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Preface
ABOUT THE SUBJECT

The subject “Cost Accounting” helps the students to gain enough knowledge of managing cost of different business 
operations. This subject helps students to understand and utilise various techniques of cost accounting through which 
accurate cost information can be ascertained for improving performance of organization. Cost accounting is the 
process of accounting which involves classification, recording, presentation and interpretation of the results of 
monetary transaction, so as to assess the performance and financial position at a given data.

The important topics discussed in this subject are as follows,

❖ Introduction to Cost Accounting.

❖ Classification of Cost and Preparation of Cost Sheet.

❖ Pricing Methods - FIFO, LIFO and Average Methods.

❖ Labour Overheads.

❖ Costing Techniques - Contract Costing, Process Costing, Marginal Costing, Standard Costing, 
Break Even Analysis.

❖ Wage Incentive Plans.

The main objective behind introducing the subject ‘Cost Accounting’ in B.Com course is to make students 
acquire both theoretical and practical knowledge of the above mentioned topics.

ABOUT THE BOOK
The book entitled ‘Cost Accounting’ is designed for B.Com III-Year V-Semester students. The content 
provided in this book is strictly as per the latest (2016-17) syllabus prescribed by Osmania University.

Every concept is explained in a simple manner with sufficient number of examples so as to facilitate better 
understanding and easy learning in a shorter span of time. Keeping in view the examination pattern of 
B.Com students, this book provides the following features,

❖ Frequently Asked Questions and Important Questions are included to help students prepare for 
Internal and External Assessment.

❖ Previous university question papers are included in the units matching with the old syllabus.

❖ Every unit is structured into two main sections viz., Short Questions (Part-A) and Essay Questions 
(Part-B) with solutions.

❖ List of Important Definitions and Formulae are given.

❖ Three Model Papers are provided in order to help students understand the paper pattern in the end
examination. <: ..

An attempt has been made through this book to present theoretical and practical knowledge of 
“Cost Accounting”. This book is especially prepared for undergraduate students.

The table below illustrates the complete idea about the subject, which will be helpful to plan and score 
good marks in the end examinations.
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Unit No. Unit Name Unit Description

1. Introduction This unit covers the topics: Cost Accounting: Definition - Features - 
Objectives - Functions - Scope - Advantages and Limitations - Essentials of 
a Good Cost Accounting System- Difference between Cost Accounting and 
Financial Accounting - Cost Concepts - Cost Classification.

2. Material This unit covers the topics: Direct and Indirect Material Cost - Inventory! 
Control Techniques - Stock Levels - EOQ - ABC Analysis - JIT - VED - 
FSND - Issue of Materials to Production - Pricing Methods: FIFO - LIFO 
with Base Stock and Simple and Weighted Average Methods.

3. Labour and Overheads This unit covers the topics: Labour: Direct and Indirect Labour Cost - Methods 
of Payment of Wages (only Incentive Plans): Halsey, Rowan, Taylor Piece!
Rate and Merrick Multiple Piece Rate Methods.

1'
Overheads: Classification - Methods of Allocation - Apportionment and 
Absorption of Overheads.

4. Unit and Job Costing This unit covers the topics: Unit Costing: Features - Cost Sheet - Tender 
and Estimated Cost Sheet. Job Costing: Features - Objectives - Procedure - 
Preparation of Job Cost Sheet.

5. Contract and Process

Costing

This unit covers the topics: Contract Costing: Features - Advantages - 
Procedure of Contract Costing - Guidelines to Assess Profit on Incomplete

Contracts.
Process Costing: Meaning - Features - Preparation of Process Account -'

Normal and Abnormal Losses.

It is sincerely hoped that this book will satisfy the expectations of students and at the same time helps 

them to score maximum marks in exams.

Suggestions for improvement of the book from our esteemed readers will be highly appreciated and 

incorporated in our forthcoming editions.
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UNIT-I

INTRODUCTION

Cost Accounting: Definition - Features - Objectives - Functions - Scope - Advantages and Limitations

- Essentials of a Good Cost Accounting System- Difference between Cost Accounting and Financial 

Accounting - Cost Concepts - Cost Classification.

UNIT-II

MATERIAL

Direct and Indirect Material Cost - Inventory Control Techniques - Stock Levels - EOQ - ABC Analysis

- JIT - VED - FSND - Issue of Materials to Production - Pricing Methods: FIFO - LIFO with Base Stock 

and Simple and Weighted Average Methods.
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LABOUR AND OVERHEADS

Labour: Direct and Indirect Labour Cost-Methods of Payment of Wages (only Incentive Plans): Halsey, 

Rowan, Taylor Piece Rate and Merrick Multiple Piece Rate Methods.

Overheads: Classification - Methods of Allocation - Apportionment and Absorption of Overheads.

UNIT-IV

UNIT AND JOB COSTING

Unit Costing: Features - Cost Sheet - Tender and Estimated Cost Sheet. Job Costing: Features — 

Objectives - Procedure - Preparation of Job Cost Sheet.

UNIT-V

CONTRACT AND PROCESS COSTING

Contract Costing: Features - Advantages - Procedure of Contract Costing - Guidelines to Assess Profit on 

Incomplete Contracts.

Process Costing: Meaning - Features - Preparation of Process Account - Normal and Abnormal Losses.



LIST OF IMPORTANT DEFINITIONS AND FORMULAE

UNIT -1
1. According to CIMA London Cost Accounting define as “the establishment of budgets, standard costs and actual 

costs of operations, processes, activities or products and the analysis of variances, profitability or the social use of 
funds”.

2. Cost analysis is mainly used for taking the decisions about the business activities. The costs for each alternative 
course of action are estimated after selecting the best alternative which can minimize the costs and maximize the 
profits.

3. According to ICMA London, costing is defined as “the technique and process of ascertaining the cost”. This definition 
emphasizes on two important aspects, (i) Techniques and Process of Costing and (ii) Ascertainment of Cost.

4. ICMA, London defined cost audit as “the verification of the correctness of cost accounts and of the adherence to 
the cost accounting plan”.

5. According to the American Institute of Certified Public Accountant (AICPA), 1941, “accounting is an act of recording, 
classifying and summarizing in significant manner and in terms of money transactions and events which are in part, 
at least of a financial character and interpreting the results thereof’.

UNIT - II
1. Material cost means the cost of commodities which are given to the factories basically for using in the production 

or manufacture or for conversion into finished goods or for giving service. The cost of these materials forms a part 
of the cost relating to operations, jobs, products or services.

2. The minimum level of stock that should be maintained by the firm for meeting the production demand is called as 
minimum level or safety stock.

Minimum level = Reorder level - (Normal consumption * Normal reorder period)

3. The level of stock at which the quantity of stock is maximum is called as maximum level.

Maximum stock level (Reordering level + Reordering quantity) - (Minimum consumption x Minimum re-order period)

- The formula that is used for determining the average stock level is 

ASL = (Minimum stock level) + (^ of re-order quantity)

(or)

ASL = y (Minimum stock level + Maximum stock level)

_ Minximumstocklevel+Maximum stocklevel

5. EOQ stands for economic order quantity. EOQ is also known as optimum quantity (or Q Opt). EOQ is the optimal 
order size in which the total cost consisting of ordering cost and carrying cost is minimum. EOQ is an inventory 
control method used by inventory manager to determine the optimum order quantity.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



L.2 COST ACCOUNTING

6. In FIFO method, the materials which are brought first in store are issued first. First come first served policy is 
followed in this system. Old stocks are used first for issuing, which are then followed by new stocks.

7.

8.

9.

10.

11.

The materials which are purchased last are used first in LIFO method. The materials purchased at the end are used 
first.

Weighted Average Price = Value of materials in stock 
Quantity in stock

Periodic Simple Average Price =
Total of purchase price of material in a particular period 

Number of prices used in the period

Periodic Weighted Average Price =
Total value of the materials purchased during a given period 

Total quantity purchased during the period

Issue of Materials = Opening Stock + Purchases Units - Closing Stock

UNIT - III
1. Labour cost constitutes the second main component of cost following materials as the first one. Maintaining proper 

wage records for determining a good wage policy and incentive for good performance would help in giving a sense 
of security and stability to the workforce.

2. The labour who is directly involved in the production process or attributed to a specific job is called as direct labour.

3. Labour turnover refers to the percentage change in the number of labourers of an organizations. It is not secured 
for a firm to have high labour turnover as it represents greater instability in the employment level of labour in the 
firm’s processes.

4. Halsey plan was introduced by F.A Halsey who identified the capability of the individuals F.A Halsey was an 
American engineer. The bonus according to this method is paid on account of the time saved.

5. Rowan plan was given by D. Rowan in the year 1901. It is calculated in the following ways.

I Time rate wages = Time taken x Wages rate per hour I

Bonus = ---------------------------------------x Time taken x Wage rate per hour
Standard time (or) time allowed

6.

7.

8.

9.

[ Total earnings = Time rates wages + Bonus |

Merrick multiple piece rate system represents a modification of Taylor’s differential piece rate plan. Unlike Taylor, 
it prescribes 3 rates i.e., beginners represents the lowest rate, developing workers lies in the middle whereas the 
highly efficient workers occupies the highest rate. For determining the efficiency of workers, percentages are used.

The expenses which take place over and above the prime cost are called as ‘overheads’. It is the total of all costs of 
indirect material, indirect wages and indirect expenses.

According to CIMA, allocation of cost is defined as “charging of discrete and identifiable items of costs to the cost 
centres or cost units”. In other words, if the costs that are wholly incurred directly for a particular department, or 
cost centre of the organisation, then the allotment or charging of these costs to their cost centre is called “allocation 
of cost”.

Machine hour rate can be calculated with the help of the following formula,

Machine hour rate = Overheads to be absorbed 
Machine hours

. . _ Cost of machine + Installation charges - Scrap value
Depreciation - Expected working hours x Life of machine

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



LIST OF IMPORTANT DEFINITIONS AND FORMULAE L.3

1. “Unit costing is defined as the basic costing method applicable where the goods or services result from a series of 
continuous or repetitive operations or processes to which costs are charged before being averaged over the units 
produced during the period”.

TT . Total costs incurred
Unit cost = —— ---- -—;---------------

Number of units produced

2. “The expenditure which has been incurred upon production for a period, is extracted from the financial books and 
the stores, records and set out in a memorandum or statement. If this statement is confined to the disclosure of the 
cost of the units produced during the period, it is termed as a cost sheet”.

— Walter W. Biggs

3. Tender or quotation is a response given by a producer/supplier to an advertisement in the form of price quotes or 
sealed bids for the completion of a job or contract or supply of goods.

4. Estimated cost sheet is the statement of estimated cost which is prepared before starting the production process.
Usually, estimated cost sheet is prepared on the basis of estimated cost. Such type of cost is useful in quoting the 
tender price of a contract. , •

5. “Job costing is defined as the method of cost accounting whereby cost is- compiled for a specific quantity of product, 
equipment, repair or other service that moves through the production process as a continuously identifiable unit, 
applicable material, direct labour, direct expense and usually a calculated portion of the overhead being charged to 
a job order”.

— Kohler

1. “That form of specific order costing which applies where work is undertaken to customer’s special requirements 
and each order is of long duration”.

Institute of Cost and Management Accountants (I.C.M.A), London
2. “Process costing is defined as “a form of operation costing which applies when standardized goods are produced”.

— ICMA
3. The loss which is expected for sure or which is unavoidable and embedded in the production process is called normal 

loss.

4. “Normal waste is the part of the basic raw material lost in processing which does not have any recovery value”.

— Theodore Lang
5. Cost per unit of a product can be calculated with the help of the following formula,

_ Total cost of productionCost per unit =---------------------- —— -------- -----
Total output- Normal loss units

6. “Normal scrap is the residual material left in the manufacturing process which cannot be used in further process which 
have low recovery value”. Incase of normal loss with a scrap value the cost per unit is calculated after deducting the 
scrap value from the total cost of production.

CPU - Totalcos^--yalue_ofscrap___
Total production-Normal loss units

7. The losses that may take place unexpectedly under abnormal conditions are called ‘abnormal losses’. The abnormal 
losses with no scrap value are not included in the process account. They have to be recorded in a separate account 
or in profit and loss account.

Cpr t - Total - Value of normal loss
Total output - (Normal loss units)

5IA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



FACULTY OF COMMERCE 
B.Com (CBCS) Ill-Year V-Semester Examination 

COST ACCOUNTING 
( Common Paper for All Streams )

MODEL 
PAPER! X

Time: 3 Hours_______________________ ____________ ____________________________ ________Max. Marks: 80

PART - A ( 5 x 4 = 20 Marks )

Note : Answer any Five of the following questions in not exceeding 20 lines each

1.

2.

3.

4.

5.

6.

Scope of Cost Accounting

Two components A and B are used as follows,

300 units .per week.each 

450 units per week each 

150 units per week each 

A - 2400 units B - 3,600 units 

A - 4 to 6 weeks B - 2 to 4 weeks

Normal usage 

Maximum usage 

Minimum usage 

Re-order Quantity 

Re-order Period

Calculate for each component:

(a) Re-order level

(b) Minimum level

(c) Maximum level

(d) Average stock level.

Methods of Labour Turnover

What are the advantages of cost sheet?

How is work in progress treated in the Balance Sheet of Contract Accounts? 

Calculate Machine Hour Rate,

(Unit-I, Page No. 2,02)

(Unit-ll, Page No. 24, Q2) 

(Unit-Ill, Page No. 52,02) 

(Unit-IV, Page No. 93, Q5) 

(Unit-V, Page No. 120, Q4)

(Unit-Ill, Page No. 55, Q7)

(i) Cost of the Machine ? 19,200

(ii) Estimated Scrap Value ? 1,200

(iii) Repairs and Maintenance ? 150 per month

(iv) Standing charge allocated to machine per month ? 1500

(v) Effective life of the machine 10,000 hours

(vi) Power 5 units per hour @ 20 paise per unit.

Following information is available in respect of component D-20:

Maximum Stock Level: 8,400 units

Budgeted Consumption per month : Maximum 1,500 units, Minimum 800 units 

Estimated delivery period : Maximum 4 months, Minimum 2 months Calculate:

(i) Re-order Level, and

(ii) Re-order Quantity. (Unit-ll, Page No. 26, Q5)

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.
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MP. 2 COST ACCOUNTING

8. The input of a product in process A is 10,000 units at a cost of ? 1. The other direct 
expenses were: Sundry material - ? 1,000, Direct labour - ? 5,000 and Direct 
Expenses - ? 1050. The wastage of 5% was sold at ? 0.25 per unit, the output was 

9400 units. From the above information prepare process account.

PART - B ( 5 x 12 = 60 Marks)

Note: Answer the following questions in not exceeding four pages each.

(Unit-V, Page No. 124, Q11)

9.

10.'

(a) Define cost accounting. Discuss its advantages and limitations.

OR

(b) ‘Costing is an Aid to Management’ - Discuss.

(a) The following is a summary of receipts and’issues of materials in a factory during 
a'month in 2015. • •

(Unit-I, Page No. 8, Q13)

(Unit-I, Page No. 10, Q15)

Jan 1 Opening balance 1000 units at ? 5 per unit 
Jan 3 Issued 500 units
Jan 9 Issued 300 units
Jan 10 Received from supplier 400 units at ? 4.50 per unit 
Jan 15 Returned to store 20 units from goods issued on 3rd Jan 
Jan 20 Issued 480 units
Jan 24 Purchased 200 units at 5.50 per unit 
Jan 25 Issued 120 units 
Jan 26 Returned to store 15 units
A physical verification taken on Jan 22 reveals a shortage of 5 units.
Compute the inventory value as on 31st Jan by using LIFO method.

OR

(b) What is material control and inventory control? Explain the objectives of material

(Unit-ll, Page No. 39, Q18)

control and techniques of inventory control. 

11. (a) Write about various incentive plans.

(Unit-ll, Page No. 28, Q10) 

(Unit-Ill, Page No. 59, Q13)

OR

(b) From the following particulars work out the earnings for the week of a worker under,
(i) Straight piece rate system
(ii) Differential piece rate system
(iii) Halsey premium plan
(iv) Rowan system
Number of working hours per week : 48
Wages per hour ? 3.75
Rate per piece ? 1.50
Normal time per piece 20 minutes
Normal output per week 120 pieces
Actual output per week 150 pieces
Differentials applied are : 80% of normal piece rate below standard and 120% 
at and above standard. (Unit-Ill, Page No. 62, Q15)
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MODEL QUESTION PAPERS WITH SOLUTIONS MP.3

12. (a) What is unit costing? Explain its features.

OR

(Unit-IV, Page No. 94, Q7)

(b) From the following information for the month of January prepare a cost sheet 
to show the following,

(a) Prime Cost

(b) Factory Cost

(c) Cost of Production

(d) Total Cost.

Direct Materials 40,000
Direct Wages 25,000
Factory Rent 4,000
Office Rent 1,000
Plant Repairs and Maintenance 1,500
Plant Depreciation 750
Factory Lighting 250
Manager’s salary of factory 4,000
Office salaries 2,500
Director’s Remuneration 2,000
Telephone charges and postage 400
Printing and stationary 300
Legal charges 250
Advertisement 2,000
Saleman’s incentive 3,000
Showroom rent 1,000
Sales 2,00,000

(Unit-IV, Page No. 101, Q18)

13. (a) What is contract costing. Explain its features and types of contracts.

OR

(b) Write up the contract account from the following details:

Direct Materials 16,200

Wages 10,800

Special Plant 8,000

Stores issued 2,880

Loose tools 1,500

Cost of tractor (Fuel, wages of driver and expenses of workers) 3,420

Contract price 40,000

The contract was completed in 20 weeks. The special plant was returned to
stores subject to depreciation at 20% on original cost. The value of loose tools 
and stores returned were ? 1,000 and ? 400 respectively. The written down 
value of tractor used for the contract was ? 19,500 and depreciation was to be 
charged to this tractor of 20% per annum on this value. Provide

7% for administrative expenses on works cost.

(Unit-V, Page No. 126, Q13)

(Unit-V, Page No. 132, Q19)

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.
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MP.4 COST ACCOUNTING

MODEL8Q
PAPERS

FACULTY OF COMMERCE

B.Com (CBCS) Ill-Year V-Semester Examination

COST ACCOUNT’NG

( Common Paper for All Streams )

Time: 3 Hours Max. Marks: 80

PART - A ( 5 * 4 = 20 Marks )

Note : Answer any Five of the following questions in not exceeding 20 lines each.

1. State the various types of cost centres with examples.

2. Distinguish between fixed costs and variable costs.

3. The annual demand for an electronic item is approximately 9125 items. Every time an 
order is placed a fixed cost of ? 25 is incurred. The holding cost per item of inventory 
is ? 146. Calculate economic order quantity.

4. What is Halsey Plan?

5. What is unit costing?

6. The input of a product in Process A is 20,000 units at a cost of ? 1. The other 
direct expenses were: Sundry material ? 2,000, direct labour - ? 10,000 and 
direct expenses - ? 2100. The wastage was 5% sold at ? 0.25 per unit the
output was 18,500 units. From the above information prepare process account. (Unit-V, Page No. 124, Q10)

7. Give the accounting treatment of normal loss and abnormal loss in process costing. (Unit-V, Page No.122, Q7)

8. Compute Machine Hour Rate from the following information.

Electric power 7.50 per hour

Steam 1.00 per hour

Water 0.20 per hour

Repairs 5,300 p.a.

Rent 2,700 p.a.

Cost of machine 1,25,000

Running hours of machine 2,000 p.a. Book value of the machine ? 75,000 
replacement value of the machine ? 2,00,000, depreciation 10% p.a.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD. ___ __________

(Unit-1, Page No. 3, Q6)

(Unit-1, Page No. 4, Q8)

(Unit-ll, Page No. 25, Q4)

(Unit-Ill, Page No. 53, Q3) 

(Unit-IV, Page No. 92, Q1)

(Unit-Ill, Page No. 55, Q8)
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MODEL QUESTION PAPERS WITH SOLUTIONS_______________________________

PART - B ( 5 x 12 = 60 Marks )

MP. 5

Note: Answer the following questions in not exceeding four pages each.

9. (a) How are costs classified? Explain in detail with examples. (Unit-I, Page No. 15, Q19)

OR

(b) What do you understand by elements of cost? Explain the different
elements of total cost of product. (Unit-I, Page No. 13, Q18)

10. (a) The following is a summary of receipts and issues of materials in a factory during
a month in 2015:

Jap 1 Opening balance 500 units at T 25 per unit 

Jan 3 Issue 250 units

Jan 10 Received from supplier 400 units at ? 24.50 per unit.

Jan 15 Returned to store 20 units

Jan 20 Issue 180 units

Jan 24 Purchased 200 units at 25.50 per unit

Jan 25 Issue 120 units

Jan 26 Returned to store 15 units.

A physical verification taken on Jan. 22 reveals a shortage of 5 units.
Compute the material value as on 31st Jan. 2015 by using FIFO method. (Unit-ll, Page No. 39, Q19)

OR

(b) Discuss in detail about the issue of materials to production. (Unit-ll, Page No. 32, Q12)

11. (a) Discuss briefly about the allocation and apportionment of overheads and
their basis for both allocation and apportionment. (Unit-Ill, Page No. 68, 020)

OR

(b) Following particulars relate to a manufacturing company which has three 
production departments A, B and C and two service department X and Y.
Department Overheads as per primary distribution:

A- ? 6,500, B- ? 7,800, C - ? 3,800, X - ? 5,500 and Y - ? 3,000

The company decides to charge the service departments cost on the basis of 
following percentages.

A B C X Y
Service Department X 40% 30% 20% - 10%
Service Department Y 30% 30% 20% 20% -

Find the total overheads of production departments charging service department
costs to production department on repeated distribution or simultaneous equation
method. (Unit-Ill, Page No. 77, 025)

12. (a) What are tenders? Explain its types. Write about the purpose of preparing
estimated cost sheet for tenders. (Unit-IV, Page No. 102, Q19)

OR
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(b) Electronics Ltd. furnish the following information for 10,000 L.V. Valves 
manufactured during the year 2016.

Materials ?90,000, direct wages ?60,000, power and consumable stores ?12,000, 
factory indirect wages ?15,000; Lighting of factory ?5,500, defective work (cost 
of rectification) ?3,000 (normal), clerical salaries and management expenses 
?33,500, selling expenses ?5,500, sale proceeds of scrap ?2,000 and plant 
repairs and maintenance and Depreciation ?11,500. The net selling price war 
?31.60 per unit sold, all units were sold. As from 1st January, 2017 the selling 
price was reduced to ?31 per unit. It was estimated that production could be 
increased in 2017 by 50% due to spare capacity. Rates for materials and direct 
wages will increase by 10%.

You are required to prepare,

(i) Cost sheet for the year 2016 showing various elements of cost per unit and

13.

(ii) Estimated cost and profit for 2017.

Assuming that 15,000 units will be produced and sold during the year and 
factory overheads will be recovered as percentage of direct wages and office 
and selling expenses as a percentage of works cost.

(a) What are normal losses? Write about two forms of normal losses and 

their treatment.

OR

(Unit-IV, Page No. 104, Q21)

(Unit-V, Page No. 136, Q25)

(b) Product B is obtained after it passes through three distinct processes. The 
following information is obtained from the accounts for the week ending 31st 
October 2015.

Items Total
(?)

Process-I
(?)

Process-I I 
(?)

Process-Ill
(?)

Direct material 7,542 2,600 1,980 2,962
Direct wages 9,000 2,000 3,000 4,000
Production overhead 9,000 - - -

1,000 units at ? 3 each were introduced to Process I. There was no stock of 
material or Work in Progress at the beginning or at the end of the period. The 
output of each process passes direct to the next process and finally to the 
finished stock. Production Overhead is recovered on 100% of direct wages. 
The following additional data are obtained.

Process Output in 
Units

Normal 
Loss %

Value of Scrap 
per unit in (?)

I 950 5% 2
II 840 10% 4
III 750 15% 5

Prepare Process Cost Accounts. (Unit-V, Page No. 141, Q29)
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FACULTY OF COMMERCE

B.Com (CBCS) Ill-Year V-Semester Examination

COST ACCOUNTING

( Common Paper for All Streams )

MODELIQ
PAPERlO

Time: 3 Hours Max. Marks: 80

PART - A ( 5 x 4 = 20 Marks )

Note : Answer any Five of the following questions in not exceeding 20 lines each.

1.

2.

3.

4.

5.

6.

7.

8.

The annual demand for an electronic item is approximately 4,000 items. Every time an
■order is placed, a fixed cost of ? 5,is incurred, The holding cost per item of inventory is
8% on cost per unit. Cost per unit is ?2. Collocate Economic Order Quantity. (Unit-ll, Page No. 27, Q8)

What is a cost unit? Explain the various types of cost unit with examples. (Unit-I, Page No. 3, Q7)

Give the classification of overheads. (Unit-Ill, Page No. 53, Q4)

Calculate cost of production from the following:

Material 10,000

Wages 5,000

Works expenses 20% on wages

General expenses 10% on works costs.

What do you mean by process costing?

From the following information, find out:

How much should be ordered each time ; and 

Annual consumption = 12,000 units (360 days) 

Cost per unit = ? 10

Ordering cost = ? 120 per order 

Inventory carrying cost = 24%

Normal lead time = 15 days 

Safety stock = 30 days consumption.

Explain the classification of Cost.

(Unit-IV, Page No. 93, Q6) 

(Unit-V, Page No. 120,02)

(Unit-ll, Page No. 25, Q3) 

(Unit-I, Page No. 5, Q10)

You are required to prepare a contract account showing the profit on the contract as
on 31st March 2015.

Materials supplied ? 3,75,000, wages paid T 4,37,500, indirect expenses, ? 18,750,
? 6,75,000 has been received on the contract which amounted to 75% of the work
certified. The contract price was ? 15,00,000. The plant on site was valued at ? 50,000
on 31st March 2015 it worked for 10 months in the contract and has a life of 10 years. (Unit-V, Page No. 121, Q6)
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PART - B ( 5 x 12 = 60 Marks )

Note: Answer the following questions in not exceeding four pages each.

9. (a) Explain the terms cost accounting and financial accounting.
How do they both differ? (Unit-I, Page No.11,Q16)

OR

(b) Explain the functions and scope of cost accounting.

10. (a) Write in detail about FIFO method. Give its advantages and disadvantages.

OR

(b) The following information is extracted from the stores ledger of Lishanth 
industries, for the material item 786.

Purchases :

10-01-2014 : 2,000 units @ ? 20 per unit 

16-01-2014 : 4,000 units @ ? 35 per unit

Issues :

20-01-2014 : 1,000 units 

28-01-2014 : 2,000 units 

Returns to stores :

29-01-2014 : 50 units

(Unit-I, Page No. 7, Q12) 

(Unit-ll, Page No. 35, Q14)

There was a stock verification on 31-01-2014 and found 2750 units in the stores.
Record the above transactions in the stores ledger under LIFO and weighted
average methods, stating clearly the treatment of shortage of material and
returns. (Unit-ll, Page No. 42, Q22)

(a) What do you mean by machine hour rate? What are the types of machine 
hour rate? How is it calculated? State its merits and demerits. (Unit-Ill, Page No. 74, Q23)

OR

(b) Following particulars relate to a manufacturing company which has three 
production departments A, B and C and 2 service departments X and Y. 
Department overheads as per primary distribution:

A - ? 6,300, B - ? 7,400, C - ? 2,800, X - ? 4,500 and Y - ? 2,000

The company decides to charge the Service departments cost on the basis of 
the following percentages.

A B C X Y
Service Department X 40% 30% 20% — 10%

Service Department Y 30% 30% 20% 20% —

Find the Total overheads of production departments charging service department
costs to production departments on repeated distribution method. (Unit-Ill, Page No. 79, Q26)
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12. (a) Explain the procedure of job order cost system. (Unit-IV, Page No. 107, Q24)

OR

(b) in a factory following the job costing method, an abstract from the work-in- 
progress as at 30th September was prepared as under,

Job No. Materials
(?)

Direct labour Factory overheads applied 
(80% on direct labour cost) (?)Hrs. (?)

115 1,325 400 800 640
118 810 250 500 400
120 765 300 475 380

2,900 1,775 1,420

Materials used in October were as follows,

Material 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. Number of Hours
Shop A Shop B

115 25 25
118 90 30
120 75 10
121 65 -
124 20 10

Indirect Labour:
275 75

Waiting for material 20 10
Machine breakdown 10 5
Idle time 5 6
Over time premium 6 5

316 101

A shop credit slip was issued in October, that material issued under requisition 
no. 54 was returned back to stores as being not suitable. A material transfer 
note issued in October indicated that material issued, under requisition no. 55 
for job 118 was directed to job 124.
The hourly rate in shop A is ?3 per labour hour while at shop B it is ?2 per hour.
The factory overhead is applied at the same rate as in September. Jobs 115,
118 and 120 were completed in October.
You are asked to compute the factory cost of the completed jobs. It is the practice 
of the management to put a 10% on the factory cost to over administration and 
selling overheads and invoice the job to the customer on a total cost plus 20%
basis. What would be the invoice price of these three jobs? (Unit-IV, Page No. 110, Q26)
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13. (a) What is abnormal loss? Explain the treatment of abnormal losses.

OR

(b) A product passes through two distinct process A and B and then to finished 
stock. The normal wastage of each process is as follows,

Process ‘A’: 3% of input introduced in the process 

Process ‘B’: 5% of input introduced in the process

Wastage of process ‘A’ was sold at ? 0.50 per unit and that of process B at ? 1 
per unit. 10,000 units were issued to process ‘A’ at a cost of ? 2 per unit. The 
other expenses were as follows,

Process .‘A’ 
(?) '

Process ‘B’
• •(?)' '

Sundry materials 2,000 3,000
Wages 10,000 16,000
Manufacturing expenses 2,100 2,375

Actual output:

Process ‘A’ = 9,500 units

Process ‘B’ = 9,100 units.

Prepare process accounts of A and B, normal loss account, abnormal loss 
account and abnormal gain account.

(Unit-V, Page No. 138, Q26)

(Unit-V, Page No. 144, Q30)
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c LEARNING OBJECTIVES

After studying this unit, one would be able to understand,

❖ Definition, Features and Objectives of Cost Accounting.

❖ Functions and Scope of Cost Accounting.

❖ Advantages and Limitations of Cost Accounting.

❖ Essentials of Good Cost Accounting System.

❖ Difference between Cost and Financial Accounting.

❖ Cost Concepts and Cost Classification.

 INTRODUCTION )

Accounting is termed as a language of business which is used for communicating the information to various 
users. It has been categorized into three groups namely financial accounting, cost accounting and management 
accounting. All these branches of accounting involves disclosing the reliable and relevant accounting data to 
the management for decision making with respect to various business activities out of these three branches, 
management accounting serves this purpose more when compared to the other two.

Cost is a generic term which means the amount of expenditure incurred for accomplishment of organizational 
objectives. The information related to costs and related concepts assists the management in taking effective 
decisions and also assists the creditors and other stakeholders in determining the credit worthiness of the firm.

Ascertainment of cost and control of cost are the prime functions of cost accountants without which one cannot 
disclose the accurate cost information to top management. For cost control, various techniques are available 
such as standard costing, budgetary control, responsibility accounting etc., through which management can 
improve performance of organization.
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PART-A
SHORT QUESTIONS WITH SOLUTIONS

-. --............... .... .......... ....... .............-.....................................
Q1. Define cost accounting and bring out its significance.

Answer s March/April-14, Q1

Cost Accounting

According to CIMA London Cost Accounting define as “the establishment of budgets, standard costs and actual 
costs of operations, processes, activities or products and the analysis of variances, profitability or the social use of funds”. 

Significance of Cost Accounting

The significance of cost accounting are as follows,

1. It is mainly helpful in cost ascertainment and cost control.

2. It helps the management in fixing the price of products.

3. It also serves as a statistical tool for predicting the future estimates.

4. It keeps a track on the income and expenditures of the concern during the production of goods and the delivery of services.

5. It also helps the creditors for determining the credit worthiness of the firm.

6. It provides improved and better facilities to the employees.

7. It also provides employment opportunities in the cost accounting department thereby benefiting the society at large.

Q2. What is the scope of cost accounting? Oct./Nov.-14, qi

OR

Scope of Cost Accounting

Answer : (Model Paper-I, Q1 | March/April-18, Q1 | Oct./Nov.-17, Q1)

The scope of.cost accounting is very wide and covers the following topics,

1. Costing

According to ICMA London, costing is defined as “the technique and process of ascertaining the cost”. This definition 
emphasizes on two important aspects.

(i) Techniques and Process of Costing

The costing technique mainly deals with the collection and classification of costs based on the different elements 
and allocation and apportionment of the expenses that are not directly charged to production.

(ii) Ascertainment of Cost

Cost ascertainment deals with the collection and assessment of expenses, measurement of production at various stages 
and connecting/associating the production with the expenses. These steps can be attained by developing different 
systems (like historical, estimated and standard cost), different methods (like job costing, contract costing, single 
or output costing etc) and different techniques (like absorption costing, marginal costing and standard costing).

2. Cost Control

Cost accounting performs the function of cost control which deals with monitoring the business activities and 
reporting the variations, of actual results from the standard costs

3. Budgeting

Mr. Heiser defined budget “as an overall blue print of a comprehensive plan of operations and actions expressed 
in financial terms. He stated that budgeting process deals with the development of budget and its optimum utilisation as a 
planning, coordinating and controlling tool.
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Q3. State the objectives of cost accounting.

Answer : Oct./Nov.-13, Q1

The following are the main objectives of cost 
accounting,

1. The primary objective of cost accounting is to 
ascertain the cost of a product, process or service by 
collecting, classifying and analyzing the costs.

2. To determine the selling price of a product or service.

3. To assist the management in taking adequate policy 
decisions by providing relevant cost information.

4. To assists the management in setting price quotations.

5. To provide the information needed for analyzing the 
data and preparation of profit and loss account and 
balance sheets.

Q4. State the advantages of cost accounting to 
workers and government.

Answer : March/April-13, Q1

Advantages of Cost Accounting to Employees

The advantages of cost accounting to employees are 
as follows,

(i) It benefits the employees by introducing several 
incentive plans.

(ii) It also assures job security to employees by providing 
better facilities.

Advantages of Cost Accounting to Government

The following are the advantages of cost accounting 
to government,

(i) Cost accounting assists the government in the 
formulation of policies related to export, import, 
taxation, pricing etc.

(ii) It assist the government in analyzing the excise duty, 
sales tax and income tax of the business.

(iii) It also facilitates the government in the preparation 
of national plans for economic development.

Q5. What is a cost centre?

Answer : (March/April-12, Q1 | Oct./Nov.-11, Q1)

Cost centre is defined as a location, function or items 
of equipment in respect of which costs may be ascertained 
and related to cost units for a control purpose. (CIMA- 
Official terminology).

Costs are accumulated or gathered into a small area 
of activity.

Cost Centre divided into two types,

(i) Personal cost centre

(ii) Impersonal cost centre.
Q6. Types of Cost Centre March/Aprii-17, qi

OR
State the various types of cost centres with 
examples.

Answer : (Model Paper-ll, Q1 | Sept.ZOct.-15, Q1)

Cost Centres are primarily of two types,

(a) Personal Cost Centre

. This type of cost centre is an aggregation of a person 
or a group of persons.

(b) Impersonal Cost Centre

This type of cost centre consists of a location or an 
item/equipment or a group of these impersonal factors. Based 
on the functions performed by the cost centre, cost centres 
are of 2 types,

(i) Production cost centre and

(ii) Service cost centre.

(i) Production Cost Centre

The cost centres where the actual process of production 
is carried out are usually referred to as production cost 
centre.

Example: Cane crushing shop acts as a cost centre in 
a sugar mill.

(ii) Service Cost Centre

They provides ancillary services to the production 
cost centres. ♦
Example: Sinclude power house, repair shop, canteen, 
stores department and so on.

Q7. What is a cost unit? Explain the various types 
of cost unit with examples.

(Model Paper-Ill, Q2 | March/April-16, Q1) 

OR

What is a cost unit? Give examples.

Answer : Oct./Nov.-12, Q1

Cost Unit

Cost unit is a quantitative unit of product or service 
in relation to which costs are ascertained.

Some of the requisites of cost unit are as follows,

1. Cost units should vary from one industry to another.

2. Cost units should be natural and relevant to the 
business.
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Cost unit should be easily understandable and acceptable by those in the cost accounting process.

Product/lndustry Cost Unit

Medicine One batch

Gas One cubic metre

Types of Cost Unit

Cost unit is divided into two types,

(i) Simple cost unit which measures only one feature. 

Example : Length, height.

(ii) Composite cost unit which measures two factors. 

Example : Passenger-KM.

Q8. Distinguish between fixed costs and variable costs.

Answer: (Model Paper-ll, Q2 |March/April-15, Q1 | March/April-13, Q2)

Some of the differences between fixed costs and variable costs are listed down in the following table,

Fixed Costs Variable Costs

1. Fixed costs are those costs which remains unchanged 
irrespective of the changes in the level of output/ 
activity.

1. Variable costs are those costs which varies with the 
changes in level of output/activity.

2. An inverse relationship exists between fixed cost per 
unit increases with the decrease in output level and 
decreases with an increase in output level.

2. A linear relationship exists between variable cost per 
unit and volume of output, i.e., the variable cost per 
unit remains unchanged with the changes in output 
level.

3. Total fixed cost remains constant with the changes in 
output level.

3. Total variable cost is directly proportional to the 
volume of output.

4. Fixed costs are also known as ‘period cost’ or 
‘capacity costs’.

4. Variable costs are also known as ‘engineered costs’.

5. Building rent, property taxes, depreciation etc., are the 
examples of fixed costs.

5. Direct material cost, direct labour costs, direct expenses 
and variable overheads are the examples of variable 
costs.

Q9. Define cost unit and cost centre.

Answer : Oct./Nov.-14, Q2

Cost Centre

Cost centre is defined as a location, function or items of equipment in respect of which costs may be ascertained 
md related to cost units for a control purpose. (CIMA-Official terminology)

Cost Unit

Cost unit is a quantitative unit of product or service in relation to which costs are ascertained. (CIMA-Official 
:erminology).

<• Cost units vary from one industry to another.

<• Cost units should be natural and relevant to the business.

❖ Cost unit should be easily understandable and acceptable by those in the cost accounting process.
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Q10. Explain the classification of Cost.

Answer : Model Paper-Ill, Q7

Cost may be classified according to their nature, i.e., material, labour expenses and a number of other characteristics.

The same cost figures are classified according to different ways of costing depending upon the purpose to be achieved 
and requirements of a particular concern. The important ways of classification are,

1. Nature of Element or Analytical Classification

According to this classification, the costs are divided into three categories, there can be further sub-classification 
of each element. For example material into raw material components, spare parts, consumable stores, packing material 
etc. This classification is important as it helps to find out the total cost, how such total cost is constituted and valuation of 
work-in-progress.

2. Functions (i.e., Functional Classification)

According to this classification costs are divided in the light of the different aspects of basic managerial activities 
involved in the operation of a business undertaking. It leads to grouping of cost according to the broad division or functions 
of a business undertaking i.e., production, administration, selling and distribution.

3. Degree of Traceability to the Product (Direct and Indirect)

According to this classification, total cost is divided into direct costs and indirect costs. Direct costs are those which 
are incurred for and may be conveniently identified with a particular cost center or cost unit.

Materials used and labour employed are direct costs. Indirect costs are those costs which are incurred for the benefit 
of a number, of cost centres or cost units and cannot be conveniently identified with a particular cost center or cost unit.

4. Changes in Activity or Volume

According to this classification, costs are classified according to their behavior in relation to changes in the level of 
activity or volume of production. On this basis, cost are classified into three groups viz., fixed variable and semi- variable.
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PART-B
ESSAY QUESTIONS WITH SOLUTIONS

1.1 COST ACCOUNTING - DEFINITION, FEATURES, OBJECTIVES
Q11. What is cost accounting? Discuss briefly its features and objectives.

Answer :

Cost Accounting

According to CIMA London Cost Accounting define as “the establishment of budgets, standard costs and actual 
costs of operations, processes, activities or products and the analysis of variances, profitability or the social use of funds”.

Feature of Cost Accounting

Following are the features of cost accounting,

1. Cost accounting comprises few rules and regulations according to which the costing techniques must be used.

2. Cost accounting is a tabulated form of information/knowledge.

3. Cost accounting basically maintains records of those income and expenditure which are associated with the production 
of products and services.

• . '
4. The cost accounting principles, methods and rules are not constant in nature they keep on changing and develops 

with the passage of time.

5. Cost accounting lays down the standards for comparing and finding out the differences.

6. Cost accounting gives a complete report of cost data for giving quotations, for producing products and services in 
the future.

Cost accounting is an empirical science which is basically controlled by the policies, functions and labour force of 
the organization.

8. Cost statements and cost reports have proved to be useful to the management in taking crucial decisions as acting 
as a good providers of important cost information.

9. Cost accounting can be determined and costs can be controlled.

Objectives of Cost Accounting

Following are the main objectives of cost accounting,

The primary objective of cost accounting is to ascertain the cost of a product, process or service by collecting, 
classifying and analyzing the costs.

2 To determine the selling price of a product or service.

To assist the management in taking adequate policy decisions by providing relevant cost information.

To assists the management in setting price quotations.

5 To provide the information needed for analyzing the data and preparation of profit and loss account and balance 
sheets.

To evaluate the efficiency of the business units by recording the cost information adequately.

To offer several tools and techniques for proper cost control, cost reduction and budgetary control.

To offer a basis for production planning process for avoiding the material and stores wastage.

To offer a basis for the formulation of business policies.

To offer a basis for decision-making in crucial areas like make or buy, shut down or continue, mechanization or 
automation etc.
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1.2 FUNCTIONS AND SCOPE OF COST ACCOUNTING
Q12. Explain the functions and scope of cost accounting.

Answer : Model Paper-Ill, Q9(b)

Functions of Cost Accounting

Following are the important functions of cost accounting,

(i) Cost Ascertainment

The ascertainment of the costs of the product or service is the most important function of the cost accounting. The 
cost data about the total product cost and unit product costs help in inventory valuation and income measurement. It is very 
essential to have knowledge about the cost values of the stock while preparing financial statements. The determination of 
unit product costs is very important in price fixation.

(ii) Cost Analysis

Cost analysis is mainly used for taking the decisions about the business activities. The costs for each alternative 
course of action are estimated after selecting the best alternative which can minimize the costs and maximize the profits. 
The decisions about the various business activities such as make or buy, acceptance or rejection of an order, shut down or 
continue etc., depends on the cost analysis. Thus, cost analysis plays a major role in the decision-making.

(iii) Cost Control
Cost accounting performs the function of cost control which deals with monitoring the business activities and reporting 

the variations of actual results from the standard costs. Cost accounting is also involved in preparation of performance 
reports, performing variance analysis and providing feedback to the concerned management.

Cost reduction is a control function of cost accountant which helps in the reducing the unnecessary costs and 
improving the quality of the products for facing global competition.

Scope of Cost Accounting

The scope of cost accounting is very wide and covers the following topics,

1. Costing

According to ICMA London, costing is defined as “the technique and process of ascertaining the cost”. This definition 
emphasizes on two important aspects.

(i) Techniques and Process of Costing

The costing technique mainly deals with the collection and classification of costs based on the different elements 
and allocation and apportionment of the expenses that are not directly charged to production.

