COSTING MARATHON cvia rer

Chapter L tntroduction

Cost Accounting: process of accounting for cost which begins with the recording of
bncome and expenditure andd ends with the preparation of periodical statements
ascertatning costs,

Costing: the technigque and process of ascertaining per unit cost of goods and services

Cost Accountancy: presentation of information for the purpose of managerial decision
making,

Management Accounting: assists management by provision of relevant information for
planning, organising, controlling, decision making tte,

Cost: anmount of expenditure (actual or notional) tncurred on or attributable to a specified
article, product or activity.

OBJECTIVES OF COST ACCOUNTING

— Ascertatnment of Cost

Determination of Selling Price
and Profitability

Cost Control

Cost Reduction

Assisting Management tn
deciston Making

. _ :
Product BSenvice Project Activity BrDoess Departiment




Cost Unit: tt is a unit of product, service or time in relation to which costs wmay be

ascertabned or expressed.

RESPONSIBILITY CENTRES

To have a better control over the organisation,
management delegates its vesponsibility and authority to various departments or

persons, These departments or persons are Rnown as responsibility centres

Types
REvVene
Cost Centre Centres: The
heldl responsibility
accountable centres which
for lncurrence are
of costs which accountable
are under its for
control generation of
revenue for

Profit
Centres: These Investment
are the Centres
responsibilit ,
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centres which .
make capital
have both ,
o Lnvestmment
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, decisions
of generation
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and
Lneurrence of
EXDENALEUIES

LIMITATIONS OF COST ACCOUNTING

Expensive Requirement of Reconciliation Duplication of Work nefficlency

ndustry Cost Units

Automobile Nuwmber

Cement Tow/ per bag ete.

Chewicals Litre, gallon, Rilogram, tow ete,
Power Kilo-watt hour (RwWh)

Steel Ton

Transport Passenger- Rilometer

Gas cubic feet

Brewing Barrel

Brick-making 1,000 bricks

Coal mining Tonne/ton

Blectricity Kilowatt-hour (kWh)
Engineering Cowntract, job

oil Barrel, tonne, Litre
Hotel/Catering Room/veeal

Professional services Chargeable hour, job, contract
Education Course, enrolled student, succe
Hospitals Patient day



Cost Accounting / Flinancelal accounting / Management accounting
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Chapter 2 Material

Concept 1 : Materinl Procurement Procediure

Planning Department

1.Bill Of Material

\ 4

Production Department

2, Material Rﬁquisitlow

\ 4

3. Purchase Requisition

— Store

4

Purchase Departiment

A

9, Goods Delivered

4, Tender

5, uotation

bols received Note

&. Pulchase ovder

11, Material returned

2, Material

Returned

Note

VY g, PMBVM.CJ/Lt

-4 Ace

ounting Department

Supplier(s)

. wvolee

Concept 2 Econovmic Order Ruantity

Slze Of an order at which total carrying and ordering Cost is minbmum




V2axAnnual Demand X Cost Per Order / Carrying Cost per unit per anmum

Total Carrying Cost = Average quantity carried in stock x carrying coat per unit p.a.

Average quantity carried tn stock = Order size / 2

Total Ovdering cost = No. of order x cost per oroler

No. of order = Annual demawnd / order size

@1, Compute E,0,&. anol the total variable cost for the following:

Annual Demano = 5,000 unlts
Unit price = R 20.00

Ovdér cost = R16.00
Storage rate = 2% per annum
tnterest vate = 12%per annum
Obsolescence rate = &% per annum

(il) Determine the total cost that would vesult for the items Uf an tncorrect price of
¥ 12,20 is used, (SM, ICAI)

Concept 3 Stock Level

ROL = Maxtmum consuwmption x Maximum Lead time
or (Normal consumption x normal lead time) + safety stock

Maximum Stock = ROL - (Minlmum consuwmption x Mintmum Lead time) + EOR

Minbmum Stock / Safety stock = ROL - (Normal consumption x Normal Lead time)

Average Stock = Maximum stock + minimum Stock /2
Or Mintmum consumption + EOR/2

Danger Level = Average consumption x emergency delivery time

R2, M/s Tube Ltd, Are the manufacturers of picture Tube for TV, The following are the
details of thelr operation,

Average Monthly Market Demandl 2000 Tube

Cost of plactng an order R 100




(nventory carrying cost

20% p.&

Lead iteme to suppL@

4-6 weeks

Minbmum Usage

50 Tulbe per week

Maximum Usage

200 Tulbe per week

AVErage Usage

100 Tulbe per week

Cost of Tube

X 500 per Tube

Computte
a, BOR, if the supplier is willing to supply 1500 units at a discount of 5%, is it

worth accepting?
b. Maximum level of stock

¢, Minlmum level of stock
o, Re -Ovder Level

(SM, ICAL)

Solution:

Annual Demand of Raw Material = 100 x 52 = 5200

a,E0R =
EoR

V 2 x Annual Demand x Cost per order / Car
V 2 x 5200 X 100 /20% of 500 =

b.sStatement showing total tnventory cost under each alternative

r/?’mg cost per unit p,a.
101,98 units

Order Carrying
size Purchase Cost Cost Orolering Cost Total Cost
500

101,98 [ 5200 X =| 101.92/2) X (5200/101,98)x100=5099 | 26,10,198

26,00,000 100*=5099
(1500/2) x

1500 | 5200 X 4F5= 95*((5200/1500)x100=346,66| 25,41,596,66

24,570,000 =71,250

*20% of purchase cost per

unit

Discount offer must be aceepted, saving to company X 68,601.34
ROL = Max Consumption x Max Lead Time
200 X & = 1200
Minimum Level = ROL - (Normal consumption x Normal Lead Tine)
1200 - (100 X 5) = F00
Maximum Level = ROL ~ (Mln Consumption x Min Lead Thme) + EOR
1200 - (50 X 4) + 101,98 = 1101,98
Average Stock = Max Level + Min Level /2
(700 + 1101,92 ) / 2 = 901

Concept 4 Valuation of Material Recelved



rtemt Treatment

Trade Discount peducted
uantity discount Deducteo

cash Dlscount Not deducted
Substdy / Grant / ncentive Deducted

Road Tax / toll tax ncludent

aST

Credit avatlable lgwnore

Credit Not available Included
Custom duty Ineluded
Transtt lnsurance tneluoled
DemuUrrage tneludeo
Penalty / Fine / Detentlon Charges lgnore

Freight tneluded

Cost of Contatner

Returnable lgnore

Now returnable tncluded
Shortage

Normal Scerap s subtracted
Abnormal Cost s subtracted

@R3, An lnvoice n respect of a consignment of chemicals A and B provides the following
tnformation :

S
Chemical A: 10,000 kgs, at I 10 per kg, 1,00,000
Chewical B: 8,000 kgs. at X 13 per kg, 1,04,000
BASLE-eUSEOIA dutbt @10% {Credit is-not allowed) ———————————— | 20,400
Ralbway fedgne sew
Totalepst ——— [ 2,22,240

A shortage of 500 kos. in chemical A and 320 kgs, in chemical B s noticed odue to
normal breakages, You arve vequired to determine the vate per kg, of each chewdcal,
assuming a provision of 2% for further deterioration., (SM, ICAL)

Concept 5 valuation of material Issued

__ MopeoRs

Cost:Brice Average Pnoa Markek Price Notional Price

S
SPecbﬁfgce \J:IFO LIFO / \ mpLaceme‘v(Pme Resale Pnce

SAM  WAM Standard Prict Re use nflated



Q4. X Ltd furnishes the following store transactions for

July
Date | Particulars Rty / Rate
Opening
1 Balance 200 units value X 2000
4 Receipts from B & Co., GRN No. 11 300 units @ X 12 per unit
7 Issue to production department X Req. no. 101 400 units
10 Receipts from M & Co. GRN 12 400 Units @ X 14 per unit
Returned by Deptt X; Issued vide Req no. 101 — MRN
13 No.
21 (This Material was received from B &Co.) 20 Units
16 Returns to B & Co. 10 Units
19 Issues Req No. 102 300 Units
22 Receipts from N & Co. GRN NO 13 200 units @ X 16 per unit
25 Receipts replacement from B & Co. GRN No.14
28 Issue Req No. 103 300 Units
Transfer from job 182 to job 187 in the deptt MTR No.
29 6
30 Shortage in stock Taking 20 Units

Required: Prepare the store Ledoer using FIFO and LIFO Method

Concept & Inventory Turnover Ratlo

High lwventory turmover ratio tndicates that the material in the question is a fast moving
one. A Low turnover ratlo indicates over-tnvestiment and locking up of the working capital
b bnventories,

lnventory Turnover Ratlo = Raw waterial consumed / Average quantity of raw
watertal; =Raw waterial consumed = openlng stock + purchases ~ closing stock

R5. From the followlng data for the year ended 31st December, 2017, Caleulate the
inventory turnover ratio of the two items and put forward Your comments on them.,

Material A R) | Material B R)




Opening stock 1,1,20X1 10,000 9000
Purchase during the year 52,000 27,000
Closing stock 31.12.20X1 &000 11,000
Solution:
Material A Material B
Raw Material 10,000+ 52,000 -6000| 9000 +2F,000 ~ 11,000 =
Consumen = 56,000 25,000
Average Stock 10,000 + 6000/ 2 = 000 | 9000 + 11,000/ 2 = 10,000
mvew’corgj Turnover
Ratlo 56,000/ 000 = F Tilmes 2.5 Times
Nature Fast Moving Slow Moving
Cowncept F Stock out Cost

Re6, M/s Tyrotubes trades tn four wheeler tyres and tubes, It stocks sufflelent quantity
of tyres of almost every vehicle, n year end 201718, the veport of sales manager
revealed that M/s Tyrotubes experienced stock-out of tyres,

The stock-out data {s as follows :

Stock out of TYres No, of Thmes
100 2
g0 5
50 10
************* 20— 20—
o=
************** o~z

M/s TyYrotubes loses X 150 per unit due to stock-out and spends X 50 per unit on
carrying of inventory, Determine optimum safest stock Level. (SM, (CAL)

Concept € nventory Cowntrol Tech wique




ABC FSN VED HML

AS per AS per AS per AS per

value frequency usage  Criticality of production  value of item

Concept 9 Defective / scrap / Spotlage / Waste

waste: The portlon of raw waterial which (s lost during storage or production and
discaroled,

Scrap: The waterials which ave discarded and disposed-off without further treatwment,

Spoilage: It is the term used for materials which are badly damaged tn manufacturing
operations, and they cannot be rectified economically and hence taken out of process to
be disposed of in some manner without further processing,

Defectives: It signifies those units or portions of production which do not meet the quality
standarols,

Obsolescence: Obsolescence is defined as “the loss in the intrinsie value of an asset due to

its supersession”,




Chapter 3 Labour

Concept 1 Labour Turnover

Labour turnover in an organisation s the rate of change in the composition of enaployee

force during a specified period measured against a suitable tndex.

Replacement Method: No. of ewmployees veplaced during the year  x100
Average no. of employees on roll during the year

Separation method: No. of employees separated during the Year x 100
Average no, of employjees on roll during the year

Flux Method : No. of Separations + No. of Replacements x 100
Average o, of evployjees on roll

Ov

No. of Separations + No. of Accession x 100
Average wo. of eployees on roll

causes of Bmployee (Labour) Turnover:

Personal causes:

(0) Change of jobs for betterment,
(i)  Premature retirement due to il health or olol age.
({l) Donmestic problems and family responsibilities,

(iv) Piscomtent over the jobs and working eavironment.

unavordable causes:

(i) seasonal nature of the business;
(it) shortage of raw material, power, slack wmarket for the product ete.;

(iih) change tn the plant location;
(fv) Disability, making a worker unfit for work;

(v) DiscipL’wuﬂrg YREASUIES;

Avoldable causes:

1. Dlssatisfaction withjab, remuneration, hours of work, working conditions, ete.,
Stratned relationship with management, supervisors or fellow workers;
Lack of tratning facilities and promotional avenues;

Lack of recreational ano wedical facilities;

v WP

Low wages and allowances,



Cost of Bmployees (Labour) Turnover:

Preventive Costs: The cost tncurred to prevent empLogee turnover or Reep it as lowest as
possible.

Replacenment Costs: These are the costs which arise due to employee turnover. If employees
leave soon after they acquire the wecessary training and experience of good work,
adoitional costs will have to be tneurred on new workers

@1, The following information relates to personnel department of a factory for the
month of April 2016

Nuwnber of workers on April 1, 2016 950
Nuber of workers on April 30, 2016 1050
Nuwber of worker who gquit the factory tn April 10
Nuwmber of worker who discharged tn April 30
Nwmber of workers engageo in April (Including 120 on account of

expansion scheme) 140

Caleulate the Labour turnover rate and equivalent annual vate under different
methods, (Ans, LTR Sep 4%; Rep 2%; Flux 6%; EAR Sep 42.67%; Rep 24.23%; Flux
#3% )

@2, The management of Sunshine Ltd, wants to have awn idea of profit lost /
foregone as a result of Labour turnover Last year,

Last year sales accounted to X 66,00,000 and P/V Ratio was 20%, The total number
of actual hours worked by direct workers force was 3,45,000. As a result of the
delays by the personnel department in filling vacancies due to labour turmover
F5,000 potentially productive hours were lost, The actual divect labour hours
tneludeo 30,000 hours attributable to tratning new recruits, out of which half of the
howrs were unproductive. 7he cost incurved consequent to labour turnover revealed
on analysis the following

3
Settlement Cost due to leaving 27,420
Reoruitment Cost 18,725
Selection Cost 12,750
Tralning Cost 16,105

Assuming that the potential production Lost due to Labour turnover could have been sold
at prevatling prices, ascertain the profit foregone / lost last year on account of labor

tuwrnover, (Ans, 3,75,000) (SM, ICAL)




Concept 2 Direct / ndirect emPLog ee Cost

Direct equLogee cost

Indirect empw@ee cost

(t is the cost neurved in pa yment

Cost incurred for payment of

of ewployees who are directly

empLogee who are not d’wectng

engaged in the production

engaged tn production process

‘PI(OGCSS.

