
 

 

IMPORTANT QUESTIONS & ANSWERS 

1 

MATERIAL COST 

Question 1 : 

IPL Limited uses a small casting in one of its finished products. The castings are purchased 

from a foundry. IPL Limited purchases 54,000 castings per year at a cost of ₹ 800 per 

casting. 

The castings are used evenly throughout the year in the production process on a 360- 

days-per-year basis. The company estimates that it costs ₹ 9,000 to place a single purchase 

order and about ₹ 300 to carry one casting in inventory for a year. The high carrying costs 

result from the need to keep the castings in carefully controlled temperature and humidity 

conditions, and from the high cost of insurance. 

Delivery from the foundry generally takes 6 days, but it can take as much as 10 days. The 

days of delivery time and percentage of their occurrence are shown in the following 

tabulation: 

Delivery time (days) : 6 7 8 9 10 

Percentage of occurrence : 75 10 5 5 5 

Required:      

(i) Compute the economic order quantity (EOQ). 

(ii) Assume the company is willing to assume a 15% risk of being out of stock. What 

would be the safety stock? The re-order point? 

(iii) Assume the company is willing to assume a 5% risk of being out of stock. What would 

be the safety stock? The re-order point? 

(iv) Assume 5% stock-out risk. What would be the total cost of ordering and carrying 

inventory for one year? 

(v) Refer to the original data. Assume that using process re-engineering the company 

reduces its cost of placing a purchase order to only ₹ 600. In addition, company 

estimates that when the waste and inefficiency caused by inventories are considered, 

the true cost of carrying a unit in stock is ₹ 720 per year. 

 (a) Compute the new EOQ. 

 (b) How frequently would the company be placing an order, as compared to the 

old purchasing policy? 

Answer : 

(i) Computation of economic order quantity (EOQ) 

 Annual requirement (A) = 54,000 castings 

 Cost per casting (C) = ₹ 800 

 Ordering cost (O) = ₹ 9,000 per order  

Carrying cost per  casting p.a. (C × i) = ₹ 300 
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 EOQ = √
2𝐴𝑂

𝐶 ×𝑖
=  √

2 ×54,000 𝑢𝑛𝑖𝑡𝑠 ×₹ 9,000

₹ 300
 = 1,800 castings 

(ii) Safety stock (Assuming a 15% risk of being out of stock) 

 From the probability table given in the question, we can see that 85% certainty in 

delivery time is achieved when delivery period is 7 days i.e. at 15% risk level of being 

out of stock, the maximum delivery period should not exceed 7 days. 

 Safety stock =   
𝐴𝑛𝑛𝑢𝑎𝑙 𝑑𝑒𝑚𝑎𝑛𝑑

360 𝑑𝑎𝑦𝑠
 × (Max. lead time - Avg. lead time) 

  =  
54,000 𝑢𝑛𝑖𝑡𝑠

360 𝑑𝑎𝑦𝑠
 × (7 days - 6 days) 

  =  150 castings 

 Re-order point (level) = Safety Stock + Average lead time consumption 

  = 150 units + (6 days × 150 units) = 1,050 castings. 

(iii) Safety stocks (Assuming a 5% risk of being out of stock) 

 From the probability table given in the question, we can see that 95% certainty in 

delivery time is achieved when delivery period is 9 days i.e. at 5% risk level of being 

out of stock, the maximum delivery period should not exceed 9 days. 

 Safety stock =  
𝐴𝑛𝑛𝑢𝑎𝑙 𝑑𝑒𝑚𝑎𝑛𝑑

360 𝑑𝑎𝑦𝑠
 × (Max. lead time - Avg. lead time) 

  = 
54,000 𝑢𝑛𝑖𝑡𝑠

360 𝑑𝑎𝑦𝑠
 × (9 days - 6 days) = 450 castings 

 Re-order point (level) = Safety Stock + Average lead time consumption 

  = 450 units + (6 days × 150 units) = 1,350 castings. 

(iv) At 5% stock-out risk the total cost of ordering and carrying cost is as follows:  

 Total cost of ordering = 
𝐴𝑛𝑛𝑢𝑎𝑙 𝑑𝑒𝑚𝑎𝑛𝑑

𝐸𝑂𝑄
 × Cost per order 

  = 
54,000 𝑢𝑛𝑖𝑡𝑠

1,800 𝑢𝑛𝑖𝑡𝑠
 × ₹ 9,000 = ₹ 2,70,000 

 Total cost of carrying = (Safety Stock + ½ EOQ) × Carrying cost per unit p.a. 

  = (450 units + ½ × 1,800 units) ₹ 300 = ₹ 4,05,000 

(v) (a) Computation of new EOQ: 

  ECQ = √
2 ×54,000 𝑢𝑛𝑖𝑡𝑠 × 600

₹ 720
 = 300 castings 

 (b) Total number of orders to be placed in a year are 
54,000 𝑢𝑛𝑖𝑡𝑠

300 𝑢𝑛𝑖𝑡𝑠
 = 180 times 

Under new purchasing policy IPL Ltd. has to place order in every 2nd day, however under 

the old purchasing policy it was every 12th day. 
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Question 2 : 

(a) EXE Limited has received an offer of quantity discounts on its order of materials as 

under: 

Price per ton (₹) Ton (Nos.) 

1,200 Less than 500 

1,180 500 and less than 1,000 

1,160 1,000 and less than 2,000 

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

1,120 3,000 and above. 

 The annual requirement for the material is 5,000 tons. The ordering cost per order 

is ₹ 1,200 and the stock holding cost is estimated at 20% of material cost per annum. 

You are required to COMPUTE the most economical purchase level. 

(b) WHAT will be your answer to the above question if there are no discounts offered 

and the price per ton is ₹ 1,500? 

Answer : 

(a) 

Total 

annual 

requir 

ement 

(A) 

Orde 

r size 

(Ton 

ne) 

(q) 

No. of 

orders 

A/q 

Cost of 

inventory 

A × Per tonne 

cost 

(₹) 

Ordering 

cost 

A/q × ₹ 

1200 

(₹) 

Carrying cost 

p.t. p.a 1/2 × q 

× 20% of cost 

p.t. (₹) 

Total Cost 

(4+5+6) 

(₹) 

1 2 3 4 5 6 7 

5,000 400 12.5 

(13)* 

60,00,000  

15,600 

48,000  

60,63,600 Ton (5,000×₹1200) (200 × ₹ 240) 

 500 10 59,00,000 12,000 59,000 59,71000 

(5,000 × ₹ 1180) (250 × ₹ 236) 

 1,000 5 58,00,000 6,000 1,16,000 59,22,000 

(5,000× ₹ 1160) (500 × ₹ 232) 

2,000 2.5 (3)* 57,00,000  

3,600 

2,28,000  

59,31,600 (5,000×₹ 1140) (1,000×₹228) 

3,000 1.666 

(2)* 

56,00,000  

2,400 

3,36,000  

59,38,400 (5,000×₹ 1120) (1,500×₹224) 

 * Since number of orders cannot be in decimals, thus 12.5 orders are taken as 13 

orders, 2.5 are taken as 3 order and 1.66 orders are taken as 2 orders. 

 The above table shows that the total cost of 5,000 units including ordering and 

carrying cost is minimum (₹ 59,22,000) when the order size is 1,000 units. Hence the 

most economical purchase level is 1,000 units. 
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(b) If there will are no discount offer then the purchase quantity should be equal to EOQ. 

The EOQ is as follows: 

 𝐸𝑂𝑄 =  √
2𝐴𝑂

𝐶
 

 where A = annual inventory requirement,  

  O = ordering cost per order and 

  C = carrying cost per unit per annum. 

=  √
2×5,000 𝑢𝑛𝑖𝑡𝑠 ×₹ 1,200

20% ×₹ 1,500
 = 200 units 

Question 3 : 

G. Ltd. produces a product which has a monthly demand of 4,000 units. The product 

requires a component X which is purchased at ₹ 20. For every finished product, one unit 

of component is required. The ordering cost is ₹ 120 per order and the holding cost is 

10% p.a. 

You are required to CALCULATE: 

(i) Economic order quantity. 

(ii) If the minimum lot size to be supplied is 4,000 units, what is the extra cost, the 

company has to incur? 

(iii) What is the minimum carrying cost, the company has to incur? 

Answer : 

(a) (i) Economic order quantity: 

  A (Annual requirement or Component ‘X’)  = 4,000 units per 

           month × 12 months 

          = 48,000 units 

   C (Purchase cost p.u.) = ₹ 20 

  O (Ordering cost per order) = ₹ 120 

  Ci (Holding cost) = 10% per annum 

  E.O.Q. = √
2𝐴𝑂

𝐶𝑖
=  √

2×48,000 𝑢𝑛𝑖𝑡𝑠 ×₹ 120

10% 𝑜𝑓 ₹ 20
 = 2,400 units 

 (ii) Extra cost incurred by the company: 

  A. Total cost when order size is equal 4,000 units:  

   Total cost = Total ordering cost + Total carrying cost 

   = 
𝐴

𝑄
 × 𝑂 +  

1

2
 𝑄 (𝐶𝑖) 
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   =  (
48,000 𝑢𝑛𝑖𝑡𝑠

4,000 𝑢𝑛𝑖𝑡𝑠
 × ₹ 120) +  (

1

2
 × 4,000 𝑢𝑛𝑖𝑡𝑠 × 10% × ₹ 20) 

   = ₹ 1,440 + ₹ 4,000 = ₹ 5,440 

  B. Total cost when order size is equal EOQ i.e. 2,400 units: 

   Total Cost = (
48,000 𝑢𝑛𝑖𝑡𝑠

2,400 𝑢𝑛𝑖𝑡𝑠
 × ₹ 120) +  (

1

2
 × 2,400 𝑢𝑛𝑖𝑡𝑠 × 10% × ₹ 20) 

     = ₹ 2,400 + ₹ 2,400 = ₹ 4,800 

   Extra cost that the company has to incur = (A) – (B) = ₹ 5,440 – ₹ 4,800 = 

₹ 640 

 (iii) Minimum carrying cost: Carrying cost depends upon the size of the order. 

It will be minimum on the least order size. (In this part of the question the two 

order sizes are 2,400 units and 4,000 units. Here 2,400 units is the least of the 

two order sizes. At this order size carrying cost will be minimum.) 

  The minimum carrying cost in this case can be computed as under: 

  Minimum carrying cost = 1 × 2,400 units × 10% × ₹ 20 = ₹ 2,400. 

 

EMPLOY COST 

Question 4 : 

CALCULATE the earnings of A and B from the following particulars for a month and 

allocate the employee cost to each job X, Y and Z: 

 A B 

(i) Basic Wages (₹) 10,000 16,000 

(ii) Dearness Allowance 50% 50% 

(iii) Contribution to provident Fund (on basic wages) 8% 8% 

(iv) Contribution to Employee’s State Insurance (on basic wages) 2% 2% 

(v) Overtime (Hours) 10 -- 

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

of normal wages and dearness allowance. Employer’s contribution to state Insurance and 

Provident Fund are at equal rates with employees’ contributions. The two workers were 

employed on jobs X, Y and Z in the following proportions: 

Jobs X Y Z 

Worker A 40% 30% 30% 

Worker B 50% 20% 30% 

Overtime was done on job Y. 
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Answer : 

Statement showing Earnings of Workers A and B 

 A (₹) B (₹) 

Basic wages 10,000 16,000 

Dearness Allowance (50% of Basic Wages) 5,000 8,000 

Overtime wages (Refer to Working Note 1) 1,500 -- 

Gross wages earned 16,500 24,000 

Less: Contribution to Provident fund (800) (1,280) 

Less : Contribution to ESI (200) (320) 

Net wages earned 15,500 22,400 

Statement of Employee Cost 

 A (₹) B (₹) 

Gross Wages (excluding overtime) 15,000 24,000 

Add: Employer’s contribution to PF 800 1,280 

Add: Employer’s contribution to ESI 200 320 

Gross wages earned 16,000 25,600 

Normal working hours 200 200 

Ordinary wages rate per hour 80 128 

Statement Showing Allocation of Wages to Jobs 

 Total 

Wages (₹) 

Jobs 

X (₹) Y (₹) Z (₹) 

Worker A:     

- Ordinary Wages (4: 3 : 3) 16,000 6,400 4,800 4,800 

- Overtime 1,500 -- 1,500 -- 

Worker B:     

- Ordinary Wages (5 : 2 : 3) 25,600 12,800 5,120 7,680 

 43,100 19,200 11,420 12,480 

Working Notes 

1. Normal Wages are considered as basic wages 

 Over time = 
2 ×(𝐵𝑎𝑠𝑖𝑐 𝑤𝑎𝑔𝑒+𝐷𝐴)×10 ℎ𝑜𝑢𝑟𝑠

200
 

   = 2 ×  (
₹15,000

200
)  × 10 ℎ𝑜𝑢𝑟𝑠 = ₹ 150 × 10 ℎ𝑜𝑢𝑟𝑠 = ₹ 1,500 
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Question 5 : 

In a factory, the basic wage rate is ₹100 per hour and overtime rates are as follows: 

Before and after normal working hours 175% of basic wage rate 

Sundays and holidays 225% of basic wage 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 

Overtime on Sundays and holidays 5,000 hours 

Total 1,25,000 hours 

The following hours have been worked on job ‘Z’ 

Normal 1,000 hours 

Overtime before and after working hrs. 100 hours. 

Sundays and holidays 25 hours. 

Total 1,125 hours 

You are required to CALCULATE the labour cost chargeable to job ‘Z’ and overhead in 

each of the following instances: 

(a) Where overtime is worked regularly throughout the year as a policy due to the 

workers’ shortage. 

(b) Where overtime is worked irregularly to meet the requirements of production. 

(c) Where overtime is worked at the request of the customer to expedite the job. 

Answer : 

Workings 

Basic wage rate : ₹ 100 per hour 

Overtime wage rate before and after working hours : ₹ 100 × 175% = ₹ 175 per hour  

Overtime wage rate for Sundays and holidays : ₹ 100 × 225% = ₹ 225 per hour  

Computation of effective average wage rate (including overtime premium): 

Particulars Amount (₹) 

Annual wages for the previous year for normal time (1,00,000 hrs. × 

₹100) 

1,00,00,000 

Wages for overtime before and after working hours (20,000 hrs. × 

₹175) 

35,00,000 

Wages for overtime on Sundays and holidays (5,000 hrs. × ₹225) 11,25,000 

Total wages for 1,25,000 hrs. 1,46,25,000 

Effective average wage rate = 
₹ 1,56,25,000

1,25,000 ℎ𝑜𝑢𝑟𝑠
 = ₹ 117 
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(a) Where overtime is worked regularly as a policy due to workers’ shortage: 

 The overtime premium is treated as a part of employee cost and job is charged at an 

effective average wage rate. Hence, employee cost chargeable to job Z 

 = Total hours × effective average wage rate = 1,125 hrs. × ₹ 117 = ₹1,31,625 

(b) 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 Z: 1,125 hours @ ₹100 per hour = ₹ 1,12,500 

 Factory overhead: {100 hrs. × ₹ (175 – 100)} + {25 hrs. × ₹ (225 – 100)} = {₹7,500 

+ ₹3,125} = ₹10,625 

(c) Where overtime is worked at the request of the customer, overtime 

premium is also charged to the job as under: 

   (₹) 

Job Z Employee cost 1,125 hrs. @ ₹ 100 = 1,12,500 

Overtime premium 100 hrs. @ ₹ (175 – 100) = 7,500 

 25 hrs. @ ₹ (225 – 100) =  3,125 

 Total  1,23,125 

Question 6 : 

The management of B.R Ltd. is worried about their increasing employee turnover in the 

factory and before analyzing the causes and taking remedial steps; it wants to have an idea 

of the profit foregone as a result of employee turnover in the last year. 

Last year sales amounted to ₹ 83,03,300 and P/V ratio was 20 per cent. The total number 

of actual hours worked by the direct employee force was 4.45 lakhs. The actual direct 

employee hours included 30,000 hours attributable to training new recruits, out of which 

half of the hours were unproductive. As a result of the delays by the Personnel 

Department in filling vacancies due to employee turnover, 1,00,000 potentially productive 

hours (excluding unproductive training hours) were lost. 

The costs incurred consequent on employee turnover revealed, on analysis, the following: 

 Settlement cost due to leaving ₹ 43,820 

 Recruitment costs ₹ 26,740 

 Selection costs ₹ 12,750 

 Training costs ₹ 30,490 

Assuming that the potential production lost as a consequence of employee turnover could 

have been sold at prevailing prices, FIND the profit foregone last year on account of 

employee turnover. 
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Answer : 

Workings: 

(i) Computation of productive hours 

 Actual hours worked (given) 4,45,000 

 Less: Unproductive training hours 15,000 

 Actual productive hours 4,30,000 

(ii) Productive hours lost: 

 Loss of potential productive hours + Unproductive training hours 

 = 1,00,000 + 15,000 = 1,15,000 hours 

(iii) Loss of contribution due to unproductive hours: 

 = 
𝑆𝑎𝑙𝑒𝑠 𝑣𝑎𝑙𝑢𝑒

𝐴𝑐𝑡𝑢𝑎𝑙 𝑝𝑟𝑜𝑑𝑢𝑐𝑡𝑖𝑣𝑒 ℎ𝑜𝑢𝑟𝑠
 × Total unproductive hours 

 = 
₹ 83,03,300

4,30,000 ℎ𝑟𝑠.
 × 1,15,000 hours = ₹ 22,20,650 

 Contribution lost for 1,15,000 hours = 
₹ 22,20,650

100
 × 20 = ₹ 4,44,130 

 Computation of profit forgone on account of employee turnover 

 (₹) 

Contribution foregone (as calculated above) 4,44,130 

Settlement cost due to leaving 43,820 

Recruitment cost 26,740 

Selection cost 12,750 

Training costs 30,490 

Profit foregone 5,57,930 

Question 7 : 

Mr. A. is working by employing 10 skilled workers. He is considering the introduction of 

some incentive scheme - either Halsey Scheme (with 50% bonus) or Rowan Scheme - of 

wage payment for increasing the Employee productivity to cope with the increased 

demand for the product by 25%. He feels that if the proposed incentive scheme could 

bring about an average 20% increase over the present earnings of the workers, it could 

act as sufficient incentive for them to produce more and he has accordingly given this 

assurance to the workers. 

As a result of the assurance, the increase in productivity has been observed as revealed 

by the following figures for the current month: 

Hourly rate of wages (guaranteed) ₹ 40 

Average time for producing 1 piece by one worker at the previous 

performance (This may be taken as time allowed) 

2 hours 
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No. of working days in the month 25 

No. of working hours per day for each worker 8 

Actual production during the month 1,250 units 

Required: 

(i) CALCULATE effective rate of earnings per hour under Halsey Scheme and Rowan 

Scheme. 

(ii) CALCULATE the savings to Mr. A in terms of direct labour cost per piece under the 

schemes. 

Answer : 

Working Notes: 

1. Actual time taken to produce 1,250 pieces 

 = No. of working days in the month × No. of working hours per day of each worker 

× No. of workers 

 = 25 days × 8 hrs. × 10 workers = 2,000 hours 

2. Total time wages of 10 workers per month: 

 = Actual time taken to produce 1,250 pieces × Hourly rate of wages 

 = 2,000 hours × ₹ 40 = ₹ 80,000 

3. Time saved per month: 

 Time allowed per piece to a worker 2 hours  

 No. of units produced during the month by 10 workers 1,250 pieces 

 Total time allowed to produce 1,250 pieces (1,250 × 2 hours) 2,500 hours 

 Actual time taken to produce 1,250 pieces 2,000 hours 

 Time saved (2,500 hours – 2,000 hours) 500 hours 

4. Bonus under Halsey scheme to be paid to 10 workers:  

 Bonus  = (50% of time saved) × hourly rate of wages 

   = 50/100 × 500 hours × ₹40 = ₹10,000 

 Total wages to be paid to 10 workers are (₹80,000 + ₹10,000) ₹90,000, if Mr. A 

considers the introduction of Halsey Incentive Scheme to increase the employee 

productivity. 

5. Bonus under Rowan Scheme to be paid to 10 workers: 

 Bonus = 
𝑇𝑖𝑚𝑒 𝑡𝑎𝑘𝑒𝑛

𝑇𝑖𝑚𝑒 𝑎𝑙𝑙𝑜𝑤𝑒𝑑
 × Time saved × hourly rate 

   = 
2,000 ℎ𝑜𝑢𝑟𝑠

2,500 ℎ𝑜𝑢𝑟𝑠
 × 500 hours × ₹ 40 = ₹16,000 
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 Total wages to be paid to 10 workers are (₹80,000 + ₹16,000) ₹96,000, if Mr. A 

considers the introduction of Rowan Incentive Scheme to increase the Employee 

productivity. 

