVZ Manufacturing Ltd. is a mid-sized enterprise that has established a strong reputation in the field of 
precision engineering. The company specializes in producing high-quality engineering components that meet 
the stringent requirements of various industries including automotive, aerospace, medical devices, and 
industri:il machinery. With:, commitment to precision and excellence, XYZ Manufacturing Ltd. has positioned 
itself as a reliable supplier of critical components that demand the highest levels of accuracy and durability. 
To maintain stringent control over its production costs and enhance cost efficiency, XYZ Manufacturing Ltd. 
operates under a standard costing system. This system plays a pivotal role in the company's financial and 
operational management. Standard costing involves setting predetermined costs for each production 
element, including materials, labor, and overheads. These predetermined costs, known as standard costs, 
serve as benchmarks :igalnst which actual production costs arQ me.isured. 

Particulars Budgeted Data Actual Ol>ta 

Units Produced 10,000 units I 9,500 units I ' 
Fixed Overheacb 'i: 20,00,000 

C 

'i: 19,50,000 + 'i: 1,00,000 
(additional quality control cost for 
1,000 units chosen on sample basis) 

Hours Worked 15,000 hours 14,250 hours 
Variable Overhead Rate 'i: 50 per hour 'I: 50 per hour (first 10,000 hours) 

ii: 60 per hour (additional hours) 
Based on the given information, you are being required to answer the following questions (MCQ.s 1 to 5): 
1. What is the Fixed Overhe.id Cost Variance for XYZ Manufacturing Ltd. In May 2024? 

(a) 'i: 50,000 (A) 
(b) 'I: 1,00,000 (A) 
(c) 'i: 1,50,000 (A) 
(d) 'I: 2,00,000 (A) 

Ans: (c) 

2. What is the Fixed Overhead Volume Variance for XVZ Manufacturing Ltd. in May 2024? 
(a) ,,: 50,000 (F) 
(b) 'i: 50,000 (A) 
(c) 'I: 1,00,000 (F) 
(d) 'i: 1,00,000 (A) 

Ans: (d) 

3. What is the V:iriable Overhead Efficiency Variance for XYZ Manufacturing Ltd. In May 2024? 
(a ) 'i: 37,500 (A) 
(b) ,,: 42,500 (A) 

(c) "o 
(d) 'I: 25,000 (A) 

Ans: (c) 
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4. What Is the Variable Overhead Expenditure Variance for XVZ Manufacturing Ltd. In May 2024? 
(a) 'I! 40,000 (A) 
(b) q: 42,500 (A) 
(c) 'I! 45,000 (A) 
(d) 'I! 45,030 (A) 

Ans: (b) 

5. What is the Fixed Overhead Expenditure Variance for XVZ Manufacturing Ltd . in May 2024? 
(a ) 'I! 50,000 (F) 
(b) 'I! 50,000 (A) 
(c) 'I! 1,00,000 (F) 
(d) 'I! 1,00,000 (A) 

Ans: (b) 

{MTP 10 Marks Nov'24) (Chapter 14· Marginal Costing) 

A garmc,nt manufacturc,r h:is bc,cn producing :ind selling T-shirts exclusively for Indian m:irkct. His T-shirts 
are made of a specific material which is eco-friendly. It means that T-shirts are bio-degradable in soil after it 
becomes unsuitable, for use. 
This invention has been applauded throughout the country. Owner, Vikas, registered for the patent rights for 
his invention so that no one also could use It. 
Vikas feels that this invention will also be liked in foreign markets, and thus plans to expand his business 
outside India. He feels that US market is the first foreign market he should tap into. 
Current cost structure (each T-shirt) : 
Direct material 90 
Direct labour 60 

Special service 
(Used in T-shirt making, 50% fixed) 
Fixed overhead 
Administration overhead (fixed) 

80 

50 

20 
Total cost per T-shirt 300 
(+) Profit margin 200 

Selling price in India 500 
There is no limitation of any resources in India. Vikas is able to sell 80,000 T-shirts each year. He is currently 
workine at 80% of his total capacity. 
After searching for potential customers in US, Vikas received an inquiry for 30,000 units from a wholesale 
distributor in California. As per the inquiry, order will be placed if price per T-shirt is reasonable and the order 
has to be satisfied in full. 
Vikas decided to send a quote and the order was placed by the foreign client, on the same day. Vikas, without 
a second thought accc,ptc,d the order, but did not fec,I the nc,c,d to c,xtend the manufacturing capacity; therefore 
he decided forgo a few Indian clients. 
This foreign order also required special packaging. It is spent at 20% of the total prime cost per T-shirt. The 
production was done quickly and foreign consignment was transported to custom port via services from a 
carriage agency. lt charged 'I! 80,000 for 1 truck, whose capacity was 500 kg, to transport whole of the 
consignment. Truck was 20% vacant after loading the consignment. 
Bill of lading w:,s filc,d :ind a profession:>! fc,c, of " 25,000 for fi ling this was paid to a Ch:,rtered :iccountant. 
Custom port also charged 'I! 80 per kg per day to handle the material, storing it in warehouse, and for loading 
the goods on ship. 
The shipping company, which was booked by Vikas for taking the consignment to US, got delayed due to bad 
wc,athc,r. Stock was held at port for 5 d:iys and on 6th day it was lo:,dcd on ship. Shipping company ch:>rged 0: 
2,800/ 10kg of goods . Insurance was charged flat at 'I! 1,11,000. 
There is no custom duty on such exports . 
Answer the following questions (MCQs l to 5): 
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1. Vikas had sufficient funds in his hands but he still raised a short-term working capital loan @ 6.5% p.a. for 

