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l msb�B �BkdedswmthetoptShCottAccountancyincludedhalesylltusfor�Q

�� YearBColll.LQ,pro_eormd�Ø

�g

�¡ BoRoAmbedkar��mmv�Û �Ł TheSe

topics generallycoverthe�� o"�E areaofthe�J �´ ecttObe studiedinthe ThirdYearofthe

Three Yett Degree Collrse h�g mlnerce c.com�B 1�E e.�⁄ �BThe Syllabus o�¡ e sako of

convenicnceiSdividedintoBIocks,�fi ofwhichoompriscanunb9ofUnits.EachBIOCk

general�µ coVers a�Õ edic tta6fthe ttj"t.The units are pttared by w�å iditts h

accordancewi�¡ afOmttsodesignedas,mttlel�Ù studmttostudy�ˇ �˚ �g�˚ thm
widloutmllchdmcu�µ Eachunitb�´ �OçÖ aims�V �…�˚ �ß s fOl10wedbycontmtsi At

�¡ edofmchunit,modelttaminationqudionsttgivmb�� �V mdent�AcOmphnion
dftettect�J �ATChnicJt�\ wimwhich�¾ �R maynot�¸ �V �flbefmilittare

givenattheendofmhmitmdertthead’�� b�Ł �° ’.

COSt�‘COmtancy�¤apowmmanapdtoolfordcisionmakingandcontroloh

�ø OfalepaticallSeofalelolowlodgeofcodAccommcytothesmdmtsOfCo�\ ma
CostAccountancyisoraed aspneoftheoptionalcotusesinB‘Com�B ,Thirdye�“

Thecoursematerialforthettb6fcOnnicllceisdividdint06blocks,which are

n�Ú her di�� ided into 28 mits. BIock one dals wilh the nmdamental apects OfcOst

Accomtancyioc,natu",90pe,ct�B �÷ �« seondblockcovmaleimpomtcOmpOnentsof
im�ß�� dttdlabolrcOdo while�› �ÉLirdblockisdevotodtoa�Ù �� �R�Kdisassiononovdmds.
B�˝ �˚ &�R�� �˚ mmodsofcninga�c�í cOdcOnbltchiqusarediscussOdmda
blockMFinal�µ �¾ lastbttp�\ tSmiCalrevisiOmprOblmsrelatingbb10cksI_V

�� �\ rdOquipttsmentbd�å
.�] �u

�g

àå �J �Thopesuttthismtand�R �¨ help�¡ e�� �' tbgetrqu�R �ßwiththe
pinipdimc�� �– Accomtancywhichmakebttdstinctivme"�c d dttiCallce.
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%�Bo Aim�� �I 1�RT  �A�u
|�¡

�u lm�c �æi�æ       �]

14,�u
�]
Untt�v �˚ �‡�\       �¡

’16.3 Joban4B��
|�] COSting

16.4�L ConmctcOsting             j:

16.5 Process Costing

16.6 0pmtingCosting

16�B7/OperatiOnCosting            �]

�]16.8‘MultipleCosting       [

16,9S�c i�d �]Up     :�E
16.10 mOck Yow Prorss:Model Answers

�g

�¡ 1æm�ï |�c �V
�]Que.�Bns

:   �ç
B��

16.O AIMS AND OBJECTIVES

hJi6fttisunitlsbexpl�i �› Ød�� �£�� m�‹�o

�g

Ofcostingusedindimmti�˝ �� �Rts
for the ascertainment oFcost OfproductiOn�B �¡ dscusses the tattts alnd relatitt meFitt and

l�� �ƒ�[

�g

OfeachmethOdOfc6stingandmeir_��
,VariOus industies.�g  ‘

Anerre�Ù �ˆ �V mityOu�� 1l be abl�v  tO:  =�R              :
)��  exPlaindi�˜ åKâ˜ ær featwsofeach meOod oFcosting.      �]     i

�m1 �Ó :  �ï
16.I INTRODUCTION

There are different methodlof costing which have been,designed to zuit tte neeoJ}
*::jyl-ltl"1-TiYlltc.stins;.robcostiirl,c"r,t"rtc**,e P#Jc;i,,sffi"d;*-
cptjnc are t[ nlncrpal methods adopted-iy aino.ni-iu.'iililtJ+rifr;ffffifr
fQtBremTts, The basic-principles underlying drese methods are the same for ull of tlr;; ;ii
thesc'trrethods are intended to collect aad analyqg the expendittre ";did; r6;il# ;;
costs andto determine the cost for each cost cente of cost unit. I]reba;;ilil r"r.i*rirg
a particular rnethd of costing is the nature of the manufacturing operation ..rri;if;rt ;tlr;
senrice renderedby the concern

‘�å

Ø[1�R�Ü�Łå£�É �P �| �RTF�� �N�g�  ̃meritt and H�˚ �c�¡ Ofafferent
�˚ il"diSCussion ofeachmethod OfcOsting is

glven.   �A    �¡ ’
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�E16�B2 UNIT COSTING

�A   This is a nlethod of costing which can be adopted in the industries having continuoL
�Rproductton,the mits of�ò ich are identicall and standardised.h otherwords,IIs:arnethod of

QO�¡ng by the units ofproducuon�B �¡ is a simple methodhaving the total oostis di�¡

�g

d by�˚ e

lumberofuni�R producedto det�\ inehunil�� �Õ�EAnimpomntchancteFiStiCofunitcpsting

is the repedtiveness�� th whichthe same mit �`  oi"utiSproduced tt�_ ughoutthe OpmiOn.

Accomting and contol,therefore,can berelated to the unit ofthe output aS Such.   
�]

i

h unit costing itis possible to havemore than one lmit,cach direrentin size or inish.

UnitcT�� ng cttbe opmted so longasthere are cOmrnonphasesçç Ø‰endofttichacOmmon

identicahmitofoutputis ttcoutcome.

Features ofUn�¡ COsttEg

The following areimp)J�t � t̋ features ofUnit Costing.       �]

)Unit COSting is adopted in undertakings engaged in the prOduction of one type of
product or a few ttdes 9fthe same product.

D ThiS methOd isiargelyused where there is continuous prodlction the unns ofwh,ch
are identical The ultimte llnit atthe end oflnanufacmdng is homogeneous.

�‰Uni�g Can be measured by a co�\ On mit.Co�¡ s are colle�˙ �É�†.leriCmicJly and�˚
e

cott of mit Can be Known tt any poim Ofttme by d�� ding the mtal c�g

"�Ł
the

�Ó �à äD å¶ 1�† �í �g �í çW�R
respect oftte stage�� se outputin the system�B

�E?�À �R�¤:�P �˜ �h�e�ºŁc�fl1�ô �ô�RÆ��ò �Ñ l

pheofmnufacmng�B _

�⁄
Ptti�e �í �í TlttthinputsmdOutput�å

hJd�V�Y�Ì
flnishing stage.      i

�[ �y �O
Viil

mmittoutdfferentFOduC�M�E                ��

MeritS                  ,

�⁄�¡�¤a Si"�â mod andthec�Ł
"rttmmitCO�Õ

�¤ea2sy.

�⁄ .�¡ �¤�a1�py�V�M�BinduStiestib101liCries,mveries,sugar�V lS,CtC�E

P�� �í �k �R :çW��  �� ���N
�M

Lmtatlons   �A    . ..(

ThelimitatiOnsofmitcOStingaFeiShere
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�' �¡ h�� �ºC�å �� g3�RDtuttmtofstockis di�Ô cult.

�¯  UnitCOStingdoesmlpvidefOrefFecttve�˚ �¨ �Þ �O al COntol.

CheekYou�M�A reSS�] 1

1.ure�g yOu.applyUnlCoSting7

�M
:�ð T�E

�M

16�B3 JOB COSTING

h JOb Costing asits mmeindic�k ts,�V j�� biS mkenastte mit�` costCente�B �Ô �_jobs

mybe�b�c
"orunique�B

�¡ Ejobsnednotbe�P�� nl.Butjobsarembe�� leerlydmmated
SO�O

�g

å¥ �Œ

�g

Oneachjobcanbeminimised.Thejobcanbe wll�N large2,inJeOra
combination�] ofanumberp�ŁobS;TEmin�V �V �� 191mderlying�g is�ô �ß

�g

�¤ Ø‰t�í �k should
be a�¸ �˚ dereoFi�¡ �˚

�g

�V
mOfamskOr�V �� �V �° �¡ Om h inputstage tillthe end of�º .

=�g

�R�ô �º :�Ł �F�bæxt�y �Õ �y�W� :̂�c �o�FØ��h�� H�Õ �l 1�ß
dwamentalisation ofthe factory.Dttctnnenal�V t,directiabolrcOstanddmtexpendi�g
are chged d�g �¡ y,the COSt(m"or ttjObà� �› .hdirect expendi�† �É is colLted by
semce depaments and apportioned tothe con�\ eddeparmen�A�B�E prOduction depament
overheads are�¡ loCatedtojob ord4on suitablebases suchas dired labourhollr and machhc

�� �A                    �L          :        :

Feanres�]

|�Ó �� �ß :�¿ in featttS ofjOb�� osting are st�\ nsed as ktt mder:

�l  �÷ �É

�u

oduction is always aFmst J"9�g �–�˚ �� �hs Ordm and not fOr stOck�˚ d sale,

�R�À �D�RT�e�«   �cd�¢ �¢
�g�E

W�å�ßattentim.

itanda sepantej""COuntis opened forit h

�� a suitab10 desi�Ü �V e�§ hprOductorjob
S�� �Éreqtirements,fmterials,tools,etc"fOr

’9ded fOr executilg�Õ
� ĵOb�E

�Ł

=��
���wØÜ�o�L�«��� �̃` l Sh�� ddtmmh hs�� ttions b tti�B �g��on"�@dintttheq�R �ß Ø[�fl tObemanufachttd,

ldetils Of�� terials,OpmtiOns,�Ø :

�] iVI Th COSting dw�\ ent a1lots a separate number to eachjOb andtopens lj��
 cost�M

 S�g etfOrit Ajobtottsheet�¤ prepared s�¡ �ˇ

"�Ł

�˚ e"hjObregardllssoftheåK �'

�¢m fOri�R COmpletion.Asamom�garempmdedincomectiOnwimthejoblentries
�ƒ made in this sheet.              �E

�` 4�� �fldiejob�§ %���� 1�fl Jttj�g accountandtheWoA�]in�] ProcessLdu�Ô
�g

�à10sed
by mEISfer,�R ,aniohdg00dSis�A          1

vil R�� �Y �Æil�fl fOF aCCOunlng tt the shop noor and�Õ
�V

middle managementLvel

,ani�N easily tt�_ ed"�V number�B�� ObscOmpleted,their qualityland 00StS.

3
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viil Averaghg ofcbtts ofapproximtionsbetween�– rerentj�� SiSinOtneeded:�� h iS

h�í �� lhacuevingacelmcyandreli�  lityOff’�� 1 1.�E :.   :
The following are the advantages o�I Ob COSting:

.:�M   �]

�l �P�÷ �h�Ł�í �Ì�O �r�˛ �i �—ª� �� �` �� ��
managementto watch the beha�� our bfdifferent costs and to control the operations

and improve the erlciency.

iil Under this method,thelmmgement would be able to bow Which ofthejobs are

rnore profltable,which ofthemless profltable and which ale incllrring losses.

D �¡ helpS in theplanningofmturep�_ duction,since it pro�� des abasis for estimating the

cOst OfSimilarjObs.A�Ó �L�R job is COmpleted,the aCtua�R Ctt be�� mpa,d wi�� �� 9

iv3  �I il[|::II:llllill:::�a :i!llillinsiniobcosil�v lelessitates19u:�– :f

budgetary control ofoverheads with allits advantages,

�´  JOb COSting is helpm to the identiication ofspoilage and detctive work and to the
tingoftheresponsibil,ondepanents orindividualswhichenablesttmnagment

to take ettctive steps forminimising sp6ihgeand dlfective works.

�⁄ �r �ò �� æ] �V�µ r�b �u�¿ett�µ �]
Limmmns 

�M

The limitations ofJob Costing�í
"as h�å

p under:

)1�ì �zl�c �{�ß�å �£�Ù �• �Õ �y:l�` �í �˚ �Ì�í �F:

�L.       COSt and lnakes it expensive.   
�E

�¸  As the recording of a large numbers of transactiOns takes place almOst�R
�ƒ �Ý

mors ofrecording my occ�R �A

�í JOb COSting�ge,�V pr�B

"e�N

�� COntr�B1�B fcttunl�v ss�¡ �¤used�� �˚ theestitted
�‰�å�w�k��Sting w�| .�ø

�ø �ì�ò �ô �� çW�I
I

pharmaceutical industies'

16�B4 CONTRACT COSTING
�m
�Ò �E�N�� �b�º :�`Contract oOSting iS another methOd OfCOStng which dea

cost Of a COntract,methOdS OftOntrol,appraisd and mprow_     �¡�¡_L_1^^t_�n �A�¡m�� cT�| �i inal cosdn�ß ,the wOrtcost Of a COntract,methOdS 01 00nllrol,4PP��
�� �h�E �E �c �g �¡ �• ~IaSTe�i

h�� cosdng,the wort

efFICient cOntract unagemento COntract cOSting is alSO ICnoWF     
��

terminal', signiffing a finalitY

contact costing is applicd to industries engiged in building orother'oonstruction work

like roads, projeots, dams, ships, and firms ;;;#f,h. ;ction olheavy plant and machinery

�z
�v�D�E
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1’1   1(     I �]   �¡ 1::�H
 .:111:|:�] ,I: :        ::=    |    �E  1         :  ’�] 1    11:�Õ

’       i                               �E�¡ ’

��1�| �J�í �v� �̊¿:�˜ �ô �` �ł �Ó �í �A�Æi�Ô

=�I
���� |

�Bd�¢ tiOng C�� stascminmentttd costu�ƒ ��
"ev�°

�Q�K are c�¨ hdist�¸ ctionsbetwem
job cosØS�¡8and�Acontract cOsting.�¡ ey are�E ��sk�g under:       =

�æ)IL�� lT:T�à �£    �ï çW �F�]�v�R�x�ì
speOcialised nane are procurednandwloye‘for u"inanumberofjobS�E

‘�´ çW�º�P �� �R�E�� �A
h�´ �ß�]��rderØ‰�Ahcontatt cOntcts

DFy are relati�g ly few        ,I I
itil Since there are a few elements of lost,�� e problerm pemining to the colle9,�'

���R�I çW � �̊{�� �s �‚
�¤

:��

ntr�� 1�� ���˙nOtas mny��

ivl�� JObs are ususally located or pttb�\ d�� thh"e�¸ CtOry pre�V ses.COntracts are

_�� l�µ
10Cation�à ollnd,mlcingsi�g Operationan impomntelementin conttdcosting

i control and management.        �]

�⁄  The COntr01 system injob cOsting can be standardised by work and methods study,

Ø[me plaI�» �� �e �† �Blling l�� �Ýohine opmti9n,idle tirne ttd s0 0n.h a contract the

�� T91�W�Tl T’IFdTT�å :T
�º 1   �ô �u�ß �Ł1�c

reXht’�V d�` ���R b tt sySte�W

k.�� �Ò�Õ�fi�Õ�Õ�Ø�Q���C�ü
0�¡ åK�� Itumb"�« � ç�a �¡6sare�Ó �� �Ühugo qmtities fortheem�� Imt6�„ tution

ofacOntractt neSefacilities hcludemnp�M ,management,scMces,utilities,etc.

:.1�æ
�æI�a �N �æ

�˝ �â

TbalancT�� �g

mdebetwmttd�¯
�U|�h �ƒ

t

of all major conhacts and projects.ivy l

P�E�� �Ì �� �Õ �ì:�¿ çW�• �í �ÌllŒA�º ���R�r �h
�ä
T�g

S

vil netreament Ofplmf�æ �L ="itàÛ �¡ t has to be spec�¸ 1ly sdted�] to the ncedspfthe
conmct�R �d IntO cOnsideratim meir"quFmentfOr�¡ �vttectand�\ �˚ Isatim�B

�Õ eri�g

I�P �g

ilD

Conhact costing is gasier than job costing as most ofthe expenditure is directly, charge.d
to the contract. r' ----:e-

In cmhact costing ,there is no need for rnaintaining separate books for cost accountins.

ls 
the finarcial boolcs can bc recast to proviae rurnJi*i inron *ti"; 

-f*;;; 
pd3!:

FT..y:ry.:rqg, a_separate account will be opened i" tfr" i"as"r rri A;;;;;;;
wtll debited with all direct expenditure and with a proportiona:te share of inaireci
expenditure.

5
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O A confract is required to be oonplcted by a particular date failing which penalties are

levied. As such-tlre contsrctm prc, ares a timc schedule for tlrc cxccution of the entirt
work so that the work can progess systematically and ab,normal expcnditue like idle

machinery,idle time etc., can be avoided.

i9 [t is desirable under thc contract costing method to calculate the standard oost at

various levels of cmstnrctisni and comparison of such calculation with the standard

costs will help in conrolling and rcducing the cost.

Ttre basic limitation ofcurtact is that it is applicable to building qd consttrctioar operations

mly.

ChetkYourProgrcsc-2

l. What arc the featurcs of Conhact Costing?

16�B5 PROCESS COSTING

Frocess Costing is also a mcthod-of costing in which the prrodtret passcs through a series

ofoperationsorpro""rr"rtitlitiscomptcted' ThJoutputofeachnll:.T,:'::tll1:f::*i:
n *ipr*rrs tilittre enA-proat ct is asirie.vS. In pnocess costing the unit of cost is the process

while injob orbatchcostingeachorder, job, orbatchisthe rmitarourd whichcosts calculated'

PrOcess�� �� �“ �¤ Suitable for indus�˚ �I S�¡ b�É the flnal produCtiS h result Ofa series

�F    �I
industi�g usingproCess coSting�R �ƒ

"nW�]productsttdirerentttCessngstage��

FeatureS

h salimtFeams ofFoc�¡ S COSting are as here mder:

�l �ì �Õ �fl�ç̇W   �V �ß �í �£ �r �}
proces           rmitSFOducedarei�˚

�g

d andsmndardiS�g .

D lhFOductsarehomOgeneOusandd

iilD �] SequenCe of OpentiOrts,the prOCessingOf produc��
�¡ �¤ Spedic and IT�]

detemined.

?�I �÷ �Ł�í (�Q�q�Ñ �d
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"Of�g
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Merits      
�]                                                 l      .

�¡ h fOll�ƒ �b are tt advantages o"�ˆ �¢�E0�v �Ý :  :
�h �l

�M
PrOC�¡

�g

�œ�Ö hesipOSSibleblØ° �ß thecost"H�¿ hl�µ �‘ �P

�g

md ofa

�' q�\ ,CtC�B     

�u�Ł
:nis r�˚

�� �¾ :is siwler and eaw"ØD �å dtOjOb�� Osting�B �¡ involvesrelativevLSS
cluicaliefrort�¿ �˚ �·expmses.  :              . : �E  i

�¡ �I AstthdgettigtWSmdacml�Vavailableforeachproce,,,mnagerid control
is compmtively easy and erective.�E            _

iVJ.UnderthiSmthod,thevol�\ OfJ�« ments and tL statisticsismuch lessthan in the

ca‘eof�V
 �` batCheosting�B �¡

�´ In thiS me�V d the cOmputatiOn Of,verailge cost is easy,if the products are

Lomo�¿�VSt    
�u

..

I�v L�� ��àp�o�ß�o s         i                        �E
1      �L

.Proce"co�� å� hasthe f01lowingamcimtage�N   ��

D ]LiSmeLOd sets fonthea_gecost f�˛ a lmit.But�g avmge cOstis notofmuch
u�c �Pp�b �åeJdetattdw�I

��
ettm�Û

�r �ô �I �“
=�x

ØÜ�Ł�q�b�x�xnot il’1

0 Since�g �� �˜
�E
�� �˚ lableOnahsttbas�¤ ,theyaFe nOtOfmuchuse b m�ô

�V
�E

::1 1.Omtol.                   1 : .

�I �] �V�Ô eCaseofFoduc10nottointyoduct�� �b �æ Omnmtot�AcoS�RamOngvariOus
products�g

9�bms dittCultunderP�V ss�� osting.

�¤ For�ß uatiOnd�˚ t�Œ,prO�å �A estintim�Ü

l�í �¿

db�¿
�V �V�x

�O �¨ �Ü J
completion which reduces the accura

o�¢ lkYourProgFeSS�] 3         ~
11’�¡ �ß çSare�g �i �RofProcess Costing�¡
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16�B6 0PERAmC CosTING
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16�B8 MULTILE COSl�UNG

Applyingnlore ttmone costlngme�¡ odtoaprodwtiShowmasMdttCOStin�s.ThS

method�¤u�˜ ed inthose conc�\ orindustiesWtt hname oftheprOductisçq 1�Ù ,Such

as motor cars,aeroplanes etc.,On suCh Cases costs are accumulated for differenteowOnents

wttng the flnal product and then totalled to ascomm the total�� ost 6ftttprOduct�V

16�B9 SUMMING�]UP

2.1

For ascertaining the cost ofproduction/ or serrrice, variow nplhods ofcosting are-elgloVed.

The suitability of eacil method of costing dq€nds on various consideratioqr. Itprimarily depends

on the manuiactgring process and also on the methods of measuring the denar$rentfl and

ftrished products. Basically, there are two methods ofcosting viz., a) job costing arrd b) pfpcess

costing. iob costing is suitable for industries manufacturing difftremt products or executing

aifferJni3oUs for di-fferent customers according to different specifications. Process costing ls
suitable 6r industries when production ii continuous and units are identical. All other methods

of costing are improvonents, extcnsims or combinations ofttre above two basic methqd6"

16�B10CHECK YOUR PROGRESS:MODEL ANSuttRS

1.1 Unitcosting is applied inmines, quarries,oil drilling, Oc'mentworks, brii:krvorks etc'

The features of Contract Gosting are as follows / F

ii) The Contacts may be conpleted in nrore than one year-

tu) Sub{ontacts rnay be erryloYed'

lv) The Contact price is normally estimated in advance'

v) Plant and equipmentmaybepurchased orhired : 'i

The following are the merits ofProcess Costing: , '

D The Computation of average cost is easier'

0 The cost canbe calculatedperiodically

O The clerical efforts and costs are lows'

lv) Effective control overproduction can easilybe exercised', 
, ' I'

MINATION QUEST19NS

A Answerthe followingin about30 lines each

l.Discussbriefly,differerrtmethodsofcostingandtheiiapplicationtodifferenlmdustries

2.whatarethefeaturesofprocesscostingandexplainn:.l*'oandlimitation.

3.Whatisjobcosting?whatareitsfeatrrres?Howitisdifferentfrombatchgos.ule

3.1

,|
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1�A 1�ä l�� �P 1�Ø �ô SOFI�V

�c

��

2. Wlutaronfinptagps ofjob co*ing?

3. - Indicrtsttrc fufirre$ of rcces co$ng...1 :. ?.'i

4. &te tbo lucrits of contr-oot gqSiry.

i. llLitp a note otr opcrating costing-
':l

1�E
S�E1,�V �¡ K�EL.N�\ g

2.  RKoGhosh

l�E �h�E�h�� �¡S�g

4.  HtJ.�p �A
’      �E : .    I. 11

5�B
ll�� chavJeltug

,�E  ’"�b �ßp�b �“
"

: :A�\ ed Cost A�c    =l �E

:�¿
�‘

�¿ �ƒ   |  :
:1�o �í �ß�F

=�Ó
�R

=�c: Cost�c �E     �]   |�¡ �¡

:�E �� �q  1  �E

�@,��
C011�V9,1�ì

�� I I11      :

�] �b �x�A�R �A

/�¸ �¢�V �V�V �V�V�V
ContraoGCosting is arncthod ofcosting which dcds
wiqec of th sost of a contrecr.
. ,,,:i ,ir, . ,.1 .'

Ptoe$F CpstfuU is a rff of costing in whieh&e
ihoduot rcS tlqqu$ e fdas ofproccsogs rit! ir b

Opcrating Costing is a mcthod of corting which is
useal to ascertrin drc cost of scrrriccs rsndcted.

�¤ �¡
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01�¿�� �h AND OttC�ß�WTS

ØÜ �Ø�Q
=�¤

�r �o �à t�] ��
�_�Ö �†mit�� �ç�v�Qmin
�_tt statement,1"emin,��

��o�g and�¤ �� àV �V and�l �ƒ �V �� Quotatims�å
�c

S�E

���Eexplain�g ØÜ�ˆ0�ª
"�V =�� �æ:is�� �V�B�¿�Vindustries

t identittthetthfeamesofmitc�g

��
�]

:1�Ò �¡|�g :�i I�V �]�V �V�V�Vdlectedand�A �‚ �¡ ’�E

��  prepaFe COSt Sheet QuomtiOns�å
TendB

17:1 lNTRODuCT10N

dir_t�B

�y
��uS�fi

�l �b���x�F�I �vàp �Q �ç
�L   �¡___‘1^_ A__�¡ �¡ �M lhav hnve to adOOt diremt

ffiffiffiHffiXffitr,*.i,;#*rd;,"* L.'u9t', thev have to adopt difrerent

procedurcs f., ,-d; u"i' p'oa"ti*'' ;;;;ey' th"it nrthods of costing should be

17:2 DEFINIT10N

unit costing also lnown ls ,singlc o, ffiut costing" is frmea 
as a npthod of costing

applied to asccrtain thl i'" p"ttn "rpt"a'"}il 
*i"," ttla-a products arc manufact.red'

rn thc words of l.&Batriboi, 'singrc :'P.:i:1ii:m:f*l:?ffiflJ"1,f. " 
I stmdard

10

htheWOrds O=���Õ ttIWLi�c
��:�G �f �í �� J:Fabast ttOfFoductim�E t

productl,tlmed outitis dl
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17�B3�E I MAIN FEATURES AND APPLIC�†ON

The min�e �£ ��
ftheit�i

�â �ƒ �c �i �‹�Œ�h �� �Þ �� :

.�P
�¿�V�V�V�V�V�V�VI�V �V�V�k .=||�O �¡1111:L�j

�� �Õ �¨ �n �� �� �ß LShouldbe�� �˚ d;_..�E �] :�] �\  �E �¡ [�¡ �] i�¡ �¡

�ß ���Bsti�A shouldttphysic�c
:�Ù

:�c �˚ :�]�E
�]  �Œ �æ�E�E �] �¡�¡ �] ii

�• �� ,�¡ is method�¤ appi�� �†�� �M �¨ �à� ̃like col�a deS,ce�\ t WOrks,ion
fomdries,pTer�˚ ns,brickw�V �° �¿çS�‘ �¶blrmilL�| �f L dllSetc.The co�¡ llnitS areper

�VL�ƒ lper�˜

",�b

�à ,pmousand,�Œ.

�c �p minttectOf�� Smthod�¤b and�� �� tom c�B
"�B

f�g prod�k �� �Þ Fmit

Om���F�ó :w�ô :�fl �º�í�í i�� �À
’�æ

Tand::�U TTTl
CheC�myO�¡ rprOgress�] 1       1                 1 �E    ‘ :

1.  State dr min features ofUntt Costing i        
�] =  �E :  ::=  :�E

1

�O
�@

�N�‹

�T

�D�´
��

17�B4 COST RECORDS AND COST ACCUMUL�¤ON
�p àÛ tCOSting memod d..�˚

    �� �•    :oostundereachheadofexpendim�¤ necOssar

�V �Œ �O SySteL �V �¡ levant e�å t data are collected�¡ om�¡�˚ oust�c �' .�y Materinlsb

�I�À �Ô �| �å
�´ Œi}�Ł �R�í :�¿ lT�`

� d̊ttu�� d�ŒdlabOw,�� rcctCXpenTs�V�V�Vl

A COSTSEEET:      �¡ �]::              �A  �R

���ì�R�w�í�e� �Hä¿�ï�fiŒt�à� �̇£1�W�¾�É
�R

�l  �] �¡ e�g llingpnce oFtheproduct,         [=  . :
D �q �i thett,�§ �uf�V �V �� dl�� d 

�E     1�¡ t
�I  tO T,e�¡ ain the,â˜ �† � ìfanyp�� producØ[�' .

Æe tOtal CO�j �¤ �æ �� dedintoPrimc Qtt Factory CO�O OmcccOØJ,md cost OfProductiOn,

�¥:�í �í �À �í
1�£ l�w �ô�ß �b1�¸ �RT�� �p

"�‰

SttT

~1=�£
�L

�]

�E�B�E�E�N�N�E�E�E:,...:..:....�g �N.�N �N�E�E�N"�E
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|�\

:. :   1.1 .    :   ’,

NoBC���¿Expens�� :

�ƒ�âIOvJinge_�¡ �¡i�˚ :�V �V00muatiOn�V�V!�V i:�¡ |

salerPLrchu of,xed�g Sets,loss�B prO�» �ƒ
expens wntten ctt eXpenses�� niSillg Fman

�ç �ï �@ ,bOkmgeilnder�MØJ Cm� �̊˚

�° �ï �Õ�å
T�g

�' �g�X�í �R�A.  :
�E  �u      C�� JrªR �� /cPr�g �A 2002

�„ �ô �¶ �É 1�ï �I �˙ Œt  �Oc�� gr rrar�\ �¤rWh�]
loL b�£ �´Ø‰äF �¡ iS,�g
f*HffiTfrffiffi &1;;t * ;;rySg tc esccrt'incd bv dividins

frc tatd q*t b. 6. # ;i-;is D-qd[ -tt 1.ry ttaryy' pcr c'iEtrs6 of conpment

ao.6 8" , 5" *ffi"#f,[r-;-F.l cost : c.g. pprcG4ite of kinrc co{ agd itr

oorymeq1s * t" "oi[oll 
p*r* srrdv owieia * tclotrt oos! ctc'' Similrlv'

prp4p of &u* n'ua, "iil* rcrt * ;;;;;Jao u" q CIrt for &o ptrposc of

;".t.ffit rlrqf cc coqrfoon'
e dittcrenttrP6 of cost

WW tPas ofC*t Xa*'*tt: fiP totlmiry erc

�¨ Ø[ �N :         B�†
__ts�c ����CtttBI-4�� �] �¿
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�\
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"�‹
�¯

-       112 b�R
�R�ß         

�E               1                     1  .

COu��ut 1000 Tonee�¤�ï�v �g�u�w

Direct Mrter.ials :

Opcning Stock of RawMaterials

Add : Purchase of Raw Materials

hss : Closing Stock of Raw Materials

Cost of rnaterials cqriumed

Directlaborn ,

Direct or Chrrgcable ExPenses

(a) Prime Cost

Wcks ovcrlrcad cFrctorY overtcid

(b) lltodis Cost

Offioc anO eAministntion or/crbsd

(c) Cbst of Productisr

$clling nrd Distrihrtim Oncrlrcrd

(d) Cost of Salcs

Pr,ofit

(e) S"llttgl4cc-

ª^

�g
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�¡ il�j

�C
�æ�Ł

�D
�c
�Œ�£

�£

-t

.i , '

Simple cost stctcmc,nb;
,.

Thc stitcmcnt in udrich percentages are reckorrsd flir the ovcrhads; '

The statemcrrt setting forft ttre cost statcmreirt ofjobs;
": ! :'- I :

fte Staerpnt prEegrcd from Trading and Profit & Ioss iccount;
t\

The statemeirt showing naluation of work in progress

Specfmen-Z

Compore-tiye Cost Sheet

hee mOnths endin30n

31�N3�] 2002

Ou��ut:600 tons

hemonthsendinttOn
�E  3�R 002

Tml
Rs.

Costper ton

Rs

Ou��uti l1000�o s

TOml cOst"tOni
,�� S.     rRs.

F�M�¡ ]

=��
1��

�� PRODtrmmACCow

Dint

�ï t Wages

Dint ExPenses

O�ü me Co��
�E

Works Expses:

Fuel llec�˚ c POwer
i  .Repatrs

DepreciatiOn,ctc�B �†

0)Work Cost

Ofle Expenses
Ottce Salaries

Omce Rent&&�gs
OmceLighting,ctc.

00�NCe COst    i
sening&�d �� �Rm
expenses

Cost:
l Sales_’s salttes

Sales_�R �o ssion

,�E D_mOnon
,:å¥ �P

�g

�A �¸ �† etc.

OTotalCost
�µ t

O�x1lingrice

rdle cost Shoct is conrrc*od into m Tcorm forra, it boeffils prro&rctiar Accfln,il. klottEr rror& it is aa *iplnt p"rp*d ; aril" *t l, prtffiil, ft" ru.p"B"-;;;,;;;hirgco* of,soods 
-rnsnrfrctrrcd 

qo{ gross projt, rffi+"111 tfr;;,*rdt#6il6[, c*$cet . Tto Prcduorirn accmnt ie 
"he 

*uom * [,r4*if;;;;A""d; it'i&#- or.hroductio Accom ir.pva in thc ncxtpagc :
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CrDr PRODIICrloN ACCOUNT FOR THE PttRIODil:

Particulass ŁÕ �E
::

PartiCulars Amount

(Rs)(Rs)

To Direct Materials

To DirectLabour

To Direct Expenses

To Prim Co�g b/d _

To Works OVerhe�v

ToOpmingWork�g

PTogre"=  |�M ::

Lessi Cbsing WOrkin

P�_gress

Lesst Sale of Scmp

�\ �\ �\ �\ �\ �]  :.�¡ I�T�u111

�‰

-    1( = .�E àå   �E �E      ,

�G

XX

�‰

XX

��

By Prime Co"c/d

::     t ’1    1

1�� :I

BlyttiJGoo�¡

Manufac�� ªŁ��dC/d

By SJOS

By Closing StoCkOf

FinishedGoods

By Choss Profitb /d

àå

�E�Ô�Œ
Ø[
�Œ
��

�‰

ToCostOfGoodsu�\d  �G�{

�[ OpmingStoCkOfFinindGoods�ƒ

To Gross PrOflt c�m d        XXX
æx

To Administative Overheads

To Sclling and Distibution

Overheads

To Net Profrt

�‰

�P

àå

ª^

�E _

å¥�Œ�Rå¥�@ª^

�h�@�§�Œ�Dàå

c euorArroNs oRTENDERS

euotation'-;;;d!r**:9.?l*H'*tg,:"1::11ff":,T:i$f##:lfl:l

:,"1lill::|::lii:i::::||:i:||::|:i::|||�O
:i:|lilil:iliIIl�R

:1’PiS’Fl�E

Ini:ICh

)fproflt X CoSt        i

PrOflt x Cost     �A

14

G) Frofit as a Percentage of sales =
1-0/�B of Proflt
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17�B6,ILLUST�wONS
�¡ �¾

"�Q
�� :Presmt �V  fOl10Wing info�\ tion h a statmenth�i �â k5Ma�b�˚

,ons�\ d�� �� )Prime cOst,o)Fac,�Ł ��OSt(4)COSt OfFOducttOn,6 TOtal�� st and(O Net

PartiCulars::

StoCk ofraw�i dials On.111�] 2001
1:��     :

Stockofnw mun�¡ s�b :�Z �]122�� 1

�V�VäFOfmw���˚ �� |  �¡

�Ü l�V �Blsaittes    i
COmtthousesaiaries   i

Carriage inwards.

Bad debts written 6fF i= :

Rent and Taxes(factOryl.‘ : :

�¨ �� TaxesKorlc0 1 1

Cari�\ :�c  1�¡  :
Produc,�V �V�Õ Si l    :

�„ ���V�ªp�V andmChinw

�d ��

�g

on�B�� cenmine i

4,�˚ �¡

3�� �\ �_:.

"ØÜ
=(:�E

3,200�]

6.ØÜ ::

2,300

2�� 01�E

4200:::
::: :�E  : ,~1500:

2,100 1 =

Q500�M

3,200
:�]  ,’   1   �E

�L�Œ
�Œ
�@

�D
�Œ�Œ�@

�A
�@

�E
�L
�E

�˚�I�í �Õ �ï
=

�Ò S�ì
���ô

�¡ :

ªà���Þ�����Ó�† ~~ ~:

�c �c

    1
Tel�R �� �k th�| �g iffactOFyp  i

Tel�ó �R�ˆ �¡ 4F�Ì for190 1 :
Sales     i

150

800

300
1.  1’  ’

2�� �A

2,000

23000

1,800

1200�E

800

1200

2,725��

å£ .�c

�c

�z �ß
�� �a�� �T�[ t t�æ o

�µ �Ł�R
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�£ �@                    ~   ’

srara�� ar�œ��/or�� �Œ �¿ Ø° E�� I S1 0/Œt
�fl

ler 200��

�L.�E �A�M:.�¡ �ô ir�R

�ç åY��
�u

�n �Ü1

PmiculaFS Rs. Rs.

Strrck of raw matcrials sr l-l-2il)l
Add purotrase or raw matcrials
Addcarriage inwards

l€ss Stock of raw ma-terials l-L2'20fi1

( I) Matcriaf s consunred

froductive wages

(2) Prirne Cost

Factorv Orrcrhcads :
,i

Drawingoffice salaries

nent ana tarte{factorY)
.Deperciadon of plant& nrechincry

Gas and unrter (factorY)

Tele,phonc rttsqs qactggy)

(3) Factory Cost

OIfice Overheads :

Counting houso salaries

Rcnt and taxcs (offrce)

Dcperociation on office furniture

Gas and watcr (office)

Printing and stationerY

Telephone charges (office)

(4) Cost oflodttction

*Uins and DiFtribu{ot QY€rill?t4s 
:

Bad dcbts

Travellcrs Salarics and conmission

Adrrcrtiseurent and sanPlcs

Carriage out wards

Mainte,nance of deliverY van

�¤�Œ�¤�E�}

�¤�ƒ�Œ�¤

�¤�Œ�¤
�¡

�Œ

�R

�E

�¤
�¤
�¤�E�b�Œ���Œ

�r
�†
�D

�U

�P

150

0�£
(�l �a�k

)

’1200
1�v �RD0

Œt�¿ �\
59�a�Rr)

�ł
�]

�@
�@
�@
�@
�@
�@
�Œ

�¤�Œ�¤
�E�¤�D�¤�Œ�¤�Œ�ƒ

17�À �@
1,Œt�¿

",25Q27�s

"

���E���Œ�Œ�Œ�E

�E�bFPI WT�} :�c �æ�•

0)CO�¡ OfSaleS

�g

)Net�g nt
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Illustration 2

The following particulars have been exfiacrcd from the accounts of Electic Motors

Company Limited for the year ended 31st March 2002

Rs.

Opming Sttkofmw mterials

Purchase ofnw mterials

cariage incured on the above mentioned

Lbour

l Works overhead

Adminismtive Overhead

OosingstocibFmw�i �˚ ds

25�� �Þ

�ƒ

30,000

3,50,000

98,OoO   .

74,585

3�¡ 500

Prepare a statement of cost and work out what price the cornpany should quotc for a
moton which it is estimated, will require raw materials of the value oiRs. 2,750 ard wagss of
Rs, 2,(X)0, so that it would yield a profit o f ZW/oon.the selling price ?

Solutlo�¡

a.

The Electric Motors Marufo cturing Conpany Limited
Statement of cost for the year ended ilst Mateh 2002

Particulars Rs. Rs.

@dnS stock of raw materials

Purchases

Carriage on purchases

Less: Closing stock of raw materials '

25,m

C�� ,�˝

30�ƒ
Q55,�˝

37,500

Materialsconsumed

Labour

Itime Cost

Works overhead

Work Cost

Adminiltative overheads

Cost ofProduction

Cl�¡ 500

350,�¿ �_

9.67�†

98,000

10,65,000

74,585,

11�p585
�R      �E t ~�c �æ~=~~

(1)Percentage ofwOrks overhead to wages�] 28%

(2)Percentage Ofadministrative Ovcrhcad to wOrks cos�¡ 7%

17
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�[ ��ratt �¿ �¤ �X /ar �¿

�g

���� Car

Materials

Wages

Worls Overhead - 28%'of wages

Works Cost

Establishment-7% on works cost

Profit - 20% on sellingPrice

Illustration 3

i

Materials

Labour

Direct charges

Works on cost

Office on cost

Sellingoncost

Profit

Sales

Prime Cost

CostofProduction           5,682

1420.50

7,102,50

Rs.

2,750

2�ˇ �_0

4,750   
�]. =

�¡  560   1 :

5�À 10

372

SellingPrice

�I �Ö �¯ �¿�c � ĩ�� C�˝ rJS S�î � w̋ tt�˘ /arrawing�� �¿���‰
�g
�‰�¾ �NriFg:�g �}�c�¿

‘��

� �̆ �̆�

��̆R�R�Ó �OJ�˝ tt �¿���CSa�� �˘O/f�˘ �ˇ
�g�g

�¤ �A

Rs.  1     .�¡

13�r r�¡  �] �] �]1.

7�ˇ 00

1,000

�¡   7,000
2,800

3,200

5,000        .

39,000

Thecompanywantstoproduce500rmitsfortheyear2oo2.Prepareacostsheetforthe
same, after taking into accornai the following information :

0 40% of work on cost directly fluctuates withproduction: 
:

D 70% of selling on cost directly fluctuatcs with sales ' 
1

.:Ana

iii) Labout charges to be reducedby 20% 
:

lv) 
' 

Fixed work on cost to be increased by Rs' 3'000'

v)offrceoncostandfixedsellingoncosttoshowanincreaseofZlo/oa ' N; .4", 
"ttarges 

are anticiPated '

�ü h�g n

cOs�� ��
�g

r/ar �J�˘
�g

�¿��ZracrFe a/J�g
�g
�K�¤ �¸ �K

�g

�› �˘�˝
�g
r2002

Rs.
._  P,�� �` ulars

�r 0,:�p L�R
Charges:Rs.1,(XX)X5

65;�V
28:��

_5,000

�EPrim COSt  ,   �` ,�¿ �Ö
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1�¿ �¨ =

Add: Worksoncost:
5(101 of Rs: 7,0fl))+{@%of Rs.7,fi)0)+Rs.3,000

Add: Officeoncost:

Rs. 2,8fi) + Z|o/oofRs. 2,800

Add: Sellingoncost

5(70%ofRs. 3,200) + (2|o/oof 307o of Rs.3,200)=

WorkCOst

Office Cost

(11,200+1,200)

Total Cost

Proflt

SellingPrice

21200
1,19�p

3,5��

1,2700

12�g�_�_

l135,100

19,868

1,54,9G8

(Note : Calculations are made to the nearest rupee)

.Illustration 4

'Duiing.the month ofDecember 2001 16,000 uni* of standard product were manufaetured
out ofwhibh 13,500 units were sold at Rs. 8 per unit The value ofraw material consumed was
Rs. 60,000 and the ilirect wages paid amounted to Rs. 16,4g0 . The faqtory expenses were

. allocated to production at machine hour rate which for that month was Rs. 5 pcr hour and I , 200
machine hours were worked during the month.

The office expenses were charge d@29%on the works cost and the selling expenses @
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 (output : 16 ,000units)

����

�[

�w
�q

�g
�b������

Pa�…�Zær�âars

Raw mterids           i

DEEctivages �A �A |

�¡�E �A       Prime Cost
Works Overhead(1,200 hours@Rs.5per hOllrs

Works cOst

iorlce overheadoO%On wOrks Costp

r  t                        Cost ofPrOduction’
C��

’10fprod"�¡

�i Of13,500 11ni�A @Rs.6.185�íæxllln�º

SeVingOVerhead@25paiseler�Ó its61�˘

Cost ofSales

l_     Proflt

Sdlitt Pri�N @Rs:8p�å uni

Rs.

.    �Ö ,000

16480�M

76480

6,C�_0

182480

16,496

98,976

83,497.50

3;375,00

86,872.50

Rs.

3,750

1,030

4.780 �]

O�À 75

5.155

11030

Q185

6.185

0�B 250

6.435

1.56521,127,50

1,�` .Ooo.�� 8.000:

�\
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Illustration 5 :

From the following particulars, prepare a cost sheet showing the comparative costftr

tonboth the period :

Three monhs ended

Productive Wages

A&ninisration
Raw Materials
Taxes& Instuance(factotY)
LightandWater
Duect ExPerses
pepreciation.

FactoryiRent
Unproductive Labour

Factory RePairs

1,67250 22â� 0

�E �p tOmage prOduced h�¾ �� �b
�� Was,�r and�g ,0�� tOnS"weC�g��

ŁI u��
cOsr S�î � �̆¿                  :

PaFtiCulars

�¡�¡ree monthS ended

30�] 6�] 2002

16,000tons

Total  COSt p�å
3on

Rs:     Rs.

49�v �å �_   3.06

983000      6.06

12500   0�B 73

31�] 3�] 2002 .

2��

�í
750

1,000

9,000
2,o00

15�� �z�l0�m

30,ØÜ
3,000

30�] 6�] 2002

98.000

121C�_�_

49.000

750
�E 1,000

12,500

2�ˇ 00
1,500

41,000

4,500

Tltrec Months ended

3l-3-2N2

12,000ton

Total Cost Per
ton

Rs. Rs'

36,000 3.00 ..

ii,ooo .6.00

9,000 0.75

9.75

2.50

0.13

0.25

0�¡ 8

o.17

o.06

Raw Materials

Productive Wages
I

Direct ExPenses ' .

PrimeCost

Uap,roductive Labour

FactorY Rcnt

FaotorY Re'Pairs

f-iglrt andWater

Depeciatiolt

Tores and Insurance

Work cost

Administation ExPenses

Cost of Production

1,1�¡ �Þ

30,000

1500

3�v �Þ

1�� X�l 0

��/ 2�r

750

1595"

41;�Þ

1500

4500

1.000

2.000

750

9�B97

2.56

0.09

o,28

o.06

o.13

0.05

155;50

12,000

12.94

1.00

2,10"0‘

12,000

13114

0�B75

20

l�À 250 13.94
2�� 250 13.89

�Œ
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�¡hstration�¡ 6 From the�¤ n�Vlngparticdarsi make Out amonthlyCo�� �cCoke and B’�u

R�q Ø‰dsi

C,oal

Cokeproduced and sold

TirProduced and sold

Sulphes Produced )
andsold

Benzol Produced and sold

Raw Matcrials used

Wages paid

Repairs and Rene'wals

Salaries and othcr charges

Sol�¡ tion�� Statement ofCoke and By

Coal Used

cOst 6fsaw mate�Ü als used

�AWages paid

Repairs and renewals,

Salaries and O�¡ erchgs

Cost OfProductiOn ofMam and

byproduct}

Tar     .

Sulph

BMol         .

CostoFCoke::

Prornt.

5,�� O fomes@Rs.12=50 per fo-1

3,505 tonnes@R�–24 Pertome

200 tomes@Rs.�É per�g mc.

50 tomes@Rs.180p�Łtome

48tomes@Rs 75 ptttome

Rs.3,900

9�g �_0

9J�˝

5�r                :

Products statiment ofCost and Proflt

Qua{rtity Cfonus)

5,000

Amount�I �B)

62,5��

3,900

9�� 600

9�r

5�v 000

�´ �¸

RsI

9�ä

9�x �_0

3,600 22200

67,800

1�g 20

Sales(3,500oRsi2o 84,1�ƒ
‘

�»�¡�ï �ÙØDm17"�É �¤1lo77ing detil�˜ have becn exmcted�¡ Ol.        m�g lostrec�g �R of�c :

i St4Dlck ofRaw Manials:          .     |

�\ Onl�] 1�] 2001         �¡

On31�] 12�] 2001                      1          1,

P�VC’Wages

Wittt Wages   i     l
Sdes

L
, 7590m

1915��

5�«

2�� 50

2,113(�_ 0
�Q

�@
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Work�] L�] P102ress:    :

Onl�] 1�] 2001

0n31�] 12�] 2001         .

Raw Materids,�˚ hased�E 1

Factory rent,rate and power.

DerCiatiOn On,lantandmchinw

Carriage on purchases

Carnage on Sales

AdvdiSing

orlce rent and taxes

Salesmen Wages and cO�\SSiOn

StockOfFinished"Ods:

onl_1�] 2001

0n31112�] 2001

28,000

35�ˇ 00

�g

�r

15ØÜ

3,5��

1,5��

2,500

3,500

2,5��

Q500

54�r

31,000

PrepareaProductionAccorrntgivingthemaximumbrake.upofCostsandProfit.

Solution
MRP Ltd.

Production Account for the Year ended 31�]
12�] 2001 Cr.

Dr.

Amount Particulars
Amount

Particulars

To Raw Materials Consummed:

Opening Stock of materials

(+) Materials Purchased

(+) Carriage on Purchascs

(-) Closing Stock of materials

To Direct wages'

To Prime Costb/d'

To Indirect wages

To Factory rent, rate and

power

To DePreciation on Plant

' andmachinerY

-2.
c-

By Prime Cost C/d 1,03.500

75�ƒ

66�r

1,500

1,42500

91,500

51,�Þ

52,500

1,3,500

lp3�` 500

2,750

15�ç �_�_

3500

1,24�� 50

By Cost ofgoods

manufactured c/d

lp3,500

1,17,750

�¡�¡ .
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�j�R
�D�@��

(+) Opening Stock of Work-in

Progreds

(-) Closing Stock of Work-in.
.',lr',it " , i

Progress

To Cost of goods manufactured

b/d
Tlo Opening Stock of fi nished

goods

To Gross Profit c / d

To Oflice rent and '

taxes

ToAdvertising

To Carriage on sales

To Salesman Wages

andCommission

To Net Profit

By Sales    .

ByClosing Stockoffmished,

By Goods

By Gross PrOfit b/d:

|: ‘�E :

1,175750

2,11�� �_0

3�] 1�r

:�E �Œ Ci100

.170,250

1  ’1-     
��

�A :   :=�¡ ,250

28�r

152750

�]
31�¨

1,1�ª 0

1,17,750

54,000

70,250

2,42,000

2,500

3,5��

25��

��6,500

�~5250

70250

�¡
1�A

Unit CosthgrnethOd�¤ ap�ß ied�í ascemin the cOstp�å unitOfproduclo�Ü .�� i�Ì me�˚�Bd
�í �� Øª    i�ß �I l�R �� Œa�� �@�˜�ÒE

�y �í �˘ �É �ƒ ª� �G �I �Õ �F �í çü l�§
�¿ ��

�c
�Epreparedmttb�Ô �ÌOfhcdcu�Vm�Q

|�Ł
�Nh=

17.7 SUMMING�]W

17:8�] CHECK YOUR PROGRESSt MoDEL ANSWERS

�V,�¡ min feates Ofm�º �� sting are�¡  _
I PFOdHtt ghOuldbe unifOnnand a cOntinuolls afFain       �E �A 1

,�R bmitsOrFoducdmshOtlldidentical.

�ß
�E

ŁI �• �§ H�g phys�ŒJ andL�c 1..

21 ThepOse�†reparimgproduct account�¤ �¤ascmm� e̊c�B

"�B
f300dS�i �m1�@d

�ˇ

"pFlt_    :
�¤

t::�E  :
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17�B9 MODEL EXAMIN�MON QUESI10NS

A Answer thefb�c oçq �nngin about30�¡ mes eache

l.whatare�M �» h�Ù �� S Ofmitcosting7Namttmdmlcing�í �V �V �¡ eyare�V suim�B

2.�[ �� tiscttSheet?.prepm aCottsheet�� aBriCkManufacmingv7i�¡ inginw�f �R s

hduSW i

B.Answerthero�¡ Owlngquestlongln aboutiSunes each�B

3.�Y �� atit cost stat�\ t?Hbw itiS4itFaent�u om costshCt?

4.Selectanttle m cO_on�R ,denibe�g �� �� 1,labourandoVneadexpenseswhi�N

�� inb ttCOStofFOduc�¿ �ˇ �R �Æ a costofpductim and�l �ô aCOttshd m�À

FOper fOnL

5�B Whatis QuomtiOn7 HovJdoyoup�b
�g

�j

EXERCISES8                  :             :

1.Fromttfol10wing�V �V�V�k yOu�i

�g

�R

�g

�¤ppare a stamentshowing it

l)The�� �˚ Ofmtrials�\

D Prime cost

O work cost

lv) Totalcost

v) Pcrc€ntagp of worls oncost to Wagcs

Ontlre lstAPril,2fi)l
Stockof raw materials

Stockoffuishedgoods

On the 3 lst of March,2002

Stock of raw rnaterials

Stockof fmishedgoods

Purchase of raw nutcrials

Sale of finished goods

hoductive wages

Works overheod clurges

Offrce and gencral cltarges

2. A factoryproduces 100 units ofa commodity'

The cost ofProduction is :

Directmaterials

Direct wagPs

Rs.

33280

2800
Rs.

3"60
,     78�† �_0

759200

15�À 9,�� �_

5,1�¡ 880

129�K�_

70Jm

cAns.CO�Õ OfSales Rs.11,68�ˇ 203

Rs.

10�vC�_0

5�vØÜ

1:�Þ
DirectexPenscs .. 6500

ffi,ilTffi*r* i 
1'9

If profit of 2 5yo onoro ,, ,o * realise4 what *ould be tlre rg. rrys nr.: of elctr 'ait 
o.f

24

thecommoditY?
�¡ i�† :�V �B

�g

191
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:1 �h:L T

3. ' Following,are :the particulats for ttre: ion of 2,0(X) scwing rnachirics of Usha '

Engineering Company Limited forthe year 2@l

Rs.

Wages e40,000
Manufacturingexpenses 1,00,000

Dgpreciation 120,000
Rent,rates and insurance 20,000

Sellingexpenses 60,000

General expenses 40,000

Sales ' 8,00,000

The company plans to manufacture 3,000 sewing machines during 2(fl2 .You are required
to submita statement showingthepricc atwhichmachinescouldbe sold so as to show aprofit
of l0% on the selling price. The following additiorral information is dupplied to you :

a) Price of materials is expected to rise by 20o/o

b) Wage rates are eipecrcd to show an increase of 5o/o

c) Manufacturing cxperurcs will rise in prroportion to the conrbined cost bfmati,urials
and wages.

d) Sellingexpensesperunitwillreinainthcsame.

. c) Other expemes will remain unaffiprcd by the rise in output.

(Ans: Selling price per sewing machine : ni. COA.tl;

4. From the rurder- mentioned particulars of fuijaneya Brick works Limite4 Hyderabad.
you ar,c: required to prepare a month cost sheet of bricks made in the npnth of January
2002 showing the cost and profit perl,flD b,ricks :

Mrterhh Rs.

coel. 3l,s0o

Ro)'altY 5,550

sms l
Labetti�]

1:�A
1

Diet

�p k�R�¡Jdig

O�¥erhends

Works�N 25%on pnme cOst

ofrlce_loO/O on works cost

ProductiOnpermmth�] 74,00,000bric�K

sales per mOnth Rs.27.50�] 70,�� ,000 bHcks

Stockon lst January2002�] 2,00,000 bricks

Stockon 31stJan92�� 2�] 6,00,000 hicks

You have to as$rme tlrat ttre stock was vrlued at the same rate per 1,fi)0 bricks as the
production for January 20O2

(ans: l) Cost per 1,000 b,ric*s - Rs. 21.75
2) Profit per 1,000 hicks - Rs.5.75)

15�r

15J(�l D0

50.000

�P
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5,From the fo1lowing h�b çW �u m prepre costshect ofM�B s^r:�b �ƒ Æ�sesi�� �� e year

erdinsMarq! 2002.

StockofMatcrials :

, -Oeening

-Closing

Materials Purchased during the year

Direct wages

Salaries.

Indirect Wages.

Ecidil:

- Inurard.

_ Outward

Cashdiscountallowed

Baddebts writlen off

Repairs to Plant &MachincrY

Rc,nt, Rated and Tures. ' '
_ FactorY

Offrce

TravellingE:Pcnses

Salaries of Salesman

Dcpreciation:

- On Plant & MachinerY

- 
On Furniture

Director's Fees

FactoryLighting

Fuelforboilcr

General Charges

Managsrs Salary (1 / 5 thFaotory andrerraining Office)

Note : CastrDiscormt is no'n-Cost item'

: Rs.

1,8�¿
:

21�� J�˝ �¡ |

8,32.000 ’

2�À 8�o �_

�˝ �r

16,OQ0

32,(XX).

20,000

14,000

18,800

�]�˚ ,�ˇ

12,O�_0

6�L �_0

12,4�_ 0

33,600

28,400

2�ˆ 400

2,�Þ

48,000

64�˚ �_
)�C

4800

48‘�Þ

�g
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�c . 11.

Din"tl�Õ �R�R�� :

Wok Ovnead:

�E  �¡ 11’,II��
(�E  11_1:  :  |

111ä¿m�åF�V�VT�¿�¿ :T�ï �V
�� TT

ca1 500 tons@Rs.5o per tOn

0 100tOns@Rs.30 perton

o80�} lled men@�R3per dayfor 25 days

o40�˚ Ø‰ned men@Rs 2peF day fOr 25 days.

�ß
�g

�æ �] ÆemmtRs.3�ƒ
Spcial�c  Rs.1,Oml

�[ � �̨E�ô0100��/Oon dint uges

Fixedio6070mdimt�[ �@.‘

AdminisuativcOverhead@ l0ToofwodpCostandSellinganddisnibutionOncrtrcad@
15% On work Cost. 4fl) tons of end product waf iranufacturea ana ns. tOO ,yas reafr*d ft";

fuis: [Costperton: Rs. 162=501

7. fu folloting extract of Costing in for mrtion rplates to Commodity ..{ for the year
cndirgm+2002:

:       ,

Puf€ltasc of sew rnatciats ,i'

\tqlcs Overtrceds

Dir€ct wages

C.rrhgrur purchascs

Rs.

1�ƒ ;�� 0 1

�T m _:

lJ�� Jm i.�E  1�R

lJ4�˘ �aD       I

_Raw maO�˚�‹ s           �¡ . 1   
�J ,�˝

1�g

~1�]
�� �E�˝ �˚ �• Foduc�£           i

:�� ØÜ m.   �\ i  11�¿  �]
Stockf 30�i �n�É �� äF�A:               |          _.

_Raw nnterials             �]   22,�ó )1        1
�cFinishedFOducts

(2,000 tOnsp   ��        32�Œ
Wak�] in�] Pron ittj�ò 2�� 1) 4800 1:    _|

�E wnin_Pr�B

�u

ss(1Ø[ June,20o2)       �Ø�ï : , 1
SalS        �]�M        3,�� ���˝   �M’I    .

�c �…

�g

�¿ �¨ �˚ 0-dS:Ll�¡ mit�� LF�� h�¿ �n �\ h:1�– �˚ tom   �\

�c

prOduction Account. :

�V�Ü INetProm:Rs.45,0001

�[

�]

           |
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8. Thepenrruufrcfirhgcoryrrytuprodrcingtwo6p?-ofry9:lPl*1 andp.'pop-ular'

. The Manufacturing cost or ttrc ycqr endrng on the 3lstlf March 2002-w9rg as follou's :

DireotMaterials

Direct Wages

Production Overheads

�qS.

�A
12�� :�˝

1�å ��

48�r

�À

as much as these of 'PoPular'
DDitectrxaterialsinrespectof.Deltxe,typearecostwise

bpe' 
those for the 'Deluxe' tlpe'

D Direct wages in respcct of 'Popular' tlpe were 600/o ol

O Production ovcihead was 30 paise pcr pen for both typcs'

t9 Adminishrtion ovcrhead for each type was 200 percent of Direct Labour'

v) selling oriaead cost was 25 paise per pen for bottr the tlpes.

vi) Productiqrdtningtheyearwas:

'Dcltxe' rypc - 40 000 pcns of which 36'000 were soid ;

Popular' t)'pc - 1,12,000 pens of which l'00 000 were sold'

vii) Sellingpriccs werc Rs. Tperpen of 'Deluxe't)rpe andBs. 5 p.tFif ' poputar' type'

Prepare a statement shoeing the total cost per perr of ech t)'pc ald the prof* madc on

cach tyPe ofPcn.

Ans:1)Deluxc�]

�c POpuh�]

Cost per pm

Rs.5.55

Rs.3:35

Proftt per pen

_Rs.1.45

Rs.1,65’

�˚ �˚ �æ oMttE�ƒ
�¡

�Q
�D

�R
�D

�S
�D

�T
�D

�U
�B

HoJo bldOn

BIoch�� Welm

s�� Jam&KoLN�c�'

B.Ko Bhar

BMiLallN�Þ m&G.Lo S�\

DKttLwttmI

Cost Accounting and Costing Methods'

C.ostAccounting'

Advanced Cost Accomting'

Cost Accounting Metttods and Problems'

Cost Aocounting Prineiples and Applicatiut'

CostAccormting

28
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�˚

17�B11

Cost Sheet

Coct Strtement

Tenders / Quotations

Unit Costing

Productlon Account

�«�� :�fl    �JF�¤�V� �̀v
Where a statemmtis wared tO Showä~ �lbal�g �� and
��

�u

�Bntorloss.but whmttisnotdesiredtomoutl�B ��
F item oFexp�\ ,h ttmmt��

�u

�� d is�g �g
SttmtOfo"t.’              :    :

It is a�� �c �od OfcOstshd used to pttarel�Œ O�˜ �q�˚ �R

�g
00�¨ �¿

�g "�å
�� a�R �]

1

m�s�Õ �P     �˜�Q :

ær �˜ �@ØÜ�V�ß
=�í

�I �í �R�I �o�í
�¸ sspu�Œ        .�]       �] ,‘

��
�E�Œ�@

�Œ

�ˆ

a

��  _         :   ‘  �]     �M        _�L �¡1:

�Œ
�N

�Œ
�l

�E
�Œ

�E

�@

�N
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UNIT�] 18:JOB�\ BATCH COS

Contentr ,

18.0 AiryrsrndObjectiws

l8.l Inuodrrtim

18.2 Ibfinitim

18.3 Distinctionbetwcen UnitCo$ingmd lob Costing

18.4 ApPlicationoflobCosting

18.5 Salient features of Job Costing

18.6 Accounting Treatrnent in Job Costing

18.7 hryration of Job, CoEt shcct/ Job Accottttt

18.8 Advantages and Disadvanuges of Job Costing

18.9 BarchCosting

18.10 Sununing-UP

18.11 CheckYour hogress : Model Attss'crs

18.12 Modcl Exanrinatiur aryctiurs

18. 13 Recomrnended Bool6

18.14 Glossary

18. O AIMS AND oBJECTIVES

ms�˚ texplams�ł
�O �í ��    00StOfea_ChnttWork

ingcOuldL appliØD �� _  .__�v
�Œ �g�c �Ô �Ó m�Ô �¡2and�g meanmg

ffi*ffi.T,:H*fffsi:Xl1***or jobcostingandthemeaning�� sung

Œr �i �� 1�– �ü iCatim"v�˚ "b�¢ �� �E

After rcading this trni! pu rr ill be able to:

O UndersEnd tfre nreaning andessentials ofjob costing'

��

��

��

��

Distinguistrbctrrecnunitandjoboosting' l

Understanditsappticatio&featrrrcsandaccountingforoostsinjobcosting.

State ttre advantages and disadvantagesofjob costing'

Explain the meaning and application ofbatch costing'

.                               /

18�B 1lNTRODUCT10N
åN �ˇ Sped�g Ordml�‚

hduStiesçq th�\ ufaCttreiproductS Or render ttCeS agaJ

10b�� StmgiS dEthOu

30

X�� �ö �ø�Ófsingle70u�� utCO�Vg.
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�R�Œ�N
�Œ i�u

JOb�¨ �° my be demed�–,syStem ofOosting h whichØ‰ ��Iments of cOtt are
accumulttd sepantely for eachjob.�� wOrk Orda lmd�\ by�g

"ØÜ
i�˚ �V .�¡ �¤ also

deS�ƒ�b �¢ jOb Orda�g sting�å �V O�Õ Accounting.ThssNem�A_l�fl ,ldopted by
concmsenggedin Job�”

"�å
�z Ofp�f �t ."�q ing,whm�—

�c

�g

�g

�¤dOne b

:�  fe�í �˝ �V�Ô �� �¶�c�q�R�Ó �� �R�� �� �º�v�W
C��

�� �V�R�åf�í �ß�‚ :�| �F�í �D�D�ô �k1�� ��
and�g prOrSS ttde.     ‘

1812 1DEFINIT10N o� ª̂J �¡ cOSTING

E�\ N:�q cosuG�o�æ �˚ �æ �˚18�x |�R iDIttHN�µ �¡�¡ONE
UnitcOstinttLthemethoaofcostingusedi][1lillil:i:11[111:111lilili

mitsshOuldhaveindenicalcostsandthis cOncwtOFequalityd

�ò .                                                                                                  :.

10�B4�E :�ð       ON OF JoB oosTING
�fiE industries�¤ whichjOb"s,ngiS appliedmustpOssesthe forlowing tatures.

�â d�g Ø[On�§ �¡wayS agahttthectstOmer�A Order and�¡ On b�u st10ck.

D rao!,iri 'hls.1$.or* charactcristics rdtherefore needs special fucatmcnto rhere i, not,#fu,ity in the flow ofrtuugtion;;ffi-ffi*r,. rhenattncofthejobt!#rinodthedepartncots.trnou&wilrituiqq,orldhp.oceseed.

iv) work-in-procls airers.togr pqioa g ge.id asooding to ffi,ifuber ,fi";r;;. .Thus the osct is asccrtained fon each job ,.errlatit.-'' -
Cteckyourprogrers- I
l. State.theindushiesinwhichJobCostingisapplied. , .,

a..................

�M
�\

�\ __

31
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18�B5 SALIENT FEATuuS OF JOB COSTING��

The folloWing are the i�¡

"��

�ï t feameS or essentials O�å Ob COSting

3�a 3�x :�] l�Ł �b �y Tl�R �a 1�º �Ô

�ƒ �¯ S m the aCCumulation ofCO�¡ pFOCeed

agsipedto eaChj�� b.     �L
|

i)PrOductionorder for supp�µ

regarding the Production'

., * rir"**n, :Abill ofmaterial is alist of alrthe rnaterialsandparts required for a job It

provides particulars 
"f 

ra*t r.q"i*d *l;;t as an advance intimation to the store-keeper

who has to issue materials on thi bapil"rgis iiri ,"ao-trr"r, on a se,poratc rcqusition. The bill

of material i* pr"pu*a ;; dr; p;;.ti* Pl-;; Depar-tmcnt. The'foreriran receiws a copy

of the bill of marcrial ,along with the pt"d#;;;;'"H" i9 tftt.*W authorised ts cail for ana

receive the materials. A separate rist is p"piil i-ottp""i"r tools which may be nee&d fu a

job. [t is ]nown as' Tool List''

d) Job card or Job cost shcet :The most iryortant agcurnltprcnred in job costing is the

job card or job ."u .ilJi f, ir-n*n *q f9r ffi j"b 
"td" Tl "it 

cos' r'lab$g to the job are

rccorded on it . rne ffi"iai*il, ir"*iq, #ri"s tt,at of direct labo,r is entpred in t'e job

card directty fr. om cost qerylg, T' F^111HS{ffi are ad&d on the basis of the

�ƒ �¨ �� dmtett The fol10Wing�˚ �Þ fOmntJa�V Card:

1
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1�¡
’:I�M

ESTMATES

Rei �zhttdals

Rs.

Labolr

Rs.

ovnead
�� Rs.

Adm

Overhead
Rs.

seling�m

Æ¸ h�¶ ad
l RS.

TOml

’ Rs.

18.6 ACCouNTINGTREATMENT INJOB COsttG
�¡ljob co�† ,�� �� Sts 6fvaritttjOLstthandare accOlmted as here lnder:

�Õ�É�à�ï �æ�Bftttt�æ �_�R�§d�æ�Vc�g �� ��1�z ��nd�å :

|�l  Matenals:The bin ofmterid or steres requid,Ons generally prO�� de the necessary
cost hfo�\ tion asregardsth directunials issuedfOrspeciicjobS.�R

�Ł  Labour8�] �¡fo�\ tiOntFrdingdimLbOutworlcingonparticularjob�˜ O�� bedrawn
tom h card issued to each worl�\  

�u
Wages paid for indirect�� bttfOm p�£ ofthe

factory ovchead. ’ :   |

=��
j"�q olverh�c :�i �V ordor�¨ å¶ �‹ �ø �ø ��

|�¡

=�î

�Õ �� �E TT�h �£ Œa �V �� �@ h overhead ttt�g cOunti�d �Eh�\
latter case,different overhead recovu rates are detthed for the respective cOst

centes,�x �_ factOry Overhead cOsts are chged�ì variOusj�� s tt thebasis ofOne or
more predet�c a ntes.       �]

11�@Ø} �ü  �Õ ça �øi

.�Q �Ò �� �Æ �Õ �T
�‚ �d�Õ�d�í å¶ �ø �`

ling overheads�B    ’
�`  selung and Dismb�¡ t10n overhend:�˚ �w expenses are added tO the cOsst Of sales.

�ªÆ�å¥ �� �� �q�ł �R �˝�ò
Droflt�B                       .

2�b �Ù �D �Ø
�h �k �P

�� �xçW
=�P

�Õ �ƒ
�R�ô Ttti�I �g:�‹ �µ dl

���j�Ô�í �÷�q:rthe�¤
bi�E �§d�i ��

�g
�flcomparing the�g �Vlexpttaime�Q

‘�@

Injob costing, tho distinction between direot and indirect costs is emphasized ta a gratcr
extent than is neccssary in process cosl aceountin8. 

: St?a

::F:1 �]�¡11�� 11111   1111
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r) Order are issued and costs are accormted for, each lot of products manufactured. These

orders are controlled by a work-in-process account which direct costs and indirect costs

u) The work -in-process accormt is used to record the cost of products manufactured and

inventories of unfi nished work.

19 Direct costs are charged to workin -process accotuit and are entered on the cost sheets

ofproduction orders.

v) Indirect costs or manufacturing expenses are charged to the departmeirtal accounts and

do not appear as zuch in the work-in-procrs urro*i o, on the cost sheets of the production

orders'.

vi) The amountof appliedindirect cost, alsolnown as appliedmanufacturing expenses, to be

borne by each &a"r, is determined. Such an amount is entered on the cost sheet and

chargedto the work-in- process accormt by.crediting the off setting account for lApplied

Lrdirect Cost ', or Applied Factory Burden"

Accountin g for Work-in-Process

The value of work-in-process at any time is shown by the balance of the Work-in-process

Account' which is maintained in the ooti l"dg.r. It is periodic.au aguitej Yith.'h: 
direct and

indirect manufacturing costs and credited yith the tdtal cost of completed jo$ jndclted in the

job coststre"t., u r*rirryofcompletedjobsmaybepreparedatintervals of amonthbr so'from

which the cost oriour .o-pleted may be drawn andcredited to work-in-process account' The

balance of wort-rrr-piocess accolnt, which represents the cost ofjob not yet completed may be

""Jiira 
UV ugg"gut'irrg the total costs till then entered in the relevantjob cost sheets'

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

Of a job tioket' is.u"J for each job order by the Production Conhol DeparEnant' The ticket

,rnrfut of adtachable portiorrr Jtuting to dilierent operations. A specimen form of the job ticket

isgivanbelow.
JOB T]ICKET

JOB NO�B365

Date :
DescriPtion:

Customer:

Date Required:

(Performed)

OpoationNo.4

Conpletedon:

CheckedbY:

QuantiU:

JobNo.365

(Performed)

,Operatio'nNo 3

Completedon:

Checked bY :

34�E

Qtrantiff:
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.I�_ �A

�LJobNo.365

eerfomed)

Operation No. 2

Completedon:

Checked by ;
Q�\ tity:

Job No.:365

(PerfOmed)

Operation No. I
Completedon:

Checkedby:
Onti�T :

A�l 6bttcketistlsedWhentttjObOrdainvOlvesanumberofOpentionS.Aportion ofthe

�C�í �R�` �‰�£�g�L�[ �¨ �Õ �| �X�O�veC�� b�q �ÛØS
’ro qs.up.thatjgls.are cgpnlgted by the agreed date, it is often found convenient ro usea progress 'Advice' which notifiel the stage realhed in exlcuting alob and r"t o n"...ru.y .,it also senrcs as an intirnation for insp""tii.;e;per*r;iflffi;rii d";;ii ;h;:*'

$ervice Orders : h a manufactr.ning Organisation certain jobs arc required to bemdertaken for the maintenince of service d.po["*tr in trr. r."toty.The costs involved inthose jobs are really overhead expenses. Such dortr *.y ur 
"r.urur"t"d 

separately for properallocation to various cost centres. special service ord;s *i.rr.a f";;;;ild;;itt. serialnumbe'rknown as standing ordernumbo gt;;;rrfr ritfr.#
The procedwe for the :9.+9 in the case ofjobs under service orders is practically thesame as in the caseof production job o,rders.

18�B7 PREPARAT10N OF JOB cosT sHEET�mJOB ACCouNT
�p �r �F mttOlro�I Obcostshett�fi �¯ybe illusmtedas f0110ws:

IllustrttOn�· 1  .

*oi,,r1r;[fi||:ir;:...H[3f. nre rouowing cost data are obtained from its boora for year

. 
. ywwrlrwtr aVV L

Rs.

Direct Wages 
50,000

Factory Overhead .,30.000

AdrninistativeOverlread . 2g,0(X)
. Selling and Distribution Overheadhont ' i:'Y
;r*rthe fagtory receives an order ry " r"*#Hro.. rt is efrtimatea that thematerials rcquired wil amount to ns. 80p00;e;il;;t. i6,ooo for execufing the order.

ffirffi*E#.*q" t' q"*-i"tt ir tr,"-r"rt?"v-i"tilir t"-eam profit on-sales at a
meracto,y;;; ffi:,yJ*#lxtiffi,llfr grmmmHm,mgr
and the selling and distribution overtriao as perc€ntage of wurcs cost. ,
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�ł �Ü�G�í �º �Õ �k�R�Rti�y ���g
mdmken,tis ne�å stt tO asc�g �� flrst

ncured in 2001 forthis pupose,�V  COStShe�¡

hasto be prepared on the follomng line��

DirectMateial

Direct Wages

Prime Cost

Factorv Overhcad (60 Precent
I

of direct wagfs )
/

Workd Cost
I

Adminisftive Qverhead

(20 Percent of Worls Cost)

Cost ofProduction

Selling and Distribution Overhead

(25 Percent of Works Cost)

Cost of Sales

' hofrt (18.8 Percent on sales)

Sellinghice

Cost Sheet for 2001

Rs.

60,�Þ

�E  50,000

1,10,000

30,000

1�p ,000

28,000

1,68�r

35,000

2p3;�\ �_

47,000

1 2,50,000
11_

Q�¡ OtatiOn foriO1 0rder No�Œ �ŒfOr 2002

DirectMaterial

DirePt Wages

Frime Cost

Factory Overhead(60 percent of direct wages)

' WorkCost
Administative Overhead

(20 Percent of worls cost)

Cost of Production

Selting and Distribution Overhead

(25 o/o + l}o/oof 25%) of worls Cost

i   COStOfSaleSiPront(18,8PercentmsdT=

�⁄:13per_t on 90"çü ,�¤
�]

�g

 �M Selling�ƒ �¡  �S

Rs‘Rs.

