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PREFACE

. Thisbook deals with thc toplcs in Cost Accountancy included in the syllabus for the
Third YearB. Com.ie., programme otferedby the Dr.B.R. Ambedkar Open University. These
topics generally cover the 'core’ area of the subject to be studled in the Third Year of the

" Three Year Degree Course in Commerce (B.Com. i.c.;). The syllabus for the sake of

convenience is divided into Blocks, each of ‘which comprises a number of Units. Each Block
generally covers a specific area of the subject. The units are prepared by specialists in
accordance with a format so designed as to enable the student to study and understand them

- without much difficulty. Each unit begins with aims and objectives followed by contents. At

the end of each unit, model examination questions are given to test the student’s comprehension
of the subject matter. Technicalterms with which the student may not generally be familiar are
given at the end of each unit under the head "Glossary”.

Cost Accountancy is apowerful managcnal tool for decision making and control. In

.- “%iew ofthe practical use of the knowledge of Cost Accountancy to the students of Commerce.

Cost Accountancy is offered as one of the optional courses in B.Com., Third year.

The course material for the sake of convenience is divided into 6 blocks, which are
further divided into 28 units. Block one deals with the fundamental aspects of Cost

~ Accountancy i.e., nature, scope, etc. The second block covers the important components of

" snigterial and labour cost. While the third block is devoted to a detailed discussion on overheads.

Block four deals with methods of: costing and the cost contro] techniques are discussed under
block five. Finally, the last block presents typical revisionary problems relating to blocks II-V
1nwder ot equ1p the student better.

'Ihe Umvemty hopes that thls material will help the student to get acquainted with the

 principal issues ifi ¢ Accountancy, which make for its d.smlcuvcncss and 51gmﬁcancc
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16.0 AIMS AND OBJECTIVES

The aim of this unit is to explain the variotismethods of costing used in different industries |
for the ascertainment of cost of production. It discusses the features and relative merits and
limitatigns of each method of costing and their application to various industries. : - -

After reading this unit you will be able to *

®  explain distinetive features of each method of costing.

. ®  understand , the-application of each of these cdﬁting met_héd to various categories of
7 Hdustries and, - - S - _

Do e n& , . ) . . N
o 1dcrfﬁfyw1mye merits and demerits of each method of costing.

~ 16.1 INTRODUCTION

: There are different methods of costing which have been designed to suit the needs of -
. individual businesses. Unit Costing, Job Costing, Contract Costing Process Costing and Operating -

Cesting are the principal methods adopted by different business enterptises as per their
_requjrements, The basic principles underlying these methods are the same for all of them. All
thesé tmethods are intended to collect and analyse the expenditure according to the-elements of
costs and to determine the cost for each cost centre of cost unit. The basic criterion for cheosing

a particular method of costing is the nature of the manufacturing operation carried out or the
service rendered by the concemn. - L S : e

In this lesson, we- shall briéﬂy discuss the features, merits and limitations of different
costing methods. In the lessons that follow a detailed -discussion of each method of costing is

s



16.2 UNIT COSTING &

~ This is a method of costing which can be adopted in the industries having continhoiis
- production, the units of which are identical 1 and standardised. In other words, it is a method of -
costing by the units of production. It is a simple method having the total cost is divided by the
number-of units produced to determine the unit cost. An important characteristic of unit costing
is the repetitiveness with which the same unit or output is produced throughout the opefation.
Accounting and control, therefore, can be related to the unit of the output as such. Lo

In unit costing it is possible to have more than one unit , each different in size or finish .
Umt_ costing can be operated so long as there are common phases at the end of which a commen
identical unit of output is the outcome,

Features of Unit Costing
The following are important features of Unit Costing. -

i) Unit costing is adopted in undertakings engaged in the production of one type of
~ product or a few grades of the same product.

i) This method is largely used where there is continuous production the units of which
are identical The ultimate unit at the end of manufacturing is homogeneous.

iii) Units can be measured by a common unit. Costs are collected periodically and the
cost of unit can be Known at any point of time by dividing the total costs by the
number of units produced. When several stages or operations are involved before the
end product is reached, there is a fair degree of homogeneity and uniformity even in
respect of the stage wise output in the system. ' :

iv) Services , facilities and inputs required either at the beginning or at interim stages of

" operation are common to the total output of each phase of operation including the final
 phase of manufacturing. B _ _-

v) There is a specific conversion ratio between the inputs and output or the ultimate units
at interphase points as well as in the finishing stage. _

vi) The ultimate unit needs to be easily identifiable or measurable in units or in quantity or
in recognizable and measurable service units. _ ' _ .

Vi) O.verhead rates are generally charged ata predetermined rate. This method ig applicable
to industries like fisheries , timber manufacturing , planation industry, _!_Jpck K11n§, cement
works, breweries, etc. Unit costing can also be appliedtoa found_r‘y or extrusion plant
turning out different products. o -

Merits _ _
iYtisa simple'meﬂxod and the computation unit cost is €asy. |
i), Ttis highly useful to industries like collieries, braveries, sugar mills, etc.

"jii) Charging of costs to the production is easy under this method. For cxg.mple ¥ there is
oné product, the raw-materials consured can be directly charged t0 production.
Limitations | ] |
The 1imitétions of unit costing are as here under: _ |

© i) This method is suited 10 industries on which the units are homogenous or Gan be

' measured by 2 common unit . it cannot be applied to industries which are characterised
by a series of processes of production of Joint-products and by -products.



i) + T unit costing sthe treatment of stock is difficult.
' m) Unit costiﬁg does not provide for effective managerial control.
* Cheek Your Progress - 1 - ;
1. Where do you apply Unit Costmg ? .

.16.3 JOB COSTING

In Job Costing as its name indicates , the job is taken as the unit or cost centre . The jobs

“may be repetitive or unique. The jobs need not be identical. But jobs are to be clearly demarcated
so the the expenditure on each job can be minimised. The job can be small or large, single or a
combination- of a number of jobs; The main prmcnplc underlying this method is that there should
be a fair degree of 1dent1ﬁcat10n of a task or job starting from the input stage till the end of it. -

- Job costirig is appropnate for jobbing factories, assembly and sub-assembily job operations.

. Injob costing, each job or order is given a separate job order number. Usually, there is complete
departmentalisation of the factory . Direct material cost, direct labour cost and direct expenditure
are charged directly to the cost centre or the job order. Indirect expenditure is collected by
service departments and apportioned to the concemed departments. The production department
overheads are allocated to job orders on su1tab1e bases such as dlrect labour hour and machine
hour. :

Features
.- 'Fhe. main features of job costing are summansed as here under:

1) The production is always against the customcr's orders and not for stock and sale,
Each job.is characterised by a set of features and therefore needs special attention.
Each job is taken as a separate cost unit and a separatc job account is opcned for it in-

-,, the work-i in-process ledgcr

K .-ﬁ.) f?%e production plannmg department prepares a suitable design for each product orjob
‘when afi-order is received. It estimates the requirements of matérials, tools, etc., for
each ordermid plans the operatzons needed for executing the job.

m) It is necessary to prepare a _]Ob order. It should contain mstructlons to various
departments, besides detailed information regarding the quantlty to be manufactured
_details of materials, operations, etc.

.. ) The costing department allots a separate nmnber to cach job and opens a ]Ob cost
-~ sheetforit. A jobcost sheet is prepared separately for each job regardless of the time
* taken for its completion. As amounts are expended in connectlon with the job, cntnes

are made in this sheet. - :

v)  After the _]Ob is completed the _]ob account and the Work—m-Process Ledgcr are closed -
by transfer to the finished goods ledger '

Vi) Respmsnb:hty for accounting at the shop ﬂoor and at the mlddle management level
can be easily traced to the number of jobs completed, their quality and costs.




vit) Averagipg of Fbs.ts of approximations between different jobs is not ne:edcd; which is
helpful in achieving accuracy and reliability of costs. o
The following are the advantages of job costing: o
) Job costing _presents a detailed analysis of material cost, labour cc};;t} and overhead
cost. As the job cost is available daily ,weekly ,or by -weekly, and so on, it enables the

‘management to watch the behaviour of different costs and to control the operations
and improve the efficiency.

i) Under this method, the management would be able to know which of the jobs are
more profitable, which of them less profitable and which are incurring losses.

i) Ithelpsin the planning of future production, since it provides a basis for estimating the
cost of similar jobs. Aftera job is completed, the actuals can be compared with the
estimates for the purpose of controlling costs. . . '

1v) The adoption of predeterﬁii_ned overhead rates in job costing necessitates the uée of |
budgetary control of overheads with all its advantages.

v) Jol:_; costing is helpful to the identification of spoilage and defective work and to the
fixing of the r’esponsibility on departments or individuals which enables the management
to take effective steps for minimising spoilage and defective works.

vi) Since Job Costing provides cost data, the management can detetmnine the contract
price based on the cost-p!::s formula. ' ' IS

- Limitations | -

"The limitations of Job Costing are as here under:

i It involves a great deal of clerical work such as the recofding of the cost of materials
issued, cost of labour engaged and overheads chargeable to each job. This adds to the
cost and makes it expensive. :

i) As the recording of a large aumbers of transactions takes place almost every day,
errors of recording may occur. ' R '

iy Job costing does not provide for the control of costs unless it is used with the estimated
or standard costing system. ' o ) o

i  Determination of predetermined overhead rates may involve the budgeting of _overhcad
expenses. But budgetary control would not comp_lete since'it may not be extended to
labour, material and selling and distribution expenses. o

Batch Costing : This is an extension of job costing. A batch:r’__‘iiay 'represcn_t a number of
small order passed though the factory in batch , Each ba_tqh_i's‘ treated as a unit of cost and
separately costed. The cost per unit is determined by dividing the cost of the batch by the
naumber of units etc., produced ina batch . Thismethod is mainly applied in biscuits manufacturing,
pharmaceutical industries. - \

16.4 CONTRACT COSTING
Contract costing is another method of costing which deals with the ascertainment of the
 cost of a contract, methods of control , appraisal and improvement which aims at the most
efficient contract management . Contract costing is also known as T_ermir_lal costing, the work,
terminal’, signifying a finality . o -
Contract cosﬁng is applied to industries engaged in building or other construction _work
4 likeroads, projects, dams, ships, and firms engaged in the ercction of heavy plar}t and machmery.

SRS e



7¥here are many mnnlantles between job.cosnng and contract costing, since the contract -
wa specral type-of job. Under both these methiods, the unit of the task is the centre of cost
collection, costascertainment an d cost control ;However, there are certain dlstlﬂCthI'lS between
job costmg and contract costing. They are as here under : :

e a contract, large resources are; prodommant and are deployed on the individual
~- contract. It is not so in the case of . job becausé many common resources of a
speccialised nature are procureds md deployed for use in a number of jobs.

- i) Usually, there are many jobs undertgken in a job-order factory. In contrast, contracts
or projects handled by a firm or factory are relatively few. : :

m) - Since there are a few elements of cost, the problenis pertaining to the colleCtion,
analysis, apportionment and allocation as well as control of costs are not as many in
contract or terminal costing as in j ob costing.

iv) “ Jobs are ususally located or performed w1th1n'thc factory premises. Contracts are
generally location-bound, making Slte operanon an 1mpoﬂant elcrncnt in contact costing
" control and management. :

v) The control system in job costing can: bc standardised by work and methods study ,
time planning, controlling machine operation, idle time and so on. In a contract the
control device needs to be worked Gut individually for the dszercnt phases bascd

- d]rectly on the umque requxrcment of the contract.

o T&dﬁatm:s of contract costlng are to some. extcnt special or pecuhar to the system,
The 1mportant features are as hcre under: :

i)  Each contract is takenas a project. Hence , it is necessary to havea feasibility rcport :

- aswell as a detailed project report . Usially, the first component of such.a report is the
- selection of site and its preparatlon The contract or project has to be executed at a
_ glvtn site, TR : :

iy A large riumber of facﬂmcs are reqmred in huge quantities for the efficient execution
of a contract. These facilities include manpower, management, services, utilities, etc.

ifi). While select:mg these facilities, balancmg has to be made bctwccn the size of investment
. and its returns.

U me*mhe essence of all major contracts and pro;ects -

v) The phasmg of 2 project in viable components is highly essential. Various categorles 3
- of technical scrvmsm often involved as part of the project contraet, .-

~vi} The treatment of plant and equipment has to be specially suited to the needs of the :
contract takmg into con31derat10n their rcqu:lrement for the project and the ut:lhsat:ron

‘Merits

: 1) - Contract costing is easwr than _]Ob costing as most of the expend:tm'e is dlrectly, charged
© to the contract. _ : .

i) Incontractcosting thereis no need for maintaining scparate books for cost accountmg,

" asthe ﬁnancxal books can be recast to provide sufficient information for costing purpose..

. For every contract a separate account will be opened in the ledger and the contract

~will debited w1th all direct expendtture and with a proportzonate share of indirect
‘expenditure.” :




1ii) A c;ontracf is reqmred to be compieted by a particular date failing which penalties are
levied. As such'the contractor prepares a time schedule for the execution of the entire

work 5o that the work can progress systematically and abnormal expenditure like idle
machinery ,idle time etc., can be avoided. : o

iv) It ig desirable under the contract costing method to calculate the standard cost at
vanousllevels of construction; and comparison of such calculation with the standard
costs will help in controlling and reducing the cost. ' o

ol " The basic limifation of contract is that it is applicable to building and construction operations'
y- . . . . )

Check Your Progress -2
1. What are the features of Contract Cbsting? o
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16.5 PROCESS COSTING

Process Costing is also a method of costing in which the product passes through a series
of operations or processes till itis completed. The output of each process directly passes inito the
next process till the end-product is achieved. I process costing the unit of cost is the process

‘while in job or batch costing each order, job, or batch is the unit around which costs calculated..

Process costing is suitable for industries where the final product is the result of a series
of processes following one another till the completion of the end-product. The principal industries
adopting process costing include chemicals, refineries coal washeries, zink melting, soap making,
leather, timber , etc, An important feature of the industries using process costing is that the raw-
materials are gradually converted into finished products through different processing stages.
Features ' '

The salient features of process costing are as here under:

i)  The production process is continuous and the end-product is the result of a series of
processes. The finished product of one process becomes the raw material for the next
. process. _ _
#) The produ;:ts are homogeneous and the units produced-are identical and standardised.
iy The sequence of operations for the processing of production is. specific and pre-
- determined. :
iv) Costs are collected process wise and the cost of the unit at the end of manufacturing
~ process can be known easily and readily. . : R o
. v) By products or joint products arise at one Ot in several processes mthe course of
. manufacture. -
o vi) Inmostofthe processing industries, the nmnufa;imring process is continuous with or
" without pre -fixed targets and the job is largely a function of time.
ii) Si y process of ¢ is usually the raw material of a successive
| _Vll) miﬂ c: ﬁﬁm the pricing principles and met)liods have to be decided for inter -
-process transfers. S _



Merits :
The followmg are the advantages of pmcess costmg _
i) ~Process costmg makes it possuble to compute the cost penodlcally, say, at the end ofa

month, quarter ,etc. -
. ir) * This method is simpler and easy compared to ]Ob costing. It 1nvolves relatlve!y less
clerical effort and expenses. :
- i)  Asthe budgeted figures and actual are available for each. process managerial control
- is comparatively easy and effective. -
" iv)  Underthis method the volume of doctunents and the statistics is much less than in the

case of job or batch costing.
v) In this method the computatzon of average cost is easy 1f the products are
homogeneous. '
Limltations '

* Process costmg has the folIowmg d:sadvantages

' 1) This method sets forth the average cost for a unit. But the average cost is not of much
use for the purpose of detailed analysis and the evaluation of operational efficiency .
Further, since, the umts are not fully homogeneous, the average costs are not always

_ accurate. : :

- ). Since costs are avallable ona hlsttmcal basrs they are not of much use to managenal
i), Inthe case of" productxon of Jomtproducts, apportionment of joint costs among various
products becomes difficult under process costing.

iv} For valua'oon of work-in-, process, estimation is involved for deterrmmng the stage of
completion which reduces the accuracy of cost figures.

N Clleck Your Progress - 3
' What are the merits of Process Costmg ?

LT TP

16.6 OPERATING COSTING
Operating costmg method isswtahle for mdustnes which render services as distinct from

> tlmsewhlc«hnmnufacturegoods ﬂustsapphedmtmsportmﬁemhngs,powersupplyconmames

_services, hospitals ,hotels etc., This method is used to ascertain the cost of services rendered.
For this purpose opmtmgcostsheetlspreparedforeachoperatton There is usuaily a compound
unit in such undertakings, eg. tonne-kilometer( transport undertakmgs) Kl]owatt— hour_ (power

. supply), and patlent day (hospltals) : o

- 16 7 opERA.._,_{_]ON COSTING

" This. costin_gf' d 2ims at ascertah:rmg the costs of esth | e in place of cach
- Pi'ocess On this mu : assumptmn :sthatoutput xsaeh:evedﬂumghanumberofd:ﬁ'mt _




16.8 MULTIPLE COSTiNG

Applying more than one costing method to a product is known as Muitiple Cosﬁng‘. This
method is used in those concerns or industries where the nature of the product is complex, such
as motor cars, aeroplanes etc., On such cases costs are accumulated for different eomponents
- making the final product and then totalled to ascertain the total cost of the product. '

16.9 SUMMING-UP

For ascertaining the cost of production/ or service, various methods of; costing are employed.
The suitability of each method of costing depends on various consideration. It primarily depends
on the manufacturing process and also on the methods of measuring the departmental and
finished products. Basicalily, there are two methods of costing, viz., a) job costing and by ph)cess
costing. Job costing is suitable for industries manufacturing different products or executing
different jobs for different customers according to different specifications. Process costing is
suitable for industries when production is continuous and units are identical. All other methods
of costing are improvements, extensions or combinations of the above two basic methods.

16.10 CHECK YOUR PROGRESS: MODEL ANSWERS

1.1  Unitcosting is applied in mines, quarries, oil drilling, cement works, brick works etc,

21 The features of Contract Costing are as follows -
i)  Each confract is taken as a project. :
i) The Contracts may be completed in more than one year.
i) Sub-Contracts may be employed. ' "
.iv) The Contract price is normally estimated in advance.
v) Plant and equipment may be purchased or hired
3.1 The following are the merits of Process Costing:
i) The Computation of average cost is ;asier. -
i) The costcanbe calculated periodically
i) The clerical efforts and costs are lows.

iv) Effective control over production can easily be exercised.

16,11 MODEL EXAMINATION QUESTIONS

A Answer the following in about 30 lines each _ |
1. . Discuss briefly, different methods of costing and their application to different industries
_ with suitable examples. o o
2. What are. the features of process costing and explain its merits and limit_a_t_ion. _

What is job costing ? What are its features? How it is different from batch _cr:osti'ng._

R



B. Answer the follswing in aboutls Hnes eleh
1 Explamﬂl:feattmofmncostmg. y '
2. - Whatare advantages of job costing?

3 Indlcaﬁeﬂlefcamresofpmcesscosung

4 Stavethenmtsofcontmctoostmg |

5 WnteanoteonOperaung oostmg

" 16. 12RECOMMENDED nooxs

L SPJam&KLNarang B 'AdvancchostAccotmtmg -
2. PK Ghosh T CostAccountmg
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1613 GLGSSARY BRI
Uit Cosﬁng o Costing is am@a.of'casﬁng by the units of
qutracg Costing o S "Commct Costmg is & method of costing whlch deals
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Process Costing : Prooess Cosimg is a method of costmg in whlch the
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Ta L : corrq:leted -
OP“' ating Cnsting - _©_ Operating Costing is a method of costing which is
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170 AIMS AND OBJECTIVES

The aim of this unit is to explain the définition and meaning of unit costing, its main
features and application to various Industries. Preparation of cost statement to ascertain total
cost. and the cost per unit and preparation of Quotations or Tenders. - -

- After reading the unit, you willbe ableto: . .

 explain the meaning of unit costing - |

identify the main features of unit costing and its application to various industries

' 1dent1fy the sources ﬁ'omwh;ch cost dataam collected and. S
prepare Cost Sheet, Quotations or Tenders

17.1 INTRODUCTION

" pot only in size ,but also in the nature of production. As

It has been pointed in the foregoing section that the various procedures adopted for

measurement of production have resulted in different methods of costing. Business units differ
such, they have to adopt different

procedures for measuring their production . Accordingy, their methods of costing should be

different.

172 DEFINITION

10

Unit costing also known as ‘Single or Qutput Costing), is defined as a method of co;ﬁng
lied to ascertain the cost per unit of production where standard products are manufactured.

| In the words of J.R,Batliboi, 'Single or Output cost system is used in business where a standard

product is turned out it is desired to find out the cost of a basic unit of production’.,



'17 3 MAIN FEATURES AND APPLICATION

The main feanm:s or the workmg charactenstlcs of thls method are
1’} Produotlon should be umform and a contmuous affalr 5 B
i) “The units of produetion should be identicals;
i) The cost units shoutd be physical and natural”

Therefore this method is applcable o mdustnes like collieries , cement works, iron

- foundries, paper mills, brick works, quarries; flour mills, textile mills etc. The cost units are per
unit, ton, per metre, per ib, perthousand, etc. :

The main object of this method is to find out the total.cost of te product, the cost per unit

of output -and analyse the expenses by its nature, to classify them and to find out hiow each _

element of the cost contrlbutes to the totat cost of product
Check your progress-1
1. State the main features of Umt Costmg

17 4 COST RECORDS AND COST ACCUMULATION

The Unit Costifig method does riot demand eleborate cost records- by accunmlahon of
cost under each head of expenditure is necéssary for ascertaining the total cost of each element.
Under this system, the relevant cost data are collected from various récords; (e.g.; Materials}
Abstzact, Wages Abstract, Time Records and( Cost Ledgers), are totalled and divided by the
numbr-of units produced to find out the cost per unit. This does not mvo]ve any special problem
and also does not, require a separate set of recotds for cost accounting . the financial accourits
themselves can be made in such a- way as to fumish all the necessary information regarding the
materials used (as regards both quantity and va}ue) direct labout, dlrect expensecs and 1nd1rect
exmmes for each period.

17 5 PREPARATION OF COST SHEET, PRODUCTION
ACCOUNT AND TENDERS

- A.COSTSHEET:

According to ICMA Londen, “Cost Shect isa document which provxdes forthc assernb]y |

ot‘ the detailed cost of centre or 2 cost unit”. It is periodical document which is prepared weekly,
forhughtly, monthy or quarterly Cost sheets are prepared for the use of management to

) ﬁx the selhng price of the product
) compare the costs of any two penods and
i) to ascertam the efliciency, if any, in production.

N The total cost is divided into Prime Cost, Factory Cost Office Cost, and Cost of Producnon
The cost sheet presents the total as well as per unit production during that period. 'I'he cost sheet
can bc drawn up w1th as rnany detalls regarding costs as may be required.

H
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Nol-CostExpenses : L S T
" The following expenses are excluded from the computanon of total oost.

Sale/Purchase of fixed assets, loss / profit on sale of ﬁxed assets, goodmll and prelnmnaty
expenses written off, expenses of raising finance like premium / discount on issueof shares'/
debentures, brokerage, under writing commission, cash discount mtemst on debenturs #fid bank

" loans, mtc[est or rent received, reserves, mcome- tax dmdends, bonus donatxons, chanty eic.

. SPECIMEN-1
Cost Sheet for March, 2002 o
| " (Ot 1660 Topees)
Putoulrs Costper | Tow
| | | ' Ton . ~ Cost
- Direct Materials : . | __ o |
Opening Stock of Raw Materials — Rs. = Rs.
Add : Purchase of Raw Materials x;x'
' XXXX

Less : Closing Stock of Raw Materials XXX B
Cost of materials consumed x XXX
Direct Labour _ XX XXX
Dlrect or Chargeable Expenses - XX _ XXX

(a) Prime Cost T XXX
Works overhead or Factory overhead xx x

(b) Works Cost | XX XKk
Office and Administration Overhcad XX xxx

(c) Cost of Production - XXX - XXX
Selling and Distribution Overhead xx o

(d) Cost of Sales XXX XXX
Profit ' XXX XXX

* (e) Selling Price XKK | X

 Cost statements : Where a statcment is prcparcd to show the total cost and the profit or
loss,butwhereltwnotdcsmdto find out cost per ifem of expense, the statement so prepared
is the Statemient of Cost.” With this staterneat, the cost per unit can be ascertained by dividing

: ﬂwmﬂmtbythemmbﬂofmmdweiMwmemnmts , pet centages of component

commmbcreckmedmthem:sofmuloost e.g. pmmugeofl’nmCostmdm
on the total cost, percentage of Factory Overhead on the Total cost, etc., Sirnilarly,

of Gross Profit or Net Profit on umover, cmnlsobcworkedmnforthepurposeof -

.coﬂcmdwoutcmm

Different types of Co.st Statemm The follovnng are the different types of cost
statements:
ﬁmmmwh&wdmﬂo{m“mm@mﬂww



.‘i_i}': ) Slmple cost statemmts - I | S
iif) 'Thc statenent it which percentagcs are rcckoned for the overheads
v) The statement settmg forth the cost statement of Jobs '
v) The stahcmnt prepared from Tradmg and Proﬁt & Loss Account
vi) The statement showmg valuatlon of work in progress
Specimen-Z '
o _ Compamr:ve Cost Sheet 3 L
Three monthsendingon | o _ Three months endingon
31-3-2002 o 3062002
Output : 600 tons Particulars . Output ; 1,000 tons
Total  CostPer ton ' | Total  Costperton
Rs. Rs o Rs. . = _Rs.
' Direct Materials T
Direct Wages
Direct Expenses
() Prime Cost
" Works Expenses:
_Fuel electric Power
 Repains
Depreciation, etc.
(b} Work Cost
Ofige Expenses:
Office Salaries

. Office Rent & Rates
Office Lighting, etc.

(c) Office Cost _
Sellmg&D:smbutlon
expenses

Salesmen’ s Salaries
Salesmen’s Commission
Depreciation on
dasmbutlon vans. ctc

(d) Total Cost
- Profit

(e) Scllmg pnce

B, PRODUCTION ACCOUNT

IfﬂleCostSheetzsconvcrsedmtoanaccmmtfmu,ttbamesProduct:anAccomt In
wm'dsltwmaccountpmpa:edmdoublcm&ypnncnpiesﬁxﬂwmposeofmerhuunm

~ cost of goods menufactured and gross profit, apmﬁ-omtbcasmualitemsshwwnbytheCm -
Sheet . T'herdmAccomtmalaolfnownasManufactmngAcoomu 'I‘hcspecmofn '

. ProducnmAccmtmgwenmthencxtpagc S
’ - J '. - “‘_' : }3 . A



- I

Dr PRODUCTION ACCOUNT FOR THE PERIOD..  Cr

Particulass L Amount L _.Pal_,‘ti;:};'la"r.s.:_. . ” Amount
| (Rs) | N s R
To Direct Materials | _ xxx o By Primé:C:()st cld T XXX
To Direct Labour e O Do e
To Direct Expenses = ‘
ToPrimeCostbid . w . - By Cost of Goods N
To quks.okthad's. " XX ‘Manufactured c/d | xxxx
ToOpening Workin )
PTOng__'SS_' _ | SR XX ‘
Less: Closing Workin'. : m—
Prdgreé_s | xx
Less: Sale of Scrap XX
= =
ToCostofGoodsManufactured ~_ oox By Sales e
To Opeing Stockof Finished Goods  xxx " ByClosing Stock of xR
* To Gross Profitc /d XXX Finished Goods
KX
To Administrative OVérheads T - By Gross Profitb /d T
To Selling and Distribution - A
Overheads XXX
To Net Profit XXX _

C. QUOTATIONS ORTENDERS
- Quotations or tenders are prepared on the basis of the calculation made by using estimated
costs. The working takes the form of a “Cost Sheet”. This cost sheet includes material cost,

" abour cost, and other overheads which may be charged as a percentage of direct wages or

- works cost. However, wherever it is possible, the ove

14

rhea charge of the basis of ‘machine-hour
the antipicated cost, if added to expected
ed in drawing up an estimated cost
fit planning, while liberal provisions

rate © or labour hour rate should be preferred. Further,
profit gives the tender price. Great care has to be excreis
sheet because any slight error in the calculation may upset pro
for costs may take away competitiveness of the tender .

' Generally ,the expected profit is expressed as a percentage of cost of sales. In such
cases the amount of profit can be arrived at through the following formule : N

_ (a) Profitasa percentagc'of cost = % of profit x Cost

b .'Proft f. les = .E;I'Oflt _- x Cost
{b) Pr .1 as a percentage of sales = —-—-—'—'——'1 “% of Profit



profit. .

Pari_:_lcu]ars : _ : Rs. . L
 Stock of raw materials on 1:1-2001 24000t
* Stock of raw materials en 31-12 2001 31000 o
| Purchase of raw mateirals 92,600
memg {_)_fﬁcq_ salancs_ - 3,200
Counting house salaries 6,000
' Carviage inwards 2,300
. Bad debts written off 2,000 .

" Rent and Taxes(factory) . 4,200 o _

' Rent and Taxes(Office) - 1500

~ Carriage outwards & 2,100 e

 Productive wages : 60,500 .

' Depmclatlon on plant and machine}y 3,200 __

J Deprcmatlononoﬂiceﬁmere 150 S

' Gps and Water (factory) 800
Gas and Water (oﬁ" ce) o300
Travellers® salaries and cormusslons 2400
Advertisement and samples - 2,000 o :
Mamtenanccofdehvcryvan 2,000
Rent éf wazchouse 1,800
'Pnntmg&Statloncry 1,200 - -°

" Telephone charges (factory) 800
Teleplmne charges (office) . - 1,200

S | | _ 272,500

“or.snATe A mm TG0

Clleck your progress -2

L What is the need for prepanng Productlon Account"

17.6 ILLUSTRATIONS

. thtratwn g Present the followmg information in a statement shomng (l) Material
consumed, (2) ane cost g Factory cOst, (4) Cost of production, (5 Total cost, and: (6) Net -

UARARY

Claow ¥ 280

15




f .y
Statement of cost far the year_'” ending 31 st of December ' ZQO_J' :
Particulars ' ' Re. T— e
Stock of raw materials on 1-1-2001 Toa000 i
Add purchase or raw materials 92,000
~ Add carriage inwards 2,300
o "1,18,300
Less Stock of raw materials 1-12-2001 31,400 _
(1) Materials consumed o 86,900
~ Productive’ wages 60,500
(2) Prime Cost | 147,400
Drawing office salaries 3,200
“ Rent and taxes(factory) 4,200
Deperciation of plant& machinery 3200
Gas and water (factory) 800
Telephone charges (factory) g0 | . .
(3) Factory Cost 1,59,600
Office Overheads :
Counting house salaries - 6,000
Rent and taxes (office) 1,500
Depereciation on office furniture 150
Gas and water (office) 3,00
Printing and stationery 11,200
Telephane charges (office) 1200
- 10,350
(4) Cost of Production 169950
Bad debts 2,000
Travellers Salaries and commission 2,400
Advertisement and samples 2,000
_Carriage out wards 2,100
Mamtmancc of dehvcry van %,ggg
t of warehouse’ 1,30
Rent of warehouse _ 12,300
(5) Cost of Sales 182250
(6) Net Profit . %020
Sales 2,72,500
. f-& o»-;
16 ﬁ g "8



. Ilustration 2 - | o .
 The following partlcu}ars have been cxtracted from the accounts of Electnc Motors
Company Limited for the year ended 31st March 2002

‘Rs.
Opening Stock of raw materials o 25,000
Purchase of raw materials o | 6;00,{}[?0'
carriage incurred on the sbove mentioned | 3'0,0(_]_0:
Labour | | 3,50,000
Works ovei'head . B 98,000
Administrative overhead o 74,585
Closing stock of raw materials _ | 37,500

Prepare a statement of cost and work out what price the company should: quote for a
motor which it is estimated, will require raw materials of the value of Rs. 2,750 and wages of
Rs, 2 000 so that it would yield a profit of 20% on the selling price ?

Solution _
The Electric Motors Manufa cturing Company Limited
Statement of cost for the year ended 31st March 2002
. Particulars '... Ny, Rs. | Rs.
Openmg stock of raw materials | _ | 25,000
Purchases o _ ' 6,00,000
Carriage on purchases ‘ : 30,000
o _ : 6,55,000
Less: Closing stock of raw materials ° 37,500
' Materials consumed ' 6,17,500
Labour _ 3,50,000
Prime Cost _ 76:?30_6_
Works overhead ' 98,000
Work Cost 10.,65,00'0
Administrative overheads 74,585
Cost of Productioﬁ ' ‘ _11?4—6585_
- S —

(1) Percentage of works overhead to wages - 28%

(2) Percentage of administrative overhead to works cost- 7%




Quotation or Tender for a Motor Car
Rs.

Materials - 2750
Wages . 2000
o ' B Prime Cost 4750

Works Overhead - 28% of wages ' ' _— 560
Works Cost 3310
Establishment - 7% on works cost _ o o 372
' : ' Cost of Production 5,682

Profit - 20% on selling price _' 1,420.50
Selling Price 7,102,50

Hlustration 3 _
A company’s records show the following particulars during the year _200_1
Production and Sale of 100 un;‘ts ,

Materials o I 13000
Labour | 7,000
Direct charges 1,000
Works on cost - S o 7,000
Office on cost - I 2,800
Sellingon'c.ost _ - - o 3,200
Profit 5,000
Sales 39,000

The company wants to produce 500 units for the year 2002 . Prepare acost sheet for the

' same, after taking into account the following information :

18

1) 40% of work on cost directly fluctuates with producnon
i 70% of selling on cost directly fluctuates with sales .

i) Labout charges to be reduced by 20% '

iv) " Pixed work on cost to be increased by Rs. 3,000.

v) - Office oncost and ﬁxed selling oncost to show an mcrcasc of 25% .
' No other charges are antlclpated

Solutlon _ |
o Cost Sheet for the manufacture of 500 units during the your 2002
Paﬁiculars Rs.

Maierials : Rs. 13,000x5 65,000

Labour : Rs. 7,000 x 5-20% 28,000

Charges : Rs. 1,000x 5 5,000

- Prime Cost 98,000



K 5(70% of Rs. 3,200) + (25%0f30% of Rs. 3,200)=

Add: Works oncost :

S(40%ofRs 7000)+(60%0fRs?000)+Rs3000 - 21,200
) : - Work Cost - - .1,19,200
- Add : Office oncost: __ _ 3
© Rs.2,800 +25% of Rs: 2,800 © ' | 3,500
" - Office Cost 1,22,700 |

Add: Scllmg oncost;

(11,200+ 1,200) 12,400 -

Total Cost 1,35,100 -
Profit ' 19,368
Sellmg Price 1,54,968_

" (Note : Calculations are made to the nearest rupee)
Illustration4
Dunng the month of Decemmber 2001 16,000 units of standard product were manufactured

out of which 13 ,500 units were sold at Rs. 8 per unit. The value of raw material consumed was

Rs. 60,000 and the direct wages paid amounted to Rs. 16,480 . The factory expenses were
- allocated to production at machine hour rate which for that month was Rs. 5 per hourand 1, 200
machine hours were worked during the month.

The office expenses were charged @ 20% on thc works cost and the selling cxpcnses @
25 paise per unit.

Prepare a cost sheet showing (a) cost per unit, and (b) prfoit for the month.

Solution _
| Cost sheet for December 2001 (outpur : 16 ,000units) :
Partimﬁars' : : Total ' Cost per
' : ' Cost Unit
o Rs.  Rs.
Raw materials - 60000 3,750
Direct wages - 16480 1,030
ST Prime Cost | 7648 . 4780 -
‘Works overhead ( 1,200 hours@ Rs.5per hours | 6,()00 o 0,375
: | Works Cost . 82480 5.155
_ Ofﬁce overheud(ZO% on Works Cost) ' 16496 . 1030
' ' Cost of Production W - —g:lg_ _
Cost ofproductlon of 13,500 units @ Rs. 6.185 per unit  83,497.50 6185
Selhng overhead @ 25 paise perunitsold = - 3,375,00 - 0.250
 Cost of Sales 8687250 6435
. | profit 2112750 1865
* Selling Price @ Rs.8 per wnit " 1,08.000.00 8000

19




Iiustration 5

From the following particulars, prepare a cost sheet showdng 'ﬁie" doﬁﬁiérative.cos.t"bcr
ton both the period : : P |

Three monhs; éndéd o

o __ S 31-3-2002 . . 30-6-2002
Productive Wages 72000 98.000
Administration 12,000 12000
Raw Materials : - 36,000 49.000 - -
Taxes& Insurance(factoty) - o 750 750
‘Light and Water _ : 1,000 - - 1,000
Direct Expenses _ . 9,000 12,500 -
Deprec?ationr T o 2,000 : 2,000
Factory: Rent : . 15,000 - 1,500
Unproductive Labour 30000 41,000
Factory Repairs 3,000 : 4,500

1,67,250 222250

- The tonnage produc_ed in the two quarters was 12,000 and 16,000 tons respecctively.
Solution | ' HEE

Cost Sheet _

Three Months ended Three months ended
3132002 : 30-6-2002
12,000 ton |  Particulars - 16,000 tons

Total Costper o . Total Cost per

o8 ton
Rs. . Rs. ' - Rs. Rs.
36000  300.  Raw Materials | | 9000 306
2000 600 Productive Wages : 98,000 6.06 -
9,000 075 Direct Expenses | 1250 078
117,000 975 PrimeCost | :1,59,500 9.97
30,000 250 Unproductive Labour 41,000 256
1500 0.3 Factory Rent _' . 1,500 0.09
3000 025 Factory Repairs : _ o 4,509 s 0.28
1000 008 . Light and Water 1000 006

2000 0.7 Depreciation | 2000 043
750 0.06 Taxes and [nsurance 750 005

T 1294 Wakcost . Zioas0. 1314

12000 100 . AdministrationExpenses: © 12,000 0.75

250 1394 CostofProduction 22225 1389



Ilustration : 6: From the following pamculars, make out a monthly Cost of Coke and By -
Products :

Coal - | . 5,000 fonpes.@ Rs.12=50 per forme'
+Coke produced and sold : 3,505 tonnes @ Rs.24 Per tonne
Tar Produced and sold 200 tonnes @ Rs. 48 per tonne.
_ Sulphes Produced } | : 50 tonnes @ Rs. 180 per tonne
and sold : o
Benzol Produced and sold : 48 tonnes @ Rs 75 per tonne
‘Raw Materials used ': Rs. 3,900 |
‘Wages paid ' : 9,600
Repairs and Renewals 9,000

Salaries and other charges '- 5,000

Solution ' Statement of Coke and By Products Statiment of Cost and Profit
Quantity (Tonus)  Amount (Rs.)

Coal Used | | 5000 - 62,500
cost of saw materials used 13,900
- Wages paid o ‘ 9,600
Repairs and renewals, _ o | 9000
 Salaries and Other chargs | | | 5,000 .
Cost of Production of Main and : ~ o __......
_ byproduct} : ' : 90,000
 Less: Value of - product : - ‘Rs. o
“Tar o | | 9600
Sulphur | | | g0
Cost of Coke: . ' - 67800
Profit .- o - _ . : 16,320
| -Sales(3,500@Rs,’24)' - M

. Illustraﬁon “TThe folIowmg dctalls have been extracted from the cost records uf MRPLtd

- Stock of Raw Materials : - . - - .. Rs,
~ On1-12001 - S T5000
On31-12:2001 T o L '91',_566
Direct Wages R X,
Indirect Wages = ' : o . - .2,750

. Sales ) o _ B _ h . '2,11',000 .



Work- In-Progress : _ _.
On 1-1-2001 | e - 28,000

.. 0On31-12-2001 ’ : = 35,000
Raw Materials purchased = : _ . 66,000
Factory rent, rate and power ~ o - 15;0{}0
Depreciation on plz;nt andmachmcry - o ' 3,500 -

_Carriage on purchases : .’ 1,500.
Carriage on Sales _ - 2,500
Advertising o | 3500
Office rent and taxes ' | 2,500'
Salesmen Wages and commission _ - ._ 6;500

Stock of Finished goods:

On 1-1-2001 54,000
On31:12-2001 | | 31,000
Prepare a Production Account giving the maximum brake - up of Costs and Profit.
Solution | o
MRP Litd.
Dr. Production Acc_:oﬁnt for the Year ended 31-12-2001 - on
Particulars Amount  Particulars Amount
(Rs.) : ' ' (Rs.)
To Raw Materials Consummed: © By Prime Cost C/d | 1,03.500
Opening Stock of materials 75,000
(+) Materials Purchased . 66,000
.(+) Carriage on Purchases 1,500
| | 1,42,500
(-j Closing Stock of materials 91,500
51,000
To Direct wages. : 52,500
1,03,500 _ 1,03,500
" To Prime Cost b/d. 103,500 By Costof goods. . | o
To Indirect wages 2,750 | 'manufa'cthred cd L 1,17,750
To Factory rent, rate and _
power | 15,.(_)00
To ﬁepreciation on plant

and machinery _ 3,500
: 1,24,750

| A,



' :(+) Opening Stock of Work-in
' Progreés o

(-) Closmg Stock ofWork-m- ‘ |

Progress

To Cost of goods manufactured
. b/d _
To Opcnmg Stock of ﬁmshed

’ .
To Gross Profitc / d-

To Office rent and -
taxes
To Advértis'ing.
'To Carriage on sales
To Salesmen Wages
and Conunission
To Net Profit

28,000

1,52,750

35000
1,17,750 o
~ BySales
L7750

54,600

70250
2,42,000

By Closing Stock of finished .

By Goods

- By Gross Profitb /d. - -

2,500
3,500
2,500

. 6,500
5,250

70,250

70250

117750:"_ |
| 211000

- 31000

-+ 70,250

17.7 SUMMING -UP

Umt Costmg method is applied to ascertain the cost per umt of productlon ThIS method
ofcmtmg is applied to those industries whose producition is uniform and « continuous. The units
of production should be identical and the cost units should be physical . The rélevant cost data _
are collected from various records, such as, material abstract, wages abstract, time records and
cost. ledgers. Cost Sheet is prepared in a statement form to asoertain the cost of sales and the

* cost per unit. Quotations or Tenders are prepared on the basis of the calcul

estimated costs.

ation made by using

178 -CHECK YOUR PROGRESS :

1. l The mam features of unit costing are :

~ Production should be uniform and a continuous affair.
‘The units of production should identical.
The cost units should be physical and natural.

21 The purpose of preparimg product account is to ascertain the cost of goods nmnufactured '

andgmcsproﬁt,

MODEL ANSWERS



17.9 MODEL EXAMINARION QUESTIONS

A. Answer the following in about 30 lines each

1. what are main features of unit costing? Name the undcrtakmg to which they are most suited.
2. What is-Cost Sheet ? prepare a Cost sheet for a Brick Manufacturing with i 1mag1nery figures

Industry

. B. Answer the following questions in about 15 lines each.

3. What is cost statement ? How it is different from cost sheet ?

4. Select an article in common use, describe the material, labour and overhead cxpenses whlch
enter into its cost of production and prepare a cost of production and prepare a cost sheet in the

proper form:
5. What is Quotation? How do you prepare it?

EXERCISES :

1. From the following particulars you are required to prepare a statement shomng

1) Thecostof materials consumed

i)  Prime cost '

il  work cost

iv)  Total cost

v)  Percentage of works oncost to Wages

On the 1st April ,2001
Stock of raw materials
Stock of finished goods

On the 31st of March ,2002
Stock of raw materials
Stock of finished goods
Purchase of raw materials
Sale of finished goods
Productive wages
Works overhead charges
Office and general charges

2 A factory produces 100 units of a commodity.
The cost of production is : -
Direct materials
Direct wages
Direct expenses
Factory overheads
Administration Overheads

2s.
33280
72,800
- Rs.
T, 35,360
78,000
7,59,200
£15,39,200
516,880
1,29,220
70,000

{Ans. Cost of Sales Rs. 14,68,020)

Rs.

10,000
~ 5,000
1000
© 6,500

3480 -

If profit of 25% on sales is to be realised, what would be the scllmg pncc of each umt of

the commodity?

24
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3. Followmg are the partlculats for the producnm of 2,000 sewing machmes of Usha
Engineering Company Limited for the year 2001 :

Cost'of materials | " 1,60.000
Wages _ ' 240,000
Manufacturing expenses ' - - 1,00,000
Dgpreciation 1,206,000
" Rent rates and insurance _ 20,000
Selling expenses : . 60,000
 General expenses | . . 40,000
Sales ' ~ §,00,000

The company plans to manufacture 3,000 sewing machines durmg 2002 . You are required
to submit a statement showing the price at which machines could be sold so as to show a profit
of 10% on the selling price. The following additional mformatlon is supplied toyou:

a)  Price of materials is expected to rise by 20% .
b)  Wage rates are expected to show an increase of 5%

¢)  Manufacturing expenses will rise in proportion fo the combmed cost of matenals
‘and wages. .

d) Scllmg expenses per unit will remain the same,
¢)  Other expenses will remain unaffected by the rise in output.
(Ans: Selling price per sewing machine : Rs. 408. 33)

4. From the under- mentioned particulars of Anjaneya Brick works Limited, Hyderabad. _
you are required to prepare a month cost sheet of bricks made.in the month of January
2002 showing the cost and profit per?,000 bricks :

Materials _ Ad " Rs.
Coal - - o | 31,500
Royalty | > I 5,550
Stores | | 15,000

Laboat .. I
Direct _ 15,000
~ Brick making ' 50.000

_I Overheads - |

Works - 25% on prime cost
Office - 10% on works cost

: Production per month - 74,00,000bricks
Sales per month Rs. 27.50 - 70,00,000 bricks
Stock on st January 2002 - 2,00,000 bricks
Stock on 31st January 2002 - 6,00,000 bricks

i " You have to assume that the stock was valued at the same rate per 1,000 bricks as the
: production for January 2002

- (ans: 1) Cost per 1,000 bricks - Rs. 21.75
: 2)Proﬁtper1000bncks RsS'?S)



- 5. Fromthe following information prepare cost sheetof M /s Aﬁc. t I'
endingMarch 2002, | t sheet of M /s ABC gntcqprises forthe year

§tggl;ofMa;§n[ ials : | | . o Rs. .

- " —Opening .-— | 1,83,000
—Closing ' ' 2,00,000
Materials Purchased during the year 8,32.000
Direct wages 2,38.400
Salaries. _ _ 40,000
Indirect Wages. : - 16,000
Freight | )
_ Inward. _ ' 32,000 -
_Outward .- . C 20000
Cash discount allowed - 14,000
‘Baddebts written off | 18,800
Repairs to Plant & Machinery | y . 42,400
Rent, Rates and Taxes. : ' _ | _ | B
- _Factory - 12,000
_ _ Office | . S : 6,400
 “Travelling Expenses ' 12,400
" Salaries of Salesman ' _ - 33,600
Depreciation : | | o
_ On Plant & Machinery 128,400
_ On Fumniture ' 2,400
Director’s Fees ' ' 24,000 -
Factory Lighting 48,000
Fuel for boiler 64000
General Charges . 24,800
Managers Salary (1 /5 th Factory and remaining Officy . 48,000

Ans: [ Total Cost: Rs. 15,31,600]

Note : Cash Discount is non-Cost itern.



pare 2 a Cost Sheet From the following dam Also show the Cost per ton:

”~ oo :
. (a) 500 tons @ Rs. 50 per ton
L (b) 100 tons @ Rs.30 per ton -
| A (2) 80 Skilled men @ Rs 3per dayfor 25 days
. (b) 40 unskilled men @ Rs 2per day for 25 days.
Direct Expens: Special equipment Rs. 3,000
| o Specialcolours  Rs.1,000
}!Mm: | | Variable 100% on direct wages '
- : | Fixed @ 60% on direct wages.

Adrmmstmtlvc Overhead @ 10% of works Cost and Selling and dlstnbutlon Overhead @
15% On works Cost 400 tons of end product was manufactured and Rs 800 was reahsed ftom
the sale of scrap. . _
Ans: [Cost per ton: Rs. 162=50]

7. The follomng extract of Costing in for mation relates to Commodlty ‘A’ for the year
' mdmgmmz o

- Rs.

Purchase of saw mateials | - 1,20000
Works Overheads e 48000
‘Direct wages - 1,00,000
Carmgeonpurchascs : — M0
- Raw materials S 20,000
(1000tons) T 16000
~Rawmaterials . N 22,240 ._ .
_ Finished products | o
( 2,000 tons) s 32,000
Work-in - Progress( 1st July, 2001) - 4,800 -
' “Work-in -Progress ( 30th June, 2002) . 16000
Sals - ' 3,00,000
Sellingand distribution overheads: Re. IWMmmmmdmngﬁmemooom f
Prepare production Account. I

Ans: [ Net Profit : Rs. 45, 000}



- 8.

The pen manufacturing corapany is producing two types of pens a) ‘Delux” and b0 *popular”

. The Manufacturing cost or the year ending on the 31st 'of March 2002 were as follows :’

It is ascertained that: ' -

)

ii)
iif)

Vi)

S #s.

Direct Materials - . '2.00,000
Direct Wages ' '.1,1'29900 '

Production Overheads : _ 48,000

- 360000

Ditect materials in.respect of ‘Deluxe’ type are cost wise as much as these of ‘popular’
Direct wages in respect of ‘Popular’ type were 60% of those for the “Deluxe’ type.
" Production overhead was 30 paise per pen for both types.- ' -
Administration overhead for each type was 200 percent of Direct Labour, |
Selling overhead cost was 25 paise per pen for botl_i .thc types.
_' Production during the year was: |
‘Deluxe’ type - 40 000 pens of which 36,000 were so'd;
Popular’ type - 1,12,000 pens of which 1,00 000 were sold.
Selling prices were Rs. 7perpen of ‘Deluxe” type and Rs. 5 per pen of* popular’ type.

~ Prepare :i statement shoeing the total cost per pen of ech type and the profit made on

each type of pen.

_ Cost per pen Profit per pen

Ans : 1) Deluxe- Rs.5.55 CRsld5
2) Popular- - Rs.3.35 .-  Rs. 165

17.10 RECOMMENDED BOOKS

1.

2.

1.3, Wheldon Cost Accounting and Costmg Methods.
Blocker & Weltmer Cost Accounting.
S.P.Jain & K.L Narang Advanced Cost Accounting.

* BK. Bhar Cost Accounting Methods and Problems.

B.M Lall Nigam & G L. Sharma Cost Accounting Priﬁciples and Application.

- DK Mittal& Luv Mittal: Cost Accounting



17.11 GLOSSARY -

'Cost Sheet

- Cost Statement

Tenders / Quotations
~ Unit Costing

Production Account

: Cost Sheet is 2 document which provides for assembly of

the detailed costs of a centre or a cost unit.

Where a statement is prepared to show thee total cost and
the profit or loss. but where it is not desired to find out cost

per item of expenses, the statement so prcpamd is the e
Statement of Cost”

It is a method of cost sheet used to prepare the cstimated
costs and the price of a product. .

Risa method of costing applied to ascertain the cost per
unit of production weré standard products are manufactured.

Itisan aocount Prepared on double entry principles for the
purpose of ascertainining cost of goods manufactured and
gross proﬁt :
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18. 0 AIMS AND OBJECTIVES

This unit explains the meaning and essentials of job costing . The industries to which job’
costing could be apptied, preparation of job accounts, 10 ascertain the cost of each job and work
in progress. It covers the relative advantages and disadvantages of job costing and the meaning
~ of Batch costing, and its application to verious Industries. :
After reading this unit, you will be able to:

Understand the meaning and essentials of job costing.

®
@  Distinguishbetween unit and job costing. _

® Undi_:rstand its application, features and accounting for _costs in job costing.
@ Statethe advantagcé and disadvantages of job costing.

®

Explain the meaning and application of batch costing.

i

18. 1 INTRODUCTION

Industries which manufacture products or render services against specific orders, as
distinct from continuous production for stock of sales , use job costing or job order method of
cost.accounting. This method is also known as Specific Order Costing or Lot Costing. An
outstanding feature of job costing is that through the treating of the job as the cost it becomes

an extension of single / output costing.




18.2 DEFINITION OF JOB COSTING -

~ Job costing may be defined as a system of costing in which the elements of cost are
accumulated separately for each job or work order undertaken by an organisation. It is also
described as job Order Costing or Job Cest Accounting. This system is usually adopted by
concerns engaged in Job order type of produgtion. or servicing , where a specific job is done for

- a stipulated price(e.g.printing ;machine tools manufacture, _fouiu]ries, manufacture of spf:cial_ '

types of equipment, design engineering, genetal engineeringand repairing works, etc.)

- The primary purpose of job costing is tqbrmg together all the costs incurred for compléting

a job. Besides, it also ensures that there is proper control over costs incurred, that jobs are
completed in time and that information is available at regular interval about the jobs completed
and the progress made. . ' -

18.3 - DISTINCTION BETWEEN UNIT COSTING AND JOBCOSTING |
o _ Unit costing is the method of costing uscd when cost unlts are mdentlcal . 'I:fi"énticai cost
units should have indentical costs and this concept of equality of costs 1s the basic feature of unit

Job costing s quite distinct from unit cosimg Job costing is the méthod of costing the non-

standard” jobs, generally made according to customers’ specification, In the case of job costing,
the products manufactured are clearly distinguishable from one another unlike in unit costing,
- where the cost units are identical. In job costing, products are made accordirig to the individual
customer’ s specifications, untike in unit costing where the products produced by the manufactirer
according to his own specifications are offered to the customers, Ust!aﬁ_'ll‘y,' the costs of each job

.~ are accounted for séparately in Job Costng, whereas in the case of unit'costing, the total costs
- divided by the number of units of output ;will givethe cost of each unit . Job costing is followed
in such industries as printing, building contracting, foundries ,and machiné tools, and unitcosting

is followed in industriessuch as diaries, quarries, sugat ;yam ,coal, and ¢ement.

18.4 APPLICATION OF JOB COSTING

The industries to which job c'ostin_g is aﬁpiied must posses the_.folloWing features,

) Production is always against the customer’s order and non for stock.
i) Ea'ch; _;ob has it;; own ch&réctedsﬁcs and therefore needs speéi’ai} ’tr"eatf_hent_.

#) ° There is not uniformity in the flow of production from departeent to department, The

nature of the job detcnmned the departtments through which the job should be processed. .
- ) Work-in-process differs from period to period according to thé Hamber of jobs in hand

_ .Thus the cost is ascertained for each job separately.
- Check your progress- 1 o
L. State the industries in which Job Costing is applied.
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18.5 SALIENT FEATURES OF JOB COSTING |

The following are the important features or essentials of job costing: N

a) Job Order Number :Since job costing lays emphasis on the accumulation of costs ﬁmceed
with a specified job , orders, a number must be agsigned to-each job. -

b) Production Order : A production orderisa written order to the foreman to proceed with
a specified job, This is an important control document prepared by the Production Planning
Department and approval by the management. Jobs can be worked on and products turned out
only on the basis of specific production or work orders. Two types of such orders are usually
made, viz., (i) Production order for stock and (ii) Production order for supply-

For any job, the cost involved is estimated and on the basis of this estimate, the price is
quoted to the customers. If the job is accepted, 2 Production Order is prepared by the Planning
ent. It is inthe form of instructions issued to the foreman to procewd with the manufacture
of the product. It forms the authority for starting the work .It. contains all the information
regarding the production. ' : ' :

<) Bill of Material :A bill of material is a list of allthe materials and parts required for a job It
provides particulars of stores required and serves as an advance intimation to the store-keeper

who has to issue materials on the basis of this bill rather than on a separate requsition. The bill
of material is prepared by the Production Planning Department. The foréman receives a copy
of the bill of material ,along with the production order. He is thereby authorised to call for aiid
receive the materials. A separate list is prepared for special tools which may be needed for a
job. It is known as * Tool List.” - '

d) Job Card or Job Cost Sheet ‘The most important document prepared in job costing is the .~
job card or job cost sheet. It is prepared for each job order and all costs relating to the job are
recorded on it . The cost of direct materials as well as that of direct labour is entered in the job
card directly from cost records, and the manufacturing overheads are added on the basis of the
predetermined rates. The following is the format of a Job Card : ' -

JOB CARD
(For large jobs). .
' JobNo.:

Sales Order No.:
' Prod Order No. :

Description of Job :
Custox_her: -_._ )
Date of &mplétion
1-  Date Ref. ~ Particulars ' Cost (Rs.)

| | h | | Details Total.

Materials

Labour

Factory Overhead -
- Selling and Distri-
bution OVerﬁcads




" Ref. | Materials | Labour Factory Admn Selling / |Total -
1 Overhead | Overhead | Overhead | =
Rs. | Rs. | Rs. | Rs Rs. [° Rs.

T-he sources of cost rcct;fdcd in the card are as hereunder : o
. Materials : The bill of material or stores requisitions generally provide the necessary
cost information as regards the direct materials issued for specific jobs. | _

i) Labour: The information regarding direct labout working on particular jobs can be drawn
from the card issued to each workman, Wages paid for indirect labour forms patt of the
factory overhead. ST ' S -

i) . Factory Overhead : Under job order'._'__ébst'ing, the factory as a whole is treated as one

.-+ Cost centres for accumulating manufacturing expenses, or two or more cost centres
(departments, operations or machines) are set up for overhead cost accounting. In the
latter case, different overhead recovery rates are determined for the respective cost

- centres . The factory overhead costs are charged to various jobs on the basis of one or
- more predetermined rates. o S -

iv)  Administrative Overhead : Office and administrative overheads may be charged to
jobs on the basis of a pre-determined rate. A better method is to apportion each jtem of
_~ administrative overhead between production and selling overheads before determining
the respective overhead absorption rates. In this case the administrative overhead is
- recovered along with the factory and selling overheads. ;
v)  Selling and Distribiition Overhead : These expenses are added to the cosst of sales. |
Given the selling price, the difference between the total cost and selling price is the profit
- (orloss) In cost-plus costing, the selling price is determined by adding to the cost a fixed
or a-proportionate amount as margin of profit. '

¢)  Completion of Job ;. On the complection of a job, a completion report is sent to the -
cosing department, The expenditure under each element of cost is totalled and the total jobcost
is'ascertained. The actual cost is compared with the estimated cost so as to ascertain the
efficiency or inefficiency of the operation. - = :

f)  Profit or Loss on the Job : It is determined by comparing the actual expendifﬁre or cost
with the price obtained. . "

18.6 ACCOUNTING TREATMENT IN JOB COSTING

" Injob costing, the costs of various jobs on hand are accounted for as here under : -

) Injob costing, the distinction between direct and indirect costs is emphasized to a greater '
extent than is necessary in process cost accounting, = ' '
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1) Order are issued and costs are accounted for, each lot of products manufactured. These
- orders are _controlled by a work-in-process account which direct costs and indirect costs
or burden incurred on the orders.

i) ~ The work -in-process account is used to record the cost of products manufactured and
inventories of unfinished work. ' '

iv)  Direct costs are charged to work-in -process accourt and are entered on the cost sheets
of production orders.

v)  Indirect costs or manufacturing expenses are charged to the departmental accounts and
do not appear as such in the work-in-process account or on the cost sheets of the production
orders.

vi)  The amount of applied indirect cost, also known as applied manufacturing expenses, to be
borne by each order, is determined. Such an amount is entered on the cost sheet and
charged to the work-in- process account by crediting the off setting account for ‘Applied
Indirect Cost ¢, or Applied Factory Burden’. '

Accounting for Work-in-Process

The value of work-in-process at any time is shown by the balance of the Work-tn-process
Account’ which is maintained in the cost ledger. It is periodically debited with the direct and
indirect manufacturing costs and credited with the total cost of completed jobs ,indcated in the
job cost sheets, a summary of completed jobs may be prepared at intervals of a month or so,from
which the cost of jobs completed may be drawn and credited to work-in-process account. The
balance of work-in-process account, which represents the cost of job not yet completed may be

verified by aggregating the total costs till then entered in the relevant job cost sheets.

Job Ticket : Sometimes, the progress of different jobs may be ascertained with the help

of a job ticket’ issued for each job order by the Production Control Department. The ticket
 consists of détachable portions relating to different operations. A specimen form of the job ticket
is given below. . ‘ '
JOB TICKET

JOB NO.365
Descﬁptidn: | Date :
Customer: =~
Date quuircd :
' (Performed)
Operation No.4 o :
Completed on ~ Quantity:
Checkedby:
' Job No. 365
_ (Performed)
Operatibn No3 N 4 B '
Completed on: Quantity :
Checked by : ‘
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_Job No.365

(Performed)
 Operation No. 2 o o
Complett_ad on: - o Quantity :
Checked by ; :
| Job No.365
(Performed)
Operation No. 1

Completedon: . - Quantity ;
Checked by : . o : _
A job ticket is used when the job order involves a number of operations. A portion of the

job ticket is detached and sent to the Production Control Department on the completion of each
peration. This is helpful to the controlling of the schedule of production. '

To ensure that jobs are completed by the agreed date, it is often found convenient to use

a progress ‘Advice’ which notifies the stage reached in executing a job and where necessary .

At also serves as an intimation for inspection and approval of the work done till then.
Service Orders : In a manufacturing Organisation certain jobs are required to be

undertaken for the maintenance of Service Departments in the factoty. The costs involved in
those jobs are really overhead expenses. Such costs may be accumulated separately for proper

allocation to various cost centres. Special Service Orders are issued for such jobs with a serial

number known as standing order number given to each of them.

. The procedure for the costing in the case of jobs under service orders is practically the
same as in the caseof production job orders. ' e

18.7 PREPARATION OF JOB COST SHEET / JOB ACCOUNT
" The preparatiorn of job cost sheet may be illustrated as follows:
 Iltustration. 1 :

A factory uses job 'costing. The following cost data are obtained from its books for year
ending on the 3 1st of December, 2001 o

Rs.
Direct Material . 60000
Direct Wages | : | ' 50,000 )
Factory Overhead o ,30.000 : _
Administrative Overhead L 28000 - .
- Selling and Distribution Overhead . 35,000
Profit ' 47,000

In 2002 the factory receives an order for a number of jobs, It is estimated that the
materials required will amount to R '80,0_(.)0 and wages to Rs. 50,000 for executing the order,

and the selling and distribution overhead as percentage of works cost.



Solution :

For quoting the s_)elling price for the jobs to be undertaken ,it is néﬁcssary to ascertain first
the relation between different element of cost incurred in 2001 for this purposc, the cost sheet
has to be prepared on the following lines. -

Cost Sheet for 2001

) Rs. ~ Rs.
Direct Mateial 60,000
Direct Wages - | . 50,000
Prime Cost _ ' 1,10,000
Factory Overhead (60 precent o
of direct waggéls ) - _ ’ 30,000
Work_ls’":Cost o 140,000
-Adminisutif\:?e Qverhead -
(20 percent of Works Cost) . 28,000
_ Cost of Production - : o _l_,(-SE,EO_O-
Selling and Distribution Overhead L 35,000
(25 percent of Works Cost) | o
Cost of Sales ' ) ' m
" Profit (18.8 perceht onsales) . - © 47,000
Selling Price 2,50,000
Quotatioln for job order No for 2002
B Rs. ~ Rs.
Direct Material N 80,000 '
Direct Wages = _ _5.0_92
Prime Cost ' - 1,30,000 .
‘Factory Overhead(60 perceht of direct wages) _ 30,000
: 1,60,000
Adnﬁn‘itgﬁisg (S;vcrhead | i - 132,000
(20 percent of works cost) _
Cost of Production _ ' _ 1,92,000
Seiling and Distribution Overhead ‘ | '
| (25 % + 10% of 25%) of works Cost . . 44,000
. Costof Sales | 2,36,000
Profit (18.8 percent on sales = - 54,640
23.15 Ipercent on t_:bst s_élgs) . '. C R o T
' ' 2,90,640



I]l-ust"r‘htion.: 2 The i’r_lfonnation'given be_I_OWhaS been _'takgn from the cost i‘ecor_ds .qf-an
engineering works in respect of Job No. 786:
Materials Rs : 4,010 |
Wages: . Depatrment ‘A’ - 60 hours @ Rs3per hour
| :Departmeﬁt ‘B’ - 40 -hours @ Rs. 2 h_er’hour .
Dépiifftnent ¢’ - 20 hours @ Rs. 5 per hour ' ' : ‘
Overhead expenses are as follows : | | ' -
Variable : Department ‘A’ -Rs. 5,000 for 5,000 labour hours
Department ‘B’ - Rs. 3,000 for 1,500 1abour hours.
Department “C’ - Rs.2,000 for 500 labour
Fixed: Rs. 20,000 for 10,000 working hours. - | _
Caluclate the cost of Job No. 786 and price for the jobtogivea p:_'oﬁt of 25% on the selling Rriée;

Solution _ '
Job Cost Sheet for Job No. 786
| . Paticulars - - " Amount (Rs.)
" Materials Rs. | | 4010
‘ Wages : N |
Dept: ‘A’ . 60 hours @Rs. 3=180 =
Dept,'B': 40 hours @ Rs. 2=80
Dept. <C’ : 20 hours @ Rs. $=100
Overhead Expenses : . '
Varible:  DeptA’ - 5,000/5,000 % 60=60
Dept‘B’:  3,000/1,500 40=80
Dept‘C’: - 2,000/500x 20 =80
- 220
Fixed: (60+40+20) =120 hours @ Rs.2 :
e ©20,000/10,000x 120 240
_ Total Cost . . 2,8_3.?
Add: 25% Profit on Selling .
{4,830 x 25/75 Price) 1610
SellingPrice L a0




Iustration — 3 From the following particulars, prepare job account .
books for the month of December, 2001 ; prepare job accounts in the subsidiary

1) Balanccs onthe 1st of December, 2001:

Rs. Rs.
Materials . 10,000
| Work-in-Progress: '
Rs.
JobNo.200 8,000
. JobNo0.202 4,600
Job No.205 2,400 15,000
Cost Ledger Control a /c 25,000
i)  Transactions during December, 2001 are '

' . Rs.
Purchase of Materials 9,000
Contributionto E.S.I - 95900
Contribution to staff PF. - 1300
Materials Issued: Direct : | - 7,000

Indirect . 1,000
Wages Paid : Direct 34,000
" Indirect | 10,000
Indirect Expenses 4,200

Now jobs taken up are :
Nos. 206,207 and 208

i)  Ananalysis of direct materials and direct wages showed the following allocations :

JobNo. ' Direct Material- Direct Wages
Rs " Rs.
| 200 | -.' 4,000
202 400 6,000
205 1200 8000
206 2,000 7000
207 18,000 5,000
208 1600 o 4,000
' 7000 34,000

Materials returned to stores from job No. 206 amount to Rs. 100.



