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Syllabus

Paper 8
Cost Accounting

Syllabus Structure:
The syllabus comprises the following topics and study weightage: 

1 Introduction to Cost Accounting 

40% 
2 Cost Ascertainment - Elements of Cost 

3 Cost Accounting Standards 

4 Cost Book Keeping 

5 Methods of Costing 30% 

6 Cost Accounting Techniques 30% 

Objectives 
To provide an in depth study of the Cost Accounting Principles and
Techniques for identification, analysis and classification of cost components
to facilitate managerial decision making.

Cost Accounting – Introduction to Cost Accounting (40 marks)
1. Introduction to Cost Accounting: 

(a) Definition, Scope, objectives and significance of cost accounting, its
relationship with financial accounting and management accounting 

(b) Cost Objects, Cost centers and cost units 
(c) Elements of cost 
(d) Classification of costs 

2. Cost Ascertainment - Elements of Cost: 
(a) Material Costs: 

(i) Procurement of Materials, 
(ii) Inventory Management and Control,
(iii) Inventory Accounting & Valuation 
(iv) Physical Verification, treatment of losses 
(v) Scrap, spoilage, defectives and wastage. 
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(b) Employee Costs: 
(i) Time keeping, Time booking and payroll, 
(ii) Labour Turnover, Overtime and idle time 
(iii) Principles and methods of remuneration and incentive schemes 
(iv) Employee cost reporting and measurement of efficiency.

(c) Direct Expenses 
(d) Overheads: 

(i) Collection, classification and apportionment and allocation of
overheads 

(ii) Absorption and treatment of over or under absorption of
overheads 

(iii) Reporting of overhead costs 
3. Cost Accounting Standards (basic understanding only) (CAS 1 to

CAS 24) 
4. Cost Book Keeping: 

(a) Cost Accounting Records, Ledgers and Cost Statements 
(b) Items excluded from cost and normal and abnormal items/cost 
(c) Integral accounts 
(d) Reconciliation of cost accounting records with financial accounts 
(e) Infrastructure, Educational, Healthcare and Port services 

5. Methods of Costing: (30 marks)
(a) Job Costing 
(b) Batch Costing 
(c) Contract Costing 
(d) Process Costing – Normal and abnormal losses, equivalent

production, Joint and By Products. 
(e) Operating Costing or Service Costing – Transport, Hotel and

Hospital 
6. Cost Accounting Techniques: (basic understanding only) 

(30 marks)
(A) Marginal Costing 

(i) Meaning of Marginal Cost and Marginal Costing 
(ii) Absorption Costing vs. Marginal Costing 
(iii) Break-even analysis 
(iv) Margin of safety 
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(v) Application of Marginal Costing for decision making (simple
problems only) 

(B) Standard Costing & Variance Analysis 
(i) Concept of standard cost and standard costing 
(ii) Advantages and limitations 
(iii) Computation of variances relating to material and labour costs

only 
(C) Budget and Budgetary Control (simple problems only) 

(i) Concepts, Types of Budgets 
(ii) Budgetary Control Vs. Standard Costing
(iii) Advantages and limitations
(iv) Preparation of Budgets (simple problems only)
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Examination Trend Analysis

Paper 8
Cost Accounting

Question Paper Based Contents of Last Five Examinations
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No.No. Name

2016
Dec.

1. I. (i)
(ii)
(iii)

II. (vi)
(vii)
(viii)

III. (xi)
(xii)
(xiii)

IV.      
2. (a)

(b)
3. (a)

(b)
4. (a)

(b)(i)
(ii)

5. (a)
(b)

2
4
3

15
15
15
15
15
15
15

2
4
4
1
5
2
4
4
2

Material Cost
Direct Expenses and Overheads
Employee Costs
Objective Questions
"          "               "
"          "               "
"          "               "
"          "               "
"          "               "
"          "               "
Material Cost
Direct Expenses and Overheads
"            "                   "
Introduction to Cost Accounting
Cost Accounting Standards
Material Cost
Direct Expenses and Overheads
"            "                    "
Material Cost

91
200
142
600
600
600
601
601
601
601

92
201
202

33
230

70
165
203

93

2017
June

1.
2. (a)

(b)
3. (a)

(b)
4. (a)

15
2
4
7
5
8

Objective Questions
Material Cost
Direct Expenses and Overheads
Integral and Non-Integral Accounts
Cost Accounting Standards
Job and Batch Costing

602
94

206
288
232
312

8.4



(b)
5. (a)

(b)
6. (a)

(b)
7. (a)

(b)
8. (a)

(b)
(c)
(d)

10
11

9
12
12
13
14

5
12

1
1

Process Costing
Operating or Service Costing
Contract Costing
Marginal Costing
"            " 
Standard Costing
Budget and Budgetary Control
Cost Accounting Standards
Marginal Costing
Introduction to Cost Accounting
"               "                  "

370
394
334
457
458
510
564
217
419

23
29

2017
Dec.

1.
2. (a)

(b)
3. (a)

(b)
4. (a)

(b)
5. (a)

(b)
6. (a)

(b)
7. (a)

(b)
8. (a)

(b)
(c)
(d)

15
2
4
5
7
6

10
11

9
12
12
13
14

1
1
4
1

Objective Questions
Material Cost
Direct Expenses and Overheads
Cost Accounting Standards
Integral and Non-Integral Accounts
Cost Sheet
Process Costing
Operating or Service Costing
Contract Costing
Marginal Costing
"            " 
Standard Costing
Budget and Budgetary Control
Introduction to Cost Accounting
"               "                  "
Direct Expenses and Overheads
Introduction to Cost Accounting

607
96

207
218
290
252
371
396
336
460
460
512
565

30
24

165
30

2018
June

1.
2. (a)

(b)
3. (a)

(b)

15
3
4
5
7

Objective Questions
Employee Costs
Direct Expenses and Overheads
Cost Accounting Standards
Integral and Non-Integral Accounts

611
142
208
219
293

8.5



4. (a)
(b)

5. (a)
(b)

6. (a)
(b)

7. (a)
(b)

8. (a)
(b)
(c)
(d)

6
10
11

9
12
12
13
14

1
1
2

14

Cost Sheet
Process Costing
Operating or Service Costing
Contract Costing
Marginal Costing
"            " 
Standard Costing
Budget and Budgetary Control
Introduction to Cost Accounting
"           "           " 
Material Cost
Budget and Budgetary Control

254
372
397
338
463
463
514
567

25
32
70
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3. (a)

(b)
4. (a)

(b)
5. (a)

(b)
6. (a)

(b)
7. (a)

(b)
8. (a)

(b)
(c)
(d)

15
2
4
5
7
6

10
11

9
12
12
13
14

1
1
2

14

Objective Questions
Material Cost
Direct Expenses and Overheads
Cost Accounting Standards
Integral and Non-Integral Accounts
Cost Sheet
Process Costing
Operating or Service Costing
Contract Costing
Marginal Costing
"            " 
Standard Costing
Budget and Budgetary Control
Introduction to Cost Accounting
"           "           " 
Material Cost
Budget and Budgetary Control

616
97

210
220
295
256
374
399
340
466
466
515
569

22
22
67

536

8.6



8.7



Frequency Table Showing Distribution of Marks

Chap.
No.

Years
Chapter Name 

14
June

14
Dec.

15
June

15
Dec.

16
June

16
Dec.

17
June

17
Dec.

18
June

18
Dec

Total Ave.

1. Introduction to Cost Accounting 2 2 5 10 15 10 10 54 5.4

2. Material Cost 21 18 12 14 12 19.5 8 8 5 12 130 13.0

3. Employee Costs 2 10 23 2 12 2 9 60 6.0

4. Direct Expenses and Overheads 48 38 17 13 12 29.5 7 12 6 8 191 19.1

5. Cost Accounting Standards 3 31 10 10 11 5 6 6 82 8.2

6. Cost Sheet 6 22 4 10 9 8 8 67 6.7

7. Integral and Non-Integral
Accounts

10 2 10 11 9 10 9 9 70 7.0

8. Job and Batch Costing 2 2 17 8 29 2.9

9. Contract Costing 10 2 7 7 7 7 40 4.0

10. Process Costing 2 10 8 7 6 7 7 47 4.7

11. Operating or Service Costing 8 2 8 8 8 8 42 4.2

12. Marginal Costing 14 12 22 12 4 20 15 15 15 129 12.9

13. Standard Costing 16 10 12 8 2 8 8 8 8 80 8.0

14. Budget and Budgetary Control 12 10 6 2 7 7 12 12 68 6.8

15. Objective Questions 11 11 25 25 25 25 122 12.2
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Frequency Table Showing Marks of Compulsory Questions

Chap.
No.

Years
Chapter Name 

14
June

14
Dec.

15
June

15
Dec.

16
June

16
Dec.

17
June

17
Dec.

18
June

18
Dec.

Total Ave.

1.  Introduction to Cost Accounting

2.  Material Cost 4 2 2 8 0.8

3.  Employee Costs 2 2 2 6 0.6

4.  Direct Expenses and Overheads 4 2 2 8 0.8

5.  Cost Accounting Standards

6.  Cost Sheet

7.  Integral and Non-Integral Accounts

8.  Job and Batch Costing 2 2 0.2

9.  Contract Costing

10.  Process Costing

11  Operating or Service Costing

12.  Marginal Costing 4 4 0.4

13.  Standard Costing 2 2 0.2

14.  Budget and Budgetary Control

15.  Objective Questions 11 11 25 25 25 25 122 12.2
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1 INTRODUCTION TO

COST ACCOUNTING

THIS CHAPTER INCLUDES

! Definition of Cost Accounting
! Scope
! Objectives
! Significance

! Cost Objects
! Cost Centres 
! Cost Units
! Classification of Costs

Marks of Objective, Short Notes, Distinguish Between, Descriptive & Practical Questions

Legend

Objective Short Notes Distinguish Descriptive Practical

For detailed analysis Login at www.scannerclasses.com 

for registration and password see first page of this book. 
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CHAPTER AT A GLANCE

S.
No.

Topic Important Highlights

1. Meaning 1. Cost: Cost refers to the expenditure
incurred in producing a product or in
rendering a service.  It is expressed from
the producer or manufacturer’s viewpoint.
(not that of consumer/ end user.) Cost
ascertainment is based on uniform
principles and techniques.

2. Costing: The technique and process of
ascertaining cost. 

3. Cost Accounting: The process of
accounting for cost which begins with
recording of income and expenditure or
the bases on which they are calculated
and ends with the preparation of
periodical statements and reports for
ascertaining and controlling costs. 

4. Cost Accountancy: The application of
costing and cost accounting principles,
methods and techniques to the science,
art and practice of cost control and the
ascertainment of profitability. It includes
the presentation of information derived for
the purpose of managerial decision-
making.

2. Objectives of
Cost Accounting

Ascertainment of Cost:
1. Determination of selling price
2. Cost Control and Cost Reduction
3. Ascertaining the profit of each activity
4. Assisting management in decision-making



[Chapter  1] Introduction to Cost Accounting O 8.13

3. Advantages of a
Cost Accounting
System

1. Profit Measurement and Analysis
2. Cost Reduction
3. Cost Comparison and Cost Control
4. Identification of losses and inefficiencies 
5. Financial Decision Making
6. Price Determination

4. Features of a
Good Cost
Accounting
System 

1. Accuracy of data
2. Relevance of data
3. Simple and easy to operate
4. Participative Roll of executives
5. Cost - Effective
6. Management’s Role
7. Smooth implementation

5. Factors for
Installing a Cost
Accounting
System

1. Scope of Coverage
2. Objective
3. Technical aspects
4. Organisational Set-up
5. Impact of expansion on cost
6. Psycho-social aspects
7. Impact on Accounting System
8. Information requirements

6. Classification of
Cost

1. On the basis of Time Period 
(a) Historical Cost
(b) Current Cost
(c) Pre-determined Cost

2. On the basis of Behaviour/Nature/
Variability 
(a) Variable Cost
(b) Fixed Cost
(c) Semi – variable Cost
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3. On the basis of Elements 
(a) Materials
(b) Labour
(c) Expenses

4. On the basis of Relationship 
(a) Direct Cost
(b) Indirect Cost

5. On the basis of Controllability 
(a) Controllable Costs

(i) Time
(ii) Location
(iii) Product/Output

(b) Non-Controllable Cost
6. On the basis of Normality 

(a) Normal cost
(b) Abnormal Cost

7. On the basis of Functions 
(a) Production Costs
(b) Administration Costs
(c) Selling Cost
(d) Distribution Cost
(e) Research Cost
(f) Development Costs
(g) Pre-Production Cost
(h) Conversion Cost

8. On the basis of Attributability to the
Product 
(a) Period cost
(b) Product Cost

(i) Preparation of Financial Statements
(ii) Product pricing
(iii) C o s t - p l u s - C o n t ra c t  w i t h

Government Agencies
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9. On the basis of Relevance to decision
making 
(a) Relevant Cost

(i) Marginal Cost
(ii) Differential Cost
(iii) Opportunity Cost
(iv) Out-of-pocket Cost
(v) Replacement Cost
(vi) Imputed Cost
(vii) Discretionary Cost

(b) Irrelevant Costs
(i) Sunk Cost
(ii) Committed Cost
(iii) Absorbed Fixed Cost

7. Other Costs 1. Explicit Cost: This is also known as out
of pocket cost. It refer to cost involving
immediate payment of cash. Salaries,
wages, postage and telegram.

2. Implicit Cost: This cost do not involve
any immediate cash payment. It is not
recorded in the books of account. It is also
known as economic cost or imputed cost. 

3. Estimated cost: Estimated cost are
prospective cost since they refer to
prediction of cost. 

4. Shut down cost:  In other words, all fixed
cost which cannot be avoided during the
temporary closure of a plant will be known
as shut down cost.

5. Absolute cost:  It refers to the cost of any
product, process or unit in its totality. Here
the cost depicted in absolute amount may
be called absolute cost and are base cost
on which further analysis and decisions
are based.
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8. Cost Sheet Meaning: A Cost Sheet is a statement which
shows the break-up and build-up of costs. It is
a document which provides for the assembly
of the detailed cost of a cost Center of a cost
unit. 
Uses: The following are the uses of the Cost
Sheet. 
1. Presentation of Cost information. 
2. Determination of Selling Price. 
3. Ascertainment of Selling Price. 
4. Product-wise and Location-wise Cost

Analysis.
5. Inter-firm and Intra-firm Cost Comparison. 
6. Preparation of Cost Estimates for

submitting tenders / quotations.
9. Cost Period The period to which the Cost relates is called

Cost period. It is also called the control period
since cost ascertainment is for the purpose of
control. Generally, the cost period is shorter
than the financial period used for reporting
purposes. 

Cost Unit 
It is a unit of production, service or time or combination of these, in relation
to which costs may be ascertained or expressed. Cost units differ from one
business to the other. They are usually units of physical measurement like
number, weight, area, volume, time, length and value. Illustrations are as
under:

Industry or
Product

Cost Unit Industry or
Product

Cost Unit

Paints Litres Automobiles Number

Cement Tonne Gas Cubic metre

Power Kilo-watt hour Brickworks Thousands

Transport Tonne - kilometer or
Passenger- kilometer

Interior
Decoration

Each
Contract
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Responsibility Center
It is an activity Center of a business organisation entrusted with a special
task. 
It is a unit of function of a business organisation headed by an executive
responsible for its performance.

TYPES OF RESPONSIBILITY CENTRES

Particulars Cost Centres Revenue
Centres

Profit Centres Investment
Centres

Meaning A Center for
w h i c h  a
s t a n d a r d
amount of cost
is predeter-
mined and used
for control.

A  c e n t e r
devoted to
r a i s i n g
revenue (no
responsibility
for production)

A Center whose
performance is
measured in
terms of income
earned and cost
incurred (profit
earning)

A  C e n t e r
responsible for
earning profits
and also for
a s s e t
utilisation. 

Primary   
responsibility

Cost reduction
and cost control

Generation of
sale revenue.

Profit earning Earning return
of investments

Performance
evaluation 

Standard cost
less actual cost 

B u d g e t e d
revenue less
actual revenue

Budgeted profits
l e s s  a c t u a l
profits 

Budgeted ROI
less actual
ROI.

METHODS OF COSTING

1. Job Costing  The cost of each job is ascertained separately. It
implies that the direct cost of each job is traceable
and identifiable. It is suitable in all cases where
work is undertaken on receiving a customer’s
order/ assignment. Some examples are printing
press, motor workshop, etc. 

2. Batch Costing It is used where the output under a particular work
order consists of similar units. It may not be
economically feasible to ascertain cost per unit.
Hence a collection or a lot of units called a batch is
taken for cost ascertainment purposes.
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Each batch is treated as a unit of cost and thus
separately costed. Here cost per unit is determined
by dividing the cost of the batch by the number of
units produced in the batch. 

3. Contract Costing A larger job is called a contract. Generally,
execution of work is distributed over two or more
financial years. Hence, the cost of each contract is
ascertained separately. It is suitable for firms
engaged in the construction of bridges, roads,
buildings etc. 

4. Single or Output
Costing

Cost is ascertained for a product, the product being
the only one produced like bricks, coals, etc. 

5. Process Costing
and Operation
Costing

The cost completing each stage of work is
ascertained, like cost of making pulp and cost of
making paper from pulp. In mechanical operations,
the cost of each operation may be ascertained
separately, the name given is operation costing. 

6. Operating or
Services Costing

Ascertainment of cost of rendering or operating a
service is called Service Costing or Operating
Costing. It is used in the case of concerns
rendering services like transport, cinema, hotels,
etc. where there is no identifiable tangible cost unit. 

7. Multiple Costing It represents a combination of two or more
methods of costing outlined above. For example, if
a firm manufactures bicycles including its
components; the parts will be costed by batch
costing system but the cost of assembling the
bicycle will be computed by the Single or output
costing method. The whole system of costing is
known as multiple costing. 
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FOR ASCERTAINING COST, FOLLOWING TYPES OF COSTING ARE
USUALLY USED

1.
2.
3.
4.
5.
6.

Uniform Costing
Marginal Costing
Absorption Costing
Direct Costing
Standard Costing
Historical Costing

SHORT NOTES

2008 - Dec [8] Write a short note on the following :
(d) Uniform Costing (5 marks) [CMAIG - II]

Answer :

Uniform Costing: • It is the practice of using the same costing
principles and/or practices by a number of firms
in the same industry.

• It helps in inter firm comparison, fixation of price,
cost control and cost reduction and in seeking tax
relief or protection from Government.

• For better perception and judgment of
performance of individual units/undertakings by
a comparative study, the performance/
achievement must be expressed in the same
denomination so that like is compared with like.

 Space to write important points for revision 

2009 - June [8] Write a short note on the following:
(c) Profit Center (5 marks) [CMAIG - II]
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Answer :

Profit Center : • A Center whose performance is measured in terms of
both, the expenses it incurs and revenue it earns is
called as profit center.

• Thus the profit Center is that segment of the activity
of a business with which both the revenues and
expenses are identified and profit or loss made by
that particular segment of activity is ascertained.

• Profit Center is a responsibility Center for which both
costs and revenues are accumulated.

• As defined by CIMA London, profit Center is “a part of
business accountable for costs and revenues” It may
be called a Business Unit or Strategic Business Unit.

• The object of profit Center is to maximize the Center’s
profit i.e. difference between revenues and expenses.

 Space to write important points for revision 

2011 - June [4] (a) Write a brief note on Management Accounting.
(5 marks) [CMAIG - II]

Answer :

Management
Accounting :

• Management accounting is concerned with accounting
information which is useful for the management.

• It is “the presentation of accounting information in
such a way as to assist the management in the
creation of policy and day to day operation of the
undertaking”.

• It includes the methods and concepts necessary for
effective planning, for choosing between alternative
business actions and for control through the
evaluation and interpretation of performance.

• It embraces within its fold several subjects and cost
accounting is one of them.

 Space to write important points for revision 
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2011 - June [5] (b) Write a note on Chargeable Expenses. 
(5 marks) [CMAIG - II]

Answer :
Chargeable Expenses:
• These are also called direct expenses.
• These expenses are directly charged to product or cost unit.
• These are treated as a part of prime costs.
• They are directly identifiable.
• e.g. Cost of patent rights, hire charges of special plant, experimental

costs, Royalty paid in mining, costs of special layouts and designs, etc.
 Space to write important points for revision 

2011 - June [8] Write short notes on the following :
(a) Profit Center, (5 marks)
(c) Cost Control and Cost Reduction, (5 marks) [CMAIG - II]
Answer:
(a) Please refer 2009 - June [8] (c) on page no. 19 
(c) Cost Control & Cost Reduction : Cost control and cost reduction are

two different concepts. Cost control has the objective to achieve cost
targets while cost reduction is directed to explore the possibility of
improving the targets themselves.
Cost reduction is a continuous process and has no visible end while cost
control ends when targets are achieved.
• Cost control aims at maintaining the costs in accordance with

established standards.
• Cost control seeks to attain lowest possible cost under existing

conditions.
• Cost control is a preventive function.
• Cost reduction is concerned with reducing costs.
• Cost reduction recognizes no condition as permanent ,since a

change will result in a lower cost.
• Cost reduction is a corrective function.
 Space to write important points for revision 
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2012 - June [8] Write short notes on the following :
(b) Cost Control and Cost Reduction; (5 marks) [CMAIG - II]
Answer :
Please refer 2011 - June [8] (c) on page no. 21

 Space to write important points for revision 

2018 - Dec [8] Answer the following questions:
(a) State the advantages of cost control (any five) (5 marks)
(b) Describe briefly the main scope of cost accountancy. (5 marks)

DISTINGUISH BETWEEN

2009 - Dec [5] (a) Distinguish between Cost control and Cost reduction.
(5 marks) [CMAIG - II]

Answer:
Difference between Cost Control and Cost Reduction can be summarized in
the following table:

Cost control Cost reduction

1. The word ‘control’ indicates an

exercise in restraint. When

expenses are controlled, they

are restrained from growing

larger than they should grow.

Cost control is cost manage-

ment. It is meeting the budgeted

targets set. 

2. It is an organized and intentional

effort to limit the growth of cost

within limits.

1. Cost reduction involves target of

cost reduction. It believes in the

premise that there is always

scope for further improvement.

There is a concern for reducing

the expenses that are too high.

2. It is an organized and intentional

one time or continuous initiative

taken with the goal to reduce cost

from current level to a lower level.
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3. It is a reactive measure to stem

cost growth to stay within

budget. It is an effort to limit the

growth of cost. 

4. In business practices, Cost

control is a much better plan of

action. It involves creation of

responsibility centres with clearly

def ined authori t ies and

responsibilities.

3. It is a proactive effort to actually

reduce costs from baseline.

4. It is an initiative taken with the

goal to reduce costs from the

current level to a desired lower

level on a permanent basis. It is

a reaction to a problem.

5. Motivating and encouraging
employees to accomplish
budgetary goals is one of the
essential aspects of cost
control.

5. The goal of cost reduction can
be achieved in two ways. First-
reduce the cost/unit and second-
increase productivity. Reducing
wastages, improving efficiency,
searching for alternatives, etc.,
can effect cost reduction.

 Space to write important points for revision 

2017 - June [8] Answer the following question:
(c) Differentiate between Financial Accounting and Management

Accounting. (5 marks)
Answer:
The main differences between Financial Accounting and Management
Accounting are as follows: 

Financial Accounting Management Accounting

(a) Provides general business
information like P&L account,
Balance Sheet

Specific information relating to
specific problems and decision
making.

(b) Information for owners and
outside parties

Information is for management for
optimizing decisions.
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(c) Importance is on recording rather
than control

Emphasis is on control like using
details of materials, labour, etc for
standard costing, budgetary control.

(d) All commercial transactions
between the business and
external parties are recorded.

Concerned with Internal transaction
not involving payment or receipt

(e) Only those transactions that can
be measured in monetary terms
are recorded.

Other parameters like cost units,
apportioning bases are also
recorded.

(f) Efficiency of resource utilization -
men/materials or machine is not
available

Available for corrective action.

(g) Stocks are valued at cost or
market value, whichever is lower.

Always valued at cost.

(h) Records are maintained as per
Companies Act and as per
Income Tax Act.

Records are maintained as per
Companies Act only in certain
cases, that too as per Cost
Accounting requirements, but  
mainly   to   suit the management
for efficiency and control.

 Space to write important points for revision 

2017 - Dec [8] (b) Differentiate between Operation Cost and Operating Cost.
(5 marks)

Answer:
Operation Cost: Operation cost is the cost of a specific operation involved
in a production process or business activity. The cost unit in this method is
the operation, instead of process. When the manufacturing method of a
concern consists of a number of distinct operations, operating costing is
suitable.
Operating Cost: Operating cost is the cost incurred in conducting a
business activity. It refers to the cost of concerns which do not manufacture
any product but which provide services. Industries and establishments like
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power house, transport and travel agencies, hospitals, schools etc. Which
undertake services rather than the manufacture of products, ascertain
operating costs. The cost units used are Kilo Watt Hour (KWH), Passenger
Kilometer and Bed in the Hospital etc.

Operation costing method constitutes a distinct type of costing but it may
also be classed as a variant of process cost since costs  in this method are
usually compiled for a specified period.

 Space to write important points for revision 

2018 - June [8] Answer the following:
(a) Differentiate between cost control and cost reduction. (5 marks)
Answer:
Cost Control vs. Cost Reduction: Both Cost Control and Cost Reduction
are efficient tools for management but their concepts and procedure are
widely different. The main differences are as follows:

Cost Control Cost Reduction

(i) Cost Control represents efforts
made towards achieving target or
goal.

Cost Reduction represents the
achievement in reduction of cost.

(ii) The Process of Cost Control is to
setup a target, ascertain the
actual performance and compare
it with the target, investigate the
variances, and take remedial
measures.

Cost Reduction is not concerned
with maintenance of performance
according to standards.

(iii) Cost Control assumes the
existence of standards or norms
which are not challenged.

Cost Reduction assumes the
existence of concealed potential
savings in standards or norms
which are therefore subjected to a
constant challenge with a view to
improvement by bringing out
savings.
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(iv) Cost Control is a preventive
function. Costs are optimized
before they are incurred.

Cost Reduction is a corrective
function. It operates even when an
efficient cost control system exists.
There is room for reduction in the
achieved costs under controlled
conditions.

(v) Cost Control lacks dynamic
approach.

Cost Reduction is a continuous
process of analysis by various
methods of all the factors affecting
costs, efforts and functions in an
organization. The main stress is
upon the why of a thing and the
aim is to have continual economy
in costs.

 Space to write important points for revision 

DESCRIPTIVE QUESTIONS

2008 - Dec [4] (a) "Costs may be classified in a variety of ways according 
to their nature and the information needs of the management"Explain.

(5 marks) [CMAIG - II]
Answer :
• Cost classification is the process of grouping costs according to their

characteristics. Costs are classified or grouped according to their
common characteristics. Costs may be classified according to elements,
according to functions or operations, according to their behaviour,
according to controllability or according to normality.

• The breakup of the aggregate costs into relevant types, is an essential
pre-requisite of decision making as well as of controlling costs.
Classification of costs on different basis is thus necessary for various
purposes.



[Chapter  1] Introduction to Cost Accounting O 8.27

• For the purpose of decision- making and control, costs are distinguished
on the basis of their relevance to different type of decisions and control
functions. 

• The importance of distinguishing costs as direct or indirect lies in the fact
that direct costs of a product or an activity can be accurately allocated while
indirect costs have to be apportioned on the basis of certain assumptions.

• This is so because direct costs are controllable at the operational level
whereas indirect costs are not amenable to such control.
 Space to write important points for revision 

2010 - June [3] (a)  What is meant by ‘Relevant Cost’? Explain with the help
of illustration. (5 marks) [CMAIG - II]
Answer :

Relevant costs are those costs which are appropriate to a specific
management decision. These are represented by future cash flows whose
magnitude will vary depending upon the outcome of the management
decision made.

(a) Relevant
costs are the
future costs

A decision is about the future; it cannot alter what has
been done already. A cost that has been incurred in
the past is totally irrelevant to any decision that is
being made now. Costs that have been incurred
include not only costs that have already been paid,
but also costs that are subject of legally binding
contracts.

(b) Relevant
costs are
cash flows

Only cash flow information is required. This means
that costs or charges which do not reflect additional
costs, should be ignored for the purpose of
decision-making.

(c) Relevant
costs are
incremental
costs

Only costs which will differ under some or all the
available opportunities should be considered.



8.28 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

Illustration: For example, if an employee is expected to have no other

work to do during next week, but will be paid his basic wages (of, say

`1,000 per week) for attending work and doing nothing. His manager might

decide to give him a job which earns only ` 400 and it will be incurred

anyway whether the employee is given work or not.

 Space to write important points for revision 

2010 - Dec [2] (b) Explain ‘Cost Center’ and ‘Cost Unit’.
(5 marks) [CMAIG - II]

Answer :

Cost Center (a) It is defined as “a location, person or an item of

equipment (or group of these) for which cost may be

ascertained.”

(b) A cost Center is the smallest organizational sub-unit

for which separate cost allocation can be done.

(c) It is used for controlling costs.

Cost unit It is an unit of production, service time or a combination of
these, in relation to which costs may be ascertained or
expressed. A cost unit is an unit of product or unit of
service to which costs are ascertained by means of
allocation, apportionment and absorption.
Industry or Product Cost unit 
Construction each contract
Nuts & bolts gross
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Power KWH
Chemicals litre, Gallon, Kg, etc.
Transport passenger-Km, etc.

 Space to write important points for revision 

2015 - Dec [1] Answer the question:
(c) Narrate any two practical difficulties in installing a costing system. 

(2 marks) [CMAIG - II]
Answer:

Practical difficulties in installing a costing system: 

(a) Lack of

support

from top

management

In most cases, cost accounting system is introduced

without the support of the top management in all the

functional areas. Even the Managing Director or

chairman often introduces the costing system without

consulting the departmental heads. The departmental

managers treat this as interference in their work.

Thus, it creates a fear in the minds of the

departmental managers. 

(b) Resistance

from the

existing staff

Whenever a new system is introduced, resistance is

natural as the existing staff may feel that they would

loose their importance and may feel insecured of their

position in the organization.

 Space to write important points for revision 

2017 - June [8] Answer the following question:
(d) How would you classify costs based on behaviour? Give an example to

explain each class. (5 marks)
Answer:
Classification based on Behaviour– Fixed, Semi-variable or Variable:
Costs are classified based on behaviour as fixed cost, variable cost and
semi-variable cost depending upon response to the changes in the activity
levels.
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Fixed Cost: Fixed cost is the cost which does not vary with the change in
the volume of activity in the short run. These costs are not affected by
temporary fluctuation in activity of an enterprise. These are also known as
period costs. 
Example: Rent, Depreciation etc. 
Variable Cost: Variable cost is the cost of elements which tends to directly
vary with the volume of activity. Variable cost has two parts (i) Variable direct
cost (ii) Variable indirect costs. Variable indirect costs are termed as variable
overheads.
Example: Direct labour, Outward Freight. etc.
Semi-Variable Costs: Semi variable costs contain both fixed and variable
elements. They are partly affected by fluctuation in the level of activity. These
are partly fixed and partly variable costs and vice versa. 
Example: Factory supervision, Maintenance etc.

 Space to write important points for revision 

2017 - Dec [8] Answer the following questions:
(a) “Cost Accounting and Management Accounting are inter-dependent.” Do

you agree, discuss, 
(d) What is Responsibility Accounting? Also state the Principles of

Responsibility Accounting. (5 marks each)
Answer:
(a) Cost Accounting: In cost accounting, primary emphasis is on cost and

it deals with its collection, analysis, relevance, interpretation and
presentation for various problems of management.
Management Accounting: It utilizes the principles and practices of
financial accounting and cost accounting in addition to other
management techniques for efficient operations of a concern. It widely
uses different techniques from various branches of knowledge like
Statistics, Mathematics, Economics, Law and Psychology to assist the
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management in its task of maximizing profits or minimizing losses. The
main thrust in management accounting is towards determining policy and
formulating plans to achieve desired objectives of management.
From the above discussion it may be concluded that cost accounting and
management accounting are inter-dependent, greatly related and
inseparable.

Answer:
(d) Responsibility Accounting:

 It is a system of accounting that recognizes various responsibility
centres throughout the organisation and reflects the plans and
actions of each of these centres by assigning particular revenues
and costs of the one having the pertinent responsibility.

 It is a system in which the person holding the supervisory posts as
president, function head, foreman, etc. are given a report showing
the performance of the company or department or section as the
case may be. The report will show the data relating to operational
results of the area and the items of which he is responsible for
control. 

 Responsibility accounting follows the basic principles of any system
of cost control and standard costing. It differs only in the sense that
it lays emphasis on human  beings and fixes responsibilities for
individuals. It is based on the belief that control can be exercised by
human beings, so responsibilities should be fixed for individuals.
Principles of Responsibility Accounting:
(i) A target is fixed for each department or responsibility Center.
(ii) Actual performance is compared with the target.
(iii) The variances from plan are analysed so as to fix the

responsibility.
(iv) Corrective action is taken by higher management and is

communicated.
 Space to write important points for revision 
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2018 - June [8] Answer the following: 
(b) Cost accounting has emerged as a specialized discipline due to various

factors. List out these factors. (Any five) (5 marks)
Answer:
The main factors attributable for emerging cost accounting as a
specialized discipline are as under: (Any Five Factors)

(i) Limitations placed on financial accounting.
(ii) Improved cost consciousness.

(iii) Rapid industrial development after industrial revolution and World
wars.

(iv) Growing competition among the manufacturers.
(v) To control galloping price rise, the cost of computing the precise cost

of product / service.
(vi) To Control Cost, several legislations passed throughout the World and

in India too, such as Essential Commodities Act, Industrial
Development and Regulation Act (IDRA), etc.

 Space to write important points for revision 

PRACTICAL QUESTIONS

2016 - June [1] (g) A company has 1,000 units of obsolete items which are
carried in inventory at the original purchase price of ` 36,000 although their
market value as scrap is only ` 4,000. If the items are re-worked for
` 12,000, they can be sold for ̀  22,000. Find the relevant cost for selling the
items. (2 marks) [CMAIG - II]
Answer:
Relevant cost for selling the items

Particulars Amount (`)

Re-work cost 12,000

Add: Opportunity cost (scrap value) 4,000

16,000
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Note: If the obsolete items were sold as scrap in the market they would
have realised ` 4,000 but now the items are re-worked and not sold as
scrap. So, ` 4,000 has to be considered as opportunity cost.

 Space to write important points for revision 

2016 - Dec [3] (b) Classify the following costs according to function and
under the appropriate element of cost in the context of a jute bag
manufacturing unit:

(i) Nuts and Bolts
(ii) Commission on sales
(iii) Printing and Stationery
(iv) Product Catalogue
(v) Secondary packing material used in the delivery van. (5 marks)

Answer:

Element Function Material Labour Expense

Production Overheads Nuts and Bolts (i)

Administration
Overheads

Printing & Stationery
(iii)

Selling Overheads Product Catalogue
(iv)

Commission on
Sales (ii)

Distribution
Overheads

Secondary Packing
material item in
delivery van (v)
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Repeatedly Asked Questions

No. Question Frequency

1 Write short notes on Profit Center, 
09 - June [8] (c), 11 - June [8] (a) 2 Times

2 Write short notes on the Cost Control and Cost
Reduction 11 - June [8] (c), 12 - June [8] (b) 2 Times

3 Differentiate between cost control and cost
reduction. 09 - Dec [5] (a), 18 - June [8] (a) 2 Times
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CHAPTER AT A GLANCE

S.
No.

Topic Important Highlights

1. Meaning For cost ascertainment purpose, material refers to
the tangible, physical input used in relation to
production.
Material may be classified into Direct Material and
Indirect material.

2. Classification Classification into Direct and Indirect cost is based
on the relationship with the finished product. An
item of material is considered as Direct if it satisfies
the following conditions: 
1. There is a Direct Relationship between the

material cost and the finished product. 
2. Such relationship is capable of being expressed

or quantified.
3. Such expression or quantification achieves

control purpose. Therefore, insignificant or
immaterial relationship and quantification are
ignored. 

3. Material Cost
Control

1. Areas of material cost control 
(a) Quality
(b) Price
(c) Regular production flow
(d) Stockholding Quantity 
(e) Education in Wastage

2. Objectives of a system of material cost
control
(a) Purchasing raw materials of the required

quality, neither inferior nor highly superior
quality. 



[Chapter   2] Material Cost O 8.37

(b) Negotiating best prices for raw materials
from suppliers, taking factors like quality,
timeliness, reliability etc. into account. 

(c) Making available all items of materials,
stores and consumables, at the right time,
so as to ensure smooth production flow. 

3. Requirements of material cost control
(a) Co-ordination
(b) Documentation
(c) Purchase procedures
(d) Internal Check
(e) Budgeting
(f) Stores issue procedures
(g) Stock Verification procedures
(h) Stock Verification procedures
(i) Reporting and MIS Procedures

4. Purchase
Requisitions

Meaning: It is a form used for making a formal
request to the purchasing department to procure
materials. 
Origination: This form is usually filled up by the
store-keeper for regular materials and by the
assistant in the production planning or technical
department for special materials. It should be
signed and approved by a responsible official e.g.
Works Manager, in addition to the one originating
it.  

5. Procedures
involved in
selecting a
particular
supplier

1. Sources of Supply
2. Receipt of Information
3. Analysis of Information
4. Decision on Supplier
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6. Procedure of
receipt and
inspection of
materials

1. The Receiving Department is responsible for
making for the incoming materials, checking
and verifying their quantities, inspecting them
with respect to their grade, quality or other
technical specifications. The Inspection Wing
or Staff carries out a technical appraisal of the
incoming supplies. 

2. If the materials are found acceptable, these
are officially received by preparing a “Goods
Received Note” and “Inspection Report”.
They are then passed on to Stores (or other
departments for which these might have been
purchased). 

3. In case the quality is not the same as
ordered, the goods are not accepted. 

4. The Goods Received Note (GRN) is prepared
in quadruplicate (4 copies) to be used as
under: 
(a) Purchase Department – for verifying

supplier’s bill for payment. 
(b) Stores or Indenting Department – for 

acknowledgment and record.
(c) Cost Accounting Department – for

reference and record.
(d) Retained for use by the receiving

department – for acknowledgment and file. 

7. Bill of
Materials

1. Bill of Materials (BOM) is a schedule of
standard quantities of materials required for
any job or other unit of production. 

2. It is also known as Material Specification List
or just Material List. 

3. It lays down the exact description and
specifications of all materials and quantities
required for a job or product. 
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4. It is prepared by the Engineering / Planning
Department in a standard form, in 4 copies to
be used as below: 
(a) Stores Department – for verification

against request for issue of materials. 
(b) Cost Accounts Department – for

accounting of standard cost.
(c) Production Control Department – for

control purposes. 
(d) Engineering or Planning Department – for

record, reference and control purposes.

8. Advantages 1. To the Stores Department: 
(a) To provide a basis for preparing material

purchase requisitions. 
(b) To act as authorisation for issuing total

material requirement. 
(c) To reduce paperwork and clerical activity

in verification of each and every item of
materials to be issued. 

2. To the Cost Accounts Department: 
(a) To prepare budgets or estimates of

material cost for jobs / processes /
products. 

(b) To compute material cost variances,
analyse reasons and hence control
excess cost of material used.

3. To the Production Control Department: 
(a) To control usage of materials. 
(b) To save time otherwise spent in preparing

separate requisitions of material.
4. To the Engineering or Planning

Department: For record, reference and
control purposes. 
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9. Material
Requisition
Note

MEANING
“Material Requisition Note (MRN) is the document
for issue of materials from  production
departments to stores.” It is the voucher of
authority as regard issue of materials for use in
the factory or in any of is departments. 
COPIES
MRN’s are made out in triplicate to be used by: 
1. Store-keeper – for issuing materials. 
2. Cost department – to account for cost thereof. 
3. The Department requiring the material – for

control purposes.

10. Origination 1. Where a ‘Materials List’ has been prepared:
MRN can be prepared by the production
department. Such requisition can be either for
the whole of all specified materials or in
different lots, drawn upto the limit specified in
the list. 

2. Where a ‘Materials List’ has not been
prepared: MRN should ideally be prepared by
the planning department. If there is no
Planning Department, it may be prepared by
the concerned Production Department. In all
cases, it should be duly approved by a
responsible official.

11. Procedure for
transfer of
materials
from one job
to another 

1. Practically, materials issued to a job or
department may be found excessive when
compared to the requirements. 

2. It may not be feasibly or suitable for return to
Stores because of its bulk, heavy weight,
brittleness or some such reason. 

3. Such materials may alternatively be
transferred to some other job or department,
whether it may be found useful for production
purposes.
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4. Direct transfer of material from one job to
another is not improper. But it should not be a
regular feature. 

5. At the time of transfer, a Material Transfer
Note  is prepared in duplicate, to be used by: 
(a) Cost Accounting Department:  for

recording the cost of transfer and making
appropriate entries. 

(b) Transferring Department:  for record,
reference and acknowledgment purposes.

6. Since the materials are not returned to stores,
no copy is sent to the Stores Department. 

12. Store Records The records of stores are maintained in the
following forms: 
1. Bin Cards or Stock Control Cards: Maintained

in the Stores Department, it gives quantitative
details. 

2. Stores Ledger: Maintained in Stores or in Cost
Department, it gives both quantitative and
financial information. 

13. Bin Cards Meaning
Bin Cards are quantitative records of stores
showing quantities received, issued to production
and balance stock available. These are kept
attached to the bins or receptacles so that these
assist in the identification of stock. 

14. Stock control
cards

Meaning 
Stock Control Cards are quantitative records of
stores showing quantities received, issued to
production and balance stock available. These
contain further information as regards stocks on
order. The stock Control Cards are kept in
cabinets or trays or loose binders, and not along
with the bin. 
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15. Priced Stores
Ledger

Stores Ledger is a record of material receipts,
issues and balance in stock. It may be either: 
1. Quantitative Stores Ledger –It is kept by

Stores Department, gives quantitative
information only. 

2. Priced Stores Ledger – It is kept by Cost
Department, gives quantitative cum cost
information.
(a) It is a ledger note book. It is a subsidiary

ledger to the main Cost Ledger. It is
generally maintained by the Cost
Accounting Department. Receipts are
posted from Goods Received Notes.
Issues are posted on the basis of
Materials Requisition Notes, Material
Return Notes (to Vendor). 

16. Criteria for
fixing
minimum
stock level

1. Information about maximum consumption and
maximum delivery period in respect of each
item to determine its re-order level. 

2. Average rate of consumption for each
inventory item.

3. Average delivery period for each item. This
period can be calculated by averaging the
maximum and minimum period. 

17. Criteria for
fixing
maximum
stock level

1. The fixation of maximum level of an inventory
items requires information about its-re-order
level. Hence Re-order level should be known
and pre-determined. 

2. Knowledge about minimum consumption and
minimum delivery period for each inventory item.

3. Economic Ordering Quantity (EOQ) or the
Re-Order Quantity should be known.

4. Availability of funds, storage space, nature of
items and their price per unit are also
important for the fixation of maximum level.
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18. ABC analysis Meaning
ABC Analysis is a form of inventory control
wherein different degrees of control are exercised
over different items of stores on the basis of the
investment (value) involved. 
Categorization
Under this system, the items are divided into three
categories according to their importance (value)
and frequency of replenishment during a period.
These categories are: 
• A Category – Highly important 
• B Category – Relatively less important 
• C Category – Least important 

19. Advantages 1. Smooth flow: ABC Analysis ensures that
minimum investment will be made in
inventories of stocks of materials or stocks to
be carried, without any danger of interruption
of production for want of materials or stores
requirement. 

2. Cost Reduction: The cost of placing orders,
receiving goods and maintaining stocks is
minimised, specially if the system is coupled
with the determination of proper economic
order quantities. 

3. Control by exception: Management time is
saved since attention need be paid only to
some of the items rather than all the items. 

4. Standardization: With the introduction of the
ABC system, much of the work connected with
purchases  can be systematized on a routine
basis to be handled by subordinate staff. 
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20. Perpetual
Inventory
Records

Meaning
Perpetual Inventory Records refer to the inventory
records. 
Advantages
1. Physical stocks can be counted and book

balances adjusted as and when desired
without waiting for the entire stock-taking to be
done.

2. A systematic review of the perpetual inventory
reveals the existence of surplus, dormant,
obsolete and slow-moving materials, so that
remedial measures are taken in time. 

3. Discrepancies are easily located and
corrective action can be promptly taken to
avoid their recurrence. 

4. Interim financial statements and final accounts
can be quickly prepared as stock figures are
readily available.

21. Continuous 
Stock Taking

Meaning 
Regular stock taking year round take place.
Advantages
The advantages of continuous stock-taking are: 
1. Stoppage of Normal workflow like receipt and

issue of materials is not necessary. 
2. Stock verification work is spread throughout

the year. 
3. Surprise element involved in checking keeps

the stores staff duty-conscious. 
4. Discrepancies can be detected and corrected

much earlier. 
5. Obsolete and slow-moving items can be

detected immediately. Overstocking of such
items can be avoided. 



[Chapter   2] Material Cost O 8.45

DISTINCTION BETWEEN PERIODIC AND CONTINUOUS STOCK
VERIFICATION

Periodic Stock Taking Continuous Stock Taking

Stock Verification takes place at
the end of a financial period, say a
year.

Stocks are verified at regular
intervals during the year. Since
stocktaking takes place regularly, it
is called continuous stocktaking. 

All items of stocks are covered in a
single stretch of verification say
over two or three days.

In each verification, two or three
items are covered. In a entire period,
all items are covered on rotation
basis. 

Regular stores procedures like
materials receipts, issue etc. may
have to be stopped to facilitate
stocks taking.

There is no interference with regular
work flow.

Discrepancies can be known only at
the end of the period. Responsibility
cannot be easily fixed.

Discrepancies are ascertained
immediately in order to take corrective
action and avoid recurrence. 

Inventory Records may also be
updated periodically, say weekly or
monthly, infact, at any time before
physical verification. 

Due to surprise element involved,
Inventory records must be maintained
and updated at all times. This is called
Perpetual Inventory Records. 

Economic
Order
Quantity

1. Meaning: Economic Order Quantity refers to the
quantity to be purchased every time so as to
minimise the total of two types of costs associated
with purchase. The size of the order for which both
ordering and carrying cost are minimum is known as
economic order quantity. 

2. Computation: By applying Wilson’s formula 



8.46 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

Where
A = Annual requirement 

(usage or raw material
is units)

B = Buying or Ordering 
Costs per order

C = Carrying Costs per 
units of raw 
material per annum

3. Cost Associated with 
EOQ

4. Assumptions
Wilson’s formula for computing the EOQ is based on
the following assumptions:
(a) Annual Requirement of Raw Material is 

pre-determined. 
(b) Buying cost per order. It is fixed and known in 

advance.
 (c) Carrying cost per unit per annum is fixed and 

known is advance. 
(d) Raw Materials are available uniformly 

throughout the year. 
(e) Production Schedule is uniform through the 

year. 
(f) Cost per unit of the raw material is constant.

METHOD
Sr. Method Features Advantage Disadvantage

1. Specific
price

(a) Under this Method, each
consignment of materials
purchased is identified
separately as to its price. It
is useful when materials
are purchased and issued
for a specific job or work
order.

(a) The cost of materials
issued for production
purposes to specific jobs
represent actual and
correct costs. 

(a) This method is
difficult to operate
when purchases
and issues are
numerous. 
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(b) Each lot of material will be
stored separately.

(c) Separate accounts / folios
will be maintained for each
lot in the Stores Ledger.

(b) This method is best
suited for nonstandard
products. 

(b) Slight error in
posting involves
lot of adjustment
a n d  t rans fe r
entries. 

2. First-in-
first out
method
(FIFO)

(a) It is a method of pricing the
issues of materials, in the
order in which they are
purchased.

(b) The earliest prices at which
materials were received
are exhausted first before
subsequent prices are
taken up.

(a) I t  is  s imple to
understand and easy to
operate 

(b) In the case of falling
prices, the use of this
method gives better
results.

(c) Closing stock of material
will be represented very
closely at current market
price.  

(a) This method may
lead to clerical
errors, when the
prices fluctuate
frequently. 

(b) T h e  c o s t s
charged to the
same job are
likely to show a
variation from
period to period
as each issue of
m a t e r i a l  t o
product ion is
related to a
specific purchase
price.

(c) In the case of
rising prices, the
real profit of the
concern is low. 

3. Last-in-
first-out
method
(LIFO)

(a) It is a method of pricing the
issues of materials, in the
reverse order in which they
are purchased. 

(b) The prices of the most
recently received consign-
ments, i.e. immediately last
available consignment, are
exhausted first before
previous consignment
prices are taken up. 

(a) The cost of materials
issued will reflect the
current market price
approximately. Such a
trend in price of
materials enables the
matching of cost of
production with current
sales revenues. 

(b) The use of LIFO method
during the period of
rising prices does not
reflect undue high profit
in the income statement. 

(a) Calculation under
L IFO sys tem
b e c o m e s
complicated and
c u m b e r s o m e
when frequent
purchases are
made at highly
fluctuating rates.

(b) Costs of different
similar batches of
p r o d u c t i o n
carried on at the
same time may
differ a great
deal.
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(c) In the case of failing
prices profit tends to rise
due to lower material
cost, yet the finished
products appear to be
more competitive and
are at market price.

(d) In the long run, the use
of LIFO helps to iron out
the fluctuations in profits.

(e) During inflation LIFO will
tend to show the correct
profit. 

 (c) This method of
v a l u a t i o n  o f
material is not
acceptable under
the Accounting
Standards or to
the income tax
authorities. 

4. Simple
average
price
method 

Materials issued are valued at
average price, which is
calculated by dividing the total
of all units rate by the number
of unit rates. 
The formula used is:
Material Issue Price = 

(a) Useful  when the
materials are received in
uniform lots of similar
quantity, otherwise, it will
give wrong results. 

(b) Useful when purchase
prices do not fluctuate
considerably. 

(c) Simple to understand
and easy to operate.

(a) Materials issue
cost does not
represent actual
cost price. Since
the material is
issued at a price
o b t a i n e d  b y
averaging cost
price, a profit or
loss may arise
from such type of
pricing. 

(b) This method will
give incorrect
results, if the
prices of material
f l u c t u a t e
frequently. 

(c) T h e  p r i c e
determination is
unscientific, since
there is averaging
of prices without
considering   
quantity.
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5. Weighted
average
price
method

This method gives due
weightage to quantities
purchased and the purchase
price to determine the issue
price. 
Weighted Average Price =  

(a) It smoothens the price
fluctuations if at all it is
there due to material
purchases. 

(b) Issue prices need not be
calculated for each issue
unless new lot of
material is received. 

(a) Material cost
d o e s  n o t
represent actual
cost price and so,
a profit or loss
arises out of such
pricing method. 

(b) It may be difficult
to compute since
every new lot
received would
require recom-
putation of issue
prices.

6. Periodic
weighted
average
price
method

The total costs for various
consignments during the
period are added up. It is
divided by the total quantity
during the period. 
Periodic Weighted Average
Price = 

(a) This method is superior
to periodic simple
average price method as
i t  c o n s i d e r s  t h e
quantities also. 

(b) It nullifies or evens out
the effect of fluctuations. 

(c) It possesses all the 
advantages of simple
weighted average price
method. 

It is not suitable for
job costing because
each job is to be
priced at each stage
of completion. 

7. Moving
simple
average
price
method

(a) The rate for material issues
is determined by dividing
the total of the periodic
simple average prices of a
given number of periods by
the numbers of periods.

(b) It is necessary to fix up first
period to be taken for
determining the average.

(c) For example, a three
monthly period is chosen,
the moving simple average
prices will be determined
as under: 
For April – Average of
Simple Average prices for
January, February and
March For May – Average
of Simple Average prices
for February, March and
April. 

This method evens out price
fluctuations over a longer
period, thus stabilizing the
changes to work-in-progress.
Thus the cost of production
will be stable to a significant
extent.

This involves detailed
computations and
monthly revision of
issue rates. Also,
profit or loss may
arise by the use of
m o v i n g  s i m p l e
average cost. 
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8. Replace-
ment
price
method

(a) Replacement price is
defined as the price at
which it is possible to
purchase an item, identical
to that which is being
replaced or revalued. 

(b) Materials issued are
valued at the replacement
cost of the items. 

(c) The method presumes that
identical materials are
available in the market at a
certain cost. 

(d) The product cost is at
current market price.

Product cost reflects the
current market prices and it
can be compared with the
selling price. 

The use of the
method requires the
determinat ion of
market price of
material before each
issue. 

9. Standard
price
method

(a) Under this method,
material are priced at some
predetermined rate or
standard price irrespective
of the actual purchase cost
of the materials.

(b) Standard cost is usually
fixed after taking into
consideration the following
factors: 
(i) Current prices,
(ii) Anticipated market

trends and
(iii) Discount and transport 

charges etc. 
(c) Standard prices are fixed

for each material and the
requisitions are priced at
the standard price. 

(a) The use of the standard
price method simplifies
the task of evaluating
issue of material. 

(b) It facilitates the control of
material cost and the
task of judging the
efficiency of purchase
department. 

(c) It reduces the clerical
work. 

(a) The use of
standard price
does not reflect
the market price
and thus results
in a profit or loss. 

(b) The fixation of
standard price
becomes difficult
w h e n  p r i c e s
f l u c t u a t e
frequently. 

A c c o u n t i n g
treatment of loss
of material

Normal Loss
Meaning
1. Based on past data, a standard percentage of

normal shortage or loss is set. 
2. Cost of Normal Loss should be treated as regular

cost. 
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3. The cost of normal loss may be accounted under
any of the following methods: 
(a) As Direct Materials – by inflating the issue 

price; or (b) As Overhead
Abnormal Loss 
Meaning
1. It is the excess of actual loss over the normal

loss. (Note that above normal = abnormal)
2. Cost of Abnormal material shortage is a loss and

should be charged to the Costing Profit and Loss
account. 

3. If the losses or surpluses arise from errors in
documentation, posting etc, they are not
abnormal. Such errors should be rectified
through appropriate adjustment entries. 

WASTE
Meaning
1. It represents the portion of basic raw materials

lost in processing, having no recoverable value. 
2. It visible – remnants of basic raw materials; or

invisible – disappearance of basic raw materials
through evaporation, smoke etc. 

3. Shrinkage of material due to natural causes may
also be a form of a material wastage. 

Accounting Treatment 
1. Waste may be classified into Normal and 

Abnormal Waste. 
2. Cost of Normal Waste is absorbed in the cost of

net output, whereas Abnormal Waste is
transferred to the Costing Profit and Loss
account, as a loss. 

Accounting
Treatment for
Scrap 

Meaning
Scrap is the incidental residue from certain types of
manufacture, usually of small amount and low value,
recoverable without further processing. 



8.52 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

Accounting Treatment
Scrap may be treated in cost accounts in the
following ways: 
1. Other Income: Where the value of scrap is

negligible, such value may be excluded from
costs. Hence, the cost of scrap is borne by goods
units. Income from scrap realisation is treated as
other income. 

2. NRV of Scrap: The Net Realisable Value (NRV)
of Scrap i.e. Sales value less selling and
distribution cost, is deducted from Overheads.
Alternatively, the NRV can be reduced from
materials cost. This method is followed when
scrap cannot be aggregated job or process-wise.

3. Specific Identification: When scrap is
identifiable with a particular job or process and its
value is significant, the scrap account is charged
with full cost. The credit is given to the job or
process concerned. The profit or loss in the scrap
account, on realisable, will be transferred to the
Costing Profit and Loss Account. 

Measures of
Controlling
Scrap Losses

1. Proper product designing by the Production 
Planning Department. 

2. Use of standardised materials, equipment,
personnel and efficiency by the Production
Department. 

3. Preparation of periodical scrap reports, comparison
of actual with standards and identifying
deviations and corrective action being taken. 

Spoilage Meaning
It used for materials which are badly damaged in
manufacturing operations, and they cannot be
rectified economically and disposed of in some
manner without further processing. 
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Accounting Treatment
1. Normal spoilage costs is included in cost either

charging spoilage loss to the job/process or by
charging it to Production Overhead. Any value
realised from spoilage is credit to Job/Process
Account or Overhead account. 

2. The cost of Abnormal Spoilage are charged to
the Costing Profit and Loss Account. When
spoiled work is the result of rigid specification,
the cost of spoiled work is absorbed by good
production. 

Defective Work Meaning 
Defective work signifies those units of production
which can be rectified and turned out as good units
by the application of additional material, labour or
other service. For example, duplication of pages or
omission of some pages in a book. 
Defective work arises due to sub-standard materials,
bad-supervision, bad-planning, poor workmanship,
inadequate-equipment and careless inspection.
Treatment of Defectives: Defectives are generally
treated in two ways: 
1. They can be brought upto the standard by

incurring further costs – additional material and
labour; 

2. They can be sold as inferior products (seconds)
at lower prices, where possible. 

Control over Defectives: Control of defectives be
covers the following two areas: 
1. Control over defectives produced. 
2. Control over reworking costs. 
For exercising effective control over defectives
produced and the cost of reworking, standards for
normal percentage of defectives and reworking costs
should be established. 
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Spoilage v Defectives: The difference between
spoilage and defectives is that while spoilage cannot
be repaired or reconditioned, defectives can be
rectified and transferred, either back to standard
production or to seconds.

Rectification
Costs of
Defective Work

When Defectives are normal and inherent in the
process, they are – 
1. Charged to good products: The loss is

absorbed by good units. This method is used
when ‘seconds’ have a normal value; and
defectives rectified into ‘seconds’ or ‘first’ are
normal. 

2. Charged to Jobs: When defectives are normal
and are easily identifiable with specific jobs, the
work costs are debited to the job. 

3. Charged to General Overheads: When the
defectives caused in one department are
reflected only on further processing, the rework
costs are charged to general overheads.

4. Charged to the Department Overheads: If the
department responsible for defectives can be
identified then the rectification costs should be
charged to that department. 
If defective are abnormal and are due to causes
beyond the control of organisation the rework
cost should be charged to Costing profit and
Loss Account.

Treatment of
Losses due to
Obsolete Stores

Meaning
Obsolescence is defined as “the loss in the intrinsic
value of an asset due to its supersession”. 
Situations
Materials may become obsolete under any of the
following circumstances: 
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1. Where a spare part or component of a machinery
used in manufacture has become obsolete. 

2. Where it is used in the manufacture of a product
which has become obsolete. 

3. Where the material itself is replaced by another
material due to either improved quality or fall in
price.

In case of obsolescence, steps should be taken for
immediate disposal of such stores at the best
possible price. 
Treatment
The loss arising out of obsolete materials is an
abnormal loss and does not form part of the cost
manufacture.

PRICING OF ISSUES

Method Meaning Advantages Disadvantage

First in
First Out
(FIFO)

Price of the oldest
available stock is
taken as the issue
price. As a result,
closing stock is
valued at latest
purchase price.

(i) Simple method
to understand
and operate.

(ii) Closing stock
value is closer
to current price.

(iii) It is permitted by
A c c o u n t i n g
Standard (AS)-2
on 'Valuation of
Inventories'.

(i) It involves complex
calculation. 

(ii) It overstates profits in
inflationary market
conditions.

Last in
First Out
(LIFO)

Price of the latest
available stock is
taken as the issue
price.

(i) Prof i t s  a re
realistic.

(ii) Useful under
i n f l a t i o n a r y 
conditions.

(i) Closing stock value
does not represent
current  market
price.

(ii) It involves comp-
lex calculation.
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Simple
Average

The issues are
made at the
simple average
rate of the prices
o f  m a t e r i a l s
available at the
time of the issue.
The quantity of
receipts does not
make any differ-
ence. However,
the movement of
the stock will be
based on FIFO
principle.

It is easy to
compute the
price.

It does not reflect the
various in prices.

Weighted
Average

The issues are
priced at the
weighted average
rate of stock at
the time of issue.
It is calculated by
dividing the total
value of stock by
the quantities in
s t o c k .  T h e
average price
does not change
until a new receipt
takes place at a
different price.

It even out the
price fluctuation
and gives an
average realistic
rate.

It is not suitable
when inflation is
affecting market.
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Inventory

Control

Techniques

1. Economic Order Quantity (EOQ)
(a) It is the optimum order size which minimizes the

cost of inventory of the company. Total cost of
inventory for a stock is the sum of ordering
costs and storing / carrying costs.

(b) Ordering costs are the costs of bringing a
material into the stores and are incurred every
time an order is placed. Such costs include cost
of processing purchase orders, receiving and
inspecting cost and general administration
overhead comprising of salaries, stationery,
rent etc. of the purchase department.

(c) Carrying costs are costs incurred on the
maintenance of materials in the stores and
includes clerical handling, transportation costs
in relation to stocks, interest on capital blocked
in stores, obsolescence, pilferage, loss on
holding stock, rent and insurance.

(d) These two costs are inversely related.
(e) If the order size is reduced, more number of

orders is required to be placed to meet the
requirement, and hence ordering costs are
increased, but since inventory size is lowered,
the storing costs are reduced.

(f) Economic Order Quantity is that order size at
which equilibrium is established i.e., the total
cost of ordering and the cost of carrying an
inventory are equal.

EOQ =

The total cost of material is computed in the following
manner:

Purchase Cost (Annual requirement × Price per 
unit) 
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Ordering Cost (Number of orders × Ordering 
cost per order) 

Carrying cost of Average inventory 



TOTAL COST      

EOQ can be understood with the help of the
following graphical representation.

2. Level setting

(a) Re-order Level : It is that level of inventory
when an order needs to be placed. This is also
known as the re-order point and lies between
the maximum and minimum levels. It is
calculated using the following formulae:
Minimum level + Consumption during the time
required for delivery

OR
Maximum lead / delivery time × Maximum
usage/consumption

OR 
Safety stock + Lead time consumption

(b) Minimum Level : It is that level of inventory
below which the stock should not be allowed to
fall. If the stock falls below this level, the
chances of stock out are increased.
Re-order Level –  Average (or normal)
Consumption during Average lead time
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(c) Maximum Level : It is that level of inventory
beyond which the stock should not be allowed
to rise. This ensures that excess capital is not
blocked up unnecessarily.
Reorder Level + Reorder Quantity – Minimum
Consumption in Minimum Lead Time

OR
Safety Stock / minimum Level + Economic 
Order Quantity

(d) Danger Level : This level below the minimum
level and if the stock falls below this point, it
demands urgent action. It indicates that
material should be acquired immediately to
avoid stock out and interruption in production.
It is calculated using the following formula:
Average Consumption × Emergency Lead / 
Delivery Time

(e) Average Stock Level : This level ties between
the maximum and minimum levels. It is
calculated using the following formula:

Minimum Level + ½ Re-order quantity 
/Economic Order Quantity

3. ABC Analysis
(a) The various items of inventory are categorized

into 3 classes – A, B and C. 
(b) Category ‘A’ items involve largest investment.

Hence, control should be rigorous.
(c) Category ‘C’ items involve relatively small

investment although the number of items is very
large. The typical breakdown of inventory items
is given below: 
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Group Number of items (%) Inventory value (%)

A 15 70

B 30 20

C 55 10

4.  Vital, Essential and Desirable (VED) Analysis
This system involves division of items (materials)
into three categories – namely vital, essential and
desirable. It is used for those raw materials, which
are not easily available.
(a) Vital items require more attention because

production will be interrupted even if these
items are out of stock for a short term.

(b) Essential items are required for efficient and 
smooth running but not 
indispensable.

(c) Desirable items do not affect production
instantly, but if available will result in more
efficient running.

5. Fast-moving, Normal-moving, Slow-moving and
Dead (FNSD) stock Analysis
This system involves division of items (materials)
into four categories – namely fast-moving,
normal-moving, slow-moving and dead (FNSD)
stocks.
(a) Fast-moving items are those which are

consumed in very little time. They must be
carefully observed and replenished to avoid
stock-out. 

(b) Normal-moving items are those which are 
consumed in about a year. 

(c) Slow-moving items are those which are
consumed in probably two or more years. They
must be carefully analyzed before placing any
further orders. 
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(d) Dead stock items are those which are useless
and alternative use for such material should be
identified. It alternative use is not found, they
should be discarded and not unnecessarily
stocked.

6. Pareto Analysis
According to Pareto, 80% of a nation’s wealth is
held by 20% of its population. Hence, the remaining
80% population owns only 20% of the wealth.
Hence, this method is also known as 80:20
analysis.

7.  Perpetual Inventory System
The system involves maintenance of records like
bin card, stores ledger, etc., where the closing stock
balance is perpetually available. It keeps a running,
continuous record that tracks inventories and the
cost of goods sold on a day-to-day basis.

8. Periodic Inventory System
Cost of goods sold and updated inventory balance
are computed only at the end of the accounting
period. The accountant computes the cost of goods
sold by subtracting the ending inventories
(determined by physical count) from the sum of the
opening inventory plus purchases.
Suitability of perpetual and periodic system
depends on the relative costs and benefits of each.

9. Continuous stock taking
This system involves daily counting and physical
verification of the items by experienced and trained
staff. This way all the items are verified at least
once in a year.
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10. Inventory Turnover Ratio
It indicates the movement of average stock holding
in relation to its consumption during a particular
period. It is calculated by using the following
formula –

TREATMENT OF MATERIAL LOSSES

Sr. Material Definition Accounting Control

1. Waste It is that portion of raw
material which is lost
during production and
has no recoverable
value due to evapora-
tion, chemical reaction,
shrinkage, etc.

(a) The good units in the
process absorb this
normal waste of
material and hence the
cost of finished output
per unit increases.

(b) Abnormal wastage is
an accidental loss and
not part of routine
production activity. The
cost of abnormal loss
is transferred to the
Costing Profit and Loss
Account.

(a) Using past experiences
and technical factors,
normal allowances for
output and waste should
be made.

(b) Actual output and waste
s h o u l d  t h e n  b e
compared with these
anticipated figures and
deviation there from
should be carefully
studied.

(c) Responsibility should be
fixed on various depart-
ment heads and strict
adherence to set
standards must be
ensured.

(d) Better material handling
systems should be
established.
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2. Scrap It is the incidental

residue usually of

small amount and low

value, having some

recoverable value.

(a) If the value of scrap is

negligible, the cost of

the scrap is borne by

the good units. Any

income realized on

sale of such scrap

should be treated as

miscellaneous income.

(b) When scraps cannot

be identified with a

part icular job or

process, then the

overhead cost should

be reduced by the net

sales (i.e., sales –

selling and distribution

costs) generated from

such scrap.

(c) When scraps can be

ident i f ied with a

part icular job or

process, then its cost

should be transferred

to Scrap Account and

any sales proceeds of

such scrap should be

credited to that Scrap

Account, the net profit

o r  l o s s  b e i n g

transferred to Costing

Pro f i t  and  Loss

Account.

(a) Responsibility should be

d e l e g a t e d  t o  a l l

production department

heads.

(b) Periodical scrap report

should be prepared by

t h e  d e p a r t m e n t s

responsible for the

scrap. 

(c) Standard allowance for

scrap should be fixed

and actual scrap should

be compared.

3. Spoilage These materials are

badly damaged during

manufacturing    

process. Since, they

cannot be rectified

economically, they

need to be separated

from the process and

disposed off without

further processing.

Spoilage may be

(a) Normal spoilage costs

are included in the cost

sheet as part of the

specific production

order or production

overhead in general.

(b) Abnormal loss is

charged to the Costing

Pro f i t  and  Loss

Account. If the spoilage

is due to str ict

(a) P r e - d e t e r m i n e d

standards should be

fixed.

(b) A systematic procedure

of reporting should be

e s t a b l i s h e d  a n d

immediate corrective

actions should be taken.
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normal (i f within

acceptable limits) or

abnormal (if it exceeds

the standard limits).

specifications of the

client, its cost is

absorbed by the

production order while

the disposal cost is

charged to production

overhead.

(c) Responsibility should be

d e l ega ted  t o  a l l

production department

heads.

4. Defective These  are  a l so

damaged materials.

T h e y  c a n  b e

economically rectified

by application of

additional materials,

labour or other service.

Defective can arise

due to sub-standard

m a t e r i a l s ,  b a d

s u p e r v i s i o n  a n d

planning, inadequate

inspection etc.

Detectives identifiable with a

particular job should be

charged to that job.

Normal Defective

(a) These are charged to

good products.

(b) The rectification costs

are charged to general

overheads, i f no

department can be

identified for causing

such defectives.

(c) If the department

responsible for such

defectives is identi-

fiable then rectification

cost should be charged

to that department

only.

Abnormal Defective

(d) These should be

charged to Costing

Pro f i t  and  Loss

Account.

(a) Standard allowance for

defectives should be

f i xed  and ac tua l

defectives should be

compared.

(b) Periodical defectives

repor t  should be

p repa red  by  t h e

departments respon-

sible for the defectives.
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SHORT NOTES

2009 - Dec [8] Write short note on the following :
(e) Perpetual Inventory System. (5 marks)
Answer:
Perpetual Inventory System:
• Perpetual Inventory system means continuous stock taking. Under this

system, a continuous record of receipt and issue of materials is
maintained by the stores department and the information about the stock
of materials is always available. 

• Entries in the Bin Card and the Stores Ledger are made after every
receipt and issue and the balance is reconciled on regular basis with the
physical stock.

• The main advantage of this system is that it avoids disruptions in the
production caused by periodic stock taking.

• Similarly this system helps in having a detailed and more reliable check
on the stocks. The Stock records are more reliable and stock
discrepancies are investigated and appropriate action is taken
immediately.
 Space to write important points for revision 

2010 - Dec [8] Write short notes on the following:
(a) Treatment of scrap in cost accounts; (5 marks)
(d) VED Analysis; (5 marks)
Answer :
(a) Treatment of Scrap in Cost Accounting:

 It represents residue from certain type of material.
 It is always visible.
 It is of small amount and low value.
 For Eg: scrap of metals, etc
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Answer:
(d) VED Analysis:

This analysis divides items of materials into three categories in the
descending order of their criticality as follows:
(i) ‘V’ - stands for vital items and their stock analysis requires more

attention. The reason is that if these items are not available, the
resulting stock out will cause heavy losses due to stoppage of work.

(ii) ‘E’ - stands for essential items. Such items are considered essential
for efficient running but without these items the system will not fail.

(iii) ‘D’ - stands for desirable items, which do not affect production
immediately but availability of these items will lead to more
efficiency.
Thus, VED analysis can be useful to the management.

 Space to write important points for revision 

2011 - June [8] Write short note on the following :
(e) FSND Analysis. (5 marks)
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Answer :
FSND Analysis: Age of the inventory indicates the duration of inventory in
the organization. It shows the moving position of inventory during the year.
This analysis divides the items of inventory into four categories in the
descending order of their usage rate as follows.
1. ‘F’ stands for fast moving items and stocks of such items are consumed

in a short span of time.
2. Stock of fast moving items must be observed constantly and

replenishment orders be placed in time to avoid stock out position.
3. ‘N’ means normal moving items and such items are exhausted over a

period of time, i.e. say one year. The order levels and quantities for such
items should be on the basis of a new estimate of future demand to
minimize the risks of a surplus stock.

4. ‘S’ indicates slow moving items, existing stock of which would last for two
years or so. These items must be reviewed carefully before eliminating
them.

5. ‘D’ stands for dead stock which means that there will not be any further
demand for the same. It is necessary to identify these items and if there
cannot be any alternative use for the same, should be eliminated.
 Space to write important points for revision 

2011 - Dec [8] Write short note on the following:
(e) Perpetual Inventory System. (5 marks)
Answer :
Please refer 2009 - Dec [8] (e) on page no. 65

 Space to write important points for revision 

2018 - Dec [8] Answer the following question:
(c) What is just-in-time (JIT) system? List out its main benefits. (5 marks)
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DISTINGUISH BETWEEN

2009 - Dec [2] (a) Distinguish between Scrap, Spoilage and Defectives in an
engineering industry. (5 marks)
Answer:
Scrap is a residual material resulting from a manufacturing process. It has
a recovery value and is measurable. Its treatment in cost account will depend
on the total value of scrap. 
For the control purposes, scrap could be divided into: legitimate scrap,
administrative scrap and defective scrap.

It can be controlled through selection of right type of material and
manpower, determination of acceptable limits of scrap and reporting the
source of waste. 
Spoilage is the production that fails to meet quality or dimensional
requirements and so much damaged in manufacturing operations that they
are not capable of rectification and hence have to be withdrawn and sold off
without further processing. 
Rectification can be done but its costs may be uneconomic.
Defectives are a part of production units, which do not conform to the
standards of quality but can be rectified with additional application of
materials, labour and /or processing and made it into saleable conditions
either as firsts or seconds, depending upon the characteristics of the product.
The accounting treatment of defectives is same as those of spoilage.

Thus the difference between scrap, spoilage and defective is very subtle.
In some engineering units, even they are all clubbed under one head.

 Space to write important points for revision 

2015 - Dec [I] (e) State two main differences between scrap and spoilage.
(2 marks)

Answer:
Scrap is a residual material resulting from a manufacturing process. It has
a recovery value and is measurable. Its treatment in cost account will depend
on the total value of scrap.
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For the control purposes, scrap could be divided into: legitimate
scrap, administrative scrap and defective scrap.

It can be controlled through selection of right type of material and
manpower, determination of acceptable limits of scrap and reporting the
source of waste. 
Spoilage is the production that fails to meet quality or dimensional
requirements and so much damaged in manufacturing operations that they
are not capable of rectification and hence have to be withdrawn and sold off
without further processing. 
Rectification can be done but its costs may be uneconomic.

 Space to write important points for revision 

DESCRIPTIVE QUESTIONS

2010 - June [2] (a) Write a note on ABC system of Stores Control.
(5 marks)

Answer :
• ABC concept of classifying goods in an inventory is very commonly used

for exercising effective inventory control. 
• Under this technique, the items in inventory are classified according to

the value of usage. 
• The higher value items have lower safety stocks, because the cost of

production is very high in respect of higher value items. 
• The lower value items carry higher safety stocks.
• The annual consumption analyses of any organization would indicate

that a handful of top high value items, less than 10% of total number, will
account for a substantial portion of about 75% of the total consumption
value and such vital few items are called “A” items. The items falling
under this category require careful attention of material manager.
Similarly, large number of bottom items- account for only 10% of the
consumption value and are referred to as “C” category items. The items
that lie between the top and the bottom are referred to as “B” category
items. This is explained in the table given below:
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Category % of items    % of value
A     10 70
B     20 20
C     70 10
 Space to write important points for revision 

2016 - Dec [4] (b) How will you treat the following in Cost Accounts?
(i) Spoiled Work (2.5 marks)

Answer:
(i) Spoiled Work:

If it is inherent to the nature of job or production and is normal, it is
charged to the specific job or as an overhead for the entire production
if there is no specific job. Abnormal spoilage should be charged to the
Costing Profit and Loss Account. Any  proceeds  or  recoveries  should 
be  credited  to  the  account where the spoilage was debited.

 Space to write important points for revision 

2018 - June [8] Answer the following:
(c) What is Economic Order Quantity (EOQ)? State the assumptions

underlying EOQ. (5 marks)
Answer:
Economic Order Quantity (EOQ): EOQ is the size of the order for which
both ordering and carrying costs are minimum.
Assumptions underlying EOQ:

(i) Ordering Cost per order and Carrying Cost per unit per annum are
known and they are fixed.

(ii) Anticipated usage of material in units in known.
(iii) Cost per unit of the material is constant and is known as well.
(iv) The quantity of material ordered is received immediately i.e. lead time

is zero.
 Space to write important points for revision 
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PRACTICAL QUESTIONS

2013 - June [7] (a) The following is the summary of receipts and issues of

material in a factory for May 2013. Prepare the Stores Ledger (only the

quantity and rate columns of the Receipts and Issues are required) according

to

 (i) First In First Out Method;

(ii) Last In First Out Method;

(iii) Compute the Inventory Turnover Ratio under both (i) and (ii). Which

method shows a more favourable situation? (For the purpose of this

ratio, do not include shortage value in production cost.)

Date: May 2013 Transaction

1 Opening Balance 500 units @ ` 25 per unit

3 Issue 70 units

4 Issue 100 units

8 Issue 80 units

13 Received from supplier 200 units @ ` 24.5 per unit

14 Returned to Stores 15 units @ `  24 per unit 

16 Issue 180 units

20 Received from supplier 240 units @ ` 24.75 per unit

24 Issue 304 units

25 Received from supplier 320 units @ ` 24.5 per unit

26 Issue 112 units

27 Returned to Stores 12 units @ `  24.5 per unit 

28 Received from supplier 100 units @ ` 25 per unit

There was a shortage of 5 units on the 15th and 8 units on the 27th.

(10 marks)
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Answer:
Date Receipts Qty

(Units)

Rate FIFO Method LIFO Method

Issue Qty.(Units) Rates Issue Qty.(Units) Rates

May 2013

1. Opening
Balance

500 25 - - - - -

3 - - - To
Production

70 25 To
Production

70 25

4. - - - To
Production

100 25 To
Production

100 25

8. - - - To
Production

80 25 To
Production

80 25

13. From
Supplier

200 24.5 - - - - - -

14. Returned
to stores

15 24 - - - - - -

15. - - - (Shortage) 5 25 (Shortage) 5 24

16. - - - To
Production

180 25 To
Production
(180) 

10

170

24

24.5

20. From
supplier

240 24.75 - - - - - -

24. - - - To
Production
(304)

65
200

15
24

25
24.5

24
24.75

To
Production
(304)

240
30
34

24.75
24.5

25

25 From
supplier

320 24.5

26. - - - To
Production

112 24.75 To
Production

112 24.5

27. - - - (Shortage) 8 24.75 (Shortage) 8 24.5

27. Returned
Stores

12 24.5 - - -
-

- -

28. From
supplier

100 25 - - - - - -
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Particulars FIFO Method LIFO Method

Unit Units

Total Issued to
Production

846 21,001 846 20,924

Less: Returns 27 654 27 654

Net Cost of

Consumption

819 20,347 819 20,270

Closing inventory value 13,010 13,094

Opening inventory value 12,500 12,500

Total 25,510 25,594

Average inventory at
cost 25,510/2 = 12,755 25,594/2 = 12,797

Inventory Turnover
Ratio=

Mater ia l  cost  o f  the
sales/average inventory =
20,347/12,755 =1.585 or 1.6

20,270/12,797 = 1.585 or
1.6

Working Note:
(i) Calculation of closing inventory value

FIFO Method LIFO Method 

96 @ 24.75 = `2,376 316 @ 25 = ` 7,900

320 @ 24.5 = 7,840 212 @ 24.5 = 5,194

12 @ 24.5 = 294 528 = ` 13,094

100 @ 25 = 2,500

528     ` 13,010
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(ii) Calculation of value issued to production:

FIFO Method LIFO Method

495 @ 25      = ` 12,375 284 @ 25     = ` 7,100

200 @ 24.5   = 4,900 10 @ 24        = 240

15 @ 24         = 360 312 @ 24.5   = 7,644

136 @ 24.75    = 3,366 240 @ 24.75 =  5,940

846    ` 21,001 846    ` 20,924

Conclusion:  Inventory turnover ratio (1.595) under FIFO method shows a
more favourable situation.

 Space to write important points for revision 

2013 - Dec [1] {C} Answer the following:
(d) Draw a specimen bin card and appropriately record the following

transactions.
01-12-2013 Received from Supplier SW, 80 kg material A, Purchase
Price ` 20 per kg.
04-12-2013 Issued to assembly 50 kg. of A at ` 15 per kg vide
requisition No. 313. (2 marks)

Answer:
Specimen of Bin Card

BIN CARD
Bin No: ……….. Description: Material  A
Item: A Max. Qty.: ..…………..
Store Ledger Folio: …………. Min. Qty: ……………
Code No.: ……………. Ordering Level: ………….
Date Receipts Date issues Balance Godown

order
and
Audit
note

Dec.
2013

Challan No. of
credit slip no.

Qty Kg. Dec.
2013 

Requisition
No.

Qty Kg. Qty Kg.

1 Supplier SW 80 80

4 313 50 30

 Space to write important points for revision 
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2013 - Dec [2] (a) The following is an extract of stores ledger of a particular
item of stock with incomplete information for October 2013. You are required
to fill in the rate column of issues correct to two decimal places. Also fill in the
values under the ‘Balance column’ wherever indicated with a “?”. Identify the
method of stock issue followed by the company. How would you treat the
value of the shortages on 30th October in Cost Accounts?

Date Receipts Issues Balance

October
2013

Quantity
(Kg)

Rate
(`/Kg)

Quantity
(Kg)

Rate
(`/Kg)

Quantity
(Kg)

Value
(`)

1 50,000 1,25,000

7 5,000 2.4

10 30,000 62,000

15 20,000

20 15,000 2.6

25 10,000 2.5

29 20,000

30 shortage normal loss 200 ?

30 shortage abnormal loss 400 ?

31 9,400 ?

(8 marks)
Answer:

Date Receipts Issues Balance

Quantity
(kg)

Rate
(`/kg)

Quantity
(kg)

Rate
(`/kg)

Quantity
(kg)

Value `

01/10/2013 --- --- --- --- 50,000 1,25,000

07/10/2013 5,000 2.40 --- --- 55,000 1,37,000

10/10/2013 --- --- 30,000 2.50 25,000 62,000

15/10/2013 --- --- 20,000 2.50 5,000 12,000

20/10/2013 15,000 2.60 --- --- 20,000 51,000

25/10/2013 10,000 2.50 --- --- 30,000 76,000
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29/10/2013 --- --- 20,000 2.55
(51,000/
20,000)

10,000 25,000

30/10/2013
(shortage
Normal loss)

--- --- 200 2.50 9,800 24,500

30/10/2013
(shortage
Abnormal
loss)

400 2.50 9,400 23,500

31/10/2013 9,400 23,500

Note:
(i) Rate per unit = 1,25,000 + 12,000 - 62,000 = 75,000/30,000 = 2.50
(ii) Company has followed First in First Out method.
(iii) Abnormal Loss will be charged to Costing Profit & Loss A/C.

 Space to write important points for revision 

2013 - Dec [3] (b) PC Company purchases a specialized item and the
quantity to be purchased is 2500 pieces at a price of ` 200 per piece.
Ordering cost per order is ` 200 and carrying cost is 2% per year of the
inventory cost. Normal lead time is 20 days and safety stock is nil. Assume
yearly working days as 250.

(i) Calculate the Economic Ordering Quantity.
(ii) Re-order Inventory Level.
(iii) If a 2% discount on price is given for order quantity 1250 pieces or

more in a lot, should the company accept the offer of discount?
(8 marks)

Answer:

(i) Economic Ordering Quantity = 

=  = 500
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(ii) Reorder Inventory level = Normal lead time x normal usage 
= 20 × 2,500/250 = 200

(iii) Minimum order quantity to get 2% discount = 1250 Pcs
Total Cost = Buying cost + Carrying Cost + Purchase Price

=  × 200 +  × 196 × 2% + 2,500 × 196

= 400 + 2,450 + 4,90,000
= ` 4,92,850

Total Cost quantity ordered is 500 pcs.

Total Cost =  × 200 +  × 200 × 2% + 2,500 × 200  

= 1,000 + 1,000 + 5,00,000
= ` 5,02,000

Based on EOQ total cost is more than total cost at discount offer,
hence discount offer should be availed.

 Space to write important points for revision 

2013 - Dec [4] (a) The manufacture of each unit of Product X requires 2 kgs.
each of raw materials A, B and C. There was no opening stock of any
material. The following transactions took place in the production period
relating to purchase of raw materials:
A’s supplier charged ` 10,000 for 100 kgs. of A. Additionally, insurance was
` 600 and the freight to get A to the store was ` 800.
B’s invoice price showed ` 12,000 charged by the supplier for 100 kgs.
Freight was ` 800, which was included in the ` 12,000. There was no
insurance. B had a normal evaporation loss of 10% in transit. A further
abnormal loss of 20 kg of B was reported due to a small accident in transit.
` 200 was recovered from the transporter.
C’s supplier charged ` 15,000 for 120 kgs. of C. C absorbs moisture on
exposure to the outside air and by the time it came to the store, it weighed
150 kgs. This is a normal feature of C.
Materials were issued to production as per requirement. Compute the
material cost per unit of X corrected to two decimal places, using the
Generally Accepted Cost Accounting Principles for material cost and giving
the break-up of each raw material. (8 marks)
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Answer:

Quantity Value

Material A:

Invoice Price 100 10,000

Insurance 600

Freight 800

Total Cost 100 11,400 ` / kg of A = 114

Material B 100 12,000

Normal loss 10% 10

90 12,000 ` /kg of B = 133.3333

Abnormal loss 20 2,666.667

Material C 120 15,000

Normal gain 30

Total 150 15,000 ` / kg of C = 100

Material Cost of X

A: 2 kgs 2 x 114 = 228

B: 2 kgs 2 x 133.3333 = 266.67

C: 2 kgs 2 x 100 = 200

Total material cost per
unit of X

694.67

It can be writes that freight till the shop floor and insurance are part of
material cost or shows the addition of these items in material A, 
B: Normal loss is charged to material cost as per GACP. It should either write
this or show the working for normal loss of B
B: Abnormal loss is not charged to production. It is written off to the Costing
P & L A/c. Either this has to be written or the workings shown in B to state
how much abnormal loss is excluded as above.  

 Space to write important points for revision 
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2014 - June [1] {C} Answer the following:
(a) The annual demand for an item is 3200 units. The unit cost is ` 6 and

the inventory carrying cost is 25% per annum. If the cost of one

procurement is ` 150, determine the time between two consecutive

orders, assuming procurement is at EOQ. (2 marks)

(f) The opening stock, closing stock and purchases of materials were

respectively 10,000, 16,000 and 84,000 during a production period.

Compute the inventory turnover ratio. (2 marks)

Answer:

(a) EOQ = 

   =    

  =  = 800 Units.

No. of orders per year =  = 4.

Hence, Time between 2 orders =  = 3 months. 

Answer:

(f) Inventory Turnover Ratio = 

    = 

       =  = 6 times.

 Space to write important points for revision 

2014 - June [3] (b) P. Ltd., a manufacturing company, made the following
purchases of raw materials from different suppliers.
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Information pertaining to each material is given below:

Material Quantity as
per invoice

Rate **
per unit 

Other information

A 2000 kg ` 12 VAT 4%; Quantity discount = 2%
Cash discount for payment within 30 days = 5%
Delivered to store at supplier’s cost.

B 3000 kg ` 20 No VAT; Normal loss = 6% of the quantity during
transport.
Insurance ` 6000; Freight ` 2 per kg.

C 1000 kg 45 US $ Imported from US.
Import duty 24% of invoice value.
Insurance and freight at supplier’s cost.
Exchange rate at purchase date = ` 60 per US $
Exchange rate at payment date = ` 63 per US $

D 4000 kg ` 30 No VAT; No insurance.
Normal loss 3% of the quantity accepted.
Abnormal loss 2% reimbursed by transporter to the
extent of ` 1500

** rate means rate as per supplier’s price list before any discount or taxes.

Applying the Cost Accounting Standards for Material Cost, calculate the
value and quantity at which each material receipt will be recorded.

(9 marks)
Answer:

Quantity Cost  

Material A 2,000 Kg 2,000x12= 24,000
Less:  Quantity discount @ 2% =      480

    23,520
 Add: VAT @ 4% = 940.80

` 24,460.80

Material B 3,000 – Normal loss @ 6%
i.e.180 = 2,820Kg

3,000 x 20  = 60,000
Add: Freight  3,000 x 2 = 6,000
Add: Insurance             = 6,000

` 72,000
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Material C 1,000kg 1,000 × 45 = $ 45,000
  Add: Import Duty @24% = $10,800

$55,800
or 55,800 x 60= ` 33,48,000

Material D 4,000 – Normal loss @ 3%
i.e.120 = 3,880kg

4,000 x 30 = ` 1,20,000

 Space to write important points for revision 

2014 - June [5] (b) 200 kg. of a certain material valued at ` 50 per kg. were
issued from the Stores Department to the Production Department, During
transit, 2 kg. physically disappeared due to shrinkage (1% shrinkage is
considered normal) In the production process, the yield of good output was
80% of the input. 8% of the input had a slightly substandard dimension and
this can be sold as seconds in the market at a discount of 25% of the selling
price of good output, which is ` 300 per kg. 12% of the input emerged as
trimmings in the process. This was collected and can be sold in the market
at a net price of ̀  20 per kg. which is credited to the manufacturing overhead
as per the company’s practice.
Explain with reasons, the quantities that you will classify as (i) waste, (ii)
scrap and (iii) spoilage.
What will be the material cost per unit of the good output? (A simply
computed value will suffice. A detailed statement is not required)

(8 marks)
Answer:

   Material issued to production 200 kg

Less:  Shrinkage (1% of 200)   2 kg

   Input 198 kg

Less: 12% of 198 trimming   23.76 kg

174.24 kg

Less: 8% sub-standard (8% of 198)  15.84 kg

  Output 158.40 

(i) Waste: As waste has practically no value, its accounting is relatively
simple. The effect of the waste is to reduce the quantity of output.  In
order to arrive at the unit cost of the process, operation, or job, the
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total cost of the process, etc., is distributed over the reduced output,
i.e., the units of good production only. The cost of abnormal waste,
should, however, be excluded from the total cost and charged to the
Profit and Loss Account. 
Waste generated = 2kg

(ii) Scrap: Scrap is the form of incidental material residue coming out of
certain types of manufacturing processes but it is usually in small
amounts and has low measurable utility or market value, recoverable
without further processing. Scrap is discarded material having some
value.
Scrap generated= 23.76kg 

(iii) Spoilage: Spoilage arises when the production output is damaged in
such a manner and to such an extent that it cannot be used for the
original purpose for which it was designed but is to be disposed off in
some suitable manner without further processing. Spoilage  involves
not only the loss of material but also labour and manufacturing
overheads.
Spoilage = 15.84kg

Cost of material (200 × 50)  = ` 10,000.00
Material cost per unit of output = 10,000 / 158.4 = ` 63.13/ unit.

 Space to write important points for revision 

2014 - Dec [1] Answer the question:
(a) Material with invoice value ` 10,000 was received in the Stores Dept.

The transport cost was ` 200. Since the material leaked in transit,
damage to other goods of ` 350 had to be paid to the transporter. What
would be the material cost? (2 marks)

Answer:

Material Invoice value = ` 10,000

Transport cost = `      200

` 10,200
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As per CAS – 6 material receipts are valued at purchase price including
duties and taxes, freight inwards, insurance and other expenditure directly
attributable to procurement of material.
Further any demurrage or detention charges or penalty levied by transport
or other authority shall not form part of cost of material.

