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Activity Based Costing
Assignment

Q. Questions & Solutions

1. | Family Store wants information about the profitability of individual product lines: soft drinks,
Fresh produce, and Packaged food. Family store provides the following data for the year 20X1-
20X2 for each product line: -

Particulars Soft drinks | Fresh produce Packaged
food
— Revenues X39,67,500 X1,05,03,000 X60,49,500
— Cost of goods sold X30,00,000 X 75,00,000 X45,00,000
— Cost of bottles returned 60,000 X0 X0
— Number of purchase orders placed 360 840 360
— Number of deliveries received 300 2,190 660
— Hours of shelf-stocking time 540 5,400 2,700
— Items sold 1,26,000 11,04,000 3,06,000
Family store also provides the following information for the year 20X1-20X2: -
Activity Description of activity Total Cost Cost-allocation base
Bottles returns Returning of empty bottles X 60,000 Direct tracing to soff
drink line
Ordering Placing of orders for X7,80,000| 1,560 purchase orders
purchases
Delivery Physical deliveryand receipt, X 12,60,000| 3,150 deliveries
of goods
Shelf stocking Stocking of goods on store X8,64,000| 8,640 hours of shelf-
shelves and on- going stocking time
restocking
Customer Support | Assistance provided to X15,36,000| 15,36,000 items sold
customers: including check- -
out
Required: -

a) Familystore currentlyallocates support cost (all cost other than cost of goods sold) to product
lines on the basis of cost of goods sold of each product line. CALCULATE the operating income
adoperating income as a % of revenues for each product line.

b) If Family Store allocates support costs (all costs other than cost of goods sold) to product
lines using and activity-based costing system, CALCULATE the operating income and
operating income as a % of revenues for each product line.

(ICAI SM, May 2020 RTP, May 2003 RTP, Nov. 2010, RTP Nov.2021, Modified
December 2021, Modified MTP Nov 2019)

Ans. | a) Statement of Operating income and Operating income as a percentage of revenues
for each product line
(When support costs are allocated to product lines based on cost of goods sold of each

product)
Particulars Soft Drinks |Fresh Produce| Packaged Total (X)
) ) Foods (X)
— Revenues: (A) 39,67,500 1,05,03,000| 60,49,500 2,05,20,000
— Costof Goods sold (COGS): 30,00,000 75,00,000 45,00,000 1,50,00,000
(B)
— Support cost (30% of COGS): 9,00,000 22,50,000| 13,50,000 45,00,000
@
— (Refer working notes)
— Total cost: (D) = {(B) +(C)} 39,00,000 97,50,000| 5850000 1,95,00,000
— Operating income: E= {(A)-
T
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(D)} 67,500 7,53,000 10,20,000
— Operating income as a 1,99,500
percentage of 1.70% 7.17% 4.97%
revenues:(E/A) x 100) 3.30%
Working notes: -
1) Total support cost: -
Particulars )
— Bottlesreturns 60,000
— Ordering 7,80,000
— Delivery 12,60,000
— Shelfstocking 8,64,000
— Customer support 15,36,000
Total support cost 45,00,000

2) Percentage of support cost to cost of goods sold (COGS): -
Total Support Cost

345,00,000

Total cost of Goods Sold x 100

= %1,50,00,000 x 100 = 30%

3) Calculation of Cost driver rate for each activity: -

Activity Total cost (X) | Costallocation base | Cost driver rate (4) =[(2)

(1) (2) (3) + (3)]
Ordering 7,80,000 | 1,560 purchase orders| X500 per purchase order
Delivery 12,60,000 3,150 deliveries X400 per delivery
Shelf-stocking 8,64,000 8,640 hours X 100 per stocking hour
Customer support 15,36,000 | 15,36,000 items sold X 1 per item sold

b) Statement of Operating income and Operating income as a percentage of revenues for

each product line

(When support costs are allocated to product lines using an activity-based costing

system)
Particulars Softdrinks | Fresh Produce Packaged Total
® ® Food (3) ®
— Revenues: (A) 39,67,500 1,05,03,000 60,49,500 2,05,20,000
— Cost & Goods sold 30,00,000 75,00,000 45,00,000 1,50,00,000
— Bottle return costs 60,000 0 0 60,000
— Ordering cost*
(360:840:360) X % 500 Per 1,80,000 4,20,000 1,80,000 7,80,000
Order
— Delivery cost* 1,20,000 8,76,000 2,64,000 12,60,000
(300:2190:660) XX 400 Per
delivery
— Shelf stocking cost*
(540:5400:2700) X T 100 Per 54,000 5,40,000 2,70,000 8,64,000
stocking hour
* 1,26,000 11,04,000 3,06,000 15,36,000
— _Customer Support cost
(1,26,000:11,04,000:3,06,000) X
X 1 Per item sold
— Total cost: (B) 35,40,000 1,04,40,000 55,20,000 1,95,00,000
0 Lo 4,27,500 63,000 5,29,500 10,20,000
- Operating income
- Operating income as a % of sales 10.78% 0.60% 8.75% 4.97%
* Refer to working note 3
. [
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2. Humara - Apna’ bank offers three products, viz., deposits, Loans and Credit Cards. The bank
has selected 4 activities for a detailed budgeting exercise, following activity-based costing
methods.

The bank wants to know the product wise total cost per unit for the selected activities, so that
prices may be fixed accordingly.
The following information is made available to formulate the budget: -
Activity Present Estimation for the budget period
Cost (X)
ATM Services: -

a) Machine Maintenance 4,00,000 | All fixed, no change.

b) Rents 2,00,000| Fully fixed, no change.

c) Currency Replenishment Cost 1,00,000 | Expected to double during budget period.

7,00,000| (This activity is driven by no. of ATM
transactions)

— Computer Processing 5,00,000| Half this amount is fixed and no change is
expected.

The variable portion is expected to
increase tothree times the current level.
(This activity is driven by the number of
computer transactions)

— Issuing Statements 18,00,000| Presently, 3 lakh statements are made. In
the budget period, 5 lakh statements are
expected.For every increase of one lakh
statement, one lakh rupees is the
budgeted increase.

(This activity is driven by the number
of statements)

— Computer Inquiries 2,00,000| Estimated to increase by 80% during the
budget period.

(This activity is driven by telephone
minutes)
The activity drivers and their budgeted quantities are given below: -
Activity Drivers Deposits Loans Credit Cards
— No. of ATM Transactions 1,50,000 50,000
— No. of Computer Processing 15,00,000 2,00,000 3,00,000
Transactions
— No. of Statements to be issued 3,50,000 50,000 1,00,000
— Telephone Minutes 3,60,000 1,80,000 1,80,000
The bank budgets a volume of 58,600 deposit accounts, 13,000 loan accounts, and 14,000
Credit Card Accounts.
Required: -
a) CALCULATE the budgeted rate for each activity.
b) PREPARE the budgeted cost statement activity wise.
c¢) COMPUTE the budgeted product cost per account for each product using (i) and ii) above.
(ICAISM, Nov. 2009, May 2013, Modified MTP May 2022, Modified MTP May 2019)
Ans. | a) Statement showing budgeted rate for each activity: -

Activity Activity Cost | Activity Driver | No. of Units of | Activity Rate
(Budgeted) (X) Activity Driver )
(WN i) (Budget)
- ATM 8,00,000 | No. of ATM 2,00,000 4.00
services Transaction
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— Computer 10,00,000 | No. of 20,00,000 0.50
Processing Computer
processing
Transaction
— Issuing 20,00,000 | No. of 5,00,000 4.00
Statements Statements
— Computer 3,60,000 | Telephone 7,20,000 0.50
enquiries Minutes
Inquiries
b) Budgeted cost statement activity wise: -
Activity Activity |Deposits(WN | Loans (WN| Credit cards
Cost ii) ii) (WN ii)
(Budgeted)
)
— ATM Services 8,00,000 6,00,000 2,00,000
— Computer Processing 10,00,000 7,50,000| 1,00,000 1,50,000
— Issuing Statements 20,00,000 14,00,000| 2,00,000 4,00,000
— Computer Inquiries 3,60,000 1,80,000 90,000 90,000
— Budgeted Cost 41,60,000 29,30,000| 3,90,000 8,40,000
c) Budgeted cost per unit of the product: -
Activity Activity Cost | Deposits Loans |Credit cards
(Budgeted)
)
— Budgeted Cost 41,60,000 | 29,30,000| 3,90,000 8,40,000
— Units of Product 58,600 13,000 14,000
— Budgeted Cost per unit of the 50 30 60
product
Working Notei)
Activity | Budgeted Cost (X) | Remarks
ATM Services: -
a) Machine Maintenance 4,00,000 | All fixed, no change.
b) Rents 2,00,000 | Fully fixed, no change.
c) Currency Replenishment Cost 2,00,000 | Doubled during budget period.
Total 8.00,000
— Computer Processing 2,50,000 | %2,50,000 (half of X5,00,000) is
fixed and nochange is expected.
7,50,000 | X2,50,000 (variable portion) is
expected to increase to three
times the current level.
Total 10,00,000
— Issuing Statements 18,00,000 | Existing.
2,00,000 | 2 lakh statements are expected to
be increased inbudgeted period.
For every increase of one lakh
statement, one lakh rupees is the
budgeted increase.
Total 20,00,000
— Computer Inquiries 3,60,000 | Estimated to increase by 80%
during the budgetperiod.
Total 3,60,000 | (X2,00,000 x 180%)
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Working Note ii)

Activity Activity Deposits Loans Credit cards
Rate (a)

—ATM 4.00 6,00,000 2,00,000
—Services (1,50,000xa) (50,000x%a)
—Computer Processing 0.50 7,50,000 1,00,000 1,50,000
(15,00,000xa)]  (2,00,000xa)| (3,00,000xa)

—Issuing Statements 4.00 14,00,000 2,00,000 4,00,000
(3,50,000xa) (50,000xa)| (1,00,000xa)

—Computer Inquiries 0.50 1,80,000 90,000 90,000
(3,60,000xa)|  (1,80,000xa)| (1,80,000xa)

3. | RST Limited specializes in the distribution of pharmaceutical products. It buys from the
pharmaceutical companies and resells to each of the three different markets.

i) General Supermarket Chains

ii) Drugstore Chains

iiij  Chemist Shops
The following data for the month of April, 20X1 in respect of RST Limited has been

reported: -

Particulars General Drugstore Chemist Shops

Supermarket Chains
Chains )
)
— Average revenue per delivery 84,975 28,875 5,445
— Average cost of goods sold per 82,500 27,500 4,950
delivery

— Number of deliveries 330 825 2,750

— In the past, RST Limited has used gross margin percentage to evaluate the relative
profitability of its distribution channels.

— The company plans to use activity -based costing for analyzing the profitability of its
distribution channels.

The Activity analysis of RST Limited is as under: -

Activity Area Cost Driver
— Customer purchase order processing — ~Purchase orders by customers
— Line-item ordering — Line-items per purchase order
— Store delivery — Store deliveries
— Cartons dispatched to stores — Cartons dispatched to a store per delivery
— Shelf-stocking at customer store — Hours of shelf-stocking

The April, 20X1 operating costs (other than cost of goods sold) of RST Limited are X 8,27,970.
These operating costs are assigned to five activity areas. The cost in each area and the quantity
of the cost allocation basis used in that area for April, 20X1 are as follows: -

Activity Area Total costs in Total Units of Cost
April, 20X1 () Allocation Base used
in April, 20X1
— Customer purchase order processing 2,20,000 5,500 orders
— Line-item ordering 1,75,560 58,520-line items
— Store delivery 1,95,250 3,905 store deliveries
— Cartons dispatched to store 2,09,000 2,09,000 cartons
— Shelf-stocking at customer store 28,160 1,760 hours
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Other data for April, 20X1 include the following: -
Particulars General Drugstore |Chemist
Supermarket Chains Shops
Chains
—Total number of orders 385 990 4,125
—Average number of line items per order 14 12 10
—Total number of store deliveries 330 825 2,750
—Average number of cartons shipped per store 300 80 16
delivery
— Average number of hours of shelf-stocking per 3 0.6 0.1
storedelivery
Required: -

a) COMPUTE for April, 20X1 gross-margin percentage for each of its three distribution
channels and compute RST Limited’s operating income.

b) COMPUTE the April, 20X1 rate per unit of the cost-allocation base for each of the five activity
areas.

c) COMPUTE the operating income of each distribution channel in April, 20X1 using the
activity-based costing information. Comment on the results. What new insights are available
with the activity-based cost information?

d) DESCRIBE four challenges one would face in assigning the total April, 20X1 operating costs
0f X8,27,970 to five activity areas.

(ICAI SM, May 2004, May 2014, RTP May 2022 Modified)
Ans. | a)
RST Limited’s
Statement of operating income and gross.margin percentagefor each of its three-
distribution channel
Particulars General Super Drugstore Chemist Shops Total
MarketChains Chains
Revenues: (X) 2,80,41,750 2,38,21,875 1,49,73,750 6,68,37,375
(330 x%84,975)| (825x3%28,875)| (2,750 xX5,445)
Less: Cost of 2,72,25,000 2,26,87,500 1,36,12,500 635,25,000
goods sold: () (330 x X| (825 x %27,500)| (2,750 x ¥4,950)
82,500)

Gross Margin:(X) 8,16,750 11,34,375 13,61,250 33,12,375

Less: Other

operating costs:

) 8,27,970

Operating 24,84,405

income: (X)

Gross Margin 2.91% 4.76 % 9.09% 4.96%

Operating 3.72

income %

b) Computation of rate per unit of the cost allocation base for each of the five activity areas
for April 20X1: -
Particulars )
— Customer purchase order processing (X 2,20,000/ 5,500 40 per order
orders)
— Line-item ordering 3 per line-item order
(X1,75,560/ 58,520-line items)
— Store delivery 50 per delivery
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— Cartons dispatched

(X 1,95,250/ 3,905 store deliveries)

(X2,09,000/ 2,09,000 dispatches)
— Shelf-stocking at customer store (X) (X 28,160/ 1,760 hours)

1 per dispatch

16 Per hour

c) Operating Income Statement of each distribution channel in April-20X1 (Usingthe
Activity based Costing information): -

Particulars GeneralSuper| Drugstore| Chemist
MarketChains Chains Shops
— Gross margin (X) : (A) 8,16,750 11,34,375 13,61,250
(Refer to (a) part of the answer)
— Operating cost (X): (B) (Refer to working 1,62,910 1,90,410 4,74,650
note)
— Operating income (3): (A-B) 6,53,840 9,43,965 8,86,600
— Operating income (in %) (Operating 2.33 3.96 5.92
income/ Revenue) x 100

Comments and new insights:

The activity-based cost information highlights, how the ‘Chemist Shops’ uses a larger amount of
RST Ltd.’s resources per revenue than do the other two distribution channels. Ratio of operating
costs to revenues, across these markets is: -

— General supermarket chains 0.58%
(X1,62,910/%2,80,41,750) x 100
— Drug store chains 0.80%
(1,90,410/ X 2,38,21,875) x 100
— Chemist shops 3.17%
(X4,74,650/ %1,49,73,750) x100
Working note: -
Computation of operating cost of each distribution channel: -
Particulars General Super Drugstore Chemist Shops(X)
Market Chains Chains
) )
Customer purchase 15,400 39,600 1,65,000
order processing (X 40 x 385 (X340 x990 (X 40 x4125
orders) orders) orders)
Line-item ordering 16,170 35,640 1,23,750
(X3 x14x (X3 x12x990) (X3 x10x
385) 4125)
Store delivery 16,500 41,250 1,37,500
(X50x330 (X 50 x 825 (X 50 x 2750
deliveries) deliveries) deliveries)
Cartons dispatched 99,000 66,000(X1 x 80 44,000
(X1x 300 cartons x 825 (X1 x 16
cartons x 330 deliveries) cartons x 2,750
deliveries) deliveries)
Shelf stocking 15,840 7,920 4,400
(16 x330 (X 16 x 825 (16 x 2,750
deliveries x 3 deliveries x 0.6/  deliveries x 0.1
hours) hours hours)
1,62,910 1,90,410 4,74,650
d) Challenges faced in assigning total operating cost of X 8,27,970: -
— Choosing an appropriate cost driver for activity area.
— Developing a reliable data base for the chosen cost driver.
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— Deciding, how to handle costs that may be common across several activities.
— Choice of the time period to compute cost rates per cost driver. Behavioral factors.

4. | Woolmark Ltd. manufactures three types of products namely P, Q and R. The data relating to a
eriod are as under: -
Particulars (P) (Q) (R)
— Machine hours per unit 10 18 14
— Direct Labour hours per unit 4 12 8
— Direct Material per unit (X) 90 80 120
— Production (units) 3,000 5,000 20,000
Currently the company uses traditional costing method and absorbs all production overheads on
the basis of machine hours. The machine hour rate of overheads is X 6 per hour. Direct labour
hour rate is X 20 per hour.
The company proposes to use activity-based costing system and the activity analysis is as under:
Particulars (P) (Q) (R)
— Batch size (units) 150 500 1,000
— Number of purchase orders per batch 3 10 8
— Number of inspections per batch 5 4 3
The total production overheads are analyzed as under:
Machine set Up COStS....ccccvrrrerierrie e 20%
Machine operation COStS.......c..ccceveimecinrenesesesiens 30%
[NSPECLION COSES..uviurinirrerrerierree e see e e eneens 40%
Material procurement related COStS.......ccceevereirieiiiiiinn e 10%
Required: -
a) CALCULATE the cost per unit of each product using traditional method of absorbing all
production overheads on the basis of machine hours.
b) CALCULATE the cost per unit of each product using activity-based costing principles.
(ICAI SM, Jan. 2021, MTP May 2022, Modified May 2022)
Ans. | a) Statement Showing “Cost per unit - Traditional Method”: -

Particulars of Costs P () Q) R (X)
Machine hours per unit 10 10 10
Direct Materials 90 80 120
Direct Labour [(4, 12, 8 hours) x X 20] 80 240 160
Production Overheads [(10, 18, 14 hours) x X 6] 60 108 84
Cost per unit 230 428 364

b) Statement Showing “Cost per unit - Activity Based Costing: -

Products (P) Q) (R)

Production (units) 3,000 5,000 20,000
® ® ®

Direct Materials (90, 80, 120) 2,70,000 4,00,000 24,00,000
Direct Labour (80, 240, 160) 2,40,000 | 12,00,000 32,00,000
Setup Costs @ X 9,600 per setup
(20,10, 20) 1,92,000 96,000 1,92,000
Machine Operation Costs @ X1.80 per hour
(30,000, 90,000, 2,80,000) 54,000 1,62,000 5,04,000
Inspection Costs @ X 4,800 per inspection
(100, 40, 60) 4,80,000 1,92,000 2,88,000
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Purchase Related Costs @X750 per purchase
(60,100, 160) 45,000 75,000 1,20,000
Total Costs 12,81,000 | 21,25,000 67,04,000
Cost per unit (Total Cost + Units) 427.00 425.00 335.20
Working Notes: -
1) Number of Batches, Purchase Orders, and Inspections: -
Particulars (P) Q) (R) Total
A) | Production (units) 3,000 | 5,000 20,000
B) | Batch Size (units) 150 500 1,000
C) | Number of Batches (A+B) 20 10 20 50
D) | Number of Purchase Order per batch 3 10 8
E) | Total Purchase Orders [C x D] 60 100 160 320
F) | Number of Inspections per batch 5 4 3
G) | Total Inspections [C x F] 100 40 60 200
2) Total Machine Hours: -
Particulars (P) Q) (R)
A) | Machine Hours per unit 10 18 14
B) | Production (units) 3,000 5,000 20,000
C) | Total Machine Hours [A x B] 30,000 90,000 2,380,000
Total Machine Hours = 4,00,000
Total Production Overheads-
=4,00,000 hrs. x 6 = 324,00,000
3) Cost Driver Rates: -
Cost Pool % Overheads | CostDriver | CostDriver | CostDriver Rate
<) Basis (Units) )
Setup 20% 4,80,000 Number of 50| 9,600 per Setup
batches
Inspection 40% 9,60,000 Number of 200 4,800 per
inspections Inspection
Purchases 10% 2,40,000 Number of 320| 750 per Purchase
purchases
Machine Hours 30% 7,20,000 Machine 4,00,000| 1.80 per Machine
Hours Hour
5. | Alpha Limited has decided to analyse the profitability of its five new customers. It buys bottled
water at Y90 per case and sells to retail customers at a list price of X108 per case. The data
pertaining to five.customers are: -
Particulars Customers
A B C D E
Cases sold 4,680 19,688| 1,36,800 71,550 8,775
Listed Selling Price X108 X108 X108 X108 X108
Actual Selling Price X108| X106.20 99| R104.40 X97.20
Number of Purchase orders 15 25 30 25 30
Number of Customer visits 2 3 6 2 3
Number of deliveries 10 30 60 40 20
Kilo meters travelled per delivery 20 6 5 10 30
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Number of expedited deliveries | 0 | 0 0 0 1

Its five activities and their cost drivers are: -

Activity Cost Driver Rate
Order taking X 750 per purchase order
Customer visits X 600 per customer visit
Deliveries X 5.75 per delivery Km travelled
Product handling X 3.75 per case sold
Expedited deliveries X 2,250 per expedited delivery

Required: -
a) COMPUTE the customer-level operating income of each of five retail customers now being
examined (A, B, C, D and E). Comment on the results.
b) STATE what insights are gained by reporting both the list selling price and the actual selling
price for each customer?
(ICAI SM, Nov. 2019, Modified MTP Dec. 2021, Modified MTP Nov. 2022)

Ans. | a) Computation of Customer level operating income: -
Particulars Customers
ARR) B () CR) D (X) ER)
Revenues (At list price) 5,05,440 21,26,304 1,47,74,400 77,27,400, 9,47,700
(Refer to working note)
Less: Discount - 35,438 12,31,200f 2,57,580 94,770
(Refer to working note)
Revenue 5,05,440 20,90,866/ 1,35,43,200 74,69,820/ 8,52,930
(At actual price)
Less: Cost of goods sold (Refer to 4,21,200, 17,71,920[ 1,23,12,000f 64,39,500, 7,89,750
working note)
Gross margin 84,240, 3,18946  12,31,200, 10,30,320 63,180
Less: Customer level - operating 31,150 95,415 5,40,825 2,90,563 62,906
activities costs (Refer to working note)
Customer level operating income 53,090 2,23,531 6,90,375 7,39,757 274

Comment on the results: -

v Profit from D are higher where we are offering per case discount of X3.60, whereas profits
from E are least where we are offering highest discount of 10.80 per case.

v C is contributing highest fraction of total sales but profits are lower than customer D.
Discount of X9 per case is offered to customer C

b) Insight gained by reporting both the list selling price and the actual selling price for
each customer: -
Separate reporting of both-the listed and actual selling prices enables Alpha Ltd. to examine
which customer has received what discount per case, whether the discount received has any
relationship with the sales volume. The data given below provides us with the following

information;
Sales volume Discount per case (X)
C (1,36,800 cases) 9.00
D (71,550 cases) 3.60
B (19,688 cases) 1.80
E (8,775 cases) 10.80
A (4,680 cases) 0
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*The above data clearly shows that the discount given to customers per case has a direct
relationship with sales volume, except in the case of customer E. The reasons for X10.80 discount
per case for customer E should be explored.

Working notes: -

Computation of revenues (at listed price), discount, cost of goods sold and customer
level operating activities costs: -

Particulars Customers
A B C D E
Cases sold:(a) 4,680 19,688 1,36,800 71,550 8,775
Revenues (at listed 5,05,440 21,26,304 1,47,74,400 77,27,400 9,47,700
price) (X): (b)
{(a) xX108)}
Discount (X): © - 35,438 12,31,200 2,57,580 94,770
{(a) x Discount per case} (19,688 cases ((1,36,800 cases (71,550 | (8,775 cases
x X1.80) xX9) cases x X R
X3.60) 10.80)
Cost of goods sold (): 4,21,200 17,71,920 1,23,12,000 64,39,500 7,89,750
(d) {(a) x 3 90}
Customer level operating activities costs: -
Order taking costs (X): 11,250 18,750 22,500 18,750 22,500
(No. of purchase x X750)
Customer visits costs (X) (No. of 1,200 1,800 3,600 1,200 1,800
customer visits x X 600)
Delivery vehicles travel costs () 1,150 1,035 1,725 2,300 3,450
(X5.75 per km) (Kms travelled by | (5.75x10x | (5.75x 30 x (5.75 x (5.75x40x | (5.75x20
delivery vehicles x X 5.75 per km.) 20) 6) 60x 5) 10) x30)
Product handling costs (X) {(a) 17,550 73,830 | 5,13,000 2,68,313 32,906
xX3.75}
Cost of expediting deliveries (X) - - 2,250
{No. of expedited deliveries x
3 2,250}
Total cost of customer 31,150 95,415 | 5,40,825 2,90,563 62,906
level operating activities ()
Traditional Ltd. is a manufacturer of a range of goods. The cost structure of its different products
is as follows: -
Particulars Product (A)| Product (B)| (Product (C)
Direct materials 50 40 403 /u
Direct labour @ 10 X/hour 30 40 50%/u
Production overheads 30 40 50%/u
Total Cost 110 120 50%/u
Total production 10,000 units| 20,000 units 30,000 units

Traditional Ltd. was absorbing overheads on the basis of direct labour hours. A newly appointed
management accountant has suggested that the company should introduce ABC system and has

identified cost drivers and cost pools as follows:

Activity Cost Pool Cost Driver Associate Cost
Stores Receiving Purchase Requisitions 2,96,000
[nspection Number of Production runs 8,94,000
Dispatch Orders Executed 2,10,000
Machine Setup Number of setups 12,00,000
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The following information is also supplied: -

Details Product A Product B Product C
No. of Setups 360 390 450
No. of Order Executed 180 270 300
No. of Production runs 750 1,050 1,200
No. of Purchase Requisitions 300 450 500

You are required to calculate activity-based production cost of all the three products.
(May 2009 RTP, Modified RTP Nov. 2019, Modified MTP May 2020, Modified RTP May

2023)
Ans. | Statement of Activity Based Production Cost
Activity Cost Pool | Cost Driver | Ratio Total () A B C
(§3) (§3) (§3)
Stores Purchase 6:9:10 2,96,000 71,040( 1,06,560| 1,18,400
Receiving Requisition
[nspection Production 5:7:8 8,94,000| 2,23,500( 3,12,900 3,57,600
Runs

Dispatch Orders 6:9:10 2,10,000 50,400 75,600 84,000

Executed
Machine Set ups Setups| 12:13:15| 12,00,000( 3,60,000{ 3,90,000| 4,50,000
Total Activity Cost 7,04,940| 8,85,060| 10,10,000
Quantity Sold 10,000 20,000 30,000
Unit Cost 70.49 44.25 33.67
)Add: Conversion 80 80 90
Cost (Direct (50+30)| (40+40) (40+50)
material + Direct
labour)
Total 150.49 124.25 123.67

7. | ABC Ltd. is a multiproduct company, manufacturing three products A, B and C. The budgeted

costs and production for the year ending 31st March, 20X1 are as follows: -

Particulars A B C
Production quantity (Units) 4,000 3,000 1,600
Resources per Unit:
Direct Materials (Kg.) 4 6 3
Direct Labour (Minutes) 30 45 60

The budgeted direct labour rate was 310 per hour, and the budgeted material cost was X2 per kg.
Production overheads were budgeted at 399,450 and were absorbed to products using the direct
labour hour rate. ABC Ltd. followed the Absorption Costing System.

ABC Ltd. is now considering to adopt an Activity Based Costing system. The following additional
information is made available for this purpose.

Budgeted overheads were analyzed into the following: -

Particulars )
Material handling 29,100
Storage costs 31,200
Electricity 39,150
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The cost drivers identified were as follows: -
Material handling Weight of material handled
Storage costs Number of batches of material
Electricity Number of Machine operations
Data on Cost Drivers was as follows: -
Particulars A B C
For complete production:
Batches of material 10 5 15
Per unit of production:
Number of Machine operators 6 3 2
You are requested to: -
a) PREPARE a statement for management showing the unit costs and total costs of each product
using the absorption costing method.
b) PREPARE a statement for management showing the product costs of each product using the
ABC approach.
c) STATE what are the reasons for the different product costs under the two approaches?
(ICAI SM, Modified Nov 2022, Modified MTP May 2023-1, Modified May 2023)
Ans. | a) Statement showing costing as per Absorption Costing System
Particulars AQRR) B (X) CRR)
Direct Costs:
Direct Material 8.00 12.00 6.00
(4kgx32) (6kgx32) (3kgx32)
Direct Wages 5.00 7.5.00 10.00
(3o6><010) (456210) (60:010)
Production Overhead: 8.50 12.75 17.00
(17;;30) (17624-5) (17:060)
Total unit costs 21.50 32.25 33.00
Number of units 4,000 3,000 1,600
Total costs 86,000 96,750 52,800
Working notes -
Computation of Recovery rate for production overheads: -
Particulars A B C D
a) Quantity (units) 4,000 3,000 1,600 8,600
b) Direct labour (minutes) 30 45 60
c) Total labour hours (a x b) /60 min. 2,000 2,250 1,600 5,850
Overhead rate per direct labour hour: -
= Budgeted overheads + Budgeted labour hours
=399,450 + 5,850 hours
=17 per direct labour hour
b) Statement showing costing as per Activity Based Costing System -
Particulars AR B (X) CQRR)
Direct Costs:
Direct Labour 5.00 7.50 10.00
Direct material 8.00 12.00 6.00
Production Overheads:
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Material Handling 3.00 4.50 2.25
(X0.75 x 4) (X0.75 x 6) (0.75 x 3)
Electricity 6.49 3.24 2.16
(X1.081 x 6) (X1.081 x 3) (X1.081 x 2)
Storage 2.60 1.73 9.75
21,040 31,040
(z10% m) <§5 y %) (x15 % m)
Total unit costs 25.09 28.97 30.16
Number of units 4,000 3,000 1,600
Total costs X1,00,360 386,910 348,256
Working notes -
Computation of recovery rate of overhead under Activity Based Costing:-
Particulars A B C Total
Quantity (units) 4,000 3,000 | 1,600 -
Material Weight per unit (Kg.) 4 6 3 -
Total material weight 16,000 18,000 4,800 38,800
Machine operations per unit 6 3 2 -
Total operations 24,000 9,000 3,200 36,200
Total batches of Material 10 5 15 30

Material handling rate per kg.
Electricity rate per machine operations

=X 29,100 + 38,800 kg. = X0.75 per kg.
=X 39,150 + 36,200

=X 1.081 per machine operations

=X 31,200 + 30 batches

=X 1,040 per batch

Storage rate per batch

c) Comments: -
The difference in the total costs under the two systems is due to the differences in the
overheads borne by each of the products. The Activity Based Costs appear to be more precise.

8. | ABC Ltd. Manufactures two types of machinery equipment Y and Z and applies/absorbs
overheads on the basis of direct-labour hours. The budgeted overheads and direct-labour hours
for the month of December, 20X1 are X 12,42,500 and 20,000 hours respectively. The
information about Company’s products is as follows: -

Particulars Equipment Equipment
(Y) (2)
— Budgeted Production volume 2,500 units 3,125 units

— Direct material cost

Direct labour cost

— Y:3 hours @ X150 per hour
— X:4 hours @X 150 per hour X 450
ABC Ltd.’s overheads of X 12,42,500 can be identified with three major activities:

Order Processing (X 2,10,000), machine processing (%8,75,000), and product inspection
(X1,57,500). These activities are driven by number of orders processed, machine hours worked,
and inspection hours, respectively.

The data relevant to these activities is as follows: -

X300 per unit X450 per unit

X600

Particulars Orders Machine Inspection
Processed hours worked hours
Y 350 23,000 4,000
Z 250 27,000 11,000
Total 600 50,000 15,000
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Required: -

i)  Assuming use of direct-labour hours to absorb/apply overheads to production, COMPUTE
the unit manufacturing cost of the equipment Y and Z, if the budgeted manufacturing
volume is attained.

ii) Assuming use of activity-based costing, COMPUTE the unit manufacturing costs of the
equipment Y and Z, if the budgeted manufacturing volume is achieved.

iili) ABC Ltd.’s selling prices are based heavily on cost. By using direct-labour hours as an
application base, CALCULATE the amount of cost distortion (under-costed or over-
costed) for eachequipment.

(ICAI SM, Modified May 2019, Modified Nov. 2022)
Ans. | i) Overheads application base: Direct labour hours: -
Particulars Equipment Equipment
Y(X) Z(X)
— Direct material cost 300 450
— Direct labour cost 450 600
— Overheads* 186.38 248.50
(3x62.125) (4x62.125)
936.38 1,298.50
Budgeted Overheads 312,42,500
*Recovery rate = Budgeted direct labour hours = 20,000 hours = 362.125
ii) Estimation of Cost-Driver rate: -
Overhead Cost-driver level Cost driver
Activity cost rate
) )
— Order processing 2,10,000 600 350
Orders processed
— Machine processing 8,75,000 50,000 17.50
Machine hours15,000
— Inspection 1,57,500| Inspection hours 10.50
Particulars EquipmentY | Equipment Z(X)
®)
— Direct material cost 300 450
— Direct labour cost 450 600
—  Prime Cost 750 1,050
— Overhead Cost
— Order processing 49 28
— Machine processing 161 151.2
— Inspection 16.8 36.96
Total 976.8 1266.16
Working Note: -
a) Order processing: -
EquipmentY _ 350 ordersx350 per order — 49
Equipment Z = 250 orders§<:3;)53) per order — 28
b) Machine processing:
EquipmentY = 23000175 _ 161
2500
Equipment Z = 27000175 _ 151.2
3125
c) Inspection: -
EquipmentY = 2000%10° — 16.8
2500
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EquipmentZ = 11000X19° — 36.96
3125
iii)
Particulars Equipment Equipment
Y(RX) Z(X)
— Unitmanufacturing cost- using direct labour
hoursas an application base 936.38 1,298.50
— Unit manufacturing cost-using activity-based 976.80 1,266.16
costing
— Loss of profit (-)40.42 + 32.34
Low volume product - Y’s total cost is less and high-volume product Z’s total cost is high
using direct labour hours for overhead absorption.
9. | MK Ltd. Manufactures four products, namely A, B, C and D using the same plant and process. The
following information relates to a production period:
Product A B C D
Output in Units 720 600 480 504
The four products are similar and are usually produced in production runs of 24 units and sold
in batches of 12 units. The total overheads incurred by the company for the period are as follows:
i
Machine operation and maintenance cost 63,000
Setup costs 20,000
Store receiving 15,000
Inspection 10,000
Material handling and dispatch 2,592
During the period the following cost drivers are to be used for the overhead cost:
Cost Cost driver
Setup cost No. of production runs
Store receiving Requisitions raised
Inspection No. of production runs
Material handling and dispatch Orders executed
It is also determined that:
a) Machine operation and maintenance cost should be apportioned between setup cost, store
receiving and inspection activity in the ratio 4:3:2.
b) Number of requisitions raised on store is 50 for each product and the no. of orders executed
is 192, each order being for a batch of 12 units of a product.
Calculate the total overhead cost per unit of each product using activity-based costing after
finding activity wise overheads allocated to each product.
(Nov. 2013, Modified MTP July 2021, Modified Nov 2022)
Ans. | a) Computation of ABC Recovery Rates
Activity Activity Cost Cost Driver Quantity ABC Rate
Pool
Setup 20,000 + No. of 96 X500 per Run
28,000 = | Production Runs
348,000
Stores Receiving 15,000 + Requisitions 50 x4 =200 X180 per Reqn.
21,000 = raised
%36,000
Inspection 10,000 + No. of 96 250 per Run
14,000 = | Production Runs
24,000
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Material

Given

Handling

=%2,592

Orders executed

192

X13.5 per Batch

Number of Production Runs and Number of Batches are computed as under:

Machine Operation and Maintenance Cost of 363,000 is apportioned to the first three activities
in the ratio 4:3:2, i.e., 28,000, X21,000, and X14,000.