 (i) (a) Effective hourly rate of earnings under Halsey scheme:  

   (Refer to Working Notes 1, 2, 3 and 4) 

   = 
𝑇𝑜𝑡𝑎𝑙 𝑡𝑖𝑚𝑒 𝑤𝑎𝑔𝑒𝑠 𝑜𝑓 10 𝑤𝑜𝑟𝑘𝑠+𝑇𝑜𝑡𝑎𝑙 𝑏𝑜𝑛𝑢𝑠 𝑢𝑛𝑑𝑒𝑟 𝐻𝑎𝑙𝑠𝑒𝑦 𝑆𝑐ℎ𝑒𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 ℎ𝑜𝑢𝑟𝑠 𝑤𝑜𝑟𝑘𝑒𝑑
 

   = 
₹ 80,000+₹ 10,000

2,000 ℎ𝑜𝑢𝑟𝑠
 = ₹ 45 

  (b) Effective hourly rate of earnings under Rowan scheme: 

   (Refer to Working Notes 1, 2, 3 and 5) 

   = 
𝑇𝑜𝑡𝑎𝑙 𝑡𝑖𝑚𝑒 𝑤𝑎𝑔𝑒𝑠 𝑜𝑓 10 𝑤𝑜𝑟𝑘𝑠+𝑇𝑜𝑡𝑎𝑙 𝑏𝑜𝑛𝑢𝑠 𝑢𝑛𝑑𝑒𝑟 𝑅𝑜𝑤𝑎𝑛 𝑆𝑐ℎ𝑒𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 ℎ𝑜𝑢𝑟𝑠 𝑤𝑜𝑟𝑘𝑒𝑑
 

   = 
₹ 80,000+₹ 16,000

2,000 ℎ𝑜𝑢𝑟𝑠
 = ₹ 48 

 (ii) (a) Saving in terms of direct Employee cost per piece under Halsey scheme: 

   (Refer to Working Note 4) 

   Employee cost per piece (under time wage scheme) 

   = 2hours × ₹40 = ₹80. 

   Employee cost per piece (under Halsey scheme) 

   = 
𝑇𝑜𝑡𝑎𝑙 𝑤𝑎𝑔𝑒𝑠 𝑝𝑎𝑖𝑑 𝑢𝑛𝑑𝑒𝑟 𝑡ℎ𝑒 𝑠𝑐ℎ𝑒𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝑛𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑢𝑛𝑖𝑡𝑠 𝑝𝑟𝑜𝑑𝑢𝑐𝑒𝑑
 = 

₹ 90,000

1,250
 = ₹ 72 

   Saving per piece: (₹80 – ₹72) = ₹8 

  (b) Saving in terms of direct Employee cost per piece under Rowan Scheme: 

   (Refer to Working Note 5) 

   Employee cost per piece under Rowan scheme 

   = ₹96,000/1,250 units = ₹76.80 

   Saving per piece = ₹80 – ₹76.80 = ₹3.20 

 

OVERHEADS -ABSORPTION COASTING METHOD 

Question 8 : 

A machine shop cost centre contains three machines of equal capacities. To operate these 

three machines nine operators are required i.e. three operators on each machine. 

Operators are paid ₹ 20 per hour. The factory works for fourty eight hours in a week 

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

are paid fully for the fourty eight hours. In additions they are paid a bonus of 10 per cent 
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of productive time. Costs are reported for this company on the basis of thirteen four-

weekly period. 

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

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

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

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

each machine is ₹52,000. 

 Maintenance and repairs per week per machine is ₹60. 

 Consumable stores per week per machine are ₹75. 

 Power: 20 units per hour per machine at the rate of 80 paise per unit. No power is 

used during the set-up hours. 

 Apportionment to the cost centre: Rent per annum ₹5,400, Heat and Light per 

annum ₹9,720, foreman’s salary per annum ₹12,960 and other miscellaneous 

expenditure per annum ₹18,000. 

Required: 

CALCULATE the cost of running one machine for a four-week period. 

Answer : 

Effective Machine hour for four-week period 

= Total working hours – unproductive set-up time 

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

= (192 – 16 hours) =176 hours. 

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

 (₹) (₹) 

(A) Standing charges (per annum)   

 Rent 5,400  

 Heat and light 9,720  

 Forman’s salary 12,960  

 Other miscellaneous expenditure 18,000  

 Standing charges (per annum) 46,080  

 Total expenses for one machine for four- week 

period 

 1,181.54 

 Wages (48 hours × 4 weeks × ₹ 20 × 3 operators)  11,520.00 

 Bonus {(176 hours × ₹ 20 × 3 operators) × 10%}  1,056.00 

 Total standing charges  13,757.54 

(B) Machine Expenses   

 Depreciation  400.00 
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 Repairs and maintenance (₹60 × 4 weeks)  240.00 

 Consumable stores (₹75 × 4 weeks)  300.00 

 Power (176 hours × 20 units × ₹ 0.80)  2,816.00 

 Total machine expenses  3,756.00 

(C) Total expenses (A) + (B)  17,513.54 

 (ii) Machine hour rate = 
₹ 17,513.54

176 ℎ𝑜𝑢𝑟𝑠
 = ₹99.51 

Question 9 : 

Gemini Enterprises undertakes three different jobs A, B and C. All of them require the 

use of a special machine and also the use of a computer. The computer is hired and the 

hire charges work out to ₹ 4,20,000 per annum. The expenses regarding the machine are 

estimated as follows: 

 (₹) 

Rent for a quarter 17,500 

Depreciation per annum 2,00,000 

Indirect charges per annum 1,50,000 

During the first month of operation the following details were taken from the job register: 

    Job 

   A B C 

Number of hours the machine was used: 

(a) Without the use of the computer 600 900 — 

(b) With the use of the computer 400 600 1,000  

You are required to COMPUTE the machine hour rate: 

(a) For the firm as a whole for the month when the computer was used and when the 

computer was not used. 

(b) For the individual jobs A, B and C. 

Answer : 

Working notes:  

(i) Total machine hours used 3,500 

 (600 + 900 + 400 + 600 + 1,000)  

(ii) Total machine hours without the use of computers 1,500 

 (600 + 900)  

(iii) Total machine hours with the use of computer 2,000 

 (400 + 600 + 1,000)  
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(iv) Total overheads of the machine per month  

 Rent (₹ 17,500 ÷ 3 months) 5,833.33 

 Depreciation (₹ 2,00,000 ÷ 12 months) 16,666.67 

 Indirect Charges (₹ 1,50,000 ÷ 12 months) 12,500.00 

 Total 35,000.00 

(v) Computer hire charges for a month = ₹ 35,000  

 (₹ 4,20,000 ÷ 12 months)  

(vi) Overheads for using machines without computer 

 = 
₹ 35,000

3,500 ℎ𝑟𝑠.
 × 1,500 hrs. = ₹ 15,000  

(vii) Overheads for using machines with computer  

 = 
₹ 35,000

3,500 ℎ𝑟𝑠.
 × 2,000 hrs. + ₹ 35,000 = ₹ 55,000 

(a) Computation of Machine hour rate for the firm as a whole for a month. 

  (1) When the Computer was used: 
₹ 55,000

2,000 ℎ𝑜𝑢𝑟𝑠
 = ₹ 27.50 per hour 

  (2) When the computer was not used: 
₹ 15,000

1,500 ℎ𝑟𝑠.
 = ₹ 10 per hour 

(b) Computation of Machine hour rate for the individual job 

 Rate 

per 

hour 

Job 

A B C 

(₹) Hrs. (₹) Hrs. (₹) Hrs. (₹) 

Overheads        

Without 

Computer 

10.0 600 6,000 900 9,000 - - 

With 

computer 

27.5 400 11,000 600 16,500 1,000 27,500 

Total  1,000 17,000 1,500 25,500 1,000 27,500 

Machine 

hour rate 

  17  17  27.5 

Question 10 : 

ABC Ltd. manufactures a single product and absorbs the production overheads at a pre-

determined rate of ₹ 10 per machine hour. 
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At the end of current financial year, it has been found that actual production overheads 

incurred were ₹ 6,00,000. It included ₹ 45,000 on account of ‘written off’ obsolete stores 

and ₹ 30,000 being the wages paid for the strike period under an award. 

The production and sales data for the current year is as under:  

Production : 

 Finished goods 20,000 units 

 Work-in-progress 8,000 units 

 (50% complete in all respects) 

Sales : 

 Finished goods 18,000 units 

The actual machine hours worked during the period were 48,000. It has been found that 

one-third of the under-absorption of production overheads was due to lack of production 

planning and the rest was attributable to normal increase in costs. 

(i) CALCULATE the amount of under-absorption of production overheads during the 

current year; and 

(ii) SHOW the accounting treatment of under-absorption of production overheads. 

Answer : 

(i) Amount of under-absorption of production overheads during the current 

year 

   (₹) 

 Total production overheads actually incurred  6,00,000  

 during the current year 

 Less : ‘Written off’ obsolete stores ₹ 45,000 

 Wages paid for strike period ₹ 30,000 75,000 

 Net production overheads actually incurred : (A) 

   5,25,000 

 Production overheads absorbed by 48,000 machine 

 hours @ ₹ 10 per hour : (B)  4,80,000 

 Amount of under – absorption of production overheads : [(A) – (B)]  45,000 

(ii) Accounting treatment of under absorption of production overheads 

 It is given in the statement of the question that 20,000 units were completely finished 

and 8,000 units were 50% complete, one third of the under-absorbed overheads 

were due to lack of production planning and the rest were attributable to normal 

increase in costs. 

    (₹) 
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 1. (33 – 1/3% of ₹ 45,000) i.e., ₹ 15,000 of under-absorbed  

 overheads were due to lack of production planning. 

  This being abnormal, should be debited to the Costing 

  Profit and Loss A/c. 15,000 

 2. Balance (66–2/3% of ₹ 45,000) i.e., ₹ 30,000 

  of under-absorbed overheads should be distributed 

  over work-in-progress, finished goods and cost of 

  sales by using supplementary rate. 30,000 

  Total under-absorbed overheads 45,000 

 Apportionment of unabsorbed overheads of ₹ 30,000 over, work-in 

progress, finished goods and cost of sales 

 Equivalent 

Completed Units 

(₹) 

Work-in-Progress 4,000 5,000 

(4,000 units × ₹ 1.25)   

(Refer to working note)   

Finished goods 2,000 2,500 

(2,000 units × ₹ 1.25)   

Cost of sales 18,000 22,500 

(18,000 units × ₹ 1.25)       

 24,000 30,000 

 Working Note 

 Supplementary rate per unit = 
₹ 30,000

24,000
 = ₹ 1.25 

Question 11 : 

A Ltd., manufactures two products A and B. The manufacturing division consists of two 

production departments P1 and P2 and two service departments S1 and S2. Budgeted 

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

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

of Department P2 is based on direct labour hours. 

For allocating the service department costs to production departments, the basis adopted 

is as follows: 

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

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

The following data relating to factory overheads budgeted for the year is available: 

Production Departments Service Departments 
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P1 P2 S1 S2 

₹ 25,50,000 ₹ 21,75,000 ₹ 6,00,000 ₹ 4,50,000 

Budgeted output in units: 

Product A 50,000; B 30,000. 

Budgeted time required for production per unit: 

Department P1 : Product A : 1.5 machine hours 

  Product B : 1.0 machine hour 

Department P2 : Product A : 2 Direct labour hours 

  Product B : 2.5 Direct labour hours 

You are required to COMPUTE the pre-determined overhead rate for both the 

production departments. 

Answer : 

Computation of predetermined overhead rate for each production 

departments from budgeted data 

 Production 

Department 

Service 

Department 

P1 P2 S1 S2 

Budgeted factory overheads for the 

year in (₹) 

25,50,000 21,75,000 6,00,000 4,50,000 

Allocation of service department S1’s 

costs to production departments P1 

and P2 equally in (₹) 

3,00,000 3,00,000 (6,00,000) -- 

Allocation of service department S2’s 

costs to production departments P1 

and P2 in the ratio of 2:1 in (₹) 

3,00,000 1,50,000 -- (4,50,000) 

Total 31,50,000 26,25,000 -- -- 

Budgeted machine hours in 

department P1 (working note) 

1,05,000 --   

Budgeted labour hours in department 

P2 (working note) 

-- 1,75,000   

Budgeted machine/ labour hour rate 

(₹) 

30.00 15.00   

Working note: 

 Product A Product B Total 

Budgeted output (in units) 50,000 30,000  
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Budgeted machine hours in Dept. P1 75,000 
(50,000×1.5 hrs.) 

30,000 
(30,000×1 hr.) 

1,05,000 

Budgeted labour hours in Dept. P2 1,00,000 
(50,000×2 hrs.) 

75,000 
(30,000×2.5 hrs.) 

1,75,000 

ACTIVITY BASED COSTING 

Question 12 : 

Woolmark 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 4 12 8 

Direct Material per unit (₹) 90 80 120 

Production (units) 3,000 5,000 20,000 

Currently the company uses traditional costing method and absorbs all production 

overheads on the basis of machine hours. The machine hour rate of overheads is ₹ 6 per 

hour. Direct labour hour rate is ₹ 20 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 5 4 3 

The total production overheads are analysed 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 costing principles. 
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Answer : 

(i) Statement Showing “Cost per unit - Traditional Method” 

Particulars of Costs P Q R 

(₹) (₹) (₹) 

Direct Materials 90 80 120 

Direct Labour [(4, 12, 8 hours) × ₹ 20] 80 240 160 

Production Overheads [(10, 18, 14 hours) × ₹ 6] 60 108 84 

Cost per unit 230 428 364 

 (ii) Statement Showing “Cost per unit - Activity Based Costing” 

Products P Q R 

Production (units) 3,000 5,000 20,000 

 (₹) (₹) (₹) 

Direct Materials (90, 80, 120) 2,70,000 4,00,000 24,00,000 

Direct Labour (80, 240, 160) 2,40,000 12,00,000 32,00,000 

Machine Related Costs @ ₹ 1.80 per hour 

(30,000, 90,000, 2,80,000) 

 

54,000 

 

1,62,000 

 

5,04,000 

Setup Costs @ ₹ 9,600 per setup 

(20, 10, 20) 

 

1,92,000 

 

96,000 

 

1,92,000 

Inspection Costs @ ₹ 4,800 per inspection 

(100, 40, 60) 

 

4,80,000 

 

1,92,000 

 

2,88,000 

Purchase Related Costs @ ₹ 750 per 

purchase (60, 100, 160) 

 

45,000 

 

75,000 

 

1,20,000 

Total Costs 12,81,000 21,25,000 67,04,000 

Cost per unit (Total Cost × Units) 427.00 425.00 335.20 

Workings 

Number of Batches, Purchase Orders, and Inspections- 

 Particulars P Q R Total 

A. Production (units) 3,000 5,000 20,000  

B. Batch 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 
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Total Machine Hours- 

 Particulars P Q R 

A. Machine Hours per unit 10 18 14 

B. Production (units) 3,000 5,000 20,000 

C. Total Machine Hours [A × B] 30,000 90,000 2,80,000 

Total Machine Hours = 4,00,000  

Total Production Overheads- 

= 4,00,000 hrs. × ₹ 6 = ₹ 24,00,000 

Cost Driver Rates- 

Cost Pool % Overheads 

 

(₹) 

Cost Driver 

Basis 

Cost 

Driver 

(Units) 

Cost Driver Rate 

 

(₹) 

Setup 20% 4,80,000 Number of 

batches 

50 9,600 per Setup 

Inspection 40% 9,60,000 Number of 

inspections 

200 4,800 per 

Inspection 

Purchases 10% 2,40,000 Number of 

purchases 

320 750 per Purchase 

Machine 

Operation 

30% 7,20,000 Machine 

Hours 

4,00,000 1.80 per Machine 

Hour 

Question 13 : 

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 

current year for each product line: 

 Soft drinks Fresh 

produce 

Packaged 

food 

Revenues ₹ 39,67,500 ₹ 1,05,03,000 ₹ 60,49,500 

Cost of goods sold ₹ 30,00,000 ₹ 75,00,000 ₹ 45,00,000 

Cost of bottles returned ₹ 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 
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Family store also provides the following information for the current year: 

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 

₹ 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-going 

restocking 

₹ 8,64,000 8,640 hours of shelf-

stocking time 

Customer 

Support 

Assistance provided to 

customers including check-

out 

₹ 15,36,000 15,36,000 items sold 

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. 

Answer : 

(i) 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) 

 Soft 

Drinks (₹) 

Fresh 

Produce 

(₹) 

Packaged 

Foods (₹) 

Total (₹) 

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 
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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) × 100) 

1.70% 7.17% 3.30% 4.97% 

Working notes: 

1. Total support cost: 

 (₹) 

Bottles returns 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): 

  = 
𝑇𝑜𝑡𝑎𝑙 𝑠𝑢𝑝𝑝𝑜𝑟𝑡 𝑐𝑜𝑠𝑡

𝑇𝑜𝑡𝑎𝑙 𝑐𝑜𝑠𝑡 𝑜𝑓 𝑔𝑜𝑜𝑑𝑠 𝑠𝑜𝑙𝑑
 × 100 = 

₹ 45,00,000

₹1,50,00,000
 × 100 =30% 

3. Cost for each activity cost driver: 

Activity (1) Total cost 

(₹) (2) 

Cost 

allocation 

base 

(3) 

Cost driver rate 

(4)=[(2)÷(3)] 

Ordering 7,80,000 1,560 

purchase 

orders 

₹ 500 per purchase 

order 

Delivery 12,60,000 3,150 

deliveries 

₹ 400 per delivery 

Shelf-stocking 8,64,000 8,640 

hours 

₹ 100 per stocking hour 

Customer support 15,36,000 15,36,000 

items sold 

₹ 1 per item sold 

(ii) Statement of Operating income and Operating income as a percentage 

of revenues for each product line 

 (When support costs are allocated to product lines using an activity- based costing 

system) 
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 Soft 

drinks 

(₹) 

Fresh 

Produce 

(₹) 

Packaged 

Food 

(₹) 

Total 

 

(₹) 

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 return 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) 

1,26,000 11,04,000 3,06,000 15,36,000 

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 

Operating income as a % of 

revenues 

10.78% 0.60% 8.75% 4.97% 

 * Refer to working note 3 

Question 14 : 

Alpha Limited has decided to analyse the profitability of its five new customers. It buys 

bottled water at ₹ 90 per case and sells to retail customers at a list price of ₹ 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 ₹ 108 ₹ 108 

Actual Selling Price ₹ 108 ₹ 106.20 ₹ 99 ₹ 104.40 ₹ 97.20 

Number of Purchase 

orders 

15 25 30 25 30 

Number of Customer 

visits 

2 3 6 2 3 

Number of deliveries 10 30 60 40 20 

Kilometers travelled per 

delivery 

20 6 5 10 30 

Number of 

expedited deliveries 

0 0 0 0 1 
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Its five activities and their cost drivers are: 

Activity Cost Driver Rate 

Order taking ₹ 750 per purchase order 

Customer visits ₹ 600 per customer visit 

Deliveries ₹ 5.75 per delivery Km travelled 

Product handling ₹ 3.75 per case sold 

Expedited deliveries ₹ 2,250 per expedited delivery 

Required: 

(i) COMPUTE the customer-level operating income of each of five retail customers 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 price and the actual 

selling price for each customer? 

Answer : 

Working note: 

Computation of revenues (at listed price), discount, cost of goods sold and 

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 price) 

(₹): (b) 

{(a) × ₹ 108)} 

5,05,440 21,26,304 1,47,74,400 77,27,400 9,47,700 

Discount (₹): 

(c) 

{(a) × 

Discount per 

case} 

- 35,438 

(19,688 

cases × 

₹ 1.80) 

12,31,200 

(1,36,800 

cases × 

₹ 9) 

2,57,580 

(71,550 

cases × 

₹ 3.60) 

94,770 

(8,775 

cases × 

₹ 10.80) 

Cost of goods 

sold (₹) : (d) 

{(a) × ₹ 90} 

4,21,200 17,71,920 1,23,12,000 64,39,500 7,89,750 

Customer level operating activities costs 

Order taking 

costs (₹): 

(No. of 

purchase × 

₹750) 

11,250 18,750 22,500 18,750 22,500 
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Customer 

visits costs (₹) 

(No. of 

customer 

visits × ₹ 600) 

1,200 1,800 3,600 1,200 1,800 

Delivery 

vehicles travel 

costs (₹) 

(₹ 5.75 per km) 

(Kms travelled 

by delivery 

vehicles × ₹ 
5.75 per km.) 

1,150 

(5.75 x 

10x 20) 

1,035 

(5.75 x 30 

x 6) 

1,725 

(5.75 x 60x 5) 

2,300 

(5.75 x 40 x 

10) 

3,450 

(5.75 x 20 

x 30) 

Product 

handling costs 

(₹) 

{(a) ×₹ 3.75} 

17,550 73,830 5,13,000 2,68,313 32,906 

Cost of 

expediting 

deliveries (₹) 

{No. of 

expedited 

deliveries × ₹ 
2,250} 

- - - - 2,250 

Total cost of 

customer level 

operating 

activities (₹) 

31,150 95,415 5,40,825 2,90,563 62,906 

(i)   Computation of Customer level operating income 

 Customers 

 A (₹) B (₹) C (₹) D (₹) E (₹) 

Revenues 

(At list 

price) 

(Refer to 

working 

note) 

5,05,440 21,26,304 1,47,74,400 77,27,400 9,47,700 

Less: 

Discount 

(Refer to 

- 35,438 12,31,200 2,57,580 94,770 
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working 

note) 

Revenue 

(At actual 

price) 

5,05,440 20,90,866 1,35,43,200 74,69,820 8,52,930 

Less: Cost 

of goods 

sold (Refer 

to working 

note) 

4,21,200 17,71,920 1,23,12,000 64,39,500 7,89,750 

Gross 

margin 

84,240 3,18,946 12,31,200 10,30,320 63,180 

Less: 

Customer 

level 

operating 

activities 

costs 

(Refer to 

working 

note) 

31,150 95,415 5,40,825 2,90,563 62,906 

Customer 

level 

operating 

income 

53,090 2,23,531 6,90,375 7,39,757 274 

 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 only 52.30% of the unit volume of 

customer C. The main reason is that C receives a discount of ₹ 9 per case while 

customer D receives only a ₹ 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 ₹ 10.80 per case, makes more frequent 

orders, requires more customer visits and requires more delivery kms. in 

comparison with customer A. 