(ii) Ascertainment of Cost

Cost ascertainment deals with the collection and assessment of expenses, measurement of production at various stages 
and connecting/associating the production with the expenses. These steps can be attained by developing different 
systems (like historical, estimated and standard cost), different methods (like job costing, contract costing, single 
or output costing etc) and different techniques (like absorption costing, marginal costing and standard costing).

2. Cost Accounting

Following are the various aspects of cost accounting,

(i) Cost classification

(ii) Cost recording

(iii) Cost allocation

(iv) Cost determination

(v) Cost reporting.

3. Cost Control

Cost accounting performs the function of cost control which deals with monitoring the business activities a 
reporting the variations of actual results from the standard costs
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4. Budgeting
Mr. Heiser defined budget “as an overall blue print of a comprehensive plan of operations and actions expressed 

in financial terms. He stated that budgeting process deals with the development of budget and its optimum utilisation as a 
planning, coordinating and controlling tool.
5. Cost Audit

ICMA, London defined cost audit as “the verification of the correctness of cost accounts and of the adherence to 
the cost accounting plan”.

1.3 ADVANTAGES AND LIMITATIONS OF COST ACCOUNTING
Q13. Define cost accounting. Discuss its advantages and limitations.

(Model Paper-I, Q9(a) | March/April-18, Q9(a) | Oct./Nov.-17, Q9(a))

OR

Define cost accounting. What are the advantages of cost accounting?

(Refer Only Topics: Cost Accounting, Advantages of Cost Accounting)
March/April-15, Q9(a)

OR

What is cost accounting? State the advantages of cost accounting.

(Refer Only Topics: Cost Accounting, Advantages of Cost Accounting)

Oct./Nov.-11, Q9(a)

OR

Discuss the advantages and limitations of cost accounting.

(Refer Only Topics: Advantages of Cost Accounting, Limitations of Cost Accounting)

March/April-12, Q9(b)

OR

Discuss briefly the limitations of cost accounting.

(Refer Only Topic: Limitations of Cost Accounting)

Answer : Oct./Nov.-14, Q9(a)

Cost Accounting

According to CIMA London Cost Accounting define as “the establishment of budgets, standard costs and actual 
costs of operations, processes, activities or products and the analysis of variances, profitability or the social use of funds”.

Advantages of Cost Accounting

The limitations of financial accounting resulted in the emergence of cost accounting. The benefits of cost accounting 
depends on the efficiency of installation of cost accounting system and its acceptance by the management. Cost accounting 
is advantageous to the following users,

1. Advantages to Management

The advantages of cost accounting to management are as follows,

(i) Helps in Cost Ascertainment

Cost accounting helps the management in determining the cost of each product or service by using various costing 
methods.

(ii) Helps in Cost Control

It helps the management in cost control and cost reduction with the help of various control techniques such as 
budgetary control, value analysis, standard costing etc. These techniques also assists the management in finding the 
reasons for increase in costs.
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(iii) Price Fixation
Cost accounting by providing the cost data of a 
product helps the management in the fixation of price 
of the product or service.

(iv) Helps in Increasing Profitability
Cost accounting helps in disclosing the profitable 
and unprofitable activities of the firm. Based on this 
information the management can take the steps for 
avoiding the activities which are unnecessary and 
does not contribute towards the profitability of the 
firm.

(v) Guides in Decision-Making
Cost accounting guides the management in taking 
different financial decisions such as make or buy, shut 
down or continue, etc.

2. Advantages to Creditors

The advantages of cost accounting to creditors are 
as follows,

(i) Cost accounting helps the creditors to know the credit 
worthiness of the firm.

(ii) The reliable cost reports and statements help the 
creditors in determining the solvency position of the 
firm.

3. Advantages to Employees

The advantages of cost accounting to employees are 
as follows,

(i) It benefits the employees by introducing several 
incentive plans.

(ii) It also assures job security to employees by providing 
better facilities.

4. Advantages to Government

The following are the advantages of cost accounting 
to government,

(i) Cost accounting assets the govemrtient in the formulation 
of policies related to export, import, taxation, pricing etc.

(ii) It assist the government in analyzing the excise duty, 
sales tax and income tax of the business.

(iii) It also facilitates the government in the preparation 
of national plans for economic development.

5. Advantages to Society

The advantages of cost accounting to society are as 
follows,

(i) Cost accounting benefits the society by creating 
several employment opportunities in cost accounting 
department.

(ii) Cost control and cost reduction functions of cost 
accounting minimizes the costs which intum results 
in the price reduction.

Limitations of Cost Accounting

Though cost accounting plays a major role in the 
performance improvement of the firm, cost accounting has 
certain limitations which are as follows,

(i) Cost Accounting is Expensive

The installation of cost accounting system in 
the organization is an expensive process, as the costs of 
installation exceeds the benefits of the system.

(ii) Cost Accounting Lacks Accuracy

Cost accounting mostly considers the estimates and 
probabilities in cost ascertainment so it lacks accuracy. The 
two reasons due to which cost accounting lacks accuracy 
are as follows,

(a) It absorbs the indirect expenses based on the 
predetermined rates instead of actual rates.

(b) The material and labour costs are inflated 
for covering the normal losses and material 
wastage.

(iii) Cost Accounting is Unnecessary

Most of the critics feels that, it is unnecessary to 
maintain cost accounts/reports as it involves more clerical 
work and costs. They assumes that, most of the successful 
firms are not using costing systems. But in today’s rapidly 
changing business environment for facing severe competition 
it is necessary to maintain cost records for efficient decision 
making and for efficient running of the business.

(iv) Inapplicable

A single costing method is not applicable to all the 
business as it varies with the nature of business and type 
of the product. It is very essential for the firm to select the 
costing system which suit the organization.

(v) Not Suitable for Small Scale Units

Cost accounting is suitable only for large scale 
enterprises and is not suitable for small scale enterprises.

1.4 ESSENTIALS OF A GOOD COST 
ACCOUNTING SYSTEM

Q14. Define cost accounting. Discuss the essentials 
of a good cost accounting system.

Answer : March/April-16, Q9(a

Cost Accounting

According to CIMA London Cost Accounting define 
as “the establishment of budgets, standard costs and actual 
costs of operations, processes, activities or products and 
the analysis of variances, profitability or the social use of 
funds”.

5IIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



10 COST ACCOUNTING

Costing system is designed keeping in mind the cost 
effectiveness and economy of the organization. A detail 
analysis and understanding is required for installation of a 
costing system. If not analyzed properly, the organization 
may not be profitable in decided plans.

It is necessary to analyze the costing system contrary 
to the profit derived. The management must fully utilize the 
information of the costing system for good performance of 
the business. Thus, the costing system is a good reason for 
defining its importance to management.

Essential Factors of a Good Cost Accounting 
System

The essential factors considered for installing a 
costing system are as follows,

1. Suitability to the Business

A costing system should be installed as per the nature, 
needs, situation and size of the business. Any costing system 
which provides information about the business activities is 
regarded as a good system.

2. Simple in Nature

A costing system must be easy, simple and easily 
understood even by an average person. The information 
expand and contract, facts and figures must be presented in 
the right manner, at the right time and to the right individual 
in order to make it more reliable.

3. Adaptable

A costing system should be easily flexible enough to 
the change as and when requirements takes place. The system 
should be competent enough to either expand and contract 
as per the situation without going for many changes.

4. Comparing Performance

A costing system performance must be such that it 
helps in providing data for evaluation and comparison with 
the past statistical data of other departments and industry too.

5. Providing Information at Required Time

The costing system must be capable of giving 
information on time-to-time basis which would help the 
management in decision making process and cost controlling.

6. Co-operation

A cost accounting system should have coordination 
in activities of the business. Management must have firm 
believe in costing system which helps in its development 
and prosperity.

7. Inexpensive

A good costing system should not be too costly usually 
" hen the goals are expensive, buyers do not prefer to buy.
A good costing system must not be too costly and it must 
:e flexible with the financial conditions of the business.

5IA PUBLISHERS AND DISTRIBUTORS PVT.

8. Organizational Setup

The organizational work must not be disturbed with 
the introduction and installation of a costing system. Thus, 
the costing system must be setup with minimum changes.

9. Uniformity of Forms

The costing system including the forms and proformas 
must be uniform in size and quality of paper. Use of colour 
paper would result in greater efficiency of the work.

10. Material Control

An effective system of material control should be 
implemented in the costing system.'

11. Suitable Wage System

Aproperly suitable wage system must be implemented 
for analyzing the time of working employees for preparation 
of wage sheets and payment of wages. An effective wage 
system will help in reduction of labour cost.

12. Overhead Expenses

A proper plan should be used for collection, allocation, 
apportionment and absorption of overhead expenses for 
determining the cost in an appropriate manner.

Q15. “Cost Accounting is a tool of managerial 
planning and control”. Explain. Oct./Nov.-16, Q9(a)

OR

“Cost Accountancy is an aid to management".
DiSCUSS. March/April-13, Q9(a)

OR

‘Costing is an Aid to Management’ - Discuss.

Answer : (Model Paper-I, Q9(b) | March/April-18, Q9(b) | OctJNov.-17,09(b))

Cost accounting plays a crucial role in managerial 
planning and control. It helps the management in following 
ways,

(i) Helps in Cost Ascertainment

Cost accounting helps the management in determining 
the cost of each product or service by using various costing 
methods.

(ii) Helps in Cost Control

It helps the management in cost control and cost 
reduction with the help of various control techniques such 
as budgetary control, value analysis, standard costing etc. 
These techniques also assists the management in finding the 
reasons for increase in costs.

(iii) Price Fixation

Cost accounting by providing the cost data of a 
product helps the management in the fixation of price of the 
product or service.

LTD. ......
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(iv) Helps in Increasing Profitability

Cost accounting helps in disclosing the profitable and 
unprofitable activities of the firm. Based on this information 
the management can take the steps for avoiding the activities 
which are unnecessary and does not contribute towards the 
profitability of the firm.

(v) Guides in Decision-Making

Cost accounting guides the management in taking 
different financial decisions such as make or buy, shut down 
or continue, etc.

Cost accounting or any other accounting information 
helps organization’s management in planning as well as in 
controlling the business transactions and procedures. The 
role of such information is discussed below.

Role of Accounting Information in Planning

Accounting information plays a significant role 
in attaining different organizational purposes which 
contradicts to some extent. The firms in which the managerial 
activities are independent and the responsibilities are highly 
structured, do not need accounting information for planning, 
controlling or assessing the performance. But, there is 
a great need for accounting information in the firms in 
which the responsibilities are not well structured. In these 
organizations, there is mutual interdependence and the 
operations are carried out in a non routine manner whose 
future condition is difficult to estimate.

It is very difficult to gather and interpret the 
accounting information, The management should make use 
of accounting information in a sophisticated manner due to 
the rapid changes in the technology and external environment 
of the firm which demands the need for the growth of complex 
commercial organizations. The assumptions underlying the 
accounting information are also changing from traditional 
management accounting to modem accounting.

In accounting, the cost allocation and transfer pricing 
helps the firm in managing the interdependence between the 
different operational units. Transfer price is the value which 
is paid for transferring the goods from one department to 
other within the organization. The cost allocation and transfer 
prices helps the operational units to work as independent 
profit centres. The accounting statements may lose their 
importance if there are no reliable market prices and if a 
significant amount of trade is carried out internally.

There will be no change in the accounting statements 
if the operating units become a pseudo profit centre from a 
true profit centre. The performance reports of the units as a 
separate entity may create fictitious accounts of allocation 
or transfer of costs to each unit on an arbitrary basis. The 
pseudo profit centre is similar to a normal profit centre in all 
the aspects except in the meaning and economic aspects.

Role of Accounting Information in Controlling
For better control, it is necessary to create profit centre 

as it is very easy to control a true profit centre than a pseudo 
profit centre. The operations within the profit centre should 
be examined and there should be a balance between the costs 
and revenues for earning adequate profits.

The performance of each operating unit has to be 
assessed and compared with the targets or standards. This 
comparison may create pressure on categorizing several 
units as profit centres and may require the allocation of 
large amount of costs to each unit. This may lead to the 
transformation of a profit centre into pseudo profit centre.

The management has to focus more on controlling 
the costs instead of focussing on uncontrollable items or 
activities of the firm. Cost control is possible even in the 
firms which have interdependent operating units and must be 
used along with the cost budgets. The decentralized control 
is not possible through accounting information.

The managers are considering only the factors which 
are in their control. The other factors such as external and 
internal environmental factors which have a significant effect 
on organizational performance are not considered by the 
managers. The organizational management should estimate 
these factors and take immediate actions for reducing their 
adverse effects on the organizational performance. It is the 
duty of the manager to develop their own units in such a way 
that it responds as per the changing conditions.

The traditional view of responsibility accounting is 
not applicable to the growing organizations. The firm should 
make sure that the managers are not responsible for the poor 
performance of their co-workers.

The accounting information does not play a complete 
role in controlling the whole organization and requires the 
support of the other information systems. The managers 
should make use of accounting information carefully as it 
helps them in gaining the knowledge about the organizational 
activities and acts as a language which provides an overall 
view of the performance of wholeorganization and its units

1.5 DIFFERENCE BETWEEN COST 
ACCOUNTING AND FINANCIAL 
ACCOUNTING

Q16. Explain the terms cost accounting and financia 
accounting. How do they both differ?

(Model Paper-Ill, Q9(a) | Oct./Nov.-12,09(b) 

OR
Define cost accounting and explain the differences 
between cost and financial accounting.
(Refer Only Topics: Cost Accounting, Difference 
between Cost Accounting and Financial Accounting

Sept./0ct.-15,09 a

OR
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Discuss the difference between cost accounting and financial accounting. March/Aprii-12, Q9(a)

(Refer Only Topic: Differences between Cost and Financial Accounting)
OR

Explain the distinction between cost accounting and financial accounting.

(Refer Only Topic: Differences between Cost and Financial Accounting)
Answer : Oct./Nov.-ii, Q9(b)

Cost Accounting

According to CIMA London Cost Accounting define as “the establishment of budgets, standard costs and actual 
costs of operations, processes, activities or products and the analysis of variances, profitability or the social use of funds”.

Financial Accounting

According to the American Institute of Certified Public Accountant (AICPA), 1941, “accounting is an act of recording, 
classifying and summarizing in significant manner and in terms of money transactions and events which are in part, at least 
of a financial character and interpreting the results thereof’.

According to the American Accounting Association (AAA), 1966, accounting is defined as “a process of identifying, 
measuring and communicating economic information to permit informed judgements and decision by users of the information”.

Differences between Cost and Financial Accounting

Basis Cost Accounting Financial Accounting
1. Objective Cost accounting records by the firm in 

producing a product or service.
Financial accounting records all the transactions 
relating to finance.

2. Periodicity It prepares its report weekly or monthly. It is prepared at the end of the financial year.
3. Importance It is compulsory to prepare cost accounts 

only in some undertakings.
It is compulsory to prepare final accounts in 
every organization.

4. Principles It is compulsory to follow all the principles 
and procedures in cost accounting.

It follows only some accounting principles and 
standards.

5. Analysis or report It discloses the profits with regard to each 
process, product or service.

It discloses the financial position of the 
company as a whole.

6. Nature It makes use of the historical data provided 
and outlines it. Cost accounting ascertains 
the cost of a product or.services.

It mainly deals with the historical data.

7. Scope Cost accounting ascertaining the cost of a 
product or service.

In financial accounting, trading account, profit 
and loss account and balance sheet are prepared.

1j6 cost concepts

□17. What are the various cost concepts used in cost accounting?
Answer :

The various cost concepts used in cost accounting are as follows,
1 Cost

Cost is the amount of expenditure (actual or national) incurred on, or attributable to a specific thing or activity 
ZTMA-official terminology).

2. Costing
Costing is the process of determining costs of products, services or activities daily. There are principles and rules 

*~ich govern the procedure of ascertainment of costs (official terminology).
Cost Accounting
Cost accounting is the process of accounting of a cost accountant which involves classification, recording, presentation 

c:: interpretation of the results of monetary transaction, so as to assess the performance and financial position at a given
and monetary projections of future activities arising from alternative planned courses of action.
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4. Cost Object
Cost object can be anything for which a separate ascertainment of cost is required.
Two specific types of cost objects are,
(a) Cost centre
(b) Cost unit.

(a) Cost Centre
Cost centre is defined as a location, function or items of equipment in respect of which costs may be ascertained 
and related to cost units for a control purpose. (CIMA-Official terminology)

(b) Cost Unit
Cost unit is a quantitative unit of product or service in relation to which costs are ascertained. (CIMA-Official 
terminology).
❖ Cost units vary from one industry to another.
❖ Cost units should be natural and relevant to the business.
❖ Cost unit should be easily understandable and acceptable by those in the cost accounting process.

5. Carrying Costs
Carrying costs ‘comprises material handling costs, deterioration, interest on capital, breakdown, outdated, safety, 

storing cost and so on. It is also called as holding costs.

6. Conversion Costs
The total expenses which have been incurred for converting raw materials into finished products is called as conversion 

costs. The total expenses include the direct wages, direct expenses and manufacturing expenses. It can also be represented 
as factory cost minus the direct raw material.

7. Ordering Costs
The expenses which incurs on buying material order is called as ordering cost. These costs include administration 

cost of buying, accounting and inspecting transport cost, manufacturing cost, production cost and so on.

8. Explicit Cost and Implicit Cost
Explicit Cost

Explicit costs are those expenses/expenditures that are actually paid by the firm. These costs are recorded in the 
books of accounts. Explicit costs are important for calculating the profit and loss accounts and guide in economic decision 
making. Explicit costs are also called as “paid-out costs”.

Implicit Cost
Implicit costs are a part of opportunity cost. They are theoretical costs i.e., they are not recognized by the accounting 

system and are not recorded in the books of accounts but are very important in certain decisions. They are also called as the 
earnings of those employed resources which belong to the owner himself. Implicit costs are also called as “Imputed costs”.
Q18. What do you understand by elements of cost? Explain the different elements of total cost of product.

(Model Paper-ll, Q9(b) | March/April-14, Q9(b),

OR
Describe the various elements of Cost. March/Aprii-15, Q9(b)

(Refer Only Topic: Types of Cost Elements)
OR

Explain the different components of total cost with suitable examples.
(Refer Only Topic: Types of Cost Elements)

Answer : Oct./Nov.-16, Q9(b

Elements of Costs
It is very essential for the management to have complete knowledge about the costs of a firm for analyzing anc 

classifying the costs, for better control and for taking effective managerial decisions. The cost elements help the managemen: 
in cost analysis.
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Types of Cost Elements

The total cost consists of three important elements which are as follows, 

Elements of cost

Material cost Labour cost Other expenses

i . r

Direct
materials

Indirect
materials

Direct
labour

Indirect
labour

Direct
expenses

Indirect
expenses

Overheads

{ r

Manufacturing Administrative Selling
overheads overheads overheads

Distribution
overheads

1. Material Cost
It is classified into two types. They are,
(a) Direct material
(b) Indirect materials.

(a) Direct Materials

The materials that are easily identified, measured and charged directly to the product are called as direct materials. 
These materials can directly enter into the process of production of finished products and act as an important part 
of the finished product.

Example: Wood in tables, leather in shoes, bricks used in building house etc., are the example, of direct materials. 
Direct material consists of the following components,
(i) Raw materials.

(ii) Specially purchased materials for the production of specific products.
(iii) Components purchased for production.
(iv) Primary packaging materials such as cartons, wrappings, cardboard-boxes etc.
Direct materials require strict control and critical assessment for controlling and minimizing the costs.

(b) Indirect Materials

The materials which cannot be identified and measured directly as direct materials are called as indirect materials. 
In simple words, the materials which may or may not be a part of finished goods are called as indirect materials.
They require simple control techniques as their value and composition in production is low when compared to direct 
materials. Though some materials are a part of finished products, they are sometimes not treated as direct materials 
if they have very negligible part of contribution in finished product. Hence, these materials are treated as indirect 
materials.

Example: Thread used in a dress, nails in tables etc.
2. Labour Costs

The labour costs are classified into two types. They are,
(a) Direct labour
(b) Indirect labour.
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(a) Direct Labour

The labour who is directly involved in the production 
process or attributed to a specific job is called as direct 
labour. The wages that are paid to direct labour are 
called as direct wages. The direct labour includes the 
following groups of labour.

(i) The labour involved in the actual production 
process.

(ii) The labour involved in supervision, maintenance, 
tools setting etc.

(iii) Inspectors, analysts etc., are needed for such 
production process.

The wages/salaries of inspectors and supervisors can 
be considered as direct labour if their efforts in the 
production process are measurable.

(b) Indirect Labour

The labour who is not possible to identify and are not 
attributed to a particular job or department is called 
as indirect labour. The salaries/wages that are paid to 
indirect labour are called as indirect wages.

Example: The trainees from outside agencies who are 
employed to train the workers in the firm.

3. Other Expenses

The other expenses include the direct and indirect 
expenses.

(a) Direct Expenses

The expenses that can be easily identified and charged 
to a specific cost centre or department are called as 
direct expenses. The expenses (except direct materials 
and direct labour) which are incurred for a specific 
purpose are known as direct expenses.

CIMA defined direct expenses “the expenses which 
are identified with and allocated to cost centre or a 
department”.

Direct expenses can be easily allocated to a product.

Example: Royalty, excise duty, depreciation etc.

Direct expenses vary proportionately with the changes 
in the production volume.

(b) Indirect Expenses

Indirect expenses are also called as overheads. The 
costs that cannot be charged directly to a particular 
cost centre are called as indirect expenses. These 
expenses also include indirect materials and indirect 
labour.

The overheads are classified into four types which 
are as follows,

(i) Manufacturing Overheads

These are the indirect expenses which are 
incurred in the manufacturing operations of the 
firm.

Example: Depreciation, insurance etc.

(ii) Administration Overheads

The overheads that are incurred while 
developing a policy, guiding the organization 
and controlling or managing the firm’s activities 
are called as administrative expenses/overheads.

Example: Office rent, light, heat, wages of 
accountants, clerks and secretaries, legal and 
accounting machine services etc.

(iii) Selling Overheads

These overheads are the indirect costs that are 
related with the marketing and selling activities. 
These overheads include the costs for gaining 
orders from customers, marketing costs, 
advertising costs etc.

(iv) Distribution Overheads

The expenses which are incurred while 
distributing the product to the final customers 
are called as distribution overheads. They 
include the delivery costs, insurance, rent for 
warehouse, transportation costs etc.

1.7 COST CLASSIFICATIONS

Q19. How do you classify costs? Explain in detail. 

OR

How are costs classified? Explain in detail with 
examples. (Model Paper-ll, Q9(a) | March/April-16, Q9(b))

OR

Explain the various methods of classification 
of costs. Oct./Nov.-12, Q9(a)

OR

Explain in detail the different classification of 
costs with suitable examples.

Answer : March/April-17, Q9(a)

Cost may be classified according to their nature,
i.e., material, labour expenses and a number of other 
characteristics.
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The same cost figures are classified according to 
different ways of costing depending upon the purpose to 
be achieved and requirements of a particular concern, The 
important ways of classification are,

1. Nature of Element or Analytical Classification

According to this classification, the costs are divided 
into three categories, there can be further sub-classification 
of each element. For example material into raw material 
components, spare parts, consumable stores, packing 
material etc. This classification is important as it helps to 
find out the total cost, how such total cost is constituted and 
valuation of work-in-progress.

2. Functions (i.e., Functional Classification)

According to this classification costs are divided in the 
light of the different aspects of basic managerial activities 
involved in the operation of a business undertaking. It 
leads to grouping of cost according to the broad division 
or functions of a business undertaking i.e., production, 
administration, selling and distribution.

3. Degree of Traceability to the Product (Direct 
and Indirect)

According to this classification, total cost is divided 
into direct costs and indirect costs. Direct costs are those 
which are incurred for and may be conveniently identified 
with a particular cost center or cost unit.

Materials used and labour employed are direct costs. 
Indirect costs are those costs which are incurred for the 
benefit of a number, of cost centres or cost units and cannot be 
conveniently identified with a particular cost center or cost unit.

4. Changes in Activity or Volume

According to this classification, costs are classified 
according to their behavior in relation to changes in the level 
of activity or volume of production. On this basis, cost are 
classified into three groups viz., fixed variable and semi
variable.

(i) Fixed costs are commonly described as those which 
remain fixed in total amount with increase or decrease 
in the volume of output or productive activity for a 
given period of time.

(ii) Variable cost are those which vary in total indirect 
proportion to the volume of output. These costs 
per unit remain relatively constant with changes in 
production. Thus, variable costs fluctuate in total 
amount but tend to remain constant per unit as 
production activity changes.

(iii) Semi-variable costs are those which are partly fixed 
and partly variable. For example, telephone expenses 
include a fixed portion of annual charge plus variable 
according to calls; the total telephone expenses are 
semi-variable.
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5. Controllability

Under this, cost is classified into two categories:

(i) Controllable costs are those which can be influenced 
by the action of a specified member of an undertaking, 
that is to say, costs which are atleast partly within the 
control of management.

(ii) Uncontrollable costs are those which cannot be 
influenced by the action of a specified member of an 
undertaking, that is to say, which are not within the 
control of management. Most of the fixed costs are 
uncontrollable.

6. By Time Period 

Costs can be classified as,

(i) Historical Costs

The costs which are ascertained after being incurred 
are called historical costs. Such costs are available 
only when the production of a particular thing has 
already been done. Such costs are only of historical 
value and not at all helpful for cost control purposes.

(ii) Predetermined Costs

Such costs are estimated costs i.e., computed in 
advance of production taking into consideration the 
previous period’s cost and the factors affecting such 
costs. Predetermined cost determined on scientific 
basis becomes standard cost.

7. For Managerial Decisions

On this basis, costs may be classified into the 
following costs,

(i) Marginal Cost

Marginal cost is the total of variable costs i.e., cost 
plus variable overheads. It is based on the distinction 
between fixed and variable cost.

(ii) Out of Pocket Costs

This is that portion of the costs which involves 
payment to outsiders i.e., gives rise to cash expenditure 
as opposed to such cost as depreciation, which do not 
involve any cash expenditure.

(iii) Differential Costs

The change in cost due to change in the level of 
activity or pattern or method of production is known 
as differential cost.

(iv) Sunk Costs

A sunk cost is an irrecoverable cost and is caused by 
complete abandonment of a plant. It is the written 
down value of the abandoned plant less its salvage 
value.
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(v) Imputed or Notional Costs

Imputed costs and notional costs have the same meaning. The American, equivalent term of the British term ‘notional 
cost is “imputed cost”. These costs are notional in nature and do not involve any cash outlay.

(vi) Opportunity Cost

It is the maximum possible alternative earning that might have been earned if the productive capacity or services had 
been put to some alternative use. In simple words, it is the advantage, in measurable term, which has been foregone 
due to not using the facility in the manner originally planed.

(vii) Replacement Cost

It is the cost at which there could be purchase of an asset or material identical to that which is being replaced or 
revalued. It is the cost of replacement at current market price.

Q20. Explain the various methods of costing.

Answer :

The methods to be used for the ascertainment of cost of production differ from industry to industry. It primarily depends 
on the manufacturing process and also on the methods of measuring the departmental and finished products.

Basically, there are two methods of costing (as per the latest CIMA Terminology) viz:

(i) Specific Order Costing (or job/Terminal Costing) and

(ii) Operation Costing (or Process or Period Costing.)

Specific Order Costing is the category of basic costing methods applicable where the work consists of separate jobs, 
batches or contracts each of which is authorised by a specific order or contract. Job costing, batch costing and contract 
costing are included in this category.

Operation costing is the category of basic costing methods applicable where standardized goods or services results 
from a sequence of repetitive and more or less continuous operations or process to which costs are charged before being 
averaged over units produced during the period.

All these methods are discussed briefly as under :

1. Job Costing

Under this methods, costs are collected and accumulated for each job. work order or project separately. Each job 
can be separately identified; so it becomes essential to analyze the cost according to each job. A job card is prepared for 
each job for cost accumulation. This method is used in printing, machine tool manufacturing, foundaries and forging shops, 
general engineering workshops, construction companies, ship building, furniture making etc.

2. Contract Costing

When the job is big and spread over long periods of time, the method of contract costing is used. A separate account 
is kept for each individual contract. This method is used by builders, civil engineering contractors, constructions and 
mechanical engineering firms etc.

3. Batch Costing

This is an extension of job costing. A batch may represent a number of small orders passed through the factory in
batch.

Each batch is treated as a unit of cost and separately costed. The cost per unit is determined by dividing the cost of 
the batch by the number of units produced in a batch. This method is mainly applied in biscuits manufacture, garments 
manufacture and spare parts and components manufacture.
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4. Process Costing

The system of process costing is employed in such business where a product passes through different stages of 
production, the finished product of one process becoming, like raw material of the other, till the final product is obtained.

As finished products are obtained at the end of each process, it will be necessary to ascertain not only the cost of 
each Process. A separate account is opened for each process to which all expenditure incurred on is charged.

The cost per unit is obtained by averaging the expenditure incurred on the process during a certain period. Hence, 
this is known as average costing. As the product are manufactured in a continuous process, this is also known as continuous 
costing. Process costing is generally followed in Textile Industries, Chemical Industries, Tanneries, Paper manufacture etc.

5. One Operation (Unit or Output) Costing

This is suitable for industries where manufacture is continuous and units are identical.

This method is applied is industries like Mines, Quarries, oil drilling, Beverages, Cement manufacturing, Bricks 
manufacturing etc. In all these industries there is natural or standard unit of cost. For example, a barrel of beer in breweries, 
a tone of coal in collieries, one thousand of bricks in brickworks etc. The object of this method is to ascertain the cost per 
unit of output and the cost of each item of such cost. Here cost accounts take the form of cost sheets prepared for a definite 
period. The cost per unit is determined by dividing the total expenditure incurred during a given period by the number of 
units produced during that period.

6. Service (or) Operating Costing

This is suitable for industries which render services as distinct from those which manufacture goods. This is applied 
in transport undertakings, power supply companies, municipal services, hospital, hotels etc. This, method is used to 
ascertain the cost of services rendered.

There is usually a compound unit is such under-takings, e.g., tonne-kilometre (transport undertaking), kilowatt-hour 
(power supply) and patient day (hospitals).

It helps in calculation of total cost and per unit cost of various activities covered under forming Forming activities 
cover agriculture, horticulture, animal husbandry (i.e., rearing of livestock), poultry forming, pisciculture (i.e., rearing 
offish), dairy, sericulture (i.e., silkworm breeding), nurseries for growing and selling of seedlings and plants and rearing 
of fruits and flowers.

Farm costing helps to improve the forming practices to reduce cost of production, to ascertain the profit on each 
line of forming activity which ensures better control by management and to obtain loans from banks and other financial 
institutions as they give loans on the basis of proper cost accounting records.

7. Multiple Operation Costing

Multiple operation method of manufacture consists of a number of distinct operations. It refers to conversion cost
i.e.. cost of converting the raw materials into finished goods. This method takes into consideration the rejections in each 
operation for calculating input and cost. The cost per unit is determined with reference to final output.

8. Multiple Costing

It represents the application of more than one method of costing in respect of the same product. This is suitable for 
industries where a number of component parts are separately produced and subsequently assembled in to a final product. 
In such industries each component differs from the others as to price, material used and process of manufacture undergone. 
So it will be necessary to ascertain the cost of each component. For this purpose, process costing may be applied. To 
ascertain the cost of the final product batch costing may be applied. This method is used in factories manufacturing cycles, 
automobiles, engines, radios, typewriters, aeroplanes and other complex products. This method has been dropped from the 
latest CIMA Terminology.
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I. Multiple Choice

1. Which of the following is the aspect of cost accounting?

(a) Cost classification

(b) Cost recording

(c) Cost allocation

(d) All the above

[ ]

2. provides the information needed for analyzing the data and preparation of profit and loss account and 
balance sheet. [ ]

(a) Cost accounting

(b) Management accounting

(c) Financial accounting

(d) None of the above

3. Cost centres are primary of types.

(a) One

(b) Two

(c) Three

(d) Four

[ ]

4. are those expenses that are actually paid by the firm.

(a) Ordering cost

(b) Carrying cost

(c) Implicit cost

(d) Explicit cost

[ ]

5. are the part of opportunity cost. [ ]

(a) Ordering costs

(b) Carrying costs

(c) Implicit costs

(d) Explicit costs

6. Labour costs are classified into__________ types. [ ]

(a) One

(b) Two

(c) Three

(d) Four
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7. The labour who is directly involved in the production process is called__________ .

(a) Direct labour
<•

(b) Indirect labour

(c) Labour

(d) None of the above

8. Material costs are classified into types. [ ]

(a) One

(b) Two

(c) Three

(d) Four

9. The labour who is not possible to identify and are not attributed to a particular job is called as_________ .
[ ]

(a) Direct labour

(b) Indirect labour

(c) Labour

(d) None of the above

10. ______ ____are the indirect costs that are related with the marketing and selling activities. [ ]

(a) Manufacturing overheads

(b) Distribution overheads

(c) Selling overheads

(d) None of the above

II. Fill in the Blanks

1. According to__________ cost accounting defined as “the establishment of budgets, standard costs and actual costs
of operations, processes, activities or products and the analysis of variances, profitability or the social use of funds”.

2. According to ICMA (London)__________ is defined as “the technique and process of ascertaining the cost”.

3. Cost accounting assists management in setting__________ quotations.

4. __________ assists the government in the formulation of policies related to export, import, taxation, pricing etc.

5. Cost accounting assists the__________ in analyzing the excise duty, sales tax and income tax of the business.

6. __________ are those costs which remains unchanged irrespective of the changes in the level of output/activity.

7. __________ are those costs which varies with changes in the level of output/activity.

8. _____ _ is a quantitative unit of product or service in relation to which costs are ascertained.

9. __________ may be classified according to their nature, i.e., material labour expenses and a number of other
characteristics.

10. Under__________ method, costs are collected and accumulated for each job.
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' '' ' ' v'-Wswl KEY

I. Multiple Choice

1- (d)

2. (a)

3. (b)

4. (d)

5. (c)

6. (b)

7. (a)

8- (b)

9. (b)

10. (c).

II. Fill in the Blanks
1. CIMA London

2. Costing

3. Price

4. Cost Accounting

5. Government

6. Fixed costs

7. Variable costs

8. Cost unit

9. Cost

10. Job costing.
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III. Very Short Questions and Answers
• •

Q1. Define Cost Accounting.

Answer :

According to CIMA London Cost Accounting define as “the establishment of budgets, standard costs and actual 
costs of operations, processes, activities or products and the analysis of variances, profitability or the social use of funds”.

Q2. What are the advantages of Cost Accounting to Employees?

Answer :

The advantages of cost accounting to employees are as follows,

(i) It benefits the employees by introducing several incentive plans.

(ii) It also assures job security to employees by providing better facilities.

Q3. What is meant by Costing?

Answer :

Costing is the process of determining costs of products, services or activities daily. There are principles and rules 
which govern the procedure of ascertainment of costs (official terminology).

Q4. List out the various Methods of Costing.

Answer :

Following are the various methods of costing,

1. Job costing

2. Contract costing

3. Batch costing

4. Process costing

5. Unit costing.

Q5. What is Sunk Cost?

Answer :

A sunk cost is an irrecoverable cost and is caused by complete abandonment of a plant. It is the written down value 
of the abandoned plant less its salvage value.
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c LEARNING OBJECTIVES )

After studying this unit, one would be able to understand,

❖ Direct and Indirect Material Cost with Examples.

❖ Inventory Control Techniques.

❖ Stock Levels, EOQ, ABC Analysis, JIT, VED, FSND.

❖ Issue of Materials to Production.

❖ Various Pricing Methods i.e., LIFO, FIFO, Base Stock and Average Methods.

c INTRODUCTION )
Costs play vital role in the earnings of any business firm. It is essential for managers to have complete 
knowledge about all the related costs of the firm. Analyzing, classifying and controlling various cost elements 
helps managers in taking managerial decisions effectively. The various cost elements play significant role in 
analyzing the total cost. Therefore, total cost consists of three important elements i.e., materials, labor and 
other expenses.

Material is an important resource for production process. Material cost makes a significant contribution in the 
production cost. The most commonly used methods of pricing issues are LIFO and FIFO. In FIFO concept, 
the material which is received first will be issued first. Whereas, in LIFO, the materials which are received 
last will be issued first. Average price methods are used when the market prices witness constant changes and 
the materials are issued in small quantities.
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PART-A
SHORT QUESTIONS WITH SOLUTIONS

■
Q1. Distinguish between direct and indirect costs.
Answer : Oct./Nov.-13, Q2

Following are the differences between direct and indirect costs,

Direct Expenses/Cost Indirect Expenses/Cost

1. Direct expenses are the expenses that are directly 
incurred on a specific cost unit.

1. Indirect expenses are the expenses that are incurred 
indirectly and are not chargeable to a particular cost 
centre.

2. These expenses can be identified and allocated easily 
to the cost centres.

2. These expenses are very difficult to identify and allocate, 
but are apportioned to cost centres.

3. Direct expenses are the constituents of prime cost. 3. Indirect expenses are the constituents of overheads

4. Direct expenses vary along with the changes in the 
output.

4. Indirect expenses remains unchanged with the changes 
in the output.

5. The direct expenses results in the realisation of 
benefits after the completion of a specific job.

5. The benefits of indirect expenses can be extended the 
other job also.

Q2. Two components A and B are used as follows,
Normal usage 
Maximum usage 
Minimum usage 
Re-order Quantity 
Re-order Period

300 units per week each 
450 units per week each 
150 units per week each 
A - 2400 units B - 3,600 units 
A - 4 to 6 weeks B - 2 to 4 weeks

Calculate for each component:
(a) Re-order level
(b) Minimum level
(c) Maximum level
(d) Average stock level.

Answer : (Model Paper-I, Q2 | March/April-17, Q2)

(a) Reorder Level = (Maximum usage x Maximum delivery time)
A = 450 x 6 = 2,700 units 
B = 450 x 4 = 1,800 units

(b) Minimum Level = Reorder Level - (Normal Usage x Average delivery time in weeks)
A = 2700 - (300 x 5)

= 1200 units
B= 1800-(300x 3)

= 900 units
(c) Maximum Level = Reorder Level - (Minimum usage x Minimum delivery time) + Reorder Quantity

A = 2700-(150x4)+ 2400 
= 2700 - 600 + 2400 
= 4500 units

B = 1800 — (150 x 2) + 3600 
= 1800-300 + 3600 
= 5100 units

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD. ... .  „ .......-............ -...................... .



UNIT-2 : Material 25

(d)
„ , T , », Reorder Quantity

Average Stock Level = Minimum Level H------------y----------
(. i A?.

□

A = 1200 + = 2400 units

B = 900 + = 2700 units

Alternatively Average Stock Level +
Minimum Stock Level + Maximum Stock Level

A 1,200 + 4,500 5,700 .
A = —----- —2— = - : ■ - = 2850 units

2 2
„ 900 + 5,100 6,000 ___
B =---------------= —-— = 3000 units

Q3. From the following information, find out:
How much should be ordered each time ; and 
Annual consumption = 12,000 units (360 days) 
Cost per unit = ? 10
Ordering cost = ? 120 per order 
Inventory carrying cost = 24%
Normal lead time = 15 days 
Safety stock = 30 days consumption.

Answer : (Model Paper-Ill, Q6 | Oct./Nov.-16, Q5)

(i) Inventory Carrying Cost (C) = 10 x 0.24
(C) ? 2.4

Annual consumption (A) = 12,000 units 
Ordering cost (O)= 120 per order

Cost per unit = ? 10

...

= 1095.44 units
(ii) Number of orders which must be placed in an year

Annual consumption 
" EOQ

12,000 
- 1095.44 

= 10.95 or 11 orders
(iii) Safety Stock = Average Usage x Period for Safety Stock

= 1000 units
360Duration at which number of orders needs to be placed in an year = -yy- = 33 days.

Q4. The annual demand for an electronic item is approximately 9125 items. Every time an order is placed 
a fixed cost of ? 25 is incurred. The holding cost per item of inventory is ? 146. Calculate economic 
order quantity.

Answer : (Model Paper-ll, Q3 | Oct./Nov.-17, Q2)

Given that,
Number of items required (A) = 9,125 

Fixed Cost (O) = ? 25
Carrying Cost (C)= ? 146
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eoq =

= 72x9,125x25
146

= 73125

EOQ = 55.90 items or 56 items.

Q5. Following information is available in respect of component D-20:

Maximum Stock Level: 8,400 units

Budgeted Consumption per month : Maximum 1,500 units, Minimum 800 units 

Estimated delivery period : Maximum 4 months, Minimum 2 months Calculate:

(i) Re-order Level, and

(ii) Re-order Quantity.

Answer : - (Model Paper-I, Q71 March/April-16, Q5)

(i) Reorder Level

Reorder Level = (Maximum Usage x Maximum delivery time)

= 1,500 x4 

= 6,000 units

(ii) Reorder Quantity

Maximum Level = Reorder Level - (Minimum Usage x Minimum delivery time) + Reorder quantity 

8,400 = 6,000 - (800 x 2) + ROQ 

8,400 = 4,400 +ROQ

.'. ROQ = 4,000 units.

Q6. Calculate:

(i) Maximum level

(ii) Minimum level information on material ‘A’ given below, 

Reordering quantity 180 units

Reordering period 

Maximum usage 

Minimum usage

3 to 5 weeks 

45 units per week 

15 units per week.

Answer: March/April-15, Q2

(i) Maximum Level = Reorder Level - (Minimum Usage x Minimum delivery time) + Reorder quantity 

Reorder Level = Maximum Usage x Maximum delivery time

= 45 x 5 = 225 units 

Maximum Level = 225 - (15 x 3) + 180

= 225-45 + 180

= 360 units
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(ii) Minimum Level = Reorder Level - (Normal usage x Average delivery time in weeks) 

Maximum Usage + Minimum Usage
Normal Usage =

45+ 15 60
= 30 per week2 2 

= 225 - (30 x 4)

= 225 - 120 = 105 units.

Q7. A Borewell Co. uses about 75,000 valves per annum. The cost of each valve is T 1.50 and the carrying 
cost is estimated to be 20% on average inventory. The cost to place an order is ? 18. Determine EOQ.

Answer :

Given that,

Number of values uses per annum (D) = 75,000 

Cost of each value (I) = ? 1.50 

Carrying cost (Ch) = 20% on average I,

Cost of placing an order (C ) = ? 18

eoq = \/-a0c
20

ch~ L5° x T0j ~°-3

. /2x75,000xl8 „___ .... EOQ = y------- 03-------  = 3,000units.

March/April-14, Q2

Q8. The annual demand for an electronic item is approximately 4,000 items. Every time an order is placed 
a fixed cost of ? 5 is incurred. The holding cost per item of inventory is 8% on cost per unit. Cost per 
unit is ?2. Collocate Economic Order Quantity.