Product A B C D Total
a) | Output Quantity 720 units 600 units | 480 units 504 units
b) | Quantity per | 24 units 24 units 24 units 24 units
Production Run
¢) | Number of | 30runs 25 runs 20 runs 21 runs 96 runs
Production Runs
(a+Db)
d) | Quantity per | 12 units 12 units 12 units 12 units
Batch Order
e) | Number of | 60 batches | 50 batches | 40 batches | 42 batches 192
Batches (a + d) batches
b) Computation of OH Costs using ABC System
Product A B C D Total
i) Setup 500 x 30 = 500 x 25 = 500 x 20 = 500 x 21 = 348,000
15,000 312,500 10,000 310,500
ii) Stores 39,000 39,000 39,000 39,000 336,000
Receiving
iii) Inspection 250 x 30 = 250 x 25 = 250 x 20 = 250 x 21 = 324,000
7,500 36,250 5,000 5,250
iv) Material 13.50x60=| 13.50x50= | 13.50x40= | 13.50x42= 32,592
Handling 3810 3675 3540 3567
a) Total OH 32,310 328,425 324,540 25,317 %1,10,592
Cost.
b) Output 720 units 600 units 480 units 504 units
Quantity
c¢) OH Cost 344.875 47.375 X51.125 X50.232
p.u.

10. | BABYSOFT is a global brand created by Bio-organic Ltd. The company manufactures three ranges
of beauty soaps i.e., BABYSOFT- Gold, BABYSOFT- Pearl, and BABYSOFT- Diamond. The budgeted
costs and production for the month of December, 20X1 are as follows: -

BABYSOFT- Gold BABYSOFT- Pearl BABYSOFT-Diamond
Production 4,000 3,000 2,000
of soaps
(Units)
Resources Qty Rate Qty Rate Qty Rate
per Unit:
Essential Oils 60 ml X 200/100 ml 55ml| X 300/100 65 ml X 300/100
ml ml
Cocoa Butter 20g | X200/100g 20g/X200/100g 20g X200/100g
Filtered Water 30ml| X15/100 ml 30ml|X15/100 ml 30m] X15/100 ml
Chemicals 10g| I30/100g 12g| ¥50/100¢g 15g X60/100g
Direct Labour 30 X 10/hour 40| X 10/hour 60 X 10/hour
minutes minutes minutes
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Bio-organic Ltd. followed an Absorption Costing System and absorbed its productionoverheads,
to its products using direct labour hour rate, which were budgeted at X1,98,000.
Now, Bio-organic Ltd. is considering adopting an Activity Based Costing system. For this,
additional information regarding budgeted overheads and their cost drivers is provided below:
Particulars X) Cost drivers
— Fork lifting cost 58,000 — Weight of material lifted
— Supervising cost 60,000 — Direct labour hours
— Utilities 80,000 — Number of Machine operations
The number of machine operators per unit of production are 5, 5, and 6 for BABYSOFT- Gold,
BABYSOFT- Pearl, and BABYSOFT- Diamond respectively.
(Consider (I) Mass of 1 litre of Essential Oils and Filtered Water equivalent to 0.8 kg and 1kg
respectively (ii) Mass of output produced is equivalent to the mass of input materials taken
together.)
You are requested to: -
a) PREPARE a statement showing the unit costs and total costs of each product using the
absorption costing method.
b) PREPARE a statement showing the product costs of each product using the ABC approach.
c) STATE what are the reasons for the different product costs under the two approaches?
(ICAI SM, May 2005Modified MTP Nov. 2020)
Ans. | a) Computation of Recovery Rate for production overheads
Particulars BABYSOFT- | BABYSOFT | BABYSOFT Total
Gold - Pearl - Diamond
a) Production of soaps (Units) 4,000 3,000 2,000 9,000
b) Direct labour(minutes) 30 40 60 -
c) Direct labour hours (a x b)/60 2,000 2,000 2,000 6,000
minutes
Recovery Rate = Budgeted overheads + Budgeted labour hours
- =%1,98,000 + 6,000 hours
— =% 33 perdirect labour hour
Statement Showing costing as per Absorption Costing System
Particulars BABYSOFT- Gold BABYSOFT- Pearl BABYSOFT-
) X) Diamond (X)
Direct Costs: -
Direct Labour 5.00 6.67 10.00
10 x30 10 x40 10 60
) ) )
Direct Material 167.50 215.50 248.50
(Refer working
notel)
Production 16.50 22.00 33.00
Overhead:
33 x30 33 x40 33 X60
( 60 ) ( 60 ) ( 60 )
Total unit costs 189.00 244.17 291.50
Number of units 4,000 3,000 2,000
Total costs 7,56,000 7,32,510 5,83,000
Working note-1
Calculation of Direct material cost
Particulars BABYSOFT- Gold BABYSOFT- Pearl BABYSOFT-
) ) Diamond (X)
Essential oils 120.00 165.00 195.00
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200x60 30055 300x65
(100) (100) (100)
Cocoa Butter 40.00 40.00 40.00
20020 20020 200x20
(100) (100) (100)
Filtered water 4.50 4.50 4.50
15 x30 15 x30 15 30
(100) (100) (100)
Chemicals 3.00 6.00 9.00
30 x10 50 x12 60 15
(100) (100) (100)
Total costs 167.50 215.50 248.50
b) Computation of Recovery overhead under Activity Based Costing: -
Particulars BABYSOFT- Gold | BABYSOFT- Pearl| BABYSOFT- Total
Diamond
Quantity (units) 4,000 3,000 2,000 -
Weight per unit 108 106 117 -
(grams) {(60x0.8) {(55x0.8) + {(65%0.8)
+20+30+ 20+30+ +20+30+
10} 12} 15}
Total weight(grams) 4,32,000 3,18,000 2,34,000 | 9,84,000
Direct labour(minutes) 30 40 60 -
Directlabour hours 2,000 2,000 2,000 6,000
4,000 x 30 ) <3,000 X 40 ) (2,000 %X 600 )
60 60 60
Machine operations per 5 5 6 -
unit
Total operations 20,000 15,000 12,000 47,000

— Forklifting rate per gram
=% 0.06 per gram

=X 58,000 + 9,84,000 grams

— Supervising rate per direct =3%60,000 + 6,000 hours

— labour hour =3 10 per labour hour

— Utilities rate per machine operations. =380,000 + 47,000 machine operations

=% 1.70 per machine operations

Statement showing costing as per Activity Based Costing: -

Particulars BABYSOFT- BABYSOFT- BABYSOFT-
Gold(X) Pearl(X) Diamond (X)
Direct Costs:
- Direct Labour 5.00 6.67 10.00
- Direct material 167.50 215.50 248.50
Production Overheads:
Forklifting cost 6.48 6.36 7.02
(0.06 x 108) (0.06 x 106) (0.06 x 117)
Supervising cost 5.00 6.67 10.00
10 x30 10 x40 10 X60
(*%7) (*%°) (*5°)
Utilities 8.50 8.50 10.20
(1.70 x 5) (1.70 x 5) (1.70 x 6)
Total unit costs 192.48 243.70 285.72
Number of units 4,000 3,000 2,000
Total costs 7,69,920 7,31,100 5,71,440
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Comments: -
The difference in the total costs under the two systems is due to the differences in the overheads
borne by each of the products. The Activity Based Costs appear to be more accurate.
11. | KD Ltd. is following Activity based costing. Budgeted overheads, cost drivers and volume areas
follows: -
Cost pool Budgeted Cost driver Budgeted
overheads () volume
— Material procurement 18,42,000 | — No. or orders 1,200
— Material handling 8,50,000 | — No. of movement 1,240
— Maintenance 24,56,000 | — Maintenance hours 17,550
— Set-up 9,12,000 | — No. of set-ups 1,450
— Quality control 4,42,000 | — No. of inspection 1,820
The company has produced a batch of 7,600 units, its material cost was 324,62,000 andwages
%4,68,500. Usage activities of the said batch are as follows: -
(Activity Based Question)
Material orders 56
Material movements 84
Maintenance hours 1,420 hours
Set-ups 60
No. of inspections 18
Required: -
a) CALCULATE cost driver rates.
b) CALCULATE the total and unit cost for the batch.
(Nov. 2020 RTP, ICAI SM, MTP May 2023-1I)
Ans. | a) Calculation of cost driver rate: -
Cost pool Budgeted Cost driver | Cost driver rate
overheads () X)
— Material procurement 18,42,000 1,200 1,535.00
— Material handling 8,50,000 1,240 685.48
— Maintenance 24,56,000 17,550 139.94
— Set-up 9,12,000 1,450 628.97
— Quality control 4,42,000 1,820 242.86
b) Calculation of cost for the batch: -
Particulars Amount () Amount ()
Material cost 24,62,000.00
Wages 4,68,500.00
Overheads:
- Material procurement (31,535x56 orders) 85,960.00
- Material handling (3685.48x84 movements) 57,580.32
- Maintenance (3139.94x1,420 hours) 1,98,714.80
- Set-up (3628.97x60 set-ups) 37,738.20
- Quality control (3242.86x18 inspections) 4,371.48 3,84,364.80
Total Cost 33,14,864.80
No. of units Cost per units 7,600
436.17
12. | The following budgeted information relates to N Ltd. For the year 20X1:-
Particulars Products
X Y Z
Production and Sales (units) 1,00,000 80,000 60,000
) ) )
Selling price per unit 90 180 140
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Direct cost per unit 50 90 95

Hours Hours| Hours
Machine department (machine hours per unit) 3 4 5
IAssembly department (direct labour hours per unit) 6 4 3

The estimated overhead expenses for the year 20X1 will be as below:

Machine Department X73,60,000

Assembly Department X 55,00,000

Overhead expenses are apportioned to the products on the following basis:

Machine Department On the basis of machine hours

Assembly Department On the basis of labour hours

After a detailed study of the activities the following cost pools and their respective cost drivers

are found: -

Cost Pool ) Cost Driver Quantity
Machining services 64,40,000 [Machine hours 9,20,000 hours
Assembly services 44,00,000 |Directlabour hours 11,00,000 hours
Set-up costs 9,00,000 |Machine set-ups 9,000 set-ups
Order processing 7,20,000 |Customer orders 7,200 orders
Purchasing 4,00,000 |Purchase orders 800 orders

As per an estimate the activities will be used by the three products:
Particulars Products
X Y Z
Machine set-ups 4,500 3,000 1,500
Customer orders 2,200 2,400 2,600
Purchase orders 300 350 150

You are required to PREPARE a product-wise profit statement using: -
i) Absorption costing method;
ii) Activity-based method.
(May 2021 RTP, Modified MTP Dec. 2021)

Ans. |i) Profit Statement using Absorption costing method: -
Particulars Product Total
X Y Z
A) | Sales Quantity 1,00,000 80,000 60,000 2,40,000
B) |Selling price per unit () 90 180 140
C) | Sales Value (X) [AxB] 90,00,000| 1,44,00,000 84,00,000 3,18,00,000
D) | Direct cost per unit (X) 50 90 95
E) | Direct Cost (X) [AxD] 50,00,000 72,00,000 57,00,000 1,79,00,000
F) |Overheads:
i) |Machine department (X)| 24,00,000 25,60,000 24,00,000 73,60,000
(Working note-1)
ii) | Assembly department 30,00,000 16,00,000 9,00,000 55,00,000
(X) (Working note-1)
G) |Total Cost () [E+F] 1,04,00,000| 1,13,60,000 90,00,000 3,07,60,000
H) | Profit (C-G) (14,00,000) 30,40,000| (6,00,000) 10,40,000
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ii) Profit Statement using Activity based costing (ABC) method: -
Particulars Product Total
X Y Z
A) | Sales Quantity 1,00,000 80,000 60,000
B) | Selling price per unit (%) 90 180 140
C) | Sales Value (X) [AxB] 90,00,000 1,44,00,000 84,00,000 3,18,00,000
D) | Direct cost per unit (%) 50 90 95
E) | Direct Cost (%) [AxD] 50,00,000 72,00,000 | 57,00,000 | 1,79,00,000
F) | Overheads: (Refer working note-3)
i) Machining services () 21,00,000 22,40,000 21,00,000 64,40,000
ii) Assembly services (X) 24,00,000 12,80,000 7,20,000 44,00,000
iii) Set-up costs (X) 4,50,000 3,00,000 1,50,000 9,00,000
iv) Order processing (%) 2,20,000 2,40,000 2,60,000 7,20,000
v) Purchasing (%) 1,50,000 1,75,000 75,000 4,00,000
G) | Total Cost () [E+F] 1,03,20,000 1,14,35,000 90,05,000 3,07,60,000
H) | Profit (%) (C-G) (13,20,000) 29,65,000 | (6,05,000) 10,40,000
Working Notes: -
1)
Particulars Products
X Y Z Total
A) |Production (units) 1,00,000 80,000 60,000
B) [Machine hours per unit 3 4 5
C) [Total Machine hours [AxB] 3,00,000 3,20,000 3,00,000 9,20,000
D) |Rate per hour () 8 8 8
E) Machine Dept. cost [CxD] 24,00,000| 25,60,000 24,00,000) 73,60,000
F) |Labour hours per unit 6 4 3
G) [Total labour hours [AxF] 6,00,000 3,20,000 1,80,000 11,00,000
H) Rate per hour (X) 5 5 5
I) |Assembly Dept. cost [GxH] 30,00,000{ 16,00,000 9,00,000] 55,00,000
Machine hour rate = ——22%2% _ _
9,20,000 hhours
Labour hour rate = 35500000 _
11,00,000 hours
2) Calculation of cost driver rate: -
Cost Pool Amount Cost Driver Quantity Driver rate
®) )
Machining services 64,40,000 Machine hours 9,20,000 hours 7.00
IAssembly services 44,00,000 Direct labour hours 11,00,000 hours 4.00
Set-up costs 9,00,000 Machine set-ups 9,000 set-ups 100.00
Order processing 7,20,000 |Customer orders 7,200 orders 100.00
Purchasing 4,00,000 [Purchase orders 800 orders 500.00
3) Calculation of activity-wise cost -
Particulars Products
X Y Z Total
A) Machining house (Refer Working note - 3,00,000 3,20,000 3,00,000 9,20,000
1)
B) Machine hour rate (X) (Refer Working 7 7 7
note-2)
C) Machining services cost (X) [AxB] 21,00,000 22,40,000 21,00,000 64,40,000
D) Labour hours (Refer Working note-1) 6,00,000 3,20,000 1,80,000 11,00,000
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E) Labour hour rate (X) (Refer Working 4 4 4
note-2)
F) Assembly services cost (X) [DxE] 24,00,000 12,80,000 7,20,000 44,00,000
G) Machine set-ups 4,500 3,000 1,500 9,000
H) | Rate per set-up (%) (Refer Working note- 100 100 100
2)
I) | Setup cost () [GxH] 4,50,000/  3,00,000] 1,50,000/  9,00,000
]) Customer orders 2,200 2,400 2,600 7,200
K) Rate per order (X) (Refer Working note- 100 100 100
2)
L) Order processing cost () [JxK] 2,20,000 2,40,000 2,60,000 7,20,000
M) Purchase orders 300 350 150 800
N) Rate per order (X) (Refer Working note- 500 500 500
2)
0) Purchasing cost (X) [MxN] 1,50,000 1,75,000 75,000 4,00,000
13. | MST Limited has collected the following data for its two activities. It calculates activity cost rates
based on cost driver capacity.
Activity Cost Driver Capacity Cost
Power Kilowatt hours 50,000 kilowatt X 2,00,000
hours
Quality Inspections Number of | 10,000 Inspections X 3,00,000
Inspections
The company makes three products M, S and T. For the year ended March 31, 20X1, the
following consumption of cost drivers was reported: -
Product Kilowatt hours Quality Inspections
M 10,000 3,500
S 20,000 2,500
T 15,000 3,000
Required: -
a) COMPUTE the costs allocated to each product from each activity.
b) CALCULATE the cost of unused capacity for each activity.
c) DISCUSS the factors the management considers in choosing a capacity level to compute the
budgeted fixed overhead cost rate.
(ICAI SM, May 2004 RTP)
Ans. | a) Statement of cost allocation to each product from each activity
Product
Particulars M () SRR T (X) Total (X)
Power (Refer to 40,000 80,000 60,000 1,80,000
working note) (10,000 kWh (20,000 kWh (15,000 kWh
x 34) x34) x34)
Quality Inspections 1,05,000 75,000 90,000 2,70,000
(Refer to working (3,500 (2,500 (3,000
note) inspections inspections x inspections x
x X30) X 30) X 30)
Working note: -
Rate per unit of cost driver: -
Power (X 2,00,000 /50,000 kWh) | X 4/kWh
Quality Inspection (X 3,00000 / 10,000 | X30perinspection
inspections)
. I
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b) Computation of cost of unused capacity for each activity: -
Particulars )
Power (50,000 - *45,000) x 4 20,000
Quality Inspections (10,000 - *9,000) x 30 30,000
Total cost of unused capacity 50,000
*Power consumption = (10,000+20,000+15,000) = 45,000
*Quality inspection = (3500+2500+3000) = 9000
c¢) Factors management consider in choosing a capacity level to compute the budgeted fixed
overhead cost rate: -
— Effect on product costing & capacity management
— Effect on pricing decisions.
— Effect on performance evaluation
— Effect on financial statements
— Regulatory requirements.
— Difficulties in forecasting.
14. | ABC Ltd. is engaged in production of three types of Fruit Juices:
Apple, Orange and Mixed Fruit.
The following cost data for the month of March 20X1 are as under: -
Particulars Apple Orange Mixed Fruit
—  Units produced and sold 10,000 15,000 20,000
— Material per unit (X) 8 6 5
— Direct Labour per unit () 5 4 3
— No. of Purchase Orders 34 32 14
— No. of Deliveries 110 64 52
—  Shelf Stocking Hours 110 160 170
Overheads incurred by the company during the month are as under: -
Particulars )
— Ordering costs 64,000
— Delivery costs 1,58,200
—  Shelf Stocking costs 87,560
Required: -
i) Calculate cost driver’s rate.
ii) Calculate total cost of each product using Activity Based Costing.
(Nov 2020, ICAI SM)
Ans. | i) Calculation Cost Driver’s rate: -
Activity Overhead Cost Cost-driver level Cost driver rate
) )
(A) (B) (€ =(A)/ (B)
— Ordering 64,000 34+32+14 800
= 80 no. of purchase orders
— Delivery 1,58,200 110 + 64 + 52 700
= 226 no. of deliveries
— Shelf stocking 87,560 110 + 160 + 170 199
=440 shelf stocking hours
ii) Calculation of total cost products using Activity Based Costing: -
Particulars Fruits
Apple (X) Orange (X) Mixed Fruit (%)
— Material cost 80,000 90,000 1,00,000
(10,000 x X8) (15,000 x X6) (20,000 x X5)
50,000 60,000 60,000
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— Direct labour Cost (10,000 x X5) (15,000 x X4) (20,000 x X3)
1,30,000 1,50,000 1,60,000
Prime Cost (A) 27,200 25,600 11,200
— Ordering Cost (800 x 34) (800 x 32) (800 x 14)
77,000 44,800 36,400
— Delivery Cost (700 x 110) (700 x 64) (700 x 52)
21,890 31,840 33,830
_ Shelf stocking cost (199 x 110) (199 x 160) (199 x 170)
_ Overhead Cost (B) 1,26,090 1,02,240 81,430
— Total Cost (A +B) 2,56,090 2,52,240 2,41,430
15. | Linex Limited manufactures three products P, Q and R which are similar in nature and are usually
produced runs of 100 units. Product P and R require both machine hours and assembly hours,
whereas product Q requires only machine hours. The overheads incurred by the company during
the first quarter are as under:
Particulars )
Machine Department expenses 18,48,000
IAssembly Department expenses 6,72,000
Setup costs 90,000
Stores receiving cost 1,20,000
Order processing and dispatch 1,80,000
[nspection and Quality control cost 36000
Particulars P Q R
Units produced and sold 15,000 12,000 18,000
Machine hours worked 30,000 hrs 48,000 hrs 54,000 hrs
IAssembly hours worked 15,000 hrs -- 27,000 hrs
(Direct labour hours)
Customers’ orders executed 1,250 1,000 1,500
(In numbers)
Number of requisitions raised 40 30 50
on the stores
Prepare a statement showing details of overhead costs allocated to each product type using
activity-based costing.
(May 2015, MTP May 2019)
Ans. | | Particulars of Cost | CostDriver P Q R Total
Machine Department Machine Hours 4,20,000 6,72,000 7,56,000 18,48,000
Expenses (30,000 x (48,000 x (54,000 x
14) 14) 14)
IAssembly Department] Assembly Hours 2,40,000 -- 4,32,000 6,72,000
Expenses (15,000 x (27,000 x
X16) X16)
Setup Cost No. of Production 30,000 24,000 36,000 90,000
Runs| (150 x %200) (120 x (180 x
3200) 3200)
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Stores Receiving Cost No. of] 40,000 30,000 50,000 1,20,000
Requisitions| (40 x 31,000) (30 x (50 x
Raised on the 31,000) 31,000)
Stores
Order Processing and| No. of Customers 60,000 48,000 72,000 1,80,000
Dispatch Orders Executed| (1,250 x 48) (1,000 x (1,500 x
348) 348)
Inspection and Quality| No. of] 12,000 9,600 14,400 36,000
Control Cost Production Runs (150 x X80)| (120 x X80) (180 x X80)
Overhead (X) 8,02,000 7,83,600 13,60,400 29,46,000
Working note -
*Number of Production Run is 450
P =15,000/100 =150
Q=12,000/100=120
R =18,000/100 = 180
450
Computation of Activity Rate
Cost Pool Cost () [A] Cost Driver [B] Cost Driver Rate ()
[C1=[A]+[B]
Machine Department Expenses 18,48,000 | Machine Hours 14
(1,32,000 hrs.)
Assembly Department Expenses 6,72,000 | Assembly Hours (42,000 16.00
hrs.)
Setup Cost 90,000 | No. of Production Runs 200
(450%)
Stores Receiving Cost 1,20,000 | No. of Requisition Raised on 1,000
the Stores (120)
Order Processing and Dispatch 1,80,000 | No. of Customers Orders 48
Executed (3,750)
Inspection and Quality Control 36,000 | No. of Production Runs 80
(450%)
Total (%) 29,46,000
16. | AML Ltd. is engaged in production of three types of ice-cream products: Coco, Strawberry and
Vanilla. The company presently sells 50,000 units of Coco @25 per unit, Strawberry 20,000
@320 per unit Vanilla 60,000 units @15 per unit. The demand is sensitive to selling price and it
has been demand that every reduction of X1 per unit in selling price, increases the demand for
each product by 10% to the previous level. The company has the production capacity of 60,500
units of Coco, 24,200 units of Strawberry and 72,600 units of Vanilla. The company marks up
25% on cost of the product.
The Company management decides to apply ABC analysis. For this purpose it identifies four
activities and the rates as follows:
Activity Cost Rate
Ordering X800 per purchase order
Delivery X700 per delivery
Shelf stocking X199 per hour
Customer support and assistance of X1.10 p.u. sold.
The other relevant information for the products are as follows:
Particulars Coco Strawberry Vanilla
Direct Material p. u. () 8 6 5
. I
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Direct Labour p.u. () 5 4 3
No. of purchase orders 35 30 15
No. of deliveries 112 66 48
Shelf stocking hours 130 150 160
Under the traditional cost system, support costs are charged @ 30% of prime cost as customer
support and assistance.
Required: -
a) Calculation target cost for each product after a reduction of selling price required to achieve
the sales equal to the production capacity.
b) Calculate the total cost and unit cost of each product at the maximum level using traditional
costing.
c) Calculate the total cost and unit cost of each product at the maximum level using activity-
based costing.
d) Compare the cost of each product calculated in (i) and (ii) with (iii) and comment on it.
(May 2010)
Ans. | a) Cost of products under target costing
Demand unit and selling
Coco Strawberry Vanilla
Selling Price Demand | Selling Price Demand Selling Price | Demand
25 50,000 20 20,000 15 60,000
24 55,000 19 22,000 14 66,000
23 60,500 18 24,200 13 72,600
Target cost of each product after reduction in selling price: -
Particulars Coco | Strawberry | Vanilla
Selling price after reduction 23.00 18.00 13.00
Less: Profit marks up 25% on cost i.e.; 20% on selling 4.60 3.60 2.60
price
Target cost of production (per unit) 18.40 14.40 10.40
b) Cost of product under traditional costing: -
Particulars Coco Strawberry Vanilla
Units 60,500 24,200 72,600
Material cost (8,6,5, per unit) 8 6 5
Labour cost (5,4,3 per unit) 5 4 3
Prime cost 13 10 8
Store support costs (30% of prime) 3.90 3 2.40
Cost per unit 16.90 13.00 10.40
c) Cost of product under activity-based costing: -
Particulars Coco () Strawberry (X) | Vanilla (X)
Units (A) 60,500 24,200 72,600
Material cost 4,84,000 1,45,200 3,63,000
(60,500 X 8) (24,200X 6)| (72,600X5)
Labour cost 3,02,500 96,300 2,17,800
(60,500X5) (24,200X4)| (72,600X3)
Prime cost 7,86,500 2,42,000 5,80,800
Ordering cost @ 800 (35, 30, 15) 28,000 24,000 12,000
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Delivery cost @ 700 (112, 66, 48) 78,400 46,200 33,600
Shelf stocking @199, (130, 150, 160) 25,870 29,850 31,840
Customer Support @ X1.10 Per unit (60,500, 66,550 26,620 79,860
24200, 72600)

Total cost (B) 9,85,320 3,68,670 7,38,100
Cost Per unit (B + A) 16.29 15.23 10.17

d) Comparative Analysis of cost of production (X

Particulars Coco (X) Strawberry (X) Vanilla (X)
a) As per Target Costing 18.40 14.40 10.40
b) As per traditional Costing 16.90 13.00 10.40
c) As per Activity Based Costing 16.29 15.23 10.17

Note: -

Cost of product of strawberry is higher in ABC method in comparison to activity based costing
and traditional methods. It indicated that actual profit under target costing is less than targeted.
For remaining two products ABC is most suitable.

17.

MNP suits is ready to - wear suit manufacturer. It has two wholesale channel customers, and two
retail-channel customers.

MNP suits has developed the following activity-based costing system:

Activity Cost Driver Rate in 20X2
Order processing Number of purchase orders X1,225 per orders
Sales visits Number of customer visits X 7,150 per visit
Delivery - regular Number of regular deliveries X 1,500 per delivery
Delivery-rushed Number of rushed deliveries X 4,250 per delivery

List selling price per suitis X1,000 and average cost per suit X550.

The CEO of MNP suits wants to evaluate the profitability of each of the four customers in 20X1 to
explore opportunities for increasing profitability of his company in 20X2. The following data are
available for 20X1:

Particulars Item Wholesale customers Retail Customers
w H R T
Total number of orders 44 62 212 250
Total number of sales visits 8 12 22 20
Regular deliveries 41 48 166 190
Rush deliveries 3 14 46 60
IAverage number of suits per order 400 200 30 25
IAverage selling price per suit 700 800 | 850 3900

Required: -

a) Calculate the customers-level operating income in 20X1.

b) What do you recommend to CEO of MNP suits to do to increase the Company’s’ operating
income in 20X27?

c) Assume MNP suits distribution channel costs are X17,50,000 for its wholesale customers
and X10,50,000 for the retail customers. Also, assume that its corporate sustaining costs are
%12,50,000. Prepare income statement of MNP suits for 20X1.

(Nov. 2004)
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Ans. | a) Computation of Customer level operating income in 20X1: -
Whole Sale Customer Retail Customer
Particulars W (X) H () R () T (X)
a) Revenues (at price list) 44 x 400 x 62 x 200 x 212 x 30 = 250 x 25 x
1,000 = 1,000 = 1,000 = 1,000 =
1,76,00,000 1,24,00,000 63,60,000 62,50,000
b) Discount 44 x 400 x 30 62 x 200 x 212 x 30 x 150 250 x 25 x
0 (i.e. 1,000 - | 200 (i.e. 1000 (ie.100-850) | 100 (i.e. 1,000
700) = - 800)= =9,54,000 | - 900) =
52,80,000 24,80,000 6,25,000
c) Revenue at actual price (A - 1,23,20,000 99,20,000 54,06,000 56,25,000
B)
d) Cost of goods sold 44 x 400 x 62 x 200 x 212 x 30 x 550 250 x 25 «x
550 = 550 = =34,98,000 550 =
96,80,000 68,20,000 34,37,500
e) Gross Margin (C-D) 26,40,000 31,00,000 19,08,000 21,87,500
f) Operating cost at customer
level
i) Order processing 44 x 31,225 = 62 x%1,225 = 212 x x X1,225 250 x X1,225=
53,900 75,950 =2,59,700 306250
ii) Expense Sales visit 8 x 37,150 = 12 xX7150 = 22 x%7,150 = 20 x 7,150 =
57,200 85,800 1,57,300 1,43,0 00
iii) Expense on regular’s 41 x 1,500 = 48 x 31,500 = 166 x 31,500 = 190 x ¥1,500
delivery 61,500 72,000 2,49,000 =2,85,000
iv) Expense on rushed 3% 4,250 = 14 x X4,250 = 46 x %4,250 = 60 x 34,250 =
delivery 12,750 59,500 1,95,500 2,55,000
g) Total operating cost at 1,85,350 2,93,250 8,61,500 9,89,250
customer level
h) Operating income at 24,54,650 28,06,750 10,46,500 11,98,250
customer level (E-G)
i) Operating Income -as 19.92% 28.29% 19.35% 21.30%
percentage of revenue
income at customer level
(H/C x 100)
b) Before giving our opinion to CEO of MNP suits for increasing the company’s operating
income in 20X2, we first see the key challenges faced by the CEO.
1) Reduce level of price discounting, especially by the wholesale customer ‘W’.
2) Reduce level of ‘Customer level costs’, especially by retail customers R & T.
ABC analysis highlights some to problem areas regarding the customers R & T. Such as:
a) High number of customer visits.
b) High number of orders.
¢) High number of regular-and rushed deliveries.
So, our opinion is - CEO should reduce such high level of activities without reducing
customer revenues.
¢) Income Statement of MNP SUITS FOR 20X1: -
Particulars Whole State Customer (X) | Retail Customers (X) | Total (X)
a) Operating income at 24,54,650 +28,06,750 =| 10,46,500+11,98,250 = 75,06,150
customer level 52,61,400 22,44,750
b) Distribution channel 17,50,000 10,50,000| 28,00,000
cost
. I
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c) Operating income at 35,11,400 11,94,750| 47,06,150
distribution channel
level (A-B)

d) corporate sustaining — —1| 12,50,000
cost

e) Operating Income [C- — —1| 34,56,150
D]

18. | Speedo Limited is a specialist car manufacturer that produces various models of cars. The
organization is due to celebrate its 100th anniversary next year. To mark the occasion, Speedo
Limited intends to produce a sports car; the Model Royal. As this will be a special edition,
production will be limited to 1,000 numbers of Model Royal Cars.

Speedo Limited is considering using a target costing approach and has conducted market
research to determine the features that consumers require in a sports car. Based on this market
research and knowledge of competitor’s products, company has decided to price the Model Royal
at39.75 Lacs. Company requires an operating profit margin of 25% of the selling price of the car.
Details for the forthcoming year are as follows:
Forecast of direct costs for a Model Royal Car -
Labour X2,50,000
Material X 4,75,000
Forecast of annual overhead costs-
Particulars Xinlacs Cost driver
Production line cost 2,310 See note 1
Transportation costs 900 See not 2
Note: 1: -
The production line that would be used for Model Royal has a capacity of 60,000 machine hours
per year. The production line time required for Model Royal is 6 machine hours per car. This
production line will also be used to make other cars and will be working at full capacity.
Note 2: -
Some models of cars are delivered to showrooms using car transporters. 60% of the
transportation costs are related to the number of deliveries made. 40% of the transportation
costs are related to the distance travelled. The car transporters have forecast to make a total of
640 deliveries in the year and carry 10 cars each time. The car transporter will always carry its
maximum capacity of 10 cars.
The total annual distance travelled by car transporters is expected to be 2,25,000 kms. 50,000
kms of this is for the delivery of Model Royal cars only. All 1,000 Model Royal cars that will be
produced will be delivered in the year using the car transporters.
Required: -
a) Calculate the forecast total cost of producing and delivering a Model Royal car using Activity
Based Costing principles to assign the overhead costs.
b) Calculate the cost gap that currently exists between the forecast total cost and the target
total cost of a Model Royal car.

(Nov 2016)

Ans. | a) Target cost, forecast total cost and cost Gap: -

Particulars (X) per Car
Target selling price per car 9,75,000.00
Less: Target profit on the above selling price (9,75,000 x 25%) 2,43,750.00
1) Target Total Cost 7,31,250.00
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2) Forecast total costs:

Material 4,75,000.00
Labour 2,50,000.00
OH (WN 1) 39,537.50 7,64,537.50

(33,287.50)
b) Cost Gap. Between forecast total cost and the target cost (1-2)
(cost reduction required)

Working notes-

1) Allocation of production line cost
Total Cost =23,10,00,000
Total Machine hours = 60,000 machine hours
23,10,00,000
60,000
ii) Machine hour for Model Royal = 6 hours per car x 1000 cars = 6000 machine hours AxB)
Production line cost for new model = 6000xX 3850 = 2,31,00,000
2) Transportation
i) Transportation cost=9,00,00,000
60% of transportation cost = 9,00,00,000x60% = 5,40,00,000
Total number of deliveries = 640x10 = 6400

24000000 . 1000 = 84,37,500
400

6
ii) Transportation cost=9,00,00,000
40% of transportation cost = 9,00,00,000x40% = 3,60,00,000

Total distance travelled = 2,25,000 kms
3,60,00,000

x 50000 = 80,00,000
225000

Total overhead for 1,000 cars of model Royal = 2,31,00,000 + 84,37,500 + 80,00,000 =
3,95,37,500
~, Overhead cost per car = Total Overhead Cost + 1,000 cars = 39,537.5

i) Per machine hour cost = =3 3,850 Per machine hours

Overhead cost =

Overhead cost =

19. | M/s. HMB Limited is producing a product in 10 batches each of 15,000 units in a year and
incurring following overheads their on: -

Particulars )
Material procurement 22,50,000
Maintenance 17,30,000
Set-up 6,84,500
Quality control 5,14,800

The prime costs for the year amounted to X3,01,39,000.
The company is using currently the method of absorbing overheads on the basis of prime cost.
Now it wants to shift to activity-based costing.