Direct employee cost can be easily

indivect emptog ee cost is

tdentified and allocated to cost

Apportioned on some

on

unit,

appropriate basis,

Concept 3 lole Thme

The time during which no production is carried-out because the worker remains tdle but

are }sa’w{.

causes of tolle time

Normal tdle Time

Abwormal tdle Tiime

1.The time lost between factory

1. Abnormal factors like lack of

gate and the place of work,

coordination

2.The nterval between owejob and

2. Power failure, Breakdown of

Awnother

machine

2.The setting up time for the

2. Now availability of raw material,

Machine

strikee

4.Normal rest time, break for lunch

4, Aonormal reason Like flood, fire

4

]

Treatment

Treatment

tt is treated as a part of cost of

showw as a separate ttem tn the Costing

Production

Profit § Loss Account




Rz, n a factory working six days in a week and elght hours each day, a worker is paid
at the rate of X 100 per day basic plus DA, @ 1207 of basie. He (s allowed to take 30
minutes off durlng his hours shift for meals-break and a 10 minutes recess for rest.
During a week, his caro showen that his time was chargeable to :

_Job X 15 hrs,
JobyY 12 hrs,
_Job Z, 13 hrs,

The time not booked was wasted while waiting for a job. in Cost Accounting, STATE how
would you allocate the wages of the workers for the week?

Solution : Working notes:
(L) Total effective hours in a week:

[(& hrs, - (30 mts, + 10 mts,)] X & otags = 44 hours

(it) Total wages for a week:
R 100 + 120% ofT100) X & days = T1,220

(iit) wage rate per hour = I 30

(iv) Time wasted waiting for job (Abnormal Ldle time):
=44 hrs, - (15 hrs, + 12 hrs, + 13 hvs,) = 4 hrs,

Allocation of wages tn Cost Accounting

_Job Hours Anmount

X 15 15X 20

Y 12 12 X 30

Z 13 13 X 30
Abnormal tole thme 4 4 X 30

Concept 4 Overtime

Work, done beyond normal working hours is kinown as ‘overtime work'.

Overtime premium:

As per the Factories Act 1948 “Where a worker works tn a factory for more than nine

hours tn any day or for more than fourty elght hours tn any week, he shall, in respect

of overtlme work, be entitled to wages at the rate of twice his ordinary vate of wages.”

wWhichever is beneficlal to worker

4. Caleulate earnings of A and B from the following particulars for a month and
allocate Labour cost to each job X, Y and Z




Basic wages X100 160
Dearness Allowance 50% 50%
Contribution to PF (Ow basic wages) &% &%
Contribution to ESI (On basic wages) 2% 2%
Overtime 10 Hours -

The normal working hours for the month are 200, Overtime is patd at double the total

of normal wages and dearness allowance, Employer’s contribution to state insurance
and provident fund are at equal rate with employee’s contribution. The two workers
were enployjen on jobs X, Y and Z in the following proportions:

_Jobs X Y Z
Worker A 40% 20% 20%
Worker B 50% 20% 20%
overtime was done on job

(SM, ICAL)

Treatment:

causes of overtime

Treatwment of overtime premivm

At the desirve of customer

charged to job

bue to general pressure of work to increase

the output

Charged to general overheaols

pue to negligence or delay

Charged to department concerned

Due to cireumstances bggond control Like

Charged to costing profit and loss account

®5. n a factory, the basic wage vate is I 100 per hour and overtine rates are as follows:

Before and after normal working hours

175% of basic wage rate

Suwdﬂgs andl hoL’wlags

225% of basic wage rate

were workeol

During the previous year, the following hours

- Normal tiwme 1,000,000
- overtlme before and after working 20,000
hours
overtime on Suvwlags anol hoL'wtugs 5000
Total 1,25,000

The followiing hours have been worked on job ‘2.’




Normal 1000

Overtive before ano after working hrs, 100
Sundays and holidays 25
Total 1125

You are required to CALCULATE the Labour cost chargeable to job ‘Z” and overhead in
each of the following tnstances:

(@) where overtime is worked regularly throughout the year as a policy due to the
workers’ shortage.

(b) overtime is worked Lrregularly to meet the requirements of production.

(c) Where overtime (s worked at the request of the customer to expedite the job,

Concept 5 System of wage payment and incentive

Time based : Hrs. worked x Rate per Hour

Straight time wage

Output Based : Pleces Produced x Rate per piece

Straight Piece wage

Combination of Time Waoge or piece wage whichever is higher
time ano Output
Bowus
Previun BowUs Halsey's system TS X 50% X R
> Rowenssystem TSXTTXR
ST

— Group Bonus

'

Conelusion :

TT = 50% of ST, Bonus under both plan shall be same

TT > 50% of ST, Bonus under Rowewn shall be higher

TT < 50% of ST, bonus under Halsey shall be higher

Q6. A company has lts factories at two locations, Rowen plawn is bn use at Location A
and Halsey plan at Location B. Standard time and basic rate of wages are same for a
\job which s stmlilar and (s carvied out on stmilar mach’me@, Time allowed ts &0 hour

Job at Location A Ls completed in 36 hours while at location B, it has taken 4 hour

Conversion cost at respective places are X 1224 and X 1500, Overheads account for X 20
per hour,



Required (a) To find out normal rate of wages (b) To compare respective conversion
Cost
Solution: Let Normal Wage rate per hour be XY

Location A Location B
wages zeY t144Y 48Y + &Y
Factory Overheads BEX20 48X20
Fac’corg Cost 1224 1500

s504Y + F20 = 1224

54 Y +960 = 1500

Ow solving above Equation, Normal wage rate per hour will be X 10,

Statement showing Conversion Cost on substituting value of Y

Location A Location B
wages 50,4X10 54X10
Factory overheaos 36X20 42X20
Factorcnj Cost 1224 1500

Concept & EFFICIENCY RATING PROCEDURES

Step 1: Determining standard thwe/performance standards:

\

Time Study Motlon Stud Y or Work study

Step 2: Measuring Actual Performance of workers

Step 3: Bfficlency b = Standard Time / Time Takew x 100

If the time taken by a worker on a job equals or less than the standard time, thew he is
vated efficient.

Need for efficiency rating

1. when a flrm follows a system of payment by results, the payment has a divect
relationship with the output given by a worker,

2. The effictency rating also helps the management tn preparing employee requirement
budget or for preparing manpower requirements,

EmpLog ee Proo{uctlvitg: It is measured bg the output in relation to lnput,

Factors for tncreasing Employee productivity:




1, Bmploying only those workers who possess the right type of skill,

2. Placing a right type of person to a right job,

3. Tralning young and old workers by providing them the right types of
opportunities.

4. Taking appropriate weasures to avold the situation of excess or shortage of
employjees,

Concept #: Absorption rates of Employee cost:

amptogec cost as stated above inelude wonetary compensation and non-monetary
benefits to workers. / |

p—

Basic pay Medical facilities;
BoAUS Educational and training facilities
DA Housing and social welfare

Pf/ BSI Contribution Cost of subsidised canteen

A la N AS T I PNNT. TP 7 A :

& , OWAE

Hollday and leave wages

Rate per hour = Total of wmonetary and nown- monetary benefits

Total Hours — Normal 1dle Time

&F, A worker is paid 10,000 per month and a dearness allowance of 2,000 p,m., Worker
contribution to provident fund is @ 10% and employer also contributes the same amount
as the employee. The Employees State insurance Corporation premium s 6.5% of wages
of which 1,75% is paid by the employees, It is the flrm's practice to pay 2 months’ wages
as bowus each year,

The nunmber of working days tn a year are 300 of € hours each, Out of these the worker is
entitled to 15 days leave on full pay. CALCULATE the wage rate per hour for costing
PUIPOSES,

Solutlon: wWagges patd to worker during the year {(* 10,000 +2,000) X 12} 1,44,000

Add: EmpLoger Contribution to:

Provident Fund @ 10% 14,400
E.S. Premlum @ 4, 75% (6,5 - 1,75) 6240
Bonus at 2 months’ wages (Basie + DA) 24,000
Total 1,.89,240
Effective hours 2280

Rate per hour g3




Time Keeping HR
Dcpartmwet Dq:mtmewt
1. Attendance tme N 2, ~ ewployee detail
PALYD o
IDEDA

3.wWages and salaries sheet

4, Payment to employees Ll 5, Beposit to Statutory
Bodies

Ewmployees Statutory

Roolies

Deductions
Contribution to PF, ESI, TDS, Professional Tax, Voluntary Contribution to PF,
Contribution to benevolent Fund, Loan deduction, other deductions

Time Keeping

Objectives
1. Preparation of payrolls
2. Caleulating Overtime
3. Ascertaining lole thme
4. Disciplinary purpose

__Methods
Manual ~Xutorated
Attendance Reglster Punch card
Metal Dise, Blo-Metric

Time Booking : Bach activity of employee is recorded,
Objectives
1, For costing purpose
2. For Measuring efficiency
3. For fixing responsibility
To do this job card is openeol

Analysts of thme with reference to each job or with reference to each employee



Chapter 4 Overhends
B I P AT

Overheads are the expenoiture which cannot be conveniently traced to or toentified with
any partleular cost unit. Overheads also represent expenses that have beew incurred in
providing certain services which facilitate the carrying out of the production process

Types of Overheads

v v v v

Functions Nature — Element SR Cowntrol

Indirect

Factor5 Controllable

o/H

Material

Cost

\ 4
| |
-
Y ndirect -
| | |
| |
A

Variable
O/H

Administration Uncontrollable

cifues NP
- Employee
n/H Cost

Cost

Indirect
Expenses

AR
_A
= - Variable _

Distribution
o/H

Step 1: Cost Allocation: The term ‘allocation’ vefers to the divect assignment of cost to a
cost object which can be traced divectly,

Step 2: Cost Apportionment: The allotment of proportions of ttems of cost to cost centres
or departments

Step z: Re-apportlonment: The process of asslgning service departwment overheads to
production departments is called reassignment or ve-apportionment




Step 4: Absorption: This process of recovering overheads of a department or any other cost
center from its output is called recovery or absorption.

BAsls For apportiowmewt

Rent, Lighting, heating, Fire precaution | Flour area

service, Alr-conditioning, other building

EXPENSES

Perquisites, Labour welfare expenses, thme | Nuwber of Workers

keeping, supervision, Personal office

Compansation to worker, HoL’wlag PaAY,

ESL Pf

Dlrect wages

General overheads

Dlrect Wages

Depreciation, Repairs, nsurance of
Machine

capital value

Power / Steam, tnternal transport,
managerial salaries

Techwnical estimate

Lighting

No. of Light points

Electric power

HP, HP HRS

Material handling, stores overheaos

Direct material

Basis of Re-apportionment

Maintenance and Repatr shop ~N

Direct labour hours, Machine hours,

Planning and progress

Direct labour wages, Asset value

Tool rpom

Hours worked

canteen and Welfare

No of direct workers

Hospital and D'Lspewsarg

No. of employees ete.

Personnel Department

Tlme Keeplng Nwmber of carols punchen
Computer Section Computer hours
Power House HP, KWt

Stores Departiment

No. of Requisition

Methods of Reapportionment

RﬁcﬁprocaL Method

Now Reclprocal Method

— T~

A\ 4

<
eated . ’
D’Z:P’b . Alzebric Tvial § Error Dlrect Method Step Ladder
rrowel Methoot Method Methoal
Method




Q1. A factory has two service departments P and @ and three production departments

A, B and C, You are supplied with following information

Particulars Total A B c P R
3 3 3 i i %
Rent 12,000 | 2400 4800 2000 2000 | 200
Electricity 4000 g00 2000 500 400 300
direct Labour 6000 1200 2000 1000 goo | 1000
Depreciation of
machinery 5000 2500 1600 200 500 200
Sundries 4500 910 2143 47 300 300
Estimated Working
hours 1000 2000 1400
The expenses of Service Departwment are allocated as under:
A B c P R
P 20% 40% 20% - 10%
R 10% 20% 50% 20% -

You are required to show the apportionment of overheads under different methods of
apportioning lnter-service departments and also work out the production hour rate
recovery of overheard,

Solution:

Particulars Total A B C P R
£4 ] £4 ] ] £4

Rent 12,000 | 2400 4800 2000 2000 g00

Blectricity 4000 {00 2000 500 400 300

Indirect Labour 6000 1200 2000 1000 00 1000

Depreciation of

machinery 5000 2500 1600 200 500 200

Sundries 4500 910 2143 247 300 300

Total 31500 FLIO 12543 4547 4000 | 2600

Let expenses of S1 Deptt be apportioned equals to X and of Peptt S2

be Y

S1

S2




X = 4000 + .20Y

Y = 2600 + 10X

Substitute value of Y in equation 1

X = 4000 + ,20 (2600 + 10 X)
X= 4612; Y = 3061

Statement of Re-apportionment of overheads

4000

+ .20

2600

+ 10

A B c P R

o/t FRIO (12543 |454F |4000 | 2600

Re-apportionment of overheads

S1 (4612) in 20%, 40%, 20%. L0% |1384 [1845 | 922 (4e12) (461
I .
(612) [=z061

S2 (zoet) in10%, 20%, 50%, 20 |30 | 612 1531 612 (z061)

Total 9500 |15000 |F000 |0 o

Working Hours 1000 |2000 1400

O/+ per Hour 19.50 | #50 5,00

Concept 3 Methods of Absorbing Overheads to various Products

(1) Percentage of divect materials = Total Production Overheads x 100

(2) Percentage of prime cost =

Budget Dlrect Matertal cost

Total Production Overheads x 100
Prime cost

(3) Percentage of divect labour cost = Total Production Overheads x 100

Divect Labowr cost




(4) Labour hour rate = Total Production Overheads
Direct Labour Hour

(5) Rate per unit of Output = Awmount of overheads
Number of Units

(e)Machine Hour Rate

() Dlrect machine Hour rate: Expenses directly or lwmediately connected with the
operation of maching ave taken

(it) comprehensive Machine Hour Rate : Other expenses Like tncurred for department as
a whole also takewn.

