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Mock Test Paper – 1 
 

REAL ACADEMY                           GOURAV ARORA 
Time Allowed: 3 hours                                                                     Marks: 100 

General Instructions: 
(a) Question 1 is compulsory and Do any four out of remaining five questions. 
(b) All parts of questions should be attempted at one place. 

 

1. Answer the following:                   4 × 5 = 20 
 

(a) RTC Limited uses chemical-X in one of its finished products. The chemical-X is purchased from a 

vendor outside India. RTC Limited purchases 36,000 litre of chemical-X per year at the rate of ` 900 per 

litre plus import duty @ 10% on such purchases. 
 

The chemical-X is used evenly throughout the year in the production process on a 360-day-per-year basis. 

The company incurs ` 35,000 to place a single purchase order. The chemical-X is needed to be kept in a 

very carefully controlled temperature and humidity conditions. RTC Ltd. incurs 1.5% and 0.2676% of the 

value of inventory as storage cost and as insurance cost respectively. 
 

Delivery from the vendor generally takes 12 days, but it can take as much as 16 days. The days of 

delivery time and percentage of their occurrence are shown in the following tabulation: 
 

  Delivery time (days)  :  12  13  14  15  16 

 Percentage of occurrence  :  70  10  10    5    5 
 

  Required: 

  (i) Compute the economic order quantity (EOQ). 

(ii) Assume the company is willing to assume a 10% risk of being out of stock. What would be the 

safety stock? The re-order point? 

(iii) Assume 5% stock-out risk. What would be the total cost of ordering and carrying inventory for one 

year? 
 

(b) John has a factory with 20 workers. He needs to improve productivity to cope with higher demand, 

market competition and workers demand for higher wages. With these three objectives in mind he is 

planning to introduce either Halsey Premium Plan with 50% bonus or Rowan Plan. Demand for product 

is expected to go up by 30% more. As a result of his assurance workers produced 30% more. Figures for 

the current month are as follows: 

 Guaranteed Hourly Wage Rate          ` 15 

 Average time taken for producing 1 piece by 1 worker at previous  

performance level, which can be taken as time allowed      1½ hour 

Number of working days in the month           25 

 Working hours per day per worker              9 

 Actual production during the current month        3,900 units 
 

Required: 
 

(i) Calculate effective hourly earning per worker under Halsey Plan and Rowan Plan. 

(ii) Calculate savings to john in direct wages cost per piece of production under each of the two 

schemes. 
 

(c) Joint cost incurred =  ` 5,50,000 

 Two main product X and Y and one by product P is produced. 
 

Product Quantity Selling Price (`) Sales value (`) 

X 

Y 

P 

40,000 

35,000 

15,000 

12 

8 

1.50 

4,80,000 

2,80,000 

  22,500 
 

By product P is sold at 20% profit on selling price. Allocate joint cost. 
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(d) SBP Engineering Company undertakes long-term contract which involves the fabrication of prestressed 

concrete blocks and the erection of the same on consumer’s site. The following information is regarding 

the Contract No. 420 which is incomplete on 31st March, 2018. 
 

   Costs incurred:            ` 
  Fabrication costs to date: 

  Direct Materials          2,80,000 

  Direct Labour              90,000 

  Overheads              75,000 

                4,45,000 

  Erection costs to date:            15,000 

   Total             4,60,000 
 

  Contract Price           8,19,000 

  Cash received on account         5,00,000 

   Technical estimate of work completed to date: 
 

 Fabrication: Direct Materials 80%, Direct Labour and Overheads 75%, Erection ; 25%. 
 

You are required to estimate the profit that could be taken to Profit and Loss Account against this partly 

completed contract as at 31-3-2012. 
 

2.(a) REAL Ltd. manufactures a commercial product for which the standard cost per unit is as follows: 
 

 ` 
Material: 

 5 kg @ ` 4 per kg 

Labour: 

 3 hours @ ` 10 per hour 

Overhead 

 Variable: 3 hours @ ` 1 

 Fixed: 3 hours @ ` 0.50 

        Total 

 

20.00 

 

30.00 

 

3.00 

1.50 

54.50 
 

 During Jan. 2012, 600 units of the product were manufactured at the cost shown below: 
 

 ` 

Materials purchased: 

 5,000 kg @ ` 4.10 per kg 

Materials used: 

 3,500 kg 

Direct Labour: 

 1,700 hours @ ` 9 

Variable overhead 

Fixed overhead 

        Total 

 

20,500 

 

 

 

15,300 

1,900 

900 

38,600 
 

The flexible budget required 1,800 direct labour hours for operation at the monthly activity level used to 

 set the fixed overhead rate. 
 