Answer :

Given that,

Number of items required (A) = 4,000 

Fixed cost (0) = ? 5

Carrying cost (C) = 8% on cost per unit 

Cost per unit = ? 2 

?2 x 8% = 0.16 

Carrying cost (C) = 0.16 

EOQ= ™

(Model Paper-Ill, Q1 | March/April-18, Q2)

0.16

= A 50,000 

EOQ = 500 items.
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PART-B
ESSAY QUESTIONS WITH SOLUTIONS

2.1 MATERIAL COST - DIRECT MATERIAL COST, INDIRECT MATERIAL COST
Q9. What is material cost? Briefly explain direct and indirect material cost.
Answer :
Material Cost

Material cost means the cost of commodities which are given to the factories basically for using in the production 
or manufacture or for conversion into finished goods or for giving service. The cost of these materials forms a part of the 
cost relating to operations, jobs, products or services. Thus, material cost acts as one of the important components of the 
total cost. It is classified into two types. They are,
(a) Direct Material Cost

The materials that are easily identified, measured and charged directly to the product are called as direct materials. 
These materials can directly enter into the process of production of finished products and act as an important part of the 
finished product.
Example

Wood in tables, leather in shoes, bricks used in building house etc., are the example, of direct materials.
Direct material consists of the following components,

(i) Raw materials.
(ii) Specially purchased materials for the production of specific products.
(iii) Components purchased for production.
(iv) Primary packaging materials such as cartons, wrappings, cardboard-boxes etc.

Direct materials require strict control and critical assessment for controlling and minimizing the costs.
(b) Indirect Material Cost

The materials which cannot be identified and measured directly as direct materials are called as indirect materials. 
In simple words, the materials which may or may not be a part of finished goods are called as indirect materials.

They require simple control techniques as their value and composition in production is low when compared to direct 
materials. Though some materials are a part of finished products, they are sometimes not treated as direct materials if they 
have very negligible part of contribution in finished product. Hence, these materials are treated.as indirect materials. 
Example

Thread used in a dress, nails in tables etc.

2.2 INVENTORY CONTROL TECHNIQUES - STOCK LEVELS, EOQ, ABC ANALYSIS, 
JIT, VED, FSND

Q10. What is material control and inventory control? Explain the objectives of material control and techniques 
of inventory control.

Answer: Model Paper-I, Q10(b)

Material Control

Material is an important resource for production process. It is very essential for him to have right quantity of material 
in right quantity at right place at right time and at the right investment.
Inventory Control

Inventory refers to the stock of the products that a firm is offering for sale to produce final products. In other words, 
inventory is composed of assets that can be sold by the firm in the future causes of business operations.

Thus, inventory represents the least liquid current asset of a firm, which constitutes an important component of firm’s 
balance sheet. Inventory could be in the form of raw materials, WIP, and finished goods that have been stored in warehouses.

Inventory control is the system by which inventory is managed. The recording of goods as they are received and as 
they are dispersed, and periodic checking against a physical count is done so as to maintain the inventory balance.
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Objectives of Material Control

The following are the objectives of material control,

1. To ensure continuous supply of materials.

2. To avoid making excessive investment in materials.

3. To reduce the wastage of materials.

4. To follow an effective issue method of materials for reducing the risk of spoilage and obsolescence.

5. To maintain accurate information about the availability of materials.

6. To avoid misappropriation of materials.

7. To maintain reliability in the payment of amount to suppliers.

Techniques for Material/lnventory Control

In order to minimise the material cost and wastage during purchasing, storage, handling etc, the management of a 
firm should make use of the following techniques:

(i) Level Setting

Material control requires the establishment of different stock levels which are as follows,

(a) Reorder Level

The level at which the fresh order is prepared and placed with the supplier is called as reorder level.

This level of stock is set between the minimum and maximum levels of stock and it is calculated with the help of 
following formula:

Reorder level = Maximum usage x Maximum reorder period.

(b) Minimum Level or Safety Stock

The minimum level of stock that should be maintained by the firm for meeting the production demand is called as 
minimum level or safety stock. This stock helps the firm in carrying out the production without any interruption. 

Minimum level = Reorder level - (Normal consumption x Normal reorder period)

(c) Maximum Level

The level of stock at which the quantity of stock is maximum is called as maximum level. The firm should not 
maintain the stock beyond this level.

Maximum stock level,

= (Reordering level + Reordering quantity) - (Minimum consumption x Minimum re-order period)

(d) Average Stock Level

The formula that is used for determining the average stock level is 

ASL = (Minimum stock level) + (i of re-order quantity)

(or)

ASL = y (Minimum stock level + Maximum stock level)

Minximum stocklevel+Maximum st ocklevel 
~ 2 _

(ii) Economic Order Quantity (EOQ)

For answer refer Unit-II, Page No. 31, Q.No. 11.
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(iii) Just-in-Time

Just-in-time production system was developed in Japan. It was mainly developed to help the manufacturing firms 
to increase the quality of their products by reducing the product costs.

JIT is defined “as an approach which helps in eliminating the waste that takes place in the production activities by 
offering the right item at the right place and at the right time. The main aim of the JIT system is to eliminate the waste 
and improve the productivity continuously. The JIT system in also called “zero inventory”, “synchronous manufacturing” 
“material as needed” and “Kanban system”. The use of JIT systems help in decreasing the costs, reducing the inventory 
and provides better quality products to the customers.

(iv) ABC Analysis

ABC analysis is the most popular technique used for inventory control. ABC stands for always better control. ABC analysis 
was developed on the basis of the Pareto’s principle or Pareto’s law by H.Ford Dickie.

It is very essential for a company to purchase and stock huge variety of items for meeting the demands of different 
manufacturing departments. The stock on hand has to be checked regularly by the stores manager for placing the replenishment 
orders on time and avoiding the stock-out situation. Replenishment order is placed when the stock of the item attains the reorder 
point. It is very difficult to keep rack on the stock level of each item and accordingly place the orders regularly. So, the total 
inventory items in the stock has to be divided into various categories. The categorization of inventory helps the inventory manager 
to focus on the items having high value. ABC analysis is the most effective technique which helps in classifying the inventory 
items into A, B and C categories.

(v) VED Analysis

VED stands for vital, essential and desirable. In VED analysis, the inventory items are classified into three categories 
rased on the criticality of inventory items. VED analysis aims at ascertaining the importance of an item and its impact on 
manufacturing and other activities.

VED analysis approach is usually applied for categorizing the spare parts. The spare parts which are vital 
manufacturing and other activities are grouped into ‘V’ category, the spare parts which are essential for manufacturing and 
: ;her operations are grouped into ‘E’ category and the spare parts which are only desirable but not essential for performing 
manufacturing and other operations are grouped into ‘D’ category. A firm has to maintain huge stock of inventory for ‘V’
. -tegory items but maintenance of minimum stock is sufficient for ‘D’ category items.

vi) FSND Analysis

FSND analysis is one of the inventory control technique. In FSND analysis, the inventory items are categorized on 
me basis of consumption (or) usage rate. In this technique, the Inventory items are classified into four categories. Which

as follows,

Category ‘F’ — Fast moving items

Category ‘S’ — Slow moving items

Category ‘N’ — Non-moving items

Category ‘D’ — Dead items.

The main purpose behind using FSND analysis is to control obsolescence.

Fast moving items are the items which gets consumed within a short period of time. These items have to be monitored 
r cc checked regularly and accordingly replenishment orders have to be placed.

FSND analysis helps in determining the active items which has to be evaluated regularly and the surplus items which 
I needs further examination.

Double Bin System

Q-System is also known as ‘fixed order quantity system’. In the fixed order quantity system, a fixed quantity of 
-renal is ordered whenever the stock in the warehouse attains the reorder level. The fixed order quantity in Q-system is 
rsarded as Economic Order Quantity (EOQ). Even though, the order quantity remains constant, the order period changes

■ - the changes in the demand of the consumers.

From the above figure, it is clear that the quantity ordered remains constant and the time of order placement varies 
i --rending upon the demand in the market. Dp D2, D3 and D4 represents demand due to which the order period changes.

Q-system is also called as ‘two-bin system’.
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Two-bin System
Two-bin system is a traditional inventory control system in which the identical inventory items are divided into r-i 

bins. Initially, the stock is issued from the first bin and after issuing all the stock from the first bin, an order is placed fc 
the stock to fill the first bin. Till the ordered stock is received, the stock from the second bin is used.

Two-bin system is suitable for the situations in which the demand is constant and lead time of items is properly set
(viii) Perpetual System of Inventory

Perpetual inventory verification is a continuous function rather than year-end function. The items which reaeI 
minimum level are selected for verification work and are verified twice or thrice during the year on rotation basis. Tbs 
reduces the burden of verification and any inconsistency can be easily located. The only limitation is valuation of inventc - 
is made on book figures rather than on physical verification.
(ix) Input-Output Ratio

Input-output ratio is one of the technique used for material control. This ratio determines the relation between the 
input of raw materials and the output of the finished goods. This ratio helps the management to determine the efficiency 
of materials in producing a finished product.

If the input output ratio of the firm is higher than the standard ratio then it signifies that the production process is inefficier:
The formula of input output ration is:
T , . Inputquantityof materialsInput output ratio =--------—2----- --------------------

Quantityof materials in theoutput

Q11. Explain in detail about economic order quantity with an example.
Answer :
Economic Order Quantity (EOQ)

EOQ stands for economic order quantity. EOQ is also known as optimum quantity (or Q Opt). EOQ is the optima 
order size in which the total cost consisting of ordering cost and carrying cost is minimum. EOQ is an inventory contr 
method used by inventory manager to determine the optimum order quantity.

When to place an order and how much quantity should be ordered are the two problems faced by inventory manag; 
while controlling the inventory. The use of EOQ method helps in solving the problem of how much quantity should 
ordered.

In the fixed order quantity system of inventory management, the items are ordered when the stock of items in 
warehouse reaches the reorder level. Ordering in bulk quantities reduce the number of orders and thereby minimizes 
ordering cost. But the carrying cost involved in handling such bulk quantity of items is very high. On the other hand, if' 
orders are placed in small quantities, the number of orders to be placed will be more which thereby leads to high order 
cost. The carrying cost involved in handling small quantity of items is very less when compared to the handling bi 
quantity of items. The main objective of inventory manager is to determine the optimum quantity at which the ci 
cost as well as ordering cost are minimum.

The following figure depicts EOQ or optimum quantity.

Quantity (in units)

Figure: Economic Order Quantity
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From the above figure, we can observe that the economic order quantity is 30 units. The point at which the carrying 
cost curve and ordering cost curve intersect each other denotes the least total cost and the quantity associated with that 
least cost is considered as optimum quantity (or EOQ).
Example

EOQ
A finance department of a corporation provides the following information,
(i) Carrying costs / unit of inventory are ? 10/-
(ii) Fixed costs/order are ? 20
(iii) Number of units required is 30,000/- year
Determine EOQ, total number of orders to be placed in a year and the time gap between 2 orders. 

Solution :
Given that,

A= 30,000 
0=?2O 

C„ = ?10

2AO 2x30000x20
10

= ^/l,20,000 = 346 units

nal
toI

ger
be

the
the
the
mg
tulk
ring

Number of orders in a year = = 86.70 = 87 orders

365
The time gap is 777 = 4.2 days or 4 days, o /.U

2.3 ISSUE OF MATERIALS TO PRODUCTION
Q12. Discuss in detail about the issue of materials to production. Model Paper-11, Qio(b)

OR
“Store keeper needs to maintain several records for issue of material”. Explain.

Answer :
The materials are usually received by the storekeeper and he keeps it cautiously and then these materials are being 

ssued to different departments of an organization. It is the responsibility of the storekeeper to receive and store the items. 
~he different forms which are used for material issues are explained as follows,
1. Material Requisition

Material requisition is a document which is used for authorizing and recording the issue of material. It must be issued 
: y the storekeeper only when material requisition note is given. The specimen of material requisition is given as follows,

XYZ Co. Ltd.
Material Requisition Note

MR No. L.F
Job No. Date

Please Issue the Materials Given Below

Item No. Material Code No.
Quantity Value

CommentRequired Issued Rate Total

Requisitioned by:
Authorised by:.....Bill No.

Bin Card No.
Priced by : 
Issued by :

Received by :
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2. Bills of Materials
All the materials which are needed for a particular job or performance of work order are called as “Bill of materials”. 

The production planning department prepares the bill of material and then sends it to the storekeeper instead of one or two 
material requisitions.

The specimen of bill of material is as follows,
Bill of Materials

Department authorised : Date :
Job No.: No.:

Item No. Name Code No. Description Quantity Rate (?) Comment

Priced by : 
Storekeeper:

Prepared by:
Checked by :
Received by :

3. Materials Returned or Return of Materials
Extra material is returned to the store along with a note called as “Materials Returned Note”. This happens usually 

when the material is in extra quantity, and it is returned to the store.
The specimen of materials returned note is as follows,

Materials Returned Note
Department: Date :
Job No.: No.:

Quantity Description Code No. Rate Price

Material received by : Entered on Storecard :
Date : Returner’s Signature :

4. Materials Transferred or Transfer of Materials
Usually the materials are transferred from one department to another as and when the need arises. This is usual? 

done in special cases. A strict method is being followed for transfer of materials.
The specimen for materials transfer note is as follows,

Materials Transfer Note
No: Date:
From : To :
Job No. : Job No.:
Order No. :

For Cost Office Use

Item No. Description Quantity Code Rate (?) Comment

Authorised by : 
Transfer:

Priced by : 
Receiver:

Debited job No.:
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isually

5. Loss of Material or Material Losses
During the process of handling, storing and using, few materials can be damaged, get defective, wasted or go scrap. 

Thus, every organisation faces the issues of wastage, scrap, spoilage and defective material.
(i) Normal Wastage

Normal wastage cannot be avoided as it is natural and incidental in nature. This type of wastage cannot be ascertained 
before hand. Thus, it is unavoidable.

(ii) Abnormal Wastage
When loss of material is more than normal loss, then it is called as abnormal wastage. This type of loss can take 
place due to many reasons like defective, improper handling, theft, natural disasters and so on.

(iii) Spoilage
Spoilage takes place when the goods are damaged to such an extent that even additional cost cannot correct them. It 
is usually the difference between the actual cost upto the rejection point minus the salvage value or cost of material used. 

Spoilage = Actual costSalvage value

(iv) Defectives
Defectives are the part of a product which during the method of manufacturing results in few product imperfection. 
Defectives can be corrected with the help of an additional cost.

(v) Scrap
Scrap is remaining part of few types of manufacturing of less quantity and value which are recoverable without 
additional processing. Scrap takes place due to turnings, borings, trimmings and so on.

2.4 PRICING METHODS - 
AVERAGE METHODS

FIFO, LIFO WITH BASE STOCK AND SIMPLE AND WEIGHTED

usually

Q13. List out the various pricing methods.
Answer :

The materials which are issued for different jobs or orders out of the stores are priced accordingly and transferred 
-o stock. The stock purchased is used for various consignment values at various prices. It is usually difficult to ascertain as 
.a which price must be used for assessing the materials which are issued. Different techniques are used for pricing issues. 
They include the following,
a) Cost Price Methods

1. First in First Out (FIFO)
2. Last in First Out (LIFO)
3. Highest in First Out (HIFO)
4. Next in First Out (NIFO)
5. Base stock
6. Specific price.

: Average Price Methods (Derived from Cost Price)
1. Simple average
2. Weighted average
3. Periodic simple average
4. Periodic weighted average
5. Moving weighted average
6. Moving simple average.
Market Price Methods
1. Replacement price
2. Realisable price.

|c National Price Methods
1. Standard price
2. Inflated price.
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Q14. Write in detail about FIFO method. Give its advantages and disadvantages.
Answer :
First in First Out Method (FIFO)

In FIFO method, the materials which are brought first in store are issued first. First come first served policy is 
followed in this system. Old stocks are used first for issuing, which are then followed by new stocks. The leftover stock 
closing stock is evaluated first at the new prices.

Proforma for Stores Ledger Account - FIFO Method
Material
Bin No
Stores Code No

Model Paper-Ill, Q10(a)

Reorder Level 
Minimum Level 
Maximum Level

Date

Receipts Issues Balances

G.R Note 
No.

Quantity 
(in units)

Rate Per 
Unit (?)

Amount
(?)

M.R Note 
No.

Quantity 
(in units)

Rate Per 
Unit (?)

Amount
(?)

Quantity 
(in units)

Rate Per 
Unit (?)

Amount
(?)

Note: G.R Note No - Goods Received Note,No. M.R Note No - Material Requisition Note No.
Advantages of FIFO

Following are the advantages of FIFO method,
1. Materials purchased first are used first.
2. It is simple and easy to use.
3. Stock is valued at the latest purchase price and thus it depicts the current market price.
4. Increase in price of the products usually results in profits which are enjoyed by the management and sharehold;
5. In case of increase in price, the price variates where prices of products usually decline, this technique gives good re 
Disadvantages of FIFO

Following are the disadvantages of FIFO method,
1. Calculation tends to be difficult when prices keep on changing.
2. Difficulty in calculation results in errors.
3. When prices are decreased, jobs are priced higher, and the quotations become less competitive.
4. When prices vary, materials are priced differently which leads to similar jobs variation and thus cannot be compar
5. Materials are considered as new when they are put back at the store.___________
Q15. Write in detail about LIFO method. Give its advantages and disadvantages.
Answer :
Last in First Out Method (LIFO)

The materials which are purchased last are used first in LIFO method. The materials purchased at the end are 
first. The rule which is applied here shows the market conditions of the cost i.e., “cost must reflect current market conditi. 
as the chronological order is not followed.
Proforma for Stores Ledger Account - LIFO Method

Material 
Bin No
Stores Code No

Reorder Level 
Minimum Level 
Maximum Level

Date

Receipts Issues Balances

G.R Note 
No.

Quantity 
(in units)

Rate Per 
Unit (?)

Amount
(?)

M.R Note 
No.

Quantity 
(in units)

Rate Per 
Unit (?)

Amount
(?)

Quantity 
(in units)

Rate Per 
Unit (?)

Anw
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Note **

G.R Note No. - Goods Received Note No.

M.R Note No. - Material Requisition Note No.

Advantages of UFO

Following are the advantages of LIFO method,

1. Materials are charged at the latest price,

2. Cost of production shows the market situation and the quotation prices are competitive.

3. This method does not show the total profit calculation because of inflation.

4. LIFO helps when prices increase as it does not have any effect on the profit or stock.

Disadvantages of LIFO

Following are the disadvantages of LIFO method,

1. LIFO method is not helpful and accepted for income tax calculations.

2. Problem arises while calculating when the prices fluctuate and results in complicated work.

3. Stocks for different jobs vary in cost, just like FIFO.

4. Imaginary status of stock is shown in the balance sheet.

Q16. Briefly explain base stock method. Discuss in detail about various average price methods.

Answer :

Base-Stock System

In the base-stock system, the order is placed for restocking the materials whenever the issues are made to the production 
apartments. The quantity ordered for restocking will be equal to the quantity issued. A one-for-one replenishment policy 
s followed in base-stock system which helps the firms to maintain the inventory at the base-stock level. Base-stock level 

the sum of the estimated demand (during the lead time) and the buffer stock. Base-stock system is suitable for the costly 
•;ms like engines for airplanes. The base-stock level in the base-stock system is equal to the reorder level in the Q-system
r fixed order quantity system. The base-stock system is applied in JIT (Just-in-time) systems.

-yerage Price Methods (Derived from Cost Price)

An average price method is used only when there is a constant change in market prices and when the small quantities 
-re issued from the materials which usually comprises a greater portion of small items which are issued in less quantities. 
~*e following are the list of methods of average price,

1. Simple average price method.

2. Weighted average price method.

3. Periodic simple average price method.

4. Periodic weighted average price method.

Simple Average Price Method

Simple average price method is very simple and easy to operate in nature. It is usually applied when purchases are 
constant and are in large quantities. It gives a satisfactory result for stable prices and not for fluctuating purchase 
. It is calculated as follows,

Total of different prices in stockSimple average price =-----------------------———
Total Number of purchases
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Proforma for Stores Ledger Account - Simple Average Price Method

Stores Ledger Account

This method is used greatly for eliminating the broad variations in the prices. The average price which is to 
charged to issues will be the same, i.e., it would change only when a new or fresh purchase is made. Thus, weightage : _n 
be given to both price as well as the quantity. It is calculated with the help of the following formula:

. Value of materials in stockWeighted Average Price =----------------------------------
Quantity in stock

Proforma for Stores Ledger Account - Weighted Average Method

Stores Ledger Account

Total of purchase price of material in a particular period
Periodic Simple Average Price =------------ ---------- ------------------- ;—------- —-------------

Number of prices used in the period

4. Periodic Weighted Average Price Method

. , , . . Total value of the materials purchased during a given period
Periodic Weighted Average Price =-------------------------------------------------------------—-----------

Total quantity purchased during the period

PROBLEMS ON PRICING METHODS <
Q17. Show the stores ledger entries as would appear when using,

(i) FIFO

(ii) LIFO Method of pricing issues in connection with the following transactions.

Units Value
2012: April-1 Balance in hand B/F 300 600

April- 2 Purchased 200 440
April- 4 Issued 150 -
April- 6 Purchased 200 460

April-12 Issued 150 -
April- 20 Issued 200 -
April- 25 Purchased 200 480
April- 30 Issued 250 -
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Solution : Oct.ZNov.-14, Q10(a)

FIFO Method

Date Particulars
Receipts Issues Balance

Quantity Per Unit 
Rate

Amount Quantity Rate Amount Quantity Rate Amount

1st April Opening Stock 300 2 600
2nd April Purchased 200 2.2 440 300 2 600

200 2.2 440
4th April Issued - - - 150 2 300 150 2 300

200 2.2 440
6th April Purchased 200 2.3 460 - - - 150 2 300

200 2.2 440
200 2.3 460

12th April Issued - - - 150 2 300 200 2.2 440
200 2.3 460

; 20th April Issued - - - 200 2.2 440 200 2.3 460
25th April Purchased 200 2.4 480 -■ - - 200 2.3 460

200 2.4 480
30th April Issued - - - 250

200 2.3. 460
50 2.4 120 150 2.4 360

130th April Closing Stock 150 2.4 360

LIFO Method

Date Particulars
Receipts Issues Balance

Quantity Per Unit 
Rate

Amount Quantity Rate Amount Quantity Rate Amount

11* April Opening Stock 300 2 600
I > April Purchased 200 2.2 440 300 2 600

200 2.2 440
j -- April Issued - - 150 2.2 330 300 2 600

50 2.2 110
i -‘ April Purchased 200 2.3 460 - - - 300 2 600

50 2.2 110
200 2.3 460

I 2“ April Issued - - - 150 2.3 345 300 2 600
50 2.2 110
50 2.3 115

April Issued - - - 200
50 2.3 115 200 2 400
50 2.2 110
100 2 200

I April Purchased 200 2.4 480 - - - 200 2 400
200 2.4 480

| ' April Issued - - - 250
200 2.4 480 150 2 300
50 2 100

1 ’April Closing Stock 150 2 300
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Q18. The following is a summary of receipts and issues of materials in a factory during a month in 2015. 

Jan 1 Opening balance 1000 units at ? 5 per unit 
Jan 3 Issued 500 units
Jan 9 Issued 300 units
Jan 10 Received from supplier 400 units at ? 4.50 per unit 
Jan 15 Returned to store 20 units from goods issued on 3rd Jan 
Jan 20 Issued 480 units
Jan 24 Purchased 200 units at 5.50 per unit 
Jan 25 Issued 120 units 
Jan 26 Returned to store 15 units 
A physical verification taken on Jan 22 reveals a shortage of 5 units. Compute the inventory value as 
on 31st Jan by using LIFO method.

Solution : (Model Paper-I, Q10(a) | March/April-17, Q10' a

LIFO Method

Date Particulars
Receipts Issues Balance

Quantity Per Unit 
Rate

Amount Quantity Rate Amount Quantity Rate Amount

Jan 1 Opening Balance 1000 5 5000
Jan 3 Issues 500 5 2500 500 5 2500
Jan 9 Issued 300 5 1500 200 5 1000
Jan 10 Received from 400 4.50 1800 - - - 200 5 1000

supplier
400 4.50 1800

Jan 15 Returned to store 20 5 100 - - - 200 5 1000
400 4.50 1800 1

20 5 100
Jan 20 Issued 480

20 5 100
- - - 400 4.5 1800 140 5 700

60 5 300
Jan 22 Shortage of 5 units 5 5 25 135 5 675 I
Jan 24 Purchased 200 5.50 1100 - - - 135 5 675 1

200 5.5 1100 1
Jan 25 Issued 120 5.5 660 135 5 675 1

80 5.5 440 I
Jan 26 Returned to store 15 5.5 • 82.5 - - 135 5 675 1

95 5.5 522.5,

Q19. The following is a summary of receipts and issues of materials in a factory during a month in 2015: 
Jan 1 Opening balance 500 units at ? 25 per unit 
Jan 3 Issue 250 units
Jan 10 Received from supplier 400 units at ? 24.50 per unit.
Jan 15 Returned to store 20 units
Jan 20 Issue 180 units
Jan 24 Purchased 200 units at 25.50 per unit
Jan 25 Issue 120 units
Jan 26 Returned to store 15 units.
A physical verification taken on Jan. 22 reveals a shortage of 5 units. Compute the material vali 
on 31st Jan. 2015 by using FIFO method. (Model Paper-n, Qio(a) | Oct/Nov.-u,

OR
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12015. The following is a summary of receipts and issues of materials in a factory during a month.

1-Jan Opening balance 500 units at ? 25 per unit 

3-Jan Issue 250 units

10-Jan Received from supplier 400 units at ? 24.50 per unit.

15-Jan Returned to supplier goods purchased on 10th Jan 20 units

20-Jan Issue 180 units

24- Jan Purchased 200 units at 25.50 per unit

25- Jan Issue 120 units

26- Jan Returned to store goods issued on 20th Jan 15 units.

A physical verification taken on Jan. 22 reveals a shortage of 5 units. Compute the inventory value as 
31st Jan by using FIFO method.

Solution:

mount I

5000*

2500
1000
1000

1800

1000
1800
100

700

March/April-18, Q10(a)

FIFO Method

lue

Date Particulars
Receipts Issues Balance

Quantity Per Unit 
Rate

Amount Quantity Rate Amount Quantity Rate Amount

2015
Jan.-1st Opening 500 25 12,500

Stock
Jan.-3rd Issued - - - 250 25 6,250 250 25 . 6,250
Jan.- 10th Received 400 24.50 9,800 - - - 250 25 6,250

400 24.50 9,800
Jan.-15th Returned to 20 25. 500 — — — 250 25 6,250

Store 400 24.50 9,800
20 25 500

I .an.-20th Issued - - - 180 25 4,500 70 25 1,750
400 24.50 9,800
20 25 500

I si.-22nd Shortage - - - 5 25 125 65 25 1,625
400 24.50 9,800
20 25 500

Ln.-24,h Purchased 200 25.50 5,100 - - - 65 25 1,625
400 24.50 9,800
20 25 500

200 25.50 5,100
I L- -25th Issued - - - H

65 25 1,625 345 24.50 8,452.5
55 24.50 1,347.5 20 25 500

200 25.50 5,100
-26th Returned to 15 25 375 — — — 345 24.50 8452.5

Store
20 25 500

200 25.50 5,100
15 25 375
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Q20. Prepare the Stores Ledger Account for the month of March 2012 under

(a) Simple average method

(b) Weighted average price method.

Date Particulars Quantity (kg.) Rate per Unit

March 2 Received 2000 10

March 6 Received 300 12

March 9 Issued 1200 -

March 10 Received 200 14

March 11 Issued 1000 -

March 22 Received 300 11

March 31 Issued 200 -

Solution: March/April-13, Q10(b

(a) Simple Average Method

Date Particulars
Receipts Issues Balance

Quantity Per Unit 
Cost

Total
Cost

Quantity Per Unit 
Cost

Total
Cost

Quantity Amount

March 2 Received 2000 10 20,000 - - - 2,000 20,000

March 6 Received 300 12 3600 - - 2300 23,600

March 9 Issued - - 1200 11 13200 1100 10400

March 10 Received 200 14 2800 - - • - 1300 13200

March 11 Issued - - - ■ 1000 13 13000 300 200

March 22 Received 300 11 3300 - - - 600 3500

March 31 Issued

Closing Stock

— . — 200 12.5 2500 400

400

1000

1000

(b) Weighted Average Method

Date Particulars
Receipts Issues Balance

Quantity Rate
(?)

Amount Quantity Rate
(?)

Amount Quantity Rate
(?)

Amount

March 2 Received 2000 10 20,000 - - 2,000 10 20,000 I
March 6 Received 300 12 3600 - - - 2300 10.26 23,600 I
March 9 Issued - - - 1200 10.26 12312 1100 10.26 11288 1
March 10 Received 200 14 2800 - - - 1300 10.84 14088 I
March 11 Issued - - - 1000 10.84 10840 300 10.82 3248

March 22 Received 300 11 3300 - - - 600 10.91 6548

March 31 Issued - - - 200 10.91 2182 400 10.91 4366 I
Closing Stock 400 4366 ,
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Q21. From the following information prepare a stores ledger by adopting the weighted average method and 
ascertain the value of the closing stock.

2011: April 1

April 4

April 6

April 10

April 15

April 20

April 25

Opening stock 600 units @ ? 30 per unit

Purchases 1200 units @ ? 40 per unit

Issued 1000 units

Purchased 1400 units @ ? 40 per unit

Issued 1600 units

Purchased 600 units @ ? 50 per unit

Issued 200 units.

Solution : March/April-14, Q10(a)

Weighted Average Method

Date Particulars
Receipts Issues Balance

Quantity Rate
(?)

Amount
(?)

Quantity Rate
(?)

Amount
(?)

Quantity Rate
(?)

Amount
(?)

1* April Opening Stock - - - - - - 600 30 18000

4* April Purchased 1200 40 48000 - - - 1800 36.7 66000

6* April Issued - - - 1000 36.7 36700 800 36.6 29300

10th April Purchased 1400 40 56000 - - - 2200 38.8 85300

15 April Issued - - - 1600 38.8 62080 600 38.8 23280

20 April Purchased 600 50 30,000 - - - 1200 44.6 53280

125 April Issued - - - 200 44.6 8920 1000 44.4 44360

J 50 April Closing Stock 1000 44.4 44360

222. The following information is extracted from the stores ledger of Lishanth industries, for the material 
item 786.

Purchases:

10-01-2014 : 2,000 units @ ? 20 per unit 

16-01-2014 : 4,000 units @ ? 35 per unit 

issues :

20-01-2014: 1,000 units

28- 01-2014 : 2,000 units 

Returns to stores :

29- 01-2014 : 50 units

There was a stock verification on 31-01-2014 and found 2750 units in the stores. Record the above 
transactions in the stores ledger under LIFO and weighted average methods, stating clearly the treatment 
of shortage of material and returns.
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Solution : (Model Paper-Ill, Q10(b) | March/April-16, Q10(a))

Weighted Average Method

Date Particulars
Receipts Issues Balance

Quantity Rate
(?)

Amount
(?)

Quantity Rate
(?)

Amount
(?)

Quantity Rate
(?)

Amount
(?)

10th Jan. Purchases 2,000 20 40,000 - - - 2,000 20 40,000

16th Jan. Purchases 4,000 35 1,40,000 - - - 6,000 30 1,80,000

20th Jan. Issue - - - 1000 30 30,000 5,000 30 1,50,000

28th Jan. Issue - - - 2000 30 60,000 3,000 30 90,000

29th Jan. Returns to store 50 35 1750 - - - 3050 30.08 91750

31th Jan.

31th Jan.

Issue

Closing Stock

— — — 300 30.08 9024 2750

2750

30.08 82726

82726

£

Q23. General Traders are the distributors for a certain brand of products. Following information is available 
for Jan. 2014.

Sales: ? 9,50,000

Administrative overheads: ? 20,000 

Opening stock: 1,000 units @ ? 300 each 

Purchases for the month:

Jan. 5th: 2,000 units @ ? 285 each 

Jan. 22nd: 1,000 units @ ? 303 each 

Closing stock on Jan. 31 : 1,300 units 

Compute:

(i) Value of inventory on 31s* January

(ii) Amount of cost of goods sold for January; and

(iii) Profit or loss for January

Under FIFO and LIFO methods.

Solution : Sept./Oct.-15, Q101

Stores Ledger by FIFO

Date Particulars
Receipts Issues Balance

Quantity Rate
(?)

Amount
(?)

Quantity Rate
(?)

Amount
(?)

Quantity Rate
(?)

Amount
(?)

Is* Jan. Opening stock - - - - - - 1,000 300 3,00,000
5th Jan. Purchases 2,000 285 5,70,000 - - - 1,000 300 3,00,000

2,000 285 5,70,000
22nd Jan. Purchases 1,000 303 303000 - - - 1,000 300 3,00,000

2,000 285 5,70,000 |

1,000 303 3,03,000 1
23th Jan. Issue 2700 (WN,)

1,000 300 3,00,000 300 285 85500
1700 285 484500 1,000 303 3,03,000 |

31th Jan. Closing Stock 1300 3,88,50C J
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Working Notes

Issue of Materials = Opening Stock + Purchases Units - Closing Stock 

= 1,000 + (2,000 + 1,000) - 1,300 

= 1,000 + 3,000-1,300 

= 2,700 units.

Stores Ledger by LIFO

Date Particulars
Receipts Issues Balance

Quantity Rate
(?)

Amount
(?)

Quantity Rate
(?)

Amount
(?)

Quantity Rate
(?)

Amount
(?)

Is' Jan. Opening stock - - - - - - 1,000 300 3,00,000

5 th Jan. Purchases 2,000 285 5,70,000 - - - 1,000 300 3,00,000

2,000 285 5,70,000

22nd Jan. Purchases 1,000 303 303000 -
a

1,000 300 3,00,000

2,000 285 5,70,000

1,000 303 3,03,000

23th Jan. Issues - - - 2700

1,000 303 3,03,000 1000 300 3,00,000

1700 285 484500 300 285 85500
131th Jan. Closing Stock 1300 3,85,500

Amount of Cost of Goods Sold for January

Q10(a

int

Particulars FIFO LIFO

Outstanding Sales 3,00,000 3,00,000

Add: Purchases 5,70,000 5,70,000

3,03,000 3,03,000

11,73,000 11,73,000

Less: Closing stock 3,88,500 3,85,500

Cost of goods sold 7,84,500 7,87,500

Calculation of Profit or Loss for January

Particulars FIFO LIFO

Sales 9,50,000 9,50,000

Less: Cost of goods sold 7,84,500 7,87,500

Gross Profit 1,65,500 1,62,500

Less: Administrative Expenses 20,000 20,000

Profit 1,45,500 1,42,500

500 | 
i.oooj
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EXERCISE PROBLEMS
1. Find out the Economic Order Quantity and Order Schedule for raw materials and packing materials with the following 

data given to you :

(a) Cost of Ordering : Raw materials
Packaging materials

: ? 1,000 per order 
: ? 5,000 per order

(b) Cost of holding inventory : Raw materials : 1 P. per unit p.m.

(c) Production rate: 2,00,000 units per month.

Packaging materials : 5 P. per unit p.m.

(Ans: = 2,00,000 units ; 2,00,000 units).

2. Two materials, X and Y are used as follows :

Minimum usage - 50 units per week each ;

Maximum usage - 150 units per week each ;

Normal usage - 100 units per week each ;

Ordering quantity : X - 600 units and Y - 1,000 units ;

Delivery period : X - 4 to 6 weeks ; Y - 2 to 4 weeks.

Calculate for each material:

(a) Minimum Level, (b) Maximum Level, (c) Ordering Level.

(Ans: (a) X = 400 units, Y = 300 units;

(b) X = 1,300 units, Y = 1,500 units;

(c) X = 900 units, Y = 600 units).

3. Modern enterprises requires 90,000 units of certain item annually. It cost ? 3 per unit. The cost per purchase or 
is ? 300 and the inventory carrying cost is 20 percent per year. What is the economic order quantity?

(Ans: 9487 Units)

4. The finance department of a corporation provides the following information,

(i) The carrying costs per unit of inventory are ^10.

(ii) The fixed costs per order are ? 20.

(iii) The number of units required is 30,000 per year.

Determine the Economic Order Quantity (EOQ), the total number of orders to be placed in a year and the time 3 
between two orders.

(Ans: 346 Units, ? 86.7, 4.2 days)

5. The following information is about a group of items. Classify the items as A, B and C.

Item No. 501 502 503 504 505 506 507 8 9 10
Annual use 30000 280000 3000 110000 4000 220000 15000 80000 60000 800
Price 10 15 10 5 5' 10 5 5 15 10

(Ans: Categorization of items,

A B C
502 9 501
506 504 10

8 507
503
505
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BBS
ring

Avinash Ltd., purchased and issued the material in the following order.

Particular Units Unit cost
1st January purchase 3,000 3.00
4th January purchase 6,000 4.00
6th January issue 5,000 -
10th January purchase 7,000 5.00
15th January issue 8,000 -
20th January purchase 3,000 6.00
23rd January issue 1,000 -
25th January issue 2,000 -
27th January purchase 5,000 7.00
31st January issue 2,500 -

(Ans:
Prepare store ledger account using LIFO method of pricing. 
Closing Stock = T 26,500)___________________________

7. Prepare a stores ledger under FIFO and LIFO methods. 
2009
January

»»
1

5
Balance of units 500 @ ? 15 per unit

Purchase 1,200 units @ ? 16 per unit
», 8 Issues 1,000 units
ft 10 Purchased 600 units @ ? 16.50 per unit
ft 15 Issue to work shop 500 units
ft 20 Purchased of materials 800 units @ ? 18 per unit

_____ ft 25 Issues to production 600 units
e orde- >» 30 Returns from work shop 20 units

ft 31 Purchases 400 units @ ? 17.50 per unit
____ »» 31 Issues 400 units.

(Ans: FIFO Closing Stock = T 18,120, LIFO Closing Stock = ? 16,280)
8. Draw up a stores ledger on the principle of FIFO for the month March, 2011 from the following:

March 1s* Opening Balance 600 Tons @ ? 250 per Ton
5th Issued 150 Tons
6th Issued 100 Tons
7th Issued 75 Tons

u 14th Received 150 Tons
@ ?190 per Ton

16th Materials returned from department 20 Tons
« 17th Found shortage 5 Tons
(( 20<h Issued 200 Tons

25th Issued 50 Tons
26th Received 150 Tons

@ ?180 per Ton
27th Issued 180 Tons

u 28th Returned from Department 40 Tons
M 30th Received 80 Tons

@ ? 190 per Ton

VT. L'

(Ans: Closing Stock = T 54,100)
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INTERNAL ASSESSMENT
I. Multiple Choice

1. (Maximum usage x Maximum delivery time) is the formula of_________ .

(a) Minimum level

(b) Maximum level

(c) Re-order level

(d) Average stock level

2. Reorder level - (Normal usage * Average delivery time in weeks) is the formula of_________ .

(a) Minimum level

(b) Maximum level

(c) Re order level

(d) Average stock level

3. Reorder level - (Minimum usage x Minimum delivery time) + Reorder quantity is the formula of

(a) Minimum level

(b) Maximum level

(c) Reorder level

(d) Average stock level 

Reorder Quantity

[ ]

[ ]

[ ]

is the formula of4. Minimum level +

(a) Minimum level

(b) Maximum level

(c) Reorder level

(d) Average stock level

is the formula of

[ ]

6.

C
(a) EOQ

(b) Maximum level

(c) Common stock

(d) None of the above

Input Quantity of Materials 
Quantity of Materials in the Output

(a) Output input ratio

(b) Input output ratio

(c) Output ratio

(d) None of the above

is the formula of

[ ]

[ ]
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7. Pricing method are classified into

(a) 1

(b) 2

(c) 3

types.

8.

(d) 4
Value of Materials is Stock

Quantity in Stock
(a) Simple average price method

(b) Weighted average price method

(c) Average price method

is the formula of [ ]

9.

(d) None of the above 
Total of different Prices in Stock .

is the formula of

10.

Total Number of Purchases
(a) Simple average price method

(b) Weighted average price method

(c) Average price method

(d) None of the above
Total of Purchase Price of Material in a Particular Period 

Number of Prices used in the Period
(a) Simple average price method

is the formula of

[ ]

II.

(b) Weighted average price method

(c) Periodic simple average price method

(d) None of the above

Fill in the Blanks

1. EOQ stands for__________.

2. ABC analysis stands for_________ .

3. JIT stands for_________ .

4. VED stand for_________ .

5. LIFO stands for_________.

6. FIFO stands for_________ .

7. EOQ is also known as_________ .

8. The level at which the fresh order is prepared and placed with the supplier is called as________ _.

9. FSND stands for_________ .

10. _________ is also called as ‘two-bin system’.
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KEY

I. Multiple Choice

1. (c)

2. (a)

3- (b)

4. (d)
J •
5. (a)

6. (b)

7. (d)

8- (b)

9- (a)

10. (c)

II. Fill in the Blanks
1. Economic Order Quantity

2. Always Better Control Analysis

3. Just in Time

4. Vital, Essential and Desirable

5. Last in First out

6. First in Last out

7. Optimum Quantity

8. Reorder level

9. Fast, Slow, Non-moving and Dead Items

10. Q-System.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



50 COST ACCOUNTING

III. Very Short Questions and Answers

Q1. What is meant by Direct Material Cost?

Answer :

The materials that are easily identified, measured and charged directly to the product are called as direct materials. 
These materials can directly enter into the process of production of finished products and act as an important part of the 
finished product.

Q2. What is Indirect Material Cost?

Answer :

The materials which cannot be identified and measured directly as direct materials are called as indirect materials. 
In simple words, the materials which may or may not be a part of finished goods are called as indirect materials.

Q3. List out the objectives of material control?

Answer :

The following are the objectives of material control,

1. To ensure continuous supply of materials.

2. To avoid making excessive investment in materials.

3. To reduce the wastage of materials.

Q4. What is Just in Time?

Answer :

Just-in-time production system was developed in Japan. It was mainly developed to help the manufacturing firms 
to increase the quality of their products by reducing the product costs.

Q5. Write about FIFO Method.

Answer :

In FIFO method, the materials which are brought first in store are issued first. First come first served policy is 
followed in this system. Old stocks are used first for issuing, which are then followed by new stocks. The leftover stock/ 
closing stock is evaluated first at the new prices.
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UNIT

3 LABOUR AND OVERHEADS

\______________ /
SIA GROUP

f LEARNING OBJECTIVES J

After studying this unit, one would be able to understand,

❖ Direct and Indirect Labour Cost along with its examples.

❖ Methods of Payment of Wages (Halsey and Rowan Plans and Taylor’s Piece Rate Method, Merrick 

Multiple Piece Rate Method).

❖ Concept of Overheads.

❖ Classification of Overheads.

❖ Methods of Allocation and Apportionment of Overheads.

❖ Machine Hour Rate and its Computations.

( INTRODUCTION j

Costs play vital role in the earnings of any business firm. It is essential for managers to have complete 

knowledge about all the related costs of the firm. Analyzing, classifying and controlling various cost elements 

helps managers in taking managerial decisions effectively. The various cost elements play significant role 

in analyzing the total cost. Therefore, total cost consists of three important elements i.e., labour and other 

expenses.

Labour is also one of the important sources of production of a product and the cost spent on maintaining 

labour forms an element of total cost. Controlling labour'cost is an important objective of management that 

can be achieved from the participation of senior employees of each department of the firm.

Overheads are also called as indirect expenses. The costs that cannot be charged directly to a particular cost 

centre or cost unit are called ‘overhead expenses’ or ‘overhead costs’. Allocation of overhead costs basically 

deals with the allotment of complete cost items to particular cost centre/department. It is a direct process of 

allotment. Machine hour rate is used to calculate the factory overhead absorption rate. Some industries or 

departments also allocate overheads to production on the basis of working hours of the machines.
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PART-A
SHORT QUESTIONS WITH SOLUTIONS

___________________________________________ -
Q1. What do you mean by Labour Cost?

Answer :

Labour cost constitutes the second main component of cost following materials as the first one. Maintaining proper 
wage records for determining a good wage policy and incentive for good performance would help in giving a sense of 
security and stability to the workforce.

