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Standard costing formulae 

 

 MATERIAL VARIANCES:  

 

1. Material Cost Variance: (SQ x SP) – (AQ x AP)  

 

2. Material Price Variance: AQ x (SP – AP)  

 

3. Material Usage Variance: SP x (SQ – AQ)  

 

Check: MCV = MUV + MPV 

 

4. Material Mix Variance = (RSQ – AQ) x AP  

 
Where, RSQ (Revised Std. Qnty) = SQ of one material X   Total of actual Qnty of all 
materials 
 

Total of Std. Qnty of all materials 
 

5. Material Revised Usage Variance: (SQ x RSQ) x SP  

 

6. Material Yield Variance: (AY – SY) x SOP [Std. O/p Price]  

 

Check: MUV = MUV + MPV 

 

 

 LABOUR VARIANCES:  

 

1. Labour Cost Variance: (SH x SR) – (AH x AR)  

 

2. Labour Rate Variance : AH x (SR – AR)  

 

3. Labour Efficiency (or time) Variance: SR (SH – AH)  
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Check: LCV = LEV + LRV 

 

Labour efficiency variance is further divided into the following variances: 

 

(i) Idle time variance: Idle hrs x SR  

 

(ii) Labour mix variance: (Revised std. hrs. – AH) x SR  

 

(iii) Labour revised efficiency variance: (SH – RSH) x SR  

 

(iv) Labour yield variance: (AY – SY) x SLC [Std. labour cost per unit of o/p]  

 

Check: LEV = ITV + LMV + LYV 

 

 

 OVERHEAD VARIANCES: 

 

Standard overhead rate (per hr.) = Budgeted o/h   OR Budgeted o/h 

 

Budgeted hrs. Budgeted o/p in units 

 

Note: Separate o/h rates will be computed for fixed and variable o/hs 

 

The basic calculation should be made before computing variances: 

 

(i) When overhead rate per hour is used: 

 (a) Std. Hrs. for actual o/p [SHAO]: Budgeted Hrs.  X  Act. o/p 

  Budgeted o/p 

 (b) Absorbed (or Recovered) o/h: SH for Act. o/p x Std. o/h rate per hr. 

 (c) Std. overhead: AH x Std. overhead rate per hr. 

 (d) Budgeted overhead: Budgeted Hrs. x Std. overhead rate per hr. 

 (e) Actual overhead: Act. Hrs x Actual overhead rate per hr. 
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(ii) When overhead rate per unit is used: 

 (a) Std. output for actual hrs [SOAH]: Budgeted output (in units)  X  Act. Hrs. 

  Budgeted Hrs 

 

(b) Absorbed overhead: Act. o/p x Std. o/h rate per unit  

(c) Std. overhead: Std. o/p for actual time x Std. overhead rate per unit  

 

(d) Budgeted overhead: Budgeted o/p x Std. overhead rate per unit  

 

(e) Actual overhead: Act. o/p x Actual overhead rate per unit  

 

 Overhead cost variance: Absorbed overhead [Std. hrs for Actual o/p] – Act. Overhead  
 

 
Overhead Cost 
Variance   

     

    
Variable Overhead Variances Fixed Overhead Variances 

 
 

(i) Variable Overhead Cost Variances: (Absorbed variable overhead – Actual 

variable overhead) This variance is sub-divided into the following two variances:  

 

(a) Variable overhead expenditure variance or spending variance or budget 

variance: (Standard variable overhead – Actual variance overhead)  

 

(b) Variable overhead efficiency variance: (Absorbed variable overhead – Std. 

variable overhead) Check: VOCV = VOEXV + VOEFV  

 
 

(ii) Fixed Overhead Cost Variances: (Absorbed overhead – Actual overhead) This 

variance is sub-divided into the following two variances:  
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(c) Fixed overhead expenditure variance: (Budgeted Fixed overhead – Actual  

Fixed overhead)  

 

(d) Fixed overhead volume variance: (Absorbed overhead – Budgeted overhead) 

Check: FOCV = FOEV + FOVV  

 
 

 

 Fixed overhead volume variance is further divided into the following variances:  

 

(a) Efficiency variance: (Absorbed fixed o/h – Std. fixed o/h)  

 

(b) Capacity variance: (Std. fixed o/h – Budgeted o/h)  

 

(c) Calendar variance: (Act. No. of working days – Std. No. of working days) x 

Std. fixed rate per day OR (Revised budgeted Hrs. – Budgeted Hrs.) x Std. 

fixed rate per Hr.  

 

Where, Revised budgeted Hrs. = Budgeted Hrs.   X  Actual days 

          Budgeted Days 

 

Note: When calendar variance is computed, there will be modification in the capacity 

variance and will be calculated: 

                

Revised capacity variance: (Act. Hrs. – Revised budgeted Hrs.) x Std. fixed rate per hr.      

Check: FOVV = Efficiency Variance + Capacity Variance + Calendar Variance 

 

 RATIO ANALYSIS:  
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Output expressed in term of std. hrs. 

X 100  

1. Efficiency Ratio:  
Act. Hrs. worked for producing that o/p 

  
     

   
  

  

   

Actual output in Std.  

Hrs.  
X 100  

2. Activity Ratio: 

 
Budgeted output in Std. Hrs. 

  

 
   

  

   
OR  Capacity Ratio x Efficiency Ratio 

  

   
  

  

   
Actual number of working days in a period 

X 100  

3. Calendar Ratio:         No. of working days in related budget   

period 

  

     

   
 

  

   
Actual Hrs. worked  

X 100  

4. Actual Capacity Usage Ratio:  
Max. possible Hrs. in a period 

  
     

   
 

  

5. Actual Usage of Budgeted Capacity 

 
Actual Working Hrs. 

X 100  

 
   

  

 

Ratio: 

 
Budgeted Hrs. 

  

  
   

  

   
 

  

6. Standard Capacity Usage Ratio: 

 
Budgeted Hrs. 

X 100  

 Max. possible No. of working Hrs. in 

budgeted period 

  

     

        

 

 

Q1. N & S Co. (NSC) is a multiple product manufacturer. NSC produces the unit and all 

overheads are associated with the delivery of units to its customers. 
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12. 

                  STRATEGIC COST MANAGEMENT AND PERFORMANCE EVALUATION 

Particulars  Budget Actual 

Overheads         4,000 3,900 

Output 

(units)  2,000 2,100 

Customer Deliveries (no.’s) 20 19 

 

Required 

 

CALCULATE Efficiency Variance and Expenditure Variance by adopting ABC approach. 

 

Solution:   Computation of Variances 

 

Efficiency Variance = Cost Impact of undertaking activities more/ less than 

standard 

= (21 deliveries* – 19 deliveries) × 200 

= 400 F 

              (*) (20 deliveries /2,000 units)   x 2100 units  

Expenditure Variance = Cost impact of paying more  / less than standard for actual activities 

undertaken 

                                        = 19 deliveries  x Rs 200 - Rs 3900 

                                        =  Rs 100 (A) 
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Q2 Division A produces goods at a cost of Rs10 p.u. and transfers the goods to Division B which 

has additional costs of  Rs 5 p.u. Division B sells externally at Rs16 p.u. The company has a 

policy of setting transfer prices at cost + 20%.  