 Calculate: 
 

(a) Material price variance, (b) Material Usage variance, (c) Labour rate variance, (d) Labour efficiency 

variance, (e) Variance overhead expenditure variance, (f) Variance overhead efficiency variance, (g) 

Fixed overhead expenditure variance, (h) Fixed overhead volume variance, (i) Fixed overhead capacity 

variance and (j) Fixed overhead efficiency variance.            [Marks 10] 
 

(b) Following details are related to the work done in Process-I of Walker Ltd. during the month of January, 

2014:                  (`)  
 Opening work-in-progress (1,500 units)      

  Materials               60,000 
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  Labour               35,000 

  Overheads              30,000 
 

 Materials introduced in Process-I (35,000 units)   14,00,000 

  Direct Labour           3,46,000 

  Overheads           6,37,000 
 

 Units scrapped:  

  Degree of completion: 

  Materials           100% 

  Labour and overheads          80% 
 

 Closing work-in-progress: 1,500 units 

  Degree of completion: 

  Materials           100% 

  Labour and overheads          80% 
 

 Units finished and transferred to Process-II: 32,000 units 

 Normal Loss: 

  5% of total input including opening work-in-progress. 

  Scrapped units fetch ` 8 per piece. 

 You are required to prepare: 

 (i) Statement of equivalent production 

 (ii) Statement of costs 

 (iii) Statement of distribution of costs and 

 (iv) Process-I Account, Normal and Abnormal Loss Accounts. 
 

Note: Use Weighted Average Method               [Marks 10] 
 

3.(a) A city municipality arranges for the removal of its garbage by means of motor/vehicular transport. The 

following vehicles are maintained: 
 

  Number of vehicles    Specification 

  30      5 tonne lorries 

  40      3 tonne lorries 

  50      2 tonne lorries 

  20      4 tonne lorries 
 

On an average each lorry makes 5 trips a day and in each trip covers a average distance of 6 kms. Each 

lorry carries garbage weighing only 50% of its capacity. 
 

Taking an annual average, 10% of the lorries are laid up for repairs every day. The conservancy work is 

carried on daily. 
 

  The following are the monthly charges during April, 2016 incurred on the conservancy transport: 
 

 Items of cost               ` 

 Salary of the Superintendents – Motor Vehicles Department   1,800 

 Salaries of 4 Transport Foreman        600 each 

 Wages of Drivers           100 each for 200 drivers 

 Wages of Labourers           80 each for 300 labourers 

 Consumable Stores           20,000 

 Petrol              80,000 

 Lubricants            10,000 

 Replacement of tyres, tubes and other parts        6,000 

 Garage rent and rates (adjusted in the books of the municipality)    2,500 

 Gas and Electric charges               800 

 Miscellaneous expenses          15,000 
 

There is a repair workshop attached to the Motor Vehicles Department which carries out repair for office 

cars and other vans and vehicles. 50% of Superintendent salary is debited to the workshop and the 
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stipulated charges to be borne by the Conservancy Transport Department for the services of workshop are 

` 15,000 per month. Assuming all vehicles are used for removal of garbage.        [Marks 10] 
 

(b) A light engineering factory fabricates machine parts to customers. The factory commenced fabrication of 

12 Nos. machine parts to customer’s specifications and the expenditure incurred on the job for the week 

ending 21st August 2017 is given below: 
 

Particulars Amount in (`) Amount in (`) 

Direct Materials (all items) 

Direct Labour (manual) 20 hours @ ` 15 per hour 

Machine Facilities: 

Machine No. I : 4 hours @ ` 45 

Machine No. II : 6 hours @ ` 65 

Total 

Overheads @ ` 8 per hour on 20 manual hours 

Total Cost 

 

 

 

180.00 

390.00 

780.00 

300.00 

 

 

570.00 

 1,650.00 

160.00 

1,810.00 
 

The overhead rate of ` 80 per hour is based on 3,000 man hours per week:, similarly, machine hour rates 

are based on normal working of Machine Nos. I and II for 40 hours out of 45 hours per week. 
   

After the close of each week, the factory levies a supplementary rate for the recovery of full overhead 

expenses on the basis of actual hours worked during the week. During the week ending 21st August 2017, 

the total labour hours worked was 2,400 and Machine Nos. I and II had worked for 30 hours and 32.5 

hours respectively. 
 

Prepare a Cost Sheet for the job for the fabrication of 12 Nos. machine parts duly levying the 

supplementary rates.                  [Marks 10] 
 

4.(a) Your company uses a historical cost system and applies overheads on the basis of ‘predetermined’ rates. 

The following are the figure from the Trial Balance as at 30th September, 2013:- 
 

  Manufacturing overheads          ` 4,26,544 Dr. 

  Manufacturing overheads applied        ` 3,65,904 Cr. 

