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IMPORTANT QUESTIONS OF CA FINAL 
FR BY CA JAI CHAWLA SIR 

 
IND AS 2 

 

Question 1 (Illustration 4 of ICAI Module) 

Conversion costs: 

ABC Ltd. manufactures control units for air conditioning systems.  

Each control unit requires the following:  

1 component X at a cost of ₹ 1,205 each  

1 component Y at a cost of ₹ 800 each  

Sundry raw materials at a cost of ₹ 150 each  

The company faces the following monthly expenses:   

  Factory rent ₹ 16,500  

   Energy cost ₹ 7,500  

Selling and administrative costs ₹ 10,000  

Each unit takes two hours to assemble.  Production workers are paid ₹ 300 per hour.  

Production overheads are absorbed into units of production using an hourly rate.  The  

normal level of production per month is 1,000 hours.  

Determine the cost of inventory. 

Solution: 

The cost of a single control unit: ₹ 

Materials:    

Component X 1,205 

Component Y  800 

Sundry raw materials 150 

  2,155 

Labor (2 hours x 300) 600 

Production overhead [(16,500 + 7,500/1,000 hours) x 2 hours] 48 

  2,803 

Note: The selling and administrative costs are not part of the cost of inventory. 

 

 

 



   CA JAI CHAWLA 

Questions covered from ICAI Material Applicable for May22 onwards Page 2 

Question 2 (Illustration 8 of ICAI Module) 

Allocation of costs to Joint product and By product: 

In a manufacturing process of Mars ltd, one by-product BP emerges besides two main 

products MP1 and MP2 apart from scrap. Details of cost of production process are here 

under:  

Item Unit Amount Output Closing Stock 31-

3-20X1 

Raw material 

Wages 

Fixed overhead 

Variable 

overhead 

14,500 

- 

- 

- 

1,50,000 

90,000 

65,000 

50,000 

MP I-5,000 units 

MP II - 4,000 

units 

BP- 2,000 units 

- 

250 

100 

- 

- 

Average market price of MP1 and MP2 is ₹60 per unit and ₹50 per unit respectively, by- 

product is sold @ ₹20 per unit. There is a profit of ₹5,000 on sale of by-product after 

incurring separate processing charges of ₹8,000 and packing charges of ₹2,000, ₹5,000 was 

realised from sale of scrap.  

Required:  

Calculate the value of closing stock of MP1 and MP2 as on 31-03-20X1.  

Solution: 

As per Ind 2 ‘Inventories’, most by-products as well as scrap or waste materials, by their 

nature, are immaterial. They are often measured at net realizable value and this value is 

deducted from the cost of the main product.  

1) Calculation of NRV of By-product BP 

Selling price of by-product  

Less: Separate processing charges of by- 

product BP  

Packing charges  

2,000 units x 20 per 

unit 

40,000 

(8,000) 

 

(2,000) 

Net realizable value of by-product BP  30,000 

2) Calculation of cost of conversion for allocation between joint products MP1 and MP2 

Raw material  

Wages  

Fixed overhead  

Variable overhead  

Less: NRV of by-product BP (See Calculation 1)  

Sale value of scrap  

 

 

 

 

30,000 

5,000 

1,50,000 

90,000 

65,000 

50,000 

 

(35,000) 

Joint cost to be allocated between MP1 and MP2  3,20,000 
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3) Determination of “basis for allocation” and allocation of joint cost to MP1 and MP2 

 

Output in units (a)  

Sales price per unit (b)  

Sales value (a x b)  

Ratio of allocation  

Joint cost of ₹ 3,20,000 allocated in the ratio 

of 3:2 (c)  

MP I 

5,000 

60 

3,00,000 

3 

1,92,000 

MP 2 

4,000 

50 

2,00,000 

2 

1,28,000 

Cost per unit [c/a]  38.4 32 

 

4)  Determination of Value of Closing stock of MP 1 & MP 2 

Particulars                   MP 1   MP 2  

Closing stock in units                    250 units                 100 units 

Cost per unit                                    38.4                           32  

Value of closing stock                      9,600                        3,200   

 

Question 3 (Illustration 16 of ICAI Module) 

Calculation of value of inventory: 

Particulars Kg. ₹ 

Opening Inventory: Finished Goods 1000 25000 

  Raw Materials 1100 11000 

Purchases   10000 100000 

Labour     76500 

Overheads (Fixed)     25000 

Sales   10000 280000 

closing Inventory: Finished Goods 900   

  Raw Materials 1200   

The expected production for the year was 15,000 kg of the finished product.  Due to fall in 

market demand the sales price for the finished goods was ₹ 20 per kg and the replacement 

cost for the raw material was ₹ 9.50 per kg on the closing day. You are required to calculate 

the closing inventory as on that date. 