Calculate:  

(i) Profit of each division and the overall profit the company made.  

(ii) Write a brief analysis of the results.  

 

Solution: (i) Division Wise Profitability Statement: Summarizing the information from the 

question, the division wise profitability statement will be as below 

 Sr. No.  Particulars  Division A Division B  Company 

 1  Own Cost  -10  -5  -15 

 2  Transfer-in Price  0  -12  0 

 3 = 1+2  Total Cost      -10        -17      -15 

 4  Revenue        12  16  16 

   (i) Transfer Price of Division A       

   (Cost  10 + 20%)       

   (ii) Selling Price of Division B       

 5 =  4-3  Profit         2        -1        1 

             

 

Note 

 

Transfer price of 12 does not affect the overall company profits since they get 

eliminated at the time of consolidation. These records are useful for internal 

evaluation purposes and may not involve actual cash settlement. Therefore, transfer- 

pricing methodology would greatly influence each division’s financials, thereby 

underlining the need to have an accurate measurement system. 
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(ii) Analysis of the Results: As shown above, Division A shows a profit of 2 while Division 

B shows a loss of 1. Division A that incurs 2/3rd of the cost while Division B incurs 

only 1/3rd of it. The net profit margin for the product is 6.7% ( 1/ 15) while the 

internal mark-up that Division A charges is 20%. Therefore, Division A will always 

make a profit. Division B is bearing internal mark-up at a much higher rate than the 

mark-up it can charge its customers. Therefore, it will always be a loss-making unit. 

 

Behavioural Consequences 

Manager of Division B could get demotivated since performance of the unit is affected 

by a higher internal mark-up. Moreover, since the manager of Division A will always 

make a profit under this method, efforts may not be taken to make costs efficient. The 

management can take steps to review the following: 

(i) Is the transfer pricing policy of cost plus 20% justified? If so, should the pricing policy 

for external customers be revised? 

(ii) What share of Division A’s costs are controllable? Is it possible for Division A to take 

measures for cost efficiencies and charge Division B a lower amount? 

   

              Alternatively, should Division B be allowed to source the component from outside? 

 
 

            

           Q3 Learning Curve- Impact on Variances 

Solution: Learning curve is a geometrical progression, which reveals that there is steadily 

decreasing cost for the accomplishment of a given repetitive operation, as the identical 

operation is increasingly repeated. The amount of decrease will be less and less with each 

successive unit produced. As more units are produced, people involved in production 

become more efficient than before. Each additional unit takes less time to produce. The 

amount of improvement or experience gained is reflected in a decrease in man-hours or 

cost. Where learning takes place with a regular pattern it is important to take account of 

reduction in a labour hours and cost per unit`. Automated manufacturing is unlikely to 

have much variation or to display a regular learning curve. In less-automated processes,  
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however, where learning curves do occur, it is important to take the resulting decline in 

labour hours and costs into account in setting standards, determining prices, planning 

production, or setting up work schedules. With the help of the learning curve theory the 

standard time of any batch or unit can be computed then compare the actual data with 

the standard and compute the variances. 

 

Q4 Standard marginal costing and sales variances 

Solution: Standards and Variances can be calculated on the basis of marginal costing. A 

standard marginal costing system incorporates only costs which are variable to the 

product. Accordingly, the absorption of fixed costs, and the variances derived therefrom, 

do not feature in a standard marginal costing system. When Marginal Costing is in use 

there is no Overhead Volume Variance, because Marginal Costing does not absorb Fixed 

Overhead. Fixed Overhead Expenditure Variance is the only variance for Fixed Overhead 

in a Marginal Costing system. It is calculated as in an Absorption Costing system. 

Sales Variances can be used to analyse the performance of the revenue centres on 

broadly identical terms to those for manufacturing costs. The most important aspect of 

sales variance calculations is that they are calculated in terms of profit or contribution. 

Sales directly influences the total profits. Thus, a more meaningful performance measure 

will be obtained by comparing the results of the sales function in terms of profit or 

contribution rather than sales revenue. 

In standard absorption costing system, profit margins are used (selling price less total 

unit manufacturing cost), whereas with a standard marginal costing system, contribution 

(selling price less unit manufacturing variable cost) are used to calculate the variances. 

 

If marginal costing approach is adopted, sales contribution variance pursues to identify 

the influence of the sales function on the difference between budget and actual 

contribution. 
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“Sales function is responsible for the sales volume and the unit selling price, but not the 

unit manufacturing costs, the standard cost of sales and not the actual cost of sales is 

deducted from actual sales price.” 

Sales Contribution Variance is the difference between the actual contribution and 

budgeted contribution (based on standard unit costs). 

            Sales Contribution Variance =  Actual Contribution – Budgeted Contribution 

The effect of using standard costs throughout the contribution calculations means that 

the sales variances arise because of changes in those variables controlled by the sales 

function (i.e. selling prices and sales quantity). Therefore, it is possible to analyse the 

sales contribution variance into two sub-variances – a sales contribution price variance 

and a sales contribution volume variance. 

 

Sales Contribution Price Variance 

 
 

         = (Actual Contribution per unit* – Standard Contribution per unit) × Actual Quantity 

 

Sales Contribution Volume Variance 

 

          = (Actual Quantity – Budgeted Quantity) × Standard Contribution per unit 
 

* based on standard unit costs 

 

Where a company sells several different products that have different contributions, the 

sales volume contribution variance can be divided into a sales quantity and sales mix 

variance. The quantity variance measures the effect of changes in physical volume on  
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total contribution, and the mix variance measures the impact arising from actual sales 

mix being different from budgeted sales mix. 

 

Q5 Queensland Chemicals (QC) manufactures high-quality chemicals C-1, C-2 and C-3. 

Extracts from the budget for last year are given below 

 

    C-1  C-2  C-3 

 Sales Quantity (kg)   1,000  3,250  750 

    / kg  / kg  / kg 

 Average Selling Price   17,600  2,560  22,400 

 Direct Material (C2H6O) Cost   8,000  1,280  9,600 

 Direct Labour Cost   3,200  480  4,800 

 Variable Overhead Cost   320  48  480 

The budgeted direct labour cost per hour was           Rs 160. 

Actual results for last year were as follows: 

         

    C-1  C-2  C-3 

 Sales Quantity (units)   900  3,875  975 

    / kg  / kg  / kg 

 Average Selling Price   19,200  2,480  20,000 

 Direct Material(C2H6O) Cost   8,800  1,200  10,400 

 Direct Labour Cost   3,600  480  4,800 

 Variable Overhead Cost   480  64  640 
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The actual direct labour cost per hour was 150. Actual variable overhead cost per 

direct labour hour was 20. QC follows just in time system for purchasing and 

production and does not hold any inventory. 