I\ Thc selling pnces of the Jobs completed during the period are as here under

~Job No.
200

20
206 .

- - Ttis the policy of the factory to recover factory overhead at 50 per cent of d1rect wages.
Ignore Administrative Overhead and Selling and Distribution Overhead. :

Rs.

19,0600
16,000
15,000

Solution o s
Dr. Job No. 200 A/c Cr.
| Rs. - Rs.
To Balanceb/d . «8000 By Cost of Sales 14,000
To Labour 4;000_ '
To FactoryOverhead 2,000
o0, . 1400
~ To.Cost of Sales 14,000 By Sales 19,000
To Profit 5,000 _
L 19,000 < 19,000
Dr. Job No, 202 A/c Cr.
Rs. . Rs.
To Balance b/d 4,600 By Cost of Sales 14,000
To Materials 400
To Labour . 6,000
To Factory Overhead 3,000
' 14,000 14,000
To Cost of Sales 14,000 - By Sales 16,000
To Profit 2000 ’
16,000 - _ 16,000
Dr.. Job No. 205 A/c Cr.
Rs. o Rs.
To Balance b/d 2400 By Balance o/d 15,600
. To Materials 1,200
To Labour 8,000
To Factory Overhead 4,000 -
' 15,600 15,600
Dr. Job No. 206 A/c Cr.-
o Rs. . Rs, _
To Materials 2000 By Returns _ 100
To Labour o 7,000 By Cost of Sales 12,400
To Factory Overhead o 3,500 _
: - 12,500 _12.500




To Cost of sales o 12400 By Sales 15,000

To Profit 2,600
Dr. Job No. 207 Alc : Cr.
Rs. = - Rs.
To Materials : 1,800 ByBalancec/d - '9,300
To Labour 5,000 | o
To Factory | 2,500
| | 9,300 B 9.300
Dr. _ Job No. 208 A/c . _ Cr.
_ Rs. _ Rs. -
ToMaterials | 1600 By Balancec/d 1600
To Labour 4,000
To Factory Overhead _ 2,000
Notes
) Jobs completed: _
Job No Cost incurred
Rs. Rs.A
W0 14,000 .
202 . ~ 14000
206 | 12400 40400

Credit to work -in Progress a/c - Rs.40,400
i)  Jobsto be completed

“Job No ' Cost incurred
: : | . Rs. : Rs :
205 15,600 | |
207 9,300 _
208 7600 32,500

Balance in the Work-in -Progress a/c : Rs.32,500

18.8 ADVANTAGESAND DISADVANTAGES OF JOB COSTING

Advantages of Job Costing
The advantages of job order cost accounting are as here under:

adetailed analysis of the cost of materials ,wages and overheads classified by

) I Itprovides
which enables the-management t0

" functions, departments and nature of expenses,



determme the operatmg efficiency of dlﬁ'erent factors of productlon productlon centres

| ~ and ﬁmctlonal units. . |
It enables the management to ascertain whlch job is more proﬁtable than other which is

less profitable and which is incurring losses.

It provides a basis for estimating the cost of similar jobs taken up in future and thus help -
* in future production planning. :

 Pre-determination of overhead rates in job.costing necessitates the application of a system

of budgetory control of overheads with all its advantages.

Indcntlf cation of spoilage and defectives with respective production orders and

. departmentb may enable the management to take effective steps.in reducing these to the

minimum,

dctemnnatlon of cost trends of different types of jobs and their relative efficiencies.

Efﬁcnency of operations can be conirolled by comparing the actual costs agams_t the

 estimates made while submitting the tender for jobs ar giving quotations. In special cases

(e.g., Government Contracts). The selling price is dependent upon the actual costs incurred.

The producer is allowed a margin of profit (fixed or proportionate to costs) over and

above the actual cost of production. These contracts are known as cost-plus contracts.
Job costing provides accurate cost data for such purpose.

Disadvantages of Job Costing

The d1sadvantaghes of job order cost aecdunting are as here under:

It involves a great deal of clerical work in recording daily the cost of materials issued,
wages expended and overheads chargeble to each job or work order. It adds to the cost

_ of cost accounting and also increases the chances for the commiting of etrors.

The detailed cost records of the past penod can be used for statistical purposes in the |

Determination of overhead rates may involve budgeting of overhead expenses and the

basis of overhead apportionment and absorphon but such budgeting is incomplete, since
it is applied to material, labour €xpenses only, The advantages of budgeting are considerably
reduced by doing so.

Job costing is based on historical costs. In historical costmg, costs of a _]Ob or product are
ascertained after it has been manufactured/ completed. Job costing does not facilitate
control of cost unless it is used as per standard or estirhated costing.

Job cost mformatlon can be quite usefyl for the estimation of future costs only after

careful adjustment for variations likely to arise over time as well as for any differencein =~

the size of order.

18.9 BATCH COSTING

Batch costing is a modified method of job costing. J ob costing refers to costing of J obs

that are executed against specific order whereas, in batch costing items are manufacured for
stock. a finished product may revise different components for assembly and may be manufacured _
in economical batch lots. When orders are received from batches consisting of a predetermined -
quantity of each type of product. Batch costing method is adopted in such cases to calculate the
cost of each such batch, Cost per unit is ascertained by dividing the total cost of 2 batch by
number of iterns produced in that batch . This method of costing applied in pharmaceutlcal and
Chemical Industnes, where units are produced in batches. :

41




Deterrmnatlon of the economic lot size is important in indussties where batch costing is
employed. The need for determining economic lot size arises as (i) every time a component/
product is to be made, setting-up of the tools is involved. Because of this some Yoss in production
time will be there. Therefore ;maximum number of units are produced once thc machine is set
in order to reduce the cost per unit.

it} such large production at one run will lead to accumulation of inventory and thc costs
related thereto. : -

iy  Thus, thereis a quantity for which reduced cost of production is just offset by, Costs of
carrying the quantity in ventory. The determination of most economical batch quantity requires -
consideration of many related factors of costs and economies. The following factors influence

the decision in this respect :

a)  Set-up cost
b)  Manufacturing cost
) Interes.t on capital
d)  Storage cost and
¢} Rateof consumpnon _
' The formula to be used for calculatmn of economic lot sxzc is -

' 2As
EB.Q= {——

where, E.B Q=Econom1c Batch Quamty
A= Annual Requuement inunits
S= Settmg-up Costs
C- Carrying Cost per umt of Production P. A

Dustration:4  Compute the ecoromic batch quanty for'a company using batch with the
following information. .

Annual demand for the compﬂnent = 2000 units
| Set-up cost per batch o Rs 120
' Annual Rate of Interest . 6%
Cost of manufacture per umt Rs.6
' 24s
Solution: ~ EB.Q= -—C'—
where, A= 2000units
. s=Rsl20 . .
C= 6%0ofRs. 6 |

' EBQ= {x200x120/0.36 = 1,155 Units

42



Illustration 5 : L
* Annual demand - C == 40,000 units

‘Settingup Cost =" Rs, 100 per unit -
' Interest = @10% pa.
... Cost of storage per unit = 50 paise
. Costof manufacturing | = Rs. 30perumt
.Solution -
124s
oy
‘where, A= 40.000units | L
S~  Rs, 100 L . -

. €= (10%ofRs. 30)+059

.EB Q—- sz40 000x100/3 50 = 1,512 Units.

- Jobrcosting is a system of costing in whlch the elements of costs are accumuiated separately
for each job or work order undertaken. The primary purpose of job costing is to bring together
all the costs incurred for completing a L job. The:method of costing is applied to those industries
which produce / prepare goods against the order of customers but not for stock. Goods are
produced and supplied as per the speclﬁcaﬁons an each job in dlstmctlve and differ ﬁ'om one
another and needs special treatement. Batch costing is a method of ¢ aggregating the costs by
batchers or runs or production, where the cost of production is accumulated per batch separately
and the unit cost arrived at by dmdmg the total cost by the number of units produced in each
batch. The economical lot size is determined by taking into account, the setting, - up cost,

: manufacturmg cost, mtcrcst on capltal storagc cost and rate of consumption. :

| 18.11 CHECK YOUR PROGRESS MODEL ANSWERS

1.L Job Costmg method is applied to those industries whlch possess the following features :
- The productlon is a}ways agamst the customers order and not for stock.
- - each job has its owri charactenstlcs and differ from others and needs special treatment.
- Therei isno uniformity in the flow of' productxon from dcparement to-départment.
- Theworkmprogms differs ﬁmnpmodhopmodacom'dmgto memmﬂaerofjobsonhand.

18. IZMODEL EXAMINATION QUESTIONS
A, Answer the folrowing in about 30 lines each, ;':'

1. Define job costing, what are its features and the lndusmes to whzch it fs: appllcable?

-2, How are the costs accounted for in Job costing? State the advantages and hn'ptatlons of
S Jobcostmg : . -




.v... _v,_‘

Answer the following in a bout 15 lines each.

How is work-in-progress accounted for in job costing.
What is batch costing and state the industries to which it is appltied?
EXERCISES |

1.  Submit Quotation for a job which requires direct material cost of Rs 20,000, direct labours
Rs. 25,000 and direct factory expenses Rs. 5,000

The job passes through three machines:

Machine *X’ for 10 hours, Machine’Y’ for 20 hours and Machine’Z’ for 5 hours. The Machine
Hous Rate for the three machines is Rs. 50 ,Rs.60 and Rs. 100 per hour respectively. Office
‘Overheads are 20% of Prime Cost, Selling Overheds are 10% of Cost of Production. The
Production intends to eam a profit of 20 % on the Quotation Price. Prepare a Job Cost Sheet

( Ans : Quotation price= Rs. 85 ,525)
2. The followmg in formation is extracted from Job ledger in respect of Job No. 2850
‘Materials = Rs. 3,400
Wages @ Rs. 2=50 for 80 hours
Variabie Overheads incurred for all jobs Rs. 5 ,000 for 4,000 Iabour hours.
Find the profit if the job is billed for Rs. 4,200 -
" (Ans: Profit Rs. 500).
3. - From the follomng partlculars draw up a job cost sheet for Job No.XY Z.

B

1. Disﬁnguish between unit costing and job costing.
2

3

Matenals Rs. 14 00
Direct wages - 30 hours at -
. 40 paise each- .~ 1200
Department A- 10hours
B- 8 hours _ _
C- 12 hours _ ——
Prime Cost 26.00
Plus 25% on Prime Cost : -—6—59- _
—32.50

An analysis of the previous year's profit and loss accounmhows the following:
- Materialsused - Rs. 80,000
iy  Direct wages '

Department

j

10,000
5,000
8,000
3,000
4,000
3,000

44 V) S_eﬂing costs - 50000

iif) Factory overheads

am»> WP



4. Ambica Co., Lrd. has calculated the selling price of their product as follows :

_ . Rs.
Materials 24,000
Direct Wages: 20 hour at

Rs. 2.00 per hour - 4000
' Department 1 1-10 hours
| " 2 6hours
" 3 4 hours
Prime Cost 64.00

Plus 50% on Prime cost 22.00

Rs. .- ,

86.00

An analysis of the previous year ‘s Profit and Account shows the following :

D Materials o 35,000
i) . Direct Wages .
Department 1 = . 10,000
R 12,000
“« 3 8000
i)  Factory Overhead |
Department 1 5,000
« a2 . 3,000
" 3 ‘ 3,000
) - Sellingand Distribution overheads 12,200

You are: reqmred to (a) draw up 2 job cost sheet ; (b) calculate and enter the revised cost

using the previous years’ s figures as basis and (c) add to the total job cost 10% for profit and

Work-in- progfess
Rs
30,000
40,000
4,000

2,000

give the final selling price,
5. The following mfomlatlon for the year cndlng on Deccmber 3 ,2001 is obtamed from the
books and records of X 0. :

_ _ Completed Jobs
Raw Materials supplied : = - Rs.
From'storcs | B 90,000
Wages - — I 1,00,000
Chargeable expenses ' . 10,000
Material trausferred to |

Work-m-progress _ ' _ o 2,000
Material returnied fo stores : 1,000 -

meomimdlswmmmofmmmoﬁioemmmzsmofﬁcmm
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The value of the executed jobs duting 2001 was Rs. 4,10 00‘0 Prepare (1) Consolidated
completed job account showing the profit made or loss mcu:red on the jobs and also (ii) Consolidated
work -in-progress

6.. Compute the E.B.Q.for a company using Batch Costing from the folloWing_ data.

Annual demand for Components - =6,400 units
* Setting up and order processing cost  =Rs,100

Cost of manufacturing one unit, =Rs: 40
‘Rate of interest per annum =20%

(Ans: E B Q: 400 units)

18.13 RECOMMENDED BOOKS

1. H.J. Wheldon ’ Cost Accounting and Costing .Mcth'ods.

2.  Blocker & Weltner ~ Cost Accounting |

3. S.PJain & K.L Narang Advanced Cost Accounting.

4. BK. Bhar - Cost Accounting Methods and Problems.

5.  B.M.Lall Nigam & G.L.Sharma Cost Accounting Principles and Application.

6. - PT Pattan Shetty & DR Palekar Cost Accounting: A Basic Approach

7. DX.Mittal & Luv Mittal : Cost Accounting.

18.14 GLOSSARY
Job Cost Sheet ~ : Cost sheet showing the total cost of a job. _
Job- Ticket . Tntended to show the progress of work done onthe job.
Nop-standard Jobs - Jobsinvolving work which offers from one- job to'another.

' Progfess Index - A rteport stating the stage of work: completed m rcspect
' of job and awaiting mspectmn S

Batch Costing is a method of costmg uscd to calculate the

Batch Costing :
' - cost of each batch.
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15.0 AIMS AND OBJECTIVES

 This unit aims at explaining the main features of contract costing, the procedure for
accounting of costs on contracts and the method ‘'of computing profit on incomplete contracts.

. Once you complete this unit, you will beableto: -
* . Identify the salient features of contract costing
o Prepare contract account, | | )
- Cdn'rbtzite:iifoﬁtbninc'omplete contracts. E

~ 19.1 INTRODUCTION

unit of cost'is'a single contract. A contract may be described as an agreement whereby one
person called the:Cortractor, who undertakes to carry out a work according to the specific
requirements of a customer called the Contractee. The consideration (the amount agreed to be
paid by the contractee) for the contract is called the Contract Price. This method of contract
costing is adopted by firms engaged in construction work like the construction of roads,bridges
. »buildings, etc. It could also be used/ adopted where production is discontinuous and the output

o Contract costing is a form of Sbgeciﬁc-order costing. It is similar to job costing where the

_ hétert_jgeneous like ship building, motion pictures and manufacture of specialised electical and
mechanical equipment, Contract costing is also called Terminal Costing’ because it relates to
works which are definitely terminable. ' .

19.2 SALIENT FEATURES OF CONTRACT COSTING | -
Thﬁ'fpl.lb.“_rinﬁj'aré the salient features of contract costing: - '

* Materials: Materials used for a contract may be either drawn from the stores or purchased
specifically from ouside for that particular contract. Materials purchased ditectly or supplied
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from the stores are charged direct to that contract a/c. Sometimes materials are transferred
frpm one contract to another. The contract recgiving the materials is debited and the contract.
giving the materials is credited. If any matenals are returned from the contract site to the stores
or supplied, they will be credited to that contract account Jf any surplus material is sold. the
amount received is credited to the contract account and the profit or loss on account of sale is
transferred to the Profit and Loss Account. Sometimes the contractee may supply cerfain
materials from his own stock to be utilised for the contract. Such materials should not be dcbited
to the contract account. Materials unused at the end of the contract will be credited to the
contract account. '

Labour : All labour engaged at the contract site should be treated as direct labour and charged
“direct to the contract concerned. Wherever possible, a separate wage sheet should be prepared
. for each contract. The labour which cannot be charged directly to the contract is booked as
indirect labour.

Direct Expenses : All expenses other than cost of material and wages are charged direct to
the individual contracts as and when they are incurred.

Overhead Expenses : These are the expenses which cannot be directly charged to contracts.
They are distributed on several contracts orl some equitable basis.

- Accrued exf)enses Jboth direct, and indirect also to be charged to the concerned contract
account and as outstanding expenses on the liability side of the Balance Sheet.

Plant : There are different methods in use for charging contracts for the use of plant, tools and
machinery. L

The cost of plant and machinery issued to a contract is charged to the particular contract.
after completion of the contracts the residual book value of the plant and machinery is credited
to the contract account. If a plant is transferred from one contract to another or is transferred to
the store, the plant so transferred or sold is to be valued and credit given to the contract concerned.

Another method of charging plant costs to contracts is on the basis of hourly rates
Jetermined for each plant, The rate is calculated by dividing the operating expenses of the plant
(including depreciation) by the total estimated working hours of the plant. A contract is charged
according to the hours of plant- time utilised by the contract. : '

If a plant specifically purchased for a contract is sold, the sale valve is credited to the
contract account concerned, the profitor losss on sale being credited to the Profit and Loss a/c.

If a contract is not completed by the end of the accounting period, the plant and machinery
should be valued and credited to the contract account to find out the cost of the contract on date.

When plant is hired for use in the contract, the hire charges (rent) are debited to the

contract account. : ,

Sub-Con_tfact ;. When a part of the work unidertaken by a contractor is given to another
contractor, sub-contracting arises. Sub — contracting takes place when it is not possible for the
main contractor to carryout specialised types of jobs or when it is profitable to get the w?rk done
through sub- contracting. Tt may also arise when the main contractor considers that it would
speed up the completion of work by sub-contracting a portion of the contract. The payment

made for the sub-contract is taken as a direct charge 0 the concerned contract.

193 CONTRACT ACCOUNT

~ InContract Costing each contract is considered a cost unit and is allotted a distinguishing.
number. A separate contract account is mantained for cach contract in the General or__C__pntract
Ledger. The specimen copy of which is given on the next page. :

e



: Specimén Conftact Account

Dr. s Contract Accom‘ll_:;-_ﬁfgp:the year ended...... . .. ' S Cr _
Rs. | -~ Rs
To Matcnals sent to site XXX By'Ma't'criais returned to stores -~ xxx
“ Wagcs Paid XXX o “ Mctenals transferred to other = .
“ (+) Outstanding  xxx XXX " contracts. . . | OXRX
“ Direct expenses T xxx | “ Closing stock of Material ORXX
| “Architeots fees . ox | | o
“ Establishment charges ox | “ Work-in -Progress :
“ Depreciation on plant. .. XXX WorkCertiﬁed o XXX
“ Notional P_roﬁt c/d XX Worknot yet Certified o XXX
. "_[‘oProﬁt & Loss Account ?ot_- By Notional Profit b/d '_ L XXX
« Wcrk Qin—Pfoéréss(Reserve) XXX ) CE -

19.4° COST AND PROFIT ON A CONTRACT

A contractor undertakes to execute thc .contract on the basis of the agreed contract
price. This price is payabie either in lumpsum aftet the completion of the contract or in instalments
according to'the progress of the work done, In case of a small contract which can be compieted
during the accounting period the contract price is credited to the contract account, and profit or

loss (being the difference between the two sides of the account) is ascertained, However, in
~ case of contracts running for long periods of time, the contractor having spent his resources on
“executing the contract cannot wait until the completlon of the contract to recejve the contract

price. In such cases a provision is usually made for'a payment of contract price in instalments -

from time to time based upon the satisfactory progress of the work. These instalments will be
paid on the basis of a certificate issued by the architect, surveyour or engineer as regards the
valueof the work done. The value of work done as certified by the contractor or his architect
is knownras certified work or work certified, However ,in many cases the whole amount of the
certified work will not be paid immediately but a percentage thcrcof will be retained by the
contractee until some time after the certification, Such sums retained by. the contractee is
called retention money. The object of the retention money i to safeguard the interests of thc

contractee in case the work i is fauity or pena]t:es 'becomc payable on account of late completlon '

" of the contract. etc

- If the work done has not been certtﬁed the contractee would not ‘make any advance on
it. Such work which has been done but not certified is called * work uricertified.’ work cemﬁed
‘and work uncertified will appear on the credit side of the contract account as work-in- progress.

One of the following methods may be adopted for certified work and cash received
against it ;

()  With the value of certified work the contractee account is dcbtted and the concerned

contract account is credited. The cash account is debited and the contractee account credited '

with the amount of cash received.
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(i) With the amount of cash received the contractee’s account is debited; a new
account,”Retention Money Account.” is debited with the amount retained by the contractee and
the contract account concerned is credited with the value of certified works.

(i) The contract account is credited with the value of certified work. Whenever any amount
is received from the contractee the cash account is debited and the contractee’ s account is
- credited until the contract is completed. The amounts received from the contractee are shown
as advance payments and are deducted from the work-in progress item in the Balance Sheet
when the contract is completed, the contractee’ s account is debited with the contract price and
the contract account is credited.

19.5 PROFIT ON INCOMPLETE CONTRACTS

If a contract has been started and completed in the same financial accounting period,
thereé is no problem in calculating its operation results. But large contracts take number of years
to complete. Therefore, their costs can be found only when they are completed. If a contract is
incomplete, a portion of the contract price(i.c., the retention money) may be still outstanding
from the contractee with the resuilt, that is not possible to know the profit or loss till the contract
is completed and the full contract price paid. Strictly speaking, profit or loss on contracts should
be brought into account only when the contracts are complete. But this procedure leads to
considerable fiuctuations in the yearly profits of the contractor. Therefore, it is desirable to take
into account a reasonable proportion of the estimated profit on incompleted contracis. the
method of estimation of profit on incomplete contracts largely depends upon the stage of
completion of the contract at the end of the dccounting year. Some of the methods followed are
as here under : ' ' ' o o

(a) For contracts which have been only just commenced with the result that only a very
small portion of the work is comipleted, no profit need be taken since it would be too early to
estimate any profit with any reasonable degree of accuracy.

~(b) For contracts which have progressed sufficiently profit estimation is done as under
Firstly ,the notional profit of the contract is ascertained. The notional profit is ascertained by
deducting the cost of the work certified from the value of work certified. The cost of work
certified is found by deducting the cost of uncertified work from the total cost of work done.
Only a portion of the notional profit is taken to the Profit and Loss account, the balance being
carried forward as a provision against future losses, increase in costs and other contingencies.
‘Conventionally, 1/3 of the notional profit is taken if the work is more than 1/4 completed butless
than half, and 2/3 of the notio al profit is taken if only half or more than half of the work is
completed. To be more cautious, this profit (1/3 or 2/3 of Norional Profit } is further reduced in
the ratio of the cash received to the value of work certified, if the cash paid is less than the

valueof the work certified. . _

(c) For contracts which are almost complete, profit is ascertained by deducting the total
- cost of contract(total cost to-date plus additional expenditure estimated to complete the contract)
from the contract price. A portion of the estimated profit is credited to the _Proflt and Loss

Account. _ . _ _ o ) o
_ Generally, the amount of profit to be credited to__}hc'Pi‘pﬁt and Loss Account is as_geﬁained
_ byusing any of the following formulac : ' ' _ .

| | Work Certified

Contract Price

o Work Certified x Cash Received
b) Estimated Profit X e ot Price ~ Work Certified

" a) Esimated Profit




Cost of Work to —Date

Bstimated Total Cost
Cost of Work to — Date X Cash Received
~ Estimated Total Cést Work Certified

¢} EstimatedProfitx

d) Estimated Profit x
Work -in -progress

 Incomplete contract is also called work -in -progress. The cxpcndlmre incurred on
incompleted .contracts should be shown on' the assets side of the Balance Sheet undef the
heading, work-in-progress. If any profit is taken in respect of the incompleted contract, the

work-in -progress should include such proﬁt also. Valuation of work -in- progress may be done
by adoptmg one of the two following bases : :

)] Value of work-in-progress = Cost of work certlﬁed plus Cost of uncertified work plus

Profit tansferred to the Profit and Loss Account.
i) Value of work-m-progress “Value of work certified plus Cost of uncertified

work minus Portion of the estimated profit not transferred to the Profit and Loss Account (e,

- Profitin reservc)
' Ilustration : 1
The following particulars relate to a cmtrwl; which began on 1-_1-2002

Rs. L Rs,
/ Contract Price 500000 ‘Materials retuned- - 1,600
Plent | 30000 ‘Materialson hand 31-12-2002 3,700
Materials 1,70,600 * Plant on hand S 31122002
22,000 - |
Wages L 1,54,130 _ : . . :
 Overheads o 14570 Velueofwork certified -~ 3,90,000
- Uncertified work - 9000 Cashreceived - . 351,000

: Prcparc the contract account and show the value of work-in -progress as it would appear
in the Balance Sheet at the end of the vear, : _

Solation . : |
- ToMaterials - . 170600 ByMaterials returned - | 1,600
“ Wages 154130 Materials at the enid . 3,700
“ Plant 730000 “ Plantattheend = ' . 22,000
“ Overheads 14,570 “ W-IP a/c : -
“ Notional Profit ¢/d 57000 —Certified work value 3,90,000
_ o - — Cost of uncertified work - %000
. | 426300 426300
ToProfit& Lossa/c = = 34,200 By Notional Profitb/d 57,000
- W P a/c (Reserve) 22,800 | - B
| 57,000 .. . 57,000
3,51,000 |

“‘57000 x2/3 x 390000 = Rs.34,200
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Value of Work-in -Progress

I.Method: W.IP. = Cost of certified work and uncertified work plus profit |
transferred to Profit & Loss a/c o ' )

170,600+ 1,54,130 + 30,000 + 14,570 (1,600 +3.700 + 22,000) + 34,200
369200 —27,300+34,200 .
—Rs. 3,76,200

II. Method : W.LP. = value of certified work plus cost of uncertified work minus profit in
reserve ' ' :
Rs.
Value of certified work 3,90,000
Cost of uncertified work " 9,000
' : 3,99,000
{(-) Profit in reserve 22,800
3,76,200

Cash received on account of incomplete contract should be shown in the Balance Sheet
as a deduction from the work- im-progress. The Work-in-Progress account may appear as
follows : . ' ' :

Dr, ' Work -in-Progress Account | Cr
| ~ Rs. '. " Rs.

* To Contract a/c: o By contract a/c (reserve) 22,800
Certified work(value) 390000 By Balance ¢/d 3,76,200
Uncertified work(cost) 9,000 | -
| : | - 399,000 3,99,000

Escalation Clause -

This is one of the conditions usually incorporated in the contract agreement to safeguard
the contractor against any likely changes in prices or utilisation of materials and labour .This
clause is particularly necessary where the prices of certain haterials fluctuate frequently where
changes in wages rates or labour time or quantity of material required cannot be properly
estimated, This clause enables the contractor to claim a higher contract price in case the price
of material ; labour ,etc., increase beyond a specified point. There may also be a De-escalation
or Reverse Clause to provide for any future decrease in price to beneﬁt the contractee.’

.Check your progress _ 1 o
i.  Fromthe following information suggest the amount of profit that may be taken on contract
A. to P & L Afc. which has been completed nearly 70% :

Rs.
Total cost of the contract to dateé 3,83,000
Cost of contract not yet certified 23,000
Value of contract certified 4,20,000

Cash received to date _ _3,78,000 :



19,6 COST - PLUS CONTRACTS

’I'he Cost-plus contract is a contract in Which the | price of the contract is determmed by

adding a stipulated profit to the cost of the .contract. These contracts are used where the

probable cost of the contract cannot be esnmzted with a reasonable degec of accuracy atthe

time of undertaking the work. In the cases where the work spreads over a long period of time
and where prices of material labour ,etc., are liable to fluctuate the cost-plus contracts prove
advantageous for both the contractor and the contractee. These contracts protect the contractor

from the risk of incurring loss on the contract; because all costs incurred, are recovered. They -

provide protection through the escalation clause, the work of offering tenders and quotations is
simplified for him. The contractee can know, how much he is paying for the costs and how
much is proﬁt to the contractor. Purchase nsks are eliminated so far as the purchase pncc is
:concemed. - : :

There are certain dlsadvantages of Cost-plus contracts. There is no encouragement:for
efficiency on the part of the contractor. The customer cannot know the final price to be paid by
him until the whole work is completed. For the inefficiency of the contractor he has not only t
0 bear a high cost but also to pay correspendingly higher profits. The cost-plus control system
is used in case of Governiment contracts (PWD Works), and other works where the contract

© period cannot be estimated with a reasonable degree of accuracy.

IRustration - 2

The following was the expendlture ona contract for Rs. 6,00,000 whlch commcnced in
January, 2002

.~ Rs.

Materials 120,000
Wages | 164000
Pent 30,000

~ Overheads L 8600

Cashrccelved on account of the conh'acttotlw 3ist ofDeocmber 2002 was Rs 2 40 000
f_:bcmg&ﬂ?g. of the work certified. The value of the material in. hand was Rs, 10 ,000 the plant
~ had tmdergcme 20% d@r:clatlon e b

Prcpare the Concract Ax:count

Solution : . .

D, 5 ) "'Cc'o'.n.trﬁcf_Acc'ount _ L - Cf
To Mikterials 120000 ByMaterials on hand 10,000
“Wages ' 164000 . ByPlantonhand .
“Plant 20,000 (20,000-20%) 16000
" Overheads 8600 "WorkinProgiess: . .
“Notional Profitc/d . 13,400 Certifiedwork - 3,00,000

| 2326000 S 326000




To Profit & Loss a/c 7147 ByNotional Profitb/d 13,400
“ Reserve transferred | ' .
to W-IP alc 6253

- 13,400 | o 13,

Cash received = Rs. 2,40,000 = 80% work certified.
. workeertified=Rs. 2,40,000 x 100/ 80 =Rs. 3,00,000
Profit that is taken to P&L. Alc = |
| Notional Profit x 2/3 x Cash received / Work certified
_ “=13,400 x 2/3 x 80/ 100 = Rs. 7,147.
. Nustration : 3 -

A Contractor undertook a contract for Rs 2,50,000, The following is the information
concerning the contract during the year 2002 :

Rs.
Materials sent to site ' _ 85,349
Labour engaged on site - 74,375
Plant installed at site (cost) | 15,000
Direct expenses - | ' 3,167
Establishment charges 4,126
Materials returned to Stores 549
Works certified ' 1,95,000
Cost of work not certified . 4,500
Materials at site on 31-12-2002 1,383
Wages accrued on 3 1-12-2002 2,640
Value of plant on 31-12-2002 11,000
Casthi received from contractee - 1,80,000

Prepare the contract account and the contractee account and show—how-the work -in-
progress will appear in the Balance Sheet of the contractor on 31-12-2002.

Solution : _ _

Dr. - Contract Account for the year ended 31-12-2002 Cr.
To Materials : 85349 By Materials returned 549
“Labour : 74375 By Materials on hand o 1.883

“ Direct eXpenses 3,167 By Plant on hand 11,000

“ Plant : 15000 By Work-in-Progress alc

“ Establishment charges 4,126 ) - CerFiﬁed work . 1,95,000

“ Wages accrued 2,640 = Umertiﬁﬁod work_ ' | 4,500

« Notional Profit¢/d 28,275

|

| 2,12,932 2,12,932

———

_\\




To Profit & Loss a/c
“ Reserve transfer to
“WIP alc

17400 By Notional Profitb/d .

10,875

28275

28275 ..

28,275

Profitto be takento P& L Afc =28,275x 3 -1,80,000/ 1,95,000 Rs. = 17,400 -

Dr. - Contractee's Account Cr.
| | Rs. Rs.
Dec.31 ToBale/d .~ 1,80,000 " Dec. 31 _
| _ By Bank 1,80,000
1,80,000 ' 1,80,000
Balance Sheet as on 31-12-2002
iabilifics T R Ais_eLS. | Rs. ‘Rs.
Profit & Lossa/c . 17,400 Plant 15,000 |
Outstanding wages 2640  ()Dep. 4000 11,000
o . Meterialsonhand 1883
Work -in-Progrcss: | o
Certified work 195000
Uncertificdwork 4,500
| | 1,99,500
(-) Reserve 10,875
. 1,88,625 |
() Cashreceived  1,80000 8625

TNiustration 4

The f(ﬂinwmg data is extracted from the books of M/s..Aswani Constructions Ltd for
the year endod 31 st March, 2002, relating to the construction of a fesidential building “BHARANY”
The contract work was commenced on 1st April, 2001 and the contract price is Rs. 20,00,600.

Material purchased

Material transferred from other sites

- Wages paid during thc'. year
Wages sccrued
Admiinistrative expenses :
Machiriery purchased

.........

..........

2,40,“!) ’
30,000
480,000

20,000
1,40,000




A supervisor with a monthly salary of Rs. 16,000 has spent half of his time on this contract.
Materials lying on the site as on 31st March,2002 were worth Rs, 28,000. Machinery purchased
was used for this contract for 73 days, The estimated life of the machine is § years and its
scrap value is Rs. 10,000. By the end of the year-,Rs. 13,35,000 worth of the contract was
completed. However, work certified was of the value of Rs. 10,00,000 and Rs. 9,00,000 has
been received on account. prepare the contract account for the year ended 31st March, 2002.

SOLUTION :
‘In the Contract Ledger of M/s. Aswini Constructions Ltd.;
Dr. BHARANI Building Contract Account Cr.
Rs. : o " Rs.
To Material purchased 240000 By Material at site 28,000
To Material from othersites 30,000 By Plant (after depreciation) _ '
~ To Wages 4,80,000 (Rs. 160,000-10000/5 x73/365) =  1,54,000
To Wages accrued 20,000 By Work-in-Progress :
To Administrative expenses 1,40,000 — Work certified 10,00,000
To Machinery 1,60,000 — Work uncertified 3,35,000
To Supervisor Salary - o
" (50% of 16,000x12) 96,000
To Notional Profit c/d 3,51,000 _ ' -
| 151700 - 15,17,000
“To P&L a/c 200600 ByNotionalProfitbd 351000
To Reserve a/c 1,40,400 _
' 3,51,000 3,51,000

Profit transferred to the P & L Account is ascertained as follows
Notional Profit x 2/3 x Cash received / Work certified
Mlustration : 5

Ms. Shravani Constructions Co., undertook 2 contract for the constructionofa building on Ist
April, 2001 ata contract price of Rs. 25,00,000. The following details are collected from thei

books of the company for the year ended 31 st March, 2002 : | ' .

. Rs. ;

Materials purchased o . 400000

Materials issued from stores 50,000

Wagespaid T 1.’50’000

Plant installed atsite e 2,00,000

Direct expenses T . 1,00,000
Establishmentcharges -~ - 25,000

Cash received from the contractce | _

(being 80% of work certified) T e 10,00,000



© Cost of wotk doie but not certified  ....... 250,000

 Materials returnid fo stores e 25000
Materials atsite(31-3-2002) ... IR 1. S
Valueof plant(31-3-2002) ... 150000 ¢
- -Wages oﬁtstaﬁding' e _ 30,000
. Ditect expenses outstandmg e ' 40,000
| Prepare contract account. |
' SOLUTION : |
In the Contract Ledger of M/s .Shravani Construction Co.
Dr. - _Contract Account for the year ended 3132002~~~ Cr.
: _ | Rs. . : . . '
To Material purchased. - 4,00,000 By Work certified 12-,-50,009 o
-“ Material if.suedfrom | _ R “ Work uncertified ‘ RN e
stores 50,000 | 250000
“ Wages Pauf I 50 000 o o “ Matenalretlmled .
“ Direot eip: 1,00,000 | . “ Materialatsite.  10.000
+ Outstandifif 49,000 -~ -1,40,000 - -
* Plant pur'chasédq 2;00,000 “Value of plantatsite . . 1-,50;000 :
“ Establishment expenses 25,000 . | ' h :
. Notim_ml profit c/d 690000 o
| E m - : m
ToP&La/c . 368000  ByNotionalProfitt’d 690000
“ Reserve ale - 3,22,000 ' ; o
690000 y T Y] 6,90000

Smce more than half of the work relating to the contract is completed, itis reasonable to carry B
a profit of Rs, _3 68,000 to thc P&L afc f the year ended 31st March 2002 wl'ncﬁ is calculated

as follows :
Notional Profit x 2/3x Cash recelvdeork cerhﬁed
=" 6,90,000 x2f3x80f100 Rs. 3,68,000- '
Illustraﬁon 26
The foﬂowmg information is extracted from the books of M/s V‘sakha constructlons Ltd. in

- respect of REVATHI Building Contract, for the year ended 31st March, 2002 .The contract

price 1s Rs. 60,00,000 and the work commenced from Ist Apnl 2001, _
' Rs;

Materialissued _ - o | o 11,25,
Wages paid ' L e 16,500(!)
' Plantpu.l_'ch?SedandinstaHed S (1—10-2001) o ,OO,W .




General expenses ... | o '60,000
'Wprk;iérﬁﬁed o . 30,00,000
Work done but not certified | _ ;UTSOO '
Wages outstanding (31-3-2002) o 60000 |
Material at site (3 i-3-2002) ..... g . 60.000
Cash received during the yéar(75% of the value

of work certified ) 2250000 -
Material transferred to other contracts . 60,000 .

' Material received from other contracts _ 15,000

Depreciate plant at 10 percent per annum.

Prepare the Contract Account and find out how much of the profit can be transferred to the
Profit and Loss account.

SOLUTION :
“In the Contract Ledger of Mls Vlsakha Constructlons Ltd., _
Dr. - | Revathi Building Contract Account for the year ended 31-3-2002 - Cr
| _ Rs. - Rs.,l' |
To Material issued 1125000  ByWorkCertified 3000000
“  Materials fomother “ Work Uncertified 90,000
‘contracts. 15,000 “ Materials at site 60,000
“  Wagespaid 16,50,000 _ “ Material tl_'ansfered to
' +Outstanding 60.000 1710000 other contracts 60,000
“  Plant | 300000 “Plantatsite 2,85,000
“  General expenses 60,000 | '
« Notional Profit /d 285,000 __
- m . S —-——34,95,000 _
To P&L a/c 142,500 ByNotional Profitb/d  2,85,000
« Reserve a/c 142500 S
285000 | | _2%mm

—————

Note : Since more than half of the contract is completed, it is reasonahle to carry 2/3 of the
Notional Profit which cash received bears to value of work Certified, to. thc Profit and Loss

Account, It is ascertained as follows : .
Notional Profit x2/3 Cash received/ Work certified =
—  2,85,000x2/375/100=Rs. 1,42,500.

-



Hiustration : 7

(6) M/s. Anuradha Builders undertook a contract on nist april, 2001 forRs 30,00 000 The following
are the data collected from the bocks of the builders for the year ended 31st March, 2002

: : Rs..
Value of the work certified by architc_act 1,45,000
* Cash received from the contractee ™ - 19,50,000 -
Materials sent to contract site . . 967,000
Wages paid - T o : 8,22,060
Plant installed at site ' 1,69,500 -
Cost of work done but not certified 51,000
Establishment charges : : 48,750
Direct expenditure ' _ S 36,000
Outstanding wages(31-3-2002) - 27,000
‘Material at site(31-3-2002) _ _ - 21,000
'Materials returned to stores o 6,000
Direct expenses outstanding ' ' : 3,000
Value of plant(31-3-2002) 1,23,000

Prepare the Coritract Account for the year ended 31-3-2002, showing the profit to be credited
to the Profit and Loss Account of that year. .

SOLUTION:
In the Contract Ledger of M/s .Anuradha Builders

Dr. Contract Account for the year ended 31-3-2002 . . Cr
To Materials sent to site - 9,67,500 By Value of work .

- certified 21,45,000
“ Wages paid - . 822000 “ Work uncertified - 51,000
““Wages outstanding . 27000  “ Plantatsite - 1,23,000
“ Direct expernses " 36,000 “ Material at site 21,000
“ Establishn’wnt charges - 48,750  “ Material returned _ :
“ Plant installed - 169,500 to stores T . 6,000
“ Direct expenses accrued 3,000
“ Notional Profitc/d - . 2,72.250

2346000 - 236,000
To P&L a/c 1,65000 By Notional profit b/d 2,72,250
“ Reserve alc - 107250 | |
2,72,250 - ' - 2,72,250

As more than 50 perccnt of the contract is completed Jitis reasonable to carry 2/3 of Notional
Profit which cash received bears to work certifted, to the Profit and Loss Account. It is
ascertained as follows -

Notional profit x2/3 X Cash received/ Work certified =
2,72,250 X 2/3 X 19,50,000/ 21,45,000= - Rs.1,65,000.




Illustration : 8

(7)  The following information relates to 2 Contract in 2002:

. ‘Rs.
Materials sent to site 1,70,698
Labour 1,48,750 .
Plant 30,000
Direct expenses 6,334
Establishment charges 8,252
Materials returned to stores 1,098
Work certified 3,90,000
Work uncertified 9,000
Materials at site (31-12-2002) 3,766
Wages accrued(31-12-2002) 4,800
Direct expenses accrued(3 1-12-2002)' 480
Value of plant (31-12-2002) 22,000

The contract price was Rs. 5,{}0,000 and cash received from the contractee was 80% of
the value of work certified. Prepare ‘the contract account and Ihe_goptgactgq Aaccount.

Solution R
Dr. | . Contract Account 2002 - Cr.
. Rs. Rs.
To Materials 1,70,698 By Materials returned 1,008
“ Labour . 148750  “Materials at site(31-12-90) 3,766
“ Plant 30000  “ Plantat site 31-12-1990 22,000
“ Direct expenses 6,334  “ Work-in Progress A/c: o
“ Establishment charges 8252 — Certified work 390,000
“ Wages accrued 4,800 - Uncertified work .9.000
“ Direct éxpensés accrued 480 o o
“ Notional Profit ¢/d 56,550' o |
4,25,864 o © . 425,864
To P&L Afc. ™ ByNotional Profitb/d 56,550
56,550 X 2/3 X 80/ 100= 30,160
“ W.I-P Alc (Reserve) 26390 .
56,550 56,550
| Dr . mctee's Account '_"'(':?
o Rs.’ | Rs.
To Balance c/d 3,12,000 By Bank a/c - 3,12000
3,12,000 3,12,000




Illustration 9

(8) X Ltd, undertook a coritract for Rs. 1 50 000 on the 1st of January 2002

Ofthe plant and materials charged to the contract the plant which cost Rs. 1 500 and the
materials which cest Rs. 1,200 were lost. On the 31st December, 2002 the plant which Rs.
1,500 was teturned tothe stores and materials consting Rs. 1,200 were on site . The cost of work

done-but not ccrtlﬁcd was Rs. 600.

.~ Charge 10% dcprectlon on plant, Resetve 1/3 of the- proﬁt and prepare thc contract
account, W.LP-a/c and the Balance Sheet as on the 31 st December, 2002 form the fbllomng

Tnal Baiance

Share capital
Crcdlfors

: Cash received on contract
(80% of workcemﬁed) .

I,ondandBuildfn'gé-"-3'-; o 12%00 0

Bank S S 7500
_ Chargedtocom:rm -
' Matenals o -27’000

Rs.
36,000
3,000

60,000

Plant o as0

Wages 42000

Expenses R S 2,100

p———

- Solution. |

- 99000

~ Contract Accmmt for 2002

Cr.

 ToMarials 27000
“ Plant - 7,500

'Rs..

'2;100 =

By P&L alc’:

- Loss of pl:ant ,500

- Loss Matmais'
“, Plantretmxed
(1 500 less IO%dep,)

“Materials atsite
 (7,50041,500+1,500)
-(10% dep. on 4,500)

* WEPalc:

_-Cemﬁedwork 75000
- Unccmﬂedwo:rk 600

Rs. |

1350

405

75,600

1
-
ol
1




e

To P&L alc

_ | By Notional Profit b/d 6,300
6,300X2/3 X80/100= 3,360 |
“ W-I-P a/c (Reserve) 2,940 "
Dr. : Work-i_n-Progmss Account — Cr.
. . Rs. Rs.
To contract a/c : By Reserve 2,940
— Certified work 75,000 « Balance ¢/d 72,660
— Uncertified work 600
0 T
Balance Sheet as at 31st December 2002
. Rs. N Rs.
Share Capital 36,000 Land and Buildings 12,900 |
Profit &Loss a/c 3,360 ' Plant less depreciation
(-) Loss of Plant On site 4,050
~and Materials 2,700 " 660 In stores 1,350 5400
Credifors ' 3000 Materials at site : 1,200
Work in progress 72,660 _ .
Cash received 60,000 12,660
‘Bank | 0

I —
P ——rp—

Tilustration : 10

- (9)The following information relates to a building

‘I

the certified work is being paid by the contractee :

Materials issued
Direct wages
Direct expenses

Inditect expenses

“: Work certified(31st Dec)
Work done butnot certified

' Mafcrials at site

Value of plant issued

2000 2001 2002

Rs. Rs. ~ Rs.
1,20,000 1,45,000 84,000

- 1,10,000 1,55,000 1,10,000

5,000 17,000 6,000
2,000 7,600 500
235000  7,50000  10,00.000
2,300 8,000
2,000 5,000 8,000
14000 ——

qontfact for Rs. 10,00,000 for which 80% of



The value of plant at the end of 2000, 2001 2002 was Rs, 11,200,Rs.7000,4nd Rs.3000
respectlvely Prepare the Contract Account for-ghese three years taking into Account such

profit as you think proper on the mcomplete cont:abt
c\*‘ .

Solution BT s s : Sy

br, .. - : Contract Accoust for 2000 e ' Cr.
S " Rs. S Rs.

_TéMaterials issued 1,20,000 ]E!y' Materials on site 2,000

' “ Direct wages 1.10,000  “Plant at site . 11,200

“ Direct expenses 5000 « Woz_:k-in-Progrcssafc :

“ Indirect expenses. 2000  —Certified work 2,35,000 |

“Plantissued 14000 -Uncertified work 2800 ~ 237800

251000 o 2,51,000

Dr. Contract Account for20001  ~ ~ Cr.

S o Rs, ] | Rs.

To Balance b/d (Work-in -Progress) 237,800 ByMaterialsatsite 5000

“Materials -~ 2,000 “Plant | 7,000

“ Plant . _ 11,200 * Work -in-Progress: | |

 Certifiedwork ~ 7,50,000

- o . Uncertified work 8,000 7,58,000

To Materials issued 145,000 e : LT :

“ Direct wages _ 1,55,000

“ Direct 'expenées ' R 17,660

“ Indirect expenses - . 2,600

‘To Notional Profit ¢/d. . 1,99400

To Profit & Loss alc By Notional Profitb/d ;9;:4-()-0

a 99400xy3xsw100=) : 1,06,347 ' '

" WALP- Alc (Reserve) L 93083 |

Dr. .. Contract Acgount for 2001 . | or
S Rs. o . Rs

To Bm“-h’d L 758000 By Materials on site . 8000

‘_"(*) Rcs.'eﬁ}c kam-Progress 193,053« Plant at site o : 3,0(50

" Contracteeale © 10,00,000



 transactions for the year ended 31st December ,2001 were as under: -

“ Materials 5,000

- *Plant - 7,000
- ToProfit 3,34,053
10,11,000. . | 10,11,000

THustration : 11

(10) M/s Swathi Constructions Ltd., undertook a contract for Rs. 90,00,000 on Ist July 2000;
The following are the expenses incurred upto 3 1st December, 2000 :

Materials purchased Rs. 1,12,500., Materials issued from storqs' Rs. 7,87,500., Wages '

Rs. 4,50,000., Direct charges Rs. 45,000. The value of work certified was Rs. 18,00,000 of
which the contractee paid three- fourth in cash to the contractor company. The summary of the

Materials issued from stores Rs. 20,25.000 ; Wages Rs. 9,00,000; Direct charges Rs.

'9,000. The cost of special plant purchasd for the contract on 1-1-2001 was Rs. 18,00,000.

Further work certified during the year amounted to Rs. 49,50,000 of which 75% was paid by the
Contractee to the contractor comparny. Special plant is to be depreciated at 25% per annum on
original cost. Work done but not certified as on 31-12-2001 was Rs. 3,37,500. Material at site
was Rs, 2,25,000. ' o S R

The contract was completed on 30th April, 2002, upto which date the following further -
expenses were incurred : Material purshases were Rs. 1,57,500; Materials issued from stores
Rs. 9,00,000: Wages paid Ts. 3,37,500 ; Direct expenses Rs. 30,360 |

The general overhead is to be chargcd at 5 percent of material consumed and wages

paid during the contract period. On 30-4-2002 the special plant was valued at Rs. 11,25,000. The
material at site were Rs. 1,57,500 and m,aterial returned to stores amo;mt_cd to Rs. 2,92,500..

You are required to prepare Contract Account and Contractee Account diring the period,
showing the results of the transactions, assuming that balance amount due from the contractee
was duly received. ) L :

SOLUTION : | |
' In the Contract Ledger of Ms. Swathi Construction 144,
pr.  Contract Account for the yearended 31-12_-2000 : Cr.
' ' Rs. S Rs.
To Materials purchased 1,12,500 By Work-in Progress: |
« Materials from stores _ 787,500 — Work certified 18,00,000
“. Wages - ~ 450,000
* « Direct expenses ' 45,000
« General Overheads
(5% of materialsand wages ) 67,500 |
« Work in Progress a/c_ . 337500 - R - _
(Reserve ) ' 18,00,000 S 180,000

Since less than one-fourth contract has been done, no profit should be taken to P&L 2/c . Hence
the profit balance as shown by the contract account should be carried as areserve . : _

&4



pr. - Contract Account for the year ended 31-12-2001 e
- To Workmprogress: ' ByMaterlal at site - 225,000
" (wérk certified - “ Plgnt at site 13,50,000

Reserve’) 1462500 “Work in Progress: |
‘ “Plant | 18,00,000 — Work certified
““Materials 2025000  (Rs.18,00,000+ )

“ Wages 9,00,000  49,50,000 ) 67,50,000-

“ Direct charges 90000 -+ Work uncertified - 337,500

* General overheds |

(5% of' material consumed

matenal éonsum'ed

and wages paid) 135000

“Notional Profitc/d - 2250000 .

P A BRI 1> B | 8662500

ToP&L afec. 11,25000° . ByNotional Profitb/d 2250000

“ Reserve ac/ 1125000 J

22,5000 50,000 o - ,22,50,000
 The proﬁt taken to P& L a/c has'bccn calculated as fonows
o | NotlonalProfitXZBX?S% |
or. Cont:ractAccount (upto 30th April, 2002) Cr.
| o Rs. - _ Rs
- To Woi'i_c-ill-progl'ess: By Plant at éitc 11?25,000. '

(work cetsifd+work “(Value given) SR

uncrtfd - Reserve) - 5962500 “Materialsatsite . - 157,500

“ Plant atsite : - : _ 13 50,000 Matcr_ials rétumcdtostorcs - 2,92,500

“ Materials purchased 157,500 et -. e = '

* Materials from stores 9,00,000 “ Coﬁtra’ctees a/c ” 90,00,009

“ Wages 3,37,500 S

Ditect expenses 30360 .

“ General Overhéads .

(5% of materials:and labour ) 58,500
“P & L Afc(profit) 15,53,640 o
| | 1,05,75,000 . 1,05,75,000




Dr. : Cdﬁtractee;sAccoum' | ' . Cr

2000 : | Rs. - 2000 . Rs.

To Balance ¢/d 1350000 By Bank a/c L 13,50,000

| 2001 c 2001

To Balance ¢/d - 50,62,500 By Balance b/d 13,50,000

“ Bank a/c 3712500

. 30,62.500 3062500
2002 2002 |

' ToContracta/e 9000000  Balance b/d . 50,62,500

- | “ Bankale 39,37,500

90,00,000 5000000

19 7 SUMMING UP

Contract costing is employed | bythe firms such as builders, civil engineering contractors,
constructional and mechanical engineering firms. A separate contract account is opened and
all the expenses such as materials, labout deprecxanon and other expenses are debited to
contract account. Any materials returned from the site, the value of work certified and the
value of work yet to be certified will be taken on the credit side the contract account. Thereby

the notional profit is or net profit is computed.

19.8 CHECK YOUR PROGRESS : MODEL ANSWERS

11.2/3X Notlonal ProfitX Cash reccwed / Work Certlﬁed

Here Notional Profit= Contract oemﬁed + Contract yet tobe certlﬁed- Cost of the contract to
date. i
=4.20,000 + 23,000 - 3,83, 000

_—-Rs60000

_ .Proﬁttobetaken_toProﬁtandLOSSAocountls==2f3X60 ,000X3,78,000/ 4, 20000

=Rs, 36,000.

- 19 9 MODEL EXAMINATION QUESTIONS

A Answer the following in about 30 jines each.
1. What is contact costing? Explain the salient featurcs
B. Answer the following in about 15 lines euch.
2. Howdoyoutreatcostofplmtusedfo:acontract?
3. Briefly explam the methods of estimating proﬁt on moompletae eommcts.



o Materials purchased = _"1'0,”%,0:00

EXERCEE

1. From the followmg w:hmllm's exlmctedﬁumﬁn books ofM!s Bnllhant Engeers Ltd. prepare
Contract Account. , :

. _ . o Rs.
Contract pﬁcc : e . | .-60,00,000
Directmaterial S 2430,000
Wages o e L 1620000
Plant e Ci 1200000
* Stores issued e 432000
Loosetools R o ' 2,25,000
Tractorrmmmg expenses ... ' _ 50000

The Contract was completed m20weeks 'ﬂwphntwasretmned sub;ect to deproclatlon at
20% on original cost. thevalueof[.,oose'roolfamdstoresretumedwereks 1,530,000 and Rs.
60,000 respectively, the depreciation to be charged on Tractor work out to Rs. 225 000 ...

\ (Answer Profit on Contract: Rs 9,88,000)

2. XLtd. undertook thies construction of a bndge for Rs. 75,00,000 subject to retention of 20%
- until one year after the certified complection of the contract The fol!owmg are the details as
‘'shown in its books on the31st Dec, 2002 o

o N Rs.
Labour on site R ™ - 24,30,000
Matenalsd1recttos1te | LN oo 19,20,000 _
~ Materials from stores T _ 4,97,200
" - Hirc of plant used . | . _ 72,600
 Direct expenses - | 1,38,000
Overheads charged'fo coitract - . 2,22,600
~ Meterialson31-12-2002) - | o S 37800
 Wages accrued (30-12-2002) T 9600
CoStofwm'knotcemﬁed - o 99,000
Workcertifid - O s
Materials lostmﬁf;é"éééident _' ' ' . S 10,000

Prepare the Contract Account and the Contractee's Accotnt.

M/s . Namratha Constructions Co., was started on 1st April ,2001. Dunng the year
ended 31st March ,2002 it was engaged on only one contract the contract price of which was
Rs. 60. 00, 000 The. follomng is the Trial Balanoe of the Company as on 3 lst March 2002

Dr. B L o
'Landmdbmldmgs -_5;16,-0'00 ShareCapital . 14,4000




Cash recelvcd on con-

Plant 300000 tract (80% of work cemﬁed) 24,00,000
- Wages 16,80,000
Expenses 84,000'
| 39,60,000 _ 39,60,006"'
Additional information : '

(a) Ofthe plant and materials charged to contract, plant which costs Rs. 60, 000 and materials
which cost Rs. 48,000 were lost in an accident.

(b). On 31st March, 2002 plant which cost Rs. 60,000 was returned to stores ; the cost of
work done but not certified was Rs. 24,000 and materials costing Rs. 43, 000 were
remaining at the site.

(c) Chargo 10% depreciation on plant

Prepare Contract Account and the Balance Sheet from the pamculars as mentloncd above.
(Answer: Notional profitRs. 2,52,000° roﬁttaken toP&L a/cRs: 1 34 400; Reserve Rs. 1,17,600.
Balance Sheet Total : Rs 15,86,400)

HINTS :

1. Value of work certified : Cash received from contractee X 100/80 -

2.  Plantatsite (31-3-2002): Plant cost -plant returned to stores plant 105t—deprect1at10n @
10% (Rs. 3,00,000-60,000- 60,000-18 ,000)

3. Profit taken to P& L a/c: Notional profit X 213X 80 %

4. M/s. Srujana Constructions Co., under took a contract for Rs. 44,10, 000 on 1st Aprll 2002.
the following information is extracted from the books of the Company for the year ended 31st
March ,2003 .. : '

Rs.

Marterials | 11,28,960
Wages paid Ceveres 1322190
Specialplant oo o 1,08,000
Direct charges paid e S 45270 .
Establishment charges - 101700
Wages outstanding(31-3-2003) e ' 12,960
Direct charges outstanding(31-3-2003)  ....... o __3,’_180
Stock of material at site (31-3-2003) R 21,600
Value of work certified on 31-3-2003 ... . 29,70,000
Cost of work done but not certified ... : 63,000
Cash received based on work certified .. 2539350

Provide deprematlon @ 25 % per annum on plant.

5. From the above particulars, prepare the Contract Account for the year showing how much
profit can reseanably be transferred to Profit and Loss account relating to this contract. Also
show how the relevant iterns relatmg to this contract appear in the company ’s Balance Sheet.

(Answers : . Notional Profit Rs. 4,12,740 : Profit to be. ta,kcn to Profit & Loss Account Rs.
68 235,260 : ReserveRs. 1, 77,480)



’5_..., .. M’s. Shrcsta Constructlons Co unde;"took a contract for Rs. 45 fakhs, on lst January
,2002 . The followmg is the information relat’"f_ _to'thls contract for the yeareﬂdedBlst Deoembér

2002. :
Motorials issued to Contract . 7,65,000
Wages 12,1500
" Special plant 225000
IOther expenses incurred . 75,000

Amount received upto 31st December ;2002 ﬁ‘om the contractee Rs. 19,20 000 bemg 80% of'
the value of work certified. Of the plant and materilals charged to the contract, plant costing Rs.'

45,000 and materials costing Rs. 37,500 were lost. On 31st December 2002 plant which costs
Rs. 30,000 was returned to stores. The cost of work done but not certified was Rs. 15,000 and
materials costing Rs 34 500 were at site on 31- 12- 2002. Charge 15% dcprecnanon on plant .

- From the above partxoulars prepare the Contract Account, show:mg how much prof tcan
be transfered to Profit Loss account. Also shiow how the items of the comract appear i the- :
Balance Shcet of the Company, as on 31-12- 2002 . : :

{ Answer ; Notumal Proﬁt Rs. 4,035,000 : Proﬁt taken to P&L Al Rs 2 16 000 Reserve Rs.
g 89 000) :

M/s Sohhltha constmctlons Ltd undortook a contract for the construcnon of a factory
buﬂdmg on ist Apnl 2002. The contract price was Rs. 90,00,000. The followmg mformatton is
available for the year ended 31st March, 2003 rtfatmg to the contract :

Materials dlrectly purchascd ~ . _ R 14,40,000 .

Materials 1ssued ﬁ‘om stores i S o 1,80,000 o

 Wages o o~ 5,40,000 | :

Direct expenses':' ! ' .. S everenens - 3,60,00_0_. : I

Establishment ch'ﬁges S ; e S ) 3 .90.,0.(.)0. ::

Plant purchascd and installed at site L 7,20000 |
umed to stores 90,000 ;

Materials a site(31-3-2003 ) e 36000 - -

Wages outstanding(31-3-2003). R . im0

Direct expenses outstanding - i, 1,44,000 - B I':'i]

Value ofplant at site(31-3-2003) e | 540000

Cash reoctved (bcmg 80% of work cemﬁed) ' 36,00 000

;’re%aor; the Cmm'act Account and also show the rclevant 1tcms in thc Balance Sheet as on 3 -
(Answer Notxmal Proﬁt Rs 19, 65 600 Proﬁt takcn _to P&L‘ Accoﬁnt Rs 17{'1),48',3'2'6; Rescwe
Rs.5,17280). S 1S 10,48,320; Reserve

x,

& 69



7. ’l‘hcl following particulars are extracted from the books of M/s. Sravanthi Contructions
Ltd., relating to a contract for Rs, 80 ,00,000. The contract was undertaken on st Api'il 2001
The inforamtion relating to thc'cohtr_sldt is furnished here

and was finisehd on 31st March ,2003 .

under:
2001 - 02 200203
 Rs, ‘Rs.
Materials | | 2400,000 6,72,000
" Wages 18,40,000 ‘ 840,000
Direct expenses 1,76,000 80,000 |
. Ipdirect expenses | 48,000 ' 11,200
Plant issued 1,12000 16,000
Materials at site (year end) 40000 56000
Value of work certified '60.,_00,000 _ 80,00,6@
‘Cdst of work uncertified - . ' 64,000 . _—
Plant at site (year end) 56,000 _ 40,000
Cash received from Contractee  ~ 48,00,000 . 80,00,000 - -

Preﬁare the Contract Account and the Contractee Account for the the years 2001 - 02 and 2002

-03 , showing the profit that can reasonably taken to the Profit and Loss aceount of each year.
(Answer : Notional Profit 2002 - 02 : Rs. 15,84,000; Profit taken taken to P& L a/c : Rs. 8,44,800
Reserve Rs. 7,39,200). : . o o
Profit of 2002 - 03 year : Rs. 10,56,000 ) : _ _

(8) On lstJanuary 2002 'A’ undertook a contract forRs. 10,00,000 .He incim'cd the following
expenses during the year :

Rs.
Materials issued from stores 1,00,000
Materials directly purchased 50,000
Plant installed at cost | 70,000
Wages paid : ©"2,00,000
Wages accrued31-12-2002 80,000
Direct expenses paid 20,000
Direct expenses accrued3 1-12-2002 5,000
Establishment charges . 13,000 :

- Ofthe plant and materiais charged to the contract, plant which costs Rs.4,000 and materials
costing Rs. 3,000 were fost. Some of the materials costing Rs. 4,000 were sold forRs. 5 000 On
31-12-2002 pilant costing Rs. 1,000 was returned to-the store and part of the plant Whlch cost
Rs.400 was so damaged as to render itself useless. ' T -

The work certified was Rs. 4,80,000 and 80%.of the same was received in cash . The
' cost of work done but uncertified was Rs. 2,000, Charge depreciation @ 10% p.a. on plant.

Prepare the Contract Account and show the profit that can m_aéonable be taken to the

70



| Profit and Loss Account, Show also the particulars relatmg tothe commct in ﬁ:e Balance S}met
- of the contractor on the 31st ofDiecember 2002.

9, - XYZ Construction Ltd. has been engaged in carrymg out two contracts A and B dunn_g
the year The followmg particulars are obteined at thc year-end(December 3 1) 2002 '

_ ContrqctA ContractB '
- Datcof Commencement ~ Aprill September |
| L R. =~ Rs.
Contract Price 600000 500,000
Materialsissued =~ = 1,60,000: - 60,000
Meterialsrutumned 400 2000
Matérials onsite (Dec.31 22000 - '8,000 .
Direct Labour 150000 - 42000
Direct Expenses _ 66,000.-‘_'_ 35,000 |
EstabhshnmtExpenscs 25,000 7000
Plantingtalled(Cost). . .. 80000.. . 70000
- Value ofplant (Dec.31) 65,000 64000
 Cost of work ot certified 200007 . 10000
Valueof certifiedwork 420000 © 7 135000
Cash received ﬁ'om contractoe 3780000 1,25000 T
Architect’s fees S0 1000

' Durmg the period materials worth Rs. 9,000 have been transferred from Contract A to Contract

Preparc the contract account, contractee. asccount and’ Balance Sheet as on the 3igt of -
December showing the calculation of work-in-progress.

~ 10. ' AContractor secured a contract for R, 75,000 .Hewastorecavepaymentsonaccount
: ."""”mwmequalto90°/oofﬂ:|ecert1ﬁodvnlueofthcworkdone - L

- Hc commenced work on January 1, 2002 and incurred the followmg expendxtme dm'mg

Plantand Tools 7000

m“'ﬁ’“’?mdsms o 20,000

Wages' | ' T 15,000 s

Sunday Expenses _ . E 3,000 B
' Estabhshmthharges e 4.000

: AmefthemhmerycoshngRsz,OOOWasunsunacdtothecmtmctandwassoldata
... profit or Rs. 500, Thcwlueofplantmdtoolsontth]stDocember 2002wasRs 4000and
_-_thevn_lueofmachmeryandsm-esmhmdwﬁsks 3,000,




By January 2003, he had received payments on account amountmg to Rs. 4,385 being
90% of the certified value of work done upto the 31st of December .

In order to calculate the profit made on the contract upto December 31 the contractor
estimated that further expenditure would be incurred for completing the contract and take to
the credit of the Profit and Loss a/c that proportion of the estimated net to be realised on the
~ contract which the certified value of work done to.the contract price.

He estimated :
" (a) that the contract would be completed in anothcr six months;

(b) thatthe plantand tools would have aresidual value of Rs. 1,000 upon thc completwn of
the contract;

(c) thatthe cost of machinery and stores required in addition to those in stock on December.
31 would be Rs. 10,000
(d) that further sundry expenses of Rs. 2,000 would be incurred.

(¢) - thatthe wages on the contract for the six months period up to the 30 th of June, 2003
. would amount to Rs. 8,000 .

(f) - that establishment charges would cost the same sum per month as in thc prewours year;
and .

