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COST SHEET - CONCEPTS

1. Cost Sheet

It is a statement which shows the break-up and build-up of costs for a particular period.

2. Statement of Cost/Cost Sheet

Particulars

Total
Cost R)

Cost per
unit )

Opening stock of Raw Material

Add: Purchases

Less: Closing stock of Raw Material

Add: Carriage/Freight inward

Raw material purchase return

]Less:iSale value of scrap of raw material

Direct Material Consumed

Add: Direct labour cost ‘taesded

Add: Direct expenses or chargeable expenses W o hed

Prime Cost

Add: FactQLy/Work Overheads

Gross Factory/Work Cost
Add: Opening stock of WIP
Less: Closing stock of WIP
Net Factory/Work cost

Add: Quality control cost

Add: Research and Development cost

Add: Administrative overheads (related to production)

Add: Packing cost (primary)

L ess:'Credit for recoveries/Scap/Defectives/By-Product

Cost of Production

Add: Opening stock of finished goods

Less: Closing stock of finished goods

Cost of Goods Sold

Add: Administrative overheads (general)

Add: Selling and distribution overheads

Cost of Sales




3. Points to Remember (PTR)

(A) Loss or Gain

1
No‘zsw\o& A\oiw
D:unc\zm to Cow's% &uaxw\ hodl fo OWWRS,

%Ma :Qc bmu prv- Tap: -\-o C.P4L Ae
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(B) Certain expenses not appear in cost sheet:

Goodwill or preliminary expenses written off

Income tax

Loss on sale of assets or investment

Cost pertaining to or arising out of a pandemic e.g. COVID-19
Penalty, fines, damages etc. o

VV VYV VYV

(C) Work = Factory
Work Overheads = Factory Overheads
Work Cost = Net Factory Cost (FC)

(D) Co§ of goods available for sale = O\) Qo F& + CAF Jo ?UOANU‘W‘

(E) Cost of goods processed during the period = op- Yo NlP 4+ Gsdd ?ad@'a €. 5

(G) Employee/Labour cost: It includes- Niew Lo [/)Ww (oser
> Wages 7
» Bonus
> Allowances > Dndited [obow, (OHA)
> Overtime l
> Employer contribution to PF/ESI/SSS m m M
> Any \ny other beneﬁt 40 LKL 4o &b-w 4o SlRtmdn

* dk&'xwa
(H) Direct Expenses
» Royalty for production

» Cost of utilities such as power & fuel, steam etc.
» Fee for technical know-how




Cost of product/service specific design or drawing

Cost of product/service specific software
Amortized cost of moulds, patterns, patents etc.

Job charges paid to job workers

Hire charges paid for hiring specific equipment
Other exp—enses which are directly related with production

VVVYVYVVYVYYVY

4. Treatment of Expenses

Expenses Treatment
Drawing office expenses — fac. O
Haulage - foc. OM
Stores Related Expenses T foc. OH
Stores Consumed = Opening + Purchases — Closing
Warehouse or Godown Expenses - Q4 N\ OoH
Loose tools written off — fac. OH
Bank charges —- Adw OY
Salesmen commission —5 4N OY
Cost of Samples —> Q4N ORn
Audit Fee > Adw ON
General Expenses -+ Adw.. o
Counting House Salaries —T Adw OH
Production planning expenses in office —> Adn. oM (5 oded o Pa-“}
Director’s fees —> Adw OH
Fee for exhibition participation —> 4N O H
Pollution control expenses — Poc¢ OH
Carriage on raw material return —> (oc. on
Bad Debts — ‘]‘6.,\37&
Packaging

(A)Primary Packaging — Hbﬁe’r_ NEC

(B) Secondary Packaging - Q2N OH




GST

(A) GST Output _

- Add oy Sdig v

(B) GST Input

(C)rITC Available —> Tande
(D)ITC Not Available —> Add wih Teersive eres
S
Custom Duty —= A ik K%bauﬁv& 3 PN
& G
Discount

(A) Trade Discount —

(B) Cash Discount - 16“8'(2
(C) Other discount or discount on sales —> QU N on
Waste/Scrap

(A) Scrap for which amount is received on sale

(1) Related to raw material —

(2) Arises during production —

> Doduur o NFC

(B)Scrap for which disposal cost is to be incurred —

- Foc. O

Defectives

(B)Sold as it is at discount

(1) When low discount —

- Add wih NOBVW& Sob& \fo““

(2) When high discount =

> Dodutr ot NFC

(C)Goods are rectified by incurring rectification

cost

L ) Redkpicsdion (& to
foc OM8




5. Administration Overheads

If administration overheads is % of NFC or If administration overheads is< __ per unit

. . . —_—— > .
produce then in both situation consider them as related to production.

6. Conversion Cost = DWW Ledomd, + Dyt p. + I}O\( - ONS
It is the cost to convert raw material into finished goods. It is sum total of direct labour, direct
expenses and factory overheads.

7. Valuation of Stock
Stock can be valued either on FIFO basis or LIFO basis or Weighted average method. Unless

—

otherwise provided FIFO method will be used for valuation of stock.
According to FIFO Method,

Value of cl. stock of raw material =

Amount of raw material purchased

X Cl.stock raw material units

Raw material purchase quantity

“ .
Value of closing stock of finished goods = <2200 o cigsing stock finished goods units
— L J

Units produced

According to Weighted Average Method,

[Vl (v
RM purchase+0Op. Stock of RM

- —\ X Cl.stock raw mat.units
RM purchase units+0p. stock RM umt_s)
~ P d

Value of cl. stock of raw material

Value of closing stock of finished goods :[C"“ of Production + Op. stock G]x Closing stock FG units

Units produced+0p. stock FG units

For raw material,
../ v v

Raw material consumed units = Op. stock RM units + RM Purchase units — CI. stock RM

T T

For finished goods,
Finished goods units sold = Op. stock FG units + FG units produced,— Cl. stock FG units
If there is NIL Opening stock o c"&m
Cos o nitof s goods =52 tetion ot f el
v -—

8. Calculation of per unit data and vice versa

(A) For calculating per unit data

» Divide all values by Units Produced upto cost of production
» Divide all values by Units Sold from COGS and onwards

(B)If factory overheads or administration overheads (production related) per unit is given
then multiply it with number of units produced to get total value.

(O)If administration overheads (general) and selling and distribution overheads per unit is
given then multiply it with number of units sold to get total value.




Mathine. Howdh x Mot H. Qtdt]—) foc. oM

9. Recovery Rate

It is the rate which is used to recover/absorb/charge overheads from the products being

manufactured or services being provided.

Unless otherwise provided, following basis will be used for recovery of overheads:
Factory overheads —> DNitetx Loloows
Administration overheads —> NFC, & wé tax
Selling and distribution overheads —s NFe e Lol CAST

10. Change in Cost Effects

Total Cost =No. Of units x Cost per unit
‘_-_i‘_—‘ +

Dsonhty Parice.
Ehecr DYoo

Total VC Total FC
Quantity Effect Nens No
Price Effect NeA Ners

Relation between:

(A)Quantity and Variable cost —->‘ DNavecr = oV h , )((m,‘\. D
(B)Price and Variable cost — Divetx o)

(C)Price and Fixed cost —> NN\w2er
(D) Wages and Efficiency —s Tweldho_ 3_4 UQA '\’o“Ml RN

{30
(&0 + °F

Unless otherwise provided, following points are to be assumed:

(a) VC per unit will remain same

(b) Total FC will remain same

(c) All direct cost are considered to be variable in nature
(d) All overheads are considered to be fixed in nature




COST SHEET QUESTIONS

Question — 1

SK Itd. has the following expenditures for the year ended 3 1** March:
Particulars - Amount ) Amount )
Raw materials purchased —s, PJ"\C 10,00,00,000
GST paid on the above purchases @18% (eligible forL-s ja\,\gm_ 1,80,00,000
input tax credit)
Freight inwards —» RMC 11,20,600
Wages paid to factory workers — .2\ 29,20,000
Contributio_n. made towards employees’ PF an_d_E.SI —b DWW 3,60,000
Producti_o_r} bonus pa‘id_to fact(mrkers—a FA\S) 2,90,000
Royalty paid for production —» £ Selp. 1,72,600

Amount paid for power & fuel = . %‘ﬁ‘;- 9 4,62,000
Amount paid for purchase of moulds and patterns (l.i_fst-a A .i-&‘» = %_ﬁé_ ;“'\‘&9 8,96,000
is equivalent to two years production)

Job charges paid to job workers —= _J\ i’ﬂb . 8,12,000
Stores and spares consumed —> F‘ on 1,12,000
Depreciation on:
Factory building — f.on 84,000
Office building —> P+ DA 56,000
Plant & Machinery—> . OA 1,26,000
Delivery vehicles — 20 on 86,000 3,52,000
Salary paid to supervisors —» . OY 1,26,000

Repairs & maintenance paid for:
Plant & Machinery —s [.O# 48,000
Sales office building— Q4.0 Ow 18,000
Vehicles used by directors = A. Ot 19,600 85,600
Insurance premium paid for:
Plant & Machinery — . O 31,200
Factory building —s -0¥ 18,100
Stock of raw materials & WIP — F .Of 36,000 85,300
Expenses paid for quality control check activities => BLCC 19,600
Salary paid to quality control staffs — Q.CC 96,200

Research & development cost paid for improvement in - P_&D 18,200
production process

Expenses paid for pollution control and engineering & 4> F. on 26,600
maintenance

Expenses paid for administration of factory work —— A.0N ( P(f 03) 1,18,600
Salary paid to functional managers:
Production control —> A « OH (?Koé) 9,60,000




Finance & accounts —> ¥+ Ot
Sales & Marketing — @40 0t

9,18,000
10,12,000

Salary paid to General Manager — . OW
Packagi___llg_cost paid for:

Primary packing necessary to maintain quality—3 ﬁb’ks
For re-distribution of finished goods — i 0 o
Wages of employees engaged in distribution of goods —
Fee paid to auditors —s A OR

Fee paid to legal advisors = {,. Dt

Fee paid to independent directors =3 - 021
Performance bonus paid to sales staff — o d A ©H
Value of stock as on 1% April of last year

Raw materials

Work-in-process g 0\3‘ S‘\OW—

Finished goods

Value of stock as on 31* March of current year

Raw materials

Work-in-process .S &’ &‘\‘LF

L NFC 96,000
1,12,000
> 40 op

18,00,000
9,20,000
11,00,000

9,60,000
8,70,000

Finished goods

18,00,000

28,90,000
12,56,000

2,08,000
7,20,000
1,80,000
1,20,000
2,20,000
1,80,000

38,20,000

U

36,3000/ e

Amount realized by selling of scrap and waste generated during manufacturing process is I 86,000. From the

above data you are required to prepare statement of cost for the year ended 31* March, showing (i) prime cost,

(i1) factory cost, (iii) cost of production, (iv) cost of goods sold and (v) cost of sales.

Solution
Particulars Amount )

Opening stock of raw material 18,00,000
Add: Raw material purchases 10,00,00,000
Less: Closing stock of raw material (9,60,000)
Add: Freight inwards 11,20,600
Raw material consumed 10,19,60,600
Direct Labour:

Wages paid to factory workers 29,20,000

Contribution to PF & ESI 3,60,000

Production bonus paid to factory workers 2.90.000 35,70,000
Direct Expenses:

Royalty paid for production 1,72,600

Amount paid for power & fuel 4,62,500

Amortised cost of moulds and patterns 4,48,000

Job charges paid to job workers 8.12.000 35,70,000
Prime Cost 10,74,25,200
Factory overheads:

Stores and spares consumed 1,12,000

Depreciation on factory building 84,000




Depreciation on plant & machinery 1,26,000

Repairs & maintenance 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 material 36,000

Salary paid to supervisors 1,26,000

Expenses paid for pollution control 26,600 6,07,900
Gross Factory cost 10,83,33,100
Add: Opening WIP 9,20,000
Less: Closing WIP (8,70,000)
Net Factory cost 10,80,83,100
Quality control cost:

Expenses paid for quality control check 19,600

Salary paid to quality control staff 96,200 1,15,800
Research and development cost paid 18,200
Administrative overheads related to production

Expenses paid for administration 1,18,600

Salary paid to production control manager 9.60,000 10,78,600
Less: Realisable value on sale of scrap (86,000)
Add: Primary packaging 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 (18,000,000)
Cost of goods sold 10,86,05,700
Administrative overheads:

Depreciation on office building 56,000

Repairs & maintenance paid for vehicles for directors 19,600

Salary paid to manager-finance and 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
Selling and distribution overheads

Repairs & maintenance paid to sales office building 18,000

Salary paid to manager — sales & marketing 10,12,,000

Performance bonus paid to sales staffs 1,80,000

Depreciation on delivery vehicles 86,000

Packaging cost paid for re-distribution 1,12,000

Wages of employees engaged in distribution of goods 7,20,000 21,28,000
Cost of Sales 11,35,03,300




Question — 2
The following data relates to manufacturing of a standard product during the month of the March:

Particulars Amount (in )
Stock of Raw material as on 01-03 — RMW(C_ 80,000
Work in progress as on 01-03 —=»  ©p. (WTP 50,000
Purchase of raw material — DJ“\Q. 2,00,000
Carriage inwards — QM. 20,000
Direct wages —s AW 1,20,000
Cost of special drawing —s, [\, E,\Y,. 30,000
Hire charges paid for Plant ~» [\. $x)s. 24,000
Return of Raw Material = 0\ Antd  Foow 2N 40,000
Carriage on return — PO‘O OH 6,000
Expenses for participation in Industrial exhibition —» G4\ 0} 8,000
Legal charges — (3. Oaf 2,500
Salary to office staff — - Of 25,000
Maintenance of office building — . oy 2,000
Depreciation on Delivery Van —s, Q4. [\ 0t 6,000
Warehousing charges —s <4 )\ D 1,500
Stock of Raw material as on 31-03 —3 EM¢ 30,000
Stock of Work in Progress as on 31-03 =2 (_& w i) 24,000
e Store overheads on material are 10% of material consumed.
. Fac?o_-r—werheads are 20% of the prime cost Mu. -6')'&9( NFC

— "
e 10% of the output was rejected and a sum of X 5,000 was realized on sale of scrap.
e 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.

*  The total output was 8,000 units during the month. ( W R0 A R0, X 207
You are required to prepare a cost sheet for the above period showing the:
(1) Cost of raw material consumed
(i1) Prime cost
(ii1) Work cost
(iv) Cost of production
(v) Cost of sales
Solution Cost Sheet
Particulars Amount %)
Opening stock of raw material 80,000
Add: Raw material purchases 2,00,000
Add: Carriage inward 20,000
Less: Return of raw material (40,000)
Less: Closing stock of raw material (30,000)
Raw Material consumed 2,3&000
Direct wages 1,20,000




Direct Expenses: Cost of special drawing 30,000

Hire charges paid for plant 24.000 54,000
Prime Cost 444,000
Stores Overheads (10% x 2,36,000) 23800
Factory overheads (20% % 4,0“,000) 80,800
Rectification cost of defectives (1,20,000 x 90% x 10% x 20%) — 2,160
Gross Factory Cost 5,17,760
Add: Opening WIP 50,000
Less: Closing WIP (24,000)
Net Factory Cost 5,43,760
Less: Scrap sale (5,000)
Cost of Production/COGS 5,38,760
Administration Overheads:
Legal charges 2,500
Salary to office staff 25,000
Maintenance of office building 2,000 29,500
Selling & Distribution Overheads:
Expenses for participation in industrial exhibition 8,000
Warehousing charges 1,500
Depreciation on Delivery Van 6,000 15,500
Cost of Sales 5,83,760
Question — 3

v
A Ltd. produces a single product X. During the month of July 2023, the compan
tonnesof X. The details for the month of July 2023 are as follows:

(@) Materials consumed X 15,00,000 —> RMC

has produced 14,560

(b)  Power consumed in operatm&groducﬁon machinery 13,000 Kwh @ ¥ 7 per Kwh - 91900~ A. %‘l)
(c) Diese !s consumed in operating production machinery 1,000 litres @ ¥ 93 per litre =»9%8e0 —1\ g‘ﬁb

(d) Wages & salary paid — ¥ 64,00,000 = QW
(e) Gratuity & leave encashment paid - 44,20,000 > DWW

()  Hiring charges paid fo for Heavy Earth Moving machines (HEMM) engaged in production -

13,00,000.Hiring charges is paid on the basis_of production. — . on

(2 Hiring charges paid for cars used for official purpose —Z 80,000 = A. OY!

(h) Reimbursement of diesel cost for the cars —% 20,000 => - OH

(i)  The hiring of cars attracts GST under RCM @5% without credit. = S')% (&00004- 'Lon% =Seso~

P-oH

()  Maintenance cost paid for weighing bridge (used for weighing of final goods at the time of desBatch)

;700 - stbor 5 o > Q4 d

(k)  AMC cost of CCTV installed at Weﬁlﬁg bridge (usedgAfor weighing of final goods at the tlme of
per month respectwely

despatch)and fact(memlses 15X 6,000 and X 18,000
() TA/DAand hotel bill paid for sales ales manager- Z16,000—> SL.0 oyl
(m) The company has 180 employees works for 26 days in a month.
Required to ‘ITep.are a Cost sheet for the month of July 2023.

——




Solution

Particulars Amount )

Material consumed 15,00,000
Direct Wages:

Wages and salary 64,00,000

Gratuity & leave encashment 44.20,000 1,08,20,000
Direct Expenses:

Power cost (13,000 kwh x X 7) 91,000

Diesel cost (1,000 litre x I 93) 93.000 1,84,000
Prime Cost 1,38,04,000
AMC cost of CCTV installed at factory premises 18,000
GFC/NFC/COP/COGS 1,38,22,000
Administration Overheads:

Hiring charges of cars 80,000

Reimbursement of diesel cost 20,000

GST @5% on RCM Basis (1,00,000 x 5%) 5,000 1,05,000
Selling and distribution overheads:

Maintenance cost for weighing bridge 7,000

AMC cost of CCTYV installed at weigh bridge 6,000

TA/DA & hotel bill of sales manager 16,000 29,000
Cost of Sales 1,39,56,000

Question — 4

The following particulars relating to the year h@&been taken frogl_tl.le books of a company:

Stock on 1* January: _Kg 2
Raw materials 2,000 2,000
Finished mixture —3 500 1,750
Factory stores 77,250

Purchases:

Raw materials 1,60,000 1,80,000
Factory stores 24,250

Sales:

Finished mixture —> 1,53,050 9,18,000
Factory Scrap 8,170

Factory wages — [NUD 1,78,650

Power — [N\. TAp 30,400

Depreciation on machinery — F.oxt 18,000

Salaries:

Factory —» f. Oyt 72,220
Office = A ot 37,220
Selling—s (€L o\ 41,500

EXEI_S_GSZ

18,500

Direct ~=y (\. i*b

Fot. Yores Covbwvudd = op. + Wath- - (X

|

|

TL%+ LNLSe ~ SLS0




<o x NFEC
150~ o Wos:

‘8‘& »\L80 = 1o

Office -5 A O \- bol 18,200
Selling => Q4-0 OF 18,000

Stock on 31* December:
Raw materials 1,200«
Finished mixture - 450

=

Factory stores @ - 5,550
The stock of finished mixture at the end of the year is to be valued at the factory cost of the mixture for that
year. The purchase Erice of raw materials remained unchanged throughout the year. Prepare a statement giving
— O —— — ——

the maximum possible information about cost and its break-up for the year.
N —

Solution Cost Sheet
Particulars Amount %)
Opening stock of material — 2,000
Add: Material purchases ~— 1,80,000
Less: Closing stock of material < (1,350)
Raw material consumed 1,80,650
Add: Wages —1,78,650
Add: Direct expenses
Direct expenses >, 18,500
Power ~~  30.400 “~ 48,900
Prime Cost 4,08,200
Add: Factory overheads
Depreciation 18,000
Factory salary 72,220 72,220
Factory stores consumed (-7_,§0+24_,2_§0-§_,§O)M 1,16,170
Factory cost | = 5,24,370
Less: Sales of factory scrap (8,170)
Cost of production ~~ 5,16,200
Add: Opening stock of finished mixture 1,750
Less: Closing stock of finished mixture [(5,24,3v70 X 456 +1,53,000] (1,542)
Cost of goods sold 5,16,408
Add: Administration overheads
Office salaries 37,220
Office expenses 18,200 55,420
Add: Selling & distribution overheads
Selling salary 41,500
Selling expenses 18,000 59,500
Cost of sales 6,31,328
Add: Profit (Balancing figure) 2,86,672
Sales 9,18,000

Units Produced = 1,53,050 + 450 — 500 = 1,53,000

_— ———



Question — 5
The following data are available from the books and records of A Ltd. for the month of April 2022:

Particulars Amount )
Stock of raw materials on 1% April 2022 == ob. QJA 10,000
Raw material purchased ~> D_M( 2,830,000
Manufacturing wages — A\ 70,000
Depreciation on plant => . OH 15,000
Expenses paid for quality control check activities — &QQ, 4,000
Lease rent of production assets = [, Qﬁyy 10,000
Administrative overheads (Production) = ApeS, N FC 15,000
Expenses paid for pollution control and engineering & maintenance = £. ot 1,000
Stock of raw materials on 30" April 2022 - ¢ §, LMW 40,000
Primary packing cost —» Rty N 8,000
Research & development cost (Process related) — pRED 5,000
Packing cost for redistribution of finished goods —» S4-0 1,500
Advertisement expenses ~5 &40 1,300

Stock of finished goods as on 1% " April 2022 was 200 units having a total cost of % 28,000. The entire ope mng
stock of finished goods has been sold during the month. Production tion during the month of April, 2022 was 3, 000~
units. Closmg stock of finished goods as on 30™ April, 2022 was 400 units.
You are required to: Lﬁ COP » 80
D Prepare a cost sheet for the above period showing the: 3980
J S ——————
(i)  Cost of raw material consumed

(i)  Prime cost

(iii) Factory cost

(iv)  Cost of production

(v)  Cost of goods sold

(vi) Cost of sales

1I Calculate selling price per unit, if sale is made at profit of 20% on sales.
g price p p
—————— a

Solution
@ Cost Sheet
Particulars Amount )
Opening stock of raw material 10,000
Add: Raw material purchased 2,80,000
Less: Closing stock of raw material (40,000)
Raw material consumed 2,50,000
Add: Manufacturing wages 70,000
Prime cost 3,20,000
Add: Factory overheads
Depreciation on plant 15,000
Lease rent of production assets 10,000
Expenses for pollution control 1,000 26,000
Gross Factory Cost/ Net Factory cost 3,46,000
Add: Expenses paid for quality control check activities 4,000
Add: Administrative overheads (Production) 15,000
Add: Primary packing cost 8,000
Add: Research & development cost (Process related) 5,000




Cost of production 3,78,000
Add: Opening stock of finished goods 28,000
Less: Closing stock of finished goods [% x400] v (50,400)
Cost of goods sold 3,55,600
Add: Packing cost for redistribution of finished goods 1,500
Add: Advertisement expenses 1,300
Cost of sales —3 3,58,400

(IT) Statement of calculation of selling price

Particulars Amount )
Cost of sales - 3,58,400
T Units sold (.2‘£0 +3,000 — 400) - 2,800
=22 Cost per unit =3 128
Add: Profit per unit [128 x (20/80)] 32
@ Selling price per unit | {08 = Qv'[: 160
Question — 6
. The following figures are available from the books of SK Co. for the year 31% March:
T 2 2
Materials: Profit for the year 12,180
Stock on 1* April 2,000 Selling overhead 10,500
Stock on 31* March 4,000 Factory overhead 9,000
Purchases 20,000 Administration overhead 8,400
Wages 15,000

(a) Prepare a cost sheet showing prime cost, work cost, cost of production, cost of sales and sales.