 

Required 

INTERPRET the Sales Mix Variance and Sales Quantity variance in terms of contribution 

 

Solution:  Variance Interpretation 

 

The sales quantity variance and the sales mix variance describe how the sales 

volume contribution variance has been affected by a change in the total quantity of 

sales and a change in the relative mix of products sold. 

From the figures arrived for the sales quantity contribution variance, we can observe 

that the increase in total quantity sold would have gained an additional contribution 

of 2,124,600, if the actual sales volume had been in the budgeted sales proportion. 

The sales mix contribution variance shows that the variation in the sales mix 

resulted in a curtailment in profit by 570,600. The change in the sales mix has 

resulted in a relatively higher proportion of sales of C-2 which is the chemical that 

earns the lowest contribution and a lower proportion of C-1 which earn a 

contribution significantly higher. The relative increase in the sale of C-3 however, 

which has the highest unit contribution, has partially offset the switch in mix to C-2. 

Workings 

 

Statement Showing Standard Contribution 

   C-1  C-2  C-3 

   / kg  / kg  / kg 

  Average Selling Price  17,600  2,560  22,400 
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  Direct Material (C2H6O) Cost  8,000  1,280  9,600 

  Direct Labour Cost  3,200  480  4,800 

 Variable Overhead Cost  320  48  480 

 Contribution  6,080  752  7,520 

     

 

Sales Contribution Mix Variance 

Products  Actual 

Quantity  

(AQ) 

Actual sales at 

budgeted 

proportion 

(RAQ) 

Difference 

(AQ-RAQ) 

Contribution 

     Rs 

    (SC) 

Mix Variances  

      (Rs. 000) 

SC x (AQ – RAQ)  

C- 1 900 1,150 250(A) 6,080 1,520 (A) 

C- 2 3,875 3,737.50 137.50 (F) 752 103.40 (F) 

C- 3 975 862.50 112.50 (F) 7,520 846 (F) 

  5,750 5,750   570.60 (A) 

      

 

Sales Contribution Quantity Variance 

 

Products  Actual 

sales 

Quantity  

(BQ) 

Actual sales at 

budgeted 

proportion 

(RAQ) 

Difference 

(RAQ- BQ) 

Contribution 

     Rs 

    (SC) 

Qty. Variances  

      (Rs. 000) 

SC x (RAQ - BQ)  

C- 1 1,000 1,150 150(F) 6,080 912 (F) 

C- 2 3,250 3,737.50 487.50 (F) 752 366.60 (F) 

C- 3 750 862.50 112.50 (F) 7,520 846 (F) 

  5,000 5,750   2,124.60 (F) 
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Q6. The PLN Co. presents the following static budgets for 4000 units and 6000 units activity 

levels for October 2013: 

 

 4000 units activity level 6000 units activity level  

Overhead A Rs.12/hr. X 2 

hr./unit 

96000 144000  

   

    

Overhead B 140000 190000  

 

Overhead C was omitted to be listed out. It is a fixed plant overhead, estimated at Rs. 12.5/hr. 

at 4000 units activity level. This has to also feature in the flexible budget. The actual production 

was 5000 units and 9600 hours were needed for production  

 

Solutions: Statement Showing flexible Budget for 5,000 units Activity level 

 

particular     Amount (Rs.) 

      

Overhead A     1,20,000 
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(Rs. 12.00 per hour X 2 hrs per unit X 5,000 units)   

      

Overhead B*     1,65,000 

(Rs. 40,000 + Rs. 25 x 5,000 units)      

      

Overhead C     1,00,000 

(Rs. 12.50 per hour X 2 h s. per unit X 4,000 units)   

      

Total     3,85,000 

 

Working Note (*): 

Overhead B 

Variable Cost ( per unit)         = Change in Overhead Cost 

                                                      Change in Production units 

 

            = Rs. 1,90,000 - Rs. 1,40,000 

                 6,000 units – 4,000 units 

 

= Rs. 50,000 

    2,000 units 

                                                   = Rs. 25 

 

 

Fixed cost = Rs. 1,40,000 – 4,000 units X Rs. 25 

                                                                   = Rs. 40,000 
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Q7. JBC Limited a manufacturing company having a capacity of 60,000 units has prepared        

following cost sheet:- 

 

Direct Materials (per unit)    Rs. 12.50 

Direct wages (per unit)     Rs. 5.00 

Semi Variable Cost Rs.30,000 fixed plus 0.50 per unit 

Factory overhead (per unit) Rs. 10.00 ( 50% fixed) 

Selling and administration overhead ( per unit) Rs. 8.00 ( 25% fixed) 

Selling price ( per unit) Rs. 40 

 

 During the year 2008, the sales volume achieved by the company was 50,000 units. 

The company has launched an expansion program as under: 

 

(a) The capacity will be increased to 1,00,000 units. 

 

(b) The cost of investment on expansion is Rs. 5 lakh which is proposed to be financed 

through financial institution at 12 percent per annum. 

 

(c) The depreciation rate on new investment is 10 percent based on straight line. 

 

(d) The additional fixed overheads will amount to Rs. 2.00lakhs up to 80,000 units and 

will increase by Rs. 80,000 more beyond 80,000 units. 
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After the expansion the company has two alternatives for operating the expanded plant as 

under:- 

 

 

 

1:- Sales can be increased up to 80,000 units by spending Rs. 50,000 on special advertisement 

campaign to explore new market. 

2:- Sales can be increased up to 1,00,000 units subject to the following: 

A:- Reduction of selling price by Rs. 4 per unit on all the units sold. 

B:- The direct material cost would go down by 4 per cent due to discount on bulk buying. 

C:- By increasing the variable selling and administration expenses by 4 per cent. 

Required:- 

Construct a flexible budget at the level 50,000 units, 80,000 units and 1,00,000 units of 

production and select best profitable level of operation. 

 

Solution:                                            FLEXIBLE BUDGET 

Particulars 

50,000 

units 

80,000 

units 

1,00,000 

units  

 (Rs. in (Rs. in (Rs. in lakhs)  

 Lakhs) Lakhs)   

     

Sales 20.00 32.00 36.00  

Direct Material (12.5 per unit reduction for 

1,00,000 6.25 10.00 12.00  
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units by Rs. 0.50)     

     

Direct wages (Rs. 5.00 per unit) 

2.50 4.00 5.00  

    

     

Semi variable Cost (Variable) 0.25 0.40 0.50  

Factory overhead (Variable (Rs. 5 per unit). 

2.50 4.00 5.00  

    

     

Selling and Adm (25% variable) 1.00 1.60 2.08  

Total Variable Cost 12.50 20.00 24.58  

Contribution 7.50 12.00 11.42  

Fixed Factory overheads (Rs. 5 X 60,000) 

3.00 3.00 3.00  

    

     

Selling and Administration (Rs. 6 X 60,000) 

3.60 3.60 3.60  

    

     

Semi Variable ( Fixed part) 0.30 0.30 0.30  

Increase Due to expansion --- 2.00 2.80  

Interest --- 0.60 0.60  

Depreciation --- 0.50 0.50  
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Special advertisement expenses --- 0.50 ---  

Total Fixed Costs 6.90 10.50 10.80  

Profit 0.60 1.50 0.62  

 

Therefore,  activity level 80,000 units is most profitable level. 

