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Answer to the Question no- 01(a) 

The statement is true.  

Explanation:  

As the cost accounting is neither a statement which is expensive nor unnecessary, it is a investment 

which is profitable because the cost accounting helps the business to determine the cost of the product 
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manufactured by the business and once the cost is determined then an acceptable mark- up is added to 

the cost in order to determine the selling price of the product. 

In today's market, one need to keep the sale prices competitive. So, if he can’t increase the sale price, 

what can he do to increase profit margin & how can he do that? The answer is simple “He can increase 

profit margin by cutting down on the cost of products.” 

It may sound super easy, but it is not that easy to cut down the cost. One need to cut down the cost 

while keeping the quality intact. Here it comes, ‘Cost Accounting’. It is a process of recording, 

analyzing and reporting all of a company's costs (both variable and fixed) related to the production of 

a product. In simple words, cost accounting is a way to keep track of all the costs incurred by the 

company, so that any kind of wasteful expenditure can be identified and management can take 

appropriate actions to mitigate the same. 

 

Answer to the Question no- 01(b) 

Methods of Costing:  

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 

output and finished products.  

Basically, there are two methods of costing (as per 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 authorized 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 result 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 method, costs are collected and accumulated for each job, work order or project separately. 

Each job can be separately identified; so, it becomes essential to analyses the cost according to each 

job. A job card is prepared for each job for cost accumulation. This method is applicable to printers, 

machine tool manufacturers, foundries and general engineering workshops.  

 

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, constructional and mechanical engineering firms etc.  

3. Batch Costing:  
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This is an extension of job costing. A batch may represent a number of small orders passed through the 

factory in batch. Each hatch 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.  

4. Process Costing:  

This is suitable for industries where production is continuous, manufacturing is carried on by distinct 

and well-defined processes, the finished products of one process becomes the raw material of the 

subsequent process, different products with or without byproducts are produced simultaneously at the 

same process and products produced during a particular process are exactly identical. 

5. One Operation (Unit or Output) Costing: 

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

applied in industries like mines, quarries, oil drilling, breweries, cement works, brick works etc. In all 

these industries there is natural or standard unit of cost. For example, a barrel of beer in breweries, a 

ton of coal in collieries, a thousand of bricks in brickworks etc.  

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, hospitals, hotels 

etc. This method is used to ascertain the cost of services rendered.  

7. Farm Costing:  

It helps in calculation of total cost and per unit cost of various activities covered under farming. Farming 

activities cover agriculture, horticulture, animal husbandry (i.e., rearing of live-stocks), poultry 

farming, pisciculture (i.e., rearing of fish), dairy, sericulture (i.e., silkworm breeding), nurseries for 

growing and selling of seedlings and plants and rearing of fruits and flowers.  

8. (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 units and cost. The different 

operations in machine screw are—stamps, knurl, thread and trim. The cost per unit is determined with 

reference to final output.  

9. 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 into 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.  

 

Types or Techniques of Costing:  

Following are the main types or techniques of costing for ascertaining costs:  

1. Uniform Costing:  
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It is the use of same costing principles and/or practices by several undertakings for common control or 

comparison of costs.  

2. Marginal Costing:  

It is the ascertainment of marginal cost by differentiating between fixed and variable cost. It is used to 

ascertain the effect of changes in volume or type of output on profit.  

3. Standard Costing:  

A comparison is made of the actual cost with a pre-arranged standard cost and the cost of any deviation 

(called variances) is analyzed by causes. This permits management to investigate the reasons for these 

variances and to take suitable corrective action.  

4. Historical Costing:  

It is ascertainment of costs after they have been incurred. It aims at ascertaining costs actually incurred 

on work done in the past. It has a limited utility, though comparisons of costs over different periods 

may yield good results.  

5. Direct Costing:  

It is the practice of charging all direct costs, variable and some fixed costs relating to operations, 

processes or products leaving all other costs to be written off against profits in which they arise.  

6. Absorption Costing:  

It is the practice of charging all costs, both variable and fixed to operations, processes or products. This 

differs from marginal costing where fixed costs are excluded. 

Answer to the Question no- 01(c) 

 

Cost accounting can save cost in corporate sectors in Bangladesh by compliance with BCAS. The 

main role of cost accounting in Bangladesh are given below: 

1. Developing and carrying out plans and budgets for operating under anticipated competitive and 

economic conditions. 

2. Developing costing methods and procedures that allow for cost control and, if possible, cost 

reductions or improvements. 

3. Creating inventory values for costing and pricing purposes, as well as controlling physical 

quantities on occasion. 

