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Answer any Four (04) Questions 

Use of Calculators is Allowed 

i . The following data have been extracted from the ledger of a manufacturing company. 

Accounting Item Details Amount 
(Rs.) 

Raw material purchases traceable per unit of production 
for 5200 material units 
untraceable per unit of production (20% 
variable) 

52,000 

30,000 

No of units produced Product A - 4,000 
Product B - 3,000 

Raw material 
consumption in 
production 

Product A - 4 units of materials 
Product B - 2 units of materials 

Carriage inward 2/3 for traceable materials 12,000 
Production labour cost Traceable per unit (100 hrs @Rs. 240/hr.) 

Production time: 
Product A -10 minutes 
Product B - 5 minutes 

24,000 

Other salaries (1/3 for production, of which 30% is 
variable) 

•72,000 

Machinery depreciation 14,000 
Rent, Rates and Utilities (2/3 for production, of which 30% is 

variable) 
24,000 

Financial charges 8,000 

You are required to calculate the following. 

a. Direct material cost of a unit of product A. 

b. Direct labour cost per unit of product B 



c. Total production overhead for the period 

d. Total non-production overhead for the period 

e. Production overhead absorption rate on the basis of labor hours 

f. Full cost per unit of product A 

g. Marginal cost per unit of product B 

h. Total semi-variable cost for the period 

i . Total variable cost for the period 

j . Total production cost under Lean Accounting approach, identifying into main cost 

categories 

(02 marks each, total 20 Marks) 

i i . "Alternative cost assignment approaches have evolved focusing on 'overhead'." Do you 

agree with this statement? Explain with reasons. 

(05 Marks) 

(Total 25 marks) 

2. Jagro Farm depends on workers to pick its oranges by hand. Very recently the owner of the 

farm attended a business conference and got to know about a newly invented fruit-picking 

machine which is available in the market. He was impressed about this fruit-picking machine 

and is considering to rent the new machine. Given below are the profitability statements of 

the company under the two scenarios (picking by hand and picking by machine). 

Picking by hand 
(Rs) 

Picking by 
machine 

(Rs) 
Sales revenue (1,000 packages @ 
Rs. 500/-) 

500,000 500,000 

Variable cost 
Labour cost (for picking) 150,000 -
Labour cost (for packaging) 125,000 125,000 
Packaging 25,000 (300,000) 25,000 (150,000) 
Contribution 200,000 350,000 
Less: Fixed cost (50,000) (200,000) 
Profit 150,000 150,000 

Calculate how much sales Jagro Farm needs to generate in order to break-even under 

each of the scenarios (picking by hand and picking by machine)? 

(04 Marks) 
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i i . Calculate the margin of safety under each of the scenarios. 

(04 Marks) 

i i i . I f the farm is expected to increase its sales by 20 percent (without incurring any 

additional fixed cost), calculate the profit of the farm under each of the scenarios. 

(08 Marks) 

iv. Comment on the operating gearing of Jagro Farm under each of the scenarios by 

explaining advantages and disadvantages of each of the cost structures. 

(09 Marks) 

(Total 25 marks) 

QR Limited operates a production process, which produces three different products namely, 

A, B and C. The production process is comprised of three processes namely, forming, 

fabricating and finishing. After the completion of fabricating process, products are separated 

and taken to the finishing process as necessary. Budgeted information for the forthcoming 

quarter is as follows. 

Input materials; 

2 units of raw material are used per unit of the product and 20,000 units of raw materials at 

Rs. 30 each are estimated to be used. 

Other costs; 

Item Forming Process 
(Rs.) 

Fabrication Process 
(Rs.) 

Direct labour cost 500,000 400,000 
Overhead 372,000 344,800 

Normal loss of production at the forming process is 2% and the waste is saleable at Rs. 10 per 

unit. 

Product A can be sold at the end of fabricating process or after final finishing. Product B can 

be sold only after finishing. The product C cannot be further processed and is sold after 

fabricating. 

Other estimated data for the forthcoming period are given below. 

Product Output Final selling price 
per unit (Rs.) 

Processing cost after the split-off 
point (Rs. '000) 

A 4,000 kg 250 48,000 
B 9,000 kg 270 90,000 
C 3,000 Ltr. 235 -



i . Prepare the 'Forming process cost account' and calculate the cost per unit at which 

products are transferred to the fabrication process. 

(05 Marks) 

i i . Determine the most appropriate method of costing joint products at the split-off point in 

this situation separately for each product A, B and C, 

(05 Marks) 

i i i . Assuming the company adopts net realizable value method, calculate cost of each 

product at the split-off point. 

(05 Marks) 

iv. A proposal is under consideration for processing Product C and to produce a different 

product to be sold for a different purpose. This will incur additional variable cost of Rs. 

12 per Liter and an additional fixed cost of Rs. 15,000 per quarter. The potential selling 

price for the new product would be Rs. 250. Should this proposal be accepted? Give 

reasons for your answer. 

(05 Marks) 

v. Another proposal is to abandon the production of Product C because of its inadequate 

profit. However, due to market constraints, sale of products A and B cannot be increased 

any further. This proposal would result in a reduction of fixed cost by Rs. 20,000. Is this 

proposal acceptable? Give reasons for your answer. 

(05 Marks) 

(Total 25 marks) 

4. 

i . Steiner Company has three major product lines - medicinal drugs, cosmetics and house

ware. After reviewing the profitability of three product lines, it was suggested that 

dropping the house-ware segment would increase the company's overall net operating 

income by Rs. 800,000. The trading results for the past year and cost analysis of each 

product line is given below. 