 

    

Q8. TQM Limited Makes engines for motor cars for its parent company and for two other 

motor car manufactures. 

On 31st December, the company has sufficient work order for January and one further order for 

21,000 engineers. Due to recession in the economy, no further order are expected until May 

when it is hoped economic prospect for the motor car industry will have improved. Recently 

factory has been working at only 75% of full capacity and the order for 21,000 enginers 

represents about one month production at this level of activity. 

The board of directors are currently considering following two options: 

(i) Complete the order in February and close the factory in March and April. 

Or 

(ii) Operate at 25 per cent of full capacity for each of three months of February, March and 

April. The Costs per month at different levels of activities are as follows:- 

 

 At 75% (Rs.) At 25% Idle (Rs.) 

  (Rs.)   

    

Direct Material 5,25,000 1,75,000 -- 
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Direct Labour 5,23,600 1,73,250 --- 

     

Factory Overhead     

     

Indirect Material 8,400 4,900  4,900 

     

Indirect Labour 1,01,500 59,500  -- 

     

Indirect Expenses     

     

Repairs and Maintenance 28,000 28,000  -- 

     

Others Expenses 52,500 34,300  26,600 

     

Office Overheads     

     

Staff Salaries 1,48,400 98,000  67,550 

     

Other Overheads 28,000 19,950  11,200 

     

 

Other Information is  s follows:     
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Material Cost and Labour Cost will not be incurred where there is no production. On the 

reopening of the factory, one time cost of training and engagement of new personnel would be 

Rs. 65,800 and overhauling cost of plant would be Rs. 14,000.Parent company can purchase 

engines from open market at reasonable price. 

Required: 

(i) To express your opinion, along with calculations, as to whether the plant should be 

shut down during the month of March and April or operate 25% of full capacity for three 

months. 

 

(ii) To List and comment on cost/non- costs factors which might to relevant to the 

discussion. 

 

Solutions: 

 Option-I Option-II 

   

 At 75% in Feb and Close in At 25% each from Feb- 

 March and April (Rs.) April (Rs.) 

   

 Direct Material 5,25,000 5,25,000 

   

 Direct Labour 5,23,600 5,19,750 

   

 Factory Overheads   

   

 Indirect Material 8,400 14,700 

   

 Two Months Idle 9,800 --- 

   

 Indirect Labour 1,01,500 1,78,500 

   

 Training Cost 65,800 --- 
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 Repair & Maintenance 28,000 84,000 

   

 Over-hauling Cost 14,000  

   

 Others Expenses 52,500 1,02,900 

   

 Two Months Idle 53,200  

   

 Office Overheads   

   

 Staff salaries 1,48,400 2,94,000 

   

 Two Months Idle 1,35,100  

   

 Other Overheads 28,000  

   

 Two Months Idle 22,400 --- 

   

 Total Cost 17,15,700 17,78,700 

   

 

The more economic course of action is to operate at 75% capacity for a month only, and close 

the plant for March and April. This Option will save Rs.63,000 (Rs.17,78,700- Rs.17,15,700). 

(ii) In regard to the decision on close down of operations or continuing with operations, the 

factors to be considered are: 

 

(i) The Proposal which involves the lower total costs will be selected. 
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(2) If the company has contracted the Purchases from high quality and high price suppliers, a 

change in the procurement policy to shop around may be considered to obtain economics in 

purchases. 

 

(3) The services of unskilled labour, if any who do not require re-training may be dispenses 

with, They may be recruited and put on work without incurring training cost on re-opening of 

the factory. This will save training and idle time cost. 

 

(4) The possibility of wage freeze may reluctantly be considered as an extreme measure. 

 

 

 

 

Q9 A manufacturing company produces Ball Pens that are printed with the logos of various 

companies. Each pen is priced at Rs 5. Costs are as follows: 

 

Cost Driver Unit Variable Level of Cost 

 Cost Driver 

Unit Sold 2.5 - 

Setups 225 40 

Engineering Hours 10 250 

Other data:   

Total Fixed Costs (Conventional) - Rs 48,000  

Total Fixed Costs (ABC) - Rs 36500  

 

Required: 

1 Compute Break Even Point in units using Activity Based Analysis 
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2 Suppose that company could reduce the setup cost by Rs 75 setup and could re-duce 

the number of engineering hours needed to 215. How many units must be sold to break 

even in this cost? 

 

Solution 

1. Break Even Units: 

 

[Fixed Costs + (Setup Cost × Setups) + (Engineering Cost × Engineering Hours)]/(Sale Price – 

Variable Cost)] 

= [36,500 + (Rs 225 × 40) + (Rs 10 × 250)] /(Rs 5 – Rs 2.5) 

 

= 19,200 units 

 

2. =[36,500 + (Rs 150 × 40) + (Rs 10 × 215)]/(Rs 5 – Rs 2.5) 

= 17,860 units 

 

 

 

 

Q10 ABC Ltd manufactures and sells seven products. The following data relates to the latest 

period: 

 

Product Contribution (Rs  in ‘000) 

P 96 

Q 36 

R 720 
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S 240 

T 12 

U 60 

V 24 

 

Analyze which product requires most control as per Pareto. 

 

Solutions: The first step is to rearrange the products in descending order of contribution and 

calculate the cumu- lative contribution. 

Product 

Contribution 

      (Rs  ‘000) 

Cumulative contribution 

(Rs ’000) 

Cumulative %  

   

    

R 720 720 61  

S 240 960 81  

P 96 1056 89  

U 60 1,116 94  

Q 36 1,152 97  

V 24 1,176 99  

T 12 1,188 100  

 

Q11 Natural Spices manufactures and distributes high-quality spices to gourmet food shops 

and top quality restaurants. Gourmet and high-end restaurants pride themselves on using the 

freshest, highest-quality ingredients. 
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Natural Spices has set up five state of the art plants for meeting the ever growing demand. The 

firm procures raw material directly from the centers of produce to maintain uniform taste and 

quality. The raw material is first cleaned, dried and tested with the help of special machines. It 

is then carefully grounded into the finished product passing through various stages and 

packaged at the firm’s ultraclean factory before being dispatched to customers. 

The following variances pertain to last week of operations, arose as a consequence of 

management’s decision to lower prices to increase volume. 

Sales Volume Variance 18,000 (F) 

Sales Price Variance 14,000 (A) 

Purchase Price Variance 10,000 (F) 

Labour Efficiency Variance 11,200 (F) 

Fixed Cost Expenditure Variance 4,400 (F) 

 

 

Required 

(i) Identify the ‘Critical Success Factors’ for Natural Spices. 