 Space to write important points for revision 

2014 - Dec [2] Answer the question:
(a) (iii) The following details are available relating to a consignment of 1,200

kgs of material X despatched by the supplier on an order:
(a) Basic Invoice price = ` 20 per kg (without considering trade

discount)
(b) Sales Tax = 8% of invoice price
(c) Trade Discount 10% on invoice price
(d) Insurance = ` 1,000 
(e) Delivery charges = ` 250
(f) Cost of containers: ̀  600 per container; Each container holds 50

kg of material. When containers are returned within 6 weeks,
rebate allowed is ` 400 per container. Containers are normally
returned on time. There is no sales tax, discount, insurance or
delivery charge applicable to the containers. Material X is
supplied in containers. Container Costs are paid separately.

(g) Two containers were lost in transit. This is considered abnormal.
(h) One container of material was rejected after receipt, on

inspection and discarded along with the material, (considered
normal).

(i) Three containers were damaged in transit/loading/unloading
before they reached the stores. No material was useable from
these. This is a normal loss in every consignment of 24
containers.

Present a statement showing the item wise treatment of the above,
stating your remarks for each, in accordance with CAS for material cost
and arrive at the final cost (`/kg) of the material to be used to record the
value of receipts in the stores ledger. (8 marks)
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(c) (i) A manufacturing company buys its monthly requirement of 7500
units of material in 10 equal instalments every year. Purchase cost
per unit is 15 and ordering cost is ̀  450 per order. Inventory carrying
cost is 15% p.a.
At what quantity of purchase will the ordering costs equal the
inventory carrying costs?
What is the total annual cost under the prevailing inventory policy? 
If the supplier is willing to offer a discount of 3% on supplies more
than 22,500 per order, what would you recommend as the revised
order quantity?
Evaluate by comparison with the option of ordering at economic
order quantity. (3 + 2 + 3 = 8 marks)

Answer:
(a) (iii)

Calculation of cost of quantity received

Particulars Amount (1200Kg)

Invoice price 24,000

Less: Trade discount @10%   2400

Total 21600

Add: Sales tax @8% 1920

Net invoice value 23520

Add: Insurance 1000

Delivery charges      250

Cost of 24 containers 24770

Less: Normal Loss (3 Containers) ----

Less: Abnormal Loss (2 Containers) 2359

Cost of total quantity (900 kg) Working Note 22411

Cost per Kg (22,411/900) 24.9

Add: cost of containers (200 × 18  600 × 4) 6000

Total     28411

Cost per container (28,411/18)  1578.39
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Note:
Quantity purchased 1200 kg
Less: Returned (one container) 50 kg
Normal loss (damaged 3 containers) 150 kg
Abnormal Loss 100 kg

900 kg
Answer:
(c) (i)
Quantity to be ordered when buying cost equals carrying cost,
Let the quantity ordered be x

× 450 =  × 15 x 15%

X =  6,000 units
When 6,000 units are ordered at a time, buying cost will be equal to carrying
cost.
Verification:
Buying cost = 90,000/6000 × 450  = ` 6,750

Carrying cost =  × 15%  = ` 6,750

Given
Monthly demand 7500 units
Annual demand  7500 x 12 = 90000 units
No. of orders 10 per year

Statement of total annual cost

Particulars Amount `

Total purchase price (90,000 x 15) 13,50,000

Total buying cost (10 x 450) 4,500

Total carrying cost (90,000/10 x ½ x 15x 15%) 10,125

Total cost 13,64,625

EOQ =  = 6,000 units

Total cost at EOQ = 13,50,000 + 6,750 + 6,750 = ` 13,63,500
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When order size is 22500 units 
Purchase price per unit   (15 - 3% of 15) = ` 14.55
Total purchase price (90,000 x 14.55) = ` 13,09,500
Total buying cost (90,000/22,500 x 450) = `        1,800
Total Carrying cost (22,500/2 x 14.55 x15%) = `      24,553 
Total Cost = ` 13,35,853
Total cost is less when order size is 22,500 units. Hence, we should avail
discount.

 Space to write important points for revision 

2015 - June [II] (a) (i) Naitik Limited produces a product which has a weekly

demand of 2500 units. The product requires 5 kg. material for every finished

unit of product. Material is purchased at ` 104 per unit. The ordering cost is

` 200 per order and the carrying cost is 10% per annum.

(1) Calculate Economic Order Quantity.

(2) Should the company accept an offer of 3% discount by the supplier who

wants to supply the annual requirement of the material in five equal

instalments? (3 + 5 = 8 marks)

Answer:

(1) Weekly demand = 2500 units

Material requirement = 5Kg./unit

Annual demand = 2500 × 5 × 52 = 6,50,000

Cost per Kg. = 104/5 = ` 20.8

Ordering Cost ` 200 per order

Carrying 10% per annum

EOQ = 

= 

= 11,180kg.
(2) Total annual cost when order size is EOQ:

Annual demand = 6,50,000 Kg.
Total purchase price = 6,50,000 x 20.8 = ` 1,35,20,000
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Carrying Cost = 11,180/2 x 20.8 x 10% = ` 11,627
Total buying Cost = 6,50,000/11,180  x 200 = ` 11,628
Total Cost = ` 1,35,43,255

Total annual cost when 5 orders are made:
Annual demand = 6,50,000 Kg. 
Numbers of orders = 5
Order Size = 6,50,000/5 = 1,30,000 Kg.

  Purchase price/unit = 20.8 -  ×  20.8 = 20.176

Total purchase price = 6,50,000 x 20.176 = ` 1,31,14,400
Carrying Cost = 1,30,000/2 x 20.176 x 10% = ` 1,31,144
Total buying Cost = 5 x 200 = ` 1,000
Total Cost = ` 1,32, 46,544

As total cost is reducing when, discount is availed.
Hence, company should accept the offer.

 Space to write important points for revision 

2015 - June [II] (d) (ii) A trading company starts its operation on 1-1-2014.
Its stock register reveals the following data regarding the purchase of goods
in 2014:
January to March - 10,000 units @ ` 10 each
April to June - 12,500 units @ ` 14 each
July to September -   7,500 units @ ` 16 each
October to December - 15,000 units @ ` 17 each
The company sells 27,500 units by 31st December 2014. Value the closing
stock by FIFO and LIFO methods and also find the cost of goods sold under
each method. (4 marks)
Answer:
Total Quantity sold 27,500 units
Value of closing stock and cost of goods sold under FIFO Method
Cost of goods sold:

10,000 units @ ` 10 = ` 1,00,000
12,500 units @ ` 14 = ` 1,75,000
5,000 units @ ` 16 =   `    80,000

    ̀  3,55,000
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Value of closing stock by FIFO Method:
2,500 units @ ` 16 = `    40,000

15,000 units @ ` 17 =  ̀  2,55,000

      ` 2,95,000

Value of closing stock and cost of goods sold under LIFO Method

Cost of goods sold:

15,000 units @ ` 17 = ` 2,55,000

7,500 units @ ` 16 = ` 1,20,000

5,000 units @ ` 14 =      `    70,000

    ̀  4,45,000

Value of closing stock by FIFO Method:

10,000 units @ ` 10 = ` 1,00,000

7,500 units @ ` 14 =  ̀  1,05,000

     ̀ 2,05,000
 Space to write important points for revision 

2015 - Dec [II] (a) (1) A Ltd. was ordering (in economic order quantities)

(EOQ) its raw material RM at a price of ` 750 per unit. The average annual

consumption was 18000 units. Carrying cost was 20% of average inventory

and the ordering cost was ` 1,500 per order. A Ltd. wants to move towards

the Just-In-Time system and the new policy proposes as follows: the average

number of units held in stock will be 100 units; ordering cost per order will be

` 1,510; carrying cost will be 20% of average inventory. However, the

purchase price will increase. The total new ordering cost will be 9 times the

new carrying cost.

(i) What was the EOQ before the new policy?

(ii) Calculate the inventory turnover ratio before and after the new policy.

(iii) How much is the increase in purchase price under the new policy?

Compare the two policies regarding raw material management and

offer your comments. (3 + 4 + 5 = 12 marks)
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Answer:

(i) Let, ‘q’ be the EOQ
At EOQ, Ordering cost = Carrying cost

 × 1,500 = 750 × 20% × 

q2 = 

q = 600
Therefore, before the new policy the EOQ was 600 units.

(ii) Inventory turnover ratio = 

  Before the new policy = =  = 60 times

  After the new policy =  = = 180 times

(iii) Let ‘X’ be the new purchase price
As per the question,
9 (20% × 100 × X) = (18,000/200) × 1510 [assuming the EOQ = 100
x 2 = 200 units] 
Or, 180 X = 1,35,900
Or, X = 755
Therefore, increase in purchase price is ` 5 p.u.

Comparison of policies

Particulars Computation Old policy New policy

Purchase cost 18,000 × 750
18,000 × 755

1,35,00,000
1,35,90,000

Ordering cost (18,000 ÷ 600) × 1,500
(18,000 ÷ 200) × 1,510

45,000
1,35,900

Carrying cost 20% of (600 ÷ 2) × 750
20% of (200 ÷ 2) × 755

45,000
15,100

Total 1,35,90,000 1,37,41,000

As the total cost is more in case of new policy, inventory management should
be as per EOQ method.

 Space to write important points for revision 
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2016 - June [1] {C} (I) Answer the following question:
(i) Calculate the recorder level from the following data:

Lead time: 3 weeks; Safety stock: 100 units; Annual uniform usage:
2,600 units. (2 marks)

Answer:
Reorder level = Average usage × Average lead time + Safety stock

= 

= 250 units
 Space to write important points for revision 

2016 - June [5] (a) A company requires 1,00,000 units of an item annually.

The cost per unit is ` 10. Ordering cost is ` 500 per order and inventory

carrying cost is 50% per unit per annum.

(i) Find the Economic Order Quantity (EOQ).

(ii) The supplier offers a discount of 3% for order quantity 4500-5999 and

3.5% for order quantity 6000 and above. Work out a statement

comparing the total inventory management costs for the EOQ, 4500

and 6000 units of order and comment on your findings. Advise the

company on how much to order. (10 marks)

Answer:

(i) EOQ =   = 

EOQ =  = 4,472 units (appx.)

(ii) Total Inventory Cost under different options:

(a) EOQ

Purchase Cost 1,00,000 × 10 10,00,000

Ordering Cost (1,00,000/4472) × 500 11,180

Carrying Cost 4,472 × 10 × 0.5 × 0.5 11,180

Total 10,22,360
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(b) When order quantity is 4,500

Purchase Cost 1,00,000 × 9.7 9,70,000

Ordering Cost (1,00,000/4,500) × 500 11,111

Carrying Cost 4,500 × 9.7 × 0.5 × 0.5 10,912

Total 9,92,023

(c) When order quantity is 6,000

Purchase Cost 1,00,000 × 9.65 9,65,000

Ordering Cost (1,00,000/6,000) × 500 8,333

Carrying Cost 6,000 × 9.65 × 0.5 × 0.5 14,475

Total 9,87,808

The company should order 6,000 units, as the total cost is minimum in

that case.
 Space to write important points for revision 

2016 - Dec [1] {C} (I) Answer the following questions. Each question carries

two marks:

(i) The average quarterly consumption of a material is 5200 units. Unit

cost is  ` 65. Storage cost is 15% p.a. and the ordering cost is ` 150

per order. Find the Economic Order Quantity (EOQ). (2 marks)

Answer: 

Average annual consumption - 5200 × 4 = 20800 units.

EOQ =

=

= 800 units.
 Space to write important points for revision 
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2016 - Dec [2] (a) The following information is available relating to raw

material movement in the month of November, 2016:

Date (November

2016)

Details of quantities in number of units

1 Opening stock 500 at ` 200 per unit

3rd to 5th Issue of 250 units

13th Received 200 units @ ` 190

14th Returned to Stores 15 units issued earlier to

November at opening stock rate

16th Issue of 250 units

20th Receipt of 240 units @ ` 195

24th Issue of 290 units

You are required to compute the inventory turnover ratio for the month of

November, 2016 using:

(i) FIFO and (ii) LIFO methods of pricing and comment on your findings.

(A detailed stores ledger account is not required. Only relevant figures

for the ratio need to be computed). (10 marks)

Answer: (a) 

Date

Nov

Receipts Issue (FIFO) Closing Stock (FIFO) Issue

(LIFO)

Closing Stock(LIFO)

Qty Rate Qty Rate Qty Rate ` Qty Rate Qty Rate `

1 500 200 1,00,000 500 200 1,00,000

3-5 250 200 250 200 250 200 250 200

13 200 190

14 15 200 250

200

15

200

190

200

250

200

15

200

190

200
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16 250 200 200

15

190

200

15

200

35

200

190

200

215 200

20 240 195 200

15

240

190

200

195

215

240

200

195

24 200

15

75

190

200

195 165 195 32,175

240

50

195

200

165 200 33,000

Total opening plus closing

stock value

1,32,175 1,33,000

Average stock 66,087.5 rft 66,500

Consumption Value

(515 × 200 + 200 × 190 + 75 × 195)

1,55,625 (350 × 200 + 200 ×

190 + 240 × 195)

1,54,800

Inventory Turnover ratio = Consumption

/Avg. Invy. 2.35 2.33

Comment: Declining prices imply lower consumption cost under LIFO

together with higher inventory value which reduces the numerator and

increases the denominator and hence, the marginal reduction in the

Inventory turnover ratio.
 Space to write important points for revision 

2016 - Dec [5] (b)Two components A and B are used as follows:

Normal usage 600 units per week each

Maximum usage 900 units per week each

Minimum usage 300 units per week each

Reorder quantity A 4,800 units B 7,200 units

Reorder period A 4 to 6 weeks B 2 to 4 weeks
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Calculate for each component:

(i) Re-order level,

(ii) Minimum level,

(iii) Maximum level,

(iv) Average stock (Based on Re-order quantity) (5 marks)

Answer:

Particulars Component A Component B

(i) Re-order level 6 × 900 = 5400 units 4 × 900 = 3600 units

(ii) Minimum Level 5400-(600 × 5) = 2400

units

3600-(600 × 3)

=1800 units

(iii) Maximum Level 5400 + 4800 - 1200

= 9000 units

3600 + 7200 - 600

= 10200 units

(iv) Average stock level
= Minimum level + ROQ /2

2400 + 2400 = 4800 1800 + 3600 = 5400

units

 Space to write important points for revision 

2017 - June [2] (a) The following summarized information is available from

the records of Oil Ltd. for the month of March, 2017:

Sales for the month: ` 19,25,000

Opening stock as on 1 March, 2017 : 1,25,000 litres @ ` 6.50 per litre

Purchases (including freight and insurance):

March 5 1,50,000 litres @ ` 7.10 per litre

 March 27 1,00,000 litres @ ` 7.00 per litre

Closing stock as on 31 March, 2017 1,30,000 litres

Expenses for the month is ̀  45,000. Pricing of material issues is being done

at the end of the month after all receipts during the month.

On the basis of above information, calculate the following using FIFO and

LIFO methods of pricing:

(i) value of closing stock as on 31 March, 2017.
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(ii) Cost of goods sold during March, 2017.

(iii) Profit or loss for March, 2017.

(A detailed stores ledger account is not required. Only relevant figures need

to be calculated). (8 marks)

Answer:

(i) Valuation of closing stock as on 31.03.2017: 

(a) FIFO Method: (the closing stock will comprise the items purchased

in the end)

`

1,00,000 litres purchased on 27.03.2017 @ ` 7.00 7,00,000

30,000 litres from purchases made on 05.03.2017 @

` 7.10 2,13,000

1,30,000 value of closing stock under FIFO method 9,13,000

(b) LIFO Method: (the closing stock will comprise the items lying in

opening stock and purchased in the beginning)

`

1,25,000 litres from opening stock @ ` 6.50 8,12,500

5,000 litres from purchases made on 05.03.2017 @

` 7.10 35,500

1,30,000 value of closing stock under LIFO method 8,48,000

(ii) Cost of Goods Sold:

FIFO Method

(`)

LIFO Method

(`)

Opening stock as on 01.03.2017 8,12,500 8,12,500

Purchases made on 05.03.2017 10,65,000 10,65,000

Purchases made on 27.03.2017 7,00,000 7,00,000

Total 25,77,500 25,77,500

Less: Closing stock as per (i) 9,13,000 8,48,000
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Cost of material consumed 16,64,500 17,29,500

Add: Expenses 45,000 45,000

Cost of goods sold 17,09,500 17,74,500

(iii) Profit for March, 2017: 

FIFO Method (`) LIFO Method (`)

Sales 19,25,000 19,25,000

Cost of goods sold 17,09,500 17,74,500

Profit 2,15,500 1,50,500

 Space to write important points for revision 

2017 - Dec [2] (a) From the following particulars with respect to a particular

item of materials of a manufacturing company, calculate the best quantity to

order:

Ordering quantities (tonne) Price per ton (`)

Less than 250 6.00

250 but less than 800 5.90

800 but less than 2,000 5.80

2,000 but less than 4,000 5.70

4,000 and above 5.60

The annual demand for the material is 4,000 tonnes. Stock holding costs are

25% of material cost p.a. The delivery cost per order is ` 6.00. (8 marks)

Answer:

Statement showing computation of total inventory cost at different

order size:

Ordering Quantities

Particulars 200 250 800 2,000 4,000

(i) Purchasing cost 24,000 23,600 23,200 22,800 22,400

(ii) No. of orders 20 16 5 2 1
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(iii) Ordering Cost 120 96 30 12 6

(iv) Average size of orders 100 125 400 1,000 2,000

(v) Inventory carrying cost

per unit 1.5 1.475 1.45 1.425 1.4

(6×25%) (5.9×25%) (5.8×25%) (5.7×25%) (5.6×25%)

(vi) Inventory carrying cost

(iv) × (v) 150 184.375 580 1,425 2,800

(vii) Total inventory cost (i) +

(iii) + (vi) 24,270 23,880 23,810 24,237 25,206

For the above computations the best quantity to order is 800 units.

Note: Minimum ordering quantity assumed to be 200 tons; it may be any

quantity below 250 tons, but the decision will remain same.
 Space to write important points for revision 

2018 - Dec [2] (a) ZEDYAAH TUBES LTD. manufactures a special product,
which requires ZEDY. The following particulars were collected for the year
2017-18:

(i) Monthly demand of Zedy : 7500 units
(ii) Cost of placing an order : ` 500
(iii) Re-order period : 5 to 8 weeks
(iv) Cost per unit : ` 60
(v) Carrying cost % p.a. : 10%
(vi) Normal usage : 500 units per week
(vii) Minimum usage : 250 units per week
(viii) Maximum usage : 750 units per week
Required:
Calculate the following:

(i) Re-order quantity
(ii) Re-order level
(iii) Minimum stock level 
(iv) Maximum stock level
(v) Average stock level (7 marks)



8.98 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

Repeatedly Asked Questions

No. Question Frequency

1 Write short note on ‘Perpetual Inventory System’
09 - Dec [8] (e), 11 - Dec [8] (e) 2 Times

Table Showing Marks of Compulsory Questions

Year 14
J

14
D

15
J

15
D

16
J

16
D

17
J

17
D

18
J

18
D

Practical 4 2 2

Total 4 2 2
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CHAPTER AT A GLANCE

S. No. Topic Important Highlights

1. Meaning Labour Costs are “Costs incurred in relation to
human resources of an enterprise.” For
example, wages paid to production workers,
salary of managers are considered as Labour
Costs. 

2. Objectives (a) To keep the total amount of wages paid to
workers at reasonable levels based on
industry standards. 

(b) To motivate workers and channelise their
energies to increase output, thereby
optimizing cost per unit. 

(c) To contribute to overall business profitability
and employee-welfare. 

3. Type (a) Direct Labour Cost
(b) Indirect Labour Cost

4. Departments
Involved

(a) Personnel Department
(b) Engineering and Work Study Department
(c) Time-Keeping Department
(d) Payroll Department
(e) Cost Accounting Department

5. Techniques
of Labour
Cost Control

(a) Assessment of Manpower Requirements. 
(b) Time-keeping and Time-booking. 
(c) Time and Motion Study. 
(d) Idle Time Analysis and Control. 
(e) Overtime Analysis and Control. 
(f) Wage and Incentive Systems. 
(g) Control over Contract, casual and other

workers. 
(h) Job Evaluation and Merit Rating. 
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6. TIME
KEEPING

Meaning
It means keeping a record of total time spent by
a worker inside a factory.
1. Manual Methods 

(a) Attendance Register
(b) Metal Disc Method

2. Mechanical Methods
(a) Time Recording Clocks
(b) Dial Time Recorder

7. FEATURES
OF 
A GOOD
TIME-KEEPI
NG SYSTEM

A good time keeping system should – 
1. Cover all workers regardless of time based

or piece rate payment to ensure uniformity
and discipline. 

2. Record time of arrival and time of departure
of workers clearly. 

3. Preferably be mechanical so as to avoid
disputes as to the exact time of arrival and
departure. 

4. Simple, smooth and quick to avoid
unnecessary and long queues for recording
time at the factory gate. 

5. Record late arrivals, early leavings,
overtime etc. and promptly report them to
management. 

6. Be supervised by a responsible official. 
A good time keeping system should NOT – 
1. Allow attendance recording by proxy.
2. Be expensive.
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8. TIME OR
JOB
CARDS,
USED FOR
TIME
BOOKING

Type 1 – Based on Jobs:
Type 2 – Based on Workers:

PROCEDURE INVOLVED IN THE PREPARATION OF
PAYROLL

Time and
Motion
Study

Meaning
It is a technique of cost reduction, which seeks
to reduce labour cost by reducing unnecessary
movements during the course of work and by
determining the standard time to be spent on a
job.
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Procedure

Objective

Idle Time Meaning
It is the time during which the worker is not
engaged in production, but paid for even during
such time.
Idle Time = Total Time (as per Time Keeping
Records) less Productive Time (as per Time
Booking Records)
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Classification and Analysis

Normal Idle Time Abnormal Idle Time

(a) It refers to the idle time
inherent in every work
situation. It is estimated in
advance.

(a) If refers to the idle time over
and above normal idle time.
Abnormal = Actual less Normal.

(b) It is unavoidable and cannot be 
eliminated totally.

(b) It is avoidable. It is further 
sub-c lass i f ied in to  (a)
C o n t r o l l a b l e  a n d  ( b )
Non-Controllable.

(c) Cost of Normal Idle Time is
treated as a regular part of cost
of production. It is treated either
as Direct Wages or as Works
Overheads.

(c) Cost of Abnormal Idle Time 
constitutes of LOSS, which
should be debited to Costing
Profit and Loss Account.

(d) Normal idle time may be
reduced through improved
technologies, methods and
procedures.

(d) Controllable Idle Time should
be eliminated through proper 
managerial action.

OVERTIME Overtime Work: Work done beyond normal working
hours is called as ‘Overtime Work.’ Under the
Factories Act, 1948, a worker is eligible for overtime
pay, if he works for more than 9 hours a day or more
than 48 hours a week.
Significance: Overtime, if worked occasionally,
indicates that the firm is operating at its optimum
capacity. Persistent overtime may signify the
following:
1. Understaffing
2. Limited production facilities
3. Labour inefficiency
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Causes of Overtime: Overtime may arise due to
any of the following reasons:
1. Genuine labour shortage, which leads to the firm

being understaffed.
2. Pressure of immediate / urgent delivery by a

customer.
3. Making up shortfall in production targets, due to

some fault of management, or uncontrollable
factor or unexpected developments.

4. Increase in production targets than budgeted, to
meet rise in market demand.

OVERTIME PREMIUM TREATMENT (OPT)
Overtime premium is generally treated based on why such overtime was
worked. Some illustrative situations are :

Situation Accounting Treatment of OPT

1. OPT due to genuine labour
shortage

1. Treated as Regular Cost of 
Production, as direct labour, by 
inflating normal wage rate.

2. OPT at customer’s desire, e.g. 
immediate delivery etc.

2. Charged to the Job directly.
Such amount will be suitably
recovered from the customer by
charging at a higher rate.

3. OPT worked irregularly to meet 
production requirements due to 
unexpected developments.

3. Charged to Job – treated as 
Factory Overheads.

4. OPT worked due to fault of a 
particular department e.g. 
non-availability of materials
during normal time.

4. Charged to the department in 
default, in order to fix
responsibility and prevent
recurrence.

5. OPT worked due to abnormal 
conditions e.g. strike etc.

5. Charged to Costing Profit and
Loss Account as Loss.
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LABOUR
TURNOVER

It refers to “The rate of change in the composition of
labour force during a particular period measured
against suitable index.” It arises because an
organisation is a dynamic entity. 

CAUSES Personal Causes
Unavoidable causes
Avoidable causes
Effects
1. Regular flow and schedule of production is

disturbed.
2. Efficiency of new workers is low. Even if they are

experienced, it takes some time to get oriented
to the organisation.

3. There are increased costs of training, orientation
and induction.

4. New workers cause increased breakage of
tools, materials, etc, leading to wastage of
resources.

Cost 
1. Preventive Cost: These are costs incurred to

keep the labour turnover at a low level. 
2. Replacement Cost: These are costs arising

due to high labour turnover and represent the
amount spent on new workers.

STEPS TO
MINIMIZE
LABOUR
TURNOVER

1. Exit interview with each outgoing employee to
ascertain the reasons for his leaving the
organisation. 

2. Job analysis and evaluation carried out even
before recruitment to ascertain the requirements
of each job. 

3. Scientific system of recruitment, placement and
promotion, by fitting the right person in the right
job. 
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4. Enlightened attitude of management
5. Use of Committee, Comprising of members from

management and workers to handle issues
concerning workers’ grievance, requirements,
etc.

INCENTIVE It is defined as “The stimulation for effort and
effectiveness by offering monetary inducement or
enhanced facilities.” It may be monetary in the form
of a bonus or non-monetary tending to improved
living and working conditions, provided individually
or collectively. 

FACTORS Factors to be considered before introducing a
system of incentives are :
1. Production Quantity
2. Measurability
3. Role of Workers and Management
4. Quality Control
5. Standards of Performance 
6. Effect on Earnings
7. Nature of Tasks
8. Industry Norms

PRINCIPLES OF
A SOUND
SYSTEM OF
WAGES AND
INCENTIVES

1. Understandability
2. Fairness
3. Achievable Standards 
4. Stability 
5. Non-restrictive
6. Responsibility
7. Legal
8. Flexibility
9. Economical
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Procedure for Laying Down an Incentive System

TIME RATE
SYSTEM OF
WAGE PAYMENT

The worker is paid on the basis of time spent by him
in his work. The amount of wages due to him is
computed by multiplying the time worked by the
appropriate time rate. The time rate is fixed based
on the prevalent industrial rates for similar locality,
trade, skills etc. 

STRAIGHT
PIECEWORK
SYSTEM

Straight piecework system 
Meaning
Under this system of wage payment, each operation,
job or unit or production is termed a piece. 
1. A rate of payment is known as the piece rate if

piece work rate is fixed for each piece of work.
2. The wages of the worker depends upon his

output and rate of each unit of output; and
3. It is independent of the time taken by him. 

Wages Payable = Number of units produced × 
Piece rate per unit. 
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TAYLOR’S
DIFFERENTIAL
PIECEWORK
SYSTEM

Differential Piece Rate Systems provide for higher
rewards to more efficient workers by fixing higher
piece rates beyond certain levels of output. Under
Taylor’s Differential Piece Rate System, the wages
to workers is paid as under:

Percentage of Efficiency Piece Rate

Less than 100% 83% of Normal Piece Rate

Equal to or more than 100% 125% of Normal Piece Rate

MERRICK’S
DIFFERENTIAL
PIECE RATE
SYSTEM

Under Merrick’s system, the wages to workers is
paid as under on the basis of efficiency.

Percentage of Efficiency Piece Rate

Upto 83% Normal Piece Rate

Above 83% but upto 100% 110% of Normal Piece Rate

Above 100% 120% of Normal Piece Rate

GANTT’S TASK AND BONUS SYSTEM
Gantt’s Task and Bonus system is a combination of Time and Piece Rate
work systems. Here, wages payable to workers are calculated as under:

Percent off Efficiency Price Rate

Less than 100%; i.e. output below
standard

Above 100% i.e. output above
standard

Equal to 100% i.e. output at standard Time Rate + 20% Bonus on Time
Rate

Above 100% i.e. output above
standard

High Piece Rate, which includes
20% bonus of time rate
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EMERSON’S
EFFICIENCY OF
WAGE
PAYMENT

Emerson’s Efficiency system recognises workers
efficiency levels, and also guarantees them their
time-based wages. Wages payable to workers is
computed as under:

Percentage of
Efficiency

Piece Rate

Less than 66.67% Guaranteed Time Rate

Above 66.67% upto
100%

Time Rate + Increasing Bonus from 0.01% to a
maximum bonus of 20% on Time Rate

Above 100% 120% of Time Rate + 1% increase for every 1%
increase in output beyond 100%

POINTS SYSTEMS OF WAGE PAYMENT
Wage payment in these systems is as under:

System Bedeaux Haynes

Basic Wages Hours Worked X Rate
per hour

Hours worked X Rate per
hour

Bonus 75% of Points Earned X
Rate per point

For repetitive work:
5/6 X Points Earned X Rate
per point
for non-repetitive work:
50% X Points Earned X Rate
per point

Remarks Points Earned represent
time saved expressed in
B’s (Bedeaux’s)

Points Earned represent time
save, expressed in MANITS
(Man-Minutes)

HALSEY-WEIR, HALSEY AND ROWAN SYSTEMS
1. These are Premium Bonus Methods of wage payment.
2. Total earnings of workers has two components viz. Basic and Bonus.
3. A comparative analysis of the three systems is given below:
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System Basic Component Bonus Component

Halsey-Weir Hours Worked X Rate per
hour

30% X Time Saved X Rate per
hour

Halsey Hours Worked X Rate per
hour

50% X Time Saved X Rate per
hour

Rowan Hours Worked X Rate per
hour

[Actual Time / Allowed Time] X
Time Saved X Rate per hour

MERITS AND DEMERITS OF HALSEY SYSTEM

MERITS DEMERITS

(a) Time Rate is
guaranteed.

(a) Incentive is not as strong as piece rate 
system.

(b) Workers can earn
more by saving time.

(b) Rate per piece is lower than under
simple piece rate.

(c) Employer gets 50% 
share of time saved.

(c) Employee gets reward for only 50% of
the time saved.

MERITS AND DEMERITS OF ROWAN SYSTEM

MERITS DEMERITS

(a) Time Rate is guaranteed. (a) Incentive is not as strong as piece
rate system.

(b) Workers can earn more by
saving time.

(b) It is difficult to compute than
Halsey System.

(c) Share between employer
and worker is equitable.

(c) Sharing principle is not welcomed
by employees.

(d) Moderate efficiency workers
are rewarded reasonably
than under Halsey Plan

(d) Where time saved is more than
50% of time allowed, the incentive
is lower.
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GROUP BONUS It refers to the bonus paid for the collective efforts
made by a group of workers. Such as scheme is
introduced generally when individual efficiency
cannot be established / measured for the payment of
bonus. The quantum of bonus is determined on the
basis of productivity/output of the team as a whole.

Objectives of
Group Bonus
Schemes

1. To create collective interest and team spirit 
among workers.

2. To create interest among supervisors to improve
performance.

3. To reduce wastage in materials and idle time.
4. To achieve optimum output at minimum cost.

JOB
EVALUATION

It is a process by which the following aspects of a
job are analysed and evaluated:
1. The job itself.
2. Nature and importance of tasks to be performed.
3. Key responsibilities of the Job Holder.
4. Key skill Requirements of the Job Holder like

technical background, experience etc.

MERIT RATING It is the systematic evaluation of the performance of
each employee. which may be done by the
supervisor or other qualified persons.

DISTINCTION BETWEEN JOB EVALUATION AND MERIT RATING

Job Evaluation Merit Rating

It means rating the job itself. It means rating the workers on their jobs.

It is intended to create a
rational wage and salary
structure.

It provides a basis for providing incentives
to workers on the basis of their ability and
performance.

I t  s i m p l i f i e s  w a g e
administration by bringing
uniformity in wage rates.

It determines the total wages payable to
w o r k e r s ,  w h i c h  i n c l u d e s
performance-linked bonus.



[Chapter   3] Employee Costs O 8.113

PRINCIPLES OF
A GOOD
REMUNERATION
SYSTEM

Remuneration = Reward for labour. The following
are accepted principles of remunerating workers:
1. It should be related to the degree of skill, effort,

initiative and responsibility of the employee.
2. It should be on par with the industry standards

and in conformity with the general wage-levels
prevailing in the locality.

3. It should be reasonable to workers and
guarantee them a minimum wage, regardless of
their efficiency.

4. It should enable workers to maintain a 
reasonable standard of living.

5. There should be no maximum limit for his 
earnings for a productive staff.

EFFICIENCY
RATING
PROCEDURES

Efficiency or Productivity of workers shall be
computed by the following procedure.
1. Laying down performance standards
2. Measuring actual performance
3. Computation of Efficiency Rating: Efficiency

or Productivity is computed in the following
manner
(a) Based on Time:

(b) Based on Output:

SHORT NOTES

2009 - Dec [8] Write short note on the following :
(d) Job Evaluation; (5 marks)
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Answer :

Job
Evaluation(JE)

• Is necessary for the management of any
organization to establish proper wage and salary
structure for various jobs. 

• For doing this in a scientific manner, it is
necessary to determine the relative value of jobs
and hence a job evaluation is done. 

• It is a technique of analysis and assessment of
jobs to determine their relative value within the
firm. 

• It aims at providing a rational and equitable basis
for differential salaries and wages for different
classes of workers. 
Following are some of its basic objectives:
1. JE helps in developing a systematic and

rational wage structure as well as job
structure.

2. JE aims at removing the controversies and
disputes relating to salary between the
employers and employees.

3. It aims to bring in fairness and stability in the
wage and salary structure. JE discloses
characteristics and conditions relating to
different jobs.

4. The following are the methods of job
evaluation:

5. Point Ranking method, Ranking Method,
Grading Method and Factor comparison
method.

 Space to write important points for revision 
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2010 - Dec [8] Write short note on the following:

(b) Labour Turnover; (5 marks)

Answer :

Labour Turnover (LT):  In every organisation change of labour takes place.

There are many reason of change of labour force e.g. to leave for better

opportunity, new appointments, sorting of (excess) labour by organisation

due to change of technology or recession, etc., this trend of change of labour

force from one organisation to an other organisation is called labour turnover.

Labour turn over may be calculated with the following methods.

Methods of Labour Turnover:

Replacement 
method

Separation 
method

Flux method

 Space to write important points for revision 
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DISTINGUISH BETWEEN

2011 - June [2] (a) Distinguish between Job evaluation and Merit rating.
(5 marks)

Answer :
Difference between Job Evaluation and Merit Rating

Job Evaluation Merit Rating

Job Eva lua t ion  is  the
assessment of relative worth of
jobs in a business.

Merit rating is the assessment of relative
worth of the man behind the job.

Job Evaluation rates the jobs. Merit rating rates the employees.

The objective of job evaluation is
to set up a rational wage and
salary structure.

Merit rating provides a scientific basis for
determining fair wages for each worker
based on his ability and performance.

Job Evaluation simplifies wage
administration by rationalizing
and bringing uniformity in the
wage rates.

Merit rating helps in determining fair rate
of pay to different workers on the basis of
their relative performances.

 Space to write important points for revision 

2011 - Dec [4] (a) Distinguish between “Incentives to indirect workers” and
“Indirect incentives to direct workers”. (5 marks)
Answer :
Incentive schemes for workers are made to motivate workers for increasing
output and quality production, saving time, reducing labour turnover and
building sense of belonging. Obviously, these schemes focus on
performance of the workers.
While performance of direct workers is easy to measure, that of auxiliary or
indirect staff is not. Accordingly, incentive schemes differ between direct
workers and indirect workers.
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Incentive schemes for indirect workers include:
(i) Bonus to foremen and supervisors, based on output, saving in time, 

quality improvement, reduction in scrap, etc.
(ii) Bonus to repairs and maintenance staff for routine and repetitive jobs,

based on reduction in number of complaints or breakdown.
(iii) Bonus to stores staff, based on the value of materials handled or the

number of requisition per period.
Indirect incentives to direct workers include:

(i) Monetary schemes like profit sharing, co-partnership or co-ownership.
(ii) Non-monetary schemes like education and training facilities, health

and safety devices, facilities for sports and housing, subsidized
canteen and purchase coupon, pension, creation of sick and
benevolent funds, arrangement of tour programs, etc.

 Space to write important points for revision 

2012 - Dec [8] (e) Difference between merit rating and job evaluation.
(5 marks)

Answer:
Please refer 2011- June [2] (a) on page no. 116

DESCRIPTIVE  QUESTIONS

2008 - Dec [2] (a) What is idle time? Explain the causes for idle time.
(5 marks)

Answer :
Idle Time: Idle Time is that time for which payment made but no direct
production/ benefit is obtained. The question of Idle Time arises only when
the payment is made on time basis. It is calculated as follows:
Idle Time = Time Recorded as per Time card – Time Booked on Job as per
Job card.
Idle time may arise due to any one or more of the following causes.
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1. Production causes: 
(a) Machine Break Down
(b) Power failures 
(c) Waiting for work
(d) Waiting for Tools
(e) Waiting for Materials 
(f) Waiting for Instructions

2. Administration causes (which arise due to administrative decisions) 
(a) Decision not to retrench regular trained workers in the period of

depression 
(b) Decision not to work up to full capacity of plant.

3. Economic causes (which arise due to economic conditions & decisions)
Closure of seasonal industry during off season.
 Space to write important points for revision 

2009 - June [2] (a) Discuss the essentials of a good incentive scheme.
(5 marks)

Answer :
Essential Characteristics of a Good Incentive System
A good incentive system should have the following characteristics:
1. It should be simple to understand and easy to operate.
2. It should be economical to introduce and operate.
3. It should be fair to both employees and employer in the sense  that 

(a) Standards of performance should be scientifically set and should be
within the reasonable reach of an average worker.

(b) In case work is of repetitive nature, benefit of time saved should be
shared by the worker.

(c) In case work is of non-repetitive nature, the Workers, Supervisor and
employer should share the benefit of time saved.

4. It should guarantee hourly wages to every worker irrespective of level of
his efficiency.

5. It should provide adequate incentive to efficient workers.
6. It should place no limit on the earnings of workers.
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7. It should not penalize the workers for reason beyond their control such
as machine break down, power failure etc.

8. It should provide for prompt payment of incentives at short intervals of
time.

9. It should provide a satisfactory system of supervision and production
control.

10. It should have approval of workers and trade union.
11. It should be capable of improving the morale of workers.
12. It should be capable of reducing absenteeism and labour turnover.
13. It should facilitate the introduction of budgetary control and standard

costing.
14. It should have managerial support in so far as  production material,

quality control, maintenance, and non-monetary incentives are
concerned.

15. It should be relatively permanent and should not be allowed to change
very frequently.

16. It should discourage the worker to increase spoiled work.
17. It should be flexible enough so as to introduce the necessary changes.

 Space to write important points for revision 

2009 - Dec [3] (a) Briefly state the various causes of Labour Turnover.
(5 marks)

Answer :
Broadly, the causes of Labour Turnover can be divided into two
categories: avoidable and unavoidable.
Avoidable Causes: These causes include the following:
 Dissatisfaction with the job.
 Dissatisfaction with the working hours.
 Dissatisfaction with the working environment
 Relationship with colleagues.
 Dissatisfaction with monetary and non monetary incentives.
 Relationship with superiors.
 Other reasons like lack of facilities like absence of group insurance, good

canteens, poor housing amenities, bad management etc.
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Unavoidable Causes: These causes include the following:
 Personnel betterment
 Retirement
 Death
 Illness or accident
 Termination
 Marriage
 Pregnancy
 Other reasons like family commitments, attitude, organizational culture,

etc.,
 Space to write important points for revision 

2010 - Dec [4] (a) What are the avoidable and unavoidable causes of Labour
Turn-over? (5 marks)
Answer :
Please refer 2009 - Dec [3] (a) on page no. 119

 Space to write important points for revision 

2012 - Dec [4] (a) Discuss the treatment of overtime wages in Cost
Accounts. (5 marks)
Answer:
The accounting treatment of overtime premium in Cost Accounts

Reason of Overtime Accounting Treatment

1. If overtime paid on customer’s
desire to complete the job.

2. If overtime is undertaken in 
order to cope up with increased 
production.

3. If overtime is paid due to 
shortage of labour.

4. If overtime  paid for any capital 
order, such as, fabrication of a 
machine to be used internally.

1. Overtime premium is charged
to that particular Job.

2. Overtime premium is treated as
factory overheads.

3. Overtime premium is treated as
part of labour.

4. The overtime premium shall be
charged to capital work order
account.
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5. If overtime is worked to recover 
production loss due to
abnormal conditions such as,
strike, lock out, flood, etc

6. If overtime is worked in a 
department to the fault of
another department.

5. The overtime premium shall be
charged to capital work order
account.

6. The overtime premium should
be charged to that other
department.

 Space to write important points for revision 

2013 - June [2] (b) How would you deal with the following in Cost Accounts?
(i) Fringe Benefits; (3 marks)

Answer:

Fringe Benefits: • These benefits are given in the form of overtime,
extra-shift duty allowance, holiday pay, pension
facilities etc. there are some non-cash fringe
benefits also like canteen facility etc. 

• Expenditure incurred on fringe benefits in respect
of factory workers should be treated as factory
overheads and apportioned among all the
production and service departments on the basis
of number of workers in each department. 

• Fringe benefits of office and selling & distributing
staff should be treated as administration
overheads and selling and distribution overheads
respectively and recovered accordingly.

 Space to write important points for revision 

2014 - Dec [2] Answer the question:
(a) (ii) How will you treat the different types of idle time cost? (4 marks)
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Answer:

Treatment of Idle Time 

As per CAS-7, Idle Time Cost shall be assigned direct to the cost object
or treated as overheads depending on the economic feasibility and specific
circumstances causing such idle time.
Treatment of different categories of Idle Time are as below:

(a) Unavoidable
idle time:

In Cost Accounts, this is allowed to remain merged in
the Production Order or Standing Order Number on
which the worker was otherwise employed.

(b) Normal idle
time: 

It is booked to factory or works overhead. For the
purpose of effective control, each type of idle time,
i.e., idle time classified according to the causes is
allocated to a separate Standing Order Number. 

(c) Abnormal
idle time:

It would usually be heavy in amount involves longer
periods and would mostly be beyond the control of
the management. Payment for such idle time is not
included in cost and is adjusted through the Costing
Profit and Loss Account or included in Profit and Loss
Account, when the accounts are integrated. 

(d) Tendency to conceal idle time should be discouraged. It is a
non-effective time and the resultant loss of profit due to reduced
production activity but also increases the cost per unit of production as
the fixed costs continue to be incurred, irrespective of the reduced
quantum of production due to loss of labour time. idle time should,
therefore, be highlighted prominently so that action can be taken to
remove the causes thereof. Although for obvious reasons, it is not
possible to record minor details, vigilance is necessary for finding out
long-term idleness among the workers.

 Space to write important points for revision 
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PRACTICAL QUESTIONS

2008 - Dec [2] (b) A worker is allowed 60 hours to complete a job on a

guaranteed wage of ` 10 per hour. He completes the job in 48 hours. For 

the saving in time, how much he will get under Halsey Premium Plan @ 50%

Bonus)? (5 marks)

Answer :

Time allowed 60 hours

Time taken 48 hours

Time Saved 12 hours

Under Halsey Premium Plan System 

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

Total wages = Time × Time Rate ×50% (time allowed – time taken) × time rate

= 48 ×10 + .5[(60 – 48) × 10] = 480 + 60  = ` 540
 Space to write important points for revision 

2009 - June [2] (b) The standard hours for job X is 100 hours. The job has

been completed by Amar in 60 hours, Akbar in 70 hours and Anthony in 95

hours. The bonus system applicable to the job is as follows: 

Percentage of time saved to time allowed Bonus 

Saving up to 10% 10% of time saved

From 11% to 20% 15% of time saved

From 21% to 40% 20% of time saved

From 41% to 100% 25% of time saved

The rate of pay is ` 10 per hour. Calculate the total earnings of each worker

and also the rate of earnings per hour. (5 marks)

Answer :

Statement showing Total Earning and rate of Earning per hour

Particulars Amar Akbar Anthony

A. Standard hours of Job

B. Actual Time taken on the Jobs

100 hours

60 hours

100 hours

70 hours

100 hours

95 hours
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C. Time saved [A – B]

D. Percentage of time saved to time

allowed C × 100/A)

E. Bonus hours (as per working note)

F. Total hours to be paid [B + E]

G. Total Earnings @ ` 10 per Hour

H. Rate of Earning per hour [Total

earning/Actual time]

40 hours

40%

6.5 hours

66.5 hours

` 665

` 11.083

30 hours

30%

4.5 hours

74.5hours

` 745

`10.642

5 hours

5%

0.5 hours

95.5 hours

` 955

` 10.05

Working Note: Calculation of Bonus hours as percentage of time saved:

Amar : 10 hours × 10% + 10 hours × 15% + 20 hours × 20%

 = 6.5hours

Akbar : 10 hours × 10% + 10 hours × 15% + 10 hours × 20% 

= 4.5 hours

Anthony : 5 hours × 10% = 0.5 hours
 Space to write important points for revision 

2009 - Dec [2] (b) In a factory bonus system, bonus hours are credited to the

employees in the proportion of time taken, which time saved bears to time

allowed. Jobs are carried forward from one week to another. No overtime is

worked and payment is made in full for all units worked on, including those

subsequently rejected. From the following information you are required to

calculate for each employee :

(i) The bonus hours and amount of bonus earned;

(ii) The total wage costs; and

(iii) The wages cost of each good unit produced.
Particulars Worker A Worker B Worker C

Basic rate per hour ` 10 ` 16 ` 12

Units produced 2600 2200 3600

Time allowed for 100 units 2 hours 30 minutes 3 hours 1 hour 30 minutes

Time taken 52 hours 75 hour 48 hours

Rejects 100 units 40 units 400 units

(5 marks)



[Chapter   3] Employee Costs O 8.125

Answer :

The computation is shown in the following table.

Statement showing Bonus and Wage Cost per Unit

Particulars Worker A Worker B Worker C

Units produced 2600 2200 3600

Rejects 100 units 40 units 400 units

Good units 2,500 units 2,160 units 3,200 units

Time allowed for 100 units 2 hrs 30 minutes 3 hours 1 hr 30 minutes

Total time allowed 65 hours 66 hours 54 hours

Time taken 52 hours 75 hours 48 hours

Time saved 13 hours — 6 hours

Time allowed- Time taken

Basic Rate per hour
` 10 ` 16 ` 12

Statement showing Bonus and Wage Cost Per Unit

Particulars Worker A Worker B Worker C

Basic Wages ` 520 ` 1,200 ` 576

Bonus ` 104 — ` 64

Total wages cost ` 624 ` 1,200 ` 640

Wages cost per unit of

good units produced#
` 0.25 ` 0.56 ` 0.20

* Bonus is computed as follows:

# Wages cost per unit of good unit is computed by dividing the total wages

cost by the good units.

The bonus is to be paid in the proportion of time taken which the time

saved bears to the time allowed. For A, The time saved is 13 hours while the

time allowed is 65 hours. This means that the proportion of time saved to

time allowed is 13/65= 1/5 hours and hence the bonus is 1/5th of basic

wages i.e. ` 104.
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For B, there is no time saved and hence he is not entitled for any

bonus.

For C, time saved is 6 hours while time allowed is 54 hours which

means that the time saved is 1/9th.
 Space to write important points for revision 

2010 - June [2] (b) The employees in a factory are paid wages at the rate of

` 7 per hour for an eight-hour shift. Each employee produces 5 units per

hour. The overhead is `10 per direct labour hour. Employees and the

management are considering the following piece rate wage proposal:

Upto 45 units per day of 8 hour — ` 1.30 per unit

From 46 units to 50 units — ` 1.60 per unit

From 51 units to 55 units — ` 1.65 per unit

From 56 units to 60 units — ` 1.70 per unit

Above 60 units — ` 1.75 per unit

The working hours are restricted to 8 hours per day. Overhead rate does

not change with increased production. Prepare a statement indicating

advantages to employees as well as to management of production levels of

40, 45, 55 and 60 units. (5 + 5 = 10 marks)

Answer :

(a) Time rate = Wages `07/hr

Overhead `10/hr

Total `17/hr

(b) Piece rate basis (converted from Time Rate)

Cost of production of 5 units per hour = `17

Cost of production of 1 unit = `17/5 = `3.4

(c) Statement showing the saving to the employees

Units Time rate wage (`) Piece rate wage (`) Savings

40 56 40 × 1.30 =     52.00 (-4.00)

45 56 45 × 1.30 =     58.50  2.50

50 56 50 × 1.60 =     80.00 24.00
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55 56 55 × 1.65 =     90.75 34.75

60 56 60 × 1.70 =   102.00 46.00

65 56 65 × 1.75 =   113.75 57.75

(d) Statement showing the Savings to the Management

Units

A

Hours

B

`

Time 

Rate

Cost

C

`

Time rate basis

(inclusive

overhead)

Total wages

D= B × C `

Piece

Rate

Cost

E

`

Piece Rate

Basis

Overhead

F

`

Total

G =

E+F

`

Savings

to the

manage

ment

H = D-G

40 8 17.00 136.00 52.00 80.00 132.00 4.00

45 9 17.00 153.00 58.00 80.00 138.50 14.50

50 10 17.00 170.00 80.00 80.00 160.00 10.00

55 11 17.00 187.00 90.00 80.00 170.25 16.25

60 12 17.00 204.00 102.00 80.00 182.00 22.00

65 13 17.00 221.00 113.00 80.00 193.75 27.25

 Space to write important points for revision 

2010 - Dec [4] (b) A company manufactures a standard component. The

details of current operations of the company are as follows:

Number of workers employed 100

Weekly working hours 48

Average number of hours lost due to

 idle time per employee per week 8

Standard time required per unit 2 hours

Hourly wage rate `15

Current level of efficiency 80%

For every unit sold the company is getting a cash profit of ` 120 before charging

labour cost.
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In view of the increased demand for the product, the company has come

to an agreement with the labour union to raise the wage rate by ̀  3 per hour

in return for the workers reducing the idle time by 4 hours and raising the

operational efficiency to 90%.

Calculate the 

(i) Net Profit at current operations;

(ii) Net Profit after the agreement; and 

(iii) Increase/decrease in Net Profit. (4 + 4 + 2 = 10 marks)

Answer :

(i) Statement showing net profit at current level

Hours worked during a week = 100 × 48  = 4,800 hrs.

Less: hours lost per week = 100 × 8 = 800 hrs.

Working hours = 4,000 hours

Standard Time required for one unit = 2 hrs.

Standard production per week = 4,000/2 = 2,000 units

Efficiency level   80%

Actual production = 2,000 × 80% = 1600 units

Labour cost  = 4,800 × 15 = ` 72,000

Cash profit before labour cost 1,600 × 120 = ` 1,92,000

Net profit after labour cost = 1,92,000–72,000 = `  1,20,000

Net profit at current operation = ` 1,20,000

(ii) Statement of profit as per proposed plan

Hours worked during a week = 100 × 48 = 4,800 hrs.

Less: hours lost per week = 100 × 4 = 400 hrs.

Working hours = 4,400 hours

Standard Time required for one unit = 2 hrs.

Standard production per week = 4,400/2 = 2,200 units

Efficiency level   90%

Actual production = 2,200 × 90% = 1,980 units

Labour cost  = 4,800 × 18 = ` 86,400

Cash profit before labour cost 1,980 × 120 = ` 2,37,600

Net profit after labour cost = 2,37,600–86,400 = ` 1,51,200

Net profit after the agreement = ` 1,51,200
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(iii) Statement of Increase / Decrease in net profit

Net profit after the agreement = ` 1,51,200

Net profit before the agreement = ` 1,20,000

Increase in net profit = ` 31,200
 Space to write important points for revision 

2011 - June [2] (b) The management of Zenith Co. Ltd are worried about
their increasing labour turnover in their factory and before analysing the
causes, they want to have an idea of the profit foregone as a result of labour
turnover in the last year. 
Last year, sales amounted to ` 83,03,300/- and the P/V ratio was 1/5. The
total number of actual hours worked by the direct labour force was 4.45
lakhs. As a result of delays by personnel department in filling up the
vacancies due to labour turnover, 60,000 potentially productive hours were
not worked. The actual direct labour hours included 30,000 hours attributable
to training new recruits, out of which half of the hours were unproductive. The
costs consequent on labour turnover revealed on analysis the following:

`
Settlement costs due to leaving 43,250
Recruitment costs 34,520
Selection and placement costs 42,610
Training costs    69,270

Total 1,89,650
Assuming that the potential production lost as a consequence of labour
turnover could have been sold at the prevailing prices, find out the profit
foregone last year as a result of labour turnover. (10 marks)
Answer :
Computation of profit foregone as a result of Labour Turn Over
Costs due to Labour Turnover ` `
Recruitment Cost 34,520
Selection and placement cost 42,610
Training cost 69,270 1,46,400
Contribution foregone
Total hours lost × Contribution per labour hour = 75,000 × 3.86 = 2,89,500

4,39,500
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Working Note

Contribution = 83,03,300 ×  = ` 16,60,660

Actual Labour Hours worked = 4,45,000 - ½ of 30,000 hrs. which were
ineffective due to training.

            = 4,45,000 – 15,000 = 4,30,000 hrs.
Contribution per direct labour hour = 16,60,660 / 4,30,000 = ` 3.86 
Total Hours lost 
Potential productive hours lost due to delays in
filling vacancies = 60,000 hrs.
Unproductive labour hours due to training new recruits = 15,000 hrs.

75,000 hrs.
 Space to write important points for revision 

2011 - Dec [4] (b) Both direct and indirect employees of a department in a
factory are entitled to production bonus in accordance with a Group Incentive
Scheme, the outlines of which are as follows:

(i) For any production in excess of standard rate fixed at 10,000 tonnes
per month of 25 days, a general incentive of ` 10 per tonne is paid in
aggregate. The total amount payable to each separate group is
determined on the basis of an assumed percentage of such excess
production being contributed by it, namely @ 70% by direct labour, @
10% by inspection staff, @ 12% by maintenance staff and @ 8% by
supervisory staff.

(ii) Moreover, if the excess production is more than 20% above the
standard, direct labour also get a special bonus @ ̀  7 per tonne for all
production in excess of 120% of standard.

(iii) Inspection staff are penalised @ ` 20 per tonne for rejection by
customers in excess of 1% of production (Actual).

(iv) Maintenance staff are penalised @ ` 20 per hour of breakdown.
From the following particulars for a month, workout the production bonus by
each group:
A. Production 13,000 tonnes (Actual)
B. Rejection by customers—200 tonnes
C. Machine breakdown—50 hours (4 + 2 + 2 + 2 = 10 marks)
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Answer :
Statement showing bonus earned by each Group under Group
incentive scheme

Group General incentive Special incentive Penalty Bonus

% Tones Amount
(`)

Tones Amount
(`)

Amount
(`)

Amount
(`)

Direct labour 70 2100 21,000 1000 7,000 – 28,000

Inspection staff 10 300 3,000 1,400 1,600

Maintenance st. 12 360 3,600 1,000 2,600

Supervisory staff 8 240 2,400 – 2,400

100 3000 30,000 1000 7,000 2,400 34,600

Working note :
Calculation for penalty 
Actual rejections = 200 tones
Rejections allowed = 130 tones (1% of 13,000)
Penalty for = 70 tones
Penalty amount = ` 1,400 (70 × 20)
Break down hours = 50 hours 
Penalty = ` 1,000 (50 × 20)

 Space to write important points for revision 

2013 - Dec [1] {C} Answer the following:
(c) In a workshop the normal working hours is 8 hours for which ` 450 is

paid as wages. However, calculation of wages payable is made on piece
rate basis that 30 pieces will be produced per hour. When a worker
produces below standard, 90% of the piece rate is paid but when he
produces above standard, 110% of piece rate is paid. On a particular
day, a worker produces 260 pieces in the allotted time of 8 hours. What
will be his earning? (2 marks)

Answer:
Normal working hours = 8 
Wages for 8 hours = ` 450
Normal piece rate = total wages/ no. of pieces = 450/240 =1.875.
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Actual production  = 260 pieces
Standard Production = 8 hrs x 30 pieces = 240 pieces
Efficiency of worker  = 260 / 240 = 1.0833 or 108.33% 
Hence he will be paid 110% of piece rate
Earnings of worker = 110 % x 1.875 x 260 = ` 536.25

 Space to write important points for revision 

2013 - Dec [2] (b) In a tailoring shop the standard output of a tailor making
collars of a shirt is 20 units per hour for an 8 hour shift.
The output of Tailor X for one week is as under:

Day Units
Monday 150
Tuesday 160
Wednesday 180
Thursday 180
Friday 190
Saturday 200

You are required to calculate the earnings of Tailor X for the week under:
(i) Halsey Premium Plan with a guaranteed wage rate of ` 10 per hour

and a premium of 60% of the time saved over standard. and
(4 marks)

(ii) Taylor Differential Rate system with the following rates of payment:
` 0.50 per unit at standard and up to 20% over standard, ` 0.40 per
unit at production below standard and ` 0.60 per unit when daily
output exceeds standard by 20%. (4 marks)

Answer:

Day Unit Extra units over
standard 160 units/8

hours

Time saved
(hours)

Taylor’s rate applicable 
(.5 for units 160  192)

Monday 150 0.4

Tuesday 160 0.5

Wednesday 180 20 1 0.5

Thursday 180 20 1 0.5

Friday 190 30 1.5 0.5
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Saturday 200 40 2 0.6

Premium
payment for

5.5 Taylor’s plan = .4 × 150
+. 5 × 710 + .6 × 200 =
` 535

Halsey’s plan = 8 × 6 × 10 + 5.5 × 6 =  ` 513
 Space to write important points for revision 

2013 - Dec [5] (c) During a month, the following information is obtained from
the Personnel Department of a manufacturing company:

(i) Labour force at the beginning of the month was 1900 and at the end
of the month was 2100. 

(ii) 25 people left while 40 were discharged. 280 workers were engaged
out of which only 30 were appointed in the vacancy created by the
number of workers separated and the rest on account of an expansion
scheme.
Calculate the labour turnover rate by the Replacement and Flux
methods. (4 marks)

Answer:
Labour at beginning = 1,900
Labour at the end = 2,100 

Average workers during the period =  = 2,000

Labour Turnover Rate -

(i) By Replacement method = 

    =    × 100 = 1.5% 

(ii) By Flux method =  

=   = 8.63%

 Space to write important points for revision 
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2014 - June [1] {C} (c) In a certain week, the time allowed to a worker for
Job X was 48 hours. He took 30 hours for the job. If the hourly effective rate
of earnings of the worker under Rowan Plan is ` 55, find the normal hourly
rate of wages. (2 marks)
Answer:
Total Earnings = H × R + [S – H]/S × H × R
Where H = Hours worked, R = Rate per hour, S = Standard time
Total Earning = 30 x 55 =1,650

             1,650   = 30 × R + 

    = 30R + 11.25R  
           R  = 1,650/41.25 = 40

Hence, Normal wage rate = `40/hr.
 Space to write important points for revision 

2014 - Dec [1] Answer the question:
(b) Bonus at 10% of salary is paid to the foreman who supervises five

different production shops producing five different products. How will the

bonus be treated in the Cost Accounts? (2 marks)

Answer:

As per CAS – 7 , Principles of measurement of labour cost

Any bonus whether payable as a statutory minimum or on a sharing of

surplus shall be treated as part of employee cost. 

The foreman is mainly concerned with the supervision of man and machine.

Payment made to foreman is included in works overheads.

If foreman devotes time for various machines or various departments, it

should be charged off proportionately against all of them. 

In the given case foreman is getting 10% of salary as bonus and supervising

5 production shops. His bonus and salary should be charged proportionately

to all 5 production shops.
 Space to write important points for revision 
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2014 - Dec [2] Answer the question:
(a) (i) The standard time per unit is 10 minutes. Time available in a day is

8 hours. Hourly rate of labour is fixed on a piece rate of ` 5. X
produces 60 units a day and Y produces 72 units a day. What will be
each of their daily earnings under Piece-rate and Rowan Scheme? 

(4 marks)
Answer:

Particulars Product X Product Y

Earning under piece rate

Actual production 60 72

Guaranteed daily wages (8 × 5) (a) 40 40

Earning under piece rate (b) (5/6 × 60) = 50 (5/6 × 72) = 60

Labour cost under piece work system
with guaranteed weekly wages [higher
of (a) and (b)]
Earning per week

50
50 × 6 = 300

60
60 × 6 = 360

Earnings under Rowan Plan

Actual production 60 72

Standard time allowed  60/6 = 10 72/6 =12

Actual time taken 8 8

Time saved 2 4

Earnings 

= (time take × hourly rate + time
taken/time allowed × time saved ×
hourly rate)
Wages

8/10×2×30 = 48
488×30=288

8/12×4×30=80
808×30=320

 Space to write important points for revision 
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2015 - June [I] (i) In a factory, a worker produced 14 units in a day of
8 hours. Wage rate per hour is ` 40. Standard output per hour is 2 units.
Under differential piece rate system, a worker is paid at 83% when his
performance is below standard and 125% of piece rate when his
performance is at or above standard. Find out the labour cost of the worker
for the day. (2 marks)
(j) The number of employees at the beginning and end of year 2014 was 380
and 420. During the year, 18 employees resigned, 6 were terminated and
there were 16 replacements. Find the Labour Turnover Ratio under the Flux
Method. (2 marks)
Answer:
(i) Actual production = 14 units

Standard production = 2 units per hour
Standard output for 8 hours = 16 units

Worker’s performance =  × 100 = 87.5%

As worker’s performance is below standard so he will be paid ` 835 of
piece rate.
Piece rate = 40/2 = ` 20 per piece.
Worker’s day wages  = 14 × 20 × 83% = ` 232.40

(j) Labour turnover (Flux method) = 

Average no. of workers =  = 400

Labour turnover (Flux method) =  × 100 = 10%

 Space to write important points for revision 

2015 - June [II] (a) (ii) Two workmen, Gyani and Jeetu, produce the same
product using the same material. Their normal wage rate is also the same.
Gyani is paid bonus according to the Halsey System, while Jeetu is paid
bonus according to the Rowan System. The time allowed to make the
product is 40 hours. Gyani takes 25 hours while Jeetu takes 32 hours to
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complete the product. The factory overheads are charged @ 125% of direct
labour cost. The factory cost for the product for Gyani is ` 8,925 and for
Jeetu it is ` 9,456.
You are required to:
(1) find the normal rate of wages;
(2) find the cost of materials;
(3) prepare a statement comparing the element wise factory cost of the

products as made by the two workmen. (2 + 2 + 4 = 8 marks)
Answer:
Let x be the wage rate and y be the material cost
Earning of Gyani

25x +  (40 -25)x = 25x + 7.5x = 32.5x

Factory cost = material + wages + overheads

8,925  = y + 32.5x +  × 32.5x

 = y + 32.5x + 40.625x
8,925 = y + 73.125x (1)
Earning of Jeetu
32x + (40 - 32)/40 × 32x = 32x + 6.4x = 38.4x
Factory cost = material + wages + overheads
9456 = y + 38.4x + 125% of 38.4x

= y + 38.4x + 48x
= y + 86.4x (2)

From Equation (1) and (2)
y + 73.125x = 8925
y + 86.4x     = 9456
-13.275 x =- 531

or x =  = ` 40

(1) Normal rate of Wages = ` 40
Cost of material 
73.125 x 40 + y = 8925

Or y = 8925 – 2925 = ` 6,000
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(2) Cost of material = ` 6,000
Statement comparing the factory cost of the products as made by the
two workmen:

Particulars Gyani (`) Jeetu (`)

Material Cost 6,000 6,000

Labour Cost 1,300 1,536

Factory Overheads 1,625 1,920

Factory Cost 8,925 9,456

 Space to write important points for revision 

2015 - June [II] (b) (i) The total available working hours in a month in respect
of a machine is 200 hours.

The idle-time card reveals as follows:

Tea break 20 hours

Waiting for job 10 hours

Waiting for tools 6 hours

Break down (major) 10 hours

Report the idle-time cost to the management under the appropriate
category if hourly fixed costs of the machine amount to ̀  4.25 and the
operator is paid ` 0.75 per hour. (6 marks)

(iii) Compute the Employee Cost as per CAS-7 with appropriate reasoning:
Extract of Trial Balance as on 31-3-2015

Particulars (Debit) Amount
(`)

Particulars (Credit) Amount
(`)

Material consumed 30,00,000 Special subsidy received
from Government towards
employee salary

3,50,000
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Salaries 18,00,000 Recoverable amount from
emp loyees  ou t  o f
perquisites extended

80,000

Employee training cost 3,00,000

Perquisites to employees 4,80,000

Contribution to gratuity fund 4,20,000

Lease rent for accommo-
dat ion  p rov ided to
employees

5,60,000

Festival bonus 1,00,000

(5 marks)
Answer:
(i) Total available working hours = 700

As per Idle Time Card
Normal Idle Time
Tea Break    20 hours
Total Normal idle time 20 hours
Abnormal Idle Time
Waiting for jobs 10 hours
Waiting for tools  6 hours
Break down (major) 10 hours
Total abnormal idle time 26 hours

Idle Time Report

Particulars Time (hours) Amount (`)

Unavoidable Idle Time Tea break @ 5.00 20 100

Abnormal Idle Time
Waiting for job @ 5.00
Waiting for tools @ 5.00
Break down (major) @ 5.00

10
  6
10

  50
  30
  50

Total Idle Time 46 230
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Answer:
(iii) Computation of Employees Cost as per CAS-7

Particulars Amount (`)

Salaries
Add:

Net cost of perquisites (4,80,000 - 80,000)
Lease rent for accommodation provided for employees
Contribution to gratuity fund
Festival Bonus

18,00,000

4,00,000
5,60,000
4,20,000
1,00,000

Less:
Special subsidy received from Govt. towards employees
salary

32,80,000

3,50,000

Employees cost 29,30,000

Note: 
1. Recoverable amount from employees is excluded from the cost of

perquisite.
2. Employees training cost is not an employee’s cost. It is to be treated

as overhead cost.
3. Special subsidy received from Government is to be excluded as it

reduces the cost of employer.
 Space to write important points for revision 

2015 - Dec [I] (a) A worker has produced 154 units in 10 hours instead of 15
hours. If the normal wages rate is ` 30 per hour find his remuneration under
Rowan Premium Plan. (2 marks)
Answer:

Remuneration = (10 × 30) +  × 10 × 30

= 300 + 100 
= 400

 Space to write important points for revision 
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2016 - June [1] {C} (I) Answer the following question:
(ii) Standard time for a job = 20 hours. Rate per hour = ` 2. The actual

time taken by a worker is 15 hours. Calculate his earnings under Barth
Variable Sharing Plan. (2 marks)

Answer:

Earnings = Rate per hour × 

= 2 × 
= 2 × 17.32
= ` 34.64 

 Space to write important points for revision 

2016 - June [4] (a) The following information is given:
Standard time allowed = 1 hour for 1 unit
Actual time taken by a worker = 32 hours for 40 units
Standard Wage rate: ` 20 per unit or ` 20 per hour
Calculate the earnings of the worker under —

(i) Taylor’s Differential Piece Rate System
(ii) Merrick Differential Piece Rate System
(iii) Gantt Task Bonus Plan (High piece rate = ` 35/unit)
(iv) Halsey Premium Plan
(v) Rowan Plan (10 marks)

Answer:
(i) The worker is efficient and will be paid @ 120% of normal piece rate.

Normal piece rate = ` 20 per unit
120% of 20 = ` 24
Earnings = 40 units × 24 = ` 960

(ii) ` 960 (as in (i))
(iii) 40 units × ` 35 = ` 1,400
(iv) 32 × 20 + 50% (40 – 32)× 20 = ` 720

(v) (32 × 20) + (  × 32 × 20) = ` 768

 Space to write important points for revision 
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2016 - Dec [1] {C} (I) Answer the following:
(iii) Standard Time allowed = 3 minutes per unit. Normal time rate = ` 30

per hour; Taylor’s differential piece rate basis: 80% and 120% for
below and above standard respectively.  Worker W produces 225 units
in an eight hour day. Calculate his earnings for the day. (2 marks)

Answer:
Standard units per day = 20 × 8 = 160.
Actual = 225
Taylor's differential rate earnings = 120% × 30/20 × 225 =  ̀  405 for the day.

 Space to write important points for revision 

2018 - June [2] (a) The existing Incentive system of SHRISTI LTD. is as
under:

Normal working week : 5 days of 8 hours each plus 3 late 
shifts of 3 hours each

 Rate of Payment : Day work : ` 160 per hour
Late shift : ` 225 per hour

Average output per operator
for 49-hours week i.e. including
3 late shifts : 120 articles
In order to increase output and eliminate overtime, it was decided to switch
on to a system of payment by results. The following information is obtained:

Time-rate (as usual) : ` 160 per hour
Basic time allowed for 15 articles : 5 hours
Piece-work rate    : Add 20% to basic piece-rate
Premium Bonus : Add 50% to time.

Required:
Prepare a Statement showing hours worked, weekly earnings, number of
articles produced and labour cost per article for one operator under the
following systems:

(i) Existing time-rate
(ii) Straight piece-work
(iii) Rowan system
(iv) Halsey premium system
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Assume that 135 articles are produced in a 40-hour week under straight
piece work, Rowan Premium System, the Halsey Premium System above
and worker earns half the time saved under Halsey Premium System.

(9 marks)
Answer:

Table Showing Labour Cost Per Article

Method of Payment Hours
worked

Weekly earnings
produced

(`)

Number
of articles

Labour cost
per article

(`)

Existing time rate 49 8,425.00 120 70.21

Straight piece rate system 40 8,640.00 135 64.00

Rowan Premium System 40 9,007.41 135 66.72

Halsey Premium System 40 8,600.00 135 63.70

Working Notes:
(i) Existing Time Rate

Weekly Wages 40 hours @ ` 160 per hr. = ` 6,400
9 hours   @ ` 225 per hr. = ` 2,025

` 8,425
(ii) Piece Rate System

Basic Time 5 hours for 15 articles
Cost of 15 articles at hourly rate of ` 160/hr = ` 800
Add: 20% = ` 160

= ` 960
 Rate per article = ` 960 ÷ 15 = ` 64.
Earning for the week = 135 articles × ` 64 = ` 8,640.

(iii) Rowan Premium System
Basic Time 5 hours for 15 articles

50% to time
7.5 hours for 15 articles or 30 minutes per article

 Time allowed for 135 articles = 67.50 hours
Actual time taken for 135 articles = 40 hours
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Earnings = (HW × RH) + ( × HW × RH)

= (40 hours × ` 160) + ( × 40 × ` 160) = ` 9,007.41

(i) Halsey Premium System:

Earnings = (HW × RH) + {  (TA – HW) × RH}

= (40 × ` 160) + { (67.50 - 40) × ` 160} = ` 8,600

 Space to write important points for revision 

Repeatedly Asked Questions

No. Question Frequency

1 Write short notes on Difference between merit
rating and job evaluation.

11 - June [2] (a), 12 - Dec [8] (e) 2 Times

2 What are the avoidable and unavoidable causes
of Labour Turn-over?

09 - Dec [3] (a), 10 - Dec [3] (a) 2 Times

Table Showing Marks of Compulsory Questions

Year 14
J

14
D

15
J

15
D

16
J

16
D

17
J

17
D

18
J

18
D

Practical 2 2 2

Total 2 2 2
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CHAPTER AT A GLANCE

S. No. Topic Important Highlights

1. Overhead Based on the relationship with the product,
costs are classified into Direct Costs and
Indirect Costs. The total of all Indirect
Costs viz. Indirect Materials, Indirect
Labour and Indirect Expenses are
collectively called as Overheads. The
Indirect Costs are called Overheads, since
they are incurred generally (and not
specifically) over various (a)  Products, (b)
Departments or cost centres, and (c)
Various heads of account.

2. Classification On the basis of function
1. Factory or Manufacturing or Production

Overheads; 
2. Office and Administrative Overheads; 
3. Selling and Distribution Overheads; 
4. Research and Development.

3. On Basis of
Nature of
Activities

1. Fixed Overheads:
(a) These expenses are unaffected by

any variation in the volume of
act iv i ty,  e.g.,  manageria l
remuneration, rent, 

(b) They remain constant from one
period to another except when
they are deliberately changed,
e.g., on increments being granted
to staff or additional staff being
engaged. 
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(c) Fixed Overheads per unit of output
are inversely related to level of
activity. 

2. Variable Overhead: 
(a) These are expenses that change

in proportion to the change in the
volume of activity. For example
are power consumed; consumable
stores; repairs and.

(b) Variable expenses per unit
regarded as constant. 

3. Semi Variable Overheads: 
(a) These are expenses that exhibit

characteristics of Fixed and
Variable Overheads. 

(b) They may behave in any of the
following manner: 
(i) Expenses that do not change

when there is a small change
in the level of activity but
change whenever there is a
big change – e.g. no change
in expenses if output
increases by 10%, but
increases by 5% for increase
in output beyond 10%. 

(ii) Expenses that change in the
same direction as the change
in level of activity but not in
the same proportion, e.g. an
expense may change by 1%
for every 2% change in
activity. 
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(c) Examples of semi-variable
expenses are delivery van
expenses, depreciation as a
whole. 

(d) Semi-variable expenses usually
have two parts – a fixed part and a
variable part. 

4. Methods of Segregating Semi-Variable Costs into Fixed and
Variable Costs

1. Graphical method. 
2. High and low points method. 
3. Analytical method 
4. Comparison by period or level of

activity method 
5. Least squares method. 

5. Graphical Method of Segregating Semi-Variable Expenses

Segregation of fixed and variable portions of a semi-variable
expenses by using graphical method – (Procedure)


Record the Total Costs at different levels of output


Mark/ Plot the above observations on a group with output on

the X-axis and total cost on the Y-axis.
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Draw a line of ‘best-fit”, which passes through all or most of

the points, by carefully judgement
.

Fixed Cost is indicated at the point at which the line of “best fit”
cuts the Y-axis.

 A line parallel to the X-axis from this point in the Y-axis
indicates the fixed cost portion.


Compute Variable Cost at any level of output = Total Costs

less Fixed Costs.

6. Segregation of Semi-Variable Expenses under the Level of
Activity Method (Procedure)

Determine the semi-variable expenses at two different quantity
levels.


Compute difference in quantity of output and difference in

cost.


Compute Variable per unit =   


Compute Variable Costs at either quantity level as Quantity x

Variable Cost per unit.


Compute Fixed Costs = Total Costs less Variable Costs as
computed above.

Distinction Between Allocation and Apportionment

Point of
differentiation

Allocation Apportionment

Meaning Identifying a cost Center
and charging its expense in
full.

Allotment of proportions
of common cost to
various cost centres. 
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Nature of
Expenses

Specific and Identifiable General and Common

Number of Cost
Centres (Depts.)

One Many

Amount of
Overhead

Charged in full Charge in Proportions 

Codification of
Overheads

1. Meaning: It is a technique of intelligently
describing in number/letters or a combination of
both, the lengthy description of numerous cost
accounting heads for ease of recording and
controlling of the cost data generated. 

2. Objectives: 
(a) To group items of similar nature that are

amendable to apportionment of overhead
expenses on the same basis. 

(b) To facilitate the task of allocation and
apportionment of overheads over different
departments or cost centres. 

(c) To carry out an analysis of overhead
expenses for control purposes. 

(d) To reduce the task of maintaining a huge
number of accounts. 

3.  Methods:
(a) Straight Numbering System
(b) Number Blocks System
(c) Combination of Symbols and Numbers
(d) Field Method or Numerical Code
(e) Mnemonic Method
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Pre-Determination of Overhead Absorption Rates (Methods)

Data used for rate
determination

Formula: Overhead Recovery Rate = 

(a) Last year
Actual Output

Last Year Actuals Last year Actual 
Overhead

(b) Current year
Budgeted
Output 

Current Year Estimates Current year 
Budgeted Overhead 

(c) Normal
Volume of
Output 

Normal Activity Levels Normal Overhead 
Costs 

Blanket and
Departmental
Overhead
Recovery Rate

1. Blanket Rate: It refers to the computation of one
single overhead recovery rate for the whole
factory. 

2. Departmental Rate: If refers to the computation
of different rates for different departments in the
factory. 

Blanket Rate
should be used
ONLY in the
following

circumstances:

1. Where only one major product is being produced. 
2. Where several products are produced, but: 

(a) All products pass through all departments 
and 

(b) All products are processed for the same time
duration in each department. 

Criteria for
Selection of the
Appropriate
Basis of
Absorption

1. Minimum Variances: There should be minimum
difference between absorbed and actual
overheads. In case of substantial differences,
overhead estimation and absorption loses its
relevance. 

2. Equitable Charge: The amount charged to
individual jobs or products should be equitable. 
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3. Convenience: The method should be easy to
understand and simple to operate. 

4. Cost Efficient: The benefits derived from the
implementation of the method should be more
than the cost of collecting the required
information. 

5. Uniform results: The method, when used
consistently by the firm, should result in uniform
results. It should not show substantial differences
between costs and profits of one period and
subsequent period. 

Machine Hour
Rate of
Absorption

1. This method is used for absorption of overheads
in capital intensive departments where the
mechanical effort (machine hours) dominates the
human effort (labour hours). 

Overhead Absorption Rate = 

2. The total Overheads may be computed in any of
the following manner: 
(a) Direct Related Overheads: Here only those

overheads directly or immediately connected
with the machines are considered, e.g.
power, depreciation, insurance, maintenance
expenses etc. 

(b) Direct and General Overheads: Here, in
addition to directly related expenses, share
of general expenses are also apportioned,
e.g. rent, supervision, indirect labour,
consumables etc.
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(c) Comprehensive Overheads: Here all expenses of working a
machine are considered.
Total overheads = Directly Related Overheads + General

Overheads + Wages of Operator behind
the machine. 

(d) Total overheads =  Directly Related Overheads + General
Overheads + Wages of Operator behind the machine. 

Accounting
Treatment

Accounting Treatment of Under Absorption of
Production Overheads
Under absorption denotes a situation when absorbed
overheads are less and actual overheads are more.
For accounting purposes, the excess actual cost
incurred is classified into: 
1. Normal Reasons: Increase in Overheads due to

normal reasons, e.g. genuine error in planning,
change in planning premises etc. denotes a
regular increase in costs and hence should be
included using supplementary overheads recovery
rates. The amount of normal increase  in costs is
apportioned to: 
(a) Units Sold by transfer to Cost of Sales 

Account. 
(b) Closing Stock of Finished Goods by transfer

to Finished Goods Control Account. 
(c) Closing Stock of Work-in-Progress by transfer

to WIP control account. 
2. Abnormal Reasons: Increase in Overheads due

to abnormal reasons, e.g. strike period wages,
award of Labour Court, write off of obsolete stores
etc. are losses. Hence they are transferred to
Costing Profit and Loss Account.
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Capacity
Rated Capacity

Rated Capacity refers to the maximum possible
productive capacity of a machine or a plant as
indicated by its manufacturer. This capacity is also
known as the Maximum Capacity or Installed Capacity
or Theoretical Capacity.  The rated capacity can never
be achieved due to avoidable and unavoidable losses
in operating time.

Practical
Capacity

It is defined as actually utilised capacity or a plant. It
is also known as Operating Capacity or Net Capacity
or Available Capacity. This capacity takes into account
loss of time due to repairs, maintenance, minor
breakdown, idle time, set up time, normal delays,
Sundays and holidays, stock taking etc. Practical
Capacity = Rated Capacity less Normal Time Loss.

Normal
Capacity

It is the capacity of a plant, which is expected to be
utilised over a long period based on sales expectancy.
The determination of this capacity considers the
average utilisation of plant capacity during one full
business cycle that may extend over 2 to 3 years.  It
is also known as Average Capacity and is used to
compute overhead recovery rate.  Sometimes, it is
also called as Capacity based on sales expectancy.

Actual Capacity It is the capacity actually achieved during a given
period. It is denoted by the actual operating hours
during a particular period. This capacity may lie
between practical capacity and capacity based on
sales expectancy. 

Idle Capacity It is that part of the capacity of a plant, machine or
equipment, which cannot be effectively utilised in
production. Idle Capacity = Practical (or sometimes
Normal) Capacity less Actual Capacity Utilisation. It
may arise due to reasons such as lack of product
demand, non-availability of raw material, shortage of
skilled labour, absenteeism, shortage of power or fuel



[Chapter   4] Direct Expenses and Overheads O 8.155

or supplies, seasonal nature of product etc. Such
causes can be identified into Normal and Abnormal;
and also as Controllable and Non-Controllable.
1. Treatment of idle capacity costs

(a) Nature: Costs associated with idle capacity
are mostly fixed in nature. These include
depreciation, repairs and maintenance
charges, insurance premium, rent, rates,
management and supervisory costs. These
costs remain unabsorbed or unrecovered due
to under-utilisation of plant and service
capacity. 

(b) Computation: Idle capacity cost can be 
calculated as below: 
Idle Capacity Cost =

(c) Treatment: Idle capacity costs can be treated
in product costing, in the following ways: 
(i) Normal and Unavoidable Reasons: Such

costs arising due to normal reasons like
repairs, maintenance shut-down, job
chargeover etc., should be treated as
regular costs and included as overhead.
Supplementary Rate should be used to
recover the idle capacity cost.

(ii) Abnormal and Avoidable Reasons: Such
costs arising due to avoidable reasons
like faulty planning, power failure etc.
should be charged to profit and loss
account. 

(iii) Seasonal Factors: If the idle capacity cost
is due to seasonal factors, then, the cost
should be charged to the cost of
production by inflating overhead rates. 
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Accounting
Treatment

1. Packing Expenses
(a) Primary Packing: Cost of primary packing

necessary to protect the product or for
convenient handling, should become a part of
the Prime Cost.

(b) Secondary Packing: The cost of packing to
facilitate the transportation of the product from
the factory to the customer should become a
part of the Distribution Cost.

(c) Special Packing: When there is a special
packing at the request of a customer, its cost
should be charged to the specific work order
or job.

2. Fringe benefits 
(a) Meaning: These are additional payments or

facilities provided to the workers apart from
their salary and direct cost-allowances. They
are given in the form of overtime, extra shift
duty allowance, holiday pay, pension facilities
etc. 

(b) Purpose: These indirect incentives and
benefits stand to improve the morale, loyalty
and stability of employees towards the
organization. 

(c) Treatment: If the amount of fringe benefits
is considerably large, it may be recovered
as direct charge by means of a
supplementary wage or labour rate;
otherwise these may be collected as part or
production overheads. 

3.    Training expenses 
(a) Meaning: Training is an essential input for

industrial workers. Training expenses includes
wages of workers, costs incurred in running
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training department, loss arising from the
initial lower production, extra spoilage etc. 

(b) Treatment: Training expenses of factory
workers are treated as part of the cost of
production. The training expenses of office
staff or salesmen should be treated as
Administrative or Selling Overhead respectively.

(c) Apportionment: These expenses can be
spread over the various departments of the
concern, based on the number of workers on
the roll. 

(d) Abnormal Costs: Training expenses would
be abnormally high in the case of high labour
turnover. Such expenses should be excluded
from costs and charged to the costing profit
and loss account. 

4. Canteen expenses
(a) An enterprise / factory may operate a canteen

within its premises, to provide lunch and
refreshments to workers, as part of its staff
welfare measures.

(b) The loss incurred by the firm in running the
canteen should be regarded as an overhead
expenses. 

5. Carriage And Cartage Expenses
(a) Meaning: It refers to expenses incurred on

the movement (inwards and  outwards) and
transportation of materials and goods. 

(b) Carriage Inwards: Carriage expenses related
to direct material should be included in the
cost of direct material (as part of Landed
Cost) and those relating to indirect material
(stores) should be treated as Factory
Overheads. 



8.158 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

(c) Carriage Outwards: Expenses related to the

transportation of finished goods may be

treated as Distribution Overhead. 

6. Welfare Expenses

(a) All expenses incurred on the welfare activities

of employees in a company are part of

general overheads. 

(b) Such expenses should be apportioned

between factory, office, selling and distribution

overheads on the basis of number of persons

involved. 

7. Night Shift Allowance

(a) Meaning: Workers in factories operating

during night time are paid some extra amount

known as ‘night shift allowance’. As it is

incurred due to the pressure of work beyond

normal capacity level. 

(b) Treatment: It is treated as Production

Overhead and recovered as such. If

additional expenditure on night shift is

incurred to meet some specific customer

order, it may be charged directly to the order

concerned. If night shift are run due to

abnormal circumstances, the additional

expenditure should be charged to the Costing

Profit and Loss Account.
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DESCRIPTIVE QUESTIONS

2012 - June [5] (b) Explain briefly to classification of overheads according
to behavior. (5 marks)
Answer :

On the basis of behavior, overheads may be classified into —

1. Fixed
overhead

These overheads remain unaffected or fixed in total
amount by fluctuations in volume of output. They are
the costs which remain fixed or constant in total
despite changes in the volume of production or sales.
Fixed overheads remain fixed in total up to a certain
level of activity which is known as relevant range of
activity but fixed overheads per unit always vary with
the production or sales volume in an opposite
direction. For example are rates, managerial,
salaries, building depreciation, postage, stationery,
legal expenses, etc.

2. Variable
overhead

This is the cost which, in aggregate, tends to vary in
direct proportion to change in the volume of output.
Variable overheads per unit remain fixed. For
example indirect materials, indirect labour,
salesman’s commission, power, light, fuel, etc.

3. Semi-
variable
overhead

This overhead is partly fixed and partly variable. In
other words, costs vary in part with the volume of
production and in part they are constant, whatever is
the volume of production. The semi-variable
overheads increase with the increase in output units
but not at the same rate. Telephone, electricity, repair
and maintenance, heating, lighting, supervision and
inspection, salesmen remuneration are some of the
examples of semi-variable or semi-fixed overheads.

 Space to write important points for revision 
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2012 - Dec [7] (b) Explain what is meant by Cost Apportionment and Cost
Absorption. (5 marks)
Answer:

Cost

Apportionment

Cost apportionment implies the allotment of items of

cost to cost centers or department. Common costs,

which are not separately identifiable, have to be

assigned to departments/cost centers on some

meaningful basis. This process of distributing

common costs on a proportionate basis is known as

Cost Apportionment. Cost apportionment is the

sharing of a total cost that was incurred by different

cost centers. The total cost is apportioned (shared)

among the different areas based on the most suitable

condition for sharing the cost. For example the

expense of rent is best shared on the basis of floor

area and the expense of supervision is best shared

on the basis of number of employees. 

Cost Absorption Is the process by which overhead is properly spread

over to production for the period. For example, the

manufacturing cost of lathe Center is absorbed by a

rate per lathe hour. The purpose behind the

absorption is that expenses should be absorbed in

the cost of the output of the given period. For

overhead absorption some suitable basis has to be

adopted. The formula used for deciding the rate is as

follows: 

Overhead Absorption Rate =

 

 Space to write important points for revision 
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2013 - June [2] (b) How would you deal with the following in Cost Accounts?
(ii) Bad Debts. (2 marks)

Answer:

Bad Debts One view is that ‘Bad Debts’ should be excluded from

cost accounts as they are financial losses. Another

view is that they should be treated as part of selling

and distribution overheads, especially when they

arise in the normal course of trading. Therefore, bad

debts should be treated in cost accounting as any

other selling and distribution expenses.

 Space to write important points for revision 

2013 - Dec [5] (a) State the treatment of the following items in Cost

Accounts:

(i) Market Research

(ii) Obsolete inventory

(iii) Royalty on production of goods. (6 marks)

Answer:

(i) Treatment of

Market

Research

expenses in

Cost

Records 

Many times organizations appoint professional bodies

or conduct by themselves a study of potential market

for their products. This study is aimed at finding the

customer's needs, their habits, changing market for

the products, technological changes in the product,

competition etc., Such expenses are to be treated as

a part of Sales and Distributive Costs. 

(ii) Treatment of

Obsolete

Inventory in

Cost

Records

Obsolete Inventory may consist of raw materials or

stores of finished goods. In either case, a write-off is

made direct to Profit and Loss a/c and no charge is

made to the cost of production. 
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(iii) Treatment of

Royalties in

Cost Records

‘Royalties are prices paid to acquire the right to

manufacture and / or sell some goods generally

belonging to the Government like Mines, Sand mining

etc, When the Royalty is paid to acquire the right to

manufacture or to produce the Cost of the Royalty

should be charged as a production Cost and included

in Production Overhead.

 Space to write important points for revision 

2014 - June [4] (b) Briefly explain the following:

(i) Practical Capacity

(ii) Normal Capacity

(iii) Idle Capacity

(iv) Excess Capacity (8 marks)

Answer:

(i) Practical
Capacity

It is the achievable capacity of a plant. Practical
capacity is achieved after deducting the normal idle
time from the rated capacity. Practical capacity is
generally used to compute overheads absorption
rate. The Practical Capacity is determined with
reference to nature of industry and circumstances in
which a particular factory is situated. Normal
unavoidable interruptions account for 15% to 25% of
the maximum capacity. The Practical Capacity, thus,
ranges between 75% and 85% of maximum capacity
after giving allowance for normal unavoidable
interruptions.

(ii) Normal

Capacity

Normal Capacity refers to average capacity of the

plant utilized over a period of time. Normal Capacity

is equal to, or less than, practical production capacity

depending upon the volume expected sales. More

often, normal capacity is less than practical capacity.
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The determination of Normal Capacity helps in:

 the preparation of flexible budgets and

computation of predetermined factory overhead

rates;

 the use of Standard Costing;

 estimating sales price etc; 

 scheduling production; 

 inventory valuation; 

 determination of breakeven point and controlling

costs.

(iii) Idle

Capacity

Idle Capacity is the difference between installed

capacity and the actual capacity utilization when

actual capacity utilization is less than installed

capacity. Idle Capacity is that part of Practical

Capacity which is not utilized due to factors like

temporary lack of orders, bottlenecks and machine

breakdown, etc. Idle Capacity represents unused

productive potential, which fails to be realized due to

interruptions that are not unavoidable. Idle Capacity

is that part of Practical Capacity which is not utilized

due to irregular interruptions.

(iv) Excess

Capacity 

Excess Capacity refers to that portion of Practical

Capacity which is available, but no attempt is made

for its utilization for strategic or other reasons. If the

Excess Capacity results from purchase of assets not

required, it will be a prudent policy for company to

dispose off the assets which cause Excess Capacity.

 Space to write important points for revision 
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2014 - Dec [2] Answer the question:

(b) (ii) What are defectives? How would you treat them in Cost Accounts?

(3 marks)

Answer:

Defectives

It represent the part of production that does not meet dimensional or

quality specifications of a product but which can be reworked by additional

application of material labour and/or processing and made it into saleable

condition.

Accounting of defectives:

Normal

Defectives

If the defectives are of normal and within the

standard limit, any of the following accounting

methods is adopted:

(i) The cost of rectification of normal defective is

charged to good units.

(ii) Where a particular department is identified and

responsible for defective work, the rework costs

are charged to that department.

(iii) Where it cannot be identified from which

department the defectives caused, then the

rework or process costs are to be charged to the

general overheads.

