
  

Costing Test Paper 1 {100 Marks} 
 

Question No. 1 is compulsory. 
Answer any four questions out of the remaining five questions. 

Working notes should form part of the answer. 
 

(4 × 5 = 20 Marks) 
1. Answer the followings: 
 
(a) SHA Limited provides the following trading results: 
 
 Year Sales   Profit 

2012-13  `25,00,000   10% of Sale 
2013-14  `20,00,000   8% of Sale 

 
You are required to calculate: 
 

(i) Fixed Cost 
(ii) Break Even Point 
(iii) Amount of profit, if sale is `30,00,000 
(iv) Sale, when desired profit is `4,75,000 
(v) Margin of Safety at a profit of `2,70,000 
 
(b) RST Limited has received an offer of quantity discount on its order of materials as under:   

     
  Price per tonne     Tonnes number 

`9,600      Less than 50 
`9,360      50 and less than 100 
`9,120      100 and less than 200 
`8,880      200 and less than 300 
`8,640      300 and above 

 
The annual requirement for the material is 500 tonnes. The ordering cost per order is `12,500 and 

the stock holding cost is estimated at 25% of the material cost per annum. 
 

Required 
(i) Compute the most economical purchase level. 
(ii) Compute EOQ if there are no quantity discounts and the price per tonne is `10,500. 
 
(c) AK Limited produces and sells a single product. Sales budget for calendar year 2012 by quarters is as 

under: 
 

Quarters          I      II      III     IV 
No. of units to be sold    18,000  22,000  25,000  27,000 

 
The year is expected to open with an inventory of 6,000 units of finished products and close with 

inventory of 8,000 units. Production is customarily scheduled to provide for 70% of the current quarter’s 
sales demand plus 30% of the following quarter demand. The budgeted selling price per unit is `40.  

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

 

Variable Cost   :  `34.50 per unit. 
Fixed Overheads   :  2 hours 30 minutes @ `2 per hour 

 

Fixed overheads are based on a budgeted production volume of 1,10,000 direct labour hours for the year, 
fixed overheads are evenly distributed through-out the year.  
 
You are required to: 
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(i) Prepare Quarterly Production Budget for the year. 
(ii) In which quarter of the year, company expected to achieve break-even point. 
 
(d) A manufacturing company has disclosed net loss of `48,700 as per their cost accounting records for 

the year ended 31st March, 2014. However their financial accounting records disclosed net profit of 
`35,400 for the same period. 

 

A scrutiny of data of both the sets of books of accounts revealed the following informations: 
 

(i) Factory overheads under absorbed `30,500 
(ii) Administrative overheads over absorbed `65,000 
(iii) Depreciation charged in financial accounts `2,25,000 
(iv) Depreciation charged in cost accounts `2,70,000 
(v) Income tax provision `52,400 
(vi) Transfer fee (credited in financial accounts) `10,200 
(vii) Obsolescence loss charged in financial accounts `20,700 
(viii) Notional rent of own premises charged in cost accounts `54,000 
(ix) Value of opening stock: 

(a) In cost accounts  `1,38,000 
(b) In financial accounts  `1,15,000 
 

(x) Value of closing stock: 
(a) In cost accounts  `1,22,000 
(b) In financial accounts  `1,12,500 

 
Prepare a Memorandum Reconciliation Account by taking costing loss as base. 
 
2. (a)   PQR pens Ltd. manufactures two products ‘Gel Pen’ and ‘Ball Pen’. It furnishes the following data for 

the year 2017: 
 

Product Annual Output (Units) Total Machine Hours 
Total Number of 
Purchase Orders 

Total Number of 
Set-ups 

Gel Pen 
Ball Pen 

5,500 
24,000 

24,000 
54,000 

240 
448 

30 
56 

 
The annual overheads are as under: 
 

Particulars ` 
Volume related activity costs 
Set up related cost 
Purchase related cost 

4,75,020 
5,79,988 
5,04,992 

 
Calculate the overhead cost per unit of each Product: Gel Pen and Ball Pen on the basis of: 
 

(1) Traditional method of charging overheads 
(2) Activity based costing method and 
(3) Find out the difference in cost per unit between both the methods. 