 

(ii) Evaluate the management’s decision with the ‘Overall Corporate Strategy’ and ‘Critical 

Success Factors’. 

 

Solutions: (i) Gourmet and high-end restaurants recognises Natural Spices on the basis of its 

high quality of spices. Therefore, quality is most critical success factor of Natural Spices. There 

are other factors which cannot be ignore such as price, delivery options, attractive packing etc. 

But all are secondary to the quality. 

(ii) Deliberate action of cutting price to increase sales volume indicates that firm is intending to 

expand its market to retail market and street shops which is price sensitive. 
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Q12 A public company responsible for the supply of domestic gas has been approached by 

several prospective customers in a rural area adjacent to a high-pressure main. As a condition 

of its license to operate as a utility, the company is obliged to respond positively to current 

needs provided the financial viability of the company is not put at risk. New customers are 

charged Rs 250 each for connection to the system. 

Once a meter is installed, a standing charge of Rs 10 per quarter is billed. Charges for gas are 

levied at Rs 400 per 1,000 metered units. 

A postal survey of the area containing, according to the rating authority, 5,000 domestic units, 

elicited a 40% response rate. 95% of those who responded confirmed that they wished to 

become gas users and expressed their willingness to pay the connection charge. 

Although it is recognized that a small percentage of those willing to pay for connection may not 

actually choose to use gas, it is expected that the average household will burn 50 metered 

units per month. There will be some seasonal differences. 

The company’s marginal cost of capital is 17% pa and supplies of bulk gas cost the company Rs 

0.065 per metered unit. 

 

Required 

Determine what the maximum capital project cost can be to allow the company to provide the 

service required if wastage of 15% has to be allowed. 

 

 

Solutions: Working Notes 

 

1. No. of Customer = 1,900 

   (5,000 × 40% × 95%) 

2. Consumption of Gas = 11,40,000 Metered units 

   (1,900 × 50 mt.× 12 months) 
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 Gas Supply = 13,41,176 Metered units 

   {11,40,000 × (100 ¸ 85)} 

 

Cash inflow 

 

 (Rs ) 

Rent (1,900 × 4 Quarters ×Rs 10) 76,000 

Add: Consumption Charge (11,40,000 ×Rs 0.4) 4,56,000 

Less: Cost of Company (13,41,176 ×Rs 0.065) 87,176 

Cash Inflow p.a. 4,44,824 

One Time Connection Charge =Rs 4,75,000 (Rs 250 × 1,900 customers) 

 

Maximum capital project cost 

(Can be to allow the company to provide the service required) By Following the Concept of 

Perpetuity 

 

 

(Investment  Rs 4,75,000) × 17% = Rs 4,44,824 

Investment = Rs 30,91,612 

   

 

 

 

Q13 Aditya Decors Ltd. (ADL) is a leading manufacturer of luxury sanitary products and has 

divided its whole business into different product segments. At the Last year the management 

of ADL has decided to make some changes in its one of product-line ‘AADee’ the improved 

version was made available for sale from 1st of April 2014. 
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At the end of the financial year 2014-15, the finance and accounts department has extracted 

some relevant data for the product line ‘AADee’ to analyse the decision taken last year. The 

data related with AADee for the financial year 2013-14 and 2014-15 are as follows: 

 

 

 

 

 

 

 2013-14 2014-15 

   

No. of Units Sold 4,00,000 4,30,000 

Selling Price per unit Rs. 4,175 Rs. 4,325 

Direct Materials Consumed 24,00,000 kg. 25,10,000 kg. 

Cost per kg. Of Direct Materials Rs. 470 Rs. 485 

Direct Labour Used 32,00,000 hrs. 34,80,000 hrs. 

Rate per labour hour Rs. 30 Rs. 31 

Fixed Costs 1,60,00,000 1,76,00,000 

 

ADL has the capacity to produce 5,00,000 units of AADee a year.  Show reconciliation of 

Operating Profit from 2013-14 to 2014-15. 

 

 Amount (Rs ) Amount (Rs ) 

Operating Profit in 2013-14 (Refer to Working Note)  43,00,00,000 
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Solution: Reconciliation of Operating Profit from 2013-14 to 2014-15 

 

 

 

 

Q14 Quality products can be determined by using a few of the dimensions of quality. Identify 

the following under the appropriate dimension: 

(i) Consistency of performance over time. 

 

(ii) Primary product characteristics. 

 

(iii) Exterior finish of a product 

 

Add:    Revenue effect of Growth Component 12,52,50,000  

Revenue effect of Price-Recovery 6,45,00,000  

Productivity Component (Direct Material) 3,39,50,000 22,37,00,000 

Less: Cost effect of Growth Component (Direct Material) 8,46,00,000  

Cost effect of Growth Component (Direct Labour) 72,00,000  

Cost effect of Price-Recovery (Direct Material) 3,87,00,000  

Cost effect of Price-Recovery (Direct Labour) 34,40,000  

  Amount (Rs ) Amount (Rs ) 

Cost effect of Price-Recovery (Fixed Cost)  16,00,000  

Productivity Component (Direct Labour)  12,40,000 13,67,80,000 

   51,69,20,000 
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(iv) Useful life of a product. 

 

 

Solution: Quality of Products with Appropriate Dimension 
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Sl. No Quality of Products (Examples) Dimension 

(i) Consistency of performance over time Reliability 

(ii) Primary product characteristics Performance 

(iii) Exterior finish of a product Aesthetics 

(iv) Useful like of a product Durability 

 

 

Q15 A Ltd. is going to introduce Total Quality Management (TQM) in its company. State 

whether and why the following are valid or not for the successful implementation of TQM. 

(i) Some departments serve both the external and internal customers. These departments 

have been advised to focus on satisfying the needs of the external customers. 

 

(ii) Hold a training program at the beginning of a production cycle to ensure the 

implementation of TQM. 

 

(iii) Implement Management by Objectives for faster achievement of TQM. 

 

(iv) Appoint the Head of each department as the person responsible to develop improvement 

strategies and performance measures. 

 

(v) Eliminate wastage of time by avoiding documentation and procedures. 
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Solutions:  

Point 

Valid/ 

Invalid    Reason    

 (i) 

 

 

Invalid 

TQM advocates focus to be given on both external and 

internal customers. Hence, focus satisfying the needs of 

the external customers only will not be valid for the 

  

  

  

  successful implementation of TQM.   

(ii) Valid 

Training  at the beginning would improve productivity 

By bringing standardization in work habits and 

eliminating variations in production. 

  

  

         

(iii) Invalid 

For implementation of TQM, Management by 

Objectives should be eliminated as targets of 

production will encourage delivery of poor quality 

goods and thus will defeat the collec-tive nature of 

TQM. 
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(iv) Invalid Appointing the head of each department as the respon- 

  sible person is not valid for the successful implementa- 

  tion of TQM as Total Employee Involvement (TIE) prin- 

  ciple is an important part of TQM. 

