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Elements of Costing 

Cost Accounting and Cost Behaviour 

Exercise 1 Model Answers 

1. Parkland Ltd makes garden furniture. 

Classify the following costs by element (materials, labour or overheads / 

expenses) – by putting a tick in the relevant column of the table below: 

Cost Materials Labour Overheads 

Wood for benches and tables 
    

Managing Director’s salary 
    

Photocopier paper for office 
    

Carpenter’s wages 
    

Heating and lighting costs 
    

 

2. Parkland Ltd makes garden furniture. 

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

the relevant column of the table below: 

Cost Direct Indirect 

Wood for benches and tables 
   

Managing Director’s salary 
   

Photocopier paper for office 
   

Carpenter’s wages 
   

Heating and lighting costs 
   



3. Looking Good Ltd runs a hair salon. 

Classify the following costs by element (materials, labour or overheads / 

expenses) – by putting a tick in the relevant column of the table below: 

Cost Materials Labour Overheads 

Hairdresser’s wages 
    

Shampoo and conditioner 
    

Receptionist’s wages 
    

Rental of hair salon premises 
    

Hair colouring dyes 
    

 

4. Looking Good Ltd runs a hair salon. 

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

the relevant column of the table below: 

Cost Direct Indirect 

Hairdresser’s wages 
   

Shampoo and conditioner 
   

Receptionist’s wages 
   

Rental of hair salon premises 
   

Hair colouring dyes 
   

 

 

 

 

 



5. Parkland Ltd makes garden furniture. 

Classify the following costs by function (Production, Admin, Selling & 

Distribution and finance) by putting a tick in the relevant column of the table: 

Cost Production Admin Selling & 
Distribution 

Finance 

Wood for benches 
and tables     

Toner cartridge for 
office printer     

Fuel for delivery 
vehicles     

Bolts and nails for 
picnic tables     

Factory supervisor’s 
wages     

Sales Manager’s 
Salary     

Bank loan interest 
paid     

 

6. Case in Point Ltd makes briefcases. 

Classify the following costs by function (Production, Admin, Selling & 

Distribution and finance) by putting a tick in the relevant column of the table: 

Cost Production Admin Selling & 
Distribution 

Finance 

Rental of 
Photocopier     

Hiring of stand at 
trade show     

Leather and wood for 
briefcases     

Company 
Accountant’s salary     

Brochures to send to 
customers     

Assembly workers’ 
wages 

    

Brass hinges for 
briefcases     



7. Parkland Ltd makes garden furniture. 

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 

150 
 

£6,000 £4,875 £10,875 £72.50 

300 
 

£6,000 £9,750 £15,750 £52.50 

450 
 

£6,000 £14,625 £20,625 £45.83 

600 
 

£6,000 £19,500 £25,500 £42.50 

750 
 

£6,000 £24,375 £30,375 £40.50 

900 
 

£6,000 £29,250 £35,250 £39.17 

 

8. Case in Point Ltd makes briefcases. 

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 

200 
 

£3,800 £5,280 £9,080 £45.40 

400 
 

£3,800 £10,560 £14,360 £35.90 

600 
 

£3,800 £15,840 £19,640 £32.73 

800 
 

£3,800 £21,120 £24,920 £31.15 

1,000 
 

£3,800 £26,400 £30,200 £30.20 

1,200 
 

£3,800 £31,680 £35,480 £29.57 

 

 



9. Kent Ltd produces one product with the following cost details: 

Variable material cost per unit = £1.80 

Variable labour cost per unit = £2.20 

Total fixed cost = £9,000 

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

15,000 units: 

Element Total Cost Unit Cost 

Materials 
 

£27,000 £1.80 

Labour 
 

£33,000 £2.20 

Fixed Costs 
 

£9,000 £0.60 

Total 
 

£69,000 £4.60 

 

10. Surrey Ltd produces one product with the following cost details: 

Variable material cost per unit = £5.50 

Variable labour cost per unit = £6.30 

Total fixed cost = £6,000 

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

12,000 units: 

Element Total Cost Unit Cost 

Materials 
 

£66,000 £5.50 

Labour 
 

£75,600 £6.30 

Fixed Costs 
 

£6,000 £0.50 

Total 
 

£147,600 £12.30 

 



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

variable cost for Telephone Expenses. 

Production Output (Units) Total Cost (£) 

800 6,200 

1,000 7,400 

200 1,200 

 

Calculate the variable cost per unit  

£1,200 / 200 units = £6.00 per unit 

Calculate the fixed cost element 

For 800 units: 

TC = FC + VC therefore FC = TC – VC 

FC = £6,200 – (800 x £6.00) 

FC = £6,200 – £4,800 

FC = £1,400 

Calculate the total cost for a production output of 1,500 units 

For 1,500 units: 

TC = FC + VC 

TC = £1,400 + (1,500 x £6.00) 

TC = £1,400 + £9,000 

TC = £10,400 

12. A business makes just one product. It plans to make 150,000 units and has 

budgeted overheads of £420,000. 

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

OAR = Budgeted Overheads / Budgeted Units  

OAR = £420,000 / 150,000 units 

OAR = £2.80 per unit 



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

budgeted direct labour hours of 35,000 hours and budgeted overheads of 

£259,000. 

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

OAR = Budgeted Overheads / Budgeted Direct Labour Hours 

OAR = £259,000 / 35,000 direct labour hours 

OAR = £7.40 per direct labour hour 

 

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

has budgeted machine hours of 28,000 hours and budgeted overheads of 

£98,000. 

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

OAR = Budgeted Overheads / Budgeted Machine Hours 

OAR = £98,000 / 28,000 machine hours 

OAR = £3.50 per machine hour 