Information relevant to Activity drivers for a year are as under: -

Activity Driver )
No. of purchase orders 1,500
Maintenance hours 9,080
No. of set-ups 2,250
No. of inspections 2,710

The company has produced a batch of 15,000 units and has incurred 326,38,700 and X3,75,200
on materials and wages respectively.
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The usage of activities of the said batch are as follows:
Material orders 48 orders
Maintenance hours 810 hours
No. of set-ups 40
No. of inspections 25
You are required to: -
a) Find out cost of product per unit on absorption costing basis for the said batch.
b) Determine cost driver rate, total cost and cost per unit of output of the said batch on the
basis of activity-based costing.
(Nov.2018)
Ans. | Overhead Absorption Rate =2179390 100 =17.18%
3,01,39,000
a) Cost of Product Under Absorption Costing: -
Item of Cost Amount (X)
Material 26,38,700
Wages 3,75,200
Prime Cost 30,13,900
Overheads: 30,13,900X 17.18% 5,17,788
Total Cost 35,31,688
Units 15,000
Cost per unit 235.44
b) Cost driver rate, total cost and cost per unit on the basis of activity-based costing
method Absorption Costing: -
Activity ) Activity Cost Driver Volume
Material Procurement 22,50,000 1,500 1,500
Maintenance 17,30,000 9,080 190.53
Setup 6,84,500 2,250 304.22
Quality Control 5,14,800 2,710 189.96
Calculation of total Cost and cost per unit: -
Item of Cost Amount (%)
Material 26,38,700
Wages 3,75,200
Prime Cost 30,13,900
Material Purchase (zzi?:(,)(:)oo X 48) 72,000
Maintenance (171'93’(;';30 X 810) 1,54,328
6,84,500
Setup ( 2250 X 40) 12,169
Quality Control (——5';47';330 X 25) 4,749
Total Cost ' 32,57,146
Unit 15,000
Cost per unit 217.14
20. | PQR Ltd. is engaged in the production of three products P. Q, R. The company calculates Activity
Cost Rates on the basis of Cost Driver capacity which is provided as below:
Activity Cost Driver Cost Driver Capacity Cost (X)
Direct Labour hours | Labour hours 30,000 Labour hours 3,00,000
Production runs No. of Production runs 600 Production runs 1,80,000
Quality Inspections | No. of Inspection 8,000 Inspections 2,40,000
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The consumption of activities during the period is as under:
Activity/Products P Q R

Direct Labour hours 10,000 8,000 6,000

Production runs 200 180 160

Quality Inspection 3,000 2,500 1,500

You are required to:

i) Compute the costs allocated to each Activity.

ii) Calculate the cost of unused capacity for each Activity.

iii) A potential customer has approached the company for supply of 12,000 units of new
product ‘S’ to be delivered in lots of 1,500 units per quarter. This will involve an initial
design cost of 330,000 and per quarter production will involve the following:

Direct Material 18,000

Direct Labour hours 1,500 hours

No. of Production runs 15

No. of Quality Inspection 250

Prepare cost sheet segregating Direct and Indirect costs and compute the Sales value per quarter
of product ‘S’ using ABC system considering a markup of 20% on cost.
(July 2021)
Ans. | i) Statement of cost allocation to each product from each activity
Product
P(X) QR R(X) Total (X)

Direct  Labour 1,00,000 80,000 60,000 2,40,000

hours (Refer to| (10,000 Labour| (8,000 Labour (6,000 Labour

working note) hours x 10) hours x X10) hours x X10)

Production runs 60,000 54,000 48,000 1,62,000

(Refer to (200 Production (180 Production (160 Production

working note) runs x 3.300) runs x X-300) runs x X 300)

Quality 90,000 75,000 45,000 2,10,000

Inspections (3,000 (2,500 (1,500

(Refer to Inspections x Inspections x Inspections x

working note) 330) X 30) X30)

Working Note:
Rate per unit of cost driver

Direct Labour hours (%3,00,000/30,000 Labour hours) %10 per Labour hour

Production runs (X 1,80,000/600 Production runs) X300 per Production run

Quality Inspection (X 2,40,000/8,000 Inspections) X 30 per Inspection

ii) Computation of cost of unused capacity for each activity

Particulars )

Direct Labour hours [(X 3,00,000 - X 2,40,000) or (6,000 x X 10)] 60,000

Production runs [(X 1,80,000 - X 1,62,000) or (60 x X 300)] 18,000

Quality Inspection [(X 2,40,000 - X 2,10,000) or (1,000 x X 30)] 30,000

Total cost of unused capacity 1,08,000

888 888 0402 support@escholars.in | 33 I




www.escholars.in

iii) Cost sheet and Computation of Sales value per quarter of product ‘S’ using ABC system

Particulars )

1500 units of product ‘S’ to be delivered per quarter

Initial design cost per quarter (X 30,000 / 8 quarters) 3,750
Direct Material Cost 18,000
Direct Labour Cost (1,500 Labour hours x X 10) 15,000
Direct Costs (A) 36,750
Set up Cost (15 Production runs x X 300) 4,500
Inspection Cost (250 Inspections x X 30) 7,500
Indirect Costs (B) 12,000
Total Cost (A + B) 48,750
Add: Mark-up (20% on cost) 9,750
Sale Value 58,500
Selling Price per unit ‘S’ (X 58,500/1500 units) 39

21.

ABC Limited manufactures two radio models, the Nova which has been produced for five years
and sells for X900, and the Royal, a new model introduced in early 20X1, which sells for X1,140.
Based on the toy, income statement for the year 20X1-X2, a decision has been made to
concentrate ABC Limited's marketing resources on the Royal model and to begin phase out the
Nova model.
ABC Limited Income statement
for the year ending March 31,20X2

Royal Model Nova Model Total

Sales 45,60,000 1,98,00,000 2,43,60,000
Cost of Goods sold 31,92,000 1,25,40.000 1,57,32,000
Gross margin 13,68,000 72,60,000 86,28,000
Selling & Administrative 9,78,000 58,30,000 68,08,000
Expenses

Net income 3.90,000 14,30,000 18,20,000
Unit Produced and sold 4,000 22,000

Net income per unit sold 97.50 65

The standard unit costs for the Royal and Nova models are as follows:
Royal Model Nova Model

X R
Direct materials 584 208
Direct Labour
Royal (3.5 hrs xX12) 42
Nova (1.5 hrs x X12) 18
Machine usage
Royal (4 hrs xX18) 72
Nova (8 hrs x X18) 144
Manufacturing overheads
(Applied on the basis of machine
hours at a pre-determined rate of
%25 per hour)
Standard cost

=
(=]
DN
o

9

N
[oo]
U1
[e]

ABC Ltd.'s Controller is advocating the use of activity-based costing and - sed cost Management
and has gathered the following information the company’s manufacturing overheads cost for the
year ending March 31, 20X2.
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Activity centre Traceable Number of Events
(Cost driver) costs Royal Nova Total
X
Soldering (Number of solder joints) 9,42,000 3,85,000 | 11,85,000 15,70,000
shipments (Number of shipments) 8,60,000 3,800 16,200 20,000
Quality control (Number inspections) 12,40,000 21,300 56,200 77,5000
Purchase orders
(Number of orders) 9,50,400 1,09,900 80,100 1,90,000
Machine Power
(Machine hours) 57,600 16,000 1,76,000 1,92,000
Machine setups
(Number of setups) 7,50,000 14,000 16,000 30,000
Total Traceable costs 48,00,000
Required:
i) Prepare a statement showing allocation of manufacturing overheads using the principles
of activity-based costing.
ii) Prepare a statement showing product cost and profitability using activity-based costing.
iii) Should ABC Ltd. continue to emphasize the Royal model and phase out the Nova model?
Discuss.
(Nov. 2005)
Ans. | i) Statement showing allocation of manufacturing overheads using the principles of
Activity Based Costing:
Particulars Cost allocation Royal Nova Total
basis Royal
Soldering 385:1185 2,31,000 7,11,000 9,42,000
Shipments 38:162 1,63,400 6,96,600 8,60,000
Quality control 213:562 3,40,800 8,99,200 12,40,000
Purchase orders 109900:80100 549,731 4,00,669 9,50,400
Machine power 16:176 4,800 52,800 57,600
Machine setups 14:16 3,50,000 4,00,000 7,50,000
16,39,731 | 31,60,269 | 48,00,000
Unit produced & sold 4,000 22,000
Manufacturing 409.93 143.65
Overheads cost p.u.
ii) Statement showing product cost and profitability using Activity Based Costing:
Particulars Royal Nova
Direct Materials 584.000 208.000
Direct Labour 42.000 18.000
Machine Usage 72.000 144.000
Manufacturing Overheads (as per ABC) 409.975 143.640
Cost 1107.975 513.64
Selling and Dist. Ohs 244.50 265.00
Cost of Sales 1,352.475 778.640
Profit (212.475) 121.36
Sales 1,140.00 900.00
iii) Statement showing Net Income
Particulars Royal Nova Total
Gross margin/unit 32.02 386.36
Gross Margin 1,28,080 84,99,920 86,28,000
Selling Adm. Expenses 9,78,000 58,30,000 68,08,000
Net Income (8,49,920) 26,69,920 18,20,000
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iv) Company should not emphasise the royal model and should emphasise more on Nova
Model and phase out the Royal Model gradually. Rather, the pricing of Royal Model is
required to be corrected.

22. | The profit margin of BABY Hairclips Company were over 20% of sales producing BROWN and

BLACK hairclips.

During the last year, GREEN hairclips had been introduced at 10% premium in selling price after

the introduction of YELLOW hairclips earlier five years back at 10/3% premium. However, the

manager of the company is disheartened with the sales figure for the current financial year as
follows:

Traditional Income Statement (inX)

Brown Black Yellow Green Total
Sales 1,50,00,000 | 1,20,00,000 | 27,90,000 | 3,30,000 | 3,01,20,000
Material Costs 50,00,000 40,00,000 9,36,000 | 1,10,000 | 1,00,46,000
Direct Labour 20,00,000 16,00,000 3,60,000 40,000 40,00,000
Overhead (3 times 60,00,000 48,00,000 | 10,80,000 | 1,20,000 | 1,20,00,000
of direct labour)
Total Operating 20,00,000 16,00,000 4,14,000 60,000 40,74,000
Income
Return on Sales 13.3% 13.3% 14.8% 18.2% 13.5%
(in %)

It is a known fact that customers are ready to pay premium amount for YELLOW and GREEN

hairclips for their attractiveness; and the percentage returns are also high on new products.

At present, all of the Plant’s indirect expenses are allocated to the products at 3 times of the direct

labour expenses. However, the manager is interested in allocating indirect expenses on the basis

of activity cost to reveal real earner.

He provides support expenses category-wise as follows:

Support Expenses )
Indirect Labour 40,00,000
Labour Incentives 32,00,000
Computer Systems 20,00,000
Machinery depreciation 16,00,000
Machine maintenance 8,00,000
Energy for machinery 4,00,000
Total 1,20,00,000
He provides following additional information for accomplishment of his interest: Incentives to
be allocated @ 40% of labour expenses (both direct and indirect).
Indirect labours are involved mainly in three activities. About half of indirect labour is involved
in handling production runs. Another 40% is required just for the physical changeover from one
color hairclip to another because YELLOW hairclips require substantial labour for preparing the
machine as compared to other colour hairclips. Remaining 10% of the time is spend for
maintaining records of the products in four parts.
Another amount spent on computer system of 320,00,000 is for maintenance of documents
relating to production runs and record keeping of the four products. In aggregate, approx. 80%
of the amount expend is involved in the production run activity and approx. 20% is used to keep
records of the products in four parts.
Other overhead expenses i.e. machinery depreciation, machine maintenance and energy for
machinery are incurred to supply machine capacity to produce all the hairclips (practical
capability of 20,000 hours).
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Activity Cost Drivers:
Particulars Brown Black Yellow | Green Total
Sales Volume (units) 1,00,000 80,000 18,000 2,000 2,00,000
Selling Price (X) 150 150 155 165
Material cost () 50 50 52 55
Machine hours per unit (Hrs) 0.10 0.10 0.10 0.10 20,000
Production runs 100 100 76 24 300
Setup time per run (Hrs) 4 1 6 4
You are required to -
i) CALCULATE operating income and operating income as per percentage of sales using
activity-based costing system.
ii) STATE the reasons for different operating income under traditional income system and
activity-based costing system.
(RTP Nov 2022)
Ans. | i) Calculation of operating income using Activity Based Costing
Calculation of Cost-Driver rate
Overhead Allocation | Overhead Cost-driver Cost
Activity cost cost level driver rate
) ) (§3)
Indirect labour 56,00,000 50% 28,00,000 300 9,333.33
+ 40% for Production runs
incentives 40% 22,40,000 1052* 2,129.28
Setup hours
10% 5,60,000 |4 Number of parts 1,40,000
Computer 20,00,000 80% 16,00,000 300 5,333.33
Systems Production runs
20% 4,00,000 |4 Number of parts 1,00,000
Machinery 100% 16,00,000 20,000 80
depreciation 16,00,000 Machine hours
Machine 8,00,000 100% 8,00,000 20,000 40
Maintenance Machine hours
Energy  for 4,00,000 100% 4,00,000 20,000 20
Machinery Machine hours
*(100x4) +(100x1) + (76 x6) + (24 x 4)
= (400 + 100 + 456 + 96)
= 1052 setup hours
Activity Based Costing
Brown Black Red Green Total
Quantity (units) 1,00,000 80,000 18,000 2,000 2,00,000
(§3) }) () () ()
Sales 1,50,00,000{ 1,20,00,000 27,90,000 3,30,000 3,01,20,000
Less: Material 50,00,000 40,00,000 9,36,000 1,10,000 1,00,46,000
Costs
Less: Direct 20,00,000 16,00,000 3,60,000 40,000 40,00,000
labour
Less: 40% 8,00,000 6,40,000 1,44,000 16,000 16,00,000
incentives on
direct labour
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(A) 72,00,000, 57,60,000f 13,50,000{ 1,64,000 1,44,74,000
Overheads
Indirect labour +
incentives
- 50% based 9,33,333 9,33,333 7,09,334 2,24,000 28,00,000
on Production ((9,333.33x100)| (9,333.33x| (9,333.33x| (9,333.33
runs 100) 76) x 24)

- 40% based 8,51,711 2,12,928 9,70,951 2,04,410 22,40,000
on Setup ((2,129.28x400)| (2,129.28x| (2,129.28x| (2,129.28
hours 100) 456) x 96)

- 10% based 1,40,000 1,40,000 1,40,000 1,40,000 5,60,000
on number of (1,40,000x 1)
parts

Computer

Systems

- 80% based 5,33,333 5,33,333 4,05,334 1,28,000 16,00,000
on (5,333.33x100)| (5,333.33x| (5,333.33x| (5,333.33
Production 100) 76) x 24)
runs

- 20% based 1,00,000 1,00,000 1,00,000 1,00,000 4,00,000
on number of | (1,00,000 x 1)
parts

Machinery 8,00,000 6,40,000 1,44,000 16,000 16,00,000

depreciation (80x0.1x| (80x0.1x| (80x0.1x| (80x0.1x

1,00,000) 80,000) 18,000) 2,000)
Machine 4,00,000 3,20,000 72,000 8,000 8,00,000
Maintenance (40x0.1x| (40x0.1x| (40x0.1x| (40x0.1x

1,00,000) 80,000) 18,000) 2,000)
Energy for 2,00,000 1,60,000 36,000 4,000 4,00,000
Machinery (20x0.1x| (20x0.1x| (20x0.1x| (20x0.1x

1,00,000) 80,000) 18,000) 2,000)
Total Overheads 39,58,377| 30,39,594| 25,77,619| 8,24,410 1,04,00,000
(B)

Operating 32,41,623| 27,20,406| (12,27,619)| (6,60,410) 40,74,000

Income (A-B)

Return on Sales 21.61 22.67 (44.00)| (200.12) 13.53

(%)

ii) The difference in the operating income under the two systems is due to the differences in the
overheads borne by each of the products. The Activity Based Costs appear to be more
accurate.
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Budgets and Budgetary Control
Assignment

Q. No. Question / Answers
1. During the FY 20X1-X2, P Limited has produced 60,000 units operating at 50% capacity level.
The cost structure at the 50% level of activity is as under: -
Particulars )
Direct Material 300 per unit
Direct Wages 100 per unit
Variable Overheads 100 per unit
Direct Expenses 60 per unit
Factory Expenses (25% fixed) 80 per unit
Selling and Distribution Expense (80% Variable) 40 per unit
Office and Administrative Expenses (100% fixed) 20 per unit
The company anticipates that in FY 20X2-X3, the variable costs will go up by 20% and fixed
costs will go up by 15%.
The Selling Price per unit will increase by 10% to I880
Required: -
i) Calculate the budgeted Profit/Loss for the FY 20X1-X2.
ii) Prepare an Expenses budget on marginal cost basis for the FY 20X2-X3 for the company at
50% and 60% level of activity and. Find out the profits at respective levels.
(ICAI SM, May 2013 RTP, Nov. 2014, Modified Nov 2019 RTP & Nov 2020, Modified
MTP May 2020, Modified MTP May 2023)
Ans. i) Calculation of Budgeted profit for the FY 20X1-X2: -

Particulars 60,000 units
Per unit () )
Sales (A) 800.00 4,80,00,000
Variable Costs: -
v’ Direct Material 300.00 1,80,00,000
v’ Direct Wages 100.00 60,00,000
v’ Variable Overheads 100.00 60,00,000
v' Direct Expenses 60.00 36,00,000
¥’ Variable Factory expenses (75% of X 80 p.u) 60.00 36,00,000
¥’ Variable Selling & Dist. exp (80% of X 40 p.u.) 32.00 19,20,000
v Total Variable Cost (B) 652.00 3,91,20,000
¥’ Contribution (C)=(A-B) 148.00 88,80,000
Fixed Costs: -
v’ Office and Admin. Exp. (100%) 12,00,000
v' Fixed Factory exp. (25%) 12,00,000
v' Fixed Selling & Dis. Exp. (20%) 4,80,000
v Total Fixed Costs (D) 28,80,000
v Profit (C-D) 60,00,000
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ii) Expense Budget of P Ltd. for the FY 20X2-X3 at 50% & 60% level: -

Particulars 60,000 units 72,000 units
Per unit ) Per unit )
) )
Sales (A) 880.00 5,28,00,000 880.00 6,33,60,000
Variable Costs: -
v Direct Materials 360.00 2,16,00,000 360.00 2,59,20,000
v Direct Wages 120.00 72,00,000 120.00 86,40,000
v Variable Overheads 120.00 72,00,000 120.00 86,40,000
¥’ Direct Expenses 72.00 43,20,000 72.00 51,84,000
¥’ Variable Factory Expenses 72.00 43,20,000 72.00 51,84,000
v/ Variable Selling & Dist. exp. 38.40 23,04,000 38.40 27,64,800
v’ Total Variable Cost (B) 782.40 4,69,44,000 782.40 5,63,32,800
v’ Contribution (C)=(A—B) 97.60 58,56,000 97.60 70,27,200
Fixed Costs: -
v Office and Admin. Exp (100%) 13,80,000 13,80,000
v’ Fixed Factory exp (25%) 13,80,000 13,80,000
v Fixed Selling & Dist. exp. (20%) 5,52,000 5,52,000
v’ Total Fixed Costs (D) 33,12,000 33,12,000
v Profit (C-D) 25,44,000 37,15,200
An electronic gadget manufacturer has prepared sales budget for the next few months. In this
respect, following figures are available;
Months Electronic gadgets’ sales
January 5,000 units
February 6,000 units
March 7,000 units
April 7,500 units
May 8,000 units

To manufacture an electronic gadget, a standard cost of 31,500 is incurred and it is sold
through dealers at a uniform price of X2,000 per gadget to customers. Dealers are given a
discount of 15% on selling price.

Apart from other materials, two units of batteries are required to manufacture a gadget. The
company wants to hold stock of batteries at the end of each month to cover 30% of next
month’s production and to hold stock of manufactured gadgets to cover 25% of the next
month’s sale.

3,250 units of batteries and 1200 units of manufactured gadgets were in stock on 1st January.

Required:
i) Prepare production budget (in units) for the month of January, February, March and April.
ii) Prepare purchase budget for batteries (in units) for the month of January, February and
March and Calculate profit for the quarter ending on March.
(Nov. 2018, RTP May 2020, Modified July 2021, Modified MTP May 2019, Modified
MTP Nov 2022)
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Ans. i) Preparation of Production Budget (in units);
Particulars January February March April

Demand for the month (units) 5000 6000 7000 7500
Add: 25% of next month’s 1500 1,750 1,875 2,000
demand

Less: Opening Stock (1,200) (1,500) (1,750) (1,875)
Gadgets to be produced 5,300 6,250 7,125 7,625
ii) Preparation of Purchase budget for batteries;

Particulars January February March
Production for the month 5,300 6,250 7,125
(units)

Add: 30% of next month’s 1,875 2,137.5 2,287.5
Production
(30% of 6,250) (30% of 7,125) (30% of 7,625)
Gadgets to be produced 7,175 8,387.5 9,412.5
No. of units required for 14,350 16,775 18,825
production
(7,175X%2 units) (8,387.5%2 units) (9,412.5%2 units)
Less: Opening stock (3,250) (3,750) (4,,275)
(1,875 X2 units) (2137.5 X 2 units)
No. of units to be 11,100 13,025 14,550
purchased
Budgeted Gross Profit for the Quarter January to March
Particulars January February March Total
v Sales in units 5000 6000 7000 18000
v" Netselling price per unit! 1,700 1,700 1,700
v' Sales Revenue 85,00,000 1,02,0,000 | 1,19,00,000 | 3,06,00,000
v Less: Cost of sales
v (Sales unit x Cost per 75,00,000 90,00,000 | 1,05,00,000 | 2,70,00,000
unit)
v' Gross Profit 10,00,000 12,00,000 | 14,00,000 36,00,000
3. Following data is available for DKG and Co: -
Standard Working Hours 8 Hours per day of 5 days per week
Maximum capacity 50 employees
Actual working 40 employees
Actual hours expected-to be worked per four weeks 6,400 hours
Std. hours expected to be earned per four weeks 8,000 hours
Actual hours worked in the four-week period 6,000 hours
Standard hours earned in the four-week period 7,000 hours.
The related period is of 4 weeks. In this period there was a one special day holiday due to
national event.
Calculate the following ratios: -
a) Efficiency Ratio
b) Activity Ratio
c) Calendar Ratio
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d) Standard Capacity Usage Ratio
€) Actual Capacity Usage Ratio.
f) Actual Usage of Budgeted Capacity Ratio.
(ICAI SM, May 2019, Modified Nov. 2019, Modified RTP Nov 2022)

Ans.

a) Efficiency Ratio = S2Rdard Hours . 4 o — ZO0OHOUTS o 10 = 116.67%

Actual Hours - 6,000 Hours

Standard Hours __ 7,000 Hours

= 0,
Budgeted Hours - 6,400 Hours X 100 = 109.375 %

b) Activity Ratio =

Available working days 19 Days
ECYS % 100 = —2X % 100 = 95%

Budgeted working days T 20 Days

c) Calendar Ratio=

Budgeted Hours
£ 100

d) Standard Capacity Usage Ratio=
) pacity g Max.Possible hours in the budgeted period

6,400 Hours
=——— X100 =80%
8,000 Hours

Actual Hours worked

e) Actual Capacity Usage Ratio = x 100

Max. Possible Working Hours in a period

6,000 Hours
=———x100 =75%
8,000 Hours

Actual working Hours

x 100

f) Actual Usage of Budgeted Capacity Ratio = Budgeted Hours

— SO00TOUrS o 100 = 93.75%
6,400 Hours

Workings Notes -

¥v' Maximum Capacity in a budget period

= 50 Employees x 8 Hours X 5 Days X 4 Weeks = 8,000 Hours.
Budgeted Hours

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

Standard Hours. For Actual Output = 7,000 Hours.

Budget No. of Days= 20 Days = 20 Days (4 Weeks X 5 Days)
Actual No. of Days = 20 — 1 = 19 Days

<

<IN NN

Ltd. has prepared budget for the coming year for its two products A and B.
Particulars Product A (X) Product B (X)
Production & Sales unit 6,000 units 9,000 units
Raw material cost per unit 60.00 42.00
Direct labor cost per unit 30.00 18.00
Variable overhead per unit 12.00 6.00
Fixed overhead per unit 8.00 4.00
Selling price per unit 120.00 78.00

After some marketing efforts, the sales quantity of the Product A & B can be increased by 1,500
units and 500 units respectively but for this purpose the variable overhead and fixed overhead
will be increased by 10% and 5% respectively for the both products.
You are required to PREPARE flexible budget for both products:
a) Before marketing efforts
b) After marketing efforts.
(Nov. 2012 RTP, Modified MTP May 2019, Modified Dec 2021, Modified MTP May
2023-11)
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Ans. a) Flexible Budget before marketing efforts:
Product A (X) 6,000 Product B (%) 9,000
Units Units
Per unit Total Per unit Total
Sales 120.00 7,20,000 78.00 7,02,000
Raw material cost 60.00 3,60,000 42.00 3,78,000
Direct labour cost per unit 30.00 1,80,000 18.00 1,62,000
Variable overhead per unit 12.00 72,000 6.00 54,000
Fixed overhead per unit 8.00 48,000 4.00 36,000
Total cost 110.00 6,60,000 70.00 6,30,000
Profit 10.00 60,000 8.00 72,000
b) Flexible Budget after marketing efforts:
Product A (X) 7,500 Product B (%) 9,500
Units Units
Per unit Total Per unit Total
Sales 120.00 9,00,000 78.00 7,41,000
Raw material cost 60.00 4,50,000 42.00 3,99,000
Direct labor cost per unit 30.00 2,25,000 18.00 1,71,000
Variable overhead per unit 13.20 99,000 6.60 62,700
Fixed overhead per unit 6.72 50,400 3.98 37,810
Total cost 109.92 8,24,400 70.58 6,70,510
Profit 10.08 75,600 7.42 70,490
5. A Company manufactures two Products A and B by making use of two types of materials, viz.,
X and Y. Product A requires 10 units of X and 3 units of Y. Product B requires 5 unit of X and 2
units of Y. The price of X is X2 per unit and that of Y is X3 per unit. Standard hours allowed per
product are 4 and 3, respectively. Budgeted wages rate is I8 per hour. Overtime premium is
50% and is payable, if a worker works for more than 40 hours a week. Three are 150 workers.
The Sales Manager has estimated the sale of Product A to be 5,000 units and Product B 10,000
units. The target productivity ratio (or efficiency ratio) for the productive hours worked by
the direct worker in actually manufacturing the product is 80%, in addition, the non-
productive downtime is budgeted at 20% of the productive hours worked. There are twelve
5-day weeks in the budget period and it is anticipated that sales and production will occur
evenly throughout the whole period.
It is anticipated that stock at the beginning of the period will be:
Product A 800 units; Product B 1,680 units. The targeted closing stock expressed in terms of
anticipated activity during the budget period are Product A 12 days sales; Product B 18 days
sales. The opening and closing stock of raw material of X and Y will be maintained according
to requirement to stock position for Product A and B.
You are required to prepare the following for the next period:
a) Material usage and Material purchase budget in terms of quantities and values.
b) Production budget.
c) Wages budget for the direct workers.
(Nov. 2004, Modified May 2006 Modified RTP May 2023)
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Ans. Product Product Material X Material Y Total
Units
Material Total Material Total
usage per usage usage per usage
unit unit
A 5,000 10 50,000 3 15,000 65,000
B 10,000 5 50,000 2 20,000 70,000
1,00,000 35,000 | 1,35,000
a) Material Purchase Budget;
Particulars Material X Material Y Total
v' Material usage as per budget 1,00,000 35,000
v' Add: Closing Stock of material
v"  Material X:
v" 1,000 x 10 = 10,000(Note-2)
v 3,000 x5 =15,000 25,000
v"  Material Y:
v" 1,000 x 3 =3,000(Note-2)
v" 3,000 x 2=6,000 9,000
1,25,000 44,000
v Less: Opening Stock
v"  Material X:
v 800 x 10 =8,000
v 1,680 x 5=28,400 16,400
v" Material Y:
v' 800 x 3 =2,400
v 1,680 x 2 =3,360 5,760
v'Material Purchase in Quantity 1,08,600 38,240 1,46,840
v" Cost/Unit X2 33
v" Cost of purchase 2,17,200 1,14,720 3,31,920
Note:
1) Opening stock is based on the quantity of product A and B.
2) Closing stock:
Product A= (5,000/12*5*%12) = 1000
Product B=(10,000/12*5*18) = 3000
b) Production Budget;
Particulars Product A (Units) Product B (Units)
v' Sales 5,000 10,000
v" Add: Closing Stock 1,000 3,000
6,000 13,000
v" Less: Opening Stock 800 1,680
v Production 5,200 11,320
[
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c) Wages budget

Wages Budget ProductA | ProductB Total
(hrs.) (hrs.) (hrs.)
Std. hours
20,800 33,960 54,760
(5,200 x 4) | (11,320 x 3)
Std. hour at 100% (54,760 x =) 68,450
Add: non-productive time 13,690
(68,450 x 20%)
Labor hours required for production 82,140
(150 workers X 8 hours X 60 days) 72,000
Overtime 10,140
Wages for normal hours (72,000 x 8) =X 5,76,000
Wages for overtime (10,140 X 8 x 1.5) =X 1,21,680
Total Wages =X 6,97,680
6. Float glass Manufacturing Company requires you to Prepare the Master budget for the next
year from the following information: -
Sales;
Toughened G ass X6,00,000
Bent Glass X2,00,000
Direct Material cost 60% of sales
Direct Wages 20 workers @ X 150 per month
Factory overheads:
Indirect labour
Works’ manager X500 per month
Foreman 3400 per month
Stores and spares 2.5% on sales
Depreciation on machinery 312,600
Light and power X 3,000
Repairs and maintenance 38,000
Other Sundries 10% on direct wages
Administration, Selling and distribution expenses X 36,000 per year
(ICAI SM, Modified MTP Nov. 2020, MTP May 2022)
Ans. Master Budget for the year ending
Particulars )
v Sales;
v Toughened Glass 6,00,000
v Bent Glass 2,00,000
v Total Sales 8,00,000
v Less: Cost of production:
v’ Direct materials (60% of X 8,00,000) 4,80,000
v’ Direct wages (20 workers x X 150 x 12 Months) 36,000
v Prime Cost 5,16,000
v Fixed Factory Overhead:
v Works Manager’s salary (500x12) 6,000
v Foreman'’s Salary (400x12) 4,800
v’ Depreciation 12,600
v Light and power (assumed fixed) 3,000 26,400
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v/ Variable Factory Overhead:
v Stores and spares 20,000
v’ Repairs and maintenance 8,000
v’ Sundry expenses 3,600 31,600
v Works Cost 5,74,000
v’ Gross Profit (Sales—Works’ cost) 2,26,000
v’ Less: Administration, Selling and distribution expenses 36,000
v Net Profit 1,90,000
7. The accountant of manufacturing company provides you the following details for year 20X1-
X2:
Particulars Amount (X)
Direct materials 28,00,000
Direct Wages 16,00,000
Fixed factory overheads 16,00,000
Variable factory overheads 16,00,000
Other variable costs 12,80,000
Other fixed costs 12,80,000
Profit 18,40,000
Sales 1,20,00,000
During the year, the company manufactured two products A and B and the output and costs
were:
Particulars A B
Output (units) 2,00,000 1,00,000
Selling price per unit X32.00 X56.00
Direct materials per unit 38.00 312.00
Direct wages per unit 34.00 38.00
Variable factory overhead is absorbed as a percentage of direct wages. Other variable costs
have been computed as: Product A X 4.00 per unit; and B X 4.80 per unit.
During 20X2-X3, it is expected that the demand for product A will fall by 25% and for B by
50%. It is decided to manufacture a new product C, the cost for which is estimated as follows:
Particulars A
Output (units) 2,00,000
Selling price per unit 328.00
Direct materials per unit 640
Direct wages per unit 34.00
It is anticipated that the other variable costs per unit of Product C will be same as for product
A.
PREPARE a budget to present to the management, showing the current position and the
position for 20X2-X3. COMMENT on the comparative results.
(RTP Nov. 2021, RTP Nov. 2020 Modified, Modified ICAI SM)
Ans. Budget Showing Current Position and Position for 20X2-X3
Position for 20X1-X2 Position for 20X2-X3
A B Total A B C Total
(A+B) (A+B+(C)
Sales (units) 2,00,000 1,00,000 - 1,50,000 50,000/ 2,00,000 -
® ® ) ® ® Q) Q)
(A) Sales 64,00,000, 56,00,000| 1,20,00,000, 48,00,000f 28,00,000|56,00,000| 1,32,00,000
[
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Direct Material| 16,00,000( 12,00,000 28,00,000{ 12,00,000 6,00,000| 12,80,000 30,80,000
Direct wages 8,00,000 8,00,000 16,00,000 6,00,000 4,00,000| 8,00,000 18,00,000
Factory 8,00,000 8,00,000 16,00,000 6,00,000 4,00,000| 8,00,000 18,00,000
overhead
(variable)
Other variable 8,00,000 4,80,000 12,80,000 6,00,000 2,40,000| 8,00,000 16,40,000
costs
(B) Marginal 40,00,000{ 32,80,000 72,80,000/ 30,00,000{ 16,40,000{ 36,80,000 83,20,000
Cost
Q 24,00,000| 23,20,000 47,20,000/ 18,00,000/ 11,60,000(19,20,000 48,80,000
Contribution
(A-B)
Fixed costs
- Factory 16,00,000 16,00,000
- Others 12,80,000 12,80,000
(D) Total fixed 28,80,000 28,80,000
cost
Profit (C - D) 18,40,000 20,00,000
Comments: Introduction of Product C is likely to increase profit by X 1,60,000 (i.e., from
X18,40,000 to X 20,00,000) in 20X2-X3 as compared to 20X1-X2 even if the demand for
Product A & B falls. Therefore, introduction of product C is recommended.
8. K Ltd. produces and markets a very popular product called ‘X’. The company is interested in
presenting its budget for the second quarter of 20X1.
The following information are made available for this purpose: -
It expects to sell 1,50,000 bags of ‘X’ during the second quarter of 20X1 at the selling price of
X 1,200 per bag.
Each bag of ‘X’ requires 2.5 meter. Of raw-material ‘Y’ and 7.5 meter. Of raw-Material ‘Z".
Stock levels are planned as follows: -
Particulars Beginning of Quarter | End of Quarter
Finished Bags of ‘X’ (Nos.) 45,000 33,000
Raw-Material ‘Y’ (meter) 96,000 78,000
Raw-Material Z’ (Meter) 1,71,000 1,41,000
Empty Bag (Nos.) 1,11,000 84,000
‘Y’ Cost X 160 per mtr., Z’ costs X 30 per mtr. And ‘Empty Bag’ costs X 110 each.
It requires 9 minutes of direct labour to produce and fill one bag of ‘X’ Labour cost is X 70 per
hour.
Variable manufacturing costs are X 60 per bag. Fixed manufacturing costs X 40,00,000 per
quarter.
Variable selling and administration expenses are 5% of sales and fixed administration and
selling expenses are X 3,75,000 per quarter.
Required: -
a) Prepare a production budget for the said quarter in quantity.
b) Prepare a raw-Material purchase budget for Y’, Z’ and ‘Empty Bags’ for the said quarter
in quantity as well as in rupees.
c) Compute the budgeted variable cost to produce one bag of ‘X
(ICAI SM, Modified MTP Nov 2019, Modified MTP May 2023-II)
Ans. a) Production Budget of X’ for the Second Quarter: -
Particulars Bags (Nos.)
v Budgeted Sales 1,50,000
¥v" Add: Desired Closing Stock 33,000
[
888 888 0402 support@escholars.in I 9 |




www.escholars.in

¥ Total Requirements 1,83,000
¥’ Less: Opening Stock (45,000)
¥v" Required Production 1,38,000
b) Raw-Materials Purchase Budget in Quantity as well as in X for 1,38,000 Bags of ‘X’:
Particulars Y’ VA Empty Bags
Mtr. Mtr. Nos.
¥ Production Requirements 2.5 7.5 1.0
v Per bag of ‘X’
¥v" Requirement for Production 3,45,000 10,35,000 1,38,000
(1,38,000 x 2.5) | (1,38,000 x 7.5) | (1,38,000 x 1)
v Add: Desired Closing Stock 78,000 1,41,000 84,000
v Total Requirements 4,23,000 11,76,000 2,22,000
v Less: Opening Stock (96,000) (1,71,000) (1,11,000)
v Quantity to be purchased 3,27,000 10,05,000 1,11,000
v’ Cost per mtr./Bag X160 %30 X110
v' Cost of Purchase (%) 5,23,20,000 3,01,50,000 1,22,10,000

c) Computation of Budgeted Variable Cost of Production of 1 Bag of ‘X’: -

Particulars )
v' Raw-Material
v Y 2.5mtr @ 160 400.00
v 77.5mtr @ 30 225.00
v' Empty Bag 110.00
v' Direct Labour (X 70x9 minutes/60minutes) 10.50
v’ Variable Manufacturing Overheads) 60.00
v’ Variable Cost of Production per bag 805.50
9. You are given the following data of a manufacturing concern;
Particulars )
Variable Expenses (at 50% capacity):
Materials 48,00,000
Labour 51,20,000
Others 7,60,000
Semi-variable expenses (at 50% capacity):
Maintenance and Repairs 5,00,000
Indirect Labour 19,80,000
Sales Dept. Salaries 5,80,000
Sundry Administrative Expenses 5,20,000
Fixed Expenses:
Wages & Salaries 16,80,000
Rent, Rates and Taxes 11,20,000
Depreciation 14,00,000
Sundry Administration Exp. 17,80,000

The fixed expenses remain constant for all levels of production. Semi-variable expenses
remain constant between 45% and 65% of capacity whereas it increases by 10% between
65% and 80% capacity and by 20% between 80% and 100% capacity.
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Sales at various levels are as under: -
Capacity Sales (X)
75% 2,40,00,000
100% 3,20,00,000
Prepare flexible budget at 75% and 100% capacity.
(May 2017, ICAI SM Modified)
Ans. Flexible Budget: -
Particulars 75% () 100% (X)
Sales 2,40,00,000 3,20,00,000
Variable Expenses;
v' Materials 72,00,000 96,00,000
v" Labour 76,80,000 1,02,40,000
v' Others 11,40,000 15,20,000
v'  Total Variable Expense (A) 1,60,20,000 2,13,60,000
Semi-Variable Expenses;
v/ Maintenance & repairs 5,50,000 6,00,000
[(5,00,000 + [(5,00,000 +
(10% x 5,00,000) (20% x
5,00,000)
v" Indirect Labour 21,78,000 23,76,000
[(19,80,000 + [(19,80,000 +
(10% x (20% x
19,80,000) 19,80,000)
v Sales Department Salaries 6,38,000 6,96,000
[(5,80,000 + [(5,80,000 +
(10% x 5,80,000) (20% x
5,80,000)
v" Sundry Administration expenses 5,72,000 6,24,000
[(5,20,000 + [(5,20,000 +
(10% x 5,20,000) (20% x
5,20,000)
v' Total Semi-Variable Expenses (B) 39,38,000 42,96,000
Fixed Expenses;
v Wages and Salaries 16,80,000 16,80,000
v" Rent, Rates, Taxes 11,20,000 11,20,000
v Depreciation 14,00,000 14,00,000
v Sundry Administration Expenses 17,80,000 17,80,000
v' Total Fixed Expenses (C) 59,80,000 59,80,000
v Profit (Sales—A—B—C) (19,38,000) 3,64,000
10. A single product company estimated its quarter-wise sales for the next year as under: -
Quarter Sales (units)
I 30,000
Il 37,500
11 41,250
Y% 45,000
The opening stock of finished goods is 6,000 units and the company expects to maintain the
closing stock of finished goods at 12,250 units at the end of the year. The production pattern
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in each quarter is based on 80% of the sales of the current quarter and 20% of the sales of the
next quarter. The company maintains this 20% of sales of next quarter as closing stock of
current quarter.