Solution: 

Particulars ₹ 

Cost of Purchase (10,200 x 10) 1,02,000 

Direct Labour 76,500 

Fixed Overhead 75,000 x 10,200 

                                  15,000 51,000 
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Cost of Production 2,29,500 

Cost of closing inventory per unit 

(2,29,500/10,200)  ₹ 22.50 

Net Realisable Value per unit ₹ 20.00 

Since net realisable value is less than cost, closing inventory will be valued at ₹ 20. As NRV of 

the finished goods is less than its cost, relevant raw materials will be valued at replacement 

cost i.e. ₹ 9.50.  

Therefore, value of closing inventory: Finished Goods (1,200 x 20) ₹ 24,000  

 Raw Materials (900 x 9.50)                                                               ₹ 8,550  

                                                                                                        ₹ 32,550 

 

Question 4 (Question 4 of ICAI Module) 

Absorption of Fixed costs: 

The following is relevant information for an entity:  

• Full capacity is 10,000 labour hours in a year.  

• Normal capacity is 7,500 labour hours in a year.  

• Actual labour hours for current period are 6,500 hours.  

• Total fixed production overhead is ₹ 1,500.  

• Total variable production overhead is ₹ 2,600.  

• Total opening inventory is 2,500 units.  

• Total units produced in a year are 6,500 units.  

• Total units sold in a year are 6,700 units.  

• The cost of inventories is assigned by using FIFO cost formula.  

 How overhead costs are to be allocated to cost of goods sold and closing inventory? 

Solution: 

Hours taken to produce 1 unit = 6,500 hours / 6,500 units = 1 hour per unit.  

Fixed production overhead absorption rate:  

          = Fixed production overhead / labour hours for normal capacity  

          = ₹ 1,500 / 7,500  

          = ₹ 0.2 per hour  

Management should allocate fixed overhead costs to units produced at a rate of ₹ 0.2 per 

hour. Therefore, fixed production overhead allocated to 6,500 units produced during the 

year (one unit per hour) = 6,500 units x1 hour x ₹ 0.2 = ₹ 1,300.   

The remaining fixed overhead incurred during the year of ₹ 200 (₹ 1500 – ₹ 1300) that 

remains unallocated is recognised as an expense.  
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The amount of fixed overhead allocated to inventory is not increased as a result of low 

production by using normal capacity to allocate fixed overhead.  

Variable production overhead absorption rate:  

          = Variable production overhead/actual hours for current period  

          = ₹ 2,600 / 6,500 hours  

          = ₹ 0.4 per hour  

 Management should allocate variable overhead costs to units produced at a rate of ₹ 0.4 per 

hour.  

The above rate results in the allocation of all variable overheads to units produced during 

the year.  

Closing inventory = Opening inventory + Units produced during year – Units sold during year  

                    = 2,500 + 6,500 – 6,700 = 2,300 units  

 As each unit has taken one hour to produce (6,500 hours / 6,500 units produced), total 

fixed and variable production overhead recognised as part of cost of inventory:  

= Number of units of closing inventory x Number of hours to produce each unit x (Fixed   

    production overhead absorption rate + Variable production overhead absorption rate)  

       = 2,300 units x 1hour x (₹ 0.2 + ₹ 0.4)   

       = ₹ 1,380  

The remaining ₹ 2,720 [(₹ 1,500 + ₹ 2,600) – ₹ 1,380] is recognised as an expense in the  

income statement as follows:  

                                                                                                                             ₹  

Absorbed in cost of goods sold (FIFO basis) (6,500 – 2,300) = 4,200 x 0.6     2,520  