Labour cost helps in minimizing labour turnover, maintaining efficiency and planning incentive for superior 
performance. Thus, it provides a basis for effective labour cost control.

The labour costs are classified into two types. They are,

(a) Direct labour

(b) Indirect labour.

Q2. Explain labour turnover. Oct./Nov.-13, Q4

OR

Methods of Labour Turnover

(Refer Only Topic: Methods of Labour Turnover)

Answer : (Model Paper-I, Q3 I Oct./Nov.-17, Q3)

Labour Turnover

Labour turnover refers to the percentage change in the number of labourers of an organization. It is not secured 
for a firm to have high labour turnover as it represents greater instability in the employment level of labour in the firm’s 
processes.

Methods of Labour Turnover

Labour turnover can be calculated with the help of anyone of the following four methods,

(i) Separation Method

According to this method labour turnover is calculated by using the formula,

T Number of employessleft during a particularperiod 
Average number of employeesduring a period

This method does not produce correct results as it does not take into consideration the additional number of labour 
in the firm.

(ii) Flux Method

Under this method LTR is calculated using the following formula,

_ Number of additions+ separations during a particularperiod 
Average number of employeesduring a period .

This method is not suitable for the firms under expansion as there will be no seperations.

(iii) Third Method

_ Number of additions + seperations during particularperiod 
Average number of employeesduring a period

This method is not suitable for the saturated firms.
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(iv) Replacement Method

Under this labour turnovers is calculated as follows:

Ltr Number of worksreplacedaperiod xlOO
Average number of emp loy eesduring the p eriod

This method yields accurate results and it takes into consideration the additional labour also.

Q3. What is Halsey Plan?

Answer : (Model Paper-ll, 041 March/April-12, 04)

Halsey plan was introduced by F.A Halsey who identified the capability of the individuals F.A Halsey was an 
American engineer. The bonus according to this method is paid on account of the time saved.

The features of Halsey Plan are as follows,

1. Assured time rate: Employee would be given the wages on the basis of the time allotted.

2. Fixation of standard time for all jobs or activities.

3. The worker is given a bonus of 50% of time saved in addition to his normal wage when the work is finished before 
the standard time.

| Total earnings = Time utilized x Hourly rate + Bonus |

Bonus = Timesaved xx Hourly rate 
100

Q4. Give the classification of overheads.

Answer : (Model Paper-Ill, Q3 | Sept.ZOct.-15, Q2)

Indirect expenses are also called as overheads. The costs that cannot be charged directly to a particular cost centre 
are called as indirect expenses. These expenses also include indirect materials and indirect labour.

The overheads are classified into four types which are as follows,

(i) Manufacturing Overheads

These are the indirect expenses which are incurred in the manufacturing operations of the firm.

Example

Depreciation, insurance etc.

(ii) Administration Overheads

The overheads that are incurred while developing a policy, guiding the organization and controlling or managing 
the firm’s activities are called as administrative expenses/overheads.

Example

Office rent, light, heat, wages of accountants, clerks and secretaries, legal and accounting machine services etc.

(iii) Selling Overheads

These overheads are the indirect costs that are related with the marketing and selling activities. These overheads 
include the costs for gaining orders from customers, marketing costs, advertising costs etc.

(iv) Distribution Overheads

The expenses which are incurred while distributing the product to the final customers are called as distribution 
overheads. They include the delivery costs, insurance, rent for warehouse, transportation costs etc.
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Q5. From the following particulars calculate the total amount of wages payable under,

(i) Halsey and

(ii) The Rowan premium plans:

Standard time 10 hrs

Wage rate per hour ? 5

Time taken 8 hours.

Answer : March/April-13, Q3

(i) Halsey Plan

Total earnings = Total wages for actual time + Bonus 

Total wages for actual time = 5 * 8 = ? 40

Bonus = 50% of (Time saved x Time rate)

Time saved = Total standard time hrs - worked hrs

= 10-8

= 2 hrs

Bonus = x 2 x 5

= ?5 v

.’. Total Earnings = ? 40 + ? 5

= ?45

(ii) Rowan Plan

Bonus = x (8 x 5)

= ^- x 40

Bonus = ? 8

Total earnings = (8 x 5) + 8 

= ?48.

Q6. There were 4,000 workers in a factory in the beginning of the year. New entrants in service during the 
year were 200 and those who left were 100. Find labour turnover rate.

Answer : Oct./Nov.-11, Q6

Labour Turnover Rate = Number of employees left during a period 
Average number of employees

Average Number of Employees during a particular period

Number of employees at the beginning of period + Number of employees at the end of period
2

_ 4000 + 4100 
2

= 4050 Employees.

Labour Turnover Rate = x i 00

= 2.469 (or) 2.47%.
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Q7. Calculate Machine Hour Rate,
(i) Cost of the Machine ^49,200
(ii) Estimated Scrap Value ? 1,200
(iii) Repairs and Maintenance ? 150 per month
(iv) Standing charge allocated to machine per month ? 1500 

Effective life of the machine 10,000 hours 
Power 5 units per hour @ 20 paise per unit.

(v)
(vi)

Answer : (Model Paper-I, Q6 | March/April-17, Q3)

Computation of Machine Hour Rate

Particulars
Hourly Rate of Standing Charges

1500
10,000 hrs

Running Charges or Variable Charges

Repairs and maintenance = jq qqq

... 19200-1200Depreciation = 10000hrs

Electricity consumption (5 units @ ? 0.20 per unit)
Machine Hour Rate

Per Hour

0.15

0.015

1.8

1
2.965

Q8. Compute Machine Hour Rate from the following information.
Electric power 7.50 per hour
Steam 1.00 per hour
Water 0.20 per hour t
Repairs 5,300 p.a.
Rent 2,700 p.a.
Cost of machine 1,25,000
Running hours of machine 2,000 p.a. Book value of the machine ? 75,000 replacement value of the 
machine ? 2,00,000, depreciation 10% p.a.

Answer : (Model Paper-ll, Q8 | Sept.ZOct.-15, Q5)

Machine Hour Rate

Particulars Amount
?/hr

Electric power 7.5
Steam 1.00

Water 0.20

D • 5,300Repairs 2 000 2.65

Rent- 2’7°°Kent- 2,000 1.35

Depreciation 1,25,000 x joq x 2 000 6.25

12,500
' 2,000
Machine Hour Rate 18.95
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Q3)

Q9. Calculate machine hour rate from the following,

(a) Cost of machine ? 19,200

(b) Estimated scrap value ? 1200

(c) Average repairs and maintenance charges per month ? 150

(d) Standing charges allocated to machine per month ? 50

(e) Effective working life of machine per month 10,000 hours

(f) Running time per month 166 hours

(g) Power used by machine : 5 units per hour @ 19 paise per unit. 

Answer : Oct./Nov.-14, Q3

the

Q5)

D.

Calculation of Machine Hour Rate

Particulars Per Hour 
Rate

Fixed Cost

Standing Charges = -j^g- 0.30

Variable Charges

_ . . 19,200-1200Depreciation = jq qqq 1.8

* l 18,00Annual repairs 150 x 12 = jq qqq
0.18

Power 5 units per hour @ 0.19 paise 0.95

Machine Hour Rate 3.23
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3.1 LABOUR COST - DIRECT AND INDIRECT LABOUR COST
Q10. What do you mean by labour cost? Write about direct labour cost and indirect labour cost.

Answer :
Labour Cost

Labour cost constitutes the second main component of cost following materials as the first one. Maintaining proper 
wage records for determining a good wage policy and incentive for good performance would help in giving a sense of 
security and stability to the workforce.

Labour cost helps in minimizing labour turnover, maintaining efficiency and planning incentive for superior 
performance. Thus, it provides a basis for effective labour cost control.

Classification of Labour Costs
The labour costs are classified into two types. They are,

(a) Direct labour

(b) Indirect labour.

(a) Direct Labour
The labour who is directly involved in the production process or attributed to a specific job is called as direct labour. 

The wages that are paid to direct labour are called as direct wages. The direct labour includes the following groups of 
labour.

(i) The labour involved in the actual production process.

(ii) The labour involved in supervision, maintenance, tools setting etc.

(iii) Inspectors, analysts etc., are needed for such production process.

The wages/salaries of inspectors and supervisors can be considered as direct labour if their efforts in the production 
process are measurable.

(b) Indirect Labour
The labour who is not possible to identify and are not attributed to a particular job or department is called as indirect 

labour. The salaries/wages that are paid to indirect labour are called as indirect wages.

Example: The trainees from outside agencies who are employed to train the workers in the firm.

Q11. Explain in detail about labour turnover.

Answer :

Labour Turnover

Labour turnover refers to the percentage change in the number of labourers of an organizations. It is not secured 
for a firm to have high labour turnover as it represents greater instability in the employment level of labour in the firm’s 
processes.

Methods of Labour Turnover

Labour turnover can be calculated with the help of anyone of the four methods:

(i) Separation Method

According to this method labour turnover is calculated by using the formula,

Number of employessleft during a particularperiod l_y I R — -
Average number of employeesduring a period

This method does not produce correct results as it does not take into consideration the additional number of labour 
in the firm.
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(ii) Flux Method "

Under this method LTR is calculated using the following formula,
____________________________________________ »_____ • ■ . ••

Number ofaddStions+separationsduringaparticularperiod^^^
Averagenumber of employeesduring a period

This method is not suitable for the firms under expansion as there will be no seperations.

(iii) Third Method

LTR _ Number of additions + seperations during particularperiod x j qq 
Averagenumber of employeesduring a period

This method is not suitable for the saturated firms.

(iv) Replacement Method

Under this labour turnovers is calculated as follows:

Number of works rep laced a period
LTR =---------------------------------------------—— ------------------ x 100

Average number of employeesduring theperiod

This method yields accurate results and it takes into consideration the additional labour also.

Causes of Labour Turnover

The causes or various reasons of labour turnover are basically divided into three categories as follows:

1. Personal causes

2. Avoidable causes

3. Unavoidable causes.

1. Personal Causes

The workers might quit/resign the organization mainly/completely for personal reasons like family priorities, death, 
retirement, domestic problems, accidental problems and so on.

2. Avoidable Causes

Avoidable causes include long working hours, inappropriate promotion methods, improper training methods, low 
wages, bad working environment, etc might force the workers to quit/leave the organization.

3. Unavoidable Causes

In the situations where workers become unproductive, go off duty for a long duration and those who are retrenched 
due to unsatisfactory work, results in unavoidable causes. The workers are forced to leave the organization because of the 
above mentioned unavoidable causes.

3.2 METHODS OF PAYMENT OF WAGES
- I  '  r ■«■■■■ 1 i." Ll'i . '■ ' ■ ■■ ' ........ ....... ■ —rr: ■ i ----- -----‘ '   r..................................... . ........... ..... -------------------------

Q12. Briefly explain the various methods of payment of wages.

Answer :

Wage Payment

A good method of wage payment must be easy to understand, follow, adaptable and incentive based.. Employers 
usually prefer to keeping the wage rates low while the employees always want an increase in their wage rates. For meeting 
the demands of employers and employees, a proper payment of wage system needs to be followed.

The two fundamental methods followed for wage payment are,

1. Time wage system and

2. Piece rate system.

The other method used is incentive schemes which is a combination of time and piece rate system.
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Methods of Payment of Wages

1. Time Wage System

It is one of the ancient/traditional method of wage payment. The employee is paid on the account of the time spent 
irrespective of the work completed. The time utilized can be an hour, a day or a week or a month.

This method of payment is used at various places.

(i) The quality of work is of greater significance than the quantity.

(ii) Evaluation of work causes inconvenience. Example: Indirect labour.

(iii) The work of production takes time and causes inconvenience due to various factors.

Time wage system is easy to follow and prevents any type of dissatisfaction to employees. The efficiency of employees 
is not acknowledged.

Formula

[ Wage = Number of hours or days worked x Wage rate per hour or day |

2. Piece Rate System/Payment by Result

The employees are paid at specified rate/piece per unit of output. The payment is made on the account of speed of 
work and not time. The payment is made as per the rate fixed per unit of work and the number of units the workers finish 
are taken into consideration for making the payment. Piece rate system is used:

(i) When jobs can be fixed in satisfactory manner.

(ii) Quality of work is not crucial.

(iii) There is adequate demand for output of continuous work.

(iv) Work is of repetitive kind.

(v) The job is a standardized one.

Formula

| Wage = Number of pieces produced x Piece rate |

3. Incentive Plans

Incentive plans are framed on the basis of the time given to the employees. Incentives are paid to employees who 
perform well by taking into account the time, quality and cost. Incentives are usually given through bonus or premium. 

s Incentive plans of wage payment basically are of 3 types:

(i) Taylor’s differential piece rate system

(ii) Halsey plan

(iii) Rowan plan.

3.2.1 Incentive Plans - Halsey, Rowan, Taylor’s Piece Rate and Merrick Multiple Piece 
______ Rate Method
Q13. Write about various incentive plans. Model Paper-i, 011(a)

OR

Discuss briefly about,

(i) Halsey and Rowan plan

(ii) Merrick plan

(iii) Taylor’s differential piece rate system.
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Answer :
The following plans are referred as incentive plans of organizations,

(i) Halsey and Rowan Plan

Halsey Plan

Halsey plan was introduced by F.A Halsey who identified the capability of the individuals F.A Halsey was an 
American engineer. The bonus according to this method is paid on account of the time saved.
Features of Halsey Plan

Following are the features of Halsey plan,

1. Assured time rate: Employee would be given the wages on the basis of the time allotted.
2. Fixation of standard time for all jobs or activities.

3. The worker is given a bonus of 50% of time saved in addition to his normal wage when the work is finished before 
the standard time.
| Total earnings = Time utilized x Hourly rate + BonuF)

Bonus = Time saved x x Hourly rate

Merits of Halsey Plan

Following are the merits of Halsey plan,

1. Minimal wages are assured which gives job security to the workers.

2. Labour cost and overhead expenses are decreased because of time.

3. The advantage of the time saved is divided equally among the employer and the employee.
4. It is simple and easy to use and follow.

Demerits of Halsey Plan

Following are the demerits of Halsey plan,

1. Standard time, when it is fixed, turns out to be complicated in nature.
2. Earnings are decreased which leads to insufficient incentive.

3. When employees hurry up for work, quality of work is avoided merely to save time and earn profit.

4. Proper incentives are not given to employees who work productively as added advantages are shared with employers.
Rowan Plan

Rowan plan was given by D. Rowan in the year 1901. It is calculated in the following ways.
|~ Time rate wages = Time taken x Wages rate per hour |

_ Saved time .. ........................Bonus =---------------------------------------x Time taken x Wage rate per hour
Standard time (or) time allowed

[Total earnings = Time rates wages + Bonus |

Merits of Rowan Plan

Following are the merits of Rowan plan,

1. This method is more specialized one when compared to Halsey plan method.

2. It ensures fair pay to employees.

3. Low quality products can be checked and recognized easily.

Demerits of Rowan Plan

Following are the demerits of Rowan plan,

1. Extra work is not recognized. Example: Earnings are reduced when time saved is more.

2. Bonus calculations are considered complicated by employees.
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(ii) Merrick Multiple Piece Rate System

Merrick multiple piece rate system represents a modification of Taylor’s differential piece rate plan. Unlike Taylor, 
it prescribes 3 rates i.e., beginners represents the lowest rate, developing workers lies in the middle whereas the highly 
efficient workers occupies the highest rate. For determining the efficiency of workers, percentages are used.

Rate of Remuneration can be calculated as,

Level of Efficiency Piece Rate
> 83%

83 - 100%

< 100%

Ordinary piece rate
110% of ordinary piece rate

120% ordinary piece rate

It doesn’t guarantee minimum amount of wages earned by a worker under normal conditions.

(iii) Taylor’s Differential Piece Rate System

F.W Taylor introduced the Taylor’s differential piece rate system. He is known as the father of scientific management.

Characteristics of Taylor’s Differential Piece Rate System

Following are the characteristics of Taylor’s differential piece rate system,

1. Piece work rates are of two types i.e., one is lower and the other one is higher.

2. If in case an employee accomplishes task in the allotted time, then he would be given high price piece rate.

3. Time or output is taken as a base for ascertaining the proficiency in work.

Merits of Taylor’s Differential Piece Rate

Following are the merits of Taylor’s differential piece rate,

(a) Taylor’s differential piece rate is of great help to the proficient employees.

(b) Possibility of greater production with minimal overheads.

(c) Output increases due to the skilled labour.

Demerits of Taylor’s Differential Piece Rate

Following are the demerits of Taylor’s differential piece rate,

(a) Employees get discouraged due to low piece rates.

(b) Employees whose proficiency level is below the time line, are not eligible for this system.

(c) It does not give the minimum day wages which results in employee’s frustration.

(d) Results in hatredness and jealousy between employees due to differential wage rates.

PROBLEMS
Q14. A worker takes 9 hours to complete a job on daily wages and 6 hours on a scheme of payment by 

results. His day rate is 75 paise an hour. The material cost of the product is ? 4 and the over heads are 
recorded at 50% of the total direct wages. Calculate the factory cost of the product under.

(a) Piece work plan

(b) Rowan plan

(c) Halsey plan.

Solution : Oct./Nov.-13, Q10(a)

Standard time = 9 hrs 

Actual time taken = 6 hrs 

Time rate = ? 0.75

(a) Piece work plan = AT x TR

= 6 x 0.75 = ? 4.5
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(b) Rowan Plan
Bonus = "SteSdTime xTotal wagesforactual time

Total wages for actual time = Time taken x Time rate 

Bonus = 9 x (6x0.75)

= |*4.5 

= 1.5

Total Earnings = (6 * 0.75) + 1.5 

= 4.5 + 1.5 

= ?6.

(c) Halsey Plan

Total Earnings = Total wages for actual time + Bonus 

Total wages for actual time = Time taken x Time rate

= 6x0.75 = 4.5 

Bonus = 50% of (Time saved x Time rate)

= ^-*3x0.75 

= ? 1.125

Total Earnings = 4.5 + 1.125 

= ? 5.625

Cost Sheet

Particulars Rowan Halsey Piece Rate
Materials 4 4 4
Add: Wages 6 5.625 4.5

Prime cost 10 9.625 8.5

Add: Factory Expenses 
(50% of direct wages)

3 2.8125 2.25

Factory Cost 13 12.44 10.75

Q15. From the following particulars work out the earnings for the week of a worker under,
(i) Straight piece rate system
(ii) Differential piece rate system

(iii) Halsey premium plan
(iv) Rowan system

Number of working hours per week 

Wages per hour 
Rate per piece 

Normal time per piece 

Normal output per week 

Actual output per week 

Differentials applied are

48
? 3.75 

? 1.50 

20 minutes 

120 pieces 

150 pieces

80% of normal piece rate below standard and 120% at and above
standard.
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Solution : (Model Paper-I, Q11(b) | March/April-17, Q10(b)

Computation of weekly earnings of a worker under different wage plans are as follows,

(i) Straight Piece Rate System

= Weekly output x Piece rate p.u

= 150 x 1.50 

Earnings = ? 225

(ii) Differential Piece Rate
, 150 pieces

Efficiency levels = 120pieces * 100 

= 1.25 or 125%
.-. The efficiency level achieved is more than 80%. So, a high differential pieces rate @ 120% applicable

(iii)

i.e., 1.50 x 120%

= 1.8 per piece

Earnings = 150 x 1.8 

= ?270

Halsey Premium Scheme (50% Sharing)

Standard Hours for Actual production

= 150 piece x 20
_ 3,000 minutes 

60 minutes

= 50 Hours 

Actual time = 48 hrs 

Time saved = 50-48

= 2 hrs

Earnings = Time taken x Hourly rate + Bonus

Bonus = Time saved x 50
100 x Hourly rate

50
100 x 3.75= 2 x

= ?3.75

Earnings = 48 x 3.75 + 3.75 

= ? 183.75

(iv) Rowan Premium Scheme
Time rate wage = Time taken x Wage rate per hr 

= 48 x 3.75 

= ? 180

Bonus = Standardlhne x Time taken x Hourly rate

= ^-X 48x3.75 

= ?7.2

.-. Total Earnings = Time rate wage + Bonus 

= ? 180 + 7.2 

= ? 187.2.
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Q16. From the following particulars, calculate the earnings of a worker:
Standard time allowed = 200 hours 

Time taken = 140 hours 
Hourly rate = ? 50
The plan of payment of bonus is on a sliding scale as under:
(i) Within the first 10% saving in standard time, the bonus is 40% of the time saved.
(ii) Within the second 10% saving in standard time , the bonus is 50% of the time saved.
(iii) Within the third 10% saving in standard time, the bonus is 60% of the time saved.
(iv) For the rest, the bonus is 75% of the time saved.

Solution : Oct./Nov.-16, QiO(a)

Standard time = 200 hrs
Time taken = 140 hrs 
Hourly rate = ? 50
Time saved = Standard time - Time taken 

= 200-140 
= 60 hrs

% of time saved = -jgg- x 100 = 30%

Particulars Amount
(?)

Normal wages (140 x 50) 7,000
U‘ Bonus (10% of saving time) 400

(20 x 50 x 40%)

2nd Bonus (10% of saving time) 500
(20 x 50 x 50%)

3rd Bonus (10% of saving time) 600
(20 x 50 x 60%)

Total Earnings of a Worker 8,500

Q17. The following information is related to a factory where A, B, C and D work normal rate per hour. ? 50 
standard time per unit: 12 minutes in a 40 hours week, the output was as follows: A: 66 units; B: 166 
units; C: 200 units; D: 220 units Calculate the earnings of workers under:
(i) Straight piece rate system
(ii) Straight time rate system
(iii) Taylor’s differential piece rate system, and
(iv) Merrick’s multiple piece rate system.

Solution : Sept./Oct.-15, Q10(b)

Calculation of Units Per Hour
12 min-----1 units
60 min-----?

Y2 = 5 units per hour

Units per hour = 5 units 
Standard Quantity = 40 * 5 = 200 units

Rate per hour so
P,ece rate = Units per hour = ^ = 10 P’u

TD SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD.



UNIT-3 : Labour and Overheads 65

(i) Straight Piece Rate System / f} . : g<

For Employee A - ? 10 x 66 units = ? 660 '

For Employee B = ? 10 x 166 = ? 1,660 

For Employee C = ? 10 x 200 = ? 2,000 

For Employee D = ? 10 x 220 = ? 2200

(ii) Straight Time Rate System

= Rate per hour x Hour per week 

= ? 50 x 40 = ? 2000

(iii) Taylor’s Differential Piece Rate System

A:

SQ is 200 units, out of which A produces only 66 units which is less than standard. 

Hence, 80% of normal piece rate

B:

C:

D:

(iv)

A = ? 10 x 80% = 8

66 units are produced by A, then its earnings = 66 x 8 = ? 528

B is producing 166 units of 200 which is more than which is less than standard. Hence, 80% of normal piece rate 

B = 80% x 1O = ?8

B produces 166 units then its earnings becomes = 8 x 166 = ? 1328

C is producing 200 units and SQ is also 200 which is equal to 100% of work. Hence, 125% of normal piece rate is used 

125% x 10 = ? 12.5

C produces 200 units then its earnings becomes = 12.5 x 200 = ? 2500

D is producing 220 units, which is more than 100% of SQ (i.e., 200 units). Hence, 125% of normal piece rate is used. 

125% x 10 = ? 12.5

D produces 220 units then its earnings becomes = 12.5 x 220 = ? 2750

Merrick’s Multiple Piece Rate System

ForA = ^-x100 =33%

ForB = ^g-x100 =83%

For c = Igg-xlOO = i 00% .

ForD = f^xioo = 110%

For ‘A’ as it is upto 83% normal piece rate i.e., ? 10 is use.

For ‘B’ as it lies between 83% - 100, 110% of normal piece rate is used

i.e., 110% x 10 = ? 11

For C as it is above 100, then 120% of normal piece rate is used

i.e., 120% x 10 = ? 12

For D as it is above 100, then 120% of normal piece rate is used

i.e., 120% x 10 = ? 12.
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Q18. From the following data calculate the wages according to,

(i) Halsey premium plan

(ii) Rowan premium plan.

Employees Standard Time Actual Time Rate Per hour
A 10 Hrs 8 Hrs ? 2.00
B 10 Hrs 6 Hrs ? 3.00

Solution : March/April-15, Q10(a)

Employer A Employer B
Standard time = 10 hrs
Time taken = 8
Rate per hour = 2

Standard time = 10 hrs
Time taken = 6 hrs
Rate per hour = 3

ate

ised

(i) Halsey Premium Plan

For Employer A

Total Earnings = Time taken x Rate per hour + Bonus 

Employee A = 8 x 2 + Bonus

Bonus = Time saved x x Hourly rate

= 2 x Wx 2 

= ?2

.'. Total Earnings = 8x2 + 2 

= ? 18

For Employer B

Total Earnings = Time taken x Rate per hour + Bonus 

Bonus = Time saved x -™- x Hourly rate

~ 4 x 100 x 3

= ?6

Total Earnings = 6x3 + 6 

= ?24

(ii) Rowan Plan

For Employer A

Time rate wage = Time taken x Wage rate per hours 

= 8x2 

= ? 16
Bonus = sSidth£ex Time taken x Hourlyrate 

= ^j-x 8 x 2 

= ?3.2

Earnings = Time rate wage + Bonus 

= 16 + 3.2 = ? 19.2
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For Employer B

Time rate wage = Time taken x Wage rate per hour 

=6x3=?18

Bonus = sStex Time teken x Hourlyrate 
= ^x6x3 

= ?7.2

Earnings = ? 18 + 7.2 

= ?25.2

3.3 OVERHEADS - CLASSIFICATION
Q19. Explain the concept of overheads. Classify them in detail.

Answer :

Overhead

The expenses which take place over and above the prime cost are called as ‘overheads’. It is the total of all costs of 
indirect material, indirect wages and indirect expenses. Indirect refers to any expense which cannot be allocated but can 
be divided or taken by cost centres or cost units. Overhead is also called as “overhead expenses”, “on cost”, “overhead 
cost”, “supplementary cost”, “loading” and “burden”.

Characteristics of Overheads

Following are the characteristics of overheads,

1. Overheads include both fixed as well as variable expenses.

2. Overheads are usually the indirect cost of material, wages and expenses.

3. Overheads consist of cash expense like rent and financial/book expenses like depreciation which are not related to
the cost units.

4. Overheads must be allocated to different departments followed by the cost centres or products or units.

5. Overheads consist of as production well as non-production expenses which cannot be equally divided among the
different departments.

6. Overheads are the general costs which consist of service which can be charged to particular units or departments

Classifications of Overheads

Indirect expenses are also called as overheads. The costs that cannot be charged directly to a particular cost centra 
are called as indirect expenses. These expenses alsoinclude indirect materials and indirect labour.

The overheads are classified into four types which are as follows,

(i) Manufacturing overheads

(ii) Administration overheads

(iii) Selling overheads and

(iv) Distribution overheads.

(i) Manufacturing Overheads

Manufacturing overheads are the indirect expenses which are incurred in the manufacturing operations of the

Example

Depreciation, insurance etc.
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(ii) Administration Overheads

The overheads that are incurred while developing a policy, guiding the organization and controlling or managing 
the firm’s activities are called as administrative expenses/overheads.

Example

Office rent, light, heat, wages of accountants, clerks and secretaries, legal and accounting machine services etc.

(iii) Selling Overheads

Selling overheads are the indirect costs that are related with the marketing and selling activities. These overheads 
include the costs for gaining orders from customers, marketing costs, advertising costs etc.

(iv) Distribution Overheads

The expenses which are incurred while distributing the product to the final customers are called as distribution 
overheads. They include the delivery costs, insurance, rent for warehouse, transportation costs etc.

3.3.1 Methods off Allocation, Apportionment and Absorption off Overheads
Q20. Discuss briefly about the allocation and apportionment of overheads and their basis for both allocation 

and apportionment

Answer : Model Paper-ll, 011(a)

After collecting the costs from the organisation, the next step is to allocate and apportion the given overhead costs 
to particular departments or cost centres.

Allocation of Overheads

According to C1MA, allocation of cost is defined as “charging of discrete and identifiable items of costs to the cost 
centres or cost units”. In other words, if the costs that are wholly incurred directly for a particular department, oncost centre 
of the organisation, then the allotment or charging of these costs to their cost centre is called “allocation of cost”.

It is very important for decision-making and controlling the costs. Allocation of cost is possible only if the cost 
incurred for the cost centre has been identified accurately.

Example

The costs of production cannot be allocated without knowing the exact department or cost centre.

It is very easy to allocate indirect materials to cost centres responsible for the costs. The allocated costs include 
depreciation of machinery, supervision, overtime and idle time cost indirect wages etc.

Unlike apportionment, allocation of overheads does not consider the benefits arising from each cost centre when 
compared to allocation of costs. This reduces the degree of uncertainty in allocation of overheads.

For better allocation of overheads, it is necessary for a cost centre to fulfill the following two conditions,

(a) The overhead costs must be incurred for that cost centre completely.

(b) The amount of overheads incurred from cost centre need to be ascertained accurately.

The three basic activities involved in allocation of costs are,

(i) Accumulation of costs

(ii) Identification of cost centres of objects for allocation

(iii) Selection of a technique to allocate costs to particular cost centre.

Methods or Basis of Allocation of Overheads

It is necessary to formulate a basis for allocation of costs to cost centres without any errors.

• Labour related factory overheads such as supervisors salaries, canteen expenses, wages of labour etc., are allocated 
on the basis of number of employees, direct labour hours, wages paid.

ii) Machine related factory overheads include insurance, maintenance, depreciation costs etc. The basis for allocation 
of these costs include machine hours, book value of machine, number of machines etc.

ii) Space related factory overheads include rent, insurance, lighting, maintenance of building etc. The basis for allocation 
of these costs include (space) floor occupied.
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(iv) Service-related costs include utility, material handling. The cost allocation is based on value, quantity, time etc.

Class Costs Included Basis of Allocation
1. Labour related overheads ❖ Supervisors salary

❖ Canteen expenses

❖ wages

(i)
(ii)

(iii)

Number of employees
Number of labour hours

Wages paid

2. Machine-related overheads ❖ Insurance

❖ Maintenance of machinery
❖ Depreciation

(i)

(ii)
(iii)

Number of machine hours

Number of machines
Present book value of machinery

3. Space-related overheads ❖ Rent
❖ Insurance for building
❖ Lighting
❖ Maintenance of building

(i)
(ii)
(iii)

Floor occupied
Number of light points
Book value of building

4. Service related overheads ❖ Material handling
❖ Utility

(i)
(ii)

(iii)

Value
Quantity

Time

Apportionment of Overheads

According to CIMA, apportionment of costs is defined as “the allotment of two or more cost centres of proportion 
wherein common cost items and estimated basis of benefits are received by them”.

In general words, sometimes the overheads are common to two or more cost centres or departments. In such case it 
is not possible to charge these costs to any other department. Thus, allotment of these costs to different departments within 
the organisation is called “apportionment”. In other words, the allocation of a part of each cost item to different cost centres 
responsible for holding that cost is called “Apportionment of overheads”.

The cost item which is common to more than one cost centre should be distributed to all the cost centres on an 
equitable basis.

Example

Power bill is not an allocated cost it has to be apportioned to different departments as it has not been incurred only 
by one department. Hence, power bill should be distributed on an equitable basis to all the cost centres involved in the 
organisation.

Apportionment of costs includes fire insurance, lighting and heating, canteen expenses, medical and other welfare 
expenses etc.

Principles of Apportionment

The principles on which the apportionment of overhead costs based are as follows,

(i) Service or Use Criterion

This principle is based on assumption and states that services provided to various departments facilitates easy 
measurement.

(ii) Survey or Analysis Principle

This principle is applied when service rendered cannot be measured accurately on account of variations from time tc 
time. These costs require arbitrary distribution. This principle helps in determining the effect of overhead costs to differen: 
departments and sharing the costs based on that effect.

(iii) Ability to Pay Principle

The basis for this principle is taxation theory which states that the more the income received, higher will be the ta?- 
burden on that department. Based an this principle, the departments or products which generates huge profits should bea 
large share of overhead when compared to new department or product.
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(iv) Efficiency or Incentive Principle
According tb this principle, overheads are apportioned to each department based on the fixed targets. The management 

will also provide incentives to achieve the targets. In other words, the apportionment is based on the efficiency and 
inefficiency of the department.
Basis of Apportionment

Overheads Cost Basis of Apportionment

(a) (i) Rent and other building expenses

(ii) Lighting and heating

(iii) Fire precaution service

(iv) Air-condition

Floor area *

(or)

Volume of department

(b) (i) Fringe benefits

(ii) Time keeping

(iii) Welfare expenses

(iv) Supervision

Number of workers

(c) (i) Compensation to workers

(ii) Holiday pay

(iii) Other parts of compensation and benefits ESI and PF

Direct wages

(d) (i) General overheads Direct labour hours/Direct wages/Machine hours

(e) (i) Depreciation

(ii) Repair and maintenance

(iii) Insurance

Capital value of asset

(f) (i) Power consumption

(ii) Internal transport

(iii) Director’s salaries

Technical estimate

(9) Lighting expenses Number of light points/area

(h) Electric power Horse power (or) number of machine hours (or) value 
of machines.

(i) (i) Material handling

(ii) Stores keeping

Weight of materials (or)

value of materials.

321. What do you understand by re-apportionment? Write about the basis and various methods of
re-apportionment.

Knswer :
:e-apportion me nt

The overheads of the service cost are being re-apportioned to the production departments only. This is because the 
service cost centers are meant for providing services to the production departments. Reapportionment includes the process 

- redistribution of the service costs which are being distributed primarily through departmentalization. Hence they are 
fled as secondary distribution of overheads.

The principle behind the reapportionment of overheads is the proportion of benefits received by the cost centres 
Evolved in that cost. Usually, it is quite difficult to determine the proportion of benefits to each cost centre. Hence, the 
management is making use of the technical estimate for this purpose.

Reapportionment or re-distribution helps in apportionment of overheads.
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(iv) Service-rela
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Number of requisitions, quantity or value of materials. 
Related area of each department.
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Example
S, and S2 are service departments of a firm. Service department S{ renders services of water supply to service 

department S2. Similarly 5, renders services of steam supply to Sv Both St and S2 depends on each other for their services.
Reciprocal method of reapportionment involves three methods,
(a) Simultaneous equations method
(b) Repeated distribution method
(c) Trial and error method.
Let us discuss each method in detail.

(a) Simultaneous Equations Method
In this method, the accurate costs of the service departments are distributed first to all the departments by following 
simultaneous equations. After that, the costs are redistributed based on the percentages given in the problem. The 
steps involved in this method are,
❖ Distribution of actual costs using equations.
❖ Redistribution of costs based on given percentages.

(b) Repeated Distribution Method
This method involves the following steps,
(i) Distribute the total of the first service department overheads based on the given percentages to other departments 

till the first service department is closed.
(ii) Now, the second service department costs consists of its actual cost and the cost apportioned from first department. 

Apportion the costs to all the departments is based on the given percentages.
(iii) Again reapportion the costs of first service department that is apportioned from 2nd service department to all 

the departments by applying the same percentages.
(iv) Repeat the above process till the exhaustion of the service department costs for further reapportionment.

<c) Trial and Error Method
In this method of reapportionment,
(i) The cost arising from one service department (Sj) is apportioned to another center and the apportionment is 

based on given percentages 5,.
(ii) Now, the second service department (S2) consists of the actual cost and the cost apportioned by first service 

department (5,). These costs are to be apportioned to first service department (S’,) and the remaining to other 
service departments based on the given percentages.

(iii) Repeat the same process till the total cost gets exhausted.
222. Define factory overheads and explain different methods of absorption of factory overheads.
Answer :
:actory Overheads

Factory overheads are the indirect expenses which are incurred in the manufacturing operations of the firm. Example: 
Depreciation, insurance etc.

The total factory overhead i.e., the amount of apportionment and reapportionment of factory overheads must be 
■ged to each unit which is being produced. Factory overheads are usually calculated on the basis of depreciation of 
Line, power, repair and maintenance of machines and so on.

If the production of a firm is uniform, then those firms can use the single overhead rate for the absorption of overheads, 
in most of the cases we have to choose the method of absorption of factory overheads which should be carefully done, 
factors that are to be considered while deciding the method of overhead absorption are,

(i) Basis for absorption
(ii) Use of actual or predetermined rate
(iii) Use of activity level
(iv) Length of period
(v) Use of single/multiple rate of overheads.
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Methods of Absorption of Factory Overhead

The methods that are used for the absorption of factory overheads are,

1. Percentage on Direct Material Cost Method

In percentage on direct material cost method, the factory overheads are absorbed on the basis of direct material cost. 
The overheads are absorbed by dividing the estimated factory overheads by the estimated direct material cost.

Formula
Estimated factory overheads 

Factory overhead rate = ——, ... j——r:-----7J Estimateddirect material cost

This method is applicable only if,

❖ The production output consists of single product.

❖ Common materials are used for different tasks.

❖ Price of raw materials is stable

❖ Material cost is dominant component in total cost.

2. Direct Labour Cost Method

In direct labour cost method, the absorption of overheads is based on direct labour cost. It can be calculated by 
dividing the factory overheads by the direct labour cost or wages.

Formula

, ♦ Factory overheads
Factory overhead rate = ——■-----------

J Direct wages

This is the oldest and most popular method of overhead absorption. This method holds good only if,

❖ Labour cost is a dominant component in total cost.

❖ No wide differences in skill of labour.

❖ No fluctuations in wage rates.

3. Prime Cost Method

In prime cost method, absorption of overhead is based on prime cost. The overhead absorption can be done b 
dividing the overheads to be absorbed by prime cost.

Formula
Factory overheads to be absorbed 

Factory overhead rate =------------ 77--------------------------J Prime cost

This method is suitable for the firms in which both direct material and labour costs are equally contributed to tot
cost.

4. Direct Labour Hour Rate Method

In direct labour hour rate method, the absorption of overheads is based on the labour hours worked. It is calculate 
by dividing the factory overheads to be absorbed by the direct labour hours.

Formula

Overhead rate =
Factory overheads to be absorbed 

Direct labour hours

5. Machine Hour Rate Method

Machine hour rate is one of the method which is being used to calculate the factory overhead absorption rate. Machi 
hour rate represents the rate of overheads that have taken place in performing/carrying out the operation on a machine I 
one hour.
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Formula

Machine hour rate can be calculated with the help of the following formula,

Machine hour rate= Overheads to be absorbed 
Machine hours

This method is used to determine the overhead rate in the firms which depends mostly on machines i.e., automated 
firms.

6. Rate per Unit of Production Method

In rate per unit of production method, the absorption of overheads is based on rate per unit of production. It is 
calculated by dividing the factory overheads to be absorbed by number of units.

Formula

Factory overheads to be absorbed
Overhead rate = of units produced x 100

7. Standard Rate Method

Standard rate method is mostly used by the firms that has implemented the standard costing technique. In this method 
standard overheads and standard base are fixed depending on the past experience and also by considering the factors 
affecting the overheads.

Formula

Standard overhead for a period 
Overhead rate standard base for that period

Q23. What do you mean by machine hour rate? What are the types of machine hour rate? How is it calculated? 
State its merits and demerits.

Answer : Model Paper-Ill, Q11(a)

Machine Hour Rate

Machine hour rate is one of the method which is being used to calculate the factory overhead absorption rate. Machine 
'.our rate represents the rate of overheads that have taken place in performing/carrying out the operation on a machine for 
?ne hour.

According to ICMA terminology “Machine hour rate is defined as an actual or predetermined rate of cost of 
=oportionment absorption or overhead which is calculated by dividing the cost to be apportioned or absorbed by the number 
: hours for which a machine or machines are operated or expected to be operated”.

:ormula

Machine hour rate can be calculated with the help of the following formula,

Machine hour rate= Overheads to be absorbed 
Machine hours

This method is used to determine the overhead rate in the firms which depends mostly on machines i.e., automated
fans.

"< pes of Machine Hour Rate

Machine hour rate is basically of two types,

Simple Machine Hour Rate

In simple machine hour rate method, only fixed expenses are taken into calculations for computing the machine 
jt rate. Variable costs especially the direct wages are being excluded from the overheads.
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(b) Comprehensive Machine Hour Rate

Comprehensive machine hour rate method includes both variable and fixed costs that have been spent for carrying 
out the operations on machines.

If any department consists many machines then in that case the overheads must be apportioned to all the machines 
on an equitable basis.

Overheads Standing Charges Basis for Apportionment

(i) Rent and rates On the basis of the floor space being occupied

(ii) Heating and lighting On the basis of the number of points used (+)
Cost of special lighting/heating for each

(iii) Supervision On the basis of the time spend in supervising each machine.

(iv) Lubricating oil On the basis of the past experience

(v) Insurance
Machine Expenses

On the basis of the book value of the machine

(i) Depreciation On the basis of the cost of machine

(ii) Power On the basis of the units consumed

(iii) Repair On the basis of the cost of repairs

Calculation of Machine Hour Rate

The steps of machine hour rate are as follows,

(i) Firstly take into consideration all the machines or group of machines as a cost centre and then allocate and apportion 
the overheads to each cost centre.

(ii) Secondly after allocation, the overheads related with the machine are divided into standing and variable expenses.

(iii) Determine the standing charges for each cost centre/machine for particular period of time and then divide this amount 
by the total number of machine hours in that period. This will result in the hourly rate of fixed charges.

(iv) The total standing charges rate and the machine expenses together will result in ordinary machine hour rate.

(v) In the case of simple machine hour rate only the standing charges rate and variable charges rate will give the machine 
hour rate but for calculating comprehensive machine hour rate direct wages must also be added to the simple machine 
hour rate.

Merits of Machine Hour Rate

Some of the merits of machine hour rate method are,

(i) This method of overhead absorption provides accurate results as it takes into consideration the time factor.

(ii) This is the most scientific and logical method.

(iii) The machine hour rate helps the management in decision-making process.

(iv) This method estimates the price quotation of a job in a more organized manner.

(v) It is also used in determining the cost of idle time of machines.

(vi) It is also used to study the relative efficiencies and costs of different machines.

Demerits of Machine Hour Rate

Some of the demerits of machine hour rate method are,

(i) This method is not applicable to the firms which greatly depends mostly on manual labour.

(ii) It is a costly method which involves additional work.

(iii) This method does not take into consideration the overheads which are not related directly with the machine hoi

(iv) Calculation of machine hour rate is not possible in the absence of advance production programme.
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PROBLEMS
Q24. Calculate the machine hour rate from the following data.

(?)

