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Theoretical Question 

Q.1 What do you mean by Cost? 

Ans. Cost means account of expenditure incurred upon manufacturing of an article or providing any 
service. 

Q.2 What do you understand by costing. 

Ans. Costing is the technique and process of determining cost. 

Q.3 What is meant by cost accounting. 
Ans. Cost accounting is the provision of such analysis and classification of expenditure as will enable to 

ascertain the total cost of any particular unit of production. 

Q.4 Mention name of four product for which order for cost audit is issued. 

Ans. (1) Cement Industry (2) Electric Industry (3) Sugar Industry (4) 

Bactor Industry Q.5 What is meant by supplementary cost? 

Ans. Supplementary cost is the cost of product other than direct cost. 

Q.6 What is opportunity cost? 

Ans. The value of opportunity for gone is known as opportunity cost. 

Q.7 Name four method of costing. 

Ans. (1) Unit costing 

(2) Operating costing 

(3) Contract costing 

(4) Process costing Q.8 

Explain Cost Unit? 

Ans. Cost unit is a measurement of any goods or service e.g. per ton km. per unit. 

Q.9 Explain term cost centre? 
Ans. Cost centre is a location or item of any equipment which are connected with an undertaking for 

which cost are ascertained. 

Q.10 Difference between costing & cost accounting. 

Ans. (1) Costing is a dynamic technique in which changes may take place from time to time in 
comparison to cost accounting that enables to determine and control the cost of 
manufactured goods. 

(2) Costing include determination of cost. Cost accounting include recording expenditure and 
income. 

(3) Costing means technique for determination of cost whereas cost accounting means adoption 
of accounting system of cost. 



Q.11 Give two items which are not include in cost. 

Ans. Non cost items are profit on sale of fixed asset, goodwill w/o. discount on issue of share etc. 
Q.12 What is the difference between cost of goods sold and cost of production. 

Ans. Cost of production means prime cost + works overhead + office overheard while cost of goods 
sold means cost of production + opening stock of F.g. - closing stock of finished goods. 

Q.13 Write two objective of material control. 

Ans. (1) control cost of inventory. 

(2) provide material at right time. 

Q.14 What is normal wastage of material? 
Ans. Normal wastage of material means any wastage due to normal reason like evaporation. 

Q.15 What is abnormal wastage? 

Ans. Any wastage arise due to abnormal. Reason like loss by fire, loss by earthquake. 

Q.16 What is ABC technique? 
Ans. It is a technique to control under these material classified three parts AB & C A include high value 

material B include. Medium value material and C include low value material. 

Q.17 What is JIT purchase. 

Ans. Under this technique no stock maintain and material purchase when having its demand. 

Q.18 What is economic order quantity ? 

Ans. Economic order quantity is that quantity of material where ordering & carrying cost minimum. 
Q.19 What is meant by wages abstracts? 

Ans. It is a statement and it include detail of wages prepare by cost department with the help of time 
card, wages sheet. 

Q.20 What is idle time? 
Ans. Idle time means no production hour but wages paid for that time. 

Q.21 Name the method of giving remuneration to workers. 

Ans. (1) Time rate method. 

(2) Piece rate method. 

(3) Piece rate with guaranteed pay rate 

(4) Differential piece rate method. 
Q.22 How labour separation rate is computed. 

no of spepratoin Ans. 
Labor turnover rate = Avg No of workers 100 
Q.23 What do you understand by time study? 

Ans. Time study is useful is determination of time require by an average worker in a Job. 

Q.24 Write the formula of Halsey-weir premium plan. 



AT X RATE + [30% of ts x rate] 

Q.25 What is meant by overhead? 
Ans. Indirect material indirect labour & Indirect expenses are known as Indirect overhead. 

Q.26 Explain variable overhead. 

Ans. The cost which increase according to production known as variable overhead. Q.27 Explain semi 

variable overhead. 
Ans. Overhead upto certain level fixed and after that variable known as semi variable overhead. 

Q.28 In how many classes are the indirect expenses classified under the functional classification 
name them. 

Ans. (1) Factory overhead. 

(2) Office overheard 

(3) Selling & Distribution overheard. 

Q.29 State the name of four industries where unit costing is applied. 

Ans. (1) Brick Industry 

(2) Sugar Industry 

(3) Steel industry 

(4) Cement Industry 
Q.30 What is meant by sub contract ? 

Ans. When contractor assign a portion of contract to any other person for completion of that portion. 
Q.31 What do you mean by cost plus contract? 

Ans. Contract price is determined after adding a certain percentage of profit or certain amount of profit 
on actual cost. 

Q.32 Explain escalation clause in the context of contract costing/ 

What is the importance of escalation clause? 

Ans. Under this clause contract price will change in proportion to change in price of material labour & 
other expenses. 

Q.33 What is meant by retention money? 

Ans. In case of incomplete contract a part of the certified work is paid by the contractee to contractor. 
Rest of the amount is known as retention money. 

Q.34 Mention the names of industries where process costing method may be used. 

