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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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CHAPTER 1: INTRODUCTION TO COST AND MANAGEMENT 

ACCOUNTING 

CONCEPTS OF THIS CHAPTER 

• Cost and Management Accounting: meaning, objectives, importance. 
• Role and functions of Cost Accounti ng Department. 
• Inst allation of Cost Accou nting System. 
• Difference: Cost, Financial, and Management Accounti ng. 
• Elements and classifications of cost. 
• Segregate semi-variable costs into fixed and variable. 
• Cost reduct ion vs. cost control. 
• Methods and techniques of costing. 
• Overview of Digital Costing System. 

Questions & Answc,rs 

Question 1 
How do you deal with the f~llowing in cost accounts? 
(i) Fringe benefits 
(ii) Bad debts. (MTP 5 Marks, Oct'21} 

Answer 1 

LOR Questions 
Q26 
Q28 

(i) Fringe benefits: These are the addit ional payments or faci lities provided to the workers apart from their 
sa la ry and direct cost-allowances like house re nt, dearness and city compensatory allowances. These 
benefits are given in the form of ove rtime , extra shift duty allowance, holiday pay, pension facilities etc. 
These indirect benefits sta nd to improve the morale, loyalty and stability of employees to\,vards the 
organization. If the amoun t of fringe benefit Is considerably large, it may be recovered as direct cha rge by 
means of a supplementary wage or labour rate; otherwise, these may be collected as part of production 
overheads. 

(ii) Bad debts: There is no unanimity among different authors of Cost Accounting about the treatment of bad 
debts. One view is that 'bad de bts' should be excluded from cost. According to this view bad debts are 
financial losses and therefore, they should not be included in the cost of a particular job or product. 
According to another view it should form part of selling and distribution overheads, especially when they 
arise in the normal course of trad ing. Therefore, bad debts should be treated in cost accounting in the same 
way as any other selling and distribution cost. However extra ordina rily large bad debts should not be 
included in cost accounts. 

Question 2 

Some of the items of Wave Company, a manufacturer of corporate office furniture, are provided below. As 

the company is in the, process of developing a formal cost accountine system, you are required to CLASSIFY 
the items into three categories namely: (i) Cost tracing (ii ) Cost allocation (iii) Non-manufacturing item. 

Carpenter waees, Depreciation • office buildine, Glue for assembly, Lathe department supervisor, Metal 

brackets for drawers, Factory washroom supplies, Lumber, Samples for trade shows, lathe depreciation, Lathe 
operator waeas. (MTP 4 Marks Mar'22) 

Answer 2 

Item Cost Tracing Cost Allocation Non-manufacturing 

Carpenter wages " 
Chapter 1 Introduction to Cost and Mainagement Accounting 
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Deprecia tion - office building 

Glue for assembly 

Lathe department supervisor 

M etal b rackets for drawers ,J 

Factory washroom supplies 

Lumber ,J 

Samples for trade shovvs 

Lathe deprecia tion 

Lathe operator w ages 

Question 3 

STATE the method of costing for the following industries: 
(ii Suear manufacturine 
(ii) Bridge Construction 
(iiil Advertising 
(ivl Car Assembly (MTP 4 Marks Apr'22} 

Answer 3 
S. No. Industry 

(i) Sugar manu facturi ng 

(iii Bridge Construction 

(iii) Advert ising 

,J 

,J 

,J 

,J 

,J 

,J 

,J 

Method of costing 
Process cost ing 

Contract Costing 

Job costing 

(iv) Car A ssembly Mult ip le Costing (Combination of any M et hod) 

Question 4 

\ 

IDENTIFY the method of costing in the following cases and give one example of industry where this method 
is followed: 
(i) Cost of each job is ascertained separately. It is suitable in all cases where work is undertaken on 

receiving a customer's order. 
(ii) Cost of completin,c each stage of work is ascertained. 
(iii) Each group is treated as a unit of cost and thus separately costed . Here cost per unit is determined by 

dividing the cost of the group by the number of units produced. 
(iv) A combination of two or more methods of costine. {MTP 4 Marks Nov'24} 

Answer 4 
S. No. Method of costing Example of industry where this method is followed 
( i) Job Costing Print ing press 

( ii) Process Costing Paper and Pulp 

(iii) Bat ch Costing Bakery 

(iv) Multiple Costing Bicycles 

Question 5 

Narrate the objectives of cost accounting. {RTP Nov'23} 

Answer 5 
The main objectives o f in troduction of a Cost Accoun ting System in a manufacturing organ ization are as 
follows: 

(i) Ascertainment of cost: The m ain objective of a Cost Accounting system is to ascert ain cost for cost 
objects. Costing m ay be post completion or con tinuous but the aim is to arrive at a comple te and accurate 

cost figure to assist t he users t o compare, contro l and make various decisions. 
(Ii) Determination of sell ing price: Cost Account ing System in a m anufacturing organization enab les to 

determ ine desired sell ing price after adding expected profit margin w it h the cost o f the goods 
m anu factured. 

(iii) Cost control and Cost reduction: Cost Accounting System equips the cost cont ro ller to adhere and contro l 

Chapter 1 Introduction to Cost and Management A~ ounting 
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t he cost estimate or cost budget and assist t hem to identi fy the areas of cost reduct ion. 

(iv) Ascertainment o f profit of each activity: Cost Accounting System helps to class ify cost on the basis of 
activity to ascertain activity w ise profitab ility. 

(v) Assisting in managerial decision making: Cost Accounting System provides relevant cost information and 
assists managers to m ake var ious decisions. 

Question 6 

State the mc,thod of costing that would be, most suitable, for: 
(i) Oil Refinery 
(ii) lntc,rior Oc,coration 
(iii) Airlines Company 
(iv) Advertising 
(v) Car Assembly. {PYP 5 Marks Jan'21} 

Answer 6 
Method of Cost ing 
S.No. Industry Method of Costin,: 
(i) Oil Refinery Process Costing 

(ii) Interior Decoration Job Cost ing 

(i i i) Airlines Company Operation/ Service Cost ing 
(iv) Advertising Job Costing 

(v) Car Assembly M ultip le Costing 

Question 7 

Specify tho types of Responsibility centers under the followin,: situations: 
(i) Purchase of bonds, stocks, or real estate property. 
(ii) Ticket counter In o Railway station. 
(iii) Decentralized branches of an o,ganization. 
(Iv) Maharana, N:ivratn:i and Minlr:itna public sector undertaking (PSU) of Central Government. 
(v) Sales Department of an organization. {PYP 5 Marks Ju/121} 

Answe r 7 

Particulars Types of Responsibility Centre 

(I) Purchase of bonds, stocks, or rea l est ate property. Investment Centre 

( i I) Ticket counter in a Ra ilway station. Revenue Centre 

(iii ) Decentralized branches of an organization. Prof it Centre 

( iv) Maharatna, Navratna and M iniratna public sector undertaking Investment Centre 
(PSU) of Central Government. 

(v) Sales Department of an organization. Revenue Centre 

EXAM INSIGHTS: It was a t heoretical question requi r ing examinees to specify t he type of responsibil ity 

centre for the given f ive stat em ents. Majority of the examinees fa iled to give clear responses to the 

statements. Performance of t he examinees was below average. 

Question 8 

Identify the methods of costing from the following statements: 
(i) Costs are directly charged to a group of products. 
(ii) Nature of the, product is complc,x and mc,thod cannot be, ascc,rtained. 
(iii) Costs ascertained for a single product. 
(iv) All costs are directly charged to a specific Job. 
(v) Costs are charged to operations and averaged over units produced. {PYP 5 Marks May'22} 

Chapter 1 Introduction to Cost and Mainagement Accounting 
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Answer 8 
M ethod of costing followed: 

Situation Method of costing 
(i) Costs are direct ly charged to a eroup of products. Batch cost ing 
(ii) Nature of the product is complex and method can not be ascertained. Multiple costing 

(iii) Cost is ascertained for a single product . Unit/ Single/Output costing 
(iv) All costs are dire ctly charged to a specific job. Job costing 
(v) Costs are charged to operations and averaged over units produced. Process costing 

EXAM INSIGHTS: This quest ion was based on identification of methods of costi ng used in the given 
statements. Most of the examinees answered partially correct . Performance of the examinees was 
average. 

Question 9 
Mention the cost units (physical measurements) for the following Industry/product: 
(i) Automobile 
(ii) Gas 
(ill) Brick works 
(iv) Power 
(v) Steel 
(vi) Transport (by road) 
(vii) Chemical 
(viii) Oil 
(ix) Brewing 
(x) Cement {PYP 5 Marks Nov'22) 

Answer 9 

Industry or Product 
Automobile 
Gas 
Brick works 
Power 
Steel 
Transport (by road) 
Chemical 
Oil 
Brewing 
Cement 

Cost Units 
Nu mber 
Cubic feet 
1,000 bricks 
Kilo-watt hour (kWh) 
Tonne 
Passenger- kilometer or Tonne -kilometer 
Litre, gallon, kilogram, tonne e tc . 
Barre l, tonne, litre 
Barre l 
Ton/ per bag etc. 

EXAM INSIGHTS: Theory question requiring examinees to mention the cost units (physical measurements) 
for the give n industry/products. Most of t he examinees answe red It partially correct. Performance of the 
examinees. was above average . 

i•l!i41Ct♦i,ii•-
oefine cost objects and give examples of any four cost objects. (PYP 5 Marks, May'23} 
Answer 10 
Definition of cost objects 
Cost object is anythi ng for w hich a separate measurement of cost is re quired. Cost object may be a product, a 
service, a project, a customer, a brand category, an activity, a department or a programme etc. 
Examples of cost objects 

Chapter 1 Introduction to Cost and Management A~ ounting 
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Product Smart phon•, Tabl•t computer, SUV Car, Book •tc. 

Service An airline fl ight from Delhi to Mumbai, Concurrent audit assignment, Ut ility bill payment facility etc. 

Project Metro Rail project, Road projects etc. 

Activity Quality ins pection of materials, Placing of orders etc. 

Process Refinement of crudes In oil refineries, melting of bil lets or Ingots in rolling mills etc. 

Departmen Production department, Finance & Accounts, Safety etc, 

EXAM INSIGHTS: In t his theoretical question, examinees must define the Cost Objects and give examples 

of any four cost objects. The performance of the examinees was poor as most of the examinees had 
written the objectives of cost/costing instead of cost objects. 

Question 11 

Answer any four of the following: 
Explain very briefly the following terms used in Cost and Management Accounting: 

(II Pre-determined Cost 
(iii Estimated Cost 

(ill) Imputed Cost 
(ivl Discretionary Cost {PYP 5 Marks Nov'23} 

Answer 11 
{i) Pre- Determined Cost 

A cost which is computed in advance before prod uction or operations start, on the basis of specification 
of al l the factors affecting cost, is known as a pre-determined cost. 

(ii) Estimated Cost 
Estimated cost Is "the expected cost of manufactu re, or acquisition, often in te rms of a unit of product 
computed on the basis of information available in advance of actual production or purchase" . Est imated 
costs are prospective costs since they re fe r to prediction of costs. 

(iii) Imputed Cost 
Imputed costs do not involve any immediate cash payment . Implicit costs are not recorded in the books 
of account but yet, they are important for certain types of managerial decisions such as equipment 
replacement and relative profitab ility of two alternative courses of action. They are also known as 
economic costs. These costs are sim ilar to opportunity cost. 

(iv) Discretionary Cost 
Discretionary costs are not ti ed to a clear cause and effect relationship between inputs and outputs, They 
arise from periodic decisions regarding the maximum outlay to be incurred. Examples are -advertising, 
publi c relations, training etc. 

EXAM INSIGHTS: Theory question requ iring examinees to briefly explain the given terms used in Cost and 
Management Accounting. Most of the answers were vague and exhibited limited understanding of the 
terms. Overall performance of the examinees was below average. 

Question 12 

State the limitations of cost and management accounting. (MTP Oct'l8, 5 Marks, RTP Nov'2l } 
Answer 12 
Li ke other branches of accounting, cost and management accounting is also having certa in limitations. The 
limitations of cost and management accounting are as fo llows: 
1. Expensive: It is expensive because analysis, a llocation and absorption of overheads require 

considerable amount of additio na l work, and hence additiona l money. 

Chapter 1 Introduction to Cost and Mainagement Accounting 
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2. Requirement of Reconciliation: The resu lts shown by cost accounts differ from those shown by 
fi nancial accounts. Thus Preparation of reconcili ation statements is necessary to verify their accuracy. 

3. Duplication of Work: It invo lves duplication of work as organization has to mainta in two sets of 
accounts i. e. Financial Account and Cost Account. 

4. Inefficiency: Costing system itse lf does not control costs but its usage does. 

Question 13 

DISCUSS the Standard and Discretionary Cost Centres {MTP S Marks Mar'21 & Oct'23,SM} 

Answer 13 
(i) Standards Cost Centre: Cost Centre where output is measura ble and inpu t required for the output can 

be specified. Based on a well-established study, an estimate of standard units of input to produce a unit 
of output is set. The actual cost for inputs is compared with the standard cost. Any deviation (variance) 
in cost is measured and analysed into control lable and uncont rollable cost. The manager of the cost 
centre is supposed to comply with the standard and he ld responsible for adverse cost variances. The 
input-output ratio for a standard cost centre is clearly identifiable. 

(ii) Discretionary Cost Centre: The cost center whose output cannot be measured in financia l terms, thus 
input-output ratio cannot be defi ned. The cost of input is compared with allocated budget for the 
activity. Exam ple of di scre tionary cost centers are Research & Deve lopment departmen t, 
Advert isement department where output of these department cannot be measured with ce rta inty 
and co-re lated with cost incurred on inputs. 

Question 14 
- -

EXPLA,IN the difference between product cost and period cost. {MTP S Marks Apr'19, Oct'22) 

Answer 14 
Product costs are those costs that are Ide ntified with the goods purchased or produced for resale. In a 
manufacturi ng orga nisation they are attached to the product and that are included in the inventory 
valuation for finished goods, or for Incomple te goods. Product cost Is also known as lnventoriable cost. 
Under absorption costing method it includes direct material, direct labour, direct expenses, di rectly 
attributable costs (variable and non-variable ) and othe r production (manufacturing) overheads. Under 
marginal costing method Product Costs include s a ll variable product ion costs and the all fixed costs a re 
deducte d from the contribu tion. 
Periods costs a re the costs, which are not assigned to the products but are cha rged as expense aga inst 
reve nue of the period in which they are Incurred. Gene ra l Administration, marketing, sales a nd distributor 
overheads are recognized as period costs. 

Question 15 

DEFINE cost units? WRITE the cost unit basis against each of the following Industry/Product• Automobile, 
Steel, Cement, Chemicals, Power and Transport. {MTP S Marks Mar'23, RTP Nov'22} 

Answer 15 

Cost units are usua lly the units of physica l measurement li ke number, vve ight, area, volume, length, time and 
value. 

Industry or Product Cost Unit Basis 

Automobile Number 
Steel Ton 
Cement Ton/ per bag etc. 
Chemicals Litre, gallon, kilogram, ton etc. 
Power Kilo-\"latt hour (kWh) 
Transport Passenger- kilometer 

Chapter 1 Introduction to Cost and Management A~ ounting 
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Question 16 

DISCUSS the Controllable and un-controllable varianoes. (RTP Sep'24) 

Answer 16 

Controllable and un•controllable variances: The purpose of the standard costing reports is to investigate the 
reasons for significant variances so as to identify the problems and take corrective action. 

Var iances are broadly of two types, namely, contro llab le and uncontro llable. Controllable variances are those 
which can be control led by the departmental heads whereas uncontrollable variances are those which are 
beyond their control. Responsibility centres are answerab le for all adverse variances which are controllable and 

are appreciated for favourabl e variances. Cont rollability is a subjective matter and varies from situation to 

situation. If the uncontrollable variances are of significant nature and are persistent, the standard may need 
revision. 

Question 17 

"Technology has played a significant role in cost accounting enabling business to automate their process." 
EXPLAIN the impaot of Information Technology in Cost Accounting in the light of above statement. 
(MTP 5 Marks Mar'24} 

Or 
Discuss the impact of Information Technology in Cost Accounting. 
(RTP May'24, May'22 & May'20, MTP 5 Marks Mar'19 & Apr'23 & Sep123, PYP 5 Marks Jan'21} 

Answer 17 

The impact of IT in cost accounting may include the followings: 
(i) Afrer the introduction of ERPs, differen t functional activi ties get integrated and as a consequence a single 

entry into the accounting system provides custom made reports for every purpose and saves an 
organi sa tion from preparing di f ferent sets of documen ts. Reconci liation process of results o f both cost-and 
financial accounting systems become simpler and less sophisticated. 

{i i) A m ove towards paper less environment can be seen where documents like Bil l of M aterial, Material 

Requisit ion Note, Goods Received Note, labour utilisation repor t etc. are no longer required to be prepared 

in multiple copies, the related department can get e-copy from the system. 

(iii) Information Technology with the help o f internet (including intranet and extranet) helps in resource 

procurement and mobilisation. For example, production department can get materials from the stores 
w ithout Issuing material requisit ion note physically. Sim ilarly, purchase orders can be initiated to the 
suppliers with the help of extranet. This enables an entity to shift towards Just-in-Time (JIT} approach of 

inventory managem ent and production. 

{iv} Cost information for a cost centre or cost object is ascertained with accuracy in timely manner. Each cost 
centre and cost object is codified and all related costs are assigned to the cost object or cost centre. This 

process automates the cost accumulation and ascertainment process. The cost information can be 
customised as per the requirement. For example, w hen an entity manufactures or provide services, i t can 

know information job-wise, batch-wise, process-wise, cost centre w ise etc. 

(v) Uniformity in preparation o f report, budgets and standards can be achieved with the help of IT. ERP 
software plays an important role in bringing uniformi ty irrespective of location, currency, language and 

regulations. 

(vi} Cost and revenue variance reports are generated in real time basis which enables the management to take 

control measures immediately. 

{vii} IT enab les an entity to monitor and analyse each process of manufactur ing or service activity closely to 
eliminate non-value- added activities. 

The above are examples o f few areas where Cost Accounting is done with the help of IT. 

Chapter 1 Introduction to Cost and Mainagement Accounting 
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DIFFERENTIATE between cost control and cost reduction {MTP 5 Marks, Apr'Z1, Apr'19, Aug'18 & Oct'Z3} (RTP 
Nov'Z1, May'19, Nov'18 & Nov'ZZ & May'Z3} (PYP May'19 5 Marks, PYP 5 Marks Dec'Z1 & May '24} 

Answer 18 

Difference between Cost Control and Cost Reduction 

Cost Control Cost Reduction 

1. Cost control aims at maint aining the costs in 1. Cost reduction is concerned with reducing costs. 
accordance w ith the established standards. It challenges all standards and endeavours to 

improvise them continuously 

2. Cost control seeks to attain lowest possible cost 2. Cost reduction recognises no conditio n as 
under existing conditions. permanent, since a change w ill result in lower cost . 

3. In case of cost con trol, emphasis is on past and 3. In case of cost reduction, it is on present and f ut ure. 

present 

4. Cost control is a prevent ive function 4. Cost reduction is a corrective function. It operates 
even when an efficient cost co ntrol system exists. 

5. Cost control ends when targets are achieved. 5. Cost reduction has no visible end and is 
continuous process. 

EXAM INSIGHTS: The theory question required knowledge of the concepts of two terms Cost Control and Cost 

Reduction t o identify differences between them. Most of the examinees answered partly correct 
Performance of the examinees was below average. In this theoretical question on 'Cost control and Cost 

reduction', below average performance of the examinees was observed. 

Question 19 

EXPLAIN the difference between Cost Accounting and ~anagement Accounting 
(MTP 5 Marks, Oct'Z1 & Mar'23) (RTP Nov'19, Moy'ZO & Nov'22) (PYP 5 Marks Nov'ZO) 

Answer 19 
Difference between Cost Accounting and Management Accounting 

Basis Cost Accounting Management Accounting 

(i) Nature It records the quantitative aspect only. It records both qualitat ive and quantitative 
aspect . 

(i i) Objective It records the cost of p roducing a It Provides information to management 
product and provid ing a service. for planning and co-ordination. 

(iii) Area It only deals w ith cost Ascertainm ent. It is wider in scope as it includes financial 

accounting, budgeting, 
taxation, planning etc. 

(iv) Recording o f It uses both past and presen t figures. It is focused w it h the projection o f f igures for 

data futu re. 

(v) Development Its developmen t is re lated to It develops in accordance to the need of 

industrial revolution. modern business w orld. 

(vi) Rules and It fo llow s certain principles and It does not follow any specific rules and 

Regulation procedures for recording costs of regulations. 
d ifferent products. 

Question 20 

SUGGEST the unit of cost for following industries: (RTP May'Z3} 
(a) Transport 

Chapter 1 Introduction to Cost and Management A~ ounting 

a 

DS



~ ----------
(bl Power 
(c) Hotel 
(d) Hospital 
(e) Steel 
(fl Coal mining 
(gl Professional Services 
(hi Gas 
(II Engineering 
(j) Oil 

Answer 20 

Cost units are as follows: 

Industry or Product Cost Unit Basis 

Transport Passenger - kilometer 

Power Kilo-v,att hour (kWh) 

Hotel Room 

Hospitals Patient day 

Steel Ton 

Coa l m in ing Tonne/ton 

Professional services Chargeable hour, job, contract 

Gas Cubic feet 

Engineering Contract, job 

Oil Barrel, tonne, litre 

Question 21 

Briefly explain the 'techniques of costing'. (PYP 5 Marks Dec'2l} 

A 21 nswer 
11 JI , . . .. .r-. - - .-. • - ----~· -

Techniques Description 

Uniform When a number of firm s in an industry agree among themselves to follow the same system of 

Costing costing in detail, adopting common term inology for various items and processes they are said 
to fo llow a syst em of uniform costing. 

Advantages of such a system are: 
I. A comparison o f the performance of each of the firm s can be made with that of anot her, 

or w ith the average performance in the indust ry . 
i i . Under such a syst em, It is also possible to det erm ine the cost of production o f goods w hich 

is t rue for the industry as a whole. i t is found useful w hen tax-relief or protection is sought 
from the Government. 

M arginal It is defined as t he ascertainment o f marginal cost by differen tiating between f ixed and variab le 
Costing cost s. It is used to ascertain e ffect o f changes in volume or type o f output on profit . 

Standard it is the name given to t he technique w hereby standard costs are pre-determined and 

Costing and subsequently compared w ith the recorded actua l costs. It is thus a technique of cost 
Variance ascertainment and cost control. This technique may be used in conjunction wit h any method of 
Analysis costing. However, i t is especiall y suitab le w here the manufact ur ing method involves production 

o f standardized goods of repeti t ive nature. 

Historical it is the ascertainment of costs after they have been incurred. This type of costing has limited 

Costing utility. 

• Post Costing: It means ascer tainment o f cost after production is completed . 

• Continuous costing: Cost is ascertained as soon as the job is completed or even w hen t he 

job is in progress. 

Absorption it is the practice o f charging all cost s, both var iable and fixed to operations, processes or products. 

Costing This differs from marginal costing where fixed cost s are excluded. 
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Direct 

costing 

Question 22 

\ 

Direct costing is a specialized form of cost analysis that only uses variable costs to make 
decisions. It does not consider fixed costs, which are assumed to be associated with the t ime 
periods in which they are incurred. 

WHAT are the principles of estimation of costs and benefits? {MTP 4 Marks July'24} 

Answer 22 
After ident ification o f the costs and benefit s, it is now requ ired to be quantified i.e., the cost and be nefit 
shoul d be measured and estimated. The estimation is done by following the two principles as discusses below: 
(i) Variability: Variability means by how much a cost or benefi t increased or decreased due to the choice of 

t he option. Variable costs are the cost which differs under the different volume or activities. On 
the other hand, fixed costs remain same irrespective of volume and activiti es. 

(ii) Traceability: Traceability of cost means degree of re lationship between the cost and the choice of the 
option. Direct costs are directly assigned to the option on the other hand indirect costsneeds to be 
apportioned to the option on some reasonable basis. 

i•i'4iit-J,f¥ _ _ _ 
DISCUSS the objectives of time keeping & time booking. {MTP 4 Marks Aug'24} 

Answer 23 

Objectives of t ime keeping and t ime booking: Time keeping has the following two objectives: 
(i) Preparation of Payroll: Wage bills are pre pared by the payrol l department on the basis of informati on 

provided by the t ime keeping department. 
(ii) Computation of Cost : Labour cost of different jobs, departmentsor cost cente rs are computed by 

costing de partment on the basisof Information provided by the time keeping department. 
The objectives of t ime booking are as follows: 
(i) To asce rtain the labour time spent on a Job and the id le labour hours. 
(ii) To ascertain labour cost of various jobs and products. 
(iii) To calculate the amount of wages and bonus payable under t hewage ince ntive scheme. 
(iv) To compute and determine overhead rates and absorption ofoverheads under the labour and 

machine hour method. 
(v) To evaluate the performance of labour by comparing actual timebooked with standard or 

budgeted time. 

Question 24 

As per the controllability, cost can be classified as controllable & uncontrollable costs. How will you 

DIFFERENTIATE them? {MTP 4 Marks Mar'24} 
Or 

EXPLAIN the difference between controllable & uncontrollable costs? {RTP May'24 & May'22} 
Or 

DEFINE Controllable Cost and Uncontrollable Cost. {RTP Nov'18} {MTP 5 Marks Mar'19, Apr'23 & Sep'23} 

Answer 24 
(i) Controllable Costs: - Cost that can be controlled, typically by a cost, profit or investment centre manager 

is called controllable cost. Controllable costs incurred in a part icular responsibility centre can be 
influenced by the action of the executive heading that responsibility cent re. For example, direct costs 
comprising direct labour, direct material, direct expenses and some of the overheads are generally 
cont roll able by the shop level management. 

(ii) Uncontrollable Costs - Costs which cannot be infl uenced by the act ion of a specified member of an 
undertaking are known as uncontrollable costs. Fo r exa mple, expenditure incurred by, say, the tool room is 
controll able by the foreman in-charge of that sect ion bu t the share of the tool-room expend itu re which is 

Chapter 1 Introduction to Cost and Management A~ ounting 

J 

1.10 

DS



~ ----------
apportioned to a machine shop is not to be controlled by the machine shop foreman. 

Question 25 

EXPLAIN the types of responsibility centres. {MTP 5 Marks July'24} 

Answer 25 
(a) The various types of responsibil ity cent res are as fo ll ows: 
(i) Cost Centres: The responsibility centre which is held accountable for incurrence of costs which are under 

its control. The performance of t his responsibility centre is measured against pre-determined standards 
or budgets. The cost cen tres are of two types: 
(a) Standard Cost Centre and (b) Discretionary Cost Cent re 
(a) Standard Cost Centre: Cost Centre where output is measurable and input required for the output can 

be specified. Based on a well-established study, an estimate of sta ndard uni ts of input to produce a 
unit of output is set. The actual cost for inputs is compared with the standard cost. Any deviation 
(variance) in cost is measured and analysed Into controllable and uncontro llable cost. The manager 
of the cost cent re is expected to com ply with the standard and held responsible for adverse cost 
variances. The input-output ratio for a standard cost centre is clearly identifiable. 

(b) Discretionary Cost Centre: The cost cent re whose output cannot be measured in financial terms, thus 
input-output rotio cannot be defined. The cost of input is compared with allocated budget for the 
activity. Examples of discret ionary cost centres are Research & Development department, 
Advertisement department where output of these department cannot be measured with certai nty 
and co-related with cost incurred on inputs. 

(ii) Revenue Centres: The responsibil ity ce ntres wh ich are accountable for generation of revenue for the 
entity. Sales Department for example, is responsible for achievement of sales target and revenue 
generation. Though, revenue centres do n6t have control on expenditures it incurs but sometimes 
expend itures related with selling activities like commission to sales person etc. are incurred by reven ue 
centres. 

(iii) Profit Centres: These are the responsibility centres wh ich have both responsibility of gene ration of 
revenue and incurrence of expenditures. Since, managers of profit cen tres are :.ccount:.ble for both costs 
as well as revenue, profitability is the basis for measurement of performance of these responsibility 
centres.Examples of profit centres are dece ntralised branches of an organisation. 

(iv) Investment Centres: These are the responsibility centres whichare not only responsible for profi tabil ity 
but also have the authorityto make capital investment decisions. The performa nce of these responsibility 
centres are measured on the basis of Return on Investmen t (ROI) besides profit . Examples of investment 
centres are Maharatna, Navratna and Miniratna companies of Public Sector Undertakings of Central 
Government . 

Question 26 

DISCUSS cost classification based on variability and controllability. 
{MTP 5 Marks Nov'21 & Mar'lB RTP May'21 & May'19, SM} 
Answer 26 

ri LOR 

Based on this classification, costs are classified into th ree groups viz., fixed, variable and semi-variable. 
(:.) Fixed costs- These are t he costs wh ich are incurred for a period, and which, within certain output and 

turnover limits, tend to be unaffected by fluctuations in the levels of activity (output or tu rnover). They 
do not tend to increase or decrease with the changes In output. For example, ren t, insurance of factory 
building etc., remain the same for different levels of production. 

(b) Variable Costs- These costs t end to vary with the volume of activity. Any increase in the activity resu lts 
in an increase in the variable cost and vice-versa. For example, cost of direct material, cost of direct 
labour, etc. 

(c) Semi-variable costs- These costs contain both fixed and va riable components and are thus partly 
affected by fluctuations in the level of activity. Examples of semi variable costs are telephone bill s, gas 
and e lectricity etc. 

Costs here may be classified into controllable and uncont rollable costs. 
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(a) Controllable Costs: - Cost that can be controlled, typical ly by a cost, profit or investment centre manager 

is called control lable cost. Controllable costs incurred in a particular responsibil ity center can be 
influenced by the action of the manager heading that responsibility centre. For example, direct costs 

comprising direct labour, direct material, direct expenses and some of the overheads are generally 
controllable by the shop floor supervisor or the factory manager. 

(b) Uncontroll:.ble Costs · Costs which cannot be in fluenced by the action of a specified member of an 
undertaking are known as uncontrollable costs. For example, expenditure incurred by, say, the tool room 

is controllable by the foreman In-charge of that section but the share of the tool-room expenditure which 

is apport ioned to a machine shop is not controlled by the machine shop foreman. 

Question 27 

Describe any five benefits of the Digital Costing System. {PYP 5 Marks Sep'24) 

Answer 27 
Benefits of Digital Costing System are as follows: 

{i) Ascertainment of cost w ith certa in ty on a cost object. This helps to analyse the activities for cost 
allocation and apportionment. 

{ii) Analysis of data on time spent on each activity to study and formulate incentive plans. 
{Iii) Helps In material requirement planning and scheduling the materialprocurement. Data on resource 

consumption can be analysed for resource optimisation and finding the possibilities for zero \,vastage 
and Just-in Time (JIT) . 

{iv) Helps to identify and eliminate the non-value-added activities. 
(v) Data on resource consumption is helpful in setting t he standards and measurement of variances on real 

t ime basis. 
{vi) Data on current mar ket prices of material and consumables helps to estimate cost and setting standards 

on Marked to Market (M2M) basis. 
{vii) Extrapolation of data on customer behaviour towards the products to pred ict the market demand. It is 

helpful is preparation of budget s and planning of production. 
{viii) A better analysis of cost behaviour improves the cost benefit ana lysis and equipping the management 

in informed decision making. 

Question 28 "~ LDR 

Cost and Management Accounting information is used by different stakeholders. The users of the 
Information c:,n be bro:.dly categorised Into internal and c,xternal to the entity. 
GIVE two examples of internal users and three examples of external users and EXPLAIN how they are 

concerned with the Cost and M anagement Accounting lnform:it ion. {MTP 5 Marks Nov'24} 

Answer 28 
Internal Users 

Internal users, v,ho use the Cost and Management Accountingln formation may include the followings: 

(a) Policy Makers• The policy makers are those who formulate strategies 
{i) to achieve the goals {short & long t erm both) to fulfi l theobjectives of t he organisation. 

{ii) to position the organisation into the competit ive mar ketenvironment. 
{ii i) to design the organisat ional structure to get the policy andstrategies implemented. etc. 

{b) Managers• The managers use the information 

{i) to know the cost of a cost object and cost centre 

{ii) to know the price for the product or service 
{ill) to measure and evaluate per formance of responsib il i tycentres 
{iv) to the know the profit a bi lity-product-\01ise, department-wise, cust omer-wise et c. 

{v) to evaluate the strateg ic options and to make deci sions 
{c) Operational level staff• The operational level staff like supervisors, foreman, team leaders require 

inform3tion 

(i) to know the objectives and per f ormance goals for them 
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(ii) to know product and service specificat ions like volume,qual i ty and process e tc. 

(iii) to know the performance parameter s against wh ich their performance is measured and 
evaluat ed. 

(iv) to know div isiona l (responsibil i ty cen tr e) profitabi lity etc. 
(d) Employees• Employees are concerned with the information related with time and attendance, 

incentives for work, pC!rformancc standards etc. 

External Users 

Extern:>I users, who use the Cost :>nd M:>n:>gement Accounting inform:>tion m:>y include the followings: 
(a) Regulatory Authorities• Regulatory Authori ties are concerned w ith cost accounting data and 

Information for d ifferent purpose w hich Includes ta ri ff de terminat ion, providing subsidies, rate 
f ixa tion etc. To do th is t he regu latory bodies require in fo rmation on the basis of som e standard s 

and format in this regard. 
(b) Auditors· The audito rs wh ile conduct ing audit of financial accounts or for some other special 

purpose audit l ike cost audit etc. require information related w ith costing and repor t s reviewed 
by m anagem ent etc. 

(c) Shareholders• Shareholders are concer ned w ith i n for mation that effect their investment in the 
entity. M anagem ent communicates to the sharehol ders through per iodic communi que, annual 

reports etc. regard ing new orders rece ived, product expansion, market share for products etc. 
(d) Creditors and Lenders• Creditors and lenders are concerned with data and in formation which 

affects an entity's abil i ty to serve lenders or cred itors. For exampl e, any financial institutions 
wh ich provides loan to an entity against book debts and Inven tories are more concerned with 

regul ar reporting on net debt position and stock balances. 

Multiple Choice Questions {MCQ) 

1 . ___ is anything for which a separate measurement is required. (SM) 
(a) Cost unit 
(b) Cost object 
(c) Cost driver 

(d) Cost center 
Ans: (b) 

2. Which of the following is true about Cost control? {SM} 
(a ) i t is a corrective function 
(b) i t challenges the set standard s 

(c) i t ends w hen targets achieved 
(d) i t Is concerned with future 

Ans: (c) 

3. 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 hours 
Ans: (b) 

4 . Processes Costing method Is suitable for(SMJ 

(a) Transport sector 
(b) Chemical industr ies 

(c) Dam construction 
(d) Furniture making 

Ans: (b) 
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5. Which of the following is Not true about the cost control and cost reduction: {SM} 
(a) Cost control seeks to attain lowest possible cost under best conditions. 
(b) Cost control emphasizes on past and present. 
(c) Cost reduction is a corrective function. It operates even when an efficient cost control system exists. 
(d) Cost control ends when targets are achieved. 

Ans: (al 

6. Tho advantage of using IT In Cost Accounting doc,s not Include,: {SM} 
(a) Integration of various functions 
(b) Stock needs to be reconciled with Goods Rece ived Note 
(c) Reduction in multicity of documents 
(d) Customized reports can be prepared. 

Ans: (bl 

7. A taxi provider charges minimum~ 80 thereafter~ 12 per kilomater of distance travelled, the behaviour 
of conveyance cost is: {SM} 
(a) Fixed Cost 
(b) Semi-variable Cost 
(c) Variable Cost 
(d) Administrative cost. 

Ans: (bl 

8. A Ltd . has throe production dep:irtmcnt, and each department has two machines, which of the following 
cannot be treated as cost center for cost allocation: {SM} 
(a) Machines unde r the production de partment 
(b) Production departments 
(c) Both Production department and machines 
(d) A Ltd. 

Ans: (di 

9. Which of the foll owing js an example of functional classlficatiori of cost? {SM) 
(a) Direct Material Cost 
(b) Fixed Cost 
(c) Administrative Overheads 
(di Indirect Ove rheads. 

Ans: (c) 

10. Ticket counter in a Railway Station is an example of {SM} 
(a) Cost Centre 
(b) Revenue Centre 
(c) Profit Centre 
(d) Investment Centre 

Ans: (bl 

Chapter 1 Introduction to Cost and Management A~ounting 1.14 

DS



CONCEPTS OF THIS CHAPTER 
• Materials: meaning, need, importance. 

• Procedures and documentation for procuring, st oring, issuing materials. 

• Inventory control techniques and st ock level det ermination. 

• Compute EOQ and determine opt imum order quantity. 

• M ethods of inventory accounting; prepare stock ledger. 

• Normal vs. abnormal loss and account ing trea tment. 

QUICK REVIEW OF IMPORTANT CONCEPTS 

A. Inventory Control by Setting Quantity Levels 
(i) Re-order Stock Level (ROL): 

LOR Questions 

012 Q31 
034 035 

Maximum Consumption x Maximum Re-Order Period or, ROL = Minimum Stock Level + (Average Rate of 
Consumption x Average Re-order period) 

(ii) Re-Order Quantity/ Economic Order Quantity {EOQ): 

EOQ = 2x Annual Requirement (A) x Cost per order(O) 
Cartying Cost per unit per annum (c) 

(Iii) Minimum Stock Level: 
Minimum Stock l evel= Re-order Stock Level - (Average Consumption Rate x Average Re-order Period) 

(iv) Maximum Stock Level: 
Maximum Stock Level = Re-order Level + Reorder Quantity - (Minimum Consumption Rate x M inimum Re

order Per iod) 

(v) Average Inventory Level: 

Average Stock Level = Minimum Stock l evel + 1/2 Re -order Quantity Or 
A S k L I Maximmn Srock Le.vet + Minimum Stock Level 

verage toe eve = 
2 

B. On the basis of Relative Classification 

• ABC Analysis: On the basis of value and frequency of inventory 

• Fast, Slow and Non-Moving (FSN) : On the basis of inventory turnover 

• Vital, Essential and Desirable (VED): Based on importance of inventory 

• High, Medium and Low (HML): Based on price of an item of inventory 

C. Using Ratio Analysis 
(i) Input Output Ratio: Input-output ratio is the ratio of the quantity of input of material to production and the 

standard material content of the actual output. 
.. . Cost ofmaterh\ls consumed durina the period 

(11) Inventory Turnover Ratio: Inventory Turnover Ratio= f k h Id d . "
1 

. d Cost o average stoc · e unng t 1e peno 

D. Physical Control 

(i) Two Bin System 
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(ii) Establ ishment of system of budgets: 
(iii) Perpetual inventory records and continuous stock verification: 
(iv) Continuous Stock Verificat ion: 

Treatment of Loss of Material 

Normal Abnormal 

(i) Treatment of Waste Cost of normal waste is absorbed The Cost of abnormal loss is 
by good production units. t ransferred to costi ng profit and 

loss account. 
(ii ) Trc:1tmcnt of Scr:,p The scope of Scrap is borne by good The scope account should be 

units and income arises on account changed with full cost. The credit is 
realisable va lue is deducted from given to the job or process 
the cost. concerned. The profit or loss in the 

scrap account, on realisation, will 
be transferred to the costi ng profit 
and loss account . 

(ii i)Treatment of Spoilage Normal spoilage (i.e ., Which is The cost of abnormal spoilage(i.e., 
inherent in the operation) costs are arising out of causes not inherent in 
included in costs eithe r charging manufacturing process) is cha rged 
the loss due to spoilage to the to the costing profit and loss 
production orde r or by chargi ng it account. 
to production overhead so that it is 
spread ove r all products. 

(iv) Treatment of Defectives: The cost less realisable value on The material cost of abnormal loss 
sale of defectives are charged to is transferred to costing profi t and 
mate ri.al cost of good producti on. loss account . 

{v) Treatment of Obsolescence: 
The value of t he obsolete material he ld in stock is a tota l loss and immediate steps should be taken to 
dispose it off at the best available price. The loss arising out of obsolete materials on abnormal loss does 
not form part of the cost of manufactu re. 

Just in Time {JIT) Inventory Management 
JIT Is a system of inventory ma nagement with an approach to have a zero Inventories In stores. According to this 
approach material should only be purchased when it is actually required for production. 

Questions & Answers 

Theory Questions 

l•l1t4iit·UI-
EXPLAIN the advantaecs that would :,ccrue in uslne the LIFO method of pricine for the vnluation of r:,w 
material stock. {MTP 5 Marks, Apr'21} 

Answer 1 

The advantages that would accrue in using the LIFO method of pricing for the valuat ion of raw material stock 
are as fol lows: 
• The cost of materials issued will be either nearer to and or will reflect the current market price. Thus, the 

cost of goods produced will be related to the tre nd of the market price of materials. Such a trend in price of 
materials e nables the matching of cost of production with current sales revenues. 

• The use of the method during the period of rising prices does not reflect undue high profit in the income 
statement as it was under the first-in-first-out or average method. In fact, the profit shown here is relative ly 
lower because the cost of production takes into account the rising t rend of material prices. 

• In the case of fal ling prices profit tends to rise due to lower material cost, yet the finished products appear 
to be more competitive and are at market price. 
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• Over a period, t he use of LIFO helps to iron out the fl uctuations in pro fi ts. 

• In the peri od of inflation LIFO w ill tend to show the correct prof it and thus avoid paying undue taxes to 
some exten t. 

Question 2 

BRIEF the tre;:itment of followini: while calculatini: purchase cost of material : Tr:>de Discount, C:>sh 
Discount, Penalty, Insurance charges, Commission paid. {MTP 5 Marks Sep'22} 

Answer 2 

Trade Discount Trade discount is deducted from the purchase price if it is not shown as deduction 
in t he invoice. 

Cash Discount Cash d iscount is not deducted from the purchase price. It is treated as interes 

and finance charges. It is ignored. 

Penalty Penalty of any type is not included w ith the cost of purchase 

Insurance charges Insurance charges are paid for protecting goods during t ransit. It is 

added wit h the cost of purchase. 

Commission pa id Commission or brokerage paid is added w ith the cost o f purchase. 

Question 3 

Write a short note on VED analysis of Inventory Control . (PYP 5 Marks Ju/'21) 

Answer 3 
Vital, Essential and Desirable (VED): Under th is system of inventory analysis, inventories are classified on 

the bosis of its criticolity for the production function ond finol product. Generally, this classification Is done 

for spare parts which are used for product ion. 
(i ) Vito!- Items are classified as vital when its unavailobility c:>n interrupt the production process :>nd 

cause a production loss. Items under this category are strictly controlled by setting re-order level. 

(ii) Essential- Items under t his ca tegory are essen tia l but not vital. The unav:>ilability may cause sub 

standardization and loss of efficiency in production process. Item s under this cat egory are reviewed 
periodically and get the second priority. 

(iii) Desirable- Items under this category are optional in na ture; unavailability does not cause any 

production or efficiency loss. 

EXAM INSIGHTS: It was a theoreti cal questi on requir ing examinees to w r ite a short note on t he concept 

o f VED analysis o f Invent ory Contro l. Performance o f the examinees was below average. 

Question 4 

What is Bill of Material? Describe the uses of Bill of Material i n following departments: 

(i) Purchases Department 
(ii) Production Department 

(iii) Stores Department 
(iv) Cost/ Accounting Department (PYP 5 Marks Dec'2l} 

Answer 4 

Bill of Material : It is a detailed li st specifying the standard quantities and qualities of materials and 
components requ ired for producing a product or carrying out o f any job. 

Uses of Bill of Material in different department: 
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Purchase Production Department Stores Department Cost/ Accounting 
Department Department 

Mater ials are Production is planned according It is used as a reference It is used to estimate cost 
procured to the nature, volume of t he document while issu ing and profit. Any purchase, 
(purchased) on t he materials required to be used. mater ials to the issue and usage are 

basis of Accordingly, material requ isition requ isitioning compared/ ver i fied against 
specificat ions I ists a re prepared. department. this document. 

mentioned in i t. 

EXAM INSIGHTS: This theory question on Bil l of M aterial was not answered In t he correct line. Most of the 

students had w ritten the concept of invoicing of material instead of b ill of material. Performance of the 

examinees was poor. 

Question 5 

EXPLAIN the Usefulness/Suitability of ABC. (MTP 4 Marks Nov'24} 

Answer 5 

ABC is par ticular ly needed by organ isations for product costing in the following sit uations: 

1. High amount o f overhead: When production overheads are high and form significant costs, ABC is more 
useful than trad itional costing system. 

2. Wide range of products: ABC is most suitable, when, there is d iversityin the product range or there are 

multiple products. 
3. Presence o f non-volume related activities : W hen non-volume re lated activities e.g. material handling, 

inspection set -up, are present significantly and traditional system cannot be applied, ABC is a superior and 
better option. ABC w ill identi fy non-value-adding activities in the production process that might be a suitable 

focus for attention or elimination. 
4. Stiff competition: When the organisation is facing stiff compet ition and there is an urgent requirement to 

compute cost accurat ely andto fix the sell ing price according to the market situation, ABC is very useful. 
ABC can also facilitate in reducing cost by identifying non- value-adding activit ies in the production process 

that m ight be a suitab le focus for attention or elimination. 

Question 6 

Write down the treatment of following Items associated with purchase of materials. 

(i) Cash discount 
{ii) IGST 

(iii) Demurrage 
(iv) Shortage 

(v) Basic Custom Duty (PYP 5 Marks May'22} 

Answer 6 

Treatment of items associated w ith purchase of materials is tabulated as below 

Sr. Items Treatment 

No. 

(i) Cash Discount Cash discount is not deducted from the purchase pri ce. It is treated as 
interest and f inance charges. It is ignored. 

(ii) Integrated Goods and Integrated Goods and Service Tax (IGST) is paid on inter - st ate supply of 
Service Tax {IGST) goods and provision of services and collected from the buyers. It is 

excluded from the cost of purchase i f credit for the same is available. 
Unless m ent ioned specifically i t should not form part of cost of purchase. 
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(iii) Demurrage De murrage Is a penalty imposed by the t ransporter for de lay in uploading 
or offloading of materials. It is an abnormal cost and not included with cost 
of purchase 

(iv) Shortage Shortage in materials are treated as follows: 
Shortage due to normal reasons: Good units absorb the cost of shortage 
due to normal reasons. Losses due to breaking of bulk, evaporation, or due 
to any unavoidable conditions etc. are the reasons of normal loss. 
Shortage due to abnormal reasons: Shortage arises due to abnormal 
reasons such as material mishandling, pilferage, or due to any avoidable 
reasons are not absorbed by the good uni ts. Losses due to abnormal 
reasons are de bited to costing pro fit and loss account. 

(v) Basic Custom Duty Basic Custom duty is paid on import of goods from outside India. It is added 
with the purchase cost . 

EXAM INSIGHTS: This theory question tested the basic knowledge on treatment of given item 
associated with purchase of material. Most of the examinees answered it on correct line. Performance 
of the examinees was good. 

l•l1t41iM,i-
Which system of inventory management is known as 'Demand pull' or ' Pull through' system of 
production? Explain. Also, specify the two principles on which this system is based. 
(PYP 5 Marks Nov'22) 

Answer 7 
Just in Time (JIT) Inventory Management is also known as 'Demand pull' or 'Pull through' system of 
production. In this system, production process actuall y starts after the order for the products is received. 
Based on the demand, prod uct ion process starts and the requirement for raw materials is sent to the 
purchase department for purchase. 
It is a system of inventory management with an approach to have a zero inventories in stores. According to 
this approach material should only be purchased when it is actua lly required for production. 
JIT is based on two principles 
{i} Produce goods only when it is required and 
(ii} the products should be de livered to customers at the t ime only when they want. 

EXAM INSIGHTS: In this theory question examinees requires to identify system of inventory management 
which is known as 'Demand Pull' or 'Pul l Through' system of production and explaining its two principles. 

Overall performance of the examinees was average. 

Question 8 

State with reasons whether the following indopendc,nt statemc,nts are true or false: 
(i} Under LIFO method, in the period of falling prices, lower income is reported and income-tax liability is 

reduced. 
(ii) Under VEO analysis, inventories are classified on the basis of cost of individual items. 
(ill) Material requisition noto is prepared by tha store keeper. 
(iv) Simple average pricing method is suitable when quantity purchased under each lot is different and 

prices fluctuate considerably. 
(v} Bin card and stores ledger are maintained by the purchasing department. (PYP 5 Marks Nov'23) 
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Answer 8 

Statement No. True/False Reason 

{i) False Under LIFO method, in case of falling prices profit tends to rise due to lower 
material cost, thus income tax liability is increased. 

{i i) False Under VED Analysis, inventories are classified on the basis of its crit icality 
for the production function and final product. 

(ii i) False Material Requisition Note is prepared by the production or other consuming 
department. It is a voucher used to get material issued from store. 

(iv) False Simple average pricing method is suitable w hen the materials are received in 

uniform lots of similar quantity, and pr ices do not fluctuate considerab ly. 

(v) False Bin card is maintained by the storekeeper in the store. While Stores ledger is 
maintained in cost accounting depar tment. 

EXAM INSIGHTS: Question requiring examinees to state w ith reasons whether the given independen t 
statements were true or false. Most o f the examinees could not justify their answers appropriately. 

Performance of the examinees was below average. 

l •\it4iit·lli-
ENUMERATE the remedial steps to be taken to minimize the labour turnover . 
(MTP 4 Marks Apr'24,MTP Oct'19, 5 Marks} 

Answer 9 
The following steps are useful for minimizing labour turnover: 

(a) Exit interview: An interview to be arranged with each outgoing employee t o ascertain the reasons of 
his leaving the o rganization. 

(b ) Job analysis and evaluation: to ascert ain the requirement of each job. 
(c) Organization should make use of a scientific system of recruitment, placement and promotion for 

employees. 
(d) Organization should crea te healt hy atmosphere, providing education, medica l and housing facilities 

for workers. 
(e) Committee for settling workers grievances. 

Question 10 

DISTINGUISH clearly between Bin cards and Stores Ledger. 
(MTP 4 Marks Mar'22 & Mar'23, SM} 

Answer 10 
Difference between Bin Card & Stores Ledger 

Bin Card Stores Ledger 
It is maintained by t he storekeeper in t he store. It Is maintained i n cost accoun ting department. 

It contains only quantitative details of m ateri al It contains Information both in quantity and va lue. 

received, issued and returned to stores. 

Entries are made when transaction takes place. I t is always posted after the transaction . 

Each t ransaction is individual posted. Transact ions may be summar ized and then posted. 

Inter-department t ransfers do not appear in Bin Mater ial t ransfers from one job to another job are 
Card. recorded for costing purposes. 
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State how the following items are treated in arriving at the value of cost of material purchased: 
(i) Detention Charges/Fines 

(ii) Demurrage 
{iii) Cost of Returnable containers 

(iv) Central Goods and Service Tax (CGST) 
(v) Shortage due to abnormal reasons. {PYP 5 Marks Jan'21} 

Answer 11 
Treatment of items in arriving at the value of cost of material Purchased 

S. No. Items Treatment 

( i) Detention Detention charges/ fi nes imposed for non- compliance of rule or law by any 
charges/ Fine statutory aut hor ity. It is an abnormal cost and not included with cost of purchase. 

(ii) Demurrage Demurrage is a penalty imposed by the t ransporter for delay in uploading or 
offl oading of mater ials. It Is an abnormal cost and not included with cost of 
purchase. 

(iii ) Cost of Treat ment of cost of returnable cont ainers are as follows: 
returnable Returnable Conta iners: If the containers are returned and their costs are 

containers refunded, then cost of containers should not be considered in t he cost of 
purchase. If the amount of refund on returning the container is less than the 
amount paid, t hen, only t he short f all is added with t he cost of purchase. 

(iv) Central Goods Centra l Goods and Service Tax (CGST) is paid on manufacture and supply of goods 
and Service Tax and collected from t he buyer. It is excluded from t he cost of purchase if the input 

(CGST) credit is available for the same. Unless ment ioned specifically CGST is not added 
w it h the cost of purchase. 

(v) Shortage due Shortage arises due to abnormal reasons such as mat eri'al mishandling, p ilferage, 

to 3bnorm3l or due to any avoidable reasons are not absorbed by the good units. l osses due 
reasons t o abnormal reasons are debited to costing profit and loss account. 

Question 12 r:l LDR 

HOW is slow moving and non-moving item of stores detected and WHAT steps are necessary to reduce 
such stocks? {MTP 4 Marks Apr'24, SM} 

Answer 12 
Detection of slow moving and non-moving item of stores: 

The existence of slow moving and non-moving item of st ores can be det ected in the following ways. 
(i) By preparing and perusing periodic reports showing t he status of different Items or stores. 

(ii) By ca lculating t he inventory t urnover per iod of various items in terms o f number of days/ mont hs of 
consumption. 

(iii) By computing invent ory t urnover rat io per iodically, relating to t he issues as a percentage of average stock 
held. 

(iv) By implementing t he use of a w ell designed informat ion syst em. 
Necessary steps to reduce, stock of slow moving :,nd non-moving item of stores: 

(i) Proper procedure and guidelines should be laid down for t he disposal of non-moving items, before they 
fur ther deteriorates in value. 

(ii) Diversify product ion t o use up such mat erials. 
(iii) Use t hese materials as substitu te, in p lace of other mater ials. 

Question 13 

Distinguish between Waste and Scrap. Discuss the t reatment of normal and abnormal scrap in Cost Accounts. 
{PYP 5 Marks May '24} 
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Answer 13 
Difference between Waste and Scrap 

Waste Scrap 

1. The portion of raw material which is lost during storage/ 1. The output which is discarded and disposed off 

production and discarded. without further treatment. 

2. It is connected with raw material or Inputs to the 2. It is the loss connected w ith the output 
production process. 

3. Waste of materials may be visib le or invisib le. 3. Scraps are generally identifiable and has 
physical substance. 

4. Generally, waste has no recoverable value. 4. Scraps are termed as by- products and has 
small recoverable value. 

Treatment of Scrap 

Normal• The cost of scrap is borne by good units and income arises on account of real isable value is deducted 
from the cost. 
Abnormal• The scrap account should be charged w ith full cost. The credit is given to the job or process 

concerned. The profit or loss in the scrap account, on realisation, w ill be transferred to t he Costing Profit and 

Loss Account. 

Question 14 

You arc manaeine the inventory for a manufacturine company and notice that certain items In the store 
are not being utilized frequently, leading to increased holding costs. HOW would you identify slow • 

movine and non-moving items, and WHAT strategies would you Implement to minimize such stocks 
effectively? (MTP 4 Marks Dec'24} 

Answer 14 

Detection of slow moving and non-moving item of stores: 
The existence of slow moving and non-moving item of stores can be detected in the following ways. 

(i) By preparing and perusing periodic reports show ing the status of different items or stores. 

(ii) By calculating the invent ory turnover period of var ious items in terms of number of days/ months of 
consumption. 

(iii) By computing inventory turnover ratio periodically, relating to the issues as a percentage of average 
stock held. 

(iv) By implementing the use of a well-designed informat ion system. 

Necessary steps to reduce stock of slow movini: and non-movine item of stores: 
(i) Proper procedure and guidelines should be laid down for the disposal of non-moving items, before they 

further deteriorate In value. 

(ii) Diversify production to use up such mater ials. 
(iii) Use these materials as substitute, In place of other materials. 

Practical Questions 

Question 1S 

The following data are available in respect of material X for the year ended 31st March, 2021: 

(Rs.) 
Opening stock 9,00,000 
Purchases during the year 1,70,00,000 
Closing stock 11,00,000 

(i) CALCULATE: 
(a) Inventory turnover ratio, and 
(b) The number of days for which the average inventory Is held . 

(ii) INTERPRET the ratio calculated as above if the industry inventory turnover rate is 10. 
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~ ----------
{RTP Nov'2l, SM} 

Answer 15 

(i) 
(a} Inventory turnover ratio (Refer to working note} 

Cost of Sr:ock of raw material Consumed 
= Average stock of rawniaterial 
= Rs.l,68,00,000 = 

16
_
8 

Rs.10,00,.000 

(b} Average number of days for which the average inventory is held 
= 365 = 36Saays = 21 73 d 

Inventory turnover ratio 16.8 · ays 

Working Note: 

Particulars 

Opening stock of raw material 

Add: Material purchases during the year 

Less: Closing stock o f raw mater ial 

,~ 
9,00,000 

1, 70,00,000 

11,00,000 

1,68,00,000 

(ii) The Inventory turnover ratio for material X is 16.8 which mean an inventory item takes only 21.73 or 22 
days to issue from st ores for production process. The rate is better than the industry rat e which is 10 time 

or 36.S days. This inventory t urnover ratio indicates better inventory management system and good 
demand for the final product in market. 

Question 16 

The ye:irly production of:, company's product which h:is a ste:idy m:uket is 40,000 units. Each unit of a 
product requires 1 kg. of raw material. The cost of placing one order for raw material is 'I: 1,000 and the 
inventory carrying cost is~ 20 per annum. The lead time for procurement of raw material is 36 days and 
a safety stock of 1,000 kg. of raw materials is maintained by the company. The company has been able 
to negotiate the following discount structure with the raw material supplier: 

Order quantity (kg.) Discount (it) 
Up to 6,000 NIL 

6,001- 8,000 4,000 
8,001 - 16,000 20,000 
16,001- 30,000 32,000 

30,001- 45,000 4,0000 
You are REQUIRED to: 

(i) Calculate the re•order point considerine 30 days in:, month. 
(ii) Prepare a statement showing the total cost of procurement and storage of raw material aher 

considering the discount of the company elects to place one, two, four or five orders in the year. 
(iii} State the number of orders which the company should place to minimize the costs aher taking EOQ 

also into consideration. {MTP 10 Marks, Oct'21) 

Answer 16 
(a) Working notes 

1. Annual production = 40,000 units 
2. Raw material required for 40,000 units (40,000 units>< 1 kg.) = 40,000 kg. 

3. EOQ = .J2 x 40,000kgs.X Rs. 1,000 / Rs. 20 = 2,000 kgs. 

4. Total cost o f procurement and storage when the order size is equal to EOQ or 2,000 kg. 

No. of orders (40,000 kg. + 2,000 kg.} = 20 t imes 
Ordering cost {20 orders x ~1,000) = ~ 20,000 
Carrying cost (~) (½ >< 2,000 kg. x ~ 20} = ~ 20,000 

Total cost it 40,000 
(i) Re-order point = Safety stock + l ead time consumption 
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= 1,000 kg. + 40,000kg/360days x36days 
= 1,000 kg. + 4,000 kg. = 5,000 kg. 

(ii) statement showing the total cost of procurement and storage of raw materials 

(after considering the discount ) 
Order No. of Total cost of Average Total cost of Discount Total cost 

size orders procurement stock storage of raw 
materials 

Kg. (~) Kg. (") (~) (~) 

{1} {2} {3} : {2) x~l,000 (4) =½x {1} (5) = {4)x~20 (6) (7): (13} +(5)- {6) 
40,000 1 1,000 20,000 4,00,000 40,000 3,61,000 
20,000 2 2,000 10,000 2,00,000 32,000 1,70,000 
10,000 4 4,000 5,000 1,00,000 20,000 84,000 
8,000 s 5,000 4,000 80,000 4,000 81,000 

{iii) Number of orders which the company should place to minimize the costs after taking EOQ also 
Into conside ration is 20 orde rs each of s ize 2,000 kg. The total cost of procurement and storage 
in this case comes to~ 40,000, which is minimum. (Refer to worki ng notes 3 and 4) 

Question 17 

The annual demand for an item of raw material is 48,000 units and the purchase price is 'I: 80 per unit. 
The cost of processing an order is~ 1,350 and the annual cost of storage is~ 15 per unit. 

{i) DETERMINE is the optimal order quantity and total relevant cost for the order? 
(ii) If the cost of processing an order is I'( 800 and all other data remain same, then DETERMINE t he 

differential cost? 
(iii) If the supplier offers bulk purchase of 48,000 units at a price of ~ 72 and cost of placing the is Nil, 

SHOULD the order be accepted? (MTP 5 Marks Nov'21) 

Answer 17 
(i) Optimal order quantity i.e. E.O.Q. 

(ii) 

= 
Zx48,000xl,350 

15 
= , 186,40,000 = 2,939 un its 

Relevant Cost of th is order quantity 

Ordering cost= 48,000 / 2,939 =16.33, say 17 orders at ~ 1,350 
Carrying Cost= ½ x 2, 939 x 15 
Relevant cost 

Revised EOQ = , 
2 X48,000X800 

= 2,263 units 
15 

Relevant Cost of th is order quantity 

Ordering cost = 48,000 / 2,2,63 = 21.21, say 22 orders at ~ 800 
Carrying cost= ½ x 2,263 x 15 
Relevant cost 

Differential cost = 44,992.50 - 34,572.50 = I'( 10,420 

" 22,950.00 
22,042.50 
44,992.50 

" 17,600.00 
16,972.50 
34,572.50 

(iii) In case of discount in purchase price, t he tota l cost of Purchase cost , orderi ng cost and carrying cost 
shou ld be compare d. 

Original offer at 'I: 80 per unit Supplier offered at 'I: 72 per unit 

~ ~ 

Purchase Cost (48,000 x 80} 38,40,000.00 Purchase cost 34,56,000.00 
{48,000 X 72) 

Ordering cost 22,950.00 Ordering cost 0.00 
Carrying cost 22,042.50 Carrying cost 3,60,000.00 

½ X 48,000 X 15 
Total cost 38,84,992.50 38,16,000.00 

Specia l offer at ~ 72 per unit should be accepted as it saves~ 68,992.50 as compared to original offer. 
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~ ----------
Question 18 

M/s SE Traders is a distributor of an electronic items. A periodic inventory of electronic items on hand is 
taken when books are closed at the end of each quarter. The following information is available for the 
quarter ended on 30th September, 2021: 
Sales 'I: 2,19,30,000 
Opening Stock 
Administrative Expenses 
Purchases (i ncluding freight inward): 

12,500 units @ 'I: 600 per unit 
'1:5,62,500 

• July 1, 2021 25,000 units @ 'I: 573 per unit 
• September 30, 2021 12,500 units @ 'i: 630 per unit 
Closing stock• September 30, 2021 16,000 units 
You arc required to COMPUTE the following by WAM (Weighted Avaragc Method), FIFO method and LIFO 
method assuming issue/ consumption pattern was even throughout the quarter: 
(I) V:,lue of Inventory on 30th September, 2021. 
(ii) Profit or loss for the quarter ended 30th September, 2021. {MTP 10 Marks Apr'22} 

Answer 18 
(i) Computation of Value of Inventory as on 30th September 2021: 

Date Particulars Units WAM (";) FIFO ('I:) 
01-07-21 Opening Stock 12,500 75,00,000 75,00,000 

('1;600><12,500) (!!;600xl2,500) 
01-07-21 Pu rchases 25,000 1,43,25,000 1,43,25,000 

('!.573x25,000) ("-573><25,000) 

30 -09-21 Purchases 12,500 78,75,000 
•. 

78,75,000 
(!!;630xl2,SOO) (!!;630xl2,500) 

01-07-21 Issues/ 34,000 2,01,96,000* 1,98,19,500** 
to Consumpt ion 

30-09-21 (Balancing figure) 
30 -09-21 Closing Stock 16,000 95,04,000 98,80,500 

W . h d r r = Rs.75.00,000 +Rs.1,43,25,000+Rs.78,75,000 = R 594 e ig t e ave age ate (1 2.s oo+zs.000+ 12,s oo)ttnit s s. 
* 'I; 594 X 34,000 = 'I; 2,01,96,000 
** 'I: 600 X 12,500 + 'I: 573 X 21,500 : 'I: 1,98,19,500 

(ii) 
*** '( 630 X 12,500 + '( 573 X 21,500 = '( 2,01,94,500 

Computation of Profit or Loss for the Quarter ended 30th September 2021 
Particulars WAM (1!;} FIFO (1!;) 

Sa les 2, 19,30,000 2, 19,30,000 

less: Consumption 2,01,96,000 1,98,19,500 

Less: Administrative Exp. 5,62,500 5,62,500 

Profit or Loss 11,71,500 15,48,000 

LIFO ('I:) 
75,00,000 

(1!;600xl 2,SOO) 
1,43,25,000 

('1:573x25,000) 

78,75,000 
('1;630x12,500) 

2 01 94 500••• , , ' 

95,05,500 

LIFO ('I:) 
2,19,30,000 
2,01,94,500 

5,62,500 

11,73,000 

A company produces a product 'AB' by using two raw materials • 'Material Ae' and ' Material Be' in the 
ratio of 5:3. 
A sales volume of 50,000 kgs is estimated for the month of December by the managers expecting the trend 
will continue for entire year. The ratio of input and output is 8:5. 
Other Information about Raw Material Ae is as follows: 
Purchase Price I!; 150 per kg 
Ra-order period 2 to 3 days 
Carrying Cost 12% 
Note: Material Ac is perishable in nature and If not used within 3.5 days of purchase it becomes obsolete. 
To place an order for material 'Ae', the company has to incur an administrative cost of 'I; 375 per order. At 
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~ 
present, material 'Ae' is purchased in a lot of 7,500 kgs. to avail the discount on purchase. Company works for 

25 days in a month and production is carried out evenly. 
You are required to CALCULATE: 

(i) Economic Order Quantity (EOQ) for Material Ae; 
{ii) Maximum stock level for Material Ae . {MTP 5 Marks Sep'22} 

Answer 19 
{i) Monthly production of AB= 50,000 kgs 

Raw material required = 50,000/5 x 8 = 80,000 kgs 
M aterial Ae and Mater ial Be ratio = 5:3 
Therefore, material Ae = 80,000/8 x 5 =50,000 kgs 

C I I 
. f EOQ (2 X (Annual demand x cost perord•r) 

a cu at1on o = . . , Annual holdmg cost per urnt 

EOQ = 2 x 50,000 kgs x 12 x 375 = 
5 

OOO k 
, 12%of,1so ' gs 

(ii) Calculation of maximum stock level of Material Ae which is perishable in nature and is required to be 

used within 3.5 days. 

(a) Stock equals to 3.5 days consumption= 50,000 kgs/ 25 days x 3.5 days= 7,000 kgs 
(b) Maximum stock level for Material Ae 

Maximum stock = Reorder quantity+ reorder level - (minimum consumption x minimum lead time) 

Where, reorder quantity= 7,500 kgs 
Reorder level = maximum consumption• x maximum lead time 

= 50,000/ 25 x 3 days= 6,000 kgs 
Now, Maximum stock level = 7,500 kgs + 61000 kgs - (50,000 /25 days x 2 days)= 9,500 kgs 

Stock required for 3.5 days consumption is lower than the maximum stock level calcu lated above. 
Therefore, maximum stock level will be 7,000 kgs. 

(*since production is processed evenly throughout the month,material consumption w ill also be even.) 

Question 20 

P Limited produces product 'P' . It uses annually 60,000 units of a material 'Rex' costing~ 10 per unit. 
Other relevant Information arc : 
Cost of placing an order 

Carrying cost 
Re-order period 

Safety stock 
The company operates 300 days in a year. 

You are required to calculate: 
(i) Economic Order Quantity for material 'Rex'. 

(ii) Re-order Level. 
(iii) Maximum Stock Level. 

(iv) Average Stock Level. {MTP 5 Marks, Oct'23) 
Answer 20 

I. Economic Order Quantity (E.O.Q) 

--

= 

2X Annual requlremnet of Rex' X Ordering cost per order 
Annual Carrying cost per unit per annum 

2 ><60.000 units XRs.800 

Rs.10 Xl5% 
= 

9,60,00,000 
= 8,000 Units 

Rs.1.5 

>: 800 per order 

15% per annum of average inventory 
10 days 

600 units 

II. Re-order Level = Safety Stock+ (Normal daily Usage x Re-order period) 

= 600 + (60,000 u.nits X 10 Da s) 
300days y 

= 600 + 2,000 

= 2,600 units 
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Ill. Maximum Stock Level = E.O.Q (Re-order Quantity)+ Safety Stock 
= 8,000 units+ 600 units 

= 8,600 units 

IV. Average Stock Level = M inimum Stock level+ ½ Re -order Quantity 

= 600* + ~ 8,000 units 

= 4,600 units 

Average Stock level = 

OR 

Maxinmm. Stock level +it.fi.11imlan Stock Level 

2 
8.600 w1its+600 ,units 

= 
2 

= 4,600 units 

* Minimum St ock Level= Re - Order Level - (Normal daily usage x Re-order period) 

= 2 600. (60,000 units X 10 Da s) 
, 300 days y 

= 2,600 - 2,000 
= 600 units 

OR 
Minimum Stock Level = Safety Stock level= 600 units 

Question 21 

Following details nrc related to a manufncturing concern: 

Re-order Level 

Economic Order Quality , \ '"II\\ II 
Minimum Stock Level 

. . 
\\/,' r I \\// 

Maximum Stock Level I ' \! I I ,..1 
Average Lead Tim<l 
Difference between minimum lead time and Maximum lead time 

Calculate: 
(i) Maximum consumption per day 
(ii) Minimum consumption per day {RTP Nov'23} 

Answer 21 
Diffe rence betw een Minimum lead time Maximum lead time = 4 days 
Max. lead t ime - Min. lead time = 4 days 

Or, M ax. lead time= Min. lead t ime+ 4 days..................................... (i) 
Average lead t ime is given as 6 days i.e. 
Ma:t·.lfladctinw+Min.luad time .. 

2 
= 6 Days ................... ... ... ................. ....... (11) 

Putt ing t he value of (i) in (ii), 
Min.lead-time+4 Da.ys+Min.lead T ime 

2 
Or, Min. lead time+ 4 days+ Min. lead t ime 

Or, 2 Min. lead t ime 

Or, Minimum lead time= 8 d;ys = 4 Days 

= 6 Days 

= 12 days 

= 8 days 

Putting this M inimum lead time value in (i), vve get 
Maximum lead time= 4 days + 4 days= 8 days 

(i) Maximum consumption per day: 

1,60,000 units 

90,000 
1,00,000 units 
1,901000 units 

6 days 
4 days 

Re-order level = Max. Re-order period x Maximum Consumption per day 

1,60,000 units= 8 days x Maximum Consumption per day 
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. d 1,60,000 u nits OOO . Or, Maximum Consumption per ay = 8 = 20, uni ts 
days 

(ii) M inimum Consumption per day: 

Maximum Stock Level = 
Re -order leve l + Re -order Quantity - (Min. lead time x Min. Consumption per day) 
Or, 1,90,000 units = 1,60,000 units + 90,000 unit s - (4 days x Min. Consumption per day) 
Or, 4 days x Min. Consumption per day= 2,50,000 units - 1,90,000 units 

0 M. • C . d 60,000 u n i!S 15 OOO . r, 1nimum onsumpt1on pe r ay = 
4

d = , uni ts 
ays 

Question 22 

Wiwitsu Ltd. has provided the following information about the items in its inventory. 

Item Code Number Units Unit Cost ('!;) 
101 2S so 
102 300 01 
103 so 80 
104 75 08 
105 225 02 
106 75 12 

Wiwitsu Ltd. has adopted tho policy of classifying tho Items constituting 15% or above of Total Inventory 
Cost as 'A' category, items constituting 6% or less of Total Inventory Cost as 'C' category and the remaining 
items ::1s 'B' category. 

You are required to: 
(I) Rank the! Items on tho basis of % of Tot:,I Inventory Cost . 
(ii) Classify the items into A, Band C categories as per ABC Analysis of Inventory Control adopted by 

Wiwitsu Ltd. (PYP 5 Marks Ju/'21.} 

Answer 22 
(i) Statement of Total Inventory Cost and Ran king of items 

Item Units % of Total Unit cost Total Inventory % of Total Ranking 
code no. units ("t) cost ("t) Inventory cost 

101 25 3.33 50 1,250 16.67 2 
102 300 40.00 1 300 4.00 6 
103 so 6.67 80 4,000 53.33 1 
104 75 10.00 8 600 8.00 4 
105 225 30.00 2 450 6.00 5 

106 75 10.00 12 900 12.00 3 
750 100 153 7,500 100 

(ii ) Cl:,ssifying items as pC!r ABC Analysis of lnvc,ntory Control 
Basis for ABC Classification as % of Total Invento ry Cost 

15% & above -- 'A' items 

7% to 14% -- 'B' items 

6% & Less -- 'C' items 

Ranking Item code % of Total Total Inventory cost % of Total Catecory 
No. units ("') lnvantory Cost 

1 103 6.67 4,000 53.33 
2 101 3.33 1,250 16.67 

Total 2 10.00 5,250 70.00 A 
3 106 10.00 900 12.00 
4 104 10.00 600 8 .00 

Total 2 20.00 1,500 20.00 B 
s 105 30.00 450 6.00 
6 102 40.00 300 4.00 
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Total 2 70.00 750 10.00 C 
Grand Total 6 100 7,500 100 

EXAM INSIGHTS: It was a practical problem on inventory control for assigning ranks based on inventory 
cost percentage. The second part was related to ABC classification by following the cr iteria given in the 

question. Most of the examinees answered in the correct line. Above average performance was 
observed. 

Question 23 

A Limited a toy company purchases its requirement of raw material from S Limited at~ 120 per kg. The 

company incurs:, handling cost of" 400 plus freight of" 350 per order. The incremental carrying cost of 
inventory of raw material is ~ 0 .25 per kg per month. In addition the cost of working capital finance on 

the investment in inventory of raw material is~ 15 per kg per annum. The annual production of the toys 
is 60,000 units and 5 units of toys are obtained from one kg. of raw material . 

Required: 
{ii Calculate the Economic Order Quantity (EOQ) of raw materials. 

{iii Advise, how frequently company should order to minimize its procurement cost. Assume 360 days in 
a year. 

{iii) Calculate the total ordering cost and total inventory carrying cost per annum as per EOQ. 
{PYP 5 Marks May'22} 

Answer 23 

A I . f . I . k (Al 60,000 units 12 000 k nnua requirement o raw matena in g. = . k = , g. 
S umts per g 

Ordering Cost (Handl ing & freigh t cost) (0) = 0: 400 + °" 350 = " 750 
Carrying cost per unit per annum i.e. inventory carrying cost+ working capital cost (c xi) 
= {~ 0.25 x 12 months)+ ~15 
= ~ 18 per kg 

{ii E.O.Q.=, 2 x 12.oo~:;• X ~750 = 1,000 kg. 

{ii) Frequency of orders for procurement: 

Annual consumption (A)= 12,000 kg. 
Quantity per order (EOQ) = 1,000 kg. 

[ 
A l 12,000kg 

No. of orders per annum EOQ = l.OOOkg = 12 
12months 

Frequency of placing orders (in months) = 
12 

d = l months 
0 1· ers 

360d.ays 
Or, (in days) = 

2 
d - 30 days 

1 or ers 

{iii) Calculation of t otal ordering cost and total inventory carrying cost as per EOQ: 

Amount/Quantity 

Size of t he order 1,000 kg. 
No. of orders 12 
Cost of pl acing orders ~ 9,000 (12 orders x "! 750) 
Inventory carrying cost 'I: 9,000 {1,000 kg. x Y, ><" 18) 
Total Cost "!18,000 

EXAM INSIGHTS: This numerical question was on mate ri a I cost for the calculation of Economic order 
Quantity (EOQ), frequency of orders, ordering cost and total inventory carrying cost per annum at EOQ 
level. Most of the examinees did not answer on t he correct line and secured below average marks. 
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Wiwitsu Ltd. uses 7500 valves per month which is purchased at a price of" 1.50 per unit. The carrying 
cost is estimated to be 20% of average Inventory investment on an annual basis. The cost to place an 

order and getting the delivery is" 15. It takes a period of 1 .5 months to receive a delivery from the date 
of placing an order and a safety stock of 3200 valves is desired. 

You are required to determine: 
(i) The Economic Order Quantity {EOQ) and the frequency of orders. 

{ii) The re-order point. 
(iii) The Economic Order Quantity {EOQ) if the v::ilve cost"! 4.50 each lnste::id of 1.50 e::ich . 
{Assume a year consists of 360 days) (PYP 5 Marks Nov'22} 

Answer 24 
(i) C::ilculation of Economic Order Quantity 

Annual requirement (A) = 7500x12= 90,000 Va lves 
Cost per order (O) = 0: 15 
Inve ntory carrying cost (i) = 20% 
Cost per unit of spare (c) = 0: 1.5 
Carrying cost per unit (ix c) =" 1.5 x 20% =,,: 0.30 

. . .J2 XA XO Economic Order Quantity (EOQ) = . 
I X C 

= 2X90.000Xl5 = 3 000 V I 
0

_
3 

, a ves 

Fre quency of o rde r or Numbe r of Orders = 90,000/3,000 = 30 orders. 
So Order can be placed in every 12 (360days/30) days 

(ii) Re-order Quantity = {Maximum Consumption X Maximum lead time }+ safety Stock 
= {7500X1.5) + 3200 = 14,450 Va lves 

(iii) Calculation of Economic Order Quantity if valve costs" 4.50 

Carryi ng cost is 20% of " 4.50 = "0.90 

Economic Order Quantity (EOQ) = .J2 
~A XO 
I X C 

2X90,000Xl5 
= 

0.9 

= 1732.0508 units or 1733 Valves 

EXAM INSIGHTS: This is a Numerical question on material cost for the calculation of Economic Order 
Quantity (EOQ), frequency of orders, re - orde r point and revised EOQ on account of change in cost. Most 
of the examinees could not calculate reorder point correctly. A few examinees also made mistakes in 
calculation of frequency of orders. Overall performance was above averaee 

Question 25 

The following information pertains to ZB l imited for the year : 

Profit volumo ratio 

Margin of Safety (as % of total sales 

Fixed cost 
You are required to calculate: 
(i) Break even sales value (")-
(ii) Total sales value(") at present, 

30% 

25% 

,,: 12,60,000 

(iii) Proposed sales value (") if company wants to earn the present profit after reduction of 10% in fixed 
cost, 

(iv) Sales in value (0:) to be made to earn a profit of 20% on sales assuming fixed cost remains unchanged, 
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(v) New M argin of Safety if the sales value at present as computed in (ii) decreased by 12.5%. 

{PYP 5 Marks, May'23} 

Answer 25 

i) Calculation of Break-even sales in value: 

= Fixed Cost+ P/V Ratio 
= II( 12,60,000 + 30% = 'I: 42,00,000 

ii) Calculation of Total Sales value: 

Sales value (S) = Break-even Sales+ Margin of Safe ty 
Or, S = 42,00,000 + 0.25 S 
Or, 0.75 S = 42,00,000 
Or, S = 42,00,000 + 0.75 
Or, Sales = 'I: 56,00,000 

iii) Calculation of proposed sales value to earn present profit: 

Present profit = Sales - Variable cost - Fixed Cost 
= 'I: 56,00,000 - 70% of 56,00,000 - 'I: 12,60,000 
= ~ 56,00,000 - 'I: 39,20,000 - 'I: 12,60,000 
= 'I: 4,20,000 
Proposed Sales value (S) = 0. 7S + (90% of 'I: 12,60,000) + 4,20,000 
S = 0.7S + 11,34,000 + 4,20,000 
S = 15,54,000 + 0.3 = 'I: 51,80,000 

iv) Calculation of sales value to earn 20% on sales: 

Sales Va lue (S) = 0.7 S + 12,60,000 + 0.2S 
S = 12,60,0000 + 0.10 = ~ 1,26,00,000 

v) New Margin of Safety: 
={Sales - BES) + Sales 
= {87.5% of 56,00,000 - 42,00,000) + (87.5% of 56,00,000) 
= {49,00,000 - 42,00,000) + 49,00,000 
= 7,00,000 + 49,00,000 = 14.29% 

Or 
= (Sales - BES) 
= (87.5% of 56,00,000 -42,00,000) 
= 'I: 7,00,000 

EXAM INSIGHTS: This was a numerical question related to diffe rent aspects of Marginal Costing. Many 
examinees could not calculate sales value to earn a profit of 20% on sales and new margin of safety. 
An above average performance was opserved, 

C•i'I¥iiM,fHII 
Answer the following: 
ABC Limited manufactures a product 'AM 25' using material 'CEE'. The following information is available 

reeardlng material 'CEE': 

Purchase price per unit ii; 300 
Cost of placing an order 'I: 150 
Carrying cost per unit per annum 6% of purchase price 
Consumption of material 'CEE' per annum 1,94,400 units 
lead time Average 6 days, Maximum 8 days, Minimum 4 days 

Maximum consumption of material 'CEE' per day is 200 kg more than the average consumption per day. 
Required: 
Calculate the following in relation to material 'CEE': 
{ii Economic Order Quantity. 
(iii Reorder level 
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{iii) Maximum Stock level. (Assume 360 days in a year) (PYP 5 Marks Nov'23} 

Answer 26 

{i) Economic Order Quantity {EOQ) = JZAO 
. C 

Where, A= Annual demand for the materia l CEE = 1,94,400 Kgs 
0 = Ordering cost = ~ 150 

C = Carrying cost per unit per annum = 6% of ~ 300 = 18 

EOQ = zxt.94:;oxiso = 1,800 Units (Kes. ) 

(ii) Re-order level (ROL} = M aximum consumption• x Maximum lead time 
ROL = 740 >< 8 = 5,920 Ke. 
• Maximum Consumption = Average consumption +200 kg 

= L::~oo + 200 = 540 + 200 Kg= 740 Kg. 

M aximum lead time= 8 days 
(iii} M aximum Stock level= Re-order quantity+ Re-order level - (Min. consumption* x Min. lead time) 

= 1,800 + 5,920 - (340x4) 
= 7,720 - 1,360 = 6,360 Kg 
*Minimum consumpt ion = 2 >< Average consumption - Maslmum Consumption 
= 2x540-740 

= 1080 - 740 = 340 kg. 

EXAM INSIGHTS: Question on Material cost requiring ca lculation of Economic Order Quantity, Reorder level 
and Maximum Stock Level. Most of t he examinees answered in t he correct line and secured good marks. 

Question 27 

A company manufactures a product from a raw material, which ls purchased at Rs .180 per kg. The 
company incurs a handling cost of Rs.1,460 plus freight of Rs.940 per order. The incremental carrying cost 
of Inventory of raw material is Rs.2.5 per ke per month. In addition, the cost of working capital finance 
on the investment in inventory of raw material is Rs.18per kg per annum. The annual production of the 
product is 1,00,000 units and 2.5 units are obtained from one ke. of raw material. 
Required: 

(I) CALCULATE the economic order quantity of raw materials. 
(ii} DETERMINE, how frequently company should order for procurement be placed. 
(iii) If the company proposes to rationalize placement of orders on quarterly basis, DETERMINE the 

percentage of discount in the price of raw materials should be negotiated? Assume 360 days in a year. 
(MTP 10 Marks May'201 RTP May'23} {Same concept different figures MTP 5 Marks Oct'18) 

Answer 27 
(i) Calculation of Economic Order Quantity (E.O.Q) 

Annual requirement (usage) of raw material In kg. (A) = 1,00,000units / 2.S units per kg. = 40,000kg. 
Ordering Cost (Handling & freight cost) (0) = Rs.1,460 + Rs.940 = Rs.2,400 

Carrying cost per unit per annum (C) i.e. Inventory carrying cost + working capital cost 
= (Rs.2.5 x 12 months) + Rs.18 = Rs.48 per kg. 

E O Q µAO 2X40.000l.:g .XRs.2,400 = 2 OOO k 
· · · = ✓ C = Rs.48 ' g. 

(ii) Frequency of placing orders for procurement: 
Annual consumption {A) = 40,000 kg. 

Quantity per order (E.O.Q) = 2,000 kg. 
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A 40.000kg. 

No. of orders per annum (E.O.Q) = i,OOOkg. = 20 orders 

Frequency of placing orders (in days)= ::oddays = 18 days 
or ers 

(iii) Percentage of discount in the price of raw materials to be negotiated: 
Particulars On Quarterly Basis 

1. Annual Usage {in Kg.) 40,000 kg. 

2. Size of the order 10,000 kg. 

3. No. of orders (1 + 2) 4 
4. Cost of placing orders or Ordering Rs.9,600 

cost (No. of orders x Cost per (4 order x Rs2,400) 

order) 

s. Inventory carrying cost Rs.2,40,000 

(Average inventory x Carrying cost (10,000 kg. x ½ x Rs.48) 

per unit) 

6. Total Cost (4 + 5) Rs.2,49,600 

On E.0.Q Basis 

40,000 kg. 

2,000 kg. 

20 

Rs.48,000 
(20 orders x Rs2,400) 

Rs.48,000 
(2,000 kg. x ½ x Rs.48) 

Rs .96,000 

When order is placed on quarterly basis the order ing cost and carrying cost increased by Rs.1,53,600 
(Rs.2,49,600 - Rs.96,000). 
So, discount required= Rs.1,53,600 

Total annual purchase= 40,000 kg. x Rs.180 = Rs.72,00,000. 

So, Percentage of discount to be negotiated = ::;/
0

3
~~

0
°
0
°
0 

x 100 = 2.13% 

Question 28 

A company manufactures 10,000 units of a product per month. The cost of placing an order is '{200. The 
purchase price of the raw material is '(20 per kg. The re-order period is 4 to 8 weeks. The consumption of 
raw materials varies from 200 kg to 900 kg per week, the average consumption being SSO kg. The carrying 
cost of inventory is 20% per annum. 
You arc required to CA1CULATE: 
(i) Re-order quantity (ii) Re-order level 
(iii) Maximum level (Iv) Minimum level 
(v) Average stock level {MTP 5 Marks Apr'23 & Mar'21} {Same concept different figures PYP 5 Marks Nov'18} 

Answer 28 
(I) Reorder Quantity (ROQ,) = 1,691 kg. (Refer to working note) 
(ii) Reorder level (ROL) = Maximum usage x Maximum re-order per iod 

= 900 kg. x 8 weeks= 7,200 kg. 
(iii) Maximum level = ROL + ROQ- (Min. usage x Min. re-order period) 

= 7,200 kg.+ 1,691 kg. - (200 kg.x 4 weeks) 

= 8,091 kg. 
(iv) Minimum level = ROL - (Normal usage x Normal re-order period) 

= 7,200 kg. - (550 kg. x 6 weeks) 
= 3,900 kg. 