(b) In April, the factory receives an order for a job which will require matetials X 2.400 and wages X 1,500.
Ascertain the sale price of the job if the factory intends to earn a profit 10% higher than the percentage of
proﬁFar’ned in year ending on 31* March. Assume that the factory overhead has gone up by 16(2/3)% and
selling overhead has gone down by 20% after 31% March. FurMsume that factory overhead is recovered
as a percentage of the wages and administration and selling overhead as a percentage of works cost.

Solution
Statement of Cost and Profit
Particulars Amount )
Opening stock of material 2,000
Add: Purchases 20,000
Less: Closing stock of material (4,000)
Direct material consumed 18,000
Add: Direct wages 15.000 ¥~
Prime cost 33,000
Add: Factory overhead 9.000 ~~
GFC/NFC/COP/COGS 42,000 4

Add: Administration overhead 8,400 v’



Add: Selling overhead
Cost of Sales -2 60,900
Add: Profit 12,180 v~

Sales (73,080 D)

Calculation of Recovery Rates «—

% -
_ (9,000+16.6666666%)
15,000

10,500 v~

w .
X 100 =70% of direct wags

Factory overheads as % of direct wages

Administration overheads as % of NFC = fo"ooo x 100 =20% of NFC+”
Selling overheads as % of NFC =w% x 100=20% of NFC v/~
Profit as % of Cost of sales = (12'23?7230%) x 100= ZZ%Of Cost of sales
Statement of calculation of sellinTl;rice of Job
Particulars Amount )
Direct Material 2,400 v~
Direct wages 1.500 v~
Prime Cost =2 3,900
Add: Factory overheads (70% x 1,500) 1,050
GFC/NFC/COP/COGS 2 4,950
Add: Administration overheads  (20% 4&0) 990 v
Add: Selling overheads (20% x 4.950) 990 v
Cost of sales — 6,930
Add: Profit (22% x 4.950) - 1,525
Sales — | 8,455
Question — 7
A factory incurred the following expenditure during the year:
%
Direct material consumed o {2,00,000
Manufacturing wages = 7,00,000
Manufacturing overheads:
Fixed —  3,60,000
Variable =>  2,50,000 6,10,000
—> 25.10,000

In the next year, following changes are expected in production and cost of production.
(a) Production will increase due to recruitment of 60% more workers in the factory. QD) Ne,. 5 = 6o

(b) Overall efﬁcf&lcy will decline by 10% on account of recruitment of new workers. 16

¢) There will be an increase of 20% in fixed Oyerhead anfl 60% in variabI€)overhead. (G o= 1b
(©)

(d) The cost of direct material will be decr Nuw °P = N=\1
(e) The company desire to earn a profit of 10% on selling price. F"( .= W'

v

Ascertain the cost of production and selling price.

[er S,:&‘h \N\'A'&:\W




Solution

Let existing production units 100 *=
Add: Increase due to recruitment of wa;ker( 100 x 60%) 60 - N ‘l‘
160- e 2 —
Less: Decline due to efficiency (160 % 10%) — 16
New Production units 144
Statement of cost and sale R
Particulars Workl_g} ?7 Amount )
i i 144
Direct material (12 00,000 * . ! ] —> 16,24,320
i 10
Direct wages 7 00,000 m — 11,20,000
Prime Cost 27,44,320
YT ]
(+) Fixed manufacturing overheads (3, 60,000 5 —— P - 432,000
_ 100
+ i i 14 6 -
(+) Variable manufacturing overheads ( 250,000 5f ——= _) P 5,76,000
. 100/ 100
(99) Cost of Sales Y —  37,52320
(+) Profit (Bal. fig.) Y\ A LNRE| |—= 4,16,924
Sales (37,52,320 = 90%) S 41,69,244
Question — 8

e

. ~ et . .
A factory’s normal capacity is 1,20,000 units per annum. The estimated costs of production are as under:

(a) Direct material X 3 per unit; direct labour X 2 per unit (Subject to a minimum of 12,000 p.m.)

(b) Indirect expenses—Fixed % 1,60,000 per annum: Variable 2 per unit; Semi-variableZ 60,000 upto 50%

capacity and additional 20,000 for every 20% increase in capacity.

(c) Each unit of raw material yields scrap which is sold at the rate of 20 paise per unit.

The factory worked at 50% capacity for the first three months but it was expected that it would work @

80% capacity for the remalmng 9 months. During the first three months, the selling price per unit was I 12.

What should be the price in the remaining nine months to produce a total profi

Solution

Statement of Cost

Particulars

First 3 months

Bal. 9 months

Level of operation —> GOTA);) @0%)
Units 1,20,000 X -2 x = = 15,0001 1,20,000 X -* x = =72,000"
——— 100 12 — 100 12

Direct material @ 3 3 p.u. 45,000 P 2,16,000
Direct wages 15,000 X 2 72,000 X 2

{ or } 36,000 { or __ } 1,44,000

12,000 x 3 12,000 X9

Fixed expenses 1,60,000 x % = 40,000 1,60,000 x % =1,20,000
Variable expenses @ X 2 p.u. 30,000 1,44,000




(sarh + 2o & 251)

Semi-variable expenses 60,000 x % = 15,000 (60,000 + 20,000 + 20,000) qu—;
75,000
(-) Scrap @ % 0.20 p.u. (3,000) (14,400)
Total Cost — 1,63,000 - 6,84,600
- >
Statement of Calculation of Selling Price for Remaining 9 Months
Sales for first 3 months (15,000 x 12) 1,80,000 ¥~
Less: Cost for first 3 months 1,63.000 v~
Profit for first 3 months — 17,000 «
Annual Target profit — 2.18.000

Profit require from remaining 9 months

Add: Cost for remaining 9 months 6.84,600
Sales for remaining 9 months 8,85,600
Units for remaining 9 months —2 72,000
Selli ice f ining 9 th
elling price for remaining 9 months @)
Question — 9

SK Engmeermg Company Limited manufactures two types of auto bearing — type ‘S’ and type ‘K’. The
company’s v’s records show the following particulars for the bearings for the month 0@

4
"\ Direct Materials [ (2% 1-60) o (2.23% 1 )] 5 38,10,000,
Direct Labour [ @ | ): (A-W)xo¥)] —>  20,10,000>
Production Overheads £301 4 Dw] —s 6,03,000
Office Overheads LWl % NE g —bB  ~~6,42,300

There was no work-in-progress at the beginning or at the end of the month. It was ascertained that:

(a) Direct material cost per bearing for type S’ was 160 percent of those for type ‘K.

(b) Direct labour cost per bearing for type ‘K’ was 40 percent of those for type ‘S’. 3» @D 1 !6
0 -~
(c) Production overheads were absorbed on the basis of direct labour cost. ——2 6 %1%
— —_—— R ———
(d) Office overheads were absorbed on the basis of factory cost.—a, 620 - \0 (- d() NFC_

\'U‘NA\M

(e) Selhng and distribution overheads were ¥ 2 per bearing sold for each type.
(f) Stock of ﬁmshed _bearing on 1 May was 15 000 bearings @ X 15 of type °S ‘S’ and 20,000 bearings @

T8 of t type ‘K

v
(2) Productlon durmg the month of May was 2,70, 000 bearings of type ‘S’ and 3,30,000 bearings of type

K’ and out of May’s output 25,000 bearings of type ‘S’ and 40,000 bearings of type ‘K’ would remain

in stock on 31% May which were valued at cost of production.

You are required to:

(i) Prepare a statement showing cost of production for each type of bearings.

(i1) Prepare a statement showing the selling price at which the bearings would be marketed, if the company
C— E—— L, s

desires (@ 20 percent proﬁt on selling price.

ENGII

"\_




Solution

Statement of cost and calculation of selling price

Particulars S K Total

Direct Material (2,70,000%1.6 :3,30,000%1) 21,60,000| 16,50,000| 38,10,000
Direct Wages (2,70,000*1 :3,30,000*0.40) 13,50,000|  6,60,000| 20,10,000
Prime Cost 35,10,000| 23,10,000| 58,20,000
Production Overheads (30% of wages) 4,05,000 1,98,000| 6,03,000
Factory Cost/COP 39,15,000| 25,08,000| 64,23,000
Add: Opening Stock 2,25,000 1,60,000|  3,85,000
Less: Closing Stock (3;'7105’;)"0000 x 25,000) (235"3"0%00"00 X 40,000 (3,62,500)| (3,04,000)| (6,66,500)
Cost of goods sold 37,77,500| 23,64,000 61,41,500
Administration Overheads (10% of Factory cost) 3,91,500 2,50,800 6,42,300
Add: Selling & Distribution OHs (2,60,000 x 2) (3,10,000 x 2) 5,20,000| 6,20,000| 11,40,000
Cost of Sales 46,89,000| 32,34,800| 79,23,800
Add: Profit 11,72,250|  8,08,700| 19,80,950
Sales 58,61,250| 40,43,500| 99,04,750
Units 2,60,000|  3,10,000 -
SP per unit 22.54 13.04 -

Working Note — 1

Particulars Product S «~ Product K
Opening stock units I 15,000 20,000
Add: Production units - 2,70,000 3,30,000
Less: Closing Stock units - 25,000 40,000
Sale units C 2m> ( 3,1@063
T eee—————
n ) ~
G vH

e -



Cost Sheet

MCQs

Q(1). Generally, for the purpose of cost sheet preparation, costs are classified on the basis of:
w4 Functions B. Variability
C. Relevance D. Nature

Q(2). Which of the following doeform n part of prime cost:
W Cost of packing -

B. Cost of transportation paid to bring materials to factory

C. GST paid on raw materials (input credit cannot be claimed)

D. Overtime premium paid to workers

Q(3). SK Ltd. received an order, for which it purchased a special frame for manufacturing, it is a part of:

A. Direct Materials B~ Direct Expenses

C. Factory Overheads D. Administration Overheads
Q(4). Salary paid to plant supervisor is a part of:

A. Direct expenses BT Factory overheads

C. Quality control cost D. Administration cost

Q(5). Depreciation of director’s laptop is treated as a part of:
¢ Administration overheads B. Factory overheads
C. Direct expenses D. Research & Development cost

Q(6). A manufacture has set-up a lab for testing of products for compliance with standards, salary of this lab staffs s are part
of:

“A. Work overheads LB Quality control cost

C. Direct expenses D. Research & development costs

Q(7). Audit fees paid to auditors is part of:
A" Administration cost B. Production cost
C. Selling and distribution cost D. Not shown in cost sheet

Q(8). Salary paid to factory store staff is part of
«4"Factory overheads B. Production cost
C. Direct employee cost D. Direct material cost

Q(9). Canteen expenses for factory workers are part of:
¥ Factory overheads B. Administration cost
C. Marketing cost D. None of the above

Q(10). A company pays royalty to State Government on the basis of production, it is treated as:
A. Direct Material Cost B. Factory Overheads
2~ Direct Expenses D. Administration cost



MATERIAL COST - CONCEPTS

1. Material Cost

It is one of the major element of cost in a manufacturing organisation. Thus, proper care is to

be taken for this cost.

2. Components of Material Cost [ Pc, oc 4 CCJ
(A) Purchase Cost = No. of units purchased x Cost per unit

(B) Ordering Cost = No. of orders x Cost per order
Annual requirement ~~
Order Size «~
365 /52 /12
No. of orders »

No. of orders =

Frequency of order =

(C) Carrying cost = Average quantity of goods x Carrying cost per unit per annum
Order size "

Average quantity =

o Order si
Average quantity with safety stock = safety stock + ————

T

3. Determination of Order Size

N
It should be at the level where material cost is minimum.

4. Economic Order Quantity (EOQ)
It 1s that order size at which sum total of ordering cost and car_rzing cost 1S minimum.

EOQ _ 2XAX0 N

C

Where, A = Annual requirement of raw material

O = Cost per order
C = Carrying cost per unit per annum

5. Levels of Inventory

(A) Re-order level (ROL) = Maximum consumption x Maximum lead time

—_—

Safety stock + (Average consumption x Average lead time)

= Minimum stock + (Averag‘igons. X Averagelﬂd time)
Re- oo &4,/ 08

ROL + ROQ — (Minimum cons. x Minimum lead time)
(<50

(C) Minimum level = 52 — (Average consumption x Average lead time)

(B) Maximum level
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Minimum level+Maximum level@!

(D) Average level = >
— Minimum level + Re—O0Order quantity e
F__________J
(E) Danger level = Average consumption x Emergency lead timel ﬁ

= Minimum consumption x Emergency lead time
=

6. ABC Analysis
“
It stands for always better control analysis.

Category % Quantity % Value Control
- A = 10% ~Low — 70% — h‘&“‘ => High
~ B 20%— Py 20% = F)- = Moderate
-C 70% - High 10% - Low = Low
v .
7. Inventory Turnover Ratio (ITR) > 2 N
ITR for raw material = — v material Co,nsumed — = times -+ L
= Average raw material quantity._. — . L&
ITR for finished ds = Cost of goods sold _ " .LV\VZV\'\'&a'
or 1nls-i- goods Average finished goods quantity_. —— 1mes -‘-o’S\' M\l‘“e_
Frequency or Inventory holding period (days) = %‘: 4' 2~

8. Choice of Substitute Material
Select the material which has lowest cost per unit of finished goods

Material A Material B
Costperkg — 20 ~ 25 -~
Input-output ratio - 200% - 120%
Cost per unit of output Jox200'}= YO RS R’ = 0
(Do 2)

9. Landing Cost of Material or Valuation of Material

Items Treatment
Trade Discount — Dedur | wet oﬂB%Aa dedured
Cash Discount — Iav\g-&
Subsidy/Grant/Incentive —> -QPAM(:\-
Road tax/ Toll tax/ -+ Ad4d




IGST/CGST/SGST
(A) IfITC available - Tansw
(B) If ITC not available — AdS 4o CANF
Custom Duty —> Add b (SN
Penalty / Fine / Demurrage —> Tande — 'Tab. +o Ple A
Insurance — HQA
Commission - Ad4
Container Cost - P
Return value of container —> _Doduts
Shortage
(A) Normal —> Deduxr Toom &ia
(B) Abnormal —> o). Yo P (5

Distribution of Freight or similar items —> On “ha bo.L.\L dD &Uovd:ﬂa

Distribution of GST, Custom duty or similar items - Ow the lebnt ‘b VM

10. Safety Stock Determination
It is determined at the level where sum total of stock out cost and carrying cost of safety

stock is minimum.
”

Carrying cost of safety stock = Safety stock unit x Carrying cost per unit per annum

Annual Stock out cost = Annual stock out units x Stock out cost per unit

11. Material Records
It can be done in two ways i.e. Perpetual s¥stem and Periodic system.

ld»'\va Shoses LuBoJL

(A) Material return from factory or production to stores

12. Preparation of Stores Ledger

- Show as receiBt at the price at which originally issued
- To be issued first in FIFO or LIFO method

(B) Material return by stores to supplier or vendor
- Show as issued in stores ledger at the Brice at which originally purchased
- If original price not known than at recent issue rate.



(C) Transfer from one job to another
- No entry in stores ledger
i —

(D) In case of normal loss, show as issue in quantity column only and thus price of balance

quantity increases.

(E) In case of abnormal loss, show as issue as per the method prevailing and transfer the

—

same to costing P&L account.




MATERIAL COST QUESTIONS

Question — 1 @

An automobile company purchases 27,000 spare parts for its annual requirements. The cost per order is I 240

and the annual carrying cost of average inventory is 12.5%. Each spare part costs I 50.%”

u
At present, the order size is 3,000 spare parts.
(Assume that number of days in a year = 360 days)
Find out: v\o%
(i)  How much the company’s cost would be saved by opting EOQ model" W "( <\ =
11 The Re-order point under EO model if lead time is 12 days. v -

(iii)) How frequently should orders for procurement be placed under EOQ model?

Solution w Z’IW R 19
(1)  Annual requirement (A) = 27,000 v No * o

Cost per order (0) =% 240 v* 0\'- = \M
Carrying cost per unit p.a. (C) =50 x 12.5%

_[2xax0 _ [2x27,000x240 | ‘
EOQ_\/ c _\/ 625 _

Statement of Cost

Particulars Order size = 3,000 Order size = 1,440 -
Purchase cost  —» 27,000 x 50 = 13,50,000 27,000 x 50 = 13,50,000
Ordering cost 2370"0"0 X 240 =2,160 217,;04000?1'18.75 or 19 x 240 = 4,560 7
Carrying cost { 228X 625 =9.375 CE 20X 6.25 = 4,500

Total cost (13 61,535) (1'3,59,06(5

Saving due to EOQ =% 13,61,535 - 13,59,060 =% 2i475

(i)  Re-order point = Maximum consumption X Maximum time = 27.0% 12 900 units
— 36 —
(i) Number of orders under EOQ Model = 22090 _ 1875 or19.

Frequency of order = F =1 18.94 dayss

Question — 2 R - PP
A company manufactures a product from a raw material which is purchased at T 60 per kg. The company incurs
a handling cost of ¥ 360 plus freight of ¥ 390 per order. The incremental carrying cost of inventory of raw

materlal is ¥ 0.50 per kg per month. In addition, the cost of Worklng capital ﬁnance on the 1nvestment in

1nventory of raw material is ¥ 9 per kg per annum. The annual production of the Eroduct is 1,00,000 units and

2.5 units are obtained from one kg of raw material. &
Required:

(a) Calculate the economic order quantity of raw material
(b) Advise, how frequently should orders for procurement be placed. (Assuming 360days in the year)

—_—

(c) If the company proposes to fationalize)placement of orders on quarterly basis, what percentage of
iscount in the pri = i T noe 4 OKB =Y

discount in the price of raw materials ghould be negotiated?

D = Uo+30= (So NoG'V - J—S %\ = V0.9 \‘a OS:\NTmo
(0.0%1) +9 = 1S & = 10,880

e————



Solution

(a) A=1,00,000+2.5=40,000kg v~
0=360+390=3750 v~
C=9+(05%12)=%15 v

EOQ = ,2)(12)(0 :\/2><40,01050><750 =!2,000kg>

vV
_ Annual requriemert of material _ 40,000 -
(b) Number of orders to be placed = _ 2,000

Order size (EOQ) Pt
v
Frequency of order = ﬁ 32600 18 days
(c) Desired number of orders = 4

] . . 40,000

.. desired order size = " 10,000 kg

Let new price = }j

Statement of Cost _
Costs Order Size = 2,000 Order Size = 10,000
Purchase Cost «~ 40,000 x 60 = 24,00,000 40,000 x y = 40,000y
Ordering Cost g’o‘ﬁx 750 = 15,000 ‘1‘2 222 X 750 = 3,000
iy 1 g —
Carrying Cost ~ 22X 15 = 15,000 10990 % 15 =75,000
| S | A |
Total Cost r4 30,000 ~ > (70,000y +78,000

Now to rationalize cost of both options, total cost should be same under both options.
.. 24,30,000 = 40,000y + 78,000

v =358.80

. Discount per unit =% 360 - 358.80=X 1.20

Discount % = =22 x 100# 2% )

fr = \000 o=\2% C=1)L

Question — 3 A /
The annual demand for an item of raw material is 4,000 units and the purchase price is expected to be X 90 per

unit. The incremental cost of processing an order is ¥ 135 and the annual cost of storage is estimated to be I 12

per unit. Compute the optimal order quantity and total relevant cost of this order quantity?

Suppose that ¥ 135 as estimated to be the incremental cost of processing an order is incorrect and should have
been ¥ 80. All other estimates are correct. Estimate the difference in cost on account of this error?
—_—— — — e — D —— ey,

Assume at the commencement of the period that a supplier offers 4,000 units at a price of ¥ 86. The materials

will be delivered immediately and placed in the stores. Assume that the incremental cost of placing the order is

zero and original estimate of X 135 for placing an order for the economic batch is correct. Analyze, should the

order be accepted?
Solution
2XAX0 2X4,000X135
FOQ = [P0~ s
Relevant cost of this order quantity: S
Ordering cost [(4,000 = 300) x 135] 1,800 < Moo _ 11, &\ xR0 = 1120
TV 1)& 300
(300“: DX (L = (Reo

20
-

:



g, = 2w-2526
= 2N

Carrying cost [(300 +2) x 12] 1.800

Relevant cost - '@
R dEO 2xAX0 _ 2x4,000x80q231 1 \/ L
evise Q= 5 units )

Relevant cost of thls order quantity: = 172 #1RX Ro= IMYo
Ordering cost [(4,000 ~ 231) x 80] —= 1,3€5 Yoto 712 120b
Carrying cost [(231 +2) x 12] —_ 1.386 Q—'l\ +2) WL -
Relevant cost 2886 @
Difference in cost on account of this error = 3,690 — 2,826 =3 864

Statement of Evaluation of Offer

Costs Order Size 5 300) Order Size 5 4,000
Purchase Cost 4,000 x 90 = 3,60,000 4,000 x 86 = 3,44,000
Ordering Cost t‘* 000 x 135=1,80 4000 o= 0
300 4,000
Carrying Cost 15 o x12=1800 499 x 12 = 24,000 ]
Total Cost @fs 6409 L__—-B__ ~ [3,68,000)

This special offer at T 86 per unit should not be accepted as its total cost is higher as compared to original
offer.
Question — 4

SK Ltd. manufactures a product S which requires two raw materials P and M in a rati The_:illes
department has estimated a demand of 5,00,000 units for the product for the- year. . To produce one unit of ﬁmshed

product, 4 units of material P is required. wud }“_03 < & 40— p1) = Y& R
Stock position at the be g of the year is as below: R C"W\L Sf) P = Q &gux\‘) = H§s»2 1R Q
Product SK 12,000 units A fod). {) Y= |.<) 40 ~02)=19.
Material P 24,000 units QM C)Wv Me< &4 w*\\) = T8 08&

Material M 52,000 units ks\(\ ?Ub'%\ 1) M e TR 08& ,‘.O,Q.SQ
= 118648

"
To place an order the company has to spend X 15,000. The company is financing its workmg capital using a

bank cash credit @ 13% @
P.P.