(ii) Insight gained by reporting both the list selling price and the actual selling 

price for each customer: 

 Separate reporting 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 with the sales volume. The data given below provides 

us with the following information; 
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Sales volume Discount per case (₹) 

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. 

 

CASE SHEET 

Question 15 : 

Arnav Inspat Udyog Ltd. has the following expenditures for the year ended 31st March, 

2021: 

Sl. 

No. 

 Amount 

(₹) 

Amount (₹) 

(i) Raw materials purchased  10,00,00,000 

(ii) GST paid on the above purchases @18% 

(eligible for input tax credit) 

1,80,00,000 

(iii) Freight inwards 11,20,600 

(iv) Wages paid to factory workers 29,20,000 

(v) Contribution made towards employees’ PF & 

ESIS 

 

3,60,000 

(vi) Production bonus paid to factory workers 2,90,000 

(vii) Royalty paid for production 1,72,600 

(viii) Amount paid for power & fuel 4,62,000 

(ix) Amount paid for purchase of moulds and 

patterns (life is equivalent to two years 

production) 

 

 

8,96,000 

(x) Job charges paid to job workers 8,12,000 

(xi) Stores and spares consumed 1,12,000 

(xii) Depreciation on:  

 Factory building 84,000  

 Office building 56,000  

 Plant & Machinery 1,26,000  

 Delivery vehicles  86,000 3,52,000 

(xiii) Salary paid to supervisors 1,26,000 
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(xiv) Repairs & Maintenance paid for: Plant & 

Machinery 

48,000  

 Sales office building 18,000  

 Vehicles used by directors  19,600 85,600 

(xv) Insurance premium paid for:  

 Plant & Machinery 31,200  

 Factory building 18,100  

 Stock of raw materials & WIP  36,000 85,300 

(xvi) Expenses paid for quality control check 

activities 

 

19,600 

(xvii) Salary paid to quality control staffs 96,200 

(xviii) Research & development cost paid for 

improvement in production process 

 

18,200 

(xix) Expenses paid for pollution control and 

engineering & maintenance 

 

26,600 

(xx) Expenses paid for administration of factory work 1,18,600 

(xxi) Salary paid to functional mangers:  

 Production control 9,60,000  

 Finance & Accounts 9,18,000  

 Sales & Marketing  10,12,000 28,90,000 

(xxii) Salary paid to General Manager 12,56,000 

(xxiii) Packing cost paid for:  

 Primary packing necessary to maintain quality 96,000  

 For re-distribution of finished goods  1,12,000 2,08,000 

(xxiv) Wages of employees engaged in distribution 

of goods 

 

7,20,000 

(xxv) Fee paid to auditors 1,80,000 

(xxvi) Fee paid to legal advisors 1,20,000 

(xxvii) Fee paid to independent directors 2,20,000 

(xxviii) Performance bonus paid to sales staffs 1,80,000 

(xxix) Value of stock as on 1st April, 2020:  

 Raw materials 18,00,000  

 Work-in-process 9,20,000  

 Finished goods  11,00,000 38,20,000 

(xxx) Value of stock as on 31st March, 2021:  

 Raw materials 9,60,000  

 Work-in-process 8,70,000  

 Finished goods 18,00,000 36,30,000 
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Amount realized by selling of scrap and waste generated during manufacturing process – 

₹ 86,000/- 

From the above data you are required to PREPARE Statement of cost for Arnav Ispat 

Udyog 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. 

Answer : 

Statement of Cost of Arnav Ispat Udyog Ltd. for the year ended 31st March, 2021: 

Sl. 

No. 

Particulars Amount 

(₹) 

Amount (₹) 

(i) Material Consumed:   

 Raw materials purchased 10,00,00,000  

 Freight inwards 11,20,600  

 Add: Opening stock of raw materials 18,00,000  

 Less: Closing stock of raw materials (9,60,000) 10,19,60,600 

(ii) Direct employee (labour) cost:   

 Wages paid to factory workers 29,20,000  

 Contribution made towards employees’ PF & 

ESIS 

 

3,60,000 
 

 Production bonus paid to factory workers 2,90,000 35,70,000 

(iii) Direct expenses:   

 Royalty paid for production 1,72,600  

 Amount paid for power & fuel 4,62,000  

 Amortised cost of moulds and patterns 4,48,000  

 Job charges paid to job workers 8,12,000 18,94,600 

 Prime Cost  10,74,25,200 

(iv) Works/ Factory overheads:  

 Stores and spares consumed 1,12,000 

 Depreciation on factory building 84,000 

 Depreciation on plant & machinery 1,26,000 

 Repairs & Maintenance paid for plant & 

machinery 

 

48,000 

 Insurance premium paid for plant & machinery 31,200 

 Insurance premium paid for factory building 18,100 

 Insurance premium paid for stock of raw 36,000 

 materials & WIP   
 

 Salary paid to supervisors 1,26,000 
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 Expenses paid for pollution control and 

engineering & maintenance 

 

26,600 

 
 

6,07,900 

 Gross factory cost  10,80,33,100 

 Add: Opening value of W-I-P  9,20,000 

 Less: Closing value of W-I-P  (8,70,000) 

 Factory Cost  10,80,83,100 

(v) Quality control cost:  

 Expenses paid for quality control check 

activities 

 

19,600 

 Salary paid to quality control staffs 96,200 1,15,800 

(vi) Research & development cost paid for 

improvement in production process 
  

18,200 

(vii) Administration cost related with production:  

 -Expenses paid for administration of factory 

work 

 

1,18,600 

 -Salary paid to Production control manager 9,60,000 10,78,600 

(viii) Less: Realisable value on sale of scrap and waste   

(86,000) 

(ix) Add: Primary packing cost  96,000 

 Cost of Production  10,93,05,700 

 Add: Opening stock of finished goods  11,00,000 

 Less: Closing stock of finished goods  (18,00,000) 

 Cost of Goods Sold  10,86,05,700 

(x) Administrative overheads:  

 Depreciation on office building 56,000 

 Repairs & Maintenance paid for vehicles used by 

directors 

 

19,600 

 Salary paid to Manager- Finance & 9,18,000 

 Accounts  

 Salary paid to General Manager 12,56,000 

 Fee paid to auditors 1,80,000 

 Fee paid to legal advisors 1,20,000 

 Fee paid to independent directors 2,20,000 27,69,600 

(xi) Selling overheads:  

 Repairs & Maintenance paid for sales office 

building 

 

18,000 
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 Salary paid to Manager- Sales & Marketing 10,12,000 

 Performance bonus paid to sales staffs 1,80,000 12,10,000 

(xii) Distribution overheads:  

 Depreciation on delivery vehicles 86,000 

 Packing cost paid for re-distribution of finished 

goods 

 

1,12,000 

 Wages of employees engaged in distribution of 

goods 

7,20,000 9,18,000 

 Cost of Sales  11,35,03,300 

Note: 

GST paid on purchase of raw materials would not be part of cost of materials as it is 

eligible for input tax credit. 

 

COST ACCOUNTING SYSTEMS 

Question 16 : 

Acme Manufacturing Co. Ltd. opens the costing records, with the balances as on 1st July 

as follows: 

 (₹) (₹) 

Material Control A/c 1,24,000  

 

 

 

12,000 

Work-in-Process Control A/c 62,500 

Finished Goods Control A/c 1,24,000 

Production Overhead Control A/c 8,400 

Administrative Overhead Control A/c  

Selling & Distribution Overhead Control A/c 6,250 

Cost Ledger Control A/c  3,13,150 

 3,25,150 3,25,150 

The following are the transactions for the quarter ended 30th September: 

 (₹) 

Materials purchased 4,80,100 

Materials issued to jobs 4,77,400 

Materials to works maintenance 41,200 

Materials to administrative office 3,400 

Materials to sales department 7,200 

Wages direct 1,49,300 

Wages indirect 65,000 

Transportation for indirect materials 8,400 
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Production overheads incurred 2,42,250 

Absorbed production overheads 3,59,100 

Administrative overheads incurred 74,000 

Administrative overheads allocated to production 52,900 

Administrative overheads allocated to sales department 14,800 

Selling & Distribution overheads incurred 64,200 

Selling & Distribution overheads absorbed 82,000 

Finished goods produced 9,58,400 

Finished goods sold 9,77,300 

Sales 14,43,000 

Make up the various accounts as you envisage in the Cost Ledger and PREPARE a Trial 

Balance as at 30th September. 

Answer : 

Cost Ledgers 

Material Control A/c* 

Particulars (₹) Particulars (₹) 

To Balance b/d 1,24,000 By Work-in-process Control 

A/c 

4,77,400 

” Cost Ledger Control 

A/c (purchase) 

4,80,100 ” Production OH Control A/c 41,200 

   ” Admn. OH Control A/c 3,400 

   ” S&D OH Control A/c 7,200 

   ” Balance c/d 74,900 

  6,04,100   6,04,100 

*Material Control A/c may also be written as Stores Ledger Control A/c 

Wages Control A/c 

Particulars (₹) Particulars (₹) 

To Cost Ledger Control 

A/c 

2,14,300 By Work-in-process Control 

A/c 

1,49,300 

  ” Production OH Control 

A/c 

65,000 

  2,14,300   2,14,300 

Production Overhead Control A/c 

Particulars (₹) Particulars (₹) 

To Balance b/d 8,400 By Work-in-process Control A/c 3,59,100 
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” Cost Ledger Control 

A/c: 

    

 - Transportation 8,400    

 - Production OH 2,42,250    

” Wages Control A/c 65,000    

” Material Control A/c 41,200 ” Balance c/d 6,150 

  3,65,250  3,65,250 

Administrative Overhead Control A/c 

Particulars (₹) Particulars (₹) 

To Cost Ledger Control 

A/c 

74,000 By Balance b/d 12,000 

” Material Control A/c: 3,400 ” Finished Goods Control 

A/c 

52,900 

” Balance c/d 2,300 ” Cost of sales A/c 14,800 

  79,700   79,700 

Work-in-Process Control A/c 

Particulars (₹) Particulars (₹) 

To Balance b/d 62,500 By Finished goods Control 

A/c 

9,58,400 

” Material Control A/c 4,77,400    

” Wages Control A/c 1,49,300    

” Production OH 

Control A/c 

3,59,100  

 

” 

 

 

Balance c/d 

 

 

89,900 

  10,48,300   10,48,300 

Finished Goods Control A/c 

Particulars (₹) Particulars (₹) 

To 

“ 

Balance b/d 

Administrative 

Overhead Control A/c 

1,24,000 

52,900 

By Cost of Sales A/c 9,77,300 

” Work-in-process 

Control A/c 

9,58,400 ” Balance c/d 1,58,000 

  11,35,300   11,35,300 

Selling and Distribution Overhead Control A/c 

Particulars (₹) Particulars (₹) 

To Balance b/d 6,250 By Cost of Sales A/c 82,000 
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” Cost Ledger Control 

A/c: 

64,200   

” Material Control A/c 7,200   

” Balance c/d 4,350   

  82,000   82,000 

Cost of Sales A/c 

Particulars (₹) Particulars (₹) 

To Finished Goods 

Control A/c 

9,77,300 By Costing P&L A/c 10,74,100 

” Admn. OH Control A/c 14,800   

” S&D OH Control A/c 82,000   

  10,74,100   10,74,100 

Cost Ledger Control A/c 

Particulars (₹) Particulars (₹) 

To Costing P&L A/c (Sales) 14,43,000 By Balance b/d 

” Material Control A/c 

” Wages Control A/c 

 (₹1,49,300+₹65,000) 

” Production OH Control  

 A/c (₹8,400+₹2,42,250) 

” Administrative OH A/c ”

 S&D OH Control A/c ”

 Costing P&L A/c 

3,13,150 

  4,80,100 

  2,14,300 
 

  2,50,650 

   

74,000 

  64,200 

” Balance c/d 3,22,300 3,68,900 

 17,65,300 17,65,300 

Costing Profit & Loss A/c 

Particulars (₹) Particulars (₹) 

To Cost of sales A/c 10,74,100 By Cost Ledger Control 14,43,000 

” Cost Ledger Control A/c 

(profit) (balancing figure) 

3,68,900  A/c (sales) 

  14,43,000   14,43,000 

Trial Balance as at 30th September 

 Dr. (₹) Cr. (₹) 

Material Control A/c 74,900  

Production OH Control A/c 6,150  

Administrative OH Control A/c  2,300 

Selling & Distribution OH Control A/c  4,350 
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Work-in-process Control A/c 89,900  

Finished Goods Control A/c 1,58,000  

Cost Ledger Control A/c  3,22,300 

 3,28,950 3,28,950 

 

Question 17 : 

The following incomplete accounts are furnished to you for the month ended 31st 

October, 2021. 

Stores Ledger Control Account 

1.10.2021 To Balance ₹ 54,000 

Work in Process Control Account 

1.10. 2021 To Balance ₹ 6,000 

Finished Goods Control Account 

1.10. 2021 To Balance ₹ 75,000 

Factory Overheads Control Account 

Total debits for October, 2021 ₹ 45,000 

Factory Overheads Applied Account  

Cost of Goods Sold Account 

Creditors for Purchases Account 

1.10. 2021  By Balance ₹ 30,000 

Additional information: 

(i) The factory overheads are applied by using a budgeted rate based on direct labour 

hours. The budget for overheads for 2021 is ₹ 6,75,000 and the budget of direct 

labour hours is 4,50,000. 

(ii) The balance in the account of creditors for purchases on 31.10.2021 is ₹ 15,000 and 

the payments made to creditors in October, 2021 amount to ₹ 1,05,000. 

(iii) The finished goods inventory as on 31st October, 2021 is ₹ 66,000. 

(iv) The cost of goods sold during the month was ₹ 1,95,000. 

(v) On 31st October, 2021 there was only one unfinished job in the factory. The cost 

records show that ₹ 3,000 (1,200 direct labour hours) of direct labour cost and ₹ 

6,000 of direct material cost had been charged. 

(vi) A total of 28,200 direct labour hours were worked in October, 2021. All factory 

workers earn same rate of pay. 

(vii) All actual factory overheads incurred in October, 2021 have been posted. 
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You are required to FIND: 

(a) Materials purchased during October, 2021. 

(b) Cost of goods completed in October, 2021. 

(c) Overheads applied to production in October, 2021. 

(d) Balance of Work-in-process Control A/c on 31st October, 2021. 

(e) Direct materials consumed during October, 2021. 

(f) Balance of Stores Ledger Control Account on 31st October, 2021. 

(g) Over absorbed or under absorbed overheads for October, 2021. 

Answer: 

Working Notes: 

(i) Overhead recovery rate per direct labour hour:  

 Budgeted factory overheads : ₹ 6,75,000  

 Budgeted direct labour hours : 4,50,000 

 Overhead recovery rate = 
𝐵𝑢𝑑𝑔𝑒𝑡𝑒𝑑 𝑓𝑎𝑐𝑡𝑜𝑟𝑦 𝑜𝑣𝑒𝑟ℎ𝑒𝑎𝑑𝑠

𝐵𝑢𝑑𝑔𝑒𝑡𝑒𝑑 𝑑𝑖𝑟𝑒𝑐𝑡 𝑙𝑎𝑏𝑜𝑢𝑟 ℎ𝑜𝑢𝑟𝑠
  

   = 
₹ 6,75,000

4,50,000
 

   = ₹ 1.50 per direct labour 

(ii) Direct wage rate per hour: 

 Direct labour cost of WIP : ₹ 3,000  

 (on 31st October 2021) 

 Direct labour hours of WIP : 1,200 hours 

 Direct wage rate per hour = 
𝐷𝑖𝑟𝑒𝑐𝑡 𝑙𝑎𝑏𝑜𝑢𝑟 𝑐𝑜𝑠𝑡 𝑜𝑛 𝑊𝐼𝑃

𝐷𝑖𝑟𝑒𝑐𝑡 𝑙𝑎𝑏𝑜𝑢𝑟 ℎ𝑜𝑢𝑟𝑠 𝑜𝑛 𝑊𝐼𝑃
 

   = 
₹ 3,000

1,2000 ℎ𝑜𝑢𝑟𝑠
 = ₹2.50 

(iii) Total direct wages charged to production: 

 Total direct labour hours spent on production × Direct wage rate per hour 

 = 28,200 hours × ₹ 2.50 = ₹ 70,500 

(a) Material purchased during October, 2021 

 (₹) 

Payment made to creditors 1,05,000 

Add: Closing balance in the account of creditors for purchase 15,000 

Less: Opening balance (30,000) 

Material Purchased 90,000 
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 (b) Cost of finished goods in October, 2021 

 (₹) 

Cost of goods sold during the month 1,95,000 

Add: Closing finished goods inventory 66,000 

Less: Opening finished goods inventory (75,000) 

Cost of goods completed during the month 1,86,000 

 (c) Overhead applied to production in October, 2021 

 = 28,200 hours × ₹ 1.50 = ₹ 42,300 

 (d) Balance of Work-in-Process on 31st October, 2021 

 (₹) 

Direct material cost 6,000 

Direct labour cost 3,000 

Overheads (₹ 1.50 × 1,200 hours) 1,800 

 10,800 

 (e) Direct material consumed during October, 2021 = ₹ 78,000 

 (Refer to following Accounts) 

Work in Process Control A/c 

  (₹)   (₹) 

To Balance b/d 6,000 By Finished goods 

control A/c 

[Refer (b) above] 

1,86,000 

To Wages Control A/c 

[Refer working note (iii)] 

70,500 By Balance c/d [Refer 

(d) above] 

10,800 

To Factory OH Control A/c 

[Refer (c) above] 

42,300    

To Material consumed 

(Balancing fig.) 

78,000    

  1,96,800   1,96,800 

 (f) Balance of Stores Control Account on 31st October, 2021 = ₹ 66,000 

 (Refer to following Account) 

Stores Ledger Control Account 

  (₹)   (₹) 

To Balance b/d 54,000 By Work-in-process 

Control A/c 

[Refer (e) above] 

78,000 
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To Payables( Creditors) A/c 

[Refer (a) above} 

90,000 By Balance c/d 

(Balancing fig.) 

66,000 

  1,44,000   1,44,000 

 (g) Over-absorbed or under-absorbed overheads for October, 2021: Balance in 

Factory Overhead Account below showing that ₹ 2,700 is under-absorbed. 

Factory Overhead Account 

  (₹)   (₹) 

To Bank A/c 45,000 By Work-in-process 

Control A/c (Factory 

OH applied) 

42,300 

   By Costing P/L A/c 

(Under-absorbed) 

2,700 

  45,000   45,000 

 

JOB AND CONTRACT COSTING 

Question 18 : 

The following expenses were incurred on a contract: (₹) 

Materials purchased 6,00,000 

Material drawn from stores 1,00,000 

Wages 2,25,000 

Plant issued 75,000 

Chargeable expenses 75,000 

Apportioned indirect expenses 25,000 

The contract was for ₹ 20,00,000 and it commenced on April 1, 2020. The value of the 

work completed and certified upto 28th February, 2021 was ₹ 13,00,000 of which ₹ 

10,40,000 was received in cash, the balance being held back as retention money by the 

contractee. The value of work completed subsequent to the architect’s certificate but 

before 31st March, 2021 was ₹ 60,000. There were also lying on the site materials of the 

value of ₹ 40,000. It was estimated that the value of plant as at 31st March, 2021 was ₹ 

30,000. 

You are required to COMPUTE value of work certified, cost of work not certified and 

notional profit on the contract till the year ended 31st March, 2021. 

Answer : 

Contract Account 

Particulars (₹) Particulars (₹) 

To Material purchased 6,00,000 By Work-in-progress: 
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” Stores issued 1,00,000  Value of work certified  
13,00,000 

” Wages 2,25,000  Cost of work 

uncertified 

60,000 

” Plant 75,000 ” Material unused 40,000 

” Chargeable expenses 75,000 ” Plant less 

depreciation 

30,000 

” Indirect expenses 25,000   

” Costing P&L A/c 

(Notional profit) (bal. 

figure) 

3,30,000   

  14,30,000  14,30,000 

Question 19 : 

AKP Builders Ltd. commenced a contract on April 1, 2020. The total contract was for ₹ 

5,00,000. Actual expenditure for the period April 1, 2020 to March 31, 2021 and estimated 

expenditure for April 1, 2021 to December 31, 2021 are given below: 

Particulars 2020-21 

(actual) 

2021-22 

(9 months) (estimated) 

Materials issued 90,000 85,750 

Wages: Paid 75,000 87,325 

Outstanding at the end 6,250 8,300 

Plant 25,000 - 

Sundry expenses: Paid 7,250 6,875 

Prepaid at the end 625 - 

Establishment charges 14,625 - 

A part of the material was unsuitable and was sold for ₹ 18,125 (cost being 

₹15,000) and a part of plant was scrapped and disposed- off for ₹ 2,875. The value of plant 

at site on 31 March, 2021 was ₹ 7,750 and the value of material at site was ₹ 4,250. Cash 

received on account to date was 

₹ 1,75,000, representing 80% of the work certified. The cost of work uncertified was 

valued at ₹ 27,375. 

The contractor estimated further expenditure that would be incurred in completion of 

the contract: 

 The contract would be completed by 31st December, 2021. 