(v) Average stock level = ½ (Maximum level + Minimum level) 
= ½ (8,091 kg. + 3,900 kg.) = 5,995.5 kg. 

OR 
= Minimum Level + ½ ROQ 

= 3,900 kg.+½ X 1,691 kg. = 4,745.5 kg. 
Working Note 
Annual consumption of raw mater ial {A)= {550 kg. x 52 weeks)= 28,600 kg. 

Cost of placing an order (0) =" 200 
Carrying cost per kg. Per annum (c xi)='( 20 x 20% = '(4 
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Economic order quantity (EOQ) = ~ 
= 2 X 28,600 kgs.X Rs.200 = 1 691 k (A ) 

R 
, g. pprox 

s.4 

EXAM INSIGHTS: In t his question, performance of 1he examinees was below average. M ost of the 

examinees have made mistake by t aking output Instead of raw material consumed figure for calculation 

of re order quantity. 

Question 29 

A company uses four raw materials A, B, C and D for a particular product for which the following data 
apply :-

Raw Usage per unit Re-order Price Delivery period Re• order Minimum 
Material of product Quantity per Kc. (In weeks) level (Ke.) level 

(Kg.) (Kg.) (~) Minimum Average M:ndmum (Kg.) 
A 12 12,000 12 2 3 4 60,000 ? 
B 8 8,000 22 s 6 7 70,000 ? 
C 6 10,000 18 g 5 7 ? 25,500 
D s 9,000 20 1 2 3 ? ? 

Weekly production varies from 550 to 1,250 units, averaging 900 units of the said product. What would 
be the following quantities: -
(i) Minimum Stock of A? 
(ii) Maximum Stock of B? 
(iii) Re-order level of C? 
(iv) Average stock level of A? 
(v) Re-order level of D? 
(vi) Minimum Stock level of D? {RTP Nov'20} {Same concept different figures MTP S Marks, Apr'21, SM) 

Answer 29 
(i) Minimum stock of A 

Re-order level - (Average consumption x Average time required to obtain delivery) 
= 60,000 kg. - (900units x 12 kg. x 3 w eeks)= 27,600 kg. 

(ii) Maximum stock of B 
Re-order level + Re-order quantity- (Min. Consumption x M in. Re-order period) 
= 70,000 kg.+ 8,000 kg- (SSOunits x8 kg.x 5 weeks). 

=78,000-22,000 = 56,000 kg. 

(iii) Re-order level of C 
M aximum re-order period x M aximum Usage 
= 7 weeks x (1,250units x 6 kg.)= 52,500 kg. 

OR 
= Minimum stock of C+(Average consumption x Average delivery t ime) 

= 25,500 kg.+ ((900 units x6 kg.)xS weeks] =52,500 kg. 

(iv) Average stock level of A 
Minimum Stock+Ma.<tmum St ock (R f W k' N ) 

= 
2 

e er to or mg ot e 

= 27,6oo;s8,8oo = 43,200 kg. 

Working note 
Maximum stock of A = ROL + ROQ - (Minimum consumption x M inimum re-order per iod) 
= 60,000 kg. + 12,000 kg. - [(550units x 12 kg.) x 2 w eeks] = 58,800 kg. 

(v) Re-order level of D 
Maximum re-order period x Maximum Usage 

= 3 weeks x (1,250 units x 5 kg.)= 18,750 kg 
(vi) Minimum stock of D 
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Re-order level - (Average consumption x Average time required to obtain delivery) 
= 18,750 kg. - (900units x 5 kg. x 2 weeks) = 9,750 kg. 

l•U41if.i,it••--
Wavelength Ltd. uses two types of raw materials - 'Material A' and 'Material B' in the production process 

and has provided the following data for the year ended on 31 st March, 2021: 

Particulars Material A Material B 
('{) ('{) 

Opening stock as on 01.04.2020 30,000 32,000 
Purchase during the year 90,000 S1,000 
Closing stock as on 31.03.2021 20,000 14,000 

(i) You are required to calculate: 
(a) The inventory turnover ratio of 'Material A' and ' Material B'. 
(b) The number of days for which thQ averagQ inventory is held for both materials 'A' and 'B'. 

(ii) Based on above calculations, give your comments. {Assume 360 days in a year.) 
{PYP 5 Marks Dec '21 & May'18} 

Answer 30 
(") C I I t · I a cu a 10n o f I t nven ory 

Opening stock 
Add: Purchases 

Less: Closing stock 
Materials consumed 

T urnover ra 10s an 

n 

d b fd num er o 

r, ,-, 

Average inve ntory: (Opening Stock+ Closing Stock) + 2 
(a) Inventory Tu rnover ratio: (Consumption + Average 
inventory) 
(b) Number of days for which the ave rage inventory held 

(Number of Days in a year/ IT ratio) 

ays: 
Materia>I A('{) Material B ('{) 

30,000 32,000 
90,000 51,000 

1,20,000 83,000 
n r 20,000 ' 14,000 

I i 1,00,000 : 69,000 

11 25,000 I 23,000 
u 4 times 3 times 

90 days 120 days 

(ii) Comments: Material A is moving faster than Material B. Or Materia l A has a less holding period. 

EXAM INSIGHTS: This Numerical question on Material Costing for the calcu lation of inventory turnover 
ratio and number of days for which inventory he ld. Most of the exami nees answered in the correct line and 
secured good marks. 

Question 31 ~ LDR 

Tesco cycles Ltd . used about 3,60,000 cycle locks per annum and the usage is fairly constant at 30,000 per 
month. The cycle lock costs'{ 240 <!ach at wholesal<! rate and carrying cost Is estimated to bo 10% of the annual 
average inventory value. The cost to place an order is'{ 1200. It takes 45 days to receive delivery from the date 
of order. In order to avoid any kind of disruption in assombly line, safnty stock of 6,500 cycle locks Is a lways 
maintained by Tesco Cycles Ltd .(Assume 360 days in a year). 
Compute: 
(i) E.O.Q.. 
(ii) The re-order level. 
(iii) The company has been offered a quantity discount of 2% on the purchase of cycle locks provided the 

order size is 30,000 units at a t ime. Advise whether quantity discount offer can be accepted? 
(PYP 5 Marks May '24} {Same concept different figures MTP 5 Marks Apr'24 Mar'23 & Oct'20, PYP May'18, 
SM} 
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Answer 31 

(i) Calculation of Economic Order Quantity 

EOQ
-MAO _ 2x3,60,000unirs Xl l200 _ 

6 000 
. _ _ _ 1--------- units 

C ,z4 ' 
Where, 
A= Annual Demand= 3,60,000 units 

0 = Ordering cost per order = ~1200 
C = Inventory carrying cost per unit per annum= 10% of ~240 = ~ 24 

(ii) Re-order Level= Safety Stock+ Lead Time Consumption 
= 6,500 + (1,000 x 45} units = 51,500 units 

Or, 
Minimum level of cycle locks+ (Average rate of consumption x Average time required to obtain fresh 

delivery) 
= 6,500 + (1,000 x 45) units = 51,500 units 

(i ii) Evaluation of Profitability of Different Options of Order Quantity 
(a) When EOQ is ordered (order size of 6,000 units) 

("i) 

Purchase Cost (3,60,000 units x 'it 240) 8,64,00,000 

Ordering Cost ((3,60,000 units/6,000 units) x ~ 1,200) 72,000 

Carrying Cost (6,000 units x ~240 x ½ x 10/100) 72,000 

Total Cost 8,65,44,000 

(b) When Quantity Discount is accepted (order size of 30,000 units) 

('it) 

Purchase Cost [3,60,000 units x I( 23S.2 {240- 4.8)) .- 8,46, 72,000 

Ordering Cost [(3,60,000 units/30,000 units) x 'tl,200) I 14,400 

Carrying Cost {30,000 Ul'lits x ~ 23S.2 x½ x 10/100) I 3,S2,800 

Total Cost 8,50,39,200 

Advise - The total cost of inventory is lower if discount is accepted. Hence, the company is advised to 

accept the quantity discount. 

The followine are the details of receipts and issues of a material of stores in a manufacturing company 
for the period of three months ending 30th June, 2022: 

Receipts: 
Date, Quantity (ke.) Rate, per kt. ('I:) 
April 10 1,600 
April 20 2,400 

Mays 1,000 
May17 1,100 
May25 800 
June 11 900 
June 24 1,400 

There was 1,500 kg. in stock at April 1, 2022 which was valued at~ 48.00 per kg. 
lssuos; 

Date Quantity (kg.) 

April 4 1,100 
April 24 1,600 

May 10 1,500 
May26 1,700 
June 15 1,500 

June 21 1,200 
Issues are to be priced on the basis of weiehted averaee method. 

50.00 
49.00 

51.00 
52.00 
52.50 
54.00 

55.00 
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The stock verifier of the company reported a shortage of 80 kgs. on 31" May, 2022 and 60 kgs. on 30th June, 

2022. You are required to PREPARE a Stores Ledger Account. {MTP 10 Marks Oct'22} 

Answer 32 
Stores Ledger Account for the three months ending 30th June, 2022 (Weighted Average Method) 

Receipts Issues Balance 

GRN Qty. Rates Amount Qty. 
Rate 

Amount Qty. Amount 
Rate for further 

Date MR No. Issue (Rs.) 
No. (Ke.) (Rs.) (Kg.) 

s 
(Rs.) (Ke.) (Rs.) s 

(Rs.) 

April l 1,500 72,000 48.00 
April 4 1, 100 48.00 52,800 400 19,200 48.00 

99,200 
= 49.60 

April 10 1,600 50.00 80,000 2,000 99,200 2,000 

2,16,800 = 49.30 
April 20 2,400 49.00 1,17,600 4,400 216,800 4,400 

1,37,920 

April 24 1,600 49.30 78,880 2,800 137,920 2,800 
= 49.30 

1,88,920 

Mays 1,000 51.00 51,000 3,800 188,920 3,800 
= 49.70 

1,14,370 
= 49.70 May 10 1,500 49.70 74,550 '2,300 114,370 2,300 

May 17 1,100 52.00 57,200 3,400 171,570 
1,71,570 

3 400 = so.so 
2,13,570 

= 50.90 
May25 800 52.50 42,000 4,200 213,570 4,200 

1,27,040 
= 50.90 

May26 1,700 50.90 86,530 2,500 127,040 2,500 

1,27,040 = 52.50 
May 31 ,hortage 80 2,420 127,040 2,420 

June 11 900 54.00 48,600 3,320 175,640 
1,75,640 

3 320 = 52.90 

June 15 1,500 52.90 79,350 1,820 96,290 
96,290 
1 8 20 = 52.90 

32,810 = 52.90 June 21 1,200 52.90 63,480 620 32,810 6 20 

1,09,810 = 54.4 0 June 24 1,400 55.00 77,000 2,020 109,810 2,020 

1,09,810 
= 56.00 

June 30 Shortage 60 1,960 109,810 1,9 60 
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M/s Tanishka Materials Private limited produces a product which names "ESS". The consumption of raw 
materia l for the production of "ESS" is 210 Kgs to 350 Kgs per week. Other information is as follows : 
Procurement Time: 5 to 9 Days 
Purchase price of Raw Materials: ~ 100 per kg 
Ordering Cost per Order: '{ 200 
Storage Cost: 1% per month plus '{ 2 per unit per annum 
Consider 365 days a year. 
You .ire required to CALCULATE: 
{a) Economic Order Quantity 
{b) Re-Order Level (ROL) 
{c) Maximum Stock Level 
{di Minimum Stock Level 
{e) Average Stock Level 
{fl Number of Orders to be pl.iced per ye.ir 
{g) Total Inventory Cost 
{h) If the supplier is willing to offer 1% discount on purchase of total annual quantity in two orders, whether 

offer is acceptable? 
{I) If the Answer Is no, wh.it should be the counteroffer w .r.t . percentage of discount? {RTP Nov'22} 

Answer 33 

As procurement time is given in days, consumption should also be calculated in days: 

Maximum Consumption per Day: 
3
~
0 = 50 k.gs 

Minimum Consumption per Day z;o = 30 k.gs 
, (50+30) 

Average Consumption per Day 
2 

= 40 k.gs 

{a) Calculation of Economic Order Quantity (EOQ) 

Annua l consumption of Raw Materials (A): 40 Kgs x 36S days= 14,600 Kgs 
Storage or Carrying Cost per unit per annum (C):('{ 100 x 1% x 12 months)+'{ 2 = '{ 14 

Ordering Cost (0): >: 200 per Order 

EOQ = ~ 

2X14,600X200 = 
646 

K . 
14 gs 

{b) Re-Order Level (ROL) = {Maximum consumption Rate x Maximum Procurement Time) 

= SO kgs per day x 9 days 

= 450 kgs 
{c) Maximum Stock Level =Recorder Level + Recorder Quantity - (Minimum Consumption Rate x Minimum 

Procurement Time) 
= 450 kgs + 646 kgs - (30 kgs X 5 days) = 946 kgs 

{d) Minimum Stock Level= Recorder Level - (Average consumption Rate x Average Procurement Time) 

= 450 kgs - (40 kgs X 7 days) = 170 kgs 

A S k L I 
Maximum Stock Level + t\,lin imum Stock Level 

{e) verage toe eve = 
2 

= 946 kgs + 170 kgs = 558 kgs 
2 

{f) Number of Orders to be placed per year 

{g} 

_ Annual Consumption of Raw Materials 

EOQ 
14600kgs 

= 
646

,.
95 

= 22.60 Orders or 23 Orders 

Total Inventory Cost 

Cost of Materials (Ax Purchase Price) (14600 kgs x '{ 100) 
Tota l Ordering Cost (No. o f Orders x 0) (23 Orders x 200) 

Total Carrying Cost (EOQ / 2 x C) { 646 kgs / 2 x '{ 14} 

= '{ 14,60,000 

= >: 4,600 
= '{ 4,522 
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Total Inventory Cost = "! 14,69,122 

{h) If th 1· ·u- t ff 1% d" e suop 1er 1s Wt 1ng o o er • 1scoun on pure ase o t h oa annua quan I yin o or ers f t t I I t"t . tw d 
Offer Price I : '-: 100 X 99% = '-: 99 

Revised Carrying Cost=("! 99 x 1% x 12 months)+ "!2 = "! 13.88 
Revised Order Quantity= 14600 kgs / 2 Orders = 7300 kgs 
Total Inventory Cost at Offer Price 

Cost of Materials (Ax Purchase Price) (14600 kgs x "! 99) = ,,: 14,45,400 
Total Ordering Cost (No. of Orders x OJ (2 Orders x 200) = "!400 
Total Carrying Cost {EOQ/ 2 x C) (7300 kgs / 2 x "!13.88) = "! 50,662 

Total Inventory Cost "! 14,96,462 
Advice: As total inventory cost at offer price is "! 27,340 (14,96,462 - 14,69,122) higher, offer should not be 
accepted. 
{i) Counter-offer: 

Let Discount Rate = z% 
Counter-Offe r Price= '!; 100 - z% = "! 100 - z 
Revised Carrying Cost=[("! 100 - z) x 1% x 12 months] +"! 2 = "! 12 -0.12z + "! 2 
= "! 14 -0.12z 
Total Inventory Cost at Counter-Offer Price 
Cost of Materials (Ax Purchase Price) [14600 kgs x {"! 100 - z)] = "! 14,60,000 - 14,600z 
Total Ordering Cost {No. of Orders x O) (2 Orders x 200) = "! 400 
Total Carrying Cost (EOQ / 2 x C) [7300 kgs / 2 x ("! 14 - 0.12z)] = "! 51,100 -438z 
Total Inventory Cost "! 15,11,500 - 15038z 
"! 14,69,122 = "! 15,11,500 - 150382 
Or 15038z = 42,378 
Or z = 2.82 
There fore, discount should be at least 2.82% In offer price, 

Question 34 ~ LDR 

A Limited has furnished the following information for the months from 1st January to 30th April, 2023: 

January February 

Number of Working days 25 

Production {in units) per working day 50 

Raw Matoriol Purchases 21% 
{% by weights to total of 4 months) 

Purchase price of raw material (per kg) "! 10 
Quantity of raw materi:il per unit of product: 4 ke. 
Opening stock of raw material on 1st January: 6,020 kg. {Cost"! 63,210) 
Closini: stock of raw material on 301h April : 5,100 ke. 
All the purchases of material are made at the start of each month. 
Required: 

24 

55 

26% 

"! 12 

March 

26 

60 

30% 

"! 13 

{i) Calculate the consumption of raw materials {in kgs) month-by• month and in total . 
{II) Calculate tho month-wise quantity and value of raw materials purchased. 

April 

25 

52 

23% 

"! 11 

{iii) Prepare the priced stores ledger for each month usine the FIFO method. (PYP 10 Marks, May'23} 
Answer 34 
i) Calculation of consumption of Raw Material (in kgs) month by month and total 

Particulars Jan Feb March April Total 

No. of wo rking days 25 24 26 25 . 

Production (Per day) so 55 60 52 -

Productio n 1,250 1,320 1,560 1,300 5,430 

R:1w Matcri:11 Consumed {In kgs) I 5,000 5,280 6,240 5,200 21,720 
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Calculation of Raw Material Purchased 

Purchased {Kg) 

Closing stock on 30th April 5,100 

Add: Raw Material consumed 21,720 

Less: Opening stock on 1st January {6,020) 

Raw Material purchased 20,800 
ii) Calculation of month wise quantity and value of raw material purchased 

% Purch:>scd {Ke) Price (0:) V:>luc (0:) 

January 21 4,368 10 43,680 

February 26 5,408 12 64,896 

March 30 6,240 13 81,120 

April 23 4,784 11 52,624 

Total 20,800 2,42,320 

iii) Store Price Ledger by using FIFO method. 

Receipts Issue Balance 

Months Particulars Qty Rate Amount Qty Rate Amoun Qty Rate Amount 

{~) {~) {~) 
Jan Opening 6,020 10 .S 63,210 

Purchases 4,368 10 43,680 6,020 10.5 63,210 

4,368 10 43,680 

5,000 10.5 f ;2,500 1,020 10.5 10,710 

l,368 10 43,680 

Feb Purchases 5,408 12 64,896 1,020 10 .5 10,710 

i,368 10 43,680 

;,408 12 64,896 

Consumption 1,020 10.5 0,710 108 10 1,080 

4,260 10 12,600 5,408 12 64,896 

March Purchase 6,240 13 81,120 108 10 1,080 

5,408 12 64,896 

6,240 13 81,120 

Consumpt ion 108 10 1,080 

5,408 12 ;4,896 

724 13 9,412 5,516 13 71,708 

April Purchase 4,784 11 52,624 5,516 13 71,708 

4,784 11 52,624 

Consumption 5,200 13 ;7,600 316 13 4,108 

4,784 11 52,624 

56,732 

EXAM INSIGHTS: This numerical question was based on Material Costing. M:;1ny e xaminees find 
difficulty in the calculation of month-wise quantity purchased hence, they could not be to complete 
the priced store ledge r correctly. The overall performance of the examinees was averace. 
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Question 35 ~ LDR 

A Ltd. produces a product 'Exe' using a raw material Dee. To produce one unit of Exe, 2 kg of Dee is 
required. As per the sales forecast conducted by the company, it will able to sale 20,000 units of Exe in 
the coming year. The following is the information regarding the raw material Dee: 
(i) The Re-order quantity is 200 kg . less than the Economic Order Quantity (EOQ). 
(ii) Maximum consumption per day is 20 kg. more than the average consumption per day. 
(iii) There is an opening stock of 2,000 kg. 
(iv) Time required to get the raw materials from the suppliers is 4 to 8 days . 
(v) The purchase price Is Rs.125 per kg. 
There is an opening stock of 1,800 units of the finished product Exe. 
The rate of interest charged by bank on Cash Credit facility is 13. 76%. 
To place an order company has to incur Rs. 720 on paper and documentation work. 
From the above, information COMPUTE the followings in relation to raw material Dec: 

(a) Re-order Quantity 
(b) Maximum Stock level 
(c) Minimum Stock level 
(d) Impact on the profitability of the company by not ordering the EOQ. 

[Take 364 days for a year) {MTP Apr'19, 10 Marks ,RTP May'19} {Same concept different figures RTP May'21} 

Answer 35 
Working Notes: 

(i) Computation of Annual consumption &Annu:il Dem:ind forr:iwm:iteri:il 'Dee': 

Sales forecast of the product 'Exe' 

Less: Opening stock of 'Exe' 
-

Fresh units of 'Exe' to be produced fl ,-rr 
Raw mater ial required to produce 18,200 units of 'Exe' 

(18,200 unit s x 2 kg.) 

Less: Opening Stock of 'Dee' 

Annual demand for raw mater ial 'Dee' 

(ii) Comput:ition of Economic Order Quantity (EOQ): 
EOQ = { 2 X AnnuaL Demand of 1Deerx Orderingcost 

Carry ing Cosr Per Unit Per amrnm 

2X34.400 kg.X Rs.720 _ ✓zx34,400kg.X Rs.720 
= ,---~ -- ~--~ -- = 1,697 kg. 

Rs.125 X 13.76% Rs.17.2 

(iii) Re- Order level: 

~0( 

= (Maximum consumption per day x Maximum lead time) 
= {(Annual Conswnptiun of •D•ei + 20k . ) X 8 da s} 

364Days g y 

= {(
36

'
4

00kg. + 20k . ) X 8 da s} = 960k . 
364 Da)•S g y g 

(iv) Minimum consumption per day of raw material 'Dee': 

AverageConsumptionper day = 100kg. 
Hence, Maximum Consumption per day = 100 kg. + 20 kg. = 120 kg. 

So, Minimum consumption per day w ill be 

A C 
. Min.consumption + Max.consumption 

verage onsumpt1on = 
2 

Or, lOO kg.= Min.consum~rion+ 120kg. 

Or, Min. consumption= 200 kg - 120 kg.= 80 kg. 
(a) Re-order Quantity: 

EOQ - 200 kg. = 1,697 kg. - 200 kg. = 1,497 kg. 
(b) Maximum Stock level: 

~ 
"'-----' 

= Re-order level + Re-order Quantity- (Min. consumption per day x Min. lead time) 
= 960 kg. + 1,497 kg. - (80 kg. x 4 days) 
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(c) 
= 2,457 kg. - 320 kg. = 2,137 kg. 
Minimum Stock level: 
= Re-order level - (Average consumption per day>< Average lead time) 
= 960 kg. - (100 kg. x 6 days) = 360 kg. 

(d) Impact on the profitability of the company by not ordering the EOQ. 
When purchasing the ROQ When purchasing the EOQ 

I Order quantity 1,497 kg. 1,697 kg. 
II No. of o rders a year 34,400kg. /l,497kg. 34,400 kg. / l ,697kg. 

= 22.9or 23orders = 20.27or 21orders 
111 Ordering Cost 23 orders x Rs. 720 = Rs.16,560 21 orders x Rs. 720 

= Rs.15,120 

IV Average Inventory 1,497kg. /2 = 748.5kg. 1,697kg. /2 = 848.5kg. 
V Carryi ng Cost 748.5 kg. x Rs. 17.2 848.5 kg. x Rs. 17.2 

= Rs.12,874.2 = Rs .14,594.2 
VI Total Cost Rs. 29,434.20 Rs. 29,714.20 
Cost saved by not ordering EOQ = Rs. 29,714.20 - Rs. 29,434.20 = Rs. 280. 

Question 36 

Ani Ltd . uses 6 kt: , of Material 'EXE' to produce 1 finished unit of Product 'EME'. The current demand of 
Product 'EME' is 16,000 units quarterly. 1 kg. of Material 'EXE' costs'!; 40. The cost relating to quotations, 
documentation works, employee cost directly attributable to the procurement of material, every-time 
the order is made, is'!; 2,000. The cost of fund invested in inventories, cost of storage, insurance cost, etc. 
is estimated to be 15% per annum of aver:ige inventory. 
You are required the following: 

{i) CALCULATE the Economic Order Quantity for Material 'EXE'. 
(ii) COMMENT, should Ani Ltd . accept an offer of 2.5% discount by the supplier of Material 'EXE' , if 

supply of the annua l requirement of the Material is made In 4 equal installments? {RTP Jan'25} 

Answer 36 
Annual demand of material 'EXE' 
= 16,000 units (pe r quarter) x 4 (No. of Quarter In a year) x 6 kg. (forevery finished product) 
= 3,84,000 kg. 

(i) Calcul ation of Economic Order Quantity (EOQ) for material 'EXE' 

EOQ= 
2 x Annual demand xorderingcosc 
earring cost per unit per annum 

2X3,84,000 k.gx, 2,000 = 16 OOO k . 
'40Xl5 % ' g 

(ii) Evaluation of Cost under d iffere nt options of 'order quantity' . 

Part icu lars When EOQ is ordered 

Order size 16,000 kg. 

No. of orders 24 
_ 3,84,000 kg 

16.000 Ilg. 

Purchase Costper kg . '!;40 

Total Pu rcha seCost (A) '!; 1,53,60,000 
(3,84,000 kg. x '!; 40) 

When discount of2.5% is 
accepted andsupply is in 4 

equal insta llments 
96,000 kg. 

3,84,000 kg 

4 

4 

'!;39 
{'!; 40 • ('!; 40 X 2.5%)} 

'!; 1,49, 76,000 
(3,84,000 kg. x '!; 39) 
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Ordering Cost(B) !/(48,000 ~ 8,000 
(24 orders x ~ 2,000) (4 orders x ~ 2,000) 

Carryi ng Cost(C) "48,000 0: 2,80,800 

16,000 kg. X 15 0/o X "40 = 96,000 kg. X 15 0/o X " 39 -
2 2 

Total Cost (A +B + C) ~ 1,54,56,000 ~ 1,52,64,800 

COMMENT - The total cost is lower if Ani Ltd. accept an offer of 2.5% discount by the supplier, 
when supply of the annual requirement of material 'EXE' is made in 4 equal installments. 

Question 37 

Following information is extracted from the purchase department of A ltd.: 
(i) Number of units to be purchased during the year Is 10,000 
(ii) Cost of placing a purchase order is ~ 40 
(iii) Purchase price per unit is'-: 80 
(iv) Insurance charges to be paid for protecting goods during transit is~ 20 per unit 
(v) Cash discount to be received is 2% 
(vi) Annual cost of storage per unit is~ 5 
(vii) Details of lead time: 

Average- 20 days 
Maximum- 30 days 
Minimum- 10 days 
For emergency purchases- 8 days. 

(viii) Rate of consumption: 
Average• 30 units per day 
Maximum- 40 units per day. 

From the information given above, you are required to CALCULATE: 
(i) Re-ordering level 
(ii) Maximum level 
(iii) Minimum level 
(iv) Daneer level. (MTP 6 Marks Nov'24) 

Answer 37 
Basic Data: 

A (Number of units to be purchased annually) = 10,000 units 
= ~40 0 (Ordering cost per order) 

C (Annual cost of storage per unit) 
Purchase pr ice per unit 

= 0:5 
= '(80 + ~20 (Insurance charges) 

= 0:100 
(Note: Cash discount is treated as an interest and finance item andthus, it is ignored.) 

Computations: 
(i) Re-ordering level 
(ROL) 

(ii) Maximum level 

(iii) Minimum level 

(iv) Danger level 

= Maximum usage per period x Maximum lead time 
= 40 units per day x 30 days 

= 1,200 units 
= ROL + ROQ - [Min. rate of consumption x Min. lead time] 

( Referto working notes 1 and 2) 

= 1200 units + 400 units - [20 units perday x 10 days] 
= 1,400 units 
= ROL - [Average rate of consumption x Average re-order-period] 
= 1,200 units - (30 uni ts per day x 20days) 

= 600 units 
= Average consumption x Lead time for emergency purchases 

= 30 units per day x 8 days 
= 240 units 
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Working Notes: 
1. Minimum rate of consumption per day {X) 

A R f 
. Minimum nite of consumption +;\faximmn rate of consumtion 

v. ate o consumption= 
2 

30 Un Its per day 
x"dr. its + 40 11.'ilitS per day • • : --'=-------

2 

Or, X = 20 units per day. 

2. Re-order quantity (ROQ) or Economic order Quantity (EOQ) 

Question 38 

2x10,000 unit x Rs.40 
= 

Rs.5 

= 400 Units 

Followine Information is available from the purchase books of a company: 
Cost of placing a purchase order '!; 10,000 
Number of units to be purchased during the year 12,50,000 
Purchase price per unit -'!; 125 
Annual cost of storage per unit 0: 62.50 
Details of lead time: 

Maximum 20 days 

Minimum 10 days 

Average 15 days 

Emergency 3 days 

Rate of consumption: 

Average 1,500 units per day ( I 

Maximum 2,000 units per day 

From the details given abovc, you arc, required to CALCULATE: 
(i) Re-ordering level 
(ii) Maximum level 
(iii) Minimum level 
(iv) Danger level (MTP 6 Marks Dec'24) 

Answer 38 
( i ) Re-ordering 

(ROL) 

level = Maximum usage per period 
= 2,000 units per day x 20 days 

x Maximum lead time 

(ii) Maximum level 

(iii) M inimum level 

(iv) Danger level 

Working Notes: 

= 40,000 units 
= ROL+ROQ-[Min. rate of consumption x Min. lead time) 

(Refer to working notes 1 and 2} 
= 40,000 units + 20,000 units - [1,000 units per day x 10 days) 

= 50,000 units 
= ROL - Average rate of consumption x Average re-o rder -period 

= 40,000 units - {1,500 units per day x 15 days) 

= 17,500 units 
= Average consumption x Lead time for emergency purchases 
= 1,500 units per day x 3 days 

= 4,500 units 

1. Minimum rate of consumption per day 
Average rat e of consumption = 
(Minimum rate of consumption; ~•taximum race of consurnption) 

1 500 
. d (X unit-s perday+Z,000 unit per day) 

, units per ay = 
2 

Or, X = 1,000 unit per day 
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~ --------;:::::====-------
2 R d (ROQ)

: 2 X 12.50,000 Units X U0,000 
. e-or er Quantity 

62
_
50 

= 20,000 units 

Multiple Choice Questions {MCQ) 

1. Direct material can be classified as {SM} 
(a) Fixed cost 

(b) Vari able cost 
(c) Semi-variable cost. 
(d) Pr ime Cost 

Ans: (b) 

2. In most of the industries, the most important element of cost is {SM} 
(a) M aterial 

(b) Labour 

(cl Overheads 
(d) Administration Cost 

Ans: (a) 

3. Wh ich of the following Is considered to be the normal loss of m:iterials? {SM} 
(a) Loss due to accidents 
(b) Pilferage 

(c) Loss due to breaking the bulk 
(d) Loss due to careless handling of mater ia ls. 

Ans: (c) 

4. In which of following methods of pricing, costs lag behind the current economic values? {SM} 
(a) Last-in-first out price 

(b) First-in- first out price 
(c) Replacement pr ice 

(d) Weighted average pri ce 
Ans: (b) 

5. Continuous stock taking is a part of {SM} 
(a) Annual stock t aking 
(b) Perpetual Inventory 

(c) A BC analysis. 
(d) Bin Cards 

Ans: (b) 

6. In which of the following methods, issues of materials are priced at pre- determined rate? {SM} 
(a) In flated price method 

(b) St andard price method 
(cl Replacement pr ice method 
(d) M arket price method. 

Ans: (b) 

7. When materia l prices fluctuate widely, the method of pricing that gives absurd results is (SM} 
(a) Simple average pri ce 
(b) W eighted average price 

(c) Moving average price 
(d) In fla ted price. 

Ans: (a) 
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8. When prices fluctuate widely, the method that will smooth out the effect of fluctuations is {SM} 
(a) Simple average 

(b) Weighted average 
(c) FIFO 

(d) LI FO 
Ans: (b) 

9. Under the FSN system of inventory control, inventory is classified on the basis of: {SM} 
(a) Volume of materia l consumption 
(b) Frequency of usage of items of inventory 

(c) Criti ca li ty of the item of inventory for production 
(d) Value of i tems of inventory 

Ans: (b) 

10. Form used for making a formal request to the purchasing department to purchase materials is a · 
{SM} 
(a) Material Transfer Not e 
(b) Purchase Requisition Note 

(c) Bill of M aterials 
(d) M aterial Requisition Note 

Ans: (b} 

11. 1200 Kg of a material were input to a process in a period. The normal loss is8% of input There is no 
opening or closing work-in-progress. Output in the poriod was1100 Kg. What was the abnormal 
gain/loss in the period? {MTP 2 Marks Aug'24} 
(a) Abnormal gain of 12 Kg 

(b) Abnormal loss of 12 kg 

(c) Abnormal gain of 108 Kg 
( d) Abnormal loss of 4 kg 

Ans: (d) 

12. In the automotive machine manufacturing sector, a component Is manufactured. The Economic Order 
Quantity (EOQ} for the component is 1,500 units. The cost of placing an order is "; 100, and the carrying 
cost per annum is 10%. The cost pc,r unit of component Is" 20. 
Calculate the annual demand for this specific automative component. {PYP 2 Marks Sep'24} 

(A) 45,500 units 

(B) 75,000 units 
(C) 36,000 units 

(D) 22,500 uni ts 
Ans: (d) 
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CONCEPTS OF THIS CHAPTER 

• Employee cost: meaning and importance. 

• Attendance and payroll procedures. 

• Idle time and overtime: meaning, treatment. 

• Employee turnover: meaning, reasons, measurement, cost impact. LOR Questions 
• Remuneration and incen tive methods: wages, bonus calcu lation. Q8 Q26 

• Efficiency rating procedures. Q29 Q34 

• Direct expenses: measurement and t reatment. 

QUICK REVIEW OF IMPORTANT CONCEPTS 

I. IDLE TIM E 
The time dur ing which no production Is carried-out because the worker remains idle but are paid. 

i. Normal idle time iii. Abnormal idle time 

(i} Normal Idle, Time: Time which cannot be avoided or reduced In t he normal course of business. 
• Causes: 

Time lost betw een factory gate and the place of work, ! - Interval between our job and another, 

Setting up time for the machine ! - Normal rest time, break for lunch etc. 

• Treatment of Normal Idle Time 
- Trea ted at a part of cost of production, 

In the cate of direct workers an allowance for normal idle time it considered while setting of standard 

hours or Standard rate. 

- In case of indirect workers, normal idle time is considered for the computation of overhead rate 

(ii) Abnormal Idle Time: Apart from normal idle time, there may be factors w hich give rise to abnormal idle 
time. 

• Causes: 

Lack of coordination, 

Non-availability of raw materi als, 

II. OVERTIM E: 

! - Fewer failure, Breakdown of machines, 
i 
j - Strikes, lockouts, poor supervision, are, mood et c. 

Over time is the work done beyond normal working hours. 

Overtime Payment= Wages paid for overtime at normal rat e +Fermium (extra) payment for overtime \,vord 

Ill. SYSTEM OF WAGE PAYMENT 

1. Timo based {Time Rate System): 

Workers are paid on a time basis i.e. hour, day, week, or month. 
Wages= Time Worked (Hours/ Days/ Months) >< Rate for the time 

2. Output Based (Piece Rate System): 
Each operatio n, job or unit of production is termed a piece. A rate of payment is fixed for each piece. 
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The wages of the worker depend upon his output and rate of each unit of output. 
Wages = Number of units produced x Rate per unit 

3. Premium Bonus Method: 
The worker is guaranteed his dai ly wages, if output is below and up to standard. In case the task is 
completed In less than the standard time, the saved time Is shared between the employees and the 
employer. 

(a) Halsey Premium Plan 
• A standard time is fixed for each job or process 
• Worker gets his t ime rate even if he exceeds the standard time limit, since his day rate is gua ranteed. 
• If job done in less than the standard time, bonus equal to SO perce nt of the ,vages of t ime saved is pa id. 

Wages= Time taken x Time rate+ 50% of time saved x Tlme rate 

(b) Rowan Premium Plan 
• Standard time allowance is fixed for performance of a job. 
• Bonus is paid if t ime Is saved. 
• Bonus is that proportion of the time wages as time saved bears to the standa rd time. 

Time Saved 
Time taken x Rate per hour+ r· All dxTime taken x Rate per hour x 

1me owe 

IV. EMPLOYEE (LABOUR) TURNOVER 

Employee turnover is the rate of change in the composition of e mployee force during a specified period measu red 
aga inst a suitable index. 

Methods to calculate Employee Turnover 

Reelacement M ethod Seearation Method Flux Method 

This considers actual replacement of This considers total number of This considers both the number of 
employees irrespective of num ber of employees separated replacements at well at the 
person leaving the organization number of separations 

R I h d 
Number of employees Replaced during the Period 

• ep acement met o = . . 
Average number of employees during the period on roll 

X 100 

Number of employees seprated during the period 

' S t ' t h d - . . x 100 epara ion me o - Average number ofemp1oyees during the penod on roll 

Fl h d 
Number of employees Seperated+ Number of employees Replaced during the period 

• ux met o =------~------------~------~---- x100 
Average Number of employees during the period 011 roll 

Or 
No.of seperation+No of Accestion(i.e.No of Replacement +No.of New jo inings) 

00 
Average number of employees during the period on rol1 x 1 

• Newly recruited employees are also responsible for changes in the composition or work force, some 
management accountants feel to take new recruitment for calculating employee turnover. The total number 
of workers joining, including replacements, is called accessions. 
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Questions & Answers 

Theory Questions 

Question 1 

BRIEF OUT advantages and disadvantages of Halsey Premium Plan. (MTP 4 Marks Apr'22) 

Answer l 
Advant•c•• Disadvantaces 

1. Time rate is guaranteed while there is 1. Incentive is not so strong as with piece rate system. 
opportunity for increasing earnings by In fact the harder the worker works, the lesser he 
increasing production. gets pe r piece. 

2. The system is equitable in as much as the 2. The sharing principle may not be liked by 
employer gets a direct return for his efforts in employees. 
improving production methods and providing 
better equ ipment. 

Question 2 

How would you account for idle capacity cost in Cost Accounting? (RTP Nov'23} 

Answer 2 
Idle capacity costs are treated in the fol lowing ways in Cost Accounts: 
{ii If tho idle capacity cost is duo to unavoidable reasons: A supplementary ove rhead rate may be used to 

recover the idle capacity cost . In this case, t he costs are charged to the prod uction capacity utilized. 
{iii If the idle capacity cost is due to avoidable reasons: Such as faulty planning, etc. the cost should be 

charged to Costing Profit and l oss Account. 
{iii} If the idle capacity cost is due, to trade, dcprcssion, etc.: Be ing abnormal In nature the cost should also 

be charged to the Costing Profit and Loss Account. 
fivl If the idle capacity cost is due to seasonal factors, then the cost should be charged to cost of production 

by inflating overhead rate. 

Question 3 

Distinguish between cost allocation and cost absorption. (RTP Nov'23} 

Answer 3 
Distinguish between Cost allocation and Cost absorption: 
Cost allocation is the allotmen t of whole item of cost to a cost cen tre or a cost unit. In other words, it is the 
process of identifying, assign ing or allowing cost to a cost centre or a cost unit. 
Cost absorption is the process of absorbing all indirect costs or overhead costs allocated or apportioned over 
particular cost center or production depa rtment by the uni ts produced. 

Question 4 

Discuss the steps involved in setting labour time standards . (PYP 5 Marks Dec'21} 

Answer 4 
Procedure of Sctting Labour Time Standards 
The following are the steps involved in setting labou r standards: 
(al Standardization: Products to be produced are decided based on production plan and customer's order. 
(b) Labour specification: Types of labour and labour time is specified. Labou r time specification is based on 

past records and it takes into account normal wastage of t ime . 
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(c) Standardization of methods: Selection of proper machi nes to use proper sequence and method of 
operations. 

(d) Manufacturing layout: A plan of operation for each product li sting the operations to be performed is 
prepared. 

(e) Time and motion study: It is conducted for se lecting the best way of completing the job or motions to 
be performed by workers and the standard t ime which an average worker will take for each job. This 
also takes into account the le arning efficiency and learn ing e ffect. 

(f) Training and trial : Workers are trained to do the wo rk and time spent at the time of t rial run is noted 
down. 

EXAM INSIGHTS: This theory question to discuss steps Involved In setting Labour Time Standards. 
Majority of the examinees were unable to answer it correct. Performance of the examinees was poor. 

Question 5 
Idle time is the time during which no production is carried-out because the worker remains idle but are paid. 
It can be normal or abnormal. LIST OUT some of the causes/examples of normal and abnormal idle time. 
{MTP 4 Marks Dec'24} 
Answer 5 

Causes/examples of normal idle time: 
1. The time lost between factory gate and the place of work. 
2. The interval between one job and another. 
3. The setting up time for the machine. 
4. Normal rest time, break for lunch etc. 

Causes/cxamples of bnormal idle time: 
1. Lack of coordination. 
2. Power fa ilure, Breakdown of machines. 
3. Non-availability of raw materials, strikes, lockouts, poor supervision, fire, flood etc. 

Question 6 

How docs the high employee turnover increase, the cost of production? Explain. (PYP S Marks, May'23} 

Answer 6 

High Employee Turnover increases the cost of production 
Replacement costs are the costs which arise due to employee turnover. If employees leave soon after they 
acquire the necessary training and experience of good work, additional costs will have to be incurred on 
new worke rs, i .e., cost of recru itment, training and induction, abnormal breakage and scrap and extra 
wages and overheads due to the inefficiency of new workers. 
It is obvious that a company will incur very high replacement costs if the rate of employee turnover is high. 
Similarly, only adequate preventive costs can keep Employee turnover at a low level. Each company must, 
the re fore, work out the opt imum level of Employee turnover keeping in view its personne l policies and the 
behaviour of replacement cost and preventive costs at various levels of Employee turnover rates. 

EXAM INSIGHTS: This theoretica l question was based on how high employee turnover increases the cost 
of production and some examinees written answers re lated to high turnover, Instead of high e mployee 
turnover. The overall performance of the examinees was average. 

Question 7 

STATE various causes of and treatment of Overtime Premium in Cost Accounting. {MTP S Marks Oct'22} 
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Answer 7 
Causes and Treatment of Overtime premium in cost accounting 

Causes Treatment 
(1) The customer may agree to bear the entire (1) If overtime is resorted to at the desire of the 

charge of overtime because urgency of customer, then overtime premium may be charged 
work. to the job di rectlv. 

(2) Overtime may be called for to make up any (2) If ove rtime is required to cope with genera l 
shortfall in production due to some production programmes or for meeting urgent 
unexpected development. orders, the overtime pre mium should be treated as 

overhead cost of the particular department or cost 
center which works overtime. 

(3) Overtime work may be necessary to make (3) If overtime is worked in a department due to the fault 
up a shortfall in production due to some of another department, the overtime premium 
fault of manage ment. should be charged to the latter department. 

(4) Overtime work may be resorted to, to (4) Overtime worked on account of abnormal conditions 
secure an out-turn in excess of the such as flood, earthquake etc., should not be 
normal output to take advantage of an charged to cost, but to Costing Profit and Loss 
expanding market or of rising demand Account. 

Question 8 ~ LOR 

Explain the treatm.,nt of Overtime Premium in following situations: 
(i) SV & Co. wants to grab some special orders, and overtime is required to meet the same. 
{ii) Dept. X has to work overtime to make up a shortfall in production due to some fault of management 

in dept. Y. 
(iii) S Ltd. has to work overtime roeularly throughout the year as a policy due to the workers' shortage, 
(iv) Due to flood in Odisha, RS Ltd. has to work overtime to complete the job. 
(v) A customer requested the company MN Ltd . to expedite the job because of his urgency of work. 

{PYP 5 Marks May'22) 

Answer 8 
Treatment of Overtime premium in different situations 

Situation Treatment 
(i) SV & Co. wants to grab some special If overtime is required to cope with genera l production 

orders, and overtime is requ ired to meet programmes or for meeting urgent orders, the overtime 
the same. premium should be treated as overhead cost of the 

particular deoartment or cost centre which works overtime. 
(ii) Dept . X has to work overtime to make up If overtime is worked in a de partment due to the fau lt of 

a shortfall in production due to some fault another department, the overtime premium should be 
of management In de pt. Y. charged to the latter department (Y). 

(iii) S Ltd. has to work overtime regularly The overtime premium is treated as a part of employee cost 
throughout the year as a policy due to the and job is charged at an effective average wage rate. 
workers' shortage. 

(iv) Due to flood in Odis ha, RS Ltd. has to work Overtime worked on account of abnormal conditions such as 
overtime to complete the Job . flood, earthquake etc., should not be charged to cost, but to 

Costing Profit and loss Account. 
(v) A customer requested the company MN Where overt ime is worked at the request of the customer, 

Ltd. to expedite the job because of his overtime premium is also charged to the job/ customer 
urgency of work. directly. 

EXAM INSIGHTS: This theory question tested the treatment of overtime premium in the given situations. 
Majority of the examinees were unable to answer it correctly. Performance of the examinees was below 
average. 
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Question 9 

What do you mean by employee productivity? Point out the factors which must be taken into consideration 

for increasing employee productivity. {PYP 5 Marks Nov'23} 

Answer 9 
Meaning of employee productivity 

Productivity is general ly determined by the input/output ratio. 
Standard. time for doing actual work 

In case o f employees, it is calculated as: 
1 

. k acttta time ta ·,m 
Employee productivity is used for m easuring the e fficiency of individual workers. It is an index of efficiency in 
the utilisation of human resources, materials, capital, power and all k inds of services and facil ities. 

i t is m easured by the output in re lation to input. Productivity can be improved by redu cing the input for a 

certain quantity or value of output or by increasing the output from the same given quantity or value of input. 
Factors for increasing Employee productivity: The important factors wh ich must be taken into consideration 

for increasing employee productivity are as follows: 
l. Employing on ly those workers who possess the right type of skill. 

2. Placing a r ight type of person to a right job. 
3. Training young and o ld workers by providing t hem the right types o f opportunities. 
4. Taking appropriate measures to avoid the situation of excess or shortage of employees. 

5. Carrying out work study for fixation o f wages and for the simplification and standard ization of work. 

EXAM INSIGHTS: Theory questiori requiring examinees to explain the meaning of Employee Productivity 
and point out factors which must be taken into consideration for increasing employee productivity. Most of 
the examinees did not answer properly and the performance of the examinees was poor. 

Question 10 

EXPLAIN the efficiency rating procedures of the employees. {MTP 5 Marks July'24} 

Answer 10 
Efficiency is usually related with perform ance and may be computed by comparing the time taken w ith the 

standard time allotted to perform the given job/task. 
If the time taken by a worker on a job equals or less than thestandard time, then he is rated efficient. 

In case he takes more time than the standard time he is rated as inefficient. 
Time allowed as per standard " 

100 
Efficiency in % = Time caken 

For effici ency rating o f employees, the following procedures may be followed: 

1. Determining standard time/performance standards: The fir st step is to determine the standard tim e 
taken by a worker for performing a particular job/task. The standard time can be determined by using 

Time & Motion study or Work study techniques. While determ ining the standard time for a job/task a 
heterogeneous group of workers is taken and contingency allowances are added for det ermining 

standard time. 
2. Moasuring Actual Porformanco of workers: For computing efficiency rating i t is necessary to develop a 

procedure for recording the actual performance o f workers. The system developed should record the 
output of each worker along with the t ime taken by him. 

3. Computation of efficiency rating: The efficiency rating of each worker can be computed by using the 

above m entioned Formula. 
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Practical Questions 

Question 11 

A skilled worker is paid a guaranteed wage rate of i'{ 120 per hour. The standard time allowed for a job is 

6 hour. He took S hours to complete the job. He is paid wages under Rowan Incentive Plan. 
(i) Calculate his effective hourly rate of earnings under Rowan Incentive Plan. 

{Ii) If the worker is placed under Halsey Incentive Scheme (50%) and he wants to maintain the same 
effective hourly rate of earnini:s, calculate the time i n which he should complete the job.{RTP Nov'23} 

Answer 11 
(i) Effective hourly rate of earn ings under Rowan Incentive Plan 

Earnings under Rowan Incentive plan= 
Time saved . 

(Actua l t ime taken X wage rate)+ . 
11 

d x Time taken x Wage rate 
T1meA owe 

= (S hours X Rs. 1 20) + (::our X 5 hours X Rs. 120) 
ours 

= Rs. 600 +Rs. 100 = Rs. 700 
Effective hourly rate= >; 700/5 hours= ~ 140 /hour 

(ii) Let time taken = X 

Eff 
. h I Earnings under Halsay Scheme 

:. ect1ve our y rate= Ti k me ta ·en 

Or, Effective hourly rate under Halsey Incentive plan= 
(Time taken xRate) +SO% ofRateX(Thne a llowed- Time raken) 

Time taken 
Or, Rs.140 = (X XRs.120) +50%ofRs.120X(6-X) 

X 

Or, 140X = 120X + 360 - 60X 
Or, SOX= 360 

360 
Or, X = 80 = 4 .5 hours 

Therefore, to earn effective hourly rat e of '>;140 under Halsey Incentive Scheme worker has to complete 

the work in 4.5 hours. 

Rowan Premium Bonus system does not motivate a hli:hly efficient worker as" less efficient worker and a 
highly efficient worker can obtain same bonus under this system. Discuss with an example. 

{PYP S Marks Ju/'2l} 

Answer 12 
Row an Premium Plan: According to this system a standard time allo\"lance is fixed for the performance of a 

job and bonus is paid i f time is saved. 

Under Rowan System, the bonus is that proport ion of the t ime wages as time saved bears to the standard 
time. 

B 
Tinie take-n 

onus = . x Time Saved X hourly rate 
Tune allowed 

Example explaining highly efficient worker and less efficient worker obtaining same bonus: 

Time rate ( per Hour) ~ 60 
Time allowed 8 hours. 
Time taken by'X' 6 hours. 

Timetakenby 'Y' 2 hours. 

B 
Time taken 

onus = ----- X Ti1ne Saved X hourly rate 
Ti1ne allowed 

For 'X' = 2 
ilours X 6 hout·s X Rs. 60 = Rs. 90 

Bhours 
6 hours 

For 'Y' = --- X 2 hours X Rs. 60 = Rs. 90 
8 /lours 
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From the above example, it can be concluded that a highly efficie nt worker may obtain same bonus as less 
efficient v,orker under this system. 

EXAM INSIGHTS: It was a theoretical question on Rowan Premium Bonus Plan testing the knowledge of 
the examinees that in what situation efficient and less efficient workers will get the same bonus. Majority 
of examinees did not answer properly. Performance of the examinees was below average. 

Question 13 

A skilled worker is paid a guaranteed wage rate of 'I: 150 per hour. The standard time allowed for a job is 10 
hours. He took 8 hours to complete the Job. He has been paid the wages under Rowan Incentive, Plan. 

You are required to: 
(i) Calcul:itc an effcctivc hourly rate, of carnincs under Rowan Incentive Pl:in. 

(ii) Calculate the t ime in which he should complete the job, if the worker is placed under Halsey Incentive 
Scheme (50%) :ind he wants to maintain the same, effective hourly ratc of e:irnings. 

{PYP 5 Marks Dec'21) 

Answer 13 

(i) Calculation of Effective hourly rate of earnings under Rowan Incentive Plan: 
Standard time allowed = 10 hours 
Time taken= 8 hours; Time saved = 2 hours 

Particulars 

A Basic guaranteed wages ('1:150 x 8 hours) 
B Add: Bonus for time saved (2 /10 x 8 x "150) // II 1 ~ 
C Total earnings (A+B) i/ I I I 
D Hours worked ' ( ' ./ I I I 

E Effective hourly rate (C+D) 
(ii) Let the time taken to complete the job is "T" and the time saved is 10-T 

Effective hourly rate under the Halsey Incentive scheme 
= (Rate x Hours Worked)+(Rate X 50% of Time Saved) =" lSO 

Hours 1,vcrked 
(Rs.150 x T)+Rs.150 x 50% (10- T) = Rs 180 

T . 

150T + 750 -75T = 180T 
180T-75T = 750 

750 
T = 

105 
= 7.14 hours 

Amount ('I:) 
1,200 

I I 240 
I , 1,440 

'J,' 8 hours 
180 

EXAM INSIGHTS: This Numerical question tested the conceptual knowledge of examinees under Rowan 
incentive plan for the calcul~tion of effective hourly rates. On the basis of calculated effective hourly rare, 
examinees had to calculate time required to complete job under Halsey incentive scheme. Most of the 
examinees did will in the first part but failed to equate with the effective hourly rate in the second part of 
the question. The performance was above average. 

Question 14 

A skilled worker in Sh:inu Ltd. is paid a auaranteed wage rate of 0: 30 per hour. The standard time per unit 
for a particular product is 4 hours. Sam, a machine-man, has been paid wages under the Rowan Incentive 
Plan :ind he had earned an effective hourly rate of 0: 37.50 on the manufacture of th:it partlcul:ir product. 
What could have been his total earnings and effective hourly rate, had he been put on Halsey Incentive 

Scheme (50%)? (MTP 4 Marks Apr'24,SM) 

Answer 14 
Let T hours be the tota l time worked in hours by the skilled worker (machine-man Sam); 'I: 30/- is the rate per 
hour; standard time is 4 hours pe r unit and e ffective hourly earning rate is 'I: 37.50 then 
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. Time saved . 

Earning = Hours worked x Rate per hour + . 11 d X Time taken X Rate pe r hour 
T1mea owe 

(Under Rowa n incentive plan) 

"; 37.5 T = (T x 'I. 30) +(TX 'I. 30) + (
4

~T) X TX '1.30 

"37.5= " 30 + (4 - T) X "7,5 
Or 'I. 7 .5 T = 'I. 22.5 
Or T= 3 hours 
Total earnings and effective hourly rate of skilled worker (machine man Sam) under Halsey Incentive 
Scheme (50%) 
Total earnings = (Hours worked X Rate per hour)+ (1/2 Time saved X Rate per hour) 
(under 50% Halsey Incentive Scheme) 
= (3 hours X 'I. 30) + (½ X 1 hour X 'I. 30) 

Eff t
. h I t Total earnings , 105 ., 

35 ec ,ve our y ra e = = = , 
Hours r.aken 3 Hours 

Question 15 
The management of a company wants to formulate an incentive plan for the workers with a view to increase 
productivity. The following particulars have been extracted from the books of company: 
Piece Wage rate "; 10 
Weekly working hours 40 
Hourly wages rate 
Standard/normal time per unit 
Actual output for a week: 

Worker A: 176 pieces 
Worker B: 140 pieces 

~ 40 (guaranteed) 
15 minutes . 

Under Halsey scheme, worker gets a bonus equal to 50% of Wages of time saved. 
CALCULATE earning of workers under Halsey's ar,d Rowa n's premium scheme. {MTP4 Marks Nov'24} 

Answer 15 
Calculation of earnings for workers under different incentiveplans: 
Halsey's Premium Plan: 

Worker-A Worker-8 
Actual time taken 40 hou rs 40 hours 
Standard time for actual Production 44 hou rs 35 hours 

(176 pcs x 15 min.) 

60 Min 

(140 pcs x1S min.) 
60Min 

Minimum Wages '1.1,600 ";1,600 
(40 hours x '1.40) (40 hours x ";40) 

Bonus '1.80 No bonus 
{50% (44-40) X '1.40) 

Earning '1.1 680 .. -. l ... ... '1.1 600 ••• • l ••• - •• 

Rowan's Premium Plan: 
Minimum Wages (as above) "1,600 "1!1,600 
Bonus = ~145.45 No bonus 

4 Hou.rs 
(44/tow·s X 40 Hours X ~ 40) 

Earning 111!1 745.45 ··-·' ········-·· "1!1,600 

Question 16 

Anirban Ltd. wants to ascertain the profit lost during the year 20X8-X9 due to increased labour turnover. 
For this purpose, they have given you the following Information : 
(1) Training period of the new recruits is 50,000 hours. During this period their productivity is 60% of 

the experienced workers. Time required by an experienced worker is 10 hours per unit. 
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{2) 20% of the output during training period was defective. Cost of rectification of a defective unit was 

Rs. 25. 
{3) Potential productive hours lost due to delay in recruitment were 1,00,000 hours. 

(4) Selling price per unit is Rs.180 and P/V ratio is 20%. 
(SJ Settlement cost of the workers leaving the organization was Rs.1,83,480. 

(6) Recruitment cost was Rs.1,56,340 
(7) Training cost was Rs.1,13,180. 

You are required to CALCULATE the profit lost by the company due to increGsed labour turnover 
during the year 20XS·X9. {MTP 5 Marks, Apr'l9 & Sep'23, RTP May'lB} 

Answer 16 
50,000 

Output by experienced workers In 50,000 hours = 
10 

= 5,000 units 

.·. Output by ne\,v recruits= 60% of 5,000 = 3,000 units 
Less of output = 5,000 - 3,000 = 2,000 units 

Total loss of output= 10,000 + 2,000 = 12,000 units 

Contribution per unit = 20% of 180 = Rs. 36 
Total contribution cost= 36 x 12,000 = Rs. 4,32,000 
Cost of repairing defective unit s= 3,000 x 0.2 x 25 = Rs. 15,000 

Profit forgone due to labour turnover 

Loss of Contribution 

Cost of repairing defective units 

Recru itment cost 

Training cost 

Settlement cost of workers leaving \\ /1 11 \\ Ji I 
Profit forgone in 20X8-X9 ,\t/ II,\.// I 

\f I I \/ I 
Question 17 

{Rs.) 

4,32,000 

15,000 

1,56,340 

1,13,180 
( 1,83,480 
~ 9,00,000 

Vivit Su Company Ltd. has computed labour turnover rates for the quarter ended 31st March, 2017 as 
20%, 10% and 5% under flux method, replacement method and separation method respectively. If the 

number of workers replaced during that quarter is SO. 
Calculate: 

(i) Workers recruited and joined 
(ii) Workers left and discharged and 

(iii) Average number of workers on roll. 
{MTP Oct'lB, 5 Marks) {Same concept different figuras MTP 5 Marks Mar'21, MTP 5 Marks Oct'22} 

Answer 17 
No,of \Vorkers repl...1ced 

Labour Turnover Rate (Replacement M et hod) = A f k X 100 verage no.o \11.,or ers 
Or E._= so 

' 100 Average no.of workers 
Thus, Average No. of workers = 500 

No.of worke1·s replaced 
Labour Turnover Rate (Separation Method) = f k X 100 

Average no.o wor ers 
Or .2._ = Number of workers separared 

' 100 so 
Thus, No. of workers separated =25 

Labour Turnover Rate (Flux Method) 
= No. ofSeparations+No.of Accession (Joinings) X lOO 

Average no.of workers 

0 
_ 20 _ 2S+No.of accessions (joinings) 

r, - 100 - soo 
Or, 100(25+No.of Accessions) = 10,000 

Or, 25+No. of Accessions= 100 
Thus, No. of Accessions = 100-25=75 
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Accordingly, 
{i) Workers recruited and Joi ned = 75 
(ii) Workers left and discha rged = 25 
{iii) Ave rage number of wo rkers on roll = 500 

Question 18 

From the following information, CALCULATE employee turnover rate using - (i) Separation Method, (ii) 
Replacement Method, (iii) New Recruitment Method, and (iv) FluK Method: 
No. of workers :is on 01.04.2020 = 3,800 No. of workers :is on 31.03.2021 = 4,200 
During the year, 40 workers left while 160 workers were discharged and 600 workers were recruited during 
the year; of these, 1S0 workers were recruited because of exits and the rest were rc,cruitcd in accordance 
with expansion plans. {MTP 5 Marks, Apr'21, RTP May 23} 
(Some concapt but different figures as RTP Moy'20, PYP 10 Marks Moy'lB} 

Answer 18 
Employee turnover rate using: 
{i) Separation Method: 

_ No.of workers left+no.of workers discharge 
Average no.of workers 

X 100 
40+ 160 200 

= (3800 +4200)/ 2 X l OO - 4000 X l OO = S% 
(ii ) Replacement method 

= No.of workers replced x lOO = ISO 
f k 4000 

X 100 = 3.75% average no.o wor ·eJ-s 
(Iii) New recruitment method 

= No.of workers nowly recruted X 
100 

average no.of workers 
= No.of recruim1ents-no.of replacements X 

1 
OO 

Average no.of wo rkers 
_ 600-150 00 _ 4 50 00 _ 250/. 
- 4000 X l - 4000 X l - ll. ,o 

{iv) Flux method: 
= No.ofseperations+no.of•ccesslons X 

100 Average no.of workers 
= (200+600) 100 _ 800 00 _ 200/. 

(3800+4200)/2 X - 4000 X l - ,o 

Question 19 

The standard time allowed for a certain piece of work is 240 hours. Normal wage rate is 0:: 75 per hour. 
The, bonus system applicable to the, work is as follows: 

Percentage of time saved to time allowed Bonus 
(slab rate) 

(i) Up to the first 20% of time allowed 25% of the corresponding saving in time. 
(ii) For and within the next 30% of time allowed 40% of the corresponding saving In tlmo. 
(iii) For and within the next 30% of time allowed 30% of the corresponding saving in time. 
{iv) For and within the next 20% of time allowed 10"/o of the corresponding saving in time. 

CALCULATE the total earnings of a worker over the piece of work and his cornings per hour when ha t:ikes· 
(a) 256 hours, 
(b) 120 hours, and 
(c) 24 hours respectively. (MTP 10 Marks Mor'22} 

Answer 19 
Calculation of total earn ings and earnings per hour: 

Particulars (a) Time taken is {b) Time taken is (0) Time taken is 24 
256 hours 120 hours hours 

A. Time All owed 240 hours 240 hours 240 hours 
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8. Time taken 256 flours 120 flours 24 flours 

C. Time Saved {A-8) Nil 120 hours 216 hours 

0. Bonus hours Nil 40.80 hours 64.80 hours 
(Refer workings) 

E. Hours t o be paid (B+D) 256 flours 160.80 hours 88.80 hours 

F. Wages rate per hour ~ 75 ~ 75 ~ 75 

G. Total earnings (ExF) ~ 19,200 ~ 12,060 ~ 6,660 
H. Earnings per hour (G+B) '\ 75 'I: 100.50 'I: 277.50 

Working Notes: 
Calculation of bonus hours: 

Time saved 120 Time saved 216 hours 
hours 

For first 20% of time allowed i.e. 48 flours 12 12 
(25% of 48 hours) {25% of 48 hours) 

For next 30% of t ime allowed i .. e. 72 hours 28.80 28.80 

( 40% of 72 hours) {40% of 72 hours) 

For next 30% of t ime allowed i .. e. 72 hours - 21.60 

(30% of 72 hours) 

For next 20% of time allowed i .. e. 48 hours - 2.40 
(10% of 24 hours) 

Bonus hours 40.80 64.80 

1•(1[4\i[e],fJ•-
The rate of change of labour force in a company during the year ending 31st March, 2023 was calculated as 
13%,8% and 5% respectively under 'Flux Method', 'Replacement method' and 'Separation method'. The 
number of workers separated during the year is 40. 
You arc required to calculate: 
(i) Average number of workers on roll . 
(ii) Number of workers replaced during the year. 
(iii) Number of new accessions i.e. new recruitment. 
Number of workers at the beginning of the year. {MTP 5 Marks Oct'23} 

Answer 20 
(i) 

(ii) 

(iii) 

(iv) 

Labour Turnover Rate (Separation Method) 
No.of wo rkers separate d = ------~ ---

Av e rage no.of worke rs on l'oll 
40 =----------5 

Or, 100 Ave rage no.of workers on roll 
Or, Average no. of workers on roll = 800 

Labour Turnover Rate (Replacement method) 
No.of workers replaced 

=----------
Average no.of \vorke rs on roll 

8 No.of workers replaced 
Or, 100 = soo 
Or, No. of workers replaced = 64 

Labour Turnover Rate (Flux Method) 
_ No.of Separations+No.of accessions (New recruitments) 

- Aver.age No.of workers on roll 
1~ _ 40+No.ofaccessions (New 1·ecruirmenrs) 

Or, 
100 800 

Or, 100 (40 + No.of Accessions) = 10,400 
Or, No. of new accessions = 64 

No. of workers at the beginning of the year 
Let workers at the beginning of t he year were 'X' 

A f k 11 
workers at the begining+workers at the end 

verage no. o w or ers on ro = 
2 
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Question 21 

800 

800 

800 

2X 

_ X+(X+New accessions - Separations) 

2 = X+(X+64- 40) 

2 
_ X+(X+24} 

2 
= 1,600 - 24 or, X = 788 workers 

Following inform:itlon is given of a newly setup org:iniz:ition for the yoar ended on 31st March, 2021. 
Number of workers replaced during the period 50 
Number of workers left and discharged during the period 25 

Average number of workers on the roll during the period 500 
You :ire required to: 
(i) Compute the Employee Turnover Rates using Separation Method and Flux Method. 

(ii) Equivalent Employee Turnover Rates for (i) above, given that the organization was setup on 31st 

January, 2021. (PYP 5 Marks Ju/'21} 

Answer 21 
(i) Employee Turnover rate: 

Using Separation method: 
= NU1nber of employees Separauut dur ing t ile period l OO 

Ave-ra nge n umber of employees during the period on roll X 
25 

=- X 100: 5% 
500 

Using Flux method: 
= Number of employees Separated+Number of employees Replaced.During t fie Per iod X l OO 

At.•erage nwnbet· of employees during tile per iod on r oll 

= s~;~s x 100 = 15% 

(ii) Equivalent Employee Turnover Rate: 
= £11iployee Tto-nover t·ate f or the period X 

365 
Number of Days fn the period 

Using Separation method = 5/60 X 365 = 30.42% 
Or,= 5/ 60 X 360 = 30% 
Or, = 5/2 X 12 = 30% 
Using Flux method = 15/60 X 365 = 91.25% 
Or, = 15/60 X 360 = 30% 
Or, 15/2 X 12 = 30% 

EXAM INSIGHTS: It was a practical problem requiring computation of Employee turnover rates and 
Equiva le nt employee turnover rates by using separation me thod a nd flux method. Most of the 
examinees were not well acquainted with t he concept of equivalent employee t urnover rates. 
Performa nce of t he examinees was be low average, 

Question 22 

A skilled worker, in PK Ltd., is paid a guaranteed wage rate of 'I: 15.00 per hour in a 48 • hour week. The 
standard time to produce a unit is 18 minutes . During a week, a skilled worker •Mr. 'A' has produced 200 
units of the product. The Company has taken a drive for cost reduction and wants to reduce its labour 
cost. 
You arc required to: 

(I) Calculate wages of Mr. 'A' under e;ich of the following methods: 
(A) Time rate, 
(B) Pieco •retc with :i guaranteed w"ekly w:ig", 
(C) Halsey Premium Plan 
(D) Rowan Pr.,mium Plan 
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\ii} Suggest which bonus plan I.e. Halsey Premium Plan or Rowan Premium Plan, the company should 

follow. (PYP 6 Marks Nov'22) 

Answer 22 
(i} Calculation of wages of Mr. 'A' under different wage schemes: 

A. Time rate 

Wages = Time Worked x Rate for the time 
= 48 hours x ii: 15 
= "720 

B. Piece rate w ith a guaranteed weekly wage 
Wages = Number of units produced x Rate per unit 

= 200 units x "4.50* 
= " 900 
*(" 15 / 60 minutes} x 18 minutes= 'II: 4.50 

C. Halsey Premium Plan 

Wages = Time taken x Time rate + 50% of time saved x Time ra te 
Wages= Time taken x Time rate + 50% (Standard t ime - Actual time) x Time rate 

= (48 hou rs x" 15) + 50% of (60 hours/I - 48 hours) xii: 15 

= " 7 20 + " 90 
= 1!;810 

II \200 units x 18 minutes)/ 60 min utes = 60 hours 
D. Rowan Premium Plan 

. Ti me Saved . 
Wages = Time taken X Rate per hour+ r· All d X Time taken X Rate per hour 

1me O\Ve 
60- 48hours 

= {48 hours X Rs . 15} + ( 
60

h X 48 hours X Rs. 15) o-urs 

= Rs. 720 + Rs. 144 
= Rs. 864 

\ii) The company may follow Halsey Premium Plan over Rowan Premium Bonus Plan as the total wages paid 
is lower than that of Rowan Premium Bonus Plan. 

EXAM INSIGHTS: This Numerical problem is relating to calculation of wages as per Time rate. Piece rate, 
Halsey premium plan and Rowan premium plan. First part required calculation of wages while second part 
require d suggestio n on selection of plan. Some ·examinees made mistakes in calculation of wages under 
piece rate and rowan plan. However, overall performance of the examinees was above avera,:e. 

Question 23 

SMC Company Limited is producing a particular design of toys under the following existing incentive, system: 
Normal working hours in the week 48 hours 
Late shift hours In the week 12 hours 
Rate of payment Normal working: ~ 150 per hour 

late shift: ii: 300 per hour 
Average output per operator for 60 hours per week (including late shift hours): 80 toys. 

The company's manaeement has now decided to implement a system of labour cost p:iyment with either 
the Rowan Premium Plan or the Halsey Premium Plan in order to increase output, eliminate late shift 
overtime, and reduce the labour cost. 
The following information is obtained: 
The standard time allotted for ten toys is seven and half hours. 
Time rate:~ 150 per hour (as usual). 
Assumine that the operator works for 48-hours in a week and produces 100 toys, you are required to 
calculate the weekly earnings for one operator under• 
(i) The existing Time Rate, 
(ii) Rowan Premium Plan and, 
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(iii) Halsey Premium Plan (50%). {PYP 5 Marks, May'23} 

Answer 23 

Workine Notes: 
(1) Effective rate per hour: 

Incentive for 60 hours = (" 150 x 48 hours+" 300 x 12 hours) 
= 7,200 + 3,600 = "; 10,800 
= 0: 10,800 + 60 hours= 0: 180 per hour 

(2) Time taken/ Allowed to produce 100 toys: 
= (60 hours + 80 toys) x 100 toys= 75 hours 

(3) Time saved= Time Allowed - Time Taken 

= 75 hours - 48 hours= 27 hours 
(i) Calculation of weekly earnines for one operator under the existine time rate: 

= (48 hours x "; 150) + (12 hours x "; 300) = "; 10,800 
Alternative solution 

= Effective rate per hour (WN-1) x Time required for 100 toys (WN-2) 
= "; 180 x 75 hours = ~ 13,500 

(ii) Calculation of weekly earnings for one operator under Rowan Premium plan: 

(Time taken x Rate per hour)+ (Time Saved/ Time Allowed x Time taken x Rate per hour) 
= (48 hours x '{ 150) + [{27 + 75) x 48 x '{ 150] 
= 7,200 + 2,592 = "; 9,792 

(iii) Calculation of weekly earnings for one operator under Halsey Premium plan: 
(Time taken x Rate per hour)+ {50% of Time Saved x Rate per hour) 
= (48 hours x '{ 150} + {50% of 27 hours x '{ 150) 
= '{ 7,200 + "; 2,025 = '{ 9,225 

EXAM INSIGHTS: This numerical question was based on calculation of weekly earnings under the Existing 
Time Rate, Rowan and Halsey premium plans. Most of the ex_amlnees answered correctly. Hence, a good 
performance was observed. 

Question 24 

The labour turnover rates for the quarter ended 30th June, 2024 are computed as 14%, 8% and 6% under 

Flux method, Replacement method and Separation method respectively. If the number of workers replaced 

durine 1st quarter of the financial year 2024-25 is 36, COMPUTE the following: 
(i) The number of workers recruited and joined; and 
(ii) The number of workers left and discharged. {RTP Sep'24} 

Answer 24 

Labour Turnover Rate (Replacement method) = No. of workers replaced 
Averae:e No.of v,,1orkers 

B = 36 
Or, 100 Aver~ure No.of workers 

Or, Average No. of workers = 450 

Labour Turnover Rate (Separation method) = No. of workers separated 
Avera:e:e No.of workers 

6 = No. of workers separated 
Or, 100 "" 
Or, No. of workers separated = 27 
Labour Turnover Rate (Flux Method) = 
Vo.of Sepa ,·actcns+No.of accessf.on (joinings) 

Avera.tJe No.of workers 
14 = 27 +No.of accessions (Joinings) Or -

' 100 ·" " 
Or, 100 (27 +No.of Accessions) = 6,300 
Or, No. of Accessions = 36 
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(i) The No. of workers recruited and Joined = 36 
{ii) The No. of workers left and discharged = 27 

A skilled worker is paid a guaranteed wage rate of a: 150.00 per hour.The standard time allowed for a job 
is 50 hours. He gets an effective hourly rate of wages of a: 180.00 under Rowan Incentive Plan due to saving 
in time. For the same saving in time, CALCULATE the hourly rate of wages he will get, if he, is placed under 
Halsey Premium Scheme {50%). {MTP 5 Marks Aug'24) 

Answer 25 
Increase in hou rly ra te of wages under Rowan Plan is ,:: 30 i.e .(a::180 - '1:150) 

Time Saved 
T" All d x,:: 150 =,:: 30 (Please refer Working Note) 

1me owe 
Or Time Saved x ,:: 150 = ,:: 30 

' SO Hours 

0 T. d 1,soo h r, , me save = 
5 

10 ours 
O Hours 

The refore, Time Taken is 40 hours i.e. (50 hours - 10 hours) 
Effective Hourly Rate under Halsey System: 

Time saved = 10 hours 
Bonus @ 50% = 10 hours x 50% x '{150 
Total Wages = {a::150 x 40 hours+ '{750) 

Effective Hourly Rate 
Working Note: 
Effective hourly rate 

= '{6, 750 + 40 hours 

= Time Taken x Rare per hour)+ Ti!~~~:~;:d xTime savea XR.ate per hour 

Time Taken 

= Rs 750 
= Rs 6,750 

= '{168.75 

Time Taken I d h Time Taken XRate per hour T . Al" dXT me save XRate pr our Or ~180 = -----~-'---- + ~,.,,,n..,,•=""'o,,,.,,,,e '---~------
' Time taken Time Taken 

Or a::lSO _ Ti.me T•ke_ n XRar• per hour = Thn• Taken . 
' Tune taken Time Allowed x Tinle saved X Rate pr hour 

Or 'o: 180 - ,,: 150 = Time Saved x ,,: 150 
' Time Allov,1ed 

Question 26 

1 
X . ke T1me Ta n 

,; LDR 

In a factory, the basic wage rate is Rs. 300 per hour and overtime rates are as follows: 
Before and after normal working hours 180% of basic waee rate 
Sundays and holidays 230% of basic waee rate 
During the previous year, the following hours were worked 
• Normal time 1,00,000 hours 
• Overtime before and after working hours 20,000 hours 
Qvc,rtimi, on Sundays and holidays 5,000 hours 
Total 1,25,000 hours 

The following hours have been worked on job 'A' 
Normal 1,000 hours 
Overtimi, before :1nd aft0r working hrs . 100 hours. 
Sundays and holidays 25 hours. 
Total 1,125 hours 

You are required to CALCULATE the labour cost chargeable to job 'A' and overhead in each of the following 
instances: 
(i) Where overtime is worked regularly throughout the year as a policy due to the workers' shortage. 
{ii) Whi,re overtime, is workc,d irregularly to mc,c,t the requirements of production. 
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(iii) Where overtime is worked at the request of the customer to expedite the job. 

(MTP 10 Marks, Oct'20} {Same concept different figures RTP Nov'21, Old & New SM} 
Answer 26 

Workings 
Basic wage rate:~ 300 per hour 
Overtime wage rate before and after working hours: ~ 300 x 180% = 540 per hour 
Overtime wage ra te for Sundays and holidays:~ 300 x 230% = 690 per hour 
Computation of average inflated wage rate (including overtime premium): 

Particulars 

Annual wages for the previous year for normal time (1,00,000 hrs. x Rs . 300) 
Wages for overtime before and after working hours (20,000 hrs. x Rs. 540) 
Wages for overtime on Sundays and holidays (5,000 hrs. x Rs. 690) 
Total wages for 1,25,000 hrs. 

, 

fl d 
Rs.4,42,oO,OOO 

3
S 

Average in ate wage rate =-----= ~ 4 
1,25,000 hours 

(i) Where overtime is worked regularly as a policy due to workers' shortage: 

Amount (Rs.I 

3,00,00,000 
1,08,00,000 

34,50,000 
4,42,50,000 

The overtime premium is treated as a part of employee cost and job is charged at an inflated wage rate. 
Hence, employee cost chargeable to job 'A' 
= Tota l hours x Inflated wage rate = 1,125 hrs. x Rs. 354 = Rs. 3,98,250 

(ii) Where overtime is worked irregularly to meet the requirements of production: 
Basic wage rate is charged to the job and overtime premium is charged to factory overheads as under: 
Employee cost chargeable to Job 'A': 1,125 hours@ Rs.300 per hour= Rs .3,37,500 
Factory overhead: {100 hrs. x Rs. {540 - 300)} + {25 hrs. x Rs . {690 - 300)} 
= {Rs. 24,000 + Rs. 9,750} = Rs. 33,750 

(iii) Whc,re overtime, is worked at the, request of the, customer, ovc,rtime prc,mium is also charged to the 

job as under: 

Job' A'Empioyee cost 1,125 hrs. @ Rs. 300 I I = 3,37,500 
Overtime premium 100 hrs. @ Rs. (540 - 300) I I = 24,000 

25 hrs. @ Rs. {690 - 300) ~ = 9,750 
Total 3,71,250 

Question 27 

Wave limited has replaced 72 workers during the quarter ended 31st March 2022. The labour rates for the 

quarter arc, as follows: 

Flux method 
Replacement method 
Separation method 

You are required to ascertain: 
(i) Average number of workers on roll (for the quarter), 

{ii) Number of workers left and dischareed durine the quarter, 
(iii) Number of workers recruited and joined during the quarter, 

16% 

8% 

5% 

(iv) Equivalent employee turnover ratc,s for the year. (PYP 5 Marks May'22, Old & New SM} 
Answer 27 
Working Note: 

(i) Average number of workers on roll (for the quarter): 
Employee Turnover rate using Replacement method 

8 
Or, 10 

= No of replacements X 
100 

Average number of workers on roll X 

-
72 

X 100 
Average numbe r of workers on roll x 

72X100 
Or, Average num ber of workers on roll = 

8 
= 900 

(ii) Number of workers left and discharged: 
Employee turnover rate (Separation method 

= NoofSeparations(S} X lOO =~ = ..£or S = 45 
Average number of workers on roll x 10 900 ' 
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Hence, number of worke rs left and discharged comes to 45 
(iii} Number of workers recruited and joined: 

Employee tu rnove r rate (F lux method) 
_ No.ofSeparations•(S) +No.of Accessions(A) 

Av erage nurnber of workers on roll 
O 16 _ -4S+A O A = [ 1.44.00 _ 45] = gg 

r ' 10 900 r, 100 

No. of worker recruited and joined 99 
(iv} Calculation of Equivalent employee turnover rates: 

Brnployee tun1over r-at.e for the quarter(s) 
4 = -~.,___----------'---"-" " quarte rs 

Number of quarcer(S) 
. 16% Us ing Flux method = -

1
- X 4 = 64% 

8% 
Using Replacement method = 1 X 4 = 32% 

Using g Separation method = S% X 4 = 20% 
1 

EXAM INSIGHTS: This Numerica l question was on employee cost for the ca lcu lation of average number of 
workers on ro ll, num ber of workers left and discharged, num ber of workers recruited and Joined & 
equivale nt employee turnover rates for t he year by using Replacement Method, Separation Method and 
Flux Method. Many examinees faced hardship in the calculat ion of number of workers recruited and joined 
and equ ivalent e mployee turnover rates. Performance o f the exami nees was average. 

Question 28 

Archika Tyre Manufacturing Private Limited has four workers Ram, Shyam, Mohan & Kundan who are paid 
wages on the basis of'{ 100 per day,'{ 120 per day, 'I: 130 per day & '{ 2500 per month respectively. 
Standard working days in a week are six of 8 hours per day. For the month of October 2022, there was only 
one holiday other t'1an Sunday for which no payment was made to employees except Kundan who was paid 
for full month. Sundays ata consldcred paid holidays i.e. employees arc paid for Sunday also even there Is no 
working on that day. Provident fund contribution is 8% of monthly wages by employer and employee each. 
ESI contribution Is 5% of monthly wages by employer and 4% of monthly wages by employee. 
On the basis of above information, you are required to CALCULATE (regarding the month of October 2022): 
(I) Amount of net w ages receivable by each employee from the employer. 
(ii} What is the total amount of Provident Fund required to be deposited by employer? 
(iii} What Is tho total amount of ESI required to bo deposited by employer? 
(iv} What is the total labour cost to employer? 
(v} If total material cost is 'I: 20,000 for October 2022 and overheads arc charged equal to labour cost, 

calculate total cost for the month. (MTP 10 Marks Sep'22) 

Answer 28 
(I) Calculation of net wages receivable by each employee from the employer (October 2022): 

Ram('{) Shyam ('-:) Mohan ('-:) Kundan ('-:) Total ('-:) 
Wages for October 2022 3,000 3,600 3,900 2,500 13,000 

(0.: 100 X (0.: 120 X (0.: 130 X 

30 days) 30 days) 30 days) 

Less: Employee Contribution to 
PF@8% 240 288 312 200 1,040 
Less: Employee Contribution to 
ESI @4% 120 144 156 100 520 
Net W ages Receivable 2,640 3,168 3,432 2,200 11,440 

(ii) Calculation of total amount of Provident Fund required to be deposited by employer (October 2022): 
('{) 

Total Wages for the month 13,000 
Employer's Contribution to Provide nt Fund @8% of '-: 13,000 1,040 
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Add: Employee's Contribution to Provide nt Fund @8% of 0: 13,000 1,040 
Total amount of Provident Fund required to be deposited by employer 2,080 

(ii i) Calculation of total amount of ESI requ ired to be deposited by employer (October 2022): 
(~) 

Total Wages for the month 13,000 
Employer's Con tribution to ESI @5% of 0: 13,000 650 
Add: Employee's Contribution to ESI @4% of 0: 13,000 520 
Tot:11 :,mount of ESI required to ba deposited by employer 1,170 

(iv) Total l:,bour cost to employer (October 2022): 

(0:) 

Total Wages for the month 13,000 
Add: Employer's Contribution to Provident Fund @8% of "- 13,000 1,040 
Add: Employer's Contribution to ESI @5% of 0: 13,000 650 
Total labour cost to employer 14,690 

(v) C:,lcul:,tion of Tot:11 Cost for October 2022 

(>:) 
Total M ateria I Cost 20,000 
Total l abour Cost 14,690 
Total Overheads (Equal to l abour Cost ) 14,690 
Total Cost 49,380 

Question 29 f'~ LDR 

HR Ltd. is progressine in its legal industry. One of its trainee executives, Mr. H, in the Personnel department 
has calculated f:1bour turnover rate 24.92% for the last year using Flux method. 
Following is the data provided by the Personnel department for the last year: 

Employees At the bc,,:lnning Joined left At the end 
Records clerk 810 1,620 90 2,340 
Human Resource Manaeer ? 30 90 60 
leeal Secretary ? 90 ... ? 
Stoff Attorney ? 30 30 ? 
Associat" Attorney ? 30 ... 45 
Senior Staff Attorney 6 ... . .. 18 
Senior Records clerk 12 ... ... 51 
Litigation attorney ? ... ... ? 
Employec,s tr:insferred from the Subsidiary Comp:iny 
Senior Staff Attornay ........ 12 ... . .. 
Senior Records clerk ... 39 ... ... 
Employees transferred to the Subsidiary Company 
liti,:ation attorney ... . .. 90 ... 
Associate Attorney ... ... 15 . .. 
At the beginning of the year there were total 1,158 employees on the payroll of the company. The opening 
strength of the Legal Secretary, Staff Attorney and Associate Attorney were in the ratio of 3 : 3 : 2. 
The company has decided to abandon the post of litigation attorney and consequently all the litigation 
attorneys were transferred to the subsidiary company. 
The company and its subsidiary are maintaining separate set of books of account and separate Personnel 
Department. 
You are required to: 
(a) CALCULATE labour Turnover rate using Replacement method and Separation method. 
(b) VERIFY the Labour turnover rate calculated under Flu>< method by Mr. H (RTP Nov'22} 
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Answer 29 

Workine Notes: 
(ii Calculation of no. of employees at the beginning and end of the year 

At the Beginning of the year At the end of the yea 

Records clerk 810 2,340 
Human Resource Manager (Le ft- 90 + Closing- 60 - 120 60 
Joined- 30] 
Legal Secreta rv* 4S 135 
Sta ff Attorney• 45 45 
Associate Attorney* 30 45 
Senior Staff Attorney 6 18 
Senior Records clerk 12 51 
Litigation attorney 90 0 
Tot"I 1,158 2,694 

(*) At the beginn ing of the year: 
Strength of Legal Secretary, Staff Attorney and Associate Attorney= 
[1158 - {810 + 120 + 6 + 12 + 90} employees] or (1158 - 1038 = 120 employees) 

[{Legal Secretary - 120 x ¾ = 45, Staff Attorney - 120 x ¾ = 45 & Associate At torney - 120 x ¾ = 30} employees] 

At the end of the year: 
[Legal Secretary -(Openi ng 45 + 90 Join ing) = 135; Staff Attorney - (Opening 45 + 30 Joined - 30 l eft) = 45] 
(iii No. of Employees Separated, Repl.,ced and newly recruited during the ye"r 

Particulars Separations New Recruitment Replacement Total Joining 

Records cle rk 90 1,530 90 1,620 
Human Resource Manager \ 90 .. • _, I 30 30 
l egal Secretary 1 -· 'I ,r 90 ....,_ I ·- 90 
Staff Attorney 30 \ . .., f .. l \ I 30 30 
Associate Attorney 15 "' 15 __,; 15 30 
Senior Staff Attorney .. 12 .. 12 
Senior Records clerk -· 39 ·- 39 
li tigation attorney 90 - .. -
Total 315 1,686 165 1,851 

(Since, HR l td . and its subsidiary are maintaining separate Personnel Department, so t ransfer-in and transfer
out are trea ted as recru itment and separation respectively.) 
(al Calculation of Labour Turnover rate: 

R I M h d 
No.of employees replaced dur ing the year 

100 ep acement et o = ---~~-~---~-~- X 
Average no.of employees onroll 

165 - 165 - 0 

= (1,158+2,694)/ 2 X l OO - 1,926 X lOO - 3 .S] ¼ 
__ No. of employeesseparated during the year X lOO 

Separation Method 
Ave rage no. of employees o nroll 

= t::6 X 100 = 16.36% 

(b) Labour Turnover rate under Flux Method: 
= No.of employeesQoined+Separated)duringthe year X 

10 Ave rageno.of employees on roll 
= No.of employees (Replaced ,. New recruited + Separated) dur ing the year X 

1 
OO 

Average. no.of employees on roll 

= 
1
•
0
: .: ; :

15 
x 100 =112.46% 

Labour Turnover rate calcu lated by Mr. H is incorrect as it seems he has not taken the No. of new 
recruitment while calculating the labour turnover rate under Fl ux method. 