4. Calculating a company’s costs and profits for annual accounting period or a shorter period of time. 

5. Selecting one of two or more alternatives that may increase revenue or decrease costs. 

Illustration of BCAS cost saving 
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BCAS 1: Cost concepts and classification cost helps to understand cost in details. 

BCAS 7 to 14 discussed about costing procedures. Such as job order costing (7), process costing (8), 

joint costing (9), target costing (10), life cycle costing (11), standard costing (13), activity-based 

costing (14).  

BCAS 15 to 17 are for decision making. For example: product mix decision (15), transfer pricing (16) 

and performance measurement (17).  

The most important statement in daily basis is cash flow statement to know the cash inflow and 

outflow which is discussed in BCAS 18. 

Capital budget, enterprise resource planning and strategic cost management are discussed in BCAS 

21 to 23. 

In summary, BCAS has accepted all the requirements for cost identification to cost control for 

decision making. Budgeting- the lifeline for a corporation- is also discussed in costing. So, if an 

organization abides by BCAS compliance, it can undoubtedly save cost. 

 

Answer to the Question no- 02(a) 

 

1. What are Out-of-Pocket Costs?   

Out-of-pocket costs refers to expenses incurred by employees that require a cash payment. The 

employer typically reimburses employees for these costs through an expense reporting and check 

payment system. If employees are not reimbursed for these costs, they may be able to list them as 

deductible expenses on their individual tax returns, which reduces their income tax liability. An 

employer can reduce these costs by having employees make payments using company credit cards, so 

that the company pays for them directly.       

The term has a more specific application in regard to health care expenses. In this case, an individual 

incurs out-of-pocket costs when required to pay a portion of the cost of health care to the health care 

provider. This includes deductibles and co-payments.       

Examples of Out-of-Pocket Costs   

The purchase of gasoline, parking, and tolls while engaged in company business   

The cost of a business lunch with a client   

The cost of a reward card given to an employee   

Conversely, all non-cash expenses, such as depreciation and amortization, are not considered to be out-

of-pocket costs. Further, major expenditures such as for fixed assets, or planned expenditures such as 
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for invoices submitted by suppliers are not considered to be out-of-pocket costs.   

    

What is Sunk Cost?   

Sunk cost, in economics and finance, a cost that has already been incurred and that cannot be recovered. 

In economic decision making, sunk costs are treated as bygone and are not taken into consideration 

when deciding whether to continue an investment project.      

An example of a sunk cost would be spending $5 million on building a factory that is projected to cost 

$10 million. The $5 million already spent the sunk cost should not be considered when deciding whether 

the factory should be completed. What ought to matter instead are expectations of future costs and 

future returns once the factory is operational.       

The reason economic analysis ignores sunk costs is that doing so helps to prevent decision makers from 

throwing good money after bad when they are stuck in an unprofitable project. It is often the case that 

heavy initial investment in poor project results in a temptation to spend more money on the project in 

the hope of recovering the sunk cost or preventing embarrassment. Economic theory tries to solve that 

problem by focusing only on future costs and returns.   

      

What is Opportunity Cost?   

Opportunity cost is the profit lost when one alternative is selected over another. The concept is useful 

simply as a reminder to examine all reasonable alternatives before deciding. For example, you have 

$1,000,000 and choose to invest it in a product line that will generate a return of 5%. If you could have 

spent the money on a different investment that would have generated a return of 7%, then the 2% 

difference between the two alternatives is the foregone opportunity cost of this decision.  

    

Opportunity cost does not necessarily involve money. It can also refer to alternative uses of time. For 

example, do you spend 20 hours learning a new skill, or 20 hours reading a book?  

   

Examples of Opportunity Cost   

The term is commonly applied to the decision to expend funds now, rather than investing the funds until 

a later date. Examples are:     

Go on vacation now, or save the money and invest it in a house.   

Go to college now, in hopes of generating a large return from the college degree several years in the 

future.   

Pay down debt now, or use the money to buy new assets that could be used to generate additional profits.

   

It is easy to incorrectly include or exclude costs in an opportunity cost analysis. For example, the 

opportunity cost of attending college does not include room and board, since you would still make this 

expenditure even if you were not attending college.  