R2, A wachine shop has g tdentical Drilllng machines manned by & operators, The
machine cannot be worked without an operator wholly engaged o it. The

original cost of all these machines works out to X & lakhs, These particulars are furnished
for a & months period:

Normal available hours per month 208
Absenteeism (without pay) hours 18
Leave (with pag) hours 20
Normal tole time unavoldable-hours 10
Average rate of wages per worker for € hours a day,. % 20
Production bonus esttmateo 15% on Wages

value of power consumed T 8050
Supervision and tndirect Labour T 3300
Uighting and electricity T 1,200

These particulars are for a year

Repairs and maintenance tncluding consumables 3% of value of machings,
nsurance I 40,000

pepreciation 10% of original cost.

Other sundry works expenses I 12,000

General management expenses allocaten I 54,520,

You are required to WORK OUT a comprehensive machine hour rate for the
maching shop,

@3, Job No, 192 was comwmenced on October 10, 20X and completed on November 1, 20X,
Materials used were I coo and labour charged directly to the job was I 400, Other
tnformation s as follows:



Machine No, 215 used for 40 hours, the machine hour rate being Iz.50.

Machine No, 160 used for 30 hours, the machine hour vate being I 4.00. & welders worked
ow the job for five days of & hours each : the Direct Labour hour per welder is X 0,20,
Expenses ot lncluoled for CALCULATING the wachine hour or divect labour hour rate
total led X 2,000, total divect wages for the period being I 20,000. Ascertain the works
costs of job No. 192.

Cowncept 4 Treatiment of over and under Recovery

Overhead expenses are usually applied to production on the basts of pre-determined rates,

Production overheads ave to be determined tn advance for fixing selling price,

The actual overhead rate will va rely cobncide with the pre- determined overhead,

Treatment of Under-absorbed and Over-absorbed of overhends

Transfer To cost PEL A/C Apply Supplementary Rate Method
Amount of under/over Absorption is small  Charoe to Cost of Sales A/e, Finished
Or Goods A/c and W-1-P A/c,

Due to wrong estimation and abnormal reasons

®4. In a factory, overheads of a particular department are recovered own the basis of T 5
per wachine hour, The total expenses incurred anod the actual wachine hours for the
department for the month of August were I £0,000 and 10,000 hours respectively, Of the
amount of T 80,000, X 15,000 became payable due to an award of the Labour Court and
X 5,000 was in vespect of expenses of the previous year booked in the current month
(August), Actual production was 40,000 units, of which 20,000 units were sold, on
analysing the reasons, it was found that 60 of the under-absorbed overhead was due to
defective planning and the rest was attributed to normal cost increase, EXPLAIN how
would You treat the under-absorbed overhead in the cost accounts?

Solution: Under-absorbed overhead expenses during the month of August
(9 )
Total expenses incurred tn the month of August: 80,000
Less: The amount patd according to labour

court award (Assumed to be non-recurring) 15,000

Expenses of previous year 5,000 20,000

) ] I

Net overnead expenses incurred for the month &0,000
overhead recovered for 10,000 hours @ I5 per hour 50,000



under-absorbed overheads 10,000

.
R4,000 may be distributed over Finished Goools and Cost of Sales as follows:

Finished qoods * 1,000

Cost of Sales * 3,000

*Working notes

Under-absorbed overhead : I4,000
Units produced : 40,000
rRate of under-absorbed overhead recover T 0.10 per unit

Awmount of under-absorbed overheads
charged to finished goods (10,000 X X 0.10) < 1,000
Awmount of under-absorbed overheads

chargeo to cost of sales : (20,000 X X 0.10) < 3,000

Concept 5 Accounting and Control of Adwinistrative Overheaos

There are three wethods of accounting of administrative overheaols

1. Apportioning Adwministrative Overheads between Production and Sales
Departments: When this wmethod is adopted, administrative overheads lose thelr
Loentity and get wmerged with Production and selling overhends

2.charging to Profit and Loss Account: Cost of products s understated as
adwinistrative overhends are not charged to costs,

3. Treating Adwministrative Overnends as a separate addition to Cost of Production/
Sales: This wmethod considers adwinistration as a separate function Like
production and sales

Control of Adwinistrative Overheaols

a. Classification and analysis of overheads by adwministrative departments
according to thelr functions, and a comparison with the accomplished results

b. Control through Budgets

¢, Cowntrol through Standard

Q5. n an engineering company, the factory overheads are recovered on a fixed percentage
basts on direct wages and the adwministrative overheads are absorbed on a fixed percentage
basts on factory cost.



The company has furnished the following data velating to two jobs undertaken by it in
a period:

Job1o1 Job 102

®) ®)

Direct materials 54,000 3%,500
Direct wages 42,000 30,000
Selling price 1,666,650 1,28,250
Profit percentage on Total Cost 10% 20%

Required:

({)  COMPUTATION of percentage recovery rates of factory overheads and adwinistrative
overheads,

({l) CALCULATION of the amount of factory overheads, adwministrative overheads and profit
for each of the two jobs,

(iit)  Using the above recovery rates FIX the selling price of job 103, The additional data being:

Direct materials < 24,000
Direct wages % 20,000
Profit percentage on selling price 12-%/2%

Solutlon : Let factory overhead recovery rate, as percentage of divect wages be F and
adwinistrative overheads recovery rate, as percentage of factory cost be A,
Factory Cost of Jobs:

Job 101 =9¢,000 + T42,000F
Job 102 =e7#,500 + X30,000F
Total Cost of Jobs:

Jobzo1r = R 96,000 + J42,000F) + R9e,000+ I42,000F) A =3 1,51,500

Job-102 = R e#500 + X 30,000F) + Re# 500+ X30,000F) A =% 1,06,875
(Refer to working note)
ow solving above velations: F = 0.60 and A = 0.25

Hewnce, percentage recovery vates of factory overheads and adwinistrative overheads are
&0% and 257 respectively.
Working note:

Jobzo1 _Job1o2



Total cost ®) 1,51,500 1,06,875

Selling price
1,66,650/110 1,28 250/120,
(100% + Percentage of € & R &)
profit)
(i) statement of jobs, showing amount of factory overheads, adwinistrative overheads
and profit
_Job 101 _Job 10z
(<) )
Dlrect materials 54,000 3A500
Direct wages 42,000 30,000
I I
Prime cost 96,000 67,500
Factoryl overheads
e0% of direct wages 25,200 18,000
Factory cost 1,21,200 85,500
Administrative overheads
25% of factory cost 30,300 21,375
Total cost 1,511,500 1,06,8F#5
Profit 15,150 21,275
Selling price 1,660,650 1,28,250
(iil) selling price of Job 103
)
Dlrect materials 24,000
Direct wages 20,000
I
Prime cost 44,000
Factory overheads (60% of Direct wages) 12,000
.
Factorg cost 56,000

Administrative overheads 14,000



(25% of factory cost)

Total cost F0,000
Profit margin (balancing figure) 10,000
80,000

Concept & Accounting and Control of Selling Overheads

Selling cost or overhead expenses are the expenses incurred for the purpose of promoting

the marketing and sales of different products, Distribution expenses, on the other hand,

ave expenses relating to delivery and dispatch of goods sold,

Accounting of selling and distribution overheads: separate fixed expenses from variable
expenses, Apportion the fixed expenses according to the benefit derived by each product, To
this shoulol be addeo the variable expenses which will be different for each product.

Control of Selling g Distribution Overheads :

1. The incldence of selling and distribution overheads depends mainly on external factors,
such as distance of market, extent and nature of competition, terms of sales, ete, which are beyonol
the control of management,

2. These overheads ave dependent upown the custowers, behaviour, thelr Liking and disliking,
tastes ete. Therefore, as such control over the overheads may result tn Loss of customers,

Re, A company which sells four products, some of them unprofitable, proposes
discontinuing the sale of one of them, The following information Ls available regarding
tncone, costs and activity for the year ended 31st March, 20X9.

A B C P
Sales (?) 30,00,000 50,00,000 | 25,00,000 | 45,00,000
Cost o-f sales ) 20,00,000 45,000,000 | 21,00,000 | 22,50,000
Aven of storage 50,000 40,000 80,000 30,000
(Sq.ft.)
Nuwmber of parcels 1,00,000 1,50,000 | #5,000 1,775,000
sent
Nuwtber of tnvoices | €0,000 1,40,000 | 60,000 1,20,000
sent
Selling and Distribution overheads and the basis of allocation are:
3 Basis of allocation to Products

Fixed Costs

Rent & Insurance 3,00,000 Squnre feet

Depreciation 1,00,000 Parcel

Salesmen’s salaries § | 6,060,000 Sales volume

expenses




Administrative wages | 5,00,000 No. of tnvoive
and salaries
variable Costs:
Packing wages § T 2 per parcel
materials
Comwission 4% of sales
Stationery 3 per tnvoice

You are required to prepare costing Profit and Loss a Statement, showing the Percentage of profit or Loss
for each product.

Concept 7 CONCEPTS RELATED TO CAPACITY

nstalled/ rated capacity: tt refers to the wmaximum capacity of producing goods or
providing services,

Practical copacity: It is defined as actually utilised capacity of a plant. This capacity
takes tnto account Loss of thme due to repairs, maintenance, minor breakdown, idle time,
set up thme, normal delays, sundays and holldays, stock taking ete.

Normal capacity: Normal capacity is the volume of production or services achieved or
achievable on an average over a period under normal clreumstances

Actual capacity: t Ls the capacity actually achieved during a given period, it is presenteo
as a percentage of installed capacity,

(dlle capacity): it is that part of the capacity of a plant, machine or equipment which cannot
be effectively utilised in production,

Treatment of tdle capacity) costs: tdle capacity) costs can be treated tn product costing, in

the following ways:

(@)  tfthe idle capacity cost Ls due to unavoldable reasons such as repairs, maintenance,
changeover of job ¢te. a supplementary overhead rate may be used to recover the tole
capactty cost. n this case, the costs are charged to the production capacity utilised,

(b)  if the idle capacity cost is due to avoldable reasons such as faulty planning, power
failure ete,; the cost should be charged to costing profit and loss accownt,

(¢)  tfthe ldle capacity cost is due to seasonal factors, thew, the cost should be charged
to the cost of production by inflating overhead rates.




Chapter 5 Activity Based Costing

Meaning : ABC is an accounting wmethodology that assigns costs to activities rather than

products and services. The enables resources § overhead costs to be more accurately

asstgned to products § services that conswme them,

Factors prompting olevelopment of ABC

1, Growing overhead cost because of tncreased automated prooluction

nereasing market competition which necessitated automated production

2

3. Inereasing product diversity to secure econovnies of scope § insreased market share

4. Decreasing cost if information processing because of continual lmprovements and
nereasing application of nformation technology.

Advantages

Better understanding overhead

Utilizes unit cost rather thawjust total cost

ntegrates well six sigma and other continuous mprovement programs

Facilitates benchmarking

SIRe s

More acourate costing of products / services, customers

Difference

ARC Traditional Absorption Costing

oOverheads ave velated to activities and | Overheads ave related to cost centres

grouped tnto activity cost pools

Cost are assigned to cost units Le,
Cost are assigned to Cost objects ¢.g. | products,

customers, products, services ete, services ete,

Time (hours) are assumed to be the ong
Act’w’ucg — wise cost drivers are determined | cost

driver governing costs tn all department,

Activity  -wise  recovery  rates  are
determined Blther multiple overhead recovery rate or a

and there Ls wo concept of a single overhead| single overhead recovery rate wmay be

recovery arte oletermined for absorbing overheaos.

Activity Based Budgeting (ABB)

Activity based budgeting analyse the resource nput or cost for each activity.

leey elements of activity based budgeting

Type of work to be done



cuantity of work to be done
Cost of work to be downe

Q1. MNO Ltd, manufactures two types of equipment A and B and absorbs overheads
ow the basis of direct Labour hours. The budgeted overheads and dirvect Labour hours
for the wmonth of March 2019 are 15,00,000 and 25,000 hours respectively. The
inwformation about the company's products is as follows:

Equipment X Equipment Y
Budget production Volume 3200 units 3850 units
Direct material cost < 350 per unit < 400 per unit
Direct Labour Cost
A 3 hours @ 120 per hour T zeo
B 4 hours @ T 120 per hour T 420

overneads of X 15,00,000 can be tdentified with the following three major activities:
Ovder Processing: R 3,00,000

Machine

Processing: % 10,00,000

Product nspection: < 2,00,000

These activities are driven by the nwuwmber of orders processed, maching hours worked

and tnspection hours respectively, The data relevant to these activities is as follows:
Maching hours nspection
Ordlers processed workeo hours
A 400 22,500 5,000
200 27,500 15,000
Total &00 50,000 20,000

Required:

L. Prepare a statement showing the manufacturing cost per unit of each prooluct
using the absorption costing wmethod assuming the budgeteod manufacturing

volume is attatned.