Question 30 

ABC Ltd. has its factory at two locations viz Noida and Patparganj , Rowan plan is used at Nolda factory and 

Halsey plan at Patparganj factory. 
Standard tlm" and basic rat" of w"g"s ar" same for a job which is similar and is carried out on similar 
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machinery. Normal working hours is 9 hours per day in a 5 day week. 
Job at Noida factory is completed in 36 hours while at Patparganj factory it has taken 33 hours 45 minutes. 
Conversion costs at Noida and Patparganj are Rs. 6,084 and Rs. 5,569 respectively. Overheads account for Rs. 
25 per hour. 
REQUIRED: 
{i) To find out the norm:il wai:e; and 
(ii) To compare the respective conversion costs . {MTP 10 Marks, Oct'21, PYP Nov'19 10 Marks) 

Answer 30 

Particulars Noida Patparganj 
Hours worked 36 hr. 33.75 hr. 

Conversion Cost s Rs. 6,084 Rs. 5,569 

Less: Overheads Rs. 900 Rs.Rs.844 

(Rs. 25 x 36 hr.) IRs.25 x 33.75 hr.) 

Labour Cost Rs.5,184 Rs.Rs.4,725 

(i) Finding of Normal wage rate: 
Let Wage rate be Rs. R per hour, th is is same for both the Noida and Patparganj factory. 
Normal wage rate can be fo und out taking total cost of either fact ory. 

Noida: Rowan Plan 
Total Labour Cost = Wages for hours worked + Bonus as per Rowan plan 

Time saved 
Rs.5184 = hours worked x rat e per hour + ( T' 

11 
d x Hours worked x Rate per hour) 1me a owe 

45 - 36 
Or, Rs. 5184 = 36 hr. X R + ( 

45 
X 36 X R) 

Or, Rs. 5184 = 36R + 7.2R 
R : 120 

Normal waffe = 36 hours x Rs.120 = Rs .4,320 

OR 
Patparganj: Halsey Plan 
Total Labour Cost= Wages for hours worked+ Bonus as per Halsey plan 
Rs. 4,725 = Hours worked x Rate per hour+ (50%xHours saved x Rate per hour) 

Rs.4,725 = 33.75 hr. x R + 50% x (45 hr. - 33.75 hr.) x R 
Rs.4, 725 = 39.375 R 

R = Rs .120 
Normal Wage = 33.75 hrs x Rs.120 = Rs.4,050 

(ii) Comparison of conversion costs: 

Particulars Noida (Rs.) Patparganj (Rs.) 
Normal Wages (36 x 120) 4,320 

(33.75 X 120) 4,050 

Bonus (7 .2 x 120) 864 

(5.625 X 120) 675 

Overhead 900 844 

6,084 5,569 

EXAM INSIGHTS: This was a numerical question relatihg to the topic 'Employee Cost'. The question comprised 

of two parts viz. (i) to find out normal Wage rate using Rowan/ Halsey plan and (ii) to compare the respective 
conversion costs. Very well answered by some of the examinees and these examinees have obtained full 

marks. Overall performance of the examinees in thls question was average. 

Question 31 

JBL Sisters operates a boutique which works for various fashion houses and retail stores. It has employed 
26 workers and pays them on time rate basis. On an average an employee is allowed 8 hours for boutique 
work on a piece of garment. In the month of December 2020, two workers M and J were given 15 pieces and 
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21 pieces of garments respectively for boutique work. The following are the details of their work: 

M J 
Work assigned 15 pcs. 21 pcs. 
Time, taken 100 hours 140 hours 

Workers are paid bonus as per Halsey System. The existing rate of wages is 'o: 60 per hour. As per the new 

wages agreement the workers will be paid '( 72 per hour w.e .f. 1 st January 2021. At tha end of the month 
December 20201 the accountant of the company has wrongly calculated wages to these two workers takine 'o: 
72 per hour. 
Required: 
(1) CALCULATE the loss incurrc,d due to Incorrect rate selection. 
(ii) CALCULATE the loss incurred due to incorrect rate selection, had Rowan scheme of bonus payment 

followed. 
(iii) CALCULATE the loss/ savings If Rowan scheme of bonus payment had followed. 
(iv) DISCUSS the suitability of Rowan scheme of bonus payment for JBL Sisters? {RTP Moy'21) 

Answer 31 
Workings Notes: 
Calculation of Total hours saved: 

M J 

No. of garments assigned (Pieces.) 15 21 
Hour allowed per piece Hours 8 8 
Total hours allowed (Hours) 120 168 
Hours Taken (Hours) 100 140 
Hours Saved (Hours) 20 28 

i ( ) f I Ca cu ation o oss incurre dd ue to incorrect rate se ection: 

(While calculating loss only excess rate per hour has been taken) '"'-

M J Total 
('-:) ('-:) ('-:) 

Basic W ages 1,200 1,680 2,880 
(100 Hrs. x '(12) {140 Hrs. x '(12) 

Bonus (as per Halsey Scheme) 120 168 288 
' 50% of Time Saved x Excess Rate) (50% of 20 Hrs. x '<:12) /50% of 28 Hrs . x '(12) 

Excess Wages Pa id 1,320 1,848 3,168 
(ii) Calculation of loss incurred due to incorrect rate, selection had Rowan scheme of bonus payment 

followed: 
M J Total('-:) 
('-:) ('-:) 

Basic W ages 1,200 1,680 2,880 
(100 Hrs. x '(12) (140 Hrs. x '<12) 

Bonus (as per Rowan Scheme) 200 280 480 
( Time Taken • ) 
T' All d X T1n1e Saved X Excess Rat e 1me owe 

( 100 ) 
120 

X 20 X Rs. 1 2 ( 14 0 ) 
168 

X 28 X Rs. 12 

Excess Wages Paid 1,400 1,960 3,360 

(iii) Calculation of amount that could have been saved if Rowan Scheme were followed 
M J Total ('I:) 
('-:) ('-:) 

Wages paid under Halsey Scheme 1,320 1,848 3,168 

W ages paid under Rowan Scheme 1,400 1,960 3,360 
Di fference (loss) (80) (112 ) (192) 

(iv) Rowan Scheme of incentive payment has the following benefits, which is suitable w ith the nature of 
business in which JBL Sisters operates: 

(a) Under Rowan Scheme of bonus payment, w orkers cannot increase t heir earnings or bonus by merely 
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increasing its work speed. Bonus under Rowan Scheme is maximum when the time taken by a worker 
on a job is ha lf of the time allowed. As this fact is known to the workers, therefore, they work at such a 
speed which helps the m to maintain the quality of output too . 

(bl If the rate setting department commits any mistake in se tting standards for time to be take n to 
complete the works, the loss incu rred wil l be relative ly low. 

Question 32 

A total of 108 labour hours have been put in a particular job card for repair work engaging a semi-skilled 
and skilled labour (Mr. Deep and Mr. Sam respectively) . Thi! hours dQvOtlld by both thll workers individually 
on daily basis for this particular job are given below: 

Monday Tucsday Wednesday Thursday Friday 
10.5 8.0 10.5 9.5 10.5 

The skilled labour also worked on Saturday for 10 hours. 
Sunday is a weekly holiday and each worker has to work for 8 hours on all week days and 5 hours on 
Saturdays; the workers are however paid full wages for Saturday (8 hours for 5 hours worked). 
Semi-skilled and skilled worker is paid ordinary wace @~ 400 and~ 600 respectively per day of 8 hours labour. 
Further, the workers are also paid dearness allowance @ 20"/4. 
Extra hours worked over and above 8 hours are also paid at ordinary wage rate however, overtime premium 
of 100% of ordinary wage rate is paid if a worker works for more than 9 hours in a day AND 48 hours in a week. 
You are required to COMPUTE the wages payable to Mr. Deep (Semi-skilled) and Mr. Sam (Skilled) . 
{RTP May'22} 

Answer 32 
Calculation of total normal hours to be paid for Mr Deep (Semi-skilled)· ' . -

Day Normal Extra hours Overtime Equivalent Total normal 

hours hours normal hours for overtime hours 
worked 

A B C D=Cx2 E=A+B+D 

Monday 8 1 1½ 3 12 
Tuesdav 8 .. .. .. 8 
Wednesday 8 1 1½ 3 12 
Thursday 8 1 ½ 1 10 
Friday 8 1 1½ 3 12 
Saturday .. .. .. .. .. 

Total 40 4 5 10 54 
Calcuh,tion of total normal hours to be paid for Mr. Sam (Skilled): 

Day Normal hours Extra hours Overtime Equivalent Total normal 

hours normal hours hours 
for overtime 

worked 

A B C D= Cx2 E = A+B+D 

Monday 8 1 l½ 3 12 
Tuesday 8 ... --- ··- 8 
Wednesday 8 l l½ 3 12 
Thursday 8 l ½ l 10 
Friday 8 l 1½ 3 12 
Saturday 5 3* + 1 1** 2 11 
Total 45 8 6 12 65 

*Mr. Sam will be paid for equ ivale nt 8 normal working hours at ordinary wage rate, though 5 hours of working 
th 

is require d on Saturday. Furthe r, extra 9 hour worked will also be paid at ordinary wage rate. * 
* Overtime of 1 hour worked over and above 9 hours will be paid at overtime rate. 
Waecs payable: 
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Mr. Deep Mr. Sam 

Basic Wages per hour (" 400/8, "600/ 8) (") so 75 

Dearness allowance per hour(@ 20%) (") 10 15 

Hourly rate(") 60 90 

Total equivalent normal hours 54 65 

Total Wages payable(") 3,240 5,850 

Question 33 

A worker took 60 hours to complete a job in a factory. The normal rate of wages is" 80 per hour. The worker 

is entitled to receive bonus 11ccordine to the Halsey Premium Pion. Factory overhead is recovered on the job 
at" 60 per man hour actually worked. The factory cost of the job is" 37,280 and material cost of the job is 

"28,400. 
Required: 

(i) Calculate the standard time for completing the job and effective hourly rate under the Halsey Premium 
plan. 

(ii) Calculate the effective rate of earnines per hour if wages would have been paid under the Rowan Plan. 
{PYP 5 Marks Nov'23} 

Answer 33 

(i) Calculation of standard t ime and effective hourly rate: 
Standard time = Actual hours worked + time saved = 60 +12 = 72 hours 

. . Tot al labour cost 5 280 
Effective hourly rate under Halsey premium plan = b = ....:...._ 

Act ual la our worked 60 

= '1:88 
(ii) Calculation of effective rate earnings under Rowan plan: 

Ti me Saved , 
(Rate x Actual hours worked) + Rate x ~ d r · x T,me Taken 

. t . ltne 
12 I". 80 x 60 hours + "'. 80 x 
72 

x 60 

I!; 4,800 + 800 = " 5,600 
Effective rate per hour= 5,600 + 60 hour= 'I: 93.33 

Workine Note: 
(1) Calculation of labour cost= Factory cost - Material cost - Factory Overhead 

= 37,280 - 28,400 - ('!; 60 x 60 hours) 

= 37,280 - 28,400 - 3,600 =" 5,280 
(2) Calculation of bonus and time saved 

Total labour cost= Normal Rat e x Actual hours worked+½ time saved x normal rate 

"'. 5,280 = (" 80 x 60 hours) + ½ (time saved x "80) 

40 x time saved =" 5,280 - "4,800 
Time saved = (5,280 - 4,800) + 40 
Ti me saved = 12 hours 

The solution can also be prc,sented in following way: 
(b) 

Particulars (") 
Factory Cost 37,280 

Less: Factory Overheads 60 x " 60 3,600 

Prime Cost 33,680 
Direct material 28,400 

Direct wages (Balancing Figure) 5,280 

(i) 
Time Saved . 

Wages under Halsey Plan (Rate x Actua l hours worked)+ Rate x s TL x t ,me taken 
rd. me 

'I: 5,280 = 60 x" 80 + (S' - 60)/2 x" 80 
" 5,280 = "'. 4,800 + 40S - 2,400 

S = "2,880/40 = 72 hours 
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•standard t ime 
Effective rate of earnings per hour= 5,280/60 = I!; 88 

(ii) 
Time Saved 

Wages under Rowan Plan: (Rate>< Actual hours worked) + Rate x • Tl X tiine taken 
.Std. me 

72-60 
: 60 X 80 + --X 60 X 80 : ~ 5,600 

72 · 
Effective rate of earnings per hour= 5,600/60 = ~ 93.33 

EXAM INSIGHTS: Question on Employee cost requiring calculation of standard time for completing the job 
using the cost details given in the question, and effective hourly rate under the Halsey Premium plan and 
Rowan plan. Most of the examinees could not calcu late the labour cost correctly from the given data and 
hence could not proceed forward in the right manner. Overall performance of the examinees was average. 

Question 34 ~ LDR 

The following particulars have been compiled in respect of three workers, which are under consideration of 
the, man:.gc,mc,nt. 

I II 
Actual hours worked 380 100 
Hourly rate of wages (in ~) 40 50 
Productions in units: 
. Product X 210 . 
. Product Y 360 . 
. Product Z 460 250 
Standard tima :ill owed per unit of each product is : 

X y 

Minutes 15 20 
For the purpose of piece rate, each minute is valued at~ 1/· You are required to calculate the 
waees of each worker under: 
{i) Guaranteed hourly rate basis 

Ill 
540 

60 

600 
1350 

. 

z 
30 

(II) Piece work earning basis, but euarantced at 75% of basic pay (Guaranteed hourly rate if his earnings 
are less than 50% of basic pay.) 

{iii) Premium bonus b:isis whc,re the worker received bonus based on Rowan scheme. 
{MTP 10 Marks Mor'24} (MTP 5 Marks Moy '20, RTP May'19} (Same concept different figures MTP 5 Marks 
Nov'21} 

Answer 34 
(i) Computation of wages of each wo rker under guaranteed hourly rate basis 

Worker Actual hours worked (Hours) Hourly wage rate {~) 

I 380 40 
II 100 50 
111 540 60 

(ii) Computation of Wages of each worker under piece work ea rning basis 
Product Piece rate Worker-I 

per unit{~) Units Wages(~) Units 

X 15 210 3,150 . 
y 20 360 7,200 . 

z 30 460 13,800 250 
Total 24,150 

Since each worke r's earnings are more than 50% of basic pay. 
There fore, worker-I, II and Ill will be paid the wages as computed 
i.e. ~24,150, ~7,500 and ~36,000 respect ively. 

Working Notes: 
1. Piece rate per unit 
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Worker-II 

Wages(~) 
. 
. 

7,500 
7,500 

Wages {~} 

15,200 
5,000 

32,400 

Worker-I ll 

Units Wages(~) 

600 9,000 
1,350 27,000 

. . 

36,000 
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~ 
Product Standard time par unit in minute Piece rate each minute (0:) Piece rate per unit (0:) 

X 15 1 15 
y 20 1 20 
z 30 1 30 

;z. Time allowed to each worker 
Worker Product•X Product•Y Product•Z Total Time (Hours) 

I 210 units x 360 units x 460 units x 30 24,150/60 
15 = 3,150 20 = 7,200 = 13,800 = 402.50 

II . . 250 units x 30 7,500/60 
= 7,500 = 125 

Ill 600 un Its x 15 l, 350 units x 20 . 36,000/60 
= 9,000 = 27,000 = 600 

{iii) Computation of wages of each worker under Premium bonus basis (where each worker receives bonus 
based on Rowan Scheme) 

Worker Time Time Time Wage Earnings (") Bonus (") Total 
Allowed Taken saved Rate per * Earninc ('t:) 

(H r.) (Hr.) (Hr.) hour(") 
I 402.5 380 22.5 40 15,200 850 16,050 
II 125 100 25 so 5,000 1,000 6,000 
Ill 600 540 60 60 32,400 3,240 35,640 

* Time Taken , 
T . All d X T,me SavedX Wage Rate uue owe 

380 100 
Worker-I = 

40 2
_
5 

X 22.5 X 40 = 850; Worker-II = !Zs' X 25 X 50 = 1,000 
540 

Wo rker-I = 
600 

X 60 X 60 = 3,240 

C•l14iiM,Ef _ _ _ 
WEPL Ltd, " m:,nuf:,cturing comp:,ny is f:,cing the problem of high l:,bour turnover In the f:,ctory. Before 
analysing the causes and taking remedial steps, the management of the company wants to ascertain the 
profit lost for the ya:,r 2022-23 on account of labour turnover. For this purpose, it has given you the 
following information: 

{i) Sales for the last year 2022·23 was 0: 2,16,80,000 and P/V ratio was 15%. 
(ii) The total number of actual hours worked by the direct labour force was S,00,000 hours. The actual 

direct labour hours included 60,000 hours attributable to training new recruits, out of which 40% of the, 
hours were unproductive. 

(Iii) Due to delays by tho Personnel Dep:,rtmcnt In filling Vllcancies on account of l:,bour turnover, 95,000 
potential productive hours (excluding unproductive training hours) were lost. 

(iv) 1,500 units of the output produced during trllining period were defective. Cost of rectification of 
defective units was" 40 per unit. 

(v) Settlement cost of the workers lellvlng the org:,nization WllS 't: 2,37,880. 
(vi) Recruitment and Selection cost was" 1,40,000. 
(vii) Cost of Training and Induction w<1s 't: 1,61,950. 
Assuming that the potential production lost as a consequence of labour turnover could have been sold at 
prevailing prices, find the profit lost for the year 2022-23 on account of labour turnover. 
{PYP 6 Marks May '24} {Same concept different figures MTP 5 marks Apr'22, SM} 

Answer 35 
Workings: 

(i) Computation of productive hours 
Actual hours worked (given) 
less: Unproductive tra ining hours 

5,00,00( 
24 00( 
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Actual productive hours 4,76.ooq 
(ii) Productive hours lost: 

Loss of potential productive hours+ Unproductive training hours 
= 95,000 + 24,000 = 1,19,000 hours 

(iii) loss of contribution due to unproductive hours : 
Salesvalue . 

= A I d . h x Total unprod uctive hours ctua pro ucn ve ours 

= '
2
'
16

'
80

•
000 

x 119 000 h = '1:54 20 000 4.76.000 h.rs 1 1 ours , ' 
Cont ribution lost for 1,19,000 hours= 'I: 54,20,000 x 15% = ";8,13,000 

Comput.ition of profit forgone on .iccount of employee turnover 

(0:) 

Contribution foregone (as calculated above) 8,13,000 
5ettlement cost due to leaving 2,37,880 
Recruitment and Selection cost 1,40,000 

raining and Induction costs 1,61,950 
Cost of Rectification (1500 units x '1:40} 60,000 
Profit foregone 14,12,830 

The above question can also be solved in alternative way after taking proper assumptions 

Workings: 
(i) Computation of productive hours 

Actual hou rs worked (given) 
Less: Unproductive training hours 
Actual productive hours 

(ii) Productive hours lost: 

(iii) 

Loss of pote ntial productive hours 
= 95,000 hours 
loss of contribution due to unproductive hours : 

Sales11al-ue . 

1 
d . h x Total unproductive hours Acnta pro uct1ve ours = 

= =-~~-~~i·~~: x 95,000 hou rs = ";43,26,891 
Contribution lost for 95,000 hours= 'I: 43,26,891 x 15% 
= 'I: 6,49,034(approx.) 

5,00,000 
24,000 

4 .76.000 

Computation of profit forgone on account of employee turnover 

(0:) 
Contribution foregone (as calculated above) 6,49,034 
Settlement cost due to leaving 2,37,880 
Recruitment and Selection cost 1,40,000 
Training and Induct ion costs 1,61,950 
Cost of Rectification (1500 units x ";40) 60,000 
Profit foregone 12,48,864 

Question 36 

In a factory there are 50 workers, working 8 hours per day including 30 minutes for lunch break, worked for 
160 days during a period of six months ended on 31st December, 2023. During this period total employee's 
cost was recorded -; 3,90,000. The management of the factory decided the overtime premium rates for the 
mo nth of January 2024 as under: 
Sundays and holid:iys 180"/4 of basic wages rate Before and after normal working hours 160% of b.isic 
wages rate 
During the last six months (ended on 31st December, 2023), the following hours were worked: 

Normal time 56,250 
Sundays and holidays 750 
Before and after normal working hours 3,000 
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I Total hours - 60,000 I 
During the month of January 2024, the factory worked on a job BX in the following manner. 

Normal working 2,400 men hours 
Overtime on Sundays and holidays 200 men hours 
Overtime before and 11fter normal working 400 men hours 
Total hours 3,000 

You are required to calculate the labour cost chargeable to job BX and overheads in each of the following 
situations: 

(i) Where overtime is worked regularly in whole year as a policy on account of shortage of workers. 
(ii) Where, ovortlme is worked irrcgul:,rly to meet the requirement of production. 

(iii) Where overtime is worked at the request of the customer to complete the j ob in time. 
(Iv) Where overtime is worked on account of flood in the, area. (PYP 6 Mark• Scp'24} 

Answer 36 
Workings 

Calculation of Basic Wage Rate 
Effective Working Hours for six months ended 31st Dece mber, 2023 
= SO workers x (8-0.5) hours per day x 160 days= 60,000 hours 

B . W R ' 3.90.000 "6 50 h as,c age ate = 
60

_
000 

= , . per our 

Basic wage rate 
Overtime ,,vage rate for Sundays and holidays 

'<6.50 per hour 
'{6,50 X 180% 

= '<11.70 per hour 
Overtime wage rate before and after working hours : '<6.50 x 160% = '<10.40 per hour 

Computation of average inflated wage rate (including overtimepremium): 

Particulars ('<) 
Annual wages for the no rmal time (56,250 hrs x '<6.50) 3,65,625 
Wages for overtime on Sundays and holidays(750 hrs x '<ll.70J 8,775 
Wages for overtime before and after working hours(3,000 hrs x '<10.40) 31,200 
Total wages for 60,000 hrs 4,05,600 

-
fl d 

, 4.0,.600 h 
Average in ate ,,vage rate = h = '< 6. 76 per our 

60 .. 000 ours 
(a) Where overtime is worked regularly as a policy due to shortage of workers: 

The overtime premium is treated as a part of employee cost and Job is charged at an inflated wage rate. 
Hence, employee cost chargeable to job BX 
= Total hours x Infla ted wage rate = 3,000 hrs. x 11(6.76 = '{20,280 

(b) Where overtime is worked irregularly to meet the requirements of production: 
Basic wage rate is charged to the job and overtime premium is chargedto factory overheads as under: 
Employee cost chargeable to Job BX: 3,000 hours @ '<6.50 per hour 
= '< 19,500 
Factory overhead: {200 hrs. >< '< (11.70 - 6.50)) + {400hrs x '< (10.40 - 6.50)) = {'<1,040 + '<1,560) 
= '< 2,600 

(c) Where overtime is worked at the request of the customer to complete the job in time. 

Basic wage rate is charged to the job and overtime premium is chargedto job as under: 
Employee cost chargeable to Job BX: 3,000 hours @ '<6.50 per hour 
= '< 19,500 
Overtime premium: {200 hrs >< '<(11.70 - 6.50)} + {400hrs x '<(10.40 - 6.50)) = {'<1,040 + '<1,S60} 
= '{ 2,600 
Total = '<19,500 + '< 2,600 = '< 22,100 

(d) Where overtime is worked on account of flood in the area 
Basic wage rate is charged to the job and overtime pre mium is chargedto costing P & L Account as 
under: 
Employee cost chargeable to Job BX: 3,000 hours @ '<6.50 per hour 
= '< 19,500 
Costing P&L A/c: {200 hrs x '<(11.70 - 6.50)) + {400hrs x '<(10.40 -6.50)} = {'<1,040 + '<1,560} 
= '< 2,600 

Chapter 3 Employee Cost and Direct Expenses 3.28 

DS



~ ----------
Total = 't19,SOO + 't2,600 = 't 22,100 

Question 37 

AeBee Publishers works for various educational institutes for editing, binding, printing of various books and 
magazines on job work basis. Currently, the company has employed 30 workers and pays them on hour rate 
basis for each job assigned. To complete one of the process of binding, the average time allowed to an 
employee is 8 hours for a 10 pages magazine. 
In the month of March, two employees 'Cee' and 'Dee' were given 21 and 30 units of magazines respectively 
for binding work. The following are the details of the work assigned: 

Particulars 'Cee' 'Dee?' 
Work assigned 21 units 30 units 

Time taken 78 hours 114 hours 
The existing rate of wages is '( 60 per hour along with bonus as per Halsey System. 
However, a new wage agreement has been signed between the employees and the company where, 
employees will be paid '( 65 per hour with effect from the April month. But, inadvertently, for the month of 
March, tho accountant of the company paid the wages to these employees considering rate of wages as "I! 65 
per hour. 
You are required to CALCULATE the following; 

(i) Amount of loss that the company has incurred due to incorrect rate selection in the month of March. 
(ii) Loss incurred by the company due to incorrect rate selection if it had followed Rowan schema of bonus 

payment. 
(Iii) Amount that could have bec,n saved if Rowan Scheme of bonus payment were followed . {RTP Jan'25} 

Answer 37 
Particulars 'C-ee' 'Dee' 
No. of binding work assigned (units) \ 21 30 
Hour all owed pe r magazine (Hours) \' 8 8 

Total hours a llowed (Hours) 1 168 '240 

Hours Taken (Hours) 78 114 

Hou rs Saved (Hours) 90 126 
(i) C:,lcul:,tion of loss incurred due to incorrect rate selection 

(While calculating loss only excess rate pe r hour has been take n) 
Particulars 'Cee' ('t) 'Dee'('t) Total ('t) 
Bas ic Wages 390 570 960 

(78 Hrs. x't SJ (114 Hrs. x 't 5) 
Bonus (as per Ha lseyScheme) 225 3 15 540 
(50% of Tim e Saved xExcess Rate ) (50% of 90 Hrs. x 'I: 5) (50% of 126 Hrs . x "1!5) 
Excess Wages Paid 615 885 1,500 

( ii) Amount of loss if Rowan scheme of bonus payment were followed 
Particu lars 'Cee'('<) 'Dee'('<) Total ('t) 
Basic Wages 390.00 570.00 960.00 

(78 Hrs. x '( 5) (114 Hrs. x '( 5) 
Bonus (as per Rowan Scheme) 208.93 299.25 508 .18 

( Titne Take n ( 78 
( 114 ) . 

11 
d X Titne saved = - X90X _ - X126X 168 Tnn e A ow e , 

~5) 
- 240 

X Excess Rate ~5 

Excess Wages Paid 598.93 869.25 1,468.18 
(iii ) Calculation of amount that could have been saved if Rowan Scheme were followed 

Particul:1rs 'Cea' (~) 'Dec' ('I:) Tot:11 (~) 

Wages paid under Halsey Scheme 615.00 885.00 1,500.00 
Wages paid under Rowan Scheme 598.93 869.25 1,468.18 
Difference saving 16.07 15.75 31.82 
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Shivi is working by employing 10 skilled workers. It is considering the introduction of some incentive scheme 
- either Halsey scheme (with 50% bonus) or Rowan scheme of wage payment for increasing the labour 
productivity to cope with the increased demand for the product by 25%. She feels that, if the proposed 
incentive scheme could bring about an average 20% increase over the present earnings of the workers, it 
would act as sufficient incentive for them to produce more and she has accordingly given this assurance to 
the workers . 
As a result of this assurance, the increase in productivity has been observed as revealed by the following 
figures for the current month: 

Hourly rate of wages (guaranteed) 
Average time for producing 1 piece by one worker at the 
previous performance (this may be taken as time allowed) 
Number of working days In the month 
Number of working hours per day for each worker 
Actual production during the month 

Required: 

~ 2.00 

2 hours 
25 
8 

1,250 units 

(1) CALCULATE effective rate of earnings per hour under Halsey scheme and Rowan scheme. 
(2) CALCULATE the savings of Navya in terms of direct labour cost per piece under the above schemes. 
(3) ADVISE Navya about the selection of the scheme to fulfill her assurance {MTP 4 Marks Dec'24) 

Answer 38 
Production during the month 
Time allow ed for 1,250 units @ 2 hours per unit 

(1,250 x 2 hours) 

1,250 units 

2,500 hours 
2,000 hours Actual t ime taken 25 days x 8 hours x 10 workers 

Time saved 

Labour cost per piece under time rate scheme: 2 

Calcu lation of effective hour ly rate under: 

500 hours 

hours x 0: 2 = 0: 4 

Halsey Scheme: 

Basic wages of 10 workers: 2,000 hours @ "( 2 per hour 

Bonus 50% x {500 hours x ~ 2) 

Total wages for 2,000 hours 

Eff . h I f . , 4.500 
ect ,ve our y rate o earning= z.ooo hours = ~ 2.25 

. , 4.500 
Labour cost per piece= . = ~ 3.60 

1,250 units 

(~) 
4,000 

500 

4,500 

Saving in terms of direct labour cost per piece (0:: 4.00 - "( 3.60) = "! 0.40 

Rowan Scheme: 

Basic wages (as calculated under Halsey scheme) 
, 2,000 hOUl'S 

Bonous : 500 hours x 
25001 

x,: 2 
, \OUl'S 

Total wages for 2,000 hours 

, 4,800 
Effective hour ly rate of earnings ---- = '!;2.40 

2.000 hours 

, 4,800 
Labour cost per piece 

250 1 
= '!;3.84 

1 un ts 

("!) 
4,000 

800 

4,800 

Saving in terms of direct labour cost per piece ('!; 4.00 - '!; 3.84) = '!; 0.16 

Advise: Shivi should introduce Halsey incentive scheme, as it gives more saving than the Rowan 
incentive scheme. 
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Multiple Choice Questions (MCQ) 

1. Idle time is the time under which-{SMJ 
(a) Full wages are pa id to workers 
(b) No productivity is given by the workers 
(c) Both (a) and (b) 
(d) None of the above 

Ans: (c) 
2. Cost of idle time due to non• availability of raw material is-{SM} 

(a) Charge d to ove rhead costs 
(b) Charged to respective jobs 
(c) Charged to costing profit and loss account 
(d) None of the above 

Ans: (c) 
3. Time and motion study is conducted by-(SM} 

(a) Time keeping departme nt 
(b) Personnel department 
(c) Payroll de partment 
(d) Engineering department 

Ans: (d) 
4. Identify, which one of the following, does not account for increasing labour productivity•(SMJ 

(a) Job satisfaction 
(b) Motivating workers 
(c) High labour turnover 
(d) Proper supervision and control 

Ans: (c) 
5. Labour turnover is measured by-(SM} 

(a) Number of persons replaced/ average number of workers 
(b) Numbers of persons separated/ number of workers at t he beginning of the year 
(c) (Number of persons replaced+ number of persons separated)/( number of persons at the beginni ng 

+ the number of persons at the end of the year) 
(d) None of the above 

Ans: (a) 
6. Time booking refers to a method wherein _ of an employee is recorded. (SM} 

(a) Attendance 
(b) Food expenses 
(c) Health status 
(d) Time spent on a pa rticular job 

Ans: (d) 
7. Employee Cost includes{SMJ 

(a) Wages and Salaries 
(b) Allowances and incentives 
(c) Payment fo r ove rtime 
(d) All of the above 

Ans: (d) 
8. If the time saved is less than 50% of the standard time, then the wages under Rowan and Halsey 

premium plan on comparison gives•{SMJ 
(a) More wages to workers under Rowan plan than Halsey plan 
(b) More wages to workers unde r Halsey plan than Rowan plan 
(c) Equal wages unde r two plans 
(d) None of the above 

Ans: (a) 
9. Standard time of a job is 60 hours and guaranteed time rate Is '!:0.30 por hour. What is the amount 

of wages under Rowan plan if job is completed in 48 hours? (SM) 
(a) ~ 16.20 

Chapter 3 Employee Cost and Direct Expenses 

DS



(b) '!. 17.28 
{c) 0: 18.00 
(d) '!. 14.40 

Ans: (b) 
10. Important factors for control of employee cost can be•{SM} 

(a) Time and Motion Study 
(b ) Control over idle t ime and overti me 
(c) Contro l ove r e mployee turnover 
(d ) All of the above 

Ans: (d) 
11. Out of the following methods attendance is marked by recognizing an employee based on physical 

and behavioral t raits• {SM) 
(a) Punch Card Attendance method 
(b) Bio- Metric Attendance system 
(c) Attendance Register me thod 
(d) Token Method 

Ans: (b) 
12. If overtime is required for meeting urgent orders, the overtime premium should be charged as• 

{SM) 
(a) Respective job 
(b) Overhead cost 
(c) Costing P& L A/c 
(d) None of above 

Ans: (a) 
13. If the amount of wagos under Halsey plan is 'I: 4201 total timo allow,:d is 8 hours and the guaranteed 

time rate is 0: 60 per hour. What is the total t ime saved by the worker? {MTP 2 Marks Apr'24) 
(a) 2 hou rs 
(b) 3 hours 
(c) 6 hours 
(d) 3.5 hours 

Ans: (a) 

14. In a mutual project, both Raj and Bhuvan are contributing thoir efforts, using Identical materials . R3j 
receives a bonus based on the Rowan plan, while the Halsey plan determines Bhuvan's bonus. The 
standard time allocated for the project ls 150 hours. R3j completes the project in 90 hours, while 
Bhuvan finishes it in 120 hours. The normal hourly wage rate for Raj is 0: 30. The total earnin,::s for 
both workers arc equal. 
Calculate the normal hourly wa,::e rate to be paid to Bhuvan. {PYP 2 Marks Sep'24} 
(a) 0: 26.50 
(b) '!. 24.00 
{c) "22.50 
(d) '!. 28.00 

Ans: (d) 

15. On Ol-04·2023 number of workers employed in a factory was 150. Durin,:: the year 30 workers resi,::ned 
and S workers were dischar,::ed . Due to resi,::nation and dischar,::e, 15 workers were replaced. For the 
year 2023-24, labour turnover rate by separation method will be: {PYP 2 Marks Sep'24} 
(a) 21.43% 
(b) 18% 
(c) 25% 
{d) 30% 

Ans: (c) 

16. Phalsa Ltd. pays its workers on time-basis because their services cannot be tangibly measured. The 
company's normal workini: week includes S days of 8 hours each. Sometimes, the workers needs to 
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work late at night which was 3 nights of 3 hours each for the current week. The average output 
produced per worker for the week is 120 units. 

Information regarding incentive rate is as follows : 
Rate of Payment Day shift : 'I; 320 per hour 

Night shift: 't 450 per hour 
However, this time-basis payment made workers lazy, making their expected output lower. As 
workers started doing more of the night shifts for higher earnings with minimal impact on the outputs, 
the company decided to shift on to a system of payments on output basis. Information regardine 
amended incentive rate is as follows : 

Time-rate (as usual) 't 320 per hour 
Basic time allowed for 15 units 5 hours 

Piece-work rate Add 15% to basic piece-rate 
In the amended incentive system, the normal weekly working hours remained the same while 
production increased to 135 units. 
CALCULATE the labour cost per unit as per the existing incentive system, along with the amended 
incentive system. {RTP Jon'25} 

(a) 'I; 140.42 and 'I; 122.67 respectively 
(b) 't 124.81 and 't 138.00 respectively 
(c) 'I; 124.81 and 'I; 122.67 respectively 
(d) 'I; 140.42 and 'I; 138.00 respectively 

Ans: (a) 

17. The rate of change in the composition of employee force over the average number of employees for 
the year is computed as 9% under 'separation method' . However, the same rate is computed as 15% 
and 30% under ' replacement method' and 'flux method' respectively, 
Considering the average number of employees on roll during the year as 200, FIND OUT the number 
of employees - (i) replaced, (ii) left and discharged and (iii) recruited and joined {MTP 2 Marks Nov'24} 
(a) Replaced- 18 employees, left and discharged- 30 employees andrecruited & joined- 42 

employees 
(b) Replaced- 30 employees, left and discharged- 42 employees andrecruited & joined- 18 

employees 
(c) Replaced- 30 employees, left and discharged- 18 employees andrecruited & joined- 42 

employees 
(d) Replaced- 42 employees, left and discharged- 18 employees andrecruited & joined- 30 

employees 
Ans: (c) 

18. Mr. Ben is paid higher wages than Mr. Akan. Though their normal wage rate is same, Mr. Ben gets 
higher payment :is under H:ilsey system th:in th:it to Mr. Akan :is under Rowan System. 
The total time allowed to make the same product is 75 hours, however, Mr. Ben takes 60 hours while 
Mr. Akan takes 4S hours. 
The production of the product also involve other costs that are not traced directly to the product like 
salary to quality assurance manager, factory rent, supplies, salary to production supervisor, electricity 
consumed, etc. which comes to 't 2,26,800 leading to factory overhead rate being 't 120 per man- hour 
actually worked. 
The total f:ictory cost for the product produced by Mr. Akon comes to 't 1,25,640 and by Mr. Ben comes 
to 'I; 1,29,600. 
From the Information given above, COMPUTE the normal wa>ge r:ite alone with the cost of material. 
{MTP 2 Marks Oec'24) 

(a) Normal wage rate- 't 63 per hour and cost of material- 't 1,20,240 
(b) Normal wage rate- 'I; 67.5 per hour and cost of material- 'I; 1,22,400 
(c) Normal wage rate- 't 480 per hour and cost of material- 't 90,000 
(d) Normal wage rate - " 450 per hour and cost of material- ~ 87,840 

Ans: (c) 
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CONCEPTS OF THIS CHAPTER 
• Overheads: production, administrative, selling & dist ribu tion. 
• Allocation, apportionment, and absorption of overheads. 
• Under-absorption and over-absorption of overheads; apply In cost 

computation. LOR Questions 
• Accounting and con trol of administrative, selling, and dist ribution 

overheads. 
Q12 Ql9 
Q23 Q24 

• Methods to ca lculate overhead rate . 

QUICK REVIEW OF IMPORTANT CONCEPTS 

I. Classification of Overheads 
Overheads are the expenditure which cannot be identified with a particular cost unit. Overheads can be classified 
as under. 

By Function 

• Factory or Manufacturing or 
Production Overhead 

• Office and Administrative 
Overheads 

• Se lling and Distribution 
Overheads 

By Nature, 

• Fixed Ove rheads 
Overhead 

• Variable Overheads 
Overhead 

• Semi-Variable 
Overheads 

II. Methods for Re-apportionment of Overheads 

By Element 

• Indirect Materials 

• Indirect e mployee 
cost 

• Ind ire ct expenses 

By Control 

• Controllable costs 

• Uncontrollable 
costs 

The re-apportionment of service department expenses over the production departments may be carried out by 
using any one of the following methods: 
"' MhdfR ,. et o s or e-apportionment 

• Direct re-distribution method • Reel pro cal Service method. 
• Step method or non-reciprocal method. - Simultaneous Equation method 

- Trial and error method 

- Repeated distribution method 

Il l. The steps involved in determinine of Machine hour rate is as follows: 

• Step 1: Calculate total of overheads apportioned to a production department. 
• Step 2: Apportion further t hese overheads to machines or group of machines in the department. 
• Step 3: Allocate machine specific costs (directly identi fiable with the machine ) 
• Step 4: Estimate total productive hours for the machi ne 
• Step 5: Aggregate overheads as apportioned in step-2 and allocated in step-3 and divide it by Estimated 

total productive hou rs The resu ltant figure is machine hour rate 
• The resultant figu re is mach ine hou r rate 
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Quest ions & Answers 

Theory Questions 

Question 1 

EXPLAIN the treatment of over and undcr absorption of overheads In cost accounts. 
{MTP 5 Marks Mar'24,RTP Nov'23) 

Answer 1 

(a) Treatment of over and under absorption of overheads are:-
(i) Writi ng off to costing P&L A/c: - Small difference between the actual and absorbed amount shou ld 

simply be t ransferred to costing P&L A/c, if difference is large t hen investiga te the causes and after that 
abnormal loss/ gain shall be tra nsferred to costing P&L A/c. 

(ii) Use of supplementary Rate: Under this method the balance of under and over absorbed overheads may 
be charged to cost of W. I. P., finished stock and cost of sales proport ionately with the help of 
supplementary rate of overhead. 

(iii) Carry Forwa rd to Subseque nt Year: Difference should be carried fo rward in the expectation that next 
year the position will be automatically corrected. 

Question 2 

Explain Blanket Overhead Rate, and Departmental OvcrhC!ad Rato. How they arc calculated? State, tho 

conditions required for the application of Blanket Overhead Rate. {PYP 5 Marks, Jan'21, SM) 

Answer 2 
Blanket Overhead Rate: Blanket ove rhead rate refers to the computat ion of one single ove rhead rate for t he 
whole factory. 
This overhead rate Is computed as follows: 

Blanket Rate = Total overheads for the factory 
Tor.al number o fu nit'S of base for the factory 

Departmental Overhead Rate: It refers to the computat ion of one single overhead rate fo r a particular 
production un it or department. 
This overhead rate is determined by the following formul a: 

Depart mental ove rhe ad Rate= Overheads of department or cost cenn·e 
Co r l'esponding b.asc 

Conditions required for the Appl ication of Blanket Overhead: 
A blanket ra te should be applied in the fo llowing cases: 
(1) Whe re onl y one major product is being produced. 
(2) Whe re several products are produced, but 

(a) All products pass t hrough a ll de partments; and 
(b) All products are processed for the same le ngt h of t ime in each de par tme nt. 

Question 3 

Describe briefly id le time and explain the treatment of idle time in cost accounts in following situations: 
(i) The settine up time! for the! machine in casl! of Direct Worker Mr. A. 
{ii) Normal break time for lunch in case of Indirect Worker Mr. B. 
(iii) Time lost due to breakdown of machine in case of Worker Mr. C. {PYP 4 Marks May '24) 

Answer 3 
The time during which no production is carried-out because the worker remains id le but are paid. In o ther 
words, it is the difference between the time paid and the t ime booked. Id le t ime can be normal o r abnormal. 
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~ 
>ituation Idle Time Treatment 

The setting up time for the machine in Normal idle time It is treated as a part of cost of production. It 
case of Direct Worker Mr. A is t o be considered while setting of standard 

hours or standard rate. 

Normal rest t ime, break time for Normal idle time It is to be considered for the computation of 

lunch in case of Indirect Worker Mr. B overhead rate. 
Time lost due to break- down of Abnormal idle It is to be shown as a separate item in the 
machines In case of Worker Mr. C time Costing Profit and Loss Account. 

Practical Questions 

l•i't41CM,i,_ 
A machine costing 0: 10 lakhs, was purchased on 01-04-2021. The expected life of the machine is 10 years. 
At the end of this period its scrap value is likely to be~ 10,000. The total cost of all the machines Including 

new one was 0: 90 lakhs. 
The other information is given as follows: 

(i) Working hours of the machine for the year was 4,200 including 200 non-productive hours. 
(ii} Repairs and maintenance for the new machine during the year was~ 6,000. 

(iii) Insurance Premium was paid for all the machine 0: 9,000. 
(iv) New machine consumes 8 units of electricity per hour, the rate per unit being "3.75 

(v) Tho new m:ichine occupies 1/1oth area of the department. Rent of the dep<1rtment is Rs.2,400 per 

month. 
(vi) Depreciation is charged on straight line basis. 

COMPUTE machine hour rate for the new machine. (MTP 5 Marks, Oct'21} 

Answer 4 

Computation of machine hour rate of new Machine 
Total (0:) 

A. St:inding Chari:es 

I. Insurance Premium 0: 9,000 x ¾ 
1 

II. Rent-;-;; x 'I: 2,400 x12 months 

B. Machine expenses 

I. Repairs and Maintenance {O: 6,000 + 4,000 hours) 
I I D . . ( 10,00.000- 10,000 . eprec,at,on = 

10 vears • 4000 hrs 
) 

Ill. Electricity (8 uni ts x 0: 3.75) 

Mach ine hour rate 

Working Note 
Calculation of product ive Machine hour rate 

Total hours 
Less: Non-Productive hours 
Effective machine hours 

• "3,880 + 4,000 hours= " 0.97 

Question 5 

4,200 
200 

4,000 

1,000 

2,880 

3,880 

Per hour (0:) 

0.97* 

1.50 
24.75 

30.00 

57.22 

SNS Trading Company has three Main Departments and two Service Departments. The data for each 

dep:irtment is given below: 

Departments Expenses {In") Area In (Sq. Mtr) Number of 
Main Department: Employees 
Purchase Department s,00,000 12 800 
Packing Department 8,00,000 15 1700 
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Distribution Department 3,50,000 7 700 
Service Departments: 
Maintenanc" Department 6,40,000 4 200 
Personnel Department 3,20,000 6 250 

The cost of Maintenance Department and Personnel Department is distributed on the basis of 'Area in 
Square Metres' and 'Number of Employc,es' respectively. 
You are required to: 
(I) Prepare a Statement showing the distribution of expenses of Sorvice Departments to the Main 

Departments using the "Step Ladder method" of Overhead Distribution. 
(ii) Compute the Rate per hour of each Main Department, given that, the Purchase Department, Packing 

Department and Distribution Department works for 12 hours a day, 24 hours a day and 8 hours a day 
respectively. Assume that there :are 365 days in a year and there are no holidays. 
{PYP 5 Marks Ju/'21} 

Answer 5 

[i) Schedule Showing the Distribution of Expenses of Se rvice Departments using Step ladder method. 
Main Department Service Department 

Purchase Packing(~) Distribution (~) Maintenance (~) Personnel (~) 

(~) 
Expenses 5,00,000 8,00,000 3,50,000 6,40,000 3,20,000 
Distribution of 
Maintenance Department 
(12:15:7:-:6) 1,92,000 2,40,000 1,12,000 (6,40,000) 96,000 

Distribution of Personnel 
Departmen t 

~, II (800:1700:700:-:-) 1,04,000 2,21,000 91,000 - [4,16,000) 

Total 7,96,000 12,61,000 5,53,000 ._j/ \' - -
(ii) Calculation of Expenses rate per hour of Main Department 

Purchase Packing Distribution 
Total apportioned expenses (~) 7,96,000 12,61,000 5,53,000 

Total Hours worked 4,380 8,760 2,920 
(12 X 365) (24 X 365) (8 X 365) 

Expenses rate per hour (~) 181.74 143.95 189.38 

EXAM INSIGHTS: This practical proble m was based on distribution of overheads by using step ladder method 

and calculation of rate per hour. Many examinees faced hardship to understand the concept of step ladder 
method; hence the overhead distribution was not done correctly leading to wrong calcu lation of overhead 

rate per hour. Performance of the examinees was below average. 

Question 6 

Mix Soap Pvt. Ltd., manufactures three brands of soap - Luxury, Herbal and Beauty. The following 
Information has been obtained for the period from June 1 to June 30, 2021 relating to three brands: 

Luxury Herbal Beauty 
Actual Production (units) 6,750 14,000 77,500 
Wages paid (Rs.) 7,500 18,750 1,15,000 
Raw materials consumed (Rs.) 20,000 47,000 2,40,000 
Selling price per unit (Rs.) 25 15 8 

Other data are: 

Factory overheads Rs. 80,000 
General & administration overheads (equal for all) Rs. 48,000 
Selllne overheads 20% of Works cost 

If the company limits the manufacture to just one brand of soap adopting a single brand production, then 
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monthly production will be: 
Units 

Luxury s,ooo 
Herbal 15,000 
Beauty 30,000 

Further, factory overheads are to be allocated to each brand on the basis of the units which could have been 

produced when sinelc brand production was in operation. 

You are required to: 
(I) FIND out the Factory overhead rate for all the brands. 
(ii) PREPARE a cost statement for the month of June showing the various elements of cost and also the 

profit earned. (MTP 10 Marks, Apr'21} 

Answcr 6 
(i) Calculation of Factory overhead rate. 

If the single brand production was in operation, then 
1 un it of Luxury = 3 units of Herbal = 6 units of Beauty. Therefore, the factory overhead ratio in the 
reve rse orde r would be 5,000:15,000: 30,000 or 1:3:6. 
The overhead rate will be lov,est in case of brand which will be produced in high number. Therefore, in case 
of Beauty soap brand, the ove rhead rate will be: 

80,000 80,000 =---------- =-------6 x6. 750+3Xl4-.000+ 1X77.500 40,500+42,000+ 77.500 
= 80,000 = 0.5 

1,60,000 
So, the overhead rate will be: 
Luxury = 0.5 x 6 = Rs. 3 
Herbal = 0.5 x 3 = Rs. 1.5 
Beal.!IY = 0.5 x 1 = Rs. o.s 

(ii) Statement of Cost of Mix Soap Pvt. Ltd. for the month of Junc 2021: 
Luxury (Rs.) Herbal (Rs.) Beauty (Rs.) 

Raw material consumed 20,000 47,000 2,40,000 
Add: Wages paid 7,500 18,750 1,15,000 
Prime cost 27,500 65,750 3,55,000 
Add: Factory overheads 20,250 21,000 38,750 

(Rs.3 x 6,750) (Rs.1 .5 x 14,000) (Rs.0.5 x 77,500) 
Works cost 47,750 86,750 3,93,750 
Add: General s& administration 16,000 16,000 16,000 

overheads (1:1:1) 
1\dd: Sel I ing expenses 9,550 17,350 78,750 

(Rs.4 7,750 x (Rs.86, 750 X (Rs. 3,93,750 x 
0.20) 0.20) 0.20) 

Cost of salcs 73,300 1,20,100 4,88,500 
Profit 95,450 89,900 1,31,500 
(Balancing figure) 
Sales 1,68, 750 2, 10,000 6,20,000 

(Rs.25 x 6,750) (Rs.15 x 14,000) (Rs.8 x 77,500) 

Question 7 

Total (Rs.) 

3,07,000 
1,41,250 
4,48,250 

80,000 

5,28,250 
48,000 

1,05,650 

6,81,900 
3,16,850 

9,98, 750 

M/s Avyukt Automobile Parts has four identical machines in its factory. Cost of each machine is '( 5,00,000 
with expected scrap value of 10% at the end of its effective life (9 years) . The expected annu::al running hours 
of machine is expected to run for 2,200 hours. The other details in respect of the machine shop are: 
(I) Factory Rent "C 5,000 per month 
(ii) Lighting of Factory '( 3,000 per month 
(iii) Operator Wages (Two operators and each operator Is in chargo of two machines) 

'(10,000 per month (per Operator) 
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(iv) Fixed repairs and maintenance charges per machine 'I: 2,000 per quarter 
(v) Insurance premium for the machine (Annual) 3% of cost 
(vi) Forman' s salary (Devoted 1/6th of his time to this factory) 

'I: 2,500 per month 
(vii) Other factory overhead (Annual) ~40,000 
(viii} Power Consumption per machine per hour 80 units 
(ix) Rate of Power 'I: 150 for 100 units 
(x) Unproductive Hours lost during repairs SO per annum 
(xi) Unproductive Hours lost while Job Setting 650 per annum 
You are required to COMPUTE a comprehensive machine hour rate assuming power is used during operating 
time only. (MTP lO Marks Apr'22} 

Answer 7 
fC h C ompre ens1ve ompu a 10n o M h' H ac 1ne 

Particulars 
Standing Charges: 

Depreciation (Working Note 2) 
Factory Re nt(~ 5,000 x 12 months / 4) 

Lighting of Factory ('I: 3,000 x 12 months/ 4) 
Operator Wages(~ 10,000 x 12 months/ 2) 
Repairs and maintenance ('I: 2,000 x 4) 

Insurance premium(~ 5,00,000 x 3%) 
Forman's sala ry ('I: 2,500 x 12 x ¼/ 4) 

Other factory ove rhead (0: 40,000 / 4) -- ~~ ~ 

Standing Charges per hour ('I: 1,68,250 / 1,SOO 'hours) 

Running Charges: 

Power (80 units x 'I: 150 / 100} 
Comorehensive Machine Hour Rate 

Working Notes: 
1. Computation of Total Operative Hours 
Total Running Hours: 
Less: Unproduct ive hours lost duri ng repairs 
Less: Unproductive hours Lost while Job Setting 
Total Operative Hours 
2. Calculation of Annual Depreciation 
A I D . i _ P-urchase Cost- Estimated Scrap \lalue 

nn ua eprec,at on - Effective life in years 

Question 8 

= 
Rs.S,00,000- Rs.SO,OOO 

9 Years 
= Rs. 50,000 

L \ 

' 

our R t a e per ac one M h' 

Per Annum (~) 

~ 

L 

2,200 
50 

650 

50,000 

15,000 
9,000 

60,000 
8 ,000 

15,000 
1,250 

10,000 

1,68,250 

' _.,' 

1,500 per :,nnum 

Per Hour(" ) 

112.17 

120.00 
232.17 

A manufacturing unit has purchased and installed a new machine at a cost of Rs. 24,90,000 to its fleet of S 
existing machines. The new machine has an estimated life of 12 years and is expected to realize Rs. 90,000 
as scrap value at the end of its working life. 
Other relevant data are as follows: 
(i) Budgeted working hours are 2,496 based on 8 hours per day for 312 days. Plant maintenance work is 

carried out on weekends when production is totally halted. The estimated maintenance hours are 416. 
During the production hours machine set -up and change over works are carried out. During the set-up 
hours no production is done. A total 312 hours are required for machine set-ups and change ovars. 

(ii) An estimated cost of maintenance, of the machine is Rs. 2,40,000 p.a. 
(iii) The machine raquirc,s a component to be replaced every waek at a cost of Rs. 2,400. 
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~ 
(iv) There are three operators to control the operations of all the 6 machines. Each operator is paid 

Rs. 30,000 per month plus 20% fringe benefits. 
(v) Electricity: During the production hours including set-up hours, the machine consumes 60 units per 

hour. During the maintenance the machine consumes only 10 units per hour. Rate of electricity per unit 
of consumption is Rs. 6. 

(vi) Departmental and general works overhead allocated to the operation durine last year was Rs. S,00,000. 
During the current year it is estimated to increase by 10%. 

Required: COMPUTE the machine hour rate. {RTP Moy'21} 

Answer 8 
Working Note: 

1. Effective machine hour: 

2. 

3. 

= Budgeted wo rking hours - Machine Set-up time 
= 2,496 hours - 312 hours= 2,184 hours. 
Operators' sa lary per annum: 

Salary (3 operators x Rs.30,000 x 12 months) 
Add: Fringe benefits (20% of Rs.10,80,000) 

Depreciation per annum 
Rs.24,90,000- Rs.90.000 = Rs. 2 OO OOO 

12 Years ' ' 

Rs . 10,80,000 

Rs. 2,16,000 
Rs. 12,96,000 

Computation of Machine hour Rate 

Amount 
p.a. (Rs.) 

Standing charges ' n r, r, , 
1 O • S I Rs.12,96.000 perators a ary . X 

6 machines 2.184 hom·s 1°\ II 11 \\ /,, 
12,96,000 

Departmental and general overheads: \I I I \I 
(Rs. 5,00,000 x 110%) 5,50,000 
( Rs.5.50,000 X l ) 

6 machines 2 184hours 
(A) 18,46,000 

Machine Ex~enses 
D . . ( Rs.2.00.000 ) 2,00,000 eprec1at1on 2 184 

h. : ours 
Electricity: 
During working hours (2,496 hours x 60 units x Rs.6) 8,98,560 
During maintenance ho urs (416 hours x 10 units XRs.6) 24,960 
Component replacement cost (2,400 x 52 weeks) 1,24,800 

Machine maintenance cost 2,40,000 
(B) 14,88,320 

Machine Hour Rate (A+ B) 

Question 9 

Amount per 
hour (Rs.) 

98.90 

41.97 

140.87 

91.58 

411.43 
11.43 
57.14 

109.89 
681.47 
822.34 

The, following account balances and distribution of indirc,ct charges arc, taken from the accounts of a 

manufacturing concern for the year ending on 31st March 2021 

Item Total Amount Production Departments Service Departments 

(Rs. ) X (Rs.) V (Rs.) Z {Rs.) A (Rs.) 8 (Rs.) 
Indirect Material 2,50,000 40,000 60,000 90,000 50,000 10,000 
Indirect Labour S,20,000 90,000 1,00,000 1,40,000 1,20,000 70,000 
Supervisor's Salary 1,92,000 . . 1,92,000 . . 
Fuel & Heat 30,000 
Power 3,60,000 
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Rent & Rates 3,00,000 
Insurance 36,000 
Canteen Charges 1,20,000 
Depreciation 5,40,000 

The following departmental data are also available: 
Production Departments Service Departments 

X V 2 A 8 
Area (Sq. ft.) 4,400 4,000 3,000 2,400 1,200 
Capital Value of Assets 40,00,000 60,00,000 so,00,000 10,00,000 20,00,000 
(Rs.) 
Kilowatt Hours 3 ,500 4,000 3,000 1,500 . 
Radiator Sections 20 40 60 50 30 
No. of Employees 60 70 120 30 20 

Expenses charged to the service departments are to be distributed to other departments by the following 
percentages: 

X V z A B 
Department A(%) 30 30 20 . 20 
Department B (%) 25 40 25 10 . 

PREPARE an overhead dist ribution statement to show the total overheads of production departments after 
re-apportioning service departments' overhead by using simultaneous equation method. Show all the 
calculations to tho nearest rupee. {MTP 10 Marks, Mar'21} {Same canc.,pt different figures MTP 10 Marks 
Nov'21} 

Answer 9 n Primary Distribution of Overheads 

Item Basis Total Production Departments Service 
Amount Departments 

(Rs.) X (Rs.) V (Rs.) Z (Rs.) A (Rs.) B (Rs.) 

Indirect Material Actual 2,50,000 40,000 60,000 90,000 50,000 10,000 
Indirect Labour Actual 5,20,000 90,000 1,00,000 1,40,000 

Supervisor's Salary Actual 1,92,000 . . 1,92,000 

Fuel & Heat Radiator 30,000 3,000 6,000 9,000 
Sections 
(2:4:6:5:3} 

Power Kilowatt Hours 3,60,000 1,05,000 1,20,000 90,000 
{7:8:6:3:-} 

Rent & Rates Area (Sq. ft .) 3,00,000 88,000 80,000 60,000 
{22:20:15:12:6} 

Insura nce Capital Value of 36,000 8,000 12,000 10,000 
Assets {4:6:5:1:2} 

Canteen Charges No. of 1,20,000 24,000 28,000 48,000 
Employees 
{6:7:12:3:2) 

Depreciation Capital Value of 5,40,000 1,20,000 1,80,000 1,50,000 
Assets 
{4:6:5:1:2} 

Total overheads 23,48,000 4,78,000 5,86,000 7,89,000 
Re-distribution of Overheads of Service Department A and B 
Tota l overheads of Service Departments may be distributed by simultaneous equation. 
Let, the total overheads of A = a and the total overheads of B = b 
a= 3,14,500 + 0.10 b (i) 
or, 10a - b = 31,45,000 [(i)xlO) 
b = 1,80,500 + 0.20 a 
or, -0.20a + b = 1,80,500 {ii) 
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7,500 4,500 

4S,000 . 

48,000 24,000 

2,000 4,000 

12,000 8,000 

30,000 60,000 

3,14,500 1,80,500 
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Solving equation ( i) & (i i) 
10a • e = 31,45,000 

-0.20a + -e = 1,80,500 
9.8a = 33,25,500 
a = Rs. 3,39,337 
Putting the value of 'a' in equation (ii), we get 
b = 1,80,500 + 0.20 x 3,39,337 
b = Rs. 2,48,367 

Secondary Distribution of Overheads 

Production Departments 

XI Rs.) V IRs.) ZIRs.l 

Total overhead as per primary distribution 4,78,000 5,86,000 7,89,000 
Service Department A (80% of Rs.3,39,337) 1,01,801 1,01,801 67,867 
Service Department B (90% of Rs.2,48,367) 62,092 99,347 62,092 
Total 6,41,893 7,87,148 9,18,959 

Question 10 

A work-shop has 8 identical machines operated by 6 operators. The machine cannot work without an operator 
wholly engaged on it. The original cost of all the 8 machines works out to "l: 64,00,000. The following particulars 

f ' hdf th ' 'd are urn1s e or a six mon s Der10 : 

Normal available hours per operator 1,248 
Absenteeism (without pay) hours per operator 18 
Leave {with pay) hours per operator 20 
Normal unavoidable idle time-hours per operator ,-- .., ,---,, 10 
Production bonus estimate<! 11 \\ // I 10%onwaees 
Power consumed ' 'f I i \\)/ I "t 80,500 
Supervision and Indirect Labour \I l..! \I I "t 33,000 
Lighting and Electricity >; 12,000 
Average rate of wages per day of 8 hours per operator >: 200 
The followlne particulars are elven for a yaDr: 
Insurance >: 7,20,000 
Sundry work Expenses >: 1,00,000 
Manaeement Expenses allocated >: 10,00,000 
D£?preci:itlon 10% on tho original cost 

Repairs and Maintenance (including consumables): 5% of the value of all the machines. 
Prepare a statement showinr the comprehensive machine hour rate for the machine shop. 
(MTP 10 Marks Sep'22, PYP 5 Marks Jan'2l} (Same concept different f igures SM} 

Answer 10 

Workings: 

Particulars 

Normal available hours half yearly (1,248 x 6 operators) 
l ess: Absenteeism hours (18 x 6 operators) 
Paid hours (A) 
l ess: l eave hours (20 x 6 operators) 
l ess: Normal idle time (10 x 6 operators) 
Effective working hours 

Computation of Comprehensive M:ichine Hour R:ite 

Particulars 

Operators' wages (7,380/8 x200) 
Production bonus (10% on wages) 
Power consumed 

Six months 6 operators 

(Hours) 
7,488 
(108) 
7,380 
(120) 

(60) 
7,200 

Amount for si x months ("t) 
1,84,500 

18,450 
80,500 
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Supervision and indirect labour 33,000 

Lighting and Electricity 12,000 

Repair and maintenance {(5% x" 64,00,000)/2) 1,60,000 

Insurance(" 7,20,000/2) 3,60,000 

Depreciati on{(" 64,00,000 x 10%)/2} 3,20,000 

Sundry Work expenses(" 1,00,000/2) 50,000 

Management expenses (" 10,00,000/2) 5,00,000 

Total Overheads for 6 months 17,18,450 
Comprehensive Machine Hour Rate= 'I: 17,18,450/7,200 hours 'I: 238.67 

Question 11 

The following particulars refer to process used in the treatment of material subsequently, incorporated in 
a component forming part of an electrical appliance: 
(i) The original cost of the machine used (Purchased in June 2023) was ~ 10,000. Its estimated life is 10 

years, the estimated scrap value at the end of its life is'< 1,000, and the estimated working time per year 
(50 weeks of 44 hours) is 2,200 hours of which machine maintenance etc., is estimated to take up 200 
hours. 
No other loss of working time expected. Setting up time, estimatedat 100 hours, is regarded as 
productive time. (Holiday to be ignored). 

(ii) Electricity used by tho machine during production is 16 units per hour at cost of a 9 paisa per unit. No 
current is taken during maintenance or setting up. 

(ill) Tho machine required a chemical solution which is repl:ic<1d :it the end of week at a cost of" 20 e:ich 
time. 

(iv) The estimated cost of mainten:ince per year is" 1,800. 
(v) Two attendants control the operation of machine together with five other identical machines . Their 

combined weekly wages, Insurance :ind the employer's contribution to holiday pay amount 0,: 120. 

(vi) Departmental and general works overhead allocated to this machine for the current year amount to '< 
3,000. 
You arc required to CALCULATE the machine hour rate of operating the machine. 
(MTP 6 Marks July'24 & Apr'21} (RTP Nov'23} 

Answer 11 
Working Notes: 

(i) Total Productive hours = Estimated Working hours - Machine Maintenance hours 

I ii l 
(iii) 

(iv) 

= 2,200 hours - 200 hours = 2,000 hours 

D . . , 10.000 - u ooo ., 900 eprec1at1on per annum = 
0 

= , 
1 yea ,·s 

Chemical solution cost per annum = "20 x SO weeks= " 1,000 

Wages of att endants (per annum) = , izox so ~ ••ks = '( 1 000 
6 Machmes ' 

Calculation of Machine hour rate 
P,uticulars Amount 

(per annum) 

A. Standing Charge 

(I ) W ages of attendants 1,000 
(ii) Departmental and general works overheads 3,000 

Total Standing Charge 4,000 

Standing Charges per hour 
4,000 --
2.000 

8. Machine Expense 

(iii) Depreciation 900 

(iv) Electricity 
,o.09x l 6uni,sx l, 900hours -

2.000hours 
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(per hour) 

2.0 

0.45 

1.37 
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~ 
(v) Chemical solution 1,000 0.50 
(vi) Maintenance cost 1,800 0.90 

Machine operating cost per hour (A+ B) 5.22 

Question 12 c:\ LDR 

Vivi ltd. manufactures a single product. It recovers factory overheads at a pre• determined rate of '{ 20 per 
man-day. 
During the year 2020-21, the total factory overheads incurred and the man-days actually worked were '{ 
35.50 lakhs and 1.50 lakh days respectively. Out of the amount of 't 35.50 lakhs, It 2.00 lakhs were In respect 
of wages for strike period and'{ 1 .00 lakh was in respect of expenses of previous year booked in this current 

year. Durini: the period, 50,000 units were sold. At the end of the period, 12,000 completed units were held 
in stock but there was no opening stock of finished goods. Similarly, there was no stock of uncompleted 

units at the beginning of the period but at the end of the period there were 20,000 uncompleted units which 
may be treated as 65% complete in all respects. 

On investigation, it was found that 40% of the unabsorbed overheads were due to factory inefficiency and the 
rest were attributable to increase in the cost of indirect materials and indirect labour. You are required to: 

{i) Calculate the amount of unabsorbed overheads durine the year 2020 -21. 
(ii) Show the accounting treatment of unabsorbed overheads in cost accounts and pass journal entry. 

(PYP 10 Marks Dec'21) 

Answer 12 
(i) Amount of under-absorption of overheads during the year 2020-21 

('{) 

Total production overheads actually incurred during the year 2020-21 35,50,000 

Less: Wages paid during strike period ~2,00,000 
Wages of previous year booked in current year 'I•; I ~ 1,00,000 3,00,000 

Net production overhead5 actually incurred : (A) 32,50,000 

Production overheads absorbed by 1.50 lakh man-days@'{ 20 per man-day: (B) 30,00,000 

Amount of under-absorption of production overheads: [(A)- (B)] 2,50,000 
(ii) Accounting treatment of under absorption of production overheads: it is given in the statement of the 

question that 62,000 units (50,000 sold + 12,000 closing stock -0 opening stock) were completely finished 
and 20,000 units were 65% complete, 40% of the under-absorbed overheads were due to factory 

inefficiency and the rest were attributable to increase in cost of indirect materials and indirect labour. 
('(] 

1. (40% of 't2,50,000) i.e. 't 1,00,000 of under - absorbed overheads w ere due to factory 1,00,000 
inefficiency. This being abnormal, should be debited to the Costing Profit and Loss 

A/c 
2. Balance (60% of'{ 2,50,000) i.e.'{ 1,50,000 of under - absorbed overheads should be 1,50,000 

distributed over work-in - progress, finished goods and cost of sa les by using 
supplementary rate 

Total under-absorbed overheads 2,50,000 

Apportionment of unabsorbed overheads of '{l,50,000 over work-in-progress, finished goods and cost of 
sales. 

Equivalent ('{) 

Comoleted units 

Work-in-progress (13,000 units x 't 2) 20000 * 65% = 13,000 26,000 
(Refer to Working Note) 

Finished goods (12,000 units x '{ 2) 12,000 24,000 
Cost of sales (50,000 units><'{ 2) 50,000 1,00,000 

75,000 1,50,000 
Journal entry: 

Nork-in-progress control A/c Dr. '{ 26,000 

Finished goods control A/c Dr. '{ 24,000 
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Cost of Sales A/c Dr. ~ 1,00,000 
Costing Profit & Loss A/c Dr. -: 1,00,000 

To Ove rhead control A/c 

Working Note: 

S I h d b 
. Rs.l,50.000 R 

2 
. upp ementary over ea a sorpt,on rate= _

5 000 
. = s. per unit 

1 , · umts 

~ 2,50,000 

EXAM INSIGHTS: The question tested the knowledge of examinees on the treatment of unabsorbed 
Overheads in cost accounting. Examinees had to calculate unabsorbed overheads and pass journal 
entry after allocating them to Cost of Sales, WIP, and Finished stock by using supplementary rate. 
Performance of the examinees was above average. 

Question 13 

USP Ltd. is the manufacturer of 'double grip motorcycle tyres' . In the manufacturing process, it undertakes 
three different jobs namely, Vulcanising, Brushing and Striping. All of these jobs require the use of a special 
machine, and also the aid of:, robot when necessnry. The robot Is hired from outside :ind the hire charges 
paid for every six months is~ 2, 70,000. An estimate of overhead expenses relating to the special machine 
Is given below: 
• Rent for a quarter is~ 18,000. 
• The cost of the special machine is ~ 19,20,000 and depreciation is chari:ed @10% per annum on 

straight line b,1sis. 
• Other indirect expenses are recovered at 20% of direct wages. 

The, factory manager has Informed that In the coming yenr, the total direct w:iges will be 'I: 12,00,000 
which will be incurred evenly throughout the year. 
During th" first month of operation, th&? followini: det:ills are available from th&? Job book: Number of 
hours the special machine was used 

Jobs Without the aid of the robot With the of the robot 
Vulcanising 500 400 

Brushing 1000 400 
Striping . 1200 

You are required to: 
(i) Compute the M achine Hour Rate for the company as a whole for a month (A} when the robot Is used 

and (B) when the robot is not used. 
(iii Compute the Machine Hour Rate for the individual jobs i.e. Vulcanising, Brushing nnd Stripine. 
{PYP 10 Marks Nov'22, SM) 

Answer 13 
Working notc,s: 

(I) Total machine hours use 
(500 + 1,000 + 400 + 400 + 1,200) 

(II) Total machine hours without the use of robot (500 + 1,000) 
(111) Total machine hours wi th the use of robot 

(400 + 400 + 1,200) 
(IV) Total overheads of the machine pe r mo nth 

Re nt(~ 18,000 + 3 months) 
Depreciation[(~ 19,20,000 x 10%) + 12 months) 
Indirect expenses [(~ 12,00,000 x 20%) + 12 months] 
Total 

(V) Robot hire charges fo r a month 
(~ 2, 70,000 + 6 months) 
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2,000 

6,000 
16,000 
20,000 
42,000 
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(VI ) Overheads for using machines w ithout robot 

= Rs ,4z,ooo X 1 500 hrs. = Rs. 18,000 
3,500 hrs. ' 

(VII) Overheads for using machines w ith robot 

= Rs,
4z,ooo X 2 000 hrs. + ~ 45 000 = Rs. 69,000 

3.S00 /lrs. ' ' 

(i) Computation of Machine hour rate for the firm as a whole for a month 

( h h b d 
Rs.69.000 S h 

A) W en t e ro ot was use : 
000 

= Rs. 34. 0 per our 
2, hcurs 

(B) When the robot was not used : ~~~B.OOO = Rs. 12 Per hour 
1 hours 

(ii) Computation of Machine hour rate for the individual job 

Rate per Job 
hour Vulcanizing Brushing Striping 

(~} Hrs. (~} Hrs. (~) Hrs. (~} 
Overheads 

Without robot 12.00 500 6,000 1,000 12,000 . . 
With robot 34.50 400 13,800 400 13,800 1,200 41,400 

Tota l 900 19,800 1,400 25,800 1,200 41,400 

Machine hour rate 22 18.43 34.50 

EXAM INSIGHTS: This is a Numerical question on absorption costing fo r the calculation of Machine Hour 

Rate (MHR}. Part one required computation of MHR for the company as a whole while part two required 
calculation of MHR for the individual jobs. Most of the examinees made mistakes in calculation of total 

overheads, Overall performance of the examinees was poor. 

Question 14 

The cost variance report was b"ine discussed at a raview meeting where in Cost Accountant of th" company 
reported under-absorption of production overheads. 

The, following inform::,tion was ::,vailable from the cost records of the company at the, and of financial year 
2023-24: 

• Actual production overheads Incurred were~ 4,S0,000 which included 11: 42,000 on account of 'written 
off obsolete stores. 

• 18,000 units were produced during the year out of which 10,000 units were sold and 8,000 units of 
finished goods were in stock. 

• There were also 5,000 units i n progress which may be reckoned as 40% complete. 

• The actual machino hours worked durlne the period were 43,000. 
ABC Ltd. absorbs the production overheads at a predetermined rate of~ 8 per machine hour. 

On investig:,tion, It has been found that 20% of the under-absorption of production overheads was due to 
defective planning and the rest was attributable to normal increase in costs of indirect materials and 

indirect labour. 
You are requirod to: 

(i) Calculate the amount of under-absorption of production overheads during the year 2023-24; and 
(ii} Show the treatment of under-absorption of production overheads in cost accounts. 

(PYP 6 Marks May '24) 

Answer 14 
(i) Amount of under-absorption of production overheads during the current year 

Total production overheads actually incurred 4,50,000 
during the current year 

Less : 'Written off' obsolete stores 42,000 
Net production overheads actually incurred : (A) 4,08,000 
Production overheads absorbed by 43,000 machine 

hours@ ~ 8 per hour : (BJ 3,44,000 
0..mount of under - absorption of production overheads : 
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[UA) - (B)I 64,00Q 
(ii) Accountine tre:itment of under :ibsorption of production overhe:ids 

It is given in the statement of the question that 18,000 units were produced, and 5,000 units were 40% 
comple te, 20% of the under- absorbed overheads were due to defective plan ning and the rest were 
attributable to normal increase in costs of indirect materials and indirect labour. 
1. (20 % of 'It 64,000) i.e ., 'It 12,800 of under-absorbed overheads were due to 

de fective planning. This being abnormal, should be debi ted to the Costing 'It 12,800 
Profit and loss A/c. 

2. Ba lance ( 80% of ~ 64,000) i.e., 'It 51,200 of under-absorbed overheads 
should be distributed over work-in-progress, finished goods and cost of sales 'It 51,200 
by using supplementary rate . 
Total under-absorbed overheads a: 64,000 

Apportionment of unabsorbed overheads of 'It 51,200 over, work-in progress, finished goods and cost of sales 
Equivalent Completed Units ('It) 

Work-in-Progress 
(5,000 units x 40%x'lt 2.56) 2,000 5,120 
(Refer to working note) 
Finished goods 
(8,000 units x 'It 2.56) 8,000 20,480 
Cost of sales 
(10,000 units x ~ 2,56) 10,000 25,600 

20,000 51,200 
Working Note 

I 
. 51,200 56 Supp ementary rate per unit = 

2330
_
000 

= 'It 2. 

Question 15 

From the details furnished below you are required to compute a comprehensive machine-hour rate: 

Original purchase price of the machine (subject to depreciation at 10% per 
annum on original cost) 'It 12,96,000 
Normal working hours for the month (The machine works for only 75% of 
normal capacity) 200 hours 
Wages to Machine-man '>: 800 per day 

(of 8 hours) 
Wages to Helper (machine attendant) '>: 500 per day 

(of 8 hours) 
Power cost for the month for the time worked I( 1,30,000 
Supervision charges apportioned for the machine centre for the month '>: 18,000 
Electricity & Lighting (fixed in nature) for the month '>: 9,500 
Repairs & maintenance (machine) including consumable stores per month '>: 17,500 
Insurance of Plant & Bulldine (:ipportioned) for the ye:ir 00: 18,000 
Other general expense per annum '>: 18,000 

The workers are paid a fixed dearness allowance of '>: 4,500 per month. Production bonus payable to 

workers in terms of an aw:ird is equ:il to 10% of basic wages and de:irncss allowance. Add 10% of the basic 
wage and dearness allowance against leave wages and holidays with pay to arrive at a comprehensive 

l:ibour-waee for debit to production. {RTP Sep'241 MTP 10 Marks, Mar '19 & Sep'23} 

Answer 15 
Effective machine hours= 200 hours x 75% = 150 hours 

C t t· f C h M h' H R t omou a ton o ompre ens1ve ac 1ne our a e 

Per month ('>:) Per hour ('>:) 
Fixed cost 

Supervision cha rges 18,000.00 
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~ 
Electricity and lighting 9,500.00 
Insurance of Plant and bu ilding("' 18,000 + 12) 1,500.00 
Other General Expenses("' 18,000+12) 1,500.00 
De preciation ("' 1,29,600+12) 10,800.00 

41,300.00 275.33 
Direct Cost 
Repairs and ma intenance 17,500.00 116.67 
Power 1,30,000.00 866.67 
Wages of machine man 196.00 
Wages of Helper 136.00 
Machine Hour rate {Comprehensive) 1,590.67 

Wai:es per machine hour 
M achine man Helper 

Wages for 200 hours 
Machine-man ("' 800 >< 25) "' 20,000.00 ... 

He lpe r ("! 500 x 25) ... ~ 12,500.00 
Dearness Allowance (DA) 'II: 4,500.00 Ill: 4,500.00 

0: 24,500.00 "'17,000.00 
Production bonus {10% of Basic and DA) 2,450.00 1,700.00 
Leave wages {10% of Basic and DA) 2,450.00 1,700.00 

29,400.00 20,400.00 
Effective wage rate per machine hour 196.00 136.00 

Question 16 

Shanu ltd has calculated a predetermined overhead rate of 0: 22 per machine hour for its Quality Check (QC) 
department. This rate has been calculated for the budi:eted level of activity and is considered as appropriate 
for absorbine overheads. The followine overhead expenditures at various activity levels had been estimated. 

Total overheads Number of machine hours 
"'3,38,875 14,500 

"'3,47,625 15,500 
"'3,56,375 16,500 

You are required to: 
(i) CALCULATE the variable overhead absorption rate per machine hour. 
{Ii) CALCULATE the estimated total fixed overheads. 
(iii) CALCULATE the budgeted level of activity in machine hours. 
(iv) CALCULATE tha amount of undar/ovar absorption of overheads If the actual machine hours were 14,970 

and actual overheads were"' 3,22,000. 
(v) STATE the arguments for and aealnst using departmental absorption rates as opposed to a single or 

blanket factory wide rate. (MTP 5 Marks Dec'24 & Oct'22, MTP May'20, Apr'19) 

Answer 16 

(i) 
Diffrence in Total overheads 

Variable overhead absorption rate = -~-~-----~-~~
Diffrenceinlevels intern1S of machine hours 

= l3,47,62S-l3.38,875 ,.
8 75 h' h 

5 5001 Sooh 
=, . per mac me our. 

l , \Ours- 14, ours 
(ii) Calculation of Total fixed overheads: 

('11:) 

Total overheads at 14,500 hours 3,38,875 
Variable overheads="' 8.75 >< 14,500 1,26,875 
Total fixed overheads 2,12,000 

(iii) Calculation of Budgeted level of activity in machine hours: 
Let budgeted level of activity = X 

Th 
(l 8.75 x +, 2,12,000) • en '----...;...-'-~ = ,22 

)( 

Chapter 4 Overheads-Absorption Costing Method 4.15 

DS



8.75X + ': 2,12,000 = 22X 
13.2SX = 2,12,000 
X =16,000 
Thus, budgeted level of activity = 16,000 machine hours. 

(iv) Calculation of Under/ Over absorption of overheads: 

Actual overheads 
Absorbed overheads = 14,970 hours x 'I: 22 per hour 
Over-absorption (3,29,340 - 3,22,000) 

(':) 
3,22,000 
3,29,340 

7,340 
(v) Departmental absorption rates provide costs which are more precise than those provided by the use of 

blanket absorption ra tes. De partmen tal absorption rates facilitate variance analysis and cost control. 
The application of these rates makes the task of stock and work-in-process (WIP) valuation easier and 
more precise. However, the setting up and monitoring of these rates can be time -consuming and 
expensive. 

MST limited has collected the following data for its two activities. It calculates activity cost rates based on 
cost driver capacity. 

Activity Cost Driver Capacity Cost (Rs.) 
Power KIiowatt hours 50,000 kilowatt hours 40,00,000 

Quality Inspections Number of Inspections 10,000 Inspections 60,00,000 
The company makes three products M, S and T. For the year ended March 31, 20X9, the following 
consumption of cost drivers was reported: 

Product Kilowatt hours (luality Inspections 

M 10,000 3,500 
s 20,000 2,500 
T 15,000 3,000 

Required: 
(i) PREPARE a statement showing cost allocation to each product from each activity. 
(ii) CALCULATE the cost of unused capacity for each activity. 
(iii) STATE the factors the management considers in choosing a capacity level to compute the budgeted 

fixed overhead cost rate. (RTP May119} {Some concept different figures SM,MTP 4 Marks Apr'24} 
Answer 17 

(i) Statement of cost allocation to each product from e:ich :ictivity 

Product 
M (Rs.) S (Rs.) T (Rs.) Total (Rs.) 

Power 8,00,000 16,00,000 12,00,000 36,00,000 
(Refer to (10,000 kWh x Rs.80) (20,000 kWh x Rs.SO) (15,000 kWh x Rs.80) 
working note ) 
Quali ty 21,00,000 15,00,000 18,00,000 54,00,000 
Inspections (3,500 inspections x (2,500 inspections x (3,000 inspections x 

(Refer to Rs.600) Rs.600) Rs .600) 
working note) 

Working Note: 
Rate per unit of cost driver: 
Power : (Rs.40,00,000 + 50,000 kWh) = Rs.SO/kWh 
Quality Inspection : (Rs.60,00,000 + 10,000 inspections)= Rs.600 per inspection 

(ii) C:ilculation of cost of unused c:ipacity for each activity: 
(Rs.) 

Power (Rs.40,00,000 - Rs.36,00,000) 4,00,000 
Quality Inspections {Rs.60,00,000 - Rs.54,00,000) 6,00,000 
Total cost of unused capacity 10,00,000 
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(iii ) Factors management consider in choosing a capacity level to compute the budgete d fixed overhead 
cost rate: 

Effect on product costing & capacity management 
Effect on pricing decisions. 
Effect on performance evaluation 
Effect on financial statements 
Regulatory requirements. 
Difficulties in fo recasting for any capacity level. 