(g)  that2 1/2 % of the total of the COntract(excludmg this pcrcentage ) should be pmwdad
for contingencies.
Prepare the contract account for the year ending on the 31st of Dcccmbcr 20{)2 and

show the profit to be credited to the Profit and Loss account for the year..

11. . Givenbelow is a summary of entries in a contract 1cdge1' ason 3 1-1 2< 2002 in respect of

a Contract No.012 : :

Rs. | . ‘Rs.

Materials 16500  Establishmentcharges 8,000

Wages 24420 Plant | 34000

Direct expenses | 6,710 Sale of scrap | 1820
You are required to prepare the contract account aﬂ:er taking into account the following
information and to indicate the Profit or Loss to be takcn to the Profit and Loss account for the

year ending on 31-12-2002.
(@) - Accruals as at 31-12-2002
Wages : Rs. 800; Other expenses : . Rs. 1, 120

() Depreciation on Plant upto 31-12-2002 was Rs.8. 550.

() Included in the summary entries are: wages: Rs. 1 ,000., Other expcmcs + Rs. 1,500;
- Matenals used : Rs. 2,080 since the certification of work. - :

(dy  Materials at site on 31-12-2002 : Rs. 10,000 .
() Rs.62 ,500 had been the total work certified upto 31 -1
remained incomplete. ' o

( Total contract price was Rs. 1,00,000 .

22002 when 3/8 th of the contract
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- (fJ Toml comract pncewasRs 1,00, 000 B \
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19.11 GLOSSARY

Certified Work

-Contr_act '
Contractee

Contractor
Contract Price

Cost plus Contract

* "That part of the work done which the

contractee or his architect certified. Payment

- of the price will be made only after _

oemﬁcat:ton of the work done .

The work which contractor undertakes a

" spec1ﬁc job.

_' _The person for ﬁhdm-th_c contractor
. undertakes the work

" The person who undertakes the contract,

" The agreed amount to be paid by the
" -contractee to the contractor for the work

done.

- 'Contracts in which the price is calcu}ated
.. by adding a specified proﬁt to the cost of the
- contract -,
__ T‘ns refers to mcomplete contract and
- consists of work ccrt:ﬂed and uncertifi ed
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.20.0 AIMS AND OBJECTIVES

Tn this unit we have introduced the meaning, importance, accounting procedure, inter-
process profits and the methods of apportioning joint costs to joint products and by -products.
After studying this unit you shall be able to: _
understand the meaning of process cost.
distinguish process and job costing
now the accounting procedure of process costing. _ .
éxplain the accounting procedure for scrap, spoilage and defectives.

. describe the methods of apportioning joint costs to joint and by - products. |

20.1 INTRODUCTION

Process costing is a method of costing used to ascertain the cost of the product at each
stage of its manufacture ,where processes are carried on, having one or more of the following -
features : a) where the products of one process becomes the raw material of -another processs .
of operation, b) where there is simultaneous production through one or more proessses of different -
products with or without by-products, and ¢) where during the processes, the products or materials
are not distinguishable from one another. In other words, it is a me od applied to industries
where the material has to pass through two or more processes for being converted into a_
finished product. This method is used in the manufacture of chemical products, s0aps, vegetable

 oil, paints, vamnish, refining, rubber, sugat ,paper, textile spinning and weaving efc, where the
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- production of continous and where the production has to pass from onc process to another until

completion.



20.2 SALIENT FEATURES
- 1) The whole production activites of a factory are divided into departments orprocesses
- which are each limited to a certain operation,

i) Mostof the items of cost can be identified with specific processes and for thls purpose
~ a separate account for each process or department is opened.

&1) The cost per unit of the finished output ofeach process is obtained by dmdmg the total
- cost incurred during a period by the number of units produced during that period.

iv)  The cost of normal loss or spmlage inany process is 1ncluded in the cost of the total

units produced.

. v)  Asthe product passes from one proceiss to another, the accumulatt:d cost of output of
~ aprocess is transferred to that of the next process. Thus, the out put of one process
becomes the input of the next process.

vi) While manufacturing a main product we may come across some by-products and also

joint-products, The valuation and accmmtmg for these consntute a special feature of -

process costing,

vi) The work-in -progress at the end of the accounnng period is calculated in terms of
- equivalent units for costing. :

vi) In certain cases ,the output of a process is transferred to that of the next process not
at cost but at market price in order to ascertain whether the production of a process is

profitable or not. The market price contains the element of profit, So a reserve for the -

profit included has to be created o find out the profits correctly.

120.3 DISTINCTION BETWEEN PROCESS COSTING AND
JOB COSTING

The d:lﬁ‘erences between Process Costmg and Job Costing are as hereunder

Process Costing - Job Costing
R Process costing is used to - 1) Jobcosting involves the accumulation of
- ascertain the cost of a particular +costs for each job
- process over a period of time. order.

2) All units of the product which pass -2) Each job constitutes a separate cost unit,
from one process td another are :

generally of uniform and homogencous

nature,
. 3) Costs are accumulated for each process 3) Costs are ascertained for each job, the
over a period “ period bemg of no importance.

4) When there are a number of processes 4) The costs are generally not tnanferred from
the output of the earlier process beomes  onejob to another, -
the input of the next process resulting in
the transfer of costs from one process to

. - the next process.. : . ' '
- 5) Owing to continuous production the 5} There may or may not be any
- work-in-progress is a regular feature, work-in-progress.
- 6) Cost control is easy due to the umfonmty 6) Cost control is difficult.
“of production. “ov. mgm son. Moy |1 [.Qo
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7) The process cost is ascertained at the ~ 7) The cost of job can be ascertained only
end of the cost period for each process on the completion of the job. '
separately. ' g o

8) The amount of production is derermined 8) In job costing the production is based
to a large extent by the supply and on specific order. '-
demand for the product. '

20.4 ACCOUNTING TREATMENT

The factory is divided into various processes or departments and a separate account is
maintained for each process. The account is debited with the material , labour ,direct and indirect
costs, and is credited with the wastage of materials and the cost of the by-product, if any. The
balance of the cost is the cost of the process product which is transferred to that of the next
process. In some cases not all but only most of the finished units in one process are transferred
to the next process, and.the rest of the units are kept in stock. The cost of such stock is
transferred to the ¢ Process Stock A/e, and the rernaining units are transferred to the next
process. On completion of the manufaciure in the final process. the finished products are
transferred to the ‘Finished Goods Accounts’. '

In process accounts columns are provided as needed on both sides for quantity and value.

Tlustratin-1 : In a factory, process Costing have been in use for a certain period; ._The production
of a commodity was 1,000 tonnes. The preduct passed through three procesges, viz., A, B and
C, and raw materials were added in the processes. The costs were as here :u;gt;cr:

ProcessA ProcessB - Process C

Rs. Rs. - Rs..
Materials | - 3,000 '_ 1,50_0 o ' 1,500
Labour . 1,500 3,000 5250
Manufacturing Expenses 1,500 4,500 5250

Assume that there was no work-1n-progress either at the beginning or at thq.- end, show
the Process costs for each process and the total of the finished product. I:n':eac_h process the
production is 1,000 tonnes. S

Solution .
Dr. | ' Process ‘A’ Account L Cr.
Particulars Cost Totalcost  Particulars " Cost . . Total
perton - - perton . cost
Rs.  Rs. | Rs. .. Rs.
To Materials 3.00 3,000 - By Process-B Account _
,» Labour 150 1500  (ouputiransferred) - 600 . 6000
,» Manufacting - [
Expenses 1.50 1,500 N o
600 6000 S 600 -, 6000




‘Solution

Dr. Process ‘B'_.__){:Ec_"ount_ Cr.
Particulars Cost Totalcost Particulars Cost = Total
per ton . per ton cost
Rs. Rs. Rs. Rs.
ToPrxesAAcTenstr 600 3000 By Process-CAccount
“Materials 150 1500  (output transferred) 15.00. 15,000
“Labour 3.00 3,000
“ Manufacturing
Expenses 4.50 4,500
| 1500 15,000 15.00 15.000
Dr. - Process ‘C’ Account Cr.
Particulars Cost Totalcost  Particulars Cost Total
' per ton o per ton cost
Rs. Rs. - n Rs. Rs.
To Process B A/C transfir 1500 15,000 ByProcess-C Account _
“Material 150 1,500 (output transferred) . 27.00 27,000
“Labour 325 5.250
"Manufacturing =~
. Expenses ' 5.25 5,250
2700 27,000 2700 - 27,000
Won -2:

~ The finished product of M/s. Aditya Co,Ltd, passes through three ditstinct processes to

its completion. The thrée processes are ‘Arpita’, ‘Alekhya’ and
information extracted from the books of the company, prepare

‘Adarsha’ . With the following
the three processes accounts :

Arpita Alekhya Adarsha
L Rs.. Rs. Rs.
Direct Materials -, 1,08,000 18,000 6,000
Direct wages 6000 - 12,000 16,000
Direct expenses 18,000 | _ _' 12,000
Production overheads were recovered at 200 percent on direct wages. Production during
?hg period was 400 units of finished product. There was no opening or closing stocks or work -
~ Solntion : _. L
S ' MJs. Aditya company Ltd.,
D Arpita Process A/c Cr.
_ - Rs. Rs.
To Ditect Material 1,08,000 By Alekhya Process a/c .
“ Direct Wages 6000 (@ Rs.360 per unit) 1,44,000
“ Direct Expenses | |

18000



“ Production Overheads 12,000

——m—

(@ 200%on Wages) 1,44,000 1,44,000
Dr. Alekhya Process Ale | - Cr
Rs. ' Rs.

"To Arpita Process a/c 1,44,000 By Adarsha Process a/c B
« Direct Material | 18000 (@ Rs.495 per unif) 1,98,000
** Direct Wages 112,000 -
« Production Overheads 24,000
(@200%0n Wages)

1,98,000 1,98,000
Dr. _ AdarshaPrécess Alc . Cr.
| Rs. . Rs.
To alekhya Process a/c 1,98,000 By Finshed Stocka/e -~ + - 2,34,000
,, Direct Material 6,000 - (@Rs.585 perunit)
,, Direct Wages ' 6,000 '
,, Direct Expenses 12,000
., Production Over heads 12,000
(@ 200%on Wages) 234,000 234000

Hiustration - 3 : The finshed product 6f M/s. Uttam Co. , passes through three distinct processes
: “‘Uddipa, * Urmila’ , and “Ujwala’ . During the year ended 3 1st March ,2002, 10,000 units of
finished procuct were produced. The costing recerds of the company provides the following

information:
UDDIPA
Rs.
Direct Materials 1,20,000
Direct Wages 1,00,000
Direct Expenses 20,000 -

URMILA UIWALA
Rs. Rs.
60,000 40,000
80,000 ©1,00,000
86,400 36200

The indirect expenses for the year were Rs. 56,000. The scrap in each process has
realised Rs. 6,000, Rs.8,000 and Rs. 10,000 respectively. Prepare the process accounts of the
three processes, showing the cost.of each process and the cost of production of the finished
product, per unit. Indirect expenses are to be distributed on the basis of wages among the three

processes.



Solution : . _ i |
In the books of M/s. Uttam Company Litd.

Dr. ' UDDIPA PROCRESS ACCOUNT s e
| o Rs. : S Rs.
| To Direct material ' 1,20,000 - By Sale of scrap . 6,000
“ Direct waécs \ 1,00,000 .. “Urmila Process a/c 254,000
“ Direct expenses 20,000 (@Rs. 25.40 p.u) '
“ Indirect expenses 20,000 -
(5/14ofthetotal) = _ .
2,60,000 o 2,60,000
Dr. - URMILA PROCRESS ACCOUNT o
o | ' Rs. . . : ~ Rs.
To Uddipa Process a/c 254000 By Sale of scrap 8,000
“Direct material 60000  “Ujjwala Processalc S
 “Direct wages - 80,000 (@RsdB84pi)
“Direct expenses 86,400 . ' 4,88,400
 “Indirect expenses 16,000 | |
@4of thetotal) e ! o
. S 496400 . S 4.96,400
Dr. UJWALA PROCRESS ACCOUNT -~ = or.
S Rs. -~ Rs.
To Unmila Processa/e 4,838,400 By sale of scrap 10,000
. “Direct material 40,000 “ Finished stock a/c L
~ “Direct wages 1,00,000 @ Rs.67.46.Pu, 674600
“ Direct expenses 36200 | |
“Indirectcxperises 20,000
(5/14 of the total) . o
' ~ 6,84,600 _ o 6,84,600
', lllusfntion - 4: The finished product of M/s, Swara Raga Sudha Company passes through
‘three distinct processes : Ragam, Tanam and Pallavi. The output of each process shall be the o
- input fot the next process and the output of the Pallavi process skall pass on to the finished stock o
- From the following particulars éxtracted from the books of the company, preapare the three |
pmcesscs accounts showing the cost per unit and total cost of each process and that of the o
- finished stock. In each process the production is 1,000 units. . i'
7 JI
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Ragam Tanam Pallavi
Process : Process Process
. Rs. Rs. _ " Rs.
Materials | 36,000 18,000 18,000
Wages 18,000 36,000 63,000 -
Manufacturing expenses - 18,000 54,000 63,000
" Assume that there was no work-in-progress either at the beginning or at thé end.
SOLUTION :
In the Books of M/s, SWARA RAGA SUDHA Co. _
Dr. RAGAM PROCESS ACCOUNT {Cutput : 1000 units) Cr.
Costper Total |  Cost per  Total
Particulars Unit Cost Particulars Unit Cost
. Rs. Rs. - Rs. Rs.
To Materials 36 36000 By transfer to 72 72,000
“ Watges 18 18,000 Tanam Process a/c
“ Manufacturing '
expenses 18 18,000
| 72 72000 7 00
Dr. - TANAM PROCESS ACCOUNT Cr.
' Costper  Total Cost per Total
Particulars Unit Cost Particulars Unit . Cost
: Rs. Rs. Rs. Rs.
To Transfer from
Ragam Process a/c 72 72,000 By Transferto 180 1,80,000
“ Materials 18  18,000.  Pallavi Process a/c
* Wages 36 36,000 "
« Manufacturing
expenses 54 54,000 -
180  1,80,000 180 180000
Dr.  PALLAVI PROCESS ACCOUNT Cr.
' Costper  Total | Costper ~ Total
. . iculars: Unit Cost
Particulars Unit  Cost Particulars
- Rs. Rs. - Rs. Rs
To Transfer from ) ' _ '
Tanam Process a/c 180 180000 By Transfer to o 4 3,24,000
* Wages 63 63,000 : :
« Manufacturing .
expcnses _6_3 &’{m L C
| 324 324000 324 324000




20.5 NORMAL AND ABNORMAL LOSSES AND GAINS
In the 111ustratlon given above it was assumed that there was no loss, scrap or wastage in
the whole process: In other words, the units of input of material come out of the firial process

without suffering any quantitative loss. But in- manufacturing industries there is. bound to.be
some loss, scrap and wastage in the course of production. If the loss is unavoidable because of

the nature of the material of process, then it is normal process loss. Where the loss has been _

 caused by unexpectede or abnormal conditions like tareless handling, bad plant design or operation,
substandard material and accidents, it is called abnormal process loss. If the processing has
been carried out efficiently, such a loss would not have occured. It is the result of in-efficient
operating conditions, and hence contrallabie.

Accounting Treatment : The accounting treatment differs in respect of Normal and Abnormal -

Losses/Wastages in process accounts. The costof normal loss/ wastage is regarded as a part of
the cost of production process in which it occurs and hence absorbed into the production cost of

good products. It becomes an additional charge to usuable units produced, whereas a separate

account is opened for abnormal losses /wastages . The abnormal losses/wastage is transferred
from the process acount to the Abnormal Loss Account. The Abnormal Loss Account is closed
by writing it off to the Costing Profit & Loss® Account.

a) Where the normal loss includes serap which has some reasonable value, this
amount should be credited to the: process concerned.

' 'b)  If the scrap has a relatively small value it would be reasonable to credlt each
process with the realisable value of the scrap. Scrap accumulated over & perxod of
the tirne may be sold and the proceeds thus realised should be credited to *“ Works
Overhead Expenses’ .

The abnormal loss/wastage may also have 'some scrap. The realisable value of such
scrap will be credited to abnormal loss account and the balance in the abnormal loss account
* should be transferred to Costing Profit and Loss Account.

Abnormal Gain/ Abnormal Effectives : The normal loss/wastage is an estimate only

However, it may sometime happen that the actual loss/wastage in a process may be more‘or

less than the estimated normal loss. If the actual, loss is more than the estimated normal, it is
- known as ‘Abnormal Loss!Wastage, but if the actnal loss!wastage 1s less than the estimated
nonnal loss,itis known as * Abnorma! Gain or Abnormal Effectives.’

The abnormal gain is also caiculated in the same way as the abnorma] loss/wastage is
done. The value of abmnnal gain will be debited to the process concerned and credited to the
* Abnorma! Gain Account'. The balance of abnormal gam account should be transferred to the
credit of Profit and Loss Account

* Hlustratin - § : The finished product “ Swathi” of M/s. Mrugasma Co Ltd. passes through two

 distinet processes : Hastha’ and “Chitha’ From the following information extracted from the
books of the Company, you are required to prepare the two Processes Accounts of Hastha and
Chltha

Hastha Process Chitha Process

- | Rs. = Rs
Sundry materials =~ ° " 1,20000 60,000
Direct labour S 190000 1,00,000
Manufacturing expenses 65400 = 47,740
Direct materials ( in units) ~1,00,000 e
__ Dmmls (m value) 1,00,000 '
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Output (in units) 94,000 83,000

" Normal Wastage (in %) : 5 10
Normal Wastage realises per
© 1000 Units (in value) 80 100
- The output of Process Hastha becomes the raw-material to Process Chitha .
SOLUTION: - '
\ M/s. Marugési_ra Company Ltd.,
Dr. HASTHA PROCESS ACCOUNT | Cr.
Unints  Rs. - . Units Rs
To Direct Material 1,00,000  1,00,000 | By Normal Wastage 5,000 . 400
“  Sundry materials 1,20000 | (5% on DMat) a
“  Direct Labour - -' 1,90,000 | By.Ab. Wastage 1,000 5,000
“  Mfg.expenses 65400 | “ Chitha Process a/c
' (@Rs.5pu) 94000 - 470000
1,00,000 475400 - 100000 475400

Abnormal Wastage in units : 95,000- 94,000 = 1,000 units

Calculation of abnormal wastage in terms of value=4,75,000/95,000 =Rs.5p.u
1,000units X Rs. 5 =Rs. 5,000. :

Dr. CHITHA PROCESS ‘ACCOUNT : Cr.
. Units Rs. Units Rs
To Hastha Process a/c 94,000  4,70,000 By Normal Wastage 9,400 940
To Suntry materials 60,000 (10% of input)
“Direct Labour - 100000 By AbWastage 1600 12,800
“Mfg. Expenses | 47740 “Finishedstock 83000 664000
| | (@Rs. 8p.u) |
94000  6,77,740 94000  6,77,740

Abnormal Wastage in units = 84,600-83,000=1 ,600 Units

Value of Abnormal Wastage : 6,76,800/84,600 = Rs.8 per units

=1,600 units X 8 =Rs.12,800 _

Tllustration-6: The product of a company passes through three distinct process for completion,

namely. A,B, and C. From the past experience it is ascerained that wastage is incurred in each

process as here under :
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Process A: 2% ; Process B : 5% Process C: 10% .

In each case the percentage of wastage is computed on the basis of units introduced.
The wastage in each process possesses scrap value. The wastage of process A and B is.
sold at Rs.5 per 100 units and that of process @ Rs. 20 per 100 units. S



The outputof each process passes mmedlately to the next process and thc finished umts _

ar'e. passed ﬁ'om process C stock for salc
The following information is obtained :

| ProcessA
* Materials Consumed 6000
Dircct Labour 8,000

Manufacturing Expenses - 1,000

~ ProcessB ProcessC

Rs. Rs.

4000 3,000
6000 2000
1,000 1,500

20000umtshavcbeen1ssuedtoProcessAatacostRs 10,000 . The output of each

(output transferred)

process is as-under : _
Process A - - l9,500unils :
ProcessB- 18,800 units
‘Process C- 16,000 units
There i 1sno work-m-pmgmss in any pmcessprepare Process Accounts (thecalculatlon
should be made to the nearest rupee : _
Dr o - Process ‘A’ A:;comt : : Cr.,
Paticulars — Units  Amount  Parficulars Units — Amount
S Rs. B . - Rs.
To Units introduced 20,000 10,000 By Normal
| ' _ Wastage = 400 20
© “Materials 6000 By Abnormal Wastage 100 127
“DirectLabour .~ 8000  ByProcessB Alc 19,500 24,853
» Manufacturing Expenses 1,000 (outpuf transferred)
20000 25000 20,000 25000
Dr. SR ) Process ‘B’ Account Cr.
Particulars ‘Units  Amount  Particulars Units  Amount
‘ToProcessA ac 19500 24853 By Normal Wastage 975 9
“Materials 4,000 _ ' o .
“Labour. 6000 “ProcessCAl 18800 36336

19,775

36,385



Dr, Process ‘C’ Account - Cr

Particulars Units Amwnt Particullars = - Units Amount

| ' Rs. | ' Rs.

_ To Process A 18,800 39,336 By Normal Wastage . 1,880:: 376

“ Materials 2000 - " Abnormal Wastage = 920 2,309

“ Direct Labour 3,000 " Finished Stock 16,000 40,151

“ Manufacturing S 1,500 '
EXp_enses

18,800 42,836 g 18,800 42,836

Check your progress - | _
The following data pertains to a Chemical Company . |

, Total Process]  Processll ‘Process 11l
Items | ] Rs. Rs, _ Rs. Rs.
Direct Material - 7,542 2600 1980 2962
Direct Wages 9000 2,000 | 3,000 4,000
Production Overheads 9,000 2,000 3,000 4,000

1,000 units were introduced to Process 1 at the rate of Rs. 3 each. There was no opening and
closing stock. : o

The following is the additional information..

Process Output " Per centage of  Valueof
during the normal loss ~ Scrap
. week . tomput Rs.
Process I 950 5% . 2
ProcessIl 840 10% 4
ProcesslII 750 15% 3

Prepare the process accounts and normal loss, abnormal loss or abnormal gain accounts. - .

'20.6 ACCOUNTING FOR SCRAFP ,SPOILAGE AND DEFECTIVES _

Serap : T. Lang defines scrap as « the incidental residue from certain types of manufacture,
ususally of small amount and low value, recoverable without further processing”. It is the usable
part of the materials, which has a saleable value. It may arise in the form of trimmings. borings,
turings, shovings of metals ,etc. The saw dust and trimmings from timber head end and bottom
ends in foundries, cuttings and pieces of leather, etc., are gxamples of scrap. S

Accounting treatment : i) Scrap resulting in one process which is to be utilised in another
process should be credited to the first Process Account at its market value and debited to Stores

Account.

| i)  Scrap which cannotbe utilised for subscquent production should be credited to Process
Account at a value less than market price and debited_to Stores A_ccoun_t.



.

_ii1)' ' Scrép which is of small value may be sold perlochcally and the amount so realised should
be credited to Works Overhead Account. = :

Spoilage: “ It represents that portion of raw materials which has been spoiled in '
manufacture but which can be used again in manufacture as raw materials sold as seconds “. .

The distinction between the scrap and spoilage is that while scrap arises almost certainly
in the course of processing of materials the spoilage arises only on occasions due to some defect
in operations or the materials.

Accounting Treatment : If the spoilage is total i,¢., all the units manufactured are
spoiled, the cost of spoilage is the total cost-of the material, labour and overheads incurred
thercon. If the spoilage is partial than the cost is prorated between good and spoiled units.

Defectives : They are that portion of production which can be rectified and turned out

‘as good units by the application of additional material or labou. This is the production which

does not conform to the standard speciﬁcation-.ér quality, but which can be retrived by bringing
it upto the standard by incurring some more expenditure, termed *salvage costs’ or rework
costs’ or 'rectification costs’ . o

Accounting Treatment : The problem pf;_the accounting of defective work is the problem
of the accounting of the costs of rectification or re-work. All the costs of rectification are
debited to the "Rectification Work Order”. Where the defectives be identified with the specific
- jobs or production orders, the cost of rectification is charged to these jobs as the cost of
manufacturing good units of products. Where the defectives are such that they cannot be identified
with the jobs, the normal cost is charged as the cost of manufacturing overheads, and the
abnormal cost of rectification is charged to the Costing Profit and Loss account. '

20.7 INTER - PROCESS PROFITS

Ordinarily the output of one process is transferred to that of the next process at cost only,

‘but.sometimes, it is transferred at a price in excess of cost, which may include an element of

profit, for the following purposes: (i) comparison of the cost of process with the market price to
judge whether the working of the process is profitable or not, (1) ascertainment of the efficiency
of the process in terms of profits. L :

. There are four methods of transfer of th;stype ,namély 11} Atthe aétlml cost method, 2)
.. At standard rates specially set for each process, 3) At the market price, and 4) At cost plus a

certain percentage of profits.

- However the inclusion of inter-process profit involves unnecessary complication in the
accounts as the stocks on hand at the end of the period contain elements of unrealised profit . To
avoid such complications, it is advisable not to matintain accounts as per this system, but to keep
a record separately, and make cost analysis to serve the purpose. -

It is desired to include the inter-process profit in the accounts, suitable adjustments is

required to be made by creating a reserve for the amounts of profitincluded in the closing stock

in each process and the Finished Stock. _

n prder to explain the principles involved in working out a reserve on the unrealised
profits, the following illustration is given : ' E




Illnstratio!l -7 : M/s Vijaya Compény ‘s final product passes through two distinct pfoceSses :
Jaya and Ajaya. The following information is extacted from the books of the Company relating
to the two processes: '

Jaya Ajeya

Process Process
_ Rs. Rs.
Materials consumed | 120,000 '
Wages 1,00.000 o - 1,220,000
Overheads 60,000 80,000

The output of Jaya process is transferred to Ajeya process and the output of Ajeya process to
finished stock at a profit of 20 per cent on transfer price. The sale of finished stock received
from the Ajeya process is sold for Rs. 7,50,000. There is no any opening or closing stock.
Prepare the two process accounts and find out the total profit made by the company . '

SOLUTION :

M/s . Vijaya Company
Pr. | ) | Jaya Process Account o 3 Cr.
I Rs. ' . . RS
To Materials 1,20,000 By Process Ajeya alc 3,50,000
“ Wéges 1,00,000 | (at apro_ﬁt of 20%
“ Overheads 60.000 on transfer price)
“ Profit(@ 20% -
on transfer price) M _ .
200 35000
Dr. ' Ajeya Process Account _ Cr.
To Transfer from Rs. ByFinishedstock = Rs.
- Jaya process 3,50,000 (at a profit of _ " ~ 6,87,500
“ Wages ' 1,30,000 20 % on transfer .
“ Overheads 80,000 price)
« Profit(at 20% 1,37,500
on transfer price} . .
Dr. " Finished Stock Alc cr.
“ Traﬁsfer from | Rs. By Saies ~ Rs.
Ajaya Process 6,37,500 7,50,000
« P& L Ale 62500 -

86



 Profit & Loss Account

IMustration : 8

Dr. Cr. .
Rs. _ RS.
" ToTotal profit 2,70,000 By Jaya Process a/c 70,000
- | By Ajeya Process Alc 137,500
By Finished Stock A/c | 62,500
2,70,000 270,000

. A product passeé through two process fnr completion , nah'lcly Aand B. The output of
each process is transferred to that the next process at a price which yields a profit of 20% on
the transfer price. The output of process ‘B’ is charged to the Finished Stock in a similar-

manner.

'I'here was no work -in -progress in any proccss at the end of the penod and the followmg
was the information available on that date.

ProcessA  ProcessB

' ~ Rs. = Rs.
Materials consumed 8,000 10,000
Direct wages 6000 4000
" Closing stock 6000 8000

-

In each process, the stocks were valued at prime cost. There were no stocks on hand at

the begining and the question of overhead was ignored. Of the goods passed into the Finished
Stock, goods worth Rs. 6,000 were in stock at the end of the period and the balance was sold for
Rs. 24,000 .Prepare the account for each process and also the amount of reserve that is to be
created towards the unsold stock or enrealised profits.

Solution
Dr. Process ‘A’ Account Cr.
_ : Rs. - o Rs.
To Materials 8,000 By Closing Stock 6,000
“ Wages . 6,000 - “-Process *B* Account transferred. 10,000
. Proﬁt(25_% on
cost or 20% on _
transferprice ) 2,000
16,000 16,000
- Dr. . Process ‘B’Account | Cr.
‘ _ Rs. . Rs.
To Transfer from By Closing Stock 8,000
process ‘A’ 10,000  “Finished Stock 20,000
“ Materials - 10,000 (output transferred)
o Wages o | 4’000 .
- Profit 25% on cost 4,000
. 28000 _28,000 oo




Dr. Finished Stock Account - Cr.

Rs. ' '
To Transfer from : . R
process’B’ 20000 By Sale 24,000
“Profit . 10000  “Stock 6,000
' 30,000 _ 30,000

———————

The accounts given show that according to books the following profits have been made
during the year. ' :

Process-A Rs. 2,000
Process-B ' Rs. 4,000
Finished Stock - Rs. 10,000
Total | Rs. 16,000
Note : 1) It may be noted that part of this profit is contained in the unsold stock of

finished products and of the individual process;

2) So in order to ascertain the unrealised profit of the year a reserve has to be
created in respect of the unrealised profit ie., the profit included in the stock values.

This reserve is calculated as follows :
Process A : Only the finished stock transferred to process
B was charged at a price in excess of cost, but not the stock
on hand. So it contains no proﬁf

Process B : a) The stock of this process, though valued at prime cost, consists partly of the
product received from Process A and partly of materials and labour expended upon such products
Of ‘B! . . . )

b)  The prime cost of Rs. 24,000 in process-B is made up as here under :

Rs.
Products received from process - A 10.000
Materials fmd wages in process- B 14,000
(intheratioof 10:14) 24,000

¢)  Therefore, 10/24 of the stock of Rs. 8,000 is represented by the product of process-A
d)  The output of process A has been charged to that of process- B at 20% on the transfer
price and so 20% of 10730 of Rs. 10,000 =Rs. 666 represent the unrealised profits and must be
reserved Rs. 666-00.

Finished stock: _ | o |

~a)  Thestock worthRs. 6,000 is composed partly of the product of Process-B and partly of
Process-A |

b)  The transferto Finished Stock from Process B was done at profit of 25% on cost for

. 20% on transfer price. ' .

¢)  Hence the profit included in the above mentioned stock is 20/100 X 6,000=Rs. 1,200 .



ThlS unreahsed proﬁt will be provided for.
.d) the pnme ¢ost of this stock in Process-B was, therefore Rs. 4,800 (6,000-1,200) .
€)  Outofthis 10/24 represents the priduct ofProcss-A i.c., 5/12X 4,800 =Rs. 2,000. -

f) Buit Process-A has charged its output: to Process -B at a profit. of 20% on the transfer
. price and therefore ,20% Rs. 2,000 = Rs 400 represents the unrealised proﬁt and mnst
be reserved for.

| g) The tota! unrealised profit included in the stock of finished products is, therefore
1,600 ,as shown here under :

Profit added by process A Rs. 400_ : o o
Prfoit_added by process BRs. 1,200 _ o |

% Total reservetobecrcatcd " Rs. 2266 o | |

1. - Hence the actual xeahsed proﬁt whlch can be credited to the Profitand Loss Account for

the yearis: - " Rs.
Profit shown by the accounts P 16,000 _ o
 Less: Reserve for unrealised Profit B o R _ o i
(as ﬂﬁ‘_".’?)"ﬁ. o : | 2 ,266 L - . _ *

2. The process ‘stocks (in process A and B) arid the stocks of ﬁmshed products wrll appear
in the Balance Sheet at the end of the year at cost as hereunder : -

RS.
Process A _ p _ 6,000
‘Process B (nssooo Rs. 666) © 7334

_leshed stock (R's. 6,000-Rs. 1,600)_ . 4400

.-_:17?34

20 s JOINT-PRODUCTS BY-PRODUCTS AND METHODS OF
| APPBRTIONING JOINT- COSTS

In the process of preducing the main product in the multiproduct industries, ﬁequently _
materials or products of lesser value, “ by-products™. will emerge. On the other hand ,products
produced concurrently and simultaneously in a common procéss or operation or a series of |
- common processes having the same intrinsic value, however different they may be called Joint™

products For example, in the Refinery industry where crude oil is processed, the Main Product
is Reﬁned oil and the by-products are sulphur, chemical fertilisers, etc. In the fractional distillation
of coal, products like a) coke, ,b) gas,c) Amoma efc., are obtamed which are called Joint-
products




Methods of Apportioning Joint-costs:

The main problem in the case of joint product costing is the apportlomnent of jomt costs
incurred upto the point of split -off or pomt of separation,

The following are the important methods of appomonmg the jomt-costs of productlon to
Jomt-products
1. Physical Unit Method
2. Market Price Method
3.  Survey Method
4, Reverse Cost Method, etc.,

20.9 SUMMING- UP

Process costing refers to costing of one or more processes involved while converting a
raw matefials into a finished goods. In this unit we tried to explain the salient features of process
costing and the accounting procedure of process costing '

20.10 CHECK YOUR PROGRESS MODEL ANSWERS

Week end

Dr Process I account . 0utput-950 Units Cr
Particulars Units © Amount Particulars Units - ‘Amount

g _ - Rs.
To Units introduced 1,000 . 3,000 ByNormal 50 ' 100
“Direct material 2600 By Process’ 950 . 9,500

| | TA/c (Transfer)
“Direct wages o 2,000 :
“Production overhead 2,000 _
1,000 5600 _ 1000 . 9,600
_ ' _ WeekendOut put - 840 Umts

Dr _ Process ‘]1’ Account - e Dr .
Particulars ~ Units Amount Particulars ~Units Amout
o Process 1 wansfer 950 1 9500 ByNormalloss 95 o
“Direct material . 1980 -7 Abnormal loss - 15 o 300
“Direc wages _ 3000 Process-l]I A!c 840 ny 16,800 -
“Prodﬁetion overhead . 3000 (Transfer) R

950 17480 S 950 17480




Week end Output- 750 Units

- Dr, Proccss’]_I_lf" "Ac_comn Cr
 Particulars -~ Units Amount  Particulars Units - Amount
- ' Rs - - ‘RS :
To Process Tl transfer 16,800 By Normalloss '@ 126 630
“Direct material 2,962  “Finished stockA/c 750 28,500
“Direct wages 4,000  (Transfer)
S Product overhead 4,000
“Abnormal gain 36 1368 . -
| 876 29130 | . 876 29,130

Calculation of cost per unit :-
Process -I

aj Normal Production =
'b) Normal Cost =

Cost per unit =
Process - 11
a)  Normal Production

1000 - 5% of 1000

_ | 950 units; Actu#l 930

No loss no éain
Cost-incurred - Amount of scrap value
9,600 - 100

‘Rs 9,500

9500/ 950 = Rs10

=950 - 10% of 950
= 950-95

= 855 units actual 8490

b) © Normal cost =
. Cost perunit =
Process -III

a}  Normal Production

i}

b)  Normal Cost

Cost perumit =

The difference of 15 units is abnormal loss
but charged as if it is a finished product.)

17,480 - 380
Rs.17,100
17,100/ 855 =Rs. 20

= 840-15% of 840

= 840-126
= 714 Units Actual 750

(The difference of 36 units treated

as abnormal gain and valued at
the rate of finished product.)
27,762 - 630 |
Rs. 27,132

27,132/ 714=Rs. 38



4. What is meant by inter-process profits? How théy are treated in costing?

20.11 MODEL EXAMINATION QUESTIONS

A.  Answer the following in about 30 lines each . .
1. Define proces costing. Discuss the salient features of process costing. _
2. Define By- products and Joint- products with suitable illustrations. Explain the various

N bases for apportioning the Joint Costs to By -products and Joint products.

B. Answer the following in about 15 lines each. _
3. What are normal and abnormal process losses? How are they treated in Cost Accounts?

EXERCISES

(1)  The product of company passes through three distinct processes for completion. These
processes are Known as A,B and C. From the past experience it is ascertained that wastage is
incurred in cash process as under : '

Process A 10%

Process B 5%

“Process C - 10% _ : .

In each Prouss the percentage of wastage is computed on the number of units entering

the process concerned. The wastage of process ‘A’ is sold at Rs. 15 per unit and process ‘B’ at

_ 25 unit and that of process’C’ at Rs. 30 per unit.

The output of each process passes immediately to that of the next process and the ﬁmshed

“units processed from process ‘C’ into stock .The following information is obrained :

Process A Process B~ Process C
y Rs. _ Rs. Rs.
Materials consumed 10,000 15,100 17,310
Direct labout | 15,000 20000 25000
Manufacturing expenses 10,000 11,130 12,500

1000 units have been issued to process A at cost of Rs.25 per unit. The output of each
process has been as under : ' ' ' I
Process A - 920 : Process B- 870 and Process C - 800 units. There was no stock or work
- in- progress in any process. Show Process Accounts, Abnormal Loss Account and Abnormal

Gain Account. - |
(2) Kakatiya Limited produces a patent material used in building in the manufacture of which

_three process are involved. The materia! is produced in three consecutive grades, namely, sbf_t

medium and hard. Figures relating to productibn for the first six mont_hs of 2003 areas fqll_ows'

. _ . ProcessA  ProcessB . Process C -
Raw material used  (tons) 100 - N
" Cost per ton Rs) . 200 = ST
Manufacturing wages  (Rs.) 72,5000 _ 40800 L 10,710 3
and expenses : - S -
‘Weight lost. _ 5% - 10% '__29%

92 Scrap (sold st Rs. 50 peston) Sotoms  30wms . Sitons



_ : : ‘
Two thlrds of Process A and one half of Process B are passed to thc next process and

the balances are sent to the warehouse for sale.

You are rcqmred to prcparc an account for each process showing thc cost per ton of
each process .
(3) -~ The finished product of M/s Geetanj ah Co. Ltd., passes through two distinct process :
Geetham and Gauthami and then to finished stock. Experience reveals that in each process
riormally 5 pcrccnt of the total weight is lost and 10 percent turns scrap, which from process
Geetham and Gauthami fetch Rs. 100 and Rs. 200 per unit respectively. The following is the
information extracted from the books of the company relating to the two processes : K

Gectham : Gauthzami

Process N Process
Materials(in units ) 8000 560
'Material cost per unit (Rs) 150 250
Direct wages (in Rs) 224000 . 80,000
- Manufacturing cxpcnses(Rs) 80,000 49360
Outputmumts | 6400 6000

Prepare process accounts showing total cost &nd cost per unit of each process There was no
stock or work—m-progrcss cither at the beiging or at the end.

(Answers : Gcctham Abnonnal Loss 400 units @ Rs. 220 per unit; output 6, 400 units @ 220
Tupees perunit ..

Gauthami : Abnormal gain 84 units @ Rs. 260 pcrumt out put 6000 umts @Rs. 260 perunit)

(4)  Tke final product of M/s. Ushodaya Co. Ltd., passes through three distinct process :
ARUNA, SANDHYA AND NISI. The norma} wastage of each process is as follows: Aruna
3% ; Sandhya 5% and Nisi 8% . Such wastage Aruna feiches Rs. 1 per unit that of Sandhya Rs. .
2 per unit and that of Nisi @ Rs. 3 per unit. 40,000 units were introduced to Aruna process @ -
RS Z,pcr unit. the other expenses of the processesgiven here under :

D Rs. Rs. Rs.

- Other materials 8,000 12000 4000
Wages 0000 64000 52000
Other expenses 31,600 12,270 17,528
Actual output (inunits) 38,800 36,400 33,500

There are no opening or closing stocks, Prepare Process Accounts
{Answer ; Aruna : Abnormal Wastage Sﬂi}umts, Rs. 3 200,

Out put 38,800 units @ Rs. 4 per unit.

Sandhya : Abnormal Wastage 460 units Rs. 2 990

Output 36 /400 units @ Rs. 6.50 per unit

Nisi : Abnon_nal Gain : 12 umts R5. 108 ;

Output 33,500 units Rs. 9 per unit)
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(5) The final product of M/s. Iswarya Co., passes _through two distinct processes: Thika and
Auchitya, The following information extracted from the books of the Company relates to the
tWO processes : o

Thika Auchitya

Process _P-roccs.s

Rs. o Rs.

Materials | 80,000 J—
Wages ' 80._,000 1,12,000
Overheads 32,000 80,000

The output of Thika prbces_s is transferred to Auchitya process at a price calculated to give a
profit of 20 percent on the transfer price and the output of Auchitya process is charged to
finished stock at a price of 25 percent on the transfer price. The sale of finished stock received
form Auchitya process is sold for Rs. 80,00,00. There is no opening or closing siocks. You are
required to prepare the two process accounts and find the total profit made by the company.

(Answer : Thika : Profit Rs. 48,000 ; Auchitya Rs. 1,44,000 . Profit made by the company on the
sale of finished stock Rs. 2,24,000 . Total profit made by the Company: Rs. 4,16,000 )

(6) The final product “ APEKSHA” of M/s Aparajitha Co. Ltd., passes through two distinet
processes “ APOORVA “ and “APAROOPA “ . It is known from past experience that 5% of
the units entering the APOORVA process and 10% of the units entering APAROOPA process
would go waste. Such waste in Apoorva fetches rs. 10 per unit and that in Aparoopa fetches i*s_.
20 perunit. the following are the other particulats extracted from the books of the company

APOORVA APAROOPA

Process Process

. Rs. _ : ~ Rs,

Sundry materials _ 24,000 ' : 12,000
Wages 28,000 ' ‘ 16,000

' Manufacturing expenses 8,050 ' 8,190

10,000 units were introduced into Apoorva Process at a cost of Rs. 20,000. The _qutpﬂt was !
Apoorva Process 9,400 units and Aparoopa Process 8,400 units . =

_ Prcpafe the Process Accounts .
() Aproduct passes through two distinct processess A and B, and then to finished stock.
The normal wastage of each process is as follows ;
Process A - 3% of the units entering the process.
Process B - 5% of the units entering the process.

Wastage of Process-A was sold at 50 paisé per unit and that of process -B at Re. 1 per unit,
10,000. unit were issued to process-A at a cost of Rs. 2.00 per unit. ' :

The other expenses were as here under :



ProcessA  ProcessB

- Sundry materials 2,000 43,000
Wages | 10000 16,000
Manufacturing expenses 2,375

The actual output were :
Process-A 9,500 units
Process'B B 9,100 units

Prepare Process Accounts assuming that thcrc is no opemng or closmg stocks
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20. 13 GLOSSARY

o Abnormal Gain

Abnormal Loss
By-Products

Joint Products

Normal 'Loso .
Process Costing

Smip'

Spoilage

Abnormal gain is a process gain and is the result of
the actual loss being less than the estimated loss.

Abnormal loss is a loss caused by unexpeéted or
unanticipated conditions or on account of inefficient
operating conditions.

Any product of saleable or usuable value 1r101dently
produced in addition to the Main Product '

Joint products are those produced concurrently and
simultaneously in a common processes having the
same mmnmc value, however dlffcrent they might
be

Itisan unavo:dable loss because of the narure of the'

material or process used.

It is a method of costing used to ascertain the cost

of the product at each stage of manufacture. -

Itis the incidental residue from certain types of

manufacture usually of small amount and low value,
recoverable without ﬁrrther processing.

It is that portion of raw materials which has been

- spoiled in manufacture , but which can be used again

in manufacturc as raw matenal or sold as seconds




- Public utility services -
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21.0 AIMS AND OBJECTIVES
‘In this unit we have presented operéting costing, clas_siﬁ.cation of expenses, charateristics
of undertakings where operating costing used and calculation of operating costing.
By the end of this unit, you willbe able : ' '
®  Understand the meaning of operatmg éosﬁng
®  Explain the classification of Expenses
® Listoutthe characteristies of concerns where iperating costing used
@  Calculate operating costing of transport service organisation.

20.1 INTRODUCTION

Operating Costing is & method to ascertain and control the costs of the undertakings
which do not produce products but rendere service. The concerns which follow this method
are for example. _ :

Transport Service . Motor Railways, Shipping, Airetc.,
' Gas,Electricity,Hospitals'. Theaters,Universities, Colleges

water supply undertaking or Corporations etc., catering
Establishments, Hotels,Hostels, Canteen, Cafetaria etc.,

ethod is similar to the Unit Cost Method or the output cost method The

The Operating CostM

 cost per unit of the service rendered is required to be ascertained by preparing cost sheet.

312 OPERATING COSTING UNITS

- The selection of a umits of service in the case of operﬁting costing is a difficult task. It
depends upon the nature of business, The unit of cost may be (a) Simple, or (b) Composite




' SimpieCostUnit In this case themntofcosttspcrbedmﬂlecaseofahospnal perstudent
in the case ofschool and per mile- orpertormeorperpassengermthecascofa transport
company etc.,

Composite Cost Unit : In this case more than one units are comblaed together. the following
are some of the examples of composite cost unit:

Name of __the Service Undertaking ' Cost Unit |
) Transport o - per Passenger - K.Ms
- ' - per Torme - K,Ms
b  Hospitls - perPatient - Bed
| | ] - per Patient- Day or
- per Patient Week
¢) Electricitysupply - per KWH (Kilow watt-iours)
d) _Canteen - per Meel Persons |
c) Cmema - - - -per Man - Show _
d) Hotels ) | -perRmmDay;peeronperDay
) Hostels - - -per Room - Day; per Person per Day
® Gasworks  -1000CubicFect
B)  Stesmprodugtion - ©-1000 Ib reised.
Check Your ngress -1 |
What is Operating Costing ?

.................................................

---------------------------
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------------------------------------------------------------------------------

21.3 CLASSIFICATION OF EXPENSES L ]
Costs are classnﬁed into the following three heads :

1. Stading of Fixed charges : These charges are incurred whether service is provided or
not, Example in case of Transport Vehicle, which runs or not, salary of operating rmnager.
and supervisors, insurance, vehicle tax, licence fees, garage rent etc., :

2. ~ Maintenance costs or semi-varfable expenses These expenses are to some extent
- constant and to some extent variable e.g. Tyre and tube repairs and pamtmg ete.,

3. ' Operating expenses and running costs or-variable costs : These charges vary |
mmlwsmdlmtpmpmhontoserwcerendered Intransportmcludesexpemeshhe :
 petrol, oil, grease, depreciation.

’I'heclassnﬁcattonoflmousdtemsofcostsmtothcabovethreegmupsshnuldnotbeattempwd '_
asametﬁerofrule Itdependsbaslcallyonthecucumﬁancesofeechcasc '



214 CHARACIERISTKS OF UNDERTAKINGS WHERE OPERATING COSTING USED

Industries or undertakings where operating costing is used have the following

- Ahigh proportion of costs of scrvice undertakings are fixed in nature ¢.g., cost of running

by quantity of goods. Similarly ,establishment costs of hotel are not effected by the

The distinction between fixed costs and variable costs is of - special significance in the

case of opeating costing becuase economic scale of operation have a considerable effect

characteristics
{2}

fluctuation in the number borders.
b)

on the cost of service per unit.
()

Service industries provide regularly 2 uniform service to the consumers. These industries

accumulate expenses for a period and relate it to the services rendered duting that period.
In some specific cases operating cost may be treated as job cost Example calculating the

cost of a trip, where the bus is chartered out for a specific trip.

21.5 TRANSPORT COSTING

Cost Unit: In transport cos_'tiilg the cost unit is generally passenger-km or tonne-km. The total
cost of operating each vehicle is found out then is applied to the particular cost unit. Thus the

cost of carrying a load of one tonne or a passenger for a K.M. is ascertained.

Calculation of Unit Cost: Thus the calculation of passenger-KM or torme-K.M. both
passengers or weight carried and distance travelled are taken into account. This is calculated as
follows. No. of vehicles x capacity x distance travelled x days X passenger/weigjht actually

carried.
By preparing Cost Sheet, Total expenditure is found and cost per unit is calculated.

Proforma of Operating Cost Sheet

Particulars

Total
Cost.
Rs.

Cost per
Unit
Rs.

Fixed expenses: Garage Rent, Insurance,
Motor Vehicle Tax , General Supervision.,

Salary ,Interest on Capital

" Semi-variable or maintenance expenses

Tyres & tubes, Repairs
Paintings, etc.
Variable expenses or operating expenses:

Fuel , Engine Oil : Lubricating & Grease

~ Wages Deprection
. Total (A+B+C)

Per Ton - KM. Cost




21.6 ILLUSTRATIONS
Following examples will explain the above calculation.
(1) A transport undertaking has 4 buses running beétween two places 30 K ,Ms apart. These

vehicles make 4 round trips daily, the carrying capacity 48 passengers and 75% of this capamty
is actualy used. The vehicles are working on an average of 25 days a month.

Passenger : K.Ms =
Solution
" No .of buses x distance X trips X 2 x capécity x days x passengers actually camed.,
=4x30x4x2x4825x75/100 = 8,81,600 PK.Ms.
(2) A Truckcosts Rs. 2,37,600 and its life estimated for five years ,Scrap value after 5 years
is estimated at Rs. 17,600 .Standing charges per annum are estimated as under :

Licenqe Rs. 9,000

. Insurance Rs. 12,000
Administrative expenses Rs.21,000 _
The Driver and Attendent salary - Rs. 3300 /- per month

Fuel costs Rs. 25.60 per litre . The estimated consumption of fuel is 16 K,Ms per litre. Estimated
~ annual Kilometre running is 30.000. The cost of lubricant is Rs. 3,000 per annum Cost of Tyres
is Rs. 6400/- and expected K. Ms are 16,000. Repairs over the life of the vehicle are estimated

Rs. 30,000.

Solution:
Operating Cost Sheet
Particulars | Amount per K.M.
A. Standing charges : |
Insurance - (Rs.9000/30,000) 0.30 .
Licence (Rs. 12000/30,000) 0.40
Administrative expenses (Rs. 21.000/30,000) 0.70
Drivers & Attendent salaries s '
VETs enden T
. | aries 30’0(1) 1.32
Fixed cost per KM ' 2.72
| _ 2,37,600 x 17,600
B. Running Charges : '
e A 5x30,000
 Depreciation 147
- : 1 .
 Fuel ;. 500 1,60



(A+B) Total cost per KM,

Lubricants N 6400 . : . 0_.'10

16000
‘ 30,000
- Repairs m 0.20
Running cost per Unit 377

[
N
D

~ or say Rs. 6,50

3) A Trapsport undertaki.ng is running 4 buses between two cities 50 K,Ms apart. Seating
capacity of each bus is 50 passengers. The following particulars were obtained from

their books :

- Wages of drivers ,conductors and cleaners ' - . 24,000
salaries of Offiece & Supervisoty Staff | - 10,000
Diesel Oil and Other Oil | 40,000
Repairs & Maintenance _ _ 8.000

_ Taxation, Insurance | ' 16,000
Deprection I 26,000
Interest & Other charges . 20000

| Total 1,44,000

Annual passengers carried were 75% of the scating capacity. A_ll the four' buses run on all days

of the month .Find out the cost per passenger KM.

Solution: Calculation of Passenger KM :

No. of buses _ ' =4

Capacity = 50 passengers.
Distance of round trip |  =50x2=100KMs
Days =30

‘Passengers actually carried - 75 % o

Passenger K.M. = No of Buses X Capacity x Distance of round trip. x Days . .
Passenger K.M. Carried : ' '
4x50x100x30x 75/ 100 = 4,50,000 o
OPERATING COST STATEMENT FOR THE MONTH

~ Particulars - . . Amount |
A, Standing Charges : - — ~ Rs.
: Wages of Drives, Conductors & Cleaners 24,000 _
. Salaries of Office & Supervision of staff | 10000
Taxation, Insurance ' . 16000
20,909 o

.. Interest & Other chaiggs_ :
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"'B. ' Running Charges :

Diesel and other Oil . ' 406,000
Répairs & Maintenance _ | : 8,000
Depreciation : ' 26,000
A+Bige, Total Cost : - 1,44,000 .
| 144,000 44,000 |
Cost per passenger KM. = 4’50,000 =Rs. 0.32

(4) (Power House Costing)

From the followmg data pertaining to the year 2002 - 03, prepare a cost sheet showmg
the cost of electricity generated per unit of K.W.H by Kamataka Thermal Power Station.

Total Units Generated 20,00,000KWH
. Opcratmg_Labour : Rs: 2,00,000
Repairs and Maintenance ‘Rs:  2,00,000
Lubricants, Sparés and Stores RS: 1,60,000
~ Plant Supervision Rs: 1,20,000
Administrative Qverheads Rs: 80,000

Coal consumed per K W H for the year
is 2.5 Kg@Rs 08 per Kg
Deprectiation @ 5% on Capital Cost of Rs. 8,00,000

Solution : : _
Karnataka Power Thermal Station for the
Year 2002 - 03 Power House Cost Sheet
Electricity generated 20,00,000 K WH _
Items _ “ . Rs. Cost per
| ,_ K.W.H
(A)  Fixed Costs : _ Rs,
Depreciation @ 5% on Rs. 8,00,000 40,000
" Plant Supervision 1,20,000
Administrative Overheads 80,000
Total fixed costs for the year 2,406,000 0.12
' (B) Variable Costs ' _ . .

. Coal 2%XG.x Rs. 0.08 S 400000 020
OperatingLabour = " 2,00,000 0.10
Repairs md Maintenance ' 2,06-,090 - 010
Luhncann Sparcs and o . _

Stores - - 160000 0.8

960000 048,
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Rs.
(©) _ Total Cost (A+B) Rs. 12,00,000 0.60
(d) - Cost per KWH of elecericity generated :  0.60

%) . M/s. Abhin_andana Road TranSport Company keeps a fleet of lorries. The company
provides the follwing information, relating to the month of April, 2003 :

Distance run during the month 40000 KM. Rs.
Salaries to drivers and cleaners,etc = ... ' 8.000 |
Diesel, Oil,ete e 10,000

~ Original cost of lorries | - Creveenrens - 480,000
Repairs e 24,000
Garriage rent B 4,000
Licence and insurance ™ ceeereeens ' -24,000

Depreciation is to be allowed at 25 percent per annum on original cost of lorries. Prepare a
statement of operating cost for the month of April,2003 showing the cost per running Km.

SOLUTION o
M/S. Abinandana Road Transport Company.
Operating Cost Statement for the month of April, 2003

I.  Fixed Charges : Rs. Rs.

Garrage tént ' _ 4,000 |

Licence and insurance, etc., m

Salaties to drivers, cleaners 8;000

(4,80,000 X 25/100 X 1/12) M.. 46,000
I  Variable costs : '

Diesel, oil, efc., 10,000

Repairs ZiQOi M

" Total Operating cost per month 80,000
Distance run duting the month : 40,000 K,m,

Cost per running Km. = 80,000 =Rs. 2
' 40,000
(6) Ms. Ahlada Transport Company runs six buses between two cities which are 250 Km.
apart from each other. The seating capacity of each bus is 40 passengers and on an average 80
percent of its seating capacity is used by the passengers. Each bus made one round trip per da_y.
The following is the information exracted from the books of the company for the month of April,

2003 :

Rs.
Salaries of drivers, conductors and cleaners 28,400 N
Office staff salaries 11,500
Diesel ol and other oils . 51,600

Interest and ofher charges 15,000



Insurance and taxes 12,000

Repairs and maintenance : _ 6,000

Depreciation - 19,500
Prepare operating cost statement and ascertain cost per passenger Km.
SOLUTION: o . |
' M/s. AHLADA TRANSPORT COMPANY

_ Operating cost Stater April 2003

I. - Fixed/Standing charges: ' Rs. Rs.
Salaries of drivers, conductors & cleaners 28,400 -
Office staff salaries » 11,500
: Insﬁrancc and taxes 12,000
Interest and other charges | : 15,000'
. Variable Running charges |
Diesel and other oils | 51,600
Repairs and maintenance ' 6,000
Depreciation | 19,500
| 77,100
Total Expenditure " ! . 1,44,000

Calculation bf_ total passenger Km. :
6X40X B0% X 30X 250X 2 28,80,000
Total passenger Km in the month of Apnl 2002 =28,80, 0(}0

Cost per passenger Km = 1,44 000 = 5 Paise .

28,80,000
(7} M/s. Quick and Safe Transport company supplies the followmg information. The company
has a fleet of 5 buses running between two cities of 200 Km. from each other . The seating

capacity of each bus is 50 passengers. Rs.

Wages of dnvers, conductors and cleaners 1,20,000

B Diesel and other oils and lubﬁcants - 2,00,000
Office salaries and expenses 50,000

* Interest and other charges 1,00,000
.Depreclatlon 1,30,000
'Taxat:ton and 1nsufan§c ' - _ | 80,000- .
Repairs and maintenance | - 40,000

On an average each bus carned passengers 80 percent of the seating capacity durmg the
- month, All the'5 buses ran on all the 30 days in April, 2003, Find out the cost per passenger Km.
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SOLUTION :
5. and Sa 'om!
Calculation of Total Passenger Km.

Number of buses 5 ; capacity of each bus : 50 passcngers dlsmncc of one round trip :
200 X 2=400Km.

_Passengers actually carried by each bus during the month : 80 tof the seaun =
50 X 80 % =40 percen g capacity =

Passenger K. =5X S0X40030X80% = 24,oo,ooomcm.-*-
| Operating Cost Statement o
I Standing charges: | Rs.
' Wages of drivers, conductors & cleansers 1,20,000
Office salaries and expenses 50000
Taxation and murancc | 80,000 3
Interest and other charges 100000
- | 350000
. Running Charges : o _
Diesel & other oils & lubricants 2,00,000
- Repaiis and maintenance : 40,000
Depreciaion 1,30,000 |
. | | 370,000
Total Iand I : 7,20,000
7,20,000

Cost per Passenger Km. 24.00,000 y, 30 paise.

®) (Power House Costing)

From the following data pertaining to the year 2002-03 prepare a cost sheet showing the
cost of electricity generated pwe unit of K.W.H by Karnataka Thermal Power Station.

Total Units generated 20,00,000 KWH

Operating Labour | Rs:  2,00,000
Repairs and Maintenance Rs: 2,00,000
Lubricants, Spares and Stores Rs: __ji,so,ooo
Plant Supervision | CRe 120000
Administrative Overheads ‘Rs: 80,000

CoalconsmmdperKWHfortheyearls25Kg@Rs 08 per Kg.
_Deprec:atmn@S%on._qul_tal Costof Rs. 8,00,000

104



SOLUTION : Ka:mataka Power 'Ihe:mal Stat'lon
) Power House Cost Sheet Year 2002—03

Electnmty generated 20,00, 000 KWH

Items T ' . Rs. CostperK.W.H
(A) Fixedcosts: '_ Rs.
. Deptreciation @ 5% on Rs .8,00,000 40,000
- Plant supervision o 1,20,000 '
Administrative Overheads ' 80,000 -

0.12

Total fixed costs for the year Rs. 240,000
(B)  Variable Costs: ~ B
© Coal 2.5 Kg. x Rs.0,08 400000 020
Operating Labour 200,000 0.10 B
- Repairs and Maintenance | 2,00,000 0,10 -
Lubricants, Spares and Stores 1,60,000 0.08 “
o Rs.  9,60,000 . 0.48
(C) ‘Total Cost (A+B) Rs. m 0.60

{D) Cost per KWH of electricity generated : 0.60 .

21 7 SUMMING UpP

Operatmg Costing method is used to ascertain thecost of service in s

ervice mldertalongs

For examples Transport undertakmg, Electnmty generating Units, Canteens eic.,

Selection of unit of service is 1mportaut whlch depend on nature of busmess Normally
unit of service is composite Cost- per passenger - KM. Costs are classmed as standmg,

semivariable and operating expenses Eg:

In service undertalongs, a high proportion of costs are fixed. The dlStlIlCthIl between
* fixed costs and variable costs is of special significance. Scrv1ce lndustnes pro\nde regular and. -

unform service to customers .

-Intransport costmg cost unit, is passenger- KM or torine-Km. The total opemtmg cost of

- each vehlcle 1s found, and computahon 1s done to know cost per unit.

In transportmdcrlnhngs whxle calculatmg passenger - -Kmor torme-Km both passengers
or welght carried and distance travelled are taken into account. This is calculated as follows,

No of vehicles x capaclty x distance travelled x passengcr/ wclght actually camod,

21 8 CHECK YOUR PROGRESS MODEL ANSWERS

products

Operatmg costmg ts method followed by lmdertakmgs which produce scrwce but not

05



21.9 MODEL EXAMINATION QUESTIONS
1L Answer _the following in about 15 lines :

1 Define operating costing. Mention the industries where it isto be applied.
2 Explain what do you understand by”Composite Unit”/ Giveexamples.
3. State the characteristics of undertakings where operating costing is used.
4, Write about classification of expenses in operating costing.
EXERCISES

5. Fromthe following information calculate total K.Ms and total passenger K.Ms
No. of Buses ; . : 5
Days operatedin the month : 25
Tﬁps made by each bus : 4 -
Distance of routé (one side) 20K Mslong |
Capacity of Bus : 50 passengers |
Normal passengers travelling 90% of capacity

(Answer : Total K.M.20,000
: Total passengers K.M. = 9,00,000)

(6) A transport service company is running 8 buses between two towns which are 50 K,Ms
apart. Seating capacity of ea_cgbus is 40 passengers. The following particulars are obtained

from their books. Rs.
Wages of drivers, conductors & cleaners | 4,300
Salaries of office & supervisors staff 2,000
Dicsel_ 0il & Other Oil 8,000
Répairs and maintenance - 1,600
Taxation & insurance efc., 3,200
Depreciation L o 3200

* Tnterest and ofher charges 40

~ Actual passengers travelled were 90% of the seating capacity. Al ;he four run on
all days of the month. Each bus made one round trip per day - Find out the per passenger KM.

. Ans: 4 paise; Passenger K.M.S,_G0,000 |
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(3) - The Rayalséema 'I‘ransport Company is running 3 buses between two places 30 K,Ms |
‘apart. The seating capacity of each bus is 40 pasengers. Their books give the following

particulars,
Rs. _

Wages of Drivers _ | o - 1,600

Wages of Conductors & Cleaners 1,000

Salary of Supervisors _ _ 1,200

Cost of Fuel : ' 5,000
Repairs 3 ' 1,000 |
Garage Rent o - 600 '

- Taxation & Insurance : . 2,000

Depreciation | | 2,400

Other Overhead expenses | 1,200

| 16,000

: Actual ﬁééséngcré carried were 80% of the seating capacity. Al the three buses run on all days
of the month. Each bus made two round trips per day. Find out the cost per passenger K.M.

(Ans. : Cost per passenger KM Rs. 0.046)

4)  The Bharat Road Transport Company which keep a fleet of lorries shows the following |
information. . . -

Kilometres run for April, 2003 30,000

Wages of April 8,000

Petrol Oil etc., for April 16,000

Original Cost of vehicles 4,00,000 o

Deprec_:iatibn to be allowed @ 25% per anmum on -origiﬁal coéf . :
Repairs for the month of April 24000 '
Garrage Rent for April - . 4000

Licence, Insurance etc., quthé year : 24,000. ’ '

Prepare a statement for April. 2003showing the fixed and variable costper inning KM,
* (Ans : Total cost per K.M. = 2.04) _ - .
(5) 9. From the following data calculate the cost per K.M. of acehicle. - : o |

Value of vehicle - : " 3,00,000 ;
Road licence fee per year ' ' 10,000 |
Insurance charge per year 2,000

Garrage Rent per year '~ - - 12000
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-

30 % of a this distance has to be run without any passenger. .-

Driver Wages per month S 4000

Cost of petrol per litre ' " 16,000

Kilometres per litre ; . 8 ‘
Proportionate charges for tyres & maintenance per K,M.4,00 | :
Estimated life . 1,50,000 K.Ms

Estimated annual kilometers - 6,000

(6  Mr. Swaroop owns a flect of taxis and the following information is available from the
records maintained by him. ' '

Number of Taxis | | 10

Cost of each Taxi o 59,600

Salary of Manager ' Rs. 700permonth .
Salary of Accountant Rs. 500

Salary of Cleaner o Rs. 200

Salary of Mechanic . | Rs. 400
Garrage Rent ' Rs. 600 “
Insurance Premium ' Rs. ~ 5% pa.
Annual Tax -  Rs. 900 per taxi
Driver Salary : Rs. 350 per month
Annual Repairs Rs. . 1000 pertaxi

. Total life of a taxi is about 2,00,000 K, Ms. A taxi runs, in all, 3,000 K,Msina month-an.d'

Petrol consumption is one litre for every 10 K Ms @ Rs. 4.41 per litre Oil and other

" sundries are Rs. 10.50 per 100 K.Ms.

Calculate the cost of running taxi per K.M.
(Ans : Total Cost per K,M, per taxi : 1.635)

(7) Fromthe following information of a Transport Company, prepare operating Cost sheet
showing the cost per passenger- Km. _ . '
The company owns and runs FIVE buses the cost of each one is as follows : Rs, 4,00,000;

Rs. 9,60,000 ; Rs. 3,60,000, Rs.-4,40,000; and Rs. 6,40,000 respectively. Depreciation is to be

charged at 20 percent on the value of the buses. Annual repairs and maineenance expenses
amount to 80 percent of the depreciation of the buses. There are 10 drivers and 20 cleaners.

. While drivers salary is Rs. 800 per driver per month, that of the cleaners is Rs. 400 per cleaner

per month There are six garages and garage rent is at Rs. 400 per month per each garage. The
Director’ s fee is Rs. 3,200 per month. Office expenses are at Rs. 8,000 per month. Licence

and Taxes amount to Rs. 8,000 for every six months. the old tyres are sold once in every six
months, each time fetching Rs. 25,600. Altogether 900 passengrs were carried over 1,600 K,M.
during the year . Diesel expenses Rs. 80,000 . _ N :
(Answer : Total cost : Rs. 14,40,000 . Total passenger Km: 14,40,000.