The opening stock of raw materials in the beginning of the year is 10,000 kg. and the closing
stock at the end of the year is required to be maintained at 5,000 kg. Each unit of finished
output requires 2 kg. of raw materials.

The company proposes to purchase the entire annual requirement of raw materials in the first
three quarters in the proportion and at the prices given below: -

Quarter Purchases of raw materials Price per kg. (%)
% to total annual
requirement in quantity

I 30% 2
11 50% 3
I1 20% 4

The value of the opening stock of raw materials in the beginning of the year is X20,000. You
are required to Prepare the following for the next year, quarter wise: -
i) Production budget (in units.)
ii) Raw material consumption budget (in quantity).
iii) Raw material purchase budget (in quantity and value).
iv) Priced stores ledger card of the raw material using first in first out method.
(ICAI SM, Modified May 2023)

Ans.

a) Production Budget (in units): -

Quarters I Units II Units III Units IV Units | Total Units
Sales 30,000 37,500 41,250 45,000 1,53,750
Production in current 24,000 30,000 33,000 36,000
quarter
(80% of the sale of
current quarter)
Production for next 7,500 8,250 9,000 12,250
quarter
(20% of the sale of
next quarter)
Total production 31,500 38,250 42,000 48,250 1,60,000

b) Raw material consumption budget in quantity: -

Quarters I II 111 1A% Total
Units to be produced in each 31,500 | 38,250 | 42,000 48,250 | 1,60,000
quarter: (A)
Raw material consumption p.u. (kg.): 2 2 2 2
(B)
Total raw material consumption 63,000 | 76,500 | 84,000 96,500 3,20,000
(kg.): (AXB)

888 888 0402 support@escholars.in I 12 |




www.escholars.in

c) Raw material purchase budget (in quantity): -

Particulars Quantity (Kg.)
Raw material required for production 3,20,000
Add: Closing balance of raw material 5,000
3,25,000
Less: Opening balance (10,000)
Material to be purchased 3,15,000
Raw material purchase budget (in value)
Quarters % Of annual Quantity of material Rate per kg. )
1) requirement (3) ) (5)=(3x4)
(2) “4)
[ 30 94,500 (3,15,000 kg. 2 1,89,000
%x30%)
11 50 1,57,500 3 4,72,500
(3,15,000 kg. X 50%)
I11 20 63,000 4 2,52,000
(3,15,000 kg x 20%)
Total 3,15,000 9,13,500

d) Priced stores ledger card of the raw material using first in first out method

Particulars Quarters
I II 111 v
Kg. Rate| Value Kg. Rate | Value Kg. Rate | Value Kg. Rate| Value
}) ®) ®) R R) }) }) R)

Opening 10,000 2 20,000 {41,500 2 83,000 | 1,22,500 3 3,67,500| 38,500 3 1,15,500
balance

(A) 63,000 4 2,52,000

Purchase: (B) 94,500 2 1,89,000( 1,57,500 3 4,72,500, 63,000 4 2,52,000
Consumption: (C) | 63,000 2 1,26,000| 41,500 2 83,000 84,000 3 2,52,000 | 38,500 3 1,15,500

35,000 3 1,05,000 58,000 4 2,32,000
Balance (D) 41,500 2 83,000 | 1,22,500 3 [3,67,500 | 38,500 3 1,15,500 | 5,000 4 20,000
(D)=(A)+(B)—(C) 63,000 4 2,52,000
Working Notes: -
Calculation of total annual production: -
Particulars (units)
Sales in 4 quarters 1,53,750
Add: Closing balance 12,250
1,66,000

Less: Opening balance (6,000)
Total number of unitsto be produced in the next year 1,60,000

11.

RS Ltd manufactures and sells a single product and has estimated sales revenue of ¥302.4 lakh
during the year based on 20% profit on selling price. Each unit of product requires 6 kg of
material A and 3 kg. of material B and processing time of 4 hours in machine shop and 2 hours
in assembly shop. Factory Overheads are absorbed at a blanket rate of 20% of direct labour.
Variable selling & distribution overheads are X60 per unit sold and fixed selling & distribution
overheads are estimated to be X69,12,000.
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The other relevant details are as under;
Purchase Material A X160 per kg
Material B X100 per kg
Labour Rate Machine Shop X 140 per hour
Assembly Shop X 70 per hour
Particulars Finished Stock Material A Material B
Opening Stock 2,500 units 7,500 kg. 4,000 kg.
Closing Stock 3,000 units 8,000 kg. 5,500 kg.
Required: -
a)  Calculate number of units of product proposed to be sold and selling price per unit.
b)  Prepare Production Budget in units
c) Prepare Material Purchase Budget in units.
(RTP May 2021, Modified MTP Dec. 2021)
Ans. a) Calculation of number of units of product proposed to be sold and selling price per
unit: -
v" Number of units Sold = Total Variable Cost/Variable Cost per unit
=31,72,80,000/% 2,160
= 8,000 units
v Selling Price per unit = Total Sales Value/Number of Units Sold
=X 3,02,40,000/8,000 units
=33,780
b) Production Budget (Units.);
Particulars Units
v" Budgeted Sales 8,000
v Add: Closing Stock 3,000
v Total Requirements 11,000
v Less: Opening Stock (2,500)
v Required Production 8,500
c) Materials Purchase Budget (Kg.);
Particulars Material A Material B
v Requirements for Production 51,000 25,500
(8,500 units x 6 kg.) (8,500 units x 3 kg.)
v" Add: Desired Closing Stock 8,000 5,500
v’ Total Requirements 59,000 31,000
v Less: Opening Stock (7,500) (4,000)
v Quantity to be purchased 51,500 27,000
Workings: -
Statement Showing “Total Variable Cost for the year”
Particulars )
v"  Estimated Sales Revenue 3,02,40,000
v Less: Desired Profit Margin on Sale @ 20% 60,48,000
v"  Estimated Total Cost 2,41,92,000
v Less: Fixed Selling and Distribution Overheads 69,12,000
v"  Total Variable Cost 1,72,80,000
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Statement Showing “Variable Cost per unit”
Particulars Variable Cost p.u. (X)
v’ Direct Materials;
v A:6kg @3 160 perkg 960
v B:3kg@ 3100 per kg. 300
v' Labour Cost.
v" Machine Shop 4 hours @ X 140 per hour 560
v" Assembly Shop 2 hours @ X 70 per hour 140
v’ Factory Overheads 20% of (X 560 + X 140) 140
v’ Variable Selling & Distribution Expenses 60
v’ Total Variable Cost per unit 2,160
12. Jigyasa Ltd. is drawing a production plan for its two products Minimax (MM) and Heavy high
(HH) for the year 20X1-X2.
The company’s policy is to hold closing stock of finished goods at 25% of the anticipated
volume of sales of the succeeding month. The following are the estimated data for two
products: -
Particulars Minimax (MM) | Heavy high (HH)
Budgeted Production units 1,80,000 1,20,000
Particulars (€4 )
Direct Material Cost per unit 220 280
Direct Labour Cost per unit 130 120
Manufacturing overhead 4,00,000 5,00,000
The estimated units to be sold in the first four months of the year 20X1-X2 are as under: -
Particulars April May June July
Minimax 8,000 10,000 12,000 16,000
Heavy high 6,000 8,000 9,000 14,000
Prepare production budget for the first quarter in month-wise.
(ICAI SM, Modified May 2015 RTP)
Ans. Production Budget of Product Minimax and Heavy high (in units)
April May June Total
MM HH MM HH MM HH MM HH
Sales 8,000 | 6,000 (10,000 {8,000 {12,000 | 9,000 {30,000 |23,000
Add: Closing Stock 2,500 | 2,000 | 3,000 {2,250 | 4,000 | 3,500 | 9,500 | 7,750
(25% of next month’s
sale)

Less: Opening Stock 2,000* |1,500* | 2,500 (2,000 | 3,000 | 2,250 | 7,500 | 5,750
Production units 8,500 | 6,500 (10,500 {8,250 {13,000 |10,250 {32,000 |25,000
*Opening stock of April is the closing stock of March, which is as per company’s policy 25% of

next month” sale. = 8000 X 25% = 2000.
Production Cost Budget
Element of cost Rate (X) Amount (X)
MM HH MM HH
(32,000 (25,000
units) units)
Direct Material 220 280 | 70,40,000 70,00,000
Direct Labour 130 120 | 41,60,000 30,00,000
[
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Manufacturing Overhead
(4,00,000-1,80,000x32,000) 71,111
(5,00,000 + 1,20,000 x 25,000) 1,12,71,111 | 1,01,04,167

13.

B Ltd. manufactures two products viz. X and Y and sells them through two divisions, East and
West. For the purpose of Sales Budget to the Budget Committee, following information has

been made available for the year 20X1-X2: -

Product

Budgeted Sales

Actual Sales

East Division

West Division

East Division

West Division

X

800 units at
318

1,200 units at
318

1,000 units at
318

1,400 units at
318

Y

600 units at
342

1,000 units at
342

400 units at
342

800 units at
342

Adequate market studies reveal that product X is popular but under-priced. It is expected that
if the price of X is increased by X2, it will, find a ready market. On the other hand, Y is
overpriced and if the price of Y is reduced by X2 it will have more demand in the market. The
company management has agreed for the aforesaid price changes. On the basis of these price
changes and the reports of salesmen, following estimates have been prepared by the Divisional
Managers: -

Percentage increase in sales over budgeted sales: -

Product

East Division

West Division

X

+12.5%

+7.5%

Y

+22.5%

+12.5%

With the help of intensive advertisement campaign, following additional sales (Over and above
the above-mentioned estimated sales by Divisional Managers) are possible: -

Product

East Division

West Division

X

120 units

140 units

Y

80 units

100 units

You are required to Prepare Sales Budget for 20X2-X3 after incorporating above estimates and
also Show the Budgeted Sales and Actual Sales of 20X1-X2.
(ICAI SM, Nov. 2015)

Ans.

Statement Showing Sales Budget for 20X2-X3

Product X ProductY Total

Division Qty. Rate(X) | Amt.(X) | Qty. | Rate(X) | Amt. (X) | Amt. (X)

East 1,020 20 20,400 | 815 40 32,600 53,000

West 1,430 20 28,600 | 1225 40 49,000 77,600

Total 1,200 49,000 | 1000 81,600 1,30,600

Workings

1) 800 x.112.5% +120 = 1,020 units
2) 1,200 x 107.5% + 140 = 1,430 units
3) 600 x 122.5% + 80 = 815 units

4) 1,000 x 112.5% + 100 = 1,225 units
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Statement Showing Sales Budget for 20X1-X2
Division Product X Product Y Total
Qty. Rate Amt. Qty. Rate Amt. Amt.
® R (§3) (§3) (§3)
East 800 18 14,400 600 42 25,200 39,600
West 1,200 18 21,600 1,000 42 42,000 63,600
Total 2,000 36,000 1,600 67,200 1,03,200
Statement Showing Actual Sales for 20X1-X2
Product X Product Y T tal
Division Qty. Rate Amt. Qty. Rate | Amt. Amt.
(§3) (§3) A R (§3)
East 1,000 18 18,000 400 42 16,800 34,800
West 1,400 18 25,200 800 42 33,600 58,800
Total 2,400 43,200 | 1,200 50,400 93,600
14. Answer the following:
Calculate Efficiency and Capacity ratio from the following figures:
Budgeted production 80 units
Actual production 60 units
Standard time per unit 8 hours
Actual hours worked 500
(Nov 2007, MTP May 2023-I)
Ans. Budgeted Production = 80 units
Actual Production = 60 units
Standard time per units = 8hours
Total hours worked = 500
Standard hours for actual Production = 60x8
= 480 hours
Budgeted hours = 80x8
= 640 hours
Effciency Rato - SHEI e [ e patiton
==2x 100
=96%
Capacity Ratio = AC;CZ;ZZS;ZZEM x 100
=22 % 100
=78.125%
15. A company is engaged in the manufacture of specialised sub-assemblies required for certain
electronic equipment.
The company envisages that in the forthcoming month, December, 20X1, the sales will be in
the ratio of 3: 4: 2 respectively of sub-assemblies, ACB, MCB and DP.
The following is the schedule of components required for manufacture:
Component requirements
Sub-assembly Selling Base | IC08 I1C12 IC26
Price board
ACB 520 1 8 4 2
MCB 500 1 2 10 6
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DP 350 1 2 4 8
Purchase Price () 60 20 12 8
The direct labour time and variable overheads required for each of the sub-assemblies are: -

Labour hours Variable overheads

Grade A Grade B
ACB 8 16 36
MCB 6 12 24
DP 4 8 24
Direct wage rate per hour (%) 5 4 -

The labourers work 8 hours a day for 25 days a month.
The opening stocks of sub-assemblies and components for December, 20X1 are as under: -

Sub-assemblies Components
ACB 800 Base Board 1,600
MCB 1,200 1C00 1,200
DP 2,800 1C12 6,000
IC26 4,000

Fixed overheads amount to X 7,57,200 for the month and a monthly profit target of X 12 lacs
has been set.

The Company is eager for a reduction of closing inventories for December, 20X1 of sub-
assemblies and components by 10% of quantity as compared to the opening stock. Prepare
the following budgets for December 20X1.

a) Sales budget in quantity and value.

b) Production budget in quantity.

c) Component usage budget in quantity.

d) Component purchase budget in quantity and value.

e) Manpower budget showing the number of workers and the amount of wages payable.

(ICAI SM)
Ans. Budgets for December, 2020
a) Sales budget in quantity and value: -
Sub-assemblies ACB MCB DP Total
v' Sales (Qty.) 6,300 8,400 4,200
v (2,100x%3) (2,100x4) (2,100x2)
v Selling Price p.u. () 520 500 350
v Sales value () 32,76,000 42,00,000 | 14,70,000 | 89,46,000
b) Production budget in quantity: -
Sub-assemblies ACB MCB DP
a) Sales 6,300 8,400 4,200
b) Add: Closing Stock 720 1,080 2,520
c) Total quantity required 7,020 9,480 6,720
d) Less: Opening Stock (800) (1,200) (2,800)
e) Production 6,220 8,280 3,920
c) Componentusage budgetin quantity: -
Sub-assemblies ACB MCB DP Total
v' Production 6,220 8,280 3,920 -
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v’ Base board (1 each) 6,220 8,280 3,920 18,420

¥v" Component IC08 (8:2:2) 49,760 16,560 7,840 74,160
(6,220%8) (8,280x%2) (3,920%2)

v" Component IC12 (4:10:4) 24,880 82,800 15,680 | 1,23,360
(6,220%x4) | (8,280x10) (3,920%4)

¥v" Component IC26 (2:6:8) 12,440 49,680 31,360 93,480
(6,220%2) (8,280%6) (3,920%8)

d) Component Purchase budget in quantity and value: -

Sub-assemblies Base board I1C08 IC12 IC26 Total
Usage in production 18,420 74,160 1,23,360 93,480
Add: Closing stock 1,440 1,080 5,400 3,600

(Opening stock less 10%)

19,860 75,240 | 1,28,760 | 97,080

Less: Opening stock (1,600) (1,200) (6,000) | (4,000)
Purchase (Qty.) 18,260 74,040 1,22,760 93,080
Purchase Price () 60 20 12 8
Purchase value (X) 10,95,600 | 14,80,800 | 14,73,120 | 7,44,640 | 47,94,160

e) Manpower budget showing the number of workers and the amount of wages

payable: -
Sub- Budgeted Direct labour Total
assemblies | Production
Grade A Grade B
Hours P.U. Total Hours Total
Hours P.U. Hours
v ACB 6,220 8 49,760 16 99,520
v’ MCB 8,280 6 49,680 12 99,360
v DP 3,920 4 15,680 8 31,360
a) Total Hours 1,15,120 2,30,240
b) Hours per man per month 200 200
c) Number of workers per month: (A/B) 575.6 1,151.2
d) Wage rate per month (X) 1,000 800
e) Wages payable () : (CxD) 5,75,600 9,20,960 | 14,96,560

Working Note: -
a) Statementshowing contribution: -

Sub-assemblies ABC MCB DP Total
® ® ® ®

Selling price per unit (p.u.): (A) 520 500 350
Marginal Cost per unit.
Components

— Base board 60 60 60

- 1C08 160 40 40

- IC12 48 120 48

- IC26 16 48 64
Labour

v' Grade A 40 30 20
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v' Grade B 64 48 32
Variable production overhead 36 24 24
Total marginal cost per unit, : (B) 424 370 288
Contribution per unit, : (C)=(A)—(B) 96 130 62
Sales ratio: (D) 3 4 2
ContributionxSales ratio: [(E)=(C)x(D)] 288 520 124 932

b) Desired Contribution for the forthcoming month December, 2020: -

Particulars )
v'  Fixed overheads 7,57,200
v" Desired Profit 12,00,000
v" Desired Contribution 19,57,200

c) Sales mix required i.e., number of batches for the forthcoming month December, 2020
v Sales mix required =Desired Contribution/ContributionxSales ratio
v' =3%19,57,200/932 (Refer to Working Notes b and a)
= 2,100 batches

16. TQM Ltd. has furnished the following information for the month ending 30th June, 20X1: -
Particulars Master Budget Actual Variance
Units produced and sold 80,000 72,000
Sales (%) 3,20,000 2,80,000 40,000 (A)
Direct Material () 80,000 73,600 6,400 (F)
Direct Wages () 1,20,000 1,04,800 15,200 (F)
Variable Overheads (X) 40,000 37,600 2,400 (F)
Fixed Overhead (X) 40,000 39,200 800(F)
Total Cost 2,80,000 2,55,200
The Standard Cost of the products are as follows: -
Particulars Per Unit (X)
Direct Materials (1 kg. at the rate of X 1 per kg.) 1.00
Direct wages (1 hour at the rate of X 1.50) 1.50
Variable overheads (1 hour at the rate of X 0.50) 0.50
Actual results for the month showed that 78,400 kg. of material were used and 70,400 labour
hours were recorded.
Required: -
i) Prepare Flexible budget for the month and compare with actual results.
ii) Calculate Material, Labour, Sales Price, Variable Overhead and Fixed Overhead Expenditure
variances and Sales Volume (Profit) Variance.
(ICAI SM)
Ans. i) Statement Showing Flexible Budget and its comparison with actual: -
Particulars Master Flexible Budget Actual for | Variance
Budget (At Standard Cost) 72,000
80,000 Units
units
Per unit 72,000
(Based on units
80,000
units)
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a) Sales 3,20,000 4.00 2,88,000 2,80,000 | 8,000 (A)
b) Direct Material 80,000 1.00 72,000 73,600 | 1,600 (A)
c) Direct wages 1,20,000 1.50 1,08,000 1,04,800 3,200 (F)
d) Variable Overhead 40,000 0.50 36,000 37,600 | 1,600 (A)
e) Total variable cost 2,40,000 3.00 2,16,000 2,16,000 --
f) Contribution 80,000 1.00 72,000 64,000 --
g) Fixed overhead 40,000 0.50 40,000 39,200 800 (F)
h) Net profit 40,000 0.50 32,000 24,800 | 7,200 (A)

ii) Variances: -
v' Sales Price variance = Actual Quantity (Standard Rate — Actual Rate)
= 72,000 units (X 4.00 — X 3.89)
=3%8,000 (A)
v Direct Material Cost Variance = Standard Cost for Actual Output — Actual Cost
=372,000 —% 73,600 =% 1,600 (A)
v Direct Material Price variance = Actual Quantity (Standard rate — Actual Rate)

— 78,400 units (% 1.00 — 173600 )

78,400 units
= 34,800 (F)
v" Direct Material Usage variance = Standard Rate (Std. Qty — Actual Quantity)
=31 (72,000 units — 78,400 units)
=36,400 (A)
v Direct Labour Cost Variance = Standard Cost for actual output — Actual cost
=31,08,000 — X 1,04,800 = X 3,200 (F)
v Direct Labour Rate Variance = Actual Hour (Std Rate — Actual Rate)

= 70,400 hours (%1.5 — M)

70,400 hours
=3 800 (F)
v Direct Labour Efficiency = Standard Rate (Standard hour — Actual Hour)
=3 1.5 (72,000 — 70,400) = X 2,400 (F)
v Variable Overhead = Recovered variable overhead — Actual variable overhead
= (72,000 units x X 0.50) — X 37,600
=31,600 (A)
v" Fixed Overhead Expenditure = budgeted Fixed Overhead — Actual Fixed Overhead
= 340,000 —X 39,200 = X800 (F)
v’ Sales Volume (Profit) Variance = Std. Profit (Budgeted Quantity — Actual Quantity)
=3 0.50 (80,000 — 72,000) = X 4,000 (A)

17. Action Plan Manufactures normally produce 8,000 units of their product in a month, in their
machine shop. For the month of January. They had planned for a production of 10,000 units.
Owing to a sudden cancellation of a contract in the middle of January. They could only produce
6,000 units in January.

Indirect manufacturing costs are carefully planned and monitored in the machine shop and
the Foreman of the shop is paid a 10% of the savings as bonus when in any month the indirect
manufacturing cost incurred is less than the budgeted provision.

The Foreman has put in a claim that he should be paid a bonus of ¥88.50 for the month of
January. The works Manager wonders how anyone can claim a bonus when the Company has
lost a sizeable contract. The relevant figures are as under;

Indirect manufacturing Expenses for a Planned for Actual in costs
normal month January (X) January (X)
(§3)
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Salary of foreman 1,000 1,000 1,000
Indirect labour 720 900 600
Indirect material 800 1,000 700
Repairs and maintenance 600 650 600
Power 800 875 740
Tools consumed 320 400 300
Rates and taxes 150 150 150
Depreciation 800 800 800
Insurance 100 100 100
5,290 5,875 4,990
Do you agree with the Works Manager? Is the Foreman entitled to any bonus for the
performance in January? Substantiate you answer with facts and figures. EXPLAIN.
(ICAI SM)
Ans. Flexible Budget of “Action Plan Manufacturers”
(For the month of January)
Indirect Nature | Expenses | Planned | Expenses Actual Difference
Manufacturing of cost fora Expenses as per Expenses (R3]
cost (1) normal Flexible ) (5) (6)=(5)-
month (§3] budget (4)
() (2) (3) () (4)
Salary of foreman | Fixed 1,000 1,000 1,000 1,000 Nil
Indirect labour Variable 720 900 540 600 60
(WN 1)
Indirect material | Variable 800 1,000 600 700 100
(WN 2)
Repair and Semi- 600 650 550 600 50
maintenance Variable
(WN 3)
Power (WN 4) Semi- 800 875 725 740 15
Variable
Tools consumed Variable 320 400 240 300 60
(WN 5)
Rates and taxes Fixed 150 150 150 150 Nil
Depreciation Fixed 800 800 800 800 Nil
Insurance Fixed 100 100 100 100 Nil
5,290 5,875 4,705 4,990 285
Conclusion: -
*The above statement of flexible budget shows that the concern’s expenses in the month of
January have increased by X285 as compared to flexible budget. Under such circumstances,
assuming the expenses are controllable and based on the financial perspective the foreman of
the company should not be entitled for any performance bonus for the month of January.
Working Notes: -
1) Indirect labour cost per unit:;% =130.09
v Indirect labour for 6,000 units = 6,000 X X 0.09 = X540.
[
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2) Indirect material cost per unit% = 30.10
v" Indirect material for 6,000 units= 6,000 x X0.10 = 3600

3) According to high and low point method of segregating semi-variable cost into fixed and

variable components, following formulae may be used.
Change in expense level

¥’ Variable cost of repair and maintenance per unit= ,
Change in output level
v 3650-%600 _ 5 oo
2,000
v" For 8,000 units
v’ Total Variable cost of repair and maintenance = 3200
v' Fixed repair & maintenance cost = 400
v" Hence at 6,000 units output level, total cost of repair and maintenance should be
v =3400+%0.025 X 6,000 units = 3400 + 3150 = X550
4) Variable cost of power per unit= % = 0.0375

v" For 8,000 units
v"  Total Variable cost of power = 3300
v" Fixed cost = 3500
v" Hence, at 6,000 units output level, total cost of power should be
v' =13%500 +30.0375 X 6,000units = I500 + X225 = X725
5) Tools consumed cost for 8,000 units =3320

Hence, tools consumed cost for 6,000 units = (;O%units) X 6,000 units = X240.

18.

Concorde Ltd. manufactures two products using two types of materials and one grade of
labour. Shown below is an extract from the company’s working papers for the next month’s
budget: -

Particulars Product -A Product-B
Budgeted sales (in units) 2,400 3,600
Budgeted material consumption per unit (in kg): -
Material-X 5 3
Material-Y 4 6
Standard labour hours allowed per unit of product 3 5

Material-X and Material-Y cost X4 and 36 per kg and labours are paid 25 per hour. Overtime
premium is 50% and is payable, if a worker works for more than 40 hours a week. There are
180 direct workers.

The target productivity ratio (or efficiency ratio) for the productive hours worked by the direct
workers in actually manufacturing the products is 80%. In addition, the non-productive down-
time is budgeted at 20% of the productive hours worked.

There are four 5-Day’s weeks in the budgeted period and it is anticipated that sales and
production will occur evenly throughout the whole period.

It is anticipated that stock at the beginning of the period will be: -

Product-A 400 units
Product-B 200 units
Material-X 1,000 kg.
Material-Y 500 kg.
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The anticipated Closing Stocks for budget period are as below: -
Product-A 4 days sales
Product-B 5 days sales
Material-X 10 days consumption
Material-Y 6 days consumption
Required: -
Calculate the Material Purchase Budget and the Wages Budget for the direct workers, showing
the quantities and values, for the next month.
(ICAI SM)
Ans. 1) Material Purchase Budget: -
Particulars Material-X (kg.) Material-Y(kg.)
Material required: -
Product-A 12,400 9,920
(2,480 units x 5 kg.) (2,480 units x 4 kg.)
Product-B 12,900 25,800
(4,300 units x 3 kg.) (4,300 units x 6 kg.)
25,300 35,720
Add: Closing Stock 12,650 10,716
Material X - (% X 10 days)
Material Y - (%(:;(Sgs X 6 days)
Less: Opening Stock 1,000 500
Quantity to be purchased 36,950 45,936
Rate per kg. of Material 34 X6
Total Cost 31,47,800 %2,75,616
Workings
Number of days in budget period = 4 weeks X 5 days = 20 days
Number of units to be produced
Particulars Product-A Product-B
(units) (units)
Budgeted Sales 2,400 3,600
Add: Closing Stock
(S o) (e x5 day)
Less: Opening Stock 400 200
2,480 4,300
2) Wages Budget: -
Particulars Product-A (Hours) | Product-B (Hours)
Units to be produced 2,480 units 4,300 units
Standard hours allowed per unit 3 5
Total Standard Hours allowed 7,440 21,500
Productive hours required for production 7,440 hours 21,500 hours
©80% - 80%
= 9,300 = 26,875
[
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Add: Non-Productive down time 1,860 hours. 5,375 hours.
(20% of 9,300 hours) (20% of 26,875
hours)
Hours to be paid 11,160 32,250
Workings
v" Total Hours to be paid = 43,410 hours(11,160 + 32,250)
v Hours to be paid at normal rate = 4 weeks X 40 hours X 180 workers = 28,800 hours
v Hours to be paid at premium rate = 43,410 hours — 28,800 hours = 14,610 hours
v" Total wages to be paid = 28,800 hours x X 25 + 14,610 hours x X 37.5
=13%7,20,000 +%5,47,875
=312,67,875
19. The Cost Sheet of a company based on a budgeted volume of Sales of 3,00,000 units per quarter
is as under;
Particulars (X) Per Unit
Direct Materials 5.00
Direct Wages 2.00
Factory Overheads (50% Fixed) 6.00
S/Adm. Overheads (1/3 variable) 3.00
Selling price 18.00
When the budget was discussed, it was felt that the company would be able to achieve only a
volume of 2,50,000 units of production and sales per quarter. The company therefore decided
that an aggressive sales promotion campaign should be launched to achieve the following
improved operations;
Proposal I;
Sell 4,00,000 units per quarter by spending X 2,00,000 on special advertising.
The factory fixed costs will increase by X 4,00,000 per quarter.
Proposal II;
Sell 5,00,000 units per quarter subject to the following conditions.
An overall price reduction of X 2 per unit is allowed on all sales.
Variable Selling and Administration Costs will increase by 5%.
Direct Material Costs will be reduced by 1% due to purchase price discounts.
The fixed factory costs will increase by X 2,00,000 more.
You are required to prepare a Flexible Budget at 2,50,000, 4,00,000 and 5,00,000 units of
output per quarter and Calculate the Profit at each of the above levels of output.
(May 2002)
Ans. Statement of flexible budget and profit per quarter at 2,50,000; 4,00,000 and 5,00,000
units of output level per quarter;
Units (to be sold) 2,50,000 4,00,000 5,00,000
Particulars (§3] (§3] )
v' Sales revenue; (A) 45,00,000 72,00,000 80,00,000
(2,50,000 (4,00,000 (5,00,000 x
Units X X 18) | units X X 18) units X 16)
v' Less: Variable Cost:
v" Direct Materials 12,50,000 20,00,000 24,75,000
(2,50,000 units (4,00,000 (5,00,000
%X X5) units X X5) units X X
4.95)
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v Direct labour @ 2/- per unit 5,00,000 8,00,000 10,00,000
v Factory Overheads @ 3/- 7,50,000 12,00,000 15,00,000
v Selling & Administration 2,50,000 4,00,000 5,25,000
Overheads (2,50,000 units (4,00,000 | (5,00,000 xX
x X1) units X X 1) 1.05)
v' Total Variable Costs; (B) 27,50,000 44,00,000 55,00,000
v' Contribution: (C): {(A)—(B)} 17,50,000 28,00,000 25,00,000
Fixed Costs;
v" Factory Overhead 9,00,000 9,00,000 9,00,000
v Selling & Administration 6,00,000 6,00,000 6,00,000
v
v" Overheads 4,00,000 6,00,000
v" Increase in fixed Costs 2,00,000
v" Advertisement Costs
v' Total fixed costs: (D) 15,00,000 21,00,000 21,00,000
v' Profit: {(C)—(D)} 2,50,000 7,00,000 4,00,000
*Under proposal Il the factory costs were increased by X 2,00,000 more over proposal 1.
20. SV Ltd. manufactures a single product. The selling price of the product is X 95 per unit. The
following are the results obtained by the company during the last two quarters;
Particulars Quarter 1 Quarter 2
Sales units 5,100 4,800
Production units 5,500 4,500
Particulars ) )
Direct Materials
A 66,000 54,000
B 55,000 45,000
Manufacturing wages 1,56,750 1,38,000
Factory Overheads 86,000 83,000
Selling Overheads 79,000 73,000
The Company estimates its sales for the next quarter to range between 5,500 units and 6,500
units, the most likely volume being 6,000 units. The manufacturing programme will match
with the sales quantity such that no increase in inventory of finished goods is contemplated in
the next quarter. The following price and cost changes will, however, apply to the next quarter;
The price of direct material B will increase by 10%. There will be no change in the price of
direct material A.
The wage rates will go up by 8%. If the production volume increases beyond 5,500 units,
Overtime premium of 50% is payable on the increased volume due to overtime working to be
done by the variable labour complement.
The fixed factory and selling expenses will increase by 20% and 25% respectively.
A discount in the selling price of 2% is allowed on all sales made at 6,500 units level of output.
The selling price, however, will remain unaltered, if the volume of output is below 6,500 units.
While operating at a volume of output of 6,500 units in the next quarter, the company intends
to quote for an additional volume of 2,000 units to be supplied to a government department
for its captive consumption. The working capital requirement of this order is estimated at 80%
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of the sales value of the Government order. The company desires a return of 20% on the capital
employed in respect of this order.
Required: -
i) Prepare a flexible budget for the next quarter at 5,500-, 6,000- and 6,500-unit levels and
determine the profit at the respective volumes.
ii) Calculate the lowest price per unit to be quoted in respect of the Government order for
2,000 units.
(May 2003)
Ans. 1) Flexible budget for next quarter at 5,500, 6,000 and 6,500 units;
Particulars Output
5,500 6,000 6,500
(§3) (§3) (§3)
v" Direct Material A 66,000 72,000 78,000
v Material B 60,500 66,000 71,500
v’ Total Material cost (A) 1,26,500 1,38,000 1,49,500
Manufacturing wages;
v’ Variable 1,03,125 1,12,500 1,21,875
v' Fixed 53,625 53,625 53,625
v Manufacturing wages 1,56,750 1,66,125 1,75,500
v" Increase in wage rate by 8% 12,540 13,290 14,040
v Overtime premium 5,063 10,125
v' Total Wages (B) 1,69,290 1,84,478 1,99,665
Factory Overhead
v’ Variable 16,500 18,000 19,500
v' Fixed 83,400 83,400 83,400
v' Total factory Overhead (C) 99,900 1,01,400 1,02,900
Selling Overhead
v’ Variable 1,10,000 1,20,000 1,30,000
v' Fixed 96,250 96,250 96,250
v" Total selling overhead (D) 2,06,250 2,16,250 2,26,250
v" Cost of goods & old (A+B+C+D) 6,01,940 640,128 6,78,315
v' Sales revenue 5,22,500 5,70,000 6,05,150
v" Profit/Loss (79,440) (70,128) (73,165)
2) Computation of lowest price to be quoted for 2,000 units of Govt. order;
Particulars (§3]
Direct Material;
vV A@X12 24,000
v B@X11 22,000
v' Manufacturing wages (Working notes) 60,750
v’ Variable factory overhead 6,000
v’ Variable selling overhead 40,000
v/~ Total variable cost of production 1,52,750
*Capital employed = 80% of Sales Value.
v' LetSales Value 4 =100X
v Capital employed 4 =80 % of 100 X
=80X
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v" Desired return v =20%80X
=16X
v" Sales value v = Total variable cost + Desired return

100X=3%1,52,750+ 16 X

100 X—16X =X1,52,750

84X =13%1,52750

1,52,750
X =
84

=31,818,45

v" Sales Value v =100X

=100 x 1,818.45

=31,81,845.23

v' Selling price/unit _ — 1181845
2,000

=390.92 or 91 /unit.