80�r

50,000

1,30�v m

30,000

1,(1)JDCXD

32,000

l�˚ �ƒ

44,000

2,36�r

54,640

2,",640

Rs.
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Illistr3Lt10m:2 The infOrmation gi,en be16�� has been taken�¡ �Bm the cost ttcords of an

englneering works in respect ofJOb No.786:

Materials Rs:4,010                       ‘

Wages Depament‘�M�]60 bwl@Rs.3p�å hollr

Depament‘B’�] 40�¡ ollrs@Rs.2 per�� how               �E

D�� ttt‘C’�] 20 hollrs@Rs.5 per hotr

Overhead expenses are as fo1lows:                                            .

Variable:�z �lepartment‘�m r�] Rs.5,000 for 5,000 1abollr hours

Deparment‘B’�] Rs.3;000 for l,500�E labour hours.

Depament‘c’�] Rs.2,000 for 500 1abour

Fixed: Rs.20,000 for 10,000 workinghours�B �u

Cd�glate the cott ofJobNo.786andpricefor�V jobb�v
�g1�b itOf254ontheSdlngttcc

Solutioi

Job Cost Sheet for Job No�B 786

Particulars Amount (Rs.)

Materials Rs.

Wages:

Dttt‘��

Dep�¿ ‘B’:

Dept.iC’:

Oveftead Expenses :

Variable:

60 hollrs@Rs.3=180

"hOurS@Rso��

80

�¯ hOurS@Rs.5=100

360

4,010

220

240

4830

p�] li�M

Dept‘Bli

Dept‘C’:

5,000/5,O�_ Ox 60�–

3,(XX�\ 1,500�Y 40=80

2,000/500x20=80

Fixed:�g O�¡ 40�¡ 2o=120 hours@Rs.2

i.�� �B       2Q000/1Q000x120

Total Cost

Add:25%ProttOn sdling

�g

,830x25/75 Pricel

SdlingPriOe

1,610

37
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Illustration-3   F�_ m the followingparticulars,preparejobaccounts inthe subsidiary

books forthe rnonth ofDecembe�¡ 2001;

�l Balances Onthe lst ofDecemb�° 2001:

Rs.      Rs.

Materials                                 10,000   1                     1

Work�] in�\ Progess:

Rs.        =

JobNo.200   8:�¿ �_

JobNo.202 4,fi0

JobNo.205 Z,NO 15.000

Cost Ledger Control a /c

' 0 Transactions duringDeccnrber,200l are :

Purchase of Materials

Contibution to E.S.I

Contribution to staffP.F. \
Materials Issued: Direct

Indirect

Wages Paid: Direct

Indirect

krdirect ExPenses

Now jobs taken uP are :

Nos.206,207 and208

D  AnanalysiS Ofdirectmterials anddirectwagesshOWedthe fo110Winga1loCations:

JobNo.         DirectMateriJ      Dired wges
R�˜               Rs�B

4�v �Þ

6�v000

12��  1       8�v (m

2�� X�_                      7,000

�f �r       5�¿
1,6�_ �B                   4�Ô �_0

1            7�v
�Þ           34�� �Þ

MatenalsremedtO stOres tOmjObNo.206 amounttO Rs�B
100�B

25�M

Rs.�M

9�r
�]
    9,900

l�À 00

7�r
�A  1�� �z �l 0

34,000

10,O�_O    
�M

.    4,200

�E�@
�ˇ

�m

�^

�“

��
�A

��

�“

��   38

B R
 A

 O
 U



�] �E�S �K

19 The selling prices of the jobs completed during the period are as here under:

Rs.

19,000

lQ000

15,�˝

Ignore Administrative overhead and selling and Distribution overhead.
Solution

��
�@
�@
�@
�@
�E

�ª

�m

��
�‹
�Ø

Job No:200A/c

To Balanceb/d

To Labour

To FactoryOverhead

To Cost of Sales

Tohofit

Rs.

�B8�£ �å �_   By COst Ofsales

4,0��

2�r
14,000�]  1

14,�¿ �_   By sales

5,009�v         �A
�Ł,000�¡

Rs.

14,000

14�r
19�� �_0

�u
�¡
�P
�P

�¡

�Ł ,000
�M

I�l IFt Job No.202A/c
C�¡

To Balance b/d

To Materials   i

To Labour

�ÆFactOry overhead

To COst Ofsales

To Proit

Rs.

4600  B�V cost ofSales

400

6�� XX)

3,(XX)   .

14000

14�F�_�_

14:000

2,000

lQ000

By sales

14000

16,000

�g

,00o

Job No�B 205A/c Ct

To Balance b/d
ToMzterials

To Labour

Rs.

2,M By Balance c/d
r2w
8,000

4,000

-

15,600

Rs.

15,600

ToFactory Overhead
\ �J

5,600

Job No:206A/c
C�¡ ,

To Manials
To Labour
To Factoly owhead

RS.

2�˝
7,Om
3500

Rst
By Returns
By Cost of Sales

100

12,�ˇ

�Ł ,500
12,500:
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L
F�E

To Cost Of SaleS

To Proflt

Dr.

12�â    By sales
2,600

15p00

JOb No�B 207A/c

15,000

15,000

cr.

Rs.

1,800  By Balance C/d

5�� XX)       ’

2500

9300

Rs.

9�À 00
To Materials

To Labour

To Factory
9.300

JOb No�B 208A/c
L

ToMaterials

To Labour

To Factory Overhead

Rs.

1,600 BY Balancec/d

4,000

2,000

Rs.

7�ä

7,600
7�ä

Notes

�l  JObSCOmpletd:

JOb No

200

202

206

Costincurred

Rs.

14,000

14,000

12,&0
40�â

Cost incurred

Rs, 
:Rs'

15,600

9,300
32500

Rs.

credittO WOrk�] ln ProgreSS a/cI Rs.40,400

JobStO be completed:

JOb No

�‰

��

��ancchttwork_in�j ���Ú :�M 3’,100

�í sOFJOBCOS�¡NG
18�B8 ADVAMAGESANDDIS

AdVantages ofJOb COSting

The adVantages ofjob OrdCr cOtt accOmting are ashere underi�� ��   __^�\ ^�g J

�g

h adVantageS OIJ�Ó

�º F�� �ò �[ �� �£ �ƒ �r �d�l:�A �¡prOvi�§ ���â �'
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1��
i�i

ilD

�¯

iVli

�⁄

�⁄

�i

�g

mm,the�Neratingeffldtty�� flrerentfactorsof"duCum,prOmc�� 0,�b treS

�¿d�I �RØ[Ond unitS�E        ’1
�¡enablesthe managelnentto ascertain�¡ �� chjobismorepro�¡ table�˚ an�] o�¡ er9 whiCh iS

lesspro�¡ table and which isincurrttg lo,ses.

ItprowidesabasisforestimatingthecostofsimilarjobStakenupinfuturandthushelp

in future productionplallning.

Pre�\ deteminationofoverheadratesinjOboostingnecessitatestheapplicationofasystem

ofbudgetory cont�_ 1 0fOverheads with allits advantages. ‘         
�]

�¢dentincati�B �Ü �Bf spoilage and defe�¡ itts With resp�å t�s �v production orders aid
deparments lnay 9nable the inanagcmentto take effective steps inreducing theseto the

m�\ tm�B

�¡ F detai�Æ d cOSt records ofthe past period can be used for ttat�¤ tical purposes in the
detemination ofcosttrends ofdifferentwpesofjObSandtheà� relative e�Þ ciencies.

viil Efrlciency ofoperations can be controlled by comparing the actud costs againl the

ettimiteslrladewhile submittingthetnlerforjObSorgivingquotations.In speCid oases

(e.g"Gove�\ entConmct�l Th Sellingriceis d"endentupontheacmloostsincwed.
�¡ �_ producer is allowe‘a�] urgin ofprofl,(�¡ Xed Or proportimtt to cOStS)OVer and

above the�g mi cOtt Ofproductton.Æe se COnmcts are lmown as cost,lus con�V d�¶
Job loslng pro�� des"�v ura�É cOstdata�V �cch purpOSe.: ��

DIsad�¥ammges OfJOb Costing                �A

The disadvantaghes ofjob ordercost accltnting are as here under:

�l   It inVolves a great deal ofclerical work in recording daily the cost Ofhaterials issued,

wages expended and Overheads chargeb10 tO cachjob orworkorde�¡ �¡ adds to the cost

ofc�å t accounting md dsO inc�g ases�g c�¢ Oes fOr the Oo�\ iing ofeFrors

�Ł  �p �A in�] 10nofoverheadrateS�V invol"�¢ �ˆ thg OfOVerhead expenses alld the

�\ bads OfOverheadapportionmentandabsorptiOn,butsuttbudgetingisincomplete,sincc

�ºis appliedtomtial,labourexpenses on�´ �A ad�\ tagesOfbudgeting�l ��Onsiderab�fl
reduced by doing sa    �A

�‰  JObCostingisbasedonhistOriCalcos�£ .hhistorical costtng,co�¡ sOfajObOrproductare

�g

cc�¡ ained after it has been m�c luFacture�¿  cOmpleted.JOb c6stin�F  d66s�¡ 6t facilitate
Contro1 9fcO,t unless it is used as per standard or estimated cOsting.

ivp Job cost infomati�s �� Can be qutte useful for the estimatiOn of future cOsts ttly attcr

careful ttuSmentfOrvaria�¡ on,�y ke�fl b ariSe Overttlne as wen as for any�– fferencc h
the size ofo�¡ den

18�B9 BATC�U COsTING

i�‰ �ó�@�› �bà��� �I:�� �Rå¶
��� �̊d�Ebb Costi�°

"fers�í

��� n̊g�v J�ß s

ls,in b�� ch cOSting items are manufacured for
stock a fmishedproductttyrevisedrentcomponentsfor�§ semb�µ andttybemmu�¸cured
inecOnomicai batch 10tso When ordcsarereceived�E �¡Ombatches consisting ofapFedetemined
quanti,OfeaChttOfprOduct.Batch costingmethod is adopted in such cases to calculate the

cost of eacII such batch.Gost per unit is asc�å �� itted by di�� ding the total cost�° a batch by
numbcr ofitcms produced in thatbatch.ThismethOd Ofoosting applled in phamaceutlcal and

Chemical h‘uStries,where llnits are produced in batches..         �A
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Detemination of the economic lot size is important in indussties where batch costing is

employed. The need for determining economic loisize arises as (i) every trpe a component/

proar"t ir to be made, setting-up ofthe tools is involved. Because oftlris some loss in production

iime will be there. Therefore ,maximumnumber of tmits are produced once tlr'@chine is set

in order to reduce the cost per tmit.

0 such large production et one run will lead to accumulation of inventory and the costs

related thereio.

iii) Thus, thereis a quantity for which reduced cost of productiol i..:.,,1 offset by, costs of

carryingthe quantity in 
".nto.y. 

Tlrc determination ofmosteconornical batch quantityrequires

consideration of many relatedlactors of costs and economies. T'he following factors influence

the decision in this resPect :

a) Set-uP cost

b) Manufacturingcost

c) InterestoncaPital

d) Storage cost and

Theformulatobeusedforcaleulationofeconomiclotsizeisl

where,E.B.Q�» �¡ OnOmC�V�V,h Qttmi�Ł      ’

S- Setting-uP Costs

C- Carrying Costper unit of Production P'A'

Illusfiation:4 Compute the ecotlomic batch quanty for a cornpany using batch with the

following infunration'

Annual demand for the corrponenT= 2000units

Rs'120

Annual Rate of Interest 6%

Cost of manufacture Per unit Rs'6

where, A=2000 umtS

s=Rs.120             _

�]      c=6%OfRs.61

’EBQ=�C2x200H"�� 0.36�] |:155 Uni�g
.
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�M          :11�S
40.000units    i

Rs,100

(10%ofRs.3o+Q50

�BEB�å 2x4QOoOx100�m3.50=1�¤ 12 Un�¡ �¡

�É�À�É
�'
�m
�b�‹�]

11111�� �c�¥�| �cNC’l uP

=il�R
�g

��
�D

�_
�_

ninstratlon 35

Solutlon:

E.B.Q =

: : where,

Annual dernand

Settingup Cost

Interest

. , Cost of storage pg.T unit
t"

" Costofmanufacturing

= 40,�Þ
�c�v

=|I Rs,100permit
�§ :@10%|.a.

=:: 50paise
�¡111 i ti

�§ 1 lRs.30p�g unit.

�V COStingMsy�\ �† cOstingh�‰��

�ƒ   �fl �ò 1Æ�
beachj�ß �åwOrk Order�� �] �Vl�p ØÜ�‹ pwo,eq
�� �a fh�� �� �n.�¡ .h�n n�Œ�“ r__�n �Ü__|

:

l�˙ ll CHECK YOuR PROGRESS MoDEL ANSWERS
�¡ �¡ ��

�g

�A mthod�§ applid b�i

�g
=�p prOducØ[�� �¤ allwaysagainstthe custOmm order and not fOr stOcL

‘eachJ�ß ha�Ì �Ô æm åN �{ �¨ �¨ �R titsanddI�ª
�V �V �† �R andne��

�c

ial�� amm�Z
�] Thelno�V ifOmi�T httnOwlfprOduc�V äå �Odwmment�V�V �i ni�B

�u
�R�µ wOn�V�˚ �C

"SdirmttpriOdbpriOd�c �§ �Q �i �M �BbSm�R

18�B17�� oDEL E�\ NAT10NQUESTIoNS
A. Anrmrer the follixvlng i4 ibout 30 llnes eech.

1�å  �@�� �ł �ô �Ù �Ó
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B. Answer the following in a bout 15 llnes eech.

1 . Distinguish betwee,n tmit costing and jot costing.

2. How is work-in-progress accounted for in job costing'

3. What,is batch costing and state the industries.to which it is appllied? \

E)(ERCISES

I . Submit euotation for a job which requires direct material cost of Rs. 20,000, direct labous

Rs. 25,000 and direct factory exp€nses Rs' 5'000

The job passes through three machines:

Machine 'X' for l0 hOurs, Machine'Y' for 20 hours and Machine 'z' fot Shours' The Machine

Hous Rate for the three nnachines is Rs. 50 ,Rs.60 and Rs. 1-09.p* 
hour respecdltlY' Office

Overheads are 2Io/o of poi-. Cost, Selling Overheds ry lI/: of Cost of Production' The

hoduction intends to-* 
" 

ptofit;f 20 "Zrin tfre Quotation Price' Prepare a Job Cost Sheet

( Ans : Quotation Price= Rs' 85,525)

2. The folloudng in formation is extracted from Job ledger in respecl of Job No' 2850

Materials= Rs.3,400

Wages @ Rs.2=50 for 80 hours

variable overheads incurred for all jobs Rs. 5,000 for 4,000 labo.n,horus.

3.Fromthefollowingparticulars,drawupajobcostslrcetfcjobNoJCYZ.
lvlaterials Rs' 14:00

Direct wages - 30 hours at

40 Paise each

Pcpartment A - l0 hot"s .'i'

B- 8 horrs

C- 12 hours

hime Cost

Plus 25% onPrime Cost

AnanalySiSOftheFeuousy�˛
’SprOnt andlos"COmmOws�V

�¤ lm�� :

12.00

26.00

�Œ

-0�E

�l  /

�´

Materials uSed Rs.80,m

Direct wages

D"�« �R�Z æ� t       A

B

C

Factory OVerheads   A
B

C

sellingcoS

|

10�v000

5�v �Þ  :[  |
8�r                 11

3�v m     l

4�v 000              1

3�r

"�v

�@

�¯
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4.:Ambica co"Lrd,,�g SCalmlated�V 3ollhgpriceoftheLproductasulows:

Materials

Direct Wages:

Rs.  . �¡       R�˜ �B

Rs. 2.00 per hour 40.00

Deparhnent I l-l0hours

2' lhours
rr 3 4hours

Prime Cost 64.��

Plus 50% on Prime cost 22.00 86.00

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

�l  Matertals�A

D  D�ß �R�¡ �� �Eæx ��    ��

�c

1- 
�E

1‘�A  2 .��

�g   3

�‰ Factory Ovghead

D9-1             5,000

�g     2       ’        3,000

�g     3    
�E
           3,0��

rv) S€lliry.edDistributionoverheads: IZAW 
l

Hr#*ffiffiH;.1t#:mlfff,:lHi.$',i:[t?::ilx1itiTffiTHf,T,: 
I

5. Thc folloning information forthcyearendingonDecenrber 3l ,2Dlis obtained fromthe
bool6 and.rccords of X co. :

Raw Mcterlds supplled , ' Rs. Rs,Fromstoncs 
,il,'ril il:ffiWages

, Charyeable expcnses 10,000 4,000
Material tansfcrrcd to

Work-in-progress 2,000 Z,OAO- Material returncd to.stores 1,000

Factry oiuhead is s0 pcrcent ofwages urd offoe ovtrlpd is 25 pacurt offrctuy co6t
tt

f ll�] 1.

1�L l]

Z,�Þ

20 holr at

Rs.

�M
�A 35�r

10,000

12,C�_O��

.    8,000
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The valuc of�� �lexecutedjobs duting2001 wasRs’4,lQ000�v Prepare(i)COnS01idated

COWletedjobaccolntshowingale�¢ �˚mdett10ssinclmdonttjo�¡ andJ"�@10n�_Hdated

work�] m�]progress

6. Compute the E.B.Q.fOr a company using Batch COSting�¡ om the�Æ110Wing�g��
|

Amualdemnd for Components    =6,400 units

Setting up and order processlng cost  =Rs,100

CostofmnufacmngOnemt    =Rsi 40

Rate of interest per annum

(fuis: E B Q: 400 units)

=20%

18�B13RECOMMENDED B00KS
1.

2.

3.

4.

5�B

6�B

7.

HoJoWheldon        l

Blocker&Weltner

S�¿RJain&K.L:Narang

�SK.Bhar

B.M.Lall Nigam&G.LoSha�\

PT Pamn Shew&DR Palekar

DoKo Miml&LuvMiml:

Cost Accounting and Costing Methods.

CostAccounting

Adv. anced Cost Accounting.

Cost Accormting Methods and Problems'

Cost Accounting Frinciples and Aptication'

Cost Accounting: A Basic APProach

CostAccormting.

18�B14 GLOSSARY

Job Cost Sheet

Job- Ticket

Non-standard Jobs

Progress Index

Batch Costing

Cost sheet showing the total cost of a job

trtendedb strow the pogr€ss ofurcrkdone ortlrc job'

Jobs involving work which offers from g'qe job to another'

A report stating th0 stage'of work cotrpleted in respect

ofjobandawaitinginspection' .' ,. '., 
,

Batch Costing is a method of costing used to calculate the

cost Of each bath.
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UNIT�E19=|�E CONRCFICOSTING
Conten�g

19.0�� �V land�¿
jectives       .1

19.1, htodmiOn. .         .            :

l,11 Sal�V �x �V SOFContra9tCo���„
|

19.3 ContractAc�� ollnting

19�B4 Costand Proflt on a COnmct     i}

19.5 Proiton hcowlete Conmcts

19.6i Cost�] Plts Contacts

19.71�] S�\ mg�]Up                     l

l,8 Check Your Progress:MO�g l Ans77m

19,MOddExaminatiOnQuestiOns

19. 10 Recommended Books

19.11 Glossary

1’�¡ �¡ MS AND OBJECTIVES�E

�P���Õ �o:�U 1�D�ł æł�D:�R �• :�í �� �ƒ�Fæa c�fl

OnC,yOu complete this mit,youwill beableto:              �¡
t i ldentittthe salientfeanes Ofc�¿

L�˚

�g
t costi18     �E :  .=

11’�d 10ntact�¿ �@,        I      I
t COwuteFoit�¡ inc�V leteconmct�E �E

1�¡ 1�� INTRODUcTIo�Ó

�Ù �I �I 1�…Œ⁄  �ò
�†  ���å
D called T_inal C6stingibecause it relates tO

�Pti�¥ �b
=�ô

I�@�í �í�I �ŁäD�ü �í �R�q�ìnaro^n�¡ �� 11�n ���E ��L�Ó =ri�æ �� �æ�¡ _^�c  __�¡ 1    ’�¡  : ��

,2:��
�⁄ �– f�Ł OWin�„ E�V �{ Salient feattres OfcOnmct cOsting

Materials’Ma�i d:t�˜ ttfori�£
�ƒIF�q �E::Œ� �� �à �x�ß�Õspeciflcally oOm 9�˚ side fOr Jær

|li11~llII.
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from the stores are charged direct to that contract a/c.'sometimes matefials are transf,erred

from one contract to another. The contract recaiving the materials is debited and the contract.

giving the materials is credited. If anymaterials are returned from the contract site to the stores

Ir .uf,pt.a, they will be credited to that contract account ,If any surplus material is sold- the

*o*t receivei is credited to the contact account and the profit or.loss on account of sale is

transferred to the profit and Loss Account. Sometimes the contractee may suiply oertain

-ut riuf . from his own stock to be utilised for the contact. Such materials should notbe dcbited

to the contract account. IVlaterials unused at the end of the conhact will be credited to the

contact account.

Labour : All labour angaged at the contact site should be freated as direct labour and charged

.direct to the contact 
"JrJern"d. 

Wherever possible, a separate wage sheet should be prepared

for each contract. The labo,r which 
"*ooi 

bi charged directly to the contract is booked as

indirectlabotr.

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'

ih"y *" distributed on several contacts on some equitable basis.

Accrued expenses ,both direct, and indirect also tobe charged to the concerned contract

account and as *trtu"aing expenseson ttre liability side of the Balance Sheet'

plant : There are different rqethods in use for charging contracts for the use ofplant' tools and

machinery.

The cost of plant and machinery issued to a contract is charged to the p11icular conmct'

after compli:tion of tfr" .oit u"t the residual book'alue of the plant and machinery is credited

to.the confiact account. If a plant is tansferred from one contact to another or is fiansferred to

the store, the plant so fansfeied or sola is tole vafued and credit given to the confiact concemed'

Another method of charging plant costs to contracts is on the basis of hourly rates

determined for each plant, The rate ls carcuatea ty dividing the-operating expenses of the plant

(including depr""iuti'onl Uv tt, totaf estimaiJ-woiting ho;t of the plant' A contract is charged

according to the hours of ifunt- time utilised bj the contract'

If a plant specifically purchased for a contract is sold, the sale value is credited to the

contract urrount rorJrniJi,ifr;;fii"r ;; ;;*1. being oedited 
1" 
* 

T"1' 
andloss a/c'

If a contact is not completed by the end of the accounting period' the plant and machinery

should be vafoua oJ.r.ditpd to tfre contact account to find out ihe cost of the contract cn date'

when plant is hired for use in the contac[ the hire chargeq Gen0 are debited to the

contact account'

::ffiXTJ:whenapartor}:*"1g11*f ."':,.Tffi"f L:"?Jff.,[,""ilJ,off
:]If."l':::$;"Hffi '#":l",-d;l{ld;*if 'ff :}i;#;,;;T"tfl H'f ;;x:
#ffi '#,:;ti#lffiH#::lii::d:fi fii{}i:l$i*:*:*r:f*n:'hTri"lJl;
ffi :u;1xil::r,rcffi;:Te#r;iff trJe'#dffi x*i,:lTn::",*:rffi ;l,il:r,�D �X:çW�\Łc �x ŒaØD�£ �£ |�c

payment

�h::�Õ �ì ªø �� �� I�˚ �˛ ittthar�� �_ the cmcttd eont�e .

�\

19.3 CONTRACT ACCOUNT
_�æ�æ____�Œ�Œ�\ �\~~~~�Œ~~~~~��

�u

~TIT   lnditallot�g
�†adistinguiShing

hContractCostingeachCOntraCtiSCOnsideredaCOStuniti. .L^=�v r__�¢ � r̊.h rrmttctin the Genera1 0rCOntract

""*Ji::xH,:".:x1T[!'fiJ,T"H:Ti1i*":1*a*"tintheGeneralor,c3ntract
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1�] �\ 1:,tlf

Specimen C�\ t Accomt   i
Contact Accottif�Þ �Se year ended.�c �c

Rs.

�e

T’)’I�˚

1��
=��:,�R

Cr.L

Rs.

,1 [�z  ‘�¶ , �yToMakttls senttOtit

�gWarSi�¢01�g
‘’‘0�] DEtSmding�p

‘‘Di�g ct expenses

�gArchitects fees

’‘Establishnent Chges
‘:Depreciation onpl�Ô

,N�˚ onal Prottc/d

�V�V �VLoSIAclomt

‘‘ Work_in�] PrOgressttResme)

By'Matcrials returned to stores

" Mei€rials tansferred to other

contacts

" Closing stock ofMaterial

;..

" Work-in -Progress :

WorkCertified

WorkttyetCttE�‰

B,�R�ôb�� l hfltb/d

��
Ø[
�g
�f
�Ô
�E�v

�g�E�@�p

�£
�@
�e

�g
�@
�e

XXX

1�– �� �]id�⁄ 0�� AND PROFITON A CONTRACT
A conmctOr undmakes tO execute u�  ,mmt Ollthe basis Of�Æ �lagreed conmct

�R �Õ å¶ �Ì ª� �D �ò çW �í �Ł�a���D
dtringthe accomtingperiod�� oontact"�ô

�� �� �í �í çW :10SS(�¢ing the direrence�A en the twOØ[

çW
b forapanentof9onmctFice�g

�g

Stalments
h�V b�ƒ �x �g uponttsatiSfactorypro"ss OfØ‰ �[ �…nesemstalments�� 1l be
.�ƒ :�g �Æb�b �¤Oracmiftcttissuedbythearchitect suVeyourorenginegasregardste
tlucoftt�_  wOrk dOne,The value 6fwOrkdO�E

�í �c�e �I 1
cmmc"e�°�` sOm�¡�V  anerthe cmi�¡

�gcalled retentiOn mOney.�¡ 0(�ˇ eC1 0fthe re��

lonmcteehcTetheWOrkisFau�fl orpendle
ofthe contract.etc.            1 1 1

1�í �Ù  �R :

�� �†�¸ COntactaccOmta,woFk�]in�] proreos

One Ofthe,�¤ llowing metods m2y�g adopted for cmfediwork and e�� �i dved
aFinstit:

0 �‰ �˚ �¡ e Val"Of cc�æ ied Work�R �l ��Onmcteelttcomt is debited and�� )00ncmed
cOnmctac10mtis�â �q �R .�p cash accomtis debild and ale c�g �� ØS accOntc�i
wim tt amOmt ofcash FCeiVed.        ‘

49

�E  1 �] II :�M .1

B R
 A

 O
 U



(O With the amount of cash received the contractee's account is debited; a new

account, 'Retention Money Accotqrt. ' is debited with the amount retained by the contractee and

the contraot.accotmt concerned is credited With the value of certified worlcs.

(iii) The contact account is credited with the value of certified work. Whenever any amount

is received from the confiactee the cashaccount is debited and the contractee' s account is

credited rurtil the contact is completed. The amounts received from the contactee are shown

as advance payme,lrts and are deducted from the work-in progress item in the Balance Sheet

when the contact is completed, the contaotee' s accstint is debited with the contact price and

the contract account is credited.

19�B5 PROFIT ON INCOMIPLETE CONTRACTS

r a contact hs Lm started tt compLttd h�@ �D   �× �‚
there is�¡ oproblemin calculating itsopmtionresults.Butlargc_  ^   _  ��   ��   =�¡          __�¡ _�¡ �¡ �v Tr^^�R __^^��

=_
io .o*pfrt". Therefore, their coJts crin be found only when they are conrpleted' If a contract is

inconrplete, a portion of tfr" confiact ptice(i,e., the retention mo4ey) may be still outstanding

fromthe contractee withtheresul! thatisnotpossible toknowthe profitorloss till the contapt

ir r"n pf .t a and ttre futl contact price paia. SUcttV speaking, profit or loss on contacts should

be brought into account only whcn the contacts are complete' But this procedure leads to

considerable nuctuatibns in tire yearry profits ofttre conrragtor. Therefore, it is desirable to take

into account 
" 

,r.r*uUt;pr"p".td of the estimated profit on incomplcted contaets' the

method of estimation of profit on.rlo-rrrylete conEaots targely de'pends upon the stage of

completion oftle contraci"t tt 
" 

ond ofthe aocounting year' Some ofthemethods followed are

as here under:     
�E

�× I�N �‰�� �| �N�¿ �F�r �¥
3 ofaccuracy.

valueofthe WOrk certifled.

�¡�ÕŁc�˛�f �¿�� �[ �� �Ù �¿�Q�¸
��

�g

�¾ �� �R �V �ß �I �ô �h
�ï

�æ

�Ü ØSPr�� nt�ˇ bs�¡ OuntåN�£ mined

wOrkttfled
�¤ EsimatedProFlt x conmt PriCel            .

�� �S

�c

PrOfl�˙ �b �í �uwork C�í :  �¡
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�u

�]
�\
�\
�@
�u�¡

��
�u
�u

�L

�B�]ittmate�i � x̊�U�E�D�í �t
’CashRttd�g d
�G

Work C�˚ fled

Work-ln -progress

Incomp'lete contact is also called work -in -progr€ss. The ex.pendilure incurred on
incompleted.confracts should be shown on'fie asseB side of the Balance Sheet undcl the
heading, work-in-progress. If any profit is talccn in respect of the incompleted contract, the
work-in -progress should include.such profit al3o. Valuation ofwork -in- progress may be done
byado,ptingone of the two followingbases :

r)Value of work-in-progress = Cost of wo,rk certified plus Cost of uncertified work plus
hofit tansferred to the Profit and Loss Account.

O Value of work-in-progress = Value of work certified plus Cost of.uncertified
wort minus Pstion of the estimated profit not hairsferred to the profit and Loss Account (i.e.,
Profit in reserve)

Illustradon : I
Thc following particulas rclate to a csntir4which began on l-l-2002

Rs�B                   .:: �]  Rs.
5,��

‘�ï
�]MabialsFemedi  �� ’ 1�ä

L�÷ :�I �F rd�E 1,�¢ 11.2�£

1,�ß 130          ,
1�N70i Valuoofworkc�ł �˚

�g
9�r Cash received i     3,51,�˝

POare�VCOnmctaccomtand sh0771�Évalue ofwork_h�Ł �_l�V ssasitwOuldappear
m tt Bah�w ,sheet at�� �lend Ofthe ycar.

�Ì Estimated Pro�¡ tx

�c

t PriCe

�„ : �R�E

m�R�«
22,�Þ

Wages

Ovaheads

uncmittedwork

TOn�R�Õ si  :
‘‘Wap
�g Plant

�g Ovaheads

I NotiomIPro�¡ tc/d

To PrOit&Loss a/c

�g W�]I�] Pa/ce�c �c c)

Cost of Work to�\ Date

Estimted Total Cost

Rs.

1,�R �¢

111�� L130

àß J�ï
14570

571000

ByMaErialsrefirmcd
" Ma,tetrials at thc c,lrd

" Plantatthe end
"'lV'-I-P a/c :

-€crtificd work value
- Cost ofuucertified work

4�…�†

3420oO ByNotionalProntb/d

:�z �a2,800

57,00o

3,�m���˝

Rs.

1�ä
3,700

4�˝

3,"ØÜ
9,�@

4�� 4300

57‘�˝

�B
,7:�¿ 12/31�£ �í =�� :,1,�¡

57,�˝

51
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valie ofWork�] in�] Progress

IoMethod:1�É IIR=i   CoSt Of certifled work and intertiflcd work plus proflt

transferred to Proflt&Loss a/c

l,70,600+1,54,130+30,O�_ O+14,570(1,600+31700+22,0�� )+34,200 �]

=3,69,200-27,300+34200                                1

=Rs.3,76,200

�U.MethOd:WIoR =ValttOfcertiiedworkphscoStofunC�V
fledWOrkminuspro�¡

|

reserve:

.              ‘      Rsi

3,90�£ �Þ

9,000

3�£

";�Þ22.800

3,76200

Cash receivcd On accOmtofincomplete,ontact shOuld"shOWn�¡
the3alan9e Sheet

as a deduc�� on’Om the work�\ in�\ progreS,.The Work�]

�g

�]PrOgreSS account pmy appear as

Value ofCertlfled work

Cost ofuncattfled work

(�\ )PrO�¡ t in reserve

folloWS:

�ß

,11111:

Cr.Work -in-Frogress Account

To Confiact a/c:

Certifiedwork(value)

UncertifiedworKcosD

Total cost of the contract to date

Cost of contact not Yet certified'

Value of contact certified

Cash received to date

By oonmct a/c tres�» )

By Balance c/d

Rs.

3,"�r

9,000

3",�Þ

Rs.

22,300

3,76200

3":�Þ

Escalatbn Cla�¡ oe

,CheCkyour progress_1

k.�{ �K�T�À�a�D�� �º �o�£�R:�Õ
m��mt�†p�R�¿�ƒbetaken�' �VØS1

early 70�� /o:

Rs.

3,83J�Þ

23�r

�� �v�Þ

3�‰
‘m

52
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��
1��

=|

. ’�� �E,�E �g�E�E�E�E�E�E
�N�N�N

"�E�E�g�E�E�E�E
�N�E ,�N �g"��

��
�g"�� �E�N�B

|�E 1�E
�E�g�� 11:���E�E"�N�E�E "�E�E�N�N�N

�g
�N�E�E�N,�� �N

�g
�B

‘��
�g

��.�N .:�N �N
�g�E�E�E

������
�g

��      :            ‘

' Xte Cost-plus conhact is a contract in *Uictr ttre price of the confiact is detqnnine{ by
adding a stipulated profit to the cost of the,ggntact. These contacts are used where the
probable cost of the confiact cannot be estimatcd with a reasonable degree of acctnacy at the
time of undertaking the work. In the cases whEi€'thc work spreadr or"i a long period of time
and where prices of material labour,etc., are liable to fluctuato the cost-plus contrac,ts prove
advantageous for both the contactor and tlre contactee. These contacts protect the contractor
from the risk of incuring loss on the contrad'bbiause all costs incured, are recovered. They
provideprotectionthrough the escalationclause, tlreworkofofferingtenders andquotations is
sinplifred for him. The contactee can know, how much he is paying for the coits and ho*
much is profit to the contractor. Purchase risls are eliminated so far as the purchase price is
couscmcd. i 

:

There are certain disadvantages of Cost-plirs contacts. Thcre is no encouragcnrqntifor
efficiancy on the part of the contractor. The customer cannot know the final price to be paid by
him rmtil the whole work is completed. For theinefficiency of the contactor he has not only-t
o bear a high cobt but also to pay corrqspendin$yhigher profits. The eost-plus contnol ryrtr*
is.used in case o-I-Government contacts (PWD- Works), and other works where the conrtract
pcriod camot be estimated with a reasonabh.&grce oi".roo"y.
Illustretion - 2

_ A",P-llowing was the expenditur€ on a,contactfor Rs. 6,00,000 which commeneed in

�Whttls

Wages

Plant

Solntion:

Dr.

Rs.

1201�Þ

13�g,�˝

20,000

Overheads
,                                    

�R   8,600        1 .

çW�¸ �Õ �R�ƒ �Û �b �S�¨ �ß Æí
Prep�V the cOnmct Account.     �E |

�Þ�i L�i �„ �6̇�i

To�E �c als

�gWar:
�gPlant

"�¢ å¥ :

�gNotin hitc/d

ByMattidsOn h�˚
ByHanton hmd,‘

C%000�N20�V0 ’
"�¢ �¢ Si

�d dwork

1     
�] Rs.

1�ƒ �£�˝

1,�T �˝

1�pŒG
8Æí

13"�´

�V �V,3�Ó �˝

Rsli

10,0700

16,000

3,(X)�� 000

3�p �@

=åN�Då£�R�L�–:

�R��

�E
�g

19,li190ST’PLUSCONttS

�¡ |

i'I,ji3,,1.'
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To P�_ flt&Loss a/c

�gReserve transfmed

tO W�] IP a/c

7,147  ByNotional Profltb/d

6253       �R

13�â

13,�ˇ

Cash received = Rs. 2,40,000 = 80% wo+ o€rtified'

. workcertified=Rs.2,a0O00 x 100/ 80 =Rs' 3,00,000

Profit that is taken to P&L. Nc=

Notional Profit x2l3 xCash received / Work certified

= 13,400 x2l3x80/ 100=Rs.7,147'

Illustration : 3

A Contactor undertooka contact for Rs. 2,50,000, The follouring is the information

concerning the contract during the.year 200t2:

135400

Materials sent to site

Labour engaged on siF

Plant installed at site (cost)

Direct exPenses'

Establishment chargcs

Materials returncd to Stores

Worlscertifred

Cost of.urorli not certifi ed

Materials at site on 3l'12-2A02

Wagcs accrued on 3 l'12'2002

Value of Plant on 3 I -12'2Ult2

Rs.

85��

74,375

151000

3,167

4126

549

1,5,�¿ �_

�ˆ ��

1,883

2,640

11;�Þ

Prepare the contract acootnt and the contactee accormt and show.how-the work -in-

progresswillappearinttrcgau'.ceSheetofthecontactoron3|-12.200|2

Contact Accormt for the year ended tl'1.2a002
SolutiO�¡

=

h�A

Cr.

Tolvlatcrials

"Labour
* Direct exPorurcs

" Plant

" Establisluocnt charges

" Wages accrucd

'Notio,nal Profit c/d

ByMaterials refirned

Bylvlaterials onhand

ByPtantonlrand

By Work-in-hogress a/c

- Certified work
o 

-Urcertififiedwork

Rs:

85��
74�À 75

3,167

15,�Þ

�ç 126

2�Ł640

28275

2,12,32

�\

Rs.

549

1.883

11�v000

1�J �v�ï

4500

212,32

�g

��
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�u
:�÷

To Pro�¡ t&Loss a/c

�gRe�\ e�˝ msfer to

‘‘W�] I.Pa/c

17�ˆ �ˇ

10:875

ByNotiomI Proflt�I 28275..

28275 28275

Prott to be taken to P&LA/c

h

2
=28,275 x ; '1,80,000/ 

1,95,000 Rs. = 17,400
J

Contractee's Account Cr:

Dec.31 To Bal.c/d

Rs.

1,80,000

1,80,000

:I�� Dc.31

By Bank

Rs.

1,80,000

1,80,000

Balance Shest rb on 3l-lZ-2W2

�»

Proflt&Loss a/c2

0utshdinJ�¡ �b
"s

Rs.

17�ˆ

‘�_

0

2,�µ �_

Assefs i

Plmt

(lpep.

�zRt15.

15,000

4�v �˝

1,95,000

4,500

1,�» 500

10,875

RSt

ll‘�Þ

1,883Meteriats:on hand

Work -in-Ptogress:

Ccrtificdwqk'

Uncertificdwork

O Resc,rvc

G) Ca$h r.cceived

l�À 8,625

1,�n 000 8,625
:j

muStrnE:4

�U æx �V �r �T�ı�@Materidpurchsed      
�c�c   ��   : �¡

Material hnsf_d oOm b�v br sitesi �R�‹ ��spatlhing�� �P     
�V
�u

   i 30mi :|�¡
|

�B�E�E�E�E�E�E�E�E  �T�b .: ,
W�d

"1�g
�w ed        l

�c �c �B   ":�\ �]  ‘   |
�î �R �� �˚ ªYexpenses

M�gh�[

"Fltrchased

1�ˆ 4�É �R6â˜ �RD

l�¤

55
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�g

�g

�g

�[
�[
����

A supemsor with a monthly salary ofRs.16,000 has spent halfofhis time On this contract.

Materidslying mthe site as on 31ØJ March,2�� 2werettcttRs,28,000�B Machineryptthasel

was used fOr�¡ is cOnmct for 73 days,The estimted life ofthe machine is 5 year�Ì  and its

�� ���w�R�x:�æ�R�°�Ł�Ò MsIFiØfl �d;�H æk�z
been received on accOunt.prepare the contact account for the year ended 31st March,2002.

SOLUT10N:

In the COntract Ledger of Mrso Aswini Constructions Ltd�B ,

BHARAI.II Building Confract Accbunt Cr.

Rs.

To Material Purchased 2,4O,NO

To Material fromother sites 30,000

To Wages 4,80,000

To Wages accrtred 20,000

ToAdministativeexp€'llses 1,40,000

ToMachinery 1,60,000

To SupervisorSalary

(50% of 16,000x12)

ToNotional Profitc/d

,/
ByMaterialat site

By Plant (after dePreciation)

(Rs. 1 60,000-1 0000/5 x73 1365) =

By Work-in'Progress :

- Work certified

- Work uncertified

Rs.

28�r

1,54,000

10,�� �r

3,35�� �Þ

%;�Þ

3,51,m
15,17�r

3,51,��
TO P&La/c

To Reserve a/c
3,51�r

15,171�@

2,lQ600  ByNotionalProfltb/d

l�p ��̂ˇ

3,51�r

Profltmsferredo the P tt L Accomt�¤
ascemined aS�¤�¡OWS:

NotiOnal ProfltX 2r3 xCashreceiVed�m
Work cmifled

Establishment charges

Cash received from tlie oontractee

Illustration : 5

rvf/s. s,ravani constnrctions co., .rdertook a confiact for the constnrctim of abuilding on lst

April, 2001 at 
" "or,#iiJr" "in 

. 25109;ffi. ftilJr-"*i"g a""its are oollected from the

bools of the ,o,'e*friio" vto ended 31 st March '2ffi2 
z

Rs'

lvlaterialsprnohased """: 4'00'000

**"*t**fromstores 
50'000

WagesPaid 
1'50'000

Plantinstalledatsite 
2'00'000

Dircct exPenscs 
1'00'000

25,000

56

(being 80% of workcertified)
101�� �v�Þ
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�¡�¡
’:�‚

l��

Cost of�ˇ �� æ¢ butnot ttid .�N �c
Mabialsi�� �i æk tO�� stOres l    �N�B1.�c

Æ…�R�` 1,atlsitet31�] 3�] 2002)     �c�c .

�A Val�¡ eofpl�V �� 1�] 3�c 2002)     �c �c .

�E Wagesoutttilg          �c�c�c

:   Di"ctexpenses outstanding     :.�c .�N

Prepare oonmct accOunt.

SOLI�u10N8      :

�£
�D�D2,",�Þ

25,ØÜ

10,(X�z D 
�]

1,5o,�å �_ l

30‘�@

�] 40,�ó

In the COntraCt Ledger of �WVseShravmE ConsmcdOi cO.

Q,onmct Accomt forthe ycar ended 31�] 3�] 2002:

TO M� �̈æ p�� �G ��

|�g  �R�‡aterial issued�¡ Om

stores

�gWar�Ô patd�Œ,�q
�]

1�q �fi �]
�\
�]�E

�g�Ó�R�¯ L�g ,ooo

+Outs�ł �â �⁄ �]

�g Plant pu�_ �‹    1�¡ 1:�]

�g Establishent expenses

_’Notional profltc/d

TO Ptt arc

�g Reswe a/c

MatgiaHssEd

Wages�gd
Planttthasedandinstalled

Rs�B

:�Ö ��
�E

�Þ

50,�Þ
,1  :

1,�_ J�˝

1:�� ,�w

’|�] ‘��

��DC�] �h�l� X)

251�@

Q",�Þ

BylVork certilied

" Workuncertified

1..

" lidateriai:retunrcd

to stor*l

" Materisl at site

"Value ofplant at site

ByNotiomIPmntb/d

1�«J�ƒ :|

�E  :=l il.1.

�M,�q 1�E

25,m

10�B�Þ

1�� �˝ |

lC85:�Þ

�\C"‘�˝

i
NotionallkDit x 2/3xC�� �_ceivdYOrkcedfed

�§, C909000X2/3�¡ 80/100=Rs.�¡ 68:000                    �]
�� �O :.|

(1�]
10�] 2001)

Rs.    :

1159000
16L5o�] 0�É �lDi

3:mm
�E
�h

‘�E
  ‘�¡ t l ::    ::,11

�¡
�Œ

1

,‘

|
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General expenses

Workcertified

Work done but not certificd

Wages outstandine (3 l -3-2002)

Material at site (31-3-2002) :

Cash received during the year(l 5Yo of the value

of work certified )

Material tansferred to other conffacts

Material received from other conEacts

Depreciate plant at 10 percant per armum.

Prepare tt Contract Accomt and tt OuthOwlnuch of�g pro�¡ t Ctt be tansæm �ˇ �¡0�R

Pront and Loss accomt.

SOLUT10N 8

Ii the ContraCt L9dger Of n�� s.visakha Co�¡ struCØ[

’�¡ ’Ltd�B

,

Revathi B�v lding Contract�‘ COmtfOrttyettendedll11�] 2002 Cr.

�g

�r

,OT
90,�@. :�A 1

60,000               
�E

60��

22,50,000 
��

�Q 000

15;�˝

Dr.

�[
�@
�g

Material issued

'Materials fromother

contracts,

Wagespaid 16,50,000

+Orrtstanding 60.000

Plant

General expenses

Notional Profitc/d

P&L alc

Reserve a/c

2,85�r

-
Note : since more ttran half of the contraciis conpleted, it is reasonable to csrry 213 of the

Notional profit *t i* o"srr receivd bears lo val,e of work certified' to the Profit and loss

i;;"*ti;il".""".i."a as follows :

Notional Ptofitt2lSCash received/ Work certilied =

= 2,85,000x213751100=Rs'lA2'500'

Rs.

11,25�r

15�r

17,10.000

3�r ;�Þ

60�v �Þ

2,85�r

3�Ł 5�v �Þ

l�˚ ,5��

l�˚ ,5��

ByWorkCertified

" WorkUncertified

" Materials at site

" Material tansfered to

. other cqrtragts

uPlant dt'site

Rs.

30m�˝

90�ƒ

60�r

60�r

2,85;�¿ 00

�] 1�E 13�� 5,�Þ

ByNotional Proitb/d  2,85,�Þ�[
�@
�g

58

=�]
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Illustration : 7

are ttre data collccted fromthebools ofttre builders forthe year ended 3lstMrctU 2002:

Rs..

Value of the work certified by architeact

Cash received from the contractee

1�” �µ 0      �L

19,50,000       �E

Materials sent to contract site 9,67,000
’  Wages pald      ~     .

Plantinstalled at site

Cost ofwork done but notc�å Ø[fled

Establishmentcharges

Direct expendine

��utsttiding�« ages(31�] 3�] 2002)

Material at site(31-3�] 2002)

Materials retmed to stores    
�M 1

Dir�å texpenses outstanding

Valucofplan131�] 3=2002)

Prepa,re the ContactAccoirnt for the year ended:31-3-2}O2,showing the profit to be credited

to the Profit and Loss'Account of that year.

SOLUTION:

In the Contract Ledger of IWs .Anuradha Builders

Dr. CophctAccountforttrpyear€oded 3l-3-2002 , ,Cr.

82��
l�ˇ ,500�]

51,�Þ

48,750

36,��
�E         271000

21,000

6�r
3,Oo0

123,�\ �_

Rs.

llo lvlaterials sent to site 9,67,500 By Value of work-
certified

Rs.

21,45,000

51,000

1,23�µ

21,C�_ 0

6�ƒ

" Wages paid

"'Wages outstanding

,   8,22,000  ‘‘Work llncertifled

27,000  �g Plant at site

" Dirtct expe,lrses 36,000 " Material at'site

" lstablishment charges 48,750 * Material retumed

�gPlantttsttlled 1,�Ì
�u

00   tO Store�‹

' Dinect expenscs accnred 3,000

" Notional Profitc/d 2,72.250

23,6,W B,4m' 

- 

--IToP&L alc 1,65,000 ByNotionalpiofitb/d 2,72,250
" Reserve a/c 1,07250

2,72,250 2,72250

. As mone than 50 perce,nt ortn" 
"*tffiorrrpleted,it is reasonable to carryzgffi"t

Profit which cash received bears to work certified; to the Profit and Loss Account. It is
ascertathed as follows :

Notional proft ,A BX Cash received/ Work certified =

= 2,72250 Xzl3){lg,sO,OOOt21,45,OOO= Rs.1,65,000

59:

111    �M�E�¡ 1�E1  1�¡
�u

�C
�P

��
�¡

�Œ

�e
�@

�Œ�]
�R�R
�Œ
�Œ
�ç

�D

�Œ
�Œ
�Œ

�u
�@
�D �@

�@
�C
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Illustration : 8

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

Materials sent to site

Labour

Plant

Direct expenscs

Establishmentcharges

Materials retumed to stores

Workcertified

Workrmcertified

Materlals at site (3 l -12-2W2)

Wages accrued(3 1 - l2-2W2)

-Direct expenses accnred(3 l -12-2002)

Value of plant (3 l -nA002)

The contract price was Rs.5,(L�� O and cash received�¡ omtthe contactt was 800/O of

the ml�X e ofwork certi�¡ d.Prep�·
�]
the COnta9t ac99�Y !�b d�¸ ,COnmC191�¿9unti.

Sol�¡ tion

D�¡ Contract Accormt 2002

Rs.

1,�¡ 698

148,750

30�� 000

�g

34 �]|

8252

l�À 98

3,",�˝

9�r
3�� 66

4,800

480

22�ƒ

Q

ToMaterials

" Labour

* P]ant
I*rDircct expenses

" Establishment charges

" Wages accrued

" Direct expenses accrued

" Notional Profit c/d

�A MattdpretLmed i

‘‘Manials atsite(31�] 12�N90)

‘‘Plant at site 31�] 12�] 1990

�g Work�] �¸ ProFess A/c:

=cmiied wOrk’
�\ Uncertifled work

ByNotional Profltb/d

Rs.

1,",Æí

�A 148,750

30,�ï

c334

8�� 2

4800

480

5C550

Rs.

1,098

3�� 66

22,�Þ

3�n �¤

�A9�ƒ

.��

4259864

5Q550

56,550

C�¡

TOPa A/c.
56550X2/3X80�m100�§

�gWPA/c eC�\ep

�ç
.

425,864

30,160

43"1
56,550

-

Contractee's Account

Rs.

3,12�Þ

Rsi l

3112�¢ :

00

To Balance c/d

3,12000

By Bank a/c

3:12�Þ

:  f:�]   l:   l

B R
 A

 O
 U



�æ�J11 1�¡
11�¡ �¡111r�� �¡�~:

mustrat10n 3 9

(�  �x Ltd.mdmook:�˙ �� �i t for�A �B�¡ 31�M�A �� à� Of�¡ �A2�� 2 
�] 1 :

Of�Q,�ï andmteridschged�í homlØSt,the�� antWhiCh co�P �A
�u

1,�} andthe

mterids �V ich COtt Rs,1,2�� were b�g .Oni�í 31�Ù Decmber9 2002 the plantlçq �¤h Rs.

1,500 77aS�µ �æ�¨ �z todle stores and materials constingRs.1,200 wereon site.The costofwork

dmett nOtO�o �Ü äF wasªà .‘00�E = 
�N

�‘�£ �D �× �Õ �� ª� 1�ç �o�E �Ò �Q �ô

Share capital

Creditms

Caoh received on contact

(80% of worh"ccrtiffi)

LandandBuildfrrgs ,

Bank : r

Cherged to contrac}:
_r.r.'':" '.r.'

ilIatcrials

Plant

Wages

E:rpenses

So-Iutien

Ih.

12,900

7500  ,

271000   1

�¡5��  �]

42,�˝

2,100

",��

0:.:�M

Rs.

36;000

3�� �l90

�¤

ŒG,�¤

-

Rst

ConmctAccmfor2��2
’11,�¡ �E 1�¡

�¿

I�V II:||

l�V �˜ �· �h:|

Rs.

27,000

4,O�_0

75��

:I11�A  21��

Rs.
�R
�u

,

�¤

�g
‘�µ

"liDaL�Œ

’::||�¡
|

o,5001�n 100/.I�V �ª |

11�R�µ �R188t�¨ �ß11�¡

�g
Pht�g hmd l: ��

:

0500Klçq 9�fl 1�¤

�g

)|
�]0%çp�V �¡50011

�g W�]I�] Pa/c:

Cattfledwak

�c

�Q

75�r
:600

�¡ 370A0

1�¡ 50

1200

4J�w

7�}

�\

�c
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To P&La/c

6,30033X80/100-�\

�g W�] I�] Pa/c KReserve)

ByNotional Profltb/d 6,300

3,3�ó

2�r

�g

��

�g

00

D�¡ Work-in-Progress Account

To contact a/c :

- Certified work

-Uncertified work

Rs.

By Reserve

75�r 0 �gDdance c/d

600

RS.

2�ƒ

72,660

75,600

Balance Sheet as at 31st December 2002

Share Capital

Proflt aLoss a/c 3,360

o Loss ofPlant

and Materids 2,700

CreditOrs

Rs.

36,000 LandandBuildings

Plant less dePreciation

0n site

' ffi In sto;es

3,000 Materials at site

Workin Progress

Cash received

Bank

Rs.

39,660

12,900

4�ˇ 50

l�À 50

72,660

60�ƒ

5,400

1200

12,660

7,500

39,660

Illustration: t0

(9)The following information relates to a building contract for Rs' 10'00'000 for which 80% of

ii" ,"t inta o'otk it b"iog paid by the contractee :

2000o        2001          2002

Rs.  RS.  �x�E

1�r ���˝  1�g �ä 0  �˛ �‚�Þ

1,lor�K �_    l,55b000    1,10,000

3�` �Þ  17ØÜ   6�r
2�r    7,�g �_     5��

2�À 5p�\ )  7,50�r   10,00J�\ �_

Materialsissued

Direct wages

Direct expenses

Inditect exPenses

Work certified(3 1 st Dec)

Work done but not certified

Materials at site

Value of Plant issued

��

�Œ�R�d

�R
2,800

2�À 000

14,G�_0

8;�Þ

5�r

Æ¿

8�r
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The value of plant at the end of 2000,200 l,zfx)2was Rs, I1,200,Rs.7000,end Rs.3000
respectivOly. Frepare tlp Contract Account fu ffpse three years taking into Account snph
proit as yOu thinkproper"the mCOmplete conm�B

�Ł11�� i c�P :�P ��
�g

0 Q

�—
-1��

3�¡ �]

tt,1��
.

Jo Materials issued

" Direct wages

" Direct expenses

' Indirect erpenses

" Plant issued

ByMaterials on site

" Plsrt at site

" Wor*-in-Progressa/c :

-Osrtifiedwork 235,m0

=Uncertified work 2,800

Rs.

1�ƒ ,�˝

1.10,000

53000

2,000

14�À �_0

Rs‘

2,000

11200

2,3�¡ 800

QL

251.000

Conmct Aclomtfor 2001

�â BdanCe b/d oork�E h�] PrOgress)

�¡ 1�Ù JäMHa13�¡ 1

�g Plant

To Materials issued

' Dircct wages

" Direct c,lpcnscs

" Indirectexp€nscs

ToNotional Profitc/d.

To Prrofit & loss a/c

(1,99,400x2RX80/lm=)

'W,I-P- A/c (Rescnfo)

Rs.

2,37,W ByMaterials at site

2,W "Plant

11200 *Work-in-Progress:

Ce,rtifiedwork

. ,., U:rcertifiedwork

1,45,000 :

155,m0
, 

:1-

17, 0

2,m
1,99.,400

1,(X1347

93.053

ByNottOndProntb/d

750.�Þ

8,�¿ �_

Rs.

5,000

7,�˝

758�v �å �_

Z�¯ l�˝

1,�R �Ù

ContactAcsout for2001 Q

�¡ ,�œ�V�Vb/di

�¡ �Ł
�c

ŁÓ�¡ in_PrOrS

Rs.

�Ł8,m ByManids�˚ �¨

93,05,: �g�bantttsit  l

C�g�� �N
1   ’’10�å

�� ØS��
"a/c

�k
�¤
�C�¤

lQ�� ,�¿ �_

63

�¡  1�¡
�Œ
�Œ

B R
 A

 O
 U



�gMaterials

�gPlant

To Proflt

5�[ 000

7,000

3,34,053

10,11�u �k�_�ä

Illustration: 11

(10) tvl/s Swathi Constuctions Ltd., turdertook a contract for Rs. 90,00,000 on lst July 2000'

il. fottouring are the expenses incurred upto 3lst December, 2000 :

Materials purchased Rs. 1,12,500., Materials issued from storgs Rs' 7,87,500, wages

Rs. 4,50,000., Direct charges Rs. 45t000. Ttre value of work certified was Rs' 18,00,000 of

which the contractee paid [tree- fourth in cash to the conFactor cornpany. The summary of the

hansactions for the yiar ended 3lst December ,2001 were as tmder:

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

9,000. The cost 
"f 

.p".i"l plant purchasd for the contact on l-l-200l was Rs' 18'00'000'

Furtlrerworkcertified duringtheyearanpuntedtoRs' 49,50,000 ofwhich 757o waspaidbythe

Contactee to the contactorlompany. Special p!*!r: 
!o^.F 

d"p*tiated at Z1o/oper annum on

ilt*l cost. Work d;;;;;"t t#riei as on 3l-121001 was Rs 3,37,500' Material at site

wasRs,2,25,N0.

Thecontractwascompletedon30thAprit,2002,u_ptowhichdatcthe.follorrnngfurther
exDenses were irrc,rired t fnlit*id prrshases were Rs. 1,57,50Oi{aterials issued from stores

il:;fi^06b.li"g.'p,idTs.3,37,500iDirectexpeirsesRs.30,360

Thegeneraloverheadistobectrargedat5nergeltofmarcrialoonsumedandwages
paid during the ,"r;;;n"d. On gO+-200-Z the special plant was valupd at Rs' 1l 

'25'000' 
The

material at site *rrc R . 1,57,500 and nUaterial returnedto stores amWrted 
| )t-]11-ZSOO'

)Iou are required tO prepare contact Account and contractee Account diring the period'

shouring the results of the'ransactions, assuming that balance amounl dlle from the contactee

SOLUTION :

IntheContractLedgeroflt[/s.SwathiConstruction.Ltd.'
Ct

lQll,000�E

ContaCt AccOmt

To Materials Purchased

t' tlaterials from stores

" Wages

" Direct elPenses

" General Overheads

1,12,500 BYWork-inFrogess:

7,8ff00 -Workcertified

4,50,000

45,000

Rs.

18";�Þ

(57o of materialsand wages ) 67'500

ilpo,om Ery
@eserve' 

*rcontracthssut"';-lrooprqfil-+ouldrTl(qlltoPt-la/c'Hence
ffi "S?ilffi;:"iXffiffi:H"ffi l;;il;ilffi;""*a"oasareserve'
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�Œ
�@
���E����

To Work in progress :

(workcertified -

Rcscnrc; )
".-fl"irt '

"lvflaterials

" Wages

'l Direct charges

" &neral overheds

(5% ofmarcrial consumed

rmErialconsumed

and wages paid)

"NotionalProfitdd

.".c.'i

Bv Material at site
ii'T I

:,Plaht at site

l$Work in Progress:

- Work certified

Gs.18,00,000t
ti_:4'
49,50,000 )
,,rr-Work rmce"tinea

",,-;"

13,50,000

�¿
"‘�ï

3�À �s ��

II14�� �„

IRs:

2�� ,C�K �_�R

14,�Ì 00

18�µ ;�˝

20o,�˝

9,��
‘�˝

�� 000

1,35�� �˝

�ó ,�˝

�^

To PAL a/c�]       H�� ��m’.,3y�ü

�g

Onal Prontb/d    225QOm

�gResme ac/      H�ß ,�˝   �]

�ƒ
Tâ˜ �S �d�Ò�£T;�œTTttT:

�x COnmctAccount�k�VO�Þ �¿ April,2002) Q

ended 31�] 12�] 2001

Rs.
Rs.

H�� ���˝

�¡1,5�¡ 500

2,92�k �_

�ß �� ØÜ

To Worlr-in-progress:

(wotkcefiffil*trrork

uncrtfil - Roscrve)

" Plant at site .* 
;

" Materials purchased

" Materials from stores

" Wages

Ditect expenses

" General Overheads

(5% of rmterialcmd kbour,)
* P &L d/c(profrQ

Byplmttts�˚    .
1�¨ givenl .

�gMhtaials at site

l’-3alsremed to stors

�j �g |:  .     : :

‘fCmm�gØ° a/c   i r

59,62500

1350,�Þ

�¡,3�¡ 500

2�� ,�� 01

3�À �¡500

30F60.

5&500

1553,�¿ �_

1ØÜ,75m

�g
�‹

1ØÜ,75,�˝

_|�¡ �¡ �] �A
�¾
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QL cmmcte’s�c

2000

To Balance c/d

To Balance crd

2002

To Conmta/c

�c

"�r
�r

2002

Balmce b/d

�g In�` 3/C

Rs.

1350J�\ �_
:    2�¨ �zDl

13�� �R0"�l DD

3�¡ 1400

"�µ

"�£

�¿500

3"�s 00

90�¢�¢

Rs.         2000

13�†JmO By Ba�R�R

2�¨ �zDl

50o00 By Balme brd

�gma/c

' Contactcostingis enploycdbyttrc firns srrchasbuilders, civil c'ngine€ringconfiaotGs,

consructional -a .iil*itr-ligin"oi.e?*. A s€par.at€. co.Tmot acTTt iym:.*tl
;ffi;p"rr*r r*tt-* r*trri"il[b"ri depreciation -tld "F.t 

crp€oses are-debitcd to

co6fact accognt. *r;*t;t r"l-r.d to*itf't site, thc nalue of work certified and the

val.c of work yet to bc o",tin"a *m be takefi on tho eredit sidc the contract account ffiaeby

tt e notionat profit is ornetprofit is conputed'

�¡0.�¡ �¯ H�¡ CK�¡OUR PROGRESS’MODEL ANSWERS19‘8 CHECK YOI

�T�Tæo

�c

Promx cash�� �R �� WOrkCmirted

�� eN�q �˚ IPrOttCOnmct�V�b �• :9��
nmtyettobe cåN �¡ed�] COStOftt Cmmct,

dat.                                 �M

=4,�˝ m+23�r�u3,�g 9000

=Rs.60,m     1  1

.PronttobetakentOProntandLoss A��
oomt�¤=:"X60,mªà ,78.000420‘�� 0 : :

=Rs.36,�¿ �_ .      j

19�B9 MODEL E�\NAT10N QWT10NS

�æ  AnsWertherobMngh abOut30uncemL.
l. What is contact costing? Explain tho salicnt fcatres'

B. Anlwcr thc fo['ouilEg h lbsut lS lhcr clc.b'

z.Hon'do you trcat cost of plqt used fot a 2

3. Briefly cxplain ihc mahods ofestindfu profito ruooryplgtc

19�B7 SUMMING UP

�g
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�Lil �M�â�U11�M�¾�E1�L l�] 1�~

|t            -11�A      �E �¡ �¡ ,               ‘
1:F�\ �Q fol�A àV �w �� �leX    b001s�ˇ Ø° BIrimianthg�\ Ltd"pOare�c

Conmct Acootnt.

Rs.

0�À �� ,�¨

Z�r ,;�˝

16�ƒ ,000

12G�fi�å �_ �E

�� 2000

�† ���˝

,�µ ;�˝

�Ł      :�ì �M
�E

(Answer:hmonconmt:Rs.9,88,000)              )

�ï �]�D�� �| �¿ �\ �¿�o �S ��
Rs.

�Œ��
�Œ

Contracfsrice .

Dirccttriattrial

lilbgcs

Plant

Stores issucd

Ioosetools

Tractor nrnning expcnscs

155sur on sits 
, ,,, ,.

lt[aterials direct to sitc,] :,i.:,,

Materials from stores

Hircofplantused

Direct expenecs

omeads �V �F �T�q
�M�¨ �ƒ sOn31_12�]2002)      .:
Wap�V�V�˚ (30�] 122�⁄ 2)     :
cOm Of�øà� mttt�¡ ed

WOrk�ª6ed i l�¡ Vil i

Materids l�� hi�� �@�Ó i    :    :
PFepm the cOnmct�‘cOmt tt the cOnmcÆ…�A4�å �° .

Z,30,�Þ

19�¤
�RŒG��

2�ä
l�À 8,�Þ

2J�Ý �E60o

3�¡ �\ �_

9,�¿ �_

DŁ�

Q�¤
lQ�¿ �_

IWs . Nannatha Constuctions Co., was startd on lst April ,2001. During the 1rcar
cndcd 3lst March 2fi)2 it was cngaged on qnlv onc-conqa*,flr";tra"rpo,* ,iJrri"; *"t
Rs. 60.00,000. Thc fo{oqdng is Oe iriat Balance of thc Coffiy as or 3 I st Marc h ,21y1Z .

mmd�g �a�†Ø �̧¡ �¡
’iank�ø L�i �] �]

Manials�R �c
�M

=             Rs.

1 �¡16000
11çp

‘1lQ�ø

àÛ �´ �í

ShmCapiml

�w ØS

’I

Rs.

14�¤
1�{ �ï

67

�E��

�D
�D
�L

�u
�u�u

�E�\
�u
�u
�P

�¡
�]

�C�\
�\
�C�C�\
�\
�\
�E�E

�R
�P
�D
�C�@
�C
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Plant

Wages

Expenses

3�ƒ �r

lc80�r

�˛ ,�Þ

3�ß �Ö ,000

|�¡ li

Cash recelved on con�]

taCt(m%of�ø �‚ �� �� �� �£ �G �a ,��

Additionalinfo�\ tion:

(a) OftheplantandmterialSchargedtoconmct,plantwhich cos�R
Rs.60,000 andmaterials

which cost Rs.48,000 were lostin an accident.

o)On 31st March,2002 plant which cost Rs.60,000 was retumed to stOres;the,Ost Of
work done but not c�ł �nied was Rs.24,000 and mterids COsung�A .480"Were

remaining atthe site.

�I )Chargo 10%depreciation on plant.

Preptt COntract�� 00unt and�g Bttance Sheet�¡ om tt partict�‹ ,aS mentitted above.

Æ� �I �� �B �T 1:�V
�¿ TbPaL�N

�H�EL�¤ �ƒ ;kSWeªà�E�P 7Æí.

HD�L
’S:

1.  Value ofwork catitted:Cash receiVed�¡ om conmCtec�EX l�¿ �¸ 80,

2.Plant tt site(31�] 32002):Pl�q COØJ�¡ lant E�¡ �B,P�– �b ,�]
pl�� 16st�] dorecl�V T9

100/00Ls.3,00,000�] 60,000�] 60,000�] 18,000)

3. Proittaken to P&La/c:Notittnl proitX 2�m
3X80%

�I i�› �I Œ⁄æa �r �í �ì �ß�R�T �D �ß :�� �Ü
March,2003.

Marterials

Wages Paid

SpecialPlant

Direct charges Paid

Establishment charges

Wages outstanding(3 I -3 -2003)

Direct chargcs outstanding(3 I -3'2003)

Stockof material at sirc (31-3-2003)

Valuc of work certified on tl'3-2003

Cost of work done butnot certified

Cash received based on work certified

Rs.

11,28,�m

1322.190

39,60,�¨ |

�æ..     1908�r
�c�c .      45270�] ,.

�N��.�c        l�ˇ l.7�� :�]  1
1239(0    1

__       3�� 80

21,(�_ 0

29,70,m

63�r

25:39�À 50

PrO�� dedepre3iatiOn@25%perannumonpliililllllllllll:11111�a

lŒ⁄�I æE �O
çW �V �Q�P�ß1’12,7":ProŒt

"b91�¡
’Pr�B

�x�¡�US�¡

’��

�˜ �â:
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|:|�¡ �¡ �¡ �L
�‹

�C

Ø}���]  �P�łŁA�� �N�ł �� :

�¡ 11

:�¡ 11

J

Materials issued to Conhact

Wages
, :"1

Spocial plant 
. :

Rs.
��  ��

7,65,��

�B12,15�� �l00 ’

225,�¿ �_

�b�ô eXpens�b �Vlmed.   75�µ      �] .

��W�º:�å 1�fl �í �à �o�T�P
�ó�' �Æ�V��

"ØS
ØS�R�B19,20,000,bd�d �§�¥6f

�bldSCharged�_ thecOnmct,�R antlosthg Rs�B
�M

45,000 and mttals cOsting Rs.37,500�� i10st.on 31st December 2002 plant which costs

�r �x::Ø× �A���ç�í �C�¿�� �À ::çW �§1�R�Õ �ˇWa
�] From�V�i

�g
‘�˚

�V æÒ äå �l �i �Õ �i tâü
�ß �« �† �˜ �ø Æ� l�ºbe transfered�g IPrO�¡ t Loss account.Also s��

Bdance ShedOftheCOmpany9asOn31�]12�] �ß �ˇ 1.        _�]  , �R  |
(An�c �q :NttOnal PFOflt�Ø 40�¡ 00o:n�V �‘ Æem b PaL�� c�¸ .�] 2�¡ 6500�NRe�Ó �A R�à

�¡1?�¿�æ:||11:l i  �æ:4   �]

�E1�‰�E  �r Œa�Ø �ò �ò
Materitt directl"�Y hased  i�æ �¡  �V�V�V

l

Materials issued�¡ om stOres
�c �c �E    il�¤ �J :

Wages         �]
.           �c�c �c     5�� 0,��

Dimt exp"s11
___ _  :;    �E  �c �c�c   i il’�� �B000
EsablishnentOttrS      ,   

�c :�c     "�� �˝
Plant purchased and installed at site'\ 710'000
æÛ �Ù �î I�_ �� lstores     i�c �¡.�c    çpm�¡
Materids�� sitelH1313_20b3)     �c�c�c   |�æ �–�¿�à ,

Wages Ou�c1_3�E2003)��        �c �c �c    .lIB000 1  :,
Dired expen"s Outsmding ’.  �V�c�¡  | :�V �V�] |
WueOfpl�˚ |�g ltecl�] 3�] 2003)   :    �c�c�c     =,�@ 0001  1 =�M
WOFkdOm�ô�� 0�g�Pe�˙       ..�æ ‘�\ �¡ l�V .=

�ł �Õ .�–

||1�P .1�� � �̊q�æ:�~ �j
�fi�[ �VIII�� 1l�V I�T �•�\�A��|�¡

’                                        ’169

B R
 A

 O
 U



7. Thc fcillowing qnrtir{qry are- exlrapted qom ttrc books of lvf1s. Srarnnthi Contnrctions

Ltd., relating to a contact fo,r Rs, 80 |Qg,000, 
The conry! was rurdertaldcn on lst April 2001

and was finisehd on 3 I st trlarch ,2003 . Thc inforamtion relating tothe coiit *t is t-rished here

under:

Materials

Wages

Direet expenseS

Indirect exPenses

Plantissued

Marcrials at site (Year end)

Value of wor!certified

2001�] 02

Rs,

7m�¸

18�ˆ

�g

�¿�Þ

1,7e�å �_

’481�fi

1,12000

.��
��

�Ö �r �v�˝

2002403

RSi

6�� 2000

8�ˆ

�g

,�˝

�c �v�˝

11�r

16000

�µ

80;�� ;�Þ

Costofworkunoertified 64'@0 ----

Plant at site (Year end) 56'0m 40'000

PreparetheConfiactAccountandttreCo,ntracteeAccountfortltctheyears200l-02:and2002
-03 , showins,l," pr#;;;;;;;lv*k"t to the rrofit uru *ilty "j 

'1tn 
li

(Ansn er : Notional Pro fit2002 -02: Rs. 15,84,0fi); hofrt taken aken to pt', L alc :'Rs' 8'41'800

Reserve Rs. 7,39,200)'

Profrtof 2002-O3Yeu: Rs' 10'56'000 )

(g) on 1 st lanuary 2002 'A', undertook a cqrtact for Rs' I 0'00'090 ' He inctnred the following

expenses during the Year :

Rs�B

1�r :�Þ

90,�Þ

70�v �Þ

2,m�v �Þ

80�r

Mataials issued from storcs

Mat€rials directly Purchased

Plant installcd atcost

WagesPaid

Wtiges accrued3 1 - 1 2-2A02

20�r   |�E          ��
Direct eXpres paid

Direct eXpmse,ac�V 31�] 12�] 2002 5�À m

13‘�Þ
EstabliS�\ tChaFgeS

�Z�B�ø �í �r �« �� �R :�§   �F �v�Ô �à

PrepaFe h COlimct AcCOmt and shOVJ�g
prOrtat can"aSOmle�g �\

�B �V
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||�¡ 1).|�g
�[il.11�A

|�R 1�¡ �� �R�æ|:�S ]=

1111�¡
1�¡

�]

11111:::

�{
�Œ�Œ

�E�¡ 11

B6Ft rna foss rrt. Sltilirdeo,ne paJticulars dating to Ore cqrtract in tllb galance Sh€et

2. )n(ryfudiorr Ltd. lus bdai cnga$d in carrying out two conrzcrs A rmd B drning
thc year , Thc following particulrs arc obtriaed at thc year-end(Doccnrber 3l) ZOOL

Dse of Comrtemccrmnt

\
Contact Price

Materialsissucd

Matcrialsrutuurcd

Materials on sitc (thc.3l
Dint hbOlr

EsLbli�i 1-es�]
Pht�ƒ �¤ |�] .il

Valw oFplant oec31)

Com ofwak nOt:�_ ned

Value of"�˚ �‹ wOFk

Phntand T001s

�d and�Ó �†
Wagesl

�A �â cOnmct B

�b 11=:’Sepmberl
Rs‘

. 1�M
.II�v t :�E

6,�� ,m
lmj�d :�]

4�v �ï

2�¢�E�E |

Rs.

5,�° �˝

�ƒ :

250�_0  1

8�À �_0

‘�E

  110,�˝
:

�M ~�¤ J�c �E
~ 1�p

ØÜ |�E

�]   1�† J�� 0’�R : 
�T �˝

�g

,m�¡     3�¡ �˝

%�ßI’   7�� :

�M�¢ ���R�A.�æ ‘,7090001
65,�˝ :      

�g

:�å �_ I

B�¸ �¡ |
�E

 �j m�K ’�¡

CaSh�V�� �i �µ�i�i �í �¡
."8�Ł

�¡

�u

�d
�¸ �V

"m�¡

d,wOrthªà .9,ooo�V
�V �b �ƒ Oom.cmttA�ì

9�@

�g

t

D"�q
i�K

�b111�ð :�Q ���µ����� F̀L�¶�d��:::�� ���Ü1�c f�M

�æalancLshetl,1�Q Jlllf

�~�� �ł �R�R�ø�R�øŒa�g�� �RF�V�ç rawl
�Q��

�c

�bT�V�V12002�Vinctmd�g �Moing�q �Þ dØ°

��

�Œ
�@

�N�N�Œ�L�@

�@

�@

��

�\
RsI

7ØÜ
�° �˝

15�r
SundayExpenscs 

3,000
EshblishmEot0ryges - 1,4,000 ", .,

A prt ofttrc nurtri,ncry oosting ry.2,g00.o, r{Ig_uitld to th" ;o',"t *a,*o *ta u, uprofit or R+ so0. ftc nruc.irpr*iiro rir, ; ilrffiffint;;26;7"il-R".:;h ri;thc vbtrrc of rnechimy r"a *il * t".O-wB! Rs. 3,000.
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By January 2003, he had receivod payments on accorurt unourltrn$ to Rs. 4,38! be;ng

90% of ihe certified val'ue of work done upiothe 3tst of Dgcember . ' ::

In order to calculate the profitpade o:r the contact upto.D:ceTb9l31,, thc^contractor

estimated that firfllrer expenditt[e would be inctured for completing the-corrtract and-take to

the credit of the Profit and Loss alc ttatproportion of the 
"tti*ited 

net to be realised on the

contact which the certified value of work done to.the contact price.