I, Determine cost driver vates awd prepare a statement showlng the
manuflacturing cost per unit of each product using activity based costing,
assuwming the budgeteo manufacturing volume s attained,




(1,

MNO Ltd.'s selling prices are based heavily on cost. BY using direct Labour hours

as aw application base, caleulate the amount of cost distortion (under costed or
over costed) for each equipment,

(SM, ICAl/ MAY 2019)

Solution (1)

Statement of Cost as per Absorption Costing

A

B

Direct Material Cost
Dlrect Labour Cost
overheads 15,00,000 /
25,000 = X &0 per hour

3200 X 350 = 11,220,000
3200 X 360 = 11,52,000

3200 X 3 X 0 = 5,706,000

BEE0 X 400 = 15,40,000
BRE0 X 480 = 18,488,000

3850 X 4 X 60 = 9,224,000

Total Cost

28,48,000

43,12,000

Per Unit Cost

28,4&,000 / 3200 = 90

43,12,000 / 3850 = 1120

(it)

Statewment of Cost as per Activity based Costing

2,00,000/ 600 = X 500 per
Order

Machine Processiing Cost
10,00,000/50,000 = X 20 per
M/C Hr

tnspection Cost
2,00,000/20,000 = X 10 per
Hour

A B
Direct Material Cost 3200 X 350 = 11,20,000 3850 X 400 =
Dlrect Labour Cost 3200 X 360 = 11,52,000 15,40,000
overheads 3850 X 480 =
Ordeér Processing cost 18,482,000

400 X 500 = 2,00,000

22,500 X 20 = 4,50,000

5000 X 1.0 = 50,000

200 X 500 = 1,000,000

27,500 X 20 = 5,50,000

15,000 x 10 = 1,50,000

Total Cost 29,722,000 41,88,000
Per Unit Cost 29,722,000 / 3200 = 41,88,000 / B850 =
92875 108779
(1il) cost distortion
A ®B

Absorption costing g90 1120

ABC 928,75 108779

Cost Distortion (z2.75) 32,21




Q2. PRR Ltd, has declded to analyse the profitability of its five new customers. (t buys
soft drink bottles tn cases at T 45 per case and sells them to retail customers at a List price

of Rs. 54 per case. The data pertaining to five oustomers are given below:

Customers
A B c D €
Nuwber of cases Sold 9360 | 14200 | 62000 | 382000 | 9800
List Selling Price 54 54 54 54 54
Actual Selling Price I 54 | 53.40 49 | 50.20 | 42.60
Number of Purchase Orolers 30 50 &0 50 &0
Number of Customers visits 4 & 12 4 &
Number of Deliveries 20 &0 120 g0 40
Kilometers travelled per delivery 40 12 10 20 &0
Number of expediate Deliveries 0 0 0 o 2
tts five activities and thelr cost drovers are:
Activity Cost Driver
Order taking % 200 per purchase order
Customer visits X 300 per each visit
Deliveries T 4,00 per delivery ke travelled
Product Handling X 2,00 per case sold
Expedited deliveries T 100 per each such delivery

You are required to:
(1) Compute the customer Level operaiting tncome of each of five retail customers by using
the Cost Driver rates,

(il) Examine the results to give Your comments on Customer T’ in comparison with

Customer ‘C" and on Customer ‘€ in comparison with Customer ‘A,

Solution : Customer Level operating ncome
Particulars A B Cc D e
Sales 9360 X 54 | 14200X53,40 | 6GROOOX49 BROOOX50,20 | 9ROOX4R,60
Less,
Cost 9360 X 45 | 14200x45 6R000X45 | 3R000X45 980Ox4E
Ovder Taking 30 X200 5D X 200 60 X 200 50 X 200 60 X 200
Cost 4 X 300 6 X 300 12 X 300 4 X 300 6 X 300
Customer visit
Cost 20X40X4 GOX12X4 120X10X4 LSOX20X4 40XEOX4
Delivery Cost 9360X2 | 14200 X2 GRO0O X2 | 38000 X 2 9800 x2
Product
Hawndling Cost o o o] 0 2 X100




Expediate

Delivery Cost
Profit 55,120 F6,200 103600 104000 (#920)

(il) comment : Customer D is purchasing less quawtitg b comparison to Customer C,
but profit is albmost same from both customers, this is because of higher discount to
customer C. Further Customer B is placing more orders, that is less quantity per order tn
comparison to customer C

Custower € Ls giving Loss, as compared to A, because heavy discount to €, further placing
expediate delivery request, more orders, more visit, higher distance travelled per delivery.




Chapter & Cost Sheet

Direct Material Consumed XXX
Direct Labour XXX
Direct Expenses XXX
Primee Cost XXX
Factory Overheads XXX
Qross Factorg Cost XXX
+Opening Stock of Work in Progress XXX
-Closing Stock of Work in Progress XXX
Factory Cost XXX
uality Control Cost XXX
Research and development Cost XXX
Adwinistrative overheads (relating to production) XXX
Primary Packing XXX
(scrap sale) XXX
Cost of Production XXX
+Opening Stock of Finished Goods XXX
~Closing stock of finished Goods XXX

XXX
Adwministration Overheads (ceneral) XXX
Selling Overheads XXX
Distribution Overheads XXX
Cost of sales XXX
Profit XXX
Sales XXX

S Lrect Material Consumed :

Opening Stock of Raw Material

+ Purchase of Raw Material
-Closing Stock of raw material

+ Fritght / cartage

-Scrap sale of raw waterial

2, i EmpLogee (Labour) Cost:

(@)  wages and salary;

(b)  Allowances and incentives;

() Pa yment for overtimes;

(@)  Bwmployer's contribution to Provident fund and other welfare funds;

(e)  Other benefits (leave with pay, free or subsidised food, Leave travel concession ete,)

Rl rect Expenses:

(@)  Royalty patd/ payable for production or provision of service;
(b)  Hire charges patd for hiring specific equipment;



(c)
(d)
(e)

R0 ctory Overheaos:

(a)
(b)
(c)
(o)
(e)

(0
(9)

(h)
(©)

Cost for product/ service specific design or drawing;
Cost of product/ service specific software;

Other expenses which are directly related with the production of goods or provision
of service.

Consumable stores and spares

Depreciation of plant and machinery, factory building ete.

Lease rent of production assets

Repatr and matntenance of plant and machinery, factory building ek,
ndivect employees cost related with production activities

Drawing and designing department cost,

nsurance of plant and machinery, factory building, stock of raw wmaterial § Wie
ete,

Awnortized cost of jigs, fixtures, tooling ete,

Service department cost such as Tool Roowm, Engineering § Maintenance,
Pollution Control ete,

5. cUIGVRIN G Re This is the cost of resources consumed towards quality

control procedures,

6. NIRRT (£ includes only those researoh and development

related cost which is tnewrred for the limprovement of process, system, product or
services,

7 (SR TROIVIIIR The vealised or vealisable value of serap or waste is deducted

as it veduces the cost of production.

2. STV NS HNIVTIIE Packing material which s essential to hold and preserve

Pl Ao vinistrative Overheads:

n) Depreciation ano matntenance of, building, furniture etc. of corporate or general

elling Overhends:

the product for its use by the customer,

management,

b) salary of adwinistrative employees, accountants, divectors, secretaries ete,
c) Rent, insurance, lighting, office expenses ete,

(@) salary and wages related with sales department and employees directly
related with selling of goods.

(b) Rent, depreciation, malntenance and other cost related with sales
department,

(c) Cost of advertisement, maintenance of website for onling sales, market

research ete,



Distribution Overheads:

(a)
(b)

(c)

Salary and wages of evployees engageod in distribution of goods,
Transportation and tnsurance costs related with distribution.

Depreciation, hive charges, maintenance and other operating costs related with

distribution vehicles ete,

@1, DFG Ltd, manufactures leather bags for office ano school purpose. The following

information Ls related with the production of Leather bags for the month of Septentber

2019,

() CLeather sheets and cotton cloths are the wain inputs, and the
estimated requirement per bag is two meters of leather sheets and one
meter of cotton cloth, 2,000 wmeter of leather sheets and 1,000 meter of
cotton cloths are purchased at X3,20,000 and 15,000 vespectively.
Frelght paid on purchases is I,500,

(it) stitching and finishing need 2,000 mawn hours at L0 per hour,
(iil) other direct cost of 10 per Labour hour is incurred,

(iv) DFG has 4 machines at a total cost of I22,00,000. Machine has a life
of 10 years with a scrape value of 10% of the original cost,
Depreciation is charged own straight Line wethod,

(V) The wmonthly cost of adwinistrative and sales office staffs are
R45,000 and 72,000 respectively, DFG pays I1,20,000 per month
as vent for & 2400 sg feet factory premises, The adwministrative and
sales office occupies 240 sq, feet and 200 sq, feet respeetively of
factory space.

(Vi) Frelght patd on delivery of finished bags is 1g,000.

(vit) During the month 35 kg, of Leather and cotton cuttings are soldl at
150 per kg,

(ViiL) There is no opening and closing stocks for tnput wmaterials,
There is 100 bags n stock at the end of the month,

Required: PREPARE a cost sheet following functional classification for the month of

September 2019, (RTP NOV 2019)
Solution : Cost sheet
4

Divect Material Consumed 3,43,500

Direct Labour 2000 X L0 1,60,000

Dlrect Expenses 2000 X 10 20,000

Prime Cost 5,23,500

Factory Overheads 114500

Gross Factory Cost 6,38,000

+0Opening Stock of Work tn Progress -




-Closing Stock of Work in Progress -
Factory Cost €,38,000
cuality Control Cost -
Research and development Cost -
Adwinistrative overheads (relating to production) 5#,000
Primary Packing -
(Scrap sale) (5250)
Cost of Production &,89,750
+opening Stock of Finished Goods -
-Closing stock of finished Goods 689750 / 1000 x 100 (68975)
Cost of goods sold &,20,775
Adwinistration overheads (Gewneral) -
Selling Overheaos 1,00,000
Distribution Overheads -
Cost of sales F,20,F75
workings
1. Material Leather = X 3,20,000
Cotton = % 15,000
Frelght = I g500
33,432,500

p

3, overheaos

Faotorg overheaos Dcpreoiatiow = 22,000,000 - 2,20,000 /10 X 1/12 = 16,500

Factory Adwministration Selling
Depreciation 16,500 - -
Staff cost - 45,000 F2,000
Rent 1,20,000 - 12000 | 1,20,000 / 2400 | 1,20,000 / 2400
- 10,000=98000 | X240 = 12,000 X 200 = 10,000
Frelght 18,000
Total 1,14,500 5#,000 1,00,000

4. Adwministrative overheads are assumed to be relating to production,

Q2. Following details are provided by M/s ZIA Private Limited for the quarter

ending 20 September, 201€:

©
(it)
(ii1)
(iv)

)

Direct EXPENSES

Direct wages being 175% of factory overheads

Cost of goods sold

Selling g distribution overheaos

Sales

] 1,20,000
T 2,57,250
R 12,75,000
% co,000

I 22,10,000




(Vi) | overheads

Adwinistration overheads are 10% of factory

Stock details as per Stock Reglster:

Particulars 30,06,2018 30.09.2018
3 4
Raw wmaterial 2,45,600 2,08,000
Work-ln-progress 1,70,800 1,90,000
Finished goods 3,10,000 275,000
You are vequired to prepare a cost sheet showing:
(1) rRaw waterial consumed
(i) Prime cost
(iil) Factory cost
(iv) Cost of goods sold
(V) Cost of sales and profit (Nov 2018)
Solution: Cost sheet
<
Dlrect Material Consumed 12,60,250
Direct Labour 2,57,250
Dlrect Expenses 1,80,000
Prime Cost 16,97,500
Factory overheads 1,473,000
Gross Factorg Cost 18,44,500
+Opening Stock of Work in Progress 1,570,800
-Closing Stock of Work in Progress (1,90,000)
Factory Cost 18,25,300
cuality Control Cost -
Research and development Cost -
Advainistrative overheads (relating to production) 14,700
Primary Packing -
(Scrap sale) -
Cost of Production 18,400,000
+Opening Stock of Finished Goods 3,10,000
-Closing stock of flnished Goods (2,75,000)
Cost of goodls sold 18,75,000
Adwministration overheads (General) -
Selling overheads &0,000
Distribution Overheads -




Cost of sales 19,35,000
Profit 2,75,000
Sales 22,10,000
workings
1. Dbirect wages = Factory overheads x 175%
2,57,250 = Factory overheads x 175%

Factory overheads = 2,557,250 / 175% = 1,437,000

2. Adwinistration Overheads = 10% of 1,47#,000 = 14,700 (Assumen to be
relating to production)

3. Raw material Consumed = Raw wmaterial purchases + Opening stock of
rRaw wmaterial - Closing stock of raw material
12,60,250 = Raw wmaterial purchases + 2,45,600 - 2,08,000
Raw material purchases = 12,22,650

| Note : tf adwministration overheads are taken as General thew profit will be X 2,60,200

Rz, M/s Areeba Private Limited has a normal production capacitg of 36,000 units
of toys per annum, The esthmated costs of production are as under:

(1) Dpirect Material I 40 per unit

T 20 per unit (subject to a minimum of I
(i) Dlrect Labour 48,000 p.m.,)

Factory

(til) overheads:
(a) Fixed 3 3,60,000 per annum
(b) variable < 10 per unit

Semi-variable < 1,08,000 per annmum up to 50% capacity and
additional
46,200 for every 20% nerease in capacity or any
part thereof.