Ans. (1) Chemical industries 

(2) Mining industries. 

(3) Water & Gas Industries 

(4) Electric supply 



Q.37 Define joint product 

Ans. Joint product is same type of product equal importance & value. 

Q.38 What is scrap? 

Ans. It is residue material from certain manufacturing operation 

Q.39 What do you mean by abnormal effective. 
Ans. When actual wastage is less than normal wastage then difference is termed as abnormal 

effective the balance transferred to P & L . 
Q.40 Give basic formula for valuation of abnormal wastage and abnormal effective. 
» ^ t"\ t t total cost—value of normal loss Ans. Cost P. U.  -------------------------------   ------------------  

total unit—unit of normal wastage 

Value of abnormal wastate = abnormal wastge x cost P. U. 

Q.41 Give name of any five industries where operating costing method is used. 

Ans. (1) Bus 

(2) Hospital 

(3) Water supply industry 

(4) Canteen 

Q.42 What do you meant by marginal costing? 
Ans. Marginal costing is the ascertainment of marginal cost and its effect on profit of changes in value 
of type of output by differentiating between fixed cost and variable cost. 
Q.42 Explain absolute tone kilometer 
Ans. Journey from one station to another is treated as independent inurned distance is multiplied by 
weight total of all journey is absolute tone kilometer. 
Q.43 What do you understand by commercial tone kilometer? 
Ans. Commercial tone kilometer is compared by multiplying average weight by total distance of 

journeys. 

Q.44 Why cost and financial accounts are reconciled? 

Ans. Cost and financial accounts are reconcile. To verify the accuracy of both accounts. 

Q.45. Explain two reason for difference in profit as per cost book and financial books Ans. (1) it may 

be due to under/over absorption of overhead (2) it may be due to valuation of stock Q.46 What do 

you meant by marginal costing? 
Ans. Marginal costing is mean ascertainment of marginal cost and its effect on profit of changes in 

volume of type of output by differentiating between fixed cost and variable cost. 
Q.47 What do you mean by break even point. 

Ans. Break even point is that point where no profit/ no loss. At this point contribution is just equal to 



fixed cost. 
Q.48 Explain the meaning of profit volume ratio. 

C 
Ans. Also known as PVR=—x100 

5 
Q.49 State two factors effecting break even point. 

Ans. (1) Increase in FC 

(2) Decrease in FC 

(3) Increase /Decrease in V.C 
Practical Part 

Chapter-1 

Problem 2.1 : The following information relating to a manufacturing company is given. Calculate 
Prime Cost. 

Rs. 



 

Problem 2.2: From the following particulars, prepare a cost statement showing components of Total 
cost and the Profit for the year ended 31st December, 1995: 

Stock of Raw Material on 1.1.05 1,12,500 
Purchases of Raw Material  2,38,500 
Productive Wages  80,000 

Chargeable Expenses  4,000 
Non-productive Wages  20,400 
Carriage on Raw material  5,000 
Haulage (<qykbZ)  720 

Stock of Raw Material on 31.12.05  1,02,000 

Solution:   

Statement of Cost   

Particulars Rs. Rs. 
Opening Stock of Raw Material 1,12,500  

Add: Purchases of Raw Material 2,38,500  

Add: Carriage on Raw Material 5,000  

 3,56,000  

Less: Closing Stock of Raw Material 1,02,000  

Raw Material Consumed  2,54,000 

Productive Wages (Direct)  80,000 

Chargeable Expenses (Direct)  4,000 
Prime Cost  3,38,000 



 

 Rs. 

Stock of finished goods 1 January, 2005 5,000 

Stock of raw materials 1 January, 2005 45,000 

Purchase of raw materials 4,50,000 

Carriage inwards 5,000 

Wages 1,80,000 

Works Manager's salary 25,000 

Factory employees salary 75,000 

Factory rent, Taxes and Insurance 9,000 

Power expenses 12,000 

Other production expenses 45,000 

General expenses 35,000 

Sales for the year 9,00,000 

Stock of finished goods, 31st December, 2005 20,000 

Stock of raw materials, 31st December, 2005 40,000 



Solution: 

 

 

 

Statement of Cost 
Particulars Rs. Amount in Rs. 

Opening Stock of Raw Material Add: Purchases of Raw 

Material Add: Carriage inwards (on purchases) 

45,000 

4,50,000 

5,000 

 

 5,00,000  

Less: Closing stock of raw material 40,000  

Raw Material Consumed  4,60,000 

Direct Wages  1,80,000 

Prime Cost  6,40,000 
Add: Factory Overheads:   

Works manager's salary 25,000  

Factory employees salary 75,000  

Factory rent, taxes and insurance 9,000  

Power expenses 12,000  

Other production expenses 45,000 1,66,000 

Works Cost  8,06,000 
Add: Office Overhead: General expenses  35,000 

Cost of Production  8,41,000 
Add: Opening stock of finished goods  5,000 

Less: Closing stock of finished goods Cost of goods sold 

Profit (Balance) 

Sales (given) 