Product lines 
Total 

Rs. '000 
Medicinal 

Drugs 
Rs. '000 

Cosmetics 
Rs. '000 

House-ware 
Rs. '000 

Sales 25,000 12,500 7,500 5,000 
Cost (23,000) (10,900) (6,300) (5,800) 
Net operating income 2,000 1,600 1,200 (800) 

1 
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Breakdown of costs 
Variable cost 10,500 5,000 2,500 3,000 
Fixed cost 

Salaries 5,000 3,000 1,400 600 
Rent 4,000 1,500 1,500 1,000 
Advertising 2,500 1,000 500 1,000 
Utilities 1,000 400 400 200 

23.000 10.900 6.300 5.800 

The following information is also available. 

• The salary expense represents salaries paid to employees working directly on the 

product line. 

• The rent expense represent rent on the entire building; it is allocated to the product 

lines on the basis of space occupied and is not avoidable i f the product line is 

dropped. 

• The advertising expense represents advertisements that are specific to each product 

line. 

• The utility expense represents utilities cost for the entire company. The amount 

charged to each product line is based on the space occupied and is not avoidable i f * 

the product line is dropped. 

You are required to advice the management of Steiner Company whether the house-ware 

product line should be continued or discontinued (support your answer with 

calculations). 

(15 Marks) 

i i . Acer Computer Ltd has received a request from Capital Holdings to produce 50 specially 

modified desktop computers at a price of Rs. 65,000 each. Acer Computer Ltd can easily 

modify its current version of desktop computer to fit the specifications of Capital 

Holdings. The normal selling price of a current desktop computer is Rs. 75,000, and its 

unit product cost is given below. 

Rs. 
Direct material 10,000 
Direct labour 20,000 
Manufacturing overhead 30,000 
Unit cost 60,000 
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The order would have no effect on the company's total manufacturing overhead costs. 

However, the modification requested by Capital Holdings would require additional 

material cost of Rs 3,000 per desktop and the company would have to pay Rs 100,000 as 

additional design charges. This order should have no effect on the company's other 

sales. 

What effect would accepting this order have on the company's net operating income? 

You are required to advice Acer Computer Ltd whether to accept or reject the special 

. order. (Support your answer with calculations) 

(10 Marks) 

(Total 25 marks) 

5. 

i . Browns Company manufactures and sells a seasonal product that has peak sales in the 

third quarter. The following information relates to the expected operations of year 2019 

and the first two quarters of year 2020. 

Sales 
(Units) 

Year 2019 1 s t quarter 40,000 
2 n d quarter 60,000 
3 r d quarter 100,000 
4 t h quarter 50,000 

Year 2020 1 s t quarter 70,000 
2 n d quarter 80,000 

The company expects to maintain an ending finished goods inventory at the end of each 

quarter equal to 30% of the budgeted unit sales of the next quarter. On December 31, 

2018, the company had 12,000 units in hand. 

Five kgs of raw materials are required to complete one unit of the product. The company 

requires ending raw materials inventory at the end of each quarter equal to 10% of the 

following quarter's production needs. On December 31, 2018, the company had 23,000 

kgs of raw materials in hand. 

You are required to prepare the following quarterly budgets for the year 2019: 

a. Production budget (units) (07 Marks) 

b. Raw material purchase budget (units) (07 Marks) 
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State four (04) specific reasons for a labour efficiency variance. 

(04 Marks) 

"A favourable material price variance could be a reason for an adverse labour efficiency 

variance". Do you agree with this statement? Briefly explain your answer. 

(05 Marks) 

State two (02) limitations of variance analysis. 

(02 Marks) 

(Total 25 marks) 

Identify the main difference between the traditional cost calculation system and the 

Activity Based Costing (ABC) system. 

(04 Marks) 

In ascending order, state the hierarchy of activities that can be identified in a 

manufacturing company, under an ABC system. 

(04 Marks) 

What is a cost driver? Briefly explain your answer stating two activities and 

corresponding cost drivers for a service organization. 

(06 Marks) 

Zigma Ltd is a manufacturing company with three production centres and two service 

centres identified under its traditional cost calculation system. The two service centres 

are (1) Factory maintenance and support centre, and (2) Materials procurement centre. 

The newly implemented ABC system in Zigma Ltd identifies these two centres as 

support activities. The following sub activities and costs are available, for the 3 r d quarter 

of2018. 

Sub Activities Rs. 
1. Distribution of materials 265,000 
2. Quality inspection 200,000 
3. Setting up machines 360,000 
4. Purchasing of materials 1,920,000 
5. Product scheduling 980,000 
6. Factory cleaning and sanitation 105,000 
7. Receiving of materials 1,635,000 

The following cost driver information is available. 

• No. of production runs - 2000 



• No. of first item inspections - 1000 

• Machine setup hours - 5000 

• No. of purchase orders - 10 000 

• No. of material receipts - 5000 

• Factory cleaning hours - 2000 

Identify the total cost of each support activity; (1) Factory maintenance and support, 

and (2) Materials procurement by correctly identifying the sub activities relevant to 

each of them. 

(04 Marks) 

Calculate the cost driver rate for each of the seven (07) sub activities of the ABC 

system. 

(07 Marks) 

(Total 25 marks) 
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