*Lowest price to be quoted for govt. order is X 91 /unit.

Working Notes: -
1) Direct Material Cost of A & B Material Per unit;

2)

I) Variable manufacturing wages per unit;
31,56,750— % 1,38,000 318,750

. — = — =13%18.75

5,500 unit— 4,500 unit 1,000 units

II) Fixed manufacturing wages;
v' Total wages—Variable manufacturing wages
v %1,56,750—%1,03,125(18.75 X 5500) =X 53,625
3) Overtime premium;
a) = 50% (500 units X X 18.75 + 500 units x X 1.50) — 6000 units
=50% ofX 10,125 = X 5,063

=310,125

4) Variable Factory Overhead per unit;

v Material A= —2%%°_ —z 12 per unit
5500 units

v" Material B = %55—'00? = X 10 per unit + 10% Increase = I 11
5,500 units

b) = 50% (1000 units x X 18.75 + X 1000 units X X 1.50) — 6500 units

Change in Output 1,000

=386,000 —X 16,500
=369,500
Increase in fixed factory overhead by 20%

v
v
v
v =3%69,.500 + 13,900 = X 83,400

Particulars (€4 Production
(Units)
v" QuarterI 86,000 5500
v' Quarter II 83,000 4500
v’ Difference 3,000 1000
*Variable Cost/unit= Change in Cost_ _ 3000 _ 3 /unit

¥" Fixed factory Overhead = Total factory overhead —Variable factory overhead
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5)

I) Variable Selling Overhead per unit;

Particulars ) Sales (in units)
v" QuarterI 79,000 5100
v" Quarter II 73,000 4800
v'  Difference 6,000 300
= Grangeimanis = Sovmis’ = <20/unit
II) Fixed Selling Overheads;
v Total Selling Overhead—Variable Selling Overhead
v’ =1%1,79,000 — X 1,02,000
v =3%77,000
v Increase in fixed selling overhead by 25%.
v’ =1%77,000+ 319,250
v’ %96,250
6) Manufacturing wages for 2,000 additional units;
Particulars )
v" Wages (2,000 units x X 20.25) 40,500
v" Overtime premium (50% of wages) 20,250
Total wages 60,750
21. A company manufactures three products namely A, B and C. The current pattern of sales of A,
B and C is in the ratio of 8:2:1 respectively. The relevant data are as under:
Products A B C
Selling price per unit X 130 230 417
Raw materials per unit Kg. 0.50 1.2 2.5
Direct materials per unit Kg. 0.25 -- --
Skilled labour hours/unit 4 6 8
Semi-skilled labour hours per unit 2 2 3
Variable overheads X per unit 20 40 80
The prices of raw materials and direct materials respectively are 3100 and 340 per kg. The
wage rates of skilled and semi-skilled labour respectively are X6 and X5. Each operator works
8 hours a day for 25 days in a month. The position of inventories is as under:
Raw Direct A B C
Materials Materials Unit Unit Unit
Opening 660 400 400 100 50
Closing 650 260 200 300 50
The fixed overheads amount to %2,00,000 per month and the company desires a profit of
%1,20,000 per month.
You are required to prepare the following for a month:
a) Sales budget in quantity and value.
b) Production budget showing the quantity to be manufactured.
¢) Purchase budget showing the quantity and value.
d) Direct labour budget showing the number of workers and wages.
(May 2004)
[
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Ans. a) Sales Budget (in quantity and value);
Products A B C Total
Sales in Units (8:2:1) 12,800 3,200 1,600 17,600
Sales value 16,64,000 7,36,000 6,67,200 30,67,200
(Units X selling price)
b) Production Budget;
Products A B C
v Sales (Units) 12,800 3,200 1,600
v" Add: Closing stock 200 300 50
v Less: Opening Stock 400 100 50
v" Production in units 12,600 3,400 1,600
c) Purchase Budget;
Particulars Raw Direct Total
Material Material
v Material required for production 14,380 Kg. 3,150 Kg.
v Add: Closing stock of material 650 Kg. 260 Kg.
v" Less: Opening stock of material 600 Kg. 400 Kg.
v Material to be purchased 14,430 Kg. 3,010 Kg.
v Value of material to be purchased 314,43,000 X1,20,400 | 15,63,400
d) Direct Labor Budget;
Products A B C Total
v" Production (Unit) 12,600 3,400 1,600
v' Total skilled labour hours 50,400 20,400 12,800 83,600
v' Total semi-skilled labor hours 25,200 6,800 4,800 36,800
v No. of skilled workers 50,400 20,400 12,800 — 64 418
25 %8 25x8 25 %8
=252 =102
v" No. of Semi-skilled workers 25,200 6,800 4,800 _ 24 184
258 25x8 25x8
=126 =34
v Wages paid to skilled labours 50,4006 20,400 x 12,800 | 5,01,600
&3] =3,02,400 | 6=1,22,400 x6=76,800
v' Wages paid to semi-skilled 25,200x5 | 6,800 x5 = 4,800 x 5 = 1,84,000
labours (X) =1,26,000 34,000 24,000
Total wages 6,85,600
Working Notes: -
i) Material requirement for production of Product A, B and C;
A B C Total
v Production (in units) 12,600 3,400 1,600
v" Raw material /unit 0.50 Kg. 1.2 Kg. 2.5 Kg.
v Total raw material (Kgs.) 6,300 4,080 4,000 14,380
v Direct material/unit (Kg.) 0.25 -- --
v Total Direct Material (Kgs.) 3,150 -- -- 3,150
[
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ii) Computation of sales value;

Products Units Selling Sales
Price/unit (X) Value (X)
A 12,800 130 16,64,000
B 3,200 230 7,36,000
C 1,600 417 6,67,200

iii) Computation of Labor hours required;

Products | In units Hours Total Hours Total
required Semi-skilled hours | required Per skilled
Per unit unit hours
A B C=AXb D E=AXD
A 12,600 4 50,400 2 25,200
B 3,400 6 20,400 2 6,800
C 1,600 8 12,800 3 4,800

iv) Number of batches to be sold of product A, B, C in ratio of 8:2:1 to earn desired
profit 0of X1,20,000;

AQRR) B CR®) | Total )
Selling price (p.u.) 130 230 417
Variable cost + p.u.
v" Raw material 50 120 250
v" Direct material 10
v Skilled labor 24 36 48
v" Cost
v" Semi-skilled labour cost 10 10 15
v Variable overhead 20 40 80
v' Total variable cost 114 206 393
v Contribution on P.U. (SP - V() 16 24 24
v Total contribution Per batch (8:2:1) 128 48 24 200

Fixed cost+Desired profit
Contribution/batch

Sales to earn desired profit =

_%2,00,000+%1,20,000
- 3200

Number of batches to be sold = 1,600 batches.

22. A factory which expects to operate 7,000 hours, i.e., at 70% level of activity, furnishes details
of expenses as under: -

Particulars (&3]
Variable expenses 31,260
Semi-Variable expenses 31,200
Fixed expenses 31800

The semi-variable expenses go up by 10% between 85% and 95% activity and by 20% above
95% activity. Prepare a flexible budget for 80, 90 and 100 per cent activities.

(ICAI SM)
Ans. Head of Account Control 70% 80% 90% 100%
basis ) ) (€4 )
Budgeted hours 7,000 8,000 9,000 10,000
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Variable expenses Variable 1,260 1,440 1,620 1,800
Semi-variable expenses Semi- 1,200 1,200 1,320 1,440
variable
Fixed expenses Fixed 1,800 1,800 1,800 1,800
Total expenses 4,260 4,440 4,740 5,040
Recovery rate per hour
Total expenses/Budgets 0.61 0.56 0.53 0.50
hours
Conclusion: -
We notice that the recovery rate at 70% activity is X 0.61 per hour. If in a particular month the
factory works 8,000 hours, it will be incorrect to estimate the allowance as X 4,880 @ X 0.61.
The correct allowance will be X 4,440 as shown in the table. If the actual expenses are X 4,500
for this level of activity, the company has not saved any money but has over-spent by X 60 (X
4,500 — X 4,440).
23. AK Limited produces and sells a single product. Sales budget for calendar year 20X1 by
quarters is as under:
Quarters | II I11 1\Y%
No. of units to be sold 18,000 22,000 25,000 27,000
The year is expected to open with an inventory of 6,000 units of finished products and close
with inventory of 8,000 units. Production is customarily scheduled to provide for 70% of the
current quarter’s sales demand plus 30% of the following quarter demand. The budgeted
selling price per unit is ¥40. The standard cost details for one unit of the product are as follows:
Variable Cost X34.50 per unit. Fixed Overheads 2 hours 30 minutes @ X2 per hour based on a
budgeted production volume of 1,10,000 direct labor hours for the year. Fixed overheads are
evenly distributed through-out the year.
You are required to: -
a) Prepare Quarterly Production Budget for the year.
b) In which quarter of the year, Company expected to achieve break-even point.
(May 2012)
Ans. i) Production Budget for the year 20X1;
Particulars Quarters
I 11 II1 1\Y% Total
Sales demand (Unit) 18,000 22,000 | 25,000 | 27,000 92,000
I | Opening Stock 6,000 7,200 8,100 8,700 30,000
Il | 70% of Current Quarter’s 12,600 15,400 | 17,500 | 18,900 64,400
demand
III | 30% of Following Quarter’s 6,600 7,500 8,100 | 7,400* 29,600
demand
IV | Total Production (Il & III) 19,200 22,900 | 25,600 | 26,300 94,000
V | Closing Stock (I + IV - Sales) 7,200 8,100 8,700 8,000 32,000
*Balancing Figure
ii) Break Even Point = Fixed Cost /PV Ratio
=2,20,000/13.75% = 16,00,000 or 40,000 units.
P/V Ratio = (40 - 34.50 = 5.50)/40 x 100 = 13.75%
(Or, Break Even Point = Fixed Cost/ Contribution = 2,20,000/5.50 = 40,000 Units)
Total sales in the quarter II is 40,000 equal to BEP means BEP achieved in II quarter.
[
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24, G Ltd. manufactures a single product for which market demand exists for additional quantity.
Present sales of X6,00,000 utilises only 60% capacity of the plant. The following data are
available:

1) Selling price X100 per unit
2) Variable cost X 30 per unit
3) Semi-variable expenses 360,000 fixed + X 5 per unit
4) Fixed expenses X1,00,000 at present level, estimated to increase by
25% at and above 80% capacity.
You are required to prepare a flexible budget so as to arrive at the operating profit at 60%,
80% and 100% levels.
(Nov. 2020)
Ans. Flexible Budget
Activity Level 60% 80% 100%
Production (units) 6,000 8,000 10,000
() Q) Q3]
Sales @ X 100 per unit 6,00,000 8,00,000 10,00,000
Variable Cost 2,10,000 2,80,000 3,50,000
(@ X35 (X 30 + X 5) per unit)

Contribution (A) 3,90,000 5,20,000 6,50,000

Fixed Cost (part of semi-variable cost) 60,000 60,000 60,000

Other Fixed Cost 1,00,000 1,25,000 1,25,000

Total Fixed Cost (B) 1,60,000 1,85,000 1,85,000

Operating Profit (A - B) 2,30,000 3,35,000 4,65,000

25. Following information relates to ABC company for the year 20X1:

Projected Sales: (amount in lakh)
Month August September October November December
Sale 35 40 40 45 46

i) Gross profit margin will be 20% on sale.

ii)  10% of projected sale will be cash sale. Out of credit sale of each month, 50% will be
collected in the next month and the balance will be collected during the second month
following the month of sale.

iili) Creditors will be paid in the first month following credit purchase. There will be credit
purchase only.

iv) Wages and salaries will be paid on the first day of the next month. The amount will be
X3 lakhs each month.

v) Interim dividend of X2 lakhs will be paid in December 20X1.

vi) Machinery costing X10 lakhs will be purchased in September 20X1. Repayment by
installment of 50,000 p.m. will start from October 20X1.

vii) Administrative expenses of X1,00,000 per month will be paid in the month of their
incurrence.

viii) Assume no minimum cash balance is required. Opening cash balances as on 01-10-
20X1 is estimated at 310 lakhs.

You are required to prepare the monthly cash budget for the 3-month period (October 20X1
to December 20X1).
(Nov. 2016)
[
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Ans. Cash Budget
(From October, 20X1 to December, 20X1)
Particulars October November December
Opening Cash Balance 10,00,000 14,25,000 | 21,25,000
Receipts:
v" Cash Sales 4,00,000 4,50,000 4,60,000
¥v" Collection from Debtors (W.N.1) 33,75,000 36,00,000 38,25,000
(A) 47,75,000 54,75,000 64,10,000
Payments;
¥v" Payment to creditors (W.N. 2) 29,00,000 29,00,000 33,00,000
v' Wages & Salaries 3,00,000 3,00,000 3,00,000
v' Interim dividend - - 2,00,000
v' Installment of Asset 50,000 50,000 50,000
v"  Administration expenses 1,00,000 1,00,000 1,00,000
(B) 33,50,000 33,50,000 39,50,000
Closing Cash Balance (A - B) 14,25,000 21,25,000 24,60,000
Working Notes: -
1) Calculation of collection from Debtors: -

Particulars August September October November | December
Credit sale @ 90% | 31,50,000 36,00,000 | 36,00,000 40,50,000 41,40,000
of sale
50% collection in -- 15,75,000 | 18,00,000 18,00,000 20,25,000
next month
Remaining in -- --.| 15,75,000 18,00,000 18,00,000
second month
Total collection 33,75,000 36,00,000 | 38,25,000
2) Calculation of purchase;

Payment to creditors October November December
v" For September 29,00,000 -- --
purchase {(*80% of
340,00,000) -
#3,00,000}
¥v" For October purchase 29,00,000
{(*80% of
%40,00,000) -
#3,00,000}
¥ For November -- -- 33,00,000
purchase {(*80% of
345,00,000) -
#3,00000}
v' Total of payment made 29,00,000 29,00,000 33,00,000
to creditors
*Let sales be 100%.
Gross profit =20% (Given)
Therefore, Cost of goods sold = 100-20 = 80%
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# Wages and salaries of 3,00,000 is part of cost of goods sold. In order to calculate purchase,
same has been removed from the cost of goods sold/

26. A company prepared the following budget for a year:
Percentage;
to total Sales
Direct materials 40
Direct labour 20
Factory overheads — Variable 10
— Fixed 10
Selling and Adm. overheads — Variable 5
— Fixed 12
Profit 3
Sales 100
After evaluating the half-yearly performance, it was observed that the company would be able
to achieve only 80% of the original budgeted sales. The revised budgeted sale as envisaged
above was estimated at 31,080 lacs after taking into account a reduction in the selling price by
10%.
You are required to prepare a statement showing the break-up of the Original and revised
budget for the year.
(May 2000)
Ans. Statement showing the break-up of the original and revised budget for a year:
(X in lakhs
Original budget Revised budget
Sales revenue: (A) 1,500 1,080
(Refer to Working notes 1 & 2)
Variable costs:
Direct materials 600 480
(40% x X1,200)
Direct labour 300 240
(20% = %1,200)
Factory overheads 150 120
(10% = ¥1,200)
Selling and Admin, overheads 75 60
(5% = X1,200)
Total variable costs: (B) 1,125 900
Contribution: (C) = (A) - (B) 375 180
Fixed overheads:
Factory overheads 150 150
Selling and Admin. Overheads 180 180
Total fixed overheads: (D) 330 330
Profit (Loss): {(C) - (D)} 45 (150)
Working Notes:

1) Revised budgeted sales (after taking into account 10% reduction in selling price)

If revised budgeted S.P. is 90 The original budgeted S.P. is 100
100

If revised budgeted S.P. is X1 the original budgeted S.P. is o0

If revised budgeted sales at revised S.P. is 1,080 lacs then the revised budgeted sales at

original S.P. will isilg—oo0 % 1,080 lacs =%1,200 lacs
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2) Original budgeted sales
If revised budgeted sales at original S.P. is X80 then the original budgeted sales at original
selling price is 100
If revised budgeted sales at original S.P. is X1 then the original sales at original selling price
. %100
is —
If revised budgeted sales at original S.P. is 1,200 lacs then the original budgeted sales at
original selling price is 1—0(? % X1,200 lacs =%1,500 Lacs.

27. ABC Ltd. is currently operating at 75% of its capacity. In the past two years, the levels of
operations were 55% and 65% respectively, Presently, the production is 75,000 units. The
company is planning for 85% capacity level during 20X1-X2.

The cost details are as follows: -
Particulars 55% (X) 65% (X) 75% (X)
Direct Materials 11,00,000 13,00,000 15,00,000
Direct Labour 5,50,000 6,50,000 7,50,000
Factory Overheads 3,10,000 3,30,000 3,50,000
Selling Overheads 3,20,000 3,60,000 4,00,000
Administrative Overheads 1,60,000 1,60,000 1,60,000
24,40,000 28,00,000 31,60,000
Profit is estimated @ 20% on sales.
The following increases in costs are expected during the year:
Particulars In Percentage
Direct Materials 8
Direct Labour 5
Variable Factory Overheads 5
Variable Selling Overheads 8
Fixed Factory Overheads 10
Fixed Selling Overheads 15
Administrative Overheads 10
Prepare flexible budget for the period 20X1-X2 at 85% level of capacity. Also ascertain profit
and contribution.
(ICAISM)
Ans. ABC Ltd.
Budgeted for 85% capacity level for the period 20X1-X2

Budgeted production (units) Per unit (X) (X) 85,000
v' Direct Material (note 1) 21.60 18,36,000
v' Direct Labour (note 2) 10.50 8,92,500
v’ Variable Factory Overhead (note 3) 2.10 1,78,500
¥’ Variable Selling Overhead (note 4) 4.32 3,67,200
Total Variable Cost (A) 38.52 32,74,200
v' Fixed Factory Overhead (note 3) 2,20,000
v' Fixed Selling Overhead (note 4) 1,15,000
v' Administrative overhead 1,76,000
Total Fixed Cost (B) 5,11,000
Total Cost (A+B) 37,85,200
v" Add: Profit 20% on sales or 25% on total cost 9,46,300
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Sales 47,31,500
¥ Contribution (Sales—Variable Cost) 14,57,300
Working Notes: -
1) Direct Materials: -
Particulars ) Particulars )
v 75% Capacity 15,00,000 | v* 65% Capacity 13,00,000
v 65% Capacity 13,00,000 | v* 55% Capacity 11,00,000
v 10% Change in Capacity 2,00,000 | v 10% Change in Capacity 2,00,000

v" For 10% increase in capacity, i.e., for increase by 10,000 units, the total direct material cost
regularly changes by 32,00,000.

v" Direct Material Cost (Variable)= % 2,00,000 +~ 10,000 = X 20

v' After 8% increase in price, direct material cost per unit = X 20 X 1.08 = X 21.60

v Direct Material Cost for 85,000 budgeted units= 85,000 x X 21.60 = % 18,36,000

2) Direct Labour: -

Particulars ) Particulars )

v’ 75% Capacity 7,50,000 v 65% Capacity 6,50,000
v 65% Capacity 6,50,000 v’ 55% Capacity 5,50,000
v'10% Change in Capacity 1,00,000 | v 10% Change in Capacity 1,00,000

AN NN

3) Factory Overheads are semi-Variable Overheads: -

For 10% increase in capacity, direct labour cost regularly changes by X 1,00,000.
Direct labour cost per unit= X 1,00,000 = 10,000 =X 10
After 5% increase in price, direct labour cost per unit =X 10 x 1.05 =3 10.50
Direct labour for 85,000 units= 85,000 units x X 10.50 = X 8,92,500.

Particulars ) Particulars )
75% Capacity 3,50,000 65% Capacity 3,30,000
65% Capacity 3,30,000 55% Capacity 3,10,000
10% Change in Capacity 20,000 10% Change in Capacity 20,000
v Variable Factory Overhead = X 20,000 + 10,000 =X 2
v Variable Factory Overhead for 75,000 units = 75,000 x X 2 = ¥ 1,50,000
v Fixed Factory Overhead = % 3,50,000 — % 1,50,000 = X 2,00,000.
v Variable Factory Overhead after 5% increase = X 2 X 1.05 = X 2.10
v Fixed Factory Overhead after 10% increase = % 2,00,000 x 1.10 = ¥ 2,20,000
4) Selling Overhead is Semi-Variable Overhead: -
Particulars (§3] Particulars (§3]
v’ 75% Capacity 4,00,000 ¥' 65% Capacity 3,60,000
v' 65% Capacity 3,60,000 ¥ 55% Capacity 3,20,000
v" 10% Change in Capacity 40,000 ¥v" 10% Change in Capacity 40,000
v’ Variable Selling Overhead = X 40,000 + 10,000 units = 34
v’ Variable Selling Overhead for 75,000 units= 75,000 x X 4 = X 3,00,000.
v Fixed Selling Overhead = % 4,00,000 — X 3,00,000 = % 1,00,000.
[
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v Variable Selling Overhead after 8% increase= ¥4 x 1.08 = 34.32
¥ Fixed Selling Overhead after 15% increase = X 1,00,000 x 1.15
=% 1,15,000.
5) Administrative overhead is fixed:
After 10% increase = X 1,60,000 x 1.10 =X 1,76,000
28. Following is the sales budget for the first six months of the year 20X0 in respect of PQR Ltd:
Month: Jan. Feb. March April May June
Sales (units): 10,000 12,000 14,000 15,000 15,000 16,000
Finished goods inventory at the end of each month is expected to be 20% of budgeted sales
quantity for the following month. Finished goods inventory was 2,700 units on January 1, 20X0.
There would be no work-in Progress at the end of any month.
Each unit of finished product requires two types of materials as detailed below:
Material X: 4 kgs. @ % 10/kg
Material Y: 6 kgs. @ % 15/kg
Material on hand on January, 1,2009 was 19,000 kgs. of material X and 29,000 kgs. of material
Y. Monthly closing stock of material is budgeted to be equal to half of the requirements of next
month's production.
Budgeted direct labour hour per unit of finished product is 3/4 hour. Budgeted direct labour
cost for the first quarter of the year 20X0 is ¥10,89,000.
Actual data for the quarter one, ended on March 31, 20X0 is as under:
Actual production quantity: 40,000 units
Direct material cost
(Purchase cost based on materials actually issued to production)
Material X: 1,65,000 kgs. @ X 10.20/kg
Material Y: 2,38,000 kgs. @ X 15.10/kg
Actual direct labour hours worked: 32,000 hours
Actual direct labour cost: %13,12,000
Required
a) Prepare the following budgets:
i)  Monthly production quantity budget for the quarter one.
ii) Monthly raw material consumption quantity budget from January, 20X0 to April,
20X0.
iii) Materials purchase quantity budget for the quarter one.
b) Compute the following variances:
i)  Material cost variance
ii) Material price variance
iii) Material usage variance;
iv) Direct labour cost variance
v) Direct labour rate variance
vi) Direct labour efficiency variance.
(May 2009)
Ans. a)
i)° Statement showing monthly production quantity budget:
Production Budget for January, 20X0 to March, 20X0
Particulars (in Unit) Jan Feb Mar April
Budgeted Sales (in Unit) 10,000 12,000 14,000 15,000
Add: Budgeted Closing Stock
(20% of sales of next month) 2,400 2,800 3,000 3,000
12,400 14,800 17,000 18,000
Less: Opening Stock 2,700 2,400 2,800 3,000
Budgeted Output 9,700 12,400 14,200 15,000
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Total Budgeted Output for the Quarter ended March 31, 2009
=(9,700 + 12,400 + 14,200)

= 36,300 units
ii) Monthly Raw Material consumption quantity budget from January 20X0 to April
20X0
Raw Material Consumption Budget (in quantity)
Month Budgeted Output | Material X’ @ 4 kg. | Material ‘Y’ @ 6 kg.
(Units) per unit (Kg.) per unit (Kg.)
Jan 9,700 38,800 58,200
Feb 12,400 49,600 74,400
Mar 14,200 56,800 85,200
Apr 15,000 60,000 90,000
Total 2,05,200 3,07,800
iii) Material purchase quantity budget for the quarter
Raw Materials Purchase Budget (in quantity)
For the Quarter ended (March 31st, 20X0)
Material X
Particulars (in Unit) Jan Feb Mar Total
Raw material required for 38,800 49,600 56,800 1,45,200
production (X)
Add: Closing stock of raw 24,800 28,400 30,000 83,200
material (1/2 of Next month
requirement)
63,600 78,000 86,800 2,28,400
Less: Opening Stock at raw 19,000 24,800 28,400 72,200
material X
Materials to be purchased X 44,600 53,200 58,400 1,56,200
Raw Materials Purchase Budget (in quantity
For the Quarter ended (March 31st, 20X0)
Material Y
Particulars (in Unit) Jan Feb Mar Total
Raw material required for 58,200 74,400 85,200 2,17,800
production (Y)
Add: Closing stock of raw 37,200 42,600 45,000 1,24,800
material (1/2 of Next month
requirement)
95,400 1,17,000 1,30,200 3,42,600
Less: Opening Stock at raw 29,000 37,200 42,600 1,08,800
material Y
Materials to be purchased Y 66,400 79,800 87,600 2,33,800
b) Calculation of Material Cost Variance:
i) Material cost variance =1-4 =76,800 (A)
ii) Material Price variance = 3 - 4 = 56,800 (A)
iii) Material uses variance = 1 - 3 = 20,000 (A)
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Workings
Material Variance
(1) (2) (3) (4)
SP x SQ SP x SM SP x AQ used AP x AQ used
X 10 x 1,60,000 10 x 1,60,200 10, x 1,65,000 10.20 x 1,65,000
Y 15 x 2,40,000 15 % 2,41,800 15 % 2,38,000 15.10 x 2,38,000
52,00,000 52,29,000 52,20,000 52,76,800

SM = Std. mix i.e., total actual quantity used in std. mix ratio

Total Actual quantity used = 1,65,000 + 2,38,000
= 4,03,000 kgs.
Std. mix ratio = 4:i6ie,xy
Std. mix for X = 2 %4,03,000
10
= 1,61,200 kg.
Std. mix for Y = 8, 4,03,000
10
= 2,41,800 kgs.

Std. quantity i.e., std. qty. for actual output.

Actual output = 40,000 kg.

-~ material y required = 40,000 x 4 = 1,60,000
Material y required = 40,000 x 4 = 2,40,000

Here: SP = Standard Price per kg of RM
SQ = Standard quantity for actual output.
SM = Standard mix i.e., Total actual quantity
used in standard mix ratio
AQ used = Actual quantity used.
i) Direct Labour Cost Variance =1-5=1,12,000 (A)
ii) Direct Labour rate Variance =4-5=32,000 (A)

iii) Direct Labour efficiency variance =1 -2=280,000 (A)

Working Notes:
Labor Variance
@) 2) 3) 4) (5)
SR x ST SR x SM SR x ATW SR x ATP AR x ATP
40 x (40,000 x 40 x 32,000 40 x 32,000 40 x 32,000 13,12,000
.75)
12,00,000 12,80,000 12,80,000 12,80,000 13,12,000
Budgeted Hours = Budget Production x Budgeted Time per
unit
Budget Production = 9,700 + 12,400 + 14,200
=36,300 x > = 27,225 hours
! - Budgeted labours cost
Budgeted hours
- I
Let Actual time worked = Actual time paid
Here: SR = Standard rate of labor per hour
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ST = Standard time for Actual output
SM = Standard mix i.e., total at worked in Itd.
mix ratio.
ATW = Actual time worked
ATP = Actual time paid for
29. Define Budget Manual. What are the salient features of Budget Manual?
(Nov. 2022)
Ans. Budget Manual: The budget manual is a booklet specifying the objectives of an organisation
in relation to its strategy. The Budget is made to decide budget. The organization sets its
priorities too.

CIMA, London, defines budget manual as, “A document which sets out the responsibilities of

the persons engaged in, the routine of, and the forms and records required for, budgetary

control.”

Effective budgetary planning relies on the provision of adequate information to the individuals

involved in the planning process. Many of these information needs are contained in the budget

manual. A budget manual is collection of documents that contains key information for those
involved in the planning process.

Features of a budget manual

Typical budget manual may include the following:

i) A statement regarding the objectives of the organisation and how they can be achieved
through budgetary control.

ii) A statement about the functions and responsibilities of each executive, both regarding
preparation and execution of budgets;

iii) Procedures to be followed for obtaining the necessary approval of budgets. The authority
of granting approval should be stated in explicit terms. Whether, one two or more
signatures are required on each document should be clearly stated;

iv) A form of organization chart to show who are responsible for the preparation of each
functional budget and the way in which the budgets are interrelated.

v) Atimetable for the preparation of each budget.

vi) The manner of scrutiny and the personnel to carry it out:

vii) Reports, statements, forms and other record to be maintained;

viii) The accounts classification to be employed. It is necessary that the framework within
which the costs, revenue and other financial accounts are classified must be identical
both in the accounts and budget department.

ix) The reporting of the remedial actions;

x) The manner in which budgets, after acceptance and issuance, are to be revised or the
matter amended these are included in budgets and on which action can be taken only
with the approval of top management

xi) This will prevent the formation of a ‘bottleneck’ with the late preparation of one budget
holding up the preparation of all others.

xii) Copies of all forms to be completed by those responsible for preparing budgets, with
explanations concerning their completion.

xiii) Alist of the organization’s account codes, with full explanations of how to use them.
Information concerning key assumptions to be made by managers in their budgets, for example
the rate of inflation, key exchange rates, etc.

30. SR Ltd. is a manufacturer of Garments. For the first three months of financial year 2022-23

commencing on 1st April 2022, production will be constrained by direct labour. It is estimated
that only 12,000 hours of direct labour hours will be available in each month.
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For market reasons, production of either of the two garments must be at least 25% of the
production of the other. Estimated cost and revenue per garment are as follows:

Shirt (X) Short (X)
Sales price 60 44
Raw Materials: -
Fabric @12 per metre 24 12
Dyes and cotton 6 4
Direct labour @ 8 per hour 8
Fixed Overhead @ 4 per hour 4 2
Profit 18 22

From the month of July 2022 direct labour will no longer be a constraint. The company expects
to be able to sell 15,000 shirts and 20,000 shorts in July, 2022. There will be no opening stock
at the beginning of July 2022.

Sales volumes are expected to grow at 10% per month cumulatively thereafter throughout the
year. Following additional information is available:

v The company intends to carry stock of finished garments sufficient to meet 40% of the next
month's sale from July 2022 onwards.
v' The estimated selling price will be same as above.

Required:
1) Calculate the number of shirts and shorts to be produced per month in the first quarter of
financial year 2022-2023 to maximize company's profit.
2) Prepare the following budgets on a monthly basis for July, August and September 2022:
i) Sales budget showing sales units and sales revenue for each product.
ii) Production budget (in units) for each product.

(May 2022)
Ans. i)  Calculation of number of shirts & shorts to be produced per month:
Contribution per labour hour:

Shirts (X) Shorts (X)

A | Sales Price per unit 60 44
B | Variable Cost:

- Raw materials 30 16

- Direct labour 8 4

38 20

C Contribution per unit [A-B] 22 24

D | Labour hour per unit 1 hour 0.5 hour

E Contribution per labour hour [C+D] 22 48

Production plan for the first three months:
Since, Shorts has the higher Contribution per labour hour, it will be made first. Shirts will be
25% of Shorts. The quantity will be determined as below:

Let the Quantity of Shorts be X and Shirts will be 0.25 X, then
(Qty. of Shorts x labour hour per unit) + (Qty. of Shirts x labour hour per unit) = Total labour
hours available

Or, (X x 0.5 hour) + (0.25X x 1 hour) = 12,000 hours
Or, 0.5X +0.25X =12,000 Or, 0.75X = 12,000
Or, X =12,000+0.75

= 16,000 units of Shorts
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Therefore, for Shirts = 25% of 16,000 units
= 4,000 units

Production per month for the first quarter will be:

Shorts- 16,000 units &
Shirts- 4,000 units

ii) i) Sales Budget for the month of July, August & September 2022:
July 2022 August 2022 September 2022
Shirts | Shorts | Shirts Shorts Shirts Shorts
A | Sales demand 15,000 | 20,000 16,500 | 22,000 18,150 24,200
B | Selling price per 60 44 60 44 60 44
unit ()
C | Sales Revenue (X) |9,00,000|8,80,000 | 9,90,000 | 9,68,000 | 10,89,000 | 10,64,800
ii) Production budget for the month of July, August & September 2022:
July 2022 August 2022 September October 2022
2022
Shirts Shorts |Shirts Shorts | Shirts |Shorts Shirts |Shorts
A | Opening stock 0 0 | 6600 | 8,800 7,260 9,680
B | Sales demand 15,000 20,000]16,500 | 22,000| 18,150| 24,200 | 19,965| 26,620
C | Closing stock 6,600 | 8,800 | 7,260 | 9,680 7,986 | 10,648
D | Production 21,600 | 28,800(17,160 | 22,880| 18,876 | 25,168
[B+C-A]
31. Maharatna Ltd., a public sector undertaking (PSU), produces product A. The company is in

i)
ii)
iiii)
iv)
v)

vi)

vii)

ix)

X)

xi)

process of preparing its revenue budget for the year 2022. The company has the following
information which can be useful in preparing the budget:

It has anticipated 12% growth in sales volume from the year 2021 of 4,20,000 tonnes.
The sales price of 23,000 per tonne will be increased by 10% provided Wholesale

Price Index (WPI) increases by 5%.