 

Answer to the Question no- 02(b) 
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Statement of cost of goods sold preparation 

Maxwell Company 

Statement of cost of goods sold 

Year Ended December 31,2020 

Particulars Tk Tk 

Opening Raw Material                            5,000    

Add: 
 

  

Purchase                        100,000    

Transport in                            3,000                       108,000  

Less:  
 

  

Purchase Return                           800   

Purchase Discount and Allowance                            5,000                           5,800  

(1) Cost of Material Available for Use 
 

                     102,200  

Less: Ending Raw Material 
 

                         7,000  

(2) Cost of Material Used 
 

                       95,200  

Add: Direct Labor 
 

                     200,000  

(3) Prime Cost 
 

                     295,200  

Add: Factory Overhead 
 

  

Factory Expenses                            4,000    

Factory Insurance                          12,500    

Depreciation- Factory Equipment                          40,000                         56,500  

(4) Manufacturing Cost 
 

                     351,700  

Add: Opening Work in Process 
 

                       15,000  

(5) Cost of Goods Available for Manufacture 
 

                     366,700  

Less: Ending Work in Process 
 

                         9,000  

(6) Cost of Goods Manufactured 
 

                     357,700  

Add: Opening Finished Goods 
 

                       10,000  

(7) Cost of Goods Available for Sales 
 

                     367,700  
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Less: Ending Finished Goods 
 

                       12,000  

(8) Cost of Goods Sold                        355,700  

 

 

Answer to the Question no- 03(a) 

 

(a) Calculation of Economic Order Quantity (EOQ: 

We Know,  

               EOQ = √
2𝐴𝑂

𝐶
 

                         =√
2×3,000×60

1
 

                         = √3,60,000 

                            =600 units. 

 

Answer to the Question no- 03(b) 

 

(b) 1. Calculation of Re-Order Level (ROL): 

Component-P 

ROL= Maximum usage × Maximum Lead Time 

        = 75 × 6 

        = 450 units. 

Component-Q 

ROL= Maximum usage × Maximum Lead Time 

        = 75 × 4 

        = 300 units. 

2. Calculation of the Minimum Level: 

Component-P 

Here,  

A= 3,000 Units 

O= 60Tk 

C=10*10%=1TK 
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Minimum Level = ROL - (Average usage × Average Lead Time) 

                           = 450 - (50 ×  
4+6

3
) 

                           = 450 – 250 

                           = 200 units. 

Component-Q 

Minimum Level = ROL - (Average usage × Average Lead Time) 

                           = 300 - (50 ×  
2+4

2
) 

                           = 300 – 150 

                           = 150 units. 

Notes: Average usage =  
𝑀𝑎𝑥𝑖𝑚𝑢𝑚 𝑢𝑒𝑎𝑔𝑒 + 𝑀𝑖𝑛𝑖𝑚𝑢𝑚 𝑢𝑠𝑎𝑔𝑒

2
 

                                    =  
75+25

2
 

                                    = 50 units. 

3. Calculation of the Maximum Level: 

Component-P 

Maximum Level= (ROL + ROQ) - (Minimum usage × Minimum Lead Time) 

                           = (450 + 400) - (25 × 4) 

                           = 850 – 100 

                           = 750 units. 

Component-Q 

Maximum Level= (ROL + ROQ) - (Minimum usage × Minimum Lead Time) 

                           = (300+600) - (25 × 2) 

                           = 900 – 50 

                           = 850 units. 

3. Calculation of the Average Stock Level: 

Component-P 
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Average Stock Level = 
𝑀𝑖𝑛𝑖𝑚𝑢𝑚 𝑆𝑡𝑜𝑐𝑘 𝐿𝑒𝑣𝑒𝑙 + 𝑀𝑎𝑥𝑖𝑚𝑢𝑚 𝑆𝑡𝑜𝑐𝑘 𝐿𝑒𝑣𝑒𝑙

2
 

                                  = 
200 + 750 

2
 

                                  = 
950 

2
 

                                  = 475 units. 

Component-Q 

Average Stock Level = 
𝑀𝑖𝑛𝑖𝑚𝑢𝑚 𝑆𝑡𝑜𝑐𝑘 𝐿𝑒𝑣𝑒𝑙 + 𝑀𝑎𝑥𝑖𝑚𝑢𝑚 𝑆𝑡𝑜𝑐𝑘 𝐿𝑒𝑣𝑒𝑙

2
 

                                  = 
150 + 850 

2
 

                                  = 
1,000 

2
 

                                  = 500 units. 

 

 

Answer to the Question no- 04(a) 

 

The following factors should be taken into consideration in determining wage and salary structure of 

workers:  

(i) Labor Unions: The labor unions attempt to work and influence the wages primarily by 

regulating or affecting the supply of labor. The unions exert their influence for a higher wage and 

allowances through collective bargaining with the representatives of the management. If they fail in 

their attempt to raise the wage and other allowances through collective bargaining, they resort to strike 

and other methods where by the supply of labor is restricted. This exerts a kind of influence on the 

employees to concerned test partially the demands of the labor unions.  

(ii) Personal perception of wage: Whether the wage is adequate and equitable depends not only 

upon the amount that is paid but also upon the perceptions and the views of the recipients of the wage. 