Cost per Passenger Km. : Re.1) e _
( Note: The sale proceeds.of the Old Types are to be shown as a deduction from the item * *

- '_ Repairs and Maintenance expenses)



' ' - books of M/s. IPQR Power Company
8) ' The following information is extactedform the books of
® Prepare Operating Cost Sheet of the Company, showing the cost of one Umt (KWH) of
elecmclty generated. Total Units produced 15, 00,000 Umts

Rs.
i&’ages qf't.he_iwork_ere IR 66,500 '
* Plantsupetvision S 25250
Lubricants and other supplies - = ......... .10,500
Repairsand mainterience expenses . ........... 22,000 _
Administrative expehses . _ 19,750
Capital Vame R 1,50,000

For every unit of electricity. generated 2 kg. of coal is consumed @ Rs. 0.70 per Kg Charge 4
percent of depreciation on the value of capital.

( Answer : Total Cost : Rs. 22,50,000
Cost per Unit of Electricity Generated Rs. 1.50)

(9)- From the R)llowmg information, calculate (a) the total running Km, and (b) the total
passenger Kms for the month of December, 2002 : :

Number of buses 5.

Number of days of operation in the morith - 25 _.

Round Trips made by each bus = - - 4

Distance of route'(one side) . : -50 Km. long.

‘Capacity of each bus - o 40 Passengers

- Normal passengers travelling - 80% capacity
(Answer (a) Total Running Kms. : 50,000 Kms .

(b)  Total Passenger Kms. : 16,00,000 passenger Kms.)

(10) From the foliomng mfon'natmn extracted from the books of Mr's, Pushpak Tr-ansport
- Company. compute cost per passenger Km. :

The company has §- ‘passénger buses costing Rs. 3,50,000Rs. 7, 50 ,000, Rs.3, 00 000 Rs.
2,00,000 and Rs. 4,00,000 respectively. Annual deprec1at10n of buses 20 percent of cost ..
Annual repairs and maintenance 60 percent of depreciation.

Salaries of 10 drivers at Rs. 750 each per month, Wages of 10 cleaners at Rs. 500 per
: month

_ Interest at 5 percent on cost of buses purchased Rént of 6 garages at Rs 250 each per
' mmth -
D1rectors fees and establishment expenses at Rs. 4, 000 and rs. 3 OOO reSpectlvely

o Licénse and taxes at Rs.7 500per every 5ix months. Amount realised by the sale of old
: .tyres and tubes at Rs. 3,500 onee in every six months.

1 OOOpasscngerswewcamed over 10,000 Km. dmngtheyear

( Answer Total Passenger Kms. 1 ,00,00,000 during the year 100 )



Total opcranngoostobeusesdlmngtheymr Rs. 10,00,000

Cost per passenger Km. = 10 paise

Note : Sale procecds of old Tyres and Tubes are to be shown as adeductlon from the 1tem of

expenditure Repairs and Maintenence expencs .

(11) M/s. Amarendra Transport Service Company is running Four buses between two towns,
which are 100 Km. apert from each other . The seatmscapacnty of each bus is 50
passengers. The following are the particulars extracted from the books of the Company

for the month of April, 2003

Wages of drivers , conductors and cleﬁ:_lei’s

Diesel oil and other oils

Depreciation -

Repairs and maintenance

Interest and other charges

Salaries of office and supervisory staff

Taxes and insurance

4800

8,000

13,200
160

5,000

3000

Actual passengers carvied were 80 percent of the seatmgnapaclty All the four busesran
on all the days of the month. Each bus made one round trip. per day. Find out the cost per

passenger Km.
(Answer : Total Passenger Km. 9, 60,000

Total operating expmdlwre of4 buscs in thc menth Rs. 48,000

Cost per Passenger Km. =
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22.0 Aims and Objectives

This unit aims at explainiﬂg the need for reconciliation of cost and financial accounts,

reasons for the difference between cost and financial account and the preparation of reconciliation

statements
Afier studying this unit, you w111 be ablc to:
o _cxplam the need for reconciliation
@  identify the reasons for disagreement
o prepare the rcconcilidtion statement

22.1 INTRODUCTION

Where cost and financial accourits are maintained in a concern both the acconnting'

systems would disclose some final result of profit or loss which should be the same for both.

This is so because both the cost and financial accounting systems derive inforrhation and data

from the same sources (i.e. invoices, purchase bills, etc., for materials, pay-rolls for wages and
salaries, and bills and vouchers for other expenses). But when independent sets-of accounts are
‘maintained, though interlocked through the control accounts, the final result (profit/loss) disclosed

. by one set of books may not agree with the proﬁt or loss shown by the other set. There are

many reasons for this disagroemcnt For the reasons which cause the difference between the
respective financial results and also for proving the correctness of the ﬁgures in the two sets of
accounts, it is hecessary to reconcile the profit shown in the cost accounts with that shown in
financial accounts. '
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22.2 NEED FOR RECONCILIATION

The rebonciliation of Cost and Financial A ts — . N
following reasons @m becomes neccasaxy because of the

1) to ensure arithmetical accuracy of both the sets of accounts;

ii) to enable the management to know the reasons for the difference i £
shown by both the sets of accounts; and . ¢ in profit (or loss) as

_ ii) to make cost data more reliable.
Check your progress -1
L Why do you need to reconcile Cost and Financial Accounts ?

..............................................................................................................................

......................................................................................................

-----

'22.3 REASONS FOR DISAGREEMENT

The disagreement between the cost and financial results is caused by the following reasons;

)  Itemsshown in financial accounts but not in cost accounts |
: The are a number of items which are shown only in the financial accounts. Expenses
included in financial accounts will have reduced the financial profit while items of revenue

included in financial accounts will have increased the profit. As such, the financial profit is
‘bound to differ from the costing profit. The items may be classified as under :

a) . Pure financial charges : Loss on sale or exchange of fixed assets; Loss on
" investments; Discount on debentures; Interest on bank loans, mortgages and
debentures; Expenses like stamp duty, discount, etc., in connection with the raising
and transfer of capital (issue and transfer of shares, debentures, etc.)
b) Pure ﬁnané:'al incomes : Profit on sale of fixed assets; Rent receivable; Dividend
received; Fees received on issue and transfer of shares; Interest received on bank
deposits and loans. _ R
¢)  Applications of profits : Income-tax; Dividends paid; Transfers to reserves;
Donations and charities; Written off amounts of goodwill, preliminary expenses,
etc. | ' _
ify - Itemsshown only in Cost Accounts _
There are certain items which are shown only in cost accounts but not in financial accounts.
These items ususally are notional charges like rent on buildings owned, interest on owned capital,
ete. B . . ) i
iiiy  Differing treatment of Items S
_ | Some items are treated differently in financial and cost accounts.
For example, - _' - S
(a) Inventory Valuation : The basis adopted for valuation of materials, work-in-progress

114 - and finished goods may not be the same in the two sets of accounts which may cause



- disa'greement in profits shown. In financial accounts the valuation of stock is usually
on the basis of market value of cost, whichever is lower. In cost accounts, on the:
other hand, the stock is valued accordmg to the method of accounting in use (e.g.,
FIFQ 'LIFO, Average Price, etc.)

(b) Overheads : In the financial accounts, the overheads incurred are only taken into _

account, whereas in cost accounts overheads are recovered at pre-determined rates.

Hf the under or over absorbed overhead amount is finally transferred to Costing Profit

. and Loss." Account, there will be no difference between cost and financial profit

figures. If, however, the amount is camed 6vcr to the next accounting year, the profit
figures differ.

(¢) Depreciation : If the method of deprcciation followed in one set of accounts is 1
dllfcrent from that followed in the other, then also the proﬁt ﬁgures dxsagree _ i

22.4 PROCEDURE FOR RECONCILIATION

The reconciliation of cost and financial profits is done by preparing a Reconciliation
Statement or a Memorandum Reconciliation Account. This reconciliation is done at regular . o
intervals. The figure of profit as per cost accounts or financial account is taken as the starting -
point for the reconciliation. The various reasons for the disagreement are ascertained. The .
effect of each reason on the profit of the accounts not taken as the starting point is assessed. If
the effect of the items is to increase the profit of the latter the amount of the item is added to the

profit taken as the starting point. If the effect of the item is to reduce the profit then such amount
should be deducted. In this way, if every item is analysed and the amount added or subtracted, _
as the case may be, the ultimate figure would be the proﬁt or loss as per the accounts not taken ;
as the starting point. : . _ - _ B

For example, if the profit as per, fi f' nancial accounts orthe loss as per cost account is taken .
as the starting point, then the following items have to be added and subtracted; to.ascertain the ' )
profit as per cost accounts or loss as per financial accounts. : :

Items tobe added: '
i) items of income included in Cost Accounts but not in F inanclal Accounts. “ |
- i) . items of expense included in Financial Accounts but not in Cost Accounts.
.il..l‘). " under absorption of overheads in Cost Accounts. - - B !
iv) * excess value of closmg stocks of inventory in Cost Accounts. | ' |
v) under valued opening stocks of inventory in Cost Accounts etc "
which would inflate the profit in CostAccounts. -
Item to be deducted : _ |
i}  items of income included in Financial Accounts but not in Cost Accounts.
- 1) items of expenses included in Cost Accounts but not in Fmanclal Accounts.
i) over absorption of overheads in Cost Accounts.

“iv)  excess value of ‘opening stocks of i inventor in Cost Accounts, -
V) under value of closing stocks in mvcntory in Cost Accounts etc.,

which reduce the profit m Cost Account
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Note The above procedure 18 reversed if the profit as per cost accounts or Ioss as per financial

accounts is taken as the starting point, -

The Reconciliation can also be done by preparing a Memorandum Reconciliation Account

the specimen of which is given below

Dr. ' Memorandum Reconc:kanon Account Cr.
To Financial expenses : " Rs. | By Profitas per Cost Accounts Rs.
- Bank interest By Financial incomes :
- Discount Profit on sale of assets
Fines Dividends received
Penalties Interest received
Under-writing commission Rent received
Donations
‘Written off amount of Goodwill " Items ¢ d in Cost Accounts
and Preliminary expenses " Interest on Capital
" Under absorption of overheads *  QOver absorption of overheads
" Under valuation of opening stock " Qver valuation of opening stock
_ in Cost Accounts ~ in Cost Accourits
" over valuation of closing stock " Under valuation of closing stock
in Cost Accounts '

" Profit as per Financial Accounts.

in Cost Accounts

Niystration-1

In 2 firm, the work overhead is absorbed @ 60% of dn‘ect wages and admlmstratlon
expenses @ 20% of the works cost. The total expenditure is as follows :

Direct Materials Cost
Direct Wages.

Works Expenscs
Administration £Xpenses

10% of the output is in stock and sale

Rs.
2,00,000
1,50,000

98,000
85,000

- —p——

5,33,000

< amounted to Rs. 5,10,000

Prepare a Cost Sheet and a reconciliation statement.

Solution
Cost Books )
Cost Sheet
Rs.
Direct Material Cost 200,000
Direct Wages . . 1,50,00_0
Prime Cost 3,50,000
 Works Overhead, 60% of direct wages | _ 90,000
' Works Cost : 4,40,000
| 88,000

Administration Expenses, 20% of works cost

116



- Cost of Production 5,28,000
Less Closing stock of finished goods (10% of output) o 52,800

Cost of goods sold - 4,75,200
Sales ' e 5,10,000
Net Profit - 34800
Financial Books |
Dr.  Profit and Loss Account for the year ended............ -~ Crn
| ‘ Rs. | _ : : Rs. '
To Material Cost 2,00,000 By Sales | 5,10,000
" Direct Wages 1,50,000 | "Closing Stock 53,300
" Works Expenses 98,000 '
" Admn, Expenses 85,000
" Net Profit 30,300
5,63,300 563,300
Reconciliation Statement : Rs.
Profit as per Financial Books : : 30,300
Add under absorption of works expenses : 8,000
| 38300
Less over absorption of administration expenses : 3,000
- 135,300
Less under valuation of stock in Cost Books ' | 500
Profit as per'cost- books ; _ - 34800

Illustration 2

Find out the Profit as per Cost Accounts and Fmancial Accounts from the following -
information and reconcile the results : S :

Product X ' Product Y -
No. of units produced and sold 600 | 400
Total direct material cost (Rs.) 3,600 S 2,800
Total direct wages (Rs.) - 3000 2400
Selling price per unit (Rs,) | 25 30

The works on cost is charged at 80% of direct wages and the office on cost at 25% of
works cost. The actual works expenses amounted to Rs. 4,500 and the offlce expenses
to Rs 3,900. There was no opening or closing stock
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Solution :

Statement of Cost (Cost Books)

Product X Product Y Total
Rs. Rs. Rs.
Direct Material Cost 3,600 2,800 6,400
. Direct Wages 3,000 2400 5,400
Prime Cost 6,600 15,200 11,800
Works on Cost, (80% of wages) - 2,400 11,920 4,320
‘Work Cost 9,000 7,120 6,120
Office on Cost, (25% of works cost) 2,250 1,780 4,030
Cost of Production 11,250 8,900 20,150
Net Profit 3,750 3,100 6,850
© Sales - 15,000 12,000 27,000
_ Financial Books
Dr. Profit and Loss Account for the year ended............ Cr.
To Direct Materials: | Rs. B Sales : Rs. -
.Y 2,800 6400 Y 12,000 27000
“ Direct Wages :
X 3,000 .
Y 2,400 .. 5400
" Works Expenses ' 4,500
* QOffice Expenses 3,900
" Net Profit 6,800
27,000 27,
Reconciliation Statement Rs.
Profit as per Cost Books | 6,850
Add Over-recovery of office expenses 130
' - 6,980
Less Under recovery of works expenses 180
Profit as per Financial Books 6,800
. Works expenses  Office expenses
Costbook - 4320 . (2250+1,780) 400
2400+1,920) R o
Financial Books 4500 3.500.
18 130

| —

Difference 180

118



IMustration -3

The following is summary of the Trading, Profit and Loss Account of X Ltd , for the year
endmg on December 31,2002 :

Ks. B
To Materials Consumed 2740000 By Sales (1,20,000 units) 60,00,000
" Wages C 1510000 Finished Stock (4,000 units)  1,60,000.
 Factoryovecheads 830000 " Work-in-Progress 1,20,000
" Administration Expenses 382400 " Dividends Received - 18,000
" Selling & Distribution o | |
~ Expenscs . 4,50,000 o . o
" PrellmaryExpenses | N o . . EE
: (wmten of) 40,000 : SRR . - .
" Goodwitl {written off) 20,000

* Net Profit 3,25,600 el Lt

The company manufactures a standard unit. _ o ' | e
In the Cost Accounts ' o D) _ -
1) Factor expenses have been allocated to the _prqdpction at 20"% %m prime cost;
i) Administration expenses have been allocated at Rs. 3 per it on units produced: _
| iil) Selling and Distribution expenses have been allocated at Rs. 4pcr unit on units sold. . i

- Prepare a Statement of Cost and Profit and reconcxle the profit dlsclosed with that shown
in the Fmanclal Accounts. : .

Solution
Statement of Cost
' Rs,

Materials Consumed - . | | _ 27,40,000
Wages ' : 5,52000 ' o - 15,10,000_

- L4000 pecost 4250000
-Factory Expenses (20% on Prime Cost) _ ' _ 8,50,000/
| | o - ~51,00,000 o
() Closing Wbrks~in-prog"rcss o : o 1,20,000 co
- Pactory cost © 49,80,000 -
Adnnmstratlon Expenscs (1,20 ooo+4 ,000)xRs.3 SR 3,72000 |
_ Cost of Produchcm._ . 53,52,000 '
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_ . . 552000
(~) Cost of Closing Finished Stock 124,000 x 4,000 1,72,656
| Cost of Goods sold 51,79,355
Selling and Distribution expenses (1,20,000 x Rs. 4) 4,80,000
| Cost of Sales 56,59,355
Net Profit. 3,40,655.
Sales 60,00,000
Reconciliation Statement
. Rs.
Profit as per Financial Accounts 3,25,600
(Add) Under-absorption of administration expenses
(Rs. 3,82,400 - 3,72,000) 10,400
Preliminary expenses - 40,000
Goodwill . 20,000
Difference in value of closing stock 12,645 83,045
: ' 4,08,645
(Less) : Over-recovery of selling expenses
 (Rs.4,80,000- 4,50,000) 30,000
" Qver-recovery of factory expenses _
(Rs. 8,50,000 - 8,30,000) - ' 20,000 .
Dividend received 18,000 68,000
Profit as per Cost Books 3,40,645
Illustration -4 __
From the following particulars, prepate a Reconciliation Statement
' Rs.
Net Profit as per financial books 63,780
~ Net Profit as per cost books 66,760
Factory on cost under-recovered in cost books 5,700
Ad';ninistxation expenses recovered in excess 4250
Depreciation charged in financial books 3,660
Depreciation recovered in cost books 3,950
Interest rgceived but not included in costs 450
Income-tax provided in fmal_:lcial books - 600
Bank interest credited in financial books _ 230
Stores adjustment (credit in financial books) 420
Depreciation of stock charged in financial accounts ' 860
Dividends appropriated in financial accounts 1,200
260

_ Losses provided for only in financial books
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Solution
o Reconciliation Statement

. _ Rs. ' : Rs.
. Profit as.per Financial Accounts ' _- ' _ 63,780
Add: Factory expenses under-recovered _ 5,700 o .
Income tax provided in finanl books . 600
Depreciation of stock charged in financial boolis 860 )
- Dividend appropriated in financial books 1,200 _
Losses provided for only in Fin. books - 260 - 8,620
| - 72400
Less : Administration expenses over-recovered : 4250 : '
- - Depreciation over-recovered in cost-books 290
| Interest received but not included in costs 450
Banks interest credited in Fin, books : 20 |
Stores adjustment credited in financialbooks . 420 L5640
| | ~ Profit as per cost books | 66,760

 Iustration-§

" A Company's profit according to the costing system was Rs. 46,126 whereas the financial .

accounts showed a profit of Rs. 33,248, From the following additional information you are

required to prepare a reconciliation statement showing the reasons for the difference between
the two figures : - ' ' ' :

Dr.  Profit and Loss a/c for the year ending not he 30th of June, 1990 Cr.
Rs. ' _ i . _ . Rs.
To Opening Stock 494358 By Sale I 6,93,000
" Purchases = - L4308 "ClosingStock . 150242
" Direct Wages S 46266 . S
" Factory Qverheads 41,652
" Gross Profit ¢/d 96,658
: S . 843242 843242
To Administrati‘op expenses 19,690 By Gross Profit b/d _ ?6',58'
" Selling expenses - 44352 " Sundry income R 632
“ Net Profit  m2ag R
o ' 97290 =~ - . * | . 9739

| The costing records show :
)  Stockbalance of Rs. 1,56,394
i) Du’cct wages ébs()rbed 'diiring the year Rs. 49',73.7
ii)  Factory overhead absorbed : Rs. 39,428 L
V) Administration expenses charged @ 3% of selling price
v) Selling expenses chﬂl‘ged @ 5% of value of sales -

vi). No mention of sundry income -
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. Solution
: Reconciliation Statement

_ .Rs. : Rs.

Profit as per Financial Accounts ' . 33,248
Add : Difference in value of closing stock 6,152

Under absorbed factory overhead ' 2,224 .

Under absorbed selling expenses 9702. 18,078

: _ 51,326

Less : Excess direct wages absorbed in cost accounts 3468

Administration overhead over-recovered . 1,100

Sundry incorme not shown in cost accounts 632 5,200

 Profit as per Cost Books 46,126

Tilustration - 6 | | | o

From the following particulars prepare (1) a statement of cost (2) Profitand Loss Accoﬁnt ’
(as per financial books), and 93) Reconciliation Statement of Cost and Financial accounts.

. Rs.

Stock of materials at the beginning ’ - 30,000

Stock of finished goods at the beginning 60,000
Purchase of raw materials | 1,80,000

Wages 75,000

Sale of finished goods 5,20,000

Stock of materials at the end 45000

' 15,000

Stock of finished goods at the end *

Calculate the factory on-cost @ 25% on. Prime Cost and office on-cost @ 75% on

factory on-cost. Actual works expenses amouitted to Rs. 58,150 and office expenses to Rs.-

45,750
Solution
: _ Statement of Cost (Cost Books)
Opening stock of raw materials 30,000
(+) Purchase of raw materials 1,80,000
' 2,10,000

(- Closing stock of raw materials 45,000

Raw materials consumed ' 1 ,65,()00

Wages | Co 75,000

Prime Cost ) 2,40,000

~ Factory on-cost at 25% on prime cost. o 60,000
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Factory Cost 3,00,000

Office on-cos at 75% on factory on-cost _ 45,000
' : Cost of production 345,000 -
(+) Opening stock of finished goods o - 60,000
. _ 4,05,000
(-) Closing stock of finished goods 15000
" Costof good sold y 3,90,000 _
Profit - - 1,30,000
Sale of finished goods = - . - 5,20000
Financial Books
Dr. Profit and Loss Account for the year ended............ Cr.
| | Rs.  Rs.
To Opening Stock ; o By Sales ' 5,20,000
Raw materials 30,000 " Closing Stock: R
Finished goods 60,000 Raw Materials 45,000
" Purchases 1,80,000 Finished goods 15,000
" Wages 75,000 '
" Factory expenses 58,150
" Office expenses 45,750
" Net Profit _ - 1,311,100
5,80,000 5,80,000

Reconciliation Statement

' "Rs.

Profit as per Cost Accounts : ' : . 130,000
Add : Over-absorbed factory expenses (60,000 - 58,150) - 1,850
o - | . 1,31,850
Less : Under-absorbed office expenses (45,750 - 45,000) 750
Profit as per Financial Accounts o 131,100

22.5 SUMMING UP -

Reconciliation of cost and financial accounts should be done at regular intervals in order
to check the arithmetical accuracy of both sets of accounts as well as to explain the difference
in profits. Difference in profit or loss between cost and financial accounts will arise on account .
ofthe followingreasons = .~ : . - _ _—

1 Items shown in financial accounts but not in cost accounts.

i) Items shown only in cost accounts. ' '

i) " Differing treatment of accounts. . _ : _ - S

For preparing reconciliation statement of cost and financial accounts, we have to apply
the same principles of bank reconciliation statement. In order to reconcile the profits, one may
start from profit figures as per cost accounts and vice versa. All additions or deductions from ‘
profit concerned should be clearly stated with brief explanations wherever possible, 123
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the profits disclosed by the Company's

22.6 CHECK YOUR PROGRESS : MODEL ANSWERS

I 1. The following are the reasons for preparation of cost and financial accounts.
i)  To check arithmetical accuracy. .
i) To explain the differences in profits.
i) To make cost data more reliable.

22.7 MODEL EXAMINATION QUESTIONS

Al Answer the following in about 30 lines each.

1. Mention the reasons for disagreement between the profit figures of Cost Accounts
and Financial Accounts.

B. Answer the follc'owihg in about 15 lines each.

2. Briefly explain the reasons for reconciliation of Cost and Financial accounts.
3. Briefly explain the procedure for reconciliation, | -
4. What is ‘Memorandum Reconciliation Account' 7

. EXERCISES

1. The following particulars are taken from the books of a company.

Rs. -
Opening stock of materials 2,50,000
Closing stock of rqaterials - S 2,00,000
Purchase of materials - ©8,50,000

Wages K : 3,70,000
Opening stock of finished goods _ 1,80,000
. Closing stock of finished goods . 76,500
- Sales of finished goods B 21,50,000

Caleulate the factory overhead at 20% on prime cost and office overhead at 80% of
factory on-cost. Actual works expenses are Rs. 2,80,000 and actual office expenses are Rs.
1,80,000. : I - __
Prepare (i) a Statement of Cost as per Cost Accounts, (ii) Profit or Loss Account as per
Financia! Books, and (iif) Reconciliation Statement reconciling the profit figures of Cost and
Financial books. ' o

2. Thenetprofit shownby ﬁhancial account of a Company amounted toRs. 37,100 whereas
Cost accounts for the period amounted to Rs. 57,320.0n

the scrutiny of both the sets of accounts the following differences were noticed :

1"; Directors' fees not charged in ¢ost accounts 1,300

i)  Aprovision forbadand doubtful debts 1,140

i)  Bank interest : 60

iv)  Income tax o : R 16,.600 .-

v) -Overheads recovered in cost accounts was ' S 1_7,000 o
- 16,640

while actual overhead expe,ilseé; were



Wo‘rk was started during the yéa’r on a new factory and cxpendimre of Rs. 32,000 was

mcurred Deprecmnon at 5% was prowded in financial accounts.

Prepare a Reconclllatlon Staternent,

3. ° Fromthe mfom:atxon given below, preparc (a) a statement shmng costing profit or loss,

and (b) another statement reconciling the costmg profits with those shown by fmancla} books

Dr. T}'admg and Proﬁ! and Loss Account fro the year Cr.
“Rs, L Rs.
To Material 1,00,000 | By Sales (1,00,000 Units) 2,00,000
" Direct Wages . 50000 ' S
" Factory Expenses _ 30,000 |
" Office Expenses 9,000
" Selling Expeﬁses 6,mo .
" Net Proﬁt 5000 |
,00,000 2,00000

The. nom:al output of the factory is 1,50, 000 units, Factory ezpenses of fixed nature are

“sales,
{Ans Castmg ProﬁtRs 20 000]

Rs. 18,000: Ofﬁceexpenscsarcconstanttothcextentofks 3000:ndthcbalancevmesw1th

'4. ‘The profit as per cost accounts is s. 1,50 ,000. The followmg dctazls are ascertamed on

comparison of cost and ﬁnancxa! accounts

~ Cost Accounts Fmanclal Accounts
. Rs. Rs,
a)  Opening Stock:
|  Materials 10,000 15,000 °
 Finished goods 18,000 16,000
b)  Closing Stock: S
' "Materials 12,000 13,000
. Finished goods ' 20,000 17,000
c) Intercst charged but not pald Rs. 10 000 '
dy .. DmdendsrecewedfromUTIRs 1,000. L R
€). Indiréctexperises charged to ﬁnancnal accounts. Rs. 80,000 but rs. 75,000 recovered in

‘cost accounts.

Find out the profit as per ﬁnanclal accounts by

[Ans : Rs, 1,31,000]

5 Prcpm mst sheet and profit and loss account &om the followmg mfonnahon and rcconclle

'wrﬁ1 the help of Memom:dmn Accomnt :-

Mafefais”
Wages

“Works ovcrhcads
Ofﬁce_ t_)_verhcads

20000

18,000
_ 15,000

preparing a Reconciliation smmm- :
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Selling overheads
- Sales .

4,000
1,00,000

_ In cost records, works overhead char i
ds, ges are recovered at 100% on direct wages and
| office overhead charges are recovered at 25% on works cost. Selling expenses are charged at

10% on sales. _ :

In financial accounts, debenture interest paid Rs. 5,000 and preliminary expcnsés written

off Rs. 3,000

[Ans : Costing Profit : Rs. 20,000; Financial Profit Rs. 19,000]
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22.9 GLOSSARY

Integral Accounting System
Non-integral Accounting System

Cost Ledger

‘Cost C_ontrol Accounts

Memorandum Reconciliation Account
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A systeni of recording financial and cos'.ting
transactions in one-self cont: “.ied ledger called the

_integrated ledger.

A system of accounting where financial and cost -
accounts are maintained indeépendently of each
other and separately.

The principal ledger of the cost department. It
contains all impersonal accounts.

The éccouhts‘maintamed to interlock cost and
financial accounts which are maintained
independently of each other. They make the cost
ledger self-balancing.

. The reconciliation of costing and financial profits

may also be presented in the form of an account
known as memorandum reconciliation account.
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23.0 AIMS AND OBJECTIVES

. Inthis unit we introduce you the marginal costing and its characteristics, advantages, dis-

advantages calculation of break-even analysis, its managerial uses and limit:it_ions._
After studying this unit, you willbeableto: o

o distingui_shbctweent.o_tql:.coé.téhdmargina.l cbst_.- S

O_I";.*.._fonnthg marg'i_nail'co_stgqua'tion ' o _. o o

®  list ou_f the advantages and disadvantagés of hﬁtginal .cqst. -

| define the term break-everi - B

calculate the breék-eveh’pbi_ht_ h o _

understand the managcnal u_se.s.of brcak-even analysi.s.,- and |

explain the limitatiohs of break—cven arialysis _ ' ‘

23.1 INTRODUCTION
. Marginal Costing is not a system of cost ascerfainment a8 job costing or process costing
is. It is a special technique to present the management with information helpful to the study of
the effects of changes iri volume of output on profit, This technique is known as Marginal
- Costing. Fixed costs do not change with the changes in the output. As such, these costs are also
*known as Period Costs. But variable expenses increase or decrease in proportion to increase or
 decrease in the volume of output. So they do not affect the cost of production per unit when
_productionchanges. ~~~ ~ ~ . o ' S
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Marginal costing is pnmanly concerned with the determination of product cost which
consists of the total costs less the fixed costs. Thus marginal cost is the same as the variable

_cost. It excludes fixed expenses entirely from the cost of production giving tise to the same cost

per unit as various levels ef output. Under this technique fixed expenses are not allocated to cost
units _but are charged against 'fund' arises out of excess of selling price over total variable cost.

The ICMA London defines the term marginal cost as "The amount at an given volume of
output by which aggregate costs are changed if the volume of output by which aggregate costs
are changed if the volume of output is increased or decreased by one unit". This definition® A
shows that with the increase in one unit of output the total cost is increased and that this

 increase in the total cost when an additional unit is produced is known as marginal cost. For

example, a company produces 100 fans per annum, the total fixed cost is Rs. 1,000 per annum
and the variable cost per unit is Rs. 30, then the total cost is

" Rs.
Variable (Marginal cost) cost (100 x 30) = 3,000
Fixedcost = S 1,000
If output is increased by one fan, the cost will appear as foliows : -
Variable cost (101 x30) Rs. 3,030
Fixed Cost Rs. 1,000
74030

Marginal cost per unit is, therefore, Rs. 30. Variable cost or margmal cost is also called
'direct cost, actmty cost' or volume cost'.

The ICMA London defined Marginal Costing as "The ascertainment of marginal cost

and of effect on profit of changes in volume or type of output by differentiating between fixed
costs and variable costs". In marginal costing, costs are ‘'separated into fixed and variable

| components. Only variable costs are inctuded in the cost of productlon And fixed costs are

charged against 'fund’ which arises out of excess of selling price over total variable cost. It is
also known as 'variable costing, 'differential costing' or 'incremental costing'.

Very often margmal costing and direct costing are treated as being one and the same.. But
the ICMA London has made a distinction between these two terms by defining direct. costing as
“the practice of charging all direct costs to operations, proccsses or products, leaving all mdn'ect
costs to be written-off against the profit in whlch they arise." .

Characteristics of Margmal Costing

1. All elements of costs are cla551ﬁed into fixed and vanablc components, including
even semi-variable costs. -

2. Only the margmal costs are treated as the cost of the unit.

3. | The value of stocks of finished goods and work—m-progrcss also compnses only ‘
marginal costs.

4. Fixed costs are charged to the ‘fund’ which arises out of excess of sellmg pnce over
total variable costs. As such, these costs find to place in the cost of production.

5. Prices are based on marginal cost plus conm"ounon' 'Contnbunon is the excess of

- selling price over marginal cost of sales.

6. The relative profitability of products or departments is determmed aﬂ:er a study of the
contributions made available by each product or department '



23.2 DISTINCTION BETWEEN TOTAL COST AND MARGINAL
COST

Total costing, which is also known as Absorption Costing', is distinct from Marginal Costmg _
m respect of the following aspects :

i A_bsorptlon costing is a total cost technique. It is practice of charging all costs, both
variable and fixed, to operations, processes or products. In contrast only variable costs
are charged to products, processes or operations in Marginal costing. Fixed cost, as

" mentioned above, is treated as a period cost and included in the unit cost.

2. The excess of selling price over total costis known as 'profit in total costing' whereas the
excess of selling price over total variablecost is known as 'contribution in Marginal Costing'.

3. The profit does not bear a direct relationship to sales in total costing. But under marginal
costing, contribution bears a direct relationship to sales.

4. In total costing, the stock of finished goods and work-in-progress is valued at total cost
which includes both variable and fixed costs. The stock of finished goods is valued at
variable cost only in marginal costing. This results in a higher valuation of stock in absorption
costing than in marginal costing.

5. In absorption costing arbitrary apportionment of fixed costs quite often results in under
and overabsorption of costs. Marginal costing excludes fixed costs. As such, the question
of arbitrary apportionment of fixed costs does not arise.

6. Absorption costing which results in different costs per unit at different levels of output
will not guide the managerial decisica. But marginal costing is a useful technique which
helps the management in making cost comparisons and in solving many managerial
problems.

23.3 MARGINAL COST EQUATION

‘Contribution is the difference between the sales and the marginal cost or variable cost
‘and it contributes towards fixed expenses and profit. So the contribution first goes to meet fixed
expenses and then to earn profit. If contribution is equal to fixed costs, there is no profit or loss.
This sales point or volume of production at which total fixed costs, there is no profit or loss. This
sales point or volume of production at which total fixed costs are equal to contnbutlon isknown
as the break-even point or no profit or no loss point'. :

The contribution can be expressed as :
Contribution (C) = Selhng price (S.P.) — Marginal (Variable) Cost (V)
or Contnbutmn Fixed expenses (F) + Profit.

For the sake of convenience, the elements of costs can be shown in the form of an
equation which is known as the 'Marginal Cost Equatlon and is as follows, -

S$—V= F 4 P/L where'S’ stands for sales, V for vanable costs,
+ PforProﬁtandeorLoss

. In order to eamn pmﬁt contribution must be more than the ﬁxed expenses and to avmd
loss it must be equal to ﬁxed expenses . o : o
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The margmal cost equation mentioned above is very helpful in finding out any of the four
_ factors, S,V.F or P, if any of these three is known. This can be further explained with the help of -
the illustration given below : '
Iustration- 1
Determine the amount of fixed expenses from the following information :

.- Sales R | | 1,20,000
~ Direct Mater_'ia.ls S 40,000
Direct Labour - 25000
Variable Overheads | .10,000
Profit o 25,000
Solution |
Marginal Cost Equatlon is:
S-V=F+P

SorSales Rs. 1,20,000
V or Variable Costs = Rs, 40,000 + 25,000 + 10, 000 Rs.75,000
P or Profit = Rs. 25,000 _
Applying the figures in the equation, we get
Rs. 1,20,000 — 75,000 =F + Rs. 25,000
F=20,000 :
" Fixed expenses =Rs. 20,0_00 |
Iustration - 2
From the following information, find out the amount of vanablc cost:
Sales Rs.3,00,000
Fixed expenses Rs. 50,000
Profit Rs. 62,500
Solution _
Marginal Cost Equation is
S-V=F+P -
or S-F~P=V
orV=2=S — F -P _
Variable Cost (V) =3,00,000- 50,000 - 62,500
v =3,00,000-1,12,500
v . =Rs.1,87,500
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Ilustration -3 _ S
' From the following particulars, find out the profit :

Rs.

Marginal Cost | 7 6,00000

_Fixed expenses - L 2,00,000

‘Sales . . 10,00,000
Sbliiiiﬁn.: o ' ' |
M.arginal cost éqﬂation is:

S—V=F+P .

OrP=S-V_F

P = 10,00,000—6,00,000 —2,00,000
© P=10,00,000 - 8,00,000
© P=Rs.2,00,000

23.4 APPLICATION OF MARGINAL COSTING

. The most useful contribution of marginal costing s its being helpful to the management in
making policy decisions. The total costing leads to different costs per unit at different levels of
output. It makes comparison and control of cost difficult. It does not take into consideration the
additional cost involved. As such it is not very helpful in taking managerial decisions such as the
selection of a suitable product mix, the decision to buy or make a product or component, and the

minimum price to be fixed during the depression.

Marginal costing technique is used by the management for solving business problems
Marginal costing takes into consideration the additional cost involved by distinguished the variable
from the fixed costs, It helps the management in making several decisions such as decisions
concerning the price at which a product should be sold and use of surplus capacity. It is also

helpful in exercising cost control because separate records are maintained for fixed and variable

expenses. The following are some of the managerial problems which are simplified by the use
of marginal costing. '

1. Fixation of selling price
2. Make or buy decisions
3. Effect of change in sales price
4. Maintaining a desiréd level of profits
5. Selection of a suitable product mix
6. Altemativé methods of production,
1) Fixation of Seiling Price

The information provided by the marginal costing helps in pricing the products, It helps the

management in fixing the prices in different circumstarices or contexts. The managemerit while
fixing prices has to keep in view the expected level of profits. In normal times the price fixed
must cover all costs to make profits. But in certain circumstances, products may have to be
priced below the total cost and it should be equal to the marginal cost, during Depression, the
production must be continued when the selling, price is equal to marginal cost because fixed

3




expenses have to be borne, even though the production is discontinued. In this connection
ma‘trgmal costing provides information regarding . the rate of confribution at various levels o%
prices and capacity so as to enable'the management to know the limits of prices within which it
can operate.

2) Make or Buy Decisions

This decision has to be taken when the product that is being manufactured has a component that
can either be made within the factory or purchased from an outside firm. By making component
parts, a concern can make use of its idle capacity. In arriving at such a decision, the price asked
by the outside suppliers must be compared with the marginal cost of producing the components.
If the marginal cost is lower than the price demanded by the outside sellers, the component parts
should be manufactured by utilising the idle capacity; otherwise, it should be decided to purchase
them from outside suppliers. '

It also helps in making the selection of a product when there are scarce or limited resources.
The limited resources are known as key factors or limiting factors, and such factors should be
utilised in cases, where contribution per unit of limited resource is the maximum.

- 3) Effect of Change in Sales Price

Management has to cut the price of products from time to time on account of competition,
expansion, government regulations, etc. So, it is necessary to know the effect changes in prices
of the products. A cut in the selling price results in areduction in the contribution. .

4) Maintaining a desired level of output ' ' '

The managetent may be interested in maintaining a desired level of profits. The volume of
sales needed to have a desired level of profits can be ascertained with the help of the marginal
costing technique. To maintain the current level of profits, the number of units to be sold, if the
selling price is proposed to be reduced can be ascertained. It can be illustrated as follows:

Illustration -4
| You are given the following data for a factory for the year 2001 which endcd T
Output : 20,000 units -
Fixed expenses : Rs. 1,00,000
Variable expenses per unit : Rs. 10
Selling price per unit : Rs. 20

How many units must be produced and sold if the selling price is redpced by 10%in order
to give the same profit? - -
' Solution
Contribution = Selling price (S.P.) - Variable Cost (V.C.)
=20 - 10 - Rs. 10 per unit '
IPresent profit = Total contribution - Fixed expenses

=20,000x 10 - 1,00,000 - 1,00,000

Selling price with 10% reduction _ 20-10  x20=Rs.18

100
Contribution - Rs.i8-Rs. 10-Rs. g
_ F C. +-Profit
Desired sales = <\ ipution per unit
_ " 1,00,000 +1,00,000 o
132 _ —— 725,000 units.

8



5) Selection of a Suitable Product Mix .~

When a factory manufactures more than one. product, the management faces the problem of
finding the product mix that would yield the highest profits. The mix which yields the maximum
contribution would be the best product mix. The production of such a product mix has to be
maintained and increased. Marginal costing helps the management in taking a decision to continue,
increase, reduce or suspend the production of a unit or to change the product mix.

6) Alternative Methods of Production

'If'th’e".-mmméement has to choose from among alternative methods of manufacturing a product,
the changes in the marginal contribution under each of the proposed methods has to be worked
out. It is necessary to compare the alternative methods of production. i.e., machine work and
hanid work. The method which gives the greatest contribution can then be adopted, '
23.5 ADVAN TAGES AND DISADVAN TAGES OF MARGINAL . i

COSTING - o -

Marginal costing has the following édvaﬁtégms:

1. Marginal costing is better suited to the needs of the management. The knowledge of
cost behaviour under various operating conditions is essentizl to the management. RN
Marginal costing differentiates between fixed costs and variable costs, and thecost = |

data required for decision making and profit planning are readily available from costing

s

2. Marginal costing is simple to-operate because it avoids the complications of-
apportionment of fixed costs. R '

3. Fixed costs are excluded altogether from the cost of production. As a result, there is
no complication of over and under-absorption of overheads, '

4. - Fixed costs are incurred on a time basis and are not independent of ‘the volume of
production. To avoid misleading cost statements, marginal costing takes only the marginal
cost. ' : L

5. ifa humbcr-of products are manufactured, marginal costing facilitates the study of o i
relative profitability of different products; _ . - : R

6. Under marginal costing, no fictitious profits can arise, as stocks are valued at marginal
© Costs, : : o _
7. Marginal cost'_ihg is a helpful for to budgeting and standard costing. o AR
- Marginal costing suffersﬁ'om the following limitations : o o ‘ N
- 1 Itisdifficultto classify all expenses as fixed or variable. But marginal costivgassumes
that all expenses can be classified into fixed and variable cxpenses. There may be
semi-variable expenses like depreci_ation, bonus, ete. It is very difficult to categories
semi-variable expenses correctly as fixed eXpenses or variable expenses. L
2. The time factor is not givén due attention because marginal costs .exclude fixed
- expenses which are concerned with time, For suitable comparison fixed expenses
 also must be considered. ' o : :

3. Marginal costing ignores the fact that fixed costs are also controllable, -

“The technique of marginal costing is di_f'ﬁcﬁl_t to apply in indusiries such as ship-
~ building or centracts where the value of work-in-progress is high in‘relation to turnover:
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23.6 BREAK-EVEN ANALYSIS

: Objecti\?es of Break Even Analysis

5. ;nc :hemllctmg run the selling price cannot be fixed without taking fixed overheads into
. e _ _ {

6. It does not provide any standard for the valuation of perfonrénﬁé A
| ndard nance. A system of budgetary
901_11191 and standard costing gives more effective control than marginal costing.

7. The Ba.lance Sheet will not provide a true and fair view because work-in-progress
and finished stocks will be shown at the marginal cost. As such, in the case of fire

accidents the complete loss cannot be recovered from the insurance company.

The basic '_objective of any businéss entcrp_rise isto earnproﬁtProﬁtdcpends on many factors.
The most 1mpor_tant factors which influence the profit ofa bus_ihessjc_;ﬁﬁ!jéém are the selling pﬁce
of the product its cost of production and the volume of sales. 'ﬂmethree factors are inter-

dependent; The selling price depends to some extent on the cost of production and the sales

~ “volume depends upon the volume of production which in turn influences the cost of production.
Cost is the resultant of a number of factors such as EC

D Volume of production

ii) Produét mix

i) Internal efficiency in production

iv) Changeinthe method of production

v)  Size of order
vi) Lots or batches of products

vii) Size ofplant, etc.
~ Of all these factors, volume is the largest single factor, which influences cost. In other
words, there is a close relationship between the cost, volume and profit of an enterprise. The
cost-volume- profit relationship is technically known as ‘Break Even Analysis’.

Break even analysis helps in formulating price policies as it prese’nts.a detailed analysis of
different price structures and their influence on costs and profits. :

Break even analysis refers to the study of revenue and cost of a business firm in relation”
to its volume of sales. It is also known as cost-volume-profit analysis because it shows the
affect of changes in the level of production on cost and profit. Before we discuss the break even

_analysis in detail let us consider the declination of ‘Break Even Point’. The Break Even Point
may be defined as ‘that level of sales at which total revenues are equal to total costs and the net
income is zero’. This is also known as no profit - no loss point. In other words, the break even
point is the sales volume at whichi there is neither profit nor loss, cost being equal to revenue.
The main objective of Break Even Analysis is not simply to find out the break even point, but to
xnow the relationships of cost, price and volume within a con any’s practical range of operations.
It should also identify the amount of overhead costs which are to be charged or product cost at

various levels of operation.

Break Even Analysis is highly useful for profit planning, cost control and for ‘the making '
of different business decisions. The following are the main ;objectives of break even analysis :

1. Knpwledge of the relationship between profit, and costs on one hand and of the volume

on the other go a long way in forecasting the profit acourately.
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2. Break even analysm is helpful in pre'pmng a flexible budget which indicates costs at

various levels of activity.

3. Break even analysis is of i immense use'in perfomance evaluation for the purpose of
control. For reviewing profits earned and costs mcun'ed the effect of changes in

- volume on costs are required to be evaluated.

4. Break even analysns assists in formulating price policies by protectmg the mﬂuencc of

different pnce structures on costs and profits.

B 5. Break even analysis furnishes the amount of overhcad costs whlch could be charged -

to product costs at various levelsof operatim |
Assumptmns

The break even: analyms is based on tlw followmg Issumpttms

1. All costs can be separated into perfectly vanable or ahsolutely ﬁxed over the entlre
range of volume of production. : :

2. Fixed costsrmmnconstant regardless afthe chmgesmthelcvel of product:m
3. Vanablecostsihwmatemthcsamproporhmasthcvolmofwtﬁnchmges

4, 'Sellmgmmmcmmntmiﬂmefm,themmeswrﬂaﬂwm': :

- volume of pmduetton

5. Thevolume of'sales and the vohume ofpmductxonareequal As such,timemll notbe

any epening or closing stocks.

6. Production policiesand operating eﬁiclency remain constant and the produchwty per.

worker remains- ‘unchanged.

7. There is only one product or in the case of muItl-prodmt ﬂrr_'ns,- the product mix is

stable.
Calculation of Break. Even Point

As explamed earlier, the break—even point is that levcl of sales at which total revenues aré equal

to total costs, This is the minimum level of production where total costs are recovered. At this
point, contribution could be equal to fixed costs and beyond this volume of operations profit
begins, The break—even-pomt is determmed in terms of both physncal umts and sales value in
Tupees. _ ; :

i) Break-even point in terms of phystcal units

This method is apphcahle to and convenient for smgle product firms. The brcak-even volume is

the number of units of a product which must be sold to eamn adequate revenue to cover the total
costs, i.¢., fixed and vanab]e costs. '

The selling price of a unit covers not only its variable costs but also ¢ leaves a margm (ie.,

_ contribution) to cover fixed costs. The break-even point is reached when a sufficient number of _

units are sold to cover total costs so that the total contribution margin of the units soldis equal to
the fixed costs. The fmmula for calculation of break even pomt isas follows :_ :

Illustratmn 5
: Sales Rs. 1 00 000
Variable cost per umt Rs. 5;
| Sel}mgprlceperumtRs 105
Fixed cost Rs. 50 000 Calculate B.E. P
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Solution : BEP Fixed Costs

= Contribution Margin per Unit.
50000 50,000 o ,

This means that the firm makes neither profit nor loss at a sales volurne of 10,000 units,
ii) Break even point in terms of Sales Value |

In the case of multi-product firms, it is not possible to measure the break even point in
terms of any common unit of product. It is convenient to determine their break even point in
terms of total rupee sales. Even in the case of these firms, the break even point is the point
where contijbution margin (i.e., Sales value - Variable costs) would be equal to the total fixed

~ costs. The contribution margin is expressed as a ratio sales. For example, if the sales amount to
Rs. 10,000and variable cost of these sales Rs. 5000, then the contribution ratio is (10,000 -
5,000)/10,000i.e.,0.5 ,
: Fixedcost

The formula to find out Break even pointis =~ i bvon Ratio

or
P/V Ratio

Tllustration - 6 |
Calculate Break-even point from the information givenbelow :

Sales e Rs. 15,000
Vaiiablecosts = o _ Rs. 9’000.
FixedCosts -~ e Rs. 4,000
Soltion | 15,000-9,000
P/V Ratieis e Rs. = ——W—
6,000
= = 0.4
15,000
BEP _ Fixed Costs
S5 7 p/v Ratio
= ~4—po—0 =Rs, 10,000
It is evident from the following that at sales value Rs. 10,000 (i.e., B.E.P) there Iis no
profit or no loss. . : | R | .
- Sales Value y | e Rs. 10,000
' Variable costs (0.6 10,000) 6,000 o
Fixedcosts = . 4000 : 10.,(.]00 |

'Net Profit -
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Nlustration -7

A ﬁrm has monthly fixed cost commitment of Rs. 2,00,000. It is producing only one
product which sefls at a price of Rs. 80 per unit. Variable cost per umt is Rs. 60. Calcu:late

monthl BEP and annual BEP.

Solution M FC _ | 2.00,000 -
Monthly BEP in units : 20ty i = 10,000 units.
| S-V 80 — 60 -
. Annual BEP in Units = A“:“LFC - 2_’02(’)0006’; ~1,20,000 units.
Mlustraion-8 - S

The profit -volume ratio of ABC Ltd. is 50% and the margin of safety is 40%- You are
required to caléalate thg-net profit if sales volume is Rs. 1,00,000 - '

" Solution:

Margm of Safcty 1,00, 000 x 40% =Rs. 40,000

Margin of Safety = M
_ ~~ P/iRatio
N Net Profit
40,000=

50%
50% of 40,000 = Net Profit. -
20 000 Net Proﬁt ' :
Net Profit at the sales volume of Rs. 1,00,000 is Rs. 20,000
Hiustration -9

A company camed a proﬁt of Rs. 30, 000 durmg the ear 2001 -2002. If the margmal cost
and selling price ofa product are Rs. 8 and Rs. 10 per unit respectlvely, ﬁnd out the a.mount of

margm of safety.

Solution :
Contribution = S.P_— v.C
=10-8=Rs.2
: E 1 i o . . ’ &
P/V Ration : —ohmoution o
o Sales
2 100 =20%
i
R  Profit .
Macin of Safety = _FTOBE
argin of Safety = o ptio
30,000
=227 =Rs1,50,0
20% 1,30.000
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iilustration-10 | |
The following information is extracted from the books of MPR Ltd.

Year - Sales Cost
Rs. ‘ Rs.
2000 2,00,000 1,40,000
2001 2,40,000 1,60,00
Calculate B.E.P. '
Solution : _
/ : Year = Sales Proﬁt (Saies - Cost)
: . . Rs. - Rs.
2000 2,00,000 60,000
2001 | 2,40,000 | 80,000
Change: 40,000 | 20,000
Change in Profit
P/V Ratio= g : x 100
Change in Sales
2% 100=5
= X = 50%
40000 ’
Fixed Cost = Contribution - Profit
For 2000 = (50% of 2,00,000) - 60,000
=1,00,000 - 60,000=Rs. 40,000
For 2’001 =(50% of 2,40,00) - 80,000 -
- 1,20,000 - 80,000 = Rs. 40,000
Check Your Progress - 1

A company producing a single article sells it ai Rs. 10/- each the variable cost of prOduction is
Rs.6/- each and fixed cost is Rs.400/- per annum. :

From the above data calcutate
iy P/V Ratio _
i) Break-even Sales
iiiy - Sales to eam a:profit of Rs. 500/ '
iv) Profit ac sales Rs. 3000/
v) New Break-even sales if the sales price is reduced by 10%

23.7 PREPARATION OF BREAK EVEN CHARTS

A break-even chart is a graphical representation of break-even analysis. It shows the
interrelationship between profit, volume and cost. Itaiso shows the break even point and depicts

the estimated profit or loss at varying levels of output. |
The important methods of preparing break-cven charts are given below:
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First method _

The volume or level of production is shown on the ‘X’ axis and costs and sales revenue
are shown on ‘Y axis. The fixed costs are represented by a straight line parallel to the horizontal
axis (i.e. OX). The variable costs are then plotted over aid above the fixed costs. The resultant
line is the total costs line, a combination of both variable and fixed costs. Sales or revenue line
starts from the base and goes upward, thereby showing the increasing revenue. The point of
intersection of the total costs line and the sales line is the break even point, because the total cost
at this level of production is exactly equal to the total sales revenue. This would mean that if
production is less than this point (i.e., OM) the,. firm will incur loss; if the production is more
‘than this point, the firm will make profit. In the chart the loss area is shown below the break
even point and the profit area above the break-even point. -

BREAK.EVEN CHART

: i
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il

é,. _ ' "ANGLE OF
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z : : e
21 . ORBMETVE ,-_ WAy ,
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& &
- - o
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Q =
s
= %
- <
[
3 £
[ %] i d
. . £4
W o
3 [l LE 8 ’

The angle of incifience shown in the chart indicates the rate at which proﬁfs are being
made. A large angle of incidence is an indication that profits are made at a hi gh rate. On the

other hand, a small’ angle indicates a low rate of profit and suggests that variable costs form a
great part of the cost of production, : "

The margin of safety refers to the excass of actual sales over break even sales. A large.

angle of incidence with a high margin of safety indicates the most favourable position for a
business firm. '

Sec'ond_Me‘thod

‘ A _variat:i‘on, of the first method is that fixed costs are shown above the variable costs.
This may be seen from the following figure o '
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BREAK-EVEN CHART
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The total costs line, is drawn over the variable costs line representing the total cost at
various levels of output. This method has the advantage of indicating the recovei'y of fixed costs
at varjous levels of production before profits are realised. As a result, contribution at various
levels of production can easily be found out from the chart. This assessment is helpful to the
management in decision making, ' |

23-8 MANAGERIAL USES OF BREAK-EVEN ANALYSIS

The break-even analysis is useful because it gives the management a microscopic picture ofthe
profit structure of the business enterprise. The break-even analys is not only brings out the
areas of strengths and weaknesses in the firm but also helps in detecting certain leverages .
which can be utilised to enhance its profitability. We all know that modern business is characterised
by ever changing conditions and the management can know the profit vulnerability of a business
enterprise owing to some changes in business conditions through break-even analysis.. Indeed,

the break-even analysis is helpful in many ways :

1 The break-even chart helps the management to know ata glance the profits generated
at various levels of sales.

9. Break even analysis enables the management to determine the volume of sales
necessary to achieve a target profit. -

3. The management can make the adjustment in respect of the sales volume needed to
achieve a-given amount of profit in the context of chang_ingprices.

4. The break even analysis is/helpful in knowing the various implications of the expanding
of production capacity or the installation of additional equipment.

5. The break even chart shows how profit changes at different price levels under assumed
conditions of demand and costs.

6 . The break even analysis helps the management in deciding whether to go in for
making certain components which are part of their finished products or to purchase

them from outside suppliers.
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7. Break even analysis helps the management in taking a decision with regard to the _
R dropping of a product or adding a new product to the existing prodyection line. The
management would be able to know, through break-even analysis, the consequence of
such decisions onrrevenue and costs. B :
8. Further, break-even analysis helps the management in choosing appropriate promotion- -
mix. We know that sellers use several methods of modes promotion, viz., personal
 selling, advertising etc. However, the promotion of various modes in promotion-mix
- varies from seller to seller. Break even analysis helps the management to take
appropriate decisions by showing how the additional promotional expenditure would
influence the break-even point. ' | ) SR
9. Break-even analysis can also be used to compare different ways of doing jobs. For
example, simple machines, though slow, are economical for production in small o
quantities. But when bigger quantities are to be produced, costlier machines are to be B
employed. The break-even analysis enables the management to chouse the best method .
of doing jobs at different levels of output. ' . .

23.9 LIMITATIONS OF BREAK EVEN ANALYSIS

Though break-even analysis helps the.managcment in many ways, it suffers from certain
limitations. o ' _ N
These limitations are inherent in the assumptions underlying the break even analysis,

Therefore, before coming to any hasty conclusion, the validity of the break even analysis should
be considered in the light of its limitations such as the following :

1. The break-even analysis is based on the assumption that all costs :can be separated
into fixed and variable. But in practice, it may not be possible to divide costs into fixed _
and variable ones. In most of the cases, the costs do niot remain either totally constant o
or totally variable in relation to the volume of production. © : '

2. ltassumes that fixed costs are fixed for ever. But in the long-run, when the size of the
business changes, the fixed costs are bound to change.

- 3. Itassumes that variable costs are directly proportional te the output. But the variable
- .costs may not have any proportional relationship to the output. '

4. Itassumes that the selling price remains unchanged. But the selling ﬁﬁcc may have to
be changed from time to time according to the market conditions.

5 The assumption that only one product is produced or that the existing product-mix |
‘remains unchanged is unrealistic. o

6. The assumption that there is synchronisation between production and sales doés not
hold good in practice. : . '

7. Lastly, it does not take into account the capital invested, and, therefore, if cannot’
present a complete picture of profit planning. ' -

~ Check your progress - 2
1. What is Break-Even Chart ?

......................................................................................................................................

..u..-..............n...".-.......--.....--...n.--......-.......--...."-............u..--............u.... ......................
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23.10 SUMMING UP

Marginal cost is “the amount at any given volume -of out put by which aggregate-costs
are changed if the volume of output is increased or decreased by one unit”. Marginal Costing is
“the ascertainment, by differentiating, between fixed and variabie costs, of marginal costs, and
of the effect on profit of changes in volume and type of output. Thus under marginél costing the
costs are classified as fixed and variable, and only variable costs are charged to products, while
fixed Cests are charged to profit and loss account. :

Marginal_ costing helps in 1) fixation of Selling Price ii) make or buy decisionsiii) effect of
change in sales price iv) Maintaining a desired level of profits v) selection of suitable product
mix vi) alternative methods of production.

Break even analysis, refers to a situation where the firm neither eams profit nor loss, the
revenue will be equivalent to total cost.

Assumptions :
i) Selling price remains constant
i) All costs are separated into fixed and variable.
iiiy Total fixed cost is constant at ali levels of output.
iv) Production and sales are equal. _
V) Prodﬁction policies and operating, efficiency remain constant.
Managerial uses of break-even analysis. |
i) Helps to know the profits generated at various levels of sales.
i) Helpsin determing the salés level to earn the desired profit.

i) Helps to adjust in respect of sales volume needed to achieve a given amount of profit
in the context of changing prices.

iv) Helpstoknow the implication of production expansion.

v) Helps the management whether to make or buy;

vi) Helpsthe management whether fo cohtinue or dropping a product.
Whether to continue from losses or o shut-down the factory.

viii)  Helps in choosing appropriate product-mix.

Break-even analysis suffers with many limitations.

23.11 CHECK YOUR PROGRESS : MODEL ANSWERS

1. Contibution -~  Sales Price — Variable Cost

=Rs. 10-6
= ' Rs. 4
i) Profit volume ratio Contibution 4
P.V Ration "~ gales 10
= 40% or 4
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ii) Sales at B.EP.
' B.E.P Sﬂes =

Fixed cost
P/V Ratio
400 - 10

400 x ~——
4

4
4
10

=Rs. 1,000 (100 units)

iii) Sales at Profit of Rs. 500

Sales
Contribution

Sales

iv) Profit at sales Rs

Sales

3000

3000x 4
1200
1200
" 1200-400
800

P/V Ratio
= Fixed Cost + Profit

400 + 500
40% or 4

=Rs. 2250 (225 units)

. 3,000
Cbnhibution
P/V Ratio
tribution
4
=Contribution
= Fix + Profit
=400 + Profit
=p '
=P

v) New B.E.P. if sales reduced by 10%

P/V Ratio

B.E.P. Sales =

9-6
9

1
T3

Fixed Cost
—
P/V Ratio
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3.1 A Break-Even Chartis simplya graphical representation of break-even analysis. The cost-
volume-profit relationship can be expressed with the help of this chart. This chart depicts fixed
- costs, variable cost, total cost, break-even point, profit or loss, margin of safety and the angle of

incidence.
23.12 MODEL EXAMINATION QUESTIONS

- A.  Answer the following inabout 30 lines each.
1. The technique of marginal costing can be a valuable aid to management. Discuss.
2. ‘What are the advantages and dis-advantages of Marginal Costing?
3. What is Break-Even Analysis? What are its-managerial uses?
B.  Answer thefollowingin about 15 lines each.
4. ‘What are the characteristics of marginal costing? .
5. Define ‘marginal cost’ and ‘marginal costing’. How are variabte costs and fixed costs
treated in materignal costing?
6. ‘Marginal costs ar¢ primarily used in guiding decisions yet to be made’ Explain the
statement. '
7. Differentiate between marginal costing and absorption costing.
8. What is a break-even chart? How do you preparc it?
9. What are the assumptions of break-even analysis?
10, What are the limitations of break-even analysis?

EXERCISES
1. Determine the amotint of fixed expenses from the following particulars :
Rs.
Sales ‘ 480,000
Direct material 1,60,000
Direct labour 1,00,000
Variable overheads 40,000
~ Profit 1,00,000
2. From the following particulars find out the amount of profit:
Rs.
Sales 1,20,000
D:rect material 40,000
Direct labour 25,000
Variable overheads 10,000
Fixed expenses 20,000
3, From the following calculate P/V Ratio and break-even point
Sales 2,50,000
Fixed expenses 50,000
Profit | 75,000
4. Calculate break-even point in terms of physical units from the following
* Fixed Costs = Rs.80,000
Variable Cost = Rs.4 perunit
Selling Price = Rs. 20 perumt. |
At existi 50,00,000 the producer is caming a profit of s 10,00,000, P/V
At existing sale of Rs 50,0 ep g pifthc et sale 005,000

Ratio 40%. Find out B

units.
144
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{Ans : Rs. 25 00000 Rs. 500; Rs. 300perun1t Rs, 1000000]

6. The P/V Ratio of ABC Ltd is 25% and the margin of safety is 20% work out thc net
profit and the break even point at the sales volumé ofRs. 50 000 - _ _

[ Ans : Rs. 2;500; Rs. 40 ,000] . _
7. The following results of a company for the last two years are as follows

Period (Year) Sales Profit
: Rs. . : Rs.

I - 2,00,000 20,000

11 3,00,000 - 40,000

What would be the profit when sales are Rs. 1,80,000 ? What sales will yleld a profit of
Rs. 50,000 7
[ Ans : Profit Rs. 16,000; Sale Rs. 3,50,000]
8.  Salesof a product amount to 200 units per month at Rs. 10 per unit. Fixed overhead is Rs.
400 pcr meonth and variable costs Rs. 6 per unit. There is a proposal to reduce price by 10%.
Calculate present and future P/V Ratios and find out how many units must be sold to mamtam
total profit ?

[ Ans : P/V Ratio : Present 2/5; New 1/3; 2,400 um's]
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23.14 GLOSSARY

Break even analysis :  Thestudy of revenue and cost of a firm in relation toits volume
' _ of sales, It is also known as cost volume profit analysis.

Break even chart ¢ Graphical representation of break even anaiysis.

Break even point : The level of sales at which total revenues are equsl to total
costs and the net mcome is zero. It is also know as ‘no profit-
no- loss point.”.

Key factor ' : A factor which exercises significant influence on a budget and

o acts as a constrain in achlevmg higher level of performance.

Margin of safety :  Excess of actual sales over break even sales.

Marginal cost . The amount at any given volume of output by which aggregate'

- costs are changed if the volume of Qutput is increased or
_ S decreased by one unit.
Marginal costing ~~  :  Ascertainment of marginal cost and 1ts effect on proﬁt by
_ - differentiating between fixed costs and varlab}e costs.
Profit volume (P/V) Ratio : Theratio contribution to sales 145

Contribution 1 Contribution is the differerice between Sales and Vanablc Cost. -
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24.0 AIMS AND OBJECTIVES

This unit aims at explaining the concepts of budget, budgeting and budgetary control,
essentials and objects of budgetary control. steps in budgeting, organisation for budgetary control
and types _of budgets. The advantages and limitations of budgetary control are also explained.

Once you go through the unit, you will be able to: _
understand the meaning of Budget, Budgeting and Budgetary Control..
explain the objects of Budgetary Control. '

identify the steps in Budgeting

recognise the essentials of Budgetary Control._- :

describe the types of Budgets.

24.1 INTRODUCTION

In any formal programme of profit planning and control business enterprises. budgeting comes
to the forefront. In fact, it forms the heart of planning function. Managers use long-range and

short-range budgets to anticipate and evaluate performance. Budgets constitue the principat

instruments for projecting future costs and revenues and the foundation of firm's financial control

24.2 BUDGET, BUDETING AND BUDGETARY CONTROL

The budget is is a blue print of the projected plém_ of action expressed in quantitative'tcrms
ind for a specified period of time. it may be defined as a "financial and/or quantitative statement
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prepared pnor to a defined peribd of time, of the policy to be pursn.iéd during that period for the
purpose of attaining a given objective {ICWA) England).

Budeting refers to formation of plans for futere activities which lay down carefuil
construcied objectives and prorammes of activity and provide yartsticks by which deviation
from planned achievements can be measured. Budgetary Control refers to the principles,
procedures and practices of achieving the givne objecties through budgets. It consists of
establishment of budets relating of the responsibilities of executives to the requirements of a
polic and the continuous comparison of actual with budeted results, either to secure the ebjective
of that polic or to provide a firm basis for its revision. : _ o

In the words of Rowland and William, the difference between budget, budgeting and
budgetary control is, "budgets are the individual objectives of a department etc., whereas budgeting
may be said to be the act of building the budgets. Budgetary control denotes all this and in
addition, includes the science of planning the budgets themselves and utilisation of such budgets
as an overall management tool for business planning and control. Thus budget is the financial
plan and budgetary control results from the administration of the financial plan.

'Check your progress - 1
1. Define Budget

2. What is Budgeting .

........................................................................................................................................

3. Explain Budgetary Control ?

24.3 OBJECTIVES OF BUDGETARY CONTROL

The budget serves four important purposes, (i) It analyses and synthesises the plans and
performance of individual departments of an undertaking. It lays down target of performance
for each department. (ii) It gives the individual departments a basis to work on a target to work
and to fulfil; 2 method how to achieve it; a knowledge of how its own function is helping the
function of the other deportments and finally, how the efforts of the different departments are
fu’rthering the common aim of the company. The budget renders invaluable service in the vital
coordination function of the management. (iii) The budget enables the different management
levels to understand one another and assess how the work of each unit is p'roceéding according
Fo management plans and policies. It is an ideal means of communication. (iv) Lastly, the budget
is a means of control of cost and performances. Since the targets are set in the budget, in full
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view of existix_lg operating conditions and pre-determined norms, comparison of actual
performance with budgets is a measure of efficiency, performance and cost.