(10 Marks) 
 
(b)  PQR Construction Ltd. commenced a contract on April 1, 2009. The total contract was for `27,12,500. 

Actual expenditure in 2009-10 and estimated expenditure in 2010-11 are given below: 
 

Particulars 
2009-10 

Actual 
2010-11 

Estimated 
Materials issued 
Labour paid 
Labour outstanding at end 
Plant purchased 
Expenses paid 

4,56,000 
3,05,000 
24,000 

2,25,000 
1,00,000 

8,14,000 
3,80,000 
37,500 

- 
1,75,000 
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Expenses outstanding at the end 
Expenses prepaid at the end 
Plant returned to stores 
(at historical cost) 
Materials at site 
Work-in-progress certified 
Work-in-progress uncertified 
Cash received 

- 
22,500 
75,000 

 
30,000 

12,75,000 
40,000 

10,00,000 

25,000 
- 

1,50,000 
(on 31.12.2010) 

75,000 
Full 

- 
Full 

 
The plant is subject to annual depreciation @ 20% of WDV cost. The contract is likely to be 

completed on December 31, 2010. 
 
Required: 
 

(i) Prepare the Contract A/c for the year 2009-10. 
(ii) Estimate the profit on the contract for the year 2009-10. 

(10 Marks) 
 
3. (a)  A building can be constructed by engaging a gang of workers in 100 working days of eight hours each 
as per details given below: 
 
Standard data: 

Skilled   Semi-skilled  Unskilled 
No. of workers in the gang       6              8          6 
Standard rate of wage per hour     `25           `20              `16 
 
Actual completion of the work however took 104 days of eight hours each. This includes 16 hours of 
stoppages due to heavy rains. The actual number of workers engaged and the actual rates paid are given 
below: 

Skilled    Semi-skilled   Unskilled 
Number of workers engaged        8                    6           6 
Actual wage rate per hour      `30                  `24      `16 
 
Calculate: 
(a) Labour Cost Variances; 
(b) Labour Rate Variance; 
(c) Labour Efficiency Variance; 
(d) Labour Mix Variance;  
(e) Labour Yield Variance;  
(f) Idle Time Variance. 

(10 Marks) 
 
(b)  Modern Machines Ltd. have three production departments (A, B, and C) and two service departments (D 
and E). From the following figures extracted from the records of the company, calculate the overhead rate 
per labour hour: 
 
Indirect Materials  `15,000  Rent, Rates and Taxes  `10,000 
Indirect Wages  `10,000  Electric Power for Machinery  `15,000 
Depreciation on Machinery  `25,000  Electric Power for Lighting  `500 
Depreciation on Buildings  `5,000  General Expenses  `15,000 
 

Items 
Production Departments Service Departments 

A B C D E 
Direct materials 
Direct wages 
Area (Square Meters) 
Book value of machinery 

20,000 
15,000 
15,000 
60,000 

10,000 
15,000 
10,000 

1,00,000 

19,000 
4,000 

10,000 
40,000 

6,000 
2,000 
5,000 

25,000 

5,000 
4,000 

10,000 
25,000 
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Machine capacity (H.P.) 
Labour hours worked 
No. of light points 

50 
5,000 

15 

60 
5,000 

10 

30 
2,000 

10 

5 
1,000 

5 

5 
2,000 

10 
 
The expenses of service departments D and E are to be apportioned as follows: 
 

 A  B  C  D  E  
Expenses of department D:  40  20  30  - 10 
Expenses of department E:  30  30  40  - - 

(10 Marks) 
 
4. (a)  KT Ltd. produces a product EMM which passes through two processes before it is completed and 
transferred to finished stock. The following data relate to May 2019: 
  

Particulars 
Process Finished Stock 

A (`) B (`) (`) 
Opening Stock 
Direct Materials 
Direct Wages 
Factory Overheads 
Closing Stock 
Inter-process profit included in opening stock 

5,000 
9,000 
5,000 
4,600 
2,000 

- 

5,500 
9,500 
6,000 
2,030 
2,490 
1,000 

10,000 
 
 
 

5,000 
4,000 

 
Output of Process A is transferred to Process B at 25% profit on the transfer price and output of 

Process B is transferred to finished stock at 20% profit on the transfer price. Stock in process is valued at 
prime cost. Finished stock is valued at the price at which it is received from Process B. Sales during the 
period are `75,000. 