He estimated :

(a) that the contract would be completed in anothi six months;

(b) that the plant and tools would have a residual value of Rs' 1,000 upon the completion of

the contract;

(c) that the cost ofmachinery and stores required in addition to those in stock on December'

3l wouldbeRs. 10,000

(.e) that the wages on the conmct for the six months period up to the 30 th of June' 2003

wPuld amount to Rs' 8,000;

(0 that establishment tharges would cost the same sum per month as in the previours year;

and

(g) that 2 ll2 %of the total of the contact(excluding this percentage ) fuutd be provided

Prepare the contact accotmt for the yT *11q:.1.*.'t* of December' 2a02 and

,no* tfr"-i*irtt" U"'*JittC to thc Profit and Loss account for the 
1eart :^^^ , --

l l. Given below is a summary of entries in a contact ledger as on r taJr 2002 in respect of

aContactNo.0l2: 
Rs.

Rs.

- . r r! r-,----3^L^-rao 8-(m

Maieriats 36500 Establishmentcharges 8'000

wages ?altzo Plant , i'T

'/.ouarerequiredtoprepaxetheconfiactaccountaftertakingintoace'otlrrtthefollowing
information and to indicate the FroIit 

", 
#;;;-"il;; flt" nii't and toss accQurlt fer thc

v.* *Ji,"g on3l -12'2002'

(a) Accnrals as at 3l-12-2002

Wages: Rs' 800; Otherexpenses: Rs' l'120

O) Depreciation on Plant upto 3l'12'20f}2was Rs'8'550 '

(c)Includedinthesummarye,lrlriesare:wages:Rs.1,000.,otherexp'enses:Rs.1,500;
Materials d; t il'z'060 ti'"" the certification of work'

(d) Materials at site on 31-12-2002 : Bs' 10'000

(e) Rs.62,500hadb€enthetotalwo*certifiedupto 
3l-lzAuzwhqn3/Sttroftheconlact

."' 
t"t*mJmconPlete'
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O Totalc�V �Vtpricewas�n .�E i�g �£Oo0 1

�L
�¡
�¡

�Œ
�Œ���Œ

:�q :::111

1�R�j
|�M�~

19�B10RECOMMENDED B00KS

S�B�¡Jainiand K.LoNamg

Charl�¡ T Homgren

RK.Ghosh

B.K.Bhar

�[ ttAccomtin�s KalyaniPubli�¢ ,New
Delhi           ~�M

Cost Ac�v oun,ing’, A�� vanagerial
Ewhasis,Prentice Ha11 0fhdiaevt.)Ltcl,

New Delhi.              �A

CostAccomtingNatittIPubh�V �¡
lHom,

New Delhi.

�º �� �� �o�� �V�V
19�B1l GLOSSARY

Cel�� �ô ed WOrk

Contrpct

Contractee,

Contractor '

Contiact Price

Cost plus Contract

.Slhl&, ln prog;ress

;i' 'ftat part of the work don6 which tlie
confractee orhis architect certificd. paymant

of the price will be made only after
certification of the workdone .

The work which contactor undertakes a

, . .,specific job .

. The person for whom the contractog

: | ,]tItG person who undertalrcs tlre contract.,

' 'The agreed amount to be paid by the, 'cdotractee to the contractorr for the work
donc. :

::': 156otsin which the price is caleulated
, :.;, :,b] adding a specifid profit to the cost oiflreqontact 

.
This refers to incomplete contract and
consists ofwork certified md uncertified.
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UNIT E20:PROCESS COSTING
Contents

2O0 Aims and Objeotives

20.2 SalientFeatures

20.3 Distinction Between Process Costing and Job Costing

nA AccountingTreatnent

205 Nornul and Ab'normal Losses and Gains

n,6 Accounting for Scrap,spoilage and Defectives

20.7 Inter-Process hofits

20.8 Joint-Products, Ey -Products and Methods of Apportioning Joint{osts,

20.9 SunrningUP

20.10 Check Your Progress : Model Answers

20.1 I Model Examination Questions

2d. 12 Recommeirded Bools

20.13 Glossary

.O AIMS AND OBJECTIVES
P meanin rting Procedt'e' hffi-

kr this unit we have introduced the rnot'Pg'.iT ry::.YT.^.- o-tsrrv-n*vtrreis-m msttw�¶ �æ�eV�µ �Ł
�q �Ò �P �� �§ �ªL�v �BjointFOductsand"�] prOducts.

proceSSprorlts and�¡ FmethOd

After studying tl.ris umit you shall bc able to:

o uderstand the meaning of prrocess cost'

O distinguishprocessandjobcosting

O tnow the accountingprocedure of process costing' l

o explain the "";;;"; r*tedure for $rap' t*'*: and defectivps'

o " describe the mcthods of aplgrtioning joint costs to joint andby - products'

20�B1 lNTRODUCTION
�Ó �Ó lheroducttteach

b�å S�� Sting�R a method�à flosting�ï �ð lT�O �â �I �N�` ���Ì ]�Ł �ä�†��
,or" #,T'#iilillJ iilffi;:;ffi;: ffi ; ;;Prg one or more or the ro,owing

featt'es : a) where the products olo* ffi. oo*er trn o* material of -another processs

ofoperation,b)wherc-t#issimultancotsp,J*t*,r*tgt'T:**proesssesofdiffcrcnt 
'

oroductswittrorwit'outty-products,"rra.)iGd,ringthepmcesses,thcproductsor.matirials
are not distinguishable t.o* oo, anotlrgr r;,il;ofr;' d::.1i** applied'to indr'rsties

where the material has to pass throug[r two or more pr9cesse.s 
{o'r t'4f tfg: into a

finishedp,roduct. d;;;Jir ur.a in tt*'[,|;f,** of trc'it'f Produrfo' soaps'rrcgeabp

oil, paints, varnish, rcfming, rubbcr, t"*;;;' ;L *-i,,in;-;d wcaving erct 
lhcne 

tlre

' production of continous and where the pt*ffi; ;; i p"tt t'oi *t p*ss to anothcr rmtil-
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::��
�E

1�M

1

20�B2 SALIENT FEATURES

�‰

ivl

�⁄

vil

�¸

�«

�ß �ð wholerOduCtiOnactivi"sofa factoryare dividedintodep�\ mts oFFOCeSses,

which are each limited to a co�R h opmtion,

Mottof�v bi�' �Q of�� o�à canbeidentined�� �˚ �Especiicprocesses and forthisppos,

a separate accomt fOr each process or d9-ent is opened.       1

�¡ �¡ oo�à FmitofttD3�˚ shedo�ò äP tofeachprocessisobtinedbydi�� dingthe total

cottinclmdduringapenodbytteF�˚ �@rofmitsproducediduringJ�Õ tperiod.

L cO�Q6fno-1 10ss Or spoilagei�¡ anyprOCess is ittluded�g the C6st of�� ltotal
unitsproduced.        |

4StheprOductpasSestomoneproce�gto mo�¡ �° the accumulated co�¡ ofoutput of
a process is tttnsfmed to mat ofthe next procOss�E �¡ us,the out put ofone process

beoomes the input ofh�A next proceäŁ .

Whilemnufacming aminproduct�– �‹ 00me acFoss some by_products andalsb
joint�] products.L valuation and�g ��duttingfortheseconstitute a splcial featureof
process cos�µ                                       

�M         _

�p wak�] in"æx àYs tt the end of�˚ ea�dounting peFiOd iS caCulated in t-Of
equndmtlmits ttrcosting�B    1

�¡ Cinin cases,the ou�� ut Ofa FOcess�� �� sf_d tO mt oFh nextproccss not
latcostbutat�\ ketprice inorderto ascmin whetherthe produc�� OnbFaprOcess is

"�W

ble Ornot.h mrketpricec�� Øh̨sthe element ofpro�¡ t,So a�K serve forthe

rn.�g Iuded has b be creatd�ì m Out h proflts corec�µ

20.3 DISTINCTION BETWEEN PROCESS COSTING ANI)
JOB COSTING

Process Copting

l) hoccss costing is used to
asceitain thc cost of a particular
prqg6is over a period of time.

2) All units of tre prrduct which pass
from one procC$i,ti$'&rother are
generally ofirniform and homogencous
nafure.

3) Costs are accumulated for each proccss
overa period

4) Whcn there are a number of processes
fttc orput of the earlierprocess beornes
ftc fuput ofthcnextproces's resulting in
tho.traasfer of c0sts fioom one prroc"o to

JobCosting

l) Job costing involves the accumulation of
costs for eachjob
orrder.

2) Each job constitutes a separate costurtit.

.3) Costs are ascertaincd for eachjob, the
period being of no impcfrtance. .i. 

,. .

4) The costs are generally not tnanferred &om

�g

next FOcess:    ~
0 077ing"cml�¡

�g
usFoduc�� On�Q  5)Th�g myor m�Ł �¡Ot be any

�¿�z�R�� �Û �‚ �˜ �� �fl�ß���T�B�� �oàp�� �P.:
J�¢ ���R�ß���V �Ó 8]�⁄

�IPi�æ:�˛ �R
�‹�F ,��      11�d �ì A�� 1

�† O�W
åK

The di{fermcoo bctrreen process costirg.and Job costing are as h.*;d"r,

�E
�M

||  |
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8)

The process cost is ascertained at the

end ofthe cost period for each process

separately.
Thq amotmt ofproduction is dertrrnined
to a large extent by the suPPlY and

demand for the product.

7) The cost ofjob can be ascertained only
on the cgnplction efttejob.

8) kr job costing the productionris based

on specific order.

20.4 ACCOUNTING TREATMENT

The factory is divided into various prooesse's or deparhnents and a g€ffirate account is

maintained for eachprocess. The acoount is aeUiteA wift the material ,labour dipct and indirect

costs, and is creditei with the wastage of materials and the cost of the UV-yf.edyc1 if^3y' fhe

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 onlymost of the finished units in one process are transferred

to the next process, and the rest of ttrc uirits are kept in stock' The cost of such stock is

transfened to the ' Process Stock A,/c, and the rernaining units are tansferrcd to the next

or"**. on completion of the manufactt[e in the final process. the frnished products are

In process accounts coluruts are provided as needed on both sides for quantity and value'

Ilrustatin-l : In a factory process costing have been in use for a certain period;,The production

of a commodity was 1,000 tonnes. The proJuct passed through tttte" itoccs**e' viz" A' B and

C, and raw materials were added in the processes' The costs werc as h"* T+'.-
ProcessA ProcessB Proccss C

Rs. Rs' Rs'

Materials 3,000 1,500 1500

3�v �c

�u

    5�� 0
Labow     J           1500

4,500     15750
Manufacmi�° �pm�gs �F��

R�I �\�F�ø�Ü�D�@�£Assume thatthere waS no wOrk�] in�] prog

the PrOCess cOtt for each proceSS �V  the tOt       .
productiOnis l,000tomes.

Sol�¡ tiOn

Dr.
Process 'A' Account

Cr.

PartiCulars CoSt

per ton

Rs.

Total oost

Rs.

PartiCulars Cost

per ton

RS.

�Œ�g
�ˇ
�k

ToMatrids  3:00

,,Labour        l�E
50

"mufacting

By Frocess-B Account

(output transfereo 6.00 6�À 000
3;�Þ

1500

ExpenseS 1.50

6.��

�^
�¡
�Œ

�E

�Q
�Œ

�r�Œ�ƒ
�Œ

i‘�_ .=1�]

F�¡ �¡ åN i,76

�C �Œ
�Œ
�Œ
�E�Œ
�E

�N
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�f
1�¡ �¡ 11�M

‘

,�u

Process 'B'Account

= 
�E�”

’1
1:11   ’

’�E
11:il l11

Solution

Dr.

P�˚ culars
�h�N�q���D

�w�N��
Total cost ,�[ 1�¡

Rs.               �]  |  . ’

Toal
cost
Rs.

TontDsAMT�\
‘‘Materials   

��

�gLbOuF

�gManufacming

ExPcnseS

6.��

1.50

3.��

4.50

15.00

�r
�†
�r

�R

�@

�P

�@

�R

By Plocess-CAccount

(ouqqrtfiansferred) 15.00 15,000

15.00 15.000

45��

15,000

Process 'C'Account Cr.

Particulars Cost Total cost

per ton

Rs.   Rs.

Particulars Cost
per ton

Rs.

àÛ
çp
�q���D

ToPro�\ BA/c�\ qr

�c
‘�ô �R

"Manufaching
Expenses

B.yP'rgcess-C Account

(orrytrttansferred) . 27.W

27.00

15.00

1.50

5.25

5.�ß

15,000

1,5��

5�B250

5250

27,�˝

27.00  27,000 27,�Þ

Brlr&rdon - 2 :

�Q�£ ª� 11�Qi�N
�V ita   Alenya
Rs.      Rs.

Adarsha

Rs.

hoduction onerheads were recbvered {J00 percent on direct wages. hoduction dirring
the period was 400 unib of finished prroduct. Ther€ u/8s no oerntg * 

"r"r111s 
;f;k oi *o* -in.poogress.

Sohdon:

Æe�� tManials �]�]1
Direct wages

�z rect expenses

To Ditect�í �Ù d
.:DØS

t VJages

�g
Direct Expm�Õ

1�Y,000

QØÜ
18,�˝

llf,/a Adlgn compeny Ltd,
Arpits Prppcus A/a

18,000    6,�Þ
Ø,̨ØÜ    �¿�˝

_         12:çq

��
�Œ

1,08,000 rBy AlcEUa proccss a/c
6,000 (@ Rs.360 per unit)

I8,000
14000
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" Production Overheads

(@ 200%on Wage$

Dr. Aleklrya Process A"/c

12,C�_0

1�Øäł l�˚ �r

Cr.

To Arpita Process a/c

�gDirect Matenal

‘‘I)irect Wages

�gProduction OVerheacs

(000%On wages)

Rs.

1,4;�\ �_  By Adarsha Process a/c

18,�Þ  (@Rs.495 per unitl

12�r

24,000                 .

Rs.

1,98�r

l�ˇ 8,�¿ �_

Cr.

r'rl,ry

AdarshaProcess A,/cL

TO alekhya P�_ Cess a/C

"DirectMaterial

,,E)irect Wages

"Direct Expenses

"Production OwhadS

"(@200%On Wage�¤

Rs,                         i

l,8,�¿ �_ By Finshed StOCk a/c

6�À �\) (C�p �¶�E585penmity

6�r

12,C�_�_

12,C�_O               �E

2,34�r

Rs.

2,34�¿ �_

2,�¤ ,�Þ

Illustration - 3 : The ftrshed product of }vl/s' Uttam co' 
' 
passes thr- ough thr-ee distinct p8ocesses

: 'uddipa, ' urmila' ,;J'ii;'i4 D*T;il" rq;i:l3tstMarch '2002;10'000 
units of

finished procuct were produced. The ,".tiig *"oras of the company pro.vides the following

information:

UDDIPA URMILA UJWALA

DirectMaterials 120'000 60'000 i'T
Direct Wages l'00'000 80'000 1'00'000

Direct Expenses 20'000 86'400 36300

TheindirectexpenscsfortheyearwcreRs.56,000.Thescrapineachprocesshas
realised Rs. 6,000, R.1ffffi"#n''-rlo'ood t"tp"ctivg[ Prepare the process accounts of the

three proces*., ,t oiIJ ,rr"lor, of each p-""r, and tlre cost of production of the finished

producr per .,oit. Edl#t ;.;;r-;;r; f#;; * G u"ti* of wages amo'ng the three

processes.

78

Rs.
Rs.

B R
 A

 O
 U



i�¡ T�i

Sohtlon 3

�E

In the boOb ofttV�B .u{�Ù �˚ ’Company Ltd.

UDDIPA PROCRESS ACCOIINT CL

ToDirectmaterial

" Direct vrages

"Drect expenses

" Indirrct expenses

(5/l4ofthc total)

Rs.

1�ƒ ,�˝

1,�� 1�˝

20,000

20,000

By Salc of scrap

." Urmila Process a/c

(@Rs. 25.40 p.u)

�z:tust

6,m

2�u �V3,000

L

2,�Ö ,�˝

URMILA PROCRB ACCOUNT

2,�Ö ,000

C�¡

To Uddipa hocess a/c

"Direstmatcrial

" t *ages :.

'r..Dirpct expenses

" Indircct expenses

(4/14 ofthe total)

.'.
f.V Sate of scrap
* Ujiwala hoccss a/c

(@ Rs.a8.8a p.n)

Rs.

2,�� j�˝

60,000

80,000

86,400

16,000

4,�æ�ˇ

Rs.

8b000

4,88,400

L UJWALA PROCRESSIACCOuNT

4.�R�Ù

C�¡

�[  Unmih Proc�g sa/c

�g �� mmanial

�g �ï :��

�g�V

�c

�¡ |

1:|;Illll:::111:llII::|;|’SI

By sale oFsmp

�gFinished stOcka/c

@Rs.67.46.nu.

Rs,

48&4�_

�g

,�˝

1,�° 000

362��

�¯ ,m

Q�g,600

Rs.

10,000

Q=�R�b

Q�H,600
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Materials
Wages
Manufacturing expenses

Process       Process
: Rs.        Rs.

36,000         18�r
18,00o         36�r
18�� X�_         54,000

Ragam Tanam Palla��

Process

Rs.

18,000

63�r
63�ƒ

Assume that there was no work-in-progfess either at the beginning or at thd end'

SOLUTION :

In the Books of lWs' SWARA RAGA SIIDHA Co'

RAGAM PROCESS AC�ƒ (Output : l0OOunits) Cr.
L

C�fl"�í  Pttcd�{
Cost per Total

t nit Cost
Particulars

Rs. Rs.

Rs.Rs.
~1:    ::11:  Byl:1lI�u

�Pess a/c

18     18,000

72 2�Þ

72 72�ƒ
ToMaterials

‘‘Watges

‘‘Manufacming

expenses

72 �^
�¿

TA}.IAT{ PROCESS ACCOIJNT
Dr.

�Œ

�à
�¢
�à�N

���d�q���E
�b

PartiCulars

Cost pcr Total

Unit Cost PartiCulars  �E

Rs. Rs.

To Transfer from

Raganr Procbss alc 72 72'0[o

.. Materials 18 18,000

.. Wages 36 36,000

"Manufacturing

expcnses 54 54'000

180 try

By Transferto

Pallavi Process a/c

180 1,80�r

�Œ�˚�Œ 1,�ó 90m�]

C�¡

PALLAVI PR �⁄
�¢
�A

Dr�B

PartiC�R

Cost Pcr Total

LJnit Cost

Rs. Rs' �c

CoSt per

Udt
Rs.

toft"tttfo from

Tsotrn Procgss a/c 180 l'80X09 By T_fer"
FmShed u00k i

3��   3�� im

�g

�c�E�E Wages

�gmufactring
�� penses

18    1�r

�g

  63�ƒ

�g

  63;�Þ
�Œ

  

�Œ32 3,4�r

�Œ�C
�Œ

�O

�Œ

�Œ
�¤

�Œ
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20.5 NOR}IAI, AI{D ABNORMAL LOSSNS AND GAINS

�Æ�F �q �¿ �R �R �R �b �Ì�� �o �Q �— �� �ì �£ �ø �˛ �˚

�� �¡out surering any qmitative los,.But in ulmuFacning industries�� �Õ is bOund to.b�v

some10Ssmpandwastageinthecourseofproduc��on.Ifthe loss is llnavoidable,because of

:�¨ �� �ø �� �� �¾ �� �R �Ô �Q �T �I
substandard mterid md�g ddentS,�º �RcJ�¢ ��mml process bss lf�V  prOCesshg�gs

been caried out erlcima"such a loss wOula not have occured.Li�† �P result ofin�] efrltient

�@�b �ZgCOnditions,andhmceconmll�¡ le�B

�Oå¶ �O�O �F �ð Ł� �r Æ�
�åyWastage�”�† �í

sarldhence absorbed into�R �lFmductioncottof
pod produm.�¡ becOmes an additional c�A

�g

usuable units produced,whereas a separate

acCountis opened brabno�\ l losses�d JTæk abnoma1losses/wasmge is transferred

OomtheprocessacOmtto�gA�c l Loss Accolmt.�] Ah�c lLossAOcounti�˜ c10sed

by�Oting it ofFto�Q Costing Pro�¡ t&LoSs.4�ö Ount.

a) 
�c

the nO_Hoss include�‹ sce Which has some reasonable value,this

�� �� t ShlDuldbl l�g dited b�Q �¡ �BOncemed.

�Ł�R
�v
��e:��

�Æ�Ù ��L�u çW�¶ �[ :�� �I �] l�¡ �RI�N
thetimemaybe soldandtheproceedsttusrealisedshouldbecreditedto�g Works
Q�⁄

�g

ao Expenses’     �¤

The abnomal loss/wastage m�Ł dsO have�Esome scrap.The realisable value of such

scmp will be credited to abno�\ lloss accOmt�å �P �¡ e balance in the abno�\ HOss account
�k d be mnsfered to CosungPrO�¡ tand Loss Account.

�] T�t �� çW �ô �r �R �V �í �D �Õ �D
less�R �¿ h estimatd�E no�\ l loss.r�¡ e actual�� �oSiS n�_ ,1�Z �Ł Jtt estimted no-1,�¡ is

lmown T‘Aho-l Loss/Wastge,|�Ł t rh acttlal bss/wastage is le,s tan the estimted

�ƒ �¢ ,itiSImown as’Abno�\ l Cain"Abn�\ l Erecuves�B ’

�P :    �¨ �ø �ô �� �fi �D �ß �ı �« �‹ �í :�í �� �R
‘Abno-l Gain AcoOmt�E �B�¡

"balance oFabnOml gam ac��
mtshould be ttmSfemd to the

credit ofPro�¡ t and Loss Account�B         .           �M

�c  �¿ �£ i�ł
iå¶ 1�R�O �I �º

pare the twO Processes Accounts ofHastha and

Ilastha Prrocess Chitha hocess

�§

Sudrymiffiials
Directlabour
Manuftcturingerrycnscs

Dir€ct matsrials ( in units)

ry.rysGnraluo)

Rs.

1�� �_IC�_0

1�E�n �ß

�g

���ˇ

1�r j�˝

lJ��

‘�˝

Rs.

OJ�w
lm�µ

47,740
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The output of Process Hastha becomes the raw-material to hocess Chith4 .

Output(inmits)

'Normal Wastage (rr-%r)

Nonra4 Wastage realises per

1000Units (invalue)

SOLUTION8

L

Unints
To Direct Material 1,00,000

" Suodrymaterials
* Direct Labour

" Mfg.expenses

MJso Marngasira Company Ltd�B,

HASTHA PROCESS ACCOUNT

83,000

10

100

Units

By No-l Wastage 5,�Þ

(5%on DoMat.)

ByAbo Wastage  l�ˇ ��

" Chitha Process a/c

(@ Rs. 5 p.u.) 94,000

%,�Þ

5

80

Rs.

1�o 000

120,�˝

1�r ;�Þ

65�ˆ �ˇ

G
�q��
�ˇ

5,000

470000

15�� ���Þ 4�� 5�ˆ 4�_1�b�¸ ��

Abno�\ l Wastagein mits:95,000�] %,000=1,000mits

CJculation ofabno�\ l Wastage inte�\ of�¡ 1�g �¤ ,75,�� 0/95,�� 0�M.�Þ �Bu

l,oOounitsXRs.5=Rs.5,000�B

CIIITHA PROCESS ACCOIINT Cr.

To Hastha Process a/c

To Suntrymaterials

"Direcilabour

"O4fB: ExPeirsei

units    Rs.
94,�Þ  4,70�r

60,�˝

1�ƒ ,�ï

�� ,7�g

By No�\ l WStar

(10%Ofinputl

By Ab.wstage

�gFinished�L stock

(@�¸ �B8P.u.)

1Æí  2,800
833000  6,�g J�Þ

943000    6,77,740

-  �Œ

�q��
�m

�d
�w

6,7t�¡ �R .

Abnorrnal Wastage in rrrits = 84,600-83'000=1t600 Units

Value ofAbriormal Wastage : 6,76,800/84,@0 = Rs.8 per units

= 1,600unitsX 8 =Rs.12,800

Illustration - 6 : The piroduct of a oompany passes througtr $rye $stinct 
process for completion'

namely. AB, and c. Fr;ilildp.'Liffi;iil;;;;ttl,"t wasLei is inc,rred in bach

process as here under :

Process A:2o/o; Process B : 57o Process C: l0% '

I:n each case the p€rcentage of wastage is conryuted on the basis of rmits intoduced'

ThewasageineachProcesspossessesscrapvalue.ThewastageofprocessAandBis
sold at Rs.5 per l(X) *,it" 

"ia 
tftt bfpto"ttt @ Rs' 20 per 100'rmitst :

"‘�Þ
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Tlrc ougltof cdch process posscs in#iately to tlrc next process and the finished units ,

The follouring inforrnation is obtained :

Rs. Rs. Rs.

Mauials'Cqrsunrcd 6000 4,000 3,000

Dim Lbotr 8�v �kXX)         6�Ô XX)         �¤

20,000 units hane bccn issued to hoecrs A at a cost Rs. 10,000 . The ouQut of cactr
pr.occss is as'unfu:

hocess A - l9,500uib
a

hoccss,B - l8,800unitc

hoccse C - 16,000uni6

Thcrc is no work-in{rogress in any prroccss pscpore. hocess Accounts (the calcuhtion
should bc rytadc to &c nca!€st rupoe :

Sohtter: , ,.

Proccse 'A' Aocout
Particulars uni6 Aruonrt P,rdcriars ffi /

R's' Rs'

ToUnitsinho&rcod .20,000 10,000 ByNonnd

Wastrgc 400 n
'IlhtcridE 6,000 ByAbnormal Wastrgp 100 ln
"Dirpctlabdir &m0 By process B Nc ' ,r,t* A,gS3

"IUmufrcturingF-xpcasos 1,000 (oueutfansfcred)

�ß ,�� 0 25j�˝ �ß J�å �_  25J�˝

Q

DL      I.1 1�A  ~     PrOcess‘B’Accolmt
CL

Pmic�R�Q      uniL  Amant  L�Ô cun Units  Amomt
Rs.                                                     :                                 Rs.

,To ProceseA a/c lgrm U,S3 ByNormal Wastagp nS 49*illrtdrials 
4,0m

'."Libo0t^., ,' qgm * hocese c Nc ,1t,g)0 36,336
-'f Uinthctriry. l,m (oqrutemsftlrod)

Erpcoscg
l

-.f,ilnoinld Bftc'tiw - nS $2

19�] �¯ 5�R�› �R 85    ’11’�R
’ 

�R

�g

    ::

�A
83   

�E

.  : 
�æ �] 1 1�]     . :::

ær  |
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�O Process 'C'Account Cn

Particulars Units�R �ô nt
�E    Rs.

Particullars Units Amount

Rs.

To Process A

"Materials

" Direct Labour

" Manufacturing

Expenses

18,800  39,336

2,000

3,000

1,500

18,800  42,836

By No�\ l Wastage  �A1388011  376

"Abnomal�R�� stage  920 2,309

"Finished Stock     16,000 40,151

18,800 �˘ ,836

Checkyour progress- I
The following data pertains to a Chemical Company '

Total Processl Processll Process III

Items

DireetMaterial

Rs.

7,542

Rs,     Rs.      Rs.

2,600       1,980         2,962

Direct Wages 9,000

Production Overheads 9'000

2�ƒ

2�r

3�r

3�r

4,000

4�r

1,000 units were intoduced to Process I at the rate of Rs 3 each. There was no opening and

closing stock

Output
duringthe

week

Per centage of
normalloss

toinput

Valueof
Scrap
Rs.

Process I
ProcessII

ProcessIII

�w
�µ

�V�T�O

50/0

10%

15%

�Q

�S

�T

Prepare the process�g 00mtS and nomal bStt abno�\ l bS,O abnO�\ l gam"c9�@
".

20(ACCOUNTINGFORSCttu",sPoILAGEANDDEFECTIVES
���L

"��
_�E TT,no deinLs scra�� as�g the incidental residue.Oor n certain types ofmanufacØ‰ o,

Scrap=�¡ Lang deflnes sC�¿  .____Ll_�¡ �] X�d+�¡ lrfh�� nrmes�gng"_�¡ is the llsable

�ƒ �˙�N�‘ �£ �i ]�§ �vva�˚ �� �Ü�b 1�– withottfmherproc�� s�Ö �¡�¡�M��
�g

� L
_ �� ��   ��  �¡�l ____^=�] ^=_�� LA fA�\ �nf�� mrnlngs_bonngs.

�Ł�í �£ Iå¶ �Ò �R�V,�Ø nl"�í �` �I �R�í
�ß �� �� 17�� ��

�c

�V �V �V�rl omtimber head end andbottom
.�U 1_.�n F Or�g n

�ß �í �i �z �æi�� :�G piec�� �Bmett et,�� exampLS�vSCrap.

�I
�g �g"�Ö

Ø‰��
�g

��=DS���g�¿ �V
h�£

�„ �U ^�ó
�˚ �M�í be�˚ .sed m ano�¡ er

�R�¡�¶�]+�¡ 7�� 111�� ��n�¤ �x�� ittdto Stores

iiiiK'!{{#ffiie;i;;il'fu;;;;;,; Goimt at its market varue and debi*d to stores

Account. r!a_ r ^^ B

D Scrap which oannot be utilised for subscquent production should be crOdircd to hocess

Accountatavalrrerc.'u',"marketpriceanddebitedtoStoresAccorrnt.
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iilD  SCrapwhichisofsmallvaluemybesold�� �£odically andthe amomtsO realised should

be CFedited to Works,Overhead Account. 1

Spollagl:�g It represents that portion.of raw materials�¥ �‰ich has been spoiled in

mnufactªŁ �� but which can be used agaln in mnufacnI�� as raw mtenals sold as seconds‘‘.

hastinc�V betWemthescrapandwilage�¤matwhilescrap�V esdlnOStCertdnly

h�V 00ursebfprocessingofmteridsthewoilagearisesonlyonoccasionsdue�í some�g�Uct

in operations or the materials.    �¡

Accountlng�p

"ment:r tte spOil�Þ

is total i,c�B ,all the llnits mmufactured are

spoiled,the cost of spoilage is the total oostiOfthe material,labollr and overheads incured

thercon.rthe spOilage is partid than the c�å ti‘PrOratedbetween good and spoiled unitS.

Defectivesl They are that portion ofpFOduC�� on which can be recuned and tumed out

as gOod unitt by the applicattOn Ofaddi�� �q ŁI �V �f a10r labou.�� iSiS�V prOductiO�¡ whiCh
doesnet�� onfonnto the standard speciicatiOn:orqualitt butWhi9hcanberetivedbybringing

it upto the sandard by incming sorne more � �̌¤�� ldiâ˜

�g
,t�\ ed‘salvage costs’or rework

��ostS’or iectiflcation costs’.

�Bf.e�í ::�ì �| Wt=�Ì ��Æ„ �] FhC��
unting of�g ØS�Vwork�¤ �¾prOblm

l or re�] work�v All the costs of rectiflcation are

�I TçW�ô �R�ì �ì �Œ:�Õ :�� ªYå¶lT�� �X�fl â˜�Ú ��
Łc �·�� Wll�� �� �ï     �ò �g�⁄ �ô
abno-l cOtt ofrec�� �¡ctti�g is chargedtOtheCostingProltand Loss ac60unt.  �]

�R                                      :

20�B 7 1NTER�] PROCESS PROFITS

�U
��
�u

�Œ�Œ�Œ�D�N�Œ�Œ�Œ�Œ�¢�D�D�E

Ordinarily the ou"ut ofOne processis tans�Æ rred tOthtt ofthe nextpFOCeSSØ[ �� sIOn�æ
butsom"""s,�¡ iS iansfered at a price in excess ofcOst,WhiCh may include an dement Of

�Qå¶   T�� �Õ�� �b çW I�O �ß�bl�O �R
�x are four metho�¤ Oftansh JçW

�[ �R �@ �í ;�I �I ���¡   �Ú �æ:�•
b each�¿|‘      ,

�� 1�T�¿�âa recOrd separateltt and mke c6st analysis tO I

���Ü �˛ �Râï�� �� �Q
�¤rttT�� �ç �b�R �RçW�g �O

"�¡
�R,�‹ lowing�˘ �º �ô �ß linvoM�g

n�b �„ ���ˇ a�¨
TTteT�B �� d
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Illustration -7 tWs Vijaya Conpany 's final product passes through two distinct processes :

Jaya and Ajaya. The following information is extacted from the books of the Company relating

to the two processes:

Materials consurned

Wages

Overheads

laya
Process

Rs.

120,000

1,00.000

60,000

Ajeya
Process
Rs.

120,000

80,000

The output of Jaya process is tansferrcd to Ajeya prrocessand thc ouQut of Ajqna proccss to

niirfrgd stocl aia profit of 20 per c€Nrt on transfcr price. The sale of finished stock,received

from the Ajeya process is sotdfq Rs. 7,50,000. Thcre is no any opening or closing stock'

Prepare thetwo process accotmts and ftrd otrtthe totol profit made by the company '

SOLUTION :

L

It[/s . V[rye ComPenY

Jaya hocess Account

,J

ToMaterials

" Wages

" Overheads

"Profit{@2tr/o

on tansfer Price)

By Process AicYa alc

(ataprofit of2W/o

m transfcrPricc)

Rs�B

1�n�¸

1‘�� �v�Þ

60.000

70J�Þ

350�v�\ �_

RS.

3,50,000

|�A

3,50�v �Þ

C�¡
�� eya Process Accomt

�⁄ .

ToTransfer from Rs. ByFinished StOCk

Q87,�k �_
3,50;�Þ      tat aprofltOfJaya process

l,3Q�Þ   20%On mnsfer
�g WageS

80�v �Þ ,  �l �Z
‘‘Overheads

l�c �¸
�gP�R�¿â �̃qht20%                                                _

�| �r
On msfer�ß"e)  ___

S�º$ .      Q
: �fimishLLSmckArc�\ �Œ�Œ�Œ�Œ�Œ~~      Finish��

Rs.

�' .

�g Transfa�¡ om        Rs.   By Sales
7�r �r

�‡ ���I aya PrOcess

�Œ

000
�g P&LA/c      ____

7J�_ �v��

�Œ

7�v �XàÛ000

�Œ
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L Profit & Loss Accormt Ct

Rs.

2,70,000

RS:

70,000

1,7500

62,500

ToTotal"�˚ t

2,70,000 2,70,000

Illustration r8

A pfoduct passes through two process fu oonpletion , namely A and B. The output of
each process is tran3ferred to that the next process. at a price which yields a profit of 20o/o on

the tansfer price. The ou@ut of process 'B' is charged to the Finished Stock in a similar
rnnner.

Theri was no work -in -progress in any process at the and of the pcriod and the following
was the information available on that darc.

f,rocessA ,[rl"*"
Materialsconsumed 8,000 10,000

Direct wages 6,000 4,000

Closing stock 6,000 3,000

' h 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
Stoch goods worth Rs. 6,000 were in stock at thc e'nd of the period and the balance was sold for
Rs' 24,000 .Prepare the account for each prooess and also the amormt of reserve that is to be
created towards the rmsold stock or enrealised profits.

Sol�¡ tlon

D�¡ Process'.N Account

By�EJaya Process a/c

By tteya PrOcess A/c

,y Fhished Stock A/c

Cr.

ToMaterials
" Wbges

"hofi(25%on
cost or ZQd/o ott
transferprice )

ByClosingStock
"-Process -'B' Account tansferred

�q���D�ƒ
�r

�W

�@
�U

Rs.

6�r
10,000

lC000

2�r

16ØÜ

�� Proqess 'B'Account CL

To Tmnsfer 00m

prOcOss‘�� �s

�gMatanalS

�gWages

il P10it 25%on cost

Rs.

10,000

10,000

45C�_0

4,�˝

ByClosing Stock

�gFinished stOck

KOu��uttansferedp

Rs.

8,�˝

20,00o

28,0002&�˝ �h
�A

��
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Dr. Finished StockAccomt Cr.

To Transfer tom

process’B’

‘T�_ �‡

Rs.

�ß �v�˝

10,000

By Sale

�gStock

Rs.

24�r

6,�� 0

30,000 30�r

The accounts given show that aecording to books the following profits have been made

duringthe year.

Process-A

Process-B

FinishedStock

Rs. 2�ƒ

Rs. 4�r

Rs.10�Ł �_

Total Rs. i6,000

Note : 1) It may be noted that Part of this profit is contained in the unsold stock of

finishedproducts and of the individual process;

2) so in order to ascertain the rmrealised profit of th9 ycar l res:rve has to be

createdin respect of tlre unrealised p:ofit i,e., the profit included in the stock values'

This reserve is calculateb as f6llows :

Process A : Only the frnished stock trarlsferred to process

B was. charged at a price in excess of oost' but not the stock

on hand. So it contains no Profit

Process B : a) The stock of this process, though valued-at prime cost' consists'uI'' of the

product received fromprocess A and partly ofmaierials and labour expended upon suchproducts

of 'B'

b)TheprimecostofRs'24,000inprocess-Bisrnadeupasheretmder:
Rs.

10.000

14,O�_0

24,�Þ

Products received from Process - A

Materials and wages in Process- B

( in the ratio of 10 : 14)

�ø �ü ØZ :�V �œ �V
�{ �¸ �T

�¤    �R

�g

�ˇ �¢ �BOWOtt prly ofte prOduct�† �‹
S3��

P�o
�†

�Ł
�e T�º �k �ô

d St�� Ck�E��mProceSi�¢ dOne d a"nt Of%%on c�B �Õ ��

C) HenC,�¡ epr�� mincluded h�¡ e abOVe�\tiOrled uoCki�˜  20/100X6,�¢ �B1200�E
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àÛ Sl�\ all�g

"��
�� �¡ beprovided h

�  i the"�A
"c�B

�Ü Of�˚ �¥ stOck h Proces�A �E3�â �¤
‘theFefOre Rs.4,800(C��

=1,200)�B

0) Out OfttS 10/24 represents tte prid�g [ofProcss�] A,ioe.,5�� 12X4,8�� �¡
�]
Rs.2,000.

11Łcª� �BL�¨ çW���ô �� �æ�Ì
D�æ

�ô �Q çp rludedhttStOCkttSproCtuctstthmfOre�§
.

Pront added by Foces,A Rs.400�A

HOnt added by process BRs.1,2��          1�]         ^

t Total reserve to be crcatcd

Rs.1,600

Rs.2,266

l. Hence ftre acttralrraliscdprofitwhichcalrbe srcdircdto theProfitand [,oss Accourt for
�� y�� �¤ :       i   �]

Proflt shova by haccounts

bs:æł �\ e for ttulised Pro�¡ t

CaS d�z�V �¡ i�¡

:    Rs,

(10�¿ �_

å¥

�Œ�Œ�E �w

2. Thc proccss stocks (in process A and B) ffi"the stocts of ftrished products will appear

in thc Balancc Sheet at thc cnd of the ycar at cost as hereun&r :

Process A:

Process B (Rr:E@ - Rsr 666)

Finishedstock �L .Q000�] Rs.�¡ 600)14�ˆ �ˇ
,,1:

117,7�¤

In the prcccss ofprroducing the main product in +tre multiproduct indushics, frequently
materials or prOdfrcts of lcsscr valuc, " byArrodrrcts". wilt enrrgc. On the other hand ,products
pro&rced conctar,ently and sinnrltancously in a conurpn proccss or opcration or a series of
comrffii proccsscs having thc sanrc intrinsic valuc, howevcr diffe,l,ent thcy may be called Joirr
products. For cxarrylc, in the Refincry industry whcre cnrde iiil is processcd, the Main produci
ic RGfinGd ojl ad ffp W+rroductr'ut nrtphr, chcmical fcrtiliscrc, ctc. h 0rc fractimal distilhtiofr
of cml, prroducts like a) aokc, ,b) gas,c) Amrrds" ctc., af,r obaincd which are called Joint.
prroducts.

RS.

6J000

7�À 34
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Methods of Apportioning Jolnt-costs:

The main problem in the case ofjoint product costing is the appofronrnent ofjointeosts

incurredupto the point ofsplit -offorpoint of separation.

The following are the impontantmethods ofapportioningthe joint+osts of,produStion to

joint-producB:

1. PhysicalUnitMethod

2. Market Price Method

3. SurveyMethod

4. lReverse Cost Method, etc.,

20.9 SIIMMING�] UP

process costing refers to costing of one or more processes involved while converting a

raw materials into a finished goods. In this rurit we tied to explain the salient features ofprocess

costing and the accormting procedure of process costing'

20�B 10C�UECK YOUR PROGRESS:MODEL ANSWERS

Dr Process I account

Week end

Output - 950 Units

Particulars Units Amomt
Rs

Particulars Units Amomt

Rs.

tounits intoduced

"Directmaterial

"Direct wages

"Froduction overhead

�¤
�¤1�� �z�l0 ByNo�\1  50

By ProCesS "0’

IA/c�¢ ferb

100

9,500

�r
�r

�Q

�@

�Q

ProcesS‘�U ’Accomt

14000 1  9’

Weekctrd OutPut - 840 Units

L

PartiCulars Units Amount Particulars

Rs.

�N�Œ�N
To Process I tansfer 950

"Directmaterial

'Direc wages

"hoductionoverhead

ByNo�\l�Æ1 9’1
"Abno�\ lloSSll:1,I

�gProces�] I�g �ƒ
(TranSferb

1  9500

_1�ß �ƒ

3000

3000

13801

300

lC&�_
.
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Dr.

, ',' Week end Output- 750 Units

Process'Ill: ''AccounJ i Cr

Particulars  i    Units   Amomt ParticularS   Units   i Amomt~             Rs ��  �R            �A  RS

To kocess II tansfer 16800 ByNormal loss r 126 630

"Dhectmaterial

"Direct wages

,"Product overhead

‘Abno�\ l gain      36:     1,368‘

876        29,130

2�ˇ (2   �g�AFinished stockA/c750        28,5��

4�� �Þ  cTransfe�£

4�_ �_O  .

876       29,130

Calcilation of coSt per unit:

PrOcess�] I

�⁄ No�\ l Production_=  1000-5%of 1000    ,

�§    950 units;Ac�` �œ1950

No loss no galn,

b)Nomal Cost     =   costtincurred�] Amomt ofscrap value

t              �]     9,600�c 100

=   Rs9,500
Costper unit        =     9500/950=Rs10

Process�] II                             �v     .

a) Nomal Production   =950-10%of950

�A        =    950�] 95

=     855 units ac�µ ��L1840

�] difference of 15 units is abnoma1loss

but charged as ifitis a flnishedproduct.)

�Ł  No�Znloost  =   17480�] 380

.      :=    Rs.17,100             .�]
Costl�h n�Rit   =    17,100/855=R�˜ �B20

P�_cess,II

��) NOnmIPrOduction  =  840�] 15%of840

�§    840�] 126

=   714 UnitsActua1 750   .

(rhe difFerence of36 units treated

as abnonnal gain and valued at

the�x

"Ofinished product.)�Ł  Norinal cO�¡   =   27,762�] 630
�]
�§    Rs.27,132

:"�g
P�¡ wit =  ,2�¡ 132/714=�¸ i38

�X

�E
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20.11 MODEL EXAMINAIION QITESTIONS

A. Answerthe followingin rbout30llnes each

l. Define prcccs costing. Discuss thc salieirt featurcs of p,rocess costing.

2. Define By-products and Joint- products with suitable illustations. Explain the various

bases for aplortioning the Joint Costs to By -pr.oducts and Joint products.

B. Answer the foltowing in ebout 15lines each.

3. What are normal and abnorrnal process losses? How are they fieated in Cost Accounts?

4. What is meant by inter-process profits? How they are tneated in costing?

E}(ERCISES

(l) The product of company passes through three distinot processes for completion. These

processes are Known as A,B and C. From the past experience it is ascertained that wastage is

inctnred in cash process as under :

Process A l0%

Process B 5o/o

Process C l0%

Ineachhoussthepercentageofwastageiscomputedontheofrmits*':i"q
the proccss concerned. The wastage of process 'y'f is sold at Rs. 15 per rmit ard 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 ne'c process and tlre finisH

rmits processed fromprocess 'c' into stock.The following information is obrained :

Process B hocess CProcess A

Rs'

Materialsconsumed 10,000

Directlabout 5m   m�r   25�r

Rs.

15,100

Rs.

fi3t0

�Œ
�@

�C�C�@

�\
�]
�@

�]
�\

�\

�\

�\

�g

�g

�[

�[

Manufacturing expenses 10,000 ll'130 12'500

1000 rmits have been issued to process A at cost of Rs'25 per rmit' The output of each

process has been as tmder :

Process A - g2o: Process B- 870 and Process C . 800 rmits. There was no stock or wqk

- in- progress in any Process. show Process Accounts, Abnrormal ['oss Accotmt and Ab'normal

GainAccount

;; il;aLimitedproducesapatentmaterialusedinbuildinginthemanufactureofwhich
t'ree procer, ,r" irvor'Ji' tr'u *Lad ':;;;:tdl tnt" 

c.onsecutivc grydes' namelv' soft

medium and h-d. ri;;; t"r;* ; *1"ti* ro' trt" first six months of 2003 are as folloyq

ProccssA Froces3B Process C

,.
Raw material used (tons) 1'0m

i Costper to, Gs.) 2oo ,^ ^^^ .^ -.^

and cxPenses

Weightlost

92 Scrap (colilrtBl' 50 Pc+m)- -+s.

"r\''

5o/o

50tons

lff/o
3Otons

2V/o

5ltons

r'I
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,II�u �¡ �¡ �¡ 11�] �¾

Two thirils of Proccss - A and one half of Proccss - B are passed to the next process and

the balanoes are scnt to ttrc warehouse for sde.

You arerrequired to prepare an accotmt for each prqcess showing the cost per ton of
each process .

(3) The fmished product of tWs GeetanjaliCo. Ltd., passes through two distinct process :

Gectliarn and Gauthami and then to finislrcil stock. Experience reveals that in each process

normally 5 percent of the total weight is lost and l0 percent turns scrap, which from process

Geetham and Gauthami fetch Rs. 100 and Rs. 200 per urit respectively. The following is the

information extracted from the boola of the oompany relating to the two processes :

Geetham eauttrarni

Process Process

Materidscinuni�£ )   8�� �˝

Ma�Ù �_��0�—

"i�˚
�¢ )150

Direct wages(in Rs.)   224,�Þ

Manufacming expenseS�T�E)80,�Þ
Output�� lmlS     6�ˆ �ˇ    6�r

mttl�£ �XT�ó �@�IrttWi�v
e�fi

��
clS�E �N�ƒ��

(Answm:Geemam:Abno-l Loss 4�� mits@�£.220 per mit;ou�� ut 6,400 units@220

mpe�¡ penmlt.:            �q

Gauthami:Abno-lgah 841mi�R @Rs.260"lmit;output6000 mi�£ @Rs12�Öpttun�¡ )

o �p mll�¡ �Bduct OfMys.ushodaya Cc Lld�Ł

’aSSes t�R

�B�W�R �¡
�g

6 diStittt process:

ARUNA,SANDHYA AND NISI�B�¡ �É no�\ l wastage Ofeach prOcess is as f01ls�A �q
3%;Sandhya 5%andNd 8%�BSuch wastageAnma Fetches Rs.l permitthatOfSandhyaRs.

2 prunitand that ofNi�\ @Rs.3 per unit.40:00o mitt were introduced to Anmaprocess@

%�¸ �@��̊Ethe tt expen�g s�v �QprOcessesgivenihere lmder:

Rs.

8�� �˝

�g

,��

31,600

560

250

80�r

�Ł ,360

Rs.

12000

�T 000

12,270

RS.

4,�¿ �_

52,�˝

175�Õ

' Othenrirffial$

Wegis

Othcr expenses

AcØ[lou�� utcin�V 9�]   3&800   36.�g D   33,500
-arc h0 0pming or c10shg stOcb.Prepare Process Acbounts i

cAn�¨ �° :Anma:Abno�\ lbtteb�S �q �¡,Rs.3,200;

"put31,800�˚

�¡ @Rs.4 F lmit�B   1
Sandhp:Aho�\ I wasage 46Cmits�A .2,990 1

0u�� ut,�g 00 �ZitS@�x �B
|�E

50permit

NisilAbno-l Gain:12 mitsR�¤ :108;      .
Output 33,,001mi�� �R�B

’perunitJ 93
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(5)The flnal productofWs.�] waFya CO"passes throtttwo diSuictprocesses lhika and

Auchitya,The following info�\ tion extracted Oom the bookS ofthe Company relates to the

two processes:

1,12,000

Overheads 32,000 80,000

The output of Ihika process 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

finisherl 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 stocks. You are

required to prepare the two process accounts and find the total profit made by the company'

(Answer : Ihika : Profit Rs. 48,000 ; Auchitya Rs. I ,44,000 . Profit made bV the c11n^anY on the

sale of finished stock Rs. 2,24,000. Total profit made by the Company: Rs' 4, 1 6,000 )

(6) The final product * APEKSHA" of lws Aparajitha co. Ltd., passes through two distinct

processes " APOORVA " and "APAROOPA 
* . It is lmown from past 

".p"ti_"Yllat 
5o/o of

ihe units entering the APOORVA process andl1Yoof the units entering APAROOPA process

would go waste. Such waste in Apoorva fetches rs' 10 per unit and that in Aparoopa fetches is'

20 perunit. the following are the other particulats extracted from the books of the company :

Materials

Wages

Sundrymaterials

Wages

Manufacturing exPenses

Ihika

Process

Rs.

80,000

80,000

AP00RVA
Process

Rs.

ZJ�˝
28,000

8�ˇ 50

Auchitya

Process

Rs.

APAR00PA
Process

Rs.

1�ø�\ �_

16,C�_0

8,190

10 .000 units were intoduced.into Apoorva Process at a cost of Rs' 20'000' Tho otttput was :

idH;ffies-s e,;do iii6 *a epi'*pa Process 8'400 units

hePare the hocess Accounts

(7)Aproductpassesthrouglrtwodistinctprocess€ssAandB,andthentofinishedstock.

The nomal waStage 9f each proceSS iS aS f01lows;

Process A�c 30/O ofthe unit,entenng the prOCess.

Process I�l �] 5�� /o Of the unitS entenng the proCoSS.

�Q �O �â �� �c�� [�h t�F �â �ß çW
�åS31k�E 1

The o�¡ er exPcnses Were aS here under:

per uniti

94
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Srmdrymaterials

Wages

Manufacturing expenses

Tlre actual output were :

Process-A

Process-B

ProcessA    ProcessB

2�î |�R 1�æ��
10,(XX)      116,000

2,100      2�À 75

9,5001mib

9,100units

Prepare P�_ cess Accounts assuming tttthm iS nO opening or closhg stocks:

20.12RECOMM[ENDED B00KS

S.P.Jain and K.L. Narang

RK.Ghosh

B.K.Bhar

- Cost Accounting'

Kallani Publishers,New Delhi.

- Cost Accormting'National Publishing House, New
Delhi,'

- Cost Accounting.,'Methods and Problems
Academic, Publishers, Kolkata.

20�B13 GLOSSARY

AbnormalGaih

Abnormal Loss

By-Products

Joint Products

Normal l;oss ,,.

Process Costing

Sp�� IInge

arop

Abno@al gaih is a process gain and is the result of
the actual loss being less then the cstimated,loss.

Abnormal loss is a loss caused by unexpocted or
unanticipated conditions or on acoount ofinefficient
operatingconditions.

Any product of saleable er usuable value incidently
produeed in addition tb the Main product

Joint products are those produced concurrently and
simulhneously in a common processes having the
same intinsic value, howeraer different they might
be.

It is an unavoidable loss because ofthe nature ofthe
material or process used.

It is a nnethod of costing used to ascertain the cost
of th9 prodyct at each stage of manufacerii. r:

It is the incidental residue from certain gpes of
nunufacture, usually of srnall amomt and lolv value,
recoverable without further processing.

It is that portion of raw materials which has been
spoiled innunufacture, butwhich can be used agaii
in manufactrre as raw material or sold u, .""ddr-

95
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UNIT�] 21: OPERATINGCOSTING
Contents !

21.0 AimsandObjectives

2l.l Lrtoduction

21.2 OpoatingCostingUnits

21.3 Classification of E:rPenses

21.4 Characteristics ofundcrtakings where oP€rating costing used

21.5 TrursPortCosting

21.6 Ilhrsratims

2l.l SurmningUP

21.8 Chcck Your hogrcss: Modcl Answcls-

2l.g ModclExaminationQucstiotts

21,10 Recommended Boots

2l.ll Glossary i

21�BO AIMS AND OBJECTMS
sting' claqsification of expenses' charateristics

of undertaking. *rfro" op"oting costing usci and cJlculation of orperating costing'

By ttre end of this wri! you will bc able :

a Understandthenrcaningofoperatingcosting

O Explain the classification of Elpcnscs

; List gut thc charactcristies of concems wh€re iperatingcosting used

a CalculateopcratingcostingoftangPortserviceorganisation'

20�Bl INTRODUCT10N
�—and cOntol the coStS,�u �V mdmlCing:

�¿     �V çW �í   �£ �� �œ :�R
are for e�\ ple�E

TransPort Serrrice : Motor,RailwaYs'ShiPPingAiretc''

�V �\
"�R

�\ Ces : 
�E

T�ï �ÆPttli�Ł
atr�r j�¢ �œ�¢,�µ

’�à

�N

or COrporatiOns �vtc�B ,Caterlàô�£ �ü �� �V �ì
=�]

�^ b�� �ª f�M�Q
;iH,,:ffij'ti i"iJtfl"t"ls' canteen' cafetaria etc"

the outPut cost nrethod'The

fire opcrating cost Method i" :1TlT-*:,*'l""St#H*S by preparine cost street.

�Q �I �í �ô      B�V �V
�• �ï WprepaFing��

�g

Sht,

96
.*_ffifiltrH#HT*H,yrril"H;ffi*-d;-i"ft 

i"ryr",or@)composite
:
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$rye ceil uril : h this cssc the.urt ofcorn io pcr bd in the sisc of a hoepitrl" pcr stu&ttt

in thc casc of solrool, md pcr mile or per torure c per passcngcr in thc case of a transPort

conpny€tc.,

Comportto Cort Urlt : trn this casc rnorc than one units arc conrbiacd trogpther. tte following

ar€ E<xrE of thc examples of composirc cost rniit

Nane oFthO SenCe Undertang

�¤  T�\ Ort

�Ł  HOWimls

c) EbcqicitystmlY

c) Cincma

d) HoGIE

0 IIocEls

d .ela8 worb

h) Stcamproducti.on
.

CheckYour $qfsr; I
What is Opcrating Costing ?

Cost Unlt

- per Passenger - K.Ms

-perTonni - KMs
- perPaticnt - Bod

- pcrPaticnt- Ihyor
- pcr Prticnt lVcck

- pcr KWH (Kilory mfi-houn)

-perMcal -Perrms

-pcr lflan - Show

- per Roonr- Day; per Pcrsul Per DrY

- pcr Roorr - Ihy; pcr Pcrsur Pcr IhY

- lmOC\rbicFcct

- 1000lbraiscd"

rrrrrrrr.rrrriooror

21�B3 CLASSIFICAT10N OF EXPENSES

Costs are classified into the following tk€e heads :

l. Stedtngof Flxedcha5ges: Thescchargesafuincumedwhetherscrrriccisprovidcdbr )

no! Exanple incaseofTransportVchicle, whichrunsonot salaryofoperatingmmsg€r.
and supervisors, insurangc, vehiclc tax, licence fees, garage r€nt ctc.,

2. Mrintcnence costs or seml-vrrleble erpenr* Thesc e:rp€nscs re to sdrtc Gxtc,lrt

constant and to some exte,nt variable c.g. Tyrc and trbe repairs and painting.etc.,

3. Opcnffig erpcmec rnd runnlng costs or'vrrllblc cortr': These chargcs rrary 
l. 'motrGclcisindircotprropctiontosertricerendcred.Inttnsportinchdcscxpcnscslilc, 
I

' Ih"d.rrifi""ti*pfl-rio$aHr6ofcoebintothcabovetkeegrerqh{OnotbcatEnpbd ]

�‰1�L |�˚

i�¡ Tl

�¡ �¡�� �¡ I11
:�¡ t�¡
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21.4 CHARAC-OFUNDERrAnNCSWERE OPERAnGCOSIINGUWD

Industries or undertakings where operating costing is used have.the following
characteristics 

'

(a) Ahighproportion ofcosts ofscrvice undertakings are fxed innature e.g., cost ofrynning
by quantity of goods. Similarly ,establishment costs of hotel are not effected by the
fluctuation in the numberborders.

(b) The distinction between fixed costs and variable costs is of special significance in the

case ofopeating costing becuase economic scale ofoperation have a considerable effect
on the cost of service per mit.

(c) Service industries provide regularly a uniform service to the oonsumers. These industries

accumulate expenses for aperiod andrelate it to the services re,ndered duting thatperiod.

In some specific cases operating cost may be treated as j ob 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 fiansport costiirg the cost unit is generally passenger-km or tonne-km. The total

cost of operating each vehiclels found out then is applied to the particular cost mit' 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 calculatiol of passenger-KM or tonne-K.M. both

passengeni or weight calried and distance tavelledbre taken into account. This is calculated as

follows. No. of vehicles x capacity x distance tavelled x days x passenger/weigiht actually

carried.

By preparing Cost Sheet, Total expenditure is found and cost pe,r unit is calculated.

Proforma of OPerating Cost Sheet

Particulars
Cost per

Unit

Rs.

�g
�˝
�q���D

a) I'ixed expenses: Garage Rent, Insurance,

Motor VChicle Ta:r , General Supervision"

Salary ,Interest on CaPital

b) Semi-variable or maintenance expenses

Tyres & hrbes, RePairs

' Paintings, etc.

c) Variable expenses or operating exPenses:

Fuel, Engine Oil : Lubrricating & Grease

Wages DePrection

d) Total(A+B+C)

e) Per TOn_KoM.COØJ

98
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21.6 1LLUSTRAT10NS

Folloluing exanples will explain thre above i:alculation.

(l) A transport undertaking has 4 buses running betw'e€n two places 30 K,Ms apart. These

vehicles rnake 4 round tips daily, the carrying capacity 48 passengers and7l%oofthis capacity

is actualy used. The vehicles are working on an average of 25 days a month.

Passenger : K.Ms =

Solution:

:No.ofbusesxdistancextipsx2xcapacityxdaysxpassengersactuillycarried,

=4 x 30 x4x2x4825x75 / 100 = 8,81,600 P.K.Ms.

(2) A Truck costs Rs. 2,37,600 and is life estimated for five years ,Scrap value after 5 years

is estimatcd at Rs. 17,600 .Standinglcharges per annum are estimated as under :

Licence Rs.9,000/'
Insurance Rs.12,000

Adminishativeexpenses Rs.21,000

The Driner and Attendent salary Rs. 3300 /- per month

Fuel costs Rs. 25.60 per lite .The estimated consumption of fuel is 16 K,Ms per litre. Estimated

annual Kilometfu rururing is 30.fi)0. The cost of lubricmt is Rs. 3,000 per annum Cost ofTyres
is Rs. 6,400/- and expected K.Ms are 16,000. Repairs over the life of the vehicle are estimated

Rs.30,000.

Solution:

Operefrng Cost Sheet

Particulars AmountpcrK.M.

Aqminishativec:rpenses (Rs.21.000/30,000) O.7O

Driners & Attcndent salaries ffi L3z

A. Strndtng chr4es :

Lrsurance

Licencc

(Rs.9000/30,000) 0.30

(Rs.12000/30,000) 0.40

2J2

1.47

0.40

Fixed cOstper KM     .

1.60

s

Ftot ,.,.
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Lubricants

Repairs

Rururing costPerUnit

(A+B) Totel cost Per K"l[,
or say Rs.6,50

6400

16000

30‘000

5x30,�c

,0.10

0.20

3.77

6.49

(3) A Transport tmdertaking is running 4 btrses between two cities 50 K,Ms apart. Seating

capacity of each bus is-50 p*r*gsrr. The following particulars were obtained from

theirbooks:

Wages of drivers ,condrrctors and clerners

salaries of Offrece & Supcrvisoty Staff

Diesel Oil and OtherOil

Repairs & Maintenance

Ta:ration,Instrance

OeP'rection

Intcrest & Ottrer charges

Total

Rs�B

24,000

10,O�_0

40,�Þ

8.000

16,000

261�@

20,000

1:44,000

Annul passengers carried were 75o/o of thescating oapacity' All the four buses run on all days

"f 
tf," ri""ttt .f,ind out the cost per passenger K'M'

Solution: Calculation of Passenger K'M :

No. of buses

CaPacitY

Distance ofround triP

DaYs

Passengers actually carried '75 c/o

PassengerK.M.=NoofBrrsesxCapacityxDistanceofrormdtriPxDays.

Passe,nger K.M. Caricd :

OPERATING COST STATEMENT FOR THE MONTH

=4

=50 passengers

=50x2�] 100 KM�ES

�] 30

Amomt
Particulm

Wages of,Drives, lndractors 
& Cleaners

Salaries of O{ficc & Supcqvision of staff

Taxatioruln$recc

htqrest & Otbq chrrgPs

24,�@

10�r

16,000

n�¸

1��
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40�r

8,000

2610�_0

l�˚ ,0��

From the fo1lowing data pmining to d�g year 2002�] 03,prepare,a cost sheet showing

the cost ofelec"city genmted per unit ofK:IH by Kamataka Th�\ al PoWer Station.

Total UnitsCenerated 20,00,000,KW H

" Operatinglabour Rs: 2,00,000

Repairs and Maintenance Rs: 2,00,000

Lubricants, Spares and Stores RS: 1,60,000

Plant Supcnrisio,tt Rs:   120,�¿ �_

AdminisEativeovertreads Rs: .80,000

Coal consumed pgr K W H for thc year

is 2.5 Kg @ Rs., 08 per Kg

Deprectiation @SYo on Capital Cost of Rs. 8,00,000

Solution :

Karnataka Power Thermal Station for the

Year 2002 - 03 Power House Cost Sheet

Electicity generated 20,00,000 K W H

B:  Running 9harges 3   :

Diesel ttotherOil

Rwirs&Mainmance

Depuiation            :

A+Bi,c�B ,Total Cost

cO�gF�Ó �i |,M=�â �í =�A�_32

(4)�� ower HOuse CoSti�Þ

Items

(A) Fked Costs :

�M PlantS�c sim

�c

Ø[

�g

OWheads

Total ned�� osts tr the year

D�@�˚ ation@5%on Rs.8,�� ,000     40,000

Rs.       Cost per

KIW.H

Rs.

1�p ,ØÜ

805000

1,�Ö :�ï 1�¡  0.�b  |
�¡�¡ �¡ |:�æ _�ß   ’ �E

�ßQ�¿D II�E  048,  �M
      lol l

_1�O �æ�u �] �]  /  �E

2,�g ,�˝      0.12

(3) Vartrbh Costs :

Coal2.% KG..x Rs.0.08 400,0m 0.20

Operatiaglabonr 2,00,0m 0.10

RepsmdMaintenanec 2,00,0q). 0.10

LI�c 0�¥ SpaFeS and

Stor��  1::|

��

�D

�N�\

�u

�\
�u
�\

�u�@

�]

�D
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Rs.

(C) Total Cost (A+B) Rs. 12,00,000 0.60

(d) Cost per KWH of elecericity generated : 0.60

(5) lvl/s. Abhinandana Road Transport Company keeps a fleet of lorries. The company
provides the follwing information, relating to the month of April, 2003 i

Distance run during the month

Salaries to drivers and cleaners, etc

Diesil, Oil, etc

Original cost of lorries

Repairs

Garriage rent

Licence and insurance

Depreciation is to be allowed at 2tpercent per annur.n on origrnal cost of lorries. Pr_epare a

staLme,nt of operating cost for the month of April,2003 showing the cost per running Km.

SOLUTION

Oeer*ins Cost Stdemert for t

40.000 KoM.      Rs.

8,000

10,000

480,000

u,w0
4,000

u,w

L Fixed ChatEer :

Garrage rent

Licence and instrance, etc.,

Salaties to drivers, cleaners

( 4,80,000 x 251 lo0 x ll 12)

U Vartable costs :

Diesel;oil, etc.,

Repairs

' Total OPeratinlcostPermonth

Distance run duting the month :

Rs.

4,000

24,W

sboo

10,000 45,000

34,000

Rs.

10,000

a\000

80,000

40,000Knt,

CostpernurningKm' = 80'090=3t'2
40,000

(6) lvl/s. Ahlada Transport company 1ms 
six buses between t$'o cities which are 250 Km'

apart fromeach other.ife scatingLpacity of eaohbus is 40 passengers and on an average 80

percent of its s""ting ,apiilty-it ,ri"Oby *r" p"t*got' Eaohlus nrade one round trip per day'

The following ir tlr" #;;;;; "rrrra 
n,* trre fr,ots orthe conpany for the rnonth of April'

2003:

Salaries ofdrirrers, conductors and cleaners

Office. staffsalarics

Dicsel oil and otheroils

1gZ Interest and other ctrarges

Rs.

28,N
uJ00
51,600

15,000

L*-
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12,O�_0

6�v 000

19500

Ø}

Prepare operating cost statement and ascertain cost per passe,nger Km.

SOLUT10N8

Ws,AHLADA TRANSPORT COMPANY

Insurance and taxes

Repairs and maintenance

Depreciation

I. Fixed/Standing charges :

Salaries ofdrivers, conductors & cleaners

Office staffsalaries

II. VariableRtrnningcharges:

Diescl and.otlrer oils

Repairs and maintenance

Depreciation

TlotalE (Frditure

Rs.

28,�ˇ

.    11,500

Rs.

Insurance and taxes 12,000

Interest and other charges 15,000'

�P
�]�\
�u
�ì
�u
�u
�\
�\
�P
�P
�P

�u
�R�@
�]

51,600

6,000

19,500

66:900

��  77,100

1,44,000

CalculationoftotalpassengerKm.:

6X40X800/OX 30 X 250 X 2 =   28,30:�� 0

Total passengerK�� in the month ofApril,2002�§ 28:80,000

Cost per passenger Km=1.�g .000=  5 Paise.
28,80,000

(DM/S.QuickandsafeTranwortcowanyswlieshulowinginfo�\ tim.Lcttany
msa�¡d of5 blses�� hgbetween two dttes of200 �V .00m each other.h seating
capacity ofeach bus is 50 passengers.

Wages of &ivers, conductors and cleaners

Diesel ardother oils and lubricants

Office salaries and expenses

Interest'and other charges

Depreciatiur

Taxation and insurance

Repairs and maintenance

On an average each bus carried passentts 80�r ent of the s�� �˝ capaci�T dwing the
month.Allthe5hDesranonallth�v 3odaysinApril,2003.FindmttttCOstperpasngerKm�B

Rs.

1�ƒ ,000

2,��
‘�˝

5Q000

1,�� ,000

1,30,000   :    |

80,000

�p �¸
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SOLUT10N 8

Ws�BOulcL ttd Snfe�¡ ansmrt ComDanV  I=

Calculation ofTotal Passenger Km�B

Nherofbuses:5;capaci�T ofmCh bus:50 pa�\ gn,distanceofonerOund tip:

200X2=400 Km�B

Passttgtt acmllycarriedbyeachbus dlringtt�_ monm:801"�Ú�¡ tofØ‰�¾ �� 18capaci�fl =

50X80%=40

PattmF Km�B �] 5X50X40030X80%

Q�u�p�R�° COSt Sta�\ t

24�ƒ ,�¿ �@�  �˚ .

�]
��
�e
�m

�v

Strndlng chetgcs:

Wages of drivtrs, cqrduotors & clcansers

Offrce salaries ld exPcnecs

Taxgtion and insurenoc

Int€r€st and othor charges

Rs.

1�ƒJ�Þ

5�@

"j�Þ
11�� �} _

Z�� J�Þ

40,m

l�µ �r

Total l and �U :

II. Runnlng Chrrycr :

Dicsel & othcr oils & lubricants

Re,paits rod nnintcorncc
,.

DsProciation

,�µ

_‘,�n �Þ

7�ƒJ�˝

CostFPasenttKm.�í T30pd�g
.    |

0 00WCrHouseCOStingb    r��
2002x�‹

�F�xª� �� P:�E
e

�ˇ �ø çWçW�ı I�r
Rs:  2�r ,m
Rs:  200J�ï

Rs: 1�R J�Þ

Rs:  1�ƒ ��

Rs:  80,000

Total Units g€n€rated 20,00'000 KWH

Operatingl-abour

RePairs and Meintenance

Lubricants, SPsrGs and Storcs

PlantSuPervisim

AdminisEative OvcrtPads

Coal c�ô �ƒ FKWHfOrtt�˚ iS2.5 Kg@Rs"98"Kg

Depuh�Xm@5%on Capibl COSt OfRs.8��
�_��m.

104�E
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SOLUT10N:

Iterns .

(A) Fixcdcosts:

. Administrativeoverheads

Total fixed costs for the ycar Rs.

(B) VariableCosE:

Coal 2.5Kg. x Rs.0.08

OperatingLabour

Repairs and Maintenance

Lub'ricants, Spares and Stores

�A �o P�E�\
�c

�A

Power�P�� �� �Ü 2�i �¤3  ~
r�fi �I _td 20"�ƒ �¶KVI

�E�]  Rs.   Qtt F K‘�~ �˚ �¡ ��

�E

                                   Rs.        :

pcpheciation@SYoonRs.8,00,000 40,000

Plantsupervision 120,000

ÆÙ�r

�¤

4,�� ���¨

2m�¸

2�� ,�˝

1,0,�˝

0�B 12

0:20

0�B 10

Q10

0.08

0.�Ö

�O

�O
Total Go�à (A+B)

Rs. �ß

�g

,�˝

Rs.12,�� ,�ï
Cost per K W H of electricity generated : 0.60

21�B7S�\ G UP

operatingCostingmethod is usedto ascertainthecostofservice in scrvicermdatalcings.
For examples Transport unde'rtaking, Erec-tricity generating uril, C;;;;;; -* -

�X�I �ø�I �q �ˇ�J
1�Sàh �� �Ù

�S�¿�� �� �¿�ł :�M�q�E �ô �ƒ |

�g
c�Ô �ß1�Õ �À �í �h�ß �í l�D �ı �° �ï

1�� �·
|’||h�c

�[ �R �ì   �H �D ªJor weight carried and distance

�â �mOfVehicLs x capaci�fl x dsance mvelledipassenger/weitttacttlyta�¡
edi

21�B8 YOUk PROGRESS:MODEL ANSWERS

ŒG �Q
9�ç �T

�â
�§ OWed"�·

�� �V :�V 9httT,�ç
"�V

�V

�¡05  -

�N
�E
�Œ

�E�Œ�Œ
�Œ

�E�Œ
�‹
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21�B91�ßODEL EXAMNATIQN QIIEST10NS  =

II. Answer the foltowing in rbout lSllnes :

l. Define operatingoosting. Mentionthe industieswhere it is tobe applied'

2. E:rplainwhat do youundcrstandb/'Composite Unif7 Giveexanples.

.1. Statc the clraracteristics of undertakings whe,re operating costing is used'

4. Write about classification ofe:rpenses in operating costing.

EXERCISES

5. Fromthe following information calculate total K.Ms andtotal passengerK'Ms

Nornulpassengsrstravelling 90% of capacity

(Answcr : Total K'M'20'000

: Total passengers K.M' = 9,00,000)

(6) A tansport service company is running I buscs betrreen two towns whioh are 50 KMs

apart.seating**ttro;du*i.ao-p$."rrgco.The 
followingparticularqar€obtained

fromtheirbooks Rs'

Wages of drivers, conductors & oleaners 4'800

Salaries of officc & supcrvisors staff 2'000

No. of Buses;

Days opcrated'in the month

Tripsmade bY eachbtts

Distance ofroutc (one sidc)

CapacrffofBtts

Diesel Oil & O0rer Oit

Repai* and rnaintenance

Taxation & insurancc etc"

Depreciation

Interest and othcr charges

5

25

��
4

20 KoMsIOng

50 pass�J �¡�ìIS

8�r

1,�ä

3200

3200

4�v �Þ

26,800

' -tt^r "'* o'10 nty' All the forr nm o!
Achral pass€ngcrs travcllcd yere 90Yo of thc seating capar 

rK.M'
all days of the month. Each bus made one round tip psr day 

, 
Find out thc pcr passcngsl

Ans: 4paise;PasscngerK'M'3'60'000
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(3) The Rayalseenn Trmspont Conpany is nmning 3 buses betrrecrr two places 30 K,Ms
apart. Thc scating capacity of each hus is 40 pasengers. Their books give the fotlowing
particulars.

Rs.

1:�ä

1;�Þ

1�� ]D0

5,000

11�Þ

600

2�r

2�†

1200

=�‘ 11Œt

|

|

Wages of Drivers

Wages of Cmductors & Clcancrs

SdaryofSrryervisors

CostofFuel 
i

Repairs

Garage Rent

Taxation & Insurance

Depreciation

Other Ovcrhead e:(pcrlses

.             �E
16,�Þ

Acml�⁄ assmgers carriedW�N
�Ł�â

OfttSeatingcapactt All� 

�¥
buSe��

�o�� �ó �vofthe month.Each bus mdet

tAns.:Costperprsmger KM Rs.0.04o

�ß �˛ �Õ Pharat�Æ
�g

TmnspOrt cowany whi�˚ keep a neet ofloFrieS Shows the�| 10wing

Kilomefres nur for April, 2003

Wages of April

Petol Oil etc., for April

Original Cost of vehicles

DeprecittOn to be al10wed@25%peF amum on Original cO��
.

3o,000

8�r    =

lC000

4,�� ,�Þ

hatrSfoF�V mOntOfAFil
Rs.

�A2,m  ‘
Gange RmtForApHl              .  4ØÜ

Hcme,hlmnce etc"�V �V �‹ �V   �^ �˝
1    �M

POare,statmentfOrJttL 2003�R
�O

�g

nedttvarittLcOttperttittK,�F
�A

icAn,:TOm�B�˜
"‘�B

M.=2.041

6),�E FFOm tte following dam calcula"�R ,00stF K,M.Ofacehicle.�M

Vallle ofvehicle

Road licmce fee per year

Lsurance chge per year

C�\ ge Rent per year i

�L
3,�� ,�˝

10,000

2,000

12,000   
�E
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Proportionate clrarges for tyres & maintenance per K,M.4"Q0

Driver Wages F�˚ �˚ �]

Cost ofpetolp�° li�«

Kilomtesperli�g

Estimatedlife

Estimated annual kilometers

NumberofTaxis

Cost ofeach Taxi

Salary of Manager

Sdry of.Accountant

Salary of Cleaner

Salary of Meclranic

Garrage Rent

Insurance hemium

AnnualTax

Driver Salary

AnnnlRepairs

i4�ƒ

16�r
8

1,50,000K:Ms

�L6;�å �_

�E  �� SVar00povnsa nctoFttis andtt fo1lowingh�f �˚ m�¤avanlable tOm the

reCOFdSminminedby��
10

59,600

Rs�B  700permonth

Rs.   500�g

Rs.  200�g

Rs.  400�g

Rs.600�g

Rs1   50/Op.a.

