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Cost  
components 

Identification of irrelevant cost Identification of  relevant cost 

1. Material Book value of 20 square meters    Rs. 
120,000 

Current market Value of 120 square meters 
required Rs. 5800 x 120 = Rs. 696,000  

2. Labour Required Labour hrs.  (80hrs  x 10Nos.) = 
800hrs. Required labourers would be 5 
nos. Cost of labour is (Rs. 60,000x 5) = 
Rs. 300,000 

Each of the direct labourers involved for 
manufacturing is paid Rs. 15000, incentive 
commission. Therefore, total commission 
per order is Rs. 15,000 x 5 = Rs. 75,000   

3. Overhead Fixed overheads = Rs. 50 per labour hr. x 
800 hrs.=(Rs. 50 x 800hrs) = Rs. 40,000 

Incremental overhead cost                            
= Rs. 25,000x10) = Rs.250,000 

 

Cost  
components 

 

Reasons to consider as  
 irrelevant cost 

Reasons to consider as  
 relevant cost 

1. Material  
Book value is historical, because it is 
already incurred by the company. 

The company produces boats for its 
normal business. If materials available at 
present are used for the new order, it has 
to purchase a new, for normal 
operations. Therefore current market 
price should be considered. 

2. Labour At present the company incurs labour cost 
for 5 additional labourers. Labour cost will 
not increase due to additional order. 

Incentive commission is an additional 
cost on the new order. It is an 
incremental cost.  

3. Overhead Monthly production overheads of Rs. 
3,000,000 is fixed, and it does not increase 
due to new order. Budgeted Overhead 
absorption rate is calculated as budgeted 
overhead divided by budgeted labour 
hours determined on budgeted production.  

Incremental cost of production 
overheads is ( Rs.25000 x 10) Rs. 
250,000.  
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Details Product X Product Y 
Selling Price  Rs. 12,000 7,500 
Profit Volume Ratio                               25% 32% 
Contribution per unit Rs. 3,000 2,400 

 

Details Product X Product Y 

Working Hours -     Dept.  P                                  20                            20      
- Dept. Q                                            30                             10       

Contribution per working Hrs.   
                                -   Dept. P        Rs.  3,000/20  = Rs. 150        Rs. 2,400 /20= 120 

                      -   Dept. Q                  Rs. 3,000/30  =  Rs. 100      Rs. 2,400/10 = 240 
 

Contribution per unit Rs. 3,000 2,400 



 

                                                                                            

 

Product Y 960 

                                  Working hours – Dept. Q 

                                   30X + 10Y < 9,600 

                  600                                                            

                                                              Optimum solution, when production of single product is ignored.                                 

                                                                                                                                                    

                                                              Working hours- Dept. P 

                                                                       20 X + 20Y < 12,000 

0                      320             600                                                         Product X 

 

420 

 180 

Product mix for maximization of contribution 

 

                     

 

 (d). Total contribution per week: 

 Products X Y Total 
Sales Units 180 420  

Contribution per unit Rs. 3,000 2,400  
Total contribution Rs. 540,000 1,008,000 1,548,000 

 

Products No. of Units 
X 180 
Y 420 



Details Yr.0 Yr.1 Yr.2 Yr.3 Yr.4 Yr.5 

Cash Flows Rs. 102 -15 -15 -15 -15 -15- 100 

 102 -15 -15 15 -15 -115 

If discounting Factor is 15% 1.00 .870 .756 .658 .573 .497 

   Present Value 102 -13.05 -11.34 -9.87 -8.595 -57.155 
Net present value 1.99      
       
If discounting Factor is 10% 1.00 .909 .826 .751 .683 .621 
   Present Value 102 -13.635 -12.39 -11.265 -10.245 -71.415 
Net present value -16.95      

 



Statement of cost of Debt 

Options Cost of debt 

5 year  redeemable debenture 14.47% 

Irredeemable debenture 13.98% 

5 year Bank loan 14.5% 

 

*       Cheapest cost of debt is the option 2 – Irredeemable debenture.  