the satisfaction of this foreign order because he found a one time investment opportunity which was giving 
him 9.25% returns. Foreign order was accepted on 1st June and loan was taken on the same day. 
Repayment of the loan will be made on 1st September. Calculate net cash outflow due to this export order. 
Which of the following is correct? 
(a) ~ 73,91,000 
(b) 'o: 75,47,750 
(c) ~ 74,76,500 
(d) 'o: 71,06,000 

Ans: (b) 

2. What would have been the minimum price that Vikas could have quoted per T-shirt in US dollars? (exchange 
rate on 1st June, $1 = "t 83.86) 
(a ) $ 4.23 
(b) $ 4.20 
(c) $ 4.17 
(d) $4.05 

Ans: (a) 

3. Payment from foreign client was received on 8th October when exchange rate was "t 86 for each US $. 
Calculate the profit earned from this export order if actual quoted price was $4.90 per T·shirt. Select the 
correct amongst following: 
(a) "t 40,65,500 
(b) "t 41,51,000 
(c) "t 39,94,250 
(d) "t 44,36,000 

Ans: (c) 

4. What is the net cash Inflow from this export order? 
(a ) "t 55,36,000 
(b) "t 51,65,500 
(c) "t 52,51,000 
(d) "t 50,94,250 

Ans: (d) 

5. What is the Incremental benefit from this export order? 
(a ) "t19,94,250 
(b) "t 21,51,000 
(c) "t 20,65,500 
(d) o; 24,36,000 

Ans: (a) 

(MTP 10 Marks Occ'24) (Chapter 12• Service Costine) 

A truck driver, named Raju, owns a truck which can carry 5 tonne of material at a time. Raju has no other truck 
and he has listed himself with various c3rri:,,:e services a,:encies, to offer his services. He gets his work from 
these agencies and they pay him as per the load and the distance. Raju has one condition that he must be paid 
for at least 75% of his total capacity. Raju charges frc,i,:ht at" 10 per tonne• km. 
He received a work contract, from one of these agencies, where he has to take 4 tonne from Delhi in the 
morning and drop it off at Chandigarh. After that he will move to Ludhiana, where he again loads 3 tonne and 
come back to Delhi by evening. This contract is for nearly 3 months. 
Raju is excited to accept the order but it is not physically possible for Raju to complete this project alone. He 
decides to hire a helper cum driver who will assist him in this work contract and will also drive in turns with 
Raju. Thus, such a long contract will be managed comfortably. This helper will take'{ 1S,000 per month. 
The contract will start from 15th June, 2024 and will run till 14th September, 2024. Throughout this time period 
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there are only 2 days holidays, both falling in August {l for Independence Day and l for Raksha Bandhan). 
Some information about the Truck :ind its associated costs: 

• Truck was pu rchased on 1st April, 2021 by taking a loan of 'I: 20,00,000@ 10% p.a. from Punjab national 
bank for S years. Raju mortgaged jc,wc,llery of his wife to get this loan. 

• Every year-c,nd he has to pay 'o: S,27,S95 as instalment. 

• Scrap value after 10 years is expected to be 'I: 500,000. 

• Depreciation is charged on straight-line method. 

• Services and maintenance charges each month is 'I: 80,000. 

• Truck runs on diesel and its running average is 8kms/ litre. 

• Diesel cost per litre: 
June 80.30 
July 80.50 
August 81.25 
September 80.90 

Yearly interest amount of lo:1n and ye:1rly deprc,ciation is charged to a work contract on the basis of days 
worked in a year in the contract. 
Distance between these places: 

{1) Delhi to Chandigarh = 250 kms 
{2) Chandigarh to Ludhiana= 100 kms 
(3) Ludhiana to Delhi = 150 kms 

Answer the following questions (MCQs 1 to S): 
1. What would be the amount of profit Raju would have earned if he had no minimum charges limit of 75% 

of total capacity on absolute Tonne-km basis? (If the, vehicle runs empty then he would only chare:e for 
Diesel expenses). 
(a) 3,34,249 
(b) 4,43,249 
(c) 5,96,977 
( d l 4,34, 249 

Ans: (c) 

2. If payment was m11de on commercial Tonne-km basis and Raju had no minimum chorees limit of 75%, how 
much he would have lost due to no minimum requirement? 
(a) 'I: 6,37,500 
(b) 'I: 5,93,750 
(c) 'I: 4,92,438 
(d) 'I: 3,91,126 

Ans: (a) 