Unabsorbed fixed overheads, not included in the cost of goods sold                  200  

Total                                                                                                                2,720 

 

Question 5 (RTP November 2020) 

Calculation of value of inventory: 

A company normally produced 1,00,000 units of a high precision equipment each year over 

past several years. In the current year, due to lack of demand and competition, it produced 

only 50,000 units. Further information is as follows: 

Material = Rs. 200 per unit; Labour  = Rs. 100 per unit; 

Variable manufacturing overhead   = Rs. 100 per unit;  

Fixed factory production overhead  =Rs. 1,00,00,000;  

Fixed factory selling overhead   = Rs. 50,00,000;  

Variable factory selling overhead   = Rs. 150 per unit. 
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Calculate the value of inventory per unit in accordance with Ind AS 2. What will be the 

treatment of fixed manufacturing overhead? 

Solution: 

Calculation of Inventory value per unit as per Ind AS 2: 

Particulars Value per unit 

(Rs.) 

Raw material 200 

Labour 100 

Variable manufacturing overhead 100 

Fixed production overhead (1,00,00,000/1,00,000) 100 

 500 

Fixed overheads are absorbed based on normally capacity level, i.e.; 1,00,000 units, rather 

than on the basis of actual production, i.e.; 50,000 units. Therefore, fixed manufacturing 

overhead on 50,000 units, will be absorbed as inventory value. The remaining fixed 

manufacturing overhead Rs. 50,00,000 (1,00,00,000 - 50,00,000) will be charged to P&L. 

Note: Selling costs are excluded from the cost of inventories and recognised as expense in 

the period in which they are incurred. 

 

Question 6 (RTP May 2021) 

Calculation of value of inventory: 

On 1 January 20X1 an entity accepted an order for 7,000 custom-made corporate gifts.  

On 3 January 20X1 the entity purchased raw materials to be consumed in the production 

process for Rs. 5,50,000, including Rs. 50,000 refundable purchase taxes. The purchase 

price was funded by raising a loan of Rs. 5,55,000 (including Rs. 5,000 loan-raising fees).  The 

loan is secured by the inventories.  

During January 20X1 the entity designed the corporate gifts for the customer.  

Design costs included:  

● cost of external designer = Rs.7,000; and  

● labour = Rs. 3,000.  

During February 20X1 the entity’s production team developed the manufacturing 

technique and made further modifications necessary to bring the inventories to the 

conditions specified in the agreement. The following costs were incurred in the testing 

phase:  

● materials, net of Rs. 3,000 recovered from the sale of the scrapped output   = Rs.21,000; 

● labour = Rs. 11,000; and 

● depreciation of plant used to perform the modifications = Rs.5,000. 
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During February 20X1 the entity incurred the following additional costs in manufacturing the 

customised corporate gifts:  

● consumable stores = Rs. 55,000; 

● labour = Rs. 65,000; and  

● depreciation of plant used to manufacture the customized corporate gifts = Rs. 15,000. 

The customised corporate gifts were ready for sale on 1 March 20X1. No abnormal wastage 

occurred in the development and manufacture of the corporate gifts.  Compute the cost of 

the inventory? Substantiate your answer with appropriate reasons and calculations, wherever 

required.  

Solution 

Statement showing computation of inventory cost 

Particulars Amount 

(Rs.) 

Remarks 

Cost of purchases 5,00,000 Purchase price of raw material [purchase price 

(Rs.5,50,000) less refundable purchase taxes 

(Rs.50,000)] 

Loan – raising fee 

 

- Included in the measurement of the liability. 

Costs of purchase 55,000 Purchase price of consumable stores 

Cost of conversion 65,000 Direct costs - labour 

Production 

overheads 

15,000 Fixed costs – depreciation 

Production 

overheads 

10,000 Product design costs and labour cost for specific 

customer 

Other costs 37,00 Refer working note 

Borrowing costs - Recognised as an expense in profit or loss 

Total costs of 

inventories 

6,82,000  

Working Note: 

Costs of testing product designed for specific customer: 

Rs. 21,000 material (i.e. net of the Rs. 3,000 recovered from the sale of the scrapped 

output) + Rs. 11,000 labour + Rs. 5,000 depreciation. 

 

 