To produce one tonne of product A, 2.3 tonnes of raw material are required. The raw
material cost is 4,500 per tonne. The price of raw material will also increase by 10% if
WPI increase by 5%.

The projected increase in WPI for 2022 is 4%

A total of 6,000 employees works for the company. The company works 26 days in a
month.

85% of employees of the company are permanent and getting salary as per 5- year wage
agreement. The earnings per manshift (means an employee cost for a shift of 8 hours) is
%3,000 (excluding terminal benefits). The new wage agreement will be implemented
from 1st July 2022 and it is expected that a 15% increase in pay will be given.

The casual employees are getting a daily wage of X 850. The wages in linked to Consumer
Price Index (CPI). The present CPI is 165.17 points and it is expected to be 173.59 points
in year 2022.

viii) Power cost for the year 2021 is X 42,00,000 for 7,00,000 units (1 unit = 1 Kwh). 60% of

power is used for production purpose (directly related to production volume) and
remaining are for employee quarters and administrative offices.

During the year 2021, the company has paid X 60,00,000 for safety and maintenance
works. The amount will increase in proportion to the volume of production.

During the year 2021, the company has paid X 1,20,000 for the purchase of diesel to be
used in car hired for administrative purposes. The cost of diesel will increase by 15% in
year 2022.

During the year 2021, the company has paid X 6,00,000 for car hire charges (excluding
fuel cost). In year 2022, the company has decided to reimburse the diesel cost to the car
rental company. Doing this will attract 5% GST on Reverse Charge Mechanism (RCM)
basis on which the company will not get GST input credit.
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xii) Depreciation on fixed assets for the year 2021 is X 80,40,00,000 and it will be 15% lower
in 2022.
Required:
From the above information PREPARE Revenue (Flexible) budget for the year 2022 and also
show the budgeted profit/ loss for the year.
(RTP May 2022)
Ans. Revenue Budget (Flexible Budget) of Maharatna Ltd. for the Year 2022
Particulars PY 2021 CY 2022
A Sales Volume (Tonnes) 4,20,000 4,70,400
[112%x4,20,000]
B Selling Price per tonne (X) 23,000 23,000
(R in lakh) (X in lakh)
C Sales value [AxB] 96,600 1,08,192
D Raw material Cost:
i) Qty. of Material 9,66,000 10,81,920
[2.3 tonnes x A] (tonnes)
ii) Price per tonne () 4,500 4,500
iii) Total raw material cost (X 43,470 48,686.40
in lakh) [(i)x(ii)]
E Wages & Salary Cost:
i) Wages to casual employees (15% x 2,386.80 2,508.47
6,000 = 900 employees) [900 x 26 x 12 x [900 x 26 x 12 x
X 850] 3 893.33]
ii) Salary to permanent employees (85% 47,736 51,316.20
x 6,000 = 5,100 employees) [5100 x 26 x 12 x | [(5100 x 26 x 6 x
X3,000] | X3,000)+ (5100 x
26 x 6 x X 3,450)]
iii) Total wages & salary [(i)+(ii)] 50,122.80 53,824.67
F Power cost:
i) For production (units) 4,20,000 4,70,400
[60% % 7,00,000] [112% x
4,20,000]
i) For employees & offices (units) [40% 2,80,000 2,80,000
x 7,00.000]
iii) Total Power consumption (units) 7,00,000 7,50,400
[(D)+(iD)]
(iv) | Power rate per unit (X) 6.00 6.00
[342,00,000 + 7,00,000]
V) Total power cost [(iii)*(iv)] 42 45.024
G Safety and maintenance Cost 60 67.20 [112% x
60,00,000]
H Diesel cost 1.2 -
I Car Hire charge:
i) Car hire charge 6 6
ii) Fuel reimbursement cost - | 1.38[115% x 1.2]
iii) GST@5% on RCM basis - 0.369
[5%x (i+ii)]
iv) Total Car hire charge cost 6 7.749
[(@)+(ii)+(iii)]
] Depreciation 8,040 6,834
[85% x 8040]
K Total Cost [Sum of D to ]] 1,01,742 1,09,465.043
L Profit/ (Loss) [C-L] (5,142) (1273.043)
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32. PQR Limited manufactures three products - Product X, Product Y and Product Z. The output
for the current year is 2,50,000 units of Product X, 2,80,000 units of Product Y and 3,20,000
units of Product Z respectively.

Selling price of Product X is 1.25 times of Product Z whereas Product Y can be sold at double
the price at which product Z can be sold. Product Z can be sold at a profit of 20% on its marginal
cost.
Other information are as follows:
Product X ProductY Product Z
Direct Material Cost (per unit) 320 20 320
Direct Wages Cost (per unit) 16 324 16
Raw material used for manufacturing all the three products is the same. Direct Wages are paid
@ %4 per labour hour.
Total overhead cost of the company is X52,80,000 for the year, out of which X1 per labour hour
is variable and the rest is fixed.
In the next year it is expected that sales of product X and Product Z will increase by 12% and
15% respectively and sale of product Y will decline by 5%. The total overhead cost of the
company for the next year is estimated at ¥55,08,000. The variable cost of X1 per labour hour
remains unchanged.
It is anticipated that all other costs will remain same for the next year and there is no opening
and closing stock.
Selling Price per unit of each product will remain unchanged in the next year.
Required:
Prepare a budget showing the current position and the position for the next year clearly
indicating the total product-wise contribution and profit for the company as a whole.
(May 2023)
Ans. Budget Showing the Current Position:
Particulars X Y Z Total
Output 2,50,000 2,80,000 3,20,000
Selling price per unit 60 96 48
X (WN)
Less:
DMC/UX (20) (20) (20)
DWC/UX (16) (24) (16)
*VOH/U X (4) (6) 4)
(1X4) (1X6) (1X4)
-~ Contribution Per 20 46 8
unit
Total Contribution 50,00,000 1,28,80,000 | 25,60,000 32,04,40,000
(Output X
Contribution Per
unit)
Less: Fixed Cost X13,20,000
Total FOH =52,80,000
(-) V.OH =39,60,000
(1X39,60,000 hours)
13,20,000
-~ Profit —» %1,91,20,000
*Variable overhead is 1 per labor hour and labor hours per unit is 4/6/4.
Working Note:
1) Determination of selling price:
— Product Z can be sold at 20% profit on Marginal cost
— Marginal cost = Direct Material cost + Direct Labour Cost + Variable overhead.
[
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=20 + 16 + Variable OH.

— In order to ascertain variable OH cost Per unit we need to find out Labour hours:

X Y Z Total
Direct wage cost @ X 4 per Lab. 16 24 16
hour
~ Labour hours per unit 4 6 4
Total Labour hours 10,00,000 | 16,80,000 | 12,80,000 39,60,000
It is given in the Question that V. OH is X1 (Labour hour).
~ for product Z, variable OH/Unit = X1 X 4 hours =34
~MC=20+16+4
=340/U.
S.P/U of product ‘Z’ =40 + (20% of 40)
=348
S.P/Uof X' =1.25X 48
=60
S.P/Uof Y’ =2x48
=96
Budget Showing next year Position:
Particulars X Y Z Total
Output 280000 266000 368000
(25000 X (320000 x
112%) 115%)
S.P/U 60 96 48
Less:
DMC/U (20) (20) (20)
DLC/U (16) (24) (16)
VOH/U X (4) (6) (4)
~ Cont. / U. 20 46 8
Total Contribution 56,00,000 | 1,22,36,000 2944000 2,07,80,000
(output x cont. / U)
Less; Fixed cost 15,48,000
Total OH = 55,08,000
Less; V.OH =
(39,60,000)
15,48,000
- Profit » 1,92,32000
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Cost Accounting System
Assignment

Q. Questions & Answers
No.
1. M/s. Abid Private Limited disclosed a net profit of X 48,408 as per cost books for the year ending
31st March 202X. However, financial accounts disclosed net loss of X 15,000 for the same period.
On scrutinizing both the set of books of accounts, the following information was revealed;
Particulars )
Works Overheads under-recovered in Cost Books 48,600
Office Overheads over-recovered in Cost Books 11,500
Dividend received on Shares 17,475
Interest on Fixed Deposits 21,650
Provision for doubtful debts 17,800
Obsolescence loss not charged in Cost Accounts 17,200
Stores adjustments (debited in Financial Accounts) 35,433
Depreciation charged in financial accounts 30,000
Depreciation recovered in Cost Books 35,000
Prepare a Memorandum Reconciliation Account
(May 2019, Modified RTP Nov 2020, MTP July 2021, Modified MTP May 2019, Modified
ICAI SM, Modified MTP May 2023)
Ans. Memorandum Reconciliation Accounts
Particulars ) Particulars )
To Works Overheads under 48,600 | By Net Profit as per Costing 48,408
recovered in cost Books records
To Provision for Doubtful 17,800 | By Office overheads over 11,500
Debts recovered in Cost Books
To Obsolescence loss not 17,200 | By dividend received on 17,475
charged in cost accounts shares
To Stores Adjustment (Debit in 35,433 | By Interest on Fixed Deposits 21,650
Financial Account)
By Depreciation over charged 5,000
in cost Accounts
By Net loss as per Financial 15,000
Accounts
1,19,033 1,19,033
2. R Limited showed a net loss of X 35,400 as per their cost accounts for the year ended 31st March,
202X. However, the financial accounts disclosed a net profit of X 67,800 for the same period.
The following information were revealed as a result of scrutiny of the figures of cost accounts
and financial accounts;
Particulars )
Administrative overhead under recovered 25,500
Factory overhead over recovered 1,35,000
Depreciation under charged in Cost Accounts 26,000
Dividend received 20,000
Loss due to obsolescence charged in Financial Accounts 16,800
Income tax provided 43,600
Bank interest credited in Financial Accounts 13,600
Value of opening stock;
In Cost Accounts 1,65,000
In Financial Accounts 1,45,000
Value of Closing Stock
In Cost Accounts 1,25,500
In Financial Accounts 1,32,000
888 888 0402 support@escholars.in I 1




www.escholars.in

Goodwill written-off in Financial Accounts 25,000
Notional rent of own premises charged in Cost Accounts 60,000
Provision for doubtful debts in Financial Accounts 15,000
Prepare a reconciliation statement by taking costing net loss as base.
(Nov. 2012, Modified May. 2014 & ICAI SM, Modified MTP May 2019, Modified RTP May
2023)
Ans. Statement of Reconciliation
Particulars ) X)
Net loss as per Cost Accounts (35,400)
Additions;
1) Factory O/H over recovered 1,35,000
2) Dividend Received 20,000
3) Bank interest received 13,600
4) Difference in Value of Opening Stock 20,000
(1,65,000— 1,45,000)
5) Difference in Value of Closing Stock 6,500
(1,32,000— 1,25,500)
6) Notional Rent of own Premises 60,000 2,55,100
Deductions;
1) Administration O/H under recovered 25,500
2) Depreciation under charged 26,000
3) Loss due to obsolescence 16,800
4) Income tax Provided 43,600
5) Goodwill written-off 25,000
6) Provision for doubtful debts 15,000 (1,51,900)
Net Profit as per Financial A/cs 67,800
3. As on 31st March, 202X, the following balances existed in a firm’s Cost Ledger;
Particulars Dr. (X) Cr.(X)
Stores Ledger Control A/c 3,01,435
Work-in-Process Control A/c 1,22,365
Finished Stock Ledger Control A/c 2,51,945
Manufacturing Overhead Control, A/c 10,525
Cost Ledger Control A/c 6,65,220
6,75,745 6,75,745
During the next three months the following items arose;
Particulars )
Finished Product (at Cost) 2,10,835
Manufacturing Overhead incurred 91,510
Raw Materials purchased 1,23,000
Factory Wages 50,530
Indirect labour 21,665
Cost of Sales 1,85,890
Material issue to production 1,27,315
Sales returned at Cost 5,380
Material returned to Suppliers 2,900
Manufacturing Overhead Charged to Production 77,200
You are required to Pass the Journal Entries; Write up the accounts and Schedule the balances,
stating what each balance represents.
(ICAI SM, Nov. 2008, Modified RTP Nov-2019, Modified RTP May 2020, Modified MTP Nov
2022)
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Ans. | Journal Entries are as follows: -
Particulars LF. | Dr.(X) Cr.X)
1) Finished Stock Ledger Control A/c Dr. 2,10,835
To Work-in-Process Control A/c 2,10,835
2) Manufacturing Overhead Control, A/c Dr. 91,510
To Cost Ledger Control A/c 91,510
3) Stores Ledger Control A/c Dr. 1,23,000
To Cost Ledger Control A/c 1,23,000
4) i) Wage Control A/c Dr. 72,195
To Cost Ledger Control A/c 72,195
ii) Work-in-Process Control A/c Dr. 50,530
To Wages Control A/c 50,530
iii) Manufacturing Overhead Control A/c Dr. 21,665
To Wages Control A/c 21,665
5) CostofSalesA/c Dr. 1,85,890
To Finished Stock Ledger A/c 1,85,890
6) Work-in-Process Control A/c Dr. 1,27,315
To Stores Ledger Control A/c 1,27,315
7) Finished Stock Ledger Control A/c Dr. 5,380
To Cost of Sales A/c 5,380
8) Cost Ledger Control A/c Dr. 2,900
To Stores Ledger Control A/c 2,900
9) Work-in-Process Control A/c Dr. 77,200
To Manufacturing Overhead Control A/c 77,200
Cost Ledgers
Stores Ledger Control Account
Particulars X) Particulars )
To Balance b/d 3,01,435 | By Work in Process Control A/c 1,27,315
To Cost Ledger Control A/c 1,23,000 | By Cost Ledger Control A/c 2,900
By Balance c/d 2,94,220
4,24,435 4,24,435
Wages Control Account
Particulars ) Particulars )
To Cost Ledger Control A/c 72,195 | By Work in Process Control A/c 50,530
By Manufacturing OH Control A/c 21,665
(Bal. Fig)
72,195 72,195
Manufacturing Overhead Control Account
Particulars ) Particulars )
To Cost Ledger Control A/c 91,510 | By Balance b/d 10,525
To Wages Control A/c 21,665 | By Work in Process Control A/c 77,200
By Balance c/d 25,450
1,13,175 1,13,175
Work-in-Process Control Account
Particulars ) Particulars )
To Balance b/d 1,22,365 | By Finished Stock Ledger Control 2,10,835
A/c
To Wages Control A/c 50,530 | By Balance c/d 1,66,575
To Stores Ledger Control A/c 1,27,315
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To Manufacturing OH Control 77,200
A/c
3,77,410 3,77,410
Cost Ledger Control Account
Particulars ) Particulars )
To Stores Ledger Control A/c 2,900 | By Balance b/d 6,65,220
(return)
To Balance c/d 9,49,025 | By Manufacturing OH Control 91,510
AJc
By Stores Ledger Control A/c 1,23,000
By Wages Control A/c 72,195
9,51,925 9,51,925
Finished Stock Ledger Control Account
Particulars ) Particulars )
To Balance b/d 2,51,945 | By Cost of Sales Control A/c 1,85,890
To Work-in-Process Control A/c | 2,10,835 | By Balance c/d 2,82,270
To Cost of Sales Control A/c 5,380
(Return at Cost)
4,68,160 4,68,160
Cost of Sales Account
Particulars ) Particulars X)
To Finished Stock Ledger 1,85,890 | By Finished Stock Ledger 5,380
Control Control (Return)
By Balance c/d 1,80,510
1,85,890 1,85,890
Trial Balance
Particulars Dr. (X) Cr.X)
— Stores Ledger Control A/c 2,94,220
— Work-in-Process Control A/c 1,66,575
— Finished Stock Ledger Control A/c 2,82,270
— Manufacturing Overhead Control, A/c 25,450
— CostofSalesA/c 1,80,510
— Cost Ledger Control A/c 9,49,025
Total 9,49,025 9,49,025
4. Following are the figures extracted from the Cost Ledger of a Manufacturing Unit: -
Particulars )
Stores;
Opening balance 15,000
Purchase 80,000
Transfer from WIP 40,000
Issue to WIP. 80,000
Issue to repairs and Maintenance 10,000
Sold as a special case at cost 5,000
Shortage in the year 3,000
Work-in-Process.
Opening Inventory 30,000
Direct labour Cost charged 30,000
Overhead Cost charged 1,20,000
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Closing Balance 20,000
Finished Products;
Entire output is sold at 10% profit on actual cost from work-in-
process.
Others;
Wages for the period 35,000
Overhead Expenses 1,25,000
Ascertain the profit or loss as per Financial Account and Cost accounts and reconcile them.
(ICAI SM, May 2005, May 2011, Nov. 2011, May 2017)
Ans. Statement of Profit as per Costing Records
Particulars )
— Direct Material Cost (X 80,000—% 40,000) 40,000
— Direct Wages 30,000
Prime Cost; 70,000
— Production Overheads 1,20,000
Works Cost; 1,90,000
— Add: Opening WIP 30,000
2,20,000
— Less: Closing WIP (20,000)
Cost of Finished Goods; 2,00,000
— Profit (10% of Cost) 20,000
Sales 2,20,000
Profit & Loss A/c
Particulars RX) Particulars K)
To Materials (Op. bal + 90,000 | By Sales A/c 2,20,000
Purchase—Sale)
To Opening WIP 30,000 | By Closing WIP 20,000
To Wages for the period 35,000 | By Closing stock of raw 37,000
material
To Overheads expenses 1,25,000 | By Net Loss 3,000
2,80,000 2,80,000
Reconciliation Statement
Particulars )
Profit (loss) as per Financial Accounts (3,000)
Add: Overheads Over-absorbed (refer Overhead Control A/c) 23,000
Net Profit as per Cost Accounts 20,000
Working notes:
Stores Ledger Control A/c
Particulars ) Particulars X)
To Balance b/d 15,000 | By Work-in-Process Control 80,000
A/c
(Issued to WIP)
To Cost Ledger Control A/c 80,000 | By Overhead Control A/c 10,000
(Purchase) (Issued for repairs)
To Work-in-Process Control 40,000 | By Cost Ledger Control A/c 5,000
AJc (Sold at Cost)
(Return from WIP)
By Overheads Control A/c* 3,000
(Shortages)
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By Balance c/d 37,000
1,35,000 1,35,000
*Assumed Normal.
Wages Control A/c
Particulars (§3] Particulars )
To Cost Ledger Control A/c 35,000 | By Work-in-Process Control A/c 30,000
By Overhead Control A/c 5,000
(Bal. Fig)
35,000 35,000
Overhead Control A/c
Particulars ) Particulars )
To Stores Ledger Control A/c 10,000 | By Work-in-Process 1,20,000
Control A/c
To Stores Ledger Control A/c 3,000 | By Balance c/d 23,000
To Cost Ledger Control A/c 1,25,000
To Wages Control A/c 5,000
1,43,000 1,43,000
WIP Control A/c
Particulars ) Particulars )
To Balance b/d 30,000 | By Stores Ledger Control A/c 40,000
To Stores Ledger Control A/c 80,000 | By Finished Goods Control A/C 2,00,000*
(Bal. Fig)
To Wages Control A/c 30,000 | By Balance c/d 20,000
To Overheads Control A/c 1,20,000
2,60,000 2,60,000
*Finished Output at Cost 2,00,000
Profit at 10% on actual Cost from WIP Sales 20,000
Total 2,20,000

The Trading and Profit and Loss Account of a company for the year ended 31-03-20X1 is as under,

Trading and Profit and Loss Account
Particulars ) Particulars )

To Materials 26,80,000 | By Sales (50,000 units) 62,00,000
To Wages 17,80,000 | By Closing Stock (2000 units) 1,50,000
To Factory Expenses 9,50,000 | By Dividend received 20,000
To Administrative Expenses 4,80,200
To Selling Expenses 2,50,000
To Preliminary Expenses 50,000
written off
To Net Profit 1,79,800

63,70,000 63,70,000

In the Cost Accounts;

a) Factory expenses have been allocated to production at 20% of Prime Cost.
b) Administrative expenses absorbed at 10% of factory cost.
c) Selling expenses charged at X 10 per unit sold.

Prepare the Costing Profit and Loss Account of the company and reconcile the Profit/Loss with

the profit as shown in the Financial Accounts.

(Nov. 2016, Modified July 2021, Modified Nov. 2022, Modified MTP May 2020)
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Ans. Costing Profit and Loss Account
Particulars ) Particulars )
To Materials 26,80,000 | By Sales 62,00,000
To Wages 17,80,000 | By Closing Stock 2,26,431
To Factory expenses 8,92,000
To Administrative expenses 5,35,200
To Selling expenses 5,00,000
To Profit (Balancing figure) 39,231
64,23,431 64,26,431
Cost Sheet
Particulars )
Direct Material 26,80,000
Add: Direct Labour 17,80,000
Prime Cost 44,60,000
Add: Factory expenses @ 20% of Prime Cost 8,92,000
Factory Cost 53,52,000
Add: Administration overheads @ 10% of Factory 5,35,200
Cost of production 58,87,200
Less: Finished goods
(? 58,87,200><2,000) (2,26,431)
52,000
Cost of Goods Sold 56,60,769
Add: Selling & Distribution overheads 5,00,000
Cost of sales 61,60,769
Profit (Balancing figure) 39,231
Sales 62,00,000
Statement of Reconciliation of Profit/Loss
Particulars )
Profit as per cost Accounts 39,231
Add;
v Over recovery of Administration expenses 55,000
v' Over recovery of selling expenses 2,50,000
v" Dividend Received 20,000
3,64,231
Less:
v Under recovery of factory expenses (58,000)
v" Over valuation of closing stock (76,430)
v" Preliminary expenses w/f (50,000)
1,84,431
Profit as per financial Account 1,79,800
6. XYZ Ltd. maintains a non-integrated accounting system for the purpose of management
information. The following are the data related with year 20X0-X1:
Particulars (Xin '000)
Opening balances:
— Stores ledger control A/c 24,000
— Work-in-process control A/c 6,000
— Finished goods control A/c 1,29,000
— Building construction, A/c 3,000
— Costledger control A/c 1,62,000
During the year following transactions took place:
Materials:
— Purchased 12,000
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— Issued to production 15,000
— Issued to general maintenance 1,800
— Issued to building construction 1,200
Wages:
— Gross wages paid 45,000
— Indirect wages paid 12,000
— For building construction 3,000
Factory overheads:
— Actual amount incurred (excluding items shown above) 48,000
— Absorbed in building construction 6,000
— Under-absorbed 2,400
Royalty paid 1,500
Selling, distribution and administration overheads 7,500
Sales 1,35,000
At the end of the year, the stock of raw material and work-in-process was %1,65,00,000 and
75,00,000 respectively. The loss arising in the raw material account is treated as factory
overheads. The building under construction was completed during the year. Gross profit margin
is 20% on sales.
PREPARE the relevant control accounts to record the above transactions in the cost ledger of the
company.
(RTP Nov 2019, MTP Dec 2021 and RTP May 2020)
Ans. | pr, Cost Ledger Control Account Cr.
Particulars (Xin‘000) Particulars (Xin‘000)
To Costing P&L A/c 1,35,000 | By Balance b/d 1,62,000
To Building Construction A/c 13,200 | By Stores Ledger control A/c 12,000
To Balance c/d 1,44,900 | By Wages Control A/c 45,000
By Factory overhead control A/c 48,000
By Royalty A/c 1,500
By _Selling, Distribution and 7,500
Administration overheads
By Costing P&L A/c 17,100
2,93,100 2,93,100
Dr. Stores Ledger Control Account Cr.
Particulars (Xin ‘000) Particulars (Xin ‘000)
To Balance b/d 24,000 | By WIP control A/c 15,000
To Cost Ledger control A/c 12,000 | By Factory overheads control 1,800
AJc
By Building construction, A/c 1,200
By Factory overhead control A/c 1,500
(bal. fig.) (loss)
By Balance c/d 16,500
36,000 36,000
Dr. Wages Control Account Cr.
Particulars (Xin ‘000) Particulars (Xin ‘000)
To Cost Ledger control A/c 45,000 | By Factory overhead control A/c 12,000
By Building Construction, A/c 3,000
By WIP Control A/c (bal. fig.) 30,000
45,000 45,000
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Dr. Factory Overhead Control Account Cr.
Particulars (Xin‘000) Particulars (Xin‘000)
To Stores Ledger control A/c 1,800 | By Building Construction, 6,000
AJc
To Wages Control A/c 12,000 | By WIP Control A/c (bal. fig.) 54,900
To Cost Ledger control A/c 48,000 | By Costing P&L A/c (under- 2,400
absorption)
To Stores Ledger control A/c (loss) 1,500
63,300 63,300
Dr. Royalty Account Cr.
Particulars (Xin ‘000) Particulars (Xin ‘000)
To Cost Ledger control A/c 1,500 | By WIP Control A/c 1,500
1,500 1,500
Dr. Work-in-process Control Account Cr.
Particulars (Xin ‘000) Particulars (Xin ‘000)
To Balance b/d 6,000 | By Finished goods control A/c 99,900
(bal. fig.)
To Stores Ledger control A/c 15,000
To Wages Control A/c 30,000
To Factory overhead control 54,900
AJc
To Royalty A/c 1,500 | By Balance c/d 7,500
1,07,400 1,07,400
Dr. Finished Goods Control Account Cr.
Particulars (Xin ‘000) Particulars (Xin‘000)
To Balance b/d 1,29,000 | By Cost of Goods Sold A/c (Refer 1,08,000
working note)
To WIP control A/c 99,900 | By Balance c/d 1,20,900
2,28,900 2,28,900
Dr. Cost of Goods Sold Account Cr.
Particulars (Xin ‘000) Particulars (Xin ‘000)
To Finished Goods control 1,08,000 | By Cost of sales A/c 1,08,000
AJc
1,08,000 1,08,000
Dr. Selling, Distribution and Administration Overhead Control Account Cr.
Particulars (Xin ‘000) Particulars (Xin‘000)
To Cost Ledger control A/c 7,500 | By CostofsalesA/c 7,500
7,500 7,500
Dr. Cost of Sales Account Cr.
Particulars (Xin ‘000) Particulars (Xin ‘000)
To Cost of Goods Sold A/c 1,08,000 | By Costing P& A/c 1,15,500
To Selling, Distribution and 7,500
Administration A/c
1,15,500 1,15,500
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Dr. Costing P&L Account Cr.
Particulars (Xin ‘000) Particulars (Xin‘000)
To Cost of Sales A/c 1,15,500 | By Cost Ledger control A/c 1,35,000
To Factory overhead control A/c 2,400
To Cost Ledger control A/c 17,100
(bal. fig.) (Profit)
1,35,000 1,35,000
Dr. Building Construction Account Cr.
Particulars (Xin ‘000) Particulars (Xin ‘000)
To Balance b/d 3,000 | By Cost Ledger control 13,200
AJc
To Stores Ledger control A/c 1,200
To Wages Control A/c 3,000
To  Factory overhead 6,000
control A/c
13,200 13,200

Trial Balance

Particulars Dr. Cr.
(Xin‘000) (Xin ‘000)
Stores Ledger Control A/c 16,500
WIP Control A/c 7,500
Finished Goods Control A/c 1,20,900
Cost Ledger Control A/c 1,44,900
1,44,900 1,44,900
Workings Note:
Cost of Goods sold = 2222980 _ 24 98,000
7. A Company Operates on historic job cost accounting system. Which is not integrated with the
financial accounts. At the beginning of a month; the opening balance in cost ledger were;
Particulars (X) In Lakhs
Stores Ledger Control Account 80
Work-in-Process Control Account 20
Finished Goods Control Account 430
Building Construction Account 10
Cost Ledger Control Account 540
During the month, the following transactions took place;
Particulars (X) In Lakhs
Materials — Purchased 40
Issued to production 50
Issued to factory Maintenance 6
Issued to building Construction 4
Wages — Gross Wages paid 150
Indirect Wages 40
For building Construction 10
Works-Overheads — Actual Amount incurred 160
(Excluding items shown above)
Absorbed in building Construction 20
Under absorbed 8
Royalty paid (related to production) 5
Selling, Distribution and Administration Overheads 25
Sales 450
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At the end of the month, the stock of raw materials and work-in-Process was X 55 lakhs and X 25
lakhs respectively. The loss arising in the raw material accounts is treated as factory Overheads,
the building under construction was completed during the month. Company’s gross profit
margin is 20% on sales.
Prepare the relevant control accounts to record the above transactions in the cost ledger of the
company. (ICAI SM, RTP May 2022 Modified, RTP Nov 2021 Modified)
Ans. Cost Ledger Control A/c
(X In Lakhs)
Particulars ) Particulars )
To Costing P&L A/c 450 | By Balance b/d 540
To Building Construction A/c 44 | By Stores Ledger Control A/c 40
To Balance c/d 483 | By Wages Control A/c 150
By Works OH Control A/c 160
By Royalty A/c 5
By Admin. OH, and S&D OH A/c 25
By Costing P&L A/c 57
977 977
Stores Ledger Control A/c
(X In Lakhs)
Particulars ) Particulars )
To Balance b/d 80 | By Work-in-Process A/c 50
To Cost Ledger Control A/c 40 | By Works OH Control A/c 6
By Building Construction, A/c 4
By Works OH Control A/c 5
(Balance figure) (loss)
By Balance c/d 55
120 120
Wages Control A/c
(X In Lakhs)
Particulars ) Particulars )
To Cost Ledger Control A/c 150 | By Works OH Control A/c 40
By Building Construction, A/c 10
By Work-in-Process Control A/c 100
(Balancing figure)
150 150
Works Overhead Control A/c
(X In Lakhs)
Particulars ) Particulars )
To Stores Ledger Control A/c 6 | By Building Construction, A/c 20
To Wages Control A/c 40 | By Work-in-Process Control A/c 183
(Balancing figure)
To Cost Ledger Control A/c 160 | By Costing P&L A/c (under- 8
absorption)
To Store Ledger Control A/c (loss) 5
211 211
Royalty A/c
(X In Lakhs)
Particulars X) Particulars )
To Cost Ledger Control A/c 5 | By Work-in-Process Control A/c 5
5 5
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Work-in-Process Control A/c
(X In Lakhs)
Particulars ) Particulars )
To Balance b/d 20 | By Finished Goods Control A/c 333
(Balancing figure)
To Stores Ledger Control A/c 50 | By Balance c/d 25
To Wages Control A/c 100
To Works OH Control A/c 183
To Royalty A/c 5
358 358
Finished Goods Control A/c
(X In Lakhs)
Particulars ) Particulars )
To Balance b/d 430 | By Cost of Goods Sold A/c 360
(80% of X 450)
To Work-in-Process Control A/c 333 | By Balance c/d 403
763 763
Cost of Goods Sold A/c
(X In Lakhs)
Particulars ) Particulars )
To Finished Goods Control A/c 360 | By Cost of Sales A/c 360
360 360
Selling, Distribution and Administration Overhead A/c
(X In Lakhs)
Particulars ) Particulars X)
To Cost Ledger Control A/c 25 | By Cost of Sales A/c 25
25 25
Cost of SalesA/c
(X In Lakhs)
Particulars ) Particulars )
To Cost of Goods Sold 360 | By Costing P&L A/c (Balancing 385
Figure)
To Admin. OH, and S&D OH A/c 25
385 385
CostingP& LA/c
(X In Lakhs)
Particulars ) Particulars )
To Cost of Sales A/c 385 | By Cost Ledger Control A/c 450
(Sales)
To Works Overhead Control A/c 8
To Cost Ledger Control A/c 57
(Profit) (Balancing figure)
450 450
Building Construction, A/c
(X In Lakhs)
Particulars ) Particulars )
To Balance b/d 10 | By Cost Ledger Control A/c 44
(Balancing Figure)
To Stores Ledger Control A/c 4
To Wages Control A/c 10
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To Works OH Control A/c 20
44 44
Trial Balance
Particulars Dr. X) Cr. )
Stores Control A/c 55
Work-in-Process A/c 25
Finished Goods A/c 403
Cost Ledger Adjustment A/c 483
483 483
8. A manufacturing company has disclosed a net loss of %8,75,000 as per net cost accounting
records for the year ended March 31,20X0. However, their financial accounting records
disclosed a net loss of X7,91,250 for the same period. A scrutiny of the data of both the sets of
books of accounts revealed the following information:
i
i) Factory overheads over-absorbed 47,500
ii) Administration overheads under-absorbed 32,750
iii) Depreciation charged in Financial Accounts 2,25,000
iv) Depreciation charged in Cost Accounts 2,42,250
V) Interest on investments not included in Cost 62,750
vi) Income Tax provided in Financial Accounts 7,250
vii) Transfer fees (credit in Financial Accounts) 12,500
viii) Preliminary expenses written off 27,500
ix) Under-valuation of opening stock in Cost Accounts 6,250
X) Under valuation of closing stock in Cost Accounts 17,500
Required:
Prepare a Memorandum Reconciliation A/c.
(Nov 2010, Modified Nov 2009, Modified MTP Nov 2019)
Ans.
Dr. Memorandum Reconciliation Account Cr.
Particulars Amount Particulars Amount
To Net loss as per Cost 8,75,000 | By Factory overheads over- 47,500
Accounting records absorbed
To Administrative overheads 32,750 | By Excess charge of 17,250
under-absorbed depreciation in Cost Accounts
(2,42,250- 2,25,000)
To Income tax provided in 7,250 | By Transfer fee 12,500
Financial Accounts
To  Preliminary  expenses 27,500 | By Interest on investment not 62,750
written off included in Cost Accounts
To Under valuation of opening 6,250 | By Under valuation of Closing 17,500
stock in Cost Accounts stock in Cost Accounts
By Net Loss as per financial 7,91,250
records
9,48,750 9,48,750
9. JOURNALISE the following transactions in cost books under Non-Integrated system of
accounting.
i) Credit Purchase of Material 27,000
ii) Manufacturing overhead charged to Production 36,000
iii) Selling and Distribution overheads recovered from Sales 34,000
iv) Indirect wages incurred for Manufacturing department 38,000
V) Material returned from production to stores 9,000
(MTP Dec 2021, Nov. 2019)
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Ans. Journal entries are as follows:
Dr. Cr.
(§3) (§3)
i) Stores Ledger Control A/C.....ccccvvvverieennens Dr. 27,000
To Cost Ledger Control A/c 27,000
ii) | Work-in-Process Control A/Cu...ccoumeeesrerernnne. Dr. 6,000
To Manufacturing Overhead Control A/c 6,000
iili) | Costof Sales A/C....ccoovrvnrieninrmrireinenens Dr. 4,000
To Selling & Dist. Overhead Control A/c 4,000
iv) | 1) Wage Control A/C...ceevevveveierrnnnne Dr. 8,000
To Cost Ledger Control A/c 8,000
2) Manufacturing Overhead Control A/c......... Dr. 8,000
To Wages Control A/c 8,000
OR
Manufacturing Overhead Control A/c................ Dr. 8,000
To Cost Ledger Control A/c 8,000
v) | Stores Ledger Control A/cC ....coceevveevinernerneene Dr. 9,000
To Work-in-Process Control A/c 9,000
*Cost Ledger Control A/c is also known as General Ledger Control A/c
10. | Acme Manufacturing Co. Ltd. Opens the costing records, with the balances as on 1stJuly, 202X as
follows: -
Particulars ) )
Material Control A/c 1,24,000
Work-in-Process Control A/c 62,500
Finished Goods Control A/c 1,24,000
Production Overhead Control A/c 8,400
Administrative Overhead Control A/c 12,000
Selling & Distribution Overhead Control A/c 6,250
Cost Ledger Control A/c 3,13,150
3,25,150 3,25,150
The following are the transactions for the quarter ended 30t September 202X;
Particulars )
Materials Purchased 4,80,100
Materials issued to jobs 4,77,400
Materials to Works Maintenance 41,200
Materials to Administrative Office 3,400
Materials to Sales Department 7,200
Wages Direct 1,49,300
Wages Indirect 65,000
Transportation for Indirect Materials 8,400
Production Overheads incurred 2,42,250
Absorbed Production Overheads 3,59,100
Administrative Overheads incurred 74,000
Administrative Overheads Allocated to Production 52,900
Administrative Overheads Allocated to Sales Department 14,800
Selling & Distribution Overheads incurred 64,200
Selling & Distribution Overheads absorbed 82,000
Finished Goods Produced 9,58,400
Finished Goods Sold 9,77,300
Sales 14,43,000
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Make up the various accounts as you envisage in the Cost Ledger and Prepare a Trial Balance as
at 30th September, 202X.