 A further sum of ₹ 31,250 would have to be spent on the plant and the residual value 

of the plant on the completion of the contract would be 

 ₹ 3,750. 
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 Establishment charges would cost the same amount per month as in the previous 

year. 

 ₹ 10,800 would be sufficient to provide for contingencies. 

Required: 

PREPARE a Contract Account for the year ended 31st March, 2021, and CALCULATE 

estimated total profit on this contract. 

Answer :  

Contract Account (2020-21) 

Particulars (₹) Particulars (₹) 

To Materials issued  90,000 By Material sold  18,125 

To Wages paid 75,000  By Plant sold  2,875 

 Add: Outstanding  6,250 81,250 By Plant at site c/d  7,750 

To Plant  25,000 By Material at site 

c/d 

 4,250 

To Sundry Expenses 7,250  By Work-in-progress c/d  

 Less: Prepaid  625 6,625  Work certified 

(₹1,75,000 ÷ 

80%) 

2,18,750  

To Establishment charges 14,625  Work 

uncertified 

 27,375 2,46,125 

To Costing P & L A/c (₹18,125 

– ₹15,000) 

3,125   

To Notional profit (Profit for 

the year) 

 

58,500 

  

 2,79,125  2,79,125 

Calculation of Estimated Profit 

  (₹) (₹) 

(1) Material consumed (90,000 + 3,125 

– 18,125) 

75,000  

 Add: Further consumption 85,750 1,60,750 

(2) Wages: 81,250  

 Add: Further cost (87,325 – 6,250) 81,075  

 Add: Outstanding 8,300 1,70,625 

(3) Plant used (25,000 – 2,875) 22,125  

 Add: Further plant introduced 31,250  

 Less: Closing balance of plant (3,750) 49,625 

(4) Establishment charges 14,625  
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 Add: Further charges for nine months (14,625 × 9/12) 10,969 25,594 

(5) Sundry expenses 7,250  

 Add: Further expenses 6,875 14,125 

(6) Reserve for contingencies  10,800 

Estimated profit (balancing figure)  68,481 

Contract price  5,00,000 

Question 20 : 

RST Construction Ltd. commenced a contract on April 1, 2020. The total contract was 

for ₹ 49,21,875. Actual expenditure for the period April 1, 2020 to March 31, 2021 and 

estimated expenditure for April 1, 2021 to September 30, 2021 are given below: 

 April 1, 2020 to 

March 31, 2021 

(Actual)(₹) 

April 1, 2021 to 

Sept. 30, 2021 

(Estimated) (₹) 

Materials issued 7,76,250 12,99,375 

Wages: Paid 5,17,500 6,18,750 

Prepaid 37,500 - 

Outstanding 12,500 5,750 

Plant purchased 4,00,000 - 

Expenses: Paid 2,25,000 3,75,000 

Outstanding 25,000 10,000 

Prepaid 15,000 - 

Plant returns to store (historical cost) 1,00,000 

(on September 30, 

2020) 

3,00,000 

(on September 30, 

2021) 

Work certified 22,50,000 Full 

Work uncertified 25,000 - 

Cash received 18,75,000 - 

Materials at site 82,500 42,500 

The plant is subject to annual depreciation @ 25% on written down value method. The 

contract is likely to be completed on September 30, 2021. 

Required: 

PREPARE the Contract A/c for the year ended 31st March, 2021 and determine the 

estimated profit on the contract. 
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Answer : 

Contract A/c (1-4-2020 to 31-3-2021) 

Particulars (₹) Particulars (₹) 

To Materials issued 7,76,250 By Plant returned to 

Store on 30-9-2020 

1,00,000  

To Wages 5,17,500  Less: Depreciation (1/2) (12,500) 87,500 

Less: Prepaid (37,500)    

Add: Outstanding 12,500  

4,92,500 
By Plant at site on 

31.3.21 
  

   3,00,000 

To Plant purchased 4,00,000 Less: Depreciation (75,000) 2,25,000 

To Expenses 2,25,000  By Materials at site c/d  82,500 

Less: Prepaid (15,000)  By Work-in-progress c/d  

Add: Outstanding 25,000 2,35,000 Work certified 22,50,000 

  Work uncertified 25,000 

To Notional profit 7,66,250  - 

 26,70,000  26,70,000 

Computation of Estimated Profit 

Contract A/c (1-4-2020 to 30-9-2021) 

Particulars (₹) Particulars (₹) 

To Materials issued (7,76,250 

+12,99,375) 

20,75,625 By Materials at site 42,500 

To Wages 

(5,17,500 - 37,500 + 

12,500 + 

6,18,750+37,500 

-12,500 + 5,750) 

11,42,000 By Plant returned to store 

on 30.9.2020 

(1,00,000 – 12,500) 

87,500 

To Plant purchased 4,00,000 By Plant returned to store 

on 30.9.21 (4,00,000 – 

1,00,000 – 1,03,125) 

1,96,875 

To Expenses 

(2,25,000+25,000 - 

15,000+ 3,75,000 - 

25,000 

+ 15,000 + 10,000) 

6,10,000 By Contractee A/c 49,21,875 

To Estimated profit 10,21,125   

 52,48,750  52,48,750 
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Workings: 

Calculation of written down value of plant as on 30-9-2021 

 (₹) 

Plant purchased on 1-4-2020 4,00,000 

Less: Plant returned to store on 30-9-2020 1,00,000 

(Depreciation on it ₹ 1,00,000 × 25/100 × 6/12 = ₹ 12,500)  

 3,00,000 

Less: Depreciation on Balance plant (3,00,000 × 25/100)  75,000 

WDV of Plant on 1-4-2021 2,25,000 

Less: Depreciation (2,25,000 × 25/100 × 6/12)  28,125 

WDV of plant returned to store on 30-9-2021 1,96,875 

PROCESS & OPERATION COSTING 

Question 21 : 

A product passes through three processes. The output of each process is treated as the 

raw material of the next process to which it is transferred and output of the third process 

is transferred to finished stock. 

 Process-I (₹) Process-II (₹) Process-III (₹) 

Materials issued 40,000 20,000 10,000 

Labour 6,000 4,000 1,000 

Manufacturing overhead 10,000 10,000 15,000 

10,000 units have been issued to the Process-I and after processing, the output of each 

process is as under: 

Process Output Normal Loss 

Process-I 9,750 units 2% 

Process-II 9,400 units 5% 

Process-III 8,000 units 10% 

No stock of materials or of work-in-process was left at the end. CALCULATE the cost 

of the finished articles. 

Answer : 

Dr. Process-I Account Cr. 

Particulars Units Total 

(₹) 

Particulars Units Total 

(₹) 

To Material 10,000 40,000 By Normal Loss A/c (2% 

of 10,000 units) 

200 -- 

” Labour -- 6,000 50 286 

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc
http://www.castudynotes.com
http://t.me/canotes_ipcc


 

 

IMPORTANT QUESTIONS & ANSWERS 

44 

” Manufacturing 

OH 

-- 10,000 ” Abnormal Loss A/c 

(₹ 5.7142 × 50 units) 

” Process-II A/c 

(₹ 5.7142 × 9,750 units) 

9,750 55,714 

 10,000 56,000 10,000 56,000 

Cost per unit of completed units and abnormal loss: 

𝑇𝑜𝑡𝑎 𝐶𝑜𝑠𝑡

𝐼𝑛𝑝𝑢𝑡𝑠−𝑁𝑜𝑟𝑚𝑎𝑙 𝐿𝑜𝑠𝑠
 = 

₹ 56,000

10,000 𝑢𝑛𝑖𝑡𝑠−200 𝑢𝑛𝑖𝑡𝑠
 = ₹ 5.7142  

Dr. Process-II Account Cr. 

Particulars Units Total 

(₹) 

Particulars Units Total 

(₹) 

To Process-I A/c 9,750 55,714 By Normal Loss A/c 

(5% of 9,750 

units) 

488 -- 

” Material -- 20,000 ” Process-III A/c 

(₹ 9.6862 × 9,400 

units) 

9,400 91,051 

 

” 

 

Labour 

 

-- 

 

4,000 

   

” Manufacturing 

OH 

-- 10,000     

” Abnormal Gain 

A/c 

(₹ 9.6862 × 138 

units) 

138 1,337     

  9,888 91,051   9,888 91,051 

Cost per unit of completed units and abnormal gain: 

𝑇𝑜𝑡𝑎 𝐶𝑜𝑠𝑡

𝐼𝑛𝑝𝑢𝑡𝑠−𝑁𝑜𝑟𝑚𝑎𝑙 𝐿𝑜𝑠𝑠
 = 

₹ 89.714

9,750 𝑢𝑛𝑖𝑡𝑠−488 𝑢𝑛𝑖𝑡𝑠
 = ₹ 9.6862 

Dr. Process-III Account Cr. 

Particulars Units Total 

(₹) 

Particulars Units Total 

(₹) 

To Process-II A/c 9,400 91,051 By Normal Loss A/c 

(10% of 9,400 units) 

940 -- 

” Material -- 10,000 ” Abnormal Loss A/c 

(₹13.8358 × 460 units) 

460 6,364 

” Labour -- 1,000 ” Finished Stock A/c 

(₹13.8358 × 8,000 

units) 

8,000 1,10,687 

 

” 

 

Manufacturing 

OH 

 

-- 

 

15,000 

   

  9,400 1,17,051   9,400 1,17,051 
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Cost per unit of completed units and abnormal loss: 

𝑇𝑜𝑡𝑎 𝐶𝑜𝑠𝑡

𝐼𝑛𝑝𝑢𝑡𝑠−𝑁𝑜𝑟𝑚𝑎𝑙 𝐿𝑜𝑠𝑠
 = 

₹ 1,17,051

9,400 𝑢𝑛𝑖𝑡𝑠−940 𝑢𝑛𝑖𝑡𝑠
 = ₹ 9.6862 

Question 22 : 

A Ltd. produces product ‘AXE’ which passes through two processes before it is 

completed and transferred to finished stock. The following data relate for the month of 

October: 

 Process- I 

(₹) 

Process- 

II (₹) 

Finished Stock 

(₹) 

Opening stock 7,500 9,000 22,500 

Direct materials 15,000 15,750 -- 

Direct wages 11,200 11,250 -- 

Factory overheads 10,500 4,500 -- 

Closing stock 3,700 4,500 11,250 

Inter-process profit included in opening 

stock 

-- 1,500 8,250 

Output of Process- I is transferred to Process- II at 25% profit on the transfer price. 

Output of Process- II is transferred to finished stock at 20% profit on the transfer price. 

Stock in processes is valued at prime cost. Finished stock is valued at the price at which 

it is received from process II. Sales during the period are ₹ 1,40,000. 

PREPARE Process cost accounts and finished goods account showing the profit element 

at each stage. 

Answer : 

Process- I Account 

Particulars Total 

(₹) 

Cost 

(₹) 

Profit 

(₹) 

Particulars Total 

(₹) 

Cost 

(₹) 

Profit 

(₹) 

Opening 

stock 

7,500 7,500 -- Process- II 

A/c* 

54,000 40,500 13,500 

Direct 

materials 

15,000 15,000 -- Closing Stock 3,700 3,700 -- 

Direct 

wages 

11,200 11,200 --     

Prime Cost 33,700 33,700      

Overheads 10,500 10,500 --     

Total Cost 44,200 44,200      

Profit** 13,500 -- 13,500     

 57,700 44,200 13,500  57,700 44,200 13,500 
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*Transfer price = 
𝑇𝑜𝑡𝑎𝑙 𝑐𝑜𝑠𝑡−𝐶𝑙𝑜𝑠𝑖𝑛𝑔 𝑠𝑡𝑜𝑐𝑘

75%
 = 

44,200−3,700

75%
 = ₹ 54,000 

**Profit on transfer = 54,000 × 25% = ₹13,500 

Process- II Account 

Particulars Total 

(₹) 

Cost 

(₹) 

Profit 

(₹) 

Particulars Total 

(₹) 

Cost 

(₹) 

Profit 

(₹) 

Opening 

stock 

9,000 7,500 1,500 Finished 

Stock A/c** 

1,12,500 75,750 36,750 

Transferred 

from 

Process- I 

54,000 40,500 13,500 Closing 

stock* 

4,500 3,750 750 

Direct 

materials 

15,750 15,750 --     

Direct wages 11,250 11,250 --     

Prime cost 90,000 75,000 15,000     

Overheads 4,500 4,500 --     

Total cost 94,500 79,500 15,000     

Profit*** 22,500 -- 22,500     

 1,17,000 79,500 37,500  1,17,000 79,500 37,500 

*Cost of Closing Stock = 
₹ 75,000

₹ 90,000
 × ₹ 4,500 = ₹ 3,750 

**Transfer Price = 
𝑇𝑜𝑡𝑎𝑙 𝐶𝑜𝑠𝑡−𝐶𝑙𝑜𝑠𝑖𝑛𝑔 𝑆𝑡𝑜𝑐𝑘

80%
 = 

94,500−4,500

80%
 = ₹ 1,95,000 

***Profit on transfer = 1,12,500 × 20% = ₹22,500 

Finished Stock Account 

Particulars Total 

(₹) 

Cost 

(₹) 

Profit 

(₹) 

Particulars Total 

(₹) 

Cost 

(₹) 

Profit 

(₹) 

Opening stock 22,500 14,250 8,250 Costing P&L 

A/c 

1,40,000 82,425 57,575 

Process- II 1,12,500 75,750 36,750 Closing 

stock* 

11,250 7,575 3,675 

Profit 16,250 -- 16,250     

 1,51,250 90,000 61,250  1,51,250 90,000 61,250 

* Cost of Closing Stock = 
𝐶𝑜𝑠𝑡 𝑜𝑓 𝑡𝑟𝑎𝑛𝑠𝑓𝑒𝑟𝑓𝑟𝑜𝑚 𝑃𝑟𝑜𝑐𝑒𝑠𝑠−𝐼𝐼

𝑇𝑟𝑎𝑛𝑠𝑓𝑒𝑟 𝑝𝑟𝑖𝑐𝑒 𝑓𝑟𝑜𝑚 𝑃𝑟𝑜𝑐𝑒𝑠𝑠−𝐼𝐼
 × Value of closing stock 

(A s per instruction given in the question) 

= 
₹ 75,750

₹ 1,12,500
 × ₹ 11,250 = ₹ 7,575 
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Question 23 : 

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

Production Record:  

Units in process as on 1st February 

(All materials used, 25% complete for labour and overhead) 

4,000 

New units introduced 16,000 

Units completed 14,000 

Units in process as on 28th February 

(All materials used, 33-1/3% complete for labour and overhead) 

6,000 

Cost Records:  

Work-in-process as on 1st February (₹) 
Materials 6,000 

Labour 1,000 

Overhead 1,000 
 8,000 

Cost during the month:  

Materials 25,600 

Labour 15,000 

Overhead 15,000 
 55,600 

Presuming that average method of inventory is used, PREPARE: 

(i) Statement of equivalent production. 

(ii) Statement showing cost for each element. 

(iii) Statement of apportionment of cost. 

(iv) Process cost account for Process-I. 

Answer : 

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

Particulars Input 

Units 

Particulars Output 

Units 

Equivalent Production 

Material Labour & O.H. 

% Units % Units 

Opening 

WIP 

4,000 Completed 

and 

transferred 

14,000 100 14,000 100 14,000 

Units 

introduced 

16,000 Closing WIP 6,000 100 6,000 33-1/3 2,000 

 20,000  20,000  20,000  16,000 
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(ii) Statement showing cost for each element 

Particulars Materials 

(₹) 

Labour 

(₹) 

Overhead 

(₹) 

Total 

(₹) 

Cost of opening work-in- process 6,000 1,000 1,000 8,000 

Cost incurred during the month 25,600 15,000 15,000 55,600 

Total cost: (A) 31,600 16,000 16,000 63,600 

Equivalent units: (B) 20,000 16,000 16,000  

Cost per equivalent unit: (C) = (A ÷ B) 1.58 1 1 3.58 

(iii) Statement of apportionment of cost 

 Amount 

(₹) 

Amount 

(₹) 

1. Value of units completed and transferred (14,000 

units × ₹ 3.58) 

 50,120 

2. Value of Closing W-I-P: 

- Materials (6,000 units × ₹ 1.58) 9,480  

- Labour (2,000 units × ₹ 1) 2,000  

- Overheads (2,000 units × ₹ 1) 2,000 13,480 

 (iv) Process-I Cost Account 

Particulars Units (₹) Particulars Units (₹) 

To Opening W-

I-P 

4,000 8,000 By Completed units 14,000 50,120 

To Materials 16,000 25,600 By Closing W-I-P 6,000 13,480 

To Labour -- 15,000    

To Overhead -- 15,000    

 20,000 63,600  20,000 63,600 

Question 24 : 

‘Healthy Sweets’ is engaged in the manufacturing of jaggery. Its process involve sugarcane 

crushing for juice extraction, then filtration and boiling of juice along with some chemicals 

and then letting it cool to cut solidified jaggery blocks. 

The main process of juice extraction (Process – I) is done in conventional crusher, which 

is then filtered and boiled (Process – II) in iron pots. The solidified jaggery blocks are then 

cut, packed and dispatched. For manufacturing 10 kg of jaggery, 100 kg of sugarcane is 

required, which extracts only 45 litre of juice. 

Following information regarding Process – I has been obtained from the manufacturing 

department of Healthy Sweets for the month of January: 
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 (₹) 

Opening work-in process (4,500 litre)  

Sugarcane 50,000 

Labour 15,000 

Overheads 45,000 

Sugarcane introduced for juice extraction (1,00,000 kg) 5,00,000 

Direct Labour 2,00,000 

Overheads 6,00,000 

Abnormal Loss: 1,000 kg  

Degree of completion:  

Sugarcane 

 

100% 

Labour and overheads 

Closing work-in process: 9,000 litre 

Degree of completion: 

Sugarcane 

80% 

 

 

100% 

Labour and overheads 80% 

Extracted juice transferred for filtering and boiling: 39,500 litre (Consider mass of 1 litre 

of juice equivalent to 1 kg) 

You are required to PREPARE using average method: 

(i) Statement of equivalent production, 

(ii) Statement of cost, 

(iii) Statement of distribution cost, and 

(iv) Process-I Account. 

Answer : 

(i) Statement of Equivalent Production 

Particulars Input 

Units 

Particulars Output 

Units 

Equivalent Production 

Sugarcane Labour & 

O.H. 

% Units % Units 

Opening WIP 4,500 Completed 

and  

transferred to 

Process - II 

39,500 100 39,500 100 39,500 

Units 

introduced 

1,00,000 Normal Loss 

(55%* of 

1,00,000) 

55,000 -- -- -- -- 

  Abnormal loss 1,000 100 1,000 80 800 
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  Closing WIP 9,000 100 9,000 80 7,200 

 1,04,500  1,04,500  49,500  47,500 

* 100 kg of sugarcane extracts only 45 litre of juice. 

Thus, normal loss = 100 – 45 = 55% 

(ii) Statement showing cost for each element 

Particulars Sugarcane 

(₹) 

Labour 

(₹) 

Overhead 

(₹) 

Total 

(₹) 

Cost of opening work-in- 

process 

50,000 15,000 45,000 1,10,000 

Cost incurred during the month 5,00,000 2,00,000 6,00,000 13,00,000 

Total cost: (A) 5,50,000 2,15,000 6,45,000 14,10,000 

Equivalent units: (B) 49,500 47,500 47,500  

Cost per equivalent unit: (C) = (A 

÷ B) 

11.111 

 

4.526 13.579 29.216 

 (iii) Statement of Distribution of cost 

 Amount 

(₹) 

Amount 

(₹) 

1. Value of units completed and transferred (39,500 units 

× ₹ 29.216) 

 11,54,032 

2. Value of Abnormal Loss:   

- Sugarcane (1,000 units × ₹ 11.111) 11,111  

- Labour (800 units × ₹ 4.526) 3,621  

- Overheads (800 units × ₹ 13.579) 10,863 25,595 

3. Value of Closing W-I-P:   

- Sugarcane (9,000 units × ₹ 11.111) 99,999  

- Labour (7,200 units × ₹ 4.526) 32,587  

- Overheads (7,200 units × ₹ 13.579) 97,769 2,30,355 

 (iv) Process-I A/c 

Particulars Units (₹) Particulars Units (₹) 

To Opening W.I.P:   By Normal Loss 55,000 -- 

- Sugarcane 4,500 50,000 By Abnormal 

loss [₹ 25,595 + 

₹ 18 (difference 

due to 

approximation)] 

1,000 25,613 

- Labour -- 15,000 By Process-II A/c 39,500 11,54,032 
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- Overheads -- 45,000 By Closing WIP 9,000 2,30,355 

To Sugarcane 

introduced 

100,000 5,00,000    

To Direct Labour  2,00,000    

To Overheads  6,00,000    

 104,500 14,10,000  104,500 14,10,000 

 

JOINT PRODUCTS AND BY PRODUCTS 

Question 25 : 

Inorganic Chemicals purchases salt and processes it into more refined products such as 

Caustic Soda, Chlorine and PVC. In the month of July, Inorganic Chemicals purchased Salt 

for ₹ 40,000. Conversion cost of ₹ 60,000 were incurred upto the split off point, at which 

time two sealable products were produced. Chlorine can be further processed into PVC. 

The July production and sales information is as follows: 

 Production 

(in ton) 

Sales Quantity 

(in ton) 

Selling price per 

ton (₹) 

Caustic Soda 1,200 1,200 50 

Chlorine 800 — — 

PVC 500 500 200 

All 800 tons of Chlorine were further processed, at an incremental cost of 

₹ 20,000 to yield 500 tons of PVC. There was no beginning or ending inventories of 

Caustic Soda, Chlorine or PVC in July. 