Even though the wage is above the going wage rate in the community if it is lower than that of fellow 

worker deemed inferior, it will be regarded as inequitable in the eyes of the recipients of the wage. A 

man’s perception of the equity of his wage will undoubtedly affect his behavior in joining and 

continuing in the organization.  

(iii) Cost of living: Another important factor affecting the wage is the cost-of-living adjustments of 

wages. This approach tends to vary money wage depending upon the variations in the cost-ofliving 

index following rise or fall in the general price level and consumer price index. It is an essential 

ingredient of long-term labor contracts unless provision is made to reopen the wage clause periodically. 

There are measurement problems both in ascertaining productivity and cost of living increases. This 

problem may lead to lack of understanding and unanimity on the part of the management and the 

workers.  
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(iv) Government legislation: The laws passed and the labor policies formed by the Government 

have an important influence on wages and salaries paid by the employees. Wages and salaries can’t be 

fixed below the level prescribed by the government. The laws on minimum wages, hours of work, equal 

pay for equal work, payment of dearness and other allowances, payment of bonus, etc. have been 

enacted and enforced to bring about a measure of fairness in compensating the working class.  

(v) Ability to pay: Labor unions have often demanded an increase in wages on the basis that the 

firm is prosperous and able to pay. However, the fundamental determinants of the wage rate for the 

individual firm emanate for supply and demand. If the firm is marginal and cannot afford to pay 

competitive rates, its employees will generally leave it for better paying jobs. However, this adjustment 

is neither immediate nor perfect because of problems of labor immobility and lack of perfect knowledge 

of alternatives. If the firm is highly successful, there is little need to pay for more than the competitive 

rates to obtain personnel.  

(vi) Supply and demand: As stated earlier, the wage is a price for the services rendered by a worker 

or employee. The firm desires these services, and it must pay a price that will bring forth the supply, 

which is controlled by the individual worker or by a group of workers acting together through their 

unions. The practical result of the operation of this law of supply and demand is the creation of “going- 

wage rate”. It is not practicable to draw demand and supply curves for each job in an organization even 

though, theoretically, a separate curve exists for each job. But, in general, if anything works to decrease 

the supply of labor such as restriction by a particular labor union, there will be a tendency to increase 

the wage. The reverse of each situation is likely to result in a decrease in employee wage, provided 

other factors, such is those discussed below, do not intervene.  

(vii) Productivity: Increasingly there is a trend towards gearing wage increases to productivity 

increases. Productivity is the key factor in the operations of a company. High wages and low costs are 

possible only when productivity increases appreciably. The above factors exercise a kind of general 

influence on wage rates. In addition, there are several factors which do affect the individual difference 

in wage rates.  

 

 

The most important factors which affect the individual differences in wage rates are:  

(a) Worker’s capacity and age;  

(b) Educational qualifications;  

c) Worker experience;  

(d) Hazards involved in work;  

(e) Promotion possibilities;  

(f) The prevailing wage in the community;  

(g) Stability of employment;  

(h) Demand for the product; and  

Profits or surplus earned by the organization. 
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Answer to the Question no- 04(b) 

 

  

(i)  

Time allowed per unit (given)  

   

=  

  

2 hours  

No. of units produced during the month   =  625  

So, total time allowed (625*2)   =  1250 hours  

Actual time taken (25*8*5)   =  1000 hours  

Time saved (1,250-1,000)   =  250 hours  

  

Bonus as per Hasley Scheme  

  

  

   

  

  

  

  

50% of (time saved * Time rate)  

=50% of (250*5)  

=625  

Per worker   
  

=625/5=125  

Total wagers per worker   

  

  

   

  

  

=hours taken* Time rate+ Bonus  

=200*5+125  

=1125  

  

Effective rate per hour  

  

   

=  

  

  

=1125/200  

=5.625  

  

Bonus as per Rowna Scheme  

   

=  

  

(Time saved/Time allowed*Time 

wages  

  
 =  (250/1250) *1000  

   =  200  

Total wages per worker  

    

=  

  

200*5+200  

   =  1200  

  

Effective rate per hour  

   

=  

  

1200/200  

  
 =  6  

 

 

 

 

 

(ii) Labor costs per piece (without incentive)   =  2*5  
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 =  10  

Labor cost per piece (Hasley Scheme)   =  (1125*5)/625  

  
 =  9  

Savings per piece   =  10-9  

   =  1  

  

Labor cost per piece (Rowan Scheme)  

  

=  

  

(1200*5)/625  

  
 =  9.6  

Savings per piece   =  10-9.6  

  
 =  0.4  

(iii) So far as labor cost per unit is concerned, it is clear that Halsey Scheme brings about more 

savings than Rowan Scheme. But Hasley Scheme does not fulfil assurance to the workers about 20% 

increase in their earnings as it secured only 12.5% increase. Rowan Scheme, on the other hand, 

secures 20% increase in the earnings of the worker and it fulfils the assurance. Therefore, Rowan 

Scheme may be adopted. 