Product SK is sold at ¥ 1,040 per unit. Material P and M are purchased at ¥ 150 and ¥ 200 respectively.
————————— — e —

>
-~

Required: Compute economic order quantity (EOQ):
o — —
(a) If purchase order for both materials is placed separately

(b) If purchase order for both materials is not placed separately

Solution

Annual production of Product SK = Annual demand — Opening stock = 5,00,000 — 12,000 = 4,88,000 units
Annual requirement of raw material = (Annual Production x Material per unit) — Opening stock

Material P = (4,88,000 x 4) — 24,000 = 19,28,000 units v~

Material M = (4,88,000 x 16) — 52,000 = 77,56,000 units 1~



Ve

v
. 2XAX0 2x19,28,000%15,000 .
(a) EOQ of Material P = \/ et \/ . a = 54,462 units
c 13%x150 BRIl
. 2XAX0 2X77,56,000X15,000 .
EOQ of Material M = J X0 = J x x = 94,600 units
Sttt c 13%x200 A ——

v

©

Z > 2
7 v €
. . 2XAX0 2x(19,28,000+77,56,000)x 15,000 -
b EOQ of Material P & M Combined = |==222 = al i )X =1,08,452 units
™
. . 1,08,452x19,28,000 .
Material P quantity = - =21,592 units
96,84,000 v
A
. . 1,08,452%77,56,000 .
Material M quantity = o 82 00 86,860 units
: (15.'0’><19,2\,8,000)+(2%)’0><77,§'8,000) m
(19,28,000+77,56,000)
P ———————
Question — 5

SK Ltd. has received an offer of quantity discounts on its order of materials as under: S_D&:_ ) rMex 6 =280
WLk %6

Tons (No.) Price per tons )

s,/ Powd df

0— 2M9 Lessthan250 — -2 6.00
259 250 and less than 800 -2 590
£89 800 and less than 2,000 /-bﬁ 5 5.80
26492000 and less than 4,000 -2 570
4969 4,000 and above —> 5.60

The annual requirement for the materials is 4,000 tons. The ordering cost per order is T 6 and the carry.in“gcost

is estimated at 20% per annum. You are required to compute the most Economic Order Quantity presenting the

relevant information in a tabular form. A o¢ 3
Solution ALD) & o) (-T:" “ (Rerocted
Tons Price | Order Purchase Ordering Carrying Cost Total
Size Cost Cost Cost
Less than 250 6 -2(')0 4,000x6 % X 6=120 % x20% X 6=120| 24,240
= 24,000
%EO to 800 5.90 220 4,000x5.90 % X 6 =96 Zzﬂ x 20% X 5.9 = 148 23,844
= 23,600
800 to 2,000 5.80 t 800)  4,000x5.80 % X 6 =30 82_0 X 20% X 5.8 = 464 < 23,69?)
=23,200
2,000 to 4,000 5770 | 2,000 4,000x5.70 | 2090 015 | 2290 o 900 x 5.7 = 1,140 | 23,952
— —_ —22.800 | 2000 2
4&00 & above | 5.60 | 4,000 4,000x5.60 2000 6=6 | 2% % 20% x 5.6 = 2,240 24,646
- — 22,400 4000 2

Total cost is lowest at order size of 800. So, economic order quantity is 800 units.
— ——




Question — 6
A company uses three raw materials A, B and C for a particular product for which the following data apply:

Raw Usage per Reorder Price per Delivery period Reorder Minimum
material unit Quantity Kg Min Average Max level level
- (Kg) (Kg) ®) “ T (Kg),  (Kp)
A 10,000 0.10 1 Q) 3 8,000
B @ 50007 0.30 @ 4 5 4,750~
C (" 10,000 — 0.15 2 3 ©) 2,000
eekly production varies from 175%25 units, averaging 200 units of the said product. What would be the
ggllowing quantities: NC . t"ﬁ;’k )
(a) Minimum stock of A? 1S
(b) Maximum stock of B? Pﬂa 280

(c) Re-order level C?
(d) Average stock level of A?
Solution

(a) Minimum stock of A =ROL - (Averageﬂ time X Average _ggl-lsumption)
= 38,000 - (2,200 x 10y =4,000 kg~

(b) Maximum stock of B- = ROL + ROQ — (Min. lead time x Min. consumption)
=4,750 + 5,000 — (3% 175 ><4==7,65-0kg

(¢) Re-order level of C = Max. lead time x Max. consumption

- =4 x 225 x 6 =15,400 kg

(d) Averagelevel of A =Minimum level + 22 =4,000 + =2 =9.000 kg | v~

—n

—

Question — 7
M/s SK Ltd. are the manufacturers of picture tubes for T.V. The following are the details of_their operation
during the year:

Average monthly market demand — Fl =—> 2,000 tubes

Ordering cost @ =2 T 100 per order

Inventory carrying cost @ —3 20% per annum x Seo= |60
Cost of tubes =2 3500 per tube

Normal usage ( P'\’a) —> 100 tubes per week
Minimum usage 2 50 tubes per week

Maximum usage = 300 tubes per week

Lead time to supply - 6—%eeks

Compute the following from the above information:

(a) Economic order quantity. If the supplier is willing to supply quarterly 1,500 units at a discount of 5%,
is it worth accepting? o

(b) Maximum level of stock A= @0 xSL = Sleo
—
(¢) Minimum level of stock O = 160

(d) Reorder level L = WX Sw=IN



Solution

(a) A=100x52=5,200 (We have to consider only consumption and not monthly demand)

0=%100+

C=20% x 500 =3 100~

EOQ = \/2><A><O :\/Zx5,200><100: 102 tubes
—_— C 100

Statement of Evaluation of Offer

Costs Order Size £102) Order Size = 1,500 )
Purchase Cost — 5,200 x 500 = 26,00,000 5,200 x (500-5%) = 24,70,000
- ——
Ordering Cost - 222 = 50.98 or 51 x 100 = 5,100 % = 3.47 or 4 X 100 = 400
Carrying Cost - ==X 20% x 500 =5,100 222X 20% : 71,250
Total Cost [ 26,10.200 ] 25.41,650 )

Since the total cost is lower at order size of 1,500, thus it is recommended to accept the offer.

(b) Re-order level = Max. consumption x Max. lead time
=200 x 8 = 1,600 tubes ~
(©) Minimum level = ROL — (Avg. lead time x Avg. Consumption)
C—— — ﬁ

=1,600 — (100 x 7) =900 tubes
(d) Maximum level = ROL + ROQ — (Minimum consumption X Minimum lead time)
=1,600 + 102 — (50 x 6) = 1,402 tubes

Question — 8 Yserdr o5
A company buys in lots of 6,250 units which is a 3 month’s supply. The cost per unit is ¥ 2.40. Each order costs
I45 and inventory carrying cost is 15% of average inventory value.

Required:
. e . o
(a) What is the total annual cost of existing inventory policy?

(b) How much money could be saved by employing the economic order quantity?
— e ———

(c) If the company operates 250 days a year, the procurement time is 10 days and safety stock is 500 units.

Find the reorder level, maximum level, minimum level and average inventory level.

Solution
A=6,250x4=25,000 -
0=%45 —
—

C=15%x2.40=%0.36. /

(a) At present, order size of company is equal to 6,250.

Total annual cost = Purchase cost + Ordering cost + Carrying cost

— —

— (25,000 x 2.40) + (252"00 45) @ x 0. 36 261,305
f2 X A 40 _ ,2><25(;03060><45 12,500 units 7
V)

Total annual cost = Purchase cost + Ordering cost + Carrying cost

— (25,000 x 2.40) + ( = x45) + (222 x 0.36) {? 60.900 )

(b) EOQ =

25,000




Saving due to EO =?61,305—?60,900.
aving due to EOQ @
(c) Re-order level = (Avg. consumption x Avg. lead time) + Safety stock

- (2%  10) + 500 {1,500 unit)

Maximum level = 1&9_& + ROQ — (Min. consumption x Min. lead time)

= 1,500 +2,500 - (2222  10)

Minimum level =ROL - (Avg. consumption x Avg. lead time)

as—
25,000
=1,500- (5357 x 10)
250
Min. level + Max. level 500+ 3,000
Average level = 5 = 5

Question — 9
- -~
A company produces a product ‘AB’ by using two raw materials — ‘Material Ae’ and “Material Be’ in the ratio

Pty
of 5:3.
——

A sales volume of 50,000 kgs is estimated for the month of December by the managers expecting the trend
will continue for the entire year. The ratio of input and output is 8:5. Anvud LAt = SodsoRN= 69

Avwnd Pz (A« R -9.60)

Other information about raw material Ae is as follows: s
Purchase price —> 150 per kg Ae /EQ
Re-order period — 2to ‘3_criays 6 - 6D
Carrying cost - 12%

v

Note: Material Ae is perishable in nature and if not used within 3.5 days of purchase if becomes obsolete.

To place an order for material ‘Ae’ the company has to_incur an administrative cost of ¥ 375 per order. At
present, material ‘Ae’ is purchased in a lot of 7,500 kgs to avail the discount on purchase. Company works for
25 days in a month and production is carried out evenly.\J Pxele o¢

You are required to calculate:
(a)  Economic order quantity (EOQ) for material Ae
(b) Maximum stock level for Material Ae

—_—

Solution

(a)  Annual raw material requirement = 50,000 [ 12 [ (8 [J 5) = 9,60,000 kg "
Material requirement of Ae = 9,60,000 [J (5 [0 8) =6,00,000 kg

2XAX0 2X6,00,000X375 z ]
EOQ = \/ c B \/ 12%Xx150 =5,000 kg

(b) Maximum level for material Ae = ROL + ROQ — (Min. consumption x Min. lead time)

= (Max. conglmption x Max. time) + ROQ — (Avg. consur?lijtion X Ay_&time)
_ (6,00,000 x_3.) +75 66_ (6,00,000 ¥ 2) —

25%x12 25%X12
—_—

. Maximum level = (2225 x 3.5) €7,000 kg Miv




So maximum level will be minimum of the two values i.e. 7,000 kg and 9,500 kg.
.. Maximum level for material Ae = 7,000 kg @

Question — 10

SK Ltd. produces a product ‘SK’ using a raw material P. To produce one unit of SK, 2 kg of P is required. As
per the sales forecast conducted by the company, it will able to sale 10,000 units of SK in the coming year. The
following is the information regarding the raw material P:

(i) The Re-order quantity is 200 kg. less than the Economic Order Quantity 5EOQ).

(i) Maximum consumption per day is 20 kg. more than the average consumption per day.
— . e— S S

(iif)  There is an opening stock of 1,000 kg.~ Aevw A %J. - loto+ o0

(iv) Tim _ergurred to get the raw materials from the suppliers is 4 to 8 days = Qo

(v) The purchase price is ¥ 125 Eer kg. v B (av- —=0\100%x2 = 8280

There is an opening stock of 900 unif Units of the finished product SK. & ?\m v = 1R290+0 — 1800

The rate of interest charged by bank on Cash Credit facility is 13.76%. =17280

To place an order company has to incur % 720 on paper and documentation work. —_—

From the above information find out the followings in relation to raw material P: O= "o

(a) Re-order Quantity C= ";—I;:',é’ x\8 =

(b) Maxirm‘Stock level

(©) MinimrIS_tock level

(d) Calculate—M}pact on the profitability of the company.t_)m)t ordering the EOQ.

[Take 364 days for a year]

Solution

Working Notes:

(1) Computation of Annual consumption & Annual Demand for raw material ‘P’:
Sales forecast of the product ‘SK’ 10,000 units
Less: Opening stock of ‘SK’ 900 units
Fresh units of ‘SK’ to be produced 9,100 units
Raw material required to produce 9,100 units of ‘SK (9,100 units x 2 kg) “” 18,200 kg™”
Less: Opening Stock of ‘P’ 1,000 kg.
Annual demand for raw material ‘P’ G 7,200?g-

. _ [2x17,200x1720
(i) EOQ= \/ 13.76% of 125 '1 200 kg)
(i) Re- Order level = (Maximum consumption per day x Maximum lead time)

™
_ (Annual Consumption of S + 20kg) x 8 days _ (18 ,200 + 20kg) % 8days 560 kg
3_6_1' s ——

(iv) Minimum consumption per day of raw material ‘P’:

I Consump ———— 18200 _ 50
Average Consumption per day =50 Kg ~~ 3 Y]
Hence, Maximum Consumption per day =50kg. +20 kg. =70 kg. .

So, minimum consumption per day will be

A
Min.Consumption + Max.Consumption
2

=

Average Consumption =

Mm Consumption + 70 k
50 kg , g

Min. consumption = 100 kg — 70 kg




(a) Re—or‘d_er_guantity =EOQ - 200 kg = 1,200 kg — 200 kg
(b) Maxim&_Stock level = ROL + Re-order Quantity — (Min. consumption x Min. lead time)
=560 kg. + 1,000 kg. — (30 kg, x 4 days)
() Minimum Stock level = ROL — (Average consumption per day x Average lead time)
T — 560 kg. — (50 ke. x 6 days)
(d) Impact on the profitability of the company by not ordering the EOQ.
When purchasing th(i ROQ) | When purchasing the EOQ

I | Order quantity 1,000kg 1,200kg
I | No. of orders a year 117‘;]20000— 17.2 or 18 orders 117220000— 14.33 or 15 orders
II | Ordering cost 18 orders x ¥ 720 =% 12,960 15 orders x ¥ 720 =% 10,800
IV | Average inventory M_ 500kg ﬂ_ 600 kg
V | Carrying cost 500kg x X 17.2 =3 8,600 600kg x X 17.2 =10,320
VI | Total cost R 2125@“7 (321,120

Extra Cost incurred due to not ordering EOQ =% 21,560 -X 21, 1206 3440)

Question — 11

XYZ Ltd uses two types of raw materials —

provided the following data for the year ended on 31* March, 2021:

Material A’ and ‘Material B” in the production process and has

—

Particulars Material A ) Material B X)
Opening stock as on 1.04.2020 — 30,000 32,000
Purchases during the year -2 90,000 51,000
Closing stock as on 31.02.2021 -2 20,000 14,000

(1)

You are required to calculate:

a) The inventory turnover ratio of ‘ Materlal A’and ¢ Matenal B’
b) The number of days for which the average inventory is is held for both materials ‘A’ and ‘B’.

(i)
(Assume 360 daxs in a year)
Solution

Based on above calculatlons give your comments.

(i) Calculation of Inventory Turnover Ratio

Particulars Material A Material B
Opening stock 30,000 32,000
Add: Purchases 90,000 51,000
Less: Closing Stock 20,000 14,000
Raw Material Consumed (A) — 1,00,000 69,000

30,000+20,000

32,000+14,000

Average Stock (ZEERRIE0T) () 5 — 25,000 L~ 23,000

Inventory Turnover Ratio (ITR) [ﬁ = 5 1;’50(')%(;0 — 4 times gz’ggg — 3 times

Number of days (360 +ITR) ﬂ =90 days 33ﬂ = 120 days
e —

LY RS TN

Question — 12

MM Ltd. has provided the following information about the items in its inventory.

e




Item Code Number Units Unit Cost ) E
101 25 50 '
102 300 01
103 50 80
104 75 08
105 225 02
106 75 12

MM Itd. has adopted the policy of classifying the items constituting 15% or above to Total Inventory Cost as
“A” category, items constituting 6% or less of Total Inventory Cost as “C” category and the remaining items as
“B” category.

—

You are required to:

(i) Rank the items on the basis of % of Total Inventory Cost.

(i1) Classify the items into A, B and C categaries as per ABC analysis of Inventory Control adopted by MM
Ltd.

Solution
@ Statement of Cost
Item Code Units Unit Total Cost | % of Total Rank Category
Number Cou | (Ard O [%:;s‘go]
101 25 50 1,250 16.67% I A
102 300 01 300 4% VI C
103 50 80 4,000 53.33% I A
104 75 08 600 8% v B
105 225 02 450 6% \% C
106 75 12 900 12% I B
Total 7,500 100%

Question — 13

-
SK & Co., an unregistered supplier under GST, purchased material from PK Ltd. which is registered under GST.
The following information is available for one lot of 5,000 units of material purchased:

~” Listed price of one lot -5 ¥2,50,000 —

(=) Trade discount —  @.10% on listed price

(+> CGST and SGST (Credit Not available) 12% (6% CGST + 6% SGST)
Cash discount (%) @ 10%
(Will be given only if payment is made within 30 days.)

(+) Toll Tax paid % 5,000

0] Freight and Insurance 17,000
Demurrage paid to transporter ® <5,000

(-\-) Commission and brokerage on purchases 10,000

(‘0 Amount deposited for returnable containers 30,000

(=) Amount of refund on returning the container 20,000
("".) Other Expenses @ 2% of total cost



e )

20% of material shortage is due to normal reasons. The payment to the supplier was made within 21 days of the

hases. Y ired to calculat t it of material hased by SK & Co.
purchases. You are required to calculate cost per unit of material purchased by 0

Solution
Statement of calculation of cost per unit
Particulars Amount )
Listed price of materials (on lot) v 2,50,000
Less: Trade discount @ 10% on listed price <~ (25,000)
2,25,000
Add: CGST @ 6% of 2,25,000 13,500
Add: SGST @ 6% _of 2,25,000 13,500
2,52,000
Add: toll tax — 5,000
Add: Freight and insurance ~ 17,000
Add: Commission and brokerage paid « 10,000
Add: Cost of refundable containers (30,000 —20,000) ~~ 10,000
) =>  2,94,000
) Add: Other expenses (2,94,000 + 98%)1 6,000
)Total cost of material (A) > @,000
Total quantity of material in one lot <> 5,000 units
Less: Normal loss @20% of 5,000 ¥ 1,000 units)
Net quantity of material (B) %@00 1@
Material cost per unit (A + B) 5

Note:
(a) GST is payable on net price i.e. listed price less trade discount
(b) Cash discounts is treated as interest and finance cost, hence it is ignored.

(c) Demurrage is penalty imposed by the transporter for delay in uploading or off-loading of materials. It is an
abnormal cost and thus, not included.

Question — 14
M/s SK Ltd trades in chairs. It stocks sufficient quantity of chairs of almost every variety. In year end, the report
of sales manager revealed that M/s SK experienced stock-out of chairs. The stock-out data is as follows:

Stock-out of chairs No. of times ? &olo-
= 100~ 2 O.0L
fo =2 80 o) > ©:0
—5 750 Z 10 0:10
—
10 30 o' )o
0 33 23

M/s SK loses X 150 per unit due to stock-out and spends I 50 per unit™©n carrying of inventory. Determine
optimum safest stock level. o




Solution

Computation of probability of stock out
7

Stock-out (units) 100 80 50 20 10 0 Total
No. of times 2 5 10 20 30 33 100
Probability (0.02) | 005 0.10 0.20 0.30 0.33 1.00

Statement showing determination of Optimal Stock(&S?s&:)

Safety Stock-out Expected annual | Expected annual Annual Total annual
Stock Units units Prob. | stock out units stock out costs | holding cost | expected cost
(00  — o0 0 0 0 5,000 5,000
- 80 - 20| 0.02 —» 04 -a@ G,O@ 4,060
— s0l_0.02 1.0 150
50 _ 30| - 0:05 1.5 225 ( 2,500% 2,875])
2.5 375
1.6 240
7)) e I N R
i 3 450 : ’

307—0.10 Y. 1514@

1.8 270

90| 0.02 35 575

E ) 4718 8:(1)(5) 4.0 600 500 (2195 >
2.0 300
10| 0.20

11.3 1,695

100| 0.02 2 300

80| 0.05 4 600

501 0.10 5 750

@) 20| 0.20 4 600 0 @)
10| 0.30 3 450
18 2,700
It is recommended to maintain safety stock level of 20 units at which total cost is least i.e. ¥ 2,140.

——

Question — 15
SK Ltd. uses a small casting in one of its finished products. The castings are purchased from a foundry. SK
limited purchases 54,000 castings per year at a cost of T 800 per casting. The castings are used evenly throughout

the year in the production process on a 360 day per year basis. The company estir estimates that it costs I 9,000 to

place a single purchase order and about 3300 to carry one casting in inventory entory for a year. The high carrying
costs rest results from the need to keep the castings in carefully controlled temperature and humidity conditions, and

from the high cost of insurance.

Delivery from the foundry generally takes 6 days, but it can take as much as 10 days. The days of delivery time
and percentage of their occurrence are shown in the following tabulation.

Delivery time (days): 6 7= 8 "@ 10
Percentage of occurrence: 75 10 5 5 5
L \
5. qe
- S\#o 1= 0
2dopt s ’jg_ﬁ *®

RoL = Mse* (Sivo x6) =t3So



o ) 9_0%\: — =

S\ 92 = SNOBO xIpP0 1290
q 280 =
Uso

NPOD
"\, ]

Required:

(a) Compute the economic order quantity (EOQ)

(b) Assume the company 1.s willing to assume a 15% risk of being out of stock. What would be the safety
stock? The re-order point?

(c) Assume the company is willing to assume a 5% risk of being out of stock. What would be the safety
stock? The re-order point?

(d) Assume 5% stock-out risk. What would be the total cost of ordering and carrying inventory for one
g T —— -
year?

(e) Refer to the original data. Assume that using process re-engineering the company reduces its cost of

placing a purchase order to only ¥ 600. In addition, company estimates that when the waste and
emm— D e —— — —— —
inefficiency caused by inventories are considered, the true costs of carrying a unit in stock is ¥ 720 per
— —_— — O— —
year.
R
(i) Compute the new EOQ
—_—

(i1)) How frequently would the company be placing an order, as compared to the old purchasing policy?

Solution
A =54,000
0=7%9,000
C=%300

(a) EOQ = 2xAx0 _ [2X54,000x9,000 _ 1,800 units
\f C 300 e

(b)

(©

(d)

(©)

For 15% risk of being out of stock, the company needs to maintain stock for 7 days.
— ﬁ

Average days = 6 days

... Safety stock=7—6 =

Safety stock = 22222 x 1 = 150 units

0
Re-order level = Safety stock + (Avg. consumption x Avg. time) = 150 + (5;%%0 X 6) % 1,050 units l

For 5% risk of being out of stock, the company needs to maintain stock f
fa—

Average days = 6 days

.. Safety stock=9 -6

Safety stock = 54090+ 3 = 450 units
3600 —_—
. . 54,000
Re-order level = Safety stock + (Avg. consumption x Avg. time) = 450 + ( ~e00 % 6)
e v
Ordering cost = 2222 x 9,000 =%2,70,000~
Carrying cost =  (*5 +450) x 300 =% 4,05.000%
arrying cos 5
Total Cost > ~%6.75.000~"
A=54,000 v~
0=3600 \J7

c=3720 "



/2><A><O ,2><54000><6000

360
(i)  Old policy frequency days = m =5 @

New policy frequency days = 360 = 360
p y ! y day No. of orders 180 @



Material Cost

MCQs

Q(1). Direct material can be classified as:
A. Fixed cost B Variable cost
C. Semi-variable cost D. Prime cost

Q(2). In most of the industries, the mogt important element of cost is

X~ Material B. Labour
C. Overheads D. Administration cost

Q(3). Which of the following is considered to be the normal loss of materials?