(v) Invalid Documentation, procedures and awareness of current 

  best practice are essential in TQM implementation. If 

  documentation and procedures are in place then only 

  improvement can be monitored & measured and con- 

  sequently deficiency can be corrected. 

 

 

Q16 State whether each of the following independent activities is value-added or non-value-

added: 

(i) Polishing of furniture used by a systems engineer in a software firm. 

(ii) Maintenance by a software company of receivables management software for a banking 

company. 

(iii) Painting of pencils manufactured by a pencil factory. 

(iv) Cleaning of customers’ computer key boards by a computer repair centre. 

(v) Providing, brake adjustments in cars received for service by a car service station. 

 

Solution: 

Sl. No Item Value added 
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/Non value 

added 

(i) Polishing furniture used by a Systems Engineer in a software firm Value-Added 

(ii) Maintenance by a software company of receivables management 

software for a banking company. 

Value-Added 

(iii) Painting of pencils manufactured by a pencil factory. Value-Added 

(iv) Customers’  computer  key board  cleaning  by a company repair 

centre. 

Value-Added 

(v) Providing brake adjustments in cars for repairs by a car service station. Value-Added 

 

 

Q17 M. India Ltd. (MIL) is an automobile manufacturer in India and a subsidiary of Japanese 

automobile and motorcycle manufacturer Leon. It manufactures and sells a complete range of 

cars from the entry level to the hatchback to sedans and has a present market share of 22% of 

the Indian passenger car markets. MIL uses a system of standard costing to set its budgets. 

Budgets are set semi-annually by the Finance department after the approval of the Board of 

Directors at MIL. The Finance department prepares variance reports each month for review in 

the Board of Directors meeting, where actual performance is compared with the bud-geted 

figures. Mr. Suzuki, group CEO of the Leon is of the opinion that Kaizen costing method should 

be implemented as a system of planning and control in the MIL. 

 

Required 

Recommend key changes vital to MIL’s planning and control system to support the adoption of 

‘Kaizen Costing Concepts’. 
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Solutions:  Kaizen Costing emphasizes on small but continuous improvement. Targets once set 

at the beginning of the year or activities are updated continuously to reflect the improvement 

that has already been achieved and that are yet to be achieved. 

 

The suggestive changes which are required to be adopted Kaizen Costing concepts in MIL are as 

follows: 

Standard Cost Control System to Cost Reduction System: Traditionally Standard Costing system 

asumes stability in the current manufacturing process and standards are set keeping the nor-

mal manufacturing process into account thus the whole effort is on to meet performance cost 

standard. On the other hand Kaizen Costing believes in continuous improvements in manu-

facturing processes and hence, the goal is to achieve cost reduction target. The first change 

required is the standard setting methodology i.e. from earlier Cost Control System to Cost 

Reduction System. 

Reduction in the periodicity of setting Standards and Variance Analysis: Under the existing 

planning and control system followed by the MIL, standards are set semi-annually and based on 

these standards monthly variance reports are generated for analysis. But under Kaizen Costing 

system cost reduction targets are set for small periods say for a week or a month. So the period 

covered under a standard should be reduced from semi-annually to monthly and the current 

practice of generating variance reports may be continued or may be reduced to a week. 

Participation of Executives or Workers in standard setting: Under the Kaizen Costing system 

par-ticipation of workers or executives who are actually involved in the manufacturing process 

are highly appreciated while setting standards. So the current system of setting budgets and 

standards by the Finance department with the mere consent of Board of Directors required to 

be changed. 
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Q18 ABC Ltd. is planning to introduce Kaizen Costing approach in its manufacturing plant. State 

whether and why the following are Valid or Not in respect of Kaizen Costing. 

 

(i) VP (Finance) is of the view that company has to make a huge initial investment to bring a 

large scale modification in production process. 

 

(ii) Head (Personnel) has made a point that introduction of Kaizen Costing does not eliminate 

the training requirement of employees. 

 

(iii) General Manager (Manufacturing) firmly believes that only shop floor employees and 

workers’ involvement is prerequisite of Kaizen Costing approach. 

 

(iv) Manager (Operations) has concerns about creation of confusion among employees and 

workers regarding their roles and degradation in quality of production. 

 

Solutions:  

 

(i) Invalid: Kaizen Costing is the system of cost reduction procedures which involves making 

small and continuous improvements to the production processes rather than innovations or 

large-scale investment. 

 

(ii) Valid: The training of employees is very much a long-term and ongoing process in the 

Kaizen costing approach. Training enhances the abilities of employees. 
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(iii) Invalid: Kaizen costing approach involves everyone from top management level to the 

shop floor employees. Every employee’s active participation is a must requirement. 

 

(iv) Invalid: Though the aim of Kaizen Costing is to reduce the cost but at the same time it also 

aims to maintain the quality. Kaizen costing also aims to bring the clarity in roles and 

responsibilities for all employees. 

 

 

Q19  ABC Ltd. is engaged in business of manufacturing branded readymade garments. It has a 

single manufacturing facility at Ludhiana. Raw material is supplied by various suppliers. 

Majority of its revenue comes from export to Euro Zone and US. To strengthen its posi-tion 

further in the Global Market, it is planning to enhance quality and provide assurance through 

long term warranty. 

For the coming years company has set objective to reduce the quality costs in each of the 

primary activities in its value chain. 

 

Required 

 

State the primary activities as per Porter’s Value Chain Analysis in the value chain of ABC Ltd 

with brief description. 

 

Solutions: Primary activities are the activities that are directly involved in transforming inputs 

into out-puts and delivery and after-sales support to output. Following are the primary 

activities in the value chain of ABC Ltd.:- 
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(i) Inbound Logistics: These activities are related to the material handling and warehousing. It 

also covers transporting raw material from the supplier to the place of processing inside 

the factory. 

 

(ii) Operations: These activities are directly responsible for the transformation of raw material 

into final product for the delivery to the consumers. 

 

(iii) Outbound Logistics: These activities are involved in movement of finished goods to the 

point of sales. Order processing and distribution are major part of these activities. 

 

(iv) Marketing and Sales: These activities are performed for demand creation and customer 

solicitation. Communication, pricing and channel management are major part of these 

activities. 

 

(v) Service: These activities are performed after selling the goods to the consumers. 

Installation, repair and parts replacement are some examples of these activities. 

 

 

Q20 State the most appropriate pricing policy to be adopted in the following independent 

situations: 

(i) Modern patented drug entering the market. 

(ii) The latest version of a mobile phone is being launched by an established, financially strong 

company. 

(iii) An established company has recently entered the stationery market segment and 

launched good quality paper for printing at home and office. 
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(iv) A car manufacturer is launching an innovative, technologically advanced car in the highly 

priced segment. 

 

Solution:  

(i) Modern patented drug entering the market. Skimming 

Pricing 

(ii) The latest version of a mobile phone is being launched by an 

established, financially strong company. 