 

Answer to the Question no- 05 

 

Distributing of Total Manufacturing Cost  

Particulars TK. TK. 

Direct Material 

Direct Labor: 

Department-A 

Department-B 

Department-C 

Indirect Manufacturing Cost: 

Department-A 

Department-B 

Department-C 

Total Manufacturing Cost 

 

 

 

120 

280 

200 

1,000 

 

 

 

600 

 

 

 

820 

 

60 

560 

200 

 2,420 
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Calculation of Indirect Manufacturing Cost: 

Department-A =20,000/40,000×120=60 

Department-B =40,000/20,000×280=560 

Department-C =30,000/30,000×200=200 

 

 

Answer to the Question no- 06 

 

      

  Books of…...   

Dr Process -A A/C Cr 

Particulars Quantity Amounts Particulars Quantity 

Amount

s 

To Units Introduced 

(3000*3) 3000 9000 

By Normal Loss A/C 

(3000*5/100*2) 150 300 

To Materials   7800 By Process -B A/C 2850 28500 

To Direct Wages   6000       

To Production 

Overheads   6000       

  3000 28800   3000 28800 

      

      

      

      

Dr Process -B A/C Cr 

Particulars Quantity Amounts Particulars Quantity 

Amount

s 

To Process -A A/C 2850 28500 

By Normal Loss A/C 

(2850*10%*4) 285 1140 

To Materials   5940 By Process -C A/C 2520 50400 

To Direct Wages   9000 

By Abnormal Loss A/C 

(note-1) 45 900 

To Production 

Overheads   9000       

  2850 52440   2850 52440 

      

      

 
 

    

 
 

    

Dr Process -C A/C Cr 

Particulars Quantity Amounts Particulars Quantity 

Amount

s 
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To Process -B A/C 2520 50400 

By Normal Loss A/C 

(2520*15%*5) 378 1890 

To Materials   8886 By Finished Stock A/C 2250 85500 

To Direct Wages   12000       

To Production 

Overheads   12000       

To Abnormal gain A/C 

(Note- 2) 108 4104       

  2628 87390   2628 87390 

      

      

      
      
      

      

Dr Abnormal Loss A/C Cr 

Particulars Quantity Amounts Particulars Quantity 

Amount

s 

To Process -B A/C 45 900 By Bank A/C 45 180 

      By P & L A/C   720 

  45 900   45 900 

      

      

      

      

Dr Abnormal Gain A/C Cr 

Particulars Quantity Amounts Particulars Quantity 

Amount

s 

To Normal Loss A/C 

(108*5) 108 540 By process C A/C 108 4140 

            

  108 4140   108 4140 

      

      

      

Dr Normal Gain A/C Cr 

Particulars Quantity Amounts Particulars Quantity 

Amount

s 

To Process A A/C 150 300 By Abnormal gain 108 540 

To Process B A/C 285 1140 By Bank 705 2790 

To Process C A/C 378 1890       

  813 3330   813 3330 

      

      
 

Working Notes:      

(1) Calculation of Cost of Abnormal Loss in process -B   

      

Abnormal Loss= [TC-Normal Loss(amount)]/ [Input Units-Normal Loss (Units)]  
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[(52440-1140)/ (2850-285)] 

*45=900     

      

(2) Calculation of Abnormal gain in Process-C    

      
Abnormal gain= [(83286-1890)/ (2520-378)] *108=4104 

 

 

 

Answer to the Question no- 07 

 

Note: Assuming Garage Charge are provided for a year (12 months) 

 

 

Workings: 

Calculation of Distance Covered in A Month = (10*20*3*2*25) =30,000 

   

Effective Passenger km Per Month = (30,000*40) = 12,00,000   

Rate to be Charged per passenger KM= 23777.19/ (30,000*40)    

                                                            =0.019814 

  

Particulars  Amount 

A. Fixed Charges:  

Tax (1000*10/12)        833.33   

Insurance (50000*3%*10/12)          1,250   

Garage Charges (1000/12)          83.33 

Drivers’ Salary (150*10)           1,500   

Conductors’ Salary (100*10)           1,000   

Cost of Stationary              500   

Managers’ Salary           2,000   

Accountants’ Salary           1,500   

Depreciation (50000*10/5*1/12)          833.33   

Total Fixed Charges:           9500 

B. Maintenance Charges:  

Repairs (1000*10/12)          833.33   

C. Running Charges:  

Petrol* (30000/100) *25           7,500   

Total Costs (A+B+C)         17833.33 

Add: 10% of Total Takings for Commission Driver 

& conductor and 15% of Total Takings for desired profit. i.e,  

25% of Total Takings or 33.33% of Total Costs     

        5943.85 

  Total Takings          23777.19 
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Answer to the Question no- 08 