 8,46,000 

20,000 

8,26,000 

74,000 

9,00,000 



 

Problem 2.3: From the following Trading and Profit and Loss Account for the year ending 31st 
December, 1995 prepare a statement of cost: 

 

Particulars Rs. Particulars Rs. 
To Opening Stock:    

Material 10,000  By Sales 25,00,000 
Finished goods 15,000 25,000   

To Purchases of Material 7,50,000 By Closing Stock:  

  Material 90,000  

To Productive Wages 6,00,000 Finished Goods 15,000 1,05,000 
To Power 75,000   

To Carriage Inward 10,000   

To Royalty 1,20,000   

To Cost of a special 25,000   

design    

To Gross Profit c/d 10,00,000   

 26,05,000  26,05,000 
To Rent and Rates:    

Factory 35,000  By Gross Profit b/d 10,00,000 
Office 25,000 60,000 By Interest on Loan 21,250 

To Telephone Expenses 15,000 By Sales of scrap 3,750 
To Advertisement 37,500 (at works cost)  

To Electricity:  By Dividend Received 10,000 
Factory 22,500    

Office 15,000 37,500   

To Provision for Bad 50,000   

debts    

To Depreciation On:    

Plant and Machinery 30,000    

Delivery Vans 10,000 40,000   

To Income Tax 60,000   

To Salaries 1,25,000   

To Donations 35,000   

To Establishment 50,000   

Expenses    

To Depreciation on    

Furniture:    

Office 12,500    

Factory 10,000 22,500   

To Rent of warehouse 32,500   

To Net Profit 4,70,000   

 10,35,000  10,35,000 



 

(a) Minimum Stock Level 

Minimum Stock Level (X) 

Minimum Stock Level (Y) 

(b) Maximum Stock Level 
Maximum Stock Level (X) = 1500 - 200 = 1300 units 

Problem 3.1: Two Materials X and Y are used as follows:

Minimum usage 

Maximum usage 

Normal usage 

Ordering quantity 

Delivery Period 

Calculate for each material: 

(a) Minimum Level 

(b) Maximum Level 

(c) Ordering Level 50 units 

per week each 150 units 

per week each 100 units 

per week each X600 units; 

Y 1000 units X 4 to 6 weeks 

Y 2 to 4 weeks
 

 

Solution:
 

= Re-order level - (Normal usage x Normal Reorder 
Period) 

= 900 - (100 x 5) 

= 900 - 500 = 400 units
 
 

 
= 600 - (100 x 3) 

= 600 - 300 = 300 units = (Re-order Level + Re-order 

Quantity) - 

(Minimum Usages x Minimum Re-order Period) 

= (900 + 600)- (50x4)



 

(c) Ordering Level 

Ordering Level (X) 

Ordering Level (Y) 

 
Maximum Stock Level (Y) = 600 + 1000) - (50x2)

 

= 1600 - 100 = 1500 units 

= (Maximum Usage x Maximum Re-order Period) 

= 150 x 6 = 900 units 

= 150 x 4 = 600 units 

Problem 3.2: In manufacturing its products a company was three raw materials A,B and C in 
respect of which the following apply: 

 

Weekly production varies from 175 to 225 units, averaging 200 what would you expect the 
Quantities of the following to be? 

(a) Minimum Stock of A 

(b) Maximum Stock of B 

(c) Re-order Level of C 

(d) Average Stock Level of A

Raw 
Material 

Usage per units of 
Productions 

Re order 
Quantity 

Price Per 
Lbs. 

Delivery 
Period 

Order 
Level 

Minimum 
Level 

A 10 10,000 10 1 to 3 8,000 - 

B 4 5,000 30 3 to 5 4,750 - 

C 6 10,000 15 2 to 4 - 2,000 



Solution: 

 

 

(a) Minimum Stock of A 

(b) Maximum Stock of B 

(c) Re-order Level of C 

(d) Average Stock Level of A 

Rs. 

24,000 

1,820 

1,680 

= Re-order Level - Normal Usage x Normal Reorder Period) 

= 8,000 - 2,000x2) 

= 8,000 - 4,000 = 4,000 Lbs. 

= (Re-order Level + Re-order (Quantity) - (Minimum Usage x 
Minimum Re-order Period) 

= (4,750 + 5,000) - (700 x 3) 

= (9,750 - 2,100 = 7,650 Lbs. 

= Maximum Usage Maximum Re-order Period 

= 1,350 x 4 = 5,400 Lbs. 

= V (Minimum Stock Level + Maximum Stock Level) 

= V (4,000 + 16,250) 

= 10,125 Lbs.
 

 

Problem 3.3: A consignment consisted of two chemicals X and Y. The following details 
are extracted: 

Chemical X 800 Kg. @ Rs. 20 Per Kg. = 16,000 

Y 500 Kg. @ Rs. 16 Per Kg. = 8,000 Add: Railway Freight Add: Sales Tax 

A shortage of 5% is expected on the basis of past experience. What rate would you adopt 
for pricing issues of these chemicals?
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