Cost of machine 1,00,000

Installation charges 10,000

Estimated scrap value after the expiry of its life (15 years) 5,000

Rent and rates for the shop per month 200

General lighting for the shop per month 300

Insurance premium for the machine per annum 960

Repairs and maintenance expenses per annum 1,000

Power consumption 10 units/hr -

Rate of power per 100 units 20

Estimated working hrs p.a 2,000

Shop supervisor’s salary per month 600

1 1 The machine occupied of the total area of the shop. The supervisor is expected to devote his 

time for supervising the machine.
Solution : March/April-13, Q10(a)

Computation of Machine Hour Rate

Particulars

(i) Rent and rates for the shop (WN,)

200 x I2x |

(ii) General lighting for the shop (WN2)

300 x 12x |

(iii) Insurance premium p.a

(iv) Shop supervisor’s salary p.m (WN3)

600 * 12x1

Total

Amount 
per annum

600

900

960

1140

3,900

(v) - Standing charges per hour = jooo
Variable Charges:
(vi) Depreciation (WN4)

1,00,000 + 10,000 - 5,000 x jIqq x i-

(vii) Repairs and maintenance
 R000

1.95

3.5

2,000 

(viii) Power (WN5)

Machine hour rate 7.95
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Working Notes 

WN,: (Rent)
Rent is given on monthly basis and it is also given that machine occupied -^g- of the total area of the shop hence it 

is also considered while calculating annual rent:

i.e., 200 x 12 x j =600

WN2: (Lighting)
Lighting must also considers the area occupied by machine monthly expenditures must be converted into annual 

charges.
i.e., 300 x 12 x i-=900

WN3: (Shop Supervisor’s Salary)
While calculating his annual salary, even the time devoted by the supervisor in supervising the machine needs to be 

considered.
i.e., 600 x 12 x 1= 1440

WN4: (Depreciation)
. . _ Cost of machine + Installation charges - Scrap value

epreciation - Expected working hours x Life of machine

1,00,000+ 10,000-5,000 
UeP- 2,000x15

= 3.5

WN5: (Power)

100 units------ ? 20

10 units — ?
2QxlQ __

____________ 100 ________ _______________________________________________________________________
Q25. Following particulars relate to a manufacturing company which has three production departmei 

A, B and C and two service department X and Y. Department Overheads as per primary distributioi 
A- ? 6,500, B- ? 7,800, C - ? 3,800, X - ? 5,500 and Y - 3,000
The company decides to charge the service departments cost on the basis of following percentag

A B C X Y
Service Department X 40% 30% 20% - 10%
Service Department Y 30% 30% 20% 20% -

Find the total overheads of production departments charging service department costs to produc 
department on repeated distribution or simultaneous equation method.

Solution : (Model Paper-ll, Q11(b) | March/April-18, C

Repeated Distribution Method
Statement Showing Secondary Overhead Distribution

Item
Production Department Service Department

A(?) B(?) C(?) X(?) Y(?)

Total as per primary distribution 6,500 7,800 3,800 5,500 3,0

Service Dept. X 2,200

(40% of 5,500)

1,650

(30% of 5,500)

1,100

(20% of 5,500)

(-) 5,500 5

(10%of5,5C

Service Dept. Y 1,065

(30% of 3,550)

1,065

(30% of 3,550)

710

(20% of 3,550)

710

(20% of3,550)
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Service Dept. X 284 213 142 (-)710 71

(40% of 710) (30% of 710) (20% of 710) (10% of 710)

Service Dept. Y 22 22 14 14 (-)71

(30% of 71) (30% of 71) (20% of 71) (20% of 71)

Service Dept. X 6 4 3 (-)14 -

, ... . (40% of 14) (30% of 14) (20% of 14)

Total 10,077 10,754 5,769

Simultaneous Equation Method

Let,

lX denote the total overheads of service department X

‘F denote the total overheads of service department ‘F 

X=a+bY ....(1)

Y=a+bX .....(2)

a = Overheads of a department before re-apportionment

b = Share of overheads of one service department to be distributed to the other

Thus,

X= 5,500 + 20% of Y ..... (3)

7=3,000 + 10%ofX ...... (4)

X = 5,500 + 0.2 Y ....... (5)

7= 3,000 + 0.1 X ...... (6)

Multiply both equations by 10, we get,

10 X= 55,000 + 2Y ..... (7)

10 Y= 30,000 + X ..... (8)

Rearrange equation (8) as that of equation (7),

10 X= 55,000 + 27

-%= 30,000-107

or

10 X- 27= 55,000 ..... (9)

-X+ 10 7=30,000 ......(10)

Multiply equation (10) by 10, we will get, 
10/-27= 55,000

-)QX+ 100 7=3,00,000 

987= 3,55,000

[■'. 7 = 3,622|

Substitute the value of ‘F in equation (3), we get, 

F= 5,500 + 20 % x 3,622 

X= 5,500 + 724

|X = 6,224|

These amounts need to be apportioned to production departments in a specified percentage.
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Secondary Distribution Summary

Items Total
Departments

A B C

Total as per primary summary 18,100 6,500 7,800 3,800

Department X (90% of 6,224) 5,500 2,490 1,867 1,245

Department Y (80% of 3,622) 3,000 1,087 1,087 ' 724

26,600 10,077 10,754 5,769

Q26. Following particulars relate to a manufacturing company which has three production departments A, 
B and C and 2 service departments X and Y. Department overheads as per primary distribution:

A - ? 6,300, B - ? 7,400, C - ? 2,800, X - ? 4,500 and Y - ? 2,000
The company decides to charge the Service departments cost on the basis of the following percentages.

A B C X Y
Service Department X 40% 30% 20% — 10%

Service Department Y 30% 30% 20% 20% —

Find the Total overheads of production departments charging service department costs to production 
departments on repeated distribution method.

Solution: (Model Paper-Ill, Q11(b) | Oct./Nov.-17, Q10(b))

Statement Showing Secondary Overhead Distribution

Item
Production Department Service Department

A(?) B(?) C(?) X (?) Y(?)

Total as per Primary 
Distribution

6,300 7,400 2,800 4,500 2,000

Service Dept. X 1,800 1,350 900 (-) 4,500 450

(40% of 4,500) (30% of 4,500) (20 % of 4,500)

Service Dept. Y 735 735 490 490 (-) 2,450

(30% of 2,450) (30% of 2,450) (20% of 2,450) (20% of 2,450)

Service Dept. X 196 147 98 (-) 490 49

(40% of 490) (30% of 490) (20% of 490) (10% of 490)

Service Dept. Y 15 15 10 10 (-)49

(30% of 49) (30% of 49) (20% of 49) (20% of 49)

Service Dept. X 4 3 2 (-) 10 -

(40% of 10) (30% of 10) (20% of 10)

Total 9,050 9,650 4,300

Q27. The following particulars relate to a manufacturing company which has 3 production departments 
Pv P2, P3 and 2 service departments S, and S2.

Department overhead as per primary distribution summary:

Departments

Pi P2 P3 s, s2

800 700 500 234 300
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The company decided to charge service department overheads on the basis of following percentages:

Service
Departments

Pr
De

oduction
nartments

Service
Departments

P2 P3 s, s2

s, 20% 40% 30% - 10%

S2 40% 20% 20% 20% -

Find the total overheads of production departments charging services department cost to production 
departments on,

(i) Repeated distribution and

(ii) By simultaneous equation method. Oct./Nov.-13, Qio(t>)

OR

A company has three productin departments P,, P2, and P3 and two service departments S1 and 
S2 for a period the Departmental Distribution Summary of expenses is as follows: P1 ? 8,000; 
P2 ? 7,000, P3 ? 5,000; S, ? 2,340 and S2 ? 3,000

The expenses of S1 and S2 are allocated as follows:

Pl P2 P3 s, s2
S, 20% 40% 30% - 10%

S2 40% 20% 20% 20% -

Apportion the service departments expenses to production departments by Simultaneous Equation 
Method.

Solution : March/April-14, Q10(b)

Note:

In Oct./Nov. 2013, data is given in multiple of ‘00’s (hundreds) whereas, in the current QP data is in multiples of 
000 s. (Thousands). Hence, each value must be multiplied with ‘10’ to get the solution of current problem.

(a) Repeated Distribution Method

Items
Production

Departments
Service

Departments
Pi P2 P3 Si s2

Total as per primary distribution 800 700 500 234 300
Department S, 47 94 70 (-234) 23.4

Department (WN,) S, 129 65 65 65 -323.4

Department S, 13 26 20 -65 6.5

Department S2 3 1.3 1.3 1.3 -6.5

Department S, 0.26 0.52 0.39 -1.3 ■

Total 992 887 657 - -

forking Notes

2-epartment S1 Values

P, -> 234 x 20% = 46.8 ~ 47 

P2 -> 234 x 40% = 93.6 ~ 94 

Follow same procedure to calculate other values.
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Department S2 Values

P, -> (300 + 23.4) x 40% = 129.36 ~ 129 

P, -» (300 + 23.4) x 20% = 64.68 ~ 65 

S2 -> (300 + 23.4) x 0% = (- 323.4)

Follow same procedure to calculate other values.

(b) By Simultaneous Equation Method

Assume X=Si 

Y-S2

X= 234 + 20% of Y ...(1)

7=300 + 10%of% ...(2)

(or)

X= 234 + 0.2 Y ... (3)

7=300 + 0.1% ...(4)

Multiply both equations by ‘ 10’ we get,

10%=2340 + 2 7 ...(5)

107=3000+1% ...(6)

Rearrange equation (6) as that, of (5),

10%-27=2340 ...(7)

-%+107= 3,000 ...(8)

Multiply equation by 10 we get,

10 27= 2,340
- 10/+ 100 7= 30,000

987= 32,340

1.-. 7 = 3301

Substitute the value of ‘X in equation (3) we get,

%= 234+ 0.2 (330)

= 234 + 66 

1%= 300|

These amounts need to be apportioned to production departments in a specified percentages.

Secondary Distribution Summary

Items Total
Departments

P1 P2 P3

Total as per primary summary 2,000 800 700 500

Department S, (90% of 300) 270 60 120 90

Department S2 (80% of 330) 264 132 66 66

Production Overheads 2,534 992 886 656
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Q28. From the following particulars, compute machine hour rate.

(?) (?)
Cost of machine
Installation charges
Anticipated life of machine
Residual value at the end of 10 years

1,14,800
5,400

10 years 
5,000

Rent and rates per annum 
Insurance of the machine p.a 
Repairs and maintenance p.a. 
Consumable stores p.a.
Total production services p.a.

12,000
3,000
8,640
1,200
1,080

Power cost is 5 units per working hour @ ? 4 per unit
Setting up time = 400 hours per annum
There are 300 working days of eight hours each in year.

Solution : Oct./Nov.-16, QlO(b)

Calculation of Machine Hour Rate

Particulars Amount
(?)

Rate per 
hour

(i) Standing Charges:
Rates and rent p.a 12,000
Insurance 3,000

Total production services p.a 1080
Consumable stores 1200
Standing charges 17280

17280Standing charges = 2400 7.2

Working Hour
[ •.• 300 working days of 8 hrs p.a]

Running or Variable Charges

Repairs - 2400 3.6

Power [5 units @ 4 p.u] 20.00

_ . . Cost of machine + Installation charges - Scrap value
4.8cpr cia 1 n Anticipated life x Number of working hrs p.a

1,14,800 + 5,400-5,000
10x2,400

Machine hour rate 35.6

Q29. A company has three production departments and two service departments. Distribution summary of 
overhead is follows,

Production Departments Service Departments

A 30,000 X 2,340
B 20,000 Y 3,000
C 10,000 -

The expenses of service departments are charged on a percentage basis which is as follows:

A B C X Y
X 20% 40% 30% - 10%
Y 40% 20% 20% 20% -

Find out the total overheads of production departments using simultaneous equation method.

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD. -__________________ ____________



UNIT-3 : Labour and Overheads 83

Solution : March/April-16, Q10(b)

‘X denote the total overheads of service department ‘X 

‘F denote the total overheads of service department ‘F

X=a + bY • ...(1)

Y=a + bX ...(2)

a = Overheads of a department before re-apportionment 

b = Share of overheads of one service department to be distributed to the other.

Thus,

X= 2,340 + 20% of Y ... (3)

7=3,000 + 10% ofX ...(4)

X= 2,340 + 0.2 Y ... (5)

Y= 3,000 + 0.1 X ...(6)

Multiply both equations by 10, we get,

10 X= 23,400+ 27 ...(7)

10 Y= 30,000 + X ...(8)

Rearrange equation (8) as that equation (7),

10X= 23,400+ 27 

-X= 30,000 - 10F

or

1 OX-27 =23,400 ...(9)

-X+ 107=30,000 ...(10)

Multiply equation (10) by 10 we will get,
10/-27= 23,400

-10^+ 100 7=3,00,000 

987= 3,23,400

I.-. 7= 3,300|

Substitute the value of ‘ F in equation (3) we get,

X= 2,340 + 20% x 3,300 

X= 2,340 + 660 
|X= 3,000,

These amounts need to be apportioned to production departments in a specified percentage:

Secondary Distribution Summary

Items
Total

Departments
A B C

Total as per primary summary 60,000 30,000 20,000 10,000
Department X (90% of 3,000) 2,340 600 1,200 900
Department Y (80% of 3,300) 3,000 1,320 660 660

65,340 31,920 21,860 11,560

The amount of service department X to be distributed to production departments A, B and C is only 90% as the 
remaining 10% belongs to service department 7. Similarly, 80% of service department 7 is to be distributed to A, B and C 
departments.
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110(b) i EXERCISE PROBLEMS
Halsey and Rowan Plans, Taylor’s Piece Rate Methods:
1. A worker takes 9 hours to complete a job on daily wages and 6 hours on a scheme of payment by result. His daily 

wage rate is 0.75 paise an hour. The material cost of product is ? 4 and the overheads are recovered at 150% of the 
total direct wages.

Calculate the factory cost of the product under:

(i) . Piece work plan

(ii) Rowan plan

(iii) Halsey plan.

(Ans: (a) Direct Labour Cost: Piece work plan = ? 4.5, Rowan plan = ? 6, Halsey plan = ? 5.625.
_____ (b) Factory Cost: Piece work plan = 15.25, Rowan plan = ? 19.00, Halsey plan = ? 18.0625)._____________
2. Calculate the earnings of a worker from the following information as under:

(a) Time Rate Method, (b) Piece Rate Method, (c) Halsey Plan, and (d) Rowan Plan.

Information given:

Standard Time 30 hours; Time taken 20 hours.

Hourly rate of wages is ? 1 per hour plus a dearness allowance @ 50 paise per hour worked.

(Ans: (a) ? 30; (b) 7 40; (c) ? 35; and (d) 36.67).______________________________________________ __________
3. Calculate the earnings of a worker under:

(a) Rowan Premium Bonus System (b) Halsey Weir Premium Bonus System (40 percent to worker) from the 
following particulars:

Hourly rate of wages (guaranteed) ? 0.75.

Standard time for producing 1 dozen articles is 3 hours.

Actual time taken by the worker to produce 20 dozen articles in 48 hours.

(Ans: (a) ? 43.20; (b) ? 39.60)._______________________________________________________________________
4. Calculate the earnings of workers A and B under Straight piece rate system and Taylor’s Differential Piece Rate 

System from the following particulars:

Normal Rate per hour ? 2.40; Standard time per unit 30 seconds.

Differentials to be applied.

80% of piece rate below standard. 120% of piece rate at or above standard.

Worker A produces 800 units per day and Worker B produces 1,000 units per day.

(Ans: A - ? 16 and ? 12.80; B - ? 20 and ? 24)._________________________________________________________
5. A worker takes 9 hours to complete a job on daily wages and 6 hours on a scheme of payment by result. His daily 

rate is 75 paise an hour: the material cost of the product is ? 4 and the overheads are recovered at 150% of the total 
direct wages. Calculate the factory cost of the product under:

(a) Piece Work Plan; (b) Rowan Plan; (c) Halsey Plan.

(Ans: (a) ? 15.25; (b) ? 19.00; (c) ? 18.07),_____________________________________________________________
6. Using the following data, discuss and illustrate the Halsey and the Rowan Premium Bonus systems bringing out their 

comparative merits and demerits:

Time allowed 48 hours; Time taken 40 hours; Rate per hour ? 1. 

i Ans: 44 46.67)._______________________________________________________________________________
7. (a) During first week of April 2013 the workmen Mr. Kalyan manufactured 300 articles. He receives wages for a

guaranteed 48 hour week at the rate of ? 4 per hour. The estimated time to produce one article is 10 minutes 
and under incentive scheme the time allowed is increased by 20%. Calculate his gross wages according to:

(I) Piece-work with a guaranteed weekly wage. (II) Rowan premium bonus, and (III) Halsey premium bonus 50% 
to workman.

(Ans: (I) ? 240 (II) ? 230.40; (III) ? 216).
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8. On the basis of the following information, calculate the earnings of A and B under Straight Piece-rate System and 

Taylor’s Differential Piece-rate system:
Differentials to be applied:
80% of piece-rate below standard.

120% piece-rate at or above standard.

Standard production - 8 units per hour. 
Normal time rate - ? 0.40 per hour

In a nine-hour day A produces 54 units 
and B produces 75 units.

(Ans: A - ? 2.70, ? 2.16; B - ? 3.75; ? 4.50).
9. A worker under the Halsey method of remuneration has a day rate of ? 12 per week of 48.hours plus a cost of living 

bonus of 10 P. per hour worked. He is given an 8 hour task to perform, which he accomplishes in 6 hours. He is allowed 30% 
of the time saved as premium bonus. What would be his total hourly rate of earnings and what difference would it make if he 
was paid under the Rowan method.

(Ans: Hourly Rate of Earnings ? 0.375; Difference 0.225).__________ ________________________ ______________
10. Find the remuneration of Mr. Karthik, a worker, on the basis of (i) Time Rate (ii) Piece Rate, (iii) Halsey Plan, and

(iv) Rowan Plan from the following information:
(vi) Work done and approved: 1,000 units.

(vii) Time and units allowed 20 units per hour.

(viii) Wage rate: ? 1.60 per hour.
(ix) Bonus: 40% of time saved.
(x) Worker Karthik worked for 9 hours a day.

Name of the worker: Karthik.
Ticket No. 60.
Work started: 1-4-2013 at 8 a.m.

Work finished: 5-4-2013 at 12 noon 
Work allotted: Production of 1,080 units.

(i)
(ii)
(iii)

(iv)
(v)

(Ans: (i) 7 64; (ii) ? 80; (iii) ? 70.40; (iv) 76.80).
Allocation and Apportionment of Overheads:
11. Following data were obtained from the books of Light Engineering Company for the half year ended 30th September, 

2012.

Production Departments Service Departments
A B C X Y

Direct Wages (?) 7,000 6,000 5,000 1,000 1,000
Direct Material (?) 3,000 2,500 2,000 1,500 1,000
Employees Nos. 200 150 150 50 50
Electricity kWh. 8,000 6,000 6,000 2,000 3,000
Light Points Nos. 10 15 15 5 5
Asset Values (?) 50,000 30,000 20,000 10,000 10,000
Area occupied (sq. metres) 800 600 600 200 200

The expenses for 6 months were : Stores Overhead ? 400 ; Motive Power ? 1,500 ; Electric Light ? 200 ; Labour 
Welfare ? 3,000 ; Depreciation 7 6,000 ; Repairs and Maintenance ? 1,200 ; General Overheads ? 10,000 ; Rent and 
Taxes ? 600.
Your are required to prepare Primary Overhead Distribution Summary for the departments showing clearly the basis 
of apportionment where necessary.

(Ans: A-? 8,340; B - ? 6,220; C - ? 5,100; X - ? 4,100; Y - 7 3,640)._________________________________________
12. Ramya Manufacturing Limited has four production departments, viz. P, Q, R and S and two service departments, 

viz. Transport and Power supply. Expenses as per primary overhead distribution summary are given below:

P = ? 1,000; Q = ?900; R = ?800; S = ?700.
Transport, ? 550; Power supply, ? 380. Expenses of the service departments are apportioned as under:

Name of the
service Deptt.

P Q R S Transport Power Supply

Transport 10% 30% 20% 20% - 20%
Power supply 30% 20% 30% 10% 10% -

Find out the overheads of production departments by Repeated Distribution method. 

(Ans: P1,210; Q1,180; R-? 1,070; S-?870).
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13. In Bata Electronics, the following particulars have been collected for the three months ending 31 Dec. You are required 
to prepare an overheads distribution summary.

Items Production Departments Service Departments
A B C D E

Direct wages 2,000 3,000 4,000 1,000 2,000
Direct materials 1,000 2,000 2,000 1,500 1,500
Staff Nos. 100 150 150 50 50
Electricity kWh 4,000 3,000 2,000 1,000 1,000
Light points Nos. 10 16 4 6 4
Assets value 60,000 40,000 30,000 10,000 10,000
Area occupied Sq. Yd 150 250 50 50 50

The expenses for the period were:

Motive power 
Lighting
Stores overheads
Amenities to staff

550
100
400

1,500

Depreciation
Repairs and maintenance
General overheads
Rent and taxes

15,000
3,000
6,000

275

(a) Apportion the costs of service department E on the basis of direct wages and that of department D in the ratio 
of 5 : 3 : 2 to production departments A, B and C, respectively.

(b) Calculate the overhead absorption rates for each of the production departments assuming that overheads are 
recovered as a percentage of wages.

(Ans: (a) A - 12,443; B - 10,523; C - 9,859; (b) A - 622.15%; B - 350.77%; C - 246.47%)._______________________
14. A factory has three production departments and two service departments. The overheads departmental distribution 

summary shows the following:

Production depts. Service depts.
A B C D E

Total overheads 20,000 15,500 14,800 8,500 10,500

The expenses of the service departments are to be charged on a percentage basis as follows:

A B C D E
D 40% 30% 20% - 10%
E 30% 40% 10% 20% -

Show how the expenses of the two service departments are to be charged to the production departments under 
‘Repeated Distribution’ method.

{Ans: (a) A-27,801 ; B - 23,377; C - 18,122).________________________________________________________
15. You are supplied with the following information and are required to work out the production hour rate of absorption 

of overheads, in departments A, B and C, under simultaneous equations method of distributing service departments 
costs to production departments.

Production
Departments

Service
Departments

Particulars Total A B C P Q
Total overheads 46,000 11,310 13,050 8,040 7,500 6,100

No. of hours worked - 5,000 4,000 3,000 - -

Distribution % of service fP... 30% 40% 20% - 10%
Deptt costs to production deptts IQ- 15% 25% 40% 20% -

Ans: Production hour rate A - ? 3.005; B - ? 4.589; C - ? 4.205).
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INTERNAL ASSESSMENT
Multiple Choice
1. Labour costs are classified into_____

(a) 1

(b) 2

(c) 3

(d) 4

2. Overheads are broadly classified into

(a) 1

(b) 2

(c) 3

(d) 4

types.

types.

3.
Number of Employees Left During a Period is the formula of

Average Number of Employees

(a) Rowan plan

(b) Labour turnover rate

(c) Halsey plan

(d) None of the above

4. There are_______ fundamental methods of wage payments.

(a) One

(b) Three

(c) Two

(d) Four

5. are the indirect expenses which are incurred in the manufacturing operation of the firm.

(a) Factory overheads

(b) Manufacturing overheads

(c) Distribution overheads

(d) None of the above

Factory Overheads . , „ ,------ ;----- —--------- is the formula of
Direct Wages

(a) Distribution overhead rate

(b) Administrative overhead rate

(c) Factory overhead rate

(d) None of the above

t ]

[ ]

[ ]

[ ]

[ ]

[ ]6.
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Causes/Reasons of labour turnover are basically divided into

(a) 1

(b) 2

(c) 3

(d) 4

categories. [ ]

8. Generally the financial system is categorized into

(a) 1

(b) 2

(c) 3

(d) 4

types.

9. Banks are broadly classified into________ types.

(a) 1

(b) 2

(c) 3

(d) 4 ,

10. __________is termed as insurance for an insurer or insurance companies. j

(a) Re-insurance

(V) Insurance

(c) Contract

(d) None of the above.

II. Fill in the Blanks
*

1. _________ refers to the percentage change in the number of labourers of an organization.

2. _________ is not suitable for the firms under expansion as there will be no separations.

3. _________ are also called as overheads.

4. _________ yields accurate results and it takes into consideration the additional labour also.

5. _________ overheads are the indirect costs that are related with the marketing and selling activities.

6. Manufacturing overheads are the_________ which are incurred in the manufacturing operations of the firm.

7. In direct labour cost method, the absorption of overheads is based on____________ .

8. In prime cost method, absorption of overheads is based on___________ .

9. Machine hour rate is basically of________ types.

10. _________ is the formula of overhead rate in standard rate method.
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I. Multiple Choice

1. (b)

2. (d)

3- (b)

4. (c)

5. (a)

6. (c)

7. (c)

8- (d)

9. (b)

10. (a)

II. Fill in the Blanks
1. Labour Turnover

2. Flux Method

3. Indirect expenses

4. Replacement method

5. Selling

6. Indirect expenses

7. Direct labour cost

8. Prime cost

9. Two

S tandard Overhead for a Period 
S tandard Base for that Period
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III. Very Short Questions and Answers

Q1. Define Apportionment of Overheads.

Answer :

According to CIMA, apportionment of costs is defined as “the allotment of two or more cost centres of proportion 
wherein common cost items and estimated basis of benefits are received by them”.

In general words, sometimes the overheads are common to two or more cost centres or departments. In such case it 
is not possible to charge these costs to any other department. Thus, allotment of these costs to different departments within 
the organisation is called “apportionment”. In other words, the allocation of a part of each cost item to different cost centres 
responsible for holding that cost is called “Apportionment of overheads”.

Q2. Define Machine hour rate.

Answer :

According to ICMA terminology “Machine hour rate is defined as an actual or predetermined rate of cost of 
apportionment absorption or overhead which is calculated by dividing the cost to be apportioned or absorbed by the number 

of hours for which a machine or machines are operated or expected to be operated”.

Q3. What are the types of machine hour rate?

Answer :

Machine hour rate is classified into two types,

1. Simple machine hour rate.

2. Comprehensive machine hour rate.

Q4. What is Halsey Plan?

Answer :

Halsey plan was introduced by F.A Halsey who identified the capability of the individuals F.A Halsey was an 

American engineer. The bonus according to this method is paid on account of the time saved.

Q5. List out the merits of Halsey Plan.

Answer :

Following are the merits of Halsey plan,

1. Minimal wages are assured which gives job security to the workers.

2. Labour cost and overhead expenses are decreased because of time.

3. The advantage of the time saved is divided equally among the employer and the employee.

4. It is simple and easy to use and follow.
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4 UNIT AND JOB COSTING

----------------------------s

SIA GROUP
\>

( LEARNING OBJECTIVES )

After studying this unit, one would be able to understand,

❖ Meaning, Features, Objectives, Cost involved and Elements of Unit Costing.

❖ Preparation of Cost Sheet with Treatment of Stock and Scrap in Cost Sheet.

❖ Tenders and Estimated Cost Sheet.

❖ Features, Objectives, Advantages and Disadvantages of Job Costing.

❖ Procedure of Job Costing.

C INTRODUCTION /

Costing plays a significant role in financial operations of organization. There are various methods available 
with regard to costing. Unit costing is suitable for industries wherein manufacturing is continuous and units are 
identical. This method is applicable for industries like mines, oil drilling, beverages, cement manufacturing, 
bricks manufacturing, etc. In this type of costing, standard unit of costs is specifically considered.

Cost sheet is a statement designed to show the output of a particular accounting period along with break up of 
cost. The data incorporated in cost sheet is collected from various accounts which have been written in cost 
accounts. In job costing, costs are collected and accumulated for each job, work order or project separately.

Tender or quotation is a response given by a producer/supplier to an advertisement in the form of price quotes 
or sealed bids for the completion of a job or contract or supply of goods. The producer/supplier should be very 
careful while quoting the price or tender. The quotations received from different suppliers are compared and 
ranked by using a comparative statement. The order will be placed with the supplier or manufacturer whose 
price quotation is low.

Job costing is a type of specific order costing which is applicable to the work that is undertaken for meeting 
the specific requirements of customers.
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PART-A
SHORT QUESTIONS WITH SOLUTIONS

Q1. What is unit costing?

Answer : Model Paper-ll, Q5

“Unit costing is defined as the basic costing method applicable where the goods or services result from a series of 
continuous or repetitive operations or processes to which costs are charged before being averaged over the units produced 
during the period”.

— ICMA Terminology

Unit costing is also called as single costing or output costing. Output/unit costing is also a type of operation costing.

Unit costing is suitable to the firms whose production is continuous and uniform. This is mostly used by the firms 
which are involved in the production of only one product or two or more products of the same type. This method of costing 
is termed as unit costing, as it considers the unit costs which are same. The unit costs can be calculated as,

IT . Total costs incurredUnit cost = —— ------—;-------- ----- -
Number of units produced

The firms that adopts the unit costing method are dairy industry, beverages, sugar mills, cement works, coal, fish 
industries, food canning, paper mills etc.

Q2. State the features of unit costing.
. - *

Answer :

The firms that are using the unit costing method have the following features,

(i) The production should be carried out on continuous basis in both long run and short run.

(ii) The firm should possess opening and closing work-in-progress except in case of newly established industry.

(iii) The firm should determine the production cost only at the end of the financial year.

(iv) The costs should be estimated for per unit of product and for all the units produced.

(v) The finished products should also be homogenous or uniform.

Q3. What are the objectives of unit costing?

Answer :

The following are the objectives of unit costing,

(i) To determine the total cost and cost per unit of product.

' ii) To determine the efficiency of the production process through relative comparison of costs over the period, 

iii) To determine the profits or losses resulted from the production process.

04. Define cost sheet.

Answer :

“The expenditure which has been incurred upon production for a period, is extracted from the financial books and 
:he stores, records and set out in a memorandum or statement. If this statement is confined to the disclosure of the cost of 
±e units produced during the period, it is termed as a cost sheet”.

— Walter W. Biggs
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Q5. What are the advantages of cost sheet?

Answer : Model Paper-1, Q4

The main advantages of cost sheet are as follows,

1. It discloses the total cost and the cost per unit of the unit produced during the given period.

2. It enables a manufacturer to keep a close watch and control over the cost of production.

3. By providing a comparative study of the various element of current cost with the past result and standard costs, it 
is possible too find out causes of variation in cost and to eliminate the adverse factors and conditions which go to 
increase the total cost.

4. It acts as a guide to the manufacturer and helps him in formulating a definite useful production policy.

Q6. Calculate cost of production from the following:

Material

Wages

Works expenses 

General expenses

Answer :

10,000

5,000

20% on wages 

10% on works costs.

(Model Paper-Ill, Q4 | MarchZApril-15, Q4)

Cost Sheet

Particulars Amount (?)

Materials 10,000

Add: Wages 5,000

Prime cost 15,000

Add: Works expenses (20% on wages) 1,000

Works cost/factory cost 16,000

Add: General expenses (10% on works cost) 1,600

Cost of production 17,600

f
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34
PART-B

ESSAY QUESTIONS WITH SOLUTIONS -frU'J2.. J
4.1

it
to

UNIT COSTING - MEANING, FEATURES, OBJECTIVES, COSTS INVOLVED, 
ELEMENTS ___ ______

Q7. What is unit costing? Explain its features.

Answer :

Unit Costing

Model Paper-I, 012(a)

“Unit costing is defined as the basic costing method applicable where the goods or services result from a series of 
continuous or repetitive operations or processes to which costs are charged before being averaged over the units produced 
during the period”.

-ICMA Terminology’

Unit costing is also called as single costing or output costing or operation costing.

34)

Unit costing is suitable to the firms whose production is continuous and uniform. This is mostly used by the firms 
which are involved in the production of only one product or two or more products of the same type. This method of costing 
is termed as unit costing, as it considers the unit costs which are same. The unit costs can be calculated as,

Unit cost =
Total costs incurred 

Number of units produced

The firms that adopts the unit costing method are dairy industry, beverages, sugar mills, cement works, coal, fish 
industries, food canning, paper mills etc.

Features of Unit Costing

The firms that are using the unit costing method have the following features,

(i) The production should be carried out on continuous basis in both long run and short run.

(ii) The firm should possess opening and closing work-in-progress except in case of newly established industry.

(iii) The firm should determine the production cost only at the end of the financial year.

(iv) The costs should be estimated for per unit of product and for all the units produced.

(v) The finished products should also be homogenous or uniform.

Q8. State the objectives, costs involved and elements of unit costing.

Answer :

Objectives of Unit Costing

The following are the objectives of unit costing,

To determine the total cost and cost per unit of product.

To determine the efficiency of the production process through relative comparison of costs over the period.

(0

(ii)

(iii) To determine the profits or losses resulted from the production process.
S

Cost Collection in Unit Costing

The costs that are involved in unit costing are as follows,

1. Material Cost Collection

The manufacturing process is simple as the output is uniform or homogenous. The material cost can be ascertained 
by adding opening stock to the raw materials purchased and deducting the closing stock from it.
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2. Labour Cost
Payrolls helps the management in the collection of labour costs. The direct and indirect labour costs are to be 

separately identified. Direct labour costs are charged to prime cost whereas, indirect labour costs are charged to factory 
overheads in cost sheet.
3. Overheads

There are three types of overheads, factory overheads, administrative overheads and selling and distribution overheads. 
These overheads are mostly charged at a predetermined rate.
Elements of Unit Costing

The cost sheet created with the help of unit costing method reveals the following elements,
(a) Cost per unit
(b) Total cost
(c) Cost per unit and total cost of previous periods.
Sometimes, the cost sheet also reveals the profit, income and cost and are called as ‘production account’.

4.2 COSTSHEET_______ _________________________________
Q9. What is a cost sheet? Explain its purpose and advantages.
Answer :
Cost Sheet

“The expenditure which has been incurred upon production for a period, is extracted from the financial books and 
the stores, records and set out in a memorandum or statement. If this statement is confined to the disclosure of the cost of 
the units produced during the period, it is termed as a cost sheet”.

— Walter W. Biggs

Cost sheet is a cost statement which is prepared periodically for showing the detailed cost structure of a cost centre 
or cost unit. Cost sheet consists of different cost elements in the production of goods which includes prime cost, factory 
cost, production cost and total cost.

The cost sheet is prepared periodically at regular intervals i.e., weekly, monthly, quarterly, yearly etc. The cost sheet 
also shows the relative comparison of the present cost structure with that of previous years and helps in analyzing the firm’s 
performance.

Purpose of Cost Sheet

The following are the purposes served by the cost sheet,

1. Cost sheet is prepared mainly to ascertain the total cost and cost per unit of the goods which are produced.

2. It provides information about the disintegration of total cost into different elements of costs.

3. It helps in making a comparative study of the current cost structure of the firm with that of the previous period.

4. It directs the management in price fixing and tender quotations.

Advantages of Cost Sheet

The main advantages of cost sheet are as follows,
1. It discloses the total cost and the cost per unit of the unit produced during the given period.
2. It enables a manufacturer to keep a close watch and control over the cost of production.
3. By providing a comparative study of the various element of current cost with the past result and standard costs, it

is possible too find out causes of variation in cost and to eliminate the adverse factors and conditions which go to 
increase the total cost. »

4. It acts as a guide to the manufacturer and helps him in formulating a definite useful production policy.
5. It helps in fixing up the selling price more accurately.
6. It helps the businessman to minimize the cost of production when there is a cut throat competition.
7. It helps the businessman to submit quotations with reasonable degree of accuracy against tenders for the supply of 

goods.
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Q1O. Explain the preparation of cost sheet with the help of proforma.

Answer :

Cost sheet is a statement designed to show the output of a particular accounting period along with breakup of cost. This 
method is used in organizations producing single product continuously. The data incorporated in cost sheet are collect from 
various statement or accounts which have been written in cost accounts, either day-to-day or regular records.

There is no fixed form for preparation of cost sheet but in order to make the cost sheet more useful it is generally 
presented in column form. The columns are for the total cost of the current period, per unit for the current period, total cost 
and per unit cost for a preceding period and total and per unit cost for the budget and so on. The cost per unit is calculated 
by dividing the total cost by number of units produced.

The information to be incorporated in cost sheet would depend upon the requirement of management for the purpose 
of control.

Cost sheet is a memorandum statement. Therefore, it does not form part of double entry cost accounting records. 
Inspite of this, the relationship between cost sheet and financial accounts which are maintained on double entry system is 
very important as cost sheet derives its data from financial accounting.

Specimen of Statement of Cost Sheet

Particulars
Units = xxx

Total Cost (?) Cost per Unit
(?)

Raw materials consumed XXX xxx

Direct labour xxx xxx

Direct expenses xxx xxx

Prime Cost xxx xxx

Add: Factory/worker overheads XXX
Add: Opening work-in-progress XXX
Less: Closing work-in-progress XXX xxx xxx

Factory/Works Cost xxx xxx

Add: Administration overheads xxx xxx

Cost of Production xxx xxx

Add: Opening stock of finished goods xxx xxx

Less: Closing stock of finished goods xxx xxx

Cost of Goods Sold xxx xxx

Add: Selling and Distribution overheads xxx xxx

xxx xxx

Q11. Explain the treatment of stock of raw materials, work in progress, finished goods and scrap in cost 
sheet.

Answer :

Treatment of Stock in Cost Sheet

The stocks are mainly classified into three types which are as follows,

(i) Stock of Raw Materials

For calculating the value of total consumption of raw materials during a period, the opening stock of raw materials is 
added to the purchased raw materials and then the amount of closing stock of raw materials is deducted from it.
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Treatment of Raw Materials

Particulars
Amount

(?)
Opening stock of raw material
Add: Purchase of raw material

Less: Closing Stock of raw material 
*£,£ost of material consumed

XX
XX
xxx
XX
XX

(ii) Stock of Work-in-progress

Work-in-progress is the stock of semi-finished goods. The opening work-in-progress is added to the prime cost along 
with the factory overheads and the closing work-in-progress is deducted from it for determining the works cost or factory 
cost.

Treatment of Work-in-progress Stock

Particulars
Amount

(?)

Prime cost

Add: Factory overheads

Add: Opening stock of work-in-progress 

Total Processed goods in that period 

Less: Closing Stock of work-in-progress 

Works cost/ factory cost

XXX

XX

XX

xxx

XX

xxx

(iii) Stock of Finished Goods

The stock of finished goods of a firm should be adjusted after computing the production cost. In cost sheet, the opening 
stock of finished goods is added to the cost of production and the value of closing stock of finished goods is deducted from 
it for determining the cost of goods sold.

Treatment of Stock of Finished Goods

Particulars
Amount

(?)

Cost of production

Add: Opening stock of finished goods 

Cost of goods available for sale

Less: Closing Stock of finished goods 

Cost of goods sold

xxx

XX

xxx

XX

xxx

Treatment of Scrap

Scrap is an residual material occur during the production process. Scrap has very less sales value. Scrap is of two
types,

(i) Material Scrap

In cost sheet, material scrap should be adjusted with the materials value/cost.

(Ii) Factory Scrap

This scrap should be adjusted with the factory cost or factory overheads of cost sheet.
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PROBLEMS ON COST SHEET----TLW.
Q12. Prepare a statement showing prime cost, works cost, total cost, percentage of work over heads 

expenditure to production wages from the following figures,
Materials used ? 5,00,000
Production wages ? 3,00,000 
Works overhead expenses ? 75,000 
General expenses ? 50,000.

Solution :
Cost Sheet

Particulars Amount
(?)

Material used
Production wages

Prime cost
Add: Works overhead expenses 

Work cost
Add: General expenses
Total cost/cost of production

5,00,000
3,00,000
8,00,000

75,000
8,75,000

50,000
9,25,000

Calculating the percentage of work overheads expenditure to production wages.

Works Overhead Expenses 
Production Wages x

= 3,00,000 x 100 = 25%

Q13. Prepare a Cost Sheet showing Prime Cost from the following,

Opening stock of raw materials 20,000
Direct wages 45,000
Closing stock of materials 25,000
Materials bought during the year 80,000
Carriage outwards 3,000
Carriage inwards 5,000
Chargeable expenses 6,000
Materials returned to suppliers 5,000

Cost Sheet For the Period Ended

Particulars Amount
(?)

Amount
(?)

Opening stock of raw materials 20,000
Add: Material purchased 80,000
Less: Materials returned (5,000)

95,000
Add: Carriage inwards 5,000

1,00,000
Less: Closing stock of raw materials 25,000
Direct material consumed 75,000
Direct wages 45,000
Chargeable expenses 6,000

Prime cost 1,26,000
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Q14. Prepare job cost sheet No. 102 from the following, 

Materials ? 5,000 

Wages ? 3,000

Factory overheads 25% of wages.

Administrative expenses 60% of factory on cost. 

Selling and distribution expenses 30% of factory cost

Solution :
Cost Sheet for Job No. 102

Particulars
Amount

(?)
Amount

(?)

Materials 5,000

Wages 3,000

Prime cost 8,000

Add: Factory overheads [25% on 3,000] 300°xlW 750

Factory cost/works cost 8,750

Add: Administrative expenses [60% on 750] 75°XW 450

Cost of production 9,200

Add: Selling and Distribution expenses [30% on 8750] 8750x^- 2,625

Cost of sales/total cost 11,825

Q15. The following information is extracted from the job ledger in respect of job no. 333 materials ? 8,000, 
wages for 200 labour hours at ? 5 per hour in dept. A and 100 labour hours at ? 4 per hour in dept. B. 
The overheads of the factory amounted to ? 15,000 for 7500 total working hours of all departments. 
Find the profit if the job is billed for ? 15,000.

Solution :
Cost Sheet for Job No. 333

Particulars
Amount

(?)
Amount

(?)
Materials 8,000

Wages: Dept. A 200hrs x ? 5 per hr. 1,000

Dept. BI00 hrs x ^4 per hr. 400 1,400

Overheads: (Fixed)
Dept. A 200 hrs x 2 per hr. 400

Dept. B 100 hrs x ? 2 per hr. 200 600

Cost of the job 10,000

Profit 5,000

Selling Price 15,000

Hence, profit of the job no. 333 is ? 5,000

Working Notes:

Overhead = ? 15,000 for 7500 hrs
15,000
7,500 = T 2 per hr.
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Q16. P company wants to give a quotation for the supply of 2,000 articles to its wholesale customer. The 
cost data shows the following, Prime cost per unit is ? 30 per unit; factory overheads are 30% of prime 
cost. Administrative overheads 20% of works cost. Calculate the selling price per unit taking into 
consideration an expected profit of 25% on selling price.

Solution :
Calculation of Selling Price

Particulars Amount
(?)

Amount
(?)

Prime cost 30.00

Add: Factory overheads [30% of prime cost] 3QX 30 JUx 10Q 9.00

Work cost 39.00

Add: Administrative overheads [20% of work cost] 3Qx 20 
100 7.80

Cost of production 46.80

Add: Profit (25% on selling price or y on cost) 15.60
1

Selling price 62.40

,000, 
Bt. B. 
ents.

Working Notes
Given total cost = ? 46.80 

Profit = 25% of selling price 
Suppose selling price = ? 100 
Profit = 100 x 25% = ? 25 

Cost = Selling Price - Profit = 100 - 25 = 75
25 1So, if profit is 25% of selling price, it is = y of cost. Then profit for the cost of? 46.80 is, 

Profit = ? 46.80 x -i-= 15.6.

Q17. Calculate selling price from the following information,

Prime cost ? 100 per unit 

Factory overhead 20% of prime cost 

Administration overheads 25% of works cost 

Profit 25% of selling price.
Solution :

Calculation of Selling Price

Particulars Amount
(?)

Amount
(?)

Prime cost
Add: Factory overhead [20% on prime cost] IOOxA

100

20

Work cost
Add: Administrative overhead [25% on works cost] 120xJi

120

30

Total cost 150

Add: Profit (25% on selling price or y of cost) 50

Selling price 200
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Working Notes
Given: Total cost = ? 150 
Profit = 25% of selling price 
Suppose selling price = ? 100

Profit = 100 x 25% = ? 25 

Cost= Selling price - Profit
• = 100-25 

= 75

So, if profit is 25% of selling price, it is yy = y of cost. Then profit for the cost of ? 150 is, profit = ? 150 x y = ? 50

Q18. From the following information for the month of January prepare a cost sheet to show the following,
(a) Prime Cost
(b) Factory Cost
(c) Cost of Production
(d) Total Cost.