(v) Adwinistrative overheads X 5, 18,400 per annum (fixeol)
(Vi) selling overheads are tncurred at T £ per unit,

(vit) Bach unit of raw material yields serap which is sold at the rate of 4
5 per unit,

(ViiL) n year 2019, the factory worked at 50% capacity for the first
three wmonths but it was expected that it would work at 0% capacity
for the remaining nine months.

(ix) Puring the first three months, the selling price per unit was X 145,

You are required to:




() Prepare a cost sheet showing Prime Cost, Works Cost, Cost of

Production and Cost of Sales,

(it) caleulate selling price for rematning nine months to achieve total

profit of X 876,600, (May 2019)

Solution : Cost sheet
3 Months | 9 months
Direct Material Consumed 1,5%500 | #56,000
Direct Labour 1,44,000 | &,48,000
Direct Expenses - -
Prime Cost 3,01,500 | 14,04,000
Factory Overheads (FIXED + VARIABLE 1,62,000 | 6,3#200
+SEMI)
Gqross Factory Cost 4,663,500 | 20,41,200
+Opening Stock of Work in Progress - -
-Closing Stock of Work in Progress - -
Factory Cost 4,663,500 | 20,41,200
cuality Control Cost - -
Research and development Cost - -
Adwministrative overheads (relating to 1,29,600 | 3,828,800
production) - -
Primary Packing - -
(Scrap sale)
Cost of Production 5,93,100 | 24,30,000
+Opening Stock of Finished Goods - -
-Closing stock of finished Goools - -
cost of goods sold 5,93,100 | 24,30,00,000
Advalnistration Overheads (General) - -
Selling overheads @ € per unit 36,000 1,72,800
Dlstribution Overheads - -
Cost of sales 6,29,100 | 26,02,200
Profit 23,400b.{. | 853,200
Sales 6,52,500 | 34,56,000
Workings :
First 2 Months Neéxt 9 Months
L.Units 36,000 X 50% X 3/12 = 4500 36,000 X 0% X 9/12 =
21,600
2.Material -Scrap 4500 X 40 4500 x5 = 1,57,500 21,600 X 40-21,600 X 5 =
F,56,000
3,.Labour 4500 X 30 = 1,35,000 21,600 X 30 = &6,48,000
or Higher or
Higher

48,000 X 3 = 1,44,000
4.Factory Overheads
Fixed 3,60,000 X 3/12 = 90,000

+

3,60,000 )(ﬁ/iiz = 2,70,000

_|_

48000 X 9 = 4,32,000




variable 4500 X 10 = 45,000 21,600 X 10 = 2,16,000
Sewi- variable 1,028,000 x 3/12  (1,08,000+ 46,200 +
46,800)X9/12

S.Adwministration Overhead 5,128,400 x 3/12 = 1,29,600 518,400 X 9/12 = 3,828,800
&, profit 876,600 ~ 23,400 = &,53,200
7. Selling Price 34,56,000 / 21,600 = X 160 per unit
8. Adwinistration overheads are taken as relating to production




Chapter 7 Cost Accounting System

Now integral System

Journal entries

1.

Purchase of Material (Cash / Credit / Direct / tndirect)

Store ledger Control A/C D,

To Cost Ledger Control A/C

2)

Material Returned to Vendor

Cost ledger Control A/C Dr,

To Store Ledger Control A/C

Direct Material Lssued to production / Special Job

WIP Control A/C D,

To Store Ledger Control A/C

ndirect Material issued to production / For Repairs

Production Overhead Control A/C Dr,

To Store Ledger Control A/C

Material Returned from shop to store

Store Ledger Control A/C Dy,

To WIP Ledger Control A/C

Material Transfer from between Jobs

No ew’cr&j

Normal Loss of Material

Production Overhead Control A/C Dy,

To Store Ledger Control A/C

Abnormal Loss of Material

Costing PgL Control A/C D,

To Store Ledger Control A/C

Dlrect wages Patd to Worker

wage Control A/C Dr,

To Cost Ledger Control A/C

WIP Control A/C Dr

To wWage Control A/C




10, ndirect wWages Patd to Worker n Production

wage Control A/C D,

To Cost Ledger Control A/C

Production Overhead Control A/C Dr

To wage Control A/C

11, Indirect Wages Patol to Worker in Administration

wage Control A/C D,

To Cost Ledger Control A/C

Administration Overhead Control A/C Dy

To wage Control A/C

12, Indirect wages Paid to Worker in Selling Departiment

wage Control A/C Dr,

To Cost Ledger Control A/C

selling Overhead Control A/C Dy

To wage Control A/C

13, Direct Expenses

WIP Control A/C D,

To Cost Ledger Control A/C

14, Factory overheads tneuwrred / Recovered

Factory overheads Control A/C Dr.

To Cost Ledger Control A/C

WIP Control A/C Dr

To Factory overheaols Control A/C

15, Adwministration Overheads tweurred / Recovered

Administration Overheads Control A/C Dy,

To Cost Ledger Control A/C

Finished qoods Control A/C Dr

To Factory overheaols Control A/C

16, Selling overheads ncurred / Recovered

Selling overheads Control A/C B,

To Cost Ledger Control A/C

Cost of Sales Control A/C DY

To Factory overheads Control A/C




17, Unoler Recovery of Overheads

Costing Pg§ L A/C Dr,

TO overheads Control A/C

18, Over Recovery of Overheads

overheaos Control A/C D,

TO Costing Pg L Control A/C

19, Sales

Cost Ledger Control A/C Dr

TO Costing P§ L A/C

Integral Account

CLC A/C 1s not maintained

QL. As on 315F March 2016, the following balances existed tn a firm’s Cost ledger:

pr R) cr )
Stores ledger control Account 3,01,435
wWork n progress control Account 1,22,365
Finished stock Ledger control Account 2,51,945
Manufacturing overhead control Account 10,525
Cost Ledger control account 6,65,220
&, 75,745 6,758,745

Puring the next three months the following items arose :

4
Flnished product (at cost) 2,10,835
Manufacturing overhead tneurreo 91,510
Raw wmaterial purchased 1,23,000
Factory wages 50,530
Indirect Labour 21,665
Cost of sales 1,85,290
Material tssued to production 1,27#,315

Sales returned at cost 5380



Material returned to suppLLcrs

Manufacturing overhead charged to production

2900

FF,200

Q2. during the year ended 31 March 2016, the profits of a company stood at X
26,450 as per financial accounts, The Cost book, however, showed a profit of X
51,950 for the same period.

You are required to reconcile the profit as shown by two set of accounts,

1 | Opening stock overstated in Cost account 3500
2 | Closing stock understateo tn cost account 4600
3 | Factory overheao under recovered in cost account 2500
4 | Adwministration overhead over recovered in cost account F50
Selling and distribution overhead under recovered in cost
5 | account 1650
& | Depreciation over recovered tn cost account 1500
F | nterest on tnvestment not tincluded b cost account 5000
Obsolesce Loss in respect of machineries chargeo in financial
g | accounkt 2450
9 | tncome tax provided tn financial account 25,000
10 [ Bank interest credited tn financial account 1500
11 | Store adjustment debit tn financial account F50

R3. Given below Ls the trading and profit § loss account of a company for the year

endeol 315t
Mareh 2016

Profit and Loss account

£4 £4

Material 27#,40,000 |Sales (60,000 units) &0,00,000
wages 15,10,000 |Stock (2000 units) 1,60,000
Factory Expenses 8,30,000 | wWork-in-progress
Adwministration
EXpenses 3,82,000 | Material 64,000




Selling Expenses 4,50,000 | Wages 36,000
Factory expenses
Preliminary Expenses &0,000 | 20,000 1,20,000
Divideno
Net Profit 3,26,000 | received 18,000
&2,98,000 &2,98,000

In cost accounts

F. Factory expenses have beew allocated to production 20% of prime cost
g Adwministrative overhead at X & per unit

9. Selling expenses at X & per unit sold

Prepare costing profit and loss account of the company and reconctle the same with
the profit disclosed by the financial account.




CHAPTER. € Unit § Batch Costing

UNIT COSTING : Unit costing s a methoo of costing, useo where the output produced is

tdentical anol each unit of output vequires identical cost.

@1, Atharva Pharmacare Uimited produced a uniform type of product and has a
manufacturing capacity of 3,000 units per week of 4€ hours. From the records of the
company, the following data are available relating to output and cost of 3 consecutive

weeks

week Nuwber Units Direct Material | Dlrect Labour Factory
Manufactureo L4 3 overheads3

1 1,200 9,000 3,600 31,000

2 1,600 12,000 4,800 33,000

3 1,800 13,500 5,400 34,000

Assumlng that the company charges a profit of 20% ow selling price, FIND OUT the

selling price per unit whewn the weelretg output is 2,000 units

(SM, ICALl)

Solution : Statement of Cost and Selling price for 2,000 units of output

Particulars Cost Per Unit Total Cost
Dlrect Materials F.50 15,000
Direct Labouy 3.00 6000
10,50 21,000
Add: Factory Overheads (Refer working note-2) 17,50 35,000
Total cost 28.00 56,000
Adol: Profit (25% of Cost) F.00 14,000
Sales 35,00 F0,000

Bateh Costing : specific order costing wheve articles are manufactured tn predetermined

lots, kinowwn as bateh

COSTING PROCEDURE IN BATCH COSTING:

one number is allotted for each batch,

Material cost is arvived at on the basis of material requisitions for the batch

Labour cost s arvived at by multiplying the thme spent on the batch with wage rate

overheads are absorbed on some suttable basis Like machine hours, divect Labour hours ete.

R, Arnav Confectioners (AC) owns a bakery which is used to make bakery trems like
pastries, cakes and muffins, AC use to bake atleast 50 units of any item at a time, A
customer has given awn order for 600 muffins, To process a batch of 50 muffins, the
following cost would be incurred:

Dlrect materials- 3 500
Dlrect wages- g3 50
Ovewn set- up cost T150

AC absorbs production overheads at a rate of 20% of direct wages cost. 10% is added to
the total production cost of each batch to allow for selling, distribution and
adwinistration overheads. AC requires a profit margin of 25% of sales value,

DETERMINE the selling price for 600 muffins, (SM, ICAL)



Solutlon:  Statement of cost per bateh and per order

No. of bateh = 600 units + 50 units = 12 batches

Particulars Cost per Bateh Total cost
Direct Material Cost 500,00 6,000
Direct wages 50,00 600
Ovewn set-up cost 150.00 1,800
Add: Production Overheads (20% of Direct
wages) 10.00 120
Total Production cost F10,00 &,520
Add: SEDB and Administration overheaols F1.00 {52
(0% of Total production cost)
Total Cost F81,00 9,272
Add: Profit (1/3" of total cost) 260.33 3,124
Selling price 1,041,33 12496

ECONOMIC BATCH QUANTITY (EBR): Bconomic Bateh quantity is the size of a bateh
where total cost of set-up andl holding costs are at minimuwm,

The total production cost under Bateh production comprises two maibn costs wame%

1, Machine Set Up Costs and

2. Inventory holding costs.

(f the size is higher, the set up cost may decline due to lesser set ups required but units in
bnventory will go up leading to higher holding costs, if the Lot size is lower, lower
lnventory holding costs are acconeplished but only) with higher set up costs,

3, A customer has been ordering 90,000 spectal design metal columns at the vate of
18,000 columns per order during the past years, The production cost comprises 2,120
for material, Ieo for Labour and 20 for fixed overheads, tt costs 4,500 to set up for one
run of 18,000 column and tnventory carrying cost is 5%.

(L) FIND the wmost economlic production run.

((l) CALCULATE the extra cost that company incur due to processing of
18,000 columns tn o bateh, (sM, teAl)




Chapter 9 Job § Contract Costing

JOB COSTING

Meaning: Each job is treated as a separate entity for the purpose of costing, Job costing is
carried out for the purpose of ascertaining cost of each job and takes tnto account the cost

of materials, employees and overhead ete.

(ndustries where it is followed: printing; furniture; hardware; ship-building; heavy

machimrg; interior decovation, vepa’ws and other stimilar work,

Suitability of Job Costing:

1. When jobs are executed for different customers according to thelr specifications.

2. whewn wo two orders are alike and each orotar/j ob needs special treatment,

2. Where the work-tn-progress differs from period to period on the basts of the nwumber

of jobs in hand,

JOB COST CARD/ SHEET : To ascertain cost of a particular job, it is necessary to recorot

all the expenoliture related with a job separately

&1, A shop floor supervisor of a small factory presented the following cost for Job No.