Question 18 

Pretz Ltd . is a manufacturing company having two production departments, 'A' & 'B' and two service 
departments 'X' & 'Y'. The following is the budget for March, 2022: 

Total(~) A ('I:) B (~) X ('I:) y ('I:) 

Direct material 2,00,000 4,00,000 4,00,000 2,00,000 
Direct wages 10,00,000 4,00,000 2,00,000 4,00,000 
Factory rant 9,00,000 
Power (Machine) 5,10,000 
Depreciation 2,00,000 
General lighting 3,00,000 
Perquisites 4,00,000 
Additional information: 
Area (Sq. ft.) 500 250 250 500 
Capital value of assets ('I: lakhs) ' 40 80 20 20 
Licht Points 10 20 10 10 
Machine hours 1,000 2,000 1,000 1,000 
Horse power of machines 50 40 15 25 

A technical assessment of the apportionment of expenses of service departments is as under: 

A B X y 

Service Dept. 'X' (%) 55 25 - 20 
Service Dept. 'Y' (%) 60 35 5 -

You are required to: 
(a) PREPARE a statement showing distribution of overheads to various departments. 
(b) PREPARE a statement showine re-distribution of service departments expenses to production 

departments usine-
(i) Simultaneous equation method 
(ii) Trial and error method 
(iii) Repeated Distribution Method. (RTP May'22} 

Answer 18 
(a) Primary Distribution of Overheads 

Basis Total ('I:) 
Direct materials Direct 6,00,000 
Direct wages Direct 6,00,000 
Factory rent(2:l:1:2) Area 9,00,000 
Power (Machine) H.P. x Machine Hrs. 5,10,000 
(10:16:3:5)• 
Depreciation (2 :4 :1: 1) Capital value 2,00,000 
General Lighting Light Points 3,00,000 
(1:2:1:1) 
Perquisites (5:2:1:2) Direct Wages 4,00,000 

35,10,000 
*{(1000x50) : (2000x40): (1000x15) : {1000x25)} 
(50000 : 80000 : 15000 : 25000) 

A(~) B ('I:) X ('I:) y ('I:) 
- - 4,00,000 2,00,000 
- - 2,00,000 4,00,000 

3,00,000 1,50,000 1,50,000 3,00,000 
1,50,000 2,40,000 45,000 75,000 

50,000 1,00,000 25,000 25,000 
60,000 1,20,000 60,000 60,000 

2,00,000 80,000 40,000 80,000 
7,60,000 6,90,000 9,20,000 11,40,000 
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{10: 16 : 3 : 5) 
(b)(i) R d" t "b t · fS e IS rl u 10n o erv1ce t' D t epar men s expenses using 'Simultaneous equation method' 

X = 9,20,000 + 0.05 Y 
y = 11,40,000 + 0.20 X 

Substitu ting the value of X, 
y = 

= 
Y • 0.0lY = 
y = 
y = 

11,40,000 + 0.20 (9,20,000 + 0.05 Y) 
13,24,000 + 0.01 Y 
13,24,000 
13,24,000 / 0.99 
" 13,37,374 

The total expense of Y is 'I: 13,37,374 and that of Xis 'I: 9,86,869 i.e., 'I: 9,20,000 + (0.05 x 'I: 13,37,374). 
Distribution of Service departments' overhc3ds to Production dep3rtments 

Production Departments 

A ('I:) B ('I:) 
Overhead as per primary distribution 7,60,000 6,90,000 
Dept- X (55% and 25% of 'I: 9,86,869) 5,42,778 2,46, 717 
De pt- Y (60% and 35% of~ 13,37,374) 8,02,424 4,68,081 

21,05,202 14,04,798 
(ii) Redistribution of Service Department's expenses using 'Trial and Error Method': 

Service Departments 

X ("l y (~l 
Overheads as per primary distribut ion 9,20,000 11,40,000 
(i) Apportionment of Dept-X expenses to Dept-Y 

(20% of 'I: 9,20,000) . ~ - -· ~ --- 1,84,000 

\\ // 
-

I 13,24,000 ... 
( ii) Apportionment of Dept-Y expenses to Dept-X w (5% of 'I: 13,24,000) 66,200 --
(i) Apportionment of Dept-X expe nses to Dept-Y 

(20% of 'I: 66,200) --- 13,240 
(ii) Appo rtionment of Dept-Y expenses to Dept-X(S% of" 13,240) 662 --
(i) Apportionment of Dept-X expenses to Dept-Y (20% of~ 662) 132 
(ii) Apportionment of Dept-Y expenses to Dept -X (5% of 'I: 132) 7 
Total 9,86,869 13,37,372 

Distribution of Service departments' overheads to Production departments 
Production Departments 

A(~) B (1") 
Overhead as per primary distribution 7,60,000 6,90,000 
Dept- X (55% and 25% of 'I: 9,86,869) 5,42,778 2,46,717 
Dept- Y (60% and 35% of 'I: 13,37,372) 8,02,423 4,68,080 

21,05,201 14,04,797 
(iii) Redistribution of Service Department's expenses using 'repeated distribution method': 

A ('I:) B ('I:) X ('I:) y ('I:) 
Overhead as per primary distribution 7,60,000 6,90,000 9,20,000 11,40,000 

Dept.X overhead apportioned in the 5,06,000 2,30,000 (9,20,000) 1,84,000 
ratio (55:25: - :20) 
Dept. Y overhead apportioned in the 7,94,400 4,63,400 66,200 {13,24,000) 
ratio (60:35:5: - ) 
Dept. X overhead apportioned in the 36,410 16,550 {66,200) 13,240 
ratio (55:25:- :20) 
Dept. Y overhead apportioned in the 7,944 4,634 662 (13,240) 
ratio (60:35:5: - ) 
Dept. X overhead apportioned in the 364 166 (662} 132 
ratio (55:25: - :20) 
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~ 
De pt. Y overhead 79 46 7 (132) 
apportioned in the ratio {60:35:5: - ) 
Dept.X overhead apportioned in the 4 3 (7) . 

ratio (55:25: - :20) 
21,05,201 14,04,799 . . 

Question 19 ~ LDR 

SE Limited manufactures two products• A and B. The company had budgeted factory overheads amounting 
to 0:: 36,72,000 and budeeted direct labour hour of 1,80,000 hours. The comp:,ny uses pre-determined 
overhead recovery rate for product costing purposes. 
The department-wise break-up of the overheads :ind direct labour hours were as follows: 
Particulars Budgeted Budgeted direct Rate per direct 

overheads labour hours labour hour 
Department Pie "25,92,000 90,000 hours 0:: 28.80 
Department Qui 'o:: 10,80,000 90,000 hours 'I'. 12.00 
Total 'I'. 36,72,000 1,80,000 hours 
Additional Information: 
Each unit of product A requires 4 hours in department Pie and 1 hour in department Qui. Also, each unit of 
product B requires 1 hour in department Pie and 4 hours in department Qui. 
This was the first year of tho company's operation. There was no WIP at the end of the year. However, 1,800 
and 5,400 units of Products A and B were on hand at the end of the year. 
The budeeted activity has been attained by th1> company. You are required to: 
(i) DETERMINE the production and sales quantities of both products 'A' and 'B' for the above year. 
(ii) ASCERTAIN the effect of usine a pre-determined overhead rate instead of department-wise overhead 

rates on the company's income due to its effect on stock value. 
(iii) CALCULATE the difference in the selline price due to tho use of pre-determined overhead rate instead 

of using department-wise overhead rates. Assume that the direct costs (material and labour costs) per 
unit of products A and B were 'I'. 2S and 0:: 40 respectively and the selling price is fixed by oddine 40% 
over and above these costs to cover profit and selling and administration overhead. (RTP Nov'22} 

Answer 19 
i. Computation of production and sale s quantities: 

The products processing t imes are as under -
Product .A B Total 

Department Pie 4 hours 1 hour 90,000 hours 
Department Qui 1 hour 4 hours 90,000 hours 

Let X and Y be the number of un its (production quantities) of the two products. 
Converting these Into equations, we have -
4X + Y = 90,000 & 
X + 4Y = 90,000 
Solving the above, we get X = 18,000; Y = 18,000 
Hence, t he Production and Sales Quantit ies are determined as under -

Product Production Quantity Closing Stock Sales Quantity 
(Given) (Balancing Figure) 

A 18,000 units 1,800 units 16,200 un its 
B 18,000 units 5,400 units 12,600 un its 

ii. Effect of using pre-determined rate of overheads on the company's profit 
Product Closing Overhead included Overhead included using Difference in overhead in 

Stock using pre• department rate closing stock value/ Effect 

Quantity determined rate on closing stock value 

A 1,800 1,800 x 5 hours Pie= 1,800 units x 4 hours x (·) 'I'. 4S,360 
units X 'I'. 20.40 'I'. 28.80 

= 'l'.1,83,600 = "° 2,07,360 
Qui= 1,800 units x 1 hou r x 
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'{ 12 
= '{ 21,600 

B 5,400 5,400 x 5 hours Pie = 5,400 uni ts x 1 hour x (+) '{ 1,36,080 
units X '{ 20.40 '{ 28.80 

= '{ S ,50,800 = '{ 1,55,520 
Qui= 5,400 units x 4 hours x 

'{12 
= '{ 2,59,200 

Tota l '{ 7,34,400 '{ 6,43,680 (+) '{ 90,720 
Use of pre-determined overhead rat e has resulted in over valuation of stock by '{ 90,720 due to 

wh ich the company's income wou ld be affected (increase) by'{ 90,720. Prof it wou ld be affected 
only to the extent of Overhead contained in closing finished goods and closing WIP, i f any. 

iii. Effect of usini: pre-determined on the products' sellini: prices 
Particulars Product A Product B 

Sel ling Price per unit if pre-determined overhead rate is used '{177.80 '{ 198.80 

Sel ling Price per unit if department w ise rate is used '{ 213.08 '{163.52 

Difference '{ 35.28 '{ 35.28 
Under-Priced Over-Priced 

Workings: 

1. 

2. 

d . d h d ,36,72,000 0 d. I b h Pre· etermone over ca recovery rate =-----= '{ 20.4 per orect a our our 
1.80.000 hours 

If pre·dl!terminl!d rl!covery rate is usl!d 

- - -
Particulars Product A in'{ Product B in '{ 

Materials & Labour \',I I I 25.QO 40.00 
Add: Production Overhead V L 102.00 102.00 
A= 5 hours x '{ 20.40 per hour 

B = S hours x 'I! 20.40 per hour 

Cost of production 127.00 142.00 
Add: 40% of margin 50.80 56.80 

177.80 198.50 
3. If department-wise recovery rate is used 

P.articulars Product A in '{ Product B in '{ 

Mater ials & l abour 25.00 40.00 
Add: Production Overhead 127.20 76.80 
A = Pie= 4 hours x '{ 28.80 

Qui = 1 hour x '{ 12 
B= Pie= 1 hour x '{ 28.80 

Qui = 4 hours x '{ 12 
Cost of production 152.20 116.80 

Add: 40% of margin 60.88 46.72 
Selling Price per unit 213.08 163.52 

Question 20 

SANDY Ltd. is a manufacturing company having three production departments, 'A', 181 and 'C' and two service 
departments 'X' and 'Y'. The followine is the budel!t for December 2022: 

Total ('I!) A {'I:) B ('I!) C ('{) X ('{) y ('{) 

Direct material 1,60,000 3,20,000 6,40,000 3,20,000 1,60,000 
Direct wages 8,00,000 3,20,000 12,80,000 1,60,000 3,20,000 
Factory rent 6,40,000 
Power 4,00,000 
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~ 
Depreciation 1,60,000 

Other overheads 14,40,000 

Additional 
information: 
Are3 {Sq. ft. ) 800 400 800 400 800 

Capital value of assets 32 64 32 16 16 
(~) lakhs) 

Machine hours 1,600 3,200 6,400 1,600 1,600 

Horsepower of 80 64 32 24 40 
machines 

Apportionment of expenses of service departments is as under: 
A 8 C X V 

Service Dept. 'X' 72 24 48 - 16 

Service Dept. 'V' 96 56 - 8 -
Required: 
{I) PREPARE a statement showing distribution of overheads to various departments. 

(ii) PREPARE a statement showing re-distribution of service departments expenses to production 
departments using Repeated Distribution method. Also CALCULATE machine hour rate of the production 
departments 'A', 'B', 'C'. {RTP May'23} 

Answer 20 
(i) Overhead Distribution Summary 

Basis Total(~) A(~) 

Direct mate ria ls Direct - -
Direct wages Direct - -
Factory rent Area 6,40,000 1,60,000 
(2:1:2:1:2) 

Power H.P. >< 4,00,000 80,000 
(10:16:16:3:5)* Machine 

Hrs. 
Depreciation Capital 1,60,000 32,000 
(2:4:2:1:1) value of 

assets 
Other overheads Machine 14,40,000 1,60,000 
(1 :2:4:1 :1) hrs. 
Total 26,40,000 4,32,000 
*{{1600x80) : (3200x64) : (6400x32) : (1600x24) : (1600x40)} 
{l ,28,000 : 2,04,800 : 2,04,800 : 38,400 : 64,000) 
(10:16:16:3:5) 

8 (~) C (~) X (~) 
- - 3,20,000 
- - 1,60,000 

80,000 1,60,000 80,000 

1,28,000 1,28,000 24,000 

64,000 32,000 16,000 

3,20,000 6,40,000 1,60,000 

5,92,000 9,60,000 7,60,000 

( i I I Redistribution of service department' s expense using repc:,ted distribution Method: 

A(~) 8 (~) C (~) X (~) 
Total overheads 4,32,000 5,92,000 9,60,000 7,60,000 

Dept. X overhead apportioned 3,42,000 1,14,000 2,28,000 -7,60,000 
in the ratio (72:24:48: - :16) 

Dept. V overhead apport ioned 5,59,200 3,26,200 - 46,600 
in the ratio (96:56: - :8: - ) 
Dept. X overhead apportioned 20,970 6,990 13,980 -46,600 
in the ratio (72:24:48: -:16) 

De pt. V overhead apportioned 2,796 1,631 . 233 
in the ratio (96:56: -:8: -) 

Dept. X overhead apportioned 105 35 70 -233 
in the ratio (72:24:48: -:16) 
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1,60,000 
3,20,000 

1,60,000 

40,000 

16,000 

1,60,000 

8,56,000 

V (~) 
8,56,000 

76,000 

-9,32,000 

4,660 

-4,660 
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Dept. y overhead 15 8 . . -23 
apportioned in the ratio 
(96:56: -:8: - ) 

13,57,086 10,40,864 12,02,0S0 . 

Calculation of machine hour rate 
A 8 C 

A Total overheads (~) 13,57,086 10,40,864 12,02,050 
8 Machine hours 1,600 3,200 6,400 
C Machine hour rate ("=) [A~ BJ 848.18 325.27 187.82 

Question 21 

V Ltd . manufacturC!s luggage trolle!ys for airports. The factory, In which the company undertakes all of its S 
production, has two production departments• 'Fabrication' and 'Assembly', and two service departments• 
'Storcs1 :1nd 'Maintenance'. 
The following information have been extracted from the company's budget for the financial year ended 31-" 
March, 2019: 

Particulars Rs. 
All ocated Overhead Costs Fabricat ion De partment 15,52,000 
Assembly Department 7,44,000 
Stores Department 2,36,000 
Main tenance Department 1,96,000 
Other Overheads . 

Factory rent \\ I I r I \\ 7-' ~ 15,28,000 
Factory building Insurance \\/; I I ' I ~ .... 1,72,000 
Plant & machinery insurance \i I I I ., 1,96,000 • ,, 

Plant & Machinery Depreciation 2,65,000 
Subsidy for staffs' canteen 4,48,000 
Direct Costs Rs. Rs. 
Fabrication Department: 

Material 63,26,000 
La bour 8,62,000 71,88,000 

Assembly Department: 
Material 1,42,000 
Labour 13,06,000 14,48,000 

The following additional Information is also provided: 
Fabrication Assembly Stores Maintenance 
Department Department Department Department 

Floor area (square 24,000 10,000 2,500 3,500 
meters) 
Value of plant & 16,50,000 7,50,000 75,000 1,75,000 
machinery (Rs.) 
No. of stores 3,600 1,400 . . 
requisitions 
Maintenance hours 2,800 2,300 400 . 
required 
No. of employees 120 80 38 12 
Machine hours 30,00,000 60,000 
Labour hours 70,000 26,00,000 

Required: 
(i) PREPARE a table showing the distribution of overhead costs of the two service departments to the 

two production departments using step method; and 
(ii) Calculate the most appropriate overhead recovery rate, for each dc,partment. 
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~ 
(iii) Using the rates calculated in part (ii) above, CALCULATE the full production costs of the following 

job order: 
Job number IGl2019 
Direct Materials 
Direct Labour: 

Rs. 2,30,400 

Fabrication Department 
Assembly Department 
Machine hours required: 

240 hours @ Rs. SO per hour 
180 hours @ Rs . SO per hour 

210 hours Fabrication Department 
Assembly Department 180 hours {MTP Oct'l9 & Apr'23 lO Marks} 

Answer 21 
(i) Table of Primary Distribution of Overheads 

Particulars Basis of Total Amount Production Department 
Apportionment 

Fabrication Assembly 

Overheads 27,28,000 15,52,000 7,44,000 
Allocated 
Direct Costs Actual 86,36,000 71,88,000 14,48,000 
Other 
Overheads: 
Factory rent Floor Area 15,28,000 9, 16,800 3,82,000 

(48:20:5:7) 
Factory Floor Area 1, 72,000 1,03,200 43,000 
building (48:20:5:7) 
insurance I I , \ I 

Plant & Val ue of 
Machinery Plant & Machinery 1,96,000 1,22,038 55,472 
insurance (66:30:3:7) 
Plant & Value of Plant & 2,65,000 1,65,000 75,000 
Machinery Machinery 
Depreciation (66:30:3:7) 
Canteen No. of 4,48,000 2,15,040 1,43,360 
Subsidy Employees 

(60:40:19:6} 
1,39, 73,000 1,02,62,078 28,90,832 

Re-distribution of Service Departments' Expenses: 

Particulars Basis of Production 
Apportionment Department 

Fabrication Assembly 

Overheads as per O.s per Primary dist ributio, 1,02,62,078 28,90,832 
Primary distribution 
Maintenance Maintenance 2,01,955 1,65,891 
Department Cost Hours {28:23:4 :-) 

1,04,64,033 30,56,723 
Stores Department No. of Stores 3,25,616 1,26,628 

Requisition (18:7:-:-) 
1,07,89,649 31,83,351 

Service Departments 

Stores Mainte nance 
2,36,000 1,96,000 

- -

95,500 1,33, 700 

10,750 15,050 

' 

5,547 12,943 

7,500 17,500 

68,096 21,504 

4,23,393 3,96,697 

Service 
Departments 

Stores Maintenance 
4,23,393 3,96,697 

28,851 (3,96,697) 

4,52,244 -
(4,52,244) 

- -
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(ii) Overhead Recovery Rate 
Department Apportioned Basis of Overhead Recovery Overhead Recovery Rate (Rs.) 

Overhead (Rs.) Rate [(I)+ (Ill) 
(I) (II) 

Fabrication 1,07,89,649 30,00,000 Machine Hours 3.60 per Machine Hour 
Assembly 31,83,351 26,00,000 Labour Hours 1.22 pe r Labour Hour 

111 C I I t · a cu a 10n o U Dro UC 10n CO-S S 0 0 f f II d t· t fJ b no. IGl2019 . 
Particulars Amount (Rs.) 
Direct Materials 2,30,400 
Direct Labour: 

Fabrica tion Deptt. (240 hours x Rs.SO) 12,000 
Assembly Deptt. (180 hours x Rs.SO\ 9,000 

Production Ove rheads: 
Fabrication Deptt. (210 hours x Rs. 3.60) 756 
Assembly De ptt. (180 hours x Rs. 1.22) 220 
Total Production Cost 2,52,376 

Question 22 

The following information are available for the three machines of a manufacturing department of KBC Ltd.: 
Preliminary estimates of expenses 

Total (per annum) 
Machines 

p Q 
('{) ('{) (I\'.) 

Depreciation 20,000 7,500 7,500 
Spare oarts 10,000 4,000 4,000 
Power 40,000 
Consumable stores 10,000 4,000 3,000 
Insurance of machinery 8,000 
Indirect labour 20,000 
Bui lding maintenance expenses 20,000 
Annual Interest on capital outlay 60,000 25,000 25,000 
Monthly charge for rent and rates 10,000 
Salary of foreman (per month) 20,000 
Salary of Attendant (per month) 5,000 

(The foreman and the attendant control all tho three machines and spend equal time on them. ) 
The following additiona l information is also available: 

Machines 
p Q 

Estimated Direct Labour Hours 1,00,000 1,50,000 
Ratio of K.W. Rating 3 2 
Floor space {sq. ft.) 40,000 40,000 

R 
(I\'.) 
5,000 
2,000 

3,000 

10,000 

R 
1,50,000 

3 
20,000 

There are 14 holidays besides Sundays in the year, of which two were on Saturdays. The manufacturing 
department works 8 hours in a day but Saturdays are half days. All machines work at 85% capacity throuehout 
the year and 2% is reasonable for breakdown. 
You are required to: 
CALCULATE predetermined machine hour rates for the above machines after taking into consideration the 
following factors : 
• An Increase of 15% In the price of spare parts. 
• An increase of 25% in the consumption of spare parts for machine 'Q' & ' R' only. 
• 20% general increase in wages rates. 
• An 10% decrease In the consumption of consumable storos. 
{MTP 10 Marks Apr'24, MTP Oct'18, 10 Marks, RTP Nov'20) 
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Answer 22 

f h Computation o Mac ine Hour Rate 

B3sis of 

apportionment 

(A) Standing Charges 

Insurance De preciation Bas is 
Indirect l abour Direct labour 
Building Maintenance Floor Space 
expenses 
Rent and Rates Floor Space 
Salary of forema n Equal 
Salary of at tendant Equal 
Total standing charges 
Hourly rate for standi ng 
charges 

(Bl Machine Exoenses: 

De preciat ion Direct 
Spare parts Final estimates 
Power K.W. rating 
Consumable Stores Direct 
Total Machi ne expe nses 
Hourly Ra te for Machine 
expenses 
Total (A + B) " Machine Ho ur rate \\ 

. . ,, 
Working Notes . 

(i) Calculation of e ffective working hours: 
No. of holi days 52 (Sundays)+ 14 (other holidays) = 66 
Saturday (52-2) = SO 
No. of days (Work full t ime ) = 365 - 66 - SO = 249 

Full days wo rk 249 X 8 
Half days work 50 X 4 

Tot31 

(0:) 

8,000 
24,000 
20,000 

1,20,000 
2,40,000 

60,000 
4,72,000 

20,000 
13,225 
40,000 

9,000 
82,225 

5,54,225 

Hours 

p 

(0:) 

3,000 
6,000 
8,000 

48,000 
80,000 
20,000 

1,65,000 
90.36 

7,500 
4,600 

15,000 
3,600 

30,700 
16.81 

1,95,700 
107.17 

Hours 

= 1,992 

= 200 
2,192 

Effect ive capacity 85% of 2,192 1,863 (Rounde d off) 
less: Normal loss of t ime (Breakdown) 2% 37 (Rounde d off) 
Effect ive running ho ur 1,826 

(ii) Amo unt of spare parts is calculated as unde r: 
p Q R 
0: 0: 0: 

Preli mina ry estimates 4,000 4,000 2,000 
Add: Increase in price@ 15% 600 600 300 

4,600 4,600 2,300 
Add: Increase in consumption @ 25% - 1,150 575 
Esti mated cost 4,600 5,750 2,875 

(iii) Amo unt of Indirect l abour Is calculated as unde r: 
0: 

Preli minary estimates 20,000 
Add: Increase in wages @ 20% 4,000 

24,000 

M3chincs 

Q R 

(0:) (0:) 

3,000 2,000 
9,000 9,000 
8,000 4,000 

48,000 24,000 
80,000 80,000 
20,000 20,000 

1,68,000 1,39,000 
92.00 76.12 

7,500 5,000 
5,750 2,875 

10,000 15,000 
2,700 2,700 

25,950 25,575 
14.21 14.01 

1,93,950 1,64,575 
·106.22 90.13 
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(iv) Amount of Consumables Stores is ca lculated as under: 
~ 

Prelimina ry estimates 10,000 
Less: Decrease in consumption @ 10% 1,000 

9,000 
(v) interest on capital outlay is a fi nancial matter and, t herefore it has been excluded from the cost 

accounts. 

Question 23 t-i LOR 

PL Ltd. has three production departments Pl, P2 and P3 and two service departments S1 and s2. The 

following data are extracted from the records of the company for the month of October, 2020: 
(Rs.) 

Rent and rates 12,so,000 
General lighting 1,50,000 
Indirect Wages 3,75,000 
Power 5,oo,ooo 
Depreciation on machinery 10,00,000 

Insurance of machinery 4,00,000 
Other Information: 

Pl P2 P3 S1 s2 
Direct wages (Rs.) 7,50,000 s ,00,000 7,501000 3,75,000 1,25,000 
Horse Power of Machines 60 30 50 10 . 
used 
Cost of machinery (Rs. ) 60,00,000 so,001000 1,00,00,000 s ,001000 s ,00,000 
Floor space (Sq. ft) 2,000 2,500 3,000 2,000 500 
Number of light points 10 15 20 10 5 
Production hours worked 6,225 4,050 4,100 . . 

Expenses of the service departments Sl ond S2 are reapportioned as below: 

Pl P2 P3 s1 s2 
S1 20% 30% 40% . 10% 

S2 40% 20% 30% 10% . 
Required: 
(I) COMPUTE overhead absorption rate per production hour of each production department. 
(ii) DETERMINE the total cost of product X which is processed for manufacture in department Pl, P2 and P3 

for 5 hours, 3 hours and 4 hours respectively, given that its direct material cost is Rs. 12,500 and direct 
labour cost is Rs. 7,500. {RTP Nov'2l} {Same concepts different figures RTP May'20, SM, MTP 10 Marks 
Mar'22, PYP 10 Marks Nov'20) 

Answer 23 
Primary Distribution Summary 

Item of cost Basis of Total Pl P2 P3 s1 S2 
apportionment (Rs.) (Rs.) (Rs.) (Rs.) (Rs.) (Rs.) 

Direct wages Actual 5,00,000 .. .. .. 3,75,000 1,25,000 
Rent and Floor area 12,50,000 2,50,000 3,12,500 3,75,000 2,50,000 62,500 
Rates {4:5 : 6:4 : 1) -
General Light points 1,50,000 25,000 37,500 50,000 25,000 12,500 
lighting (2 : 3 : 4 : 2 : 1) 
lndi rect \"lag es Direct wages (6 : 4 3,75,000 1,12,500 75,000 1,12,500 56,250 18,750 

: 6 : 3 : 1) 
Power Horse Power of 5,00,000 2,00,000 1,00,000 1,66,667 33,333 . 

machines used 
(6:3 : 5: 1) 
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~ 
Depreciation Value of machinery 10,00,000 2,40,000 3,20,000 4,00,000 20,000 20,000 
of machinery {12 : 16: 20: 1 : 1) 
Insurance of Value of machinery 4,00,000 96,000 1,28,000 1,60,000 8,000 8,000 
machinery (12: 16 : 20: 1 : 1) 

41,75,000 9,23,500 9,73,000 12,64,167 7,67,583 2,46,750 
Overheads of service cost centres 
Let Sl be the overhead of service cost cen tre S1 and S2 be the overhead of service cost cen tre s2. 
s , = 7,67,583 + 0 .10 s, 
s, = 2,46, 750 + 0. 10 s, 
Subst ituting the value of s, In 51 we get 
s , = 7,67,583 + 0.10 {2,46,750 + 0.10 s 1) 

s, = 7,67,583 + 24,675 + 0.01 s, 
0.99 s, = 7,92,258 
:. 51 = Rs. 8,00,260 
:. 52 = 2,46, 750 + 0.10 X 8,00,260 

= Rs. 3,26,776 
Second:iry Distribution Summ:iry 

Particulars Total (Rs.) 
Allocated and Apport ioned Over- 31,60,667 
heads as per primary distribution 

s, 8,00,260 

S2 3,26,776 

(i) Overhead rate per hour 

Total overheads cost (Rs.) \\, 
Production hours worked \, 
Rate per hour (Rs.) 

( j i) Cost of Product X 

Direct material 
Direct labour 
Prime cost 
Production on overheads 

P, 5 hours X Rs. 195.06 = 975.30 
P, 3 hours X Rs . 315.67 = 947.01 

P, 4 hours X Rs. 410.32 = 1,641.28 
Factory cost 

Question 24 

P1(rs.) P2(rs.) P3(rs.) 
9,23,500 9,73,000 12,64,167 

1,60,052 2,40,078 3,20,104 
1,30,710 65,355 98,033 

12,14,262 12,78,433 16,82,304 

Pl P2 P3 

12,14,262 12,78,433 16,82,304 
6,225 4,050 4,100 

195.06 315.67 410.32 

(Rs.) 
12,500.00 
7,500.00 

20,000.00 

3,563.59 

23,563.59 

(:, LDR 

In a manufacturing company, the overhead is recovered as follows: Factory Overheads: a fixed percentage 
basis on direct wages and Administrative overheads: a fixed percentage basis on factory cost. 

The company has furnished the following data relating to two jobs undertaken by it in a period. 

Job 1('{) Job 2{'1;) 

Direct materials 1,08,000 75,000 

Direct waees 84,000 60,000 

Selling price 3,33,312 2152,000 

Profit percentage on total cost 12% 20% 

You are required to: 
Compute the percentage recovery rates of factory overheads and administrative overheads. {I) 

(ii) 
(iii) 

Calculate the amount of factory overheads, administrative overheads and profit for each of the two jobs. 

Using the above recovery rates, determine the selling price to be quoted for job 3 . Additional data 
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pertaining to Job 3 is as follows: 

Direct materials -: 68,750 
Direct waees "22,500 

Profit percentage on selling price 15% 
{PYP 10 Marks May'22} {Same concept different figures SM,MTP 10 Marks Oct'23} 

Answer 24 
Computation of percentage recovery rates of factory overheads and administrative overheads. 
Let the factory overhead recovery rate as percentage of direct wages be F and administrative overheads 

recovery rate as percentage of factory cost be A. 
Factory Cost of Jobs: 
Direct materials + Di rect wages + Factory overhead 
For Job 1 =" 1,08,000 +" 84,000 + ~ 84,000F 
For Job 2 = ~ 75,000 +~ 60,000 + ~ 60,000F 
Total Cost of Jobs: 
Factory cost + Administrative overhead 
For Job 1 = (~ 1,92,000 + ~ 84,000F) + (~ 1,92,000 + ~ 84,000F) A=~ 2,97,600* 
For Job-2 = (0: 1,35,000 + 0: 60,000F) + (0:1,35,000+ ~ 60,000F) A = 0: 2,10,000** 
The value of F & A can be found using followi ng equations 
1,92,000 + 84,000F + 1,92,000A + 84,000AF = "( 2,97,600 ...... ...... eqn ( i) 
1,35,000 + 60,000F + 1,35,000A + 60,000AF = ,-: 2,10,000 ... ........ e qn {ii) 
Multiply equation (i) by 5 and equat ion (ii) by 7 
9,60,000 + 4,20,0001' + 9,60,000A + 4,20,000AF = ~14,88,000 
9,45,000 + 4,Ur,'OOOF + 9,45,000A + 4.xf,OOOAF = ~ 14, 70,000. - -

. / _ . ✓- ; I . 
15,000 + 15,000A \\// I = ~18,000 

... eqn (iii) 

... eqn (iv) 

\/ I 15 000 A : 18 000 - 15 000 , , 
A: 0.20 
Now putting the value of A in equation (i) to find the value of F 
1,92,000 + 84,000F + (1,92,000 x 0.20) + (84,000 F >< 0.20)= " 2,97,600 
Or 
1,92,000 + 84,000F+38,400+16,800 F = ~2,97,600 
1,00,800 F: 67,200 
F = 0 .667 
On solving the above relations: F = 0.667 and A= 0.20 
He nce, perce ntage recovery rates of: 
Factory overheads = 66. 7% or 2/3rd of wages and 
Administrative overheads = 20% of fa ctory cost. 
Working note: 

T I C 
Selling price 

ota ost = . 
(100% + Percentag• of profit ) 

*F rJ b 1- '
3

'
33

'
312 

- ~ 2 97 600 
O O - (100% + 12%) - ' ' 

• • b ,2.s2.ooo _ 
For Jo 2 (lOO% + ZO%) - ~ 2, 10,000 

(ii) Statement of jobs, showing amount of factory overheads, administrative overheads and profit: 

Job 1 Job 2 
(~) ,~1 

Direct materials 1,08,000 75,000 
Direct wages 84,000 60,000 
Prime cost 1,92,000 1,35,000 
Factory overheads 
2/3rd of direct wages 56,000 40,000 
Factory cost 2,48,000 1,75,000 
Administrative overheads 
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~ 
20% of factory cost 49,600 35,000 
Total cost 2,97,600 2,10,000 
Profit (12% & 20% respectively) 35,712 42,000 
Selli ng price 3,33,312 2,52,000 

(iii) Selling price of Job 3 

('\') 
Direct materials 68,750 
Direct wages 22,500 
Prime cost 91,250 
Facto ry overheads (2/ 3rd of Direct Wages) 15,000 
Facto ry cost 1,06,250 
Administ rative ove rheads {20% of factory cost) 21,250 
Total cost 1,27,500 
Profit margin (balancing figure ) 22,500 

. . (Total Cost ) Se II, ng pr, ce SS% 
1,50,000 

EXAM INSIGHTS: This numerical question tested the knowledge of examinees on the topic overheads -
absorption costing method. Examinees had to calculate factory overheads and administrative overheads 
recovery rate using equations and then to calculate factory overheads, administrative overheads and 
profit amount for two jobs. Most of the examinees failed to calculate recovery rates correctly. 
Performance of the examinees was be low average. 

Question 25 

Wave ltd. is a manufacturing company having two production departments, P and Q and two service 
dc,partmcnts, R and S. The budgc,tc,d cost information for the, month of Octobc,r 2023 is furnishc,d bc,low: 

Production Departments Service Departments 
1~, p (~) Q (~) R (~) s (~) 

Indirect material 1,77,500 94,750 49,750 18,270 14,730 
Indirect labour 1155,ooo 35,000 75,000 
Factory Rent 75,000 
Depreciation on machinery 37,500 

Power 96,000 

Security Expenses for Factory 24,000 
Premises 
Insurance• machinery 12,000 
Supervisor Expenses 48,000 
Additional information 
Floor Area {Sq. meters) 1250 750 200 300 
Net book value of machinery{~) 21,00,000 5,00,000 1,00,000 3,00,000 
H.P. of machines 800 200 80 120 
Machine hours 4,000 1,000 600 800 
Numbor of employeos 10 30 6 4 
labour hours 2,000 6,000 1,200 600 

The overhead costs of the two-service department are distributed using step method in the same order viz. 
R :,nd S respectively on the followlne b:>sis: 
Department R 
Department S 
Required: 

Number of employees 
Machine hours 

(i) Prepare a statement showine distribution of overheads to various dopartments, clearly showing the 
basis of distribution. 
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I ii I Calculate the total budgeted overheads for both production departments after the 
service departments 
have been re-apportioned to them. 

(iii) Calculate the most appropriate overhead absorption rate for each of the production department. 
{PYP JO Marks Nov'23) 

Answer 25 
(i) Overhead Distribution Statement 

Particular Basis Total Production Service 

Amount Departments Departments 
(":) p (";) Q (";} R ("() s (";} 

Ind irect mate rial Direct 1,77,500 94,750 49,750 18,270 14,730 
Indi rect labour Direct 1,55,000 35,000 75,000 15,000 30,000 
Factory rent (125:75:20:30) Floor Area 75,000 37,500 22,500 6,000 9,000 
Depreciation of machinery (21:5:1:3) Book value of 37,500 26,250 6,250 1,250 3,750 

machinery 
Power (80:20:8:12) H.P. of machines 96,000 64,000 16,000 6,400 9,600 
Security expenses for factory premises Floor Area 24,000 12,000 7,200 1,920 2,880 
(125:75:20:30) 
Insurance machiney {21:5:1:3) Book value of 12,000 8,400 2,000 400 1,200 

machinery 
Supervisor e xpenses (10:30:6:4) Number of 48,000 9,600 28,800 5,760 3,840 

employees 
Total 6,25,000 2,87,500 2,07,500 55,000 75,000 

(ii) Redistribution of Service Department's Expenses 

Particular Production Service 
Departments Departments 

p (";) Q(";) R ('~) s ('{) 
Overhead as per primary distribution 2,87,500 2,07,500 55,000 75,000 
Expenses of se rvice department R is apportioned 12,500 37,500 (55,000) 5,000 
among other departme nts P, Q & S in the ratio of 
numbe r of e mployees (10:30:4) 
Expenses of service department S is apportioned 64,000 16,000 - {80,000) 
among other departments P & Q in the ratio of 
Machine hours (40:10) 
Total Budgeted overheads 3,64,000 2,61,000 - -

(iii) Calculation of overhead rates for each of the production department 

Particular Production Departments 
p ,~, Q (" ) 

Total Budgeted ove rheads 3,64,000 2,61,000 
Actual machine hours 4000 hours -
Actual labour hours - 6000 hours 
Actual machine/ labour hour rate 91 43.5 

Note: Department P is assumed to be machine oriented and De partment Q is assumed to be labour orie nted as 
per information avail able in the question 
The solution 3(a) can also be presented in following way for Distribution of Power expenses: 

Overhead Distribution Statement 

Particular Basis Total Amount Production Service Departments 
('{) Departments 

p (";) Q ('{) R (";) s (";) 
Indirect ma terial Direct 1,77,500 94,750 49,750 18,270 14,730 
Indirect labour Direct 1,55,000 35,000 75,000 15,000 30,000 
Factory rent Floor Area 75,000 37,500 22,500 6,000 9,000 
(125:75:20:30) 
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Depreciation of Book value of 37,500 26,250 6,250 
machinery (21:5:1:3) machinery 
Power H.P. x machine 96,000 86,682 5,418 
(3200:200:48:96) hours 
Securi ty expenses for Floor Area 24,000 12,000 7,200 
factory premises 
(125:75:20:30) 
Insurance- machinery Book value of 12,000 8,400 2,000 
(21:5:1:3) machinery 
Supervisor expenses Numbe r of 48,000 9,600 28,800 
(10:30:6:4) employees 
Total 6,25,000 3,10,182 1,96,918 

Power can be distributed on the basis of HP of machines x machine hours 
800 X 4000 = 32,00,000, 200 X 1000 = 2,00,000, 80 X 600 = 48,000, 120 X 800 = 96,000 
Ratio Is 3200:200:48:96 
(ii) Redistribution of Service Department's Expenses 

~ 
1,250 3,750 

1,300 2,600 

1,920 2,880 

400 1,200 

5,760 3,840 

49,900 68,000 

Particular Production Departments Service Departments 
p , .. , Q , .. , R ('t) s (",) 

Overhead as per primary distribution 3,10,182 1,96,918 49,900 68,000 
Expenses of servi ce department R is apportioned 11,340.90 34,022.73 (49,900) 4,536.37 
among other departments P, Q & S in the ratio of 
number of employees (10:30:4) 
Expenses of service department Sis apportioned 58,029.10 14,507.27 - (72,536.37) 
among other departments P & Qin the ratio of 
Machine hours (40:10) 
Total Budgeted overheads 3,79,552 2,45,448 - . 

(iii) Calculation of overhead rates for each of the production department 

Particular Production Departments 
p (it) Q (it) 

Total Budgeted overheads 3,79,552 2,45,448 
Actual machine hours 4000 hours -
Actual labo ur hours - 6000 hours 
Actual machine/labour hour rate 94.89 40.91 

Note: Department P is assumed to be machi ne oriented and Department Q is assumed to be labour oriented as 
per Information available in the question 

EXAM INSIGHTS: Question on absorption costing requiring preparation of a statement showing Distribution 
of overheads to various departments, calculation of total budgeted overheads for both production 
departments after the service departments have been reapportioned to them and calcu lation of the most 
appropriate absorption rate for each of the production department. Most of the examinees could not 
distribute the overheads to various departments on the correct basis resulting in wrong calculation of total 
budgeted ove rheads. Overall pe rformance of the examinees was averace. 

Question 26 
This d:1ta pertains to the three machines operating in the manufacturine division of PQR Corp for the financial 
year 2023-2024: 

Particulars Estimated Expenses 
TOTAL (it) Machines 

X ('I:) y ('I:} z ('I:) 
Direct Labour Expenses (per quarter) 2,50,000 
Oil Expenses (per quarter) 1,03,125 37,500 37,500 28,125 
Machine Insurance Expenses {per quarter) 60,000 
Deoreciation loer annum) 6,00,000 1,00,000 2,00,000 3,00,000 
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Building Maintenance Expenses (per quarter) 1,00,000 
Wages of Operator (per quarter) 2,25,000 

Electricity Expenses (per quarter) 3,00,000 

Rent and Rates (per month) 80,000 
Salary of Technician (per month) 62,500 

(Tho Technician works only on machines X and Y and the Operator controls :ill three machines and both spend 
equal time on each of the machines worked upon by them.) 
There arc 14 holidays besides Sundays in the year, of which six are on Saturdays. There, w:,s a Strike of workers 
for 5 working days (including one Saturday). The manufacturing department operates for 8 hours per day on 
regular week days, whill! on Saturdays, the opl!ratlng hours are reduced by 2 hours per day. All machincs 
operate at 80% capacity throughout the year. Assume 366 days in a year. 
Thc following additional Information ls also available: 

(i) A 20% hike in the price of oil. 
(ii) A 10% rise in Oil consumption for machines 'X' and 'Y' only. 
(iii) 

Particulars Machines 
X y z 

No. of Workers s 3 2 
Ratio of K.W. Rating 3 3 4 

Ratio of Floor space utilized 1 2 1 
Required: 
Prepare a Statement detailing the allocation of expenses to each machine on an annual basis and thereafter, 
compute the comprchenslva machine hour rate for e:,ch of the specified machine. (PYP 7 Marks Sep'24) 

Answer 26 
Computation of Comprehensive Machine Hour Rate 

Particulars Basis of 
Apportionment 

Standing Charges (PerAnnum) 
Direct Labour Expenses No. of Workers 

(5:3:2) 
Wages of Operator Equal 
Mach ine Insurance Expe nses Depreciation 

(1:2:3) 
Building MaintenanceExpenses Floor Space 

(1:2:1) 
Rent and Rates Floor Space 

(1:2:1) 
Sala ry of Technician (1:1:0) 
Total Standing Charges 
Hourly Rate (A) 
Machine Expenses (PerAnnum) 

Oil Expe nses Direct (W.N.1) 

Depreciation Direct 
Electricity Expenses K. W. Rat ing 
Total Machine Expenses (3:3:4) 

Hourly Rate (B) 
Total Expenses 
(A) + (B) 

Calculation of Effective Working Hours. 

Full Day Working Hours (250 days x 8 hours) 
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Total{'{) 

10,00,000 

9,00,000 
2,40,000 

4,00,000 

9,60,000 

7,50,000 
42,50,000 

5,31,000 

6,00,000 
12,00,000 
23,31,000 

65,81,000 

Machines 
X ('{) y ('{) 

5,00,000 3,00,000 

3,00,000 3,00,000 
40,000 80,000 

1,00,000 2,00,000 

2,40,000 4,80,000 

3, 75,000 3,75,000 
15,55,000 17,35,000 

856.28 955.40 

1,98,000 1,98,000 

1,00,000 2,00,000 
3,60,000 3,60,000 
6,58,000 7,58,000 

362.33 417.40 
22,13,000 24,93,000 

1,218.61 1,372.80 

Per M achine 

Per Annum 
2,000 

z ('{) 

2,00,000 

3,00,000 
1,20,000 

1,00,000 

2,40,000 

-
9,60,000 

S28.63 

1,35,000 

3,00,000 
4,80,000 
9,15,000 

S03.85 
18,75,000 

1,032.49 
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6 hou rs per day Working Hours (45 days x 6 hours) 
Total Hours 
Capacity Uti lization 
Effective working hours 

No. of Shutdown Days 
Sundays 
Holidays 
Strike Period 

No. of 6 Hours Working Days 
Saturdays 
l ess: Holidays 
l ess: Strike Period 

No. of Full Working Days 
Total No of Days in a year 
l ess: No of Shutdown Days 
Less: No. of 6 Hours Working Days 

Working notes 
1. Calculation of Oil Expenses. 

Particulars 

Oil Expenses 
Add: Increase in Price @20% 

Add: Increase in Consumption@l0% 

Total 

Question 27 

52 
14 
.2 
71 

52 
(6) 

ill 
45 

366 
(71) 

~ 
250 

X ("I 
1,50,000 

30,000 
1,80,000 

18,000 

1,98,000 

Machines 

y (" I 
1,50,000 

30,000 
1,80,000 

18,000 

1,98,000 

270 
2,270 

80% 
1,816 

z l"l 
1, 12,500 

22,500 
1,35,000 

-
1,35,000 

Han Ltd. sells three products namely 'A', 'B' and'<::. The following Information is available regarding sales, 
costs and activity for the, year ended 31st March: 

Particulars A B C 

Sales ("I 60,00,000 90,00,000 54,00,000 
Cost of Sales (") 30,00,000 78.00,000 27,00,000 
Area of storage (sq.ft.) 72,000 1,08,000 36,000 
Number of parcels sent 2,40,000 3,00,000 2,10,000 
Number of invoices sent 60,000 90,000 1,44,000 

Selling and Distribution overheads and the basis of allocation are as follows : 
Fixod Cost Amount Basis of allocation to 

(") Products 
Rent and Insurance 6,00,000 Square feet 
Depreciation 2,70,000 Parcel 
Salesman's salaries & expenses 11,40,000 Sales Volume 
Administrative wages and salaries 9,00,000 No. of Invoices 
Variable Costs: 
Packinc waces & materials "4.80 per parcel 
Commission 2.40% of sales 
Stationery "1.80 per invoice 

Finance Manager of the Company has recommended to discontinue the Product 'C' since it's salc,s Is less 
compared to other products. You are required to PREPARE the profitability statement of each product, 
showing the percentage of profit/ (loss) on salcs for each product, and also EXAMINE the recommcndation 
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of Finance Manager. (RTP Jan'25) 

Answer 27 
Profitability statement of each product for the year ended 31st March 

Particulars Total (0:) Products 
A (>:) B (>:) C (>:) 

Sa les 2,04,00,000 60,00,000 90,00,000 54,00,000 
Variable Costs: 
Cost of sales 1,35,00,000 30,00,000 78,00,000 27,00,000 
Commission @2.40% of 4,89,600 1,44,000 2, 16,000 1,29,600 
sales 
Packaging wages and 36,00,000 11,52,000 14,40,000 10,08,000 
materials @ >: 4.80 per 
parcel 
Stationery @ >: 1.80 per 5,29,200 1,08,000 1,62,000 2,S9,200 
invoice 

Total Variable Costs 1,81,18,800 44,04,000 96, 18,000 40,96,800 
Contribution 22,81,200 15,96,000 (6,18,000) 13,03,200 
(sales-variable cost) 
Fixed costs: 
Rent and insurance 6,00,000 2,00,000 3,00,000 1,00,000 
Depreciation 2, 70,000 86,400 1,08,000 75,600 
Salesman's salary and 11,40,000 3,35,294 5,02,941 3,01, 765 
expenses 
Ad mi n istrative wages and 9,00,000 1,83,674 2, 75,510 4,40,816 
sa lar ies 
Total Fixed Costs 29,10,000 8,0 5,368 11,86,4 51 9,18,181 
Profit or loss(Contribution (6, 28,800) 7,90,632 (18,04,451 ) 3,85,019 
-Fixed costs) 
Percentage ofprofit or loss (3 .08)% 13.18% (20.05)% 7 .13% 
on sales (%) 

Recommendation of finance manager is not correct. Product 'C' shouldnot be discontinued as it is 
profitable. 

Question 28 

Baba Ltd. belongs to an automotive industry, manufacturing hybrid bicycles. The production of bicycles 
passes through three departments, viz. Xl, Y2, Z3. The bicycles being equipped w ith gears needs quality 
check from time to time. Thus, the company also operates two service departments, namely quality control 
(QC) and maintenance (M), for its bicycle. 
Following information is extracted from the accounting books regarding expenses as incurred/ charged: 

Particulars (0:) 
Rent and Rates 40,00,000 
General Lighting 4,80,000 
Indirect Wages 15,51,200 
Power 12,00,000 
Depreciation on Machines 80,00,000 
Sundries 77,56,000 

Additional information: 
Production Departments Service Departments 

Xl Y2 Z3 QC M 
Direct wages (~) 24,00,000 16,00,000 24,00,000 12,00,000 1,56,000 
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~ 
Working hours 6,140 8,950 4,838 - -
Value of machines ('1;) 4,80,00,000 6,40,00,000 8,00,00,000 40,00,000 40,00,000 
H.P. of machines 120 60 100 20 -
Light points 20 30 40 20 10 
Floor space (sq. ft.) 4,000 5,000 6,000 4,000 1,000 

A technical assessment unveiled the following basis for the apportionment of expenses of service 
dep3rtmcnts: 

Xl Y2 Z3 QC M 
QC 20% SO% 40% - 10% 

M 40% 20% SO% 10% -
You are required to DETERMINE the following: 
(i) Overheads distributed to all the departments, viz. Xl, Y2, ZS, QC and M. 
(ii} Overheads total and rate per hour under all the Production Departments after redistribution of Service 

Department's Overhead. 
(iii) Total cost of a bicycle, considering the Direct Material and labour Cost of '{ 20,000 and '{ 12,000 

respectively, which is being processed for manufacturing in Departments Xl, Y2 and ZS for 4, 5 and 3 
hours respectively. (MTP 12 Marks Nov'24) 

Answer 28 
(i} Statement Showing Dist ribution of Overheads of Baba Ltd . 

Particulars Basis Total Production Departments Service 

Departments 

Xl Y2 Z3 QC M 
('{} ('{) ('{) ('{) ('{) ('{) 

Direct wages Actual 13,56,000 - - - 12,00,000 1,56,000 

Rent & rat es Area 40 ,00,000 8 ,00,000 10,00,000 12,00,000 8,00,000 2,00,000 
Gene ra l Light 4,80,000 80,000 1,20,000 1,60,000 80,000 40,000 
lig h t ing po ints ' 

Ind irect Direct 15,51,200 4,80,000 3,20,000 4,80,000 2,40,000 31,200 
wages wages 
Powe r H.P. 12,00,000 4,80,000 2,40,000 4 ,00,000 80,000 -
Depreciatio Va lue of 80,00,000 19,20,000 25, 60,000 32,00,000 1,60,000 1,60,000 
nof machines 
machines 
Sundries Direct 77,56,000 24, 00,000 16,00,000 24,00,000 12,00,000 1,56,000 

wages 

2,43,43,200 61,60,000 58,40,000 78,4 0,000 37,60,0 00 7,43,20 0 
(ii) Redistribution of Service Department's Expenses over Production Departments 

Xl Y2 ZS QC M 
('I:) ('I:) (~) ('I:) (~) 

Total overhead 61,60,000 58,40,000 78,40,000 37,60,000 7,43,200 
distributed as above 
Dept. QC Overheads 7,S2,000 11,28,000 15,04,000 -37,60,000 3,76,000 
apportioned 
(20:30:40:-:10) 
Dept. M overheads 4,47,680 2,23,840 3,35,760 1,11,920 -
apportioned 11,19,200 
(40:20:30:10:- ) 
Dept. QC Overheads 22,384 33,576 44,768 -1,11,920 11,192 
apportioned 
(20:30:40:-: 10) 

Dept. M overheads 4,477 2,238 3,358 1,119 -11,192 
apportioned 
(40:20:30:10:-) 
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Dept. QC Overheads 224 336 
apportioned 
(20:30:40: - :10) 
Dept. M overheads 45 22 
apportioned 
(40:20:30:10:- ) 
Dept. QC Overheads 2 3 
apportioned 
(20:30:40:- :10) 
Total 73,86,812 72,28,015 
Wo rking hours 6,140 8,950 
Rate per hour 1,203 808 

(iii) Determination of total cost of a bicycle : 
Particu lars 
Di rect material cost 
Direct labour cost 
Overhead cost (See working note) 

Working Note: 
Overhead cost 
= (~ 1,203 x 4 hrs.) + (~808 x 5 hrs.) + (~2,011 x 3 hrs.) 
= ~4,812 + ~4,040 + ~6,033 = ~14,885 

448 

34 

s 

97,28,373 
4,838 
2,011 

('\'.) 
20,000 
12,000 
14,885 
46,885 

Multiple Choice Questions (MCQ) 

-1,119 112 

11 -112 

-11 . 

1. "Fixed overhead costs are not affected in monetary terms during a given period bya change in output". But 
this statement holds good provided: {SM} 
(a) Increase in output is not substantial 
(b) Increase in output is substantial 
(c) Both (a) and (b) 
(d) None of the above 

Ans:(a) 

2. _______ c.apacity is defined as actually utilized capacity of a plant. {SM) 
(a) Theoretica l 
(c) Pract ical 

Ans: (c) 

(b) Installed 
(d) Normal 

3. The allotment of whole items of cost-to-cost centers or cost units is called: {SM} 
(a) Overhead absorption 
(b) Cost apportionment 
(c} Cost allocation 
(d) None of the above 

Ans: (c) 

4 . Primary packing cost is a part of: {SM) 
(a) Direct material cost 
(b) Production Cost 
(c) Selling overheads 
(d} Distribution overheads 

Ans: (b) 
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S. Director's remuneration and expenses form part of: {SM} 
(a) Production overhead 
(b) Administration overhead 
(c) Selling overhead 
(d) Distribution overhead 

Ans: (b) 

6, Which of the followine is not the classification of overhe:,d based on its functionality? {SM} 
(a) Factory Overhead 
(b) Administrative Overhead 
( c) Fixed Overhead 
(d) Selling Overhead 

Ans: (c) 

7. Bad debt is an example of: {SM} 
(a) Distribution overhead 
(b) Production overhead 
(c) Selling overhead 
(d) Administration overhead 

Ans: (c) 

8. Normal capacity of a plant refers to the difference between: {SM} 
(a} Maximum capacity and practica l capacity 
(b) Practical capacity and normal capacity 
(c) Practical capacity and estimated id le capacity as revealed by long termsa les trend. 
(d) Maximum capacity and actual capacity 

Ans: (c) 

9. The difference between actual factory overhead and absorbed factory overhead will be usually at the 
minimum level, provided pre· determined overhead rate is based on: {SM} 
(a) Maximum capacity 
(b) Direct labor hours 
(c) Mach ine hours 
(d) Normal capacity 

Ans: (d) 

10. Which of tho following ovcrhoad cost m.>y not be apportioned on thc basis of dircct wages? (SM) 
(a) Worker's Ho liday Pay 
(b) Perq uisites to worke r 
(c) ESi contribution 
(d) Managerial Salaries 

Ans: (d) 

11. Based on the data below, what is the amount of the overhead under•/over• absorbed? 
Budgeted overhead -~ 5,25,000, 
Budgeted machine hours• 17,500 
Actual machine hours-17,040 
Actual overheads•'{ 5,20,000 (MTP 2 Marks, Mor'24) 
(a) 5,000 under-absorbed 
(b) 8,800 under-absorbed 
(c) 8,800 over-absorbed 
(d) 5,000 over-absorbed 

Ans: (b) 
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12. The accountant for Brilliant Tools Ltd applies overhead based on mach ine hours. The 
bude:eted overhead and machine hours for the yea r are 0: 1,30,000 and 8,000 hours, respectively. The 
actual overhead and machine hours incurred were 'I: 1,37,500 and 10,000 hours. The cost of goods 
sold and inventory data compiled for the year is as follows: 
Direct Material 'I: 25,000 
Cost of Goods Sold 0: 2,25,000 
Units: WIP 50,000 and Finished Goods 75,000 
What is the amount of over/under absorbed overhead for the year? (RTP Sep'24} 
(a) Over absorbed by 0: 25,000 
(b) Under absorbed by~ 25,000 
(c) Over a absorbed by 0: 32,500 
{d) Under absorbed by 0: 32,500 

Ans: (a) 

13. A factory has a capacity utilization ratio of 85% and its activity ratio is 95%.Which one of the 
following is the efficiency ratio? (MTP 2 Marks Aug'24} 
{a) 120% 
{b) 110% 
{c) 112% 
{d) 90% 

Ans: {c) 

14. Gaarmentz Ltd. run a sewing factory for medical garments. But, the company suffers from the limitlng 
factor i.e. labor. Each sewing machine needs 100% attention of one person at a particular point of time 
to operate It. The company has 8 number of alike sewing machines on which 8 operators work 
separately. The following particulars are furnished for a six months period: 

Paid hours for all the 8 operators 9,594 hours 
Effective working hours for all the 8 operators 9,360 hours 
Average rate of wages per day of 8 hours per operator 0: 110 

Power consumed 
Supervision and Indirect Labour 
The following particulars are given for a year: 

0: 60,125 

0: 21,450 

Insurance 0: 4,68,000 
Sundry Expenses 0: 7,15,000 
Depreciation charged is 10% on the original cost of all the sewing machines. 
Repairs and Maintenance comes to 5% of the value of all the sewing machines. 
The original cost of all the sewing machines works out to 0: 41,60,000 
CALCULATE tho Comprehensive Machine Hour Rate. (RTP Jan'25} 

(a) 0: 215.86 
{b) o: 217.99 
{c) 0: 116.43 
(d ) ~ 119.34 

Ans: (d) 

15. The Budgeted fixed overhead for the month of August was 0: 75,00,000 with the units of production 
estimated at 15,000. However, the actual units produced is 15,600 with no Fixed overhead cost 
variance. 
CALCULATE the actual fixed overhead incurred. (MTP 2 Marks Dec'24} 

(a) 0: 75,00,000 
(b) 'i: 72,11,538 
(c) 0: 78,00,000 
(d) 'i: 79,00,000 

Ans: (c) 
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CONCEPTS OF THIS CHAPTER 

• Problems of Traditional Costing System . 

~ • Usefulness of Activity Based Costing (ABC) . 

• Cost allocation under ABC . 

• Different levels of activities under ABC . LOR Questions 

• Stages, advantages, and limitations of ABC, Q14 Q22 

• Requirements for ABC implementation. Q23 Q26 

• Concept of Activity Based Management (ABM) . 

• Concept of Activity Based Budgeting (ABB) . 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Meaning Of Activity Based Costing 

• An accoun ting method that allocat es costs to activit ies ins tead of products or serv ices . 

• Costs are allocated based on the resources they consume. 

• Est ablishes a connection between the activit y (resource consumption) and the cost o bject. 

• Beneficial for organiza tions w ith multiple products. 

Stages in Activity-B.iscd Costing (ABC) 

1. Identifying Activities: Break down t he organization into numerous dist inct activiti es. 
2. Allocating Overheads: Assign overhead costs to t he identified activities, fo rming 'cost pools' or 'cost 

buckets.' 
3. Distributing Support Costs : Allocate support activities across primary act ivities based o n t heir usage, 

det ermined by cost drive rs. 
4. Identifying Cost Drivers: Establish t he cost dr ivers for each activity to link overheads In cost pools to cost 

object s. 
S. Calcu lating Cost Driver Rates: Compute the cost driver rate for each activity using the formula : 

Activity Cost Driver Rate= (Total Cost of Activity)/ (Activity Driver) 

Questions & Answers 

Theory Questions 

Question 1 

WRITE DOWN the corresponding cost drivc,rs related to the following activity cost pools: 

Inspecting and testing costs, Setting-up machines cost, Machining costs, Supervising Costs, Ordering and 
Receiving Materials cost {MTP 5 Marks Sep'22) 

Answer 1 

Activity Cost Pools Related Cost Drivers 

Inspecting and testing costs Number of t ests 

Setting up machines cost Number of set-ups 

Machining costs Machine hours 

Supervising Costs Direct labour hours 

Ordering and Receiving M aterials cost Number of purchase orders 
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Question 2 

PP Limited is in the prooess of implementation of Activity Based Costing System in the organization. For this 

purpose, it has identified the following Business Functions in its organization: 
{i) Research and Development 

(ii) Design of Products, Services and Procedures 
(iii) Customer Service 

(iv) Marketing 
{v) Distribution 
You are required to specify two cost drivers for each Business Function Identified above. 

(PYP 5 Marks Nov'22) 

Answer 2 

Business functions Cost Driver 

Research and Development • Number of research projects 

• Personnel hours on a project 

• Technical complexit ies of the project 

Design of products, services and • Number of products in design 
procedures • Number of parts per product 

• Number of engineering hours 

Customer Service • Number of service ca lls 

• Number of products serviced 

• Hours spent on servicing products ,n 
Marketing • Number of advertisements I 

• 

r. 

Number of sales personnel 
I'-,. ) ~'..___,J'/ 

• Sales revenue 

Distribution • Number o f units d istributed 

• Number of customers 

• Weight o f items distributed 

{Any two cost drivers of each business function) 

EXAM INSIGHTS: This theory question on Activity Based Costing requiring examinees to specify two cost 

drivers for each given business function. Most of t he examinees answered it only partially correct. 
Performance of the examinees was below averac•-

Question 3 

What is mc:ant by cost driver? Give its different categories . Suggest suitable cost drivers {at least two) in the 

following business functions: 
{I) Distribution 

(ii) Research and Development 
(iii) Customer services (PYP 5 Morks Nov'23) 

Answer 3 

Meaning of Cost Driver: A Cost dr iver is a factor or variable w hich effect level of cost. General ly, it is an activity 
which is responsible for cost incurrence. Level of activity or volume o f production Is the example of a cost 
dr iver. An activity may be an event, task, or unit of work etc. 

There are two categories of cost driver. 

• Resource Cost Driver - It is a measure of the quantity of resources consumed by an activity. It is used to 
assign the cost of a resource to an activity or cost pool. 

• Activity Cost Driver - It is a measure of the frequency and intensity of demand, placed on activities by cost 

objects. It is used to assign activity costs to cost objects. 
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Business Function Cost drivers 

Distribution Number of units distr ibut ed, Number of customers 

Research and Development Number of research projects, personnel hours on a project, technical 

complexities of the projects. 

Customer service Number of service ca ll s, number of product s serviced, hours spent in servicing 
of products. 

EXAM INSIGHTS: Theory question requir ing examinees to explain the meaning of cost dr iver and suggest 
su itable cost drivers for the given business functions. Most of the examinees could not explain the 

meaning of cost driver correctly. However, some of the cost drivers suggested were correct . Performance 

of the examinees w<1s below average. 

Question 4 

EXPLAIN the Usefulness/Suitability of ABC. {MTP 4 Marks Aug'24} 

Answer 4 

ABC is part icularly needed by organisations for product costing in the following situations: 
1. High amount of overhead: When production overheads are high and form significant costs, ABC Is more 

useful than t raditional costing system. 
2. Wide ranee of products: ABC is most su itable, when, there Is diversity in the product range or there 

are mult iple products. 

3. Presence of non-volume related activities: When non-volume related activities e.g. material handling, 

inspection set-up, are present significantly and trad itional system cannot be applied, ABC is a superior 
and better option. ABC w ill identify non-value- adding activities in the production process t hat might be 
a suitable focus for attention or eliminati on. 

4. Stiff competition: When the organisa tion is facing stiff competit ion and there Is an urgent requirement 

to compute cost accurately andt o f ix the selling price according to the market situat ion, ABC is very 
useful. ABC can also facilitat e in reducing cost by identifying non- value-adding activities in the production 
process that might be a suitable focus for attention or elimination. 

Question S 

DISCUSS in brief three main methods of allocating support departments costs to operating departments. 

{MTP 4 Marks Dcc'24} 

Answer 5 

The three main methods of allocating support depart ments cost s to operating departments are: 

(i) Direct re-distribution method: Under th is method, support depart ment costs are directly apport ioned to 

var ious production departments only. This method does not consider the service provided by one support 

depart ment to another suppor t department. 

(ii) Step method: Under th is method the cost of the support departments that serves the maximum numbers of 

departments is first apportioned to other support departments and production departments. Aft er this the 
cost of support depar tment serving the next largest number of depar tments is apportioned. In this manner 

we finally arrive on the cost of production depar tments only. 

(Iii) Reciprocal service method: This method recognises the fact that where t here are t,,vo or more support 

depart ments they may render services to each other and, therefore, these inter-depart mental services are 

t o be given due weight wh ile re-distri buting the expenses of the support departments. The methods 
available for dealing w ith reciprocal services are: 

(a ) Simul taneous equation method 

(b) Repeated distr ibution method 
{c) Trial and error method. 
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Practical Questions 

Question 6 

KD Ltd. is following Activity based costing. Budgeted overheads, cost drivers :>nd volume arc as follows: 
Cost pool Budgeted overheads Cost driver Budgeted volume 

(~) 
Material procurement 18,42,000 No. of orders 1,200 
Material h:>ndling 8,50,000 No. of movement 1,240 
Maintenance 24,56,000 Maintenance hours 17,550 
Set•uo 9,12,000 No. of set•uos 1,450 
Quality control 4,42,000 No. of inspection 1,820 

Th" company has produced a batch of 7,600 units, its material cost was -:24,62,000 .ind wagcs 0:4,68,500. 
Usage activities of the said batch are as follows: 

Materi.il orders 56 
Matarial movements 84 
Maintenance hours 1,420 hours 
Set-ups 60 
No. of inspections 18 

Required: 
(i) CALCULATE cost driver rates. 
(ii} CALCULATE the, total and unit cost for the batch. 
{MTP 5 Marks Apr'23} {Same concept different figures RTP Nav'20} 

Answer 6 

(i) Calculation of cost driver rate : 
Cost pool Budceted overheads Cost driver Cost dri.ver rate 

(~) (~) 
Material procurement 18,42,000 1,200 1,535.00 

Material handling 8,50,000 1,240 685.48 
Maintenance 24,56,000 17,550 139.94 
Set-up 9,12,000 1,450 628.97 
Quality control 4,42,000 1,820 242.86 

(ii) C.i lculation of cost for the b.itch: 

Particulars Amount (0:) Amount (O:) 
Material cost 24,62,000.00 

Wages 4,68,500.00 

Overheads: 
- Material procurement ("!l,53Sx56 orders) 85,960.00 
- Material handling (0:685.48x84 movements} 57,580.32 
- Maintenance (~139.94x1,420 hours} 1, 98, 714.80 
- Set -up (~628.97x60 set-ups} 37,738.20 

- Quality cont rol (~242.86x18 inspections) 4,371.48 3,84,364.80 
Total Cost 33,14,864.80 
No. of units 7,600 

Cost per units 436.17 

Question 7 

ABY Ltd. manufactures four products, namely A, B, C and Dusing the same plant and process. The following 
Information relates to production pcrlod December, 2020: 

Chapter 5 Activity Based Costing 

DS



Product A B C p 
Output in units 1,440 1,200 960 1,008 
Cost per unit: 
Direct Materials Rs. 84 Rs.90 Rs.BO Rs. 96 
Direct Labour Rs. 20 Rs. 18 Rs. 14 Rs. 16 
Machine hours per unit 4 3 2 1 

The four products are similar and are usually produced in production runs of 48 units per batch and are sold 
in batches of 24 units . Currently, the production overheads are absorbed using machine hour rate. The 
production overheads incurred by the company for the period December, 2020 are as follows : 

(Rs.) 
Machine department costs: 

Rent, deprecation and supervision 2,52,000 
Set-up Costs 80,000 
Store receiving costs 60,000 
Inspection 40,000 
Material handling and dispatch 10,368 

During the period December, 2020, the following cost drivers arc to be used for allocation of overheads cost: 
Cost Cost driver 
Set-up Costs Number of production runs (batches) 
Stores receiving Requisition raised 
Inspection Number of production runs (botches) 
Material handling and dispatch Orders exccutcd 

It is also determined that: 
(i) Machine department costs should be apportioned among set-up, stores receiving and inspection 

activities in proportion of 4 : 3 : 2. 
(ii) The number of requisitions raised on stores is SO for each product. The total number of material 

handling and dispatch orders executed during the period arc 192 and each order b0ing for a batch size 
of 24 units of product. 
Required: 
i.CALCULATE the total cost of each product, if all overhead costs are absorbed on machine- hour rate 

basis . 
Ii.CALCULATE the total cost of each product using activity-based costing {MTP 10 Marks, Mar'21) 

Answer 7 

(i) Total Overhead = Rs. (2,52,000 + 80,000 + 60,000+40,000+10,368) = Rs. 4,42,368 
Total Machine hours= 1,440 X 4 + 1,200 X3 + 960 X2 + 1,008 Xl 

= 5,760 + 3,600+1,920 +1,008 = 12,288 M. Hrs. 

0 h d /M 
Rs.4.42,369 R 

36 :. ver ea recovery rate .H.= 
2 229 

/ I = s. 
1 , M, lOU l'S 

Cost Statement when overheads are absorbed on machine hours rate basis 
Product A B C 
Output in units 1,440 1,200 960 

(Rs.) (Rs.) (Rs .) 
Cost ~er unit: 
Direct material 84 90 80 
Direct labour 20 18 14 
Overhead (@ Rs. 36) 144 108 72 

(4 X Rs.36) (3 X Rs .36} (2 XRs.36) 
Tota l cost per unit 248 216 166 
Tota l cost 3,57,120 2,59,200 1,59,360 

D 
1,008 
(Rs .) 

96 
16 

36 
(lXRs.36) 

148 
1,49,184 

(ii) (1) Machine department costs of Rs. 2,52,000 to be apportioned to se t-up cost, store receiving and 
inspection in 4: 3: 2 i. e. Rs. 1, 12,000, Rs. 84,000 and Rs. 56,000 respectively. 

(2) One production run= 48 units. He nce, the number of production runs of different products: 
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1,440 1,200 960 1,008 
A=-- = 30 B = -- = 25 C = - = 20 D = --= 21 ORTOTAL96 Runs. 

48 ' 48 ' 48 ' 48 ' 

(3) One batch order is of 24 units. So the number of batches of diffe rent products: 
1.440 1.200 960 1.008 

A = -- = 60 B = -- = 50 C = - = 40 D = -- = 42 Or total 192 batches. 
24 ' 24 ' 24 ' 24 

(4) Computation of Cost drive r rates 
Activity Activity Cost (Rs.) Cost driver Quantity Cost driver rate 

Set-up 80,000 + 1,12,000 No. of 96 Rs. 2,000 per 
= 1,92,000 production run product ion run 

Store- 60,000 + 84,000 Requisition raised 50 X 4 : 200 Rs. 720 per 
receiving = 1,44,000 requisition 
Inspection 40,000 + 56,000 No. of 96 Rs. 1,000 per 

= 96,000 production run production run 
Material 10,368 Orders executed 192 Rs. 54 per batch 
handling (No. of batches) 

(S) Cost statement under Activity Based Costing: 
Product A B C D 

Output in units 1,440 1,200 960 1,008 
(Rs.) (Rs.) (Rs.) (Rs.) 

Material 1,440 X 84 1,200 X 90 960 X 80 1,008 X 96 
= 1,20,960 = 1,08,000 = 76,800 = 96,768 

Labour 1,440 X 20 1,200 X 18 960 x 14 1,008 X 16 
= 28,800 = 21,600 = 13,440 = 16,128 
1,49, 760 1,29,600 90,240 1,12,896 

Overhead cost: 
Set up 2,000 X 30 2,000 X 25 2,000 x 20 2,000 X 21 

= 60,000 = 50,000 = 40,000 = 42,000 
Store receiving 720 X 50 720 X 50 720 x so 720 X 50 

= 36,000 = 36,000 = 36,000 = 36,000 
Inspection 1,000 X 30 1,000 X 25 1,000 X 20 1,000 X 21 

= 30,000 = 25,000 = 20,000 = 21,000 
Material handl ing 54 X 60 54 X 50 54 X 40 54 X 42 

= 3,240 = 2,700 = 2,160 = 2,268 
Total overhead cost 1,29,240 1,13, 700 98,160 1,01,268 
Total cost 2,79,000 2,43,300 1,88,400 2,14,164 
Total cost per unit 193.75 202.75 196.25 212.46 
(Total cost/ Output) 

Question 8 

Wavelength Cinema provides the following data for the year 2020·21: 
Particulars Premium Recliner 70 Cafeteria 

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

Revenue 11,55,000 18,75,000 9,30,000 5,25,000 
Cost of Goods sold . . . 4,51,125 
Digital media cost 6,19,800 9,46,875 4,02,900 . 
Number of Credit Card transactions 75,000 90,000 60,000 45,000 
Number of Tests 12,000 18,000 15,000 7,500 
Number of Setups 225 450 150 75 
Area in Square feet 3,000 4,500 2,250 750 
Number of Customer contacts 2,62,500 3,00,000 1,50,000 37,500 
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--==========---.~ I Number of Customer on line orders 2,10,000 I 2,47,SOO I 1,20,000 ! 22,S00 I 
Cost an:ilysis h:is revealed the following: 

Activity Activity Activity Driver Activity 
Cost (Rs.) Capacity 

Marketing Expenses 2,25,000 Number of Customer contacts 7,50,000 
Website Maintenance 1,50,000 Number of Customer on line 6,00,000 
Expenses orders 
Credit Card Processing Fees 1,35,000 Number of Credit Card 2,70,000 

tr:ins:iotlons 

Cleaning Equipment Cost 3,15,000 Number of square feet 10,500 
Inspecting and testing costs 2,62,SOO Number of tests 52,SOO 
Setting up machine's costs 4,50,000 Number of set-ups 900 

Required: 
(i) If Wavelength Cinema allocates all costs (other than Cost of Goods sold and Digital Media costs) to the 

departments on the basis of Activity Based Costing system, CALCULATE the operating income and 
percentage of operotlng income of each department. 

(ii) Wavelength Cinema operated for years under the assumption that profitability can be increased by 
increasing net revenue from Cafeteria. However, the Supervisor of Wavelength Cinema wants to shut 
down Cafeteria. On 
the basis of (I) above, STATE whether the contention of the Supervisor is valid or not. (MTP 10 Marks, 
Apr'21) (SM} 

Answer 8 
Computation showing Rates for each Activity 

Activity Activity Activity driver Activity Activity 
Cost (Rs.) Capacity Rate 

(A) (Bl (A/B) 
Marketing Expenses 2,25,000 Number of Customer Contacts 7,50,000 0.30 
Website M aintenance Expenses 1,50,000 Number of Customer Online 6,00,000 0.25 

orders 
Credit Card Processing Fees 1,35,000 Number of Credit ca rd 2,70,000 0.50 

transactions 

Cleaning Equipment Cost 3,15,000 Number of Square Feet 10,500 30.00 

Inspecting and Testing Cost 2,62,500 Number of Tests 52,500 5.00 
Se tting up mach ine's cost 4,50,000 Number of set-ups 900 500.00 

Activity based Cost for each Department 
Activity Premium Hall (Rs.) Recliner Hall (Rs.) 70 Hall (Rs.) Cafeteria (Rs.) 
Marketing Expenses 78,750 90,000 45,000 11,250 

(2,62,500 X 0.3) (3,00,000 X 0.3) {1,50,000 X 0.3) (37,500 X 0.3) 

Website 52,500 61,875 30,000 5,625 
Maintenance (2,10,000 X 0.25) (2,47,500 X 0.25) (1,20,000 X 0.25) (22,500 X 0.25) 
Expenses 

Credit Card 37,500 45,000 30,000 22,500 
Processing Fees (75,000 X 0.5) {90,000 X 0.5) (60,000 X 0.5) (45,000 X 0.5) 

Cleaning Equipment 90,000 1,35,000 67,500 22,500 
Cost (3,000 X 30) (4,500 X 30) (2,250 X 30) (750 X 30) 

Inspecting and 60,000 90,000 75,000 37,500 
Testing Cost (12,000 X 5) (18,000 X 5) (15,000 X 5) (7,500 X 5) 
Setting up 1,12,500 2,25,000 75,000 37,500 
machine's cost {225 X 500) (450 X 500) (150 X 500) (75 X 500) 

Total 4,31,250 6,46,875 3,22,500 1,36,875 
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~ 
(i) Statement of Operating Income and Operating Income percentage for each Department 

Particulars Premium Recliner 70 Cafeteria 
Hall Hall Hall (Rs.) 
(Rs.) (Rs. ) (Rs. ) 

Reven ues (Given) (A) 11,55,000 18, 75,000 9,30,000 5,25,000 
Cost of Goods Sold (given) (Bl) . . . 4,51,125 
Digital Media Cost (given) (B2) 6,19,800 9,46,875 4,02,900 -
Activity Based Cost (as per Workings) (B3) 4,31,250 6,46,875 3,22,500 1,36,875 
Operating Cost {Bl (Bl+ B2 + B3) 10,51,050 15,93, 750 7,25,400 5,88,000 
Operating lncomc/(Loss) (C = A - B) 1,03,950 2,81,250 2,04,600 (63,000) 
Percentage of profit/(loss) on sales 9% 15% 22% (12%) 

(ii) Contention of Supervisor is va lid as operating income of Cafeteria is negative i.e. (Rs. 63,000) or 
percentage of profit/ loss is (12%). 

Question 9 

SMD Limited manufactures four products namely A, B, C and D using the same production and process 
facilities. The company has been following conventional method of costing and wishes to shift to activity• 
based costing system. 
The data pertaining to four products are: 

Product Units Material per unit Labour hours per unit Machine hours per unit 
produced (") 

A 1,500 140 ;,, nnr 1 n n 3 
B 2,500 90 \\ // Ii I 3 I I 11 2 
C 10,000 180 \11/ 11 2 I I 11 6 
D 6,000 150 V I I 1.S ...._-../ 4 

The following activity volumes are associated to the production process for the relevant period• 
Number of Inspections Number of Material Movements Number of set•ups 

A 200 15 100 
B 250 20 12S 
C 900 100 600 
D 6S0 8S 400 

The cost data also states that : 
• Direct Labour cost: " 60 per hour 
• Machine hour rate: 'I: 280 per hour 
• Production overheads are absorbed on machine hour basis. 
• For activity-based costing, a thorough, analysis of the production process revealed that: 

Costs relating to set•ups and inspection bears the equal percentage while costs relating to machinery accounts 
for 20% of the production overhead. 
Costs relating to material handling stands at SO% of costs relating to machinery. You are required to: 
(i) Prepare a statement showing the unit costs and total costs of each product using the absorption costing 

method. 
(II) Prepare a statement showing tho 1.1nit costs and total costs of each prod1.1ct using activity• based costing 

system. {MTP 1.0 Marks Sep'22} 

Answer 9 
(i) Cost per unit • Conventional Costing: Absorption rate method 

Particulars. A ('I:) B ('I:) C ( 'I:) D ('I:) 
Material 140 90 180 150 
Labour @ 'I: 60 per labour hour 60 180 120 90 
Ove rheads @ "c 280 per machine hour 840 560 1680 1120 
Cost per unit ( in 'I:) 1,040 830 1,980 1,360 
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No of unit s 1,500 2,500 10,000 6,000 
Total cost (~) 15,60,000 20,75,000 1,98,00,000 81,60,000 

(ii) Statement of apportionment of overheads: Amount(~) 

Type of Cost Cost Driver A B C D 
Setups No of 7,48,000 9,35,000 44,88,000 29,92,000 

Setups (100 X 7,480) (125x7,480) ( 600 X 7,480) (400 x7,480) 
Machinery Machine 2,52,000 2,80,000 33,60,000 13,44,000 

hours (4,500 X 56) (5,000 X 56) (60,000 X 56) (24,000 X 56) 
M:>tcri31 H;sndling No. of 1, 78,500 2,38,000 11,90,000 10,11,soo 

Movements (15 X 11,900) (20 X 11,900) ( 100 X 11,900) (85 X 11,900) 
o f material 

Inspection No. of 9,16,300 11,45,375 41,23,350 29,77,975 
Inspections (200x4,581.50) {250x4,581.50) {900x4,581.50) {650x4,581.50) 

Tot;sl 20,94,800 25,98,375 1,31,61,350 83,25,475 
Output Units 1,500 2,500 10,000 6,000 
Overhead/ unit 1,396.53 1,039.35 1,316.14 1,387.58 

Statement showing Cost per unit and Total cost using Activity Based Costing 

Particulars A(~) B (~) C (~) D (~) 

Mate ri al 140.00 90.00 180.00 150.00 

Labour 60.00 180.00 120.00 90.00 

Total 200.00 270.00 300.00 240.00 
No. of units 1,500 2,500 10,000 6,000 

Total cost (exclud ing overheads) 3,00,000 6,75,000 30,00,000 14,40,000 
Add: Overheads (as calculated) 20,94,800 25,98,375 1,.31,61,350 83,25,475 
Total cost 23,94,800 32,73,375 1,61,61,350 97,65,475 
Cost per unit J 1,596.53 1,309.35 1,616.14 1,627 .58 

Working Notes: 
1. Calculation of Total machine hours 

Particulars A B C D 

(al Machine hours per unit 3 2 6 4 

(bl Production( un its) 1,500 2,500 10,000 6,000 

( c) Tota l machine hours (a) x(b) 4,500 5,000 60,000 24,000 
Total Machine hours= 93,500 
Tota l production overheads= 93,500 x 280 = ~ 2,61,80,000 

2. Calculation of cost driver rate 

Cost pool Amount of Cost Driver (basis) Cost Driver Cost Driver Rate (~) 

cost (~) (units) 

Setups 91,63,000 No. of Setups 1,225 7,480 per set up 
Machinery 52,36,000 Machine Hrs. 93,500 56 per machine hour 
Material 26,18,000 No. of Materia l 220 11,900 per material 
Handlings Movements movement 
Inspection 91,63,000 No. of Inspections 2,000 4,581.50 per 

inspection 
2,61,80,000 

Question 10 

Hygiene Care Ltd. is a manufacturer of a range of goods. The cost structure of its different products is as 
follows : 

Particulars Hand Wash Detergent Powder Dishwasher 
Direct M:>terials (~/Pu) 150 120 120 
Direct Labour @~10/ hour(~/ Pu) 45 60 75 
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~ 
Production Overheads(";/ Pu) 40 50 40 

Total Cost (O: / Pu) 235 230 235 
Quantity Produced (Units) 30,000 60,000 90,000 

Hygiene, Care, Ltd. was absorbing ov<>rhcads on the, basis of dirc,ct labour hours. Managc,mc,nt accountant has 
suggested that the company should introduce ABC system and has identified cost drivers and cost pools as 
follows: 

Activity Cost Pool Cost Driver Associated Cost 
(";) 

Goods Receiving Number of Dispatch Order 8,88,000 
lnspectlne and Testlne costs Numbc,r of Production Runs 26,82,000 
Dispatching Numbc,r of disp:,tch order 6,30,000 

Storage Cost Number of Batches of material 36,00,000 
The following information is also supplied: 

Details Hand Wash Datcreent Powdar Oishwashc,r 

Batches of matc,rial 720 780 900 
Number of dispatch order 360 540 600 
No. of Production Runs 1,500 2,100 2,400 
Number of Dispatch Orders 600 900 1,000 

Rc,quirc,d: 
CALCULATE activity-based production cost of all the three products. (RTP May'23) 

Answer 10 
1. The Total Production Overhe ad arc, 78,00,000 

Items Labour Hour Overheads allocation on the basis of direct Labour 
Hour (";) 

Labour Hour Ratio {4.5:6:7.5) \ '/ I I I I 

Hand Wash l ,35,000 .. LI L ,T 9,00,000 

Det ergent Powder 3,60,000 24,00,000 

Dishwasher 6,75,000 45,00,000 

Total 11,70,000 78,00,000 

2. On the basis of ABC analysis this amount will be apportioned as follows: Statement Showing "Activity Based 
Production Cost" 

Cost Driver Ratio Total Hand Wash Detergent Dishwasher 
Activity Cost Pool Amount (0:) Powder (0:) 

(O:) (O:) 
Goods Receiving Dispatch order 06:09:10 8,88,000 2, 13,120 3,19,680 3,55,200 

Inspecting and Production Runs 05:07:08 26,82,000 6,70,500 9,38,700 10,72,800 
Testing costs 

Dispatching Dispatch Order 06:09:10 6,30,000 1,51,200 2,26,800 2,52,000 

Storage Cost Batches of 12:13:15 36,00,000 10,80,000 11,70,00( 13,50,000 
m ater ial 

To tal Act ivity Cost 21,14,820 26,55,180 30,30,000 
Quantity Produces 30,000 60,000 90,000 

Unit Cost 
(Overheads) 70.49 44.25 33.67 
Add: Conversion 

Cost (Material + 

Labour) 195 180 195 
Total 265.49 224.25 228.67 
Note: This question can also be solved by using cost driver rate 
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l limited manufactures three products P, Q and R which are similar in nature and are usually produced in 
production runs of 100 units. Product P and R require both machine hours and assembly hours, whereas 
product Q requires only machine hours. The overheads incurred by the company during the first quarter 
are as under: 

" Machine Department expenses 18,48,000 
Assembly Dc,partment expenses 6,72,000 
Setup costs 90,000 
Stores receiving cost 1,20,000 
Order processing and dispatch 1,80,000 
Inspect and Quality control cost 36,000 

The data related to the three products during the period are as under: 
p Q R 

Units produced and sold 15,000 12,000 18,000 
Machine hours worked ao,ooo hrs. 48,000 hrs. 54,000 hrs. 

Assembly hours worked (direct labour hours) 15,000 hrs. - 27,000 hrs. 
Customers' orders executed {in numbers) 1,250 1,000 1,500 
Number of requisitions raised on the stores 40 ao 50 

Prepare a statement showing details of overhead costs allocated to each product type using activity -based 
costing. (RTP Nov'23} 

Answer 11 
Calculation of" Activity Rate" ,--.., . 

Cost Pool Cost(") Cost Driver Cost Driver Rate 
[A) (8) (") 

(CJ : (A]+(B] 
Mach ine _E>~partment Ex,e~s~ 18,48,000 Machine Hours (1,32,000 hrs. ) -- 14.00 
Assembly Department Expenses 6,72,000 Assembly Hours (42,000 hrs.) 16.00 
Setup Cost 90,000 No. of Production Runs {450*) 200.00 

Stores Receiving Cost 1,20,000 No. of Requisitions Ra ised on 1,000.00 
the Stores (120) 

Order Processing and Dispatch 1,80,000 No. of Customers Orders 48.00 
Executed (3,750) 

Inspection and Quality Control Cost 36,000 No. of Production Runs (450*) 80.00 
Total ('( ) 29,46,000 

*Number of Production Run is 450 (150 + 120 + 180) 
Statement Showing "Overheads Allocation" 

Particulars of Cost Cost p Q R Total 
Driver 

Machine Department Machine Hours 4,20,000 6, 72,000 7,56,000 18,48,000 
Expenses (30 ,000 x"14) (48,QOQ X " 14) {54,000 " " 14) 
Assembly Department Assembly Hours 2,40,000 --- 4,32,000 6,72,000 
Expenses (15,000 x'(16} (27,000 x'(16} 

Setup Cost No. of Product ion 30,000 24,000 36,000 90,000 
Runs {150 ""200) {120 ""200) (180 " "200) 

Stores Receiving Cost No. of Requisitions 40,000 30,000 50,000 1,20,000 
Raised on t he Stores (40 " "1,000) (30 " "1,000) {SO x"l,000) 

Order Processing and No. of Customers 60,000 48,000 72,000 1,80,000 
Dispatch Orders Executed {1,250 x'(48) (1,000 x'(48) (1,500 x'(48) 

Inspection and Quality No. of Product ion 12,000 9,600 14,400 36,000 
Control Cost Runs (150 ""80) (120 x-:80) (180 x-:80) 

Overhead ('() 8,02,000 7,83,600 13,60,400 29,46,000 
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Question 12 

lcecold a FMCG Comp:,ny m:,nufactures and sells three fl:,vors of ice creom: 
Dark chocolate, Chocolate, and Butterscotch. The batch size for the ice cream is limited to 1,000 ice cream 
based on the size of the fridge and Ice cream molds owned by the company. Based on budeet:,ry 
projections, the information listed below is available: 

Dark chocolate Chocolate Butterscotch 
Projected sales in units 500,000 800,000 600,000 
PER UNIT data: 

Selline price "80 "'5 't60 
Direct materials "20 ":15 "14 

Direct labor "4 "2 "2 
Houri eer 1000-unlt botch: 
Direct labor hours 20 10 10 
Fridge hours 1 1 1 
P:,ckaeine hours 0.5 0.5 0.5 
Total overhead costs and activity levels for tho year arc estimated as follows: 
Activitlr'. I Overhead costs Activity levels 
Direct labor 2,400 hours 
Fridge "2,10,00,000 1,900 fridge hours 
Packaelne "1,50,00,000 950 p:,ckaelng hours 

"3,60,00,000 
Required: 
a. With the help of ABC system, for the Chocolate ice cream: 

1 . Compute the activity-cost-driver rate 
2 . Compute the estimated ovcrhc.1d costs per thous:,nd ice cream. 
3. Compute the estimated operating profit per thousand ice cream. 

b. With the help of traditional system (with direct labor hours as the overhead allocation bose), for the 
Chocolate ice cream, compute the estimated operating profit per thousand ice cream. 
(MTP 7 Marks July'24) 

Answer 12 
a. 