There is active market for Chlorine. Inorganic Chemicals could have sold all its July 

production of Chlorine at ₹ 75 per ton. 

Required : 

(1) SHOW how joint cost of ₹1,00,000 would be apportioned between Caustic Soda 

and Chlorine under each of following methods: 

 (a) sales value at split- off point ; 

 (b) physical unit method, and 

 (c) estimated net realisable value. 

(2) Lifetime Swimming Pool Products offers to purchase 800 tonnes of Chlorine in 

August at ₹ 75 per tonne. This sale of Chlorine would mean that no PVC would be 

produced in August. EXPLAIN how the acceptance of this offer for the month of 

August would affect operating income? 

 

 

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc
http://www.castudynotes.com
http://t.me/canotes_ipcc


 

 

IMPORTANT QUESTIONS & ANSWERS 

52 

Answer : 

(a) Sales value at split- off point method 

Products Sales (in 

Ton) 

Selling Price 

per Ton (₹) 

Sales 

Revenue 

(₹) 

Joint Cost 

Apportioned 

(₹) 

Caustic Soda 1,200 50 60,000 50,000 

Chlorine 800 75 60,000 50,000 

   1,20,000 1,00,000 

 Apportionment of joint cost 

  = 
𝑇𝑜𝑡𝑎𝑙 𝑗𝑜𝑖𝑛𝑡 𝑐𝑜𝑠𝑡

𝑇𝑜𝑡𝑎𝑙 𝑠𝑎𝑙𝑒 𝑣𝑎𝑙𝑢𝑒
 × Sale revenue of each product 

 Joint cost apportioned to Caustic Soda = 
₹ 1,00,000

₹ 1,20,000
 × ₹ 60,000 

    = ₹50,000 

 Joint cost apportioned to Chlorine = 
₹ 1,00,000

₹ 1,20,000
 × ₹ 60,000 

   = ₹50,000 

(b) Physical measure method 

Products Sales (in Ton) Joint Cost Apportioned (₹) 

Caustic Soda 1,200 60,000 

Chlorine 800 40,000 

  1,00,000 

 Apportioned joint cost 

  = 
𝑇𝑜𝑡𝑎𝑙 𝑗𝑜𝑖𝑛𝑡 𝑐𝑜𝑠𝑡

𝑇𝑜𝑡𝑎𝑙 𝑝ℎ𝑦𝑠𝑖𝑐𝑎𝑙 𝑣𝑎𝑙𝑢𝑒
 × Physical units of each product 

 Joint cost apportioned to Caustic Soda 

   = 
₹ 1,00,000

2,000 𝑡𝑜𝑛𝑛𝑒𝑠
 × 1,200 tonnes 

   = ₹60,000 

 Joint cost apportioned to chlorine = 
₹ 1,00,000

2,000 𝑡𝑜𝑛𝑛𝑒𝑠
 × 800 tonnes 

   = ₹40,000 

(c) Estimated net realisable value method: 

 Caustic Soda 

Amount (₹) 

Chlorine Amount 

(₹) 

Sales Value 60,000 

(₹50 × 1,200 tons) 

1,00,000 

(₹200 × 500 tons) 
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Less: Post split-off cost 

(Further processing cost) 

 

- 

 

(20,000) 

Net Realisable Value 60,000 80,000 

Apportionment of Joint Cost of 

₹1,00,000 in ratio of 3:4 

42,857 57,143 

Question 26 : 

‘Buttery Butter’ is engaged in the production of Buttermilk, Butter and Ghee. It purchases 

processed cream and let it through the process of churning until it separates into 

buttermilk and butter. For the month of January, ‘Buttery Butter’ purchased 50 Kilolitre 

processed cream @ ₹ 100 per 1000 ml. Conversion cost of ₹ 1,00,000 were incurred up-

to the split off point, where two saleable products were produced i.e. buttermilk and 

butter. Butter can be further processed into Ghee. 

The January production and sales information is as follows: 

Products Production (in 

Kilolitre/tonne) 

Sales Quantity (in 

Kilolitre/tonne) 

Selling price 

per Litre/Kg 

(₹) 

Buttermilk 28 28 30 

Butter 20 — — 

Ghee 16 16 480 

All 20 tonne of butter were further processed at an incremental cost of 

₹ 1,20,000 to yield 16 Kilolitre of Ghee. There was no opening or closing inventories of 

buttermilk, butter or ghee in the month of January. 

Required: 

(i) SHOW how joint cost would be apportioned between Buttermilk and Butter under 

Estimated Net Realisable Value method. 

(ii) ‘Healthy Bones’ offers to purchase 20 tonne of butter in February at ₹ 360 per kg. In 

case ‘Buttery Butter’ accepts this offer, no Ghee would be produced in February. 

SUGGEST whether ‘Buttery Butter’ shall accept the offer affecting its operating 

income or further process butter to make Ghee itself? 

Answer : 

(i) Estimated Net Realisable Value Method: 

 Buttermilk 

Amount (₹) 

Butter Amount (₹) 

Sales Value 8,40,000 

(₹ 30 × 28 × 1000) 

76,80,000 

(₹ 480 × 16 × 1000) 

Less: Post split-off cost 

(Further processing cost) 

 

- 

 

(1,20,000) 
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Net Realisable Value 8,40,000 75,60,000 

Apportionment of Joint 

Cost of ₹ 51,00,000* in 

ratio of 1:9 

5,10,000 45,90,000 

 *[(₹ 100 × 50 × 1000) + ₹ 1,00,000] = ₹ 51,00,000 

(ii) Incremental revenue from further processing of Butter into Ghee 

 (₹ 480 × 16 × 1000 - ₹ 360 × 20 × 1000) ₹ 4,80,000 

 Less: Incremental cost of further processing  

 of Butter into Ghee ₹ 1,20,000  

 Incremental operating income from further processing ₹ 3,60,000 

The operating income of ‘Buttery Butter’ will be reduced by ₹ 3,60,000 in February if it 

sells 20 tonne of Butter to ‘Healthy Bones’, instead of further processing of Butter into 

Ghee for sale. Thus, ‘Buttery Butter’ is advised not to accept the offer and further process 

butter to make Ghee itself. 

 

SERVICE COSTING 

Question 27 : 

SMC is a public school having five buses each plying in different directions for the transport 

of its school students. In view of a larger number of students availing of the bus service 

the buses work two shifts daily both in the morning and in the afternoon. The buses are 

garaged in the school. The work-load of the students has been so arranged that in the 

morning the first trip picks up senior students and the second trip plying an hour later 

picks up the junior students. Similarly, in the afternoon the first trip takes the junior 

students and an hour later the second trip takes the senior students home. 

The distance travelled by each bus one way is 8 km. The school works 25 days in a month 

and remains closed for vacation in May, June and December. Bus fee, however, is payable 

by the students for all 12 months in a year. 

The details of expenses for a year are as under: 

Driver’s salary ₹ 4,500 per month per driver 

Cleaner’s salary ₹ 3,500 per month 

(Salary payable for all 12 months)  

(one cleaner employed for all the five buses) 

Licence fee, taxes, etc. ₹ 8,600 per bus per annum 

Insurance ₹ 10,000 per bus per annum 

Repairs & maintenance ₹ 35,000 per bus per annum 

Purchase price of the bus ₹ 15,00,000 each 
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Life of each bus 12 years 

Scrap value of buses at the end of life ₹ 3,00,000 

Diesel cost ₹ 45.00 per litre 

Each bus gives an average mileage of 4 km. per litre of diesel. Seating capacity of each bus 

is 50 students. 

The seating capacity is fully occupied during the whole year. 

Students picked up and dropped within a range up to 4 km. of distance from the school 

are charged half fare and fifty per cent of the students travelling in each trip are in this 

category. Ignore interest. Since the charges are to be based on average cost you are 

required to: 

(i) PREPARE a statement showing the expenses of operating a single bus and the fleet 

of five buses for a year. 

(ii) WORK OUT the average cost per student per month in respect of – 

 (A) students coming from a distance of upto 4 km. from the school and 

 (B) students coming from a distance beyond 4 km. from the school. 

Answer : 

(i) Statement of Expenses of operating bus/ buses for a year 

Particulars Rate (₹) Per Bus 

per 

annum (₹) 

Fleet of 5 

buses p.a. 

(₹) 

(i) Standing Charges:    

 Driver’s salary 4,500 p.m 54,000 2,70,000 

 Cleaner’s salary 3,500 p.m 8,400 42,000 

 Licence fee, taxes etc. 8,600 p.a. 8,600 43,000 

 Insurance 10,000 p.a. 10,000 50,000 

 Depreciation (15,00,000 – 

3,00,000) ÷ 12 yrs 

1,00,000 p.a. 1,00,000 5,00,000 

(ii) Maintenance Charges:    

 Repairs & maintenance 35,000 p.a. 35,000 1,75,000 

(iii) Operating Charges:    

 Diesel (Working Note 1)  1,62,000 8,10,000 

 Total Cost [(i) + (ii) + (iii)]  3,78,000 18,90,000 

 Cost per month  31,500 1,57,500 

 Total no. of equivalent 

students 

 150 750 
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 Total Cost per half fare 

equivalent student 
 ₹ 210 ₹ 210 

(ii) Average cost per student per month: 

 A. Students coming from distance of upto 4 km. from school 

   = 
𝑇𝑜𝑡𝑎𝑙 𝑐𝑜𝑠𝑡 𝑝𝑒𝑟 𝑚𝑜𝑛𝑡ℎ

𝑇𝑜𝑡𝑎𝑙 𝑛𝑜.𝑜𝑓 𝑒𝑞𝑢𝑖𝑣𝑎𝑙𝑒𝑛𝑡 𝑠𝑡𝑢𝑑𝑒𝑛𝑡𝑠
 = 

₹ 31,500

150 𝑠𝑡𝑢𝑑𝑒𝑛𝑡𝑠
 = ₹ 210 

 B. Students coming from a distance beyond 4 km. from school 

  = Cost of per half fare student × 2 = ₹ 210 × 2 = ₹ 420 

Working Notes: 

1. Calculation of Diesel cost per bus : 

 Distance travelled in a year: 

 (8 round trip × 8 km. × 25 days × 9 months) 

 Distance travelled p.a.: 14,400 km. 

 Cost of diesel (per bus p.a.) : 
14,400 𝑘𝑚.

4 𝑘𝑚𝑝𝑙
 ×₹ 45 = ₹1,62,000 

2. Calculation of equivalent number of students per bus : 

Seating capacity of a bus 50 students 

Half fare students (50% of 50 students) 25 students 

Full fare students (50% of 50 students) 25 students 

Total number of students equivalent to half fare 

students 

 

Full fare students (25 students × 2) 50 students 

Add: Half fare students 25 students 

Total Equivalent number of students in a trip 75 students 

Total number of equivalent students in two trips (Senior + 

Junior) 

150 students 

Question 28 : 

GTC has a lorry of 6-ton carrying capacity. It operates lorry service from city A to city B 

for a particular vendor. It charges ₹ 2,400 per ton from city ‘A’ to city ‘B’ and ₹ 2,200 per 

ton for the return journey from city ‘B’ to city ‘A’. Goods are also delivered to an 

intermediate city ‘C’ but no extra charges are billed for unloading goods in-between 

destination city and no concession in rates is given for reduced load after unloading at 

intermediate city. Distance between the city ‘A’ to ‘B’ is 300 km and distance from city 

‘A’ to ‘C’ is 140 km. 

In the month of January, the truck made 12 journeys between city ‘A’ and city ‘B’. The 

details of journeys are as follows: 
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Outward journey No. of journeys Load (in ton) 

‘A’ to ‘B’ 10 6 

‘A’ to ‘C’ 2 6 

‘C’ to ‘B’ 2 4 

Return journey No. of journeys Load (in ton) 

‘B’ to ‘A’ 5 8 

‘B’ to ‘A’ 6 6 

‘B’ to ‘C’ 1 6 

‘C’ to ‘A’ 1 0 

Annual fixed costs and maintenance charges are ₹ 6,00,000 and ₹ 1,20,000 respectively. 

Running charges spent during the month of January are ₹ 2,94,400 (includes ₹ 12,400 paid 

as penalty for overloading). 

You are required to: 

(i) CALCULATE the cost as per (a) Commercial ton-kilometre. (b) Absolute ton- 

kilometre 

(ii) CALCULATE Net Profit/ loss for the month of January. 

Answer : 

(i) Calculation of total monthly cost for running truck: 

Particulars Amount per 

annum (₹) 

Amount per 

month (₹) 

(i) Standing Charges:   

  Annual fixed costs 6,00,000 50,000 

(ii) Maintenance Charges: 1,20,000 10,000 

(iii) Running Cost:   

  Running charges 2,94,400   

Less: Penalty paid for 

overloading (12,400) 

  

2,82,000 

Total monthly cost  3,42,000 

 (a) Cost per commercial ton-km. = 
₹ 3,42,000

44,856 𝑡𝑜𝑛−𝑘𝑖𝑚.
 = ₹ 7.62 

  (Refer to working note-1) 

 (b) Cost per absolute ton-km. = 
₹ 3,42,000

44,720 𝑡𝑜𝑛−𝑘𝑚.
 = ₹ 7.65 

  (Refer to working note-2) 
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(ii) Calculation of Net Profit/Loss for the month of January: 

Particulars (₹) (₹) 

Truck hire charges received during the month:   

From Outward journey [(10 + 2) trips × 6 ton × ₹ 

2,400] 

1,72,800  

From return journey 

{(5 trips × 8 ton × ₹ 2,200) + [(6 + 1) trips × 6 ton 

× ₹ 2,200]} 

 

 

1,80,400 

 

 

3,53,200 

Less: Monthly running cost {as per (i) above}  (3,42,000) 

Operating profit  11,200 

Less: Penalty paid for overloading  (12,400) 

Net Loss for the month  (1,200) 

 Working Notes: 

 1. Calculation of Commercial Ton-km: 

Particulars  Ton-km. 

A. Total Distance travelled   

To and fro (300 km × 2× 12 trips) (in km)  7,200 

B. Average weight carried:   

Outward (12 journeys × 6 ton + 2 journeys × 4 

ton) 

80  

Return (5 journeys × 8 ton + 6 journeys × 6 ton + 

1 journey × 6 ton) 

82  

Total weight 162  

No. of journeys 26  

Average weight (in ton) (162÷26) 6.23  

Total Commercial Ton-km (A×B)  44,856 

 2. Calculation of Absolute Ton-km: 

Particulars Ton-km. Ton-km. 

Outward journeys:   

From city A to city B (10 journey × 300 km. × 6 

ton) 

18,000  

From city A to city C (2 journeys × 140 km. × 6 

ton) 

1,680  

From city C to city B (2 journeys × 160 km. × 4 

ton) 

1,280 20,960 

Return journeys:   
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From city B to city A (5 journeys × 300 km. × 8 

ton) + (6 journeys × 300 km. × 6 ton) 

22,800  

From city B to city C (1 journey × 160 km. × 6 ton) 960 23,760 

Total Absolute Ton-km  44,720 

Question 29 : 

AD Higher Secondary School (AHSS) offers courses for 11th & 12th standard in three 

streams i.e. Arts, Commerce and Science. AHSS runs higher secondary classes along with 

primary and secondary classes, but for accounting purpose it treats higher secondary as a 

separate responsibility centre. The Managing committee of the school wants to revise its 

fee structure for higher secondary students. The accountant of the school has provided 

the following details for a year: 

 Amount (₹) 

Teachers’ salary (25 teachers × ₹ 35,000 × 12 months) 1,05,00,000 

Principal’s salary 14,40,000 

Lab attendants’ salary (2 attendants × ₹ 15,000 × 12 months) 3,60,000 

Salary to library staff 1,44,000 

Salary to peons (4 peons × ₹ 10,000 × 12 months) 4,80,000 

Salary to other staffs 4,80,000 

Examinations expenditure 10,80,000 

Office & Administration cost 15,20,000 

Annual day expenses 4,50,000 

Sports expenses 1,20,000 

Other information: 

(i) 

 Standard 11 & 12 Primary & 

Secondary 

 Arts Commerce Science  

No. of students 120 360 180 840 

Lab classes in a year 0 0 144 156 

No. of examinations in 

a year 

2 2 2 2 

Time spent at library 

by students per year 

180 hours 120 hours 240 hours 60 hours 

Time spent by 

principal for 

administration 

208 hours 312 hours 480 hours 1,400 hours 

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc
http://www.castudynotes.com
http://t.me/canotes_ipcc


 

 

IMPORTANT QUESTIONS & ANSWERS 

60 

Teachers for 11 & 12 

standard 

4 5 6 10 

(ii) One teacher who teaches economics for Arts stream students also teaches 

commerce stream students. The teacher takes 1,040 classes in a year, it includes 208 

classes for commerce students. 

(iii) There is another teacher who teaches mathematics for Science stream students also 

teaches business mathematics to commerce stream students. She takes 1,100 classes 

a year, it includes 160 classes for commerce students. 

(iv) One peon is fully dedicated for higher secondary section. Other peons dedicate their 

15% time for higher secondary section. 

(v) All school students irrespective of section and age participates in annual functions 

and sports activities. 

Required: 

(a) CALCULATE cost per student per annum for all three streams. 

(b) If the management decides to take uniform fee of ₹ 1,000 per month from all higher 

secondary students, CALCULATE stream wise profitability. 

(c) If management decides to take 10% profit on cost, COMPUTE fee to be charged 

from the students of all three streams respectively. 

Answer : 

Calculation of Cost per annum 

Particulars Arts (₹) Commerce 

(₹) 

Science 

(₹) 

Total (₹) 

Teachers’ salary (W.N-1) 16,80,000 21,00,000 25,20,000 63,00,000 

Re-apportionment of Economics 

& Mathematics teachers’ salary 

(W.N- 2) 

(84,000) 1,45,091 (61,091) - 

Principal’s salary (W.N-3) 1,24,800 1,87,200 2,88,000 6,00,000 

Lab assistants’ salary (W.N-4) - - 1,72,800 1,72,800 

Salary to library staff (W.N-5) 43,200 28,800 57,600 1,29,600 

Salary to peons (W.N-6) 31,636 94,909 47,455 1,74,000 

Salary to other staffs (W.N-7) 38,400 1,15,200 57,600 2,11,200 

Examination expenses (W.N- 8) 86,400 2,59,200 1,29,600 4,75,200 

Office & Administration 

expenses (W.N- 7) 

1,21,600 3,64,800 1,82,400 6,68,800 

Annual Day expenses (W.N-7) 36,000 1,08,000 54,000 1,98,000 

Sports expenses (W.N- 7) 9,600 28,800 14,400 52,800 

Total Cost per annum 20,87,636 34,32,000 34,62,764 89,82,400 
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 (i) Calculation of cost per student per annum 

Particulars Arts (₹) Commerce 

(₹) 

Science 

(₹) 

Total (₹) 

Total Cost per annum 20,87,636 34,32,000 34,62,764 89,82,400 

No. of students 120 360 180 660 

Cost per student per 

annum 

17,397 9,533 19,238 13,610 

 (ii) Calculation of profitability 

Particulars Arts (₹) Commer 

ce (₹) 

Science 

(₹) 

Total (₹) 

Total Fees per annum 12,000 12,000 12,000  

Cost per student per 

annum 

17,397 9,533 19,238 

Profit/ (Loss) per student 

per annum 

(5,397) 2,467 (7,238) 

No. of students 120 360 180 

Total Profit/ (Loss) (6,47,640) 8,88,120 (13,02,840) (10,62,360) 

 (iii) Computation of fees to be charged to earn a 10% profit on cost 

Particulars Arts (₹) Commerce (₹) Science (₹) 

Cost per student per annum 17,397 9,533 19,238 

Add: Profit @10% 1,740 953 1,924 

Fees per annum 19,137 10,486 21,162 

Fees per month 1,595 874 1,764 

 Working Notes: 

 (1) Teachers’ salary 

Particulars Arts Commerce Science 

No. of teachers 4 5 6 

Salary per annum (₹)  

(₹ 35,000 x 12) 

4,20,000 4,20,000 4,20,000 

Total salary 16,80,000 21,00,000 25,20,000 

 (2) Re-apportionment of Economics and Mathematics teachers’ salary 

 Economics Mathematics 

Particulars Arts Commerce Science Commerce 

No. of classes 832 208 940 160 

Salary re- 

apportionment (₹) 

(84,000) 84,000 (61,091) 61,091 
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(

₹ 4,20,000

1,040
 × 208) (

₹ 4,20,000

1,100
 × 160) 

 (3) Principal’s salary has been apportioned on the basis of time spent by him for 

administration of classes. 

 (4) Lab attendants’ salary has been apportioned on the basis of lab classes attended 

by the students. 

 (5) Salary of library staffs are apportioned on the basis of time spent by the students 

in library. 

 (6) Salary of Peons are apportioned on the basis of number of students. The peons’ 

salary allocable to higher secondary classes is calculated as below: 

 Amount (₹) 

Peon dedicated for higher secondary 1,20,000 

(1 peon × ₹10,000 × 12 months)  

Add: 15% of other peons’ salary 54,000 

{15% of (3 peons × ₹10,000 × 12 months)}  

 1,74,000 

 (7) Salary to other staffs, office & administration cost, Annual day expenses and 

sports expenses are apportioned on the basis of number of students. 

 (8) Examination expenditure has been apportioned taking number of students into 

account (It may also be apportioned on the basis of number of examinations). 