 

Prepare the Process cost accounts and Finished stock account showing the profit element at each 
stage. 

(10 Marks) 
 
(b)  Calculate the earning of A and B from the following particulars for a month and allocate the labour 
cost to each job X, Y and Z: 
   A B 
 Basic wages `10,000  `16,000 
 Dearness Allowance 50%  50% 
 Contribution to Provident Fund (on basic wages) 8%  8% 
 Contribution to Employee State Insurance (on basic wages) 2%  2% 
 Overtime hours 10 hours  - 

 

 The normal working hours for the month are 200. Overtime is paid at double the total of normal 
wages and dearness allowance. Employer’s contributions to state insurance and provident fund are at equal 
rates with employee’s contribution. The two workers were employed on jobs X, Y and Z in the following 
proportions:    

        Jobs      x     y      z 
Workers A    40%   30%   30% 
Workers A    50%   20%   30% 

 

Overtime was done on job Y. 
(10 Marks) 

 
5. (a)  Following information has been extracted from the cost records of XYZ Pvt. Ltd: 
 
Stores: 
    Opening balance      54,000 
    Purchase      2,88,000 
    Transfer from WIP      1,44,000 
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    Issue to work-in-process     2,88,000 
    Issue for repairs      36,000 
    Deficiency found in stock     10,800 
 
Work-in-process: 

   Opening balance        1,08,000 
   Direct wages applied       1,08,000 
   Overhead charged        4,32,000 
   Closing balance        72,000 
 

Finished Production: Entire production is sold at a profit of 15% on cost from Work-in-process. 
 
    Wages paid     1,26,000 
    Overhead incurred     4,50,000 
 

Draw the Stores Ledger Control A/c, Work-in-progress Control A/c, Overheads Control A/c and 
Costing Profit and Loss A/c. 

(10 Marks) 
 
(b)  M/s. Areeba private limited has a normal production capacity of 36,000 units of toys per annum. The 
estimated costs of production are as under: 

 
(A) Direct material    `40 per unit 
(B) Direct labour    `30 per unit (subject to a minimum of `48,000 p.m.) 
(C) Factory overheads: 
 

Fixed    `3,60,000 per annum 
Variable   `10 per unit 
Semi variable   `1,08,000 per annum up to 50% capacity and additional  

`46,800 for every 20% increase in capacity or any part  
thereof. 

(D) Administrative overheads  `5,18,400 per annum (fixed) 
(E) Selling overheads   `8 per unit 
(F) Each unit of raw material yields scrap which is sold at the rate of `5 per unit. 
(G) In year 2019, the factory worked at 50% capacity for the first three month but it was expected that it 

would work at 80% capacity for the remaining nine month. 
(H) During the first three months, the selling price per unit was `145. 
 
You are required to: 
 

(1) Prepare a cost sheet showing prime cost, works cost, cost of production and cost of sales. 
(2) Calculate the selling price per unit for remaining nine month to achieve the total annual profit of 

`8,76,600. 
(10 marks) 

 
 

6. Answer any Four of the followings:                (4 × 5 = 20 Marks) 
 
(a)  Explain ‘Just In Time’ (JIT) approach of inventory management. 
(b) Define Zero Base Budgeting and mention its various stages. 
(c) Mention and explain types of responsibility centres. 
(d) How are By-products treating in costing? 
(e) Explain: 

(i)    Opportunity Cost. 
(ii)   FIFO and LIFO method of stores issue. 
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