Rs. 900pertaxi

Rs.  350 permonth

Rs. 1000pertaxi

. Total life of a taxi is about 2100,000 K^{s. A hxi runs, in all, 3,@0 K,Ms in a month and

30 yo of athis distance has to be nnr witliout any Passenger. ., .

Petolcoasumptionisonelitreforevqryl0KMs@Rs.4.4lperliteoilandother
sundries are Rs. 10.50 per 100 K'Ms'

Calculate the cost of nnuring taxi per KM'

(Ans : Total Cost per K,M, per taxi : 1'635)

O Fromthe following information of aTransport Company, Pre,pare operating Cost sheet

showing the cost pcr passenger- Km'

The company owns andrtns.FTVEbuses the cost ofeach one is as follows : Rs,4,00,000;

Rs.9,60,000;Rs.3,60,000;Rs;4,40,000;andRs.6,40,000respcctively.Depreciationistobe
charged atzo lxJrc;it;; 6; vahe of tlre buses' Annual repairs and maineenance expenses

amormt to 80 pacent of the.depreciatioi ortrte buses' Thsre are l0 drivers and 20 cleaners'

While drivers ,.r"il, n*iOO il &il;;;""th, Bt o,f3" cleairers is Rs' 400 per cleaner

per month rhere # ,x g.*g.; *d gar#;;;i. i nt. aoo per m.onth ner each garage' The

Director, s fee is Rs. 3,200 per month. office expertses ": -?t 
Rt' 8'000 per month' Licence

and Taxes dmormt to Rs. 8,000 fm ""t'y;;;"G' 
tlre old tyres arc sold once in every six

months, eachtime ferchingRs.25,600.,{ftoJ"tftogggpassengrswcre 
caried over 1;600 KM'

drning the year . Diescl cxP€nscs Rs' 80'000

(Answer: Total cost : Rs' 14'40'0ry ' TotalpassengerKm: 1410'000' :

Cost Per Passcnger Km' : Rc'l) : ' '

(Notc:Ttresalep,roceedsofthcoldTypesaretobeshownasadeductionfromtheitem'
Rcoairs and Maintenancc expcnscs)
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(D�] h fO110Wing infomtion is extacted tom tt booh ofWS.PQR Po77a Cowany.
PrepareQtta�Ô �¥ CO"Shectoftt QçW �r �q showing�í �l�¿tt of"UdtrWttof  

��

electic�� gmmted.Total UnitsFoduced:15,�� ,000Uni�� .     �A     .

Wages Of�„EIWOrkm

Hant�c Sm

R9an�\ d mmttmeap�\ S

Ahinismtiveexpmws    .

�t �æ Value

For evcry tmit of elcctricity.gureratcd 2 kg. of coal is consumed @ Rs. 0.70 per Kg. Charge 4
percent of deprreciation on'the value of capital

( Answer : Total C.ost : Rs. 22,50,000

Cost per Unit of Electricity Crencratcd Rs. 1.50)

(9) Frqrthc following infonnrtio,n, calculatc (E) the total'nunring Km. and (b) the total
pasergpr Kms fq the month of Doeanbcr, 2iNZ :

Nwfier of buses 5.

NumberofdaysofopmtiOninh mont�E    25

��                              Rs.       :

�c .�v �B"    
�g

500

�c�c .�g     25�¤ 0

2000

19,750

1,"J�˝     �L

Romd Trips rnadeby eachbus

Distance of route'(one side)

Capacity of each bus

'4
'50Km.long.

40 Passengers

No-lpa�\ gers mvelling    �] ‘   80%�˚ lac��
:     i

�c

:. O TOmlRlmning�A .:50,000Ø° �B

O TOtaI Passenger�Ò .:lQ�� ,o�� pasnger b�B
)

(lo From tt folbwing info�\ tiOn exmcted oom the boob 01ws,PuShpak ttwOrt
CO�jpmy:�ì �� �ô �b�T.00St per passmger Km.:

�| �Ù :�{ �˚ å� Ł�
=.�A

�F 1�‰
eS1119�o�b

"ªà
�E7,0�i h F mOnt.�� rS�� 10 CICanasØ[ �� .5�g

"
�i �ÓTW’�V

�ˇ �i L�ł

‘ibuses�i

�� �� .�V �V6Fnges�· �V �V �V l�ˆ

::�V �V  feesandestabhshmntexpens�g �Õ�R14,000 and�� .|�� 6�g �� ��|�æ �¡

��   �fl �í   �V�V�U�¿�Ł�V�V�Vd

il�¡ 000p�\ p werec�V

�g

OVer �_,ooo�a :dlringØ‰ �V �¡  �¡
(Answer:Total P�\ gerk�� :1,oo�r ,000 dlring the r"
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Totalopentingcodof5bttSduring�R l ycar:Rs.10,�° �@

Cott per pa2s�¢ �V�ðKm.=10 paise

Not:Sale proceeds ofold �¯Fs and�¡ bes are tobe shovm as adeductitt�¡ Om�]theitm 6f

exPcnditw Repairs and Mainmmce expencs.

0�Ł �Z �E
�c

Tmwort hiceCommy�¤nmmingForttsbetwm�¡O�[ �A
7/hich are l�� h�ß 00m"�˚ �˚ �B�˚ E�ô �¨ Æe�� �b ri�fl Of�⁄ �R bus�¤ 50

passengm.�p fo1lowing are tt påN cultt exmedØ[ Ø[ bools ofteCowany

fOF�¡ emOntof�� �¢ L2003:   ��

�H :

Wages ofdrivm,oonductors and cleanm         l�ß 000  
�M

Dierl oil andothaoils          �� �ó  �M

13200Depreclation

Rwairsand minmmce       l�r

hned and othercheS        51�c

Sdaries ofofrlce and sup�\ SOry star    �ƒ �'

-3000Taxes andØ°uttance                                .

m�� �í çW �V �V çW �Ó  ���Q
pasnger  Km.

cAn�@:TOml Pa_er Km�B�L�¿�£000�E

Tota10pmmg expmditre of4bun in�í �c �ł L�§ Rs.48�v �Þ .

Costpa Pasnger Km.=  
�E

5 patse�B )

LI.IORECOMMEI\IDED BOOKS
. Cost Accounting"KalYani

Publislrcrs, New Delhi'

. "Cost Accounts" S' Chand &
CoryanY; New Delhi'

3. NigamR.S., Natang S'P' & Sehgal B'G' AdrandCostAccountind'Alvlanag
erial Approach" Sultan Chand &
ConParry,New Dclhi'

Theory & Praoties of Cos!

Accormting' sahit,'a Bhavan'As4'

l. Jain S.P. & Naran of K'L'

2. Shul*ra & Grewal

4.Agwal M.L�B

2l.ll GLOSSARY

Operrting Cost

Stmple Cost Untt

Composite Cost Udt

: CostofProvidingservices

: Unit of cosB is one e'g' Per be in

thcHosPial

: Morc than one Cost unit eg-

Passcngcr K'm'
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�]
  Unit�] 22

Unit-23

Unit-24

Unit-25

BLOCK.�EV8
�A         U        i               :

RECmtt10N OFACC�� UNTS AND I

90STrCQNTROL TEC�UNE(xttS�] || ||

Recongiliation of Cost and financial Accounts

BudgetaryConhol .

,'., '\ '.\1 ---i-'--.
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FINANCIAL ACCOUNTS
�_

Contents

XL,O AimsandObjectives
:,

?2.1 .Introduction

T2.2 Nced forReconciliation

X2.3 Reasons for Disagrcemeirt

22.4 ProcedureforReconciliation

t2.5 Summingup.:
Y2.6 Check Your Progress : Model fuiswers

n.7 ModclExaminatiurQumtions

X2.8 ReconnneodcdBooh'

T2.g Glossary
!

22�BO Almsind Obj�å �ˆ �¡

This unit airns at explaining the nced fqreconciliation of cost and financial scGotmtsy

reasons for the differerrcc betlveen cost and-financial accormt and ttp preparatlor ofrcconciliatiort

statements.

After studying this uni! you will be atle to :

O explainttrcneedforreconciliation

a identifythereasorsfordisagwmc,nt

a preparc the reconciliation staternent

22�B i’i�Ó �åROID�ÞC�å :ON

Wher€ cost and financid accotmts are maintained in a conceqn both the accormting

systans would disclose some final rcsult of profit or loss which slrould be the game for both.
This is so because both the cost and financial aqg_ormting systcrns derive infontation and data

from the sarne sourges (i.e. invoices, purchasc bills, etc., for materials, pay-rolls for wages and

salarics, andbills andvorrchers forotherexpenses). Butwhe,n independent setsofaccounts ane

imfutaiiled, though int€riocH through the curhrol.accounts, the final.result (profiUloss) disclosed

by one set of books may not agree with the profit or loss shown by the other set. There are

rnanyreasons for this disagr€cmcnt. Fo,r the reasons which causc the differcnce betwe€n the

respective financial results and also for p,roving thc comectness of the figrues in the two. sets of
accounts, it is necessar5r to reconcile the profit shown in the cost accounts with tlrat shown in
fmancial apcotmb.
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22�B2 NEED FOR RECONCILLAT10N

The reconciliation of Cost and Financial Accormts beconres negcssaqr because of thc
following reasons:

. D to ensure arithmetical ascuracy ofbodr the sets of accormts;

ii) to enable the management to know thc rcasoru fc the difference in profit (on lou) ar
shovm by both tlre sets of accourts; and

iii) to rnake cost data nrorp reliablc.

Checkyourprogresr- I
I. \lltrydoyouneedtorecocile CostandFinancial*ry ?'

22.3 REASONS FOR DISAGREEMENT

The disagrwnrnt beturcen thc cost and financial r€sults is causod by ftc follcnring rels(rs;

D ltems shom in linanclel rccounts butnotin costrccountl

The are a numbcr of itsms which are shown only in the fmancial aocormB. Expenses

irrc{uded in fmancial accounts will havc rcduced thc fmancial profit whilc itenrs of revenue

incltrded in financial accounts will have incrcascdtlre Fofit. As suct.u the finanoial p'rofit is

bomd to differ from the costing profit. The itcms may be classified as under :

a).Purefinancialchatges..Lossonsale_orexclung:o.f|rxed"'':TlLosson
investnents; Discormt on debe,ntures; Interest on bank loans, mortgages and

debeirture.; E*p"rr*, like stanp duty, discount, etc., in connection with the raising

and tansfer ofcapital (issue *a t *.fo of shares, debeirtures, erc')

b) pureJinancial incomes: Profit on sale of fixed assets; Reirt receivable; Dividsd

,r..ir.J; Fees received on issue and tansfer ofshares; Intercst received on bank

dePosits and loans'

c)Applicationsofprofits..Incomc.tax;Dividendspaid;Transferstoreserves;
Donations ,oa ttt titi"s; Writtcn offamolllrts of goodwill' preliminary expenses'

etb.

fl) Items shown onlyin CostAccountc

Therearecertainitcmswhichareshownonlyincostaccorrntsbutnotinfmgrcialaccopts.
fireseitemsusrsallyare notionalchrgesfiftr*tthifahgtowy4intenestonownedoryital'
€tc.

ui) Differingtreetmento-f^Items: , so-" itEms are teatcd diffcrently in fmancial and cost accStlts

Forexanple' .- ^r*o+-iole urot{r-ir
(a) rnventory veluedon : The basis edoptcd frry valuation ofrnetefials, work-in-prrogress

1 14 and fr6,iJ;;ffi;y-;;, b" ttri-sahe ln ttre two sets of accounts wiich mav catrse
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�]di�c mtin�V fltSShown.hf�\ cial accolntsl�O �v �YttofstockisuSually
on the basis ofmrket value of cost,whicheva is lolMtt h COSt accomtsl on�E �¡�¤
Omr��handi the stock is valued according to the method ofaccolmting h use�' .g"

F�uO LrO,Avmge he,etc�B )

00�EVerheads 8 h the flnancial accounts,�V _overheads incwed are only takm into
ac�� unt�¿ whereas in cost accomts overheads are recovered atpre�] det�\ ined�� �O..Ifthemderoroverabsofbedoverheadamountis lnallymnsf_db cOstiIIProrlt

and Los,�u Account,thet will be no difFerence between cost and flnancial proftt

ig�r 0�Ü IthoweVer9dleamomtiscarried6vertOthenextaccounting�g �ß �Q prlt
ftwes di�Õ

(c)D"reciaØ[ 9n3r the mmod of dwreciation fo1lowed in one set Of accolmts is
dirmnt�¡ �Bmthat followed in the Oæm �° �¡en4sottpr�B �¡t iglres disagee.

22�B4 PROCEDURE FOR RECONCILIAT10N

The reconciliation of cost and financial.profits is done by preparing a Recoirciliation
Statement or a Memorandum Reconciliation Account. This reconciliation is done at regulr
intervals. The figure of profit as per cost accounts m financial account is taken as the starting
point for the reconciliation. The irarious reasons for the disagreement are ascertained. The
effest of each reason on the profit of ttre accounts not taken as the starting point is assesscd. If
the effect ofthc items is to increase the profit ofttre latterthe amount of the item is added to the
profit taken as the starting point. If the effect of the item is to roducc thc profrt th; such amount
should bc dcducted. In this way, ifevery 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 irot taken
as the startingpoint

For examplc, if the profit as per, financial accounts or the loss as per cost account is takcn
as the starting point, then the following items have to be added and subnacted; to.ascertain the
profit as p€r cost accounts or loss as per financial accounts.

Items to be added :

D items ofincome included in CostAccountsbutnot inFinancial Accounts.

if items of expense included in Financial Accounts but not in Cost Accounts.

O ' under absorption of overheads in Cost Accormts

w) excess value of closing stocks of invantory in cost Acco-unts.

v) undcrvalued openrng stoc}s of inveirtory in cost Accounts etc.,

which would inflate the profit in CostAccounts

Item to be deducted :

D items of income included in Financial Accounts but not in C.ost Accounts.

D items of expenses included in Cost Accounts but not in Financial Accormts.

A over absorption of overheads in Cost Accounts.

l9 excess value of opening stocks of inve,ntry in cost Accounts. .

v) under value of closing stocks in inveirtory in cost Accounts etc.,

whichreduce the profit inCost Accormt
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Note : The above p,rocedune is revcrsed, if the profit as per cost accormts or loss as per financial

accounts is take,lr asttre startingpoint.

The RecurciliatiqrcanalsobedonebypreparingaMe,morarftmReconciliationAccoun!
the specimen ofVJhich is glvenbelow:              �A

�H �A    
�M             ���í9��

"�˝ �g
�¿
�g
��

�g
�� R�˘

‘�˝

��ciliarJ�˝

�g
�I cca�g ����

To Financial expenses:      �\  Rs. By Profit as p€r Cost Accounts

ByFinancial incornes:

hofit on sale of,assets

Dividendireceived

Interest received

Rcnt received

" Iterns chareed in 9ost Accounts

" InterestonCaPital

" Over absorPlion of overheads
n Overvaltrationofolioningstock

in Cost Aocotuits

' Undeivaluationofclosingstock
in CostAccounts

Proflt as per Fimncial Accom�R .

Illustration- I 
ct wages and administration

In a finru the work overhead is absorbed @ 600Z 
ill3r;r"*;,

exp€nses @206/oof the works cost' The tol

Rs'

ro rraci 21001000
Direct Materials Cost

Direct Wages 1'50'000

Works ExPenses 9!'000

^*r.irtation"r,P"*"t --9189
513'q00

10%oftheoutputisinstockandsalesamotrntedtolts.5,10,000
P6;; , co'i'sttt"t and a reconciliation statdment'

Solu,on 
cost Books

cOst Sheet
Rs.

2�r ,�Þ

�^
3,50,000

90�� �Þ

4/�_ �vO�_0

88�v �Þ

Ci

Bank interest

Discount

Fines

Penalties

Under-writing cormnission

Dbnations

Written off amount of Goodwill

and Preliminary expenses

Under absorPtion of overheads

Under valuation of oPening stock

in Cost Accounts

over valuation ofclosing stock
' in Cost Accounts

Direct Matenal COSt

Dir�v ct Wages

WorkS OVerhead,60��/o6f direCt Wages

AdminiStration ExPens�v
S,20%OfWOrks cOSt

Prime Cost

WorksCost:
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CostofProduction

kss Closing stock of finished goods (10% of output)

Cost ofgoods sold

Sales

Net Profit

528,�¿ �_

52800

4,75200

5,lol�˝

�} 800

To Material Cost

" Direct Wages

"Works Expenses

�E�E J�R �Rmn.Expenses

" Net Pro�¡ t

FlnancielBooks

Protit and Loss Accountfor the

Rs.

2�� �ƒ

1,50J000

98‘�˝

85,000

3Q300

5�À �À 00

By Sales

Reanciliation Statenent

Rs.

5,lo,000

53�À ��

Proflt as per F�˚ cial B00ks 3�@00

8,000

38�À ��

3�v000

35,300

500

Add undcr'ab]orntiori of works expenses

Less over abso,rption of administation expenses

Less undervaluation of stockin CostBoo}s

Profit as per cost books �M
34800

I[ustrafion- 2

Find out the Profit as per Cost Accounts and Financial Accounts from the followinginformation and rcconcile the results : ,

No.Ofllni�A prOduced and s01d

Total dirCtmterial cOst o�Þ �B)

.Total direct wages�¡ �B)

,C:ingpricep"unit�¡ �B)

Product X

600

3,600

3,000

25

Product Y

400

12,800

2,400

30

the works on cost is charged at 80Yo of direct wagps and the office on cost at 25yo of
works cost. The actual works 

"*p"nr", 
amountbd to Rs.4,500 and the office expenses

to Rs. 3,900. There was no opening or closing stock.
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�Œ
�à

�Œ�Œ�Œ
SbttndbttL:

sra‘�˘ ��
�g

��o/COS�� rcos�� J�g �Ł

Dir€ct Material Cost

Direct wages 
Prime cost

Works on Cost, (80026 of wages)

WorkC.ost

Office on Cost, (25% of works cost)

Costofhoduction
Net holit
Sales

To DirectMauialS:

x 3,�ä

1’WorkS ExpenseS

"orlce Expmes

"Net Pront

flnancielBooks

Prulit and Loss Accottnt for the year en4""""

ProductX
Rs.

3,600

3�ƒ
6,�ä

2�ˆ 400

9J�Þ

2�n 0

11�v 2’0

3�� 50

15J�˝

Product Y
Rs.

2�ƒ
2,400

5200

1,�¤

7,120

1,780

&�¤
3,100

12J�Þ

Total

Rs.

6�ˆ 400

5�� 400

11,890

�g

20

c120

4,030

20,150

6,850

27�r

�ƒ
�¤�Œ�¤

�†
�¤
�^

�w

�x
�r
�‰
�¤
�ƒ�Œ�¤�Œ

R�¿
"�g

�¿���¿
‘�`

Srar�g
�g

��

Profit as Per Cost Boolcs

Add Over-recovery of offrce expenses

Less Under recovcry of works expqls€s

Profrt as P€r Financial Boolcs

6,850

130

o80
180

c800

Costbook

(2,400+ 1,920)

FinancialBools---;---€
Differcnce

WOFkS eXpenses

�g

�¯ :02’0+1,780b

�� 00

180

omce expense,

4‘030

3p00

130

118
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Imustrtton�] 3

h following is s�\ ary ofthe Tra�R �q Prom and Loss AccomtofX Ltd�B ,forthe yeaF
ending on Decernber 31, 20{ll2 z

Dr.

ToMrtcrialsConsunred

' Wages

f, Factorry ovcr hcads

" Administrati(m Expenscs

" Selling & Distribnrtion
Expcnscs

' h,eliminryExpenses
(writcn of)

' Goodwi[{f,rrittenoff)

' Net Profit

By Sales(120,�� �˚ �¤

"Fh�� �«d Stock�g p�⁄ )mitsp

"W4�] in�] Prorss l

�E�EDividends Receià£ ||

Rs.

27�ˆ �K̇)J000

15,1030�_0

8�� K),000

3,824100

4�¤
�E

�˝

ä» ���˝

�ß

‘�˝
3�ß ,�ä

Rs.

�Ö ,�� 3m
l,0�ä D�E

1�{ ,m
læm �˝

�¿ �˝ �¿ �Þ

Thecompany unufactsasm mit.           :

h the Cost Accounts                       i i

�l Factorexpmses have Lm��ocatdb�V FOduCtiOn�] 2�¡

�g
"me ttt iD �¨ hinismtiOn expenses have Lm d10cated ttRs.3 per mit�¡ mi�R

�u

oduced;

�‰ Selling and Distibution expense‘havettm d10cated�g ªà�E4Fmiton mittsold.

Prware a statementOfCOstandPro�¡ tandreconcile theFOitdisc10sed�� ththatshOwn
in�g Financial Accounts.

�� �¿

Stotement of Cost

MaterialsConsumed
Wages 5,52�r

Prim ttstl?A,W
Factory ExpenSes, (20o/o onPrime Cost)

,

( - ) Closing Works-in-progress

Factory cost
AdminishationExpenses(1,20,0fl)+4,000)xRs.3,

Rs.

27,o,�˝
15,lQ000

�…
",�˝8��

/

51,�� ,�˝
1�{ �˝

�� m�r
3,2�˝
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CostpfProdutim 5352,�¿ �_

�C�Œ�@
�d
�u
�u
�D�u
�@
�\
�@
�@
�@
�u
�Œ
�Œ�@
�@
�@
�@
�u
�u
��
�D�R

�u�\
�u

�]
�A
�P
�A
�u
�\
�\

�\
�P
�P
�P

�u
�u
�\
�\
�\
�\

�@
�@
�@
�@
�u

�\
�uB R

 A
 O

 U



(-) CostofClosingFinished Stock rp-,q* x4,000

CostofGoods sold

Selling and Distribution c:cpenses (120,fi)0 x Rs' 4)

Costof Salcs

Net Profit

1,72�g 6

51�� 9�À 55

4�˚ �¢

5659�À 55

3J�g

�g

55

�Ö ,�� �v�ÞSales

R� 
�g
bŁÓ �ª Sra�'

�g
��

Rs.

325,�¿ �_
Profit asper Financial Accounts

(Add) Undcr-absorption of adsrinistration expenses

(Rs. 3,82,400 - 3,72,000) 10'400

PreliminaryexPenses 40'000

Cnodrrill 20'000

Difference invalue of closing gtock 12'6{;5

(kss) : Over-rccolery of selling expenses

(Rs. 4,80,000 - 4,50,000)

Over-recovery of factory expenses

(Rs. 8,50,000 - 8,30,000)

Dividcndreceived

30�v �Þ

Profit as Per Cost Books

�¤
�r�Œ

83�v �ð

�Ł 8�g

68,�Þ

3�p �˚ 5

I�¡ �¡s(�Ú a�¡ o�¡ �]4

Fromthe fOlloWingparticularS,preptt aReconciliation�E
Statement:

NetProitasperflnancubookS

Net Proflt as per coSt b00kS

FtttOry On coSt mderOrecOVered in coStb00kS

�ø�[ çWSeS recoVered m�¢

Wged�gInancialb00kS

D�@�ª ��iation l�g OVmdin codb00kS

hne�à ,CeivedbutnOtincluded�g
COStS

hcOme�]mxprovidedinttm�g ialbooks /

BankinmStCredited mmial��
�˛�¡

StwSaä⁄~entCCreditin�¡ nmcialboOkSp

Deprectation OfStoCkChged in F�\
Cld aCCOmts

�¡

120

Rs.

63�� 80

�g

7�Ö

5�r
4250

3,�ä

3�ˇ 50

450

600

230

420

860

1200

260
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Solidbm

Re c ofi ci I i at ion Stat ement

ProFlt as per Financial Accollnts

Addi Facbry expenses mder�] recovered

hcometaxpro�� dedin inanl b00ks

Depreciation ofstOckchaFged h�¿ �cddlh�n
Di�� dendapprOpriatedin lnancialbooks

_Lossesprovlded forOnlyinFin.books

Lcss:^�� lnistatiOnexPcnses ova�] recOvered

,:ureciation over�] recoverd in cost_b00b

hterest received butnotincluded in cOsts

Banks interestcreditedhFi�É b00ks    �E

Stores�| _t�V ditedinfmncialboOks

Proflt as per�� Ost b00ks

I�¡ �¡�� Jb�¡ .5

Rs.

5,700

600

�w

1200

260

Rs.

63�� 80

t

8,�µ

:  5�µ
�T 760

7Z�ˇ
4250

290

450

230

420

A Corrpany's profit according to the costing system wis Rs. 46,L26wlpreas the financialaccounts slrowed a profit of Rs. 33,z4g.From tf,e-following addilffi;;;;;',fr*fr
required to prepare a reconciliation statement showing:the;;;;r for the differerice betweenthe two figures : 

I

�‹
=�¿

�� L�gs‘�[ /ar�g a yCar�g �� �¨ �tar�� _J�g o/1�@�Af99o

To Opening stock

’’ Purchases       ,

"Direct wages

"FactOry overheads

"Gross�] Pro�¡ tc/d

ToAdminismtiOnexpenses

"Sellingexpenses

"Net Proflt     ,

By Sale

"C�� SingStock

ByGrossnintUla

" Srurdr5rincome

Rs.

4,�C ,358

1,�g ,308

46266

41,652

�æ658

8�g ,242

19,690

44,352

33248

Rs.

6,93,000

1,5o22

8�g �� 2

�æ658

632

�\ =_�¿ �æ �æ�O_�j �j �O�j��
�p

"Sdng recoFdS show:) StOClbal�i 3�BfRs.1,S6,394          1 �] 1:| |

�í D�¡ lwage�˜ abs�i � ĭduring the year:�� :45,737�] 1      �¡
�Ł Factory Overhead abs�¡ ed:Rs.39,42�‡

ivp �¿ is�� Ø[�¿ exPmeschged@3%Of�gHingprioc l

�Ł I S1l�V cxpttsesmged@5�X61tti�g �Bfsales

Vil No�V
=On oFsundryinc�\

i

l  �] �¡              .                          121
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�\
�\

�g

�[

�g

�[

�v

Solution

Reconciliation Stqtement
. Rs.

Profit asper Financial Accormts

Abd: Difference in value of closing stock

Under absorbed factorY overhead

, Underabsorbedsellingoryenses
I

Q152

22
9,�¯ 2�æ

Rs.

33�� 8

18�B078

51,326

5�p

�T 126

Stock of frnished goods at the beginning 60‘�Þ

Purchase of raw materials 1'80'000

wages ;lffi
Saleof linishedgoods

Stock of materials at the end 45'000

Calculatethefactoryon.cost@25o/oon.PrimeCostangofftceon.cost@75%ort
factory on-cost. Acfiral works cxpenses *rilil;n"- sg,tso and offrce e'(penses to Rs'

45,750

SolutiOn

OSFflnanc�� �í ØÕ �| �F à� Łr�� �� �d�I �D�Ò �µ
Rs.

StockOfmterials atthebegiming                  30�v
�Þ

I,ess : Excess direct wages absorbed in cost accormts }ffi
Administration overhead over-iecovered l'100

Sundry incorne not shown in cost accotmts

Profit as per Cost Books

srar�˘

�g
�˘
"ro/Cas��

rCOS�� 300�Ł

‘              Rs.

Opening stoCkOfraW mteridS   30,m

(�M)Purchase OfraW materidS   l,80�À
�_0

2,10�† �_0

(�ª ,00sing StO�æ
OfraW mterias 

�g
J�c

Raw mtenals cOnsumed

WageS
Prime COSt

FactOry on�] cOSt at 25%On pmme cost

1 11,65�r

|  17,�»
2�p ;m

60,�@
,     ~

122
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�x
�Œ

Offrcc on-cos at7|o/o on factory on+ost

(+) Opening stockoffinistred goods

( - ) Closing stock of finished goods

' Cost of good sold

Profit

Sale offinished goods

FinancialBooks

Factory Cosi

Costofproduction

3,�� ,�Þ

45,�Þ

3�g ,�Þ
60,�Þ

4,05�r

15�� �@

3�K���˝

l�À O,�¿�_

5�R��

h ProJit and Loss Accountfor the year ended. Q

ToOpeningStock:

Raw materials

Finishedgoods

" Purchases

'Wages

" Factory elpenses

" Office ereqrses

'Nct Profit

Rs.

By,ales

39,�¿ �_  "C10Sing Stock:

�@,�¿ �_    Raw Materials

l,ntt   Finishedgoods

75,�˝

58,150

45,750

1,31,100

Rs�B

520,ØÜ

45,�˝

15,�˝

5,80,000 5,çŒ;�˝

Reconciliatioi Statement

Profit as per Cost Accorurts
Add : Over-absorbed factory expenses (60,000 - 5g,150)

Less : Under-absorbed office expenses (4S,7SO- 45,000)_
hofit as per Finincial Accounts

Rs.

1,30,�¢

1,850

1,31,850

750

1,31,100

22.5 SUMMING UP

ldReconciliatiOn OfcOst�o

to ch6ck the arinetieal accur
���Ł1l as tO exPlain the difFerence

:"n.�E A�¡ +.�u �R�C

�[
^^==�Œ �\ �\ �] 2__�¡    �¡  .           ^_in profits. Difference iri profit or loss between cost and financid *;;;#ffiH#ffiffi;ofthefollowing*"tott 'vvwr' wur'urDE('rla

�l I ItenshOwninflnancialacc6mtsbutnothcostabc3m�£
‘1�]

   :
�Ł It�\ shown�gly in cOtt accOunts.

�‰ pifferingttatnentofaccOmts�B        :  |
For prwaring reconC�� iatiOnstatementofiI:::lliliiil:iillllll11

�¥�@�í �` �í �˜ �Ô �f Œ⁄
pro�¡ tconcmed shOuldbecl�˚ �Œ,stated vrithbri
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�¡ �¡ �– �R|

�RØSPROGRESS:MODEL ANSWEttS22�B6 CHECK Y01
i. fne following are the reasons for preparation of cost and financial accounts.

D TO Check arimetical accuracy.

D TOeXplainthedirerencesinproflts.

lilD TO mke cod data more reliable.

22�†7 MODEL EXAMINAT10N QUEST10NS

^Answer the following in about 30 lines eech'

1�B Mention the reasons for disagreement betWm the proit i8�@
es Of Cost Accomts

andFinancial Accounts.

B.   Answerthefollowlngin about 15�¡ �¡es eaCh.

2.Brie�¡ yexPlain�V reasonsfOrreconciliationofCOdandFinancialaccOmts�B

3.Brieny explaindleprocedwe,reconCiliatiOn.

4,�⁄ at�¤ Memorandm�w��

"a�˚

�V �˚ �U?

�] ERCISES       i :

1.The fonOungpartiCulars aretaken tOmthebookS OfacOwany�E

�N

Rs.

2�u 0,�Þ
Opening stoCkOfmternds       .        2,��

,�Þ
Closing stoCkOfmterials

850,�Þ
Purchase ofmttdS

wa�ves               3,�¯ �r
1,�_ ;�Þ

Opening stoCkOffmishedgoods
7Q5��

i Closlng stockOffmished goodS
21,50,000

�E SaleS OffmiShed goOdS

���v �Æ äD   �„ �{ J�í �� �† �í �¿

L�_ �r ��

       �Ø
C�� mt�‹ �k�Ł

�º
�� �å

�º ]�˚ �É :F�{
Fh�P�J�ï �L�í �í �Ô �N�ˇ
FimCialb00kS.

1àp �� �� �h �| �¸ �« �¿
�L

 Rs.�]

Directors' fees not charg€d in cost accounts

A provision for bad and doubtful debts

Bank interest

Income tax

Ovsrhcads recovered in,cost agcounts was

while actual overhead elrpe'nses were

l�À 00

1,1ªÛ

60

165600

17�r
16,640

�R
�c

�‰

�å

�¤

�⁄

124
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=�¡
:�¾

= ‘’�¡

�] �R

Vil WOrk was started during�g year on�¡ new factoFy mdlmpendim ofRs.3�T ,0�Ł was
inctmd.Depreciation at 5%was pro�� ded in flnancial accounts.

Prepare ttReconciliation Statement.l ii

3.|’�× �Ü �V �VfO_titt�v VenäFlow�E pOareOistat_d�X �˜ COStingttt"10SS,
andOanO�¡erstatemmtreCOncilingl�{ cOstingpro�¡ �A�� �¡ �í )se mown by f�\ c�J b00m

rradlilFg�| �u�� �T �| 7ZOss�˝ccazrr�� �e��rar

TbMaterial

�ED�VtWageS

I �V tOFy�\ eS

"Orl�V Ex_s
’Sd�‘ �† �� ��

’Net Proftt

�� |.
Wages 11

wom�q

orlce overheads

BySales(1,�� ,000uttio

Cost Accoun$

Rs.

.   Rs.

�° �˝

18,000

15,000

16,000

Fh�cFialAccomm

�„ �]    
��

11�N�£

"ØÜ�� �r

�F

0,000�B �] fOll�q �Ý .detils are ascmined On

�E�⁄

�]

a)�¢ �] StOCk:

�Õ als

�⁄�ƒ 300dS   il�í   :1�† :‘
�Ł  90Singnck:                           ‘

�E
�fi als        :~ Filnlinedgoods  _ 

�Ù  | �R
1�I

:�E �å �å �fi�¿�� �M�� 1.�° ��0�l :�E 1�„ 0�Ó �æ:
Find�V �V promaspermancattcounts,preparingaRec�· à iatim Stat_ts
IAns:�� |131,00ol i �¡

�L�j�]    �' FI�i
�o�µ �V�i Ø[�Ó�V�Ve

��

�h
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�� Sellingovands

Sales

4,�Þ

1,�� ,�Þ

h cost recor.ds, worls overhead charges are recovered at 100% on direct wages and

offrce overhead chargcs are recorrcred ot2lYoon worls cost. Selling expglses arc charged at

l0% on sales.

In financial accounts, debeirtne interestpaid Rs' 5,ffi0 andpreliminary expanses written

gffRs.3,000

[Ans:Costinghofit:Rs.20,O00;FinancialFrofitRs'19,000]
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22�B9 GLOSSARY

htcgrrl Accounting SYstem

Non-integral AccounJing SYstem

Cost Ledger

Cost Control Accounts

MemOrandum mm�¨�R n AccOunt

e ,r*"* of recording financial-and costing

iru#""[ont in one-self cont ' ' ' 
^ed 

ledger called the

intrtedledger.

�@�� �� �£�Õ    T�£
O�¡er and separate�µ

The principtt ledger?fthe cO�g
dep�\ ent.�¡

Oontams allimperSOnal aCCOmtst

�ì ���ò ª� �I l�Ó �b�b�� �y
independently ofeach�R _They mkethe COSt

ledger self�] balanCIng.

:t�M ThereconCihatiOnof90Stingand,�ƒ
idprotts

�O    l�˚ l:�ö ll’
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UNIT�] 23:MARGNALCOSTNG
Contenb

23.0 AimS andObjectives

23.1 krtoductisr

23.2 Distinction Betweetr Total Cost and Marginal Cost

23.3 Marginal Crs.t Equation

23.4 Application ofMarginal Costing

23.5

. 23.6

23.7

23.8

23.9

Advantages and Disadrnntages of Itdarginal C.osting

Break-Even Analysis

Preparatio,n of Break Even Charts

Managerial uses of Break-Even analysis
"r

Limitations of Break-Even Analysis

23.10 SummingUp

23.11 Check Your Progress : Model Answers

23. 12 Model Examination Questions

23. 13 Recommended Books

23.14Glossry

23.0 AIMS AI\[D OBIECTTVES

In this unit we intoduce you the marginal costing and its ctraracteristior, .6,"rrffi
advantales calculation ofbreak-even analysis, its rnanagprial uses and limitadons. 

o

:|:�â   d�V
’|�¡

9�E1,�˜ h advanages�¡ lds"�V �n :"�\ ginal:ol

deflne the tem breakeven  i  �]i��  �¡  |
cdculate�i ,�� kt�Ó point l:11�¡ I�E

�Yderstandthe�V l�¡ |leslFbreakeventtalysi:��

�¿ hn�¡ e limi�@ �¢ Ofbreakeven amlysis

23�B111NTROD�ÞC’IoN

��

��

��

��

�¡ |=�V 3�S]�� �� æoIt�V
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_Marglnal costing is"�O �¡ ly conCemed with �V  deà� �˚ mtiOn 9fpduCtC9�Õ WhiCh

6onsists ofthe mtal costs Lss�Æ �í ed cOStS.�ø S mrginal costi�˜ the sam"the vari�h |

�Acost.IteXcludes ttdexpmes entirelyOomthe costofproductton givingnse,the same cost

perunitas vanouslevelsofou�� ut.Undattisteclmique nxedexpenses arencta1located to cost

�Ytt butare chged agalnst’mdlarisesoutofexcess6Fttingpriccqtttod�r �V leCO".

TheICMA London defmestt t�\ �\ ginal�� o�Õ as"The amountatan givenvolumeOf

Ou�� utbywhich aggregate c9s�R are changedifth volutne ofou�� utby WhiCh aggregate costs

are changed ifthe volume of ou�� ut is incre�V d or deCFeaSed by one unit"�B lLis deflnitton�M

shows ttt�� �¡ the increa"h one wtt Of Ou�� ut the t9�ß cott is incFeaSed and ttt this

increase in�� �ltoml cOtt when an additioml mitis produc�¡ islmOWn a,mrglnal c�B ØJ�EFor

�\ ampL,a cowanyproduces 100�¢periamm tt tOmI Ixed cost�¤ Rs,1,000 per ttm

and d"variable cost ptt mitis Rs.3Q�o �Æ mtal oostis

Rs,

3,000

1,(�z 00

43000

If output is increased by one fan, the cost will appear as follows :

�Œ�Œ
�@

�‹

Variable oØD arginal costl cost(100X30)

Fixedcost

Variable cost(101X3o

FixedCost

Characteristics of Marginal Costing

1. All elements of cosis are clasSified

even semi-variable costs'

Rs.3,030

Rs�B 1,�� 0

4�v 030

into flXedand�V abl‘tOmpmm�AinCluding

Marginal cost per rmit is, therefore, Rs. 30. variable cost or marginal cost is also called

'direct cost, 'activity cosf or volume cosf'

The ICMA London defined Marginal costing as"The asceTtahment of marginal cost

and of effect on profit of changes in volume or bPe of output by diffcre'ntiating betrn'een fxed

costs and variable costsn. In rnarginal'costing, costs are ryp'-d into ,fx3l and variable

components. only variable cosrc ie inchrded in the cost of p,roduction. And fxed eosts are

charged against 'Ro,ai*tricf, arises out of excess of, selling piit" o'o total variable cost' It is

also known as'variable costing"'differential costing'or'incremental costing''

Veryofterrmarginalcostinganddirectcostingaretreaflr]sbeingoneandthesame-But
theICMALondonhasmadeadistinctionbetrveenthesetwot,ermsbydefiningdirectcostingas
,,the practice ofcharging all direct costs tl oneratiols, pro@sses orproducts' leaving all indirect

cisiil;b" written-off;gainstthe profit in whichthey arise'"

2.Onlythe ttginal COStS are treated�Õ
�V 06"ofthe unit�B   ,

3.The value of StOCkS Of mshed goolS��
l WOrk�] in�V �˜

�˜

’�¡

S9iC�@�» S’S Only�E

marginalcosts

Iixed costs are charged to trr"'n aiwhic] arisesout of gxcess of selling price over

1o"r *riuur" ""ro,il.ilil-,rG-rors 
ftrd to p,lace in'ttre 

;os-t 
ofproduction'

prices are based onrnrginal cost plus ,connibution'. 'contributoE is the excess of

selling price over marginal cost of sales

*;riit*prcfrtabilityofproductsordcpartnentsi{9etT^nlned6fteraqudyofthe

"oittiUutio"i 
maae avaitaUie by each product or departnent

4.

5.

128
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23�B2 DISlHNCT10N BETWEEN ToTAL COST AND MARGINAL
COST

Total co .mg, which is also knovrm as Absorption Costing', is distinct from Mrginal Costing
in respect of the following aspects :

l. Absorption costing is a total cost technique. It is practice of charging all costs, both
variable and fixgd, to operations, processes or products. In contrast only rrariable costs
are charged to products, processes or operations in Marginal costing. Fixed cost, as

mentioned above, is teated as a period cost and included in the unit cost.

2. The exceds of selling price over total co$ls known as lrofit in total costing'whereas the
excess of selling price over total rariab/cost is known as bontibution in lr[arginal Costing'.

3. The profit does not bear a direct relationship to sales in total costing. But rmder marginal
costing, contribution bcars 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 rariable and fixed costs: The stock of finishcd goods is valued at
variablecostonlyinmrginalcbsting. Thisresrlbinahighervaluationofstockinabsorption
costing than in marginal costing.

5. In absorption costing arbihary apportionment of fixed costs quite often results in under
and overabsorptioq ofcosts. Margi4al costing excludes fixed costs. As such, the question
of arbitrary appoftionment 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 decisian. But marginal costing is a useful technique which
helps the rnanagement in making cost comparisons and in solving many mamagerial
problems.

23�B3 MARGINAL coST EQUAT10N

Contribution is the differencc betwesn the sales and the marginal cost or variable cost
and it contibutes towards fixcd expenses and profit. So the contribution first goes to meet'fixed
cxpenses and then to earn profit. Ifcontribution is equal to fixed costs, there is no profit or loss.
This sales point or volume ofproduction at which total flxed costs, there is no profii or loss. This
salespointorvolume ofproduction atwhichtotal fixed costs are equal to c*Libution ir hr;;
as the break-cven point or no profit or no loss point'.

The contibufion can be expressed as :

contribution (c) = sellingprce (s.p.)-Marginal (variable) cost (v)
or Contribution = Fixed expenses (F) + profit.

For the sake of convenience, the elonenb of costs can be shown in the form of an
equation which is known as the Marginal cost Eqtration,and is as follows.

S - V = F t P/L where 'S,stands for sales, V for variable costs,

1 P for Profit and L for Loss

In ordcr to carn profit, contributim nust bc rnore than the fixed expcnses and to avoid
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�m�E
| The marginal cost equation meirtioned aboie is very helpil in finding out any of the four

factors, S,YF or R if any of thisc'three is knovm. This can be firrther explained with the help of
the illustation given below :

Illustration - 1

Determine the arnount of fxed exp€nses from the following information :

Rs.

1�ƒ ���˝

�� �¸

25;�˝

101(XX)            ,

25�r

�c
MarginalCostEquationis:

s�\ V=F+P

S or Sales=Rs.1,20,m

�� Or variable CoSts=Rs.40,000+25,000+10,000=Rs.75,000

P Or Pront=Rs�B 25,000

Applyingtt igttS,�� equatiOn,we get

Rs�B 1,20,000-75,O�_ O=F+Rs.25,000

F=20,000

Fixed eXPCn"s=Rs.20,0"

inustrattOn�] 2                             
��

Fromthe fO1loWinginfo�\ ti�˜ ,IndOutttamolmtofvaFitteC9�J
:

Rs.3�r ,000
Sales

Rs.50,000
Fixed eXpenseS

Rs.62,500
Proflt

SolutiOn

MargindcottEquationis:

s_v=F+P

Or s�\ F�æP=V

or v=s�\ F�\ R

Variable CoSt    (V)=3,00,000-50,000_T62,00

v =3:00,000�E 1,12100   
�L

v  =Rs.1,87,500

130

�L Sales

DiretMabials

Direct Labour

�[ able Overheads

Proft

B R
 A

 O
 U



IllmmtiOn_3   �¡  �L           :=   �]

Fromthefoll�V �° :pmicularsp�V dOut�í :�g �Ú :

Marginal Cost

Fixedpxpenses

Sales

Solution :

Marginal cost equation is :

S-V=F+P
OrP=S-V-F
P = 1 0,00,000 - 6,0{i,000 - 2,00,000

P = 10,(X),000 - 8,00,000

P: Rs. 2,00,000

Rs.

6,��
‘�Þ

20Q000

10J��
�E

�Þ

23.4 APPLICAT10N OF MARGINAL COSTING

�P�Ô �OŁÕ �› �Ô �íf�å �D�Æ�� �†�º �R�_ àY

�I �ß:àÛ �o �R1�¿1Øª�g
mhttmanagerial�g d�˜ ttwh�Y

�gtobuyormke aproductOrcOwOnent,andh
�˚ limllmprice bbe ixedduringthedepression.

�A�Ù1�à �F�˜ �P�PF�ä �R
e mmagemmt��sdving�p �Às prOblm

tional cOstinvolvedbydstinguished�g vaFiable
tom the ixec COS�¤ �B�¡ helps the mmagementin dcing several d6cisiOis suci as decittOns

MI�q �fiªR �˝ �I
�«dd and use Ofsul�g capaci,�« �zo

�‰�b OrdS aremain�˚ ined fOr flxed andwiable

�Ó �U l�„ �Õ rngttStt�v
�˚ e ttagerid prOblem�¿ �˚ �l �V Hnd�fl �P

�g
e

lIFittatiOnofs11lingpnce

2.Make �`  buy deCiSiOns ’�R

3.EfFectOfchange ln sales pnce

4.�ï intahhg a desired b�g 1 0fprO�¡

"
5.SelecttOnOfOsuitableproductmix

6.Altemative methOds OfprOducttOn.

1)�R �j ation OrSellingPHce                                .

�E hfOmation p�_ �� ded by the�\ ginal CO
managementin ixing thepricesin difFerentc�•

|
�¡�˛ �¡g prices has tO keep in�� ew the expected le
must cOveF al1 0osts tO ttk’prO�¡ tso �Fut in c�œ

�ß :�I :�ï �ò Øª �ô |
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expenses have to be borne, eveir though the production is discontinued. In this connection,

marginal costing provides informafion regarding . the rate of contib-ution I n*::.t levels of
pricis and capacity so as to enable the managementto knowthe limits ofprices within which it

can operate

2) Make or Buy Decisions

This decision has to be Aken whar the product that is being manufactured has a component that

can either be made within the factory oi purchased from an outside firm. By making component

parts, a concern can make use of ibidle capacitf-. kr dl"g at such a decision, the price asked

fytfrl, outside suppliers mustbe comparedwiththe marginal costofproducing the components'

#tfn ,r*gi*f ,oit i. lo*€r than tfrc prige demlnded by the o.utside sellers, the component parts

shouldbemanufactuJty"tifi"i"gffr" idle capacity; oiheronise, itshouldbe decidedtopurchase

thcrn from outside suPPlios

It also helps in making the selection of a product when there are scarce or limited resources'

The limited rrro*r".-rr" k"fu as key factors or limiJing factors, and such factors should be

;fiI;;Jil""rcr, *t .r" "*tiUution 
per unit of limited resource is the maximum'

3) Effoct of Change in Sales Prlce

Managcnrcnt has to cut the price of products from time to lime on account of competition'

orprnsion, gore*o*t;*r[I*t, trc. So,ii it ro.trytf 1o 
know the effect changes in prices

of the products. A Jin tfi;[i"g pri"" t i"ft" in aredultion in the oontribution' '

,.a
4) Maintaining a desired level of oufiut

T hc nnr.ragcment may be interested in maintaining a desired level of profits' The volume of

sales needed. u* X #rffiffii;i;;"fi*;f" "r""rt 
ired with tire help of the mareinat

costing techniq*. to-r;irt in tfr" trt;"t;;;;?;;"fitt, the ntimber of rmits to be sold' ifthe

sclling price is p-d;il;G reduced.roU" "t"ot"in"d' 
tt can be illustrated as follows:

Illustration -4

Youaregiverrthefollowingdataforafactoryfortheyear200lwhichendcd:

OutPtt:20,000 units

Fixcd exPanses : Rs' l'00'000

Variable exParsesircruit : IG' 10

selling price per ,nit : Rs' 20 
rice is reduced by 10% in ordo

.Howmanyrrnitsnnrstbeproducedandsoldifthesellingpncelsreclrcegoyru;/a

to give the same Profrt?

Solu��

Contibution

Present proflt

=Sellmg pricc(soR)�]
Variable CO�g �NC�B)

=20�] 10�] Rs.10 per unit

=Total COntributiOn�]
FixedeXpenseS

=20,000X10�] 1,00,000�] 1,00,000

sming"ce�� .10%fd�g

’��

n�§  2�æ�v  X20=Rs.�¡
8

contributiOn�] Rs�B18�] Rs.10�NRs.8

FC.+�] PrOit

�fi �¨ ØÜ perlmit

132
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5) Selection of a Suitabte ProductMix

)tr;n a.factoq manufacfires more than one product, the management faces the problern of
finding the product mix that would yield the hijht pr"tt". The nrix which yields thi ,"*il;
contibution would be the best product mix. firc production of such a prg{uct mi, hrs;;;
mintaindandincreased.Mlrginalcostingtretpsttremariagerrntintalcinjadecisiorto*tio*,
increase, redyce or suspend the prodtrction of a rurit or to change the priduct *t11.

Q NtcnrafiveMethods sf production

llltipryY'has to *go* from among alGmafive methods of rnanufacturing a product,
the changes in the marginal contribution rmder each of the proposed methods tras tJueo,orlcd
3ur Jt 

is necessaqy 
lo compare trre atrcrnative ,r;rilJJ;;;;"r. i.e., machine work and

hand work. The method which gives the greatest contribution can their be adopted. 
- _- l--

23.5 ADVANTAGES AIvD DrsADvAr{TAGEm
COSTING

Marginal costiirg has the following advnrtages:

l' Marqinal costing is better suited to the needs of the managernent. Thc knowledge of
cost behaviotr undcr variots operating oonditions ir 

"rrLti"ito ,ir" i*rrr-rr"rr--i,
|Iarginal costing differentiates btrreen fixed costs ,"a rori"Ut" costs, and;il.;;
data rSuirrd for decision making and profit planning are rcaaiiv,aralauJ t 

"- ,"rti"grecords.

Margi,il costilg iS Simple to Operate becttuse it avOnds the complicatiOIs Of

apportiOnment ofixed cOsts.        :

�r �í �o ��RI�˛ �Õ �fi �ƒ �b
�–�EA�� �¡ �¡ �¸ |

Fixed cOsts are incured On a time basis and are notindepmdmt ofthe v01��

"Ofing00stmments,niml�L �ˆ Łc�¢o�V �V

�c

�˚ �ß �˚ On.TOavOndmidc��
COst�B

ra nheF efFOducts are mnufactlred,mrginal��
Os�� �Ô ��rilittes the stu�� bFrela,Ve"�B �¡tabili�fl OfdifFaentproducts:             �]    :

Under_ginal�� os�� ,nO�¡ ctittOuspFOn�R Canarise,as stOch�· �¡ lued�¡ _ginalCOsts‘        :

Marginal eosting zuffers from ttre foflowing limitations : 
-e'

I . It is difficuh to ckasify a[ cxpenses as fr$ q rorrabre. But morginar costing a*nrmcsthat all expcrxrcs can be classified i"t" fi'J *i *rr"ui"lr.p**".. There rmy besemi-variabre expcrrses like depreciation, bonus,;;. il;; difficurt to categmiessemi-variable expcnsas correcUy as fxed erpcnses ,i "*i"if" expenses.
2' Thc time factor is'not given due attention because marginal costs .exclude fixedexp€nses which ane concemed with time. For suitable ,irrtp*iron fixed e:cpcnscsalso must be considercd.

3. Marginal costing ignores thc fact that fxed costs are also controilabre.

�Ó �Ì�Õ mt   �í�R   :
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�d

�e

�]

�@

�]

7.

In the long rur the sclling price cannot be fixed withouttaking fixcd overheads into

account.

It docr rnt povide any sandard for thc valuatisr ofpcrfonrnocc' A sysbrn ofbudgetary

;'ffi;il1ijdr'd'"*,tdgir,es muc effective control srq marginal costing.

The Balance Sheet will not provide a fiue and fair viewlecause work-in-progress

and finished stocls ;ll * ,morn at the rnarginal cost l{ilsuctr, in the case of'fire

""riJ*tr 
the complcte loss cannot be rccovered from tbc'fougance oompeny'

23.6 BREAK�]EVEN ANALY,IS

rhe basic objeetive of anv uu1ygry $lerP[ts': 1flH::ll-'.1lT#il',"J. *iii"
The rnost impout ot A"ioL *'rioi.inno*" F rylllt::ttffi 'n'ffi:

�‰
Cost iS the resultant ofa number offactOrs Such as         ,�u

 :

D VolumeofProdtrction

D Productmix

O Internalefliciencyinprodrctisn

rv) Change inthenrcthodofproduction

v) Sizeoforder

vi) Lots or batches of Products

�R�Œ�Œ�N�N
�Œ�C �Œ�E

�í �� �� �Ô �â �� �–���eIttI�]
i   �S

�Q �† �˚ �£ �F �h

Sttattdanalyª¯ �†

lm�F �Ó �F �Ø�Õ
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�R1   1111�¡
1�¡  |�] 11�¡ �¡ fi�¡

i ’1�¡ �¡ 1�¡  �R :  : =

2.Breakeven dysisis helpm in�å �V�Vå� anexiblebudrt�› Ch indicatt comat
various levelsof�˚ �� �^      :  �A

ll�fl �à �ô �� �í �ì �` �í mm�í�¿ �—�í �M
vol�\ on CostarerequutObeevalutd.l  i l     l

4.BreakevenmlysisasdstshfOnatingpricepoliciesbyFonting�¡ einnumOof
dfFerentFicl�� tlts m costsand�u o5tso       i

�c �¢�˜ �ô Æí�O�I �F �� ��
’�¿

�V C��uld"�b

Assumptions  �¡ �]     �¡
‘

çÖ �lbreakevm�] �V�¡ s�R based oni�� o10Wi38�]�‹ �V�R:||��    :
1.All cotts canlbe�⁄ �r �Vd intO�c �˚ �› b"absolubly�� _the mtire

mgeofvolu OfFontion�v  1   1i  _ 1  ..  :.I
2 Fixed�V �\ i�c �� �Ù �� lf�V �† �˚

�g

�� �M

�c

1�¡
1�E �¿

�c

äFh�i �V �V�V�b1�] �V �V
�c

�V�¸ �¡ �]
1

1�g �Q �æ�V
ØD�] ’�ß

�c
�V �• �� :

�� 1�« vOl_‘�� �‘ andttvOl_6f�ø �� tim��
�E vI.AssucLI�E �� m�„ L

anyOpenlngorclosingstOcks�B                �E   t
a PrOnti"�r �Œies�† Opmtingettdmcy_�Õ ØSŒi mdJ�~�r �¿ �˚ �^

"
workerremim mchange�–

7�E nere�§ �Bnly�V  product�� �� Ø‰9�� �V mul�Ü �]pduct�� �˚ �� FoductttK�§
|

�L      stable.       : :                 l               .        1      �]
1        1 

�¡ ,   I : �u      |
Calcul�ˇ Onof�Fr�ß ØSIEven POint  i         �\ :  :

�¥ �Õ �F�ï
çW�� �Ó �Õ i�Œ�§�Ômpees.                                                       1         , 1

DBuk�]even10imt=term�˜ oFphys�Œhu:its  l l        �]

�Ò :�ì �R�D�F�ò �fl�øå� �º �� �ò �øCOsts,1.e.J flxed and�n nb16�BOsts.

�Q1�ô �u�� �í �z  �Ì�D�fl�Ó �v�ì �ø ��
�í1�ß �{ FŒ��ƒ:å¥ ª� �� �M�Æ1�ô n�“ �R�� |�] IT�Ú
I�V us"�¡ Jb�ß _5    �].�¡

Salls=Rs.1,00,Ooo

Variable cOst perunit tts:�p

SellingpriceperunilRsl lQ : :

�x
‘60"�V

.5a�g 10�� cttateL�¡ .�Ü

�i
�~

�D
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= 
r_9rT -,so,ooo

rhis means thatthe r*,-i,Fir;ffi,i"l'ffTlrr* *,,-" or 10,000 units,

ii) Break even point in terms of Sales Value

h the case of multi-product firms, it is not possible to measure the break even point in

terms of.any cornmon gniiof product. It is convcnieirt to determine their break even point in

t€rms of total rupee sales. Even in the case of thesc finns, ttre b,reak even 
-noinJ 

is the point

where contiibution margin (i.e., Sales value - Variable costs) would be equal to thc total fixed

costs. The contibution margin is expressed as a ratio sales. For example, if the sales amotmt to

n". tO,OOO*d variable coslof thesl sales Rs. 5000, then the contribution ratio is (10'000 -

Solution 3 FixedCosts
BEP=

Contibution Margin p€r Unit

5,000)�m 10,000 ioe�B ;0.5 Fixedcost

The fomula tO flnd out Break even pointiS=�B contibutimRatio
Or

P/V Ratio

IIustration�c 6

Calculate Break�] evenpomt OomtteinfO�\ tiOn glvenbelow:

Sales

Vaiiable�� stS

F�j edCoStS

SolutiOn

P�� V LtiO iS

profttorno10SS�B

SdeS�Yl�g

�c �c        Rs. 15,�å �_

�c �c     Rs. 9J�Þ

�c�c     Rs.4�r

15,000�] 9,000

�c "   Rs.= 15�v �Þ

e Rsll�@ ��

10�vO�_0

1  :NIL

=Q�Þ =04
15�r ��

�R   FixedCostS
BoEIP.= P/V Ratio                           .

=�^ �� =Rs�B 10�ˇ 00
0.4

�¡ �Revittt 00m the fOl10-gm�q �•
S Value�H �B10�ƒ 0�k �� :B.EO�¡ ere�¤ T

�~�Ó e co�¨ 0�E6110,Cm)�¿ m

Fixed coª¯     �c   �Ù �Þ

Net Proft     i l

1��
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AmualBEPiUnits=�A  �ßlnC�† 2,00,000x12
=120,000mib.

Illustralon�] 8
S�\ V 80-60

The profit -volume ratio of ABC Ltd. is 50% and the margin of safety is 40%- You are
required to calculate the net p,rofit if sales volume is Rs. 1,00,000

Solution:

frtargin of Safety.: 1,00,000 x 40% = Rs. 40,000

MarginofSafety = ##
Net profit

40,0(X)= 
SU/o

SOYoof 40,000 = Net Profit.

20,000 =Netnonf
Net Profit at the salesvolume ofRs. 1,00,000 is Rs. 20,000

Illustration -9
A conpany earncd a pro{it ofRs. 30,000 drning the ear 2001 -IOO2.If the marginal cost

and selling pricc of a product are Rs. 8 and Rs. l0 pcr rmit respectively, firrd out the imount of
rnargin of safety.

Soludon:

Contibution = S.P-V.C

=10-8:Rs.2

monthl B�� md�\ ualBm

Soludbn   �A

Monmy�æ�ˆ
1�i

t"M��
ntly�K �j

Illustration - 7

A firm lus monthly fixed cost cornnitment of Rs. a0b,000. It is producing only one
product u'hich sells at a price of Rs. 80 per unit. Variable cost per mit is Rs. 60. Calculate

2,�� ,�� 0 =10,��
�_ units.

80-60

�V�V��:�ô �¿�¢lh6      1 �“

~ 10 Xl�� =20%

�i �Ü��safew=�í �Ì
=�˚ �‚ �¸ �„

ªà L5Q�i
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rllustration- 10
The following inforrnatisr is extracted fromtlrebooks of MPRLtd.

Sdudb�ß :

Year

2000

2001

Calculate BoEoR

Year

2000

2001

Chge:

Sales

Rs.
2,00,000

e40,000

Sales

Rs.

2�� ;�˝
�Œ

�g

���Þ

�g

J�Þ

ChgeinProm

�¾���¤�¤

Prorlt(sales�] COstb

Rs�B

60,�Þ
80,�˝

n�¸

1��P/V Ratio��
Change in Sales

�ß �r
x100=50%

40,000

Fixed Cost = Contribution - Profit

For 2000 = (SDo/oof 2,00,000) - 60,000

= 1,00,(X)0 - 60,000 = Rs' 40,000

For 2fi)l = (SW/oof 2,40,00) - 80,000

= 120,000 - 80,000 = f,'5' 40,000

CheckYourProgress- 1

A company producing a single article sells it at Rs. 10/- each the vnriable cost ofproduction is

Rs.6/- each and fxed cost is Rs'400/- per annum'

From thc above data calculate

D PA/ Ratio

O Break-even Sales

' iiD Sales to earn a:profit of Rs' 500/

rO Profit ac sales Rs' 3000/

v,) New Break'everr sales if the sales price is reduced W l0%

BREAK E�ZN CHARTS

sentation of bre$-eve'n anatysis' It shows the

interrelationship**"il *fi,:r;i;;'; ft.I* shows the break wen point and depicts

the estimatedprofit or loss at varying levels of output'

Theimportantmethodsofpreparingb'reak+venchartsaregivenbelow:
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"

Firstmethod

The volume or level ofproduction is shown on the 'X' a:ris and costs and sales revenue

are showr on rY' oris. The fixed cosb are represented by a staight line parallel to the horizontal

axis (i.e. OX). The variable costs are theirplotted over and above the fxed costs. The resultant

line is thc 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 b'reak evelr poin! because the total cost

at this level of production is exactly equal to th,e total sales revenue. This would mean that.if
production is less than this point (i.e., OM) the,. firm will incur loss; if the produotion 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+ven point.

BREAK_�V CHART

The angle of inoidence shown in the chart indicates the rate at which profits are being
rnade. A large angle of incidence is an indication that profits are made at a trigh rate. On th:e
other hand, a small' angle indicated a low rate of profit and suggests that variable costs i;;
great part ofthe cost ofproduction.

The margin of safety refeis to the exc':ss of acfual 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.

SecondMethod

A variation, of the first method is that fixedrcosts are shown above the variable coss.
This may be seen from the following figure

��
�i
�v

�y
�i

�Œ
�t
�c
�y
��
�h
�h
�¿

�O
�Q
�›

�J
�m
�Ł
�O
�O �Õ
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BREAK�]MN CHART

�Œ
�g�e
�Œ
�Q
�Œ
�J
�^
�R
�‹
�v

�C
�^
�d

��
�‹
�›

�g�‹
�E�O
�O
�Ł

�� �„E�b �M
�_

F:�G ED
COST

1
�E0

OUT PIJT (IN UMTSI

The .total costs line, is drawn over the variable costs line representing Ore total cost at

various levels of output. This metlrod has the advantage of indicating the reco19ryof fixed costs

at various levels of production before profits are realised. As a result, contribution at various

levels of production can easily be found out from the ohart. This assessment is helpful to the

management in decision making

23�] 8 MANAGERIAL USES OF BREAK�]EVEN ANALYSIS

Thebreak-even analysis is usefulbecause itgives the manasemer-rtamicroscopicpicture ofthe

profitstnrcture"f il;;.i""**t"'p4""'it'"3::t:]f ,T,Y::::::-::*lt"T:*:ffi';ffir*; ;; weaknesses in the firmbu!-fs" h".lp: in detecting certain leverages

whichcanbe utilised toenlrance itsprofitability. we all knowthatmodernbusiness is characterised

by ever changing conditions and the management canknow theprofit vulnerability of abusiness

enterpriseowingtosomechangesinbusinessconditionsthroughbreak.everranalysis..Indeed,
the break-even analysis is helpful in many ways :

l. The break-even chart helps the management to know at a glance the plofrts generated

at various levels ofsales'

2.Breakevenanalysisenablesthemanagementtodeterminethevolumeofsales
necessary to achieve a target profit'

3.Themanagemerrtcanmaketheadjustmentinrespectofthesalesvolumeneededto
achieve a giverr amo.mt of profrt in the context of chang:rgplices.

4. The break even analysis is/helpful in lnowing the various implications ofthe expanding

. ofproduction capuc-ity orthe installation of additional equipment

5. The break even chart shows how profit changes at different price levels tfrder assumed

conditions of demand and costs' 
g whether to go in for

6 The break even arialysis helps the managanent in d::id1ni

making certain components which are paiof their finished products or to puchase

them from outside suPPliers'
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�I7. Brealc ev€n analysis helps thc rnanagement in talcing a decision with regard to the
dropping of a product or adding a irew product to the existing prodgction line. The
rnanagementwouldbe abletoknow, throughbreak+ven analysis, the consequence of
such decisions or revenue and costs.

Ftrrttrer, b,realc-eveir analysis helps themanagement in choosingappropriatepronrotion-
mix. We know that sellers use several methods of modes promotio,n, viz., personal
selling, advertisrng etc. Howwer, the promotion of various modes in promotion-mix
varies ftom seller to seller. Break even analysis helps the management to take
appropriate decisionsby showinghourthe additionalpromotional expenditurewduld
influeirce the break-even point.

Break+ven analysis can also be used to compare different ways of doing jobs. For
example, simple machines, though slow, are economical for production in small
quantities. But when bigger quantities are to bc produced, costlier machines are to be
enployed. Ttre breakeven analysis enables the rnanagement to ctroosc the best method
of doing jobs at differentlevels of output.

9�B

23‘9 HMI�¡ �´ HoNS oF BREAK EVEN ANttSIS

limiations.

It"r: limitations are inherent in th.e agsunqntiong pder-lrins the break even analysis.
Therefore, before coming g.qrQsty cmclusion, S. yqlidi y"ra" E *r.;;;;i;;i, shoutd
be considered in the light ofitsiimita:tions such uitt 

" 
roiio*lrrg ,

l' The break-ev.en T4ys! isbased 
9.n 

thj assumption tha! {l costs :can be separated
into fxed and varilble. But in practice, it may not Ue possible to airiai r"rtr into fxea
and variable ones. In tnost ofthe cases, the cLsts oo ioiiimai" 

"itti." 
tiiirfv constant

or totally variable in relation to the volume of production.
2. It assumes that fixed costs are fixed for ever. But in the long-nm, when the size ofthe

business changes, the fixed.o.t" ,ri Uo*Jt";hd;.
3. It assumes that variable costs arp directlyproportional to the output. But the variable

costs maynot have anyproportional relatibnship to the output. :

4' It assumes that the.selling price remains unchanged_. But the selling price may have tobe changed from time to time according io tlr, ;;6;;"ditions.
5' The assumption th31 only o-1e pro$ict is produced or that.the existing product-mix

remains unchanged is unrealistii.
6' The.assumption that there is synchronisation between production and sales does nothold good inpractice.

7 ' Lastly, it does not take into accoturt the capital invested, and, therefore, it cannot,present a complete picture ofprofit planning
Check your progress - 2
l. What is Break-Even Chart ?

�¡
�Œ�¡
�E�Œ�Œ�]�u�P
�C�u
�u
�u
�\
�\
�\

�u

�Œ

�@

�Œ
�Œ

�@
�@
�@
�@

�Œ

�Œ

�E
�Œ
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23�B10 SUMMING UP

Marginal cost is "the amount at any given volume -of out put by whjch aggregate-costs

are changel.if the volume of outptrt is increased or decreased by one rmit". Marginal Costing is
..the ascJrtainmant, by differentiating, between fixed and variable costs, ofmarginal costs, and

ofthe effectonprofitofchanges involume ar-rd!p" olgYtput. Thus undermarginal costingthe

eosts are classified as frxed and variable, and only variable costs are charged to products, while

fixed Ccsts are charged to profit and loss account'

Marginal costing helps in I ) fixation of Selling Price ii) make or buy decisions iii) effect of

change in sales price iy ftaui"tui"i"g a desired level of profits v) selection of suitable product

mix vi) alternative methods ofproduction.

Break even analysis, refers to a situation where the firm neither earns profit nor loss' the

revenue will be equivalent to total cost'

AssumPtions:

0 SellingPriceremainsconstant

0 All costs are separated into fixed and variable'

D Total fixed cost is constant at all levels of output'

lv) Production and sales are equal'

v) Production policies and operating' effrciency remain constant'

Managerial uses of break-even analysis

D Helps to know the profits ganerated at various levels of sales'

ii)Helpsindetermingthesalesleveltoearnthedesiredprofit.

tnDHelpstoadjustinrespectofsalesvolumeneededtoachieveagivenalnountofprofit
in the context of changing Prices'

lv) Helps toknow the implication ofproductionexpansion'

v) Helps the management whether to make or buy'

vi) Helps the management whether to continue or dropping a product'

vii) Whether to continue from losses or to shutdown the factory'

viii) Helps inchoosingappropriateproduct-mix'

Break-even analysis suffers with many limitations'

: MODEL ANSWERS
23.1l C�U ECK Y9UR

l. Contibution

=

i) Profrt volume ratio

P.V Ration

= Sales Hce - Variable Cost

=Rs. 10-6

Rs.4

Contibution 4

Sales 10

- 4O%o or -4
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Sales

�L3000

300o x .4

1200

1200

�E
1200_400

800

v) New B.E.p. if s6les reduc edby lWo

ii)Sales at B.E.R

B.EoR Sales=

Sales

Ontibution

Sales

P/V RatiO

BoEoR Sales

Cmtibutim

P/V Ratio

=   
Ø[�ü

:    4

=Conmbutim

=Fix+PrO�¡ 1

=400+PrOflt

=P

=P

9-6
9

1

3

Fixed COst

P/V RatiO

�E

       �¿
��

�W ir

�\ �Œ
F�j edcost         .

P/V Ratio               
��

= �U  =400 x l�v 2=
:4       4
4                      �E

10   .                        :

�Ł�J̃:s�Ó Prom�†ªà.�×
1�¿ �'���V�¤

=Cmmhtiom
P/VR�RØ[0

=Fixed Cost+P�_ it

4�� +5��

40%Or 4

=Rs.2250o25 unitsp

iv) Prsfit at sales Rs. 3,000

�´
�ˆ

4�� x3/1

RS�B 1,200 �g
�@
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�R
�A

�D����
�R

2.lABreak.EverrChartissimplyagraphigalrenreryntltiol3|break+venanilysis.Thecost.
volume-prorrtraatio#rrip '*t'i".p*l*a#uiiri"i'rp:"1*-'":H;llnffiiffl'*1X11HR�{�£

=ØÜ
:�í �¿�º �� �l ����l�÷ �˚ �� ginOfSafety�V �� �_Jeof

mcidence.

23.12 MODEL EXAMINAT10N QUESTIONS

�æ

B�B

�Ó thefonowinghabolt30�‹ �g
eattl

Antter uC�¡ OW�c b"=i�V
�¸ �� !Œa�� :�v

d m magement�B)"us.
The tchnique Of�\ ginal

n.l rne�¡ ng?
�P

�Q

�R

�ò �� �ò 1�q �r �•�� �i �G� t̃tM�� �A
?

�˝ �C�S �� �î is?�\ Mt are itS�] �\ gerid u"s?

Antterttefol10WhghttOutl’�„
�å

1�' �E
‘�i �y �i characteri�� ,s6fTginal"�ï 14. 'What are the cnaracfcnstre! ur 'up." ' bte costs and fixed costs

S. prn r" .marginal cost' and'marginal'costing" Hov are nana
5�B

LatedmmteripdCOStin�m

,. lflH:ffitil?:,;f#i, used in gui<rine decisions vet to be made' Exprain the

statement.

7. Differentiate between marginal costing and absorption costing'

8. What is a break+ven chart? How do y* pYT^"?

9. What are the assumptions ofbreak+ven analysis?

io. wt o, are the r#t'i#;rb*;i;AruXtg

L Determine the amotint of fxed e)Ip€nses from the following particulars :

Rs.

480,000Sales l;60,000
Directmaterial
birectlabour -,- 

l'n'ffi
Variable overheads 

1,00,000
hofit

Z. fr"rn,fr. following particulars find out the amount of profit :

Rs.

Sales '',|'ffi
D:rect material 25,000

'#ilI3T'[n""" ro'ooo

FixedexPenses 
20'000 

..

3. From the following calculate PAy' Ratio and break+ven point :

Rs' '
2,50,000

Sales 50,000
Fixed exPenses 75,000

0.""r*TIbreak-evenptT-'*ff Ho".6E3'sicalunitsfr 

omthefollowing

Fixedcort"* -= pJ..ii!r*it
Xffifi,bJis:;' 

-= il:idil"*rt' ---:,
5. et exlstins sale o{ Rs..50,qrrq9"#,f5g#."ffi ffi ;J,',iff"Xtr"1'J$'lJt%'tfr
irti" fi x' iiiia-t"t BEB selline pnce'

unis' 
i
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�˚

lAns fRs.25,00,00Q Rs.50Q Rs.300 permit;�p �c10,00,0001

�É �‡�I �V :�Ô �� àp�O�ï �R �� 1�i PiS20%work o,�V
�ˇ

[Ans:Rs.25500;Rs.40,000]
7.h�¤ 1lowing �Ksultt ofa company forthe lasttwo years are�g fo1lows

Period o�� arp        Sdes          PrOflt

�h

�g

Rs.

2,�� �r

3m�¸

Rs.

20,�Þ

�p �¸

Whatwouldbethe�VfltWhensalesaFeRs,1,80,000?lMnt sales will yndd a proflt Of

Rs:50,000?

[Ans:Proflt Rs.16,000;Sale Rs.3,50,000]

8. Salesofaproductttmmtto200unitspermonthatRs�B 10perunit.F�j ed overhead is Rs.

400 per mont and variable c6sts Rs.6 per unit.nere is a proposal to reduce price by lo%.

CttCdatepresent and�† cP/V LtiOsand�¿ 10uthOWmanymitsmustbeS61dtomaintah
totalproit?

[Ans:P/V Ratio:Prescnt 2�æ ;New l�À ;2,Zm unis]
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23.14 GLOSsARY

Breek even analysis

Break even chart
Break even point

Key fac.tor

Margln of safety
Marginal cost

Marginal costing

n�n stldyOfrevenucandcostOfa FlminFelatiOn toitsv01une

ofsales.Itis alsO 101Qwn a,cOSt VOlum,prOflt analysis.

GraphicJ representation Ofbreak even analysis.

�¡
"level of sales at which tOtal revenues are equal tO tOtalCOsts and the netincOme is aro.Itis alsO lmow as‘no prOflt_

�¡o�N loss point�B ’.

A factorwhichtterc�¤ es dgniicantinnuenceonabudget and
acts as a conshin in ThieVing higherlevel of perfO_nce.

Excess ofactual sales over break even sales.

TheamOuntata�bgittVOlume oFou�� utbywhiclaggFegate
COSts are�\ changed if the v01ume OF ou"ut iS increased Or

decreased by�i mit.

Ascattnment of_ginal cost and i�A erect on pro,t�A by
direrentiatingbetween flxed cOsts and�˚ able costs.