The budget is thus, a medium of planning, co-ordination, communication and control.
i) As a means of Planning

The budget is a plan of action. To construct a budget, the factors and forces which affect the
budgeted activity should be investigated and tabulated. This process itself requires detailed
planning of the resources and methods towards achieving the company’s objective. It affords
the basic foundation in which successful planning can grow. :

ii) As a means of Co-ordination

No company can act in isolation, less so, in a planned economy. It enables adjustment and co-
ordination between internal and external circumstance to ensure functioning of the individual
company with utmost facility and harmony with external forces. The budget co-ordinates the
policies of~ a company with its plan of action and actual performance. It is a means of co-
ordination between the different executive levels.

iif) As a means of Communication

The budget is a means of communication between lower and the shop floor management and
higher echelons of management for changes in policies and plans and actual performance and
implementation of plans and targets. Without this two-way communication, no harmony is possible
and bottlenecks, confusion and disarray are bound to crup up impeding production and progress.

iv) As a means of Control

The control function of the budget is perhaps the most impertant. No control of performance or
¢ost is possible without pre-determined targets or standards. The budget sets down the ‘norms’
of performance and expenses against forces and operating conditions realistically assessed,
watches and measures the actual performance with the budget or norm, and brings out shortfalls

and weaknesses for remedial action.

24.4 STEPS IN BUDGETING

Budgeting, to be effective, requires the following steps.

i) Forecasting sales indicating what quantity and quality of goods should be made.

i) Determining management policy with regard to range of products, stocks levels, channels
of distribution, investments etc.

iii) Preparing a production budget in accordance with forecast and policies, planning the
needs for materials, labour, production and service facilities along with the costs involved.

as regards cash requirements for planned operations

iv) Preparing the financial estimates
~ and investments. ' ) . | |

v) Preparing a ‘master budget’ combining and co-ordinating the individual budgets.

vi) Preparing statements and reports, evaluating current position and performance against

Yhe budgets.

245 ESSENTIALS OF BUDGETARY CONTROL
¢ an efficient method of plannirig and control provided it

Budgeting is of great use and can b
fulfils the following conditions.
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TheBudget Controller is assisted by the Budget Committee. The Budget Committee will

" include General Manager, Sales Manager, Works Manager, Accountant or Budget Controller,

Purchase Officer,. Personnel Manager and Departmental Managers. The General Manager
generally acts as a Chairman of the Committee. The functional managers will prepare the
budgets and submit them.to the Committee for approval. It is the duty of the Budget Committee
to make necessary adjustments 1 in the budgets co-ordinate all the budgets and finally approve
the budgets.

@) Budget Manual

152

The Institute of Cost and Management Accountants England deﬁnes a budget manual

“a document which sets out, inter alia, the representatives of the persons engaged in the

routme of and the forms and records required for budgetary control.” Thus, it is a written

document which guides the-executives in preparing varioys budgets. Budgets are to be drawn
kecpmg in view the objectives of the organisation given in the budget manual

24.7 TYPES OF BUDGETS

Different typcs of budgets have been developed kcepmg in view the different purposes
they serve. Broadly budgets can be divided into the following categories.

A) Functional Budgets
B) Accountsbility Budgets
(o)) Operating or Performance Budgets
D) Fixed Budgets |
E) Flexible Budgets
A) Functional Budgets

The important budgets under this category are :
a) Sales Budget
b) Selling and Distribution Cost Budget
c) Production Budget
d) Production Cost Bud_get
€) Materials Budget
f) Purchase Budget | .
g) Labour Budget- o |
h) Production Overhead Budget
i) Other Functional Budgets: - ¢ -

i) Plant Utilisation Budget

i1} Capital Expenditure Budget

* iif) Maintenance Cost Budget
. 1v) Administration Cost Budget
- v) Research & Development Budget

vi} Expansmn and Modernisation Budget
“ii) Profit Budgvat
viii),Cash Budget
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month end and discussed ﬁm the Budget Committee. Lon, : . _
. Long-term budgets should be
by short-term budgets to make the budgetary control successful. gets supplemented

¢) Key Factor Analysis

Key factor has been defined as the factor the extent of whose influence must first be
assessed in order to ensure that functional budgets (e.g., sales budget, production budget, labour
budget, etf:.,? are reasonably capable of fulfillment. Key factor is also known as ‘Principal
budget or limiting or ‘governing’ factor. It is essential to locate the key factor before the preparation
o_f budgets l?ecause it influences all other budgets. All budgets shouid be co-ordinated keeping in
view the prm.cipa}l budget factor if the budgetary control is to achieve the desired results. The
key factor will differ from concem to concern and might be sales, plant capabity, shdrfa.ge of

- raw materials or labour or capital etc.,

d) Level of Activity Analysis

The level of ac:tivity is important in planning production. This will be decided by the
management after taking into consideration the prospects of improving the net profitability of a

" product.

e) Organisational Chart

_ Befort.: successful installation of a budgetary control, it is necessary that a concern should . |
have a definite plan of organisation. Authority and responsibility of eachexecutive should be -

" clearly defined. An organisation chart for budgetary control is givenbelow :

. Chief Executive

l

Budget Officer

l

Sales Manager Production Manager Purchasing Manager Personnel Manager  Accountant
(Sales budget  (Production and Plant (Materials budget) (Labour budget)  (Cash budgets,
including utilisation budget) Master Budget)
advertising and :
selling and
distribution cost) _

The above organisation chart shows that Chief Executive is the head of budgetary control
« system. He delegates his authority to the Budget Officer ygho sees that all budgets aide co-
ordinated and drawn in time. The other managers will prepare the budget shown against them
in the chart. : : : .

f) Budget Officer and Budget Committee

The Chief Executive should appoint some person known as Budget Controller or Budget
Officer who should be given the specific duty of administrating the budget. His rank should be
equal to other functional managers. As his work will deal with the preparation and co-ordination
of budgets involving figures, he will usually be a person with accountancy knowledge. He should
also‘have a technical knowledge of the business. He should see that the.functional managers
draw the budgets in time. He should also to chase the budgets, see that the actual performance
is going in line with performance differs substantialty. He should help in revising the budgets if -
theie are fundamental changes in the cireumstances after the budgets have been prepared. g4



iv) Periodic Control Statements

_ For implementing the system of Budgetary ‘control, it is again necessary that control
statements are submitted periodically. The budget reports are gcncraﬂy_prcpared in the form of
Departmental Operating Statements, a proforma of which is given below, _

A depaftmental-opcrating statement is a statement showing the ‘pe‘rfom?ancc (in
- percentage terms) of a departmental manager during a specific period. This is an important
staternent, listing comprehensively all the relevant data relating to the operations of the department,
and it lies very much at the heart of control accounting. These reports serve as feedback reports

on whose basis further planning could be improved. Resuits will be rendered ag necessary €.8.,

daily, weekly and monthly. Generally the daily reports are meant for the lower levels of manage}'nent
and they will be followed by summaries at longer intervals €.g., wcekly or monthly, for higher
ranks of manz_:gemcnt.

V) Interlocking of Budgets

Various budgets are inté*r-lockéd and integrated so that they reflect the operating plans for the
specified future period. A budget control system to be successful, must develop this attribute.

24.6 ORGANISATION FOR BUDGETARY CONTROL

There should be an efficient organisation if budgetary control has to be operated effectively...
In organising a system of budgetary control, it is essential to obtain full cooperation of each
member of the management team. Budgeting is a coordinated effort where the knowiedge, skill
and experience of all functionaries are combined in the preparation of plans. Every functionary
in an organisation is expected to make his own forecasts for the forthcoming period and state
what he can achieve, if given proper facilities. The forecasts of various functionaries are prepared
normally in terms of physical quantities which then can be consolidated by the ‘Budget Officer’
or “Budget Controller” to prepare the ‘Master Budget’. Through a process of discussions and
adjustments, the targets drawn up in quantitative terms become the specific targets, to which
line executives themselves stand committed. Therefore, there would be a sense of responsibility
- amongst the executives to achieve the target, because it is of their own liking. 1t is through co-
ordinated planning that management serves optimum combination of the factors-of production
' for achieving maximum éfficiency.

While inst_alling the budgetary system in'an organisation the following préliminary steps
‘should be taken. : :

a) Budget Centres

Abudgetcentreisa section of the organisation or an undertaking defined for the purpose
of budgetary control. Budget centres should be established for cost control and all budgets

should be related to cost centres. Budget centres will disclose the section of the organisation
. where planned performance is not achieved. '

_ This may be defined as the period for which a budget is prepared and employed. The
budget period will depend upon the type of business, the length of the manufacturing cycle, the
ease or difficulty in forecasting future market conditions and other factors including the control
aspect. The usual budget period is the normal financial year, but it is not necessary to maintain
this period. In the case of seasonal industries, the budget period shouldbea short one and should
cover one season. But in case of industries with heavy capital expenditure such as heavy
engingering works, the budget period should be long enough to meet the requirements of the
business. From control point of view, the budget pericd should be a short one viz., monthly,
quarterly, etc., go that the actual results may be compared with the budget each week end or

P
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i) Flexibility

The budgetary device to be effective must be 2 control which would allow of variations
always occurring during a normal trading year. The modemn concept of budgetary control is that
such control sha!l be flexible and this is obtained by what is known as “the operation of the
variable”. If conditions change much from those prevailing at the time of making the budget,
inflexibility will be suicidal and it must be recaste. The budget is neither wishful thinking nor a
straight jacket activity. The Institute of Cost and Management Accountants, UK., defines it as
“abudget, which by recognising the difference between fixed, semi-fixed and variable costs, is
designed to change in relation to the level of activity attained”

ii) Team Work

The fundamental requirement of a system of budgetary control is the co.-operation of all
levels of members of the company. From such co-operation particularly pleasant working relations
arise. If the budgets are prepared from the botiom up, they will in gerferal. Work as they were
intended to work. It is not possible to install a budget system without a review of the organisation
in general coupled with the closed relationship of one department with another.

iii) Identical Classificztion Codes and Headings

_. Forbudgeting, accounting and costing to be meaningful, it is important that an identical
~ scheme of classifying codes and headings is adopted. Code numbers oor symbols avoid the -
problem of long and cumbersome account titles. Of late, the introduction of punched sorting

cards and machine bookkeeping, have necessitated the use of codes. . '

Departmental Operating Statement
X Co.'Ltd.
Department : Date and Month of Issue :
Budget Centre : wé Performance :
Elements of Expenses ] Analysis of Variances &
Cost <
Variance . E
Code [ Description| Budget | Actual Controllable {| Un-~controllable |
Total :

Note : For bcttcr. control, cumulative figures of budgeted and actual expenses may be shown

and variances analysed accordingly.
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a) Sales Budget ' " _ _
A sales budget is the most important ang forms the basis on which all the other budgets
are built up. This budget is a forecast of the quantities and values of sales to be achieved in a
budgst period. Every effort should be made to ensure that its figures are as accurate as possible
because this is usually the starting budget (sales being the limiting factor) on which ail other
budgets are built up. The Sales Mandger should be made directly responsible for the preparation
and execution of this budget. In the preparation of this budget the Sales Manager has to consider o
“such important factors as past sales figures ; nd trends, salesmen’s estimates,. plant capacity, '
 availability of raw-materials and other supplies; general trade prospects, orders onhand, seasonal -
fluctuations, financial capacity of the concern, adequate return on capital employed and

Year : ' 5

Product 1 Product2 Product3 | Towl

' _ : | Sales amount
Quantity| Value | Quantity | Value Quantity Value : -
S| R, RS, Rs. Rs,

Month

Jan.
f“eb.
Mar, |
Apr.
May
JTune A o o _ o _
Jllly | . : .-_—. i
Aug;

Sep.
Oct.
Nov.
Dec. |

e bt G g

| Total: |- _
Illustraﬁon{ -1 | o _ T
X Co. Ltd., manufactures two products A and B and sells them through two divisions - | l
North and South. For the purpose of submission of sales budget to the budget committee, the :i"

following information has been made available.
- " Budget Sales Actual Sales | - ?__'j
Product - - '. _ _ ' o 1
| Noth | sosh | ° Nomh |  South [
A J4000aRs.9 | 6000atRs.9 | 5000atRs.9 | 7,000atRs.9 '
B |3000atRs.21 | 5000atRs.21 | 2000atRs.21 | 4.000atRs.21

o “Adequate market stadies reveal that product A is popular butunderpriced. It is observed -
that if the price of A is increased by Re. 1, it will find a ready market. On the other hand, B is 153
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over priced to customers and the market could absorb more if sales i)rice of B be reduced by
Re. 1. The management has agreed to give effect to the above price changes.

Fror_n the a.vailablc information based on these price changes and reports from salesmen
the fqllowmg estimates have been ‘prepared by divisional manager. - ’

0% increase in sales  Possible Additional sales above'thfc‘estimate;r,

over current budget . through intensive advertisement -
Product | . _
- North ~ South North South
Units Units
A _ +10% +5% _ 600 700
B +20% +10% 400 500

You are required to prepare a budget for sales incorporating the above estimates and also

show the budgeted and actual sales of current year.

Solution’
arise
" Sales Budget
Prepared by _ -~ . ‘For the year :
Checked by ' -
Submitted on
| Budget for “Budget for Actual Sales
Future Period Current Period : for Current Period
Division Product : : '
' Qty. Price Vale Qty. Price Valuew Qty. Price Value
Units Rs. Rs. ‘Units Rs. Rs. Units  Rs. Rs.
North A 5000 10 50000 4000 9 360000 5000 9 45000
B 4000 20 80000 3000 21 63000 2000 21 42000
Total: - 9,000  -- 130000 7000 -- 99000 7000 - 87000
South A 7000 10 70000 6000 9 54000 70000 9 63000
8 6000 20 120000 5000 21 105000 4000 21 84000
Total: 13000  -- 190000 000 -- 159000 . 11000 21 147000
Grand Total . .
(Summary) . _ .
A 12000 10 120000 10000 9 90000 12000 9 108000
B 10000 20 500000 8000 21 168000 6000 21 126000
Total: 22000  -- 320000 18000 -- 258000 18000  -- 2340000

This budget may be modified according to salesman or period such as month, quarter, etc.

b) Selling and Distribution Cost Budget : This budget shows the cost of selling and
distribution for the quantitics shown in the sales budget.” The Sales Manager, Distribution Manager,

154 sdvertising Manager and the Accountant will cooperate with the Budget Officer in compiling
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this budget and give their views regarding the expected change due to change in volume of sales
as per sales budget. R o

¢) Production Budget : Production budget is a forecast of the total output of the entire
organisation, broken down into estimates of output of each type of product with a scheduling of
operations (by weeks and months) to be performed and a forecast of the closing finished stock.
This budget may be expressed in quantitative (weight, units etc.,) or financial (rupees) units or
both. This budget is prepared after taking into consideration the estimated opening stock and
sales and the desired closing stock of each product. The Works Manager is responsible for the
total production budget and the departmenta) managers are responsible for the departmental
production budget. . : ’ : -

Production Budget -

Year: | Produét : o Department :

UnitsJAdd: Closing] Total Less | Production| Add: |. Less

. : Total
‘stock of frequired | Opening | ‘units to be | Equivalent | Equivalent Equivalent
finighed | stock of { completed | units in units in units to be
goods _ finished : closing opening completed.

w-in-p. | w-inp.

Menth required
for sale

Total :
Mlustration-2

A company manufactures two products A and B. The sales manager forecasts the sales in units .
as follows : o B - '

~ Product - _.Ia'n._. Feb. March~  April May " June - -'Iuly
A 8 2 2 N R (T
B 0 12 16 20 24 24 2.

It is assurned that there will be no work-in-progress at the end of any month and finished
units equal to half the sales for the following month will be kept in stock. Prepare a production

budget for each month. -~
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Solution

Closing stock of finished goods is equ.al to.ha.llf of sales for'tl"xe next mo :
.. - ext month,
stock is half of the budgeted sale for the same month. S0 Opening

Production Budget (in no.of uiits)

o Product A ' Product B
Month ~ Sales + _  Production Sales S+ - Production
' Closing Opening - Closing - Opening C
_ stock  stock : stock stock
P U C 28 10 6 5 1
Fb. B 12 14 % 2 8 6 14
March 24 10 12 n 6 10 8 18
a2 810 18 o 12 W0 2
May 16 8 8 16 u 12 12 o
june 16 9 8 17 % 10 o2
ay 18- % 9 18 20 10 0o 2
ag 189 9 18 w 10 10 2
Sept. 18 9 9 & 20 10 o 2
ot. 1B 9 9 18 o W ®
Nov. 18 9 9 18 0 10 10 20
Dec. 18 9 g 1B 0 10 10 20

P

d) Production Cost Budget : This budget summarises the materials budget, 1abour
budget and factory overhead budget and may be expressed and analysed by departments and/
or production. A production cost budget shows the estimated cost of carrying out the production
plans and programimes set out in the produc't_ion budget. It shows the following :

i) Material cost from materials budget

ii) Labour cost from labour budget
iii) Factory overhead - subdivided mto fixed, variable and semi-variable costs from factory
overhead budgst. _ .

These costs arc analysed by departments and/or products according t0 convenience.

Production Cost Budget of X Co. Ltd.
' For the year :
Units 10 be produccd _ A B Total
Material cost
_ I:abour cost

Factory overhead

Total :
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€) Materials-'Bﬁt.i.get": This Bu'dg'ét shiows ';he__'estimted quant_iﬁes as well as costs of
raw material. and components required for producing goods as per production budget. At the
first stage of preparation of material budget, only quant itics are incorporated. Afterwards the

price from purchases budget is used 'to obtain the cost of each material consumed.
THustration-3 ' ) |
* Prepare a material budget of X Co. Ltd., based on production budget. The production

orders of the products show the following consumption.

Consumption for 4 batoh of 1000 units :

Materia‘is ProductA - Product B
(Code) Kg. - Ks.
11 50 B0
13 10 5
17 6 4
i8 4 4
Total: 70 129
Solution |
X CoLtd,
Materiaig i%udget
o ' For the year :
Product Quamtitytobe " Materials (Code)
' produced ' _
@nity U 3. 16 17 18
Kg Kg Kg Kg = Kg
A 12000 600 o - ! 48
B 11,000 880 55 330 110 4
Total Quantity ' 1480 175 EE 9
Rate per. Kg (from | ' .
purchase budget) -~ Rs. 60 Rs.60°  Rs.10  .Rs.50 Rs.25
__ o ~ Rs. Rs. ~ Rs. Rs. Rs.
Cost of Materials 88,800 110,500 3,300 9100 2300

Note: For obtaining the total material cost of each product, consumption ﬁgureslof each
product must be multiplied by the purchase price. '
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f) Purchase Budget : This budget gives details of the purchases which must be made to

" meet the needs of the business. It includes all items of purchase, such as, raw materials, indirect
materials and other equipments. However, the purchase budget for raw materials is the most |
important and the following factors are required to be considered in preparing this budget.

i) opening and closing stocks _

i) unfulfilled orders at the beginning of the budget period
i) storage space, cconomic, buying quantity and financial esouroes.
* iv) Prices to be paid. | | o
Tiustration - 4

Prepare a purchase budget of X Co. Ltd. for material based on the materials budget (see
iflustration in materials budgets) and the estimated opening and closing stocks of material :

Estimated stecks of Materials for Badget Period

1 13 16 17 18
o . Ke  Ke - Kg Kg K
On 1st January o 1.8 2% % 2 12
© On3lstDecember W N 60 0 20
 Solution ' S 'xcg_Lt_d”
o | Purchase Budget o
- For the year :
Materials
Ttems .
1 13 6 17 18
o Kg Kg - Kg Kg Kg
Consumption during the period 1480 175 330 132 92
(as per material budget) |
Add : Stock on 31st Dec. 200 50 o0 40
owl: 1680 225 30 22 112
.Open' | 12
Less: ing Stock 180 25 90 i’.} =
Quantity to be purchased 1500 _ 20 300 2
Price per Kg Rs. Rs.  Rs. Rs. Rs.
' | s0 25
(as per material budget) 60 60 10
| Rs. Rs. Rs. Rs Rs
Purchase budget 90,000 | 12000 3,000 10,000 2,500
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g) Labour Budget The purpose-of labour budget is to assist in the provision of the
correct number and types of employees for the project output. Once the preliminary classification
of labour into its principal grades has been carried out, the labour requirements for each product
can be estimated. The-standard time for eachproduct dre then set with the help of time and
motion studies. From the total man hours required for production, iabour rcgulrements are
determinied and from the estimated rate per hour, labour cost per unit is determined.

© h) Production Overhead Budget : The budget indicates all fixed, variable and semi-
variable items of production overhead to be incurred during the budget period. One budget for |
each budget centre may be drawn up for control purposes and fmally all overheads of service
departments must be transferred to production departments. Finally, the total overheads of -
production departments must relate to production:

I) Other Functional Budgets : There may be various other funcnonal budgcts to suit to
the particular needs. Some of them are mentioned below in brief. -

i) Plant Utilisation Budget : This bfudge_t indicates the plant and machinery requirements
-to meet the budgeted production during the period. Such a budget will detail the machine load
in every department and indicates the extent of under or over-loading. Thus, management may
get useful information regarding the effective utilisation of plant and machinery in an organisation. -

ii) Capital Expenditure Budget . : This budget shows the estimated expenditure on
fixed assets during the budget period. As the amount involved in capital expenditure is sometimes
~ high, this requires careful attention of the top management. This budget is based on the requisitions
for capital expenditire from various departments and afier considering their proﬁtab111ty, capital
expendlturc is sanctioned and incorporated in the budget

. iif) Maintenance Cost Budget : Where maintenance work is heavy and costly, a
maintenance cost budget helps to minimise the lost time. Ma.mtcnance are of two types- (a)
preventive maintenance or regular maintenance with the object of preventing brcakdown_ and
run the machines smoothly, and (b) breakdown maintenance requiring emergent repair work in
case of breakdown. Both types of maintenance should prevail and a compromise must be made
between them so as to minimise the cost. Co-opération between maintenance engineer and the
budget officer is an essential-part of preparing and operating a maintenance budget. In a
maintenance budget, the cost of preventive maintenance; emergency repairs and other common
cost should be shown separately. :

iv).Administration Cost Budget : All administration cost relating to each budget centre -
should be shown separately and then incorporated in the administration cost budget. A very

important aspect of predetermining administration costs is to make sure that all the administrative
functions are camed out as efficiently as possible.

v) Research & Development Budget : This budget discusses the estimated expenditure
for research and development during the budget period. The budget is drawn up in two parts- (i)
fixed or constant expenses necessary to maintain research and development work at the irreducible
level and (ii) costs to be incurred on completing projects in hand and/or those to be taken up.

- vi) Capital Expansion and Modernisation Budget : ‘-The Capital Expansion Budget

- is plantied on a long-term basis. Say, two to five years. This budget contains estimated expenses
- of the project and the expected date of its completion. Each project is divided into phases, each
phase consisting of specific items of facets of work.

vii) Profit Budget : A profit budget is an annual budget which mdlcates the planned |
profit which management desires to attain. This is prepared with the help of budgetcd costs and :
budgeted revenues i.e., deducting the former from the latter, It also takes into corisideration the
budgeted investment and the budgeted rate of return. The annual budget is often broken down
. into half yearly or quarterly budgets. The difference between the actual profit and budgeted 159.



in:;o half yearly or quarterly budgets. The difference between the actual profit and. budgeted
profit is known as the profit variance. ' '

viit) Cash Budget : This budget gives an estimate of the anticipated receipts and payments
of cash during the budget period. The budget is prepared in twa parts, one showing the estimated
cash receipts on account of cash sales, credit collections’ and miscellaneous receipts and the
other showing the estimated disbursement on account of cash purchases, amount payable to
creditors, wages payable to workers, indirect expenses payable, income tax payable etc. The
cash budget provides information regarding estimated cash requirements which helps in the '
negotiation of a bank .loan or overdraft so that potential financial sirains and crises are avoided.

Specimen ofCash Budget "
for the year ending _
T it Second  Thrd  Fourlh
quarter quarter quarter quarter
Cashbalance, (beginning) 0% % I XX
Budgeted receipts | XXX XX XX XX xx
_Budgeted disbursements T XXX XX XX TRX XX
Excess of receipts - : :
Excess of disbursements RXX X XK pod XX
Bank Loans XXX XX - XX XX *X
Repayments of loans CXKX XX XX XX XX
Interest on loans XXX XX XX XX XX
Cash balance, (ending) XXX XX XX xx XX

Ilustration - 5

' X Co., wishes to arrange overdraft facilities with its bankers during the period from April
to June 2002 when it will be manufacturing mostly for stock. Prepai€ 2 cash Budget for the
above period from the following data, indicating the extent of the bank facilities the company.

will require at the end of each month.

(a) Sales - Purchases Wages
| ' Rs. ' Rs.. Rs.
February 1990 1,80,000 1,24;800 12,000
March 1990 1,92,000 1,44,000 14,000
CAprl 1990 1,08,000 2,43,000 11,000
May 1990 1,74,000 2,46,000 10,000
June 1990 1,26,000 268000 - 15,000

i . isedi owi les and the remaining
50 per cent of credit sales are realised in the month fol‘low_lpg tpe sales i
® Sozer cent in the second month following. Creditors are paid in the month fqllowmg the

month of purchase. _
(c) Cashat bank on 1-4-2002 estimated is Rs. 25,000.



Solution R
Cash Budget (Apfil - June)

April 2002 May2002  June 2002
Particulars : -~ Rs. . Rs. . Rs.

Receipts : | 90,000 96,000 54,000
Sales realisation 96000 54,000 © 87,000
| &) T 1Emm 150000 141000

Wages o 14000 11,000 10,000
~ Purchases s 1,44,000 243,000 - ) 2’46’.000.
| o | L58000 254000 256000
Excess of receipts over payments 80000 —
Excess of payments over receipts T 1,04000 1,15,000
Balance b/f | 25000 53000 . 51000
Balance ¢/f T 53000 (-)51,000  (1,66,000

.. The company requires bank overdraft in M'a_y_ and June to the extent of Rs. 5 1,000 and
Rs. 1,66,000 respectively. o o e
'With the belpof all the functional budgets. referred to above, a summary budget is prepared. A

- ‘summary budget’ is a budget which is prepared from and summaries of all the functional
budgets., The eénd prodircts of the summary budget are - IR :
(a) The Budgeted Profit and Loss Accouﬁ?’_.'j_ Summarising the budgeted income from

the sales budget and the budgeted costs from other functional budgets, a'budgeted
- profit and loss account is built up. \ ' o

(b} The Budgeted Balance Sheet : This is built up by (i) taking the budgeted values of all -
assets and Habilities at the end of the budget period, considering the movement of
funds for purchase and sale of assets; (ii) taking the final cash balance from cash

~ budget; and (iii) adding the budgeted profit retained in the opening net worth.

'A) Master Budget

The summary budgets thus prepared are reviewed, re-adjusted and re-budgeted in order
to get the maximum benefit from budgetary control, This process of reviewing and reconsideration _
continues unit and overall satisfactory budget is drafted. The budget is then accepted by the top
management and upon such acceptance, the budget is termed as ‘Master Budget’. The Institute
of Cost and Management Accountants, England, defined the master budget as “the summary
budget incorporating its component functional budgets and which is finally approved, adopted
and employed”. Master budget is prepared by the Budget Committee on the basis of coordinated
functional budgets and becomes the target for the company during the budget period when it is
finally approved by the Committee. - . L
B) Acconntability Budgets

. These may be departmental budgets o1 cost centre budgets or budgets by Departmental
Head or Executive, : ' : ' ’
' ‘A departmental budget or cost centre budget of lead and performance is framed- for
each department or cost centre of the concern. The budget is framed afier taking into account
_ _ S et

|
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the overall p]ar_med and budgeted activities for the month. Each itemof expensés for the d:epartmeht
ot cost centre is then assessed and the actual is compared with the budget. This enables location

" of responsibility for excess over the budget by each department or cost centre, for each expense,

for unit of activity as well as, for shortfall in actual performance from the budget Similarly, the
budgets can also be framed for dif_ferent departmental heads or executives who will be made
responsible for deviations after comparing actual with budgeted performance. '

C) Operating or Performance Budget

An operating budget sets down norms of performance for each operation, production
centre or department. The actual performance is compared with the budgeted performance. .

“This shows the degree of operating efficiency or operating level achieved by each department

and the causes of any shortfall or variance:
D) Fixed Budgets-

A fixed budget can be defined as a budget prepared for a given level of activity. It does
not provide for any changes in expenditure arising out of changes in the anticipated conditions
and when the actual level of activity differs from the budgeted level of activity. These budgets
will prove useful only when the actual level of activity corresponds to the budgeted level of

" activity. N _
E) Flexible Budgets

The Institute of Cost and Management Accountants, England, defines flexible budget as
“a budget designed to change in accordance with the level of activity actually attained”. Thus, a
flexible budget gives different budgeted costs for different tevels of activity. A flexibiebudgetis.
prepared after making an intelligent classification of all expenses between fixed, semi-variable
and variable because the usefulness of such a budget depends upon the accuracy with which

the expenses can be classified.. These budgets are useful in seasonal nature of industry where

. level of activity varies from period to period, it a new business where it is difficult to foresee the

demand and in an undertaking which is suffering from shortage of a factor of production such as
materials, labour, plant capacity etc., where the level of activity depends upon the-availability of

such a factor of production.

- Check Your Ptogress -3

{.  What is Master Budget 7

Hilustration - 6 o |
The following data are available in respect of a manufacturing company fqr ayearly period..

Rs.in lakhs
Fixed Expenses : .
Wages and Salaries 95
Rent, rates and taxes 6.6
Depreciation 74
Sundry administrative expenses - 65
 Semi-variable cxpenses (at 50% capacity) . - 35
' ' 79



Sales department salariesete. ' 38
Sundry administrative expenses S 2.8
Variable expenses (at 50% capacity) :
Materials - 217
Labour ' 204
Other expenses ' . 7.9
Rs. 98,0,
. Assume that fixed expenses remain constant for all Ievels of productxon Seml-varlabie

expenses rémain constant between 45 per centand 65 per cent of capacity, increasing by 0per
cent between 65 per cent and 80 per cent capacity and by 20 per cent between 80 pcr cerxt and

100 per cent capacity.

Sales at various levels are : Rs.in lakhs

50% capacity | 100

60% capacity o ) "-'120_ o

75% capacity o 150 .
90% capacity - o 8

100% capacxty . L o200

Prcplmaﬂcmblebudgetfortheyearandforecastthepmﬁtsat50pcrcent 75percent
= 90percentmd100percentcapaclty _ _ o

Solution

- Flexible Budget -
| o _ (Rupees in lakhs__) -
Cwacity 5w % T 0% 100%
Sales . 100 120 150 180 200
Wagesand Safaries . 95 95 . 95 9s 95
Rentratesandtaxes " 66 6§ 66 66 66
Depréciation = . B ~ R PR PR
Ad:mmstrattonexpeases S - 65 65 65 6.5 .65
E Tahlﬂxedcosts S 300 n 300 - 300 0 30.0_ 300
Mazmenhnee‘fepgar S S R T ) 38 42 42
Indirect labour 19 19 8 95 g5
Sel]ngxpenses [ S 38 38 a2 46 . 46
_ _Totai Seali-uriab]e gosts.- 180 180 198 }'21.67 216
Materials ~ @ . J2T 7260 325 390 434
Labour S 204 245 306 367 408
Other expenses . L .19 95 119 143 - 158
Total varisble costs. . 500 . 600 750 90 1000
Totalcost 980 1080 124.8 1416 1516 .
Profit L 20 120 25.2 38.4 484 163




24.3 ADVANTAGES AND LIMITATIONS OF BUDGETARY

CONTROL _

The important advantages of budgetary control are as follows :

)
2)

4)

5)

6)

8)

i 9)
10

11)

It enables the management to conduct business in the most efficient manner.

It lz}ys down an objective for the business as a whole. Thé budget is an impersonal
policeman that maintains ordered effort and brings about efficiency in result.

It lays emphasis on the staff organisation. It ensures that individual responsibilities are
cleasly defined and that the requisite authority commensurate with responsibility, is
delegated so that buck passing may be prevented when the budgeted results are not
achieved.

It takes the help of different levels of management m the preparation of the budget and
thus represents the judgement of the entire organisation.

Management by exception is possible because the comparison of actual and budgeted
results point out weak spots s0 that remedial action is taken against weak spots which
are not in conformity with the budgeted performance.’

Tt ensures effective utilisation of me_n,"mateﬂals, machines and money, because productiorn
is planned according to the availability of these items.

It is helpful in reviewing current trénds in the business and in déte_:rmining future policy
of the business because current and future trends are studies in the preparation of the
budget.

It acts as a measure of efficiency of departments arid persons working in the organisation.
Budgetary control creates conditions for setting up a system of standard costing.

1t helps in promoting a feeling of cost consciousness and in restricting expenditure to the
minimum. :

Functions of planning communicatior, co-ordination and control can be better performed
with the budgetary control. '

The budgetary control as a management device suffers from the following limitations :

1)

2

3)

Y

5)
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It may be impossible to achieve the budgctcd targets, as estimates and forecasts relating
to future made in the budget can never be perfectly accurate for the simple reason that
future is unpredictable.
Inrapidly changing conditions it may not be possible to achieve budgeted targets. Budgets
may have to be revised frequently which may prove to be a costly affair. |
Budgets may serve as constraints Qnmanager_ial initiative because every executive tries
to achieve the budgeted targets. It tends to bring about rigidity in control.
Co-ordination of various budgetsis expensive. As such, small orgar_lisa'fions cannot aﬁord
to employ the budgetary control technique. ' |

ng functional executives because every

Budgetary control may lead to conflicts amo use
executive may try to get a larger share of budgetary a_llobation, lesser responsibility and

blame others for pitfalls.



24.9 SUMMING UP

Budget is a financial/or quantitative statemcnt prepared and approved pnor toa deﬁnete

period of time.
Budgeting is the formulation of plans for futire activity which lay down carefully

constructed objectives and programmes of actmty and provide yardstics to measure and find-

- out deviation.

Budgetary control is the establlshment of budgets relating: to the responmblhttes of
executives to the requirements of a policy, and the continuous comparison of actual with budgeted

results to provide a basis for its revision. The budget is a medium of planning co-ordination, _

communication and control. S e e
Steps in Budgeting :
i) Forecashng the sales

i ‘Managetial a arrangement with regard t6 investment, rangé of products, stock, levels
and distribution channels etc., . .

i)  Preparation of production budget.
v} - Preparation of financial estimates. _
v)  Preparation of master budget.

vi)  Preparation of statements and reports;- qya!uatmg current -position; and perfonnance

_ ggalnst the budget.
o Essentia]s of Budgetary Control.
1} Flexibility
i) Team Work
m) Identlcal Clasmﬁcanon Codes and Headmgs
v) Penodlc Control Statements Ry

V) Interlockmg of Budgets .
While installing a budgetary systeminan orgamsatton the followmg steps should be taken
a) Budget Centres
b) Budget Period
¢) Key_ Factor |
d) Levelof Activity Analysis.

24.10 CHECK YOUR PROGRESS : MODEL AN-SWERS- :

I. 1 Budgetisafinancial and/or quantitative statement prepared pridr to a'deﬁnete period
of timme. ' B

I, Budgeting is the formation of plans for future actmty theh lay down carefully

constructed objectives and programmes of activity and provide yardsticks by which |

deviation from planned achievements can be measured.

I1. Budgetary control is the establishment of budgets relating to the responsibilities of
executives to the requirements of a policy, and the continuous comparison of actual
- with budgeted resuits to provide basis for its revision,
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2. - 1. The objectives of budgetary control are as follows :
(a) It serves as a means of planning.
(b) It enables coordmatmn ‘between internal and external circumstances.
(c) i is a means of connnumcahm. |

(d) It serves as a means of control.

3 I MasterBudgct;sﬂleendproductofﬂmmnrebudgetmhngpmcess Tt is consolidated
summary of various functional budgets, It gives budgeted profit and loss account for
ﬂaebudgetpenodandbudgcwdbalancesheetatﬂxeelﬂofthepmod .

24.11 MODEL EXAMINATION'QUESTIONS‘ .

' A. Answer the following in about 30 lines each.

Define a cash budget and state its significance. Explain the pmcess of its prepamtlon
What is 2 master budget? Explain its significance in a big business concern.

What are the advantages and lmutatlons of budgetary control?

' A'budget is a medium: of plammg, coordmatlon, comxmmmm and etmtrol’ Elucidate -
- the statement. : o

'B. Answer the followingin .bm 15 lines each

5. Define a budgeted profit and loss account and a budgeted balance sheet and statc then'
usefulness.

6. Whatare the principal stcps inbudgcting‘?
7. What are the objectlvves of budgetary control?
8. What are the essentials of 2 budgetary control system?

R

- _ EXERCISES
Y mexpcﬁéeébﬁgeted,fotpmducnonofIOOOOmms mafactorymgwenbelow
: SRR N _ PerUmt o
Rs.
N -M'aterials.' S0
" Variable Ovexheads | 0
" Fixed Overheads (Rs. 1,00,000) 19
:V%nableexpmses(dn'ect) B 5 S
-Sélling expenses (10% fixed) B
- stmbunonexpenses(zo%ﬁxed) o ST
 Administrative expenses (Rs. 50,000) ' s
Total cost of sale per unit (to make and sell) : 155 '

Prepare a budget for production of (a) 6000 units and (b) 8000 umts Assume that
administrative expenses are rigid for all levels of production. : o
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2.~ XYZ Co. Ltd., manufactures two products, X and Y, operate three sales divisions for
selling them in the market. From the following information, prepare & salés budget for the
months ended 30-6-1990 to be presented.to thie budget committee. Budgeted sales for the 6

months ended 31-12-1989 were as follows: - o :
Product Division - Division - II Division - T
X © 1600atRs.10  2400atRs.10 - 2400 atRs. 10
Y ' 800atRe.9 = 4800atRs.9  2000atRs.9
Actualfatcsfhrthesamepcz_ibdwmasfoﬂbﬁv_f: '  e - _ -
Product - Divisim-I  Division-Il - Division-I
X 2000atRs.10  3200atRs.10  2800atRs 10
Y o 400atRs.9 - 4000atRs.S - 1600 at Rs. 9

Atameeting of the Divisional Sales Managers, the tb_lloWing decisions have been taken. _
1) The price of the product X should be increased by Re. 1 The sales manager conténds
that there is high potential demand for product X and that product X has been under
2) Product Y is not selling at the expected rate (This is due to the fact that the product
has been over priced). However, if the selling price is reduced by Rs. 1/-it is expected
- thatthe market would absorb more. _ .
~On the basis of thgq@__;?rice’“changes and reports from salesmen, _the- Divisional Sales
Managers have made the foiromng estimates. N _
% increase over previous budget

Product -+ Division-I ~  Division-l - Division-T]
X 20 I S
Y 5 10 o 8

3. Alimited company is to be incorporated to takeover a running business. It is proposed to
raise Rs. 50 lakhs, by issuing equity shares and balance of capital required in first6 months, is to
be financed by a financial institution, The latter is to be given 8% debentures to the nearest
Rs. 1 lakh above the amount required secured on fixed assets. ' -

Initial investment consists of : ' Rs.
Freehold pretnises C 20lakks
Plant . | 8 lakhs
Stock 5 lakhs
Motor van and other items = o 6 lakhs
Payment on account of the above items are to be made in the month of incorporation,
Esﬁmtes of transacting for the first 6 months connnmcmg from July a:re gtvcn below,
Sales:  July 12 ‘Rs. 125 lakhs |
© August 12 Rs.15.0 lakhs -
~ September 12 - ' Rs.18.0 lakhs
Oftober 12 Rs 220 lukhs
November 12 Rs.23.0 lakhs
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and for cach of the next three months Rs. 24.00 lakhs.

Gross profit ot sales to be at the rate of 20%.
Creditors to be paid at the end of the month following the month of four piirchase.
Expenses : ' ‘ N

~a) Preliminary expenses to be paid in Autgust Rs. 50,000

b) General expenses per month payable at the end of each month Rs. 40,000
¢) Wages and salaries payable on the first day of next month Rs. 70,000
for each of the first three months; and . _ '
Rs. 85,000 per month thereafter.

'Assume that shares and debentures are issued on 1st ".Iuly. Draw up a cash budget and

budgeted final accounts upto 31st December and Baiance Sheet on that date. .

4.
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With the following data for a 60% acticity, prepare & budget_ for production at 80% and
100% capacity. . '

Production at 60%.'activity ' 600 units
Materials L Rs. 100 per umt
Labour _ Rs. 40 per unit
Expenses ' Rs. 10 per unit
Factory overheads (40% fixed) . Rs. 40,000

Administrative overheads (60% fixed) Rs.30,000

The Sales Director of a manufacturing company reports‘_ths_i__t next year, he expects to sell
50,000 units of a certain product. The Production Manager consults the Store-Keeper
and submits his figures as follows: .

~ Two kinds of raw-materials A and B are required for manufacturing the product. Each

unit of product requires 2 units of A and 3 units of B. The estimated business at the
commencement of the next year are finished product 10,000 units; A 12,000 units; B
15,000 units. The desirable closing balance at the end of the next year are : finished
product 14,000 units, A 13,000 and B 16,000 vnits. .

Draw up a purchases budget for _the_riext year.

For a production of 10,000 articles, the following are budgeted expéhses per unit.

Rs.
Direct Materials | _60 .
Direct Labour ' 30
~ Variable Overheads _ : 20
Fixed Overheads 16
Variable Expenses (direct) _ 5
Selling Expenses (20% fixed) B 15
Administrative Expense | | -5
(Rs. 50,000 fixed for all levels)
Distribution Expenses (20% fixed) 5

Prepare flexibie budget for production of 8,000 and 12,000 units of articles
[Ans: Variable Rs. 10,48,000 and Rs. 15,72,000; Fixed Rs. 2,50,000]



The cost of an article at a capacity level of 5,000 units is given below. Find out the cost of
the product under each individual expenses at production levels of 4,000 units and 6 000

units.

. Rs.
Materials - ' - 25,000 (100% Varing)
Labour | 15,000 (100% Varying)
Power . 1,250(80% Varying)
Repairs 2,000 (75% Varying)
Stores | | 1,000 (100% Varying)
Inspection : 500 (20% Varying)
Depreciation 10,000 (100% Varying)
Admm. Overheads 5,000 (25% Varying)
Selling Overheads 3,000 (50% Varying)

The individual expenses vary for a variation of 25% in capaclty abovc or below the level
of 5,000 units are given above in the brackets. :

[Ans. Rs. 12 : 88; Rs. 12 :33]

From the following particulars, prepare production budget of XYZ coxporatzon for the
year ended 30th June 2002 :

Product Sales (units) . Estimated Stock (Units)
(As-per Sales Budget) 1st July '01 30th June '02
A . 150000 14,000 15000
B 1,00,000 5000 45,000
c 70,000 8000 8,000

[Ans: Umts to be produced : A : 1 51 ;000 units; B-99,500 Units; C-70,000 umts]

24 12 RECOMMENDED BOOKS
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24.13 GLOSSARY

170

Budget
Budget Centre
Buﬂgetary Control

Budget Manual |
Key Factor

Master Budget
Flexible Budget

Fixed Budget

" A projected plan of action for a specified .
period, expressed in quantitative terms.

A section of the organisation clearly identified
for the purpose of budgetary control. '

The principles, procedures and practices of
achieving the given objectives through budgets.

A guide to the executives, which sets out the
procedure of preparing budgets, the forms and
records etc. requ_ired in that regard.

It is the factor which influences the sales or
production during a period. It is also known as
"imiting factor’ or 'governing factors'.

It is consolidated summary of various functional
budgets. . '

Ttis a budget designed to thange in accordance
with the level of activity actually attained.

It is a budget prepared for a given level of
activity. It does not provide any changes in.
expenditure arising out of changes in the
anticipated conditions and when the actual level
of activity differs from the budget level of
activity. _



UNIT - 25 : STANDARD COSTING
Contents | | _
25.0 Aims and Objectives
© 25.1 Introduction |
25.2 Standard, Standard Cost and Standard Costing
25.3 Distinction between Standard Costing and Budgetary Control
' 25.4Steps in Establishing Standards
255 Types of Standards
25.6 Variance Analysis and its Importance

25.7 Disposal of Variances

25.8 Advantagés and Limi_tations

25.9 Summing Up _

25,10 Check Youy Progress : Model Answers
25.11 Modél Examination Questions

© 25.12 Reconimended Books

25.13 Glossary |

25.0 AIMS AND OBJECTIVES

This unit discusses the meaning of standard cost, distinction between standard cost and
budgetary control, steps in establishing standards, types of standards, 1mpor13ance of variance
" analysis, advantages and limitations of standard costing.

By the end of th1L§ unit, you will be able to;
- understand the meaning of standard, standard cost and standard costing.
~ distinguish between standard costing and budgetary c(;ntrol.

list out the steps in establishing standards. - '

explain the types of standards. |

narrate the advantages and limitations of standard costi_n'g.

25.1 INTRODUCTION

For the purposes of cost control it is essenhal to pre-determine costs or establish planned

costs md1cat1ng what the management desires to achieve. Standard costing is a method of

‘planning and pre-determining the costs, The importance of standard costmg emanates from the
limitations of historical costmg :

25.2 STANDARD, STANDARD COST AND STANDARD COSTING

The term “standard” means a bench-mark or yard-stlck it may be used to refer to the
predetermined rate of to any pre-detcmuned amount against which the performance is judged.
Hence, a standard cost is an estimated cost and suggests what the cost should be under given

71
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conditions. A standard cost may be defined as a pre-determined cost which is calculated from
manggement’s standard of efficient operations and the relevant necessary expenditure. This
cost is used as a basis for price fixation and cost control through variance analysis.

Standard costing refers to the principles and procedures which involve the use of pre-
determined standard costs relating to each element of cost. Standard costing rﬁay be defined as
preparation and use of standard costs, their comparison with actual costs and analysis of variance
to find their causes and points of incidence. Thus, the technique of cost control adopted in
standard costing comprises the following. : '

(a) Pre-determination of technical details such as materials and labour operations required,
quantum of inevitable losses, expected efficiencies etc. '

(b) Pre-determination of standard labour costs, standard material costs and standard
overheads.

(c) The pre-determined standard costs and actual costs are compared and the variances,
i.e., differences, are worked out.

(d) Variances are analysed in order to determine the reasons therefor. .

{e) The results of the analysis are presented to management to enable them to take
suitable remedial measures.

Standard costing is not a system of aécounting. Itis only a tebhniquc which can be
applied in any type of costing, such as job costing, process costing etc. Standard costing is more

suitable to firms engaged in the manufacture of standardised products such as automobiles and

air craft, brewery, chemicals, dye, hosiery, paper, rubber, foundries, spinning, weaving €tc. ,

25.3 DISTINCTION BETWEEN\STANDARD COSTING AND
BUDGETARY CONTROL. o

Both standard costing and budgetary control have 2 common objective of establishing
and improving the managerial control over costs. In both-cases, actual performances are compared
with pre-determined targets. Tn mariy respects, both the devices are inter-related but they are
not interdependent. A system of budgetary control in conjunction with standard costing would
be more effective in controlling costs than when both of them are separately used.

The main points of distinction between budgetary control and standard costing are as
follows: ' | '
' (a) Budgetary control can be operated even in the absence of standard costing syster.
But standard costing cannot be operated without budgetary control.

¢ different purposes. Budgets are the anticipated or

(b) Budgets and standards hav
expected costs meant to be used, in a given period, while standard costs are the

assumed or planned costs to be incurred in specified conditions.

is effected by instituting budgets in terms’ of money and / or '
the budgeted quantitics

(¢) Budgetary control
quantities, while under standard costing such costs are related to
or of production to obtain standard cost per unit.

the costs not exceeding budgets, while

{d) Budgets are the ceilings and lay emphasis on _
aching the standard.

standard costing lays emphasis on the costs appro

(¢) Budgets are set for all activities of industries, firms, governments in respect of incomes
and expenses, receipt and payments etc. But standards are set particularly for

manufacturing costs.



~(f) If an expenditure is within the budget ceiling, it will be deemed to be an efficient

" achievement. Contrarily, if the expenditure exceeds the budgetary ceiling, a miere
explanation is offered to the management. But in the case of a variance in standards,
a further probe and detailed analysis is undertaken. S :

(g) Adherence to budgets keeps the business out of difficulties. Standards are printers
for the improvement of the firm.

25.4. STEPS IN ESTABLISHING STANDARDS

Setting of standard costs for each el_emer_r‘t of total cost, i.e, dlrcct material, direct 1abour_
and overhead, is the first step in the operation of the standard costing system. However, the
following preliminaries are to be considered before setting standards.

i) Study of technical and opemﬁonal dspect of the concemn,
i)  Establishment of cost centres. | '

ity Determining the type of standards to be used in view of the effective results and
control to be achieved. ' :

iv) Review and classification of existing financial and cost accounting systems 5o as to
facilitate the study of variances. '

. §) Fixation of responsibility for variances on the individuals and departments.

. Check you progress - I
I List out the steps in establishing standards.

et b s e a e s b e e e s e e s ot

25.5 TYPES OF STANDARDS .

Standards may be basically of three types viz,, (i) Current standards (if) Basic standards
and (iii) Normal standards. ' ‘

. These standards may be applied depending upon the period of use, level of output, standards
to be attained etc. . ' :

i) Current Standards
These are standards set to suit the current bonditions, 1.e., the conditions during the period
of use, However, these standards need to be revised periodically, in order to keep pace
with changes ini price level. ' _ .

if)  Basic Standards

These standards are fixed for an indefinite perxod and hence also knowu’és ;Static or fixed
standards. Such standards are useful for undertakings with small range of products and
long production runs: These standards help in estimating the variances between basic and
current costs. '

iii) Normal Standards

These are average standards to be attainea over a period of time in future, ususally the
period of a trade cycle. The favourable and unfavourable conditions that may occur, the 173
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degree of internal efficiency. But under normal conditions, these standards can’t be attained.

i)  Expected Standard

Expected standards are set for a specified and short period. While setting these standards,
estimated and prevailing conditions for the period are taken into account. These standards
are more realistic than ideal standards. '

25.6 VARIANCE ANALYSIS AND ITS EMPORTANCE

The pre-set standard costs provide any meaning and utility only when they are compared
with actual costs incurred. The difference between actual cost and standard cost of an element
is known as “variance”, If the standard cost is higher than the actual cost the difference is-
known as a2 ‘favourable’ variance. On the other hand, if the actual cost is higher than the
standard cost, the difference is known as unfavourable or adverse variance. '

TYPES OF VARIANCES

Overhead - ' Sales Variances

Material : Labour
Variances - Variances Variances
v | ! o
31 4 3 I
Price Usage Rate Effciency ik Time Fixed Ovethead Voriable Sales Price Sales Vokime
— 1 Vananos 1
— 1 S I
— — v T
M Yield Mix Yied Expenditre Vohmae Spending Efmemy Sakesmix SalQOw
v ¥ ¥
Bffdency  Capcity  Calender

des the management with a clear idea regarding the

steps to be taken 1o exercise effective control and to reduce the ad\ferse_ variance. These
variances may be controllable or uncontrollable. The time taken, materials copsumed efc. are
ibility for such variances can be fixed on the executives concerned.

controllable and responst _ : b -
Variances due to labour disputes, devaluation of currency, fluctuations m dgman etc., are

uncontrollable variances.
Check your Progress
1.  What are the various types of variances ?

'Analj*sis of fhiese variances provi



25.7 DISPOSAL OF VARIANCES

There are two ways of disposing the variances i.e. to charge them to costing ‘profit and loss -

account’ or to cost of sales and inventories. The first method is preferable because adverse
variances indicate 'ine'fﬁciency and as such it is appropriate to change them to profit an_d loss
account which reveals the overall efficiency of the undertaking. However, if favourable variances
in respe'ct of stores and wages are credited to ‘profit and loss account’ the profit figure would
be unrcahstlc Yet, itis bemg considered as the correct accounting procedure

25 8 ADVANTAGES AND LIMITATIONS OF STANDARD
| COS’I‘ING

‘Advantages of Standard Costing _ : :
Standard costing is a complementary to the costing sysﬁem based on actual costs Therefore,

in view of the superiority of standard costmg over historical costmg the advantages of the

former can be outlined as follows :
) Standard costs are established on the basm of ideal condmcms on past experience.
'Thus, standard costing is superior to historical costing. =~ : _

i) - Standard costing is more useful to management functlons as it provides necessary
mﬁmmhon of production and pricing policies.

iy Under standard costing, actual costs are compared with prc-set smndards and variances
there upon are analysed. This analysis provides an insight into the deficiencies of
management and helps in detecting the exact causes for variances.

iv}  Since pre-determined standard costs act as yardsticks for measuring the efficiency of _

. actual performance, cost control function is simplified.

v)  Standard costing helps the management in focussing its attention only on variances
but not on the routine and planned programmcs thus achieving the pnncnple of
management by exception. :

vi) Standard costmg makes the cxecutlves responsible for variances and thus smulates
cost consciousness among them. .

- vii)  Standard costing provides complete integration of cost and ﬁnanclal accounts and
thus avoids the need for reconciling them.

vili)  Standard costing segregates the effect on cost of tcmporary rise or fall in the volume
of output and sales. ' :

Limitations of Standard Costing
The foIloWinQ are some of the important limitations of standard' costing :
. i)_ Small organisations cannot afford to establish standard costmg as it involves a high

degree of technical skill which would be very costly, However, once the System 18
-established, the benefits on it would exceed the initial costs

B In order to make the executive: responsible for vananccs, conirollabie and non-
' controllable variance need to be segregated. But this is practically very difficult.

1i) Standards once set cannot be revised frequently according to changes in manufactlmng
~and CGOI'IOITHC COI'ldlthllS, as it mvolves additional costand certam difficulties.

v) Standard costmg may be unsnitable in such industries where semcmg and repalnng

jobs and non-standardised products are dealt within aqcordance with customer

' specxﬁcations
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25.9 SUMMING UP

‘?mndard means a bench-mark or yard-stick’. Standard Cost is a'pré.-dctcrmined cost
which is calculated from managements standards of efficient operation and the relevant
expenditure. ' ' '

Standard costing is the preparation and use of standard costs, their comparison with
actual costs and the analysis of variance to their causes and points of incidence.

The budgets are estimated costs, whereas standard costs are specifications of what a
cost ought to be when it is incurred. Budgets are the ceilings and lay emphasis-on the costs not
to exceed budget. While standard costing lays emphasis on costs approaching the standard.
Standards are particularly to manufacturing firms, but budgets are applicable to all activities of
firms, industries and Governments. :

Steps in establishing standards.
1)  Study of technical and operational aspects.
?)  Establish cost cenires. '
3) . Determine the type of standards to be used.
- 4) Design finance and cost accounting system to facilitate to measm the variance.
5)  Fixthe responsibility on the departments and individuals.
Types of standards : ' '
i) Current Standards
ii) Basic Standards
iii) Norma! Standards
iv) Ideal Standard
v) Expected Standard.
Standard costing plays a vital role in ail the manufacturing firms
i) Measure the actuals
ii) Compare the actuals with the standards
iii) Find out the variance, if any
iv) Take corrective action.

As we have discussed in the unit, standard costing has many advantages and at the same time

it suffers from some limitations.

25:10 CHECK YOUR PROGRESS : MODEL ANSWERS

1. 1 The following are the steps in establishing standard costing.
1) Careful study of technical and operational aspects of the firm.

2) Establish cost centres.

3) Determine the type of standard to be used in view of effective control.
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4) Deugn a smtablc ﬁnanclal and cost accountmg system so as to facilitate thc study of
variance. '

5) Fxxmgresponsxbmty on individuals and deparlments
2. 1The vanous types fo variances are gwcn below :
(i) Price Variance .
(i) Usage variance
a) Mix Variance
b) Yield Variance
i) Variable Overhead
| a) Spending Variance
b) Efficiency Vanance )
(B) 'Labour Variances o - '
(1) Rate.Variance : '
(i) Efficiency Varaince:
a) Mix Variance
b) Yield Variance
- (iii) Idle-time variance
(C) Overhead Variance
(i) Fixed Overhead Variance
a) Expenditure Variance
b) Volume Variance _
- Efficiency Variance
- Capacity Vé;-i'aﬁcé _
_ - Calender Variance
(D) Sales Varainces
() Sales Price Varaince
(i) Sales Volume Variance
a) Sales 'Mix-Vax‘iaﬂcc
b) Sales Quanitty Vanance |

25.11 MODEL EXAMINATION QUESTIONS

A. Answer the following in about 30 lines each.

1. Discuss the xmportance of standard costing as a tool for cost control In what type of
“industries standard | costing can be introduced? -

2. Explam the vanous types of standards which are gcncrally In use in manufacttmng '?

, concerns.

" 3. Make a cntlcal appralsal of the role of vanance amlysm in standard cost control

system.
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4. It is stated that variance analysis effectiveness is a funetion to follow up by

management. What steps would you suggest for improving the effectiveness of standard

cost control?

5. Explain the important material variances and state the causes for such variances.

B. Answer the following in about 15 lines each.
6. Define ‘standard’, standard cost and standard costing.
7. Explain the steps involved in standard _cdsting.
8. Explain the important labour variances and discuss the reasons for such variances.
9. Explain the important overhead variances with suitablo examples.
10. What is the procedure for the disposal of variances?

11. Discuss the advantages and limitations of standard costing.
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25.13 GLOSSARY

Basic Standard
Calendar Variance

Current Standard
Ideal Standard
Predetermined Cost

g  Standard |
Variance Analysis -
Yield Variance

178

A standard fixed for an indefinite period
Variance in cost arising due to difference in
number of working days.

A standard set to suit the conditions during the
period of usc :

A standard attainable under high degree of
favourable internal and external conditions.

A cost determined before it is incurred, to be of
guidance at the time when it is incurred.

A yard-stick to measure '

An analysis of variances of the actual costs from
standard costs’ for exercising effective cost
control. ' .

Difference between the actual and standard output
per unit of input.
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'.UNI'T 26 : PROBLEMS WITH SOLUTIONS ON
~ MATERIALS, LABOUR AND OVERHEADS

1 MATERIALS -
Problem No. } :

M. Bombay Ball Bearmg Company qtmtes for a particular size of Ball Beanng as
follows. 200 units @ Rs. 10/- each; 1000 units @ Rs. 9/- 2000 units @ Rs. 7/- each; trade
discount @ 20%; cash discount @ 5% if payment is made within a week; contamers @_Rs 12/
- each; credit on return @ Rs. 10/- each. One container is required for every 200 units. The
Buying Officer decides to buy 1,200 units. Transport charges amounting Rs. 36/- would be
charged by supplier. o

You are required to calculate the cos_t'_af purchase in total and per unit

Solution

Computation of purchase price : o
Material: Ball Bearings | ~__ UnitPurchased 1200

| Totalcost . Per unit
" Rs. 1
Purchase cost (1200 x 9) o - 10,800 9.00
Less : Trade discount @ 20% _ 2,160 1.80
Net purchase cost : 8,640 720
Add: = Returnable containers ' '
6 containers @ Rs. 12/- 72-00
Les credit on return of _ - '
6 containers @ Rs. 10/- 60-00 12 - 001
. 8,652 721
Add Transport charges identifiable 36 003
| Total ~ Rs.8688 724

Note Cash discount has not been taken into account as it is an 1tem of ﬁnanclal nature
Problem No; 2

The rate of annual consumption of a material itern is 675 units. The mterest and cost of
storing a material item costing 10% of Rs. 30/- and the cost of placing an order is Rs. 18/-
Calculate the EOQ from the above part:culars
Solution 2 AS

EQQ-= Economic Order Quan_tity_ o

A = Annual usage in units is 675
S = Cost of placing an order Rs, 18
I=Inventory carrying cost (including interest)
_ per unit per annum 10 percent of Rs. 30/ i.c.. Rs. 3

. [2x675x18
E0.Q. = —

'E0.Q=90units
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Problem No. 3

From the following pa:tlculars calculate the mn@m stock level minimum stock ! 1
reordering level and average stock level. : o

a. Normalconsumption . = 300 units per day
b. Maximum consumption = 420 units per day
¢. Minimum consumption = 240 units per day
d. Re-order quantity = 3600 units
€. Re-order period = 10to 15 days
_ f. Normalreorderperiod =~ = 12days '
Solution |
Re-order level :

= Maximum consumption x Maxinum re-order period
=420 x 15 = 6,300 units.
Minimum stock level :
' = Re-ordering level — (Normal consumption x Normal reorder period)
=6,300 — (300 x 12)=2,700 units |

Maximum stock level :
= Reordcrmg + Reorder quanity — (Minimum consumption x Mmtmum re-order pcnod)

= 6300 + 3600 — (240 x 10) 9900 —2400
=7500 units

Average stock level :
1/2 (Minimum stock level + Maximum stock level)

1/2 (2700 + 7500) = 5100 units.
Problem No. 4

Calculate inventory tumover from the following

Maximum stock : 7,000 units

~ Minimum stock : 3,000 units

Issues during the year = 1,50,000 units
Solution |

Inventory Turnover = Materials C i

172 (Maximum Stock + Minimum Stock)

0,000 150000
_ 150000 L5000

= 12000430000 5000
.

365 o o
—— =12.17 days consumption is the average stock
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ProblemNo.5
Calculate the Economlc Order Quantity from the follomng mformtlon Also state the
number of orders to be placed in a year.
Consumption of materials per annum = 10,000 kgs.
‘Order placing cost per order = Rs. 50
~ Cost per Kg. of raw materials = Rs. 2
Storage coéts = 8% on average inventory

Solation -
EOQ = f 2:A.8, _
I

E Where, A= Annual Consumption = 10,000 Kgs
S = Cost of placing on order = Rs. 50 _
1= Inventory Carrying cost per unit per annum 8% of Rs. 2
2x10,000x 50 |
| 0.16
Numberofo::derétbbeplgccdinayear:

= 2,500Kgs

Total Quantity Required per year

Ecoomic Order Quantity
10,000 Kgs .
- 2,500 Kgs \ *

Problem No. 6

A company uses three raw matenals AB and Cfora partlcula:r proudct of which the
followmg data apply :

Raw Material Usage. Reorder Pricc Lead Time Rem'dcr " Minimum
Perunitof . Quantity (kg) PerKg. - Min Ave Max Level(Kg) - LevelKg

A 10 10000 0.10 1 2 3 8,000

B _ 4 5000 - 030 3 4 5 4750

[¢ 6 10,000 0.15 2 3 4 o 2,000

chkly production varies from 175 10 225 units, avcragmg 200 urits of the said product
What would be the following quantities ?

. (i Minimum Stock of A . (i) Maxlmmn Stock of B
(iii) Reorder le\}el_ ofC = | (iv) Average Stock of A
Solution : ' '

- ) Mm:mum Stock of A : Reorder Level - (Average usagc x Average lead tlme)
=8,000— (2000x2) 4,000 Kgs.




(ii) Maximum Stock of B : Reorder level + Reorder Quantlty (Mlmmum Usage x
Minimum lead time)

=4,750+ 5,000 — (4 x 175 x 3)=9,750 - 2,100 = 7,650 Kgs.

(iti) Reorder level of C = Maximum Usage X Maximum lead time

=4x 1,350 = 5,400 Kgs.
(iv) Average Stock of A = Minimum Stock level + 1/2 of Reorder Quannty
= 4,000 + 1/2 (10,000) = 9,000 Kgs

Problem No. 7

The following information relating to consumption of 3" nut bolts in Bharat Engineering

Ltd., are gathered from the Stock Register

Normal Consumption : 72 Pcs. per week
Maximum Consumption = 100 Pcs. per week
Minimum Consumption = 50 pcs. per week
Ordering Quantity = 250 pcs.
Delivery time to get fresh supply : Normal : 2 Weeks
Emergency : 3 days
Determine different stock levels for 3" nut bolts, assuming the factory work 6 days a

week.

Solution :

(a) Reorder Level =Maximum Consumption x Maximum delivery period.

- Maximum = 100 x 2 = 200 Pcs. '

(b) Maximum Stock Level = Reorder Level + Reordcr Quantity - (Minimum Consumption X
Minimum Delivery Period) _ -
=200 +250-(50x2)= 350 Pes.

() Minimum Stock Level = Reorder level — (Normal Consumption x Normal delivery period)
=200 - (72 x 2) = 56 Pcs.

(d) Danger Stock Level : Average Consumption x Emergency delivery period

Problem No. 8

determine which of the two matenals is fast moving.

=72 x 3/6 = 36 Pcs.