 

 (C ).  Weighted Average Cost of Capital (WACC) 

Capital 
Structure  

Market 
Value Rs. 
Mn 

Weight of 
Capital   % 

Cost of Capital %       WACC % 

Equity Capital 250 71.43 15 10.7145 

Irredeemable 
Debenture 

100 

 

28.57 13.98   3.9940 

 350 100.0  14.7% 

     

 







                   
Materials 

Standard Cost Rs.  Actual Cost Rs. Standard 
Price  Rs.  

Variance Rs.  

A (680,400X 80/180)=302,400 15,100X21= 
302,000 

20    400 (F) 

B (680,400X100/180)=378,000 7,700X48=    
385,000 

50 7,000 (A) 

Total                                     
680,400 

                       
687,000 

 (6,600)(A) 

 

Materials Quantity 
Kegs. 

Budgeted Price  
After Revision Rs. 

Standard 
Cost per 

5Kg Pack 
Rs. 

Standard 
Ratio 

A 4 20 80 80/180 
B 2 50 100 100/180 

Total   180  
 

Standard of 
Materials 
Kgs. 

Standard Mix on 
Actual Usage 
Kgs. 

Actual 
usage Kgs. 

Difference 
Kgs. 

Budgeted 
Price Rs. 

Variance 
Rs. 

A- 4/6 15,200 15,100 100 F 20 2,000 F 

B-  2/6 7,600 7.700 100 A 50 5,000 A  

 22,800 22,800   3,000 A 

 



Standard of 
Materials 

Kgs. 

Standard Mix 
Kgs. 

Std. Mix on 
Actual usage Kgs. 

Difference 
Kgs. 

Budgeted 
Price Rs. 

Variance 
Rs. 

A-4/6 3,780X4=15,120 15,200 80 A 20 1,600 A 

B-2/6 3,780X2= 7,560 7,600 40 A 50 2,000 A 

                 22,680 22.800   3,600 A 

 

 

                   

 

 

 

 

 

 

 

 

 

Material Variance 
Variance 

Planning Variance   
37,800 F 

37,800 

 

Material Cost Variance 
6,300 A 

6,300 A 

Price Variance 
300 F 

Usage Variance 
6,600 A 

Mix Variance 
3,000A 

Yield Variance 
3,600A 



(b) (i) Sales Budget: 

               Month May Actual Sales June 2015 July 2015 August2015 
Units 24,000 25,200 26,460 27,783 

Value @ Rs. 50 
each 

1,200,000 1,260,000 1,323,000 1,389,150 

    

(b) (ii)  Production Budget: 

Month June 2015 July 2015 August  2015 September 2015 
Sales in units 25,200 26,460 27,783 29,172 
Less -Opening Inventory in 
units 

(10,000) 
 

(15,876) 
 

(16,670)  

Add- Closing Inventory in 
units 

15,876 16,670 17,503  

Units to be Produced( in 
units) 

31,076 27,254 28,616  

 

(b). (iii) Direct Material Purchase Budget 

Month June 2015 July 2015 August  2015 

Requirement of Raw materials  
@ 0.5 Kgs. per unit             Kgs. 

15,538 13,627 14,308 

Less -Opening stock  in Kgs. 4,250 0 0 
Raw Materials to be purchased 
in Kgs. 

 
11,288 

 
13,627 

 
14,308 

Cost of raw material @ Rs. 36 
per kg 

406,368 490,572 515,088 

 

(b). 1V. Cash Budget: 

 Rs. Rs. Rs. 

Details June -2015 July-2015 August-2015 
Cash in flows    
From Debtors 1,200,000 0  
Bank Loan  1,100,000 1,234,800 
Total 1,200,000 1,100,000 1,234,800 
Cash out flows    
Payment to suppliers  387,184 448,470 502,830 
Wages  372,912 327,048 
Variable overheads 440,000 310,760 272,540 
Fixed overheads 160,000 160,000 160,000 
Sales commission 12,600 13,230 13,892 
Total 999,784 1,315,372 1,276,310 
Net Cash flow 218,216 (205,372) (41,510) 
Opening Cash Balance 18,000 218,216 12,844 
Closing Cash Balance 218,216 12,844 (28,666) 
 










