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Elements of Costing 

Cost Accounting and Cost Behaviour 

Exercise 3 Model Answers 

1. Rockstar Ltd makes guitars. 

Classify the following costs into the categories of materials, labour or 

overheads (expenses) by putting a tick in the relevant column of the table 

below: 

Cost Materials Labour Overheads 

Membership fee for the Guild of 
Master Craftsmen    

Wood for guitars 
    

Wages for factory cleaner 
    

Guitar strings 
    

Wages of employee who cuts 
the wood to make guitars    

 

2. Rockstar Ltd makes guitars. 

Classify the following costs by nature (direct or indirect) by putting a tick in 

the relevant column of the table below: 

Cost Direct Indirect 

Membership fee for the Guild of Master 
Craftsmen   

Wood for guitars 
   

Wages for factory cleaner 
   

Guitar strings 
   

Wages of employee who cuts the wood 
to make guitars   



3. Fairway Ltd makes golf clubs. 

Classify the following costs by function (production, administration or selling 

and distribution) by putting a tick in the relevant column of the table below: 

Cost Production Administration Selling and 
Distribution 

Sales Manager’s salary 
    

Administration Manager’s 
salary    

Purchase of metal for golf 
clubs    

Cost of leasing Sales 
Director’s Mercedes    

Placing advertisement in 
golfing magazine    

Purchasing toner cartridge 
for photocopier    

Factory Foreman’s salary 
    

 

4. Identify the following statements as either true or false by ticking the 

appropriate column: 

Statement True False 

Costing provides information for 
statutory purposes   

Financial Accounting is forward looking 
   

Costing helps determine the selling 
price of goods   

Cost accounting only deals with actual 
amounts and never estimates   

The views of senior managers are one 
potential source of data for costing   

Cost accounts need to be kept by law 
   

 

 



5. Rose Ltd makes vases. 

Classify the following costs into fixed, variable or semi-variable by putting a 

tick in the relevant column of the table below: 

Cost Fixed Variable Semi Variable 

Annual salary of the 
company accountant    

Telephone costs (fixed price 
line rental plus cost of calls)    

Rent of the factory 
    

Wages of manufacturing 
staff paid on a ‘piecework’ 
basis 

   

Advertising costs 
    

 

6. You work in the costing section of Brighton Pine Ltd, a company which 

manufactures pine furniture. The company is divided up into three 

departments (cost centres) with the following cost centre codes: 

 1 – Production 

 2 – Administration 

 3 – Selling and Distribution 

You have also been provided with a table showing codes based on how costs 

are classified: 

Cost Classification Code 

Direct Materials 
 

50 

Direct Labour 
 

51 

Direct Expenses 
 

52 

Indirect Materials 
 

60 

Indirect Labour  
 

61 

Indirect Expenses (overheads) 
 

62 



Codes used are based on a combination of the cost centre code and cost 

classification code. For example, the purchase of photocopier paper would be 

classified as 262. This is made up of the Administration cost centre (2) and the 

cost classification code for Indirect Expenses (overheads) (62). 

You should now code the following items: 

Cost Description Cost Code 

Pine wood used for making furniture 
 

150 

Production workers’ wages 
 

151 

Sales Manager’s Salary 
 

361 

Foam and cloth used in making seat 
covers 

150 

Brochures for customers 
 

362 

Stationery for the office 
 

262 

Factory Foreman’s Salary 
 

161 

 

  



7. Complete the table below showing fixed costs, variable costs, total costs 

and unit cost at the different levels of production: 

Units Fixed Costs Variable Costs Total Costs Unit Cost 

1,000 
 

£2,800 £780 £3,580 £3.58 

1,500 
 

£2,800 £1,170 £3,970 £2.65 

2,000 
 

£2,800 £1,560 £4,360 £2.18 

2,500 
 

£2,800 £1,950 £4,750 £1.90 

3,000 
 

£2,800 £2,340 £5,140 £1.71 

3,500 
 

£2,800 £2,730 £5,530 £1.58 

4,000 
 

£2,800 £3,120 £5,920 £1.48 

4,500 
 

£2,800 £3,510 £6,310 £1.40 

5,000 
 

£2,800 £3,900 £6,700 £1.34 

 

  



8. Stereo Ltd produces one product with the following cost details: 

Variable material cost per unit = £4 

Variable labour cost per unit = £5 

Total fixed cost = £21,000 

Complete the following total cost and unit cost table for a production level of 

20,000 units: 

Element Total Cost Unit Cost 

Materials 
 

£80,000 £4.00 

Labour 
 

£100,000 £5.00 

Fixed Costs 
 

£21,000 £1.05 

Total 
 

£201,000 £10.05 

 

9. You have been provided with the following information relating to a semi-

variable cost for machine running expenses. 

Production Output (Units) Total Cost (£) 

7,000 20,600 

9,000 25,600 

2,000 5,000 

 

Calculate the variable cost per unit 

£5,000 / 2,000 units = £2.50 per unit 

Calculate the fixed cost element 

For 7,000 units: 

TC = FC + VC therefore FC = TC – VC 

FC = £20,600 – (7,000 x £2.50) 

FC = £20,600 – £17,500 



FC = £3,100 

Calculate the total cost for a production output of 12,000 units 

For 12,000 units: 

TC = FC + VC 

TC = £3,100 + (12,000 x £2.50) 

TC = £3,100 + £30,000 

TC = £33,100 

10. A business makes just one product. It plans to make 72,000 units and has 

budgeted overheads of £115,200. 

Calculate the Overhead Absorption Rate (OAR) for the business. 

OAR = Budgeted Overheads / Budgeted Units 

OAR = £115,200 / 72,000 units 

OAR = £1.60 per unit 

11. A business makes a range of products. These are produced by hand. It has 

budgeted direct labour hours of 54,000 hours and budgeted overheads of 

£513,000. 

Calculate the Overhead Absorption Rate (OAR) for the business. 

OAR = Budgeted Overheads / Budgeted Direct Labour Hours 

OAR = £513,000 / 54,000 direct labour hours 

OAR = £9.50 per direct labour hour 

12. A business makes a range of products. These are produced by machine. It 

has budgeted machine hours of 27,500 hours and budgeted overheads of 

£225,500. 

Calculate the Overhead Absorption Rate (OAR) for the business. 

OAR = Budgeted Overheads / Budgeted Machine Hours 

OAR = £225,500 / 27,500 machine hours 

OAR = £8.20 per machine hour 