1. Estimation of cost-driver rate 
Activity Overhead cost(1':) 

Packaging 1,50,00,000 
Fridge 2,10,00,000 

2 . Overhead cost for chocolate ice cream 

Cost driver 
950 Packaging hours 
1,900 Fridge hours 

Activity Overhc,ad for a 1,000-lcc cream batch 

Packaging 1 X 1'; 11,052.63 
Fridge 0.5 X" 15,789.47 
Total 

3. Operatine profit for chocolate ice cream 
Particulars 

Revenue (1,000 x" 75) 
Less: Direct Material {1,000 x" 15) 
Less: Direct Labour {10,000 x" 2) 
Less: Overhead 
Operating Profit 

b. Overhead per direct hour 
= Total Overhead / Total Direct Labour Hours 
= '!; 3,60,00,000 / 24,000 hours 

Chapter 5 Activity Based Costing 

Cost drivcr ratc,(") 
15,789.47 
11,052.63 

Amount(") 
11,052.63 
7,894.74 

18,947.37 

Amount ('t 
75,000.00 
15,000.00 
20,000.00 
18,947.37 
21,052.63 
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= ': 1,500 per direct labour hour 
Since it takes 10 direct labour hour per 1,000 Chocolate ice cream,the overhead is " 15,000 

Particulars Amount(':) 

Revenue (1,000 x" 75) 75,000.00 
Less: Direct Material (1,000 x" 15) 15,000.00 
Less: Direct Labour (10,000 x ': 2) 20,000.00 
Less: Overhead 15,000 
Operating Profit 25,000 

PQR ltd. is engaged in the production of three, products P, Q and R. The company calculatc,s Activity Cost 

Rates on the basis of Cost Driver capacity which is provided as below: 

Activity Cost Driver Cost Driver Capacitv Cost (0:) 
Dirc,ct labour hours Labour hours 30,000 labour hours 3,00,000 
Production runs No. of Production runs 600 Production runs 1,80,000 
Quality Inspections No. of Inspection 8000 Inspections 2,40,000 

The consumption of activities during the period is as under: 
Actlvity / Products p Q R 
Direct Labour hours 10,000 8,000 6,000 
Production runs 200 180 160 
Quality Inspection 3,000 2,500 1,500 

You ;ire required to: 
(i} Compute the costs allocated to each Product from each Activity. 
(ii) Calculate the cost of unused capacity for each Activity. 
(iii) A potential customer has approached the company for supply of 12,000 units of a new product. 'S' to 

be delivered in lots of 1S00 units per quarter. This will involve an initial design cost of" 30,000 and 
per quarter production will involve the following: 

Direct Material "18,000 
Direct labour hours 1,500 hours 
No. of Production runs 15 
No. of Quality Inspection 250 

Prepare cost sheet segregating Direct and Indirect costs and compute the Sales value per quarter of product 
'S' using ABC system considering a markup of 20% on cost. {PYP lO Marks Ju/'21) 

Answer 13 

(i) Statement of cost allocation to each product from each activity 

Product 

p fl() Q (0:) R (0:) Total (0:) 
Di rect Labour hours (Refer 1,00,000 80,000 60,000 2,40,000 
to wo rking note) (10,000 Labour (8,000 Labour hours x (6,000 Labour hours 

hours x ':10) 0:10) x "10) 
Production runs (Refer to 60,000 54,000 48,000 1,62,000 
working note) ( 200 Production (180 Product ion ru ns (160 Product ion 

runs x" 300) X" 300} runs x" 300) 
Quality Inspect ions (Re fe r 90,000 7S,000 45,000 2,10,000 
to working note) (3,000 (2,500 {1,500 

Inspections x "30} Inspections x" 30) Inspections x " 30) 
Working note: 
Rate per unit of cost driver 

Direct Labour hours (" 3,00,000/30,000 l abour hours) "10 per Labour hour 
Production runs (" 1,80,000/600 Production runs) II( 300 per Production run 
Qua I ity Inspect ion (': 2,40,000/8,000 Inspections) ': 30 per Inspection 
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(ii) Computation of cost of unused capacity for each activity 
Particu lars !"I 
Direct Labour hours[(~ 3,00,000 - ~ 2,40,000) or (6,000 x ~ 10)1 60,000 

Production runs [(~ 1,80,000 - ~ 1,62,000) or (60 x ~ 300)) 18,000 

Quality Inspection I(" 2,40,000 - "' 2,10,000) or (1,000 x ~ 30)] 30,000 

Total cost of unused capacity 1,08,000 

(iii) Cost sheet and Computation of Sales value per quarter of product 'S' using ABC system 
Particulars (~) 
1500 units of product 'S' to be delivered per quarter 
Initial design cost oer quarter("' 30,000 / 8 quarte rs) 3,750 
Direct Material Cost 18,000 
Direct Labour Cost (1,500 Labour hours x ~ 10) 15,000 
Direct Costs (A) 36,750 
Se t up Cost (15 Production ru ns x "' 300) 4,500 
Inspection Cost (250 Inspections x ~ 30) 7,500 
Indirect Costs (B) 12,000 
Total Cost (A+ B) 48,750 
Add: Mark-up {20% on cost) 9,750 
Sale, Value 58,500 
Selling Price per unit 'S' (~ 58,500/1500 un its) 39 

EXAM INSIGHTS: It was a practical problem testing the knowledge of examinees on the topic Activity Based 
Costing, requiring examinees to ideotlfy cost of allocate d capacity and unused capacity on three products. It 
also required exami nees to find out sales va lue of the offered new product by segregati ng cost into direct 
and ind irect cost. First two sub parts i.e. allocation of cost and determination of cost of unused capacity were 
answered wel l, but examinees failed to segregate cost into direct and Indirect In the third sub part. 
Pe rformance of the examinees was above average. 

Question 14 ri LDR 

'Humara • Apna' bank offers three products, viz., deposits, Loans and Credit Cards. Tho bank has 
selected 4 activities for a detailed budgeting exercise, following activity based costing methods. 
The bank wants to know the product wise total cost per unit for the selected activities, so that prices 
may be fixed accordingly. 
The following information is made available to formulate the budget: 

Activity Present Cost (Rs.) Estimation for tho budget period 
ATM Services: 
(a) Machine Maintenance 4,00,000 All fixed, no change. 
(b) Rents 2,00,000 Fully fixed, no change. 
( c) Currency 1,00,000 Expected to double during bud11:et period. 
Replonishmant Cost 7 ,00,000 (This activity is driven by no. of ATM transactions) 
Computer Processing 5,oo,ooo Half this amount Is fixed and no change is expected. 

The variable portion is expected to increase to three 
times the current level. (This activity is driven by the 
number of computer transactions) 

Issuing Stotements 18,00,000 Presently, 3 lokh statements are made. In the budget 
period, 5 lakh statements are expected. 
For every increase of one lokh statement, one lakh 
rupees is the budgeted increase. 
(This activity is driven by tho number of statements) 
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Computer Inquiries 2,00,000 Estimated to incre;asc by 80% during the budget 
period. (This activity is driven by telephone minutes) 

The activity drivers and their budgeted quantifies are given below: 
Activity Drivers Deposits Loans Credit Cards 

No. of ATM Transactions 1,50,000 - 50,000 
No. of Computer Processing Transactions 15,00,000 2,00,000 3,00,000 
No. of Statements to be issued 3,50, 000 50,000 1,00,000 
Telephone Minutes 3,60,000 1,80,000 1,80,000 

The bank budgets a volume of 58,600 deposit accounts, 13,000 loan accounts, and 14,000 Credit Card 
Accounts . 
Required 
(i) CALCULATE the budgeted rate for each activity. 
{ii) PREPARE the budgeted cost statement activity wise. 
{iii) COMPUTE the budgeted product cost per account for each product using (i) and (ii) above. 

{MTP 10 Marks Apr'19 & Oct'23, SM) {Same concepts different figures MTP 10 Marks Apr'22} 
Answer 14 

Statement Showing"Budgeted Cost per unit of the Product" 
Activity Activity Activity No. of Units Activity Deposits Loans Credit 

Cost Driver of Activity Rate Cards 
(Budgeted Driver (Rs.) 

(Rs.) (Budget) 

ATM 8,00,000 No. of ATM 2,00,000 4.00 6,00,000 -- 2,00,000 
Services Transaction 
Computer 10,00,000 No. of 20,00,000 0.50 7,50,000 1,00,000 1,50,000 
Processing Computer 

Transaction 
Issuing 20,00,000 No. of 5,00

1
000 4.00 14,00,000 2,00,000 4,00,000 

Statements Statements 
Customer 3,60,000 Telephone 7,20,000 0.50 1,80,000 90,000 90,000 
Inquiries Minutes 
Budgeted 41,60,000 29,30,000 3,90,000 8,40,000 
Cost 

Units of Product (as estim3ted in the budget period) 58,600 13,000 14,000 
Budgeted Cost per unit of the product 50 30 60 

Working Note 

Activity Budgeted Cost (Rs.) Remark 

ATM Services: 
(a) Machine Maintenance 4,00,000 - All fixed, no cha nge. 
(b) Rents 2,00,000 - Fully fixed, no change. 
(c) Currency Replenishment Cost 2,00,000 - Doubled du ring budget period. 

Total 8,00,000 
Compute r Processing 2,50,000 - Rs .2,50,000 

(half of Rs.5,00,000) is fixed and no 
cha nge is expected. 

7,50,000 - Rs.2,50,000 (variable portion) 
is expected to increase to three 

times the curre nt level. 
Total 10,00,000 

Issuing Statements 18,00,000 - Existing. 
2,00,000 - 2 lakh statements are expected to 

be increased in budgeted period. 
For every increase of one lakh 
statement, one lakh rupees is the 
budgeted increase. 
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~ 
Total 20,00,000 

Computer Inquiries 3,60,000 - Estimated to increase by 80% 
during the budge t period. 
(Rs.2,00,000 x 180%) 

Total 3,60,000 

Question 15 

Family Store wants information about the profitability of individual product lines: Soft drinks, Fresh produce 
and Packaged food. Family store provides the following data for the year 20X7-X8 for each product line: 

Soft drinks Fresh produce Packaged food 
Revenues ~ 39,67,SOO ~ 1,05,03,000 ~ 60,49,500 
Cost of goods sold 'I! 30,00,000 'I! 75,00,000 " 45,00,000 
Cost of bottlos returnl!d " 60,000 "0 "0 
Number of purchase orders placed 360 840 360 
Number of deliveries received 300 2,190 660 
Hours of shelf-stocking time 540 5,400 2,700 
Items sold 1,26,000 11,04,000 3,06,000 
Family store also provides the following information for the year 20X7-X8: 
Activity Description of activity Total Cost Cost-allocation base 
Bottles returns Returning of empty bottles ~ 60,000 Direct tracing to soft 

drink line 
Ordering Placing of orders for purchases 't 7,80,000 1,560 purchase orders 
Delivery Physical delivery and receipt of goods ~ 12,60,000 3,150 deliveries 
Shelf stocking Stocking of goods on store shelves and on• ~ 8,64,000 8,640 hours of shelf• 

going restocking stocking t ime 
Customer Assistance provided to customers ~ 15,36,000 15,36,000 items sold 
Support including check-out 
Required: 
(i) Family store currently allocates support cost (all cost other than cost of goods sold) to product lines on 

the basis of cost of goods sold of each product line. CALCULATE the operating income and operating 
Income as a % of revenues for each product line. 

(ii) If Family Store allocates support costs (all costs other than cost of goods sold) to product lines using and 
activity based costing system, Calculate the operating income and operating income as a% of revenues 
for each product line. {RTP Nov'l81 RTP May'20, Nov'21, SM} 

Answer 15 
(i) Statement of Operating income and Operating income as a percentage of revenues for each product 

line {When support costs are allocated to product li nes on the basis of cost of goods sold of each product) 
Soft Fresh Packaged Total 

Drinks Produce Foods 
(~) (~) '" ) (~) 

Revenues: (A) 39,67,500 1,05,03,000 60,49,500 2,05,20,000 
Cost of Goods sold (COGS): (B) 30,00,000 75,00,000 45,00,000 1,50,00,000 
Support cost (30% of COGS}: (C) 
(Refer working notes) 9,00,000 22,50,000 13,50,000 45,00,000 
Total cost : (D) = {(B) + {C)} 39,00,000 97,50,000 58,50,000 1,95,00,000 
Operating income: E= ((A)-(D)} 67,500 7,53,000 1,99,500 10,20,000 
Operating income as a percentage 
of revenues: (E/A) x 100) 1.70% 7.17% 3.30% 4.97% 

1. Working Notes 
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Total support cost: 

(~) 
Bottles re turns 60,000 
Ordering 7,80,000 
Delivery 12,60,000 
Shelf stocking 8,64,000 
Customer support 15,36,000 

Total support cost 45,00,000 
2. Percentage of support cost to cost of goods sold (COGS): 

3. 

= Tornl suppo,·t cost X lOO 
Total Cost of goods sold 

: Rs.45,00,000 X lOO : 30% 
Rs.1,so.00,000 

Cost for each activity cost driver: 

Activity Total cost(~) 
(1) (2) 

Ordering 7,80,000 
Delivery 12,60,000 

Shelf-stocking 8,64,000 
Customer support 15,36,000 

Cost allocation base 
(3) 

1,560 purchase orders 

3,150 del iveries 
8,640 hours 

15,36,000 items sold 

Cost driver rate 
(4) = 1(2) + (3)) 

~500 perpurchaseorder 
~ 400 per delivery 

°' 100 per stocking hour 
~ 1 pe r Item sold 

(ii) Statement of Operating income and Operating income as a percentage of revenues for each product line 

( h II d d I b d ) W en support costs are a ocate to pro uct ines using an activity- ase costing system 
Soft Fresh Packaged Total 

drinks ('i) Produce ('i) Food ('i) ('i) 
Revenues: (A) 39,67,500 1,05,03,000 60,49,500 2,05,20,000 

Cost & Goods sold 30,00,000 75,00,000 45,00,000 1,50,00,000 

Bottle re turn costs 60,000 0 0 60,000 
Ordering cost* (360:840:360) 1,80,000 4,20,000 

,~ 
1,80,000 7,80,000 

Delivery cost • (300:2190:660) 1,20,000 8,76,000 2,64,000 12,60,000 
Shelf stocking cost* (540:5400:2700) 54,000 5,40,000 2,70,000 8,64,000 

Customer Support cost* 1,26,000 11.04,000 3,06,000 15,36,000 
( 1, 26,000: 11,04 ,ooo: 3 ,06 ,ooo l 
Total cost: (B) 35,40,000 1,04,40,000 55,20,000 1,95,00,000 
Operating income C: {(A)- (B)} 4,27,500 63,000 5,29,500 10,20,000 

Opera ting income as a % of revenues 10.78% 0.60% 8.75% 4.97% 
• Refer to working note 3 

Question 16 

The profit margin of WAVE Hairclips Company were over 20% of sales producing BROWN and BLACK hairclips. 
During the last year, GREEN holrclips had been Introduced at 10% premium in selling price after the 
introduction of YELLOW hairclips earlier five years back at 10/3% premium. However, the manager of the 
company is disheartened with the sales figure for the current financial year as follows: 

Traditional Income Statement (in~) 

Brown Black Yellow Green Total 
Sales 1,50,00,000 1,20,00,000 27,90,000 3,30,000 3,01,20,000 
Material Costs so,00,000 40,00,000 9,36,000 1,10,000 1,00,46,000 
Direct Labour 20,00,000 16,00,000 3,60,000 40,000 40,00,000 
Overhead 60,00,000 48,00,000 10,80,000 1,20,000 1,20,00,000 
(3 times of direct labour) 
Total Operating Income 20,00,000 16,00,000 4,14,000 60,000 40,74,000 
Return on Sales (in%) 13.3% 13.3% 14.8% 18.2% 13.5% 

It is a known fact that customers are ready to pay premium amount for YELLOW and GREEN hairclips for 
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~ 
their attractiveness; and the percentage returns are also high on new products. 
At present, all of the Plant's indirect expenses are allocated to the products at 3 times of the direct labour 
expenses. However, the manager is interested in allocating indirect expenses on the basis of activity cost 
to reveal real earner. 
He provides support expenses category-wise as follows: 

Support Expenses ('<) 
Indirect labour 40,00,000 
Labour Incentives 32,00,000 
Computer Systoms 20,00,000 
Machinery depreciation 16,00,000 
Machine maintenance 8,00,000 
Enerev for machinery 4,00,000 
Total 1,20,00,000 

He provides following additional information for accomplishment of his interest: Incentives to be allocated 
@ 40% of labour expenses (both direct and Indirect). 
Indirect labours are involved mainly in three activities. About half of indirect labour is involved in handling 
production runs. Another 40% is required just for the physical changeover from one color hairclip to another 
because YELLOW hairclips require substantial labour for preparing the machine as compared to other colour 
hairclips. Remaining 10% of the time is spend for maintaining records of the products in four parts. 
Another amount spent on computer system of 'I: 20,00,000 is for maintenance of documents relating to 
production runs and record keeping of the four products. In aggregate, approx .. 80% of the amount expend 
is involved in the production run activity and approx .. 20% is used to keep records of the products in four 
parts. Other overhead expenses i.e. machinery depreciation, machine maintenance and energy for 
machinery are incurred to supply machine capacity to produce all the l,airclips (practical capability of 20,000 
hours). 
Activity Cost Drivers: 
Partleulars Brown Black Yellow Green Total 

Sales Volume (unitsl 1,00.000 80,000 18,000 2,000 2,00,000 
Selling Price('<) 150 150 155 165 
Matorial cost (0:) 50 50 52 55 
Machine hours per unit (Hrs) 0 .10 0.10 0.10 0.10 20,000 

Production runs 100 100 76 24 300 
Setup time per run (Hrs) 4 1 6 4 

You arc required to -
(i) CALCULATE operating income and operating income as per percentage of sales using activity-based 

costing system. 
(ii) STATE the reasons for different operating income under traditional income system and activity-based 

costing system. (RTP Nov'22} 

Answer 16 
(i) Calculation of operating income using Activity Based Costing Calculation of Cost -Driver rate 

Overhead cost Allocation Overhead cost Cost-driver level Cost driver rate 
Activity ('<) ('() ('<I 

Indirect labour 56,00,000 50% 28,00,000 300 9,333.33 
+ 40% for incentives Production runs 

40% 22,40,000 1052* 2,129.28 
Setup hou rs 

10% 5,60,000 4 Number of parts 1,40,000 

Computer Systems 20,00,000 80% 16,00,000 300 Production runs 5,333.33 

20% 4,00,000 4 Number of part s 1,00,000 
Machinery 100% 16,00,000 20,000 80 
depreciation 16,00,000 Machine hours 

Machine 8,00,000 100% 8,00,000 20,000 40 
Maintenance Machine hours 

Chapter 5 Activity Based Costing 

DS



Energy for 4,00,000 
Machinery 

* (100 X 4) + (100 X 1) + (76 X 6) + (24 X 4) 
= (400 + 100 + 456 + 96) 
= 1052 setup hours 

100% 4,00,000 20,000 20 
Machine hours 

Activity Based Costing 
Brown Black Red Green Total 

Quantity (units) 1,00,000 80,000 18,000 2,000 2,00,000 

(~) (~) (~' ,~1 ,~, 
Sales 1,50,00,000 1,20,00,000 27,90,000 3,30,000 3,01,20,000 
Less: Material Costs 50,00,000 40,00,000 9,36,000 1,10,000 1,00,46,000 

Less: Direct labour 20,00,000 16,00,000 3,60,000 40,000 40,00,000 

Less: 40% incentives on direct 8,00,000 6,40,000 1,44,000 16,000 16,00,000 
labour 

(A) 72,00,000 57,60,000 13,50,000 1,64,000 1,44, 74,000 
Overheads 
Ind Ire ct labour + incentives 
. 50% based 9,33,333 9,33,333 7,09,334 2,24,000 28,00,00( 
on Production runs (9,333.33 X 100) (9,333.33 X (9,333.33 X (9,333.33 X 

100) 76) 24) 

- 40% based On Setup hours 8,51, 711 2,12,928 9,70,951 2,04,410 22,40,000 
(2,129.28 X (2,129.28 X (2,129.28 X (2,129.28 X 

400) 100) 456) 96) 

- 10% based 1,40,000 1,40,000 1,40,000 1,40,000 5,60,000 
on number of parts (1,40,000 X 1) 

Computer Systems 

- 80% based on 5,33,333 5,33,333 4,05,334 1,28,000 16,00,00( 
Production runs (5,333.33 X (5,333.33 X (5,333.33 X (5,333.33 X 

100) 100) 76) 24) 

- 20% based 1,00,000 1,00,000 1,00,000 1,00,000 4,00,000 
on number of parts (1,00,000 X 1) 
Machinery depreciation 8,00,000 6,40,000 1,44,000 16,000 16,00,000 

(80 X 0.1 X (80x0.1x (80x0.1 X (80x0.1x 
1,00,000) 80,000) 18,000) 2,000) 

Machine Maintenance 4,00,000 3,20,000 72,000 8,000 8,00,000 
(40 X 0.1 X (40x0.lx (40 X 0.1 X (40x0.1x 
1,00,000) 80,000) 18,000) 2,000) 

Energy for Machinery 2,00,000 1,60,000 36,000 4,000 4,00,000 
(20x0.l x (20x0. l x (20x0.l x (20x0.lx 
1,00,000) 80,000) 18,000) 2,000) 

Total Overheads (B) 39,58,377 30,39,594 25,77,619 8,24,410 1,04,00,000 
Operating Income (A·B) 32,41,623 27,20,406 (12,27,619) (6,60,410) 40,74,000 
Return on Sales {%} 21.61 22.67 (44.00) (200.12) 13.53 
(ii) The difference in the operating income under the two systems is due to t he differences in t he 

overheads borne by each of t he products. The Act ivity Based Cost s appear to be more accurate. 

Question 17 

Bopanna Ltd. produces three products Zm, Rm and Pm using the same plant and resources. It has given 
the following information for the year ended on 31st March 2022: 

Zm Rm Pm 
Production Quantity (units) 6000 7200 9840 
Cost per unit: 
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Direct Material (0::) 450 420 880 
Direct Labour {O::) 80 150 200 

Budgeted direct labour rate was 0::40 per hour and the production overheads, shown in table below, were 
absorbed to products using direct labour hour rate. 
Company followed Absorption Costing Method. However, the company is now considering a dopting Activity 
B:ised Costing Method. 

Budgeted Cost Driver Remarks 
Overheads (":) 

Material 2,50,000 No. of orders No. of ordors was 30 units for each produ0t. 
Procurement 
Set-up 1,50,000 No, of production All tho threa products are produced In 

Runs production runs of 50 units. 
Quality Control 1,00,000 No. of Done for each production run. 

Inspections 
Maintenance 3,00,000 Maintenance Total maintenance hours were 10,000 and 

hours was allocated in t he ratio of 2:1:2 between 
X, Y & Z. 

Required: 

{i) CALCULATE the tot:al cost per unit of each product using the Absorption Costing Method. 

(ii) CALCULATE the total cost per unit of each product using the Activity Based Costing Method. 
{MTP 10 Marks Mar'23} {Same concept different figures PYP 10 Marks Jan'21} 

Answer 17 
(i) Traditional Absorption Costing 

Zm Rm Pm 
{a} Quantitv (units} 6,000 7,200 9,840 

(b) Direct labour per unit(":) 80 150 200 
(c) Direct labour hours (a x b)/0:: 40 12,000 27,000 49,200 

Overhead rate per direct labour hour = Budgeted overheads/ Budgeted labour hours 

= (": 2,50,000 + a: 1,50,000 + a: 1,00,000 + a: 3,00,000) / 88,200 hours 
= 0:: 8,00,000 / 88,200 hours 

= ": 9 per direct labour hour(approx.) 
Calculation of Cost per Unit 

Direct Costs: 

Direct M aterial 

Direct Labour {O::) 
Production Overhead: (0::) 

Total cost per unit (0::) 

Zm Rm 

450 420 

80 150 
18 33.75 

(80x 9/40) (l SOx 9/40) 
548 603.75 

(Ii) C:alculation of Cost-Driver level under Act ivity B:ased Costing 
Zm Rm Pm 

Quantity (units) 6,000 7,200 9,840 

No. of orders (to be rounded 200 240 328 
off for fraction) (6,000 / 30) (7,200 / 30) (9,840 / 30) 
No. of production runs 120 144 197 

(6,000 / SO) (7,200 / SO) (9,840 / 50) 
No. of Inspections 120 144 197 
(done for each producti on 
run) 

Maintenance hours 4,000 2,000 4,000 
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45 

(200x 9/40) 
1125 

Total 

-
768 

461 

461 
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Calculat ion of Cost -Driver rate 
Activity Budgeted Cost ('I:) Cost-driver level Cost Driver rate {'I:) 

(:i) (b) (c) = (;,) / (b) 
Material procurement 2,50,000 768 325.5 
Set-up 1,50,000 461 325.5 
Quality control 1,00,000 461 217.0 

Maintenance 3,00,000 10,000 30.0 

Calculation of total cost of products using Activity Based Costing 
Particulars Product 

Zm {'I:) Rm {'I:) Pm ('I:) 
Direct Material 450 420 880 
Direct Labour 80 150 200 
Prime Cost per unit (A) 530 570 1080 
Material procuremen t 10.85 10.85 10.85 

(325.Sx200/6000) (325.5x240/7200) (325.5x328/9840) 
Set-up 6.51 6.51 6.51 

(325.Sx120/6000) (3 25.Sx144/7200) ( 325.5x 196.8/9840) 
Quality control 4.34 4.34 4.34 

{217x120/ 6000) {217x144/7200) {217x196.8/9840) 

Maintenance 20.0 8 .3 12.2 
(4000x30/6000) (2000x30/7200) (4000x30/9840) 

Overhead Cost per unit (B) 41.7 30.0 33.9 
Total Cost per unit (A + B) 571.7 600.0 1113.9 

Question 18 

A Drug Store is presently selling three types of drugs namely 'Drug A', 'Drug B' and 'Drug C' . Due to some 
constraints, it has decided to go for only one product line of drugs. It has provided the following clata for 
year 2020-21 for each product line: 

Drugs Types 
A B C 

Revenues {In "!) 74,50,000 1,11,75,000 1,86,25,000 
Cost of goods sold {in "!) 41,44,500 68,16,750 1,20,63,750 
Number of purchase orders placed (in nos.) 560 810 630 

Number of deliveries received 950 1,000 850 
Hours of shelf-stocking time 900 1,250 2,350 
Units sold (in Nos.) 1,75,200 1,50,300 1,44,500 

Following ;idditional Information ls also provided: 
Activity Description of activity Total Cost Cost-allocation base 

('I:) 

Drug License fee Drug license feo 5,oo,ooo To be distributed In r:itio 2:3:5 
between A, B and C 

Ordering Placing of orders for 8,30,000 2,000 purchase orders 
purchases 

Delivery Physical delivery and receipt 18,20,000 2,800 deliveries 
of foods 

Shelf stocking Stocking of goods 32,40,000 4,500 hours of shelf- stocking t ime 
Customer Support Assistance provided to 28,20,000 4,70,000 units sold 

customers 
You are required to: 
(i) Calculate the operating income and operating income as a percentage{%) of revenue of each product 

Ii no If: 
(a) All the support costs {Other than cost of goods sold) are allocated in the ratio of cost of goods 
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sold. 
(b) All the support costs (Other than cost of goods sold) are allocated using activity-based costing 

system. 
(ii) Give your opinion about choosing the product line on the basis of operating income as a percentage 

(%) of revenue of each product line under both the situations as above. (PYP 10 Marks Dec'21} 

Answer 18 
(i) (a) Statement of Operating income and Operating income as a percentage of revenues for each 

product line 
(When support costs are allocated to product lines on the basis of cost of goods sold of each product) 

Orui: A('{) Drue B ('{) Drui: C (1') Total (1') 
Revenues: (A) 74,50,000 1,11,75,000 1,86,25,000 3,72,50,000 
Cost of Goods so ld (COGS): (B) 41,44,500 68, 16,750 1,20,63,750 2,30,25,000 
Support cost (40% of COGS): (C) 16,57,800 27,26, 700 48,25,500 92,10,000 
(Refe r wo rking notes) 
Total cost: (D) = {(B) + (C)} 58,02,300 95,43,450 1,68,89,250 3,22,35,000 
Operating income: E = {(A)-(D)} 16,47,700 16,31,550 17,35,750 50,15,000 
Operating income as a 22.12% 14.60% 9.32% 13.46% 
% of revenues: (E/A) x 100) 

Working notes: 
1. Total support cost: 

('{) 

Drug Licence Fee 5,00,000 
Ordering 8,30,000 
Delivery \\ ' 

18,20,000 
She lf stocking '\ I ,I 32,40,000 
Customer support \I ' ! 28,20,000 
Total support cost 92,10,000 

2 . Percentage of support cost to cost of goods sold (COGS): 
= Total support cost X 100 = Rs.92,10,000 X 100 = 40% 

Total cost of goods sold Rs.2.3 0,2 5,000 

3. Cost for each activity cost driver: 
Activity Total cost (1') Cost allocation base Cost driver rate 

(1) (2) (3) (4) = ((2) + (3)) 

Ordering 8,30,000 2,000 purchase orde rs I!; 415 per purchase order 
Delivery 18,20,000 2,800 deliveries " 650 per delivery 
Shelf-stocking 32,40,000 4,500 hours "720 per stocking hour 
Customer support 28,20,000 4, 70,000 units sold "6 per unit sold 

(b) Statement of Operatine income and Operating income as a percentaee of revenues for each 
product line 
(When support costs are allocated to product lines using an activity-based costing system) 

Drug A('{) Drug B ('{) Drug C ('<) Total ('<) 
Reven ues: (A) 74,50,000 1,11,75,000 1,86,25,000 3, 72,50,000 
Cost & Goods sold 41,44,500 68,16, 750 1,20,63,750 2,30,25,000 
Drug licence Fee 1,00,000 1,50,000 2,50,000 5,00,000 
Ordering cost* (560:810:630) 2,32,400 3,36,lSO 2,61,450 8,30,000 
Delivery cost* (950:1000:850) 6,17,500 6,50,000 5,52,500 18,20,000 

Shelf stocking cost• 6,48,000 9,00,000 16,92,000 32,40,000 
(900:1250:2350) 
Customer Support cost* 10,51,200 9,01,800 8,67,000 28,20,000 
(175200:150300:144500) 
Total cost: (B) 67,93,600 97,54,700 1,56,86,700 3,22,35,000 
Opera ting income C: {(A) - (B)} 6,56,400 14,20,300 29,38,300 50,15,000 
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Operating income as a% of 8.81% 12.71% 15.78% 13.46% 
revenues 

* Refer to working note 3 
(ii) Comparison on the basis of operating income as per the percentage(%) of revenue: 

(a) When support costs are allocated to product li nes on the basis of cost of goods sold of each product 
Drue A(" ) Drue B (" ) Drue C ("t) Total (0:) 

Operat ing income as a% of 22.12% 14.60% 9.32% 13.46% 
revenues 

On compari ng the operat ing income as a% of revenue of each product, Drug A is the most profitable 
product line, though its reve nue is least but \'lith highest units sold. 

(b) Wh II d d Ii I I b d en support costs are a ocate to pro uct nes usin11 an act v ty - ase cost ing system 
Drug A(") Drug B (") Drug C (" ) Total (" ) 

0 perat i ng income as a % of 8.81% 12.71% 15.78% 13.46% 
reven ues 

On comparing the operating income as a% of revenue of each product, Drug C is the most profitable 
product line, though its unit sold is least but with highest revenue. 

EXAM INSIGHTS: This Numerical Question tested the knowledge of examinees on the topic Activity 
Based Costing. The first part of the quest ion req uired apportionment of overheads cost on the basis of 
cost of goods sold ra tio and to calculate income as percentage of revenu e for three products. In the 
second part, allocation of overheads based on activity based cost drivers and to ca lcula te income as 
percentage of revenue for three products. Finally choose the best product in both methods on the basis 
of income as pe rcentage of revenue. Most of the students answered will in the second part of the 
quest ion. Performance of the examinees was good. 

Question 19 

Star Limited manufacture three products using the same production methods. A conventional product costing 
system is being usod currently. Dotails of the three products for a typical period are: 

Product labour Hrs. per Machine Hrs. per unit Materials per Volume in Units 
uni~ Unit ' 

AX 1.00 2.00 35 7,500 
BX 0 .90 1.50 25 12,500 
ex 1.50 2.50 45 25,000 

Direct labour costs a-: 20 per hour and production overheads are absorbed on a machine hour basis. The 
overhead absorption rate for the period is" 30 per machine hour. 
Management is considering using Activity Based Costing system to ascertain the cost of the products. Further 
analysis shows that the total production overheads can be divided as follows: 

Particulars % 
Cost relating to set-ups 40 
Cost relating to machinery 10 
Cost relating to material handling 30 
Costs relating to inspection 20 
Total production overhead 100 

The following activity volumes are associated with the product line for the period as a whole. Total 
activities for the period: 

Product No. of set-ups No. of movements of Materials No. of inspections 
AX 350 200 200 
BX 450 280 400 
ex 740 675 900 
Total 1,540 1,155 1,500 

Required: 
(i) C:ileul:ite the cost per unit for each product uslne the conventional method. 
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~ 
Iii} Calculate the cost per unit for each product using activity based costing method. 

{PYP 10 Marks May'22) 

Answer 19 

i. Statement showing "Cost per unit" using "conventional method" 

Particulars of Costs AX BX ex 
(~) (~) (~) 

Direct Materials 35 25 45 
Direct Labour 20 18 30 
Prod uct ion Overheads 60 45 75 
Cost per unit 115 88 150 

II. St:,tcmcnt Showine "Cost per unit using "Activity B:,scd Costine'' 

Products AX 

Product ion (units} 7,500 
(~) 

Direct Ma terials 2,62,500 
Direct Labour 1,50,000 
Machine Related Costs 45,000 

Products AX 

Setue Costs 2,62,500 -Material handling Cost 1,50,000 
Inspection Costs 77,000 
Total Costs 9,47,000 
Cost per unit (Total Cost + Units) -. - 126.267 

. . • • J r I Working Notes . 
Calculation of Total Machine hours 

Particulars AX 

(A) Machine hours per unit 2 
(B} Product ion (units} 7,500 
(C} Total Machine hours (Ax B) 15,000 

Total Machine hou rs = 96,250 
Total Production ove rheads = 96,250 x 30 = ii; 28,87,500 
Calculat ion of Cost Driver Rate 

Cost Pool % Overheads (~) Cost Driver (Basis) 

Set up 40 11,55,000 No of set ups 

Machine 10 2,88, 750 Machine hours 
Ope ration 
Material 30 8,66,250 No of materia l 
Handling move me nt 
Inspection 20 5,77,500 No of inspect ion 

' M:,tcri:,I cost per unit 

BX ex 
12,500 25,000 

( 11;) (~_ 
3,12,500 11,25,000 
2,25,000 7,50,000 

56,250 1,87,500 

BX ex 
3,37,500 5,55,000 
2,10,000 5,06,250 
1,54,000 3,46,500 

12,95,250 34,70,250 
103.62 138.81 

BX ex 
1.5 2.5 

12,500 25,000 
18,750 62,500 

Cost Driver Cost Driver Rate (i!;) 
(Units) 

1,540 750 per set up 
96,250 3 per machine hour 

1,155 750 per materia l 
movement 

1,500 385 pe r Inspect ion 

EXAM INSIGHTS: This numerica l quest ion tested the knowledge of examinees on the topic Activity Based 
Costing. The first part of the quest ion required apportionment of overheads cost on the basis of machi ne 
hours and to ca lculate cost per unit for the products by using conve ntional method. In the second part, 
examinees were required to a llocate overheads based on activity-based cost drivers and to calculate 
income/ cost per un it for the products. Most of t he examinees answered well. Performance of the 
examinees was good. 
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l•i'#iiM,EJ•• . 
XYZ ltd. is engai:ed in manufacturing two products• Express Coffee and Instant Coffee. It furnishes the 
followini: data for a year: 

Product Actual Output Total Machine Total Number of Total Number 
(units) hours Purchase orders of set ups 

Express Coffee 5 ,000 20,000 160 20 
Instant Coffee 60,000 1,20,000 384 44 

The annual overheads are as under: 
Particulars 0: 

Machine Processinf? costs Set up 7,00,000 
related costs 7,68,000 
Purchase related costs 6,80,000 

You are required to: 

(I) Compute the costs allocated to each product - Express Coffee and Instant Coffee from each activity 
on the basis of Activity- Based Costing (ABC) method. 

(ii) Find out the overhead cost per unit of each product - Express coffee and Instant coffee based on (i) 
above. (PYP 4 Marks Nov'22} 

Answer 20 
(i) Estimation of Cost-Driver rate 

Activity Overhead cost Cost-driver level Cost driver rate 

(0:) (O:) 
Machine processing 1 ,00,000 1,40,000 5 

Machine hours 
Set up Costs 7,68,000 64 r 

12,000 
Number of set up 

Purchase related Costs 6,80,000 544 ~. I 1250 
Number of 

purchase order 
Cost Allocation under Activity based Costing 

Express Coffee Instant Coffee 

(0:) (0:) 
Overhead Cost 
Machine processing 5 X 20,000 = 1,00,000 5 X 1,20,000 = 6,00,000 
(Cost Drive r rate - 0: 5) 
(or 20,000:1,20,000) 
Set up Costs (Cost Driver rate - "( 12,000 X 20 = 2,40,000 12,000 X 44 = 5,28,000 
12,000)) (o r 20:44) 
Purchase re lated Costs {Cost 1,250 X 160 : 2,00,000 1,250 X 384 : 4,80,000 
Driver rate - "( 1250) (or 160:384) 
Total overhead cost 5,40,000 16,08,000 

t ii l Overhead Cost per unit 

Per unit Overhead cost ("CJ (0:) 
5,40,000 / 5,000 108 
16,08,000/60,000 26.80 

EXAM INSIGHTS: This Practical problem to test the knowledge of examinees on the topic Activity s·ased 
Costing. First part required computation of costs a llocated to each product bas ed on activity • based costing 
method while second part required computation of overhead cost per unit of each product. Examinees 
solved this problem meticu lously and secured good marks. 
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Question 21 

JH Plastics Limited m3nuf:u:tures three products S, M 3nd L. To date, simple traditional absorption costing 
system has been used to allocate overheads to products . Total production overheads are allocated on the 
basis of machine, hours. The machine hour rate for 3llocating production overheads is 'I: 240 per machine 
hour under the traditional absorption costing system. Selling prices ar·e calculated by adding mark up of 40% 

of the product cost. Information related to products for the most recent year is as under: 
Products 

s M L 
Units produced and sold 7,500 12,500 9,000 
Direct material cost per unit (0::) lSS 179 250 
Dlrc,ct labour cost per unit(~) 40 45 60 
Machine hours per unit 0.30 0 .45 0 .50 

Numbc,r of Machine setups 120 120 160 
Number of purchase orders 90 135 125 
Number of inspections 100 160 140 

The management wishes to introduce activity-based method (ABC) system of attributing production 
overheads to products and has identified major cost pools for production overheads and their associated 
cost drivers as follows: 

Cost pool Amount Cost driver 
Purchasing Department Cost ~ 7,00,000 Number of Purchase orders 
Machine setup Cost 'I: 9,00,000 Number of Machine setups 
Quality Control Cost 'I: 6,56,000 Number of inspections 
Machining Cost 'I: 5,64,000 Machine hours I I 

Required: 
(i) Calculate the total cost per unit and selling price per unit for each of the three products using: 

(a) The traditional costing :,pp roach currently used by JH Plastics Limited; 
(b) Activity based costing (ABC) approach. 

(11) Calculate the difference In selling price per unit as per (a) and (b) above, and show which product Is 
underpriced or over-priced. (PYP 10 Marks Nov'23} 

Answer 21 

i. Statement showing 'Cost per unit & Selling price per unit -Traditional Method'. 
Particular Products 

s ('I:) M ('I:) L ('I:) 
Direct mater ial cost per unit 158 179 250 

Direct labour cost per unit 40 45 60 
Production overhead @ >: 240 per 72 96 120 
machine hour ("; 240 X 0,3) ("; 240 X 0,4) (0: 240 X 0.5) 

Cost per unit 270 320 430 

Add: Profit @ 40% 108 128 172 

Selling price per unit 378 448 602 

(b) Statement showing 'Cost per unit & Selling price per unit - Activity Based Costing'. 
Particular Activity Drivers Total Products 

Amount s M L 
(0::) 

Production ( units) . . 7500 12500 9000 

Machine hours . . 2250 5000 4500 
(7500 X 0,3) (12500 X 0,4) (9000 X 0.5) 

(>:) (>:) (0::) 
Direct material cost per unit 158 179 250 
(i) 

Direct labour cost per unit (ii\ 40 45 60 
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Overheads 
Purchasing department cost Number of 7,00,000 1,80,000 2,70,000 2,50,000 
(90:135:125) purchase 

o rders 
Machine setup cost Number of 9,00,000 2,70,000 2,70,000 3,60,000 
{120:120:160) machine 

setups 
Qual ity control cost Number of 6,56,000 1,64,000 2,62,400 2,29,600 
(100:160:140) Inspect ions 
Machining cost (225:500:450) Machine hours 5,64,000 1,08,000 2,40,000 2,16,000 
Tota l Overhead 7,22,000 10,42,400 10,55,600 
Overhead Cost per unit {Iii) 96.27 83.39 117.29 
Total Cost per unit (i+ii+iii) 294.27 307.39 427.29 
Add: Profit @ 40% 117.71 122.96 170.92 
Selling price per unit 411.98 430.35 598.21 

Note: The question may also be solved by calculating cost driver rate & allocating various cost based on 
cost driver rate . However, there wil l be no change in any of the answer. 

i i. 

Particular Products 
s (0:) M (0:) L (0:) 

Selling price per unit as per Traditional Costi ng 378 448 602 
Selling price per unit as per Activity Based Costing 411.98 430.35 598.21 
Difference (33.98) 17.65 3.79 

Product Sis underpriced while product Mand Lis overpriced using Traditional costing approach. 

EXAM INSIGHTS: Quest ion on Activity Based costing which required calculation of cost per unit and 
selling price per unit for each of the three products using Absorption costing approach and Activity based co.sting 
approach. The question also required calculation of difference in selling price under both approaches and show 
which product Is under-priced or over-priced. Overall performance of the examinees was above average. 

Question 22 f,l LOR 

Alpha Limited has decided to analyse the profitability of its five new customers. It buys bottled water at 'I: 
90 per case and sells to retail customers at a list price of 0: 108 per case . The data pertaining to five customers 
are: 

Customers 
A B C D E 

Cases sold 4,680 19,688 1,36,800 71,550 8,775 
Listed Selling Price "108 " 108 " 108 II: 108 II: 108 
Actual Selling Price 0: 108 0: 106.20 0: 99 0: 104.40 0: 97 .20 
Number of Purchaseorders 15 25 30 25 30 
Number of Customervisits 2 3 6 2 3 
Number of deliveries 10 30 60 40 20 
Kilometers travelledper delivery 20 6 5 10 30 

Number of expedited deliveries 0 0 0 0 1 
Its five activities and their cost drivers are : 
Activity Cost Driver Rate 
Order taking " 750 per purchase order 
Customer visits 0: 600 per customer visit 
Deliveries "( 5.75 per delivery Km t ravelled 
Product handling 'I: 3. 75 per case sold 
Expedited de liveries " 2,250 pe r expedited delivery 
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Required: 
(i) COMPUTE the customer-level operating income of each of five retailcustomers now being examined 

(A, B, C, D and E). Comment on the results. 
(ii) STATE what insights are gained by reporting both the list selling priceand the actual selling price 

for each customer? {SM){Same concept different figures MTP lO Marks, Oct'2J., PYP Nov'J.91 lO Marks, 
MTP lO Marks Oct'22, RTP May '24} 

Answer 22 

Working note: 
Computation of revenues (.it listed price), discount, cost of goods sold.ind customer level 

operating activities costs: 

Customers 

A B C D E 

Cases sold: (a) 4,680 19,688 1,36,800 71,550 8,775 
Revenues (at listed 5,05,440 21,26,304 1,47, 74,400 77,27,400 9,47,700 
prlce)( O:): (b) 
{(a) X 'I; 108)} 
Discount('!;): (c) {(a) x - 35,438 12,31,200 2,57,580 94,770 
Discount percase} (19,688 cases x (1,36,800 cases x (71,550 cases x (8,775 cases x 

'I; 1.80) 0: 9) 'I; 3.60} 'I; 10.80) 
Cost of goodssold (0:) : 4,21,200 17,71,920 1,23, 12,000 64,39,500 7,89,750 
(d) 
{(a ) X 0: 90) 
Customer level operating activities costs n1 r 
Order ta ki ngcosts ('!;): 11,250 ' 18,750 ~I 22,500 18,750 22,500 
(No. of 
Purchase x '1;750) .. J ... 
Customer visits costs('!;) 1,200 1,800 3,600 1,200 1,800 
(No. of 
customer 
visits x 0: 600) 
Delivery vehicles t ravel 1,150 1,035 1,725 2,300 3,450 
costs ('!;) (5. 75 X (5.75 X 30 (5.75 X 60x 5) (5.75 X 40 X (5.75 X 20 
('1; 5.75 per km) lOx 20) X 6) 10) X 30) 
(Kms travelled by 
delivery veh icles x 

'I; 5.75 per km.) 
Product handl ingcosts 17,550 73,830 5,13,000 2,68,313 32,906 
('!;) {(a} x ii; 3.75) 

Cost of - - - - 2,250 
expediting delive rie s ('!;) 
{No. of expedited 
de liveries x '1; 2,250) 

Total cost ofcustomer 31,150 95,415 5,40,825 2,90,563 62,906 
level operating 
activities ('!;) 

(i} Computation of Customer level operating income 

Customers 
A ('!;) B ('1;) C ('1;) D ('1;) E ('1;) 

Revenues (At list 5,05,440 21,26,304 1,47,74,400 77,27,400 9,47,700 
price) 
(Refer to 
working note) 
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Less: Discount (Refer . 35,438 12,31,200 2,57,580 94,770 
to 

working note) 

Revenue S,05,440 20,90,866 1,35,43,200 74,69,820 8,52,930 
(At actual price) 

Less: Cost of 4,21,200 17,71,920 1,23,12,000 64,39,500 7,89,750 
goods sold (Refer 

to 

working note) 

Gross margin 84,240 3,18,946 12,31,200 10,30,320 63,180 
Less: Customer level 31,150 95,415 S,40,825 2,90,563 62,906 
operating activities 

costs (Refer to 

working note) 
Customer level 53,090 2,23,531 6,90,375 7,39,757 274 
operating income 

Comment on the results: 

Customer D is the most profitable customer. D's profits are even higher than C (whose revenue is the highest) 
despite having on ly 52.30% ofthe unit volume of customer C. The main reason is that C receives a discount of 

ii: 9 per case whi le customer D receives only a ii: 3.60 discount per case. 

Customer E is the least profitable. The profits of E is even less than A (whose revenue is least) Customer E 
received a discount of 1' 10.80 per case, makes more frequ ent orders, requires more customer visits and requires 
more delivery kms. in compar ison with customer A. 

(ii) lnsieht gained by reporting both the list selline price and the actual selline price for each customer: 
Separate reporti ng of both-the listed and actual selling prices enables Alpha Ltd. to examine which customer has 

received what discount per case, whether the discount received has any relationship w ith the sales volume. The 
data given below provides us with the fol lowing information; 

Sales volume Discount per case (~) I 

C (1,36,800 cases) 
- -

9.00 
D (71,550 cases) - 3.60 
B (19,688 cases) 1.80 
E (8,775 cases) 10.80 
A (4,680 cases) 0 

The above data clearly shows that the discount given to customers per case has a direct relationship with sales 
volume, except in the case of customer E. The reasons for~ 10.80 discount per case for customer E should be 

explored. 

EXAM INSIGHTS: This was a numerical problem from the topic 'Concepts of Activity Based Costing (ABC)' 
which required preparing customer level operating income using cost driver rates and examining the result 

and commenting on the customer by comparison of ~esult/ other parameters. Performance of the 

examinees was above average. 

Question 23 r, LDR 

RST Limited specializes in the distribution of pharmaceutical products. It buys from the pharmaceutical 
companies "nd resells to ""ch of the three different markets. 
(i) General Supermarket Chains 

(ii) Drugstore Chains 

(iii) Chemist Shops 
The following data for the month of April in respect of RST Limited has beenreport.,d: 

General Drugstore Chemist 
Supermarket Chains Chains Shops 
(~) (~) (~) 

Average revenue per delivery 84,975 28,875 5,445 
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Average cost of goods sold perdelivery 82,500 27,500 4,950 
Number of deliveries 330 825 2,750 

In the past, RST limited has used gross margin percentage to evaluate therelative profttability of its 
distribution channels. Tho company plans to use activity -based costing for analysing theprofit:,blllty of 
its distribution channels. 
Tho Activity analysis of RST Limited is as under: 

Activity Area Cost Driver 
Customer purchase order processing Purchase orders by customers 
Line-item ordering line-Items per purchase order 
Store delivery Store deliveries 
Cartons dispatched to stores Cartons dispatched to a store pordcllvory 
Shelf-stocking at customer store Hours of shelf-stocking 

The April month's operating costs (other than cost of goods sold) of RST Limited are '{ 8,27,970. These 
operating costs arc assiz:ned to five activity areas. The cost In each area and tho quantity of tho cost 
allocation basis usedin that area for the month of April are as follows: 

Activity Area Total costs {O:) Total Units of CostAllocation Base 
Customer purchase orderprocessing 2,20,000 5,500 orders 
Line-item ordering 1,75,560 58,520 line items 
Store delivery 1,95,250 3,905 store deliveries 
Cartons dispatched tostore 2,09,000 2,09,000 cartons 
Shelf-stocking atcustomer store 28,160 1,760 hours 
Other data for the month of April include the following: 

General Supermarket Drugstore Chemist 
Chains Chains Shops 

Total number of orders ,, 385 990 4,125 
Average number of line itemsper order I I I \' 14 12 10 
Total number of store deliveries u ' 330 

..._ 
825 2,750 

Average number of eartonsshipped 300 80 16 
per store delivery 
Average number of hours of shelf-stocking 3 0.6 0.1 
per storedellvery 

Required: 
(i) COMPUTE gross-margin percentage for each of its three distributionchannels and compute RST Limited's 

operating income. 
(ii) COMPUTE the rate per unit of the cost-allocation base for each of thefive activity areas. 
(iii) COMPUTE the operating income of each distribution channel using the activity-based costing 

information. Comment on tho results. What new insights arc available with tho activity-based cost 
Information? 

(iv) DESCRIBE four challenges one would face in assigning the total operating costs of 't 8,27,970 to five 
activity areas. (SM) (Same concept different figures RTP May'22) (MTP 10 Marks Sep'23) 

Answer 23 
(i) RST Limited's 

Statement of operating income and gross margin percentagefor each of its three distribution channel 
Particulars General Super Drugstore Chains Chemist Shops Total 

Market Chains 
Revenues: (0:) 2,80,41, 750 2,38,21,875 1,49,73,750 6,68,37,375 

(330 X "! 84,975) (825 X "! 28,875) (2,750 X "! 5,445) 
l ess: Cost of 2, 72,25,000 2,26,87,500 1,36,12,500 635,25,000 
goods sold: (~) (330 X ~ 82,500) (825 X ~ 27,500) (2,750 X "( 4,950) 
Gross Ma rgin:(1':) 8,16, 750 11,34,375 13,61,250 33,12,375 
l ess: Otheroperating 
costs: (~) 8,27,970 
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Operat ing income:('i:) 24,84,405 
Gross Margin 2.91% 4.76 % 9.09% 4.96% 

Operat ingincome % 3.72 

(ii) Computation of rate per unit of the cost allocation base foreach of the five activity areas for the 

month of April 

l"I 
Customer purchase order processing('( 2,20,000/ 5,500 orders) 40 per order 

Line item order ing ('i: 1, 75,560/ 58,520 line it ems) 3 per line it em order 

Store delivery ( 'i: 1,95,250/ 3,905 store deliver ies) 50 per delivery 

Car tons dispa tched ('( 2,09,000/ 2,09,000 dispat ches) 1 per dispatch 

Shelf-stocking at customer store ('i:)('i: 28,160/ 1,760 hours) 16 Per hour 

(ii i) Operating Income Statement of each distribution channel in April (Using the Activity based Costing 
information) 

General Super Market Drugstore :hemist Shops 

Chains Chains 

Gross margin ('i:) : (A) (Refer to {i) part of the 8,16, 750 11,34,375 13,61,250 
answ er) 

Operating cost {"I:): (B) (Refer to 1,62,910 1,90,410 4,74,650 
working not e) 

Operating income ('I:) : (A-B) 6,53,840 9,43,965 8,86,600 

Operat ing income (in %) (Operat ing 2.33 3.96 5.92 
income/Revenue) xlOO 

Comments and new insights: The activity-based cost informat ion highligh ts, how the 'Chemist Shops' uses a 
larger amount of RST Ltd.'s resources per revenue than do t he other two distr ibution channels. Rat io of 

operat ing cost s t o revenues, across these markets is: 
General supermarket chains {'I: 1,62,910/ 'I: 2,80,41,750) x 100 0.58% -..., 
Drug store chains ('t 1,90,410/ 'I: 2,38,21,875) x 100 0.80% 
Chemist shops ('I: 4,74,650/ '( 1,49,73,750) xlOO 3.17% 

Working note: 
Computation of operating cost of each distribution channel: 

GeneralSuper Drugstore Chemist Shops ('I:) 
MarketChains (0::) Chains(~ ) 

Customer purchase order 15,400 39,600 1,65,000 
processing ('( 40 x 385 orders) {'I: 40 x 990 orders) ('( 40 ><4125 orders) 

Line itemordering 16,170 35,640 1,23,750 
{'f: 3 X 14 X 385) ('f: 3 X 1 2 X 990} ('f: 3 X 10 X 4125) 

Store delivery 16,500 41,250 1,37,500 
('i: 50 x 330 deliver ies) ('I: 50 x 825 deliver ies) ('I: 50 x 2750 deliver ies) 

Cart ons dispatched 99,000 66,000 44,000 
('1:lx 300 cartons x 300 {l!cl x 80 cartons x 825 {'1:1 x 16 cartons x 2,750 

deliveries) deliver ies) deliveries) 

Shelf stocking 15,840 7,920 4,400 
('i: 16 x 330 deliveries x ('i: 16 x 825 deliveries ('i: 1 6 x 2,750 deliveries 

3 Av. hrs.) x 0.6 Av. hrs) x 0.1 Av. hrs) 

Operating cost 1,62,910 1,90,410 4, 74,650 

(iv) Challenges f:iced in assigning total oper:iting cost of I!; 8,27,970: 

• Choosing an appropriate cost dr iver for activity area. 

• Developing a reliable data base for the chosen cost drive r. 

• Deciding, how to handle costs that may be common across several act ivities. 

• Choice of the t ime per iod to compute cost rat es per cost dr iver. 

• Behaviora l factors. 
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Question 24 

Wool mark ltd. manufactures three types of products namely P, Q and R. The data relating to a period are 
as under: 

Particulars p Q R 
Machine hours per unit 10 18 14 
Direct labour hours per unit @ Rs. 20 4 12 8 
Direct Material per unit (Rs.) 90 80 120 
Production (units) 3,000 5,000 20,000 

Currently the company uses traditional costine method and absorbs all production overheads on the basis 
of machine hours. The machine hour rate of overheads is Rs . 6 per hour. The company proposes to use 
activity based costing system and the activity analysis is as under: 

Particulars p Q R 
Batch size (units) 150 500 1,000 
Number of purchase orders per batch 3 10 8 
Number of Inspections per batch s 4 3 

The total production overheads are analyzed as under: 
Machine set up costs 20% 
Machine operation costs 30% 
Inspection costs 40% 
Material procurement related costs 10% 

Required: 
(i) Calculate the cost per unit of each product using traditional method of absorbing all production 

overheads on the basis of machine hours. 
(ii) Calculate the cost per unit of each product using activity based costlnc prlnciplc,s. 
(MTP Oct'18, 10 Marks, SM} (Same concept different figures MTP 10 Marks Mar'22} 

Answer 24 
(i) Statement Showing "Cost per unit - Traditional M ethod" 

Particulars of Costs p Q 
(Rs.) (Rs.) 

Direct Materials 90 80 
Direct Labour 1(4, 12, 8 hours) X Rs.20] 80 240 
Production Overheads 1(10, 18, 14 hours) X Rs.6] 60 108 
Cost per un it 230 428 

(ii) Statement Showing "Cost per unit - Activity Based Costing" 

Products p Q 
Production (units) 3,000 5,000 

(Rs. ) (Rs.) 
Direct Materials (90, 80, 120) 2,70,000 4,00,000 
Direct Labour (80, 240, 160) 2,40,000 12,00,000 
Mach ine Related Costs@ Rs.1.80 per hour 
(30,000, 90,000, 2,80,000) 

- ·~ - -- ~ 
54,000 1,62,000 . 

Setup Costs@ Rs.9,600 pe r se tup (20, 10, 20) 1,92,000 96,000 
Inspection Costs@ Rs.4,800 pe r inspection (100, 40, 60) 4,80,000 1,92,000 
Purchase Related Costs@ Rs. 750 per purchase 
(60, 100, 160) 45,000 75,000 
Total Costs 12,81,000 21,2S,000 
Cost per unit (Tota l Cost + Units) 4 27.00 425.00 
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(Rs.) 

120 
160 

84 
364 

R 

20,000 
(Rs.) - ·-

24,00,000 
32,00,000 

5,04,000 ... -
1,92,000 
2,88,000 

1,20,000 
67,04,000 

335.20 
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Workings 

Number of Batches, Purchase Orders, and Inspections-

Particulars p Q R Total 

A. Production (units) 3,000 5,000 20,000 
B. ~ tch Size (units) 150 500 1,000 -
C. Number of Batches [A +B] 20 10 20 50 
D. Number of Purchase Order per batch 3 10 8 
E. Total Purchase Orders [C + D] 60 100 160 320 
F. Number of Inspections per batch 5 4 3 
G. Total Inspections [C + F] 100 40 60 200 

Total Machine Hours-

Particulars p Q R 

A. M achine Hours eer unit 10 18 14 

B. Production (units) 3,000 5,000 20,000 
c. Total Machine Hours [A x 6] 30,000 90,000 2,80,000 

Total M ach ine Hours= 4,00,000 
Tot:,I Production Overhe:,ds-

= 4,00,000 hrs. X Rs. 6 = Rs. 24,00,000 
Cost Driver R:,tes• 

Cost Pool % Overheads Cost Driver 

(Rs.) {Units) 

Setup 20% 4,80,000 50 
Inspection 40% 9,60,000 200 
Purchases 10% 2,40,000 320 
M achine Hours 30% 7,20,000 4,00,000 

Question 25 

The following budgeted information relates to Su Ltd. for the year 2021: 

Products 

X y 

Production and Sales (units) 1,00,000 80,000 
(0:) ('I:) 

Selling price per unit 45 90 
Direct cost per unit 25 45 

Hours Hours 
Machine department (machine hours per unit) 3 4 
Assembly department G 4 
(direct labour hours per unit) 

The estimated overhead expenses for the year 2021 will be as below: 
Machine Department ii; 36,80,000 
Assembly Department 'I: 27,50,000 

Overhead expenses are apportioned to the products on the following basis: 
Machine Department On the basis of machine hours 
Assembly Department On the b:,sis of labour hours 

Cost Driver Rate 

{Rs.) 

9,600 per Setup 
4,800 per Inspection 
750 per Purchase 
1.80 per Machine Hour 

2 
60,000 

('ti 
70 
50 

Hours 
5 
3 

After :i det:,iled study of the activities the following cost pools :ind their respective cost drivers are found : 
Cost Pool Amount (0:) Cost Driver Quantity 
Machining services 32,20,000 Machine hours 9,20,000 hours 
Assembly services 22,00,000 Direct labour hours 11,00,000 hours 
Set-up costs 4,50,000 Machine set•ups 9,000 set-ups 
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Order pro0essing 3,60,000 Customer orders 7,200 orders 

Purchasing 2,00,000 Purchase orders 

As per :in estimate the activities will be used by the three produ0ts: 

Products 

X y 

Machine set-ups 4,500 3,000 

Customer orders 2,200 2,400 

Purchase orders 300 350 

You are required to PREPARE a product-wise profit statement using: 
(I) Absorption costing method; 

z 
1,500 

2,600 

150 

(ii) Activity-based method. {MTP 10 Marks Nov'21, RTP May'21, MTP 8 Marks Mar'24} 
Answer 25 
(i) Profit Statement using Absorption costing method: 

Particulars Product 
X y 

A. Sales Quantity 1,00,000 80,000 

B. Se lli ng price per unit (ii;) 45 90 
C. Sales Value (ii;) [AxB] 45,00,000 72,00,000 
D. Direct cost per unit (ii;) 2S 45 
E. Direct Cost (ii;) (AxD) 25,00,000 36,00,000 
F. Overheads : 

(i) Machine department (ii;) (Working 12,00,000 12,80,000 
note-1) 

(ii) Assembly departme nt (ii;) 15,00,000 8,00,000 
(Working note-1) 

G. Total Cost ('I:) [E+F) 52,00,000 56,80,000 
H. Profit (C·G) (7,00,000) 15,20,000 

(ii) Profit Statement using Activity based cost ing (ABC) method: 
Particulars 

A. Sales Quant ity 

B. Sell ing price per unit (ii;) 

C. Sales Value (ii;) [AxB] 
D. Direct cost per unit (ii;) 

E. Direct Cost (1':} [ Ax D) 

F. Overheads: 
(Refer working note • 3) 

(i} Mach ining services (ii;) 
(ii) Assembly services (1':) 
(iii) Set-up cost s (1':} 
(iv) Order processing ('I:) 
(v) Pu rchasing ('I:) 

G. Total Cost (1':) (E+F] 
H. Profit (1':) (C·G) 

Working Notes: 
1. 

A. Production (units} 

B. Machine hours per unit 
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Product 
X y 

1,00,000 80,000 

45 90 
45,00,000 72,00,000 

25 45 
25,00,000 36,00,000 

10,50,000 11,20,000 
12,00,000 6,40,000 
2,25,000 1,50,000 

1,10,000 1,20,000 
75,000 87,500 

51,60,000 57,17,500 
(6,60,000) 14,82,500 

Products 
X y 

1,00,000 80,000 

3 4 

z 
60,000 

70 
42,00,000 

so 
30,00,000 

12,00,000 

4,50,000 

46,50,000 
(4,50,000) 

z 
60,000 

70 
42,00,000 

so 
30,00,000 

10,50,000 
3,60,000 

75,000 

1,30,000 
37,500 

46,52,500 
(4,52,500) 

z 
60,000 

5 

800 orders 

Total 

2,40,000 

1,59,00,000 

91,00,000 

36,80,000 

27,50,000 

1,55,30,000 
3,70,000 

Total 

1,59,00,000 

91,00,000 

32,20,000 
22,00,000 

4,50,000 

3,60,000 
2,00,000 

1,55,30,000 
3,70,000 

Tota l 
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C. Total Machine hou rs 1Ax8] 3,00,000 3,20,000 3,00,000 9,20,000 
D. Rate per hour (~) 4 4 4 
E. Machine Dept. cost [CxD] 12,00,000 12,80,000 12,00,000 36,80,000 
F. Labour hours per unit 6 4 3 
G. Total labour hours IAxF] 6,00,000 3,20,000 1,80,000 11,00,000 
H. Rate per hour (~) 2.5 2.5 2.5 
I Assembly Dept. cost (GxH] 15,00,000 8,00,000 4,50,000 27,50,000 

h. h Rs.36,Bo,ooo • 
Mac ine our rate = 9_2o,ooo houl's = , 4 

b h 
Rs.27,50,000 

La our our rate= u ,oo,ooo hours = '{ 2.5 

2. Calculation of cost driver rate 

Cost Pool Amount(~) Cost Driver Quantity Driver rate (~) 

Machining services 32,20,000 Machine hours 9,20,000 hours 3.50 
Assembly services 22,00,000 Direct labour hours 11,00,000 hours 2.00 
Set-up costs 4,50,000 Machine set-ups 9,000 set-ups 50.00 
Order process Ing 3,60,000 Custome r orders 7,200 orders 50.00 
Purchasing 2,00,000 Purchase orders 800 orders 250.00 

3. Calculation of activity-wise cost 

Products 

X y z Total 

A. Machining hours (Refer Working note-1) 3,00,000 3,20,000 3,00,000 9,20,000 

B. Machine hour rate (~) (Refer Working note2) 3.5 3.5 3.5 
C. Machinini: services cost(~) [Ax BJ 10,50,000 11,20,000 10,50,000 32,20,000 
D. Labour hours (Refer Working note-1) 6,00,000 3,20,000 1,80,000 11,00,000 
E. Labour hour rate (~) (Refer Working note-2) 2 2 2 
F. Assembly services cost(~) (DxE) 12,00,000 6,40,000 3,60,000 22,00,000 
G. Machine set-ups 4,500 3,000 1,500 9,000 

H. Rate per set-up (0:) (Refer Working note-2) 50 so 50 

I. Set-up cost(~) (GxH) 2,25,000 1,50,000 75,000 4,50,000 

J, Customer orders 2,200 2,400 2,600 7,200 
K. Rate per order(~) (Refer Working note -2) so 50 50 
L. Order processini: cost ("t) (JxK) 1,10,000 1,20,000 1,30,000 3,60,000 
M . Purchase orders 300 350 150 800 
N. Rate per order (~) (Refer Working note-2) 250 250 250 
0. Purchasing cost(~) (MxN) 75,000 87,500 37,500 2,00,000 

Question 26 1"; LDR 

SOFTHUG is a global brand created by Green-lush Ltd. The company manufactures three range of beauty 
soaps I.e. SOFTHUG• Gold, SOFTHUG• Pearl, and SOFTHUG- Diamond. The budgeted costs and production 
for the month of May, 2024 are as follows: 

SOFTHUG• Gold SOFTHUG• Pearl SOFTHUG-
Diamond 

Production of soaps 4,000 3,000 2,000 
{Units) 
Resources per Unit: Qty Rate Qty Rate Qty Rate 
. Essential Oils 60 ml ~ 200/100 55 ml ~ 300/100 65 ml ~ 300/100 

ml ml ml 
• Cocoa Butter 20g ~ 200/100 g 20g ~ 200/100 g 20g ~ 200/100 g 
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. Filtered Water 30 ml 'I! 15/100 ml 30 ml 'I! 15/100 ml 30 ml 'I! 15/100 ml 
• Chemicals 10g 0: 30/100 g 12 g 0: 50/100 g 15 g 0: 60/100 g 
· Direct Labour 30 'I; 10/hour 40 0: 10/hour 60 'I! 10 / hour 

minutes minutc:?s mlnutas 
Green-lush Ltd. followed an Absorption Costing System and absorbed Its production overheads, to its 
products usine direct labour hour rate, which were budeeted at 't l ,98,000. 
Now, Green-lush Ltd. is considering adopting an Activity Based Costing system. For this, additional 
information reeardlne budected overheads and their cost drivers is provided below: 
Particulars (0:) Cost drivers 
Forklifting cost 58,000 Weight of material lifted 
Supervising cost 60,000 Direct labour hours 
Utility eost 80,000 Number of Machine operations 

The number of machine operators per unit of production are 5, 5, and 6 for SOFTHUG• Gold, SOFTHUG• 
Pearl, and SOFTHUG• Diamond respectively. 
(Consider (i) Mass of 1 litre of Essential Oils and Filtered Water equivalent to 0.8 kg and l kg respectively 
(ii) M:,ss of output produced is equiv:,lent to the mass of input materials taken together.) 
You are required to: 
(i) PREPARE a statement showing tho unit costs :,nd total costs of each product using the :,bsorption 

costing method. 
(ii) PREPARE a statement showing the product costs of each product using the ABC approach. 
(iii) STATE what are the reasons for the different product costs under the two approaches? (RTP Sep'24,SM) 

Answer 26 
i) Tr;,ditional Absorption Costing . 

SOFTHUG• 
Gold 

(a) Prod uction of soaps (Units) 4,000 
(b) Direct labour (minutes) 30 
(c) Direct labour hours 2,000 

(ax b)/60 minutes 
Overhead rate per direct labour hour : 
= Budgeted overheads+ Budgeted labour hours 
= 0: 1,98,000 + 6,000 hours 
= 0: 33 per direct labour hour 

Unit Costs: 
SOFTHUG· Gold 
(0:) 

Direct Costs: 
. Dire ct labour 5.00 (10;030) 
. Direct Material (Refer working note 1) 167.50 
Production Overhead: 16.50 (336X030) I 

Tota I unit costs 189.00 
Number of units 4,000 
Total costs 7,56,000 

Working note ·l 
Calculation of Direct material cost 

SOFTHUG· 
Gold (0:) 

Essential oils 120 00 (ioox6o) ' 100 
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SOFTHUG SOFTHUG Total 
• Pearl • Diamond 
3,000 2,000 9,000 

40 60 . 

2,000 2,000 6,000 

SOFTHUG· Pearl SOFTHUG-
(0:) Diamond (0:) 

6.67 (10;040) 10.00 (1oto60) 
215.50 248.50 

22.00 (336:40) 33.00 (336:60) 
244.17 291.50 

3,000 2,000 
7,32,510 5,83,000 

SOFTHUG- SOFTHUG-
Pearl (0:) Diamond (0:) 

165 OO (300XS5) ' 100 195.00 (30::065) 
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Cocoa Butter 40 00 (zooxzo) 40 00 (zooxzo) 40 00 (zooxzo) ' JOO . JOO . JOO 
Filter water 4.50 (

1~~;0 4.50 (!~~~o) 4.50 I 1SX3~) 
""" 

Chemica ls 3 OO (30X10) 6_00 (SOX12) 9.00 (
6~~~5) . 100 100 

Total costs 167.50 215.50 248.50 

(ii) Activity Based Costing 
SOFTHUG-Gold SOFTHUG-Pearl SOFTHUG· Total 

Diamond 

Quantity (u nits) I 4,000 3,000 2,000 . 

Weight per unit (grams) 108 106 117 . 

{(60 X 0.8) + {(55 X 0.8) + {(65 X 0.8) + 
20 + 30 + 10} 20 + 30 + 12} 20 + 30 + 15) 

Total weight (grams} 4,32,000 3,18,000 2,34,ooo I 9,84,000 
Direct labour (minutes} 30 40 60 . 

Direct labour hours 2,000 2,000 2,000 6,000 
( 4,00t

0
x30) (3.0:0

0
X40) (2.o:0;60) 

Machine operations per 5 5 6 . 

unit 
Total operations 20,000 15,000 12,000 47,000 

Forklifting rate per gram= ~ 58,000 + 9,84,000 grams = 't: 0.06 per gram 

Supervising rate per direct labour hour = 't: 60,000 + 6,000 J1ours = 
~ 10 per labour hour 

Utilities rate per machine operations = ~ 80,000 + 47,000 machine operations 
= 't: 1.70 per machine operations 

Unit Costs under ABC: 

SOFTHUG SOFTHUG SOFTHUG 

• Gold (") · Pearl (" ) - Diamond (") 

Direct Costs: 
. Direct Labour 5.00 6.67 10.00 
. Direct material 161.so I 21S.50 248.50 
Production Overheads: 

Forklift ing cost 6.48 6.36 7.02 
(0 .06 X 108) (0.06 X 106) (0.06 X 117) 

Supervising cost 5.00 6.67 10.00 

(10~~30) (10:04-0) (10:060) 
Ut ilit ies 8.50 8.50 10.20 

(1.70 X 5) (1.70 X 5) (1.70 X 6) 
Tota I unit costs 192.48 243.70 285.72 
Number of units 4,000 3,000 2,000 
Total costs 7,69,920 7,31,100 5,71,440 

(iii) Comments: The difference in the tota l costs under the two systems is due to the diffe rences in the overheads 
borne by each of the products. The Activity Based Costs appear to be more precise. 
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Question 27 

GST Limited Is a multi-product company. The production and cost details of its two products P and Qare 
given as follows : 

Particulars Product 
p Q 

Quantity produced (No.) 9,000 7,200 
Direct material cost(~) 72,000 50,000 
Direct labour hours 800 600 
Purchase requisition (No.) 180 144 
Production runs (No.) 144 108 
Quality inspections (No.) 27 18 

Direct wages rate is~ 14.50 per hour. Presently the company uses a single overhead recovery rate based on 
direct labour hours. Overhead incurred by the company during the year 2023·24 are as follows: 

Technical staff sal::,ry -: 45,000 
Machine operation expenses '{ 1,62,000 
Machine maintenance expenses '{ 27,000 
Waecs and salary of stores staff '{ 36,000 

During this period direct labour hours worked 72,000. 
Now the Company wants to adopt Activity Based Costing. For this purpose, following activities are 
identified: 
· Quality control 

• Setup of machine for production runs 

· Store receiving 
It is also decided that salary of technical staff should be cUstributed ;imong machine maintenance, setup 
and quality control in the ratio of l : 2 : 2. Machine maintenance expenses and machine operation expenses 
should be distributed in the rat io of 2 : 3 In between stor"s and production setup activities. 
During this period cost drivers for these activities are identified as under: 

• Requisition raised 5,760 

· Production setup 7,200 
• No. of qu:ility test 720 

You are required to compute: 
(i) The cost of products P :ind Q based on traditional :ibsorption costing system. 
(ii) The cost of products P and Q based on ABC Costing system. (PYP 8 Marks Sep'24) 

Answer 27 
(i) Statement Showing "Total Cost • Traditional Method" 

Particula rs of Costs p 

fl{) 

Direct Materials 72,000 
Direct Labour [(800,600 hours) x '{14.5] 11,600 
Production Overheads [{800,600 hours) x "3. 75)(WN1) 3,000 
Total Cost 
Cost pe r unit (9,000, 7,200) 

WNl: Calculation of Production Overhead: 

Technical staff salary 
Machine operation expenses 
Machine mai ntenance expenses 
Wages and sa lary of stores staff 
Total Production Overhead 
Total direct labour hours worked 
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86,600 

45,000 
1,62,000 

27,000 
36,000 

2,70,000 
72,000 hours 

9.62 

Q 
('{) 

50,000 
8,700 
2,250 

60,950 
8.47 

DS



I Production Overhead rate per hour 3.75 I 
(ii) Statement Showing "Total Cost - Activity Based Costing" 

Products p Q 
Production (units) 9,000 7,200 

(~) (~) 
Direct Materials 72,000 50,000 
Direct Labour [(800,600 hours) x ~14.5] 11,600 8,700 
Requisition Related Costs@ ~20 per req uisitionraised 3,600 2,880 
(180,144) (WN2) 
Production Setup Costs @ ~19 per productionruns 2,736 2,052 
(144,108) (WN2) 
Quality Inspection Costs@ ~25 per quality test(27,18) (WN2) 675 450 
Total Costs 90,611 64,082 

Cost per unit (9,000, 7,200) 10.07 8.90 

WN2: Statement Showing Distribution of Expenses 

Machine Total Production Quality 
maintenance Stores Setup Control 

expenses 

Technical staff salary of 9,000 - 18,000 18,000 
~45,000 (1:2:2) 
Mach ine operationexpenses of ~1,62,000(2:3) 

- 64,800 97,200 -
Machine maintenanceexpenses of 
>: 36,000(2: 3) - (9,000) 14,400 21,600 -
Wages and salary ofstores staff \\ - 36,000 - -
Total '" ' - 1,15,200 1,36,800 18,000 

WN3: Cost for each activity cost driver: 

Activity Total Cost allocationbase Cost driver rate 

(1) cost(~) (3) (4): 1(2) + (3)] 
(2) 

Stores Receiving 1,15,200 5,760 Requisitions Raised " 20 per requisition 
raised 

Production Setup 1,36,800 7,200 Production Setup " 19 per production 

setup 
Quality Control 18,000 720 Quality Test " 25 per quality test 

Question 28 

Xtyle Ltd. is a l<1ading m:1nufacturer in the textile industry, renowned for its commitment to quality and 
innovation. With decades of experience, the company specializes In producing a diverse range of textile 

products, lncludine hleh•quality towels, designed to meet the varylne needs of its customers. The company 

offers mainly three types of towel, viz. Hand towels, Kitchen towels and Gym towels, catering to both 
everyday use and specialized applications. Below arc the key production data for a recent period: 

Particulars Hand towels Kitchen towels Gym towels 

Production (units) 9,000 15,000 60,000 
Machine hours per unit 10 18 14 
Direct Labour hours per un it 4 12 8 
Direct Material per unit(~) 450 400 600 

Currently, the company utilizes a traditional costing method, which assigns all production overhead costs 
basc,d on the, number of machine, hours used. The overhead cost Is calculated at a rate of " 30 per mach ine 
hour. Additionally, the direct labor cost is charged at~ 100 per hour. 
Now, the, company plans to Implement an Activity-Based Costing (ABC) system to enhance cost accuracy 
and provide a clearer understanding of the costs associated with each product . 
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The activity analysis is provided as under: 
Particulars Hand towels Kitchen towels Gym towels 
Batch size (units) 450 1,500 3,000 
Number of purchase orders per batch 3 10 8 
Store delivery 45 80 125 
Number of Inspections per batch 5 4 3 

Further, the total production overheads can be divided into several key categories. Machine setup costs 
account for 20% of the total, while inspection costs make up 35%. Material procurement-related costs 
represent 10%, and store delivery costs also constitute 10%. Finally, machine operation costs contribute 
25% to the overall overheads. This breakdown provides insight into how resources are allocated across 
various activities within the production process . 
You are required to CALCULATE the cost per unit of each product using · 
(I) traditional method. 
(ii) activity based costing principles. {MTP 6 Marks Nov'24} 
Answer 28 
(i) Statement Showing "Cost per unit • Trad itional Method" 

Particulars of Costs Hand towel Kltchentowels Gym towel 

(") (~) (~) 
Direct Materials 450 400 600 
Direct Labour [(4, 12, 8 hours) x "; 100] 400 1,200 800 
Prod uct ion Overheads ((10,18, 14 ho urs) x ";30] 300 540 420 
Cost per unit 1,150 2 ,140 1 ,820 

(ii) Statement Showing "Cost per unit • Activity Based Costing" 

Products Hand towels Kitchen towels Gym towels 

Production (un its) 9,000 15,000 t I, 60,000 

(at) ~ ,~, .... ( ii; I 
Direct Mate ri als 40,50,000 60,00,000 3,60,00,000 

(9,000 units xii; 450) (15,000 units xii; 400} (60,000 units xii; 600} 
Direct Labour 36,00,000 1 ,80,00,000 4,80,00,000 
( refer Part (i) above) (9,000 units xii; 400} (15,000 units xii; 1,200) {60,000 units x ii; 800} 
Setup Costs @ 28,80,000 14,40,000 28,80,000 
ii; 1,44,000 per se tup (20 setups xii; 1,44,000) (10 set ups x ._ 1,44,000) (20 se tups x ~ 1,44,000) 
Inspection Costs @ 63,00,000 25,20,000 37,80,000 
~ 63,000 perinspect ion (100 inspect ions x (40 inspect ions x (60 inspectio ns x 

";63,000) ii; 63,000} ii; 63,000} 
Purchase RelatedCosts 6, 7S,OOO 11,25,000 18,00,000 
@ ii; 11,250 per (60 pu rchase o rde rs x (100 purchase (160 purchase o rders x 
ourchase orde r ~ 11,250 orde rs x ~ 11,250) ~ 11,250 
Store de live ry costs @ 6,48,000 11,52,000 18,00,000 
ii; 14.400 per store (45 store de live ry x (80 store de li very (125 store de livery x' 
de li ve ry ._ 14,400) X "' 14,400) 14,400) 
Machine Re latedCosts 6, 75,000 20,25,000 63,00,000 
@ ~ 7.5 per hour (90,000 hours x ~ 7.5) (2, 70,000 hours x ~ 7.5) (8,40,000 hours x ~ 7.5) 
Total Costs 1,88,28,000 3,22,62,000 10,05,60,000 

Cost per unit (Total 2,092 2,151 1,676 
Cost + no. of Units) 

Workini: Notes: 
A. Number of Batches, Purchase Orders, Inspections and StoreDeliveries• 

Particulars Hand Kitchen Gym Total 
towels towels towels 

A. Product io n (units) 9,000 15,000 60,000 
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B. Batch Size (units) 450 1,500 

C. Number of Batches (A+B) 20 10 
D. Number of Purchase Order pe rbatch 3 10 
E. Total Purchase Orders (C >< D] 60 100 
F. Number of Inspect ions per batch 5 4 
G. Total Inspe ct io ns [C >< Fl 100 40 

H. Total Sto re De live ries 4 5 80 
B. Total Machine Hours• 

Particulars Hand Kitchen 
towels towels 

A. Machine Hours per unit 10 18 
B. Productio n (units) 9 ,000 15,000 
C. Total Machi ne Hours [Ax Bl 90,000 2, 70,000 

Total Machine Hours = 12.,00,000Tota l Production Overheads
= 12,00,000 hrs. >< '{ 30 = '{ 3,60,00,000 
C. Cost Driver Rates· 

Cost Pool % Overheads Cost DriverBasis Cost Driver 

(~) (Units) 

Setup 2.0% 72,00,000 Number of so 
bat ches 

Inspect ion 35% Number of 200 
1,26,00,000 inspections 

Purc hases 1 0% Number of 320 
36,00,000 purchase 

order ~ 

Store 1 0% Number of II 250 
de live ry 36 ,00,000 sto redelive ries 
Mach ine 25% Machine Hours 12,00,000 
Opera tion 90,00,000 

Question 29 

3,000 

20 50 
8 

160 320 
3 

60 200 
125 250 

Gym 
towels 

14 
60,000 

8,40,000 

Cost DriverRate 
('{) 

1,44,000 
per Setup 

63,000 per 
Inspect io n 
11,250 per 
Purchase 

order 
14,400 persto re 

de livery 

7.5 perMachine 
Hour 

XYZ Constructions is a leading engineering and construction company providing a range of infrastructure 

and industrial services. Recently, they have been asked to quote for residential building construction (RBC) 

and industrial plant construction (IPC) projects. Howevcr, they arc winning fewer RBC contracts than 

expected. 

XYZ Constructions has a policy to price all jobs at budgeted total cost plus 50%. Overheads are currently 
absorbed on a labour-hour basis. The company believes that switching to activity-based costing (ABC) 

to absorb overheads would reduco tho costs associated with RBC and mako them more competitive. 

You are provided with the following data: 

Overhead category Annual Activity driver T ota1 number of 
Ovarhead activities per 
('{ Lakhs) year 

Supervisors '{120 Site visits 600 
Project Planners '{ 80 Planning documents 300 
Property related 11(400 labour hours 50,000 
Total '1:600 

For a typical RBC: Material cost : 'I: S lakhs, Labour hours: 1,200 hours, Site visits : 2 visits, Planning 
documents: 2 documcnts 
For a typical IPC: Material cost: '{ 12 lakhs, labour hours: 2,500 hours, Site visits: 10 visits, Planning 
documents: 8 documents 
labour is paid at '{ 100 per hour. 

Required: 

(a) CALCULATE the cost and quotcd price of an RBC and an IPC using labour hours to absorb the overheads. 
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~ 
(b) CALCULATE the cost and quoted price of an RBC and an IPC using ABC to absorb the overheads. 
(c) Assuming that the oost of an RBC falls by nearly 7% and the pric<l of an IPC rises by about 2% as a result 

of the change to ABC, SUGGEST possible pricing strateeies for the two services offered by XYZ 
Constructions. 
Additionally, suggest two reasons other than high prices for the current poor sales of RBC. 
{MTP 10 Marks Dec'24} 

Answer 29 

a) Cost and Quoted Price Using Labour Hours to Absorb Overheads 

RBC IPC 

('< in lakhs) ('< in lakhs) 

Materials 5.00 12.00 

Labour 1200 X ': 100; 2500 X ': 100 1.20 2.50 

Overheads 1200 X '( 1200; 2500 X '( 1200 14.40 30.00 

Total cost 20.60 44.50 

Add: Profit 50% of Total Cost 10.30 22.25 

Quoted Price 30.90 66.75 

b) Cost and Quoted Price Using ABC 

Step 1: Calculate Overhead Rates for Each Activity 

Overhead Category Total Activity Activity Rate 

Overhead Driver 
('< Lakhs) 

Site Engineers '<120 Site Visits '< 120 / 600 = ": 20,000 
per site visit 

Project Planners ":80 Planning ": 80 / 300 = '< 26,667 

Documents per planning document 

Equipment '(400 Labour '< 400 / 50,000 = '< 800 
Depreciation Hours per labour hour 

Step 2: Allocate Overheads Using ABC 

RBC IPC 

(in lakhs) (in lakhs) 

Materials 5.00 12.00 

Labour 1200 X '<100; 2500 X 0::100 1.20 2.50 

Overheads 

Site Engineers 2 X '( 20,000; 10 X '( 20,000 0.40 2.00 

Project Planners 2 X '( 26,667; 8 X '( 26,667 0.53 2.13 

Equipment Depreciation 1200 X '( 800; 2500 xi( 800 9.60 20.00 

Tota l cost 16.73 38.63 

Add: Profit 50% of Total Cost 8.37 19.32 

Quoted Pr ice 25.10 57.95 

c) Possible pricing strategies for the two services offered by XYZ Constructions 

• The pricing pol icy is a matter for XYZ Constructions to decide. They could elect to maintain the current 
50% mark-up on cost and if they did the price of the RBC would fa ll by around 7% in line with the costs. 