A. loss due to accidents B. Pilferage
2" Loss due to breaking the bulk D. Loss due to careless handling of materials
Q(4). In which of the followmg methods of pricing, costs lag behind the current economic values?
A. Last-in-first out price BT First-in-first out prlce
C. Replacement price D. Weighted average price
Q(5). Continuous stock taking is a part of
A. Annual stock taking B Perpetual inventory
C. ABC Analysis D. Bin cards
Q(6). In which of the following methods, issues of materials are priced at pre-determined rate?
A. Inflated price method B~ Standard price method
C. Replacement price method D. Market price method

Q(7). When prices fluctuate widely, the method that will smooth out the effect of fluctuations is:

A. Simple average price B” Weighted average price

C. Moving average price D. Inflated price

Q(8). When prices fluctuate widely, the method that will smooth out the effect of fluctuations is

A. simple average B weighted average

C. FIFO D. LIFO

Q(9). Under th@xstem of'i inyentory control, inventory is classified on the basis of:

A. Volume of material consumption 7 frequen cy of Usa usage of items of inventory
C. criticality ty of the item of i ‘m of inventory for production D. value of items o.f_lnventory

Q(10). Form used for making a formal request to the purchasing department to purchase materials_is a:-
A. Material transfer note «B7 Purchase requisition note
C. Bill of materials D. Material requisition note
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EMPLOYEE COST - CONCEPTS

1. Labour Turnover

It is the rate of change in labour force of an organisation. It can be calculated by following

ways: -,Q_LP- A b\}st)n&*atl}

(A) Separation Method = —n2er o Sep“mtw" % 100

Average No. of Workers
Number of Replace‘ﬁwnt

100

(B) Replacement Method =

Average No. of Workers
Number of Expanswn

(C) New Recruitment Method = Average No_of X 3’ it ‘)

(Qn lux Method = (No. of Separation+No. of acession % 100 = gq’ 4 M + Naw = H\n‘

Average No. of Workers h(.
(No. of Separation+No. of reglacement)

x 100

(E) Flux Method = Average No. of Workers (- WY -\-M c F Jlox
F) A Kker = Opening+Closing
(F) Average worker = > o
G) Equivalent Annual LTR = Labour Turnover Rate . 3¢5
q

No. of days in the period st

2. Idle Time .
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3. Statement of Wage Rate Calculation

Particulars Amount )

« Basic Wages -
J-Dearness Allowance --
-+ Bonus --
—+ Commission --
—r Perquisite --
_+Overtime -
_LAny other allowances --

+t Employer contribution to PF/ESI etc. --

Gross Wages [CTC] e
Effective Working Hours (Total hours — Normal Idle Hours) (&)

l@age rate per houB -

4. Net Wages or In-hand wages calculation

Particulars Amount )

Gross Wages —> --
(-) Employee contribution to PF/ESI etc. --
(-) Employer contribution to PF/ESI etc. --
(-) Tax deducted at source (TDS) --
(-) Professi‘o_rial_Tax --
(-) Any other deduction --
Net Wages Payable) -

5. Overtime

It is hours worked over and above the normal working hours.

6. Overtime Premium

—

» Itis the extra amount of wages paid over the normal rate.

» According to Factories Act of 1948, a worker is entitled for overtime at double the rate

< etttk
of his wages if he works more than 9 hoursin a day@nore than 48 hours in a&eek.

7. Treatment of Overtime Premium

» |If it is restored at the desire of the customer, then the entire amount of overtime

should be charged to the job directly.



10.

» If it is due to a general pressure of work to increase the output, the premium as well
as overtime wages may be charged general overheads.

» If it is due to the negligence or delay of workers of a particular department, it may be
charged to the concerned department.

» Ifitis due to abnormal reasons, it may be charged to costing profit and loss account.

Wage Payment System
(A) Time Rate System
Wages = No. of hours worked x Rate per hour

(B) Piece Rate system

Wages = No. of units produced x Rate per unit (or Piece rate)

Incentive Plans
(A) Halsey Plan

Total Earnings = (H x R),+ [50% x (S — H) x R] L -yﬂ
(B) Halsey-wier Plan

Total Earnings = (H x R) + [33.33% x (S—H) x R]

(C) Rowan Plan

Total Earnings = (H x R) + [(S_TH) X H X R]
Where, H = Actual hours worked
R = Rate per hour
S = Standard hours or time allowed

(S — H) = Time saved

Effective Hourly Rate of Earning —
Effective hourly rate of earning = Total Wages

Actual hours worked
N



IV

PIRY- Myp. = %—* (Tot¥)
= _’E'* TO‘\Ub

Tofpd = "0"‘%: = R0

EMPLOYEE COST QUESTIONS

Question — 1

SK Ltd. is engaged in BPO industry. One of its trainee executives in the Personnel department has calculated

labour turnover rate 24.92% for the last year using Flux method.

> Op + Jom~ (0.5"' =)
Following is the data provided by the Personnel department for the last year: -
Employees At the beginning‘/ Joined Left~" At the end &L
Data processor 540 1,080 60 1,560
Payroll Processors x =80 20 60 40 }
Supervisors 7= 30 60 — 9= Yo
Voice Agents 9> 20 20 20 | 2= 30 }
LAssistant Managers 7= 20 20 — lo 30
Senior Voice Agents 4 —9 — 12 ‘
Senior Data 8 —26 — 34 ‘
Processors Team Leaders 60?‘/;‘_'{-\ — \/’ —6o AR = }
Employﬁﬁr_ansferrecﬁ“r@the Subsidiary Company~ w_@ [ Lo l 1796 \ ‘
Senior Voice Agents — 8 — —
Senior Data Processors — K — —
Ernploy.eﬁs_ transferred|to the Subsidiary Company ‘
Team Leaders — — 0 —
Assistant Managers — — \X/ —

At the beginning of the year there were total 772 employees on the payroll of the company. The opening strength
of the Supervisors, Voice Agents and Assistant Managers were in the ratio o

The company has decided to abandon the post of Team Leaders and consequently all the Team Leaders were

r——
transferred to the subsidiary company. The company and its subsidiary are maintaining separate set of books of
account and separate Personnel Department.

e e —

You are required to calculate:
——

(a) Labour Turnover rate using Replacement method and Separation method.

(b) Verify the Labour turnover rate calculated under Flux method by the trainee executive of the SK Ltd.

Solution
Working Notes:

(1) Calculation of no. of employees at the beginning and end of the year

At the beginning of the year | At the end of the year
Data Processors 540 1,560
Payroll Processors 80 40
[Left- 60 + Closing- 40 — Joined- 20]
Supervisors* 30 90




Voice Agents* 30 30
Assistant Managers* 20 30
Senior Voice Agents 12
Senior Data Processors 8 34
Team Leaders 60 0
Total 772 1,796

(*) At the beginning of the year:

Strength of Supervisors, Voice Agents and Asst. Managers =
[772 — {540 + 80 + 4 + 8 + 60} employees] or [772 — 692 = 80 employees]

[{Supervisors- 80 X %= 30, Voice Agents- 80 X §= 30 & Asst. Managers- 80 X §= 20} employees]

At the end of the year:

[Supervisor-(Opening- 30 + 60 Joining) = 90; Voice Agents- (Opening- 30 + 20 Joined — 20 Left) = 30]

(i1) No. of Employees Separated, Replaced and newly recruited during the year

Particulars Separations New Recruitment Replacement Total Joining
Data Processor 60 1,020 60 1,080
Payroll Processors 60 -- 20 20
Supervisors -- 60 -- 60
Voice Agents 20 -- 20 20
Assistant Managers 10 10 10 20
Sr. Voice Agents -- 8 -- 8
Sr. Data Processors -- 26 -- 26
Team Leaders 60 -- -- --
Total 210 v 1,124 ~ 110 ~ 1,234 -~

(Since, SK Ltd. and its subsidiary are maintaining separate Personnel Department, so transfer-in and transfer-

out are treated as recruitment and separation respectively.)

(a) Calculation of Labour Turnover:

Replacement Method =

No. of employees replaced during the year

x 100

T (772+1,796)/2
—

Average no.of employees onroll

110

X 100 =8.57%

No.of employees separated during the year

D

x 100

Separation Method =

T (772+1,796)/2

Average no.of employees onroll

210

x 100 :‘ﬂ 6.36%

(b) Labour Turnover under Flux Method

Flux Method =

No.of employees (joined + separated) during the year

x 100

v Average no.of employees onroll
~

1,234+210
(772+1,796) /2

x 100 ={112.46%



Labour Turnover calculated by the executive trainee of the Personnel department is incorrect as it has not taken
the No. of new recruitment while calculating the labour turnover under Flux method.

Question — 2 P
PQR Limited has replaced 72 workers during the quarter ended 31* March, 2022. The labour rates for the quarter
are as follows:

Flux Method - 16%
Replacement Method =2 8%
Separation Method - 5% .
You are required to ascertain:
6))] Average—-l;umber of workers on roll (for the quarter),
(ii) Number of workers left and discharged during the quarter,

(iii) Number of workers recruited and joined during the quarter,
(iv) Equivalent employee turnover rates for the year.
e — —_—

Solution —

No.of replacements

(i) Replacement Method - Labour turnover rate = x100
Average number of workers
72~
g = x100
Average number of workers
Mage number of workers = 900)
-
e . No.of sepearations
(ii) Separation Method - Labour turnover rate = f sep x100
— Average number of workers
-
No.of sepearations
5 —Noofsep %100
— 900 —

Number of separations (left and discharged) ;5

No.of separations + No.of recruitments & joinee

(iii) Flux Method - Labour turnover rate = x100

Average number of workers

x100

45 + No.of recruitments & joinee
= T
900

16

Number of workers recruited & joined = 99

(iv) Equivalent Employee turnover rate

Flux Method — Labour turnover rate =j?i x12

Replacement Method — Labour turnover rate = 8 x12132% l
Separation Method — Labour turnover rate = g x12

Question — 3
SK Ltd. wants to ascertain the profit lost during the year 2020-21 due to increased labour turnover. For this
purpose, they have given you the following information:

(1) Training period of the new recruits is 50,000 hours. During this period their productivity is 60% of the
experienced workers. Time required by an experienced worker is 10 hours per unit.

(2) 20% of the output during training period was defective. Cost of rectification of a defective unit was ¥ 25.
-_— — — — —

(3) Potential productive hours lost due to delay in recruitment were 1,00,000 hours.

(4) Selling price per unit is ¥ 180 and P/V ratio is 20%. — Cotd: Py = \R0%23). = 2!' 3 6

(5) Settlement cost of the workers leaving the organization was ¥ 1,83,480.

op= Soves Wb x 607 XL = 3000 R Id = SoppoxWhxis = 2000 i

= k. \Seso (2600 uwi




(6) Recruitment cost was X 1,56,340

(7) Training cost was  1.13,180

You are required to calculate the profit lost by the company due to increased labour turnover during the year
2020-21. -

Solution

50,000
10

~ Output by new recruits = 60% of 5,000 = 3,000 units

Loss of output = 5,000 — 3,000 = 2,000 units

Total loss of output = Due to delay recruitment + Due to inexperience
=10,000 + 2,000 = 12,000 units

Contribution per unit =20% of I 180 =% 36

Total contribution lost =3 36 x 12,000 units :’ £4 4,32,00@"

Cost of repairing defective units = 3,000 units x 0.2 x ¥ 25 3% 15,000 .
Profit forgone due to labour turnover

Output by experienced workers in 50,000 hours = = 5,000 units

Particulars Amount %)
Loss of Contribution —> 4,32,000
Cost of repairing defective units —> 15,000
Recruitment cost 1,56,340
Training cost 1,13,180
Settlement cost of workers leaving 1,83,480
Profit forgone in 2020-21 7 9.00,000§
Question — 4
Following data have been extracted from the books of M/s ABC Priyate Limited:
Salary (each employee, per month) — 30,000 3, 60,080
Bonus —5 25% of salary Q0,680
Employi’s contribution to PF, ESI etc. 15% of salary S\. ¢s0
Total cost at employees” welfare activities %6,61,500 per annum 3780
Total leave permitted during the year — 30days v ;6‘(_’!82
Number of employees 175
Normal idle time =5 770 hours per annum
Abnorrn:ﬂ—i(.lle time (due to failure of power supply) —» 50 hours
Working.da—ysper annum =2 310 days of 8 hours ~V
You are required to calculate: (3\0‘)& @ ~ (20 "A%) <Jo= L0 hou-

1)  Annual cost of each employee

2)  Employee cost per hour d 5077_9:”&30 = @

3)  Cost of abnormal idle time, per employee

Solution T 3 sox2W= N.76o
Calculation of effective hours
Total working hours (310 x 8) 2,480
Less: Leave days (30 x 8) 240

Available working hours 2,240
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Statement of employee cost per hour

Less: Normal loss

Effective working hours

Particulars Amount %)

Salary (30,000 x 12) 3,60,000

Bonus (25% x 3,60,000) 90,000

Employees contribution to PF (15% % 3,60,000) 54,000

Employee welfare (6,61,500 + 175) 3,780

Total Annual Cost (A) [5,07,780 )

Effective working hours (B) 2,170

Employee cost per hour (A + B) 254?

Cost of abnormal idle time per employee =3 234 x 50 hours 11,700
m———

Question — 5
A total of 108 labour hours haye been put in a particular job card for repair work engaging a semi-skilled and
skllled labour (Mr. Deep and Mr. Sar Sam respectively).

Sow
The hours devoted by both the workers individually on daily basis for this particular job are given below:
Monday Tuesday Wednesday Thursday Friday
10.5 8.0 10.5 9.5 10.5

The skilled labour also worked on Saturday for 10 hours.
§o~v—\

Sunday is a weekly holiday and each worker has to work for 8 hours on all week days and 5 hours on Saturdays;
the workers are however paid full wages for Saturday (8 hours for 5 hours worked).

Semi-skilled and skilled worker is paid ordinary wage @3 400 and X 600 respectively per day of 8 hours labour.
Further the Workers are also paid dearness allowance @20%. Extra hours worked over ver and above 8 hours are.
also paid at ordinary wage rate however, overtime premium of 100% of ordlnary wage rate is paid if a worker
works for more than 9 hours in a day and 48 hours in a week.

You are required to compute the wages payable to Mr. Deep (semi-skilled) and Mr. Sam (skilled).

Solutior
Calculation of total normal hours to be paid for Mr. Deep (Semi-skilled)
Day Actual | Normal Extra Overtime | Equivalent normal | Total normal
hours hours Hours hours hours for overtime hours
worked payable
A B C D=A-B E=D 2 F=B+C+
E
Monday 10.5 5 1~ (15 —— 3 [ 12)
Tuesday 8 8 - - - 8
Wednesday 10.5 E 1 1.5 3 12
Thusday | 9.5 B 1 105 I 10




Friday 10.5 8 1 15\ 3 12
Saturday - . - - - -
Total d 19J |40\, V@ 54— 10 (54)
Calculation of total normal hours to be paid for Mr. Sam (Skilled)
Day Actual | Normal Extra Overtime | Equivalent normal | Total normal
hours hours Hours hours hours for overtime hours
worked payable
A B C D=A-B E=D 02 F=B+C+
E
Monday 10.5 8 1 1.5 3 12
Tuesday 8 8 - - - 8
Wednesday 10.5 8 1 1.5 3 12
Thursday 9.5 8 1 0.5 1 10
__Friday 10.5 8 1 1.5 3 12
Saturday — 10 5 3+154 D’ 2\ 11
Total 45 8 6 [12) [65)

Note: Mr. Sam will be paid for equivalent 8 normal working hours at ordinary wage rate, though 5 hours of
working is required on Saturday because in question it is mentioned that both condition of 9 hour per day and
48 hour a week has to be satisfied. Thus, only 1 hour of overtime over 9 hours will be paid at overtime rate.

Wages Payable
Particulars Mr. Deep Mr. Sam
o <«
Basic wage per hour 400 8=150 600 8 =75
Dearness allowance per hour @ 20% 10 15
Hourly wage rate -~ 60 - 90
Total normal hours payable ~ 54 a” 065
Total wages payable 6,240J C5,85§>

Question — 6
Calculate the earnings of S and K from the following particulars for a month and calculate the labour cost to
each job A, B and C.

S _K
Basic Wages - 1007 160 v
Dearness allowance -3 50% 50%
Contribution of provident fund (on basis wages) - 8% 8%
Contribution of employee’s state insurance (on basic wages) —2 2% 2%
Overtime —> 10 hours ---

The normal working hours for the month are 200. Overtime is paid as double the total of normal wages and
dearness allowan.ce. 'Employer s contribution to state 1nsurz.mce and prov1d.ent fund are' at_equal Fates of
employee’s contribution. The two workers were employed on jobs ﬂgandz in the following properties:

A B C

—




Worker S —3 40% 30% 30%
Worker K - 50% _ 20% 30%__
Over‘tiﬁ was done

Solution

Statement of wages

Particulars Worker S Worker K
Basic Wages 100 ~ 160~
Dearness Allowance (€, S0°[- 50~ 80v
Employer contribution to PF@ QU 8 v 12.80 ~
Employer contribution tg_ state insurance (@, 3"\ 2 320 v
Overtime 10] @ B
Desl owh Total la 256
Statement of cost of Jobs
Particulars A B C
Overtime - - C15) -
Bal. of Worker S’s wages [j75-1¢€ = }66] 64 48 48
(160 in 40:30:30)
Worker K’s Wages 128 51.20 76.80
(256 in 50:20:30) o
Total (192 ) (11420 ) (124.80 )
e —— T —

Question — 7 _

A skilled worker in SK Ltd. is paid a guaranteed wage rate of I 30 per hour. The standard time per unit for a
particu-lzr- product S, a machine man, has been paid wages under the Rowan Incentive Plan and he
had earned an effecMourly rn the manufacture of that particular product. What could have
been his total earnings and effective hourly rate, had he been put on Hglsey Incentive Scheme (50%)?

Solution

Let actual time taken by the worker S i% HM\J p‘-,\-g = Qa&»-
“Ardwl WAt
Total wages in Rowan plan = (H x 30) H) (4—H) % 3(3
—— 2 4 D

[(3 % 37.50)~ 30H + 301 - 758

22.5H="7.5H>

—

NV
. 50 )
Total wages of workman in Halsey scheme = (3 x 30) +{ — x (4 — 3) x 30=% 105
8 oY l————2 100 -
Effective hourly rate of earnings under Halsey Plan = 105 1 %35
3 hours

Question — 8

Two we Workers ‘S”and ‘K’ produce the same product using the same material. Thelr normal wage rate is also the

same. ‘S’ is Bald bonus according to Rowan scheme while ‘K’ is paid bonus accordlng to Halsey scheme. The
[ o=




time allowed to make the product is 50 hours. ‘S’ takes 30 _hours while ‘K’ takesg@ hours to complete the
product. The factory overhead rate is 5 per person-hour actually worked. The factory cost of product
manufactured bl; S”is % 3,490 and for product manufactured by ‘K’ is X 3,600. o
Required: :

(a) Compute the normal rate of wages

(b) Compute the material cost

(c) Prepare a statement comparing the factory cost of the product as made by two workers.
—_— — ) e -~
Solution

Le@be the cost of material an(@ae the normal rate of wages per hour
Statement of Factory Cost

Particulars Worker S Worker K
% 3
Material —_ X X
Wages - 30y ¥ 40y [~
Bonus (A = 30y x 20/50) (B = 10y x 50%) (Sa-?w}% 3% % = 12y|(So MY RS = 5y
Overheads @ X 5 per person hour worked ARs =~ 150] qOoxSsS ~ 2(&
- [x+ 42y + 150 X + 45y + 20
The following two equations can be made
£x + 42y + 150 "=?3,490} ..(0)
X + 45y + 200 ~=%3,600 ....(i)
On subtracting equation (i) from equation (ii)
3y +50 =110
or 3y =110-50

@ = 60/3 720

On substituting the value of y in equation (i)

X + 840+ 150 = 3,490
or X = 3,490 — 990
Thus:

(a) Normal Wage Rate i 20 per hour
(b) Cost of material used for the produ

(©) Statement of Cost
Particulars Worker S Worker K
Material —_ 2,500 2,500
Wages - 600 800
Bonus — 240 100
Overheads @ X 5 per person hour worked — 150 200
3,490 3,600

~/ /



Question — 9

Mr. S is working by employing 10 skilled workers. He is considering the introduction of some incentive scheme
- either Halse_): Scheme (with 50% bonus) or Rowan Scheme - of wage payment for increasing the labour
productivity to cope with the increased demand for the product by 25%. He feels that if the proposed incentive
scheme could bring about an average 20% increase over the present earnings 75 of the workers, it could act as

—

sufficient incentive for them to produce more and he has accordingly given this assurance to the workers.

As aresult of this assurance, the increase in productivity has been observed as revealed by the following figures
for the current month:

Hourly rate E;vages (guaranteed) @ 32.00v
Average time for producing 1 piece by one worker at the previous performance 2 hours~
(This may be taken as time allowed)

No. of working day in the month - 25
No. of working hours per day for each worker - 8
Actual production during thﬂonth — 1,250 units
Requi.reT

(a) Calculate effective rate of earnings per hour under Halsey Scheme and Rowan Scheme.

(b) Calculate the savings to Mr. S in terms of direct labour cost per piece under the above schemes.

(c) Advice Mr. S about the selection of the scheme to fulfill his assurance.

Solution
Actual hours =25 x 8 x 10 = Standard hours = 1,250 x 2 =- Wage rate = 2

(a) Earning under Halsey scheme = (2,000 x 2) + 5_0 x (2,500 = 2,000) x 2 v
- |100

Effective hourly rate of earnings under Halsey Plan = ﬂ 132.25
—_— 2,000 hours

Earnings under Rowan plan = (2,000 x 2) + [ 2999 )5 (2,500 — 2,000) x 3= % 4,800

)

Effective hourly rate of earnings under Rowan Plan = __ 4800
2,000 hours

(b) Labour cost per piece under time wage system =2 x 2 =34 v~

Labour cost per piece under Halsey = 4.500_%3 .60~

1,250

Savings per piece under Halsey Scheme =4 — 3.60

Labour cost per piece under Rowan = 4800_%384.~
1,250

Savings per piece under Rowan Scheme =4 — 3.84

(c) As per above, it is better for Mr. S to adopt Halsey Scheme but since he has assured workers of an average
20% increase over the present earnings, he will have to select Rowan Scheme as is evident from the
following:

, P
Increase in earning under Halsey Scheme = 4,500-4,000 =x100=[12.5% ’ hl
4,000



v
4,800-4,000 20%5-;3992.&-
0 — =

>

Increase in earning under Rowan Scheme =
— 4

Question — 10
A Company is undecided as to what kind of wage scheme should be introduced. The following particulars have
been compiled in respect of three workers. Which are under consideration of the management.

P

O [ (D | cm
Actual hours worked - 380 100 540
Hourly rate of wages (in ) —P 40 50 60
Production_ in units:
- Product S - 210 - 600
- Product K e 360 - 1350
- Product M i 460 250 -
Standard time allowed per unit of each product is:
- UL s k@) m @W
¢ Minutes > 15 20 30,
For the purpose of piece rate, each minute is valued at X 1/- o W o.q7l1res 02770

You are required to calculate the wages of each worker under:
S —
(a) Guaranteed hourly rate basis
e —
(b) Piece rate earning basis, but guaranteed at 75% of basic pay (Guaranteed hourly rate if his earnings are less

than 50% of basic pay).
(¢) Premium bonus basis where the worker received bonus based on Rowan scheme.
Solution

(a) Computation of wages of each worker under guaranteed hourly rate basis

Worker Actual hours worked Hourly wage rate Wages )
I 380 40 15,200
II 100 50 5,000
I 540 60 32,400
(b) Computation of wages of each worker under piece work earning basis
Product | Piece rate Worker-I Worker-I1 Worker-III
per unit Units Wages Units Wages Units Wages
S 15 210 3,150 - - 600 9,000
K 20 360 7,200 - - 1,350 27,000
M 30 460 13,800 250 7,500 - -
Total @,1@ GS@ @(ﬁ%

Since each worker’s earnings are more than 50% of basic pay. Therefore, worker-1, II and III will be paid the

wages as computed i.e. ¥ 24,150, ¥ 7,500 and T 36,000 respectively.