TheratiO cOntibutiOn to sales       .        145
Contibutionisthe dir�\ c�v betwn Salesand�[ �› LG� 
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UNIT�] 24:BUDGETARY CONTROL
Contents

24.0 Aims end Objectives

24.1 Introduction

Z4.ZBludget, Budgeting and Budgetary Control

24.3 Objects of Budgetary Control

24.4 Steps in Budgeting,

24.5 Essentials ofBudgetary Contol

24.6Organisation tor Budgetary Contol '

24.7 Typesof Budgets

24.8 Advantages and Limitations of Budgetary Contol

24.9 SumminguP

24.10 Check'Yotr Progr,css : Model fuiswers

24.11 Model Examination Questions 
-

24. I 2 Recommended Bools

24.l3.GlossarY

24�BO AIMS AND OBJECTIVES

ffitexplainingtheconcept19ruyas!t,budgetingandbudgetarycontrol,
essentials and oUi..t, oiiuig't"y"contol ffii" Uuag"i"g' *T'::::11':*:f"t:H;?lH'
�Ñ �í :�g .1�â �@�� ���æ �e �• �˚ i�Œ5ittte�§ contrd�g dSO exphne�æ

Oncc yOu"�c the unit,youwill be able m:

��   llnderstand the meaning ofBudget,Budgeting and Budgetary Control..

��   eXplain the O�´ ectS OfBudgetary Control.

��  identittthestepSinBudgeting

��   reCOgnise the essentialS OfBudgetary Control.�E
.

��  deSCribe�g types ofBudgets.

24.1 INTRODUCTION

In any formal prograrnme ofprofit planning and control busiQessenterprises' budgeting comes

to the forefront. ln fact, it forms the heart "f-;h"+ 
*"tro":.Y::*:::5:'':-H.t:1,s,,:ti

:i:iffi :ill#T'#iff,J.*;;;;;;;ffi;"1:::,o'"*stituetheprincipar
instuments forprojecting futurecosts and"*u"' andthe foUrdationof firm's financial confiol

}ETARY CONTROL
24�B2 BUDGE�¡BUDETING AND BUD(

146
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�í �í �í �œ���Ü:�í �`�ÔM_LWSued�æ
�°

TT�Fldb�æ

�ò ��� �̆ô �ô �˘   çW �í �u
proceduresl�V  praCuces Of ach(Mng the glvnt(� 

ecies through budgas.L consists of

establis�\ t Ofbudets relating ofthe responsibilHes oFexecutives to the requirements ofa

p01i�– �Ü |�¡ ecOntinuouscowaritt ofaCml�‰ �� budetd�g sul�@,eimer�ì
"cttthettectiVe

ofthatpol�� orto pro�� de aflmbadsfor msre�� sion.              :
h the words ofRowland and William:the direrence between budget,budgeting and

budgetarycontol�¤ ,"budgetsaretheindividualdjectivesofadepa�\ t etC�E ,Whereasbud�w��ng

may be said to be the act of building the budgets.Budgetary control leno�g S all�� �¤and h

addition,includes the science ofplanningthebudgetst�« ntselves and utilisation ofsuch budge�g

as an overall rnanagement tool for business planning and control.Thus budget is the flnancial

plan and budgetary�� ontrolresults fk)lnthe aminismtion Ofthe rlnancial plan.

Check yo�¡ F progress�] 1

1.Deine Budget

�u
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�P
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�]
�\
�\
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�@

�\
�\
�\

�@
�\

2. What is Budgeting .

3. Explain Budgetary Control ?

24)3 0BJECTIVES 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 ofperformance
for each deparfinent. (ii) It gives the individual deparEnents a basis to work on a target to work
and to fulfil; a method how to achieve it; a kndwledge of how its own function is helping the
functionof the other deportnrents and finally, howthe efforts of the different deparfinents are
ftirthering 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 tlre work of,each unit ib proceeding according
to managernent plans and policies. It is an ideal means ofcommunication. (iv) Lartty, tt. Uuag"i
is a means of cpntrol of cost and performances. Since the targets are set in the budget, in full
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view of existing operating conditions and pre-determined nonns, comparison of actual
performance with budgets is a measure of effrciorcy, performance and cost.

The budget is thus, a medium ofplanning, 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 itselfrequires 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 ameans of Co-ordination

No company can act in isolation, less so, in a planned economy. It enables adjustrnent and co-

ordination betweeir intemal and extetnal circumstance to eirsure functioning of the individual
company with utnrost 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.

iii) As a means of Communication

The budget is a means of communication between lower and the shop floor management and

higher.Jhrlon. of management for changes in policies and plans and actual performa4ce and

imlhmentation ofplans and targets. Without this two-way communication, no harmony is possible

andbo6lenecls, confusion anddisaray arebomdto crup up impedingproduction andprogress.

iv) As a metns of Control

The control function ofthe budget is perhaps the most inportant. No control ofperformance or

cost is possible without predetlrminedtargets or standards. The budget sets dos'nthe 'norms'

;i;;;fil;" *a ori*ses against forc-es and operating conditions realistically assessed,

watches and *"*ur"rit" actualierformance withthebudgetornorm, andbrings 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'

iD Dretermimngmanaganentpolicywithregardtorangeofpnoducts, 
stocls levels' channels

of distibution, investnents etc'

iO Preparing a productio:r budget in accordance with forecast and policies' planning the
' 

needs for materialr, f"["r"; p*i*ti* *a tfrt" Acilities Aong wittr t]re costs involved'

19 Preparing the furancial estirna-tes as regards cashrequirements for planned operations

and investnrerrts. 
--:-- -- 

, 
'

v) heparing a 'rnaster budget' combining and co-ordinating the individual bu@ets'

vi) Preparing statemelrts and re,ports, evaluating currentposition and perfoms4ce against

lhebudrts.

24.5 ESSENTIALS OF BUDGETARY CONTROL

Budgeting is of great use and can be an eflicient method of planning and contol provided it

fuIfils the following conditions'
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TheBudget Cmtoller is assistedbythe Budget Committee. The Budget Committee will
', : includs Gcneqal fdu-rager, Sales M.anager, Worls Manager, Accountant or Budget Contoller,

hirchase Offiber,.Personnel Manager and Deparrnental Managers. The General Manager

: budgets and submit thern.to the Comnittee for approval. It is the duty ofthe Budget Committee il

. 
the budgets i

g)BudgetManuel

Ttre nsqtutc of Cost and Management Accountants, England, defines a budget nranual
as "a document ryhich sets out, inter aiia, thc rcpqesantatives of the persons engaged in the
routine of and the forns and records requifpd fir tuOg"tgry control." fhus, itlJa w.rittem .;

document which gurdes the-executives in preparing various budgets. Budgets are to be drawn
lcceping in viewthe objectiraes ofthe oryanisafior.r givenin the budgetmanual.

24.7 TYPES OF BUDGETS

Differcnt tlpes ofbudgets have been developed keeping in view the different pur,pos€s
they serve. Broadly budgets can be divided into the following categories.

A)Functional Budgets

B) Accormtability Budgets

C) Operating or Performance Budgets

D) Fixed Budgets

E) Flexible Budgets

A) trtrnctional Budgets

The importantbudgets underthis categoryare :

a) Sales Budget

b) Selling and Distribution Cost Budget

c) hoduction Budget

d) Production Cost Budgot

e) Materials Budget

f) Purchase Budget

g) Labour Budget

h) Production Overhead Budget

i) Other Functional Budgets : ;
i) Plant Utilisation Budger

ii) Capital Expcnditure Budget

iii) Maintenance Cost Budget

iv) Administration Cost Budget

v) Rescaroh & Development Budget

vi) Expansiim and Modernisation Budget
=Vi;Prontfuaget

152 viiilCashBudget
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�†

�R

�k

�R�A

mondl�VanddiSCussedwimttBudrtCo�\ imoLmg�]�\ budgetsmouldL sulmmted
by short�] t�\ budgetstomkethbpqç� �‹ contOl successhl.

oKeyFactorAnllysiS

Key factor has h�g fmed�g �Q factor h exnt Ofv7ho�g hnucnce mu�—�Q täF
assessedinordato ensurettt�I

�g
��omlbudgetS�' �Bg�B,Salesbudget,productionbudget,labour

budget etc�B ,)are reasOnably capable of milhmt.Key factor is also lmown as‘Principal
budget�å limiting�å ‘gov�\ g’Lttn�¡ isessmtialblocatØ‰ �‹ factOrbefmttwaration
ofbudgetsbecallse minnuencesdl dHbudgetso Allbudgets shouldbeco�] ordinatdkwingin
�� ew the panclpal budget factor if�¡ 9 bud8000ntOliS to achieve ttt desired results.h
key facO�� n drer�¡ �Bm cOncem m��oncm and d�R L sale�A �� ant cttacitt ShOnge Of

mw mterials orlabour or capialeà£ �B,

oLevelbrAc�R �‹ Analysls

The level of acttvity is in�� �ß mtin plming Foduction.nis�� 1l be�E ided by�Q

magementater�� �¡ into cm�Z �˚ onttFo�b �C OfiWrovingttnet"�¡ �› 1,�† a

product‘

00Fgmamalchart
Befmsuessm indlationofa�g �R�u���� COntol,itisn�� ew�› �VaCOncmshdd_

have a defmite plan oforFnim�� .Au�„ oity and responsibil�� ofeaChattutive shouldbe

clearly defhd.AnorganisatiorLChttforpu�ˆ �¡ yCOntolis glvenbelow:

ChiefExecutive      
�]                .1

1                           �A

Budget Omcer

l

�£

�w

�� �å �M�¿ �[ �  �| �y
advdiSmg and     ~
sening and

distibution COS0

in the Chart.

OB�VgetOmcerandBudgetCO�R�YdØ‰e

The ChiefExecutive shouldappointsomel
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�Ô �| �Ù       �hII�¿

mks Ofttagement.               �A

Vario�g budgetS�� �� �¡�B�Vdmd�]�� ���¢ �� �Ł
ned�g ��FatingttS�¤ r me

Rll�E m11(&veloo this atibute.

�D çW �w �˝ Ø× �O �˜ �q �« �� �– �ˇ �V Op thiS atibute.

�´�Ü
�g

nRCANISAT10N FOh ttUDGETARY CONTROL��24.6 0RGANISAT�R ’ d�£
"beopmtederectivex�Ü:�x �R�� �P�I �† �í �íI   W�¶ �V�qm�Ü �÷

�n

*ffi fir'f;"1#:"ffi,ffiff.,ffiffi i'""-iar"rt"deffortwhcretheknowledge'skill

and experience of all i*"iil"*i., ar"iomf,ined in tt 
" 

pt paration ofplans' Every functionary

in an organisation is expected to make his on* fo*""tts iolthe. forthcoming perid and state

whathe canachieve, ifgivenproperfaciliti"" tt,. ro'*asts ofvarious furrctionaries areprepared

normallyintermsofphysicalquantilil-w-hichtft*9'nryonsolidatedbythe'BudgetOfficerl
or .tsudget Controller'i to prepare tt 

" 
'f"fotio-Buagtt" Through 

-u 
ptot":*-oldisclss^r-ons and

adjustments, the targets dr;; up in quantitative terms become the specific targets' to wJrich

line executives themselves stand committed. Therefore, there wouldbe a sense ofresponsibility

amongst the executives to achieve the target, because it is of their own liking' It is through co-

ordinated planning that management serves optimum combination of the factors of production
�� �M

forachi�i �° �� lmmefrlciency

Whileinstall�V thebudgetarysystemmanorganisationthefolloWingprelimiwttps

shouldbe taken.                                             ‘

�¤ Budget centres

�vhmttt�ì �ì �{ �Ł�O �£ äD�Õ �� �ÆI�¡ �Ł
where planned perfomance is not ac,Crd�E

�Õ�Ô�| �§�˜�Ù� iåK

�˜ r�[ Æ�çW�§:�I �T II

qu�ˇ 1"etc�B ,go�¡ attheaml�] sul"i"l
150

�J

:

B R
 A

 O
 U



DHexibitity

- The budgetary device to be effective must be a control which would allow of variationsalways occurring during a normal trading year. The modern concept ofbudgetary control is thatsuch control shall be flexible and this i-s obtained uy what is tnown as ..the operation of thevariable"' If contitions change -u"t rro- those prevaiilg ; the time of making the budget,inflexibility will be suicidal and it must be recaste. Ttre budlet is neither wishfuiifiinmng no, ustraightjacket activity. The trnstitute of cost and Manage*Jnia..o*t"nts, u.K., defines it as"a budget, which by recognising the difference between'fixed, semi-fixed and variable costs, isdesigned to change in relation to the rever of activity uttuii.J;'-
ii) IbamWork

The fundamental requirement ofa system ofbudgetary control is the co.-operation of all
Ievels ofmernbers ofthe conpany. From such co-op.otii prrii"ularly pleasant working relations
arise. rf the budgets are prepared from the bottom up, they wiu i" ;.ffil-\tqr; 

"f 
in"y *.r"

intended to work It is not poisible to install a budget systern without a review of the organisation
in general coupled with the closed relationship oio* departme,nt with another.

iii) Identicat Classillcaflon Codes end Headings

For!.udgetin& accotmting and costing to be meaningful, it is important that an identical
scheme of classifring codes and headings is adopted. Coae numbers or symbols avoid the
problem of long and cumbersome account titles. Of late, the intoduction oipunched sorting
cards and machine boolkeeping, have necessitated the use of codes.

Departmental Operating Statement
X Co.'Ltd.

Departnrent:

Budget Cente :

Date and Month of Issue :

Perforrnance :

Elements of
Cost

Expenses

Variance

Analysis of Variances
�ä��
�Ú

�…

�yCode Description Budget Actual Confrollable Un-contollable

Total:

Note : For better contol, cumulative figures ofbudgeted and actual expenses may be shown
and rrariances analysed accordingly.

149

B R
 A

 O
 U



�´ Ir 1 1

11ÆP
a) Salee Budget

A salcs budget is the most inrportant etd,fqpls *,t 9oi: on which all the other budgets

are built 
'p. 

This b"drr, i; ; f"t*& of oe ufr*ities ani glues of sales to be achieved in a

trO*iteri"a E*ty;ff;shoullemadctodorttt'"t'qlrytareasaccurateaspossible
becausa this is usualrv trr" .t ttitg budgEt (slle8 t"l"g the lquting f*PI) 

9n ytrlch all other

ffiffi;Hrt "i frr" s"r". ru"iag"t .r,*rd bc md€ qiryqv rysponsible 
for the preparation

and execution of this budget kr ttre preparati& gfthis budget the Saleq Manrager has to consifer

;;il6#; iffi;r.E;"rt or* dnry: p,g ut'S, salesme,n s estimates,.plant capacitv,

ffirffiity 
"fo*-n1lt"titf. 

and ottrcr stryplie$'l mA" pro.qpects, orders on hand' seasonal

fluctuations, nnanciaitipacity of tl* ;*g;l, adequate return on capital empfoyed and

cometitiOn.

Seler.Xudget,...
(BV ProdrqD

' t.'

Illustreffon- I
X Co. Ltd., manufactues two products A and B and sells them through two divisions -

Norttr and South. For the purpose of submission of sales budgst to the budget committee, the

fotlowing informatiur has bcen made available.

7,000 at Rs.9

4.000 atRs.21
�] ~~Adequatmrket ndiesrevealttatrOduCt�n

iS pOpul�� buF�˚ �æ �˚ â˜ Cd�E�¡ iS

�C�i
�u
�\

�\
�´
��
�\
�\
�\
�\
�\
�\

�\

�c�c
�P
�P
�P

�E�@

�@

�@

�@

�@

�@

�@

�@

�@

�@

�@

�@

�@

�@

�@

�@

�£

5,000 at Rs.9

2,000 at Rs.213,000�æ�R�¿21

6,0�� at Rs.9

5,000 at Rs.21

�� t rthe price ofA�¤

=�g
asedby Re1 1�` �º �� 1�� �Ü

�g
ady mrket.On h otherLttL B�¤

Product

Budget Sales

North Sou�¡ North Sou�¡

A

B

�]

�@

�@

�]
�N

�Œ
�D
�@

�d

�\

�\

�C

�@

�E
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ouer priced to customers and ttre market could absorb inore if sales price of B be reduced by

Re. 1. The management has agreed to give effect to the above price changes'

From the available information based on these price changes and reiports from salesmen,

the following estimates have beenpreparedby divisional manager'

ove the estimates

over cunent budget' tlrough intensive advertiserne'lrt

Product
Sou�¡ NonNon

+10%

�¡200/o

+5%
+100/o 400

Uni�R

700

500

å¥
�e�ä

A
B

s incorporatingthe above estimatcs and atso

show the budgeted�� �T acml sales ofCment ye�z

Solutim

anse
i                    salbs Budget

For thc Year :

Prepared by

Checked by

submittedon
'Budgetfor

Curre,trt Period i

Acml Sales
Budget fOr

Func PeriOd
for Current Period

Divisionkoduct
Qty�E Price

units  Rs.

Qty�E Price

units  Rst

àÛ
�q���D�]

àÛ
�q���D�o������ �b

�q���B

�¢
å¥ Vale

Rs�B

North

Sou�¡

A

B

Total:

A

B

TOtal:

5000   10

4000 20

50000

80000

4000   9

3000   21

36000�u

63000

5000   9

2000   21

45000

42000

9�r __  130000 7000 àÛ     7000
__   8�¤

7000

6000

lo   70000

20  120000

g 54000 7000

21 105000 4000

9 

�g

000

21   84000
6000

5000

13000 __  190000 11000 àÛ 11000 zt t+zooo

GandTotal

(S�\ p

lo 120000 10000  9 90000 12000  9 108000�]
  A�M   12000

^�L  �����nA�n�n   � n̈An   ’1  126000A tzu, rv L'vvYv 
) T 126000

; loooo zo 2ooooo sooo 21 168000 6oq(

This budget may be FnOdifled acCOrding to Salesun Or per10d Such as mOnth,quarter,etC.

b)seuingandPiStributiOncoStBudil�ˆ

:lI[:�a |::!:i�a [lI:�¿
:I�a Ilil[

�¥ s�v �g Ø[On for�g qmtitiCSShOWn htt SaleSb
_ .  1  ___‘^_4�] �¡ 11

�g
4�R�º ::�Z �º �Ł��:�´ :�� ØÕ �bæ��¶�ø �Œ�Ü�� �æOmcerh���ª ��g
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�R .��  ���E���Ú :

1

�¡       :

|1��
�VSbudrt�V sive�c �fl��cwsttFrdinghexpectedchgeduebchgehvol�R 6Fsab
T per sales budget.        �]         �¯

�ƒ �í �I �Õ      �e �ø �R �í
opmtions(�fl Weeks and mon�¡�¸ tObepJomedmdaf_ast Oftte c10sing hished sbck.

�bçWçW ��    �£salesand�V deSirede10singStOckOfeachFOc
bLlprontim�M �ü �Ô �� �V �� mi_�g 6wOnsible for�Œ dw�\ mmlpntionbudget.                          .

Prod�¡ �¡ �¸ �n ndget

Total

Rundmt
tm�¤ to be

cowndd

Jom.

Feb.

�† �A

�Œ

May

�vme

ªY

Aug.

Illustretiol-2

i;:rtr#I 
manufactrnes two products A and B. T?r sales managcr fuecasts the sales in unir ,

�Œ
�O
�Œ��

May

16

24
It is assumed th.tthcre will be no work-in_p,ogrEss atthe end ofmymo,nflr and finishcdunits equal to halfthc salcs fcthc fouowingm;;thEiil*;;; stock preeare ap,oductiurbudgct for each month.

Product Jan. . Fcb.

A2828
Bl0t2

March

24

16

�� il

20

20

Jlme

16

24

Æe
�]�W
��
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�† �A

sOludon
"'oll"r*u stock of fini*"a 

'1od:, 

h 
-"^Y':"^Ht 

of sales for the next month' so opening

stOck�‡ �æ�H�¾ l�� �� �ãle~b�g Same month�E

ProduCt10�¡ BIaget o nOJ unttsD

ProduCt B
PrOductA    i�`

~~_ ProductiOn

_  ��  ���E __   0�¤ 1�] C_ ProductiOn Sdes �Ó
�\. Q�Ó ing�V �c�g �• opening   �â

�g
cL

s ]- "T'- ;; ,o 6 s 11

{-xt4t4n::;614
Feb. 28 t2 14 ?5 12 I

March zl '10 12 22 16 1 
8 18

Apr,l 20 g 10 18 N 12 10 ?2

Mayt6stT?A',:1224
Itrne 16 s t7 24 i: 

12 n

IulY 18 g 9 18 20 10 10 20

Aus. 18 1 : [ '; [ ';, ::
�”   11   10’   �¯

20      10      10       20

|

��s the fOl10Wing:

L__�¡ �� �n��

D Matenal cost frommaterialsbudget

n)***"ostfromlabornbudget -variable costs from factory

iii) Faotory overhead- subdivide<l into fixed' variable and semt

tjii**"airat" 
..ts end/or products according to convenidrce'

Thesecostsareanalysedbydeparmrartsand/orproductsacco:dingtoconY

ProduCtiOn COSt BIdget Of X C��

�BLtd�E

For the yCar:

Total

Materialcost

/abour cost

FaCtOry Werhead
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raw material. aird componeirts required for producing goods as per productionbudget' At the

first stage of ppparation of material budgeq onfy qtintiti"t l" incorrporated' Afterwards the

ilff;;il;irut"rt usedto outain thp oost of each material consumed'

Illustration -3

Prcpare a material budget of X co. Ltd., b.ascd olr production budget' The production

orders ofthe productsshow ti" foUo*it'g consumption' )

ConsumPtion for a babh of 1000 mits :

Matenald
/

(COd0

11

13

16

17

18

.,   .   Total:

�R ��

�z �¨ �Ù :A

Kgi

50

10

x�Þ 6::ttd.:

Mtte�a dj_�Œd�å
.For the year:

�E�'
�Œ�'�s��

Product B

Kg�E

80

5

’30

4

4

129

hoduct Quantitytobe
Produced
(units) 181713

Matenals(COde)

.    16

12�� O�_0

11�� �l00

�j ��

�S�W

�g

�j ��

�@

�D�@

�R�R�O

�j ��

Æí

�T�T�]

�j ��

�ä

��

Kg

72

110

A

B

TotaXQuantity

Rate perKg (from

purchase budgc$

Cost of Matirials

1480

Rs. 60

Rs.

88,800

175

Rs. 60�E

Rs.

10,500

Rs.10

Rs.

3�À 00

182

Rs.50  Rs.25

Rs.   Rs.

9,1��   2,300

Note: For obtaining the total mterial cost ofeach p�_ duct,conSumption i�^ äF s of Oach

product must be multiplied bythe�r �ó hase price.
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f) purchase Budget : This budget gives dctails of the purchases which must be made to

meet the needs df thc business. It includes all iterns of purchase, such as, raw materials, indirect

materials and other equipnrnts. However, tfie purchase budget for raw materials-is the most

in p"J* and the following factors are required to be considered in prcparing this budget'

l) openingandclosingstocks

O mfulfilled ordcrs rt tb @inning ofthc budget perid

D storage space, ecmmic' buj'ing$ildity gld fneocr{ruotsocs

Iiltstretion -4

;**m"*mm.ffi *n::'#,&ml'ffi *l"t:,ffi H?H'T**"T'"'"

Ecthrirl ttteb ef Mrtcrldr for Dnr{* Pcrled

�\
ids

Stock

On iSt January

On 31st December

�e

ªà

�h

�Ö

�]�P
�…
Æí
�m

13

�“

25

m

17

Kg
.22

40

18

Kg

12

20

�c

XChLtd"
hFCLa"BItd

For ttF ye�I :

Materials

18171613
Ites

Kg

1480

200

Kg

175

50

Kg

330

�Ö

Kg

182

40

�j ��

�h

Constrrrytion during ttre Period

(as per rmrcrial brdget)

Add : Stock o-n 3lst Dec'

Total:

Less: OPening Stock

QuantitY to be Purchescd

Price Per Kg

(as Per material budget)

1500 20

20

1680

180

390

90

� 

�h
��

22

112

12

100200300

Rs.

60

Rs.

90�v �Þ

Rs.

60

Rs.

12,O�_0

Rs.

10

Rs.

3;�Þ

Rs.

50

Rs.

lo�v C�_0

Rs.

25

Rs.

25��
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D LabO�¡r Budget:The pu�b �tsc oflabow budgetis to assist in the prousion ofthe

correctnumberand�¿���_sOfewloyees forthepFOJeCtoutput.Oncethepreliminaryclassiflcation

Oflabow intoitsprincipal pdes hasbeenc,�b edout,the labourequrementS for eachproduct

can be tttimted.The�L standard dr�g for eachproduct are then set�� th the�g lp of imtt and

motion studies.F�_ m the total man hos requlred fori�l �å
�g

Ø[on,labour requirements are

detemined and�¡ om the estimted rate per hour�E labolr costpr unitis detemined.

�F i�í :�� Œ⁄�‰å¢ l�|  çW �]each budgetcentre ttybe drawn up for conml

dep�\ ents must be mnsfered to producl�¡
:depaments.Finally the total overheads of

productiondepamentsmustrelatetoproductim:

D OtherFunctionalBIdgets8 Th"mybe various�ł hrfmc�� onal budgets toisuitto

�� pmicular ne�g �–Some 9fubn aFe�\ tiCinedbelow in bFier    ^ �E

DPlantUtlusat10nBndget81hiSbudr�] hdicattstheplantandmchinwrequi....lents
etolneetthebudgetedproducttondtringttJI�o

�g

�BSuch abudget�� 1l detail tte rnachne bad

in ev�¾ rdeparhentandindicttSJttextmtoflmderorover�¡ oading.Thus,manage�\ t may

æx uSefuliro_tionreFrdingtterectivedli�c �¿ nof�� antand�\ hinwinanorganisation�B

�Ł Capttal E�� �bdlture BIdget�B 3TçS budget shows tt e�˚ mted expend�¡ �Z  on

hedassetsdlringttbudFperiOd�E Asttmomtinwlvedhcwi�œ�l mdttt issomtimes

�E�R,tiS�c Canatmtionofthe�ª �ƒ �r �‹ L�� Sbudrt�¤ basedmtheŁÕ�˚ Jdms
forcapital expendi�å �� Oomvanousdepar�\ts andanerconsid�˚ �° �¾ Dttproitability9 capital

expendilæm re is sanctioned md incorporated inthebudget

�E�Ü�l Maintenance Cost Budget:Where ttnintenance work is heaw and costltt a

rnahtenance cost budget he�Æ s tO minimise the lo"ti�ß �É .Md,3man9c are oftwo ttES�] (a)
preventive mintenan�å or regular rnaintenance�� th the otteCtOfpFeVentingbreakdown and

run the mchinessmoo�¡ 1�� �_dObreakdOwnmintenmcerequiring�\gentrepdr workh

.�˚
m memå¶�� �O ::�T :�ì �R �Ô �d�� �z �D �Ý ::�� �ò

budget Ofrller is an essential.part of preptt and Operating a mintenanCe budget.ha

�' i’tenancebudget,the lost ofpre�\ tivemaintenance;enlergencyrepairs and btherco�\ on

99�à 11bddbeshowns�¡arately

lvlAII�v liStration Cost Budget:All�Ü dminismtiOn costrelat�¡ gioeachbudgetcentre
shoull:be shOWn separately and then hc�V OFttd in the administratton cost budgct.A very

im�N�R�n a�V��tOfpredetemining admi�v smtitt cOsts�R �_nnke sure thatallthe admi�v smtive
functiOns are carried out as efflciently as possible.

�´ Research&DevelopmentBidget:�u Lisbudg�v t discusses ttD estimated expendim
for�K sca�Khand deve10pmentduringttbudgetperiod.nebudgetisdrawnuphtwOlarts-6)

�� dOrCOnstantexpensesnecessarytomintainresearchanddevelopmentworkattheireducib16

1el,L and(ii)60StS tO be incu�ß �� d On cOmpleting proJects in hand and/OrthOse 10be taken up.

V�l Capital E�G pansiOn and MOdernisation BudgOt:‘|�ß le Capital Expansitt Budget
isplamedonal�V g�\ tembaSiS.SayptWo b ive years.�¡ isb�Ł dget COntain,e"imatd expenses
oftheproJect�V dth�v expecteddateofitscOmpletiono EachproJectiSdi�� ded intO phases,cach
phase cOnsi,ting OfSpeciflc items offacets Ofwork.

Vi�l PrOrlt,Ldget:A pro�¡ t budgetis an mllal budget which indicates the plamed
p�_ it which mana�Ü ment desires tO attain.Thisis prepared with thc h91P Ofbudgcted costs arld

budgeted revenues i.e.,deductingthe fotter frOmthe latten ltalso takes into corisiderationthe

budgeted invesment ttd the budgeted rate ofretum:]h,annu,l budgetis Often broken dOv/n

intO h,lfycarly or quarterly budgets.Th‘differenc�v  between the lctual prOflt and bulgCted 159

�h
��
�¡
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into halfyearly or quarterly budgets. The difference between the +ctual profit and budgeted

p/ofit is known as the profit variance'

viii) cash Budget : Thisbudget sryelan estirnaqgftrie anllinateareceipts andpayments

of cash during tlre budget period. rh9 budga is prepared in trro.nart's' one showing itre estimated

cash receipts on account of cash ,r1"r, .,"4ill"ii"tti*t' and miscellaneo-us receipts and the

other showing the estimated disbur,sement;;-;;;; of cash purchases' amonnt palaable to

creditors, wages p"y.#;;-;;rk*r, inAiiJi"Iffit paV.able' income tax pavable etc' The

cash budget p-rid;;;i;;;;; rJerrars esffi*d!"tn'.t1uo"t*ts which helps in the

negotiation or" o*:,'li'lffiHffii:it,i,;;*, u"*'af stains and crises are avoided'

for the Year ending ' '

TOml First

quarter

Second
quarter

Third

quttter

Fomh
quarter

Cash balance, (beginning)

Budgeted receiPts

Budgeted disbursements

Excess ofreceiPts
Excess of disbursements

Bank l,oans

RePaYments of loans

trnterest on loans

ª^

70u

�{
�@
�{

�Ù
�@
�{

�{
�@
�Ù

XX

XX

�Ô

7001

�Ô

�N

�Ù

�{

�Ù

�Ù

�Ù

IOt

�{

�{

�Ù

�Ù

XX

XX

XX

XX

XX

XX

Cashbalanc�l

IllustratiOn�] 5

�V   �Õ çW
(�£        ,dtS    P�E

C�gSes    Wages

Rs.          Rso           Rs.

February 1990   L�ƒ
�r     1�� �¿    

Ø˛�r

MarCh 1990   1�� �v�Þ     1�À
�g

‘�Þ
    14;�Þ

�] i1 1990   �U
8�r     2�À tt    H�r

M�Ł  1990   117�¡
m    2�g ;�Þ     �_ �r

June 1990   126,m    2�À
��     

�g
�r

0æo �í�í Ø} �x �b �Q |�U
�S �ô

(C) CaSh atbank On 14�]
2002�˘ Stimatedis�m s.25,000�B
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�Œ
�¡

��

Soludon

Cash Budg&t �]Jin�¤

Particulars
�ü 1�`

ªà L

May2��2
Rs.

June 2002

Rs.�R

Receipts:
Salesrealisatio,n

Payments: .

Wages
Purchases

å�
�w

�D�¤�¤ 54,000

87:000��

10,000

2/æÒ 5,000

Łk �Ł
Balance b/F        i

Balance c/f

:�u _1,�w   L50ØÜ   �w1�r

�Z . 2��

2&d)0,
. :-ri.. . 1104,000

25,m0 53,000

�k
‘��

1,15ØÜ

51,�Þ

�Ü i�£ �ô �D �¡

�� ��Verdra�H �¸

�]
�¿ Jmeto the extent ofRs.51,000 and

IW�r I�| å¥ å¢ �Dt�ø �R�ß �S
dget�E _

�ß����̆��� ���q �ª�� �J�g� .̌�| �˚ �| �V�ô :�Õ �rthe ttLs budget and�g �� ØÜ d cc

�¡ prO,tand bs,account�¤ b�Z t�� .           _
�Ì �� B4�ð �À �¿�� ��

�g
�� �� f�� Ø°

�H åK       �I
assets and li�V li�� es atthe end ofthc

�¿ ds fOr lurcliase and sale ofass��
;�k i)taking �V  flnal cash balahce�¡ Om cash

i budget;�c d�� o�¡ dingthebudgeta�V �¡tretained h the opmhgnet wOrth.

�¡o Ma�–ter Bndget

’COWany duringthe budgetperiOd�Ò �˚ �§

�� Accou�� �¡bllIWJttdgem                       :

Head�å �F�œ �f

dep~Cntal budgets Ol cOtt cmm budge""budgets,Dep�\
en��

�xch�V�í �I:�Õ �QT�P�æ��   �åi�ø ��
.: :�“

1

1
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ttre overall planned and budgeted rctivities for the month. Each item ofexpenses for the deparment

or cost cente is then assesi:d and the actual is compared with the budget. This enables location

ofresponsibility for excess over the b-udgetby each dep1t*"nt o'."ost cente' for each expense'

fot tmit of activity as well as, for shortfAt inaotuat performance from the budget $imilarly' the

Urag.tr can alsoie t -"J ior different deparfinental helds or executives who will be made

respLsible for deviations after comparing actual with budggted performance'

C) Operating or Performance Budget

An operating budget sets down norms of performance fo.r each operation, production

centre or department. de actual performance is compared \*'ith the budgeted performance'

This shows the degree oiop"*ting efficiency or operating level achieved by each department

and the causes ofany shortfall or varianci:

D) Fixed Budgets

A fixed budget can be defined as a btidget prepare{for a given level of agtiy:tr' It does-

notprovide for*yrt*i"s in expendit **ili"g outofchar.rges inthc anticipatedesrditioas

and when the actual i"r"i urrrrivity differs from-the brrdgeted level of aotivity' These 'blrilgets

will prove useful ""ry;;fl" 
u"toA level of activity ionelponds to the budgeted level of

activitY.

E) Fleribte Budgets

The Institute ofcost andManagernart Accountans' Englnn-d' defineqflexible-budget as

..a budget de.igrra to .i*t in alordanc. *tt m" tw6l of activity actually attaiitcil'!' Thus; a

flexible budget gives cire-rlrt budgeted coro ioi ar"r*, levels of activiu. A flexible'budget is'

pfepared aftermannl; |r,"mu; classification ofall expenses between fixc4 semi-variable

and variable U".uurftn. ur"frirrrr. of ru.i-u Uuaget Aepenas"upq4 the accruaoy'with which

the expenser.* U" 
"iu.rifr.a.. 

fnr* buo,.; t'e isefuiit' seasonai nalure of industry where

level of activityr*", noip"rioatgn",'o'i;n uit*tu'inesswhere it is diffrcultto foresee the

dernand and i, * ;;;i;il; *iirt il s"noirg fr9m $orta.ge 
of a factor ofproduction such as

materials, labour, plant capacity 
","., 

*t 
"r.iill""na 

oiorti"iiy a"p""as upon the-availability of

such a facto'r of Production'

1. What is Master Budget ?

Illus"�ˇ Om�]6

The fOl10W�gg data are a�g n�ß Lm�gspectofammufacmingCOmpanyfOrararlypenol

RS.in lakhS

Fked ExPenses :

Wagos and Salaries

Rent, rates and taxes

DePreciation

StrEdrY administrative exPenses

S.*;*able eipcnscs (at 5@/e oapaciff)

_le 
M"i.t**"c and rePairs

�X
�D

�T

�U
�D

�U

�V
�D

�S

�U
�D

�T

�R
�D

�T

�V
�D

�X

i

|�A

||

�¢

�]�D

�R
�Œ

�Œ

�D

�c �c
�V
�c �c �E�E�E :�c �c �c 1�c 1�E

’�E
�c �c �c �E

:�E

�E �c �E1�c �c �c
�B

,�E�E�E�E
:�E�E |....,�� �c �c �E�E�E�E �c �E�E :�E

�c �c �c

B R
 A

 O
 U



Sales dcpartrrnt salarie etc.
Sundry administuative expenses

Varleble eipensec (at 50% capeclty) :
lvlaterials

Labotu

Other expcnscs

Rs�B 98.0

�i �~     �� �� �À �ô Wi�R �¥ �ì :�� l�M
�R

cttbetwem 65 perOent md80 F emtcapac�fl �˚ by�¯  F�\ t between 80 per cent,�Ó d
l�� per cent lap"i�¶

Sales at varlous levels are:            Rsoin lo�� hs

�W

�W

�R

�Q

50% capacity

60%o capaci$

754/o e,apcitl

\oclryity
l0@/o crpeqi$

21.7�]

20.4

7.9

100

120

150

180

1   200

; ' ftrpm a 0cxiHc !q@t for thc ycq md fuecast tlrc pofits' at 50 pcr cent, 75 per sent,
90 pcr cc,at md t(X) per ceirt capacity.

Sohtri(n

nåN�› bBudget

eupees m l�H h�¸

(�� �¸p�ß�‰�Vl�� :.1    ,: |:   1�J ����̨u�u
:�– �¢ T: |�� 3�� �ð|�u  15�� �˛

| II�˚

’IT
Sales                                                                   �R��

�]                       100       120      150       180     200

çS S�¿Œt�V l
�î t,�g �¢ å¥ �ˇ �–s

�ü �V�� �S�V�VI

.Adarinistpetbn crp€nsel
,t,

. 1i:.

Ibtrt frrGa ccrtr

��
�E
�g
�Œ
�V
�E
�g

��

�S
�D

�U

�R
�D

�R

�v
�X
�D

�T
�E

�S
�D

�U

æx

��

�V�D�X
�R�D�W
�I�R

�@

�L

9‘5

6:6

�N.4

6.5

9�B 5

6.6

7.4

6.5

9.5

6.6

74

6.5’

9.5

.�¡ 6

.74�L

��

‘�}

5

1 7.9

3.8

11:2,8

�¡10�ˇ   �E1801  10�¤  I 121�¤    ’116::
�] �b:iI�¡

�c

�d

�Ûi:
äŁ �¿ ��
LabolBr

9ther expense�¡

Total varhble costs t

Total cOst

Proit

|  13:3

2CI.4 24.5 , 30.6

7.9 9.5 ll.9
36.7     4018

14.3 15.8

50�_

�g

�_ 90.0 1000
98.0 108,0 124.8 141.6    151.6

.2.0
12.0 25.2 484 1�g
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24�B8 ADttNTAGES
CONTROL

AI\[D LIMIIAIIONS OF BUDGETARY
- rliij,l::j.iiij

The iinpomnt advantages ofbudgetary control are as follows:

1)It enables the managementto conduct blsinessin the most erlcient mnn�å
  ��

�˝
�í �Q �I �� 1äDØÜ l�~ �Õ �Õ �Õ ���l IPSmd

IP I�í �O�r �í �‚ �Q�� ª�
��

�O �I �‡�£�ß�í    httprepttaim ofthebud��

��d
ire organlsation.

��
�I �‰�Ø �� [�I I�� �ø�å �R�r 1

perfomanc91

��13�G�v �ô Ł� �í 1�o
�z’mcttsttmoneyb�å

�«sepro�R� m̊
)fthese ite�Y .

�´ Iàp �Õ �F�fl�Ì�˝��    �R�` ØÜ�fl�Õ mi�b ��
budget.

8)�¡ actSiSameat�Yooferlciencyofdep�\ ntsaridpersonSWOrking intheorganisation.

(if1 9)BudgCtary cOntrol Creates cOnditions for setting up a systm ofStandard COSting.

�]

10�¡ helpSmpromotmgafeelingOfCOttCOnsciousnessandinresdctingeXpendituretOthe
�]

                  _lmm.

�x
:m�z �Ł �c �ø lttF�U

Cati�� n,cO�� rdinatimttCOntrolcanbebetterp�å
fOnned

l�Ł 1�Õ �ì � �̀º:�D �� �Õ �[ Œr �]�‡Ø��ô l:�I

|?�` �ô �V �R�r çW�ô �Ł�� �s�í "ST’
���� �I �£ ��I�fl �zl:�[ �R �v�Ô���ßª� �†

m�g�¥�å

1�� 2�[ �í �D �í tttmm�V
.�¯ SucL Sull�c �V �U ,�» �^

lquc.

��Bd�I �† �í �H �� �„çW�Ł���Ł�Rª'�O�I�Łi�£
blame Others fOrpitfalls.

�� �Þ4
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24�B9 SUMMING UP

Bu�Þ t�¤ a flnanc�¸ 1/orqundtati�g s�¡ �@mt�b �Vl�¿ d approve‘:�V �`Par,indepenodoftime.                       �E

c�� �� �í �E �I �R �ì :�I Łâ çW �Ó �ì 1�ô �P �D tII
outdeviation. :                        :.  I           t                         il�A

                        :          :

Budgetary control�¤ the establshentiOf:budgett Fela�� ng tO the"sponSibiHIcs of
executives�¤ �V �Ø littmnttofapOlicypandmmtinuouscowarisonofactani wi�˚ budgeted

h�£ �ƒäD IST’T�E T:Tl,11�‚ riFlm�] 11::~Thi�g :l’

Steps in Bndgetl�¡ Bg 
�]      �¡ �A

‘�]

D Forecasungthe sales       ’li�E �E  .=   �¡�¡1 11 :
:�ï �]

�c

�Ú æÛ mgement vrith reF�” �{
I�¡

�É nent,ranJOFttctl ttoct levels
and�RØ[�c onchamelsetC�B,  

�u
.=    ,

�‰ PrwantiOn of"�ß :�å ionbudget.
�¡ 1                .   1     , ��

ivp Prwmtittofflnanc�¡
l estimtes.

�´  Preparation ofmster budget�B             �¡
Vil ttaration ofstl�A �˚ ts and r�b �¨ �B�] �V Ø[ng ev�ß ,pOSititt perf�B �\ nce

�]
=:�¿

�V �V�b �ÜL

Ettent11ls.�B f Biagetary cOntiol.    
�]

)Rmbiliv            .

�Ł Team Work         �A:

�Ł �AFeniCalc,ssiiCa"�@ cOdes��1�¤ ,�g �@�ì .

ivp PeriOdic,�i

�g

IS�¸ tements  �A�•�\ �]
�⁄  .�g �ï 10CkingofBudgets.       1

Whi�â m�R�U�¸ gabudgettwstemmmOrgnMtiOntheukDwingStepsshouHbetaken.

�E a) Budget centres

�Ł  BudgetPaiod

C)Key Fador

O L,vel ofActi�� tyAnalysis

24.10 c�U ECK YOuR PROGR�FSS:MoDEL ANSWERS
I. I. 

3#f,."1,r 
a financial and / or quantitative *ur.**, p..pffi

Il' B-udgeti$ jt.tl'" formation of plans for 
futur.e.activity wtriitr tay down carefullyqonsfructed objectives and programmes of activity._.*d;fo;;;*"d#h i, *n#;

,,,::[fr."";TJiil:1."].*T,:il],T::ffi ::*;,,heresp.nsibi,i,i",;
executives to the requirements of a policy, una th" continious comparison of actual

B R
 A

 O
 U



I.httectivesofbud�¡ LIy COntol�k as fo110v�� :

0)�¡ S�¢�‰SasattOfplming�E

0)�¡ enables coordimion�� �¤�� minmal mdex�\ cin�\ mmces.

�' )ItiS a meanS OfOo�\ lmimtim.

0�¡ SreSasa�\nS OfOonml.

IçW�R    �æ�ƒ
24�B1l MODEL EXAMINAT10N QUES�RONS�M

AAns77erthefOnovJhg�VabOut,Ohes eCL�E

|.�� �� �Œ�–�g budrt md�¤ I�V �V�V

�g

a�ô �BLpl�V �V �r �� �† �V
�\

i�� nt

2.What�¤ annstrbudrt7�� �] �V
itSSttincanceinabig�¢ �¢

"SSOm�\
.

3�B What are�À

�g

wm�˜ �ð mdli�˚

"mOfbudgecCOnto1714.:Abudgettta’�k m�• 1�ï �V
�c

�Œ �@ �� �V �V d�@ �� l�R �˚ �x

"l lØ‰ Stament. :1�]  ||||�] �¡ �¡ 11 111
�Ó ziLnswer�‡ efouowng�Vl�˚ �¡1’�V àYa�V.    �]  :

�� Demeabudgetdpront�V�¡ �¿ �b
tand abudFed�†�˜ �V and�] ��

�T mess.

6.àÛ t�˜ �Æ �l ipal �V Shbudrting7       ~

. 7,What�g the�…Ød

�g

S�ô �ˇ �r �µ ����nt�� 17   ~  :

8.:�[ �M arett e�ª �˝

�g

dS Of�� P�k �¨ �° C�� ntOI W~7

EttES

l.Ø[ �ï �V �V �� �' Ø‰�ˆ �@ �V f�_ �r �V �^

�g ’��

�b TJ’bel��
Wi

:      1         ,      I    P"Udl   l:: t�¡ 1�M
:                         

�E

                        :                                            Rs.

b�W�i ittmp�\ S�] �æ
k�� �¡ �¡ �¡ �] �A:

m�˚ �¤mØ[
�g

expenSesØÜ,m;m)       J i
�¡ �– �–

�e �Ó IttLunit�¡ �E �k��   1 ���EOu�c�c�c�c
�ü çW�•   �‚��.T�] �U�ETPOare a budget fOFl

aminismtivecXp�\
�g

��

�Ù

1(�z 6

�D
�@

�Œ�Œ
�@

�g
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2. . XYZ Co. Ltd.,.lrutfufacttrres,two products, X and !,,operatc thee sales divisions for
selling them in the market. From thc.following infornratiur, pr€pare a sales budget for the
months ended 30-6-1990 to be prescn(g{ h fiiJ-budgct 

"or,rritti. 
Budgsed rytei ior the o

months ended 31-12-1989 werr as follows : 
i

hoduot .Divisim-I Division-tr Division-Itr
X t600atRs. i0 .2400atns. t0 2400atRs. t0

800�¡ Rs�B 91 1 48�g �� Rs1 9.1  2000�Ù IRs.9

Acttlal nts for�g same period wm�g �q 1
:|.        :                            .

�c

 I    Dividm�] I   D�� gttn�] �U    Di�� siOn�] �V

X    i 2000�¡ Rs..10113200�¥ �p �B10   2800Ø[ Rs.10

lY I�¡ 1  : 400 at Rs.9�E = �]4000 at Rs.9  1 16001,at Rs.9

�¡
a�ï �� g Ofthe Di�� siOnal Sales Mman�� �¤ llowingdecisiOnshave:iDemmen�B

1)�p FiCe Of�g FOductx shOddbeinmasedbyRe.1lhäF1�å �� �R

"�˙

ontends

�� P�¤
m�xpOtentid�g

�V d�V
�¿ �V �s�j mat product X�£ �Õ �Ł

2) Product Y is not colling at tlrc expceed rarc 6rtis is-&1g to ffE.fsot th't *E rc&rct , ;.,,. 
.i'