(i)  

Materials Price 

Variance  =AQ(AP-SP)    Here      

  2400  Favorable  Actual Quantity, AQ=  12000  yards  

      Actual Price, AP=  3.8  $  

      Standard Price, SP=  4  $  

Materials Quantity 

Variance  =SP(AQ-SQ)    Here,      

  3200  Unfavorable  Actual Quantity, AQ=  12000  yards  

      Standard Price, SP=  4  $  

      Standard Quantity, SQ=  11200  yards  

  

(ii)  

Labor rate variance  
=AH(AR-SR)    Here      

  1400  Unfavorable  Actual Hour, AH=  2800  Hour  

      Actual Rate, AR=  6.5  $  

      Standard Rate, SR=  6  $  

Labor Efficiency 

Variance  =SR(AH-SH)    Here      

  1200  Favorable  Actual Hour, AH=  2800  Hour  

      Standard Hour, SH=  3000  Hour  

      Standard Rate, SR=  6  $  

  

(iii)  

The variable overhead 

rate variance  

=AH (AR- 

SR)  

  
Here  

    

  2800  Favorable  Actual Hour, AH=  2800  Hour  

      Actual Rate, AR=  1.4  $  

      Standard Rate, SR=  2.4  $  

The variable overhead 

Efficiency variance  

=SR(AHSH)    
Here  

    

  480  Favorable  Actual Hour, AH=  2800  Hour  

      Standard Hour, SH=  3000  Hour  

      Standard Rate, SR=  2.4  $  

  

 

Answer to the Question no- 09(a) 
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Process K Equivalent Units Calculation 

Particulars Total Units Equivalent Units 

Units of P1 Produced 56,800 56,800 

Units of P2 Produced 28,400 28,400 

Normal Loss (4% of 90,000) 3600 0 

Abnormal Loss (4,800-3,600) 1,200 1,200 

  90,000 86,400 

 

Cost of Process K 

Direct Material 4,50,000 

Conversion Costs 2,16,000 

Less: Scrap Value of Normal Loss (5 tk *3,600) 18,000 

  6,48,000 

 

Cost per equivalent unit (6,48,000/86,400) Tk 7.50 

Cost of good output (56,800+28,400) =85,200 units @ tk 7.50= 6,39,000 tk 

 

Sales Value Calculation 

Product Name Sales Value Tk % Cost Allocation 

P1 1,420,000 56% 3,55,000 

P2 1,136,000 44% 2,84,000 

  2,556,000 100% 6,39,000 

 

Process K account 

Direct Materials 4,50,000 Finished Goods Account   

Conversion Cost 2,16,000 P1 3,55,000 

  P2 2,84,000 

Normal Loss (Scrap Value) 18,000 

Abnormal Loss Account 9,000 

  6,66,000   6,66,000 

 

Answer to the Question no- 09(b) 

 

Process L Gain/ Calculation 

Unit Input for Process L                  56,800  
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Less: Normal Loss @ 8%                    4,544  

Good Quality Products for Sales                  52,256  

Incremental Cost (56,800 Ltr @3Tk)                170,400  

Incremental Sales Value (52,256 Ltr @ 5Tk)                261,280  

Process Gain                  90,880  

 

Based on incremental Cost and Sales analysis, product P1 should go process L to produce product 

XP1 as incremental process gain is 90,880 tk 

 

Answer to the Question no- 10 

 

(a)                                                            XYZ Electronics 

Comparison of manufacturing cost per unit Audio Player Model   

    XY 100    XY 200   

Direct material cost     1,000.00         800.00   

Direct manufacturing labor cost        200.00         180.00   

Machining costs        200.00         160.00   

Testing costs        250.00         200.00   

Rework costs        150.00            75.00   

Ordering costs             2.00              1.25   

Engineering costs        198.00         198.00   

Total manufacturing cost per unit     2,000.00      1,614.25   

 

Working Notes 

(i) Machining hours and cost: Machining hours = (1 hour–0.20 hours) or 0.80 hours)  

              Machining cost is 0.80 hours × Rs.200 or Rs.160   

        

(ii) Testing hours and cost: Testing hours = 2 hours × (1 hour – 0.20) or 1.60 hours.  