Penetration 

Pricing 

(iii) An established company has recently entered the stationery market 

segment and launched good quality paper for printing at home and 

office. 

 

Market 

price 

(iv) A car manufacturer is launching an innovative, technologically 

advanced car in the highly priced segment. 

Skimming 

Pricing 

 

 

Q21 What is Uniform Costing? Why is it recommended? 

Solutions: It is not a distinct method of costing when several undertakings start using the same 

costing principles or practices, they are said to be following uniform costing. Different concerns 

in an industry should adopt a common method of costing and apply uniformly the same prin-

ciples and techniques for better cost comparison and common good and helps in mutual cost 

control and cost reduction. Hence, it is recommended that a uniform method of costing should 

be adopted by the member units of an industry. 

 

Q22 A Company manufacturing chemicals furnishes the following data of their activities for the 

year 2012-13. The company manufactures three products namely Ethelene, EDC and VLC. 
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Ethelene is consumed for making EDC and EDC is consumed for making VLC. One metric ton of 

Ethelene is required to make one metric ton of EDC and one metric ton of EDC s required is for 

making one metric ton of VLC. 

The other particulars are: 

Particulars Ethelene EDC VCL  

Production Capacity per annum (metric Ton) 25,000 30,000 30,000  

Cost per metric Ton:     

Variable Cost (Rs.) 

20 30 40  

    

Product Fixed Cost (Rs.) 

20 30 40  

    

     

Common Fixed Cost (Rs.) 

10 15 20  

    

     

Total Cost per Metric Ton (Rs.) 

50 75 100  

    

Selling Price per Metric Ton (Rs.) 

 150 300  
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Sales per annum (Metric Ton)  10,000 15,000  

 

The company restricts the manufactures of all its products only to the extent of the sales 

demand. The management is concerned with below capacity utilization. In order to achieve 

fuller utilization of the plant capacity, the company, he company entered into negotiations 

with various parties. As a result of the negotiations, X who buys one-third of the current sales 

volume of VLC, offers to buy 

20,000 metric tons of VLC per annum  t Rs. 250 per metric ton provided the entire quantity of 

20,000 metric tons is sold to him. This purchases is for the captive consumption of X and 

therefore will not affect the market p ice of VLC. X also offers to supply EDC for manufacture 

of VLC to the extent of 5,000 metric tons t p ice of Rs. 125 per metric ton. The company can 

also buy EDC from the open market at Rs.140 per metric ton if the order is for 10,000 metric 

tones or more. 

The bases of various costs given above are as follows: 

(i) Variable costs exclude the cost of internally consumed Ethelene in the manufacture of EDC 

and costs of EDC consumed in the manufacture of VLC. 

 

(ii) Fixed costs are based on normal capacity production. 

(iii) The product fixed costs can be avoidable only if there is nil production of the product 

concerned. 

(iv) Common fixed costs are to be incurred irrespective of production and sales. 

(v) No. closing stock are maintained. 

 

 

You are required to: 
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(a) Draw up a statement of profitability in respect of the year. 2012-13 as originally 

envisaged by the company. 

(b) If the company decides to accept the offer of X to buy 20,000 metric tons of VLC at Rs. 

250 per metric ton and if the balance quantity of production of VLC can be sold in the 

market, show the revised statement of profitability of the company. 

 

 

Solution:                  Statement of Profitability for the year 2012-13 

 

Products 

ED

C VCL Ethelene 

Annual Production Capacity (MT) 30,000 30,000 25,000 

Annual Planned Production (MT) 25,000 15,000 25,000 

Cost of Production of Annual Planned Production Rs. Rs. Rs. 

    

Variable Cost (W.N.-1) 7,50,000 6,00,000 5,00,000 

Product Fixed Cost (W.N.-2) 9,00,000 12,00,000 5,00,000 

Common Fixed Cost (W.N.-3) 4,50,000 6,00,000 2,50,000 

T

o

t

a

l 21,00,000 24,00,000 12,50,000 
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Adj. of Cost of 25,000 MT of Ethelene used for EDC 12,50,000 ----- ----- 

T

o

t

a

l 33,50,000 24,00,000  

Adj. of cost of 15,000 MT of EDC used For VCL 20,10,000 20,10,000  

Cost of Sales (W.N.-4) 13,40,000 44,10,000  

(10,000 MT of EDC and 15,000 MT of VCL)    

Sales (W.N.-5) 15,00,000 45,00,000  

Profit 1,60,000 90,000  

 

Note: 

Since only 25,000 metric tons of Eth l ne is available, only 25,000 metric tons of EDC could be 

produced. Out of this production, 15,000 m tric tons of EDC is consumed for VCL production 

while the balance of 10,000 metric tons of EDC is sold. 

Working Notes: 

 Products  Ethelene  EDC VCL  

1. Variable Costs 

Rs. 5,00,000 

 

Rs.7,50,000 Rs.6,00,000 

 

    

  (Rs.  20  x  25,000 (Rs.  30  x  25,000 (Rs.  40  x  15,000  
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  MT)   MT) MT)  

2. Product Fixed Cost 

Rs.5,00,000 

 

Rs. 9,00,000 Rs. 12,00,000 

 

    

  (Rs.  20  x  25,000 (Rs. 30 x 30,000 MT (Rs.  40  x  30,000  

  MT)    MT)  

3. Common Fixed Cost 

Rs. 2,50,000 

 

Rs. 4,50,000 Rs. 6,00,000 

 

 

(Based on production capacity) 

  

 

(Rs. 10 x (Rs.   15x   30,000 (Rs.20 x 30,000 MT) 

 

   

  25,000MT)  MT)   

4. Cost of 25,000 MT of EDC  -------  

Rs.33,50,000 

------  

 

Cost of per tone of EDC- Rs. 

     

       

 134       

 (Rs. 33,50,000/25,000 MT)       

        

 

 

 Cost of 10,000 MT of EDC ------ Rs. 13,40,000     
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Revised Statement of profitability 

(When the company Decides to Accept offer of X) 

Products Ethelene EDC VCL 

Annual planned production (MT) 25,000 25,000 30,000 

 (Rs.) (Rs.) (Rs.) 

Cost of Production [see (a) (3) above 12,50,000 33,50,000 ----- 

Variable Cost (Rs. 40 x 30,000 MT) ----- ------ 12,00,000 

Production Fixed Costs (Rs. 40 x 30,000 MT) ------ ----- 12,00,000 

Common Fixed Costs (Rs. 20 x 30,000 MT) ------- ------- 6,00,000 

       

        

 Cost of 15,000 MT of EDC ------ 

Rs. 20,10,000 

    

       

        

5. Sales Revenue ------ 

Rs. 15,00,000 Rs. 45,00,000 

  

     

   (10,000  MT  x  Rs. 150) 

(15,000 MT X Rs.300) 
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Cost of Purchases (5,000 MT x Rs.125) ---------- 6,25,000 ----- 

Total Cost of EDC used in VCL)   39,75,000 

Total Cost of VCL   69,75,000 

Total sales of Revenue 

(20,000 MT @ Rs. 250 per MT and 10,000 MT @ Rs. 300 Per MT 80,00,000 

    

Profit   10,25,000 

 

The above statement shows that the total profit will go up considerably in case the proposal 

of X is accepted. Hence, the company should acc pt the proposal. 