Thi s should make them more competitive in the market. 

• They could also reduce the prices by a little less than 7% (say 5%) in order to increase internal margins a 
little. 

• Reasons other than high prices for the current poor sales of RBC: 

• If the qual ity of work or the reputation and reliability of the bu ilder are questionable, lower ing prices is 
unlikely to boost sales. 

• Wh ile it is possible that XYZ Constructions has a strong reputation for IPC but not for RBC, it is more likely 
that a poor reputation would impact all their product s. Poor service or inflexibility in meeting customer 
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needs may a.lso hurt sa les and can 't be fixed by lower ing pr ices. 

• Poor marketing strategies also discourage customers from selecting XYZ Constructions. 

• XYZ Constructions faces competit ion and may need to adopt a more competitive pr icing strat egy, such 
as 'going rat e pricing,' instead of simply adding a markup to costs. 

• XYZ Constructions could enter t he market by pricing some projects compet itively to establish a foothold. 

Completed projects cou ld then be leveraged to attract new customers. 

Multiple Choice Questions (MCQ) 

1. A cost driver is: {SM} 
(a) An item of production overheads 

(b) A common cost which is shared over cost centres. 
(c) Any cost relating to transport 

(d ) An activity which generat es costs 
Ans: (d) 

2. In activity-based costing, costs are accumulated by activity using: {SM} 
(a) Cost drivers 

(b) Cost object s 
(c) Cost pools 

( d) Cost benefit analysis 
Ans: (c) 
3. A cost driver: {SM} 

(a) Is a force behind the overhead cost 
(b) Is an allocation base 

(c) Is a t ransaction that is a significan t determinant of cost 
(d 

Ans: ( ~-~ ) All of the above 

d) 

-..J~ 4. W hlch of the following is not a correct match: {SM} 
Activity Cost Driver 

(a) Production Scheduling Number o f Production runs 

(b) Dispatching Number of dispatch orders 

(c) Goods receiving Goods received orders 

(d) Inspection Machine hours 

Ans: (d) 

-

S. Transactions undertaken by support department porsonnel arc the appropriate cost drivers. Find the 
one which is not appropriate: {SM} 
(a) The number of purchase, supplies and customers' orders dr ives the cost associated w ith new material 

inventory, work-in-progress and finished goods inventory 
(b) Number of productions runs undertaken drives production scheduling, inspection and material handling 

(c) The quality of raw material issued dr ives the cost of rece ivingdepartment costs 
(d) The number of packing orders drives the packing costs 

Ans: (c) 
6. Steps i n ABC include: {SM} 

(a) Identification of activities and their respect ive cost s 
{b) Identification of cost dr iver of each activity and computation of an allocation rate per activity 

(c) Allocat ion of overhead cost t o products/ services based on the activities involved 
(d) All of the above 

Ans: (d) 

7. Which of the following is not a bcnofit of ABC? (SM} 
(a) Accurate cost allocation 
{b) Improved decision making 

(c) Better control on activity and cost s 
(d) Reduction of pr ime cost 

Ans: (d) 
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8. The steps involved for installation of ABC in a manufacturing company include the following except: 

{SM} 
(a) Borro,ving fund 
(b) Feasibility study 
(c) Building up necessary IT infrastructure and training of li ne employees 
(d ) Strategy and value chain analysis 

Ans: (a) 

9. Which of the following statements are true: (1) Activity based Management involves activity analysis 
and performance measurement. (2) Activity based costing serves as a major source of information in 
ABM. {SM} 
(a) (1) True; (2) False 
(b) (1) True; (2) True 
{c) (1) False; {2) True 
{d) (1) False; (2) False 

Ans: (b) 

10. The key elements of activity-based budgetine are: {SM) 
{a) Type of activity to be performed 
(b) Quantity of activity to be performed 
{c) Cost of activity to be performed 
{d) All of the above 

Ans: (d) 

11. From the followine Information, calculate the Total cost of Product A and B usinc the ABC analysis: 
{MTP 2 Marks Apr'24) 

Units 
Number of purchase orders plllced 
Number of deliveries received 
Ordering Cost 
Delivery Cost 

(a) A = 'I; 47,500; B = 'I; 1,27,500 
(b) A = 'I; 2,67,500; B = 'I; 2,67,500 
(c) A = '1': 1,60,00; B = '1': 3, 75,000 
(d) A = 'I; 1,47,500; B = '1': 1,47,500 

Ans: (c) 

'\ ti I I 1 

\/ I i 

Product A Product B 
5,000 5,000 
100 220 

70 200 

'i:: 4,00,000 
'-:: 1,35,000 

12. One of Pintu Company's cost pools is parts administration. The budgeted overhead cost for that 
cost pool was 'I: 4 ,00,000 and the expected activity was 4,000 part types . The actual overhead cost 
for the cost pool was 'I; 4,20,000 at an actual activity of 5,000 part types. The activity rate for that 
cost pool was:(Chapter 5: Activity Based Costine) (MTP 2 Marks Ju/y'24) 

Ans: (b) 

(a) '-:: 80 pe r part type 
(b) 'I: 100 per part type 
(c) 'I; 105 per part t ype 
(d) 'I: 84 pe r part type 
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CONCEPTS OF THIS CHAPTER 

• Classify and ascertain cost by function. 
• Prepare cost sheet/statement for production and services. 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Cost Sheet· Spc,cimen Form:>t 
Particulars Total Cost (R) 

1 . Direct materials consumed: 

Opening Stock o f Raw Materia l XXX 

Add: Purchases XXX 

less: Closing Stock o f Raw Materia l (xxx) 

.. . , -- -- XXX 

2. Direct employee {l abour) cost \\ // 11 \\ XXX 

3. Direct expenses \\// f I \ XXX 

4. Prime Cost (1+2+3) \/ LJ XXX 

5. Add: Words/ Factory Overhead XXX 

6. Gross Words Cost (4+5) XXX 

7. Add: Opening Word In Forge t XXX 

8. less: Closing Word In Forget (xxx) 

9. Works/ Factory Cost {6+7-8) XXX 

10. Add: Quality Contro l Cost XXX 

11. Add: Reteach and Development Cost XXX 

12. Add: Admi nistrative Overhead (relating to p roducti on XXX 

activity) 

13. Less: Credit for Recoveree/Scrap/By-Product/ match. (xxx) 
income 

14. Add: Facing cost (p rimary) XXX 

15. Cost of Production {9+10+11+12-13+14) XXX 

16. Add: Opening Stock of Finished Goods XXX 

17. less: Closing Stock of Finished Goods (xxx) 
18. Cost of Goods Sold {15+16-17) XXX 

19. Add: Administrative Overhead (General) XXX 

20. Add: Marketing Overheads : 

Selling Overhead XXX 

Distribution Overhead XXX 

21. Cost of Sales (18+19+20) XXX 

LOR 
Questions 

Q21 Q26 
Q28 Q30 

Cost per unit (R) 

XXX 

XXX 

XXX 

XXX 

XXX 

XXX 
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Questions & Answers 

Theory Questions 

EXPLAIN the treatment of following items in cost sheet. 
(i) Credit for Recoveries 

(ii) Packing Cost (primary) 
(iii) Joint Products and By-Products 

(iv) Quality Control Cost (MTP 4 Marks July'24} 

Answer 1 
Treatment is as follows: 

(i) Credit for Recoveries: The realised or realisable value of scrap or waste is deducted as it reduces the cost 
of production. 

(ii ) Packing Cost (primary): Packing material which is essential to holdand preserve the product for its use by 
the customer is added in the factory cost . 

(ii i) Joint Products and By-Products: Joint costs are allocated be tween/among the products on a rational and 
consistent basis. In case of by-products, the net realisable value of by-products is deducted from the cost 
of production. 

(iv) Quality Control Cost: It is added in the factory cost as this is the costof resou rces consumed to\,vards quality 
control procedures. 

Practical Questions 

Question 2 

The following dat:i ralates to th<l manufacturing projact racaivcd for th<l budg<ltad O\ltput of 19,600 units. 
You are required to CALCULATE the selling price per unit covering a profit of 25% on the selling price. 

Direct materials: 40 sq. m . P"' unit @ 0: 10.60 per sq. m. 
Direct wages: Bonding department 48 hours per unit@~ 25 per hour 

Finishine department 30 hours per unit@" 19 pcr hour 
Budgeted costs and hours per annum• Variable overhead: 

Bonding department 
Finishing department 

Fixed overhead-

Production 

Selling and distribution 

Administration (General) 

(MTP 10 Marks, Mar'22} 

Answer 2 

!~I 
151001000 

6,00,000 

(~) 
15,68,000 

7,84,000 

3,92,000 

Total hours 
10,00,000 

6,00,000 

Decision making Cost Sheet (per unit) 

Particulars (Amount in ~) (Amount in ~) 

Direct materials 40 m1 at ~ 10.60 per m2 424 
Direct wages: 

Bonding department- 48 hours at~ 25 per hour 1,200 
Fin ishing department- 30 hou rs at~ 19 pe r hour 570 1,770 

Prime Cost 2,194 
Variable overhead:• 

Bonding departmen t- 48 hours at" 1.50 pe r hour 72 
Finishing department- 30 hours at '1': 1.00 per hou r 30 102 

Variable production cost 2,296 
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Fixed production overhead" 
Total production cost 

Selli ng and distribution cost1 

Administration cost$ 
Total Cost 

Selling price per un it = Rs. 2,436 X ~os° = Rs. 3,248 

Working Notes: 
* Variable overhead rates -

B d. 1s,oo,ooo R l 50 on ing : o oo ooo I · = s · · 1 , , lOUt S 

Finishing: 
6 

6.oo,ooo = Rs. 1.00 
,00,000 hours 

40 
20 

II F. d d . h d . f 15.68,ooo R 80 1xe pro uct1on over ea rate per unit o output = 
9 600 

= s. 
1 , hours 

$ S II. d d . . f 7,84,ooo R 40 e ing an pro uct,on cost per uni t o output = 
19

,
600 

/tours = s, 

Administration cost per unit of output = 
3
•
92

•
000 

= Rs. 20 
19,600 lt01ffS 

Question 3 

80 
2,376 

60 
2,436 

A factory can produce 1,80,000 units per annum at its 60% capacity, The estimated costs of production arc as 
under: 

Direct material ~300 per unit 
Direct employee cost ~160 per unit 
Indirect expenses: 

. Fixed ~32,50,000 per ann1.1m I fl I I c::__, ,--"l /--:, 17 r 

. Variable 1"50 per unit 

. Semi• variable ~20,000 per month up to 50% capacity and ~2,500 for every 20% increase in 
the capacity or part thereof. 

If production program of the factory is as indicated below and the management desires to ensure a profit of 
'o:1,00,00,000 for tht> y1>ar, DETERMINE tht> average selling price at which each unit should be quoted: 
First three months of the year• 50% of capacity; 
Remaining nine months of the year• 75% of capacity. (MTP 1.0 Marks Oct'22} 
Answer 3 

Statement of Cost 
First three Remaining nine 

months (Rs.) months (Rs.) 
37.500 units 1.68,750 units 

Direct material 1, 12,50,000 5,06,25,000 
Direct employee cost 60,00,000 2,70,00,000 
Indirect - variable expenses 18,75,000 84,37,500 
Indirect - fixed expenses 8,12,500 24,37,500 
Ind irect- semi-varia ble expenses 
- For first th ree months@ Rs.20,000 p.m. 60,000 
- For remaining nine months@ Rs.25,000 p.m. 2,25,000 
Total cost 1,99,97,500 8,87,25,000 
Desired profit . . 
Sales value - -
Average selling price per unit 

Question 4 

Total (Rs.) 

2,06,250 units 
6, 18, 75,000 
3,30,00,000 
1,03,12,500 

32,50,000 

2,85,000 
10,87,22,500 

1,00,00,000 
11,87,22,500 

575.62 

From the following data CALCULATE (i) Administration cost, (ii) Selling cost and (iii) Distribution cost: 

Amount(~) 
(i) Rent paid for factory building 96,000 
(Ii) Salary paid to office st:>ffs s,20,000 
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~ 
Fees paid to auditors 
Salary paid to sales manager 

92,000 
8,oo,ooo 

(iii) 
(iv) 
(v) Vehicle hire charges paid for directors attending general 

meeting 
10,200 

(vi) 

(vii) 
(viii) 
(ix) 
(x) 
(xi) 
(xii) 

Wages paid to workers engaged in storing goods at sales 
depot 

7,200 

9,600 
8,200 
1,800 

Travelling allowance paid to sales staffs 
Cost paid for secondary packing 
Electricity bill paid for sales office 
Dcproci:ation on goods delivery vehicles 
Bonus paid to sales staffs for achieving targets 
Fees paid to independent directors 

Answer 4 
(i) Calculation of Administration cost: 

Particulars 
Salary oa id to office staffs 
Fees paid to auditors 
Vehicle hire charges paid for directors attending general 
meeting 
Fees paid to independent directors 

(ii) Calculation of Selling cost: 
Particulars 

Salary pa id to sales manager 
Wages paid to workers engaged in storing goods at sales 
depot 
Travelling allowance paid to sales staffs 
Electricity bill paid for sales office 
Bonus paid to sales staffs for achieving targets 

(iii) Calculation of Distribution cost: 
Particulars 

Cost paid for secondary packing 
Depreciation on goods delivery vehicles 

Question 5 

13,000 
96,000 

1,02,000 
(MTP 6 Marks Dec'24} 

Amount(>:) 
8,20,000 

92,000 
10,200 

1,02,000 
10,24,200 

Amount (II() 

8,00,000 
7,200 

9,600 
1,800 

96,000 
9,14,600 

Amount(") 

8,200 
13,000 
21,200 

From the following data of Appu Ltd., CALCULATE (i) Material Consumed; (ii) Prime Cost and 
(iii) Cost of production. (RTP Sep'24} 

(i) Repair & maintenance paid for plant & machinery 
(ii) Insurance premium paid for inventories 
(iii) Insurance premium paid for plant & machinery 
(iv) Raw materials purchascd 
(v) Opening stock of raw m:atorlals 
(vi) Closing stock of raw materials 
(vii I Wages paid 
(viii) Value of ooening Work-in-process 
(ix) Value of closing Work-in-process 
(xi Quality control cost for thc products In manuf:acturing process 
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9,80,500 

26,000 
96,000 

64,00,000 
2,88,000 
4,46,000 

23,20,000 
4,06,000 
6,02,100 

86,000 
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(xi) Research & development cost for improvement in production process 

(xii) Administrative cost for: 
. Factory & production 
. Others 

(xiii) Amount realized by selling scrap generated during the manufacturing process 

(xiv) Packing cost necessary to preserve the goods for further processing 

(xv) Salary paid to Director (Technical) 

Answer 5 

Calculation of Cost of Production of Appu Ltd. 

P:>rtlculars 

Raw materials purchased 
Add: Opening stock 
Less: Closing stock 
Material consumed 

Wages paid 
Prime cost 

Re pair and maintenance cost of plant & machinery 
Insurance premium paid for inventories 
Insurance oremium paid fo r plant & machinery 
Quali ty control cost 
Research & deve lopment cost 
Administrat ive overheads related with factory and production 

Ir i .- - , I 

Add: Ope ning value of W-1-P , ' r, I I \\ // Ii I I 
Less: Closing value of W-1-P \''/ I I \V/ I : I I ,., u V L: u 
Less: Amo unt realised by selling scrap 
Add : Primary packine cost 

. . . .. 

Cost of Production 

Notes: 
{i) Other administrative overhead does not form part of cost of production. 
(ii) Sa la ry paid to Director (Technical) is an administrative cost. 

Question 6 

\, '-.. ! "I I 
,c -~_,..· 

The following information pertains to A Limited for the year 1st April 2021 to 31st March 2022: 
Particulars Amount(":) 
Sales 50,00,000 
Direct labour 10,50,000 
Administrative overheads (relating to production activity) 1,50,000 
Selling expenses 2,50,000 

Inventory details are as follows: 
As on 1st April 2021 (Amount in~) As on 31st March 2022 (Amount in ~) 

Raw materials 5,oo,ooo 6,30,000 
Finished goods 9,80,000 10,50,000 
Work in Progress 6,00,000 8,00,000 

Additional Information: 
• Direct labour would be 175% of works overheads. 
• Cost of eoods sold would be": 6,900 per unit 
• Selling expenses would be": 500 per unit. 
You arc required to PREPARE a cost sheet for tho year ended 31st March, 2022 showing: 

92,600 

9,00,000 
11,60,000 

9,200 
10,200 

8,90,000 

Amount(" ) 

64,00,000 
2,88,000 

(4,46,000) 
62,42,000 

23,20,000 
85,62,000 

9,80,500 
26,000 
96,000 

86,000 
92,600 

9,00,000 
1,07,43,100 

4,06,000 
(6,02,100) 

1,05,47,000 
(9,200) 
10,200 

1,05,48,000 
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~ 
{ii Value of material purchased 
{iii Prime cost 
{iii) Works cost 
{iv) Cost of production 
{v) Cost of goods sold 
{vi) Cost of Sales 
{vii) Profit earned 
{viii) Profit as" percentage of sales {MTP 10 Marks Sep'22} 

Answer 6 
Cost Sheet of A limited for the year ended 31st March 2022 

Particu lars 
Ooening Stock of Raw materials 
Add: Purch:,ses (balancing figure) 
Less: Closing stock of raw mate rials 
Direct material consumed (balancing figure) 
Direct labour 
Prime Cost 
Add: Factory Ove rheads (10,50,000 / 175%) 
Add: Opening Stock of Work in Progress 

Less: Closing Stock of Wo rk in Progress 
Works Cost 
Add: Administrative Overheads (relati ng to product ion activity) 
COST OF PRODUCTION 
Add: Opening stock of finished goods ',. I I . " 
Cost of Goods ava ilable for sale \ r I I \J 
Less: Closing Stock of finished goods 
COST OF GOODS SOLD (Working Note : (iv)) 

Add: Selling and Distribution Overhead 
COST OF SALES 
Add: Profit (Balancing figu re ) (Sales . Cost of SalesJ 
SALES 

. l3 Lakhs 
Profit as a % of sale s = SOLakhs X 100 = 26% 

Working Notes: 

Amount(") Amount(") 
5,00,000 

20 ,s o,000 
6,30,000 

19,20,000 
10,50,000 
29,70,000 

6,00,000 
6,00,000 

41,70,000 
8,00,000 

33,70,000 
1,50,000 

I I - I 35,20,000 
I I 9,80,000 
I I , 45,00,000 

10,50,000 
34,50,000 

2,50,000 
37,00,000 
13,00,000 
50,00,000 

(I) The cost sheet is completed by Reverse Working. Purchases amount is the balancing figure. 
(ii) Direct labour = 175% of factory overhead (given ). Hence, if direct labour = 10,50,000, then Factory 

Overhead = 10,50,000 / 175% =" 6,00,000 
(iii) Selling Overhead" 2,50,000 (total), sell ing per unit " 500. 

Number of units sold= 'I: 2,50,000/ 'I; 500 = 500 units 
(iv) Cost of goods sold= 500 units x" 6,900 = 'I; 34,50,000 

Question 7 

A Ltd . produces a single product X. During the month of December 2021, the company has produced 14,560 
tonnc,s of X. The, details for the month of Dc,cembc,r 2021 are as follows: 
{i) Materials consumed 'I; 15,00,000 
{ii) Power consumed 13,000 Kwh @ '\' 7 per Kwh 
(iii) Diesels consumed 1,000 litres @ "93 per litre 
(iv) Wages & salary paid - '( 64,00,000 
{v) Gratuity & leave encashment paid - " 44,20,000 
{vi) Hiring charges paid for HEMM· I( 13,00,000 

Chapter 6 Cost Sheet 

DS



(vii) Hiring charges paid for cars used for official purpose - ~ 80,000 
(viii)Reimbursement of diesel cost for the ears-'{ 20,000 
(ix) The hiring of cars attracts GST under RCM @5% without credit. 
(x) Maintenance cost paid for weighing bridge (used for weighing of final goods at the time of despatch) -

~ 7,000 
(xi) AMC cost of CCTV installed at weighing bridge (used for weiehlng of final goods at the time of despatch) 

and factory premises is~ 6,000 and~ 18,000 per month respectively. 
(xii) TA/ DA and hotel bill paid for sales manager- '{ 16,000 
(xiii)The company has 180 employees works for 26 days in a month . 

Required: 
(a) PREPARE a Cost sheet for the month of December 2021. 
(b) COMPUTE Earnings per manshift (EMS) and Output per manshift (OMS) for the month of 

December 2021. (RTP May'22} 

Answer 7 
Cost Sheet of A Ltd. for the month of December 2021 

Particulars 
Materials consumed 
Wages & Salary 
Gratuity & leave encashment 
Power cost (13,000 kwh >< "! 7) 
Diesel cost (1,000 ltr x "! 93) 
HEMM hiring charges 
Prime Cost 
AMC cost of CCTV installed at factory premises Ii I I 
Cost of Production/ Cost of Goods Sold ' I I 
Hiring charges of cars ' ( 

I I 
Reimbu rsement of diesel cost 

. -

Add: GST @5% on RCM basis 
Maintenance cost for weighing bridge 
AMC cost of CCTV installed at weigh bridge 
TA/ DA & hotel bill of sales manage r 
Cost of Sales 

(•I Man shift= 180 employees x 26 days = 4,680 man shifts 
Computation of earnings per man shift (EMS): 
EMS = Tota.I ttm·ployee benefits paid 

Manshift 
= Rs.l .08,20,000 = R 2 312 4.680 s. ' 

Computation of Output per man shift (OMS): 
OMS = Total Output / Productio,i 

Manshift 
= 14,560 Tonne = 3 ll t n 

4.680 · 0 ne 

Question 8 

Amount ("!) 

64,00,000 
44,20,000 

91,000 
93,000 

I I L, 

80,000 
20,000 

1,00,000 
5,000 
7,000 
6,000 

Amount ('t) 
15,00,000 

1,08,20,000 

1,84,000 
13,00,000 

1,38,04,000 
18,000 

1,38,22,000 

1,05,000 

13,000 
16,000 

1,39,56,000 

CT Limited ls engaged in producing medical equipment. It has furnished following details related to its 
products produced during a month: 

Units Amount ('ti 
Raw materials 

Opening stock 1,000 90,00,000 

Purchases 49,000 44,10,00,000 

Closing stock 1,750 1,57,50,000 
Works-in-progress 
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~ 
Opening 2,000 1,75,50,000 

Closing 1,000 94,50,000 
Direct employees' wages, allowances etc. 6,88,50,000 
Primary packaging cost (per unit) 1,440 
R&D expenses & Quality control expenses 2,10,60,000 
Consumable stores, depreciation on plant 3,42,00,000 

Administrative overheads related to production 3,15,00,000 
Selling expenses 4,84,30,800 
Royalty paid for production 3,64,50,000 
Cost of web-site (for on line sale) maintenance 60,75,000 
Secondary packaging cost (per unit) 225 

There was a normal scrap of 250 units of direct material which realized '( 5
1
400 per unit. The entire finished 

product was sold at a profit margin of 20% on sales. You are required to PREPARE a cost sheet showing: 
(i) Prime cost 
(ii) Gross works cost 
{Iii) Factory costs 
(iv) Cost of production 
(v) Profit 
(vi) Sales. {RTP Nov'22} 

Answer 8 

Particulars 

Material 

Cost Sheet 

Opening stock {\ n n t\ nr 
Add: Purchases \\ If 11 \\. // I 
Less: Closing stock \'-'I I I \""! I 

Less: Normal wastage of materials realized @ '( 5,400 per unit 

Material c.onsumed 
Direct employee's wages and a llowances 
Direct expe nses- Royalty paid for production 

Prime cost 
Factory overheads - Consumable stores, dep reciation etc. 
Gross Works Cost 
Add: Opening WIP 
Less: Closing WIP 

Factory/Works Cost 
Administration Overheads related to production 
R&O expenses and Quality control cost 
Add: Primary packaging cost @ '( 1,440 per unit 
Cost of production 

Selling expenses 
Cost of maintaining website for onl ine sale 
Secondary packaging cost @ '!; 225 per unit 
Cost of sales 
Add: Profit@ 20% on sales or 25% of cost 

Sales value 

Question 9 

Units 

1,000 
49,QOO 
(1,750) 
48,250 
(250) 

48,000 

48,000 
2,000 

(1,000) 
49,000 

49,000 

49,000 

From the following data of Motilal Ltd ., CALCULATE Cost of production: {RTP May'23} 

(i) Repair & maintenance paid for plant & machinery 

( Ii I Insurance premium paid for Inventories 
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Amount('() 

90,00,000 

44,10,00,000 
( 1,5 7,50,000) 
43,42,50,000 

(13,50,000) 
43,29,00,000 

6,88,50,000 
3,64,50,000 

53,82,00,000 
3,42,00,000 

57,24,00,000 
1, 75,50,000 
{94,50,000) 

58,05,00,000 
3,15,00,000 

2,10,60,000 
7,05,60,000 

70,36,20,000 
4,84,30,800 

60,75,000 

1,10,25,000 
76,91,50,800 

19,22,87,700 
96,14,38,500 

('() 

9,80,500 
26,000 
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(iii) Insurance premium paid for plant & machinery 
(iv) Raw materials purchased 
(v) Opening stock of raw materials 
(vi) Closing stock of raw materials 
(vii) Wages paid 
(viii) Value of opening Work-in-process 
(ix) Value of closing Work-in-process 
(x) Qu:,lity control cost for tha products in manufacturing procc>ss 
(xi) Research & development cost for improvement in production process 
(xii) Administrative cost for: 

. Factory & production 

. Others 
(xiii) Amount realised by selling scrap generated during the m:>nufacturlng process 
(xiv) Packing cost necessary to preserve thc goods for further processing 
(xv) Salary paid to Director (Technical) 

Answer 9 
Calculation of Cost of Production of Motilal Ltd for the period ..... 

Particulars 
Raw materials purchased 
Add: Opening stock 
Less: Closing stock 
Material consumed 
Wages paid r,. I ' Ci ""' r, II ,-

Prime cost I \\ I I 11 I I 
Repair and maintenance cost of plant & machinery I \\I/ I I I 
Insurance premium paid for inven tories J V I' I J 
Insurance premium paid for plant & machinery 
Quality control cost 
Research & development cost 
Administrative overheads related with factory and production 

Add: Opening value of W-1-P 
Less: Closing va lue of W-1-P 

Less: Amount realized by selling scrap 

Add: Primary packing cost 

Cost of Production 

Notes: 
(i) Other admi nistrative overhead does not form part of cost of production. 
(ii) Salary paid to Director (Technica l) is an administrative cost. 

Question 10 

., .. 
I 

<.:: 

96,000 
64,00.000 

2,88,000 
4,46,000 

23,20,000 

4,06,000 
6,02,100 

86,000 
92,600 

9,00,000 
11,60,000 

9,200 
10,200 

8,90,000 

('() 

64,00,000 
2,88,000 

(4,46,000) 

62,42,000 
23,20,000 
85,62,000 

9,80,500 
~ 26,000 

96,000 
86,000 
92,600 

9,00,000 
1,07,43,100 

4,06,000 

(6,02,100) 

1,05,47,000 

(9,200) 

10,200 

1,05,48,000 

A ltd. produces a single product X. During the month of July 2023, the company has produced 14,560 
tonnes of X. The details for the month of July 2023 are as follows: 
(i) Materials consumed 0: 15,00,000 
(ii) Power consumed in operating production machinery 13,000 Kwh @ 0: 7 per Kwh 
(iii) Diesels consumed in operating production machinery 1,000 litres @ '( 93 per litre 
(iv) Wages & salary paid - 0: 64,00,000 
(v) Gratuity & leave encashment paid - ',:: 44,20,000 
(vi) Hiring charges paid for Heavy Earth Moving machines (HEMM) engaged in production -

'( 13,00,000. Hiring charges is paid on the basis of production. 
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~ 
(vii) Hiring charges paid for cars used for official purpose - 'I: 80,000 
(viii) Reimbursement of diesel cost for the cars - 'I: 20,000 
(ix) The hiring of cars attracts GST under RCM @5% without credit. 
(x) Maintenance cost paid for weighing bridge (used for weighing of final goods at the time of despatch) 

- " 7,000 
(xi) AMC cost of CCTV installed at weighing bridge (used for we iehing of final goods at the time of despatch) 

and factory premises is" 6,000 and 'I: 18,000 per month respectively. 
(xii) TA/ DA and hotel bill paid for sales manaeer- 1' 16,000 
(xiii) The company has 180 employees works for 26 days in a month. 

Required: 
PREPARE a Cost sheet for the month of July 2023. (RTP Nov'23} 

Answer 10 
Cost Sheet of A Ltd. for the month of July 2023 

Particu lars Amount (0::) 
Materials consumed 
Wages & Salary 64,00,000 
Gratuity & leave encashment 44,20,000 
Power cost (13,000 kwh x 'I: 7) 91,000 
Diesel cost (1,000 ltr x 'I: 93) 93,000 
HEMM hiring charges 
Prime Cost 
AMC cost of CCTV install ed at factory premises 
Cost of Production/ Cost of Goods Sold 
Hiring cha rges o f cars 80,000 
Re imburseme nt of diesel cost \\ II 11 \\ /1 20,000 

\\ // 11 \\ // 1,00,000 
Add: GST @5% on RCM basis \/ I I \I 5,000 
Maintenance cost for weighing bridge 

-- -

7,000 
AMC cost of CCTV installed a t we igh bridge 6,000 
TA/ DA & hote l bill of sales manager 
Cost of Sales 

Question 11 

Amount (0::) 
15,00,000 

1,08,20,000 

1,84,000 
13,00,000 

1,38,04,000 
18,000 

1,38,22,000 

1,05,000 

13,000 
16,000 

1,39,56,000 

The following data :ire available from the books :1nd records of A Ltd . for the month of April 2022: 
Particulars Amount (0::) 
Stock of raw materials on 1st April 2022 10,000 
Raw materials purchased 2,80,000 
Manufacturing Waites 70,000 
Depreciation on plant 15,000 
Expenses paid for quality control check activities 4,000 
Lease Rent of Production Assets 10,000 
Administrative Overheads (Production) 15,000 
Expenses paid for pollution control and engineering & malnton:>nce 1,000 
Stock of raw materials on 30th April 2022 40,000 
Primary packing cost 8,000 
Research & development cost (Process related) 5,000 
Packlne cost for redistribution of finished eoods 1,500 
Advertisement expenses 1,300 

Stock of finished goods as on 1st April 2022 was 200 units having a total cost of" 28,000. The entire opening 
stock of finished goods has been sold during the month. 
Production during the month of April, 2022 was 31000 units. Closing stock of finished goods as on 30th 
April, 2022 was 400 units. 
You are required to: 
I. Prepare a Cost Sheet for the above period showing the: 
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(i) Cost of Raw Material consumed 
(ii) Prime Cost 
(iii) Factory Cost 
(iv) Cost of Production 
(v) Cost of goods sold 
(vi) Cost of Sales 

II. Calculate selling price per unit, if sale is made at a profit of 20% on sales. (PYP 10 Marks May'22} 

Answer 11 

1 . ii cmcn o OS or St t t f C t (f th c mon 0 ,pr , th f A II 2022) 
S. No. Particulars 

Opening stock of Raw material 
Add: Purchase of Raw materi al 
l ess: Closing stock of raw materials 

( i) R;,w m;,teri;,I consumed 

Manufacturing wages 
(ii ) Prime Cost 

Factory/work overheads: 
Depreciation on plant 
l ease rent of production Asset 
Expenses paid for pollution control and e nginee ring & Maintenanc, 

(ii i) Factory/Work Cost 

Expenses paid for qual ity control check activity 
Research and Development Cost 
Administrat ion Ove rheads {Product ion) I I I \ fl I: ~ 
Primary Packing Cost I I \", // 

(iv) Cost of Production I I \I 
Add: Opening stock of finished goods 
l ess: Closing stock of finished goods 

(v) Cost of Goods Sold 

Advertisement expenses 
Packing cost for re-distri bution of finished goods sold 

(vi) Cost of Sales 

Note: Valuat ion of Closing stock of finished goods 
~3.78,000 400 . =---- x uni ts 

3000 units 
= '( 50,400 

. Id _ ,3.SBAOO _ . 
2. Cost per unit so - zoo+J.ooo,- 400 - 'I( 128 per unit 

:.Selling Price = :i! =" 160 per unit 

I, 

I : 

Amount(~) Amount(~) 

10,000 
2,80,000 
{40,000) 

2,so,000 
70,000 

3,20,000 

15,000 
10,000 
1,000 26,000 

3,46,000 
4,000 

5,000 
. I 15,000 

' I 8,000 
,r , 3 ,78,000 

28,000 

(50,4 00) 
3,SS,600 

1,300 
1,500 

3,58 ,400 

EXAM INSIGHTS: In this numerical problem based on preparation of Cost Sheet; Cost of raw material 
consumed, Prime cost, Factory cost, Cost of production, Cost of goods sold, Cost of sa les and Selling price per 
unit were required to be calculated after making adjustments for given relevant items. Some of the examinees 
made mistake in the treatment of packi ng cost. Overall performance of the examinees was above average. 

Question 12 

From the following data of Mota ltd., CALCULATE Cost of production: (MTP 5 Marks luly'24} 
Amount(~) 

{i) Repair & maintenance paid for plant & machinery 9,80,500 

(ii) Insurance premium paid for inventories 26,000 
(iii) Insurance premium paid for plant & machinery 96,000 

(iv) Raw materials purchased 64,00,000 
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~ 
(v) Opening stock of raw materials 
(vi) Closing stock of raw materials 
(vii) Wages paid 
(viii} Value of opening Work-In-process 
(ix) Value of closing Work-in-process 
(x) Quality control cost for the products in manufacturing process 
(xi} Research & development cost for improvement in production process 
(xii) Administrative cost for: 

- Factory & production 

- Others 
(xiii) Amount realised by selling scrap generated during the manufacturing 

process 
(xiv) Packing cost necessary to preserve the goods for further processing 

(xv) S:,lary p:,id to Director (Technical) 
(xvi) Expenses paid for pollution control and engineering & maintenance 

Answer 12 
(a) Calculation of Cost of Production of Meta Ltd for the period ..... 

Particulars 
Raw m aterials purchased 

Add : 0 pe ni ng stock 

Less: Closing stock 

Materia l consumed 

Wages paid \\ I I 11 \-, I J r I l-, ,-J /"~ r 
Prime cost // 11 I I ,........._ I 
Repair and maintenance cost of plant & machinery ~; I I I I 
Insurance premium paid for inventories • , .. '" 
Insurance premium paid for p lant & machinerv 

Quali ty control cost 

Research & development cost 

Administrative overheads related w it h factory and production 

Add: Opening va lue of W -1-P 

Less: Closing va lue of W -1-P 

Less: Amount realised by sell ing scrap 

Add : Pr imary packing cost 

Add: Expenses paid for pollution control and engineering & maintenance 

Cost of Product ion 

Notes: 
{i) Other admin istrative overhead does not form part o f cost of production. 
(ii) Salary pa id to Director (Technical) is an administrative cost 

Question 13 

Following figures has been extracted from the books of M/s A&R Brothers: 

1 : \ 

Amount (Rs.} 
Stock on 1st March, 2020 

• Raw materials 6,06,000 
- Finished goods 3,59,000 

Stock on 31st March, 2020 
· Raw materials 7,50,000 
- Finished goods 3,09,000 
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2,88,000 
4,46,000 

23,20,000 
4,06,000 
6,02,100 

86,000 
92,600 

9,00,000 
11,60,000 

9,200 

10,200 

8,90,000 
22,000 

Amount ('1:l 
64,00,000 

2,88,000 
(4,46,000} 
62,42,000 
23,20,000 

85,62,000 
9,80,500 

26,000 
96,000 

86,000 
92,600 

9,00,000 
1,07,43,100 

4,06,000 
(6,02,100) 

1,05,4 7,000 
(9,200) 
10,200 

22,000 
1,05, 70,000 
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Work•in•process: 
• On 1st March, 2020 

• On 31st March, 2020 
Purchase of raw materials 
Sale of finished goods 
Direct wages 
Factory expenses 
Office and administration expenses 

Selling and distribution expenses 
Sale, of scrap 

You are required to COMPUTE: 
(ii Value of material consumed 
(iii Prime cost 
(iii) Cost of production 
{iv) Cost of goods sold 
(vi Cost of sales 
(vii Profit/ loss (MTP 10 Marks Moy'20 & Oct'23} 

Answer 13 

12,56,000 

14,22,000 
28,57,000 

1,34,oo,ooo 
37,50,000 
21,25,000 

10,34,000 
7,50,000 

26,000 

Cost Sheet of M/s A&R Brothers for the month ended March 2020: 
Particulars Amount (Rs.l Amount (fls.) 

(i) Materials consumed: 
- Opening stock 6,06,000 

- Add: Purchases - 28,57,000 , 
34,63,000 

- Less: Closing stock (7,50,000) 27,13,000 
Direct wages 37,50,000 

(ii I Prime cost 64,63,000 
Factory expenses 21,25,000 

85,88,000 
Add: Opening W -1-P 12,56,000 
Less: Closing W -1-P (14,22,000) 
Factory cost 84,22,000 
Less: Sale of scrap (26,000) 

(iii) Cost of Production 83,96,000 
Add: Opening stock of fi nished goods 3,59,000 
Less: Closing stock of finished goods (3,09,000) 

(iv) Cost of Goods Sold 84,46,000 
Office and administration expenses 10,34,000 
Selling and distr ibution expenses 7,50,000 

(v) Cost of Sales 1,02,30,000 
{vi) Profit (balancing figure) 31,70,000 

Sales 1,34,00,000 

Question 14 

Xim Ltd . manufactures two types of boxes 'Super' a nd 'Normal'. The cost data for the year ended 31st 

March, 2021 is as follows : 

'"' Direct Materh1ls 12,00,000 
Direct Wages 6,72,000 
Production Overhead 2,88,000 
Total 21,60,000 
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~ 
There was no work-in-progress at the beginning or at the e nd of year. It is further ascertained that: 
1. Direct materials cost per unit in 'Super' was twice as much of direct material in 'Normal' . 
2. 2% cash discount was received for payment made within 30 days to the creditors of Direct materials. 
3 . Direct wages per unit for 'Normal' were 60% of those of 'Super' . 
4 . Production overhead per unit was at same rate for both the types of boxes. 
5. Administration overhc,ad was 200% of direct labour for c,ach type,. 
6. Selling cost was 'I: 1 per 'Super' type. 
7Pdi did" h fll . ro uct on an S3 CS uring t c, year were as 0 ows: 

Production Sales 
Type No. of units Type No. of units 

Super 60,000 Super 54,000 

Normal 1,80,000 
8. Selling price was" 30 per unit for 'Super'. 
9. Company was also involved in a copyright infringement case related to the manufacturing process of 

'Super' production. As pc,r the verdict, It had to pay penalty of" 50,000. 
PREPARE Cost Sheet of Xim Ltd. for 'Super' showing: 
(i) Cost per unit and Total Cost 
(ii) Profit per unit and Total Profit (MTP 10 Marks Oct'21, PYP 10 Marks Nov'20} 

Answer 14 
Cost Sheet of 'Super' 

Particu lars Per unit (") 
Di rect materials (Working no te- (i)) 
Direct wages (Working note- (ii)) 

Prime cost IJ 11 \\ 
Production ove rhead (Working note- (iii)) II 

Factory Cost 
Administrat ion Overhead {200% of d irect wages) 

Cost of production 
Less: Closing stock {60,000 units -54,000 units) 

Cost of goods sold i.e. 54,000 units 
Selling cost 
Cost of sales/ Total cost 
Profit 
Sales value (" 30 x 54,000 units) 

Working Notes: 
(i) Di rect material cost per unit of 'Normal' = M 

Direct material cost per unit of 'Super' = 2M 

I I \ 

~ 

Tota l Direct Materia l cost= 2M x 60,000 units + M x 1,80,000 units 
Or, Rs. 12,00,000 = 1,20,000 M + 1,80,000 M 

M = Rs.12,00.000 = R 4 Or, 3,oo,ooo s. 
There fo re, Direct materia l Cost per unit of 'Super' = 2 x 'I: 4 = 'I: 8 

(ii) Direct wages per unit for 'Super' = W 
Direct wages per unit for 'Normal' = 0.6W 

8.00 

4.00 
12.00 

1.20 
13.20 

8.00 
21.20 

. 

21.20 
1.00 

22.20 
7.80 

30.00 

So, {W x 60,000) + (0.6W x 1,80,000) = 'I: 6, 72,000 
W = 'I: 4 per unit 

(iii) P d I h d I ~2
·
99

·
000 R 120 ro uct on ove r ea per un t = (GO.OOO + 1_80,

0001 
= s. · 

Production overhead for 'Super'= 'I: 1.20 x 60,000 units =" 72,000 
Notes: 

Total (") 
4,80,000 
2,40,000 

7,20,000 
72,000 

7,92,000 
4,80,000 

12,72,000 
1,27,200 

11,44,800 
54,000 

11,98,800 
4,21,200 

16,20,000 

1. Administration overhead is specific to the product as it is directly re lated to d irect labour as mentioned 
in t he Question and hence to be considered in cost of production only. 

2. Cash d iscoun t is t rea ted as interest and finance charges; hence, it is ignored. 
3. Pena lty paid against t he copyright infringement case is an abnormal cost; he nce, not included 
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Question 15 

The following data relates to manufacturing of a standard product during the month of February, 2022: 
Particulars Amount (in 0:) 
Stock of Raw material as on 01·02·2022 1,20,000 
Work in Progress as on 01-02-2022 75,000 
Purch3sc, of Raw m3terlal 3,00,000 
Carriage Inwards 30,000 
Direct Wages 1,80,000 
Cost of special drawini: 45,000 
Hire charges paid for Plant (Dlroct) 36,000 
Return of Raw Material 60,000 
Carriage on return 9,000 
Expenses for particioation in Industrial exhibition 12,000 
Maintenance, of office bulldini: 3,000 
Sal:iry to office st:iff 37,500 
legal charges 3,750 
Depreciation on Delivery van 9,000 
Warehousing chari:es 2,250 
Stock of Raw material as on 28-02·2022 45,000 
Stock of Work in Progress as on 28-02·2022 36,000 

• Store overheads on materials are 10% of material consumed. 

• Factory overheads are 20% of the Prime cost. 
• 10% of the output was rejc,cted 11nd a sum of,,: 7,500 was realized on sale of scrap. 
• 10% of the finished product was found to be defective and the defective products were rectified at 

an additional expenditure which is equivalent to 20% of proportionate direct wages. 
• The total output was 8,000 units during the month. 

You are required to PREPARE a Cost Sheet for the above period showing the: 
(I) Cost of Raw Material consumed. 
(ii) Prime Cost 
(iii) Work Cost 
(iv) Cost of Production 
(v) Cost of Sales (MTP 10 Marks Mar'22, PYP 10 Marks Jul'Zl} 

Answer 15 
Statement of Cost for the month of February, 2022 

Particulars Amount (0:) 
(i) Cost of Material Consumed: 

Raw materials pu rchased (0: 3,00,000 - 0: 60,000) 2,40,000 
Carriage inwards 30,000 

Add: Opening stock of raw materials 1,20,000 

l ess: Closing stock of raw materia ls (45,000) 
Direct Wages 
Direct expenses: 

Cost of special drawing 45,000 
Hire charges paid for Plant (Direct) 36,000 

(ii) Prime Cost 
Carriage on retu rn 9,000 
Sto re overheads (10% of material consumed) 34,500 
Factory overheads (20% of Prime cost) 1,21,200 

Additional expenditure for rectification of defective 3,240 
products (refer working note) 

Amount (O:l 

3,45,000 
1,80,000 

81,000 
6,06,000 

1,67,940 
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~ 
Gross factory cost 

Add: Opening value of W-1-P 

l ess: Closing value of W -1-P 

(iii ) Works/ Factory Cost 
l ess: Rea lisable value on sale of scrap 

(iv} Cost of Production 
Add: Opening stock of finished goods 

less: Closing stock o f fin ished goods 

Cost of Goods Sold 
Administrative overheads: 

Maint enance of office building 

Salary paid to Office st aff 

l egal Charges 

Sell ing overheads: 

Expenses for part icipat ion in Industrial exh ibition 

Distribution overheads: 

Depreciation on delivery van 

Warehousing charges 

(v) Cost of Sales 
Working Notes: 
1. Number of Rectified un its 

Tot al Output 
l ess: Rejected 10% 
Finished product 
Rectified units (10% of finished product) 

2. Proportionate additional expenditure on 720 units 
= 20% of proportionate direct w ages 
= 0.20 X ("; 1,80,000/8,000) X 720 
= "t 3,240 

3,000 

37,500 
3,750 

12,000 

8,000 units 

800 units 
7,200 units 

720 units 

9,000 
2,250 

7,73,940 
75,000 

(36,000) 
8,12,940 

(7,500) 

8,05,440 
-
. 

8,05,440 

44,250 

12,000 

11,250 
8,72,940 

EXAM INSIGHTS: This practical problem required preparation of cost sheet. Var ious items w ere given for 

adjustment. Most of the examinees w ere confused about the t reatment of some items like cost of special 
drawing, hire charges paid for p lant, ca rr iage on return and general overheads. Overall performance of the 

examinees was poor. 

Question 16 

Followine information obtained from the records of a Manufacturine Company for the month of March: 
Direct labour cost ii; 25,000 being 150% of works overheads. 
Cost of goods sold excluding administrative expenses ~ 75,000. 
I h d h f II d I . balances: nventory accounts s owe t e o owing opening an cosing 

March 1 (,,:) March 31 (,,:) 

Raw materials 11,600 15,370 
Work-in-progress 15,225 21,025 
Finished goods 25,520 27,550 

Other information is as follows: 
(";) 

Selling expenses 6,125 
General and administration expenses 4,375 
Sales for the month 1,0S,250 

Required to: 
(i) FIND out the value of materials purchased. 
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(ii) PREPARE a cost statement showing the various elements of cost and also the profit earned. 
(MTP 10 Marks Mar'23, SM} 

Answer 16 
(i) Computation of the value of materials purchased 

To find out the value of materials purchased, reverse calcu lations from the eiven data c:>n be presented 
as below: 

Particulars (~) 
Cost of goods sold 75,000 

Add: Closing stock of finished goods 27,550 
Less: Opening stock of fin ished goods (25,520) 
Cost of production 77,030 

Add: Closing stock of work-in-progress 21,025 
Less: Opening stock of work-in-progress (15,225) 
Works cost 82,830 
Less: Factory overheads: (~25,000><100/150) (16,667) 
Prime cost 66,163 
Less: Di rect labour (25,000) 
Raw material consumed 41,163 
Add: Closing stock of raw materials 15,370 
Raw materials avai lable 56,533 
Less: Opening stock of raw materials (11,600) 
Value of materials purchased 44,933 

(ii} Cost statement - - - .- ·, - - .. 
I! I I I C I (~) 

Raw material consumed [Refer to statement (i) above) / I : I i I 41,163 
Add: Direct I a bou r cost I , I I ~ . .J_; 25,000 
Prime cost 66,163 
Add: Factory overheads 16,667 
Works cost 82,830 
Add: Opening work-in-progress 15,225 
Less: Closing work-in-progress (21,025) 
Cost of production 77,030 
Add: Opening stock of finished goods 25,520 
Less: Closing stock of finished goods (27,550) 
Cost of goods sold 75,000 
Add: General and administration expenses 4,375 
Add: Selling expenses 6,125 
Cost of sales 85,500 
Profit (sales i.e ~1,05,250 - Cost of sa les i.e ~ 85,500) 19,750 
Sales 1,05,250 

Question 17 
G Ltd. manufactures leather bags for office and school purposes. The following information is related with 
the production of leather bags for the month of September, 2021. 
(1) leather sheets and cotton clothes are the main inputs and the estimated requirement per bag is 

two metres of leather sheets and one metre of cotton cloth. 2,000 metre of leather sheets and 1,000 
metre of cotton cloths are purchased at ~ 3,20,000 and ~ 15,000 respectively. Freight paid on 
purchases Is ~ 8,SOO. 

(2) Stitching and finishing need 2,000 man hours at~ 80 per hour. 
(3) Other direct costs of~ 10 per labour hour is incurred. 
(4) G Ltd. have 4 machines at a total cost of~ 22,00,000. Machines have a life of 10 years with a scrap 

value of 10% of the original cost. Depreciation is charged on a straight-line method. 
(5) The monthly cost of administration and sales office staffs are~ 45,000 and~ 72,000 respectively. G 
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~ 
Ltd. pays ~ 1,20,000 per month as rent for a 2,400 sq . feet factory premises. The administrative and 
sales office occupies 240 sq. feet and 200 sq. feet respectively of factory space. 

(6) Freight paid on delivery of finished bags is~ 18,000. 
(7) During the month, 35 kgs of scrap (cuttings of leather and cotton) are sold at a-: 150 per kg. 
(8) There are no opening and closing stocks of input materials . There is a finished stock of 100 bags 

In stock at the end of the month . 
You are required to prepare a cost sheet in respect of above for the month of September 2021 s howing: 
(I) Cost of Raw Material Consumed 
{ii) Prime Cost 
(iii) Works/ Factory Cost 
(iv) Cost of Production 
(v) Cost of Goods Sold 
(vi) Cost of Sales (PYP 10 Marks Dec'21, RTP Nav'19} 
Answer 17 
No. of bags manufactured = 1,000 units 

Cost sheet for the month of September 2021 
Particulars Total Cost ("C) 

1. Direct materials consumed: 
- Leather sheets 
- Cotto n cloths 

Add: Freigh t paid on pu rchase 
(i) Cost of material consumed 

2. Direct wages (,:so x 2,000 hours) 
3. Direct expenses {S:10 x 2,000 hours) 
4. (ii) Prime Cost JI 
5. Factory Overheads: Depreciation on machines ;v~' {(a-: 22,00,000 x 90%) + 120 months} 

Apportioned cost of facto rv rent 
. 

6. (iii} Works/ Factory Cost 
7. Less: Realisable value of cuttings (~150x35 kg.) 
8. (iv) Cost of Production 
9. Add: Opening stock of bags 
10, Less: Closing stock of bags (100 bags x "632.75) 
11 . (v) Cost of Goods Sold 
12. Add: Administrat ive Ove rheads: 

- Staff salary 
- Apportioned rent for administrative office 

13. Add: Selling and Distribution Overheads 
- Sta ff salary 
- Apportioned re nt for sales office 
- Freight paid on delivery of bags 

14. (vi) Cost of Sales 
Apportionment of Factory rent: 
To factory building {(S: 1,20,000 + 2400 sq. feet) x 1,960 sq. feet} = " 98,000 
To administrative office {(S: 1,20,000 + 2400 sq. feet} x 240 sq. feet)='{ 12,000 
To sale office {(S: 1,20,000 + 2400 sq. feet) x 200 sq. feet} = ,: 10,000 

3,20,000 
15,000 

8,500 
3,43,500 
1,60,000 

20,000 
5,23,500 

16,500 

98,000 
6,38,000 

{5,250) 
6,32,750 

0 
(63,275) 
5,69,475 

45,000 
12,000 

72,000 
10,000 
18,000 

7,26,475 

Cost per unit {'I:) 

320.00 
15.00 
8.50 

343.50 
160.00 
20.00 

523.50 
16.50 

98,00 
638.00 
{5.25) 

632.75 

632.75 

50.00 
13.33 

80.00 
11.11 
20.00 

807.19 

EXAM INSIGHTS: This Numerical problem on preparation of Cost Sheet ; Cost of raw material consumed, 
Prime Cost , Works cost , Production Cost, Cost of Goods Sold and Cost of sales were required to be 
calculated after making adjustments for given relevant it ems. Most of the examinees were not well versed 
about the treatment of some items like sale of scrap, office rent and valuation of closing stock. Overall 
performance of the examinees was poor. 
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Question 18 

Wlwltsu Ltd. manufactures two types of masks- 'Disposable Masks' and 'Cloth Masks'. The cost data for the 
year ended 31" March, 2022 is as follows: 

' Direct Materi:>ls 12,so,000 
Direct Wages 7,00,000 
Production Ovc,rhead 4,00,000 
Total 23,50,000 

It is further ascertained that: 
• Direct material cost per unit of Cloth Mask was twice as much of Direct material cost per unit of 

Disposable Mask. 
• Direct wages per unit for Disposable Mask were 60% of those for Cloth Mask. 
• Production overhead per unit was at same rate for both thi> typi>s of the m:>sks. 
• Administration overhead was SO% of Production overhead for each type of mask. 
• Selling cost was~ 2 per Cloth Mask. 
• Selling Price was 111( 35 per unit of Cloth Mask. 
• No. of units of Cloth Masks sold- 45,000 
• No. of units of Production of 

Cloth Masks: 50,000 
Disposable Masks: 1,50,000 
You are required to prepare a cost sheet for Cloth Masks showing: 
(i) Cost per unit and Total Cost. 
(ii} Profit per unit and Total Profit. {PYP 10 Marks Nov'22} {RTP Jan'25} 

Answer 18 
Preparation of Cost Sheet for Cloth Masks 
No. of units produced 
No. of units sold 

Particulars 
Direct materials (Working note- (i)) 
Direct wages (Working note- (ii)) 
Prime cost 

= 50,000 units 
= 45,000 un its 

Production overhead (Working note- (iii )) 
Factory Cost 
Administrat ion Overhead* (50% of Product ion Overhead) 
Cost of production 
Le ss: Closing stock (50,000 units -45,000 units) 
Cost of goods sold i.e. 4 5,000 units 
Selling cost 
Cost of sales/ Total cost 
Profit 
Sales value (~ 35 x 45,000 units) 

Working Notes: 
(i) Direct material cost per unit of Disposable Mask= M 

Dire ct ma terial cost pe r unit of Cloth Mask = 2M 

Per unit(~) 
10.00 

5.00 
15.00 

2.00 
17.00 

1.00 
18.00 

-
18.00 

2.00 
20.00 
15.00 
35.00 

Total (~} 

5,00,000 
2,50,000 
7,50,000 
1,00,000 
8,50,000 

50,000 
9,00,000 
(90,000) 
8,10,000 

90,000 
9,00,000 
6,75,000 

15,75,000 

Total Direct Material cost = 2M x 50,000 units+ M x 1,50,000 units 
Or, 'i: 12,50,000 = 1,00,000 M + 1,50,000 M 

0 M = Rs.12,50.000 = R 5 r, 2,so,000 s . 

Therefore, Direct material Cost per unit of Cloth Mask = 2 x ~ 5 = ~ 10 
(ii) Direct wages per unit for Cloth Mask = W 

Direct wages per unit for Disposable Mask = 0.6W 
So, (W x 50,000) + (0.6W x 1,50,000) = ~ 7,00,000 
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~ 
W = '( 5 per uni t 
There fore, Direct material Cost per unit of Cloth Mask= '( 5 

( ) P d . h d . Rs.4,0o,ooo 
2 iii ro uct1on over ea per unit = (S 

150 
= Rs. 

0,000+ . .000) 

Production overhead for Cloth M ask = II: 2 x 50,000 units = II: 1,00,000 
* Administration overhead is related to production overhead in the quest ion and hence to be considered 
in cost of production only. 

EXAM INSIGHTS: This Numerical problem on preparation of Cost Sheet requiring ca lculation of Cost per 

unit, Total Cost, Profit per unit and Total Profit . Most of t he examinees failed t o calculate Direct Materials 
and Direct W ages cost correctly. Overall performance of the examinees was poor. 

Question 19 

The followine data relate to the manufacture of" product 'V0-100* durine the month of October 2023: 
Good units produced 12,600 
Units Sold 11,800 
Direct wages '( 8,82,000 
Administrative Overhe:ids lit 4, 72,000 
Selling price per unit '( 416 
Each unit produced requires 2 kg. of material 'Z'. Cost of material 'Z' is 'I: 72 per kg. 10% of thc production 
has been scrapped as bad and fetches '( 45 per unit. Factory overheads are 80% of wages. Selling and 

distribution overheads ,.,., ~ 54 per unit sold. There is no opening or closing stock of matcri:il :ind work in 
progress. You are requ ired to find out total cost of sales and profit for the month of October 2023. 

(PYP 6 Marks Nov'23) 

Answer 19 

Since 10% units are scrapped. 
Units produced (tota l) is 14,000 {12,600/90%) 

Calculation of cost of sales and profit 

Particulars '( 

Raw Material (28,000 >< '( 72) 20,16,000 

Wages 8,82,000 
Prime Cost 28,98,000 

Factory overheads 7,05,600 

Factory Cost 36,03,600 
Sale of Scrap (1,400 x '( 45) (63,000) 

Cost of Production 35,40,600 

L Cl · S k f f' · h d d (' 
35

.4°,
600 

ess: os,ng toe o m,s e goo s 
12

_
600 

x aoo) 2,24,800 

Cost of goods sold 33,15,800 
Add: Administration overheads 4, 72,000 
Add: Selling & Distribution overheads (~ 54 x 11,800) 6,37,200 
Cost of Sales 44,25,000 
Sales (11,800 x '( 416) 49,08,800 

Profit 4,83,800 

EXAM INSIGHTS: Question requiring calculation of total cost of sales and profit for the month of a product 
based on the details given in the question, Most of the examinees could not calculate the input quantity 
correctly after adjusting for scrapped units. Hence Material cost was calculated wrongly which resulted in 

wrong calcu lation of total cost of sa les. Performance of the examir,ees was poor. 
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Question 20 

Luxury Designer Pvt. Ltd. is a manufacturing company, which manufactures readymade dc,signer shirts. It has 
four customers: two wholesale category customers and two retail category customers. It has developed the 
following Activity• Based Costing system: 

Activity Cost Driver Rate ('<) 
Order Processing 1,260 per purchase order 
Customer Visits 1,500 per customer visit 
Regular Delivery 30 per delivery Km. travelled 
Expedited Delivery 4,490 per expedited delivery 

List selling price per shirt is '< 1,000 and average cost per shirt is '< 600. CEO of Luxury Designer Pvt. Ltd . 
wants to evaluate tho profitability of each of the four customers for the year 2023, to explore opportunities 
for increasing profitability of his Company in the next year 2024. The following data in context of four 
customers are available for 2023: 

Wholc,s:,lo Customers Retail Customers 

WC•l WC•2 RC•l RC-2 
Number of Purchase orders so 65 224 245 
Number of Customer visits 10 13 25 22 
Regular Deliveries 46 52 175 198 
Kilometers travelled per delivery 20 15 10 25 
Expedited Deliveries 5 16 so 62 
Average Number of Shirts per Shirt 215 110 18 15 
Average Selling Price per Shirt '< 700 '< 800 '<"900 '< 950 

You are required to: 
Calculate the customer-level operating income and operating income as a% of revenues in 2023 and rank 
them on the basis of relative profitability. {PYP 8 Marks May '24} 

Answer 20 
Working note: 
Computation of revenues (at listed price), discount, cost of goods sold and customer level operating 
activities costs: 

Wholesale Category Retail Category 
Customers Customers 

WC·l WC-2 RC·l RC·2 

Number of sh irt s sold (a) 10,750 7,150 4,032 3,675 
(21Sx50) (110x65) (18x224) (1Sx245) 

Revenues (at listed price) ('<) : (b) {(a) x '< 1,000)} 1,07,50,000 71,50,000 40,32,000 36,75,000 
Discount ('!:): (c) {(a) x Discount per sh irt) 32,25,000 14,30,000 4,03,200 1,83,750 

Cost of shirts (>.:) : (d) {(a) x '< 600) 64,50,000 42,90,000 24,19,200 22,05,000 
Order taking costs ('<): 63,000 81,900 2,82,240 3,08,700 
(No. of purchase x '<1,260} 
Customer visits costs {'<) 15,000 19,500 37,500 33,000 
(No.of customer visits x I!: 1,500) 
Delivery ve hicles travel costs ('<)(Kms travelled by delive ry 
vehicles x 'I: 30 pe r km.) 27,600 23,400 52,500 1,48,500 
Cost of expedit ing deliveries (~) 
{No. of expedited deliveries x '< 4,490} 22,450 71,840 2,24,500 2,78,380 
Total cost of customer level operati ng activities('<) 1,28,050 1,96,640 5,96,740 7,68,580 

Computation of Customer level operating income 
Wholesale Category Customers Retail Category Customers 
WC-1 WC-2 RC·l RC-2 

Revenues (At list price) 
(Refer to working note) 1,07 ,50,000 71,50,000 40,32,000 36,75,000 
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~ 
Less: Discount (Refer t oworking note) 32,25,000 14,30,000 4,03,200 1,83,750 

Revenue 75,25,000 57,20,000 36,28,800 34,91,250 

(At actua l price) 

Less: Cost of shirts (Refer to working note) 64,SO,OOO 42,90,000 24,19,200 22,05,000 
Gross m argin 10,75,000 14,30,000 12,09,600 12,86,250 
Less: Customer level operating activities 1,28,0S0 1,96,640 5,96, 740 7,68,580 
costs(Re fer to working note) 

Customer level operating income 9,46,950 12,33,360 6,12,860 S,17,670 
Operating income as a % of revenues 12.584% 21.562% 16.889% 14.828% 

Rank IV I II 111 

Question 21 ri LOR 

Vivit Su Ltd. has the capacity to produce 2,00,000 un its of a product every month. Its works cost at varying 
levels of production is as under: 

Level Works cost per unit (Rs.) 
10% 400 
20% 390 
30% 380 
40% 370 
SO% 360 
60% 350 
70% 340 
80% 330 C', n, 
90% 320 \\ // I 

100% 310 
Its fixed :idministra>tion expenses amount to Rs 3,60,000 and fixed marketin£ expenses amount to Rs 4,80,000 
per month respectively. The variable distribution cost amounts to ~ 30 per unit. 
It can sell 100% of its output at" 500 per unit provided it Incurs the followine further expenditure: 
(i) It gives gift items costing~ 30 per unit of sa le; 

(ii) It has lucky draws every month giving the first prize of Rs. 60,000; 2nd prize of Rs. 50,000, 3rd. prize 
of Rs. 40,000 and ten consolation prizes of Rs. S,000 each to customers buying the product. 

(ill) It spends Rs .2,00,000 on refreshments served every month to its customers; 
(iv) It sponsors a television programmer every week at a cost of Rs.20,00,000 per month. 

It can market SO% of its output at " 560 by Incurring expenscs raferred from {Ii) to (iv) above and 30% 
of its output at~ 600 per unit without incurring any of the expenses referred from (i) to (iv) above. 
PREPARE a cost shaet for the, month showing total cost and profit at 30%, SO% and 100% capacity 
level & COMPARE its profit. 
{MTP 10 Marks, Oct'20} {Same concept different figures MTP 10 Marks Apr'22, SM} 

Answer 21 
Cost Sheet {For the month) 

Level of Capacity 30% 50% 100% 
60,000 units 1,00,000 units 2,00,000 units 

Per unit(~) Total (~) Per unit(~) Total(~) Per unit(~) Total(~) 
Works Cost 380.00 2,28,00,000 360.00 3,60,00,000 310.00 6,20,00,000 
Add: Fixed administration 6.00 3,60,000 3.60 3,60,000 1.80 3,60,000 

expenses 

Add: Fixed marketing expenses 8.00 4,80,000 4.80 4,80,000 2.40 4,80,000 

Add: Var iable distribution cost 30.00 18,00,000 30.00 30,00,000 30.00 60,00,000 

Add: Specia l Costs: 
. Gift items costs . . . . 30.00 60,00,000 
. Customers' prizes* . . 2.00 2,00,000 1.00 2,00,000 
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. Refreshments - . 2.00 2,00,000 1.00 2,00,000 

. Television programme 
sponsorship cost - . 20.00 20,00,000 10.00 20,00,000 

Cost of sales 424.00 2,54,40,000 422.40 4,22,40,000 386.20 7, 72,40,000 
Profit (Bal. fig.) 176.00 1,05,60,000 137.60 1,37,60,000 113.80 2,27,60,000 
S.1l cs revenue 600.00 3,60,00,000 560.00 5,60,00,000 500.00 10,00,00,000 
* Customers' prize cost: 

Particulars Amount(~) 

1st Prize 60,000 

2nd Prize 50,000 

3rd Prize 40,000 

Consolation Prizes (10 x ~ 5,000) 50,000 
Total 2,00,000 

Comparison of Profit 
30% capacity SO% capacity 100% capacity 

Rs. 176/Rs. 600 X 100 Rs. 137.6 / Rs. 560 X 100 Rs.113.8 / Rs.SOC X 100 
29.33 % 24.57% 22.76% 

Profit (in value as wel l as in percentage) is higher at 30% level of capacity t han that at 50% and 100% level of 
capacity. 

Question 22 

Following information relate to a manufacturing concern for the year ended 31st March, 2023: 
(~) 

Raw Material ( opening) ..... , 
' I I I 2,28,000 

Raw Material (closing) \/ I I I I I 3,05,000 
Purchases of Raw Material 43,50,000 
Freight Inwards 1,20,000 
Direct wages paid 12,S6,000 
Direct wages-outstanding at the end of the year 1,S0,000 
Factory Overheads 20% of prime cost 
Work-in-progress (opening) 1,92,500 
Work-in-progress (closing) 1,40,700 
Administrative Overheads (related to production) 1,73,000 
Distribution Expenses ~ 16 per unit 
Finished Stock (opening)- 1,320 Units 6,08,500 
Sale of scrap of material 7,000 

The firm produced 14,350 units of output during the year. The stock of finished goods at the end of the 
year is valued at cost of production. The firm sold 14,903 units at a price of ~579 per unit during the year. 
PREPARE cost sheet of the firm. {MTP 8 Marks Apr'Z4, RTP May'19, PYP May'18, 10Marks) 

Answer 22 
Cost sheet for the yea r ended 31st March, 2023. 
Units produced - 14,000 units 
Un its sold - 14,153 units 
Particulars 
Raw materials pu rchased 
Add: Fre ight Inward 
Add: Opening value of raw materials 
Less: Closing value of raw materia ls 

Less: Sale of scrap of materia l 
Materials consumed 

Amount(~) 
43,50,000 

1,20,000 
2,28,000 

(3,05,000) 
43,93,000 

(7,000) 
43,86,000 
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~ 
Direct Wages (12,56,000 + 1,50,000) 14,06,000 
Prime Cost 57,92,000 
Factory overheads (20% of Prime Cost ) 11,58,400 
Add: Opening val ue of W-1-P 1,92,500 
Less: Closing value of W-1-P (1,40,700) 
Factory Cost 70,02,200 
Add: Administra tive overheads 1,73,000 
Cost of Production 71, 75,200 
Add: Value of opening finished stock 6,08,500 
Less: Value of closing finished stock[~ 500(71,75,200/14,350) x 767] 

(1,320 + 14,350 - 14,903 = 767 units) (3,83,SOO) 
Cost of Goods Sold 74,00,200 
Distribution expenses (~16 x 14,903 units) 2,38,448 
Cost of Sales 76,38,648 
Profit (Balancing figure) 9,90,189 
Sales (~ S79 x 14,903 units) 86,28,837 

C•i'I¥iiM,F¥-III 
Impact Ltd. providl!s you the following det11lls of its expenditures for tho year anded 31st March, 2021: 
Sr. No. Particulars Amount(' ) Amount(~) 
(i) Raw materials purchased 5,00,00,000 
(ii} GST paid under Composition scheme 10,00,000 
(iii) Frci&ht Inwards 7 ',\ nn . ., r 5,20,600 
(iv) Trade discounts received )( I \\ II II "-.. I 10,00,000 
(v) Wages paid to factory workers I "'\'il, 15,20,000 
(vi) Contribution made towards employees' PF & ESIS . 

:..:_;,. ' 1,90,000 
{vii) Production bonus paid to factory workers 1,50,000 
(viii) Fee for technical 11ssistance 1,12,000 
(ix) Amount paid for power & fuel 2,62,000 
(x) Job charges paid to job workers 4,50,000 
(xi) Stores and spares consumed 1,10,000 
(xii) Depreciation on: 

Factory building 64,000 
Office building 46,000 
Plant & Machinery 86,000 1,96,000 

(xiii) Salary paid to supervisors 1,20,000 
(xiv) Repairs & Maintenance paid for: 

Plant & Machinery 58,000 
Sales office building 50,000 
Vehicles used by directors 20,600 1,28,600 

(xv) Insurance premium paid for: 
Plant & Machinery 31,200 
Factory building 28,100 59,300 

(xvi) Expenses paid for quality control check activities 25,000 
(xvii) Research & development cost paid for improvement in 

production process 48,200 
(xviii) Expenses paid for administration of factory work 1,38,000 
(xix) Salary paid to functional mangers: 

Production control 4,80,000 
Finance & Accounts 9,60,000 
Sales & Marketing 12,00,000 26,40,000 

(xx) Salary paid to General Manager 13,20,000 
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(xxi) Packing cost paid for: 

Primary packing necessary to maintain quality 1,06,000 
For rc•distrlbution cf finished goods 1,12,000 2,18,000 

()O(ii) Interest and finance charges paid (for usage of non• equity 
fund) 3,50,000 

(xxiii) Fee, paid to auditors 1,801000 
()O(iv) Fc,c paid to legal advisors 1,20,000 
()O(V) Fee paid to independent directors 2,40,000 
()O(Vi) Payment for maintenance of website for online sales 1,80,000 
()()(Vii) Performance bonus paid to sales staffs 2,40,000 
(xxviii) Value of stock as on 1st April, 2020: 

Raw matarials 9,00,000 
Work-in-process 4,00,000 

Finished goods 7,00,000 20,00,000 
(xxix) Value of stock as on 31st March, 2021: 

Raw materials 5160,000 
Work•in•procass 2,so,000 
Finished goods 11,90,000 20,00,000 

Amount realized by selling of waste generated during manufacturing process - '{ 66,000/· 
From the above, data, you arc raquirc,d to PREPARE Statement of cost of Impact Ltd . for the year ended 31st 
March, 2021, showing (i) Prime cost, (ii) Factory cost, (iii) Cost of Production, (iv) Cost of goods sold and (v) 
Cost of sales. {RTP Nov'Zl} 

Answer 23 
. I . Statement of Cost of Impact Ltd for the year ended 31st March 2021· 

SI.No. Particulars Amount('{) Amount('{) 
( i) Mater ial Consumed: l I V 

Raw materials purchased 5,00,00,000 

GST paid under Composition scheme* 10,00,000 

Freight inwards 5,20,600 

l ess: Trade discounts received (10,00,000) 
Add: Opening stock of raw materials 9,00,000 
l ess: Closing stock of raw materials (5,60,000} 5,08,60,600 

(ii) Direct employee (labour) cost: 

Wages paid to factory workers 15,20,000 
Contribution made towards employees' PF & ESIS 1,90,000 
Production bonus paid to factory workers 1,50,000 18,60,000 

(iii ) Direct expenses: 
Fee fo r technical assistance 1,12,000 

Amount paid for power & fuel 2,62,000 
Job charges paid to job workers 4,50,000 8,24,000 
Prime Cost 5,35,44,600 

( iv) Works/ Factory overheads: 

Stores and spares consumed 1,10,000 

Depreciation on factory build ing 64,000 
Depreciation on plant & machinery 86,000 
Repairs & Maintenance paid for plant & machinery 58,000 

Insurance premium paid for plant & machinery 31,200 

Insurance premium paid for factory building 28,100 

Salary paid to supervisors 1,20,000 4,97,300 
Gross factory cost 5,40,41,900 
Add: Opening value of W-1-P 4,00,000 

l ess: Closing value of W -1-P (2,50,000) 
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Factory Cost 5,41,91,900 

(v) Quality control cost : 
Expenses paid for quality control check activities 25,000 

(vi) Research & development cost paid for improvement ir 
production process 48,200 

(vii} Administration cost related with production: 
-Expenses paid for administration of factory work 1,38,000 
-Salary paid to Production control manager 4,80,000 6,18,000 

(viii} l ess: Realisable value on sale of scrap and waste {66,000) 
(ix} Add: Primary packing cost 1,06,000 

Cost of Production 5,49,23,100 
Add: Opening stock of finished goods 7,00,000 
l ess: Closing stock of finished goods (11,90,000) 
Cost of Goods Sold 5,44,33,100 

(x) Administrative overheads: 
Depreciation on office bu ilding 46,000 
Repairs & Maintenance paid for ve hicles used by directors 20,600 
Salary paid to Manager- Finance & Accounts 9,60,000 
Salary paid to General Manager 13,20,000 
Fee paid to auditors 1,80,000 
Fee paid to legal advisors 1,20,000 
Fee paid to independent directors 2,40,000 28,86,600 

(xi) Sell ing overheads: 
Repairs & Maintenance paid for sales office building S0,000 
Salary paid to Manager- Sales & Marketing 12,00,000 
Payment for maintenance of website for onl ine sales 1,80,000 
Performance bonus paid to sales staffs 2,40,000 16,70,000 

(xii) Packing cost paid for re-distribution of finished goods 1,12,000 
(xiii) Interest and finance charges paid 3,50,000 

Cost of Sales 5,94,51, 700 
* GST paid under Composition scheme would be included under cost of material as it is not el igible for input 
tax cred it . 

Tho following data arc available from the books and records of Q Ltd. for the month of April 2020: 
Direct Labour Cost = "; 1,20,000 (120% of Factory Overheads) 
Cost of Sales = ~ 4,00,000 
Sales = >; 5,00,000 
Accounts show the following figures: 

1st April, 2020 (>;) 30th April, 2020 (~) 
Inventory: 
Raw material 20,000 25,000 
Work-in-progress 20,000 30,000 
Finished goods 50,000 60,000 
Other details : 
Selline c,xocnses 22,000 
Gcncr:il & Admin. axpcnses 18,000 

You are required to prepare a cost sheet for the month of April 2020 showing: 
(i) Prime Cost 
(ii} Works Cost 
(iii) Cost of Production 
(iv) Cost of Goods sold 
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(v) Cost of Sales and Profit earned . (PYP 10 Marks Jan'2l} 
Answer 24 

Cost Sheet for the Month of April 2020 

Particulars 
Opening stock of Raw Material 

Add: Purchases [Refer Working Note-2] 

Less: Closing stock of Raw Material 

Raw material consumed 

Add: Direct labour cost 

Prime cost 
Add: Factory overheads 

Gross Works cost 

Add: Opening work-in -progress 

Less: Closing work-in-progress 

Works Cost 
Cost of Production 
Add: Opening stock of finished goods 

Less: Closing stock of finished goods 

Cost of goods sold 
Add: General and administration expenses• 

Add: Selling expenses 

Cost of sales 
Profit (Balancing figure("! 5,00,000 - '\: 4 ,00,000)} 

Sales 

('\:) 
20,000 

1,65,000 
(25,000) 
1,60,000 

1,20,000 
2,80,000 
1,00,000 
3,80,000 

20,000 
(30,000) 

3,70,000 
3,70,000 

50,000 
{60,000) 

3,60,000 
18,000 
22,000 

4,00,000 
1,00,000 

s,00,000 
*General and administration expenses have been assumed as not relating to the production activity. 

Working Note: 

1. Computation of the raw material consumed 
Particulars ("!) 
Cost of Sales 4,00,000 

Less: General and administration expenses {18,000} 

Less: Sel ling expenses (22,000} 

Cost of goods sold 3,60,000 
Add: Closing stock of finished goods 60,000 

Less: Opening stock of fin ished goods (50,000} 

Cost of production/Gross works cost 3,70,000 

Add: Closing stock of work-in-progress 30,000 
Less: Opening stock of work-in• progress (20,000} 

Works cost 3,80,000 
L F h d (Rs.1.20.000 X OO} ess: actory over ea s 

120 
1 (1,00,000} 

Prime cost 2,80,000 
Less: Di rect labour (1,20,000} 

Raw m ateria I consumed 1,60,000 

2. Computation of the raw material purchased 
Particulars ("!) 
Closing stock of Raw Material 25,000 

Add: Raw Material consumed 1,60,000 

Less: Opening stock of Raw Material (20,000} 

Raw Material purchased 1,65,000 
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Question 25 

Tho following data relates to the manufacture of product VIVI for the year ended 31st March,2023: 
Amount('{) 

Value of stock as on 1st April,2022 
Raw materials 27,00,000 
Work in progress 10,60,000 
Finished Goods 25,00,000 
Material purchased 2,48,00,000 
Freight inward 7,50,000 
Direct waces 42,00,000 
Power & Fuel 18,75,000 
Cost of special drawings 3,60,000 
Trade Discount 4,50,000 
Insurance on material procured 15,000 
Rent of Factory Building (1/Sth used for office purpose) 7,00,000 
Depreciation on machinery 6,25,000 
Depreciation on Delivery Vans 1,20,000 
Consumable stores and indirect wages 15,20,000 
Quality Control cost 9,00,000 
Primary packing cost 12,90,000 
General Administrative overheads (e><cluding rent of building) 17,50,000 
Salary paid to Marketing Staff 9,60,000 
Packing cost for transportation ' •lfl',\ • l II ,:- 1,84,000 
Value of stock as on 31st March, 2023 ~\ It 11 \ \ / f 11 
Raw materials \11/ I I \\I/ I I 32,60,000 
Work in progress V I J V 1; 11,80,000 
Finished Goods 28,38,000 

Additional Information: 
• Further, some of the finished product was found defective and tho defective products were rectified by 

incurring expenditure of additional factory overheads to the extent of -1: 33,600. The cost of rectification 
is not included in details mentioned above. 

• An amount of 11; 1,20,600 was realized by selling scrap and waste generated during the year. 
Prepare Cost sheet for the year ended 3lstMarch, 2023 showine: 
(i) Prime cost, 
(ii) Factory cost, 
(iii) Cost of production. 
(iv) Cost of goods sold, and 
(v) Cost of sales. (PYP 10 Marks Nov'23} 

Answer 25 
Cost Sheet for the product VIVI 

SI. No. Particulars 
(i) Material Consumed: 

Raw materials purchased 
Freight inwards 
Insurance on material procured 
Less: Trade discount 
Add: Opening stock of raw materials 
l ess: Closing stock of raw materials 

(ii) Direct wages 
(iii) Direct expenses: 

Power & fuel 
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2,48,00,000 
7,50,000 

15,000 
(4,S0,000) 
27,00,000 

(32,60,000} 2,4S,SS,000 
42,00,000 

18,75,000 
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Cost of special drawings 3,60,000 22,35,000 
Prime Cost 3,09,90,000 

(iv) Works/ Factory overheads: 
Rent of factory building (4/5th of 7,00,000) 5,60,000 
Depreciation on machinery 6,25,000 
Defective rectification cost 33,600 
Consumable stores & indirect wages 15,20,000 27,38,600 
Gross works cost 3,37,28,600 
Add: Opening work in process 10,60,000 
l ess: Closing work in process {11,80,000) 
Factory cost 3,36,08,600 

(v) Quality control cost 9,00,000 
(vi) Primary packing cost 12,90,000 
(vii) less: Amount re alized from scrap sale (1,20,600) 

Cost of production 3,56,78,000 
Add: Opening stock of finished goods 25,00,000 
Less: Closing stock o f finished goods (28,38,000) 
Cost of Goods Sold 3,53,40,000 

Administrative overheads: 
(viii) Rent of factory building {1/ 5th of 7,00,000) 1,40,000 

Gene ral administrative overheads 17,50,000 
Sell ing and Distributio n overheads: 

(x) Salary paid to marketing staff 9,60,000 
(xi) Packing cost for transportation '' r, 'I"\ i 1,84,000 
(xii) D,epreciation on delivery vans // f i \\ f I I 1,20,000 

Cost of Sales 3,84,94,000 
Alternatively, Power and fuel expenses of 'I: 18,75,000 can be taken as a part of factory overhead. 
Accordingly, prime cost will be 2,91,15,000. However, there will be no change in factory cost, cost of 
production, cost of goods sold and cost of sales. 

EXAM INSIGHTS: Question on preparation of cost sheet showing the various e lements of co.st. Most of the 
examinees could not classify the items under correct heads. Overall performance of the was average. 

Question 26 '1 LOR 

WEPl ltd is engaged in producing electronic equipments. It has furnished following details related to its 
products produced during a month: 

Units Amount(~) 
Opening stock 10,000 5,oo,oo,ooo 

Purchases 4,90,000 25,20,00,000 
Closing stock 17,500 85,00,000 

Works-in-progress 
Opening 20,000 1,20,00,000 
Closing 10,000 60,50,000 

Direct employees' wages, :illowancesetc. 5,50,50,000 
Primary p:ickaglng cost (par unit) 140 
R&D expenses & Quality control expenses 1,90,00,000 
Guards' salaries 20,00,000 

Directors' salaries 60,00,000 
Consumable stores, depreciation onplant related to factory overhead 3,42,00,000 
Product inspection (bafore primarypackaging) 22,00,000 
Rearrangement design of factorymachine 75,00,000 
Administrative overheads related to production 3,45,00,000 
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Selling expenses 3,94,SO,OOO 
Royalty paid for production 3,10,SO,OOO 
Cost of web-site (for online sale) maintenance 60,75,000 
Gifts & Snacks 30,SO,OOO 
GST (credit allowed) S,S0,00,000 
AMC cost of CCTV 10,00,000 
Hiring of cars for the transportation of employees and guests 2S,00,000 
Audit Dnd Leeal Fees 29,00,000 
Secondary packaging cost (per unit) 20 

Distribution of the following costs: 
Guard's salaries to Factory, Office and Distribution in the ratio 7: 2:1. 
Hiring of cDrs is only for selling and distribution 
AMC of CCTV to Factory, Office and Selling in the ratio 6 : 2 : 2. 