Hr11y11ryf): Howcvcr, iithe scuing prie, i, oilJ by R : i/- it JrI;; l
Lt�£ �� �c �P�XwOuld absOFb mOE:   V�–

  ~~~�\ �\ �\�� �]~��
�¡ �•

=�Ò

��1~�� TT      �O

�� �z �R �� �ï �R �ô å¶ �� �æ�ç
àß

�c
�V äFlemm,�V�q

�g

Oml��

%in-Ove�¡ �“ �R sb�M�ß              :    tl  l

hidalinvenentconsists Of:
Rs.

FHh01dttses
�]                                 201alt                             ,

Plant   ’                   81an       i        l

Stock
5 1akLs

MotOr �Ym and dh�fl i�� 6h�� äM
Pa_t On"�� OmtOfttDabOvehæm�Ratt to beØS

.�o mon4of�Vlq�@æ« Ø[m.      1
Estinntes Of�\ ctingØ‰�Q �˚

�g

6 monh cO_encmg 00mJuly�V
�Ü �� bel�Õ    �E

Sales: �“ ��    12     Rs.12.5�æ �R

Aupt 12      Rs.:�˜ .Olans

�� �¤ �R �ˇ 12     �H ‘Œi )�T �ö     :

�c

�] 1’    L4oh�] �]  =.       ..
Nove�] 12     Rs�B �⁄3.olŁJ
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and for�g �˚ ofthe next hee mOnths Rs.24.�� lan.

Gross promåNfMles tobe atthe rate oF20%.

Creditors to be paid at�¾ ,cnd Ofthe month�] foncttingthemOn�¡ bffOurPJ�Œhase.

Expenses:

a)Preliminw expensesito"PaldhAutrt          Rs.50,000

3                   ��
]�µ �M111�T1�E

   �º:�‰:::l

Rs.85,000 per month there�ˆ �˝

budge�@�b �ì�í �Rt�o �§ �⁄ Æ��G�£ �ì �¿�cget and

4.With�g fOl10Wing data foFa m�� /��

�g

dc�µ �r �b �@ abudget for produc�� on�Õ ,0%and

1007o caPacit/.

Production at 60% activitY

Materhls

Iabou

Expenses

600units

Rs.l00peruoit

Rs.40 Per unit

Rs.l0perunit

5�B

Adminisb:ativeoverheads(60%fixed)Rs'30'000.'.
TheSalesDirectorofamanufactrrringcompany.rqfs'fuJ-n!]Iyear,heexpectstosell
50,000 units of a "#il;6fr;ffit 

noiut'tion Mariager consults the Store-Keeper

and submitshis figrnes as follows:

Two kinds of raw-matcrials A andB qre required fo rnanufachring the product' Each

unit of produc, *qr#;i;il;f A *a Ir"itr of B. The estimated business at the

commencement of tf,r-nJ*tl"rr r* 1 
frlnsit;pt"&i 10,000 

'nits: 
A 12'000 units; B

15,000 units. The O"ii*Cfr'"-f".i"g q4*;';it1h;*Aoittt" next vear are : finished

ilffi;4rooo *itt, e ri,ooo andE 16'000 .o.its

Draw up a purchases budget for the nelt-Vear'

Foraproduction of 10,000 articles, the fo[owing arebu{geted expensesper unit'

60
DirectMaterials 

iO
Direct Labour

Variable Overheads 
20

16

Fixed Overheads

Variable ExPenses (direoD 5

SellingExPanses(20%frxed) ':
Administrative ExPensc

G;oPoo frxed for all larcls)
5

Distibutidn Expanses (2O26 Iixed)

Pr€pareflexiblebudgetforpro{uotionof8,000and12,0.00rnitsofarticles

[Ans: VariableRs' 10F8'000 andRs' 15'72'0U); FixedRs' 2'50'0001

a
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7 . The cost of an article at a capacity lerrcl of 5,000 units is given below. Find out the cost of
theproducttmdereachindividual expensesatproductionlevels of4,fi)0 units and 6,000
units.

tvlaterials

Labour

Power

Repairs

Stores

Inspection

Depreciation

Admn. Overheads

SellingOvertrcads

Rs.

25,00(100%VarinD

15,000(100%V�°�� o
l,250(80%�Y

"�ª
o

2,000(75%Varyingj

l,000(100%V�˚ �uŒt9
500(20%�R�Ł|�\ �q� ;̂)

10�ˇ �� (1�⁄ �“ �E �ˆ �Ł

5,000(25%VaryingJ

3,000(50%VOingJ

The individual expenses vary forarariationof2lYoin capacityaboveorbelop the.level
of 5,000 rmits are given above in the b,rackets.

[Ans. Rs. 12 : 88; Rs. 12 : 33].

8. From ftre following paniculars, pr€pare production budget of YYZcorporation for ttie
year ended 30th June 20[i2:

Product            salesctmitS)       EstimatedStocko�˛
nitS)

(As pF Sales Budgetp     lstJuly�Ł 1    301�Ü Jlme102 .

A        .    15o,�¿ �_           14,000     �R�R
1�¡ ooo

B         l�r ,m        5,�Þ     45,000       ,
C           70,000 8�r      8ØÜ        �A

IAns:Units to"produCed:A:1,51,000 unit B�] 99,500Unitsi C�] 7Q�go uni�R ]
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24.13 GLOSSARY

Budget

Budget Centre

BudgetarY Control

Budget Manual

Key Factor

Master Budget

Fle�˛ ble Budget

Fi�G ed B�¡ dget

A projected plan of action for a specified '

-period, eipressed in quantitative terms'

A section ofthe organisation clearly identified

for the purpose of budgetary contol'

The principles, procedures and practices of

actrieving the given @|ectives ttnoughbudgets'

A guide to the executives, which setS out the

pricedure ofprepaqingbudgets, th9 forms and

iecords etc. required in that regar{'

It is the factor which influences the sales or

productiondtning aperiod' It is also knownas

iimiting factor' or'governing factors''

It is consolidated sumnary ofvarious finrctional

budgets.

It is a budget designed to bhang'e in accordamce

*itfttfr" tJ"tt of activity actually attained'

It is a budget prepared for a,.grve1 level of

*ti"ity. fttoes nlt provide any changes in

"*p"nii,*" 
arising oul o-f changes t1 tte

*fi.ipt A tonditions and when the actuallevel

oi u.ii"ity differs from the budget level of

activitY.
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25�B 13 Gloss�‹

25.O AIMS AND OBJECTIVES

This unit discusses the meaning of standard cost, distinction between standard cost and
budgetary control, steps in esablishing standards,'types of standards, importance of variance
analysis, advantages and limitations of standard costing.

By the end of this unit; /ou witl be able to;

o understand the meaning of standard, standard cost and standard costing.

O distinguishbetweenstandardcostingandbudgetarycontrol.

O list out the steps in establishingstandards.

O explain the tlpes of standards.

O narrate the advantages and limitations of standard costing.

25.l INTRODUCT10N

For"e purposes ofcostcontrol,�˚ is essential toprendet�\ inecOstsOr6stablishplanned
COSIS indicating what thp magement desi,s tO achieveo Standard costing is a method of

planningand pre�c deteminingthecosts.�« heimpOrtance ofstandard costing emnates hmthe
limitationsofhistori9alcoSting‘

25�B2 STANDARD,STANDARD COST�RSTANDARD COSTING
The tehm "sta:tdard'? means a or yard�] s�X

9k�E
It ttly be used to refeF t9 the

predeterririned rate of to any p1e-determined amount against which the performance is judged.
Hence, a standard'cost'is an estimated cost and suggests what the cost:should be undJr given

|
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conditions. A standard cost may be defined as a predetermined cost which is calcuiited from

management's standard of effrtient operations aoa tne relevant necessary expenditure. This

cost iJused as a basis forprice fixation and cost control through variance analysis.

Standard costing refers to the principles and procedures which involve the use of pre-

determtned standard cJsts relating to iach element of cost. Standard costing nraybe defined as

preparation and use of standard costs, their comparison with actual costs and analysis of variance

io frna their causes and points of incidence. fiius, the technique of cost conffol adopted in

standard costing comprises the following.

(a) Fredetermination oftechnical details such as materials and labour operations required,

quantumofinevitablelosses,expectedefficierrciesetc.

O) Pre-determination of standard ldbour costs, standard material costs and standard

overheads.

(c) The predetermined 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

suiable remedial rrcasures'

Standard costing is not a system of accounting. It is only a teihmique which can be

applied in any t]rer 
"f-;;ti"g, 

suchas job costing, process costingetc' Standardcosting is more

suitable to firms *g;;; i";i" **ui".trr" orli*aoaisedproducts such as automobiles and

air craft, brewery chJnicals, dye, hosiery, paper, rubber, form&ies, spinning' weaving etc' '

25�B3 DISTINCTION
BUDGETARYCONTROL

BETWEEN�RSTANDARD COSING AND

ffiosting and budgetary control have a conrmon objective of establishing

andimprovingthemanagerialcontol.over""Jt*1:X:::Y:If"Tffi:1'J:AXT:andtmprovmgmemlnaB,srrarvurruvr.vvvr 
vv' 

re inter-related but they are
Jtf, pi"a.tJt*i""d tar:gets' kr mariv r€spects' both the devices 

T:-l*:l;Tl1[:.'#l
not interdependent. A system of budgetary coitrol in conjunction with standard costing would

be more effective -.oioolirrg costs than *tr* uotr, of them are separately used'

Themainpointsofdistinctionbetweenbudgetarycontolandstandardcostingareas
followP i .

(a)Budgetarycontolcanbeoperatedevenintheabsenceofstandardcostingsystem.
But .t "d;;:';rhrg 

r*oo,fr oierated without budgetary control'

@)Budgetsandstandardshavedifferentpurposes.Budgetsaretheanticipatedor
expected "o'tt-t*t 

to be usld';;; ;; P:ti:d' 
wtrite stanaard costs are the

ar.o*"a u:r-fi"*r"J costs to be incurred in specified conditions'

G)g,ag"tary"o,,mri,effe1te<lbyinstitutrngbrrdgetsinterms'ofmoneyand/or
quantities, while,nder standard cJsting such costs arerelatedto the budgeted quantities

or ofp'oi*ti* to 6btain standard cost per unit'

(d)Budgetsaretheceilingsrld|avemnhasisonthecostsnotexcbedingbudgets,while
standard costing lays emphasis on the costs ap,prgaching the standard

(e)Btrdgetsaresetforallactivitiesofindusties,firms,governrnerrtsinrespectofincomes
andexpenses,receipt"oap"v.",,tsctc.Butstandardssresetparticularlyfor
manufacturing costs'
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�] :|:         �¡
lJ

9Ø× ittI�°
�I�{�F�\ ���' �í �c�| �fi�¶�T:�� ��    |��explanation is offered to the managmtht.Butin the case ofa vanance in standards,        i

a mrther probe and detailed analysis�R undenken.               1

o Adherence to budgets keepsthe buttes Out ofd�Ñ cul�� es.standards are pnnters      i
for tt improvement ofthe flm.

25�B4�B STEPS IN ESTAttLISmNO STANDARDS

Setth80fStandardcOtts fOreachdemmt�† total cO�g ,i.e,direct mterid,directiabour
and overhe�g ,�¤ �˚e ttrst step h the opmtiOn.of�]

�g

standard 00sttg system.H9wever9��
followingprehminaries are to be�g �Qidmdbettsettingstandards.

D Studyof"chn�¤ d and�NmiOnal ttOftt concm�B

�´  Establittment ofcost centes.       �A

�‰ Detemining the ttpe Of standards tO be used in�� ew Of the erective results and
control to be achieved.

?�R�j CW�o
�Ł�Ò�U�d�qdd md�ˇ

"��

�˚�°WStems�g�gb
�⁄  FttlttmOfresponsibili�T fOrvariances on d�É indi�� duals anddepa�\ ts�E

�Y�¡ ecLy�R lrogress�] I

I.Listoutthe steps inestablishing standards.

25.5 TYPES OF sTANDARDS

md�Ô �l �' �R �â
dtty Jtt�v �¡ �å �ƒ O currenttmd�g �� �ŁB�§L sttd�g s ~

These standards may be applied depending upon ttre period ofuse, lerrcl ofoutput, standardsto be attained etc. 
-- - Ervl*rvs I

D CurrentStandards '
These are standards set to suit the current conditions, i.e., the conditions during the periodof use' However, these standards'need to u".r"i."i pr"iodically, in order to k".p p"""with changes in price level.

D Basicstandards
These standards are fixed for an indefmite period and hence also known as static or fixedstandards: such standards are useu 

1or 
*o"r*rofi;il,,Iiffi;; 

"if#urr, *olongproduction nrns: These standards h"ip ir;;;;"g ril",,roi*""s between basic and' crurerrt costs. 
v 'qrq&vD t'stwsErr [rt

uD Normalstendards
Thbse are average staqdards to be attaineo over a period of time in future, ususally theperiod ofa tradccvcle. The a"o,,rautoar;;i;;ili'iJronoitionr d;;;',r, the 17,

�e
�u
�]

�P
�P

�P

�]

�]
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D

degfee ofintemal efficiency. But,ndernorrnal conditions, these standards can'tbe attained'

ExpectedSt ndrrd

Expected standards are set for a specified and short period' while setting these standards'

estimated and prerniling conditions for the period are taken into account' These standards

,r, -ot" realistic than ideal standards'

�É 6VARIANCEANALYSSI�uSIMPORTANCE
whcn theY are couiPared

with actual cort, ir,",Jt]iiliff*"ttt ul1**"* tit''r t*t *a:nH":H:"IH;g;1:
f *:HT::jiillffi;',il1"*fi il';ii'rtgr'*,r,*,*r,"ff :::jj"*"1'$T""*
known ". 

a .farornub-lr' ,rri*rr. O, O"-o*et i*a, if the actuel cost is highEr than the

standardcost,thediffaenceisknownasrrrrfavourableoradversevariance.

Sales Varlaices

�N

�Œ�·
�R

�«

�d
�@
�D

�l�h

�d

�E

�«�m

�Œ�d�@�@�Œ

�N�d�u

�u
�N�N
�C

���d

AnalysiS Of�g SevanancesprondeSI&�X

�Z�ß�æ�í �r

�⁄ F�à �⁄    �´ �í �O fsh�c �V,��

mcOntOllablevarlanceS.

checkyo�¡ r PrOgr6S

l.Whatare tt VanouS tte,9f�V
imes?

.�c �c
.:..�E �E�c�E�c�E�E�E�E�E�EL�c �c �c �c�E�c �c

�c ���c �c �c�E�E�c �B�c �c�E�E�E�E
:�E�E:�E �c�E�c�E�E,�c �E�E

:�E
�E���u

:�E

�v�E:�E :�E�E::�c �c�E
::�E :�E�E�c �c �c�E�E

1�E

�E

TWES OF VARI.ANCES

�N�N

.�c �c 1�c �c �c �c �c �c �c �c �c �c 1�E
�E�E�E:�c �c �c�E�E:�c �c �c ::.::.:�c �c�Et�N |�c �c �B:�E �c �c �c�E

1�E

�E�E
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25�B

’DIS’OSAL O’�M
ANCES

There are two ways of disposing the variances i.e. to chtrge them to costing 'profit and loss

account' or to cost of sales and inverrtoiies. Ths firbt method is preferable because adverse

variances indicate inefficiency and as such it is appropriate to change them to profit and loss

accorintwhichreveals the overall efficiencyoftheundertaking. However, iffavouablevariances
in respebt of storcs and wages are credited to 'profii and loss account' *re prqflt figure would
be u#eahstic. Ye! it is being considered as tlle,correct accounting procedure.

25�B8 ADVANTAGES AND LIMTATIONS OF STANDARD
COSTlNG        �E.�u

Advantages oFSttdard Cosdng

�' �fl dCOSting�Racowl�\ taryb�À oostingsystmbawdonaculcostsnerefore,

�¡ ��eW O,the superiori�¡ f Standard costinglover hstoricd costin3ithe advantageS Of the

fomer canbe outlined as follows:                      ’ |

D StandaFd 10Sts are established on tt basis ofided conditims on past expencnce.

ThuSiStanndcosting�A ,uperiorto�¡ �Ô �R d COSting�B  ��

llD StandaFd COSting is more usem to_gement n�Q 1�Bns�¡ itiprO�� des neclssary

:�‰       �� �� �Rh�� �‡   �Ì���i �Ps

there upon are analysed.nis analySis proVides an insint hb the deiciencies of

magement and helps in detecting the exact causes for�¶ �R mces.

iVI Sinceæx _detemined standard costs act as yardsucks for_31rmgthe efflciencyof

actual"fo�\ nCe,co�¡ oont01�˚ �˚ m�¤simpl�¡ d.�]     |
�⁄  StandaFd�] COsting helpS theimnagementin focuSsing i�‹ attention only on�¿ ances

but not on the �_utine and plamed prop_es,thus�g
�V Ving the princip10 0f

mnagementby excep��on�B

Vil Standard cO�˜ ting mkes the executives responsble forvarimces and thus simulates

COst consciousness among�¡ em:     ��       �A

Viil Standard cosung prondes lomplete inteption ofcost and mancial accOmts and

thus avo�˚ s ien�� d foricOncJingthm�B

Viiil Standard costing�g gregates h efFect on cost OfteOoraryd�g �`  fall i the v0111me
OfOu�� ut and sales.

L�¡ �¡� àØ[0�¡ OrstandardcOsttg         �]

ne�§ 110wingare�˜ omeOfthei�VOmntiimitations�¤ fstandardcO�˜ ting:

‘)Smll�c �¤ations camd affOrdå£

�B�`�£�º�z�˚�r��: :�N gree of"chn�¤ al skill which woulc
�L

: 
��  established,thebenefltsOnitwOuld0

�R                                                   �A

lil h ordeFto mke the executive resp"si�\ e fOr variances,controllable ttd nOn_
icontroll�V levariance"ed�ì be segregated.ButthisiSpttticJly17ydifflcuit.

�Ł àÛ �VSOnces�åcamotttrevi�g d�h     �� �� �P�í rmingand,1�� nmi990�¿ittOns,as itinv01ve,

OS�q�‰g tth msuitte�ø
�ø�� �¾ �O���ø�G�\ 1�� �„

S�ç �¿�V�Vl�V

�à
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�fl

25�B9 SUMMING UP
.Standard means a bench-mark or yard-stict'. Standard Cost is a predetermined cost

which is calculated from managements standards of efficient o,pcratio,n and the relevant

expenditure

Standard costing is the p,repration and use of standard costs, their conparisorr with

actual costs and the an-alysis of variancc to their causcs 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 enrpha{1on the costs not

to exceid budget. While standard costing lays emphasis on costs ap'proaching the standard'

Standards ur. furticui.rlyto manufactgring flrrns,butbudgetg are applicable to all activities of

firms, industies and Governments.

Steps in esablishing standards.

1) Study of technical and operational.asRectst

2\ Establish cost cenEes'

3) Determine the type of standards to be uscd'

4) Design finance and cost accounting system to facilitate to measure the variance'

5)FixthereqponsibilityonttredeearfiEntsandindividuals.

Tlpes of standards :

i) Current Standards

ii)Basic Standards

iii)Normal Standards

iv) Ideal Sandard

v) ExPected Standard'

Standardcostingplays avital role in allthe manufacturing firms

i) Measure the acttrals

ii) Compare the actuals with tlre standards

iii) Find outthe variance' ifanY

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'

s in establishing standard costing'

1) Careful study of technical and operational aspects of the firm'

2) Establish cost centres'

3)Determinetherypeofstandardtobeusedinvie.rr,ofeffectivgcontrol.
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.o Desi"asuimbl�– Jh�c �˚ al andco�£ �} �� �¥ �eNunsO asto facilitat the sm�Þ of       =
i     vanance. :             .         :::|  �L

5)Fixing�g ysibiniwm’individualsanddw�\ ts.

2. I The virioqs tlpes fo rnriances arc glvp below :

(i) Price Vriance

(O Usage variance

a) Mix Variance

b) Yield Variaince

(ii) Variable Overhead

a) SpendingVariance :

b) Efficie,ncyVariance

(B) Labotn Variances

(i) Ratc Variance

(ir) Efticiency Varaince

a) Mix Variance

b)VicldVarirlnce

(iii) Idle-time rariance

(C) Overhead Variance

(i) Fixed Overhead Variance

b) Volume Variance

- Efficiency V,anance

Capacity Variance

- Calender Variance

(D) Sales Varainces

(i) Sales Price Varaince

(i) Sales\ Voluine Varjance

a) Salcs Mix Variance

b) Sales Quanitty Variance

25�B1l MoDEL EXAMNA10N QUEsT10NS
A Answer�� efomowlnginab6ut301neseach.

:�` Œa�—�ü ŒaittI�ß I �V Iconc�\ :

3.Make a c�Ü Ø[9d��
"i�¡

1 9Ftt �_ t ofvariance mlysil 
�V I�@ �R �å ��

�g

9mtol.wstem i      �]  1

�¡      177_|:i
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4. It is stated that varience analysis cffectiveness is a funotion to follow up by
mamagenrcnt. What s-tepa would you zuggest for inryr,oving the effectirrcness of standard

costconEol?

5. Explain the important material variances and state the causes for such variances.

B. Answerthe following in ebout 15lines each.

6. Define 'standard', standard cost and standard costing.

7. Explain the steps involved in standard.costing.

8. Explain the inrportant labour variances and discuss the reasons for such variances.

9. Explain the important overtread variances with suitable exarples.

10. What is the procedue for the"disPosal of variances?

11. Discuss the advantages and limiations of standard costing.
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25�B13 GLOSSARY

Beslc Standerd

Crlender Verience

CurrentStrnderd

Ideal Standrrd

Fredetermined Cost

Sttndrrd
Varience AnelYsis

Yield Vrrirnce

A standard fixed for an indefinite period

Variancc in cost arising due to difference in

number of working daYs'

A standard sct to suit the conditions during the

periodof usc

i stanaara attainable under high. degree of

iu"",t"Uf" it *tt"t and cxternal conditions'

A cost Acterrrinea before it is incurred' to be of

;id*.; at thc time w}sr it is incurred'

A yard-stickto measure

An analysis ofvariances of ttre actual costs frdm

.*t a.ii tost6; for exercising effective cost

control.

Differcrrce bctween ttre actual md standmd ottput

pertmitofinPut
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Unit=26

Unit�] 27

Unit�] 28

Problems with solucon on Mateiials, Labourand overheads

hoblems with Solution on Methods of Costing

hoblems with solution on Reconciliation and Marginal costing
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UNIT�] 26:PROBLEMS�eà  �æn SOLUT10NS ON
MATERIALS,LABOURAND OVEttADS

1)pL�å rERIALS                
�M

:

Problem No�B 1

1�� ��s.Bombay Ball Bearing Cbmptty quots for a particular�¥ ol�¡ all Bming a0

�¤1lows.200 mi�£ @Rs�B10/�]

�g
h;1000,wits@Rs.9/�] 2000 mits@�A.�¡

�g
L�V

dscomt@200/0;cashascomt@5%ifpa_tismadewinina��̀N |�B ntinm@Rs.127
�]e"L Credit on rettm@Rs.10/�] cachi G�x oontineris required for evw tt mits.�p
Buying Orlcer decides�� buy l,200 1ml�ß .T_m ches mOlmting Rs.3�g would�g
chgedbysupli�–

You tt required b cdculet tt c�' �BF�R�ƒ �R ht�V �V Fmiti
sOmmm

Computation of purchase price ;
Material: BallBearingS Unilhrchssod !200

Totalcost Perrmit

Rs:

lQ8m
2,160

Net purchase cost
Rcturnablc oontainers
6 containers @ Rs. l2l-
Ies credit on rcfurn of
6 containers @ Rs. l0/-

8J�µ 7.20
Add:

72�] 00

60o00

Add Transport charges identifiable

8,�g 2

36

7.21

0.03

PtrcLse�@|(1200x��
LcssL lhce diSCOunt@200/0

�k
�C�m

Ł�

12

Total Rs.8,688 7.24

Note Cash discOmt has�¡ otbecn tenintO accomtasitisan ittm ofmmcMiname.

ProblemNo:2

The rate of annual consumption of a matcrial item d 675 mits. The inErest and cost ofq!-"rq a material item costing l0% of Rs. 30/- and the cost of placing an ord; ilR . lS/-
Calculate the EOQ from the above particulars

Solutiqr---i.o.q 
= Economic order euntity =ff

A=A,rrlralusagpinmitsis6T5 
I -

S = C,ost ofplacing an order Rs. l g

I = Invcnto,ry carrying cost (including in&rEst)
per unit per aurum l0 pcrc€nt of Rs. 30/- i.e.. Rs. 3

E10.Q.=
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ProbhmNo 3

From thc following particulss calculate the rna:rimum stqck level, minimum stock level,
reo,rdering lerrcl and avrragc stock lcvel.

a. Norrnalconsunptior j = 3fi)mitsperday
b. Maximumconsur@iur = 42bunitsperday
c. Minimurnconsrrption = 24Ounitsperday
d. Re-orderquantity ,= 3600rmits

e. Reorderperiod = l0to 15 days

f. Normalreorderpcriod = 12 days

SoIutu
Reorderlevel:

= lvlaximum consunption x lUaximum re'ordsr period

= 420x 15 = 6,3@ units.

Minimumstocklerrel:
' 
= Re-ordering level - (Nonnrl consunption x Normal reordcr period)

= 6,300 - (3fl) x 12) = !,799 *to
Ma:rimumstocklevel:

= Reordering + Reorder qganity - (Minimwr constunption x Minimunr re-order period)

= 6300 + 3600 - (240 x I0) 9900 -24o0

= 7500 units

Average stocklevel:

l/2 (Minimum stock level + Maximum stock level)

It2 QTOO + 7500) = 5 l(X) uits'

ProblemNo.4

Qalculate inventory firmover from the following

Maximum stock : 7,0fi) rmits

. Minimumstock: 3,000rmits

Issues during ttre year = 1,50,000 units

Solution

InventoryTumover= LlaterialsConsumed

VZ O"foit *n Stmk + Minirmrm Stock)

1�¤Q�Þ   =lmm=30
l/2(7,000+3,000) 5,0m

365=12.17 days conswtiOn is�� :avmge sbck
30  1
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, . ::::=.i: j! l-,r: -;' , ..-,- 
., .

" 1 ";::'
:

ProblemNo.5

Calculate tlrc Economic Order Quantity fronr ttre following inforrmtion. Also state thc
nuniber of orders to be placed in a year.

Colsrmrytion of materials per annum = 1 0,000 kgp.

Order ptacing cost per order = Rs. 50

Cost per Kg. of raw materials = Rs. 2 i

Storage costs = gYo onaverage invcntory

Solu��

EOQ=

Where, A = Annual Consunption = 10,000 Kgs

S = Cost of placing on order = Rs. 50

I = Inventory Carrying cost per unit per annum g% of Rs. 2

2xlob000X50

0�B 16
=2,�f �_ttF

Nurnbcr of or.d€rs to be placed in a year :

Total Quantity Required per year

�ki)Maxi�\ StockOfB

�k�´ Avmge StOck OfA

�q

�x00miCOrderntity

10,00011�ˇ
=2,5��

FLgs=4 ordm

�ˇ lowingm:S,�c �¿
m�VdS�Ö BandC h a�g�R ular youdct Ofwhich�i

REW Magial usar  Reder Prim  LadTime  
�† .Mttm

htmil�† :(�¡ Ø[,Oh]1�æ �u�V Ave�E .:Œ⁄
‘�ô

�To lm�f l�† �'
A      10    10,�˝    0.10   1 2 3  çp       :
B        4      5,�¿ �_1   0�B 30   3  4 5   4750  - .�q
9        ‘     10:�¨    o�B 15   2  3 4      _ 2ØÜ

Weeklyproduc�� On�†J�g �¡ Om 175�¤225 units,avmgng 2001mits Of�œ sttFodwt
�p twOuld bethe fol10wng qm�� |�µ s?

OMinimumstOckOfA

�kiDRoordaleve10fc

Soludon

(i) Minimum stock of A : Reorder rrver - (Average usagc x Avcrage had tirne)
: E,(XX) - (2000 x 2) :4,fl)0 Kgs.

483

�D
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�Œ

�Œ

�Œ
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(ii) Marimum stock of B : Reorder level + Reorder Quantiu - (Minimum usage x

Minimumleadtime)

= 4,7 50+ 5,000 - (4 x 17 5 x 3) = 9,7 50 - 2, 100 = 7,650 Kgs'

1ii1 neordo level of C = Maximum Usage x Ma:rimum lead time

=4x1,350=5,400Kgs.

(iv) Averale stock of A = Minimum stock level + l/2 of Rcorder 
luantity

= 4,000 + l/2 (10,000) = 9,(X)0 Kgs

ProblemNo.T

The followinginformationrelatingto consunptionof 3" nutbolts in BharatEngineering

Ltd., are gathered from the Stock Registcr :

Normal Consumption : 72 Pcs' per week

MurimumConsunrption = 100 Pos' perweek

Minimum Consumption = 50 pcs' per week

Ordering Quantiry = 250 Pcs'

Delivery time to get fresh supply : Normal : 2 Weeks

EmergencY : 3 daYs

Determine different stock levels for 3n nut bolts, assuming the factory wqk 6 days a

week.

Solufion:

(a) ReorderLevel =MurimumconsunptionxMaximumdelivcryperiod'

(b) Maximumstockkvel =Reorderljvel+ReorderQuantity-(Minimumconsumptionx

Minimum DeliverY Period)

= 200 + 250- (50 x 2) = 350 Pcs'

(c) Minimum Stock kvel = Reorder level - (Normal consturption x Normal delivery p€riod)

=200 -Q2x2)=56Pcs'

(d)DangerStocklrvel:AvcrageConsumptionxEmergencydeliveryperiod

=72x316= 36 Pcs'

ationandProblem No' 8 
lforthgyearl999fromthefollowinginform' Calculatethematerialtrnoverratic

d"t rt;;;;h;fur"twomaterialsisfastmoving' MaterialX Materialy
Rs' Rs'

MaterialinHandon0l-ol-I999 
25'0m 

:i'::15,000 62500

MaterialinHarldon 3l'12'1999 
1,90,000 lps,om

Material purchased during the year
�R
�@
�R�Ø
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Soludon:

Cost ofmaterial consunrcd :

opqritgStock
Add: purohscs

Lcss: closing stock

Average stocks:
Openingstock
Closingstock

Avoragc

Mattthix  ntatal Y:
Rs.       Rs. _

25,�� 0    "��
1�† ,�ï   1"�v �ï

215�v �\ �_    2125010
15�| m     6500

�¤    1,�m
‘�¢

25J�˝     87500
15�v�˝     6�s oo

�g

�v�¿�_     15o,�å �_

4�v �ï    �¢Q�˝
2           2

=20�ˇ ��     =75,�¿ �_CostofmttalcOnsumed
mttalTlmoverR3�¡ 0�¡

Cost ofavmge stek

Manid�¡ mOver hØ[0 0fX=200000 �] 10
20m    �]

Mantal TmOverRa��o of   1 50 000Y=�\ =21 75000

Days during the yeaF
lvlaterial Turnover in Dayg = 

v5'! ewurtt uru Jscr

Material Tunrovcr Ratio

Manid�V�V hDaysx=�æ�æ365 days     l
10

Manial TmOver m Days:Y=:�C�¡ �\ 1:2.5 days
2

�ª y�p ��å¶ �¶çW�V�T
Problem No�B 9  1   , �\   .

�] �¤lbwing hfo�\ tiOn�¤ amil�  leonttptrCha�g andissueofamttd during�¡ emOntofAurt,20��
.

Purchases
lssues��

�Ø 1�Ö �ô �o�d : �R�e�� �]
t

PrepåN�la Stores Ledger AccOunt posting�˚ e is�B

�g

stmder F�u O and LIFO mcthOds.
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sOmm              . :

HFOMET�UOD

srOr�] Z‘�B 9��
�g �g ‘      |

Recein Issues r Bolmce

Date    U�—
�g

 Rate Amumt l�� ��  Rate Amomt U�v �I   Rate  Ammmt
Rs.          Rs.            :       Rs.        Rs.                        Rs.            Rs,  :

2000 ,

Augpst,2 N zfi 400{0 200 2fi 4m{n

euirsi ro 3oo 24 720fi mo ' 2{o
tb 24 l'12q1

Augrrst,lE 250 24 650'00 25O 24' uo i* 1250{x)

August2o 200 240 480{q 50 24 T1o4ro

250 24
LIFOMETHOD     ,

srares L�X r �I CC�˝�¿ ��

Receipts
^ Balance

Date  
�E

 Units Rate Amolmt l�� ��  Rate Amolmt Units  Rate  Amolmt
Rs.   Rs.Rs.   Rs.      Rs.  Rs.

�| ,�¨ �m�m� J̌�c 1:�˚ :�� 1:�aAugust,10  300  240 720�] 00�]   �N�]

300   2�] 40        ,

Augu�g,15  �c  ’�c  �c 250�] 240 600 �^  2�] 00 520�] 00

50  12�] 40,11

�c  �c  200 2��     
��

Aurti8 250 2�] 60 65oo00  �]�]�]
        50 2�] 4NO :l170400

1      250   2�] 60

Augu�� 20 - �c �c �m2405�ß �a �ß �ˇ  
�g
�V

50   2�] 60

�M�÷�ł   �Ô � �̊��J:
atthe COSt Oflast deli�Ł

Jme l1 0penmg balmce�] 50 mttS@Rs.3 F mtt

l�g
Jme5:bued�Ub productiOn:2 units
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- 
,: . j-l

," ,I
JrmeT:Purchased48mits@Rs.4perunit .: ::-,. .

June 9 : Issued out 20 rmits to productim

June 19 : Purc_lrascd 76 rmits @ Rs. 3 perunit

June 24.1 Received back into storels 19 units out of 20 rmits isstred on 9th

twe:27 : Issued to production l0 units

Solution: '

(Weighted,,berage Method) . j

Receip�Þ Issucs

Da"     Qty  Rate Amolnt  Q�fl   Rate Amolmt  Q�fl   Amolmt
RsI   Rs.         Rs.   Rs.     �A�L     Rs.

2000

Jlme,1           __      __       �B_ �]t       �] �]       �]
�E          50         150

@Rs.3
Jme5    _�E   _=  �c    2  3  6   48   144
Jme7        48     4    192      __    __     _�]    

�E
  96     336

Jlme9 1’       �]_     �B_     __ 20 3�] 50  70   76   266
Jlme 19    76  3  228   __  __  �N   152  

�E
:494

Jme24       19  3�] 50  66�] 50 �]�]     �]�]     �]�]     171   5050
Rem�c)

June[27         =‘     __     __ 10 3�] 27 32�] 78   161  527�] 72
Jme30     stOres      _  35�] 78 �]�]    �]�]     �]�]     161  563�] 50��

�´ �o t  ��

�� Since c�� singstocktt tO�¡ �“ lued atthe cott Ofhtt deH�Z
�¯

�g

value comestO Rs.563�ˆ 0
(1.el 161 i 3:50).The direrence Of Rs.35:1�¤

 �k�B���E�RlLS:563.50�] �˚ �A527.72)has b�A           ‘�� "�í �\
J‘^�\ ‘^=___J:_ 4   .transfffrod to storres adjustmetr accourt.

ProttemNo.ll

The following transactions took prace in respect of materiar A :

Date �]Receipts Issues     .

RatO       units

Rs.   =:

01�] 03�� �� 1 1 1�] 00   4o0    1 ._
10�] 03àÛ 1 1�¡

"0  
�� :�¡ �E

�æ

1�â �m�¡ 11 �P�¡ | 1�ó
25�] 03�¡ 1   �]    �¡ �c    �]   400

"�£

a StOre�˜  LdgerttL�˚ �Ø under slw�¤ a�c �� me�¡�Bd.
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àÛ �µ

Storcs l*dger Accowt

Rceipts Issues Balmcc

Date uni��  Rate
Rs. �c Rs.

���L�k
�d

Amolmt
Rs.

�O  AmOlmt
Rs.

01�] 03�] 2001

10�] 032�� 1

1603�¤ 1

19�] 032�� 1

25�] 03�] 2001

NotCalculatimofiSSuepnCe:

on 16�] 032�� 1=1�E
�� +1�E20 TRs.1.10

0n25�¡ 3_2001=1�E
20+1.30=Rs�B

�¡
15

hblemNo�B12

From�Vl�V C�R�RgiVmmFOblem ll p�@�¤ aStOreSLedgaAccomtlndav7ci�ƒ

avmge m"mthOd�E

�R h�ü
Stores l*lger Accout

IssueS Balance

�ˇ
�Y
��
��
�ä

�Œ�@
�Œ�@
�¤

�Œ�@
�ˇ

�å
�@
��
�@
�Œ�@
�¤
�@
�Œ

1000  400400

1�] 20 720�] 00

1�] 30 650400

1�] 10 550400

1�] 25 500400

400400

1,1�Ì

570�] 00

1�� 2X�_

720�] 00

ReceiptS

Date untt Rate
Rs.

Ammmt
Rs:

units Rate Amlmt
Rs.    l    Rs.

u�—��
, Amomt

Rs.

ol�] 032�� 1

10403�æ2001

1(H)32�¿ )1

19�] 032�� 1

25432�� 1

400

600

500

1�] 00

120

1�] 30

400o00

720Æí

650�] 00

560o00

4M�]00

400�] 00

1,120�] 00

560400

1210000

72600

�ˇ
�⁄
�¤
�Y
�ä

�Œ
�Œ
�¤

�Œ
çq

1�] 12

1�] 21

Notc Calculation of issue Pricc :
400x 1.00+6fi)x l'20

On 16�� 34�_01=
400+600

=�^ �¶ =Rs.1.12
1000

560+500�¡ 1.20

- 13lo :ns. t.2l
r0m

400+720

�Œ

100

5(�m +650

1000

1�c

m254032��1=
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ProbtemNo 13

4m lbs of wool c@bg Rs. 72,000 unq,icslcd forthc mmufacnne of 38' sizc prllovtr.
On the conpletion ofnunufacutre ofpullorrers, ffrc following informatiom ie firnishod.

a) 1,6fl) gcxlrl pullovers of 38' giu of 9' S car:h wcre rnurufastrcd. ,

b) '100'lbs of wgol is scrappeO and iLaliscs R8. 700.

c) 200'lbs of ofrouts werc us{ fgr thc rraaufactrrc of mothcr vrriety ofhoisc,ry,/flc
marketvalucofthisisRs. 1,8fi). '' . ,

d) 200 pullovers u,ere fonrA Ocfectiw urd werc rcctified at an additiqral material cost of
Rs.500/-

You are tcquiid to find out thc cost ofrnatcrial of onc pullover.

Solution

Manialissued

hs:sale ofsmp _

hs:orcuts ttd foF�í �\ ufactLre Of

�c

�¿ �� (å¥ lagel

Add:Cost ofrectiflcaØ[ 6�– 6f200
�Rdefectivepulbvm

h"çW
�p�Õ |

1600+200 deFecti�¤

70000
CostofmttperpullovaT�•

�˚  �§�M38.89

quntity &runt
IbB. Rs.

: . 4000: ,.72r0fi)

lm m0-+,..r- 

--
3900 7t30f.

m 1,g00

3:7gO 69,500

500

3700   
�M

�‰�A       �L

100

3�ä         70�v 000

100  .
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2. LABOUR
I ) From the following particulars, p,repare a statcrnent showing ttle cost pcr day of 8 hours

of cngaging a particular t1ryc of labour :

(a) Monthly salary @asio plus DA) : Rs. 1,6fi)

O) kave salarypayablcto wckmca : 57o ofsalary
(c) Enployeds confiibutiontoprovident finrdat 5% of salary(a+b)
(d) Employeds contribution to trc State trn$rance at5lo/o of salary (a + b)

(e) Expenditure on arncnities to labotr : Rs. 52 per head per molrth

(0 Numboof workinghorre in ammth : 2fi) hotns.

Soludon:
Working hours in a day

Workinghours in amonth

Workingdays inamorth

: Shorrs
' : 200hours

. =25 days

Monthly Salary @asic plus DA)

Leave Salary payable @ 5o/o of salary : 16fi) x5% zfi
Employet's conEibution to providcnt fund : 

-S o/o of (a+ b) = l6E0 x 5% =

Employcds contirubtionto State trnsurance :

5olo of (a + b) = 1639 * t*
Elrpcnditure on amenties to labou @ Rs. 52 per head

. Totrl labour cost Per rrsrth

Cost per day of 8 hous : 1,9(X) x' # = Rs' 76

Costperhour : # = Rs. 9.50

�v
�¤
��

�˛

�T�Q

1900

���§�| �R�[ �f �o�í :�› �í I�B
SWlied�g �M10Winginfo�\ tiOndating

NumberofWOru On lstJme l,900

Number ofWOrkers on 31stJme 2,100

y.

cdcultt labolr moverrat and equivalentamual��
,mder difFaentme�¡ OdS�E

�o �Õ number Jworkgs��
�ˇm=�`

1. SeParationnrcthod

Labour T'mover rate = 
till*

2W

EquivalmAmual�i �¢�j�j�í 1�¿�g
%

=40/0

190
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3.

ntDIMeLod:
80�X

Lbolr Tlmovc�Œ
�˚

�u

=Xl�� =�g

Equivalmthual�˚ �  �� �å _ 30 =7b%

RTlac�\ Mnod:

30

1)Fmmh following�æ �˚ �° molthttngeSCLquchia�\ Ø‰apttc�R �Immm:                  .

Rs.

41�v �k�_�_

4:�ˇ

5�ˆ 400

13�˝

3200

Soludon

Statenwtt of Wage paymerrt

Wages frornormal
Wages for overtimc
kave Wages

I.essDedrrctiors:

Wor.kers contsibution to E.SJ.
Wo,rkcrs contibution to p.F.

House Rent (30 x 20)

Lbolr�¡ �Ì mttr= 40 x l��

2000

EquimmtAmual��̊æ�¡ �fl =

Lcave sal�‹

�V 19äFs’�fi Ø[�R ontORE

=2%

2�¡ 365  =24.33%

�c

�´

�Ł

�O

�`

�⁄

Wages fornormal hours worked

Wages for overtime

kavc wagps

Dedtrction ofwolccrs contibution to E.S.L
Worters contibution to hovident Fund
Housc Rent is to be recoveired ftom 30
workers @ Rs. 201-per month.

Rs,                            Rs.

41�r

4�Ł4�_

5.400

�n 800

�¤
�¤
�ä�Œ

0

48oo

3r:t"q laborn cost per nnnday of 8 h; il rrr ;i,l*, **curars : 

-
Basic salary Rs. 4/- per day 

er

'Deamets allowanci 25 paise per every point orrcr.l00 cost of living

Cbment cost ofliving indcx 5(X) polnts
l0 ircr cent of i) and ii)
8 per ceirt of i), ii) and iii)
2.5 perccnt ofi), ii) an{.iii)
Rs.20 perhead permonth

�Am�˚Ø[�Bfworlcingdaysinttmonth i25 days of8 hOm each.

�´

�Ł

�Ł

�Ł

32�I
==11�R

�B�P
191�R

�S�E

�´

�¡ �¡
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Solution

Statcment of Labour Cost (Pcr manday of Shours)

�l BaSiC Salary

�Ł D.A.@25 paiseperpontof100 oostof

livingindex foramonthof25 days.

400x25  1
�‹ �\ �\ �\ �\ �Œ�G~~

100     24

l*ave Salary : lff/o of i) and ii).

8xl0
= -166

Enployct's contirubtion to P.F. 8% of

8.80 x 8
i),ii)urdiii)==Tm-

Enployeds contibutim to E.S.L 2.5% of

8.80 x 25
i),ii)andiii)= =T-

Amcnties to laboru @ Rs. 20 Per head

per month of 25 working daYs

�¯

Rs.

4��

�×

0�] 80

0=70

0�¡ 22

0=80

ivl

�⁄

vil

Rs.10=52

5)ThefollowingistheoutputofworkersA,BandCinaparticular40howweelc
A : 64 tmits, B : 74 units, C : 84 units

Cuaranteed Time Rate Rs' 5 Per hour

Lov Piece rate Rs. 2 Per unit

High piece rate Rs. 3 Per unlt

nign ast : 80 rmits Per week

showtheeaningsan$labourcostpcrrrritunderTirylor,MemickandgsiltTaqkditrercntial
piece rate sYstesm.

Solution

srara"�g �� o/Ea�� EagS �¿

�g

�� Zab��
�g

r COS�� �� �� ��
’��

Taylors System
GanttttSyStm

Percc,lrtage

ofTask Eamings Iaboru

(t0uniB) cost Psr
Unit

Output

WOrb PCrweck T ttET�˚
A

B

U�v
"

�g74

�g

%

m

925

2520

Rs.

128400

148400

252�E 00

Rs�B .

2�E00

2400

�m

Rs.

128�] 00

1080

201�] 60

Rs.

2�E 00

"
240

Rs.

200�E00

200�E00

252�] 00

Rs.

�M
3.125

2707

�¤

192�æ
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6) frnrn me fonowihg particulars;calculatci&*tml dunings oftlre wortcrs ardhis effective
rate of eamings under Halsey (50 - 50) premiumphn

Rate per hour Rs. 1.50

Time allowed for the job 16 hours

Timehftcn l2hours " i

StandardTinfu, S = l6hours
TimeTakenmT = l2hornr
Rate or T l.50pcr!nrn
ToalEamings = TxR+5V/o(S-exR

= 12 x 1.50 + (t6 - t2) x t.50

= 18+3.00=Rs.2l=00
Total wages for 12 hours = Rs.2l = fi)
Effective rate of eamings per hour :

T-otal wagcs 
=Bl3l =00

TimeTaken T=Rs' l'75

7) Fromthe details givenbelow, calculate the bonus, total earnings andrate ofearningsper
hour using itouran System.

Timeallowed 6hours

Hourlyrare .... *.;; 
so

Time taken 4 hours 100

Soludon

Bonuseamed= tlTxTxR 
Where

s
T= Time talcen

S = Standard tirhe or time allowed

6-4
= -_x4x1.50

=Rs.2.fi)
Totalearnings = TxR* S-l xTxR

6-A= 4x 1.50+ "-- l.5o
6

6'00+ 2=N
= Rs. g =fl)

8
Ratc ofearnings per trour= i ='Rs. 2 = (X)

193
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�ß   CalCulate the eamings ofa workg under:(0:Httley prem�ß ÆP̧lan and�k �⁄ :Rowa�Ú s

PremilllnPlan tomtt�_  fo1lov71ngparticub�B 3:

Howly�A�ß
"ofwages panted:Rs.5        _

Standard item forproducng one donªŁ Ø[cLs:3 hours

Actualttme nen by the workerto produce 20 do�\ s Ofarticles:48h�� �à

Soludbn:

Calculation ofeamingsofa worker mder Halsey and ms tt�Y  Plus:

Standard item:S:60 hows;Timetan to dO�¡ e v7ork:T:48h�h .

Time saved(S�] Tb=(6048)=12 hom:Wage Rate:Rs.5.

As per Halsey Premium Plan 3

S tt T
xRFomula:TXR+

S
TxR=48x5

l x12x5
1=�\ �\B�� nuS  2

Total Wage:Halsey Plan

As per Rowan’s PremunI Plan

TxR* E*TxR
s

TxR= 48x5 = Rs.240

12 D- znBonus=# x48x5 = Rs.60

TotalWage : RowansPlan : Rt-36'

9) calculatewagespayabletottretrowffi-errlandAchal,ndertheTaylodsdifferurtial
;i*" il$*.rn ffi ti,. following infornration.

Standard work :   2omitsperhour

Normal Wage rate Rs' 10 Per hour

Differ€ntial rates to be aPPlied :

75 percort ofpicce rarc wtren Uelow standar4 and

l2spercent ofpiece rate when at or above standard

Tlre workers Altril and Achal have p'roduced in a day of 8 hours' as follows :

Alfiil : l20rmitsand

Achal: 180uits

Solution:

calculation of wages duc to Akhil and Achal according to Taylods Difrcrentid Picce

Rate SYstem

Standard production in 8 hours = 8 x 20 = 
'* 

**rO

Normal wage'rdtc per unit at Rs' 10 perhour = i = 50 paise'

, ::
194

Rs. 240

ªà .30

.Rs.270
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�h ::

Worker Aldril produced 120 rmits, which isbclow sEdard
75

His !,ages wouldbe : 120 x 0.50 x i-m = Rs. 45

workerAchal produced 180 units, whcih is above standard

His wages wouldbe : 180 x 0.50 x ffi = ns. 112.50I(I,

10) From the following information, calculate the bonus and eamings rmder Enrcrson's
Effi cieirry Bonus Systenr

Standard output in l0 hrs

Actual output in l0 brs

Tirne Rate

�R h��

Eamings=HW xRH+

120�˚ ts

1321mits

Rs.1/�] per hotr

!T . HW x RII Whercloo 
Hw = Hot,B worked

RII = Rate per hour

EBp = Efficie,lrcy Bonus perceirtage

Effi ciency Calculation ;

a) Under Standard Hotr Method

Efficiency Perce,tage 
- ectuat proa:r:3o:rl1ternrs olstandard horn

Therefore, 
"* .--- 

x loo

production in standardhours= 13 lO2x5: = ll hrs.

So, efficien< 1l

rl unaoouo.iffi*= 
-i6- x loo= lloolo

Effrciency Percc,rtage = ffi x lfi)

Now, Bonus*,**;fl;l ll]:, = 3ff.
3o

Bonus= 16- x fO1|s. I =Rs. 3 =00

larnings= 1,0X I *#* lOx I = f0+3 =Rs. i3 =00 :

ll) Twcnty-five ry.*9rk in a-grorry. If the weekly production oithe gorrp excecds 200piecesperhorn(which is the standard), eactrrn*ge 
"-b;;;in "aoitl*; h{;;;gr.

. BgT regulation - Each nran's sbare should be one-half of the percentage t "*Jro,the standard p*d*fiT.-Each ma1is paid ttris percentage of ";;g" rate of Rs. 1.20 per hour.There is no-rolationship betrreen the ioairia*t r"*torrait io*rv rt" and the uonus rate. 
19s �E�E
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nre foUowing is one welCsrecord

Monday

Tuesday

We�gsday

nlBday

F�u �I

sanday
1200 2,7Q�¿�_

Hours
v7orked

190

210_

195

215

200

190

Productim

enitsb

44200

,47�À 00

45�r

47,600

46900

_4800

�N

�¤ |

Compurc

a) The rate and amotmt of bonus for the week

b) Total earning of X, who wgrked 45 houni dtuing thc week and w.as pqid Re l/- per

hour basic, and that of Y who worked 48 hours, was paid Rs. 1. 10 per horrr basic.

Bonus:
Acttral p,roduction for the week

Standard poduction, 200 pieces per hou

Production in excess of standard 36'000

Excess productionpercentage = mm
So, each man's slrare = ll2 of l5o/o = 7 '5o/o

Bonus rate = 7.5% of Rs' l'20 = Re' 0'09 pqr hour

Amount of bonus = 1,200 hours at RE' 0'09 per hour

=Rs.10840

WagesConPutation:

WagesConPutation:

X : 45 hotns @ Rc' l{0 Per hour

Bbnus - 45 hours @ Re' 0'09 Per hour

Totalearnings

Y : 48 horns @ RG' l'10 Per hour

Boru - 4t hours @ Re' 0'09 Pcr hour

Totalearnirrg

�Ł

�Ł

2,76�¿ �_

2�ˆ

�g

,�ï

Rs.

45=00

4=05

Rs.49=05

52=80

4=32

Rs�s
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3�B OVERHEADS�]               .
1) A Company has Jtt dep�\ ents oftwliich threc�] Pl,P2and P3 are production

depa�\ tS and�¡ 7o Sl and S2�] d_ts�E The followingare�V

"�V
100StS for a

specifiedperiod :

Repairs

Rent

Depreciation

Supcrvisiur

Insurance

Enployeds liability of enrployees' insurance

Liglrting

The followiqg data are availabl" r;r**, "t""J* deparrrrcnts,

Arga (Sq. ft) 280 ?N nO
No. of workers 50 N n
Total wages (Rs.) 10,0m g,000 5,000

Value of plant (Rs. 40,000 36,000 32,W
Value of stock.(Rs.) 30,000 20,000 10,000

Apportion the costs to the various deparhnc,firs on a suitable basis.

Sohrfiotr

�M�V �� �� D�¤�|

"��

�˝
"�� "��

�t �b

�J
�q���D
�r
�†

�Q

�@

�Q

12��

4�À �Þ

1,5��

700

1,çW

Sl     S2

180        80

20      1o

5,�å X)   2,000

�ß ,000 12,000

4ØÜ

ProductiOn

Dep�\ nts

�ß ice

pep�c nts

�h
�k

�Q
�R

�o�]
��

Æí�Œ�N�T
Ev_
�–

Basis Of

apportiOnunt �v

�R

�r�]

ªà

Reparis

Rent

Depreciation

Supervision

Insurance

\Ahreofplant

Area

Vafueofptant

!$o. ofurcrters

p lthrcofstock

"2  415�E
457

�m    600  550

343   308   274

14" 1,143 571

�m   469 �l

250       2oo      l��

504              41312            �x

F,ryIoyceblnsurancc No.ofwo*crs
LighttuU , Area

2000

1��

1200

4�¿ �_

1500

700

lJ8�k 1)

�]�V�]

�m
�A�a

�Ø

�E
��

�g

��

�|

�B

�‘

��
�R
�„

�J

13,�´ 4501  3�g   382 1"

�h
�E
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Z) X Ltd. has two production departnents, A and B and one service department; C. The

following figures we,re exfiacted fromthe records of the comPeny'

RentandRates':Rs-10,000GeneralLighting:Rs'12fi)

Indirect wages : Rs. 3,000 Power: Rs' 3'000

Depreciation of machinery : Rs' 20,000

Thefollowingarefirrttrerdetailswhicharearmilablei
ABC

Floor space (sq.ft) 10'000 10'000 12'000

LightPoints(Number) 20 15 10

Direct wages (Rs') 6'000 4'000 6'000

H.P. of machines 40 30 30

Value of machinery 90'000 90'000 20'000

10,000 8,000Workinghows rv'wv

The Service deparrne,lrt expmse} are to be allooated to the Production departments

equally.

Calculatedthepercerrtageofoverheadsinrelationtodirectu/agesfordepartrrentsA
andB, and

The overhead cost per hour for each of the departments'

Solution

%of OVerheadS tO n,||�� �NS

overhead coSt per hOW

Overhead Distribution Summary

316.75

Rs�B 1.900

Expenses item

Basis of
apportionment

Total

Amomt

Rs.

Rs�A

10,m

1200

3�v �Þ

3�r

20,m

37�r

Rent&Rates

GenmlLinting

hdireCt Wages

PoWer

DeriatiOn

Floor sPace

LightPoints

Direct wages

H.P. of Machines

Value ofMachincrY

ProductiOn

Depaments

A
Rs.

Service
DePts.

�b

�q

�a

�q��

3,126

534

1,125

1200

9�v000

900

9�‚ �Þ

3,�L �E

266

1,125

900

2�r

8�ˇ 39

-8,039
14�ˇ 85

4�v 020

14,176

4�ˇ 19

�æ 5 118,12
41,4.88

198
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3)A factory has hee Produc�v on dep�\ em X,Y andZ,and twO Service Depaments,
A and B.The overhead distribution for September2002 is as f�B 11�Bws:

�b �� 1�b   Depa�\ �¡ s

Rs.

S�Vce Depaments

Rs._

Z  �A A   B

X 50,000- A 5;O00

Y 20,000 B g,000

z 25,W

The expenses of the Senrice Departments are charged on a pencentage basis as hereunder:

20% 20%
B s0% 20% 20% 10%

Usingttrc RepeatedDistibutionMethod" ap,portion the expenses of Service Departments
to hoduction Departments.

�Ì � �̆��� �¿�†D�uisrrlib�� ���ì �� &��
�g

�¿�b �À ��
�g
d�Ł DiSrrib�g rlia��

��      X     Y     z    A
Rs._

5ØÜ

�]5,�¿ �ï

900

�] 900

18

�] 18

X

30�c �m

Y

30%

1,5��

�g

00

270

90

5.4

1.8

�a
�q���D�¤

�q���D�¤�Q

�q���D�¤�q���D�¤�T
AsperdsttlttOn

S�\ Fy    �L

A

B

A

B

A

B

1500

1,800

270

36

5�B4

0.9

1,�˝

1,800

180

36

3.6

0�B 9

LØÜ
,9,000

180

�] 180

3.6:

�]3‘
56,367.2 ?3,6t2.3 28,020.5

4) ' Tlre following information is exhacted from the boola oruf,swethi Engineering co. forthe qlarter year ended 3rst March, 200i. i;;l* r*o* to prepare production
overheads Distribution swnnary showing clearly trre uasis of apportionment where

Particulars of
expenses

Prouc�¡ On Dw�\ en�£ SC�Ú�‚ ce Depts.
X1  lY  

�]
 z A     B

Direct wages (R.s.)

Dircct Mst€rials (Rs.)

Employee (Nos.)

Power (Kyh)
Lightpoints (Nos.)

Assets value (RS.)

32000

16,000

12��

�° 000

32   _

2s�A
400

lCm
8JOm

800

32000

80

4�T000

1200

41�˝
lCm

. uoo
2,ØÜ

128

320,�w

2ØÜ

�T�¢

12:G�_0

400

8,�˝

48

æm,�˝

400

lC�˝

12�ï

1400

8�ƒ
32

�_ ØÜ

400
�V �å C�Ved Sq:m.

199

|

|

|

|

|

�u
�u�¡

�P

�u

�P

�u

�\
�\

�@

�@
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The expenses incurred foithe period wcrc as follows :

Motive Power rs. 4,400; Lighting Rs. 800; stores ovcrheads Rs'.3P00, Amenities to

enployees Rs. 12,060, D€p;iaiton Rs' 1,20,{'R:q': and maintenance Rs' 24'000'

Ge;;l overheads Rs.48,000, Rent and Taxes Rs' 2'200'

AprportiontheexpensesofServicodepartrretrAinthcratioof3:1:landtheseofService
D",pt., g in l:f talio tfru foA*tion Departments )q Y' and Z respectively'

solution: 
Production overheads lisyibit':'!":y'y

for the quafier ended ilst March 2003

ProductiOn

Depments

Service

Depa�\ ntS

�c�¿

�‘

�q

�y

�R

�x

��

�w

�„

�⁄

�N B
RsoRs�B

12o00 12000
àå �O ��

MotivePoweronthebasisofKWll) 4'4m l'6m lN m 4m 400

Llghting (onthebasis of ligtrtpoins) m N 3n CI lm s

Stores ovetheads @. Mat' Retip) 3N 4m m m 00 ffi

AmenitiestoEnployes 3,6m l2m l2m
(onthebasisof Enployee) l4m LN 3'6m

Depreciation(onAssetValue) 120'm0 4S'm 3g(m 24'0m 8'm 8'000

Rqoirs&Lfairmrace(urAs\hrc) 34'q0 9'6m 64m 4'Em l'6m l'6m

Generar overheads (onD. waees) 4qm &m 12,000 lqm 4'000 8'm

Rent&Taxes(onAreabasis) 2N 0 l'm 
H

�H 1�ß  4�r
TOul:            4�Ł �c   �c�t~~  ~

21�À 2   724   7�v
"4  36120     -Dept.AO:1:1) �L�E�Ê �E

   �E J�L �⁄�L   10’�¡ 9     -   J8�r
DTtB03�⁄

1442 14P424 19"2
_ J8�r

l ,,en t-osxN 7s96p 76,1$ - -
i

5) IvI/s.ptramCo6*yfra.,iltravialiiall 
fourdepartnents, of*hichthe'three A' B and

C are production departnrents aa^lf :1?'i.?ffi;;'o**; 
The act'al costs incurr

�˛ ��March,2002 are"fo110Ws:
Rs.

Rs' 
60'000

Rent 40'000 Strycnrision

ReParis z/}'lilt Insurance 20'0m

Depreciation lE@ iiili*provttt'Liabilitv ,:"ffi

ThefollowinginformstionisalsoavailablcinrespectoftheForrrdeparfinents:
Dept.A D€Pt' B D€PLC DePJ' D

Arca(insq'rt') ''H zT, t'ffi 'fi
200 No. of workers
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Plant Valuc(in Rs�B )

�p �ƒ l Wages(in Rs.)

Value OfstOck(in Rs:)

4�_ ,�Þ    3,0,�� 0  2�p ,�˝

1,0,ŁI )�R  12o,�˝   80,�Þ
3mm  L�s �˝   l�É 000

1�p ,000

40,000

Alryropriate the costs to the various departments on the most equitable method.

Sotufio.n

M/s. Uttam Ca*pany Llmiied.
Appropriation of costs bety.Een-the Four Departments

Particulars of

Costs

Basis of

apportiOnment
�A A
amomt

D�� tB Dept C DTtD

Rent

Reparis

�lWuiatiOn

SuperVision

lnsurance

ESIntth Liab.

Lighting

Po�\ �L�L

Area

Plantvalue

Plant value

No. ofworkers

Value of stocts

Wages

l{rea,
Plant value

15ØÜ  11ØÜ

9�ä   7200
7200     5,4�_ 0

4�˚ �_   16000

lCL(130         �¤

a�ˇ      lJ�y �_

1500   1,1��

1�´     lQ&�_

9�v �˝

4�† �_0

3�ä

12000

4�˝

1200

900

720o

600

�|

3,�ä

�¤
�¤
�¤
�¤

�Ó 100  59300 42�m 21p00
Note:�¡ �¡s been�¤ s�Z�¤d�� t hsŒ⁄ �ôce is only�E ���¡1�Œd b stock

In the absence of any infornration, pow6 expenscs have been appropriated en the. basis ofvalue ofplant.

6) A manufacturing grp*v has trrce hoduction Departrretrs : X, y, and zand oneservice Depdrtnrent t 1. me rollo*iag a"tr is anailable f";;;;;rti;"# *rt]ru'6"r, orthow each. All these'{cpa,rtrents *oitr* 
"ll 

the days and with fufl attardance.

�¢ �B�ßarSlfexpf
àÛ
�k A

RS.

�y

�q��

�x

�q��

�w

�q��

Power& Lighting

Supervisot's Salary

Rent

Welfare

Others

Supervisors Sal.ry
Number of workers

Floorarea in.Sq. Ft.

Services rendered by the

2,880     2�� 400

2�ˇ    2,�ˇ

20%

120

6,O�_0

3,600     4,320

4800   4800

300/�B      20%

480     240

9�ä   72��

132��

4000
6,ØÜ

72��

14�Ł400

�T 800

semceX�@

30%

360

720o

50%
Appropriate the expenses to the varigy A.p*,

Also calculate Labour:hour rate for 
"u"t 

oith" D;;,#;;,'i, x andz.
2ol

30%
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Solution

Statement shbwing the apportionment of expenees betrreen Production Dcpts.

Particulars of Exp. Basis of

�c �c

t

TOml

Rs.

�w
�@
�q��

�‘
�@
�H

Y   Z

Rso   Rs.

Power& Lighting

Superviscrs salary

Rent

Welfare

Otheirs .

Givm

Given%

Aloor Area

2,880  2�ˆ 4�_0

4�ƒ    7200

1200 1�p

720�A   2,160

12J000  151600

3,�ä  4320
7200 4800

1,9" 1�L �_

2,880   1�L �I0

20�ˆ 400  16,800

13200

4�˝
Q�Þ

No.ofWorkm 7200

14�ˆ �ˇ

Allocation of Service DePt. ExP.

to Production De,Partneirts

Total Overheads :

Æí
�¤ 3�g�_0  2�Ł 4�_0

24�v �� 0 19200

IIad the Supenrisors Salary ap'portionment is not giveir in the problerq it would have been

allocarcd on the basis of the number ofworlrers'

Nrunber ofhours in a month : 25 x 8 = 200 hours

Total LabourHours in each Froduction Departnent :

X:200x360=l2,O}Ohonrs;Y:200x480=96,000hours;

*JJ# :::= 
olofi, 

zt,6oo t ,z,o'= 3o Paisc

Y DePt : 2-4,000 / 96,000 = 25 Paise

ZDept: 19,200 / 48,000 = 40 Paise

7) IvI/s. Kashyap Manufactrning company has ttnee producdon DsParffients A' B' C; and

Two servicc oepartments D and E. For oer;th oftnuary, z0o3 ec departmcnal distibution

of expcnses has the following totals :

TOml:40,�Þ

Tota1 10,680

�Œ50,680

Theexp€nsesoftheservicedepartnetnsarechargedoutonap€rcentagebasisas
follows:

ABC
Scrvice &partm€ntD : 20o/o !V/' 3oo/o 

.:,. 
lwo

Service DepartrnentE: 4U/o 2ff/o ZV/o 2Wo

prcpare a statement showing thg "ryry:l:Lx 
seryioe DPeqrtrnents- orpenses

tohoduotionDepartmentsby Simultrneous Equatign metnoo''

m.

Production DeParhments :

ARs. 16,000; B Rs. 14,000; andC Rs' 10'000

Service DcPartmmts :

D Rs.4,680 ; ERs.6,000

B R
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Solution:

Let x = total overheads of de,partrnent D
y = total overheads of departnent E

The,n

x=4,680 +.2y

y = 6,(D0 *.lx
, 
..': Ro-orlflnging and multiplying to elimimE decimald :

10x�] 2y=:46,800

�¡x+10y=60,000
""�B (1)

�N�E..0)_

MJ�g��yingeqmtiOn(1),5,we get:

50x-loy:=  2,34,�˝

�\x+10y = 

�g

ØÜ

49x     = 2,94,�¿ �_

I

.'. x = 6,000

Substitutingthis value inequation (l), ureget: y= 6,6@
All tttat now rernains to be done is to take these values x = 6,(x)0 and y: 6,600 and to

m,"* 
than on the basis of the agreed percentage ; ilrln* prroduction dei2arfinents :

Particulars Toal

Asperdistribution su�\ ry

Service Dept,D(9o%OfRs.6000)

,�˚ ce Dept.E(8�ø OfRso Q6QO)

Toml:

Rs.

�Ł m

5,400

5280

Rs.

lC000

12��

2,640

Rs.

14000

2�¤

1,32o

Rs.

lQ000

1,800

1�¡ 20

�k

50,680 1%840 17,720 13,120

ff#Tn:T".,rj::f:S*.^1_6::-019, s2.Rs. 6,00,000 rhe expenses of sr and s2depamen�§�x tO be �¯ �r �˚ OnedtOtheproduc10nd"�O ’�Õ
�‹ lhe expenses Ofsl a

"n�¤

On the fOl10wing basis:
�\Particulars Pl P3 Sl

ExpensesofSl:

Expenses ofS2 :

20%

40%

40%

20%

30%

20%

��
�Œ�@
�g

�Œ�@
��

�e

�Œ

�@

�Z�Q

Show clearly as.to how tlre expense=fg, Sgyr",
m*'*o 

to the productign departnentr'pr, pi *fi;.;""""rtins to repeared Distribution

�M 2o3

�E�E
�A�Œ�Œ�Œ

�E
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Solution

M/s. Gautham Manufacturing Co'

statement showing apportionment af overieads (Repeatgd Distribution Method)

Particulars
Rs�B

�o�]

ªà

Production Depaments

P2      P3

.s�� ce Depts.

sl          S2

Rso      RS.

Asperttredistibution
summary

Sl cxpenses 1

52 expenses

Sl oryenses

52 expenses

Sl expenses

52 expenses

16�¢�¢

93,600

258,720

25,872

5,172

516

120

14�� �v�Þ

1,87�r

1�� ,360

51,744

2588

1�vm

68

10�r ;O�_ 0

1�nà 

129,360

38,808

2588

776

68

4,�g ,�Þ

�]4‘8,�¿ �_

l�� �À60

_1�� ,360

2588

�]2588

Q��
‘�Þ

46,800

�Ø,�g ,800

12,36

_12,936

256

�]256

@ by the Siniultaneous Equation mettrod.

1,P�Õ �ø�o �� �Õ �ò ll=�R �¿:�F �r �ì çW�F
ØÜ

T’

ServiCe Depments
PrbductiOn Depametns

Rs.
Rs.

sl      l,170
Pl    �R 4;�Þ

S2    1500
P2       3500

S2  �¢ 00
P3        2,500

The eXPCnses OfS�\

"�R
Paments are chged On epercentagebasis aS,ll��

WS:

P3         Sl      S2Pl      12

s1          20�� X       400/o         30%           
�]�]        lM

20%             2�¢          
�]�]

S2    40�� /o  203/0

AppOrtiOnttS6�V rd��
�˚ �æ �s

leXpenSesmder

(�¤

0
0)

�N

(1)

Simulaneors E+utions Method

Repeated Distibution Metfro4 and

Trial andlnqrMethod'

Simultaneous equation metlro{ :

Irt thc toal overhead of Sl be X md S2 be Y

Then x�æRsi l,170+20%OfY

Y�æRs.1,500+10�� /0 0fX
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i.e., X=Pr. 1,176 * JL
..5

y=Rs. l,5oo+ fL
10

-x* l0y= 15,000 ,

5x-Y=5,850 
i

- 5x + 50y = 75,000

Cornbiningthe equations we get

49y-80,850

y=Rs. 1,650

x=Rs. l,l7}+L
5

1650
=Rs. 1,170*-f =Rs. 1,500

The ascertained value 9f x and y have.to be distibute{ among'the three production
departrnents on the basis ofthe agreed percentages :

Pl

4�r

3��   40%Of 1500

660    20%Of 1650

49&
Repeated DirtiUuti* tvt",*rIl-

Overhead Distribution Summary

P2

3,5��

600 300/�B Of1500

330 20%Of1650

4�� 430

P3
AsFdistirbutiOn

S�\

S1       200/�B Of 1500

S2      400/�B Of1650

2,500

450

330

3280
2)

Produc�� On Depamem Service Oepartmaiti
�o�R
�v

��

�q���D

�o�]

�q�� Sl      S2
Rs�B Rs.

As per"�c
�¿ �×

Sl

S2

Sl

S2

Sl

4�† �_o

234

�g

7

65

13

1

3,500

.  468

323

130

6

3

2500

352

323

97

7

2

1,170

-170

324

-324

6

-6

1,500

117

1617

32

32

4960 �M�@0 3280
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(3) Trial and EnorMethod: ,

sl s2

l,l7o 1,156

lll (lOolood 1,170)

20%oof 1,617 3U.N 32.y (l0o/oof 323.4)

20%of 32.34 6.47 00.65 (Woof 6.47)

t49p.87 1299.9
Rounded.offto 1,500.00 1,300.00

As per distirbution
summary 4,000 3,500 2,500

sl 2o%ofl500 300 ,()%ofl500 600 30%of1500 450

s2 400/oof 1650 ffi 200/oof 1650 330 20%of 1650 330

4,9fi 4A30 3280

Processing DqPt. FinishingDePt.

Pl

l0) The following figures have bwn extactea from the books of"the Hyderabad Industrial

Works. All jobspass throughtrno departnents, viz., processing and finishing'

I      Matrial used

Directorlabour

Factory overhead

Direct Laboru Hours

Machine Hours

The following informationrelates tojobNo' 0123 :

Materialand

Direct Labour

Direct Laborr Horus

Machinehotus

24,N0 2,000

12,000 6,000

7,200 4,800

24,W 10,000

20,000 4,000

Rs.

?A
130

500

500

2n

50

�T�B

�T�O

Calculate normal overhead rates using

(a) Direct Labour llour Method

O) Direqt Labour Cost Method' and

(c) Machine Hour Rate M*trod' 
lor Job' No' 0l'23 .nder each of

Prepare a statement showing the different cost results I
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SoIElioE'

Direct Labour Hour Rate

Factoryoverhead

LabourHours

$ry.*LabqrCostMethod
FactoryOverhead

Direct LabourCost

Machng Hour Rate

Factoryovedrcad

MachineHours

Pro�å ssing Dept.:

�í |�Æ�V

l::ll�u �–199F’9��

�� �¡ �¡"
sra�‰��

�g
���B/�¾ �mo/Job.�� .�˘ ��23

Finighin�Ó i�l �Xpt.

�í ||�¤ �E�´

�í �ß�ï ��

�í =ªà �V

Processing Finistrig processing Flnisl,lng

Rs- Rs. Rs. Rs,

Labour Hour Rate Labollr cOst Rate Machine HOur rate

PrOcessing Finishing

Rs.
M"toiats

Directlabour

Prime Cost

Factory ovcrlread

500x.30

150x0.48

l30x g
1000

50x &
- 100

.500x0.36

50x 1.20

240

130

240

130

240

130

�¯

�T�Z

�Œ
�¯

40

370

78

�¯
�@
�h

370 70

72

150

�h
�@

�T�B

�Œ
�_

370

180

520
110 550 130ll) . From the data grven bblowr"t.uffi

�V tOf�� �V a_t
(�¸ �d oomied by tt mchine l�æ �˚ �Bf�g �p �l �R no

l�¡ �w Oo.ofmenintt�v  d9_ent:

.12 and t770hm are�˚ gaged On this�i hin�ß   |
�¢ �ß

�g
e fOFthe mChi��     :

CottOn was�É ,m�N:forthe mchhe

Salaryofforemn .

Rs.p.a.

576

72

120

�Ò

�Œ

�@

�D�Œ�Œ�A

�A

�C

�]
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(lt$thof the forcrna's tirnc is occupied by this malrcine)

Cost of the rnachine

Estimated scraP valuc
' 

It is assumed from past elrycrience 
,

(a) that the rnachine will wotk for 1800 hours per annum;

o) that it will incur an expcnditure of Rs. 2,250 in respect ofrcpairs during the vrcrting

life ofthe machine;

(c) that it coililrne 5 uniE ofporrcr @ 12 paise pcr unit and

(d)thattheworkinglifeoftlpmachinewillbclS,000hours

Solufion

ComPuation of Machinc Horn Rate :

smding charges:

RentRs.1560+5
2

Linting5761 TE�u �]

Insurance

Cotton w�¤ �¶1 0il etc.

Sdary fOr fore-12�@ X14

Standing chges perhour:

Machine exPcnses:

18400-400
Depreciation .18000

Repairs 2250�� 18000

POwer 5 mits@12p.

Rs.per hour

3.725

12,C�_0

18,400

400

|�¡
�L�‘

Rs.

312

96

�E
�¯

120

3�r

3.600

2.00

1.O�_

O�B125

0.60

1�c Calcularc thc machine hour ratc from the following particulars :

Cost of the machine 
15000?H

Estimated scraP value 
500

Estimated scraP value 
' Rs'

Estimatedworkinghoursper annum ''l000

Amormt takcn as a loan at 10% to purchase the machine ' 
. . ^*

(therestisproviddbythefirmitsclD *t l4'ry

Power 20 rmits @7 Wi*Per tmit

Repairs and maintc'lrance PGr annum Rs' 1500

No. of operators $ooting ancr thrce other rnachines also) 

- 
2

Rs' 150/-P'tn
wages p€r oP€rator 

Rs. 2ool-p.rn
Overheads chargeable to the machine 

;ofthe costofthemachine
Instrrance PremiumPer annum 

.
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I ::1,._.s'. :i .

.:

Soludon

Computation of lvlachine Hour Rate

lrill

Standingcharges: Rs. Rs.l50x2i 12
Wages of operators : 900

overheads 2i
Insrancep,rernium loo

Interest on capital borrowed 1,400

4,W
Standing charged pcr hoq 4E40 + !ffi
Machine expcnses :

2m00-s00
Deueorauon 

- 

=
l5m0

1500
Repairs ffi
Power20 mits @7 pi*

1.30

0.75

1.40

Machine Hour Rate 5.87

Note : Soriretitnes the interest of borrowings is not included as a standing charge in which
casc the machine hour will be Rs. 5.17 .

13) The following annual chargcs arc incuqed in respect of a machine shop where manual

type and specification

Rs.
Rent and Rate (proportion to the floor space) 4,500

Depreciationonmachine 
500

Cost of power consurrrcd @ 6lt4paise,per unit for the shop 3JSOI Creneratlightingchargesfortheshop 
550

Attendants - ttrcre arc two attcndants for the five machines and
theyare each paid Rs. fl) p.m.

There is one supervisor forthe five machines and he is paid Rs. 250 p.m
C.otton u8ste, lub,ricants, etc., for thc shop 500
HirE Purchase instelmeirt on the machine (including Rr. lo0 as interest) l joO

Calculate the machine Hou Rate for the year.

Sohtlon

- 
In this problern the nurnbcr of horrs ,t* rn*#" rvorts per year is not given. But it canbe crilculaM with the help ofthe cost ofpowcr.

Cost ofpow_gr for the shgp Rs. 3,750
as

I,i
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lr

�M
�–�–e per unit:61�m 4p.

NO.Ofuni�¤
3750x l�� x4=�Ö

,000�ï lS

No.ofunits permchine:60,000 �� 5�¡ 12,000

Machine uses 10 units per��

No.ofnlachine hon: 1�M _=1200
10

Calculation ofMachine Hour Rate

Standingcharges:

Rent 4500�� 5=

Generalli�¡ ting 550�¡ 5

2x60x12
Attendants wages      5

250x12
SuperViS�� S,d7: 5500

CottOn wast%lubricatorS�R ��

htereSt On Hire purChase

standing charges per hour:

Machine expCnses:
500

DepFeCiatiOn 1200

Repairs(15�� +5)+1200

P�' �U(�H �¡0�R 0 61�˚ p.

Machine HOur Rate

Rs.
�q���D
�¤

�]�]�O

288

600

100

300

2�� 8

�‰
�Œ�˝ 1.915

0.417

0.250

/�¤ 5

3.207
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��  1�L 11~�¡�E�]      |

UNIT=27:PROBLEMS WTH SOLUT10NS10N
MET�UODS OF COSTING

1.UNIT COSTING                                      :

ProblemNo.1 
�L                .

1�� rs.Bhagyanagar hdusties Ltd�B ,mnufactuFeS a Shndard product�¡

�g

fouowing iS

�� �l�R�� Felating to theproduct forthe monthofApril,2�� 2:                   �¡

Raw� �̀› �¸ ls consumed:Rs.60,00QDirectwages:Rs.36,�� QM�g�\
�g

hOtrs�R �_ �R�l�Ù       .=
Rs.3,000;Machine how rate:Rs.4;0�¿ cO�gcost:10%OfWOR Cost;Selling on cost:Rs.    

�M  :

2.50per�Y it lmitSproduced:10,00Q Ud�g SOld:9200@Rs.40/�] eachlmit.You arerequired

tciprepareaCostSheainrespectofwhatis�v veni30Ve showing(i)COStper�b �˚ and(ii)�u Dit     �¡
|

forthe monm.

Soluh

lvl/s. Bhagy.anagar Lrdusties Ltd.
Cost sheet forthe month ofApril, 2002

Output:10,000

perurit Total

Rs. Rs.

Raw material consumed @irect Material)
Diract wagcs

Direct expenses

PRIME COST
Factory Oterheads (3,000 hows @ Rs. 4 pcr unit)

WORKS COST
Offrce Overheads (10% of worls cost)

6.00   �Ö ,�Þ      �R

3:�¿ )�M    3C000

9.60   �æ 000

1.20   12,�Þ

10�B80    1,0&�@
1.08    1Q800

COST OF PRODUC110N(10,000 units)   H.88   1,18,800
�]  LessstockOfmshed g�B �Bds(800 1mi�A @Rs.11.88 permio        2504

�E�E
:i    COST OF G00DS SOLD(9,200 units)

AddsellingOvchds:Rsi2.5opermitOn9,2�� uli�£

1,"296    :‘
23�r

TOTAL COST(9,200unitsJ

PROnTcon saleof9,2�� uni�Ł

1,322%

2,35,704         
�M  �L

SALES:2,2�� mits@Rs.40�g| 3j�g ,�Þ

�k)COStper uttt Rs.H.88�fi i)PrOflt forttmonOoFAugust:Rs.2,3�¡ 704

.�¡ 11:

21�¡

�h
�i
�R
�Œ

�E�E�R�j
�E�Œ

|

1
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ProblemNc 2

Stock of raw materials (on the lst September 2001)

Work in progress (on the lst of September, 2001)

Stock of finalised goods (on the lst of September' 2001)

Work in Progress (on 30-9-200 I )

Stock of frnislred goods (on 30-9-200 t )

Wages (Direct labour)

Sales

Purchase of raw materials

FactorY rent and rates

Depreciation on Plantand Machinery

Expenses on Ptnchases

Carriage outwards 
.

Advertising

Office rent and taxes

Travelling sales men's salaries & commission

Solutiqt

The following details havc been obtained from the cost records of lvl/s. Ever Glittering

Paints Ltd., for the month of Sqpte'nrber, 2fi)l
Rs.

75,000

2t,000

54,000

91,500

35,000

31.000

52,500

2,11,000

66,000

15,000

3,500

1,500

25W

3J00

2,5W

14,500

Ws. Ever Glittering Paints Ltd'

Statement shouiing the value ofmaterials consumed, total cost of production'

fl,; 
""oJorgooas 

sold and profit on the goods sold

GrQut:
Period : Month of ScPtember, 200 I

Opening stock of raw materials (1 -9-200 l)

niA: Purchasesduringthemonth
Add: exPcllscs on Ptrnchases

Less : closing stock ofraw materials (30-9'2001)
- 

(a) Th; value of materials consumed :

Direct wages

Prime Cost

Add: FactorY Overheads :

FactorY rent and rates

Add : WorkinProgress (l-9-2(X)l)

212

Rs'
75,000

66,000

lJoo

lA2,5W
91,500

15,000

3500

51,000

52,5@

1,03,500

18,500

28,000
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Less : Sroik inProgress (30-9-2ffi1)

�¿ :�ï |:�� d adminismtive On cOst:

0Ø[ce rent and taxes

Add:QttLhgstOckOFmishedgoods(1��_2001)

Less:C10sing�R�k OfttiShed800dS(3�� 94ool)
COStOf800dS S01d:     �Z

Add:sellingand�g �â buti"On cost

Carriage Outwards

Advdising _

Travelling salesmen’s salaries,ctc.

_ TOmI�� �À (cO�g OfgoOdS Solo