Calculate the material tumover ratio for the yéar 1999 from the_ following information and

Material X Material Y

Rs. Rs.
Material in Hand on 01-01-1999 25,000 87,500
Material in Hand on 31-12:1999 15,000 62,500
190000 125000

‘Material purchased_during the year
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Solution :

" Cost of material consumed :
Opening Stock

Add; purchasas

Less : closing stock

Average stocks :
Opening stock
Closing stock
Avmge :
. Cost of material consumed
Material Turnover Ratio = '
Cost of average stock
| | 200000
Material Turnover Ratio of X = =10
20000
I 1 50.000
Material Turnover Ratio of Y = =
IR S 75000
Days during the
Material Turnover in Days = il d year
_ Material Tummover Ratio

L 365
Material Turnover in Days X = —-1-(-)— =36.5 days

365 y
Material Turnover in Days : Y = -T = 182.5 days

A turnover ratio of 36.5 days in the case of X and 182.5 days in the case of Y, shows that

on an average Stoék\is'being held for 36.5 and 182.5 days respectively. Therefore, Material Y is

slow moving and Material X is fast moving.
Problem No. 9

The following information is available on the purchase and issue of a material during the

month of August, 2000.
Purchases

., August, 2 200 unifs @ Rs. 2-00 per unit
August, 10 : 300 units @ Rs. 2-40 per unit
August, 18 : 250 units @ Rs. 2-60 per unit

Prepare a Stores Ledger Account posting the issues under FIFO and LIFO methods:

Issues

August 15 : 250 units
August, 20 : 200 units
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FIFO METHOD
Stores Ledger Account
, Receipts ' Issues o Balance-
Date Units Rate Amount Unit Rate Amount Units Rate  Amount
Rs.  Rs. ~ Rs.  Rs. Rs. Rs.
m : . ’ .
August,2 200 200 40000 - .- - 200 200  400-00
August, 10 300 240 720-00 - wem - 200 . 200 '
| | o zap BB
August, 15 - - - 200 2:00 250 . 24 600-00
: 520-00 2-40
50 240
August, 18 250 260 650-00 — - 250 - 240 .
. . 1,250-00
| - 250 260
August, 20 - - - 200 240 48000 50 240 24000
: _ 250 260
LIFOMETHOD
_ Stores Ledger Account
Receipts ‘ Issues ' Balance
Date  Units Rate Amount Unit Rate Amount Units Rate  Amount
Rs. =~ Rs. = Rs.  Rs. - Rs. Rs.
© 2000 | - L |
August,2 200 200 400-00 ——— e _— 200 200 400-00
August, 10 300 240 72000 - e T 200 200 00
August, 15 -- - - 250- 240 600 200 200 55000
| . 50 240
August, 18 250 260 65000 - D e 200 2400 ’
. : B o 50 240 117000
_ 250 260
' - - . 200 240 52000 = 200 200 -
_ August, 20 s 240 650-00
50 260
Problem No, 10

Set-up a "Stores Ledger" formand enter the following transactions adn_pting the weigh_ted
average method of pricing out issues. At the end of each mon_t‘n in 2002 al! matcnalsarc valued
at the cost of last delivery. _ S
June 1: Openingbalancc-so units @ Rs. 3 per unit

186 .func 5 : Issued out to production : 2 units



June 7 : Purchased 48 units @ Rs. 4 per unit

June 9 : Issued out 20_. units to production

June 19 ; Purchased 76 units @ Rs. 3 per unit __ N
June 24 : Received back info stores 19 uriits out of 20 units issued on 9%th

June 27 : Issued to production 10 units
. Solution :

- STORES LEDGER

(Weighted Average Method)
_ Receipts Issues -Balance
Datt ©  Qty Rate Amount Qty Rate Amount Qty  Amount
Rs. Rs. ~ Rs.  Rs. . Rs.
2000 | o -
June, 1 - - - - - 50 150
CJunes . L 2 3 6 48 1w
June 7 48 4 » -- - - 9% 336
June9 - - .- 20 350 70 6 266
- June 19 76 3 8 - 152 - 494
 June 24 19 350 6650 - == 1T 56050
(Returns) | . o .
June27 - - - 10 327 3278 161 52772
June30  Stores - 35.78 S - 161  563-50%
adjustment - .- ' -

* Since closing stock is to be valued at the cost of iast-dcl.ivery, the value comes to Rs. 563=50

(i.e: 161 x 3 : 50). The difference of Rs. 35 : 78

transferred to stores adjustmetn account.
ProblemNo.11 =

Thé'fol-lov\}_irig transactions took place in respect of material A :

(ie. Rs. 563.50 - Rs. 527.72) has been

Date - - Receipts Issues
 Rate Units Units
01032001 - 1.00 00 -
10032000 120 600
16032000 . 500
19032000 130 500
25032000 = . . w0

Prepare a Stores Ledger Account under simple a_vc_i‘age rate method,
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Solution
Stores Ledger Account

.Receipts - Issues _ “Balance
Date Units Rate Amount Unit Rate Amount Units  Amount
. ~ Rs. Rs. Rs. Rs. ' Rs.
01032001 400 100 40000 - o 400 400-00
10032000 600 120 72000 - - - 1000 1,120-00
16032001 - - - 500 110 55000 500 57000
19032001 500 130 65000 - — - 1000 1,220-00
25-03-2001 e e e 400 125 500-00 60 72000
Note Calculation of issue price : - | o
s |
On 16:03-2001 =2 120 _Rs.1.10
. 1.20+130
On 25-03-2001 = =Rs. 1.25

Problem No. 12 _
_ From the particulars given in problem ¢ 1 prepare a Stores Ledger Account under weighted
average rate method. ' '

Solution
Stores Ledger Account _
. Receipts Issues Balance
Date Units Rate Amount Units Rate Amount Upits ~ Amount
' | Rs.  Rs. , Rs. : Rs. . Rs.
01032001 400 100 40000 T 40 40000
10-032001 600 120 720-00 - - 1000 1,120-00
16-03-2001 T 500 1-12 56000 500 560-00
19-03-2001 500 1-30 650-00 = 1000, 121000
25.03-2001 40 121 48400 600 72600
Note Calculation of issue price ) : '
400 x 1.00 + 600 x 1.20 400+720
on 16-03-2001 = : =
| 400+600 100
= ...1_1-22- =Rs_ 1_12
1000 |
560 + 500 x 1.20 " 560+650
on 25-03-2001 = e = e
. _ 500+ 500 1000
= —1-2—19-=Rs 1.21
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ProblemNo. 13

400 1bs of wool costing Rs. 72,000 was:sswdfortlwnmufacmreofn" mzepullover _
On the completion of manufacutre of pullovers, the followmg information is funushed

a) 1,600 good pullovers of 38" size of‘TlBeachwemmnufacnn'ed
b) "100' tbs of wool is scrapped and reahses Rs. 700.

c) '200'lbs of off' cuts were used for thc manufacture of another variety of hoisery. The

market value of this is Rs. 1,800,

d) 200pullovers were found defective and were rcctlﬁed atan addmonal nmtenal costof

Rs. 500/-

You are reqmmd to finid out the cost of material of one pullover.

Solution

Material issued
Less : sale of scrap _
Less : Off cuts used for thc manufacture of
another variety '(Spt;ilagc)
Add : Cost of rectification of 200
- defective pullovers

Less: Wastage in process
Cost of 1800 (good

1600 + 200 defectives)

70000

Cost of Material per pullover = 80, '=Rs. 38.89

Quantity Amount
4000 - 72,000
100 700

73900 71,300
200 1,800
3,700 - 69,500

- sw
3700 - 70,000 -
100° o
3600 70,000 -
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2. LABOUR -
1) - From the following particulars, prepare a statement showing the cost per day of 8 hours
of engaginig a particular type of labour :
(2) Monthly salary (Basic plus DA) : Rs. 1,600
(b) Leave salary payable to workmen : 5% of salary
(¢) Employer's contribution to provident fund at 5% of salary (a + b)
(d Employer's contribution to the State Insurance at 5% of salary (a +b)
'(e) Expenditure on amenities to labour : Rs. 52 per head per month
() Number of working hours in a menth : 200 hours.

Solution :
Working hoursinaday : : 8 hours
Working hours in a month ' : 200 hours
Working days in a month - : = 25 days
_ ' '- : Rs.

- Monthly Salary (basic plus DA) 1,600
Leave Salary payable @ 5% of salary : 1600 x 5% 80
Employer's contribution toprovident fund .~ ~ 2

5% of (a+ b) = 1680 x 5% = 8
Employer's contirubtion to State Insurance :
5% of (a+b) = 1680 x 5% _ :
~ Expenditure on amenties to labour @ Rs. 52 per head - 52
Total labour cost per month 1,900

Cost per day of 8 hous : 1,500 x 200 =Rs. 76
_ 1,900

Cost per hour : =—— =Rs, 9.50
per 200

2) " The personal department of 2 Company has supplied the following information relatmg
to its work force during the month June, 2002.

Number of workers on 1st June 1 ,900

Number of workers on 31st June 2,100

During the month, 60 persons were discharged and 20 left the Company. Durmg the
_ month 200 workers were engaged, out of which only 40 workers were appointed against
the vacancy caused by the number of workers separated and the remaining on account

of an expansion scheme of the Company.

Calculate labour turnover rate and equivalent annual rate, under dlfferent methods.
tion '
Selution (1900 +2100)
Average number of workers === = 2000
1. Separa. tion method L
' . 80x100
- Labour Turnover rate = — =4%
ST 2000
4x 365

.Equwalent Annual 'I‘umover= T ==48 67%



2. . FluxMethod:

Labour Turmnover = M—- x 100 =6% |
o 2000
. 6x 365 '
Equivalent Annual Tumover = =73%
3. 'Replacement Method :
. Labour Turnover =_40_x3_0_0_ =2%
Equivalent Annual Tumover= _2%365  =24339
_ | 0 .
3) - Fromthe followmg particulars, find out the net wagm chequc ina factory fora parhcularly S
' tmnth '
o | | Rs.
i) Wages for normal hours worked _ : - 41,000 _
i) Wages for overtime ' _ - 4400 '
i) Leave wages ' B - 5400 '
i) Deduction of workers contribution toESL . 1,000
v)  Workers contribution to Provident Fund _ ' 3,200 !
vi) House Rent is to be recovered from 30 ;
workers @ Rs. 20/- per month. -
Solution ' o
Statement of Wage payment b
_ : | . Rs. Rs '
Wages fror normal - - | | - 41,000 * |
Wages for over time _ 4400 -
Leave Wages o ' . 5,400
o B 50,800
Less Deductions : |
- Workers contnbut:on toES.L o © 1,000
. Workers contribution toPF, - 3200
‘House Rent (30 x 20) ' 600
: Net wages (cheque required) : 46,000
4). - Calculate labour cost per man~day of 8 hours from the following particulars: =~
i) Basic salary Rs. 4/- per day
- 1) ‘Dearness allowance o 25 paise per every point over 100 cost of hvmg
' o index for working class.
Current cost of living index 500 points
iy Leave salary 10 per cent of i) and ii)
iv) ‘Employees' contribution to P.F 8 per cent of i), i) and iii)
v} Employer's contribution to E. S.I - 2.5 per cent of i), if) and iii)
vi) Expendlture onsmenticstolabour  Rs. 20 per head per month

vi)) -Number of working days i inamonth 25 days of 8 hours each. _ ,‘-9"_

- _‘*



Solution !
Statement of Labour Cost (Per man-day of 8 hours)

| Rs.
i) Basic Salary 4=00
i) D.A. @ 25 paise per point of 100 cost of
living index for a month of 25 days.
_400x25 1
100 24 400
ii) Leave Salary : 10% of i) and ii) '
' 8x10 '
= 100 0 = 80
iv) Employer's contirubtion to P.F. 8% of
i), i) and iii)== 8.80x3 0=70
| 100 ~
v) Employer's contribution to E.S.1. 2.5% of
i),ii)andiiij==§;80——"—2-5— o 0=22
100 C
vi) Amenties to laboru @ Rs. 20 per head __
per month of 25 working days : 06=80
Rs. 10=52

5) - The following is the output of workers A, B and C in a particular 40 hour week.

A : 64 units, B : 74 units, C : 84 units

Guaranteed Time Rate Rs. 5 per hour

Low piece rate Rs. 2 per unit '

High piece rate Rs. 3 per unit

High task : 80 units per week

Show the earnings and labour cost per unit under Taylor, Merrick and Gantt Task differential -
piece rate systesm. S _

Solution |
Statement of Earnings and Labour Cost per Unit
Taylor's System Merrick System  Gantt Task System
o Percentage - ' o -
Output . of Task Eaming Labour Eamings Labour Earnings - Labour
" Worker Perweek (80 umits) . cost per ~ cost per costper
' ' _ Unit .~ ~ Unit Unit
: Units % Rs. Rs. . Rs. Rs. Rs. Rs..
A & 800 12800 - 200 12800 200 - 20000 . 3IB
B W N5 14800 200 16280 220 20000 2707
c @ 2520 25200 300 20160 . 240 25200 3000



6) From the follomng particulars, calculate thié total ¢arnings of the workcrs and his effectlve
rate of earnings under Halsey (50 - 50) premium plan :

Rate per hour Rs. 1.50
Time aliowed for the job 16 hours
Time taken 12 hours

Solution |
Standard Time, S = 16hours
Time Taken or T = 12hours .
Rateor T = 1.50 per hour
Tota} Eamings = TxR+350%(S-T)xR

= 12x1.50+ (16— 12) x 1.50

. = 18+3.00=Rs.21=00
Total wages for 12hours = Rs, 21 =00
Effective rate of eamings per hour : o
‘Total wages Rs.21=00
Time Taken .12

7)  Fromthe details given below, calculate the bonus, total earnings and rate of earnings per
hour using Rowan System. - '

=Rs. 1.75

Timeallowed wee . Ghours
Hourly rate “vee Rs. 1.50 50
Time taken : ~we. 4hours 10
Solution ' :
Bonus carned = ~—L xTxR . Where
' T= Tlmetaken
| S= Standard time or t1me allowed
_4 ~ R= R.atepcrhour
= x4x1.50
=Rs. 2.00
Totalearnings = TxR+S—1 xTxR
=~ axiso+ 824 150
= 6.00+2=00
= Rs.8=00
8

Rate ofcarhingsperhour= vy =.Rs.2='00
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8)

Calculate the earnings of a worker under :-(i). Halsey premium Plan and (u) Rowan's

Premium Plan from the following particulars :

Hourly rate of wages guaranteed :Rs. 5
Standard item for producing one dozen articles: 3 hours

Actual time taken by the worker to produce 20 dozens of articles : 48 hours

Solution :

9)

Calculatwn of earnings of a worker under Halsey and Rowan's Premlum Plus: -
Standard iter : S : 60 hours ; Time taken to do the work : T 48 hrs,

Time saved (S-T) = (60 -48) = 12 hours : Wage Rate : Rs. 5. |

As per Halsey Premium Plan : o '

_---Fomiﬁla:TxR+ i) xR
TxR=48x5 = Rs.240
Bonus = _;.. x12x5 = Rs. 30
Total Wage : Halsey Plan Rs. 270
As per Rowan's Premium Plan : '
TxR+ S LxTxR
TxR= 48x5 = Rs.240
1

Bonus=—2- x48x5 = Rs.60
48

Total Wage : Rowans Plan: Rs. 300

Calculate wages payable to the two workers Akhil and Achal under the Taylor‘s differential

Piece Rate System from the following mformatlon

Standard work - 20units per hour

Normal Wage rate = - Rs. 10 per hour
Differential rates to be applied :

75 percent of plece rate when below standard, and
125 percent of piece rate when at or above standard _
The workers Akhil and Achal have produced in a day of 8 hours, as follows :

_ Akhil : 120 units and

Achal : 180 units

_ Solution :

Calculation of wages due to Akhil and Achal accordmg to Taylor’s Differential Piece

Rate System.
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" Standard production in 8 hours =8 X 20 = 160 units

10
Normal.wagq-_rﬁtc per unit at Rs. 10 per hour= 5o = 50 paise.



Worker Akhil produced 120 units, which is below standard
z o 5 .
His wages would be : 120 x 0.50 x w = Rs. 45

Worker Achal produced 180 units, whih is above standard
His wages would be : 180 x 0.50 x 100" Rs. 112.50

10) From the following information, calculate the bonus and eamings under Emerson's
Efficiency Bonus System : -

 Standard output in 10 hrs 120 units
Actualoutputin 10hrs 132 units
Time Rate - o Rs. 1/- per hour
Solution - S
EBP

Eanﬁngs=HWx.RH+.TO.6.xHWxRH ' Wherc | _
- ' HW = Hours worked
RH = Rate per hour
_ . - EBP = Efficiency Bonus Percentage
Efficiency Caloulation - | |
' a) Under Standard Hour Method. o '
- Actual production in terms of standard ho

Efficiency Percentage = "~ Actual hours worked — x 100
Therefore, actual . '
_ 10
production in standard hours = 132 x 20 11 hrs,
 So, efficiency percentage = 0 X 100 = 110%
b) Under Output Method. ' L
' Actual output for a period _
- Efficiency Percentage = — x 100
S Standard output for the period
132 .
= = 100=110%,

120
* Now, Bonus percentage = 20 + (110 — 100) x 1=30%

30 :
Bonus=T60— x_leR_s.1=Rs.3=_00

Earnings = 10X1 _-I.-.-l%x.IOx 1 =-_¥0+'3=Rs._'13=00 -

1) Twenty-five men ijk. in a group, If the weekly production of the group exceeds 200
picces per hour (which is the standard), each man gets a bonus in addition to his time wages,

Bonus regulation — 'Each man's share should be one-half of the percentage in excess of
the standard production. Each man is paid this percentage of a wage rate of Rs. 1.20 pet hour.

There is no rélationship between the individua! workman's hourly rate ang the bonus rate. 195



The following is one week's record _ :
Hours Production

worked (Units)

~ Monday . 190 44200
- Tuesday ' 210 . . 47,300
Wednesday _ - 195 45,200
Thursday - | 215 47,600

Friday | ' mo 46900 E
Saturday 190 - 44,800
; | 1200 2,76,000

Compute -

a) The rate and amount of bonus for the week -

b) Total earning of X, who worked 45 hours during the week and was paid Re 1/- per
hour basic, and that of Y, who worked 48 hours, was paid Rs. 1,10 per hour basic.

Solutio_n
a) Bonus: : \
Actual production for the week - 2,76,000
Standard production, 200 pieces per hour 2,40,000
Production in excess of standard 36,000
. . 36000
Excess production percentage = ———— X 100 = 15%
s P Percentas® = 540000 ’
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So, each man's share = 1/2 of 15% = 7.5%

Bonus rate = 7.5% of Rs. 1.20 = Re. 0.09 per hour
Amount of bonus = 1,200 hours at RE. 0.09 per hour '
=Rs. 108=00 '

b) Wages Computation:

b) Wages Computation :

Rs.
X : 45 hours @ Re. 1=00 per hour _ 45=00
Bonus — 45 hours @ Re. 0.09 per hour 4=05
Total earnings Rs.49=05
y : 48 hours @ Re. 1.10 per hour - 52=80 -
‘Bonus - 48 hours @ Re. 0.09 per hour 4=32
Rs.51=12



3. OVERHEADS

1) A Company has five departments of which three - P1, P2 and P3 are production
' departments and Two S1 and S2 - departiments. The following are the actual costs for a.

specified period :
o Rs.
Repairs | 2,000
Rent | | 2,500
Depreciation o 1,200
. Supervision o | 4,000
Insurance 1,500
Employer's liability of employees’ insurance - 700
. Lighting 1800
The following data are available in respect of the five departments.
S P1 P2 P3 st 82
Area(Sq. ft) = 1280 240 220 180 80
No. of workers : 50 . 40 20 20 10
Total wages (Rs) 10,000 = 8,000 5000 5000 2000
Value of plant (Rs. 40,000 36000 32000 20000 12,000
Value of stock (Rs.) 30,000 20000 10000 4000

Apportion the costs to the various deparimetns on a suitable basis.

Solution _ _
' Overhead Distribution Summary
_ o _ _ -Pr_odqction Service
. ' Departments . Departments

Expense Basis of . Totai _ .
item _ apportionment amount M P2 P S1 82

) : | Rs, R. Rs. Rs. Rs  Rs.
Reparis " Valueofplant 2000 S 415 47 B m
Rent Area - 35y 00 600 S50 450 200
Depreciation Value of plant 1,200 M3 308 M 2 ;3
Supgrvi;ion No. of workers 4,000 1429 1143 57 5711 286
“Insurance w Value of stock 1,500 a4 o -
Employce's Insurance  No. of workers - 00 2% 200 100 00 5
Lighting - . Area’ 1300 504 4R 396 3y 144

13700 4501 3666 2502 1997 o4




2) X Ltd. has two production departments, A and B and one service department, C. The
following figures were extracted from the records of the company.

Rent and Rates : Rs. 10,000  General Lighting : Rs. 1,200
Indirect wages : Rs. 3,000  Power: Rs. 3,000
Depreciation of machinery : Rs. 20, 000 |
The following are further details which are avallable :
A B C

Floor space (sq. ft.) _ 10,000 10,000' ' 12,000
Light points (Number) ' 20 15 10
Direct wages {Rs.) 6,000 4000 6,000
H.P. of machines 40 30 | 30
Value of machinery 90,000 90,000 20,000
Working hours 10,000 8,000 -
The Service department expenses are to be allocated to the Production departments
equally. |

Calculated the percentage of overheads in relation to direct wages for departments A
and B, and : ' '

" The overhead cost per hour for each of the departments.

Solution

Overhead Distribution Summary _
- ~ Basis of Total " Production Service
Expenses item apportionment Amount Departments Depts.
| Rs. A | BC
Rs. 'Rs. Rs. Rs.
Rent & Rates  Floor space opo0 | 3126 | 3,26 3,748
General Lighting  Light points 1,200 534 400 266
Indirect wages  Direct wages - 3,000 1,25 | 750 1125
Power _ H.P. of Machines 3,000 1,200 900 900
Depreciation vValue of Machinery 20,000 9,000 9,000 2,000
37,200 14985 | 14176 | 8039
4020 4019 | ~8,039
_ \ 19005 | 18,195
o, of overheads to Direct Wages 316.75 | . 45488
Overhead cost per hour Rs. 1.900 Rs. 2.27
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3) A factory has three Production depa_rhﬁqt__ns. X, Y and Z, and two Service De_ﬁartments,
A and B. The overhead distribution for September 2002 is as follows:

Production .De*par_tments © . Service Départménts
- . Rs. - - Rs.. .
X 50,000 A 5,000
Y 20000 "B 8,000
oz 25,000 -
The expe;ases of the Service Departments are charged ona percentage basis as hereunder:
X .Y  z LA B
A 0%  30% 20% 20%
B 50% 20% - 20% 1%

Using the Repeatéd- Distribution Method, appOrtidn the expenses of Service Departments
. to Production Departmenits, L -

Solution o |
Overhead Distribution Summary (Sundry Distribution)

X Y Z A B

- : Rs. Rs. ~ Rs. Rs. Rs.
As per distribution 50,000 20,000 25000 . 5000 8,000
A v 1,500 1,500 1000 - 5000 1,000

B 4,500 1,800 1,800 %00  -9,000
A 270 270 180 -900 180 .

B 9 36 36 18 180

A 54 5.4 3.6 -18 - 36

B 1.8 09 09 - -36

36,3672 23,6123  28,020.5

4) The following infqnnation is extracted from the books of M/s Swathi Engineering Co. for
¢ quarter yea_‘r-'end_ed 31st March, 2003. You are required to prepare Production
Overheads Distribution Summaxy showing clearly the basis of apportionment where

~ necessary : o _
Particulars of g uction Deﬁart(ncnts . T Sefvice .De\pt.s..
expenses X Y Z A B .
Direct wages (Rs.) 16000 - 24000 32000 8000 16,000
Direct Materials (Rs.) 8000 16000 16,000 12000 12,000 -
 Employees (Nos.) 800 1,200 1,200 400 a0
Power (Kwh) . 32000 24,000 16,000 8000 . 8000
Lightpoints(Nes.) -~ - 80 28 32 . 4 2
Assets value (Rs.) 480000 320000 240,000 80,000 80,000

 ArcocoupiedSqm. 1200 2000 400 400 400



The expenses incurred for the period were as follows : . _ _
Motive Power rs. 4,400; Lighting Rs 800; Stores overheads Rs. 3,200, Amenities to
employees Rs. 12,000, Depreciaiton Rs. 1,20,000, Répairs and maintenance Rs. 24,000,
General overheads Rs. 48,000, Rent and Taxes Rs. 2,200. '

Apportion the expenses of Service departmetn A in the ratio of 3:1:1 and these of Service
Dept., B in 3:3:4, to the Production Departments X, Y, and Z respectively.

Solution :

Production Overheads Distribution Summary
for the quarter ended 31st March 2003

P'roducﬁoh o Service
Departments’ Departments

Expense Total
item _ amount X Y YA A B

 Rs. ' Rs. Rs R ReRs
Direct Material | 24,000 1200 12000
Direct Wages 24,000 8,000 16,000
Motive Power on the basis of KWH) 4400 1,600 1,200 800 400 400
Lighting (on the basis of light points) 800~ w0 - 320 0 ® 120 80
Stores overheads (D. Mat. Ratio) 3,200 400 800 800 600 600
Amenities to Employes .
{on the basis of Employee) 12,000 2,400 3600 3,600 1,200 1,200
Depreciation (on Asst Value) 120000 48000 32000 24000 8000 8,000

Repairs & Maintenance (on Asset Valug) 34,000 9,600 6,400 4,800 1,600 1,600 . -
General overheads (on D. Wages) 48,000 8,000 12000 16000 4,000 8,000

Rent & Taxes (on Area basis) 2200 600 1000 200 200 200
Total : _ T 262600 70800 57320 50280 36,120 48,080
Dept. A (3:1:1) | 21672 7204 7224 36120 -
Dept. B(3:3:4) a4 M4aA 1922 - 48,080
Total 262600 10639 78968 76,736 - -

5 Ml Uttam Company Ltd,, is having in all four departments, of Which the _three A,Band
I departments and the one D is a Service Department. The actual costs incurred

C are production
for the year ended 31st March, 2002 are as follows : _

' Rs. Rs.
Rent 40,000 Supervision 60,000
Reparis 24,000 Insurance . 20,000
Depreciation : 18,000 ESI- Employers' Liability 6,000
Lighting : 4000  Power : 36,000

The following information is also available in respe_ct of the Four dcpg_rtﬁlcnts :
DeptA  Dept.B DeptC  Dept. D
Aréa (nSq.Ft) 3,000 2,200 1,800 1,000

200 No. of workers 0 0 uo 160



Plant Value (in Rs.) 4,80,000 3,60,000 2.40,000 1,20,000

Total Wages (inRs.) 1,60000 - -~ 1,20,000 80,000 40,000
Value of siock (in Rs.) 300000 180000 120,000
Appropriate the costs to the various departments on the most equitable method.

Solution | |

. M/s. Uttam Company Limited.. .
Appropriation of costs between the Four Departments

Patticularsof -~ Basisof - 'DeptA  DeptB  DeptC  DeptD
costs . apportionment ~ amount :

Rent Ara 1500 1000 900 5000 :
Reparis - Plant value 9600 7200 4,800 2400
Depreciation Plant value 720 540 3600 1800 |
Supervision - No. of workers _ 24,000 16000 12,000 8,000

Insurance Vahue of stocks 16,000 6,000 4,000 -

ESIEmplrsLisb. - Wages 2400 L0 1200 60

Lighting Area 1,500 1,100 900 500

Power ©  ©  Plantvalue 14400 1080 7200 . 3600

| | | B4100 59300 | 42700 21,900
Note: It has been assumed that insurance is only with regard to stock

In the absence of any information, power expenses have been appropriated on the
basis of value of plant. '

6) A manufacturing Company has three Production Departmetns : X, Y, and Z and one’
Service Department : A. The following data is available for one month of 25 working days of 8
hours each. All these departments-work for all the days and with full attendance. -

Particulars of exp, ' Total - A X Y Z
. o Rs. Rs. - Rs. Rs. Rs.

Power & Lighting 13200 2880 2,400 3600 4320
Supervisor's Salary 24,000 . . . .
Rent 6000 - - ; i
Welfare . 7200 - - - -
Others 14,400 2400 2400 4800 4300
' 64,800 ‘ : '
Supervisors Salary 20% -30% 30% 20%.
Number of workers - 120 360 480 240
FloorareainSq. Ft. 6000 7200 9600 7200
Services rendered by the | -

service:Dept, . . : ' - 50% - 30% 20%

- Appropriate the expenses to the various departments on the basis of equitable method. _

Also calculate _Labourehour rate for each of the Departments : X, Y, and Z. 201



Solution

Statement showing the apportionment. of expenses between Production Depts.

Particulars of Exp. Basis of Total A X Y Z
' Apportionment ‘Rs. Rs. Rs. Rs.. Rs.
Power & Lighting Given 13200 2880 2400 3600 4320
Supervisors salary Given % 24,000 4800 7200 7200 43800
Rent | Aloor Area 6,000 1200 1440 1920 1440 .
Welfare " No. of Workers = 7,200 720 2060 2,880 1440
Others - Given 14400 12,000 15600 20,400 16,800.
Allocation of Service Dept. Exp. . |
to Production Departments - - - 6000 3600 2400
Total Overheads : | 21,600 24000 19200

Had the Supervisors Salary apportionment is not given in the problem, it would have been
allocated on the basis of the number of workers. '

Number of hours in a month : 25 x 8 =200 hours
Total Labour Hours in each Production Department :
X : 200 % 360 = 72,000 hours ; Y : 200 x 480 = 96,000 hours;
 Z:200x240=48,000 |
Labour Hourrate : X Dept; 21,600/ 72,000 = 30 Paise
| Y Dept : 24,000/ 96,000 = 25 Paise
Z Dept : 19,200/ 48,000 = 40 Paise

7)  M/s. Kashyap Manufacturing Company has three production Departments A, B,C; and
Two Service Departments D and E. For the month of January, 2003 the departmental distribution
of expenses has the following totals : ' :

Production Departments: _ o .
A Rs. 16,000; B Rs. 14,000 ; and CRs. 10,000 Total : 40,000
Service Depariments : '
D Rs. 4,680 ; ERs. 6,000 . Total m
50,680
 The expenses of the service departmetns are charged out on a pért_:entgge basis as’
follows: S _
A B ¢ D E
Service Department D 20% 40% 0% - - 10%
Service DepartmentE : 0%  20% 20% 20% - -

, Prepare a statement showing the apportionment of two Service Department_s' gxpens’cs
to Production Departments by Simultaneous Equation Methqd. ' :



Solution : _
Let x = total overheads of department D
y = total overheads of department E

Then
X=4,680+ 2y
y=6,000 + 1x
- Re-arranging and multiplying to eliminate decimals |
10x - 2y = 46,800 () | ;
=X+ 10y = 60,000 e () |
Multiplying equation (1) by 5, we get :
~ S0x~10y = 234000
X+10y = 60,000
| 49x = 2,94,000
S X = 6,000

Substituting this vah_ie_ in equation (1), we get : y = 6,600

All that now remains to be done is to take these values x = 6,000 and y = 6,600 and to

apportion them on the basis of the agreed percentage to the three production departments -

Paticulars . Toud A B C

o o Rs. Rs. Rs. Rs.
As per distribution summary 40,000 16,000 14000 10,000
Service Dept. D (90% of Rs. 6000) 5,400 1,200 2,400 1,800
Service Dept. E (80% of Rs. 6,600) 580 2,640 1320 1320
Total: S 50,680 19,840 17,720 13,120

~ The expenses of §1 dept. are Rs. 4,68,000; S2 Rs, 6,00,000 The expenses of S1 and 82
departments are to be apportioned to the production departments on the following basis :

Particulars | P1 P2 p3 St s2
Expenses of S1 : 20% 40% 30% - 10% .
Expenses of S2 ; 0% ,  20% . 20%  20% —-

Show clearly as to how the expenses of the Service-Department 81 and 52 would be
apportioned to the production departments-P1, P2 and P3. according to repeated Distribution
Method, o ' : o '
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Solution

- M/s. Gautham Manufacturing Co.
Statement showing Apportionment of Overheads (Repeated D:smbut:on Method}

Production Departments . Service Depts.

Particulars | Pl P2 P3 s1 2
Rs. Rs. Rs. ' Rs. ' Rs.

- As per the distribution | _
summary 1600000 1400000 1000000 468000 600000
S1 expenses g 93600 187200 140400  -4,68,000 46,800
S2 expenses 258720 129360 129360 129360 646,800
S1 expenses 25,872 51,744 38,808  -1,29,360 12,936
S2 expenses 5172 2,588 2588 2588 12,936
S1 expenses 516 1,040 776 2,588 256
$2 expenses 120 68 68 - . -256

1984000  17,72000  13,12,000 . :
‘This problem can also be solved by the Siniulmous Equation method.

9) A factory has two Semce Departments, S1 and S2 and three Productlon dcpartmcnts,
P1, P2 and P3. The overhead distribution summary for October 2002 is as follows :

Production  Departmetns Scmce Departments
| _ Rs. ' Rs.
P1 - 4000 s1 1170
P2 3,500 2 1,500
P3 2500 s2 1,500
The expenses of service departments are charged on a percentage basis as follows :
Pl P2 ~P3 - sl - s2
sl 20% 40% 30% - 10%
S2 0% - 20% o 20% 0% -
Apportion the Service department's expenses under o :
(a) SxmultaneOus Equations Method

) Repeated Distribution Method, and o
©) Trial and Error Method
(1) Slmultaneous equatxon method : N
' Lctthetoaloverhead of $1 be X and szbeY
Then X = Rs. 1,170 +20% of Y
¥ = Rs. 1,500 + 10% of X



ie,X=Rs. 1,170+ %
Y =Rs. 1,500 + =
10

5x—y=5,850_
—x + 10y = 15,000
5%~y =5850 |
- 5x+ 50y =75,000
Combining the equations we get
49y =80,850

 y=Rs. 1,650
x=Rs. 1,170+-§1-

- 1650
=Rs. 1,170 +T=Rs. 1,500

The ascertained value of x and y have to be distributed among the three production

departments on the basis of the agreed percentages :

Pl P2 P3
As per distirbution - |
summary o 4,000 . 3,500 2,500
st 20%0f 1500 300 © 40%0f1500 600 30%of1500 450
52 40%0f1650 660  20%0f1650 330 20%of1650 330
| 4960 4430 73280

(2)  Repeated Distribution Method :
" Overkead Distribution Summary

Production Departmetns Service Departments

PI. P2 P3 s1 s2

Rs. "~ Rs. Rs. Rs. Rs.

As per primary | - - \

distribution 4,000 3500 2500 LI 1,500
s1 B4 468 352 ~170 17
s2 647 323 323 324 1,617
st 6 130 k4 324 )

82 B 6 7 6 m

s1 | 1 3 2 -
4,960 4430 3,260 |




(3) Trial and Error Method :

st 52
1,170 1,150
117 (10%o0d 1,170)
20% of 1,617 324.40 3234 (10% of323.4)
20% of 32.34 6.47 00.65 (10% of 6.47)
1499.87 1.299.99
Rounded off to 1,500.00 1,300.00
Pl P2
As per distirbution :
summary 4,000 3,500 _
SI  20%of1500 300 40%0f1500 600 30% of 1500
S2 40%of 1650 660  20%of 1650 330 20% of 1650
4960 4430 |

P3

2,500
450
330

' 3,280

10) The following figures have been extracted from the books of the Hyderabad Indusﬁial
Works. All jobs pass through two departments, viz., processing and finishing.

Processing Dept. Finishing Dept.

. Rs.

Material used 24,000
Director labour - ' 12,000
Factory overhead _ - 7200
Direct Labour Hours 24,000
Machine Hours _ 20,000
The following information relates to job No. 0123 :

Material and S 240
Direct Labour o 130
Direct Labour Horus 500
Machine hours 500

Calculate normal overhead rates using
(a) Direct Labour Hour Method
(b) Direct Labour Cost Method, and
(¢) Machine Hour Rate Method.

Rs.
2,000
6,000
4,800

10,000
4,000

20

50

150
50

Pi—epare a statement showing the different éost results for Job. No. 0123 un&er each of

the three methods.
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o Processing Dept.:  * Finishing Dept,
Direct Labour Hour Rate : - '
Patonjovehesd 720 Pl 0
Labour Hours. 2400 10000 0 °
Direct Labour Cost Method . _— L |
Factory Overhead 7200 00 = 60% 4800 o 20% '
Direct Labour Cost : 12000 - 6000
Machne Hour Rate | ' ]
Factory overhead ‘ 2—2-(39~=Rs._0.36 4800 “Rs.120 :
- Machine Hours 20000 - o 6000
: Statement of Cost of Job. No. 0123
“Labour Houwr Rate Labour Cost Rate  Machine Hour rate - T
Prddessing F_fm'shig Processing Finishing 'Proc'e's'.sing Finishing ] '
Rs. Rs. ' Rs.  Rs Rs. -
Materials 240 g9 240 20 a0
Directlabour = 130 50 130 50 130 50
Prime Cost 370 0 370 70 370 0
Factory overhead | I
500x .30 150
150x0.48 72
60
i30x T&]_O. : . 78
s0x .20 40
_ 100 _ o
500%0.36 . . 180 .
S0x120 | o &
R R BT 55 130
11) . From the data given below calculate the machine liouif rate :
' | . Rs.'pa
Rent of the department : -
(space occupned by the machine 1/5th of the departmcnt)
~ Lighting (no. of men in the department : '_ ' : :
_ 12andtwomenareengagedonth1smachme) B SRR 576
.Insurancc for the machine ' T | 72
Cotton waste oil etc. for the machine | _ - 120

Salary of forcman



(1/4th of the forema's time is occupied by this mahcine) - 12,000

Cost of the machine 18,400 -
Estimated scrap value _ .. 400
" It is assumed from past experience :

(a) that the machine will work for 1800 hours per annum;

(b) that it will incur an expcndlmre of Rs. 2,250 in respect of repau-s during the working
life of the machine;

(c) that it consume 5 units of iaower @ 12 paise per unit, and
(d) thatthe working life of the machine will be 18,000 hours
Solutien - |
Computation of Machine Hdur Rate : _
. Standing charges : o ~ Rs. | Rs. per hour
ir*-'“ ~ RentRs. 1560+25 3 - 312 |
Lighting 576 x - T

Insurance . 72

. Cotton waster, oiletc. - ' 120
Salary for foreman 12000 x 1/4

HH

Standing charges per hour : : 2.00
Machine expenses ' ' |
18400 — 400

/18000 .
_ Repairs 2250 + 18000 w0125

Power 5 units @ 12 p. _ - 060
3.725

Depreciation 1.00

12)  Calculate the machine hour rate from the following particulars :
Cost of the machine S Rs. . 20,000
Estimated scrap value - 15000 hours
| Estimated scrap value _ Rs. 500
Estimated working hours per annuim _ 2000
Amounttakcnasaloanatlo%t()pmchasethemchm o o
(therest is provided by the firm itself) - Rs. - . 14000 - |
Power 20 units @ 7 paise per unit L
Repairs and maintenance per annum - Rs. 1,500_'
No. of operators (looking after three other machmcs also) - ' 2
Wages per operator : - Rs. 150/-pm. '
Overheads chargeable to the machine = ' Rs. 200/-pm..

208 Insurance premium per annuim 0.7 of the cost of the machine



Solution -
Computation of Machine Hour Rate

Standing charges : 150x2212 . - - Rs. | Rs.
- Wages of operators ———Z—""- = 900
Overheads : _ ' 2,400
Insurance premium 140
Interest on capital borrowed | ' - 1,400
8 4,340 |
Standing charged per hour 4840 + 2000 2.42
Machine expenses : |
20000 - 500 .
' Depreclatlon W = | 1.30
1500 : |
Repairs 5’6‘6‘ - : | - | .0.75
Power 20 units @ 7 paise : . iﬂ
' Machine Hour Rate 5.87

Note : Sometxmes the interest of borrowings is not included as 2 standmg charge in which
case the machine hour will be Rs. 5.17

13)  The following annual charges are incurred in respect of a machine shop where manual
labour is almost nif and where work is done by means of five machines of exactly similar

type and specification.
. _ Rs.
Rent and Rate (proportion to the floor space) | 4500
'Depreciation on machine ) 500
Repairs for five machies ' ; 1,500
- Cost of pOwér consumed @ 6 1/4 paise per unit for the shop 3__,750
~ General lighting charges fortheshop _ - 550

Attendarits < there are two attendants for the five niachincs aud
they are each paid Rs, 60 p.m. _
There is one supervisor for the five machines and he is paid Rs. 250 p.m.
- Cotton waste, lubricants, etc., for the shop - 500
Hire Purchase instalment on the machine (mcludmg Rs. 300 as interest) 1,500
" The machine uses 10 units of power per hour. o
Calculate the machine Hour Rate for the year.
Solution | ‘

. In this problem the number of hours the machine works per yvear is not given. But it can
be calculated with the help of the cost of power. s :

Cost of power for the shop Rs. 3,750 00



“aie per unit : 6 1/4 p.
37
No. of units 202 100X 66 000 units.
% :
No. of units per machine : 60,000 + 5=12,000 |

Machine uses 10 units per hour,
12000

No. of machine hours: _—_— =1200
10
_ Calculation of Machine Hour Rate
Standing charges : : Rs. Rs.
Rent 4500 + 5 = g0
General lighting 550+ 5 ' 110
2x60x12
Attendants wages ———— 288
5
250x 12 '
Supervisor's Salary: —— 600
5 . o
Cotton waste, lubricators etc "5_ . - 100
Interest on Hire purchase | o _ 300
2,298
Standing charges per bour -1200_. _ 1.915
Machine expenses : :
500 o
Dépreciation 20 __ 0417
Repairs (1500 + 3) + 1200 0;',250
Poverlounis@® 6 /4 P- - 0.625
3.207
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- UNIT 27 PROBLEMS WITH SOLUTIONS ON
| METHODS OF COSTING

| 1. UNIT COSTING

Problem No 1

'M/s. Bhagyanagar Industries Ltd., manufactures a standard product. The following is
the data relating to the product for the month of April, 2002:

. Raw materials consumed : Rs. 60,000; Direct wages : Rs. 36,000; Machine hoursworked
Rs. 3,000; Machine hour rate : Rs. 4; Office on cost : 10% of works cost; Selling on cost : Rs..
2.50 per unit; units produced : 10,000; Units sold : 9,200 @ Rs. 40/- each unit. You are required
- to prepare a Cost Sheet in respect of what is given above showing (i) cost per unit and (ii) profit
for the month :

Solution
M/s. Bhagyanagar Industries Ltd.
Cost sheet for the month of April, 2002
' Outpat : 10,000
perunit  Total
. _ . Rs. Rs.
Raw-_matcrial consumed (Dircct Material) 6.00 - 60,000
Direct wages . 360 - 36,000
- Direct expenses : - -
PRIME COST - | 960 96000 =
Factory Overheads (3,000 hours @ Rs. 4 per umt) 1.20 12,000 i
. WORKS COST : - 1080 1,08,000
Office Overheads (10% of works cost) . - 1.08 10,800
. COST OF PRODUCTION (10,000 u:mts) 11.88 1,18,800 o
Less stock of finished goods (800 units @ Rs. 11.88 per umt) 9,504 :
| COST OF GOODS SOLD (9,200 units) 1,09296
Add sellmg overheads Rs. 2.50 per unit on 9,200 units ' 23,000
TOTAL COST (9,200 units) 13229
PROFIT (on sale of 9,200 units) 235704
SALES : 9,200 units @ Rs. 40 each -' 3,68,000

(i) Cost per unit Rs. 11.88 (ii) Profit for the month of August : Rs. 2,35,704
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Problem No. 2

. The following details have been obtained from the cost records of M/s. Ever Glittering
Paints Ltd., for the month of September, 2001 :

. . Rs.
Stock of raw materials {on the Ist September 2001) 75,000
Work in progress (on the 1st of September, 2001) 28,000
Stock of finalised goods (on the Ist of September, 2001) 54,000
Stack of raw materials (on 30-9-2001) | S 01500
Work in progress (on 30-9-2001) | 35,000
Stock of finished goods (on 30-9-2001) - 31.000
Wageé. (Direct labour) | 52,500
Sales 2,11,000
Purchase of raw materials - 66,000
Factory rent and rates | | 15,000
Depreciation on Plantand Machinery o 3,500
Expenlses on purchases ' _ 1,500
Carriage outwards ‘ _ 2,500
Advertising - S o 3500
Office rent and taxes : 2,500
Travelling sales men’s salaries & commission ' 14,500
Solion
_ M/s. Ever Glittering Paints Ltd.
Statement showing the value of materials consumed, total cost of production,
the cost of goods sold and profiton ;he goods spld
Period : Month of September, 2001 . Output :
' . Ras. Rs.
Opening stock of raw materials (1-9-2001) 75,000
Add: purchases during the month 66,000
Add: expenses on purchases 1,500
_ 1,42,500
Less: closing stock of raw materials (30-9-2001) 91,500
(a) The value of materials consumed : 51,0600
Direct wages _52,500
Prime Cost 1,03,500
Add: Factory Overheads: 15,000 '
Factory rent and rates 3500 .
18,500
Add: Work in Progress (1-9-2001) _28000
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Less: Work in Progress (30-9-2001)

Add: Office and administrative on cost
_ Oﬁicc rent and taxes

Add:  Opening stock of finished goods (1-9-2001)

Less : Closingstock of finished goods (30-9-2001)
Cost of goods sold :
Add: Sellingand distribution on cost
Carriage outwards
Advertising
Travelling salesmen'’s salaries, etc.
Total cost (cost of goods sold)
Profits on goods sold - '

I_’roble'm No.3. -

‘The following particulars relate to a commodlty produccd by M/s Prospcrous Co., for

the half year ending on the of 30th June, 2002

Stock of raw materials 1-1-2002
Work in Progress 1-1-2002

Stock of finished goods 1-1-2002 (1600 tonnes)

_ Stock of raw materials (30-6-2002)
Work in Progress (30-6-2002)

Stock of finished goods (30-6-2002) (3 200 tormes) '

_' Purchase of raw ‘materials
._Dzrect wagcs '

.Rent rates and insurance & other works €xpenses

Camage inwards
Sales of finished goods
Cost of factory supervision

' Adverﬂsemcnt and other selling expenses amounted to 75
_ tonmes of the commodity were produced during the period.

You are required to calculate (a) the cost of raw materials; consumed (b) the cost of

e 132,000

1,50,0&)...
35 000

1,15,000

2,500
3,500
14500 20,500
1,61,000
50,000
2:11;000

“Rs.
22,000
5,280
17,600

24464 -

17,600
35,200

1,10,000

000
1,584

3,30,000
8,800

output for the period; (c) the cost of sa]es and (d) total profit and profit per tonne sold.

paise per tonne sold. 25,600 '
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Solution

| The Prosperous Co. |
Statement shqwing cost and profit for the half year ending on the 30th of June, 2002

- Qutpht : 25,600 times

1214

. Opening stock of raw materials

Add : Purchase of raw materials
Add : Carriage mwards

Less : Closing stock of raw materials

(a) Cost of raw materials consumed :
Direct wages

Prime Cost
Add ;: Works expenses : _
Rent, rates insurance and other works expenscs

. Cost of factory supervision

Add : Work in progress (opening)

Less - Work in progress at the end

Less closing stock of finished goods (3 ,200 tonnes)

" Cost of production of goods sold (24,000) tonnes

Add : Advertisement and other selling expenses

@ 75 paise per tonne sold 24,000 x 75 paise

(c) - Costofsales (24,000 tonnes)
_ Profit (on sale of 24,000 tonnes)

. Sales (24,000 tonnesy

Rs.
22,000
1,32,000
1,584

1,55,584
24,464

44,000

8300

(b) Works Cost (as there are no office expenses this itself represents
Cost of Production of 25,600 tonnes of goods
- Add : Opening stock of finished goods (1600 tonnes)

produced)

(d) Profit pertonne =Rs. 48,000 divided by 24000=Rs.2

Rs.

1,31,120
1,10,000

e —————

2,41,120

52,800

203,920
5,280

22,9920

17,600

2!8 1 ’6.00

17,600

2,99,200
35,200

2,64,000

- 18,000

2,82,000
48,000

3,30,000 . -
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Probiem Ne. 4

The following figures relate to the pens manufactured by
Ltd. for the period of six months ending on the 30th of June 2002 :

Ms. Parker and Sheifer Co,,

. : Rs. : Rs.
Stock of materials (1-1-2002) 96,000 . Depreciation of plant 13,000
Stock of materials (30-6-2002) 125600  Depreciation (office fumiture) 600
Materials purchased o ~3,70,000 Directors' fees _ 12,000
Trsivé]ling’ expenses : 4200  Gas & water (factory) 2,400
Travelling salesmen's salaries 15400  Gas & water (office) 800
Productive wages 2,52000  General expenses 6,300
Mahager‘s salary Carriage inwards 14,300
(3/4thto factory & 1/4thto office) 20,000  Bad debts 13,000
Carriage & caﬂéﬁe outwards - 8600 . Repairs of plant 8,900
Rent, rates & insurance (factory) 17000  Sales © 922200
Rent, rates & insurance (office) 4,000 Drawing office salaries ' 13,00
Cash discount allowed - 5,800
Counting house salaries 25,200

__\_Pr:e;:iare a stétémént showing (a) The cost of materials consumed, (b} Prime Cost, (é) '
Factory Cost, (d) Percentage of Factory Overheads on Productive Wages, () Percentage of
General overheads on Factory cost, (f) Total Cost, and (g) Profit. :

Solution

M/s. Parker and Shiefer co,, Ltd.

Statement showing total cost and the profit made during the
six months ending on the 30th of June 2002

Opening stock of raw materials
Add: Purchases of raw mateérials
Add: Carriage inwards :

Less: Closing stock of raw materials

(a) Cost of material consumed :
Add: Productive wages -

~ (b) Prime Cost
Add: Factory on cost :
- Depreciation on Plant

Gas and water
Manager's salaries (3/4 of 20,000)
Repairs to plant _
Rent, rates and insurance
Drawing Office salaries

‘ Factory Cost .

Rs.
96,600
3,70,000

14300

- 4,80,300

'1,25,600

13,000

2400

15,000
8,900
17,000

13,000 -
69,300

Rs.

-3,54,700
252000
606,700
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Aduo: Office and administration on cost:- :
* Depreciation (office fumiture) - - 600

Directors' fees 12,000

Gas and water T 300

Manager's salary (1/4 of 20,000) ' 5,000

General expenses _ 6,800 |

Rent, rates and insurance. 4,000 .

Counting house salaries o 25,200 54,400 |

' Cost of Production : ' 7,30,400

* Add: Selling and distribution on cost: _ ' _ '

Travelling expenses . ' 4200

Travelling sales men salaries 15,400

Carriage & cartage outwards 8,600

Bad debts _ ' 13,000

Cash discount 5,800

—T 47,000

(ﬂ Total Cost ' _ _ 1,77,400
(g) Profit o S 1,4,800
Sales | - | S 922200

General overheads = Office overheads + Selling overheads
= 54,000 + 47,000 = 1,01,400

101400

Percentage of General Overheads on Factory Cost = ————=X 100 = 15%
676000
69 300 0
Percentage of Factory Overheads on Wages = 2_5-2_0%- x 100 = 27.5%

~ Problem No. 5 _
- Pavan and Anil are partners engaged in the manufacture of two kinds of mantles, "Vayu'
and Maruti’. The following particulars relate to these mantles for the year 2001 :

_ Vayu M@mﬁ
" Number of mantles manufactured - 25,000 12,000
Rs. _Rs;
Direct costs & .
Materials 3,140 . 2,650
Wages 19,400 5,700
Power, etc 12,100 ' 1,410
!' . | 14,640 9,760
Other costs : —_— . Rs. ' :
Factory supervision 3,600
Packing wages and expenses - 400

"Managing and selling exp. 4,440
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You are required to prepared a statement showing thc cost of each kind of mantle when
ready for despatch taking the following into account .

a) Factory supervision to be charged in proportlon to the direct costs.

b) - Packing expenses to be apportioned in the ratio that direct costs plus factory
' supervision costs of ‘Vayu' bear to similar costs of 'Maruti'.

. :c)' Management and selling cxpenses to be charged in proportion to the mantles

manufactured.
Solution
Statements showing the cost of Mantles ' _ | |
Particulars : __ Vayu Mamti
(25,000) {12,000)
. Rs. : Rs.
‘Direct costs S '
Wages _ _ o : 9,400 . 5700
Power, etc ' o .2,1_00 o 1410
- Prime Cost - 14,640 9,760
Add: Other Overhead Cost : | =
Factory supervision in the ratioof (3:2) | 2,160 1,440
Packing wages and expenses (3 : 2) 240 160
- Management and selling expenses (25 : 12) 3,000 1,440
Total Cost ; 20040 12,800_

Note : ) C . :
1. Theproportion of direct costs is 14,640 : 9,760 =3 : 2

: 2 The proportion of direct costs plus packing wages and cxpenses of Vayu and Maruti |
isalso3:2 (16, 800:11,200) .

. 3. The propomon of mantles manufactured is 25 : 12 (25000 12000)
Problem No. 6

The accounts of M/s. Bnlhant Pi'oducts Ltd show the following infdnnation’ during the
year endmg on the 30th June, 2002

- Materials used : Rs. 3,00, 000 Produtive wages 2,50 000 Factoryand General expenses
Rs 50 ;000; Administrative and other expenses : Rs. 30,000.

'Ihe factory and general expenses relate to the factory only. You are required to prepare
~ the followmg statements: - :

3 a) Factory cost of “production statement.
- b) Percmtagc of factory and general expenses to productive wages,
' "c) Perccntagc of sdministrative and other expenses to factory cost,

d) Theprice the Company should quote; on the basis of the information given above, for
the production of a machine requiring materials valued at Rs. 1,000 and wagesatRs.

500, so that the price may yield a profit of 25% on the selling price, »
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Solution

" M/s. Brilliant Pmﬂuéts Itd.

Period : Year ending on the 30th of June, 2002  Output:
| Rs.
Cost of Material consumed : 3.00,000
Productive wages : 2,50,000
PRIME COST - | 75.50000
‘Add  Factory and general expenses : 50,000
(a) FACTORY COST . | "6,00,000
Add  Administrative and other expenses ' : 30,000
COST OF PRODUCTION | - 6,30,000
(b) Percentage of Factory and general expenses to Productive wages -
= 50000/2,50,00x100 =20%
(c) Percentage of. Administrative and other expenses to Factory cost =
" 30,000/6,00,000x 100=5% |
Statement showing the estimated cost of production
* of the proposed machine
Rs.
Materials | 1,000
Wages - 500
Prime Cost . ' 1,500
Add  Factory and general expenses at 20% on wages | o 100
Factory Cost ' 1,600
Add  Administrative and other expenses at 5% on Factory cost _ 20 |
Cost of Production 1,680
Profit at 25% on Selling price or 33.3% on Cost of production 560 )

Selling Price © , _ 2—,547)

Problem No. 7 |
The following is the summarised expenditure mcurred in conhection with the manufacture

of a commodity by M/s. Fitwell Co., Ltd. -.
Three months ending on

31-3-2002 30-6-2002

Raw materials consumed 72,000 98,000 -
Productive wages 1,44,000 196,000
Unproductive wages 60,000 - - 82,000
Direct expenses 18,000 25:{00
Taxes and insurance (works) 1,500 _ 1500
2000 2000
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- Factory rent
Depreciation
Factory repairs

Administration expenses

Output (in tonnes)
Prepare a Cost Sheet showing the- comparatlve cost of each item per tonne for each of
the above mentioned periods. :

Selutions
Three month ending on
. 31-3-2002
-Output 12000 tonnes
- Total Cost per
Amount torme
Rs. Rs.
72000 600
144000 12,00 .

- 18,000 1.50

1234000 1950

60000  5.00
1500 0.13
2,000 017
3000 025
4000 033
6000  0.50
310,500 25.88
24000 200
334,500 27.88 .
: Problem No. 8

In respect of M/s. All Efficient Co., run
ﬁgures have been ‘obtained for the year 2001,

M/s. FIT WELL CO., LTD.

Cost Sheet

Particulars

Cost raw materials

* Productive wages

Direct expenses

PRIME COST

- Works expenses :
. Unproductive wages

Taxes and.: Insurance
Light and water
Factory rent
Depreciation

. Factory repairs

FACTORY COST

Administration expenscs |

COST OF PRODUCTION -

3,000

4,000

6000

24,000

334500

12,000

3,000

4000

9,000:
24,000

' 4_44,50_0

16,000

Three months endingon -
30-6-2002 _
QOutput : 16000 tonnes
Tota) Cost per
Amount tonne
Rs. .. Rs.
98,000 6.13
1,96,000 12.25
25,000 1.56
319000 1994
82,000 5.12
1,500 009 .
2,000 0.13
3,000 0.19
- 4,000 - 025
9,000 ~ 0.56
4,20,500 2628
24,000 150 ¢
4,44,500 . 27.78

by Mr. Sincere and Mr. Hardwork, thé following

Cost of materials
Wages and labour ~
Factory overheads
Administrative exp.

R
6,00,000
5,00,000
3,00,000
3,36,000

Profit

“Selling charges
Distribution exp.

 Rs.
0 2,24,000
-~ 1,40,000
5,25,000
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Assuing that in 2002 : 1) the rate of Factory Overheads will go up by 20%. 2} distribution
expenses will come down by 10% and 3) selling and administration expenses will goup by 12 1/
2% at what price is the product to be sold so as to earn the same rate of profit on the seling |
price as in 2001 if the cost of materials and labour of this product were to be Rs. 8,000 and Rs.
5000 respectively ? Factory overheads are to be based on direct labour and other charges on
Factory cost. '

Solution
| Mis. All Efficient Co., Ltd.
 Statement showing the Total cost and Profit. -
. - . Rs.
. Cost of materials - 6,00,000
Wages 5,00,000
- Prime Cost 11,00,000
Add  Factory overheads . . 3,00,000
: o Works Cost: _ 14,00,000
Add  Administration overheads - 336,000
Cost of Production \ 17,36,000
Add Selling expenses 2,24,000
Add~ Distribution expenses . | 11,40,000
Total Cost - o S 21,00,000
Profit ' 5,25,000
Selling Price 26,25,000
Percentage of Factory Overheads to wages = Rs. 3,00,000
divided by 5,00,000 x 100 =60%
Percentage of Admini_su'ation Overheads of Factory Cost = Rs. 3,36,000
divided by 14,00,000 x 100 =24% _
Percentage of Selling expenses to Factory Cost = Rs. 2,24,000
divided by 14,00,000x 100=10% .
Percentage of Distribution expenses to Factory Cost = Rs. 1,40,000
divided by 14,00,000x 100= 16%
Percentage of Profit to Total Cost = Rs. 5,25,000
divided by 21,00,000x 100=25% |
Statement showing the estimated Selling Price of the product in 2002
_ basing on the above mentioned factors :
Cost of Material 8,000
Cost of Labour 5,000
- PRIME COST _ 13,000
" Add  Factory expenses. 60% on wages 3,000
\ Plus 20% increase over Rs. 3,000 600 3600
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W(jliKs COST N 16,600

Add  Administrition expenses at 24% on Works cost . 3984
© Plus 12 1/2% increase on Rs. 3,984 S as
a ' 14,482
_ _ 21,082
COST OF PRODUCTION |
- Add - Sél]ing éxpénscé at 16% on Works Cost 2,656
Plus 12 1/2% increase oni Rs. 2,656 332
B A | | 2,988
Add  Distribution expenses at 10% on Works Cost -1—,66_0 '
Minus 10% decrease on Rs. 1,660 _ 166
: , 1,49
| | TOTAL COST 25,564
Add  Profit 25% on Total Cost or 20% on S.P. | 8391
| SELLING PRICE : | 31955
Problem No. 9 a

: The following are the balances of the impérsohal ledger of M/s. Black Diamond Colliery
Co., for the year ending on the 3 1st of December, 2001.

" Rs. : : ' : Rs.
Wages for coal product - 5,80,000° Coalsold _ ' :
Coal for colliery consumiption 45,000 (including colliery 11200 tons) 8,84,000
‘Timber used in coal production 64,000 Wages for coke making 50,000
Ropes used in coal production 12,000 Stores used for coke mald'ng _ 37,000
Stores used in coal production- 76,000  Salaries used coke mﬁkjng _ o 8,000
Royaltiespaid 42000 Coke sold 43,500 tons 540,000
General charges 70,000
Salaries 36,000

~ The stock of the coal at the beginning of the year amounting to 7000 tons was valued at

Rs. 5 per ton and at the end of the year 15000 tons were valued at a similar rate. The stock of

coke at the beginning of the year amounted to 2000 tons at Rs. 10 per ton and at the close of the

- year 500 tons values at the indentical rate. The total production of colliery was 1,85,000 tons of
coal and 42,000 tons of coke; and 65,000 tons of coal was used for coke making.

PR E Prepare separately the -pmductioﬁ Account for coal and éoke respectively,-s‘howing-.the
cost of each item of expenses per ton of coal and coke respectively, taking coal used for coke
- making at cost price. S - :
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Solution

Cole Production Account

- for the year ending on the 31st of December, 2001

Dr. Cr.
Rs. . Rs.
" To Opening stock _ By Salésincluding o
7000 tons @ Rs. 5 35000]  dolliery consumption 8,84,000
To Raw material By Coke production- :
(coal @ 24 Ps. per ton) 45,000 65000 fons @ Rs. 5 3,25,000
To Timber @ 35 Ps. per ton 64,000| By Stock of coal
To Ropes @ 6 Ps. per ton 12,000 15000 tons @ Rs. 5 75,000
To Wages @ Rs. 41 Ps. per ton 5,80,000 '
To Royalties paid @ 23 Ps. per ton 42,000
To General charges @ 38 Ps.perton  70,000{
~To Salaries @ 19 Ps. per ton 36,000
To Stores used @ 4 Ps. per ton 76,000
To Production costof
18500 @ Rs. 5.19 9,60,000
To Profit c/d 3,24,000
12,84,000 12,84,000
Dr. ' .Coke Production Account Cr.
| Rs.| . Rs.
To Stock 2000 tons By Sales of 43,500tons 540,000
@ Rs. 10 per ton _ 20,000 Closing stock of '
To Coal Production Alc. 3,25,000 500 tons @ Rs. 10/- 5,000
To Wages @ 1.19 per ton 50,000
To Stores (88 paise) 37,000
To Salaries @ 19 paise per ton 8,000
Production of 44,000 tons @Rs. 10/~ 4,40,000
Profit (Approx.) 1,05,000
5,45,000 5,45,000

Note : Cost of each item per ton is calculated taking into account the output of coal to be -

1,85,000 tons and that of coke 43,500 tons.



' Problem No. 10 _
The summarised Tradmg and Profit and Loss ﬁccount of M/s. SWIFT CYCLES LTD., for

the year ending on the 30th of September, 2001 as under :

Dr. - - Coke Production Account _ Cr. .
_ oo . Rs. _ RS.. _
To Cost of materials 1,00,000 By Sales ' o 5,_80,000
. To Direct wages _ 1,50,000 - :
To Manufacturing cost ' 80,000 ' *
To Gross profitc/d. - 250,000 . -
ssoooo o 5,80,000
To Staffsalaries = 60,000 By Gross profit b/d 2,50,000
To Rent and rates 10,000 '
To Selling expenses _ 50,000
To Generdl expenses 40000
To Net P_roﬁt c/d '_90,0QO_ )
250,000 - - 2,50,000

Duting the year the company manufactured 2000 cycles for. the year endmg 30th
September, 2002 it is estimated that :

4} Output and sales will be 2,100 cycles '

b) Prices of materials will rise by 30% on the previous year s level.

¢) Wages rates will rise by 33.3%

d) Manufacturing cost will tise by 25%

€) A bonus of one-sixth salary is expected to be pald to office staff.”

‘1) Selling costs and other expenses will rise in proportion to cost of materials.

You are required to submit a statement to the directors showmg the price at whlch cycles

should be marked so as to show a proﬁt of 10% on the selling price.

Solution
l_Ws Swift Qrcles Limited
 COST SHEET
Period : The year ending on 30-9-2001 ' * Output: 2000 cycles
. : - Cost -~ . . TotalCost -
- Per unit (Output : 2000)
L : Rs. : Rs.
Cost of Materials 50-00 1,00,000
Cost of productive labour - 75-00 " 1,50,000
, ~ “Prime Cost 125-00 - 2,50,000
Add  Manufacturing expenses- = 4000 80,000
- Factory Cost 16500 .~ 3304
Add Office and administration expenses - - - -
Office salaries - 60000
- Rent & Rates -~ 16,000
 General Expenses - 40,000 -
. 55-00 1,10,000
a Cost of Production . 22000 . 4,40,000
Add  Sellingexpenses Y T 2500 50,000

Total Cost - 24500 . 4,90,000
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Statement showing the estimated selling price per cy_cié-during the
year ending on the 30th of September, 2002

Cost per Cycle
o __ Rs. Ps.
Cost of material (Rs. 50 + 30% increasc) : 65-00 - -

Cost of Labour (Rs. 75+33.3% increase) | 100-00
_ Prime Cost 16500
Add  Manufacturing expenses (Rs. 40 + 25% increase) | | 50-00

Factory Cost | 21500
Add Officeoncost: ' o
Salaries (Rs. 30 + 1/6 of salaries as Bonus) 35-00
Rent & Rates (Rs. 5 + 30% incrase) _ 6-50
‘General expenses (Rs. 20 + 30%) ' _ - 26-00
CostofProduction 282-50

Add  Selling expenses (Rs. 25 + 30% incrase) - 3250
Total Cbst; | ' ' 315-00
Add  Profit (10% on selling price or 1/9 of cost) o 3500
Selting Price . 35000

——

Problem No. 11 _ :
‘ Miss Minerva, the Mar_laging Director of M/s. Marvel Manufacturing Co., consults you
as to the minimum price at which ghe can sell the output of one of the departments of the
company which is intended to produce.goods on a mass scale in future. The company's records
show the following particulars for the department for the past year. '

Production and sales 100 Units

Rs. ' Rs.
Materials - 6,500 ' -
Direct Labour 3,500 Office overhead ' 1,400
Direct charges 500 Sellingoverhead | 1,600
Works overhead 3,500 Profit _ : T 2,500

You ascertain that 40% of the works verhead fluctuates directly with proudction and
that 70% of the selling overhead fluctuates with sales. It is anticipated that the department will -
produce 500 units per annum and that dirgct labour charges per unit be reduced by 20% while
fixed works overhead charges will increase by Rs. 1,500. Office overhead-and fixed selling
overhead charges are expected to show an increase of 25%, and no increase in other charges

is anticipated.