203, to determing the selling price,

Per unit %)
Materials FO
Direct wages 18 hours @ < 2,50 45
(Deptt, X € hours; Deptt, Y & hours; Deptt, Z, 4 hours)
Chargeable expenses 5
120
Addl : 33-1/2 % for expenses cost 40
160
Analysts of the Profit/Loss Account
(for the year 20X9)
) )
Materials used 1,50,000  Sales less returng 2,50,000

Dlrect wages:
Deptt, X 10,000
Deptt, Y 12,000

Deptt Z, £,000 20,000




SPea’LaL stores
ttems 4,000

overheaos:
Deptt, X 5,000

Deptt. Y 9,000

Deptt. Z 2,000 16,000

. L

Works cost 2,00,000
Gross profit c/d 50,000 _

| |

2,50,000 2,50,000
Selling expenses 20,000 Gross profit b/d " 50,000
Net profit 30,000 o
50,000 50,000

(t is also noted that average hourly rates for the three Departments X, Y and Z are
simdilar,

You are required to:

(i) PREPARE a job cost sheet,

(i) CALCULATE the entire revised cost using 20x9 actual figures as basts,
(L)  Ado 20% to total cost to PETERMINE selling price,

Solution : Job Cost sheet

DPlrect Material 370
Dlrect wages

Deptt X & hrs X 2,50 = 20

Deptt Y 6 hrs x .50 = 15

Deptt Z 4 hrs X 2,50 = 10 45
Chargeable exp =)
Prime Cost 120

overheads

Deptt X 50% of 20 = 10

Deptt Y #5% of 15 = 11,25

Deptt Z.25% of 10 = 2.50 23.75
Works Cost 14375
Selling cost 10 % of works cost 14.3%



Total Cost 158.13
Profit 20% of total cost 31.63

Selling Price 18976

CONTRACT COSTING

Contract costing is a form of specific order costing where job undertaken is relatively
large and normally takes period Longer than a year to complete

TERMS USED IN CONTRACT COSTING

Work-in-Progress: contract which is not complete at the reporting date

wWork Certified : value of the work completed as on a particular date; assessment of the
completion of work is carried out by an expert

Work Uncertified: cost of the work which has beew carvied out by the contractor but has
not been certified by the expert

Progress Payment: Advance Payment

Retention Money: To have a cushion against any defect or undesivable work, the
conktractee uphow{s some money paaabLe to conkractor,

Notlonal Profit: it represents the difference between the value of work certified ana cost of
work certified,

Estimated Profit: It is the excess of the contract price over the estimated total cost of the
contract,

COST PLUS CONTRACT: value of the contract is determined by adding an agreed
percentage of profit to the total cost.

Escalation Clause bn a Contract : . As per this clause, the contractor tncreases the contract
price if the cost of materials, employees and other expenses tnerease beyond a cevtain
Limlt,

@3, The following expenses were tneurreo on a contract: €9}

Materials purchased &,00,000
Material drawwn from stores 1,00,000
wages 2,25,000
Plant Lssued F5,000
Chargeable expenses 75,000
Apportioned tndirect expenses 25,000

The contract was for X 20,00,000 and it commenced on janua Yy 1, 20X8. The value of the
work completed and certifled upto 30th November, 20Xg was R 13,00,000 of which
10,40,000 was recelved in cash, the balance being held back as retentlon money by the
contractee, The value of work completed subsequent to the architect’s certificate but before
31st December, 20X was X 60,000, There wert also Lyjing on the site materials of the
value of 40,000, tt was estimated that the value of plant as at 31st December, 20X was
X =0,000.



You are required to COMPUTE value of work certified, cost of work not certified and
notlonal profit on the contract till the year ended 31 December, 20X8. (SM, ICAL)

Solution : Cowtract Account
Particulars 9] Particulars R
To Material purchased ©,00,000 | BY Work-in-progress:
7 Stores Lssued 1,00,000 value  of  work | 13,00,000
cevtified
wages 2,25,000 Cost of work) 60,000
wncertifieo
” Plant F5,000 | 7 Material waused 40,000
7 Chargeable expenses 75,000 Plant less 30,000
depreciation
’ ndlirect expenses 25,000
i Costing P§L A/c 2,320,000
(Notional profit) (bal.
flgure)
14,30,000 14,30,000

Q4. A contractor prepares his accounts for the year ending 31st December each year.
He commenced a contract on 1st April, 20X,

The following information relates to the contract as on 31st Decemtber, 20X g:

®)
Material tssued 2,541,000
wages 5,65,600

sSala y to Foreman €1,300



A machine costing T 2,60,000 has been o the site for 146 days, its working Life is
estimated at 7 years and its final serap value at X 15,000,

A supervisor, who is paid T 8,000 p.m., has devoted one-half of his time to this contract,
AlL other expenses and administration charges amount to  1,36,500.

Material in hand at site costs T 35,400 on 31st December, 20X L.

The contract price is T 20,00,000. On 31st December, 20X8 two-third of the contract was
completen. The architect issued certificates covertng 50% of the contract price, and the
contractor haol been paid I 7,50,000 on account,

PREPARE Contract A/c and show the wotional profit or loss as on 31st December, 20x8

Solution Contract Account
Particulars ) Particulars )
Machine
Material issued 2,51,000 (Working 2,46,000
note 1)
Wages 5,65,600 Material (in hand) 35,400
Foreman'’s salary 81,300 Works cost 10,49,000

(balancing figure)
Machine 2,60,000

Supervisor’s
salary 36,000

(" 8,000 x 9)/2

Administrative 1,36,500

charges
13,30,400 13,30,400
Works cost 10,49,000 Value of work |10,00,000
certified
Costing P&L A/c 2,13,250 Cost of work 2,62,250
(Notional profit) uncertified

(Working Note 2)

12,62,250 12,62,250




Chapter 10 Process Costing

Meaning : Process Costing s a wmethod of costing used tn tndustries where the material
has to pass through two or wore processes

ndustries where it s followed: steel, paper, medicines, soaps, chewmlicals, rubber, vegetable
oll, patnts, varnish

Loss: Process loss (s definedt as the loss of wmaterial arising during the course of a
processing operation

( N loss of material which [s inherent in the nature

Loss

Do Treatment amount realised Credited to the process
/4 account,

Y
N

\

! ), loss iw excess of the pre-determined Loss
Treatwment : total cost of abnormal process loss is
oredited to the process account

Abnorma
Loss

Abwormal Process Gain/ Yield: actual production exceeds the expecten figures.

Treatment: The process account is debited with the abnorwmal gain and credited to
abnormal gain account

A , A
— Cost Per Good Unit =  Total cost - Normal Loss Scrap

Total Units - Normal Loss unlits

" J

QLA product passes through three process A, B and C, The normal wastage at each
process is as follows:

Process A 3‘25
Process B 5%
Process C %

wastage of process A was sold at 25 paise per unlt, that of process B at 50 paise per
unit and of process C at I L per unit. 10,000 units were issueo to process A in the
beginning of October 2016 at a cost of T 1 per unit, the other expenses were as follows:

Process AR Process B X Process C R

Sund Yy materials 1000 1500 500

Labor 5000 {000 6500




Direct expenses 1050 1188 2009

Actual output was:

Process A 9500 units
Process B 9100 units
Process C 8100 units

Prepare the process accounts assuming that there weve nwo openiing or closing stock, Also
give the abnormal wastage ano abnormal effectiveness account,

K2, The following details are given tn respect of manufacturing unit for the month of
April:

a, opening
wip 5000 units
Material (100% complete) % 2, F#50
Labour (60% complete) R F#500
overheads (60% complete) X 3750

b, Units tntroduced tin process 17,500 units
. 1F500 units are transferved to next process
o, Process cost for the period are

Material R ,50,000
Labour % ,95,000
overheads % 97,500

e. The stage of completion of units in closing Wi are estimated to be Material 100%,
Labour 50%, Overhead 50%

Youw are vequireo to prepare a statement of equivalent units of production; statement of
cost of (a) Output transferved (b) Closing wie

(n some process tnoustries the output of one process is transferved to the next process not
at cost but at market value or cost plus a percentage of profit, The difference between cost
and transfer price (s known as tnert process profit,
Advantages
1. Cowparison between cost of output and its market price at the stage of
comepletion is factlitateol
2. Bach process bs maoe to stand by itself as to the profitability



Disadvantages

1, The use of lnter process profit tnvolve complication
2, The sustem shows profits which are not realised because of stock not sold out,

uestlon 3. A Ltd. Produces AXE which passes through two processes before it is completed
and transferred to finished stock, The following data relate to Jan 2016

Process 1. % Process 2% Finished stock
Opening Stock FE00 9000 22,500
Dlrect material 15,000 15,750
Direct wages 11,200 11,250
Factory overheads 10,500 4500
Closing stock 2F00 4500 11,250
tnker process profit
neluded 1500 250
tn op, Stock

Output of process | is transferved to process 2 at 25% profit on transfer price

Output of process 2 is transferved to finished stock at 20% profit on transfer price, Stock
bn process are valued at privme cost, Finished stock is valued at the price at which it is

recebved from process 2, Sales during the perlod are I 1,40,000
Prepare process account and finished goods account,

Solution: process 1 A/C
Particulars Cost | profit | Total [Particulars cost | Profit Total
Transfer to Process 2
Opening stocke F500 - F500 |A/C 40,500 | 13,500 | 54,000
D Material 15,000 - | 15000
D Labour 11,200 - | 11,200
Privee Cost 33,700 - | 33,700
-Closing Stock -BF00 - -3F00
320,000 - | zo,000




Faatorg

overheads 10,500 - | 10,500
40,500 - | 40,500
Profit (1/3) - 13,800 | 13,500
40,500 |13,500 | 54,000 40,500 | 12,500 | 54,000




Chapter 11 Joint product and BY Product

Jolnt Product: two or wore products of equal tmportance, produced, simultaneously from the
same process, with each having a significant relative sale value

BY Product: by-product is a secondary or subsidiary product which emanates as a result of
manufacture of the main product,

Co- Products : two or more products which are contemporary but do not emerge necessarily from
the same wmaterial in the same process

METHODS OF APPORTIONMENT OF JOINT COST TO JOINT PRODULTS

7 N 7 7 7
Physieal units Ap?o;ttwwed obw thetbasus of some physical base, such as
welght, numbers ete.
Methods gnt v
\ /
B ( NRV at split ) SaLes}. value - E)st’v,mjnate(,;{ profit margins - Post split- off costs
off -Selling and distribution expenses
\ /
f \ ’ yd rd r o,
—echunical uses ’i;oh'w/wiL esizmites to apportion the jolnt costs
) over the joint products
Estimate J P
\ /
7 N 7 7 7
<ale Valué at Apportioned on the basis of sale value at split off
Spiltt Off
\ /
Sale value —
Total sales value of finished products
after further
processing
—] \. J
4 A\
AVErage unit Total process cost (upto the point of separation)
Cost Method Total units of joint product produced
—] \ J
Contribution . _ . _
Maroin Vv/C apportioned on the basis of Physical units and
J F/C as per contribution
Method
\. J

TREATMENT OF BY-PROPUCT COST IN COST-ACCOUNTING

1. When they are of small total value : credited to the Costing Profit and Loss
Account or deductions from the total costs.

2. Whew the by-products are of considerable total value: vegarded as joint products
rather than as by-products.



3. Where they require further processing: Total NRV 1S

/\

Swall constderable

As per 1 above As per 2 above

METHODS OF APPORTIONMENT OF JOINT COST TO BY-PRODUCTS

1.

Net realisable value method: The realisation on the disposal of the by-product
may be deducted from the total cost of production so as to arrive at the cost of the
veain product,

2. standard cost in Technical Estimates: may be determined by averaging costs

recorded tn the past and making technical estimates of the number of units of
original raw waterial golng tnto the main product and the number forming the
by-product

3. Comparative price: Under this method, the value of the by-product is ascertained
with reference to the price of a similar or an alternative material,
4. Re-ust basis: w some eases, the by-product may be of such a nature that it can

be reprocessed in the same process as part of the lnput of the process, n that case
the value put on the by-product should be same as that of the wmaterials
bntroduced into the process,

@1, Sellwell Ltd, Operates a chewdienl process which produces four products A, B, C
and D from a basic raw material. The company’s budget for a month is as under:

£4
Raw Material Consumption 1#,520
itial processing wages 16,240
itial processing overhends 16,240
Prooucts Production (kgs) Sales ) Additional proce

cost after split

A 16,000 1,09,600 28,800
200 5600 -

C 2000 20,000 16,000

b 3260 21,600 6600

The company presently tntends to sell prodluct B at the polnt of split off without further
processing, The remaining products A, B and D are to be further processed and sold,
However management has been aovised that it would be possible to sell all the four



products at the split off polnt without further processing and if this course was adopted,

the selling price would be as follows.

Products A B

Cc

D

Selling price per Kg. 4.00 28,00

.00

40,00

The joint cost are to be apportioned on the basis of sale value realization at the point of

split off.

You are requireol to

1, Prepare a statement showing apportionment of joint cost,

2, Prepare a statement showing the proouct wise and total budgeted profit or loss
based on the proposal to sell product B at the split off polnt and products A, C

and D after further processing,

=, Prepare a statewent to show the products wise and total profit or loss if the
alternative strategy to sell all the products at split off stage was adopted,

4, Recommend any other alternative which, in Your opinion, can norease the total
profit further, Caloulate the total profit as alse the product wise total profit or

loss based on your recommendation,

Solution: workings: Joint Cost

Raw waterial consumption 17,520
nitial processing wages 16,240
nitial processing overheads 16,240
Total 50,000
a. Allocation of Jolnt Cost
Method: Sale value at split off point
A B c D
Sale value at spilt off 16000 x 4 200 x 28 2000 X € 360X 40
_Jolnk Cost 50,000 in (64:5.6:16:14,4) 22,000 2800 2000 FR00
b, Profit Statement (sale after processing)
A B c D Total
Final sale value 1,09,600 5600 30,000 21,600 1,66,200

Less,




Pre Sepavation Cost 32,000 2800 000 F200 50,000
Post Separation Cost 28,800 - 16,000 6600 51,400
Profit 48,800 2800 6000 F800 65,400

¢. Profit Statement (sale at

Split off polnt)

A =3 c D Total

Sale value at split off &4,000 5600 16,000 14,400 1,00,000
Less,
Pre separation Cost 32,000 2800 g000 FR00 50,000
Profit 32,000 2800 g000 FR00 50,000
Processed further Not to process further
A 48,200 B 2200
D 7800 C 8000

Total expected net income is I
67,400




Chapter 12
Service Costing

Service costing / Product costing

services are tntangible anod cannot be stored

use of Composite cost wnits for cost measurement

Ewmployee (Labour) cost constitutes a major cost element than wmaterial cost.