_ Prontsongoods sold

ProblemNo�B3

Stock Of"wmterials i_1_2002

Workh Progress l_1_2�� 2

StOc16Fi�v shed pods H2�� 2(1600�° 0
S�ƒ,kOrmwmttds�B0�] 6�] 2002)

WOrkhProgres�˜Oo_6�]2002)   .

,t��

Ckoffmishedg00ds0006�]2�� �cO,2�  t_esl
�M
Pttchase ofraw mterials      �]

�‹ t WarS      ,

�Mmti m"s md insu�M �Rle&O�¡ er v70rls exP_s

Carriage in_ds

1��
35�r

2500

3500

14,500

�Œ���@�¤�Œ�¤�}�‘�Œ�¤�Œ��

�g

500
1,‘1ØÜ

�£

�P�Ú �R�Õ �ß �ð 1�� �ø�~L�“ � �̊T�ô �g
d�fl �E�Bh�c G.,�˚

Rs.

22,�ï

5280

1�¡ 600

As

l�¡ 600

35�p

l�À 2�¿�_

l,10,Æí

�g

5m

salmoffinishedgoods IJ84

costoffactorysupervision 3'o'ooo

Aqrryti.ifurt*a ooo ser-tins expenses-anryrmted to 75 piisc per tormc sord. ,'i:fitonncs ofthe conimodity 
",*, proa&-i;;;il;;;: '" "

You are r"quiry.q carcurate (a) ttrc 
99q! 

of raw materiars; consunrcd; (b) the cost ofoutpttt for the period; G) the cost of setes *a iai ilri;;;#;*fit per tonne sotd.

213
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Soludon

The ProsPerous Co.

Statffrent showing cost and pofit for the halfyear cnding on the 30th of June,2002

Outdbt: 25,600 times

Opening stock of raw matcrials

Add: Purchase of raw matcrials

Add : Carriage inwards

Irss : Closing stockof rawrnaterials

(a) Cost of raw materials consunrcd :

Direct wages

hime Cost

Add: Works exPenscs:

Rent, rates insurancc and ottrcr worls Gxpcnscs

Cost of factorY suPen'ision

Rs.

22,W0

l,3a0o0
15M

-

1,55,584

u,M

44,000

8,8o0

1,31,120

1,10,000

2Al,l20

Add : Work in Progress (oeening)

Less : Work in Progr€ss at the end

O) Worls Cost (as trere arelo-offrce expenses this itself rcpresents

Cost ofProdtrction of 25'@0 tormes of goods produced)

ma, Ofiing,tott of noished goods (1600 tonnes)

tfmished goods (3'200 tonne$
kss closing stocko:

Cost of production of goods sofa ('OO!l 1111:
iJJ i rit"*iscrnent and otho selling expcnses

@ 75 paisc per torme sold : 24p00 x 75 patse

(c) Cost of sales (24'000 tonneq)\-' 
Profit (on sale of Z'ooo tonncs)

Sales (24,000 tonnes)

(d) Profrt P"' to; :io' ag'000 divrded bv 2'000 - Rs' 2

52,800

293920
s280

2p,2N
17,600

<
2,81,600

17,600

2fi2t0
ts2o0

-

2,9,w

l8,ooo

aseooo
48,000

<
330,000

1 
214

B R
 A

 O
 U



1�¡ �¡

Problem No. 4

following figures relate to the pens manufactrxrd by D"I/s. Parkcr and Sheifer Co.,
Ltd. for the period of six months ending on the 30th of June 2062, :

Rs.

9C000

125,�¿ �_

3.�¡ 000

4200

15�ˆ �ˇ

2520oo

",m&Æí
1�¡ 000

4,�¿ �_
�]  5,800

25200

�ç �c

S�� Ck9f�� �µ ids(1_1�c 2002)

Stockof�� �˚ �V10�] 6�] 2002)

Mat�g IIs purchased

Travellingexpmtts

Travelling salesment salaries

Productive wages

ManaFS sal�D

(3/4th to factory&1/4th to Offlce)

Cariage&cange outwards

Rmt,rates&inmmnce(factOryp

Rent rates&insmnce�� fFtcep

CashdiscOuntal10wed

Countinghotise s�� �˚ æo

Depreciation ofplant
Depreciatibn (offi ce fumiture)
Directo,rs'fees

Ge! & water (factory)

Gas & water (office)

General expenses

Carriage inwards

Bad debts

Repairs ofplant
Sales

Drawing office salaries

Rs.

13,000

600

12,000

2�¤
800

c800

14300

13,000

8,900
’9z22��

13,00

Prepare a statern'nt showing (a) The cost of materials consumed, (b) pri*" c;;, 6
IYH 3j;,Ji]"rff:f orractov_o"errreaas ffifirti* wages (e) percantage ofGeneral overheads on Factory cost, (f) iotal Cost, -J Gtp;il'
Solution

lWs..Parker and Shiefer eo, ttd.
statemcnt showing total cost and the profit made d'ring the

six months ending on the 30th ofJun e2002

Opening stock ofran'materials :

Add: hrchases of raw maErials
Add: Carriageinuards

Less : Closing stock ofraw materials

(a) Cost ofmaErial consumed :
Add: Productive wagps

_ (b) Prime Cost
Add: Factory on cost :

Deereciatiqr on plant
Cras and urat€r

l{gnaCcfs salaries (3t4 of 20,000)
Rcpairstodlet
RGnt, rates and insurance
Drawing Office salaries

Factory Cost

Rs.

�æ�@
3,70,00o

14300

4�c �À00
�E
1�ß ,600

�\

Rs�B

13,ØÜ
2�j

15,00o

8,900

17,000

�¡ ,��

3,�ß 700

�� 2�˝

C�å ,700

:69F00

C�¨ m a5
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Ado : Office and a&ninistration on cost-
Depreciation (office firnitwc)
Directors'fees
Gas and water

Manag€ds salarY (l/4 of 20,@0)

crencral exPct$es

Rcnt, ratcs uid insurance

Counting house salaries
Cost of hoduction :

Add : Sellinganddistsibutiononcost :

TravellingorPenses

Travelling sales nrn salaries

Carriage & cartage outwands

Bad debts

Cashdiscount

(OTOml COSt

(DPrOflt

Sales

600

12�v� �_0
800

5�v 000

6�� �_0

4�v �@

25200 54�â
7,30�ˆ 400

4�r
15;400

8,600

13�À 000

5,800

7,7,4�_

l�ˆ

�g

,ØÜ

9�¤

3,140 2,650

g,4m sJm
2,100 lilo

r4ffi gJfi

.47,�@

Genml oVerheadS=0Ø[ �å OVerheads+Selling oVgndS

=54,�¿ �_ +47,�¿ �_ =1,01,4�_

Percentage OfGenm1 0VCheads On Factory COm=6’6000X10��
L15%

Percentage JFactory OVerheads"WarS=252000 X 
�_ O=11.�\

�Ø �R�‚     �r �� �y �í�Ù J�� �] W
Vayu  ��

Ø[

i     b�¸    12;�@
Number 9f�\ tleS�ƒ �b

uØ‰ØÜ d            Rso   RS

Dircct costs :

Llarcrials
Wages

Power, cto

t

Otlrer costs :

FactorY suPerYision

Packing wagcs and exPenses

'Maoagng and sclling cxP'

216

Rs.

3�ˆ �ä

400

4�p
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! il:::l- ; 
I :l

.i I

You are required to prepared a state,ment slrowing the cost of each kind of mantle when
ready fordespatch, takingthc follovring into icc6uiit :

a} Factory supervision.to be chargedin proportion to the diieci.cosr. ".,

b) Packing expenses to bc apportiomcd in the ratio that dircct costs plus factory
, ,' supervision costs of Vayr'bear to similar costs of Maruti'.
, c) Management and selling cxpenses to be charged in prgportion to the mantles

manufacturd

Solulion

Statements showing the oost of Manfles

Particulars Vayu  �\ ti

o5,�� o   (12,�� �Ł)
�]Rs.       Rs.

Direct costs :

Materials
Wages

Power, etc

�¤
�¤
�¤

�r
�Œ�¤
�¤

Prime Cost
Add: OtlrerOverhead Cost :' 

Factory supenrision in the ratio of(3 : 2)
Packing u/lages and expenses (3 : 2)

, Managsment and selling experulcs e5 : 12)

14640 �ß760

1�ˆ �@

�C160

1�ˆ �´

��
�Ø
�¤
�Œ

.           TOtal Cost;

�⁄ ep�@�˚ On ofdint�� ostsis 14640:9,760=3:�⁄

�¯ ,�� 12,800

Not:

1.

2. The proportio,n of direct costsplus packing wages and expenses of vayu and Maruti
is also 3 ; 2 (16,800 : I 1,200)

3. The proportion ofmantres manufact,red is25 : 12(25000 : 12000)
ProblemNo.6

The accouns pf Wi. Brilliant Pfoducts, Ltd., show the following inrormation during theyear ending on the 30th frme, 2OO2'

Materials used : Rs. 3,0b,000; hodutive wage. .-?,19,000; Factory and G€nerar ercpenses
: Bp,50,0O0; Adminiseatirrc and other expenses : Rs. 30,fi)0. .

' '.Thc factory grd gcneral.cxpenses relate to the facto,ry only. you are requircd to pr.parethe following statsrrnts :

a) Factory cost ofprroducfion statement.

b) Perceirtage of factory and gencrar. expenses to productine wages,
c) Perccnagc of administrative md other expenses to factory cost,
d) The price the Companyshould quote; on the basis orrc ion ror,li* given aborrc, for- . ttrc producfiort ofa rtuchine requiring materials valued at Rs. 1,000 ;d .g", 

", 
R .500, so that the price may.yicld a profit of 2lyoon tl,e selling price. 

--- I -e-.
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Soludon

Mrs.Brllllant Prodicts ltd�B

Period : Year ending on the 30th of Jrme,21002 Output:_

Add

Cost of Material consumed

Productive wages

PRME COST

Factory and general expenses

(a) FACTORY COST

Administrative and other expenses

COST OF PRODUCTION

(b) Percentage ofFactory and general expenses to Productive wages

= 50000/2,50,00x1 00 = 2ff/o

(c) Percentage of Adminisffative and other expenses to Factory cost =

30,000/6,00,000 x 100 = 5 %

Sntement showing the estimated cost of production

. of the ProPosed machine

Materials

Wages
Prime Cost

Add Factory and general expenses at20o/s on wages

FactorY Cost

Administrative and other expenses at 5Yo onFactory cost

Costofhoduction

Profit at2ilYoon Sellin$ pri ce or 33 '3%oon Cost of production

Add

SellingPrice:

Rawmaterials consumed

hoductive wages

UnProdwtive wages

Direct exPenses

Tues and insrranoe' (works)

218 Light;nd water

Rs.

3�µ ,000

2,50,�Þ

5,50�r

50�r

6�µ �r

30,000

Q30,�\ �_

R�v .

1�� �z�l0

500

1,500

100

1,600

80�Œ�r�Œ���C�\�^

ProblemNo.T

Thefollowingisthesummarisedexpenditureinct.rrredincohectionwiththenianufacture
of a commodityby lvl/s'fi*"U Co'' Ltd'

,' 
Threemonthsendingon

3l:3-2N2 30+2W2

1�‰�u 1�í

�í ’�q

Add
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: .,

Factoly rent
Depneciation .

Factory rrpairs
administration eN(perises

Ou��ut(intOmes)

�u�N�u�u�Œ�u�Œ�Œ3�£ 000

4,G�_0
6�‚ �˝

24,000

�¡�w

4‘�å �_

9�À 000

24ØÜ

hepare a Cost Sheet showing the compabtive cost of each item per tonne for each of
the above mentioned periods.

TM*
I

Thneemonth endrqgon
3L3.2002

Output: 12000tomes
Total Cost pgr" Amount tonne

Rs. Rs.
7\W 6.00

' ,t,'*4,060 12.00

19,000 1.50

2,34000  19.50

Ws.Frr WELL CO.,LTD.

Cost Sheet

R�� �¤ul�{

3,34500 4,�g 5��

12,000       16,Oo0

�p �v months ending On

30�] 62002
0utput:16000tonnes

Total    cOst per

Amount            tOme

Rs.       Rs�B

60,�@

1,500

2,000

3,000

4;m
Cm

�¡ 105��

4,m

5.00

0.13

0,17

0,25

0.33

0.50

5.12

0.09

0.13

0�B 19

0�B25

0.56

�‰
�Q�D��

Cost raw materials
Productive wages

Direct expenses

PRIME COST

Worls expenses :

.Unproductive wages
Taxes and Insurance

Light and water
Factory remt

Depreciation

Tactory reeairs

FACTORY COST
Adminishation €xpenses

COST OF PRODUCTION

3,19�† �_o 19�B 94

98,000.

1,%,�Þ

25,�˝

82�£ �˝

15��

2.000

3ØÜ
4,000

9�� �ï

�\
420,500

4;�˝

�R�M �A500

6�B 13

12.25

1.56

3�� 50o 27.88

26.28

1.50

27.78

Problem No�B 8

�� �� r�¶ �` �Ý �Æ �Ý
�fl Æ…Sh�¿ Łkdtt HardwOrkl�@ �k b�“ �°

Costofmaterials
Wagesand labour
Factory overheads
Adrrinistretivecxp.

Rs.

C�� ,�˝
5m,m
3:�� ,�˝
3�À c�¿ �_

Seilingcharges
Distributiurexp.
hofit

RS.

224�] �˝

l�ˇ ,ØÜ
5�“ ,m

�R
�Œ�v
�u
�u�]

219��

1
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:å� �ô l�fl �r �í �K�fli�Œ�I �£ �ì ]�£
�Q�ˆ

�Õ �h��̇£�S�v�fi�í �� �í ær �à �ß e bttd"direct ttoW and Other charrS m

Fact�� �ŁCOSt.

Soludbn

Ws.All ErlcimtcO.,Ltd.

,     srara��
�g

r s�É ��wliFg tta ra�� �� ��.s�� �¿���� P�ï .

Add SellingexPenses

Add Distibutionexpqlses 
Totalcost
Profit

SellingPrice

Percentage of Factory Overheads to wages = 115' 3'00'000

dividedbY 5,00,000 x 100 = 60%

PercerrtageofAdministrationoverheadsofFactoryCost=Rs.3,36,000

divided bY 14,00,000 x 100 = 24Yo

Percentage of Selling expenses to Factory Cost = Rs' 2'24'000

divided bY 14,00,000 x 100 = l0%

Rs.

C�� �£�Þ

5�r �r

H�¤,�V

3�r �À�˝

14,�� �r

3,36000

17,36,�Þ

224,�Þ

1�p �r

21,�� ,�Þ

525,�\ �_

2625,�Þ

Percentage OfDistribution expenSes tO Factory COSt=Rs�B
1,402000

di�� dedby 14900�r O X100=160/o

PerCmtageofProfttOTOtalCOITRs.5,25,000

dividedby 21,00,O�_ OX 100T25%

�] �' �� s�˝

�æ �� T�� �ˇ

prrirg f�� �° �� P�ª �O �` 2�˘

"
zbava��

�g
���í

"�O
racrars i

Costof materials

Wages

Add Factory overheads

Add Administationoverheads

CostofMateiial

Cost oflabour

Prime Cost

Worls Cost

Cost ofProduction

P�\ �� ST

Rs.

8�v �Þ

�b�@

13,000

��
�R�@�@�Y

FactorY exPenses609/o ql wagPs

Plus 20Plo increasc over Rs' 3'000
3�ä

�r
�ä
�Œ
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/1 ?

WORKS COST

Add AdministrJtion expenses at}4o/o on Wbrlcs cost

Plus 12 ll}ohmcrase onRs.3,984

��

Add

TOTAL COST

Add   Proflt 250/O on Total Cost Or 200/00n S.R

S]�œINC PRICE:

Proble�˚ No.9

�¤
�'
�Œ

2,656

332

�E
lC600

14482

21,082

2,88

1�j

25,564

6�À 91

31,955

COST OF PRODUCT�_N
Sellingexpenses at 16%on wOrlsC�å t

Plus 12 1/20/Oimrease on Rs.2,656  1

Disâ˜ h�� oll expenses at 10%On Wom COst

Minus 10%decrease on Rs.1,660 .:.

1,‘�` ,D

166

The following ar€ the balances ofthe impersonal ledger of IWs. Black Diamond1olliery
Co., for ftr y"uf ending on the 3lst of December, 2001.

Wages fOr coal product

COa10CaH�‹cm�˚ �V on

�⁄ lb�ß uSedintoalprOduction

Ropesusedhc9dpro�VØ[m
StOFeS u�à ed in coal producØ[ On
Royaltiespald

�c

Charges

Salaries

Coal sold

(including colliery I I 200 tons)

Wages for coke malcing

Stores used for coke malcing

Salaries used coke making

Coke sold 43,500 tons

Rs.

5,�T �@ ’

45,m

�g

,�˝
12000

�¨ 000

42�ï
70m
36,�˝

�M    Rs.

8,�g ,�Þ

50,000

3�¡ 000

1 8�£ ��

5�n Ooo

�]
ThestOckOfh cOd ttthe�g �vmingoftt yeaFamOmting�ì 7000tOnstts"1�g d atRs.5 perton and atthe end Ofthe year 15000�g

ms Were valued�] ,simihr�¡ �É�EThe stOck of�nAb__�� ��L�n L�¡ �¡ __I�æ __r^�¡coke 
3f lhe 

be$nning 
9{ 

th9 vear amounted to 2000 tons at Rs. r 0 il il ffi ;;r;'ilJ:"Jid:
vear 500 tons values at the indenfical rate. The total pr"a"itir, 

"ri"r;* *iJi ijffi;;, ;coal and 42,0W tons of coke; and 65O00 tqrs of coa! was used for coke making.
hp.'* sep-arately thc production Accorurt for ooal and coke reryectivety, showing,ttrecost of each item of orpenses per ton gf coal and coke *rp"ati*ry, taking coat u,,d for cokernaking at cost price.

,    ‘�´ 21
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�Ó u��

To Opeiringstock

7000 tons @ Rs.5

To Raw material

(coal @ 24Ps.Per ton)

To Timber @ 35 Ps. Perton
To Ropes@6P*Pcrton
To Wages @ Rs. 4l Ps. Per ton

To Royalties Paid @23 Ps-Per ton

To General charges @ 38 Ps. P€r ton

To lalaries @ 19 Ps. Per ton

To Stores used @ 4 Ps. Per tott

To Productioncostof
18500 @ Rs. 5.19

ToProfit c/d

Tb StOCk2000 tOnS

@Rs�B10 perlon

To COal ProduCtiOn A�� c.

TO Wages@1.19 PCrtOn

To StOres(88 paiseb

TO Salaries@19 pdSe pertOn

Cole Production Account

for the year ending on the jlst of Decemberi 2�˘ �˘f

�� .

45,�Þ

�g

,�@
12,C�_0

5;çŒ,�Þ
42,�Þ

lS�¸
3Cm
76,�˝

9,�Ö �v�Þ

3�� �£�Þ

12,�˛ �v�Þ

Coke Production Account

Rs.

20�vm
325�v�å �_

50�r
37�v �Þ

8�v �Þ

$n$sincUaing
dolrlt#coqs,rmilion
Ooke broabtior-r
65000 ions @ Rs. 5

Stock ofcoal
15000 tons @ Rs. 5

By Sales of431500 tOns

Cbsing stockOf

500 tOnS@Rs.10/�]

�q���D�@
�¤�R

�‹

�@

�‹

�@

�a��

8,�g :�Þ

3,25�r

75�r

12,�¢�¸

Rs.

5�p ;�Þ

5�r

Produc�¡ On of44,000 tOns@Rs�B10r_ �Rå� �¸

PrOnttApprox.�U        l�ˇ 5;�Þ

��

B R
 A

 O
 U



Problem No.10

h smmttsed�¡ 6d�@JandPrO�¡ tand Loss�E AccomtofWS.SWIFr CYCLES LTD:,for
the year ending on�À 30alofs�V �˚ �R 2001’�¤ mder:

Coke Produetion AccountL

�[

�[

�[

�[

�[

�[

�[

�[

�[

Costofmaterials

Diret v7ages

ManufacmCOst
Grossproflt c/d

Staffsalaries
Rart and rates
Sellingorpurses
Gen€f6l expenses
Net;Profit c/d

Offic-e salarjps
Rent & Rates
General Expenses

Add Sellingexpenses

Rs.

1�� �� ,�˝ By Sales

150,�¿ �_ 
�M

�¢�¢
2,50,000 �L

5,8�@ :_i:

�Ö tt ByGrossproitb/d
10�r
5Q��

�g

�r |      .
�R�~

Rs.

5�ƒ �r

5,�…�¢

2,50,000

250,�˝

Dding the year the company manufactured 2000 cycles, for the year ending 30th
Scptairb€r, 2fi)2 it iS estirnatcd tfiat : .

'a) ,Output and sales wilt be 2,100 cycles
b) Prices of materials will rise by 3|o/oon the previous year's level.
c) Wages rates will rise by 33.3%
d) Manufactwingcostwillrise by 25%
e) A bonus of one-sixth salary iJexpected to be paid to office staff.'

. 0 Selling costs and ottrer expenses will rise in proportion to cost of materials.
You are required to submit a statement to the directors showing the price at which cycles

should be marked so as to show a profit of l}o/oon the selling price.- -
Solu6on

tvl/s Swift Cycles Limited
COST SI{EET

P�¡ Od:lh year ending�i 30�] 920ol

Prime Cost

�A Cost
Per unit

Rs.

50�] 00

75�] 00

125-00

40-00

165�] 00

Cost ofMaterials
Crist of prodtrctive labotr

Add Manufacturingexpenses*, Factory CostAdd Officeandadministration"*p"r,;; -,

Output:2000 1ycles

�A Total COst

KOu��ut:2000)

Rs.

1,�° ØÜ
�M
   1,5Q000

250:�¿ �_

æm,�¨
�E
     3,30,000

Q000
�]
  lQ�¿ �_

�g

,�˝

Cost ofProductiOn

�R
Total cOst

1,10,�å �_
�M

4�£40,00o

50,�ó

490p00

55�] 00
, 220�] o0

25�] 00
245�] 00
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statement showing the estimated selling price per qycle during the

year ending on tlre ihth of September 2002

Cost of material (Rs. 50 + 3ff/o itrorcasc)

Cost of Labour (k. 75+33.3% increase)

Prime Cost

Add Manufacturing expeoscs (Rs.40 *25o/o increase)

FactorY Cost

Add Officeoncost:

Salaries (Rs. 30 + l/6 of salaries as Bonus)

Rent & Rates (Rs. 5 + 3V/o incrase)

Gcneral exPenses (Rs. 20 + 3V/o)

Cost per Cycle

Rs. Ps.

65o00

100o00

165�] 00

50�] 00

215o00

35�] 00

6�] 50

2600

Add

Add

SellingPrice

ProblemNo.ll
Miss Minerva, the Managing Director of IvI/s' Marvel Manufacturing c,o" consults you

as to the minimum price at which ,t. cul-,tU tr'" ootpol o.f o* of the deparfinents of the

company whichis iritendedtoproa*"g*d';"*t' scale in future' The conpany'srecords

;h";,lr; roiio"ri"g particulars for the deparrnent for the past year-

hoduction and sales l00units 
Rs.t *t'

Materials 6'500 
1,400

Direct Labour 3'500 offrce overhead

Direct charges 500 fgllinsovfrhea'd 
1'600

Works overhead 3l0o Profit ?lW

. You ascertain thatuo/oof the works overhead fluctuates directly with proudction and

trntT*o/sof the selling overhead n r.t ot"rJo saics. It is antioipated that ttre departrrentwill

produce 500 units io-,,rr* ana *nt airect laborn ctrarges pcr imit be reduced by 20% while

fixed worls overhead oharges wn-incre[e;; R".E0o,ofr'"" overhead'and fxed selling

overhead charges are expected to show ffi;; iTzty"'*ano increase in other charges

is anticiPated.

Prepare a statemcnt for submission to Miss Mirtcrva'

24

CostofhodttcJion

Seiling exp€nses (Rs. 25 + \V/o incrasc)

Total Cost;

hofit (10% on sellingprice ot ll9 ofcost)

282�] 50

�]132�] 50

315Æí

35�] 00

350o00
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Solndbn

sra�‰� 
�g

�� �› �˝�ò �” ra�� �� cas�� �¿���� cosr p�� �� ��

P�˚ culars Totirl cost

l00udts

Rs.

Cost per

Unit

Rs.

Materials

l^abour

Direct charges

Add Works overheads

Add Omce overheads

Add Sellingoverheads

Works COst

CostofProduction

Q500

3,500

500            5400

Prinle Cost .        lQ500  
�E
   lo5àÛ

�E                        3,500           35�] 00

14,000

1,4K�z 0

15�×

L�ä

65J00

35�] 00

14000

14�] 00

154�å

1600

Statement showing the estimated cost of 500 units

Particulars

Materials (Rs.65 x 500)

Labour (Rs. 35 -20o/o decrease = 2g x 500)

Dir€ct clrarges (Rs.5 x 500)

hie Cost

Add Worlcs overheads:

40% Variabl e (4O% of 31,=at. 14 x 500)

fi}%fixed (60% oy{sw<2t00 + ls00)

AdC officeov€rhcads (Rs. 1,400. ;;or"*'
CostofP'roduction

ioa Seilingorrcrheadsi

7W/oYdrble(70%o ofRs . t6= tt.20x 500)

;3Vlo Frxod (30/o of 1,600 = 4g0 + Zilyo),

’7:0��

3,�ä

325��

14000

2500

S�b

10_ØÜ

5�ß600

1,750

61,350

5,600

600

6200

67,550TodCOst

ª¯
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2�B   JOB AND B�x C�U COSTING

ProblelllNo.1

h fo1loWing infomation is extracted�¡ OmthecostrecordsofanenJneenngWorksin

respect ofJob No.505�B

Materids Rs.8,020;WageS:Deparment X 60 hours@Rs.6RH.,Depament Y 40
hOurs@Rs.4RH.;Depament Z 2o hourS@rs.10 RH.

Overhead expenses for these�Ô �¤e dep�\ cnts were estimte as folloWS:(�¤ Fixed

Overhetts�Õ ªà.�g ��̌�b pp�� nO_l wOrking.hoursOI�� �í �O�† �í �aX�R:�_ ,0�° fOri�£
�Û ª��D Œ⁄

�i �B505andttcdatethepnte�� J�g a pr�B ��
You are�g quiredtocJc�V atethe�� �—Jd

of 25o/o on selling Price.

Solution

Calculation of overheads recovery rate :

Fixedoverheads: 
;::lHl!:trI,T}firTj:::,0,000
Hourly rate = 40,000 + 10,000 = Rs' 4/- P'H'

Variable overheads : Amount of overheads * No' of working hours

Deparfinent X: 10,000 + 5'0O0 = Rb'2/- P'H'

Departnent Y = 6,000 + l'500 = Rs' 4/- P'H'

Departnrent Z= 4,00+ 500 = Rs' 8/- P'H'

COST SHEET FOR JOB NO. 505

Rs.

8,020

Materials

Wages:

Department X @ Rs' 6 P'H' for 60 hours

Deparfinent Y @ Rs'4 P'H' for 40 hours

Departnrart Z@P..s' 10 P'H' for 20 hours

Add overhads: 
Prime cost:

Fixed overheads : 120 hotrs x Rs' 4 = 480

Variable overheads:- 
,***t X @ Rs' 2 P'H' for 60 l{rs' 12d

Departnent Y @ Rs' 4 P'H' for 40 Hrs' 160

Depar-tnent Z@Ps'8 HH' for p0IIrs' 160

360

160

200

�´

�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�É

�\
�\
�\
�\

�\
�\
�\

�]�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�\
�C

TOtalCost:�L

Proflt�Õ 25%On d�• gpnce"One�¡ m OfCO�Q

1,,                       ellingPrice:

720

8,7�g

920

9,660

3220

12,880

�Y

|

|

|

| ,

|

|
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ProblernNo.2

A work order for 5fi) rmits of a commpdity has to pass through four different machines of
which tlrc machine hour rates are as follows :

Machine A Rs. 2-5; Machirrc B Rs, 6{0; Machine C Rs. 8{0; Machine D Rs. 5{0.

The following expenses have been incurred on the work order: Materials RS.40,000;
Wages Rs. 3,000; Number of hours worked: Machine A 409 hoursi Machine B 600 hours;

Machine C 480 horrs and Machine D 200 hours.

Solution

Statement showing Cost and Sehing Price of a work order for 500 unirs

Rso       Rs�B

�g

;�Þ
��
         2�v 000

38�ƒ m

3,m00

41�EO�_00�B ��Primc Cost;

\[rq*s overheds.:

l,Iachire A 400 horns x Rs. 2-50

tt{1$ine B 600 hours x Rs. 6-00

Mrehfnc C 480 hours x Rs. 8{0
Mabhine D 2U) lrotrs x Rs. 540

9�ˆ �@ .��

Works Cost:

MatFial�� Æ��¨      �E

LSS ttL�Ô �R 1 3tamed

Wages                  �\

Less

Officeovcrlread:

607o of Woks cost

Sales ofdiscardcd rmits :

I 0olo of production discardcd

Halftobcrralisd

Loss:

Total Cost:

Add Profit 2oo/o onselling kiceor2lyoon Cost

�d
�\

�u
�u

�C
�h

�i
�u

�]
lJ�˝

3�Ł600

3,840

150�¨ �zD

8�ˇ �¯ �x

�ó 3520

50,440.00

3Q264.00

�° 704.00

t  4j03520

7c668.80

1�¡ 167.20

SellinghceOf5001mi�£ :

SellingFiceperunit=Rs.95,836-500=Rs.191.67

95,836.00

lhE: It is presunrd that the net ouQut ofthe wut order is 5(X) units, after the discarded units
have' beeri adjustcd for.

�¯

Add
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.Droblem No�B 3

F�_mthe fo1lo�� �° datacxmctd tomapaperMill,flnd�' �V theSu�º �¿
e COSt Sheet

�x  (�¤ Prime cOst O)WOrks cost(c)TOtal C6St(o Selling Price and(O Selling prlce per

tome ofpaper.

Direct Matenal:Paper pulp l,000 tomes@Rs.100 pertome,other Miscellaneous

mterials 200 tomeS at Rs.60 pertome.

DirectLabotr:100 SIcilledmen@Rs.10perdayfor20daysand 50msMlledworlmen

@Rs.6p�å day for 20 day�¶

Direct expen,es:Specid equipment Rs.10p00 and special dies Rs.4,000

Works overhead:Variable 100%on diF�¿ ,t wagesi Fixed 60%on direct wages.

Administrative overhead at 100/o Ofworks cost and selling and diStributive overhead at

150/O ofWorks cost.PrOflt 10%0�¡ tOtal cost.FinishedpapermanufacnI�� dl,000 tOnneso Sale Of

waste paper Rs�B 2,000.

There Was work�] in�\ progress neither atthe beglming nOr atthe end.The scrap value of

special equipmentiS nil after use.Work was dOne only fOr 20 daysin the month.

srar�g
�g

�� stt�˝ wJ�” �� �  ̆SaJJttg Pric�˘  O/PaF��

Period:
Output:1,000 tonne,

Rs.

lm�r
12,O�_0

20,�Þ

6,000

10�À �_0

4�r

1:12,C�_ �_

26�ƒ

14ØÜ
1,52�r

Rs.

DirectMaterial:
Paper pulp 1,000 tonnes @ Rs' 100-per tonne

Otiler materials 200 tonnes @ Rs' 60 per tonne

Direct Labour :

100 skilled men @Rs' 10 per day for 20 days

50 unskilled men @ Rs' 6 per day for 20 days

Direct ExPenses :

SPecialEquiPment

SPecial dies

(a) Prime4ost:

Works overhead:

Variable 100% on direct labotr

Fixed 60% on direct labour

(b) Works Cost

Offroe ovcrhead 10% of worksrcost;

Cost of Production :

Selling and Distributive overhsads 15% on Works Cost :

(c) Total Cost

26�� �Þ

15,600

41Æí
l�ˇ 3,600

2m
l,1,600

19,160

2,10�� 60

28,740

2,39,5��

23,50

2,63,450

228

Profit atl}o/o on total Cost :

(d) SellingPrice:
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Theoutputis l,000 tOmes andthetotal"1lingpriceRs.2,63,450�B

�� )�¡ le Selling Price per tome=2,6�¡ 450�� 1,000 Rs.263.45.         ,

Problem No.4

DuringAugust,2001 aCompanywasengagelonthre9jObS,allofwhichwere startedon

lstAust.�÷ �« followingdetailsrelatingtothejobsaFeaVailable:

Purchase of materiats

Stores issued

I)irect wages

lirect expenses

Materials returned to stores

Job No.333     JOb No�B 334

Rso        Rs.

4‘C�K�_          4�E 200

�]
 �å

1,800

Job NI.335

Rst

2,800

1�ˆ �ˇ

12001�×

2�� �Œ�@
çŒ

Cr.�E

MadalsvaluedatRs.160 were mnsfmed�¡ OmJObNo�B333to JobNo.335:Overheads
forthemonthamountedtO Rs.5,600 and ottheads are absorbed at 120%ofdirect wages.Job

No�B 334 was completed du�Ü ng during the month and invoiced to the customer at Rs.8,400.

Prepare(a)JOb COst account o)WOrk�] in�] prOgress cOnt�_ l A/c(C)OVerheads control

�g

comtand(o COStingpro�¡ and Loss Account for Au�l �Õ ,2001

J6b No.333 Account

ToMaterials

To Stores

To Direct wages

To Overheads

Rs.

4000 By Transfer ofmaterials to

480 . J6b NO.335

1,800  By Balance c/d

2160

8�ˆ 440

Rs.

160

8�‰0

&�´

L JOb No.334 AcCount
Cr.

ToMaterials

To Direct wages

To Direct expenses

To Overheads

Rs.

42C0 By Cost of Sales

1,400

200

1,690

TAao

Rs.

7480

7480

L Job No.335 Account Q

ToMatgial"

To Tansferofmuials oOm
�M

Job No.333

Tb Stots

Rs.

2,800 By Matcrials retumed to stores

By Balance c/d
160

l,M

Rs.

80

c920

229
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To Direct wag€s

To Overheads

To Balance b/d

�r
�†

7:000 7�À �˝

6,�¤

L Work-in-Progress Control Account

To Purchases

To Storcs

To Dircct Wages

To Dircct ExPenses

To Overheads

Rs.

11,000 By Rcnrns to storcs

1,880 By Cost of Sales

4,400 By Balance c/d

200

s2w

Rs.

80

7�ˆ 480

15�p

�Ý �˝
�g

�¤ CaFrrar Jrca�g ��

To Overheads incurrcd

Rs.

5,600 By Overtreads absoftcd

By Balancc c/d (under'absorption)

Rs.

5280�]

320

5Æí
320

5,600

By Bdance brd

Costing Prolit and Loss Account

To Co�g OfSales

ToPrOrlt

Rs.

7�ˆ 4�_   By Sales

920

Rs.

�r

ProblemNo�B5

, �p fOl10Wing�c �V
�¤ Obtained�¡ Omttb00kSOfahmes�Ì Ooncmfor�V ye��

cnde.d 3lst Decembcr, 2fi)l :

CompletedJ�ß � ̃WOrk�] m�]protts

Rawmatcrials sryPlied from storcs

Wages

CtrargeaUtc Gxpcllscg

Matcrials traosfcrrd to wort-in-progress

Matcrials refirrned to Storcs

Rs�B

45�À �J

mm
5�r
1�v �Þ

500

Rs.

15;000

20�v 00

2�r

lx000

230
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Factory overhead is 80% of wages and Office overlread 25o/o of Ftctory cost. The value
of the exeeuted contacts during l990-was Rs. 2,05,000

Preearc(a)ConsolidatedCoryletedJobsAcoormtshowingthepnofitmademloss incurred
on the contracts and also (b) Consolidated work-in-progress Accorurt.

S�� 1�¡ tlon

h�A Consolidated Completed Jobs A/c
�E�p

r Rs.

To RamMaterials consumed : By Conhactee,s Account
supplies fromstores 45,000 (ttrc amount of contracts
Less transfered to W-tp.lpqq completee

Less returned to stores 500 43,500

To Wages 50,000

To Chargeable expqrses 5,000
' ToFactoryoverheads

(80% of wages) 40,000

1,39,500

To Office overheads 25Yo of
Rs.1,38,500 y,As

To Net Profit bansferred to
P &L Nc. 1t,g71

�‘�A       2,05,000

Rs.

2,05,000

205,��

D�¡ Consolidated Work-in-progress A/c Cr.

Rs.
To RawMaterials consumed': By Balance c/d

supplied from stores 15,000
Add Transferred'from
conpteediobs 1.000

ro wages ' ;f:ffi
To Chargeable eipe,nses 2,000
To Factory overheads

Rs.

67,5��

(80%�Bfwage�ß 16000

54,0m

To Oflice oraerheads

Q|%of 54,90) t3,S00

�Æ500 67,500

‘X31
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Problem No.6

The following cost data are extracted from the books of a manufacturing concern for the

yearending on the 3lst December,200l :

Directmaterial

Direct wages

Factory overheads

1.20�¿ �_  Adminismtionoverheads       56,��

l�˚ )�ˇ ��  Selling&Distributionoverheads   70,��

60,�� O Pro�� lol,500

h2002 the manufacmHngconcernreceives anorderforanmbero�ˇ obs�E ItiS estinted

thatmterids�g qui�g dwmbeRs.1� 6̀0,000an4wagesamounmg,Rsl,00,000 Win be spent

�í�° �Ò �ì �I �I çW�Ü�ô �k �I �Q:�í �¾ çW�l �í�º �]

�í �„�í �i �¿�í �ß]::�ø �fl
�†d�Vt�– p and a�V istrat�V �_d

s cost.

SolutiOn                                    ‘

�Od�º 1�í :�æ T�fl �G:�� �D�£�FçW�aI�¤ T�å
�µ

:�ç
�ï h�E�E

sr�¿ ���˘��
"�g

rs�˝ �˘w�� �” �› �˘ ���˝�� �� COS�� �¿

"��

�› �˘ scrri�” �� �� c�˘  O/Ji�˝ bS�g�� �� �� �¿�� �˘�� J�� 2�˘ �˘ ��

Direct mterialS

Direct wages

Prime COSt:

Factory OVerheads(60%Of direct wages)

�E      Works Cost:

Administration overheadS(20%ofWOrks CoStb

Cost ofProduCtiOn:

� ẽllhg&diStribution oVerheads(25%ofWOrksCOS0
�M

Cost OfSales Or TOtal CoSt:

Proflt(25%on Total CoSt Or 20%On sdes)

Sales:

Rs.

1�ƒ �r

1�r ;000

220�r

60�r

2,80�r

56�r

3,36�ƒ

70,000

4,�g ,�Þ

lpl,500

5p7,500

�c �c "r�E
� �FJ"�— ttg a"�` �Œ�‰Ott aFtt�˘ � �` �ì b�˘

�g�g
�� ������

�g
�Œ���  ̇yca,2�˘ � 2̆

sr�¿ �‰�� �˘
"��

S�É � w̋i�” æu�˘ �Ö ��JF

DirectMaterials

Direct wages

Prime Cost :

Factory overheads (60% ofdirect wages)

Worls Cost :

Administration overhead s (21ff/oof work cost)

*Cost ofProduction

Selling and Distribution overheads : (25%+10/o of 25Y') of Works Cost

Rs.

l�ˇ �r

1�ƒ �r

2�ß ,000

60�r

3,20�r

64�r

3,M,�Þ

88�r

232
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Cost of Sales or Total Cost : 4,2�Þ

Add:Proit(20%on Sales or 25%on total�� os0    1,18,9��  �«

5�r �rSdlingPrice

ProblemNo 7

AtsC company produces goods against orders. Its manufacturing section csnsists of

thepurposesofcontrol andthe absorptionofovirlrcads. The following information isextaoted
from the first quater budget of the company.

Matanals

Labour

Deparments

Tom i:�E  x      Y     Z
Rs.      Rso       Rs.     Rs.

0,�˝    10,�� �_   20,000  3QOm

23,500         7,500         8:(�z �lD       8,500

Variable Factory overhEad 15,000 5,000 4,000 6,000

Fixed factoryo

Administativeoverlrcad 10,000

Machinehours 20,000 6,000 4,000 10,000
l

The factory overheads are absorbedon the basis ofrnachine ttours and the administration
overheads.is absorbed as a per centage oi factory Cost.

The companyhasreceirred an order fromitsregularcustomer forthe supply ofa speciflc
variely ofproducts that pass tlrrough two departnrents only, i;e., X and Y. In respect of the ordef
the followingparticulars are anailable :

Material Cost (Rs.)

X         Y

1500           2500�]      .

Labour Cost (Rs.) 7m 800

Machine hours fl)O 400

Preparg a job order cost sheet and ascertain the pnce of the ord.er if the margin of 20o/o
on sales is added to the total cost ofproduction. , -

Solution:

:      J�˝ b(9Mar Casr S�T ��

Particulas Amollnt rRs�B )

MI�g ial.COSt:Dwt.X:Rs.1�£ 500+Dept:Y:Rs.2,500

LlhiC�@ :Dept.X:Rs.700+Dept.�� :�M .800

Prime Co�—
.                      5,500�] 00

FactoryOvaheadcOnttmds ofmchinem

Vari�  bi Dwt�Ó :�£ ���E
0�Æ5�� �E

�ß    

�]

4000�E00

150300
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�ï � �̂E
�í à£��k�g 0

,

15,000
Fixed:        20,�B

00 Xl’0��
0

�E       Factory Cost

4�V�ÜniSmtive overhead:8�B 81%offactory C9�à

CostofProduction

20
ProAt:20%6fsdes:7779�N91x�J =1,944�] 98

Selling Price of the order 9,724-89

ProblemNo. S:

It[/s ABC Ltd is committed to sup,ply 24,000beamings per almumon a steady basis. It is

estimated that it costs l0 paise as inventory holding cost per bearing per month and that the set

up cost per batch of bearing manufacturing is Rs' 324

(r) what should be the optimum run size ofbearing manufacture ?

(ii) what shouldbe tha interrral between two consecutive optimumrens ? '

(iii) Findouttheminimuminventoryholdingcost

Solution
ir::=

’4��

(1)EBQ=

Where; A = fuinual demand : 24,000 bearings

S = Set-uP Cost Rs. 324

C = Carrying Cost : l0 Paise x 12

Eizq,oogxgz+
=3,600 mits

900o00

750-00

7,150o00

629�] 91

7,779�] 9r

l,944�] 98

o�B 10x12

L:* 3'600 
= x 365 days = 55 daYs'

(O Interval between two consecutive olitimum*t ;1166'

(iii) Minimuminventorycostperannum'11i", proudction/EBQ) x settingd3,[:?;tfr"*- t"::::* ** x Hording

:r(z4,Not3,uoo,:il] .o\,1;f,*,rrx (0.r0 x r2)l

�‰
�Œ�b

234
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�Ô
�O

proLLm�] �R�–�Ł�E
:| ~�] �E  �� �] ::�¡ [�¡ �\ �¡�¡ �æ.�¡  �¡ �E �¡

�M. �u :�¡ 1�¡ t_:       :i    �u
 �E�¡ .=

�A
""çW

�Ò�Ì�v�R�r �O�R lMttri�¿ 1�Ñ
:is,aid Rs.15 per hOL Machinc hOurrateis R

lk setting�] upof�V mChinemproducettcOwOnenttts3htt�Ì for�g �voperit�B .

You�grequriedtof�V arecO�˜ tsheets�c �ª �n �V
isetting�] up�µ Osts andi�ß |�u OducJon

Costs,both in total(i‘|.fOr the batcD and per,Omponen�¿
Tsuming�¡ r batch si�g :of(a)loo

owonen�£;�Æ)1599�b enttrand(c)290,9�� ���‰II�� �¡

’�B

     .     :
�R ludm

Statement of B_atch Cost

PdiOulars Total Batch

Cost(R,�B )

. Cost per
Component (Rs.)

��

’��

�h�æ�‰6fllo33�� �i 1��

�g
:

S1ling�] upcosts:

�\ Wages(3 hours@Rs.15 per hourl

�ŒMachine expenses G�g trS@Rs.72 per hour

�ß
""ing�]

up 10s�£ :

�]�� �\ �� 1�Xt�� 00in�Æ@Rs.20 pttmio
Wages(10 hOllrs@Rs.15 per hotrl

M"hine expenses(19 hOurS@Rs,72 perhourp

ProductiOn COst

TotalSctting�] IIP+PrOductiOnCOsts

,�\ Ls�• 0,150�� mpOnents:

Setting_�g

"�P

s�� ame as abOvel

ProductiOn cOs�� (150x28170 per
component as aboves)

�b ��,Ø[ ng�] uptProudc�� On Cos�A

Ba"h Si�] Of2�� cOmpOnents:

Setting�] up cOsts K�\ e as abovep

ProductiOn cOsts(200�¡ 28=70 per

component as abovel

Total seting_up+ProducttmCOsts

45

216

261

2ØÜ

150

720

2,870

3,131

261

28�] 70

31�] 31

�\

1�] 74

28�] 70

2-61

0

�B

�� 05

4566 3M

1�] 31261

�g

�E

�Œ

�¤

�Œ
�Œ

�¤
�Œ�¤
�Œ

ProblemN�� 10

Btth�â �BX�] 786 hcturentthe�¤ 110_gcostsI

Dep�\mA:4201�ø�ß hom�˜ @Rsi�E350
Depament B:686 1abOur hO�B

@Rs.3�]00

DiFeCt nlaterials=Rs.3,280        �R �Œ�ß
�E
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FactoFy Ovetteads are absorbed on iabow and�¡ e rates Rs.8 per hur forD"ament w

and Rs.5 1er hour fordep�\ ent lBL 
�M              1

The im usesa�] oostb�� lwStemforle�g �@hm�JS’1lingpri60s mlexlpectsa25%grosS

proit(saleS Value minus factorycostl

Ad�siStrativeoverheadsareabsOrbedat 10%OfSellllgprice.   .

Assurmng that l,000 11nitS Were produced in BatchNO.X�]
786,Calculate:

(�¤ The Seningpricepermt              :
0)The tOtal amomt ofadminismtive overhe�g

srecOVeredbypatchNO.X-786;��

‘
(C)The nOtionai netprofntperunit.

SolutiOn 3

cas�� �� � �̆ F̆ a/3arca�� .�Ô 786

Particulars
Amolmt

Rs. �c

t

Rs.

3280
Materials  r

Labour:

Dept A:420 Labow hOurs@Rs.3�]50

Dept B:686 1abour hOms@Rs.3�]��

Prime COSt

Factory OVerheads:

Dept A:420 1abour hours@�m�E8

Dept B:686 1abow hOurs@Rs.5

Factory COSt

Adminittative Overheads(10%OfRs.18,131)

TOtal Cost

Pront

seningPnce:

1470

2�ˇ 58 3.528

3,360

3�ˆ 430

�E c808

6�� 90

13598

1,813

15:411

2�� 20

18,131

(a)lh S01lhgpnccP�Ú
mit:Rs.18,131�� 1,000=Rs.18=13

o)Aminismtive overheads reCOVeFed=Rs.1,813

0)NotiOndnetttmperwitRs.2,720��
1,009=Rs.2=72 ’

WOfttngNOtes:     
�L

10�Ô 13,591=�� .18,131               
�E

Sales Value=   75

�A Sdes Value Rs�B 18,131-Factory COtt Rs.13,,98=�m
4,533�' qwl�� 25%Pf SdeS

valuep
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3.       COSTING

\
ProblemNo.l

From tbeftllowing particulars extsacted tnp the boolrs of a contracts,.pq,gpme Cqnhact
Accoun! rad tlre Co.BJractce's Accormt Value of pontract Rs. 4,00,000. Thc contract work
cmmmced on lst.July, and was conrplete on ihe 3tstDecember 2ffi2.

Direet.lTaterials

Wlges

SpecialPlant '
Stores issued

Oth€r direct expenses

, ~   1,0,�¿ �_ :�E 1�¡ �b�� T001S

l�� �À �@ ,p"!�B fTmctOri

30,000

14�v000

Q�Þ

punningmaterials

Weges of drivers, etc.

6;090�A

4Æí

7:000

- On 3lst Deccnrber the Plant wxl r.Efrrmpd'subjects to a dcpreciation of lSplo on the
original cost. Tbe 

'viiiies 
of Loose tools and Siory-s ;urned werc Rs. 4,0@ and Rs. 2,0fi)

respectivcly. The value of thc Tractor was $s. 50;!Q0 and depreciation was to be charged at
this contact at the rate , of 20ori per annum. Thc'tmormt of administrative expcnscslto be
charged to the contact is calculated at thc rate of l0olo on the works cost :

Contract Aceourit

TcD�⁄ �î tMaterials

To WageS

To Special Plant       
�E

TOStOFegissued

�¡ �ì :�t lS

To Cost ofTnctor:    �¡

RIImingn�ƒ �R�' �R���É  4,(X�_

�¸ Of�V�V  7:000
T�� �n �w �AåN Ø[ �Ł mses��

,�¢ �� Of�p tOr

To P�_ :�Œ åN��5

Rs.

1,50,000 By Pfpt rcturned

125,qQ0 (cos! less Depreciatiur)

30,000 BylooseTools
14,000 To Stores returned

6,000 By Contractees a/c

11,(�´ 00

�¤

5�� 000

31550

52950

Rs.

25500

��

2�£ �˝

45�° �R

�u
�u
�u�u

�Œ

49,1.5��
431�R�ï

�l ::�� Conlract Account C�¡

�x C-3/C
Rs.

4,�° �¤  Bytta/c

t��
‘ØÜ

Rs.

�ˇ ,O100

4�† ;�ï

�§

C�¡

�D �D
�Œ
�Œ
�Œ

�R�Œ�Œ

�\

�@

�L�D�Œ
�Œ

�N�E

�@

�]
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Note:1. Depreciation ofthe Special Plant has been calculated llt 150/�B on the original eost Of

theplant.

2.Depreciation ofTractor has been calculated at 20%for halfye�_

3.  Adnlinistrattve expenses have been calculated at 10%on�¡ e Works cost which

lneanstotalamountOfexpensesinCuredininustotalvalucofit�\ re�“ �˜�R�_d

le"10%ofRs.3:47,�� 0‘Rs.315�� =10%OfRs.3,15,0�� =R�Ü �E3115a

2) From the cost data given below relatt to a cOnmcto�¿ preptt Contract ACcount�E :

Material�] Rs.1,60,000;Wages�N Rs.1,40,000 Direct Charges�] Rs.1,00,000     ~

The cOntract price is Rs.8,�� ,�� 0�B Cash received�¡ om the contractec is Rs.4,00,000

being 800/OofWorkcertifledoCostofworkuncertifledisRs.20,000.

Solution

Dr. Contract Account Cr.

To MateHals

To WagcS

To Direct chges

TO Balance c�¾

TO P&La/c
To Reserve c/d

�]

  Rs��

1,�Ö ,�Þ

1�p �r

1�r ���@
12Q�¢

5�ƒ �À�Þ

By Work-in-progress:

100
' Work ce'rtified 4,00,000 * = 

T6-

workuncertified

Rs.

5�ƒ �r

20,�Þ

64,000 BY Balance b/d

56,000

520�v�\ �_

120�v�\ �_

l�ƒ �r1,20�r

5,20�À �_  By Reserve b/d
To wOrk�] in�\ progreSS b�md

CWOrkCertifled+WOrkunCertifled)

3) The following particulars extacted from the records of a confiactor relate to two contract

-x and Y. You are required toqepar-e *n*t,u"qounts forboththe contracts and statewtpt

amount of Profit to Loss should ti tatcen to pront and Loss Account for the ypar2002'

ContactX ContactY

5Q000

Rs.Rs.

TOtal �vxpendine�@�í �V 31st�v m�V
�ç

�^

�M
�¡�Ö

�£  27�í
wages(2002)

.    63,�Þ     3,Om
Matenals andhaulage hiFe(200�Ì

2,1��     4�]
hdirect expenses(2002)
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i    l     _   �R�¡    ‘  ,�¡      �] �¡.l  if l �E  =: �M|:Ii�E      �M
 | 11 :          =j :  �O. 1:�u |:i.1�E

Contract X Account for the year enuea 2002 Qi.

To Work-in-progress

(expense-incured upto 3 l -12-2fol)

�¡ WageS

To Ma�˚als&Hire

To ndirect expenses

By Plant (Closing balance)

By Co,ntactre Nc
(contact price)

Rs.

3,Q�˝

42�˝
63�r
2,100

Rs�B

1,�� ,�Þ
�]

4,�« �¸

ToCostOfmaintenanc1       2�À �_
To Pro�¡ t ttnsfered tO P&La/c.1,10,�m

�� çŒ,�˝ 5,80,000

Contract Y Account for tlrc year ended 2002 Ct

.  ��         ��    Rs.

�g

WOrk�]in_Progress     l,�A �¢  By COnmcte a/c
R�˜

12Q�¿�_

l,50,�˝

13240

teXPCnsc�Ainc�Z ��Ævupt0 31�¡ 22"1)  �6̄0mmct price)
TO�ï�˜ S   i
�¡ MaØ‰Ø[als&hire

�¡ ttirect expenses

To COst Ofmaintenance

1,600 By�« æxtcl�¡ ingbalanCe)

3�À tt By Lo3s�˚ �f̃med tOP&La/c
240

1,4�k �z0

2832�g
�Œ�¤�Œ

4) Mr' Nary contract undertook several large contbcts and his ledger thus contiined aseparate account for each contract. on 3lst Decirnber, z(tr,2 the account of contract No.. l0lshowed ttr; following amount spent thcreon , 'vvvst] vr uurruaGr ..

Materials directly purchased

Idaterials issued from stores

Plant purchased

Wages

Direct expfises

Portion of establishment charges

Rs.

1,�° 000

50,000

1,60,Ooo

2.Z�� 1,00o

4000

4000

l     i      �¡ 12000

j�‰�� ��
�i t�Õ �V�� �í �R�� �o �ô �¥ �í �Õ �E�F �R�Û�v :�…FI�Œ

�¡ ’�¡ 11

�D
�D

�Œ

�D
�L

�Œ
�Œ�Œ�Œ
�Œ�E�E�Œ
�Œ�Œ

D�¡
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Soludon

Ih. Contract No. IU Account Cr.

To Marcrials directlY hnchascd

To Materials from stores

To Plant purchased

To Wages

11o Dircct oPenscs

To Establishmcnt clurgPs

To Balance being Profit cd

ToP&Lalc
To Balanoc c/d

ByWorkcertifred

By Mateiiels at site

To Plant at site

(Rs. 1,60,000- 16,000)

By Bdarcc Ud

Rs.

1,80,000

50,000
'..-.

1,60,0m

\4,W
u,ffi
Eo0

I,TLM

-

&t4,m+
N:M
n266

-

Lruqm.

Rs.

7,25,000

15,000

1,44,000

8,84,0q

l.7e00o

100
Note : Work ccrtilied = Rs. 5,80'000 * ;6-= 

k' 725'000

Profit tarxsferred to P & L accotmt :

Rs. 1,12,000 *1*ffi=*' sr'734

5) Thc following pcrticulars are extractcd from ttre books of a firm of Engineers re"t'ltr':

acontractforthc Yat?{f,/Z

tiateri"l, scnt to sitc : lJ0'698

, Iabour €nrg€d at sitc """" ''::'ffi
Plaotinstallcd atsitc

-Dir€ct €xPcnsca

Establishrncnt clurgPs

Matcrials renrrned to storcs

Workccrtifiedbyarchirccts "-""'

63v
8252

1,09E

3,90,000

9,000

Mderialsonhand(31-12A002) 4,g00

Wages accrued duc' (3 l-12-2002)

B eccrued (31-l2AW2) """"Dir€ct exPense! , ro,.. 22,000

Thccontsactp,rochsbccrragrccdatRs.5,(I),000.cashrcccivcdfromthecontr4ctec
* *ro*t *'r" ns' I,OO,OO0 

md the
You.aret€quircdtopmcpare.(a)cgrtractAccormt(t)curtractcc'sAccounta

it€ms d;O*"; itt thc Balance sheet of tte Contracors
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Solndon

�¿���� �¡ r year�g �î
�g
g�g Jf�] ��2�] 2002

To Materials sentto site

ToLaborry

To Plar,tilst lled at site

To Direct expenses

Add accnrcd

To EstablishrrEnt

To Wages acsrued

ToNotional kofitc/d

ToP&Lalc
To Rescrye

By Materials returned to stores

ByWorkcertified

ByWorkuncertified

By Materials on hand

To Value ofplant (3 lst Dec. 1990)

�zRt�p 3.

1�` �R s

l,48,750

30J000

�]  6334
480  6814

8252

4800

56�� 50

Rs.

1,"8

3,",�Þ

9�r
3,�¯ 6

22�r

�� 5,864

�¤ ,�b  ByNotional Pro�¡ tbrd

21,750       _

56550

425,864

56550

5Q550

hm mnsf_d,P&l�R�E
T�à

Q"6X:x
360000

J9ooOo=Rs.34,800
Dr. C�� ��rracreeb �I ccO�g���� Cn

To Balance

Rs.

3,o,�� O By Cash a/c�B

�X�ó ��
F�� �' �] �  �� Œtrar�g �ß�˝ as�g ��r�] �m2�] �� ��

�V�� lin     e Rs�B      .Assets       R�E
s.Wagesortstanding 4g00 Workinprogress 3,77ZSA'ircctcxfcnsesoutstanding Z4O Less cash recovered 3,@,000

P & L dc. (Ilofit) 34,300 n,_fi

Rs.

3,�@�ƒ

It[aterials in stones

Mdterirlsonhand
1,"8

3,7�g

�É ttwª� �� �F�í l�� �Ô1�I    �� �� tac6 h�g �„�å�Óf
�E

                                                                Rs.
Rs.

T’   �D ŁcI�µ �ƒ   �VD�VlexpeWS     B�j  �� c of"rap       3�µ

�S�@�� �| �ü �E:�Ô
�Õ  �b�J

�E                                                                 241
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(a) OutStanding wages Rs.1,600;outstanding d�ø r Direct expenses�R �B2,240�B

o)Depreciation ofPlant uplo 31ØJ Decc�ßber 2002 was Rs.17�ç 100‘

(C)hCluded in the s�\ ryofentries are:Wages Rs.2,�� 0,Other expenses and losses Rs.

3,000;Materials used Rs.4,160,since the ccHincation ofworkdone�B .

(O  Materials on site on ttE 31sthom�R 2002 oost Rs.20,000�B

(e)  Rs.1,25,000 had been the total workceJ�Ù fled upto 20th ofI�z xx"�Ü be�¡ 2002 when dute,

dghts ofthe conmctremined incomplete.

0 �p tOtal cOnmct Price was Rs.2,OQ000.

Solu�¿ �]

L      
�g
rracr�� .777�Ú cca�g �� /o�� �R�  ̆year ad�˘ �� 3�� �]f2�] 2002    �¿

Rs�B

73,�Þ

Rs.

125,�\ �_

9,l�Ö

20�� ��

51,3��

To Materials

To Wages

Addoutsanding

To Direct expenscs

ToAddoutstanding

To Establishnent charges

To Plant

By Workc€rtified

By Workuncertified:

Wages 2,000

Other expenses 3,000

Materials used 4JAp

By Materials at site

By Plant at site fless dePn.)
(168400-17100)

By'Sale of scraP

By Loss Transferred toP &L alc

48,840

13�ä

503çq

13,4�ß

240
�w
�ƒ
�@
�ƒ �¤

�¤

223,5��2�� ,500      ,

7) M/s.RohinicorstructionsLtd.,obtainedacmtactfqbuildingaFacrctv{qs 
50'00'000'

Building constr,ction wo6c startcd on I st April, 200 I and at the end ofMrctu 2002 they received

from the Contactee Mr. punarvasu, a sum ofRs. 19,50,000, which worls out to 75 percent of

the value of work Certified. The following information is extacted from the bools of the

contractor 
Rs.

Wages Paid 
9'00'000

Plant purchased for the co'ntract (1-4-2001) 10'00'000

Direct exPenses 125'000

Overheads allocated to this cqltract 60'000

Workdonebutnotoertified 60'000

plant to be depreciated at l0 percent. You are required to-pre'pare the Contract accorht

showing the profit to be carried to tfre Profit *A mtt e""o*t for the year ended 3lst March'

2002.

Stores issued to contact

Stores on hand (31 -03'2002)

10�µ ,C�_ 0

50�r

242
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trn thc contract kdgerof Ws. Rohini Constructions LJd.,

Facrory Building Contract Account .

for the year ended 31-3-2002.

�Œ
�D

�Œ

sOlumm

DE

To smes issud
To Wages

ToPlant

To Dircct Expenses

To orrcrheads

To Notional Profit c/d

ToP&LNc
il'io Reserve cld

Rs.

lom�¸
�ß�� ,�˝

10,�� ,�Þ

125�v �å �_

�Ö ,�˝
25,�˝

By stores on hand

ByWorkCertified

ByWorkuncertified
py Plant less Depn.,

�A  Rs.
�] �n �Þ

26,�� ,�@

60,�ï

9,(X),000

3Q10�v�\ �_

2�� 500 ByNotional Pro�¡ tb/d

2�˚ ,5��

5�ß ,�˝

3Q10JC�_�_

5�ß ,�Þ

5,25,�˝

Since ruorc ttlan 50 percent of the contract is conryleted, it is reasonable to carry Zl3 of
Notional profit which cash reccived bears to work certified, to Profit and Loss e".o*t. lt i,
ascertained as follows ;

Noti�V PrO�� 1:X
Cash received

Work certiied

= 5,25,fr)o x ;. *ffi = Rs. 2,62,5(x)

9'. - {/s, Upcndra Constuctions Ltd., has rmdcrtaken a contract for the Constuction of a
bridgeforRs.g6,00,000andconrnencedthcworkon lstApril,200r-Tr;iofro*G-irirr 

",i",rclating to thc contact for the year endcd 3 I st March, z0bz irgven to you :

80%Of�›�É wOrk ttfled is received in c�� h.

Rs.

26,8&�˝

2�¡

",00o4,8o,�¿ �_

2,56,000

�g

�µ

32,000

22,�ˇ

9�ä

1,12.C�_ 0

�g

,�� ,�˝

Mani01sismed i

Wages pand

Plant purchased(1�] 4�] 2001)

General overheads

Direct expenses

Mattalatsite on 31�] 3�] 2002

WagesOutsttding(31�] 3�] 2002D

Directexpensesoutsmdingol�N 32002)"�§ �N�c �c
Cost ofwOrk dOne but not certined

Valuo ofwOrk catied

243
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Life of the plant purchased.is Fivc years and its scrap value at the end of the filth year is

7f,r0.
' 

Prepare Bridge Contrast Accotmt for the year eirded 3l-3-2D2,showing the portion of
the prqfit which might reasonably be taken to the Profit and Loss Account.

Solution:

In the Contract Ledge=Of �WVSo Upendra Constructlons Ltd.

D�X     BrJ�¨ Ca�grrac�� �‰c�˝ ���� /ar�� �˘�b� �̆¿��
�g

J�˘ �� Jf-3�] 2�˘ ��

To Materials issued

ToWages 27,20,000

+ O/s 22,400

To Direct Exp 64,000

+.o/s -ry
To.General exP.

ToNotional Profitc/d

ToP&Lacl
To Reserve c/d

Rs.

26,88�À �_  By Matenals at site

By Work Certifled

2742400  ByWOrkmcertifled

By Plant at site �A

73,600

2,56,�ò

2,88�r

65,28,�Þ

Rs.

32�r
60�¿)�ˇ ��

1,12000

3,84�r

6528‘�¢

2,88j0001,53,�ä

1,�¢ ØÜ

288,�¿ �_

ByNotional P�_ itb/d

2,88�r

Since morethin 50percent ofthe Conmctis completed,�¡
iS reasonable t9 ca�‹ 2/3 of

the Notional Proit,Which Cash received bears tO the value ofwork certi�¡
ed,to the P&L

2 Cashreceived 2
=2,88,0"x�S

Account�B �¡ iS ascemined aS fOlloWS:NotlondProflt�m �S
X

Workcertified

x�í =�R.L53,600

ok a COntract fOr Rs�B 80,(X),000 0n lSt Januaryp

�r �O �Ø �ççW �˝ ;

ri6d.                    Rs.

Materials issued

Plant purchased and instblled at the site

Wages

WorkingexPenses

Administation expenses

Material costing Rs. I ,60,000'sold for

Workcertified
Plant at slrc (3 | -12'20O2)

Cost of work uncertified

19�ƒ �†�_0

6�ˆ ŒG�r

24�r �r

96�r
1�R�r

1,76�r

56�µ �r

3�ƒ ;ØÜ
2,56�r

244
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It is estimarcd that :

I : the contact codd be completed in a further period of six months;
t

2. the planfs residual vale after the completion of the contract would be Rs. 80,000;

3. the additional wages to complete the conhact rn ould corre to Rs. 8,16,000;

4. A further sunr of Rs. 64,000 is lilaty to be spent for working expens€s ;

5. the administrative expcnses worild furtlrer be Rs. 80,000.

6. Rs. 10,/m,000 worth of material is required for the completion of tlre contract.

Solution

kr the contact Ledger of lv7s. Bharani Constuctions Co.

Dn Contract Account for the year ended 3lst Decemben 2002 Cr.

To lv{aterials.

To Wages

To Plant .

To Working€xpcnscs

To Adffir E:pc'nscs

ToP&Lalc(pofiton
, sale ofmatcrial)

To Notionalhofitc/d

Rs.

19�ƒ ,O�_ 0

�z mm
6�ˆ 0,�Þ
%,�Þ

1,�Ö ,�Þ

16,000

11�ƒ �v�Þ

�a��

�a��

�a��
�Œ
�a��

Saie ofMaterial

Plant at site

Value ofworkCertifled

Cost ofwoFk unCatiged

Rs.

1,76�⁄

3.20�⁄

56,00,000

2,5Q��

To P&La/c

To Re�i c/d

63�� ,�˝

7,lc800 By Ncà� �‚ Jprombrd

4,03200

11,20:�ß

6352,�@

�Œ

1120,�w

H�{ 000

Cost of oorhact rpto 3l-12-2002 :

Material + Phnt + Wagcir+ Working Erp + eiUur. Exf :
kss Matcrial sold (cost) + Phnt et site =

Additional estirnatcd exp. to cqorplcte the pontract :

ldaterials + Wagps + \ryo*ingbrp + Adrm Exp + plant

lessresidual rulue

Estimated total cost of the Conhact :

Estimated Profit (balance figure)

Total ContactPrice :

Rs�B

52,lc�˝

4�Ý 000

47�� �¨

22�p ,�˝

�Ì ,7Q000

1024ØÜ

80,�� ,�˝ 245
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|

Amolmt ofpro�¡ ttO be tansf�\ dtO P&L3/C.Esttmted Pro�¡ tx
Worked Certifled

Contact Pirce

l0) The followingparticulars are extact€d fromthebooksoflWs: Rohini Constuctions Ltd.,
relating to a Contract for Rs. 80,00,000 :

Material

Wages

Carriage

General expenses

WorkCertified

To Matrials

To Wages

To Ca�v age

To Gen.Exp.

To Plant

9,�� J�˝
8,�Ö ;�˝

�g

,�Þ
�˝ �r

18�r J�˝

�ß �r

2000           2001

Rso        Rs.
2�� 2

Rs‘

14,�° C�K�_      12,00,�Þ

12�� X),000      10,00,000

1�p ,�˝    1�r ,ØÜ
1‘�� J�Z)  32�˝

60,�� ,�� 0   80,�� ,��

1,�� ,�ÞWork uncertified (at cost) ..r......

Plant costing Rs. 400,000 was bought in the beginning and depreciation was charged at

25 percent per annum. The Contractee has paid at 80 pcrcent of wo,rk certified every year and

settled the accorurt in202. Prtpare : (a) Contiact Acsount & O) Contactee Aocount for three

years and show how work-in-progress will appear in the Balance sheet prepared at the eird of
each of the three years.

Solution :

In the Contract Ledger of IWs. Rohini Constructions LJd.,

Dr. Contract Abcount for the year ended 3l'12-2002 Cr'

Rs.�E Rs�B

18,�� 1�Þ

20,�Þ

1,5o�r

70,�Þ

20�p ;0��

)�¢ �¢

8,60�r �c

40‘�Þ

40�r

2�� �v��

20�p,�˝

By rvtlue of work certified

By Costofworkdonebut
notcertified

By Plant at site (2,00,000-50,000)

ByP&LNc(Loss)

Contract Account for the year ended 31-12'2001

To work-in-progress:

Work Ccrtified I 8,00,000

WorkUnc€rtihed20,0fi)

To Plant at site

To Materials

To Wages

To Crrriage

To Expenscs (General)

To NotionalProfitc/d

By Vl.ofu�‰ Certifled

By Cott ofWOrk Uncerti�¡

�g
By�A Plant at si" �]

(1,50,000-50,000p

Rs.

60�˚ )�ˇ ��

1�¢�¸

1,�ƒ

18�ƒ �r

1,50,m

14‘�� �r

12,�� �£�Þ

1,20"�l D0

1�r ØÜ

1410,�¿ �_

Q�� ,�Þ

246
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752000 ByNod�gd PrOmb/d

�g

�¡000

�O�@
�@

�@

�Œ
�g

�u�Œ�@

�Œ
�Œ
��

To P&L A/c
To Reservc Cld

1410�B�ï

14,10,C�_ 0 :�æ �R1410,�˝

�V�i �Æmx:�] �� entage rc�Ó �Kcd"db�ˆ ue ofv7ork Q�˚ �¡d

2  80
�§14,10,0��

�–�„
X�˚

�§
�ORs.7,52,000/�]        �M

D�¨ Conlraet A*ount for the year ended 3lst Dec., 2002

Rs. Rs.

8Q�� :000

50,000

TO�c �]
P�Evgtts:�L

�N C�˚ ed+I Uncertined

-.Reserve)

ToPlant(l-l-2002)
To Itrtatcrials

To Wages

To'Carriage

To General Expenses

ToP&LNc

By Contactee A/c

By Plant at site

Qt-r'2-2002)

54�
�̊E

�Þ

1,�� J�Þ

12m�¸
1�R�¢ �¢

1,�� ,�Þ

32,000

1,76,000

�Ù �A50,�˝ 80,50ØÜ

DE Contractee's Aceount �¿

To Balance c/d

2001

To Balance c/d

2002

To COnmct A/c

Rs. _  2000
14j40,�¿ �_   By Bank a/c

(80%Of18,�� ,000)

2�� 1

Balance b/d

Bank a/c

(80%Of42,00,00o

48�r ,�˝

18,00,000
2002

80,00,000 By Balance b/d
By Bank a/c

80,�� ,�˝

��

�a��

Rs.

14�p ,C�_ o

14/0,C�_ 0

33,(�f Lo00

48,00,000

48,00,000

32�� �r

80�¤ ,�æ

247

B R
 A

 O
 U



�� �x�¿
�g

�˘ ��

�g

��

�g

sSars s� 
�g

JyJ �IS�g Jrsr J�V ce�� b��

Rs. Rs.

2000

Work�] in�] progress:       .

Valuc ofwork certined

Cost ofwork done but not c�˚ fted

- Amormt received from Contractee

Plant at site

18,00,�˝

20,�Þ

1820�r

14,0,�˝ 3,�g �r
�M
1,50,000

2001

Work-in-Progress :

Value of workcertified

Cost of workdone butnot certified

- S.eserve

- Amount received from the contractcp

Plant at site

2002
M

Work�] in�] Progress
5Q�@

Valuebfplant(1,00,000-50,000b

:ª�       �â

Contract Frice .

Materials

Wages

Plant installed at site commencernent'

Materialsonhand

Outstandingexpenses:

Wages

SundrY expenses

Cash received from the contactee

(being 80% of the value of workoertified) 3'60'0U) 64'000

Costofworkdonebutnotcertified "' 50'000 10'000

Plant at site is charged out at-cost and depreciation-ls to be taken into account at3o -wr^

month. Draw out 
" 
,Ol#*, in Columnar foln^t^o^shorv the estimated profit or loss in r-e'speot

of each conmct as on the 3lst of December' 2002'

�g

�r �r

1,�� ,�@

61�À O�vC�_0

c58;�¿ �_

54�˚ ,�Þ
48�r JO�� 6�ˆ 42�r

1�ƒ �r

PRIYA   SUPRIYA
Rs.      Rs.

6�ƒ ,�⁄ ) 1�¤ ;�Þ

1,60,000   30�r

3�ƒ �r   3,�¿
�Ö �r   6�¿
20�¿�@   12�r
10p�_o       4p�_ 0

�� ��    2,100
4;C�_ 0       3/�_ Q
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Solution

Statern€nt showing the Estimated Profit / Loss on PRIYA and SUpRIyA Contracts for
the year ending on the 3lst December, 2002

Contract   cOntract

PRIYA   SuPRIYA

ldaterials

Wages

SundryExpenses

Depreciation on plant

Outstanding wages

Outstanding sundr5r expanses

Less materials on hand

Total amount gperrt for the contacts..

Workcertified

Workuncertified

Cost Ofthe cOnmct work cOmpleted.

PrOflt and Lo6s       ."...

�N
�N
�N
�N
�N

Rs.

1,Q000

32QOoo

60,000

72��

62��

4000

5,57�×

10.000

5.47�}

RsI

30ØÜ

34,ØÜ

6�� ��

2,160

2,1��

3.400

77,600

4,000

�× ,660

80,00o

10,000

90,000

73,�� 60

�N

�E
�@

�N

4.5Q000

50,000

.5,�° Ooo

�\
547,�ˇ

-47,�å lQ340

Work c�O�¡ed N�R3,10,o00X�˚ �§�� :4,50,00o

��

�µ
C�V

led�B �¡ �A
�g

,000x T=Rs 80,09o.

4�î �Õ �à �Ñ �Õwªà �‚ t�� àY�b�í �Ò �µ��
� �̨�fLiu�Ł 20m.

�� �ß �Õ �ø �� �ßY�í �b �í �Õ�‘�fl�M t�b �í �æ�ò

�É ���–�í �I �Ò �k Œ⁄l�d �v�I �o l�� �ô _
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The general overhead each year is to be takenatlo/oofthe amountof materials consumed

and wages paid during the year. On the 30ttr of April,2003 the plant was valued at Rs. 1,00,000'

The nraterials at site were sold for Rs. 14,000 and those returned to steires amounted to Rs.

26,000.

prepare Contact account and Confiactee's Account, indicating the results oftransactions.

It may be assumed that the balance due from the Contractee was duly received.

Solution

Dr. Contract Account Cr.

Rs.

2001 To Materials from stores 70'000

To Materials charged directly 10,000

To General overheads 6,000

To Direct charges 4,000

To Wages 40,000

By Balance c/d

(work-in-progress)

Rs.

1,30,000

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

2001.
Rs.

2002 To Balance b/d

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 c/d

2003 ToWork-in-Progress

To Material at site

To Plant at site

To Materials from stores

To Materials direct

To Wages

To Direct charges

By Workcertified i
Rs. 1,60,000 +4,40,000

By Workrmcertified

By SPecial Plant at site

. Rs. 1,60,000-40,000

By Materials at site

By Balance b/d

Rs.

1,30,000

1,80,000

8,0m

80,000

12,000

1,60,000

2,00,000

-

7,70,000

1,00,0Q0

1,00,000

z*,4*

6,30,000

20,000

1,20,000

. 80,000

14,000

30,000

2JW

�¿00ØÜ

1,20,000

20,000

7,70,000

2,00,000

,,rr,taa

By Balance b/d ;*
By Contractee's a/c (contract price) *'*'y
gy Ivlutoiutd at site sold 14'000

By'Materialsreturned 19'*
ey fmtatsite(closingbalance) 1'00'000

zfi
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To Gencml overheads

To Proit&bss a/c

5200

1,3&100

10�ˆ

�g

,�˝ 10�ˆ

�g

,000

�¿D�Ø Contractee's Account

2001 To Balanc�� c/d

2002 To Balance c/d

Stores lssued

Materials pllrchased

Specidplant

Rs.

1�ƒ ,�˝
4,50,000

2001 By Cash

��2002 By Balance b/d

By Cash

Rs.

1�g�r

120,�Þ

3�À O�r

450,�¿ �_ 450;�¿ �_

�¶�_ ,000

3,�n 000

2003 To COnm�¥�Û sa/c 8,�� ,�¿ �_  2003 B�\ Balance b/d

By Cash

8�µ ,�Þ 8�n 000

13) Ivfls. Efficie'nt Engineers Co., Ltd., undertook a cCIrtract and incurred the following expenses
thereon dnring the year ending on 3l-12-2002

Rs.

l�ˇ 8,000  Looset0016

52,C�_ O  Wages paid

lmm sttdryexpenses ‘

Rs.

4,�ï
72,000

4,C�_0
The contract agreement was signed for Rs. 4,00,000 on the lst January, 2002 on which

date the work commenced. Loose tools worth Rs. 12,000 were found unsuitable *a **r ."iJ
at a profit of Zl%a-Thebalance of the Loose tools was value at Rs. l,ooo anJJegreJ"til i, ;
be c-alculated on plant at7 lt2Yoper armum. Excess materials worth Rs. 9,000 *u, Jld;';
prgfit of Rs. 2,500. work certified amounted to Rs. 3,66,000 and work conpleted but not certified
was valued atRs. 6,000 only.

- The conhactors instucted the cost accormtant that the profit to be taken credit for during
t v"* tt'""u be adjusted to the proportion, *t irr, *oit *r""rtin"a u*r-. to the contract price
.aftertakingintocofisiderationtneriuowingexpectedexpendi*n*o"a['*dffilomact:

D that-oaterials inaddition to that already consumed would amount to Rs. 2g,000.
D wages for completion of the contract would amount to R.. 16,;;;
o Running expenses including repairs to the plant would cost Rs. i,2oo.
l9 Plant at the completion of the conhact shall be worth Rs. 90,000 only.

The contract is expected to be completed by tre 3lst of March, 2003. prepare contractacconnt for the y'ear ending on 3t-t2-2002 and show your calculation of the amotmt to becredited to the profit and loss account for that year.

251

B R
 A

 O
 U



Soludb��

D�¡ ca�g rracr/cca�g
"��

/o/�› �˘�m�flar � �̆�alimig �˝
�g

J�� �\f2-2�˘ � 2̆ �å

To Stores issued

To Materials purchased

To Specialplan!

To Loosetools

To Wages paid

To Sundry expenses

To Balance being profit c/d

To P&La/c

To Balance c/d

By Loosetools sold(cOStl

By Loosetoolsonll-12-2002)

By Specidplant(31�] 12-2002)

�C ,1,00,000-7,500)

By�E Excess matenals s01d(ooS0

Workcertifled

By Workllncertifled

Rs.

l�ˇ 8,000

52,000

1,00�r

24�ƒ
72�r

4,000

1,34500

Rs.

12,000

9�r

92�†
�Ł,oOo

3,�g ,000

6,000

4,�æ5��

1,03212 By Balance b/d

31288

4,94,500

1,34,500

1,4500 1,34,500

The profit tansferred to Profit and Loss account is alrived at as folkiws : Rs.

Net expenditure incurred for the confiact upto the 3lst December, 2002 2,37,5N

Add estimated expenses for the remaining Part of the contract :

Materials

Wages

RunningCxPense3

Depreciation on Plant

Rs. 2&000

Rs. 16�˚ �_

Rs�B  3200

Rs.   2,500

Total estimated expenditure for Contract

Total qontactPrice

Total estimatedProfit :

3'66'000
hofit fiansferred to P & L N c = 1, 12,800 :t Abm00 

= Rs' l'03'2 I 2'

Note:ProfltonthesaleofLoosetoolsandExcessmtenalsiSI��
mto PrOflt and Loss Accollnt

and is not connected Vnth the Conmct Account

49,�m

z87200

4�� �r

1,12,800
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.t

4. PROCESS COSTING

ProblemNo.l

P.Irffud material of each process is passed on p ttri next process, when completed. From
the following particulars, prepare process cost accounts to show the cost of eacl of *ree

Process A Process B process C

Rs.       Rs.
15�¤ ,000  5,�� ,m
8�r ,(�K �_    20,00,Ooo

2�R,OD0      7�n ,000

SoludOn

D�¡ Process A Account

Material consumed
Wages
Direct expenses

Rs.

2,00�˚ �“

�A 6,00,000

2.5Q000

The indirect expenses amounted to Rs. 6,50,000 and may be apportioned on the basis of
wages to Process B and C only. No accouni need be taken orstocts aithe commencement and
at the close of the month.

Cr.

ToMaterials consumed

To \tlages

To Direct expenses

Rs.

1�¡ �� ,000 By�E Transfer to Process B

8mm
2,0,�Þ

25,60,Ooo

Rs.

25,60,000

25,60,000

Prac�g s �À  �I ca�˝ ��� �̋� C�¡

To Transfer from process A
To Materialsconsumed
To Wages
To Direct expenses
To Indirect expenses

l0
1Os,Omlx;.)

Rs.

25,�Ö ,�� o By Transfer tO Process C
5,�� ,Ooo

20,(X),Ooo                   .

720,Ooo

5,00,ooo

ªà .

62,8Q00

62,80,Ooo
62,8Q00o

D�¡ Process C Account
C�¡

To Transfer from process B
To Materiatsconsumed
To Wages
To Direct expqrrses
To Indirect expenses

?
(6,50,000x f

By Finished stOckaccOunt

�M
Rs�B

48Q��

48QOoo 253

Rs.

62,�° ooo

2,�� ,ooo

C�� ,000

2,5Q00o

l,50,00o

74,8Q00o
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�c From tt follo�� ng i�k �ƒ ��spepare accountsto shOWthe cost ofeach oft�� three pmcesses

oflnanufacume.�p producum ofe�ghprocess�¤ pas"dmO�O�ô tprocessim�k �¸uy
Oncompletion.

Process X   P�_ CessY,  Process Z

Rs.      Rs�B    ~   Rs.
60,800   2,�� 0    5�ì ��

Materials&Wages
Works 6verhead             l1200   105��      1�^
Production inmits            72,�Þ    75�r     %;�˝

__      8�v 000       33,�Þ
Opening stock(1�] 7�] 2002)inmitS

=_     2�À �_        ll,�Þ
Cbsing stock(31�¡ 2"2)�� mits

__  �L  3J000        1J�\ �_
Wastage h �Y�¡s         mteridtt As s�g

LtheyareObevaluedttthe

ŁÕ �‚ �í �Û ŁV�a1�E�� proc�å ds Obta�Q�–
Solun

Prucess X Account

Units

To Materials & Wages

To Workorrertreads

Units

By Transferto Process Y 72�r

@�R�Elpe �VO _

Amomt

Rs.

60,800

11�r

Amolmt

Rs.

72,�Þ

�¤�Œ
�¤�Œ
Cr.

Process Y Account
Dr.�m

To Transfer from

process X a/c

To Opening stock

To Material & Wages

To Works overheads

Units

ByClosing stOCk

@Re�Blpa mi0  2�¿
By Transfer to Process Z a/C

(@1�N50 per �Y0  75,�Þ

Units Amomt
Rs:

72,000

8�r
24,�Þ

10,500

�¤
�r
�Œ�@
�Œ

�V

Amomt

Rs.

2�r

1,12,500

80,�Þ  1,14500

By Wastage 3,000

�Œ

 

�Œ80�r 0 1,1�¡ 00

Ct
Process Z Aecount

Dr�B

Units

To Transfer from

from Proce Y a/c 75'000

To OPening stock

(@ Rs. 1'50 Perunit) 33'000

To Materials & Wages

By C10sing stOCk

(@Rs.1�] 50 per ui0

By Transfer to StOCk�_ C

(@Rs.2.�] 25 per uni0

By WaStage

units Amomt
Rs.

1l�ˇ ��  16,500

96�ˇ �_0  2,16�À �_�_

l�v �� 0   ,�Œ

Amomt
Rs.

1,12,5��    .

49,500

58,500

12�† �_0

2,32,500' 1,08,000
lp8,�¿ �_ 2�À �“ 00
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3) TttfmiShedFoductofi�� s.sttanyaCOwanyLtd.,passes�v h)�˚ �Rhee distinctprocesses
:Spandana,Chan&ma and vandana.During the Calendar year 2002,3000 mits of flnished

productwereproduced.Thecostingrecordsofhecompanyttmishesthefollowing�V fO�\ tiOn:

Spandana    Chandana    Vandana

Rs.=      Rs.     Rs.�M

Directmaterial

-Lrcet wages

Eirect expendes

Cost of Clrns

Cost of Packing

40,000 3Q000

Output:3,0001mit‘

M/s. Sojanaya Company Ltd.
Spandana Process Account

�ï
�E�¤�v�ƒ�@�Œ�@
�Œ

5o,�Þ    �R�¸

6,4�_ 0     10,000

30,600    __
__   9p�_

' The indirect bxpenses of the period were Rs. 30,000. These are to be distributed to the
Processes on the basis of Wages. The scrap obtained ineach process is sold f*n.. i,-Ooo, nr.
8,000 Rs: 10,000 reiDectively. Prepare the Procesi accounts of the ttree processes, showing
the cost of each propqs and the finished product.

Solution:

�[ E)irect Material.

To E)irect Wages

�â �¸ �‹ t Expens�¡

To Ldirect Expenses

(@6/15 6FtOtal)

�]    

�E

By Sale of Scrap

By Chandana Process a/c

@Rs.5,per llnit

Rs.

80,000

60,000

1�¡ 000

12,00o

Rs.

6�r

1,52000

1,65,��

�c

NA PRoCESS ACCouNT

1,65,000

Cr.

To Spandana Process a./c

To DirectMaterial
To Direct Expenses
To Indirect Wages

(@sfis o"frotag
To Cost of Cans

By Sale ofScrap

Byi Vandana PrOc�v ss a/c