(iv) If normal defectives are easily identifiable with

specific jobs, the rework costs are debited to that

particular job or process.

Abnormal

Defectives

If the defectives are of abnormal nature, the rework

cost should be charged to the costing Profit & Loss

A/c.

 Space to write important points for revision 
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2016 - Dec [4] (b) How will you treat the following in Cost Accounts?

(ii) Insurance Charges on Plant and Machinery used for production, on

finished goods in transit and on vehicles used by the Accounts Office?

(2.5 marks)

Answer:

  (ii)  Insurance Charges

Plant and machinery for production Production or factory overhead

Finished goods in transit Distribution overhead

Vehicles for accounts department Administration overheads

 Space to write important points for revision 

2017 - Dec [8] (c) Enumerate the need for predetermined overhead rate.

(5 marks)

Answer:

Need for predetermined Overhead Rate:

Predetermined Overhead Rate is needed for the following reasons:

(i) actual rate can be determined only after the overheads have been

incurred

(ii) to avoid delay in computing cost

(iii) to prepare Quotations in time and quickly

(iv) actual Overhead Rate may fluctuate from period to period. But in case

of predetermined rate, it is not so.

(v) to ensure cost control.
 Space to write important points for revision 

PRACTICAL QUESTIONS

2008 - Dec [2] (c) A company makes components for television sets using

two service departments and two production departments. The inter-

departmental relationship and overhead costs are given below :
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Percentage of service provided to 

Maintenance Scheduling Moulding Assembly 

From :

Maintenance  10% 40% 50%

Scheduling 20%  50% 30%

Total overhead cost(`) 7,50,000 4,00,000 3,78,000 2,76,000

You are required  to show the amount of Scheduling Department costs 

and Maintenance Department costs to be allocated to the Production

Department, using Simultaneous Equation Method. (5 marks)

Answer :

Formation of simultaneous equations

Let X = Total expenses of Maintenance Department and 

Y = Total expenses of Scheduling Department 

X = ` 7,50,000 + 20% of Y ............(I)

Y = 4,00,000 + 10% of X ..........(II)

Solving simultaneous equations

X = 7,50,000 + .20Y ...........(I)

Y = 4,00,000 + .10X .........(II)

Putting the value of X in equation II

Y = 4,00,000 + .10 (7,50,000 +.20Y)

  = 4,00,000 + 75,000 +.02Y

Y– 0.2Y = 4,75,000

Y = 4,75,000/.98 = ` 4,84,694

Y = 4,84,694

Putting value of Y in equation I

X = 7,50,000 + .20 × 4,84,694

X = 7,50,000 + 96,939

X = 8,46,939
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Overheads Distribution Summary

Item  Production Departments

Moulding 

` 

Assembly

`

As per primary distribution summary 

90% of costs of Maintenance dept apportioned to

Moulding & Assembly dept. in the ratio of 4:5 

80% of costs of Scheduling Dept., apportioned to

Moulding & Assembly dept. in the ratio of 5:3

3,78,000

3,38,775

2,42,347

2,76,000

4,23,470

1,45,408

Total Overheads of Production Department 9,59,122 8,44,878

 Space to write important points for revision 

2009 - June [2] (c) A company has three production departments.  A, B, and

C and two service departments, P and Q. The following figures are available

from the primary distribution summary.

Department Dept.A. Dept.B. Dept.C. Dept.P. Dept.Q.

From primary 

distribution (`) 3,150 3,700 1,400 2,250 1,000

The expenses of the services departments are to be apportioned on a

percentage basis as follows :

Department Dept.A. Dept.B. Dept.C. Dept.P. Dept.Q.

P (%) 40 30 20 — 10

Q (%) 30 30 20 20 —

Prepare secondary distribution summary as per the simultaneous equations

method. (5 marks)

Answer :

Formation of simultaneous equations

Let X = Total expenses of Department P and 

Y = Total expenses of Department Q

X = ` 2,250 + 20% of Y ............(I)

Y = 1,000 + 10% of X ..........(II)
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Solving simultaneous equations
X = 2,250 + .20Y ...........(I)
Y = 1,000 + .10X .........(II)

Putting the value of X in equation II
Y = 1,000 + .10 (2250 +.20Y)

    =1,000 + 225 +.02Y
Y– 0.2     Y = 1,225
Y = 1,225/.98 Y = 1,250

Putting value of Y in equation I
X = 2,250 + .20 × 1,250
X = 2,250 + 250
X = 2,500

Overheads Distribution Summary

Item Production
Departments

A
` 

B
`

C
`

As per primary distribution summary 
90% of costs of department P 
apportioned to 
Production depts. in the ratio of 4 : 3 : 2
80% of costs of Department Q 
apportioned to 
Production depts.  in the ratio of 3 : 3 : 2

3,150

1,000

375

3,700

750

375

1,400

500

250

Total overheads of Production Department 4,525 4,825 2,150

 Space to write important points for revision 

2009 - Dec [2] (c) The production department of a factory furnishes the
following information for the month of March 2007 :

Materials used — ` 54,000
Direct wages — ` 45,000
Overheads — ` 36,000
Labour hours worked — 36,000
Hours of machine operation — 30,000
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For an order executed by the department during a particular period, the
relevant information was as under :

Materials used — ` 6,00,000
Direct wages — ` 3,20,000
Labour hours worked — 3,200
Machine hours worked — 2,400

Calculate the overhead charges chargeable to the job by the following
methods :

(i) Direct materials cost percentage rate;
(ii) Labour hours rate; and
(iii) Machine hour rate. (5 marks)

Answer :

(i) Direct Material cost percentage rate = 

= (`36,000/54,000) × 100 = 66.67%
Materials used on the order ` 6,00,000, so overheads will be
@` 4,00,000

(ii) Labour Hour Rate = Overheads/Direct Labour Hours = 36,000/36,000 = Re. 1
Overheads will be @ Re. 1= 3,200 hrs × 1 = ` 3,200

(iii) Machine Hour Rate = Overhead/Machine Hours = ` 36,000/ 30,000
` 1.2 Overheads will be ` 1.2 per hour × 2,400 hours = ` 2,880

 Space to write important points for revision 

2010 - Dec [5] (b) The budgeted working conditions for a cost Center are as
follows:

Normal working per week . . 42 hours 
Number of machines . . 14
Normal weekly loss of hours
 on maintenance . . 5 hours per machine
Number of weeks works per year . . 48
Estimated annual overheads . . ` 1,24,320
Actual result in respect of a 4 
week period are:

Overhead incurred . . `10,200
Machine hours produced . .  2,000
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On the basis of the above information you are required to calculate:
(i) The machine hour rate.
(ii) The amount of under- or over-absorption of overhead.

(8 + 2 = 10 marks)
Answer :
Normal working hours per week = 42 hrs.

Number of Machines = 14

No. of weeks per year = 48

Total annual hours worked by machines = 42 × 14 × 48 = 28,224 hrs.

Weekly lost hours per machine = 5hrs.

Total lost hours14 × 5 × 48 = 3,360 hrs.

Effective hours worked = 28,224 – 3,360 = 24,864 hrs.

Actual hours worked = 20,00 × 48/4 = 24,000 hrs.

Actual overheads = 10,200 × 48/4 = ` 1,22,400

Actual machine hour rate  = 1,22,400/24,000 = ` 5.10

(i) Standard Overheads = ` 1,24,320

Effective hours worked = 24,864

Machine Hour Rate = 1,24,320/24,864 = ` 5

(ii) Recovered overheads = 24,000 × 5 = ` 1,20,000

Actual overheads = ` 1,22,400

Under recovery of ` 2,400

Under recovery for 4 week period 2,400/12 = ` 200
 Space to write important points for revision 

2011 - Dec [5] (b) XYZ Ltd. manufactures four products A, B, C and D.
Whose data are given below:

        A      B      C      D

Direct Materials (`)

Direct Labour (`)
Direct Labour Hours
Machine Hours

3,000
1,500

50
30

6,000
3,000

100
15

9,000
4,500

150
10

18,000
9,000

300
5
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You are required to prepare a statement showing the allocation of factory
overheads (which amounted to ` 1,08,000) using the basis of allocation as
under:

(i) Direct Material Cost
(ii) Direct Labour Cost
(iii) Direct Labour Hours
(iv) Machine Hours

Out of these four bases of allocation, which you prefer and why?

(2 + 2 + 2 + 2 + 2 = 10 marks)

Answer :

Statement of allocation of overheads

Basis for allocation Rate A B C D Total

Direct material (`)
Direct material cost

3 3,000

9,000

6,000

18,000

9,000

27,000

18,000

54,000

36,000

1,08,000

Direct labour (`)

Direct Labour cost

6 1,500

9,000

3,000

18,000

4,500

27,000

9,000

54,000

18,000

1,08,000

Direct Labour hours
Direct Labour hour cost

180 50
9,000

100
18,000

150
27,000

300
54,000

600
1,08,000

Machine hours 
Machine hour cost 1,800

30
54,000

15
27,000

10
18,000

5
9,000

60
1,08,000

Working note :

(i) Rate per rupee of material cost =

 =    = ̀  3 per rupee of material cost

(ii) Rate per rupee of labour cost = 

 =  = ` 6

(iii) Rate per labour hour =  =  = ` 180

(iv) Rate per machine hour =  =  = ̀  1,800

 Space to write important points for revision 
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2013 - Dec [1] {C} Answer the following:

(a) For a department, the standard overhead rate is ̀  2.50 per hour and the
overhead allowances are as follows:

Activity Levels (hours) Budgeted overhead allowances

(`)
6,000 20,000

14,000 36,000
22,000 52,000

Calculate the fixed cost. (2 marks)
(b) The following data relating to a machine is available:

Cost of the machine is ` 20,000; Estimated scrap value is ` 2,000.
Working life = 6 years. The machine had to be discarded at the end of
4 years due to obsolescence and was sold for ` 4,000. What is the
resultant loss? (Use straight line depreciation on net value). (2 marks)

(e) A concern producing a single product estimates the following expenses
for a production period.

Figures `
Direct Material 50,000
Direct Labour 50,000
Direct Expenses 5,000
Overhead Expenses 2,10,000
What will be the overhead recovery rate based on prime cost?

(2 marks)

Answer:

(a) Calculation of fixed cost

Variable cost per unit =  

=  

= = 2 `/ hour

Total variable cost = 6,000 × 2 =  ` 12,000

Fixed Cost = Total cost – variable cost 

= 20,000 –12,000=  ` 12,000
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Answer:

(b) Depreciation per Annum = = 

=  =  3,000 p.a

Depreciation for 4 year = 3,000 × 4 = 12,000
Residual value of asset after 4 year = 20,000 – 12,000 = 8,000
Loss on disposal = Residual value – sale value = 8,000 – 4,000 

=  ` 4,000

Answer:

(e) Over head recovery rate based on prime cost = 

Prime cost = Direct material + direct labour + direct expanses
      = 50,000 + 50, 000 + 5,000 = 1,05,000

Over head recovery rate based on prime cost =  

= 200%
 Space to write important points for revision 

2013 - Dec [3] (a) From the following information, calculate the machine hour
rate for recovery of overhead for a drilling machine installed in a machine
shop.

(i) The machine operates for 8 hours a day and 300 days a year.
(ii) 400 hours of machine time in a year is used for repairs and

maintenance.
(iii) Setting up time of the machine is 200 hours per annum and is to be

treated as production time.

(iv) Annual cost of repairs and maintenance of the machine is ` 40,000.

(v) Power used is 10 units per hour at a cost of ` 8 per unit. No power is
consumed during repair and setting up time.

(vi) A coolant is used to operate the machine at ` 12,000 per annum.

(vii) An operator, whose monthly wages is ̀  8,000, devotes 75% of his time
exclusively to operate the machine.
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(viii) Depreciation is ` 2,40,000 per annum and insurance is ` 25,000 per
annum.

(ix) Other indirect expenses chargeable to the machine are ` 12,000 per
month. (8 marks)

Answer:

Computation of machine hour rate

No. of working days = 300

Operators of machine per day = 8 hours

Total operation hours of machine = 300 × 8 = 2,400 hours

Less-repair and maintenance =    400

Total hour          2,000

Total amount (expenditure) per annum (`)

Repair & Maintenance 40,000

Depreciation 2,40,000

Insurance 25,000

Operators wages (wage rate
` 8,000/month) (96,000 × 75%) 72,000

Coolant 12,000

Indirect Expanses 14,400

Power 1,44,000

6,77,000

Machine Hour Rate -  =  =  ` 338.50

 Space to write important points for revision 

2013 - Dec [5] (b) In a manufacturing company, factory overhead was
recovered at a pre-determined rate of ̀  28 per labour hour. The total factory
overhead incurred and the actual labour hours worked for October 2013
were ` 3,61,000 and 11200 hours. Out of the ` 3,61,000, ` 22,400 became
payable due to a one time award of a labour court. Out of the 75,000 units
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produced during the month, 60,000 were sold. 40% of the unrecovered
overheads were due to defective planning and the rest was due to increase
in overhead cost. Explain with figures how the under absorbed overhead
would be treated in cost accounts. (6 marks)

Answer:

Amount of under - absorbed factory overhead:

Total factory overheads incurred ` 3,61,000

Less: Amount paid according to Labour Court award

  (Assumed to be non- recurring) ` 22,400

Net overhead incurred ` 3,38,600

Less: Overhead recovered for 11,200 hours @ ` 28 ph ` 3,13,600

Under absorbed factory overheads ` 25,000

Treatment:

(i) Due to defective planning, 40% of 25,000 = ` 10,000 treated as
abnormal and should be debited to P/L A/c.

(ii) Remaining 60% of 25,000 = ` 15,000 should be distributed over
finished goods stock and cost of sales by using supplementary rate -
` 15,000/75,000 = `0.20 per unit.

Charged to finished goods stock 75,000 - 60,000 = 15,000 units @
` 0.20 per unit = ` 3,000

Charged to cost of sales = 60,000 × 0.20 per unit = ` 12,000
 Space to write important points for revision 

2014 - June [1] {C} (b) Calculate the direct expenses as per CAS-10 from
the following information:

Royalty paid on sales: ` 1,25,000; Royalty paid on production: ` 1,00,000;
Design charges ` 26,000; Machine shop expenses ` 45,000; Software
development charges related to production: ` 55,000; (2 marks)

(d) The following information is given:

The total number of operators working in a Department = 300.
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The number of working days per year = 300 and the number of hours per
day = 8.

The total Departmental overhead is ` 3,42,000. 5% of the total number of
days is normal idle time. Find the overhead rate per direct labour hour.

(2 marks)

Answer:

(b) Computation of Direct Expenses

Particulars Amount `

Royalty paid on Sales 1,25,000

Add : Royalty paid on units produced 1,00,000

Add : Design Charges 26,000

Add : Software development charges related to production 55,000

Add : Machine shop expenses 45,000

Direct Expenses 3,51,000

Answer:

(d) Effective working days = 300 - 5% of 300

= 300 - 15 = 285

Labour Hours = 300 × 285 × 8

= 6,84,000

Overhead rate per labour hour =  = ` 0.50/ hr

 Space to write important points for revision 

2014 - June [2] (a) The machine shop of a factory offers the following
information about a particular machine:

Cost of the machine: ` 20,00,000; Savage value: ` 80,000; Life of the
machine: 10 years.
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Assume straight-line depreciation on net value over the life of the machine.

Cost of repairs and maintenance- ` 28,000 per annum.

Electric power used by the machine is 15 units per hour at ̀  8.5 per unit. No
power is consumed during maintenance and set-up time. A chemical costing
` 8,250 per packet is used for operating the machine every month. The
wages of the operator are ̀  1,32,000 per annum. The operator devotes one
third of his time to this machine. Annual insurance charges are 1% of the
cost of the machine. Cost of lighting the department is ` 15,000 per month.
There are 72 points of which only 12 lighting points are used by this
machine. Other indirect charges chargeable to this machine are ̀  13,000 per
month. Annual working hour are 3000. The machine requires a set-up time
of 156 hours per annum which are to be considered productive time. The
machine requires 400 hours per annum for repairs and maintenance.

You are required to calculate the machine hour rate. (8 marks)

(b) A plant that manufactures tiffin boxes has an installed capacity of
1,20,000 units per year distributed evenly over each calendar month.
The following is the cost structure of the product:

Raw Material ` 20 per unit

Direct Labour ` 12 per unit

Direct Expenses ` 2 per unit

Variable overheads ` 16 per unit

Fixed overhead ` 3,00,000 per annum (i.e. ` 1,50,000 per
half year)

Semi-variable overheads: ` 7500 per month up to 50% capacity and an
additional ̀  2500 per month for every additional 25% capacity utilization
or part thereof.

The plant will operate at 50% capacity during the first 6 months of the
calendar year 2014 and at 100% capacity in the remaining months.

The selling price for the period from 1st January to 30th June was fixed at
` 70 per unit. The firm wishes to revise the selling price for the next half
year, which should be fixed effective 1st July to achieve a total profit of
` 9,00,000 during 2014.
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You may assume that whatever is produced is sold and that the market
is likely to absorb the production after the revision in price.

You are required to prepare a statement showing the element wise total
cost and profit for each half year and the revised selling price in the
second half of the year to achieve the overall annual profit of ̀  9,00,000
in 2014.

Compute the semi-variable and fixed cost per unit for each of the half
yearly periods. (8 marks)

Answer:

(a) Statement of Machine Hours

Particulars Amount  Per
Annum `

Amount Per
Hours `

Standing charges

Depreciation = 20,00,000 – 80,000/ 10 1,92,000

Repair and Maintenance 28,000

Wages of Operator (1,32,000/3) 44,000

Chemical Cost (8,250 × 12) 99,000

Insurance (1% of 20,00,000) 20,000

Lighting (15,000 x 12/72 × 12) 30,000

Indirect charges (13,000 × 12) 1,56,000

5,69,000 5,69,000/2,600* 

 = 218.85

Remaining charges

Electric power [(3000- 156- 400) × 8.5 × 15] 3,11,610 3,11,610/2,600
= 119.85

Machine hour rate 338.70

Working Note:  

1.   Annual working hours 3,000

 Less: Repair & maintenance hour    400

2,600

2. Setup cost time of 156 hours is productive time, hence not deducted.
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Answer:

(b) Cost Sheet for the period

Particulars 5 0 %  c a p a c i t y
utilization – 30,000
units, 5 month 1st

Jan to 31st June,
2014 (`)

1 0 0 %  c a p a c i t y
utilization 60,000
units, 5 months 1st

July to 31st Dec, 2014

(`)

Raw Materials 6,00,000 12,00,000

Direct Labour 3,60,000 7,20,000

Direct Expenses 60,000 1,20,000

Variable Overheads 4,80,000 9,60,000

Fixed Overheads 1,50,000 1,50,000

Semi-Variable Overheads 45,000 75,000

Total Costs 16,95,000 32,25,000

Profit 4,05,000 4,95,000

Sales 21,00,000 37,20,000

Selling Price Per Unit 70 62

Cost Per Unit 56.5 53.75

 Space to write important points for revision 

2014 - June [3] (a) The standard overhead rate for a department is ` 3.60
per hour and the overhead allowances are as follows:

Activity level (hours) Budgeted overhead allowances (`)

3000 14,000

7000 22,000

11000 30,000

Calculate the standard activity level at which the standard overhead rate has
been worked out. (4 marks)
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Answer:

Variable Cost per unit = Change in cost /change in level

= 22,000 -14,000/7,000 - 3,000

=  ` 2

At the level of 3,000 units 

Variable Cost = 3,000 x 2 = ` 6,000

Fixed Cost     = 14,000 – 6,000 = ` 8,000

Standard Overhead Rate 3.60

Less: Variable Cost      2.00

 Fixed Cost per unit     1.60

Standard activity level = 8,000/1.6

= 5,000 units.
 Space to write important points for revision 

2014 - June [4] (a) The standard capacity usage and the actual capacity
utilization in respect of a machine for a particular month are 90% of total
available hours and 80% of standard capacity usage respectively. The total
available working time in the month is 200 hours. The following data is
obtained from the idle time card:

Time in waiting for material (normal) = 10 hours

Time in waiting for tools (normal) = 6 hours

Sudden break down = 10 hours.

The hourly fixed costs of the machine is ̀  43 and the operator is paid at ̀  70
per hour.

You are required to report the idle time cost to the management. (8 marks)

Answer:

Standard capacity usage 90% of available

Actual capacity utilization  80% of standard capacity usage

Working time in month 200 hours

Total available working hours = 200

Capacity usage ratio = 90%

Standard capacity expected = 200 x 90% =180
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Unavoidable Idle Time = 200-180 = 20

Capacity utilization ratio = 80 %

Actual hours worked = 80 % of 180 = 144

Hence capacity remained unutilized = 180-144 = 36

Idle time record reveals

Time I waiting for material    10hrs.

Time in waiting for tool    6hrs.

Sudden breakdown 10 hrs.

26 hrs.

Hence, Idle time due to other reason = 36 - 26 = 10hrs.

Idle Time Report

Particulars Hrs. Rate per hour ` Amount `

Cost for unavoidable idle time (A) 20 113 2,260

Cost of avoidable idle time (B)

Waiting for material 10 113 1,130

Waiting for tools 6 113 678

Breakdown 10 113 1,130

Idle time due to other reason 10 113 1,130

Total Idle Time 46 4,068

 Space to write important points for revision 

2014 - June [5] (a) The following information pertains to a production
department of a manufacturing company:

Particulars ` ` Per hour

Indirect wages 40

Repairs: up to 2000 hours

For each additional 500 hours up to a total of 4000 hours

Additional amount for 4001 to 5000 hours

Additional amount beyond 5000 hours

10,000

3,500

6,000

7,000
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Rent and Rates 35,000

Power: up to 3,600 hours

Above 3600 hours

25

30

Consumable supplies 24

Depreciation up to 100% of budgeted activity. Beyond this
level, 10% increase for every 10% increase in activity or
part thereof.

65,000

Cleaning and Lighting

Up to 4000 hours

Above 4000 hours

18,000

2,300

The budgeted level of activity is 5000 hours in a production period.

Prepare the overhead budget with the break-up of each item of cost given
above for activity levels at 70% and 110% of the budgeted volume. Compare
the budgeted overhead rate per hour and the overhead rates per hour at the
above levels. Comment on these rates. (8 marks)

Answer:

Fixed and Flexible Budget showing overhead cost per hour

Particulars (3,500) 70% (5,000) 100% (5,500) 110%

Indirect wages (40/ hrs.) 1,40,000 2,00,000 2,20,000

Repairs 20,500 30,000 37,000

Rent & Rates 35,000 35,000 35,000

Power 87,500 1,32,000 1,47,000

Consumable supply 84,000 1,20,000 1,32,000

Depreciation 65,000 65,000 71,500

Cleaning 18,000 23,000 23,000

Total 4,50,000 6,05,000 6,65,500

Overhead rate per hour 4,50,000/3,500

= 128.57

6,05,000/5,00
0 =121

6,65,500/5,50
0 = 121

1. If under absorbed overhead is 10% or more of actual overhead incurred
– Supplementary overhead rate is applied. (or)
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2. If the amount is considerable, supplementary overhead rate applied
otherwise we may follow, transferring to P & L A/c or carry forward to
next year.

Note: In  the  question,  cleaning  and  lighting  above 4,000  hours is
given ` 2,300. It seems wrong as per me it should be ` 23,000.

 Space to write important points for revision 

2014 - Dec [1] Answer the questions:

(c) A, B, C and D are products produced by a company. Power is supplied
to these production units from the in-house power generator. Cost of
power generated for a certain period was ` 1,00,000. Additionally, the
committed cost of standby power shop utilities was ` 25,000. The sales
value of A, B, C and D were equal and the units produced were in the
ratio 1:2:2:3. What amount of power cost will be part of cost of
production for each of A, B, C and D? One unit of power is consumed
per unit of production of A, B, C & D.

(d) Products X, Y and Z are manufactured by XYZ Company. Special permit
charges of ̀  12,00,000 are paid for X and renewable every 4 years. How
will the permit charges be treated in Cost Accounts?

(f) The variable and semi variable costs of producing 50,000 units are ` 6
per unit and ` 12 per unit respectively. If at 20,000 units, these total
costs add up to ` 4,80,000, what is the amount of fixed cost component
of the semi variable cost? (2 marks each)

Answer:

(c) Cost of power generated = ` 1,00,000

Cost of stand by arrangement = `    25,000

Total cost = ` 1,25,000

Cost of power to be charged to products A, B, C and D will be in the ratio
of 1: 2 : 2 : 3

Cost to be charged from product A =   =  ` 15,625

Cost to be charged from product B = =  ` 31,250
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Cost to be charged from product C =  =  ` 31,250

Cost to be charged from product D =  = ` 46,875

Answer:

(d) XYZ Company is manufacturing three products X, Y and  Z. Permit
charges of ` 12,00,000 are paid for product X hence will be charged
from product X only. This will be added to the cost of the product X As
per CAS - 10. Permit charges will be treated as direct cost.
Renewal charges will also be treated as direct cost of X.

Answer:

(f) Cost at the level of 50,000 units 
50,000×12 =    6,00,000

50,000 × 6  = ` 3,00,000

Total cost = ` 9,00,000
Cost at the level of 20,000 units = 4,80,000

Variable cost per unit =  

= 

=  ` 14
Variable cost at the level of 50,000 units = 50,000 × 14

= ` 7,00,000
Fixed cost = total cost – variable cost

= 9,00,000 – 7,00,000

 = ` 2,00,000
 Space to write important points for revision 

2014 - Dec [2] Answer the questions:

(b) (i) PQ Ltd. has two production shops P and R manufacturing products
‘PDT’ and ‘RS’ respectively. Staff X, Y and Z work in shop P, staff R
and S work in shop R and foreman F supervises shops P and R. ‘A’
is the accounts assistant in the Accounts Department who does the
accounting and the payment.
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Salesmen M and N market products PDT and RS respectively. The

company pays the staff at certain specified rates for the hours

worked. The following information is given:

Sl.

No.

Details X Y Z R S F A M N

I Total hours worked

as per time sheet  

1440 1440 1340 1640 1640 1600 1000 600 600

II Overtime hours

included in I

50 50 50

III Night Shift hours

(included in I above,

in addition to II)

20 20 20 150 150 170

IV Normal wage rate

per hour (`/hr)

40 40 40 40 40 100 80 65 75

V Overtime allowance

`/hr (in addition to

IV)

20 20 30

VI Night Shift

Allowance `/hr(in

addition to IV)

30 30 30 30 30 45

VII Idle time during the

day due to sudden

unexpected

overhaul (hours

included in I above) 

70 70 70 70 70 70

Additional Information:

All the night shift and overtime done by X, Y, Z, R, S and F were

done only in shop P due to power failure during the normal hours.

Salary of A will be in the ratio 5:3 for products PDT and RS

respectively.
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Present a statement showing the item-wise amounts that you would

include under Direct Labour and appropriate overhead for each type

of product. Comment on the treatment of the overhaul cost as per

item VII above. (13 marks)

(c) (ii) The following information relates to the activities of production Dept.

M of MTH Ltd. for Nov 2014: Materials Consumed: ` 3,83,000;

Direct labour: ` 5,74,000; Factory overhead chargeable to Dept. M:

` 2,75,760; Labour hours worked: 18,384 hours; Machine hours:

3064 hours;

One job order carried out in Dept. M has the following details:

Material Consumed: ̀  11,000; Direct Labour Cost = ̀  19,000; Direct

labour hours: 540 hours;

Machine hours worked: 85 hours. Find the amount of factory

overheads for the job under the following methods of overhead

absorption: % of direct material cost, % of direct labour cost, % of

prime cost, direct labour hour rate and machine hour rate.

(8 marks)

(d) (i) A product passes through two processes, machining and finishing.

Each is a cost Center. 1000 kgs of raw material (i.e. 100 pieces) are

machined in a production period. 5% of the input in kgs is the normal

machining loss in the form of machining waste, but 100 pieces come

out of the process. There is a further loss of 4% in the Finishing

process from the weight of each piece that was sent in. 10% of the

number of pieces were finally scrapped and sold at ` 25 piece.

Some of the expenses incurred are listed below:

(a) For every 100 pieces of input, the machining dept. uses a

special cleaning material pack which is purchased at a base

price of ` 10,000; VAT 14.5%. The additional cost of

transporting it to the shop floor is ` 1,200 per pack.

(b) There are two special computers used for designing
specifications in the machine shop. A computer professional
who is on a monthly salary of ` 30,000 attends to the repairs
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and maintenance of this machine and 19 other machines in the
company. The company feels it is not economical to establish
a procedure to time his work on various machines since log of
computer down-time is not maintained.

(c) The Finishing Department hires special equipment at ` 25,000
per production period.

(d) Since the Finishing Dept. did not finish on time, 15,000 was
payable to the customer as penalty.

Present a statement showing the direct expenses of each
department- Machining and Finishing. What will be the components
of direct expenses per piece and per kg of the final product relating
to the given information? Present your answer in line with the
disclosure requirement as per CAS 10. (8 marks)

Answer:

(b) (i) Statement of labour cost

Particulars X Y Z R S F A M N

Hours worked

Less: night shift

1440

(20)

1440

(20)

1340

(20)

1640

(150)

1640

(150)

1600

(170)

1000 600 600

Normal hrs. worked

Wage rate/hr. (`)

Normal wages (`)

1420

40

56,800

1420

40

56,800

1320

40

52,800

1490

40

59,600

1490

40

59,600

1430

100

1,43,000

1000

80

80,000

600

65

39,000

600

75

45,000

Overtime hrs.

Overtime rate (`)

overtime cost (`)

50

20

1,000

50

20

1,000

50

30

1,500

Night shift hrs.

Night shift rate (`)

Night shift cost (`)

20

70

1,400

20

70

1,400

20

70

1,400

150

70

10,500

150

70

10,500

170

145

24,650
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Statement of direct wages and overheads

Particulars Product PDT (`) Product RS (`)

Direct wages X - 56,800

Y - 56,800

Z - 56,800

R - 59,600

S - 59,600

1,70,400 1,19,200

Overheads

Production Overheads
Salary of Foreman (11)
Overtime Premium

Night shift cost

F - 71,500
R - 1,000
S - 1,000
F - 1,500
X - 1,400
Y - 1,400
Z - 1,400

R - 10,500
S - 10,500
F - 24,650

F - 71,500

1,24,850 71,500

Administration overhead

Salary of accountant A - 50,000 A - 30,000

50,000 30,000

Selling & Distribution OH.

Salary of sales man M - 39,000 N - 45,000

39,000 45,000

Note: As per CAS-7

 Overtime premium: Normal overtime is treated as direct wages and
extra amount paid (over and above normal wages per hour for
overtime hours) is treated as production overheads Overtime was
done in shop P only, hence full overtime is charged from product PDT.
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 Night shift cost: night shift is also done in shop P only, hence it is
charged from product PDT only. Total night shift cost is treated as
production overheads.

 Salary of Foreman: It is assumed that foreman has devoted equal
time for both shops. Hence his salary is charged equally from both
products.

 Idle time: As per given situation idle time is unavoidable. Unavoidable
idle time for insignificant period is allowed to remain merged in the
production order. Idle time cost is treated as direct wages.

 Salary of accountant: Salary of accountant is treated as overheads,
and distributed among the products as per given ratio.

Answer:

(c) (ii)

Material consumed  ` 3,83,000

Direct labour ` 5,74,000

Prime cost ` 9,57,000

Add factory overhead ` 2,75,760

Works cost ` 12,32,760

Machine hours  3,064

Labour hours 18,384

Statement of cost for job

Material consumed 11,000

Direct labour 19,000

Prime cost 30,000

Factory overheads 

(i) As percentage of direct material cost  = 72%

Factory overheads = 11,000 × 72% =  ` 7,920

(ii) As percentage direct labour cost  = 48%

Factory overheads = 19,000 × 48%= ` 9,120
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(iii) As percentage of prime cost  = 28.82%

Factory overheads = 30,000 × 28.82% = ` 8,646

(iv) Based on direct labour  = `15

Factory overheads = 540 ×15 = ` 8,100

(v) Based on machine hour  = ` 90

Factory overheads = 85×90 = ` 7650

Answer:

(d) (i)

Cost statement of Machining process

Input 1000 kg.

Less: Loss 5%  50 kg.

950

Output 100 pcs

Direct Cost associated with machine department

Cleaning material cost 10,000

Add: VAT @14.5%   1,450

Transport cost     1,200

Total cost 12,650

Cost per unit of output (12,650/100) ` 12.65

Cost per kg of output  (12,650/950) ` 13.32

Cost statement of finishing department 

Input 950 kg

Less: Loss 4% 38 kg

912 kg

Less: Loss 10% 91.2

820.8 kg

Output 100 pcs
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Less: Scraped 10% 10 pcs

90 pcs

Cost of machining 12,650

Cost of repair and maint. (30,000/20) 1,500

Cost of special equipment 25,000

Less: Sale of scrap (10 × 25) (250)

38,900

Cost per kg of output = 38,900/820.8 = ` 47.39

Cost per unit = 38,900/90 = ` 432.22

 Space to write important points for revision 

2015 - June [I] (a) Calculate the variable overhead per hour and the amount
of fixed overheads from the following information:

Activity level (Hours) Total Budgeted overhead (`)

21000 1,25,000

28000 1,53,000

(2 marks)

(g) Cost of a machine is ` 30,000. Estimated scrap value at the end of 10
years ` 6,000. Running hours of the machine 24,000 p.a. Find out the
depreciation per hour. (2 marks)

Answer:

(a) Variable overheads per hour = 

= 

=  = ` 4/hour

Amount of fixed overheads
Total overheads = Fixed overheads + Variable overheads

1,25,000 =  Fixed overheads + 4 × 21,000

Fixed overheads= 1,25,000 – 84,000 = ` 41,000
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Answer:

(g) Cost of Machine = ` 30,000

Scrap value of machine = ` 6,000
Life of machine = 10 years
Running hours of machine = 24,000 hours per annum

Depreciation per annum = 

=  = ` 2,400

Depreciation per hour = 2,400/24,000 

= ` 0.10 per hour
 Space to write important points for revision 

2015 - June [II] (b) (ii) Compute total direct expenses of Product X from the
following information, giving appropriate explanatory notes:

Particulars Figures

Production (Units) 20000

Sales (Units) 16000

Labour hours 10000

Labour rate per hour ` 8

Royalty per unit of sale ` 2

Royalty per unit of production ` 1

Design Charges ` 12,000

Interest on loan for purchase of machine ` 5,000

Hire charges of equipment used for manufacturing product Y ̀  6,000

Penalty for violating Patent ` 4,000

(5 marks)
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(c) (ii) A company has three manufacturing departments A, B and C and one
service department S. The following figures are available for one month of
25 working days of 8 hours each day. All these departments work on all the
days.

Description Total Departments

S A B C

Power and Lighting (`) 1,100 240 200 300 360

Supervisor’s Salary (`) 2,000 — — — —

Rent (`) 500 — — — —

Welfare (`) 600 — — — —

Other Expenses (`) 1,200 200 200 400 400

Total (`) 5,400

Supervisor’s Salary 20% 30% 30% 20%

Number of Workers 10 30 40 20

Floor area (in sq. ft) 500 600 800 600

Service rendered by
Service Department 50% 30% 20%

Calculate labour hour rate for each of A, B and C. (8 marks)

Answer:

(b) (ii) Computation of direct expenses

As per CAS-10

Particulars Amount
(`)

Royalty Paid on sales (2 × 16,000) 32,000

Royalty Paid on production (1 × 20,000) 20,000

Design Charges 12,000

64,000
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Note: 
1. As per CAS -10, finance cost is not a direct expense.
2. Penalty for violation is excluded from direct expenses.
3. Hire charges of equipment used for manufacturing of product Y will

not be the part of direct expenses as it is not used for manufacturing
of product X.

Answer:

(c) (ii)

Statement of distribution of cost to various departments:

Particulars Basis Ratio Amount Departments (`)

S A B C

Power & lighting Given 1,100 240 200 300 360

Supervisor’s salary Given 2:3:3:2 2,000 400 600 600 400

Rent Floor area 5:6:8:6 500 100 120 160 120

Welfare No. of workers 1:3:4:2 600 60 180 240 120

Other expenses Given 1,200 200 200 400 400

Total 5,400 1,000 1,300 1,700 1,400

Redistribution of overheads of service department S to
production departments A, B and C in the ratio of 5:3:2

(1,000) 500 300 200

Total overheads of department A, B and C 1,800 2,000 1,600

Labour Hours (25 × 8
×30)

6,000
hrs.

(25 × 8
×40)

8,000
hrs.

(25 × 8
×20)

4,000
hrs.

Labour Hour Rate 0.30 0.25 0.40

 Space to write important points for revision 
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2015 - Dec [I] (i) If a factory worked 3 shifts/day for 365 days it can produce

8,03,000 units.

52 Sundays during the year are holidays. There are 12 festival holidays.

Breakdown of machine normally happens for 6 days. Labour

shortage/Inventory taking etc. consume 8 days per annum. In the

forthcoming year as well as in future, the market share of the company’s

product will be sufficient to demand only lesser quantities due to competition.

Hence it is estimated that two shift working will be enough for the future.

Determine the practical capacity and the normal capacity for the forthcoming

year. (2 marks)

Answer:

Theoretical Capacity = 8,03,000 (based on 365 days)

Practical Capacity = × 8,03,000 = 6,31,400 units

Thus Practical capacity is about 78.63% of theoretical Capacity.

Normal Capacity is based on long term sales expectancy

= = 4,20,933 units.

 Space to write important points for revision 

2015 - Dec [II] (a) (2) In each of the following independent situations, state

with a brief reason, the method of overhead absorption you would

recommend as a Cost Accountant:

(i) Product: hand crafted statues for corporate gifts

`/unit

Material 360

Direct Labour 300

Direct Expenses 120

Selling price 1,000 (2 marks)

(ii) Product: Mass – manufactured 10 mm bearings, produced by

stamping machines. Bearings of varying sizes are mass-

manufactured by the factory.
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`/unit

Material 80

Direct Labour 15

Direct Expenses 20

Selling price 250 (2 marks)

Answer:

Methods of Overhead Absorption: 

 Percentage of Prime Cost 

! Here, the product is standard one and Direct Material and Direct

Labour costs are not varying much. 

 It is Mass Manufacturing by Machines. 

! It should be on the basis of Machine Hour Rate.

 Space to write important points for revision 

2015 - Dec [II] (c) (1) Kovid Ltd. has three production departments viz. A, B

and C and two service departments viz. X and Y. Allocated overheads are

follows:

A B C X Y

Allocated over-

heads (`)

2,50,000 85,000 1,75,000 1,35,000 1,65,000

Direct Labour

 Hours (Hours)

25,000 18,000 13,000 - -

The expenses of the service departments are charged as follows:

A B C X    Y

Service

Department: X

20% 40% 30% - 10%

Y 30% 25% 25% 20% -

(i) Determine the total overheads of the service departments after

loading the inter-departmental exchange of services by the

simultaneous equation method.

(ii) Calculate the overhead to be charged to Job 211 which uses 25

hours in Production Department A. (4 + 3 = 7 marks)
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Answer:

(c) (1) (i) Let total overhead of department X be ‘a’ and department Y be ‘b’ 

Then, a = 1,35,000 + 0.2b

 Or

10a – 2b = 13,50,000……………(i) 

 b = 1,65,000 + 0.1a

 or – a+ 10b = 16,50,000 …….. (ii)

After solving equation (i) & (ii) 

-a + 10b = 16,50,000 ………(ii)

50a – 10b = 67,50,000 …..(iii)

49a = 84,00,000 

Or a = 1,71,428.6

10 × 1,71,428.6 – 2b = 13,50,000

Or – 2b = 13,50,000 – 17,14,286

Or b = 

Or b = 1,82,143

Departmental overhead after apportionment of service Dept.

Overheads:

Particulars Production Departments Service Departments

A

`

B

`

C

`

X

`

Y

`

Allocated Overheads 2,50,000 85,000 1,75,000 1,35,000 1,65,000

Distribution of Service

Dept. overheads:

X (a) ` 1,71,428.6 (20 : 40

: 30 : - : 10)

34,286 68,572 51,429 -1,17,428.60 17,143

Y (b) ` 1,82,143 (30 : 25 :

25 : 20 : -)

54,643 45,536 45,536 36,428.6 -1,82,143

Tota l  Depa r t m e nta l

Overhead

3,38,929 1,99,108 2,71,965 Nil Nil
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(ii) Calculation of Direct Labour Hour rate

Production Department A

Total Departmental Overheads (`) ` 3,38,928

Direct Labour Hours (Hours) 25,000

Direct Labour Hour rate ` 13.557

   Calculation of overhead charged to Job No. 211

   Dept. A: ` 13.557 × 25 hours = ` 338.925.

 Space to write important points for revision 

2016 - June [1] {C} (I) Answer the following question: 

(iii) A Ltd. uses pre-determined overhead absorption rates. In a certain

period, actual overheads incurred were ̀  5 lacs and not mostly related

to time. Overheads absorbed were ` 1.5 lacs, 50% of unabsorbed

overheads was due to faulty planning. How will such under absorption

due to defective planning be treated in Cost Accounts? (2 marks)

Answer:

Overheads under absorbed, whether due to faulty planning or otherwise, if

considerable, have to be adjusted to cost of sale, WIP and Finished Goods

by using a supplementary rate.

(Candidates need not show the correct amount of overheads due to faulty

planning. Figures are given with adequate information to understand that the

amount under absorbed is considerable.)

 Space to write important points for revision 

2016 - June [3] (a) XYZ Ltd. has three production departments, X, Y and Z

and two service departments, S1 and S2. The following figures are available

for a certain production period:
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Items of Overheads Amount (`)

Indirect Wages 16,000

Indirect Materials 12,000

Depreciation – Machinery 30,000

Depreciation – Building 10,000

Rent, Rates and Taxes 10,000

Electric Power for Lighting 1,000

Electric Power for Machinery 15,000

General Expenses 15,000

Total X Y Z S1 S2

Direct Material (`) 60,000 20,000 10,000 20,000 6,000 4,000

Direct Wages (`) 40,000 15,000 15,000 5,000 3,000 2,000

Floor Area (Sft) 50,000 15,000 10,000 10,000 5,000 10,000

Value of

Machinery (`) 3,00,000 80,000 1,00,000 60,000 30,000 30,000

Horse Power (HP)

of Machinery 150 60 50 30 5 5

Number of light

points 50 15 10 10 10 5

Labour Hours 15,000 5,000 5,000 2,000 1,000 2,000

Prepare a statement showing the distribution of overheads among the

production and service departments on the most equitable basis. 

(10 marks)
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Answer:

(a) Statement Showing Distribution of Overheads

Expense Basis Total X Y Z S1 S2

Indirect

Wages

Direct

Wages

16,000 6,000 6,000 2,000 1,200 800

Indirect

Material 

Direct

Material

12,000 4,000 2,000 4,000 1,200 800

Depreciation

(Machinery)

Value of
Machinery

30,000 8,000 10,000 6,000 3,000 3,000

Depreciation 

(Building)

Floor

Area

10,000 3,000 2,000 2,000 1,000 2,000

Rent, Rates
and Taxes

Floor
Area

10,000 3,000 2,000 2,000 1,000 2,000

Electric

Power for
Lighting

Light

Points 1,000 300 200 200 200 100

Electric

Power for
Machinery

Horse

Power 15,000 6,000 5,000 3,000 500 500

General

Expenses

Labour

Hours

15,000 5,000 5,000 2,000 1,000 2,000

Total 1,09,000 35,300 32,200 21,200 9,100 11,200

 Space to write important points for revision 

2016 - Dec [1] {C} (I) Answer the following:

(ii) At the level of 60,000 units of output, factory overheads were 

` 3,75,000 out of which 40% was fixed. Find the amount of factory

overheads at 78,000 units of output. (2 marks)

Answer:

3,75,000 × 60% = 2,25,000 is variable for 60,000 units. 

Unit Variable cost = ` 3.75; Fixed Cost = 1,50,000.

At 78,000 units, OH cost = {(3.75 × 78,000) + 1,50,000} = 4,42,500.

 Space to write important points for revision 
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2016 - Dec [2] (b) A factory has three production departments — P-1, P-2

and P-3 and two service departments:

S-1 and S-2. Overheads are allocated in rupees as follows:

P-1 1,50,000; P-2 75,000; P-3 60,000

S-1 1,05,300; S-2 1,35,000

The expenses of the service departments are charged as follows:

P-1 P-2 P-3 S-1 S-2

S-1 20% 40% 30% — 10%

S-2 40% 20% 20% 20% — 

Find out the total overheads of Departments S-1 and S-2 including their

charges on each other by the simultaneous equation method. Calculate the

total overheads of P-2. (5 marks)

Answer:

Let the total overheads of S-1 be x and of S-2 be y.

x = 1,05,300 + .2 y

i.e. x-.2 y = `1,05,300  -----------(A)

y= ` 1,35,000+ .1x

i.e. -x + 10 y = ` 13,50,000 -----(B)

Adding (A) and (B), we get 9.8 y = ` 14,55,300

i.e. y = ` 1,48,500

Substituting value of y in Equation (A), We get x = ̀  1,05,300 + .2 x 1,48,500 

x = ` 1,35,000

Overheads of P - 2 = .4 x 1,35,000 + .2 x 1,48,500 + 75,000 = ` 1,58,700.

 Space to write important points for revision 
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2016 - Dec [3] (a) APH, A Publishing House publishes Cost Accounting text

books. The following are some expenses in a certain period:

SI. No. Details Amount `

(i) Amount paid to employees for proofing and editing 50,000

(ii) Amount paid to professional consultants for proofing 20,000

(iii) Hire charges for special binding equipment 40,000

(iv) Salary paid to the press machinery workmen 1,00,000

(v) Subsidy received from an Accounting Body to

encourage such work 15,000

(vi) Inward freight of paper for publishing 10,000

(vii) Penalty paid to a Business School, a major customer,

for not releasing the books on time when the

academic year started. 25,000

(viii) Cost of ink used in publishing 30,000

(ix) Royalty on sales 70,000

(x) Payment made in foreign currency for purchase of

special paper for cover page: (100  US $ @ ` 68 per

US $)

You are required to present the items that would be considered under the

element “Direct Expenses” for publishing and also list the items that would

require disclosure according to CAS —10.

You are also required to state why and under which element of cost you

would account for items that you have not shown under Direct Expenses.

(You may present the SI. No. and amount columns without copying “Details”

column content into your answer book) (10 marks)
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Answer:

 Direct Expenses

SI. No. Amount

`

Remarks

Direct Expenses under CAS-10

(ii) 20,000

(iii) 40,000

(v) -15,000

(ix) 70,000

                     Other Items, their classification and reason

(i) 50,000 Salaries, Hence Direct Labour

(iv) 1,00,000 Salaries, Hence Direct Labour

(vi) 10,000 Direct Material (Paper is direct material; Inward freight

of paper is part of direct material)

(vii) 25,000 (Penalties to be excluded from total cost according to

generally accepted Cost Accounting Principles)

(viii) 30,000 Direct Material (Ink is part of the output)

(x) 6,800 Direct Material

Disclosure under CAS 10

(v)

(vii)

 Space to write important points for revision 

2016 - Dec [5] (a) A machine shop has 6 identical machines manned by

6 operators. The machines cannot be worked without an operator being

wholly engaged on it. The original cost of all these six machines is totally

` 8 lakhs. The following particulars are furnished for a six month period:
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Normal available hours per month per operator 208

Absenteeism (without pay)-hours per operator 18

Leave with pay-hours per operator 20

Normal idle time unavoidable-hours per operator 10

Average rate of wages per day of 8 hours per operator ` 24

Production Bonus estimated 15% on wages

Value of power consumed ` 8,050

Supervision and indirect labour ` 3,300

Lighting and Electricity ` 1,200

The following particulars are for a year:

Repairs and maintenance including consumable are 3% on value of

machines.

Insurance ` 40,000.

Depreciation is 10% on original cost. Assume no solvage value.

Other sundry works expenses ` 12,000.

General management expenses allocated ` 54,530.

You are required to work out a comprehensive machine hour rate for the

machine shop.

(Present items of expenses for six months and arrive at the machine hour

rate at the final step). (10 marks)

Answer: 

Computation of comprehensive machine hour rate:

Particulars Amount (`)

Operators’ wages 20,520

Production bonus (15 % of wages) 3,078

Power consumed 8,050

Supervision and indirect labour 3,300
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Lightning and electricity 1,200

Repairs and maintenance (3% of ` 8 lakhs) /2 12,000

Insurance (6/12 × 40,000) 20,000

Other sundry works expenses for 6 months 6,000

Depreciation for 6 months 40,000

General management expenses for 6 months 27,265

Total overheads for 6 months 1,41,413

Comprehensive machine hour rate = 1,41,413 / 5,760 = ` 24.55

Workings: 

Calculation of total machine hours utilised:

Normal available hours per month per operator 208 hours

Less: Unutilised hours due to:

Absenteeism 18 hours

Leave 20 hours

Idle time 10 hours 48 hours

Total hours utilised per month per operator 160 hours

Total hours utilised for 6 months for 6

operators (160 × 6 × 6) 5760

Calculation of total wages for 6 months for 6 operators:

Average rate of wages per hour = 24/8 = ` 3

Normal hours for which wages are to be paid = 208 - 18 = 190 hours

Total wages for 6 months for 6 operators = 190 × 6 × 6× 3 = ` 20,520.

 Space to write important points for revision 
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2017 - June [2] (b) A factory has 3 production departments (P1,P2,P3) and

2 service departments (S1 & S2). The following overheads and other

information are extracted from the books for the month of May 2017:

Expenses Amount (`)

Rent 7,200

Plant Repair 3,600

Depreciation 2,700

Lighting 600

Supervision 9,000

Fire Insurance for stock 3,000

Cost of Idle Time 900

Power 5,400

Particulars P1 P2 P3 S1 S2

Area sq ft 400 300 270 150 80

No. of workers 54 48 36 24 18

Wages ` 18,000 15,000 12,000 9,000 6,000

Value of plant ` 72,000 54,000 48,000 6,000

Stock value ` 45,000 27,000 18,000

Horse power of plant 600 400 300 150 50

(i) Allocate the overheads among the various departments on the most

appropriate basis (primary distribution only).

(ii) If S1 and S2 use 10% of each other’s facilities, find the total cost of

S1 by the simultaneous equation method. (7 marks)
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Answer:

The primary distribution of overheads is as follows:

Expenses Total Basis P1 P2 P3 S1 S2

Rent 7,200 Area sq. ft. 2,400 1,800 1,620 900 480

Repair 3,600 Plant value 1,440 1,080 960 120 -

Depreciation 2,700 Plant value 1,080 810 720 90 -

Lighting 600 Area sq. ft. 200 150 135 75 40

Supervision 9,000 No. of workers 2,700 2,400 1,800 1,200 900

Fire Insurance

for stock 

3,000 Stock value 1,500 900 600 - -

Cost of Idle Time 900 Wages 270 225 180 135 90

Power 5,400 Horse power 2,160 1,440 1,080 540 180

Total 32,400 11,750 8,805 7,095 3,060 1,690

S1 = 3,060 + 0.1 S2

S2 = 1,690 + 0.1 S1

S2 = 1,690 + 0.1 (3,060 + 0.1 S2) = 1,690 + 306 + 0.01 S2 = 0.99 S2 = 1,996

 S2 = 1,996 / 0.99 = 2,016.16

 S1 = 3,060 + 201.62 = 3,261.62

Or

S1 = 3,060 + 0.1 S2

S2 = 1,690 + 0.1 S1

S1 = 3,060 + 0.1 (1,690 + 0.1 S1) = 3,060 + 169 + 0.01 S1

 0.99 S1 = 3,229  S1 = 3,229 / 0.99 = 3,261.62

 S2 = 1,690 + 326.16 = 2,016.16 

 Space to write important points for revision 

2017 - Dec [2] (b) The summary as per primary distribution is as follows:

Production departments A – ` 2,500; B – ` 2,300 & C – ` 1,700

Service departments X – ` 700; Y – ` 900
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Expenses of service departments are distributed in the ratios of:

X department : A – 20%, B – 40%, C – 30% and Y – 10%

Y department : A – 40%, B – 20%, C – 20% and X – 20%

Show the distribution of service costs among A, B and C under repeated

distribution method. (7 marks)

Answer:

Particulars
Production Departments Service Departments

A B C X Y

` ` ` ` `

1. As per primary distribution 2,500 2,300 1,700 700 900

2. Service Dept. X 140 280 210 (700) 70

3. Service Dept. Y 388 194 194 194 (970)

4. Service Dept. X 38.8 77.6 58.2 (194) 19.4

5. Service Dept. Y 7.76 3.88 3.88 3.88 (19.4)

6. Service Dept. X 0.776 1.552 1.164 (3.88) 0.388

7. Total 3,075.336 2,857.032 2,167.244 0 0.388

It can be noticed that the undistributed balance in service department is very

negligible and thus can be ignored for further distribution.

 Space to write important points for revision 

2018 - June [2] (b) The following figures are taken from the accounts of

BALEN LTD. a manufacturing concern for the month of October, 2017:

Indirect Materials : Production Departments : X ` 19,000: Y ` 24,000;

Z ` 4,000; 

Service Departments : Maintenance ` 30,000;

Stores ` 8,000.

Indirect Wages :  Production Departments : X ` 18,000; Y ` 22,000;

Z ` 6,000; 

Service Departments : Maintenance ` 20,000;

Stores ` 13,000.
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Other Expenses : Power and Light : ` 1,20,000; Rent and Rates

` 56,000; Insurance of Assets ` 20,000; Meal

Charges ` 60,000; Depreciation @6% p.a. on

capital value of assets.

Departmental Data

Items

Production Departments Service Department

X Y Z Maintenance Stores

Area (Sq.Ft.) 4,000 4,000 3,000 2,000 1,000

Capital Value of Assets (`) 20,00,000 24,00,000 16,00,000 12,00,000 8,00,000

Kilowatt Hours 2,000 2,200 800 750 250

Number of Employees 180 240 60 80 40

Service rendered by Maintenance Department to Production

Departments:

X 50%; Y 30%; Z 20%;

Service rendered by Stores Department to Production Departments:

X 40%; Y 40%; Z 20%;

From the above data, prepare a Departmental of Distribution Summary

showing apportion of costs of Service Departments to the Production

Departments and the Total Overheads of the Production Departments.

(6 marks)

Answer:

Departmental Distribution Summary

Items Basis of

Apportionment

Total Production Departments Service

Departments

X Y Z Maintenance Stores

` ` ` ` `

Indirect Materials Allocation 85,000 19,000 24,000 4,000 30,000 8,000

Indirect Wages Allocation 79,000 18,000 22,000 6,000 20,000 13,000

Power & Light Kilowatt Hours

(200:220:80:75:25)

1,20,000 40,000 44,000 16,000 15,000 5,000
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Depreciation

(1 Month)

Value of Assets
(5:6:4:3:2)

40,000 10,000 12,000 8,000 6,000 4,000

Insurance Value of Assets 20,000 5,000 6,000 4,000 3,000 2,000

Rent & Rates Area 56,000 16,000 16,000 12,000 8,000 4,000

Meal Charges No. of Employees 60,000 18,000 24,000 6,000 8,000 4,000

4,60,000 1,26,000 1,48,000 56,000 90,000 40,000

Maintenance

Department

- 45,000 27,000 18,000 Nil

Stores

Department

- 16,000 16,000 8,000 Nil

Total Overheads 4,60,000 1,87,000 1,91,000 82,000

 Space to write important points for revision 

2018 - Dec [2] (b) SONAX LTD. has three Production Departments and two

Service Departments. The overhead distribution sheet showed the following

totals:

`

Production Departments:

A 25,000

B 31,000

C 28,000

Service Departments:

S 8,000

T 13,900
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Required:

Using the following bases of apportionment, distribute the cost of service

departments under Simultaneous Equation Method:

A B C S T

Department S 30% 20% 40% – 10%

Department T 40% 15% 25% 20% – 

(8 marks)

Table Showing Marks of Compulsory Questions

Year 14

J

14

D

15

J

15

D

16

J

16

D

17

J

17

D

18

J

18

D

Practical 4 2 2

Total 4 2 2
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CHAPTER AT A GLANCE

CAS No. Title Objective Useful for 

CAS1(Final) Classification

of Cost

For preparation of Cost

Statements

Assessment of excise

duty and other taxes,

antidumping measures,

transfer pricing etc.

CAS2(Final) Capacity De-

termination

For determination of

capacity 

Proper al locat ion,

apportionment and

absorption of cost.

CAS3(Final) Overheads For Collection, Allocation,

Appor t ionment  and

Absorption of overheads

Determining Cost of

products, services or

activities

Revised   

CAS3(Expo-

sure Draft)

Overheads To bring uniformity and

consistency in the

principles and methods of

d e t e r m i n i n g  t h e

O v e r h e a d s  w i t h

reasonable accuracy. 

Determining the Over-

heads with reasonable

accuracy.

CAS4(Final) Cost of

Production for

Captive Con-

sumption

To determine the asse-

ssable value of excisable

goods used for captive

consumption. 

Determining Cost of

products, services or

activities

CAS5(Final) A v e r a g e

( e q u a l i z e d )

C o s t  o f

Transportation

To determine averaged/

equalized transportation

cost

Calculating the amount

of deduction from

assessable value of

excisable goods, freight

subsidy, Insurance

claim valuation, etc.
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CAS6(Final) Material Cost To bring uniformity and
consistency in the
principles and methods of
determining the material
cost with reasonable
a c c u r a c y  i n  a n
economically feasible
manner.

Applicable to all cost
s ta tements  wh ich
require measurement,
assignment,  classificat
ion  and presentation of
material costs. To be
followed in all cost
statements requiring
assurance including
attestation. 

CAS7(Final) Employee Cost To bring uniformity and
consistency in the
principles and methods of
determining the Employee
cost with reasonable
accuracy.

Applicable to cost
s ta tements wh ich
require classification,
measurement, assig-
nment, presentation
and disclosure of
E m p l o y e e  c o s t
i n c l u d i n g  t h o s e
requiring attestation.

CAS8(Final) Cost of Utilities To bring uniformity and
consistency in the
principles and methods of
determining the Cost of
Utilities with reasonable
accuracy.

Applicable to cost
s ta tements  wh ich
require classification,
m e a s u r e m e n t ,
a s s i g n m e n t ,
p r esen ta t i on  and
disclosure of Cost of
Utilities including those
requiring attestation.

CAS9(Final) Packing Mat-
erial Cost

To bring uniformity and
consistency in the
principles and methods of
determining the Packing
Mater ial  Cost  with
reasonable accuracy.

Applicable to cost
s tatements  wh ich
require classification,
m e a s u r e m e n t ,
a s s i g n m e n t ,
presentation and disc-
losure of Packing
Material Cost including
t h o s e  r e q u i r i n g
attestation.
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CAS10

(Final)

Direct Expe-

nses

To bring uniformity and

consistency in the

principles and methods of

determining the Direct

Expenses with reason-

able accuracy.

Applicable to cost

sta tements  wh ich

require classification,

m e a s u r e m e n t ,

a s s i g n m e n t ,

p res en t a t i on  and

disclosure of Direct

Expenses including

t h o s e  r e q u i r i n g

attestation.

CAS11

(Final)

Administrative

Overheads

To bring uniformity and

consistency in the

principles and methods of

d e t e r m i n i n g  t h e

Administrative Overheads

with reasonable accuracy.

Applicable to cost

s ta tements  which

require classification,

m e a s u r e m e n t ,

a s s i g n m e n t ,

p r es en t a t ion  and

d i s c l o s u r e  o f

Administrative Over-

heads including those

requiring attestation.

CAS12

(Final)

Repairs And

Maintenance

Cost

To bring uniformity and

consistency in the

principles and methods of

determining the Repairs

and Maintenance Cost

with reasonable accuracy.

Applicable to cost

s ta tements  wh ich

require classification,

measurement, assign-

ment, presentation and

disclosure of Repairs

and Maintenance Cost

i n c l u d i n g  t h o s e

requiring attestation.
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CAS13
(Final)

Cost of Service
Cost Center

To bring uniformity and
consistency in the
principles and methods of
determining the Cost of
Service Cost Center with
reasonable accuracy.

Applicable to the pre-
parat ion and pr-
esentation of cost
statements,  which
require classification,
measurement  and
assignment of Cost of
Service Cost Center,
including those requir-
ing attestation.

DESCRIPTIVE QUESTIONS

2014 - June [3] (c) Name 3 factors that should be disclosed in the cost
statements as per CAS-3. (3 marks)

Answer:

Following factors should be disclosed in the cost statement as per
CAS-3:

(i) The basis of assignment of overheads to the cost objects.
(ii) Overheads incurred in foreign exchange.
(iii) Overheads relating to resources received from or supplied to related

parties.
(iv) Any Subsidy / Grant / Incentive or any amount of similar nature

received / receivable reduced from overheads.
(v) Credits / recoveries relating to overheads.
(vi) Any abnormal cost not forming part of the overheads.

 Space to write important points for revision 

2015 - Dec [II] (d) (4) In a certain melting process, a material called ‘coke’ is

put into the furnace along with other materials. Coke is also used as fuel to

heat the furnace. How will you treat the cost of coke in the final product

according to Cost Accounting Standards? (3 marks)
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Answer:

Cost of Coke to the extent it is put into the furnace, subject to if being

significant in value compared to other raw materials and measurable, should

be taken as raw material cost under CAS. If it is insignificant in quantity or

value, it should be taken as production overhead. 

The quantity and value of coke used as fuel should be treated as indirect

material and classified as production overhead.

 Space to write important points for revision 

2017 - June [8] Answer the following question:

(a) List three items included and two items excluded under the Cost

Accounting Standards for Direct Expenses. (5 marks)

Answer:

Items included under CAS 10: 

 Any expense directly related to a cost Center or cost object, not being

material or labour. 

 Cost of patents, royalty payments. 

 Hire charges of special machinery or plant. 

 Cost of special patterns, designs or tools. 

 Experimental costs and expenditure in connection with models and pilot

schemes. 

 Architects, surveyors and other consultants' fees. 

 Travelling expenses to sites. 

 Inward charges and freight charges on special material.

Exclusions: 

A direct expense which cannot be economically traced to the cost object or

cost unit. 

Portion unamortised out of a lumpsum, to be amortised later over its utility

period. 

Finance cost incurred in connection with any self generated or procured

resources shall not form part of the direct expenses. 
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Any subsidy, grant or incentive or any amount received or receivable with

respect to any direct expense shall be reduced. 

Penalties/damages paid to statutory authorities shall not form part of the

direct expenses.

 Space to write important points for revision 

2017 - Dec [3] (a) How would you treat overtime in cost records as per

CAS-7? (5 marks)

Answer:

Treatment of Overtime in Cost Records: As per CAS-7, Overtime

Premium shall be assigned directly to the cost object or treated as overheads

depending on the economic feasibility and specific circumstances requiring

such overtime.

 When overtime is worked due to exigencies or urgencies of the work, the

basic/normal payment is treated as Direct Labour Cost and charged to

Production or cost unit on which the worker is employed. Whereas the

amount of premium (extra amount) is treated as overhead.

 If overtime is spent at the request of the customer, then the entire

amount (including over time premium) is treated as direct wages and

should be charged to the job.

 When the overtime is worked due to lack of capacity as general policy

of the company then the total amount paid is treated as direct wages

which is computed at the estimated rate based on the figures of the

previous years.

 Overtime worked on account of the abnormal conditions such as flood,

earthquake, etc., should not be charged to cost, but to Costing Profit and

Loss Account if integrated accounts are maintained.

 It will thus be seen that overtime involves payment of increased wages

and should be resorted to only when extremely essential.

 Space to write important points for revision 
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2018 - June [3] (a) What are the Direct Expenses as defined in CAS-10

(Limited Revision 2017)? Also discuss the general principles of its

measurement as per CAS-10 (any five only) (6 marks)

Answer:

Direct Expenses: As per CAS - 10 (Limited Revision 2017), Direct

Expenses are the “Expenses relating to manufacture of a product or

rendering a service, which can be identified or linked with the cost object

other than direct material cost and direct employee cost.”

General Principles of Measurement: (Any five points)

(i) Identification of direct expense shall be based on traceability in an

economically feasible manner.

(ii) Direct expenses incurred for bought out resources shall be determined

at invoice price including all taxes and duties and any other

expenditure directly attributable thereto net of trade discounts, taxes

and duties refundable or to be credited.

(iii) Direct expenses paid/incurred in lump-sum or which are in the nature

of onetime payment shall be amortized on the basis of estimated

output or benefit to be derived from such expenses.

(iv) Finance cost incurred in connection with self generated or procured

resources shall not form part of the direct expenses.

(v) Any subsidy/grant/incentive or any amount received or receivable with

respect to any direct expenses shall be reduced for ascertainment of

the cost of the cost object.

(vi) Penalties/damages paid to statutory authorities or other third parties

shall not form part of the direct expenses.

(vii) Any change in the cost accounting principles applied for measurement

of the direct expenses should be made only if it is required by law or

for compliance with the requirements of a CAS or a change would

result in a more appropriate preparation or presentation of cost

statement of the organization.
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(viii) Credit/recoveries relating to direct expenses if material and

quantifiable shall be deducted to arrive at the net direct expenses.

(ix) Any abnormal portion of direct expenses which is material and

quantifiable shall not form part of the direct expenses.

 Space to write important points for revision 

2018 - Dec [3] (a) What are the various types of materials included in the

Material Cost as dealt with by CAS-6 relating to Cost Accounting Standard

on Material Cost?

State the objective and scope of the Standard. (6 marks)

PRACTICAL QUESTIONS

2015 - Dec [II] (b) PQ Ltd. wishes to use standard costing system to report

variances to the Management. 

The following data is given:

Nature of

product:

Single product PQ, an electronic component, produced by

manual assembly of purchased parts.

The following persons are involved in production:

Category Details

DW Direct workers involved in the assembly.

PA Production Assistants who are helpers in the shop floor.

SS Supervisory staff in the production shop floor.

OS Office staff exclusively meant for production.
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Other Information

Shift: Single shift from 9-00 a.m. to 5-00 p.m.

Tea breaks: 15 minutes pre-lunch

15 minutes post-lunch

Lunch:

Waiting time for spares, parts,

etc.

1 hour

2 hours/week (on an average 20

minutes/day)

Normally, according to past average, 5 units of PQ are finished by a direct

worker during one shift.

The details for labour pay-outs are as follows:

DW PA SS OS

No. of persons 35 4 7 2

Basic pay ` 75/ hour ` 300/ shift ` 800/ shift ` 35,000 / month

 Leave Travel Assistance

( per annum per person)

` 10,000 ` 8,000 ` 20,000 ` 25,000

Rates of pay on holidays

(2 holidays  per month other

than Sundays)

` 100/ hour ` 500/ shift ` 1,000/ shift ` 2,000/ day

Attendance bonus for attend

-ance  of 80% or more no. of

d a y s .  F l a t  r a t e

`/person/month
2,000 1,500 3,000 4,000

The factory works on all holidays other than Sundays. Assume all the 52

Sundays are holidays and are weekly offs. 80% of the DW category get the

attendance bonus, while in other categories, all the persons get the bonus.

(i) For the DW category, arrive at the standard labour cost per unit and

the standard number of direct labour hours per unit of PQ to enable

periodic reporting and corrective action by comparing variances.
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(ii) What amounts, on an annual basis, as per cost Accounting Standards
would you show under Direct Labour, Works Overhead, Administrative
Overhead or charge directly to the P&L A/c?
(Show workings per week × 52 weeks per annum).

(4 + 12 = 16 marks)

Answer:

(b) (i) Hours per week = 8 × 6 = 48
Average no. of products = 5 × 6 = 30

DW hours paid = ` 75/hrs × 48 hrs/week = ` 3,600

Standard DW hrs/unit of production =  = 1 hrs 36 min. per piece

or, = 1.6 hrs/piece.

Standard Direct Labour Cost/unit = = ` 120/unit or, 1.6 ×

` 75 = ` 120

Note: Tea-break, normal waiting time for job should be part of the

standard time.

A. Assuming that Production Assistant as Direct workers and Rates

of pay for holidays is inclusive of basic wages:

(ii)

Amount in `
Particulars  DW PA SS OS

No. of

persons

35 4 7 2

Basic Pay

Per week

Amount in `
75/hr × 8 hrs/day ×

6 days/week × 35

DW =1,26,000 

300/day × 6 days ×

4 pa = 7,200

800/day × 6 days

×7 SS = 33,600

35,000/ m × 2

OS = 70,000

Per annum

Amount in `
1,26,000 ×52

weeks = 65,52,000

(Direct Labour)

7,200 × 52 weeks =

3,74,400 (Direct

Labour)

33,600 × 52

weeks =

17,47,200

(Production

Overhead)

70,000 ×12 m

= 8,40,000

(Administration

Overhead)
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LTA 

Amount in `

10,000×35=

3,50,000 (Direct

Labour)

8,000 × 4 = 32,000

(Direct Labour)

20,000 × 7 =

1,40,000

(Production

Overhead)

25,000 × 2

= 50,000

(Administration

Overhead)

Holiday

Premium

Amount in `

(100-75) × 8

hrs/day   × 2

days/m ×12 m × 35

DW = 1,68,000

(Production

Overhead)

(500 - 300)/day × 2

days/m ×12m ×4

PA = 19,200

(Production

Overhead)

(1,000-800)/day ×

2 days/m × 12m

× 7 SS = 33,600

(Production

Overhead)

2,000/day × 2

days/m × 12m

×2OS = 96,000

(Administration

Overhead)

Attendance

Bonus

Amount in `

2,000 ×12 m × 80%

of 35 DW =

6,72,000

(Production

Overhead)

1,500 × 12 m × 4

PA = 72,000

(Production

Overhead)

3,000 ×12 m × 7

SS = 2,52,000

(Production

Overhead)

4,000 × 12 m ×

2 OS = 96,000

(Administration

Overhead)

Particulars Direct 

Labour `

Production

Overhead `

Administration

Overhead `

Basic Pay

DW 65,52,000

PA 3,74,400

SS 17,47,200

OS 8,40,000

LTA

DW 3,50,000

PA 32,000

SS 1,40,000

OS 50,000

Holiday Premium

DW 1,68,000

PA 19,200

SS 33,600

OS 96,000
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Attendance bonus

DW 6,72,000

PA 72,000

SS 2,52,000

OS 96,000

Total 73,08,400 31,04,000 10,82,000

Note: As per CAS - 7

A. Indirect Labour Cost is the cost, which cannot be identified with a

product unit. It represents the amount of wages which is paid to the

workers who are not directly engaged on the production but it

includes wages paid to the workers and assistants working in

departments like purchasing, store keeping, time office, maintenance,

and other service and production departments. Hence, payment to

PA should be treated as Production Overhead.

B. Holiday/Overtime premium: This is defined as ‘Overtime is the time

spent beyond the normal working hours’ which is usually paid at a

higher rate than the normal time rate. The extra amount beyond the

normal wages & salaries paid is called Overtime Premium.

C. Treatment of Overtime in Cost Records As per CAS - 7, Overtime

Premium shall be assigned directly to the cost object or treated as

overheads depending on the economic feasibility and specific

circumstances requiring such overtime. When overtime is worked

due to exigencies or urgencies of the work, the basic/normal

payment is treated as Direct Labour Cost and charged to

Production or cost unit on which the worker is employed.

Whereas the amount of premium (extra amount) is treated as

overhead.

D. Leave Travel Assistance: Leave Travel Assistance is paid to

practically all the employees presently and therefore can be

considered as a regular element of labour or staff cost as the case
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may be. This expenditure is of a fixed nature and can be easily

predetermined. Depending whether the assistance is payable to

direct labour, Indirect labour or staff the expenditure should be

treated as Direct Labour Cost, Production Overhead Cost or

Administrative Selling Overhead Cost and should be

appropriately charged.

E. Attendance Bonus is paid to workers based on satisfactory

attendance over a stated period and is a fringe benefit. The cost is to

be collected under a standing order number and charged as a

departmental overhead as the expenses cannot be allocated to

cost units directly.

When the cost is of a regular nature it may be booked as direct wages

and charged by an inflated rate over the Direct Labour Cost. But this

is however, not a sound policy.

 Space to write important points for revision 

2015 - Dec [II] (c) (2) A medicinal herb is collected by tribal people from the

forest regions. The Purchase Department staff of X Ltd. visit the tribals in the

villages, purchase the herbs and transport the herbs to the factory. The

herbs are cleaned, dried, powdered and machine-packed in 100 gm sachets

and sold as a certain curative medicine.

Which of the following items of cost will be treated as a direct expense under

CAS-10?

If a certain item is not classified as a direct expense, under what element will

it get classified?

(i) Amount paid to the tribals.

(ii) The product is patented. The cost of the patents.

(iii) For every sachet sold, the tribal chief gets 5% as royalty. The amount

of royalty.

(iv) A pharmaceutical consultant is paid to test the effectiveness of each

batch of medicine processed. The fees so paid.
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(v) Travel expenses of the Purchase Department personnel to the

villages.

(vi) Transport cost from the villages to the factory.

(vii) Cost of the packing sachets. 

(viii) Cost of the personnel working in the cleaning and drying processes.

(4 marks)

(3) Milk is produced in a factory and packed in half litre sachets. 100

sachets are packed in each metallic reusable container and the

containers are transported to milk depots in airconditioned trucks,

refrigerated in the depots and sold in retail. State the element of cost

under which the factory has to classify the following items as per Cost

Accountancy Standards.

(i) Cost of the sachets 

(ii) Cost of the containers 

(iii) Transportation costs

(iv) Refrigeration costs

(v) Depot’s expenses–like rent, salary of staff etc.

(vi) Cost of advertising for the milk (3 marks)

(4) ` 3,000/- and ̀  60,000/- are written off raw materials and finished goods

respectively for obsolescence. How should these be treated in Cost

Accounts? (2 marks)

Answer:

(c) (2) (i) Payment Cost

(ii) Royalty

(iii) Fees of pharmaceutical Consultant

(iv) Cost of personnel in cleaning and drying- Direct Labour

(v) Amount paid to tribal- Raw Materials

(vi) Travel expenses of Purchase Department personnel for Raw

Materials purchase- Raw Material or Administrative Overhead.

(vii) Transport from village to factory- Raw Material

(viii) Cost of the packing sachets- Production Overhead
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(3)

A B C

(i) Cost of Sachets Primary Packing Material Production Overhead

(ii) Cost of Containers Secondary Packing Material Selling and Distribution

Overhead

(iii) Transportation Costs Relates of Finished Goods Distribution Overhead

(iv) Refrigeration Costs Storage of Finished Goods Distribution Overhead

(v) Depot’s Expenses Marketing Cost Selling & Distribution

Overhead

(vi) Advertisement Cost Selling Expense Selling & Distribution

Overhead

(4) Obsolete inventory-Cost of Raw Material and Finished goods should be

directly written of in the Profit & Loss A/c. No charge is made to cost of

production.

` 63,000 (` 3,000 + ` 60,000) should be written off to Profit & Loss A/c.

 Space to write important points for revision 

2015 - Dec [II] (d) (3) Product B, with selling price of ` 600 per unit is the

main product being produced by a factory. The factory uses component ‘A’

in the manufacture of B. ‘A’ is produced in-house. The cost of producing one

unit of A is as follows: Direct Material—` 120; Direct labour— ` 80; Direct

expense–` 20; Factory overheads: fixed—` 20; variable–` 15; Administrative

expenses:–relating to production–` 12;–relating to others–` 5;

What is the amount relating to ‘A’ to be considered as material cost of B

as per CAS-6? (3 marks)

Answer:

As per CAS – 6, Self manufactured item shall valued at DM + DL + DE +

F.OH + Ad.OH (production) 

= 120 + 80 + 20 + 20 + 15 + 12 = ` 267
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For an item to be called material cost under CAS – 6. It has to be significant

and economically traceable to the cost object, otherwise it is an indirect

material and classified as an overhead of production.

Component A is significant, bring 267/600 = 44.5% of the sale value of B.

Hence it is DM under CAS – 6.

 Space to write important points for revision 

2016 - June [2] (b) The following items appear in the records of Care Ltd.

Compute the amount you would consider under material cost as per CAS-6.

Import Duty 20,000

Insurance 15,000

Labour on self-manufactured primary packing containers 20,000

Factory overheads on self-manufactured packing containers 25,000

Trade discount on purchase of raw material (Purchase was

recorded excluding the discount)

45,000

CENVAT credit refundable 20,000

Subsidy received from the Govt. for using pollution-free material 8,000

Subsidy received for generating wind energy 12,000

Purchase Price 8,00,000

(5 marks)

Answer:

Computation of Material Cost as per CAS-6

Particulars Amount (`)

Purchase price of material (exclusive trade discount) 8,00,000

Trade Discount (already excluded)

Import duty 20,000

Insurance 15,000
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Labour on self-manufactured primary packing containers 20,000

Factory overheads on self-manufactured packing containers 25,000

Sub Total 8,80,000

Less:

Cenvat credit refundable 20,000

Subsidy received from the Govt. for using pollution-free

material 8,000

Subsidy for generating wind energy (Does not form part of

Material cost as subsidy does not relate to raw material)

Net Material Value under CAS-6 8,52,000

 Space to write important points for revision 

2016 - June [4] (b) From the following information, compute the value of

direct expenses per 100 bottles according to Cost Accounting Standards:

K Ltd. is a company making special ointments for pain relief. The following

data is given:

(i) In order that the ointment does not get sticky on patients’ fingers, there

is an additive with attractive fragrance, which is mixed with the

medicine towards the end of the process before it is sent for packing.

The company pays @ ` 5,000 per packet for the paste supplied by a

contractor. This quantity is sufficient for 50 bottles of ointment. K Ltd.

further pays a royalty of ` 25 per bottle that uses this paste.

(ii) The special sealing of the bottles is done with manual intervention and

the worker is paid at the rate of ` 5 per bottle specially sealed.

(iii) The manufacture of the ointment has to ensure precise quantity of

various inputs. Computer aided manufacture is used. The software

development charges relating to such production is ` 0.40 per bottle.

(iv) The Government pays an incentive of ` 22 per bottle produced.

(5 marks)
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Answer:

Computation of Value of Direct Expenses per 100 Bottles as per CAS:

Sr.

No.

Item Direct Expense Direct

Expenses per

100 Bottles

(i) Cost of special additive

paste

No

Royalty payment Yes; ` 25 per bottle ` 2,500

(ii) Sealing of bottle No

(iii) Software development

charges
Yes; ` 0.40 per bottle ` 40

Less: Government

incentive
Yes; ` 22 per bottle (to be

netted)

(` 2,200)

Total ` 340

 Space to write important points for revision 

2016 - Dec [4] (a) The following information is available in respect of some

employees of Good Pay Ltd. for the production period consisting of

12 months:

Worker X is a direct labourer in the shop floor. Z is his supervisor, AO is the

Administrative Officer and MO is the Marketing Officer.

LTA (`) for X, Z, AO, MO are: 15,000; 20,000; 30,000; 40,000 respectively.

Night Shift Allowances (`) paid to X and Z due to general pressure: 1,60,000

and 1,80,000 respectively.

Night Shift Allowance (`) (excluding the above) due to special customer

demand for rush delivery (paid to X and Z): 50,000 each.

Special exhibition arrangements entailing extra work: amount paid to MO:

` 1,20,000.
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Fringe Benefits paid to each of X, M, AO and MO: ` 40,000.

Attendance Bonus: ` 25,000 each.
Employer’s contribution to PF: same as amounts under LTA.

Lost time due to scheduled maintenance — amount paid to X ` 15,500.
Amount paid to X when he did not work due to severe and unexpected
machine break down ` 25,000.
Prepare a statement showing the amounts that would come under Direct
Labour, Production Overhead, Administrative Overheads and Selling
Overheads according to the principles of Cost Accounting Standards.

(10 marks)

Answer:

Items Direct
Labour

Production
Overheads

Administrative
Overheads

Selling
Overheads

(`) (`) (`) (`)

LTA X: 15,000 Z: 20,000 AO: 30,000 MO: 40,000

Night Shift
Allowance
(general pressure)

(X) 1,60,000
(Z) 1,80,000

Night Shift
Allowance 
(rush delivery)

50,000 50,000

Special Exhibition
Arrangements

1,20,000

Fringe Benefits 40,000 40,000 40,000 40,000

Attendance Bonus (X) 25,000
(Z)25,000

(AO)25,000
(MO)25,000

Employer’s
contribution to PF

15,000 20,000 30,000 40,000
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Lost time due to
scheduled
maintenance (X)15,500

Severe Break
down (Charge
directly to Costing
P and L A/c)

 Space to write important points for revision 

2017 - June [3] (b) Fill up the following table in accordance with the

principles of Cost Accounting Standards applicable:

Sl.

No.

Items of expenses Employee Cost as

per CAS

Disclosure Element

of Cost

Included/Excluded/

Not applicable (NA)

Yes/No/NA

I II III IV V

i Basic Wages to Direct

Worker

ii Normal Idle time Cost

of Direct Worker

iii Perquisite paid by

company to adminis-

tration staff

iv Late payment fee of PF

authorities for delayed

r e m i t t a n c e  o f

Employer’s contribution

to Provident Fund

(You may write only columns I, II, IV and V in your answer books).

(6 marks)
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Answer:

S.

No.

Items of Expenses Employee Cost

as per CAS

Disclosure Element of

Cost

Included/

Excluded/Not

Applicable

(NA)

Yes/No/NA

I II III IV V

i Basic Wages to Direct

Worker

Included Yes Direct

Employee

Cost 

ii Normal Idle time Cost of

Direct Worker 

Excluded No Factory

overhead

iii Perquisite Paid by

Company to Admini-

stration Staff

Included Yes Administr-

ation OH

iv Late Payment Fee to PF

Authorities for Delayed

Remittance of Employer’s

Contribution to Provident

Fund

Excluded NA Not an

element of

Cost
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CHAPTER AT A GLANCE

Specimen Cost Sheet

Period from ........ To ......... Cost Units

...............

Cost Items Amount (`) Amount (`)

Direct Material

Opening Stock

Add: Purchases

Add: Incidental charges

Less: Closing Stock

xxxxx

xxxxx

xxxxx

xxxxx xxxxx

Direct Labour xxxxx

Direct Expenses xxxxx

PRIME COST xxxxx

Add: Production overheads

Add: Opening work in process

Less: Closing work in process

xxxxx

xxxxx

xxxxx xxxxx

FACTORY COST OR WORKS COST xxxxx

Add: Administrative Overheads xxxxx

COST OF GOODS MANUFACTURED xxxxx

Add: Opening Finished goods stock

Less: Closing Finished goods stock

xxxxx

xxxxx

COST OF FINISHED GOODS SOLD xxxxx

Add: Selling and Distribution overheads xxxxx

COST OF GOODS SOLD xxxxx
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Depending on number of processes, the working will be shown up to factory
cost. Subsequently, the administration, selling and distribution overheads are
added like that shown in the first format. Some process companies may
prepare a different cost sheet for each process. When it is available process
wise, control of process costs and process losses could be better controlled
by the concerned process managers. 

Important Components of Cost Sheet

(a) Cost sheet has reference to the job or contract or a batch or production
or a service undertaken to be rendered. If the completion of the job at
hand relates to more than one accounting period, it is better that
separate columns are provided to mention figures for those period. The
job or batch reference should also be mentioned on the header.

(b) If there is an estimate made for the costs, a separate column must be
provided for estimated costs against which the actual costs should be
plotted to get ready comparison. This will make cost sheets more
user-friendly and meaningful.

(c) In certain cases, material may not form any significant portion of the total
cost and as such may be treated as an overhead item. In such cases,
the Prime Cost will mainly constitute as labour and other expenses.

(d) Treatment of raw material stocks should be carefully understood. As the
costs are to be linked to the units produced, the material consumption,
completion of earlier period’s semifinished goods and the finished goods
sold needs to be properly computed.

DESCRIPTIVE QUESTIONS

2011 - May [3] (b) Classify the following measures under appropriate

categories in a balanced score card for a banking company which excels in

its home loan products :

(i) A new product related to life insurance is being considered for a tie up

with the successful housing loan disbursements.

e.g. every housing loan applicant to be advised to take a life policy or

compelled to take a fire insurance policy. 
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(ii) How different sectors of housing loans with different interest rates have
been sanctioned, their volumes of growth in the past 4 quarters.

(iii) How many days are taken to service a loan, how many loans have
taken longer, what additional loans are to be released soon, etc.

(Students are not required to copy these statements into their answer books)
(3 marks) [CAFG - II]

Answer:

(i) New product tie up - Innovation/learning perspective

(ii) Growth of Volume - Financial perspective

(iii) Time for loan/Fresh products - Customer perspective

 Space to write important points for revision 

2015 - Dec [I] (f) In the specimen cost sheet of a production Center, how

would you arrive at the cost of sale from the prime cost? (2 marks)

Answer:

` `

Prime Cost xxxxx

Add: Production Overheads xxxxx

Add: Opening Work in Process xxxxx

Less: Closing Work in Process xxxxx xxxxx

Factory Cost or Work Cost A xxxxx

Add: Administrative Overheads xxxxx

Cost of Goods Manufactured B xxxxx

Add: Opening Stock of Finished Goods xxxxx

Less: Closing Stock of Finished Goods xxxxx xxxxx

Cost of Finished Goods Sold C xxxxx

Add: Selling and Distribution Overheads xxxxx

Cost of Goods Sold D xxxxx

 Space to write important points for revision 
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PRACTICAL QUESTION

2012 - Nov [1] {C} (c) PQR Limited sells two versions: Deluxe and Premium

of its only product GoGo Juicer. The GoGo Juicer uses patented technology

to extract the last drop of juice from most fruits. The ‘Premium’ version can

handle larger fruit and has more options relative to the ‘Deluxe’ version. The

following table provides the financial results of the most recent year of

operations:

Particulars Deluxe

90,000 units

Premium

10,000 units

Total

1,00,000 units

Revenue (`) 63,00,000 9,00,000 72,00,000 

Material cost (`) 10,80,000 2,50,000 13,30,000 

Direct labour cost (`) 14,40,000 1,60,000 16,00,000 

Contribution margin (`) 37,80,000 4,90,000 42,70,000 

Allocated fixed manufacturing

overheads (`)

34,20,000 3,80,000 38,00,000 

Allocated fixed selling and

administrative overheads (`)

2,51,563 35,937 2,87,500 

Profit margin (`) 1,08,437 74,063 1,82,500 

Profit margin per unit (`) 12,048 74,063 

Labour cost is ` 16 per hour and each product requires one hour of labour.

The company currently allocates all fixed manufacturing overheads, using

labour hours as the allocation basis. It allocates fixed selling and

administrative overheads, using revenue is the allocation base.

Although the profit margin per unit of ‘Deluxe’ juicer is rather low, PQR

Limited believes that it is important to keep this model in the product mix.

However, PQR can tailor its promotion and sales strategies to improve the

sales mix to 16:4 ratio from the current 9:1 ratio of ‘Deluxe’ to ‘Premium’

juicers, with total volume staying at 1,00,000 units.
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PQR Limited finds that ̀  1.1 million of the ̀  3.8 million of fixed manufacturing

overheads pertains to batch related activities such as scheduling production

runs. Similarly, ` 1,15,000 is the amount of administrative overheads out of

the ` 2,87,500 of selling and administrative overheads.

It is found that the ‘premium’ juicer is produced in smaller batches (250 units

per batch) than that of ‘Deluxe’ juicer (500 units per batch). Similarly, it takes

10 sales visits to sell 1,000 units of the ‘Deluxe’ juicer, while it takes 25 visits

to sell 1,000 units of ‘Premium’ juicer.

Required:

(i) Prepare a profitability statement based on the proposed sales mix,

using the most appropriate basis of allocating fixed overheads.

(In absence of an appropriate basis, do not allocate overheads to

products)

(ii) Advise the company on whether it should go ahead with the propose

change in sales mix. (10 marks) [CAFG - II]

Answer:

(i) Profitability Statement New Mix-Most Appropriate Basis

Particulars 

Deluxe

80,000 Units

Premium 

20,000 Units
Total

(`)Per Unit

(̀ )

Amount

(`)

Per Unit

(`)

Amount

(`)

Revenue 70.00 56,00,000.00 90.00 18,00,000.00 74,00,000.00

Material cost

Direct Labour Cost

(One hour per unit)

80,000 hrs., 20,000 hrs.

12.00

16.00

9,60,000.00

12,80,000.00

25.00

16.00

5,00,000.00

3,20,000.00

14,60,000.00

16,00,000.00

Contribution Margin 42.00 33,60,000.00 49.00 9,80,000.00 43,40,000.00

Unit related Fixed Mfg. Overheads

(Allocation on the basis of direct
labour hours) 80,000:20,000

[W.N.1] 21,60,000.00 5,40,000.00 27,00,000.00
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Batch-related Fixed Mfg.

Overheads (Allocation on the basis

no. of batches) 160:80 [W.N.1 & 4] 7,33,333.33 3,66,666.67 11,00,000.00

Fixed Selling Overheads 

(Allocated on the basis of sales

visits) 800:500 [W. N. 2 & 3] 1,06,153.85 66,346.15 1,72,500.00

Profit Margin Ex. Admin Overheads

Admin Overheads [W. N. 2]

3,60,512.82 6,987.18 3,67,500.00

1,15,000.00

Profit Margin 2,52,500.00

Working Notes

1. `

Fixed Mfg. Overheads 

Less: Related to batch related activities

38,00,000.00

11,00,000.00

Fixed Mfg. Overheads-unit related 27,00,000.00

2. `

Selling & Admn. Overheads

Less: Admn. Overheads 

2,87,500.00

1,15,000.00

Selling Overheads 1,72,500.00

3.

No. of Visits 10 Sales Visit

for 1,000 Units 

(Deluxe)

25 Sales Visit

for 1,000 Units 

(Premium)

Total

For Proposed Mix-Sales Visit 800 500 1,300

4.

No. of Batches 1 Batch for

 500 Units 

(Deluxe)

1 Batch for 

250 Units 

(Premium)

Total

For Proposed Mix-Batches 160 80 240
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(ii) Change in product mix, yields profit of ̀  70,000/- (` 2,52,500  ̀  1,82,

500). Accordingly company should go with proposed change mix.

Alternative Approach:

This Question can be solved by assuming that some portion of the fixed cost

as fixed with respect to units of production, but variable with respect to

certain activities. When the production size is altered, these activities are

increased and therefore the activity cost varies for the proposed production

level. More batches of production and more sales visits will set off the

incremental contribution.