  Work-in-progress           ` 1,41,480 Dr. 

  Finished goods stocks          ` 2,30,732 Dr. 

  Cost of goods sold           ` 8,40,588 Dr. 
 

Give two methods for the disposal of the unabsorbed overheads and show the profit implications of each 

method.                       [Marks 5] 
 

(b) The Dabur Co. Ltd. is developing the annual profit plan. They have just reviewed the “first cut” at the 

annual income statement and are concerned with the ` 1,10,000 indicated profit on a sales volume of 

20,000 units. The fixed cost structure of ` 9,90,000 appears to be high and they have some doubts about 

departing from the unit sales price of ` 100. There is a general agreement that the “profit target should be 

` 2,20,000”. 
 

 You are required to compute: 
 

(a) The budgeted break-even point in rupees and in units and the number of units required to be sold to 

earn the target profit; 

 (b) What will be the new Break-even-point in the following cases: 

(i) If sales price is increased by 20%, and sales will be dropped by 15% then that would be the 

new break-even point in rupees and in units. What would be the new profit figures? How many 

units would have to be sold to earn the target profit? 

(ii) A decrease in fixed costs of ` 55,000 and a decrease in variable costs of 6% are contemplated. 

What would be new B.E.P. in rupees? How many units must be sold to earn a target profit? 

                          [Marks 5] 
 

(c) MML Ltd. operates on historic job cost accounting system, which is not integrated with financial 

accounts. At the beginning of a month, the opening balances in cost ledger were. 
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 ` (in lakhs) 

Stores Ledger Control Account 

Work-in-Progress Control Account 

Finished Goods Control Account 

Building Construction Account 

Cost Ledger Control Account 

120 

35 

465 

22 

642 
 

  During the month, the following transactions took place: 
 

Material Purchased 90 

 Issued to production 130 

 Issued to general maintenance 8 

 Issued to building construction 4 

Wages Gross wages paid: 190 

  - Indirect wages 75 

  - For building construction 13 

Works Overheads Actual amount incurred (excluding 

items shown above) 

215 

 Absorbed in building construction 20 

 Under absorbed 8 

Royalty paid  5 

Selling, distribution and 

administration overheads 

 25 

Sales  570 
 

At the end of the month, the stock of raw material and work-in-progress was ` 60 lakhs ` 37 lakhs 

respectively. The loss arising in the raw material account is treated as factory overhead. The building 

under construction was completed during the month. Company’s gross profit margin is 20% on sales. 
 

 Prepare the relevant control accounts to record the above transactions in the cost ledger of company.  

                       [Marks 10] 
 

5.(a) REAL Ltd. produces three products X, Y and Z for which the standard cost and quantities per unit are as 

follows: 

  Particulars                       Products 

                  X       Y    Z 

  Output        10,000  20,000           30,000 

  Direct material cost per unit        ` 30      ` 20               ` 10 

  Direct wages per unit (@ ` 20 per hour)      ` 20      ` 40               ` 60 

  Machine hour per unit              3           2                    1 

  No. of purchase requisitions      1,000       200                300 

  No. of machine set-ups          150       100                  50 
 

  Production overheads: 

  Department P: ` 7,00,000 

            Q: ` 11,00,000 

  Department P is labour intensive and Q is machine intensive. 

  Total labour hours in Department P = 1,40,000; Total machine hours in Department Q = 1,00,000 

  Production overheads by activity: 

  Receiving and inspection     ` 6,00,000 

  Production scheduling/set up    ` 12,00,000 
 

Required: Prepare statement of cost per unit under traditional absorption costing and activity based 

costing approaches.                   [Marks 10] 
 

(b) The books of Adarsh Manufacturing Company present the following data for the month of April, 2018: 
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Direct labour cost ` 17,500 being 175% of works overheads. 

  Cost of goods sold excluding administrative expenses ` 56,000. 
 

  Inventory accounts showed the following opening and closing balances: 
 

 April 1 (`) April 30 (`) 

Raw materials 

Work-in-progress 

Finished goods 

8,000 

10,500 

17,600 

10,600 

14,500 

19,000 
 

  Other data are: 
 

 (`) 

Selling expenses 

General and administration expenses 

Sales for the month 

3,500 

2,500 

75,000 
 

You are required to: 

(i) Compute the value of materials purchased. 

(ii) Prepare a cost statement showing the various elements of cost and also the profit earned.  [Marks 10] 
 

6. Answer the following:                   4 × 5 = 20 
 

(a) Distinguish between ‘Job Evaluation and Merit Rating’. 
 

(b) Mention the main advantage of cost plus contracts. 
 

(c) Discuss the essential features of a good cost accounting system? 
 

(b) Distinguish between Fixed and Flexible Budget. 