Direct Materials 40,000
Direct Wages 25,000
Factory Rent 4,000
Office Rent 1,000
Plant Repairs and Maintenance 1,500
Plant Depreciation 750
Factory Lighting 250
Manager’s salary of factory 4,000
Office salaries 2,500
Director’s Remuneration 2,000
Telephone charges and postage 400
Printing and stationary 300
Legal charges 250
Advertisement 2,000
Saleman’s incentive 3,000
Showroom rent 1,000
Sales 2,00,000

Solution : Model Paper-I, Q12(b

Cost Sheet for the Month of January

Particulars
Amount

(?)
Amount

(?)

Direct materials 40,000

Direct wages 25,000

Prime Cost 65,000

Factory Overheads

Factory Rent 4,000

Plant repairs and maintenance 1,500

Plant depreciation 750

Factory lighting 250

Manager’s salary of factory 4,000 10,500

Factory Cost 75,500
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Office and Administration Overheads
Office salaries 2,500
Director’s remuneration 2,000
Telephone charges and postage 400
Printing and Stationary 300
Office rent 1,000
Legal charges 250 6,450

Cost of Production 81,950
Selling and Distribution Overheads

Advertisement 2,000
Salesman’s salaries 3,000
Showroom rent 1,000 6,000

Total Cost (or Cost of Sales)
Profit (WN,)

Sales

87,950
1,12,050

2,00,000
WN,

Profit = Sales - Total Cost 

= 2,00,000-87,950 

= ? 1,12,050/-.

4.3 TENDER AND ESTIMATED COST SHEETS
Q19. What are tenders? Explain its types. Write about the purpose of preparing estimated cost sheet for 

tenders.

Answer : Model Paper-ll, Q12(a)

Tenders or Quotations

Tender or quotation is a response given by a producer/supplier to an advertisement in the form of price quotes or 
sealed bids for the completion of a job or contract or supply of goods. The producer/supplier should be very careful while 
quoting the price or tender. The quotations received from different suppliers are compared and ranked by using a comparative 
statement. The order will be placed with the supplier or manufacturer whose price quotation is low.

The suppliers while quoting price for an order should consider the selling and administration overheads, factory 
verheads, works cost, prime cost and profit. They should also consider the changing market conditions and the other 

: .ements which effects the supply of commodities. The tender price should be quoted based on the previous experience 
•nd the estimations of the overheads. The minimum quoted price helps the firm/supplier to attract the customers. Once the 
?rice is quoted, it is not possible to reverse or alter the tender price.
"ypes of Tenders

The tenders are of four types which are as follows,

a) Single Tender

These tenders are related to properietory items and will issue enquiries only to a single party.
b) Limited Tender

These tenders or contracts issues the enquiries only to a limited number of suppliers who are selected from the 
endor list.

c) Open Tender

These tenders are issued to all the suppliers through advertisements in newspapers. These tenders are mainly issued 
:r placing the orders having significant quantity and value. Tenders can be quoted by any supplier.
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(d) Global Tenders
These tenders are issued through advertisement in international trade journals inviting quotations from the suppliers 

who are located across the world.
In order to prepare a tender price, the cost accountants should gather information about the materials cost, wage 

rates and other expenses which incur while processing the order. The accurate information about the resources/inputs can 
be gathered from the production planning department. The estimates on the labour cost, overheads etc., can be determined 
from previous experience and market survey. In order to ascertain the quotation price the suppliers should add a profit 
margin to the estimated cost.
Purpose of Estimated Cost Sheet

Estimated cost sheet is the statement of estimated cost which is prepared before starting the production process. 
Usually, estimated cost sheet is prepared on the basis of estimated cost. Such type of cost is useful in quoting the tender 
price of a contract. For any kind of contract organizations has to quote prices of their products in advance or has to submit 
tenders for the product which are going to be supplied for that contract. As such, estimated cost sheet is prepared to show 
the estimated cost of proclucts to produced. The various factors which are included in estimated cost sheet are, cost of direct 
material, direct wages, overheads and changes in price level.

PROBLEMS ON TENDER AND ESTIMATED COST SHEET
Q20. Following are the particulars for the production of 2000 sewing machines of Nath Engineering Company

Ltd. for the year 2015, cost of materials ?1,60,000, wages ?2,40,000, manufacturing expenses ?1,00,000, 
salaries ?1,20,000, rent rates and Insurance ?20,000, selling expenses ?60,000, general expenses ?40,000 
and sales ?8,00,000.
The company plans to manufacture 3000 sewing machines during 2016. You are required to submit a 
statement showing the price at which machines would be sold so as to show a profit of 10% on selling 
price. The following additional information is supplied to you,
(i) Price of material is expected to rise by 20%
(ii) Wage rates are expected to show an increase of 5%
(iii) Manufacturing expenses will rise in proportion to the combined cost of materials and wages
(iv) Selling expenses per unit will remain the same
(v) The other expenses will remain unaffected by the rise in output.

Solution :
Estimated Cost Sheet for Year 2015 (Output 3000)

Particulars Amount Amount
Materials (WN1) 2,88,000
Wages (WN2) 3,78,000 6,66,000

Prime Cost 6,66,000

Work overheads:
Manufacturing expenses (WN4) 1,66,500

Work Costs 8,32,500

Administrative overheads:
Salaries 1,20,000
Rents, rates and insurance 20,000
General expenses 40,000 1,80,000

Office Cost 10,12,500

Selling and distribution overhead:
Selling expenses (WN3) 90,000

Cost of Sales 11,02,500

Profit (10% of sales) 1,22,500

Sales 12,25,000
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Working Notes
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Calculation of cost of materials for 3000 sewing machines,

2,000 - 1,60,000

3000 - ?

3,000x1,60,000 
= ------------------- = 2,40,000

2,000

Price of Materials = 2,40,000

Add: 20 % Increase in price of material 48,000

2,88,000

Calculation of wages for 3000 sewing machines 

3,000x2,40,000
2,000

= 3,60,000

any
100,
000

lit a 
ling

Wages = 3,60,000 

Add: 5% Increase in wage rates 18,000

3,78,000

Calculation of selling expenses for 3000 sewing machines

3,000x60,000 
-....„ ’-----  = 90,000

2,000

Calculation of manufacturing expenses,

% of manufacturing expense to combined cost of materials and wages, 

1,00,000
-----  x 100 = 25%

4,00,000

Therefore, manufacturing cost = (2,88,000 + 3,78,000) x 25%

= 1,66,500

Q21. Electronics Ltd. furnish the following information for 10,000 L.V. Valves manufactured during the year 
2016.

Materials ?90,000, direct wages ?60,000, power and consumable stores ?12,000, factory indirect wages 
?15,000; Lighting of factory ?5,500, defective work (cost of rectification) ?3,000 (normal), clerical salaries 
and management expenses ?33,500, selling expenses ?5,500, sale proceeds of scrap ?2,000 and plant 
repairs and maintenance and Depreciation ?11,500. The net selling price war ?31.60 per unit sold, all 
units were sold. As from 1st January, 2017 the selling price was reduced to ?31 per unit. It was estimated 
that production could be increased in 2017 by 50% due to spare capacity. Rates for materials and direct 
wages will increase by 10%.

You are required to prepare,

(i) Cost sheet for the year 2016 showing various elements of cost per unit and

(ii) Estimated cost and profit for 2017.

Assuming that 15,000 units will be produced and sold during the year and factory overheads will be 
recovered as percentage of direct wages and office and selling expenses as a percentage of works 
cost.
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Solution : Model Paper-ll, Q12(b)

Estimated Cost Sheet for Year 2016 (Output 10,000 Units)

Per Unit Amount Total Amount
Materials 9 90,000

Direct wages 6 60,000

Prime cost 15 1,50,000

Factory overheads:
Indirect wages 15,000
Lighting of factory 5,500

Defective work 3,000

Plant repairs, maintenance and deprecation 11,500
35,000

Less: Sale of scrap 3.3 2,000 33,000

Factory cost/work cost 18.3 1,83,000

Administrative Overheads
Clerical salaries and management expenses 3.35 33,500

Cost of production 21.65 2,16,500

Selling and Distribution Overhead
Selling expenses 0.55 5,500

Cost of sales 22.2 2,22,000
Profit 9.4 94,000

Sales 31.60 3,16,000

Quotation Price for 2017 (15000 Units)

Cost per unit Amount

Materials (9+10 %) 9.9 1,18,800

Direct wages (6 + 10%) 6.6 79,200

Prime cost 16.5 1,98,000

Factory Overheads
Factory expenses (WN1) 3.63 43,560

Work cost 20.13 2,41,560

Office Overheads:
Office expenses (WN2) 3.685 44,220

Cost of Production 23.815 2,85,780

Selling and Distribution Overheads
Selling expenses (WN3) 0.605 7,260

Cost of sales
Profit

24.42 2,93,040
78,960

Sales 31.00 3,72,000

Working Notes
1, Calculation of percentage of factory expense to wages (per unit),

3 3 .
— x 100 = 55%

6
.•. Factory expenses = 55% of direct wages

= 55% of 79200 = 43,560
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2. Calculation of percentage of office expense to factory cost,

3.35
------ x 100= 18.306%
18.3

/. Office expenses = 18.306% of work cost 

= 2,41,560 x 18.306%

= 44,219.9 = 44,220

3. Calculation of % of selling expense to factory cost,

0.55
—— x 100 =3.005%
18.3

Selling expense = 3.005% of factory cost 

= 3.005% x 2,41,560 

= 7,260

4.4 JOB COSTING - FEATURES, OBJECTIVES, ADVANTAGES AND DISADVANTAGES
Q22. Define job costing. Explain its features and objectives.

Answer :
Job Costing

“Job costing is defined as the method of cost accounting whereby cost is compiled for a specific quantity of product, 
equipment, repair or other service that moves through the production process as a continuously identifiable unit, applicable 
material, direct labour, direct expense and usually a calculated portion of the overhead being charged to a job order”.

— Kohler

Job costing is a type of specific order costing which is applicable to the work that is undertaken for meeting the 
specific requirements of customers. In job costing each order is of comparatively short duration.

Job costing is also called as job order costing. It is a type of special order costing which is suitable for the firms whose 
main objective is to meet the needs and wants of the customers. In this costing system, the costs are charged specifically 
to the items which are produced based on the customer specifications.

In this methods the costs are identified separately for each job so it is very essential to analyze the cost as per the jobs.

Features of Job Costing

The firms that are adopting the job order costing method should possess the following feature, 

i a) The products produced by the firm should aim towards meeting the customers order.

(b) All the jobs have their respective features and requires special treatment.

< c) The flow of production differs from one department to the other department.

d) In this method, each job is considered as a cost unit.

e) Jobs are identified in the form of orders.

■ f) The firm determines the production costs at the end of the production or job.

g) The work-in-progress depends on the number of jobs in hand and vary from one period to other period.

Objectives of Job Costing

The following are the primary objectives of the job costing method,

) To determine the production cost of each job or order for ascertaining the profit or loss incurred on its execution.

ii) To estimate the costs of similar jobs in future based on the past records.

iii) To control the operations by making a relative comparison of actual costs with predetermined costs.

iv) To evaluate the work-in-progress.
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Q23. Enlist the advantages and disadvantages of job costing system.

Answer :

Advantages of Job Costing

The advantages of the job costing system are as follows,

(i) It helps the management in determining the jobs which are more profitable, less profitable and incurring losses.

(ii) It provides sufficient information for analyzing the various elements of cost for each job.

(iii) The cost records maintained in this system are accurate and helps the management in controlling the costs.

(iv) This method helps in ascertaining the overhead rates in job costing for future period.

(v) It helps the management in recognizing the spoilages and damaged items and taking corrective steps for minimizing 
those mistakes.

Disadvantages of Job Costing

Following are the disadvantages of job costing system,

(i) As the job order costing system deals with a significant amount of clerical work, it is very expensive.

(ii) In this method, there are chances of occurrence of mistakes in cost estimation.

(iii) At the time of drastic changes, it is very difficult to compare the costs among different jobs.

(iv) The determination of overhead rate under job costing requires the preparation of budgets for overhead expenses and 
without such budgeting this method is ineffective.

(v) As the method of job costing is historical in nature there is no scope for the predetermination of costs and it is not 
possible to control the costs effectively.

4.5 JOB COSTING PROCEDURE AND PREPARATION OF JOB COST SHEET
Q24. Explain the procedure of job order cost system.

Answer : Model Paper-Ill, Q12(a)

A cost accounting system must be designed in such a way that it must provide all the required information for 
attaining control of cost and performance. A job cost sheet must be made ready for every job which is carried out based on 
the associated material requisition. Therefore, the total cost of job specified in job cost sheet comprises part of direct cost 
and a part of those costs which have incurred at the time of assignment, allocation, apportionment and absorption. The 
steps involved in job order cost system are as follows,

1. Receiving and Enquiry

Usually prior to placing an order the customers make an enquiry of the price, quality which is to be maintained, 
duration of order and any other specifications of the job.

2. Estimating the Price of a Job

After taking into consideration the specified requirements of the customers, the cost of the job is estimated by the cost 
accountant. The costs which have incurred in performing same job in last year and probable changes in several estimates 
of cost are also considered by cost accountant. The customer is informed about the estimate of the job.

3. Receiving of Order

The customers would place an order only after getting satisfied with the quotation price and other terms of execution.

4. Production Order

A production order is made only after the acceptance of a job. It is prepared by the planning department after being 
received as instructions which are issued to the foreman to start the manufacturing of the product. It creates an authority 
for initiating the work and includes the complete information about production. Sufficient copies of these production 
order are made and distributed to all the departmental managers or foreman who are involved in production. A specimen 
of production order is as follows,
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Production Order

S.L. No.......................

Description................

Code No.....................

Customer order No.........

Material requisition Nos.

Operation Nos................

Machine Nos..................

Quantity ordered............

Date.................................

Date of commencement, 

Date of finish..................

Clock Time Operation No. Dept. No.
Operation Quantity

No. Details Made Rejected

At the time when an order is received the production control department assigns a production order number to it 
and quite a few times sub-numbers are assigned as the work might be sub-divided. Besides this one master number is also 
assigned.

5. Recording of Costs

In the separate production order number, costs of each job are gathered and recorded. A job cost sheet is prepared 
for each job which maintains a record of direct material, direct wages and overheads of specific job. The collection of costs 
is based on the following,

(a) Materials: Materials requisition, bill of materials or materials issue analysis sheet.

(b) Wages: Job card, operation schedule or wages analysis sheet.

(c) Overheads: Standing order numbers or cost account numbers.

All documents consists of cross reference to the specific production order numbers which is useful in collection of 
costs. A specimen of job cost sheet is as follows,

Job Cost Sheet

Job/Production order No. ....

Particulars..............................

Date Commenced..................

Customer..........

Quantity............

Date completed

Material Labour Overheads

Date Department Material
Requisition
No.

Amount
ft)

Date Department Time Ticket 
No.

Amount
(?)

Date Department Rate Amount
(?)

Total (?) (?) (?)

Summary

Estimated Cost 
(?)

Actual Cost 
(?)

Difference
(?)

Materials
Labour
Overheads
Total
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6. Completion of Job
At the time when the job is completed, a completion report is being sent to the costing department. The expenditure 

incurred in each element of cost is summed up and total job cost is determined. In order to identify efficiency or inefficiency 
of operation, actual cost is usually compared with the estimated cost.

7. Profit or Loss on Job
Profit or loss on job is ascertained by comparing the actual cost which is incurred with the price obtained.

PROBLEMS ON JOB COSTING
Q25. The following information is extracted from the job ledger, in respect of job 707:

Materials ? 3,400

Wages:

Dept. A: 80 hours at ? 2.50 per hour 

B: 60 hours at ? 4 per hour

Variable overheads:

Dept. A: ?5,000 for 4,000 direct hours 

B: ?6,000 for 3,000 direct hours

Fixed overhead:
? 7,500 for 10,000 hours of normal working time of the factory. Calculate the cost of job No. 707 and 
estimate the percentage of profit if the price quoted is ? 4,750.

Solution :
Cost Sheet for Job 707

Amount(?) Amount(?)

Materials 3,400

Wages: Dept. A 80 x ?2.50 200

Dept. B 60 x T4.00 240 440

Prime Cost 3,840

Overheads:
Variable [WN(a)j:

Dept. A 80 x ?1.25 100

Dept. B 60x?2 120 220

Fixed [WN(b)j 140x^0.75 105

Costof the job 4,165

Profit 585

Selling Price 4,750

Working Notes (WN)

(a) Calculation of variable overheads,

Dept. A = =? 1.25H 4,000

6,000 .
DePtS=^=?2°°

(b) Calculation of fixed overheads,

Fixed overheads= 0-75
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Estimation of percentage of profit to selling price,
Profit

Selling price
x 100

585
4,750 x 100= 12.32%

Q26. In a factory following the job costing method, an abstract from the work-in-progress as at 30th September 
was prepared as under,

Job No. Materials
(?)

Direct labour Factory overheads applied 
(80% on direct labour cost) (?)Hrs. (?)

115 1,325 400 800 640
118 810 250 500 400
120 765 300 475 380

2,900 1,775 1,420

Materials used in October were as follows,

Material 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. Number of Hours
Shop A Shop B

115 25 25
118 90 30
120 75 10
121 65 -
124 20 10

Indirect Labour:
275 75

Waiting for material 20 10
Machine breakdown 10 5
Idle time 5 6
Over time premium 6 5

316 101

A shop credit slip was issued in October, that material issued under requisition no. 54 was returned 
back to stores as being not suitable. A material transfer note issued in October indicated that material 
issued, under requisition no. 55 for job 118 was directed to job 124.

The hourly rate in shop A is ?3 per labour hour while at shop B it is ?2 per hour. The factory overhead 
is applied at the same rate as in September. Jobs 115,118 and 120 were completed in October.

You are asked to compute the factory cost of the completed jobs. It is the practice of the management 
to put a 10% on the factory cost to over administration and selling overheads and invoice the job to 
the customer on a total cost plus 20% basis. What would be the invoice price of these three jobs?
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Solution: Model Paper-Ill, Q12(b)

Work Cost Statement of Jobs Completed

Month Job
No.

Materials
(?)

Direct
Labour(?)

Factory Overheads (80%) 
on Direct Labour Cost)(?)

Factory
Costs(?)

September 115 1,325 800 640 2,765
October (a) 115 - 125 100(b) 225

Total 1,325 925 740 2,990
September 118 810 500 400 1,710
October (a) 118 515 330 264 (b) 1,109

Total 1,325 830 664 2,819
September 120 765 475 380 1,620
October (a) 120 665 245 196(b) 1,106
Total 1,430 720 576 2,726

Invoice Price of Jobs Completed

Job Job No. 115(?) Job No. 118(?) Job No. 120(?)
Factory cost 2,990 2,819 2,726
Administrative and selling
overheads @ 10% of factory cost (c) 299 281.90 272.60

Total cost 3,289.00 3,100.90 2998.60
Profit (20% on cost) 657.80 620.18 599.72
Invoice price 3,946.80 3,721.08 3,598.32

Working Notes

(a) Calculation of direct labour for the month of October,

Job no. : 115 = (25 x 3) + (25 x 2) = 75+ 50 = 125 

Job no. : 118 = (90 x 3) + (30 x 2) = 270 + 60 = 330 

Job no. : 120 = ( 75 x 3) + ( 10 x 2) = 225 + 20 = 245

(b) Calculation of factory cost for the month of October,

Job no. : 115 = 125 x 80%= 100 

Job no. : 118 = 330 x 80% = 264 

Job no. : 120 = 245 x 80% = 196

(C) Calculation of administration and selling overheads,

Job no. : 115 = 2990 x 10% = 299 

Job no. : 118 = 2819 x 10% = 281.90

__________ Job no. : 120 = 2726 x 1Q% = 272.60_______________________________________ _________________

Q27. As a cost accountant you find that the selling price of a product has been calculated as follows,

(?) (?)
Materials
Direct wages: 20 hours at ? 1.00 per hour

24.00

(Dept. 1-10 hrs, Dept. 2 - 6 hrs and Dept. 3-4 hrs) 20.00
Prime cost 44.00
Plus 50% on the prime cost 22.00 66.00
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An analysis of the previous year’s profit and loss account shows the following,

(?) (?)
Materials
Direct wages:

35,000 Factory overheads: 
Dept. I 5,000

Dept. I 5,000 Dept. II 3,000
Dept. II 6,000 Dept. Ill 3,000
Dept. Ill 4,000 Selling cost 12,200

You are required to (a) Draw up a job cost sheet (b) Calculate and enter the revised cost using the 
previous year’s figures as a basis and (c) Add to the total job cost 10% for profit and give the final 
selling price.

Solution :

(i) Factory Overheads Rates

Dept. I(?) Dept. Il(?) Dept. III(T)
(a) Factory overheads 5,000 3,000 3,000
(b) Direct labour hours (Direct Wages (D.W) x 4) 20,000 24,000 16,000
(c) Factory overhead per hour (a b) 0.25 0.125 0.1875

(ii) Percentage of Selling Cost on Work Cost

Selling cost* 1Q()
Work cost

Therefore, selling and distribution expenses = 20% of 48 work cost 

= 20%of48 = 9.6

Cost Sheet

(?) Amount (?)

Materials 24.00

Direct wages : Dept. I 10

Dept. II 6

Dept. Ill 4 20.00

Prime cost 44.00

Factory Overheads:

Dept. I (10 hrs x ? 0.25) 2.50

Dept. II (6 hrs * ? 0.125) 0.75

Dept. Ill (4 hrs x? 0.1875) 0.75 4.00

Work cost 48.00

Selling Cost (20% of work cost) 9.60

Total cost 57.60

Profit (10% of total cost) 5.76

Selling price 63.36
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EXERCISE PROBLEMS
1. ABC Ltd., is manufacturing coolers and the following details are furnished for the year ended 31 December 2010;

(?)

Work-in-process 1 January 2010:

At prime cost 51,000

Manufacturing expenses 25,000

Work-in-process 31 December 2010:

At prime cost 45,000

Manufacturing expenses 20,000

Stock of raw materials, 1 January 2010 2,05,000

Purchases of raw materials 4,97,000

Direct labour 1,71,000

Manufacturing expenses 84,000

Stock of raw materials on 31 December 2010 2,04,000

On the basis of the above data, prepare a statement showing the cost of production.

(Ans: Prime cost 6,75,000; Cost of production ? 7,64,000).
2. The accounts of J K Enterprises Ltd., disclose the following information for the six months ending 31 December 

2010:

(?)

Materials used 1,50,000

Production wages 1,20,000

Factory overhead expenses 24,000

Establishment and general expenses 17,640

Prepare a Cost Sheet of the machines and calculate the price which the company should quote for the manufacture 
of a machine requiring materials valued at ? 1,250 and expenditure on productive wages of ? 750, so that the price 
may yield a profit of 20% on the selling price.

(Ans: Quotation price ? 2,848.75).

[Hint: Absorb factory overheads as a % of wages and establishment and general expenses as a % of works cost].

3. A firm has purchased a plant to manufacture a new product, the cost data for which is given below:

Estimated annual sales 24,000 units

Estimated costs:

(?)
Materials

Direct labour

Overheads

Adm. expenses

Selling expenses

? 4 per unit

? 0.60 per unit

? 24,000 per unit

? 28,800 per year

15% of sales

Calculate the selling price if profit per unit is ? 1.02

(Ans: Selling price ? 9.20 per unit, cost production ? 1,63,200). 

[Hint: Assume sales as *x'].
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4. The books and records of Acme Manufacturers present the following data for the month of January 2010.

Direct labour cost ? 16,000 (160% of factory overheads)

Cost of goods sold ? 56,000

Inventory accounts showed the following opening and closing balances:

1 January

(?)

31 January

(?)

Raw materials 8,000 8,600

Work-in-progress 8,000 12,000

Finished goods 14,000 18,000

Selling expenses 3,400

General and administration expenses 2,600

Sales for the months 75,000

You are required to prepare a cost sheet showing cost of goods manufactured and sold and profit earned.

(Ans: Profit ? 15,600; Purchases ? 36,000).

[Hint: Purchases are calculated by working backward from the cost of goods sold].
5. Mr. Rohit has a small furniture factory. He specializes in the manufacture of smalls tables of standard size of which 

he can make 15,000 in a year. The cost per table worked out as under for the year 2009-10, when he made and 
sold 10,000 tables.

ure
ice

(?)

Materials 30

Labour 10

Overheads (fixed) recovered @ 50% of material cost 15

Total cost 55

Prices are fixed adding a standard margin of 10% to the total cost arrived at as above. In 2010-11 due to fall in the 
cost of materials, total cost worked out as under:

st].
(?)

Materials 20

Labour 10

Overheads recovered @ 50% of materials cost 10

Total cost 40

TD

Mr. Rohit maintained a margin of 10% on the cost of sales. Sales were at the same level as in 2009-10. You are 
asked to:

(a) Determine profit or loss for the year, (b) Compute the price which should have been charged in 2010-11 to 
yield the same profit or loss as in 2010-11.

(Ans: Profit 2009-10 ? 55,000, Price 2010-11 ? 50.50 per unit).

[Hint: Fixed overheads are to be taken at ? 1,50,000].___________________________________________________

6. What is the cost of a job consuming materials of ? 8,000; wages for 200 labour hours at 5 per hour in Dept. A and 
100 labour hours at ? 4 per hour in Dept. B? The overheads of the factory amounted to ? 15,000 for 7,500 total 
working hours of all departments.

(Ans: Total Cost ? 10,000).
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INTERNAL ASSESSMENT
Multiple Choice
1. is also called as single costing. [ ]

2.

(a) Contract costing

(b) Unit costing

(c) Job costing

(d) Batch costing.

There are types of overheads. [ ]

3.

(a) Three

(b) Two

(c) Four

(d) Five.

is one of the element of unit costing. [ ]

4.

(a) Profit

(b) Loss

(c) Total cost

(d) Fixed cost.

is prepared periodically i.e weekly, monthly, quarterly, yearly etc. [ ]

5.

(a) Balance sheet

(b) Cost sheet

(c) Profit statement

(d) None of the above.

Cost sheet is prepared to ascertain total cost and of goods. [ ]

6.

(a) Cost per unit

(b) Price per unit

(c) Quantity per unit

(d) None of the above.

is the stock of semi-finished goods. [ ]

(a) Cost

(b) Profit

(c) Inventory

(d) Work-in-progress.
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7. is also called as quotations. [ ]

(a) Cost

(b) Price

(c) Tender

(d) None of the above.

8. There are four types of [ ]

(a) Cost

(b) Price

(c) Tender

(d) None of the above.

9. __________ is the statement of estimated cost. [ ]
» - v • ■ .

(a) Estimated price sheet

(b) Estimated profit sheet

(c) Estimated cost sheet

(d) None of the above.

10. Under job costing_________ are identified in the form of orders. [ ]

(a) Cost

(b) Jobs

(c) Sales

(d) Profit.

II. Fill in the Blanks

1. Unit costing is suitable for the firms whose production is_________ and___________.

2. _________ act as a guide for manufacturers.

3. . _________ is the residual material occur during the production process.

4. _________ is a response given by a producer to an advertisement in the form of price quotes or sealed bids for the
completion of contract.

5. Single tenders are related to_________ items.

6. _________ tenders are issued through advertisements in international trade journals.

7. Job costing is also called as_________ .

8. The main objective of job costing is to estimate the costs of similar jobs in future based on_________ _.

9. In_________ costing, at the time of drastic changes it is very difficult to compare the costs among different jobs.

10. Direct labour cost is charged on_________ cost.
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I. Multiple Choice

1- (b)

2. (a)

3- (c)

4. (b)

5. (a)

6. (d)

7. (c)

8. (c)

9. (c)

10. (b)

II.- Fill in the Blanks
1. Continuous, uniform

2. Cost sheet

3. Scrap

4. Tenders

5. Proprietory

6. Global Tenders

7. Order Costing

8. Past Records

9. Job

10. Prime.
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III. Very Short Questions and Answers

Q1. Define Unit Costing.

Answer :

“Unit costing is defined as the basic costing method applicable where the goods or services result from a series of 
continuous or repetitive operations or processes to which costs are charged before being averaged over the units produced 
during the period”.

 - — ICMA Terminology

Q2. Define Cost Sheet.

Answer :

“The expenditure which has been incurred upon production for a period, is extracted from the financial books and 
the stores, records and set out in a memorandum or statement. If this statement is confined to the disclosure of the cost of 
the units produced during the period, it is termed as a cost sheet”.

 — Walter W. Biggs

Q3. What is a Tender?

Answer :

Tender or quotation is a response given by a producer/supplier to an advertisement in the form of price quotes or 
sealed bids for the completion of a job or contract or supply of goods.

Q4. What is a Estimated Cost Sheet?

Answer :

Estimated cost sheet is the statement of estimated cost which is prepared before starting the production process. 
Usually, estimated cost sheet is prepared on the basis of estimated cost. Such type of cost is useful in quoting the tender 
price of a contract.

Q5. Define Job Costing.

Answer :

“Job costing is defined as the method of cost accounting whereby cost is compiled for a specific quantity of product, 
equipment, repair or other service that moves through the production process as a continuously identifiable unit, applicable 
material, direct labour, direct expense and usually a calculated portion of the overhead being charged to a job order”.

— Kohler
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UNIT

5 CONTRACT AND PROCESS 
COSTING

--------------------------------------- ,--------
I____________ ____________________ OBJECTIVES

After studying this unit, one would be able to understand,

Meaning, Features, Advantages, Disadvantages and Types of Contract Costing. 

Procedure of Contract Costing.

General Guidelines for Assessment of Profit on Incomplete Contracts. 

Meaning, Features, Advantages and Disadvantages of Process Costing. 

Preparation of Process Account.

Treatment of Normal and Abnormal Losses.

c INTRODUCTION

Contract costing refers to that part of a particular order costing which uses where the work is carried out as per 

the needs of customer and the duration of one order is longer in comparison to that of the job costing. Contract 

costing is usually used for constructional work. Example: It might be the construction of a particular asset or 

combination of assets which forms or comprises a project. It includes numerous activities like construction 

of plants, bridges, roads, dams, ships, buildings and so on. This type of costing is usually greatly useful for 

builders, civil engineering contractors, mechanical engineering firms and so on. There are different ways of 

negotiating these types of contracts.

Process costing is also called as continuous costing or average costing. This method of costing is mostly used 

in the firms which are involved in mass production such as steel, sugar mills, canning factory, food products, 

textile industry, paper mills, oil refining etc.
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PART-A
SHORT QUESTIONS WITH SOLUTIONS

-...... ........... - - ............ -..... .............. - - ' -
Q1. Define contract costing.
Answer :

“That form of specific order costing which applies where work is undertaken to customer’s special requirements 
and each order is of long duration”.

Institute of Cost and Management Accountants (I.C.M.A), London
“Contract or terminal costing is the term applied to the system adopted by those business which carry out substancial 

building or constructional contracts”.
Walter W. Bigg

Q2. What do you mean by process costing?
Answer : Model Paper-Ill, Q5

Process costing is a type of operation costing which helps in determining the costs of product involved at each stage 
or process.

“Process costing is defined as “a form of operation costing which applies when standardized goods are produced”.

-ICMA
“Process costing is a method of cost accounting whereby, costs are charged to processes or operations and averaged 

over units produced”.

- Koheler
Process costing is also called as continuous costing or average costing. This method of costing is mostly used in 

the firms which are involved in mass production such as steel, sugar mills, canning factory, food products, textile industry, 
paper mills, oil refining etc.

Q3. What is cost plus contract?
Answer : Oct.ZNov.-l4,04

In cost plus type of contract there is no settlement of any fixed price i.e., no fixed price can be settled down. The 
contractor is reimbursed with costs plus a percentage of these cost or a fixed fee towards profit.

All the contracts are regarded as individual units of cost and a different number is allocated to it. Each individual 
contract has a separate account as most of the work is carried out at the contract site, so expenses are directly charged to 
the contract._________________________________________ _____________________________________________________

Q4. How is work in progress treated in the Balance Sheet of Contract Accounts?

Answer : (Model Paper-I, Q5 | March/April-18, Q8 | Oct./Nov.-17, Q8)

When the contract is incomplete at the end of financial year, then such incomplete work is recorded under work in 
progress account. The value of Work-in-Progress (WIP) is divided in two types in contract accounts i.e., work certified 
and work uncertified. These types of work in progress are shown under assets side of balance sheet as current assets. The 
following balance sheet shows the work in progress,

Balance Sheet as on.....

Liabilities Amount (?) Assets Amount (?)
Profit and Loss A/c XX Current Assets:
Outstanding expenses XX Work in Progress (WIP):

Work Certified XX
Work Uncertified XX

xxx
Less: Profit not taken to Profit and Loss A/c XX
Less: Cash received from contractee as advance XX XXX

xxx xxx
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Q5. The following particulars related to a contract:

Contract Price = ? 16,00,000

Cash received from the contractor was ? 4,90,000 (70% of works certified)

Cost of work uncertified ? 60,000 -

Cost of work as contract to date ? 6,40,000.

Ascertain the profit to be transferred to Profit and Loss account.

Answer : Oct./Nov.-13, Q5

Contract Account

Particulars Amount (?) Particulars Amount (?)

To cost of work 6,40,000 , , 4,90,000By work certified ^q0/0 7,00,000

By work uncertified 60,000

To Notional Profit c/d 1,20,000

7,60,000 7,60,000

To P&L a/c 28,000 By Notional Profit b/d 1,20,000

.... 1 .. Cash receivedNational profit x 3 x Work certified

(WN,)

1 20 000x 1 x 4,90,000
1,2U,UUU 3 7,00,000

To Reserve a/c 92,000

1,20,000 1,20,000

Working Note (WNJ

16,00,000 - 100

(Contract price)

7,00,000 - ?

(Work certified)

_ Work Certified . 
~ Contract Price

= 43.75%

As, the certified work is less than 1/2 of the contract price, then generally 1/3 of the profit is transferred to P&L a/c 
and the amount is treated as “Reserve”.

Q6. You are required to prepare a contract account showing the profit on the contract as on 31st March
2015.

Materials supplied ? 3,75,000, wages paid ? 4,37,500, indirect expenses, ? 18,750, ? 6,75,000 has been 
received on the contract which amounted to 75% of the work certified. The contract price was ? 15,00,000. 
The plant on site was valued at ? 50,000 on 31st March 2015 it worked for 10 months in the contract and 
has a life of 10 years.
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Contract Account
Answer : (Model Paper-Ill, Q8 | March/April-17, Q7)

Particulars Amount
(?)

Particulars Amount
(?)

To Materials supplied

To Wages

To Indirect Expenses 

To Notional Profit c/d

To P&L A/c

, co, 2 6,75,000 1,14,583 x — x
3 9,00,000 

To Reserve a/c

3,75,000

4,37,500

18,750

1,14,583

9,45,833

57,291

57,292

1,14,583

Working Notes

1. Life of Plant = 10 years x 12 months

= 120 months.

2. Calculation of work completed %

Contract price 15,00,000 — 100%

Work certified 9,00,000------ ?
9,00,000
15,00,000

60%

xl00

By Work certified

6,75,000
75%

By Plant at site 

(50,000 x =4167)

By Notional Profit b/d

9,00,000

45,833

9,45,833

1,14,583

1,14,583

Q7. Give the accounting treatment of normal loss and abnormal loss in process costing.

Answer : (Model Paper-ll, Q7 | Oct./Nov.-16, Q3)

Accounting Treatment of Normal Loss in Process Costing

Normal waste are recorded in terms of quantity on the credit side of the process account. As the loss is absorbed by 
the good production there will be no loss.

Example

Process Account

Particulars Units Amount (?) Particulars Units Amount (?)
To input cost 
(10,000 x 4)

Total

10,000 @4 40,000
f -

By Normal loss
By Transfer to process 2

Total

1500
8500 @4.7058 40,000

10,000 40,000 10,000 40,000

Cost per unit = 4.7058 unit
40,000
8500

Treatment of Abnormal Losses in Process Costing

Abnormal losses with a scrap or recovery value are recorded both in process account and abnormal loss account. 
Abnormal losses are calculated on the basis of the average unit cost of production. The abnormal losses are treated in the 
following manner,
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(i) Determine the normal loss.

(ii) Determine the cost per unit in normal loss.

(iii) Multiply the cost per unit with the number of abnormal loss units to determine the abnormal loss value.

(iv) Record the value of abnormal loss and units on credit side of the process account.

(v) In the abnormal loss account debit the value of abnormal loss and credit the sale amount realized.

The balance in the account shows the net loss and this balance must be transferred it to the profit and loss account

Q8. Explain normal and abnormal process losses.

Answer : Oct./Nov.-13,0

Normal Losses

The loss which is expected for sure or which is unavoidable and embedded in the production process is called normz. 
loss. It occurs during the production process. These losses are uncontrollable and can be estimated before the commencemer 
of production process. The reasons behind such losses are evaporation, shrinkage, chemical reactions, moisture and so on

Normal loss can be expressed as the percentage of input material or input cost.

Normal loss may be any one of the two forms i.e., normal waste or normal scrap.

Abnormal Losses

The losses that may take place unexpectedly under abnormal conditions are called ‘abnormal losses’. These losses 
are different from the normal losses, which are not easily predictable before the commencement of production. These 
losses can be controlled to some extent with the help of certain measures. The abnormal losses basically takes place due tc 
breakdown of machinery, carelessness, accidents, improper supply of labour, use of defective materials and so on. These 
losses are not recorded in the process account.

Q9. How will you treat abnormal process loss?

Answer : March/April-12, 06

The abnormal losses with no scrap value are not included in the process account. They have to be recorded in a 
separate account or in profit and loss account.

Example

The total output is 10,000 units out of which only 8500 units are produced but the actual output is 8,000 units. 
This is because of the abnormal loss of 500 units. The cost per unit of the expected output is 4 unit and the cost for actual 
production (8,000 units) per unit is,

U _ Total - Value of normallos s 
T otaloutput- (Normalloss units)

40,000-Nil 40,000 
10,000- (1500)~ 8,500 •/ Abnormal loss = 500 x 4.706 = 2,353

Process Account

Particulars Unit Amount
(?)

Particulars Unit Amount
(?)

To Input cost 10,000 @4 40,000 By Normal loss
By Output of finished goods 
(Bal. fig.)
By Abnormal loss

1500
8000 (@4.706)

500 (@ 4.706)

37,647

2,353

Total 10,000 40,000 Total 10,000 40,000
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(i) Determine the normal loss.

(ii) Determine the cost per unit in normal loss.

(iii) Multiply the cost per unit with the number of abnormal loss units to determine the abnormal loss value.

(iv) Record the value of abnormal loss and units on credit side of the process account.

(v) In the abnormal loss account debit the value of abnormal loss and credit the sale amount realized.

The balance in the account shows the net loss and this balance must be transferred it to the profit and loss account.

Q8. Explain normal and abnormal process losses.

Answer : Oct./Nov.-13, Q6

Normal Losses

The loss which is expected for sure or which is unavoidable and embedded in the production process is called normal 
loss. It occurs during the production process. These losses are uncontrollable and can be estimated before the commencement 
of production process. The reasons behind such losses are evaporation, shrinkage, chemical reactions, moisture and so on.

Normal loss can be expressed as the percentage of input material or input cost.

Normal loss may be any one of the two forms i.e., normal waste or normal scrap.

Abnormal Losses

The losses that may take place unexpectedly under abnormal conditions are called ‘abnormal losses’. These losses 
are different from the normal losses, which are not easily predictable before the commencement of production. These 
losses can be controlled to some extent with the help of certain measures. The abnormal losses basically takes place due to 
breakdown of machinery, carelessness, accidents, improper supply of labour, use of defective materials and so on. These 
losses are not recorded in the process account.

Q9. How will you treat abnormal process loss?

Answer : March/April-12, Q6

The abnormal losses with no scrap value are not included in the process account. They have to be recorded in a 
separate account or in profit and loss account.

Example

The total output is 10,000 units out of which only 8500 units are produced but the actual output is 8,000 units. 
This is because of the abnormal loss of 500 units. The cost per unit of the expected output is 4 unit and the cost for actual 
production (8,000 units) per unit is,

CPU = Total - Value of normalloss 
T otaloutput- (Normalloss units)

40,000-Nil 40,000 
10,000-(1500)~ 8,500 Abnormal loss = 500 x 4.706 = 2,353

Process Account

Particulars Unit Amount
(?)

Particulars Unit Amount
(?)

To Input cost 10,000 @4 40,000 By Normal loss
By Output of finished goods 
(Bal. fig.)
By Abnormal loss

1500
8000 (@4.706)

500 (@ 4.706)

37,647

2,353

Total 10,000 40,000 Total 10,000 40,000
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Q1O. The input of a product in Process A is 20,000 units at a cost of ? 1. The other direct expenses were: 
Sundry material ? 2,000, direct labour-? 10,000 and direct expenses -? 2100. The wastage was 5% sold 
at ? 0.25 per unit the output was 18,500 units. From the above information prepare process account.

Answer : (Model Paper-ll, Q&| March/April-18, Q4)

Process Account

Particulars Units Amount
(?)

Particulars Units Amount
(?)

To Units introduced 20,000 20,000 By Normal wastage (WN3) 1,000 250
To Sundry material 2,000 By Abnormal loss 500 891
To Direct labour
To Direct expenses

10,000
2,100

@1.7816 (WN, andWN2)
By output c/d 18,500 32,959

20,000 34,100 20,000 34,100

Working Notes

1. Calculation of Normal Output and Abnormal Loss or Gain

Actual input 20,000

Less: Normal Loss (20,000 x 5%) 1,000

Normal output 19,000

Less: Actual output 18,500

Abnormal loss 500 units

Calculation of Cost Per Unit
Total Cost - Normal CostCost Per Unit =

Normal Output 
34,100-250

19,000
= 1.7816 per unit.

Calculation of Normal Wastage

Given,

Wastage of 5% was sold at ? 0.25 per unit

20,000 x 5% = 1,000 unit
*

1,000 x 0.25 = 250 per unit.
Q11. The input of a product in process A is 10,000 units at a cost of ? 1. The other direct expenses were: 

Sundry material - ? 1,000, Direct labour - ? 5,000 and Direct Expenses - ? 1050. The wastage of 5% 
was sold at ? 0.25 per unit, the output was 9400 units. From the above information prepare process 
account.

Answer s (Model Paper-I, Q8 | Oct./Nov.-17, Q4)

Process Account

Particulars Units Amount
(?)

Particulars Units Amount
(?)

To Units introduced 10,000 10,000 By Normal wastage (WN3) 500 125
To Sundry material 1,000 By Abnormal loss 100 178
To Direct labour
To Direct expenses

5,000
1,050

@ 1.7816 (WN, and WN2) 
By Output c/d 9,400 16,747

10,000 17,050 10,000 17,050
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Working Notes

1. Calculation of Normal Output and Abnormal Loss or Gain

Actual input 10,000

Less: Normal loss (10,000 x 5%) 500

Normal output 9,500

Less: Actual output 9,400

Abnormal Loss 100 units

2. Calculation of Cost Per Unit

Cost per unit = Total Cost - Normal Cost
Normal Output 

17,050-125
9,500

= ? 1.7816 per unit

Calculation of Normal Wastage

Given,

Wastage of 5% was sold at T 0.25 per unit 

10,000 x 5% = 500 unit

500 x 0.25 = 125 per unit

Q12. From the following information prepare a process account, 1000 units at ? 40 per unit were introduced 
in process I.