(ICAI SM, Nov. 2018)

Ans. Cost Ledgers
Material Control A/c*
Particulars ) Particulars X)

To Balance b/d 1,24,000 | By Work-in-Process Control A/c 4,77,400

To Cost Ledger Control A/c 4,80,100 | By Production OH Control A/c 41,200
(purchase)

By Admin. OH. Control A/c 3,400

By S&D OH Control A/c 7,200

By Balance c/d 74,900

6,04,100 6,04,100

*Material Control A/c May also by written as Stores Ledger Control A/c.

Wages Control A/c
Particulars X) Particulars )
To Cost Ledger Control A/c 2,14,300 | By Work-in-process Control A/c 1,49,300
(Bal. Fig)
By Production OH Control A/c 65,000
2,14,300 2,14,300
Production Overhead Control A/c
Particulars ) Particulars )
To Balance b/d 8,400 | By Work-in-process Control 3,59,100
A/c
To Cost Ledger Control A/c
— Transportation 8,400
— Production OH 2,42,250
To Wages Control A/c 65,000
To Material Control A/c 41,200 | By Balance c/d 6,150
3,65,250 3,65,250

Administrative Overheads Control A/c

Particulars ) Particulars )
To Cost Ledger Control A/c 74,000 | By Balance b/d 12,000
To Material Control A/c 3,400 | By Finished Goods Control A/c 52,900
To Balance ¢/d 2,300 | By Cost of Sales A/c 14,800
79,700 79,700

Work-in-Process Control A/c

Particulars X) Particulars X)
To Balance b/d 62,500 | By Finished goods Control A/c 9,58,400
To Material Control A/c 4,77,400
To Wages Control A/c 1,49,300
To Production OH Control 3,59,100 | By Balance c/d 89,900
AJc
10,48,300 10,48,300
Finished Goods Control A/c
Particulars ) Particulars )
To Balance b/d 1,24,000 | By Cost of Sales A/c 9,77,300
To Administrative Overhead Control A/c 52,900
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To Work-in-process Control A/c 9,58,400 | By Balance c/d 1,58,000
11,35,300 11,35,300
Selling and Distribution Overhead Control A/c
Particulars ) Particulars )
To Balance b/d 6,250 | By Cost of Sales A/c 82,000
To Cost Ledger Control A/c 64,200
To Material Control A/c 7,200
To Balance c/d 4,350
82,000 82,000
Cost of Sales A/c
Particulars ) Particulars )
To Finished Goods Control A/c 9,77,300 | By Costing P&L A/c 10,74,100
(Bal. Fig)
To Admin. OH. Control A/c 14,800
To S&D OH Control A/c 82,000
10,74,100 10,74,100
Cost Ledger Control A/c
Particulars ) Particulars )
To Costing P&L A/c 14,43,000 | By Balance b/d 3,13,150
(Sales)
By Material Control A/c 4,80,100
By Wages Control A/c (X 2,14,300
1,49,300 + X 65,000)
By Production OH Control A/c 2,50,650
(8,400 + X 2,42,250)
By Administrative OH A/c 74,000
By S&D OH Control A/c 64,200
To Balance c/d 3,22,300 | By Costing P&L A/c 3,68,900
17,65,300 17,65,300
Costing Profit & Loss A/c
Particulars ) Particulars )
To Cost of Sales A/c 10,74,100 | By Cost Ledger Control A/c 14,43,000
(Sales)
To Cost Ledger Control A/c 3,68,900
(profit) (balancing figure)
14,43,000 14,43,000
Trial Balance a at 30t September, 202X
Particulars Dr. () Cr.X)
— Material Control A/c 74,900
— Production OH Control A/c 6,150
— Administrative OH Control A/c 2,300
— Selling & Distribution OH Control A/c 4,350
— Work-in-process Control A/c 89,900
— Finished Goods Control A/c 1,58,000
— Cost Ledger Control A/c 3,22,300
Total 3,28,950 3,28,950
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11. | Pass Journal Entries in the cost books, maintained on non-integrated system, for the
following;
i) Issue of materials — Direct X 5,50,000; Indirect X 1,50,000.
ii) Allocation of wages; — Direct X 2,00,000; Indirect X 40,000.
iii) Under/over absorbed - Factory (over) X 20,000;
overheads
iv) Administration (under) X 10,000.
(Nov. 2000, Modified MTP May 2020)
Ans. | In Cost Books Maintained on Non-Integrated System Journal Entries;
Particulars L.F. Dr. (X) cr.X)
1) Work-in-progress Control A/c Dr. 5,50,000
Works O/H Control A/c Dr 1,50,000
To Stores ledger control A/c 7,00,000
[Being issue of materials]
2) Work-in-progress Control A/c Dr. 2,00,000
Work O/H Control A/c Dr. 40,000
To Wages Control A/c 2,40,000
[Being allocation of wages]
3) Factory O/H Control A/c Dr. 20,000
To O/H adjustment A/c Dr. 20,000
[Being Factory O/H over-absorbed]
4) Overhead Adjustment A/c Dr. 10,000
To Admn O/H Control A/c 10,000
[Being Administration O/H under absorbed]
5) Overhead Adjustment A/c Dr. 10,000
To Costing Profit & Loss A/c 10,000
[Being balance of O/H Adjustment transferred to
costing Profit & Loss A/c]
12. | A Company operates separate cost accounting and financial accounting systems. The following
is the list of Opening balances as on 1.04.202X in the Cost Ledger.
Particulars Dr. (X) Cr.(X)
Stores Ledger Control Account 53,375
WIP Control Account 1,04,595
Finished Goods Control Account 780
General Ledger Adjustment Account 1,88,750
Transactions for the quarter ended 30.06.202X are as under;
Particulars )
Materials purchased 26,700
Material issued to production 40,000
Materials issued for factory repairs 900
Factory wages paid (including indirect wages X 23,000) 77,500
Production overheads incurred 95,200
Production overheads under absorbed and written-off 3,200
Sales 2,56,000
The Company’s gross profit is 25% on Factory Cost. At the end of the quarter, WIP stocks
increased by X 7,500.
Prepare the relevant Control Accounts, Costing Profit and Loss Account and General Ledger
Adjustment Account to record the above transactions for the quarter ended 30.06.202X.
(Nov. 2001, Nov 2019)
Ans. (1) General Ledger Adjustment A/c
Particulars <) Particulars <)
To Costing Profit & Loss A/c 2,56,000 | By Balance b/d 1,88,750
To Balance c/d 1,80,150 | By Stores ledger Control A/c 26,700
By Wages Control A/c 77,500

———
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By Factory O/H Control A/c 95,200
By Costing Profit Loss, A/c 48,000
4,36,150 4,36,150
2) Stores Ledger Control A/c
Particulars X) Particulars X)
To Balance b/d 53,375 | By WIP Control A/c 40,000
To General ledger Adjustment A/c 26,700 | By Factory O/H Control A/c 900
By Bal. ¢/d (Balancing Figure) 39,175
80,075 80,075
1) Work-in-progress Control A/c
Particulars ) Particulars )
To Balance b/d 1,04,595 | By Finished Goods Control 2,02,900
A/c (Balancing figure.)
To Stores Ledger Control A/c 40,000 | By Balance c/d (1,04,595 + 1,12,095
7,500)
To Wages Control A/c 54,500
To Factory O/H Control A/c 1,15,900
3,14,995 3,14,995
2) Finished Goods Control A/c
Particulars ) Particulars )
To Balance b/d 30,780 | By Cost of Sales (2,56,000 x %“5’ 2,04,800
To WIP Control A/c 2,02,900 | By Balance c/d (Balancing 28,880
figure.)
2,33,680 2,33,680
3) Factory Overhead Control A/c
Particulars ) Particulars )
To Store Ledger Control A/c 900 | By Costing P/LA/c 3,200
To Wages Control A/c 23,000 | By Work-in-progress (Control 1,15,900
A/c (Balancing figure.)
To General ledger (Adjustment 95,200
A/c)
1,19,100 1,19,100
4) Wages Control A/c
Particulars ) Particulars )
To General Ledger Adjustment 77,500 | By WIP Control A/c (Balancing 54,500
AJc Figure)
By Factory O/H Control A/c 23,000
77,500 77,500
5) Cost of Sales A/c
Particulars ) Particulars )
To Finished Goods Control A/c 2,04,800 | By Costing Profit & Loss A/c 2,04,800
2,04,800 2,04,800
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6) Costing Profit & Loss A/c
Particulars ) Particulars )
To Cost of Sales A/c 2,04,800 | By General ledger 2,56,000
Adjustment A/c
To Factory O/H Control A/c 3,200
To General Ledger Adjustment 48,000
Afc
2,56,000 2,56,000
Trial Balance
As on 30-06-202X
Particulars Dr. (X) Cr.(X)
v Stores ledger Control A/c 39,175
v Work-in-progress control A/c 1,12,095
¥’ Finished goods control A/c 28,880
v' General Ledger Adjustment A/c 1,80,150
1,80,150 1,80,150
13. | The Financial books of a company reveal the following data for the year ended 31stMarch,
20X1;
Particulars )
Opening Stock;
Finished goods 625 units 53,125
Work-in-process 46,000
01.04.20X0 to 31.03.20X1
Raw materials consumed 8,40,000
Direct Labour 6,10,000
Factory Overheads 4,22,000
Administration Overheads (Production related) 1,98,000
Dividend paid 1,22,000
Bad Debts 18,000
Selling and Distribution Overheads 72,000
Interest received 38,000
Rent received 46,000
Sales 12,615 units 22,80,000
Closing Stock;
Finished goods 415 units 45,650
Work-in-process 41,200

The Cost records provide as under;

v' Factory overheads are absorbed at 70% of direct wages.

v" Administration overheads are recovered at 15% of factory cost.

v Selling and distribution overheads are charged at X 3 per unit sold.

v Opening Stock of finished goods is valued at X 120 per unit.

v' The company values work-in-process at factory cost for both Financial and Cost Profit
Reporting.

Required: -

a) Prepare a statement for the year ended 31st March, 20X1. Show
i) The Profit as per financial records.
ii) The profit as per costing records.

b) Prepare a statement reconciling the profit as per costing records with the profit as per
Financial Records.

(RTP May 2021, RTP Nov 2022 Modified)
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Ans. | a)
i) Statement of Profit as per financial records
(For the vear ended 31st March, 20X1)
Particulars ) Particulars )
To Opening Stock of Finished 53,125 | By Sales 22,80,000
Goods
To Work-in-process 46,000 | By Closing stock of finished 45,650
Goods

To Raw materials consumed 8,40,000 | By Work-in-Process 41,200
To Direct labour 6,10,000 | By Rent received 46,000
To Factory overheads 4,22,000 | By Interest received 38,000
To Administration overheads 1,98,000
To Selling & distribution 72,000
overheads
To Dividend paid 1,22,000
To Bad debts 18,000
To Profit 69,725

24,50,850 24,50,850

ii) Statement of Profit as per Costing records
(For the vear ended 31st March, 20X1)
Particulars )
v’ Sales revenue (A) (12,615 units) 22,80,000
v" Cost of Sales;
v Opening Stock (625 units x X 120) 75,000
v’ Add: Cost of production of 12,405 units (Refer to working note 2) 21,63,350
v' Less: Closing stock (X 174.39 x 415 units) (72,372)
v' Cost of goods sold (12,615 units) 21,65,978
v' Selling & distribution overheads (12,615 units x X 3) 37,845
v' Cost of sales: (B) 22,03,823
v' Profit: {(A)—(B)} 76,177
b) Statement of Reconciliation
(Reconciling the profit as per costing records with the profit as per financial
records)
Particulars ) )
Profit as per Cost Accounts 76,177
Add: Administration overheads over absorbed (X 83,550
2,81,550—% 1,98,000)
Opening stock overvalued (X 75,000—X 53,125) 21,875
Interest received 38,000
Rent received 46,000
Factory overheads over recovered 5,000 1,94,425
(X 4,27,000— % 4,22,000)
2,70,602
Less: Selling & distribution overheads under recovery (X
72,000— X 37,845) 34,155
Closing stock overvalued (X 72,372—X 45,650) 26,722
Dividend 1,22,000
Bad debts 18,000 (2,00,877)
Profit as per financial accounts 69,725
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Working Notes: -
1) Number of units produced;

Cost of production per unit;
__ Total Cost of Production 21,63,350

= — =13174.39
12,405 units

No.of units produced

Particulars Units
Sales 12,615
Add: Closing Stock 415
Total 13,030
Less: Opening stock (625)
Number of units produced 12,405
2) Cost Sheet;
Particulars )
Raw materials consumed 8,40,000
Direct labour 6,10,000
Prime cost 14,50,000
Factory overheads (70% of direct wages) 4,27,000
Factory cost 18,77,000
Add: Opening work-in-process 46,000
Less: Closing work-in-process 41,200
Factory cost of goods produced 18,81,800
Administration overheads (15% of factory cost) 2,81,550
Cost of production of 12,405 units (Refer to working note 1) 21,63,350

14. | RLtd.showed a Net Profit of 3,60,740 as per their cost accounts for the year ended 31st March,
20X1.
The following information was revealed as a result of scrutiny of the figures from the both sets
of accounts:
Sr. No. Particulars )
i) Over recovery of selling overheads in cost accounts 10,250
ii) Over valuation of closing stock in cost accounts 7,300
iii) Rent received credited in financial accounts 5,450
iv) Bad debts provided in financial accounts 3,250
V) Income tax provided in financial account 15,900
vi) Loss on sale of capital asset debited in financial accounts 5,800
vii) Under recovery of administration overheads in cost accounts 3,600
Required:
Prepare a reconciliation statement showing the profit as per financial records.
(Dec 2021)
Ans. Statement of Reconciliation
(Reconciling the profit as per costing records with the profit as per financial records)
(§3) (§3)
Net Profit as per Cost Accounts 3,60,740
Add:
Over recovery of selling overheads in cost accounts 10,250
Rent received credited in financial accounts 5,450 15,700
376,440
Less:
Over valuation of closing stock in cost accounts 7,300
Bad debts provided in financial accounts 3,250
Income tax provided in financial accounts 15,900
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Loss on sale of capital asset debited in financial accounts 5,800

Under recovery of administration overheads in cost accounts 3,600 35,850

Profit as per Financial Accounts 3,40,590

15.

The following incomplete accounts are furnished to you for the month ended 315t October, 20X1.

Stores Ledger Control Account

1.10.20X1 | To Balance | % 54,000

Work in Process Control Account

1.10.20X1 To Balance | 36,000

Finished Goods Control Account

1.10.20X1 | To Balance % 75,000

Factorv Overheads Control Account

Total debits for October, 20X1 X 45,000

Factorv Overheads Applied Account

Cost of Goods Sold Account

Creditors for Purchases Account

1.10.20X1 | By Balance 30,000

Additional Information: -

i) The Factory Overheads are applied by using a budgeted rate based on direct labour hours.
The budget for Overheads for 202X is X 6,75,000 and the budget of direct labour hours is
4,50,000.

ii) The balance in the account of creditors for purchases on 31.10.202X is X 15,000 and the
payments made to Creditors in October, 202X amount to X 1,05,000.

iii) The Finished Goods Inventory as on 31st October, 202X is X 66,000.

iv) The Cost of goods sold during the month was X 1,95,000.

v) On 31st October, 202X there was only one unfinished job in the factory, The Cost records
show that X 3,000 (1,200 direct labour hours) of direct labour cost and X 6,000 of direct
material Cost had been charged.

vi) A Total of 28,200 direct labour hours were worked in October, 202X. All Factory workers
earn same rate of pay.

vii) All actual factory overheads incurred in October, 202X have been posted.

You are required to Find: -
a) Materials purchased during October, 202X.
b) Cost of goods Completed in October, 202X.
c¢) Overheads applied to production in October, 202X.
d) Balance of Work-in-Process Control A/c on 31st October, 202X.
e) Direct Materials Consumed during October, 202X.
f) Balance of Stores Ledger Control Account on 31st October, 202X.
g) Over absorbed or under absorbed overheads for October, 202X.
(ICAI SM)

Ans.

Working Notes: -
1) Overhead recovery rate per direct labour hour;

v Budgeted factory Overheads: X 6,75,000

v" Budgeted direct labour hours: 4,50,000
Budgeted Factory Overheads

v Overhead recovery rate: =
_ %6,75,000
"~ 4,50,000 hours
v" =3%1.50 per direct labour
2) Direct Wage rate per hour;
v" Direct labour Cost of WIP: X 3,000
(on 31st October 202X)

Budgeted Direct labour hours

v" Direct labour hours of WIP: 1,200 hours
. Direct labour cost on WIP
v Direct wage rate per hour = —
23000 Direct labour hours on WIP
v =————=32.50
1,200 hours
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3) Total direct wages charged to production;

v' Total direct labour hours spent on production x Direct wage rate per hour

v' =28,200 hours X% 2.50 =%70,500
a) Material Purchased during October, 202X;

Particulars )
Payments made to creditors 1,05,000
Add: Closing balance in the account of creditors for purchase 15,000
Less: Opening balance (30,000)
Material Purchased 90,000
b) Cost of Finished Goods in October, 202X;
Particulars )
Cost of goods sold during the month 1,95,000
Add: Closing finished goods inventory 66,000
Less: Opening finished goods inventory (75,000)
Cost of goods completed during the month 1,86,000
c) Overhead applied to production in October, 202X;
— = 28,200 hours x ¥ 1.50 = 342,300
d) Balance of Work-in-Process on 31st October, 202X;
Particulars )
Direct Material Cost 6,000
Direct labour Cost 3,000
Overheads (X 1.50 x 1,200 hours) 1,800
10,800
e) Direct Material Consumed during October, 202X;
=3 78,000 (Refer to following Accounts);
Work in Process Control A/c
Particulars ) Particulars )
To Balance b/d 6,000 | By Finished goods Control 1,86,000
A/c
[Refer (b) above]
To Wages Control A/c 70,500 | By Balance c/d 10,800
[Refer Working Note (iii)] [Refer (d) above]
To Factory OH Control A/c 42,300
[Refer (c) above]
To Material Consumed 78,000
(Balancing figure.)
1,96,800 1,96,800
f) Balance of Stores Control Account on 31st October, 202X
=3 66,000 (Refer to following Account)
Stores Ledger Control Account
Particulars ) Particulars )
To Balance b/d 54,000 | By Work-in-Process Control A/c 78,000
[Refer (e) above]
To Payables (Creditors) A/c 90,000 | By Balance c/d 66,000
[Refer (a) above] (Balancing figure.)
1,44,000 1,44,000

g) Over-absorbed or under-absorbed Overheads for October, 202X;

(Balance in Factory Overhead Account below showing that X 2,700 is under-absorbed.)
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Factory Overhead Account

Particulars ) Particulars )
To Bank A/c 45,000 | By Work-in-process Control 42,300
A/c
(Factory OH applied)
By Costing P/L A/c 2,700
(Under-absorbed, Balancing
Figure)
45,000 45,000
16. | A Fire destroyed some accounting records of a company. You have been able to collect the
following from the spoilt papers/ records and as a result of consultation with accounting staff
for the period of January, 202X;
Incomplete Ledger Entries;
Materials Control A/c
Particulars ) Particulars )
To Balance b/d 32,000
Work-in-Process Control A/c
Particulars K) Particulars K)
To Balance b/d 9,200 | By Finished Goods Control A/c 1,51,000
Payables (Creditors) A/c
Particulars ) Particulars )
By Balance b/d 16,400
To Balance c/d 19,200
Manufacturing Overheads Control A/c
Particulars ) Particulars )
To Bank A/c (Amount Spent) 29,600
Finished Goods Control A/c
Particulars ) Particulars )
To Balance b/d 24,000
By Balance c/d 30,000
Additional Information: -
i) The bank-book showed that X 89,200 have been paid to creditors for raw-material.
ii) Ending Inventory of Work-in-Process included materials of X 5,000 on which 300 direct
labour hours have been booked against wages and overheads.
iii) The Job card showed that workers have worked for 7,000 hours, The wage rate is X 10 per
labour hour.
iv) Overhead recovery rate was X 4 per direct labour hour.
You are required to Complete the above accounts in the cost ledger of the company. (ICAI SM)
Ans. Materials Control A/c
Particulars ) Particulars )
To Balance b/d 32,000 | By Work-in-Process Control 53,000
Cost Ledger Control A/c A/c
To Payables (Creditors) A/c 92,000 | By Balance c/d 71,000
(Purchases)
1,24,000 1,24,000
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Manufacturing Overheads A/c

Particulars ) Particulars )
To Bank A/c (Amount Spent) 29,600 | By Work-in-Process Control 28,000
A/c (X4 x 7,000 hours)
By Costing P/L A/c 1,600
(Under-Absorbed OH,
Balancing figure)
29,600 29,600
Work-in-Process Control A/c
Particulars ) Particulars )
To Balance b/d 9,200 | By Finished Goods Control A/c 1,51,000
To Wages Control A/c (X 10 x 70,000 | By Balance c/d
7,000 hours)
To Overheads Control A/c (X4 28,000 | Material 5,000
x 7,000 hours)
To Materials Control A/c 53,000 | Wages 3,000
(Balancing figure) (X 10 x 300 hours)
Overheads 1,200 9,200
(X4 x 300 hours)
1,60,200 1,60,200
Finished Goods Control A/c
Particulars ) Particulars )
To Balance b/d 24,000 | By Cost of Sales A/c 1,45,000
(Balancing figure)
To Work-in-Process Control 1,51,000 | By Balance c/d 30,000
A/c (as above)
1,75,000 1,75,000
Payvables (Creditors) A/c
Particulars ) Particulars )
To Bank A/c 89,200 | By Balance b/d 16,400
To Balance c/d 19,200 | By Material Control A/c 92,000
(Purchases) (Balancing figure)
1,08,400 1,08,400
17. | The following information has been obtained from financial accounting and cost accounting
records.
Financial Cost
Accounting Accounting
X X
i) Factory Overhead 94,750 90,000
ii) Administrative Overhead 60,000 57,000
iii) | Selling Overhead 55,000 61,500
iv) | Opening Stock 17,500 22,500
V) Closing Stock 12,500 15,000
Required:
Indicate under-recovery and their effects on cost accounting profit.
[Note: You are not required to prepare reconciliation statements.]
(May 2023)
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Ans. Particulars Financial Cost Under/over Effect on
Accounting Accounting Recovery Cost Profit
i i i
Factory Overhead 94,750 90,000 | 4750 (UNDER) Decrease

Adm. OH. 60,000 57000 | 3000 (UNDER) Decrease

Selling OH. 55000 61500 6500 (OVER) Increase

Opening Stock 17500 22500 5000 (OVER) Increase

Closing Stock 12500 15000 2500 (OVER) Increase

18. | The Following information is available from the financial books of a company having a normal
production capacity of 60,000 units for the year ended 31st March, 202X.

i) SalesX10,00,000 (50,000 units).

ii) There was no opening and Closing Stock of finished units.

iii) Direct Material and direct wages cost were X 5,00,000 and X 2,50,000 respectively.

iv) Actual factory expenses were X 1,50,000 of which 60% are fixed.

v) Actual administrative expenses related with production activities were X 45,000 which are
completely fixed.

vi) Actual Selling and Distribution expenses were X 30,000 of which 40% are fixed.

vii) Interest and dividends received X 15,000.

You are required to: -

a) Find Out Profit as per financial books for the year ended 31st March, 202X.

b) Prepare the Cost Sheet and ascertain the profit as per Cost Accounts for the year ended 31st
March, 202X assuming that the indirect expenses are absorbed on the basis of normal
production capacity; and

c) Prepare a Statement reconciling profits shown by financial and Cost books. (ICAI SM)

Ans. | a) Profit & Loss Account
(For the year ended 315t March, 202X)
Particulars ) Particulars )

To Direct Material 5,00,000 | By Sales (50,000 units) 10,00,000

To Direct Wages 2,50,000.| By Interest and dividends 15,000

To Factory expenses 1,50,000

To Administrative expenses 45,000

To Selling & Distribution 30,000

Expenses

To Net Profit 40,000

10,15,000 10,15,000

b) Cost Sheet

(For the year ended 315t March, 202X)
Particulars )

v'Direct Material 5,00,000
v'Direct Wages 2,50,000
Prime Cost; 7,50,000
v'Factory expenses;

— Variable (40% ofX 1,50,000) 60,000

— Fixed (290,000 x 50,000/60,000) 75,000 1,35,000
Works Cost; 8,85,000
v Administrative expenses; (X 45,000 x 50,000/60,000) 37,500
Cost of Production; 9,22,500
v'Selling & Distribution expenses;
v'Variable (60% of X 30,000) 18,000
v'Fixed* (X 12,000 x 50,000/60,000) 10,000 28,000
Cost of Sales; 9,50,500
v Profit (Balancing figure) 49,500
Sales revenue; 10,00,000

*It is assumed that the company sells what it generally produces i.e., normal production.
I
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c) Statement of Reconciliation
(Reconciling Profit Shown by Financial and Cost Accounts.)
Particulars ) X)
Profit as Per Cost Account; 49,500
v" Add: Income from Interest and dividends 15,000
64,500
v Less: Factory expenses under-charged in Cost Accounts (% 15,000
1,50,000—% 1,35,000)
v Administrative expenses under-charged in Cost Accounts (X 7,500
45,000—% 37,500)
v Selling & Distribution expenses under- charged in Cost 2,000 (24,500)
Accounts (X 30,000—X 28,000)
Profit as per Financial Accounts 40,000
19. | The following figures are available from the financial records of ABC Manufacturing Co. Ltd. for
the year ended 31-03-20X1.
Particulars )
Sales (20,000 units) 25,00,000
Materials 10,00,000
Wages 5,00,000
Factory Overheads 4,50,000
Administrative Overhead (Production related) 2,60,000
Selling and Distribution Overheads 1,80,000
Finished goods (1,230 Units) 1,50,000
Particulars )
Work-in-Process;
Materials 30,000
Labour 20,000
Factory Overheads 20,000 70,000
Goodwill Written Off 2,00,000
Interest on loan taken 20,000
In the Costing records, Factory Overhead is charged at 100% of wages, administrative Overheads
10% of Factory Cost and Selling and Distribution Overhead at the rate of X 10 per unit sold.
Prepare a Statement reconciling the profit as per cost records with the profit as per financial
records.
(ICAI SM)
Ans. Profit & Loss Account of ABC Manufacturing Co. Ltd.
(For the vear ended 31-3-20X1)
Particulars ) Particulars )
To Opening Stock ---- | By Sales (20,000 units) 25,00,000
To Materials 10,00,000 | By Closing Stock:
To Wages 5,00,000 | v'Finished Goods (1,230 units) 1,50,000
To Factory Overheads 4,50,000 | v"Work-in-Process 70,000
To Admn. Overheads 2,60,000
To S&D Overheads 1,80,000
To Goodwill written off 2,00,000
To Interest on loan 20,000
To Net Profit 1,10,000
27,20,000 27,20,000
I
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Cost Sheet
Particulars )
— Materials 10,00,000
— Wages 5,00,000
— Direct Expenses Nil
Prime Cost 15,00,000
— Add: Factory Overhead @ 100% of Wages 5,00,000
— Gross Factory Cost 20,00,000
— Less: Closing WIP (70,000)
— Factory Cost of (20,000 + 1,230) units 19,30,000
— Add: Admn. Overhead @ 10% of Factory Cost 1,93,000
21,23,000
— Less: Closing Stock of finished goods (1,230 units) (1,23,000)*
— Cost of Goods Sold (20,000 units) 20,00,000
— Add: Selling & Dist. Overhead @ X 10 per unit 2,00,000
— Cost of Sales (20,000 units) 22,00,000
— Sales of 20,000 units 25,00,000
Profit 3,00,000
*(X 21,23,000 x 1,230 Units/ 21,230 Units)
Reconciliation Statement
Particulars ) )
Profit as per Cost Accounts 3,00,000
Add: Factory Overheads Over-absorbed 50,000
(¥ 5,00,000—% 4,50,000)
Selling & Distribution Overhead Over-absorbed (X 20,000
2,00,000—% 1,80,000)
Difference in the valuation of Closing Stock of finished 27,000 97,000
goods (X 1,50,000—% 1,23,000)
3,97,000
Less: Admn. Overhead Under-absorbed 67,000
(X 2,60,000—% 1,93,000)
Goodwill Written off 2,00,000
Interest on loan 20,000 2,87,000
Profit as Per Financial Accounts 1,10,000

20. | The Following figures have been extracted from the Financial Accounts of a Manufacturing firm
for the first year of its operation.
Particulars X)
Direct Material Consumption 50,00,000
Direct Wages 30,00,000
Factory Overheads 16,00,000
General Administrative Overheads 7,00,000
Selling and Distribution Overheads 9,60,000
Bad debts 80,000
Preliminary expenses written off 40,000
Legal charges 10,000
Dividends received 1,00,000
Interest received on deposits 20,000
Sales (1,20,000 units) 1,20,00,000
Closing Stock;
Finished Goods (4,000 Units) 3,20,000
Work-in-Process 2,40,000
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The Cost Accounts for the same period reveal that the direct material consumption was
56,00,000. Factory Overheads is recovered at 20% on prime cost. Administration Overhead is
recovered at X 6 per unit of production. Selling and distribution Overheads are recovered at X 8
per unit sold.
Prepare the Profit and Loss Accounts both as per financial records and as per cost records.
Reconcile the profits as per the two records.
(ICAI SM)
Ans. Profit and Loss Account
(As Per Financial Records)
Particulars (&3] Particulars )
To Direct Materials 50,00,000 | By Sales (1,20,000 Units) 1,20,00,000
To Direct Wages 30,00,000 | By Closing Stock;
To Factory Overheads 16,00,000 v Work-in-Process 2,40,000
To Gross Profit c/d 29,60,000 v Finished Goods 3,20,000
(4,000 units)
1,25,60,000 1,25,60,000
To General Administrative 7,00,000 | By Gross Profitb/d 29,60,000
Overheads
To Selling and Dis. OH 9,60,000 | By Dividend received 1,00,000
To Bad debts 80,000 | By Interest received 20,000
To Preliminary Expenses 40,000
written off
To Legal Charges 10,000
To Net Profit 12,90,000
30,80,000 30,80,000
Statement of Cost and Profit
(As per Cost Records)
Particulars Total (X)
— Direct Material 56,00,000
— Direct Wages 30,00,000
Prime Cost 86,00,000
— Factory Overhead (20% of X 86,00,000) 17,20,000
1,03,20,000
Less: Closing Stock (WIP) (2,40,000)
Works Cost or Cost of Production (1,24,000 units) 1,00,80,000
Less: Finished Goods (4,000 units @ X81.29) (3,25,160)
Cost of goods sold (1,20,000 units) 97,54,840
Administrative Overhead (1,24,000 units @ X 6 p.u.) 7,44,000
Selling and Distribution Overhead (1,20,000 @ X 8 p.u.) 9,60,000
Cost of Sales 1,14,58,840
Net Profit (Balancing figure) 5,41,160
Sales Revenue 1,20,00,000
Statement of Reconciliation of profit as obtained under Cost and Financial Accounts
Particulars ) Total (X)
Profit as Per Cost Records 5,41,160
Add: Excess of Material Consumption 6,00,000
Factory Overhead 1,20,000
Administrative Overhead 44,000
Dividend Received 1,00,000
Interest Received 20,000 8,84,000
14,25,160
I
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Less: Bad debts 80,000
Preliminary expenses written off 40,000
Legal Charges 10,000
Over-Valuation of Stock in Cost book (%3,25,160—%
3,20,000) 5,160 (1,35,160)
Profit as Per Financial Records 12,90,000
21. | The following information is available from a company’s records for March, 202X;
Particulars )
Opening Balance of Creditors Account 25,000
Closing Balance of Creditors Account 40,000
Payment made to Creditors 5,80,000
Opening Balance of Stores Ledger Control Account 40,000
Closing Balance of Stores Ledger Control Account 65,000
Wages paid (for 8000 hours) 20% relate to indirect workers 4,00,000
Various indirect expenses incurred 60,000
Opening balance of WIP control account 50,000
Inventory of WIP at the end of the month includes material worth X 35,000 on which 400 labour
hours have been booked.
Factory overhead is charged to production at budgeted rate based on direct labour hours.
Budgeted overhead cost is X 20,80,000 for budgeted direct labour hours of 1,04,000.
You are required to prepare Creditors A/c, Stores Ledger Control A/c, WIP Control A/c, Wages
Control A/c and Factory Overhead Control A/c. (May 2016)
Ans. | Ledgers Accounts;
Creditors A/c
Particulars (&3] Particulars K)
To Bank A/c 5,80,000 | By Opening balance 25,000
To Closing balance 40,000 | By Stores ledger control A/c 5,95,000
(Balancing Figure)
6,20,000 6,20,000
Stores Ledger Control A/c
Particulars ) Particulars )
To Opening balance 40,000 | By WIP Control A/c 5,70,000
(Balancing Figure)
To Creditors A/c 5,95,000| By Closing balance 65,000
6,35,000 6,35,000
Wages Control A/c
Particulars ) Particulars )
To Bank 4,00,000 | By WIP Control A/c 3,20,000
(Balancing Figure)
By Production OH A/c 80,000
4,00,000 4,00,000
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Work-in-Progress Control A/c
Particulars X) Particulars )
To Balance b/d 50,000 | By Finished Goods Control A/c 10,05,000
(Balancing figure)
To Stores Ledger Control A/c 5,70,000 | By Balance c/d
To Wages Control A/c 3,20,000 | Material 35,000
(80% of X 4,00,000) Labour 20,000
(X 50* x 400 hours)
To Factory Overhead Control 1,28,000 | Factory OH 8,000 63,000
AJc (X 20** x 400 hours)
10,68,000 10,68,000
*Direct Labour Hour Rate =X 3,20,000/6,400 hours =X 50
** Factory Overhead Rate =X 20,80,000/1,04,000=% 20
Factory Overheads Control A/c
Particulars X) Particulars X)
To Wages Control A/c 80,000 | By Work in Process A/c 1,28,000
To Bank A/c 60,000 | By Balance c/d 12,000
1,40,000 1,40,000
22. | Inthe absence of the Chief Accountant. You have been asked to prepare a month’s Cost accounts
for a company which operates a batch costing system fully integrated with the financial accounts.
The following relevant information is provided you;
Particulars ) )
Balance at the beginning of the month:
Stores Ledger Control Account 25,000
Work-in-Process Control Account 20,000
Finished Goods Control Account 35,000
Prepaid Production Overheads brought forward from previous 3,000
month
Transactions during the month;
— Materials Purchased 75,000
Materials issued;
To Production 30,000
To Factory Maintenance 4,000 34,000
Materials transferred between batches 5,000
Total wages paid
To Direct Workers 25,000
To Indirect Workers 5,000 30,000
Direct wages charged to batches 20,000
Recorded non-productive time of direct workers 5,000
Selling and Distribution Overheads incurred 6,000
Other Production Overheads incurred 12,000
Sales 1,00,000
Cost of Finished Goods Sold 80,000
Cost of Goods Completed and transferred into finished goods 65,000
during the month
Physical value of Work-in-Process at the end of the month 40,000
The Production Overhead absorption rate is 150% of direct wages charged to work-in-Process.
Required: -
Prepare the following accounts for the month;
a) Stores Ledger Control Account.
b) Work-in-Process Control Account.
c) Finished Goods Control Account.
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d) Production Overhead Control Account.
e) Costing Profit and Loss Account.

