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Chapter wise Test (1004) 
Activity Based Costing 

 
Instructions 

- All questions are compulsory. 
- Test Duration will be one hour, starting from 11:00 AM to 11:30 AM 
- 5 minutes reading time will be provided before 11, i.e. question paper will be 

shared by 10:35 AM. 
- Share your scanned answer sheets by 12:15 on below link 

https://forms.gle/wLRZWiTvMELNpCeC6 

 

1. [10 Marks] PQR Ltd. is engaged in the production of three products P, Q and R. The 
company calculates Activity Cost Rates on the basis of Cost Driver capacity which is 
provided as below: 

Activity Cost Driver Cost Driver Capacity Cost ( ) 

Direct Labour hours  Labour hours  30,000 Labour hours  3,00,000 

Production runs  No. of Production runs  600 Production runs 1,80,000 

Quality Inspections  No. of Inspection  8000 Inspections  2,40,000 

 The consumption of activities during the period is as under: 

Activity / Products P Q R 

Direct Labour hours  10,000  8,000  6,000 

Production runs  200  180  160 

Quality Inspection  3,000  2,500  1,500 

 You are required to: 

 (i)  Compute the costs allocated to each Product from each Activity. 

 (ii)  Calculate the cost of unused capacity for each Activity. 

 (iii)  A potential customer has approached the company for supply of 12,000 
units of a new product. 'S' to be delivered in lots of 1500 units per quarter. 
This will involve an initial design cost of 30,000 and per quarter 
production will involve the following: 

Direct Material 

Direct Labour hours 

No. of Production runs 

No. of Quality Inspection 

18,000 

1,500 hours 

15 

250 

Prepare cost sheet segregating Direct and Indirect costs and compute the Sales value 
per quarter of product 'S' using ABC system considering a markup of 20% on cost.  
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2. M/s. HMB Limited is producing a product in 10 batches each of 15000 units in a 

year and incurring following overheads their on: 
 Amount ( ) 

Material procurement 22,50,000 

Maintenance 17,30,000 

Set-up 6,84,500 

Quality control 5,14,800 

 
The prime costs for the year amounted to 3,01,39,000. 
The company is using currently the method of absorbing overheads on the basis of 
prime cost. Now it wants to shift to activity-based costing. Information relevant to 
Activity drivers for a year are as under: 

Activity Driver Activity 
Volume 

No. of purchase orders 1500 

Maintenance hours 9080 

No. of set-ups 2250 

No. of inspections 2710 

 
The company has produced a batch of 15000 units and has incurred 26,38,700 
and 3,75,200 on materials and wages respectively. 
The usage of activities of the said batch are as follows: 

Materials orders 48 orders 

Maintenance 
hours 

810 
hours 

No. of set-ups 40 

No. of inspections 25 

 
 
 
You are required to: 

 (i) find out cost of product per unit on absorption costing basis for the said 
batch. 

(ii) determine cost driver rate, total cost and cost per unit of output of the said   
batch on the basis of activity based costing. [Nov 2018] 

 