(¢) Computation of wages of each worker under Rowan scheme

L Ce—+Dxkx 2—]

Worker Time Time Time Wag@ Earnings Bonus Total
Allowed Taken Saved rate per™” Earning
@ |(8-H) | hour [nred Govgr + Ropnt)
I 402.5 380 225 40 15,00 16,050
I 125 100 25 50 5,000 1,000 6,000
I 600 540 60 60 32,400 3,240 35,640
Working Notes:

(1)  Piece rate per unit

Product Standard time per Piece rate per Piece rate per unit
unit in minute minute
S 15 1 15
K 20 1 20
M 30 1 30
(2) Time allowed to each worker

Worker Product S Product K Product M Total hours
I 210x15=3,150 360X20=_7,2_00 460 = 30 = 13,300 24,150+60,= 4025+«
I - - 250 x 30 =17,500 7,500+60 = 125+
I 600 x 15 = 9,0_%) 1,350 x 20 = 2Z£_00 - 36,000+60 = 600

(3) Bonus of worker -I under Rowan = 43:(;0 X 22.5 % 40 =850

Bonus of worker -II under Rowan = % X 25 x50 =1,000

Bonus of worker -III under Rowan = 2473 X 60 X 60 =3,240



Employee Cost & Direct Expenses

MCQs

Q(1). Idle time is the time under which-

A. Full wages are paid to workers B. No productivity is given by the workers
~7Both (a) & (b) D. None of the above

Q(2). Cost of idle time due to non-availabiuy of raw material is-

A. charged to overhead costs - B. charged to respective jobs =
\Je~Charged to costing profit & loss account D. None of the above

Q(3). Time and motion study is conducted by-

A. Time keeping department — B. Personnel department =

C. Payroll department — P Engineering department

Q(4). Identify, which one of the following, doeccourﬁor increasing labour productivity:

A. Job satisfaction B. Motivating workers
% High labour turnover D. Proper supervision and control

Q(5). Labour turnover is measured by-
/X Number of persons replacedZ)average number of workers
B. Number of persons separated + number of workers at the beginning of the year
C. (Number of persons replaced + number of persons separated) + number of persons at the beginning + number of persons
at the end of the year)
D. None of the above

Q(6). Time booking refers to a method wherein of an employee is recorded
A. Attendance B. Food expenses
C. Health status \ P~ Time spent on a particular job

Q(7). Employee cost includes:
A. Wages and salaries B. Allowance and incentives

C. Payment for overtime P’ All of the above

Q(8). If the time saved is less than of the standard time, then the wages under Rowan and Halsey premium plan on
comparison gives- - -
K "More wages to workers under Rowan plan than Halsey plan
B. More wages to workers under Halsey plan than Rowan plan
C. Equal wages under two options
D. None of the above

Q). Important factors for control of employee cost can b be-
A. Time and motion study ~ B. Control over idle time and overtime v*
C. Control over employee turnover v~ P7All of the above

Q(10). Out of the following methods attendance is marked by recognizing an employee based on physical and behavioral
traits-

AP unch-card attendance method VB’Blo metric attendance system

C. Attendance register method D. Token method

Q(11). If overtime is required for meeting urgent orders, the overtime premium should be charged as:
LXK Respective job B. Overhead cost
C. Costing P&L A/c D. None of the above

Q(12). Standard time of a job is 60 hours, and guaranteed time rate is X 0.30 per hour. What is the amount of wages under

Rowan plan if jobs is completed in 48 hours?
A.16.20 \4{? 17.28

C.X18.00 D.X 14.40

(4ex02+ (6o-Nd(o- 1@(%3
= (T2%8



OVERHEADS - CONCEPTS
1. Overheads = Twd- Mod + Td- Lobod + Jnd S,

It is the total of indirect material, indirect labour and indirect expenses.

2. Steps for Overheads
(A) Estimation and Distribution

(B) Recovery Rate

(C) Under or Over Recovery

3. Types of Department
(A) Production Department — Involved in manufacturing of goods or services

(B) Service Department — Help production department in performing their services

Ao taion ]
4. Distribution j Q
—>(A) Allocation ¥

—> (B) Apportionment

5. Overheads Distribution

1
\3&:\' dy D Stcandsdy Dtk

b‘met\- Dy Mol &\q},}g\& Methed mwﬁ Meihod
(Non- TRcipocal Mihed)



6. Overheads Distribution Statement Prod. Dol Sodunts et~
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7. Recovery Rate

Rate at which overheads are recovered/absorbed/charged _
Budgeted overheads

Recovery Rate = Pre-determined absorption rate =

——

Budgeted recovery base
~

8. Type of Recovery Rate
(A) Direct Material Cost % Method =

v
Budgeted Overheads
Budgeted Material Cost

(B) Direct Labour Cost % Method = Budgeted Overneads . )

Budgeted Labour Cost
=

(C) Direct Prime Cost % Method = Budgeted Overneads 1

Budgeted Prime Cost
N

. Budgeted Overheads
(D) Unit Cost Method = g , —
e Budgeted Production Units

x 100

Budgeted Overheads
(E) Labour Hour Rate Method = g
Budgeted Labour Hours ~”

. Budgeted Overheads
—>(F) Machine Hour Rate Method = g ,
—_— Jhd—————— Budgeted Machine Hours _,

9. Machine Hour Rate

It is applied in case of capital intensive units.

C—

->



All overheads are divided into Fixed/Standing Charges and Variable/Running Charges
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10. Points to Remember (PTR) i . ‘:‘ QA
(A) Depreciation —> & L‘bz Y 8 O.WQM wm Jeshh — X

(B) Effective Machine Hours = Tobol Howdd — Novmel idle hows

(C) Normal Idle Time — Hours during which work is not done e.g. maintenance setup,

———
lunch etc.

(D) Unless otherwise provided, following points are to be assumed for setup hours:
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11. Dual Recovery Rate/ Two-tier Machine Hour Rate

It is to be used in following situation:
(A) When question mention to use
(B) Job charge is for separation and operation separately

In this case set-up hours are considered to be productive

For FC per machine hour — Use total hours (Production + Set-up)

FC per machine hour will remain same for both i.e. operation and set-up

VC will be computed separately for both production and set-up.

12. Type of Recovery Rate

¢
Overheads of department

A) Departmental recovery rate =
( ) cpa —— Ty Base value of department v

Overheads of Factory v

(B) Blanket or plant-wise recovery rate =

Base value of Factory
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13. Under or Over Recovery of Overheads

Rocovered OMs = Rl bote Velue x &
Al Os = ¥
R
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OVERHEADS QUESTIONS

Question — 1
From the following information work out the producﬁo/nhour rate of recovery of overheads in Departments A,
B and C by using (1) Simultaneous equation method; (2) Repeated distribution method; (3) Trial & Error
Method

Production Department Service Department
Item Total
A B C D E
Rent 1,000 200 400 150 150 100
Electricity 200 50 80 30 20 20
Fire Insurance 400 80 160 60 60 40
Plant Depreciation 4,000 1,000 1,500 1,000 300 200
Transport 400 50 50 50 100 150
| Estimated Working Hours —> 1,000 2,500 1,800

Expenses of the Service departments D and E are apportioned as under:

A B C D E
D - 30% “40% 20% - “10%
E 10% 20% 50% 20% -

Solution
1. Simultaneous Equation Method

Statement of Overhead Distribution

. ] Production Departments Service Departments
Particulars Basis
A B C D E

Rent Allocation 200 400 150 150 100

Electricity Allocation 50 80 30 20 20

Fire Insurance Allocation 80 160 60 60 40

Plant Depreciation Allocation 1,000 1,500 1,000 300 200

Transport Allocation 50 50 50 100 150

Total A9 e LWl 1,380 2,190 1,290 630 510

Cost of department D (w.n.-1) | Apportionment 224 299 149 747) 75
Cost of department E (w.n.-1) | Apportionment - 59 2117 ~ 292 117 (585)+
Total (&) | S5 "\ LI 6637 2606 ) 1,731 ) (@

Estimated working hours (B) — 1,000 2,500 1,800 - -

Overheads rate per hour
(A+B) (1.663) @4_24\) (0.9617 ] -

Working note — 1
Let D = Total expenses of service department ‘D’ to be apportioned

Let E = Total expenses of service department ‘E’ to be apportioned

Thus, D = 630+ (0.2)E
.) and’E = 585 (apprpx.)

E = 510+(0.1)D
Solving above equations, we gej

, D =747 (apprq



2. Repeated Distribution Method
’_-’6

Statement of Overhead Distribution

Production Departments Service Departments
Particulars Basis
A B C D E
Rent Allocation 200 400 150 150 100
Electricity Allocation 50 80 30 20 20
Fire Insurance Allocation 80 160 60 60 40
Plant Depreciation Allocation 1,000 1,500 1,000 300 200
Transport Allocation 50 50 50 100 150
Total — 1,380 2,190 1,290 630 510
Cost of department D 30:40:20:10 189 252 126 (630) 63
- 1569 | 2442 1416 SR
Cost of department E 10:20:50:20 57 114 287 =115 (573)
1626 2556 1703 115y ©
Cost of department D 30:40:20:10 35 45 23 (115). 12+
B 1661  2601| 1726 c 129
Cost of department E 10:20:50:20 1 3 6 2 (12)
o 1662 | 2604 | 1732 2 -
Cost of department D 30:40:20:10 1 1 - 2, O

Total (A) —P  1,663| 2,6054 1,724 &) <

Estimated working hours (B) —=3 1,000 2,500 1,800 - -
Overheads rate per hour

(A+B) —  (633) (1.0424 )@) - -

3. Trial & Error Method
A& ot

Statement of Overhead Distribution

Apportionment of Dept-D expenses to Dept-E (10% of 115)

) ] Production Departments Service Departments
Particulars Basis
A B C D E
Rent Allocation 200 400 150 150 100
Electricity Allocation 50 80 30 20 20
Fire Insurance Allocation 80 160 60 60 40
Plant Depreciation Allocation 1,000 1,500 1,000 300 200
Transport Allocation 50 50 50 100 150
Total —> 1,380 2,190 1,290 630 510
Re-distribution of Service department expenses ~ _
Particulars Department D Departm‘?nt E
Overhead as per primary distribution 630~ 510« S13
Apportionment of Dept-D expenses to Dept-E (10% of 630) - 63 “Z
Apportionment of Dept-E expenses to Dept-D [20% of (510+63 )] @ -

(3

Apportionment of Dept-E expenses to Dept-D (20% of 12) 2. e
Total (747 (585)



Distribution of Service department’s overheads to production department

Particulars Production Departments
A B C
Overheads as per primary distribution 1,380 2,190 1,290
Dept-D (90% of 747) 224 299 149
Dept-E (80% of 585) 59 117 292
Total (A)+> 1,663 2,606. 1,731
Estimated working hours (B) —2 1,000 2,500 1,800
Overheads rate per hour (A + B)..— 1.663 1.042 0.962

Question — 2

M/s NOP Limited has its own power plant and generates its own power. Information

requirements and power used are as follows:
— e

Needed capacity production —

Used during the month of May —

Production Dept.
~

- A

20,000
16,000

regarding power

———

During the quarter ended September 2018, costs for generating power amounted to ¥ 12.60 lakhs out of which

T 4.20 lakhs was considered as fixed cost.

e phisdy
Service Dept.
_B” X Yy~
(Horse power hours)
25,000 15,000 10,000
20,000 12,000 8,000
Fx™
“- oY

R %)

Service Dept. X renders service to A, B and Y in the ratio of 6:4:2 whereas department Y renders service to A
and B in the ratio 4:1. The d direct labour hours of Department A and B are
respectlvely Requlred

1) Prepare overheads distribution sheet

2) Calculate factory overhead per labour hour for the department A and B

Solution Overheads Distribution Sheet
Production .
Total Service Department
Particulars Basis Department
Amount
A B X Y
Fixed Overheads | Needed cap. - 4,20,000 | 1,20,000 | 1,50,000 90,000 60,000
e ]
(20:25:15:10)
Variable Useiiﬁlpacity 1s 8,40,000 | 2,40,000 | 3,00,000 1,80,000 1,20,000
Overheads (16:20:12:8)
cu—

Total 5 12,60,000 | 3,60,000 | 4,50,000 2,70,000 1,80,000
Cost of Dept. l( 6:4:2 1,35,000 90,000 | -(2,70,000) 45,000
Cost of Dept. Y 01 1,80,0(1(2 9,000 - (2,25,000)

Total 6,75,000 | 5,85,000 O <:
Labour hours —_— 67,500 48,750
Fact. OH per hr. (=10} @

="

67,500 hours and 48.750 hours

it
=
“

ll



Question —3

SK_Ltd. manufactures luggage trolleys for airports. The f:a_c_‘ﬁ)ry, in which the company undertakes all of its

production, has two production departments- ‘Fabrication’ and ‘Assembly’, and two service departments-
~'Stores’ and ‘Maintenance’. The following information have been extracted from the company’s budget for the

financial year ended 31st March:

Allocated Overhead Costs 4
"Fabrication Department 15,52,000
Assembly Department 7,44,000
Stores Department 2,36,000
¥ Maintenance Department 1,96,000
Other Overheads 4
Factory rent —3 Eleos Dm 15,28,000°
Factory building insurance —» ¢§-|eo® oS 1,72,000
Plant & machinery insurance - 1,96,000
Plant & Machinery Depreciation -9 2,65,000 5
Subsidy for staffs’ canteen -~ 4,48,000 1
Direct Costs 4 4
Fabrication Department:
Material 63,26,000
Labour 8,62,000 71,88,000
Assembly Department:
Material 1,42,000
Labour 13,06,000 14,48,000
The following additional information is also provided:
Fabrication .| Assembly Stores Maintenance
Department Department Department Department
“ Floor area (square meters) 24,000 10,000 2,500 3,500
JAValue of plant & machinery (3) 16,50,000 7,50,000 75,000 1,75,000
No. of stores requisitions 3,600~ 1,400 @ @
Maintenaglﬁ hours required 2,800 2,300 400 -
No. of employees 120 80 38 12
Machine hours - —9(30,00,000) 60,000
Labour hours 70,000 @@
Required: 7

(a) Prepare a table showing the distribution of overhead costs of the two service departments to the two
— — e —

production departments using step method; and

(b) Calculate the most appropriate overhead recovery rate for each department.

(c) Using the rates calculated in part (b) above, calculate the full production costs of the following job
order: —

Job number IGI2019




Solution

(a) Table of Primary Distribution of Overheads

Direct Materials Z2.30,400 v~
Direct Labour:
Fabrication Department 240 hours @ X 50 per hour = [lepo
Assembly Department 180 hours @ T 50 per hour = GopD
Machine hours required:
Fabrication Department 210 hours = \r 20 = 262
Assembly Department 180 hours = 0-67 = l20./6
2817726

Particulars Basis of Total Production Dept. Service Depart.
i
" Apportionment Amount Fabrication | Assembly Stores | Maintenance
OHs Allocated —mAllocation 27,28,000 15,52,000 7,44,000 | 2,36,000 1,96,000
Direct Costs = | Actual - - - > S
Other OHs:
Floor Area .
2 1 2 1
Factory rent (48:20:5:7) 15,28,000 9,16,800 3,82,000 95,500 ,33,700
Factory bldg.. Floor Area ~~
- 1,72, 1,03,2 43,000 10,750 15,050
insurance (48:20:5:7) 72,000 03,200 3
Value of P&M -~
P&M i 1 0 1,22,038 55,472 5,547 12,943
&M insurance (66:30:3:7) ,96,00
Value of P&M
P&M Dep. v 2,65,000 1,65,000 75,000 7,500 17,500
— P (66:30:3:7)
Canteen , No.ofemployees: o000 | 2,15,040 | 143360 | 68,096 21,504
Subsidy (60:40:19:6) T T T ’ ’
53,37,000 30,74,078 | 14,42,832 | 4,23,393 3,96,697
Re-distribution of Service Departments’ Expenses:
Particulars Basis of Production Department Service Departments
Apportionment Fabrication Assembly Stores Maintenance
OH as per Primary | o distribution 30,74,078 14,42,832 | 423,393 3,96,697
distribution
i H
Maint. Depart. Cost | Miaintenance Hours 2,01,955 1,65,891 28,851 (3,96,697)
(28:23:4:-)
32,76,033 16,08,723 4,52,244 -—-
No. of Stores
t Depart t 25,616 1,26,628 452,244
Stores Department | p - visition (18:7) 3 ( )
C 36,01,649) (1735351
S \/
(b) Overhead Recovery Rate
Department Apportioned Basis of Overhead Overhead Recovery Rate
Overhead ) Recovery Rate <)
@ D) _. =]
Fabrication 36,01,649 v 30,00,000 Machine Hours 1.20 per Machine Hourv
Assembly 17,35,351 « 26,00,000 Labour Hours - 0.67 per Labour Hour v+~




(¢) Calculation of full production costs of Job no. IGI12014.

Particulars Amount )
Direct Materials 2,30,400
Direct Labour:
- Fabrication Deptt. (240 hours x X 50) 12,000
- Assembly Deptt. (180 hours x ¥ 50) 9,000
Production Overheads:
- Fabrication Deptt. (210 hours x X 1.20) 252
- Assembly Deptt. (180 hours x % 0.67) 121
Total Production Cost ﬂ51,773‘

Question — 4
SNS Trading Company has three Mair.l_Del)ﬁrtments and two Service Departments. The data for each department
is given below:
Departments Expenses - Area (in Sq. Mtr.) Number of
®) employees
Main Department: -
Purchase Department 5,00,000 12 - 800 “’
Packing Department 8,00,000 15 - 1700
Distribution Department 3,50,000 7 . 700
Service Department:
Mair@e Department 6,40,000 > 200 ®
Personnel Department 3,20,000 6 )(

The cost of Maintenance Department and Personnel Department is distributed on the basis of ‘Area in Square
——————— —

Meters’ and ‘Number of Employees’ respectively:

You are required to:
—

(i) Prepare a statement showing the distribution of expenses of service departments to the main departments
. C— — ﬁ —————

using the “Step Ladder Method” of overhead distribution.

(i) Compute the rate per hour of each Main Department, given that, the Purchase Department, Packing

Department and Distribution Department works for 12 hours a day, 24 hours a day and 8§ hours??lay
respectively. Assume that there are 365 days in a year and there are no holidays.

Solution T
(i) & (ii) Overheads Distribution Sheet
Particulars Basis Main Department Service Department
Purchase Packing | Distribution | Maintenance | Personnel
Expenses —=Allocation 5,00,000 8,00,000 3,50,000 (‘ 6,40,000 3,20,000 s\ ”,p
Maintenance | Area 1,92,000 2,40,000 1,12,000 §£6,40,000) 96,000- -
Department | (12:15:7:6) v -~ - - -
Expenses
Personnel No. of Ees 1,04,000 2,21,000 91,000 C—D (4,16,000)
Department | (8:17:7) o ~ v
Expenses —
Total —s 7,96,000 12,61,000 5,53,000 - -




Total Hours 12x365=| 24x365=| 8x365- . :
—s 4,380 8,760 2,920

Rate per

hour — 181@’ ( 143.95)) ( 189.38J) - -
Working Note - 1

Main Department Service Department
Purchase | Packing | Distribution | Maintenance | Personnel

Area (in sq. mtr.) 12 15 7 - 6
% of service rendered by
Maintenance Department 30% | 37.50% 17.50% - 15%
Number of Employees 800 1700 700 200 -
% of service rendered by
Personnel department 23.53% 50% 20.59% 5.88%

The usual method used for ranking the support departments for Step Down Allocation Method is % of Service
rendered by one Service Department to another. Based on this, Maintenance Department provides 15% (highest
%) of service to Personnel Department. Thus, first maintenance department expenses should be distributed first.

Question — §
From the follovyiig data, work out the predete‘:r_mﬂled machine hour rates for Departments A and B of a factory:

.——‘ Preliminary estimates of expenses 3”""1%,2 =23°'0

Total ) Dept. ) Dept.BR)

Power — 15,000 - - Cooo* cno “‘\1:3
Spare Parts 8,000 - 3,000 - 5,000—2 1e°
Consumable stores —> 5,000 2,000 3,000 = 66“
Depreciation on machinery -~ 30,000 10,000 _2&(')00
Insurance on machinery —> 3,000 -- --
Indirect labour - 40,000/ - -
Building maintenance —= 7,000 -- --

The final estimates are to be prepared on the basis of above figures after making into consideration the
following factors:

(a) An increase of 10 per cent in price of spare parts.

rease of 10 N

(b) An increase of 20 per cent in the consumption of spare parts for department B only.
(¢) Increase in the straight line method of depreciation from 10 percent on the orlglnal value machinery to

—

12 per cent.

e

(d) 15 per cent general increase in wage rates.
e

The following information is available:

Dept. A Dept. B
Estimated direct labour hours we —= 80,000 1,20,000
Ratio of K.W. rating —> 3 - 2
Estimated machine hours 25,000 30,000

15,000 20,000

Floor Space (Sq. ft)
Option~) KW Howd = Fw %X Howrd
O\) Now ~ ’L) "AVe)



Solution

Statement of Cost

Machine Hr. Rate (A+B)

Particulars Basis Dept. A Dept. B

Power K\E_R.ating -3:2 ~ 9,000 =6,000
Spare Parts w.n. 1 -~ 3,300 -~ 6,600
Consumable Stores — | Allocation 2,000 3,000
Dep. On machine —3| wn. 2 ~2 12,000 24,000
Insurance on Machine =2 | Value of machine ;1_2. 1,000 2,000
izgf)eocg Ij‘lt;izr: 46.000) DL Hours - 8:12 18,400 27,600
Building Maintenance = | Floor space - I_SA) 3,000 4,000

Total (A) —> 48,700 73,200
Machine Hours (B) > 25,000 30,000

(1.95 ]

\J
/o)
i
\/

Working note - 1

Particulars Dept. A Dept. B
Spare parts 3,000 5,000
(+) Increase in price @10% 300 5067
3,300 5,500~
(+) Increase in consumption@20% - « 1,100
Total 3,300 ) 6,600 )
Working note - 2
Particulars Dept. A Dept. B
Exist'illgl)’epreciation (A) - 10,000 20,000
Value of Machine (A + 10%) -T2 1,00,000 2,00,000
New Deﬂth‘eciation @ 12% —_ 12,000 24,000
Question — 6
A manufacturing unit has purchased and installed a new machine at a cost of 3 24,90,000 to its fleet of 5 existing
machines. The new machine has an estimated life of 12 years and is expected to realize % 90,000 as scrap value
at the end of its working life. {:9?1-90& —0”0) :S__
J)- M HB- = 299b - 110 o
Other relevant data are as follows: _ = 2I8Y D

()  Budgeted working hours are 2,496 based on 8 hours per day for 312 days. Plant maintenance work is
carried out on weekends when production is totally halted. The estimated maintenance hours are 416.

During the production hours machine set-up and change over works are carried out. During the set-up
hours no production is done. A total 312 hours are required for machine set-ups and change overs.

—
(i)  An estimated cost of maintenance of the machine is ¥ 2,40,000 pa.a

(i) The machine requires a component to be replaced every week at a cost of X 2,400,

————

(iv) There are three operators to control the operations of all the 6 machines. Each operator is paid ¥ 30,000
— —y —_—
per month plus 20% fringe benefits. o NL X - goQ

w?ﬁ. = z Lso¥
[’31?( = ]-80&7&%'[e = 0‘369

—
pEE——————




Pood. = QI8N xboxr & = 78240
Qerwp = 2L x foxb = \&-:?;
W = Uibx \OX 6 =
e ‘ Froo0s - ey = M s 86
(v)  Electricity: During the production hours including set-up hours, the machine consumes 60 units per hour.