Question 30 : 

Mr. X owns a bus which runs according to the following schedule: 

(i) Delhi to Chandigarh and back, the same day. 
 Distance covered: 250 km. one way. 
 Number of days run each month : 8 
 Seating capacity occupied 90%. 

(ii) Delhi to Agra and back, the same day.  

 Distance covered: 210 km. one way 
 Number of days run each month : 10 
 Seating capacity occupied 85% 

(iii) Delhi to Jaipur and back, the same day.  

 Distance covered: 270 km. one way 
 Number of days run each month : 6 
 Seating capacity occupied 100% 

(iv) Following are the other details:  

 Cost of the bus ₹ 12,00,000 
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 Salary of the Driver ₹ 24,000 p.m. 
 Salary of the Conductor ₹ 21,000 p.m. 
 Salary of the part-time Accountant ₹ 5,000 p.m. 
 Insurance of the bus ₹ 4,800 p.a. 
 Diesel consumption 4 km. per litre at ₹ 56 per litre 
 Road tax ₹ 15,915 p.a. 

Lubricant oil ₹ 10 per 100 km. 

Permit fee ₹ 315 p.m. 

Repairs and maintenance ₹ 1,000 p.m. 

Depreciation of the bus @ 20% p.a. 

Seating capacity of the bus 50 persons. 

Passenger tax is 20% of the total takings. CALCULATE the bus fare to be charged from 

each passenger to earn a profit of 30% on total takings. The fares are to be indicated per 

passenger for the journeys: 

(i) Delhi to Chandigarh (ii) Delhi to Agra and (iii) Delhi to Jaipur. 

Answer : 

Working Notes: 

Total Distance (in km.) covered per month 

Bus route Km. per 

trip 

Trips per 

day 

Days per 

month 

Km. per 

month 

Delhi to Chandigarh 250 2 8 4,000 

Delhi to Agra 210 2 10 4,200 

Delhi to Jaipur 270 2 6 3,240 

 11,440 

Passenger- km. per month 

 Total seats 

available per 

month (at 100% 

capacity) 

Capacity 

utilised 

Km. 

per 

trip 

Passenger- 

Km. per 

month (%) Seats 

Delhi to 

Chandigarh & Back 

800 

(50 seats × 2 trips 

× 8 days) 

90 720 250 1,80,000 

(720 seats × 

250 km.) 

Delhi to Agra & Back 1,000 

(50 seats × 2 trips 

× 10 days) 

85 850 210 1,78,500 

(850 seats × 

210 km.) 

Delhi to Jaipur & Back 600 100 600 270 1,62,000 

(600 seats × 
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(50 seats × 2 trips 

× 6 days) 

270 km.) 

Total 5,20,500 

Monthly Operating Cost Statement 

 (₹) (₹) 

(i) Running Costs   

 Diesel {(11,440 km × 4 km) × ₹ 56} 1,60,160  

 Lubricant oil {(11,440 km × 100) × ₹ 10} 1,144 1,61,304 

(ii) Maintenance Costs   

 Repairs & Maintenance  1,000 

(iii) Standing charges   

 Salary to driver 24,000  

 Salary to conductor 21,000  

 Salary of part-time accountant 5,000  

 Insurance (₹ 4,800 ÷12) 400  

 Road tax (₹ 15,915 ÷12) 1,326.25  

 Permit fee 315  

 Depreciation {(₹ 12,00,000 × 20%) × 12} 20,000 72,041.25 

Total costs per month before Passenger Tax (i)+(ii)+(iii)  2,34,345.25 

Passenger Tax*  93,738.10 

Total Cost  3,28,083.35 

Add: Profit*  1,40,607.15 

Total takings per month  4,68,690.50 

*Let, total takings be X then 

X = Total costs per month before passenger tax + 0.2 X (passenger tax) + 

0.3 X (profit) 

X = ₹ 2,34,345.25 + 0.2 X + 0.3 X 

0.5 X = ₹ 2,34,345.25 or, X = ₹4,68,690.50 

Passenger Tax = 20% of ₹4,68,690.50 = ₹ 93,738.10 Profit = 30% of ₹4,68,690.50 = ₹ 

1,40,607.15 

Calculation of Rate per passenger km. and fares to be charged for different 

routes 

Rate per Passenger-Km. = 
𝑇𝑜𝑡𝑎𝑙 𝑡𝑎𝑘𝑖𝑛𝑔𝑠 𝑝𝑒𝑟 𝑚𝑜𝑛𝑡ℎ

𝑇𝑜𝑡𝑎𝑙 𝑃𝑎𝑠𝑠𝑒𝑛𝑔𝑒𝑟−𝐾𝑚.𝑝𝑒𝑟 𝑚𝑜𝑛𝑡ℎ
 

 = 
₹ 4,68,690.50

5,20,500 𝑃𝑎𝑠𝑠𝑒𝑛𝑔𝑒𝑟−𝐾𝑚.
 = ₹ 0.90 

Downloaded From www.castudynotes.com

Join Us on Telegram http://t.me/canotes_ipcc

http://www.castudynotes.com
http://t.me/canotes_ipcc
http://www.castudynotes.com
http://t.me/canotes_ipcc


 

 

IMPORTANT QUESTIONS & ANSWERS 

65 

Bus fare to be charged per passenger. 

Delhi to Chandigarh = ₹ 0.90 × 250 km = ₹ 225.00 

Delhi to Agra = ₹ 0.90 × 210 km = ₹ 189.00 

Delhi to Jaipur = ₹ 0.90 × 270 km = ₹ 243.00 

 

STANDARD COSTING 

Question 31 : 

The standard labour employment and the actual labour engaged in a week for a job are 

as under: 

 Skilled 

workers 

Semi-skilled 

workers 

Unskilled 

workers 

Standard no. of workers in the gang 32 12 6 

Actual no. of workers employed 28 18 4 

Standard wage rate per hour 3 2 1 

Actual wage rate per hour 4 3 2 

During the 40 hours working week, the gang may produce 1,800 labour hours of work. 

CALCULATE: 

(a) Labour Cost Variance (b) Labour Rate Variance 

(c) Labour Efficiency Variance (d) Labour Mix Variance 

(e) Labour Yield Variance 

Answer : 

Workings: 

1. Standard hours (SH)for actual hours produced are calculated as below: 

 Skilled = 
1,800

2,000
 × 1,280 = 1,152 hrs. 

 Semi-skilled = 
1,800

2,000
 × 480 = 432 hrs. 

 Unskilled = 
1,800

2,000
 × 240 = 215 hrs. 

2. Actual hours (AH) paid are calculated as below: 

Category No. of Worker Hours in a week Total Hours 

Skilled 28 40 1,120 

Semi-skilled 18 40 720 

Unskilled 4 40 160 

   2,000 
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3. For 40 hours week total Revised standard hours (RSH) will be calculated as below: 

Category No. of Worker Hours in a week Total Hours 

Skilled 32 40 1,280 

Semi-skilled 12 40 480 

Unskilled 6 40 240 

   2,000 

 Calculations 

Category 

of workers 

SH × SR AH × SR AH × AR RSH × SR 

Skilled 1,152 × 3 = 

3,456 

1,120 × 3 = 

3,360 

1,120 × 4 = 

4,480 

1,280 × 3 = 

3,840 

Semi-skilled 432 × 2 = 864 720 × 2 = 1,440 720 × 3 = 2,160 480 × 2 = 960 

Unskilled 216 × 1 = 216 160 × 1 = 160 160 × 2 = 320 240 × 1 = 240 

Total ₹ 4,536 ₹ 4,960 ₹ 6,960 ₹ 5,040 

 (i) Labour Cost Variance = Std. Cost for hours worked – Actual cost paid 

  = (SH × SR) – (AH × AR) 

  = ₹4,536 – 6,960 = ₹2,424 (A) 

(ii) Labour Rate Variance = AH (SR – AR) or (AH × SR) – (AH × AR) Skilled = 

3,360 – 4,480 = ₹1,120 (A) 

 Semi-skilled = 1,440 – 2,160 = ₹720 (A) 

 Unskilled = 160 - 320 = ₹160 (A) 2,000 (A) 

(iii) Labour Efficiency Variance = SR (SH – AH) or (SR × SH) – (SR × AH)  

 Skilled = 3,456 – 3,360 = ₹96 (F) 

 Semi-skilled = 864 – 1,440 = ₹576 (A) 

 Unskilled = 216 – 160 = ₹56 (F) ₹424 (A) 

(iv) Labour Mix Variance = SR (RSH – AH) or (SR × RSH) – (SR × AH)  Skilled

 = 3,840 – 3,360  = ₹480 (F) 

 Semi-skilled = 960 – 1,440 = ₹480 (A) 

 Unskilled = 240 - 160 = ₹ 80 (F) ₹80 (F) 

(v) Labour Yield Variance = SR (SH – RSH) or (SR × SH – SR × RSH) 

 Skilled = 3,456 - 3,840 = ₹384 (A)  

 Semi-skilled = 864 - 960 = ₹96 (A)  

 Unskilled = 216 - 240 = ₹ 24 (A) ₹504 (A) 
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Check 

(i) LCV = LRV + LEV 

 ₹2,424 (A) = ₹2,000 (A) + ₹424 (A) 

(ii) LEV = LMV + LYV 

 ₹424 (A) = ₹80 (F) + ₹504 (A) 

Question 32 : 

A company has a normal capacity of 120 machines, working 8 hours per day of 25 days in 

a month. The fixed overheads are budgeted at ₹ 1,44,000 per month. The standard time 

required to manufacture one unit of product is 4 hours. 

In April 2021, the company worked 24 days of 840 machine hours per day and produced 

5,305 units of output. The actual fixed overheads were ₹ 1,42,000. 

COMPUTE the following Fixed Overhead variance: 

1. Efficiency variance 

2. Capacity variance 

3. Calendar variance 

4. Expenditure variance 

5. Volume variance 

6. Total Fixed overhead variance 

Answer : 

Working Notes: 

  Budget Actual 

(1) Fixed overheads for the month 1,44,000 1,42,000 

(2) Working days per month 25 24 

(3) Working hours per month (120 machines × 8 

hrs. × 25 days) 

= 24,000 

(840 machines 

hours × 24 days) = 

20,160 

(4) Production units per month 24,000 hrs. = 6,000 

4 hrs. 

5,305 

 (5) Standard hours for actual production 

 = Actual production units × Std. hours per unit 

 = 5,305 × 4 = 21,220 hrs. 

(6) Standard fixed overhead rate per unit = = ₹ 24 

(7) Standard fixed overhead rate per hour = = ₹ 6 

(8) Standard fixed overhead per day = = ₹ 5,760 
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1. Efficiency variance 

 = Std. rate per hr. (Std. hrs. for actual production – Actual hrs.) 

 = 6 × (21,220 – 20,160) = ₹ 6,360 (F) 

2. Capacity variance 

 = Std. Rate (Actual hours - Budgeted hours) 

 = 6 × {20,160 – (24 days × 120 machine × 8 hrs.)} = ₹ 17,280 (A) 

3. Calendar variance 

 = (Actual No. of days – Budgeted No. of days) × Std. rate per day 

 = (24 – 25) × 5,760 = ₹ 5,760 (A) 

4. Expenditure variance 

 = Budgeted overhead – Actual overhead 

 = 1,44,000 – 1,42,000 = ₹ 2,000 (F) 

5. Volume variance 

 = Absorbed overhead – Budgeted overhead 

 = (5,305 × 24) – 1,44,000 = ₹ 16,680 (A) 

6. Total fixed overhead Variance 

 = Absorbed overhead – Actual overhead incurred 

 = (5,305 × 24) – 1,42,000 = ₹ 14,680 (A) 

Question 33 : 

The following standards have been set to manufacture a product: 

Direct Material: (₹) 

2 units of A @ ₹ 4 per unit 8.00 

3 units of B @ ₹ 3 per unit 9.00 

15 units of C @ ₹ 1 per unit 15.00 

 32.00 

Direct Labour: 3 hours @ ₹ 8 per hour 24.00 

Total standard prime cost 56.00 

The company manufactured and sold 6,000 units of the product during the year. Direct 

material costs were as follows: 

12,500 units of A at ₹ 4.40 per unit 18,000 units of B at ₹ 2.80 per unit 88,500 units of C 

at ₹ 1.20 per unit 

The company worked 17,500 direct labour hours during the year. For 2,500 of these 

hours, the company paid at ₹ 12 per hour while for the remaining, the wages were paid 

at standard rate. 
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CALCULATE 

(i) Materials price variance & Usage variance 

(ii) Labour rate & Efficiency variances. 

Answer : 

For Material Cost Variances 

 SQ × SP AQ × AP AQ × SP 

A 12,000 × 4 = 48,000 12,500 × 4.40 = 55,000 12,500 × 4 = 50,000 

B 18,000 × 3 = 54,000 18,000 × 2.80 = 50,400 18,000 × 3 = 54,000 

C 90,000 × 1 = 90,000 88,500 × 1.20 = 1,06,200 88,500 × 1 = 88,500 

Total ₹ 1,92,000 ₹ 2,11,600 ₹1,92,500 

Variances: 

Material Price Variance = Actual quantity (Std. price – Actual price) 

Or, = (AQ × SP) – (AQ × AP) 

Or, = ₹ 1,92,500 – ₹2,11,600 

 = ₹ 19,100 (A) 

Material Usage Variance = Standard Price (Std. Quantity – Actual Quantity) 

Or, = (SP × SQ) – (SP × AQ) 

Or, = ₹ 1,92,000 – ₹ 1,92,500 = ₹ 500 (A) 

For Labour Cost Variance : 

 SH × SR AH × AR AH × SR 

Labour (6,000 × 3) ×₹ 8 

= 1,44,000 

2,500 × 12 = 30,000 

15,000 × 8 = 1,20,000 

17,500 × 8 = 

1,40,000 

Total ₹ 1,44,000 ₹ 1,50,000 ₹ 1,40,000 

Variances: 

Labour Rate Variance: Actual Hours (Std. Rate – Actual Rate)  

Or, = (AH × SR) – (AH × AR) 

Or, = ₹1,40,000 – ₹1,50,000 

 = ₹10,000 (A) 

Labour Efficiency Variance: Standard Rate (Std. Hours – Actual Hours)  

Or, = (SR × SH) – (SR × AH) 

Or, = ₹1,44,000 – ₹1,40,000 

 = ₹4,000 (F) 
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Question 34 : 

Following data is extracted from the books of XYZ Ltd. for the month of January: 

(i) Estimation- 

Particulars Quantity (kg.) Price (₹) Amount (₹) 

Material-A 800 ? -- 

Material-B 600 30.00 18,000 

 -- 

 Normal loss was expected to be 10% of total input materials. 

(ii) Actuals- 

 1480 kg of output produced. 

Particulars Quantity (kg.) Price (₹) Amount (₹) 

Material-A 900 ? -- 

Material-B ? 32.50 -- 

 59,825 

 (iii) Other Information- 

 Material Cost Variance = ₹ 3,625 (F) 

 Material Price Variance = ₹ 175 (F) 

You are required to CALCULATE: 

(i) Standard Price of Material-A; 

(ii) Actual Quantity of Material-B; 

(iii) Actual Price of Material-A; 

(iv) Revised standard quantity of Material-A and Material-B; and 

(v) Material Mix Variance. 

Answer : 

(i) Material Cost Variance (A + B) = {(SQ × SP) – (AQ × AP)} 

 ₹3,625 = (SQ × SP) – ₹59,825 

 (SQ × SP) = ₹ 63,450 

 (SQA × SPA) + (SQB × SPB) = ₹ 63,450 

 (940 kg × SPA) + (705 kg ×₹30) = ₹ 63,450 

 (940 kg × SPA) + ₹21,150 = ₹ 63,450 

 (940 kg × SPA) = ₹ 42,300 

 SPA = 
₹ 42,300

940 𝑘𝑔
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 Standard Price of Material-A = ₹ 45  

 Working Note: 

 SQ i.e. quantity of inputs to be used to produce actual output 

   = 
1,480𝑘𝑔

90%
 = 1,645 kg 

 SQA = 
800 𝑘𝑔

(800+600)
 × 1,645kg. = 940 kg 

 SQB = 
600 𝑘𝑔

(800+600)
 × 1,645kg. = 705 kg 

(ii) Material Price Variance (A + B) = {(AQ × SP) – (AQ × AP)} 

 ₹ 175 = (AQ × SP) – ₹ 59,825 

 (AQ × SP) = ₹ 60,000 

 (AQA × SPA) + (AQB × SPB) = ₹ 60,000 

 (900 kg × ₹ 45 (from (i) above)) 

 + (AQB × ₹ 30) = ₹ 60,000 

 ₹ 40,500 + (AQB × ₹ 30) = ₹ 60,000 

 (AQB × ₹ 30) = ₹ 19,500 

 AQB = 
19,500

30
 = 650 kg 

 Actual Quantity of Material B = 650 kg. 

(iii) (AQ × AP) = ₹ 59,825 

 (AQA × APA) + (AQB × APB) = ₹ 59,825 

 (900 kg × APA) + (650 kg (from (ii)  

 above) × ₹ 32.5) = ₹ 59,825 

 (900 kg × APA) + ₹ 21,125 = ₹ 59,825 

 (900 kg × APA) = ₹ 38,700 

 APA = 
38,700

900
 = 43 

 Actual Price of Material-A = ₹ 43 

(iv) Total Actual Quantity of Material-A and Material-B 

 = AQA + AQB = 900 kg + 650 kg (from (ii) above) 

   = 1,550 kg 

 Now, 

 Revised SQA = 
800𝑘𝑔

(800+600)
 × 1,550kg. = 886 kg 

 Revised SQB = 
600𝑘𝑔

(800+600)
 × 1,550kg. = 664 kg 
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(v) Material Mix Variance (A + B) = {(RSQ × SP) – (AQ × SP)} 

 = {(RSQA × SPA) + (RSQB × SPB) – 60,000} 

 = (886 kg (from (iv) above) × ₹ 45 (from (i) above)) 

 + (664 kg (from (iv) above) × ₹ 30) - ₹ 60,000 

 = (39,870 + 19,920) – 60,000 = ₹ 210 (A) 

Question 35 : 

Paras Synthetics uses Standard costing system in manufacturing of its product ‘Star 95 

Mask’. The details are as follows; 

Direct Material 0.50 Meter @ ₹ 60 per meter ₹ 30  

Direct Labour 1 hour @ ₹ 20 per hour ₹ 20  

Variable overhead 1 hour @ ₹ 10 per hour ₹ 10 

Total ₹ 60 

During the month of August, 10,000 units of ‘Star 95 Mask’ were manufactured. 

Details are as follows: 

Direct material consumed 5700 meters @ ₹ 58 per meter  

Direct labour Hours ? @ ? ₹ 2,24,400 

Variable overhead incurred ₹ 1,12,200 

Variable overhead efficiency variance is ₹ 2,000 A. Variable overheads are based on Direct 

Labour Hours. 

You are required to calculate the missing data and all the relevant Variances. 

Answer : 

(i) Material Variances 

 Budget Std. for actual Actual 

  

Quantity 

Price 

(₹) 

Amount 

(₹) 

 

Quantity 

Price 

(₹) 

Amount 

(₹) 

 

Quantity 

Price 

(₹) 

Amount 

(₹) 

Material 0.5 60 30 5,000 60 3,00,000 5,700 58 3,30,600 

 Material Cost Variance = (SQ×SP – AQ ×AP) 

 3,00,000 – 3,30,600 = ₹ 30,600(A) 

 Material Price Variance = (SP – AP) AQ 

 (60 -58) 5,700 = ₹ 11,400 (F) 

 Material Usage Variance = (SQ – AQ) SP 

 (5,000 – 5,700) 60 = ₹ 42,000 (A) 
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(ii) Variable Overheads variances 

 Variable overhead cost Variance = (Standard variable overhead – Actual 

   Variable Overhead) 

 Standard Variable Overheads: 10,000 units × 10 = 1,00,000 

 (1,00,000 – 1,12,200) = ₹ 12,200(A) 

 Variable overhead Efficiency Variance = (Standard Hours – Actual Hours) 

× Standard Rate per Hour 

 Let Actual Hours be ‘X’ 

 (10,000 – X) × 10 = 2,000 (A) 

 1,00,000 – 10X = -2,000 

 X = 1,02,000 ÷ 10 

 Therefore, Actual Hours (X) = 10,200 

 Variable overhead Expenditure Variance = (Variable Overhead at Actual 

Hours - Actual Variable Overheads) 

 10,200 × 10 – 1,12,200 = ₹ 10,200 (A) 

(iii) Labour variances 

 Budget Std. for actual Actual 

  

Hours 

Rate 

(₹) 

Amount 

(₹) 

 

Hours 

Rate 

(₹) 

Amount 

(₹) 

 

Hours 

Rate 

(₹) 

Amount 

(₹) 

Labour 1 20 20 10,000 20 2,00,000 10,200 22 2,24,400 

 Actual Rate = ₹ 2,24,400÷10,200 hours = ₹22 

 Labour Cost Variance = (SH × SR) – (AH × AR) 

 10,000× 20 – 10,200 × 22 = ₹ 24,400 (A) 

 Labour Rate Variance = (SR – AR) × AH 

 (20 – 22) × 10,200 = ₹ 20,400 (A) 

 Labour Efficiency Variance = (SH – AH) × SR 

 (10,000 – 10,200) × 20 = ₹ 4,000 (A) 

 

MARGINAL COST 

Question 36 : 

Moon Ltd. produces products 'X', 'Y' and 'Z' and has decided to analyse its production 

mix in respect of these three products - 'X', 'Y' and 'Z'. 