Administration overheads are generally have a significant proportion in total cost

Service Cost Unit

4/’\>

Composite Cost Uit Equivalent Cost Unit

Absolute basts Covaneercial basis each grade of service s assigned a weight
and converted into equivalent units

COSTING OF TRANSPORT SERVICES: Transport organizations can be divided into
two categories viz, Goods transport and Passenger transport,

The cost unit for Goods transport organization is Ton- Kilometer — that means cost of
carrying one Ton of goods over a distance of one kilometer,

Cost unit for Passenger transport organization is Passenger- Kilometer - that means
cost of carrying one Passenger over a distance of one Rilometer,

R, AXA Passenger Transport Company is running 5 buses between two towns, which
are 40 ks apart. Seating capacity of each bus is 40 passengers, Following etatls ave
available from thelr books, for the month of April 20X9:

Amount (3)
Salary of Drivers, Cleaners and Conductors 24,000
Salary to Supervisor 10,000
Diesel and other Oil 40,000
Repairs and Maintenance 8,000
Tax and Insurance 16,000




1,44,000

Actual passengers carried were 75% of the seating capacity). Al the four buses run on all
days for the month. Bach bus made one round trip per day. CALCULATE cost per
passenger — Kilometer,

Solution: Working Note:
Total Passenger Kilometres =

Nuwmber of Buses X Distance X Seating Capacity X Used Capacity X Number of days
b the month X Number of trips

(@) SBuses X 40 kims, X 40 Seats X #5% X 30 Days X 2 Single trips (1 Round
Trip)

(b) 3,660,000 Passenger-Kms.
Cost per Passenger-Kim = Total costs + Total Passenger Kilometers

Statement of Cost per Passenger — Kim

Particulars Cost Per Cost per
Month| Passenger -
Km
A. Standing Charges:
Wages of Drivers, Cleaners and Conductors 24,000
Salary to Supervisor 10,000
 Taxandnswance | 00|
-~ Depreciaton 26,000
o mterest | 2000f
-———Total Standing Charges————————————— —— 96,000 ————— 0.267-

B. Running Charges
Diesel and other Oil 40,000 0.111




[ Totab 1,44,000 0.400

Cost per Passenger-Km =" 0.40

R2.ABC Transport Company has given a route 40 Rilometers long to run bus.
(@) The bus costs the company a sum of X20,00,000
(b) tt has beew insured at 3% p.a, and
(¢) The annual tax will amount to 20,000
(d) Garage rent is 20,000 per month,
(&) Annual repairs will be I2,04,000
() The bus is LiVeeng to last forsgears

(9) The driver's satary will be 30,000 per month and the conductor’s salary will be
25,000 per month in addition to 10% of takings as commission [To be shared by
the driver and conductor equallyl,

(h) Cost of stationery will be 1,000 per meonth,
(0) Manager-cum-accountant’s salary is TLF,000 per month,
() Petrol and otl will be Iz00 per 100 kilowmeters,

(R) The bus will make 3 up and down trips carrying on an average 40 passengers
ow each trip,

(1) The bus will run on an average 25 olags n a1 month,

Assuming 157 profit on takings, CALCULATE the bus fare to be charged from each
PaSSENGEY,

Solution: Working Note:
(1) Total Kilometres run per annum:

= Number of Buses x Distance x Number of days in the Month x Number of trips x
12 months

= 1 Bus x 40 kms x 25 Days x 6 Single trips (3 Round Trips) x 12 months = 72,000
kmes.

(2) Total Passenger Kilometres per annum:
Total Kilometres run per annum x Seating Capacity
= 72,000 Kms x 40 Seats = 28,80,000 Passenger-Kms.

(3) Petrol & oil Consumption per annum:



Total Kilometres run per annum x Petrol Consumption per KM

72,000 Kms x (500 / 100 Kms) =X 3,

Statement of Cost per Passenger - Km

60,000

Particulars Per Annum| Per Passenger -
Kilometer
A. Standing Charges:
Insurance @ 3% on "10,00,000 30,000
Annual Tax 20,000
Garage rent ("20,000 x 12) 2,40,000
Depreciation 4,00,000
_____ Salary of Driver (fixed party | 360000
_____ Salary of Conductor (fixedpart) | 300000
_____ Statonary | 12000
_____ Manager-cum-accountant'ssalary | 204000
————-Total Standing Charges ———————————+ ——-15,66,000 ——————— 0.5438
| B. RunningCharges: [ |
| DieselandotheroilwN-3) | 3eo000)
| _Commission to Driver* |~ 142000
————— (10%x2840,000x1/2) ("~~~
Commission to Conductor* 1,42,000
(10%x°28,40,000x1/2)
[~~~ TotalRunningCharges — 6,44,0000 0.2236
C. Maintenance Charges:
Repairs 2,04,000 0.0708
Grand Total (A+B+CQ) 24,14,000 0.8382




*Total takings = Standing Charges + (Running cost + Commission on takings)
+ Maintenance cost + Profit
Let Takings = X
Or, X = 15,66,000 + (3,60,000 + 0.1X) + 2,04,000 + 0.15X Or, X
- 0.25X = 21,30,000
Or, X = 28,40,000

COSTING OF HOTELS AND LODGES

Q3. A company runs a holiday home. For this purpose, it has hired a building at a rent
of 20,000 per month along with 5% of total taking. it has three types of suites for its
customers, viz,, single room, dowble rooms and triple rooms,

Following information is given:

Type of suite Number Occupancy percentage
Single room 100 100%
Double rooms 50 80%
Triple rooms 30 60%

)
Staff salaries 14,25,000
Room attendants’ wages 4,50,000
Lighting, heating and power 2,15,000
Repairs and renovation 1,23,500
Laundry charges 80,500
Interior decoration 74,000
Sundries 1,53,000

Provide profit @ 20% on total taking and assume 360 days in a year. Calculaye rent to be
charged for each type of room

Working Notes:

(i) Total equivalent single room suites

Nature of suite Occupancy (Room-days) Equivalent single



room suites
(Room-days)
Single room suites 36,000 36,000
(100 rooms - 360 days - (36,000 - 1)
100%)
Double rooms suites 14,400 36,000
(50 rooms - 360 days - 80%) (14,400 - 2.5)
Triple rooms suites 6,480 32,400
(30 rooms - 360 days - 60%) (6,480 - 5)
1,04,400

Statement of total cost:

)

Staff salaries 14,25,000
Room attendant’s wages 4,50,000
Lighting, heating and power 2,15,000
Repairs and renovation 1,23,500
[Laundry charges —— [~~~ ~80,500
Interior decoration | 74000
| Sundries—— —— 153,000
____________________________________________ 25,21,000

Total cost

26,41,000 + 5% on total takings

Profit is 20% of total takings

.. Total takings = %¥26,41,000 + 25% (5% +20

rent for single room suite

%) of total takings Let R be

Then 1,04,400 R = 26,41,000 + (0.25 x 1,04,400 R)




R4, From the followlng data pertaining to the year 20X8-X9 PREPARE a cost statement
showing the cost of electricity generated per kwh by Chambal Thermal Power Station.

Total units generated 10,00,000 RWh
)

Operating Labour 15,00,000

Repairs § maintenance 5,00,000

Lubricants, spares and stores 4,00,000

Plant supervision 3,00,000

Adwministration overheaols 20,00,000

5 kwh, of electricity generated per kg, of coal consumen @ T 4.25 per kg,
Depreciation charges @ 5% ow capital cost of  2,00,00,000,



Chapter 13 Standard Costing

Meaning of Standard Cost : Planned unit cost of the product, component or service
produced tn a period

PROCESS OF STANDARD COSTING

" Setting of Standards:

= Ascertainment of actual costs:

= comparison of actual cost with standard cost:

" Investigate the reasons for variances

= Disposition of variances:

COST V
Material varignse— —
SPX SR SP X SM SP X AR(C) AP X AR (C)
BV T e AN PRICEV __F
usage v
mbW COSTV
SRXST SR X SM SRXAT(W) SRXST(P)  ARXAT(P)

N .

Yield v mix v

—

tole thme v Rate

Efficlency v

SRX ST SR X AT (wW) AR X AT (W)

-

Fixeo overhead variance

COST V

SR X ST SR X AR (W) SR XRT SR X BT SR XAT(P)

S ——

FFICIENCY V CAPACITY V CALE V. BUDGET V

1. The standard cost of certain chemical mixture is as under :
40% of wmaterial A at I 20 per tonne, e0% of material B at I 20 per tonne,

A standard Loss of 107 s expected in production, 7he following actual cost data is given
for the period.



180 towmes material A at a cost of T 18 per tonne,

220 townes of material B at a cost of X 34 per tonne.

The wetght produced is 364 tonnes,

caleulate vaaterial variances,

Solution: Let Standard tnput be 100 tonnes

Data For Standaro

Standaro
Raw Material cuantity Standard price
A 40 20
B &0 30
Standard Output = 90
Data For Actual
Actual
rRaw Material Quawt’atg Actual price
A 180 18
B 220 34
Actual Out‘put = =64
SP X SR SP X SM SP X AR (C) AP X AR (C)
20 X 161,77+ = 20 X 160 = 20 X 180 = 12 X 180 =
2235,40 3200 2600 3240
30 X 242,66 = 30 X 240 = 30 X 220 = 34 X 220 =
FRF9.8 FR200 6600 F4L0

MLV = SP X SR - AP X AR (C)

A BR35,40 - 3240 =

B 7#279.8 - 7480 =




MPV = SP X AR (C) - AP X AR (C)

A BGOO - 3240 = 260 (F)
B 6600 - 7480 = 820 (A)
520 (A)

MUY = SP X S () -SP X AR (C)

364,60
A 2R3540 - 600 = (A)

B FRF9.80 6600 =  679.2 (F)
3152 (F)
MMV = SP X SM - SP X AR (C)
A B200 - 3600 400 (A)

B F200 - 6600 600 (F)

200 (F)

MYV = SP X SR -SP
XSM

A 323540 - 3200 35,40 (F)

B F279.80 - 7200 79,20 (F)

115,20 (P

&2, Following information is given regaroing standara composition and standard vates of gang of worker

Standard composition Standard hﬁur[g rate
10 men To0.625
5 wWomen 0,400

5 bogs 0,350




According to the givew specifications, a week consists of 40 hours and standard output for a week is 1000
units, in a particular week, gang consisted of 13 men, 4 women, 3 boys and actual wages were paid as

follows

Men @R 0.6 per hour
Wonen @T 0,425 per hour
Boys @R 0.325 per hour

Two hours were Lost tn the week due to abnormal Lole time, Actual production was 960 unlts tn the week.
Flno put

(a) Labour rate variance (&) Llabour mix variance
(¢) Labour Ldle time variance (a) Labour 8’L6LD{ variawnce

(&) Labour efficiency variance (A Labour cost vartance
Solution:

Data For Standard

Labour Standard Time Standard Rate
Men 10 X 40 =400 625

Wowmen 5 X 40 = 200 40
BOYS 5 X 40 = 200 35

Standard Output = 1000

pata For Actual

Labour Standaro Time Standard Rate
Mewn 13 X 40 =520 60

women 4 X 40 =160 425
Bogs 3 X 40 =120 325

Actual Output = 960

LCV = SR X ST -AR X AT (P)

Men 240 - 312 =

Women 76,80 - 68 =

BOYS 6720 -39 =

LRV = SR X AT(P) - AR X AT(P)

Mewn 325 - 312 =



womew &4 - 68 =

Boys42-39 =

LBV = SR X ST- SR X AT(W)

Men 240 - 308,75 =

Women 76,80 - 60,80 =

BOYS 67.20 - 39.90 =

LMV = SR X SM - SR X AT(W)

Men 23F.50 - 308.75 =

Women 76 - 60,80 =

BOYS 66.50 - 39.90 =

LYV = SR X ST - SR X SM

Mewn 240 - 237,50 =

Women 36,80 - 76 =

BoOYsS 67,20 - 66,50 =

LITV = SR X AT(W) - SR X AT(P)

Men 308,75 - 325 =

women 60,80 - 64 =

BOYS 39,90 - 42 =

ST = standard time for Actual Output
Men = (400/1000) X 960 = 284
Women = (200/1000) X 960 = 192
Boys = (00/1000) X 960 = 192
SM = sStandard Mix, Actual time worked in standard Ratio

(494 + 152 + 114 ) In 400:200:200; Men 380, Women 190, Boys 190

3. From the following caleulate the fixed overhead variances.

Budgeted Actual
No. of working days 20 22
Maw hours per day 8000 8400
Output for man hours in
Wnlts 1,0 0,9
overhead cost (X)) 1,60,000 1,68,000

Solution:




Budget

Actual

Fixeo overheaos

Hours
pays

Units

1,660,000

K00 X 20 = 1,60,000
20

1,60,000 x 1 = 1,660,000

1,668,000

8400 X 22 = 1,884,800
22

1,84,800 X 0,9 = 1,66,320

SR = Budget fixed Overheads / Budget Hours = 1,60,000 / 1,60,000 = X1

AR = Actual Fixed overheads / Actual Hours = 1,68,000 / 1,84,200 = 1680/1848 ST = Standard
thme for Actual output = (1,60,000/ 1,60,000) X 1,66,320 = 1,66,320 RT = (Budget Hours x
Actual Bays) / Budget Pays = (1,60,000 x 22) / 20 = 1,376,000

SR X ST SR X AT(W) SR X RT SR X BT AR X AT (P)
1X1,66,320 1 X 1,84,800 1 X 1,766,000 |1 X1,60,000 1680/184-8X1, 84,200
1,666,320 1,84,200 1, 76,000 1,60,000 1,68,000

Fixed overhead Cost variances = SR X ST -~ SR X AT (P)
1,66,320 - 1,668,000 = 1680 (A)