 

Q23  Kumar Enterprises has decided to adopt JIT policy for materials. The following effects of 

JIT are identified: 

• To implement JIT, the company has to modify its production and material receipt facilities 

at a capital cost ofRs6,00,000. The new facilities will require a cash operating cost 

ofRs48,000 p.a. 

• Raw material stock holding will be reduced fromRs28,00,000 toRs8,00,000. 

• The company can earn 15 % on its long term investments. 

• The company can avoid rental expenditure on storage facilities amounting toRs30,000 p.a. 

Prop-erty taxes and insurance amounting toRs12,000 will be saved due to JIT programme. 

• Presently there are 7 workers in the stores department at a salary ofRs3,000 each per 

month. 
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• After implementing JIT scheme, only 2 workers will be required in this department. Of the 

bal-ance 5 workers, 3 will be transferred to other departments, while 2 workers’ 

employment will be terminated. 

• Due to receipt of smaller lots of raw materials, there will be some disruption of production. 

The costs of stock – out will beRs3,40,000 in the first year only. This Stock – out costs can 

be brought down from the second year onwards. 

 

Determine the financial impact of the JIT policy. Is it advisable for the company to implement 

the JIT policy. 

 

 

Solution:      COST BENEFIT ANALYSIS OF JIT POLICY: 

COSTS Rs  

Interest on capital for modifying production facilities (Rs 6,00,000 x 15%) 90,000  

Operating Costs of new production facilities 48,000  

Stock – out Costs (first year only)    

    

Total 3,40,000  

 4,78,000  

    

    

BENEFITS  Rs  
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Interest on investments for released funds    

( Rs 28,00,000 – Rs 8,00,000 )x 15%  3,00,000  

Savings in salary of 2 workers terminated    

(Rs 3,000 x 12 months x 2)  72,000  

Savings in Rental Expenditure  30,000  

    

Savings In Property Tax and Insurance  12,000  

Net Loss due to JIT policy ( first year)  64,000  

Total  4,78,000  

 

 

Q24 What are the advantages of Inter-firm Comparison? 

Solution: The main advantages of Inter-firm Comparison are: 

(i) Such a comparison gives an overall view of the industry as a whole to its members. The 

present position of the industry, progress made during the past and the future of the 

industry. 

(ii) It helps a concern in knowing its strengths or weaknesses in relation to others so that 

remedial measures may be taken. 

(iii)It ensures an unbiased specialized reporting on particular problems of the concern. 

(iv) It develops cost consciousness among members of the industry. 

(v) It helps Government in effecting price regulation. 
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(vi) It helps to improve the quality of products manufactured and to reduce the cost of 

production. It is thus advantageous to the industry as well as to the society. 

 

 

Q25 Ravi, Richard, Rahim and Roop Singh are regional salesmen distributing the product of 

Super Perfumes Ltd. The selling price of the product is Rs400 per unit. The sales quota and the 

standard selling expenses for the year are: 

Salesmen Sales Quota (Rs)  Standard Selling  

       Expenses (Rs)  

          

Ravi    7,50,000   2,25,000  

Richard    9,00,000   2,47,500  

Rahim    11,50,000   2,87,500  

Roop Singh    6,00,000   2,25,000  

Actual data for the year were as follows: -       

         

  Ravi  Richard Rahim  Roop Singh  

          

Days on field work  200  175   225 250  

Kilometres covered  20,000  18,000 18,000 30,000  

  Rs  Rs Rs   Rs  
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  8,00,000  10,00,000 10,50,000 5,20,000  

Sales  

80,000 

 

80,000 80,000 80,000 

 

    

Salary  

9,000 

 

7,500 5,375 8,000 

 

    

Free samples  

8,000 

 

9,000 10,000 6,000 

 

    

Postage and stationery  

9,000 

 

5,000 4,000 10,000 

 

    

Other expenses          

 

The salesman are allowed covenyance allowance of  Rs. 1.50 per kilometer and a daily 

allowance of Rs 80 per day for the days spent on field work. Ravi gets a commission of 6 

percent on sales and others are given a commission of 5 percent on sales. Corporate sales 

office expenses are chargeable at the rate of Rs 30 per unit sold in the case of Ravi and 

Richard and Rs 40 per unit in the case of Rahim and Roop Singh. Prepare a schedule showing 

the selling cost variances by salesmen. 

 

Solution: 

       Ravi  Richard Rahim Roop  

             Singh  
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(i) Standard Sales Units   1,875   2,250 2,875 1,500  

  (Sales Quota ÷ Rs 400)           

(ii) Standard Selling Expenses per   120   110 100 150  

  Unit (Rs )             

  (Std. Selling Expenses/Std.           

  Sales Units)             

(iii) Actual Sales Units   2,000   2,500 2,625 1,300  

  (Actual Sales ÷ Rs 400)           

(iv) Actual Selling Costs   Rs   Rs Rs  Rs  

  Daily Allowance Conveyance Allow-  16,000   14,000 18,000 20,000  

  ances     

30,000 

  

27,000 27,000 45,000 

 

  

Salaries 

       

      

80,000 

  

80,000 80,000 80,000 

 

  

Free Samples 

       

      

9,000 

  

7,500 5,375 8,000 

 

          

           

  Postage & Stationery  8,000 9,000 10,000  6,000  

  Other Expenses  9,000           5,000 4,000  10,000  

  Commission on Sales  48,000 50,000 52,500  26,000  
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  Corporate  Sales  Of-  

60,000 75,000 1,05,000 

 

52,000 

 

  

fice Expenses 

    

    

2,60,000 2,67,500 3,01,875 

 

2,47,000 

 

  

Total  Actual Selling 

   

             

  Cost             

(v)  Standard Selling Cost  2,40,000 2,75,000 2,62,500  1,95,000  

  (Actual Units Sold ×            

  Std. Selling  Expenses            

  per Unit)             

 

Calculation of Variances: 

Since all the selling expenses have been related to sales units, only one variance can be 

calculated by comparing the standard and actual selling costs as is shown in the schedule 

below: 

Schedule showing the selling cost variances by salesman 

  Ravi Richard Rahim Roop Total  

  

(Rs) (Rs) (Rs) 

Singh (Rs) 

(Rs) 
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Standard Selling Expens- 2,40,000 2,75,000 2,62,500 1,95,000 9,72,500  

es  (Refer  to Working       

Note (v))        

Actual Selling Expenses 2,60,000 2,67,500 3,01,875 2,47,000 10,76,375  

(Refer to Working Note       

(iv))        

Selling Cost Variance 20,000 (A) 7,500 (F) 39,375(A) 52,000(A) 1,03,875(A)  

 