 Space to write important points for revision 

2013 - Dec [4] (b) An engineering company produces a standard metallic

product. There are three processes-Foundry, Machining and Assembly. 130

tonnes of raw material at ` 500 per tonne were issued to Foundry. The yield

at the Foundry is 90% (both standard and actual). The normal and actual

yield at the Machining Process is 95%. There is no loss in the Assembly

Process. You may consider the losses as occurring at the end of the

respective processes. The other details are as follows:

Process Direct Labour Overheads

Foundry 200 hours at ` 100 per hour ` 150 per labour hour

Machining 100 hours at ` 50 per hour ` 200 per labour hour

Assembly 100 hours at ` 150 per hour ` 100 per labour hour

Prepare a Cost Sheet showing the element wise cost of output and cost per

tonne of output. (8 marks)

Answer:

Raw material input 130 117 111.15

Loss 13 5.85 0

Output 117 111.15 111.15



8.242 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

Material Cost 500/tonne of input to foundry 

Elements of Cost Cost of total

output

Cost/tonne of

output

Raw Material 130 x 500 65,000 584.80

Labour Foundry: 200 hrs x 100 `/hr 20,000 179.94

M/cng: 100 hrs @ 50/hr 5,000 44.98

Assembly: 100 hrs @ 150/hr 15,000 134.95

Subtotal - Labour 40,000 359.87

Overheads: Foundry 200 hrs @ 150/hr 30,000 269.91

M/ cng: 100 hrs @ 200/hr 20,000 179.94

Assembly : 100 hrs @100/hr 10,000 89.97

Subtotal – Overheads 60,000 539.81

Total Cost 1,65,000 1,484.48

Alternative answer:

Foundry Machining Assembly

Cost/tonne

of input

Cost/Tonne

of output

Cost/tonne

of input

Cost/Tonne

of output

Cost/tonne

of input

Cost/Tonne

of output

Material 500 555.56 555.56 584.80 584.80 584.80

Labour 153.85 170.94 170.94 179.94 179.94 179.94

Overhead 230.77 256.41 256.41 269.91 269.91 269.91

Labour 42.74 44.98 44.98 44.98

Overhead 170.94 179.94 179.94 179.94

Labour 134.95 134.95

Overhead 89.97 89.97

Total 1,484.48

Alternative answer:

Cost

Element

Foundry Machining Assembly

Cost/tonne

of input

Cost/Tonne

of output

Cost/tonne

of input

Cost/Tonne

of output

Cost/tonne

of input

Cost/Tonne

of output

Material 500 555.56 555.56 584.80 584.80 584.80

Labour 153.85 170.94 213.68 224.92 359.87 259.87

Overheads 427.35 449.84 539.81 539.81

1,484.48 1,484.48

 Space to write important points for revision 
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2014 - Dec [1] Answer the question:

(e) Prime Cost = ` 12,50,000; Works Cost = ` 20,00,000 and office

overheads are 30% of factory overheads. What is the Cost of

Production? (2 marks)

Answer:

Given;

Prime Cost  = 12,50,000

Works Cost =  20,00,000

Office overheads are 30% of factory overheads.

Factory overheads = works cost – prime cost

= 20,00,000 – 12,50,000 = 7,50,000

Office overheads = 30% of 7,50,000 = 2,25,000

Cost of production = works cost  +  office overheads 

=  20,00,000  + 2,25,000 = ` 22,25,000

 Space to write important points for revision 

2014 - Dec [2] Answer the question:

(d) (iii) A firm has purchased a plant to manufacture a new product. The cost

data are given below:

Estimated annual sales 36,000 units

Material ` 4 per unit 

Direct labour ` 0.6 per unit

Overheads-Manufacturing ` 24,000 p.a.

Administrative expenses ` 28,800 p.a.

Selling Expenses 15% of sales

Calculate the selling price if profit per unit is ` 1.50. Assume whatever is

produced is sold.  (4 marks)
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Answer:

Let the sales be x

Material cost 36,000 × 4  ` 1,44,000

Labour cost  36,000× 0.60 `    21,600

Manufacturing overheads `     24,000

Administration overhead  `     28,800

Cost of production 2,18,400

Add selling expenses 0.15 x 

Cost of sales 2,18,400 +  0.15x

Profit 36,000 × 1.50                 54,000

Sales 2,72,400 + 0.15x

x = 2,72,400 + 0.15x

x = 3,20,470

Selling Price = 3,20,470/36,000 = ` 8.90

 Space to write important points for revision 

2015 - June [I] (b) Direct material and direct labour cost of job No. 111 are

` 760 and ` 550 respectively. Overheads are charged @ 60% of direct

labour. If the profit is included @ 20% of the price charged to customer, then

calculate the price of job No. 111. (2 marks)

Answer:

Material Cost ` 760

Labour Cost ` 550

Overheads (60% of 550)   ` 330

Total Cost 1,640

Profit (1,640 × 25%)      410

Price of Job No. 111   2,050

Note: 20% profit on sales = 25% profit on cost.

 Space to write important points for revision 
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2015 - June [II] (c) (i) The cost structure of an article, the selling price of

which is ` 60,000 is as follows:

Direct materials 50%

Direct labour 20%

Overhead 30%

An increase of 15% in the cost of materials and of 25% in the cost of labour

is anticipated. Assume no change in overhead.

This increased cost in relation to the present selling price would cause a 25%

decrease in the amount of present profit per article.

(1) Prepare a statement of profit per article at present.

(2) Find the revised selling price to produce the same percentage of profit

to sales as before. (5 + 3 = 8 marks)

(d)  (i) Mahi Transport Company operates a Luxury bus, which runs

between Delhi to Jaipur and back for 10 days in a month. The

distance from Delhi to Jaipur is 270 kms. The bus completes the trip

from Delhi to Jaipur and comes back on the same day. The bus goes

on a Delhi-Agra trip for 10 days in a month. The distance from Delhi

to Agra is 180 kms. This trip is also completed on the same day. For

4 days of its operation in a month it runs in the local city. Daily

distance covered in the city is 65 kms. 

The other information is given below:

Particulars `

Cost of Bus ` 15,00,000

Depreciation 15% per annum

Salary of Driver ` 9,000 per month

Salary of Conductor ` 8,000 per month

Salary of Part time Accountant ` 4,500 per month

Insurance ` 10,800 per quarter
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Diesel ` 49 per litre

Distance covered per litre 5 kms.

Token Tax ` 8,100 per quarter

Lubricant oil ` 300 per 100 kms.

Repairs and Maintenance ` 8,000 per month

Permit Fee ` 13,050 per quarter

Normal capacity 50 persons

The bus is generally occupied 90% of the capacity when it goes to Jaipur

and 80% when it goes to Agra. It is always full when it runs within the city.

Passenger tax is 25% of the fare.

Calculate the rate the company should charge a passenger when it wants to

earn a profit of 33 % on its revenue. (12 marks)

Answer: (c) (i)

(1) Selling price = ` 60,000

Profit 1/3rd on sales = 60,000/3 = ` 20,000

Cost = 60,000 – 20,000 = ` 40,000.

Statement of profit per article

Particulars Amount (`)

Selling Price 

Less:

Material Cost 20,000

Labour Cost 8,000

Overhead Cost 12,000

Profit

60,000

       40,000

20,000

(2) Let the revised selling price be x:

Material cost = 20,000 + 15% of 20,000

= ` 23,000
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Labour cost = 8,000 + 25% of 8,000

= ` 10,000

Overheads = ` 12,000

Revised Cost = ` 23,000 + ` 10,000 + ` 12,000 = ` 45,000

Profit = 1/3rd of selling price

x = 45,000 + x/3 

x = ` 67,500

Hence revised selling price to maintain same level of profit on sales is

` 67,500.

Working Note: 

Let cost be 100

Existing (`) Revised (`)

Direct Material

Direct Labour

Overheads

50

20

               30

100

(50 + 15% of 50) 57.5

(20 + 25% of 20) 25

                                  30

110.5

Increase in cost ` 12.5

Reduction in profit due to increase in cost = 25%

Profit margin = 12.5/(25%) = 50% on cost

50% on cost i.e. ½ on cost

Or 1/3rd on sales.

Answer:

(d) (i)

(i) Statement of total running kms. per month:

Particulars Kms. Per trip Trips per day Days per month Kms. per month

Delhi to Jaipur

Delhi to Agra

Local City

270

180

65

2

2

--

10

10

4

5,400

3,600

260

Total running Kms. for the month 9,260
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(ii) Statement of total seating capacity per month:

Particulars No. of seats No. of trips No. of days Total seating capacity

Delhi to Jaipur

Delhi to Agra

Local City

50

50

50

2

2

--

10

10

4

1,000

1,000

200

(iii) Statement of Passenger Km. per month:

Particulars Delhi to Local city

Jaipur Agra

(a) Total seating capacity

(b) Capacity utilisation

(c) Seats occupied

(d) Kms. per trip

1,000

90%

900

270

1,000

80%

800

180

200

100%

200

65

Passenger KM per month (c × d) 2,43,000 1,44,000 13,000

Total Passenger KM per month = 4,00,000

(iv) Statement of operating cost of Buses run between different cities:

Particulars Per month (`)

Fixed Cost:

Driver’s salary 9,000

Conductor’s salary 8,000

Part time Accountant’s Salary 4,500

Depreciation 18,750

Insurance (10,800/3) 3,600

Token tax (8,100/3) 2,700

Repair & Maintenance 8,000

Permit fee (13,050/3)    4,350

Total Fixed Cost  58,900
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Variable Cost:

Diesel 
90,748

Lubrication oil    27,780

Total Variable Cost  1,18,528

Total Cost (Fixed Cost + Variable Cost) 1,77,428

Passenger tax  1,06,457

Total  2,83,885

Profit (W. Note)  1,41,942

Total takings 4,25,827

Rate per Passenger Km = ` 1.065

Fare to be charged per passenger:
Delhi to Jaipur 270 × 1.065
Delhi to Agra 180 × 1.065
Local City 65 × 1.065

287.55
191.70
69.225

Working Note:

Let the taking be x

Then,

Passenger tax   25x

Profit       x/3

x = 1,77,428 +  x + x/3

x–  x -  = 1,77,428

x =  = ` 4,25,827

Hence, Profit =  = ` 1,41,942

 Space to write important points for revision 
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2015 - Dec [I] (d) Factory cost is ` 3,80,000 and cost of production is

` 4,10,000. Office and administrative overheads are 20% of factory

overheads. What would be amount of prime cost? Assume no stock

adjustments. (2 marks)

Answer:

Factory Cost (FC) = ` 3,80,000

Cost of Production (COP) = ` 4,10,000

FC + Office & Administration OH = COP

3,80,000 + Office & Administration OH = 4,10,000

Office & Adm. OH = 30,000

Factory OH  =

  = ` 1,50,000

Prime Cost + Factory OH = Factory Cost

Prime Cost + 1,50,000 = 3,80,000

Prime Cost  = ` 2,30,000

 Space to write important points for revision 

2016 - June [2] (a) The following information is available to Z Ltd. for the

Financial Year ending 31st March, 2016:

Particulars `

Direct Material 3,45,000

Direct Wages 3,90,000

Production Overheads (75% variable) 2,40,000

Administration Overheads (75% fixed) 1,20,000

Selling and Distribution Overheads (50% fixed) 1,60,000

Sales — 10,000 units 15,50,000

Opening Stock — Nil

Closing Stock — Finished Goods — 5,000 units

No WIP (Opening/Closing)
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For the year 2016-17, it is estimated that:

(i) Output will increase by one-third; Sales quantity will increase by 50%

by incurring additional advertisement expenses of ` 1,45,200.

Assume that opening stock is first sold before using the current year’s

output.

(ii) Material prices will increase by 5%.

(iii) Wage rate will increase by 5% while overall direct labour efficiency will

decrease by 4%.

(iv) The variable overheads will be at the same unit rates as last year.

(v) Fixed production overheads will increase by 25%.

(vi) Assume that production and sales units were achieved as per budget

last year and will be achieved as per estimate this year also.

(vii) The company will revise its selling price in 2016-17 to ` 125 per unit.

This same selling price will hold for the units sold from the opening

stock also.

You are required to prepare a statement showing cost of sales and sales and

profit giving effect to the above for the financial year 2016-17.

(10 marks)

Answer:

Statement of the Cost of Sales, Sales and Profit as under:

2015-16 2016-17

Unit Per unit Amount

(`)

Unit Per Unit Amount

(`)

Direct Material 15,000 23 3,45,000 20,000 24.15*  4,83,000

Direct Wages 15,000 26 3,90,000 28.4375** 5,68,750

Prime Cost 49 7,35,000 52.5875 10,51,750

Add: Production OH

75% Variable 12 1,80,000 12 2,40,000

25% Fixed 4 60,000 3.75 75,000

Factory/Work cost 65 9,75,000 68.3375 13,66,750
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Add: Administration OH

25% Variable 2 30,000 2 40,000

75% Fixed 6 90,000 4.50 90,000

Cost of production 73 10,95,000 74.8375 14,96,750

Add: Opening stock 5,000 73 3,65,000

Less: Closing stock 5,000 73 3,65,000 10,000 74.8375 7,48,375

Cost of goods sold 10,000 7,30,000 15,000 74.225 11,13,375

Add: Selling &
Distribution OH

50% Variable 8@ 80,000 8 1,20,000

50% Fixed 8 80,000 80,000

Adv. Exp 1,45,200

Total Cost 8,90,000 14,58,575

Sales (125/u × 15,000) 125 18,75,000

Profit 4,16,425

*Direct Material ` 23.00 × 1.05 = ` 24.15

**Direct Labour (` 26.00 × 1.05)/0.96 (1.00 - 0.04) = ̀  27.30/.96 = ̀  28.4375

@ ` 80,000/10,000 = ` 8.00 (Variable).

 Space to write important points for revision 

2017 - Dec [4] (a) Component ‘Citipride’ is made entirely in cost Center 200.

Material cost is 6 paise per component and each component takes 10

minutes to produce. The machine operator is paid 72 paise per hour, and

machine hour rate is ` 1.50. The setting up of the machine to produce the

component ‘Citipride’ takes 2 hours 30 minutes. On the basis of this

information, prepare a cost sheet showing the production and setting up

cost, both in total and per component, assuming that a batch of:
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(i) 10 components,

(ii) 100 components, and

(iii) 1000 components is produced. (9 marks)

Answer:

Cost Sheet Component ‘Citipride’

Particulars Batch Size

10 components 100 components 1000 components

Total

`

Per  

component

`

Total

`

Per  

component

`

Total 

`

Per  

component

`

A. Setting up Cost:

Machine Operators wages (2.5
hours @ ` 0.72 p.h)

1.80 0.180 1.80 0.0180 1.80 0.00180

Overheads 2.5 hours @ ` 1.50 p.h) 3.75 0.375 3.75 0.0375 3.75 0.00375

Total of (A) 5.55 0.555 5.55 0.0555 5.55 0.00555

B. Production Cost:

Material Cost @ ` 0.06 per

component

0.60 0.060 6.00 0.0600 60.00 0.06000

Machine Operators wages

[(Refer to Working Note (1)]

1.20 0.120 12.00 0.1200 120.00 0.12000

Overheads 

[(Refer to Working Note (2)] 2.50 0.250 25.00 0.2500 250.00 0.25000

Total of (B) 4.30 0.430 43.00 0.4300 430.00 0.43000

C. Total Cost: (A +B) 9.85 0.985 48.55 0.4855 435.55 0.43555

Working Notes:

10

Components

100

Components

1000 

Components

(1) Operators Wages Time 

taken in minutes by

machine operators @10

minutes per component

Operators Wages @

` 0.72 per hour (`)

1.20 [(100/60)

× 0.72]

12.00 [(1000/60)

× 0.72]

120.00 [(10000/60) ×

0.72]
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(2) Overhead expenses Total

overhead expenses @`

1.50 per Machine hour (`)

2.50 [(100/60)

× ` .1.50]

25.00 [(1000/60)

× ` 1.50]

250.00

[(10000/60) x ` 1.50]

 Space to write important points for revision 

2018 - June [4] (a) The following data are available from the books and

records of VEEMYES Ltd. for the month of November 2017.

Direct Labour cost : ` 20,000 (125% of factory overheads)

Inventory accounts show the following figures:

November 1 November 30

` `

Raw materials 10,000 20,000

Work in progress 8,000 4,000

Finished goods 10,000 5,000

Selling expenses 15,000

Office expenses 10,000

Sales 1,25,000

The company maintains a profit of 25% on cost.

You are required to prepare a cost sheet for the month of November 2017

with all elements. (8 marks)

Answer:

Statement of Cost and Profit

Particulars Amount in `

Opening Stock of Raw Materials 10,000

Purchase of Raw Materials     40,000

50,000

Less: Closing Stock of Raw Materials     20,000
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Cost of Materials Consumed 30,000

Add: Direct Labour Cost     20,000

Prime Cost 50,000

Add: Factory Overheads     16,000

66,000

Add: Opening Stock of Work-in –Progress  8,000

74,000

Less: Closing Stock of Work-in-Progress  4,000

Factory Cost 70,000

Add: Office Expenses     10,000

Cost of Production 80,000

Add: Opening Stock of Finished Goods     10,000

90,000

Less: Closing Stock of Finished Goods  5,000

Cost of Goods sold 85,000

Add: Selling Expenses     15,000

Total Cost 1,00,000

Add: Profit     25,000

Sales  1,25,000

Workings: Calculation of Purchase of Raw Materials

Details Amount in `

Sales 1,25,000

Less: Profit  25,000

Total Cost 1,00,000

Less: Selling Expenses  15,000
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Cost of Goods Sold 85,000

Add: Closing Stock of Finished Goods  5,000

90,000

Less: Opening Stock of Finished Goods  10,000

Cost of Production 80,000

Less: Office Expenses  10,000

Factory Cost 70,000

Add: Closing Stock of Work-in-Progress  4,000

74,000

Less: Opening Stock of Work-in-Progress  8,000

66,000

Less: Factory Overheads     16,000

Prime Cost     50,000

Less: Direct Labour Cost     20,000

Cost of Raw Materials Consumed 30,000

Less: Opening Stock of Raw Materials     10,000

20,000

Add: Closing Stock of Raw Materials     20,000

Purchase of Raw Materials     40,000

 Space to write important points for revision 

2018 - Dec [4] (a) Z Ltd., manufactured and sold 200 typewriters in the year

2017. Its summarised Trading and Profit & Loss Account for the year 2017

is as follows:
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Total Output (in units) 200

Particulars ` Particulars `

To Cost of Material

consumed

1,20,000 By Sales 6,00,000

To Direct Wages 1,80,000

To Manufacturing Charges 75,000

To Gross Profit c/d 2,25,000

6,00,000 6,00,000

To Management Expenses 90,000 By Gross Profit

b/d 2,25,000

To General Expenses 30,000

To Rent, Rates & Taxes 15,000

To Selling Expenses 45,000

To Net Profit 45,000

2,25,000 2,25,000

For the year 2018, it is estimated that

(i) The output and sales will be 300 typewriters.

(ii) Price of material will rise by 25% compared to previous year level.

(iii) Wages per unit will rise by 10%.

(iv) Manufacturing charges will increase in proportion to the combined cost

of material and wages.

(v) Selling expenses per unit will remain unchanged.

(vi) Other expenses will remain unaffected by the rise in output.

Required:

Prepare a Cost Sheet showing the cost at which typewriters will be

manufactured in 2018 and give price at which it should by marketed so as to

show profit of 10% on selling price. (8 marks)
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CHAPTER AT A GLANCE

S.

No.

Topic Important Highlights

1. Integral

Accounting

Integrated accounting system is the name

given to a system of accounting, where by

cost and financial accounts are kept in the

same set of books. Obviously, then there will

be no separate set of books for costing and

financial records. Integral accounts provide or

meet the information required by costing and

financial accounts.

2. Features of

Integrated

Accounting

System 

(a) Complete analysis of costs and sales are

kept. 

(b) Complete details of all payments in cash

are kept. 

(c) Complete details of all assets and

liabilities are kept and this system does

not use a notional accounts to represent

all impersonal accounts. 

(d) Under this system, general ledger

adjustment is not at all maintained and

detailed accounts of assets and liabilities

are maintained.

3. Advantages of

integrated

accounting

system 

The main advantages of integrated accounts

are as follows 

(a) No need for Reconciliation: The question

of reconciling costing profit and financial

profit does not arise, as there is one figure

of profit only 
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(b) Significant saving in the clerical efforts, as

only one set of books is maintained.

(c) Retrieving of information is easy & quick

(d) It is economical also as it is based in the

concept of centralization of accounting

function

4. Essential
pre-requisites for
integrated
accounts

The essential pre-requisites for integrated
accounts include the following steps 
(a) The managements decision about the

extent of integration of the two sets of
books, some concerns find it useful to
integrate upto the stage of primary cost or
factory cost, while others prefer full
integration of the entire accounting
records.

(b) A suitable coding system must be made
available so as to serve the accounting
purposes of financial and cost accounts. 

(c) An agreed routine, with regard to the
treatment of provision for accruals,
prepaid expenses, other adjustment
necessary for preparation of interim
accounts.

(d) Perfect coordination should exist between
the staff responsible for the financial and
cost aspects of the accounts and an
efficient processing of accounting
documents should be ensured.

5. Reconciliation of

cost accounting

r e c or ds  w i th

financial accounts

Where no separate accounts are maintained

for costing and finance, the question of

reconciliation does not arise. But where the

cost and financial accounts are maintained

independently of each other, it is
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indispensable to reconcile them. Though both

the sets of accounts are same as far as the

basic transactions are concerned but there are

differences in the profits of two sets of books.

6. Procedure for
Reconciliation 

Take Profits as per Financial Accounts. 

Add : 

(a) Items of income included in Cost Accounts
but not in Financial Accounts. 

(b) Items of expenditure included in Financial
and not in Cost Accounts. 

(c) Amounts by which items of income have
been shown in excess in Cost Accounts
over the corresponding entries in Financial
Accounts. 

(d) Amounts by which items of expenditure
have been shown in excess in Financial
Accounts over the corresponding entries
in Cost Accounts. 

(e) Under absorption of overheads in Cost
Accounts. 

(f) The amount by which closing stock of
inventory is overvalued in Cost Accounts. 

(g) The amount by which opening stock of
inventory is undervalued in Cost
Accounts. 

Less : 

(a) Items of income included in Financial
Accounts but not in Cost Accounts. 

(b) Items of expenditure (as interest on
Capital, Rent on owned premises etc.)
included in Cost Accounts but not in
Financial Accounts. 
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(c) Amounts by which items of expenditure
have been shown in excess in Cost
Accounts as compared to the
corresponding entries in Financial
Accounts.

(d) Amounts by which items of incomes have
been shown in excess in Financial
Accounts as compared to the
corresponding entries in Cost Accounts. 

(e) Over absorption of overheads in Cost
Accounts. 

(f) The amount by which closing stock of
inventory is undervalued in Cost
Accounts. 

(g) The amount by which opening stock of
inventory is overvalued in Cost Accounts.

7. Infrastructure

Sector 

The Infrastructure activity which, inter alia

includes building / re-building / restoring

structures or infrastructure facilities, typically

using civil, mechanical or other branches of

engineering, plays an important role in the

development of the economy as it has

multiplier effect across various sectors

creating investment opportunities. 

The infrastructure industry contributes a

significant share of the country’s GDP and

employment. 

Features of an infrastructure contract / project

are as follows: 

• Execution of projects as a contractor /

sub-contractor or as a developer.
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• Projects involving design, detailed

e n g i n e e r i n g ,  p r o c u r e m e n t ,

manufacturing/fabrication, installation,

commissioning.

• The contracts / projects are finalised

normally through a bidding process and

the projects are executed as per client’s

requirements at client’s project site.

• The client normally makes payment based

on the progress of work as per the

contract.

• Contracts also normally stipulate work /

quality certification by a client nominated

third party consultant.

8. Education 

Sector

Education imparts knowledge and skills and

shapes values and attitudes. Education is vital

for progress of a civil society. Education forms

the backbone of a nation and is one of the

most important key indicators of a country’s

growth and development. The rise of

knowledge economy at a global level has

reinforced education, in all its forms

(elementary, secondary, higher, vocational,

and adult), as the key economic and business

driver. 

Education acts as a driver for technological

innovation and facilitates absorption of

developed technology for the benefit of the

mankind. It is now widely accepted that

knowledge capital, holds the key to

development of economy. 
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With the emergence of India as a

knowledge-based economy human capital has

now become its major strength. This has put

the spotlight on severe inadequacies of India’s

infrastructure for delivery of education,

particularly higher education.

9. Healthcare

Sector

One of the important objectives of

Government is to improve in standard of living

and health status of its population. For this,

government endeavors to provide its

populations accessible, affordable, awareness

and quality healthcare. Indian Government is

also making continuous efforts to improve the

standard of living and health status of its

population and it remains one of the primary

objectives in Indian planning.

10. Port Sector The ports sector in India is divided into “Major

Ports” and “Non-Major Ports” which are under

the jurisdiction of Central Government and

State Governments respectively. The legal

framework governing the sector comprises the

Indian Ports Act of 1908 and the Major Port

Trusts Act of 1963. Major Ports under Central

jurisdiction are governed by policy and

directives of Ministry of Shipping of

Government of India. Minor Ports under

State’s jurisdiction and governed by policy and

directives of respective State Government’s

nodal departments/ agencies.
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SHORT NOTES

2011 - Dec [8] Write a short note on the following :

(b) Inter-Locking Accounts; (5 marks) [CMAIG - II]

Answer :

Inter-locking

Accounts :

• Cost and Financial Accounts are said to be
interlocked, when independent set of books are
maintained for each of them. These accounts are
interlocked through control accounts maintained
in the two sets of books. 

• Cost Ledger Control Account is maintained in the
financial books and a General Ledger Adjustment
Account is maintained in costing books. In this
manner, connection between the two sets of
books is maintained. 

• In costing books, all entries relating to fixed
assets, cash, etc. are posted in General Ledger
Adjustment Account. In case it is desired to
integrate the two trial balances into one, the Cost
Ledger Control Account and General Ledger
Adjustment Account can be omitted because
they are maintained on ‘Contra’ principle. 

• The ‘integration’ as above aims at maintenance
of only one set of books in which the transactions
are recorded; thereby reconciliation is eliminated.

• However, due to some difficulties like
implementation problem of ‘integration’,
sometimes ‘interlocking’ of accounts is preferred. 

• For example, a separate cost of accounting
department because of its importance,
‘interlocking’ accounting system may have to be
operated.

 Space to write important points for revision 
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DESCRIPTIVE  QUESTIONS

2009 - June [7] (b) Explain the need for reconciliation of cost and financial

accounts. Also state the reasons for difference in profit between the two

accounts. (5 marks) [CMAIG - II]

Answer :

In Non- Integral System where separate sets of books are maintained for

costing and financial transactions, the profit shown by one set of books may

not agree with that of the other set of books because these two sets of books

may follow different accounting principles and policies.

Hence, the need for reconciliation of cost and financial accounts arises:

1. To identify the reasons for the difference between the results shown by

the Cost Accounts and Financial Accounts.

2. To check the arithmetical accuracy and reliability of both the sets of

books.

It may also be noted that financial accounts and cost accounts when

maintained on a Computer system, may show accurate and precise result

but even then the profit shown by one set of books may not agree with that

of the other set. Thus, under the situation of difference between the results

shown by both the sets of books, the reconciliation is essential and not

redundant even in the modern age of computer.

 Space to write important points for revision 

2011 - June [7] (a) List out the expenses which are of purely financial nature

and recorded in Financial Accounts only and not recorded in Cost Accounts. 

(5 marks) [CMAIG - II]

Answer :

List of expenses which are of purely financial nature and recorded in

financial accounts only and not recorded in cost accounts.

The following items are not recorded in cost accounts as they are of purely

financial nature.
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(A) Appropriation of profits:-

 Provision for taxation 

 Transfer to reserves 

 Goodwill 

 Preliminary expenses written off.

(B) Purely financial charges:- 

 Losses on sale of assets

 Bad debts written off, recovered

 Fines and penalties payable

 Interest on proprietor’s capital

  Compensation payable.

(C) Purely financial incomes:- 

 Interest received on bank deposits 

 Dividend, interest received on investments

 Rent received

 Transfer fees received.

 Space to write important points for revision 

2012 - June [6] (b) Explain briefly benefits of Integrated Accounting System.

(5 marks) [CMAIG - II]

Answer :

Benefits from Integrated Accounting System

(i) Duplication of work and keeping of unnecessary accounts is

eliminated. This saves time and money.

(ii) Less time consuming as cost accounts are posted directly from the

books of original entry.

(iii) It is simple method of accounting. Unnecessary complications are

eliminated.

(iv) This system is particularly helpful under mechanized system of

accounting.
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(v) The system ensures better coordination between cost and financial

staff. The fact that cost accounting and financial accounting are

complementary to each other is better appreciated.

(vi) Cost data can be available promptly and regularly.

 Space to write important points for revision 

2014 - Dec [1] Answer the question: 

(e) State the main advantages of Integrated Accounting System. 

(2 marks) [CMAIG - II]

Answer:

Integrated accounts: Under integrated accounting system only one set of

account books are maintained under both financial & cost accounts. These

accounts are called integrated accounts. This method requires complete

details of all receipts, payments, assets and liabilities.

Advantages:

1. Centralisation of accounts

2. Less time consuming as cost accounts are posted directly from the

books of original entry.

3. It is simple method of accounting.

4. This method saves money

5. There is no need for cost ledger control account as all the transactions

are recorded into respective accounts. Various subsidiary ledgers are as

follows:

• Stores ledger

• WIP ledger

• Finished goods ledger

• Sales ledger

• Purchase ledger

• Overhead ledger

 Space to write important points for revision 
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PRACTICAL QUESTIONS

2009 - June [7] (a) As of 31st March, 2008, the following balances existed

in a firm's cost ledger, which is maintained separately on a double entry

basis:

Debit Credit

` `

Stores Ledger Control A/c 3,00,000 —

Work-in progress Control A/c 1,50,000 —

Finished Goods Control A/c 2,50,000 —

Manufacturing Overhead Control A/c — 15,000

Cost Ledger Control A/c            — 6,85,000

Total 7,00,000 7,00,000

During the next quarter, the following items arose: 

Finished Product (at cost) 2,25,000

Manufacturing overhead incurred 85,000

Raw material purchased 1,25,000

Factory wages 40,000

Indirect labour 20,000

Cost of sales 1,75,000

Materials issued to production 1,35,000

Sales returned (at cost) 9,000

Materials returned to suppliers 13,000

Manufacturing overhead charged to production 85,000

You are required to prepare the Cost Ledger Control A/c. Stores Ledger

Control A/c, Work in progress Control A/c, Finished Stock Ledger Control

A/c., Manufacturing Overhead Control A/c., Wages Control A/c., Cost of

Sales A/c and the Trial Balance at the end of the quarter.

(10 marks) [CMAIG - II]
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Answer :

(1) Stores Ledger A/c

Dr. Cr.

Particulars ` Particulars `

To Balance b/d

To Cost ledger control A/c

3,00,000 

1,25,000 

              

4,25,000 

By WIP control A/c

By Cost ledger control A/c

By Balance b/d

1,35,000

13,000

2,77,000

4,25,000

(2) WIP Control A/c

Dr. Cr.

Particulars ` Particulars `

To Balance b/d

To Stores ledger control A/c

To Wages Control A/c

To Mfg. over head control A/c

1,50,000

1,35,000

40,000

     85,000

4,10,000

By Finished Goods      

      control A/c

By Balance c/d

2,25,000

1,85,000

                

4,10,000

(3) Finished Stock Ledger Control A/c

Dr. Cr.

Particulars ` Particulars `

To Balance b/d

To WIP control A/c

To Cost of  Sales (sales return)

2,50,000

2,25,000

9,000

By Cost of sales A/c

By Balance c/d

1,75,000

3,09,000

4,84,000 4,84,000

(4) Manufacturing O/H Control A/c

Dr. Cr.

Particulars ` Particulars `

To Cost Ledger Control A/c

To Wages control A/c

85,000

20,000

By Balance b/d

By WIP control A/c

By Under recovery

15,000

85,000

5,000

1,05,000 1,05,000
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(5) Wages Control A/c

Dr.  Cr.

Particulars ` Particulars `

To Cost ledger control A/c

To Wages control A/c

60,000

60,000

By WIP control A/c

By Mfg. overheads       

       control A/c

40,000

       20,000

60,000

(6) Cost of Sales A/c

Dr. Cr.

Particulars ` Particulars `

To Finished Stock Ledger      

Control A/c

1,75,000 By Finished Stock          

    Ledger Control A/c     

    (sales return)

Balance C/d

9,000

1,66,000

1,75,000 1,75,000

(7) Cost Ledger Control A/c

Dr. Cr.

Particulars ` Particulars `

To Store Ledger Control A/c

To   Balance C/F

13,000

9,42,000

By Opening Balance 

By Store Ledger A/c

By Manufacturing overhead 

     Control A/c

By Wages Control A/c

6,85,000

1,25,000

85,000

60,000

9,55,000

9,55,000 9,55,000
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(8) Trial Balance

Dr. Cr.

Particulars ` Particulars `

Stores Ledger Control A/c

Work-in-progress control A/c

Finished Stock Ledger

Control A/c

Mfg. overheads control A/c

Cost Ledger Control A/c

2,77,000

1,85,000

3,09,000

5,000

1,66,000

Cost Ledger Control A/c 9,42,000

9,42,000 9,42,000

 Space to write important points for revision 

2010 - June [6] (b) The Profit & Loss A/c of XYZ Ltd. for the year ended 31st

March 2010 was as follows: 

Profit & Loss A/c. for the year ended 31st March 2010

Dr. Cr.

Particulars Amount (`) Particulars Amount (`)

To Materials

To Wages

To Direct Expenses

To Gross Profit

4,80,000

3,60,000

2,40,000

1,20,000

By Sales

By Work in Progress

Materials

Wages

Direct Expenses

By Closing Stock

9,60,000

30,000

18,000

12,000

1,80,000

Total 12,00,000 Total 12,00,000

To Administration 

 Expenses

To Net Profit

60,000

    66,000

By Gross Profit

By Dividends

     Received

1,20,000

     6,000

Total 1,26,000 Total 1,26,000
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As per the cost records, the direct expenses have been estimated at a
cost of ` 30 per kg. and administration expenses at ` 15 per kg. During the
year Production was 6,000 kgs. and Sales were ` 9,60,000.
Prepare a statement of costing Profit & Loss A/c. and reconcile the profit with
financial profit. (7 marks) [CMAIG - II]

Answer:

Statement of profit as per Cost Accounts

Particulars `
A. Direct Material 4,80,000
B. Direct Labour 3,60,000
C. Prime Cost (A + B) 8,40,000

D. Add: Factory Overhead (on 6,000 units @ ` 30)   1,80,000
E. Gross Factory Cost (C + D)  10,20,000
F. Less: Work in progress           60,000
G. Factory Cost (E – F) 9,60,000

H. Add: Office Overhead @ `15 on 6,000 units      90,000
I. Cost of production (of 6000 units) (G + H) 10,50,000
J. Less: Closing Stock of 1,000 units (W. note)    1,80,000
K. Cost of goods sold (I-J)   8,70,000
L. Profit (balancing figure)       90,000
M. Sales   9,60,000

Working Note:
Calculation of closing stock
Sales   9,60,000
Less: Gross profit   1,20,000
Cost of sales  8,40,000
Add: Closing Stock   1,80,000
Add: Work-in-progress        60,000
Cost of goods produced 10,80,000

unit of Closing stock  1,000 units
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Reconciliation account

`

Profit as per Costing Profit and Loss Account 90,000

Add : over recovery of Adm. Overheads 30,000

Add : dividend income      6,000

1,26,000

Less : Under Recovery Factory overhead    60,000

Profit as per Finance Account    66,000

 Space to write important points for revision 

2012 - June [6] (a) The following information is available from the financial

accounts of Madhu Limited for the year ended 31st March, 2012.

`

Direct Material Consumption . . 5,00,000

Direct Wages . . 2,00,000

Factory Expenses . . 7,60,000

Administration Expenses . . 5,00,000

Selling and Distribution Expenses . . 9,60,000

Bad Debts . . 40,000

Preliminary Expenses (Written off) . . 20,000

Legal Charges . . 10,000

Dividend Received . . 1,00,000

Interest on Deposit Received . . 20,000

Sales — 1,20,000 Units . . 14,00,000

Valuation of Closing Stock in financial accounts:

Finished Stock 40,000 Units . . 4,40,000

Work-in-Progress (Valued at factory cost)

both in cost and financial accounts . . 1,60,000

The Cost Accounts reveal :

Direct Material Consumption ` 5,60,000;

Factory overhead recovered at 20% on prime cost;
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Administrative overhead at ` 6 per unit of production;

Selling and Distribution overhead at ` 8 per unit sold.

You are required to prepare :

(i) A statement showing costing profit or loss.

(ii) Profit & Loss Account showing profit or loss in Financial Books.

(iii) A statement reconciling the profits disclosed as per cost accounts and

as per financial accounts.

(3 + 3 + 4 = 10 marks) [CMAIG - II]

Answer :

(i) Statement of Costing Profit & Loss

For the Year ending 31.03.2012

Particulars Workings `

Direct materials consumed

Direct wages

5,60,000

2,00,000

Prime Cost

Add : Factory overheads

Add : Op. WIP

Less: Closing Work in Progress

20% of Prime Cost 7,60,000

1,52,000

Nil

(1,60,000)

Factory Cost

Add : Administration Overheads

` 6/- per unit of production 1,60,000 × 6

(W.N.1)

7,52,000

9,60,000

Cost of Production

Add : op. Stock of Finished goods

Less: cl. Stock of finished goods

(17,12,000/1,60,000) × 40,000 17,12,000

Nil

4,28,000

Cost of goods sold

Add : sell. & distrib. Overheads

@ ` 8.00 per unit sold (1,20,000 × 8) 12,84,000

9,60,000

Cost of sales

Sales

22,44,000

14,00,000

Loss 8,44,000

Working Note :

Units Produced = Units Sold + units of closing stock - units of Opening stock 

 = 1,20,000 + 40,000 - nil = 1,60,000 Units
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(ii) Profit and Loss Account for the year ending 31st March, 2012

(Financial Accounts)

Particulars ` Particulars `

To Direct Material Consumption

To Direct Wages

To Factory Expenses

To Administrative Expenses

To Selling & Distribution Exp.

To Bad Debts

To Preliminary Exp. (Written off)

To Legal Charges 

5,00,000

2,00,000

7,60,000

5,00,000

9,60,000

40,000

20,000

10,000

By Sales: 1,20,000

      units

By Dividend Received

By Interest Received

By Work-in-progress

By Closing stock :

40,000 units

By Net loss 

14,00,000

1,00,000

20,000

1,60,000

4,40,000

8,70,000

29,90,000 29,90,000

(iii)

Particulars Amount

(`)

Amount

(`)

Profits as per Cost Accounts (8,44,000)

Add : Excess material cost charged in costing 

records 

Over recovery of Adm. overheads 

Dividend received

Interest received

Under valuation of closing stock

60,000

4,60,000

1,00,000

20,000

12,000 6,52,000

Less: Under recovery of factory overheads 

Bad debts

Preliminary expenses 

Legal charges

6,08,000

40,000

20,000

10,000 (6,78,000)

Profits as per Financial records (8,70,000)

 Space to write important points for revision 
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2013 - June [6] (a) From the following figures, do the reconciliation process

to arrive at the net profit or loss as per financial accounts:

    Figures (`)

Net loss as per Costing Records 1,72,400

Works overhead under recovered in Costing 3,120

Administrative overhead recovered in excess in Costing 1,700

Depreciation charged in Financial Records 11,200

Depreciation recovered in Costing 12,500

Interest received not included in Costing 8,000

Obsolescence charged (loss) in Financial Records 5,700

Income Tax provided in Financial Books 40,300

Bank Interest credited in Financial Books 750

Stores Adjustment (credit) in Financial Books 475

Value of Opening Stock in Cost A/cs 52,600

Value of Opening Stock in Financial A/cs 54,000

Value of Closing Stock in Cost A/cs 52,000

Value of Closing Stock in Financial  A/cs 49,600

Interest charged in Cost A/cs but not in Financial A/cs 6,000

Preliminary expenses written off in Financial A/cs 800

Provision for Doubtful Debts in Financial A/cs 150

(10 marks) [CMAIG - II]

Answer :

Reconciliation Statement

Particulars Amount

`

Net loss as per costing records  (1,72,400)

Add:  

Administrative overhead recovered in excess  1,700

Depreciation over-recovered in costing (12500-11200) 1,300

Interest received not included in costing  8,000

Bank interest credited in financial books 750
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Stores adjustment (credit) in financial books 475

Interest charged in cost A/cs but not in financial A/cs 6,000

Less:  

Works overhead under-recovered in costing  3,120

Obsolescence charged (loss) in financial records  5,700

Income tax provided in financial books  40,300

Opening stock under-valued in cost A/cs  (54,000 – 52,600) 1,400

Closing stock over-valued in cost A/cs  (52,000 – 49,600) 2,400

Preliminary expenses written off in financial A/cs 800

Provision for doubtful debts in financial A/cs 150

Net loss as per Financial Accounts (2,08,045)

 Space to write important points for revision 

2013 - Dec [6] (b) During the year ended 31st March, 2013, the profit of

ROVERTZ LTD. as per Financial Profit and Loss Account was ` 33,248 as

given below:

Profit and Loss A/c for the year ended 31st March, 2013

` `

To Opening Stock 4,94,358   By Sales 6,93,000

To Purchases 1,64,308   By Sundry income 632

6,58,666

Less: Closing Stock 1,50,242

5,08,424

To Direct wages 46,266

Factory overhead 41,652

Admin. expenses 19,690

Selling expenses 44,352

To Net Profit 33,248

6,93,632 6,93,632
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The costing records show:

`

Closing Stock 1,56,394

Direct wages absorbed 49,734

Factory overheads absorbed 39,428

Administration expenses calculated at 3% of Sales.

Selling expenses absorbed @ 5% of Sales.

Required:

(i) Find out the impact on Costing Profit & Loss A/c.

(ii) Prepare a Reconciliation Statement and arrive at the profit as per Cost

Accounts, using the additional information given above.

(3 + 4 = 7 marks) [CMAIG - II]

Answer :

(i) Impact on Costing Profit & Loss Account

Particulars Financial 

Books

Cost

Books

Impact on Cost Books

Amount in `

Closing Stock

Sundry Incomes

Direct Wages

Factory Overhead

Admin. Expenses

Selling Expenses

1,50,242

632

46,266

41,652

19,690

44,352

1,56,394

-

49,734

39,428

20,790

34,650

6,152

632

3,468

2,224

1,100

9,702

Results in more profit

Less profit in cost accounts

Over-absorbed

Under- absorbed

Over-absorbed

Under-absorbed
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(ii) Reconciliation Statement for the year ended 31st March 2013

Particulars ` `

Profit as per Financial P&L Account

Add: Difference in closing stock

 Factory overheads under - absorbed

 Selling expenses under - absorbed

Less: Over - absorbed direct wages

   Over - absorbed admin. Expenses

   Sundry income not taken in cost account

Profit as per cost accounts

6,152

2,224

9,702

3,468

1,100

   632

33,248

18,078

(5,200)

46,126

 Space to write important points for revision 

2014 - June [6] (c) The following Figures are extracted from the Financial

Accounts of VIKAS TEXTILES LTD. manufacturing a standard product for

the year ended March 31,2014.

`

Sales (24000 units) 24,00,000

Material Consumed 10,96,000

Wages 6,04,000

Factory Overheads 3,32,000

Administrative Overheads 1,52,960

Selling & Distribution Overheads 1,80,000

Preliminary Expenses 14,000

Interest on Loan 10,000

Stock of Finished Goods (800 units) 

Work-in-Progress as on 31.3.2014

64,000

`

Materials 33,600

Wages 14,400

Factory Overheads   8,000 56,000

Dividend Received 7,200
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In the Cost Accounts, Factory overheads have been charged to the

production at 20% on Prime Cost; Administrative Overhead at ̀  6 per unit on

total units produced.

Selling and distribution overheads at ` 8 per unit on total units sold.

Required:

(i) Prepare Costing and Financial Profit and Loss Accounts for the year

ended March 31,2014 and

(ii) Reconcile the differences in the Profit in the two sets of accounts.

(3 + 4 + 3 = 10 marks) [CMAIG - II]

Answer:

Dr. Costing Profit & Loss Account Cr.

Particulars Amount ̀ Particulars Amount ` 

To Materials 10,96,000 By Sales 24,00,000

To Direct Wages 6,04,000

To Prime Cost 17,00,000

To Factory OH’s (20%) 3,40,000

20,40,000

(-) Closing WIP (W. N. 1) 57,600

Factory Cost 19,82,400

To Admin. OH’s (24,800 x 6) 1,48,800

Cost of Production 21,31,200

(-) Closing Stock of FG

(21,31,200 x 800/24,800) 68,750

Cost of Goods sold 20,62,450

To Selling Overhead 1,92,000

To Profit 1,45,550

24,00,000 24,00,000



8.282 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

Financial Trading and P&L Account

Dr. Cr.

Particulars Amount ` Particulars Amount `

To Materials A/c 10,96,000 By Dividend A/c 7,200

To Wages A/c 6,04,000 By Sales A/c 24,00,000

To Factory A/c 3,32,000 By Closing Stock A/c 64,000

To Admn. Overhead A/c 1,52,960 Finished goods 

To Selling & Distribution  

     Overhead A/c 1,80,000

WIP 56,000

To Preliminary expenses 14,000

To Interest on loan 10,000

To Net Profit 1,38,240

25,27,200 25,27,200

Statement of Reconciliation

Particulars Amount ` Amount `

Profit as per Financial Accounts 1,38,240

Add: Over valuation of Closing Stock of Finished 

 goods in Cost Accounts 4,750

 Under valuation of WIP 1,600

Pure financial expenses not considered in Cost

Accounts (14,000 + 10,000) 24,000

Under recovery of Admin. Overhead 4,160 34,510

Less:

Over recovery of Factory Overhead 8,000

Over recovery of Selling Overhead 12,000

Financial incomes not considered in Cost 

Accounts 7,200 27,200

Profit as per Cost Accounts 1,45,550
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Working Note:  1

Materials = 33,600

Wages = 14,400

Over Head =     9,600

  57,600

 Space to write important points for revision 

2015 - Dec [2] (a) Answer the question:

(ii) Chinu Enterprize has furnished the following information from the

financial books for the year ended on 31st March, 2015:

(`) (`)

Opening Stock 

(1000 units @ ` 140

each)

Material consumed 

1,40,000

10,40,000

Sales (10250 units)

Closing stock 

(750 units @ ` 200

each)

28,70,000

1,50,000

Wages 6,00,000

Gross Profit c/d 12,40,000

30,20,000 30,20,000

Factory Expenses 3,79,000 Gross Profit b/d 12,40,000

Administration Expenses 4,24,000 Bad debts recovered 5,000

Selling Expenses 2,20,000 Rent received 40,000

Bad debts 16,000

Discount Allowed 20,000

Net Profit 2,26,000

12,85,000 12,85,000

The cost sheet shows the cost of materials at ` 104 per unit and the labour

cost at ` 60 per unit. The factory overheads are absorbed at 60% of labour

cost and administration overheads at 20% of factory cost. Selling expenses

are charged at ` 25 per unit. The opening stock of finished goods is valued

at ` 180 per unit. 
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You are required to prepare:

I. A statement showing profit as per Cost Accounts for the year ended

on 31st March, 2015; and (5 marks)

II. A statement showing the reconciliation of profit as disclosed in Cost

Accounts with the profit shown in Financial Accounts. 

(5 marks) [CMAIG - II]

Answer:

(I) Statement of profit as per Cost Accounts:

Particulars Amount

(`)

(1) Material 10,40,000

(2) Add: Wages 6,00,000

(3) Prime Cost [(1)+(2)] 16,40,000

(4) Add: Factory OH [60% of Labour Cost] 3,60,000

(5) Factory Cost [(3) + (4)] 20,00,000

(6) Add: Administration OH [20% of Factory Cost] 4,00,000

(7) Cost of Production [(5) + (6)] 24,00,000

(8) Add: Opening Stock of finished goods. (1,000 × 180) 1,80,000

(9) Less: Closing Stock of finished goods (750 × 240) 1,80,000

(10) Cost of Goods Sold 24,00,000

(11) Add: Selling & Distribution OH 2,56,250

(12) Cost of Sales 26,56,250

(13) Add: Profit (Balancing Figure) 2,13,750

(14) Sales 28,70,000
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(II) Statement of Reconciliation:

Profit as per Cost Accounts 2,13,750

Under Recovery of factory OH (19,000)

Under Recovery of Administration OH (24,000)

Over Valuation of Opening Stock  40,000

Over Valuation of Closing Stock (30,000)

Over Recovery of Selling & Distribution OH 36,250

Bad Debts (16,000)

Discount Allowed (20,000)

Bad Debts Recovered 5,000

Rent Received 40,000

Net Profit as per Financial Accounts 2,26,000

 Space to write important points for revision 

2016 - June [7] (a) Vishakha Ltd. commences a business of manufacturing

Mobile Sets on 1st April, 2015 and asked you to prepare a statement showing

profit per mobile sold (charging labour and material at actual cost, works

overheads at 100% of labour cost and office overheads at 25% of works

cost) and a statement showing the reconciliation between profits as per cost

accounts and profits as per Profit and Loss Accounts for the year ended on

31st March, 2016.

Two types of mobiles are manufactured by the company with no-finished or

semi-finished stock on 31st March, 2016. The relevant particulars are as

under:
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Mobile types M K

Produced and sold in 2015-16 (‘000 units)    160     95

Average cost of material per mobile `    280   320

Average cost of labour per mobile `    480   580

Selling price per mobile ` 1,800 2,400

The Works expenses were (` ‘00000) 1,680 and office expenses were

(` ‘00000)622. (11 marks) [CMAIG - II]

Answer:

Statement of Cost and Profit (as per cost books)

For the year ending 31st March, 2016

M: output and sale

160000 units

K: output and sale

95000 units

Total 

` 00000

Cost per

unit `

Total 

` 00000

Cost per

unit `

Total 

` 00000

Prime cost 760 1216 900 855 2071

Works OH 100%

on labour

480 768 580 551 1319

Works cost 1240 1984 1480 1406 3390

Office OH 25% of

works cost 

310 496 370 351.50 847.50

Total cost 1550 2480 1850 1757.50 4237.50

Profit 250 400 550 522.50 922.50

Selling price 1800 2880 2400 2280 5160

Total profit as per cost books = (` 00000) 922.50
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Profit and Loss Account (as per financial books)

For the year ending 31st March, 2016

(` 00000) (` 00000)

Material used:

M : 448

K : 304 752

Sale 

M :  2880

K  :  2280 5160

Labour:

M : 768

K :  551 1319

Works expenses 1680

Office expenses 622

Net Profit 787

5160 5160

Reconciliation Statement:

(` 00000) (` 00000)

Profit as per Cost Books 922.50

Add : Office OH overcharged in cost accounts

Office Overhead (Cost Books)

Office Expenses (Financial Books)

847.50

622 225.50

1148

Less: works OH undercharged in cost

accounts:

Works Expenses (Financial Books)

Works OH (Cost Books)

1680

1319 361

Profit as per Financial Accounts 787

 Space to write important points for revision 
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2017 - June [3] (a) From the following particulars calculate the profit as per

cost records and also prepare a reconciliation statement, if the profit as per

financial accounts for the year ending 31st March, 2017 was ` 1,35,525:

Particulars `

Opening stock of raw materials

Opening stock of finished goods

Purchase of raw materials 

Direct wages

Factory lighting

Factory rent

Power and fuel

Indirect wages

Depreciation on plant & machinery

Oil waste etc.

Work manager’s salary

Miscellaneous factory expenses

Office rent 

Office lighting

Depreciation on office appliances

Office staff salaries

Closing stock of finished goods

Closing stock of raw materials 

Donations

3,000

24,000

30,000

2,500

50,000

2,000

23,000

   1,250

18,000

600

2,000

20,000

50,000

1,50,000

3,50,000

1,50,000

1,35,750

40,600

50,000

75,000

10,000

Factory overhead is charged at 20% on prime cost and office and

administrative expenses at 50% of factory overhead. The selling price is

fixed by adding 25% on the total cost of manufactured and finished articles

sold. Assume no WIP. (9 marks)
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Answer:

                      Statement of Cost and Profit

Particulars Amount (`)

Raw Material Consumed 3,25,000

Direct Wages 1,50,000

Prime Cost 4,75,000

Factory Overhead (20% of Prime Cost) 95,000

Factory Cost 5,70,000

Office and Administration Overhead 

(50% of Factory OH) 47,500

Cost of Production 6,17,500

Add: Opening Stock of Finished Goods 1,50,000

Less: Closing Stock of Finished Goods 50,000

Cost of Goods sold / Total Cost 7,17,500

Profit (25% of Total Cost) 1,79,375

Sales 8,96,875

Statement of Reconciliation 

Particulars Amount (`)

Profit as per Financial Accounts 1,35,525

Add: Under recovery of Factory OH 40,750

Add: Donations 10,000

Less: Over recovery of Office OH 6,900

Profit as per Cost Accounts 1,79,375

 Space to write important points for revision 
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2017 - Dec [3] (b) The following is the Trading and Profit and Loss Account

of Ram & Co.:

Particulars ` Particulars `

To Materials consumed 23,01,000 By Sales (30000 units) 48,75,000

To Direct wages

To Production overheads

12,05,750

6,92,250

By Stock of Finished goods

(1000 units)

1,30,000

To Administration Overheads 3,10,375 By W.I.P: `

To Selling & Distribution

Overheads

To Preliminary expenses

written off

3,68,875

22,790

Material 55,250

Wages 26,000

Prod. O. H. 16,250

By Interest on Bank deposit

97,500

65,000

To Goodwill written off

To Fines

45,000

3,250

By Dividends 3,90,000

To Interest of mortgage 13,000

To Loss on sale of machine 16,250

To Taxation 1,95,000

To Net Profit 3,83,960

55,57,500 55,57,500

Ram & Co. manufactures a standard unit. The cost accounting records of the

firm shows the following information:

(i) Production overheads have been charged at 20% on prime cost.

(ii) Administration overheads have been recovered at ` 9.75 per finished

unit.

(iii) Selling and distribution overheads have been recovered at ` 13 per

unit sold.

Required:

(i) Prepare a statement showing cost and profit as per cost records.

(ii) Prepare a statement reconciling the profit disclosed by cost accounts

with that shown in financial accounts. (10 marks)
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Answer:

(i) Statement Showing Cost and Profit in Cost Records

Production 31,000 units

Particulars Amount (`)

Total W.I.P. Production

Material Consumed 23,01,000 55,250 22,45,750

Wages 12,05,750 26,000 11,79,750

Prime Cost 35,06,750 81,250 34,25,500

Add: Production Overhead (20% on

prime cost)

7,01,350 16,250 6,85,100

Works Cost 42,08,100 97,500 41,10,600

Add: Administration Overhead @

` 9.75 per unit

3,02,250

Cost of Production 44,12,850

Less: Closing Stock 

= 

1,42,350

Production Cost of Goods Sold 42,70,500

Add: Selling and Distribution

Overhead (30,000 × 13)

3,90,000

Cost of Sales 46,60,500

Profit 2,14,500

Sales 48,75,000
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(ii) Reconciliation Statement

Particulars ` `

Net Profit as per Cost Accounts 2,14,500

Add: (i) Excess Production Overhead in Cost

Records [6,85,100– (6,92,250 – 16,250

WIP)]

9,100

(ii) Excess selling overhead in Cost

Records [3,90,000 – 3,68,875]

21,125

(iii) Interest on bank deposits not included

in Cost Books

65,000

(iv) Dividend not shown in Cost Books 3,90,000 4,85,225

6,99,725

Less: (i) Administration Overhead under recovered

in Cost Books (3,10,375 –  3,02,250)

8,125

(ii) Closing stock overvalued in Financial

Books (1,42,350 – 1,30,000)

12,350

(iii) Preliminary expenses written off in

Financial Books only

22,790

(iv) Goodwill written off in Financial Books

only

45,000

(v) Fines shown in Financial Books only 3,250

(vi) Interest charged in Financial Books only 13,000

(vii) Loss on sale of machine shown in

Financial Books only

16,250

(viii) Income tax provided in Financial Books

only;

1,95,000 3,15,765

Profit as per Financial Books 3,83,960

 Space to write important points for revision 
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2018 - June [3] (b) The net profit of X Ltd., appeared at ` 41,800 as per

financial records for the year ending 31st March, 2018. A scrutnity of the

figures from both the sets of accounts revealed the following facts:

` 

Works overhead under-recovered in costs 1,500

Administrative overheads over-recovered in costs 850

Depreciation charged in financial accounts 5,600

Depreciation recovered in costs 6,250

Interest on investments not included in costs 3,000

Loss due to obsolescence charged in financial accounts 2,850

Income tax reserve made in financial accounts 20,150

Bank interest and transfer fee credited in financial books 370

Stores adjustment (credit) in financial books 230

Value of opening stock in : Cost accounts 24,800

: Financial accounts 26,300

Value of closing stock in : Cost accounts 25,000

: Financial accounts 23,000

Interest charged in cost accounts 2,000

Imputed rent charged in cost accounts 1,000

Goodwill written off 5,000

Loss on sale of furniture 600

Selling and distribution expenses not charged in cost accounts 10,000

Donations to Prime Minister’s Relief Fund 5,100

Transfer to Debenture Redemption Fund 9,000

Transfer to Dividend Equalisation Fund 20,500
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Required:

Prepare a statement showing the reconciliation statement and find out the

profit as per Cost Accounts. (9 marks)

Answer:

Reconciliation Statement

Particulars ` `

Profit as per Financial Accounts 41,800

Add:

Works Overhead under-recovered in Cost

Accounts

1,500

Expenses and Losses debited in Financial

Accounts but excluded from Cost Accounts:

Income Tax Reserve 20,150

Loss on Sale of Furniture 600

Loss due to obsolescence 2,850

Goodwill written off 5,000

Selling and Distribution expenses not charged in

Cost Accounts

10,000

Donation to Prime Minister’s Relief Fund 5,100

Transfer to Debenture Redemption Fund 9,000

Transfer to Dividend Equalisation Fund 20,500

Under Valuation of Opening Stock in Cost

Accounts

1,500

Over Valuation of Closing Stock in Cost Accounts 2,000 78,200

1,20,000
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Less:

Administrative Overheads over-recovered in Cost

Accounts

850

Depreciation Over-charged in Cost Accounts 650

Incomes and gains credited in Financial books but

not shown in Cost Accounts:

Interest on Investments 3,000

Bank Interest and transfer fees 370

Stores adjustments 230

Imputed Rent charged in Cost Accounts 1,000

Interest charged in Cost Accounts 2,000  8,100

Profit as per Cost Accounts  1,11,900

 Space to write important points for revision 

2018 - Dec [3] (b) The following information is available from the financial

books of PQR Ltd. having a normal production capacity of 60000 units for

the year ended 31st March, 2018:

(i) Sales ` 10,00,000 (50000 units)

(ii) There was no opening and closing stock of finished units.

(iii) Direct material and direct wages costs were ̀  5,00,000 and ̀  2,50,000

respectively. 

(iv) Actual factory expenses were ` 1,50,000 of which 60% are fixed

(v) Actual administrative expenses were ` 45,000 which are completely

fixed.

(vi) Actual selling and distribution expenses were ` 30,000 of which 40%

are fixed.

(vii) Interest and dividends received ` 15,000.
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You are required to: 

(a) find out profit as per financial books for the year ended 31st March, 2018.

(b) prepare the cost sheet and ascertain the profit as per cost accounts for

the year ended 31st March, 2018 assuming that the indirect expenses

are absorbed on the basis of normal production capacity.

(c) prepare a statement reconciling profits shown by financial and cost

books. (9 marks)
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CHAPTER AT A GLANCE

S.

No.

Topic Important Highlights

1. Job Costing Meaning

Job: A job refers to any specific assignment,

contract or work order wherein work in executed

as per customer’s requirement. The output of the

job generally consists of one unit or a

manageable number of units. 

Job Costing: Ascertainment of cost of each Job

is called Job costing. 

Industries using Job Costing: Printing paper;

furniture; hardware; ship-building; heavy

machinery; interior. 

2. Situations of

using Job

Costing 

(a) When jobs are executed for different

customers according to their specifications 

(b) When no two orders are alike in all respects

and each order/job needs special treatment.

(c) Where WIP differs from period to period on

the basis of the number of jobs in hand at

different degrees of completion.
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CHART & EXPLANATIONS SHOWING ASCERTAINMENT OF JOB COST

3. Batch
Costing

1. Batch Costing

Batch: Where the output of the job consists of
homogeneous (similar) units, a lot of similar
units may be used as a cost unit for
ascertaining cost. Such lot or collection of units
is called as a Batch.

Batch Costing: It is a form of Job Costing,
wherein cost is ascertained for a collection / lot
of units called a batch. Separate cost sheets
are maintained for each batch of products by
assigning a batch number. 
Cost per unit =  
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2. Situations of Using Batch Costing 

Batch Costing may be used in the following 

circumstances:

(a) When the output of a job consists of a

number of units and it is not economical to

ascertain cost of every unit of output

independently. 

(b) When customer’s annual requirement is to

be supplied in uniform quantities over the

year. 

(c) When certain physical characteristics like

size, colour, taste, quality etc. are required

uniformly over a collection of units e.g.

ga rmen ts  o f  t he  same s ize ,

pharmaceuticals etc. 

(d) When an internal manufacturing order is 

made out for production of components /

sub-parts e.g. component parts of radio

sets, watches etc. 

(3) Ascertainment of Cost 

  (i)  Materials

 (ii)  Labour

(iii)  Overheads

(4) Economic Batch Quantity

Economic Batch Quantity (EBQ) represents the

optimum size for batch production. 

The determination of EBQ involves two types of

costs. These are: 

(a) Set up Cost (or Preparation Cost): The

Processing of a particular batch gives rise

to clerical and machine set up costs
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followed by machine disassembly costs on

completion of the batch. These costs are

incurred in connection with each batch

processed and are independent of the size

of the batch. 

(b) Carrying Cost (or Holding Cost): The

larger the batch size, the greater will be

number of units in inventory. Hence the

costs associated with holding / carrying the

inventory like space-occupancy, interest

etc. will also be higher. These are carrying

costs. 

If batch size increases, there is an increase

in the carrying costs but the set up costs

per unit of product is reduced; this situation

is reversed when the batch size decreases.

Thus there is one particular batch size for

which the total of set up and carrying costs

are minimum. This size is known as

economic or optimum batch quantity. 

Formula: EBQ can be mathematically determined

with the help of the following formula: 

EBQ = 

Where 

A = Annual demand for the product 

S = Set up costs per batch 

C = Carrying cost per unit of production 

If the rate of interest (i) and unit cost of production

(c) are given, 

EBQ =  
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1. Similar Units are manufactured in batches

either for the purpose of sale or for internal use.

Separate cost sheets are maintained for each

batch and these are properly numbered. Once

the batch is completed, the cost per single unit

of output is computed by dividing the total cost

of the batch by the number of units in the batch.

2. Batch Costing is used in industries

manufacturing electronic parts of television or

radio sets, pharmaceutical or drugs , ready

made garments, shoe making industries etc.

3. Features of Batch Costing 

(a) It is used when the output of the job

comprises of a number of units and it is not

feasible to determine the cost of each unit

separately.

(b) It is used when the customer requires to be

supplied in uniform quantities throughout

the year.
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(c) It is used when certain physical

characteristics (like colour, shape etc.) are

required uniformly over a number of units

(e.g. shoes, medicines, clothes of the same

size etc.)

4. EBQ involves the consideration of two

elements of costs – Set up costs (or

preparation costs) and carrying costs ( or

Storage costs). These costs are inversely

related. 

5. EBQ is Calculated by using the following formula :

= 

Some times, carrying cost may be given as a percentage or an

annual rate of interest might be given, then the carrying cost per

unit per annum will be that rate multiplied by the cost of

production per unit.

SHORT NOTES

2012 - Dec [8] Write a short note on the following:

(d) Advantages of job costing. (5 marks) [CMAIG - II]

Answer:

Job costing: It refers to a costing system that determines production cost

of individual order/jobs. It involves preparation of separate cost sheet for

each job which discloses cost of material, labor charges & Overhead

charges. 

Advantages of Job Costing:

1. Profitability of each job can be determined.

2. It is useful for estimating the cost of similar jobs in future.
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3. It provides detailed analysis of cost of material, labor and overhead for
each job. 

4. It helps in the reduction of spoilage and defective work with a specified
job and responsibility for the same can be assigned on individual.

5. It is essential for cost-plus contract where contract price is determined
directly on the basis of cost.

6. Comparison of performance in job becomes easier.

 Space to write important points for revision 

DISTINGUISH BETWEEN

2011 - Dec [7] (b) Distinguish between Job costing and Process costing.

(5 marks) [CMAIG - II]

Answer :

Statement of difference between job costing and process costing

Job Costing Process Costing

1. Each job is carried out against

specific orders.

2. Each job may be different. 

3. The cost Center is a job.

1. Process costing has continuous

flow.

2. Each process is homogenous

and standardized.

3. The cost Center is a process.

4. Costs are collected and

ascertained for each job

separately.

5. Costs are calculated only on

completion of job.

6. Higher degree of control is

r e q u i r e d  b e c a u s e  o f

heterogeneous nature of jobs.

4. Costs are collected and

ascertained for each process

separately.

5. Process costs are calculated at

the end of each period.

6. The output of one process is

transferred to next as input. 

 Space to write important points for revision 
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DESCRIPTIVE QUESTIONS

2010 - Dec [7] (a) What do you understand by Batch Costing ? This type of

costing is used in producing what type of goods.

(3 + 2 = 5 marks) [CMAIG - II]

Answer :

Batch Costing: It is an extension of job costing. Under this method of

costing products are standardized and processes are repetitive. The most

important criterion of batch is to determine the “economic or optimum batch

size or quantity”. All costs are collected by batch order number and total

costs are divided by total number of products produced in a batch to arrive

at average unit cost of production.

Advantages:

It helps in the reduction of cost as units/goods are produced in batches.

Economic batch quantity = 

Where,

A = Annual demand

S = Set up cost per batch

C = Cost of storing one unit p.a.

Types of goods for which this method of Costing is used are as follows:

(i) Toy making

(ii) Radio

(iii) T.V. parts

(iv) Watch making etc.

 Space to write important points for revision 

2012 - Dec [6] (b) Job Order Costing method is a Specific Order Costing

method.— Explain. (5 marks) [CMAIG - II]
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Answer:

Job Order Costing: Job order costing is a method whereby cost is compiled
for a job or work order. Each job or order is different from each other having
no similarity and might require special treatment. The cost of each order/job
is calculated separately. In such concern, it is necessary to keep a separate
record of each lot order of product job from the time the work on the job or
product is completed. 
Feature of Job costing method:

(i) Production is done to specific customer not for the market. 
(ii) Production begins only after getting order from the customer.
(iii) Every order is executed as per the requirement of the customer.
(iv) Each order retains its identity throughout the production procedure.
(v) Duration of production cycle is usually short but a large order may

extend beyond one year.
 Space to write important points for revision 

PRACTICAL QUESTIONS

2013 - June [6] (b) The Production Department of a factory furnishes the

following data for the month of May 2013:

Materials used ` 54,000

Direct Wages ` 45,000

Overheads ` 36,000

Labor hours worked     36,000

Machine hours     30,000

For a certain job executed by the Department during the period, the following

data is given:

Materials used ` 6,000

Direct Wages ` 5,000

Labor hours worked     4000

Machine hours used     2400
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Calculate the cost of the job when the overheads are charged using

(i) Direct Material Cost Rate
(ii) Labor Hour Rate

(iii) Machine Hour Rate (5 marks) [CMAIG - II]

Answer :

Statement of the cost of the job
(i) Statement of the cost of the job when overheads are charged using

Direct Material Cost Rate

Particulars Amount `

Material Cost

Labor

Overheads
 × 6,000

6,000

5,000

4,000

Cost of Job 15,000

(ii) Statement of the cost of the job when overheads are charged using

Labor Hour Rate

Particulars Amount `

Material Cost

Labor

Overheads

 × 4,000 6,000

5,000

4,000

Cost of Job 15,000

(iii) Statement of the cost of the job when overheads are charged using

Machine Hour Rate.

Particulars Amount `

Material Cost

Labor

Overheads
 × 2,400

6,000

5,000

2,880

Cost of Job 13,880

 Space to write important points for revision 
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2014 - June [1] {C} (c) OPTIMA LTD. is committed to supply 24000 bearings
per annum to BKT Ltd. on a steady basis. It is estimated that it costs ` 2.40
as inventory holding cost per bearing per annum and that the set-up cost per
run of bearing manufacture is ̀  648. What would be the optimum run (batch)
size for bearing manufacture? (2 marks) [CMAIG - II]

Answer:

Economic Batch Size =  

Where, A = Annual Supply
S = Set up cost per run
H = Holding cost per bearing per annum

Economic Batch Size =  = 3,600 bearing

 Space to write important points for revision 

2015 - June [1] (e) A television company manufactures several components
in batches.

The following data relate to one component:

Annual demand 32,000 units

Set up cost/batch ` 120

Annual rate of interest 12%

Cost of production per unit ` 16

Calculate the Economic Batch Quantity (EBQ). (2 marks) [CMAIG - II]

Answer:

EBQ = 

=  

= 2,000 Units
Hence, Economic Batch Quantity is 2,000 Units.

 Space to write important points for revision 
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2016 - June [1] (f) Sheena Ltd. is committed to supply 25,000 instruments

per annum to Karishma Ltd., on regular basis. It is estimated that inventory

holding cost per instrument per month amounts to 20 paise and that set up

cost per run of instrument manufacturing is ` 330. What should be the

optimum run size for instrument manufacturing? (2 marks) [CMAIG - II]

Answer:

Economic/optimum run size = 

Where A = Annual supply

S = Set up cost per run

H = Holding cost per instrument per annum

Optimum run size = 

= 

= 2,622 instruments

 Space to write important points for revision 

2016 - June [9] In a factory, following the Job Costing Method, an abstract

from the work-in-process, as at 30th September, 2015 were prepared as

under:

Job no. Materials ` Direct labour hours ` Factory overheads applied `

115 1,325 400 800   640

118 810 300 500   400

120 765 250 475   380

2,900 1,775 1,420
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Materials used in October were as follows:

Materials requisition no. Job no. Cost `

54 118   300

55 118   425

56 118   515

57 120   665

58 121   910

59 124   720

3,535

A summary of labour hours deployed during October is as under:

Job no. No. of hours Shop - A No. of hours Shop-B

115 25 25

118 90 30

120 75 10

121 65 –

124 20 10

275 75

Indirect labour:

Waiting for material

Machine breakdown

Idle time

Overtime premium

20

10

5

6

10

5

6

5

316 101

A shop credit slip was issued in October that the Material issued under

Requisition No. 54 is returned to Stores for being unsuitable. A Material

Transfer Note was issued in October indicating that the material issued

under Requisition No. 55 for Job 118 was directed to Job 124. The hourly

rate in Shop-A per labour hour is ` 3 while at Shop-B it is ` 2 per hour. The

factory overhead is applied at the same rate on direct labour as in

September.
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In October, Jobs 115, 118 and 120 were completed. It is practice of the

management to put 10% on the factory cost to cover administration and

selling overheads and invoicing the job to the customer on a total cost plus

20% basis. You are asked to compute the factory cost of the completed jobs

and their invoice prices. (10 + 5 = 15 marks) [CMAIG - II]

Answer:

Calculation of Selling Price of the Job

Job Number
115 118 120

` ` `

Costs in September: 

Material 1,325 810 765

Labour 800 500 475

Overheads 640 400 380

Total (A) 2,765 1,710 1,620

Cost in October:

Material – 515 665

Labour

(25 × 3) + (25 × 2) 125

(90 × 3) + (30 × 2) 330

(75 × 3) + (10 × 2) 245

Overheads (80%) 100 264 196

Total (B) 225 1109 1106

Total Factory Cost (A + B) 2990 2819 2726

Add: Administration overhead (10% of factory cost) 299 281.90 272.60

Total cost 3289.0 3100.90 2998.60

Add: Profit (20% of cost) 657.80 620.18 599.72

Selling price 3946.80 3721.08 3598.32

 Space to write important points for revision 
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2017 - June [4] (a) A factory has to produce and supply 48000 units of a
component annually to a customer. The carrying cost per unit is ` 2 per
component per month. The production run set up cost is ` 3,600 per
production run.

(i) Find out the economic batch size that must be produced to minimize
total cost based on the above information.

(ii) If it is found that the dye and hydraulic mechanism get heated up and
consequently the dye has to be replaced by a new one at a cost of
` 1,200 for each run that has a batch quantity exceeding 1000 units,
what batch size would you recommend to minimize overall costs?
Substantiate your recommendations with appropriate calculations.

(iii) Between the quantities suggested in (i) and (ii) above, how much
would be the amount of savings or incremental expenses in (ii) over (i)
with cost of dye replacement? (8 marks)

Answer:
(i)

Economic Batch Quantity =  

= 3,795 units approximately / batch

(ii)

Hence, number of Set- ups = 48,000 ÷ 3,795 = 12.65 say 13 (Set up can
not be in Fraction). However, lenient view to be taken and marks to be
awarded accordingly)

Then, batch size = 48,000/13 = 3693 units per batch

Carrying cost = 2 × (3693 /2) × 12 = 44,316

Set up cost = 13 × 3600 = 46,800

Total relevant cost = 91,116

Overall Cost as per (ii) of Question

Carrying cost = 1,200/2 × 12 × 2 = 14,400

Set up cost = 4,800* × 13 = 62,400

Total relevant cost = 76,800

Saving in (ii) over (i) = 14,316



[Chapter  8] Job and Batch Costing O 8.313

• 3,600 + 1,200 = 4,800 Set up Cost as batch size is more than 1000 Units
per batch.(Candidates do not have to show the following, however, they
may consider this approach, but the analysis should lead to the above
result).
If the dye cost is built in to the setup cost, revised setup = 4800 per run

EBQ =  =  

= 4,382 units / batch in this case

No. of set ups = 48,000/ 4,382 = 10.95 say 11

Set up cost = 11 × 4,800 = 52,800

Carrying cost = 2 × 12 × 4,382 / 2 = 52,584

Total relevant cost = 1,05,384

 Space to write important points for revision 
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CHAPTER AT A GLANCE

S. No. Topic Important Highlights

1. Contract
Costing

1. Meaning

Contract or Terminal Costing involves
ascertainment of costs of contract. It is one form
of application of principles of job costing.

2. Applications

This method of costing is generally found in
activities like Civil Construction, Ship Building,
Interior Decoration etc. 

3. Parties Involved: The parties to a contract are: 

(a) Contractor: One who undertakes and
executes work under a contract. 

(b) Contractee: One for whom work is
undertaken. 

4. Features 

(a) Site Work: Major part of the work in each
contract is generally carried out at the site
of the contract. 

(b) Direct Expenses: The bulk of the
expenses incurred by the contractor are 
considered as direct. 

(c) Indirect Expenses: Indirect expenses, e.g.
administrative office expenses, and
common expenses are apportioned to
various contracts on appropriate basis. For
example, depreciation of common
equipment used on various contracts is
apportioned on the basis of the number of
days the equipment has been used on
various contracts. 
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(d) Separate Accounts: A separate account is
maintained for each contract, to ascertain
profit/loss. 

(e) Cost Centre and Cost Unit: The Cost
Centre and Cost Unit in contract costing is
the contract itself. 

(f) Recognition of Profit: A contract usually 
takes long time periods for completion. In
certain years, no contract might be
completed, while in others, many contracts
may be completed. So percentage
completion methods are applied.

(g) Number of Contracts: The number of
contracts undertaken at one point of time is
not large. 

2. Useful
Terminology

1. Value of Work Certified:
(a) As per the prevailing business practices in

contract activity, it is customary for the
contractor to raise periodical bills on the
Contractee. Such bills are raised on the
basis of architect’s or surveyor’s certificates
stating the extent and value of work
completed. 

(b) Hence, that portion of the work which has
been completed by the Contractor and
certified by the Architect/ Surveyor is called
as work certified. 

(c) Value of work certified constitutes income
on the Contract and is credited to the
Contract Account and debited to work in
Progress Account (if the contract is in
progress) or to Contractee’s Account (if the
contract is completed).
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2. Cost of work Uncertified:

(a) It represents the cost of work, which has
been carried out by the contractor but is not
certified by the architect. 

(b) It constitutes the work completed from the
date of the earlier certification till the end of
the accounting year. For example, if the
architect had certified the work performed
upto 15th March, then the cost of work done
from 16th March to 31st March (being end of
the financial year) constitutes work
uncertified. 

(c) It is always shown at cost price.

(d) The cost of uncertified work may be
ascertained as follows: 

Particulars Amount

Total cost to date xxx

Less: Cost of work certified xxx

Material in hand xxx

Plant at site xx

Cost of Work Uncertified xxx

3. Progress Payments / Cash Received: 

(a) Payments received by the Contractors as

the contract is in progress are called 

progress payments or Running

Payments. 

(b) Such payments are released by the

Contractee on the basis of Architect’s 

Certificates and as per the terms of the

Contract.
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(c) Generally, the entire amount of work

certified is not fully paid. A percentage of

the amount due (called Retention Money)

is retained and only the balance is paid to

the Contractor.

4. Retention Money

(a) The amount withheld while making

progress payments is called Retention 

Money. 

(b) Retention Money = Value of Work

Certified Less Progress Payments. 

(c) Retention Money is withheld for the

following progress. 

(i) To ensure completion of entire

contract and compliance with the

terms of the Contract. 

(ii) To act as security for any defective

work, which may be discovered later

within guarantee period. 

(iii) To meet repair costs arising due to

defective work in case contractor does

not rectify it at his cost. 

3. Cost Plus

Contract

Meaning

A Cost plus contract is one where the contract

price is ascertained by adding a percentage of

profit to the total cost of the work. Such type of

contracts is entered into when estimation of the

contract cost with reasonable accuracy is not

possible due to unstable conditions of prices of

material, labour services, etc. 
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Advantages Disadvantages

1. The Contractor is assured of a
fixed percentage of profit.
There is no risk of incurring any
loss on the contract. 

1. There is no inducement to the 
Contractor to avoid wastages
and effect economy in
production to reduce cost.

2. It is useful specially when the
work to be done is not definitely
fixed at the time of making the
estimate. 

2. The Contractee may not know
the actual cost of contract till its
completion. 2459

3. Contractee can ensure himself 
about the cost of the contract,
as he is empowered to examine
the books and documents of
the contractor to ascertain the
accuracy of the costs. 

4. Fixed Price
Contract

Meaning: A fixed price contract is one where
the contract price is fixed and determined in
advance at the time of entering into the
agreement. Such type of contracts is entered
into when contract costs can be reasonably
estimated with a degree of certainty. 

Advantages Disadvantages

1. The Contractee’s outflow on the
contract is known and
determined in advance.

1. Contractor may resort to the
use of materials of lesser
quality / price to increase his
profit margin. 

2. It is useful specially when the
costs of work to be done can be 
determined with certainty.

2. Contractor may incur losses if
he had not estimated the
contract costs properly or if
price levels increase due to
abnormal reasons, after
entering into the agreement. 



8.320 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

3. Contractee cannot have any

idea about the real costs since

he cannot examine the books

of the Contractor.

5. Escalation

Clause

Meaning

1. In Fixed Price Contracts, the contract price is fixed

and pre-determined. If there is an increase in

prices of materials, rates of labour etc. during the

period of execution of a contract, the total contract

cost may rise and the Contractor’s profit may be

reduced. 

2. This increase in prices may induce the Contractor

to use materials of lower quality and price in order

to maintain his profit margin on the contract. 

Accounting Treatment

1. The amount of reimbursement due should be

determined by reference to the Escalation Clause. 

2. The amount due from the Contractee should be

recorded by means of the following Journal Entry: 

Contractee’s Account            Dr.

To Contract Account

6. Accounts

Maintained 

by the

Contractor

1. Contract Account

A separate contract account is maintained for each

individual contract. All the expenses relating to the

particular contract, the amount of work certified and

uncertified, the notional profit etc. are recorded

here.

Based on this percentage of work certified the

profit to be transferred is calculated  using the

following formula.
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(a) When work certified is less than 25% of the

total contract price, nothing is credited to the

costing profit and loss account.

(b) When work certified is 25% or more, but less

than 50% of the total contract price, the amount

to be transferred to the Costing Profit and loss

Account is

(c) When work certified is 50% or more, but less

than 90% of the total contract price, the amount

to be transferred to the Costing Profit and Loss

Account is 

(d) When work certified is 90% or more of the total

contract price, then the amount to be

transferred to Costing profit and Loss Account

is determined using the concept of estimated

profit as follows:

(i)

(ii)

OR

    

(iii)

(iv)

(v)
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Nothing being mentioned specifically, formula (ii)

above should be used.

(e) In case of notional loss or estimated loss

(i) If there is notional profit but estimated total

loss, then the entire estimated loss has to

be fully debited to the Costing Profit and

Loss Account.

(ii) If there is notional loss but estimated future

profit, then the current notional loss has to

be fully debited to the Costing Profit and

Loss Account.

(iii) If there is notional loss and estimated total

loss, then the notional loss or the estimated

loss whichever is greater has to be fully

debited to the Costing Profit and Loss

Account.

SHORT NOTES

2011 - Dec [8] Write short note on the following :

(c) Cost-plus Contract; (5 marks) [CMAIG - II]

Answer :

• Contract price is ascertained after adding up a percentage of profit to
total cost of work. CIMA defines Cost plus contract as “one where the
contractor is reimbursed allowable or otherwise defined cost plus a
percentage of these costs or fixed fee towards profit.”

• In other words contractee undertakes to reimburse the actual cost plus
a stipulated profit. 

• The profit to be added to cost may be either a fixed amount or a
specified percentage of cost. Cost plus contracts generally are  entered
into during emergency such as war when there is no time to go through
proper channel of contract. 
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• This method is also used when it is not possible to compute the cost of
work in advance with reasonable degree of accuracy when there is
unstable condition of market prices (during fluctuation of market prices)
labor rate etc.

Advantages: 
(i) The contractor is sure of a fixed profit.
(ii) There is no risk of loss on such contract.
(iii) Contractor need not to go through tender formalities.
(iv) As the customer, contractor can not exploit him.
(v) Useful when work to be performed is not fixed.

Disadvantages:
(i) In such contracts, contractee has no clear idea of his liability until after

completion of contract.
(ii) The contractor is deprived of the advantages which would have

accrued due to favourable market condition.
(iii) Contractor is tempted to increase the cost because greater the cost,

greater will be his share of profit.
 Space to write important points for revision 

DESCRIPTIVE QUESTIONS

2012 - June [7] (b) How is profit on incomplete contract considered?

(5 marks) [CMAIG - II]

Answer :

Profit on incomplete contract :-
Contracts which are started and finished during the same financial year
create no accounting problem. But contracts which take more than one year
to complete, a problem arises whether profit on such contracts should be
worked out only on the completion of contract or at the end of each FY on
the partly completed work. For those contracts which extend beyond a year,
it becomes necessary to take into account the profit earned (or loss) on the
work performed during each year. There are two aspects of profit term of the
business.
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(a) Computation of notional profit or estimated profit.
(b) Computation of the portion of such profit to be transferred to Profit and

Loss Account.
The portion of notional or estimated profit to be transferred to P & L account
depends upon the stage of completion of the contract i.e., ratio of work in
progress certified to total contract work. For this purpose uncertified work in
progress is not considered.

Rule - 1: When work certified is less than 1/4th of the contract price, no profit
is transferred to P & L account.

Rule - 2: When work certified is more than 1/4th and less than ½ of the
contract price, then generally a of the profit is transferred to P & L account.
Balance amount is transferred as reserve. 
Transferred to P & L A/c = Notional profit × a
More common practice is to further reduce this amount by cash ratio.
Transferred to P & L A/c = Notional profit × a × Cash received /Work
certified.

Rule - 3: When work certified is more than ½ and less than 9/10 of the
contract price, (50% to 90%) then the profit to be transferred to P & L
Account is computed as follow :
Transferred to P & L account = Notional profit × b
More common practice is to further reduce this amount by cash ratio.
Transferred to P & L A/c = Notional profit × b × Cash received /Work
certified.

Rule - 4: When contract is near completion then the estimated profit should
be calculated on the whole contract-Estimated profit × Cash received /Work
certified.

 Space to write important points for revision 

2013 - June [4] (b) Explain the treatment of profits on incomplete work in
contract accounts. (5 marks) [CMAIG - II]

Answer :

Please refer 2012 - June [7] (b) on page no. 323
 Space to write important points for revision 
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PRACTICAL QUESTIONS

2008 - Dec [3] (a) The following was the expenditure on a contract for
` 12,00,000 commenced in January 2008 :

`
 Materials 2,40,000
Wages 3,28,000
Plant 40,000
Overheads 17,200

Cash received on account of the contract up to 31st December was
` 4,80,000 being 80% of the work certified. The value of materials in hand
was ` 20,000. The plant had undergone 20% depreciation.

Prepare contract account: (5 marks) [CMAIG - II]

Answer :

Contract Account for the year ended 31st Dec, 2008.

Particulars Amount Particulars Amount

To Materials
To Wages 

To Plant
To Overheads 
To Estimated

     Profit(b/f)

To P&L A/c c/d

(26,800 × 80% × 2/3)
 To Bal. c/d

2,40,000
3,28,000

40,000
17,200

     26,800

  6,52,000
14,293

12,507

By Material in hand
By Plant 40,000

     (-) Dep. @ 20%(8,000)

By Work certified

By Estimated Profit b/d

20,000

32,000
6,00,000

               

 6,52,000
26,800

 Space to write important points for revision 

2009 - June [3] (b) Prabhu Builders Ltd. commenced work on 1st April, 2007
on a contract of which the agreed price was ` 5 lakhs. The following
expenditure was incurred during the year up to 31st March, 2008.
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Particulars Amount `

Wages 1,40,000

Plant 35,000

Materials 1,05,000

Head office expenses 12,500

Materials costing ̀  10,000 proved unsuitable and were sold  for ̀  11,500 and

a part of plant was scrapped and sold for ` 1,700. Of the contract price

` 2,40,000 representing 80% of work certified had been received by 31st 

March, 2008 and on that date the value of the plant on the job was ` 8,000

and the value of materials was ` 3,000. The cost of work done but not

certified was ` 25,000.

It was decided to (a) Estimate what further expenditure would be

incurred in completing the contract, (b) Compute from the estimate and the

expenditure already incurred, the total profit that would be made on the

contract and (c) Ascertain the amount of profit to be taken to the credit of

Profit and Loss Account for the year ending on 31st March, 2008. While

taking profit to the credit of Profit and Loss A/c. that portion of the total profit

should be taken which the value of work certified bears to the contract price.

Details of the estimates to complete the contract are given below: 

(a) That the contract would be completed by 30th September, 2008.

(b) The wages to complete would amount ` 84,750.

(c) That materials in addition to those in stock on 31st March, 2008 would

cost ` 50,000.

(d) That further ` 15,000 would have to be spent on plant and the residual

value of the plant on 30th September, 2008 would be ` 6,000.

(e) The head office expenses to the contract would be at the same annual

rate as in 2007-08.

(f) That claims, temporary maintenance and contingencies would require

` 9,000.

Prepare contract account for the year ended 31st March, 2008 and show

your calculations of the sum to be credited to Profit and Loss A/c. for the

year. (10 marks) [CMAIG - II]
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Answer :

Prabhu Builders Ltd.

    Contract A/c for the year ending 31st March, 08

Particulars ` Particulars `

To Wages 
To Plant

To Head office exp.
To Materials
To P&L A/C (pt. on mat. sold)

To Cost of contract 
To Notional Profit c/d

To Profit & loss A/c 
To Reserve A/c

1,40,000
35,000

12,500
1,05,000
     1,500

2,94,000
2,69,800
   55,200

              
3,25,000

36,120
19,080

By Plant 
By Materials

By Cash (sale of mat.)
By Cash (Sale of Plant)
By Cost of Contract

By work-in-progress
Work certified

Cost of work uncertified

By Notional Profit b/d

8,000
3,000

11,500
1,700

2,69,800

2,94,000

3,00,000

   25,000
 3,25,000

55,200

55,200 55,200

Contract A/c for the year ending 30th Sept, 08

Particulars ` Particulars `

To Exp. (during 2007- 08)

To Materials (W.N.1)
To Plant (W.N.2)
To Wages

To Head office exp. (12,500 × 6/12)
To Temporary maint. claim
To Profit and loss A/c

2,69,800

53,000
17,000
84,750

6,250
9,000

60,200

By Contract Price 5,00,000

5,00,000 5,00,000

Workings:

W.N.1

Materials at beginning ` 3,000

Add : Introduction in 6 months ` 50,000

Total ` 53,000
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W.N.2

Plant at beginning ` 8,000

Add: Introduced in 6 months ` 15,000

` 23,000

Less: Plant in hand   ` 6,000

Used during 6 months ` 17,000
 Space to write important points for revision 

2012 - Dec [4] (b) New Construction Ltd. is engaged in a contract during the

year. Following information is available at the year end.

Particulars Amount Contract (`)

Contract price 6,00,000

Material delivered direct to site 1,20,000

Materials issued from stores 40,000

Materials returned to stores 4,000

Materials at site at the end of year 22,000

Direct labour payments 1,40,000

Direct expenses 60,000

Architect’s fees 2,500

Establishment charges 24,500

Plant installed at cost 80,000

Value of plant at the end of year 65,000

Accrued wages at the end of year 10,000

Accrued expenses at the end of year 6,000

Cost of contract not certified by architect 23,000

Value of contract certified by architect 4,20,000

Cash received from contractor 3,78,000

During the period, materials amounting to ` 9,000 have been transferred to

another contract to another place. You are required to show the Contract A/c

and Contractee A/c. (7 + 3 = 10 marks) [CMAIG - II]
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Answer: 

Contract A/c of New Construction Ltd.

Dr. Cr.

Particulars Amount

`

Particulars Amount

`

To Direct Materials delivered 

to site

1,20,000 By Material Returned to

store 

4,000

To Materials issued from

store

40,000 By Material transferred

to another Contract

9,000

To Wages paid

To Direct Expense

1,40,000

60,000

By Stock of Material 

(closing)

22,000

To Depreciation of plant

(80,000 - 65,000)

15,000 By Work certified by 

architect

4,20,000

To Architect’s Fees

To Establishment charges

2,500

24,500

By Work not certified by

architect

23,000

To Wages accrued 10,000

To Direct Expenses accrued 6,000

To Notional Profit c/d 60,000

Total 4,78,000 4,78,000

To Profit/Loss A/c 36,000

To Transfer to Reserve 24,000 By Notional Profit b/d 60,000

Total 60,000 60,000

Percentage of completion of contract = × 100 =  × 100

= 70%

Profit to be taken to Profit and Loss A/c =  × Notional profit × 

(Because the Contract is 70% Completed 2/3 of notional profit is taken into

consideration).