Prepare a statement for submission to Miss Minerva.
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" Solution

Statement showing Total cost and cost per unit

Particulars | | Totalcost ~ Cost per

| | 100 uniits Unit

. Rs. ) Rs.

Materials o , 6500 - 6500
© Labour | I 3500 3500
Direct charges ' 500 500
- Prime Cost . 10500 105-00

Add  Works overheads - 350 35400
| -  Works Cost 14000 14000

Add  Office overheads | | o _L400 1400
- - | Cost of Production 15400 . 15400

Add  Selingoverheads - | 1,600 1600
Total Cost 17000  170-00

Statement showing the estimated cost of 500 units

Particulars . _ . Rs.
‘Materials (Rs. 65 x 500) \.. | 32,500
Labour (Rs. 35 — 20% decrease = 28 x 500) | 14,000

Direct charges (Rs. 5 x 500) | 2500
- | Prie Cost | 49,000

Add Works overheads : _ . .
40% Variable (40% of 35=Rs. 14x500) 7000

. 60% fixed (60% 0£3500-<2100 + 1500) 3,600
_ . _ Work Cost _ 59,600
Add  Office overheads (Rs. 1,400 x 25% ) - 1750
_ Cost of production 61,350
‘Add  Selling overheads: . - o
70% Variable (70% of Rs. 16 = 11.20 x 500) 5,600
30% Fixed (30% of 1,600 = 480 + 25%) __600
Total Cost 67,550




2. JOB AND BATCH COSTING
Problem No. 1 |

The following information is extracted from the costrecords of an engineering works in
respect of Job No. 505. ' _

Materials Rs. 8,020; Wages : Department X 60 hours @ Rs. 6 P.H., Department Y 40
hours @ Rs. 4 P.H.; Department Z 20 hours @ rs. 10 P.H. ' -

" Overhead expenses for these three departments were estimate as follows : (a) Fixed
overheads at Rs. 40,000 for 10,000 normal working hours (b) Variable overheads : Department
X Rs. 10,000 for 5,000 working hours; Department Y Rs. 6,000 for 1,500 working hours;
Department Z Rs. 4,000 for 500 working hours.

You are required to calculate the cost Job No. 505 and calculate the price to give a profit
of 25% on selling price. ' :
Solution
Calculation of overheads recovery rate :
Fixed overheads: - Estimated fixed cost Rs. 40,000
Estimated direct working hours : 10,000
Hourly rate = 40,000 + 10,000 = Rs. 4/- P.H.
Variable overheads : Amount of overheads + No. of working hours
Department X = 10,000 + 5,000 = Rs.2/- PH.
" Department Y = 6,000 + 1,500 = Rs. 4/- P.H.
Department Z = 4,00 + 500 =Rs. 8/- PH.
COST SHEET FOR JOB NO. 505

Rs.
Materials 8,020
Wages :
Department X @ Rs. 6 PH. for 60 hours . 360
Department Y @ Rs. 4 PH. for 40 hours ' 160
Department Z @ Rs. 10 P.H. for 20 hours . 200 L
720
Prime Cost : $,740
Add Overhads : |
Fixed overheads : 120 hours x Rs. 4 =480
Variéblc overheads .
Department X @ Rs. 2 P.H. for 60 Hrs. 120
Department Y @ Rs. 4 PH. for 40 Hrs. 160
Department Z @ Rs. 8 P'H. for 20 Hrs. 160 )
| ' 440 920
- Total Cost: . : 9,660
Add Profit at 25% on selling price or one-third of Cost 3220
b | 12,880

05 Lo ~ Selling Price:




Problem No. 2 _
A work order for 500 umts of a commodity has to pass through four dlffercnt machines of
which the machine hour rates are as follows :
Machine A Rs. 2-5; Machine B Rs. 6-00; Machine C Rs 8-00 Machine D Rs. 5-00
The following expenses have been incurred on the work order : Materials Rs. 40,000;

Wages Rs. 3,000; Number of hours worked: Machine A 400 hours, Machme B 600 hours;
Machine C 480 hours and Machine D 200 hours.

Solution
Statement showing Cost and Selling Price of a work order for 500 units
. . ' _ Rs. Rs.
Materialused - - 40000
Less material retuned | 2000
o o 38,000.00
Wages . | | 3,000.00
| Prime Cost ; - 41,0000.00
Add  Works overhads. : _ '
“Machine A 400 hours x Rs. 2-50 1,000
Machine B 600 bours xRs. 600 3,600
~ Machine C 480 hours x Rs. 8-00 3,840
Machine D 200 hours x Rs. 5-00 _1,000
| ‘ | 9,440.00
_ . Works Cost: ' 50,4'40.00
Add’ Office overhead : | | |
60% of Works cost - | | 3026400
| o 80,704.00
Less Sales of discarded units : _
* 10% of production discarded S 8,070.40
Half to be realised 14,035.20
Loss: ' _—“ . 403520
. TotalCost: . 76,668.80
Add Profit 20% on Selling Price or 25% on Cost .l 9,167.20
Selling Price of 500 units : _ m '

Sellmgpnceperumt Rs. 95,836-500 = Rs. 191 67

Note : Itis prcsunwd that the net output of the work order is 500 umts, after the dzscarded units
have been adjusted for _



2roblem No. 3

Frm_‘n the following data extracted fro:p a paper Mill, find out in the suitable Cost Sheet
form: (a) Prime Cost (b) Works Cost (¢) Total Cost (d) Selling Price and () Seliing price per
tonne of paper. '

Direct Material : Paper pulp 1,000 tonnes @ Rs. 100 per tonne, other M_i'scellaneous"

 materials 200 tonnes at Rs.60 per tonne.

Direct Labour : 100 skilled men @ Rs. 10 per day for 20 days and 56 unskilled workmen
@ Rs. 6 per day for 20 days. - ' ' :

Direct expenses : Speciai equipment Rs. 10,000 and special dies Rs. 4,000
Works overhead : Variable 100% on direct wages. Fixed 60% on direct wages.

Administrative overhead at 10% of works cost and selling and distributive overhead at
15% of works cost. Profit 10% on total cost. Finished paper manufactured 1,000 tonnes. Sale of

. waste paper Rs. 2,000.
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. There was work-in-progress neither at the beginning nor at the end. The scrap value of
special equipment is nil after use. Work was done only for 20 days in the month.

Statement showing the Selling Price of Paper

Period: : _ Output : 1,000 tonnes
| | Rs. .
Direct Material :
Paper pulp 1,000 tonnes @ Rs. 100 per tonne - 1,00,000
‘Other materials 200 tonnes @ Rs. 60 per tonne 12,000
1,12,000
Direct Labour : .
100 skilled men @ Rs. 10 per day for 20 days - .20,000
50 unskilled men @ Rs. 6 per day for 20 days 6,000
' - ' 26,000
Direct Expenses : _
Special Equipment 10,000
Special dies : 4,000
14000
(a) Prime-Cost : : | 1,52,000
Works overhead : _ o _ '
Variable 100% on direct labour - 26,000
- Fixed 60% on direct labour 15,600 _ _
: 41,600
1,93,600
Less sale of waste paper o _ 2,000
(b) Works Cost 1,91,600
Office overhead 10% of workscost ; 19,160
Cost of Production : _ . 2,10,760
Selling and Distributive overheads 15% on Works Cost : ) 28,740
(c) Total Cost 2,39,500
“Profit at 10% on total Cost S 23,950
(d) Selling Price : ' 2,63,450




The output is 1,000 tonnes and the total selling price Rs. 2,63,450.
() The selling Price per tonne = 2,63,450 + 1,000 Rs. 263.45.

Problem No. 4

During August, 2001 a Company was engaged on three _]ObS all of which were sfarted on

1st August. The following details relating to the jobs are available :

Purchase of materials
Stores issued

Direct wages

Direct expenses

- Materials returned to stores

JobNe.333  JobNo.334.
Rs. - Rs.
4000 4200
480 -
1,800 - 1,400

- 200

- Job No. 335

Rs.
2,800
1,400
1.200

80

Materials valued at Rs. 160 were transferred from Job No. 333 to Job No. 335 Overheads
for the month amounted to Rs. 5,600 and overheads are absorbed at 120% of direct wages. Job
No. 334 was completed during during the month and invoiced to the customer at Rs. 8,400,

Prepare (a) Job cost account (b) Work-in-progress control Alc (c) overheads control
account and (d) Costing profit and Loss Account for August 2001

Dr. Job No. 333 Account Cr.
Rs. . Rs.
To Materials 4000 By Transfer of materials to -
To Stores 480 Job NO. 335 160
To Direct wages - 1,800 By Balance c/d 8,280
To Overheads 2,160 '
8,440 8,440
D.T' Job No. 334 Account Cr.
o Rs. Rs.
To Materials- 4200 By Cost of Sales 7,480
To Direct wages . 1,400
To Direct expenses 200
To Overheads 1,680
7,480 7,480
Dr Job No. 335 Account Cr.
Rs. Rs.
To Materials- | _ 2,800 By Materials returned to stores -80
To Transfer of materials from By Balance ¢/d 6,920
" Job'No. 333 160
To Stores 1,400




To Direct wages 1200

Materials returned to Stores - 500

To Overheads - 1,400
_ 7,000 7,000
To Balance b/d - 6,920
Dr. Work-in-Progress Control Account Cr.
Rs. Rs.
To Purchases _ 11,000 © By Retums to stores 80
To Stores 1,880 By Cost of Sales 7,480
To Direct Wages - 4,400 By Balance c¢/d 15,200
To Direct Expenses _ 200 '
To Qverheads 5,280
22.760 22,760
Dr. _ Overheads Control Account Cr.
Rs. - Rs.
To Overheads incurred 5600 By Overheads absorbed . 5280
By Balance c/d (under-absorption) 320
5,600 5,600
By Balance b/d 320 _
Dr. Costing Profit and Loss Account Cr. .
_ - Rs. Rs.
To Cost of sales 7480 By Sales 8,400
To Profit 920
8,400 8,400
Problem No. 5
© The following information is obtained from the books of a business concern for the year
ended 31st December, 2001 :- _ _
~ Completed Jobs Work-in-progress
Raw materials supplied from stores 45,000 15_,000
 Wages 50,000 20,00
Chargeable expenses 5_,000 2,000
Materials transferred to work-in-progress 1,000 1,000



Factory overhead is 80% of s wages and Office overhead 25% of Factory cost. The value
of the executed contracts during 1990 was Rs. 2,05,000.

- Prepare(a) Consolidated Completed Jobs Account showing the profit made or loss mcum:d
on the contracts and also (b) Consolidated work-in-progress Account.

Solution
Dr. E ' Consolidated Completed Jobs A/c o Cr._
PO : ' Rs. _ - Rs.
To Ram Materials consumed : By Contractee's Account
supplies from stores 45,000  {the amount of contracts
Less transfered to W.1P.1,000 : - completed) : 2,035,000
44,000 o _
Less returned to stores 500 43,500
To Wages . 50,000
To Chargeable expenses B 5,000
To Factory overheads _
- {80% of wages) - 40,000
' ' - 1,38,500
To Office overheads 25% of
Rs. 1,38,500 ' 34,625
To Net Profit transferred to
P& L Al : 31,875
2,05,000 2,065,000
Dr. Consolidated Work-in-progress A/c . Cr.
_ - Rs. | ' Rs.
To Raw Matenials consumed : ' By Balance c/d 67500
supplied from stores 15,000 :
- Add Transferred from
completed jobs 1,000
' N S 16,000
To Wages - ' 20,000
“To Chargeable expenses ; 2,000
To Factory overheads o
| (80% of wages) - 16,000
54,000
To Office ovorhcéds
(25% of 54,000) 13,500
67,500 ' 67,500

|
|
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Problem No. 6

The following cost data are extracted from the books of a manufacturing concern for the
year ending on the 31st December, 2001 : - |

Direct material 120,000 Administration overheads 56,000
Direct wages 1,00,000 Selling & Distribution overheads 70,000
Factory overhecads 60,000  Profit 1,01,500

In 2002 the manufacturing concern receives an order for a number of jobs. Iiis estimated
that materials required will be Rs. 1,60,000 and wages amounting to Rs. 1,00,000 will be spent-
on the jobs. What should be the price for these jobs if the factory intends to eam the same rate
of profit on sales assuming that the selling and distribution overheads has gone up by 10%? The
factory recovers factory overheads as a percentage of direct wages and administration and
selling and distribution as a percentage of works cost. - C '

Solution

For quoting the selling price for the jobs to be undertaken, it is necessary to ascertain first
the relation between different elements of cost incurred in 2001.

Statement showing the total cost and the selling price of jobs undertaken in 2001

. _ Rs.

Direct materials - _ ' ©1,20,000
Direct wages ' : 1,00,000
Prime Cost : . 220,000

Factory overheads {60% of direct wages) : 60,000
. | Works Cost: 2,80,000
Administration overheads (20% of Works Cost) : 56,000
_ Cost of Production : _ 3,36,000

Selling & distribution overheads (25% of Works cost) : 70,000
" Cost of sales or Total Cost: | 4,06,600

Profit (25% on Total Cost or 20% on sales) © 1,01,500

Sales: 507,500

Statement showing the estimated co.ét of the Jobs to be underraken in the yeat 2002
. I Rs.

Direct Materials 1,60,000
Direct wages 1,00,000
Prime Cost : 2,60,000
Factory overheads (60% of direct wages) 60,000
. Works Cost : 3,20,000
Administration overheads (20% of work cost) _ 64,000

# Co'st of Production 3,384,000
Selling and Distribution overheads: (25%+10% of 25%) of Works Cost 88,000
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Cost, of Sales or Total Cost : o 4,72,000

- Add ; Profit (20% on Sales or 25% on total cost) 1,18000
- Selling Price _ | 5,590,000

Problem No. 7

ABC company produces goods agamst orders. Its manufacturing section consists of
~ three departmetns, X, Y and Z. It is practice of the company to prepare quarterfy budgets for
the purposes of control and the absorption of overheéads. The following information is extracted _
from the first quater budget of the company.

_ Departments _
Total X Y Z
Rs. Rs. Rs. Rs.
 Materials 60,000 10,000 20000 30000
Labour | 2350 7,500 8000 8500
Variable Facfory overhead 15000 - 5000 4,000 6,000
Fixed factory overhead 15,000 | - - -
Administrative overhead 10,000 - - -
Machine hours 20,000 6,000 4,000 | 10,000

¥
The factory overheads are absorbed on the basis of machine hours and the administration
overheads-is absorbed as a per centage of factory Cost.

The company has received an order from its regﬁlar customer for the supply of a specific
- variety of products that pass through two departments only, i.e., X and Y. In respect of the order,
the following particulars are available : :

X Y

Material Cost (Rs.) - C 1500 2500
Labour Cost (Rs.) | 00 800
Machine hours 600 | 400

Prepare a job order cost sheet and ascertain the price of the order if the margin of 20%
on sales i is. added to the total cost of production. :

_Solutmn:-
| * Job Order Cost Sheet
- Particulars _ Amount (Rs.)
Material Cost: Dept. X : Rs. 1,500 + Dept. Y : Rs. 2,500 4,000-00
Labour Cost : Dept. X : Rs. 700 + Dept. Y : Rs. §00 | O 1,50000
Prime Cost _ o 5,500-00

Factory Ovethead (On the basis of machine hdurs)

Variable:  DeptX: 5,000 600Rs 500 .
| 6,000 -



4,000

Dept Y : 7 500 % 400 Rs. 400 R 900-00
’ ' _ _
o 15,000 . o
Fixed: 20,000 x 1,000 ' | “750-00
Factory Cost | 7,150:00
Administrative Overhead : 8.81% of factory cost ' ' 629-91
Cost of Production ' | 7,77991
_ 20 | :
Profit : 20% of sales : 7779 -91 x EGE = 1,944-98 1,944-98
Selling Price of the order o 9,724-89
Problem No. 8:

M/s ABC Lid is committed to supply 24,000 bearnings per annum on a steady basis. It is
estimated that it costs 10 paise as inventory holding cost per bearing per month and that the set
up cost per batch of bearing manufacturing is Rs. 324

() What should be the optimum run size of bearing manufacture ?
(@) What should be the interval between two consecutive optimumrens ? ~
(i)  Find out the minimum inventory holding cost.

Solution

L [2,43
(i) EBQ= ol

Where; A= Annual demand : 24,000 bearings
8§ =Set-up Cost Rs. 324 '
C = Carrying Cost : 10 paise x 12

B J 2:240005324 _ (o0 e
0.10x12 ,

' " 3,600
(ii) Interval between two consecutive optimum runs )

=X 365 days = 55 days.

(m) Minimum inventory cost per annum _ .
= [{Annual Proudction/EBQ) x Setting-up cost] + [Average Inventory per annum x Holding
' Cost per unit]

- =[(24,000/3,600) x 324] +(3,600/2) x (0.10x 12)] -
=Rs. 4,320



ProblemNo.9 _. . o
Component SW ismade entlrely in the machmc shop numbcr ASW I Matena] cost is

Rs. 20 per component ‘Each component takes 6 minutes to produce. and the machmé opcrator
is paid Rs. 15 per hour Machine hour rate is Rs 72 per hour.

- The scttmg-up of the machine to producc the component takes 3 hours fof the operator

You are rcquned to'prepare cost sheets showmg the setting-up costs and the producnon
costs, both in total (i.. for the batch) and per component, assuming the batch size of (a) 100

components (b) 150 components, and (c) 200 components.

Batch No, X-786 incurrent the following costs :

Department A : 420 labour horus @ Rs. 3-50

- Department B : 686 labour hours @ Rs. 3-00

Direct materials = Rs. 3,280

Solation
Statement of Batch Cost
Particulars Total Batch Cost per |
. o Cost (Rg, ) C omponent (Rs.)
(a) Batch size of 100 components '
' Setting-up costs :
— Wages (3 hours @ Rs. 15 per hour) 45
S Machine expenses (3 hours @ Rs.-72 per honr__ | 216 o
' Total setnng-up CcOSts ; _2:1'5__1— 261
A Matmai cost (100 unts @ Rs. 20 per unlt) 2,000
Wages (10 hours @ Rs. 15 per hour) 150
Machine expenses (10 hours @ Rs. 72 per hour) _ 720
_ Productlon Cost \ M 28-70
'I‘otal Setting-up + Production Costs | ?”IE 3 i-}l _

(b) Batch size of 150 components : | - T
Sctting -up costs (camc as abone) 261 I—'?4 :
Production costs (150 x 28-70 per |
component as aboves) 4305 28-70

_ Totai Settmg—up + Proudction Costs @ ;O_—ZZ

(c) Batchsize of 200 components : | ——_

* Setting-up costs (same as above) 261 1-31
Production costs (200 x 28=70 per o -
component as above) | | 5,740 28-70 \_

| Total set’ting-up+Producti'on Costs- m . 3_0-:071 S

i’robleinNo.IG_ - |



Factory overheads are absorbed on labour and the rates Rs. 8 per hur for Department ‘A’
and Rs. 5 per hour for department B". : nent

_ The firmuses a cost plus system for determmmg selling pflC¢S and expects a25% gross
proﬁt (sales value minus factory cost)

Administrative overheads are absorbed at 16% of selling pnce
Assuming that 1,000 units were produced in Batch NO. X-786, Calculate
(a) The sellmg price per unit; :
) The total amount of administrative overheads recovered by Batch NO. X-786 ; and
(c) The notional net profit per unit. | : ' .
Solution : '
' Cost Sheet of Batch No. X-786

| Particulars - " Amount Amount
; ' " Rs. Rs.
Materials - - ' ' 3280
Labour: | -
Dept A : 420 Labour hours @ Rs. 3 50 1,470
Dept B : 686 labour horus @ Rs. 3-00 2,058 3,528
 Prime Cost T~ T 6,808
. Factory Overheads : ' '
| Dept A : 420 labour hours @ Rs 8 3,360 _
- ' DeptB:686lsbourhours @Rs.5 3430 6,790
| Factory Cost ' S 13,598
Administrative Overheads (10% of Rs. 18, 131) S 1,813
i Total Cost C1541
'% ' Profit | ' | 2,720

Selling Price : - ' 18,131

(a) The selling price per unit : Rs. 18,131 + 1,000 =Rs. 18=13

(b) Administrative overheads recovered =Rs. 1,813

(¢) Notional net profit per unit Rs. 2,720 + 1,000=Rs.2=72

‘Working Notes : .-

10x13,598
75 .

| . Sales Value Rs. 18,131 — Factory Cost Rs. 13,598 = Rs. 4,533 (equal to 25% _of sales

Sales value = =Rs. 18,131
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3.CONTRACT COSTING

| Problem No.1

From the ﬁaliomng particulars extracted ﬁ*mnthc books of a contractor, pmpare Contract
Account and the Contractee's Account Value of Contract Rs. 4,00,000. The contract work
commenced on 1st July, and was complete on the 31st December 2002.

Directmaterials ..~ 1550000 _-_;qqseTools_ . 6,000
- Wages ' 0 1,25000 __@ostof Tractor: . -

Special Plant . . 30000 . Rum_i_ingmatelials 4000

Stores issued . 14000 - Wages of drivers, ete. © 7,000

Other direct expenses _ 6000 -

On 31st December the Plant was returned subjects to a depreciation of 15% on the
original cost. The values of Loose tools and Stores returned were Rs. 4,000 and Rs. 2,000
respectively. The value of the Tractor was Rs. 50, 0700 and depreciation was to be charged at
this contract at the rate, of 20% per annum. The amcunt of administrative expcnses to be -
charged to.the contract is calculatcd at the rate of 10% on the works cost :

Dr L o ~ Contract Acmunr . . - Cr.
B Rs. _ .' _ B Rs.
To Dxrect Materials 1,50000 By Plant returned .
To Wages ' . 1,25,000 (cost less Depreciation) . 25,500
To Special Plant 30000 ByLooseTools 4000 :
To Stores issued 14000  To Stores returned 2,000
To Loose Tools 6000 By Contractees a/c 400,000 b
To Cost of Tractor : ' ' ' B
Rm'nungmatem_ls 4,000 _
Wages of drivers 7,000 11,000 ’
‘To Other direct expenses _ 6,000 | | - o
ToD@reci@onamector - 5,000 AR ]
To Administiative expenses 31,550 ' |
ToP & L /c (Profit) 52950
431500 S 431,500
Dr. » o Contract Account o _ Cr
Rs'_ ’ | RS.' _. :
- ToComtractalc 400000 ByBankgle 400000
400000 o o 400,000



Note: . Depreciation of th Speci e, _
the plant, ¢ Special Plant has been calculated at 15% on the o_rigina'll-.i::ost of

Depreciation of Tractor has been calculated at 20% for half year.

3. Administrative expenses have been calculated at 10% on the Works cost which
means total amount of expenses incurred minus total value of items retumed

i.e.. 10% of Rs. 347,000 - Rs. 31,500 = 10% of Rs. 3,15,000 = Rs: 31,550.

2)  From the cost data given below relating to a contractor, prepare Contract Account :
Material - Rs. 1,60,000; Wages - Rs. 1,40,000 Direct Charges - Rs. 1,00,000

. The contract price is Rs. 8,00,000. Cash received from the contractee is Rs. 4,600,000
being 80% of Work certified. Cost of work uncertified is Rs. 20,000. : :

Solution
- Dr. : Contract Account N ~ Cr.
To Materials - © 1,60000 By Work-in-progress: )
To Wages ' - 1,40,000 " Work certified 4,00,000 x=§ 5,060,000
To Direct charges C 100000 work uncertified 20,000
To Balance ¢/d 1,20,000 . : . :
5,20,000 5,20,000
ToP &L a/c ' 64000 ByBalance b/d 1,20,000
To Reserve ¢/d ' 56,000 '
1200000 120000
To work-in-progress b/d 520,000 By Reserve b/d - - o 56,000

(Work certified + Work uncertified)

3) - The foliowing particulars extracted from the records of a contractor relate to two contract
X and Y. You are required to prepare contract accounts for both the contracts and state what
amount of Profit to Loss should be taken to Profit and Loss Account for the year 2002.

Contract X Contract Y

_ Rs. Rs.
Total expenditure upto the 31st of December, 2001 3,60,000 2.70,000
Wages (2002) | 42,000 8,600
Materials and haulage hire (2002) - 63,000 3,000

~ Indirect expenses (2002) 2,100 : 240.

Plants which were originally charged at cost were valued on 30th Novembert, 2002 at Rs.
10,000 and Rs. 1,50,000 respectively for contracts X and Y. The contract price for X was Rs.
4,80,000 and for Y Rs. 1,20,000. The work in each case was finished on 30th November, 2002,

but the contracts could not be considered as completed until the maintenance period of six’

months as stipulated in the agreement had expiredon 3 1st May, 2003. The cost of maintenance

is estimated at Rs. 2,000 for Contract X and Rs. 1,400 for Contract Y.



Dr. ' Contract X Account for the year enuea 2002 _ G

| | - . Rs. _ o _ ' Rs.
To Work-in-progréss 360,000 ByPlant (Closingbalance} ~~  1,00,000- .
* (expense incurred upto 31-12-2001) By Contractee A/c 480,000

'To 'Wages' S 42000 (contract price) ' o

To Materials & Hire 63,000
To Indirect expénses _ 2,100
To Cost of maintenance 2,000

To Profit transferred to P & L a/c.1,10,900

5,80,000 o 580,000

Dr. ___Contract Y Account for the year ended 2002 - Cr
[ . . Rs. ~ Rs
To Work-in-Progress 1,70000 By Contractee a/c © 1,20,000
(éXp'enses incurred upto 31-12-200D) (contract price) ) o
To Wages =~ . 8,600 By Plant (Closing balance) 1,50,000
To Materials & hire 3,000 By Leoss transferred to P & L a/c 13,240
To Iﬁ'direc_t expenses 240 :
To Cost of maintenance : 1,400
2,83.240 > T 283240

4)  Mr. Nary Contract undertook several large contracts and his ledger thus contained a-

separate account for each contract. On 31st December, 2002 the account of Contract. No, 101
showed the following amount spent thereon - x

. Rs.
- Materials directly purchased 180000
. Mater_ia.ls issued from stores ' 50,0.00.
- Plant purchased - . | 1,60,000
Wages ' | o 2,44.000
- Direct expenises ' o 24000
 Portion of establishment charges L 54000

Prepare the contract showing what profit thereon has heen earned upto date. Alo, state
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what among would in your opinion, be taken to.the profit and loss account-_of the period;. -




Solution

Dr. : Contract No. 101 Account

Cr.
o Rs. | Rs.
To Materials directly Purchased  1,80,000 By Work certified 7,25,000
To Materials from stores _5'0_,0‘00 By Materials at site 15,000
To Plant purchased 1,60000  To Plant at site Ny
~ To Wages 2,44,000 (Rs. 1,60,000 - 16,000) 1,44,000
To Direct expenses 24,000 |
To Establishment charges 54,000
* To Balance being profit cd 1,72,000
| | _ 884,000 8.84,000
ToP &L a/c | 91,734 - By Balance b/d 1.72,000
To Balance ¢/d 80,266 - |
L7200 1,72,000

' 100
Note : Work certified = Rs. 5,80,000 x —8'6“= Rs. 7,25,000

Profit transferred to P & L account !
2 80
IRs 1,72,000 x 3 X -1'66=Rs 91,734
5) 'The following paruculars are extracted from the books of a firm of Engineers relating to
aconn'actforthcyearzooz - -Rs.
Materials sent to site 1,70,698
Labour engaged at site '1,48,750
Plant installed at site. 30,000
Direct expenses S 6334
Establishment charges e 8,252
Materials returned to stores. 1,098
Work certified by architects 3,90,000
Cost of work uncertified 9,000
Materials on hand (31-12-2002) 3,766
Wagcs accrued due (31-12-2002) - e 4,800
Direct expenses accrued (31- 12-2002) ........ |
22,000 .

Value of Plant as on G1- 12-2002)

Theomtractpncelmbeenagreedatl{s 500000 Cashrecewed from the contractec

" on account was Rs. 360000

You are required to prepare (a) Contract Account (b) Contmctces Acc
items that appear in the Balance sheet of the Contractors

ount and the



- Solution

Dr. Confra_ct Account for the year ending, on 31-12-2002 o Cr.
. o Rs. . __ _ . Rs.
To Materials sent to site 1,70,698 By Materials returned to stores 1,098
To Labour - 148,750 By Work certified S 390000
ToPlantinstalled atsite 30,000 By Work uncertified 9.000
To Direct expenses : 6334 By Materials.on hand 3,776
 Add accrued 480 6814  To Value of plant (315t Dec. 1990) 22,000
To Establishment 8252 )
To Wages accrued ' 4,800
To Notional Profit ¢/d . 56,550
.. : 4,25864 425,864
ToP &L ae 34800 ByNotionalProfitbld - 56550
To Reserve. 21,750 N
56,550 . . 56,550
Lalc.= ssb 2 360000 Rs. 34,200
| ProﬁttransfcrredtoP& c.-f56, x3 x390000— . 34, o
Dr. " Contractee's Account _ S Cr
Rs. . o "Rs.
To Balance o 3,60,000 By Cash a/c. 3,60,000
dtems that appear in the Balance Sheet as on 31-12-2002 _
_ 'Liabilites_' _ ' ', Rs. - Assets o Rs. .
Wages outstanding : - 4800  Work in progress 3,77,250
- Direct expenses outstanding 240  Less cash recovered 3,60,000
P & L a/c. (Profit) : 34800 17250
- : Materials in stores 1,098
Maiterials on hand 3,766
Plant (after depreciation) 22,000

6)  The particulars given below are extracted from the ledger of a Contractor in respect of

Contract No. 777 for the year ending on the 31st of December, 2002

. Rs.

. ' Rs. - _— -
Materials 73,000 Es_@blishment charge 16,000
Wages | 48840 Plant 68,400
Direct expenses . 13420 . Sale of scrap 3,640

" You are reqmred to prepare Contract Na. 777 Account after taking into account the
_ folloWin_g information and to indicate what profit or loss should be taken to the profit and foss
account for the year ending on the 3 1st December, 2002. : :
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(@)  Outstanding wages Rs. 1,600; outstanding other Direct expenses Rs. 2,240.
{b) Depreciation of Plant upto 31st December 2002 was Rs. 17,100.-.. .

(¢) Included in the sumnmary of entries are : Wa [ . '
. ‘ : Wages Rs, 2,000, Other expenses and losses Rs.
3,000; Materials used Rs. 4,160, since the certification of work dorl:c. - ?535_ i

(d) Materials on site on the 31st December, 2002 cost Rs. 20,000.

(e) Rs. 1,25,000 had been the total work certified upto 20th of December, 2002 when tln‘eé-
cights of the contract remained incomplete. o |

& The total contract Price was Rs. 2,00,000.

Solution
Dr. _ Contract No. 777 Account for the year ended 31-12-2002 Cr.
. Rs. ' : Rs.
To Matcrials 73,000 By Work certified ' 1,25,000
To Wages 48,840 By Work uncertified : '
Add outstanding 1,600 Wages 2,000
' 750,440 Other expenses 3,000
To Direct expenses 13,420 : Materials used 4,160 9,160
To Add outstanding 2240 15660 By Materials atsite T 20000
To Establishment charges 16,000 By Plant at site (less depn.) 51,300
- (168400-17100) *
To Plant _ 68,400 By - Sale of scrap 3,640

By Loss Transferred to P & La/c 14,400

2,23 500 2,23,500

7}  M/s.Rohini Constructions Ltd., obtained a confract for building a Factory for Rs. 50,00,000.
Building construction work started on 1st Agpril, 2001 and at the end of March, 2002 they received
from the Contractee Mr, Punarvasu, a sum of Rs. 19,50,000, which works out to 75 percent of
the value of work Certified. The following information is extracted from the books of the

contractor :

Rs.

Stores issued to contract 10,00,000
Stores on hand (31-03-2002) 50,000
Wages paid ‘ 9,00,000

Plant purchased for the contract (1-4-2001) 10,006,000
Direct expenses 1,25,000
Overheads allocated to this contract 60,000

¢ 60,000

Work done but not certified

Plant to be depreciated at 10 percent. You are required to prepare the Contract accoﬁnt
showing the profit to be carried to the Profit and Loss Account for the year ended 31st March,

2002.
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Solution . _ L .
In the contract Ledger of M/s. Rohini Constructions Ltd.,
| Factory Building Contract Account .

Dr.. o - Jor the year ended 31-3-2002. _ - Cr
. _ Rs. - - Rs.
Tostoresissued © 10,0000 By stores on hand - 50,000
To Wages ' 9,00,000 By Work Certified 26,00,000
- ToPlant 10,00,000 By Work uncertified 60,000
To Direct Expenses 1,25000 By Plant less Depn., =~ 9,00,000
To overheads : 60,000 :
To Notional Profit c/d ' 25,000
36,10,000 o ' - 36,10,000
ToP&LAC 262,500 By Notional Profitb/d 525,000
To Reserve c/d 262500 S : S
. 525,000 2 | ’ . ) | 5’25’000

Since more than 50 percent of the contract '_i.s completed, it is reasonable to carry 2/3 of
Notional profit which cash received bears to work certified, to Profit and Loss Account. [t is
 ascertained as follows ; '

' Not ' | Profi 2 Cashreceived B
oHonal IOt 3 X York certified

2 19,50,000
=5.25,000x Tx 3200505 =Rs. 2,62,500

8. Mk Upendra Constructions Ltd., has undertaken a contract for the Construction ofa

bridge for Rs. 96,00,000 and commenced the work on 1st April, 2001, The following information
relating to the Contract for the year ended 31st March, 2002 is given to you :

. ‘Rs.
Materials issued” e - 26,88,000
Wages paid =~ : veevoreveiiens . 270,000
. Plant purchased (1-4-2001) e o - 4,80,000
_ General Qverheads ' 2,56,000
- Direct expenses : | 64,000
‘Material at site on 31-3-2002 S 132,000
Wages outstanding (31-3-2002) ... 22,400
" Direct cxpenses outstanding (31-3-2002) ............ | 9,600
Cost of work done but not certified SO 1,12,000

Value of work certified _ 60,00,000
80% of the work certified is received in cash. ' :
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Life of the plant purchased is Five years and its scrap value at the end of the fifth year is
Zero. )

Preparf: Bric!ge Contract Account for the year ended 31-3-2002, showing the portion of
the profit which might reasonably be taken to the Profit and Loss Account.

Solution :

In the Contract Ledger of M/s. Upendra Constructions Ltd.

————————

Dr. Bridge Contract Account for.the year ended 31-3-2002 Cr.
Rs. _ : ~ Rs.
To Materials issued ' 2688000 By Materials at site  _ ' 32,000
To Wages 27,20,000 By Work Certified 60,00,000
+0/s 22,400 2742400 By Work uncertified ~1,12,000
To Direct Exp 64,000 By Plant at site | . 3,84,000
+0/s 9,600 73,600 - '
To General exp._'_ 2,56,000
To Notional Profitc/d 2,88,000
: 65,28,000 65,28,000
ToP & Lac/ “153600 By Notional Profitb/d 2,88,000
To Reserve c/d - 134,400 ’ -
2,838,000 I~ : 2,88,000.

Since more than 50 percent of the Contract is completed, it is reasonable to carry 2/3 of

the Notional Profit, which cash received bears to the value of work certified, to the P & L

i ned as follows : Notional Profi 2 Cashreceived o 000x =
Account. It is ascertained as follows : Notional I'ro itx 3 X Work certified = 2,88, .x 3

s =Rs. 1,53,600
XIOO_ s. 1,53,600.

9)  M/s. Bharani Constructions Co. undertook a contract for Rs. 80,00,000 on 1st January,
2002. From the following particulars extracted from the books of the Company, prepare a
contract account for the year ending 3 1-12-3002 and show how much profit or loss can reasonably
be taken to Profit and Loss Account for this period. : :

. Rs.
Materials issued 19,20,000
Plant purchased and installed at the site 6,40,000
Wages e ' -24,00,000
Working expenses - 96,000
Administration expenses e - 1,60,000
Material costing Rs. 1,60,000soldfor e 1,76,000- .
Work certified _ 56,00,000

. Plantat site (31-12-2002) e o _ 3,20,000
Cost of work uncertified ' 2,56,000
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Itis estm'lated that

the contract could be compieted in a further period of six months

1.
'2.  the plant's resxdual vale after the completion of the contract would be Rs. 80, 000
3. the additional wages to complete the contract would come to Rs. 8, 16,000,
. 4. A further sum of Rs, 64,000 is likely to be spent for workihg expenses ;
5.  the administrative expenses would further Be Rs. 80,000,
6.  Rs. 10,40,000 worth of material is required for the completion of the contract.
Solution o
It the contract Ledger of M/s. Bharani Constructions Co. ,
: .Dr: | Contract Account Jor the year ended 31st December, 2002 Cr.
L Rs. ’ Rs.
To Materials © 1920000 By Sale of Material 1,76.000
To Wages 2400000 By Plantatsite : 3,20.0(_)0
To Plant 640,000 By Value of work Certified 56,00,000
To Working expenses _ 96,000 By Cost of work uncertified 2,56,000
To Admn. Exp_e'nsgs - 1,60,000 '
To P & L a/c (profit on
- sale of material) - 16,000
- To Notional Profit ¢/d 11,20,000
- 8a | 63,52,000
ToP & L ake 7,06800 By Notional profitb/d 11,20,000
To Reserve c/d - : 4,03,200 : o
1120000 | - 11,20,000

alculation of Profit to be taken toP & L Alc ;

: Rs. oo
Cost of contract upto 31-12-2002 : =
Material + Plant + Wages + Working Exp + Admn. Exp = 52,16,000 ]
Less Material sold (cost) + Plant at site = - | 480,000 S |
Additional estimated exp. to complete the contract : o " '

. Materials + Wages + Working exp + Admmn Exp + Plant
less residual value ' - 22,40,000 ;
Est:lmat_ed total cost of the Contract : 69,76,000 !
Estimated Profit (balance figure) | 10,24,000 |
‘Tota! Contract Price : o S o . m _
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Amount of profit to be transferred to P & L a/c. Estimated Profit x

=Rs. 7,16,800

Worked Certified
Contact Pirce

10) The following particulars are extracted from the books of M/s; Rohini Construcnons L.,

relating to a Contract for Rs. 80,00,000 :

2000 2001 2002

Rs. Rs. Rs.
Material 9,00,000. - 14,00,000 12,00,000 .
Wages 8.,60,000 . 12,00,000 10,00,000
Carriage @ e 40,000 1,20,000 1,00,000
General expenses 40,000 1,00,000 32,000
Work Certified 18,00,000 160,00,000 §0,00,000
Work uncemﬁed {at cost) vivernass 20,000 1 00 000

Plant costing Rs. 2,00,000 was bought in the beginning and depreciation was charged at
25 percent per annum. The Contractee has paid at 80 percent of work certified every year and
settled the account in 2002, Prepare : (a) Contract Account & (b) Contractee Aecount for three
years and show how work-in-progress will appear in the Balance sheet prepared at the end of
each of the three years. ' '

- Solation : _ . :
In the Contract Ledger of M/s. Rohini Constructions Ltd.,

Dr. Contract Account for the year ended 31-12-2002 - O

. ~ Rs.” . ~ Ras.
To Materials 9,00,000 By Value of work certified 18,00000
To Wages 860,000 . By Cost of work done but - '
To Carriage 40,000 not certified 20,000
To Gen. Exp. 40000 By Plantatsite (2,00,000-50,000) 1,50,000
To Plant 2,00000 ByP &L A/c (Loss) 70,000

20,40,000 20,40,000

Coritract Account for the year ended 31-12-2001

Rs. Rs.
To work-in-progress : By VI. of W. Certified 60,00,000
Work Certified 18,00,000 By Cost of Work Uncertified 1,00,000
Work Uncertified 20,000 1820000 By Plant at site |
 ToPlantatsie 1,50,000 (1,50,000 - 50,000) 1,00,000
To Materials 14,00,000 - -
To Wages 12,00,000
To Carriage 1,20,000
To Expenses (General) 1,00,000
To Notional Profit ¢/d 14,10,000 |
62,00,000 62,00,000
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" 752000 ByNotional Profitb/d

1410000

 To PRL Alc
To Reserve c/d 6,58,000
| 14,10,000 . 714,10,000
Calculation of Profit taken to P & L A/c : |
‘Notional Profit x 3 X Percentage of cash received to value of work Certified
14,1000 2 x % = Rs.7,52,000-
B T T Mt o
Dr. Contract Account for the year ended 31st Dec., 2002 Cr.
- Rs. ‘Rs.
To Work-in-progress : - ‘ By Contractee Afc 80,00,000
(W. Certified + W. Uncertified _
--Reserve) 5442000 By Plant at site 50,000
To Plant (1-1-2002) 100000  (31-12-2002) .
To Materials 12,00,000 '
To Wages 10,00,000
To General Expenses 32,000
ToP &L Alc 1,76,000
80,50,000 ~ 80,50,000
Dr. _ C_'ontmbtee 's Account Cr.
2000 Rs. . 2000 Rs.
- To Balance ¢/d | 1440,000 By Bank a/c 14,40,000
- (80% of 18,00,000) -
2001 - 2001
To Balance c/d 48,00,000 By Balance b/d 14,40,000
' o By Bank a/c
(80% 0£42,00,000) 33,60,000 -
| 48,00,000 | 48,0000
2002 ' 2002 '
To Contract _A/c 80,00,000 By Balance b/d 48,00,000 -
By Bank a/c 32,600,000
80,00,000 80,00,000
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Balance Shq{zl (Assets side only) As on 31st December

Rs. Rs.
2000 |
Work-in-progress :
Value of work certified o © 18,00,000
Cost of work done but not certified o - 20,000
18,20,000
— Amount received from Contractee ' : 14,40,000 , 3,80,000
Plant at site : - '1,50,000
2001 -
Work-in-Progress : _
Value of work certified - 60,00,000 .
Cost of work done but not certified 1,00,000
| | 61,00,000
— Reserve o '-6,58,090
54,42,000
- Amount received from the contractee - - ~ 48,00,000 6,42.000
Plant at site : - _ | 100,000
2002 | -
Work-in-Progress | Nil :
Value of plant (1,00,000--50,000) ' ' 50,000

11) The following is the cosf data extracted from the books of a firm of Contractors for the
year ending on the 31st of December, 2002 relating to contracts PRIYA' and 'SUPRIYA',
which were commenced on the 1st January and the 1st of July, 2002 respectively. -

PRIYA  SUPRIYA

' Rs. Rs.
Contract Price . e 600,000 1,00,000
Materials e 1,60,000 30,000
Wages 3,20,000 34,000
Sundry Expenses 60,000 _ _6,000'
Plant installed at site commencement - 20,000 12,000
Materials on hand 10,000 4,000
Outstanding expenses : '

© Wages 6,200 2,100
Sundry expenses e 4,600 - 3400

. Cash received from the confractee _
' (being 80% of the value of work certified) — 3,60,000 64,000
| 50000 10000

“Cost of work done but not certified ...
Plant at site is charged out at cost and depreciation is to be taken into account at 3% per
~ month. Draw out a statement in Colurmar form to show the estimated profit or loss in respect °
of each contract as on the 31st of December, 2002,



Solution

Stﬁterrient showing the Estimated Profit / Loss on PRIYA and SUPRIYA Contracts for
the year ending on the 31st December, 2002 .

Contract ~ Contract
PRIYA SUPRIYA

_ . Rs. Rs.
Materials | o 160000 30000
Wages .. e ae T 320000 34,000
Sundry Expenses 60,000 - 6,000
Depreciation on plant 7.200 2,160
Outstanding wages . 6200 2,100
* Outstanding sundry expenses ... e 4000 3400
. 557400 - 77,600
Less materials on-hand - 10000 . 4,000
Total ambunt spent for the contracts.. 547,400 73,660
Work certified - 4,50,000 80,000
© Workuncertified - ' 50,000 10,000
- . 5,00,000 90,000
Cost of the contract work completed. - w 73,660
Profitand Loss Y 47,400 16,340

. 100 - B
Work certified (PRIYA) 3,60,000 x 20, =Rs- 4:50,000

: ' ' 100 '
Work certified (SUPRIYA) 64,000 x = Rs. 80,000

80 o
12) A firm of Engineers undertook a contract for Rs. 8,00,000 on the 1st of January, 2001,
The following ¢xpenses were incurred upto the 31st of December, 2001,

The contract was completed on the 30th of April, 2003 upto which date the follc‘)wing
further expenses were incurred; materials issued from stores Rs. 80,000; Materials charged

direct Rs. 14,000; Wages Rs. 30,000; direct charges Rs. 2,700. 249




It may be assumed that the balance due from the Contractee was duly received.

The gcperal c_werhead each year is to be taken at 5% of the amount of materials consu‘med
and wages paid during the year. On the 30th of April, 2003 the plant was valued at Rs. 1,00,000.

The materials at site were sold for Rs. 14,000 and those returned to stores amounted to Rs.
26,000. '

Prepare Contract account and Contractee’s Account, indicating the results of transactions.

2001.

Solution
Dr. Contract Account Cr.
Rs. Rs.
2001 To Materials from stores 70,000 By Balance ¢/d
(work-in-progress) 1,30,000
— To Materials charged directly 10,000
To General overheads 6,000
~ To Direct charges 4,000
To Wages 40,000
1,30,000 -1,30,000
As only a small portion of contract was completed, no profit has ‘been taken to P&L A/c. for in

2002 To Balance b/d .

2003

To Materials from stores
To Direct charges

To Wages

To General overheads
To Special plant

To Balance c/d

To Profit & Loss a/c

. To balance ¢/d

To Work-In-progress

- To Material at site

250

* To Plant at site

To Materials from stores
To Materials direct

To Wages

To Direct charges

Rs.
1,30,000
1,80,000

8,000
20,000
12,060

- 1,60,000 -

2,00,000

7,70,000

————

1,00,000
1,00,000

200,000

6,30,000
20,000
1,20,000
80,000
14,000
30,000
2,700

By

By
By

By

By

By
By
By

"By

By

Rs.
Work certified : .
Rs. 1,60,000 +4,40,000 6,00,000
‘Work uncertified
Special plant at site
.Rs. 1,60,000 —40,000 1,20,000
Materials at site 20.000
7,70,000
Balance b/d 200,000
2,00,000
Balance b/d _ _ 1,00,000
Contractee's a/c (contract price) 8,00,000
Materials at site sold 14,000
. Materials returned 26,000

Plant at site (closing balance) 1,00,0600



To General overheads 5200

To Profit & Loss a/c 1,38,100
10,40,000 . 10,40,000
Dr. o Contractee's Account . Cr.
. Rs. _ _ Rs.
2001 To Balance c/d 1,20,000 2001 By Cash 1,'20,_000_
. 2002 To Balance ¢/d : 4,50,000 2002 By Balance b/d T 1,20,000
By Cash 3,30,00
450000 | " 4,50,000
2003 “To Contractee's a/c - - 8,00,000 2003 By Balance b/d o 450,000
By Cash ' 3,50,000
800,000 B 8,00,000

13) Ma’s EfﬁmcntEnglneers Co., Ltd., undertook a contract and incurred the following expenses

thereon during the year ending on 31-1 2-2002. |
' Rs Rs.

Stores issued  1,08,000 Loose tools _ 24,000
Materials purchased 32,000 Wages paid 72,000
. Special plant 1,00,000  Sundry expenses - . 4,000

The contract agreement was signed for Rs. 4,00,000 on the 1st January, 2002 on which
date the work commenced. Loose tools worth Rs. 12,000 were found unsuitable and were sold
ata profit of 25%. The balance of the Loose tools was value at Rs. 9,000 and depreciation is to
be calculated on plant at 7 1/2% per annum. Excess materials worth Rs, 9,000 was sold at a
profit of Rs. 2,500. Work certified amounted to Rs. 3,66,000 and work completed but not certified
was valued at Rs. 6,000 only. '

i The contractors instructed the cost accountant that the profit to be taken credit for durihg
the year should be adjusted to the proportion, which work uncertified bears to the contract price
after taking into cosideration the following expected expenditure needed to complete the contract:

i) thatmaterials in addition to that already consumed would amount to Rs. 28,000.
_ i} Wages for comp]etion of the contract would amount to Rs. 16,000
i) Running expenses including repairs tothe plant would cost Rs. 3,200,
iv) Plantat the completion of the contract shall be worth Rs. 90,000 only.

. The contract is expected to be completed by the 31st of March, 2003. Prepare coﬁtract
account for the year ending on 31-12-2002 and show your calculation of the amount to be
credited to the profit and loss account for that year.
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Solution

Note : Profit on the sale of Loose tools and Excess materials is_takcn' to Profitan
and is not connected with the Contract Account.

Dr. Contract Account Jor the year ending on 31-12-2002 Cr.
. - Rs. \ . Rs.
To Stores issued "~ 1,08000 By Loosetools sold (cost) 12,000
To Materials purchased 52,000 By Loosetoolson31-12-2002) 9,000
To Special plant 1300,00_0 ‘By Special plant (31-12-2002)
" To Loose tools 24000  (Rs.1,00,000-7,500). 92,500
To Wages paid 72,000 By- Excess materials sold {cost) 9,000
* To Sundry expenses 4,000 Work certified 3,66,000
To Balance being profit ¢/d 1,34,500 By Workuncertified 6,000
4,94,560 4,94,500
ToP & L alc 1,03212 By Balance b/d 1,34,500
To Balance c/d - 31,288
1,34,500 1,34,500
The Profit transferred to Profit and Loss account is arrived at as follows : " Rs. -
Net expenditure incurred for the contract upto the 31st December, 2002 2,37,500
Add estimated expenses for the remaining part of the Contract :
- Materials Rs. 28,000
Wages Rs. 16,000
- Running éxpenses - - - -Rs. 3200
Depreciation on Plant - -Rs. 2,500
49,760
Total estimated expenditure for Contract 2,87,200
Total contract price 4,00,000
Total estimated profit : 1,12,800
: 3,66,000
. Profit transferred to P & L AJc = 1,12,800 x _""_'”'4 00.000 =Rs. 1,03,212.
d Loss Account



4.PROCESS COSTING
Problem No. 1

- The product of Ws Chaitanya Company Lid., passes through three distinct process.
The finished material of each process is passed on to the next process, when completed. From
the following particulars, prepare process cost accounts to show the cost of each of three

processes for the month of March, 2002.

Material consumed
Wazges
Direct expenses

Process C

Process A Process B
Rs, Rs. Rs. _
15,00,000 5,00,000 2,00,000
8,00,060 20,00,000 6,00,000
2,60,000 7,20,000 2.50,000

The indirect ¢xpenses amounted to Rs. 6,50,000 and may be apportioned on the basis of
wages to Process B and C only. No account need be taken of stocks at the commencement and

- at the close of the month.

 Dr.

Solution
Dr. Process A Account Cr.
Rs. : | Rs.
To Materials consumed 15,00,000  By- Transfer to Process B 25,60,000
‘To Wages 8,00,000
To Direct expenses 2,60,000
25,60,000 25,60,000
Dr. Process B Account : Cr
- . Rs. | . | Rs.
To Transfer from Process A 25,60,000 By Transfer to Process C 62,30,00
To Materials corjsumed 5,00,000
To Wages . 20,00,000
To Direct expenses - 7,20,000
To Indirect expenses 5,00,000
(65.000x0y
ST |
62,80,000 1 62,80,000
Process C Account '  Cr.
| Rs. - © Rs.
To Transfer ﬁ'qrn.process B 62,80,000 By Finished Stock account 74,80,000
To Materials consumed - 2,00,000 S
To Wages o 6,00,000
To Direct expenses 2,50,000
To Indirect expenses 1,50,000
3
| {6,50,000 x -13 |
74,80,000 74,380,000




2) From the following figures prepare accounts to show the cost of each of the three processes
of manufacuture. The production of each process is passed on to the next process immediately

on comnpletion.

‘Materials & Wages
Works overhead
- Production in units

Opening stock (1-7-2002) in units
Closing stock (31-7-2002) in units

Wastage in units

Opening and closing stocks constitute raw materials. A

Process X ProcessY —~  Process Z
Rs. : Rs. ‘Rs.
60,800 - 24,000 - 58,500
11,200 10,500 12,000
72,000 75,000 96,000-

-— 8,000 33,000
— 2,000 11,600
-— ‘3,000 1,000

same rate at which output from the preceeding process is obtained.

s such, they are to be valued at the

Solution
Dr. Process X Account _ Cr.
Units Amount ~ Units Amount -
- Rs. : : ' Rs. .
To Materials & Wages —— 60,800 By Transfer to Process Y 72,000 72,000
To Work overheads -— 11,200 (@ Re. 1 pe unit) '
- 72,000 72,000
| Dr. - Process Y Account Cr.
| Units Amount Units Amount '
Rs. Rs.
To Transfer from By Closing stock _
process X a/c 72,000 72,000 (@ Re. 1 per unit) | 2,000 2,000
To Opening stock 8,000 8000 By Transfer to Process Zalc
To Material & Wages -— 24,000 (@ 1-50 per unit) 75,000 1,12,500
To Works overheads - 10,500 By Wastage 3,000 - -
80,000 1,14,500 80,000 1,14,500
Dr. ~ Process Z Account Cr.
Units  Amount Units Amount
~ Rs. . . Rs.
To Transfer from By Closing stock :
from Proce Y afc 75,000 1,12,500 (@ Rs. 1-50 per uit) 11,000 16,500
To Opening stock By Transfer to stock alc o
(@ Rs. 1.50 per unit) 33,000 49,500 - (@ Rs. 2.-25-per unit) 96,000 2,16,000
To Materials & Wages  ~—— 58,500 By Wastage 1,000 -—
To Works overheads -- 12,000 .
\ " 108000 232,500 1,08000 232,500
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3)  The finished ptoduct of M/s Sojanya Company Ltd., passes through three distirict processes

: Spandana, Chandana and Vandana. During the Calendar year 2002, 3000 units of finished

product were produced. The costing records of the company furnishes the following information:
' o Spandana . Chandana Vandana.

-

Rs. - ' Rs.  Rs.
Direct_matérial . 80,000 40,000 30,000
Dn‘ect wages _ S . ' 60000 50,000 © 40,000
Direct expenses c _ _"1:3,000 6,400 .'10,0'00_ g
Costof Cans R 30600 -
Cost of Packing - L : == —— 9.600

. The indirect éxpenses of the period were Rs, 30,000. These are to be distributed to the
Processes on the basis of Wages. The scrap obtained in each process is sold for Rs. 6,000; Rs.
8,000 Rs. 10,000 respectlvely Prepare the Process accounts of the three processes, showing

the cost of each progess and the ﬁmshed product. . . '

Solution :
_ - Qutput : 3,000 units
M/s. Sojanaya Company Ltd. ’
Dr. - e Spandana Process Account : Cr.
_ Rs. : - Rs.
Te Direct Material - _' 80,000 By Sale of Scrap . | _ 6,000
To Direct Wages 60,000 By Chandana Process a/c -
To Direct Expenses - 13000 - @ Rs. 53 per unit 1,59,000
To Indirect Expenses 12,000 | R '
(@6/15 of total) -
o 165000 L 1,65,000
D~ CHANDANA PROCESS ACCOUNT . Cr.
T - . Rs. : Rs.
To Spandam Process a/c 1,59,000 By Sale of Scrap ' 8,000
To Direct Material . 40,000 By Vandana Process a/c
To Direct Expcnsc_s ' 50,000 . @ Rs. 96 per unit . 2,88000
To Indirect Wages - 10000 o
(@5/15 of Total)
To. Cpst of Cans o 30,600 , S _
e 2,96,000 . 296,000
Dr. ____VANDANA PROCESS ACCOUNT o
- . Rs. ' Rs
To Chandana Process a/c 2,883,000 By Sale of Scrap 10,000
To Direct Material =~ 30,000 By Finished Stock a/c | 3,75,000
To Direct Wages 40,000 @ Rs. 125 per unit |
To Direct Expenses 10,000

To Indirect Epenses 8,000 : | 255
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(@ 4/15 of total) _
To Pacldng Expenses 9,000

3,85,000 | 385,000

————————

4)  The final product of M/s. Ujawala Co. Lid., passes through three distinct process : "Utpala",

Unmila and "Utteja". The output of each process is passed on as input to the next process and

the output of Utteja to the Finished stock. From the following particulars, prepare the three

process accounts showing the cost of each of the three processes for the month of March,
- 2002, ' ' ' o

Particulars Utpala Urmil_a' _ Uttcja.

Process Process Process
Rs. Rs.  Rs.
Material consumed . 1,50,000 - 50,000 20,000
Wages . 80,000 2,00,000 - 60,000
Direct expenses 26,000 72,000 25,000

~ The indirect expenses amounted to Rs. 85 ,000 and they are to be apportioned on the bais
of Wages. There are no stocks either at the begining or at the end of the month.

Dr. Utpala Process Account Cr.
_ . Rs. ' Rs.
To Material consumed 1,50,000 By Transfer to Urmila
To Wages 80,000 Process afc : 12,76,000
To Direct expenses 26,000
To Indirect expenses 20,000
4
(85,000 ﬁ- _ | | |
2,76,000 ' _ 2,76,000
Dr. Urmila Process Account ' Cr.
. Rs. . _ Rs.
To Transfer from :
Utpala / Process 276,000 By Transfer to Utteja :
To Material consumed 50,000 Process afc | 6,438,000
To Wages - 2,00,000 :
To Direct expenses 72,000
To Indirect expenses -
(85,000 x :—?; ' 50,000
6,48,000 | | 648,000




: Cr:.

Dr. o Une_ja_":.f?mgess_ Account
. To Trarsfer from By Finished Stock a/c 7,68,000
Urmila Process a/c 6,48,000 '
To Materials Consumed 20,000
To Wages 60,000
ToDirect expenses - 25000
To hﬁmct expenses
3 | )
(85,000x | 15,000
Fi e
768000 " 768,000

5)  The finished product "Swathi" of M/s. Punarvasu Co., passes through two distinct
processes : "Hastha” and "Chitha" and then the Swathi Stock. It is ascertained that in each
process 2 percent of the quantity of material introduced is lost ; and 10 percent become serap. |

The information relating to the processes is as follows :

Process Process
L _ Hastha Chitha
| Material consiimed (in tones) : 15000 1,050
~ Cost of material per tone (in Rupees) 180 300
Direct wages (Rs.) _ 2,72.500 2,40,000
Manufacturing expenses (Rs.) - 90,500 84,000
Scrap value per tonne sold (Rs.) ~ 150 240
Solution B | -
Dr. : . Hastha Process Account o
. .Tonnes  Amount Tornes Amount
o Rs. Rs.
To Material @ . ' e
Rs. 1,80 perTon - 15,000 12700000 By Loss of weight 300 -
To Direct wages 272500  2%on 15000 |
‘To Manufacturing expenses 90,500 By Sale of scrap
: : : 10% of 15,000
@Rs. 150 per Ton 1,500 225000
By Transfer to Process
Chitha a/c @ : o
Rs. 215 per Ton 13,200 28,38,0000
15000  30,63,000 15,000 30,63,000

e ]
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" Chitha Process. Account

Tonnes - Rs. ' Tonnes Rs.

To Transfer from . o

Hastha Process 13200 2838000 By Loss of weight 385 -
-  2%0f14,250 | |
To Material cons. 1,050 3,15000 By Sale of scrap :

‘@ Rs. 300 per ton (1425 x 240) 1,425 3,42,000
To Direct wages 240000 By Swathi Stock 12,540 31,35,000
To,Manufactﬁring expenses - 84,000 @ Rs. 250 per ton-

14,250  34,77,000 . 14,250 34,77,000

6)  The final product SANGAM of Mys. Triveni Co., Ltd., passes through there distinct
processes namely : Ganga, Yamuna and Saraswathi of the rmaterial introduced in each process,
there will be normal wastage in each process to the extent of 3% in Ganga; 5% in Yamuna, and
8% in Saraswathi process. _

The wastage so obtained in each process is being sold at different rates : @ 50 paise per
unit in Ganga, Re. 1 per unit in Yamuna; and Rs. 2 per unit in Saraswathi.

50,000 units of material was introduced in Ganga Process @ Rs. 2 per unit. The other
expenses were as follows :

Ganga Yamuna  Saraswathi
: Rs. -~ Rs. Rs.
Other materials | 15000 . 37,500 27,500
Direct Wages ' 26,000 42,060 35,255
Direct expenses _ - 5,250 5,940 10,045
Actual output in each ' - _ ' . '
Process {in Units) : 47,500 ' 45,500 40,500

- Prepare Process accounts of Ganga, Yamuna and _SarasWathi, agsuming that there were
no opening of closing stocks. S

Solution
" In the Ledger of M/s. Triveni Co., Lid,,
Dr. Ganga Process Account ' - Cr.
Amount Amount
e Units Rs. Units Rs.
To Materials 50,000 1,00,000 By Normal Wastage 1,500 750
To Other Material 15000 By (3% @ 50 paise
To Direct Wages 26,000, - perunit)
To Direct Expenses 5250 By Ab. Wastage @ 1,000 3,000
' Rs.3perunit -
By Yamuna Process .
@ Rs. 3 per umt 47,500 142,500 .

50,000 1.46,250 50,000 1,46.250




Dr. o  Yamuna Process Account | . Cr

: - Units =~ Rs. . . Units = Rs.
To Ganga Process a/c 47,500 142500 By Normal Wastage 23715 2375
To Other Material 37500 5% @Re. 1pu. Lo
To Direct Wages - 42060 By Saraswathi Pro. )
To Direct Experises 5940  @Rs.Sperunit - 45500 2,227,500
ToAbnormalGain 375 1875 o

47875 229875 o 47875 229875,
- Dr. o . Saraswathi Process Account : - Cr
S s Rs. Units  Rs.
ToYammaProcessalc 45,500 227,500 By Normal Wastage . 3640 7280
 @Rs.5pn. " @Rs. 2 pa. "
To Other Material | 27,500 By Ab. Wastage |
To Direct Wages | 35255  @Rs.7pa 1360 9520
To Direct Expenses ] 10,045 By Sangam Stock a/c ' :
s 8 @Rs. 7 pau. 40,500 283,500
45500 300300 . 45500 300300

Calculation of Abnormal Wastage and Abnom_:l_al Gain:

| Normal Cost 145500 o
Ganga Process ; Normal output X Ab. Wastage units = 48,500 x 1,000 =Rs. 3,000 )

o - NomalCost = " 225625 -
Yamm Process Normal output * Ab Gain units 45,125 ~X 375 = Rs.. 1,875

- Abnormal thtage in Sargswathi Process is calculated as it was caiculatcd in the Ganga
Process.. ' : ' - o

7 Hindu;iur Fertilisers Ltd. manufactures and sells fertilisers in three processes Particulars
relating to costs and production during the month of January 2002 are given below :
. ' Process A Process B Process C

 Raw materials used (Tonnes) 200 7 164
Cost per tonne |  Rs. 100 300 50
Direct Wages | CRs.8000 340 2850
Overheads ~ - C. 0 Re25200 2400 3820

Finished Produc : - o ' _ ;
Sent to warehouse for sale ' o 25% _ 50% - 100%
Sent to next process . ' 75% 50% ~-—

- Sale ofscl_'appértonne o : 80 _ 60 - 120 259



In each process 6% of total weight is lost and 8% is scrap; All fertilisers are sold at a
profit of 25% on cost but transfers to next process are made at cost. You are required to

prepare Process cost account for each process for

January 2002 and determine the selling

" prices,
Solution
Dr. Process A Account Cr.
Units Rs. Units  Rs..
To Raw materials 200 20000 By Scrap 8% |
To Direct wages - - 8,000 (@ Rs. 80 per tonne) 16 1,280
To Overheads -- 2,520 By Normal wastage 6% 12 -
By Transfer to warehouse 25%
(@ Rs. 170 per tonne) 43 7310
By Transfer.to process B
(@ Rs. 170 per tonne) 129 21,930
200 30,520 200 30,520
_ | 30520-1280 . _
Cost of output sent to warchouse = —-——"—] 7 x43=Rs. 7,310
Dr. Process B Account Cr.
Units Rs. _ Units Rs.
To Transfer from. By Normal wastage 6% 12 --
Process A a/c. 129 _ 21,930 By Scrap sold 8% _
To Raw materials used | (@ Rs. 60 per unit) 16 960
(@ Rs. 300 per tonne} 71 21,300 By Transfer to warehouse 50%
To Direct wages -- . 34% (@ Rs. 280 per tonne} 86 24,080
To Overheads - - 2400 By Transfer to Process C
(@ Rs. 280 per tonne) 86 24,080
200 49,120 200 49,120
' : 49120-960 :
Cost of output sent to warehouse for sale = —-—‘"'—'1 7 x 86 = Rs. 24,080.
Dr. Process C Account Cr.
Units Rs. - Units Rs.
To Transfer from ~ By Normal wastage 6% 15 --
Process B a/c. 86 24080 By Sale of scrap 8%
To Raw materials used (@ Rs. 120 per tonne) 20 2,400
(@ Rs. 50 per tonne) 164 8200 By Finished Stock a/c. o
To Direct wages .- 2,850 (@Rs. 170 per tonne) 215~ 36,550°
To Overheads -- 3,820 (warehouse for sale) '
250 38950 250 38950
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- Se!lin_g Price of 25% of‘ output of Process A sent to Warch&us_e for sale =
% Cost + Profit at 25% on cost = 170 + 42.50 = Rs.. 212.50 per tonne.
Selling Price of 50% of output of Process B sent to warehouse for sale =
Cost'+ Profit at 25% on cost = 280 + 70= Rs. 350 per tonne, '
Selling price of 100% of output of Process C sent to warehouse for sale =
' :Cost + Profit at 25% on cost = 170 + 42.50 = Rs. 212.50 per tonne.

