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COST ACCOUNTING 
Time: 2Hrs.30 mins  [Marks: 75] 
All questions are compulsory with internal options. 

All working notes should form part of answer. 
Figures to the right indicate full marks assigned to each question. 
 

Q.1. Answer the following Question:  
    

A. State whether True or False: [Any 8] [8 Marks] 
1. Functional Budget is a Budget which is established for use over a short period of time.  

2. Total Fixed cost remains constant irrespective of change in production activity. 

3. Semi-variable cost varies in direct proportion to the output. 

4. In absorption costing, the prices are fixed in such a manner that will cover total cost i.e. 

Fixed Costs as well as Variable Costs. 

5. Fixed overhead calendar variance arises due to the change in the number of working 

days. 

6. A Sales budget is prepared by the salesmen.  

7. Fixed budget is prepared for different levels activities.  

8. In the break-even chart, Variable Costs Line will make a 450 angle to the X- axis. 

9. In Absorption Costing the Fixed Costs are charged to products and hence included in 

valuation of the closing stock. 

10. Idle time variance is always favorable 

 

B. Multiple Choice Questions:  [7 Marks] 
1. The scarce factor of production is known as: 

a) Key factor  

b) Limiting factor 

c) Critical factor  

d) All of the above 

 

2. Fixed cost per unit decreases when  

a) Production volume increases. 

b) Production volume decreases. 

c) Variable cost per unit decreases. 

d) Prime cost per unit decreases.

 
3. Capital expenditure budget is  

a) A budget for long term investment  

b) A budget for short term investment 

c) A budget for future expenditure 

d) A budget for personal expenditure

 

4. Zero-based budgeting implies that  

a. Past actual are absolutely irrelevant 

b. Each process or expenditure has to be examined afresh 

c. Zero adjustment in past actual is the right way of budgeting 

d. While carrying out the budget exercise, the data on past actual or past budgets 

should not be given 

 

5. A company has sales of ` 2,00,000; P/V Ratio is 20% and fixed cost is ` 15,000; the 

profit will be  

a) ` 25,000 

b) ` 20,000 

c) ` 35,000 

d) ` 40,000 
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6. Fixed overhead efficiency variance is equal to 

a. Actual fixed overhead rate per hour *(Actual hours-Budgeted hours) 

b. Actual fixed overhead rate per hour *(Actual hours-Standard hours for actual production) 
c. Standard fixed overhead rate per hour *(Actual hours-Standard hours for standard 

production) 
d. Standard fixed overhead rate per hour * (Actual hours-Standard hours for actual 

production) 
 

7. Which of the following is a purpose of standard costing? 

a. To determine profit at different levels 
b. To determine break even production level 
c. To control costs 
d. To allocate cost with more accuracy 

 
8. In a decision situation which of the following cost is not likely to contain a variable cost 

component. 
a. Material 
b. Labour 
c. Overheads 
d. Direct Expenses 
 

9. A cost incurred in the past and hence irrelevant for current decisions making is  
a. Fixed cost 

b. Direct cost 
c. Indirect cost 
d. Mixed cost 
 

10. If inventory levels have increased during the period, the profit calculated using marginal 
costing when compared with that calculated using absorption costing will be 
a. Higher 
b. Lower 
c. Equal 

d. Impossible to answer without further information 
 

Q.2. A Company manufactures four products. The cost data per unit are as under: 
 

 Product A 
` 

Product B 
` 

Product C 
` 

Product D 
` 

Selling Price 90 71 100 86 

Direct material Cost 30 20 40 40 

Direct Labour Cost 24 18 30 12 

Variable Overheads 12 9 15 6 

 
The fixed costs are estimated at ` 2,00,000 per month. The company employs 250 direct 

workers, who work eight hours a day for 25 days a month. The direct wage rate is `6 per 

hour. It is not possible for the company to increase its operations in the short run nor is 
it practicable to work overtime. The Company’s policy does not allow sub-contracting of 
work. 
 

The Marketing Director has following forecast demand for a month: 

Product A Product B Product C Product D 

5,500 5,000 6,250 8,250 

 
The management desires you to revise the product mix in the manner that will yield the 
maximum profit the month. 
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Present statements showing the sales, costs and profits in respect of each of the 
aforesaid product mix.  [15 Marks] 
 

OR 
Q.2. The following Particulars are extracted from the records of a Company.    [15 Marks] 

Particulars Product A Product B 

Sales (Per unit) `100 `120 

Consumption of Material 2 kg 3 kg 

Material Cost `10 `15 

Direct Wages Cost  `15 ` 10 

Direct Expenses ` 5 ` 6 

Fixed Expenses ` 5 ` 10 

Variable Expenses `15 ` 20 

                    
Direct wages Per Hour is ` 5.  

Comment on the profitability of each Product under following conditions When: 

a. Total Sales Potential in units is limited. 

b. Total Sales potential in Value is Limited 

c. Labour hours is in Short Supply. 

Assuming Raw Material as the key factor, availability of which is 10,000 kg & maximum 

Sales potential of each product being 3,500 units, Find the product-mix which will yield 

the maximum profit. 

 
Q.3. BKB Limited manufactures three products A,B and C. Using the information given below 

you are required to prepare budgets for the month of January for:  [15 marks] 

1) Sales in quantity and value, including total value; 

2) Production quantities; 

3) Material usage in quantities; 

4) Material purchases in quantity and value, including total value. 