=  × 60,000 ×  = ` 36,000
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Contractee Account

Particulars Amount

`

Particulars Amount

`

To value of Work Certified 4,20,000 By Cash Received 3,78,000

By Balance c/d 42,000

4,20,000 4,20,000

 Space to write important points for revision 

2013 - Dec [4] (b) Compute a conservative estimate of profit on a contract

(which has been 90% complete) from the following particulars.

Also calculate the proportion of profit to be taken to Profit & Loss Account

under any three methods.

`

Total expenditure to date 4,50,000

Estimated further expenditure to complete

the contract (including contingencies) 25,000

Contract price 6,12,000

Work Certified 5,50,800

Work not certified 34,000

Cash received 4,40,640

(5 marks) [CMAIG - II]

Answer :

Computation of Estimated Profit

Amount ` Amount `

Contract Price

Less : Cost of work to date

Estimated Further expenditure to complete contract

Estimated total cost

Hence, Estimated Profit

4,50,000

25,000

6,12,000

4,75,000

1,37,000
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Computation of profit to be transferred to Profit & Loss Account under

different Methods:

(i) Estimated Profit × Work certified /contract price =

= ` 1,23,300

(ii) Estimated Profit × [Work certified / contract price] × [cash received /

work certified]

= 1,37,000 × [5,50,800 / 6,12,000] × [4,40,640 /5,50, 800] = ` 98,640

(iii) Estimated Profit × Cost of work to date /Estd. Total cost

=

= ` 1,29,789.47

(iv) Estimated Profit × [cost of work to date/Estd. Total cost] × [cash

received/ work certified] = 1,37,000 × [4,50,000/4,75,000] × [4,40,640

× 5,50,800] = ` 1,03,831.58

 Space to write important points for revision 

2014 - Dec [2] (a) Answer the question:

(ii) BATRON LTD., a contractor commences the contract No. HB-108 on

1st July, 2013. The details about the contract for the year ending 31st

March, 2014 were following: 

(`)    

Contract Price 30,00,000

Materials issued 8,00,000

Material transferred from contract no. 101 50,000

Wages paid 6,31,000

Wages outstanding 35,000

Supervisor’s Salary 1,80,000

Establishment Exp. 41,000

Plant Issued 10,00,000
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Material costing ` 15,000 was sold for ` 11,000 and plant costing

` 80,000 returned to stores on 31st December, 2013.

A crane costing ` 20,00,000 has been on the contract site for 73

days. Its working life is estimated at 6 years and its scrap value at

` 1,10,000. Depreciation on plant is to be charged @ 15% per

annum. Up to 31st March, 2014, 3/4 (Three-fourth) of the contract

was completed but architect’s certificate has been issued covering

2/3 of the contract price and 15,00,000 had been received in cash

on account. 

Required: 

(a) Prepare the Contract No. HB-108 Account for the year ended

March 31, 2014.

(b) State as to how much Profit should be credited to Profit and

Loss Account for the year ended March 31, 2014.

(8 + 2 = 10 marks) [CMAIG - II]

Answer:

(a) Contract Account of Contract No. HB-108 

for the period 1st July 2013 to 31st March, 2014 

Dr. Cr.

Particulars Amount ` Particulars Amount `

To Material issued 8,00,000 By Work certified 20,00,000

To Material from contract 101

To Wages paid

50,000

6,31,000

By Work             

uncertified 1,57,875

To Wages outstanding

To Supervisor’s salary

35,000

1,80,000

By Cash 

(Sale of material) 11,000

To Establishment expenses 41,000 By P&L Account 4,000

To Depreciation on crane

[(20,00,000-1,10,000)/6 ×

73/ 365]

63,000
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To Depreciation on plant

[10,00,000 ×6/12 ×15/100]+

[9,20,000 × 3/12 ×15/100] 1,09,500

To Notional profit 2,63,375

21,72,875 21,72,875

Answer:

(b)

To Profit & Loss A/c 1,31,688 By Notional profit 2,63,375

To WIP A/c (Reserve)

(Ref. Note 1)

1,31,687

Total 2,63,375 2,63,375

Working Note:
1. Profit to be transferred to Profit & Loss A/c will be computed as follows:

= Notional profit ×  × 

= 2,63,375 ×  × 

= ` 1,31,687

2. Cost of work uncertified:
Total cost upto = 8,00,000 + 50,000 + 6,31,000 + 35,000 + 1,80,000
+ 41,000 + 63,000 + 1,09,500  15,000 = ` 18,94,500
Work completed = 18,94,500 × 3/4 = 14,20,875
But work certified = 18,94,500 × 2/3 = 12,63,000

So, work uncertified = 14,20,875  12,63,000 = ` 1,57,875

 Space to write important points for revision 

2015 - Dec [1] Answer the question:

(b) A contract is expected to be 80% complete in its first year of

construction, as certified. The Contractee pays 75% of the work certified

as and when certified and makes final payment on the completion of the

Contract. The following information is available for the first year:
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(`)

Cost of Work uncertified 80,000

Profit transferred to Profit and Loss Account at the end 

of year 1 on incomplete contract 60,000

Cost of Work to date 8,80,000

Compute the Notional Profit. (2 marks) [CMAIG - II]

Answer:

As the Contract is 80% complete, 2/3rd of Notional Profit on Cash basis has

been transferred to P/L A/c in the 1st year of the contract.

Thus, amount transferred to P/L A/c = 2/3 × Notional Profit × % of cash

received Or, ` 60,000 = 2/3 × Notional Profit × 75%

Or, Notional Profit = 60,000 × (3/2) × (100/75) = ` 1,20,000.

 Space to write important points for revision 

2017 - June [5] (b) A company undertook a contract for construction of a

large building complex.

The construction work commenced on 1st April 2016 and the following data

are available for the year ended 31st March 2017:

Particulars (` ‘000)

Contract price 35,000

Work certified 20,000

Progress payments received 15,000

Materials issued to site 7,500

Planning and estimating costs 1,000

Direct wages paid 4,000

Materials returned from site 250

Equipment hire charges 1,750

Wage related costs 500

Site office costs 678
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Head office expenses apportioned 375

Direct expenses incurred 902

Work not certified 149

The contractor owns a plant which originally cost ` 20 lakhs and has been
continuously in use only in this contract throughout the year. The residual
value of the plant after 5 years of life is expected to be ̀  5 lakhs. Straight line
method of depreciation is in use. As on 31st March 2017, the direct wages
due and payable amounted to ` 2,70,000 and the materials at site were
estimated at ` 2,00,000.

(i) Prepare the contract account for the year ended 31st March 2017.
Present figures in (` ‘000)

(ii) Compute the amount of profit/loss to be taken to the profit and loss
account of the year ending 31-3-2017. (7 marks)

Answer:

Contract A/c 

for the year ending 31-3-2017

Particulars ` ‘000 Particulars ` ‘000

To Material issued 7,500 By Material returned 250

To Direct wages paid 4,000 By Material at site 200

To Direct wages accrued 270 By WIP A/c:

To Wages related costs

To Direct expenses

To Plant hire charges 

500

902

1,750

Work Certified 

Work Uncertified 

20,000

149

To Planning & estimating

cost 1,000

To Site Office Cost 678

To Head Office expenses 375

To Depreciation (W.N.1) 300

To Notional Profit c/d 3,324

20,599 20,599
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To P&L A/c (W.N. 2) 1,662 By Notional Profit b/d 3,324

To WIP A/c (Reserve)     

     (Balancing Figure)

1,662

3,324 3,324

Working Note 1: 

Calculation of Deprecation on Plant:

Original Cost = 2,000

Less: Residual Value =    500

   1,500

Life = 5 years

Depreciation =  = 300

Working Note 2:

Calculation of Amount of Profit to be transferred to P&L A/c:

As work certified is more than 50% of Contract Price 

 P&L A/c = 

= 

= ` 1,662

 Space to write important points for revision 

2017 - Dec [5] (b) A contractor has undertaken a construction work at a price

of ` 5,00,000 and begun the execution of work on 1st January, 2016. The

following are the particulars of the contract up to 31st December, 2016.

Particulars Amount 

`

Particulars Amount

`

Machinery 30,000 Overheads 8,252

Materials 1,70,698 Materials returned 3,098

Wages 1,48,750 Work certified 3,90,000
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Direct expenses 6,334 Cash received 3,60,000

Uncertified work 9,000 Materials on 31.12.2016 3,766

Wages outstanding 5,380

Value of plant on

31.12.2016

23,000

It was decided that the profit made on the contract in the year should be

arrived at by deducting the cost of work certified from the total value of the

architect’s certificate, that 1/3 of the profit so arrived at should be regarded

as a provision against contingencies and that such provision should be

increased by taking to the credit of Profit and Loss Account only such portion

of the 2/3rd profit, as the cash received to the work certified. Prepare the

Contract Account showing the profit on the Contract. (7 marks)

Answer:

Contract Account

Dr. Cr.

Particulars Amount

(`)

Particulars Amount

(`)

To Machinery A/c 30,000 By Plant & Machinery A/c 23,000

To Materials A/c 1,70,698 By Materials returned A/c 3,098

To Wages incl.

outstanding A/c 1,54,130

By Materials on hand A/c

By W.I.P A/c

3,766

3,99,000

To Direct Expenses A/c 6,334 Work certified 3,90,000

To Overheads A/c 8,252 Work uncertified 9,000

To P and L A/c 36,585*

To Reserve c/d 22,865*

4,28,864 4,28,864
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* Total Cost = Expenses before Profit and Reserve = ` 3,69,414 –

` 29,864 credits.

 Total Expenses = ` 3,39,550 .

Hence, Total Cost = ` 3,99,000 WIP – ` 3,39,550 = ` 59,450.

or

Alternatively, Total including WIP = ` 4,28,864 – ` 3,69,414 = ` 59,450.

 =  = 0.92308 

` 59,450 × 0.92308 = ` 54,877  rd of ` 54,877 = ` 36,585 Profit.

Hence, Balance (` 59,450 – ` 36,585) = ` 22,865 is Reserve.

 Space to write important points for revision 

2018 - June [5] (b) A contractor, who prepare his accounts on 31st March

each year, commenced a Contract No. 220 on 1st July, 2016. The following

information is revealed from his costing records on 31st March, 2017:

Particulars (`) 

Materials sent to site 2,51,000

Labour 5,65,600

Foreman’s salary 81,300

A machine costing ` 2,60,000 remained in use on site for 146 days. Its

working life is estimated at 7 years and final scrap value at ` 15,000. A

supervisor is paid ̀  8,000 per month and has devoted one half of his time on

the contract. All other expenses amount to ` 1,36,500. Materials at site on

31st March, 2017 cost ` 35,400. The contract price is ` 20,00,000. On 31st

March, 2017 two-third of the contract was completed, however, the architect

gave certificate only for 50% of the contract price and ` 7,50,000 had so far

been paid on account.

Prepare Contract Account and state how much profit or loss should be

included on 31st March, 2017 in financial accounts. (7 marks)
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Answer:

Working Notes:

(i) Calculation of Depreciation on Machine:

Cost of Machine ` 2,60,000

Less: Scrap Value `    15,000

Cost of Machine to be written off ` 2,45,000

Depreciation of 1 Year = ` 2,45,000/7 = ` 35,000

Depreciation for 146 days = ` 35,000 (146/365) = ` 14,000

(ii) Calculation of Cost of Work Uncertified:

Cost of 2/3rd Completed Work = ` 10,49,000

Total Cost of Completed Contract = ` 10,49,000× 3/2 = ` 15,73,500
Part of uncertified work = 2/3 – ½ = 1/6

Therefore, Cost of uncertified work = ` 15,73,500× 1/6 = ` 2,62,250

(iii) Profit Transferred to Profit and Loss Account:

Notional Profit × 2/3 ×  = ` 1,06,625

Contract Account

Dr. (for the year ended 31st March, 2017) Cr.

Particulars ` Particulars `

To Materials 2,51,000 By Materials at site 35,400

To Labour 5,65,600 By Balance c/d

     (Total Cost)

10,49,000

To Foreman’s Salary 81,300

To Supervisor’s Salary

(` 8,000 ×  × 9) 36,000

To Depreciation on

     Machine

14,000

To Other Expenses 1,36,500                

10,84,400 10,84,400
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To Balance b/d 10,49,000 By Work-in-Progress:

To Notional Profit c/d 2,13,250 Certified ` 10,00,000

Uncertified ` 2,62,250 12,62,250

12,62,250 12,62,250

To Profit & Loss

     Account

1,06,625 By Notional Profit b/d 2,13,250

To Work-in-Progress

     A/c (Reserve) 1,06,625

  2,13,250   2,13,250

 Space to write important points for revision 

2018 - Dec [5] (b) OMEGA LTD. undertook a contract for ` 5,00,000 on

1st January, 2017. The company furnishes the following details for the year

ended 31st December, 2017:

` 

Materials consumed 1,65,000

Direct Expenses 5,000

Wages 30,000

Materials returned to stores 5,000

Materials stolen from site 10,000

Insurance claim admitted 6,000

Works expenses @ 20% on wages

Office expenses @ 10% on works cost

Materials in hand on 31.12.2017 15,000

Cash received to the extent of 90% of works certified 2,70,000

Cost of work uncertified 11,000



[Chapter  9] Contract Costing O 8.341

Plant sent to site costing ` 60,000 with a scrap value of ` 10,000 and its

useful life is 5 years. The plant was used on the contract for 146 days.

Required:

Prepare Contract Account showing therein the cost of materials issued to site

and the amount of profit or loss to be transferred to the Profit & Loss

Account. (7 marks)

Repeatedly Asked Questions

No. Question Frequency

1 Explain the treatment of profits on incomplete work

in contract accounts.

12 - June [7] (b), 13 - June [4] (b) 2 Times
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CHAPTER AT A GLANCE

S.No. Topic Important Highlights

1. Process A Process refers to a distinct stage in
manufacturing or production activity wherein raw
material is converted from one form into another.
Process refers to a stage in production. Hence, the
following costs are ascertained for each process. 

(a) Materials 

(b) Labour 

(c) Direct Expenses, and 

(d) Production Overheads.

There are no Administrative or Selling Overheads
as such, in relation to processes. 

2. Process
Costing

It is a method of costing used in industries where
the raw material passes through two or more
processes before being converted into a final
product. It is defined as “a method of Costing
Accounting whereby costs are charged to
processes or operations and averaged over units
produced”.

3. Applications This type of costing method is useful in the
manufacturing of products like steel, soap,
chemicals, rubber, vegetable oil, paints, varnish
etc. For these products, the production process is
continuous and the output of one process becomes
the input of the following process till completion. 

4. Process Loss Process Loss is defined as the loss of material

arising during the course of a processing operation.

It is equal to the difference between the input

quantity material and the output quantity. 
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Loss of material is inherent during any processing

operation. It may be due to reasons like evaporation

or a change in the moisture content etc. 

For accounting purposes, Process Loss is

classified into (a) Normal Loss and (b) Abnormal

Loss.

Valuation of WIP in Processes

1. Inter-Process Profits

Meaning Advantages Disadvantages

(a) Generally Processes
are regarded as Cost
Centres i.e. the focus
is only on ascer-
tainment of cost.

(a) It is possible to 
compare cost of
output and market
value at each stage
of completion. 

(a) It is a complicated 
method involving
t rans fe r  p r i c ing
considerations. The
determination of
appropriate transfer
price is not a simple
affair. 

(b) Sometimes, they can
also be treated as
Profit Centres i.e.
responsibility for
earning profits.

(b) It is easier to fix 
responsibil i ty of
Process Managers
for Cost Control
through the indirect
means of achieving
higher profits. 

(b) It might promote 
c o n f l i c t s  a n d
misunderstanding
among managers as
regards comparative
profitability.

(c) However, s ince 
output of intermediate
processes is not
directly saleable, the
output of one process
is transferred to the
next process not at
cost but at market
value or cost plus a
percentage of profit.
This is called as
Transfer Price. 

(c) Each process is 
made to stand by
itself as to the
profitability. 

(c) It requires reconcil-
iation between profits
booked at each stage
and actual realised
profit since it shows
profits lying unreal-
ised in stock not sold
out.
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(d) The  d i f f e rence 

between cost incu-

rred and the transfer

price is known as

inter-process profits.

5. Joint Products

and By-

Products

(A) Joint Products  

(a) Two or more products

(b) Produced from the same process or 

operation 

(c) Considered to be of relatively equal 

importance 

Co-products are:   

(a) Two or more products 

(b) Considered to be of relatively equal  

importance 

(c) Belonging to the same line of activity, but

arising from different processes or

operations. 

(B) By-Products 

Are defined as: “products recovered from

material discarded in a main process, or from

the production of some major products, where

the material value is to be considered at the

time of severance from the main products.” 

By product refers to incidental waste,

arising during the course of manufacture,

which has a commercial name and value. It

refers to secondary or subsidiary product

incidentally arising during the manufacturing

process.
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Distinguish between Joint Product and By Product

Particulars Joint Products By Products

Meaning Two or more products;

Separated in the course of

the same processing

operation, considered as

relatively equally important.

Products recovered from

material discarded in a main

process. 

Nature Intentionally manufactured Incidentally arises during

process

Importance High Sale Value Comparatively lower sale

value.

1. Split Off Point
If refers to the stage / point of production, wherein common raw material
gets spilt or identified into two or more finished products. The split off
point is significant in Joint Product Costing since costs are classified and
ascertained by reference to the Split off Point as: 
(a) Common Costs - pre-split off point and
(b) Specific Costs - post split off point.

Ascertainment of Cost for Joint Products
For costs ascertainment purposes, costs are classified as under: 

Joint Costs Specific Costs

1. These are costs incurred prior to

the split off point. 

1. These are post-split off costs

or further processing costs

2. They consist of:
(a) Direct Materials - Common

R a w  M a t e r i a l  a n d
consumables,

(b) Direct Labour - Joint process
labour costs.

(c) Direct Expenses - relating to
the joint purposes, if any

(d) Production Overheads -
relating to the joint process.

2. They usually consist off:
(a) Further Processing Costs
(b) Share of General Admini-

stration Overheads, if any 
(c) Selling and Distribution

Overheads
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3. They cannot be directly related to

the product and have to be

apportioned among products on

a suitable basis. 

3. These can be specifically

related to each type of

finished product. 

Pictorial Representation of Joint Cost & Split Off Point

 

SHORT NOTES

2009 - June [8] Write a short note on the following:

(e) Concept of split-off point and joint cost. (5 marks) [CMAIG - II]

Answer :

Split Off Point This is a point up to which input factors are commonly

used for production of multiple products, which can

be either joint products or by products. After this point

the joint products and by products gain individual

identity.
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Joint Costs Joint costs are those costs which are common to the

processing of joint products or by products up to the

point of separation. Joint costs represent pre-

separation cost of joint products or by products. After

the point of separation, the products can be

separately identified and post separation costs can

be readily attributed to individual products.

 Space to write important points for revision 

2010 - Dec [8] Write a short note on the following:

(c) Split-off point in joint-products and by products;(5 marks) [CMAIG - II]

Answer :

Split off point This is a point up to which input factors are commonly

used for production of multiple products, which can

be either joint products or by products. 

After this point, the joint product or by products gain

individual identity. This point has a special relevance

in the discussion about joint product and by product,

because the joint cost incurred before this point is to

be apportioned appropriately in jointly produced

multiple product-groups. 

 Space to write important points for revision 

2012 - Dec [8] Write a short note on the following:

(c) Features of process costing. (5 marks) [CMAIG - II]

Answer:

Features of the Process Costing: 

1. Product passes through more than one process.

2. Products are homogeneous & standard. 

3. The output of one process becomes input of the next process and that

of last process is transferred to finished stock. 
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4. Products are not distinguishable while in process.
5. Both Direct and Indirect costs are accumulated for departments or

processes.
6. Appropriate method is used in absorption of overheads to the process

cost centers.
7. The process loss may arise due to wastage, spoilage and evaporation,

etc.
8. The total cost of each process is divided by the total production for the

process to obtain average cost per unit of the period.
 Space to write important points for revision 

DISTINGUISH BETWEEN

2011 - June [6] (b) Distinguish between By-Products and Joint Products. 

(5 marks) [CMAIG - II]

Answer :

 Joint products and By-products

Basis Joint products By-products

1. Meaning When two or more
products of equal or
unequal importance are
p r o d u c e d  e i t h e r
simultaneously or in the
course of operation are
joint products.

Those products which
are recovered from
material discarded in
a main process or
from the production
o f  some major
products.

2. Production Produced from same
input and process.

P r o d u c e d  f r o m
wastage, scraps or
discarded material.

3. Incidental

production

They are not produced
incidentally.

They are produced
incidentally.
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4. Impact on total cost Significant impact on

total cost.

Little impact on total

cost.

5. Economic

    importance

Equal economic import-

ance.

Lesser economic

importance.

6. Sale value Sale value will be high Sale value wil l  be

less

 Space to write important points for revision 

DESCRIPTIVE QUESTIONS

2009 - June [3] (a) State the fundamental principles of Process Costing.

(5 marks) [CMAIG - II]

Answer :

Fundamental Principles of Process Costing:

1. Individual units loose their identity.

2. Cost of each process should be ascertained and should be transferred

to next process.

3. Production should be uniform and should be in continuous flow.

4. Incomplete units are taken as equivalent complete units for computing

unit cost.

5. Cost of normal loss is apportioned on fair units and cost of abnormal loss

is  ascertained separately and credited to Process A/c.

6. Cost of abnormal loss is charged to costing P & L A/c.

 Space to write important points for revision 

2010 - Dec [5] (a) What are the equivalent units of production? State two

principal methods of calculating equivalent units.

(3 + 2 = 5 marks) [CMAIG - II]
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Answer :

• Equivalent production is a technique of presenting production of process
in terms of completed units. 

• This concept is used for assigning cost to process to both finished units
and unfinished units. 

• This technique is used in process industries where production takes
place on a continuous basis; there is a problem of valuation of work in
process at the end of accounting year. 

• These units cannot be treated as completed units and cost incurred is
only apportioned on completed units. Thus, these units are converted
into equivalent units. 

• Equivalent unit as defined by CIMA is “notional whole units representing
completed work used to apportion costs between work in process and
completed output”. 

• Percentage basis is applied for this purpose.

• Equivalent completed units = (No. of units in work in process × Degree
of completion in %)

Method of calculating equivalent units- 

(i) First in First out (FIFO) method : Under this method it is presumed
that units are completed in order to the process. It means units already
in the process are finished first before the new materials puts into the
process are taken up.

(ii) Weighted Average Method : In this method, cost of opening Work in
Process is not kept separate but is merged with the units introduced
in the current period and can not be identified separately.

 Space to write important points for revision 

2011 - Dec [6] (b) Explain the concept of ‘Joint Costs’ in joint products and

by products. (5 marks) [CMAIG - II]

Answer :

Joint costs are those costs which are common to the processing of joint

products or by products up to the point of separation. Joint costs represent

pre-separation cost of joint products or by products.
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Concept of joint costs over joint product

Physical unit Average unit

cost

Survey method Market value

method

C o n t r i b u t i o n

margin method

B a s i s  o f

apportionment

is  phys ical

units.

Average cost per

unit is ascertained

and is used as a

b a s i s  o f

apportionment.

B a s e d  o n

technical survey

of all factors of

production and

distribution of

products.

Joint cost is

apportioned in

proportion of

the ability of

the product to

absorb it.

Units produced

are used as basis

of appor-tionment

for variable cost

and fixed cost is

apportioned on

the bas is of

contribution ratios.
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Concept of joint cost over By-products

Market value or

value

realisation

Standard cost

in technical

estimates

Comparative

method

Re-use basis

Total cost of

production

Less: disposal of

by products

By-products are

valued at

standard cost

which is

ascertained by

averaging costs

recorded in past.

Value of

alternative

product is ascer-

tained and

based on it value

of by-product is

deter- mined.

Valued at price of

material 

introduction into

process. This

method is used in

by product which

can be further

processed.

 Space to write important points for revision 

2012 - June [4] (b) What are the problems associated with apportionment

of joint cost? (5 marks) [CMAIG - II]

Answer : 

(i) Apportionment of joint costs are made on the basis of some assumed

parameters. Therefore, the same need not necessarily be accurate.

(ii) As the apportioned costs do not necessarily relate to activities and use

of resources, reliable decisions cannot be made from them.

(iii) Product profitability will vary according to the basis chosen for

apportioning joint costs.

 Space to write important points for revision 
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2013 - June [3] (b) What do you mean by a joint product and a by-product?

How are they different? (5 marks) [CMAIG - II]

Answer :

Joint Products are the result of utilization of the same raw materials and

same processing operations. The processing of a particular raw material may

result in the output of two or more products, e.g. in oil refining, fuel oil, petrol,

diesel, kerosene, lubricating oil are joint products.

A by-product also arises from the same process, but it is a secondary

product or a minor product. Its production is an incidental outcome of the

main operation, e.g. in oil refining, camphor, grease, etc are by-products.

When the degree of economic importance is changed, what was earlier

a joint product can become a by-product and vice versa. When a by-product

gains economic significance, its costs and revenue are treated at par with

those of the joint products, e.g. gas produced in the oil refining process.

Difference Between Joint Products and by-products

Joint Products By-Products

They have almost equal economic

importance.

They are not so important as the

joint products.

There is an intention to produce

each of the joint products.

There is no intention. The output is

incidental to main production.

Joint Costs are apportioned to each

of the joint products on a suitable

basis. inventory is maintained

By-products inventory is not

maintained. Costs/Revenues are

either written off to P & L A/c or

accounted for like scrap. If they are

significant to be consumed captively,

opportunity cost method is used or

they are valued as standard cost.

 Space to write important points for revision 



[Chapter  10] Process Costing O 8.355

PRACTICAL QUESTIONS

2008 - Dec [3] (b) A factory has two production processes. Normal loss in
each process is 10% and scrapped units sell for Re. 0.50 each from process
1 and ` 3 each from process 2. Relevant information for costing purposes
relating to period 5 are as follows:

Direct materials added: Process I Process 2.

Units 2,000 1,250

Cost ` 8,100 ` 1,900

Direct labor ` 4,000 ` 10,000

Production overhead 150 % of direct 120% of direct 

labor cost labor cost 

Output to Process 2/ 1,750 units 2,800 units 

finished goods

Actual production overhead ` 17,800

Workout cost per unit 

of output and losses. (10 marks) [CMAIG - II]

Answer:

Calculation of output and losses: 

Process 1 Process 2 

Units Units

Output 1,750 2,800

Normal loss (10% of input) 200 300

Abnormal loss 50 -

Abnormal gain - (100)

2,000 3,000*

*1750 Units from process 1+1250 units to process. 
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Computation of Cost per unit of output and losses

Process 1 Process 2

` `

Cost of input

- Material 8,100 1,900

- From process 1 - (1750 ×`10) 17,500

- labour 4,000 10,000

- overhead (150% of ` 4,000) 6,000 (120% of ̀  10,000) 12,000

18,100 41,400

Less scrap value of normal loss 

(200 ×` 0.50) (100) (300 ×` 3) (900)

18,000 40,500

Expected output 

90%of 2,000 1,800

90% of 3,000 2,700

Cost per unit 

` 18,000/1800 = ` 10

` 40,500/2700n = ` 15

Computation of Total cost of output and losses:

Process 1 Process 2 

` `

Output (1750 ×` 10) 17,500 (2800 ×` 15) 42,000

Normal loss (200 ×` 0.50)* 100 (300 ×` 3)* 900

Abnormal loss (50 × ` 10) 500 —

18,100   42,900

Abnormal gain (100 ×` 15) (1,500)

18,100 41,400

* Normal loss is valued at scrap value only.

 Space to write important points for revision 
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2009 - Dec [3] (b) From the following particulars, prepare the following in the

books of X Ltd. :

(i) Statement of equivalent production.

(ii) Statement of apportionment of cost.

• Opening stock as on 1st August : 200 units @ ` 4 per unit

• Degree of completion: Materials 100%, Labour and Overheads 40%

• Units introduced during August : 1,050 units

• Output transferred to the next process : 1,100 units

• Closing stock : 150 units

• Degree of completion: Materials 100%, Labour and Overheads 70%

• Other relevant information regarding the process :

Materials : ` 3,150, Labour : ` 4,500 and Overheads : ` 2,250

(10 marks) [CMAIG - II]

Answer :

(i)           Statement of Equivalent Production

Out put Units Materials Labor & Overheads
Degree of

Completion

Units Degree of

Completion

Units

A. Opening Work in 

progress

B. Units introduced & 

Completed

C. Closing WIP

D. Eq Unit [A + B + C]

200

900

   150

1,250

----

100%

100%

----

900

    150

1,050

60%

100%

70%

120

900

  105

1,125

(ii) (a)          Statement of Cost per Equivalent Unit

Material Labor Over-

heads

(a) Cost incurred (`)

(b) Equivalent Output (Units)

(c) Cost per  unit (a ÷ b]

3,150

1,050

`3

4,500

1,125

`4

2,250

1,125

`2
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(ii) (b)                  Statement of Apportionment of Cost

A. Cost of opening WIP

Opening Stock : cost b/f (200 units × `4)

Cost incurred (120 units × `4 + 120 units × ` 2) during the period

B. Cost of units introduced and completed during the period

[900 units × (`3 + ` 4 + ` 2)]

C. Cost of units transferred to next process

Closing stock (150 units × ` 3 + 105 units × `4 + 105 units × `2)

` 800

        720

1,520

     8,100

     9,620

`1,080

 Space to write important points for revision 

2009 - Dec [4] (b) ABC Ltd. produces three joint products — X, Y and Z. The

products are processed further. Pre-separation costs are apportioned on the

basis of weight of output of each joint-product. The following data are

provided for month just concluded:

Cost incurred upto separation point                                     ` 10,000
Product X Product Y  Product Z

Output (in Litre) 100 70 80

` ` `

Cost incurred after separation point 2,000 1,200 800

Selling Price per Litre

  After further processing 50 80 60

  At pre-separation point (estimated) 25 70 45

You are required to :

(i) Prepare a statement showing profit or loss made by each product

using the present method of apportionment of pre-separation cost;

and

(ii) Advise the management whether, on purely financial consideration,

the three products are to be processed further.

(5 + 5 = 10 marks) [CMAIG - II]
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Answer :

(i) Profit statement for three Joint Products:

           Products

X Y Z Total 

(`) (`) (`) (`)

Sales    5,000 5,600 4,800  15,400

Less (W. N. 1)

Pre Separation costs 4,000 2,800 3,200 10,000

Post Separation costs 2,000 1,200    800 4,000

Profit/(Loss) (1,000) 1,600    800 1,400

(ii) Decision whether to further process the products or not:

Product Incremental

Revenue

` 

Incremental

Costs

`

Incremental

Profit/(Loss)

`
X (` 25 X 100) =

Y (` 10 X 70) =

Z (` 15 X 80) =

2,500

   700

1,200

2,000

1,200

   800

500

   (500)  

400

400

Product X and Z should be further processed. Y should be sold at point

of separation.  

Working Note: 1

 × 10,000 = 4,000

Total output = 100 + 70 + 80 = 250

 Space to write important points for revision 

2010 - Dec [2] (a) A firm manufactures three joint products A, B, C and a by-

product X by processing a common stock of material, which cost ` 8 per kg.

The details of output, market price and the initial processing cost for an input

of 10,000 kg. of raw material is as follows:
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Product Output/kg. Current Market Initial Processing Cost 

Price/kg.—`  

A 5,000 18 Direct labor 1,000 hours @ ` 20

B 2,500 20 Variable overheads: 80% of direct labor

C 1,500 24 Fixed overheads: `  21,000

X    500 4

The company apportions common cost among joint products on physical
units basis. All the by-products can be further processed and sold at a higher
market price, with some sales promotion efforts. The estimated processing
cost, marketing cost and the final selling price are given below:

Product Further Processing Further Marketing Final price

Cost per kg.— ` Cost per kg— ` per kg.—`

A 4 2 28

B 5 2 26

C 6 2 34

X 2 1 6

You are required to compute:

(i) Cost of joint products at the point of separation after initial processing.

(ii) Profit or loss if the products are sold without further processing.

(iii) Which of the products have to be processed further for maximizing

profits? Show working. (4 + 3 + 3 = 10 marks) [CMAIG - II]

Answer :

(i) Statement showing cost of joint product at the point of separation

Particulars Amount (`)

Cost of Raw material- 10,000kg @ `8/kg

Cost of Direct Labor- 1000hours @ `20/hour

Variable overheads- 80% of direct labor

Fixed overhead

Total cost

Less: Sales value of by product

Cost of joint product at the separation point

80,000

20,000

16,000

21,000

1,37,000

2,000

1,35,000
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(ii) Statement of Profit or Loss if the Products are sold without

further Processing

Pro-

duct

Quantity 

Kg

Proportion

%

Joint Cost

Allocation

Selling

Price 

Sales Value

(`)

Profit 

(`)

A

B

C

5,000

2,500

1,500

55.55

27.78

16.67

75,000

37,500

22,500

18

20

24

90,000

50,000

36,000

15,000

12,500

13,500

Total 9,000 100.00 1,35,000 1,76,000 41,000

(iii) Statement of Product to be processed further for maximization of

profits.

Product Further

processing

cost

Further

market-

ing

cost

Total

cost (`)

Sales

value at

split off

(`)

Sales value

after further

processing

Incremen

tal

revenue

(`)

Increme-

ntal

profit/loss

(`)

(a) (b) (c) (d)=b+c (e) (f) (g)=f-e (h)=g-d

A

B

C

X

4

5

6

2

2

2

2

1

6

7

8

3

18

20

24

4

28

26

34

6

10

6

10

2

4

(1)

2

(1)

From the above result we can see that product A and C are giving

incremental profit of ` 4 and ` 2 respectively if they are further processed

and hence they should be processed further. Product B and X have loss if

they are processed further. In this situation, they should be sold at split off

point.

 Space to write important points for revision 

2011 - June [7] (b) In a factory three products A, B and C are produced from

a single process. Each product can be sold at the end of each process or

can be further processed independently to produce separate products, which

are marketed under different names X, Y, Z respectively. 
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Details for a period are given below : 

Product Initial Output Sales Price Further Processing Cost Rejection rate

                  (units)              (`)                        (`)                                       

A 5,000 24 per unit 14 per unit S

B 8,000 10 per unit 6 per unit S

C 10,000 30 per unit 16 per unit S

X 44 per unit S 5%

Y 18 per unit S 10%

Z 48 per unit S 8%

Initial total Process Cost ` 4 lakhs. 

Further processing costs are incurred at the commencement of the second

stage of operations.

You are required to 

(i) calculate the apportionment of total cost to products A, B and C using

sales value,

(ii) state whether further process should be undertaken for each product

or not. (4 + 6  = 10 marks) [CMAIG - II]

Answer :

  (i) Apportionment of total cost to products A, B and C using sales

value

Products Sales Value (`) Apportioned Cost (`)

A 1,20,000 96,000

B 80,000 64,000

C 3,00,000 2,40,000

 (ii) Profit Statement after further processing. 

Product Final output

(units)

Revenue

(`)

Original

revenue

(`)

Incremental

Revenue

 (`)

Incremental

cost 

(`)

Profit/Loss

(`)

X

Y

Z

4,750

7,200

9,200

2,09,000

1,29,600

4,41,600

1,20,000

80,000

3,00,000

89,000

49,600

1,41,600

70,000

48,000

1,60,000

19,000

1,600

(18,400)
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From the above result it is clear that product A and B should be processed

further, product C should be sold without further processing.

 Space to write important points for revision 

2012 - June [4] (a) A company produces three joint products in one common
process. The three products can either be sold at split off point or can be
separately processed further after split off point and sold separately. The
estimated data for a particular month are as under :

Product
                                         

X Y Z

Selling price at split off point (`/kg) 100 90 150

Selling price after further processing (`/kg) 200 190 260

Cost incurred on further processing (`) 3,50,000 4,00,000 2,00,000
Output in kg 3,500 2,500 2,000

Joint costs incurred up to split off point are ` 2,40,000.
Such costs are apportioned to the three products according to quantity of
production.
You are required to

(i) Prepare a statement of estimated profit or loss for each product
individually and in total for the company for the month if all three
products are (1) sold off at split off point and (2) further processed.

(ii) Also advice how profit could be maximised by selectively selling the
products individually either at split off point or after further processing.

(4 + 4 + 2 = 10 marks) [CMAIG - II]

Answer:

(i) Statement of profit before further processing

Particulars Products

X (`) Y (`) Z (`)

Selling price at split off point

Quantity sold

Sales revenue

Less : joint cost apportioned on the basis of quantity

100

3500 kgs

3,50,000

1,05,000

90

2500 kgs

2,25,000

75,000

150

2000 kgs

3,00,000

60,000

Profit /Loss 2,45,000 1,50,000 2,40,000
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Statement of profit after further processing

Particulars Products

X (`) Y (`) Z (`)

Selling price at split off point 200 190 260

Quantity sold

Sales revenue

Less : joint cost apportioned on the basis of quantity

Less : further processing cost 

3500 kgs

7,00,000

1,05,000

3,50,000

2500 kgs

4,75,000

75,000

4,00,000

2000 kgs

5,20,000

60,000

2,00,000

Profit /Loss 2,45,000 Nil 2,60,000

Statement of incremental profits/losses

Particulars Product X Product Y Product Z

Profit/loss, if sold after further processing 245000 Nil 260000

Profit/loss, if sold before further processing 245000 150000 240000

Incremental profit/loss Nil -150000 20000

(ii) Advice regarding further processing of products to maximize the
profit

Total profit before further processing ` 6,35,000

Total profit after further processing ` 5,05,000
Product X and Y should be sold without further processing and product
Z should be sold after further processing.

Total profits = 2,45,000 + 1,50,000 + 2,60,000 = ` 6,55,000
Hence this strategy will maximize the profits

 Space to write important points for revision 

2013 - June [5] (b) The product of a manufacturing concern passes through
two processes, A and B and then to finished stock. It is ascertained that in
each process, normally 5% of the total weight is lost and 10% is scrap from
which processes A and B realize ` 80 per tonne and ` 200 per tonne
respectively. The following are the figures relating to the processes:
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Process A Process B
Materials (tonnes) 1,000 70

Cost of Materials `/tonne 125 200

Wages (`) 28,000 10,000

Manufacturing Expenses (`) 8,000 5,250
Output (tonnes) 830 780

There was no stock or WIP in any process.
Prepare the Process Cost A/c of Process B assuming no inter-process profit
mark-up on transfers to Process B. (5 marks) [CMAIG - II]

Answer:

Process A A/c

Particulars Units Amount

(`)

Particulars Units Amount

(`)

To Materials

To Wages
To Manuf. Exp.

1,000 1,25,000

28,000
8,000

By Normal Loss

By Abnormal Loss
By Sale of scrap
By Process B A/c

50

20
100
830

—

3,600
8,000

1,49,400

1,000 1,61,000 1,000 1,61,000

Working Note: Cost per unit = ×  = 180 per unit

Process B A/c

Particulars Units Amount

(`)

Particulars Units Amount

(`)

To Process A A/c
To Materials
To Wages 
To Manuf. Exp.

To Abnormal Gain

830
70

15

1,49,400
14,000
10,000
5,250

3,150

By Normal Loss
By Sale of scrap
By Finished stock

45
90

780

—
18,000

1,63,800

915 1,81,800 915 1,81,800

 Space to write important points for revision 
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2014 - Dec [1] Answer the question:
(c) A factory transferred out 8,800 completed units during November’ 14.

Opening stock was 400 units 75% completed; Closing stock was 800
units 50% completed. Assuming FIFO method, what is the equivalent
production in November 2014? (2 marks) [CMAIG - II]

Answer:

Statement of equivalent production

Output % of
Completion

Equivalent
units

Opening WIP  400 25%  100

Introduced 8400 100% 8400

Closing WIP  800 50%  400

8900

 Space to write important points for revision 

2015 - June [2] Answer the question :
(a) (i) VIBRANT LTD. a manufacturing Company, produces one main

Product A and two by-products M and N.
For the month of May, 2015, following details are available:

Total Cost upto separation point ` 2,20,000.

Product/By-Product A M N

Cost after separation ` 35,000 ` 24,000

No. of units produced 4,000 1,800 3,000

Selling price per unit ` 100 ` 40 ` 30

Estimated net profit as percentage to
sales value

20% 30%

Estimated selling expenses as
percentage to sales value

20% 15% 15%

There is no beginning or closing inventories.
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Required:
Prepare statement showing:
(1) Allocation of joint cost; and
(2) Product wise and overall profitability of the company for May,

2015. (5 + 5 = 10 marks) [CMAIG - II]

Answer:

VIBRANT LTD.

Particulars By-Product M (`) By-Product N (`)

Sales Value

Less: Estimated Net Profit on 
sales value

(1,800 × 40) = 72,000
(72,000 × 20%) =14,400

3,000 × 30 = 90,000
90,000 × 30% = 27,000

Estimated Total Cost 57,600 63,000

Less: Estimated selling expenses 
on sales value

(72,000 × 15%) =10,800 (90,000 ×15%) = 13,500

Estimated Cost before separation 46,800 49,500

Less: Cost before separation 35,000 24,000

Estimated Total Cost upto separation 11,800 25,500

Total Cost upto separation point of
main process 

` 2,20,000

Less: Cost upto separation point `    37,300

Cost upto separation point of main
product A

` 1,82,700

Comparative Profit and Loss A/c

Particulars Total 

(`)

Main Product A
(`)

By-Product M

(`)

By-Product N

(`)

Sale value 5,62,000 4,00,000 72,000 90,000

Costs:

Upto Separation point 2,20,000 1,82,700 11,800 25,500

After Separation point 59,000 -- 35,000 24,000

Total Costs 2,79,000 1,82,700 46,800 49,500
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Gross Profit (Sale - Cost) 2,83,000 2,17,300 25,200 40,500

Less: Selling Exp. 1,04,300 80,000 10,800 13,500

Net Profit 1,78,700 1,37,300 14,400 27,000

 Space to write important points for revision 

2015 - Dec [2] Answer the question:
(b) (iii) Naitik Ltd. provides the following cost data of a product passing

through two manufacturing processes: Process A and Process B.

Process
 A

Process
 B

Input: 8800 units 9,59,200 — 

Material    46,500 93,680

Labour Cost 1,45,000 95,000

Electric Power    48,000 32,000

Normal loss 5% 4%

Value of scrap per unit 10 12

Output (units)   8,300 8,000

Other manufacturing expenses are ̀  1,68,000 to be charged on the
basis of labour cost.
You are required to prepare the Process Accounts, Abnormal Loss
Account and Abnormal Gain Account. (8 marks) [CMAIG - II]

Answer:

Process A Account

Particulars Units Amount
(`)

Particulars Units Amount
(`)

Input 8,800 9,59,200 Normal Loss A/c
(5% of 8,800)

440 4,400

Material 46,500 Abnormal Loss
A/c (W N 2)

60 9,300

Labour cost 1,45,000 Process B A/c (@
` 155 pu)

8,300 12,86,500
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Electric Power 48,000

Other
manufacturing
Expenses (W
N 1)

1,01,500

8,800 13,00,200 8,800 13,00,200

Process B Account

Particulars Units Amount
(`)

Particulars Units Amount
(`)

Input 8300 12,86,500 Normal Loss
A/c (4% of
8300)

332 3,984

Material 93,680

Labour cost 95,000 F i n i s h e d   
Stock A/c (@
` 197pu)

8000 15,76,000

Electric Power 32,000

Other
manufacturing
Expenses (W N 1)

66,500

Abnormal Gain
A/c (W N 3)

32 6,304

8332 15,79,984 8332 15,79,984

Abnormal Loss Account

Particulars Units Amount
(`)

Particulars Units Amount
(`)

Process A A/c 60 9,300 Bank A/c 60 600

P/L A/c 8,700

60 9,300 60 9,300

Abnormal Gain Account

Particulars Units Amount (`) Particulars Units Amount (`)

Normal Loss A/c 32 3,84 Process B A/c 32 6,304

P/L A/c 5,920

32 6,304 32 6,304
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WN 1: Other Manufacturing Expenses charged as % of Labour Cost 
= 1,68,000 ×100/(1,45,000 + 95,000) = 70%

WN 2: Cost per unit = (13,00,200 – 4,400)/ (8,800 - 440) = ` 155 

Value of Abnormal Loss = 155 × 60 = ` 9,300

WN 3: Cost per unit = (15,73,680 – 3,984)/ (8,300 - 332) = ` 197 

Value of Abnormal Gain = 197 × 32 = ` 6,304
 Space to write important points for revision 

2017 - June [4] (b) A company produces a product ‘M’ by three distinct
processes before it is ready for sale. From the information given below, work
out the selling price of the product if the Management decides to earn a profit
of 20% over its works cost. Present the process a/c for each process.

Particulars Processes

1. Input of raw materials @` 40 per kg. (kg)
2. Normal loss of input
3. Delivered to next process (kg)

4. Total direct labour cost (`)
5. Variable overhead (% of direct labour)
6. Fixed overhead (% of direct labour)
7. Finished stock held back (kg) 

A
10,000

5%
9,000

15,000
150%
250%
400

B
– 

5%
8,000

15,750
120%
180%
400

C
– 

5%
– 

13,000
100%
200%

– 

(7 marks)

Answer:

Process A A/c

Particulars Units Amount
(`)

Particulars Units Amount
(`)

To Material 10,000 4,00,000 By Normal loss 500 – 

To Direct labour A/c 15,000 By Abnormal loss 100 5,000

To Variable OH 22,500 By Held back 400 20,000

To Fixed OH 37,500 By Process B A/c 9,000 4,50,000

10,000 4,75,000 10,000 4,75,000
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Process B A/c

Particulars Units Amount

 (`)

Particulars Units Amount 

(`)

To Process A A/c 9,000 4,50,000 By Normal loss 450 – 

To Direct labour 15,750 By Abnormal loss 150 9,000

To Variable OH 18,900 By Held back 400 24,000

To Fixed OH 28,350 By Process C A/c 8,000 4,80,000

9,000 5,13,000 9,000 5,13,000

Process C A/c

Particulars Units Amount 

(`)

Particulars Units Amount 

(`)

To Process B A/c 8,000 4,80,000 By Normal loss 400 – 

To Direct labour 13,000 By Finished goods A/c 7,600 5,32,000

To Variable OH 13,000

To Fixed OH 26,000

8,000 5,32,000 8,000 5,32,000

Cost per unit of finished product =   = ` 70

Selling price per unit = 70 + 20% = ` 84 per unit.
 Space to write important points for revision 

2017 - Dec [4] (b) SG Ltd. manufactures product A which yields two by-
products B and C. The actual joint expenses of manufacturing for a period
were ` 9,000.
The profits on each product as a percentage of sales are 33-1/3%, 25% and
15% respectively.



8.372 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

Subsequent expenses are as follows:

   Product (`)

Particulars ‘A’ ‘B’ ‘C’

Material 100 75 25

Direct 200 125 50

Overheads 150 125 75

Total 450 325 150

Sales 6,300 4,800 2,500

Apportion the joint expenses. (6 marks)

Answer:

Statement Showing Apportionment of Joint Expenses

Particulars A B C Total

Sales 6,300 4,800 2,500 13,600

(-) Profit 2,100 1,200 375 3,675

Total Cost (Joint & Separate Cost) 4,200 3,600 2,125 9,925

Separate Expenses 450 325 150 925

Share of Joint Expenses 3,750 3,275 1,975 9,000

 Space to write important points for revision 

2018 - June [4] (b) CBA Ltd., manufactures certain grades of products
known as M, B1 and B2. In course of manufacture of product M (main
product), by-products-B1 and B2 emerge. The joint expenses of manufacture
amount to ` 2,37,600.
All the three products are processed further after separation and sold as per
details given below:

Product-M (By products)
Product B1 Product B2

Sales (`) 2,00,000 1,20,000 80,000
Cost incurred after separation (`) 20,000 15,000 10,000
Profit as percentage on sales 25 20 15



[Chapter  10] Process Costing O 8.373

Total fixed selling expenses are 10% of total cost of sales which are
apportioned to the three products in the ratio of 20:40;40.

Required:
(i) Prepare a statement showing the apportionment of joint costs to the

products (M, B1 and B2)
(ii) If the product B1 (by product) is not subject to further processing and

is sold at the point of separation, for which there is a market at
` 1,00,440 without incurring any selling expenses, would you advise
its disposal at this stage? Show the workings. (7 marks)

Answer:

(i) Statement of Apportionment of Joint Cost

Particulars Total Product By-Products

M B1 B2

` ` ` `

Sales 4,00,000 2,00,000 1,20,000 80,000

Less: Profit    86,000    50,000    24,000   12,000

Cost of Sales 3,14,000 1,50,000 96,000 68,000

Less: Selling & Distribution
Expenses

(10% of ` 3,14,000 in the Ratio
20:40:40) 31,400 6,280 12,560 12,560

Cost of Production 2,82,600 1,43,720 83,440 55,440

Less: After Separation Cost    45,000    20,000    15,000   10,000

Joint Cost 2,37,600 1,23,720    68,440   45,440

(ii) By product B1 earns ` 24,000 as profit after separation

Profit before separation = ` 1,00,440 – ` 68,440 = ` 32,000
If By product B1 is sold before further processing, then the profit of the
by product may be increased by ` (32,000 - 24,000) = ` 8,000.
Hence it is advisable to sell the product B1 at the point of separation.
 Space to write important points for revision 
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2018 - Dec [4] (b) The following details are extracted from the costing
records of EVINIE LTD., an oil mill for the year ended 31st March, 2018.
Purchased 2000 tons of copra for ` 1,00,000 and other expenses were as
under:

Crushing (`) Refining (`) Finishing (`)

Cost of Labour 10,000 6,000 4,000

Sundry Material 4,000 3,000 2,000

Electric Power 3,000 2,000 1,600

Steam 2,000 2,000 1,500

Repair of Machine 2,000 1,000 500

Cost of Casks – – 7,500

Factory Expenses were ` 10,000 to be apportioned on the basis of wages.
1700 tons of crude oil was produced; 1540 tons of oil was refined and finally
1500 tons of oil was finished for delivery. Realised ` 2,000 from sale of
sacks; ` 5,000 by sale of 250 tons of copra residue and ` 5,100 by sale of
120 tons of by-products in refining process.
Prepare Process Accounts for the year ending on 31st March, 2018.

(7 marks)
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CHAPTER AT A GLANCE

S. No. Topic Important Highlights

1. Operating
Costing

Meaning
Operating Costing is the method of ascertaining
costs of providing / operating / rendering a service. 

Applicability
It is applicable to undertakings that provide
services rather than produce commodities. The
focus is on ascertaining the cost of services rather
than the cost of manufacturing a product. 

2. Features of
Service
Costing

The main features of operating costing are as
following:
1. The undertaking which adopts service costing

does not produce any tangible goods. 
2. The expenses are divided into fixed and

variable cost.
3. The cost unit may be simple or composite. 
4. Total cost is averaged over the total amount

of service rendered.
5. Costs are usually computed period-wise.
6. Service costing can be used for service

performed internally or externally.
7. Documents like the daily log sheet, cost sheet

etc. are used for the collection of cost data.

3. Application of
Service
Costing

Service costing is very useful in determining the
cost of providing services which became a base
for ascertaining the price of services. Service
costing is extensively used in Transport industries.
Hotel industries, electricity company etc.
Service costing helps an organisation in
ascertaining:
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1. Inter-departmental service prices
2. Service cost to be charged from outside clients
3. Benchmarking the processes/operations
4. Tracking and controlling the excess cost

4. Unit 

Costing and
Multiple
Costing

Unit Costing: It refers to a costing method which
is used when cost units are identical. Cost units
that are identical should have identical costs. It is
mainly used where a single product is the cost
object. It is mainly used in mining, quarries and
cement industries.

Multiple Costing: It refers to the method of
costing followed by a business wherein a large
variety of articles are produced, each differing
from the other both in regard to material required
and process of manufacture. In such cases, cost
of each article is computed separately by using,
generally, two or more methods of costing.

Cost Unit

Determining the suitable cost unit to be used for
cost ascertainment is a major problem in service
costing. Selection of a proper cost unit is a difficult
task. A proper unit of cost must be related with
reference to nature of world and the cost
objectives. The cost unit related must be simple
i.e. per bed in a hospital, per cup of tea sold in a
canteen and per child in a school. In a certain
cases a composite unit is used i.e. Passenger:

Kilometer in a transport company.

Examples of Cost Units in different Service
Industries:

1. Passenger transport Kilometer

2. Goods transport Ton – Kilometer

3. Hotel Per room per day

4. Hospital Per bed per day 
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5. Canteen Per item, per meal

6. Water supply Per 1000 liters

7. Electricity Per kilowatt

5. Cost Unit
Determination

The principle of operating costing is to accumulate
costs under suitable headings and to express
them in terms of number of units of service
rendered. Unlike production activities where cost
unit is readily ascertainable, operating costing
requires the determination of cost units /
denominator factors for expression of costs. 

Some illustrations of cost units usually used in various service undertakings
are as below:

Hospital Patients Days; Room days; Operations

Hotels Guest days; Room days

Passenger Transport Passenger – Kilometres

Cargo Transport Quintal – Kilometres or Tonne – Kilometres

Canteens Number of meals served; Number of tea cups
Sold etc.

6. Collection of
costing data in
service sector

Costs relating to service sector is collected and
presented under two heads.

Such a presentation of costs under different
categories helps in improving control over costs.



[Chapter  11] Operating or Service Costing O 8.379

7. Methods of
costing used
in service
sector

The various methods of costing under service
costing is described below:

Methods of Costing:

1. Job

Costing

Under this method cost of service
is ascertained by assigning costs
to separate identifiable jobs.

2. Process
Costing

Under this method cost of service
is ascertained by assigning cost
to various similar units and then
finding out unit cost on particular
process.

3. Hybrid
Costing

Under this method of costing
element of both job and process
costing are combined for
ascertaining the service cost.

8. Job costing
method

Steps for assigning cost to separate service:
1. A job is identifiable and chosen as cost job.
2. direct costs are identified for the job.
3. indirect costs are identified for the job.
4. indirect costs are allocated to job.
5. rate per unit is used for allocation of cost to

job.
Rate per unit = Budgeted total indirect cost 
Budgeted total quantity of cost allocation base

9. Customer
costing in
service sector

Customer costing is based on customer
satisfaction. Various service industries such as
banking, hotel, etc are using customer costing for
ascertaining costs. For the purpose of customer
costing, costs are divided into three categories:-
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Costs 1. Customer
Specific
Costs

Costs for providing service to
specific customers.

2. Customer
Line
Costs

Costs are divided into certain
categories and not assigned to
specific customer.

3. Company
Costs

Costs not assigned to specific
customer and customer line
form part of company cost.

DESCRIPTIVE QUESTIONS

2009 - June [6] (b) Define 'Operating Costing' and mention at least five

activities where it is applicable. (5 marks) [CMAIG - II]

Answer :

Meaning of Operating Costing

Operating Costing is a method of ascertaining the cost of providing or

operating a service within or outside the undertaking. It is also known as

"Service Costing".

CIMA London, defines Operating Costing as "that form of operating costing

which applies where standardized services are rendered either by an

undertaking or by a service cost centre within an undertaking."

Industries in which Operating Costing is applied

Operating Costing is applied in those undertakings which are engaged in

providing services rather than manufacturing of tangible products. It is

generally applied in- (a) Road Transport, Railways, Airlines (b) Hotels (c)

Hospitals (d) Electricity Supply Companies (e) Water Supply Companies (f)

Gas Supply Companies (g) Cinema (h) Canteen.

 Space to write important points for revision 



[Chapter  11] Operating or Service Costing O 8.381

2013 - June [8] Answer the following:
(e) State the appropriate costing method and cost units for each of the

following industries:
(i) Textiles; (ii) Canteen;  (iii)   Medicines; (iv) Paper; (v) Oil Refinery.

(5 marks) [CMAIG - II]

Answer :

Industry Costing Method Cost Unit

Textile

Canteen

Medicines
Paper

Oil Refinery

Process Costing

Operating Costing

Batch Costing
Unit Costing/Process Costing

Process Costing

Per meter (or any unit of, length)

Per meal/per item

Per batch
Per ream (or any unit of numbers)

Per tonne/per litre (or any unit of)

 Space to write important points for revision 

PRACTICAL QUESTIONS

2008 - Dec [4] (b) A hotel has a capacity of 100 single rooms and 20 double
rooms. The average occupancy of both single and double rooms is expected
to be 80% throughout the year of 365 days. The rent for the double rooms
has been fixed at 125% of the rent of the single room. The costs are as
under:

Variable costs : Single room ̀  220 each per day : Double room  ` 350
each per day.

Fixed costs : ` 49,64,000

Calculate the rent chargeable for single and double rooms per day in
such  a way that the hotel earns a margin of safety of 20% on hire of room.

(10 marks) [CMAIG - II]

Answer :

Single room occupancy = 100 × 365 × 80% = 29,200

Double room occupancy = 20 × 365 × 80%  = 5,840
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Total Cost for the year:

Variable cost:

For single room 29,200 × 220 = ` 64,24,000

For double room 5,840 × 350 = `  20,44,000

84,68,000

Fixed Cost 49,64,000

Total Cost             ` 1,34,32,000

Add: Margin of safety@20%     `  26,86,400

Total Revenue ` 1,61,18,400

Effective no. of rooms = 29,200 ×1 + 5,840 × 1.25  = 36,500

Rate  for single room = 1,67,90,000/36,500 = ` 460/-

Rate  for double room = 460 × 1.25 = ` 575 /-

Rate  for single room = ` 460/-

Rate  for double room = ` 575 /-
 Space to write important points for revision 

2009 - Dec [5] (b) A hotel has a capacity of 100 Single rooms and 20 Double

rooms. The average occupancy of both single and double rooms is expected

to be 80% throughout the year of 365 days. The rent for double room has

been fixed at 125% of the rent of single room. The costs are as under :

Variable Costs : Single room ` 220 each per day, Double room ` 350 each

per day.

Fixed Costs : Single room ` 120 each per day, Double room ` 250 each per

day.

(calculated on the basis of current occupancy level)

Calculate the rent chargeable for single and double rooms per day in such

a manner that the hotel earns a profit of 25% on cost at current occupancy

level. (5 marks) [CMAIG - II]

Answer :

Total collection of single room in a year = 100 × 365 × 80%  ` 29,200

Total collection of double room in a year = 20 × 365 × 80 % = ` 5,840.
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Total cost for Single room

Variable Cost 220

Fixed Cost 120

Add margin 25%   85

425

Total cost for Double room

Variable Cost 350

Fixed Cost 250

600

Add margin 25% 150

750

 Space to write important points for revision 

2010 - June [6] (a) Zenith Transport Company has given a route 40
kilometers long to run bus. The bus costs the Company a sum of ̀  1,00,000.
It has been insured at 3% p.a. and the annual tax will amount to ` 2,000.
Garage rent is ` 200 per month. Annual repairs will be ` 2,000 and the bus
is likely to last for 5 years. The driver’s salary will be ̀  300 per month and the
conductor’s salary will be ` 200 per month in addition to 10% of takings as
commission (to be shared by the driver and conductor equally).

Cost of stationery will be ` 100 per month. Manager-cum-accountant’s
salary is ` 700 per month. Petrol and oil will be ̀  50 per 100 kilometers. The
bus will make 3 up and down trips carrying on an average 40 passengers on
each trip.

Assuming 15% profit on takings, calculate the bus fare to be charged
from each passenger. The bus will run on an average 25 days in a month.

(8 marks) [CMAIG - II]

Answer :
Statement showing the fare to be charged from one passenger for one K.M.

Fixed Expenses Per annum Amount

` ` per month
Insurance charges 3,000
Taxes 2,000
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Garage rent 2,400

Driver’s salary 3,600

Conductor’s salary 2,400

Cost of stationery 1,200

Manager cum Accountant salary 8,400

23,000 1,916.7

Variable Expenses

Depreciation 20,000 1,666.7

Repairs   2,000    166.6

Petrol    3,000

Commission       900

Total cost per month    7,650

Profit 15% on takings    1,350

9,000

Fare per passenger km. =  = ` 0.0375

Fare per passenger =  =  ` 1.50

Working notes:

In order to compute the amount of commission payable to the driver and the

conductor, total takings will have to be calculated.

Let total be ‘X’

Commission will be =  

Profit to be charged will be =  

Total costs per month without including commission are:

 x = 6,750 +  + 

Or  x –  -  = 6,750
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Or    = 6,750

15x = 6,750 × 20

x =  = 9,000

Total passenger km.  = 40 × 2 × 3 × 25 × 40 = 2,40,000.
 Space to write important points for revision 

2011 - June [3] (b) The following cost data pertaining to the year 2010-11
have been collected from the books of ABC Power Co. Ltd. prepare a cost
sheet indicating the cost of generation of power per unit of KWH. 
Total unit generated are 15,00,000.

`
Operating Labor 16,500
Plant Supervision 5,250
Lubricant & Supplies 10,500
Repairs & Maintenance 21,000
Capital Cost 1,50,000
Administrative Overhead 9,000
Coal consumed per KWH 1.5 Ibs. and cost of coal delivered to the Power
Station is ` 33.06 per metric tonne. Depreciation rate chargeable is 4% per
annum and interest on capital is to be taken at 7%. 

[Given : 1 Metric tonne = 2,204.62 Ibs.] (8 marks) [CMAIG - II]

Answer :

Cost of Generation of Power (Per KWH)
Unit generated 15,00,000 KWH

Particulars Amount

(`)

Cost per
KWH

(`)

Coal (Ref. Note 1)
Operation Labor
Lubricant & Supplies

Sub-total (a)

33,740
16,500
10,500
60,740

0.0225
0.0110
0.0070
0.0405
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Semi variable cost:
Repair & Maintenance

Sub-total (b)

Standing Charges: 
Plant Supervision
Administration overhead

Depreciation 4% on ` 1.5 Lakh
Interest on Capital @ 7% on 1.5 lakh

Sub-total (c)

Grand Total (a + b + c)

21,000
21,000

5,250
9,000
6,000

10,500
30,750

1,12,490

0.0140
0.0140

           
0.0205

0.0750

Note1:

Coal consumption =  = 1,020.58

   Cost = (1,020.58 × 33.06) = ` 33,740
 Space to write important points for revision 

2011 - Dec [6] (a) Following are the particulars given by the owner of a hotel.
You, as a Cost & Management Accountant, are requested to advise him that
what rent should he charge from his customers per day so that he is able to
earn 25% on cost other than interest:

(i) Staff salaries ` 80,000 per annum.

(ii) Room attendants salary ` 2 per day. The salary is paid on daily basis
and services of room attendant are needed only when the room is
occupied. There is one room attendant for one room.

(iii) Lighting, heating and power. The normal lighting expenses for a room
if it is occupied for the whole month is ` 50. Power is used only in
winter and normal charge per month if occupied for a room is ` 20.

(iv) Repairs to Building—` 10,000 per annum.

(v) Linen, etc.—` 4,800 per annum.

(vi) Sundries—` 6,600 per annum.

(vii) Interior decoration, etc.—` 10,000 per annum.

(viii) Cost of Building at ` 4,00,000 and its depreciation rate is 5%.

(ix) Other equipment at ` 1,00,000 and its depreciation rate is 10%.
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(x) Interest @ 5% may be charged on its investment in the buildings and
equipment.

(xi) There are 100 rooms in the Hotel and 80% of the rooms are normally
occupied in summer and 30% rooms are busy in winter.

[You may assume that period of summer and winter is six months each.
Normal days in a month may be assumed to be 30.]

(10 marks) [CMAIG - II]

Answer :

Statement of rent per room per day

Particulars Amount (`) Amount per
annum (`)

Staff salary 80,000

Salary of room attendants
Summer 100×80%×2×30×6
Winter 100×30%×2×30×6

28,800
10,800 39,600

Heating & Lighting
Summer 100×80%×50×6

Winter 100×30%×50×6

24,000

9,000 33,000

Power 100×30%×20×6 3,600

Repairs to building 10,000

Linen 4,800

Sundries 6,600

Interior decoration 10,000

Depreciation
Buildings (4,00,000×5%)
Other equipments (1,00,000×10%)

20,000
10,000 30,000

Total Cost per annum
Add: Profit @ 25% on cost before interest

2,17,600
54,400

Interest on Investment (5,00,000×5%) 25,000

Total Revenue required per annum 2,97,000
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Total room days per annum
Summer 100×80%×30×6 = 14,400 days
Winter 100×30%×30×6 =   5,400 days

Room rent per day

19,800 days
2,97,000/19,800 ` 15 per day

 Space to write important points for revision 

2012 - Dec [2] (a) A Sales Manager of a large Retail chain has to travel

extensively to visit the various sales outlets. Currently he is hiring an

airconditioned car to make the trip at a cost of ` 20 per kilometer. The office

is considering the following two alternatives:

(i) to buy a new small car at a cost ` 4.50 lakhs, which will be disposed

of at a price of ` 1 lakh after 5 years;

(ii) to buy a second hand car at a cost of ` 4.50 lakhs, which will be

disposed of at a price of ` 50,000 after 5 years.

The following further particulars are provided:

For New Car For Old Car

Repairs & Servicing per annum `15,000 ` 25,000 

Taxes and Insurance per annum ` 6,000 ` 3,500 

Petrol consumption per litre 15 km 12 km 

Petrol/Diesel price per litre ` 75 ` 48 

Currently the Sales Manager has to travel 12,000 km annually, which is likely

to increase to 18,000 km annually.

You are required to work out which of the three alternative transport will be

most economical if the Sales Manager travels 12,000 km and 18,000 km

respectively. (3 + 3 + 2 + 2 = 10 marks) [CMAIG - II]
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Answer:

Comparative cost management for new car and old second hand car

Particulars For New

Car

Small `

Particulars For Old

Car `

Fixed cost per annum

Depreciation

 

70,000 Depreciation 80,000

Repair & Services 15,000 Repair & Services 25,000

Taxes & Insurance 6,000 Taxes & Insurance 3,500

91,000 1,08,500

Variable Cost Variable Cost

Petrol cost (75/15) ` 5 per km Diesel cost(48/12) ` 4/ km

Petrol cost for 12,000 Km 60,000 Diesel cost for 12,000 km 48,000

Petrol cost for 18,000 Km 90,000 Diesel cost for 1,80,000 km 72,000

Total cost for 12,000 km 1,51,000 Total cost for 12,000 km 1,56,000

Total cost for 18,000 1,81,000 Total cost for 18,000 km 1,80,000

(i) For 12,000 km = 12,000 × 20 = ` 2,40,000

(ii) For 18,000 km = 18,000 × 20 = ` 3,60,000

Conclusion 

Hired car is costlier in both the cases.

New Small Car is Cheaper For 12,000 km

Second Hand Car is Cheaper For 18,000 km 

 Space to write important points for revision 

2012 - Dec [7] A Primary School has a total of 150 students consisting of 5

sections with 30 students per section. The school plans for outing around the

city during the weekend. A private transport operator has come forward to

hire the buses for taking the students. Each bus will have a maximum

capacity of 50 (excluding 2 seats reserved for teachers accompanying the
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students). The school will employ two teachers for each bus, paying them an

allowance of ` 100 per teacher. The operator will hire out the required

number of buses. The following are the other cost estimates:

Breakfast ` 10 per student

Lunch ` 20 per student

Tea ` 6 per student

Entrance fee at zoo ` 4 per student

Rent per bus ` 1,300

Special permit fees `100 per bus

Block entrance fees at planetarium ` 500

Prizes to students for games ` 500

No costs are incurred in respect of accompanying teachers (except

allowance of ` 100 per teacher).

You are required to prepare a statement showing total cost and also average

cost per student for the levels of 30,60,90,120 and 150 students.

(3 + 3 + 3 + 1 = 10 marks) [CMAIG - II]

Answer:

Statement of Variable Cost

Particulars Amount in `

30

students

60

students

90

students 

120

students

150

student

s

Breakfast @ 10/ student 300 600 900 1,200 1,500

Lunch @ ` 20/ student 600 1,200 1,800 2,400 3,000

Tea @ ` 6/ student 180 360 540 720 900

Entrance fee @ ` 4/

student 

120 240 360 480 600

Total 1,200 2,400 3,600 4,800 6,000
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Statement of Semi-Variable Cost

Particulars Amount in `

30

Students

60

Students

90

Students

120

Students

150

Students

Rent of bus 1,300 2,600 2,600 3,900 3,900

Permit fees 100 200 200 300 300

Allowance to teachers 200 400 400 600 600

1,600 3,200 3,200 4,800 4,800

Statement of Fixed Cost

Particulars Amount in `

30

Students

60

Students

90

Students

120

Students

150

Students

Block entrance fees at 500 500 500 500 500

Planetarium

Prizes to students for

games 500 500 500 500 500

1,000 1,000 1,000 1,000 1,000

Particulars Amount in `

30

Students

60

Students

90

Students

120

Students

150

Students

Total Cost 3,800 6,600 7,800 10,600 11,800

Average cost per student 126.67 110.00 86.67 88.33 78.67

 Space to write important points for revision 
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2014 - June [4] (b) ANSTIM TRANSPORT LTD., a transport company has
been given a twenty Kilometer long route to ply a bus. The bus costs the
company ` 10 lakh. It has been insured at 3% per annum. The annual road
tax amounts to ` 20,000. Garage rent is ` 4,000 per month. Annual repair is
estimated to cost ` 23,600 and the bus is likely to last for five years.

The salary of the Driver and the Conductor is ̀  6,000 and ̀  2,000 per month
respectively in addition to 10% of the takings as commission to be shared
equally by them. The Manager Salary is ` 14,000 per month and stationery
will cost ` 1,000 per month. Petrol and Oil will cost ` 500 per 1000
kilometres. The bus will make three round trips per day carrying on average
40 passengers in each trip.

Assuming 15% profit on takings and that the bus will ply on an average 25
days in a month.

Required:

Prepare Operating Cost statement on a full year basis and also calculate the
bus fare to be charged from each passenger per kilometre.

(6 + 2 = 8 marks) [CMAIG - II]

Answer:

Anstim Transport Ltd.

Statement showing the fare to be charged from one passenger for one

K.M.

Particulars Per annum

(`)

Fixed Expenses

Insurance Charges Contribution per labour hour (`) 30,000

Taxes 20,000

Garage Rent 48,000

Driver’s Salary Contribution per labour hour (`) 72,000

Conductor’s Salary 24,000

Cost of Stationery 12,000

Manager cum Accountant Salary 1,68,000

Depreciation 2,00,000

5,74,000
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Variable Expenses

Repairs 23,600

Petrol [36,000/1,000×500] 18,000

Total cost 6,15,600

Commission 82,080

Profit 15% on takings 1,23,120

Total takings 8,20,800

Calculation of bus fare to be charged:

(i) Effective km (20km × 2 × 3 × 25 × 12) = 36,000km

(ii) Effective Passenger kilometers (36,000 km × 40) = 14,40,000

passenger km

(iii) Total Takings = ` 8,20,800

(iv) Rate to be charged per kilometer from each passenger 

(` 8,20,800 / 14,40,000) = 0.57

Calculation for Commission and Profit:

In order to compute the amount of commission payable to the driver and the

conductor, total takings will have to be calculated.

Let total be ‘X’

Commission will be = 

Profit to be charged will be =  

Total costs per month without including commission are:

X = 6,15,600 +  + 

Or X -  -  = 6,15,600

Or  = 6,15,600
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15X = 6,15,600 x 20

X =   = ` 8,20,800

Hence Commission @10% = ` 82,080

 Space to write important points for revision 

2015 - June [1] (d) GYANI Transporter is running 8 buses between two cities

which are 90 kilometres apart. Seating capacity of each bus is 52

passengers but actual capacity is 80%.

Calculate the total passenger kilometres for the month of May, 2015.

(2 marks) [CMAIG - II]

Answer:

Passenger kilometer for the month of May, 2015 

= 8 buses × 90 Km × 52 seats × 80% capacity utilization × 31 days × 2

= 18,57,024 Passengers Kilometers.

 Space to write important points for revision 

2017 - June [5] (a) The following information relating to two vehicles is

given. Prepare the Operating Cost Statement and determine the cost per

running kilometre for each vehicle.

Vehicle A (`) Vehicle B (`)

Cost of vehicle 25,000 15,000

Road licence fee per year 750 750

Supervision yearly Salary 1,800 1,200

Driver’s wages per hour 4.00 4.00

Cost of fuel per litre 1.50 1.50

Repairs and maintenance per km 1.50 2.00
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Tyre cost per km 1.00 0.80

Garage rent per year 1,600 550

Insurance yearly 850 500

Kilometres run per litre 6 5

Kilometres run during the year 15,000 6,000

Estimated life of vehicle (km) 1,00,000 75,000

Charge interest at 10% on the cost of vehicle. Each vehicle runs 20 km. per

hour on an average. (8 marks)

Answer:

Statement of Operating Cost Per Running Km.

Particulars Vehicle A Vehicle B

A. Standing Charges

Road licence 

Insurance 

Garage Rent

Supervision Salary

Interest @ 10%

750

850

1,600

1,800

2,500

750

500

550

1,200

1,500

Standing Charges P. A. 7,500 4,500

Km Run per Annum 1,500 6,000

Standing Cost Per km

A = , B = 0.5 0.75

B. Running & Maintenance Cost per km.

Tyre cost

Driver Salary (4 per hrs. for 20 km)

 

1

0.2

0.8

0.2
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Cost of fuel per Km

A =  , B = 

Running & Maintenance 

Depreciation

A = , B = 

0.25

1.50

0.25

0.30

2.00

0.20

Variable Cost 3.20 3.50

Operating Cost per km (A + B) 3.70 4.25

 Space to write important points for revision 

2017 - Dec [5] (a) Shri Rajesh Agarwal has started transport business with

a fleet of 10 taxies. The various expenses incurred by him are given below:

(i) Cost of each taxi ` 3,00,000

(ii) Salary of Office Staff ` 5,000 p.m.

(iii) Salary of Garage’s Supervisor ` 10,000 p.m.

(iv) Rent of Garage ` 5,000 p.m.

(v) Drivers Salary (per taxi) ` 10,000 p.m.

(vi) Road Tax and Repairs per taxi ` 6,000 p.a.

(vii) Insurance premium @ 6% of cost p.a.

The life of a taxi is 300000 Km. and at the end of which it is estimated to be

sold at ` 25,000. A taxi runs on an average 6000 Km. per month of which

10% it runs empty, petrol consumption 11 Km. per litre of petrol costing ̀  72

per litre. Oil and other sundry expenses amount to ` 50 per 100 Km.

Calculate the effective cost of running a taxi per kilometre. If the hire charge

is ` 13 per kilometre on average, find out the profit that Shri Agarwal may

expect to make in the first year of operation. (8 marks)
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Answer:

Statement showing computation of effective cost and profit for the

year:

Particulars Amount

(`)

Amount

(`)

Fixed expenses:

Salary of staff 5,000

Salary of garage supervisor 10,000

Rent of garage 5,000

Driver Salary (10 × 10,000) 1,00,000

Road tax and repairs (6,000 × 10/12) 5,000

Insurance premium (3,00,000 × 6% × 10/12) 15,000 1,40,000

Fixed cost of 10 taxis per month

Cost per taxi = ` 1,40,000/10 = ` 14,000 

Cost per km = 14,000/6,000 = 2.33 2.33

(Alternatively, Fixed Cost per Taxi may be worked

out directly)

Running Costs:

Depreciation [(3,00,000 – 25,000) / 3,00,000] 0.92

Petrol (72/11) 6.55

Oil & sundry expenses (50/100) 0.50

Cost 10.30

Effective cost per Km = 10.30 × (100/90) 11.44

Profit for the year = (13.00 – 1 1.44) × 10 × 5,400 × 12 = ` 10,10,880

 Space to write important points for revision 

2018 - June [5] (a) JANATA TRANSPORT LTD. a Transport Company is

running 4 buses between two towns which are 50 kms. away. Seating

capacity of each bus is 40 passengers. The following information is obtained

from its books for November, 2017:
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Particulars ` 

Wages of drivers, conductors and cleaners 24,000

Salaries of office and supervisory staff 10,000

Diesel, oil and other lubricants 40,000

Repairs and maintenance 8,000

Taxes, insurance etc. 16,000

Depreciation of buses 26,000

Interest and other charges 20,000

Actual passengers carried were 75% of the seating capacity. All the 4 buses

ran on all the days of the month. Each bus made one to and fro round trip

per day.

Prepare the Operating Cost Statement and determine the cost per

passenger km. for each bus. (8 marks)

Answer:

Operating Cost Statement

Particulars Amount in `

(A) Fixed Costs or Fixed Charges:

Wages of Drivers, Conductors and Cleaners 24,000

Salary of Office and Supervisory Staff 10,000

Taxes, Insurance etc. 16,000

Interest and Other Charges 20,000

Depreciation of Buses     26,000

Total Fixed Costs     96,000

(B) Variable Costs or Running Charges:

Diesel, Oil and other Lubricants 40,000

Repairs and Maintenance  8,000

Total Variable Costs or Running Charges     48,000
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(C) Total Operating Charges or Cost (A + B)  1,44,000

(D) Effective Passenger kms. 3,60,000

(E) Cost per Passenger km. (C/D) 0.40

Note: Depreciation can also be shown as Variable Cost or Running Charges

as per study module.

Working Note:

Calculation of Effective Passenger kms.:

kms. in one round trip = 50 x 2 = 100 kms

Passenger kms. = Buses x Trip kms. x Trips x Days x Passengers x Capacity

= 4 x 100 x 1 x 30 x 40 x75%

= 3,60,000 Passenger kms.

 Space to write important points for revision 

2018 - Dec [5] (a) GOLDEN TRANSPORT CO. has been given a route 20

km. long for running buses. The company has a fleet of 10 buses each

costing ` 60,000 and having a life of 5 years without any scrap value.

The following are estimated expenditure and other details:

(i) Insurance charges 3% p.a.

(ii) Annual tax for each bus ` 3,000

(iii) Total garage charges `  4,000 p.m.

(iv) Driver’s salary for each bus ` 10,000 p.m.

(v) Conductor’s salary for each bus ` 7,000 p.m.

(vi) Annual repairs to each bus ` 6,000

(vii) Commission to be shared by the driver and

conductor equally: 10% of the takings

(viii) Cost of stationary ` 1,500 p.m.
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(ix) Manager’s salary ` 12,000 p.m.

(x) Accountant’s salary ` 9,000 p.m.

(xi) Petrol and oil ` 400 per 100 km.

Each bus will make 3 round trips carrying on an average 40 passengers on

each trip. The bus will run on an average for 25 days in a month.

Assuming 15% profit on takings, Calculate the bus fare to be charged

from each passenger. (8 marks)
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CHAPTER AT A GLANCE

S.
No.

Topic Important Highlights

1. Meaning (a) It is a technique of decision making, which 
involves :
  (i) Ascertainment of Total Costs, 
 (ii) Classification of Costs into – (1) Fixed and

(2) Variable, 
(iii) Use of such information for analysis and

decision – making. 
(b) Thus, Marginal Costing is defined as the

ascertainment of Marginal Cost and of the
effect on Profit of changes in volume or type of
output, by differentiating between Fixed Costs
and Variable Costs. 

(c) Marginal Costing is mainly concerned with
providing of information to Management to
assist in decision-making and to exercise
control. 

(d) Marginal Costing is also known as ‘Variable
Costing’ or ‘Out of Pocket Costing’.

2. Factors In Marginal Costing decision the following factors
are to be considered– 
Contribution: Whether the product or option under
consideration make a Contribution or not, is the
basic consideration. If there is No Contribution or
Negative Contribution, the proposal is not
acceptable. 
Specific Fixed Cost, if any: Where a choice is to
be made between two courses of action, the
additional Fixed Overhead, if any, should be taken
into account. 
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CVP relationship: The effect of increase in volume
on Profits, and the rate of earning additional
Profits, should be analysed. 
Incremental Contribution: Where additional
quantities can be sold only at reduced prices,
Incremental Contribution will be more effective in
decision making, as it takes into account the
Additional Sale Quantity and Additional
Contribution per unit.
Capacity: Whether acceptance of the incremental
order, or additional product line is within the Firm’s
capacity or whether Key Factor comes into play,
should be analysed. 
Non-Cost Factors: Non-Cost Factors should also
be considered, wherever applicable.

3. Advantages • Pricing decisions
• Overhead Variances
• True Profit
• Break-Even Analysis
• Control over Expenditure
• Business Decision-Making

4. Limitations • Difficult to classify
• Contribution is not final
• Wrong pricing decisions
• Stock Valuation
• Naive assumptions
• Ignores time value

5. Other Types of
Costing

1. Direct Costs

(a) Direct Costing is the practice of charging
all Direct Costs to operations, processes or
products, leaving all Indirect Costs to be
written off against profits in the period in
which they arise. 
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(b) Under Direct Costing, stocks are valued at
Direct Costs, i.e. Cost whether fixed or
variable, which can be directly attributable
to the cost units.

(c) Direct Costing differs from Marginal
Costing in  the sense that some Fixed
Costs considered direct are charged to
operations, processes or products,
whereas in Marginal Costing only Variable
Costs are considered in inventory
valuation. 

2. Differential Cost

Differential Cost is “the increase or decrease in
total cost or the changes in specific elements
of cost that result from any variation in
operations”. It represents an increase or
decrease in total cost resulting out of –

(a) Producing or distributing a few more or few
less of the products,

(b) A change in the method of production or of 
distribution, 

(c) An addition or deletion of a product or a 
territory, and

(d) Selection of an additional sales channel.

Differential Cost, thus includes Fixed and
Semi-Variable expenses. It is the difference
between the total cots of two alternatives. It is
an ad hoc cost determined for the purpose of
choosing between competing alternatives,
each with its own combination of income and
costs. Differential Cost may be incremental or
decrement.
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6. Break- Even

Point

It is the level of sales where the contribution is

sufficient only to recover fixed costs.

Assumptions of Break- Even Analysis

1. Costs can be classified in to variable and fixed

costs only.

2. Revenue and cost functions are linear over the

range of activity.

3. Certain factors remain unchanged like:

(a) Selling price per unit

(b) Variable cost per unit

(c) Total fixed costs

(d) Productivity of factors of product

(e) Sales Mix remains unchanged.

7. Break- Even

Chart

It is the graphical representation of cost volume

profit relationship which shows 

1. Profitability 

2. BEP

3. Angle of Incidence 

4. Margin of Safety

Types of break- even chart are:-

1. Contribution Break- Even Chart

2. Cash Break- Even Chart

3. Control Break- Even Chart

4. Analytical Break- Even Chart

5. Product wise Break- Even Chart

6. Profit Graph Break- Even Chart

8. Margin of

Safety

Difference between Total Sales and the Sales at

Break-Even Point

9. Indifference

Point

Level of Sales at which Total costs (and hence

Total Profits) of two options are equal. The decision

– maker is indifferent as to option chosen, since

both options lead to same profit.
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10. Indifference

Point

Formula &

Significance

Formulae:

Indifference Point in `: Difference in Fixed Cost ÷

Difference in Variable Cost Ratio

OR

Difference in Fixed Cost ÷ Difference in P V Ratio

Indifference Point Quantity: Difference in Fixed

Cost ÷ Difference in Variable Cost per unit

OR

Difference in Fixed Cost ÷ Difference in

Contribution per unit

11. Shut Down

Point

Level of operations (Sales) below which it is not

justifiable to pursue operations / productions.

Contribution is insufficient even to recover

Avoidable Fixed Costs.

12. Shut Down

Point –

Formula &

Significance

Formula: Shut Down Point (in `) = Avoidable

Fixed Costs ÷ PVR

Shut Down Point (Qty.) = Avoidable Fixed Costs ÷

Contribution per unit.

Note: Avoidable Fixed Costs = Total Fixed Costs – Minimum

(Unavoidable) Fixed Costs

Level of

Sales

Decision Reason

Below SD

Point

Close

Down

Operations

Avoidable Fixed Costs are not fully

recovered. It is better to close down & save

additional expenditure.

At SD Point Continue

Operations

Avoidable Fixed Costs are just recovered

Above SD

Point

Continue

Operations

Avoidable Fixed Costs are recovered.

Further Contribution leads to recovery of

balance Fixed Costs.
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13. Non-Cost

considerations

in Shut Down

Point

1. Loss of Market Share to competition,

2. Loss of Goodwill and Market Image

3. Availability of Skilled Labour on re-opening

4. Risk of obsolescence of Machinery

5. Need to maintain machine in operating

condition

Key Factor

Key Factor/Budget Factor/Critical Factor

represents a resource whose availability is less

than its requirement. Denotes a Resource

Constraint situation.

Steps:

1. Identify the Key Factor

2. Compute Total Contribution or Contribution

per unit of the product.

3. Compute Contribution per unit of the Key

Factor, i.e., Contribution per Direct Labour

Hour, Contribution per kg of Raw Material,

etc.

4. Rank the products based on Contribution per

unit of the Key Factor.

5. Allocate the Key Resources based on Ranks

given above, and other conditions. 

14. Key Factor –

Principles

1. If Resource Availability < Requirement, it is

called Key Factor. If Resource Availability >

Requirement, it is called Idle Resource.

2. Key Factor and Idle Resource are mutually

exclusive terms and relate to two different

resources. The same resource cannot be a

Key Factor and Idle Resource, at the same

time.
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3. For identifying Key Factor, Availability =

Normal Resource Availability at normal cost.

Extended availability (like Overtime work for

Labour Hours) at extra cost, is not

considered.

4. For identifying Key Factor, Requirement =

Maximum Resource Requirement, i.e.,

resources required to achieve maximum

production and profit.

5. A Key Resource, if kept idle, will erode /

decrease contribution. Hence, a Key Factor

should generally consumed in full, and not

kept idle.

6. When minimum production condition is

involved, resources should be allocated

independent of the Key Factor ranking. For

additional resource requirements (i.e., over

and above the minimum resource

requirement), Key Factor Ranking Priority

will be used.

7. In case of multiple Key Factors for single

product decision, only one Key Factor will be

relevant. Production decision is based on

that Key Factor only.

8. In case of multiple Key Factors for

multi-product situations, with difference in

ranking priorities, LPP techniques may be

adopted for resource allocation.
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15. Factors in

Marginal

Costing

decision

1. Contribution

2. Specific Fixed Cost, if any

3. CVP relationship

4. Incremental Contribution

5. Capacity 

6. Non-Cost Factors
16. Formulae and

other hints

PV Ratio-Formula

1. (Contribution ÷ Sales)× 100

2. (Change in Contribution ÷ Change in Sales)

× 100

3. (Change in Profit ÷ Change in Sales) × 100

4. 100% - Variable Cost Ratio

BEP – Formula & Significance

Formulae : BES = Fixed Costs ÷ PV Ratio    BEQ

= Fixed Costs ÷ Contribution per unit

Level of Sales Impact on Profits

Less than BEP Firm incurs Losses.   [Contribution < Fixed Cost]

Equal to BEP No Profit & No Loss  [Contribution = Fixed Cost]

Greater than BEP Firm earns Profits.    [Contribution > Fixed Cost]

17. MOS –

Formula &

Significance

Formulae : MOS Value = Profit ÷ PV Ratio

MOS Quantity = Profit ÷ Contribution per unit

Significance:

1. Profit = Contribution earned out of MOS.

2. Low MOS means Firm has large Fixed Costs

and is more vulnerable to changes in Sales.

3. High MOS means a slight fall in Sales may

not affect the business very much.
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18. Typical

examples of

key factors are

Materials:

(a) Scarce raw material.

(b) Restrictions imposed by licences, quotas etc.

Labour:

(a) General shortage of workers.

(b) Shortage in skilled labour.

Plant:

(a) Imbalance in plant and equipment.

(b) Insufficient capacity due to shortage in

supply.

(c) Insufficient capacity due to lack of capital.

(d) Insufficient capacity due to lack of space.

(e) Bottlenecks in certain process, operations or

departments.

Management:

(a) Shortage of efficient staff and executives.

(b) Policy decisions.

Capital:

(a) Shortage of capital may reduce the

productive capacity e.g. Space/machinery.

(b) Reduction in development or promotional

expenditure.

(c) Insufficient capital restricting policy.

(d) Insufficient Research activity.

Sales:

(a) Market demand.

(b) Inefficient of Insufficient advertising.

(c) Shortage of good salesmen.

(d) Inadequate sales capacity.

(e) Government policy. 
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Distinction Between Marginal Costing and Absorption Costing

Particulars Marginal Costing Absorption Costing

1. Cost

Recognition

Only Variable Costs are

included for product costing

and inventory valuation.

Both Fixed and Variable

Costs are considered for

product costing and

inventory valuation.

2. Classification Classification of expenses is

based on nature, i.e. Fixed

and Variable.

Classification of expen-

ses is based on

functions, i.e. Adminis-

tration, Selling and

Distribution. 

3. Treatment of
Fixed Costs

Fixed Costs are regarded as
a Period Cost. Profit-ability
of different products is
analysed by their PV Ratio
(and not Net Profit Ratio)

Fixed Costs are charged
to cost of production.
Each product bears a
reasonable share of
Fixed Cost and thus the
profitability of a product
is influenced by the
apportionment of Fixed
Costs. 

4. Presentation Cost data presented
highlight the Total Contri-
bution and Contribution of
each product.

Cost data are presented
on conventional pattern.
Net Profit of each
product is determined
after subtracting Fixed
Cost along with their
variable costs. 

5. Effect of

Stockholding 

The difference in the

magnitude of Opening Stock

and Closing Stock does not

affect the unit cost of

production.

The difference in the

magnitude of Opening

and Closing Stock

affects the unit cost of

production due to the

impact of related Fixed

Cost.
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6. Variance

Reporting

In Variance Reporting, FOH

Expenditure There is no

Volume Variance since

Fixed Overheads are not

“absorbed”.

In Variance Reporting,

FOH Expenditure and

Volume variances can

be computed. Volume

variance can also be

sub-class i f ied in to

Capacity, Efficiency and

Calendar Variances. 

SHORT NOTES

2009 - June [8] Write a short note on the following:

(a) Cost Volume Profit Analysis; (5 marks) [CMAIG - II]

Answer:

Cost Volume Profit Analysis : Cost-volume-profit analysis (CVP analysis)
is an extension of the principles of marginal costing It studies the inter-
relationship of three basic factors of business operations :

(a) Cost of Production

(b) Volume or production of sales and

(c) Profit.

These three factors are inter-connected in such a way that they act and
react on one another because of cause and effect relationship between
them. The cost of a product determines its selling price and the selling price
determines the level of profit. The selling price also affects the volume of
sales which directly affects the volume of production and volume of
production in turn influences cost. In brief, variations in volume of production
results in changes in cost and profit. CIMA London has defined CVP analysis
as “the study of the effects on future profits of changes in fixed cost, variable
cost, sales price, quantity and mix.”

An understanding of CVP analysis is extremely useful to the

management in budgeting and profit planning. It explains the impact of the

following on the net profit :
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(a) Changes in selling prices,

(b) Changes in volume of sales,

(c) Changes in variable cost and

(d) Changes in fixed cost.

Infact, CVP analysis helps in determining the probable effect of change in

any one of these factors on the remaining factors.”