3 . What should be the minimum amount chareed on basis of absolute Tonne- km if Raju wants to earn 't 
2,70,000? 
(a) 0: 4.58 
(b) 'I: 6.13 
(c) ,,: 8.39 
(d) 'I: 3.21 

Ans: (b) 

4. Choose the correct amount of depreciation and interest that should be charged to this work contract. 
(a) 56,983 & 22,588 
(b) 36,986 & 22,578 
(c) 63,963 & 12,568 
(d) 63,953 & 12,558 

Ans: (b) 
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5. What is the profit as per current rate charged by Raju? (Use absolute Tonne-Km). 
(a) 7,34,249 
(b) 9,44,863 
(c) 5,96,977 
(d) 4,34,249 

Ans: (b) 

(MTP 10 Marks Oec:'24) (Chapter 11-Joint Products and By Products) 

eSalt is the biggest producer of sodium hydroxide in India. This main product of the company has a strong 
reactivity with other organic compounds. It is highly versatile and is alkaline in nature. However, the basic 
material required for the production of this product is salt along with the electricity. 
The manufacturing process involve electrolysis which produces Halocen as co· product. Modern use of 
Halogen is widespread. However, the common use is in disinfection like for purifying drinking water or 
swimming pool water. It is :ilso :in lmport:int ingr<!dient of toothp:iste. Thus, the company's management 
affirmed the simultaneous production of Halogen. 
During the previous financial year, the company purchased the base material of 
'I: 5,34,000. For the current year, company decided to increase the production by 2 times. Due to increased 
production, the total conversion cost hiked to 3 times. L:ist year, the conversion cost :iccounted to 'I: 8,01,000 
up to the point at which two products i.e. sodium hydroxide and Halogen are separated. 
Th" production and s:iles information for current year is provided as below: 

Sodium hydroxide Halogen 
Production/ Sales(in tonne) 24,030 16,020 
Sellin& price per tonne ('I:) 100 150 

During the current year, the man:igement of the company pointed the extensive use of Vinyl which c:in be 
produced by further processing Halogen. Having selling price of 'I: 250 per tonne higher than that of the 
Halogen, it was decided not to sell Haloeen and further process it into Vinyl. Thq incremental processine cost 
took~ 8,01,000 producing 10,012.50 tonnes of Vinyl. 
You aro required to FIGURE OUT the following for manaeerial decision (MCQs 1 to 5): 
1. For the current year, the amount of base material purchased and the conversion cost up to the point at 

which two products i.e. Sodium hydroxide and Halogen are separated would be: 
(a) base material ~ 10,68,000 and conversion cost ~ 24,03,000 
(b) base mate rial " 10,68,000 and conversion cost " 16,02,000 
(c) base material ~ 16,02,000 and conversion cost ~ 24,03,000 
(d) base mate rial " 24,03,000 and conversion cost " 16,02,000 

Ans: (c) 

2. Joint cost to be apportioned between Sodium hydroxide and Halogen as per the physical unit method would 
be: 
(a) Sodium hydroxide ~ 24,03,000 and Halogen ~ 10,68,000 
(b) Sodium hydroxide 0: 10,68,000 and Halogen 0: 16,02,000 
(c) Sodium hydroxide ~ 16,02,000 and Halogen ~ 24,03,000 
(d) Sodium hydroxide ~ 24,03,000 and Halogen ~ 16,02,000 

Ans: (d) 

3. Joint cost to be apportioned between Sodium hydroxide and Halogen as per the sales value at split- off 
point method would be: 
(a) Sodium hydroxide ~ 20,02,500 and Halogen ~ 20,02,500 
(b) Sodium hydroxide 'I: 16,02,000 and Halogen 'l( 24,03,000 
(c) Sodium hydroxide ~ 24,03,000 and Halogen ~ 16,02,000 
(d) Sodium hydroxide 'l( 10,68,000 and Halogen 'l( 20,02,SOO 

Ans: (a) 
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4. Joint cost to be apportioned between Sodium hydroxide and H:iloeen as per the estimated net realisable 
value method would be: 

(a) Sodium hydroxide ~ 23,44,390 and Halogen ~ 16,60,610 
(b) Sodium hydroxide ~ 17,16,429 and Halogen ~ 22,88,571 
(c) Sodium hydroxide ~ 22,88,571 and Halogen ~ 17,16,429 
(d) Sodium hydroxide ~ 16,60,610 and Halogen ~ 23,44,390 

Ans: (b) 

S. Considering that the decision relating to further processing Halogen is not approved, suggest whether this 
would be in favour of the management by calculating incremental revenue /loss from further processing 

Halogen into Vinyl. 
(a) Incremental loss would be ~ 16,02,000, thus the decision of not further processing Halogen is correct . 
(b) Incremental loss would be~ 8,01,000, thus the decision of not further processing Halogen is corre ct . 
(c) Incremental revenue wou ld be ~ 8,01,000, thus the decision relating to further processing Halogen needs 

to be approved. 
(d) Incrementa l revenue would be ~ 16,02,000, thus the decision relating to further processing Halogen 

needs to be app roved. 
Ans: (c) 
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