(ICAI SM)
Ans. | a) Stores Ledger Control Account
Particulars ) Particulars )
To Balance b/d 25,000 | By Work in Process Control A/c 30,000
To Creditors/Bank A/c 75,000 | By Production OH Control A/c 4,000
By Balance c/d 66,000
1,00,000 1,00,000
b) Wages Control Account
Particulars ) Particulars X)
To Bank A/c (Paid to direct 25,000 | By Work in Process Control A/c 20,000
workers) (Charged to batches)
To Bank A/c (Paid to Indirect 5,000 | By Production OH Control A/c 5,000
workers) (Bal. Fig)
By Production OH Control A/c 5,000
(Non-productive wages)
30,000 30,000
c) Production Overhead Control Account
Particulars (&3] Particulars )
To Balance b/d (Prepaid 3,000 | By Work-in-Process Control A/c 30,000
amount) (150% of direct wages)
To Stores Ledger Control A/c 4,000
To Wages Control A/c (X 5,000 10,000
+35,000)
To Bank A/c 12,000
To Costing P&L A/c* (Over- 1,000
absorption, balancing figure)
30,000 30,000
*Alternatively, the Over Absorbed Overhead may be carried forward.
d) Work-in-Process Control Account
Particulars X) Particulars X)
To Balance b/d 20,000 | By Finished Goods Control A/c 65,000
To Store Ledger Control A/c 30,000 | By Balance c/d (Physical 40,000
Value)
To Wages Control A/c 20,000
To Production OH Control A/c 30,000
(150% of direct wages)
To Costing P&L A/c (Stock 5,000
Gains, Bal Fig.)
1,05,000 1,05,000
e) Finished Goods Control Account
Particulars X) Particulars )
To Balance b/d 35,000 | By Cost of Goods Sold* A/c 80,000
To Work-in-Process Control A/c 65,000 | By Balance c¢/d 20,000
1,00,000 1,00,000
*Alternatively, Costing Profit & Loss Account
I
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f) Costing Profit & Loss Account
Particulars ) Particulars )
To Finished Goods Control A/c 80,000 | By Sales A/c 1,00,000
or Cost of Goods Sold A/c
To Selling & Distribution OH 6,000 | By Production OH Control A/c 1,000
Afc
To Balance c/d 20,000 | By Work-in-Process Control A/c 5,000
(Stock gain)
1,06,000 1,06,000
Notes: -
1) Materials transferred between batches will not affect the Control Accounts.
2) Non-Production time of direct workers is a production overhead and therefore will not be
charged to work-in-Process Control A/c.
3) Production Overheads absorbed in work-in-Process Control A/c equals to X 30,000 (150%
0f X 20,000).
4) In the work-in-Process Control A/c the excess physical value of stock is taken resulting in
stock gain. Is transferred to Profit & Loss A/c.
23. | BPR Limited keeps books on integrated accounting system. The following balances
appear in the books as on April 1, 20X0;
Particulars Dr. (X) Dr. (X)
Stores Control A/c 40,950
Work-in-progress A/c 38,675
Finished Goods A/c 52,325
Bank A/c ——— 22,750
Creditors A/c ---- 18,200
Fixed Assets A/c 1,47,875
Debtors A/c 27,300
Share Capital A/c ---- 1,82,000
Provision for Depreciation A/c - 11,375
Provision for Doubtful Debts A/c ---- 3,725
Factory Overheads Outstanding A/c ---- 6,250
Pre-Paid Administration Overheads A/c 9,975
Profit & Loss A/c ---- 72,800
3,17,100 3,17,100
The transactions for the year ended March 31, 20X1 were as given below;
Particulars ) )
Direct Wages 1,97,925
Indirect Wages 11,375 2,09,300
Purchase of materials (on credit) 2,27,500
Materials issued to production 2,50,250
Materials issued for repairs 4,550
Goods finished during the year (at cost) 4,89,125
Credit Sales 6,82,500
Cost of Goods sold 5,00,500
Production overheads absorbed 1,09,200
Production overheads paid during the year 91,000
Production overheads outstanding at the end of year 7,775
Administration overheads paid during the year 27,300
Selling overheads incurred 31,850
Payments to Creditors 2,29,775
Payment received from Debtors 6,59,750
Depreciation of Machinery 14,789
Administration overheads outstanding at the end of year 2,225
Provision for doubtful debts at the end of the year 4,590
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Required: -
Write up accounts in the integrated ledger of BPR Limited and prepare a Trial Balance.
(Nov. 2003)
Ans. |1) Stores Control A/c
Particulars (§3) Particulars (§3]
To Balance b/d 40,950 | By WIPA/c 2,50,250
To Creditors A/c 2,27,500 | By Production O/H A/c 4,550
By Balance c/d 13,650
2,68,450 2,68,450
2)  Wages Control A/c
Particulars ) Particulars )
To Bank 1,97,925 | By WIPA/c 1,97,925
To Bank 11,375 | By Production O/HA/c 11,375
2,09,300 2,09,300
3) Work-in-Progress A/c
Particulars ) Particulars )
To Balance b/d 38,675 | By Finished Goods 4,89,125
To Wages Control A/c 1,97,925 | By Balance c/d 1,06,925
To Stores Control A/c 2,50,250
To Production O/HA/c 1,09,200
5,96,050 5,96,050
4) Production Overheads A/c
Particulars X) Particulars )
To Wages Control A/c 11,375 | ByWIP A/c 1,09,200
To Stores Control A/c 4,550 | By Profit & Loss A/c 14,039
To Bank (91,000—6,250) 84,750 | (Under-absorbed O/Hs
written off, Balancing Figure))
To Production O/H outstanding 7,775
To Provision for depreciation 14,789
1,23,239 1,23,239
5) Finished Goods A/c
Particulars ) Particulars )
To Balance b/d 52,325 | By Cost of Sales A/c 5,00,500
ToWIP A/c 4,89,125 | By Balance c/d 80,450
To Administration O/HA/c 39,500
5,80,950 5,80,950
6) Administration Overhead A/c
Particulars ) Particulars )
To Prepaid Admin. Overheads A/c 9,975 | By Finished Goods A/c 39,500
(Balancing Figure)
To Bank 27,300
To Administration O/H 2,225
(Outstanding)
39,500 39,500
I
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7) Cost of Sales A/c
Particulars ) Particulars K
To Finished goods A/c 5,00,500 | By Sales A/c 5,32,350
(Balancing Figure)
To Selling O/Hs 31,850
5,32,350 5,32,350
8) SalesA/c
Particulars (§3] Particulars (63
To Cost of Sales A/c 5,32,350 | By Debtors A/c 6,82,500
To Profit & Loss A/c 1,50,150
(Balancing Figure)
6,82,500 6,82,500
9) Factory O/Hs/ Production O/Hs Outstanding A/c
Particulars ) Particulars )
To Bank 6,250 | By Balance b/d 6,250
To Balance c/d 7,775 | By Production 7,775
14,025 14,025
10) Prepaid Administration O/HA/c
Particulars KX) Particulars (63
To Balance b/d 9,975 | By Administration O/Hs A/c 9,975
9,975 9,975
11) Provision for Depreciation A/c
Particulars ) Particulars )
To Balance C/d 26,164 | By Balance b/d 11,375
By Production O/Hs A/c 14,789
26,164 26,164
12) Provision for Doubtful Debts A/c
Particulars ) Particulars )
To Balance c/d 4,590 | By Balance b/d 3,725
By Profit & Loss A/c 865
(Balancing Figure)
4,590 4,590
13) Profit & Loss A/c
Particulars ) Particulars )
To Provision for doubtful debts 865 | By Balance b/d 72,800
To Production O/Hs 14,039 | By Sales A/c 1,50,150
To Balance c/d 2,08,046
2,22,950 2,22,950
35 I
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14) Debtors A/c
Particulars ) Particulars )
To Balance b/d 27,300 | By Bank A/c 6,59,750
To Sales A/c 6,82,500 | By Balance c/d 50,050
7,09,800 7,09,800
15) Creditors A/c
Particulars ) Particulars )
To Bank 2,29,775 | By Balance b/d 18,200
To Balance c/d 15,925 | By Stores Control A/c 2,27,500
2,45,700 2,45,700
16) Fixed Assets A/c
Particulars ) Particulars )
To Balance b/d 1,47,875 | By Bank c/d 1,47,875
1,47,875 1,47,875
17) Bank A/c
Particulars ) Particulars )
To Debtors 6,59,750 | By Balance b/d 22,750
By Direct Wages 1,97,925
By Indirect Wages 11,375
By Production O/Hs (84,750 + 91,000
6,250)
By Administration O/Hs 27,300
By Selling O/Hs 31,850
By Creditors 2,29,775
By Balance c/d 47,775
6,59,750 6,59,750
Trial Balance
As on 31st March, 20X1
Particulars Dr. (X) Cr.X)
Stores Control A/c 13,650
Works-in-Progress A/c 1,06,925
Finished Goods A/c 80,450
Bank A/c 47,775
Creditors A/c 15,925
Fixed Assets A/c 1,47,875
Debtors A/c 50,050
Share Capital A/c 1,82,000
Provision for depreciation A/c 26,164
Profit & Loss A/c 2,08,046
Production O/Hs outstanding A/c 7,775
Administration O/Hs outstanding A/c 2,225
Provision for doubtful debts A/c 4,590
4,46,725 4,46,725
24. GK Ltd. showed net loss of X 2,43,300 as per their financial accounts for the year ended 31st
March, 202X. However, cost accounts disclosed net loss of X 2,48,300 for the same period. On
scrutinizing both the set of books of accounts, the following information were revealed;
Particulars )
Works overheads over recovered 30,400
Selling overheads under recovered 20,300
|
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Administrative overheads under 27,700
Depreciation over charged in cost accounts 35,100
Bad debts w/off in financial accounts 15,000
Preliminary Expense w/off in financial accounts 5,000
Interest credited during the year in financial accounts 7,500
Prepare a reconciliation statement reconciling losses shown by financial and cost accounts by
taking costing net loss as base. (May 2018)
Ans. Reconciliation Statement
(Reconciliating losses shown by financial and Cost Accounts)
Particulars X) )
v'Net loss as per cost Accounts (2,48,300)
v'Add: Interest credited during the year in financial 7,500
Accounts
v'Depreciation over charged in cost accounts 35,100
v"Works’ overheads over recovered 30,400 73,000
v’ Less: Selling overheads under recovered (20,300)
v Administrative overheads under recovered (27,700)
v'Bad debts W/off in financial Account (15,000)
v Preliminary Expense W/off in financial account (5.000) (68,000)
v'Net loss as per financial accounts (2,43,300)
25. | Journalise the following transactions assuming that cost and financial transactions are
integrated:
Particulars )
Raw Materials Purchased 2,00,000
Direct Materials issued to production 1,50,000
Wages paid (30% indirect) 1,20,000
Wages charged to production 84,000
Manufacturing expenses incurred 84,000
Manufacturing overhead charged to production 92,000
Selling and distribution costs 20,000
Finished products (at cost) 2,00,000
Sales 2,90,000
Closing Stock Nil
Receipts from debtors 69,000
Payments to creditors 1,10,000
(ICAI SM)
Ans. | Journal Entries are as follows: -
Particulars L.F. Dr. (X) Cr.(X)
Stores Ledger Control A/c Dr. 2,00,000
To Payables (Creditors)/ Bank A/c 2,00,000
(Materials purchased)
Work-in-Process Control A/c Dr. 1,50,000
To Stores Ledger Control A/c 1,50,000
(Materials issued to production)
Wages Control A/c Dr. 1,20,000
To Bank A/c 1,20,000
(Wages paid)
Factory Overhead Control A/c Dr. 36,000
To Wages Control A/c 36,000
(30% of wages paid being indirect charged to
overhead)
Work-in-Process Control A/c Dr. 84,000
To Wages Control A/c 84,000
I
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(Direct wages charged to production)

Factory Overhead Control A/c Dr. 84,000
To Bank A/c 84,000
(Manufacturing Overhead incurred)

Work-in-Process Control A/c Dr. 92,000
To Factory Overhead Control A/c 92,000
(Manufacturing Overhead charged to production)

Selling & Distribution Overhead Control A/c Dr. 20,000
To Bank A/c 20,000
Selling & Distribution Costs Incurred)

Finished Goods Control A/c Dr. 2,00,000
To Work-in-Process Control A/c 2,00,000
(Cost of Finished Goods)

Cost of Sales A/c Dr. 2,20,000
To Finished Goods Control A/c 2,00,000
To Selling and Distribution Control A/c 20,000
(Costs of Sales)

Receivables (Debtors) / Bank A/c Dr. 2,90,000
To Sales A/c 2,90,000
(Finished Goods Sold)

Bank A/c Dr. 69,000
To Receivables (Debtors) A/c 69,000
(Receipts from receivables)

Payable (Creditors) A/c Dr. 1,10,000
To Bank A/c 1,10,000
(Payment made to payables)
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Cost Sheet
Assignment
Q. Questions & Solutions
No.
1. | Arnav Inspat Udyog Ltd. has the following expenditures for the year ended 31st March, 20X2;
Particulars ) )
i) Raw Materials purchased 10,00,00,000
ii) GST paid on the above purchases @ 18% (eligible for 1,80,00,000
input tax credit)
iii) Freight inwards 11,20,600
iv) Wages paid to factory workers 29,20,000
v) Contribution made towards employees’ PF & ESIS 3,60,000
vi) Production bonus paid to factory workers 2,90,000
vii) Royalty paid for production 1,72,600
viii) Amount paid for power & fuel 4,62,000
ix) Amount paid for purchase of moulds and patterns (life 8,96,000
is equivalent to two years production.)
x) Job charges paid to job workers 8,12,000
xi) Stores and Spares Consumed 1,12,000
xii) Depreciation on;
— Factory Building 84,000
— Office Building 56,000
— Plant & Machinery 1,26,000
— Delivery Vehicles 86,000 3,52,000
xiii)Salary paid to supervisors 1,26,000
xiv) Repairs & Maintenance paid for;
— Plant & Machinery 48,000
— Sales Office building 18,000
— Vehicles used by directors 19,600 85,600
xv) Insurance premium paid for;
— Plant & Machinery 31,200
— Factory Building 18,100
— Stock of raw Materials & WIP 36,000 85,300
xvi) Expenses paid for quality control check activities 19,600
xvii)  Salary paid to quality control staffs 96,200
xviii) Research & development cost paid for 18,200
improvement in production process
xix) Expenses paid for pollution control and engineering & 26,600
Maintenance
xx) Expenses paid for administration of factory work 1,18,600
xxi) Salary paid to functional managers;
— Production Control 9,60,000
— Finance & Accounts 9,18,000
— Sales & Marketing 10,12,000 28,90,000
xxii)  Salary Paid to General Manager 12,56,000
xxiii) Packing Cost paid for:
— Primary packing necessary to maintain quality 96,000
— Forere-distribution of finished goods 1,12,000 2,08,000
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xxiv) Interest and Finance charges paid (for usage of non- 7,20,000
equity fund)

xxv) Fee paid to auditors 1,80,000
xxvi) Fee paid to legal advisors 1,20,000
xxvii) Fee paid to independent directors 2,20,000
xxviii) Performance bonus paid to sales staffs 1,80,000
xxix) Value of Stock as on 1st April, 20X1.

— Raw Materials 18,00,000

— Work-in-Process 9,20,000

— Finished goods 11,00,000 38,20,000
xxx) Value of Stock as on 31st March, 20X2;

— Raw Materials 9,60,000

—  Work-in-process 8,70,000

— Finished goods 18,00,000 36,30,000

Amount realized by selling of scrap and waste generated during manufacturing process-
%86,000/-
From the above data you are required to Prepare Statement of Cost for Arnav Ispat Udyog Ltd.
for the year ended 31st March, 20X2, Showing;

a) Prime Cost

b) Factory Cost

c) Cost of Production

d) Cost of goods sold and

e) Cost of Sales.

(ICAI SM, Modified RTP May 2021, RTP Nov.2021 & RTP Nov. 2020, Modified MTP Dec.

2021, MTP July 2021, May 2021, Modified MTP May 2023)

Sol. Statement of Cost of Arnav Ispat Udyog Ltd. for the year ended 31st March, 20X2;
Particulars | &) | &)

1) Material Consumed;

— Raw Materials Purchased 10,00,00,000

— Freight inwards 11,20,600

— Add: Opening Stock of raw Materials 18,00,000

— Less: Closing Stock of raw Materials (9,60,000) 10,19,60,600
2) Direct employee (labour) Cost;

— Wages paid to factory workers 29,20,000

— Contribution made towards employees’ PF & ESIS 3,60,000

— Production bonus paid to factory workers 2,90,000 35,70,000
3) Direct expenses;

— Royalty paid for production 1,72,600

— Amount paid for power & fuel 4,62,000

— Amortised cost of moulds and patterns 4,48,000

— Job charges paid to Job workers 8,12,000 18,94,600

Prime Cost 10,74,25,200

4) Works/ Factory Overheads;

— Store and Spares Consumed 1,12,000

— Depreciation on factory building 84,000

— Depreciation on Plant & Machinery 1,26,000

— Repairs & Maintenance paid for Plant & Machinery 48,000

— Insurance premium paid for Plant & Machinery 31,200

— Insurance premium paid for factory building 18,100

— Insurance premium paid for stock of raw materials & WIP 36,000

— Salary paid to supervisors 1,26,000

— Expenses paid for pollution control and engineering & 26,600 6,07,900

maintenance
— Gross factory cost 10,80,33,100
— Add: Opening Value of W-I-P 9,20,000
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— Less: Closing value of W-I-P (8,70,000)
Factory Cost 10,80,83,100
5) Quality control cost;
— Expenses paid for quality control check activities 19,600
— Salary paid to quality control staffs 96,200 1,15,800
6) Research & development cost paid for improvement in 18,200
production process
7) Administration cost related with production;
— Expenses paid for administration of factory work 1,18,600
— Salary paid to Production Control manager 9,60,000 10,78,600
8) Less: Realisable value on sale of scrap and waste (86,000)
9) Add: Primary packing cost 96,000
— Cost of Production 10,93,05,700
— Add: Opening Stock of finished goods 11,00,000
— Less: Closing Stock of finished goods (18,00,000)
— Cost of Goods Sold 10,86,05,700
10) Administrative Overheads;
— Depreciation on office building 56,000
— Repairs & Maintenance paid for vehicles used by directors 19,600
— Salary paid to Manager - Finance & Accounts 9,18,000
— Salary paid to General Manager 12,56,000
— Fee paid to auditors 1,80,000
— Fee paid to legal advisors 1,20,000
— Fee paid to independent directors 2,20,000 27,69,600
11) Selling Overheads: -
— Repairs & Maintenance paid for sales office building 18,000
— Salary paid to Manager- Sales & Marketing 10,12,000
— Performance bonus paid to sales staffs 1,80,000 12,10,000
12) Distribution Overheads;
— Depreciation on delivery vehicles 86,000
13) Packing Cost paid for re-distribution of finished goods 1,12,000 1,98,000
Cost of Sales 11,27,83,300

Note: -

1) GST paid on purchase of raw materials would not be part of cost of materials as it is
eligible for input tax credit.

2) Interest and finance charges paid would not be the part of costing.

2. | The following date relates to manufacturing of a standard product during the month of March,

20X1:
Particulars Amount (in )
Stock of Raw material as on 01-03-20X1 80,000
Work in Progress as on 01-03-20X1 50,000
Purchase of Raw material 2,00,000
Carriage Inwards 20,000
Direct Wages 1,20,000
Cost of special drawing 30,000
Hire charges paid for Plant 24,000
Return of Raw Material 40,000
Carriage on return 6,000
Expenses for participation in Industrial exhibition 8,000
Legal charges 2,500
Salary to office staff 25,000
Maintenance of office building 2,000
Depreciation on Delivery van 6,000
Warehousing charges 1,500
Stock of Raw material as on 31-03-20X1 30,000
Stock of Work in Progress as on 31-03-20X1 24,000
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Factory overheads are 20% of the Prime cost.

ANANENEN

Store overheads on materials are 10% of material consumed.

10% of the output was rejected and a sum of 35,000 was realized on sale of scrap.
10% of the finished product was found to be defective and the defective products were

rectified at an additional expenditure which is equivalent to 20% of proportionate direct

wages.
v The total output was 8,000 units during the month.

You are required to prepare a Cost Sheet for the above period showing the:

i) Cost of Raw Material consumed
ii) Prime Cost

iii) Work Cost

iv) Cost of Production

v) Cost of Sales

(July 2021, Modified MTP Nov. 2022, Modified MTP May 2019, May 2022 Modified, RTP
Nov 2022 Modified)

Sol. | Cost Sheet during the Month of March 20X1:
Particulars Amount (X) | Amount ()

I) Costof Material Consumed:

Raw materials purchased (X 2,00,000 - X 40,000) 1,60,000

Carriage inwards 20,000

Add: Opening stock of raw materials 80,000

Less: Closing stock of raw materials (30,000) 2,30,000

Direct Wages 1,20,000

Direct expenses:

Cost of special drawing 30,000

Hire charges paid for Plant 24,000 54,000
ii) Prime Cost 4,04,000

Carriage on return 6,000

Store overheads (10% of material consumed) 23,000

Factory overheads (20% of Prime cost) 80,800

Additional expenditure for rectification of defective

products (refer working note) 2,160 1,11,960

Gross factory cost 5,15,960

Add: Opening value of W-I-P 50,000

Less: Closing value of W-I-P (24,000)
iii) Works/ Factory Cost 5,41,960

Less: Realizable value on sale of scrap (5,000)
iv) Cost of Production 5,36,960

Add: Opening stock of finished goods -

Less: Closing stock of finished goods -

Cost of Goods Sold 5,36,960

Administrative overheads:

Maintenance of office building 2,000

Salary paid to Office staff 25,000

Legal Charges 2,500 29,500

Selling overheads:

Expenses for participation in Industrial exhibition 8,000 8,000

Distribution overheads:

Depreciation on delivery van 6,000

Warehousing charges 1,500 7,500
v) Cost of Sales 5,81,960
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Alternative Solution (considering Hire charges paid for Plant as indirect expenses)
Statement of Cost for the month of March,

Particulars Amount Amount
(§3) (§3)

Cost of Material Consumed:
Raw materials purchased (X 2,00,000 - X 40,000) 1,60,000
Carriage inwards 20,000
Add: Opening stock of raw materials 80,000
Less: Closing stock of raw materials (30,000) 2,30,000
Direct Wages 1,20,000
Direct expenses:
Cost of special drawing 30,000 30,000
Prime Cost 3,80,000
Hire charges paid for Plant 24,000
Carriage on return 6,000
Store overheads (10% of material consumed) 23,000
Factory overheads (20% of Prime cost) 76,000
Additional expenditure for rectification of defective
products (refer working note) 2,160 1,31,160
Gross factory cost 5,11,160
Add: Opening value of W-I-P 50,000
Less: Closing value of W-I-P (24,000)
Works/ Factory Cost 5,37,160
Less: Realizable value on sale of scrap (5,000)
Cost of Production 5,32,160

Add: Opening stock of finished goods -
Less: Closing stock of finished goods -

Cost of Goods Sold 5,32,160

Administrative overheads:

Maintenance of office building 2,000

Salary paid to Office staff 25,000

Legal Charges 2,500 29,500

Selling overheads:

Expenses for participation in Industrial exhibition 8,000 8,000

Distribution overheads:

Depreciation on delivery van 6,000

Warehousing charges 1,500 7,500

Cost of Sales 5,77,160
Working Note:

1) Number of Rectified units
Total Output 8,000 units
Less: Rejected 10% 800 units
Finished product 7,200 units
Rectified units (10% of finished product) 720 units

2) Proportionate additional expenditure on 720 units
= 20% of proportionate direct wages
=0.20x (1,20,000/8,000) x 720
=%2,160
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September, 20X1;

3. Following details are provided by M/s. ZIA Private Limited for the quarter ending 30

Particulars )
Direct Expenses 1,80,000
Direct Wages being 175% of factory overheads 2,57,250
Cost of goods sold 18,75,000
Selling & distribution overheads 60,000
Sales 22,10,000

Stock details as per Stock Register;

Administration overheads are 10% of factory overheads

Particulars

30.06.20X1 (3)

30.09.20X1 (3)

Raw Materials
Work-in-progress
Finished goods

2,45,600
1,70,800
3,10,000

2,08,000
1,90,000
2,75,000

Raw Materials Consumed.
Prime Cost

Factory Cost

Cost of goods sold

Cost of Sales and Profit

a)
b)
c)
d)
e)

You are required to prepare a cost sheet showing;

(Nov.2018/ Modified ICAI SM, Modified MTP May 2020)

Sol. Cost Sheet
(For the quarter ending 30th September, 20X1)
Particulars )

a) Raw Materials Consumed;
Opening Stock of raw materials 2,45,600
Add: Purchase of materials 12,22,650 *
Less: Closing Stock of raw materials (2,08,000)
Raw materials consumed 12,60,250
Add: Direct wages (1,47,000 x 175%) 2,57,250
Direct Expenses 1,80,000

b) Prime Cost; 16,97,500
Add: Factory Overheads (2,57,250/175%) 1,47,000
Gross Factory Cost 18,44,500
Add: Opening work in progress 1,70,800
Less: Closing work in progress (1,90,000)

c) Factory Cost; 18,25,300
Add: Administration overheads (10% of factory overheads) 14,700
Add: Opening Stock of finished goods 3,10,000
Less: Closing Stock of finished goods (2,75,000)

d) Cost of Goods Sold; 18,75,000
Add: Selling and Distribution overheads 60,000
Cost of Sales 19,35,000

e) Net Profit; 2,75,000
Sales 22,10,000

*(18,75,000 + 2,75,000— 3,10,000— (1,47,000 x 10%) + 1,90,000— 1,70,800— (2,57,250 x
100/175%)— 1,80,000— 2,57,250 + 2,08,000— 2,45,600) = 12,22,650.
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Working Notes: -

— Purchase of raw materials = Raw materials consumed + Closing Stock - Opening Stock of
raw material

— Raw material consumed = Prime cost - Direct wages - Direct expenses

— Prime Cost = Factory Cost + Closing WIP— Opening WIP— Factory overheads

— Factory Cost = Cost of Production goods sold + Closing Stock of Finished goods - Opening
stock of Finished goods - Administrative overheads

— Net Profit = Sales - Cost of Sales

4. | The following data are available from the books and records of Q Ltd. for the month of April
20X1;

Direct Labour Cost =3 1,20,000 (120% of Factory Overheads)

Cost of Sales =X 4,00,000

Sales =% 5,00,000
Accounts show the following figures;

Particulars 1st April, 20X1 30th April, 20X1
) )

Inventory;

Raw Material 20,000 25,000

Work-in-progress 20,000 30,000

Finished goods 50,000 60,000
Other details;

Selling expenses 22,000

General & Admin. Expenses 18,000

You are required to prepare a cost sheet for the month of April 20X1 showing;
a) Prime Cost

b) Works Cost

c) Cost of Production

d) Cost of Goods sold

e) Cost of Sales and Profit earned.

(ICAI SM, January 2021, Modified MTP Nov. 2022)

Sol. Cost Sheet for the Month of April 20X1
Particulars )
Opening Stock of Raw Material 20,000
Add: Purchases [Refer Working Note-2] 1,65,000
Less: Closing stock of Raw Material (25,000)
Raw Material Consumed 1,60,000
Add: Direct labour Cost 1,20,000
a) Prime Cost 2,80,000
Add: Factory Overheads 1,00,000
Gross Works Cost 3,80,000
Add: Opening work-in-progress 20,000
Less: Closing work-in-progress (30,000)
b) Work Cost 3,70,000
c) Cost of Production 3,70,000
Add: Opening stock of finished goods 50,000
Less: Closing Stock of finished goods (60,000)
d) Cost of goods sold 3,60,000
Add: General and administration expenses* 18,000
Add: Selling expense 22,000
e) Cost of Sales 4,00,000
Profit (Balancing figure (X 5,00,000— X 4,00,000)} 1,00,000
Sales 5,00,000
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* General and administration expenses have been assumed as not relating to the production
activity.
Working Notes: -
1) Computation of the raw material consumed;
Particulars )
Cost of Sales 4,00,000
Less: General and administration expenses (18,000)
Less: Selling expenses (22,000)
Cost of goods sold 3,60,000
Add: Closing stock of finished goods 60,000
Less: Opening stock of finished goods (50,000)
Cost of production/Gross works cost 3,70,000
Add: Closing stock of work-in-progress 30,000
Less: Opening stock of work-in-progress (20,000)
Works cost 3,80,000
Less: Factory overheads (w X 100) (1,00,000)
Prime cost 2,80,000
Less: Direct labour (1,20,000)
Raw material consumed 1,60,000
Computation of the raw material purchased;
Particulars )
Closing stock of Raw Material 25,000
Add: Raw Material Consumed 1,60,000
Less: Opening stock of Raw Material (20,000)
Raw Material purchased 1,65,000
5. From the following particulars, you are required to prepare monthly cost sheet of Aditya
Industries: -
Particulars )
Opening Inventories;
Raw Materials 12,00,000
Work-in-process 18,00,000
Finished goods (10,000 units) 9,60,000
Closing Inventories;
Raw Materials 14,00,000
Work-in-process 16,04,000
Finished goods ?
Raw Material purchased 1,44,00,000
GST paid on raw materials purchased (ITC available) 7,20,000
Wages paid to production workers 36,64,000
Expenses paid for utilities 1,45,600
Office and administration expenses paid 26,52,000
Travelling allowance paid to office staffs 1,21,000
Selling expenses 6,46,000
Machine hours worked - 21,600 hours.
Machine hour rate - X 8.00 per hour
Units sold - 1,60,000
Units produced - 1,94,000
Desired profit - 15% on sales
(ICAISM/2018 MAY/RTP)
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Sol. | Cost Sheet of Aditya Industries for month of........
Units Produced - 1,94,000
Units sold - 1,60,000
Particulars Amount (X) Cost per unit (X)
Raw Materials purchased 1,44,00,000

Add: Opening value of raw materials 12,00,000

Less: Closing value of raw materials (14,00,000)

Materials Consumed 1,42,00,000 73.19

Wages paid to production workers 36,64,000 18.89

Expenses paid for utilities 1,45,600 0.75
Prime Cost 1,80,09,600 92.83
Factory overheads (X 8 x 21,600 hours) 1,72,800

Add: Opening value of W-I-P 18,00,000

Less: Closing value W-I-P (16,04,000)

Cost of Production 1,83,78,400 94.73

Add: Value of Opening Finished Stock 9,60,000

Less: Value of Closing Finished Stock (X 94.73 x (41,68,120)

44,000)

Cost of Goods Sold 1,51,70,280 94.81

Office and administration expenses paid 26,52,000 16.58

Travelling allowance paid to office staffs 1,21,000 0.75

Selling expenses 6,46,000 4.04

Cost of Sales 1,85,89,280 116.18

Add: Profit 32,80,461 20.50

2,18,69,741 136.68
6. | A Ltd. Co. has capacity to produce 1,00,000 units of a product every month. Its works cost at
varying levels of production is as under: -
Level Works Cost per unit ()
10% 400
20% 390
30% 380
40% 370
50% 360
60% 350
70% 340
80% 330
90% 320
100% 310

Its fixed administration expenses amount to ¥1,50,000 and fixed marketing expenses amount

to X2,50,000 per month respectively. The variable distribution cost amounts to 330 per unit.

It can sell 100% of its output at I500 per unit provided it incurs the following further

expenditure.

It gives gift items costing X30 per unit of sale;

a) It haslucky draws every month giving the first prize of ¥50,000; 2nd prize of 25,000, 3rd
prize of 10,000 and three consolation prizes of 5,000 each to customers buying the
product.

b) It spends X1,00,000 on refreshments served every month to its customers;

c) Itsponsors a television programme every week at a cost of ¥20,00,000 per month.

d) It can market 30% of its output at X550 per unit without incurring any of the expenses
referred to in (a) to (d) above.

Prepare a cost sheet for the month showing total cost and profit at 30% and 100% capacity
level.
(ICAI SM, Modified MTP Nov 2020, Modified MTP May 2022)
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Sol. | a) Cost Sheet (For the Month);
30% 100%
Level of Capacity 30,000 Units 1,00,000 Units
Per Unit Total Per unit Total
(8] ) &) &)
Works Cost 380.00 1,14,00,000 310.00 3,10,00,000
Add: Fixed administration 5.00 1,50,000 1.50 1,50,000
expenses
Add: Fixed Marketing expenses 8.33 2,50,000 2.50 2,50,000
Add: Variable distribution Cost 30.00 9,00,000 30.00 30,00,000
Add: Special Costs;
Gift items costs ---- -—-- 30.00 30,00,000
Customers’ prizes* ---- -—-- 1.00 1,00,000
Refreshments -—-- ——-- 1.00 1,00,000
Television programme ---- -—-- 20.00 20,00,000
sponsorship cost
Cost of Sales 423.33 1,27,00,000 396.00 3,96,00,000
Profit (Balancing figure) 126.67 38,00,000 104.00 1,04,00,000
Sales revenue 550.00 1,65,00,000 500.00 5,00,00,000
*Customers’ Prize Cost: -
Particulars )
1st Prize 50,000
2nd Prize 25,000
3rd Prize 10,000
Consolation Prizes (3 x X 5,000) 15,000
Total 1,00,000
7. | From the following data of Arnav Metallic Ltd. Calculate Cost of Production;
Particulars )
Repair & maintenance paid for plant & machinery 9,80,500
Insurance premium paid for inventories 26,000
Insurance premium paid for plant & machinery 96,000
Raw materials purchased 64,00,000
Opening stock of raw materials 2,88,000
Closing stock of raw materials 4,46,000
Wages paid 23,20,000
Value of opening work-in-process 4,06,000
Value of closing work-in-process 6,02,100
Quality control cost for the products in manufacturing process 86,000
Research and development cost for improvement in production process 92,600
Administrative cost for;
Factory and production 9,00,000
Other 11,60,000
Amount realised by selling scrap generated during the manufacturing 9,200
process.
Packing cost necessary to preserve the goods for further processing 10,200
Salary paid to Director (technical) 8,90,000
(RTP May 2020, Modified MTP Nov. 2019, Modified RTP May 2023)
Sol. Calculation of Cost of Production of Arnav Metallic for the period;
Particulars )
Raw materials purchased 64,00,000
Add: Opening Stock 2,88,000
Less: Closing stock (4,46,000)
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Material consumed 62,42,000
Wages paid 23,20,000
Prime cost 85,62,000
Repair and maintenance cost of plant & machinery 9,80,500
Insurance premium paid for inventories 26,000
Insurance premium paid for plant & machinery 96,000
Quality control cost 86,000
Research & development cost 92,600
Administrative overheads related with factory and production 9,0