You have the following information: 
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 X Y Z 

Direct Materials ₹ (per unit) 160 120 80 

Variable Overheads ₹ (per unit) 8 20 12 

Direct labour:    
  

Departments: Rate per 

Hour (₹) 

Hours per 

unit 

Hours per 

unit 

Hours per 

unit 

  X Y Z 

Department-A 

Department-B 

4 

8 

6 

6 

10 

15 

5 

11 

From the current budget, further details are as below : 

 X Y Z 

Annual Production at present (in units) 10,000 12,000 20,000 

Estimated Selling Price per unit (₹) 312 400 240 

Sales departments estimate of possible sales in the coming 12,000 16,000 24,000 

year (in units)    

There is a constraint on supply of labour in Department-A and its manpower cannot be 

increased beyond its present level. 

Required: 

(i) IDENTIFY the best possible product mix of Moon Ltd. 

(ii) CALCULATE the total contribution from the best possible product mix. 

Answer : 

(i) Statement Showing “Calculation of Contribution/ unit” 

Particulars X 

(₹) 

Y 

(₹) 

Z 

(₹) 

Selling Price (A) 312 400 240 

Variable Cost:    

Direct Material 160 120 80 

Direct Labour    

Dept. A (Rate x Hours) 24 40 20 

Dept. B (Rate x Hours) 48 120 88 

Variable Overheads 8 20 12 

Total Variable Cost (B) 240 300 200 

Contribution per unit (A - B) 72 100 40 

Hours in Dept. A 6 10 5 

Contribution per hour 12 10 8 

Rank I II III 
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 Existing Hours = 10,000 x 6hrs. + 12,000 x 10 hrs. + 20,000 x 5 hrs. = 2,80,000 hrs. 

 Best possible product mix (Allocation of Hours on the basis of  ranking) Produce 

‘X’ = 12,000 units 

 Hours Required  = 72,000 hrs (12,000 units × 6 hrs.) 

 Balance Hours Available = 2,08,000 hrs (2,80,000 hrs. – 72,000 hrs.) 

 Produce ‘Y’ (the Next Best)  = 16,000 units 

 Hours Required =  1,60,000 hrs (16,000 units × 10 hrs.) 

 Balance Hours Available = 48,000 hrs (2,08,000 hrs. – 1,60,000  hrs.)  

 Produce ‘Z’ (balance) = 9,600 units (48,000 hrs./ 5 hrs.) 

(ii) Statement Showing “Contribution” 

Product Units Contribution/ Unit (₹) Total Contribution (₹) 

X 12,000 72 8,64,000 

Y 16,000 100 16,00,000 

Z 9,600 40 3,84,000 

Total 28,48,000 

Question 37 : 

ABC Limited produces and sells two product- X and Y. The product is highly demanded 

in the market. Following information relating to both the products are given as under : 

Per Unit (₹) 

 X Y 

Direct Materials 140 180 

Direct Wages 60 100 

Variable Overheads (₹ 5 per machine hour) 20 40 

Selling price 300 450 

The company is facing scarcity of machine hours for working. The availability of machine 

hours are limited to 60,000 hrs in a month. At present, the monthly demand of product 

X and product Y is 8,000 units and 6,000 units respectively. The fixed expenses of the 

company are ₹ 2,25,000 per month. 

You are required to: 

DETERMINE the product mix that generates maximum profit to the company in the given 

situation and also CALCULATE the profit of the company. 

Answer : 

Workings - 

Calculation of contribution (per unit) 
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 X (₹) Y (₹) 

Selling price (A) 300 450 

Variable cost:   

Direct materials 140 180 

Direct wages 60 100 

Variable overheads 20 40 

Total Variable Cost (B) 220 320 

 (i) Product mix to maximise the profit 

 Produce ‘X’ = 8,000 units 

 Hours Required = 32,000 hrs (8,000 units × 4 hrs.) 

 Balance Hours Available = 28,000 hrs (60,000 hrs. – 32,000 hrs.) 

 Produce ‘Y’ (balance) = 3,500 units (28,000 hrs./ 8 hrs.) 

(ii) Profitability of the concern in the best Product mix 

 X (₹) Y (₹) Total (₹) 

Sales (in units) 8,000 units 3,500 units  

Contribution per unit 80 130  

Contribution 6,40,000 4,55,000 10,95,000 

Less: Fixed cost   2,25,000 

Profit   8,70,000 

Question 38 : 

PQR Ltd. manufactures medals for winners of athletic events and other contests. Its 

manufacturing plant has the capacity to produce 10,000 medals each month. The company 

has current production and sales level of 7,500 medals per month. The current domestic 

market price of the medal is ₹ 150. 

The cost data for the month of August 2021 is as under: 

 (₹) 

Variable costs:  

- Direct materials 2,62,500 

- Direct labour cost 3,00,000 

- Overhead 75,000 

Fixed manufacturing costs 2,75,000 

Fixed marketing costs 1,75,000 

 10,87,500 

PQR Ltd. has received a special one-time only order for 2,500 medals at ₹ 120 per medal. 
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Required: 

(i) Should PQR Ltd. accept the special order? Why? EXPLAIN briefly. 

(ii) Suppose the plant capacity was 9,000 medals instead of 10,000 medals each month. 

The special order must be taken either in full or rejected totally. ANALYSE whether 

PQR Ltd. should accept the special order or not. 

Answer : 

In this question, the existing demand for the medals is 7,500 units per month against the 

10,000 units capacity. There is an idle capacity for 2,500 medals in a month. Since, the 

capacity of the plant (supply) is more than the demand, any additional order could increase 

the existing profit provided the offered price is more than the marginal cost. 

The existing cost and profit structure is as under: 

Particulars Amount (₹) Amount (₹) 

A.  Selling price per unit  150.00 

B.  Variable Cost per unit:   

- Direct material (₹ 2,62,500 ÷ 7,500 units) 35.00  

- Direct labour (₹ 3,00,000 ÷ 7,500 units) 40.00  

- Overhead (₹ 75,000 ÷ 7,500 units) 10.00 85.00 

C.  Contribution per unit (A-B)  65.00 

D.  Total Contribution (₹ 85 × 7,500 units) 4,87,500 

E.  Fixed Costs: 4,50,000 

- Fixed manufacturing costs 2,75,000  

- Fixed marketing costs 1,75,000  

F.  Profit (D-E)  37,500 

 (i) The offered price for the additional demand of 2,500 medals is more than the variable 

cost per unit. Any additional demand will contribute towards fixed costs and profit. 

Particulars Amount 

(₹) 

Amount 

(₹) 

A. Sales Value {(₹ 150 × 7,500) + (₹ 120 × 2,500)}  14,25,000 

B. Variable Cost (₹ 85 × 10,000) 8,50,000 

C. Contribution (A-B)  5,75,000 

D. Fixed Costs:   

- Fixed manufacturing costs 2,75,000  

- Fixed marketing costs 1,75,000 4,50,000 

E. Profit (C-D)  1,25,000 

 The offer for 2,500 unit be accepted as it increases the profit by ₹ 87,500 (₹ 1,25,000 

– ₹ 37,500). 
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(ii) In this instant case, the capacity to produce medals is decreased by 1,000 unit per 

month and the existing demand for the medals is 7,500. The spare capacity is for 

1,500 medals only but the special demand is for 2,500 medals. By accepting the offer, 

the company has to lose contribution on 1,000 medals from existing customers. The 

offer will only be acceptable if the gain from the new offer supersedes the loss from 

the existing customers. 

Particulars Amount 

(₹) 

Amount 

(₹) 

A. Sales Value {(₹ 150 × 6,500) + (₹ 120 × 2,500)}  12,75,000 

B. Variable Cost (₹ 85 × 9,000) 7,65,000 

C. Contribution (A-B)  5,10,000 

D. Fixed Costs:   

- Fixed manufacturing costs 2,75,000  

- Fixed marketing costs 1,75,000 4,50,000 

E. Profit (C-D)  60,000 

 By accepting the special order at ₹ 120 per unit, the total profit of the company is 

increased by ₹ 22,500 (₹ 60,000 – ₹ 37,500) hence the order may be accepted, 

however, other qualitative factors may also be taken care-off. 

Question 39 : 

M.K. Ltd. manufactures and sells a single product X whose selling price is ₹ 40 per unit 

and the variable cost is ₹ 16 per unit. 

(i) If the Fixed Costs for this year are ₹ 4,80,000 and the annual sales are at 60% margin 

of safety, CALCULATE the rate of net return on sales, assuming an income tax level 

of 40% 

(ii) For the next year, it is proposed to add another product line Y whose selling price 

would be ₹ 50 per unit and the variable cost ₹ 10 per unit. The total fixed costs are 

estimated at ₹ 6,66,600. The sales mix values of X : Y would be 7 : 3. DETERMINE 

at what level of sales next year, would M.K. Ltd. break even? Give separately for both 

X and Y the break-even sales in rupee and quantities. 

Answer : 

(i) Contribution per unit = Selling price - Variable cost 

   = ₹ 40 - ₹ 16 = ₹ 24 

 Break-even Point = 
₹ 4,80,000

₹ 24
 = 20,000 units 

 Percentage Margin of Safety = 
𝐴𝑐𝑡𝑢𝑎𝑙 𝑆𝑎𝑙𝑒𝑠−𝐵𝑟𝑒𝑎𝑘 𝑒𝑣𝑒𝑛 𝑆𝑎𝑙𝑒𝑠

𝐴𝑐𝑡𝑢𝑎𝑙 𝑆𝑎𝑙𝑒𝑠
 

 Or, 60% = 
𝐴𝑐𝑡𝑢𝑎𝑙 𝑆𝑎𝑙𝑒𝑠−20,000 𝑢𝑛𝑖𝑡𝑠

𝐴𝑐𝑡𝑢𝑎𝑙 𝑆𝑎𝑙𝑒𝑠
 

 Actual Sales = 50,000 units 
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 (₹) 

Sales Value (50,000 units × ₹40) 20,00,000 

Less: Variable Cost (50,000 units × ₹16) 8,00,000 

Contribution 12,00,000 

Less: Fixed Cost 4,80,000 

Profit 7,20,000 

Less: Income Tax @ 40% 2,88,000 

Net Return 4,32,000 

 Rate of Net Return on Sales = 21.6% (
₹ 4,32,000

₹ 20,00,000
 × 100) 

(ii) Products 

  X Y 

 (₹) (₹) 

Selling Price 40 50 

Less: Variable Cost 16 10 

Contribution per unit 24 40 

Sales Ratio 7 3 

Contribution in sales Ratio 168 120 

 Based on Weighted Contribution 

 Weighted Contribution = 
24 ×7+40 ×3

10
 = ₹ 28.8 per unit 

 Total Break-even Point = 
𝑇𝑜𝑡𝑎𝑙 𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡

𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑 𝐶𝑜𝑠𝑡
 = 

6,66,000

28.80
 = 23,145.80 units 

 Break-even Point 

 X = 
7

10
 × 23,145,.80 = 16,202 units 

 or 16,202 × ₹ 40 = ₹ 6,48,080 

 Y = 
3

10
 × 23,145.80 = 6,944 units or 6,944 × ₹ 50 = ₹ 3,47,200 

 Based on distributing fixed cost in the weighted Contribution Ratio 

 Fixed Cost 

 X = 
168

288
 × 6,66,600 = ₹ 3,88,850 

 Y = 
120

288
 ×6,66,600 = ₹ 2,77,750 

 Break-even Point 

 X = 
𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡

𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛 𝑝𝑒𝑟 𝑢𝑛𝑖𝑡
 = 

3,88,850

24
 = 16,202 units or ₹ 6,48,000 
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 Y = 
𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡

𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛 𝑝𝑒𝑟 𝑢𝑛𝑖𝑡
 = 

2,77,750

40
 = 6,944 units or ₹ 3,47,200 

Question 40 : 

The profit for the year of R.J. Ltd. works out to 12.5% of the capital employed and the 

relevant figures are as under: 

 Sales ............................................................ ₹ 5,00,000 

 Direct Materials ....................................... ₹ 2,50,000 

 Direct Labour .......................................... ₹ 1,00,000 

 Variable Overheads ................................ ₹ 40,000  

 Capital Employed .................................... ₹ 4,00,000 

The new Sales Manager who has joined the company recently estimates for next year a 

profit of about 23% on capital employed, provided the volume of sales is increased by 10% 

and simultaneously there is an increase in Selling Price of 4% and an overall cost reduction 

in all the elements of cost by 2%. 

Required 

FIND OUT by computing in detail the cost and profit for next year, whether the proposal 

of Sales Manager can be adopted. 

Answer : 

Statement Showing “Cost and Profit for the Next Year” 

Particulars Existing 

Volume, 

etc. 

Volume, Costs, 

etc. after 10% 

Increase 

Estimated Sale, 

Cost, Profit, 

etc.* 

 (₹) (₹) (₹) 

Sales 5,00,000 5,50,000 5,72,000 

Less: Direct Materials 2,50,000 2,75,000 2,69,500 

Direct Labour 1,00,000 1,10,000 1,07,800 

Variable Overheads 40,000 44,000 43,120 

Contribution 1,10,000 1,21,000 1,51,580 

Less: Fixed Cost# 60,000 60,000 58,800 

Profit 50,000 61,000 92,780 

(*) for the next year after increase in selling price @ 4% and overall cost reduction by 2%. 

(#) Fixed Cost = Existing Sales – Existing Marginal Cost – 12.5% on ₹4,00,000 

 = ₹5,00,000 – ₹3,90,000 – ₹50,000 = ₹60,000 

Percentage Profit on Capital Employed equals to 23.19% (
₹ 92,780

₹ 4,0,000
 × 100) 
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Since the Profit of ₹92,780 is more than 23% of capital employed, the proposal of the 

Sales Manager can be adopted. 

Question 41 : 

You are given the following data: 

 Sales Profit 

Year 2019-20 ₹ 1,20,000 8,000 

Year 2020-21 ₹ 1,40,000 13,000 

FIND OUT – 

(i) P/V ratio, 

(ii) B.E. Point, 

(iii) Profit when sales are ₹ 1,80,000, 

(iv) Sales required earn a profit of ₹ 12,000, 

(v) Margin of safety in year 2020-21. 

Answer : 

 Sales Profit 

Year 2019-20 ₹ 1,20,000 8,000 

Year 2020-21 ₹ 1,40,000 13,000 

Difference ₹ 20,000  5,000 

 (i) P/V Ratio = 
𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 𝑖𝑛𝑝𝑟𝑜𝑓𝑖𝑡

𝐷𝑖𝑓𝑓𝑒𝑟𝑒𝑛𝑐𝑒 𝑖𝑛 𝑆𝑎𝑙𝑒𝑠
 × 100 = 

5,000

20,000
 × 100 = 25% 

 (₹) 

 Contribution in 2019-20 (1,20,000 × 25%) 30,000  

 Less: Profit  8,000 

 Fixed Cost* 22,000 

 *Contribution = Fixed cost + Profit 

 Fixed cost = Contribution - Profit 

(ii) Break-even point = 
𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡

𝑃

𝑉
𝑟𝑎𝑡𝑖𝑜

 = 
22,000

25%
 = ₹ 88,000 

(iii) Profit when sales are ₹1,80,000 (₹)  

 Contribution (₹1,80,000 × 25%) 45,000  

 Less: Fixed cost 22,000 

 Profit 23,000 

(iv) Sales to earn a profit of ₹12,000 
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𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡+𝐷𝑒𝑠𝑖𝑟𝑒𝑑 𝑝𝑟𝑜𝑓𝑖𝑡

𝑃

𝑉
𝑟𝑎𝑡𝑖𝑜

 = 
22,000+12,000

25%
 = ₹1,36,000 

(v) Margin of safety in 2020-21 – 

 Margin of safety = Actual sales – Break-even sales 

   = 1,40,000 – 88,000 = ₹ 52,000. 

Question 42 : 

An Indian soft drink company is planning to establish a subsidiary company in Bhutan to 

produce mineral water. Based on the estimated annual sales of 40,000 bottles of the 

mineral water, cost studies produced the following estimates for the Bhutanese subsidiary: 

 Total annual costs Percent of Total Annual 

Cost which is variable 

Material 2,10,000 100% 

Labour 1,50,000 80% 

Factory Overheads 92,000 60% 

Administration Expenses 40,000 35% 

The Bhutanese production will be sold by manufacturer’s representatives who will receive 

a commission of 8% of the sale price. No portion of the Indian office expenses is to be 

allocated to the Bhutanese subsidiary. You are required to 

(i) COMPUTE the sale price per bottle to enable the management to realize an 

estimated 10% profit on sale proceeds in Bhutan. 

(ii) CALCULATE the break-even point in rupees sales as also in number of bottles for 

the Bhutanese subsidiary on the assumption that the sale price is ₹ 14 per bottle. 

Answer : 

(i) Computation of Sale Price Per Bottle 

 Output: 40,000 Bottles 

Particulars (₹) 

Variable Cost:  

Material 2,10,000 

Labour (₹1,50,000 × 80%) 1,20,000 

Factory Overheads (₹92,000 × 60%) 55,200 

Administrative Overheads (₹40,000 × 35%) 14,000 

Commission (8% on ₹6,00,000) (W.N.-1) 48,000 

Fixed Cost:  

Labour (₹1,50,000 × 20%) 30,000 

Factory Overheads (₹92,000 × 40%) 36,800 

Administrative Overheads (₹40,000 × 65%) 26,000 
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Total Cost 5,40,000 

Profit (W.N.-1) 60,000 

Sales Proceeds (W.N.-1) 6,00,000 

Sales Price per bottle (
₹ 6,00,000

40,000 𝐵𝑜𝑡𝑡𝑙𝑒𝑠
) 15 

(ii) Calculation of Break-even Point 

 Sales Price per Bottle = ₹14 

 Variable Cost per Bottle = 
₹ 4,44,000 (𝑊.𝑁.−2)

40,000 𝐵𝑜𝑡𝑡𝑙𝑒𝑠
 = ₹11.10 

 Contribution per Bottle = ₹14 − ₹11.10 = ₹2.90  

 Break -even Point: 

 (in number of Bottles) = 
𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡𝑠

𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛 𝑝𝑒𝑟 𝐵𝑜𝑡𝑡𝑙𝑒
 

   = 
₹ 92,800

₹ 2.90
 = 32,000 Bottles 

 (in Sales Value) = 32,000 Bottles × ₹14 

  = ₹4,48,000 

 Working Note 

 W.N.-1 

 Let the Sales Price be ‘x’ 

 Commission = 
8𝑥

100
 

 Profit = 
10𝑥

100
 

 x = 4,92,000 + 
8𝑥

100
 + 

10𝑥

100
 

 100x - 8x - 10x = 4,92,00,000 

 82x = 4,92,00,000 

 x = 4,92,00,000 / 82 = ₹ 6,00,000 

 W.N.-2 

Total Variable Cost (₹) 

Material 2,10,000 

Labour 1,20,000 

Factory Overheads 55,200 

Administrative Overheads 14,000 

Commission [(40,000 Bottles × ₹14) × 8%] 44,800 

 4,44,000 
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Question 43 : 

A company is considering four alternative proposals for a new toy manufacturing Machine 

launched in the market. New machine is expected to produce approximately 25,000 toys 

every year. The proposals are as follows: 

(i) Purchase and maintain the new toy manufacturing Machine and bear all related costs. 

These machines will run on fuel. The average cost of a Machine is ₹ 10,00,000. Life 

of the machine is 4 years with annual production of 25,000 toys and the Resale value 

is ₹ 2,00,000 at the end of the fourth year. 

(ii) Hire from Agency-A: It can hire the machine from the Agency-A and pay hire charges 

at the rate of ₹ 20 per toy and bear no other cost. 

(iii) Hire from Agency-B: It can hire the machine from the Agency-B and pay hire charges 

at the rate of ₹ 12 per toy and also bear insurance costs. All other costs will be borne 

by Agency-B. 

(iv) Hire from Agency-C: Hire machine from Agency-C at ₹ 2,50,000 per year. These 

machines are more advanced and run on electricity and therefore, the running cost 

is considerably low. The company will have to bear costs of electricity, licensing fees 

and spare parts. However, Repairs and maintenance and Insurance cost are borne by 

Agency-C. 

The following further details are available: 

The cost of Fuel is ₹ 8 per toy, the cost of spare parts is ₹ 0.20 per toy and the cost of 

electricity is ₹ 2 per toy. Further, the cost of Repairs and maintenance is ₹ 0.25 per toy, 

the amount of licensing fees to be paid is ₹ 5,000 per machine per annum and the cost of 

Insurance to be paid is ₹ 25,000 per machine per annum. Consider no taxes. 

You are required to: 

(i) CALCULATE the relative costs of four proposals on cost per toy basis. 

(ii) RANK the proposals on the basis of total cost for 25,000 toys per year. 

(iii) RECOMMEND the best proposal to company in view of (ii) above. 