 Space to write important points for revision 

2010 - June [8] Write a short note on the following:

(a) Managerial Decision Making; (5 marks) [CMAIG - II]

Answer :

Managerial Decision Making is a very crucial function in any organization.
Decision making should be on the basis of the relevant information. For
example, marginal costing helps in generating relevant information in certain
critical areas like:-
 Make or buy decisions.
 Accepting or rejecting an export order.

 Variation  in selling price
 Variation in Product Mix.
 Variation in Sales Mix.

 Key factor analysis

 Evaluation of different alternatives regarding profit improvement.

 Closing down/Continuation of a division.

 Capital Expenditure decision
The concept of Break Even Point is extremely important for decision making
in various areas.

 Space to write important points for revision 

DISTINGUISH BETWEEN

2008 - Dec [7] (a) Distinguish between Marginal Costing and Absorption
Costing. (5 marks) [CMAIG - II]
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Answer :

Distinction between Marginal Costing & Absorption Costing

Marginal Costing Absorption Costing

1. Under marginal cost system all

fixed cost (e.g. Production/

Administration/Selling/Distribut

ion Overheads) are treated as

period costs and hence are

written off against profit in the

period in which they arise.

2. Only variable manufacturing

costs are treated as product

costs and hence, are charged

to products, processes or

operations.

3. Value of closing stock

comprises only variable costs.

4. The question of over/under

recovery of fixed overheads

does not arise.

5. Managerial Decisions are

based on contribution.

1. Under Absorption Costing, only

administration, selling and

distribution overheads are

treated as period costs and

hence, are written off against

the profits to the period in which

they arise.

2. Only variable manufacturing

costs and fixed production

overheads are treated as

period costs and hence, are

written off against the profit in

the period in which they arise. 

3. Value of closing stock includes

fixed production overheads.

4. Over/under recovery of fixed

overheads generally arises.

5. Managerial Decision are based

on total profit.

 Space to write important points for revision 

2012 - Dec [5] (b) Distinguish between Indifference Point and Break-Even
Point with regard to their (i) Formula, (ii) Definition, and (iii) Purpose.

(2 + 2 + 1 = 5 marks) [CMAIG - II]
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Answer:

Distinguish between Indifference Point and Break-Even Point-

(i) With Regard to Formula:

Indifference Point in (`) =  

Break - even point in (`) =  

(ii) With Regard to Definition:

Indifference point- The level of sales at which total costs and profits

of two points are equal is called indifference point.

Break-even point- The point of sale at which company makes neither

profit nor loss is called Break-even point.

(iii) With Regard to Purpose:

Indifference point: - It is used to choose between two alternative

options of achieving the same objective.

Break-even point: It is used for profit planning.
 Space to write important points for revision 

2012 - Dec [8] (b) Difference between marginal costing and absorption
costing. (5 marks)

Answer: 

Please refer 2008 - Dec [7] (a) on page no. 413
 Space to write important points for revision 

DESCRIPTIVE QUESTIONS

2009 - June [4] (b) What are the factors those are taken into account by the
Management while considering a Make or Buy decision?

(5 marks) [CMAIG - II]
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Answer :

Whether a component is to be manufactured or purchased from outside

supplier is decided by comparing the marginal cost of manufacturing with the

market price of the component. Specific and additional fixed cost may be

treated as relevant cost. If the factory is operating at full capacity, then

decision is taken after adding opportunity cost of production. In addition to

above, following factors are also taken into consideration.

Plant Capacity

Profit maximization

Specialization

Nature of product

Secrecy
 Space to write important points for revision 

2011 - Dec [2] (b) State briefly the effect on profitability under marginal

costing and absorption costing. (5 marks) [CMAIG - II]

Answer :

Effect of profitability under marginal costing & absorption costing:

(a) When unit of production and sales unit are equal, profit under marginal

costing will be same as profit under the absorption costing.

(b) When unit of production is more than sales, profit under absorption

costing will be greater than the profit under marginal costing.

(c) When unit of production is less than sales, profit under absorption

costing will be lower than the profit under marginal costing.

 Space to write important points for revision 

2012 - June [2] (b) State briefly the methods of segregating semi-variable

cost into fixed and variable. (5 marks) [CMAIG - II]
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Answer :

Methods of segregating semi-variable cost in to fix and variable cost.

Following are the methods of segregating semi-variable into fixed and

variable cost.

(i) Scatter

graph

method or

graphical

method:

Under this method semi variable overheads are

segregated into fixed and variable with the help of

graph. Semi variable costs at various levels are

ascertained. The level of activity is placed on X-axis

and the semi-variable cost are placed on Y-axis.

Semi variable costs of respective levels are plotted

on the graph. A line is drawn connecting all the

points. The points at which the line of overheads cost

intersects the Y axis will be the amount of fixed

overheads.

(ii) Comparison

period or

level of

activity

method

Under this method semi-variable overheads are

segregated into fixed and variable by  comparing the

semi-variable overheads at different level of activity

or overheads of different period. The variable

component is computed with the help of following

formula- 

= Change in semi-variable overheads /change in

activity level

(iii) High level

and low

level method

This method is same as we discussed above, only

difference is that under this method we compare

sales at different levels and the overheads are

represented as a percentage of sales. The

percentage of variable overheads to sales is

computed with the help of following formula :

 × 100



8.418 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

(iv) Least square
method

This method works on the simple equation. This
method is based on the linear equation y = mx + c, y
is total cost, x is volume of output and c is total fixed
cost. By solving this equation mathematically, we can
calculate variable cost (M) at different level of
production.

(v) Analytical
method

Under this method variable portion is ascertained
after analysis of the ingredients of the cost or any
other related factor. Variable portion is applied on a
specific basis like percentage of total overheads or
per unit. Fixed portion is computed by deducting
variable portion from total semi-variable overheads.

 Space to write important points for revision 

2012 - Dec [2] (b) List out at least five types of managerial decisions for
which “Differential Cost Analysis” is useful. (5 marks) [CMAIG - II]

Answer:

Differential cost analysis is useful for the following Managerial
decisions:

(i) Accept or reject an offer at lower than existing price. 
(ii) Submission of a tender.
(iii) Capital expenditure decision. 
(iv) Make or buy decision.
(v) Alternative use of production facility.
(vi) Variation in selling price.
(vii) Variation in production mix. 
(viii) Retain or replace a machine.  
(ix) Processing a product further or not.
(x) Evaluation of different alternatives regarding profit improvement. 
(xi) Optimizing investment plan out of several plans. 
(xii) Export sales vs. local sales. 
(xiii) Closing down or continuation of a division.

 Space to write important points for revision 



[Chapter  12] Marginal Costing O 8.419

2017 - June [8] Answer the following question:
(b) State why and under what conditions will profits under absorption costing

be

(i) higher than

(ii) equal to and

(iii) lower than the profits under marginal costing. (5 marks)

Answer:

Profits as per absorption costing will be:

(i) higher than in marginal costing when closing stock is more than

opening stock, since some overheads will be included in the inventory

value under absorption costing while Marginal Costing considers the

full overheads as cost of production, 

(ii) equal when the opening and closing stocks are equal, 

(iii) lower when opening stock is more than closing stock. 

Since under Marginal Costing, only the current period's overheads are

charged to production, while underabsorption costing, a portion of the

earlier period's overheads will be included in the opening stock value.

 Space to write important points for revision 

PRACTICAL QUESTIONS

2008 - Dec [7] (b) A company produces 30,000 units of product A and

20,000 units of product B per annum. The sales value and costs of the two

products are as follows: 

Sales Value ` 7,60,000 Factory Overheads `1,90,000

Direct Material ` 1,40,000 Administrative and 

Direct Labour ` 1,90,000 Selling Overheads:`1,20,000

50% of the factory overheads are variable and 50% of the administrative

and selling overheads are fixed. The selling price of A is ` 12 per unit and

` 20 per unit for B. 
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The direct material and labour ratio for product A is 2:3 and for B is 4:5.
For both the products, the selling price is 400% of direct labour. The factory
overheads are charged in the ratio of direct labour and administrative and
selling overheads are recovered at a flat rate of ̀  2 per unit for A and ̀  3 per
unit for B.

Due to fall in demand of the above products, the company has a plan to
diversify and make product C using 40% capacity. It has been estimated that 
for C direct material and direct labour will be ` 2.50 and ` 3 per unit
respectively. Other variable costs will be the same as applicable to the
product  A. The selling price of product C is ` 14 per unit and production will
be 30,000 units.

Assuming 60% capacity is used for manufacture of A and B, calculate-
(i) Present cost and profit.
(ii) Cost and profit after diversification:
(iii) Give your recommendations as to whether to diversify or not:

(10 marks) [CMAIG - II]

Answer :

(i)           Statement Showing Present Cost and Profit

Particulars Product
A

Product
B

Total

(i) Production and sales (units) 30,000 20,000 50,000

(ii) Sales value 3,60,000 4,00,000 7,60,000

(iii) Variable Costs
 Direct Material  
 Direct labour  
 Factory overheads
 Administrative and selling 

overhead

60,000
90,000
45,000
30,000

80,000
1,00,000

50,000
30,000

1,40,000
1,90,00
95,000
60,000

(iv) Total variable costs 2,25,000 2,60,000 4,85,000

(v) Contribution [II-IV] 1,35,000 1,40,000 2,75,000

(vi) Fixed costs 1,55,000

(vii) Profit [v-vi] 1,20,000
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(ii)  Statement showing cost and profit after diversification

Particulars Product 

A

Product 

B

Product 

C

Total

  (i)   Capacity Levels 60% 60% 40%

 (ii)  Product and (units) 18,000 12,000 30,000 60,000

(iii)  Sales value  ` 2,16,000 2,40,000 4,20,000 8,76,000

(iv)  Variable   Costs

 Direct Material `

 Direct labour    `

 Factory overheads ` 
 Administrative and 

selling overhead

36,000
54,000
27,000

18,000

48,000
60,000
30,000

18,000

75,000
90,000
45,000

30,000

(v) Total variable costs 1,35,000 1,56,000 2,40,000 5,31,000

(vi) Contribution (iii-iv) 81,000 84,000 1,80,000 3,45,000

Less: profit Cost
 Factory overheads 

` 95,000
 Administrat ive &

selling overheads
` 60,000

Total Fixed overheads
Profit

1,55,000
1,90,000

(iii) Recommendation: The company should implement the proposed
diversification as it has resulted into increase in the profit from ̀ 120,000
to 190,000.
 Space to write important points for revision 
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2009 - June [4] (a) New India Engineering Co. Ltd., produces three
components A, B and C. The following particulars are provided :

PRODUCT                                           

A B C

` ` `

Per Unit

Sale Price 60 55 50

Direct Material 20 18 15

Direct Labour 15 14 12

Variable overhead expenditure 13 13 17

Fixed Cost is `1,00,000 per year.

Estimated Sales (in No. of Units) 2,000 2,000 2,000

M/C. Hrs. per unit 6 2 1

Due to break-down of one of the machines, the capacity is limited to 12,000
machine hours only and this is not sufficient to meet the total sales demand.

You are required to work out 

(a) what will be most profitable product mix that should be produced, and

(b) the total contribution from the revised product mix.

(5 + 5 = 10 marks) [CMAIG - II]

Answer :
For New India Engineering Co. Ltd., in this case, Machine Hour is the limiting
factor. So we will have to calculate contribution per machine hour.

Product

A B C

Sales per unit (`) 60 55 50
Less:
Direct Material 20 18 15
Direct Labour 15 14 12
Variable overheads  13  13  17

Total variable cost (`)  48  45  44

Contribution per unit (`) 12 10 6
Machine hours per unit 6 2 1

Contribution per M/C hr. (`) 2 5 6
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Ranking III II I

Production Balance max 2,000 max 2,000

Hours required for C 2,000×1= 2,000

   For B 2,000 × 2      = 4,000     balance 6,000

Production of A         = 6,000/6 = 1,000 units

Total Contribution = for A (1,000 × ` 12) + for B (2,000 × ` 10) + for C 2,000

× ` 6) = ` 44,000.

 Space to write important points for revision 

2009 - Dec [5] (c) A company produces a single product. The selling price

of the product is ` 69.50 per ton. The variable cost is ` 35.50 per ton, fixed

cost for the period is ` 18.02 lakh.

(i) Calculate the Break Even Volume; and

(ii) If the Break Even Volume represents 40% of the capacity of the plant,

what will be the profit at 80% capacity if there is a reduction in sale

price by 10% for additional 20% production and reduction by 15% for

the next additional 20% production ? (2 + 3 = 5 marks) [CMAIG - II]

Answer :

Break Even sales = Fixed Cost/Contribution per unit = ` 18,02,000/ (69.50-

` 35.50) = ` 18,02,000/ ` 34 = 53,000 units or ` 36,83,500

Additional sales at 80% = (as 40% sales = BEP = 53,000) hence 1,06,000

units

First Additional 20%

(26,500)

Second Additional

20% (26,500)

Revised Selling

Price(less by 10%)

Variable costs p.t.

Contribution p.t.

Profit

` 62.55 (Less by 15%)

`      35.50

`      27.05

` 7,16,825

`    59,075

`      35.50

`    23.575

` 6,24,737
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Profit at 80% capacity

Contribution

At 40% level

At next 20%

At next 20%

Less Fixed Cost

Profit

`

18,02,000

 7,16,825

 6,24,737

(18,02,000)

  13,41,562

 Space to write important points for revision 

2010 - June [3] (b) A factory is currently working at 50% capacity and
produces 5,000 units at a cost of ` 90 per unit as per details given below:

Materials ` 50

Labour ` 15

Factory Overhead ` 15 (` 6 fixed)

Administration Overhead ` 10 (` 5 fixed)

The current selling price is ` 100 per unit.

At 60% working, material cost per unit increases by 2% and selling price per
unit falls by 2%.

At 80% working, material cost per unit increases by 5% and selling price per
unit falls by 5%.

Calculate the current profit at 50% working. Estimate profits of the factory at
60% and 80% working. Which capacity of production you recommend?

(2 + 3 + 3 + 2 = 10 marks) [CMAIG - II]

Answer :

Capacity

50%  60% 80%

5,000units 6,000units 8,000units

A. Sales (`) 5,00,000 5,88,000 7,60,000

B. Total variable costs:

Direct Material (`) 2,50,000 3,06,000 4,20,000

Direct Labour (`)    75,000    90,000 1,20,000
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Factory Overhead (`)    45,000    54,000    72,000

Administration Overhead (`)    25,000    30,000    40,000

3,95,000 4,80,000 6,52,000

Factory Overhead (5,000 × ` 6)    30,000    30,000    30,000

Administration Overhead 

(5,000 × ` 5)    25,000    25,000    25,000

C. Total Fixed Cost (`)    55,000    55,000    55,000

D. Total Cost (`) (B + C) 4,50,000 5,35,000 7,07,000

E. Profit (`)    50,000    53,000    53,000

F. Profit margin (%)  × 100 10% 9.01% 6.97%

 Space to write important points for revision 

2010 - June [4] (b) ABC Ltd. is manufacturing three products X, Y and Z. All
the products use the same raw material which is scarce and available to the
extent of 61,000 kg. only. The following information is available from records
of the Company:

Particulars Product X Product Y Product Z

Selling Price per unit (`)

Variable Cost per unit (`)
Raw Material Requirement per
unit(Kg)
Market Demand (Units)

100
75

5

5,000

140
110

8

3,000

90
65

6

4,000

Fixed Costs are ` 1,50,000.
Advise the Company about the most profitable product mix. Compute the
amount of profit resulting from such product mix.

(4 + 6 = 10 marks) [CMAIG - II]

Answer :
  (i) X Y Z

Selling price 100 140 90
Less: Variable cost   75 110 65
Contribution per unit   25   30 25
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Raw material required per unit 5 8 6
Contribution per unit of raw material 25/5 30/8 25/6

=5 =3.75 = 4.17

Ranking I III II

Market Demand 5,000 3,000 4,000

Units produced (W.Note1) 5,000 1,500 4,000

Working notes:

  (i) Raw material Consumption based on given Ranking.

a. Product X (I) 5,000 × 5 = Kgs.25,000

b. Product Z (II) 4,000 × 6 = Kgs.24,000

Raw material available for product Y is:

61000 -25000 -24000 = 12000 kg.

No. of units to be produced for product  Y (III)  = 1500 units

c. Product Y 1,500 × 8 = Kgs.12,000

[61,000 - 25,000 - 24,000]

= Material by X = 12,000 kgs.

One unit of product Y can be produced requiring Material 8 kg.

Hence, in 12,000 kgs. 

No. of units of Y can be produced as under 12,000 kg = 1,500 units.

(ii) Statement showing contribution and Ranking of the product:

Product X  Y  Z Total

Produced & Sale 5000 1500 4000

Contribution per unit 25 30 25

Contribution 1,25,000 4,50,000 1,00,000

Total contribution 2,70,000

Less: Fixed Cost 1,50,000
Profit 1,20,000
 Space to write important points for revision 

2010 - June [7] (a) Starlight Co. Ltd. and Jupiter Co. Ltd. sell the same type
of product. Budgeted Profit & Loss A/c of these companies for the year
ended 31st March 2009 given below:
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Starlight Co. Jupitor Co.

(`’000) (`’000)
Sales      300 300
Less: Variable Cost:

Material 100 80
Labour 110 100
Overhead    30 240    20 200

Fixed Cost    30    70
Budgeted Profit    30    30
You are required to find out the break-even point of each Company. Also

state clearly which Company is likely to earn greater profit if there is (i) heavy
demand; and (ii) poor demand for its product. (10 marks) [CMAIG - II]

Answer :
Starlight co. Jupiter co.

Sales 3,00,000 3,00,000
Variable cost 2,40,000 2,00,000
Contribution    60,000 1,00,000
P/V Ratio    20%    33.33%
Fixed Cost    30,000    70,000

Break even point

  = 1,50,000 = 2,10,021

Heavy demand: Jupiter Co. is likely to earn more profits if heavy demand is
there for product because P/V Ratio of Jupiter co. is higher.

Low demand: Starlight Co. is likely to earn more profits when demand is low
because Break even point of Starlight Co. is low.

 Space to write important points for revision 

2010 - Dec [6] (a) Black & White Co. Ltd. manufactures 10,000 units of a
product at a cost of ̀ 4 per unit, which is sold in the domestic market at a sale
price of ̀  4.25 per unit. In the next year (2008), there is a fall in the domestic
market which can consume the whole products (10,000) if the sale price is
reduced to ` 3.72 per unit.
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The cost particulars are given below:

`
Material 1.50 per unit
Wages 1.10 ”
Variable overhead 0.60 ”

Fixed cost ` 8,000
Marketing Manager has explored the foreign market and it is found that one
foreign importer is ready to purchase 20,000 units of the product at a price
of ` 355 per unit. There is a capacity to produce 20,000 units in the factory. 

However, ` 1,600 additional amount will be required towards fixed cost.
You are advised to offer your views whether it is worthwhile to capture the
foreign market? (10 marks) [CMAIG - II]

Answer :

Particulars 2007 2008

Sales in Units
Selling Price
Sales in Value

10,000
4.25

42,500

10,000
3.72

37,200

20,000
3.55

71,000

Materials (in `)
Wages
Variable Overheads
Total Variable cost
Fixed Overheads
Total Cost

15,000
11,000

6,000
32,000

8,000
40,000

15,000
11,000

6,000
32,000

8,000
40,000

30,000
22,000
12,000
64,000

1,600
65,600

Profit / Loss ` 2,500 (2,800)  5,400

It is advised to accept the foreign offer because there is profit of ` 5,400.
 Space to write important points for revision 

2010 - Dec [7] (b) A company has two plants at locations I and II, operating
at 100% and 75% of their capacities respectively. The company is
considering a proposal to merge the two plants at one location to optimise
available capacity. The following details are available in respect of the two
plants:
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Particulars Location I Location II

Sales (` in lakhs) 200 75

Variable Costs (` in lakhs) 140 54

Fixed Costs (` in lakhs)   30 14

For decision-making purposes you are required to work out the following

information:

(i) The capacity at which the merged plant will break even.

(ii) The profit of the merged plant working at 90% capacity. 

(5 + 5 = 10 marks) [CMAIG - II]

Answer :

Particulars Plant-I Plant-II Total

(Merged)

Capacity level (%)

Sales 

Variable cost

Contribution

Fixed cost

Profit

P/V Ratio

100

200

140

60

30

30

30%

100

100

72

28

14

14

28%

100

300

212

88

44

44

29.33

Break-even sales 44/29.33%=150

Capacity of the merged plant at break-even = 150/300 x100 = 50%

Profitability of merged plant at 90% capacity

`

Sales at 90% of ` 300 270 lacs

Variable cost 70.67%of sales 190.8 lacs

Contribution   79.2

Fixed cost   44.00

Profit    35.20
 Space to write important points for revision 
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2011 - June [4] (b) A company produces a single product which is sold
presently in the market at ̀  75 per unit. The present production and sales are
40,000 units per month representing 50% of the capacity available. The cost
data of the product are as under: 

`

Variable Cost per unit 50

Fixed Cost per month 10 lakhs

To utilise the idle capacity and improve profitability, the management has two
proposals on hand as under : 

(i) to increase sales by selling to a chain stores 30,000 units at ` 55 per
unit, retaining existing sales at the existing price.

(ii) to reduce selling price as advised by the Sales Department as under: 

Reduced selling price Expected Increase

         per unit by                  in Sale          

` 5 10,000 units

` 8 30,000 units

` 11 35,000 units
Prepare a table to present the results of the above proposals and give your
comments. (4 + 4 + 2 = 10 marks) [CMAIG - II]

Answer :              

Composition of Contribution at Various price level
Particulars Present 

Level

Proposal (i) Proposal (ii)

(a) (b) (c)

Quantities in 

Units

Selling price 

per unit (`)

Variable cost per

 unit (`)

Total 

Contribution (`)

40,000

75

50

10 lakhs

(40,000 × 25)

70,000

40,000 @ ` 75

30,000 @ ` 55

50

10.00 lakh (40,000 × 25) +

 1.5 lakh (30,000 × 5) = 11.50

50,000

70

50

10 lakh

(50,000 × 20)

70,000

67

50

11.90 Lakhs

(70,000 × 17)

75,000

64

50

10.5 lakhs

(75,000 × 14)

 Space to write important points for revision 
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2011 - Dec [2] (a) A company prepares a budget for a production of 200000
units. Variable cost per unit is ` 15 and the fixed cost is ` 2 per unit. The
company fixes its selling price to fetch a profit of 10% on cost.

(i) What is the break-even point? (both in units and in `)
(ii) What is profit volume ratio?
(iii) If it reduces its selling price by 5%, how does the revised selling price

affect the break-even point and the profit volume ratio?
(iv) If a profit increase of 10% is desired more than the budget, what

should be the sales at the reduced price ?

(3 + 2 + 3 + 2 = 10 marks) [CMAIG - II]

Answer :

Statement for selling price

Variable cost = ` 15.00

Fix cost = `   2.00

Total cost = ` 17.00

Add: profit@10% on cost = `   1.70

Selling price = ` 18.70

Contribution per unit = ` 18.70 – 15.00 = ` 3.70

Total contribution = 3.70 × 2,00,000 = ` 7,40,000

Total fixed cost = 2,00,000 × 2 = ` 4,00,000

Budgeted profit = 7,40,000 – 4,00,000 = ` 3,40,000

Profit Volume ratio =  × 100 = 19.79%

(i) Break even point =  =  = 1,08,108 Units

Break even value = ×100 =  × 100 = ̀  20,21,622

(ii) Profit volume ratio =  × 100 = 19.79%

(iii) Selling price reduced by 5%

New selling price = ` 17.765 

New contribution per unit = 17.765 – 15 = ` 2.765

Break even point =  =  = 1,44,665 Units
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Break even value =  × 100 =  × 100

= ` 25,69,982

Profit Volume ratio =  × 100 = 15.56%

(iv) Desired profit = 3,40,000 + 10% of 3,40,000 = ` 3,74,000

Sales for desired profit =  =

= ` 49,74,293
 Space to write important points for revision 

2011 - Dec [7] (a) M/s. Jupiter & Co. Ltd. manufactures a product in its

factory which presently utilises 60% of its capacity. The cost details including

selling price are given below:

`

Sales 6000 units 5,40,000

Direct Materials 96,000

Direct Labour 1,20,000

Direct Expenses 20,000

Factory Overheads 2,00,000

Administration Overheads 21,000

Selling and Distribution Overheads 25,000

Out of Factory overheads, 12.5% and 20% of selling and distribution

overheads variable with production and sales. Administration overheads are

wholly fixed.

Now, it is revealed that existing product could not achieve budgeted level for

two consecutive years, the management decides to introduce a new product

with marginal investment but largely using present plant and machinery.

The cost data of the new product is given below:

`

Direct Materials 16 per unit

Direct Labour 15 per unit



[Chapter  12] Marginal Costing O 8.433

Direct Expenses 2 per unit

Variable Factory Overheads 2 per unit

Variable Selling & Distribution Overheads 1.5 per unit

Marketing Manager of the company is expecting to sell 2000 units of new

product at a price of ` 60 per unit.

The fixed factory overheads are expected to increase by 10% and fixed

selling and distribution expenses will go up by ` 13,500 annually.

Administration overheads will remain unchanged.

You are advised to give your opinion. Should the new product be

introduced? (3 + 3 + 3 + 1 = 10 marks) [CMAIG - II]

Answer :

Statement of profit for new and existing product 

Particulars Existing Product New Product

Sales Quantity 

Sales Value 

Less: Variable cost

Contribution 

Less: Fixed cost

Profit

6000 Units

` 5,40,000

` 2,66,000

` 2,74,000

` 2,16,000 (W.N.1)

` 58,000

2000 Units

` 1,20,000

` 73,000

` 47,000

` 31,000 (W.N.2)

` 16,000

Working note :

1. Total fixed cost for existing product

Factory overheads = Total ` 2,00,000

Variable @12.5% =   25,000

Fixed = 1,75,000

Selling & distribution overheads = Total ` 25,000

Variable @20%      = 5,000

Fixed = 20,000

Administration overheads = 21,000

Total = 1,75,000 + 20,000 + 21,000 = ` 2,16,000
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2. Incremental fixed cost

Fixed factory overheads @10% of 1,75,000 = 17,500

Selling & distribution overheads = 13,500

Total = 31,000

 Space to write important points for revision 

2012 - June [2] (a) Gupta Enterprise is operating at 60% capacity level

producing and selling 60,000 units @ ̀  50 per unit. Other relevant particulars

are as follows:

Cost per unit

Material ` 20

Conversion Cost (variable) ` 10

Dealer’s margin (10% of sales) ` 5

Fixed cost for the period is ` 6,00,000

As there is a stiff competition it is not possible to sell all the products at the

existing cost price structure. The following alternative proposals are

considered:

(i) Decrease selling price by 20%

(ii) Increase dealer’s margin from 10% to 20%

Select the better alternative. Also calculate the sales volume required to

maintain the same amount of profit under the alternative which is considered

better assuming that volume of sales will not be a limiting factor under such

alternative. Also assume that fixed cost will remain constant.

(3 + 2 + 2 + 3 = 10 marks) [CMAIG - II]

Answer :

Particulars Present Alternative I Alternative II

Selling Price per unit 50 40 (50-20% of 50) 50

Variable Cost per unit 35 (20+10+5) 34 (20+10+4) 40 (20+10 +10)

Fixed Cost ` 6,00,000 ` 6,00,000 ` 6,00,000
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Contribution per unit ` 15 ` 6 ` 10

Total Contribution 900000 — —

Profit (Contribution - Fixed Cost) 300000 — —

P/v Ratio [(contribution/sales) × 100] 30% 15% 20%

Break Even Sales (Fixed cost /PV ratio) ` 20,00,000 ` 40,00,000 ` 30,00,000

From the above results, it appears that P/V Ratio under the second

alternative is higher than that under the first alternative. Also breakeven point

under the second alternative sets at a lower level than the level under the

first alternative. Therefore, second alternative i.e. increasing dealer’s margin

to 20% is better both in terms of profitability (as reflected from P/V. Ratio)

and risk (as reflected from BEP).

Required volume of sales when second alternate is selected 

= (Fixed cost + Profit)/PV Ratio

= (6,00,000 + 3,00,000)/20% = ` 45,00,000.

 Space to write important points for revision 

2012 - June [5] (a) Richa Industries engaged in manufacturing Lunch Boxes

is working to 50% capacity and produces 15,000 Lunch Boxes per annum.

The present cost break up for one Lunch Box is as under :

Material ` 25; Labour ` 20 and Overhead ` 15 (60% variable).

The selling price is ` 75 per Lunch Box.

If it is decided to work at 60% capacity, the selling price falls by 2%. At 80%

capacity, the selling price falls by 10% accompanied by a similar fall in the

price of material but labour rate increases by 10%.

You are required to find out the most profitable capacity level amongst 50%,

60% and 80% capacity levels and also calculate the Break-even Point (in

units) at above said levels. (3 + 2 + 5 = 10 marks) [CMAIG - II]
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Answer:

Statement of profit at various capacity levels

Particulars Capacity levels

50% 60% 80%

Sales (in Units) 15000 18000 24000

Selling price per unit (`)

Less : Variable Cost per unit (`)

Contribution per unit (`)

Total Contribution (`)

Less : Total Fixed cost (`)

75.00

54.00

21.00

3,15,000

90,000

73.50

54.00

19.50

3,51,000

90,000

67.50

53.50

14.00

3,36,000

90,000

Total profit/loss 2,25,000 2,61,000 2,46,000

Working Notes :

(1) Selling price at various levels :

At 50% capacity level ` 75

At 60% capacity level ` 73.50 (75 × 98%)

At 80% capacity level ` 67.50 (75 × 90%)

(2) Variable cost per unit :

At 50% capacity level Material `25

Labour ` 20

Overheads ` 9(15 × 60%) ` 54.00

At 60% capacity level Material ` 25

Labour ` 20

Overheads ` 9 (15 × 60%) ` 54.00

At 80% capacity level Material ` 22.50 (25 × 90%)

Labour ` 22 (20 × 110%)

Overheads ` 9 (15 × 60%) ` 53.50

(3) Fixed cost

Fixed Cost per unit 15 × 40% = ` 6

Total fixed overheads 6 ×15,000 = ` 90,000

 Space to write important points for revision 
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2012 - Dec [3] (a) XYZ Ltd. manufactures a particular product for which it

has the existing capacity to produce 10,000 numbers each month. Currently

it produces and sell 7,500 numbers per month at a price of ` 150 each. The

following cost information are provided for the month just concluded for 7,500

numbers:

`
Direct Material 2,25,000 
Direct Labour 3,00,000 
Variable Costs—set ups, material handling, quality control

(150 batches of 50 nos. each x ` 500 per batch) 75,000 
6,00,000 

Fixed manufacturing costs 2,75,000 
Fixed marketing costs 1,25,000 

10,00,000 

The company has received a special one-time order for 2,500 numbers of
the product at a special price of ̀  100 each. The company can manufacture
the additional quantity of 2,500 numbers in 25 batches of 100 nos. each.

You are required to evaluate whether it will be worth while for XYZ Ltd. to
accept the special offer to sell additional 2,500 numbers.

If the capacity of the plant was restricted to 9,000 numbers, will it be
advisable to accept the special one-time order for 2,500 number given that
the special order must be executed either in full or rejected totally?

(4 + 3 + 2 + 1 = 10 marks) [CMAIG - II]

Answer:

Decision regarding the acceptance of Proposal

(i) When capacity is 10,000 numbers

Amount (`)

Incremental revenue  (2,500 × 100) 2,50,000

Less- Incremental expenses

Material @ ` 30 per number 2,500 × 30 (75,000)

Labour @ ` 40 per number 2,500 × 40 (1,00,000)

Setup cost @ ` 500 per batch 25 × 500 (12,500)

Incremental Contribution 62,500
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Decision- Company is able to earn extra contribution by accepting the

proposal. Hence company should accept it.

(ii)  When capacity is restricted to 9,000 numbers

Particulars Amount (`)

Incremental revenue by accepting the offer 62,500

Less: Loss of contribution due to loss of sale by 1,000

number (W.N.) 

(70,000)

Loss of contribution (7,500)

Decision-  The Company should not accept special order.

Working note: 
1. Material cost per number (2,25,000/7,500)= 30/number
2. Labour per number (3,00,000/7,500) = 40/ number
3. Contribution when capacity is 10,000 numbers and current production is 

7,500 numbers

Sales revenue (7,500 × 150) ` 11,25,000

Less: Variable cost

Direct material (` 30 × 7,500) = 2,25,000

Direct labour (` 40 × 7,500) = 3,00,000

Setup cost (` 150 × 500) = 75,000 ` 6,00,000

Contribution ` 5,25,000

4. Contribution when capacity is restricted to 9,000 numbers 

Sales revenue 65 × 150 ` 9,75,000

Less: Variable cost

Direct material ` 30 × 6,500 = 1,95,000

Direct labour ` 40 × 6,500 = 2,60,000

Setup cost ` 130 × 500 =    65,000 ` 5,20,000

Contribution ` 4,55,000

5. Loss of contribution due to reduction in sale by 1,000 numbers

` 5,25,000 – ` 4,55,000= ` 70,000

 Space to write important points for revision 
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2013 - June [2] (a) The following are figures relating to a factory for two

successive years:

Year I Year II

` `
Sales

Marginal Cost of Sales

10,00,000 16,80,000

6,00,000 8,00,000
Contribution  4,00,000 8,80,000

During Year II, the selling price increased by 20% and the company

implemented a cost reduction programme very aggressively. You are

required to analyse the increase in contribution due to

(i) Increase in selling price

(ii) Increase in sales volume

(iii) Reduction in cost (3 + 4 + 3 = 10 marks) [CMAIG - II]

Answer :

Particulars Year I Year II SP

increased

by 20%

Year II

Actual

Year II Before

SP Increase

Sales

Less: Marginal Cost of

Sales

10,00,000

6,00,000

12,00,000

6,00,000

16,80,000

8,00,000

14,00,000

(10,00,000+40%*)

8,40,000

(at year I cost)

(6,00,000 + 40%)

Contribution 4,00,000 6,00,000 8,80,000 5,60,000

Working Note:

* Increase in Sales = ` 16,80,000  ` 14,00,000

 Increase in Volume = × 100 = 40%

(i) Increase in contribution due to increase in Selling Price =16,80,000

-14,00,000= ` 2,80,000 

Increase in Volume = 40% 
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If only volume increased, Sales value should have been  = ̀ 14,00,000 

Variable cost should have been = ` 8,40,000 

Contribution should have been =  ` 5,60,000 

(ii) Increase in Contribution due to volume increase =  5,60,000 –

4,00,000 = ` 1,60,000 Variable cost for the increased volume 

should have been = ` 8,40,000 

It is actually = ` 8,00,000 

(iii) Increase in Contribution due to Cost Reduction = ` 40,000 

 Space to write important points for revision 

2013 - June [5] (a) A company manufactures a product currently utilizing

80% capacity with a turnover of 32,000 units at a selling price of ` 25 per

unit. The variable cost of the product is ` 17.5 per unit. Fixed cost amounts

to ̀  1,50,000 up to 80% of level of output and there will be an additional cost

of a supervisor amounting to ` 20,000 beyond that level.

Calculate:

(i) Activity level (%) at break-even point

(ii) Number of units to be sold to earn a net income of 10% of sales

(iii) Activity level (%) to earn a profit of ` 1,00,000

(10 marks) [CMAIG - II]

Answer :

Capacity utilized 80%

Turnover at 80% capacity   = 32,000 Units

Turnover at 100% capacity = 40,000 Units

Fixed cost ` 1,50,000, Fixed cost at more than 80% = ` 1,70,000

Selling price = ` 25 per unit

Contribution per unit = ` 7.50

PVR = 7.5/25  ×100 = 30%

(i)  BEP =  =  = 20,000 units

Activity level in % =20000/40000×100= 50%
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(ii) (a) If  fixed cost is ` 1,50,000

Let desired sales be X  units

Desired sales = 

X =

X = ` 7,50,000 units

Number of units = 1,50,000/25= 30,000 units

As activity level is less than 32000 units, hence additional

supervision cost will not be applicable.

(b) If fixed cost is ` 1,70,000

X = 

X = `  8,50,000

No. of units = 8,50,000/25 = 34,000 units

(iii) No. of units to be sold to earn a profit of ` 1,00,000 

No. of units =  1,50,000 + 1,00,000/7.5 = 33,333 units

Which exceeds 32,000 units.

Hence, fixed cost will be ` 1,70,000

No. of units = = 36,000 units

Activity level = 36,000/40,000  × 100= 90%

 Space to write important points for revision 

2013 - Dec [1] {C} (b) The following figures have been given for Profit and

Sales from the accounts of ZEESLIN LTD.

Year Sales (`) Profit (`)

2011 2,00,000 20,000

2012 3,00,000 40,000

Calculate the sales required to earn a Profit of ` 50,000. (2 marks)
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(d) The cost per unit of a product manufactured in a factory of ZENION LTD.

amounts to ` 160 (75% variable) when production is 10,000 units. If the

production increases by 25% what would be the cost of production per

unit? (2 marks) [CMAIG - II]

Answer:

(b) P/V Ratio = =

=  = 20%

Fixed cost = Sales × P/V Ratio - Profit

= 2,00,000 × 0.2 - 20,000 = ` 20,000

Sales required to earn a desired profit of ̀  50,000 = 

                                                      =  = ` 3,50,000

(d) Variable Cost per unit = ` 160 × 75%= ` 120

Fixed Cost per unit = (160 - 120) = ` 40

Total fixed Cost = 10,000 × 40 = ` 4,00,000

Production increases by 25% of 10,000 = 12,500

Variable cost 12,500 × 120 = 15,00,000

Total Cost = VC + FC =15,00,000 +4,00,000 = ` 19,00,000

Cost of production per unit = = ` 152

 Space to write important points for revision 

2013 - Dec [2] (a) A review, made by the top management of THAKAR LTD.

which makes only one product, of the result of first quarter of the year

revealed the following :

Sales in units 10,000

Loss in ` 10,000

Fixed cost (for the year ` 1,20,000) in ` 30,000

Variable cost per unit in `    8



[Chapter  12] Marginal Costing O 8.443

The Finance Manager who feels perturbed suggests that the company
should at least break even in the second quarter with a drive for increased
sales. Towards this, the company should introduce a better packing which
will increase the cost by ` 0.50 per unit.
The Sales Manager has an alternate proposal. For the second quarter
additional sales promotion expenses can be increased to the extent of
` 5,000 and a profit of ` 5,000 can be aimed at for the period with increased
sales.
The Production Manager feels otherwise. To improve the demand, the selling
price per unit has to be reduced by 3 per cent. As a result the sales volume
can be increased to attain a profit level of ` 4,000 for the quarter.
The Managing Director asks you as a Cost Accountant to evaluate these
three proposals and calculate the additional Sales Volume that would be
required in each case, in order to help him take a decision.

(2 + 8 = 10 marks) [CMAIG - II]

Answer :

Results of the first quarter: Sales 10,000 units

Particulars Per unit (`) Amount (`)

Variable Cost (VC)

Fixed Cost (FC)

Total Cost

Loss

Sales (S)

Contribution (S - VC)

8

3

11

1

10

2

80,000

30,000

1,10,000

10,000

1,00,000

20,000

Comparative Statement of 3 Proposals

Particulars Proposal of

Finance Manager

Amount (`)

Sales Manager

Amount (`)

Production

Manager

Amount (`)

Selling Price Per Unit 10.00 10.00 9.70

Variable Cost Per Unit 8.50 8.00 8.00
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Contribution Per Unit 1.50 2.00 1.70

Fixed Cost 30,000 35,000 30,000

Profit required Nil 5,000 4,000

Particulars  Proposal of 

Finance

Manager

Amount (`)

Sales

Manager

Amount (`)

Production

Manager

Amount (`)

BEP (Units) = Fixed

Cost/Contribution per unit (A)

30,000/1.50

= 20,000

- -

Sales (Units) = Fixed Cost +

Profit/Contribution per unit (A) -

35,000 +

5,000/

2.00 =

20,000

30,000 +

4,000/1.70=

20,000

Sales in First Quarter (B) 10,000 10,000 10,000

Fixed Cost 10,000 10,000 10,000

Additional Sales Volume required

in SECOND Quarter as

Compared to first Quarter (A-B)

Nil 5,000 4,000

 Space to write important points for revision 

2014 - June [1] {C} (a) ASHEEKA LTD. has annual turnover of ` 200 lakh

and an average C/S Ratio of 40%. It makes 10% profit on sales before

charging depreciation and interest which amount to ` 10 lakh and ` 15 lakh

respectively.

What will be the Fixed Cost of Asheeka Ltd.? (2 marks) [CMAIG - II]
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(d) The total production cost of HORIZON LTD. for making 6000 units is
` 35,000 and the total production cost for making 15000 units is
` 69,000. Once the production exceeds 10000 units additional fixed
costs of ` 7,000 are incurred. What will be the full production cost per
unit for making 12000 units? (2 marks) [CMAIG - II]

Answer:

(a) Profit = 10% of sales = 200×10% = ` 20 lakhs

Depreciation and Interest = ` 25 lakhs

Loss = ` 5 lakhs
Contribution = Fixed cost + Profit

 80 = Fixed cost + (-5)

 Fixed cost = 80 + 5 = ` 85 Lakhs

(d) At 6000 units semi variable cost = ` 35,000

At 15,000 units  total cost = ` 69,000

At 15000 units semi variable cost = 69,000 - 7,000 =  ` 62,000

Variable Cost / Unit =   =   `  = ` 3

At 6,000 units 

Total Variable Cost  = 6,000 x 3 = ` 18,000

Fixed Cost = 35,000 – 18,000 =  ` 17,000

At the level of 12,000 units

Variable cost = 12,000 x 3 =  ` 36,000

Fixed cost  = 17,000 + 7,000   = ` 24,000

Total cost  = 36,000 + 24,000 = ` 60,000

Cost per unit = 60,000 ÷ 12,000 = ` 5.00

 Space to write important points for revision 

2014 - June [3] (b) KOOTCHAR LTD. currently at 80% capacity has the

following particulars:

`

Sales 48,00,000

Direct Materials 15,00,000

Direct Labour 6,00,000
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Variable Overheads 3,00,000

Fixed Overheads 19,00,000

An export order has been received that would utilize half (50%) the capacity

of the factory. The order cannot be split i.e. it either to be taken in full and

executed at 10% below the normal domestic price or reject totally.

The alternative available to the Management of the company are:

(i) Reject the order and continue with domestic sales only (as at present

level of sales).

Or

(ii) Accept the order, split the capacity (100%) between overseas and

domestic sales and turn away excess domestic demand.

Or

(iii) Increase capacity so as to accept the export order and maintain the

present domestic sales by —

A. buying an equipment that will increase capacity by 10%. This will

result in an increase of ` 1,50,000 in fixed costs; and

B. work overtime to meet balance of required capacity. In that case

labour will be paid at one and a half (1 ) times the normal wage

rate.

You are required to prepare a comparative statement of profitability

and suggest the best alternative.

(6 + 2 + 2 = 10 marks) [CMAIG - II]

Answer:

Statement showing computation of profit at present and at proposed

two alternatives:

S.

No.

Particulars Present

80%

Foreign 50% +

Domestic 50%

= 100%

80% Domestic +

50% Foreign 

= 130%

Domestic Sales (Note 1)

Export Sales (Note 2)

48,00,000 30,00,000

27,00,000

48,00,000

27,00,000

i. Total Sales 57,00,000 75,00,000



[Chapter  12] Marginal Costing O 8.447

ii. Variable Cost

Direct material (Note 3)

Direct wages (Note 4)

Variable OH (Note 5)

Addl. OT cost (Note 6)

15,00,000

6,00,000

3,00,000

–

18,75,000

7,50,000

3,75,000

24,37,500

9,75,000

4,87,500

75,000

iii Total Variable Cost 24,00,000 30,00,000 39,75,000

iv. Contribution (i-iii) 24,00,000 27,00,000 35,25,000

v. Fixed Cost 19,00,000 19,00,000 20,50,000

vi. Profit (iv-v) 5,00,000 8,00,000 14,75,000

Working Notes:

1. Sales at 100% = Sales at 80% capacity × 100/80

= 48,00,000 × 100/80 = ` 60,00,000

2. Sales revenue at 50% capacity = ` 30,00,000

Sales revenue at 50% capacity for export sales = ` 30,00,000 - 10% 

 = ` 27,00,000

3. Direct material of 100% capacity = ` 15,00,000 × 100/80 = ` 18,75,000

At 130% capacity = 15,00,000 × 130/80 = ` 24,37,500

4. Direct labour at 100% = 6,00,000 × 100/80 = ` 7,50,000

At 110% of capacity = 7,50,000 × 110/100 = ` 8,25,000

Direct labour at 130% = 6,00,000 × 130/80 = ` 9,75,000

5. Variable overheads at 100% = 3,00,000 × 100/80 = ` 3,75,000

Variable overheads at 130% = 3,00,000 × 130/80 = ` 4,87,500

Fixed overhead ` 19,00,000 + 1,50,000 = ` 20,50,000

6. Overtime cost = 3,00,000 × 20%/80%    = ` 75,000

Suggestion: As the profit is more at the Alternative III, i.e. accepting foreign
order fully and maintaining present domestic sales fully, it is the best
alternative to be suggested.

 Space to write important points for revision 

2014 - Dec [1] Answer the question:

(a) MENZ LTD. earned a profit of ̀  3,00,000 during the year 2013-14. If the

marginal cost and selling price of a product are ` 80 and ` 100 per unit

respectively, find out the amount of ‘Margin of Safety’. (2 marks)
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(d) In a factory repairs and maintenance expenses were ̀  1,50,000 at 60%

capacity level out of these 40% was fixed. Calculate the repairs and

maintenance expenses for the capacity level of 80%. 

(2 marks) [CMAIG - II]

Answer:

(a) Margin of safety = 

PV Ratio = 

=  = 20%

Margin of safety =  = ` 15,00,000

Answer:

(d) Total repair and maintenance expenses at 60% capacity =   ` 1,50,000

Fixed repair and maintenance expenses = 1, 50,000 × 40% =  ` 60,000

Variable expenses = 1, 50,000 – 60,000= 90,000

Variable expenses for 80% capacity level = 90,000/60 × 80 = `1,20,000

Fixed expenses at 80% capacity level = ` 60,000

Total repair and maintenance expenses at 80% capacity level = 1,20,000

+ 60,000 =  ` 1,80,000

 Space to write important points for revision 

2014 - Dec [2] (c) Answer the question: 

(i) The following data extracted from the records of DHOORA LTD. are

given to you:

Year 2013-14

Particulars First six

months (`)

Second six

months (`)

Cost of sales                    10,50,000 15,30,000

Profit/Loss (-) (-) 50,000 2,70,000
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You are required to calculate for the year 2013-14:

(1) P/V Ratio

(2) Fixed cost

(3) BEP

(4) The amount of profit where sales are ` 25,00,000

(5) Amount of sales required to earn a profit of ` 6,50,000

(6) Amount of sales required to earn a profit of 25% on cost. 

(2 + 1 + 1+ 1 + 1 + 2 = 8 marks) [CMAIG - II]

Answer:

(1) PV Ratio =  = 

(2) Fixed Cost = (Sales × PV Ratio)  - Profit = 28,00,000 × 40% - 2,20,000 

= ` 9,00,000

(3) Break Even Point = =  = ` 22,50,000

(4) Amount of profit when sales are ` 25,00,000

Profit = Sales × PV Ratio  - Fixed cost 

= 25,00,000 × 40% - 9,00,000 = ` 1,00,000

(5) Sales required to earn a profit of ` 6,50,000 

Required sales =  = 

= ` 38,75,000

(6) Sales required to earn a profit of 25% on cost

  25% on cost = 20% on sales

Let the sales be x

X =  = 

.4 x - .2 x = 9,00,000

X = 9,00,000/0.2 = ` 45,00,000

 Space to write important points for revision 
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2015 - June [1] Answer the question:

(a) SHRIJINI LTD. having a Margin of Safety of ` 4 lakh makes a Profit of

` 80,000. If its Fixed Cost is ` 5 lakh, what will be Break-Even Sales of

SHRIJINI LTD.? (2 marks) [CMAIG - II]

Answer:

Margin of Safety = ` 4,00,000

Profit = ` 80,000

PV ratio =  

= 

= 20%

Fixed Cost = ` 5,00,000

Break Even Sales =  

= 

= ` 25,00,000

 Space to write important points for revision 

2015 - June [2] Answer the questions:

(a) (ii) Normal capacity of SUVAN LTD. is 240000 Units per annum. Cost

structure for the year ending 31st March, 2015 is as follows:

Direct material cost per unit ` 25

Direct labour cost per unit (subject to a minimum of

` 2,50,000 per month) ` 20

Overheads: Fixed

Variable per unit

` 18,00,000

` 15

Semi variable ̀  9,60,000 per year upto 50% capacity and additional

` 3,00,000 for every 20% increase in capacity or part thereof.
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In the year 2015-16 the company to be worked at 60% capacity for
the first four months but it was expected that it would work at 80%
capacity for the remaining 8 months. During the first four months, the
selling price per unit will be fixed at ` 100.

Required:
What should be the price per unit in the remaining eight months to
earn a total Profit of ` 43,80,000? (4 + 6 = 10 marks) [CMAIG - II]

(b) (i) SHEENNA LTD., an appliance manufacturer, has always sold its
product through wholesalers. Last year its sales were ` 20,00,000
and its net profit 10% of sales. As a result of the increase in
appliance sales through departmental stores and e-commerce
business establishment, the company is considering elimination of
wholesalers and selling directly to retailers. It is estimated that this
would result in a 40% drop in sales but net profit would be
` 1,80,000 due to the elimination of middlemen. Fixed expenses
would increase from ` 2,00,000 to ` 3,00,000 owing to additional
storage and logistics facilities.
As a Management Accountant you are required to find out:
(1) Whether the proposed change would raise or lower the break-

even point in rupees? By how much? Give reason.
(2) What would be the sale volume in rupees which would enable

Sheena Ltd. to obtain as much profit as it made last year?

(8 + 2 = 10 marks) [CMAIG - II]

Answer:

(a) (ii)                 Profit Statement for first four months:

Sales Quantity (` 2,40,000 × 60% × ) 48,000 Units

Sales Value (` 100 × 48,000) ` 48,00,000

Less: Variable Cost: `      

Material Cost  ` 25 × 48,000    = 12,00,000

Overhead  ` 15 × 48,000    = 7,20,000

Labour Cost ` 2,50,000 × 4    = 10,00,000 ` 29,20,000

Contribution ` 18,80,000
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Less:

Semi variable cost (9,60,000 + 3,00,000) ×  = ` 4,20,000

Fixed Cost (18,00,000 ×  ) = ` 6,00,000
` 10,20,000

Profit `   8,60,000

Desired Profit During the year = ` 43,80,000

Profit earned during first four months = ` 8,60,000

Profit to be earned during the remaining 8 months = ` 35,20,000

Calculation of selling price for remaining 8 months:

Unit Sold (2,40,000 × 80% × ) = 1,28,000 units

Total Variable Cost:

         `

Material  ` 25 × 1,28,000  = 32,00,000

Labour  ` 20 × 1,28,000  = 25,60,000

Overheads  ` 15 × 1,28,000  = 19,20,000

76,80,000

Semi variable cost (9,60,000 + 3,00,000 + 3,00,000) × = ` 10,40,000

Fixed Cost = ` 12,00,000

       `

Total Cost     99,20,000

Desired Profit    35,20,000

Total Sale Value 1,34,40,000

Selling price =  = ` 105
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(b) (i)  

1. Sales ` 20,00,000

Net Profit 10% of sales ` 2,00,000

Fixed Expenses ` 2,00,000

Contribution = Profit + Fixed Expenses = ` 2,00,000 + 2,00,000 

= ` 4,00,000

PV Ratio = 

= = 20%

Break even sales = Fixed Expenses / PV Ratio = 2,00,000/20% 

   = ` 10,00,000

Sales through Departmental stores = 60% of 20,00,000 

= ` 12,00,000

Profit = ` 1,80,000

Fixed Expenses = ` 3,00,000

Contribution = ` 4,80,000

PV Ratio = 

= = 40%

Break even sales = Fixed Expenses / PV Ratio = ` 3,00,000 /40% 

   = ` 7,50,000

Break even sales will be lowered by ` 2,50,000

Reason- Variable cost will be decreased due to elimination of

middlemen.

2. Sales for desired profit  = 

     =  

      = ` 12,50,000

 Space to write important points for revision 
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2015 - Dec [1] Answer the question.

(a) Given: Sales ` 2,00,000; Fixed Cost ` 40,000; BEP ` 1,60,000.

Ascertain the profit. (2 marks) [CMAIG - II]

Answer:

BEP =  = 1,60,000 = 

or P/V Ratio =   =  = 

Contribution =  = Contribution = = ` 50,000

Variable Cost = Sales - Contribution

Variable Cost = 2,00,000 - 50,000 

= ` 1,50,000

Profit = Sales - FC - VC

Profit = 2,00,000 - 40,000 - 1,50,000 

= ` 10,000.

 Space to write important points for revision 

2015 - Dec [2] Answer the question:

(a) (i) In 2014 the turnover of Akash Ltd., which operated at a margin of

safety of 25%, amounted to ` 12,00,000 and its profit volume ratio

was 40%. During 2015 the company estimated that although the

same volume of sales would be maintained, the sale value would go

down due to decrease in selling price. There will be no change in

variable costs. The company proposes to reduce its fixed costs

through an intensive cost reduction programme. These changes will

alter the profit volume ratio and margin of safety to  and 40%

respectively in 2015.

You are required to present a comparative statement indicating

sales, variable costs, fixed costs and profits of the company for 2014

and 2015. (10 marks)
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Answer:

Comparative statement indicating sales, variable costs, fixed costs and

profits of the company for 2014 and 2015

2014 2015

Note no. (`) Note no. (`)

Sales (S) 12,00,000 7 10,80,000

Variable Cost (VC) 1 7,20,000 6 7,20,000

Contribution (C) 2 4,80,000 8 3,60,000

BEP 3 9,00,000 9 6,48,000

Fixed Cost (FC) 4 3,60,000 10 2,16,000

Profit (P) 5 1,20,000 11 1,44,000

Working Notes: 

2014:

P/V Ratio = 0.4 (Given)

VC/S = 1 - P/V = 1 - 0.4 = 0.6

MOS = 0.25 ×S (Given)

1. VC = (VC/S) × S = 0.6 × 12,00,000 = ` 7,20,000 

2. C = S - VC = ` 4,80,000 

3. BEP = S - MOS = S - 0.25×S = 0.75 × S = ` 9,00,000 

4. FC = BEP × P/V = 9,00,000 × 0.4 = ` 3,60,000 

5. P = C - FC = 4,80,000 - 3,60,000 = ` 1,20,000 

2015:

6. VC = ` 7,20,000 (Same as 2014) 

P/V Ratio = 100/3% = 1/3 (Given) 

VC/S = 1 - 1/3 = 2/3

MOS = 0.40 × S (Given)

7. S = VC × (3/2) = 7,20,000 × 3/2 = ` 10,80,000 

8. C = S - VC= 10,80,000 - 7,20,000 = ` 3,60,000



8.456 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

9. BEP = S -MOS =10,80,000 - 0.40 × S = 10,80,000 – 4,32,000 

= ` 6,48,000 

10. FC = BEP × P/V = 6,48,000 × 100/3% = ` 2,16,000 

11. P = C - FC = 3,60,000 – 2,16,000 = ` 1,44,000. 

 Space to write important points for revision 

2016 - June [1] (b) If BEP is ` 39,00,000 at 65% level of sales and profit is

` 8,40,000 at 100% level of sales, find out the P/V ratio. (2 marks)

(c) If the fixed cost per unit is ` 40 at 40% level of capacity what should be

fixed cost per unit at 80% level of capacity? (2 marks) [CMAIG - II]

Answer:

(b) At 65% of level of sales BEP = ` 39,00,000

Total sales =  = ` 60,00,000

Margin of Safety = Total Sales – Break even sales

= 60,00,000 – 39,00,000

= ` 21,00,000

P/v ratio =  =  × 100 = 40%

(c) Fixed cost per unit is ` 40 at 40% level.

Therefore fixed cost per unit at 80% =  = ` 20 per unit

Note: As the level of capacity increases, fixed cost per unit decreases.

Although total fixed cost remains the same irrespective of level of

production.

 Space to write important points for revision 
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2017 - June [6] (a) ABC Ltd. has furnished the following data for the two

years:

Particulars 2015-16 2016-17

Sales (`) 10,00,000 ?

Profit/Volume Ratio 50% 37.5%

Margin of safety sales as a % of total sales 40% 21.875%

There has been substantial savings in the fixed cost in the year 2016-17 due

to the restructuring process. The company could maintain its sales quantity

level of 2015-16 in 2016-2017 by reducing the selling price.

You are required to calculate the following values (in `):

(i) Sales for 2016-17

(ii) Break-even sales for 2016-17

(iii) Fixed cost for 2016-17 (8 marks)

Answer:

P/V Ratio =  = 50%

Contribution = Sales × 50% 

= 10,00,000 × 50%

= 5,00,000

MOS = 10,00,000 × 40% 

= 4,00,000

Also MOS = Total Sales – Break Even Sales

4,00,000 = 10,00,000 – Break Even Sales

Break Even Sales = 6,00,000

Variable Cost = Sales – Contribution 

= 10,00,000 – 5,00,000

= 5,00,000

Fixed Cost = BEP × P/V Ratio = 3,00,000
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2016 - 17

As sales quantity is same as in 2015-16, hence, total variable cost 

will remain same.

 = 37.5%   = 37.5%

  = 37.5%    = 0.625

 Sales = 8,00,000

MOS = 21.875% of Sales

= 8,00,000 × 21.875%

= ` 1,75,000

BEP = Total Sales – MOS

= 8,00,000 – 1,75,000

= ` 6,25,000

Also BEP =

6,25,000 =

F.C. = 6,25,000 × 37.5%

 = ` 2,34,375

 Space to write important points for revision 

2017 - June [6] (b) A firm can produce three different products from the

same raw material using the same production facilities. The requisite labour

is available in plenty at ` 8 per hour for all products. The supply of raw

material, which is imported at ` 8 per Kg is limited to 10,400 kg. for the

budget period. The variable overheads are ` 5.60 per hour. The fixed

overheads are ` 50,000. The selling commission is 10% on sales.

From the following information, you are required to suggest the sales mix

which will maximize the firm’s profits. Also determine the profit that will be

earned at the level:
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Product Market

Demand

(units)

Selling Price

Per unit (`)

Labour (Hours

Required per

unit)

Raw Material

(Kg Required

per unit)

X 8,000 30 1 0.7

Y 6,000 40 2 0.4

Z 5,000 50 1.5 1.5

(7 marks)

Answer:

Particulars X Y Z

Selling Price per unit 30 40 50

Variable Cost

Material 

Labour

Var. OH

Selling Commission 

5.6

8.0

5.6

3.0

3.2

16.0

11.2

4.0

12.0

12.0

8.4

5.0

Contribution per unit 7.8 5.6 12.6

Contribution per kg of Raw material 11.14 14 8.4

Rank II I III

Raw Material Wages:

Y  6,000 × 0.4 = 2,400 kg.

X  8,000 × 0.7 = 5,600 Kg.

Total = 8,000

Raw Material left for Z = 10,400 – 8,000 

= 2,400

Units of Z to be produced = 

= 1,600 units
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Sales Mix = X : 8,000 units, Y : 6,000 units, Z : 1,600 units

Total Contribution = (8,000 × 7.8) + (6,000 × 5.6) + (1,600 × 12.6)

= 1,16,160

Profit = 1,16,160 – 50,000

= ` 66,160

 Space to write important points for revision 

2017 - Dec [6] (a) Following particulars relate to a manufacturing factory for

the month of March, 2017

Variable cost per unit ` 14

Fixed factory overhead ` 5,40,000

Fixed selling overhead ` 2,52,000

Sales price per unit ` 20

(i) What is the break-even point expressed in rupee sales?

(ii) How many units be sold to earn a target net income of ` 60,000 per

month?

(iii) How many units must be sold to earn a net income of 25% on cost?

(iv) What should be the selling price per unit if break-even point is to be

brought down to 120000 unit? (8 marks)

(b) There are three similar plants under one Corporate Management who

wants them to be merged for better operation. The following are the

details relating to these plants. 

Plant A Plant B Plant C

Capacity in

Operation

100% 70% 50%

(` in lakhs)

Turnover 300 280 150

Variable Cost 200 210 75

Fixed Cost 70 50 62
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You are required to calculate:

(i) Capacity of merged plant to be operated to break-even;

(ii) Profitability of working at 75% capacity;

(iii) The turnover from the merged plant to give a profit of ` 28 lakhs.

(7 marks)

Answer:

(a) (i) Calculation of BEP in rupee sales: 

P/V Ratio =  =   × 100 = 30%

BEP =  =  = ` 26,40,000

(ii) Sales to earn a target net income of ` 60,000 per month: 

Contribution per unit = ` 20 – ` 14 = ` 6.

Sales in units =  =   

= 1,42,000 units.

(Sales in Rupees = 1,42,000× ̀  20 = ̀  28,40,000.) This is optional

(iii) No. of units to be sold to earn a net income of 25% on cost:

Profit @ 25% on cost means a profit @ 20% on Sales. Let sales be
assumed as ` X; the desired profit will be 20% of X or .20 X.

Now, X = 

Or X =  × 

or 30 X = 7,92,00,000 + 20X

or 10 X = ` 7,92,00,000 

or X = ` 79,20,000

No. of units to be sold =  = 3,96,000 units

(iv) Selling Price per unit if BEP is brought down to 1,20,000 units:

Contribution per unit = =  = 6.60 per unit.

Now, S.P. per unit = V + C = ` 14 + ` 6.60 = ` 20.60.
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Answer:

(b) Computation of Sales and Variable Costs for Plants B and C at 100

per cent capacity of working. (` in lakhs)

Capacity
Plant

A

Plant

B

Plant

C

Merged

Plant

100% 100% 100% 100%

Sales 300 400 300 1,000

Less: Variable Cost at 100% Capacity 200 300 150 650

Contribution 100 100 150 350

Less: Fixed Cost 70 50 62 182

Profit 30 50 88 168

(i) P/V Ratio =  =  = 35%

BEP (in `) = =  = ` 520 lakh

Capacity of ` 520 lakhs to total sales `1,000 lakhs= = 52%

(ii) Sales at 75% capacity = ` 750 lakh

P = (Sales × P/V ratio) – Fixed Cost

= 750 ×  – 182 or 262.5 – 182 = ` 80.5 lakhs.

(iii) Sales to earn a profit of ` 28 lakhs.

Sales =  =  =  = 600 lakhs.

 Space to write important points for revision 
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2018 - June [6] (a) ANKIT LTD. a manufacturing Company which produces

three Products furnishes the following information for the year 2016-17:

Particulars Products

A B C

Selling Price (per unit) ` 200 ` 150 ` 100

Profit Volume Ratio 10% 20% 40%

Raw Material content as a % of Variable Cost 50% 50% 50%

Maximum Sales Potential (units) 40,000 25,000 10,000

Fixed costs are estimated at ` 12 lakhs. The firm uses same raw material in

all the three products. Raw material is in ‘Short Supply’. The firm has a quota

for the supply of raw materials of the value of ̀  36 lakhs for the year 2016-17

for the production of three products to meet sales demand.

Required:

Determine the optimal product mix and ascertain the maximum profit

therefrom. (8 marks)

(b) The following figures are obtained from the records of P. Ltd.:

2015-16 (`)  2016-17 (`)

Sales 80,000 1,00,000

Net Profit 10,000 16,000

Required:

Calculate the following:

(i) Profit Volume Ratio

(ii) Break Even Point

(iii) Profit or loss at sales of ` 40,000

(iv) Sales required to earn a profit of ` 22,000

(v) Margin of Safety if sales in ` 55,000 (7 marks)
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Answer:

(a) Marginal Cost Statement

Particulars  Product

A (`) B (`) C (`)

Selling Price (SP) 200 150 100

Less: Variable Cost (VC)

  = SP - (SP × P/V Ratio) 180 120 60

Contribution per Unit (SP –VC) 20 30 40

Contribution per Key-Factor

{C/KF (50% of VC)}

0.22 0.50 1.33

Ranking III II I

Units Produced 20,000

(18,00,000/90)

25,000

(Maximum)

10,000

(Maximum)

Raw Material used (`) 18,00,000

(` 36,00,000 

– ` 18,00,000)

15,00,000

(25,000 × ̀  60)

3,00,000

(10,000 × ` 30)

Optimal Product Mix:

Product A 20,000 units (From remaining raw material)

Product B 25,000 units (Maximum)

Product C 10,000 units (Maximum)

Calculation of Profit

Particulars (`)

Product A 20,000 units x ` 20 (C per unit) 4,00,000

Product B 25,000 units x ` 30 7,50,000

Product C 10,000 units x ` 40 4,00,000

Total Contribution 15,50,000

Less: Fixed Cost 12,00,000

Maximum Profit 3,50,000
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(b)(i) Profit Volume Ratio:

P/V Ratio = (Change in Profit / Change in Sales) x 100

             = (` 6,000 / 20,000)* x 100 = 30%

Sales (`) Profit (`)

*2016-17 1,00,000 16,000

2015 -16 80,000 10,000

20,000 6,000

(ii) Break Even Point (BEP):

BEP = Sales× P/V Ratio (Contribution) = Fixed Cost (FC) + Profit or,

` 80,000 × 30% = Fixed Cost + ` 10,000 or,

` 24,000 = Fixed Cost + ` 10,000 or Fixed Cost = ` 14,000

Or

` 1,00,000× 30% = FC + ` 16,000 or,

` 30,000 = FC + ` 16,000 Or FC = ` 14,000

Now, BEP = Sales × P/V Ratio = FC or, Sales × 30% = ` 14,000 or

BEP = ` 46,667

Or, BEP Sales = Fixed Cost/ (P/V Ratio) = ` 14,000/0.30 = ` 46,667

(iii) Profit or Loss at Sales of ` 40,000:

We know that : Sales × P/V Ratio = Fixed Cost + Profit

 ` 40,000 × 30% = ` 14,000 + Profit or,

` 12,000 = ` 14,000 + Profit or Profit = ( - ) ` 2,000

When Sales are ` 40,000, loss is ` 2,000.

(iv) Sales required to earn a Profit of ` 22,000:

We know that: Sales × P/V Ratio = Fixed Cost + Profit or,

Sales × 30% = ` 14,000 + ` 22,000 or Sales = ` 1,20,000

(v) Margin of Safety if Sales is ` 55,000:

Margin of Safety (MS) = Sales at Activity Level – Break Even Sales

= ` 55,000 – ` 46,667 or ` = ` 8,333

 Space to write important points for revision 
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2018 - Dec [6] (a) A company budgets for a production of 5 lakh units at a

variable cost of ` 20 each. The fixed costs are ` 20 lakhs. The selling price

is fixed to yield a profit of 25% on cost.

You are required to calculate

(i) P/V Ratio and Break even point

(ii) If the selling price is reduced by 20%,

Ascertain :

(A) The effect of price reduction on the P/V Ratio and BEP.

(B) The number of units required to be sold at the reduced selling price to

obtain an increase of 20% over the budgeted profit. (8 marks)

2018 - Dec [6] (b) AVONA LTD., a toy factory presents the following

information for the year ended 31st March, 2018:

` 

Material cost 1,20,000

Labour cost 2,40,000

Fixed overheads 1,20,000

Variable overheads 60,000

Units produced 12,000

Selling Price per Unit 50

The available capacity is a production of 20000 units per year. The firm has

an offer for the purchase of 5000 additional units at a price of ` 40 per unit.

It is expected that by accepting this offer there will be a saving of rupee one

per unit in material cost on all units manufactured, the fixed overhead will

increase by ` 35,000 and the overall efficiency will drop by 2% on all

production.

State whether offer is acceptable or not. (7 marks)
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Table Showing Marks of Compulsory Questions

Year 14

J

14

D

15

J

15

D

16

J

16

D

17

J

17

D

18

J

18

D

Practical 4

Total 4



13 STANDARD COSTING

THIS CHAPTER INCLUDES

! Standard Cost 

! Estimated Costs

! Setting of Standard Costs

! Stock Valuation

! Advantages of Standard Costing

! Limitations of Standard Costing

! Variance

Marks of Objective, Short Notes, Distinguish Between, Descriptive  & Practical Questions

Legend

Objective Short Notes Distinguish Descriptive Practical

For detailed analysis Login at www.scannerclasses.com 

for registration and password see first page of this book. 

8.468



[Chapter  13] Standard Costing O 8.469

CHAPTER AT A GLANCE

S.

No.

Topic Important Highlights

1. Meaning Standard Cost is the pre-determined operating cost

calculated from Management’s standards of efficient

operation and the relevant necessary expenditure. It

reflects – (a) quantities of material and labour

expected to be used, (b) prices expected to be paid for

materials and labour during the coming year and (c)

factory expenses applicable to production based on

good performance and practical capacity operation of

the factory. 
2. Uses 1. Planning and Control

2. Pricing Decisions

3. Variance Analysis

4. Management by Exception

SETTING UP STANDARDS

Basis Classification

1. Nature of operating 

conditions 

(a) Ideal Standards 

(b) Normal Standards

2. Time period to which they

relate

(c) Basic Standards 

(d) Current Standards 

3. Type of Cost (e) Material Cost Standards 

(f) Labour cost Standards

(g) Overhead Cost Standards 

4. Type of Data (h) Physical (Quantity or Time)

Standards 

(i) Monetary (Price or Rate) Standards 
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3. Standard

Costing

1. Meaning 

Standard costing refers to ‘the preparation and

use of Standard Costs, their comparison with

Actual Costs and the Analysis of Variances to

their causes and points of incidence’.

2. Steps In Setting Standard Costing

(a) Setting up of Standards, 

(b) Ascertainment of Actual Costs, 

(c) Comparison of Actual and Standard costs to

determine Variances, and 

(d) Investigation of variances and taking

appropriate action thereon wherever

necessary. 

3. Preliminary steps prior to the installation of a

Standard Costing System

(a) Responsibility Centres : The key areas of

operation in the enterprise should be

identified into Responsibility Centres with

clearly defined roles, e.g. Cost Control,

Revenue Maximization etc. Such

Responsibility Centres may be identified

either through – (a) Departmentation or (b)

Activity Based Costing. 

(b) Classification of Accounts: The various

heads of expense accounts should be

classified and codified for collection and

comparison of Actual Costs with Standard

Costs. This will also help the process of

mechanized/computerized accounting.

(c) Selection of Standards: For operational

requirements, a suitable type of standard

should be selected.
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(d) Length of Period: The duration, of which the

standards are to be used, should be

determined. 

4. Advantages of Standard Costing

(a) Measuring Performance

(b) Cost Control

(c) Price Fixing

(d) Management by Exception

(e) Introduction of Incentives

(f) Quotations and Estimates

(g) Inventory Valuation

(h) Planning and Budgeting

(i) Standardisation

5. Disadvantages of Standard Costing
1. Variation in Price
2. Varying level of output:
3. Changing technology
4. People’s attitude
5. Mix of products
6. Too Strict or too liberal

4. Procedure

for Setting

Standards

1. Procedure For Setting Material Quantity 

Standards

(a) Standardisation of Products

(b) Product Classification

(c) Standardisation of materials

(d) Preparation of Bill of Materials (BOM)

(e) Test Runs

2. Procedure for fixing Material Price Standards

Responsibility: Material Prices are based on

market forces of supply and demand, and are not

altogether within the control of the manufacturer.
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However, the Purchasing Department, from its

knowledge of current market conditions and

trends, will be in a position to state the price for

various raw material with reasonable accuracy.

Factors: Material Price Standards are generally

based on the following factors – 

(a) Stock of materials on hand and the prices

are which they are held, 

(b) Prices at which orders for future deliveries of

materials have already been placed, 

(c) Anticipated fluctuation in price levels – the

nature of secular trend in material prices

rather than short-run changes in price

ranges, 

(d) Company’s purchasing policy – quantity,

quality, periodicity of purchase, supplier

relations etc. and 

(e) Objective of Cost Accounting and Variances

Analysis. 

3. Procedure for setting Physical Standards in 

Labour

Labour Quantity Standards are set in the 

following manner:  

(a) Standardisation of Products

(b) Product Classification

(c) Standardisation of methods

(d) Manufacturing layout

(e) Time & Motion Study

(f) Training 

4. Procedure for fixing Labour Rate Standards

(a) Second Wage Rates may be set to cover 

various grades of labour.
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(b) The Wage Rate for costing purposes should

include appropriate allowances for normal

idle time. 

(c) In Factories where contracts with workers’

unions exist, the rates approved by contract

usually become the standard for the period

to which the contract relates.

5. Procedure for fixing Overhead Expense 

Standards 

Overhead Expense Standards are determined by

reference to the following standards:  

(a) Procedure for Level of output 

(b) Procedure for Nature of Expense

(i) Choice of output level

(ii) Forecasting of Overhead expenses

(iii) Classification of overheads

(iv) Preparation of budgets  

(v) Absorption Rates

RECONCILIATION FORMAT OF STANDARD COSTING AND ACTUAL

COSTING

Standard Costing Profit and Loss Report Month ………..20……….

Particulars Total Dept.

A

Dept.

B

Dept.

C

A. Sales

B. Less: Standard Cost of Sales

C. Standard Profit on Actual Sales 

D. Add/Deduct Variances 

Materials:       Price 

                       Mix

                       Yield
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Labour:           Rate

                       Idle Time

Variable Overhead:  Expenditure 

                                 Efficiency 

Fixed Overhead:      Expenditure 

                                 Volume 

Total 

E. Actual Profit 

Adverse Variances are deducted, while Favourable Variances are added. 

Accounting for Standard Cost

The standard cost operations are recorded in the books of account using

various accounting procedures like – 

1. Partial Plan:  Where variances are computed, analysed and accounted

at the end of the period. 

2. Single Plan:  Where variances are computed, analysed and accounted

at the time of transaction. 

3. Dual Plan: Where variances are expressed in the form of efficiency

indices and ratios.

DISTINCTION BETWEEN PARTIAL PLAN AND SINGLE PLAN

Particulars Partial Plan Single Plan

1. Time of

Computati

on 

Variances are computed at

the end of the period.

Variances are computed at

the point of transaction –

purchase of materials,

payment of wages etc.

2. Nature of

Control

Responsibility for adverse

variances can be fixed only

after the period. Hence, it

helps only post-control.

Responsibility for adverse

variances is fixed as and

when the transactions

occur. Current control is

facilitated.  
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3. MPV Cal-

culation

Material Price Variance is

computed for the actual

quantity consumed.

Material Price Variance is

computed for the actual

quantity purchased, i.e.

Material Purchase Price

Variance (MPPV).

4. RM Val-

uation

Raw material Inventories

are valued at Actual Cost.

Raw Material Invento-ries

are valued at Standards

Cost. 

5. Account All variances are adjusted
in the WIP control account.

All variances are adjusted
in the res-pective cost
accounts, i.e. RM  Control,
Wag-es Control A/c etc. 

6. Nature of
Analysis

Partial Plan is suita-ble
where simple analysis of
variance is sufficient at the
end of the period.

Single Plan is preferred if
frequent detailed analysis
of variances is desired.

7. Document
ation 

A l l  v a r i a n c e s  a r e
investigated only at the
end of the period. Detailed
documentation is not
necessary.

This system requires more
planning and effective
documenta-tion at each
stage, for proper recording
and analysis of variance. 

Dual Plan
1. Dual Plan is a method of recognition of variances by use of Basic and

Current Standards. (Under Single Plan and Partial Plan, only Current
Standards are used).

2. Under Dual Plan, variances are not computed by amounts of cost.
Instead, the variances are expressed in the form of efficiency indices,
using ratio analysis. 

3. The procedure for Variance Reporting is as under – 
(a) Step 1: Express the Actual Cost as a percentage of Basic Cost. 
(b) Step 2: Express the Current Cost as a percentage of Basic Cost. 
(c) Step 3: Compare the two percentage to find out the extent of

deviation from Current Standards. 
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(d) Step 4: Compare the above percentages with those of the previous

periods to establish the trend of actual and current standard from

Basic Cost.

Standard Cost and Estimated Cost

Standard Cost Estimated Cost

1. It is a predetermined cost on a

scientific basis.

2. It takes into consideration all

elements of cost.

3. It is ascertained and applied

when std costing system is in

operation.

4. It emphasizes on what the costs

should be.

5. It is used for analysis of

variances and cost control

purposes.

6. It is used as a regular system of

accounts from which variances

are found out.

1. It is predetermined cost based

on past performance adjusted for

anticipated changes.

2. No minute appraisal of each

individual component cost.

3. It is used in budgetary control

system and historical costing

system.

4. It emphasizes on the level of

costs not to be exceeded.

5. It is used in decision making and

selection of alternative with

maximum profitability. It is also

used in price fixation.

6. It is period based.

Standard Cost and Marginal Cost

Standard Cost Marginal Cost

1. It considers both fixed and

variable expenses

2. It helps in measuring efficiency

and improving performances.

1. It involves use of variable

expenses and computation of

contribution.

2. It helps in determination of break

even sales.
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Standard Cost and Budgetary Control

Standard Costing Budgetary Control

1. It is based on technical

assessments of costs.

2. Standards are set mainly for

p roduct ion  and  re la ted

expenses.

3. It is related with cost control and

hence it is more intensive.

4. It is a projection of cost

accounts.

5. It tells us how much the costs

should be.

6. Standard costs are established

with the aid of budgeting

expected level of output and

working conditions in future.

7. Standards are prepared different

elements of cost, i.e., materials,

labour, overheads, etc.

1. It is based on past actual

adjusted to future trends.

2. It is compiled for all items of

income and expenditure.

3. It is concerned with the operation

of the business as a whole.

4. It is projection of financial

accounts.

5. It tells us the anticipated and

expected costs.

6. It is based on past figures and

does not need the help of

standard costing.

7. Budgets are prepared for

different functions of business,

i.e., production, sales, purchases

etc.

VARIANCE

ANALYSIS

1. The difference between standard cost of the

actual output and its actual cost is known as

variance. 

2. In cost variances, if the former exceeds the latter,

then the variance is said to be favorable (F),

otherwise adverse (A). 

3. These variances are analyzed to find the cause

of their occurrence especially when they are

adverse in nature.
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MATERIAL

VARIANCES

Material variances can be analyzed as under:

(1) Material Cost Variance =  Standard Cost for 
Actual output – Actual cost

(2) Material Price Variance = Actual Quantity 
(Standard Price – Actual Price)

(3) Material Usage Variance = Standard Price
(Standard Quantity – Actual Quantity)

(4) Material Mix Variance = Standard Rate ×
(Standard Mix in actual quantity – Actual Quantity)

(5) Material Yield Variance = Standard Cost p.u. of
yield × (Std yield in actual quantity – Actual yield)

(6) Material Purchase Price Variance = Actual
Quantity purchased × (Standard Price – Actual
Price)
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LABOUR VARIANCES

Total actual hours = Actual Hours worked +
Actual Idle Time
(1) Labour Cost Variance = Standard labour cost for

Actual output – Actual labour cost
(2) Labour Rate Variance = Total actual hours 

(Standard rate – Actual Rate)
(3) Labour Efficiency Variance = Standard Rate

(Standard hours – Actual hours worked)
(4) Labour Gang Variance = Standard Rate (Std mix

in actual hrs worked – Actual hrs worked)
(5) Labour Yield Variance = Std. labour cost p.u.

(Std. yield in actual hrs worked – Actual yield)
(6) Labour Idle time Variance = Standard Rate × 

Actual Idle time

VARIABLE

OVERHEAD

VARIANCES

Variable Over Head Variances (VOH) can be

understood as below:
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Labour hours will be considered for computation of
VOH variances.

VOH expenditure variance is also known as VOH
Budget variance.

(1) VOH Cost Variance = Std VOH cost for Actual 
output – Actual VOH cost

(2) VOH expenditure Variance = Total actual hours
(Std VOH rate – Actual VOH Rate)

(3) VOH Efficiency Variance = Standard Rate
(Standard hours – Actual hours worked)

FIXED
OVERHEAD
VARIANCES

Fixed Over Head variance (FOH) can be computed
as under:

Fixed overhead variances are computed by taking
into consideration the Budgeted FOH costs, Standard
FOH costs (also known as revised budgeted FOH
costs) and Actual FOH costs.
For the sake of simplicity, we have used some
symbolic connotations to represent certain terms. 

Eg: Standard FOH is expressed as SFOH : Budgeted

FOH as BFOH and Actual FOH as FOH



[Chapter  13] Standard Costing O 8.481

(1) FOH Cost Variance = Standard FOH for actual 

output – Actual FOH

(2) FOH Volume Variance = Standard FOH – 

Budgeted FOH

(3) FOH Expenditure Variance = Budgeted FOH – 

Actual FOH

(4) FOH Efficiency Variance = Standard FOH – Std.

FOH rate × Actual Hours

OR

Std. FOH Rate (Std .Hours – Actual Hours)

(5) FOH Capacity Variance = Std. FOH rate × Actual

Hours – Budgeted FOH

OR

= Std. FOH rate (Actual Hours – Budgeted 

Hours)

Note : For the sake of simplicity, the student can

understand that if the above answer is positive, then

the variance is adverse.

FIXED

OVERHEAD

CALENDAR

VARIANCE

Sometimes, certain questions may provide data in

terms of days also. In that case, another FOH

variance, known as FOH Calendar variance is

required to be computed and the formula for

computation of FOH Capacity Variance also changes.

(1) FOH Capacity Variance 

= Std FOH rate × Actual Hours - 

× Actual Days × Std. Rate

(2) FOH Calendar Variance 

=  × Actual Days × Std. Rate –

Budgeted FOH
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SALES

VARIANCES

Sales variances can be analyzed as under:

(1) Sales Total Variance = Budgeted Sales – Actual 

Sales

(2) Sales Price Variance = Actual Qty. (Budgeted

Selling Price – Actual Selling Price)

(3) Sales Volume Variance = Budgeted Selling Price

(Budgeted Qty. – Actual Quantity)

(4) Sales Mix Variance = Budgeted Rate ×

(Budgeted Mix in actual qty. – Actual Quantity)

(5) Sales Quantity Variance = Avg. Budgeted selling

price p.u. × (Total Budgeted qty. – Total Actual

qty.)

SALES MARGIN

VARIANCES /

PROFIT

VARIANCES

Sales Margin variances (also known as Profit

Variances) can be analyzes as under:



[Chapter  13] Standard Costing O 8.483

(1) Sales Margin Total Variance = Budgeted Margin 

– Actual Margin

(2) Sales Margin Price Variance = Actual

Qty.(Budgeted Margin p.u. – Actual Margin p.u.)

(3) Sales Margin Volume Variance = Budgeted

Margin p.u. (Budgeted Qty. – Actual Quantity)

(4) Sales Margin Mix Variance = Budgeted Margin

p.u. (Budgeted Mix in actual qty. – Actual

Quantity)

(5) Sales Margin Quantity Variance = Avg. Budgeted

Margin p.u. × (Total Budgeted qty. – Total Actual

qty.)

Note: Budgeted Margin = Budgeted Selling Price

– Standard Cost

Actual Margin = Actual Selling Price – Standard 

Cost

While computing actual margin or actual profit for

the purpose of computation of thee variances,

actual cost is not to be considered.
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DISTINGUISH BETWEEN

2009 - June [5] (b) Distinguish between Standard Costing and Budgetary

Control. (5 marks) [CMAIG - II]

Answer :

Basic Standard costing Budgetary control

Meaning It is a system of accounting

where predetermined costs

are used for analysis of

variance and control of the

entire organisation.

It is planning exercise made by

the management in setting

budget for the forthcoming

period and analysis of actual

with budgeted figure. 

Expressed It may be expressed both in

terms of quantitative and

monetary measure.

It is expressed in monetary

terms only

Objective It is ascertainment and

control of cost.

It is concerned with the overall

profitability and financial position

of the concern. 

Emphasis It emphasizes on what

should be the cost.

It emphasizes on the level of

cost not to be exceeded.

Projection It is projection of cost

accounts.

It is projection of financial

accounts.

Used by S tandards  are usual ly

limited to manufacturing

activities only.

Budgets are used by all

departments.

 Space to write important points for revision 

2010 - Dec [6] (b) What are the differences between Labour Rate Variance

and Labour Efficiency Variance? (5 marks) [CMAIG - II]
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Answer :

Labour Rate Variance- This arises when there is a difference between the

actual wage rate paid and the predetermined standard wage rate. The

Labour rate variance ignores the question of whether the actual labour hours

worked during the period were more or less than the standard labour hours

required to complete that work. It is concerned only with actual worked

hours.

 Thus, the  Labour rate variance is a function of the difference between the

actual wage rate and the standard wage rate and the actual total labour

hours worked.

Labour Rate Variance = (SR-AR)AH x AO

Labour Efficiency Variance- The variance which seeks to isolate the impact

of working greater or lesser number of hours than the standard hours in

production is called the LEV or Labour Time Variance. The time required by

the labour force is an index of its efficiency LEV is concerned only with the

standard wage rate.

Labour efficiency variance is a function of the difference between the hours

worker should have consumed in actual production and the actual hours

worked and the standard wage rate 

Labour Efficiency Variance= [(SH x AO) – (AH x AO)] x SR

This variance will be favourable if the actual time taken is less than the

standard time.

 Space to write important points for revision 

2014 - June [4] (c) Briefly distinguish between the two Cost Control
Techniques “Budgetary Control” and “Standard Costing”.

(4 marks) [CMAIG - II]
Answer:

Please 2009 - June [5] (b) on page no. 484
 Space to write important points for revision 
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DESCRIPTIVE QUESTIONS

2008 - Dec [5] (a) State the distinguishing features of standard cost.
(5 marks) [CMAIG - II]

Answer :
Features of Standard Cost:
(a) It is a pre-determined cost which is computed before the cost is incurred

(i.e., in advance of production).
(b) It is based on engineering specification of all the factors affecting cost.
(c) It is computed for a specific period of time.
(d) It is to be attained under a given set of efficient operating conditions.

 Space to write important points for revision 

2009 - Dec [6] (a) State the principle reasons which give rise to variances
between actual and standard in standard costing. (5 marks) [CMAIG - II]
Answer :
The variances between actuals and standards arise mainly due to the
following reasons:

(i) Inefficient operations due to inadequate machine usage/faulty
machinery

(ii) Departure from laid down procedure
(iii) Human error
(iv) Inappropriate setting of standards
(v) Frequent changes in market prices of various inputs in an unstable

condition
(vi) Errors in recording actual results

 Space to write important points for revision 

2012 - Dec [3] (b) Discuss the advantages of standard costing system.

(5 marks) [CMAIG - II]

Answer:

The various advantages of standard costing system are as under:

(i) It helps in effective cost control, planning.
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(ii) It helps the management in fixation of prices.

(iii) It helps in formulating policies like business planning, budgeting and
managerial decision making.

(iv) It enables objective judgement of people, thus promoting and
rewarding the deserving person.

(v) It helps the management in measuring and improving operational
efficiency and evaluates performance by comparing actual costs with
standard costs.

(vi) An atmosphere of cost consciousness is created among the staff,
managerial as well as workmen, of the business. Standard costing
also provides incentives to workers and middle and top executive
personnel for efficient work.

(vii) It serves as a basis of comparison.

(viii) It through variance analysis provides a ready means of interpretation
of information for the management for the purpose of control and
decision making. Ready reporting enhances the value of reports. 

(ix) It facilitates the use of management by Exception principle since the
management need to concentrate only on the areas and problems
which require its attention through study of variance analysis. 

(x) It facilitates co-ordination between different functions such as
purchasing, production, selling, accounting together while fixing
standards.

 Space to write important points for revision 

2013 - June [8] Answer  the following:

(d) How are normal and abnormal idle time dealt with in Standard Costing
in computing idle time variance? (5 marks) [CMAIG - II]

Answer :

Normal Idle Time: It is inherent in any work situation and cannot be
eliminated.

Abnormal Idle time:  Apart from normal idle time, there may be some
factors which may give rise to abnormal idle time.
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In standard costing, standard labour time is fixed after taking into account the
normal idle time. However, if the actual idle time is more than this normal
level, it is considered as abnormal idle time and is therefore shown as
variance which is always adverse. It indicates the loss caused due to
abnormal idle time. Since we need to exclude the influence of the actual rate,
we have idle time variance = Abnormal idle time × standard rate.

 Space to write important points for revision 

PRACTICAL QUESTIONS

2008 - Dec [5] (b) The following information was obtained from the records
of a manufacturing unit using standard costing system :

Particulars Standard Actual 
Production 4000 units 3800 units
Working days 20 21
Fixed overheads ` 40,000 ` 39,000
Variable overheads ` 12,000 ` 12,000

Calculate :
(a) Variable overhead variance;
(b) Fixed overhead expenditure variance;
(c) Fixed overhead volume variance;
(d) Fixed overhead efficiency variance;
(e) Fixed overhead calender variance. (10 marks) [CMAIG - II]

Answer :

(a) Standard variable overhead (per Unit)  =  = ` 3 per unit

Variable overhead variance = STD variable overhead for actual
production – Actual variable overheads

 = 11,400 – 12,000 = 600 (A)
(b) Fixed overhead Expenditure variance =  Budgeted fixed overheads –

Actual fixed overheads

= 40,000 – 39,000

= `1,000 (F)
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(c) Standard overhead Rate per unit = 40,000/ 4,000 = ` 10/- per unit.

Fixed overhead Volume variance =  Standard fixed overhead for actual
output - Budgeted fixed  overhead  

        = (3,800 × 10 ) – 40,000

        = ` 2,000 (A)

(d) Fixed overheads Efficiency variance = (Standard production for actual
days × standard rate per unit) – (Actual production × Standard rate )

= (200 × 21 × 10) – 3,800 × 10

= ` 4,000 (A)

(e) Fixed overhead Calendar variance = (Standard working days x standard
rate per day) – (actual days  ×  standard rate per day)

=  × 21 - 40,000

= ` 2,000 (F)
 Space to write important points for revision 

2009 - June [5] (a) The standard process cost card for a processed item is
as under :

` Per kg of

Finished Product

Direct Material - 2 kgs @ ` 10 per kg 20

Direct Labour -3 hours @ ` 20 per hour 60

Fixed Overhead    90

Total 170

Budgeted output for the period is 1000 kgs.

Actual production and cost data for a month are as under :

Actual production (on equivalent production basis)

Material = 1400 kgs

Labour = 1140 kgs

Overheads = 1140 kgs

Direct Material 2900 kgs  = cost ` 32,000

Direct Labour 3300 hours = cost ` 68,000

Fixed Overhead ` 88,000
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You are required to work out the following variances: 

(i) Material Price and Usage Variances;

(ii) Labour rate and Efficiency Variances; and 

(iii) Fixed Overhead Budget Variance. (10 marks) [CMAIG - II]

Answer :

`

Material price
variance

(Std. price – Actual price) 
× actual Qty.