The company paid EPF of 12% over above basic pay. However, Guardswill not receive any incentive or EPF. 
it has lucky draws every month eivine the first prize of ti: 1100,000; 2"" prize of II: S0,000, 3rd prize of II: 
20,000 and three consolation prizes of 11:10,000 each to customers buying the product. 
It also sponsors " television proeramme every week at a cost of 'i:20,00,000 per month. 
The hiring of cars attracts GST under RCM @S% without credit. 
There w:is a normal scrap of 2,000 units of direct material which realized 11: 3S0 per unit. The entire finished 
product was sold at a profit margin of2S% on sales. 
You are required to PREPARE a cost sheet {MTP 7 Marks Aug'24} 

Answer 26 
, \I Cost Sheet r 

Particulars Units Amount {11:) 
Material \/ I I \! I 
Open Ing stock 10,000 5,00,00,000 
Add: Purchases 4,90,000 25,20,00,000 
Less: Closing stock (17,500) (85,00,000) 

4,82,500 29,35,00,000 
Less: Normal wastage of materials realized@ 11:350 per unit (2,000) (7,00,000) 
Material consumed 29,28,00,000 
Direct employee's wages and allowances 5,50,50,000 

Direct expenses- Royalty paid for production 3,10,50,000 

Prime cost 4,80,500 37,89,00,000 

Factory overheads· Consumable stores,depreciation etc. 3,42,00,000 
Rearrangement design of factory mach ine 75,00,000 

Gross Works Cost 4,80,500 38,64,00,000 

Add: Opening WIP 20,000 1,20,00,000 

Less: Closing WIP (10,000) (60,50,000) 

FDctory/Works Cost 4,90,500 39,23,50,000 
AdministrationOverheads related to production 3,45,00,000 
R&D expenses and Quality cont rol cost 1,90,00,000 

AMC cost of CCTV insta ll ed at factory premises 6,00,000 
Gua rd Sala ries for factory premises 14,00,000 

Product Inspection 22,00,000 

Add: Primary packaging cost@ 11: 140 per unit 6,86, 70,000 

Cost of production 4,90,500 51,87,20,000 

Administration Overheads 

Gua rd salaries for office 4,00,000 
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Audit and legal fees 29,00,000 

Director's Salaries 60,00,000 

EPF Director's Salaries @12% 7,20,000 

AMC cost for CCTV Installed at office. 2,00,000 

Selling and Distribution Overheads 

Cost of maintaining website for online sale 60,75,000 

Secondary packaging cost @ 'I: 20 per unit 4,90,500 98,10,000 

Gift and snacks 30,50,000 

Gua rd salaries for selling departmen t 2,00,000 

AMC cost for CCTV instal led at sel ling department 2,00,000 

Hiring charges of cars 25,00,000 

Add: GST @5% on RCM basis 1,25,000 

Television programme sponsorship cost 20,00,000 

Customers' prize cost* 2,00,000 

Selling expenses 3,94,50,000 

Cost of sales 58,64, 75,000 

Add: Profit @ 25% on sales or 33.333% of cost 19,54,89, 712 

Sales value 78,19,64, 712 

*Customers' prize cost: 

Amount ('I:) 

1st Prize 1,00,000 

2nd Prize 50,000 

3rd Prize I 20,000 

Consolation Prizes (3 >< '!:10,000) 30,000 
Total 2,00,000 

*Customers' prize cost: 
Amount ('I:) 

1st Prize 1,00,000 

2nd Prize 50,000 

3rd Prize 20,000 

Consolation Prizes (3 >< '!:10,000) 30,000 
Total 2,00,000 

Question 27 

P ltd. has gathered cost information from ledgers and other sources for the year ended 31st December 2023. 
The, Information is tabulatc,d below: 

SI. No. Amount (") Amount(") 
(i) Raw materials purchased s ,00,00,000 
(ii) Freight inward 9,20,600 

(iii) Wa,:es paid to factory workers 2s120,ooo 
(iv) Royalty paid for production 1,80,000 
(v) Amount paid for power & fuel 3,50,000 

(vi) Job charges paid to job workers 3,10,000 
(vii) Stores and spares consumed 1,10,000 
(viii) Depreciation on office building so,ooo 
(ix) Repairs & Maintenance paid for: 

. Plant & Machinery 40,000 

. Sales office building 20,000 60,000 

Chapter 6 Cost Sheet 6.31 

DS



~ 
(x) Insurance premium paid for: 

. Plant & Machinery 28,200 

. Factory building 18,800 47,000 
(xi) Exponslls paid for quality controlchcck activities 18,000 
(xii) Research & development cost paid for improvement in 20,000 

production process 
(xiii) Expenses paid for pollution control and enelneerine & 36,000 

maintenance 
(xiv) Salary paid to Sales & Marketingmanagers S,60,000 
(xv) Salary paid to General Manager 6,40,000 
(Kvi) Packing cost paid for: 

. Primary packing necessary to maintain quality 46,000 

. For re-distribution of finished goods 80,000 1,26,000 
(xvii) Fee paid to independent directors 1,20,000 
(xviii) Performance bonus paid to sales staffs 1,20,000 
(xix) Value of stock as on lstJanuary, 2023: 

. Raw materials 10,00,000 

. Work-in-process 8,60.000 

. Finished eoods 12,00,000 30,60,000 
(xx) Value of stock as on 31st0cccmber, 2023: 

. Raw materials 8,40,000 

. Work-in-process 6,60,000 

. Finished goods 10,50,000 2S,S0,000 

Amount realized by selling of scrap and waste generated d urine manufacturing process - "l: 48,000/· 
The board meeting is scheduled to be held in next week and you being an associate to the chief cost 
controller of the company, has been asked to PREPARE:, cost sheet. {RTP May'241 May'21, MTP 10 Marks, 
Mar'21 & Sep'23) (Same concept different figures MTP 10 Marks Nov'21 & Apr'23) 

Answer 27 
St:itcmcnt of Cost of P Ltd. for the ye:,r ended 31" December, 2023: 

SI. No. Particulars Amount(~) Amount(~) 

( i) Material Consumed: 
. Ra\,v materials purchased 5,00,00,000 
. Freight inward 9,20,600 

Add: Opening stock of raw materials 10,00,000 
Less: Closing stock of raw mater ials (8,40,000) 5,10,80,600 

(ii) Direct employee (labour) cost: 
. Wages paid to factory workers 25,20,000 

(I Ii) Direct expenses: 

- Royalty paid for production 1,80,000 

- Amount paid for power & fuel 3,50,000 

- Job charges paid to job workers 3,10,000 8,40,000 

Prime Cost 5,44,40,600 
(iv) Works/ Factory overheads: 

- Stores and spares consumed 1,10,000 

- Repairs & Maintenance paid for plant & machinery 40,000 

- Insurance premium paid for plant & machinery 28,200 

- Insurance premium paid for factory building 18,800 

- Expenses paid for pollut ion control and engineering & 
maintenance 36,000 2,33,000 

Gross factory cost 5,46, 73,600 

Add: Opening value of W -1-P 8,60,000 
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Less: Closing value of W-1-P (6,60,000) 

Factory Cost 5,48, 73,600 

(v) Quality control cost: 

- Expenses paid fo r quality control check activities 18,000 

(vi) Research & development cost paid for improvement in 20,000 
production process 

( vii) Less: Realizable value on sale of scrap and waste (48,000) 

(viii) Add: Primary packing cost 46,000 

Cost of Production 5,49,09,600 

Add: Opening stock of fin ished goods 12,00,000 

Less: Closing stock of finished goods (10,50,000) 

Cost of Goods Sold 5,50,59,600 

(ix) Administra tive overheads: 

- De preciation on office build ing 50,000 

- Salary paid to General Manager 6,40,000 

- Fee paid to independent directors 1,20,000 8,10,000 

(x) Selling overheads: 

- Repairs & Maintenance paid fo r sales office building 20,000 

- Salary pa id to Manager- Sales & Marke ting 5,60,000 

- Performance bonus paid to sales staffs 1,20,000 7,00,000 

(xi) Distribution overheads: 

- Packing cost paid for re-distribut ion of finished goods - -- 80,000 

Cost of Sales C ' - 5,66,49,600 

\\// I ! ' 
-...,, 

Question 28 

The followine information is available from SN Manufacturlne Llmited's for the month of April 2023. 

April 1 April 30 

Opening and closing inventories data: 

Stock of finished goods 2,500 units ? 

Stock of raw materials '{ 42,500 '{ 38,600 

Work-in progress '{ 42,500 '{ 42,800 

Other data are: Raw materials Purchased 'I: 6,95,000 

Carriaee Inward 'o: 36,200 

Direct wages paid '{ 3,22,800 

Royalty paid for production 'I: 35,800 

Purch:ises of speci:il deslens, moulds and patterns (estimated life 12 '{ 1,53,600 

Production cycles) 

Power, fuel and haulage (factory) '{ 70,600 

Research and development costs for improving the production '( 31,680 
process ( amortized) 

Primary packing cost (necessary to maintain quality) '1:6920 

Administrative Overhead i'( 46,765 

Salary and wages for supervisor and foremen '( 28,000 

Other information: 
• Opening stock of finished goods is to be valued at'{ 8.05 per unit. 
• During the month of April, 1,52,000 units were produced and 1,52,600 units were sold. The closine stock 

of finished goods is to be valued at the, relevant month's cost of production. The company follows the 
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FIFO method. 

• Selling and distribution expenses are to be charged at 20 paisa per unit. 
• Assume that one production cycle is completed in one month. 
Required: 

(i) Prepare a cost sheet for the month ended on April 30, 2023, showing the various elements of cost 
(raw material consumed, prime cost, factory cost, cost of production, cost of eoods sold, and cost of 
sales). 

(ii) Calculate the selling price per unit If profit is chareed at 20 percent on sales. {PYP 20 Marks, May'23} 

Answer 28 
Cost Sheet for the month of April 2023 

Particul:us Amount('<) Amount('<) 

Raw materials consumed: 

Raw mate rials purchased 6,95,000 

Add: Carriage inward 36,200 

Add: Value of opening stock of raw materials 42,500 

Less: Value of closing stock of raw materials (38,600) 7,35,100 

Direct wages paid 3,22,800 

Royalty paid for production 35,800 

Amortised cost of special designs, moulds and pa tterns (~153,600 12,800 
+ 12) 

Power, fuel and haulage (factory)* \\ // 11 \\ J r· '(~ I 70,600 
"'•, r J 

11 \\// I ~I. Prime Cost• 11,77,100 

Salary and wages of supe rvisor and foreme n u V I ·- ' 28,000 

Gross Works Cost 12,05,100 

Add: Opening stock of WIP 42,500 

Less: Closing stock of WIP (42,800) 

Factory/ Works Cost 12,04,800 

Research and development cost 31,680 

Primary packing cost 6,920 38,600 

Cost of Production 12,43,400 

Add: Opening stock of finished goods (~ 8.05 x 2,500 units) 20,125 

Less: Value of closing stock [(2,500+152,000 -1,52,600) )( (15,542) 
(12,43,400 + 152000) 

Cost of Goods Sold 12,47,983 

Add: Administrat ive overheads 46,765 

Add: Selling and distrib ution expenses (~ 0.20 x l,S2,600) 30,520 

Cost of Sales 13,25,268 

Add: Profit (20% on Sales or 25% on cost of sa les) 3,31,317 

Sales va lue 16,56,585 

Selling price per unit(~ 16,56,585 + 1,52,600 units) 10.86 
*May be taken as part of Factory/ Works cost, however Total Factory Cost wilt remain the same. If taken as 
part of factory cost then prime cost will be~ 11,06,500. 

Alternative Solution (Based on work-in-progress figure of~ 45,500 as on 1st April 2023 as per Hindi part of 
Question pape r) 
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Particulars Amount('{) Amount('{) 

Raw materials consumed: 

Raw materials purchased 6,95,000 

Add: Carriage inward 36,200 

Add: Value of open ing stock of raw materials 42,500 

Less: Value of closing stock of raw materia ls /38,600) 7,35,100 

Direct wages paid 3,22,800 

Roya lty paid for production 35,800 

Amortised cost of special designs, moulds and patterns(" 153,600 + 12} 12,800 

Power, fuel and hau lage (factory)* 70,600 

Prime Cost 11,77,100 

Salary and wages of supervisor and foremen 28,000 

Gross Works Cost 12,05,100 

Add: Opening stock of WIP 45,500 

Less: Closing stock of WIP (42,800) 

Factory/ Works Cost 12,07,800 

Research and development cost 31,680 

Primary packing cost 6,920 38,600 

Cost of Productior> fl II C 12,46,400 

Add: Opening stock of finished goods('{ 8 .05 x 2,500 un its) '/ I, 11 20,125 

Less: Value of closing stock ((2,500+1,52,000 -1,52,600) x L '\ - (15,580) , 
( 12,46,400+1,52,000) 

Cost of Goods Sold 12,50,945 

Add: Admin istrative overheads 46,765 

Add: Sell ing and distribution expe nses ('{ 0.20 x 1,52,600) 30,520 

Cost of Sales 13,28,230 

Add: Profit (20% on Sales or 25% on cost of sales) 3,32,058 

Sales value 16,60,288 

Selling price per unit ('{ 16,60,288 + 1,52,600 units) 10.88 
*May be taken as part of Factory/ Works cost, however Total Factory Cost will remain the same. If taken as 
part of factory cost then prime cost will be" 11,06,500. 

EXAM INSIGHTS: This numerical question was based on the Cost Sheet. Most of the examinees cou ld not 
be ab le to classify the items under the correct headings. Hence, a below averace performance was 
observed. 

Question 29 

MNP Limited have the capacity to produce 84,000 units of a product very month. Its prime cost per unit 
at various levels of production is as follows: 

Level Prime Cost per unit ('I:;) 
10% 50 
20% 48 

30% 46 
40% 44 

50% 42 
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60% 40 

70% 38 

80% 36 
90% 34 
100% 32 

Its prime cost consists of raw material consumed, direct wages and direct expenses in the ratio of 3 : 2 : 
1. In the month of January 2024, the company worked at 40% capacity and raw material pu rchased 
amounting to'< 8,40,000. In the month of February 2024, the company worked at 100% capacity and raw 
material purchased for'< 16,46,400. 
It is the policy of the company to maintain opening stock of raw material equal to 1/ 3 of closing stock of 
raw material. Factory overheads are recovered at 60% of direct wages cost. Fixed administration expenses 
(as part of production cost) and fixed selling and distribution expenses are'< 2,01,600 and'< 1,68,000 per 
month respectively. During the month of January 2024 company sold 33,600 units@'( 68.8 per unit . The 
variable distribution cost amounts to'( 1.5 per unit sold. 
The management of the company chalks out a pl for the month of February 2024 to sell its whole output 
@ '< 61 per unit by incurring following further expenditure: 

(I) Company sponsors a television programme on every Sunday at a cost of'< 26,250 per week. There 
are 4 Sundays in February 2024. 

(ii) Hi-tea programme every month for its potential customers at a cost of'( 1,05,000. 
(iii) Special gift item costing'( 105 on sale of a dozen units. 
(iv) Lucky draws scheme is introduced every month by giving tha first prize of'( 1,00,000; second prize 

of'< 80,000; third prize of'< 40,000 and four consolation prizes of'< 8,000 each. 
Note: (In the month of February 2024, there is a significant saving in material cost per unit due to entry 
of new suppliers in the market and saving in per unit cost of Direct wages and Direct expenses due to 
introduction of new• policy by the management.) 
Prepare a cost sheet for the month of January 2024 and February 2024 showing prime cost (with different 
clements of prime cost), factory cost, cost of production, tot:11 cost :1nd profit earned. 
(PYP 8 Marks Sep'24} 

Answer 29 
Cost Sheet 

Particulars January 2024 February 2024 
33,600 Units 84,000 Units 

Opening Stock of Raw Materia l 50,400 1,51,200 
Add: Purchases 8,40,000 16,46,400 
Less: Closing stock of Raw Materia l {1,51,200) (4,53,600) 
Direct materials consumed: 7,39,200 13,44,000 
Direct Wages 4,92,800 8,96,000 
Direct expenses 2,46,400 4,48,000 
Prime Cost 14,78,400 26,88,000 
Factory ove rheads 2,95,680 5,37,600 
( 60% of di rectwages) 
Factory / Works Cost 17,74,080 32,25,600 
Add: Administration overhead(Production) 2,01,600 2,01,600 

Cost of Production / Cost of goodssold 19,75,680 34,27,200 

Add: Fixed selling and distributionOverhead 1,68,000 1,68,000 

Variable distribution overheads('<l.S per unit) 50,400 1,26,000 

• Sponsorship cost - 1,05,000 
• Hi tea programme . 1,05,000 
- Special gifts (84,000 x 1/12 x 105) - 7,35,000 
• Lucky d raw prize * . 2,52,000 
Cost of sales / Total Cost 21,94,080 49,18,200 
Profit (Balancing figure) 1,17,600 2,05,800 
Sales revenue 23,11,680 51,24,000 
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*Lucky draw prize: 
Amount('{) 

1" Prize 1,00,000 
2•d Prize 80,000 
3'd Prize 40,000 
Consolation Prizes (4 x "'.8,000) 32,000 
Total 2,52,000 

Workine note : 
Calculation of opening and costing stock of Raw MaterialJanuary 
Units Manufactured = 84,000 x 40% = 33,600 units 

Prime Cost = 33,600 x 44 = ~14, 78,400 
Raw Mater ial consumed = "'.14,78,400 X 3/6 = ~7,39,200 
Raw Material purchase (given) = ~8,40,000 
Let closing stock of Raw Material be x 
Opening stock of Raw Material be 1/3x 
Opening Stock+ Purchase - closing stock= Raw Material consumed 
1/ 3X + "'.8,40,000 - X : "'.7,39,200 
1/3x- X = "'.7,39,200 - "'.8,40,000 
2/3x = 0:1,00,800 
X 

Opening stock 
February 

Prime Cost 

Raw Mater ial consumed 
Raw Material purchased (given) = 0:16,46,400 

= "'.1,51,200 (closing stock) 
= "1,51,200 X 1/3 = 0:50,400 

= 84,000 X 32 = 0:26,88,000 
= ~26,88,000 X 3/6 = "'.13,44,000 

Opening Stock+ Purchase - closing stock= Raw Mater ial consumed 

"'.1,51,200 + "16,46,400 - closing stock = "'.13,44,000 
Closing stock= "'.4,53,600 

Question 30 r,l LOR 

Following information is available from the books of YSPP Ltd. for the current year ending 31st March: 

S. No. Particulars ('{) ("'.) 
Ii) Raw materials purchased 35,00,00,000 
( II) Freight Inwards 39,22,100 
( ill) Wages paid to factory workers 1,02,20,000 
(iv) Contribution made towards employees' PF & ESIS 12,60,000 

(v) Hire charges paid for hiring specific equipment 8,40,000 

(vi) Amount paid for power & fuel 16,17,000 
(vii) Amount paid for purchase of moulds and patterns 31,36,000 

(life is equivalent to four years production) 

(viii) Job charges paid to job workers 28,42,000 
( ix) Lease rent paid for production assets 3,92,000 
(x) Depreciation on: 

Factory building 2,94,000 

Office building 1,96,000 
Plant & Machinery 4,41,000 
Delivery vehicles 3,01,000 12,32,000 

(xi) Salary paid to supervisors 4,41,000 

(xii) Repairs & Maintenance paid for: 1,68,000 
Plant & Machinery 
Sales office building 63,000 2,31,000 

(xiii) Insurance premium paid for: 

Plant & Machinery 1,09,200 
Factory building 63,350 
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Stock of raw materials & WIP 1,26,000 2,98,550 

(xiv) Expenses paid for quality control check activities 68,600 
(xv) Salary paid to quality control staffs 3,36,700 
(xvi) Research & development cost paid for Improvement 63,700 

in production process 

(xviii Expenses paid for administration of factory work 4.15.100 
(xviii) Salary p:1id to functional mongers: 

Production control 33,60,000 
Finance & Accounts 32, 13,000 

Sales & Marketing 35.42,000 1,01.15,000 
(xix) Salary paid to Gencr:il M:in:iger 43,96,000 

(x><) Packing cost paid for: 
Primary packing necessary to maintain quality 3,36,000 
For re-distribution of finished goods 3,92,000 7,28,000 

(xxi) Fee paid to auditors 6,30,000 
(xxil) Fee p:iid to independ,:,nt directors 7,70,000 
()()(iii) V:ilue of stock as on 1st April (beginning): 

Raw materials 63,00,000 
Work-in-process 32,20,000 
Finished goods 38.50,000 1.33,70,000 

(xxiv) Value of stock :is on 31st March (end ing) : 
Raw materials 33,60,000 
Work-in-process 30,45,000 

Finished goods 63,00,000 1,27,05,000 
Dua to dalay in picking up cargo from the port, YSPP Ltd. had to p:iy '115,000 as dcmurragc In the month 
of March. 
From the above data you are required to PREPARE Statement of cost for YSPP Ltd. for the year ended 31st 
March, showing (I) Prime cost, (ii) Factory cost, (iii) Cost of Production, (iv) Cost of sales . 
{MTP 8 Marks Nov'24} 

Answer 30 

Statement of Cost of YSPP Ltd . for the year ended 31st March: 
S. NO. PARTICULARS ,~, (~) 
(I) Mater ial consumed: 

Raw materials purchased 35,00,00,000 
Freight Inwards 39,22,100 
Add: opening stock of raw materials 63,00,000 

Less: closing stock of raw materials (33,60,000) 35,68,62,100 

( 11) Direct employee (labour) cost: 

Wages paid to factory workers 1,02,20,000 
Contribution made towards employees' PF & ESIS 12,60,000 1, 14,80,000 

( I 11 I Direct expenses: 

Hire charges paid for hir ing specific equipment 8,40,000 

Amount paid for power & fuel 16,17,000 

Amortised cost of moulds and patterns 7,84,000 
Job charges paid to job workers 28,42,000 60,83,000 

Prime cost 37,44,25,100 
(IV) Works/ factory overheads: 

Lease rent paid for production assets 3,92,000 
Depreciation on factory building 2,94,000 
Depreciation on plant & machinery 4,41,000 

Repairs & maintenance paid for plan t & machinery 1,68,000 

Insurance premium paid for plant & machinery 1,09,200 

Insurance premium paid for factory building 63,350 
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Insurance premium paid for stock of raw materials & 1,26,000 
WIP 

Salary paid to supervisors 4,41,000 20,34,550 

Gross factory cost 37,64,59,650 

Add: opening value of w -i-p 32,20,000 
Less: d osing value of w -1-p (30,45,000) 

Factory cost 37,66,34,650 
(V) Quality control cost: 

Expenses paid for quality control check activities 68,600 

Salary paid to quality control staffs 3,36, 700 4,05,300 

(VI) Research & development cost paid for improvement 63,700 
in production process 

(VII) Administrationcost related w ith production: 

-Expenses paid for administration of factory work 4,15,100 

-Salarypaid to production control manager 33,60,000 37, 75,100 
(VIII) Add: primary packing cost 3,36,000 

Cost of production 38,12,14,750 
Add: opening stock of fini shed goods 38,50,000 
Less: d osing stock of finished goods (63,00,000) 
Cost of goods sold 37,87,64, 750 

(IX) Administrative overheads: 

Depreciation on office building 1,96,000 

Salary paid to manager- finance & accounts 32,13,000 
Salary paid to general manager "' 43,96,000 • 
Fee pa id to auditors J / I I ' 6,30,000 
Fee paid to independent directors \I I I I 7,70,000 92,05,000 

(X) Sellin!'.! overheads: 

Repairs & maintenance paid for sales office bu ilding 63,000 
Salary p,1id to manager- sales & marketing 35,42,000 36,05,000 

(XI) Distribution overheads: 

Depreciation on delivery vehicles 3,01,000 
(XII ) Packing cost paid for re- distribution of finished goods 3,92,000 6,93,000 

Cost of sales 39,22,67,750 
Note: Demurrage is a type of penalty, thus wil l not form part of cost. 

Multiple Choice Questions (MCQ) 

1. Gcncr.,lly, for the purpose of cost sheet preparation, costs arc classified on the basis of: {SM) 
(a) Functions 
(b) Variability 

(c) Relevance 
(d) Nature 

Ans: (a) 

2. Which of the following does not form part of prime cost: {SM) 
(a) Cost of packing 

(b) Cost of transportation pa id to bring materials to factory 
(c) GST paid on raw materials (input credit cannot be claimed) 

(d) Overtime premium paid to workers. 
Ans: (a) 
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3. A Ltd. received an order, for which it purchased a special frame for manufacturing, It is a part of: {SM} 

(a) Direct Mat erials 

(b) Di rect expenses 
(c) Factory Overheads 
(d) Administration Overheads 

Ans: (b) 
4 . Salary paid to plant supervisor is a part of {SM} 

(a) Direct expenses 

(b) Factory overheads 
(c) Qual ity control cost 
(d) Administration cost 

Ans: (b) 
5. Depreciation of director's laptop is treated as a part of: {SM} 

(a) Administration Overheads 
(b) Factory Overheads 

(c) Direct Expenses 

(d) Research & Development cost. 
Ans: (a) 

6 . A manufacture has set-up a lab for testing of products for compliance with standards, salary of this lab 
staffs arc part of: {SM} 
(a) Works overheads 
(b) Qual ity Control Cost 

(c) Direct Expenses 
(d) Research & Development Cost. 

Ans: (b) 

7. Audit fees paid to auditors is part of: {SM} 
(a) Administration Cost 

(b) P reduction cost 
(c} Selling & Distribution cost 

(d) Not shown in cost sheet. 
Ans: (a) 

8. Salary paid to factory store staff is part of: (SM} 
(a) Factory overheads 
(b} Production Cost 

(c) Direct Employee cost 
(d} Direct Material Cost. 

Ans: (a) 

9 . Canteen expenses for factory workers are part of: {SM} 
(a} Factory overhead 

(b) Administration Cost 
(c} Marketing cost 

(d ) None of the above 
Ans: (a) 

10. A company pays royalty to State Government on the basis of production, it is treated as: {SM} 
(a) Direct Material Cost 

(b) Factory Overheads 

(c) Direct Expenses 
(d) Administration cost. 

Ans: (c) 

Chapter 6 Cost Sheet 

DS



11. What would be Prime cost from below information? 

Direct materials Purchased . 0: 75,000 . 
Direct labour . "45,000 . 
DI rect expenses . "15,000 . 
Manufacturing overheads . 0: 22,500 . 
Direct materials consumed . 0: 67,500 . 

(a) 0: 1,35,000 
(b) o: 1,27,500 
(c) 0: 1,57,500 
(d) 0: 1,50,000 (MTP 2 Marks Apr'24) 

Ans : (b) 

12. Following information is available for the month of March relating to manufacturing of a product: 
Particu lars Amount (0:) 
Cost of Sales 37,51,540 
Stock of Raw material as on 01st Morch 6,50,000 
Direct W:iges 11,44,000 
Hire charges paid for Plant (indirect expenses) 3,24,740 
Salary to office staff 1,78,750 
Maintenance of office bu il ding 13,000 
Depreciation on Delivery van 39,000 
Warehousing charges 61,750 
Stock of Raw m:iterial as on 31st March 1,95,000 
Realisable value on sale of scrap 32,500 

Factory overheads are 20% of t he Prime cost. 
FIND OUT the value of Raw Material purchased with the help of Statement of Cost . {RTP Jan'25) 
(a) "10,40,000 
( b) 0: 14, 95,000 
(c) "26,39,000 
(d) 0: 34,91,540 

Ans: (a) 
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CONCEPTS OF THIS CHAPTER 

• Cost Accounting Syst em: overview. 

• Difference: Integral vs Non-Integral system. 

• ledgers main tained in both systems. 

• Reasons for profit differences in Financial and Cost Accounting. 

• Prepare reconciliation statement for profit differences. 

• Accounting for Management Information and Cost Control. 

QUICK REVIEW OF IMPORTANT CONCEPTS 

Non-integrated Accounting System 

• SEPARATE LEDGERS are mainta ined for both Cost and Financial accounts. 

• This system Is also known as COST LEDGER ACCOUNTING SYSTEM. 

• Items of Account s Excluded Are Represented By Cost Ledger Control Account. 

Integrated Accounting System 

• COST AND FINANCIAL ACCOUNTS are kept in the SAME SET of books. 

LOR Quest ions 

Q9 
Q33 
Q35 

• PROVIDES RELEVANT INFORMATION necessary for prepar ing profit and loss account and the balance sheet. 

Reconciliation of Cost and Financial Accounts 

• Reconci liation is done when Cost and Financial accounts are kept separately 

• Reconciliation of the balances of t wo sets of accounts is possible by preparing a MEMORANDUM 
RECONCILIATION ACCOUNT. 

Causes of differences in Financial and Cost Accounts 
Items included in Financial Account s only 

► Purely Financial E><penses 

• Expenses and discounts on issue of shares • Loss by fire not covered by insurance 

• Losses on t he sales of Fixed assets • Income t ax, donations • Interest on loans 

► Purely Financial Income 

• Interest received on bank deposi ts • Rent receivables 

• Dividends received • Profit s on t he sale of fixed assets 

Items included in Cost Account s only (notional expenses) 

• Charges in lieu of rent where premises are owned I• Notional Depreciation on the assets ful ly depreciated 

• Interest on capital at notional figure though not incurred I• Salary for t he proprietor at notional Figure 

Items whose treat ment is differen t in t he t,,vo sets of accounts 

► LIFO may be adopted for cost accounts i ► Different method of depreciation may be followed 
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Varying basis of valuation 
).. Valuat ion of stock (at cost in cost accounting) 

Procedure for Reconciliation 
' • Ascerta inment of profit as per financia l accounts \• Ascerta inment of profit as per cost accounts 

• Reconciliat ion of bot h the profits ! 
! 

Questions & Answers 

Theory Questions 

Question 1 

WHEN is the reconciliation statement of Cost and Financial accounts not required? 
(MTP 2 Marks Apr'24, SM} 
Answer 1 
When the Cost and Financial Accounts are integrated - there is no need to have a separate reconci liation 
statement bet ween the two set s of accounts. In tegrati on means that the same set of accounts f ulfil the 

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

Question 2 

LIST DOWN certain financial income, included in Financial Accounts only. (RTP Jan125} 
Answer 2 

Purely Financial income 

(i) Interest received on bank deposits, loans and investments 
(ii) Dividends received 

(iii) Profits on the sa le of f ixed assets and invest ments 
(iv) Transfer fee received 

(v) Rent receivables 

Question 3 

BRIEF OUT advantages of Integrated Accounts. (MTP 5 Marks Apr'22, SM) 
Answer 3 
Advantages of Integrated Accounts are as follows: 

(i) No need for Reconciliation• The Question of reconciling costing profit and financia l profit does not arise, 

as there is only one figure of profit. 
(ii) Less efforts- Due to use of one set of books, there is a significant saving in efforts made. 
(iii) Less time consuming- No delay is caused in obt aining information as it is provided from books of or iginal 

entry. 
(iv) Economical process- it is economical also as it is based on the concept of "Centrali zation of Accounting 

funct ion,, . 

Question 4 

LIST five financial expenses that causes differences in Financial and Cost Accounts. 
(MTP 5 Marks, Oct'20, MTP 5 Marks Sep'22) (RTP Jan'25} 
Answer4 
Financial expenses causing differences in Financial and Cost Accounts: 

(i) Interest on loans or bank mortgages. 
(ii) Expenses and discounts on issue of shares, debentu res etc. 

(iii) Other capital losses i.e., loss by fire not covered by insurance etc. 
{iv) Losses on the sales of fixed assets and investment s. 

(v) Goodwill written off. 
(vi) Preliminary expenses w ritten off. 

(vii) Income tax, donations, subscrip t ions. 
(viii) Expenses of the company's share transfer office, i f any. 
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Question 5 

Indicate, for following items, whether to be shown in the Cost Accounts or Financial Accounts: 

(i) Preliminary expenses written off during the year 
(ii) Interest received on bank deposits 

(iii) Dividend, interest received on investments 
(iv) Salary for the proprietor at notional figure though not incurred 

(v) Charges in lieu of rent where premises are owned 
(vi) Rent receivables 

(viii loss on sale of Fixed Assets 
(viii) Interest on capital at notion.>I figure though not incurred 

(ix) Goodwill written off 
(x) Notional Depreciation on the assets fully depreciated for which book value is Nil. 

(PYP S Marks Nov' 22) 

Answer S 

Sr. No. Items Accounts 

(i) Pre liminary expenses w r itten off during the year Financia l Accounts 

(ii) Interest received on bank deposits Financia l Accounts 

(iii ) Dividend, interest received on invest m ents Financia l Accounts 
(iv) Sa lary for the propr ie tor at not ional figure though not incurred Cost Accounts 

(v) Charges In lieu of rent w here premises are owned Cost Accoun ts 

(vi) Ren t receivables Fin a nci a I Accounts 

{vii ) l oss on the sales of Fixed Assets Financial Accounts 

{vii i) Interest on capital at not ional figure t hough not incur red Cost Accounts 

( ix) Goodwill w r i t t en o ff Fin a nci a I Accounts 

(x) Notional Depreciation on the assets fully depreciated for which book Cost Accoun ts 

va lue is nil 

EXAM INSIGHTS: This theory question t o ind icat e whether t he given it ems to be show n in t he Cost 
Accounts or Financial Acco unts. M ost o f the Items were indicated correctly by the examinees. 
Per form ance of t he examinees w as good. 

Question 6 

DISCUSS the essential features of a good cost accounting system? 
(MTP 5 Morks Apr'241 MTP Oct'19, 5 Marks, SM} 
Answer 6 
The essential feat ures, w hich a good Cost Accounting System should possess, are as follows: 
(a) Informative and Simple: Cost Accounting System should be tailor- made, pract ical, simple and capable o f 

m eeting the requirements of a business concern. The system o f cost ing should no t sacr i fice t he u tili ty by 
int roducing meticulous and unnecessary details. 

(b) Accur:1cy: The data to be used by the Cost Account ing System should be accurate; otherwise i t m ay d istor t 

the ou tput of the system and a w rong decision may be taken. 
(c) Support from M anagement and subordinates: Necessary cooperat ion and par ticipation of executives 

from var ious departm ents o f the co ncern is essent ial for develop ing a good system o f Cost Account ing. 
(d) Cost-Benefit: The Cost of install ing and operating t he system should justi fy the resu lts. 

(e) Procedure: A carefu lly phased programme should be prepared by using network analysis fo r the 
introduction of t he syst em. 

(f) Trust: M anagement should have f aith in t he Costing Syst em and should a lso provide a help ing hand for 
i ts developm en t and success. 

Question 7 

"Is reconciliation of cost accounts ;ind financial accounts necessary In c:1se of Integrated accounting 
system?" EXPLAIN. (MTP 5 Marks, Mar'l9, Mar'23, Apr'23 & Sep'23 RTP May'22 & May'24) 
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Answer 7 

In integrated accounting system cost and financial accounts are kept in the same set of books. 
Such a system will have to afford full information requ ired for Costing as well as for Financial Accounts. In other 
words, information and data should be recorded in such a way so as to enable the firm to ascertain the cost 
(together with the necessary analysis) of each product, job, process, operation or any other identifiable activity. 
It also ensures the ascertainment of margina l cost, va riances, abnormal losses and gains. In fact, a ll information 
that management requires from a system of Costing for doing its work properly is made availa ble . The integrated 
accounts give full information in such a manner so that the profit and loss account and the balance sheet can be 
prepared according to the requirements of law and the managemen t maintains full control over the liabil ities 
and assets of its business. 
Since, only one set of books are kept for both cost accounting and financial accounting purpose so there is no 
necessity of reconciliation of cost and financial accounts. 

Question 8 

What are the important ledgers to be maintained under non-integrated accounting system in the Cost 
Accounting? (MTP 4 Marks Mor'24} 

Answer 8 
The important ledgers to be maintained under non-integrated accounting system in the Cost Accounting arc 
the followings: 
(a) Cost l e dger • This is the principle ledger of the cost department in which impersonal accounts are recorded. 

This ledger is made sel f- balancing by maintain ing therein a Control Account for each subsidiary ledger. 
(b) Stores ledger - It contains an account for each item of stores. The en tries in each account maintained in 

this ledger are made from the invoice, goods received note, material requisitions, material received note 
etc. Accounts in respect of each Item of stores show receipt, issue and balance in physical as well as in 
monetary terms. 

(c) Work-in-Process ledger - This ledger is also known as job ledger, it conta ins -accounts of unfinished jobs 
and processes. All material costs, wages and overheads for each job in process are posted to the respective 
job accounts in this ledger. The balance in a job account represents total balance of Job/work-In-process, 
as shown by the job account. 

(d) Finished Goods ledger • It contains an account for each Item of finished product manufactured or the 
completed job. If the finis hed product is tra nsferred to stock, a credit entry is made in the work- in-process 
ledger and a corresponding de bit entry is made In this ledger. 

--- r,1 lDR 

WHAT are the essential pre-requisites for integrated accounts? (MTP 4 Marks July'24} {PYP 5 Marks Nov'20, 
RTP May'23, SM May'22, MTP 5 Marks Mar'22} 

Answer9 
The essential pre -requisites for integrated accounts include the fol lowing steps: 
1. The management's decision about the extent of integration of thetwo sets of books. Some concerns 

find it useful to integrate up to the stage of prime cost or factory cost while other prefers full integration 
of the entire accounting records. 

2. A suitable coding system must be made available so as to servethe accounting purposes of financial 
and cost accounts. 

3. An agreed routine, with regard to the treatment of provision foraccrua ls, prepaid expenses, other 
adjustment necessary for preparation of interim accounts. 

4. Perfect coordination should exist between the sta ff responsible for the financial and cost aspects of the 
accounts and an efficient processing of accounting documents should be ensured. 
Under this system there is no need for a separate cost ledger. Of course, there will be a number of 
subsidiary ledgers; in addition to the useful Customers' ledger and the Purchase ledger, t here will be: (a) 
Stores Ledger; (b) Stock Ledger and (c) Job Ledger. 
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Question 10 

Management of Tillu manufacturing co. is thinking of installing a costing system its company. What practical 
DIFFICULTIES management will expect and how management will OVERCOME the same? 
(MTP S Marks Aug'24} 

Answer 10 
The Practical difficulties with which a Cost Accountant is usually confronted with while installing a costing 

system in a manufacturing company are as follows: 
(i) Lack of top management support: Installation of a costing system does not receive the support of top 

management. They considerit as interference in their work. They believe that such, a system w ill 

involve addit ional paperwork. They also have amisconception in their minds that the system is 

meant for keepinga check on their activi ties. 
(ii) Resistance from cost accounting departmental staff: The staff resist because of fear of loosing their 

jobs and importance afterthe implementation of the new system. 
(111) Non co-operation from user departments: The foremen, supervisor and other staff members may 

not cooperate in provid ing requisit e data, as this would not on ly add to their responsibil i t ies but w ill also 
increase paper work of the entire team as well. 

(iv) Shortage of trained staff: Since cost accounting system's installation involves specialised work, there 
may be a shortage of trained staff. 

To overcome these practical difficu lt ies, necessary steps required are: 

• Sell the idea to top management and convince them of the utilityof the system. 

• Resistance and non co-operation can be overcome by behavioural approach. To deal with the 
staff concernedeffectively. 

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

• Regular meetings should be held with the cost accounting staff,user departments, staff and top 
management to clarify their doubts/ misgivings. 

Question 11 

Why is it necessary to reconcile the Profits between the Cost Accounts and Financial Accounts? 

(MTP S Marks Apr'24,SM} 
Answer 11 

When t he cost and financial accounts are kept separately, It is imperative that these should be reconciled. 
otherw ise the cost accounts wou ld not be reliable. The reconciliation o f two set of accounts can be made, if 

both the se ts contain sufficient detail as would enable the causes o f differences to be located. It is therefore. 

important t hat in the financial accounts, the expenses shou ld be analyzed in the same way as in cost accounts . 
it is important to know the causes wh ich generally give rise to differences in the costs & financial accounts. 

These are: 
(I) i tems included In financial accounts but not In cost accounts 

• Income-tax 

• Transfer to reserve 

• Dividends pa id 

• Goodwill/ preliminary expenses written off 

• Pure financial items 

• interest, dividends 

• Losses on sale of investments 

• Expenses of Co's share transfer office 

• Damages & penalties 
(ii) Items included in cost accounts but not in financial accounts 

• Opportunity cost of capital 

• Notional rent 

(i ii) Under/ Over absorption o f expenses in cost accounts 
(iv) Different bases of inventory valuation 
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Motivation for reconciliation is: 
• To ensure reliability of cost data 
• To ensu re ascertainment of correct product cost 
• To ensure correct decision making by the management based on Cost & Financial data 
• To report fruitfu l financial/ cost data. 

Question 12 

Answer any four of th<! following: Bri<1fly explain th<! essential features of a good Cost Accounting System. 
(PYP 5 Marks May'22, RTP Nov'lB, MTP 5 Marks Oct'22) 

Answer 12 
(a) The essential features, which a good cost accounting system shou ld possess, are as fol lows: 
(a) Informative and simple: Cost accounting system should be tailor-made, practica l, simple and capable of 

meeting the requireme nts of a business concern. The system of costing should not sacrifi ce the utility by 
introducing inaccurate and unnecessary details. 

(b) Accurate and authentic: The data to be used by the cost accounting system should be accurate and 
authenticated; othe,-vise it may distort the output of the system and a wrong decision may be taken. 

(c) Uniformity and consistency: There should be uniformity and consistency in classification, t reatment and 
reporting of cost data and related information. This is required for benchma rking and comparability of t he 
results of t he system for both hori zonta l and vertical analysis. 

(di Integrated and inclusive: The cost accounting system should be integrated with other systems like 
financia l accounting, taxation, statistics and operationa l research etc. to have a comple te overvi ew and 
clarity in results. 

(e) Flexible and adaptive: The cost accounting system should be flexible enough to make necessary 
amendment and modificat ions in the system to incorporate changes in technologica l, reporting, regulatory 
and other require ments. 

(fl Trust on the system: Management should have t rust on the system and its output. For this, an act ive role 
of management is required for the development of such a system that re fl ects a strong conviction in using 
information for decision making. 

EXAM INSIGHTS: This theory question on essential features of good cost accou nt ing system was not 
answered well. Performance of the examinees was poor. 

Question 13 

As a consultant hired by a manufacturing company, HOW would you go about assessing the critical factors 

for designing and implementing a cost accounting system? (MTP 5 Marks Dec'24} 

Answer 13 

Before Installation of a system of cost accounti ng In a manufacturing organisation the under mentioned facto rs 
should be studied: 
(a) Objective: The objective of cost ing system, for example whether it is being introduced for fixing prices or for 

insisting a system of cost control. 
(b) Nature of Business or Industry: The Industry in which business is operating. Every business industry has 

its own peculia r feature and costing objectives. According to its cost information requirement cost 
accounting methods are followed. For example Indian Oil Corporation Ltd. has to maintain process wise cost 
accounts to find out cost incu rred on a particular process say in crude refinement process etc. 

(c) Organisational Hierarchy: Costing system should fulfill the requiremen t of different level of management. 
Top management is concerned with the corporate strategy, strategic level management is concerned with 
marketing strategy, product diversification, product pricing etc. Operationa l level management needs the 
Information on standa rd quantity to be consumed, report on idle time etc. 

(d) Knowing the product: Nature of product determines the type of costing system to be implemented. The 
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product which has by- products requi res costing system which account for by-products as well. In case of 
perishable or short self- life, marginal costing method is required to know the contribution and minimum 
price at which it can be sold. 

(e) Knowinc: the production process: A good costing system can never be established without the comple te 
knowledge of the production process. Cost apportionment can be done on the most appropriate and scientific 
basis if a cost accountant can identify degree of effort or resources consumed in a particul ar process. This 
also includes some basic technical know-how and process peculiarity. 

(f) Information synchronisation: Establishment of a department or a system requires substa ntial amount of 
organisational resources. While drafting a costing system, information needs of various other departments 
should be taken into account. For example in a typical business organisation accounts department needs to 
submit monthly stock state ment to its lender bank, qua ntity wise stock details at the time fil ing re turns to 
tax authoriti es etc. 

(g) Method of maintenance of cost records: The manner in which Cost and Financial accounts could be inter
locked into a single integral accounting system and in which results of separate sets of accounts, cost and 
financial, could be reconciled by means of control accounts. 

(h) Statutory compliances and audit: Records are to be maintained to comply with statutory requirements, 
standards to be followed (Cost Accounting Standards and Accounting Standards). 

(i) Information Attributes: Information gene rated from the Costing system sho uld be possess all the attributes 
of an information i.e. complete, accurate, timeli ness, confidential ity etc. This al so meets the requirements of 
management information system. 

Practical Questions 

Question 14 

Following information is available as per the cost accounts of a company for the year ended 31st March: 
Particulars Amount ('I:) 
Profit 7,77,150 
Factory expenses under-charged 2,35,500 
Administrative expenses under-charged 1,17,750 
Selling & distribution expenses under-charged 31,400 
Income from interest and dividends {not adjusted In cost 2,35,500 
statement) 

You are required to PREPARE a reconciliation statement to ascertain Profit as per Financial Accounts 
{MTP 4 Marks Dec'24) 

Answer 14 

Statement of Reconciliation 
(to ascertain Profit as per Financial Accounts) 

Particulars (~) (~) 

Profit as per Cost Account 7,77,150 
Add: Income from interest and dividends 2,3S,SOO 

10,12,650 
l ess: Factory expenses under-charged in Cost Accou nts 2,35,500 
Administrative expenses under-charged in Cost Accounts 1,17,750 
Selling & distribution expenses under- charged in Cost Accou nts 31,400 (3,84,650} 
Profit as per Fin:,ncial Accounts 6,28,000 

Question 15 

Following information is extracted as a result of scrutiny of the figures from both the financial accounts and 

cost accounts of CK Ltd. for the year endini: 31st March: 
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Particulars Amount 
(~) 

Net Proflt (as per cost accounts) 57,71,840 
Under recovery of selling overheads in cost accounts 1,16,800 
Under valuation of closing stock in cost accounts 1,64,000 
Rent received credited in financial accounts 87,200 
Bad debts provided in financial accounts 52,000 
Income tax provided in financial accounts 2,54,400 
Under recovery of administration overheads In cost accounts 1,50,400 

You :>re required to PREPARE a Statement of Reconciliation showing the profit as per fin:1ncial records. 
{RTP Jan'25} 

Answer 15 
Statement of Reconciliation 
(Reconciling the profit as per costing records with the profit as perfinancial records) 

Particulars ,~1 (~) 
Net Profit as per Cost Accou nts 57,71,840 
Add: Under valuation of closing stock incost accounts 1,64,000 

Rent received cred ited in financial accounts 87,200 2,51,200 
60,23,040 

Less: Under recovery of selli ngover heads in cost accounts 1,16,800 
Bad debts provided in financia l accou nts 52,000 
Income tax provided in financial accounts 2,54,400 
Under recovery of administration over heads in cost accounts 1,50,400 5,73,600 
Profit as per Financial Accounts 54,49,440 

Question 16 

R Ltd. showed a Net Profit of~ 3,60,740 as per their cost accounts for the year ended 31st March, 2021. 
The following information was revoaled as a result of scrutiny of the figures from the both sets of accounts: 

Sr. No. Particulars 
i . Over recovery of selling overheads in cost accounts 
ii. Over valuation of closing stock in cost accounts 
iii. Rent received credited in financial accounts 
iv. Bad debts provided in financial accounts 
v. Income tax provided in financial accounts 
vi. Loss on sale of capital asset debited in financial accounts 
vii. Under recovery of administration overheads in cost accounts 

Required: Prepare a reconclllation statement showing the profit as per financial records. 
(PYP 5 Marks Dec'21} 

Answer 16 
Statement of Reconciliation 

(~) 
10,250 
7,300 
5,450 
3,250 
15,900 

5,800 
3,600 

(Reconciling the profit as per costing records w ith the profit as per financial records) 
(~) (~) 

Net Profit as per Cost Accounts 3,60,740 
Add: 
Over recovery of selling overheads in cost accounts 10,250 
Rent received credited in financial accounts 5,450 15,700 

376,440 
Less: 
Over va luation of closing stock in cost accounts 7,300 
Bad debts provided in financial accoun ts 3,250 
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Income tax provided in financial accounts 15,900 
Loss on sale of capital asset debited in financial accounts 5,800 
Under recovery of administration overheads in cost accounts 3,600 35,850 
Profit as oer Financial Accounts 3,40,590 

EXAM INSIGHTS: ·Question was on preparation of reconcili ation statement to calculate the profit as per 
financial records. This sub part can be considered as an easy one and most of the examinees attempted in 
the correct line, Performance of the examinees was good, 

Question 17 

XYZ ltd. declared a net profit of " 2,25,000 based on their financial accounts for the year ending 31st 
March, 2024. The profit disclosed in cost books are not matched with financial accounts. The followine 
information were revealed during the scrutiny of the figures of both the sets of books: 

Sr. Particulars ~ 

No. 
1. Preliminary expenses written off in financial accounts 35,000 

2. Factory Overheads Over charged in cost accounts 20,000 
3 . Expenses on issue of shares in financial accounts 30,000 
4. Undervaluation of closlne stock in cost accounts 65,000 
5. lntc,rost on B:ink Oc,poslts In financl:il accounts 60,000 
6 . Under recovery of administration overheads ln cost accounts 25,000 
7 . Notional Rent of own premises charged in cost accounts 30,000 
8. Under recovery of selling overheads in cost accounts 35,000 
9. Bad debts recovered in financial accounts 50,000 

Requ irc,d : 
Prepare Reconciliation Statement to arrive at net profit/loss as per Cost Accounts. {PYP 5 Marks Sep'24) 

Answer 17 
Reconciliation Statemc,nt 

(~) (~) 
Profit (loss) as per Financial Accounts 2,25,000 

Add: 
Preliminary expenses written off 35,000 
Expenses on issue of shares in financial accounts 30,000 
Under recovery of administration overheads incost accounts 25,000 

Under recovery of selling overheads in costaccounts 35,000 

less: 1,25,000 
Factory Overheads Over charged in cost accounts 20,000 
Undervaluation of closing stock in cost accou nts 65,000 
Interest on Bank Deposits 60,000 

Notional Rent of own premises charged in costaccounts 30,000 

Bad debts recovered In financial accounts 50,000 
(2,25,000} 

Net Profit as per Cost Accounts 1,2s,000 

Question 18 

Journalize the following transactions assuming the cost and financial accounts are integrated: 
Particulars Amount(~) 
Direct Materials Issued to production 'it s,ss,ooo 
Allocation of Wages (Indirect) ~ 7,50,000 
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F:actory Overheads (Ovar absorbad) II( 2,25,000 
Administrativa Overheads (Under absorbed) a:: 1,ss,000 
Deficiency found in stock of Raw material (Normal) "t 2,00,000 

(PYP 5 Marks May'22} 

Answer 18 
Particulars (II() (II() 

(i} Work-in-Progress Ledger Control A/c Dr. 5,88,000 

To Stores Ledger Control A/c 5,88,000 
(Being issue of direct materials to production) 

(ii} Factory Overhead control A/c Dr. 7,50,000 

To Wages Control A/c 7,50,000 
(Being allocation of Indirect wages) 

(iii ) Factory Overhead Control A/c Dr. 2,25,000 

To Costing Profit & Loss A/c 2,25,000 
(Being transfer of over absorption of Factory overhead) 

(iv) Costing Profit & Loss A/c Dr. 1,55,000 
To Administ rat ion Overhead Control A/c 1,55,000 

(Being transfer of under abso rption of Administration 
overhead) 

(v) Factory Overhead Control A/c Dr. 2,00,000 

To Stores Ledger Control A/c 2,00,000 
(Being trans fer of deficiency in stock of raw material) 

(Note: Costing P/&/L: P/&/L and SLC: MLC) 

EXAM INSIGHTS: This question was based on journa l entry of the transactions when cost and financial 
accounts are integrated. Most of examinees recorded proper journal entry only for 2 t ransactions out of 
5 transactions. Performance of the examinees was below average. 

Question 19 

Construct journal entries in the following situations assuming that cost and financial 
Integrated: 
(i) Purchase of raw material 
(ii) Direct Materi:al Issued to production 
(iii} Wages charged to production 
{Iv} Manufaeturine overhe;ids charged to production 

Answer 19 

"t 4,40,000 
'I( 3,60,000 
a:: 80,000 

II( 11321000 (PYP 4 Marks Nov'23} 

Journal entries are as follows 
OR. ("t) 

Stores Ledger Control A/c Dr. 4,40,000 
To Payables (Creditors}/ Bank A/c 

(Materials purchased) 

Work-in-Process Control A/c Dr. 3,60,000 
To Stores Ledger Control A/c 

(Materials issued to production) 

Work-in-Process Control A/c Dr. 80,000 
To Wages Control A/c 

(Direct wages charged to production) 

Work-in -Process Control A/c Dr. 1,32,000 
To Factory Overhead Control A/ c 

(Manufacturing overhead charged to production) 

transactions are 

Cr. {II() 

4,40,000 

3,60,000 

80,000 

1,32,000 
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EXAM INSIGHTS: Question requiring constructlon of Journal entries in the given situ<1tions ass1.1mlng that 
cost and financial transactions are integrated. Most of the examinees could not construct a ll the entries 
correctly. Overall performance of the examinees was average . 

Question 20 

The flnanclGI records of Riva Private Limited showed a net profit of~ 1,69,500 for the year ended 31st March, 
2022. The cost accounts, however, disclosed a net loss of "; 88,500 for the same period. The following 
Information were revealed as a result of scrutiny of the figures of cost accounts and financial accounts: 

(i ) (Administrative overhead under recovered 
(ii) Factory overhead over recovered 
(iii) Depreciation under charged In Cost Accounts 
(iv) Dividend received 
(v) Loss due to obsolescence charged in Financial Accounts 
(vi) Income tax provided 
(vii) Bank interest credited in Financial Accounts 
(viii) Value of opening stock: 

In Cost Accounts 
In Financial Accounts 

(ix) Value of closing stock: 
In Cost Accounts 
In Financial Accounts I \ ', // I: 7 

(x} Goodwill written-off in Financial Accounts I 
(xi} Notional rent of own premises charged in Cost Accounts I I 

(xii} Provision for doubtful debts in Financial Accounts 
Prepare a reconciliation statement by taking costlnc net loss as base. 
(RTP May'23} (Same concept different figures MTP Apr'19, 10 Marks) 

Answer 20 
Statement of Reconciliation 

SI. No. Particulars ('<) 
Net loss as per Cost Accounts 
Additions 

1 Factory 0/H over recovered 3,37,500 

2 Divide nd Received 50,000 

3 Bank Interest received 34,000 

4 Difference in Value of Opening Stock 50,000 
(4,12,500 - 3,62,500) 

5 Difference in Value of Closing Stock 16,250 

(3,30,000 - 3,13,7500) 

6 Notional Rent of own Premises 1,50,000 
Deductions 

1 Administration 0/H under recovered 63,750 

2 Depreciation under charged 65,000 

3 Loss due to obsolescence 42,000 

4 Income tax Provided 1,09,000 

5 Goodwill written-off 62,500 

6 Provision for doubtful debts 37,500 

Net Profit as per Financial A/c . 
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63,750.0 

3,37,500.0 
65,000.0 
50,000.0 
42,000.0 

1,09,000.0 
34,000.0 

4,12,500.0 
3,62,500.0 

- 3,13,750.0 
I ,. 3,30,000.0 

' 62,500.0 

I"" 1,so,000.0 
37,500.0 

('<) 
(88,500) 

6,37,750 

(3,79,750) 

1,69,500 
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Question 21 

Journalise the following transactions, in cost books under Non• Integrated system of Accounting. 
(I) Credit Purchase of Material Rs. 27,000 

(ii) Manufacturing overhead charged to Production Rs. 6,000 
(iii) Selling and Distribution overheads recovered from S"les Rs. 4,000 

(iv) Indirect wages incurred Rs. 8,000 
(v) Material returned from production to stores Rs. 9,000 

{PYP Nov'19,5 Marks, MTP 5 Marks, Oct'21) 

Answer 21 
Journ"I entries are as follows: 

Dr. 

(Rs.) 

( i) Stores ledger Cont rol A/c ............. ........... Dr. 27,000 

To Cost l edger Control A/c 
(Ii) Work-in-Process ControlA/c ..... ... ... .. ... .. .... .. ... Dr. 6,000 

To Manufacturing Ove rhead Control A/c 
(iii) Cost of Sales A/c ......... .... ... ... ......... ... ..... Dr. 4,000 

To Sell ing & Dist. Overhead Control A/c 
( i V) (1) Wage Control A/c ............. ........... Dr. 8,000 

To Cost ledger Control A/c 
(2) Manufactu ri ng Overhead Control A/c ...... ... Dr. 8,000 

To Wages Control A/c 

I I OR 

Manufacturing Overhead Contro l A/c .... ....... \.! .. Dr. 8,000 

To Cost l edger Control A/c ( I V 
(v) Stores l edger Contro l A/c .... ... ... ...... ... ..... ... Dr. 9,000 

To Work-in-Process Cont rol A/c 
*Cost ledge r Cont rol A/c is also known as General Ledger Cont rol A/c 

EXAM INSIGHTS: This was a theoretical quest ion based on Non-Integrated system of accounting. Average 
performance was observed by the examinees. 

Question 22 

Cr. 

(Rs.) 

27,000 

6,000 

4,000 

8,000 

8,000 

8,000 

9,000 

X Ltd. follows Non-Integrated Accounting System. Financial Accounts of the company show a Net Profit of 
'{ S,S01000 for the, yc,"r ended 31st March, 2022. The, chic,f accountant of the company has provided 
following information from the Financial Accounts and Cost Accounts: 

Sr. No Particulars 
(I) Legal Ch.,rgQrs Providc,d In Fin.,ncial accounts 
(ii) Interim Dividend received credited in financial accounts 
(iii) Preliminary Expenses written off in financial accounts 
(iv) Over recovery of selling overheads in cost accounts 
(v) Profit on sale of capital 11ssct crcditc,d in financial accounts 
(vi) Under valuation of closing stock in cost accounts 
(vii) Over recovery of production overheads in cost accounts 
(viii) Interest paid on Debentures shown in financial accounts 

Required: 
Find out the Profit (Loss) as per Cost Accounts by preparing a Reconciliation Statement. 
{PYP 5 Marks Nov'22} 

l~l 
1S,2SO 

4,S0,000 
25,750 
11,380 
30,000 
2S,000 
10,200 
50,000 
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Answer 22 

Reconci liation Statement 
(Reconciliation the profit as per financial records with the profit as per costing records) 

Particulars (~) Total (~) 

Profit as per Financial Accounts 5,50,000 

Add: Leg a I Charges 15,250 

Pre liminary expe nses written off 25,750 

Interest paid 50,000 9 1,000 
6,41,000 

Less: Under-valuation of closing stock in cost book 25,000 

Inte rim Dividend Received 4,50,000 

Over recove ry of sell ing overheads in cost acco unts 11,380 

Over recovery of production overhead in cost accounts 10,200 5,26,580 
Profit on sale of Assets 30,000 

Profit as pe r Cost Accounts 1,14,420 

EXAM INSIGHTS: This Numerical question was on preparat ion of reconciliation stateme nt to calculate the 
profit as per Cost Accounts Performance of the examinees was good. 

Question 23 

A manufacturing company disclosed a net loss of Rs.3,47,000 as per their cost accounts for the year ended 
March 31,20X8. The financial accounts however disclosed a net loss of Rs. 5,10,000 for the same period. 

The following information was revealed because of scrutiny of the figures of both the sets of accounts. 

~ ' ' - . ' ' ' (Rs.) 
(i) Factory Overheads under-absorbed 40,000 
(ii) Administration Overheads over-absorbed 60,000 
(iii) Depreciation charged in Financial Accounts 3,25,000 
(iv) Depreciation charged in CostAccounts 2,75,000 
(v) Interest on investments not Included In Cost Accounts 96,000 
(vi) Income-tax provided 54,000 
(vii) Interest on loan funds in Financial Accounts 2,45,000 
(viii) Transfer fees (credit in financial books) 24,000 
(ix) Stores adjustment (credit in financial books) 14,000 
(x) Dividend received 32,000 

PREPARE a memorandum Reconciliation Account. 

(MTP Mar'l9, 5 Marks, RTP Nov'20} (Same concept different figures MTP 5 Marks Mar'2l, SM, MTP Oct'19 
SMarks} 

Answer 23 

Memorandum Reconciliation Accounts 
Or. 

(Rs.) 
To Net Loss as per Costing books 3,47,000 

To Factory overheads under 40,000 
absorbed in Cost Accounts 
To Depreciation unde r charged 50,000 
in Cost Accounts 
To Income- Tax not provided in 54,000 
Cost Accounts 
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(Rs.) 
By Administration overheads over 60,000 
Recove red in cost accounts 
By Interest on investment not included 96,000 
in Cost Accounts 
By Transfer fees in Financial books 24,000 

By Stores adjustment 14,000 
(Credit in financial books) 

DS



To Interest on Loan Funds in 2,45,000 By Dividend rece ived in fi nancial books 32,000 
Financial Accounts 

By Net loss as per Financial books 5,10,000 
7,36,000 7,36,000 

Question 24 

A m:inuf:icturlni: company disclosed a not profit 0:10,20,000 :is per their cost accounts for tho year ended 

31st March, 2023. The financial 3ccounts however disclosed a net profit of ~ 6,94,000 for the same period. 
The following information was revealed a s a result of scrutiny of the figure s of both the sets of accounts. ,~, 

(I) Factory Overheads under-absorbed ao,ooo 
(ii) Administration Overhe:ids over-absorbad 1,20,000 
(iii) Depreciation charged in Financial Accounts 6,50,000 
(iv) Depreciation charged in Cost Accounts 5,50,000 
(v) lnterast on lnvestmants not included In Cost Accounts 1,92,000 
(vi) Income-tax provided 1,08,000 
(vii) Interest on loan funds in Financial Accounts 4,90,000 
(viii) Transfer fees (credit in financial books) 48,000 
(ix) Stores adjustment (credit in financial books) 28,000 
(><) Dividend received 64,000 

PREPARE a Reconciliation statement. {MTP 5 Marks Apr'Z3, Mar'Zl & Mar'19) 

Answer 24 
Statement of Reconciliation 

Particulars Amount(~) Amount(~) 
Net profit as per Cost accounts 10,20,000 
Add: 

Administration Overheads. over-absorbed 1,20,000 
Interest on investments 1,92,000 
Transfe r fees 48,000 
Stores adjustment 28,000 
Dividend received 64,000 4,52,000 

Less: 
Factorv Overheads under-absorbed 80,000 
Depreciation under charged 1,00,000 
Income-tax provided 1,08,000 
Interest on loan funds 4,90,000 (7,78,000) 

Net profit as per Financia I accounts 6,94,000 

Question 25 

A manufacturing company has disclosed net loss of~ 48,700 as per their cost accounting records for the 
year ended 31st March, 2024. However their financial accounting records disclosed net profit of~ 30,400 
for the same period. A scrutiny of data of both the sets of books of accounts revealed the following 
informations: 

"= 
(i) Factory overheads under absorbed 30,500 
(ii) Administrative overheads over absorbed 65,000 
(iii) Depreciation ch:irecd in fin:incial :iccounts 2,25,000 
(iv) Depreciation charged in cost accounts 2,70,000 
(v) Income-tax provision 52,400 
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(vi) Transfer fee (crcdited in financial accounts) 10,200 
(vii) Obsolescence loss charged in financial accounts 20,700 
(viii) Notional rent of own premises charged in cost accounts 49,000 
(ix) Value of ooening stock: 

(a) In cost accounts 1,38,000 

(bl in financial accounts 1,15,000 

(xi Value of closing stock: 
(a) in cost accounts 1,22,000 
(b) in financial accounts 1,12,500 

PREPARE a Memorandum Reconciliation Account by taking costing loss as base. (MTP 5 Marks July'24} 

Answ er 25 
Memorandum Reconciliation Accounts 

Dr. 
Particulars Amount (" I Particulars 

To Net Loss as per Cost Account s 48,700 By Admin istration overheads 

over recovered in Cost Accounts 

To Factory overheads under 30,500 By Depreciation overcharged in 
absorbed in Cost Accounts Cost Accounts 

(" 2,70,000 -" 2,25,000} 
To Provision for Income tax 52,400 By Transfer fees in Financia l 

Accounts 

To Obsolescence loss 20,700 By Not ional Ren t of own 
prem ises 

To Overvaluat ion o f closing stock 9,500 By Overva luat ion of Opening 
in Cost Account s** stoc,k in Cost Accounts~ 

To Net Pro fit 30,400 
(as per Financia l Accounts) 

1,92,200 
* Overvaluation o f Opening Stock as per Cost Accoun ts 
= Va lue in Cost Accoun ts - Va lue in Financial Accounts 

= "!, 1,38,000 - " 1,15,000 =-: 23,000, 
** Overvalua tion of Closing St ock as per Cost Account s 
= Value in Cost Accounts - Value in Financial Accounts 
= "!, 1,22,000 - "!, 1,1 2,500 = " 9,500. 

Question 26 

Cr. 

Amount (0:) 
65,000 

45,000 

10,200 

49,000 

23,000 

1,92,200 

A manufacturing company disclosed a net loss of a: 3,47,000 as per their cost accounts for the year ended 
March 31,2024. The financial accounts however disclosed a net loss of 0: 5,10,000 for the same period. The 
following information was revealed as a result of scrutiny of the figures of both the sets of accounts. 

("'() 

(ii Factory Overheads under-absorbed 40,000 
(ii) Administration Overheads over•absorbcd 60,000 
(iii) Depreciation charged in Financial Accounts 3,25,000 
(iv) Depreciation charged in Cost Accounts 2,75,000 
(v) Interest on investments not included in Cost Accounts 96,000 
(vi) Income-tax provided 54,000 
(vii} lntcrest on loan funds in Financial Accounts 2,45,000 
(viii) Transfer fees (credit in financial books) 24,000 
(ix) Stores adjustment (credit in financial books) 14,000 
(x) Dividend received 32,000 
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PREPARE a memorandum Reconciliation Account {R TP Sap'24,SM) 

Answer 26 

Memorandum Reconciliation Accounts 
Dr. Cr. 

('{) ('{) 
To Net Loss as per Costi ng books 3,47,000 By Administration overheads over 60,000 

recovered in cost accounts 
To Factory overheads under 40,000 By Interest on investment not 96,000 

absorbed in Cost Accounts incl uded In Cost Accounts 
To Depreciation unde r charged In 50,000 By Transfer fees in fin a nci a I books 24,000 

Cost Accounts 
To Income-Tax not provided in 54,000 By Stores adjustment (Credit in 14,000 

Cost Acco unts fi nancial books) 
To Interest on Loan Funds in 2,45,000 By Dividend received in fi nancial 32,000 

Financia l Accounts books 
By Net loss as per financial books 5,10,000 

7,36,000 7,36,000 

Question 27 

S.K. Manufacturing Co. Ltd . showed a net profit of"; S,40,400 as per their cost accounts for the year ended 
31.03.2004. However, the financial books disclosed a net profit of 'I; 2,60,500 for tho same period. The 
following information was revealed as a result of scrutiny of the figures of both the sets of books: 

Factory overheads under absorbed I: I I , 1. Ii I I -........_~ 

Administrative overheads over absorbed / L I \I I I I ~ 

Interest paid on bank borrowings 
Interest & Divided received 
Notional rent of own premises charged in cost accounts 
Losses on the sales of fixed assets and investments 
Donations and subscriptions 
Overvaluation of closing stock of finished goods in Cost accounts 
Store adjustments (credited in financial books) 
Depreciation over charecd in cost accounts 
Income tax provided 

You are required to: 
(i) Prepare a reconciliation statement taking net profit as per cost accounts as base. 
(ii) State when is the reconciliation statement of Cost and Financial accounts not required? 

{PYP 7 Morks May '24) 

Answer 27 
(i) Statement of Reconciliation of profit as obtained under Cost and Financial Accounts 

(";) 
Profit as per Cost Records 

Add: I Administrative Overhead over absorbed 24,000 
Interest & Dividend Received 65,200 
Notional rent of own premises 60,000 
Stores adjustments (credited in financial books) 7,S00 
De precia tion over charged In cost accounts 40,000 

Less: I Factory overheads under absorbed 84,800 
Inte rest paid on bank borrowings 50,000 

~ 

84,800 
24,000 
50,000 
65,200 
60,000 
48,000 
18,800 

1,25,000 

7,500 
40,000 

1,50,000 

(";) 
5,40,400 

1,96,700 
7,37,100 
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Losses on sale of fixed assets and investments 48,000 
Donations and subscriptions 18,800 
Over-valuat ion of closing stock of finished goods in cos 1,25,000 
accou nts 
Inco me tax 1,50,000 (4, 76,600) 
Profit as per Financial Records 2,60,500 

(ii) Circumstances where reconciliation statement can be avoided: 
When the Cost and Financial Accounts are integrated - there Is no need to have a separate recon ciliation 
statement between the two sets of accounts. Integration means that the same set of accounts fulfil the 
require ment of both i.e., Cost and Financial Accounts. 

Question 28 

(Also includes concepts of Cost Sheet) 

The Profit and Loss account of ABC Ltd . for the year ended 31st March, 2021 is given below: 
Profit and Loss account 

(for the year ended 31st March, 2021) 
To Direct Material 6,50,000 By Sales 15,00,000 

(15000 units) 
To Direct Wages 3,50,000 By Dividend received 9,000 

To Factory overheads 2,60,000 
To Administrative overheads 1,05,000 
To Selling overheads 85,000 
To Loss on sale of lnvcstmonts 2,000 r, n - ' r 

To Net Profit 57,000 / I I \ ' I 
15,09,000 I , I , ........_\ I 15,09,000 

• Facto ry overheads are SO% fixed and SO% variable. I I L: r--- / -, 

• Administrative overhaads are 100% fixed. 
• Selling overheads are completely variable. 
• Normal production capacity of ABC Ltd. is 20,000 units. 
• Indirect Expenses are absorbed in the cost accounts on the basis of normal production capacity. 
• Notional rent of own premises charged in Cost Accounts is amounting to~ 12,000. 

You are required to: 

(i) Prepare a Cost Sheet and ascertain the Profit as per Cost Records for the year ended 31st March, 2021. 
(ii} Reconcile the Profit as per Financial Records with Profit as per Cost Records. {PYP 10 Marks Ju/'21} 
Answer 28 

(i) Cost Sheet 
(for the year ended 31st March, 2021} 

('!() ('!() 

Direct material 6,50,000 
Direct \,vages 3,50,000 
Prime cost 10,00,000 
Factory Overheads: 

Variable (50% of 0: 2,60,000) 1,30,000 
Fixed (0: 1,30,000 x 15,000/20,000) 97,500 2,27,500 

Works cost 12,27,500 
Administrative Overheads(~ 1,05,000 x 15,000/20,000) 78,750 
Notional Ren t 12,000 
Cost of production 13,18,250 
Selling Overheads 85,000 
Cost of Sales 14,03,250 
Profit (Balancing figure) 96,750 
Slllcs revenue 1s,oo,ooo 
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(ii) Statement of Reconciliation 

(Reconciling profit shown by Financial and Cost Accounts) 

('t) 
Profit as per Cost Account 

Add: Dividend received 9,000 
Add: Notional Rent 12,000 
less: Factory Overheads under-charged in Cost Acco unts 32,500 
(~ 2,60,000 - ~ 2,27,500) 
l ess: Administrative expenses under-charged in Cost Accounts 26,250 
(~ 1,05,000 - ~ 78,750) 
l ess: loss on sale of Investments 2,000 
Profit as per Financial Accounts 

(Note: Solution can be done considering base profit as per Financial Accounts) 

(It) 
96,750 

21,000 

(60,750) 
57,000 

EXAM INSIGHTS: It was a practical problem requiring preparation of cost sheet and reconciling profit as 
per financial records with profit as per cost records. In the preparation of the cost sheet, examinees faced 
problems in the identification of absorbed indirect expenses on the basis of normal production capacity. 
Performance of the examinees was below average. 

Question 29 
The following information have been extracted from the cost records of a manufacturing company: 

(11:) 
Stores 

\\ Hn\\ /, * Opening balance 9,000 

* Purchases \\ // l I \\Ii 48,-000 

* Transfar from WIP \( I I \I 24,000 

• Issue to work-in-progress 48,000 

* Issue for repairs 6,000 

* Deficiency found in stock 1,800 
Work-ln-Prograss: 

• Opening balance 18,000 

* Direct Wages applied 18,000 

* Overhead charged 72,000 

* Closing balance 12.000 
Finished Production : 

• Entire production is sold at a profit of 10% on cost from work-
in-progress 

* Wages paid. 21,000 

* Overhead Incurred 75,000 

DRAW the Stores Leger Control A/c, Work-in-Progress Control A/c, Overheads Control A/c and Costing 
Profit and Loss A/c. (MTP 5 Marks Nov'24} 
Answer 29 

Stores ledger Control A/ c 

Particulars (I\:) Particulars 

To Balance b/d 9,000 By Work in Process 
To General ledger Adjustment A/c 48,000 By Overhead Control A/c 
To Work in Process A/c 24,000 By Overhead Control A/c (Deficiency) 

By Ba lance c/d 
81,000 

*Deficiency assumed as normal (alternatively can be treated asabnormal loss) 
Work In Progress Control A./ c 

Particulars ("t) Particulars 

To Balance b/d 18,000 By Stores ledger Control a/c 

('t) 
48,000 

6,000 
1,800* 
25,200 
81,000 

(11:) 
24,000 
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To Stores Ledger Control A/c 48,000 By Costing P/L A/c 
(Balancing figures being cost of 1,20,000 
finished goods) 

To Wages Control A/c 18,000 By Balance c/d 12,000 
To Overheads Control a/c 72,000 

1,56,000 1,56,000 
Ovcrhc:.ds Control A/ c 

Particulars (") Particulars (") 
To Stores Ledger Control A/c 6,000 By Work in Process A/c 72,000 

To Stores Ledger Control A/c 1,800 By Balance c/d (Underabsorption) 13,800 

To Wages Control A/c 3,000 
(~ 21,000· ~18,000) 
To Gen. Ledger Adjust . A/c 75,000 

85,800 85,800 
Costine Profit & Loss A/ c 

Particulars (") Particulars (") 
To Work in progress 1,20,000 By Gen. ledge r Adjust. A/c (Sales) 1,32,000 

(1,20,000 + 12,000) 
To Gen. Ledger Adjust . A/c 12,000 
(Profit) 

1,32,000 1,32,000 

Question 30 
The following figures have been taken from the financial accounts of a manufacturing firm for the year 

candcd 31st March, 2021: 
(Rs.) 

Direct material consumption 
- -

20,00,000 
Direct wages 12,00,000 
F:.ctory overheads 6,40,000 
Administr:>tivc ovcrheads 2,80,000 
Selling and distribution overheads 3,84,000 
Bad debts 32,000 
Preliminary expenses written off 16,000 
Lci::.I ch:,rgcs 4,000 
Dividend rcccived 40,000 
Interest on fixed deposit 8 ,000 
Sales· 48,000 units 48,00,000 
Closlne stock: 

. Finished stock • 4,000 units 3,20,000 

. Work-in -process 96,000 
The cost accounts for the same period reveal that the Direct Material consumption was Rs. 22,40,000; 
Factory overhead is recovered at 20% on prime cost; Administration overhoad is recovorcd @ Rs. 4.8 per 
unit of production; and Selling and Distribution overheads are recovered at Rs. 6.40 per unit sold. 
Requircd: 
PREPARE Costing and Financial Profit & Loss Accounts and RECONCILE the difference in the profit as arrived 
at in the two sets of accounts. (MTP 10 Marks, Apr'21) (Same concept different figures SM) 
Answer 30 

Costine Profit and Loss Account 
Particulars Amount Particulars Amount 

!Rs.) (Rs. ) 
To Direct Mate rial consumed 22,40,000 By Sales 48,00,000 
To Direct Wages 12,00,000 By Closing Work-in-process 96,000 
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Prime Cost 34,40,000 By Closing Finished stock 
(Rs. 41,28,000 - Rs. 96,000 ) 

X 4,000 
52,000 units 

To Factory overheads (20% 6,88,000 
of prime cost) 

41,28,000 
To Administrative overheads 2,49,600 
(Rs. 4.80 x 52,000* units) 
To Selling & distribution 3,07,200 
overheads 
(Rs.6.40 x 48,000 units) 
To Net profit 5,21,354 
(balancing figure) 

52,06,154 
* Units produce d = Units so ld + Closing stock - Opening stock 

= 48,000 + 4,000 - 0 = 52,000 units 
Financial Profit and Loss Account 

Particulars Amount Particulars 
(Rs.) 

To Direct Material consumed 20,00,000 By Sales 
To Direct Wages 12,00,000 By Dividend received 
To Factory overheads 6,40,000 By Interest on fixed deposit 
To Administrative overheads 2,80,000 By Closing Work-in-process 
To Selling & distribution overheads 3,84,000 By Closing Fin ished stock 
To Bad debts 32,000 
To Preliminary expenses J.6,000 lu, 

I ' I I "',. 

To Legal charges 4,000 V I I J c--_, 
To Net profit (balancing figure\ 7,08,000 

52,64,000 

Reconciliation Statement 
Particulars Amount 

(Rs.) 
Net profit as per Financial Profit & Loss A/c 

Add: Administ rative ove rhe ads (2,80,000 - 2,49,600) 30,400 
Selling & Distribution overheads (3,84,000 - 3,07,200) 76,800 
Bad debts 32,000 
Preliminary expenses 16,000 
Legal charges 4,000 

Less: Diffe re nce in value of materials consumed (22,40,000 - 20,00,000) 2,40,000 
Factory overheads (6,88,000 - 6,40,000} 48,000 
Dividend received 40,000 
interest on fixed deposit 8,000 

Closing stock (3,20,000 - 3,10,154) 9,846 
Profit as per Costing Profit & Loss A/c 

Question 31 

3,10,154 

52,06,154 

Amount 
(Rs.) 

48,00,000 
40,000 

8,000 
96,000 

3,20,000 

52,64,000 

Amount 
(Rs.) 

7,08,000 

1,59,200 
8,67,200 

(3,45,846) 
5,21,354 

Thi, financial books of a company reveal thi, followine data for the yi,ari,ndi,d 31st March, 2024: 
(~) 

Opening Stock: 
Finished goods 545 units 48,250 
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Work-in-process 38,000 
01.04.2023 to 31.03.2024 
Raw materials consumed 5,00,000 
Direct labour 4,20,000 
Factory overheads 3,56,000 
Administration overheads 2, 10,000 
Stores Adjustment debited in financial Account 50,000 
Dividend paid 98,000 
Bad Debts 16,000 
Selling and Distribution Overheads 84,000 
Income tax paid 34,000 
Interest received 42,000 
Sales 14,250 units 13,96,500 
Closing Stock: Finished goods 460 units 44,500 
Work-in-process 36,200 

The cost records provide as under: 

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

• Administr11tion overheads are recovered at 20% of factory cost. 

• Selling and distribution overheads are charged at 0:6 per unit sold. 

• Opening Stock of finished goods is valued at 0:90 per unit. 
• The company values work-in-process at factory cost for both Financialand Cost Profit Reporting. 

Required: 

(i) Prepare statements for the year anded 31st March, 2024 show 

• the profit as per financial records 

• the profit as per costing records. 
(ii) Presont a statement reconciling the profit as per eosting recordswith the profit as per Financial 

Records (MTP 7 Marks Aug'24} 

Answer 31 
(i) Statement of Profit as per financial records 

(for the year ended March 31 2024) •• 
(") (0:) 

To Opening stock ofFinished Goods 48,250 By Sales 13,96,500 
To Work-in-process 38,000 By Closing stock offinished Goods 44,500 
To Raw materialsconsumed 5,00,000 Bv Work-in-Process 36,200 
To Direct labour 4,20,000 By Inte rest received 42,000 
To Factory overheads 3,56,000 By loss 3,35,050 
To Administrationoverheads 2,10,000 
To Sell ing & distribut ion overheads 84,000 
To Dividend paid 98,000 
To Bad debts 16,000 
To Stores adjustment 50,000 
To Income tax 34,000 

18,54,250 18,54,250 
Statement of Profit as per costing records 

(for the year ended March 31,2024) 
(0:) 

Sales revenue (A) (14,250 units) 13,96,500 
Cost of sales: 
Opening stock (545 units x ~ 90) 49,050 
Add: Cost of production of 14,165 units (Refe r to working note 2) 14,08,560 
l ess: Closing stock (0: 99.44 x 460 units) 45,742 
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Production cost of goods sold (14,250 units) 14,11,868 
Selli ng & dist ribut ion overheads 
(14,250 units x 'rt: 6) 85,500 
Cost of sales: (Bl 14,97,368 
Profit/Loss : {(A) - (B)} (1,00,868) 

(ii) Statement of Reconcil iation 
(Reconciling the profit as per costing records with the profitas per financial records) 

(~) (~) 
Loss as per Cost Accounts (1,00,868) 
Add: Administ ration overheads over absorbed(~ 2,34,760 - 'rt: 2,10,000) 24,760 
Opening stock overvalued ("- 49,050 - "- 48,250) 800 
Interest received 42,000 
Sell ing & distribution overheads over recovered('rt: 85,500 - 'rt: 84,000) 1,500 69,060 

(31,808) 
Less: Factory overheads over recovered ('rt: 3,56,000 - 'rt:2,52,000) 1,04,000 
Closing stock overvalued('rt:45,742 - 'rt:44,500) 1,242 
Stores adjustment 50,000 
Income tax 34,000 
Dividend 98,000 
Bad de bts 16,000 (3,03,242) 
Loss as per financial accounts (3,35,050) 

Working notes· . .. r, , -, n ' 

1. Number of units produced \\ fl I 
\'LI/ I Units 

Sales V I. 14,250 
Add: Closing stock 460 
Total 14,710 
Less: Opening stock 545 
Number of units produced 14,165 

2. Cost Sheet 
( !!;) 

Raw materials consumed 5,00,000 
Di rect labour 4,20,000 
Prime cost 9,20,000 
Factory overheads 2,52,000 
(60% of di rect wages) 
Factory cost 11,72,000 
Add: Opening work-in-process 38,000 
Less: Closing work-in-process 36,200 
Factory cost of goods produced 11,73,800 
Administration overheads 2,34,760 
(20% of factory cost) 
Cost of product ion of 14,165 units /Refer to worki ng note 1) 14,08,560 

f d . , , 14,08.560 Cost o pro uct ,on per unit : 
1 4

_
165 

99.44 

Question 32 

The financial books of a company reveal the following data for the year ended 31st March, 2023: 

I Opening Stock: I (~) I 
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Finished goods 875 units 76,525 
Work-in-process 33,000 

01.04.2022 to 31.03.2023 
Raw materials consumed 7,84,000 
Direct labour 4,65,000 
Factory overheads 2,65,000 
Goodwill written off 95,000 
Administration overheads 3,15,000 
Income tax paid 72,000 
Bad debts 21,000 
Selling and distribution overheads 65,000 
Interest received 18,500 
Rent received 72,000 
Sales 14,500 units 20,80,000 
Closing Stock: Finished goods 375 units 43,250 
Work-in-process 48,200 

The management of the company, for preparing cost sheet and variance analysis uses the following cost 

recovery basis which has been elaborated by the cost controller of the company: 
Factory overheads are absorbed at 60% of direct wages. 

Administration overheads (production related) are recovered at 20% of factory cost. 
Selling and distribution overheads are charged at'{ 5 per unit sold.Opening Stock of finished goods is valued 

at 0:105 per unit. 
The company values work-in-process at factory cost for both financial and cost accounting purpose. 

You beine an associate to the cost controller of the company has beenaskcd to: 
(i) PREPARE a statement of profit as per costing records and financialrecords. 

{ii) CALCULATE cost of production per unit. 
{iii) PREPARE a statement reconciling the profit as per costing recordswith the profit as per financial 

records. (RTP May'24} 
Answer 32 

To Opening stock: 
Finished goods 
Work-in-process 

To Raw Materials consumed 
To Direct labour 
To Factorv overheads 
To Goodwill written off 
To Administration overheads 
To Selling & distribution overheads 
To Income tax paid 
To Bad debts 
To Profit 

Statement of Profit as per financial records 
(for the year ended March 31, 2023) 

('{) 

By Sales 
76,525 By Closing stock: 
33,000 Finished Goods 

7,84,000 Work-in-Process 
4,65,000 By Rent received 
2,65,000 By Interest received 

95,000 
3,15,000 

65,000 
72,000 
21,000 
70,425 

22,61,950 

(";) 
20,80,000 

43,250 
48,200 
72,000 
18,500 

22,61,950 
Statement of Profit as per costing records {for the year ended March 31,2023) 

(";) (";) 

Sales revenue (14,500 units) (A) 20,80,000 
Cost of Sales: 
Opening stock (875 units x "; 105) 91,875 
Add: Cost of production of 14,000 uni ts (Refer to Working Note 18,15,360 
l& 2) 

less: Closing stock 
'18.15,360 x 375 units) 

14 000 units 
{48,626) 
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Production cost of goods sold (14,500 units) 18,58,609 
Sell ing & dist ribution overheads (14,500 units x ~ 5) 72,500 
Cost of sales: (B) 19,31,109 19,31,109 

Profit: {(A) - (B)} 1,48,891 

Workings: 

1. Number of units produced Units 

Sales 14,500 

Add: Closing stock 375 
Total 14,875 
Less: Opening stock 875 
Number of units produced 14,000 

Cost Sheet 

(~) (~) 
Raw materials consumed 7,84,000 
Direct labour 4,65,000 
Prime cost 12,49,000 

Factory overheads (60% of direct wages) 2, 79,000 
Factory cost 15,28,000 

Add: Opening work-in-process 33,000 
Less: Closing work-in-process (48, 200) 
Factory cost of goods produced 15,12,800 

Administration overheads (20% of factory cost) 3,02,560 
Cost of production of 14,000 units 18,15,360 

C f d 
. . Tor.ti Cos t of Production , 18,15,360 ., 

129 67 ost o pro uctton per unit:= . = , = , . 
No.ofumts produced 14.000 umts 

Statement of Reconciliation 

(Reconci ling the profit ,is per costing records with the profit :>s per fin:>ncial records) 

(~) (~) 
Profit as per Cost Accounts 1,48,891 
Add: Factory overheads over absorbed(~ 2,79,000 - ~ 2,65,000) 14,000 

S & D overheads over absorbed(~ 72,500 • ~ 65,000) 7,500 

Opening stock overvalued(~ 91,87S - ~ 76,525) 15,3S0 
Interest received 18,500 

Rent received 72,000 1,27,350 
2, 76,241 

Less: Administra tion overheads under recovery(~ 3,15000 - ~ 3,02,560) 12,440 
Closing stock overvalued (~ 48,626 - ~ 43,250) 5,376 
Goodwil l written off 95,000 

Income tax paid 72,000 

Bad debts 21,000 2,05,816 

Profit as per financial accounts 70,425 

~ LDR 

XVZ Ltd. maintains a non-integrated accounting system for the purpose of management information. The 

following are the data related with year 2020-21: 

Particulars Amount ('000) 
Opening b:,l:>nccos: 

. Stores ledger control A/ c 48,000 

. Work-in-process control A/c 12,000 

. Finished goods control A/c 2,58,000 

. Building construction A/c 6,000 

. Cost ledger control A/ c 3,24,000 
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During the, yc,ar following trans;ictions took place: 
Materials: 

. Purchased 24,000 

. Issued to production 30,000 

. Issued to eeneral maintenance 3,600 

. Issued to bui lding construction 2,400 
Wages: 

. Gross wages paid 90,000 

. Indirect wages paid 24,000 

. for building construction 6,000 
factory overheads: 

. Actual amount incurred (excluding items shown above) 96,000 

. Absorbed in building construction 12,000 

. Under-absorbed 4,800 
Royalty paid 3,000 
Selling distribution and administration overheads 15,000 
Sales 2,70,000 

At the end of the, ycar, the, stock of raw material and work-In-process was ~ 33,00,000, and ~15,00,000 
respectively. The loss arising in the raw material account is treated as factory overheads. The building under 
construction was oompletcd durine the year. Gross profit marein is 20% on s:iles. 
Required: PREPARE the relevant control accounts to record the above transactions in the cost ledger of 
the company. (MTP 10 Marks Nov'2l, RTP Nov'2l & May'22} (Same concept different figures SM) 

Answer 33 
Cost Ledger Control Account ( ~ -- r 

Particulars ('1:in '000) Particulars ('1:in '000) 

To Costing P&L A/c 2, 70,000 By Balance b/ d ~--- - 3,24,000 

To Building Construction A/c 26,400 By Stores Ledger control A/c 24,000 

To Balance c/d 2,89,800 By Wages Control A/c 90,000 

By Factory overhead control A/c 96,000 

By Royalty A/ c 3,000 

By Sell ing. Distribution and 15,000 
Administration overheads 

By Costing P&L A/c 34,200 

5,86,200 5,86,200 

Stores Ledger Control Account 

Particulars (~ in '000) Particulars ('I: in 'OOO) 

To Balance b/d 48,000 By WIP control A/c 30,000 
To Cost Ledger control A/c 24,000 By Factory overheads control A/c 3,600 

By Building construction A/c 2,400 

By Factory overhead control A/c (loss) 3,000 
(bal. fig.) 