Answer : 

Calculation of relative costs of proposals 

 

Particulars 

Proposals 

Purchase of 

machine 

(₹) 

Hire 

Agency-A 

(₹) 

Hire 

Agency-B 

(₹) 

Hire 

Agency-C 

(₹) 

Depreciation of 

machine (Working 

note 1) 

2,00,000 - - - 

Hire charges - 5,00,000 3,00,000 2,50,000 
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(₹ 20 × 

25,000) 

(₹ 12 × 

25,000) 

Cost of fuel 2,00,000 

(₹ 8 × 25,000) 

- - - 

Cost of spare 

parts 

5,000 

(₹ 0.2 × 25,000) 

- - 5,000 

(₹ 0.2 × 

25,000) 

Cost of 

electricity 

- - - 50,000 

(₹ 2 × 

25,000) 

Repair & 

maintenance 

6,250 

(₹ 0.25 × 

25,000) 

- - - 

Licencing fees 5,000 - - 5,000 

Insurance cost 25,000 - 25,000 - 

Total Cost (A) 4,41,250 5,00,000 3,25,000 3,10,000 

No. of toys 

(units) (B) 

25,000 25,000 25,000 25,000 

(i)  Cost per 

toy (A/B) 

17.65 20.00 13.00 12.40 

(ii) Ranking of 

proposals 

III IV II I 

 (iii) Recommendation: Proposal of Hire machine from Agency-C is acceptable as the 

cost of manufacturing toys is lowest. 

Working Notes: 

(1) Depreciation per year: 

 
𝐶𝑜𝑠𝑡 𝑜𝑓 𝑚𝑎𝑐ℎ𝑖𝑛𝑒−𝑅𝑒𝑠𝑎𝑙𝑒 𝑣𝑎𝑙𝑢𝑒

𝐿𝑖𝑓𝑒 𝑜𝑓 𝑚𝑎𝑐ℎ𝑖𝑛𝑒
 = 

₹ 10,00,000−₹ 2,00,000

4 𝑦𝑒𝑎𝑟𝑠
 = ₹ 2,00,000 

 

BUDGETS & BUDGETARY CONTROL 

Question 44 : 

A single product company estimated its quarter-wise sales for the next year as under: 

Quarter Sales (Units) 

I 30,000 

II 37,500 

III 41,250 

IV 45,000 
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The opening stock of finished goods is 6,000 units and the company expects to maintain 

the closing stock of finished goods at 12,250 units at the end of the year. The production 

pattern in each quarter is based on 80% of the sales of the current quarter and 20% of 

the sales of the next quarter. The company maintains this 20% of sales of next quarter as 

closing stock of current quarter. 

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

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

finished output requires 2 kg. of raw materials. 

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

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

Quarter Purchase of raw materials % to total annual 

requirement in quantity 

Price per 

kg. (₹) 

I 30% 2 

II 50% 3 

III 20% 4 

The value of the opening stock of raw materials in the beginning of the year is ₹ 20,000. 

You are required to PREPARE the following for the next year, quarter wise: 

(i) Production budget (in units). 

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

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

(iv) Priced stores ledger card of the raw material using First in First out method. 

Answer : 

Working Note: 

Calculation of total annual production 

 (Units) 

Sales in 4 quarters 1,53,750 

Add: Closing balance 12,250 

 1,66,000 

Less: Opening balance (6,000) 

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

 (i) Production Budget (in units) 

Quarters I 

Units 

II 

Units 

III 

Units 

IV 

Units 

Total 

Units 

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

Production in current 

quarter 

24,000 30,000 33,000 36,000 
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(80% of the sale of 

current quarter) 

    

Production for next 

quarter 

7,500 8,250 9,000 12,250 

(20% of the sale of next 

quarter) 

    

Total production 31,500 38,250 42,000 48,250 1,60,000 

(ii) Raw material consumption budget in quantity 

Quarters I II III IV Total 

Units to be produced 

in each quarter: (A) 

31,500 38,250 42,000 48,250 1,60,000 

Raw material 

consumption p.u. 

(kg.): (B) 

2 2 2 2  

Total raw material 

consumption (Kg.) 

: (A × B) 

63,000 76,500 84,000 96,500 3,20,000 

 (iii) Raw material purchase budget (in quantity) 

 Qty. (kg.) 

Raw material required for production 3,20,000 

Add : Closing balance of raw material 5,000 

 3,25,000 

Less : Opening balance (10,000) 

Material to be purchased 3,15,000 

Raw material purchase budget (in value) 

Quarters % of annual 

requirement 

Qty. of material Rate 

per kg. 

(₹) 

Amount (₹) 

(1) (2) (3) (4) (5)=(3×4) 

I 30 94,500 2 1,89,000 

  (3,15,000 kg. × 30%)   

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

  (3,15,000 kg. × 50%)   

III 20 63,000 4 2,52,000 

  (3,15,000 kg. × 20%)   

Total  3,15,000  9,13,500 
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 (iv)   Priced Stores Ledger Card 

   (of the raw material using FIFO method) 

 Quarters 

I II III IV 

Kg. Rate Value Kg. Rate Value Kg. Rate Value Kg. Rate Value 

 (₹) (₹)  (₹) (₹)  (₹) (₹)  (₹) (₹) 

Opening 

balance 

10,000 2 20,000 41,500 2 83,000 1,22,500 3 3,67,500 38,500 3 1,15,500 

(A)          63,000 4 2,52,000 

Purchases: 

(B) 

94,500 2 1,89,000 1,57,500 3 4,72,500 63,000 4 2,52,000 – – – 

Consumption: 

(C) 

63,000 2 1,26,000 41,500 2 83,000 84,000 3 2,52,000 38,500 3 1,15,500 

    35,000 3 1,05,000    58,000 4 2,32,000 

Balance: (D) 41,500 2 83,000 1,22,500 3 3,67,500 38,500 3 1,15,500 5,000 4 20,000 

(D) = (A) 

+(B)– (C) 

      63,000 4 2,52,000    

Question 45 : 

A company is engaged in the manufacture of specialised sub-assemblies required for 

certain electronic equipment. The company envisages that in the forthcoming month, 

December, the sales will be in the ratio of 3 : 4 : 2 respectively of sub-assemblies, ACB, 

MCB and DP. 

The following is the schedule of components required for manufacture: 

Component requirements 

Sub-assembly Selling Price Base board IC08 IC12 IC26 

ACB 520 1 8 4 2 

MCB 500 1 2 10 6 

DP 350 1 2 4 8 

Purchase price (₹)  60 20 12 8 

The direct labour time and variable overheads required for each of the sub- assemblies  

 Labour hours Variable overheads (₹) 

 Grade A Grade B 

ACB 8 16 36 

MCB 6 12 24 

DP 4 8 24 

Direct wage rate per hour (₹) 5 4 — 

The labourers work 8 hours a day for 25 days a month. 

The opening stocks of sub-assemblies and components for December are as under: 
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 Sub-assemblies Components 

ACB 800 Base Board 1,600 

MCB 1,200 IC08 1,200 

DP 2,800 IC12 6,000 

  IC26 4,000 

Fixed overheads amount to ₹ 7,57,200 for the month and a monthly profit target of ₹ 12 

lacs has been set. 

The company is eager for a reduction of closing inventories for the month of December 

of sub-assemblies and components by 10% of quantity as compared to the opening stock. 

PREPARE the following budgets for the month of December: 

(a) Sales budget in quantity and value. 

(b) Production budget in quantity 

(c) Component usage budget in quantity. 

(d) Component purchase budget in quantity and value. 

(e) Manpower budget showing the number of workers and the amount of wages payable. 

Answer : 

Working Note: 

1. Statement showing contribution: 

Sub- assemblies ABC MCB DP Total 

 (₹) (₹) (₹) (₹) 

Selling price per unit (p.u.) : (A) 520 500 350  

Marginal Cost per unit.    

Components    

- Base board 60 60 60 

- IC08 160 40 40 

- IC12 48 120 48 

- IC26 16 48 64 

Labour    

- Grade A 40 30 20 

- Grade B 64 48 32 

Variable production overhead 36 24 24 

Total marginal cost per unit. : (B) 424 370 288 

Contribution per unit. : (C) = (A) – (B) 96 130 62 

Sales ratio : (D) 3 4 2 

Contribution × Sales ratio: [(E) = 

(C) × (D)] 

288 520 124 932 
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2. Desired Contribution for the forthcoming month December 

   (₹) 

 Fixed overheads 7,57,200 

 Desired profit 12,00,000 

 Desired contribution 19,57,200 

3. Sales mix required i.e. number of batches for the forthcoming month 

December 

 Sales mix required = Desired contribution/contribution × Sales ratio 

 = ₹19,57,200/932 (Refer to Working notes 1 and 2) 

 = 2,100 batches 

Budgets for the month of December 

(a) Sales budget in quantity and value 

Sub-assemblies ACB MCB DP Total 

Sales (Qty.) 6,300 

(2,100×3) 

8,400 

(2,100×4) 

6,300 

(2,100×3) 

 

Selling price p.u. (₹) 520 500 350 

Sales value (₹) 32,76,000 42,00,000 14,70,000 89,46,000 

 (b) Production budget in quantity 

Sub-assemblies ACB MCB DP 

Sales 6,300 8,400 4,200 

Add : Closing stock 720 1,080 2,520 

(Opening stock less 10%) ____ ____ ____ 

Total quantity required 7,020 9,480 6,720 

Less : Opening stock (800) (1,200) (2,800) 

Production 6,220 8,280 3,920 

 (c) Component usage budget in quantity 

Sub-assemblies ACB MCB DP Total 

Production 6,220 8,280 3,920 — 

Base board (1 each) 6,220 8,280 3,920 18,420 

Component IC08 (8:2:2) 49,760 

(6,220 × 8) 

16,560 

(8,280 × 2) 

7,840 

(3,920 × 2) 

74,160 

Component IC12 

(4:10:4) 

24,880 

(6,220× 4) 

82,800 

(8,280 × 10) 

15,680 

(3,920 × 4) 

1,23,360 

Component IC26 (2:6:8) 12,440 

(6,220× 2) 

49,680 

(8,280 × 6) 

31,360 

(3,920 × 8) 

93,480 
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(d) Component Purchase budget in quantity and value 

Sub- 

assemblies 

Base 

board 

IC08 IC12 IC26 Total 

Usage in 

production 

18,420 74,160 1,23,360 93,480  

Add :Closing 

stock 

(Opening 

stock less 

10%) 

1,440 1,080 5,400 3,600 

 19,860 75,240 1,28,760 97,080 

Less : Opening 

stock 

(1,600) (1,200) (6,000) (4,000) 

Purchase 

(Qty.) 

18,260 74,040 1,22,760 93,080 

Purchase price 

(₹) 

60 20 12 8 

Purchase value 

(₹) 

10,95,600 14,80,800 14,73,120 7,44,640 47,94,160 

 (e) Manpower budget showing the number of workers and the amount of 

wages payable 

Sub- 

assemblies 

Budgeted 

Production 

Direct labour Total 

Grade A Grade B 

Hours 

p.u. 

Total 

hours 

Hours 

p.u. 

Total hours 

ACB 6,220 8 49,760 16 99,520  

MCB 8,280 6 49,680 12 99,360  

 

 

 

 

 
 

 

14,97,600 

DP 3,920 4 15,680 8 31,360 

(A) Total hours  1,15,120  2,30,240 

(B) Hours per man per month 200  200 

(C) Number of workers per month : 

(A/B) 

576  1,152 

(D) Wage rate per month (₹) 1,000  800 

(E) Wages payable (₹) : (C × D) 5,76,000  9,21,600 

Question 46 : 

K Ltd. produces and markets a very popular product called ‘X’. The company is interested 

in presenting its budget for the second quarter of 2020-21. 

The following information are made available for this purpose: 
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(i) It expects to sell 1,50,000 bags of ‘X’ during the second quarter of 2020- 21 at the 

selling price of ₹ 1,200 per bag. 

(ii) Each bag of ‘X’ requires 2.5 mtr. of raw – material ‘Y’ and 7.5 mtr. of raw – material 

‘Z’. 

(iii) Stock levels are planned as follows: 

Particulars Beginning of Quarter End of Quarter 

Finished Bags of ‘X’ (Nos.) 45,000 33,000 

Raw – Material ‘Y’ (mtr) 96,000 78,000 

Raw – Material ‘Z’ (mtr) 1,71,000 1,41,000 

Empty Bag (Nos.) 1,11,000 84,000 

 (iv) ‘Y’ cost ₹160 per mtr., ‘Z’ costs ₹30 per mtr. and ‘Empty Bag’ costs ₹110 each. 

(v) It requires 9 minutes of direct labour to produce and fill one bag of ‘X’. Labour cost 

is ₹ 70 per hour. 

(vi) Variable manufacturing costs are ₹ 60 per bag. Fixed manufacturing costs ₹ 40,00,000 

per quarter. 

(vii) Variable selling and administration expenses are 5% of sales and fixed administration 

and selling expenses are ₹ 3,75,000 per quarter. 

Required 

(i) PREPARE a production budget for the said quarter in quantity. 

(ii) PREPARE a raw – material purchase budget for ‘Y’, ‘Z’ and ‘Empty Bags’ for the said 

quarter in quantity as well as in rupees. 

(iii) COMPUTE the budgeted variable cost to produce one bag of ‘X’. 

Answer : 

(i) Production Budget of ‘X’ for the Second Quarter 

Particulars Bags (Nos.) 

Budgeted Sales 1,50,000 

Add: Desired Closing stock 33,000 

Total Requirements 1,83,000 

Less: Opening stock (45,000) 

Required Production 1,38,000 

 (ii) Raw–Materials Purchase Budget in Quantity as well as in ₹ for 1,38,000 

Bags of ‘X’ 

Particulars ‘Y’ ‘Z’ Empty Bags 

Mtr. Mtr. Nos. 

Production Requirements 2.5 7.5 1.0 
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Per bag of ‘X’ 

Requirement for Production 3,45,000 10,35,000 1,38,000 

(1,38,000 × 

2.5) 

(1,38,000 × 

7.5) 

(1,38,000 × 1) 

Add: Desired Closing Stock 78,000 1,41,000 84,000 

Total Requirements 4,23,000 11,76,000 2,22,000 

Less: Opening Stock (96,000) (1,71,000) (1,11,000) 

Quantity to be purchased 3,27,000 10,05,000 1,11,000 

Cost per mtr./Bag ₹160 ₹30 ₹110 

Cost of Purchase (₹) 5,23,20,000 3,01,50,000 1,22,10,000 

(iii) Computation of Budgeted Variable Cost of Production of 1 Bag of ‘X’ 

Particulars (₹) 

Raw – Material  

Y 2.5 mtr @160 400.00 

Z 7.5 mtr @30 225.00 

Empty Bag 110.00 

Direct Labour (₹70× 9 minutes / 60 minutes) 10.50 

Variable Manufacturing Overheads 60.00 

Variable Cost of Production per bag 805.50 

Question 47 : 

The accountant of manufacturing company provides you the following details for year 

2020-21: 

 (₹)  (₹) 

Direct materials 1,75,000 Other variable costs 80,000 

Direct Wages 1,00,000 Other fixed costs 80,000 

Fixed factory overheads 1,00,000 Profit 1,15,000 

Variable factory overheads 1,00,000 Sales 7,50,000 

During the year, the company manufactured two products A and B and the output and 

costs were: 

 A B 

Output (units) 2,00,000 1,00,000 

Selling price per unit ₹ 2.00 ₹ 3.50 

Direct materials per unit ₹ 0.50 ₹ 0.75 

Direct wages per unit ₹ 0.25 ₹ 0.50 

Variable factory overhead is absorbed as a percentage of direct wages. Other variable 

costs have been computed as: Product A ₹ 0.25 per unit; and B ₹ 0.30 per unit. 
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During 2021-22, it is expected that the demand for product A will fall by 25 % and for B 

by 50%. It is decided to manufacture a further product C, the cost for which is estimated 

as follows: 

 Product C 

Output (units) 2,00,000 

Selling price per unit ₹ 1.75 

Direct materials per unit ₹ 0.40 

Direct wages per unit ₹ 0.25 

It is anticipated that the other variable costs per unit will be the same as for product A. 

PREPARE a budget to present to the management, showing the current position and the 

position for 2021-22. Comment on the comparative results. 

Answer : 

Budget Showing Current Position and Position for 2021-22 

 Position for 2020-21 Position for 2021-22 

A B Total 

(A+B) 

A B C Total 

(A+B+C) 

Sales (units) 

 

(A) Sales 

2,00,000 

(₹) 

4,00,000 

1,00,000 

(₹) 

3,50,000 

– 

(₹) 

7,50,000 

1,50,000 

(₹) 

3,00,000 

50,000 

(₹) 

1,75,000 

2,00,000 

(₹) 

3,50,000 

– 

(₹) 

8,25,000 

Direct Material 1,00,000 75,000 1,75,000 75,000 37,500 80,000 1,92,500 

Direct wages 50,000 50,000 1,00,000 37,500 25,000 50,000 1,12,500 

Factory 

overhead 

(variable) 

50,000 50,000 1,00,000 37,500 25,000 50,000 1,12,500 

Other variable 

costs 

50,000 30,000 80,000 37,500 15,000 50,000 1,02,500 

(B) Marginal 

Cost 

2,50,000 2,05,000 4,55,000 1,87,500 1,02,500 2,30,000 5,20,000 

(C) 

Contribution 

(A-B) 

1,50,000 1,45,000 2,95,000 1,12,500 72,500 1,20,000 3,05,000 

Fixed costs – 

Factory 

   

1,00,000 

    

1,00,000 

– Others   80,000    80,000 

(D) Total fixed 

cost 

  1,80,000    1,80,000 

Profit (C – D)   1,15,000    1,25,000 
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Comments: Introduction of Product C is likely to increase profit by ₹ 10,000 (i.e. from ₹ 

1,15,000 to ₹ 1,25,000) in 2021-22 as compared to 2020-21. Therefore, introduction of 

product C is recommended. 

Question 48 : 

Concorde Ltd. manufactures two products using two types of materials and one grade of 

labour. Shown below is an extract from the company’s working papers for the next 

month’s budget: 

 Product 

-A 

Product 

-B 

Budgeted sales (in units) 2,400 3,600 

Budgeted material consumption per unit (in kg):   

Material-X 5 3 

Material-Y 4 6 

Standard labour hours allowed per unit of product 3 5 

Material-X and Material-Y cost ₹ 4 and ₹ 6 per kg and labours are paid 

₹ 25 per hour. Overtime premium is 50% and is payable, if a worker works for more than 

40 hours a week. There are 180 direct workers. 

The target productivity ratio (or efficiency ratio) for the productive hours worked by the 

direct workers in actually manufacturing the products is 80%. In addition, the non-

productive down-time is budgeted at 20% of the productive hours worked. 

There are four 5-days weeks in the budgeted period and it is anticipated that sales and 

production will occur evenly throughout the whole period. 

It is anticipated that stock at the beginning of the period will be: 

Product-A 400 units 

Product-B 200 units 

Material-X 1,000 kg. 

Material-Y 500 kg. 

The anticipated closing stocks for budget period are as below: 

Product-A 4 days sales 

Product-B 5 days sales 

Material-X 10 days consumption 

Material-Y 6 days consumption 

Required: 

CALCULATE the Material Purchase Budget and the Wages Budget for the direct workers, 

showing the quantities and values, for the next month. 

Answer : 
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Number of days in budget period = 4 weeks × 5 days = 20 days 

Number of units to be produced 

 Product-A 

(units) 

Product-B 

(units) 

Budgeted Sales 2,400 3,600 

Add : Closing stock   

(
2,400 𝑢𝑛𝑖𝑡𝑠

20 𝑑𝑎𝑦𝑠
 × 4 𝑑𝑎𝑦𝑠) (

3,600 𝑢𝑛𝑖𝑡𝑠

20 𝑑𝑎𝑦𝑠
 × 5 𝑑𝑎𝑦𝑠) 

480 900 

Less: Opening stock 400 200 

 2,480 4,300 

 (i) Material Purchase Budget 

 Material-X (Kg.) Material-Y (Kg.) 

Material required:   

Product-A 12,400 

(2,480 units × 5 kg.) 

9,920 

(2,480 units × 4 kg.) 

Product-B 12,900 

(4,300 units × 3 kg.) 

25,800 

(4,300 units × 6 kg.) 

Add : Closing stock   

(
25,300 𝑘𝑔𝑠.

20 𝑑𝑎𝑦𝑠
 × 10 𝑑𝑎𝑦𝑠) 

 (
35,720 𝑘𝑔𝑠.

20 𝑑𝑎𝑦𝑠
 × 6 𝑑𝑎𝑦𝑠) 

12,650 10,716 

Less: Opening stock 1,000 500 

Quantity to be purchased 36,950 45,936 

Rate per kg. of Material ₹ 4 ₹ 6 

Total Cost ₹ 1,47,800 ₹ 2,75,616 

 (ii) Wages Budget 

 Product-A (Hours) Product-B (Hours) 

Units to be produced 2,480 units 4,300 units 

Standard hours allowed per unit 3 5 

Total Standard Hours allowed 7,440 21,500 

Productive hours required for 

production 

7,440 ℎ𝑜𝑢𝑟𝑠

80%
 = 9,300 

21,500 ℎ𝑜𝑢𝑟𝑠

80%
 = 26,875 

Add: Non-Productive down time 1,860 hours. 

(20% of 9,300 hours) 

5,375 hours. 

(20% of 26,875 hours) 

Hours to be paid 11,160 32,250 
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Total Hours to be paid = 43,410 hours (11,160 + 32,250) 

Hours to be paid at normal rate = 4 weeks × 40 hours × 180 workers 

 = 28,800 hours 

Hours to be paid at premium rate = 43,410 hours – 28,800 hours = 14,610 hours 

Total wages to be paid = 28,800 hours × ₹ 25 + 14,610 hours × ₹ 37.5 

 = ₹ 7,20,000 + ₹ 5,47,875 

 = ₹ 12,67,875 
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