              Testing cost is 1.60 hours × Rs.125 or Rs.200   

        

(iii) Rework cost per unit: Rework units = 5% × 10,000 units or 500 units.                                             

              Rework cost = 500 units × Rs.1,500 or Rs.7,50,000. Rework cost per unit Rs.7,50,000 / 10,000               

              units or Rs.75 per unit  

(iv) Ordering cost: No. of orders per month 50 components × 2 orders = 100 Ordering cost per  

              month 100 orders × Rs.125 per order = Rs.12,500 Ordering cost per unit = Rs.12,500 /   10,000     

              units = Rs.1.25 per unit.  
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(v)  It is assumed that total available engineering hours will be used for manufacturing ‘AB 200’                

              model of audio player.  

(b) Effect of design change and pricing decision on operating income of XYZ. (Rs. Lakhs)  

Revenue loss on 10,000 units (10,000 units × Rs.400)    (40.00)  

       

Saving in cost:    

20.00  

2.00  

7.50  

  

  

  

29.50  

Direct material costs (20 × 10,000 units)  

Direct manufacturing labor costs (20 × 10,000 units)  

Rework costs (5% × 10,000 units × Rs.1,500)  

Net effect on operating income    (10.50)  

 

Conclusion:  

Operating income per month will be reduced by Rs. 10.50 Lakhs.  

Effects of reduction in components, machining time, and testing time will not have any 

immediate effect, because it is difficult to adjust the available facilities in ordering department, 

machining department and testing department.  

 

 

 

 

 Answer to the Question no- 11 

 

 

(a) Projected sales (100 machines × $4,950 per machine)                                $495,000   

Less desired profit (15% × $600,000)  90,000  

Target cost for 100 machines  $405,000   

  

 

  

Target cost per machine ($405,000 ÷ 100 machines)  

Less National Restaurant Supply’s variable selling cost per  

$4,050   

machine  650  

Maximum allowable purchase price per machine  $3,400   

 

 

(b) The relation between the purchase price of the machine and ROI can be developed as follows:  

ROI           = (Total projected sales - Total cost) /Investment  

                 = ($495,000 - ($650 + Purchase price of machines) × 100)/ $600,000  

The above formula can be used to compute the ROI for purchase prices between $3,000 and 

$4,000 (in increments of $100) as follows:  

Purchase Price ROI 
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3,000 21.67% 

3,100 20.00% 

3,200 18.33% 

3,300 16.67% 

3,400 15.00% 

3,500 13.33% 

3,600 11.67% 

3,700 10.00% 

3,800 8.33% 

3,900 6.67% 

4,000 5.00% 

 

  

 
 

(c) A number of options are available in addition to simply giving up on adding the new sorbet        

      machines to the company’s product lines. These options include:  

❖ Check the projected unit sales figures. Perhaps more units could be sold at the $4,950 price. 

However, management should be careful not to indulge in wishful thinking just to make the 

numbers come out right.   

❖ Modify the selling price. This does not necessarily mean increasing the projected selling price. 

Decreasing the selling price may generate enough additional unit sales to make carrying the 

sorbet machines more profitable.   

❖ Improve the selling process to decrease the variable selling costs.   

  

❖ Rethink the investment that would be required to carry this new product. Can the size of the 

inventory be reduced? Are the new warehouse fixtures really necessary? 

 

  

0.00 % 

% 5.00 

10.00 % 

15.00 % 

20.00 % 

25.00 % 

 2,900  3,000  3,100  3,200  3,300  3,400  3,500  3,600  3,700  3,800  3,900  4,000  4,100 

Purchase Price 

National Restaurant  
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Answer to the Question no- 12(a) 

 

1. Prepare a Quality cost report that contains data for both this year and last year.   

    

FLOREX COMPANY 

QUALITY COST REPORT 

Particular Cost TQM 

Category 

Cost 

% of 

Sales 

Cost2 TQM 

Category 

Cost3 

% of 

Sales2 

Prevention cost             

Quality engineering 570,000   0.76% 420,000   0.56% 

Statistical process 

control 

180,000   0.24% 0   0.00% 

Systems development 750,000 
 

1.00% 480,000 
 

0.64% 

Total Prevention Cost   1,500,000 2.00%   900,000 1.20% 

Appraisal cost             

Inspection 900,000   1.20% 750,000   1.00% 

Depreciation of test 

equipment 

240,000   0.32% 210,000   0.28% 

Supplies used in testing 60,000   0.08% 30,000   0.04% 

Product testing 1,200,000 
 

1.60% 810,000 
 

1.08% 

Total Appraisal Cost   2,400,000 3.20%   1,800,000 2.40% 

Internal Failure Cost             

Rework labor 1,500,000   2.00% 1,050,000   1.40% 

Net cost of scrap 1,125,000   1.50% 630,000   0.84% 

Disposal of defective 

products 

975,000 
 

1.30% 720,000 
 

0.96% 
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Total Internal Failure 