During the maintenance the machine consumes only 10 units per hour. Rate of electricity per unit of
—_— — e ——— c— —
consumption is X 6.

(vi) ~6epartmental and general works overhead allocated to the operation during last year was 35, 00 000.
During ; the current year it is estimated to 1ncrease

Required to compute the machine hour rate.

Solution —

Effective machine hours = 2,496 — 312 = 2,184 hours

—_—

Statement of Machine Hour Rate

Particulars Amount )

Fixed Expenses

Depreciation [W - ~— 2,00,000

Operator’s salary [30,000 x 3 x 12 x (1/6)] ~1,80,000

Frirl&]ieneﬁts (1,80,000 x 20%) 36,000

Department & General Overheads [5,00,00 x 110% x (1/6)] « 91,667

Fixed expenses |—=> 5,07,667
Effective mach‘illg hours —- 2,184
Fixed expenses per machine hour ( 232.45)

Variable Expenses per machine h.()}r

Maintenance (2,40,000 + 2,184) _ 109.89

Repla@n‘t c 2,1%7 57.14

Electricity during production [(2_,4_26 %60 x 6) + 2,184]

Electricity during maintenance [(416 x 10 x 6) + 2,184}

Machine hour rate

Question — 7
Calcula@Machine Ho& Rate from the follow_ilg particulars: L&’)‘ Q%. H}._&. = a
Cost of Machine ~7%25000007 - Q- = g xy = ooy
Salvage Value - %1,25,000~
Estimated life of the machine - 25,000 Hours Q” H¥. = ‘?,eo-o oo - O O&J
Working Hours (per annum) -=> 3,000 Hours 3 Q680 ~0. 0&3
Hours required for maintenance -=> 400 Hours
Settil‘lg_—u.p tinﬁ required - 8% of actual working hours 3 = 2M 07

—’_—__'
Additional Information:

(a) Power 25 units @ X 5 per unit per hour.
(b) Cost of repairs and maintenance I 26,000 per annum.
./
Chemicals required for operating the machine ¥ 2,600 per month.
) Overheads chargeable to the machine ¥ 18,000 per month.
s - o —
(e)” Insurance Premium (per annum) 2% of the cost of machine

4 No. of operators - 02 (looking after three other machines also)
—_— -

l%_Seox RL —
\f




(g) Salary per operator per month ¥ 18,500
Solution T
Let effective machine hours =y
.. set-up time = (0.08)y
Thus, y = 3,000 — 400 — (0.08)y

Statement of Machine Hour Rate

Particulars Amount )

Fixed Expenses
Chemicals (2,600 x 12) —> 31,200
Overheads (18,000 x 12) 2,16,000
Insurance (25,00,000 x 2%) 50,000
Salary (ﬁ#{jﬂj 1,11,000
Fixed expenses ——> 4,08,200
Effective machine hours - 2,407

Variable Expenses per machine hour
T
25,00,000—1,25,000)
25,000 —

Depreciation (

( 169.59 D
<

Fixed expenses per machine hour

Repair & Maintenance (26,000 + 2,407) 10.80
Power (25 x 5) 1257
Machine hour rate 400.39
T

Question — 8

A machine shop has 8 identical machines manned by 6 operators. The machine cannot work without an it an operator
wholly engaged on it. The 0r1g1nal cost of all the 8 machines works out to 332,00, ,00,000. The followmg particulars

are furnished for a six months Berlod
Normal available hours per month per operator

Absenteeism (without pay) hours per-eperater

Leave (with pay) hour‘s_&gﬁator
Normal unavoidable idle time — hours peropesater

Average rate of wages per day of 8 hours per operator

Production bonus estimated

Power consumed

Supervision and Indirect Labour

Lighting and Electricity

The following particulars are given for a year:
Insurance

Sundry work Expenses

Management Expenses allocated

Depreciation

208
18
20

10
2100 —* [(9—0% -18)x 6"'—2’-]
10% on wages=> do'ﬁ
=
40,250
16,500
36,000

on%-\% -0 —I0) X6
= Q6o &2?‘ Now

Yl

Z 3,60,000 ~
Z50,000 V*
Z5,00,000

10% on the original cost

—

il




Repairs and Maintenance (including consumables)
Prepare a statement showmg the compreh eﬂswe machine hour rate for the machine shop.

M

Effective machine hour = (208 x 6 x 6) — [(18 — 20 — 10) x 6]

0

s N° N
Solution "2
7,200 | v
Statement of Machine Hour Rate

e '
—=) 5% of the value of all the machines

Particulars Amount )
Fixed Expenses
Wages [{(208 x 6 x 6) — (18 x 6)} x (100/8)] ~ 92,250
Bonus (92,250 x 10%) =~ 9225
Supervision ~” 16,500
Lighting and electricity 6,000
Insurance [3,60,000 x (6/12)] > «1,80,000
Depreciation [32,00,000 x 10% X (6/12)] " 1,60,000
Sundry work expenses [50,000 x (6/12)] «’ 25,000
Management expenses allocated [5,00,000 x (6/12)] «72,50,000
Fixed expenses ( 7238,975i)
Effective machine hours —3 7,200
Fixed expenses per machine hour ( 102.6:
Variable Expenses per machine hour \/ -
Repalr & Maintenance (32 00,000 X 5% X — x\l@) 1.1
poer (2220 559,
Machine hour rate Cl 19.34

Question — 9

ABS Enterprises produces a product and adopts the policy to recover factory overheads applying blanket rate

based on machine hours. The cost records of the concern reveal followmg information:

781 S

Budgeted production overheads - 10,35, OO()}_> QR -
Budgeted machine hours - 90,000
Actual machine hours worked -» 45,000 /&EUNM S7Seo
Actual production overheads =2 T8,80,000

Production overheads (actual) include — Adv o=
Paiworker as per court’s award —= 50,000
Wages paid for strike period —>  ¥38,000
Store@ten off T > ¥22,000 1L85%0
Expenses (‘)fﬂevious year booked in current year - T18,500

Production - g St
Finished goods S ‘?,ON/
Sale of finished goods ~—27,000 units

The analysis of cost information reveals that 1/3 of the under absorption of overheads was due to defective
Plhadidel ettt

production planning and the balance was attributable to increase in costs.
— — e ——
You are required:

—_—

—_——



(i)  To find out the amount of under absorbed production overheads.

—

(ii))  To give the ways of treating it in Cost Accounts
(iii) To apportion the under absorbed overheads over the items.

Solution

@) Amount %)

Total production overheads actually incurred during the period 8,80,000 ¥

Less: Amount paid to worker as per court order 50,000

Less: Expenses of previous year booked in current year 18,500

Less: Wages paid for the strike period under reward 38,000

Less: Obsolete material written off 22.000 (1,28.500) ‘/

= 7,51,500 %"

Less: Production overheads absorbed (45,000 x ¥ 11.5) — 5.17.,500.
Under recovered overheads ,34,000~

Budgeted machine hour rate = %= % 11.50 per hour

(ii) As one third of the under absorbed overheads 1.4 78,000)(X 2,34,000 x 1/3) were due to defective
production policies, this being abnormal, hence should be debited to profit and loss account.

(ii1)) Amount of balance under absorbed overheads =X 2,34,000 — 78,000 31,56, 000

Supplementary rate = 136, 000 ' er equivalent unit
pp N 30,000 units Oper eq

¢ 3 ;i w Amount %)
i k (27,000 units x 5.20) —> 1,40,400

O Gastatsales (3,000 units x 5.20) > 15,600
Total 1,56.000
@ A ®. 1NOWo
HoLe P 8  1S66D
To oM (a3 A | Sboso

Twboth m  Prfs s,

—— ] ee—————




Overheads

MCQs

Q). F1xed overhead costs araffected in_monetary terms during a given period by a change in output”. But this
statement I holds good 1 pr0V1ded

V.4 Increase in output is is not substant1al - B. Increase in output is s substantlal
C. Both (a) & (b) D. None of the above
Q). capacity is defined as actually utilized capacity of plant.
A. Theoretical B. Installed
Je*Practical D. Normal
Q(3). The allotment of whole items of cost centres or cost units is called:
A. Overhead absorption B. Cost apportionment
\JZ~ Cost allocation D. None of the above
Q(4). Primary packaging cost is a part of:
A. Direct material cost - \/B./f’roduction cost «
C. Selling overheads; D. Distribution overheads .

Q(5). Director’s remuneration and expenses form part of:
A. Production overheads \B Administration overheads
C. Selling overheads D. Distribution overheads

Q(6). Which of the following 1s.the classification of overhead based on its functionality?

A. Factory overhead « B. Administrative overhead V"
\TFixed overhead D. Selling overhead

Q(7). Bad Debts is an example of:

A. Distribution overhead B. Production overhead
2~ Selling overhead D. Administration overhead

Q(8). Normal capacity of a plant refers to the difference between:
A. Maximum capacity and practical capacity
B. Practicalc—ap.acity and normal capacity
w27 Practical capacity and estimated idle capacity as revealed by long term sales trend
D. Maximum capac1ty and actual capa01ty

Q(9). The difference between actual factory overhead and absorbed factory overhead will be usually at the minimum level,
provided pre-determined overhead rate is based on:

A. Maximum capacity B. Direct labour hours

C. Machine hours P~ Normal capacity

Q(10). Which of the following overhead cost ma be apportioned on the basis of direct wages?
A. Worker’s holiday pay « B. Perquisite to worker «~

C. ESI contribution _ P Managerial salariei



ACTIVITY BASED COSTING - CONCEPTS

1. Background of ABC
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3. Cost Pool v

It is the total cost of an activity.

gé'c.j
Cost Driv

It is the base due to which cost changes

Steps in ABC
(A) Identify different activities
(B) Identify overheads related to activities

(C) Identify cost drivers

(D) Calculate activity cost driver rate (ACDR)

Budgeted Overheads of activity v~
ACDR = ,
Budgeted Cost Driver «+~

(E) Recover overheads based on ACDR

A Plonker Rote

) Depordmentod Rodt A B

OWA v v
Bote v v
RR v
9 AWy Roged
Y A B
) Yo A
A Al A "y



ACTIVITY BASED COSTING QUESTIONS

Question — 1
PQR Pens Ltd. manufactures tv_vo_pr.oducts — ‘Gel Pen’ and ‘Wen’. If furnishes the following data for the
year 2017 —
Product Annual Qutput Total Machine | Total number of | Total number of
(Units) ¢ Hours Purchase orders set-ups
Gel Pen 5,500 24,000 240 30
Ball Pen 24,000 “ 54,000 448 56
The annual overheads are as under: 1
Particulars 4
Volume related activity costs =» Mewe. Ho. 4,75,020 v°
Set up related costs —p N 4 Sek-vp 5,79,988 I'S, bo,600
Purchase related costs — ?\,“),\‘ oM 5,04,992
Calculate the overhead cost per unit of each Product — Gel Pen and Ball Pen on the basis of:
(i)  Traditional method of chargwerheads
(i)  Activity based costing method and
(iii) Find out the difference in cost per unit between both the methods.
Solution—
(i) Calculation of cost under Traditional Approach: —
Overheads rate per Machine hour = To:;:':i:::::::jzrs— 24;?)’23'32300 =% 20 per machine hour
Statement of Cost
Particulars Gel Pen Ball Pen
Overheads absorbed (A) 20 x 24,000 = 4,80,000~ 20 x 54,000 = 10,80,000°
Units (B) 5,500 24,000
Overheads per unit (A +~ B) ( 87.‘27“)/ QS/
(ii) Statement showing Activity Based Cost
Activity Cost Pool Cost Driver Ratio Total Gel Pen | Ball Pen
Amount %) ®) )
Volume Related | Machine Hour 24:54 4,75,020 1,46,160 | 3,28,860
Activity Costs
Set-up Related Costs | No. of Set-ups 30:56 5,79,988 2,02,321 | 3,77,667
Purchase Related | No. of Purchase | 240:448 | 5,04,992 1,76,160 | 3,28,832
Costs Orders
Total Costs —9 524,641 | 10,35,359
Output (Units) —9 1 5,500 24,000
Cost per unit (f95.39) (@3. 19
/ 7
(ii1) Statement of Difference in Cost
‘ Particulars ‘ Gel Pen ‘ Ball Pen ‘




Overheads cost per unit (% ) — Traditional Approach 87.27 45
Overheads Cost per unit X ) — ABC 95.39 43.13
Difference per unit -8.12 +1 .|87
< ¥

. ovel

Question — 2

SK Ltd. has collected the following data for its two activities. It calculates activity cost rates based on cost driver

capacity:

Activity Cost Driver Capacity Cost AChR
Power Kilowatt hours 50,000 kilowatt hours $40,00,000 &0 «
Quality inspections No. of inspections 10,000 inspections % 60,00,000 6oo

The company makes three products S, K and M. For the year ended March 31, 2021, the following consumption
of cost driver was reported:

l_’&dgct Kilowatt Hours Quality Inspections
S ~ 10,000 ~ 3,500
K ~ 20,000 ~ 2,500
M =~ 15,000 ~ 3,000
Required:

(i) Compute the costs allocated to each product from each activity

(i) Calculate the cost of unused capacity for each activity

(iif) Discuss the factors the management considers in choosing a capacity level to compute the budgeted fixed
overhead cost rate.
—

Solution
Ve
(a) Power per Kilowatt Hours = Power cost  _ 10,0099 _z 30 per Kwh
Kilowatt Hours 50,000 /
Quality Inspection per inspection = Qu;f;ti Zi’;;:’::iz;:“ = 62’3(;’230 =3 600 per inspection
Statement of Cost
Particulars Product S Product K Product M Total
Power cost 10,000%80= 20,000%80= 15,000%80= | 36,00,000
8,00,000 16,00,000 12,00,000
Quality inspection cost 3:LSQO><6OO'=' 22500X606= ;Q(_)OX660= 54,00,000
21,00,000 15,00,000 18,00,000
(b) Statement showing calculation of unused capacity
Particulars Capacity (A) Utilized (B) Unutilized (A — B)
Power cost -3 40,00,000 =236,00,000 « 4,00,000
Quality inspection cost — 60,00,000 ~o 54,00,000 « 6,00,000

(c) The factors congsidered by management in choosing a capacity level are as follows:
»  Effect on product costing and cost management
> Effect on pricing decision

»  Effect on performance evaluation
= —



»  Effect on financial statement
»  Effect on difficulty in forecasting
e ———

——

Question — 3
SKis a global brand created by SK Ltd. The company manufactures three range of beauty soaps i.e. SK Gold,

SK Pearl, and SI SK-Diamond. The budgeted costs and prox production for the month of March, 2021 are as follows:
SK-Gold «~ SK-Pearl ~ SK-Diamond -~

Production of — 4,000 + 3,000 o 2,000
soaps (Units)

Resources per Qty Rate QQ/ Rate Qty Rate
- L — = p— =

- Essential Oils  [60ml [Z200/100ml {55ml [Z300/100ml |65 ml [Z300/100 ml
- Cocoa Butter 20g 200/100g (20g |X200/100g (20g (X200/100¢g
- Filtered Water |30ml |X15/100ml [30ml |X15/100ml |30ml [Z15/100ml
- Chemicals 10g I30/100g [12g |X50/100¢g 15g [%60/100¢g

- Direct Labour 30=Min. 10/ hour 4(%__Min. 10/ hour 60 Min.[X 10 / hour

SK Ltd. followed an Absorption Costing System and absorbed its production overheads, to its products using
direct labour hour rate, which were budgeted at ¥ 1,98,000. R 33

900 % 30 2o 0 Q"’ =
({oeo =2 + (¥ (20§
Now, SK Ltd. is considering adopting an Activity Based Costing system. For this, additional information
regarding budgeted overheads and their cost drivers is provided below:

Particulars ®) | Cost drivers
Forklifting cost —2 58,000 | Weight of material lifted +
Supervising cost —2 60,000 | Direct labour hours -

Utilities —D : 0 Number of Machine operations |
The number of machine OPerators per unit of production are 5',’ _5_,"an(_1_. 6 for SK-Gold, SK-Pearl, and SK-

Diamond respectively.

(Consider (i) Mass of 1 litre of Essential Oils and Filtered Water equivalent to 0.8 kg and 1 kg respectively (ii)
Mass of output produced is equivalent to the mass of input materials taken together.)

You are requested to: > —

(i)  Prepare a statement showing the unit costs and total costs of each product using the absorption costing
method.

(i)  Prepare a statement showing the product costs of each product using the ABC ggg&ach.

(iii) State what are the reasons for the different product costs under the two approaches?

—————

Solution
(>i) Statement of calculation of labour hours
SK- Gold SK- Pearl SK- Diamond Total
Prod. of soaps (units) (A) <= 4,000 3,000 2,000 9,000
Direct labour (min.) (B) —» 30 40 60 -




Direct labour hours
[(AXB)+60]

—

2,000 2,000

2,000

6,000

Overhead rate per direct labour hour =

—

2

Budgeted overheads _ 1,98,000

6,000
~

Budgeted labour hours

Statement of cost

% 33 per direct labour hour

£ vl
SK - Gold SK — Pearl SK — Diamond
Essential oils 200x60 _ 190 300%55 _ 165 300%65 _ 195
—_ 100 100 100
Cocoa Butter 200x20 _ 200x20 _ 200x20 _
00 40 00 40 00 40
Filtered water 19X30 _ 4 5 19X30 _ 4 5 19X30 _ 4 5
100 100 100
Chemicals 30x10 _ 4 50x12 _ 60x15 _
100 100 100
Material cost per unit —_— 167.50 215.50 248.50
Direct labour per unit ——1 10x30 _ 5 L1040 _ o 10%60 _ 10
60 60 60
Overheads per unit 3330 _ e s 33x40 _ 5y 33X60 _ 35
—_ 60 60 60
Total cost per unit — 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
| <—

(ii) Calculation of Cost Driver
Activity | Amount®X) Cost driver quantity (B) Cost Driver_v
(A) 108 v Rate (A + B)
Forklifting 58,000 Gold — [{(60%0.8)+20+30+10]x4,000]=4,32,000 0.06 per
Pearl — [ {(55%0.8)+20+30+12}x3,000]=3,18,000 gram
Diamond — [ {(65%0.8)+20+30+15}%2,000]=2,34,000
Supervising 60,000 10 per
ine hour
Pearl - 222295 000 | \ebad
(6o =
Diamond - 2,000
Total machine hours m7
Utilities 80,000 Gold @é_lﬁ(’)o =20,000 1.70 per
Pearl £3+3,000 = 15,000 machine
Diamond @,@0 =12,000 | ~ operation
Total operations —{47,000)
Statement of c;)gi
SK - Gold SK — Pearl SK — Diamond
Material cost per unit -T2 167.50 215.50 248.50
Direct labour per unit -2 10x30 _ 5 10x40 _ ¢ 67 10%60 _ 4
60 60 60
Foklifting cost per unit 2£6X£8 =6.48 0.06x106 = 6.36 0.06x117 =7.02




Supervising cost per unit 10x30 _ 5 10x40 _ ¢ 67 10%60 _ 10
60 60
Utilities cost per unit \1‘“&% 8.50 1.70x5 =8.50 1.70x6 = 10.20
Total cost per unit - 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

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

Question —4

POR Ltd. has decided to analyze the profitability of its five new customers. It buys soft drink bottles in cases at
@3 case and sells them to retail customers at a list price of ¥ 54 per case. The data pertaining to five

customers are gi\:cn_below:

Particulars Customers
A B C D E
1 I(Iumber of cases sold Y 9360 14200 62000 38000 9800
List selling price X P Y 54 54 54 54 54
JAActual selling price 4 — 54 53.40 49 50.20 48.60
Number of purchase orders - 30 50 60 50 60
Number of customers visits - 6 12 4 6
Number of deliveries > & 20| [0 [120 50 40]
Kilometers travelled per delivery —3 ~¢ _4}9_, 12 | 10 ] 20 60
Number of expediate deliveries .= 0 _0 _0 _ 0 C2:)
It’s five activities and their cost drivers are:
Activity Cost Driver
Order taking 200 per purchase order
Customer visits % 300 per each visit
Deliveries % 4.00 per delivery km travelled
Product Handling % 2.0 per case sold
Exped@_clgliveries T 100 per each sgsh_c‘l_e.livery

You are required to:

—

(i)  Compute the customer level operating income of each of five retail customers b}"’sing the cost driver

rates.
—_
(i)  Examine the results to give your comments on Customer ‘D’ in comparison with Customer ‘C’ and on
—_— e — —— —,
Customer ‘E’ in comparison with Customer ‘A’.

—

Solution
@) Statement of operating income

Particulars Customer | Customer | Customer | Customer | Customer
A B C D E




pd

Units v —_ 9,360 14,200 62,000 38,000 9,800
Revenue 5,05,440 7,66,800 | 33,48,000 | 20,52,000 | 5,29,200
[‘Si X N(E)_t;l_l’nits]
(-) Discount +~ - 8,520 3,10,000 1,44,400 52,920
[(List price — Actual price) x
No. of units] -
Net revenue v —h 505440 7,58,280 | 30,38,000 19,07,600 | 4,76,280
(-) Order taking 6,000 10,000 12,000 10,000 12,000
[200xNo. of purch. order] ’
(-) Customer visit 1,200 1,800 3,600 1,200 1,800
[300%No. of visit]
(-) Delive;es 3,200 2,880 4,800 6,400 9,600
[4 x km_travel x No. of
deliveries]
(-) Production handling 18,720 28,400 1,24,000 76,000 19,600
[2 % No. of units]
(-) Expedited deliveries - - - - 200
[100xNo, of delivery] -
(-) COGS —= 421,200 6,39,000 | 27,90,000 17,10,000 | 4,41,000
| [45 % No;_(i units|
Operating Income 55,120 [76,200\  [1,03,600 (1‘r,04,003) L(7,920))
(ii) Separate disclosure of revenue helps us to identify the relationship between discount and sales quantity.
Customer Quantity Discount Discount %
A 9,360 - 0%
C 62,000 5 5+54=9.25%
D 38,000 3.80 3.80+54 =7.03%
E 8,775 5.40 5.40+54 =10%

Customer D gets lower discount as compared to Customer C. It may be due to lower quantity purchased
by customer D as compared to Customer C.

- . . — . - o
Custgmer E gets h.lgher discount tclS comPared to Customer A. Customer E discount is higher in-spite of
ordering comparative lower quantity and its reason should be further explored.

Question — 5
A drug store is presently selling three types of drugs namely ‘Drug A’, ‘Drug B’ and ‘Drug C’. due to some
constraints, it has decided to go for only one product line of drugs. It has provided the following data for the
year 2020-21 for each product line:

Drug Types
A B C
Revenue (in ) —_ 74,50,000 1,11,75,000 1,86,25,000
Cost of goods sold (in ) - 41,44,500 68,16,750 1,20,63,750
Number of purchase orders placed (in 560 810 630
nos) o P
Number of deljveries received 950 1,000 850

P - >



You are required to:
®)
if:

—

Hours of shelf-stocking time 900 1,250 2,350
Units sold (in nos) 1,75,200 1,50,300 1,44,500
Following additional information is also provided:
Activity Description of Activity Total Cost ) Cost-allocation base
Drug License fee Drug License fee 5,00,000 To be distributed in ratio
2:3:5 between A, B and C
Ordering Placing of orders for 8,30,000 2,000 purchase orders
purchases B
Delivery Physical  delivery  and 18,20,000 2,800 deliveries
receipt of goods - o
Shelf stocking Stocking of goods 32,40,000 4,500 hours of shelf-
- stocking time
Customer Support | Assistance provided to 28,20,000 4,70,000 units sold
customers — T 1al) -
| E I

Calculate the operating income and operating income as a percentage (%) of revenue of each product line

a) All the support costs (other than cost of goods sold) are allocated in the ratio of cost of goods sold

b) All the support costs (Other than cost of goods sold) are allocated using activity-based costing system.