29,000–32,000 3,000(A)

Material Usage
variance

(Std. Qty – Actual Qty.) ×
Std. rate

28,000–29,000 1,000(A)

Labour rate
variance

(Std. rate - actual rate) ×
Actual hours

66,000–68,000 2,000(A)

Labour efficiency
variance

Std. rate×(standard hours
– actual hours)

20×(3,420–3,300) 2,400(F)

Fixed overhead
budget variance

Budgeted expenditure –
actual expenditure

(1,000×90) – 88,000 2,000 (F)

Working Note:

Std. Qty. for actual output = 1,400kg × 2kgs = 2,800kgs 
 Space to write important points for revision 

2009 - Dec [6] (b) The following information are provided to you for a month
in respect of a workshop :

(i) Overhead cost variance — ` 1,400 adverse

(ii) Overhead volume variance — ` 1,000 adverse

(iii) Budgeted hours — 1,200 hrs.

(iv) Budgeted overhead — ` 6,000

(v) Actual rate of recovery of overheads — ` 8 per hour

You are required to compute :

1. Overhead expenditure variance
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2. Actual overheads incurred

3. Actual hours for actual production

4. Overheads capacity variance

5. Overheads efficiency variance

6. Standard hours for actual production (10 marks) [CMAIG - II]

Answer :

Let Standard Hours for Actual Output be ×

And Actual Hours be y

Fixed overhead efficiency variance 

= SH × SRAH × SR = x × 5 y× 5 = 5 x-5y

Fixed overhead capacity variance 

= AH × SR  BH × SR = 5× 6,000

Fixed overhead expenditure variance 

= BH × SR AH × AR = 6,000  8y

Fixed overhead cost variance = 1,400(A)

1. Fixed overhead expenditure variance

= Fixed overhead cost variance - Fixed overhead Volume variance

= 1,400(A) 1,000(A) 

= 400(A) 

2. Actual Overhead incurred (AH × AR) 

= 800 × 8 = ` 6400 

3. Actual Hours for Actual Production

Fixed overhead expenditure variance 

= 6,000  8y = 400(A)

       8y = 6,400

        Y = 800 hrs.

4. Fixed overhead capacity variance 

= AH × SR  BH × SR = 5x 6,000 = 5 × 800 6,000 = 2,000(A)

5. Fixed overhead efficiency variance

= Fixed overhead volume variance  Fixed overhead Capacity

    variance

= 1,000(A)  2,000(A) 

= 1,000(F) 
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6. Standard Hours for Actual production

Fixed overhead efficiency variance 

= SH × SR   AH × SR = x ×5- y × 5 

   5x-5y = 1,000(F)

5x - 5 × 800 = 1,000(F)

      5x = 5,000

 x = 1,000 hrs.
 Space to write important points for revision 

2010 - June [5] B. Ltd. started trading on 1st November 2008, manu-
facturing and selling one product. The standard cost per unit was : 

Direct material: Standard price `10 per kilogram

Standard quantity: 20 kilogram per unit

Direct labour: Standard rate of pay `5.50 per hour

Standard time allowance: 12 hours per unit

Production overhead costs, all classified as fixed, were budgeted at
` 9,00,000 per annum. The standard time for producing one unit is 12
machine hours and normal capacity is 60,000 machine hours per annum.
Production overhead is absorbed on machine hours.

For the year ended 31st October 2009, the costs incurred and other
relevant information is given below:

Direct material used — 1,00,000 kilograms at a cost of ` 10,50,000

Direct wages paid — `3,10,000 for 62,000 hours

Production overhead — ` 9,26,000

Machine capacity used — 60,000 hours

Actual output — 4,800 units

Assuming no stocks of work-in-progress or finished goods at year end.

You are required to:

(a) Show the standard product cost for one unit.

(b) Calculate variances for material (usage and price), labour (rate and
efficiency) and overhead. (5 + 10 = 15 marks) [CMAIG - II]
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Answer :

Standard Cost Card (per unit)

`

A. Direct Material (20K.g’s @ `10 per K.g.) 200

B. Direct Labour (12 hours @ `5.50 per hour)   66

C. Overheads (12 hours @ ` 15 per hour) 180

D. Total Standard Cost (A+B+C) 446

Calculation of material costs Variances 

Standard quantity for actual output = 4,800 × 20 = 96,000

Statement showing the basic calculation for the computation of
Material Cost Variances

SQ for AQ SP SQ × SP

(1)

AQ AP AQ × AP

(2)

AQ × SP

(3)

96,000 10 9,60,000 1,00,000 10.5 10,50,000 10,00,000

A. Material Cost Variances (1 – 2)      = ` 9,60,000 – ` 10,50,000 

= ` 90,000 (A)

B. Material Usage Variances (1 – 3)   = ` 9,60,000 – ` 10,00,000 

= ` 40,000 (A)

C. Material Price Variances (3 – 2) = ` 10,00,000 – ` 10,50,000 

= ` 50,000 (A)

Verification

Material Costs Variances 

= Material Usage Variances + Material Price Variances

= ` 40,000 (A) + ` 50,000(A) = ` 90,000(A)

Calculation of Labour cost variances

Standard hour for actual output = 4800 × 12 = ` 57,600

Statement showing the basic calculation for the Computation for
Labour Cost Variances

SH for AO SR SH × SR

(1)

AH AR AH × AR

(2)

AH×SR

(3)

57,600 5.5 3,16,800 62,000 5 3,10,000 3,41,000



8.494 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

A. Labour Cost Variance (1 – 2)               = ` 3,16,800 – ` 3,10,000 

            = ` 6,800 (F)

B. Labour Efficiency Variances (1 – 3)     = ` 3,16,800 – ` 3,41,000 

            = ` 24,200 (A)

C. Labour Rate Variances(3 – 2)              = ` 3,41,000 – ` 3,10,000 

            = ` 31,000 (F)

Verification

Labour Cost Variance = Labour Efficiency Variance + Labour Rate Variance 

= ` 24,200(A) + ` 31,000(F) 

= ` 6,800(F)

Calculation of Overhead Cost Variances

Budgeted Hours = ` 9,00,000/` 15 = 60,000

Assumption : All overheads are fixed.

Statement showing the basic Calculation for the computation of
material cost Variances

SH for
AO

SR SH × SR

(1)

AH AR AH × AR

(2)

AH × SR

(3)

BH BH × SR

(4)

57,600 15 8,64,000 60,000 15.43 9,26,000 9,00,000 60,000 9,00,000

A. Fixed Overhead Efficiency Variance 

(1 – 3) = ` 8,64,000 –  ` 9,00,000 = ` 36,000 (A)

B. Fixed Overhead Capacity Variance

 (3 – 4) = ` 9,00,000 – ` 9,00,000 = ` 0

C. Fixed Overhead Expenditure Variance 

(4 – 2) = ` 9,00,000 – ` 9,26,000  = ` 26,000 (A)

D. Total Fixed Overhead Cost Variance 

(A+B+C) = ` 36,000 + ` 26,000 = ` 62,000
 Space to write important points for revision 
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2012 - June [7] (a) From the following particulars furnished by M/s. Starlight
Co. Ltd. find out (i) Material cost variance : (ii) Material usage variance and
(iii) Material price variance.

Value of Material purchased . .` 9,000
Quantity of Material purchased . . 3,000 units
Standard quantity of materials required per tonne of
finished product . . 25 units
Standard rate of material . . ` 2 per unit
Opening Stock . . Nil
Closing Stock of material . . 500 units
Finished production during the period . . 80 tonnes.

(4 + 3 + 3 = 10 marks) [CMAIG - II]
Answer :

Particulars Formulae Workings Variances

Material Cost
Variance

Total Standard cost -Total
Actual cost

4,000-7,500 3,500 (A)

Material Price
Variance

(Standard Price - Actual
price) Actual Qty.

(2 -3) 2,500 2,500 (A)

Material Usage
Variance 

(Standard Qty. - Actual
Qty.) Standard Price

(2,000-2,500)2 1,000 (A)

Workings :
(1) Standard Quantity = 80 × 25 = 2,000 units

(2) Standard Rate = ` 2.00 per unit

(3) Actual Rate = 9,000/3,000 =  ` 3.00 per unit
(4) Actual Quantity = 3,000 - 500 = 2,500 units

 Space to write important points for revision 

2013 - June [3] (a) The following information is available in respect of fixed
overheads for a production period:

Overheads Cost Variance ` 1,400 (Adverse)

Overheads Volume Variance ` 1,000 (Adverse)
Budgeted Hours 1200 hours

Budgeted Overheads ` 6,000

Actual rate of recovery of Overhead ` 8 per hour
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You are required to compute the following for the given production period:
(i) Actual Overheads Incurred
(ii) Overhead Expenditure Variance
(iii) Overheads Capacity Variance
(iv) Actual Hours for Actual Production

(2 + 2 + 3 + 3 = 10 marks) [CMAIG - II]

Answer :

Fixed overhead cost variance     = ` 1,400(A) given

Fixed overhead Volume variance =  ` 1,000(A) given

Budgeted Over Head                    =  ` 6,000 (given)
Standard rate = Budgeted Overhead /budgeted hours 

= 6,000/1,200 = 5
Over head cost variance = Overhead expenditure  variance + over head
volume variance 

     -1,400 =Overhead Exp. Variance -1000

 Overhead  Exp. Variance = ` 400(A)
Overhead Exp. Variance = Budgeted overhead – Actual Overhead
                                                    - 400= 6,000 – Actual Overhead

               Actual Over Head incurred  = `6,400
Actual Hours for Actual Production= 6,400/8 = 800 hours

Overhead capacity variance

=  (Actual hours – Budgeted hours ) ×  standard rate 

=  (800 – 1,200 )× 5 = ` 2,000 (A)
 Space to write important points for revision 

2013 - Dec [1] {C} (c) In a factory of ARITAN LTD. operating Standard
Costing System, 2000 kgs of a material @ ` 12 per kg were used for a
product, resulting in price variance of ` 6,000 (FAV) and usage variance of
` 3000 (ADV). What is the standard material cost of actual production of a
product? (2 marks) [CMAIG - II]

Answer :

Given, Actual quantity = 2,000kg

Actual rate = ` 12/kg
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Actual Material cost = 2,000 × 12 = ` 24,000

Total material cost variance = Material price variance + Material
usage    variance

= 6,000 (FAV) + 3,000(ADV)

= 3,000 (FAV)

Hence, the standard material cost of Actual production: = 24,000+3,000 (F)
= ` 27,000.

 Space to write important points for revision 

2013 - Dec [2] (b) ESKAY LTD. operates a system of standard costing
throughout its division. The company produces an alloy by mixing and
processing three materials P, Q and R as per standard data given below:

Materials Ratio of Input Cost per kg (`)
P 2 40
Q 2 60
R 1 85

Note : Loss during processing is 5% of input and this has no realizable
value. 

During the month of June, 2013, 580000 kg of finished alloy was obtained
from inputs as per details given below:

Materials Quantity Consumed 

(kg)

Cost per kg

 (`)

P 240000 38

Q 250000 59

R 110000 88

You are required to calculate the following variances:

(a) Material Cost Variance;

(b) Material Price Variance;

(c) Material Mix Variance;

(d) Material Yield Variance;

(e) Material Usage Variance. (2 × 5 = 10 marks) [CMAIG - II]
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Answer :

ESKAY LTD.

Working: Standard Cost of Finished Alloy

Material Ratio Quantity (kg) Cost/kg (`) Total (`)
P 2 2 40  80
Q 2 2 60  120

R 1 1 85  85

Total Input 5 285
(Less) 5% Loss in process (0.25) ---
Net Output 4.75 Kg (`) 285

Standard Cost per kg of output = ` 60

COMPUTATION OF VARIANCES:

Total Material Cost Variance: Standard Cost of Actual Production (Output) -
Actual Material Cost for production

5,80,000 × ` 60 - 2,40,000 × ` 38  = ` 3,48,00,000 - ` 3,35,50,000

2,50,000 × ` 59 

1,10,000 × ` 88

= ` 12,50,000 (F)

Material Price Variance : (Standard Price - Actual Price) × Actual Quantity
Consumed 

P: (40 - 38) × 2,40,000 = ` 4,80,000 (F)

Q: (60 - 59) × 2,50,000 = ` 2,50,000 (F)

R: (85 - 88) × 1,10,000 = ` 3,30,000 (A)

=  ` 4,00,000 (F)

Material Mix Variance : (Input in Standard proportion- Actual input) ×
Standard Cost of input/kg

P (2,40,000 - 2,40,000) × ` 40 = Nil

Q (2,40,000 - 2,50,000) × ` 60 = ` 6,00,000 (A)

R (1,20,000 - 1,10,000) × ` 85 = ` 8,50,000 (F)

 6,00,000     6,00,000               ` 2,50,000 (F)
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Yield variance = (Standard yield from actual input - Actual input) × Standard
Cost of finished product

= (6,00,000 × - 5,80,000) × ` 60

=10,000 × ` 60

=  ` 6,00,000 (F)

Usage Variance = Standard cost (Output) of Actual production/(Output) -
Standard Cost of Actual quantity Consumed.

=  (5,80,000 × 60) - 

P: (2,40,000 × 40)

   + Q: (2,50,000 × 60)

   + R: (1,10,000 × 85)

= ` 3,48,00,000 - ` 3,39,50,000 =  ` 8,50,000 (F)

Mix Variance + Yield variance 

` 2,50,000 (F) + ` 6,00,000 (F) = ` 8,50,000(F)
 Space to write important points for revision 

2014 - June [1] {C} (b) In a factory of ZEE LTD., where Standard Costing is
followed, the budgeted fixed overheads for a budgeted production of 4800
units is ̀  24,000. For a certain period actual (FOH) expenditure was ̀  22,000
resulting in a fixed overhead volume variance of ` 3,000 (Adv.)

Calculate the actual production of ZEE LTD. for the period.

(2 marks) [CMAIG - II]

Answer:

Budgeted Production        =    48,000 

Budgeted fixed overheads     = ` 24,000

Actual fixed overheads           = ` 22,000

Fixed overhead volume variance = 3000(A)

Fixed overhead volume variance = Budgeted fixed overheads – 
Standard fixed overhead for
actual production

Budgeted overhead = 24,000
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Overhead for actual production =   X   

Where, X = Actual production

Fixed overhead volume variance = 3,000 (A)

-3,000  = 24,000 -  X

  X = 5,400 Units
 Space to write important points for revision 

2014 - June [3] (a) AKASH LTD. operates a system of Standard Costing.
The company has normal monthly machine-hour capacity of 100 machines
working 8 hours per day for 25 working days in the month of April 2014.

(i) The standard time Required to manufacture one unit of products is
4 hours. The Budgeted fixed overhead was ` 1,50,000.

(ii) In the month of April 2014, the company actually worked for 24 days
for average 750 machine-hours per day.

(iii) The Actual production was 4500 units, and the actual fixed overhead
was ` 1,60,000.

You are required to compute:

(A) Fixed overhead efficiency variance

(B) Fixed overhead capacity variance

(C) Fixed overhead calender variance

(D) Fixed overhead expenditure variance

(E) Fixed overhead volume variance

(F) Fixed overhead cost variance (1+ 2 × 4 +1=10 marks) [CMAIG - II]

Answer:

(a) Computation of Variance

Name of
Variance

Formula Value Variance
(F/A)

Efficiency
Variance

Std. Rate/hr (Std. hrs for actual
prod. - Actual hrs.)

7.5(18,000 - 18,000) nil
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Capacity
Variance

Std. Rate/hr (Actual hrs.- Bud.
hrs.)

7.5(18,000-19,200) 9,000(A)

Calendar
Variance

Std. Rate/day(Actual days –
Bud. days)

6,000(24-25) 6,000(A)

Expense
Variance

(Budgeted fixed overheads –
Actual fixed overheads)

1,50,000 - 1,60,000 10,000(A)

Variance Std. Rate/unit(Actual output-
Budgeted output)

30(4,500 - 5,000) 15,000(A)

Total Fixed
Overhead
Variance

Fixed overheads recovered for
actual output – Actual fixed
overheads

30×4,500 - 1,60,000 25,000(A)

(b)  Summary of Variances

Particulars Variance Variance

Expense Variance

Volume Variance

Efficiency  Variance

Capacity Variance

Calendar Variance

Nil

9,000(A)

6,000(A)

10,000(A)

15,000(A)

Fixed Overhead Variance 25,000(A)

Working Notes:

(i) Standard Rates

Standard fixed Overhead rate per unit 1,50,000/5,000 30

Standard fixed Overhead rate per hour 1,50,000/20,000 7.5

Standard fixed Overhead rate per day 1,50,000/25 6,000

Standard hours for actual production 4,500×4 18,000
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(ii)  Budgeted and Actual Information

Particulars Budget Actual

Fixed overheads for the month

Working days per month

Working hours per month

Production per month

Budgeted Hours

1,50,000

25

20,000(100× 8×25)

5,000 (20,000/4)

19,200(100×8×24)

1,60,000

24

18,000 (750
×24)

4,500

 Space to write important points for revision 

2014 - Dec [2] (a) Answer the question: 

(i) The following information pertains to labour force of UDHHAMI LTD.
engaged in a week of November 2014 for a JOB-PH. 

Skilled Semi-skilled Unskilled Total 

No. of workers in standard gang: 16 12  8 36

Standard rate per hour (`) 60 30 10 _

No. of workers in actual gang: _ _ _ _

Actual rate per hour (`) 70 20 20 _

In a 40 hours week, the gang produced 1080 standard hours. The
actual number of semi-skilled workers is two times of the actual
number of unskilled workers. Total number of actual workers are same
as standard gang. The rate variance of semi-skilled workers is ̀  6,400
(F). 

You are required to find the following: 

(a) The actual number of workers/labours in each category. 

(b) Labour gang (mix) variance. 

(c) Labour sub-efficiency variance. 

(d) Labour rate variance.  

(e) Labour cost variance. ([2 + 1 × 4] + 4 = 10 marks) [CMAIG - II]
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Answer:

Rate variance of Semi – skilled workers = 6400 (F)

Rate Variance = (Standard Rate – Actual Rate) × Actual 
    hours

 6400 = (30-20) × Actual hours

  Actual hours = 640

No. of Semi-skilled workers = = 16

No. of Un-skilled workers =  = 8

No. of skilled workers =  36 - 16 - 8 = 12

Analysis of Given Data

Standard Actual

No. Hours Rate Amount No. Hours Rate Amount

Skilled 16 640 60 38,400 12 480 70 33,600

Semi skilled 12 480 30 14,400 16 640 20 12,800

Un-skilled 8 320 10 3,200 8 320 20 6,400

56,000 52,800

Computation of standard hours:

SH = 

For Skilled workers SH = = 480

For Semi-skilled workers SH =  = 360

For Un-skilled workers SH =  = 240

Computation of Required Values

SRSH (1)

`

SRRSH (2)
`

SRAH (3)

 `

ARAH (4)
`

Skilled 480 × 60 = 28,800 38,400 480 × 60 = 28,800 33,600
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Semi skilled 360 × 30 = 10,800 14,400 640 × 30= 19,200 12,800

Un-skilled 240 × 10 = 2,400 3,200 320 × 10= 3,200 6,400

42,000 56,000 51,200 52,800

Where 

1. SRSH = Standard Cost of Standard Labour = ` 42,000

2. SRRSH = Revised Standard Cost of Labour = ` 56,000

3. SRAH = Standard Cost of Actual Labour = ` 51,200

4. ARAH = Actual Cost of Labour = ` 52,800

Computation of Labour Variances:

a. Labour Mix or Gang Variance = (2) – (3) = [`(56,000 – 51,200)] 

= 4,800 (F) 

b. Labour Sub-Efficiency Variance = (1) – (2) = [`(42,000 – 56,000)] 

= 14,000 (A)

c. Labour Rate Variance = (3) – (4) = [` (51,200 – 52,800)] 

= 1,600 (A )

d. Labour Cost Variance = (1) – (4) = [` (42,000 – 52,800)] 

= 10,800 (A)
 Space to write important points for revision 

2015 - June [1] Answer the question:

(b) In a factory of ASHLIN LTD., where Standard Costing System is followed,
the production department consumed 1100 kgs. of a material @ ` 8 per
kg. for a Product-A resulting in material price variance of ` 2,200 (FAV)
and material usage variance of ` 1,000 (Adv.). What is the standard
material cost of Actual Production of a Product-A?

(2 marks) [CMAIG - II]

Answer:

Actual quantity consumed = 1100Kg @` 8

Material price variance = ` 2,200 (F)

Material usage variance = ` 1,000 (A)
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Material price variance = Actual quantity (Standard Price – Actual Price)

= 2,200 = 1,100 (SP - 8)

SP = ` 10

Material usage variance = Standard price (Standard Quantity – Actual     
   Quantity)

 -1,000 = 10 (SQ – ` 1,100)

SQ = 1000 Kg

Standard Material Cost of actual production of product A 

= ` 1,000 ×10 = ` 10,000
 Space to write important points for revision 

2015 - June [2] Answer the question:

(c) (i) ABOKASH LTD., operates a System of Standard Costing. The
Company manufactures a Chemical Product by mixing three
ingredients Chemical A, B and C and processes the same. The
Standard Cost data for the product are as follows:

Chemical Percentage of total input Standard Cost per kg. (`)

A 50% 40

B 30% 60

C 20% 95

Note: Loss during processing is 5% of input and this has no
realizable value.

During the month of May, 2015, 10200 kg. of finished product was
obtained from the Inputs as per details given below:

Chemical Consumed Quantity purchased and
issued

Actual Cost (`)

A 5200 kg. 2,34,000

B 3600 kg. 2,19,600

C 1700 kg. 1,58,100
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You are required to calculate:

(1) Material Cost Variance

(2) Material Price Variance

(3) Material Mix Variance

(4) Material Yield Variance

(5) Material Usage Variance 

(2 + 2 + 2 + 2 + 2 = 10 marks) [CMAIG - II]

Answer:

Type of
Material

Standard Actual

Qty. Kg. Rate (`) Amount (`) Qty. Kg. Rate (`) Amount (`)

A 5,250 40 2,10,000 5,200 45 2,34,000

B 3,150 60 1,89,000 3,600 61 2,19,600

C 2,100 95 1,99,500 1,700 93 1,58,100

10,500 5,98,500 10,500 6,11,700

(525) (300)

9,975 10,200

(1) Direct Material Cost Variance = Standard Cost for Actual output
- Actual Cost

= 

= 6,12,000 - 6,11,700 = 300(F)

Material Yield Variance + Material Mix Variance+Material Price Variance

Total Material cost Variance OR,

= Material Price Variance + Material Usage Variance

= 26,200 (ADV) + 26,500 (F)

= 300 Fav.
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(2) Direct Material Price Variance = (Standard Rate – Actual Rate) ×
Actual Quantity

For Material A: (40 - 45) × 5,200  26,000 (A)

For Material B: (60 - 61) × 3,600 3,600 (A)

For Material C: (95 - 93) × 1,700 3,400 (F)

26,200 (A)

(3) Direct Material Mix Variance = (Revised Std. Qty. – Actual Qty.) ×
Std. Rate:

For Material A: (5,250 - 5,200) × 40 2,000 (A)

For Material B: (3,150 - 3,600) × 60 27,000 (A)

For Material C: (2,100 -1,700) × 95 38,000 (F)

13,000 (F)

(4) Direct Material Yield Variance:

= Std. cost per unit × (Std. output for Actual Mix – Actual Output)

= 

= 60 (225)

=13,500 (F)

(5) Direct Material Usage Variance = (Standard Qty. for Actual Output
- Actual Qty.) × Standard Rate:

For Material A:
 6,737 (F)

For Material B:
22,737 (A)

For Material C:
42,500 (F)

26,500 (F)

 Space to write important points for revision 
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2015 - Dec [1] Answer the question:

(e) Calculate the efficiency ratio from the following figures:

Budgeted production 160 units

Actual production 120 units

Standard time per unit 10 hours

Actual hours worked 1000

(2 marks) [CMAIG - II]

Answer:

Standard Hours for Actual Output = 120 × 10 

= 1,200

Efficiency Ratio =

= 

= 1.2 or 120%.
 Space to write important points for revision 

2015 - Dec [2] Answer the question.

(b) (i) A manufacturing company operates a costing system and showed
the following data in respect of the month of November, 2015.

Budgeted Actual 

Working days 20 Working days 22

Man hours 4,000 Man hours 4,200

Fixed Overhead Cost (`) 2,400 Fixed Overhead Cost (`) 2,500

Output (units) 800 Output (units) 900

You are required to calculate fixed overhead variances from the above
data. (6 marks) [CMAIG - II]

Answer:

SR SH(1)(`) SRAH(2)(`) SRR BH(3)(`) SR BH(4)(`) AR AH(5)(`)

0.6 x 4,500 
= 2,700 

0.6 x 4,200
= 2,520 

0.6 x 4,400  
= 2,640

0.6 x 4,000
= 2,400 

2,500
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SR = =

    = 0.60

Standard Man Hours per unit =  

= 5

Standard Hours for Actual Output = 900 x 5 

= 4,500

Revised Budgeted Hours  =  

 = 4,400

Fixed Overhead Variances:

(a) FOH Efficiency Variance = (1) - (2) = ` 180 (F)

(b) FOH Capacity Variance = (2) - (3) =  ` 120(A)

(c) FOH Calendar Variance = (3) - (4) = ` 240 (F)

(d) FOH Volume Variance = (1) - (4) = ` 300 (F)

(e) FOH Budget Variance = (4) - (5) = ` 100 (A)

(f) FOH Cost Variance = (1) - (5) = ` 200 (F)
 Space to write important points for revision 

2016 - June [1] (d) Standard cost of material for output of 2,600 units is

` 71,500 and actual output is 2,550 units. If material mix variance is ` 1,095

adverse, find out material usage variance. (2 marks) [CMAIG - II]

Answer:

Material Usage Variance = Material Yield variance + Material Mix variance.

Material Yield variance = Std. Mat. Cost per unit × (Actual Output – Std. Output)

= (71,500/2,600) × (2,550 –  2,600) = 27.5 × 50 = 1,375 (adv)

Material Usage Variance = 1,375 (adv) + 1,095 (Adv) = ` 2,470 (Adv)

 Space to write important points for revision 
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2017 - June [7] (a) The standard material inputs required for 1,000 kgs. of

a finished product are given below:

Material Quantity (in kgs.) Standard rate per kg (in `)

A    450 20

B    400 40

C      250  60

 1,100 

Less: Standard loss    100

            Standard output  1,000 

Actual production in a period was 40,000 kgs. of the finished product for
which the actual quantities of material used and the prices paid thereof are
as under:

Material Quantity (in kg) Purchase price per kg. (in `)

A 20,000 19

B 17,000 42

C   9,000 65

Compute the following variances giving material wise break up and indicate
whether Favourable (F) or Adverse (A):

(i) Material cost variance

(ii) Material price variance

(iii) Material usages variance

(iv) Material mix variance

(v) Material yield variance (8 marks)

Answer:

Material cost variance = (16,00,000 – 16,79,000) = ` 79,000 (A)

Material price variance = (16,20,000 – 16,79,000) = ` 59,000 (A)

Material usage variance = (16,00,000 – 16,20,000) = ` 20,000 (A)

Material mix variance = (16,72,727 – 16,20,000) = ` 52,727 (F)

Material yield variance = (16,00,000 – 16,72,727) = ` 72,727 (A)
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Workings:

(1) Actual Cost of Materials used = (AQ X AR)

A 20,000 × 19 = ` 3,80,000

B 17,000 × 42 = ` 7,14,000

C 9,000 × 65 = `   5,85,000

= ` 16,79,000

(2) Standard Cost of Material used :

A 20,000 × 20 = `   4,00,000

B 17,000 × 40 = `   6,80,000

C 9,000 × 60   = `   5,40,000

  = ` 16,20,000

(3) Standard Cost of Material if it had been used in standard proportion

A 450/ 1,100 × 46,000 × 20 = ` 3,76,363

B 400/ 1,100 × 46,000 × 40 = ` 6,69,091

C 250/ 1,100 × 46,000 × 60 = ` 6,27,273

= ` 16,72,727* OR

(4) Standard Cost of output

A 450 × 40 × 20 = ` 3,60,000

B 400 × 40 × 40 = ` 6,40,000

C 250 × 40 × 60 = ` 6,00,000

= ` 16,00,000** OR

*

Std. Data

Q P V

A 18818.18 20 376363.6

B 16727.27 40 669090.8

C 10454.55 60 627273.0

Less: Loss 46000 1672727

4181.82 — 

41818.18 1672727
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**

1

SQSP

A 18000 × 20

B 16000 × 40

C 10000 × 60

A 360000

B 640000

C 600000

1600000

SQ for A =  × 40000 = 18000

SQ for B =  × 40000 = 16000

SQ for C =  × 40000 = 10000

 Space to write important points for revision 

2017 - Dec [7] (a) The details regarding the composition and the weekly
wage rates of labour force engaged on a job scheduled to be completed in
30 weeks are as follows:

Category of 

Workers

Standard Actual

No. of
Workers

Weekly Wage
Rate per worker

No. of
Workers

Weekly Wage
Rate per worker

Skilled 75 60 70 70

Semi-skilled 45 40 30 50

Unskilled 60 30 80 20

The work is actually completed in 32 weeks.

Calculate the following Labour Variances:

(i) Labour Cost Variance;
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(ii) Labour Rate Variance;

(iii) Labour Efficiency Variance; 

(iv) Labour Revised Efficiency Variance; 

(v) Labour Mix Variance. (8 marks)

Answer:

Computation of Standard and Actual Time

Category Standard Time (ST) Actual Time (AT)

Skilled 75 × 30 = 2,250 70 × 32 = 2,240

Semiskilled 45 × 30 = 1,350 30 × 32 = 960

Unskilled 60 × 30 = 1,800 80 × 32 = 2,560

Computation of Standard Cost and Actual Cost

Category of
Worker

Standard Actual Revised
Time RST

Time ST Rate SR
(`)

Cost SC
(`)

Time

AT

Rate AR
(`)

Cost AC
(`)

Skilled 2,250 60 1,35,000 2,240 70 1,56,800 2,400

Semiskilled 1,350 40 54,000 960 50 48,000 1,440

Unskilled 1,800 30 54,000 2,560 20 51,200 1,920

Total 5,400 — 2,43,000 5,760 — 2,56,000 5,760

Computation of Revised Standard Time (RST)

Skilled worker :  = 2,400 Hours

Semi-skilled worker :  = 1,440 Hours

Unskilled worker :  = 1,920 Hours

Computation of Variances

(i) LCV (Labour Cost Variance) = TSC - TAC = 2,43,000 – 2,56,000
= ` 13,000 (A)
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(ii) LRV (Labour Rate Variance)= AT(SR-AR)

Skilled Worker : 2,240  (60 – 70) = ` 22,400 (A)

Semiskilled Worker : 960(40 – 50)      = ` 9,600 (A)

Unskilled Worker : 2,560  (30 – 20) = ` 25,600 (F) = ` 6,400 (A)

(iii) LEV (Labour Efficiency Variance) = SR(ST-AT)

Skilled Worker : 60(2,250 – 2,240) = ` 600 (F) 

Semiskilled Worker : 40(1,350 – 960)   = ` 15,600 (F)

Unskilled Worker : 30(1,800 – 2,560) = ̀  22,800 (A) = ` 6,600 (A)

(iv) LREV (Labour Revised Efficiency Variance) = SR (ST – RST) 

Skilled Worker : 60(2,250 – 2,400) = ` 9,000 (A) 

Semiskilled Worker : 40(1,350 – 1,440) = ` 3,600 (A)

Unskilled Worker : 30(1,800 – 1,920) = ̀  3,600 (A) = ` 16,200 (A)

(v) LMV (Labour Mix Variance) = SR (RST – AT)

Skilled Worker : 60(2,400 – 2,240) = ` 9,600 (F)

Semiskilled Worker : 40(1,440 – 960) = ` 19,200 (F)

Unskilled Worker : 30(1,920 – 2,560) = ` 19,200 (A) = ` 9,600 (F)
 Space to write important points for revision 

2018 - June [7] (a) The standard cost card of A & Co. shows the following
costs:

Material cost – 2 kg @ ` 2.50 each ` 5.00 per unit

Wages – 2 hours @ 50 paise each ` 1.00 per unit

The actual data from business operations are as follows:

Production 8,000 units

Actual total cost of production:

Material cost – 16,500 kg @ ` 2.40 each ` 39,600

Wages – 18,000 hours @ 40 paise each ` 7,200

Calculate the following variances:

(i) Material Cost Variance (MCV);

(ii) Material Price Variance (MPV);
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(iii) Material Usage Variance (MUV);

(iv) Labour Cost Variance (LCV);

(v) Labour Rate Variance (LRV);

(vi) Labour Efficiency Variance (LEV). (8 marks)

Answer:

Working Notes:
Standard Quantity for Actual Output = 8,000 Units × 2 kg. =16,000 kg.
Standard Hours for Actual Output = 8,000 Units × 2 hours = 16,000 hours

Standard Cost of Material = SQ × SP = 16,000 kg.× ` 2.50 = ` 40,000

Actual Cost of Material AQ × AP = 16,500 kg. × ` 2.40 = ` 39,600

Standard Cost of Wages = SH × SR = 16,000 hours × ` 0.50 = ` 8,000

Actual Cost of Wages = AH × AR = 18,000 hours × ` 0.40 = ` 7,200

Material Variances:

(i) MCV  = TSC – TAC = ` 40,000 – ` 39,600 = ` 400 (F)

(ii) MPV = AQ(SP – AP) =16,500 kg. (` 2.50 – ` 2.40) = ` 1,650 (F)

(iii) MUV = SP(SQ – AQ) = ` 2.50 (16,000 kg. – 16,500 kg.) = ` 1,250 (A)

Labour Variances:

(iv) LCV = SC – AC = ` 8,000 – ` 7,200 = ` 800 (F)
(v) LRV = AH (SR –AR) = 18,000 hours

(` 0.50 – ` 0.40) = ` 1,800 (F)

(vi) LEV = SR(SH –AH) = ` 0.50

(16,000 hours – 18,000 hours) = ` 1,000 (A)
 Space to write important points for revision 

2018 - Dec [7] (a) The details regarding the composition and the weekly
wage rates of labour force of PB LTD engaged on a job scheduled to be
completed in 30 weeks are as follows:

Category of
Workers

Standard Actual

No. of
Workers

Weekly Wage
Rate per worker

(`)

No. of
Workers

Weekly Wage
Rate per

worker (`)

Skilled 75 60 70 70



8.516 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

Semi-Skilled 45 40 30 50

Unskilled 60 30 80 20

The work is actually completed in 32 weeks.

Calculate the following Labour Variances:

(i) Labour Cost Variance (LCV)

(ii) Labour Rate Variance (LRV)

(iii) Labour Efficiency Variance (LEV)

(iv) Labour Revised Efficiency Variance (LREV)

(v) Labour Mix Variance (LMV) (8 marks)

Repeatedly Asked Questions

No. Question Frequency

1 Briefly distinguish between the two Cost Control
Techniques “Budgetary Control” and “Standard
Costing”. 09 - June [5] (b), 14 - June [4] (c)

2 Times

Table Showing Marks of Compulsory Questions

Year 14

J

14

D

15

J

15

D

16

J

16

D

17

J

17

D

18

J

18

D

Practical 2

Total 2
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CHAPTER AT A GLANCE

S.
No.

Topic Important Highlights

1. Budget Meaning

Budget is a financial and/or quantitative statement,
prepared and approved prior to a defined period of
time of the policy to be pursued during that period
for the purpose of attaining a given objective. It may
include income, expenditure and employment of
capital.

2. Objectives of
Budgeting

1. To encourage self-study in all aspects of a 
Company’s operations. 

2. To get all members of management to “put their
heads” to the basic question of how the
business should be run, to make them of a
co-oriented team operating in unison towards
clearly defined objectives. 

3. To promote the planning process and provide a
sense of direction to every member of the
organization. 

4. To force a definition and crystalisation of 
Company policies and aims. 

5. To increase the effectiveness with which people
and capital are employed. 

6. To disclose potential improvement in the 
Company’s operations. 

7. To stimulate study of relationship of the
Company to its external economic environment
for improving the effectiveness of its direction. 

8. To direct and co-ordinate business activities and
units to achieve stated targets of performance. 
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9. To facilitate the control process, by comparing
actual results with plan, and provide feedback to
the employees about their performance.

3. Budgetary
Control

Definition

Budgetary Control is defined as “the establishment
of budgets, relating responsibilities of executives to
the requirements of a policy, and the continuous
comparison of actual with budgeted results either to
secure by individual action the objective of that
policy or to provide a base for its revision.”

4. Features 1. Objectives: Determining the objectives to be
achieved, over the budget period, and the
policy(ies) that might be adopted for the
achievement of these ends. 

2. Activities: Determining the variety of activities
that should be undertaken for achievement of
the objectives. 

3. Plans: Drawing up a plan or a scheme of
operation in respect of each class of activity, in
physical as well as monetary terms for the full
budget period and its parts. 

4. Performance Evaluation: Laying out a system 
of comparison of actual performance by each
person, section or department with the relevant
budget and determination of causes for the
discrepancies, if any.

5. Control Action: Ensuring that when the plans
are not achieved, corrective action are taken;
and when corrective actions are not possible,
ensuring that the plans are revised and
objective achieved.
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5. Objectives The objectives of a Budgetary Control System are: 

1. Definition of Goals

2. Defining Responsibilities

3. Basic for Performance Evaluation

4. Optimum use of Resources

5. Co-ordination

6. Planned action

7. Basis for policy 

6. Advantages of
Budgetary
Control System

1. Efficiency

2. Cost Control

3. Performance Evaluation

4. Standard Costing and Variance Analysis

5. Policy Formulation

7. Disadvantages/
Limitations of
the Budgetary
Control System

1. Estimates

2. Rigidity

3. False Sense of Security

4. Lack of co-ordination

5. Time and Cost

8. Steps involved
in making
Budgets

1. Definition of Objectives: Objectives should be
defined precisely. Budgets should be made in
written form, with the areas of control clearly
demarcated; and stating the items of revenue
and expenditure to be covered by the budget.
This will give a clear understanding of the plan
and its scope to all those who must co-operate
to make its implementation a success.

2. Identification of key (or Budget) Factor: A
Key Factor represents a resource whose
availability is less than its requirement and puts
a limit on the Firms objective of maximum
profitability. For proper budgeting, the key factor
must be located and estimated properly. 
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3. Budget Committee and Controller:
Formulation of a Budget usually requires whole
time services of a senior executive; he must be
assisted in this work by a Budget Committee,
consisting of heads of all departments along
with Managing Director as the Chairman. The
Controller is responsible for co-ordination and
development of budget programmes and
preparing the Budget Manual. 

4. Budget Manual: The Budget Manual is a
schedule, document or booklet, which shows in
a written form, the budgeting organization and
procedures. The Manual should be well written
and indexed, and a copy thereof may be given 
to each departmental head for guidance. 

5. Budget Period: The period covered by a
Budget is known as Budget Period. Normally, a
calendar year or a period co-terminus with the
Financial Year is adopted as the Budget Period.
It is then sub-divided into shorter periods- it may
be months or quarters or such periods that
coincide with period of trading activity. 

6. Standard of Activity or Output: Based on past
statistics, known market changes and current
conditions and forecasts of future situations the
standards of Activity Levels for future period
should be laid down. In a progressive business,
the achievement of a year must exceed those of
earlier years.  
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Various Types of Budget

1. Based on time period:

Long Term Budget Short Term Budget

(a) Budgets which are prepared for 
periods longer than a year are
called Long Term Budgets.

(a) Budgets which are prepared for 
periods less than a year are
known as Short Term Budgets.

(b) Such Budgets are helpful in 
business forecasting and
forward planning. 

(b) Such Budgets are prepared in
cases where a specific action
has to be immediately taken to
bring any variation under
control. 

(c) Examples: Capital Expenditure 
Budget and R&D Budget.

(c) Example: Cash Budget.

2. Based on conditions:

Basic Budget Current Budget

A Budget, which remains unaltered
over a long period of time, is called
Basic Budget. 

A Budget, which is established for
use over a short period of time and
is related to the current conditions,
is called Current Budget.

3. Based on capacity:

Particulars Fixed Budget Flexible Budget

(a) Definition It is a Budget designed
to remain unchanged
irrespective of the level
of activity actually
attained.

It is a Budget, which by
recognising the difference
between fixed, semi-variable
and variable costs is designed
to change in relation to level of
activity attained. 
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(b) Rigidity It does not change with
actual volume of activity
achieved. Thus it is
known as a Rigid or
Inflexible budget.

It can be recasted on the basis
of activity level to be achieved.
Thus it is not rigid. 

(c) Level of   
Activity

It operates on one level
of activity and under
one set of conditions. It
assumes that there will
be no change in the
prevailing conditions,
which is unrealistic.

It consists of various budgets
for different level of activity.

(d) Effect of 

variance 

analysis

Variance Analysis does
n o t  g i v e  u s e f u l
information as all Costs
(fixed, variable and
semi- variable) are
related to only one level
of activity.

Variance Analysis provides
useful information as each cost
is analysed according to its
behaviour.

(e) Use for 

Decision 

making

It the budget and actual
activity levels differ
signi f icant ly ,  then
aspects like cost
ascertainment and price
fixation do not give a
correct picture.

It facilitates the ascertainment
of cost, fixation of selling price
and submission of quotations.

(f) Performance 
 Evaluation

Comparison of actual
pe r fo rmance wi th
budget targets will be
meaningless, especially
when there is a
difference between two
activity level.

It provides a meaningful basis
of comparison of the actual
performance with the budget
targets. 
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4. Based on Coverage:

Functional Budget Master Budget (M97)

Budgets, which relate to the
individual functions in an
organisation, are known as
Functional Budgets, e.g. Purchase
Budget, Sales Budget, Production
Budget, Plant-Utilisation Budget
and Cash Budget. 

It is a consolidated summary of the
various functional budgets. It serves
as the basis upon which budgeted
Profit and Loss Account and
forecasted Balance Sheet are built
up.

9. Flexible
Budgets

1. Meaning: It is a Budget, which by recognising
the difference between fixed, semi-variable and
variable costs, is designed to change in relation
to level of activity. 

2. Need: The need for the preparation of Flexible
Budgets arises in the following circumstances – 

(a) Seasonal fluctuations is sales and/or 
production. 

(b) Introduction of new products, product
designs and versions on a frequent basis;

(c) Industries engaged in made-to-order 
business like shipbuilding; 

(d) An industry which is influenced by changes 
in fashion; and

(e) General changes in sales. 

3. Situations: Flexible Budgeting may be resorted
to in the following situations – 

(a) New business: In case of new business
venture, due to its typical nature, it may be
difficult to forecast the demand of a product
accurately. 

(b) Uncertain Environment: Where the business
is dependent upon the mercy of nature. 
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(c) Factor market conditions: In the case of
labour intensive industry where the
production of the concern is dependent
upon the availability of labour.

10. Functional
Budgets

It is a budget which is based on various function. 

Commonly used Functional Budgets

1. Sales Budget.

2. Production Budget.

3. Plant Capacity Utilisation Budget. 

4. Direct Materials - Usage & Purchase Budgets. 

5. Direct Labour - Requirement and Recruitment 
Budgets. 

6. Overhead Cost Budgets - Factory OH,
Administration OH, and S&D OH Budgets. 

7. Cost Summary Budgets - Prime Cost Budget,
Cost of Production Budget, Ending-inventory
Budget, Cost-of-Goods-Sold Budget. 

8. Specific Budgets – R&D Cost Budget, Capital
Expenditure Budget, Cash Budget. 

9. Budget Summaries / Master Budget – Budgeted
Income Statement and Budgeted Balance Sheet. 

11. Factors to

be con-
sidered in
preparing
the Sales
Budget

1. Sales Forecast and Sales Budget

2. Factors: The following factors have to be
considered for preparing the Sales Budget-

(a) Reports by Salesman who have first-hand
information about the local conditions
prevailing in their areas, competition etc. 

(b) Past Sales Analysis – statistical forecasting
techniques can be used to project the sales
volume based on past sales data. 

(c) General economic and political conditions. 

(d) Relative product profitability. 
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(e) Market Research studies which provide
information like state of the market, fashion
changes, consumer preferences, activities
of competitors, ability of the consumers to
pay etc. 

(f) Pricing Policies. 

(g) Advertising and Sales Promotion. 

(h) Quality of sales force. 

(i) Competition, Market size and Market Share. 

(j) Seasonal and cyclical variations. 

(k) Production Capacity of the plant. 

(l) Change in Company’s policy like
introduction of a new product or design. 

(m) Special conditions affecting the business.
For example, an increase in the production
of automobiles with increase in demand of
tyres.

3. Classification: The  Sales Budget is prepared
on the following bases to facilitate control – 

(a) Products or groups of products. 

(b) Areas, towns, salesman and agents. 

(c) Types of customers e.g. (i) Government, (ii)
Export, (iii) Local Sales, (iv) Retail Depots. 

(d) Period – months, weeks, etc.

12. Concept
Summary

INTRODUCTION

A budget is merely a collection of plans and
forecasts, expressed in financial and numerical
terms.

13. Definitions 1. It is a plan quantified in monetary terms.

2. It is prepared and approved prior to a defined
period of time.

3. Planned or expected incomes and expenditures.
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14. Budgeting It is the whole process of designing, implementing
and operating budgets.

REQUIREMENTS OF A SOUND BUDGETING
SYSTEM
1. Authority and responsibility should be clearly 

established.
2. The goal of the organization as a whole should

be clearly quantified and stated.
3. All levels of management should participate in 

setting budgets.
4. Targets should be more realistic.
5. It should create cost awareness.

ADVANTAGES OF BUDGETING
1. It establishes a basis for internal audit.
2. Areas of responsibility are clearly defined.
3. It also helps in variance analysis.
4. It ensures that proper planning is done in 

advance.

PROBLEMS OF BUDGETING 
1. It can be difficult to motivate a pathetic work 

force.
2. Inaccurate record keeping may be caused due 

to the pressure of budget.
3. Cost may be over-estimated.
4. Competition for resource allocation may lead to 

departmental conflicts.

STEPS IN BUDGETING
1. Specification and communication of 

organizational objectives.
2. Determination of key success factors.
3. Establishment of clear lines of authority and 

responsibility.
4. Establishment of budget centers.
5. Determination of budget period.
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6. Establishment of budget committee.
7. Appointment of budget controller.
8. Preparation of budget manual.

15. Zero Based
Budgeting
(ZBB)

1. Zero Base Budgeting (ZBB) is a method of
budgeting whereby all activities are re-evaluated
each time when a budget is formulated.

2. Each functional budget starts with the
assumption that the function does not exist and
it is at zero cost.

3. Increments of costs are compared with
increments of benefit, culminating in the planned
maximum benefit for a given budgeted cost.

4. ZBB reverses the working process of traditional 
budgeting.

16. Benefits of
ZBB over
Traditional
Budgeting

1. Inefficient and absolute operations are identified 
and removed.

2. It is a planning tool for management which helps
in identification of wasteful and obsolescent
items of expenditure.

3. ZBB creates a questioning attitude rather than
one that assumes that current practice.

4. ZBB focuses on programs or activities instead of
functional departments based on line-items,
which is a feature of traditional budgeting.

17. Responsi-
bility
Accounting

The basic theme of this approach is that a manager
should be held responsible for those activities, which
are under his or her direct control.

A responsibility centre is any point in the
organization where control is found over incidence of
cost or generation of revenue. A responsibility centre
may be in the form of an individual, a department, a
division or in a centralized set up of the organization.
A responsibility centre that has control over cost is
known as cost centre.



[Chapter  14] Budget and Budgetary Control O 8.529

18. Principles
of
Responsi-
bility
Accounting

1. A target is fixed for every responsibility centre.

2. Actual performance is compared with the pre-set
targets.

3. Deviations (especially adverse) are analyzed to
fix the responsibility of each centre.

19. Advanta-
ges of
Responsi-
bility
Accounting

1. A solid system of control is established.

2. It is customized according to the requirements of
an organization.

3. Consideration of organizational hierarchy leads
to more effective delegation of authority and
assignment or responsibility.

20. Cash
Budget

1. A cash budget shows the expected cash flows in
the forthcoming periods. 

2. It gives an estimate of the anticipated receipts
and payments during budget period. It shows
the opening balance of cash, total receipts of
cash, total payments of cash and closing
balance of cash for the budget period.

21. Fixed
Budget

1. A fixed budget is the budget which is designed
to remain unchanged irrespective of the level of
activity actually attained. 

2. It is based on a single level of activity. A fixed
budget performance report compares data from
actual operations with the single level of activity
reflected in the budget.

22. Flexible
Budget

A flexible budget is a budget that is prepared for a
range, i.e., for more than one level of activity. It is a
set of alternative budgets to different expected levels
of activity. The flexible budget provides a reliable
basis of comparisons because it is automatically
geared to changes in production activity.
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23. Steps in
Flexible
Budgeting

1. Deciding the range of activity to which the 
budget is to be prepared.

2. Determining the cost behavior patterns (fixed,
variable, and semi-variable) for each element of
cost to be included in the budget.

3. Selecting the activity levels (generally in terms of
production) to prepare budgets at those levels.

4. Preparing the budget at each activity level
selected by associating the activity level with
corresponding costs.

24. Budgetary 

Control
Ratios

1. Activity Ratio =

It measures the level of activity attained over a
particular period of time.

2. Capacity Ratio = 

It measures the actual usage of budgeted hours
of activity.

3. Efficiency Ratio =

It measures the level of efficiency achieved in
production.

SHORT NOTES

2008 - Dec [8] Write a short note on the following :

(e) Flexible Budgeting. (5 marks) [CMAIG - II]
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Answer :
According to CIMA “A flexible budget is a budget which, by recognizing
different cost behaviour patterns, is designed to change as volume of output
changes.” It is designed to change in relation to the level of activity actually
attained. It is considered as realistic budget since this provides room for
change in output. The prerequisite for flexible budget is separation of fixed
and variable costs. It helps both in profit planning and operating cost control. 
A flexible budget constitutes a series of fixed budget i.e. one fixed budget for
each level of activity. In depth cost analysis and cost identification is required
for preparation of flexible budget. This cost analysis and cost identification
will involve categorizing the expenses as fixed, variable and semi-variable.
Fixed expenditure will remain same for all level of activity.

 Space to write important points for revision 

2010 - June [8] Write a short notes on the following:

(c) Zero-Base Budgeting; (5 marks)

(e) Budget Manual; (5 marks) [CMAIG - II]

Answer :

(c)

ZERO BASE
BUDGETS (ZBB)

• ZBB was introduced by Peter Pnyrs in 1969 who
defined it as “a planning and budgeting process
which requires each manager to justify his entire
budget request in detail from scratch (hence zero
base). 

• Each manager states why he should append any
money at all. 

• This approach requires that all activities be
identified as decision packages which will be
evaluated by systematic analysis ranked in order
of importance”. 

• According to CIMA London, ZBB is defined as “a
method of budgeting whereby all activities are
revalued each time a budget is set”. Discrete
levels activity are valued and combination
chosen to match funds available.
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Features of ZBB 1. All budget items old or new are considered
afresh. 

2. Amount spent on each budget is totally justified. 

3. Departmental objectives are linked to corporate
goals. 

4. Cost benefit analysis of each budget is
undertaken. 

5. Managers at all level participate in ZBB.
Process of ZBB Determination of set of objectives

Deciding upon the extent on which the technique is
used.



Determine the areas which require decision making



Developing decision and ranking them in order of
performance



Preparation of budget and allocation of resources.

Answer :

(e) A budget Manual is a document which sets out the responsibilities of the
persons engaged in the process of budgetary control. The Budget
Manual thus is a schedule documents or booklet, which contains
different forms to be used, procedures to be followed, budgeting
organisation details, and set of instructions to be followed in the
budgeting system. It also list, out details of the responsibilities of
different persons and the managers involved in the process. A typical
Budget Manual contains the following :

 (i) Objectives and Managerial policies of the business concern.

(ii) Internal lines of authorities and responsibilities.

(iii) Functions of the Budget Committee, including the role of Budget
officer.

 Space to write important points for revision 
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2011 - June [8] Write short notes on the following :

(b) Budgetary Control, (5 marks)

(d) Material Purchase Budget, (5 marks) [CMAIG - II]

Answer :

(b) Budgetary control: It is a system and a technique which uses budget
as a means of controlling all aspects of the business. CIMA states that
“Budgetary control is the establishment of budget relating to the
responsibilities of executives of a policy and the continuous comparison
of the actual with the budgeted result, either to secure by individual
action the objective of the policy or to provide a basis for its revision”. 

Purpose 

The purpose of budgetary control is to aid in systematic planning and
control of business operations from period to period.

Objectives

• It helps in determination of targets of performance. 

• It provides detailed plan of action. 

• It brings coordination among managers. 

• Setting up of responsibilities of managers. 

• It provides a basis of comparison. 

• Best use of resource to maximize profits. 

• It helps in analysis of variances. 

• Basis for revision of policies.

Answer :

(d) Material Purchase Budget:- Material Purchase Budget tells about the
materials to be acquired from the market during the budget period.
Materials to be acquired are estimated after taking into account the
closing inventory and the opening inventory of the materials for which
orders have already been placed.

This budget is prepared in quantity as well as in monetary terms and
helps in planning of the purchases of raw materials.

Availability of storage ,space, financial resources , various levels of raw
materials like maximum level, minimum level, reorder level etc. are taken
in to consideration while preparing material purchase budget.
 Space to write important points for revision 
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2011 - Dec [8] Write a short note on the following:

(d) Principal Budget Factor; (5 marks) [CMAIG - II]

Answer :

Principal budget factors: Principal budget factor is also known as key
factor or limiting factor or governing factor.

A principal budget factor is a factor which at a particular time, or over a
period, will limit the activities of an undertaking.

Principal budget factor is defined as “the factor, the extent of whose
influence must first be assessed in order to exercise that the functional
budget is reasonably capable of fulfillment”.

Examples of key factors:

(a) Sales:

(i) Depression in demand,

(ii) High price of product,

(iii) Shortage of efficient salesman,

(iv) Tough competition,

(v) Strict credit terms, 

(vi) Poor customer service - failing in delivery promise, inadequate stock
due to warehousing problems, failing in quick service etc.

(vii) Poor advertising,

(viii) Poor quality product etc.

(b) Production :

(i) Shortage of capacity or unbalanced capacity between processing 
departments

(ii) Lack of proper production planning,

(iii) Power or gas or steam shortage,

(iv) Lack of proper maintenance resulting in frequent break-down of
machines,

(v) Lack of proper supervision and/or technical staff

(vi) Bottleneck in key process etc.

(c) Raw materials

(i) shortage due to non availability,

(ii) Shortage due to' import restriction, rationing through quotas,
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(d) Labour

(i) Shortage of particular skill,

(ii) High absenteeism,

(iii) Absence of incentive scheme.,

(e) Working capital

(i) Inadequacy of funds,

(ii) Liberal credit policy,

(iii) Inefficient management of funds. 

The limiting factor is normally temporary in nature and is constant at a

particular point of time. In long run they can be overcome by proper planning

and management actions.

 Space to write important points for revision 

2012 - June [8] Write a short note on the following :

(c) Zero-Base Budgeting; (5 marks) [CMAIG - II]

Answer :

Please refer 2010 - June [8] (c) on page no. 531
 Space to write important points for revision 

2012 - Dec [8] Write a short note on the following:

(a) Benefits of Budgeting. (5 marks) [CMAIG - II]

Answer:

Budgeting: It is the process of designing, implementing and operating

budgets. It is usually concerned with provision of resource to support plans

which are being implemented.

Benefit of Budgeting: 

1. Business activities are performed in an efficient manner.

2. It establishes divisional and departmental responsibility.

3. It coordinates the activities of different departments.

4. It ensures that proper planning is done in advance so that long term

goals can be achieved.
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5. It provides a yardstick against which result can be compared.

6. It is an effective means for planning and thus ensures sufficient

availability of working capital and other resources. 

7. As resources are directed to the most productive use, budgeting helps

in reducing the wastages and losses.

8. It guards against undue optimism leading to over expansion because the

targets are fixed by the executives after cool and careful thought.

9. It helps in effective utilization of resources.

10. It helps management in planning, co-ordination and control. It also helps

to check and evaluate the performance of each department.

 Space to write important points for revision 

2013 - June [8] Answer the following:

(c) Write short note on ‘flexible budget’. (5 marks) [CMAIG - II]

Answer :

Please refer 2008 - Dec [8] (e) on page no. 530 
 Space to write important points for revision 

2018 - Dec [8] Answer the following question:

(d) Write is brief note on Performance Budgeting describing its main
concepts. (5 marks)

DISTINGUISH BETWEEN

2011 - Dec [3] (b) State the difference between Forecast and Budget.

(5 marks) [CMAIG - II]
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Answer :

Difference between forecast and budget

Basis of
difference 

Budgeting Forecasting

Meaning A budget is a detailed plan
of operation for some
specific period

It is merely an estimate
which is likely to happen. It is
a statement of probable
event which are likely to
happen under anticipated
condition during a specified
period of time.

Re la t i o n  t o
events

Relates to planned events. Related to probable events.

Authorization of
management

Can be prepared only if
authorized by manage-
ment.

Can be prepared by
anybody.

Pre-requisite Budgeting is not a pre-
requisite for forecasting.

Forecasting is pre-requisite
of budgeting.

Related

activities 

Economic activities of
business, enterprises,
government and others.

Economic as well as non-
economic activities.

Control It is a tool of control since it
represents action which
can be shaped according to
will so that it can be suited
to the condition which may
or may not happen

It being statements of future
events, do not connote any
sense of control.

 Space to write important points for revision 



8.538 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

DESCRIPTIVE QUESTIONS

2010 - Dec [3] (b) What is Zero Base Budgeting? State briefly its benefits.

(5 marks) [CMAIG - II]

Answer :

Please refer 2010 - June [8] (c) on page no. 531
 Space to write important points for revision 

2011 - Dec [5] (a) Budgets are classified according to Time. State how they

are classified. (5 marks) [CMAIG - II]

Answer :

Budgets are divided in the following categories according to time :

(i) Short term Budgets: Any budget that is prepared for a period upto

one year generally is known as Short Term Budget. Functional

budgets are normally prepared for a period of one year.

(ii) Medium Term Budget: Budget prepared for a period of 1-3 years is

Medium Term Budget. Budget like manpower planning are prepared

for Medium Term.

(iii) Long Term Budget: Any Budget exceeding 3 years is known as Long

Term Budgets. Master Budget is normally prepared for Long Term. In

the modern days due to uncertainty, very few budgets are prepared for

Long Term.

 Space to write important points for revision 

2013 - June [8] Answer the following:

(a) What is a principal budget factor? How is it important? List four such

factors. (5 marks) [CMAIG - II]

Answer :

Principal budget factors: Principal budget factor is also known as key

factor or limiting factor or governing factor. A principal budget factor is a
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factor which at a particular time, or over a period, will limit the activities of an

undertaking. The factor may vary from business to business or even from

year to year for the same business.

It is defined as “the factor, the extent of whose influence must first be

assessed in order to exercise that the functional budget are reasonably

capable of fulfillment”.

Importance of budget factor- 

 The early identification of this factor is important in the budgetary

planning process because it indicates which budget should be prepared

first.

 Failure to identify the principal budget factor at an early stage could lead

to delays later on when managers realize that the targets they have

been working with are not feasible.

Examples of key factors:

(a) Sales:

(i) Depression in demand,

(ii) High price of product,

(iii) Shortage of efficient salesman,

(iv) Tough competition,

(v) Strict credit terms,

(vi) Poor customer service - failing in delivery promise, inadequate
stock due to warehousing problems, failing in quick service etc.

(vii) Poor advertising,

(viii) Poor quality product etc.

(b) Production:

(i) Shortage of capacity or unbalanced capacity between processing
departments

(ii) Lack of proper production planning,

(iii) Power or gas or steam shortage,

(iv) Lack of proper maintenance resulting in frequent break-down of
machines,

(v) Lack of proper supervision and/or technical staff

(vi) Bottleneck in key process etc.
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(c) Raw materials:

(i) Shortage due to non availability,

(ii) Shortage due to' import restriction, rationing through quotas,

(d) Labour:

(i) Shortage of particular skill,

(ii) High absenteeism,

(iii) Absence of incentive scheme.,

(e) Working capital:

(i) Inadequacy of funds,

(ii) Liberal credit policy,

(iii) Inefficient management of funds.

 Space to write important points for revision 

2013 - Dec [4] (c) Explain the concept of Performance Budgeting.

(3 marks) [CMAIG - II]

Answer :

Performance Budgeting: Performance budgeting may be described as a
budgetary system where the input costs are related to the performance i.e.
the end results. Performance budgeting is therefore, looked upon as a
budget based on functions, activities and projects and linked to the
budgetary system on objective, classification of expenditure.

Performance budgeting in terms of responsibility accounting is as
follows: Responsibility accounting usually involves the preparation of annual
and monthly budgets for each responsibility center. Then the company’s
actual transactions are classified by responsibility center and a monthly
report is prepared.  The reports will present the actual amounts for each
budget line item and the variance between the budget and actual amounts.

Responsibility accounting allows the company and each manager of a
responsibility center to receive monthly feedback on the manager’s
performance.

(i) Role of different managerial level in achieving the specified objectives
are clearly demarcated and financial rules and accounting system are
modified to implement the defined activities more effectively.
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(ii) It is based on a classification of managerial level for the purpose of
establishing a budget for each level. The official in charge of that level
should be made responsible and accountable for its performance for
a given period of time.

(iii) The starting point of the performance budgeting system rests with the
organisation chart in which the areas of jurisdiction have been
determined. Authority leads to the responsibility for certain cost &
expenses which are reflected in the budget with the knowledge of the
manager concerned.

(iv) Each department’s budget should be limited to the cost controllable by
them.

(v) The person concerned should have the authority to bear the
responsibility.

 Space to write important points for revision 

2015 - June [2] (c) (ii) What do you mean by “Flexible Budgeting”? 

(2 marks) [CMAIG - II]

Answer:

Please refer 2008 - Dec [8] (e) on page no. 530 
 Space to write important points for revision 

2018 - June [8] Answer the following:

(d) What is Principal Budget Factor? Explain your answer with suitable
example. (5 marks)

Answer:

Principal Budget Factor:

Budgets cover all the functional areas of the organisation. For the effective
implementation of the budgetary system, all the functional areas are to be
considered which are inter linked. Because of these inter links, certain
factors have the ability to affect all other budgets. Such factor is known as
principal budget factor.
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Principal budget factor is the factor the extent of influence of which must first
be assessed in order to ensure that the functional budgets are reasonably
capable of fulfillment. A principal budget factor may be lack of demand,
scarcity of raw material, non-availability of skilled labour, inadequate working
capital etc. For example, an organisation has the capacity to produce 2,500
units per annum. But the production department is able to produce only
1,800 units due to non-availability of raw materials. In this case,
non-availability of raw materials is the principal budget factor (limiting factor).
If the sales manager estimates that he can sell only 1,500 units due to lack
of demand, then lack of demand is the principal budget factor. This concept
is also known as key factor, or governing factor. This factor highlights the
constraints within which the organization functions.

 Space to write important points for revision 

PRACTICAL QUESTIONS

2008 - Dec [6] (a) The following are the estimated sales of a company for 
eight months ending 30.11.2007.

Month Estimated Sales (Units)
April 2007 12,000
May 2007 13,000
June 2007 9,000
July 2007 8,000
August 2007 10,000
September 2007 12,000
October 2007 14,000
November 2007 12,000

As a matter of policy, the company maintains the closing balance of finished
goods and raw materials as follows :

Stock item Closing balance of a month
Finished goods 50% of the estimated sales for the next month
Raw materials Estimated consumption for the next month.
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Every unit of production requires 2 kg of raw material costing ` 5 per kg.
Prepare Production Budget (in units)  and Raw Material Purchase Budget (in
units and cost) of the company for the half year ending 30th September,
2007. (10 marks) [CMAIG - II]

Answer :
(i) Production budget (in units) for half year ending 30th September, 2007

Months Sales 

(in Units)

Closing balance 

50% of the
estimated

Sales for the next
month 

Opening
balance

(for the month)

Production

April

May

June

July

Aug

September 

Total Sales

12,000

13,000

9,000

8,000

10,000

12,000

64,000

6,500

4,500

4,000

5,000

6,000

7,000

6,000

6,500

4,500

4,000

5,000

6,000

Total Production

12,500

11,000

8,500

9,000

11,000

13,000

65,000

(ii) Purchase budget (in costs & units) for half year period ending 30th 
September, 2007:

Months Consumption
@ 2 kg. per
unit (kgs.)

(1)

Closing
balance

     (2)

Opening
Balance

       (3)

Purchase

 (in kg.)    
 (4) = (1)

+ (2) - (3)

Rate

 ` (5)

Amount `
(6)

April

May

June

July

Aug

Sept 

25,000

22,000

17,000

18,000

22,000

 26,000 

1,30,000

22,000

17,000

18,000

22,000

26,000

26,000

25,000

22,000

17,000

18,000

22,000

26,000

22,000

17,000

18,000

22,000

26,000

26,000

5

5

5

5

5

5

1,10,000

85,000

90,000

1,10,000

1,30,000

1,.30,000

6,55,000
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Notes: 

1. It should be kept in view that consumption and purchase of raw materials
are two different aspects. Raw materials, are as per policy of the
company, are purchased one month before for the whole consumption
of the next month but these are consumed subsequently to meet the
sales target.

2. Closing balance of raw materials is kept relating to consumption for the
next month. In April, consumption is 12,500 ×  2 =  25,000 kgs. as per
table given above. For this reason, it is presumed that closing balance
of raw materials relating to March, 1999.is 25,000 kgs.

3. In April, production will include:

(a) Completing the finished goods, this is already 50% complete.

(b) Getting the finished goods ready for closing stock equal to 50% of
the estimated sales for the next month. 

 Space to write important points for revision 

2009 - June [6] (a) The following information relates to the production
activities of Good Wish Ltd. for 3 months ending on 31st December, 2006:

Particulars Amount in Rupees

Fixed Expenses:

Management Salaries 2,10,000

Rent and Taxes 1,40,000

Depreciation of Machinery 1,75,000

Sundry Office Expenses 2,22,000

Total Fixed Expenses 7,47,000

Semi-Variable` Expenses at 50% capacity

Plant Maintenance 62,500

Labour 2,47,000

Salesmen's salaries 72,500

Sundry Expenses 65,000

Total Semi-Variable Expenses 4,47,000

Variable Expenses at 50% capacity

Materials 6,00,000



[Chapter  14] Budget and Budgetary Control O 8.545

Labour 6,40,000

Salesmen's commission 95,000

Total Variable Expenses 13,35,000

It is further noted that semi- variable expenses remain constant between
40% and 70% capacity, increase by 10% of the above figures between 70%
and 85% capacity and increase by 15% of the above fig. between 85% and
100% capacity. Fixed expenses remain constant whatever the level of
activity. Sales at 60% capacity are ̀  25,50,000, at 80% capacity ̀  34,00,000
and at 100% capacity ` 42,50,000. All items produced are sold. Prepare a
flexible budget at 60%, 80% and 100% productive capacity.

(10 marks) [CMAIG - II]

Answer :

Flexible Budget for the Period

(Amount in `) 

Capacity 60% 80% 100%

Sales

Fixed Expenses:

Management Salaries

Rent & Taxes

Depreciation of Machinery

Sundry office Expenses

25,50,000

2,10,000

1,40,000

1,75,000

2,22,000

34,00,000

2,10,000

1,40,000

1,75,000

2,22,000

42,50,000

2,10,000

1,40,000

1,75,000

2,22,000

Total Fixed Expenses (A) 7,47,000 7,47,000 7,47,000

Semi Variable Expenses:

Plant Maintenance

Labour

Salesman’s Salary

Sundry Expenses

62,500

2,47,000

72,500

65,000

68,750

2,71,700

79,750

71,500

71,875

2,84,050

83,375

74,750

Total Semi Variable Expenses (B) 4,47,000 4,91,700 5,14,050

Variable Expenses:

Materials

Labour

7,20,000

7,68,000

9,60,000

10,24,000

12,00,000

12,80,000
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Salesman’s Commission 1,14,000 1,52,000 1,90,000

Total Variable Expenses (C) 16,02,000 21,36,000 26,70,000

Total Cost (A+B+C)

Profit (Sales – Total cost)

27,96,000

(2,46,000)

33,74,700

25,300

39,31,050

3,18,950

 Space to write important points for revision 

2009 - Dec [7] ABC Ltd. has prepared a flexible budget for the coming
quarter. The following information is provided from the same :

Production Capacity 40% 60% 80% 100%

Costs ` ` ` `

Direct Labour 16,000 24,000 32,000 40,000

Direct Material 12,000 18,000 24,000 30,000

Production Overheads 11,400 12,600 13,800 15,000

Administrative Overheads 5,800 6,200 6,600 7,000

Selling and Distribution 

Overheads   6,200    6,800    7,400      8,000

51,400 67,600 83,800 1,00,000

However, due to recession the company will have to operate at 50% capacity

in the coming quarter. Selling prices have to be lowered to an uneconomic

level and expected sales revenue for the coming quarter will be ` 49,500/-.

But it is projected that in the next quarter following the coming quarter, the

concern will operate at 75% capacity and generate a sales revenue of

` 90,000.

The Management is considering a suggestion to keep the operation

suspended in the coming quarter and restart operation from the quarter when

it is expecting to operate at 75% capacity. If the operation is suspended in

the next quarter it is estimated that :

(a) The present fixed cost for the quarter would be reduced to ` 11,000.

(b) There will be cost of ` 7,500 for closing down operations.

(c) There would be additional maintenance cost of ` 1,000 for quarter.
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(d) There would be an one time cost of ` 4,000 in re-opening the plant.

You are required to advise whether the factory should be kept operational
during the coming quarter and also what will be the profit at 75% capacity
utilization level. (15 marks) [CMAIG - II]

Answer :

(percentage capacity
levels)

0 % ` 50 % ` 75% `

A Sales NIL 49,500 90,000

B. Costs:

Variable Costs

Fixed Costs

Special shut-down costs :

- Closing down operation `  7,500

- Maintenance cost `  1,000

- re-opening cost `  4,000

Total Costs

Nil

11,000

12,500

40,500

19,000

60,750

19,000

23,500 59,500 79,750

C. Profit (Loss) [A-B] (23,500) (10,000) 10,250

Working Notes: 

1. Production Overhead =  

   Variable costs for 1% capacity level =   = `60

   Total Variable cost @40% =  ` 60 × 40%  = ` 2,400

   Fixed costs     = 11,400 - 2,400 = ` 9,000
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2. Administration Overhead

Variable costs for 1% capacity level =   = `20

Total Variable cost @40% =  `20 × 40% = `800

Fixed costs     =  5,800 - 800 =    ` 5,000

3. Selling & distribution costs

Variable costs for 1% capacity level =   = `30

Total Variable cost @40% =  ` 30 × 40%  = `1,200

Fixed costs       =  6,200 - 1,200 =     `5,000

Total Fixed cost       =   ` 19,000
 Space to write important points for revision 

2010 - Dec [3] (a) From the following forecast of income and expenditure
prepare a Cash Budget for the three months ending on June, 2008:
Month Sales Purchase Wages Misc.

` ` ` `
2008, February 1,20,000 84,000 10,000 7,000
March 1,30,000 1,00,000 12,000 8,000
April 80,000 1,04,000 8,000 6,000
May 1,16,000 1,06,000 10,000 12,000
June 88,000 80,000 8,000 6,000
Additional Information:

(i) Sales:20% realised in the month of sales, discount allowed 2%,
balance realised equally in two subsequent months.

(ii) Purchases: These are paid in the month following the month of supply.
(iii) Wages: 25% paid in arrears following month.
(iv) Misc: Expenses: Paid a month in arrears.

(v) Rent: `1,000 per month paid quarterly in advance due in April.

(vi) Income Tax: First instalment of advance tax ̀  25,000 due on or before
15th June to be paid within the month.

(vii) Income from Investment: ` 5,000 received quarterly in April, July etc.

(viii) Cash in Hand: ` 5,000 in April 1, 2008.

(5 + 5 = 10 marks) [CMAIG - II]
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Answer : 

Cash budget for the month of April, May and June 2008:

Particulars April

(`)

May

(`)

June

(`)

Opening Balance
Cash receipt:
Collection for debtors
Income from investments

5000

1,15,680
5,000

5680

1,06,736
—

(-)7,084

95,648
—-

1,25,680 1,12,416 88,564

Cash Payment:
Payment to supplier
Wages
Rent
Misc. expenses
Advance income tax

1,00,000
9,000
3,000
8,000

—

1,04,000
9,500

6,000
—

1,06,000
8,500

—-
12,000
25,000

Closing balance ( minus balance
indicates bank overdraft)

1,20,000
5,680

1,19,500
(-)7,084

1,51,500
(-)62,936

1,25,680 1,12,416 88,564

Working Note :

1. Collection for debtors:

Particulars April

(`)

May

(`)

June

(`)

Collection in the month of sale (20% of total less
2% discount)
Collection in the next month (50% of 80% of total
sales in the previous month)
Collection after two month (50% of 80% of total
sales in the month preceding two months of sale)

15,680

52,000

48,000

22,736

32,000

52,000

17,248

46,400

32,000

1,15,680 1,06,736 95,646
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2. Payment of wages:

Particulars April

(`)

May

(`)

June

(`)

75% of current month’s wages
25% of wages of the previous month

6,000
3,000

7,500
2,000

6,000
2,500

9,000 9,500 8,500

 Space to write important points for revision 

2011 - June [5] (a) Draw up a flexible budget for overhead expenses on the

basis of the following data and determine the overhead rate at 70%, 80%

and 90% plant capacity level : 

At 80% capacity

`

Variable overheads :

Indirect labour 12,000

Indirect material 4,000

Semi-variable overheads:

Power (30% fixed, 70% variable) 20,000

Repair and maintenance 

(60% fixed, 40% variable) 2,000

Fixed overhead : 

Depreciation 11,000

Insurance 3,000

Others 10,000

Total overheads 62,000

Estimated direct labour hours 1,24,000

(10 marks) [CMAIG - II]
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Answer :

Flexible budget for overhead

Particulars Capacity Level

70%

`

80%

`

90%

`

A. Variable overhead:

(i) Indirect Labour

(ii) Indirect Material

B. Variable portion of Semi- variable overhead:

(i) Power

(ii) Repair & maintenance

Total Variable (a)

C. Fixed portion of semi variable overhead;

(i) Power

(ii) Repair & maintenance

D. Fixed overhead

(i) Depreciation

(ii) Insurance

(iii) Others

Total Fixed(b)

E. Total Over head[(a) + (b)]

F. Estimated direct Cost

G. Overhead recovery rate per direct labour hrs.

10,500

3,500

12,250

     700

26,950

6,000

1,200

11,000

3,000

  10,000

31,200

  58,150

1,08,500

0.5359

12,000

4,000

14,000

     800

30,800

6,000

1,200

11,000

3,000

10,000

31,200

62,000

1,24,000

0.5000

13,500

4,500

15,750

     900

34,650

6,000

1,200

11,000

3,300

10,000

31,200

65,850

1,39,500

0.4720

Working Notes: 

Variable overhead

(i) Indirect labour 12,000 ×  = ` 10,500

12,000 ×  = ` 13,500

(ii) Indirect material 4,000 ×  = ` 3,500

4,000 ×  = ` 4,500
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Semi variable overhead 

Power (70% variable 30% fixed)

(i) Variable overhead 20,000 ×  = ` 14,000

14,000 ×  = ` 12,250

14,000 ×  = ` 15,750

(ii) Repair & maintenance (40% variable 60% fixed)

Variable overhead 2,000 ×  = ` 800

800 ×  = ` 700

800 ×  = ` 900

Estimated direct labour hour at 80% capacity = 1,24,000

 1,24,000 ×  = 1,08,500 hrs

1,24,000 ×  =  1,39,500 hrs

 Space to write important points for revision 

2011 - Dec [3] (a) The following facts are extracted from the books of Alpha

Radio Manufacturing Company for the year 2010.

(i) It produces two types of radio -Type A and Type B and sells these in

two markets-Kolkata and Siliguri.

(ii) The budgeted and actual sales for the year 2010 are as follows:

Kolkata Siliguri

Type A—Budgeted

Actual

Type B—Budgeted

Actual

1000 units at ` 200 each

900 units at ` 200 each

800 units at ` 300 each

1000 units at ` 300 each

800 units at ` 200 each

750 units at ` 200 each

600 units at ` 300 each

750 units at ` 300 each
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Analysis of variance discloses that Type A is overpriced and Type B is
underpriced. If the price of A Type radio set is reduced by 10% and price of
B Type radio set is increased by 20% and if a modern and extensive
advertisement campaign is introduced, then the following volume of sales
could be made in the next year as expected by the Marketing Manager.

Expected increase/decrease

over the current budget

Kolkata

Market

Siliguri

Market

Product A: Due to change in pricing policy

Due to introduction of modern advertisement campaign

Product B: Due to change in pricing policy

Due to introduction of modern advertisement campaign

+ 20%

+ 5%

+ 10%

+ 5%

+ 15%

+ 3%

()2%

+ 5%

On the basis of above you are required to prepare sales budget for the year

2011. (10 marks) [CMAIG - II]

Answer :

Sales Budget for the year 2011

Budget for 2010 Actual for 2010 Budget for 2011

Product Market Units Price

per  

unit

Amount units Price

per  

unit

Amount units Price

per

 unit

Amount

A Kolkata

Siliguri

1000

800

200

200

2,00,000

1,60,000

900

750

200

200

1,80,000

1,50,000

1250

944

180

180

2,25,000

1,69,920

Total 1800 3,60,000 1650 3,30,000 2194 3,94,920

B Kolkata

Siliguri

800

600

300

300

2,40,000

1,80,000

1000

750

300

300

3,00,000

2,25,000

920

618

360

360

3,31,200

2,22,480

Total 1400 4,20,000 1750 5,25,000 1538 5,53,680
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Working note :

Budgeted sales for 2011

Kolkata Siliguri

Product A Product B Product A Product B

Budgeted sales for 2010

Add: due to change in pricing

policy

Add: due to advertising campaigns

1000

200

50

800

80

40

800

120

24

600

(-)12

30

Total 1250 920 944 618

Selling Price : Product A (` 200 – 20 = ` 180 per unit)

Product B (` 300 + 60 = ` 360 per unit)

 Space to write important points for revision 

2013 - June [4] (a) The following information is given to you from the records

of P Ltd. for the year 2013:

Budgeted Sales Value in 2013:

April ` 4,00,000

May ` 4,50,000

June ` 5,20,000

July ` 4,20,000

August ` 4,80,000

Contribution to Sales ratio 40%

Fixed Costs ` 12,00,000 for the whole year 2013, includes 

depreciation ` 3,00,000 per annum

Other Information:

40% of each month’s sales is produced in the month prior to the sale and

60% in the month of sale. 50% of the direct materials required for production

is purchased in the month prior to their use in production. The remaining

50% is purchased in the month of production. Labour costs are paid in the
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month in which they are incurred and constitute 30% of the variable costs.

60% of the variable costs are direct material costs. Suppliers of direct

materials are paid in the month after purchase. The remaining variable costs

are variable overhead costs, of which 40% are paid in the month they are

incurred and the balance paid in the next month. Fixed costs are incurred at

a constant rate per month and paid in the month they are incurred. The

expected capital expenditure in June 2013 is ̀  1,90,000. The sales receipts

budgeted are as follows:

May 2013 ` 4,01,700

June 2013 ` 4,50,280

July 2013 ` 4,25,880

The bank balance on 1.5.2013 is expected to be ` 40,000. 

Prepare a month-wise cash budget for P Ltd. for the period May to July 2013.

(10 marks) [CMAIG - II]

Answer :

Description May 2013 June 2013 July 2013

Opening Balance

Receipts

Total

Payments of Suppliers

Labour Payments

Variable OH Paid

Fixed OH Paid

Capital Expenditure

Total Outflows

40,000

4,01,700

4,41,700

1,61,640

86,040

26,592

75,000

3,49,272

92,428

4,50,280

5,42,708

1,72,440

86,400

28,728

75,000

1,90,000

5,52,568

(9,860)

4,25,880

4,16,020

1,66,320

79,920

27,936

75,000

3,49,176

Closing Balance 92,428 (9,860) 66,844
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Particulars April May June July August

Budgeted Sales

60% of Sales - Current

40% Sales prior month

Sales value of Production

Variable cost of pdn. = 60%

Materials required for pdn. 60%

50% materials purchased prior month

50% materials purchased this month

Material Purchases

Payment to suppliers

Labour paid = 30% of V.C

Var. OH = 10% of variable cost

40% of var OH paid this month

60% var OH paid next month

Total Variable OH paid

Cash Fixed OH = 9 lacs/12

4,00,000

2,40,000

1,80,000

4,20,000

2,52,000

1,51,200

86,040

75,600

1,61,640

75,600

25,200

10,080

75,000

4,50,000

2,70,000

2,08,000

4,78,000

2,86,800

1,72,080

86,400

86,040

1,72,440

1,61,640

86,040

28,680

11,472

15,120

26,592

75,000

5,20,000

3,12,000

1,68,000

4,80,000

2,88,000

1,72,800

79,920

86,400

1,66,320

1,72,440

86,400

28,800

11,520

17,208

28,728

75,000

4,20,000

2,52,000

1,92,000

4,44,000

2,66,400

1,59,840

79,920

79,920

1,66,320

79,920

26,640

10,656

17,280

27,936

75,000

4,80,000

2,88,000

15,984

75,000

 Space to write important points for revision 

2013 - Dec [3] (c) The monthly budgets for manufacturing overhead of

SHAHEEN LTD. for two levels of activity were as follows:

Capacity 60% 100%

Budgeted production (units) 600 1,000

` `

Wages 1,200 2,000

Consumable stores 900 1,500

Maintenance 1,100 1,500

Power & Fuel 1,600 2,000

Depreciation 4,000 4,000

Insurance 1,000 1,000

9,800 12,000

Required:

(i) Indicate which of the items are fixed, variable and semi-variable;

(ii) Prepare a Budget for 80% capacity; and
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(iii) Find the total cost, both fixed and variable per unit of output at 60%, 80%

and 100% capacity. (1 + 4 + 3 = 8 marks) [CMAIG - II

Answer :

(i) Shaheen Ltd.

Fixed Items -  Depreciation and Insurance

Variable - Wages and consumable stores

Semi- variable - Maintenance and power and fuel

Answer :

   (ii) Budget for 80% Capacity Level

Budgeted Production 80% of 1000 i.e. 800 Units

Particulars Amount in `

Variable Cost

Wages @`2.00 per unit

Consumable stores @ ` 1.50 per unit

Maintenance : ` 1.00 per unit

Power & Fuel : ` 1.00 per unit

Fixed cost

Maintenance

Power & Fuel

Depreciation

Insurance

1,600

1,200

800

800

500

1,000

4,000

1,000

Total Cost (Variable Cost + Fixed Cost) 10,900

Working Notes:

Segregation of semi-variable costs:

Maintenance = [1,500 - 1,100] / 400 = ` 1 per unit variable and  

Fixed cost = 1,100 - 600 = ` 500. 

Power & Fuel = [2,000 - 1,600] / 400 = ` 1 per unit variable and  

Fixed cost = 1,600 - 600 = ` 1,000
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Answer :

(iii) Variable Cost per unit works out to ` 5.50 

It consists of wages: ` 2

Consumables Stores : ` 1.50

Maintenance: ` 1.00 

Power & Fuel: ` 1.00 

Total Fixed Cost = Maintenance + Power & Fuel + Depreciation +

Insurance

    = 500 + 1,000 + 4,000 + 1,000 = ` 6,500

Computation of Total Costs per unit

Capacity

Particulars 60% 80% 100%

Production (Units) 600 800 1000

Variable cost per unit (`) 5.5 5.5 5.5

Fixed cost per unit (` 6,500 + Production Units) 10.83 8.13 6.5

Total Cost per unit (`) 16.33 13.63 12

 Space to write important points for revision 

2014 - Dec [2] (c) Answer the question:

(ii) DEFALI LTD. wishes to prepare cash budget for the period of

December, 2014 to March, 2015. The Budgeted/Estimated Revenue

and Expenses for the said period extracted from the records of the

Company are as follows:

(Amount in ` Lakh)

Months Total

Sales

(`)

Purchases

(Materials)

(`)

Wages

(`)

Expenses

(Overheads)

September, 2014 80 45 20 4

October, 2014 80 50 22 5
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November, 2014 75 52 18 6

December, 2014 90 60 20 6

January, 2015 85 40 18 8

February, 2015 80 35 15 9

March, 2015 95 46 24 9.5

You are further informed that:

(i) 20% of purchases and the 30% of sales are for cash;

(ii) Realisation is made from debtors 30% in the month of sale, 50%

in the month of following that and the balance in the month after

that;

(iii) The credit purchases are paid of regularly after one month;

(iv) Wages are paid half monthly;

(v) Rent of ̀  50,000 per month included in expenses is paid monthly

and remaining expenses are paid half monthly;

(vi) Cash and bank balance as on 1st December, 2014 was

` 10,00,000 and the company wants to keep it at the end of

every month below ̀  10,00,000 but not less than ̀  9,00,000, the

excess cash being put in fixed deposit in multiples of ̀  1,00,000.

Required:

Prepare A CASH BUDGET for the four months ending March 31,

2015. (3 + 3 +  2+ (2 + 1 + 1) = 12 marks) [CMAIG - II]

Answer:

Cash budget for the period December 2014 to March, 2015

(Amount in ` lakhs)

Particulars December 

2014

January

2015

February

2015

March

2015

Opening balance (A) 10 9.75 9.1 9.25

Add: Receipts (B)

Cash sales

Collection from Debtors

27.00

56.35

25.5

59.85

24.00

59.15

28.5

59.85

Total (A + B) 93.35 95.1 92.25 97.6
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Payments (C)

Cash Purchases 12 8 7 9.2

Creditors 41.6 48 32 28

Wages 19 19 16.5 19.5

Rent 0.5 0.5 0.5 0.5

Overheads 5.5 6.5 8 8.75

Total (C) 78.6 82 64 65.95

Balance (A+ B – C = D) 14.75 13.1 28.25 31.65

Fix Deposit (E) 5 4 19 22

Closing cash balance (D - E) 9.75 9.1 9.25 9.65

Statement of collection from debtors

Particulars December

2014

January

2015

February

2015

March

2015

October 2014 11.2

November 2014 26.25 10.5

December 2015 18.9 31.5 12.6

January 2015 17.85 29.75 11.9

February 2015 16.8 28

March  2015 19.95

Total 56.35 59.85 59.15 59.85

 Space to write important points for revision 

2015 - June [2] (c) Answer the question:

(iii) ADAMAS LTD.;  a newly established manufacturing company has an
installed capacity to produce 1,00,000 units of a consumer product
annually. However, its practical capacity is only 90%. The actual capacity
utilisation may be substantially lower, as the firm is new to the market
and demand is uncertain. The following budget has been prepared for
90% capacity utilisation:
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Cost per unit

`
Direct Materials 12

Direct Labour 8

Direct Expense 5

Production Overheads 10 (40% variable)

Administration Overheads   5 (100% fixed)

Selling and Distribution    6 (50% variable)

You are required to prepare Flexible Budgets of a Consumer product at
70% and 80% levels of capacity utilization giving clearly the Variable
Cost, Fixed Cost and the Total Costs under various heads at all stated
levels. (4 + 4 = 8 marks) [CMAIG - II]

Answer:

Installed capacity 1, 00,000 units per annum

Practical capacity 90% i.e. 90,000 units per annum

Cost of 90% capacity utilisation:

Direct Material ` 12/unit

Direct Labour ` 8/unit

Direct Expense  ` 5/unit

Production Overhead ` 4/unit

Fixed Production Overhead 

( 6 × 90,000) ` 5,40,000

Administration Overhead (fixed)

( 5 × 90,000) ` 4,50,000

Selling & Distribution Overhead ` 3 per unit

Fixed Selling & Distribution Overhead ` 2,70, 000

Flexible Budget

Particulars Capacity

90% 80% 70%

Variable Cost: (`) (`) (`)

Direct Material @`12/unit 10,80,000 9,60,000 8,40,000
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Direct Labour @`8/unit 7,20,000 6,40,000 5,60,000

Direct Expense @`5/unit 4,50,000 4,00,000 3,50,000

Selling & Distribution@` 3 per unit 2,70,000 2,40,000 2,10,000

Production overhead @ ` 4/unit 3,60,000 3,20,000 2,80,000

Total Variable Cost (A) 28,80,000 25,60,000 22,40,000

Fixed Cost: (`) (`) (`)

Production overhead 5,40,000 5,40,000 5,40,000

Administration overhead 4,50,000 4,50,000 4,50,000

Selling & Distribution overhead 2,70,000 2,70,000 2,70,000

Total Fixed Cost (B) 12,60,000 12,60,000 12,60,000

Total Cost (A + B) 41,40,000 38,20,000 35,00,000

 Space to write important points for revision 

2015 - Dec [2] Answer the question:

(b) (ii) From the following data, prepare a Production Budget for ABC Co.
Ltd., for the six months period ending on 30th June, 2015.

   Stocks for the budgeted period:

(in units)

Product As on 01 January, 2015 As on 30 June, 2015

A  6,000 10,000

B  9,000   8,000

C 12,000 17,500
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  Other relevant data:

Product Normal loss in

 production 

Requirement to fulfill

 sales programme (units)

A 4% 60,000

B 2% 50,000

C 5% 80,000

(6 marks) [CMAIG - II]

Answer:

Production Budget for ABC Co. Ltd.

Particulars Product A Product B Product C

Sales 60,000 50,000 80,000

Add: Closing Stock 10,000 8,000 17,500

70,000 58,000 97,500

Less: Opening Stock 6,000 9,000 12,000

Production 64,000 49,000 85,500

A d ju s t me n t  f o r
Normal loss

2,667 1,000 4,500

Production Required 66,667 50,000 90,000

 Space to write important points for revision 

2016 - June [1] (e) The budgeted annual sales of a firm are ` 80 lakhs and
25% of the sales are cash sales. If the average amount of debtors of the firm
is ` 5 lakhs, what will be the average collection period of credit sales?

(2 marks) [CMAIG - II]

Answer:

Budgeted sales = ` 80 Lakhs

Cash sales = ` 80 × 25% = ` 20 Lakhs

Credit sales = (` 80 - ` 20) Lakhs

= ` 60 Lakhs
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Average collection period =  × 12

=  × 12 = 1 month or 30 days

 Space to write important points for revision 

2017 - June [7] (b) A glass manufacturing company requires you to calculate
and present the Master Budget for the year 2017-18 from the following
information:

Annual Sales: Toughened glasses A ` 30,00,000

Toughened glasses B ` 50,00,000

Direct material cost 60% of sales

Direct wages 20 workers @ ` 1,500 p.m.