By Balance c/d 33,000 
72,000 72,000 

Wages Control Account 

Particulars ('I: in '000) Particulars ('I: in '000) 

To Cost l edger control A/c 90,000 By Factory overhead control A/c 24,000 

By Building Construction A/c 6,000 

By WIP Control A/c (bal. fig.) 60,000 
90,000 90,000 
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Factory Overhead Control Account 

Particulars (~ in '000) Particulars (~ in '000) 

To Stores l edge r control A/c 3,600 By Build ing Construction A/c 12,000 
To Wages Control A/c 24,000 By Costing P&L A/c 4,800 
To Cost Ledger control A/c 96,000 By WIP Cont ro l A/c (bal. fig) 1,09,800 

To Stores l edger control A/c (loss) 3,000 
1,26,600 1,26,600 

Royalty Account 

Particulars (~ in '000) Particulars (~ in '000) 

To Cost Ledger cont rol A/c 3,000 By WIP Control A/c 3,000 

3,000 3,000 

Work-in-process Control Account 

Particulars I" in •oooJ Particulars ('-tin 'ODO) 
To Balance b/d 12,000 By Finished goods cont rol A/c (bal. fig) 1,99,800 

To Stores Ledger control A/c 30,000 

To Wages Contro l A/c 60,000 

To Factory overhead control A/c 1,09,800 
To Royalty A/c 3,000 By Balance c/d 15,000 

2,14,800 2,14,800 

Finishc,d Goods Control Account 

Particulars (': in 'ODO) Particulars (~ in 'ODO) 
To Balance b/ d 2,58,000 By Cost of Goods Sold A/c (Refer working 2,16,000 

note) 
To WIP control A/c 1,99,800 By Balance c/d I J ... ./ .... 2,4 1,800 

4,57,800 4,57,800 

Cost of Goods Sold Account 

Particulars (~ in '000) Particulars (~ in 'ODO) 
To Finished Goods cont rol A/c 2,16,000 By Cost of sales A/ c 2,16,000 

2,16,000 2,16,000 

Selling, Distribution and Administration Overhead Control Account 

Particulars {~ in 'ODO) Particulars (~ in '000) 

To Cost Ledger contro l A/c 15,000 By Cost of sa les A/c 15,000 
15,000 15,000 
Cost of Sales Account 

Particulars (~ in '000) Particulars (~ in '000) 

To Cost of Goods Sold A/c 2,16,000 By Costing P&L A/c 2,31,000 
To Selling, Dist ribution and 15,000 
Administration A/c 

2,31,000 2,31,000 

Costing P&L Account 

Particulars (~ in '000) Particulars (~ in '000) 

To Cost of Sales A/c 2,31,000 By Cost Ledger cont rol A/c 2,70,000 
To Factory ove rhead control A/c 4,800 
To Cost l edger cont ro l A/c 34,200 

2,70,000 2, 70,000 

Building Construction Account 
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Particulars (~ in '000) Particula rs (~ in '000) 
To Balance b/ d 6,000 By Cost Ledger control A/c 26,400 
To Stores Ledger cont rol A/c 2,400 
To Wages Con trol A/c 6,000 
To Factory ove rhead control A/c 12,000 

26,400 26,400 
Trial Balance 

Particulars Dr. Cr. 
(0: in '000) (0: in '000) 

Stores Ledger Control A/c 33,000 
WIP Control A/c 15,000 
Finished Goods Control A/c 2,4 1,800 
Cost Ledger Control A/c 2,89,800 

2,89,800 2,89,800 
Working Note: 

C f G d Id 
Rs.2. 70,0ooxao R 

2 6 000 ost o oo s so = 
100 

= s. , 1 , 

Question 34 

The following are the balances existed in the books of JPG Ltd . for the year ended, 31st March, 2019: 
Particulars Dr. Cr. 

(O:) (O:) 

Stores Ledger Control A/c \\ // f I \\ 30,00,000 
WI P Control A/ c ,\ II 11 \\ I 15,00,000 
Finished Goods Control A/c \u/ I I \"/ 25,00,000 
Manufacturing Overheads Control A/c • u • 1,50,000 
Cost Ledger Control A/c 68,50,000 

Durini: the year 2019·20, the followlni: tr:insactions took place: 
Particulars Amount(~) 
Finished product (at cost) 22,50,000 
Manufacturing Overhead incurred 8,50,000 
Raw material purchased 12,so,000 
F:ictory w:11:es 4,oo,ooo 
Indirect labour 2,00,000 
Cost of sales 17,50,000 
Materials issued to production 13,50,000 
Sales returned (at cost) 90,000 
Material returned to suppliers 1,30,000 
Manufacturing overhead charged to production 8,50,000 

Required: 
PREPARE the following control accounts and Trial balance at the end of the year: 
Cost Ledger, Stores Ledger, Work-in-process, Finished Stock, Manufacturing Overhead, Wages and Cost of 
Sales. 
(RTP May'20) (Same concepts but different figures to RTP Nov'19, RTP May'18, MTP Oct'22 10 Marks, SM) 

Answer 34 
Cost Lcde:cr Control Account 

Particulars (0:) Particulars (O:) 

To Stores Ledger cont rol A/c 1,30,000 By Balance b/ d 68,50,000 
To Cost ing Profit & l oss A/c 17,10,000 By Stores Ledger control A/c 12,50,000 

By Wages Control A/c 6,00,000 
To Balance c/d 77,10,000 By Man ufacturing overhead control A/c 8,50,000 
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95,50,000 I 95,50,000 1 
Store ledger Control Account 

Particulars (>:) Particulars (>:) 
To Balance b/ d 30,00,000 By WIP Control A/c 13,50,000 

To Cost l edge r control A/ c 12,50,000 By Cost l edger control A/c (return) 1,30,000 

By Balance c/d 27,70,000 
42,50,000 42,50,000 

WIP Control Account 
Particulars (>:) Particulars (>:) 
To Balance b/d 15,00,000 By Finished Stock Control A/c 22,50,000 
To Wages Control A/c 4,00,000 

To Stores ledger control A/c 13,50,000 

To Man ufact uring overhead control 8,50,000 By Balance c/d 18,50,000 

A/c 
41,00,000 41,00,000 

Finished Stock Control Account 
Particulars (>:) Particulars (>:) 
To Balance b/d 25,00,000 By Cost of Sales A/c 17,50,000 

To WIP Cont rol A/c 22,50,000 
To Cost of Sales A/c (sales re tu rn) 90,000 By Balance c/d 30,90,000 

48,40,000 48,40,000 
Manufacturing Overhead Control Account 

Particulars (>:) Particulars (>:) 

To Cost Ledger Control A/c 8,50,000 By Bala nee b/ d I' I 1,50,000 
To Wages Control A/c 2,00,000 By WIP Control A/c 8,50,000 

By Cost ing P&l A/c (under recovery) 50,000 
10,50,000 10,50,000 . 

Wages Control Account 
Particulars (I\') Particulars ,~, 
To Cost ledger Control A/c 6,00,000 By WIP Control A/c 4,00,000 

By Manufactu ring overhead cont rol A/c 2,00,000 
6,00,000 6,00,000 

Cost of Sales Account 
Particulars (~) Particulars (0:) 
To Finished Stock Control A/c 17,50,000 By Fi nished Stock Cont rol A/c (sales return 90,000 

By Costing Profit & loss A/c 16,60,000 
17,50,00( 17,50,000 

Particulars Dr. Cr. 
(>:) (>:) 

Stores ledger Control A/c 27,70,000 

WIP Control A/c 18,50,000 

Finished Goods Con trol A/c 30,90,000 
Cost l edger Control A/c 77,10,000 

77,10,000 77,10,000 

Working: Costing P&l Account 
Particulars ,~, Particulars (>:) 
To Cost of Sales A/c 16,60,000 By Cost Ledger control A/c 17,10,000 
To Ma nufacturing overhead control A/c 50,000 

17, 10,000 17,10,000 
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Question 35 r:J LDR 

The financial books of a company reveal the following data for the year ended 31st March, 2023: 
('\'.) 

Opening Stock: 
Finished goods 625 units 1,06,250 
Work-in-process 92,000 

01.04.2022 to 31.03.2023 
Raw materials consumed 16,80,000 
Direct Labour 12,20,000 
Factory overheads 8,44,000 
Administration overheads (oroduction related) 3,96,000 
Dividend p:ald 2,44,000 
Bad Debts 36,000 
Selling and Distribution Overheads 1,44,000 
Interest received 76,000 
Rent received 92,000 
Salos 12,615 units 45,60,000 
Closing Stock: Finished goods 415 units 91,300 
Work-in-process 82,400 

The cost records provide as under: 
► Factory overheads are absorbed at 70% of direct wages. 
► Administration overheads are recovered at 15% of factory cost. 
;... Selling and distribution overheads are chargc,d at 0: 6 per unit sold. 
}- Opening Stock of finished goods is valued at'( 240 pitr unit. 
► The, company values work-in-process at factory cost for bot'1 Financial and Cost Profit Reporting. 

Requirecl: 
(i) Prepare statements for the year ended 31st March, 2023 showing: 

► the profit as per financial records 
:,... the profit as per costing records. 

(ii} Prepare a statement reconciling the profit as per costing records with the profit as per financial 
rocords. {RTP Nov'23, Nov'22) (Samo concept different figures RTP Nov1l8, RTP M:iy'21) 

Answer 35 
(i} Statement of Profit as per costing records (for the year ended March 31, 2023) 

{'<) {'<) 
To Opening stock of Fin ishe d Goods 1,06,250 By Sales 45,60,000 
To Work-in-process 92,000 By Closing stock of finished Goods 91,300 
To Raw materials consumed 16,80,000 By Work-in-Process 82,400 
To Direct labour 12,20,000 By Rent received 92,000 
To Factory overheads 8,44,000 By interest received 76,000 
To Administrat ion overheads 3,96,000 
To Selling & distribut ion overheads 1,44,000 
To Dividend paid 2,44,000 
To Bad debts 36,000 
To Profit 1,39,450 

49,01,700 49,01, 700 
Statement of Profit as per costing records(for the year ended March 31,2023) 

{'<) 
Sales revenue (A} {12,615 units) 45,60,000 
Cost of sales: 
Opening stock {625 units x '( 240) 1,50,000 
Add: Cost of production of 12,405 units (Refe r to working note 2) 43,28,140 
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Less: Closing stock 

(Rs. 43,28,140 X 415 units) 
1 2 405 units 

Product ion cost of goods so ld {12,615 units} 

Selling & distribution overheads (12,615 units x ~6} 

Cost of sa les: (8) 
Profit: {(A} - (Bl} 

(ii} Statement of Rcconcili3tion 
(Reconciling the profit as per costing records with the profit as per financial records} 

Profit as per Cost Accounts 

Add: Admin istration overheads over absorbed ("'.5,64,540 - "'.3,96,000) 
Opening stock overvalued (~1,50,000 - ~ 1,06,250) 

Interest received 

Rent received 

Factory overheads over recovered ("'- 8,54,000 - "'- 8,44,000) 

Less: Selling & distribution overheads under recovery(~ 1,44,000 - ~ 75,690) 
Closing stock overvalued (~1,44,795 - ~ 91,300) 

Dividend 

Bad debts 

Profit as per financial accounts 

Working notes· . 
\\ H a. Number of units produced 

Units 

Sales \! 12,615 
Add: Closing stock 415 
Total 13,030 

Less: Opening stock (625) 
Number of units produced 12,405 

b. Cost Sheet 

Raw materials consumed 

Direct labour 

Prime cost 

Factory overheads (70% of direct \"lages} 

Factory cost 

Add: OpeninQ work-in-process 

Less: Closing work-in -process 

Factory cost of goods produced 
Administration overheads (15% of factory cost) 

Cost of production of 12,405 units (Refer to working note 1) 
C f d . 't Total Cost of Production Rs.43,28,140 R 348 90 ost o pro uct1on per uni := . = . = s. . 

No.of umc.s Produced 12,40Sunits 

Multiple Choice Questions (MCQ) 

1 , Under the Non-integrated accounting system (SM} 
(a) Same ledger is main tained for cost and financia l accounts by accountants 
(b) Separate ledgers are maintained for cost and financial accounts 

(c) (a} and (b) both 
( d} None of the above 

Ans: (b) 

(~) 

1,68,540 
43,750 
76,000 
92,000 

10,000 

68,310 
53,495 

2,44,000 

36,000 
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(1,44, 795} 

43,33,345 
75,690 

44,09,035 
1,50,965 

(~) 
1,50,965 

3,90,290 
5,41,255 

(4,01,805) 
1,39,450 

(~) 
16,80,000 

12,20,000 
29,00,000 

8,54,000 
37,54,000 

92,000 
(82,400) 

37,63,600 
5,64,540 

43,28,140 
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2. Notional costs {SM} 
(a) May be included In Integrated accounts 
(b) May be included in Non- integrated accounts 
(c) Cannot be included in Non-integrated accounts 
( d) None of the above 

Ans: (b) 

3 . Under Non-integrated accounting system, the account made to complete double entry is {SM} 
(a) Store s ledge r control account 
(b) Work in progress control account 
(c) Fi nished goods control account 
(d) General ledger adjustment account 

Ans: (d) 

4. Integrated systems of accounts are maintained {SM} 
(a) In separate books of accou nts for costing and financial accounting purposes 
( b) In same books of accounts 
(c) Both (a) & (b) 
(d) None of the above 

Ans: (b) 

5. Under Non-Integrated system of accounting, purch;asc of r;iw material Is debited to which account {SM} 
(a) Material control accou nt / stores ledger con trol account 
(b) General ledger adjustment account 
(c) Purchase account 
(d) None of the above 

Ans: (a) 

6. Under Non-integrated accounts, if materials worth 't 1,500 are purchased for a special job, then which 
account will be debited: {SM} 
(a) Specia l job account / work in process account 
(b) Mate rial control account 
(c) Cost control account 
(d) None of the above 

Ans: (a) 

7. Which account is to be debited if materials worth "i 500 are returned to vendor under Non-integrated 
accounts: {SM} 
(a) Cost ledger control account 
(b) Finished goods control account 
(c) WIP control account 
(d) None of the above 

Ans: (a) 

8. Which of the following items is included in cost accounts? {SM} 
(a) Notional rent 
( b) Donations 
(c) Transfer to ge neral reserve 
(d) Re nt receivable 

Ans: (a) 
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9. When costinc loss is '( 5,600, administrative overhead under-absorbed beinc '( 600, the loss as per 
financial accounts should be {SM} 
(a) "5,600 
(b) " 6,200 
(c ) "! 5,000 
(d) None of the above 

Ans: (b) 

10. Which of the following Items should be added to costini: profit to arrive at fln:>ncial profit? {SM} 
(a) Over-absorption of works overhead 

(b) Interest paid on debentures 
( c) Income tax paid 

( d) Al I of the above 
Ans: (a) 

11. WHICH of the following item is not the cause of differences i n Financial and Cost Accounts? 
{MTP 2 Marks Nav'24} 
(a) Income tax not treated in Cost Accounts 

(b) Dividends credited in Financial Accounts 
(c) Losses on t he sale of Investments not treat ed in Financia l Accounts 

(d) Cost Accounts showing notional depreciati on on the assets fullydepreciated for which book value 
Is nil 

Ans: (c) 

12. WHICH of the following is the correct journal entry as would appear in the cost books when there is under 
recovery of overheads? (MTP 2 Marks dec'24} 

(a) Cost of Sales A/c ........ :............................... Dr. xxx 
To Administrative Overhead Control A/c 

(b) Production Overhead Control A/c ............... ... ... Dr. 

To Work-in-Process l edger Control A/c 

(c) Costing Profit & Loss A/c ......... ....... ............ ..... Dr. 
To Administrative Overhead Control A/c 

(d) Work-in-Process Ledger Control A/c 
To Production Overhead Control A/c 

Ans : (c) 

XXX 

XXX 

XXX 

XXX 

XXX 

Dr. xxx 
XXX 
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CONCEPTS OF THIS CHAPTER 

• Unit Costing method: overview and calculation. 
• Batch Costing method: explanation. 
• Accounting entries for cost elements under Batch Costing. 

lt 
• Determine cost for a batch. 
• Difference between Job Costing and Ba tch Costing. 

QUICK REVIEW OF IMPORTANT CONCEPTS 

I . Meaninll of Unit costini: 

• Used when the output produced is uni form, with each unit incurring the same cost. 
• Also referred to as single or output costing. 
• Commonly applied in Industries such as paper, cement, steelworks, mining, and brewe ries. 

C 
. Total cost of production 

ost per unit •----~--
No.of units produced 

II. Meaning of Batch Costing 

LOR 
Questions 

Q17 
Q18 

• A form of specific order costing where products are manufactured in predefined groups, called batches. 
• The cost Is determined based on the entire batch produced. 
• For example, used in the pen manufactu ring industry. 

A batch consists of certa in number of uni ts which are PROCESSED SIMULTANEOUSLY. Unde r thi s me thod 
of manufacturing, the inputs are accum ulated in t he assembly li ne till it reaches minimum batch size. 
Soon a fter a batch size is reached, a ll inputs In a ba tch Is processed for further ope ra tions. 

Ill. ECONOMIC BATCH QUANTITY (EBQ) : It is the size of a batch where total cost of set-up and holding costs 
are at minimum. 

EBQ Formula= EBQ Formula=~ 

Whe re, 

D = Annual Demand for the product 
S = Set t ing up cost per Batch 
C= Carrying cost per unit of production 

Questions & Answers 

Theory Questions 

Describe Unit Costing and Batch Costing. Give three examples of industries for each method where these are 
used. {PYP 4 Marks May '24} 

Answer 1 
Unit costing is that method of costing where the output produced Is identical and each unit of output requires 
identical cost . Under this method costs, are collected and analysed element wise and then total cost per unit is 
ascertained by dividing the tota l cost with the number of units produced. 
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~ 
Such a method of costi ng is used in the industries like paper, cement, steel works, mi ning, breweries etc. 
Batch Costing: Batch Costi ng is a type of specific order costing where articles are manufactured in 
predetermined lots, known as batch. Cost per unit in a batch is ascertained by dividing the total cost of a batch 
by the num ber of units produced in that batch. 
Such a method of costing is used in the case of pharmaceu tical or drug industries, readymade garment 
industries, industries, manufacturing e lectronic parts of T.V. radio sets etc. 

Question 2 

STATE the differences between Job costing and Batch costing 
(MTP 5 Marks, May'20, Oct 19, SM, RTP Nov'21, RTP Nov'18, RTP May'23} 

Answer 2 
Differences between Job costing and Batch costing: 

Sr. Job Costing Batch Costing 
No 

1 Method of costing used for non- standa rd and Homogeneous products produced in a continuous 
non- repetitive products produced as per customer production flow in lots. 
specifications and against specific o rders. 

2 Cost determined for each Job. Cost de termi ned in aggregate for the entire Batch 
and then arrived at on per unit basis. 

3 Jobs are d ifferent from each other and lndependen Products produced in a batch are homogeneous 
of each other. Each Job is un ique. and lack of individuality. 

Question 3 

In Batch Costine:, STATE how is Economic Batch Quantity determined? 
(MTP 4 Marks, Mar'22, Mar'18, SM} 

Answer 3 

The economic batch size or Economic Batch Quantity may be determined by calculating the total cost for a 
series of possible batch sizes and checking which batch size gives the minimum cost. The objective here being 
to determine the production lot (Batch size) that opti mizes on both set up and inventory holding cots fo rmula. 
The mathematical formula usually used for its determination is as follows: 

(E BQ)= ~ 
Where, 
D = Annual demand for the prod uct 
S =Setting up cost per batch 
C=Carrying cost per unit of production 

Question 4 

DESCRIBE Unit Costing. WHAT kind of industries follow this method of costing? {MTP 5 Marks Sep'22, SM} 

Answer 4 

Unit costing: It is that method of costing where the output produced is identical and each unit of output requires 
identica l cost. Un it costing is synonymously known as single o r ou tp ut costing, but these are sub-d ivision of uni t 
costing method. 
This method of costing is fo llowed by industries which produce single output o r few variants of a single output, 
the refore, this method of costing, finds its application in industries like paper, ce ment, steel works, min ing, 
breweries e tc. These types of industries produce identical products and therefore have identical costs. 
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Question 5 

Happi Ltd. Produces product RP in batches, management of the Happi Ltd. wants to know the number of 

batches of product RP to be produced where the cost incurred on batch setup and carrying cost of 
production Is at optimum level. (MTP 4 Marks Apr'24,SM} 

Answer 5 

Economic batch quanti ty in Batch Costing: In batch costing the most important problem is the determination 
of 'Economic Ba tch Quantity'. The determination of economic batch quantity involves two types of costs viz, 
{i) set up cost and {ii) carrying cost . With the increase in the batch size, there is an increase in the carrying 
cost but the set up cost per unit of product is reduced. This situa tio n is reversed when the batch size is 
reduced. Thus there is one particu lar batch size for which both set up and carrying costs are minimum. This 
size of a batch is known as economic or opt imum batch quanti ty. 
Economic batch quantity can be determined with the help of table, graph or mathematica l formula. The 
mathematical formula usua lly used for its determination is as follows: 

E.B.Q= Jz~s 
Whe re, D= Annual demand for the product 
S = Setting up cost per batch 
C = Carrying cost per unit of prod uction per annum 

Practical Questions 

Question 6 

PS Ltd. manufactures articles in predetermined lots simultaneously. The following costs 
have been incurred for Batch No. 'PS143' in the month of March, 2022: 
Units produced 1,000 units 
Direct materials cost 'I'. 2,00,000 
Direct Labour• 
Department A 800 labour hours@ 'I'. 100 pr,r hour. 
Department B 1,400 labour hours@"; 120 per hour. 
Factory overheads are absorbed on labour hour basis and the ratr,s are: 
Department A@"; 140 per hour. 
Department B @ "t 80 per hour. 
Administrative overheads are absorbed at 10% of selling price. 
The firm expects 25% gross profit (sales value minus factory cost) for determining the selline price, 
You are required to CALCULATE the selling price per unit of Batch No. 'PS143'. (RTP Nov'22} 

Answer 6 

Statement showini: selling price per unit of Batch number 'PS143' 

Particulars Amount(~ ) Amount(";) 

Direct Materials 2,00,000 
Direct Labour 
Department A 800 labour hours@ '(100 per hour 80,000 
De partment B 1400 labour hours@ 'l'.120 per hour 1,68,000 2,48,000 
Factory overheads 
Department A 800 labour hours @ '(140 per hour 1,12,000 
Department B 1400 labour hours@ ";80 per hour 1,12,000 2,24,000 
Factory Cost 6,72,000 
Add: Administrative overheads {10% of selling price) (6, 72,000/75% x 10%) 89,600 
Cost of production 7,61,600 
Add: Profit (15% of sell ing price} (6,72,000/75% x 15%} 1,34,400 
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Selling price of batch no 'PS143' 8,96,000 
Selling price per unit (8,96,000 / 1000 units) 896 

Alternatively, sell ing price calculation:- Selling price assume X 
25% = (X - factory cost) / X 
or 0.25 X = X- 6,72,000 
or 0.75 X = 6,72,000 
hence X = >; 8,96,000 

Question 7 

Wave is a pharmaceutical company which produces vaccines for diseases like Monkey Pox, Covld-19 and 
Chickenpox. A distributor had ,:iven an order for 1,600 Monkey Pox Vaccines. The company can produce 
80 vaccines at a time. To process a batch of 80 Monkey Pox vaccines, the followin,: costs would be incurred: 

~ 

Direct Materials 4,250 
Direct wages 500 
Lab set-up cost 1,400 

The Production Overhe:ids are absorbed at a rate of 20% of direct waees and 20% of total production cost 
is charged in each batch for Sellin,:, distribution and administration Overheads. The company is w illine to 
earn profit of 25% on sales v:,lue. 
You are required to determine: 
(II Total Sales value for 1,600 Monkey Pox Vaccines 
(iii Sellin,: price per unit of the Vaccine. {PYP 5 Marks Nov'22} 

Answer 7 
(i) & (ii) Calculation of Sales value and Sellinc price per unit of Monkey Pox v:,ccine 

Particulars Amount (~) per Amount (~) for 1600 units Amount(~) 
Batch or 20 batches per unit 

Direct mate rials 4,250 85,000 53.125 
Di rect wages 500 10,000 6.250 
La b set-up cost 1,400 28,000 17.500 
Product ion overheads 100 2,000 1.250 
(20% of direct wages) 
Productio n Cost 6,250 1,25,000 78.125 
Se lling,distrib ution and administrati on 1,250 25,000 15.625 
cost 
(20% of Product ion cost) 
Total Cost 7,500 1,50,000 93.75 
Add: Profit (1/3rd of Total cost or 25% 2,500 50,000 31.25 
of Sales va lue) 
Sales value 10,000 2,00,000 125.00 

EXAM INSIGHTS: This is a Nume rical problem on batch costing for ca lcu lat ion of Tota l Sales Va lue and 
Selli ng Price Per Un it of t he vaccine . Most of t he examinees answered in t he corre ct li nes and secure d 
good marks. 

Question 8 

Wave manufactures mother boards used in smart phones. A smart phone requires one mother board. As 

per the study conducted by the Indian Cellular Association, there will be a demand of 180 million smart 
phones in the coming year. Wave is expected to have a market share of 5.5% of the total market demand 
of the mother boards in the coming year. It is estimated that it costs ";6.25 as inventory holding cost per 
board per month and that the set-up cost per run of board manufacture is ";331500. 
(i) COMPUTE the optimum run size for board manufacturing? 
(ii) Assuming that the company has a policy of manufacturing 801000 boards per run, CALCULATE how 
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much extra costs the company would be incurring as compared to the optimum run suggested in (i) 
above 7 (RTP Nov'20, MTP 5 Marks Sep'23) 

Answer 8 
(i) Computation of optimum run size 

Optimum run size or Economic Batch Quantity (EBQ) = J2
x~xs 

Where, D = Annual demand i. e. 5.5% of 18,00,00,000 = 99,00,000 units 
S = Set -up cost per run = ~33,500 
C = Inventory holdi ng cost per unit per annum 

= '{6.25 x 12 months = ~75 

EBQ = 2X99,00,000Units XRs.33.500 = 94 042 5 U . 94 043 U . Rs.75 , . nits or , nits 

(ii) Calculation of Total Cost of set-up and inventory holding 
Batch size No. of set• ups Set-up Cost (~) Inventory holding cost 

('{) 

124 41,54,000 30,00,000 
80,000 (99,00.000) (124 X (80,000

2
xRs.75) 

A units 80,000 ~33,500) 

106 35,51,000 35,26,612.5 

B 94,043 (99,00,000) (106 X (94.043
2
xRs.75) 

units 94,043 ~33,500) 

Extra Cost (A- B) 

Question 9 

Total Cost(~) 

71,54,000 

70, 77,612.50 

76,387.50 

GHI Ltd. manufactures 'Stant' that is used by hospitals in heart surgery. As par the estimates provided by 
Pharmaceutical Industry Bureau, there will be a demand of 40 Million 'Stents' in the coming year. GHI Ltd. 
Is expected to have a market share of 2.5% of the total market demand of the Stcnts in tho coming year. 
It is estimated that it costs 1.50 as inventory holding cost per stent per month and that the set•up cost per 
run of stent manufacture is~ 225. 
Required: 
(i) What would be the optimum run size for Stent manufacture? 
(ii) What is the minimum inventory holding cost? 
(iii) Assumlne that the company has a policy of manufacturine 4,000 stents par run, how much extra costs 

the company would be incurring as compared to the optimum run suggested in (i) above? 
(PYP 5 Marks Jan '2l) {Same concept different figures RTP May'22) 

Answer 9 
(i) Computation of Optimum Run size of 'Stents' or Economic Batch Quantity (EBQ) 

Economic Batch Quantity (EBQ) = ~ 
Where, D = Annual demand for the Stents 

= 4,00,00,000 x 2.5% = 10,00,000 units 
S = Set- up cost per run 

= ~ 225 
C = Carrying cost per unit per annum 

: ~ 1.50 X 12 : ~ 18 

2x10.oo,ooo xRs.225 
EBQ= 

Rs.18 
= 5,000 units of Stents 

(ii) Minimum inventory holding cost 
Minimum Inventory Cost= Average Inventory x Inventory Carrying Cost per unit per annum 
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: (5,000 _. 2) X ~ 18 
=,: 45,000 

(iii) Calculation of the extra cost due to manufacturing policy 
When run size is 4,000 units 

Total set up cost = 10,00,000 X Rs. 225 
4.000 

= 'I: 56,250 
Total Carrying cost Y, x 4,000 x ~ 18 

= ~ 36,000 

Total Cost 'i: 92,250 
Extra cost = ii: 92,250 - ii: 90,000 = ii: 2,250 

Question 10 

When run size is S,000 units 
I.e. at EBQ 
= 10,00,000 X R 225 5.000 s . 

= 'I: 45,000 
½ X 5,000 X ~ 18 

= ~ 45 000 
' 

'i: 90,000 

Su Limited manufactures a variety of products. The annual dem:>nd for one of its products- Product 'X' Is 
estimated as 'i:1,35,000 units. Product 'X' is to be manufactured done in batches. Set up cost of each batch 
Is 'I: 3,375 and Inventory holding cost Is 'I; 5 per unit. It Is expected that demand of Product 'X' would be 
uniform throughout the year. 
Rcquired: 
(i) Calculate the Economic Batch (EBQ) for Product 'X'. 
(ii) Assuming that the comp:iny h:,s" policy of m:>nufacturing 7,500 units of Product 'X' per b:,tch, calculate 

the additional cost incurred as compared to the cost incurred as per Economic Batch Quantity (EBQ) as 
computed in (l) above. (PYP 5 Marks, May'23) 

Answer 10 

J2DSCDS i) Economic Batch Quantity (EBQ) = ✓c 
where, 
D = Annual demand for the product 
S = Set-up cost per batch 

C = Carrying cost per unit per annum. 

J2DS = 2Xl ,35,000X3,375 : lS SOO 't 
✓C 5 , uni s. 

ii) Total Cost (of maintaining the inventories) \,vhen batch size (Q) are 13,500 and 7,500 units respectively 
Total cost = Total set -up cost+ Total carrying cost. 

When batch size is 13,500 units When batch size is 7,500 units 

Total set up cost 1.35.000 
xii: 3,375 = ii: 33,750 Or, = 1.35.000 X ~ 3 375 = 

13,500 7.500 ' 

No. of setups= 10 = 'i: 60,750 
= 10 X 'i: 3,375 = 'i: 33,750 

Total Carrying cost 1/2 X 13,500 X 5 1/2 X 7,500 X 5 
= ,: 33,750 = ~ 18,750 

Tota l Cost 'I: 67,500 'I: 79,500 

"12,000 is t he excess cost borne by the company due to batch size not being economic batch quantity. 
Alternative presentation 

EOQ 13,500 Batch size 7500 Extra cost Saving 

No of set up 10 18 8 X 3375 = 27,000 

Carrying cost 13,500 - 7500 = 6000/ 2 @ 5 15,000 
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Net extra cost= (27,000- 15,000) = '; 12,000 

EXAM INSIGHTS: This numerical question was based on Economic Batch Quantity in wh ich it is required to 
calcu late excess cost borne by the company due to batch size not being EBQ. Most of the examinees 
answered correctly and showed an overall cood performance. 

Question 11 

Alpha Ltd. has an Annual demand from a single customer for 60,000 Covid-19 vaccines. The customer prefers 
to order In the lot of 15,000 vaccines per order. Tho production cost of vaccine Is I( 5,000 per vaccine. The 
set-up cost per production run of Covid-19 vaccines is'{ 4,800. The carrying cost is '; 12 per vaccine per 
month. 
You are required to: 
(i) FIND the most Economic:il Production Run. 
(ii) CALCULATE the extra cost that company incurs due to production of 15,000 vaccines in a batch. 

(MTP 4 Marks Aug'24, PYP 5 Marks Ju/'21} 

Answer 11 
(i) Calculation of most Economical Production Run 

= 2X60,000X~4.800 _ 2 OOO . 
12 

x i
2 

- , vaccine 

(i i) C:ilcul:ition of Extr:i Cost due to processing of 15,000 v:iccines in:i b:itch 
Whan run size ls2,000 vaccines Whan run size lslS,000 

vaccines 
Total set up cost 

\\ 
= 60.000 ~ 4 800 

(~ 
= 60,000 ~ 4 800 

2,000 X ' 15,000 X ' 
= ';l,44,000 = ';19,200 

Total Carrying cost 

' 
½' X 2,000 X ';144 ' ½ X 15,000 X ';144 

= >; 1,44,000 = >; 10,80,000 
Total Cost ';2,88,000 ';10,99,200 

Thus, extra cost='; 10,99,200- '; 2,88,000 = '; 8,11,200 

EXAM INSIGHTS: It was a practica l problem requiring to calcu late Economic Production Run and extra 
cost due to a different production plan. Performance of the examinees was above average. 

Question 12 

A jobbing factory has undertaken to supply 300 pieces of a component per month for the ensuing six 
months. Every month :, b:itch order is opened against which materials and labour hours :ire bookad at 
actual. Overheads are levied at a rate per labour hour. The selling price contracted for is "; 8 per piece . From 
the, following dot:, CALCULATE the cost :ind profit per piece, of a:ich bateh order :ind over:ill position of the 
order for 1,800 pieces. 

Month Batch Material cost Direct wages Direct labour 
Output ('{) ('<) hours 

January 310 1150 120 240 
February 300 1140 140 280 
March 320 1180 150 280 
April 280 1130 140 270 
May 300 1200 150 300 
June 320 1220 160 320 
The other details are: 
Month Chargeable expenses Direct labour 

(>;) (Hours) 
January 12,000 4,800 
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~ 
Fobruary 10,560 4 ,400 
March 12,000 s,ooo 
April 10,580 4,600 
May 13,000 5,000 
June 12,000 4,800 

(RTP Sep'24) (MTP 5 Marks, Oet'20) (Same concept different figures MTP 5 Marks Mar'21, RTP May'23) 
Answer 12 
Statement of Cost and Profit per batch 

Particu lars Jan. Feb. March April May Juno Total 

Batch output (in units) 310 300 320 280 300 320 1,830 
Sale value(~) 2,480 2,400 2,560 2,240 2,400 2,560 14,640 
Material cost(~) 1,150 1,140 1,180 1,130 1,200 1,220 7,020 
Direct wages (~) 120 140 150 140 150 160 860 
Chargeable exeenses• L~) 600 672 672 621 780 800 4,145 
Total cost(~) 1,870 1,952 2,002 1,891 2,130 2,180 12,02S 

Profit per batch(<:) 610 448 558 349 270 380 2,615 
Total cost per unit(~) 6.03 6.51 6.26 6.75 7.10 6.81 6.57 
Profit per unit(~) 1.97 1 .49 1.74 1.25 0.90 1.19 1.43 -Overall position of the order for 1,800 units 
Sales value of 1,800 units @ ~ 8 per unit ~ 14,400 
Total cost of 1,800 units@~ 6.57 per unit 0: 11,826 
Profi t 0: 2,574 

* Chargeable expenses . 
o· 1 b h ~ h h X Direct labour hours fo r batch irect a. our our or t e mont 

Question 13 

Zee Ltd. manufactures pistons used in car en,::ines. As per the study conducted by the Auto Parts 
Manufacturors Association, there will bo a demand of 80 million pistons In the coming yoar. Wava is 
expected to have a market share of 2 .15% of the total market demand of the pistons in the coming year. It 
Is estimatod that it costs it 2.50 as inventory holding cost per piston per month and that the set•up cost per 
run of piston manufacture is ~ 4,500. 
(I) COMPUTE the optimum run size for piston manufacturing? 
(ii) Assuming that the company has a policy of manufacturing 20,000 pistons per run, CALCULATE how 

much extrQ costs the company would be incurring as compared to the optimum run suggested in (i) 
above? (MTP 5 Marks, Oct'21} {Same concept different figures MTP 5 Marks Apr 19, MTP 5 Marks Mar 
19 but different flcures) 

Answer 13 

(i) Optimum run size or Economic Batch Quantity (EBQ) = j2
x~xs 

Where, D = Annual demand i.e. 2.15% of 8,00,00,000 = 17,20,000 units 

(ii) 

A 

S = Set-up cost per run = ~ 4,500 
C = Inventory holding cost per unit per annum 

= 't 2.5 x 12 months = I!: 30 

E 
2Xl 7.20.000units XRs,4,500 

22 716 
. 

BQ = Rs.30 = ' units 

Calculation of Total Cost of sct•up and inventory holding 
Batch size No. of set· ups Set-up Cost 

(~) 
20,000 86 3,87,000 
units (17,20,000) (86 X 0: 

20.000 4,500) 

Inventory holding Total Cost 
cost(~) (~) 

3,00,000 6,87,000 
(20,000z'R.s.30) 
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B 22,716 76 3,42,000 3,40,740 6,82,740 
units ( 17,20,000) (76 X ~ (22,7'1\XRs,30) 

22,716 4,500) 
Extra Cost (A - B) 4,260 

Question 14 
Luxz Ltd. is into luxury pens business manufacturing 120 pens in a batch. To process a sinele batch of 120 
pens, company needs to incur following expenditure: 

Particulars ('l) 
Direct Materials 57,375 
Direct wages 6,750 
Batch Set-up cost 18,900 

For each batch, the company absorbs the Production Overheads at a rate of 20% of direct wages and 15% of 
the total production cost is allocated to cover selling, distribution, and administrative overheads. 
Durine the month of March, Luxz Ltd. received an order for 2,400 pens and the company aims to achieve a 
profit margin of 25% on its sales value. 
You are required to DETERMINE the total sales value for 2,400 pens. {MTP 2 Marks Nov'24} 
Answer 14 

Determination of total sales value of Luxury pens 
Particu lars Amount per Amount far 2,400 units or 

Batch (~) 20 batches (~) 
Direct mate ria ls 57,375 11,47,500 
Direct wages 6,750 1,35,000 
Batch set-u p cost I:'\ nr 7 18,900 fl r, 3, 78,000 
Productio n over he ads \,V ' 1,350 I 27,000 
(20% of direct wages) 
Total Production Cost 84,37S ,. - , 16,87,500 
Selling, d istributio n and admi nistratio n cost (15% of 
Total Product ion cost) 12,6S6 2,S3, 125 
Total Cost 97,031 19,40,625 

Add: Profit (25% of Sales va lue or 1/3rd of Total cost ) 32,344 6,46,875 

Total Sales value 1,29,375 25,87,500 

Question 15 

Language Achievers, a renowned institute specializing in TOEFL preparation, has secured a spacious hall for 
20,000 on weekly basis with a seating capacity of 250 students. The instructor, highly qualified and 
experienced, is compensated eenerously with an honorarium of 1,500 per lecture. Additionally, he receives 
reimbursement for travel expenses of 'I{ 200 per day along with refreshments costing 1,500 per week to 
ensure his comfort and focus during teaching sessions. Administrative and miscellaneous expenses, covering 
essential utilities and materials are, 500 per week. Language Achievers has meticulously planned Its 
curriculum, scheduling batches of 2 lectures per day, 5 days a week for 30 weeks, ensuring comprehensive 
coverage of the TOEFL syllabus. 
Required: 
(i) Calculate the total cost per batch. 
(ii) Determine the minimum fee per student in a batch to cover costs, if the batch is fully occupied. 
(iii) Calculate the fee to be charged from. each student if batch is 80% filled and inst itute aims to achieve a 

profit margin of 25% on the fee, (PYP 5 Marks Sep'24) 

Answer 15 
(i) Calculation of Total cast per batch 

I Particulars 
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Ha ll Charges (~20,000 x 30} 
Honorarium of inst ructor {~1,500 x 2 x 5 x 30) 
Reimbursement of t ravel expenses (~200 x 5 x 30) 
Refreshment (~ 1,500 x 30) 

Administrative and miscell aneous expenses(~SOO x 30) 
Total Cost 
No. of Batches 
Total cost per batch 

(ii} Minimum fee per student in a batch to cover costs 
Total cost per batch 

= Students per batch 
= llA-0.000 = ~ 4 560 

250 ' 
(iii) Number of Students if batch is 80% filled 

= 250 students x 80% = 200 stude nts 

6,00,000 
4,50,000 

30,000 
45,000 

15,000 
11,40,000 

1 
11,40,000 

Total Fee to be recovered to achieve 25% profit margin on the fee 
= ~ 11,40,000 + (~ 11,40,000 x 1/4th of sales or 1/3rd of the cost} 
= ~ 15,20,000 
Fee per student 
_ Total Fee per batch 

s tudent per batch 
= 15,20,000 = ~ l 600 

200 ' 

Question 16 

~ 

Phonick Ltd . accepted an order to supply 2,000 units per month of Product 'E' for the third quarter of the year. 
Each monthly batch order records the actual costs of materials and labour. Overheads are charged at a rate 
pe r labour hour. The selling price is established at~ 15 per unit. 
Information relating to Material, Labour and Overheads is provided below: 

Month Batch Output (Nos} M:iterial Cost (Gt) Labour Cost ({ ) Overheads (~) Total Labor Hours 
October 2,500 12,500 5,000 24,000 8,000 
November 3,000 18,000 6,000 18,000 9,000 

December 2,000 10,000 4,000 30,000 10,000 

labour is paid at the rate of~ 2 per hour. 
CALCULATE the cost and profit per unit of each batch order along with the overall position of the order for 
6,000 units. {RTP Jan'25} 

Answer 16 
Statement of Cost and Profi t per unit of each batch order 

Oct ober November December Total 
a} Batch Output (Nos.) 2,500 3,000 2,000 7,500 
b) Sales Value(@ ~ 15 per unit) (~) 37,500 (~) 45,000 (~) 30,000 (~) 1,12,500 

Cost 
Material 12,500 18,000 10,000 40,500 
Wages 5,000 6,000 4,000 15,000 
Overheads (working note ) 7,500 6,000 6,000 19,500 
c) Total 25,000 30,000 20,000 75,000 
d) Profit per batch (b} - (c) 12,500 15,000 10,000 37,500 
e) Cost per un it (c) + (a) 10 10 10 
f) Profit per unit (d) + (a) s 5 s 

Overa ll Position of the Order for 6,000 Units 
Particulars Amount(~) 
Sales va lue (6,000 units x ~15) 90,000 
Less: Total cost (6,000 units x ~ 10) 60,000 
Profit 30,000 
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~ ----------
Working Note: 
Calculation of overhead per hour 

Particulars 
(i) Labour hours: 

Labour cost 
Labour rates ner hour 

{ii) Overhead per hour 
Total overheads -- Tot.al Labour hour 

(iii) Overhead for the batch (I) x (ii) 

Question 17 

October 

's;oo = 2,500 hrs. 

, 24,000 = ~ 3 
8,000 hrs. 

~ 7,500 

November 

, 18.000 = ~ 
2 

9.000 hrs. 

~ 6,000 

December 

, 30,000 = ~ 
3 

10,000 hrs . 

~ 6,000 

t';) LOR 

Arnav Confectioners (AC) owns a bakery which Is used to make bakery items like pastries, cakes and 
muffins. AC use to bake at least SO units of any item at a time. A customer has given an order for 600 cakes. 
To process a batch of SO cakes, the followini: cost would be Incurred: 
Direct materials • Rs. 5,000 
Dlrc,ct wages • Rs. S00 
Oven set-up cost Rs . 750 
AC absorbs production overheads at a rate of 20% of direct w ages cost. 10% Is added to the total production 
cost of each batch to allow for selling, distribution and administration overheads, 
AC requires a profit mari:ln of 25% of sales value. Required: 
(i) DETERMINE the price to be charged for 600 cakes. 
(Ii) CALCULATE cost and selllne price per cake. 
(iii) DETERMINE what would be selling price per unit If the order is for 605 cakes. 

{MTP 5 Marks Aug'1B & Mar'23,RTP May'18) (Same concept different figures SM) 

Answer 17 
Statement of cost per batch and per order 
No. of batch = 600 units+ SO uni ts = 12 batches 

Particulars 

Direct Material Cost 
Direct Wages 
Oven set-up cost 
Add: Production Overheads {20% of Direct wages) 
Total Production cost 
Add: S&D and Administration overheads 
{10% of Total production cost) 
Total Cost 

Add: Profit (1/3rd of total cost) 
(i) Sales orice 

No. of units in batch 
(ii) Cost per unit (Rs.6,985 + SO units) 

Selling price per unit (9,313.33 + SO units) 

Cost per batch 
{Rs.I 

5,000.00 
500.00 
750.00 
100.00 

6,350.00 
635.00 

6,985.00 
2,328.33 

9,313.33 
50 uni ts 
139.70 
186.27 

(iii) If the order is for 60S cakes, then selling price per cake would be as below: 

Total Cost 
(Rs.I 

60,000 
6,000 
9,000 
1,200 

76,200 
7,620 

83,820 
27,940 

1,11,760 

Particulars Total Cost (Rs.) 
Direct Material Cost 60,500 
Direct Wages 6,050 
Oven set-up cost 9,750 
Add: Production Overheads (20% of Direct wages} 1,210 
Total Production cost 77,510 
Add: S&D and Administration overheads (10% of Total production cost) 7,751 
Total Cost 85,261 
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Add: Profit (1;3rd of total cost) 28,420 

Sales price 1,13,681 
No. of units 605 units 
Selling price per unit (Rs.1,13,681 + 605 units) 187.90 

Question 18 t,l LOR 

Arnav Ltd. operates in beverages industry where it manufactures soft• drink in three sizes of large 
(3 litres), Medium (1.5 litres) and Small (600 ml) bottles. The products arc processed in batches. The 5,000 
litres capacity processing plant consumes electricity of 90 Kilowatts per hour and a batch takes 1 hour 45 
minutes to complete. Only symmetric size of products can be processed at a time. The machine set-up takes 
15 minutes to get ready for next batch processing. During the set-up power consumption is only 20%. 
(I) The current price of Laree, Medium and Small arc 'I'. 150, 'I'. 90 and 't 50 respectively. 
(ii) To produce a litre of beverage, 14 litres of raw material-W and 25ml of Material-Care required 

which costs 't 0 .50 and 't 1,000 per litre respectively. 
(iii) 20 direct workers are required. The workers are paid 't 880 for 8 hours shift of work. 
(iv) The averaee packing cost per bottle is 'I'. 3 
(v) Power cost is 't 7 per Kilowatt -hour (Kwh) 
(vi) Other variable cost is 't 30,000 per batch. 
(vii) Fixed cost (Administration and marketing) is 't 4,90,00,000. 
(viii} The holdine cost is 't 1 per bottle per annum. 
The marketing team has surveyed the following demand (bottle) of theproduct: 

Large Medium Small 
3,00,000 7,50,000 20,00,000 

You are required to CALCULATE profit/ loss pmr batch and alsoCOMPUTE Economic Batc'1 Quantity (EBQ). 
{RTP May'24, MTP 10 Marks Apr'22} 

Answer 18 
Workings: 

. . 5000 l1rs 
1. Maximum number of bottles that can be processed ,n a batch:= 

1 1 Bott evo nme 

large Medium 
Qty (ltr) Max bottles Qty (ltr) Max bottles Qty (ltr) 

3 1,666 1.5 3,333 0.6 
*For simplicity of calculation small fractions has been ignored. 

2. Number of batches to be run: 
large Medium 

Small 
Max bottles 

8,333 

Small Total 
A Demand 3,00,000 7,50,000 20,00,000 
B Bottles perbatch(Re fer WN-1) 1,666 3,333 8,333 
C No. of batches [A+B) 180 225 240 645 

*For simplicity of calculation small fractions has been ignored. 
Quantity of Material-Wand Material C required to meet demand: 

Particulars large Medium Small Total 

A Demand (bottle) 3,00,000 7,50,000 20,00,000 
B Qty per bottle( Litre) 3 1.5 0.6 
C I Output (Lltre)IAxB] 9,00,000 11,25,000 12,00,000 32,25,000 
D Material-W perlitre of output (Litre) 14 14 14 
E Material-W required (Litrel[CxD) 1,26,00,000 1,57,50,000 1,68,00,000 4,51,50,000 
F Material-C required per litreof output (ml) 25 25 25 
G Material-C required (Litrel[(CxF) +1000] 22,500 28,125 30,000 80,625 

3. No. of Man-shift required: 
large Medium Small Total 

A No. of batches 180 225 240 645 
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B Hours required per batch 2 2 2 
(Hours) 

C Total hours requi red (Hours) [AxB] 360 450 480 1,290 
D No. of shifts required [C+8) 45 57 60 162 
E Total manshift (Dx20 workers] 900 1,140 1,200 3,240 

4 . Power consumption in Kwh 
larg_c Medium Small Total 

For processing 
A No. of batches 180 225 240 645 
B Hours required perbatch (Hours) 1.75 1.75 1.75 1.75 
C Total hours required(Hours) (AxB] 315 393.75 420 1,128.75 

D Power consu mption pe rhour 90 90 90 90 
E Power consumption inKwh (CxD) 28,350 35,437.5 37,800 1,01,587.5 
F Per batch consumption(Kwh) [E+A) 157.5 157.5 157.5 157.5 
For set-up 
G Hours required perba tch (Hours) 0.25 0.25 0.25 0.25 
H Total ho urs required{ Hours) (AxG] 45 56.25 60 161.25 
I Power consumotion oe rhour [20%x90j 18 18 18 18 
J Power consumption inKwh [Hxl] 810 1,012.5 1,080 2,902.5 
K Per batch consumption(Kwh) [J+A] 4.5 4.5 4 .5 4.5 

• Per batch consumption can be direct ly calculated as [Hours required per batch x Power consumption 
per hour] 

Calculation of Profit/ loss per batch: 
Particulars large Medium Small Total 

A Demand (bot tle) 3,00,000 7,50,000 20,00,000 30,50,000 
6 Price per bottle(~) 150 90 so 
C Sales value 1'1:)[AxB) 4.50,00,000 6, 1s,001000 10,00.00.000 21,25,00,000 

Direct Materialcost: 
E Material-W (~) [Qty in 63,00,000 78,75,000 84,00,000 2,25,75,000 

WN-3 x ~ 0.50] 
F Material-C (~) [Qty in 2,25,00,000 2,81,25,000 3,00,00,000 8,06,25,000 

WN-3 x ~1,000) 
G [E+F] 2,88,00,000 3,60,00,000 3,84,00,000 10,32,00,000 
H Direct Wages (~) (Man- 7,92,000 10,03,200 10,56,000 28,51,200 

shift in WN-4 x x ~ 880] 
I Packing cost (~)[Ax~3] 9,00,000 22,50,000 60,00,000 91,50,000 

Power cost (~) 

J For processing (~)[WN-5 1,98,450 2,48,062.5 2,64,600 7,11,112.5 
X "(7] 

K For set-up time("() (WN- 5,670 7,087.5 7,560 20,317.5 
5 X "7] 

L IJ+Kl 2,04.120 2,55,150 2,72.160 7,31,431!_ 
M Other variable cost ("() 54,00,000 67,50,000 72,00,000 1,93,50,000 

[No. of batch in WN-2 x 

'It 30,000] 
N Total Variablecost per 3,60,96,120 4,62,58,350 5,29,28,160 13,52,82,630 

batch 
(G+H+l+l+M] 

0 Profit/ loss before fixed 89,03,880 2,12,41,650 4,70,71,840 7,72,17,370 
cost (C-N] 

p Fix.ed Cost 4,90,00,000 
Q Total Cost (0-P) 2,82,17,370 
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Computation of Economic Batch Quantity (EBQ): 

EBQ = _J2x~xs 

D = Annual Demand for the Product = Refer A below 
S = Set-up cost per batch = Refer D below 

C R f E bl = Carrying cost per unit per annum = e er e ow 

Particulars Large Medium Small 
A Annual Demand (bottle) 3,00,000 7,50,000 20,00,000 
Set-up Cost: 

B Power cost for set-up time (0:) 31.50 31.50 31.50 
(Consumption per batch in WN-5 x ";7] 

C Other variable cost(";)• 30,000 30,000 30,000 

D Total Set-up cost [B+C] 30,031.50 30,031.50 30,031.50 

E Holding cost : 1.00 1.00 1.00 

F EBQ (Bottle) 1,34,234 2,12,243 3,46,592 
* Other variable cost is assumed to be part of set-up cost. 

Multiple Choice Questions {MCQ) 

1. Different businesses in order to determine cost of their product or service offering follow: (SM) 
(a ) Different methods of Costing 

(b) Uniform Costing 
(c) Different techniques of costing 

( d) None of the above 
Ans: (a) 
2. In order to determine cost of the product or service, following are used: {SM) 

(a ) Techniques of costing like Marginal, Standard eXc. 

(b) Methods of Costing 
(c) Comparatives 

(d) Al l of the above 
Ans: (b) 
3. Unit Costing is applicable where: {SM) 

(a ) Product produced are unique and no 2 products are same 

(b) Dissimilar articles are produced as per customer specification 
(c) homogeneous articles are produced on large scale 

(d) Products made require different raw materials 
Ans: (c) 
4. In case product produced or jobs undertaken are of diverse nature, the system of costing to be used should 

be: {SM) 
(a) Process costing 

(b) Operating costing 

(c) Job costing 
( d) None of the above 

Ans: (c) 
5. Job Costine is: {SM) 

(a) Applicable to al l industr ies regardless of the products or services provided 

(b) Technique of costing 

(c) Suitable where similar products are produced on mass scale 
(d) M ethod of costing used for non- standard and non- repetitive products. 

Ans: (d) 
6. The production planning department prepares a list of materials and stores required for the completion of 

a specific job order, this list is known as: (SM) 
(a) Bin card 
(b) Bill of material 

(c) M at erial requisition slip 
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(d) None of the above 

Ans: (b) 
7. Batch costing is a type of: {SM} 

(a) Process costing 
(b) Job Cost ing 
(c) Differential costing 
( d) Direct costing 

Ans: (b) 
8 . Batch costing is similar to that under job costing except with the difference that a: (SM} 

(a ) Job becomes a cost unit. 
(b) Batch becomes the cost unit instead of a job 
(c) Process becomes a cost unit 
(d) None of the above 

Ans: (b) 
9 . The main points of distinction between job and contract costing includes: (SM} 

(a ) Length of time to complete. 
(b) Big jobs 
(c) Activities to be done outside the factory area 
(d) All of the above 

Ans: (d} 
10. Economic batch quantity is that size of the batch of production where: (SM} 

(a ) Average cost is minimum 
(b) Set-up cost of machine is minimum 
(c) Carrying cost is minimum 
(d) Both (b) and (c) 

Ans: (d} 
11. A customer has been ordering 80,000 caps during the year. It is estimated that it costs 'I: l as Inventory 

holding cost per cap per mohth and that the set up cost per run of cap manufacture is 0: 3,500 
What is optimum run size of cap manufacture? (MTP 2 Marks Mar'24) 
(a) 12 runs 
(b) 10 runs 
(c) 15 runs 
(d} 7 runs 

Ans: (a) 
12. A FMCG company has an annual demand of 50,000 units for Its specific product whose setting up cost 

per batch is'( 10,000 and carrying cost per unit per month is'( l . What is the Economic Batch Quantity? 
(MTP 2 Marks July'24} 

(a) 7,071 un its 
(c) 12,641 units 

Ans: (d} 

(b) 

(d) 

10,000 units 
9,129 units 

13. A company uses batch costine and incurs a setup cost of 0: 20,000 for a batch of 300 units. If direct materials 
cost'( 20 per unit and direct labor costs '( 10 per unit, what is the total cost of the batch? 
(MTP 2 Marks Dec'24} 

(a) "-'. 25,000 
(c) "; 32,000 

Ans: (b) 

(b) "-'. 29,000 
(d) -: 7,000 

14. Due to technical and economlcal reasons, FS Ltd. manufactures in batch. The latest contract requires the 
company to supply 9,000 bushings per month to G4 Ltd. The company has estimated that each set up for 
manufacturine the bushings will cost 'C 16,002.25 and the inventory holdine cost per bushing per annum will 
come to'( 60. HOW many runs the company need to make throughout the year to complete the demand? 
(MTP 2 Marks Dec'24} 

(a) 5 runs 
(c) 15 runs 

An s: (c) 
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CONCEPTS OF THIS CHAPTER 

• Job Costing methods: overview. 

• Accounting entries for cost elements in Job Costing. 

• Det ermine cost for a job. 

QUICK REVIEW OF IMPORTANT CONCEPTS 

I. Meaning of Job Costing 

LOR 
Questions 

Q8 
QlO 

Appl icable in situations where work is carried out through distinct contracts, jobs, or batches, each authorized 
by a specific order or contract. Industry examples Include pr inting, furniture, hardware, shipbui lding, heavy 

machinery, and interior decoration. 

II . Process of Job Costine 

• Prepare a separate cost sheet for each job 
• Disclose cost o f materials issued for the job 

• Employee costs incurred (on the basis of bill o f mater ial and time cards respectively) 
• When job is completed, overhead charges are added for ascertain ing tota l expenditure 

Ill . Collection Of Costs for a Job 

(i) Mat erials cost 
• Traced to and Identified with specific job or work order 

• Posted to individual job •cost sheets or cards in the work-in progress ledger 
• If the surplus material is utilised on some other job, instead of being re turned to the stores first, a material 

transfer note is prepared. 

(ii) Labour cost 
• Booked against specific jobs in the job time cards or sheets 

• Posted t o the appropriate job cost card or sheet in workin-progress ledger 

(iii) Overheads 

• Manufactu ring overheads are collected under suitable st anding order numbers 

• Selling and distribution overheads are collect ed against cost account s numbers 
• Total overhead expenses are apportioned to service and production departments on some suitable basis. 

• The expenses of service departments are f inally t ransferred to production departments. 
• The total product ion overhead is then applied to products on some realistic basis. 

Questions & Answers 

Theory Questions 

Question 1 

Explain very briefly the following terms: Job Costing (PYP 1 Mark, Nov'23 & May '18} 

Answer 1 
Job Costing: Job costing Is the method of costing required to be done for unique products manufactured done 

against specific orders. In t his method of costing, cost of each job is ascert ained separately. 
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Question 2 

Define Job costing and explain differences between job and batch Costing. (PYP 4 Marks Sep'24) 

Answer 2 
Job Costing is defined as "the category of basic costing methods wh ich is appl icable where the work consists of 
separate contracts, jobs or batches, each of which is authorised by specific order or contract." According to this 
method, costs are collected and accumulated according to jobs, contracts, products or work orders. Each 
job or unit of production is treated as aseparate e ntity for the purpose of costing. 
Difference between job and batch costing 

Sr. No. Job Costin" Batch Costin" 
1. Method of costing used fornon- standard and non- Homogeneous products produced in a 

repetitive products produced as per customer continuous production flow in lots. 
specilicatlonsand against specific orders. 

2. Cost determined for each Job Cost determined in aggregate for the entire 
Batch and then arrived aton per unit basis. 

3. Jobs are different from each other and Products produced in a batch are homogeheous 
independent of each other. Each Job is unique. and lack of individuality 

Question 3 
Distinguish between Job costing and Process Costing. (Any five points of differences) 
{PYP 5 Marks, May'22 SM, MTP 5 Marks, Oct '23} 

Answer 3 
The main point which distinguish job costing and process costing are as below: 

Job Costing Process Costing 
(i} A Job is carried out or a product Is produced The process of produci ng the product has a 

by specific orders . con tin uo us flow and the product produced is 
homogeneous. 

(ii) Costs are dete rmined for each job. Costs are compiled on time basis l.e 'I for 
production of a given accounting period for each 
process or department. 

(iii) Each job is separate and independent of other Products lose their individua l identity as they are 
jobs. man ufactured in a continuous flow. 

(iv) Each Job or order has a number and costs are The unit cost of process is an average cost for the 
collected against the same job number. period. 

(v) Costs are computed when a job is completed. Costs are calculated at the end of the cost period. 
The cost of a job may be determined by adding The unit cost of a process may be computed by 
all costs against the job. dividi ng the total cost for the period by the output 

of the process during that period. 
(vi) As production is not cont inuous and each job Process of production is usually standardized and 

may be di fferent, so more managerial is therefore, quite stable. Hence control here is 
attention is req uired fo r effective control. comparat ively easier. 

Exam insights: This theory question was based on distinguish between Job costing and Process costing. 
Most of the examinees did not answer on the correct line. Performance of the examinees was poor. 
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Practical Questions 

Question 4 

A Ltd. is an engineering manufacturing company producing job orders on the basis of specifications provided 
by the customers. During the last month it has completed three jobs namely A, Band C. The following are the 
items of expenditures which are incurred in addition to direct materials and direct employee cost: 
(i) Office and administration cost - Rs. 6,00,000 
(ii) Product blueprint cost for job A - Rs. 2,80,000 
(iii) Hire charges paid for machinery used in job work B • Rs. 80,000 
(iv) Salary to office attendants - Rs. 1,00,000 
(v) One time license fee paid for software used to make computerized graphics for job C -

Rs. 1,00,000. 
(vi) Salary paid to marketing manager · Rs. 2,40,000. 

Required: 
CALCULATE direct expenses attributable to each job. (MTP 5 Marks, Mar'21} 

Answer 4 
Calculation of Direct expenses 

Particulars Job A (Rs.) Job B (Rs.) 
Product bl ueprint cost 2,80,000 -
Hire charges paid for machinery .. 80,000 
License fee pa id for software -· -
Total Direct expenses 2,80,000 80,000 

Question 5 

Job C (Rs.) 
--
.. 

1,00,000 

1,00,000 

KJ Motors Ltd . Is a manufacturer of auto components. Following :ire the ~otails of expenses for tho year 2020·21: 
(11!) 

(i) Opening Stock of Material - 15,00,000 
(ii) Closing Stock of Material 20,00,000 
(iii) Purchase of Material 1,so,so,000 
(Iv) Direct labour 90,50,000 
(v) Factory Overhead 30,80,000 
{vi) Administrative Overhead 20,50,400 

During the FY 2021-22, the company has received an order from a car manufacturer where it estimates that 
the cost of material :ind labou r will be'>: 80,00,000 and'>: 40,50,000 respectively. The company charges factory 
overhead as a percentage of direct labour and administrative overheads as a percentage of factory cost based 
on previous year's cost. Cost of delivery of the components at customer's premises ls estimated at II! 9,50,000. 
You are required to: 
(i) CALCULATE tho overhead recovery rates based on actual costs for 2020-21. 
(ii) PREPARE a Job cost sheet for the order received and the price to be quoted if the desired profit is 25% on 

sales. {RTP May'21, May '22 & Nov '23} 

Answer 5 
{i) Calculation of Overhead Recovery Rate: 

Factory Overhead Recovery Rate _ Pactory Overhead in 2020 -Zl 
Direct labour Cost in 2020-21 X 100 

- Rs.lo.so,ooo X 100 - 34 % f D' I b 
- Ra.go,s o,ooo - o o irect a our 

Administrative Overhead Recovery Rate = Administrative Overhead in 2020 - 2 1 X lOO 
Factory Cost in 2020-Zl (\V.N.) 

= Rs.Z0.50.400 _ G g % f F Rs.Z,96_80_
000 

X 100 - . 1 o o actory Cost 
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Working Note: Calculation of Factory Cost in 2020-21 

Particulars Amount('{) 

Opening Stock of Materia l 15,00,000 

Add: Purchase of Material 1,80,50,000 

Less: Closing Stock of Material (20,00,000) 

Material Consumed 1, 75,50,000 

Direct Labour 90,50,000 

Prime Cost 2,66,00,000 

Factory Overhead 30,80,000 

Factory Cost 2,96,80,000 

(ii) Job Cost Sheet for the order received in 2021-22 

Particulars Amount('{) 

Material 80,00,000 

Labour 40,50,000 
Factory Overhead (34% of'{ 40,50,000) 13,77,000 

Factory Cost 1,34,27,000 
Administrative Overhead (6.91% of'{ 1,34,27,000) 9,27,806 

Cost of delivery 9,50,000 

Total Cost 1,53,04,806 
Add: Profit @ 25% of Sales or 33.33% of cost .--, ,..., ,n -- ,.., r 51,01,602 

Sales value (Price to be quoted fo r the o rder) II I l I I I \.'" 11 I 2,04,06,408 

Hence the price to be quoted is'{ 2,04,06,408. LI LJ ~ )) \:J 
Question 6 

S & Sons, an unregistered supplier under GST, purchases material from V Ltd. which is a GST registered 

supplier. The following information is available for one lot of 5,000 units of material purchased: 

Listed price of one lot -: s,00,000 
Trade discount @ 10% on listed price 
CGST and SGST {Credit Not available) 18% {9% CGST + 9% SGST) 

Cash discount @10% 
(Will be g iven only If payment is m:ide within 30 days.) 
Toll Tax paid '{ 1,800 

Freight and Insurance '{ 36,000 

Demurrage paid to transporter '{ 5,000 

Commission and brokerage on purchases ~ 10,000 
Amount deposited for returnable containers 't 30,000 
Amount of refund on returning the container '{ 26,000 

Other Expenses of material shortage is due to normal reasons . @ 2% of total cost 5% 
The payment to the supplier was made within 21 days of the purchases. 

You are required to calculate cost per unit of material purchased by S & Sons. (MTP 5 Marks Mar'24 RTP May 
'22, SM} {Same concept different figures MTP 5 Marks March '22 & Sep '23} 
Answer 6 

Calculation of cost per unit: 

Particulars Units (0:) 
List ed Price of Materia ls 5,000 5,00,000 
Less: Trade discount@ 10% on invoice price (50,000} 

4,50,000 
Add: GST @18% of'{ 4,50,000 81,000 
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5,31,000 

Add: Toll Tax 1,800 

Freight and Insura nce 36,000 

Commission and Brokerage Paid 10,000 
Add: Cost of returnable containe rs: 
Amount deposited 'i: 30,000 
Less: Amount refunded 'i: 26,000 4,000 

5,82,800 
Add: Other Expenses@ 2% of Total Cost 11,894 

(s.s!:oo x 2) 

Total cost o f material 5,94,694 
Less: Shortage materia l due to normal reasons@ 5% 250 -
Total cost of material of good units 4,750 5,94,694 
Cost per unit('!; 5,94,694/4,750 un its) 125.20 

Note: 

1. GST is payable o n net price i.e., listed price less d iscount. 
2. GST pa id on purchase is added with cos t as ITC on GST cannot be claimed 
3 . Cash d iscount is treated as interest and finance item; hence it is ignored. 
4. Demurrage is penalty imposed by the transporter for de lay in uploading or o ff-loading o f mate rial s. It Is an 

abnormal cost and not included. 
S. Shortage d ue to normal reasons should not be deducted from cost to ascertain total cost of good units. 

Question 7 

A Job can be executed either through workman A or B. A takes 32 hours to complete the job while, B finishes 
it in 30 hours. The standard time to finish the Job is 40 hours. 
The hourly wage rate is same for both the workers. In addition workman A is entitled to receive bonus 
according to Halsey plan (50%) sharing while B is paid bonus as per Rowan plan. The works overheads are 
absorbed on the job at'{ 7.50 per labour hour worked. The factory cost of the Job comes to~ 2,200 irrespective 
of the workm:in engaeed. FIND out the hourly waee rate and cost of raw materials Input. Also SHOW cost 
against each element of cost included in factory cost. (MTP 4 Marks July'24} 

Answer 7 
Calculation of: 

(i) Time saved and wages: 

Workmen 

Standard time (hrs .) 
Actua l time taken (hrs.) 
Ti me saved (hrs.) 

Wages paid @ 'i: x per hr. ('i:) 

(ii) Bonus Plan: 

Time save d (hrs.) 
Bonus ('!;) 

(iii) Total wages: 
Wo rkman A: 32x + 4x = ~ 36x 
Workman B: 30x + 7 .Sx = ~ 37.Sx 
Statement of factory cost of the job 

Workmen 

Material cost (assume d) 

A B 

40 40 

32 30 
08 10 

32x 30x 

Halsey Rowan 

8 10 
4x 7.5x 

[8 hrs 
2 

x ~ X] [10 hrs x 30/trs x ~x] 
40 hrs 

A B 

~ ~ 

y y 
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Wages (shown above) 

Works overhead 

Fact ory cost {given) 

The above rela tions can be written as follows: 

{i) 36x + y + 240 = 2,200 
(ii) 37.5x+ y+ 225 = 2,200 

Subtracting {i) from {ii) we get 1.Sx- 15 = 0 
or 1.5 x = 15 

or x= ~ 10 per hour 
On substit uting the value of x in {i) we get y = ~ 1,600 

36x 

240 

2,200 

Hence t he wage rate per hour is~ 10 and the cost of raw material is~ 1,600 on the job. 

Question 8 

37.5x 

225 
2,200 

!'::J LOR 

MT Ltd. pays the followlnes to skilled workers engaged In production works. The following are the employee 
benefits paid to the employees: 
(a) Basic salary per day ~1,000 
(b) Dearness allowance (DA) 20% of basic salary 
(c) House rent allowance 16% of basic salary 
(d) Transport allowance ~SO per day of actual work 
(e) Overtime Twice the hourly rate (considers basic and DA), only if 

works more than 9 hours a day otherwise no overtime 
allowance. If works for more than 9 hours a day then 

r overtime is considered-after 8th hours. 
(f) Work of holiday and Sunday ' Double of per day basic rate provided works at least 4 

hours. The holiday and Sunday basic is eligible for all 
allowances and st.atutory deductions. 

(h) Earned leave & Casual leave These are poid leave. 
(h) Employer's contribu_tlon to Provident fund 12% of basic and DA 

(i) Employer's contribution to Pension fund 7% of basic and DA 
The company normally works 8-hour a day and 26-day in a month. The company provides 30 minutes lunch 
break in between. 
During the month of August 2020, Mr. Z works for 23 days including 15th August and a Sunday and applied for 
3 days of casual leave. On 15th August and Sunday he worked for S and 6 hours respectively without lunch 
break. 
On 5th and 13th August he worked for 10 and 9 hours respectively. 
During the month Mr. Z worked for 100 hours on Job no.HT200. 
You are required to CALCULATE: 
(i) Earnings per day 
(ii) Effective wages rate per hour of Mr. Z. 
{iii) Wages to be charged to Job no.HT200 {MTP lO Marks, Apr'23) 

Answer 8 
Workines: 
1. Normal working hours in a month = (Daily working hours - lunch break) x no. of days 

= (8 hours - 0.5 hours) x 26 days = 195 hours 

2. Hours worked by Mr.Z = No. of normal days worked + Overtime + holiday/ Sunday worked 

= (21 days x 7.5 hours) + (9.5 hours + 8.5 hours) + (5 hours + 6 hours) 
= 157.5 hours+ 18 hours+ 11 hours= 186.50 hours. 

(i) Calculation of earnings per day 
Particulars Amount(~) 

Basic salary (~1,000 x 26 days) 26,000 

Dearness allowance (20% of basic salary) 5,200 
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31,200 

House rent allowance (16% of basic salary) 4,160 

Employer's contribution to Provident fund (12% x '!;31,200) 3,744 

Employer's contribution to Pension fund {7% x 0:31,200) 2,184 

41,288 

No. of working days In a month (days) 26 

Rate per day 1,588 

Transport allowance per day so 
Earnings per day 1,638 

(ii) Calculation of effective w age rate per hour of Mr. Z: 

Particulars Amount(~) 

Basic salary ("1:1,000 x 26 days) 26,000 

Additional basic salary for Sunday & holiday (0:1,000 x 2 days) 2,000 

Dearness allowance {20% of basic salary) 5,600 

33,600 

House rent allowance (16% of basic salary) 4,480 

Transport a llowance ('(SO x 23 days) 1,150 

Overtime allowance ('!;160 x 2 x 2 hours)* 640 

Employer's contribution to Provident fund (12% x 0:33,600) 4,032 

Employer's cont ribution to Pension fund (7% x 0:33,600) 2,352 
. -

Total monthly wages I 7r<r 11 46,254 

Hours worked by Mr. Z (hours) \'J; I I 11 1·1 ll 186.5 

Effective wage rate per hour ~ L J LI • .,. • ., 
248 

*(Daily Basic + DA) + 7.5 hours 

= (1,000+200) + 7.5 = "l:"1:160 per hour 
(iii) Calculation of w ages to be charged to Job no. HT200 = '!;248 x 100 hours = '!;24,800 

Exam insights: This numerical question was based on various aspects of Cont ract Cost ing Most of the 
examinees were able to solve the problem correctly, The overall performance of the_examinees was 
above average. 

Question 9 
(Includes concepts of Overhead• Absorption Costing M ethod) 
The, following are the budgeted details arc available, from thc rccords of a manufacturing company SP Ltd.: 

~ '( 

Direct Materials 2,13,000 
Direct Wai:es: 

Machine, Shop (12,000 hours) 63,000 
Assembly Shop (10,000 hours) 48,000 1,11,000 

Works Overhead: 
Machine Shop 88,200 
Assembly Shop 51,800 1,40,000 

Administrative Overhead 92,800 
Selling Overhead 81,000 
Distribution Overhead 62,100 

You are requi red to: 
(a) PREPARE a Schedule of Overhead Rates from the figures available stating the basis of ovcrhead 
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recovery rates used under the given circumstances. 
(b) WORK OUT a Cost Estimate for the following job based on overhead calculated on above basis. 

Direct Material: 25 kg@"! 17.20/kg 
15 kg@ "i 21.00/kg 

Direct labour: (On the basis of hourly rate Machine shop 30 hours 
For machine shop and assembly shop) Assembly shop 42 hours 

(MTP 8 Marks, Apr'24) 

Answer 9 
(a) Job Cost Sheet for the period ... 

Direct materials 

Direct wages: 

Machine shop 63,000 

Assembly shop 48,000 

Prime Cost 

Works overhead: 
Machine shop 88,200 

Assembly shop 51,800 

Work Cost 
Administration ove rhead 

Cost of Production 
Sell ing overhead -, ,-l fr 
Distribution overhead I \\ 

Total Cost \ 
Schedule of Overhead Rate 
(i) Works Ove rhead: Hourly rate= (Ove rhead amount + Hours) 

Machine shop= (88,200 + 12,000) = "i 7.35 per hour 
Assembly shop = (51,800 + 10,000) = "i 5.18 per hour 

(ii) Administrative Overhead as a% of works cost 

= gz,aoo X 100 = 20% 
4.64,000 

(iii) Sell ing and distribution overhead as% of works cost 

= 81,000 +62,100 X lOO = 30_84% 
4.64.000 

Labour hour rates are ca lcu lated as under: 
Machine shop = ~ 63,000 + 12,000 hrs. = ~ 5.25 
Assembly shop=~ 48,000+10,000 hrs. = ~ 4.80 

(bl Cost Estimate for Job 
Direct Materials 
( i) 25 kg@ ~ 17.20 per kg 
(ii) 15 kg @ ~ 21 per kg 
Direct Labour 

Machine shop (30 hrs. @ ii: 5.25) 
Assembly shop (42 hrs. @ ~ 4.80} 

I I 
I I 

Prime Cost 
Works Overhead 

Machine shop (30 hours@~ 7.35) 
Assembly shop {42 hours@ "'. 5.18) 

Works Cost 
Administration overhead (20% of works cost) 

Cost of Production 
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430 
315 

157.50 
201.60 

220.50 
217.56 

7 

' 
J 

"; 

2,13,000 

1,11,000 
3,24,000 

1,40,000 
4,64,000 

92,800 
5,56,800 

81,000 

62,100 
6,99,900 

,,: 

745.00 

359.10 
1104.10 

438.06 
1542.16 

308.43 
1850.59 
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Sell ing and dist ribution cost {30.84% of works cost) 475.60 
Total Estimated Cost 2326.19 

Question 10 

Allurgy Ltd. is into metallic tools manufacturing. It has four production departments. The work performed in 
every department is fairly uniform, thus the manager of the company created a policy to recover the 
production overheads of the entire company by adopting a single blanket rate. 
The relevant data for a month are given below: 

Departments DlrectMaterials DlrectWages Factory OirectlabourHours MachineHours 
('{) (~) Overheads 

("!) 
Budget: 

Operating 64,35,000 7,92,000 35,64,000 1,98,000 7,92,000 
Assembly 11,73,000 24,15,000 9,66,000 6,90,000 69,000 
Quality Control 51101000 10,50,000 4,20,000 3,00,000 30,000 
Packing 9,90,000 6,93,000 12,37,500 4,95,000 . 

Actual: . . . . . 
Operating 77,22,000 9,50,400 38,61,000 2,37,600 9,50,400 
Assembly 9,38,400 18,63,000 5,79,600 6,21,000 75,900 

Quality Control 4,08,000 8,10,000 2,52,000 2,70,000 33,000 
Packing 11,88,000 8,91,000 13,36,500 51941000 . 

Additional details relating to one of the jobs during the month are also provided below: 
Job No. 157 

Departments DirectMaterials (~) DirectWages (~) DirectLabour Hours Machine 
Hours 

Operating 11,880 2,376 594 1,782 
Assembly 4,140 2,484 828 207 
Quality Control 1,800 1,080 360 90 
Packing 2,970 594 396 . 

During Qu:ility Control phase of this particular Job, the company incurred certain additional expenditure of"! 
495 on direct wages as there were certain production that was not as perfect as the saleable product. The 
defective units were normal In nature :ind after rectification have been brour::ht to the required degree of 
perfection. 
The company adds 25% on the factory cost to cover administration overheads and profit. 
You are required to figure out the following: 
{a) COMPUTE the overhead absorption rate as per the blanket r:,te b:isod on the percentage of total f:,ctory 

overheads to total factory wages and determine the selling price of the Job No. 157. 
(b)Tho new m:in:>ger thinks th:it tho m:ichlnery is used to" varying degree In the different dopartments. 

Thus, it is not appropriate to follow one blanket rate for the whole company. Therefore, suggest an 
alternative method of :,bsorption of the factory overheads and CALCULATE the overhead rates based on 
the method so suggested. (4 Marks} 

(c) DETERMINE thc selline price of Job 157 bascd on the overhc:>d rotes c3lculated in (b) above. {3 Marks) 
(d) CALCULATE the department-wise under or over recovery of overheads based on the company's current 

policy and the method sugeested In (b) above. {MTP 4 Marks Aug'24) 

Answer 10 

Department 

Operating 
Assembly 

Computation of overhead absorption rate 
{:,s per the bl:,nket r:,tc) 
Budgeted factory 

Overheads (~) 

35,64,000 
9,66,000 

Budgeted direct 

wages (~I 
7,92,000 

2.4,15,000 
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Quality Control 4,20,000 
Packing 12,37,500 
Total 61,87,500 

Overhead absorption Budgeted facto1y Overheads l OO rate = . x 
Budgeted d1recrw ages 

= 61,87,500 X l OO 
49,50,000 

= 125% of Direct wages 
Selling Price of the Job No. 157 

Particulars Operatine Assembly Quality 
('1!;) ('1!;) Control ,~, 

Direct Materials 11,880 4,140 1,800 

Direct Wages 2,376 2,484 1,080 

Recti fication cost of normal 495 
defect ives 
Overheads 
((12S% x (6,534 + 495)] 
Total Factory Cost 

Add: Mark-u p (25% x 'I; 36,605.25) 
Sc,lli ne Price, 

10,50,000 
6,93,000 

49,50,000 

Packine Total 
('1!;) ('1!;) 

2,970 20,790 

594 6,534 

495 

8,786.25 

36,605.25 

9,151.31 
45,756.56 

(b) As the machine ry is used to a varying degree in diffe rent departments, the use of departmental rates 
is preferred. The ove rhead recovery rates in differen t de partments would be as follows: 

a . Operating De partment: The use of machine hours is the predominant factor of production In 
Opera ti ng Department. Hence, machine hour rate should be used to recover overheads. 
The overhead recovery rate based on machine hours wo uld becalculate d as fol lows; 

M h
. h Budgeted factory Overheads- , 35,64.000 ,. 

4 
SO h ac ine our rate = . =----= , . per our 

Budgeted machme hours 7.92.000 

b. Assembly Department: Direct labour hours is the main factor of production in Assembly 
Department. Hence, direct labour hour rate should be used to recover overheads. 
The overhead recovery rate based on direct labour hours would be calculated as follows: 

D
, I b h _ Budgeted facto,,, Overheads _ , 9,66,000 _ ,. 

1 40 
h 

irect a ou r our rate - d dd' 1 b h -
69000 

- , . per our Bu gete irect a our ours . . O 

c . Quality Control Departme nt: Direct labour hours Is the main factor of product ion in Quality Cont rol 
Department. Hence, direct labour hour rate should be used to recove r overheads. 
The overhead recovery rate based on direct labour hours would be calculated as follows: 

. _ Budgeted factory Overheads _ , 4.20.000 _ 
Direct labour hour rate - B d d d' 

1 
b 

1 
-

3 00 000 
- ~ 1.40 per hour u gete 1rect a our tours . . 

d. Packing Department: Direct labour hours is the ma in factor of production in Packing Department. 
Hence, direct labour hour rate should be used to recover overheads. 
The overhead recovery rate based on direct labour hours would be calculated as fol lows: 

. _ Budgeted factory Overheads _ , 12,37,500 _ 
Direct labour hour rate - B d d d' 

1 
b 

1 
-

9
• 

000 
- ~ 2.50 per hour u gete 1rect a our lours 4, :,, 

(c) Se lling Price of Job No. 157 
[based on the overhe ad rates calculated in (b) above) 

Particulars Operatine (~) Assembly (~) QualityCo ntrol (~) Packing(~) Total(~) 

Direct Materials 11,880 4,140 1,800 2,970 20,790 
Direct Wages 2,376 2,484 1,080 594 6,534 
Rectification costof 
normal defectives 495 495 
Overheads 
(refer working note} 10,672 
Total Fa ctory Cost 38,491 
Add: Mark-up 9,622.75 
(25% X ~ 38,491} 
Sc,lling Price 48,113.75 
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Workine note: 
Overhead Statement 

Department Basis Hours Rate ("I Overheads 
("!) 

Operating Machine hour 1,782 4.50 8,019 
Assem bly Direct labour hour 828 1.40 1,159 
Quality Control Direct labour hour 360 1.40 504 
Packing Direct labour hour 396 2.50 990 

Total 10,672 

(d) Department-wise, st.,tement of under or over recovery of overheads 

a. As per the current policy 

Particulars Operating Assembly QualityControl Packing Total 

'"' '"' '"' '"' '"' 
Di rect wages(Actual) 9,50,400 18,63,000 8,10,000 8,91,000 45,14,400 
Overheads recovered @ 11,88,000 23,28,750 10,12,500 11,13,750 56,43,000 
125%of Direct wages: (A) 
Actual overheads:(B) 38,61,000 5,79,600 2,52,000 13,36,500 60,29,100 
(Under)/Over recovery (26, 73,000) 17,49,150 7,60,500 (2,22, 750) (3,86,100) 
of 
overheads: (A- B) 

b. As per the method suggested 

Machine Direct labour Direct labour Directlabour Tota l (11:) 
hours hours hours hours(Packing) 

(Operating) (Assembly) (Quality 

Control) 

Hours worked 9,50,400 6,21,000 2,70,000 5,94,000 

Rate/ hour (" ) 4.50 1.40 1.40 2.50 
Overhead recovered ("!): (A) 42,76,800 8,69,400 3,78,000 14,85,000 70,09,200 
Actual overheads("!): (B) 38,61,000 5, 79,600 2,52,000 13,36,500 60,29,100 
(Under)/Over recovery: (A- B) 4,15,800 2,89,800 1,26,000 1,48,500 9,80,100 

Multiple Choice Questions (MCQ) 

1. In case product produced or jobs undertaken are of diverse nature, the system of costing to be 

used should be: {SM} 
(a ) Process costing 
(b) Operating cost 
(c) Job cost ing 
( d) None of the above 

Ans: (c) 

2. The production planning dcpartment prepares a list of materials :>nd stores required for the completion 

of a specific job order, this list is known as: {SM} 
(a) Bin card 
(b) Bill of material 
(c) Mate rial requisit ion slip 
( d) None of the above 

Ans: (b) 
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3. Job costing is similar to that under Batch costing except with the difference that a: {SM) 
(a ) Job becomes a cost unit. 
(b) Batch becomes the cost unit instead of a job 
(c) Process becomes a cost unit 
(d) None of the above. 

Ans: (a) 

4. In job costine which of tho followine documents are used to record the issue of direct material to a job: 
{SM} 
(a ) Goods received note 
(b) Material requisition 
(c) Purchase order 
( d) Purchase requisition 

Ans: (b) 
5. The most suitable cost system where the products differ in type of materials and work performed is : {SM} 

(a ) Jo b Costing 
(b) Process Costing 
(c) Operating Costing 
(d) None of these. 

Ans: (a) 

6. Which of the following statements is true: {SM} 
(a) Job cost sheet may be used for estimating profit of jobs. 
(b) Job costing cannot be used in conjuncti on with marginal costing. 
(c) In cost plus contracts, the contractor runs a risk of incurring a loss. 
(d) None of these. 

Ans: (a) 

7. Which of the following statements is true: {SM} 
(a ) Job cost sheet may be prepared for facilitating routing and scheduling of the job 
(b) Job costing can be suitably used for conce rns producing uniformly any specific product 
(c) Job costing cannot be used in compani es using st andard costing 
(d) Neither (a) nor (b) nor (c) 

Ans: (d) 

8. ABC Manufacturing allocates its factory overhead costs based on machine hours. The total estimated 
overhead cost for tho yoar is ~ 6,00,000, and tho company cxpocts to use, 30,000 machine hours . During 
the year, job A used 300 machine hours. What amount of overhead costs should be allocated to this job? 
{MTP 2 Marks Dcc'24) 
(a ) "; 4,000 
(b) ~ 6,000 
(c) ';10,000 
(d) ~8,000 

Ans: (b) 
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