(il))  Give your opinion about choosing the pro_du_ct_l_ine on the basis of operating income as a percentage (%)
of revenue of each product line under both the situation as abﬁo_ve.
Solution
@) (a) Statement of operating income
Particulars Drug A Drug B Drug C Total
Revenue (A) Ve - 74,50,000 1,11,75,000 1,86,25,000 3,72,50,000
COGS - 41,44,500 68,16,750 1,20,63,750 2,30,25,000
Gross Margin —1? 33,05,500 43,58,250 65,61,250 1,42,25,000
(-) Operating_cost (in 16,57,800 27,26,700 48,25,500 '
COGS Ratio)
Operating Income (B) —> 16,47,700 16,31,550 17,35,750 50,15,000
Operating income_"/(l (B~ (22.12"/‘()“) 14.60% 2.12% 13.46% ,
A) — N
(i) (b) Statement of Cost
Particulars Cost ) (A) Cost Driver (B) Cost per cost driver
< S (A+B)

Ordering 8,30,000 2,000 purchase order £4 —4_1. 5 per purche}g_ order L~
Delivery 18,20,000 2,800 deliveries % 650 per delivery L/
Shelf stocking 32,40,000 4,500 hours of shelf 720 p;;hour of shelf P

stocking time - stocking time
Customer support 28.,20,000 4,70,000 units sold % 6 per unit sold, |~

Statement of operating income




Particulars Drug A Drug B Drug C
Revenue (A) - 74,50,000 1,11,75,000 1,86,25,000
COGS - 41,44,500 68,16,750 1,20,63,750
Gross Margin (B) — 33,05,500 43,58,250 65,61,250
Drug License Fee (in]y 1,00,000 1,50,000 2,50,000
Ordering cost ~5|  415x560=2,32,400 | 415x810=3,36,150 | 415 x630=2,61,450
Delivery cost - | 650x950=6,17,500 | _650 x1000 = 6,50,000 ﬁg X 82(_) =15,52,500
Shelf Stocking cost — —= 720 x 900 = 6,48,000 | 720 x1250 =9,00,000 l%) x2350 =

16,92,000
Customer support - _6x175200=| 6 x 150300 =9,01,800 | 6 x 144500 = 8,67,000

10,51,200

Operating cost (C) - 26,49,100 29,37,950 36,22,950
Operating income _£1_3_— s 6,56,400 14,20,300 29,38,300
D) . .
Operating incom.ez, ( 8.81% ) ( 12.71% S 15.78%\)
(D=+A)

(it) When the operating costs are distributed on the basis of cost of goods sold, Drug A has the highest level of
—. . CE— — . # . . P ———
operating income percentage because lesser operating cost share is distributed to it.
i = Rhdet phuaidioig g o

Activity based costing shows that Drug C uses the large amount of operating cost resources than the other
—_—— —= — i =B —_— —
two drugs and simultaneously generates the highest level of revenue and thus operating income percentage

is maximum in case of Drug C.

—

—



Activity Based Costing

MCQs

Q(1). A cost driver is:

A. An item of prod—ctlon overheads B. A common cost which is shared over cost centres
C. Any cost relating to transport P7An activity whlc__generates costs
Q(2). In activity based costing, costs are accumulated by activity using:
A. Cost drivers B. Cost objects
27 Cost pools . D. Cost benefit analysis
Q(3). A cost driver:
A.Is a force behind the overhead cost B. Is an allocation base
C.Isa transactlon that is a s1gn1ﬁcant determinant of cost P27 All of the above

Q(4). Which of the following ia correct match:

Activity | Cost Driver
(a) Production scheduling =3 Number of production runs
(b) Dispatching =» | Number of dispatch orders
(c) Goods receiving 2| Goods received orders
N nspection < | Machine hours

Q(5). Transactions undertaken by support department personnel are the appropriate cost drivers. Find the out whic_h_i

appropriate:
A. The number of purchase, suppligs and customers” orders drives the cost associated with new material inventory, work-in-
progress and finished goods inventory.
B. The number of production runs undertaken drivers production scheduling, inspection and material handling
7 The quality of raw material issued drives the cost of receiving department costs
D. The number of packing orders drives the packing costs.

Q(6). Steps in ABC include:

A. Identification of a activities and their respective costs «

B. Identlﬁcatlon of cost_dgver of each activity and computation of an allocation rate per activity o
C. Allocation of overhead cost to products/services based on 1 the act1v1t_1eﬁnvolved -

7”All of the above
Q(7). Which of the following i benefit of ABC?
A. Accurate cost allocation ~~ B. Improved decision making v~
C. Better control on activity and costs v~ WP Reduction of prime cost

Q(8). The steps involved for installation of ABC in a manufacturing company include the follﬂw_in
tA"Borrowing fund =

B. Feasibility study -

C. Building up necessary IT infrastructure and training of line gmployees ~

D. Strategy and value chain a_nalysis

Q(9). Which of the following statements ar(l) Activity based managem ment involves activity analysis and
perform.g&:e measurement; (2) Activity based costing serves as a ILIE]OI‘ source of mformatlon in _A_EM

A. (1) True; (2) False 271 Tme 2) True

C. (1) False; (2) True D. (1) False; (2) False

Q(10). The key elements of activity based budgetlng are:
A. Type of activity to be performed ~ B. Quantity of activity to be performed ~
C. Cost of activity to be performed , DP~All of the above



COST ACCOUNTING SYSTEM - CONCEPTS

1. Cost Accounting System

)
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2. Reasons for Reconciliation
ﬁ

(A) Items shown only in financial accounts 22 &)ﬂ‘)&, Pa& S*))" Z"L?M Fowx
(B) Items shown only in cost accounts — e:3. N o‘)‘iou& W/M / I)'Jfﬂw

(C) Under or over recovery of overheads in cost accounts -5 P4 -» Acued oH

(D) Different basis for valuation of stock K C&'\"\'a - RE-UW’*Q OH
(E) Basis of Depreciation LéLcé'_ ;_
M DL +A'Sr)- coP_ DM+ DL +N &) O
B ot P B o (hod)

Format of reconciliation statement
(When starting point is taken as profit as per P&L accounts)

Particulars (+) Amount | (-) Amount

Profit as per P&L Accounts v -

=2 |(+) Expenses in P&L only v -
=3 |(-) Income in P&L only - v
~> |(+) Appropriations in P&L only v -
~> |(+) Under recovered O_Hs-Tn cost accounts v -
— [(-) Over recovered OHs in cost accounts - v
— |(+) Under valued opening stock in cost accounts v -
= |(-) Over valued opening stock in cost accounts - v
=2 (1) Over valued closing stock in cost accounts v -




—> |(-) Under valued closing stock in cost accounts - v
-9 |(-) Expensgs in cost accounts only - v
Total e 4 v
Profit as per é Account v
*In case of loss, the amount will appear in minus column
My oandiom med\{ ofion A
T LA8 o3 b CAr[pAL o | By PR ob hes Gy [P4L v

Al O Homs Al A e

% P ot b Phe/Car v By Lk o2 b8, MLk v~

—

—

3. Points to Remember (PTR)
(A) In case of no information then use non-integrated method
(B) Treatment of Overheads

Transfer to P&L A/c = H dine o fo. Bb

\aihow as Balance c¢/d -zA H Lephowad V\d‘m
Ln oheduont o
-3 M.\,paeb;‘mv&awwﬂw Khow oL bal- 49

>3 Mo b b thow A & ot exts ML & SR
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COST ACCOUNTING SYSTEM QUESTIONS

Question — 1
Journalise the following transactions assuming cost and financial accounts are integr}ﬁed:
(4
Raw _mgterials_purchases 20,000+
Direct Materials issued to production 15,000~
Wages paid (30% indirect) - 12,00(&]
Direct wages charged to production — 8,40
Manufact_uﬁg expenss:s_irgurred ~9,500
Manufacturing overheads charged to production ~9,200
Selling&dgi-st—ributiog_c_osts —a 2,000
Finished Products (at cost) —= 20,000
Sales o —= 29,000
Closing stock —=  Nil
Receipts from Debtors -_ 6,900
Paymeit_tg__ Creditors —= 11,000
Solution
Journal Entries
Particular Dr. Cr.
) )
AStores Ledger Control A/c Dr. . 20,000
To Creditors A/c 20,000
.~ Work-in-progress Ledger Control A/c Dr. 15,000
To Stores Ledger Control A/c 15,000
/Wages Control A/c Dr. 12,000
To Bank A/c 12,000
| Work-in-progress Ledger Control A/c Dr. 8,400
To Wages Control A/c 8,400
yctory Overhead Control A/c Dr. 3,600
To Wages Control A/c 3,600
| Eactory Overhead Control A/c Dr. 9,500
To Bank A/c 9,500
Work-in-progress Ledger Control A/c Dr. 9,200
To Factory Overhead Control A/c 9,200
Selling & Distribution Overhead Control A/c  Dr. 2,000
" ToBankAl 2,000
Finished Goods Ledger Control A/c Dr. 20,000
To Work-in-progress Ledger Control A/c 20,000




Particular Dr. Cr.
) )
Debtors A/c Dr. 29,000
" ToP&LAl 29,000
Bank A/c Dr. 6,900
| To Debtors A/c 6,900
Creditors A/c Dr. 11,000
" ToBankAl 11,000
Question — 2
The following balances were extracted from a Company’s ledger as on 30" June, 2018
Debit ) | Credit )
Raw material control A/c = | 2.,82,450
Work-in-progress control A/c —» 2,38,300
Finished stock control A/c —» 3,92,500
General ledger adjustment A/c 9,13,250
9,13,250 | 9,13,250
The follovy_in_g_tr_ansactions took place during tlwter ended 30™ September, 2018:
¢
Fact_(gﬂ)_verheads — allocated to work-in-progress 1,36,350 v
Goois__ﬁnished — at cost —3 13,76,200
Raw material purcﬁsed —> 12,43,810
Dire_ci_v-v:lges — allocat_e_dto work-in-progress -2 2,56,800~
Cost of goods sold =2 14,56,500
Raw materials — issued to production - 13,60,430
Raw materials — credite_c&}:_ suppliers —= 27,200
Raw mate@s losses — inventwudit —= 6,000
Work-in-progress rejected (with no scrap value) —> 12,300
Custome_r;s_r_eturns (wst) of finished goods —= 45,900 «
You are required to prepare: o
(i) Raw ma?erial control a/c
(il))  Work-in-progress control a/c
(iii))  Finished stock control a/c
(iv)  General ledger adjustment a/c
Solution
Raw Material Control A/c
To Balance B/d ——> 2,82,450 | By General Ledger Adj. A/c —=> 27,200
To General Ledger Adj. A/c —=> 12,43,810 | By Work in Progress Control A/c -2 13,60,430
By Costing P&L A/c (Loss) —_— 6,000
By Balance c/d (Balance figure) —= 1,32,630
15,26,260 15,26,260




Work in Progress Control A/c

To Balance b/d —2 2,38,300 | By Finished goods Control A/c ~ — 13,76,200
To Raw material control A/c —> 13,60,430 | By Costing P&L A/c —= 12,300
To Wages control A/c — 2,56,800 | By Balance c¢/d (Balancing Figure) —> 6,03,380
To Factory OH control A/c —3 1,36,350
19,91,880 19,91,880
Finished Stock Ledger Control A/c
To Balance b/d — 3,92,500 | By Cost of Sales A/c — | 14,56,500
To Work in Progress Control A/c  —>| 13,76,200 | By Balance c/d (Bal. Fig.) — 3,58,100
To General Ledger Adjustment A/c  —2 45,900
18,14,600 18,14,600
General Ledger Adjustment A/c
To Costing P&L (Sales) (Bal. fig.) —=» 25,68,910 | By Balance B/d — 9,13,250
To Raw material control A/c —> 27,200 | By Raw material control a/c —>| 12,43,810
By Wages control A/c —® 2,56,800
By Factory OH control A/c —> 1,36,350
By Finished Goods Control A/c == 45,900
9,55,000 25,96,110

Question — 3
A company operates on historic job cost accountlng system, which is not integrated with the financial
accounts. At the beginning of a month the opening balances in cost ledger were:

X (in lakhs)
- 80
Work-in-progress Control Account - 20
Finished goods Control Account -2 430
-3
—

10 )
540 &

Stores Ledger Control Account

Building Construction Account

Cost Ledger Control Account
During the month, the following transactions took place:

Materials - Purchased - 40
Issued to production —> 50

Issued to maintenance -2 6

Issued to building construction — 4

Wages - Gross wages paid —> 150
Indirect wages - 40

For building construction - 10

Works Overheads - Actual amount incurred (excluding_items shgvlr_l above) —=, 160
—— Abso‘Eed in building construction —> 20
Under absorbed —> 8

Royalty paid (0. Q_-sb> - 5

Selling, distribution and administration overheads -2 25



Sales

At _t_lE end of the month, the stock of raw material and wo

tolLS = ‘(SD—ZS)-‘—'-?*:A?

-2 450
rk-in-progress was I 55 lakhs and % 25 lakhs

respectively. The loss arising in the raw material account is treated as factory overheads. The building under
ool e = —

construction was completed during the month. Company’s gross profit margin is 20% on sales. Prepare the
- MpE g pany's g p g p

relevant control accounts to record the above transactions in the cost ledger of the company.
e —————————————— e

——

Solution
Stores Ledger Control A/c (SLC)
To Balance b/d =I—>  80|By Work-in-progress —- 50
To Cost Ledger Control (Purchased) —> 40| By Works Overhead - 6
By Building Construction -2 4
By Factory Overhead —>(5
By Balance c/d -2 55
120 120
Work in Progress Control A/c (WIP)
To Balance b/d ==  20|By Finished Goods Ledger Control - 333
To Stores Ledger Control —— 50| (B/F)
To Wages Control —> 100 |By Balance ¢/d o 25
To Factory Overhead 183
To Cost Ledger Control —_> 5
(Royalty) (Note 2)
358 358
Finished Goods Control A/c (FGC)
To Balance b/d ~—2  430|By Cost of Sales (Note 3) -2 360
To WIP (Finished Goods Produced in By Balance c/d @
the Month) —» 333
763 763
Building Construction A/c
To Balance b/d - 10| By Cost Ledger Control __ 44
To Stores Ledger Control -T2 4 | (Capitalized as Building)
To Wages Control - 10
To Works Overheads -T2 20
44 44
Cost Ledger Control A/c (CLC)
To Building Construction —= 44 |By Balance b/d —> 540
To Costing P & L A/c —>  450|By Stores Ledger Control - 40
To Balance c¢/d 483 | By Wages Control A/c -1 150
By Work Overhead - 160
By WIP (Royalty) - 5
By SDA Overheads -2 25
By Costing P & L A/c 57
977 977




Factory/Works Overhead A/c

To Stores Ledger Control -2 5| By Building Construction - 20
To Wages Control T 40 | By WIP (B/F) —_— @)
To Cost Ledger Control - 160 |By Costing P& LA/c—Under ___L > 8
To Stores Ledger Control —\ 6| Absorption (Note — 1)
211 211
Wages Control A/c
To Cost Leger Control (Gross Wages) =2 150|By WIP (Direct Wages) (B/F) —= 100
By Factory Overheads (Indirect Wages)
By Building Construction A/c —> 40
T 10
150 150
S & D Admin. Overheads Control A/c
To Cost Ledger Control —_— 25| By Cost of Sales —t> Ci? )
25 25
Cost of Sales A/c
To Finished Goods Ledger Control == 360 |By Costing P & L A/c 3?5‘ )
To SDA Overheads - 75
385 385
Costing P& L A/c
To Cost of Sales - 385|By Cost Ledger Control Sales 1> 450
To Factory Overhead - 8
To Cost Ledger Control Net Profit m
450 450
Trial Balance at the End of the Month
Stores Ledger Control - 55
Work in Progress — 25
Finished Goods Ledger Control — 403
Cost Ledger Control 483
Total (483 483 )

Note:

1. Work Overhead Under-Absorbed: There are 3 methods of treatment of under-absorption of works
overheads. There was no opening balance in works overheads Ac Under-absorption of ¥ 8 lakhs is 4% of
%205 lakhs total. It is a negligible amount. Adoption of supplementary rate is not required. Hence, it has
been transferred to the debit of costing P & L A/c.

2. Royalty PaidX 5 Lakhs: Assumed that it has been paid on the basis of production. Then it is a direct expense
which is port of prime cost. Hence, it has been debited to WIP control A/c.

3. Sales 450 v«

Less: G. P. 20% on sales 90 v

Cost of sales = 4

e



Question — 4

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 in respect of January:

(1) Incomplete Ledger Entries

Raw Material A/c
% %
Beginning Inventory 32,000
Work in Progress A/c
N . & ?q 280 |
Beginning Inventory 9,200 Finished Stock 151000
Creditors A/c
Posgnend 9 %0 N
Closing Balance 19,200 Opening Balance 16400
Manufacturing Overheads A/c
% %
Amount Spent -+ 29,600
Finished Goods A/c
% %
Opening Inventory <7 24,000 Closing Inventory 30000

(i1) Additional Information:

(a) The cash book showed that < 89,200 have been paid to creditors for raw material
(b) Ending inventory of work in progress included material X 5,000 on which 300 direct labour hﬁ)&rs have

been booked against wages and overheads
(c) The job card showed that workers have worked

—_—
(d) Overhead recovery rate w

You are required to complete the above accounts in the cost ledger of the company.

.00

direct labour hour.

rs. The wage rate is X 10 per labour hour.

v
Med: = SO0
lede = 3680

Solution
oru Ty
Raw Material Control A/c CLoom™) ?__&":
To Balance b/d « 32,000 | By Work-in-progress = 53,000
To Creditors —> 92,000| By Balance c/d (B/F) 71,000)
1,24,000 1,24,000
Work in Progress Control A/c (WIP)
To Balance b/d v 9,200 | By Finished Goods Ledger Control N 1,51,000
To Raw Material Control (B/F) @ By Balance c/d
To Wages Control (7,000 x 10) —=> 70,000 | Material 5,000 ~*
To Manufacturing Overhead —=2 28,000 | Wages (300x10) 3,000

( 'leooM)



NS

Overheads (300x4) 1,200 ~~ @ )}

1,60,200 1,60,200

Creditors A/c
To Bank ~— 89,200 | By Balance b/d 16,400
To Balance c/d 19,200 | By Material (Purchase) (B/F) - @
1,08,400 1,08,400

Manufacturing Overheads A/c
To Amount Spent [ 29,600 | By Work-in-progress (7,000x4) - 28,000
By P&L (B/F) (1,600
29,600 29,600
Finished Goods A/c

To Opening inventory ~" 24,000 | By Cost of Sales (B/F) ( 1,45,000
To Work-in-progress — 1,51,000 | By Closing Inventory s 30,000
1,75,000 1,75,000

Question — 5

R Ltd. showed a Net profit of ¥ 3,60,740 as per their cost accounts for the year ended 31* March, 2021. 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 +

1. Over valuation of closing stock in cost accounts 7,300 6

iii. | Rent received credited in financial accounts 5,450 (D)

1v. Bad_iebts provided in financial accounts 3,250 4@

V. Income tax provided in ﬁnanci_al_ accounts 15,900 43

V1. Loss on sale of capital asset debited in financial accounts 5,800(3

Vil. Under recovery of administration overheads in cost accounts 3,600 (5

Required to prepare a reconciliation statement showing the profit as per financial records.
Solution
Reconciliation Statement
Particulars +R) -R)
Profit as per cost accounts —2 3,60,740 -
Add: Over recovered selling OHs 10,250 -
Less: Over valued closing stock in cost accounts - 7,300
Add: Rent received credited in financial accounts 5,450 -
Less: Bad Debts provided in financial accounts - 3,250
Less: Income tax provided in financial accounts - 15,900
Less: Loss on sale of capital assets in financial accounts - 5,800
Less: Under recovered administration overheads in cost - 3,600
3,76,440 35,850
4=as¢ as per financial account 3\!0 <%0 < ﬁ;éﬁﬁﬂﬁja

—
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Question — 6
The profit and loss account of ABC Ltd. for the year ended 31* March, 2021 is given below:

—

Profit and Loss Account
(for the year ended 31° March, 2021)

To Direct Material -~ *6,50,000 | By Sales -~ 15,00,000
To Direct Wages —5V73.50,000 (15,0Mnits)
To Factory overheads {‘:, ' 2,60,000 | By Dividend received —> 9,000
To Administrative overheads - £ +~1,05,000
To Selling overheads —5 ~/ ~/§5,000
To loss on sale of investments —> 2,000
To Net Profit < 57,000
15,09,000 15,09,000

° Factog overheads are 50% fixed and 50% variable

e Administrative overheads are 100% fixed —

e Selling overheads are completely variable

e Normal production capacity of ABC Ltd. is 20,000 units

e Indirect expenses are absorbed in the cost accounts on the basis of normal production capacity.

e Notional rent of own premises charged in cost accounts is amounting to I 12,000.
—— —— —— —

You are required to:

(i) Prepare a cost sheet and ascertain the Profit as per cost Records for the year ended 31* March, 2021.