8)  M/s. Kalyan Oil Co. Ltd. is a manufacturing concern, the main product of which passes
through three processes, viz., Crushing, Refining and Finishing. The following particulars were

extracted from the books for the month ending on-the 31st of March, 2003.

Kernels consumed

Wages L, .
Power and steam ... N
Repairs and stores’

 Sundry Work expenses

- Office and establishment éhargt:s
Sundry materials for refining.....
Barrels for storing finished oil ... _

Cake sales 400 tonnes for Rs.30,000; Crude oil ob
Rs. 1,800; Residual oil and fats sold for Rs. 1,800 (40
oil stored in barrels 480 tonnes and 20 tonnes sun
charges are to be apportioned in Rs. 2,600 Rs. 2,
~ order.-You are required to prepare the accounts o

Finishing for the month of March, 2003
Solution |

Dr. S " Crushing Process Account

1000 tonnes Rs. 4,50,000
| Crusing Refining  Finishing
Process . Process Process
Rs. Rs. Rs.
..... 16,000 11,800 11,750
..... ' 2400 2000 3000
wee L8000 1,500 1,200
400 500 700
vee - RS, 6,900
..... Rs. 3,800 -
« Rs.42,050
tained 550 tonnes; Sundry bags sold

tonnes); Refined oil 500 tonnes; Finished

dry sales realised Rs. 2,200, Establishment
800, and Rs. 1,500 to the. three processes in -
f the tl_:ree process viz, Crusing, Refiningand

-

Cr.
‘Unit  Amount Unit  Amount
- Rs. Rs.
ToKemelsused 1,000 450000 By Sale ofcake A0 30,000
To Wages 16000 By Normal wastage 50 -
To Power & Steam. - 2400 . By sale of bags ~ 1,800
To Repairs and stores = - 1,800 - By Crude oil transferred _
To Works expenses 400 to Refining Process a/c 550 4,4'1 LA00
~ To Office & establishment 2,600 (@ Rs. 802.55 per tonne) i
, expenses ' -
E o 1,000 473200 - L000 473200
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" Refining Process Account

Cr.
Units *~ Amount Units  Amount
Rs. : : Rs.
To Crude oil from By Normal wastage =~ - 10 -
crushing process 550 441400 By Saleof residu#l oil & fats 42 . 1,800
To Wages 11,800 By Refined oil transferred
~ To Repairs & Stores 1,500 to Finishing Process 500 4,62,000
~ To Power & Steam 2,000 @ Rs. 924 per tonne |
To Works expenses 500 ' L :
To Sundry materials 3,800
To Office & Establishment :
expenses 2,800
550 4,63,.800 550  4,63,800
Dr. - Finishing Process Account - _ Cr.
Units Amount - Units  Amount
. Rs. L ' Rs.
To Refined oil from By Sale of sundries . 200 2200
Refiningprocess 500 462000  ByFinished stock -
To Wages 11750  sent to warehouse ~ 480 520,000
To Power & Steam 3,000 (@ Rs. 1,083.33 per tonne) '
To Repairs & Stores 1,200 R
To Works expenses 700 .
To Barrels purchased 42,050
To Office & establishment 1,500
e:xpenses
500 5,222,200 500 5,222,200
9)  The product of a Company passes through three distinct processes to completion. From

past experience it is ascertained that wastage

process is as foliows : _

Process A : 2%; Process B : 5%; Process C : 10%

The wastage of process A &.B is sold at Rs. 10/- per 100 units and that of process Cat
Rs. 80 per 100 units. The following is the information régarding the production in March, 2003.

Materials -
Direct labour
Machine expenses
262 Qther factory expenscs

computed on the number of units incurred in each

Process A  Process B Process C
* Rs. Rs. Rs.
12,000 8,000 4,000

16,000 12,000 6,000
2,000 - 2,000 3,000
3,500 3,800 4,200



20 000 units have been lssued to PTOCSSS Aata cost: of Rs 2 00 000,

| The output of each ‘process has been as, follows :

Process A 19,500 units; Process B 18,800 ﬁmts and Process C 16 000 units. There was
10 stock or work-m-process in any process in the beginning and at the end of March. Prepare

Process Cost Accounts.

To Other factory expenses

" 18,80097,260.50

Solution ;
Dr. - Process A Account - Cr.
. Units Amount | Units Aniouht'
- Rs. Rs.
To Raw material 20000 20,000 By Normal wastage 2%
To Other materials- 12,000 . (@ Rs. 10 per 100) 400 40
To Direct 1abour - 16000 By Abnormal Wastage :
. Jo Machine expenses 2,000 (@ Rs. 2.73 per unit) 100 273
To Other factory expenses 3,500 ° By Transfer to Process B '
| (@Rs. 2.73 perunit) 19500 53,187
20000 53,500 20000 53,500
Dr. Process B Account Cr.
Unit Amount Unit Amount
| | o Rs. : : - - Rs,
To Transfer from Process A - 19,500 53,187 By Normal wastage 5% 975  97.50
To Materials S 8,000 (@ Rs. 10 per 100) |
To Machine expenses 2,000 By Transfer to Process C .
To Direct Labour 12000 (@ Rs. 4.26 per unit)18,300 80,060.50
To Other Factory exp. 3,800 | B
To Abnormal effectiveness 275 11171
(@Rs. 4.26 per unit) | |
19775 80,158 19,775 80,158.00.
- Dr. Process C dccount - Cr
. Units Amount Units  Amount
R _ oo Rs. _ - Ré;
* o Transfer from Process B 18,800 80,060.50 By Normal Wastage 10% 880 1,504.00
To Materials 4,000.00 (@ Rs. 80 per 100)
~ ToDirectlabour 600000 By Abnormal wastage
To Machine expenses 3,00{}.00 - (@ Rs.5.66 pér unmit) 920 5,207.00
420000 By Finished stock a/c

-(@Rs. 5.66 per unit)16,060 90,549.50

18,000 97,260.50




Value of abnormal wastage = Cost of Normal output divided by quantity of Normal output
. multiplied by abnormal wastage (quantity).

Value of abnormal wastage in Process A = 53,460 = 19,600 x 100 =273

Value of abnormal wastage in Process C = 95,760.50 + 16,920 x 920 = Rs. 5,207

Value of abnormal effectiveness =Cost of Normal output divided by Normal output multiplied
by Quantity of abnormal effectiveness '

=78.889.50 - 18.525x275x=Rs. 1,171 (approx.)

10) A product passes through three distinct processes A, B and C. The normal wastage of )
each process is as follows :

Process A 3%; Process B 5%, Frocess C 8%

Wastage of Process A was sold at 25 paise per unit, that of Process B at 50 paise per unit
* and that of Process C at Re. 1/- per unit. 10,000 units were issued to Process A atthe bcgmnmg
of October, 1990 at a cost of Re. 1/~ per unit. The other expenses were as follows :

Process A - Process B Process C

. o - Rs, Rs. Rs.
Sundry Materials 1,000 1,500 560
Labour - 5,000 8.000 6,500
Direct expenses 1,050 1,188 2,009
Acfual output was : | :

Process A 9 500 units; Process B 9,100 units and Process C 8, 109 units.

" Prepare the Process Accounts assuming that there were no opening or closing stocks.
Also, give the abnormal wastage and abnormal effectiveness accounts. :

Solution
Dr. - Process A Account _ Cr.
Units Amount _ Units Amount
- Rs. ' Rs.
To Raw material 16,000 10,000 By Normal wastage |
To Sundry materials 1,000 3% 0f 10,000 .300' 75
To Labour 5000 By Abnormal wastage 200 350
To Direct expenses 1,050 By Transfer to Process B alc :
' (@Rs. 1-75 per unit) 9,500 16625
10,000 = 17,050 | 10,000 17,050
16,975
Value of abnormal wastage = 9, 700 x 200 = Rs. 350
pr. | Process B Account - cr.
Unit Amount Unit Amount
Rs. ' - Rs.

To Transfer from Process A0500 16,625 By Normal wastage

o4 To Sundry materials 1,500 . (5% of 9,500 475 238



Tolabouwr . 8000 By Transfer to Process C alc. |
- To Abnormal effectiveness 85. 1. (@ Rs. 3 per unit) | 19,100 27,300

9575 27538 o 9575 27,538
| - i 27073 s -R 225
Abuorma} etfectlvengss 9025 X7 = 5. |
Dr, . o Pmces&__fi'- Account ' _ : Cr.
o '  Unit  Amount - | _ Unit ‘Amount
o _ Rs. - : ' " R,
To Transfer from process B9,100 27,300 By Normal wastage -
To Sundry materials - 500.  8%0f9,100 onits 728 728
To Labour o 6500 By Abnormal wastage 272 - 1,156
To Direct expenses 2,009  @Rs. 4.25 per unit 8100 34425
9100 36309 9100 36309
 Abnormal S 272 =Rs 1,156,
.orma w‘astag.c.— _8372 Xzli=Rs, |,

11), - - Thie Jubilanit Star Co. Led. is engaged in the production of a chemical X and in the process
of manufacture, a by-product Y is produced, which afler a separate process has a commercial -
value. For the month of March 2003 the following-_ai'é‘the costing data available ;-

~ Jointexpenses . Separate expenses -

X Y

o " Rs, Rs. Rs.
Materials 96000 36800 900
Labor ~ * 58,500 38400 13,750
Overheads - . 17,250 7.500 2,450
| ' 171,750 82700 17,100

- The output for the month of March was 142 tonnes of X and 49 tonnes of Y. The sclling
-price.of Y was Rs. 1,400 per tonne. Assuming that the profitonY is estimated at 25% on selling

‘price, prcparcthe accounts o show the cost per tonne of Xand Y.
Solution - " _
| .Rs.
Selling price of Y pertonpe = , - 1,400
 Less Profit included therein 15% of the selling price 350
_ Total cost of Y per tonne : - | _I(-)—S_O. : _
Total cost of 49 tonnes of Y = 1,050 x 49~ o 51450
Less ‘vaht:. of separate expenses incurred for Y = o 17,100
. - Share of Y in the joint expenées = 34350




PIe ' : "X (Main Pmduér) Account : o . Cr.

Amount ' : ' 'Amount
o Rs. ) . Rs.
To Materials: By Product Y a/c.
Joint 96,000 '  Joint expenses transfcrre& I' 34,350
Separate 36,800 By Costof X (142 tonnesj | |
11,32,800 (@ Rs. 1550 per torme) 2,20,100
To Labour: ' -
Joint 58,500
Separate 38,400
- 196,000
Te Overheads :
Joint : 17,250
Separate 7,500
| 24,750
254450 . 2,54,450
Dr. Y (By-Product) Account Ce Cr.
Amomi_t . . Ambunt
.  Rs. ' Rs.
"To Xale. _ 34350 By CostofY (49 tonnes)
To Materials 900 (@ Rs. 1,050 per tonne) 51,450
To Labour 1370 |
To Overheads _ 2,450
51,450 _ 51,450

12) The pfoduct of a Company passes through two processes c_alied Preliminary and Final

respectively. From the past experience the percentage of loss, which computed on the number

of units entering the process concerned is as follows :
Preliminary process 2%; Final Process 5%.

The loss of each process possesses a scrap value, The loss of Preliminary process issold
at Rs. 20 per 100 units and that of final process at Rs. 30/- per 100 units. The following information
is available for the year ending on 31-1 2-2002. ' _

40,000 units of crude materials were introduced in the preliminary process at a cost of
Rs. 32,000. o U

Prelimiary ~ Final
. Process Process

Rs. " Rs.

Materials consumed _ 16,600 _ 5,600
24400 28000

Direct Labour. -



Manufecturing expenses .. 6,160 1,000
| _ . L units ~ units
Fma‘.lproducts L 39,000 38,000
Stock: o I o
Janvary tst : 4,000 _ 6,000
December 31st . i 3,000 8,0‘00
Stfnckwluanononm Ist(perunity ... ~ Rs.2 Rs.3
o Smckoni)eeember.’;lst 1stobevalue at theoosthown by the year's Process accounts.
- Prepare the: necessary accounts. - )
Solution |
Dr, __© .- - Preliminary Pmafucr Account _ - Cr
" Units  Amount .. ~Units - Amount
, _ - Rs, ' _ . BRs
To Inpms - 40,000 32,000 By Normal Loss _ 800 160
" Materials - © 16000 By - Abnormal loss 200 400 .
To Labour 24,400 By Stock account ; 39,000 7_8,00 _
_?8,560 40000 78,560
78,400
| Abnormal Loss= 39 300 x200 Rs 400 | _ .
Dr. . _ _ Prehmmary Process Stock Accoum‘ . Cr.
o Unit  Amount " _ Unit Amount -
To Balance b/d" 4000 8000 By Balsncec/d 3000 6000
To _PrehmmaryProcess39000 78000 By Final Brocess 40,000 80,000
B0 36000 | - B006 36,000
Dr. s Final Process Account . \ Cr
| Unﬁs Amount * Units Amount
s | Rs, " Rs.
“To: "'Prehmmary Process B o By Normal Loss 2000 600
Stocka/c - 40000 80,000 By FmalProoessstockafc 38,500 1,15500
To Materials . - 5,600 R
To Labour . « 28,000
To Expensess . o 1,000 .
To AbnormalGain -~ 500 _1,500
| W50 e 40500 116100
Abnormalgam*l 14000_38000x1000 ~Rs.3,000 | sy



o -
Dr. Final Process Stock Account Cr. .

Units  Amount Units Amount
. . Rs. ' Rs.
To Balance b/d 6,000 18,000 By ‘Balance c/d 8,000 24,000
To Final Process a/c 38,500 1,_15,50_0 - By Costofsales . 36,500 109500 -
24500 133,500 o #4500 133,500
Dr. Final Process Stock Account ' Cr.
| Units  Amount | | Units  Amount
B ~ Rs. _ Rs.
To Balance b/d 6,000 18000 By Balancec/d 8000 24000
To Final Process a/c 38500 115500 By Costofsales 36,500 1,09,500 -
44500 133,500 .' | 24500 133,500
Dr. | Normal Loss Account LT - Cr.
Unit Amount o ' - Unit Amount
Rs. o Rs.
To Preliminary Process 800 160 By Abnormalgain 500 150
To Final process 2,000 - 600 By  Cash - 2300 610
2,300 760 o 2800 760
Dr. | - Abnormal Gain, Account L _ Cr.
Units  Amount . - Units Amount
. - Rs. Rs. I
To Normal Los 500 .~ 150 By FinalProcess ' 500 1,500
To Costing P & L alc. 1,350 o
0 150 o 0 15%
© Dr. Abnormal Loss Account : - Cr
Units  Amount- : ~ Units Amount
Rs. - Rs.”
To Preliminary process 200 400 By Cash ' . 200 40
' By CostingP &L a/c _- 360
R - S 1




E. OPERATING COSTING | _ |
1)  Calculate the passenger Kilometres covered by a fleet of 8 taxis run by M/s. Ahlada
Travels in between two towns, which are 90 Kms. apart from each other. Theyrun four round
trips each day with five passengers on an average on each vehicle during the month of March,
2003. B . - -::ix: - ’ =
Solution :  Number of Taxis : 8; Distarice between the towns : 90 Km. Distance covered

' in one round trip : 90 x 2 = 180 Kms. No. of days in the month of March : 31

days; No. of passengers travelled on an average 5. L o

Calculation of Total Passenger Kms. = No. of Taxis X Distance X No. of trips X 2 X No. days
in the months X No. of passengers travelled on an average in each taxi =

8x90x4x2x31x5=892800 -
- No. of passenger Kms. covered by the fleet of 8 Taxis = 8,92,800 Kms.

'2)  Mr. Jaidka owns a fleet of taxis and the following information is available from the records
maintained by him : o

" Number of taxis - 10

ii) - Cost of each taxi o Rs.20,000 p.m,
i Saliry of miivager - | 600 pm.

i) Salary ofaccousitant | 500 pm

V) Salaryof_cléanér-"- 200 p.m.

vi)  Salary of mechanic 40 pm

vii) - Garage rent | _ 600 pm.

viii) Insura.ﬁce premium 5% p.a

%) AnnvalTax 600  pertaxi
* %) Driver's salary 20  pum. pertaxi
x) Anmnualrepair - © LOOO  pertaxi

'::-_'I‘ot__al life of 2 taxi is ébout 2,00,000 km. A tax runs in all 3,000_km in a month of which
30%1tmnscmpty Petrol consumption is one litre foi 10 km @ Rs. 1.80 per litre. Oil and other
sundries are Rs, S per 100 km. Calculate the cost of running a taxi per kilometer. |

Solution

(Effective km 2,100)
Amount Cost per
) per month km
Fixed expenses (for the whole fleet) ; Rs. Rs.

' Salary of manager 600

Salary of aé_bou_ntént | 500

Salary of cleaner 200

Salary of mechanic 400 -

Garage rent 600




Insurance premium : 5% on Rs. 2,00,000

10000 o
T '833.33
Driver's salary Rs, 200 x10 - 2000
Ty 50010
— 500
Total fixed expenses ) 563333
- Effective kilometres 2,100x 10=21,000
Fixed expensesperkm. =~ - - | 0.268
' Running expenses (per taxi) : " ' a
Depreciation 20099 0.143
140000 '
. Repairs _loea_ | .. 0 040
12x 2100 | o
Petrol 3000x1.89 000. x1.80 . L USRS 0257 '
10x2100 -
. : ’ | *
Oil and other sundries. — oo - 0.07i
100x 2100 o -
Cost per km. ' : - m

3)

270

Union Transport Company supplied the following details in respect of a truck of 5-tonne
capacity : :

Cost of truck _ Rs. 90,000
Estimated life | 10 Years

" Diesel, oil, grease - " Rs.15 pertrip each way
Repairs, and maintenance 500 permonth
Drivers' wages ' . 500 per month
Cleaner's wage | | 250 pérmonth .
Insurance : ' 4,-800' per year

- Tax '2,40& per year ':
General supemsmn charges 4800 per year

The truck carries goods to and from the city covering a distance of 50 km each way.

" On outward trip freight is available to the extent of full capaclty and on return 20% of -

capacity. ‘_
Assuming that the truck runs on an average 25 days a month, work out:



(a) Opcratmg cost tonnc-km

(b) Rate per tonne per tnp that the company should charge ifa pmﬁt of 50% on fre:ght is

Frelght per trip (both ways 300 tonnes km @ Re. 1) Rs. 300

to be earncd
Solution _
(tonne - km 7.500)
Cost Per tonne-km
per month
Rs. Rs.
Fixedcosts;
Driver's wages 500
Cleaner's wages 250
Tnsuirance 400
Taxes | 200
General Supervision 400
| ' 1,750 0.233
Vanablc running costs
o "'D.iese}:ml grease 750
Depreciation 750
Repairs & Maintenance 500
2,000 0.267
(a) Oper:iting costs ?,';5_0 _OEJ :
(b) Freight rate : . L
Cost per tonne-km Re. 0.50
Profit per tonné-km 0.50
' 1 00

(Truck makes only one trip a day - tonne-km covered in a trlp would be 7,500/25)

Workmg Notes :

Tonne k.m. per month 6 tonnes x 50 km x 25 days = 7,500 k m.

(5 tonnes on outward trlp one tonne on return trip)
- or Outwards Trip tonne k.m. 5x50x25=
- Inward Trip Tonne-k.m. 1x50x25=

8 Assumed that trucks makes one trip a day and no

0000

* Depreciation =9,000

6,250
1 ,25 0
7,500 ,300

scrap value at end.



4

M/s. Iswarya Thermal Power Corporation provides the following information for the -

year ended 31st March, 2003 and requests you to prepare a Cost Sheet showing the cost of
electricity generated per unit of K.W.H. During the year the Corporation has generated 20
Lakh K.W.H. Coal consumed per K.W.H during the year 5 Kg @ Rs. 0.50 per kg, and

depreciation charges at 5 percent.on capltal cost of Rs. 10,00,000.

_ Rs.
Administrative Overheads . 1,00,000
Plant supervision | | O 1,50,000
Wages of employees - ' | 2,50,000‘
Repairs and maintenance ' ) ' 2;50,000
Spares, Stores and Lubricants | o _ 2,00,000

Solution

OPERATING COST SHEET

Annual Exp. Per KWH Unit

Rs.
[. - Fixed Charges:
| - Plant supervision © 0 1,50,000
Administrative overheads 1,00,000
Depreciation @ 5% on o '
Rs. 10,00,000 : - 50,000 _ —
- Total - I 3,00,000 . 0-15
[I. RunningCost:
Coal (5 x 0-50 x 20,00,000) _ 50,00,000
Wages to employees | . 2,50,000
Repairs and maintenance 2,50,000
Spares, stores & lubricants - 2,00,000
Total - I 57,00,000 - 2-85

Grand total I & I 60,00,000

Cost per K.W.H. of Electricity Generated : 3-00

5)

M/s. Amogha Transport Company runs Four buses between two cities, which are 500

Km. apart from each other. The seating capacity of each bus is 40 passengers, and .a_ctual
passengers cartied were on an average 80 percent of the seating capacity. All the Four
buses ran on all the days in the month of April, 2003. The company provides the following

information for the same month :
' Rs.

'1,20,000

Salaries of drivers, conductors, cleaners, eic. .
88,000

Salaries of Office and Supervisory staff



Diesel, oil, eic. R | S 200000

Repairs and niaintqnance o _ | 406,000
Insurance andtaxanon | T - 90,000
Interest and otlier charges ' 1,606,000 )
Depreciation - | 1,30,000

*» Each bus made one round trip per day. Find out the Cost per passenger Km.

M/s. Amogha Transport Company

o | - . 80 S
~ Calculation of number of Passenger Km. 500x40x2x — x4 =1 28,000 Passenger Kms.

100
Operating Cost St#tement - April, 2003 |
. ' ' Rs - Rs,
1. Fixed Charges: - '
 Salaries of office & Supervisory staff 88.000
 Taxes and insurance ' _ 90.000 |
- Interest and other charges _ 100,000 - 278000

HT - . Maintenance Costs : : _
Repairs and maintenance 40,000 _ 40,000

| . Operating & Running Cost :

3)

Salaries of drivers, conductors etc,, 1,20,000

Di_csel and oil - 2,00,000 - _ )

Depreciation ) 1,30,000 - 450,000 . -
Total Expenditure : 768000
7,68,000 '

~ Cost per Passenger KM : 1.28.000 = Rs6

A Truck costs Rs. 5,15,200. Its life estimated five yeafs. Its scrap value after five years |

is estimated to be Rs. 35,200, The standing charges per year are estimated as follows :

~ Driver and attendent salary Rs. 7,500 per month; Administrative expenses per year Rs.

42,000; Licence Rs. 18,000 and Insurance Rs. 24,000 _

The running charges are as follows : Fuel costs Rs. 30 per litre; The consumption of fiel
is worked out as 15 Kms. per litre. The estimated arinual Kilometre running is 60,000
Km. The cost of lubricant is Rs. 6,000 per year. Cost of tyres is Rs. 12,000 and their
expected life is 20,000 Km. Repairs over the life of the vehicle are estimated at Rs.
1,50,000. | - .

Find out the total operating cost per Km,

a’

g



B ‘Solution -

Statement showing the operating cost of Truck per Km.

Total Cost Cost per Km.
Rs. Rs. Ps.

I Standing Charges :

Salaries of driver & Attendent : :

per annum : 7,500 x 12 - 90,000 ' 1-56

Administrative expenses 42,000 0-70

Licence 18.000 _ 0-30

Insurance ' 24,000 0-40

Total Standing Charges : 1,74,000 290
II.  Running Charges:

Fuel | 1,20,000 2-00

Depreciation (5,15,200 35 ,200/5) 96,000 140

Tyres 36,000 0-60

Lubricants ' - 6,000 0-10

Repairs (150,000/5) 30,000 050

Total Operating Cost | 462000 7-70

Total Operating cost per Km : Rs. 7-70

7)  From the following information exiracted from the books of M/s Geethanjali Travels,
calculate the cost per Kilometer and cost per passenger Kilometre of a vehicle for the year
ended 31-12-2002. '

. Rs.
Cost of the vehicle 400,000
Road Licence fee per annum 6,000
Insurance charges per annum 2,000
Garrage rent per annum - ' 8,000
Salaries of drivers per month 2,500

Cost of Diesel per Litre Rs. 18 '

Diesel consumption @ 10 Km. per Litse

Tyres and maintenance charges per Km. Re 1
Estimated life of the vehicle 1,00,000 Km.

Average run of the vehicle per annum 10, 000 Km.
Number of the passengers travelied during the year 1,140
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Solution : o . :
Operating Cost Sheet of M/s. Geethanjali Travels for the year ended 31-12-2000.

Particulars R _ ‘Cost per a&pum Cost per Km.  Cost per
I.  Standing Charges: . 10,000 Km. run ' Passenger
'~ 'Depreciation ' ~ Rs. : B Rs.
400000 ' - o |
( T00.000 X 10.000) 40,000 400
Road Licence fee ' 6000 0-60
Insurance Charges 2,000 020
Garrage rent . B ' 8,000 0-80
Salaries of drivers per year 30,000 300
86000 . 8460

II.  Running Charges: _ _ o
' Tyres and maintenance - 10000 100

Diesel o 18000 180
N ———— T ' 1,14,000 1140 6-01
1,14,600

Operating cost per Kru: "1‘0—’660— =Rs. 11%0

1,14,000

: (_)perating cost per I_’a'lssenger Km. = Rs. m =0-01, =1 sztse.

8 Fromthe particulars given here under for the year ended 3 1st March, 2003, 'relating.to'Mf -
s. Godavari Thermal Power Station prepare an Operating Cost Sheet showing the cost of
electricity generated per unit of KWH. ,

s : Rs.
* Cosl consumed for generating 40,00,000KWH : 4,00,000 -

 Salaries.and Wages . 2,00,000
Repairs and maintenance S 2,00,000
Lubricants, spares and stores . | - 1,60,000 -
Plant supervision | 120000
Administrative overheads : _ : . 80,000
Charge deprécia_tion @ 10% on capital cost of 4,00,000
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Solution
M/s. Godavari Ther_mal Power Station
Operating Cost Sheet of the Rower Station for the year ended 3 1st March, 2003

Particulars ' Total Cost . -:Cost per
Rs. Rs.

L Standing charges :

Depreciation @ 10% on Rs. 400,000 ' '40,000
Administrative overheads . 80,000
Plant Supervision 1,20,000
Totall: 2,40,000 006

- II  Running Charges:
Coal consumed for generating

40,00,000 units of electricity - 4,00000

Salaries and Wages 2,00,000

Repairs and maintenance 2,00,000

Lubricants, spares and stores 1,60,000
Total of I 9,60,000 - 024
Grand Total [ & 11 : 12,600,000 0-30

N ‘M. Anuraga Taxi Service Syndicate has been running a fleet of 10 Taxis of Rs. 1,50,000
each. The life of each taxi is 4,00,000 Km., and its estimated scrap value is Rs. 30,000. On an
average each taxi runs 4,000 Km. per month of which 20 percent it runs empty. The syndicate

provides the following information :

: Rs.
Driver's salary per taxi per month 6,000
Salary of Office staff per month 15,000
Salary of garage staff per month 20,000
Garagerentpermonth 10,000

21,600

Road tax and repairs per taxi per annum
Insurance @ 4 percent of cost per annum
Petrol consumption is 10 K.m. per litre costing Rs. 20 per litre
48 per 100 Km.s '
Calculate the effective cost of running a taxi per Km.

Oil and other expenses Rs
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R :S\ olnation o N .
o M/s. Anuraga Taxi Service Syndicate : Operating Cost Sheet

o ‘Rs.,
I Fixed cost per month : S | -
" Salary of Office staff e 15,000
- Salary of Garage staff R k 20,000
Garage rent ' ' . 19,000
'Fixed Cost for 10 Taxisp.m. o 45,000,
E Fixed cost per taxi per month S 4500
(45,000/10 4,500) - -
+ Insurance per taxi per month ) _ - 500
+ Road tax & repairs per taxi pm. - 1,800
Drivers salary per taxi p.m. : 6,000.
 Total Fixed Cost per taxi p.m. 1280
. FixeddostperKM.(128005200) 400
Variable cost per KM : |
Depreciation per effective Km, S 040
petrol per effective Km. a . 250
Oil & other exp. per effective Km. ‘ - 0-60
* Cost per K.M. Per Tax : | . - 7-50

the month of April, 2003 :
- . " Rs.
Wages-;i{_ Drivers, conductors & cleaners o 72,000
Diesetand other oils - | - - 2,06,400
Repairs and maintenance ' ' a 24,000

Salaries to office and supervisory staff 30,000
Taxes, insurance, etc. | ' - 48,000
- Depreciation 78,000
Interest and other charges T 60,000

Actual passengers carried on an average were 80 percent of the seating capacity, All
buses ran on all the days of the month. Find out the cost per passenger Km.
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Solution :

M/s. Amulya Travels
Operation Cost Statement

I. Standing Charges ) Rs. Rs.

Wages of drivers, conductors & cleaners 72,000

Salaries of Office and Supervisory staff 30,000

Taxes and insurance 48,000 :

Interest and other charges. 60,000 2,10,000
H. Maintenance Charges :

Repairs and maintenance 24,000

iHY Operating Charges :

Diesel & other oils 2,06,400 _
Depreciation | 78000 - 2,84,400
Total expenditure : ' 5,18,400

Calculation of Total Passenger Km:
40 x 6 x 300 x 80% x 30 = 17,28,000 Passenger Km.

518,400 _
Cost per passenger Km. = m ==_30 Ifalse'. :



UNIT- 28 PROBLEMS WITH SOLUTIONS ON
: _RECONC]LIATION AND MARGINAL COSTING
'L Reconciliation of Cost and Financial Accounts.

1. X Ltd., manufactures two products, A and B. The following data refers to the year
ending'on 31st of December, 2001 :

o A B
Production (units) o ' 125 400
Sales (Units) ' S 120 360
Material Cost per unit (Rs.) : : 15 . 12
Wages cost per unit (Rs.) ) o : 40 : 30
Selling price per unit (Rs.) | 125 90

- Actual works overhead during the year smounted o Rs. 9,000 and office overheads to

Rs. 10,000.

In fixing the selling price it was estimated that works overhead should be taken at 50% of
wages and office overhead at 33 1/3% on works cost. You arerequired (i) to prepare a statement
of cost to show the net profit for the year in the cost books; (ii) to compute the net profit for the

year by the financial accounts, valuing unsold stocks at actual material and wages cost plus
works overhead at 50% on wages and (iii) to reconcile the Profits of cost and financial books. -

Solution _ -
Statement of Cost (Cost Books) _
ﬁoduct A Product B
Perunit | Total | Perunit| Total | Total
_ _ Rs. Rs. Rs. Rs. Rs.
Materials I 15 1875 12| 4800 | 6,675
Wages | S 5000 30 112000 17,000
Prime Cost 55 6,875 42 116,800 23675
Works Overheads 50% of wages 20 | 2500 15 6000 {8500
|  WorksCost | 75 [ o315 | 57 a0 |a2a7s
Office Overhead 1/3 :"'a'f"Works éost 25 3,125 19 7,600 {10,725
N | 100 {12500 76 {30400 |42,.900
(-) Closing Stock ' : 500 3040 | 3,540
 Costof Sales 12,000 27360 {39,360
Sales . [15000 (32,400 |47,400
Profit 3,000 5040 | 8,040




~ Financial Books
- _Profit and Loss Account

To Materials: = o By Sales
B 4,300 B 3-25400 .
6,675 L 47400
Wages =~ " Closing Stock * | B
A 50000 A 375
B 12,000 . B 2280
. 17,000 . ' - : 2,655
" Work expenses 9,000
" Office expenses 10,000
To Net Profit _ 7,380
50,055 I - 50,055
* Valuation of closing stock o :
. Rs. Rs.
Material e 12
Wages 40 39
- | 55 42
Works overhead 50% of wages 20 15
75 57
No. of units of closmg stock ' 5 40
Value of Stock 375 2,280
- Reconciliation Statement ‘
. Rs.
Proﬁt as per Fmancxal Books : : 7,380
Add Under-recovery of works overhcads (Rs. 9, 000-R5 8,500) - 500
. | 7,880
Add : Over-valuation of closing stock mn cost accounts (Rs. 3,530 -Rs. 2,655) - 885
| : 8,765
Less : Over-recovery of office overhead (Rs. 10,725 —Rs.. 10,000) 725
- Profit as per Cost Books o 8,040
2. The followmg figures are avaﬂablc from the financial accounts for the year ended 31st
March 2002 :
Rs.
Direct Materials used 62,500
- 25,000

Direct Wages



. Eactory overhead

95,000 -

Administration overheads 62,500
Selling and Distribution overheads 1,20,000
Bad Debts | 5,000
Preliminary expenses written-off 2,500
Legal charges 1250
. Pividendsreceived 12,500
* Interest received 2,500
Sales 1,20,000 units 1,75,000
- Closing Stocks : '
Finished stock 40,000 units 30,000
Work- in—pfogress - 20,000
The cost accounts revealed : '
_ Direct material consumed : Rs. 70,000. -
Factory overhead recovened @ 20%-on. pnme cost
. Administration overhead @ 75 p. per umt of productlon
Sellmg & Distribution overheads @Re.1 perumt sold.
Find out the proﬁts as per cost and ﬁnanclal books and reconcile the sz same :
: Solution s _ ) _ o

CUDES ' Profit and Loss dJe for thg year ended 31st March- 2002 Cr.

- - Rs. : \ . Rs.
To Direct Materials . 62500 By Sales 175,000
To Direct wages 25000 By Closing stock '

- To Factory overheads 95,000 - 'Wor]{-in-Progress S 20,000
To Adﬁnmstratwe Overheads 62,500 ~finished goods . 30,000
To Selling & Distn. overheds  1,20,000 By Dividends o 12,500
ToBaddebs = . 5000 By Interest = - ' " 2,500
To Preliminary Expenses 2500 By Net Loss : 1,33,750
To Legal charges ' 1,250

| 3,73,750 373,750

Statement of Cost

_ ' Rs.
Direct Matrials 70,000
~ Direct Wages 25,000
B | Prime Cost ) - 95,000

Factory Overhead 20% on prime cost - 19000
' 1,14,000
(-) Closing works in progress 20,000
Factory Cost N . . 94,000
Administration oycrhcad (1,20,000 + 40,000)x 75 p. I ' o 1 ,20,000

Cost of Production g L 214000 281



(-} Closign stock of finished goods (2,14,00 + 4) " : '. | 53,500

| Costofgoodssold 1,60,500
Selting & Distribution overhead 1,20,00 x Re. 1 B 1,20,000
Cost of sales ... 2,80,500
Sales -+ 1,75,000
| Net Loss . 1.05,500
. Reconciliation Statement | '
Rs. ‘Rs.
Net Loss as per Cost Accounts _ ~ 1,05,500
Add: Under recovery of factory Overhead 76,000 -
Bad debts not shown in cost accounts - 5,000
Preliminary expenses not recorded in cost books 2,500
Legal charges not shown in cost books 1,250
Under valuation of closing stock in financial books 23,500
' B 1,08,250 .
213,750
Less: Excess use of materials in cost alc - - 7500
Over recovery of Admn. Overheads 57,500 - -
Dividends recd. but not shown in the cost accounts 12,500 .
Interest recd., but not showh in the cost accounts ' 2,500
' 80,000
Net Loss as per Financial Accounts _ _ ' 1,33,750 "

-

3. Afirmwhose financial year ended on the 31st of March, 2002 shows profit-according to
' its financial books amounting toRs. 2,57,510 while its cost books revealed a profit of Rs.

344,800 for the same period. While reconciling the profits the following differences have
been noticed ' _ :
. Rs.

Under absorption of factory overheads - 6,240
Over-absorption of office overheads. ' 3,400
Depreciation charge in financtal accounts 22,400
Depreiciation charge in cost accbunts 25,000

~ Interest on Investments not included in cost accounts . 16,000
Loss included in financial accounts | ' 11,400
Income tax 80,600
Dividends received _ 2,450 -
Loss due to depreciation in stock value in financial accounts _ 13,500
Reconcile the two profits . ‘ ' '



Reconciliation Statement _ | _
* _ " Rs. - Rs.

Profit as per ﬁnanﬁiéi'-accounts - i ' 2,57.510
Add: Under af)'sorptibn of factory overheads - ' 6240 . . '
- Lossincluded in financial accounts - -~ ' 11,400
-wIncome tax - '. _ N 80,600
o '-"I.Loss in stock value not recorded in cost accounts 13,500 S .
- ‘ 1,11,740 -
- | 3 369250
Less : Over-absorption of office Overheads 3,400 '
" Excess depreciatioh'chargcd in cost accounts 2,600
" Interest on investments not included in cost accounts 16,000
Dividends received not included in cost s6counts 2450 o
o _ ' 24,450
Profit as per Cost Accounts o ST 344800

4. During the year a company's Profits have,beem estimated from the costing system to be
Rs, 23,063 whereas the final accounts prepared by the auditors disclose a profit of Rs.
" 16,624. Given the following informration, you are required to prepare a reconciliation

statement. _ _
Profit and Loss Account for the year ended 31st af March, 2002

_ S \ Rs. . : ' -~ . . Rs.
To Opening Stock 247179 By Sales 346500
To Purchase 82,154 - By Closing stock 75,121
To Wages =~ 23,133 s | o
To Factory expenses =~ ~ 20826
To Gross Profit c/d 48,329

o | - Ane 4,21,621
" " To Admn. expenses o _9_,8'47_5 By Gross Profit ‘ m
 To Selting expenses 22,176 BySundryincome - 316
ToNetprofit 16624 e
48,645 48,645

To costing records show : .
i) a stock ledger closing balance of Rs. 78,197
i) . direct wages absolption of Rs. 24,867
iy factory Overheads absorbed : Rs. 19,714
iv)  administration expenses calculated as 3% of the selling price
- v} selling prices include 5% for selling expenses
vi) no _n'aenéion of sundry income. -



Solution :

Cl.steck  Direct Factory = Admn. Selling Sundry

Rs. ~ wages  expenses expenses expenses incomie
Rs. Rs. Rs. Rs. Rs.
Cost Books 78,197 24,867 19,714. 10,395 17325 =~ -
_Financial Books- 75121 - 23,133~ 20,826 9,845 22,176 316
Difference 3,076 1,734 1,112 550 4851 316

Reconciliation Statement

Rs. " Rs

Profit as per financial accounts _ _ | 16,624
Add: Excess value of closing stocks in cost books ' 3,0?6 -
Under-recovered factory expensés RIVIR
. Under-absorbed selling expenses - 4851
| T 9,039
25,663
Less : Excess wages charged in cost books _ 1,734
Over-recovered administration expeses ' 550 |
Sundry income not shown in cost accounts 316
o | NI 2,600
Profit as per cost accounts . | . 23,063

¥

5.  Fromthe followmg pamculars prepare a Reconciliation Statement

Profit and Loss Accounis for the year ending on: the 30th June 2002 .

Rs. _ Rs.
To Office salaries 11,282 By Gross profit b/d _ 54,648
To Oﬁice expenses ' 85 14 By Dividends received o 400
" To Salesman's salaries 4922 By Interest on deposits ; 150
“To Sales expenses 9,304
To Distribution expenses 2,990
To Loss on sale of machinery - 1,950 -
To Fines | 200
To Discound on debentures 100
To Net profit c/d _l_'a’ﬂ&‘_ls _ .
: 55,198 _ ' - 55,198
Tolcometax T8000. ByNetProfitbd 17,936
To Reserve o 1,000 '
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- To Dmden

4,‘000' o

" To Balance c/d 14936
- 17,936
The cost accountant of the company

‘has ascertained a proﬁt of Rs.

Reconciliation Statement

17,936
19:636 as per his_.‘

Profit as per Financial accounts -
Add: Expenses and losses not recorded in accounts:

_Loss on sale of machinery

Discount on debentures

Less : Incomes not recorded in cost accounts -

- Dividends received -

. Interest on deposits

Profit as per Cost Accounts

1950
200

150

Rs.
17,936

- 2,250
20.186

550

1963

6. M/s MRPLtd. Made a profit of Rs. 23,000 durin
. whereas their financial accounts disclos

loss account for the year ended 31.12

prepare a recornciliation statement,

i

g the year 2001 as per costing records,
ed a profit of Rs. 15,000. From the following profitand
-2001, as per the financial books you are required to

3 b
c)
d)

The costing l"cc_ordsl show the following :
Stock ledger closing blance Rs. 89,000

~ Factory overhead Rs. 13,000

Administrative overhieads calculated at 8% of sales
Selling expenses calculated at 8% of sales.

g
Y

Dr. ' Profit and Loss Account Jor the year ended 31st of March, 2001 Cr "
- _ Rs. o ~ Rs.
To Opening Stock 100000 By Sales 1,75,000
To Purchases 80,000 By Closing Stock 80,000
To Direct Wages 20000 - o
To Factory Experisés 15,000 -
- To Administrative expéimes : 10,000
To Selling expenses ' 15,000
To Net Profit 15,000 - o
2,55,000 2,55,000




Solution'

Reconciliation Statement as on 31-12-2001

. Rs. ' Rs.
Profit as per Cost Records o C 23,000
- Add: Administative overhead over - ' : S
absorbed (14.000-10,000) | 4000
Less i) Factory overheads under absorbed ' S T—,OOO i
(15,000 13,000) | 2000
ii) Over — Valuation of closing stock '
in cost records (89,000-80,000) _ 9,000
 iii) Under-Recovery of selling expenses _ :
(15,000-14,000) 1,000 12,000
Frofit as per financial books | - 15,000

7. Prepare a memorandum Reconciliation Account from the following particulars :

Profit shown by Cost Books Rs. 30,114 and by financial books Rs. 19 760.0n reconcllmg
the following information is available :

(1) Overhead absorbed in cost books Rs. 7,500 and incusrred Rs. 6 932 (11) Dlrector S fees '
not included in cost books Rs. 750. (iii) Provision for bad debts Rs. 600 (iv) A new work was
taken for Rs. 12,000 and depreciation of 5% was provided for only in the ﬁnanc1al books. (v}

Transfer fees Rs. 28 (vi) Income-tax Rs 9, 000

Solution
Dr Memorandum Reconciliation Account Cr.
' | . Rs. ' . . - Rs.
To Director's fees excluded ‘By Profit as per Cost Book 30,114
in cost books 750 By Overabsorbed Overheads - 568
To Provision for bad ' By Transfer fees ' 28
debts excluded in cost books 600
To Depretiation not
| provided for in cost books 600
To Income - Tax _ 9,000
To Profit as per
Financia! Books ' 19,760
30,710 30,710

|
\




8. Ascertamthcproﬁtasperproﬁtahdloés“accmmtbypmpmngMelmndmnReooncﬁmuan
Accourt. . g _ . .

Rs.
() Profit as per cost records ' o 1,50,300
(ﬁ) : '.'.F'actory.overhead under recovered in cost books S 4'00_0
@) Office overhead under-recovered in financial books | Coe 1,500
(i) Depreciation shown excess in cost books B Y950
) ) Interest on investment | c _ 495
(vi) Recéip't of iﬁb_ome from share transfer L L - L2 '
(vi)) Provision made for income tax '_ S 28500
Solution: | | | o
Dr. _ " Memorandum Reconciliation Account : a _ Cr.
— | Rs. E— T R
To Factory overhead By Profit as per cost records ~1,50,000
under recovered in cost books 4,000 By Office overheads
To Provision for income-tax 28,500 . over-recovered in cost books 1,500
R By Excess*deprec_:iatio. in
ncost books ) 950
,. By Interest on investmetns ' 495
To profit as. S 1.21,8600 By Share transfer fees o 120
- per financials books .
154365 . o m
2. MARGINAL COSTING

1. A factory manufacturing printing machines has the .'caiaé.c;ity"'td'ﬁrﬁdu(':e 600 machines :
per annum. The marginal cost of each machine 1s Rs. 300 and each machine is sold for Rs. 375, -
- - Find overheads are Rs. 30,000 per annum. Calculate the Break-Even point for output and sales: '
Solu'ﬁbn_ o |
e FixedCost
Contribution

A __'Breék_-Even point (for output) = per unit

30,000 30,000 _
375-300 73 =400 machines

- Fixed Cost _
P/v Raio

Break — Even point (for sales) =

oo Contribuin - - 75 | | _'
P/V Ratio = 2 =20% o
| _o Sales .x_100. 375 x 100 .20/ _ - ;_
" 30,000 —-k - . | .

020 130,000 ' Lo

-~ BEP(Rs)=




2. ‘ From the following dat_a,_..Ca_I_Cuiatc the Bre;a_}c-Evgn point :

Rs.
~ Sales . ' 60,000
Direct Materiat s g&l, _ 20,000
Direct Labour o 12,000
Direct Expenses : 8,000
Overheads (Fixed) :
Factory | 10,000 _ .
Administration 5,000 15000
So_lution: |
' . FixedCost -
Break-Even Point (Rs) = BV Ruio :
Conuibuﬁon - 20,000

X 100 =33.33%

~ P/V Ratio = —— =
PIV Ratio = g x 100= G5 G0

15,000
. BEP= ———=Rs. 45000

© 03333 T

3. Fromthe following information, calculate the Profit-volume Ratio:

. Rs.,
Sales ' 12,006,000
Profit - a - 2,40,000
 Fixed Cost | 3,60,000 |
If in the next period, the company suffered a loss of Rs. 1,20,000 calculate the sales
volume.
S_oluiion _ '
S _Contriﬁution ' R Fixed Cost + Profit
P/v Ratio = Salos - Sales —-
3,60,000+ 2,40, 000 £ 100 = 50%
= 12,600,000 °
. 00 FixedCost — Loss
Sales required at a loss of Rs. 1,20,000 = PrvRatio

_3,60,000-1,20,000

=Rs. 480,000
0.50 Rs. 4,80,0¢




4, From ti:e following data relatmg toa Cempany, Calcuiate
(i) The Brcak Even Sales ; and _
(i) S__ales_ required to earn a profit of Rs. 6,000 per period :

Period Total Sales - Total Cost
._ " Rs. . ' Rs.

1 | 42,500 - 38,700
S 39200 36852

Solution - .
Difference in sales : Rs. 42,500 — 39,200 =Rs. 3,300
Difference in total cost = Rs. 38,700 — 36,852 = Rs. 1,848

o - 1,848 -
Hence, ratio of variable cost of sales = 3300 100

. /v Ratio = 100% — Variable Cost % |
= 100% ~ 56% = 44%

Total cost in Period I S 39,200
Less : Variable Cost : ' '
. (56% 0f 42,500 (sales) 23,800
Fixed Cost | . 14,900
L FixedCost |
)  Break-Eve -—
®  Break-Even Sales P/V Raio
14,900 Rs. 33.864
T 04q Rs-33864
@) - Sales requlredtoeamaproﬁt of Rs. 6000
leeéCost+Proﬁt
PV Ratm
_ 14,900 + 6000
0.44

=Rs. 47,500



5

Solution :

W
()

{iii)

. 6.

it.

' leed overheads

Fromthe following data calculate :

(a) Piv Ratlo (b) Profit when sales are Rs. 20 000 and (c) New-Break—Evcn pomt it
-selling price 1s reduced by 20% . _

Rs.' )

Fixed expenses o 4,000

Break-Even point o 10,000

At B.E.P,, fixed expenses and contribution are equal. Hence, coﬁtributioh Rs. 4,000

P/V Ratio = Contribution 0= = 00
' 0 = _—_—H_Sales xl = 10,000 x 100 =40%

Profit when sales are = Rs. 20,000 ,

_ Contribution = 20,000 x 40% = Rs. 8,000
_ Profit= Contribution — Fixed expenses

= 8,000 - 4,000 =Rs. 4,000

New B.E.P if selling price is reduced by 20% present P/v Ratio = 40%

‘When sales are 20,000, Contnbunon =Rs. 8,000

" or variable cost =Rs. 12,000

If selling price is reduced by 20%

' New Sales will be Rs. 20,000 - 20% = Rs. 16,000

. Contribution =Rs. 16,000 . 12,000 = Rs. 4’000.._ W

4000 -
New P/v Ratio = 16,000 s 100 25%

: New BEP Fixed Cost
Hence, New = New P/v Ratio
' 4,000
= —— Rs. 16,000
0.25

From the following mforma'tion, Calculate the Break-Even point and thesales required to
earn to profit of Rs. 60,000 ' _ L

Rs.
42,000

Variable Cost = Rs. 4 per umt '
Selling Price = Rs. 10 per unit

If the company is earning a profit of Rs. 80,000 express the margin of safety avail

ableto .



Nt

_Solﬁﬁbn:“ o )
"Fixcdéost

® BBP(RS)?W
 Contributi 10-4
© PAVRatio = R X 1002 4 100 = 60%
- " Sales 10
P = ———— = Rs, 70,000
BEP =~~~ = Rs. 70,00

(i)  Sales requried to earn a profit of Rs. 60,000

Fixed Cost + Desired Profit
P/VRatio

 Desired Sales =

42,000 + 60,000
T 060

(i) * Margin of safety at Rs. 80,000 profit. -

__Profit 80000
Y= P Ratie 0G0~ =R 193333

=Rs. 1,70,000

Fixed Cost =Rs. 8,0_00
Profit eamed = Rs, 2,000
Break-Even Sales = Rs. 40,000
_ Find out the actual sales
Solution
'Fixed Cost

Break — Even Sales = m x Sales’

8,000 |
8,000 + 2,0000 *
(40,000 x 10,000) = 8,000 x

. 40,00,0000 |
" X% "8000  ~Rs.50,000

or Rs. 40,000

8. From the following particulars, find out the selling price per unit if B.E.Pis o be brought -
down t0 9,000 units, - . o S -

: Rs.
. Fixed expenses o 2,70,000
Variable cost per unit = Rs. 75
Selling price per unit =Rs. 100



Solution Let the contribution per unit be x for Break-Even sales of 9_,000-unii§.

Fixed Cost

BEP= ———
Contribution

. 2,70,000
9,000 umits = ———

9,000 x =2,70,000

_2,70,000
9,000

= Rs.30

_ Contribution should be Rs. 30 per unit instead of Rs. 25 being at present. It means selling
price should be increased by Rs. 5. Therefore, the selling price should be Rs. 105,

S M g
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Dr. B.R. AMBEDKAR OPEN. UNIVERSITY
' UNDERGRADUATE COURSES - Il YEAR
SUBJECT : COMMERCE -

COURSE : COST AC_COUNTANCY'
ASSIGNMENT-I

N.B. o
1. Do not copy the answer directly any of the books.
2 As far as possible try to answer the questions mdepcndently In your own words.
3. If it is necessary to quote from'any source, give the corrct reference..
4, Use your own foolscap pages for writing the assignment. -
5. Leave sufficient margin for the comments of the evaluater.
6. Complchon of this assignment n6rmally should not take more than two hours time.

PART - A
Answer the following questions in about 30 lines each.

1. What do you understand by the term Material Contro] ? Bxplain brieﬂy the important
?spects of Matmal Control.

2 uct passes through two dlstmct Process A and B, and then to finished
P stock The normal wastage of each process is as follows :

Process A - 3% of the units entering the process.
Process B - 5% of the untis entermg the process.

' “Wastage of Protess - A was sold at 50 paise per unit, and that of Process-B at

Re. 1 per unit. 16,000 units were issued to Process-A at a cost of Rs. 2.00 per unit.
The other expenses were as under, . o -

"Pl‘n(._:es's -A Process-B

_ _ Rs. . " Rs.
Sundry Materails | 2,000 3000

ages. 10,000 16,000

Man¥ turiﬁg expenses ' 2,100 2,375

The actual Output?; were |
Process-A § 7500 units
Process-B 9.500 umts

Prepare Process Accounts assuming that there was no opening or closmg stock



3. During first week of April 2003 a worker manufactured 300 articles. He receives
wage for a guaranteed 48 hours a week at therate of Rs. 4 per hour. The estimated
“time to produce one article is 10 minutes and under incentives scheme the time
allowed is increased by 20%. Calculate his Gross Wages according to :-

1) Rown premium bonus

ii) Halsey premium bonus

PART - B

Answer the following guestions in about 15 lines.
. . What are Varialbe Costs ?

Record the following transactions in the Stores Ledger using FIFO method:

Units

2003

May 1 Balance ' 350

M 2Issues 30
" 4 Issues ' . 200
" 6 Purchases ' 250
" 11 Issues : o 200
“ 19 Issues ' 250
" 22 Purchases 250
" 22 Issues 200

Price per
Unit
Rs.

2.00
2.20

K .".N"f"":.?ﬁ-" AR B it -

2.30

2.40

3. From the following particulars find out the amount of profits :

Sales

Direct Materials
Direct Labour
Variable Overheads
Fixed cxpenses

Rs.

1,20,000

40,600
25,000

10,000

20,000



/ " Dr. BR. AMBEDKAR OPEN UNIVERSITY
g UNDERGRADUATE COURSES - III YEAR
SUBJECT : COMMERCE

. COURSE : COST ACCOUNTANCY
o
"/ : ASSIGNMENT-II

1. Do not copy the answer directly from any of the books.

2. As far as possible try to answer the questions independently in your own words.
3. If it is necessary, to quote from any source, give the correct reference.

4. Use your own foolscap pages for writing the-assignment.

5. Heave sufficient margin for the comments of the evaluator.

6. Completion of this assignment normally should not take more than two hours time.

PART - A
Answer the following questions in about 30 lines each.
1. Distinguish between centralised stores and decentralised stores systems.

2. From the following figures prepare a reconciliation statement :

——— .Net loss as per financial records . 2,08,045
Net loss as per costing records ' 1,71,400
Works overhead under-recovered in costing 3,120
Administrative everhead recovered in excess 1,700
Depreciation charged in financial records 11,200
Depreciation recovered in costing : 12,500
Interest received but not included in costing ‘8,000
Obsolescence loss charged in financial records . 5,700
Income-tax provided in financial books _ 40,300
Bank interest credited in financial books - . 750
Stores adjustments (Credit) financial books 475

- Value of opening stockin:
Cost account " o 52,600
- Financial accounts 54,000
' _:of ¢closing stock in : S
" Cost accounts - 52,000
_ Financial accounts o 49,600
Interest charged in cost accounts ' | '
but not in ﬁnanci‘éﬁgcomm _ - 6,000
Preliminary "é'ifiﬁ;nses written off - - 800
Provision for doubtful debts | 150

P R



3. A company has three production departments A, B and C two service dcpartmctns\

X and Y. The expenses incurred by them during the month May 2002 are : \

Rs. 8,000 |

Rs. 7,000 T,
Rs. 5,000
Rs. 2,340

Rs. 3,000 \

The expenses of service departments are apportioned to the production departme
oh the following basis : ' |

A G R+ i

ﬁts

| A B c . X Y
Expenses of 20% 40% 30% -- 10%

Expenses of 40% 20% 20%  20% -

Show clearly as to how the expenses of X and Y departments would be apportioned
to A, B and C departments.

_ PART - B
Answer the follo\?vin'g'qliestions in about 15 lines
‘Definé minimum inventory level. |
From the following particulars, calculate the-earnings of workers under straight

piece rate basis and Taylor's differential piece rate system. -

- Standard Time per piece : 20 minutes . _ e
Normal rate per hour D Re. 0.90 '
In 2 9 hours day . A Produced 25 units

B Produced 35 units
Differentials to be applied 80% of piece rate below standard, 120% of piece rate
above standard. '
Compute the machine hour rate from the following particualrs :

~ Rs.
Cost of machine 1,20,000
Installation expenses _ _ 12,000
Estimated scrap value after the exprie of tis 10 years life 2,000
Estimated working hours per annum 2,000
Rent for the shop per annum ' 800
Repairs per annum 1
Insurance premium per anfum 400
Power consumption - 10 units per hour
@ 6 paise per unit -
Lubrication oil, consumable stores for 8 hours day 10
Foreman's salary per month he maintains same type
of another machine also. ' ' 600
12

Wages of worker per day
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Dr. B.R. AMBEDKAR OPEN U_NIVERSITY
' UNDERGRADUATE COURSES - IIT YEAR
SUBJECT : COMMERCE |

COURSE : COST ACCOUNTANCY

// - - ASSIGNMENT-II

N.B.

1. Do not copy the answer directly fr.(_)rh any of the books. |

2.. As far as possible try to answer the quesiidhé .independently in your own words.
3 If it is necessary to quote from any source, give the corrct reference.

4. Use your own foolscap pages for writing the assignment. -

5. Leave sufficient margin for the comments of the evaluator.

6. Completion of this assignment normally should not take more than two hOur_s time.

PART - A

Answer the following questions in about 30 lines each.

1.
2.

" ExXplaiti thevarious-bases of apportionment of overheads to departmeﬁts.

‘In‘a factory two types of radios are manufacture_d viz., Brand A and Brand B.
From the following particulars prepare a statement showing the cost per radio,
and profit per radie sold. There is no opening or clgi_sing stock. '

5 Brahd A ' Brand B
Materials 81,900 1,08,680
Labour 46,800 62,920

Works expenses are charged at 80% of labour and office on cost at 15% on
- works cost. Brand A radios sold during the period are 234 at Rs. 1,000 each
: and_B_rand B radios sold are 286 at Rs. 1,100 each. '

If the actual works expenses are Rs. 87,000 and office expenses Rs. 58,000
find out the profit as per financial accounts and reconcile the profits. |

A’'sempany has four départments A, B and C which are production departments
and D which is a service department. Cost of the department D is apportioned
on the basis of wages paid. :



The actual costs for the year 2003 were : ' \

Rs. \

Rent | 21,000 -
* Repairs to plant _ 1,26,000 ‘ '; . :
Depreciation of Plant 9.450
Light and power 2,100 \ -
| Supervision etc. | | 31,500 - )
chans to buildings | 8,460 \,_
The following mformatmn about departments is avaialbe and is used as a basis |
for distribution of costs. ‘
Departments Area No. of Wages © Value of _—
: Sq. metres Employees Paid ~ Plant
- Rs. : Rs.
A 1,500 20 1,26,000 3,15,000
. B 1,100 18 84000  1,89,000
C 900 - . 10 - 63,000 1,26,000
D 500. 5 42,000 ——
A_pportlon these costs to production dcpa:trﬁeﬁts T e e “
PART-B 77T

Answer the following qué_st‘ions in about 15 lines
1. Whatis standard cos:.'ting ? '

2. Fromthe following information, pfepare 3 staternent showmg @ Matznal consumed,
(i1) Prime cost, (iii) Factory cost, (iv) Cost of goods sold; and (v) Net profit.

On June 1 _ On June 30
2003 . . 2003
Rs. Rs.

" Cost of Material | 30,000 25,000
Cost of work—m—progress 12,000 15,000
Cost of Stock of Finished Goods 60,000 55, 000

~ Transactions during the month are : _ M
Purchase of Raw Material ' 000
Wagcs paid 12,30,000
Factory Overhead _ 92,000
Administrative overhead 20,000
Selling and sttnbutlon Overhead 20,000
Sales 9,00,000

3. Calculate the break-even pomt in terms of physical units from the follo__wing :
Fixed Cost - ‘Rs. 80,000 '
Variable Cost - Rs. 4 per unit

" 'Selling Price - Rs. 20 per unit



/ MODEL EXAMINATION QUESTION PAPER

FACULTY OF COMMERCE
B.COM. Il YEAR (3 Y.D.C.) EXAMINATION
_, GROUP-II : PAPER-1

o / " COST ACCOUNTANCY

B s e Max. Marks : 100
. 3 H : .
Time ours Min. Marks : 35

SECTION-A (Marks : 4 x 15 = 60)

v Instructions to the candidates

(i)  Answer any FOUR of the following questions in about 30 lines each.

""" W@’ﬂmn carries 15 marks.

T T i e e -

§

1. Explain the limitations of Financial Accounting. Do you thmk that thse limitafions

have been overcome by the mtroductlon of Cost Accounting ?

2. _Explam the need for pricing material i igsues and discuss in detail any two methods .

~ of pricing material issues.
3. Epram briefly the dlffcrent methods used for absorptlon of Factory overheads.

4. Ms, Kumudml Co., Ltd., manufactures refrigerators. The following information is
. provided by the company for the year ended 31st March, 2002 :

Materials Rs. 28,00,000; Wages Rs. 22,00,000; Factory Overheads Rs. 6,60, 000 and
Administrative overheads Rs. 4,52,800. There were no opening or clsoing stocks of
: matenals A profit of 20 per cent on sales is earned during the year,

s materail of the value of Rs: 8,000; and Wages Rs. 6,000; absorb factory

overhead .on basis of labour; and administrative overheads on the basis of works _

costs; and profit at 20 per cent on seiling price is to be earned.

5 Ws Upendra Construction Ltd., has undertaken a contract for the constructlon of
a bridge for Rs. 96 lakhs and it commenced the work on 1st April, 2001 The following
information reIatmg to the contract is gwen to you for the year ended 31.3.2002:

- Rs.
Materials Issued 26,88,000
Wages paid 27,20,000
Plant purchased (1-4-2001) 4,80,000

hat pnce should the company quote for a new refrlgerator "KAUMUDI" - if it |

301



7.

General overheads o 256,000 \

N

Direct expenses o " 64,000
Material at site on 31-3-2002 ' 32,000
Wages outstanding (31-3-2002) o L 22,400
Direct expenses outstanding (31-3-2002) B 9,600

- Cost of work done but not certified : U\Z’NK
Value of work certified 60,00,000 ™\,

80 percent of work certified is received in cash. :
life of plant purchased is five years and its scrap value at the end of the fifth year
is zero. o :

Prepare contract account for the eyar ended 31st March 2002, showing the portion
of the profit which might reasonably be taken to the Profit and Loss account.

M/s. Abinandana Road Transport Company keeps a fleet of lorries. The company '
provides the following information relating to the month of April, 2002.

: Rs.

~ Distance run during the month 40,000 Km. _ _
Salareis of drivers and cleaners | . 8,000
Diesel, oil, ete., . 10,000

~ Qriginal cost of lorries - - 580000 m———
Repairs | ) 24,000 e
Garrage rent 4,000
Licence and insurance for the year ' 24,000

Depreciation to be allowed at 25 per cent per annum on original cost of lofries.
Prepai-'e a statement for April, 2002 showing the cost per running km.

The final product of M/s. Soujanya Co. Ltd., passes through three distinct processes:
Spandana, Chandana and Vandana. During the year 2001, 3,000 units were produced.
The Costing books of the Company furnishes the following information:

SPANDANA CHANDAN VANDANA
Rs. Rs. Rs. _
Direct material - 80,000 40,000 30,000 -
Direct wages 60,000 50,000 - /40{130/
Direct expenses 13,000 6,400 10,000
Cost of cans - 30,600 | -
-—- 9,000

Cost of packing —— 9,00

iod were Rs. 30,000. These are to be dlstnbu'izdfto
i .ned in each process is sold Tor

the processes on the basis of wages. The scrap obtaing

Rs.p6'000 Rs. 8,000 and Rs. 10,000, respgctively. Prepare the proszess accounts of

the ﬂ;i'ec Processes, showing the cof” of e'gch process and thc finished product



T

/8) The cost records of M/s. Kaumudl Enterprises reveals a profit of Rs. 4,31 250 The
followmg information is available from the books of the Enterprise :

Cost Financial
Accounts Accounts
o Rs. ' Rs.
Opening stock of materials 91500 95,000
- cmwﬁif of materials 1,05,000 99,000

verhead charges _ 1,92,500 2,03,000 :
.,/v;lring the year Rs. 3,000 is received as dividends; and on sale of investments there

o was a loss of Rs. 5,000; Goodwill at Rs, 12,500 and preliminary expenses at Rs.
15,000 were written off. |
Prepare a Reconciliation statement, reconciling the profit as per both the sets of accoutns.

* SECTION-B (Marks : 5 x 8 = 40)

Instmctwns to the candidates

e —

9.  Define (a) CosHB) Cost Accounts (c) Cost Accounting; and (d) Cost Accommtahcy. -

10. Explain briefly a) Minimum stock level b) Maximum stock level; and c) Reorder
level, '

1. Explain briefly any two different methods of remuneratmg labour.

12. Define Budgetary control and eXplam briefly its advantages and lmntatiens
13. Define standard costmg and breifly explain its advantages and limitations.
From the followmg information, calculate Econormc Order Quantity EO0Q):

15. Fromthe following information, calcualte the Break-even point and the P/V Ratio:

Fixed overheads ' Rs. 1,08,000
Variable costs | - ! Rs. 4,20,000
Sales : Rs. 6,00,000 )

Also find out the prof' t on sales of Rs. 9,00,000

S



16) The following informaiton is extracted from the books of M/s. Sobhitha Co_,f\
© the year ended 31st March, 2002. - '

AN
Stock of raw materials (1-4-2001) . 1,82,000
Stock of finished goods (1-4-2001) | ~$3,200

" Direct labour 12,922Q0 -

Purchases of raw material 18,98,00 = N --
Works overheads - 3,23,050 \
General overheads : T 1,75,400 -
Sales of finished goods 18,48,000
Stock of raw materials (31-3-2002) 88,400
Stock of finished godss(31-3 -2002) . 1,95,000

Prepare a statement showing the total cost, cost of goods sold and profit.

17) - With the following iaformation, calcualte the wages of a worker under the Rowans

Plan :
Standard time - . 9hours
Time taken T Ghours -
Normal wage rate _Rg3perhour.

.

18) Fromthe follwoing information relating to the pruchases and&ssﬁbé“. 'of a matex'{al
during the month of April 2002, prepare a Stores Ledger Account, pricing material -
:sues according to FIFO method.

Purchase:  2nd April, 800 units at Rs. 4 per unit
10th April, 1200 units at Rs. 5 per unit.
18th April, 1000 units at Rs. 6 per unit.

Issues : 15th April, 1500 untis.

20th April, 900 units. * o
25th April, 200 units /