Labour cost ? 5,000

Material ? 20,000

Production overhead ? 3,500

The normal loss is estimated at 10% of the input and can be sold at ? 10 per unit. Actual production 
was 900 units.

Answer : March/April-14, Q6

Process Account-I

Particulars Quantity Amount
(?)

Particulars Quantity Amount
(?)

To Materials 1,000 40,000 By Normal loss (10%) 100 1,000

To Labour cost 5,000

To Material 20,000

To Production overheads 3,500 By transfer to Process-II 900 67,500

1,000 68,500 1,000 68,500

Cost per unit = ? 75

Cost per unit = q’qq—
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AND TYPES OF CONTRACTS  
Q13. What is contract costing? Explain its features and types of contracts.

Answer : Model Paper-I, Q13(a)

Contract Costing

“That form of specific order costing which applies where work is undertaken to customer’s special requirements 
and each order is of long duration”.

Institute of Costand Management Accountants (I.C.M.A), London

“Contract or terminal costing is the term applied to the system adopted by those business which carry out substancial 
building or constructional contracts”.

Walter W. Bigg

Contract costing refers to that part of a particular order costing which uses where the work is carried out as per 
the needs of customer and the duration of one order is longer in comparison to that of the job costing. Contract costing is 
usually used for constructional work. Example: It might be the construction of a particular asset or combination of assets 
which forms or comprises a project. It includes numerous activities like construction of plants, bridges, roads, dams, ships, 
buildings and so on. This type of costing is usually greatly useful for builders, civil engineering contractors, mechanical 
engineering firms and so on. There are different ways of negotiating these types of contracts.

Features of Contract Accounts

The work which is to be carried out in a contract is greatly relies upon the customer’s specifications and is usually 
completed at the site. Each contract is considered a cost unit and is usually of longer duration for its accomplishment. It 
involves direct expenses to a large extent and payment is made on the basis of stage of completion of work. Some of the 
distinguishing features of contract accounts are as follows,

(i) Large Proportion of Direct Costs

In a contract, majority of the expenses items can directly be identified even though they are indirect but still are 
referred as direct expenses. Expenses such as installation of telephone at site, site power usage, transportation, site vehicles 
are considered as direct expenses.

(ii) Low Indirect Cost

The mere item of indirect cost might be the expenses of head office. It shows merely a small part of contract cost 
and is absorbed on the basis of percentage of total contract cost.

(iii) Issues of Cost Control

Contracts of large scale and huge size of the site might result in few main issues of cost control using material usage 
and losses, pilferage labour supervision and utilisation, damage and loss of plant and tools and so on.

(iv) Surplus Materials

Incase of any surplus material, they would either be recorded on credit side of the contract account with cost material 
at the end of the contract or would be recorded on debit side of new contract account if in case it is directly transferred to 
another contract. In case, if material is not needed on urgent basis then it would be stored and the cost would be recorded 
on debit side of the stock account.

Types of Contracts

Contracts are usually of three types as follows,

(i) Fixed Price Contracts

In this type of contract, a fixed contract price is decided and is accepted by both the parties.
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(ii) Fixed Price Contracts Subject to Escalation Clause

In this type of contract, contract price is fixed but it also includes an escalation clause in contract. This clause implies 
that any changes i.e., increase in price of factors must be borne by contractee and if there is any decrease in prices of factors 
then the contractee is eligible to rebate the amount.

(iii) Cost Plus Contracts

In this type of contract there is no settlement of any fixed price i.e., no fixed price can be settled down. The contractor 
is reimbursed with costs plus a percentage of these cost or a fixed fee towards profit.

All the contracts are regarded as individual units of cost and a different number is allocated to it. Each individual 
contract has a separate account as most of the work is carried out at the contract site, so expenses are directly charged to 
the contract. 

Q14. State the advantages and disadvantages of contract costing.

Answer :
Advantages of Contract Costing

Advantages of Contract Costing are as follows,

1. Recover of Losses

The possibility of incurring losses are nil, as all the costs are recovered from the contractee.

2. Uninterrupted of Work

No delays will be involved in the completion of work.

3. Benefits of Cost Plus Contract Method

This method mostly beneficial if a contract’s value is very high.

4. Simplification

Working with quotations and tenders are simple.

5. Fixed Percentage of Profit

The contractor receives assumed fixed percentage of profit.

6. Social Justice

Both the contractor and the contractee gets the benefits of social justice.

7. Effective Control

The contract’s performance can be controlled effectively by contractee by possessing retention amount.

8. Use of Escalation Clause by Contractor

Incorporating escalation clause benefits the contractor if the prices increases.

9. Use of Escalation Clause by Contractee

Incorporating escalation clause benefits the contractee if the prices decreases.

10. Easy Computation of Cost and Profit

Contract’s total cost, cost-per each elements and profit from the contract can easily be assessed by the contractor.

Disadvantages of Contract Costing

Disadvantages of contract costing are as follows,

1. Due to favourable market conditions, the contractor receives maximum benefits on a fixed contract.

2. Performance’s speed of contract depends upon the carefulness of the contractor.

3. A contractor’s efficiency does not reflected by the contract.

4. In many situations, disputes may occur between contractor and contractee.

5. A contract may not give importance to quality in case of fixed profit percentage.
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5.2 PROCEDURE OF CONTRACT COSTING
Q15. Explain the recording procedure of costs of contract.
Answer :

In contract costing, a separate account is opened in contract ledger to obtain maximum information. A specimen of 
contract ledger is as follows,

Contract Ledger
Form No..............
Contract No...................
Site...................
Completion Date........
Remarks

Contract Price......................
Terms of Payment.....................
Retention Money.............
Work Certified.............
Date..........?
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The recording method of the following items must be understood carefully,
Materials1.

The debit side of contract ledger represents materials which are directly purchased or supplied from the store or are 
transferred from any other contract. The credit side of contract ledger shows the materials that are returned to the store. On 
the credit side, the sale proceeds of surplus materials are recorded and any profit or loss obtained from the sale is transferred 
to P&L a/c. Materials which are being stolen or damaged by fire are transferred to P&L a/c and closing stock of materials 
is recorded on the credit side. When materials are transferred from one contract to another, then “receiving contract” is 
debited and “giving contract” is credited. Materials which does not have any impact on contract price must not be included 
in books but a note of quantity received and issued is recorded.
2. Labour or Wages

Any type of labour which is employed at the contract site must be considered as direct labour and should be charged 
to the related contract. If, it is not possible to prepare separate wages sheets for each contract then wages analysis sheet 
must be prepared which must include the details of daily or weekly time sheets. At the end of the period, the accrued or 
outstanding wages must be recorded on the debit side of the contract account.
3. Site Expenses

Individual contract is charged with all the site expenses excluding materials and wages expenses whenever they take
place.
4. Indirect Expenses

It is not possible to charge some expenses directly to the contract. So, they are on divided on many contracts as a 
percentage of materials or labour.
5. Plant and Machinery

Plant and machinery must be recorded carefully in order to avoid loss or improper disposing of assets. The contract 
must be charged appropriately for using the plant. The usage of plant and machinery can be charged to contracts by using 
my of the two methods,
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(i) Full value of plant is debited to contract account whereas depreciation value at the end is recorded on the credit side 

of the contract account.

(ii) An hourly rate of depreciation is recorded on the debit side of contract account.

6. Sub-contracts

Some special type of work like installation of lifts, special flooring and so on which are given by contractor to any 
other contractor then work performed by sub-contractors is directly charged the concerned contract. The sub-contract cost 
is recorded on the debit side of the contract account.

7. Extra Work

Sometimes, a contractee requires additional work in addition to the actual work. In such a case, where additional 
work is considered a separate account should be prepared treating it as separate contract. When expenses of additional work 
are not so considered then ‘cost of extra work’ should be recorded on debit side of contract account and expense incurred 
should be included in the contract price._______________________________________ _ _____________________________

Q16. Give the proforma of contract accounts.

Answer :
While preparing contract account, following proforma is to be prepared,

Contract No. xxx A/c

Particulars Amount
D

Particulars Amount
(^)

To Materials: By Materials:

Purchased xxx Returned to stores xxx

Issued from stores xxx Stock at site xxx

Transferred from other contracts xxx Transferred to other contracts xxx

To Wages xxx By Profit & loss a/c

Add: Outstanding wages xxx Materials lost xxx

xxx Plant lost xxx xxx

To Direct expenses xxx By Balance of loose tools xxx

To overhead charges xxx By Plant returned xxx

To Issue of plant xxx Les$: Depreciation xxx xxx

To sub-contract costs xxx By Sale of plant xxx

To Issue of loose tools xxx By Plant at site xxx

To cost of extra work xxx Less: Depreciation xxx

To cost of defective work xxx By Profit & loss a/c xxx

To Profit & loss a/c xxx (Loss on sale of plant)

(Profit on sale of plant) By contracts a/c xxx

To Profit & loss a/c xxx (Contract price-incase of

(Completed contract) (Incomplete contract)

or Work certified xxx

To Notional profit c/d xxx Work uncertified xxx

(Incomplete contract) xxx xxx

To Profit & loss a/c xxx By Profit & loss a/c (Loss) xxx

(Profit to be credited) xxx

To Work in progress a/c xxx By Notional profit b/d xxx

(Profit maintained as reserve)
xxx xxx
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PROBLEMS ON CONTRACT COSTING
Q17. A contractor has undertaken construction work at contract price of ? 12,00,000 on 1 -4-2010. The following 

are the particulars of the contract upto 31-3-2011.

?

Material purchased 2,00,000

Material issued from stores 8,000

Indirect expenses 70,000

Labour 2,02,000

Plant 2,81,000

Material in hand 15,000

Material cost by fire 5,000

Material at site on 31-3-2011 8,000

Plant at site 2,40,000

Cash received on account upto 31-3-2011 amounted to ? 4,48,000 which represent 80% of work certified. 
Work not certified represent ? 80,000. Prepare contract account and show the amount to be transferred to 
profit and loss account. Also prepare contractee account and show how the items appear in Balance Sheet.

Solution : March/April-14,Q11(a)

Contract Account

Particulars Amount (?) Particulars Amount (?)
To Materials purchased
To Materials issued
To Indirect expenses
To Labour

To Plant

To Notional Profit c/d

To P&L a/c [l,47,000x 3 x 5 60 00Q

To Reserve a/c

2,00,000
8,000

70,000
2,02,000

2,81,000

1,47,000

By Material in hand
By Material lost in fire
By Closing stock of material
By Plant (closing)

„......4,48,000
JSy work certified 803^

By Work uncertified

By Notional Profit b/d

15,000
5,000
8,000

2,40,000

5,60,000

80,000
9,08,000 9,08,000

39,200

1,07,800

1,47,000

1,47,000 1,47,000

Working Notes

Calculation of Work Completed %

Contract Price 12,00,000------  100%

Work Certified 5,60,000------ ?

= 46.7%

As work certified is less than 50% of the contract price then the transfer to P&L a/c can be calculated by using a 

formula = Notional profit x ±- x WorkCgs^ified .
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Contractee’s Account

Particulars Amount (?) Particulars Amount (?)

To Balance c/d 4,48,000 By Cash a/c 4,48,000

4,48,000 4,48,000

Balance Sheet

Liabilities Amount (?) Assets Amount (?)

Profit and loss a/c

Less: Loss of material by fire

39,200

5,000

Work in Progress:

Work certified 5,60,000

34,200 Add: Work not certified 80,000

Less: Reserve

6,40,000

1,07,800

Less: Cash received

5,32,200

4,48,000

Material at site

Materials in hand

Plant at site

84,200

8000

15,000

2,40,000

Q18. Prepare a contract account from the following particulars:

?

Materials issued from stores 2,00,000

Materials purchased 1,60,000

Plant installed at site 50,000

Establishment charges 40,000

Materials returned to stores 10,000

Wages paid 1,40,000

Wages accrued 20,000

Direct expenses 6,000

Indirect expenses 14,000

Materials transferred to another contract 30,000

Materials on hand 40,000

Depreciation on plant 20%

Contract price 10,00,000

Works certified 5,00,000

Cost of work not yet certified 50,000

Cash received from the contractee 4,00,000

#•
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Solution : Oct./Nov.-14, Q11(a)

Contract Account

Particulars Amount
(?)

Particulars Amount
(?)

To Materials issued from stores 2,00,000 By Material returned to stores 10,000

To Materials purchased 1,60,000 By Materials transferred to another contractee 30,000

To Plant installed 50,000 By Materials on hand 40,000

To Establishment charges 40,000 By Plant at the end 40,000

To Wages paid 1,40,000 (50,000- 10,000)

To Accrued wages 20,000 By Work certified 5,00,000

To Direct expenses 6,000 By Work uncertified 50,000

To Indirect expenses 14,000

To Notional profit c/d 40,000

6,70,000 6,70,000

To Profit and loss a/c (WN2) 21,333 By Notional Profit b/d 40,000

To Reserve a/c 18,667

40,000 40,000

Working Notes

1. Calculation of Work Completed %

Contract price 10,00,000 -----100%

Works certified 5,00,000 -----?
5,00,000
10,00,000 

= 50%

xl00

Transfer P&L a/c = Notional profit x jx wXVcertified 

= *21333

Q19. Write up the contract account from the following details:

16,200

10,800

8,000

2,880

1,500

3,420

40,000

Direct Materials 

Wages 

Special Plant 

Stores issued 

Loose tools

Cost of tractor (Fuel, wages of driver and expenses of workers)

Contract price

The contract was completed in 20 weeks. The special plant was returned to stores subject to depreciation 
at 20% on original cost. The value of loose tools and stores returned were ? 1,000 and ? 400 respectively. 
The written down value of tractor used for the contract was ? 19,500 and depreciation was to be charged 
to this tractor of 20% per annum on this value. Provide 7% for administrative expenses on works cost.
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Solution : (Model Paper-I, Q13(b) | Oct./Nov.-16, 011(b))

Contract Account

Note: Contract completed in 20 weeks and in an year there are 52 weeks._________________________________________
Q20. A building contractor have undertaken construction work at contract price of? 6,00,000. The following 

are the particulars from 1sl January 2012 to 31-12-2012.
Materials ? 1,20,000
Wages ? 1,38,000
Plant ? 30,000
General expenses, ? 11,100
Cash received upto to December 2012 ? 2,70,000 being 80% of the work certified the value of material on 
hand ? 8100. The work not yet certified ? 7500. Depreciation on plant 10% per annum, prepare contract 
account and state the proportion of profit credited to profit and loss account.

Solution : March/April-15, Q11(a

Contract Account
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Working Note

Calculation of work completed %

6,00,000 (Contract price) = 100%

3,37,5000 -----?

3,37,500x100
6,00,000

56.25%

5.3 GUIDELINES TO ASSESS PROFIT ON INCOMPLETE CONTRACTS
Q21. State the general guidelines to assess profit on incomplete contracts.

OR

Give the broad guidelines that should be followed for the assessment of profit on incomplete contracts 
for incorporation in the profit and loss account and balance sheet of a firm.

Answer :

The general guidelines for assessment of profit on incomplete contracts are as follows,

1. In case of any loss on incomplete contracts the complete amount of loss should be debited to profit and loss account.

2. The basis for calculating profit should be work certified.

3. The uncertified work should be valued at cost.

4. Calculation of profit if work has not reasonably advanced or completed is given in below table,

S.No. Work’s Status Amount of Profit to be 
Credited to Profit and Loss 

Account

Formula (For Crediting Profit 
to Profit and Loss Account)

(i) Value of work certified 
is < 25% of the contract 
price.

NIL NIL

(ii) Value of work certified 
is > 25%, < 50% of the

(a) After adjusting the percentage of 
cash received from the customer i.e.,

1 „ T . , „ „ Cash received„ x Notional Profit x
3 Work certified

contract price. contractee is y of profit.

(b)
The profit’s balance amount is 
considered as a reserve for meeting 
any future contingencies.

5. Calculation of profit if work has been reasonably advanced or completed is given in below table,

S.No. Work’s Status Amount of Profit to be 
Credited to Profit and Loss 

Account

Formula (For Crediting Profit 
to Profit and Loss Account)

(i) Value of work certified 
is > 50% of the contract 
price.

(a) After adjusting the percentage of 
cash received from the customer i.e.,

2
contractee is y of profit.

(b) The profit’s balance amount is 
considered as a reserve for meeting 
any future contingencies.

2 „T . , „ „ Cash received„ x Notional Profit x
3 Work certified
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6. Calculation of profit if work is in final stages of completion or near to complete is given in below table,

S.No. Work’s Status Amount of Profit to be 
Credited to Profit and 

Loss Account

Formula (For Crediting Profit to Profit 
and Loss Account)

(i) Work is > 50%, (a) Estimated profit is calculated Estimated Profit x Cash received x Work certified
< 100% of the after estimating total cost of Work certified Contract pnce

contract price. completing contract. OR
Cash received

Estimated Profit x Contract price

(b) After adjusting for percentage 
of cash received and percentage 
of work certified, the profit is 
estimated.

7. The amount of profit which has remained as the reserve is need to be shown as a deduction from Work-In-Progress 
(WIP) on the balance sheet’s asset side.

5.4 PROCESS COSTING - MEANING, FEATURES, ADVANTAGES AND DISADVANTAGES
Q22. What is process costing? Explain its features. 

Answer :

Process Costing

Process costing is a type of operation costing which helps in determining the costs of product involved at each stage 
or process.

“Process costing is defined as “a form of operation costing which applies when standardized goods are produced”.

-ICMA

“Process costing is a method of cost accounting whereby, costs are charged to processes or operations and averaged 
over units produced”.

- Koheler

Process costing is also called as continuous costing or average costing. This method of costing is mostly used in 
the firms which are involved in mass production such as steel, sugar mills, canning factory, food products, textile industry, 
paper mills, oil refining etc.

Features of Process Costing

The following are the features of process costing,

(i) The production of the product in the firm is continuous and standardized.

(ii) The firm is divided into departments and each department is called as cost centre.

(iii) The output/finished product is homogenous or similar in all the aspects.

(iv) The accumulation of production depends on the process.

(v) Average cost is to be considered instead of unit costs.

(vi) The process should be carried out in a sequential manner i.e., the finished product of one process constitutes th; 
input for next process or operation and so on, till the finished product is obtained.

(vii) Semi-finished goods are transformed into equivalent production on the basis of the extent of incompleteness.

(viii) It is not possible to avoid the loss of material during the production process.
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Q23. What are the advantages and disadvantages of process costing?

Answer :

Advantages of Process Costing

The advantages of the process costing are as follows,

(a) It helps in ascertaining the process costs periodically at short intervals.

(b) Process costing is a simple and inexpensive method.

(c) The performance evaluation of the firms processes helps the management in controlling the processes and costs.

(d) As the processes are standardized, the tender prices are easily quoted.

(e) The expenses can be easily allocated to the processes for obtaining accurate costs.

(f) The periodical determination of the cost helps the management in reviewing the process efficiently.

Disadvantages of Process Costing

The disadvantages/limitations of process costing are as follows,

(a) As the costs in this method are recorded at the end of the period, it is not possible to use this method for controlling 
the costs.

(b) The valuation of work-in-progress for cost estimation may lead to inaccurate cost results.

(c) It is not possible to value the losses, wastes and spoilages.

(d) The probability of occurrence of errors in the cost calculations is more.

(e) It is difficult to calculate the average cost of the process. If the firm is producing more than one of the product.

(f) It is very difficult to determine the values of closing stock in this method.

5.5 PREPARATION OF PROCESS ACCOUNT - NORMAL AND ABNORMAL LOSSES
Q24. What are the steps involved in process cost accounts?

Answer : < •

The process cost accounts is prepared by following the four basic steps as follows,

1. Gather complete summary of the flow of physical units of output.

2. Calculate the output in terms of equal units.

3. Total costs involved must be summarised and equal unit costs should be calculated.

4. Allocate the total costs to completed units and to those units which are in last stage in process inventory.

Process costing is a method of costing which might be implemented along with other costing method. Absorption 
costing is followed for valuing fixed costs, stocks and variable costs whereas marginal costing is followed for evaluating 
only variable costs.

One of the important point to be taken into consideration action while preparing process cost accounts is the treatment 
of normal and abnormal losses.

325. What are normal losses? Write about two forms of normal losses and their treatment.

Answer : Model Paper-ll, Q13(a)

Normal Losses

The loss which is expected for sure or which is unavoidable and embedded in the production process is called normal 
oss. It occurs during the production process. These losses are uncontrollable and can be estimated before the commencement 
:f production process. The reasons behind such losses are evaporation, shrinkage, chemical reactions, moisture and so on.

Normal loss can be expressed as the percentage of input material or input cost.
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Forms of Normal Loss

Normal loss may be any one of the two forms,

(i) Normal Waste

“Normal waste is the part of the basic raw material lost in processing which does not have any recovery value”.

- Theodore Lang

Accounting Treatment of Normal Waste

If there is any normal loss in a process then the costs incurred for that loss would be charged on the remaining 
production. Normal loss can be absorbed by the good production units which would increase the cost per unit.

Cost per unit of a product can be calculated with the help of the following formula,

~ Total cost of production
Cost per unit - -----------------------------------------—

Total output- Normal loss units

Example

The total cost of producing 10,000 units is 40,000 in the absence of normal loss without scrap value cost per unit is,

40,000
10,000

= 4 per unit

If there is a normal loss of 1500 units then the cost per unit becomes,

40,000 _ 40,000
10,000-1500 ” 8500 4.706

There is an increase in cost per unit incase of normal loss without any recovery value by 0.706 P. This increase is 
because of the absorption of normal loss by the good production units.

(ii) Normal Scrap

“Normal scrap is the residual material left in the manufacturing process which cannot be used in further process 
which have low recovery value”.

— Theodore Lang

Treatment of Normal Scrap

Incase of normal loss with a scrap value the cost per unit is calculated after deducting the scrap value from the total 
cost of production.

Example

In the above example if the scrap value is given as ?2 unit then the cost per unit is,

Cpu Total cost-Value of scrap
Total production - Normal loss units

_ 40000-(1500x2)

8500

_ 37000 

8500

= 4.353

There is a decrease in the cost per unit when compared to the cost in normal waste because of the realization of 
from the sale of normal wastage.
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Accounting Treatment of Normal Scrap and Waste

Normal waste are recorded in terms of quantity on the credit side of the process account. As the loss is absorbed by 
the good production there will be no loss.

Example

Process Account

Particulars Units Amount
(?)

Particulars Units Amount
(?)

To input cost 
(10,000 x 4)

Total

10,000 @ 4 40,000 By Normal loss
By Transfer to process 2

Total

1500
8500 @4.7058 40,000

10,000 40,000 10,000 40,000

Cost per unit = = ? 4.7058 unit
40,000
8500

Normal scrap is recorded in the process account on the credit side as the amount realized from the sale of waste goods.

Example

is

Process Account

Particulars Units Amount
(?)

Particulars Units Amount
(?)

To input cost 10,000 @4 40,000 By Normal loss
By Transfer to process 2

1500 @2 
8500 @4.353

3000
37,000

Total 10,000 40,000 Total 10,000 40,000

. 37,000 ,
Cost per unit = „ - = < 4.353 unit

Q26. What is abnormal loss? Explain the treatment of abnormal losses.

Answer : Model Paper-Ill, Q13(a)

Abnormal Loss

The losses that may take place unexpectedly under abnormal conditions are called ‘abnormal losses’. These losses 
are different from the normal losses, which are not easily predictable before the commencement of production. These 
losses can be controlled to some extent with the help of certain measures. The abnormal losses basically takes place due to 
breakdown of machinery, carelessness, accidents, improper supply of labour, use of defective materials and so on. These 
losses are not recorded in the process account.

Treatment of Abnormal Losses with No Scrap Value

The abnormal losses with no scrap value are not included in the process account. They have to be recorded in a 
separate account or in profit and loss account.

Example

The total output is 10,000 units out of which only 8500 units are produced but the actual output is 8,000 units. 
This is because of the abnormal loss of 500 units. The cost per unit of the expected output is 4 unit and the cost for actual 
production (8,000 units) per unit is,

Cpn - Total - Value of normal loss
Total output - (Normal loss units)

>fra« 40,000-Nil 
10,000-(1500)

40,000
8,500

4.706 Abnormal loss = 500 x 4.706 = 2.353
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Process Account

Particulars Units Amount
(?)

Particulars Units Amount
(?)

To input cost 10,000 @4 40,000 By Normal loss 1500 -

By Output of finished goods 
(Bal. fig.)

8000 (@4.706) 37647

By Abnormal loss 500 (@ 4.706) 2353

Total 10,000 40,000 Total 10,000 40,000

Treatment of Abnormal Losses with a Scrap Value

Abnormal losses with a scrap or recovery value are recorded both in process account and abnormal loss account. 
Abnormal losses are calculated on the basis of the average unit cost of production. The abnormal losses are treated in the 
following manner,

(i) Determine the normal loss.

(ii) Determine the cost per unit in normal loss.

(iii) Multiply the cost per unit with the number of abnormal loss units to determine the abnormal loss value.

(iv) Record the value of abnormal loss and units on credit side of the process account.

(v) In the abnormal loss account debit the value of abnormal loss and credit the sale amount realized.

The balance in the account shows the net loss and this balance must be transferred it to the profit and loss account.

Example

In the above example assume scrap value is ? 2 per unit.

Particulars Units Amount
(?)

Particulars Units Amount
(?)

To input cost 10,000 40,000 By Normal loss

By Abnormal loss

By transfer to next process

1500 (@ 2)

500 (@ 4.353)

8000 (@4.353)

3,000

2,176

34,824

Total 10,000 40,000 Total 10,000 40,000

, ,, 40,000 - 3,000 cnn
Abnormal loss =------- -------- — x 500 = 2176

10,000-1,500

Problems on process costing
Q27. Product ‘A’ passes through three processes. 1000 finished units were produced with the following 

expenditure during March 2012.

Particulars Process
A(?)

Process
B (?)

Process
C (?)

Direct material 1,000 2,000 1,000
Direct labour 5,000 4,000 3,000
Direct expenses 500 600 1,000

Overhead expenses amounted in all to ? 6,000. They are to be apportioned on the basis of direct wages. 
Main raw materials issued to process ‘A’ (besides above) were worth ? 6,000. Prepare the Process 
Accounts.
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Solution : March/April-13, Q11(b)

Process ‘A’ Account

Particulars Cost per 
Unit (?)

Total 
Cost (?)

Particulars Cost per 
Unit (?)

Total 
Cost (?)

To Raw materials
To Direct materials
To Direct labour
To Direct expenses
To Overhead expenses

12,000 x6’000

6
1
5

0.5
2.5

6,000
1,000
5,000

500
2500

By Process B a/c 15 15,000

15.00 15,000 15.00 15,000

Process ‘B’Account

Particulars Cost per 
Unit (?)

Total 
Cost (?)

Particulars Cost per 
Unit (?)

Total 
Cost (?)

To Transfer from process A 
To Direct Material
To Direct labour
To Direct expenses
To Overhead expenses

15.00
2
4

0.6
2

15,000
2,000
4,000

600
2,000

By Process C a/c 23.6 23,600

23.6 23,600 23.6 23,600

Process ‘C’ Account

Particulars Cost per 
Unit (?)

Total 
Cost (?)

Particulars
£

Cost per 
Unit (?)

Total 
Cost (?)

To Transfer from process B
To Direct Material
To Direct labour
To Direct expenses
To Overhead expenses

liX*6-000

23.6
1
3
1

1.5

23,600
1,000
3,000
1,000
1500

By Finished stock a/c 30.1 30,100

30.1 30,100 30.1 30,100

Q28. The product of manufacturing company passes through two processes A and B. It is ascertained that 
in each process 10% of total weight is lost and 20% is scrap. The realization from scrap amounted to 
?160 per ton and?400 per ton from process A and B respectively. Process of the figures are as follows:

Process A (?) Process B (?)

Materials consumed in tons 2,000 140

Cost per ton 250 400

Wages 36,000 24,000

Manufacturing expenses 12,000 10,000
cess

Prepare process account showing the cost per ton of output in each process.
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Solution :

Process-A account

Particulars Units (Tons) Amounts (?) Particular Units (Tons) Amounts (?)

To Materials consumed

To Wages

To Management using 
expenses

2,000
« *

5,00,000

36,000

12,000

By Weight loss (10% of2000)

By Scrap (20% of 2000)

By Process-B transfer

200

400

1,400

64,000

4,84,000

2,000 5,48,000 2,000 5,48,000

Working Notes

Material consumed - 2,000 tons @, ?250 per ton = ?5,00,000 

Cost per ton of output in process A,
4,84,000A = = ?345.71.

Process-B account

1,400

Particulars Units (Tons) Amounts (?) Particular Units (Tons) Amounts (?)

To Process-A (transfer)

To Material consumed

To Wages

To Manufacturing expenses

1,400

140

4,84,000

56,000

24,000

10,000

<r
By Weight loss 
(10% of (1400+ 140))

By Scrap
(20% of (1400+ 140))

By Finished stock a/c

154

308

1,078

1,23,200

4,50,800

1,540 5,74,000 1,540 5,74,000

Working Notes

Material consumed= 140 tons @ ?400 per ton 

= ?56,000

Cost per ton of output in Process-B,

-TW2''418'18

Q29. Product B is obtained after it passes through three distinct processes. The following information is 
obtained from the accounts for the week ending 31st October 2015.

Items Total
(?)

Process-1
(?)

Process-ll
(?)

Process-Ill
(?)

Direct material
Direct wages
Production overhead

7,542
9,000
9,000

2,600
2,000

1,980
3,000

2,962
4,000

1,000 units at ? 3 each were introduced to Process I. There was no stock of material or Work in Progre 
at the beginning or at the end of the period. The output of each process passes direct to the m 
process and finally to the finished stock. Production Overhead is recovered on 100% of direct wag 
The following additional data are obtained.
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Process Output 
in Units

Normal 
Loss %

Value of Scrap 
per unit in (?)

1 950 5% 2
II 840 10% 4
III 750 15% 5

i Prepare Process Cost Accounts.

I

I

Solution : (Model Paper-ll, Q13(b) | March/April-17, Q11(a))

Process I Account

Particulars Unit Amount
(?)

Particulars Unit Amount
(?)

To Units introduced
To Direct materials
To Direct wages
To Production Overheads
(100% of Direct wages)

1,000 3,000
2,600
2,000
2,000

By Normal loss (5% of 1,000)
By Process II 
(Balancing figure)

50
950

100
9,500

1,000 9,600 1,000 9,600

Working Notes:

Calculation of Normal Output and Abnormal Loss or Gain (Units)

Actual input 1,000

Less: Normal loss 50

Normal output 950

Less: Actual Output 950

Nil

■

0 ; No Abnormal Loss or Abnormal Gain

Process II Account

Particulars Unit Amount
(?)

Particulars Unit Amount
(?)

To Process I (transfer)
To Direct materials
To Direct wages
To Production Overheads
(100% of Direct wages)

950 9,500
1,980
3,000
3,000

By Normal loss (10% of 950)
By Abnormal loss (WNj)
By Process III (transfer)

95
15

840

380
300

16,800

950 17,480 950 17,480

Working Notes:

Calculation of Normal Output and Abnormal Loss or Gain (Units)

Actual input transferred from Process 1 950

Less: Normal loss 95

ess Normal output 855
iext Less: Actual Output 840
jes -------

Abnormal loss 15
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17,480-380 ,, Abnormal Loss =------ ggg ....* 15

= ? 300

Process III Account

Particulars Unit Amount
(?)

Particulars Unit Amount
(?)

To Process II (transfer) 840 16,800 By Normal loss (15% of 840) 126 630

To Direct materials 2,962 By Finished stock 750 28,500

To Direct wages 4,000

To Production Overheads • 4,000

To Abnormal gain 36 1,368

876 29,130 876 29,130

Working Notes:

Calculation of Normal Output and Abnormal Loss or Gain (Units)

Actual input transferred from Process II 840

Less: Normal loss 126

Normal output 714 

Less: Actual Output 750

Abnormal loss - 36

Abnormal gain = 84o-126 units x 36 umts 
= ? 1,368

Abnormal Loss Account

Particulars Unit Amount
(?)

Particulars Unit Amount
(?)

To Process II 15 300 By Sale of scrap

(@ ? 4 per unit)

By Costing P&L a/c

15 60

240

15 300 15 300

Abnormal Gain Account

Particulars Unit Amount
(?)

Particulars Unit Amount
(?)

To Normal loss a/c 36 180 By Process III 36 1,368

(Deficit in the sale of 
normal loss @ ? 5 pu)

To Costing P&L a/c 1,188

36 1,368 36 1,368

SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD



144 COST ACCOUNTING

Normal Loss Account

Particulars Unit Amount
(?)

Particulars Unit Amount
(?)

To Process I 50 100 By Cash (sales) 235 930
To Process II 95 380 By Abnormal gain a/c 36 180
To Process III 126 630

271 1,110 271 1,110

Q30. A product passes through two distinct process A and B and then to finished stock. The normal wastage 
of each process is as follows,

Process ‘A’: 3% of input introduced in the process

Process ‘B’: 5% of input introduced in the process

Wastage of process ‘A’ was sold at ? 0.50 per unit and that of process B at ? 1 per unit. 10,000 units 
were issued to process ‘A’ at a cost of ? 2 per unit. The other expenses were as follows,

Process ‘A’ 
(?)

Process‘B’ 
(?)

Sundry materials 2,000 3,000
Wages 10,000 16,000
Manufacturing expenses 2,100 2,375

Actual output:

Process ‘A’ = 9,500 units

Process ‘B’ = 9,100 units.

Prepare process accounts of A and B, normal loss account, abnormal loss account and abnormal gain 
account.

Solution : (Model Paper-Ill, Q13(b) | Sept./Oct.-15, 011(b))

Process ‘A’ Account

Particulars Quantity Amount
(?)

Particulars Quantity Amount
(?)

To Units issued @ 2 P.U 10,000 20,000 By Normal loss 300 150

To Materials - 2,000 [0.03 x 10,000 = 300]

To Wages - 10,000 By Abnormal loss [WNJ 200 700

To Manufacturing expenses 2100 @ ? 3.5 per unit [WN,]

By Output c/d (transferred to Process B) 9,500 33,250

10,000 34,100 10,000 34,100

Working Notes

1. Calculation of Normal Output and Abnormal Loss or Gain

Actual input 10,000

Less: Normal loss 300

Normal output 9,700

Less: Actual output 9,500

Abnormal Loss 200
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2. Calculation of Cost Per Unit
Total Cost - Normal Loss

oiq . ■ v, ‘ rijjuo’s
s 2- 5

Cost per unit Normal Output

34,100-150
9,700

= ? 3.5 per unit ■ w.;

Process ‘B’ Account

Particulars Units Amount
(?)

Particulars Units Amount
(?)

To Transfer for process
To Materials
To Wages
To Manufacturing expenses
To Abnormal gain 
@ ? 6 per unit [WNp WN2]

9,500

75

33,250
3,000

16,000
2,375

450

By Normal loss 
[9,500 x 0.05 = 475]
By Output c/d (to finished goods)

475

9,100

475

54,600

9,575 55,075 9,575 55,075

Working Notes

1. Calculation of Normal Output and Abnormal Loss or Gain

Actual input transferred from Process A 9,500 

Less: Normal loss

Normal output 

Less: Actual output 

Abnormal Gain

2. Calculation of Cost Per Unit
Total Cost - Normal Loss

475

9025

9,100

-75

Cost per unit = Normal Output

54,625-475
9,025

= ? 6 per unit

Q31. A product passes through two distinct process A and B, after B passes to finished product. Prepare 
the A and B process Accounts.

Process ‘A’ 
(?)

Process‘B’ 
(?)

Material
Direct Wages
Work expenses

12,000
14,000
4,000

6,000
8,000
4,000

Input to process A (units) 10,000 @ ? 1 per unit

Normal loss
Output (Units)
Scrap value per 100 units

5%
9,400

8

10%
8,300

10

March/April-15, Q11(b)

OR
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A product passes through two distinct processes. A and B and then to finished stock. The output of 
process A passes direct to B and that of B passes to finished product. From the following information 
you are required to prepare process accounts:

Process ‘A’ 
(?)

Process ‘B’ 
(?)

Material consumed 12,000 6,000
Direct labour 14,000 8,000
Manufacturing expenses 4,000 4,000
Input to Process ‘A’ (units) 10,000
Inputs to Process *A* (value) 10,000
Output (Units) 9,400 8,300
Normal loss (% of output) 5% 10%
Value of normal loss (per 100 units) 8 10

No opening or closing stock is held.

Solution : Oct./Nov.-14,011(b)

Process ‘A’ Account

Particulars Quantity Amount
(?)

Particulars Quantity Amount
(?)

To Units introduced 10,000 10,000 By Normal loss [WN,] 500 40
To Direct labour 14,000 By Abnormal loss 100 421
To Manufacturing expenses

To Material

4,000

12,000

@ ? 4.21 per unit [WN2, WNJ 

By Transfer to Process B 9,400 39,539
10,000 40,000 10,000 40,000

Working Notes

1. Calculation of Normal Loss in Value

Normal Loss (in units) = 10,000 x 0.05 = 500 units

1(b)

100units-? 8 

500 units — ? 
500x8

100 = ?40

Calculation of Normal Output and Abnormal Loss or Gain

Actual input 10,000 

Less: Normal loss 500

Normal output 9,500 

Less: Actual output 9,400

Abnormal Loss 100

3. Calculation of Cost Per Unit
..........._ Total Cost - Normal LossCost per unit - ....... Normai Output--------

40,000-40
9,500

= ?4.21
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Process ‘B’ Account

Particulars Quantity
Units

Amount (?) Particulars Quantity
Units

Amount (?)

To Transfer from process A 9400 39,539 By Normal loss 940 94

To Materials 6,000 By Abnormal loss 160 1086

To Direct labour 8,000 @ ? 6.79 per unit [WN2, WN3]

To Manufacturing expenses 4,000 By Finished stock a/c 8300 56,359

9400 57,539 9400 57,539

Working Notes

1. Calculation of Normal Loss in Value

Normal Loss (in units) = 9,400 x 0.10 = 940 units 

100 units -? 10

940 units — ?

2.

3.

940x10
100 = ?94

Calculation of Normal Output and Abnormal Loss or Gain

Actual input transferred from Process A 9400

Less: Normal loss 940

Calculation of Cost Per Unit

Normal output 8,460 

Less: Actual output 8,300

Abnormal Loss 160

Cost per unit = Total Cost - Normal Loss
Normal Output

57,539-94
8,460

= ? 6.79 per unit.
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EXERCISE PROBLEMS
Contract Account:

1. How much of profit, if any, would you allow to be considered in the following case?

Contract cost ? 2,80,000 upto date ; Contract value ? 5,00,000 ; Cash received ? 2,70,000 ; Uncertified work ? 
30,000.

Deduction from bills by way of security 10 percent.

(Ans: Profit to be credited to P/L A/c is ? 30,000).

2. A construction company has undertaken to construct a Bridge. Following particulars relate to this bridge for the year 
ended 31st December, 2012.

Materials (?) (?)
Direct purchase 50,000 Materials on hand at December 31st 1,000

Issued from stores 10,000 Materials loss by fire 500

Wages for labour 45,000 Salvage value thereof 150

General plant in US: Wages accrued at December 31st 5,000

Written down value 1,00,000 Direct expenses accrued at December 31st 500

Depreciation thereon 10,000 Value of work certified 1,59,000

Direct expenses

Share of general overhead

3,500

2,000

Costs of uncertified work 4,500

The value of the contract is ? 2,15,000 and it is the practice of the contractee as per terms of the contract to retain 
10% of work certified. From the above particulars prepare Contract account, arrive at the cost of work-in-progress 
and show how the various items would appear in the Balance Sheet.

(Ans: Notional Profit ? 38,000 ; Profit transfer to Profit & Loss A/c ? 22,800; WIP ? 1,48,300).
3. Prepare necessary accounts of a contract from the following information considering profit on usual basis:

Materials ? 1,30,000 ; Wages ? 1,00,000 ; Overhead ? 50,000 ; Materials at site at close ? 10,000 ; Loss by accident 
? 20,000 ; Uncertified work ? 30,000 ; Cash received ? 3,60,000 ; Contract value ? 5,00,000 ; Retention -10% of 
work certified ; Sales of scraps ? 2,000 ; Sale of materials (cost ? 5,000) ? 6,000 ; Plant ? 50,000 (Value of this plant 
at the close of the year is ? 30,000).

(Ans: Notional Profit? 1,67,000 ; Profit transferred to P/L A/c ? 1,00,200).
4. Following figures are extracted from the books of Ram Dass, a contractor, for the year ending 31st Dec.2012:

(?) (?)
Work-in-progress on 31s* Dec., 2011 17,00,000 Work certified 3,00,000

Less: Advances from contractees 11,00,000 Profit taken upon contract 2,30,000

Materials supplied to contracts, direct 1,20,000 Administrative expenses (of which

Materials issued from store 2,10,000 ? 5,000 is chargeable to P & L A/c) 25,000

Wages 1,70,000 Plant issued 50,000

Working expenses 30,000 Materials returned from contracts

Materials returned to store 11,000 direct to suppliers 9,000

Contracts finished 4,50,000 Advances from contractees 8,00,000

Prepare Contract Ledger Control A/c as in General Ledger and Total Contractee’s A/c. Show also how the work-in
progress would appear in the balance sheet as on 31s1 December. 2012.

(Ans: Work uncertified ? 17,60,000 ; Work-in-progress ? 6,10,000).
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5. You are required to prepare a ContractAccountforthe year ending 31st December, 2012 from the following particulars: 

Materials T 4,05,000 ; Wages ? 5,00,000 ; Expenses ? 1,00,000 ; Expenses accrued due ? 20,000 ; Plant ? 2,10,000, 
work certified ? 16,00,000
Materials at site (31-12-2012) ? 40,000. (90% received in cash)
Plant costing 10,000 sold for 12,000 and material costing 5,000 sold for 4,000. Depreciate plant by ? 20,000, 10% of 
the value of materials issued and 5% of the wages may be taken as incurred for the portion of the work completed but 
not yet certified. Expenses are to be charged as a percentage to direct wages. Ignore depreciation on the uncertified 
portion of work. Ascertain the amount to be transferred to the profit and loss account.

(Ans: Profit transferred to P/L A/c is 4,02,600).__________________________________________________________
6. Balaji undertook a contract for the construction of houses on 1 -1 -2012. The contract price was ? 22,50,000. Following 

details are available for 2012;
Materials purchased ? 3,60,000 ; Materials issued from stores ? 45,000 ; Labour ? 1,35,000 ; Plant installed at site 
? 1,80,000 ; Direct expenses ? 90,000 ; Establishment expenses ? 22,500 ; Materials returned to stores ? 22,500 ; 
Materials on hand at the end ? 9,000 ; Plant hand at the end ? 1,35,000 ; Outstanding wages ? 27,000; Uncertified 
work ? 95,400 ; Cash received (80% of the work certified) ? 9,00,000
Prepare Contract Account.