@Rs.96p�å unit

Rs.

1,59,000

40,�˝

5Q000

10,000

309600

�q���D
���W

2,88,000

2,%,�˝

D�¡ VANDANA PROCESS ACCouNT

2,�æ�A00o

Cr.

To Chandana ProcttS a/c

To Direct Material

To Direct wages

To DLct Expenses

To Ld�VctEpenseS

By Sale ofscrap

ByFinished stock a/c

@R�A125 per unit

Rs.

2,88,000

3Q000

�ˇ 0��

10,000

8,000

Rs�B

10,000

3,75,000
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(@4/15 oftotal)

To Paclcing Expenses 9�v000

3,85�ƒ 3,85�ƒ

4) The fural productoflWs. UjawalaC,o. L-td.,passesthroughtlneedistinctprocess : 'tf@16",
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 stoqk. From the following particulars, pr€Pare the three

pr*"g accounts showing the cost of each of the three probesses for the month of March,

2002;

Particulars Urmila Utteja
Process Process

Material consumed

Wages.

Utpala
Process

Rs.

l,50,ooo

80,000

50,000    20,000

2,�� ,�� 0  0,�˝

Direct expenses 26,000 72'0U0.. 25'000

The indirect expenses amoUnted t9 Rs. 85,000 and they are to be ap'portioned on the bais

of wages. There are no stocks either.at"thc begining or at the end of the month'

Utpda Process Accomt

To Material consumed

To Wages

To Direct exPenses

To Indirect expenses

4
(85,000x 7)

By Transfer to Urmila

Process a/c

Rs.

1,50,000

80,000

26�r
20�r

Rs�B

276,�Þ

2,76�r
2�� 6:�\ �_

�¿
Urmila Process Account

To Transfer from
Utpala / hocess

To Material consumed

To Waggs

To Direct exPEtses

To Indirect expenses

l0
(8s,000x 7)

By Transfer to Utteja

Process a/c

Rs.

2,76,000

50,�Þ

2�� ��m
72ØÜ

Rs.

648�v�\ �_

50�r

648�v�å �_

256
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|=t’|:’

.\
Utteja oeew Accouttt �¿

To Tmrtsfer tom

Uinila Pmcess a/c

To Manialsconsumed

To WageS

T�E �¸ �Vt expenses

Tc hdiect expmses

(85,�� Ox 7)

By Finished StOcka/c

RsI

�g

�f �˝

205m
�@J�Þ

25:000

Rs.

7sØÜ

��

15,�˝

�¡68,�˝ 7,�T �˝

��  The�¡ dshed prOduct�E SvathP
prOces�gs:"HaSh"and"Chitha"and men tt swadli StOck�B �¡ �¤ a"ettined that h each
processP p"mtOftt q�c Ofmttd intoduced�R b";and 10percentLcO�V �Vmp.
�p hbm�É10nrelatingb�Æ �lprOcesses is as fOllows:

Procels       Prode�˜ s

Hastha    chih
�Õ al�« ,�§ ���•�â (intome�ß
Cost Ofmaterial per tone(i4Rupees)

Direct warS(�R �B)

Manufacming expenseS�D.)
S�@p�˚ à due pertOme s01d dRs�B

)

Solu�o

15,�˝

180

2,2500

�n 500

150

�A1,�¢ 0

3��

2�ˆ

�g

,m

�g

,�Þ

240

L Hastha Process Account
1 1:�l   liti

Amomt

Rs.

Iiol{aterial @
Rs. l,80.perlbn , 15,000 27,00,000

To Direct wagcs Z,72,SW

To Manufacturingexoarscq 
90,SOO

ByLoss Ofweim

2%On 15000

Bly Sale OFS�V

100/�B of 15,00o

@Rs�B150p"TOn
By TmsFer b httess

mma/c@
Rs.215 F TOn

Tomes TOmes Amolmt

Rs.

300~  .__

1500 2�¤ ØÜ

1320028�À8,�ï
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Chitha Process Account

Tomes

To Transfer�¡ om
Hastha P�_ cess  13200 28,38,000

To Material cons. 1,050

@ Rs. 300 per ton

To Direct wages

To-Manufacturing expenses

By Loss ofwelght

2%of 14,250

By Sale of scrap

(1425x240)

By Swathi Stock

@Rs.250 per ton�A

Tomes Rs.

1�� 5 32�Þ
12,540 31,35,000

Rs.

385

3,15�ƒ

2/K),000

84,�Þ

1�N50 �¡ 77,�Þ 1425034,77,�¿ �_

6) �÷ �É inal prOduct SANGAM of Mys.Triveni Co�B ,Ltd�B ,passes through there distinct

pro�N sses namely:Gttga,Yamunl�_ dsaraSWathiofthenntidintroduced�� eaChprOcOs��

there�¡ 111enO�\ lWastageineachP�_ ceSStOtheLxtentOf3%in Ca�B�ß ,%:in Ymma;and

8%�� SaraSWathi process.

The wastage so obtained in each piocess is being sold at different rates:@50paise per

unit tt Ganga,Re.l per mitin Yamuntt and�¥ .2 per unitin Saraswathi.

50,000 unis ofmaterial was introduced in Ganga Proces‘@R&2peFi�ƒ
�….�x OLlleF

expenses,vere as fol10ws:

Other materials 
.

Direct Wages

Direct expenses

Actual outPut in each

Preess (in Units) :

Ganga
Rs.

15,000

26�r
5250

47,500

the Ledger of M/s. Tiiveni Co, Ltd',

Yamuna Saraswathi

Rs. Rs.

37,500 27,5A0

42,W 35255

5,9& 10,045

45,500

�g

,500

Prepare Process accOmts ofGanga,Yamuna and Saraswathi,assuming that there were

no opening ofclosing stocls'

Solution
In

Dn Ganga Process Accouru! Cr

ToMaterials
To Other Material

To Qirect Wages

To'ilifiet Expenses

Units

50,000

Amomt

Rs.

1,�� ,�@
15,�Þ

26�r
5250

Units

1500

Amount

Rs.

750By Normal Wastage

By (3% @ 50 Paise
perrmit)

By Ab. Wastage @
, Rs. 3 per unit

By Yamrma Prooess

@ Rs. 3 Per unit

1�r   3�r

47,500 1�˚ 5��

50,000  1/æÒ 5,250
146,250
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D�˛ FamFa�]PrOcas/cc�� J"��

Anomt
UnitS     Rs. ’1�M

Ll111�a t’1‘llittti

Units i �E 1�R .

3�S00 �]
5%@Re�Blp.u.     �] �¡

42060  B�] Så¥ 1�BLJ�� Pro.

TO nga Process a/c475��   l�˚ 5��  By No�\ l Wastage   2�À 75  2�À 75    ��

To omerMatanal

To Dint�� Wages

TopituctExperisos 5940 @Rs.5 perunit 45,500 217,sfi
ToAbnunralGain 375 1,875 

- 
, .;,

�æ 8" �� ,875 �� L875=z",875.      :

Saraswothi Ptopess Account �¿

Units      Rs. Units    Rs.
ToYammaPIOn�g �L

4�E55��  227m ByNo�\ l Wastage  : 3J�µ   7280
@Rs.5 plu.

ToomerIM�Ù �e al

@Rs�B2p.u.

2�¡ 500 By�¡ �]Wastage
To Diut WaF      35�n 5  0Rs,7p�v u�B     l�À 60  �ì �ß
To,Dim E�˚ �r �†ÆÒàY        .lQo�¡   B,S�� �� �æ �i Stock arc   ,

45�� �_  35�� �†
@Rs�B7,.u.  �° 5002835��

45,500 3,�� �À00

- 
�Œ

Calculation ofAbnorrml Wastage md Ablroill Gri*

NomdCO�g
9�ƒ PrOC"�g

�� �˚ �� �v
�� �EWaStagetti�g =�¶

�í
x L000�§ �¡ 3L0

Yam�\
�V �å S NomdOu��

ut�� �V G�V �R
�n

=�� =ªà �� �fi 5

�„ lP��
�R �i S�¯ LOCessi�œ

��
T,T1111theGanga l

3�P�Ó �ì �l å¶å¶   �‹ �F�VL�i �i Ctt�˜ ttcuØS   �E
|

�V 2002�g Jven�glow:   i    l

�E mtriab tt cOmesp_  
��

SA Process B PrOctts c�]  |11

�Ö 00     71   1�g  ��       1
C.ost pel tsrure

Dircct.Wagcs

Overheads

FinishedPrroduct:

Sent to warehousc for sale
Sent to next process

Sale of scrap per tonne

Rs�B  loo     300   50 1    _

�x .8,�� 0    3�ˆ �⁄   2,83o ll 1   1

(    Rs.2,520         2.400    _3,820  1

25o/o 5@./o L}@/o
75% 50o/o

s0 @ DO 2s9
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C�¡

In each process 60/o of tatzlweight is lost and 8% is scrap. All fertilisers are sold at a
profit of 25%o on cost but tansfers to next pnocess are made at cost. You are required to
preparc Process cost account for each process for January 2002 and determine the selling
prices.

Solution

Dr. Pnicess A Accotnt

To Raw materials

To Direct wages

To Overheads

Units

2W

Rs. Units Rs.

20,000 By Scrap 8%

8,000 (@ Rs. 80 per tonne) 16 1280

2,520 By Norrnal wastagc 6% 12 -

By Transfer to wirehouse 25%

(@\. l70Pertonne) 43 7310

By Transfer.to process B

(@Rs. 170 Per tonne) 129 21930

30,520 30,5202�� 200

Cost of output sent to warehouse = ff x 43 = Rs. 7,310

Process B Account C�¡
Dr.

To Transfer from

Process A alc. 129

To Raw materials used

(@ Rs. 300 per tonne) 7l

To Direct wages

To Overheads - -

Rs. Units

By Normat wastage 67o 12

2l,g3} By ScraP sold 8%

(@Rs. 60 Per unit) 16

21,300 By Transfer to warehouse 50%o

3,490 (@ Rs. 280 Per tonne) 86

2N By Transfer to Process C

(@Rs.280 Pertonne) 86

�q��
�@

�D

960

24,080

24,080.

200200 49,120 49,120

49120-960
Cost of output sent to warohouse for sale = T x86=Rs.24,080�B

Process C Account Cr.
Dr.

To Transfer from

Process B atc.

To Raw materials used

(@ Rs. 50 Per tonne)

To Direct wages

To Overheads

260

Rs.

BY Normal wastage 67o

24,080 By Sale of scraP 8%

(@Rs. 120 der tonne)

8200 BY Finished Stock aic'

2,850 (@ Rs. 170 Per tonne)

3,820 (warehouse for sale)

38p50

Units Units

15

20

215

�q��
�@

�D

86

250

�g
�@
�Œ�@
�æ

�Q�T�B
�Œ

�¤
�w

38p50

B R
 A

 O
 U



i,:
selling Price of 25% of output of Proccss A sent to warehouse for sare :
Cost+ Profit at2ilYoon cost = 170 + 42.50 - Rs. 212.50 per tonne.

selling Price of 50% of output of Process B sent to warehouse for sale =

sc{ing frice of lfr)% of output of Process c sent to warehouse for sare =

Cost + Profit at'2ilToon cost = 170 + 42.50 = Rs. 212.50 per tonne.
'.S) lvl/s. Kalyan Oil Co. Ltd. is a rnanufactwing concern, the main froduct of which'passes

through tlnee processes, viz., Cnrstring, Refiiring and Finishing. fire foilowing particulars wepe
extapted from the books for the month e,ndingon the 3lst of March, 2003.

Kernels consrrmed

Wages

Power and stmm

Rwairs and stores

Slndry Work exPmses

Office and establishment chargqs

Sundry materids for rcfining .-...

B"ryL for storing finished oil ...

Soluh

D�¡ Crzshing Prucess Account

1000�ï Rs.4,50.000

Renning Finishing

Process   P�_ cess

Rso    Rs.

11,800    11,750

2.000

1500

5��

Ch$ing
Prdcess

Rs.

l6ooo

2,M
lr8o0

400

35000

1200

700

�g
�@

�@

�N
�@

�@

�g

Rs. 6,900

Rs. 3,800

Rs.42,050

�V �£ �Œ́i �ł�“   �ø �fi :

smdry sttes ulised Rs.2,200.Establis�\
tu�� =�í �í �R�Õ Ø× �ö �z�� �¥ �o�� �˝ ���{

thit

To Kemels used 1,000

To Wages

To Power & Steam.

To Repairs and stores

To Worlcs expcnses

To Office & establishmemt

By Sale of cake

ByNGnd wastagp

. By sale of bags

Unit Amolmt

Rs.

400  3Q000��

50      __

-    1,800

Amount

Rs.

45Q�¿�_

lCm
12�ˆ 4�_ 0

1,800

400

2600

By Cmde oil hnsf_d

to Rching Process a/c 550 441�ˆ 4��

(@Rs.802_55 pertOmeD
expmses

1,QK�zD 1,m 4732004732��

�«

�u

�M
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Dr. Relining Process Account

Unib r holmt

Rs.

U�˚ ��  Amolmt

Rs.

ToCrudeoilfrom
crushingprocess

To Wages

To Repairs & Stores

To Power & Steam

Tlo Worls expenses

To Sundry materials

To orlce&Establishnt

expenses

By No�\ lv�ß sta�ì   �¡   10    �] �]

550  4141J4�_  By Sale ofresidual dl&fats 42  1,800

:  11,800 ByRelnedOil�\ ferred    _i
l,500   to Finishing hocess   500 4�� 2,�˝

2�ˇ ��   @Rs.924"tome
5��        ||

3�` 800        :i:.:1,

2,800                 ��

550 4‘3,800 550  43,800

Finishing Prucess Aceowi

Units

ToRefinedoilfrom

Refiningprocess 500

To Wages

To Power & Steam

To Repairs & Stores

To Worts exPenses

To Barrels purchased

To Office & establishmeirt

expenses

Amount           ij      Units
Rs.          |,I   ,

By Sale ofs�Y �v��

�g

:      20

4,6ztt  ByFinishedstock l

�¡,�� äå    sentto waouse   480
3�vO�_   (@Rs�B �¡08�¡ 31PCrtOnne)

1�� ]�l 0                    1 1

700                                              
�E

42;050

1,5��

�N�q���D�¤�D�¤

500 5�� �r 5��  �t 200

-

9)TheproductofaCorrparrypassesttrroughttrreedistinctprocessestocompletion.From
past experience it is ascertained ttut wastage cJmputed on the number of units incurred in each

ffi#;;s follows :

Process A z ZYo;Process B : SYo;hocegs C : lff/o

The wastage of process A & B is sold at Rs' l0/- per 100 units and that of process c at

Rs. 80 per 100 units. The following i. trr. inflttoution 
'"g*ding 

the production in March 
'2003 '

Process A Process B Process C

Rs. Rs' Rs'

Materials 12'000 8'000 4'000

12,000 6'000
Directlabour 16'000

Machine expcnses 2'OOO 2'000 3'000

262 Ottrer factory expenses 35oo 3'800 420o
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�E�Œ
�Œ

�L

�Œ�Œ

�E�Œ
�R
�Œ

�@

�Œ

�Œ�Œ�¡
�N�@

�R

�¡
�¡

L

�L         : �]
11:i: 1  :

=|�¡
1�u 1  -               tl ri =�u  :           �]

�u
.�¡   1     

�]      1  �E �]

. 20,000 units have bee,issued to l�~ �Éx�z �‰�Þ:A at a cost OFRs.2100,000.

�«he output ofeach process has been a=�¤
11�›

"�‰
I

�¤sttkTworkem�£ �� �à �F1�˙ �� �æ�� �¥ �� �[ �l �flI�R
Process COst Accounts.   :

�� ��

Process A Aecoant CF.

�] Units  Amount         
�M     l  units Amounll

�]                                     Rs. Rs.
To Raw mterid  2Q�˝  20,�⁄ D[�F y Nomal was�¸ ge 2% |
T00�˚ �¡ mteriJs �A l  12,�˝   [tO�R �E�_ per 1003  400  40
�¡ �� �ï �¡labªŁ    . :  16,�Þ :�ì Abnomal Wastage

�� MaChineexpenses ll�u 2,000 .(@Rs.2.73 per unio  lo0  273
To Other fact�V expttse1   3,3oo By Transfer to PrOcess B

i          (@Rs,2.73 per u�S t)19,500 53,18�� .

2Q�ï 53,500 20.000 53.500

�k
�R Process B Aceount Cr.

Unit

To Transfer from process A 19J00
ToMaterials:

To Machine expenses

llo Ottrer Factory exp.

To Abnomal effectivenes s 275
(@ Rs.4.26 per unit)

Unit

By No_l wastage�¿ % 975
(@Rs.10 per l�� )

By Transfer tO PrOcesS C

oR,426 peruni�⁄ 18,800

Amolunt

Rs.

53,187

8�r
2ØÜ

12,000

3,800

1,H71

�æmunt
.Rs.

97�] 50

80�� X�f ):50

�æ:119,775�æ �°68 _�î �  �˚ |

D�¡ Process C'Account
C�¡

To Transfer from process B lE,g00
ToMaterials.

ToDirectlabour

To Machine cxpenss
To Other factory expenses

Units

Bytt Wastagelo% 8m
@Rs.80p�BloO)

By Abno-l wastage

o Rs.,.66 pq unio 920
ByFinished stOcka/c

.@Rs.5.66 per uni016m

Units Amolmt

i   Rs.
Amount

Rs:

�¢

�g

.��
80,ffi0.50

4,mo.oo
'6000.00

3,000.00

'hzoo.oo

18,80097,260.50 18,��

5,207.Oo

90,549150

97,260.50
�L

Z2�k �l

‘�l
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Value ofabnomal wastage=CostofNo-l output di�� dedby quantity ofNoma1 6utput

nmit�í lied byabno-1�– stage(quantityJ..

Value ofabno�æ 11lal WaStage in�z �~�å ess A=53460�� 19,600x100�¡ 273

Value ofabnorrnal wastage in Process C=95,760.50��  16,920x920=Rs.5,207

Value Ofabnormal efFect�s eness�› �l��st ofNomal outputdi�� ded byNo-l output ttultiplied

by Quantity ofabnollllal effectiveness

=78.889.50�� 18.525x275x=Rs.1,171 capprOX�E )

10)A product passes th�_ �V ��
�g

diStinct processes�Ö B�� OC�EThe no�\ l Wastage of

�  ch pr�å ess is as follows:

Process A 3�� /�B : Process B 5%; Process C 8%

em�g
h�¢ :�ß ::�Ì �·::�D �z�� I�g �c"F�q tthat�† Procss B�] 50pd"�ƒ �

!̊

)units were issued to Process�{ atthebeLiming

ofOctober.1990 at a cost ofRe�B 1�� �]per unit.The other expenses were as follows:

Process A  Process B  Process C

Rs.      Rso      Rs.
l�À ��     �¡ ��     500
5�v �Þ    8:�Þ    Q500
lo50     1,188    2:�¿ ��

Process A 9,500 gnits; Process B 9,100 units and Process C 8'100 units'

P,repare the Proceis Accounts assuming that there w€re no opening or closing stocks'

Also, give the abnorrnal wastage and abnormal effectiveness accounts'

Solution
Prucess A Account Cr.

Stlndry MatHals

Labour

E)irect expenses

Acmal output was:

Dr.

Units

10,C�_0

Amount

Rs.

10�†�_0

1‘�Þ

5�r
l�ˇ 50

units Amount

Rs.

300~       75

1200      350

To Raw material

To SundrY materials

Tolabour.
To Direct exPenses

By Normal wastage

3o/oof 10,000

By Abnormal wastage

By Transfer to Process,a/C

(@Rs.1�N75 per uni0 95�� 16‘25

10,C�_0 17�ˇ 50

�ƒ�Œ17p50

Val�g ofabno�\ l Wastar=:�— :x2"=ªà �B356

Ct
Ptocess B Account

D�¡

Unit

To Transfer from Process A9,500

To Sundrymaterials

By Normal wastage

(5oZ of 9,500)

Amomt
Rs.

16,6%
�M
  1.5��

unit  Amomt
Rs.

475 238
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To LabollF   1   1

�p Abno�\ l erecttvene�˜ s 85

�ó �ó  By Transfer�¤ lPrOcess c�R .   i
:l�¡ . (0�¸ .3�c I�V o  9,1��  27,3��

9,575 2�¡ 538 �ß575 27.538

�¸ �Vl:lrec�v
veness 9"5=X�m�M�       �\

 �A:

�� �j �j __�æ �æ �æ �æ �æ �„ �å �fi
�CCCa����         �å

Unit  Amomt,

Rs.

%1�� 3�g 09

Unit :Amount

Rs.

�â �¢ Sfer oom prOcess�¡ 9,loo

To smdrymterids

ToLabour

ToàÛ �� tttpSes

27,300 ,y Nomal wastage        i
5��  : P/�B o19,1000nit1    728  1 728

6500 "Ab�c ml was�¸ ge  272 1,15‘
2�â    @RI.4.25 per unit  8,100�] 34�� 5

99100 3Q309

�� �„ fTsT=83�´
�} �¯ =l�R Lä\ 11-       �¡

1�~ �Æ�P �| �Q�j �L�—�� F

Joinlexpenses Separateexpenses

.:: x Y:Rs. Rs. Rs,Materials !)6,000 36300 900Irbo,-ur s;il 38,400 l3,7sotlaso isi ;:;;
ry\,FA, 82,7W t7,to0

Thcbutput for the month ofMarch w"s t+2ffirX *dE6ii", offi"riing
rrice o,fY was Rs. !,400 per 

!nne. essumine fut trrc profrt;;, y tT;1ffiilir"' 
"ll 

*,,,r,priT" 
ry?I.,-=,the acgounts rb show tr," ,oripei,"*l "ii *i v. -

S91lingprice OfYpertOme              �]

L�ç lh�b �£CI"ed�¿ çq 1�¡ 16ftheselittgpri9e

�]
Total cO,10fY p"tOme:

TOtalCO�� ���V ,�V �z �BfY=Lo50149=�M
Less I�ß ue bF"�V �^ b eXpenses inc_d fOr Y=

�E
:  �� SI�E �� OfYin thejOi"eXpenses=

[Rs.

1,4(�z D

350

l�ˇ 50

51450

1�¡ 100

34,350

�‰

�¡ 1�]
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�y�]�m �Ô  a�I �¿tt Pra�� crJ/‘��
�g
�� CL

To Materials:

Joint

Separate

To Labour;

Joint

Separate

To  Overheads:

Joint

Separate

Amount

Rs�B

1,32800

%,�Þ

24,750

2,54450

96,000

36,800

58,500

38,400

17250

7,500

By

By

Product Y a/c.

Joint expenses trans�b

Cost ofX(142 tonnes)

(@Rs.1550 per tOnne)

Amount

Rs:

34,350

2�Ln100

2,54,450

y�À �� P�í �¸
‘�Ł

/CCa"�� Q
D�¡

�[

�[

�E
�[

�[

Xalc.
Materials

Labor:r

Overheads

Amomt
Rs.

34350

900

/13,750

2450

51450

By Cost OfY�g 9tomeS)

(@Rs.1,050,er tOnne)

Amount

Rs.

51450

51,450

�� �£ âM     Œi::�F 1�í �y�Ú�˚
1lows:

Preliminary process 2%;Final Process 5%.

�—L�˘ �£ �Ö �º åN �� ;�_

�R�Ñ �Ł :�� çW�í �f :�£ |

40,000 units of Crude materials Were introduced in the preliminary procesS at a cost Of

Rs.32,000:

Materials consumed

266 Direct Labqur

Prelimiric

Process

Rs.

16,000

24�p0

Final

Process

Rs.

5,600

28,000

~|�¡
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mfacmingexpsts t‘   |�¡ .

Finalpducts     "
smck:

�� �� �� 0���E

C10
�˚ �R

39,�˝

1.�˝

mit

386�˝

Janw lst           
�c..:       4,�˝     6�v ��

�c
31st     .      :�g .|:��         �ßØ×�_     �TØ×�_

�]

�‰R9�æ�g111�Pt:�Ó ��s�� .

Sd�� Jbn

Pttitt P�\ �Ü�⁄
"��

�g

,m

Amomt

Rs.

32,000

16,000

�z æ¢

C160

Q

�p�]�� �R
TO     I Lbotr

TO�z�à �w �c

�� 1lil

By NomlLos�˜
Bly�� �˚ âK 10ss

By�� Stock accOunt:

�R 1

Uhib Amolmt

ªà .

�ƒ   !�Ö
200  400

39,00o    78,00

�R  ,�Œ
�Œ
�Œ

�E
�C

�Œ

�ò
�Œ

|14�g DttDEx) :�]

-

78,560 0,�Þ 78560

eunornut ro.. = ## x2oo = Rs. 4oo

�d� �̂˜�n�˚�O�æ�æ 11�–
�E    :      I Unit  Amolnt 

�E
1�]              :uttt Amomt

TO Bdanceb/d�E�] �N4�w
T�� :�V lmincPrOCe�¡ %000

ByI�� �R

�g

6c/d

By Finalttc�¡ s

�k
�g
��

�E�æ�}�Œ�w
�Œ�ŒÆí
�¤

�¤�Œ �¤�Œ ���Œ�Œ
�g

,�˝

-

�¡ �¿��

�g

cess �I�¿�Ø
"��

�E�å

: , . Units

To -'Preliminary process

Stock a/c 40,000
By No_l Loss
By FhdPmpsstO�¡

�g

Amomt

l Rs.

1Æå
ØÜ

5iC�_ o
128ØÜ

lJ�˝   .

1500

Unim Amolmt

Rs.

600

1,155��

2:00o

385��To bfa&rials ,'
To lrbo$r 1,,::1 I

To Expensesl
To Abngqrnalt4m- 1500

�ç 50o1 1�RilCl���]~�t ~�„ V     ‘,�¡ �R�ç �–W

�Œ

   
�\

    

�\ �g

�À ��A$oqalgain.f:t,t4,Om
��

1,1�¡ 1�� |
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D�¡

Ilil

Final Process Stock Account

hi�g

To Balance b/d   6,�@

To Final Process a/c 38,5��

Amomt
Rs.

18,(�z D0

1,15,500

44,5�� l�À 3,5��

By 'Balance c/d

By Cost of sales

Units Amotmt

Rs.

8,000 uw
36,500 1,09500

44,500 1,33,500

Final Process Stock Account Cr.

�R    Units

To Balance b/d   6�v �¿�_

To Final Process a/c38,500

Amount

Rs.

18,(�z �l0

1,15500

44,5�� l�À 3,500

By.Bdance c/d

By CoSt OfSales

Units Amount 
1

Rs.

8,000 24,000

gd,s.Ao l,o9,5oo

4,5��  l�À 3,5��

Dr. Normal Loss Account

unit AmolmtUnit

To Preliminary hocess 800

To Final process 2,000

Amomt

Rs.

160

600

By Jh�å �í lgain

By Cash

5��

2300

Rs�B

150

610

7602,800
7602,8��

�Ú �˙
�g
0�  �¿�� G�¿��

".�Ú
CC�˝

�g"��

Cr.

Dr.

Units Amomt
Rs�E

150  By Final PrOCess

l�À 50

1,500

units Amolnt
Rs.

500  1500
T1o Normal [,os

To Costing'P'AI-alc' �Œ�¤�Œ
�Œ�r
�‹

�‹

/b�g o/H�¿ �� Z�˝ ss�Ú CC9�g

�g
�� Cr.

Units

Tb PreliminaryprOCess 200

Amount

Rs.

çp  By CaSh
By CO,�¡ ng P&La/c

units Amount
Rs.~

.200   40
.         360

�l

Cr.
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,:              
�A   11�]  l .

E�B OPERATINCcOSl�œNG                   �M      :

�˛ 1�ð �µ �Õ �Ł�£�í ;�� �R �� �\ _

trips each daFwith iVepassengers onanavengetteachvehic19 duringhmonm ofMaFCh,

2003. �¡                                      �M

Solutlon i  Numb"6f Taxis:�` Distance betv/n thetOwns:9o Km.Distance covered
in one rOundtrip:90x2=18oKms.No.ofdays in�g mon�¡ oFMathi31
days:Noo of,aSSetlgers mvel�b �@�@avmge5�] �]

CalcJ�V �¿ OfTOtal PaSsengerK�¡ �B=No.ofTaxisxDistanceXNo.OftripSX2XNoodayS
in the months X,No.ofpassengers mvelled oll tt avmge in each tti=  

�L
8x90�¡ 4x2�¡ 31x5=8,92,800

Nol ofpassenger K�Q �BcOvered by the n�å 1�Bf8Taxis=8,92,800K�R :|

�Ò  ttJandbOwnsaneetoftaxisandttfOlb�à
�ˆ hfO�\ tiOn�¤ availabletOmthe�¡ cOrds

mintinedbyhim:

�l  Number oftaxis

ilD Costof�k �¿lh axi

�¡�ä �� �¿ŒG�‘ �\�‡���b�¡�E:

�¤  Salary ofacc"Ø‰ �˚t

�´  Sal�‹ �Bfcleana

Vib(Sd�V of�q
‘Viil’Cmge mt,

Vliil hsunnce premum 5%pa

iXI AmudTax 1      600 pertti
�L

�⁄ �‹ �¢ �TMl�]
200 p.m.pertaxi

Xil Amualrepdr
l�ˇ ��  pertaxi

�îå¥ �| �å ,�� �S ��
Soludon      l 

�M
: �L 1�¡ ’  :

cFec��

�g

b12,100J

Amount
permon�˚

Rs:

600

5��

200

400

600

10

Rs.20,000   p.In.

�ä   p.m:

5��    p.ln.

I.2m p.m�B
400  p.m�B

�¿  p�E m�B

�ï���Œ�v
Td�â �o ªJ�E�ET)

Sal�‹ ofaccOuntant�M

Salary Ofctancr

Salary ofln�‰ �Zmlc      :
Gmge rent

�«
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hsurance prmum:50/Oon Rs.2,00,000

�]      10000

.      12

Driv�† s salary Rs.200x10

600x10

�¡ 12

Total ixed expenses

EfFective lcilomel�É s2,100x10=21,000

Fixed expenses perlcL

R�\ ingexpensesoerØS�l :

20000

PepreCiation 140000

1000
Repairs 12 x 2 100

3 000 xl.80
Pctrol-10x2100

5=30��
onland Other smdries 100 x 2 100

�r�L�@�@�@�@�@�@�@�@�@�@�@�@�@�Œ�Œ�Œ�Œ�Œ�D�L�D�L�L�L�E�Œ�Œ�Œ�Œ�Œ

833133

500

5,�g 3.33

0268

Cost per hm�B

3) UnionTransport Company suppliedthe followingdetails inrespect ofatnrckof5-tonne

caPacitY:

Cost of tnrck Rs' 90'000

Estimatedlife l0 Years

Diesel,oil,greasc Rs' 15 pertrileachway

Repairs, andmaintenance 500 permonth

Drivers'wages 5oo Permonth

cleaner's wage ?50 Permonth

Insurance 4'800 Per Year

Tax 2'400- 'Per 
Year

General supervision charges 4800 per year

The truck calries goods to and from the city covering a distance of 50 km eaoh way'

Onoutwardtipfreightisavailabletotheexterrtoffullcapacityandonreturn20%oof,
caPacitY.

Assumingthatthetnrckrunsonanaverage25daysamonth,workout:.
no

0�B 143

0.040

1 1�¡ 1�¡
1çq Æ{��

l

��

0.071

0.779
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�u 6:�d iå� ��dtome_Im�B

(_b) Rate per tonne per
to be earned.

Solution

trip that the�c nouldchargera�V �¡t of500/Oonfreut�§

(tOme tkn17.500)

Cost

per month

Rs.

5��

250

400

2��

400

1,750

750

750

500

2,ØÜ

3,750

Re.o.50

0.50

1.00

�p ightpertrip oOthways 300 tOnnes h@�x
11)Rs.300�M  �E

fTmckma�¡ 9n�fl Oneâ˜pad�� �]tOme_hcOvered�V�Ü mpWOdObc7,:oo2�ß
WorkingNotes:

�E t�Ł �iLll�D T�P[11�˜ �|
�C�¿�¢ 11�A

�ROF Omards TriptOme km.   5x50x25=   c250

1hurd Trip TOnne�¡ .�» 1   lx50x25=  1250 �L     �]
’

Z5��
8 Assm�å

�ƒ t ttCh nlabs One ttp a day and no scrap tthe at end.

�à�¡ d�˚ 6n�v�º �„=�ß ooo

Per tonne-lmi

0�B 233

0.267

Rs.
Fixedcosts:

Driver's wages

Cleaner's wages

Irisurance

Taxes.

General Supervision

v*+ITltscosts.
Didscl, oil grease

Depreciation

Repairs & Maintenance

':.'
(a) Operating costs

(b) Freight rate .

Cost per tonne_km

hofit per tonne-km

0.500

271
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O WS.ISWarya nemal Power Corporation p�_ vides the followitt info�\ tiOn for the

���í�M�@�í �M1�¿1�£�Łt�£ �Ó�qri�ˇ �˙�� I�� �d�y�]�‘ �Ł
Lakh KoWHo Coal consumed�Mper KoWH during the year 5 Kg.@Rs.0.50 per kg;and

depreciation charges at 5 Pcrcent on capital,ost OfRs.10,00,�� Q

Rs.

1�ƒ �r

1,5Q��

2,50�r

2,50,000

2,(X�¤ 000

Administrative Overheads

Plant supervision

Wages of emPloYees

Repairs and maintenance

Spares, Stores and Lubricants

Solution

OPERATING COST SEEET

I.   Fixed Chges:

Plant sup�\ siOn

Aminismtiveovaheads

pepreciation@5%on

Rs.10,00,�Þ

Total�] I

II. RunningCost:

Coal (5 x 0-50 x 20,00,000)

Wages to employees

RePairs and maintenance

SPares, stores & lubricants

AmualExp.

Rs.

’ 1,50,�Þ

1�h�R

50�v �Þ

3m�r

TOtal�ŒI

Grand total I&�U

0-15

2�] 85

3�] 00
Cost per f.W.ff.of ft""mtty C*oottd t

)n two cities' which are 500

5) IvUs. Amogfu Transport CggrnanV 1ps 
Four buses betwee

Km. apart fro- "I'ri'o,i; 
m" ,.-",ir,g ".r"rt, "r""^* 

bl: is 40 passengers' and actual

passengers carried were on *r *.q"g? 8,i'*lift ojttre-slating capacity' All the Four

busesranon allthe days inthe montnJieprir, iool' Ttre companyprovrdes the following

iiiot utio"forthesamemontht *r.

Salaries of &ivers, conductors' cleaners' etc'

Salaries of Offrce and Supervisory staff

12Q�å �_

88,000

’OJ�r2,50�r

2,50,�Þ

2�� X)1000

57,�� ,�Þ

60�Ł)p��

Per KWH�]Unit
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Diesel,oil,etc.

Repairs and rFlaintenance

lnsuncl and mati�i

htere"and other charges

D_iati�V

2,�� ,�ï

40�r

90,000

1,�� ,�˝

l�À QCD0
’�A 1�nch buS made clne �_ md tip per�Ù �Ł Find outthe COst per passenger Km.

�� �V     :
M/so AmoLha nØ[�� o�¡ company  :

Cd�æ �˚ �i
�U

number9fh�� �Ù Km.5001�gx2xttxl=i�B 2&061�æs�¡ ng,rK�¡

Operating Cost Statement - April, 2003

Rs

88.000

�› �¸

1,�� ,�¤

40ØÜ

2,78,000

40,00o

Rs.

H.

I. Fixed Charges :

Salaries of oflice & Supervisory strff
Taxes and insurance

Interest and other gharges

Maintenance Costs:
Repairs and maintenance

m. Operating&RmningCost:

, Salaries ofdrirrers, conductors etc.,
Dieselandoil

De,preciatio,n

1,20,00o

2.00,oOo

l�À Q000

Toml Expenditure:

45QOoo

7,68�r

I 
�V

�V �� ISSen�â
�� :�V �æ

�Æ
.6        1

��
�q
hk�E

�˙�I �V �˝   �y �À �fl �� �˜�F.�� çW �Õ �Ô �Õ �ø �Ñ Ø‰�V�g�� �g
�i�¡ �R

Find Outthe tOta1 0perating cOstperKm.

0

Z�� u
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Solution

Statement showingthe operating costofTluck per Km.

Total Cost

Rs.

Cost per Km.

Rs. Ps.

I. StandingCharges:

Salaries of driver & Attendent :

per annum : 7,500 x 12

Administative exPenseo

Licence

lnsurance

Total Standing Charges :

U. [trnningCharges:
Fuel

Depreciation (5, 1 5,200 - 35'200/5)

Tyres

Lubricants

Repairs (150,000/5)

90,000

42,000

18,000

u,w0
1,74,000

1,20,000

96,000

36,000

6,000

30,000

l-50

0-70

0-30

040
2-90

2{0
140

0-60

0-10

0-s0

Total OPeratingCost 4,62p00 7:70

. Total Operating cost per Km : Rs' 7-70

ected from the books tu'n"L'
7) From the following information cxtracted from the books of IvI/s Geethanjali T

calculate the cost per Kilomete,r and cost per passenger Kilometre of a vehicle for the year

ended 3l'12-2002- 
Rs.

Cost of the vehicle 4'00'000

Road Licence fee Per annum 6'000

Insurance charges Per annum 2'000

Garrage rent Per annum 'l 8'000

Salaries of drivers Per month 2'500

Cost of Diesel Per Litre Rs' 18

Diesel consumption @ l0 Km' per Lifie

Tyres and rnaintenance charges per Km' Re 1 ' (

Estimated life of the vehicle l'00'000 Km'

Average run of the vehicle per annum 10' 000 Km'

Number of the passengers mvelled during the year l'140
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Sdutlon 8

0pting Cost SheetofMrs.�N ali Tmvels forthe ymrended 31�] 12�] 2000.

Particulars

I. StandingCharges:

Dcprcchtion

' 400,000( 
l,ooJooo= 

x lo'ooo)

Road Licence fee

Insurance Charges

Garrage rent

Salaries of drivers per ),ear

�ç tperttum�¡ �à

�u

r�Æ
1

lQ000KmorLm
Rst

Cost per

Pissenger

Rs.

�p �b

6.000

2�r
83ØÜ

30,000

�¿
�@
�æ
�N
�˝
�¥

�¨ 000

�U.  R�\ ingnges:

�[
"s and mintenance

m.

10,000

18‘�˝

lo00

1�] 80

1,14,�˝ 11�] 40 041

1,14,000
OperatingcostperK* 

10p00 =Rs. il40

q'pcrating cost per P. assenger Km. = * nffi = 0{1. = t pair".

8) From the particulars give,n here under for.the year ended 3 I st March, 2fi)3, relating to M/s. Godarari Thermal power Sltion prepare * Operating Cort Si""t;ffiil;.ort ofelcctricitygenerated per rmit of KWH.

Ckril consumed for generating 40,(X),(X)0 KWH
Salarids.and Wages

Repairs and rnaintenance

Lubricants, sparcs and stores
Plantsupenrision

Adminishative overheads

Charge depreciation @ l}%on capital cost of

RS.

�A4�� ,�¨

2,�� ,ooo

2,�� ,000

�R1,Q000

1,4000

�Õ 000

4,00,oOo
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Solution

IvI/s. Godavari Thermal Power Station

Operating Cost Sheet of the hower Station for the year eirded 31st March ,2ffi3

Particulars Total Cost

Rs�B

IICOtt per

Rs.

Standing charges :

Depreciation @ lW/oon Rs. 4,00,000

Administrative overAeads

Plant Supervision

Totall:
RunningCharges:

Coal consumed for generating

40,00,000 mits of electricity

Salaries and Wages

Repairs and maintenance

Lubricants, spares and stores

Total of�U : 9,�Ö �r

40,�Þ

80�r
1�ƒ ,�Þ
2�pØÜ

4�µ ,000

2�µ �r

2,�� ,m
l�R �r

Oo06

Grand Total I&�U : 12�ƒ �r

9) IWs.AntsagaTaxiServiceSyndicatehasbeannmning-afleetof 10Ta:risofRs' l'50'000

each. The me rire]acl ta:ri is 4,00,fo0 Km., and its estimated scrap value is Rs. 30'000' on an

average each tori runs 4,000 Km. per *ontt of which 20 percent it nrlrs enrpty' The syndicate

, providesthefollowinginformation 
Rs.

Driver's salary per taxi per month 9'000
15,000

Salary of Office staffPermonth

Salary of garagestaff per month 20'000

Garage rent Per month 10'000

noad-tax *d,"pui" per taxi per annum 2l'6010

Ihsurance @ 4 percentof cost per annum

Petrolconsumptionisl0K.m.perlitrecostingRs.20perlitreoilandotherexpensesRs
48 Per 100 Km's

Calcirlate the effective cost of rr:nning +taxi per Km'

0-30
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Sel�¡ don
i‘11  -

Ws.Anmga Taxistti�å

"å¥

Cat:q�R �Ý cott She�å

�L
�Œ

�N�N�h�Œ�Œ�Œ�u��

I.   Fixed 6ostperttth:       :[,
.  Salary ofOâ˜

�� stafF    �A|

Salary ofGmgeistafF

Garage rent

Fixed C6st for lo Taxis p.m.

Fixed 9ost�ß taXi peF mOnth  i

�g

5,000/104,500p

t hSunCe pertaxipermm�R  �]

+Road tax&repttrs per taxi p:m:l

�‹ �@ Salary per mxi pom�B

:Toml FExed COttpertaxi pom�B

�¡�M�˚�Õ�� �� 0�”
"���E

�fi. Variable cOst per KM:

Depre9�¸ 10np effective Km.
pemlpere�b�ˇ ve Km:

C)i18�˙  Other exp.per efFective Km.

Cost per K,M.Per Tax:

ªà :

15�] �Þ

20,�˝

10,G�_0

451�˝

‘�ß ��

7-50

Æí�Œ�r
�¤
�^
�N�¤

�æ
�«
���v

�«�ª  �‰
Wages�¡

PiverS,60nductOrs&deaners
Diesel and�g �‹ �]�˚ s

Repairs and minhance

Salaries b Orlce and supwisOry sØS �å
Taxe,,lnsuttance,etc.

Depreciation 48,ooo-

, Interest and orher charges 78,ooo

L- Acfual p-as:engers.roi"o on an average were g0 percant of the seating."o#flr,buses ran on a, the days of the month. Find out thE cost per passenger Km.

Rs.

72,OQo

2,�É 4�_

4000
3Q00o
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Solution:
' IWs. AmulyaTravels

Operation Cost Statement

I. StandingCtrarges Rs. Rs.

Wages of drivers, conductors & cleaners 72,W0

Salaries of Office and Supervisory staff 30,000

Taxes and insuranoe 4E000

Interest and othcr charges 60,000 2,10,000

II. MairttenanceCharges:

Repairs and maintenance

m. OperatingCharges:

Diesel & other oils

Depreciation

TotalexPenditrre : 5,18,400

2,�g J�ˇ      ��

78,000             2,84,�ˇ

Calculation of Total Passangcr Krn :

40 x 6 x 300 x 80% x 30 = 1728,000 Passenger Km'

5,18,400
cost per passenger Km. = ffi = 30 Paise'

\o"
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UNIT�] 28:PROBLEMS�–�ZT�U soLUT10NS ON
RECONCLIAT10NANDD�›ÆP�Ü �zINALCosTNG

I. Reconcilietion of Cost end Financial Accounts.

1. X Ltd., manufacttnes two products, A end B. The following data refers to the year
anding on 3 lst of December, 2001

ProductiOnclmitsp

Salescnitsp

Ma�|�›al COstperunit �—�Þ �B)       _
WageO COSt per unit �—�Þ .)

Sttingpriceperm�« �É )

A

125

120

15

40

125

B

400

360

12

30

90

Actual works overhead during the year'amounted to Rs. 9,000 and office overheads to
Rs.10,000.

In fixing the selling price it was estimated that worlts overhead should be taken at 50yo of
wages and office overhead at 33 u3o/o onworks cost. you are required (ii i;;;;;;;;;;;;.;;
of co. 

- 
t to-show the net profit for the year in the cost books; (ii) to compute the net profit for theyear by tltc financial 

^accounts, 
valuing unsold stocls at actual material and wages cost pluswdrks overhea d at 50%oon wages and AiU L reconcile the profits of cost and financial books.

Solution

Statement ofcOst(cOst BooksI

Product A Product B

Per unit

Rs.

Toml

Rs.

Per unit

Rs.

Æí
�Ù

�g
�q���D

Materials

Wages

prime Cost

Works Overheads 50% of wages

�]�T
�@
�g

1875

5000

’12

30

4800

1200o

Q‘75

17,000

�T�T
�@
��

Q875

.2:5��

42

15

1�Ł 00

Q000

23,675

8,500

WOrks cOst

OfflceOverhead i�ß � �̈æåK�P 63si

��
�@
�Y

"753,125

57

19

22,8��

7,600

32,175

10,725

�' )ClosingStOck

Cost of Sales

Sales

Profit

100 12,500

500

76 30�j

3,040

42,900

3,540

12,000 2�¡ 360 3%360

15,000 324�_ �A47�†
3,000 50�� 40 8,�µ

Z�� V

/~
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FinancialBools

Profit aid lass i*owrt

ToMaterials

A       l,875

B    49800

By SaleS      I

A    15�� �˝

B    3a4�_

Cbsing Stock��

A1    375
B    2280

" Wages

A
B.

5�r

12,�Þ

"5

l�E 7�vOm
9�v000

10,000

7�À 80

47�â

2‘55

’:Work expenses

’0 0fflce expenses

To Net Proflt

50�� 5 50,055

+ Valuation of closing stoek

k

‘A

�R �B

1 :15�]

40

B
Rs.

12

30
Material

Wages

Worlcs overhead 50% of wages

No.oflmits ofc10Sing stock

vailueofStock

ProitaspttFinancialBoOkS:

Add:Under�Œ9�BvOofworb overheadstRs.9,000-Rs.8,590

Add:OVer�] valuati�i ofC16shg s�ł �m
iC6�—accomtSCRs.3,530-�R.2,655)

Less:OVer�] recOVeryOfofflce oWttLad �—�q .10,’25-Rs.10,000)

8,040
Profit as Per Cost Books

2.Thefollowingfiguresareavailablefromthefinancialaccountsfortheyearended3lst

�S

�]�T

�T�T

�h

�T

�Œ
�R�V�T

March 2002t

Direct Materials used

m Direct Wages

7,380

500

7,880

885

8�¡S
725

Rs.

62,5��

25J000

R�˘
‘�˝ "ciJ:‘��

�í
"Srate�g

‘��

��

R�†

�g
�Œ�¤�Œ
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�¡ �x tOry OVerhead          _
Adminibâ˜ Ø[on Overheads

SdlingandDiSØ[�gØ[moverheads  �]
3ad Debts

R�¶li"�R �ô yexpenses written�] ofF   I=

�ó ChgeS

�¡ DMØS�£
�g

FeCeiVed

�¡ hterest receivedi           t

Sales l,20,mmits

ClosingSI�g kS:  �\

�ViS�u edS�x�m409000�V�V
�» in�] prorss�¡

Æee cost aclounts revealed:

)rectmterial condumed:Rs.70,�� 0�B

��
tOry OVerhead recOvered@29%��

�B �Æ
CO�ß i     l

�] �E�œ��   �[ 1�I �í .��
Find o�ˇ �� pronts�¡ paC�å t and fl_cub00ksandrecOn&b thes�v

:

Solndon    �]                    �]

�Z :�¡
�¡ �” Prarr�V zass//crar�� �  ̆year�g �� 3rsr tt�¨ �î 2�˘ ��

95;�¢

62,5��

1,20,000

5�r
25��

1250

1�ß 00

�ß ��

1,75,000

30��
20,000

Cr.

To Direct Materids

To Direct wages t

TO�M�u �‹ overheads

ToAdminismti�â 6verheads

�Æ�Rell�Œ gttDis,.lverheds��

To Bad debs .�M  �A

ToPrelimin9ExpenseS

To Lcttl charges

By Sales

ByC10SingstOck

�\ Work_in�] PrOgress

_rlnlshed g00ds

,yDividends

By tttcrest

By Net Loss .

Rs.

62,5��

25,000

95,m
62,500

1,2Q000

5�⁄
2500

1�� 50

3,73,750

Rs.

1,75,ØÜ

2QOoo

30,00o

12500

2,500

1,33,750

’373,750Statement of Cost

DirectMatrials

pi�æ

’Wages

Factory overhe"29%On prime cOst
Prime Cost

Rs.

70,00o

25,000

95,�w

1�¡ 000

1,14000

20,00o

,94,000

1,�ç ØÜ

2,14,C�_ 0 281

(7)C10Si�V g workS in progress

FactoFy cOst      i .

AdminismtiOn Ov"head(�¡ 20,00o+40,oo9)x75p.  ’

��            Co‘t6fProductiOn
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Costofgoods sold

Selling & Distribution overhead 1,20,00 x Re. I

Cost of sales

Sales

Net Loss

Re co nciliati on St at ement

53,500

1,60,500

1,20,000

2,80,500

: 1,75,000

Net Loss as per Cost Accounts

Add: Under recovery of factory Overhead

Bad debts not shown in cost accounts

Preliminqry expenses not recorded in cost books

Legal charges not shown in cost books

Undervaluation of closing stock in financial books

Less: Excess use of rnaterials in cost a/c

Over recovery of Adrnn. Overheads

Dividends recd. but not shown in the cost accotmts

Interest recd., but not shown in the cost accofints

Net Loss as PEr Financial Accounts

Rs.

76,000

5,000

2S00
'r2so

23.500

7,500

57;500

12,500

25m

Rs.

1,05,500

1,08,250

2,13,750

:r't t

80,000

1,33J50

3.

- -. ---

A firm whose financial year ended on the 3 I st of M arch,2002 shows profit according to

its financial books 
"Inoui,i"g 

,o Rs. 2,57,5 l0 while its cost books revealed a profit of Rs'

3,44,800 for the ,"*. ptJ"a-]Wt iie reconciling the profits the following differences have

beennoticed:
Rs'

hctory overheadsUnder absorption of factory overheads 6?'40

Over-absorption of offrce overheads 3'400

Depreciatio'n charge in financial accounts '-'-f^
Depreiciation charge in cost accounts 25'000

Interest on lnvestments not includedin cost accounts 16'000

Loss included in finanoial accounts 11'466

80,600
Income tax 

'? zAso
Dividends received

Lossduetodepreciationinstockvalueinfinancialaccormts13,500
Reconcile the two Profits

N,
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:�~ �R

Rac�˝ �E �Ù �˝
"sra��

�˙

�g "��

’ .                                          .                                                         ��
:

Proflt as�R �ï TCOun�£   |�¡
Add r Under absOrptiOn of�¸ ctOry Overheads.|

Loss mcludedin flnancial accounts  II.

�]�Ahcome tax      �¡

11�¡ oss in stOclvaluenotrecordedincO��

�g

counts

Lc":Over_absorp�¡ on oflfflCe Overheads �\

I Ettessdepre9iatimChargedhcOst�g Ootmts�M
�¡hnest On invesmmts nOtincluded in cOstaccOmts

nvidendsreceivednotincluded incosttt�¿ �_m�£

Rs.

6240

114�_

80,600

13,5��

:3�¤

2,60o

16,000

2,450

Rs.

2,5�¡ 510

1,ll,740

3.69.250

Profit as per Cost Accouts
�¯ 450

3�˚ ,8��

4. During the ycar a comany�R PrOnts hatLm estimated 00m the cOsting system to be

�¡1�� �»�I�I:�“ �ø�cæoçW       il�e ��:�b �ºstatement.                .

)�¡S�� �¿����4osS/Cca�g����/ar��
‘ycar�g

�� �� J�� s�� 0/�J �Ò�‰����2�˘ ��

ToOpeningStOck

To Rtthase

To Wages

To Factory expense�˜

To Gross PrOflt c/d

�ÆAdnmoe�ìenSes

TO�g:�˝ lexpenSes

To Rtprontl:

By Sales

ByClosingstock

By Gross Profit
BySundryincome

Rs.

24�¡ 179

82,154

23,133

�` ,826

48�À 2,

�N 1,62~l

9,845

22,176

16,624

48:645

Rs.

3�g ,500

75,121

4,21,621

4�� 29

316

48,645

�´

�Ł

�Ł

��

�Ł

�⁄

To costingrecords show :
a stock ledgerblosing balancrcof Rs. 7g,197

frctory Overheads absorbed: Rs. 19,714
admlnistration expenses carcurated as 3o/o of thesefling price
selling prices include 5% for selling expenses

no mention of sundry incomp.

�«
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Solution :

Cost Books

FinancialBooks

Difference

Cl.sOock

Rs.

78,197

75,121

3‘076

Direct

wages
Rs.

4867
23,133

1,734

Factory

expenses

Rs.

19�� 14

�ç 826

1,112

Adm.

expenses

Rs.

lQ395

�ß35
550

Selling Sune
expenses tncom

Rs.:    Rs.

17,325  ’ �R  �Œ

22,1�P 6  J�Ù
‘4,851      316

Rec�˝
�g

crri�¿ ri�B

�g
srarett�˘ ����

Profit as per financial accounts

Add: Excess value of closing stocls.in costbooks

Under-recovered factory expenses

Under-absorbed selling expenses

Rs�B

3,�” 6

1,112

4,851

Rs.

16�ˇ

9�ˇ 39

�� ,�g 3

.;l r'l: '

2,ffi
'23,063

Less : Excess wages charged in cost books

Over-recovered administation expeses

Sundry income not shown in cost accounts

Profrt as Per cost accotmb

1�� 34

550

316

5. From the following particulars prepare a Reconciliation Statement :

P�Łta�� �� � ȯss �I
�g

�˝
�g"�¤

/0�� ���� yCar e�� ��J�� gO�� �› �˘ 3�˘ �› ��
�g
02�˘ ��

To Ofice salaries

To Offrce €xPenses

' To Salesman's salaries

To Sales exP€nses

To Disfi ibution exPenses

To Loss on sale of machinerY

ToFines

To Discound on debentures

ToNetProfitc/d

To Income tax

To Reserve

2U

By Gross profltb/d

ByD�snm�greceived

By mt�N�à ondeposlS

Rs.

112�¯

Q514

4,92

9�À 04

2,990

l�ˇ 50

200

1��

17p36

55,198

8�r
1,(�z D0

�q���D
�Y
�ˇ

�S�T

150

55,198

17,36ByNetProfrtb/d
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ToDE��den

To Balance c/d

�⁄
�‰

�P c�B�Õ �î �P �P �BF�Þ �� �� �Ó �\
�z �V d�Ü �l �Œ9f�§ �B�k 6:6��

"�Q
bools

�@ f
I II.:                                 �v

Rec o n c i I i at lo,rlt- St at em en t

Rst

1,950

200

100

RS.

17,936

:2.250

20.186

Pro�¡ tasperFin�V �Maccoun�g

Add:Expenses and l�g ses lbtrecOrded h accOmts:

_"S On Sale oF�� chhery     l
l. IFines�A

DiscOmt�i debenmes

Less:hcomesnOtrecOrded tt � Ȯ"accOunts:

D�ˆ �Z ØSaved,1

�] �¡ �Ł �ü �X :�� n depOsits

ProFlt a�h per cOst Accounts

�ˇ
�]�T�Z
�Œ

550

�� 1å¥ :

�E�Ø l�å Æ�i�@�� � �̇� �åprepare a recOnciliatiOn statement.

lå¶ ��
�E

To�z
�g

ct�` �¡
To FaCtOry�c
ToAdminismtive�ô

�Ł �� s

To Sellingexpenses  .

To Net Pro�¡ t

By Sales

Byc10sing StOck

�‹ rF"�C Z",�I cCa�� ��/�� �� �  ��ycar�� �� 3�� sr a/�† �å �A200r
�g�¿

Rs.

1,�° 000

80,00o

20,��

15,00o

lQ000

15,00o

l�¡ 000

:Rs.

1,75,000
1.   �]

80�â

�fl:�Õ 1�XJØÕ :

FactOry Overhead Rs.13,000

Administrative Overheads cttculated at 8%OfsJts

Selling�ü
PenSes calculated at 8%�Ó fsales�B

�Œ�g�Œ
a)

�Ł
C)|

�Ì
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Solution

Reco��
‘JriariO.sra�‰ "�� "r as 

�˝
�g

3r_r2_2�˘ �˘f

Rs. Rs.

23,000

,4soo

Profit as per Cost Records

Add : Administative overhead over

absorbed ( I 4.0G1 0,000)

Less i) Factory ovcrheads under absorbed'

(15,000- 13,0fi))

ii) Over - Valuation of closing stock

in cost records (89,000-80,fr)0)

iii) IJnder-Recovery of selling expenses

(l5,000-14,000)

27,000

2,000

9,000

1,000 12,000

Frofit as per financial books 15,000

randum Recorrciliation Account from the following particulars :7. Prepare anrem(

hofitshownbycostBooksRs.30,l14andbyfinanqialboolsRs'19,760'Onreconciling
the following information is available : 'j,{i,'l

(i) overhead absorbed in cost books Rs. 7,500 and ingry{ Rs' 6,932 (ii) Director'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 *J a"p*oiation of 5olo was provided for only in the financial books' (v)

T;ililt Rt.28 (vi) Inconre-tax Rs' 9'000'

Solution

Memorandum Reconciliat ion Account �¿

DE

To Director's fees excluded

in cost books

To hovision forbad

debts excluded in cost books

To DePreDiation not

provided for in costbooks

To Income - Tax

To Profit as Per

FinaircialBooks

Rs.

BY ftofit as Per Cost Book

750 BY Overabsorbed Overheads

BY Transfer fees

600

600

9,ooo

Rs.

30,114

568

28

19,7@

30J10
30J10

m
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|

0
01
0

�] 0
(�⁄

0
KVi)

Solution:

��

Rs.

1,50,300

4�r

�E  1,5��

1950

495

1:120

28,500

0

Profit as per cost records

Factory overhead underrecov€red in cost books

Office overhead rmder-recovered in financial books

Depreciation shown excess in cost bool$

Interest on investnent

Receipt of income from slrare tans r
Provision made for inpome tax

���V��arazd�g �� R�˘ ct"a�‚ �'
‘im 

�Jcca�g ����

�A      Rs.
�¡ Factory Overhead      i

under recovered in cOst b00ks 4,000

ToPrOvisiOnfOrincOme_tax   28,5��

�¡�æ1Œt�M�D�–Œt �¡ �Ó �R:�E =�E I��

�]�]|�E

=�Ù
�� it as ptt cOst.�w ords

By once overheads

�¡ �b 9�] 00Vered in cost b00ks

By Excess depreciatiO in

ncottb00ks

By hterest on invesmetns  ��

By Share mnsfer fees l�¡
To profit as

per financials boolcs

121,8�Ö

Rs.

1,50;000

15��  .

950

495

1,120

1,54365
1,5�� 65

�\2.IT{ARGINAL COSTING
I' A factory *1ft:M:g^ennting 

ryrhT.i E.-,il capacitvio produce 600 machinesper annum' The marginal cost oftact t i.run" is Rs. 300 ;aIurr, ,n".t ir" is sold for Rs. 375.Find overheads are Rs' 30,000 per annr.. c"r.riil,i"iir.t-i:r* point for output andisales.
Solufion

hak�] Even pd�¡ (fOr outp�ß =F�j
edcO�à

�' �i

�E
�æ30,Ooo=�j ��200

375�] 300    75~~=400 machines

Break�\ Even pOint(fOrial�µ

’’|:l��
;�g :::

�i 1�P

10=C��

nttb�R
1�i :�� x�_ 012�‚

�R�æB.E.F�¡ �B)1�� �í��=lb�B
�E

1,50,o9o
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2.Fromttu10Wing�˚ ��::�b �B�V�Vl�¸ P�g
ak�] F�¿ �� �V:

Rs.

' 
Sales

DirectMaterial

Direct Labour

Direct Expenses

Overheads (Fixcd):

Factory 10,000

A&ninisfiatim5l9m

SoluJb�ß 8        .

�´ �n

�Ö �r

�¯ �r

12;�Þ

8�v C�_0

1   15,(�z D0

�p �O�]E�}
1��

�¡ �¢ )=Prv Rano

wØÜ �¿ �fl
�� X�V

�£ =,OT133%

l.lE.F�§ �£ |�m�E4,�V  __�¡ ._

3. Fromthe followinginformation,calculatetheProfit-rrclumeRatio :

Rs.,

Sales 12'00'000

Profit 2/0'000

FixedCost 3'60'000

If in the next period, the co.mparry suffered a loss of Rs. 1,20,000 calculate the sales

volume.
\t

Solution 
contibutiffi ,^.-' Fixedcost+Profit

p/vRatio= --;--r;- (uK) 
- 

Sales

5

= 
t*fffi3#'09 x roo =SoYo

FixedCost - Loss

Sales rcquired at a loss of Rs' 1'20'000 = 
-Il';;;-dil

: 3,60,000 - l,20,ooo = Rs. 4,go,ooo
0.50

1     288
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Frorlfu tollowing data relatin! to a eOqeaoy, Cafsdate :

(i) Thc B,reak-Even Sales ; and

(i0 Sllq ryquired to earn a pnofit of Rs. 6,fl)0 pcr period :

nerioa Totrlsalcs

Rs.

,I 44ffi
II 3gw

Solution

Differcnce in sales : Rs.42,5fi)-lg,ZO0*,Rs. 3,300

Di&*mce- in total cost = Rs. 3g,700 - 36E52 = Rs. l,g4g

Hlncc, ratio of rariable cost of salcs lfffix 100

" . ... P/vRatio = 100% _ Variable idsto/o .

TOml cost

Rs.

38,700

36�Y2

=1000/�B _560/0=440/0

FixedCOsti �E
�¡ |�¡ �¢ �V

�c

�M�� �M�¡

�E

�u�E

TomlcOst h PttOd I

Less:Variable Cost

�� 60/�B OF42,500csalesp

�L  �fiØD�¾ Cost

O Break�] Even Sales=F�j
edCost

P/VL�R

14,90o

.  ~�˚ �” �R.33:864

0 salesEquired�ì eam a FOitOf�H .6,00o

+Pro�¡ t

P/VLtib

=4900�ç
600o

0144

�§Rs.47�†

3920o

23,800

14,900
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:�V

5. F�_ mtt�_  followngdatacalcula":

(�Ł P/v Ratio O PFO�¡ t When mle,aFe Rs.20,000 md O New�]Break�] Even point if
i  selling"ce iS reducedby 200/0             .

l      .                                                                        .                                              Rs.          1       1  :

I       Fixed expenses           i l   �]    �]      4�v �˝        .1�u t

I  Break�] Eventtnt   i      l�ƒ 1�]       ��

:  Solutlon 3                  �]         |

:    At B,E.R,�¡ xed expenses andØÜØ[

�g

�� �ßareequal.Hence,oontibution:Rs.4,000

1.�� o wRatio=�� �^ �� X�b =�‘
�í

xm�§
�]

�@  PrO�¡ t When sales are=Rs.20,0000                           .

I    cOntribution=20,0�� x40%=Rs.8,�@

Proflt=Contibution�\ Fixedexpenses

=8,000-4,000=Rs.4,000

. O NewBoEPrsellingprice�¤ reduced by 200/O present P�� v�z �_ � ő�¡ 400/��

,      When sales are 20,000,Contibution=Rs.8,000                       .
:                      ��                      t�¡ �¡�E �A,�„ �R�‘ �—���Æ�¡ �R�¡�M�A�A�u

�R
l    or variable cost=Rs.12,��

Ifsellingpnce is reducedby 20%

1     ’New Sales will be Rs.20p00_20%=Rs.16.000

1�B COntribution=Rs.16000712,000=Rs.4�_ 00�E   ��      :  �M

.:NewttRatio=�Ł
�í 1�i =�‰%         �]

FixedCoSt
Hence,New BEP=New P/V Ratio

=�¿ ªà�E Q��0      �] �¡ 11

6.Im�� �� lowing�W �¤�˚ �˚ 70b�' �Œ�� Break�] Even"�� and�V�� �µrquiredo

can to proit OfRs.60p00
Rs.       1

421�⁄ �l
Fixed oVerheadS

I  �Y Hable Cost=Rs.4 per mit~

1   l     Selling PriCe=Rs.10 per mit
l     rthe company is eaming apro�¡ tof�R .80,�@O eXpress the nªŁ �¸ 6fsafewavailabletO:

�k

�D
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.�] 1 1 1 11    1 �¡ 11

Sol�R don:
�M

11�¡ ..   
�]

O BP�J�]1�� �fl�N  �� :

�]W�Ò �§�  �v��\�V
.�æ

�Œ

BŒr=1�¿2=ªà�E� ,̄000  �‚
�k�l Sde,requried b eam,pr��

�¡ ��fRs.9�b

Destt�˜ ttts�^ �^ COSt+Des�uæ@ t

P/VRatic

42,000410,ooo

0.60 �§�ÕSL�¯ ,000

(iii) Margin of safety ar Rs. g0,000 profir

�•)  .�˝ �í �‘ �b�¡�æ
7. Girrcn

FixedCoct=Rs. g,fr)0

prrofit eamed = Rs. 2,000

Solufion

I. ,r,.,,r,, , orRs.40ooo ##* "
,' ,,., i (40,000x 10,0(X))=g,Qgg1

"' 
x= n]i')L =Rs'50'(x)o

l;*rrl?,ffii*Xowingpartianlars, findoutthesellingpricepcrunitifB.E.pistobebroueht

Rs..r. Fixedexperurcs

Sellingpriceperunit,=Rs. l0O 
E1

t
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Solution Letthe contributiqrpermitbe x forBreak-Even sales of9,(X)0 units.

FixedCostB'E'P=6ffi

9'oooNrits= 
2'70;o0o

x::
. 9,0(X)x=2,70,0(X)

, 9,000

Contibutio6 should be Rs. 30 per unit instead ofRs. 25 being at present. Ii means selling

price shouldbe increascdbyRs. 5. Therefore, the-sellingp.rice slrouldbe Rs. 105.
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SYLmUS

BloCK,I,COST ACCOUNTING:NATURE ANp

Unit�] 1�›

�g

ductiOn tO COst Accolmting  �]     ��

�d �v2:Importance and hstallatiOn OfcOtt Accomting

Unit�] 3:Elements Of cost           
�]

BLOCK=I18 MATERIAL AND LABOUR cosT

Uil�g 14:Ma"Hd cOst:Mea�vng md C�g�i
Purchasing and Storing :

Procedure and Accounting

Invantory Control

Unit�] 7:Pricing and AccOunting Of Material lss�¡
�Bs

�E Ø} �â �Õ �� �\ �ª �fi �� lt�� :=�§ �� :=g and cont01

Unit_9:Time Keeping,Time B00kinL�E
Idle�L and ovmime

�� it�] 10:Labour T�˙ mover and Absenteeism cnoOry onlyl

�V it‘H:Pay�] r01l A�¶ ��Oundng         l

Un�¡ �]12:Me�˚ ��ds OfRettheral�B
l and hc"ti�g s

BLOCK-IIr : OVEREEADS
: ,Unit - 13 : Nattre, Scope and Importance of Overheads
{Iqit - 14 : Factory Overheads

Unit�N
Selling and DistributiOn overheads

�t �˚ v ttl"

SCOPE

Unit�] 5

Unit�] 6

�¡
=
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BLOCK�]IV 8 METEODS OF COSTING

Introduction to Methods of Costing

Unit Costing

Job and Batch Costing

Contract Costing {

hocess Costing

Operating Costing

Unit�] 16

Unit�] 17

Unit�] 18

Unit�] 19

Unit�] 20

Unit�] 21

BLOCK�]lr8 RECONCILIAT10N OF ACCOUNTS AND

/OST CONTROL TEC�UNIQUES

I          Unit�] 22:ªà conCiliation ofCost and Financial Accomts i

l   ��
   unit�] 23:Marginal Costing

Unit�] 24:Budgetary Control CTheOry on19

unit�] 25:Standard CoSing CTheory Onl,
:     �¡  �¡ �¡�R�hç� �� Łc�ä �m�ƒ�¸ �� �` �� �¡ �„ �� �¡ �¡

BLOCK�]VI:RE�Y SIONARY.PROBLEMIS

unit�] 2‘:Problems With Solutitt on Materids�E Labotr and OveFheadS

unit�] 27:Problenls�� th S01ution On Reconciliation andVarginaliCosting

unit�] 28:Problems wlth SOlution On MethOdS ofCOSting

|�\  �^

�Ó
==f
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i�¡ �M1�h

=�h
�¡

�]

�¤�M
N.�æ.

,�¡ 3�B R.Jtt�I B�F

"KA��

.oPEN.UWERSITV
�E UNDERGRADUATE COWES�]III YEAR I�E

�¡       SUBJECT:CO�\ RCE 
�]     :

COURSE8COST AO�¿01�c �»�†N�¿

ASSIGNIIMNT-I
,

l. Do not copy the answer directly any"oi'the books. '

2. As far as possible try to answer the questions independently in yopr own words.
1. _Ifit is necessqry to quote from,any bgirce, givc tt",orrri reference.
4. Use your own foolscap pag€s for writing the assignment.
5. kaw'sufficient margin foi the commene of the irmluatsr.
6. Completion of this assignment n6rmally Should not talce more than two hours time.

PART - A
Answer the following questions in ebout 30 rines each.

,

1

1.�� tdOyou ndmmndbyØS�A ªd �˚ d cOnt01?]�‹ l�V �ª �l�I �Q i4onnt

�M
�‚

�æ�ô âI �� �� �¸
�æ

::�� �I �� 1:         Lidi�N 1�_ ProcessAaniB,and then tO flni:hed
�E

1�M
�M�M :�l

�M HttTi�r �˝ �| �[ �Ò :�G

:

Process B_5%Of the unls entering the process.          :

�¡ �÷ å¶ �à �ª F�˚ �â 1�� � �̧”�� �ò
i�R �A

''-l:rii+F,+"._.- .,.,

'Process -A

Rs:

2,000 .

I

10,000

2JAo

Process-B

Rs.

3,000

.16000

2,375

Process-B - 9,500 units

Prepare Process Accounts assuming that there wzs no opening or crosing stock.
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3.During irst weck ofApri1 2003 a worker manuFactwed 300 articles.Her�å eives

=   wage for a_teed 48 hours a week atthe ra�í ofRs.4per s�A The estimlted

time to produce one article is 10 minutes and under incentives scheme the time

allowed is increased by 20%�B Calculate his Gross Wages according to:�]

i)Rown premium bonus

ii)HalSey�h �˙ um bonus

PART�] B

Answer the followiig questlons in ab�� �¡1 15 1ines.

1. What are Varialbe Costs?                     
�M

21 Record the follo�� ng tansac�� ons håN
’Stores Ledger usmg FIFO"ethO�VHce per

Units       Unit
Rs.

�N
�@

�N�@
�p
�@
�N

�Q

�‰

�«

�h

�h

�h

�h

�h

�v

�h

I Balance

2 Issues

4 Issues

6 Purchases

ll Issues

.'19 Issues

22 Purchases

22 Issucs

Sales

Direct Materials

Dircot Labour

Variable Overhcads

Fixed cxP€nses

350

�� 91

200

250

200

250

250

200

2.00

2.20
�¡4�¡ �–                    �¡

‘

2.30

3.httthe fO1lowhgp�˚ Cul�� s flnd outthe amomt OfprO�¡
�g

:

Rs.

1�ƒ �ƒ 0

40,000

25,000

lQ000

�ß Jm
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�A�¡�«�R�T�M�œ�A�¡ �R�R�V�] �x �¡ �] .

B.R.AMBEDKAR OPEN UNIVERSITY
UNDERGRADUATE COURSES�E�UI YEAR

SUBJECT:COMMERCE

COURSE:COST ACCOUNTANCY

ASSIGNMENT�]II

1. Do not copy the answer directly from any of the books.

2. As far as fossible 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. deave sufficient margin for the comments of the evaluator.

6. Cornpletion of this assignment normally should not take more than two hours time'

PART. A

Answer the following questions in about 30 lines each.

l. Distinguish between centralised stores and decentralised stores systems.

�^ �µ �A1,�â 11�J �� �R�ì OS p�gptte a�g concn�¸ Ø[on statme�¡ :

ce-6-+.

.. Net loss as per financial records

Net loss as per costing records

Works overhead under-recovered in costing

Administrativc ov,grhead recovered in excess

Depreciation charged in frnaneial records
Depreciation recovered in costing
Interest received but not included in costing

Obsolescence loss charged in financial records

Income-tax provided in financial boqks
Bank interest credited in financial books
Stores adjustments (Credit) financial books
Value bf opening stock in :

Cost account

��Financial accounts

_of�� 10sing stock in:
�M
Cost iccOmts

Finmcial ac�� omts
Interest chargid.in cost accounts
but not in CO��

800

150

written off

Provision for doubtftl debts

Rs.

2,08,045

1,71,400

3,120

1,700

11200

12,500
:81000

5,700

40,3��

750

475

52,600

54000

�Þ
�ä

�T�Q
�C
�j

Z2C)�t
�A
|

�P
�P
�d
�P
�¡
�ˆ
�u
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3.A company has three production depaments A,B and C tWO
x and Y The expenses incurred by then dwing the month

Rs. 8,000

Rs.7�ˇ ��

Rs.5p00

Rs. 2,340

Rs. 3�ˇ ��

fhe expanses ofservice departnents are apportioned to the production

oir the following basis :

�‘

�a

�b

�w

�x

Expenses of
Expenses of

Show clearly as to how the expenses of X and Y departnants would be apportioned

to A, B and C dePartments'

PART . B
nSter the fOll:�� 1�E

l queSti��
ns in aboit 15 1ine,

'Defini 
minimum inventory level'

Fromthefollowingparticulars,calculate*o*rrrings.ofworkersunderstraight
pieoe rate basis and'iayioit aino""tiul pi"=9"*I?t"*ty*P-: 

**-H'*'

-Standard Time per piece : 20 minutes *r.**'

il;; hours daY : A Produced 25 units

B Produced 35 units

A   B     C
20%    400/o       30%

400/0    20%       20%

x  . Y
�c     10%

200/0       �]�]

1.

2.

Differentials tO be appliOd 80%Of,iece rate be10W Standard,120%~Ofpiece rate

above standard'

3. Compute the machine hour rate from the followin9'"*tt'""t*'r.

120,ooo
Cost of machine

Ihstallation exPenses 
12'000

:::i::fi il:ffiH;fi'JHHie 
ortis 10 vears lire 

lffi 
-/Rent for the shoP Per annum 

1 6
RePairs Per annum 400

Insurance Premium Per annum

Power consumption - l0 units per hour

@6 paise per unit F.- o L^..ra rrqv l0
Lubrication oil' consumable stores for 8 hours day

Foreman,s salary per month he maintains same type 
600

of another machine also' n
Wages of worker Per daY

298

B R
 A

 O
 U



/ D�¡ B.R.AMBEDKAR OPEN UNIVERSITY
UNDERGRADUATE COURSES�]III YEAR

SUBJECT:COMMERCE

COURSE:COSTACCOUmcY

ASSIGNMENT�]III

1.�� O not copy the answer directly tom any ofthe boOk�à �B

2.As far as possible�I ��tO answer the questions independently in,our OWn wOrds.

3.If it is necessary to quote from any source,give the corrct reference.

4.Use your own foolscap pages for�O ting the assignment.

5�B Lcave sufflcient ina.rgln for the co�\ ents of the evalua�Q

6‘C�v mpledon Ofthis assignment no-1lyshOuld�¡ Ottake mOre than twO hOurs time.

PART,A     �]
:�R

�ï �Ł the fO110wing�L �b �� tiOnS in abo�¡ 1 30 1ined each�B

1�E

�]
I�� �¢ �ziF�ß �¶ �˚ �Ebåö �ï �� segofappOrtionment Of Overheads tO depanents.

2.h a faclqy tWO ttpeS Ofradios are manufactured�� z"Brand A and Brand B.
From the f01lowing particulars prepare a statment s"wlng the��

st per radio,
and prO�¡ t per radiO s01&There is no opening or c16sing stOck.

Materials

Labour

on the basis of wages paid.

Brand A

81,900

46,8��

Brand B

l,08,680

62,920

works expenses are charged at 80% of labour and office on cost tt llyo on
works cost. Brand A radios sold during the period are 234 at il- ir0d0 ;";i;
and Brand B radios sold are Zt&atRs. 1,100 each.

If the actual works expenses are Rs.'g2,000 and office expenses Rs. 5g,000
find out the profit as per linancial accounts and reconcite ml pronts. :

A}.I..lpany has four dcpartments A, B and c which are production departments
-dP whibh is a service deparknent. cost of the departonant D is apportioned
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The actual costs for the year 2003 were:

Rs.

Rent                  21:000
Repa�ms tO plant            126�ˇ

"Depreci�V On ofPlant         9450

The folloWIng info�\ tiOn about depaments is avatalbe ttd iS used aS a

for distribution 6fCOStS.

No.of    Wages,epments  Area
Employees      Paidsq.metres

Rs.

20    1,26,"0A     l,5��
15    84,�Þ.:f B       l,100
10          63,000C        900
5    42�ˇ 00

D       500
Apportitt theSe costS t6 �Vduc�¡ On d�¡ amems

PART�]B

Answer the following questlons in abbut 15 lines-

l. What is standard costing ?

2. From the following rr:r|lrnation, qTr" a statstrErlt showing (i) Material consrly4

(ii) Prime cost, (i;t Factory cost' (iv) bost of goods sold; and (v) Net prollt'

On June 1 On June 30

basis

Value Of

Plant

Rs.

3,15,000

1,89,000

1,26,000

2003

Rs.

30,000

12,000

60,�Þ

2003

Rs.

25,000

15,000

�V

�C

2,30,000

92,000

20,000

20p00

9�ˇ O,000

C6st Of Matenal

Cost Of WOrk�\ in�] prOgreSS

Cost Of StOCk OfFinished GoodS

TranSac�� OnS dunng the month are:

,_chase of Raw Material

WageS paid

FaCtOry(�^ Verhead

ØÜ inlStratlVe overhead

Sdling andDistributiOnOVerhead

1 å£�y��PI�\
�R
�‰�B�Ü�˜�w

�U��fl�u SiCd�‚

’��

m the�§

I�]

�Eæx

�Y�Üable co��
�]  Rs.4p�å unl

i Selling ttC�] �M�E20�b �b  �u

300

�_

B R
 A

 O
 U



/

/
�Y

�m
�˙

�M~�]

                  �L �L

�g

��

/
��

Tillle:3 EDurS Maxo Marks 3 100
Mino Marks :35

SECTION�]A ttarkS:4x15=6o

Instructions to the candidates

(t) Answer any FOUR of the following questions in about 30 lines each.

1.

2.

'Eietain the limitations of Financial Accounting. Do you think that thse limitations
have been overcome by the introduction of Cost Accounting ?

,,,,,,,,ElpIaitr the need for pricing material issues and discuss in detail any two methods
of pricing material issues.

Explain briefly the different methods used for absorption of Factory overheads.

Ivl/s. Kumudini Co., Ltd., manufactures refrigerators. The follox,ing information is
provided by the company for the year ended 3lst March,2002 :

Materials Rs. 28,00,000; wages Rs. 22,001000; Factory overheads Rs. 6,60,000 and
Administrative overheads Rs-. 4,52,80}.There *o" r,o opening or clsoing stocks of
materials. e profit of 20 per cent on sales is earned during th. y"rr.

�W
pFiCo Should the company quOte for a new rettigerator"KAUMUDI"�]

if it

Łc F�˘ �xTLttue��
f�M 18,00Q and Wars k 6,00Q�ß Sorb�¸ o�ì �¥

�A              ;and adnlinlstative overheads on the basls of works
costs; and profit at20 per cent on selling price is to be earned.

MODEL EXAMINATION QUEST10N PAPER

FACULTY OF COMMERCE
B.COM�EIIItYEAR o�¡ DoC�l EXAMINATION
_�E

�M�u     GROUP�] I�U :PAPER�]1

COST ACCOIINTANCY

�i
�C

�R
�C
�j

�R

�@

�@

�L�¡

�Œ

5�B ws.upendra cOnttuc�� On Ltd�B ,has�� dertaken a ctttract for�L �R�†�µOnsmction Of
a bridge for�A �B96 1auls and i co�\ encedthe work�V  l"April,20�g .�� e fOlbWing
infomation relating tO the contract is given to you for the year ended 31.3.2002:

Materials lssued

�RVhges paid

Plant plrthased(1�] 4�] 2001)

Rs.

26,88,000

27,20,000

480,000
301
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\

General overheads 2,56,000 :. ' \

il:i":T,.fil:'". 3t.3-2ooz fr,ffi832,N0

Wages outstanding (31-3'20Q2) --*. 22'400

Direct expenses outstanding (3L'3'2OOZ) "1||OO
Cost of work done but not certifiod 1'11]3* \,

60,00,000 \Value of work certifred w'vv'vvv -'.\

life of plant purchased is five years and its scrap value at the end o{the fifth year

ls zero.

Prepar�v  contract aCCOlnt fOr the eyar ended 31st March 2002,shoWing the portion

of the pro�¡ t which might reasonably be taken to the Pro�¡
t and Loss accomt.

� �̀ �̊IW��Œr �P�I I�ì �I �� l�L �Ł�À:bleC��
mp�‹

Rs.

Distance run during th6 month 40,000 Km.

Salarels of drivers and cleaners

Diesel,Oil,ctc.,

Origind coSt Of10rries

Repairs

8,000          .

10,000

�c �\24,000

4�Ø

�´ .

Garrage rent

Licence and inSuranCe for the year
24,000

Depreciation tO be al10Wed at 25 per Cent per annum on origln
al cost Of 19�\ ries.

PrepaFe a Statment fOr Apnl,2002 shOWing the COSt per ruming m�B

�p m producttWS�…�‹ �¨ �¿

�`    
�b �q

�c � ª̀£Æí�î �ß
sPANDANA     CHANDANA   VANDANA

Rs.           Rs.�E
       Rs.

Dlrect materia1     80,000           40,000      //1�a �a1/�C

/�Y
�L

Direct Wages      60,000          50,000

Direct eXpenSes   13,��
0        6,�ˇ

Cost Of Cans         
�N�]           30,600         

�c�c

Cost Ofpacking      
�]�N �R        �c�c       9’�� 0

The indirect expenSes Ofthe period were Rs.30,000.ThesC are tO be distributed tO

�d�× �I .�@
L�g J�c

   �÷ �� �ï �Dlo and Rs.10,000,rel

the three prOCesseS,ShOWing the cOF‘0

�R
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/ The�� irecordsofM/�� Kaumudi Enterprises reralS a proflt ofRs‘�À L250 The
following mfoma�� on is available�¡ Om the books ofthe Enterprise:

�R

Cost

Accounts

Rs.

9,15��

l�ˇ 5,000

1,92,500

Financial

Accounts

Rs.

95,000

99,000

2,03,000

During the year Rs. 3,000 is received as dividends; and on sale of investnents there
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)

I"s�� ����c‘b�� s ra r�˝
‘raFttacras

_�A       F1/Eo/�Ü �‰�˝

�c

9�g �Ö rliO�� s tt �¿�ç�˝
�g

�� �m5 JliF�g

�g
�g

.

,�˝ �� carrz�˘ s�Ý �� �¿/�§ .

9�B Demeo�ï �� �à Accounts(�£ cOtt Accomting;ando cOttAcco�¡ �A_

10�B ExPlain bdeny�¤ Mi�v lanh stOck levd�Ł Maximm sbckl�Wei;and c)Reorder
level.

Ho Explain brienyany tto drerent methOds Ofrmmmting labo�Z

Define Budgetary contol and explain brieflyits advantages and limitations.
Define standard costing and breiflyexplain its advantages and limitations.
F�_m�¡e f0110wing infO�i atiOn,cdcdate Economic ord�å

Quantityc�å �Ò :

{consumption ofmaterial : 14,400 rmits
90St�Ó �ß�Öin�† �� order Rs.50
COingc�B�¡ er unit p�å amum�ÔiI�˘

15' From the following informatioq calcualte the Break-even point and the pA/ Ratio:

�u
�\
�]�\
�\
�d
�\

�C

"

�Q
�@
�R
�D

�S
�D

Fixed overheads

Variable costs

Sales

:Rs.1,o8,00o

.:Rs,4,20,Ooo

:Rs.6,00,ooo

AlsO�¡ ld Outthe proit On sales OfRs�B
9,�� ,00o
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�R

r

�]

�] �v

�@

�@

�A
�R

�A

�Ł �ˆ :�æ�˙�_�…TT�ì �j :�¿ �ø
�u

Ø˛d mmtheb�BOkSttWsobhithall�â �m�_
�]

�_

Rs�B

1,82,000
S�í �æ Ofraw materids(114�c 2001)    �_�› ’

Stock of finished goods (1-4-2001)
12,92:

Direct labour

StOCK 01 11nls�¡ ��u bV�c�E �A�Ĉ ~~~  ��

     Dfg00dS,01d and proflt.

Prepare a statement ShOWIng th�l
tOtal COSt,COSt(

17)�a �� the�¤ l10Wing�� �c �˚ OnpCalcualtettWageSOfttworkermdertheRoWans_.

Plan:
�] smdardtime           _�¡ 1�E

��   9h�� urS            .

Time taken     

�u

�˜ �ˇ �ü �\ =�\      �Œ

�K�i å� àˇ
~

Pnrchase " 
Zlrd April' 800 units * Y' 

O per unit

10ilt;pdl' 1200 units at Rs' l pu unit'

18th ;;t{ looo units at Rs' 6 Per unit'

Issues : '15th April' 1500 untis'

20th APril' 900 units'

25th APril' 200 units

�M �E  1,75;400
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