Fixed overheaods volume varianee = SR X ST - SR X BT
1,666,320 - 1,600,000 = 6320 (F)

Fixed overheads Budget variance = SR X BT - SR X AT(P)
1,660,000 - 1,68,000 = 000 (A)

Fixed overheads Calendar variance = SR X RT - SR X BT
1,76,000 - 1,660,000 = 16,000 (A)

Fixed Overhead Capacity varlance = SR X AT (W) - SR X RT

1,824,200 - 1,776,000 = 200 (A)

Fixed Overneads Efflclency vartance = SR X ST - SR X AT (W)
1,666,320 ~ 1,84,200 = 18,480 (A)



Chapter 14 marginal Costing

1, BEP (UNITS) = Fixed Cost/ Contribution per unit OR BEP (in ) / SP Per unit

2, BEP R) = Fixed Cost/ PV vatio OR BEP (inI) x SP Per unit

3. Sale units to earn desived Profit = Fixed cost + desired profit / Contribution per unit
4. Sale Xto earn desired profit = Fixed Cost + Desived Profit /PV ratlo

5, Contribution per Unit = SPper unit - VC Per unlit

&. PV Ratlo (profit Volume ratio) = Contribution / sales x100 OR
L. Contribution per unit / Selling price per unit x 100

F. Margin of sa{e’cg (units) = Actual sales in units - BEP sale tn units
g. Margin of safety ) = Actual sales in X - BEP salein

9. MS Ratlo = Margin of safety / sales x 100

10, Total sales = BEP sale + MES

11. Profit = Sale - VC - FC OR Contribution - FC OR Margin of safety ) x PV ratlo

12, General Equation : Sales - VC = FC + Profit OR Sales x PV ratlo = FC + Profit Contribution -
Sales -~ vC OR FC + Profit OR Sales x PV ratio

13, Before tax profits = After tax profits / 1- Tax rate
14, (f PV ratio is 40% of sales than VC ratio will be 60% of sales
15, PV Ratlo f information of two years are given = Change tn profit/ change in sales x 100

16, Cost BEP = Change in FC / Change bn VC Per unit

a. Decision criteria in case of COST BEP

3 17 Alternate
E)qsecteo! ‘pmductww 4

18, Alternate with less FC
Below Cost BEP

19, Any Alternate

Equals to Cost BEP




20, Alternate with less ve
Above COST BEP

18. overall BEP (UNITS) FC/ Welghted Contribution per unit
19. Welghted contribution per unit = Total Contribution /3 w
20, overall BEP R) = FC / Welghted PV Ratlo

21. welghed PV Ratlo = Total contribution / Total Sales x 100

22.If overall BEP Ls tn units than it will be divided in the ratio of W, tf it is in T than it will be
vatio of sales in

(a) Format Under Marginal Costing

Sales XXXX

Less, variable cost

Direct material XXXX
Direct Labour XXXX
Direct expenses XXXX
Variable factory overhead XXXX
Variable cost of goods produced XXX
+ opening stock of finished goods XXXX
-closing stock of finished goods XXXX
| [
Variable cost of goods sold XXXX

+ Variable administration overhead [ xxxx

+ Variable selling overhead XXXX

Total variable cost o Xxxx
Contribution XXXX
Less, Fixed factory overheads XXXX
Fixed administration overhead XXxX
Fixed selling overhead Xxxx

Profit XXXX




Format Under Absorption Costing

Sales XXXX

Less, Manufacturing cost of goods

sold XXXX

Direct material XXXX

Direct Labour XXXX

Direct expenses XXXX

Variable factory overhead XXXX

Fixed factory overheads XXXX

Manufacturing cost of goods XXXX

produced XXX

+ opening stock of finished goods XXXX

-closing stock of finished goods XXXX
. [

Standard cost of goods sold XXXX

+ Under Recovery o XXXX

-Over Recovery XXXX
I

Manufacturing cost of goods sold Xxxx

Gross profit XXXX

- Variable administration overhead XXXX

-Fixed administration overhead XXXX

- Variable selling overhead E

[ | [

-fixed selling overhead

Profit




1. The following data are obtatned from the records of a company

First year ) Second Year ()
Sales 80,000 90,000
Profit 10,000 14,000

Calculate BEP
Solution: P/V Ratlo = (Change tn Profits / Change tn Sales) x 100
Change in profit 14,000 — 10,000 = 4000

Change in sales 90,000 - €0,000 = 10,000

(4000 / 10,000) x 100 = 40%
Sales x P/V Ratio = Fixed Cost + Profit
Ist Year
80,000 x 40% = Fixed Cost + 10,000
Fixed Cost = 22,000

BEP = Fixed Cost/ PV Ratlo22,000 / 40% = X 55,000

Q2. XY Uwmited has been offered a choice to buy machine A or Machine B, From the following data,
you are required to Compute :

(d) Break even polnt for each of the wmachines,
(e) The level of sales at which both machines earn equal profits,

(f) The range of sales at which one Ls wore profitable thaw the other Machines

A B
Annual output (bn units ) 10,000 10,000
Fixeo cost (X)) 320,000 16,000
Profit at given level of production (%) 320,000 24,000

The market price of the product is expected to be T 10 per unit.

R3.XY Ltd, makes two products X and Y, whose respective fixed costs are 1 and Fo, You are



given that the unit contribution of Y s one fifth less than the unit contribution of X, that the

total of Fr and Fz s X 1,50,000, that the BEP of X s 1,800 units (for BEP of X Fz s not consideren)
wnits is the tndifference polnt between X and Y. (L.e. X and Y make equal profits at 3,000 unit
volume, considering thelr respective fixed costs). There is no inventory bulld up as whatever is
produced is sold,

Required : Finod out the values FL and F2 and units contributions of X and Y,

4, My, X has X 2,00,000 Lnvestrents in his business firm, He wants a 15 per cent return on
his money. From an analysis of recent cost figures, he flnds that his variable cost of operating
ls €0 per cent of sales, his fixed costs are X 20,000 per Year. Show computations to answer

the following questions:

.  what sales volume must be pbtained to break even?

I, wWhat sales volume must be obtained to get 15 per cent return on investiment?

IV,  Mr. X estimates that evewn if he closed the doors of his business, he would ineur X 25,000
as expenses per Year, At what sales would he e etter off by locking his business up?

R5. WONDER. LTD, manufactures a single product, ZEST, The following figures relate to
ZEST for a one-year period:

50% 100%

Sales and Production units 400 g00
Sales % 2,00,000 R 16,00,000
Production Costs:

- variable 3,20,000 &,40,000

- Fixed 1,60,000 1,60,000
Selling and Distribution Costs:

- variable 1,60,000 3,20,000

- Fixed 2,40,000 2,40,000

The normal Level of activity for the year ks 00 units. Fixed costs are incurred evenly throughout
the year, and actual fixed costs are the savme as budgeted, There were no stocks of ZEST at
the beglnning of the year.

(. the first quarter, 220 units were produced and 160 units were sold,
Required:
(@) What wouldl be the fixed production costs absorbed by ZEST if absorption costing s used?

(b) What would be the under/over-recovery of overheads during the period?
(¢) what would be the profit using absorption costing?
(d) what would be the profit using marginal costing?



Chapter 15 Budgetary control

Fixeo / Flexible budget : fixed budget is a budget designed to remain unchanged trrespective of
the level of activity actually attained .

Flexible budget ts a budget which by recognizing the difference between fixed, semi-variable and
varinble cost is designed in relation to Level of activity attained

Long term budget: Prepared for a perlod longer thaw a year, helpful in business forecasting and
forward planning, capital expenditure budget and R § D budget are examples of Long term budget.
Short term budget: prepared for period for less than a year, cash budget ts an example of short

term budget; such types of budgets are prepared in cases where a specific action has to be immediately
taken to bring any variation under control

Q1. A department of Company X attains sale of * 6,00,000 at 20 per cent of its normal capacity and its expenses
are given below:

Adwinistration costs: R
Office salaries 90,000
General expenses 2 per cent of sales
Depreciation F500
Rates and taxes g F50

Selling costs:

Salaries g per cent of sales
Travelling expenses 2 per cent of sales
Sales office expenses 1 per cent of sales
General expenses 1 per cent of sales

Distribution costs:

wages 15,000
Rent 1 per cent of sales
Other expenses 4 per cent of sales

PREPARE flexible administration, selling and distribution costs budget, operating at 90 per cent,
100 per cent and 110 per cent of normal capacity.

Solution Flexible Budget of Department....of Company ‘X’
80% () 90% () 100%(X) 110%(R)
Sales 6,00,000( 6,75,000( 7,50,000| 8,25,000
Administration Costs:
Office Salaries (fixed) 90,000 90,000 90,000 90,000
General expenses (2% of Sales) 12,000 13,500 15,000 16,500
Depreciation (fixed) 7,500 7,500 7,500 7,500




Rent and rates (fixed) 8,750 8,750 8,750 8,750

(A) Total Adm. Costs 1,18,250| 1,19,750] 1,21,250( 1,22,750

Selling Costs:

Salaries (8% of sales) 48,000 54,000 60,000 66,000
Travelling expenses (2% of sales) 12,000 13,500 15,000 16,500
Sales office (1% of sales) 6,000 6,750 7,500 8,250
General expenses (1% of sales) 6,000 6,750 7,500 8,250
(B) Total Selling Costs 72,000 81,000 90,000 99,000

Distribution Costs:

Wages (fixed) 15,000 15,000 15,000 15,000
Rent (1% of sales) 6,000 6,750 7,500 8,250
Other expenses (4% of sales) 24,000 27,000 30,000 33,000
(C) Total Distribution Costs 45,000 48,750 52,500 56,250
Total Costs (A + B + C) 2,35250( 2,49,500| 2,63,750| 2,78,000

R, Float glass Manufacturing Company requires You to PREPARE the Master budget for the next year fro
information:

Sales:
Toughened Glass R &,00,000
Bent glass % 2,00,000
Direct material cost &0% of sales
Direct wages 20 workers @ I 150 per month

Factory overheads:

tndirect Labour —

Works manager R 500 per month
Foreman T 400 per month

Stores and spares 2.5% on sales



Depreciation on machingry T 12,600

Light and power < 3,000

Repairs and wmaintenance 3 2,000

Others sundries 10% ow direct wages
Adwinistration, selling and distribution expenses R 36,000 per year

®3. Following data is available for DrG and

Co:
Standard working hours 2 hours per day of 5 days per week
Maximum. capacity 50 employees
Actual working 40 employees

Actual hours expected to be worked per four week &,400 hours

58
Stal, hours expected to be earned per four weeks g,000 hours
Actual hours worked in the four- week period 6,000 hours
Standard hours earned in the four- week period F,000 hours,

The related period (s of 4 weeks, n this period there was a one special day holiday due to national event,
CALCULATE the following ratios:

(1) Efflclency Ratlo, (2) Activity Ratio, (3) Calendar Ratlo, (4) Standard capacity Usage Ratio,
(5) Actual capacity Usage Ratlo. (&) Actual Usage of Budgeted Capacity Ratio.

Solution; Maximum Capacity in a budget period
= 50 Employees x 8 Hrs. x 5 Days x 4 Weeks = 8,000 Hrs.
Budgeted Hours

40 Employees x 8 Hrs. x 5 Days x 4 Weeks = 6,400 Hrs.
Actual Hrs. = 6,000 Hrs. (given)

Standard Hrs. for Actual Output = 7,000 Hrs.

Budget No. of Days = 20 Days = 20 Days (4 Weeks x 5 Days)

Actual No. of Days = 20 — 1 = 19 Days

7,000 hours
1. Efficiency Ratio = Standard Hrs x100 = x100 =116.67%
L

Actual Hrs 6,000 hours



7,000 hours
Standard Hrs

2. Activity Ratio = x100 =- x100 = 109.375%

Budgeted Hrs 6, 400 hours
) ) 19days
) Available working days
3. Calendar Ratio = x100 = <100 =95%
Budgeted working days 20days

Budgeted Hours

4. Standard Capacity Usage Ratio = Max. possible hours in the budgeted period x100

6,400 hours
= x100 = 80%

8,000 hours

Actual Hours worked

5.Actual Capacity Usage Ratio = Max. possible working hours in a period x100
6,000 hours
= 8,000 hours x100 = 75%
_ _Actual working Hours
6. Actual Usage of Budgeted Capacity Ratio = %100 Budgeted Hours
_ 6,000 hours

x100 = 93.75% 6, 400 hours

Q4. Action Plan Manufacturers normally produce £,000 units of their product tn a month, tn thelr
Machine Shop. For the month of January, they had planned for a production of 10,000 units.
owing to a sudden cancellation of a contract in the middle of January, they could only produce
6,000

Wnits n Janunry.

Indivect manufacturing costs are carefully planned and monitored in the Machine Shop and the
Foreman of the shop is paid a 10% of the savings as bonus whew tn any month the tndirect
manufacturing cost incurved is Less thaw the budgeted provision.

The Foreman has put bn a clabm that he should be paid a bonus of X £2.50 for the month of January.
The Works Manager wonders how anyone can clabm a bonus when the Company has lost a sizeable
contract. The relevant figures arve as under:

Indirect manufacturing Expenses for a Planned for Actual Cost in

Expenses normal month January January




Salary of foreman 1000 1000 1000
Indirect Labour 720 900 600
Indirect Material 800 1000 700
Repairs 600 650 600
Power 800 875 740
Tools consumed 320 400 300
Rtaes and Taxes 150 150 150
Depreciation 800 800 800
Insurance 100 100 100
5290 5875 4990

Do You agree with the Works Manager? Is the Foreman entitled to any bonus for the performance
in January? substantiote Your answer with facts and figures.