Product Quantity 

Sold 

Selling Price per 
unit (`) 

A 1,000 100 

B 2,000 120 

C 1,500 140 
 

Materials used in the company’s products are: 

 

Material M1 M2 M3 

Unit Cost ` 6 ` 6 ` 9 

Quantities used in: Units Units Units 

Product: A 4 2 -- 

               B   3 3 2 

               C  2 1 1 

Finished stocks:    

Product A B C 

1st January   (in units) 1,000 1,500 500 

31st January (in units) 1,100 1,650 550 

    

Material stocks: M 1 M 2 M 3 

1st January   (in units) 26,000 20,000 12,000 

31st January (in units) 31,200 24,000 14,400 
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OR 

Q.3. PKS Limited makes a range of equipment mainly for export. When preparing the budget 

for 2009-10 the company realizes that its principal factor is sales, and forecasts the 

following sales: [15 Marks] 

 Product Name  Kent  Essex Sussex 

Sales 1,000 2,000 500 
Selling Price per unit ` 50 ` 75 ` 100 

 
The unit direct costs of manufacturing each type of equipment are: 

Particulars Kent Essex Sussex 

Materials:    
Leather (at 0.10 per mt.) 5 mt. 6 mt. 7 mt. 
Wire (at ` 2  Per kg.) 1.2 kg. 1.3 kg. 1.4 kg. 
 

The company has stock of goods of 200 Kents, 200 Essex and 100 Sussexes and raw 

material stocks of 1,000 mt. of leather and 500 kg. of wire. It feels that last sales figures 

could well be repeated in the next year and wishes to have sufficient stock of finished 

goods to cope with 10% of this demand and raw materials stock of 4,100 mt. of Leather 

and 900 kg of wire.  
 

You are required to prepare: 
1) Sales budget  
2) Production budget  (for Kent, Essex and Sussex) 
3) Materials usage budget (for leather and wire) 
4) Materials purchases budget. 
(mt: Metric Ton, Kg: kilo Gram)                [8 Marks] 

 
 

Q.4. A The following details are available from the records of ABC Ltd. engaged in 

manufacturing Articles ‘A’ for the week ended 28th September. 

The standard labour hours and rates of payments per article ‘A’ were as follows: 

 Hours Per hour (`) Total `(`) 

Skilled labour 10 3.00 30 

Semi-skilled labour 8 1.50 12 

Unskilled labour 16 1.00 16 

   58 

 

Actual production was 1,000 articles ‘A’ for which actual hours worked & rates are given 

below:- 

 

From the above set of data you are asked to calculate:- 

(a) Labour cost variance  

(b) Labour rate variance 

(c) Labour efficiency variance  

(d) Labour mix variance 

(e) Labour yield variance 

 Hours Per hour (`) Total (`) 

Skilled labour 9,000 4.00 36,000 

Semi-skilled labour 8,400 1.50 12,600 

Unskilled labour 20,000 0.90 18,000 

 37,400  66,600 
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B. A company manufacturing & marketing a product supplies following information: 

Standard Sales Actual Sales 

Units Price (`) Amount (`) Units Price (`) Amount (`) 

10,000 3.00 30,000 5,000 3.00 15,000 

   8,000 2.50 20,000 

   13,000   

 

Calculate Sales Value Variances [7 Marks] 

 

OR 
 

Q.4. Calculate Fixed overhead variances and Variable overhead variances from the following 
information:  [15 Marks] 

Particulars Budget Actual 

Fixed overheads ` 30,000 30,690 

Variable overheads `  10,000 8,910 

Hours 10,000 9,900 

Output 5,000 4,500 

 
Q.5. Vijay chemicals Ltd have two factories with similar plant and machinery for the 

manufacture of chemicals liquid. The board of directors of the company has expressed 
the desire to merge them and run them as one integrated unit. The following data are 

available in respect of these two factories:  [15 Marks] 

Particulars Factory A Factory B 

Capacity in operation 60% 100% 

Sales 12,00,000 30,00,000 

Variable Cost 9,00,000 22,00,000 

Fixed Cost 2,50,000 4,00,000 

 
You are required to find out: 

a. What should be the capacity of merged factory to be operated for Break-even sales? 

b. What is profitability of working 80% of the integrated capacity? 

c. What sale will give overall profit of ` 6,00,000 

OR 
Q.5. An umbrella manufacturer makes an average profit of ` 2.5 per unit on a selling price of 

` 14.30 by producing & selling 60,000 units at 60% of potential capacity. 

Cost of sales per unit is as follows: [15 Marks] 

Direct materials   ` 3.5 

Direct Wages  ` 1.25 

Factory overhead  ` 6.25 (50% fixed) 

Sales overhead  ` 0.80 (25% variable) 

During the current year he intends to produce the same number but estimates that his 

fixed costs would go up by 10% while the rates of direct wages & direct materials will 

increased by 8% & 6% respectively. However, the selling price cannot be changed. 

 
Under this situation, he obtains an offer for a future 20% of his potential capacity. What 

minimum price would you recommend for acceptance of the offer to ensure the 

manufacturer an overall profit of ` 1,67,300? 

 

* ALL THE BEST * 