(Ans: Notional Profit ? 5,27,400 ; Profit transferred to Profit and Loss A/c 2,81,280)._________________________
7. Kunal Construction signed a contract for the construction of a building at a contract price of ? 30 Lakhs. During the 

first year, the following amounts were spent against which ? 11,25,000 (which is equal to 90% of the work certified) 
was received by the contractor.
Material used ? 5,25,000
Wages paid 3,00,000
Overhead expenses 75,000
The following expenses were incurred during the second year:
Material ? 7,50,000
Wages 6,00,000
Overheads 1,50,000
During the second year, the contract was completed. In the second year, ? 17,50,000 was received by the contractor. 
Prepare the contract account and the contractee’s account for both the years and determine the profits.

(Ans: First year-notional profit ? 3,50,000, Tr. to P&L A/c ? 1,05,000; Second year profit? 4,95,000).
Process Accounting:
8. A batch of 600 units was introduced in a process at ? 20 per unit, 500 units were completed and transferred to the 

finished goods stores. The normal process loss was 20% of the input, and the scrap is normally sold to a contractor 
at 3 each. The labour and overhead expenditure, incurred in the process amounted to ? 600. You are required to 
show the Process and Abnormal Gain Accounts.

(Ans: Abnormal Gain (20 units), ? 510. Cost of Actual Production 500 units ? 12,750)._________________________
9. A Dabur Co., Ltd., produces a harbal shampoo which is made by subjecting certain crude herbs to two successive 

processes: A and B. The following data is respect of processing have been obtained from the accounting records of 
the company for a cost period:

Particulars Process A Process B
Input (units) 50,000 46,000
Normal loss 10% ?
Cost incurred: ? ?
Material (Herbs) 9,00,000 1,96,000
Direct labour 4,26,000 2,47,000
Production overheads 2,84,000 1,78,000
Realisable scrap value / unit 7 20

The output of process A is transferred to process B. The output of process B was 43,200 units, which were sold at 
? 60 per unit showing a profit of 20% on costs.
You are required to prepare the process cost accounts assuming that there was no closing stock of W.I.P and finishes 
goods.

(Ans: Tr. from Process A to B 46,000 units at ? 16,10,000; Profit in Process B ? 4,32,000).
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10. A product passes through three processes namely 1,2 and 3. From the following information, prepare the process 
accounts:

Process 1 Process 2 Process 3
Raw material used (tonnes) 1,000 - -
Cost per tonne (?) 200 - -
Manufacturing wages and expenses (?) 72,500 40,800 10,710
Weight Loss 5% 10% 20%
Scrap (sold at ? 50 per tonne) 50 30 51

Two-third of process 1 and 1/2 of process 2 are passed to the next process and the balance is sent to warehouse 
for sale.

(Ans: Cost per ton - Process 1 ? 300, Process 2 ? 430, Process 3 ? 770).____________________________________
11. 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 which from processes A 
and B realizes ? 80 per ton and ? 200 per ton respectively.
Following are the figures relating to both the processes:

Process A Process B
Materials in tons
Cost of materials per ton in rupees 
Wages in rupees
Manufacturing expenses in rupees 
Output in tons

1,000
125

28,000
8,000

830

70
200

10,000
5,250

780

Prepare Process Cost Accounts showing cost per ton of each process. There was no stock or work-in-progress in 
any process.

(Ans: Process A : Abnormal loss (20 units) ? 3,600 ; Cost to process B ? 1,49,400 (? 180 per ton). Process B : 
Abnormal gain (15 units) ? 3,150 Transferred to Finished Goods ? 1,63,800 (? 210 per ton).____________________
12. Prepare the necessary accounts for the following :

Process A
(?)

Process B
(?)

Materials 30,000 3,000
Labour 10,000 12,000
Overhead 7,000 8,600
Input units 20,000 17,500
Output units 17,500 17,000
Normal Loss 10% 4%
Sales value of loss ?1 ?2

(Ans: Process A: Abnormal Loss units, 500 ; Valued at ? 1,250 - Process B: Abnormal Gain 200 units, Valued ? 785).
13. A product passes through three processes A, B and C. The normal loss of each process is as follows:

Process A - 3%, Process B - 5% and Process C - 8%.
Loss of process A was sold at 25 paise per unit, that of B at 50 paise per unit and that of C at ? 1.00 per unit. 10,000 
units were introduced to Process A at ? 1.00 per unit. The other expenses were as follows:

Process

A
(?)

B
(?)

C
(?)

Materials 2,050 2,688 2,509
Labour 5,000 8,000 6,500
Actual output (in units) 9,500 9,100 8,100

Prepare the process accounts, assuming that thee were no opening or closing stocks.

(Ans: (a) Process A-transfer 9,500 units at? 16,625. Abnormal loss 200 units at ? 350 ; Process B - Transfer 9,100 
units at ? 27,300 ;Abnormal Gain 75 units at ? 225 ; Process C - Transfer to Finished Goods 8,100 units at ? 34,425 
: Abnormal Loss 272 units at ? 1,156).
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I. Multiple Choice
Total Cost - Normal Cost 

Normal Output

(a) Cost

(b) Cost per unit

(c) Price

(d) None of the above.

is the formula of_________ .

2. In_________ type of contract there is no settlement of any fixed price. [ ]

(a) Cost plus

(b) Cost less

(c) Cost minus

(d) None of the above.

3. _________ loss with no scrap value are not included in process account.

(a) Normal

(b) Abnormal

(c) (a)&(b)

(d) None of the above.

4. In_______ contracts fixed contract price is decided. [ ]

(a) Fixed price

(b) Variable price

(c) Semi-variable price

(d) None of the above.

5. Contract costing is advantageous in____________ . [ ]

(a) Recovering losses

(b) Earning profit

(c) Calculating risk

(d) None of the above.

6. Due to_________ market conditions the contractor receives maximum benefits on a fixed contract. [ ]

(a) Favourable

(b) Unfavourable

(c) (a) and (b)

(d) None of the above.
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7. In contract costing both contractor and contractee gets the benefits of justice. [ ]

(a) Social

(b) Political

(c) Economic

(d) Socio-economic.

8- ________ helps in ascertaining the process costs periodically at short intervals. [ ]

(a) Process costing

(b) Job costing

(c) Batch costing

(d) Contract costing.

9. In process costing expenses can be easily allocated to the processes for obtaining__________ costs. [ ]

(a) Accurate

(b) In accurate

(c) Opportunity

(d) None of the above.

10. In case of normal loss with a scrap value the cost per unit is calculated after deducting the scrap value from the total
of-------------- • - [ ]

(a) Cost of production

(b) Factors of production

(c) Actual production

(d) Volume of production.

II. Fill in the Blanks

!■ _________ is the term applied to the system adopted by those business which carry out substantial building or
constructional contracts.

2. WIP stands for_________ .

3. Work certified and work uncertified are the types of_________ .

4. The loss which is expected for sure or which is unavoidable and embedded in the production process is called as

5. The loss which take place unexpectedly under abnormal conditions is called as

6. There are_________ types of contracts.

7 ■ ________ costing is a method of cost accounting whereby, costs are charged to processes or operations and averaged
over units produced.

8. The cost in process costing method is recorded at________ period.

9. _________ is the part of basic raw material cost in processing.

10. CPU stands for__________ .
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KEY

I. Multiple Choice

1. (a)

2. (a)

3. (b)

4. (a)

5. (a)

6. (a)

7. (a)

8. (a)

9. (a)

10. (a)

II. Fill in the Blanks
1. Contract costing

2. Work-in-progress

3. Work-in-progress

4. Normal loss

5. Abnormal loss

6. Three

7. Process

8. End

9. Normal waste

10. Cost per unit.
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III. Very Short Questions and Answers

Q1. Define Contract Costing.

Answer :

“That form of specific order costing which applies where work is undertaken to customer’s special requirements 
and each order is of long duration”.

Institute of Cost and Management Accountant (I.C.M.A), London

Q2. What is meant by Normal Loss?

Answer :
*

The loss which is expected for sure or which is unavoidable and embedded in the production process is called normal 
loss. It occurs during the production process. These losses are uncontrollable and can be estimated before the commencement 
of production process. The reasons behind such losses are evaporation, shrinkage, chemical reactions, moisture and so on.

Q3. What is Abnormal Loss?

Answer :

The losses that may take place unexpectedly under abnormal conditions are called ‘abnormal losses’. These losses 
are different from the normal losses, which are not easily predictable before the commencement of production. These 
losses can be controlled to some extent with the help of certain measures. The abnormal losses basically takes place due to 
breakdown of machinery, carelessness, accidents, improper supply of labour, use of defective materials and so on. These 
losses are not recorded in the process account.

Q4. Define Process Costing.

Answer :

Process costing is a type of operation costing which helps in determining the costs of product involved at each stage 
or process.

“Process costing is defined as “a form of operation costing which applies when standardized goods are produced”.

-ICMA

Q5. List out the Disadvantages of Contract Costing.

Answer :

Disadvantages of contract costing are as follows,

1. Due to favourable market conditions, the contractor receives maximum benefits on a fixed contract.

2. Performance’s speed of contract depends upon the carefulness of the contractor.

3. A contractor’s efficiency does not reflected by the contract.
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Frequently Asked Questions and Important Questions
Unit-1

SHORT QUESTIONS

Q1. What is the scope of cost accounting? Oct./Nov.-14, Q1

OR

Scope of Cost Accounting

Answer : (March/April-18, Q1 | Oct./Nov.-17, Q1)

For answer refer Unit-I, Page No. 2, Q.No. 2.

Q2. Types of Cost Centre March/April-17, Q1

OR

State the various types of cost centres with examples.

Answer : Sept./Oct.-15, Q1

For answer refer Unit-I, Page No. 3, Q.No. 6. *

Q3. What is a cost unit? Explain the various types of cost unit with examples. March/April-16, qi

OR

What is a cost unit? Give examples.

Answer : Oct./Nov.-12, Q1

For answer refer Unit-I, Page No. 3, Q.No. 7. 

Q4. Distinguish between fixed costs and variable costs.

Answer : (March/April-15, Q1 | March/April-13, 02)

For answer refer Unit-I, Page No. 4, Q.No. 8.

ESSAY QUESTIONS

Q1. Define cost accounting. Discuss its advantages and limitations. (March/April-18, Q9(a) | Oct./Nov.-17,09(a))

OR

Define cost accounting. What are the advantages of cost accounting? March/April-15,09(a)

OR

What is cost accounting? State the advantages of cost accounting. Oct./Nov.-11, Q9(a)

OR

Discuss the advantages and limitations of cost accounting. March/April-12, Q9(b

OR

Discuss briefly the limitations of cost accounting.

Answer : Oct./Nov.-14, Q9(J

For answer refer Unit-I, Page No. 8, Q.No. 13.

....... - -. ........ SIA PUBLISHERS AND DISTRIBUTORS PVT. LTD



F.2 COST ACCOUNTING

Q2. “Cost Accounting is a tool of managerial planning and control”. Explain. Oct. /Nov.-16, Q9(a)

OR

“Cost Accountancy is an aid to management”. Discuss. March/April-13, Q9(a)

OR

‘Costing is an Aid to Management’ - Discuss.

Answer : (March/April-18,09(b) | Oct/Nov.-17,09(b))

For answer refer Unit-I, Page No. 10, Q.No. 15.

Q3. Explain the terms cost accounting and financial accounting. How do they both differ?

Oct./Nov.-12, Q9(b)

OR

Define cost accounting and explain the differences between cost and financial accounting.

Sept./0ct.-15, Q9(a)

OR

Discuss the difference between cost accounting and financial accounting. March/April-12, Q9(a)

OR

Explain the distinction between cost accounting and financial accounting.

Answer : Oct./Nov.-11, Q9(b)

For answer refer Unit-I, Page No. 11, Q.No. 16.

Q4. What do you understand by elements of cost? Explain the different elements of total cost of product.

March/April-14, Q9(b)

OR

Describe the various elements of Cost. March/April-1 S, Q9(b)

OR

Explain the different components of total cost with suitable examples.

Answer : Oct./Nov.-16, Q9(b)

For answer refer Unit-I, Page No. 13, Q.No. 18.

Q5. How do you classify costs? Explain in detail. Important Question

OR

How are costs classified? Explain in detail with examples. March/April-16, Q9(b)

OR

Explain the various methods of classification of costs. Oct./Nov.-12, Q9(a)

OR

Explain in detail the different classification of costs with suitable examples.

Answer : March/April-17, Q9(a)

For answer refer Unit-I, Page No. 15, Q.No. 19.
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Unit-2
SHORT QUESTIONS
Q1. Two components A and B are used as follows,

Normal usage 

Maximum usage 

Minimum usage 

Re-order Quantity 

Re-order Period

Calculate for each component:

300 units per week each 

450 units per week each 

150 units per week each 

A - 2400 units B - 3,600 units 

A - 4 to 6 weeks B - 2 to 4 weeks

(a) Re-order level

(b) Minimum level

(c) Maximum level

(d) Average stock level.

Answer : March/April-17, Q2

For answer refer Unit-II, Page No. 24, Q.No. 2.

Q2. From the following information, find out:

How much should be ordered each time ; and 

Annual consumption = 12,000 units (360 days) 

Cost per unit = ? 10

Ordering cost = ? 120 per order 

Inventory carrying cost = 24%

Normal lead time = 15 days 

Safety stock = 30 days consumption.

Answer :

For answer refer Unit-II, Page No. 25, Q.No. 3.

Oct./Nov.-16, Q5

Q3. The annual demand for an electronic item is approximately 9125 items. Every time an order is placed 
a fixed cost of ? 25 is incurred. The holding cost per item of inventory is ? 146. Calculate economic 
order quantity.

Answer :

For answer refer Unit-II, Page No. 25, Q.No. 4.

Oct./Nov.-17, Q2

Q4. Following information is available in respect of component D-20:

Maximum Stock Level : 8,400 units

Budgeted Consumption per month : Maximum 1,500 units, Minimum 800 units 

Estimated delivery period : Maximum 4 months, Minimum 2 months Calculate:

(i) Re-order Level, and

(ii) Re-order Quantity.

Answer : March/April-16, Q5

For answer refer Unit-II, Page No. 26, Q.No. 5.
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Q5. The annual demand for an electronic item is approximately 4,000 items. Every time an order is placed 
a fixed cost of ? 5 is incurred. The holding cost per item of inventory is 8% on cost per unit. Cost per 
unit is ?2. Collocate Economic Order Quantity.

Answer :
For answer refer Unit-II, Page No. 27, Q.No. 8,

March/April-18, Q2

ESSAY QUESTIONS

Q1. What is material control and inventory control? Explain the objectives of material control and techniques 
of inventory control.

Answer :
For answer refer Unit-II, Page No. 28, Q.No. 10.

Important Question

Q2. Discuss in detail about the issue of materials to production. Important Question

OR
“Store keeper needs to maintain several records for issue of material”. Explain.

Answer : Important Question

_____ For answer refer Unit-II, Page No. 32, Q.No. 12._________________________________________________________
Q3. Write in detail about FIFO method. Give its advantages and disadvantages.

Answer : Important Question

_____ For answer refer Unit-II, Page No. 35, Q.No. 14._________________________________________________________

Q4. The following is a summary of receipts and issues of materials in a factory during a month in 2015.
Jan 1 Opening balance 1000 units at ? 5 per unit
Jan 3 Issued 500 units
Jan 9 Issued 300 units
Jan 10 Received from supplier 400 units at T 4.50 per unit
Jan 15 Returned to store 20 units from goods issued on 3rd Jan
Jan 20 Issued 480 units
Jan 24 Purchased 200 units at 5.50 per unit
Jan 25 Issued 120 units
Jan 26 Returned to store 15 units
A physical verification taken on Jan 22 reveals a shortage of 5 units. Compute the inventory value as 
on 31st Jan by using LIFO method.

Answer : March/April-17, Q10(a)

For answer refer Unit-II, Page No. 39, Q.No. 18.
Q5. The following is a summary of receipts and issues of materials in a factory during a month in 2015:

Jan 1 Opening balance 500 units at ? 25 per unit
Jan 3 Issue 250 units
Jan 10 Received from supplier 400 units at ? 24.50 per unit.
Jan 15 Returned to store 20 units
Jan 20 Issue 180 units
Jan 24 Purchased 200 units at 25.50 per unit
Jan 25 issue 120 units

Jan 26 Returned to store 15 units.
A physical verification taken on Jan. 22 reveals a shortage of 5 units. Compute the material value as 
on 31st Jan. 2015 by using FIFO method. Oct./Nov.-17, Qio(a)

. OR
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The following is a summary of receipts and issues of materials in a factory during a month.
1-Jan Opening balance 500 units at T 25 per unit 
3-Jan Issue 250 units
10-Jan Received from supplier 400 units at f 24.50 per unit.
15- Jan Returned to supplier goods purchased on 10"'Jan 20 units 

20-Jan Issue 180 units
24- Jan Purchased 200 units at 25.50 per unit
25- Jan Issue 120 units
26- Jan Returned to store goods issued on 20th Jan 15 units.
A physical verification taken on Jan. 22 reveals a shortage of 5 units. Compute the inventory value as 
31st Jan by using FIFO method.

Answer s March/April-18, Q10(a)

For answer refer Unit-II, Page No. 39, Q.No. 19._____________________________ ___ ________________________
Q6. The following information is extracted from the stores ledger of Lishanth industries, for the material 

item 786.
Purchases:
10-01-2014 : 2,000 units @ ? 20 per unit
16- 01-2014 : 4,000 units @ ? 35 per unit 
Issues :
20-01-2014 : 1,000 units
28- 01-2014 : 2,000 units 
Returns to stores :
29- 01-2014 : 50 units
There was a stock verification on 31-01-2014 and found 2750 units in the stores. Record the above 
transactions in the stores ledger under LIFO and weighted average methods, stating clearly the treatment 
of shortage of material and returns.

Answer: March/April-16, Q10(a)

For answer refer Unit-II, Page No. 42, Q.No. 22.
Q7. General Traders are the distributors for a certain brand of products. Following information is available 

for Jan. 2014.
Sales: ? 9,50,000
Administrative overheads: T 20,000 
Opening stock: 1,000 units @ ? 300 each 
Purchases for the month:
Jan. 5th: 2,000 unjts @ ? 285 each 
Jan. 22nd: 1,000 units @ ? 303 each 
Closing stock on Jan. 31 : 1,300 units 

Compute:
(i) Value of inventory on 31s* January
(ii) Amount of cost of goods sold for January; and
(iii) Profit or loss for January 
Under FIFO and LIFO methods.

Answer : Sept./Oct.-15, Q10(a)

For answer refer Unit-II, Page No. 43, Q.No. 23.
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Unit-3
SHORT QUESTIONS
Q1. Explain labour turnover.

Methods of Labour Turnover 

Answer :

For answer refer Unit-Ill, Page No. 52, Q.No. 2.

Oct./Nov.-13, Q4

OR

Oct./Nov.-17, Q3

Q2. Give the classification of overheads. 

Answer :

For answer refer Unit-Ill, Page No. 53, Q.No. 4.

Sept./Oct.-1S, Q2

Q3. Calculate Machine Hour Rate,

(i) Cost of the Machine ? 19,200
(ii) Estimated Scrap Value ? 1,200

(iii) Repairs and Maintenance ? 150 per month
(iv) Standing charge allocated to machine per month ? 1500
(v) Effective life of the machine 10,000 hours

(vi) Power 5 units per hour @ 20 paise per unit.
Answer :

For answer refer Unit-Ill, Page No. 55, Q.No. 7.

March/April-17, Q3

Q4. Compute Machine Hour Rate from the following information.
Electric power 7.50 per hour
Steam 1.00 per hour
Water 0.20 per hour

Repairs 5,300 p.a.
Rent 2,700 p.a.
Cost of machine 1,25,000

Running hours of machine 2,000 p.a. Book value of the machine ? 75,000 replacement value of the 
machine ? 2,00,000, depreciation 10% p.a.

Answer :

For answer refer Unit-Ill, Page No. 55, Q.No. 8.

Q5. Calculate machine hour rate from the following,
(a) Cost of machine ? 19,200
(b) Estimated scrap value ? 1200 

Average repairs and maintenance charges per month ? 150 

Standing charges allocated to machine per month T 50 

Effective working life of machine per month 10,000 hours 

Running time per month 166 hours

Power used by machine : 5 units per hour @19 paise per unit.

(c)
(d)

(e)
(f) 

(9)
Answer :

For answer refer Unit-Ill, Page No. 56, Q.No. 9.
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ESSAY QUESTIONS
Q1. Write about various incentive plans. important Question

OR

Discuss briefly about,
(i) Halsey and Rowan plan
(ii) Merrick plan
(iii) Taylor’s differential piece rate system.

Answer : Important Question

For answer refer Unit-Ill, Page No. 59, Q.No. 13.___________________________ ______ ___ __________________
Q2. A worker takes 9 hours to complete a job on daily wages and 6 hours on a scheme of payment by 

results. His day rate is 75 paise an hour. The material cost of the product is ? 4 and the over heads are 
recorded at 50% of the total direct wages. Calculate the.factory cost of the product under.

(a) Piece work plan
(b) Rowan plan
(c) Halsey plan.

Answer : Oct./Nov.-13, QlO(a)

For answer refer Unit-Ill, Page No. 61, Q.No. 14.

Q3. From the following particulars work out the earnings for the week of a worker under,

(i) Straight piece rate system
(ii) Differential piece rate system

(iii) Halsey premium plan

(iv) Rowan system
Number of working hours per week 

Wages per hour 

Rate per piece 

Normal time per piece 

Normal output per week 

Actual output per week 

Differentials applied are

48
? 3.75 

? 1.50 

20 minutes 

120 pieces 

150 pieces
80% of normal piece rate below standard and 120% at and above

March/April-17, Q10(b)

standard. 
Answer :

_____ For answer refer Unit-Ill, Page No. 62, Q.No. 15._________________
Q4. From the following particulars, calculate the earnings of a worker:

Standard time allowed = 200 hours 

Time taken = 140 hours 

Hourly rate = ? 50
The plan of payment of bonus is on a sliding scale as under:
(i) Within the first 10% saving in standard time, the bonus is 40% of the time saved.
(ii) Within the second 10% saving in standard time , the bonus is 50% of the time saved.
(iii) Within the third 10% saving in standard time, the bonus is 60% of the time saved.

(iv) For the rest, the bonus is 75% of the time saved.
Answer : Oct./Nov.-16, QiOie

For answer refer Unit-Ill, Page No. 64, Q.No. 16.
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Q5. The following information is related to a factory where A, B, C and D work normal rate per hour. ? 50 
standard time per unit: 12 minutes in a 40 hours week, the output was as follows: A: 66 units; B: 166 
units; C: 200 units; D: 220 units Calculate the earnings of workers under:

(i) Straight piece rate system

(ii) Straight time rate system

(iii) Taylor’s differential piece rate system, and

(iv) Merrick’s multiple piece rate system.

Answer : Sept./Oct.-15, Qio(b)

For answer refer Unit-Ill, Page No. 64, Q.No. 17.

Q6. From the following data calculate the wages according to,

(i) Halsey premium plan

(ii) Rowan premium plan.

Employees Standard Time Actual Time Rate Per hour
A 10 Hrs 8 Hrs ? 2.00
B 10 Hrs 6 Hrs ? 3.00

Answer : March/April-15, Q10(a)

For answer refer Unit-Ill, Page No. 66, Q.No. 18.

Q7. Following particulars relate to a manufacturing company which has three production departments 
A, B and C and two service department X and Y. Department Overheads as per primary distribution: 

A- ? 6,500, B- ? 7,800, C - ? 3,800, X - ? 5,500 and Y - ? 3,000

The company decides to charge the service departments cost on the basis of following percentages.

A B C X Y
Service Department X 40% 30% 20% - 10%
Service Department Y 30% 30% 20% 20% -

Find the total overheads of production departments charging service department costs to production 
department on repeated distribution or simultaneous equation method.

Answer : March/April-18, Q10(b)

For answer refer Unit-Ill, Page No. 77, Q.No. 25.

Q8. Following particulars relate to a manufacturing company which has three production departments A, 
B and C and 2 service departments X and Y. Department overheads as per primary distribution:

A - ? 6,300, B - ? 7,400, C - ? 2,800, X - ? 4,500 and Y - ? 2,000

The company decides to charge the Service departments cost on the basis of the following percentages.

A B C X Y
Service Department X 40% 30% 20% — 10%

Service Department Y 30% 30% 20% 20% —

Find the Total overheads of production departments charging service department costs to production 
departments on repeated distribution method.

0 Answer : Oct./Nov.-17, Q10(b)

For answer refer Unit-Ill, Page No. 79, Q.No. 26.
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Q9. From the following particulars, compute machine hour rate.

(?) (?)
Cost of machine
Installation charges
Anticipated life of machine
Residual value at the end of 10 years

1,14,800
5,400

10 years 
5,000

Rent and rates per annum 
Insurance of the machine p.a 
Repairs and maintenance p.a. 
Consumable stores p.a.
Total production services p.a.

12,000
3,000
8,640
1,200
1,080

Power cost is 5 units per working hour @ ? 4 per unit

Setting up time = 400 hours per annum

There are 300 working days of eight hours each in year.

Answer : Oct./Nov.-16, Q10(b)

For answer refer Unit-Ill, Page No. 82, Q.No. 28.

Q10. A company has three production departments and two service departments. Distribution summary of 
overhead is follows,

Production Departments Service Departments

A 30,000 X 2,340
B 20,000 Y 3,000
C 10,000 -

The expenses of service departments are charged on a percentage basis which is as follows:

A B C X Y
X 20% 40% 30% - 10%
Y 40% 20% 20% 20% -

Find out the total overheads of production departments using simultaneous equation method. 

Answer : March/April-16, Q10(b)

For answer refer Unit-Ill, Page No. 82, Q.No. 29.

Unit-

SHORT QUESTIONS

Q1. What is unit costing?

Answer : Important Question

For answer refer Unit-IV, Page No. 92, Q.No. 1.

Q2. State the features of unit costing.

Answer : Important Question

For answer refer Unit-IV, Page No. 92, Q.No. 2.

Q3. What are the objectives of unit costing?

Answer : Important Question

For answer refer Unit-IV, Page No. 92, Q.No. 3.
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Q4. Calculate cost of production from the following:

Material 10,000

Wages 5,000

Works expenses 20% on wages

General expenses 10% on works costs.

Answer : March/April-15, Q4

For answer refer Unit-IV, Page No. 93, Q.No. 6.

ESSAY QUESTIONS

Q1. What is unit costing? Explain its features.

Answer : Important Question

For answer refer Unit-IV, Page No. 94, Q.No. 7.

Q2. What is a cost sheet? Explain its purpose and advantages.

Answer : Important Question

For answer refer Unit-IV, Page No. 95, Q.No. 9.

Q3. Explain the treatment of stock of raw materials, work in progrsss, finished goods and scrap in cost 
sheet.

Answer : Important Question

_____ For answer refer Unit-IV, Page No. 96, Q.No. 11._________________________________________________________

Q4. From the following information for the month of January prepare a cost sheet to show the following,

(a) Prime Cost

(b) Factory Cost

(c) Cost of Production

(d) Total Cost.

Direct Materials 40,000
Direct Wages 25,000
Factory Rent 4,000
Office Rent 1,000
Plant Repairs and Maintenance 1,500
Plant Depreciation 750
Factory Lighting 250
Manager’s salary of factory 4,000
Office salaries 2,500
Director’s Remuneration 2,000
Telephone charges and postage 400
Printing and stationary 300
Legal charges 250
Advertisement 2,000
Saleman’s incentive 3,000
Showroom rent 1,000
Sales 2,00,000

Answer : Important Question

For answer refer Unit-IV, Page No. 101, Q.No. 18.
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Q5. Following are the particulars for the production of 2000 sewing machines of Nath Engineering Company 
Ltd. for the year 2015, cost of materials ?1,60,000, wages ?2,40,000, manufacturing expenses ?1,00,000, 
salaries ?1,20,000, rent rates and Insurance ?20,000, selling expenses ?60,000, general expenses ?40,000 
and sales ?8,00,000.
The company plans to manufacture 3000 sewing machines during 2016. You are required to submit a 
statement showing the price at which machines would be sold so as to show a profit of 10% on selling 
price. The following additional information is supplied to you,
(i) Price of material is expected to rise by 20%
(ii) Wage rates are expected to show an increase of 5%
(iii) Manufacturing expenses will rise in proportion to the combined cost of materials and wages
(iv) Selling expenses per unit will remain the same
(v) The other expenses will remain unaffected by the rise in output.

Answer : Important Question

_____ For answer refer Unit-IV, Page No. 103, Q.No. 20._______________________________________________________
Q6. Electronics Ltd. furnish the following information for 10,000 L.V. Valves manufactured during the year

2016.
Materials ?90,000, direct wages ?60,000, power and consumable stores ?12,000, factory indirect wages 
?15,000; Lighting of factory ?5,500, defective work (cost of rectification) ?3,000 (normal), clerical salaries 
and management expenses ^33,500, selling expenses ?5,500, sale proceeds of scrap ^2,000 and plant 
repairs and maintenance and Depreciation ?11,500. The net selling price war?31.60 per unit sold, all 
units were sold. As from 1st January, 2017 the selling price was reduced to ?31 per unit. It was estimated 
that production could be increased in 2017 by 50% due to spare capacity. Rates for materials and direct 
wages will increase by 10%.
You are required to prepare,
(i) Cost sheet for the year 2016 showing various elements of cost per unit and
(ii) Estimated cost and profit for 2017.
Assuming that 15,000 units will be produced and sold during the year and factory overheads will be 
recovered as percentage of direct wages and office and selling expenses as a percentage of works 
cost.

Answer : Important Question

_____ For answer refer Unit-IV, Page No. 104, Q.No. 21.__________________________________________ '
Q7. Explain the procedure of job order cost system.
Answer : Important Question

_____ For answer refer Unit-IV, Page No. 107, Q.No. 24. ______________________________________________
Q8. The following information is extracted from the job ledger, in respect of job 707:

Materials ? 3,400 

Wages:
Dept. A: 80 hours at ? 2.50 per hour 

B: 60 hours at ? 4 per hour
Variable overheads:
Dept. A: ?5,000 for 4,000 direct hours 

B: ?6,000 for 3,000 direct hours
Fixed overhead:
? 7,500 for 10,000 hours of normal working time of the factory. Calculate the cost of job No. 707 and 
estimate the percentage of profit if the price quoted is ? 4,750.

Answer : Important Question

For answer refer Unit-IV, Page No. 109, Q.No. 25.
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Q9. In a factory following the job costing method, an abstract from the work-in-progress as at 30th September 
was prepared as under,

Job No. Materials
(?)

Direct labour Factory overheads applied 
(80% on direct labour cost) (?)Hrs. (?)

115 1,325 400 800 640
118 810 250 500 400
120 765 300 475 380

2,900 1,775 1,420

Materials used in October were as follows,

Material 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. Number of Hours
Shop A Shop B

115 25 25
118 90 30
120 75 10
121 65 -
124 20 10

Indirect Labour:
275 75

Waiting for material 20 10
Machine breakdown 10 5
Idle time 5 6
Over time premium 6 5

316 101

A shop credit slip was issued in October, that material issued under requisition no. 54 was returned 
back to stores as being not suitable. A material transfer note issued in October indicated that material 
issued, under requisition no. 55 for job 118 was directed to job 124.

The hourly rate in shop A is ?3 per labour hour while at shop B it is ?2 per hour. The factory overhead 
is applied at the same rate as in September. Jobs 115,118 and 120 were completed in October.

You are asked to compute the factory cost of the completed jobs. It is the practice of the management 
to put a 10% on the factory cost to over administration and selling overheads and invoice the job to 
the customer on a total cost plus 20% basis. What would be the invoice price of these three jobs?

Answer : Important Question

For answer refer Unit-IV, Page No. 110, Q.No. 26.
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Q10. As a cost accountant you find that the selling price 6f a product has been calculated as follows,

(?) (?)
Materials 24.00
Direct wages: 20 hours at ? 1.00 per hour
(Dept. 1-10 hrs, Dept. 2 - 6 hrs and Dept. 3-4 hrs) 20.00
Prime cost 44.00
Plus 50% on the prime cost 22.00 66.00

An analysis of the previous year’s profit and loss account shows the following,

(?) (?)
Materials
Direct wages:

35,000 Factory overheads: 
Dept. I 5,000

Dept. I 5,000 Dept. II 3,000
Dept. II 6,000 Dept. Ill 3,000
Dept. Ill 4,000 Selling cost 12,200

You are required to (a) Draw up a job cost sheet (b) Calculate and enter the revised cost using the 
previous year’s figures as a basis and (c) Add to the total job cost 10% for profit and give the final 
selling price.

Answer : Important Question

For answer refer Unit-IV, Page No. Ill, Q.No. 27.

Unit-5

SHORT QUESTIONS

Q1. What do you mean by process costing?

Answer : Important Question

For answer refer Unit-V, Page No. 120, Q.No. 2.

Q2. How is work in progress treated in the Balance Sheet of Contract Accounts?

Answer : (March/April-18, Q8 | Oct./Nov.-17, Q8

For answer refer Unit-V, Page No. 120, Q.No. 4.

Q3. The following particulars related to a contract:

Contract Price = ? 16,00,000

Cash received from the contractor was ? 4,90,000 (70% of works certified)

Cost of work uncertified ? 60,000

Cost of work as contract to date ? 6,40,000.

Ascertain the profit to be transferred to Profit and Loss account.

Answer : Oct./Nov.-13, QE

For answer refer Unit-V, Page No. 121, Q.No. 5.
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Q4. You are required to prepare a contract account showing the profit on the contract as on 31st March 
2015.

Materials supplied ? 3,75,000, wages paid ? 4,37,500, indirect expenses, ? 18,750, ? 6,75,000 has been 
received on the contract which amounted to 75% of the work certified. The contract price was ? 15,00,000. 
The plant on site was valued at ? 50,000 on 31“ March 2015 it worked for 10 months in the contract and 
has a life of 10 years.

Answer : March/April-17, Q7

For answer refer Unit-V, Page No. 121, Q.No. 6.

Q5. Give the accounting treatment of normal loss and abnormal loss in process costing.

Answer : Oct./Nov.-16, Q3

For answer refer Unit-V, Page No. 122, Q.No. 7.

Q6. The input of a product in Process A is 20,000 units at a cost of ? 1. The other direct expenses were: 
Sundry material ? 2,000, direct labour - ? 10,000 and direct expenses - ? 2100. The wastage was 5% sold 
at ? 0.25 per unit the output was 18,500 units. From the above information prepare process account.

Answer ; March/April-18, Q4

For answer refer Unit-V, Page No. 124, Q.No. 10.

Q7. The input of a product in process A is 10,000 units at a cost of ? 1. The other direct expenses were: 
Sundry material - ? 1,000, Direct labour - ? 5,000 and Direct Expenses - ? 1050. The wastage of 5% 
was sold at ? 0.25 per unit, the output was 9400 units. From the above information prepare process 
account.

Answer : Oct./Nov.-17, Q4

For answer refer Unit-V, Page No. 124, Q.No. 11.

Q8. From the following information prepare a process account, 1000 units at ? 40 per unit were introduced 
in process I.

Labour cost ? 5,000

Material ? 20,000

Production overhead ? 3,500

The normal loss is estimated at 10% of the input and can be sold at ? 10 per unit. Actual production 
was 900 units.

Answer S March/April-14, Q6

For answer refer Unit-V, Page No. 125, Q.No. 12.

ESSAY QUESTIONS

Q1. What is contract costing. Explain its features and types of contracts.

Answer : Important Question

For answer refer Unit-V, Page No. 126, Q.No. 13.
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Q2. Explain the recording procedure of costs of contract. v oi

Answer :

For answer refer Unit-V, Page No. 128, Q.No. 15.

Q3. Give the proforma of contract accounts.

Answer :

For answer refer Unit-V, Page No. 129, Q.No. 16.

Important Question

Important Question

Q4. A contractor has undertaken construction work at contract price of? 12,00,000 on 1-4-2010. The following 
are the particulars of the contract upto 31-3-2011.

?

Material purchased 2,00,000

Material issued from stores 8,000

Indirect expenses 70,000

Labour 2,02,000

Plant 2,81,000

Material in hand 15,000

Material cost by fire 5,000

Material at site on 31-3-2011 8,000

Plant at site 2,40,000

Cash received on account upto 31-3-2011 amounted to? 4,48,000 which represent 80% of work certified. 
Work not certified represent ? 80,000. Prepare contract account and show the amount to be transferred to 
profit and loss account. Also prepare contractee account and show how the items appear in Balance Sheet.

Answer : March/April-14, Q11(a)

For answer refer Unit-V, Page No. 130, Q.No. 17.

Q5. Prepare a contract account from the following particulars:

Materials issued from stores 

Materials purchased 

Plant installed at site 

Establishment charges 

Materials returned to stores 

Wages paid 

Wages accrued 

Direct expenses 

Indirect expenses

?

2,00,000

1,60,000

50,000

40,000

10,000

1,40,000

20,000

6,000

14,000
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Materials transferred to another contract 30,000

Materials on hand 40,000

Depreciation on plant 20%

Contract price 10,00,000

Works certified 5,00,000

Cost of work not yet certified 50,000

Cash received from the contractee 4,00,000

Answer : Oct./Nov.-14, Q11(a)

For answer refer Unit-V, Page No. 131, Q.No. 18.

Q6. Write up the contract account from the following details:

Direct Materials 16,200

Wages 10,800

Special Plant 8,000

Stores issued 2,880

Loose tools 1,500

Cost of tractor (Fuel, wages of driver and expenses of workers) 3,420

Contract price 40,000

The contract was completed in 20 weeks. The special plant was returned to stores subject to depreciation 
at 20% on original cost. The value of loose tools and stores returned were ? 1,000 and ? 400 respectively. 
The written down value of tractor used for the contract was ? 19,500 and depreciation was to be charged 
to this tractor of 20% per annum on this value. Provide 7% for administrative expenses on works cost.

Answer : Oct./Nov.-16, Q11(b)

For answer refer Unit-V, Page No. 132, Q.No. 19.

Q7. A building contractor have undertaken construction work at contract price of 6,00,000. The following 
are the particulars from 1st January 2012 to 31-12-2012.

Materials ? 1,20,000

Wages ? 1,38,000

Plant ? 30,000

General expenses ^11,100

Cash received upto to December 2012? 2,70,000 being 80% of the work certified the value of material on 
hand ? 8100. The work not yet certified ? 7500. Depreciation on plant 10% per annum, prepare contract 
account and state the proportion of profit credited to profit and loss account.

Answer : March/April-15, Q11(a)

For answer refer Unit-V, Page No. 133, Q.No. 20.
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Q8. State the general guidelines to assess profit on incomplete contracts. important Question

OR

Give the broad guidelines that should be followed for the assessment of profit on incomplete contracts 
for incorporation in the profit and loss account and balance sheet of a firm.

Answer : Important Question

For answer refer Unit-V, Page No. 134, Q.No. 21.

Q9. What are normal losses? Write about two forms of normal losses and their treatment.

Answer : ' Important Question

For answer refer Unit-V, Page No. 136, Q.No. 25.

Q10. What is abnormal loss? Explain the treatment of abnormal losses.

Answer : Important Question

For answer refer Unit-V, Page No. 138, Q.No. 26.

Q11. Product ‘A’ passes through three processes. 1000 finished units were produced with the following 
expenditure during March 2012.

F.17

Particulars Process
A(?)

Process
B (?)

Process
C(?)

Direct material 1,000 2,000 1,000

Direct labour 5,000 4,000 3,000

Direct expenses 500 600 1,000

Overhead expenses amounted in all to ? 6,000. They are to be apportioned on the basis of direct wages. 
Main raw materials issued to process ‘A’ (besides above) were worth ? 6,000. Prepare the Process 
Accounts.

Answer: March/April-13, Q11(b)

For answer refer Unit-V, Page No. 139, Q.No. 27.

Q12. The product of manufacturing company passes through two processes A and B. It is ascertained that 
in each process 10% of total weight is lost and 20% is scrap. The realization from scrap amounted to 
?160 per ton and ?400 per ton from process A and B respectively. Process of the figures are as follows:

Process A (?) Process B (?)

Materials consumed in tons 2,000 140

Cost per ton 250 400

Wages 36,000 24,000

Manufacturing expenses 12,000 10,000

Prepare process account showing the cost per ton of output in each process.

Answer : Important Questicr

For answer refer Unit-V, Page No. 140, Q.No. 28.
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Q13. Product B is obtained after it passes through three distinct processes. The following information is 

obtained from the accounts for the week ending 31st October 2015.

Items Total
(?)

Process-1
(?)

Process-ll
(?)

Process-Ill
(?)

Direct material 7,542 2,600 1,980 2,962

Direct wages 9,000 2,000 3,000 4,000

Production overhead 9,000 - - -

1,000 units at? 3 each were introduced to Process I. There was no stock of material or Work in Progress 
at the beginning or at the end of the period. The output of each process passes direct to the next 
process and finally to the finished stock. Production Overhead is recovered on 100% of direct wages. 
The following additional data are obtained.

Process Output 
in Units

Normal 
Loss %

Value of Scrap 
per unit in (?)

I 950 5% 2

II 840 10% 4

III 750 15% 5

Prepare Process Cost Accounts.

Answer : March/April-17, Q11(a)

For answer refer Unit-V, Page No. 141, Q.No. 29.

Q14. A product passes through two distinct process A and B and then to finished stock. The normal wastage 
of each process is as follows,

Process ‘A’: 3% of input introduced in the process

Process ‘B’: 5% of input introduced in the process

Wastage of process ‘A’ was sold at ? 0.50 per unit and that of process B at ? 1 per unit. 10,000 units 
were issued to process ‘A’ at a cost of ? 2 per unit. The other expenses were as follows,

Process ‘A’ 
(?)

Process‘B’
(?)

Sundry materials 2,000 3,000

Wages 10,000 16,000

Manufacturing expenses 2,100 2,375

Actual output:

Process ‘A’ = 9,500 units 

Process ‘B’ = 9,100 units.

Prepare process accounts of A and B, normal loss account, abnormal loss account and abnormal gain 
account.

Answer : Sept./Oct.-15, QH(b)

For answer refer Unit-V, Page No. 144, Q.No. 30.
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Q15. A product passes through two distinct process A and B, after B passes to finished product. Prepare 

the A and B process Accounts.

Process ‘A’ 
(?)

Process‘B’ 
(?)

Material 12,000 6,000

Direct Wages 14,000 8,000

Work expenses 4,000 4,000

Input to process A (units) 10,000 @ ? 1 per unit

Normal loss 5% 10%

Output (Units) 9,400 8,300

Scrap value per 100 units 8 10

March/April-15, Q11(b)

OR

A product passes through two distinct processes. A and B and then to finished stock. The output of 
process A passes direct to B and that of B passes to finished product. From the following information 
you are required to prepare process accounts:

Process ‘A’ 
(?)

Process ‘B’ 
(?)

Material consumed 12,000 6,000

Direct labour 14,000 8,000

Manufacturing expenses 4,000 4,000

Input to Process ‘A’ (units) 10,000

Inputs to Process ‘A’ (value) 10,000

Output (Units) 9,400 8,300

Normal loss (% of output) 5% 10%

Value of normal loss (per 100 units) 8 10

No opening or closing stock is held.

Answer : Oct./Nov.-14, 011(b)

For answer refer Unit-V, Page No. 145, Q.No. 31.
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