Factory overheads & indirect labour:

Works manager ` 5,000 p.m.

Foreman ` 4,000 p.m.

Stores and spares 2.50% of sales

Depreciation on machinery ` 1,26,000

Light and power ` 50,000

Repairs and maintenance ` 80,000

Other sundries 10% of direct wages

Administration, selling & distribution expenses ` 1,40,000 p.a.

(Present the fixed and variable overheads separately showing item wise
breakup) (7 marks)

Answer:

Master Budget for the year 2017 - 18

Sales: `
Toughened Glass 30,00,000
Bent Glass 50,00,000
Total Sales 80,00,000
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Less: Cost of production:
Direct materials 
(60% of ` 80,00,000) 48,00,000
Direct wages 
(20 workers × ` 1,500 × 12 months)   3,60,000
Prime Cost 51,60,000
Fixed Factory Overhead :
Works manager’s salary 
(5,000 × 12)   60,000
Foreman’s Salary 
(4,000 × 12)    48,000
Depreciation 1,26,000
Light and power (assumed fixed)    50,000 2,84,000
Variable Factory Overhead:
Stores and spares 2,00,000
Repairs and maintenance       80,000
Sundry expenses    36,000  3,16,000

Works Cost 57,60,000
Gross Profit (Sales – Works Cost) 22,40,000
Less: Adm., selling and distribution expenses   1,40,000

Net Profit 21,00,000
 Space to write important points for revision 

2017 - Dec [7] (b) Three Articles X, Y and Z are produced in a factory. They
pass through two cost centers A and B. From the data furnished, compile a
statement for budgeted machine utilization in both the centers. 
  (i) Sales budget for the year: 

Product Annual Budgeted
Sales (units)

Opening stock of
finished products
(units)

Closing stock

X 4800 600 Equivalent to 2
months sales

Y 2400 300 – Do – 

Z 2400 800 – Do – 
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  (ii)  Machine hours per unit of product:

Product Cost centers

A B

X 30 70

Y 200 100

Z 30 20

(iii) Total number of machines:

Cost Center: A 338

B 305

Total 643

(iv) Total working hours during the year: Estimated 2100 hours per
machine (7 marks)

Answer:

Calculation of Units of Production of Different Products:

Particulars Product X Product Y Product Z

Sales 4800 2400 2400

Add: Closing Stock 800 400 400

5,600 2,800 2,800

Less: Opening Stock 600 300 800

Production 5,000 2,500 2,000

Machine Utilisation Budget
Cost Centres A B

Product X Y Z Total X Y Z Total

Particulars

(i) Production
(units)

5000 2500 2000 5,000 2,500 2,000

(ii) Hours per unit 30 200 30 70 100 20

(iii) Total Machine
Hours 

1,50,000 5,00,000 60,000 7,10,000 3,50,000 2,50,000 40,000 6,40,000

(iv) Utilisation of
Numb e r  o f
Machines

71 238 29 338 167 119 19 305

 Space to write important points for revision 
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2018 - June [7] (b) Summarised below are the revenue and expenditure
figures of AB Ltd. for the month of March to August, 2017:

Month Sales (`) Purchases (`) Wages (`) Expenses (`)

March 6,50,000 4,00,000 1,20,000 50,000

April 7,00,000 4,80,000 1,50,000 50,000

May 7,50,000 4,50,000 1,50,000 60,000

June 8,00,000 4,80,000 1,80,000 60,000

July 8,20,000 4,00,000 1,80,000 80,000

August 8,90,000 5,00,000 2,00,000 80,000

The following further information is available:
(i) 10% Purchases and sales are on cash basis.

(ii) Advance payment of income tax in August, 2017 ` 50,000.

(iii) Plant purchased and price to be paid in June, 2017 ` 1,00,000.
(iv) Time lag-

Credit sales 2 months

Credit purchases 1 month

Wages 1/2 month

Expenses 1/2 month

Required:
Prepare a Cash Budget for 3 months starting on 1st June, 2017 when
cash balance is ` 2,00,000. (7 marks)

Answer:

Working Notes:

(i) Collection from Debtors:

June (`) July (`) August (`)

Sales for April, May and June respectively 7,00,000 7,50,000 8,00,000

Less: 10% for Cash Sales 70,000 75,000     80,000

Credit Sales (Collection from Debtors)  6,30,000  6,75,000  7,20,000
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(ii) Payment to Creditors:

June (`) July (`) August (`)

Purchases for the preceding month 4,50,000 4,80,000 4,00,000

Less: 10% for Cash Purchases    45,000    48,000     40,000

Credit Purchases (Payment to Creditors) 4,05,000 4,32,000  3,60,000

Cash Budget

(for June to August, 2017)

Particulars June (`) July (`) August (`)

Cash Balance 2,00,000 1,32,000 1,67,000

Receipts:

Cash Sales 80,000 82,000 89,000

Collection from Debtors 6,30,000 6,75,000   7,20,000

Total Receipts (A) 9,10,000 8,89,000   9,76,000

Payments:

Cash Purchases 48,000 40,000 50,000

Payment to Creditors 4,05,000 4,32,000 3,60,000

Wages 1,65,000 1,80,000 1,90,000

Expenses 60,000 70,000 80,000

Plant 1,00,000

Advance Income Tax 50,000

Total Payments (B) 7,78,000 7,22,000 7,30,000

Cash Balance (A – B) 1,32,000 1,67,000   2,46,000

 Space to write important points for revision 
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2018 - Dec [7] (b) NP LTD produces a standard product. The estimated
costs are given below:

` 

Raw Materials 10

Direct Wages 8

Direct Expenses 2

Variable Overheads 3

23

Semi-variable overheads at 100% capacity level (10,000 units) are expected
to be ̀  40,000 and these overheads vary in steps of ̀  2,000 for each change
in output of 1,000 units. Fixed overheads are estimated at ` 50,000. Selling
price per unit is expected to be ` 40.
Required:
Prepare a Flexible Budget at 50%, 70% and 90% level of activity on marginal
cost basis. (7 marks)

Repeatedly Asked Questions

No. Question Frequency

1 Write short note on Flexible budget.
13 - June [8] (c), 15 - June [2] (c) (ii) 2 Times

2 Write short note on Zero Base Budgeting;
10 - June [8] (c),10 - Dec [3] (b),12 - June [8] (c) 3 Times

3 What is Principal Budget Factor? Explain your
answer with suitable example.

11 - Dec [8] (d), 18 - June [8] (d) 2 Times



15 OBJECTIVE QUESTIONS

2008 - Dec [1] {C} (a) Match the following expressions in column I with the
most relevant topic in column II :

Column I Column II

Balanced Score Card Inventory Control 

Under Absorbed Overhead Marginal Costing 

Contribution Method of Wage payment

Piece Rate Supplementary Rates 

Perpetual Inventory System Performance Analysis

(1 × 5 = 5 marks)

(b) Fill in the blanks : 

(i) The term used to charge overheads to cost units is called ________.

(iv) In absorption costing ___________ cost is added to inventory.

(v) In Television industry the most appropriate method of costing is
__________ costing. (1 × 3 = 3 marks)

(c) State whether the following statements are True (T) or False (F).

(i) If an expense can be identified with a specific cost unit, it is treated
as direct expense.

(ii) Time and motion study which is a function of the engineering
department is useless for determination of wages.

(iii) Fixed costs vary with volume rather than time.

(iv) Future costs are not relevant, while making managerial decisions.

(v) In break-even analysis it is assumed that variable costs fluctuate
inversely with time. (1 × 5 = 5 marks)

(d) Identify the correct answer from the given alternatives of the following
questions :

(i) Which of the following concept is known as cost behaviour oriented
approach to product costing?

8.570
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(A) Standard costing

(B) Marginal costing

(C) Process costing

(D) Absorption costing

(ii) “Conversion cost” refers to 

(A) Manufacturing costs incurred to produce units of output.

(B) All costs associated with manufacturing other than direct labour
costs.

(C) The sum of direct material costs and all factory overhead costs

(D) The sum of raw material costs and overheads costs.

(iii) Which of the following is the correct valuation base for finished goods
stock for balance sheet purposes ?

(A) Variable cost per unit

(B) Marginal cost per unit

(C) Production cost per unit

(D) Total cost per unit

(iv) Which of the following is true at break-even point ?

(A) Total Sales revenue = Variable cost 

(B) Profit = Fixed cost 

(C) Sales revenue =Total cost  Variable cost 

(D) Contribution = Fixed cost 

(v) If the raw material prices are affected by inflation, which of the
following methods of valuing stocks will give the lowest gross profit ?

(A) LIFO 

(B) Replacement cost 

(C) FIFO 

(D) Simple average (1 × 5 = 5 marks)

(e) Choose the correct answer from the brackets :

(i) In a company there were 1200 employees on the rolls at the
beginning of a year and 1180 at the end. During the year 120
persons left service and 96 replacements were made. The labour
turnover according to  flux method is _______ % [5.04,4.03,9.08]
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(ii) The variable cost of a product increases by 10% and the
management raise the unit selling price by equal amount. The fixed
costs remain unchanged. Then BEP of the firm______ [increase,
decrease unchanged]. (1 × 2 = 2 marks)

Answer :

(a) Balance Score card Performance Analysis

Under Absorbed Overhead Supplementary Rates

Contribution Marginal Costing

Piece Rate Method of Wage payment

Perpetual Inventory System Inventory Control

(b) (i) Allocation;  

(iv) Fixed cost;

(v) Batch.

(c) (i) True;

(ii) False; 

(iii) False;

(iv) False;

(v) False.

(d) (i) (B);

(ii) (A); 

(iii) (C); 

(iv) (D); 

(v) (A).

(e) (i) 9.08, 
(ii) Unchanged,
 Space to write important points for revision 

2009 - June [1] {C} (a) Match the following correctly with what is relates:
Merit rating Supervisor's salaries 
Variance analysis Decision making 
Point rating Design of the product 
Value engineering Basis for remunerating employees
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Angle of incidence Job evaluation 
Engineered cost 

Profitability rate 

Management by Exception (1 × 5 = 5 marks)

(b) State whether the following statements are True (T) or False (F): 

(i) If an expense can be identified with a specific cost unit, it is treated
as direct expense;

(ii) Time and motion study which is a function of the engineering
department is useless for the determination of wages;

(iii) ABC analysis is made on the basis of unit prices of materials;

(iv) The relationship of value, function and cost can be expressed as
Cost = Value/Function;

(v) Standard hour is the standard time required per unit of production.

(1 × 5 = 5 marks)

(c) Choose the correct answer from the brackets: 

(i) The annual demand of a certain component bought from the market
is 1,000 units. The cost of placing an order is ` 60 and the carrying
cost per unit is ` 3 p.a. The Economic Order Quantity for the item is 
              .(200,400,600)

(ii) The monthly cost of maintenance of machinery for 12,000 machine
hours run is ̀  1,70,000 and for 18,500 hours it is ̀ 2,02,500. The cost
of maintenance for 14,000 hours is `              (1,90,000,1,80,000,
1,85,000).

(iii) A company's fixed cost amounts to ` 120 lakhs p.a. and its overall
P/V ratio is 0.4. The annual sales of the company should be `         
lakhs to have a Margin of Safety of 25%.(400, 500,600).

(iv) In a company there were 1200 employees on the rolls at the
beginning of a year and 1180 at the end, during the year 120
persons left and 96 replacements were made, the rate of labour
turnover according to flux method is             .(5.04,4.03,9.08). 

(1 × 4 = 4 marks)
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(d) Fill in the blanks suitably :

(i) Margin of safety is                or                .

(iv) Profit volume graph shows the relationship between       and 

(v) Efficiency is basically a ratio of             and                 .

(1 × 3 = 3 marks)

(e) In the following cases, choose the correct answer.

(ii) A Company maintains a margin of safety of 25% on its current sales
and earns a profit of ` 30 lakhs per annum. If the company has a
profit volume (P/V) ratio of 40%. Its current sales amount to 

(a) ` 200 lakhs;

(b) ` 300 lakhs;

(c) ` 325 lakhs;

(d) None of the above.

(iv) ZEE Ltd. uses material - A for the production of product M. The
safety stock of material A is 300 units; the supplier quotes a delivery
delay  of two or three weeks. If the company uses 500 to 800 units
a week according to the activity levels, the re-order level of material
-A will be 

(a) 2300 units;

(b) 2400 units;

(c) 2700 units;

(d) 28 units.

(v) A worker has time rate of ` 15/hr. He makes 720 units of a
component( standard time: 5 minutes/ unit in a week of 48 hours).
His  total wages including Rowan bonus for the week is            .

(a) ` 792;

(b) ` 820;

(c) ` 840;

(d) ` 864. (1 × 3 = 3 marks)
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Answer :

(a) Match the following:

Merit rating
Variance analysis
Point Rating
Value engineering
angle of incidence

Basis for remuneration employees/
Management by exception
Job evaluation
Design of the product 
Profitability Rate

(b) (i) True
(ii) False 
(iii) False
(iv) False 
(v) False 

(c) (i) 200 
(ii) 1,80,000 
(iii) 400
(iv) 9.08 

(d) (i) Sales minus Break Even sales, Profit/PV ratio
(iv) Sales, Profit
(v) Input, Output

(e) (ii) B : ` 300 lakhs
(iv) C : 2,700 Units
(v) D : 864
 Space to write important points for revision 

2009 - Dec [1] {C} (a) Match the statement in Column 1 with the most
appropriate statement in Column 2 :

Column 1 Column 2

1.  Uniform Costing
2.  Value Analysis
3.  Residual Income
4.  Stepped Cost
5.  Point Rating

A.  Job evaluation
B.  Technique to assist inter-firm comparison
C.  Promotes innovation and creativity
D.  Supervisor’s salaries
E.  Measures divisional performance

(1 × 5 = 5 marks)
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(b) State whether the following statements are True (T) or False (F) :

(i) ABC analysis is made on the basis of unit prices of material.

(ii) Cost of tube used for packing tooth paste is indirect material cost.

(iv) In process costing no distinction is made between direct and
indirect material.

(v) Coal industry makes use of process costing. (1 × 4 = 4 marks)

(c) In the following cases one out of four answers is correct. You are
required to indicate the correct answer (1 mark) and give your reason for
answer:

(ii) Sales of two consecutive months of a company are ̀  3,80,000 and
` 4,20,000. The company’s net profits for these months amounted
to ` 24,000 and ` 40,000 respectively. There is no change in P/V
ratio or fixed costs. The P/V ratio of the company is

(A) 33.33% (B) 40%

(C) 25% (D) None of these

(iii) The repairs and maintenance of machinery in factory is a semi-
variable cost having some relationship with the no. of machine
hours run. It was ` 17,500 during October 2009 for 7,500 machine
hours worked and ` 15,400 for November 2009 when only 5,400
machine hours were worked. The budgeted cost of repairs and
maintenance for December 2009 when 6,200 machine hours are
expected to be worked will be

(A) 17,200 (B) 16,800

(C) 16,200 (D) None of these (2 × 2 =4 marks)

(d) Fill in the blanks suitably :

(i) Work study consists of __________ and _________ .

(iv) Normal idle time costs should be charged to _____ while that due
to abnormal reasons should be charged to _________ .

(v) A flexible budget recognizes the behaviour of __________ and
_________ costs. (1 × 3 = 3 marks)
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Answer :

(a) Match the following

Uniform Costing Technique to assist inter-firm comparison

Value Analyses Promotes innovation and creativity

Residual Income Measures divisional performance

Stepped Cost Supervisor’s salary’s

Point Rating Job evaluation

(b)   State whether the following statements are True or False
(i) False
(ii) False

(iv) True
(v) False

(c)   Choose the correct answer from the brackets
(ii) B-40%
(iii) C-16,200

(d)   Fill in the blanks suitably
(i) Method Study, time and motion study

(iv) Production overhead, costing P/L  A/c
(v) Variable, Fixed.
 Space to write important points for revision 

2010 - June [1] {C} (a) Match the following correctly:
(i) Scatter Diagram (A) Production Order
(ii) Escalation Clause (B) Reverse Cost Method 
(iii) Perpetual Inventory (C) Splitting of Semi-variable Costs
(iv) Material Requisition (D) Contract Costing
(v) By Product Cost Accounting (E) Method of Maintaining Store

Records (1 × 5 = 5 marks)

(b) Which of the following statements are ‘True’ or ‘False’?

(ii) Just-in-time deals with controlling defects in time. (1 mark)

(c) State whether the following statements are ‘True’ or ‘False’.
(i) Standard hour is the standard time required per unit of production.
(ii) Cost of tube used for packing tooth paste is indirect material cost.
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(iii) Fixed Cost vary with volume rather than time.
(iv) Future costs are not relevant while making managerial decisions.
(v) In break-even analysis it is assumed that variable costs fluctuate

inversely with time. (1 × 5 = 5 marks)

(d) Fill up the blanks suitably:
(i) A cost which does not involve any cash outflow is called_______ or

_______.
(ii) Contribution earned after reaching Break Even Point is _______of

the firm.
(iii) Two broad methods of costing are________and ________.
(v) Profit-volume graph shows the relationship between _______ and

________. (1 × 4 = 4 marks)

(e) Choose the correct answer from the following:
(i) A firm requires annually 16,000 nos. of a certain components which it

buys at ` 60 each. The cost of placing an order is ` 120 and the
annual storing charges work out 10% of the cost of component. To get
maximum benefit the firm should place order for how many units at a
time?
(1) 1,000 units;
(2) 900 units;
(3) 800 units;

(iii) The allotment of whole item of cost to a cost centre or cost unit is
called as
(1) Cost allocation;
(2) Cost apportionment;
(3) Overhead absorption;
(4) Cost classification.

(v) The valuation of Closing Stock according to Last in First Out method
of pricing is done at 
(1) The latest prices;
(2) The earliest prices;
(3) At average prices;

(4) None of the above. (1 × 3 = 3 marks)
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Answer :

(a) (i) C

(ii) D

(iii) E

(iv) A

(v) B

(b) (ii) False

(c) (i) False

(ii) False

(iii) False

(iv) False

(v) False

(d) (i) Notional Cost, Imputed Cost

(ii) Profit

(iii) Job Costing, Process Costing

(v) Profit, Sales

(e) (i) 800 units

(iii) Cost Allocation
(v) The earliest prices
 Space to write important points for revision 

2010 - Dec [1] {C} (a) Match the statement in Column I with the appropriate
statement in Column II:

Column I  Column II

(i) Liquidity (A) Technique of cost reduction

(ii) Value Engineering (B) Current ratio

(iii) Angle of Incidence (C) Value of benefit lost by choosing
alternative course of action

(iv) Opportunity Cost (D) Indicator of profit earning capacity

(v) Value Analysis (E) Analysing the role of every part at the
design stage. (1 × 5 = 5 marks)
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Answer :

(i) B

(ii) E

(iii) D

(iv) C

(v) A
 Space to write important points for revision 

2010 - Dec [1] {C} (b) State whether the following statements are True or
False :

(i) Cost Accounting is a branch of Financial Accounting.

(ii) Bincard shows the quantity and value of stores.

(iii) The relationship of value, function and cost can be represented as
Cost = Value/Function.

(v) Obsolete stocks can be determined by the frequency of issues.

(1 × 4 = 4 marks)

Answer :

(i) False

(ii) False

(iii) False

(v) False
 Space to write important points for revision 

2010 - Dec [1] {C} (c) Fill up the blanks suitably :

(i) For designing a labour incentive scheme, the study of ________and 
________ is essential.

(iii) Variable costs go on changing with the __________ level.

(iv) _________ is a must for meaningful inter-firm comparison.

(v) Normal idle time cost should be charged to_______.

(1 × 4 = 4 marks)
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Answer :

(i) Time, Motion

(iii) Production

(iv) Uniform Costing

(v) Factory Overheads
 Space to write important points for revision 

2010 - Dec [1] {C} (d) In the following cases one out of four answers is
correct. You are required to indicate the correct answer (1 mark) and give
your reason for answer:

(i) If the minimum stock level and average stock level of a particular raw
material are 4,000 and 9,000 units respectively, find out its reorder
level.

(1) 9,000 units 

(2) 10,000 units 

(3) 4,000 units

(4) 5,000 units

(iii) A bus carries 25 passengers daily for 25 days and its mileage per
month is 2000 kms. Its passenger kms. per month are 

(1) 50,000

(2) 25,000

(3) 30,000

(4) 60,000

(iv) A chemical is manufactured by combining two standard items of input
A (standard price ` 60/kg.) and B(standard price ` 45/kg.) in the ratio
60%: 40%. During processing there is a loss of 10% of input. If during
a month 1,200 kg. of the chemical is produced incurring a total cost of
` 69,600, the total material cost variance will be 

(1) ` 2,400 (A)

(2) ` 2,400 (F)

(3) ` 3,000 (A)

(4) ` 2,000 (F)
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(v) A company has fixed costs of ` 6,00,000 per annum. It manufactures
a single product which it sells for ` 200 per unit. Its contribution to
sales ratio is 40%. Its break-even in units is 

(1) ` 7,500

(2) ` 8,000

(3) ` 3,000

(4) ` 1,500 (2 × 4 = 8 marks)

Answer :

 (i) (2) 10,000

Average stock level = Min. stock level + ½ Re order quantity

½ Re order quantity = 9,000 – 4,000 = 5,000

Re order quantity = 2 × 5,000 = 10,000

(iii) (1) 50,000 Passenger Km. (25 passengers × 2,000 

Km. per month)

 (iv) (2)  2,400 (F)

 Standard

Input Qty. Rate Amt.

A

B

60

40

60

45

3,600

1,800

Total input

Loss

Output

100

10

90

Actual Output is 1,200 Kgs. at a cost of ` 69,600

Standard cost for actual output of 1,200 Kg. = 5,400/90  ×1,200 = 72,000

Material Cost Variance = Standard Cost – Actual Cost = 72,000 – 69,600 =
2,400 (F)

(v) (1) 7,500 units

Selling Price 200

Contribution @ 40% on 200 = ` 80

Break Even Point = 6,00,000/80 = 7,500 units
 Space to write important points for revision 
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2011 - June [1] {C} (a) Match the statement in Column I with the appropriate
statement in Column II: 

Column I Column II

(i) JIT System (a) Decision Making (1 mark)

(ii) Output Costing (b) Decision Package (1 mark)

(iii) Variance Analysis (c) Management by exception (1 mark)

(iv) Differential Costing (d) Coal Industry (1 mark)

(v) ZBB (e) Control of Inventory (1 mark)

Answer :
(i) (e)
(ii) (d)
(iii) (c)
(iv) (a)
(v) (b)

 Space to write important points for revision 

2011 - June [1] {C} (b) State whether the following statements are true or
false: 

(i) Marginal costing is useful for long term planning. 
(ii) Cost of floppy disk used for office computer is administration

overhead. 
(iii) No distinction is made between direct and indirect materials in process

costing. 
(iv) ABC analysis is based on the unit price of materials. 
(v) Opportunity cost is the value of benefit sacrificed in favour of an

alternative course of action. (1 mark each)

Answer :
(i)  False
(ii) True
(iii) True
(iv) False
(v) True

 Space to write important points for revision 
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2011 - June [1] {C} (c) Fill up the blanks suitably : 
(i) Re-order Level is_____________usage multiplied by _________ lead

time. (1 mark)

(ii) __________cost is the difference in total cost that results from two

alternative courses of action. (1 mark)

(iii) The Flux rate method of labour turnover considers employees_______

and employees_____. (1 mark)

(iv) _____________arises when the actual process loss is less than the

normal predetermined process loss. (1 mark)

(v) ____________costing is a must for Inter-firm comparison. (1 mark)

Answer :

(i) Maximum, maximum

(ii) Differential

(iii) Joined, left

(iv) Abnormal Gain

(v) Uniform
 Space to write important points for revision 

2011 - June [1] {C} (d) In the following cases, one out of four answers is

correct. You are required to indicate the correct answer and give brief

workings:

(i) A company uses material A for production of Product Z. The supplier

of Material A quotes a delivery period of 2 to 3 weeks. If the company

uses 500 to 800 units of Material A per week according to activity

levels, the Re-order Level of Material A will be. 

(a) 1,000 units 

(b) 1,500 units

(c) 2,400 units 

(d) None of the above (2 marks)
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(ii) Monthly cost of maintenance of machinery in a company for 12,000

machine hours run is ` 1,70,000 and for 18,500 hours it is ̀  3,02,500.

Cost of maintenance for 14,000 hours will be. 

(a) ` 1,90,000 

(b) ` 1,80,000 

(c) ` 1,85,000 

(d) None of the above (2 marks)

(iii) In two consecutive periods, sales and profit were ` 1,60,000 and

` 8,000 respectively in the first period and ` 1,80,000 and ` 14,000

respectively during the second period. If there is no change in fixed

cost between the two periods, then what would be profit if sales are

` 2,00,000 ? 

(a) ` 16,000

(b) ` 18,000 

(c) ` 20,000 

(d) ` 22,000 (2 marks)

(v) A hospital is opened for 365 days, but bed occupancy is 25 patients

per day in 120 days and 20 beds occupied in another 80 days. Extra

beds occupied during the year is 400. Patient-days of the hospital is.

(a)  4,000

(b) 5,000

(c) 3,500

(d) 4,500 (2 marks)

Answer :

(i) (c)

(ii) (b)

(iii) (c)

(v) (b)

 Space to write important points for revision 
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2011 - Dec [1] {C} (a) Match the statement in Column I with the appropriate
statement in Column II:

Column I Column II
(i) Performance of Public (a) Measures Divisional Performance

Enterprises 
(ii) Residual Income (b) Purchase Order Processed 
(iii) Cost Driver (c) Future Costs affected by decision

making 
(iv) Point Rating (d) Shows profitability and capacity

utilization 

(v) Relevant Cost (e) Job Evaluation (1 × 5 = 5 marks)

(b) State whether the following statements are True or False:
(i) Incentive systems benefit only workers.
(ii) Service departments do not render services to each other.
(iii) Contract costing is only a variant of Job costing.
(iv) Differential costing and Marginal costing mean the same thing.
(v) Standards are arrived at based on past performance.

(1 × 5 = 5 marks)

(c) Fill-up the blanks suitably:
(i) In absorption costing ________ cost is added to inventory.
(ii) ________ becomes more effective in a firm with the use of standard

costing.
(iii) In ‘make or buy’ decision, it is profitable to buy from outside only

when the supplier’s price is below the firm’s own _________.
(iv) A cost which does not involve any cash outflow is called ________.
(v) ________ costing reduces the possibility of under pricing.

(1 × 5 = 5 marks)

(d) In the following cases, one out of four answers is correct. You are
required to indicate the correct answer and give brief workings:
(i) XYZ Co. Ltd. is having 400 workers at the beginning of the year and

500 workers at the end of the year. During the year 20 workers were
discharged and 15 workers left the company. The Labour Turnover
rate under ‘separation method’ is:
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(a) 22.20%

(b) 7.78%

(c) 4.00%

(d) 14.40%

(ii) A factory operates a standard cost system, where 2000 kgs of raw

materials @ ` 12 per kg were used for a product, resulting in price

variance of ` 6,000 (F) and usage variance of ` 3,000 (A). Then

standard material cost of actual production was.

(a) ` 20,000

(b) ` 30,000

(c) ` 25,000

(d) ` 27,000

(iii) A company maintains a margin of safety of 25% on its current sales

and earns a profit of ̀  30 lakhs per annum. If the company has a p/v

ratio of 40%, its current sales amount to

(a) ` 200 lakhs

(b) ` 300 lakhs

(c) ` 325 lakhs

(d) None of the above

(iv) The annual demand of a certain product is 8000 units, ordering cost

per order is ` 40, carrying cost is 10% of average inventory value

and purchase cost is ` 10 per unit. The EOQ for the product is

(a) 1,200

(b) 1,000

(c) 900

(d) 800

(v) Sales for two consecutive months of a company are ̀  3,80,000 and

`4,20,000. The company’s net profits for these months amounted

to ` 24,000 and ` 40,000 respectively. There is no change in P/V

ratio or fixed costs. The P/V ratio of the company is
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(a)

(b) 40%
(c) 25%

(d) None of the above (2 × 5 = 10 marks)

Answer :

(a) (i) D
(ii) A
(iii) B
(iv) E
(v) C

(b) (i) False
(ii) False
(iii) True
(iv) False
(v) False

(c) (i) Fixed
(ii) Budgetary Control
(iii) Variable Cost
(iv) Imputed cost
(v) Absorption

(d) (i) (B) Average no. of workers = 400 + 500/2 = 450

Labour Turnover Rate =  

= × 100

= 7.78%
(ii) (D) Standard cost variance = std. cost of actual production – actual

cost
Standard cost variance = Material price variance + material

usage variance

= 6,000(F) + 3,000(A) = 3,000(F)

3,000 = std. cost of actual production – 2,000 × 12 

Std. cost of actual production = 24,000 + 3,000 = ` 27,000 
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(iii) (B) (Margin of Safety = profit/PV ratio =30/40 =75 lakhs. Total Sales

= 75/.25 = ` 300 lakhs)

(iv) (D) (EOQ =  =  = 800)

(v) (B) (PV Ratio =  × 100 =  × 100 = 40%)

 Space to write important points for revision 

2012 - June [1] {C} (a) Match the statement in Column I with the appropriate

statement in Column II:

Column I Column II

(i) Bad Debt is (A) not a distinct method of Cost

Accounting

(ii) Flexible Budget is (B) a method used in Construction

Industry

(iii) Transfer Price (C) allows goal congruence

(iv) Uniform Costing is (D) a selling overhead

(v) Contract Costing is (E) prepared for different levels of

capacity utilization

(1 × 5 = 5 marks)

(b) State whether the following statements are True or False:

(i) Standard Costing may not be suitable for small concerns.

(ii) Cost Accounting is a branch of Financial Accounting.

(iii) Labour Turnover is the movement of people out of the organisation.

(v) Bincard shows the value of a material at any movement of time.

(1 × 4 = 4 marks)

(c) Fill up the blanks suitably:

(i) ABC analysis is made on the basis _______ .

(ii) The success of the ______ costing is based on mutual belief and

understanding.
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(iii) A Budget is a statement that is always prepared ______ to a defined

period of time.

(iv) ______ is the difference between the actual sales and the break-even

sales. (1 × 4 = 4 marks)

(d) In the following cases one out of four answers is correct. You are

required to indicate the correct answer (1 mark) and give brief workings

(1 mark):

(i) After inviting tenders for supply of raw materials, two quotations are

received as follows—Supplier A ` 2.20 per unit, Supplier B ` 2.10 per

unit plus ` 2,000 fixed charges irrespective of the units ordered.

The order quantity for which the purchase price per unit will be the

same —

(a) 22,000 units

(b) 21,000 units

(c) 20,000 units

(d) None of the above

(ii) Normal rate per hour for worker A in a factory is ` 5.40. Standard time

per unit for the worker is one minute. Normal piece rate per unit for the

worker is

(a) ` 0.90

(b) ` 0.09

(c) ` 0.11

(d) None of the above

(iv) A transport company is running five buses between two towns, which

are 50 kms. apart. Seating capacity of each bus is 50 passengers.

Actually passengers carried by each bus were 75% of seating

capacity. All buses ran on all days of the month. Each bus made one

round trip per day. Passenger kms. are

(a) 2,81,250

(b) 5,62,500

(c) 1,87,500

(d) None of the above
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(v) The cost per unit of a product manufactured in a factory amounts to

` 160 (75% variable) when the production is 10,000 units. When

production increases by 25%, the cost of production will be ` ______

per unit.

(a) ` 145

(b) ` 152

(c) ` 150

(d) ` 140 (2 × 4 = 8 marks)

Answer :

(a) (i) ) (D) a selling overhead 

(ii) ) (E) prepared for different levels of capacity utilization

(iii) ) (C) allows goal congruence

(iv) ) (A) not a distinct method of Cost Accounting

(v) ) (B) a method used in construction industry.

(b) (i) True: The process of setting standard is a difficult task, as it requires

technical skills. The time and motion study is required to be

undertaken for this purpose. These studies require a lot of time and

money. Small concerns may not be able to afford.

(ii) False: Financial Accounting aims at finding the results of an

accounting year in terms of profits or losses and assets and

liabilities. Cost Accounting primarily deals with collection, analysis of

relevant cost data for interpretation and presentation for various

problems of management.

(iii) False: Labour turnover is the rate at which an employer gains and

losses employees. It is the ratio of the number of employees that

leave a company through attrition, dismissal, or resignation during a

period to the number of employees on payroll during the same

period.
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(v) False:  Bin card is a record of receipt and issue of materials in

quantity terms. It shows the balance of the stock at any moment of

time.

(c) (i) Consumption value / value of usage.

(ii) Uniform

(iii) Prior 

(iv) Margin of Safety

(d) (i) (c) ) 20,000 units, (2,000/0.10 i.e. difference in prices quoted)

(ii) (b) ) ` 0.09

Rate per hour i.e. for 60 min. - ` 5.40

Standard Time Per Unit  ) 1 minute

Price for 60 units = ` 5.40

So, piece rate per unit = ` 5.40 ÷ 060 = ` 0.09

(iii) (b) )  ` 1,80,000

Production of Product A is 50% of total production. Hence, 50% of

joint cost will be allocated for product A i.e. `1,80,000

(iv) (b) )  5,62,500

Number of buses × Distance in one round trip × seating capacity ×

capacity used × number of days in a month × No. of trips = 5 × 100

× 50 × 75% × 30 × 1 = 5,62,500 passenger kms.

(v) (b) ) ` 152

Variable Cost per unit =  `160 × 75% = ` 120

Fixed Cost per unit = ` 40

Total fixed cost = 10,000 × 40 = ` 4,00,000

Fix Cost per unit when production is 12,500 unit = 400,000/12,500

= ` 32

Cost per unit = 120 + 32 = 152

 Space to write important points for revision 
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2012 - Dec [1] {C} (a) Match the statement in Column I with the appropriate

statement in Column II:

Column I Column II
(I) Angle of Incidence (A) Management by exception
(ii) JIT System (B) Profitability Rate
(iii) Pareto Distribution (C) Reverse cost method
(iv) Variance Analysis (D) ABC Analysis
(v) By-Product Cost Accounting (E) Control of Inventory

(1 x 5 = 5 marks)

(b) State whether the following statements are TRUE or FALSE.

(i) FIFO method of pricing issues of materials is useful during

inflationary period.

(ii) Future costs are not relevant in making management decisions.

(iv) In process costing, a meaningful distinction is made between direct

and indirect materials. (1 x 3 = 3 marks)

(c) Fill in the blanks suitably:

(i) When P/V ratio is 20% and margin of safety ratio is 30%, profit

is________% of sales.

(ii) ________costing is a must for meaningful inter-firm comparison.

(iii) ________costs are the future costs affected by decision taken.

(v) A_________is the notional value at which goods and services are

transferred between divisions in a decentralised organisation.

(1 x 4 = 4 marks)

(d) In the following cases, one out of four answers is correct. You are

required to indicate the correct answer (= 1 mark) and give brief

workings (= 1 mark):

(i) If the ordering cost per order is ̀  40, carrying cost is 10% of average

inventory value, purchase cost is ̀  10 per unit and Economic Order

Quantity (EOQ) for the product is 800 units; what is the expected

annual demand for the product?

(a) 8,000 units (b) 10,000 units

(c) 20,000 units (d) None of the above
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(iii) Standard time is 60 hours and guaranteed time rate is ` 50 per

hour. Under Rowan Plan, what is the amount of wages, if job is

completed in 48 hours?

(a) ` 2,480 (b) ` 2,680

(c) ` 2,880 (d) None of the above

(iv) A truck capable of carrying 5 tonnes of goods normally carries 80%

of the load on the outward journey and 40% of the load on inward

journey. The journey is 300 kms. for one side. It takes two days to

complete the return trip. In a year of 300 days compute the tonnes-

km.

(a) 2,70,000 (b) 3,00,000

(c) 3,30,000 (d) 3,50,000

(v) Selling price of a product is ̀  5 per unit, variable cost is ̀  3 per unit

and fixed cost is ` 10,000. Then B. E. point in units will be:

(a) 10,000 (b) 5,000

(c) 7,500 (d) None of the above

(2 x 4 = 8 marks)

Answer:

(a) (i) (B)

(iii) (D) 

(iv) (A)  

(v) (C)

(b) (i) False

(ii) False

(iv) False

(c) (i) 6% 

(ii) Uniform 

(iii) Relevant 

(v) Transfer Price
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(d) (i) (a)  8,000 units
Working-

EOQ =  

800 = = 8,000

Where-
A = Annual demand
B = Buying cost per order 
C = Carrying cost per unit per annum 

(iii) (c) ` 2,880
Working- Wages under Rowan Plan = Time taken × hourly rate

+  × time saved × hourly rate 

= 48 × 50 + × 12 × 50 = ` 2,880

(iv) (a) 2,70,000
Working –
Calculation of ton km=  (4 ton × 300 km + 2 ton × 300 km) × 300/2
= 2,70,000 tonnes-km. 

(v) (b) 5,000 units

Break -even point =  

=  = 5,000 units

 Space to write important points for revision 

2013 - June [1] {C} (a) Match the statement in Column I with the appropriate
statement in Column II:

Column I Column II
(i) Apportionment of Overheads (A) Job Evaluation
(ii) Equivalent Production (B) Reciprocal Method
(iii) Point Ranking Method (C) Cost Ledger Accounts
(iv) Output Costing (D) Process Costing
(v) Non Integrated Accounts (E) Coal Industry (1 × 5 = 5 marks)



8.596 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

(b) State whether the following statements are ‘True or ‘False’:

(i) Fixed cost per unit remains constant irrespective of the number of

units of output.

(ii) An efficient worker always gets more bonus under Rowan Plan than

under 50% Halsey Plan.

(iii) A bin card shows the quantity and value of a stores item.

(v) In LIFO method of valuing inventory, the company has to suffer loss

due to accumulation of old stocks and consequent spoilage and

obsolescence. (1 × 4 = 4 marks)

(c) Fill in the blanks suitably:

(i) __________ centre is defined as a business entity’s segment by

which both revenues are earned and costs are incurred.

(ii) __________ Level of stores inventory is maximum usage multiplied

by maximum lead time.

(iii) The most appropriate cost unit for pricing and costing goods

transport is __________.

(iv) Where the production is as per the requirements of the customers,

_________ is the method of costing used.

(v) Where there are two raw materials A and B, and the total material

mix variance is favourable and if A has a favourable mix variance,

then B will have a mix variance that is __________.(1 × 5 = 5 marks)

(d) In the following cases, one of the four given answers is correct. You are
required to indicate the correct answer (= 1 mark) and give brief workings

(= 1 mark):

(i) T Ltd. uses pre-determined overhead rate of ̀  15 per labour hour. The
actual labour hours are 5750 and the actual overhead cost is ̀  85,000.

There is

(a) ` 1,250 over absorption (c) ` 1,000 over absorption

(b) ` 1,250 under absorption (d) ` 1,000 under absorption
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(ii) A chemical process has a normal yield of 90%. In a period, 5000 kgs.
of material were introduced and there was an abnormal loss of 150
kgs. The quantity of good production is

(a) 4850 kgs (c) 4500 kgs

(b) 4650 kgs (d) 4350 kgs

(iii) If break-even sales is 60% of current sales and profit is ̀  60,000, then
the amount of contribution will be

(a) ` 1,00,000 (c) ` 1,50,000

(b) ` 36,000 (d) ` 1,86,000

(v) A production process has the capacity to produce either 4,000 units of
A or 3,500 units of B or 5,000 units of C. Only one product can be
made in a production period. The contributions per unit of A, B and C
are ` 10, 11 and 8 respectively. The opportunity cost of A would be

(a) ` 44,000 (c) ` 50,000

(b) ` 38,500 (d) ` 40,000 (2 × 4 = 8 marks)

Answer:

(a)

Column I Column II 

(i) (B)

(ii) (D)

(iii) (A)

(iv) (E)

(v) (C)

(b) (i) False

(ii) False 

(iii) False

(v) False

(c) (i) Profit

(ii) Reorder

(iii) Tonne-kilometer

(iv) Job Costing

(v) Adverse 
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(d) (i) (a) Over Absorption =  Absorbed OH - Actual OH

   =  (15 × 5750) - 85000 = `1250 

(ii) (d) Total loss = Normal Loss + Abnormal Loss 

= 10% of 5,000 (input) + = 150 kgs.= 650 kgs. 

Good Production = 5000 – 650 = 4350 kgs. 

(iii) (c) Break Even Point = 60% 

Hence, Margin of Safety = 100 – 60 = 40% 

Profit = 60,000 = Contribution on MOS. 

Hence, Total Contribution = 60,000 ÷ 40% =` 1,50,000 

(v) (d)  Opportunity Cost = Cost of next best alternative. 

Contribution B: 3500 ×11 = ` 38,500 

Contribution C: 5000 × 8 = `  40,000 

Opportunity Cost: `  40,000 
 Space to write important points for revision 

2016 - June [1] {C} (II) State whether the following are true or false: (Legibly

write only the question Roman numeral and whether true or false).

(vi) When under absorption of overheads is corrected by applying

supplementary rates, there is no impact in the current period profits

due to under absorption as it is corrected and all overheads are

charged in the current period.

(vii) Marginal cost per unit remains constant irrespective of the number of

units produced within the normal output level. 

(x) M Ltd. provides free service for its cars for the first year of purchase.

The cost of this service for M Ltd. is treated as selling and distribution

overhead. (1 mark each)

Answer:

(vi) False. (By using supplementary rates, some portion of the under

absorption gets loaded onto the finished goods and WIP inventory -c/f

to the next year.)
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(vii) True. (Marginal cost increases with output, but is constant per unit of

output.)

(x) True. (This is part of after sales service.)

 Space to write important points for revision 

2016 - June [1] {C} (III) Fill in the blanks (Legibly write only the question

Roman numeral and the content filling the blank):

(xi) In a certain factory, normal capacity was 50,000 units. Actual capacity

utilization was 52,000 units. Fixed production overheads should be

absorbed based on ________ capacity.

(xii) X factory outsources the manufacture of a major component to a

contractor. The transportation of the component of X factory’s

premises is borne by X. This transportation cost will be treated as

_______ cost (give the element of cost).

(xiii) In the _______ method of pricing material issues, where the price are

fallings, profits will rise. (1 mark each)

Answer:

(xi) Actual capacity. (whichever is higher should be the base)

(xii) Material cost. (the component is a material element; landed cost of the

material as per CAS for material cost)

(xiii) LIFO. (last prices will be lower; issues priced at lower cost will result

in lower consumption value and hence, increased profits)

 Space to write important points for revision 

2016 - June [1] {C} (IV) Match the following (You may opt to write the

Roman numeral and the matched alphabet instead of copying contents into

the answer books):

(xvi) Normal Waste (a) Credit facility is up to 80% of bill

value

(xvii) Salaries of directors (b) Credit facility is higher than 80%

of bill value
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(xviii) Cost of new spare net of cost

of reconditioning old spare

(c) Absorbed in cost of production

(xix) Factoring (d) CAS-11

(xx) Forfeiting (e) CAS-12

(1 × 5 = 5 marks)

Answer:

(xvi) Normal Waste (c) Absorbed in cost of production

(xvii) Salaries of directors (d) CAS-11

(xviii) Cost of new spare net of cost

of reconditioning old spare

(e) CAS-12

(xix) Factoring (a) Credit facility is up to 80% of bill

value

(xx) Forfaiting (b) Credit facility is higher than

80% of bill value

 Space to write important points for revision 

2016 - Dec [1] {C} (II) State whether the following are True or False (Write

only the question Roman Numeral and whether True or False):

(vi) While working out the EOQ, carrying cost has the element of interest

cost.  Hence it can be stated that interest cost is treated as part of

material cost under CAS-6.

(vii) Normal bad debt is considered as a selling overhead and included in

the cost.

(viii) Carriage and Cartage expenses (inward freight) of fuel for a furnace

in a factory is treated as direct material cost. (1 × 3 = 3 marks)

Answer:

(vi) False

(vii) True

(viii) False.

 Space to write important points for revision 
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2016 - Dec [1] {C} (III) Fill in the blanks (Write only the Roman Numeral and

the content filling the blank):

(xi) Variable overheads are absorbed by products based on

__________level of capacity utilization.

(xii) In a textile factory, yarn is starched before it is made into textile. The

cost of starch is _____ (give the element of cost).

(xiii) The actual capacity of a manufacturing unit based on temporary sales

expectancy is 10,000 units due to lack of orders. The practical capacity

is 11,500 units. Then, 1500 units is ______capacity.

(1 × 3 = 3 marks)

Answer:

(xi) Actual

(xii) Direct Material

(xiii) Idle.

 Space to write important points for revision 

2016 - Dec [1] {C} (IV) Match the following (You may opt to write the Roman

Numbers and the corresponding matched alphabet instead of copying

contents into the answer books):

(xvi) Cash inventory (a) Baumol Model

(xvii) Halsey Plan (b) Dividend Discount Model

(xviii) John Burr Williams (c) Waste Reduction Incentive 

(xix) Group Bonus Plan (d) Based on 33 % of time saved

(xx) Rowan Plan (e) Indirect Labour Cost

(f) Based on time saved

(g) Based on proportion of time saved to

time allowed

(1×5 = 5 marks)
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Answer:

xvi a

xvii f

xviii b

xix c

xx g

 Space to write important points for revision 

2017 - June [1] Answer the following questions:

(a) Choose the correct answer from the given alternatives (You may write

only the Roman numeral and the alphabet chosen for your answer):

(i) In process, conversion cost means

(a) Cost of direct materials, direct labour, direct expenses

(b) Direct labour, direct expenses, indirect material, indirect labour,

indirect expenses

(c) Prime cost plus factory overheads

(d) All costs up to the product reaching the consumer, less direct

material costs

(ii) At the economic ordering quantity level, the following is true:

(a) The ordering cost is minimum

(b) The carrying cost is minimum

(c) The ordering cost is equal to the carrying cost

(d) The purchase price is minimum

(iii) When a direct worker is paid on a monthly fixed salary basis, the

following is true:

(a) There is no idle time lost.

(b) There is no idle time cost.

(c) Idle time cost is separated and treated as overhead.

(d) The salary is fully treated as factory overhead cost.
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(iv) The following is an example of direct expenses as per CAS-10:

(a) Special raw material which is a substantial part of the prime

cost.

(b) Travelling expenses to site.

(c) Overtime charges paid to direct worker to complete work before

time.

(d) Catalogue of prices of finished products.

(v) The following is not treated as a manufacturing overhead:

(a) Lubricants

(b) Cotton waste

(c) Apportioned administration overheads

(d) Night shift allowance paid to a factory worker due to general

work pressure.

(vi) When you attempt a reconciliation of profits as per Financial

Accounts and Cost Accounts, the following is done:

(a) Add the under absorption of overheads in Cost Accounts if you

start from the profits as per Financial Accounts.

(b) Add the under absorption of overheads in Cost Accounts if you

start from the profits as per Cost Accounts.

(c) Add the over absorption of overheads in Cost Accounts if you

start from the profits as per Financial Accounts.

(d) Add the over absorption of overheads in Cost Accounts if you

start from the profits as per Cost Accounts.

(vii) Batch Costing is applied effectively in the following situation:

(a) paper manufacturing

(b) drug manufacturing

(c) designer clothes manufacturing

(d) oil refining

(viii) In the context of Contract A/c, work completed and not yet certified

will be shown

(a) at cost plus + 2/3rd of the notional profit under ‘Completed

Work’.
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(b) at cost plus notional profit less retention money under

‘Completed Work’.

(c) at cost under ‘Completed Work’.

(d) at cost under WIP A/c.

(ix) A certain process needed standard labour of 24 skilled labour hours

and 30 unskilled labour hours at ` 60 and 40 respectively as the

standard labour rates. Actually, 20 and 25 labour hours were used

at ` 50 and 50 respectively. Then, the labour mix variance will be

(a) Adverse

(b) Favourable

(c) Zero

(d) Favourable for skilled and unfavourable for unskilled

(x) If an organization has all the resources it needs for production, then

the principal budget factor is most likely to be

(a) non-existing

(b) sales demand

(c) raw materials

(d) labour supply (1 × 10 = 10 marks)

(b) Match the following (You may opt write only the Roman numeral and the

matched alphabet instead of copying contents into the answer books):

Column I Column II

xi High inventory turnover ratio A Works Overhead

xii Job evaluation B Opportunity Cost

xiii Salary of product designers C Co-product

xiv By product value D Sales and Production Budget

xv Master Budget E Administrative Overhead

F P & L Budget

G Rationality in wage structure

H Efficient use of stock
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I Purchase cost /average

inventory

J Evaluation of employee

performance

(1 x 5 = 5 marks)

(c) State whether the following are ‘True’ or ‘False’ (You may write only the
Roman numeral and whether ‘True’ or False’ without copying the statements
into the answer books):

(xvi) Uniform Costing is a unique method of costing to determine costs
accurately.

(xvii) When overtime wages are incurred due to the general policy of the
company arising due to lack of capacity,  normal wages are treated
as direct labour cost and the premium on overtime wages is treated
as factory overheads.

(xviii) In marginal and absorption costing, variable factory overhead is
treated as direct cost.

(xix) Operation Costing and Operating Costing are interchangeably used
for the same technique of costing.

(xx) Standard Costs are costs that are estimated costs that are likely in
the future production period. (1x5=5 marks)

(d) Fill in the blanks (You may write only the Roman numeral and the content
filling the blank):

(xxi) Profit volume ratio_________with increase in fixed cost (indicate the
nature of change).

(xxii) In the graph showing the angle of incidence, when the quantity is
zero, the total cost line cuts the costs axis (y axis) at ______.
(indicate the value)

(xxiii) A process account is credited with value for_________loss when
scrap value is zero (indicate the type of loss).

(xxvi) When special material is purchased for direct use in a
job,____account is debited the Integral Accounts System.

(xxv) VED analysis is primarily used for control of _______(indicate type

of material). (1 x 5 = 5 marks)
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Answer:

(a) (i) (b) Direct labour, direct expenses, indirect material, indirect labour,

indirect expenses.

(ii) (c) The ordering cost is equal to the carrying cost.

(iii) (b) There is no idle time cost.

(iv) (b) Travelling expenses to site.

(v) (d) Night shift allowance paid to a factory worker due to general

work pressure.

(vi) (a) Add the under absorption of overheads in Cost Accounts if you

start from the profits as per Financial Accounts.

(vii) (b) Drug manufacturing.

(viii) (d) At cost under WIP a/c.

(ix) (c) Zero.

(x) (b) Sales demand.

(b) (xi) (h) Efficient use of stock.

(xii) (g) Rationality in wage structure.

(xiii) (a) Works Overhead.

(xiv) (b) Opportunity Cost.

(xv)  (f) P & L Budget.

(c) (xvi) False.

(xvii) False.

(xviii) False.

(xix) False.

(xx) False.

(d) (xxi) is constant 

(xxii) Fixed Cost value 

(xxiii) abnormal 

(xxiv) WIP Control A/c 

(xxv) Components or spare parts

 Space to write important points for revision 
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2017 - Dec [1] {C} Answer the following questions:

(a) Choose the correct answer from the given alternatives (You may write

only the Roman numeral and the alphabet chosen for your answer):

(i) Cost of idle time arising due to non-availability of raw material is 

(a) recovered by inflating the raw material rate.

(b) recovered by inflating the wage rate.

(c) charged to factory overheads.

(d) charged to costing profit and loss account.

(ii) Selling and distribution overheads are absorbed on the basis of 

(a) rate per unit.

(b) percentage on works cost.

(c) percentage on selling price of each unit.

(d) Any of the above

(iii) What entry will be passed under integrated system for purchase of

stores on credit?

(a) Dr. Stores

Cr. Creditors

(b) Dr. Purchases

Cr. Creditors

(c) Dr. Stores Ledger Control A/c

Cr. Creditors

(d) Dr. Stores Ledger Control A/c

Cr. General Ledger Adjustment A/c

(iv) In a process 800 units are introduced during 2016-17. 5% of input

is normal loss. Closing work-in-progress 60% complete is 100 units.

660 completed units are transferred to next process. Equivalent

production for the period is 

(a) 760 units

(b) 744 units

(c) 540 units

(d) 720 units
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(v) ____ deals with the principles and methods of determining the

production or operation overheads.

(a) CAS - 3

(b) CAS - 5

(c) CAS - 9

(d) CAS - 16

(vi) There is a loss as per financial accounts ` 10,600, donations not

shown in cost accounts ` 6,000. What would be the profit or loss as

per cost accounts?

(a) Loss ` 16,600

(b) Profit ` 16,600

(c) Loss ` 4,600

(d) Profit ` 4,600

(vii) A hotel having 100 rooms of which 80% are normally occupied in

summer and 25% in winter. Period of summer and winter be taken

as 6 months each and normal days in a month be assumed to be

30. The total occupied room days will be 

(a) 1525 Room days

(b) 18900 Room days

(c) 36000 Room days

(d) None of the above

(viii) A firm has fixed expenses ` 90,000, sales ` 3,00,000 and profit

` 60,000. The P/V ratio of the firm is

(a) 10%

(b) 20%

(c) 30%

(d) 50%

(ix) Marginal costing technique follows the following basis of

classification:

(a) Element - wise

(b) Function- wise
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(c) Behaviour - wise

(d) Identifiability - wise

(x) Which of the following is not a potential benefits of using a budget?

(a) More motivated managers

(b) Enhanced co-ordination of firm activities 

(c) Improved inter-departmental communication

(d) More accurate external financial statements

(1× 10 = 10 marks)

(b) Match the statement in Column I with the most appropriate

statement in Column II: (You may opt to write only the Roman

numeral and the matched the alphabet instead of copying contents

into the answer Books)

Column I Column II

(i) Component of Cost Sheet (A) High initial costs

(ii) Objective of Cost Accounting (B) Classification of cost

(iii) CAS 1 (C) In terms of completed units

(iv) Equivalent Production (D) Reference to the job

(v) De-merit of a centralized

purchase organization

(E) To determine the value of

closing inventory

(1 × 5 = 5 marks)

(c) State whether the following statements are ‘True’ or ‘False’: (You

may write only the Roman numeral and whether True or False without

copying the statements into the answer Books)

(i) By-products may undergo further processing before sale.

(ii) Materials which can be identified with the given product unit of cost

Center is called as indirect materials.

(iii) Increasing Labour Turnover increases the productivity of labour

resulting in low costs.
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(iv) In case of materials that suffers loss in weight due to evaporation

etc. the issue price of the materials is inflated to cover up the losses.

(v) Penalties and fines are included in cost accounts to determine the

cost of production. (1×5 = 5 marks)

(d) Fill in the blanks suitably: (You may write only the Roman numeral and

content filling the blanks)

(i) In standard costs, ______ norm is applied as a scale of reference for

assessing actual cost to serve as a basis of cost control.

(ii) Material Transfer Note is a _____ for transferring the materials from

one job to other job.

(iii) One of the disadvantages of overtime working is incurring ______

labour cost.

(iv) CAS-2 deals with Cost Accounting Standard on ______

determination.

(v) Where the cost and financial accounts are maintained independently

of each other, it is indispensable to ______ them, as there are

differences in the profits of two sets of books. (1 × 5 = 5 marks)

Answer:

(a) (i) (D)

(ii) (D)

(iii) (C)

(iv) (D)

(v) (A)

(vi) (C)

(vii) (B)

(viii) (D)

(ix) (C)

(x) (D)
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Answer:

(b)

Column I Column II

(i) Component of Cost Sheet (D) Reference to the job

(ii) Objective of Cost Accounting (E) To determine the value of

closing inventory

(iii) CAS1 (B) Classification of cost

(iv) Equivalent Production (C) In terms of completed units

(v) De-merit of a centralized

purchase organization

(A) High initial costs

Answer:

(c) (i) True

(ii) False

(iii) False

(iv) True

(v) False.

Answer:

(d) (i) predetermined

(ii) document

(iii) excess (or additional or more or higher)

(iv) capacity

(v) reconcile.

 Space to write important points for revision 

2018 - June [1] {C} Answer the following questions:

(a) Choose the correct answer from the given alternatives (you may write

only the Roman numeral and the alphabet chosen for your answer):

(i) Batch costing is suitable for

(a) Oil Industry

(b) Sugar Industry
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(c) Chemical Industry

(d) Pharmaceutical Industry

(ii) Idle time is

(a) Time spent by workers in office

(b) Time spent by workers in factory

(c) Time spent by workers off their work

(d) Time spent by workers on their job

(iii) Warehouse expense is an example of

(a) Production overhead

(b) Administration overhead

(c) Selling overhead

(d) Distribution overhead

(iv) Standard deals with the principles and methods of determining

depreciation and amortization cost is

(a) CAS - 8

(b) CAS - 11

(c) CAS - 16

(d) CAS - 20

(v) In Reconciliation Statement expenses shown only in cost accounts

are

(a) Added to financial profit

(b) Deducted from financial profit

(c) Ignored

(d) Deducted from costing profit

(vi) In a job cost system, costs are accumulated

(a) On a monthly basis

(b) By specific job

(c) By department or process

(d) By kind of material used
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(vii) In a process 6,000 units are introduced during a period. 5% of input
is normal loss. Closing work- in-process 60% complete is 800 units.
4,900 completed units are transferred to next process. Equivalent
production for the period is
(a) 6,800 units
(b) 5,700 units
(c) 5,680 units
(d) 5,380 units

(viii) Which of the following best describes a fixed cost?
(a) It may change in total where such change is unrelated to

changes in production.
(b) It may change in total where such change is related to changes

in production.
(c) It is constant per unit of change in production.
(d) It may change in total where such change depends on

production within the relevant range.

(ix) Z Ltd. is planning to sell 1,00,000 units of product A for ` 12.00 per
unit. The fixed costs are ` 2,80,000. In order to realize a profit of
` 2,00,000, what would the variable costs be?

(a) ` 4,80,000 (b) ` 7,20,000

(c) ` 9,00,000 (d) ` 9,20,000
(x) Sales budget is an example of

(a) Expenditure budget (b) Functional budget
(c) Capital budget (d) Master budget

(1 × 10 = 10 marks)

(b) Match the statement in Column I with the most appropriate

statement in Column II:

(You may opt to write only the Roman numeral and the matched

alphabet instead of copying contents into the answer Books)

Column I Column II

(i) Imputed costs A Cost control technique

(ii) FSN analysis B Treated as part of factory expenses

(iii) Captive power plant expenses C Costing profit and loss account
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(iv) Abnormal loss is transferred to D Process of classifying material

(v) Variance analysis E Direct allocation

F Not involving cash outlay

G Management by exception

H Decision package

(1 × 5 = 5 marks)

(c) State whether the following statements are ‘True’ or ‘False’ : (You

may write only the Roman numeral and whether ‘True’ or ‘False’ without

copying the statements into the answer books):

(i) Factory overhead cost applied to a job is usually based on a pre-

determined rate.

(ii) CAS-19 deals with the principles and methods of determining the

manufacturing cost of excisable goods.

(iii) Cost ledger control account makes the cost ledger self-balancing.

(iv) FIFO method is followed for evaluation of equivalent production

when prices are fluctuating.

(v) Standard costs and budgeted costs are inter-related and inter

dependent. (1 × 5 = 5 marks)

(d) Fill in the blanks :

(You may write only the Roman numeral and the content filling the

blanks)

(i) _____________ is the process of regulating the action so as to

keep the element of cost within the set parameters.

(ii) In absorption costing ____________ is added to inventory.

(iii) CAS ____________ stands for cost of service cost Center.

(iv) At __________ contribution available is equal to total fixed cost.

(v) The document which describes the budgeting organisation,

budgeting procedure etc. is known as ___________.

(1 × 5 = 5 marks)
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Answer:

(a) (i) (d)

(ii) (c)

(iii) (d)

(iv) (c)

(v) (b)

(vi) (b)

(vii) (d)

(viii) (a)

(ix) (b)

(x) (b)

(b)

Column I Column II

(i) Imputed costs F Not Involving cash outlay

(ii) FSN analysis D Process of classifying material

(iii) Captive power plant expenses B Treated as part of factory expenses

(iv) Abnormal loss is transferred to C Costing profit and loss account

(v) Variance analysis G Management by exception

(c) (i) True

(ii) False

(iii) True

(iv) False

(v) False

(d) (i) Cost Control

(ii) Fixed Cost

(iii) CAS - 13

(iv) Break even point

(v) Budget Manual

 Space to write important points for revision 
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2018 - Dec [1] {C} Answer the following questions:

(a) Choose the correct answer from the given alternatives (You may write

only the Roman numeral and the alphabet chosen for your answer):

(i) Joint Cost is suitable for

(a) Oil Industry

(b) Fertilizer Industry

(c) Ornament Industry

(d) Infrastructure Industry

(ii) Cost of idle time arising due to non-availability of raw materials is 

(a) recovered by inflating the raw materials cost

(b) recovered by inflating the wage rate.

(c) charged to factory overheads. 

(d) charged to costing profit and loss account.

(iii) Charging to a cost center those overheads that result solely for the

existence of that cost center is known as

(a) Allotment

(b) Allocation

(c) Absorption

(d) Apportionment

(iv) Standard deals with the cost of service cost center is 

(a) CAS – 9

(b) CAS – 13

(c) CAS – 16

(d) CAS – 22

(v) In Reconciliation Statement income shown only in financial accounts

is 

(a) added to financial profit.

(b) deducted from financial profit.

(c) ignored.

(d) deducted from costing profit.
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(vi) The most suitable cost system where the products differ in type of
material and work performed is

(a) Process Costing 

(b) Batch Costing

(c) Job Costing

(d) Operating Costing

(vii) In a process 10000 units are introduced during a period. 10% of input
is normal loss. Closing work-in-process 70% complete is 1500 units.
7500 completed units are transferred to next process. Equivalent
production for the period is

(a) 9550 units

(b) 9000 units

(c) 8550 units

(d) 8500 units

(viii) The sales and profit of a firm for the year 2016 are ` 1,50,000 and
` 20,000 and for the year 2017 are ` 1,70,000 and ` 25,000
respectively. The P/V Ratio of the firm is

(a) 15%

(b) 20%

(c) 25%

(d) 30%

(ix) Standard quantity of material for one unit output is 10 kg @ ` 8 per

kg. Actual output during a given period is 600 units. The standard

quantity of material for actual output is 

(a) 1200 kg

(b) 6000 kg 

(c) 4800 kg

(d) 48000 kg.

(x) Which of the following is a long-term Budget?

(a) Master Budget

(b) Production Budget

(c) Flexible Budget

(d) Capital Budget (1 × 10 = 10 marks)
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2018 - Dec [1] (b) Match the statement in Column I with the most

appropriate statement in Column II

Column I Column II

(i) Cash discount allowed (A) Joint Cost

(ii) Escalation Clause (B) Imputed Cost

(iii) CAS – 19 (C) Direct Expenses

(iv) Notional Cost (D) Not shown is cost sheet but

debited to profit and loss

account

(v) Zero base budgeting (E) Sunk Cost 

(F) Contract Costing

(G) Decision Package

(H) Variable Cost 

(1 × 5 = 5 marks)

2018 - Dec [1] (c) State whether the following statements are ‘True’ or

‘False’

(i) Multiple costing is suitable for banking industry.

(ii) Slow moving materials have a high turnover ratio.

(iii) Cost ledger control account makes the cost ledger self-balancing.

(iv) There is inverse relationship between batch size and carrying costs.

(v) Marginal costing follows the identifiability wise classification of costs. 

(1 × 5 = 5 marks) 

2018 - Dec [1] (d) Fill in the blanks.

(i) _________ is discount allowed to the bulk purchaser. 

(ii) CAS _____ stands for cost of utilities.

(iii) Under integrated accounting system, the accounting entry for payment

of wages is to debit ________ and to credit cash account.
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(iv) If the actual loss in a process is less than the normal loss, the

difference is known as ________.

(v) The principal budget factor for consumer goods manufacturer is

normally ________. (1 × 5 = 5 marks)

Table Showing Marks of Compulsory Questions

Year 14

J

14

D

15

J

15

D

16

J

16

D

17

J

17

D

18

J

18

D

Objective 11 11 25 25 25 25

Total 11 11 25 25 25 25
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CMA Inter Gr. I

Cost Accounting

Section – A

Section A contains Question Number 1.All parts of this question are

compulsory.

1. Answer the following questions:

(a) Choose the correct answer from the given alternatives (you may

write only the Roman numeral and the alphabet chosen for your

answer):

(i) Batch costing is suitable for

(a) Oil Industry

(b) Sugar Industry

(c) Chemical Industry

(d) Pharmaceutical Industry

(ii) Idle time is

(a) Time spent by workers in office

(b) Time spent by workers in factory

(c) Time spent by workers off their work

(d) Time spent by workers on their job

(iii) Warehouse expense is an example of

(a) Production overhead

(b) Administration overhead

(c) Selling overhead

(d) Distribution overhead

(iv) Standard deals with the principles and methods of determining

depreciation and amortization cost is

(a) CAS - 8

(b) CAS - 11

(c) CAS - 16

(d) CAS - 20

8.620
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(v) In Reconciliation Statement expenses shown only in cost

accounts are

(a) Added to financial profit

(b) Deducted from financial profit

(c) Ignored

(d) Deducted from costing profit

(vi) In a job cost system, costs are accumulated

(a) On a monthly basis

(b) By specific job

(c) By department or process

(d) By kind of material used

(vii) In a process 6,000 units are introduced during a period. 5% of

input is normal loss. Closing work- in-process 60% complete is

800 units. 4,900 completed units are transferred to next process.

Equivalent production for the period is:

(a) 6,800 units

(b) 5,700 units

(c) 5,680 units

(d) 5,380 units

(viii) Which of the following best describes a fixed cost?

(a) It may change in total where such change is unrelated to

changes in production.

(b) It may change in total where such change is related to

changes in production.

(c) It is constant per unit of change in production.

(d) It may change in total where such change depends on

production within the relevant range.
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(ix) Z Ltd. is planning to sell 1,00,000 units of product A for ` 12.00

per unit. The fixed costs are ` 2,80,000. In order to realize a

profit of ` 2,00,000, what would the variable costs be?

(a) ` 4,80,000

(b) ` 7,20,000

(c) ` 9,00,000

(d) ` 9,20,000

(x) Sales budget is an example of

(a) Expenditure budget

(b) Functional budget

(c) Capital budget

(d) Master budget (1 × 10 = 10 marks)

(b) Match the statement in Column I with the most appropriate

statement in Column II:

(You may opt to write only the Roman numeral and the matched

alphabet instead of copying contents into the answer Books)

Column I Column II

(i) Imputed costs A Cost control technique

(ii) FSN analysis B Treated as part of factory expenses

(iii) Captive power plant expenses C Costing profit and loss account

(iv) Abnormal loss is transferred to D Process of classifying material

(v) Variance analysis E Direct allocation

F Not involving cash outlay

G Management by exception

H Decision package

(1 × 5 = 5 marks)
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(c) State whether the following statements are ‘True’ or ‘False’ :

(You may write only the Roman numeral and whether ‘True’ or

‘False’ without copying the statements into the answer books):

(i) Factory overhead cost applied to a job is usually based on a pre-

determined rate.

(ii) CAS-19 deals with the principles and methods of determining

the manufacturing cost of excisable goods.

(iii) Cost ledger control account makes the cost ledger self-

balancing.

(iv) FIFO method is followed for evaluation of equivalent production

when prices are fluctuating.

(v) Standard costs and budgeted costs are inter-related and inter

dependent. (1 × 5 = 5 marks)

(d) Fill in the blanks :

(You may write only the Roman numeral and the content filling the

blanks)

(i) _____________ is the process of regulating the action so as to

keep the element of cost within the set parameters.

(ii) In absorption costing ____________ is added to inventory.

(iii) CAS ____________ stands for cost of service cost Center.

(iv) At __________ contribution available is equal to total fixed cost.

(v) The document which describes the budgeting organisation,

budgeting procedure etc. is known as ___________.

(1 × 5 = 5 marks)
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Section - B

Answer any five questions from question numbers 2 to 8.

Each question carries 15 marks.

2. (a) The existing Incentive system of SHRISTI LTD. is as under:

Normal working week : 5 days of 8 hours each plus 3 late 

shifts of 3 hours each

 Rate of Payment : Day work :` 160 per hour

Late shift : ` 225 per hour

Average output per operator

for 49-hours week i.e. including

3 late shifts : 120 articles

In order to increase output and eliminate overtime, it was decided to

switch on to a system of payment by results. The following information

is obtained:

Time-rate (as usual) : ` 160 per hour

Basic time allowed for 15 articles : 5 hours

Piece-work rate : Add 20% to basic piece-rate

Premium Bonus : Add 50% to time.

Required:

Prepare a Statement showing hours worked, weekly earnings, number

of articles produced and labour cost per article for one operator under

the following systems:

(i) Existing time-rate

(ii) Straight piece-work

(iii) Rowan system

(iv) Halsey premium system



Question Paper O 8.625

Assume that 135 articles are produced in a 40-hour week under straight

piece work, Rowan Premium System, the Halsey Premium System

above and worker earns half the time saved under Halsey Premium

System. (9 marks)

(b) The following figures are taken from the accounts of BALEN LTD. a

manufacturing concern for the month of October, 2017:

Indirect Materials : Production Departments : X ` 19,000: Y

` 24,000; Z ` 4,000; 

Service Departments : Maintenance ` 30,000;

Stores ` 8,000.

Indirect Wages : Production Departments : X ` 18,000; Y

` 22,000; Z ` 6,000; 

Service Departments : Maintenance ` 20,000;

Stores ` 13,000.

Other Expenses : Power and Light : ` 1,20,000; Rent and Rates

` 56,000; Insurance of Assets ` 20,000; Meal

Charges ` 60,000; Depreciation @6% p.a. on

capital value of assets.

Departmental Data

Items

Production Departments Service Department

X Y Z Maintenance Stores

Area (Sq.Ft.) 4,000 4,000 3,000 2,000 1,000

Capital Value of Assets (`) 20,00,000 24,00,000 16,00,000 12,00,000 8,00,000

Kilowatt Hours 2,000 2,200 800 750 250

Number of Employees 180 240 60 80 40
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Service rendered by Maintenance Department to Production

Departments:

X 50%; Y 30%; Z 20%;

Service rendered by Stores Department to Production Departments:

X 40%; Y 40%; Z 20%;

From the above data, prepare a Departmental Distribution Summary

showing apportion of costs of Service Departments to the Production

Departments and the Total Overheads of the Production

Departments. (6 marks)

3. (a) What are the Direct Expenses as defined in CAS-10 (Limited

Revision 2017)? Also discuss the general principles of its

measurement as per CAS-10 (any five only) (6 marks)

(b) The net profit of X Ltd., appeared at ` 41,800 as per financial

records for the year ending 31st March, 2018. A scrutnity of the

figures from both the sets of accounts revealed the following facts:

` 

Works overhead under-recovered in costs 1,500

Administrative overheads over-recovered in costs 850

Depreciation charged in financial accounts 5,600

Depreciation recovered in costs 6,250

Interest on investments not included in costs 3,000

Loss due to obsolescence charged in financial accounts 2,850

Income tax reserve made in financial accounts 20,150
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Bank interest and transfer fee credited in financial books 370

Stores adjustment (credit) in financial books 230

Value of opening stock in : Cost accounts 24,800

: Financial accounts 26,300

Value of closing stock in : Cost accounts 25,000

: Financial accounts 23,000

Interest charged in cost accounts 2,000

Imputed rent charged in cost accounts 1,000

Goodwill written off 5,000

Loss on sale of furniture 600

Selling and distribution expenses not charged in cost

accounts

10,000

Donations to Prime Minister’s Relief Fund 5,100

Transfer to Debenture Redemption Fund 9,000

Transfer to Dividend Equalisation Fund 20,500

Required:

Prepare a statement showing the reconciliation statement and findout

the profit as per cost Accounts. (9 marks)

4. (a) The following data are available from the books and records of

VEEMYES Ltd. for the month of November 2017.

Direct Labour cost : ` 20,000 (125% of factory overheads)
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Inventory accounts show the following figures:

November 1 November 30

` `

Raw materials 10,000 20,000

Work in progress 8,000 4,000

Finished goods 10,000 5,000

Selling expenses 15,000

Office expenses 10,000

Sales 1,25,000

The company maintains a profit of 25% on

cost.

You are required to prepare a cost sheet for the month of

November 2017 with all elements. (8 marks)

(b) CBA Ltd., manufactures certain grades of products known as M, B1

and B2. In course of manufacture of product M (main product), by-

products-B1 and B2 emerge. The joint expenses of manufacture

amount to ` 2,37,600.

All the three products are processed further after separation and

sold as per details given below:

Product-M (By products)

Product B1 Product B2

Sales (`) 2,00,000 1,20,000 80,000
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Cos t  i nc u r r ed  a f t e r

separation (`) 20,000 15,000 10,000

Profit as percentage on sales 25 20 15

Total fixed selling expenses are 10% of total cost of sales which are

apportioned to the three products in the ratio of 20:40;40.

Required:

(i) Prepare a statement showing the apportionment of joint costs to

the products (M, B1 and B2)

(ii) If the product B1 (by product) is not subject to further processing

and is sold at the point of separation, for which there is a market

at ` 1,00,440 without incurring any selling expenses, would you

advise its disposal at this stage? Show the workings. (7 marks)

5. (a) JANATA TRANSPORT LTD. a Transport Company is running 4

buses between two towns which are 50 kms. away. Seating capacity

of each bus is 40 passengers. The following information is obtained

from its books for November, 2017:

Particulars ` 

Wages of drivers, conductors and cleaners 24,000

Salaries of office and supervisory staff 10,000

Diesel, oil and other lubricants 40,000

Repairs and maintenance 8,000

Taxes, insurance etc. 16,000

Depreciation of buses 26,000

Interest and other charges 20,000
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Actual passengers carried were 75% of the seating capacity. All the

4 buses ran on all the days of the month. Each bus made one to and

fro round trip per day.

Prepare the Operating Cost Statement and determine the cost per

passenger km. for each bus. (8 marks)

(b) A contractor, who prepare his accounts on 31st March each year,

commenced a Contract No. 220 on 1st July, 2016. The following

information is revealed from his costing records on 31st March, 2017:

Particulars (`) 

Materials sent to site 2,51,000

Labour 5,65,600

Foreman’s salary 81,300

A machine costing ` 2,60,000 remained in use on site for 146 days.

Its working life is estimated at 7 years and final scrap value at

` 15,000. A supervisor is paid ` 8,000 per month and has devoted

one half of his time on the contract. All other expenses amount to

` 1,36,500. Materials at site on 31st March, 2017 cost ` 35,400. The

contract price is ` 20,00,000. On 31st March, 2017 two-third of the

contract was completed, however, the architect gave certificate only

for 50% of the contract price and ̀  7,50,000 had so far been paid on

account.

Prepare Contract Account and state how much profit or loss should

be included on 31st March, 2017 in financial accounts.

(7 marks)
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6. (a) ANKIT LTD. a manufacturing Company which produces three

Products furnishes the following information for the year 2016-17:

Particulars Products

A B C

Selling Price (per unit) ` 200 ` 150 ` 100

Profit Volume Ratio 10% 20% 40%

Raw Material content as a % Variable

Cost 50% 50% 50%

Maximum Sales Potential (units) 40,000 25,000 10,000

Fixed costs are estimated at ` 12 lakhs. The firm uses same raw

material in all the three products. Raw material is in ‘Short Supply’.

The firm has a quota for the supply of raw materials of the value of

` 36 lakhs for the year 2016-17 for the production of three products

to meet sales demand.

Required:

Determine the optimal product mix and ascertain the maximum profit

therefrom. (8 marks)

(b) The following figures are obtained from the records of P. Ltd.:

2015-16 (`)  2016-17 (`)

Sales 80,000 1,00,000

Net Profit 10,000 16,000
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Required:

Calculate the following:

(i) Profit Volume Ratio

(ii) Break Even Point

(iii) Profit or loss at sales of ` 40,000

(iv) Sales required to earn a profit of ` 22,000

(v) Margin of Safety if sales in ` 55,000 (7 marks)

7. (a) The standard cost card of A & Co. shows the following costs:

Material cost – 2 kg @ ` 2.50 each ` 5.00 per unit

Wages – 2 hours @ 50 paise each ` 1.00 per unit

The actual data from business operations are as follows:

Production 8,000 units

Actual total cost of production:

Material cost – 16,500 kg @ ` 2.40 each ` 39,600

Wages – 18,000 hours @ 40 paise each ` 7,200

Calculate the following variances:

(i) Material Cost Variance (MCV);

(ii) Material Price Variance (MPV);

(iii) Material Usage Variance (MUV);

(iv) Labour Cost Variance (LCV);

(v) Labour Rate Variance (LRV);

(vi) Labour Efficiency Variance (LEV). (8 marks)
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(b) Summarised below are the revenue and expenditure figures of AB

Ltd. for the month of March to August, 2017:

Month Sales (`) Purchases (`) Wages (`) Expenses (`)

March 6,50,000 4,00,000 1,20,000 50,000

April 7,00,000 4,80,000 1,50,000 50,000

May 7,50,000 4,50,000 1,50,000 60,000

June 8,00,000 4,80,000 1,80,000 60,000

July 8,20,000 4,00,000 1,80,000 80,000

August 8,90,000 5,00,000 2,00,000 80,000

The following further information is available:

(i) 10% Purchases and sales are on cash basis.

(ii) Advance payment of income tax in August, 2017 ` 50,000.

(iii) Plant purchased and price to be paid in June, 2017 ` 1,00,000.

(iv) Time lag-

Credit sales 2 months

Credit purchases 1 month

Wages 1/2 month

Expenses 1/2 month

Required:

Prepare a Cash Budget for 3 months starting on 1st June, 2017 when

cash balance is ` 2,00,000. (7 marks)



8.634 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

8. Answer any three out of the following four questions:

(a) Differentiate between cost control and cost reduction.

(b) Cost accounting has emerged as a specialized discipline due to

various factors. List out these factors. (Any five)

(c) what is Economic Order Quantity (EOQ)? State the assumptions

underlying EOQ.

(d) What is Principal Budget Factor? Explain your answer with suitable

example. (5 × 3 = 15 marks)

December - 2018

CMA Inter Gr. I

Cost Accounting

Section – A

Section A contains Question Number 1.All parts of this question are

compulsory.

1. Answer the following questions:

(a) Choose the correct answer from the given alternatives (you may

write only the Roman numeral and the alphabet chosen for your

answer):

(i) Joint Cost is suitable for

(a) Oil Industry

(b) Fertilizer Industry

(c) Ornament Industry

(d) Infrastructure Industry
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(ii) Cost of idle time arising due to non-availability of raw materials

is 

(a) recovered by inflating the raw materials cost

(b) recovered by inflating the wage rate.

(c) charged to factory overheads. 

(d) charged to costing profit and loss account.

(iii) Charging to a cost center those overheads that result solely for

the existence of that cost center is known as

(a) Allotment

(b) Allocation

(c) Absorption

(d) Apportionment

(iv) Standard deals with the cost of service cost center is 

(a) CAS – 9

(b) CAS – 13

(c) CAS – 16

(d) CAS – 22

(v) In Reconciliation Statement income shown only in financial

accounts is 

(a) added to financial profit.

(b) deducted from financial profit.

(c) ignored.

(d) deducted from costing profit.

(vi) The most suitable cost system where the products differ in type

of material and work performed is

(a) Process Costing 

(b) Batch Costing
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(c) Job Costing

(d) Operating Costing

(vii) In a process 10000 units are introduced during a period. 10% of

input is normal loss. Closing work-in-process 70% complete is

1500 units. 7500 completed units are transferred to next

process. Equivalent production for the period is

(a) 9550 units

(b) 9000 units

(c) 8550 units

(d) 8500 units

(viii) The sales and profit of a firm for the year 2016 are ` 1,50,000

and ̀  20,000 and for the year 2017 are ̀  1,70,000 and ̀  25,000

respectively. The P/V Ratio of the firm is

(a) 15%

(b) 20%

(c) 25%

(d) 30%

(ix) Standard quantity of material for one unit output is 10 kg @ ` 8

per kg. Actual output during a given period is 600 units. The

standard quantity of material for actual output is 

(a) 1200 kg

(b) 6000 kg 

(c) 4800 kg

(d) 48000 kg.

(x) Which of the following is a long-term Budget?

(a) Master Budget

(b) Production Budget
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(c) Flexible Budget

(d) Capital Budget (1 × 10 = 10 marks)

(b) Match the statement in Column I with the most appropriate

statement in Column II

Column I Column II

(i) Cash discount allowed (A) Joint Cost

(ii) Escalation Clause (B) Imputed Cost

(iii) CAS – 19 (C) Direct Expenses

(iv) Notional Cost (D) Not shown is cost sheet but

debited to profit and loss

account

(v) Zero base budgeting (E) Sunk Cost 

(F) Contract Costing

(G) Decision Package

(H) Variable Cost 

(1 × 5 = 5 marks)

(c) State whether the following statements are ‘True’ or ‘False’

(i) Multiple costing is suitable for banking industry.

(ii) Slow moving materials have a high turnover ratio.

(iii) Cost ledger control account makes the cost ledger self-

balancing.

(iv) There is inverse relationship between batch size and carrying

costs.



8.638 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

(v) Marginal costing follows the identifiability wise classification of

costs. (1 × 5 = 5 marks) 

(d) Fill in the blanks.

(i) _________ is discount allowed to the bulk purchaser. 

(ii) CAS _____ stands for cost of utilities.

(iii) Under integrated accounting system, the accounting entry for

payment of wages is to debit ________ and to credit cash

account.

(iv) If the actual loss in a process is less than the normal loss, the

difference is known as ________.

(v) The principal budget factor for consumer goods manufacturer is

normally ________. (1 × 5 = 5 marks)

Section – B

Answer any five questions from numbers 2 to 8.

Each question carries 15 marks.

2. (a) ZEDYAAH TUBES LTD. manufactures a special product, which

requires ZEDY. The following particulars were collected for the year

2017-18:

(i) Monthly demand of Zedy : 7500 units

(ii) Cost of placing an order : ` 500

(iii) Re-order period : 5 to 8 weeks

(iv) Cost per unit : ` 60

(v) Carrying cost % p.a. : 10%

(vi) Normal usage : 500 units per week

(vii) Minimum usage : 250 units per week

(viii) Maximum usage : 750 units per week
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Required:

Calculate the following:

(i) Re-order quantity

(ii) Re-order level

(iii) Minimum stock level 

(iv) Maximum stock level

(v) Average stock level (7 marks)

(b) SONAX LTD. has three Production Departments and two Service

Departments. The overhead distribution sheet showed the following

totals:

`

Production Departments:

A 25,000

B 31,000

C 28,000

Service Departments:

S 8,000

T 13,900

Required:

Using the following bases of apportionment, distribute the cost of

service departments under Simultaneous Equation Method:

A B C S T

Department S 30% 20% 40% – 10%

Department T 40% 15% 25% 20% – 

(8 marks)
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3. (a) What are the various types of materials included in the Material Cost

as dealt with by CAS-6 relating to Cost Accounting Standard on

Material Cost?

State the objective and scope of the Standard. (6 marks)

(b) The following information is available from the financial books of

PQR Ltd. having a normal production capacity of 60000 units for the

year ended 31st March, 2018:

(i) Sales ` 10,00,000 (50000 units)

(ii) There was no opening and closing stock of finished units.

(iii) Direct material and direct wages costs were ` 5,00,000 and

` 2,50,000 respectively. 

(iv) Actual factory expenses were ̀  1,50,000 of which 60% are fixed

(v) Actual administrative expenses were ` 45,000 which are

completely fixed.

(vi) Actual selling and distribution expenses were ̀  30,000 of which

40% are fixed.

(vii) Interest and dividends received ` 15,000.

You are required to: 

(a) find out profit as per financial books for the year ended 31st

March, 2018.

(b) prepare the cost sheet and ascertain the profit as per cost

accounts for the year ended 31st March, 2018 assuming that the

indirect expenses are absorbed on the basis of normal

production capacity.

(c) prepare a statement reconciling profits shown by financial and

cost books. (9 marks)
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4. (a) Z Ltd., manufactured and sold 200 typewriters in the year 2017. Its

summarised Trading and Profit & Loss Account for the year 2017 is

as follows:

Total Output (in units) 200

Particulars ` Particulars `

To Cost of Material

consumed

1,20,000 By Sales 6,00,000

To Direct Wages 1,80,000

To Manufacturing Charges 75,000

To Gross Profit c/d 2,25,000

6,00,000 6,00,000

To Management Expenses 90,000 By Gross Profit

b/d 2,25,000

To General Expenses 30,000

To Rent, Rates & Taxes 15,000

To Selling Expenses 45,000

To Net Profit 45,000

2,25,000 2,25,000

For the year 2018, it is estimated that

(i) The output and sales will be 300 typewriters.

(ii) Price of material will rise by 25% compared to previous year

level.
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(iii) Wages per unit will rise by 10%.

(iv) Manufacturing charges will increase in proportion to the

combined cost of material and wages.

(v) Selling expenses per unit will remain unchanged.

(vi) Other expenses will remain unaffected by the rise in output.

Required:

Prepare a Cost Sheet showing the cost at which typewriters will be

manufactured in 2018 and give price at which it should by marketed

so as to show profit of 10% on selling price. (8 marks)

(b) The following details are extracted from the costing records of

EVINIE LTD., an oil mill for the year ended 31st March, 2018.

Purchased 2000 tons of copra for ` 1,00,000 and other expenses

were as under:

Crushing (`) Refining (`) Finishing (`)

Cost of Labour 10,000 6,000 4,000

Sundry Material 4,000 3,000 2,000

Electric Power 3,000 2,000 1,600

Steam 2,000 2,000 1,500

Repair of Machine 2,000 1,000 500

Cost of Casks – – 7,500

Factory Expenses were ` 10,000 to be apportioned on the basis of

wages. 1700 tons of crude oil was produced; 1540 tons of oil was refined

and finally 1500 tons of oil was finished for delivery. Realised ` 2,000

from sale of sacks; ` 5,000 by sale of 250 tons of copra residue and

` 5,100 by sale of 120 tons of by-products in refining process.

Prepare Process Accounts for the year ending on 31st March, 2018.

(7 marks)
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5. (a) GOLDEN TRANSPORT CO. has been given a route 20 km. long for

running buses. The company has a fleet of 10 buses each costing

` 60,000 and having a life of 5 years without any scrap value.

The following are estimated expenditure and other details:

(i) Insurance charges 3% p.a.

(ii) Annual tax for each bus ` 3,000

(iii) Total garage charges `  4,000 p.m.

(iv) Driver’s salary for each bus ` 10,000 p.m.

(v) Conductor’s salary for each bus ` 7,000 p.m.

(vi) Annual repairs to each bus ` 6,000

(vii) Commission to be shared by the driver and

conductor equally: 10% of the takings

(viii) Cost of stationary ` 1,500 p.m.

(ix) Manager’s salary ` 12,000 p.m.

(x) Accountant’s salary ` 9,000 p.m.

(xi) Petrol and oil ` 400 per 100 km.

Each bus will make 3 round trips carrying on an average 40

passengers on each trip. The bus will run on an average for 25 days

in a month.

Assuming 15% profit on takings, Calculate the bus fare to be

charged from each passenger. (8 marks)

(b) OMEGA LTD. undertook a contract for ` 5,00,000 on 1st January,

2017. The company furnishes the following details for the year

ended 31st December, 2017:
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` 

Materials consumed 1,65,000

Direct Expenses 5,000

Wages 30,000

Materials returned to stores 5,000

Materials stolen from site 10,000

Insurance claim admitted 6,000

Works expenses @ 20% on wages

Office expenses @ 10% on works cost

Materials in hand on 31.12.2017 15,000

Cash received to the extent of 90% of works

certified

2,70,000

Cost of work uncertified 11,000

Plant sent to site costing ̀  60,000 with a scrap value of ̀  10,000 and

its useful life is 5 years. The plant was used on the contract for 146

days.

Required:

Prepare Contract Account showing therein the cost of materials

issued to site and the amount of profit or loss to be transferred to the

Profit & Loss Account. (7 marks)
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6. (a) A company budgets for a production of 5 lakh units at a variable cost

of ̀  20 each. The fixed costs are ̀  20 lakhs. The selling price is fixed

to yield a profit of 25% on cost.

You are required to calculate

(i) P/V Ratio and Break even point

(ii) If the selling price is reduced by 20%,

Ascertain :

(A) The effect of price reduction on the P/V Ratio and BEP.

(B) The number of units required to be sold at the reduced selling

price to obtain an increase of 20% over the budgeted profit.

(8 marks)

(b) AVONA LTD., a toy factory presents the following information for the

year ended 31st March, 2018:

` 

Material cost 1,20,000

Labour cost 2,40,000

Fixed overheads 1,20,000

Variable overheads 60,000

Units produced 12,000

Selling Price per Unit 50

The available capacity is a production of 20000 units per year. The

firm has an offer for the purchase of 5000 additional units at a price

of ` 40 per unit. It is expected that by accepting this offer there will

be a saving of rupee one per unit in material cost on all units

manufactured, the fixed overhead will increase by ` 35,000 and the

overall efficiency will drop by 2% on all production.

State whether offer is acceptable or not. (7 marks)



8.646 O  Scanner CMA Inter Gr. I Paper 8 (2016 Syllabus)

7. (a) The details regarding the composition and the weekly wage rates of

labour force of PB LTD engaged on a job scheduled to be

completed in 30 weeks are as follows:

Category of

Workers

Standard Actual

No. of

Workers

Weekly Wage

Rate per worker

(`)

No. of

Workers

Weekly Wage

Rate per

worker (`)

Skilled 75 60 70 70

Semi-Skilled 45 40 30 50

Unskilled 60 30 80 20

The work is actually completed in 32 weeks.

Calculate the following Labour Variances:

(i) Labour Cost Variance (LCV)

(ii) Labour Rate Variance (LRV)

(iii) Labour Efficiency Variance (LEV)

(iv) Labour Revised Efficiency Variance (LREV)

(v) Labour Mix Variance (LMV) (8 marks)

(b) NP LTD produces a standard product. The estimated costs are

given below:

` 

Raw Materials 10

Direct Wages 8

Direct Expenses 2

Variable Overheads 3

23
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Semi-variable overheads at 100% capacity level (10,000 units) are

expected to be ` 40,000 and these overheads vary in steps of

` 2,000 for each change in output of 1,000 units. Fixed overheads

are estimated at ` 50,000. Selling price per unit is expected to be

` 40.

Required:

Prepare a Flexible Budget at 50%, 70% and 90% level of activity on

marginal cost basis. (7 marks)

8. Answer any three out of the following four questions:

(a) State the advantages of cost control (any five)

(b) Describe briefly the main scope of cost accountancy.

(c) What is just-in-time (JIT) system? List out its main benefits.

(d) Write is brief note on Performance Budgeting describing its main

concepts. (5 × 3 = 15 marks)
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FOR NOTES