Cost  

  3,600,000 4.80%   2,400,000 3.20% 

External Failure Cost             

Cost of field servicing 900,000   1.20% 1,200,000   1.60% 

Warranty repairs 1,050,000   1.40% 3,600,000   4.80% 

Product recalls 750,000 
 

1.00% 2,100,000 
 

2.80% 

Total External Failure 

Cost 

  2,700,000 3.60%   6,900,000 9.20% 

Total   10,200,000 13.60%   12,000,000 16.00% 

Sales   75,000,000     75,000,000   

 

 

Answer to the Question no- 12(b) 

 

Bar Graph showing the distribution of the various quality costs by category 

Category This Year Last Year 

Prevention cost   1,500,000            900,000  

Appraisal cost   2,400,000         1,800,000  

Internal Failure Cost   3,600,000         2,400,000  

External Failure Cost   2,700,000         6,900,000  
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Answer to the Question no- 12(c) 

 

After all, this year quality cost is reduced by 2.40% (16%-13.60%). This happens due to reduce 

external failure cost. Prevention cost, appraisal cost and internal cost are high this year. But external 

failure cost is low this year than previous year. As a result, total quality cost is reduced this year than 

previous year. Management should focus more on prevention cost and appraisal cost so that other two 

types of cost can be reduced. Prevention cost increases means reducing other three types of cost and 

vice versa.      

 

Answer to the Question no- 13(a) 

 

Budgeted life cycle operating income 

TRX Ltd 

Statement of showing Budgeted life cycle operating income for the new bottle 

Particular Year 1 Year 2 Year 3 Life Cycle 

Sales Revenue       9,000,000    11,000,000     5,850,000        25,850,000  

R & D and Design cost           600,000          200,000                800,000  

Production Costs: 

Variable costs of bottle       3,000,000       3,960,000     2,080,000          9,040,000  

Variable cost (Batch)           210,000          264,000         156,000              630,000  

Fixed Costs           600,000          600,000         600,000          1,800,000  

Marketing Costs: 

Variable cost/ bottle           540,000          704,000         364,000          1,608,000  

1,500,000 2,400,000 
3,600,000 2,700,000 

900,000 

1,800,000 

2,400,000 

6,900,000 

 -

 2,000,000

 4,000,000

 6,000,000

 8,000,000

 10,000,000

 12,000,000

Prevention cost Appraisal cost Interal Failure Cost External Failure Cost

Quality Cost By Category

This Year Last Year
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Fixed Costs           400,000          300,000         300,000          1,000,000  

Distribution Costs: 

Variable cost/bottle           150,000          220,000         130,000              500,000  

Variable cost/batch             90,000          165,000           65,000              320,000  

Fixed Costs           240,000          240,000         240,000              720,000  

Customer service cost/bottle           300,000          330,000         195,000              825,000  

Operating profit       2,870,000       4,017,000     1,720,000          8,607,000  

 

 

Answer to the Question no- 13(b) 

 

Effect on operating profit when selling price reduced by bdt 5 and volume increased by 15 

percent:     

Particular Year 1 Year 2 Year 3 Life Cycle 

New Selling Price 55 45 40   

Sales Volume 172500 253000 149500 

Production Batch Size 600 600 600 

Distribution Batch Size 240 192 144 

Sales Revenue       

9,487,500  

  

11,385,000  

   

5,980,000  

      

26,852,500  

R & D and Design cost           

600,000  

        

200,000  

              

800,000  

Production Costs: 

Variable costs of bottle       

3,450,000  

     

4,554,000  

   

2,392,000  

      

10,396,000  

Variable cost (Batch)           

201,250  

        

253,000  

       

149,500  

            

603,750  

Fixed Costs           

600,000  

        

600,000  

       

600,000  

        

1,800,000  

Marketing Costs: 

Variable cost/ bottle           

621,000  

        

809,600  

       

418,600  

        

1,849,200  

Fixed Costs           

400,000  

        

300,000  

       

300,000  

        

1,000,000  

Distribution Costs: 

Variable cost/bottle           

172,500  

        

253,000  

       

149,500  

            

575,000  

Variable cost/batch             

86,250  

        

158,125  

       

103,819  

            

348,194  
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Fixed Costs           

240,000  

        

240,000  

       

240,000  

            

720,000  

Customer service cost/bottle           

345,000  

        

506,000  

       

299,000  

        

1,150,000  

Operating profit       

2,771,500  

     

3,511,275  

   

1,327,581  

        

7,610,356  

The proposed changes will decrease life cycle profit by             

996,644  

 

So, TRX Ltd should not reduce sale price by BDT 5 for increasing sales by 15 percent. 

 

 

 

 

The End 