(i) Reconcile the profit as per Financial records with Profit as per Cost Records.
Solution
(i) Cost Sheet
Particulars Amount
Raw material consumed - 6,50,000 4=
Direct wages -2 3,50,000”
Prime Cost 10,00,000
2,60 oo}),x;)% v
Add: Fixed factory overheads (— X 15,000) 97,500
20000
Add: Variable factory overheads (2,60,000 % 50%) 1,30,000 — 2',67,500
Add: Notional rent of own premises —> 12,000
GFC/NFC/COP/COGS | — 12,39,500
L 1,05:000 — —= <78.750
Add: Administrative overheads ( ——— X 15,000) >
20,000~
Add: selling & Distribution overheads -—?'/85,000

Cost of Sales | —s 14,03,250

Add: Profit (Balancing figure) C 96,75& 9/

Sales | —, 15,00,000

(ii) Reconciliation Statement
Particulars +R®) -®)
Profit as per P&L Account — 57,000 -




Add: Unc‘l_elf_ecovered fac‘Ql_'querheads (2,60,000 — 2,27,500) 32,500 -
Less: Notional rent of own premises - 12,000
Add: Under recovered administrative overheads (1,05,000 — 26,250 -
78,750)
Add: Loss on sale of investment - 2,000 -
Less: Dividend received - - 9,000
Total 1,17,750 21,000
Profit as per Cost Account @6,?5/@) -

Question — 7
The following is the summarized Trading and Profit and Loss Accourﬁ SK Ltd. for the year endgi 31* March,
2021:
Particulars Amount %) Particulars Amount %)
Direct Material +14,16,000 | Sales (30;(29;1nits) - 30,00,000
Direct Wages /'7,42,000 | Finished stock (2,0Mnits) 1,67,500
Works Overheads 4,26,000 | Work-in-progress:
Administration Overheads 1,50,000 | - Materials « 34,000 Ral
Selling & distribution overheads 1,65,000 | - Wages v 16,000 <~lS:T.:;'
Net Profit for the year 3,22,500 | - Work overheads 4,000 54,000 [0 tvo
32.21,500 32.21,500| Eeoere

The company’s cost records show that in course of manufacturing a standard unit (i) works overheads have been

charged @ 20% on_prime cost (i1) administration overheads are related with production activities and are

recovered atT 5 p per finished unit, and (iii) selling and distribution overheads are recovered at X 6 per unit sold.
———— — e —

You are required to prepare:

(i) Costing Profit and Loss Account indicating the net profits

(i) A statement showing reconciliation between profit as disclosed by the Cost Accounts and Financial

Accounts

Solution

vd

Units produced = Units sold + Cl. Stock FG — Op. Stock FG = 30 000 + 2 000-0 @
Costing Profit & Loss Account

Particulars Amount ) Particulars Amount )
Material consumed ™ 14,16,000 | Sales (30,000 units) 30,00,000
Direct wages - 7,42,000
Prime cost N 21,58,000 ,
Work overheads (20% of prime cost) - 4,31,600 l) e
Gross factory cost —D 25,89,600
Less: Work-in-progress B (60,000)
Net Factory cost 25,29,600
Administration overheads (SSXgOO) 1,60,000
Cost of production - 26,89,600




Less: Finished s‘[ock(%'{;;g00 X 2,660) — (1,68,100)
32,000
Cost of goods sold T —_) 25,21,500
Selling & distribution overheads — 1,80,000
@30,000)
Cost of sales 27,01,500
Profit (Bal. fig.) @)
30,00,000 30,00,000
Reconciliation statement
Particulars +R®) -®)
Profit as per cost accounts o) 2.98,500 -
Add: Over recovered work OHs 5,600 -
Less: Omi{;d closing WIP in cost accounts - > 6,000
Add: Under recovered Administration OHs 10,000 -
Less: Over ValuedEtock in cost accounts - 600
Add: Over recovered selling & distribution OHs 15,000 -
- 3,29,100 6,600
Profit as per profit & loss account ,22,500 -
Question — 8
The financial books of a company reveal the following data for the year ended 31 March, 2021:
Particulars L4
Opening Stock: — g
Finished goods 625 units —2 53,125
Work—in—process_ ~> 46,000 v
01.04.2020 to 31.03.2021
Raw materials consumed =5 8,40,000
Direct labour - 6,10,000.-
Factory overheads - 4,22,000 4
Administration overheads (production related) ) 1,98,000 - § *b
Dividg&paid - 1,22,000
Bad Debts 18,000
Selli;:g- and Distribution Overheads 72,000 |
Intereire.ceived 38,000 | %
Ren‘ﬂeived 46,000 |

Sales 12,615 units v~

—_—

Work-in-process

v
Closing stock: Finished goods 415 units

22,80,0007 @l
- 45,650’} .

= 41,200

The cost records provide as under:
—

—

»  Factory overheads are absorbed at 70% of direct wages

»  Administration overheads are recovered at 15% of factory cost

—————




> Selling and distribution overheads are charged at X 3 per unit

»  Opening stock of finished goods is valued at ¥ 120 per unit *~

»  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 31* March, 2021. Show

> The profit as per financial records

» The profit as per costing records
gt =Rt

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

Solution -
(a) Statement of Profit as per Financial Records
Particulars ?/ Particulars g
To Opening stock of Finished goods /53,125 | By Sales — 22,80,000
To work-in-process ~~~76,000 By Closing stock of Finished 1o 45,6507
Goods
To Raw materials consumed +%.,40,000 By Work-in-process s ‘4:’1,20Q_
To Direct labour —6,10,000 | By Rent received 46,000 |
To Factory overheads ‘/4,22,000 By Interest received 138,001_
To Administration overheads ~1,98,000
To Selling & Distribution overheads "/72,000
To Dividends paid [1,22,000
To Bad Debts 18,000
To Profit 69,7£
24,50,850 24,50,850

Units produced = Units sold + Closing stock — opening stock = 12,615 + 415 — 625

—

Statement of Profit as per Costing Records

Particulars L4
Raw material consumed - ~%.40,000
Direct labour —5 ~,10,000
Prime cost 14,50,000
Factory overheads (6,10,000%70%) —_ ~4,27,000
Factory cost 18,77,000
Add: Opening WIP '; v~ 46,000
Less: Closing WIP é “(41,200)
Factory cost of goods purchased 18,81,800
Add: Administration overheads (15% x 18,81,800) ~ 282,270
Cost oilirgduction 21,64,070
Add: Opening stock (625 * 120) - - ~75,000
Less: Closing stock (211’26:3570 X 42_5) - (72,397




Cost of goods sold _D 21,66,673
Selling and distribution overheads (12_,@ 3) ) 37,845
Cost of sales 22,04,518
Profit (Bal. fig.) ( 75,482
Sales 22,80,000
(b) Reconciliation Statement
Particulars +®) -
Profit as per cost accounts C 75,487) -
Add: Over absorbed administration overheads 784,270 -
Add: OV-LValued opening stock of finished goods - 21,875 -
Add: Interest received ~38,000 -
Add: Rent received 46,000 -
Add: Factory overheads over absorbed 75,000 -
Less: Selling & distribution overheads under - "/34,155
recovered >
Less: closing Mvewalued - 26,747
Less: Dividend - v’ 1,22,000
Less: Bad debts - v~ 18,000
2,70,627 2,00,902
Profit as per financial accounts 69,725 D -
>

Note — It is assumed that administration overheads are related to production.




Cost Accounting System

MCQs

Q(1). Under the Non- 1ntegrated accounting system

A. Same ledger is malntalned for cost and financial accounts by accountants
\B~Separate ledgers are malntamed for cost and ﬁnanmal accounts

C. (a) & (b) both

D. None of the above

Q(2). Notional costs

A. May be included in integrated accounts B May_be included_in Non-integrated accounts
C. Cannot be included in Non-integrated accounts D. None of the above

Q(3). Under Non-integrated accounting system, the account made to complete double entry is:
A. Stores ledger control account B. work-in-progress control account
C. finished goods control account ' General ledger adjustment account

Q(4). Integrated systems of accounts are maintained

A. In separate books of accounts f s for costlnLnd financial accounting purposes
P In same t books of accounts

C. Both (a) & (b)

D. None of the above

v
Q(5). Under Non-integrated system of accounting, purchase of raw material is debited to y Wthh account

A Material corﬁol account/ Stores ledggr_ control account B. General ledger adjustment account
C. Purchase account D. None of the above

Q(6). Under Noriltegrated accounts, if materials worth, I 1,500 are purchased for a special job, then which account ‘Eill be
debited:

X Special 1] job account / Work-in-Process account B. Material control account
C. Cost Control Account D. None of the above

v/
Q(7). Which account is to be debited if materials worth X 500 are returned to vendor under Non-integrated accounts:

e Cost ledger control account B. Finished goods control account
C. WIP control account D. None of the above

Q(8). Which of the following items is included in cost accounts?
a4 Notional rent ~ B. Donations »=&
C. Transfer to general reserve )& D. Rent receivable/

Q(9). When costing loss X 5,600, administratiye overhead under-absorbed being X 600, the loss as per ﬁnanci;al. accounts
should be

A. 35,600 AT 6,200 ~Sbeo - b

C.%5,000 D. None of the above =~ 600

Q(10). Which of the following items should be added to costing profit to arrive at financial profit?
ver-absorption of works overhead «~ B. Interest paid on debentures A&
C.Income tax paid o D. All of the above



JOB & BATCH COSTING - CONCEPTS

1.

Job Costing

> It is that form of specific order costing under which each job is treated as a cost unit and
costs are accumulated and ascertained separately for each job. -

> In other words, it is that form of specific order costing which applies where work is
undertaken according to customer’s requirement.

> It is generally used in industries where production is not on continuous basis, rather it

is only when order from customers are received according to their specifications e.g.

printing press, repair shop, etc.
> In this method cost of each job is computed by preparing the Job Cost Sheet.

Batch Costing

» It is that form of specific order costing which applies where similar articles are
manufactured in batches either for sale or use within the undertaking.

» Each batch of output is a cost unit and is costed separately.
» The total batch cost divided by number of units produced in a batch gives cost per unit.
» It is generally undertaken in case of pharmaceutical production, shoes, garments, etc.

Economic Batch Quantity (EQQ) o
It is that batch size at which sum total of ezst=siag cost and carrying cost is minimum.
v’ -~ R

2XAXS

EQQ = -

Where, A = Annual requirement of raw material

S = Set-up cost per batch

C = Carrying cost per unit per annum




JOB & BATCH COSTING QUESTIONS

Question — 1
The following data presented by the supervisor of a factory for a Job.
T o 3 per unit
Direct material ~ 120
Direct wages @ R 4 per hour - 60 v
(Departm_el_ly_%—é}_'l&rs., B-7hrs, (_J—z._l.lrs & .I.)..'.%EIS)
Chargeable Expenses 20~
Total 200 ( O E.&'ﬁ
Analysis of the Profit and Loss Account for the year ended 31* March 2019
- T 2 ' 2
Material used —a 2.00,000 v Sales 4,30,000
Direct Wages:
Dept. A 12,000 =
Dept. B 8,000+
Dept. C 10,000
Dept. D 20.000 =4 50,006/ =Mz 12500 Whd-
Special Stores Items 6,000
Vdverheag]s: -
Dept. A 12,000
Dept. B 6,000
Dept. C 9,000
Dept. D 17.000 44,500
Gross Profit c/d 1,30,000
o 4.30,000 4.30,000
Selling Expenses Gross Profit b/d 1,30,000
Net Profit 40,000
1,30,000 1,30,000

It is also to be noted that average hourly rates for all the four departments are similar. Required:
— —_— —_—

(1) Prepare a Job Cost Sheet

(i)  Calculate the entire revised cost using the above figures as the base.

iii)  Add 20% profit on selling price to determine the selling price.
o070 P Z1ng P 2 Pt

Solution
Working Notes:

Overhead recovery rate on overall bas1s

Overhead recovery rate = , [_.,\,~ )"\3” SL
— LA O




Statement of calculation of recovery rates

—
Particulars Working ( Recovery Rate D
Dept. A on_ 12,000~ % 4 per direct labour hour 1
Lroh (12,000)
4
Dept. B 6,000 3 3 per direct labour hour
(8,000) -
4
Dept. C 9,000 3 3.60 per direct labour hour
(10,000)
4
Dept. D 17,000 3 3.40 per direct labour hour
(20,000) - —_— 1
4
Selling exp. As % of 90,000 < 100 30% of NFC +~
- o
NFC (2,00&)0 + 50,000 + 6,9_90 + 4@0@

(i) Statement of calculation of cost of Job
Particulars Working Amount )
Material = 120
Wages =® 60
Chargeable expenses - 20
Prime Cost 200
(+) Overheads (i+j+_2+_g)@ 52.80 «
GFC\NFC —> 252.80
(+) Selling expenses 30% x 252.80 - 75.84
Total Cost C328.64T>
(ii) Statement of calculation of cost of Job
Particulars Working Amount )
Material 120
Wages 60
Chargeable expenses 20
Prime Cost 200 v~
(+) Overheads Dept. A=4 x4.00=16
Dept. B="7x3.00 =21
Dept. C=2 % 3.60=7.20
Dept. D=2 % 3.40 = 6.80 51 -
GFC\NFC 251
(+) Selling expenses ( 30% x 251) 75.30
Total Cost @6.3D/

(iii) Statement of calculation of selling price of job

Total cost of job

3326.30



Add: Profit (326.30 x %) 281,58 «
Sales T407.88 v~

Question — 2

In a manufacturing company, factory overheads are charged as fixed percentage basis on direct labour and office

overheads are charged on the basis of percentage of factory cost. The following information are available related
to the year ending 31% March:

Product A Product B
Direct materials - ~ 319,000 -~ 315,000
Direct Labour —_> « 315,000 -~ 325,000
Sales - v 60,000 ~ 80,000
Profit - 25% on cost 25% on sales price
You are required to find out:
(a) The percentage of factory overheads on direct labour
(b) The percentage of office overheads on factory cost
—_— —_—
Solution n
Let factory OH % on Direct labou 1o
Let administration OH % on net factomcos@a%;
Statement of Cost
Product A Product B
\2.5 Sales ~ 60,000 80,000 l
LS Profit 12,000 [(60,000 x (25/125)] 20.000 (80,000 x 25%)

15O Total Cost (38,000)) 6osos = S| 60.000

Statement of Cost

Product A Product B
Direct Material 19,000 ~ 15,000
Direct labour 15,000 ~ 25,000
Prime cost —2 34,000 40,000
Factory OHs 150x 250x
NFC/COP/COGS 34,000 + 150x 40,000 + 250x
(+) Admin. OH 340y + 1.5xy 400y + 2.5xy
COS 34,000 + 150x +340y + 1.5xy 40,000 + 250x + 400y + 2.5xy
34,000 + 150x + 340y + 1.5xy = 48,000 (1)
& 40,000 + 250x + 400y + 2.5xy = 60,000 2)

Multiply equation (1) by 2.5 and equation (2) by 1.5 and subtract them, we get
85,000 + 375x + 850y + 3.75xy = 1,20,000

+60,000 £ 375x + 600y + 3.75xy = £90,000

We get,



25,000 + 250y = 30,000
y=20
Put value of y = 20 in equation (1),
34,000 + 150x + 340(20) + 1.5x(20) = 48,000
x=40
Thus, Factory OH % on direct labour = 40% and administration OH % on factory cost =20%

Question — 3 o

v o
AUX Itd. has an annual demand from a single customer for 60,000 Covid-19 Vaccines. The customer prefers to
order in the lot of 15,000 vaccines per order. The production cost of vaccine is < 5,000 per vaccine. The set-up

cost per production run of Covid-19 vaccines is X 4,800. The carrying cost is I 12 per vaccine per month.

0

You are required to:

(i)  Find the most Economical Production Run
(ii)) Calculate the extra cost that company incurs due to production of 15,000 vaccines in a batch.

Solution o
(1) Annual demand = A = 60,000 vaccines
Set-up cost per run = S =3 4,800 +~

Carrying cost per unit per annum = C =3 12 x 12 @ o

2xAxS _ [2x60,000%4,800 -
Economlc Batch Quantity = \/ \/ a2 =‘2,000 Vaccmess

(i1) Statement of Cost
Particulars Batch size = 2,000 vaccines Batch size = 15,000 vaccines
Set-up cost 20090 4,800 = 1,44,000 2552 X 4,800 = 19,200
« 2,000, __—“ 15,000, —
Carrying cost 20 144,= 144, 000 19990 % 144 = 10,80,000
L2 — Z) —
Total Cost — ] 2,88,000 @,99@,
Extra cost =% 10,99,200 — ¥ 2,88,000 ﬂ? 8,11,200)
Question — 4

A jobbing factory has undertaken to supply 300 pieces of a component per month for the ensuing six months.
Every month a batch order is opened against which materials and labour hours are booked at actual. Overheads
are levied at a rate per labour hour. The selling price contracted for is X 8 per piece. From the followiq&data
calculate the cost and profit per piece of each batch order and overall position of the order for 1,800 pieces.

Month Batch output Material cost Direct wages (X) | Direct labour hours
) ([
January 310 1150 ~ 120 240 '\
February 300 1140 ~ 140 280
March 320 1180 — 150 280
April 280 1130 - 140 270
May 300 1200 - 150 300 \
June 320 1220 - 160 320 )




v
The other details are:

Month Chargeable~” | Direct labour~" Q.p
expenses () hours E—
January 12,000 4,800
February 10,560 4,400
March 12,000 5,000
April 10,580 4,600
May 13,000 5,000
June 12,0&. 4,8&_
ﬁw // ,/
Solution
Statement of Cost and Profit per_batch
Particulars Jan. Feb. | March | April May June Cf-o\taD
Batch output (in units) —> 310 300 320 280 300 320 1,830
@)Sale value @) (= R.8 — 2,480 2400| 2,560 2,240 2,400 2,560 14,640
Material cost () (How Db - 1,150 1,140 1,180 1,130 1,200 1,220 7,020
Direct wages () (Fbow ") 120 140 150 140 150 160 860
Chargeable expenses™ ) —> 589 687 687 662 736 785 4,146
@ Total cost (%) — 1,859 1,967 2,017 1,932 2,086 2,165 12,026
Profit per batch (X Xﬂ - Q = C)\ 621 433 543 308 314 395 2,614
Total cost per unit (X )CIL"- \JV\'J'BJ 6.00 6.56 6.30 6.90 6.95 6.77
Profit per unit (%) Y'C = uv;‘ﬁ] 2.00 1.44 1.697 1.10 1.05 1.23 1.43
Overall position of the order for 1,&00 units
Sales value of 1,800 units @E_S_Qr unit - 14,400
Total cost of 1,800 units @ 6.57 per unit —% 11,826
=

Profit

Total Chargeable Expenses 70,140"

*Chargeable Expenses Rate =
—

Total direct labour hours

28,600

.7 4
% 2.452448 per labour hour

It is assumed that recovery rate is based on overall 6 months period. Other way is to compute recovery rate
aer way )

for each month and then compute the cost.

Question — 5

SK Confectioners (SKC) owns a bakery which is used to make bakery items like pastries, cakes and muffins.

—

SKC use to bake at least 50 units of any item at a time. A customer has given an order for 600 cakes. To process

—

————

a batch, the following cost would be incurred:

Direct materials
Direct wages

Oven set-up cost

- %5000 v

- < %500 (irrespective of units)

- _ 750 (irrespective of units)

——

SKC absorbs production overheads at a rate of 20% of direct wages cost. 10% is added to the total production
cost of each batch to allows for selling, distribution and administration overheads. SKC requires a profit margin

—

of 25% of sales value.




Required:
(a) Determine the price to be charged for 600 cakes
—— ————

(b) Calculate cost and selhng price per cal cake

(c) Determine w! e what would be selling price per unit if the order is for 605 cakes.

No-ﬁ 60§~ |2-lo @

Solution

(a) Statement of ytermination of selling price

No. of batch = 600 units + 50 units = 12 batches
— ) [ ——]

Particulars Amount )
Direct material cost (5,000 x 12) 60,000
Direct wages (S.OO_XJ. 2) ~ 6,000
Oven set-up cost (750 x 12) 9,000
Production overheads (20% % 6,000) 1,200
Total Production cost -2 76,200
S&D and Administration overheads (10% X 76,200) — 7,620
Totalcost 83,820
Profit (1/3 x 83,820) 27,940
Sales value tgg,g),o =~ 73']',1 1,11,760
(b)  Cost per cake = 83,820 + 600 =% 139.70~"
Selling price per cake = 1,11,760 ~ 600 =3 186.27 v
(c) Statement of determination of selling price
Particulars Amount )
Direct material costg(% X 605 ’ 60,500
Direct wages (SM 3) 6,500
Oven set-up cost (750 x 13) 9,750
Production overheads (20% % 6,500) 1,300
Total Production cost 78,050
S&D and Administration overheads (10% % 78,050) 7,805
Total cost 85,855
Profit (1/3 x 85,855) 28,618
Salesvalue [ RS QLSS = 77 114,473
Selling price per unit (1,14,473 + 605) C 18921)

=



Batch Costing

MCQs

Q(1). Different businesses in order to determine cost of their product or service offermg follow:

W Different methods of costlng - B. Uniform costing -
C. Different techniques of costing D. None of the above

Q(2). In order to determine cost of the product or service, following are used:

A. Techmques of costing like ma marginal, standard etc. B~ Methods of costing
C. Comparatives D. All Ofl_ﬁe above

Q(3). Unit costing is applicable where:

A. Product produced are unique Jue and no 2 products are same

B. Dissimilar articles are_:_g'oduced as per customer,ggemﬁcatlon
2 Homogeneous articles are produced on large scale

D. Products made requirgg_ifferent raw materials

Q(4). In case product produced or_jobs undertaken ar¢ of diverse nature, the system of costing to be used should be:

A. Process costing B. Operating costing
J#~Job costing D. None of the above

Q(5). Job costing is:
A. Applicable to all industries regardless of the products or services provided
B. Techniques of costing
C. Suitable where similar products are produced on mass scale
L™ Method of costing used for non-standard and non-repetitive pr_oducts

Q(6). The production planning department prepares a list of materials and stores required for the completion of a spemﬁc
job order, this list is known as:

A.Bincard ~ B7Bill of material

C. material requisition slip D. None of the above

Q(7). Batch costing is a type of:

A. Process costing B Job costing

C. differential costing D. Direct costing

Q(8). Batch costing is similar to that under job costing €xcepdwith the difference that a:

A. Job_becomes a cost unit N 4 Batch becomes the cost unit instead of a ]Ob
C. Process becomes a cost unit D. None of the above

Q(9). The main points of distinction between job and contract costing includes:

A. Length of time to complete B. Blg_l_obs
C. Activities to be done outside the factory area WP All of the above

Q(10). Economic batch quantity is that size of the batch of production where:
A. Average cost is minimum B. Setaup cost of machine is minimum
C. Carrying cost is minimum P Both (b) and (c)



Job Costing

MCQs

Q(1). In case product produced or jobs undertaken are of diverse nature, the system of of costing to be used should be:
A. Process costing B. Operation costing
2 Job costing D. None of the above

Q(2). The production planning department prepares a list of materials and storgs rgquired for the completion of a specific
job order, this list is known as:

A. Bin card wAB”Bill of material

C. Material requisition slip D. None of the above

Q(3). Job costlng is similar to that under Batch costing ‘ with the difference that a:
A. Job becomes a cost unit w87 Batch ‘becomes the cost unit instead of a job
C. Process becomes a cost unit D. None of the above

Q(4). In job costing which of the following documents are used to record the issue of direct material to a job:
A. goods received note tB” Material requisition note
C. Purchase order D. Purchase requisition

Q(5). The most suitable cost system where the products differ in type of materials and work performed is:
/€ Job costing B. Process costing
C. Operating costing D. None of the above

Q(6). Which of the following statements i
I Job cost sheet may be used for gstimating profit of jobs «~
B. Job costing cannot be used in conjunction with marginal costing w
C.A produ(_::@g ‘order is an order recelved from a customer for particular jobs
D. Norﬁgf the above -

Q(7). Whichof the following statement i
A. Job cost sheet may be prepare for fagilitating routing and scheduling of_the job

B. Job costing can be suitably used for concerns producing uniformly any specific product
C. Job costing cannot be used in companies using standard costing ‘

\P.ﬁ\Io?e_ of the above




Introduction to Cost & Management Accounting

MCQs

Q (D). is anything for which a separate measurement is required.
A. cost unit ‘/B’ cost object —
C. cost driver — D. cost centre

Q (2). Which of the following is@ about cost control?

A. It is a corrective function B. It challenges the set standards
271t ends when targets achieved D. It is concerned with future

Q (3). Cost unit in power sector is:
A. Kilometer (KM) B’ Kilowatt-hour (kWh)
C. Number of electric points D. Number of hours

Q (4). Process costing method is suitable for

A. Transport sector » B Chemical industries ~

C. Dam construction & D. Furniture making =

Q (5). Distinction between direct cost and indirect cost is an example of classification.
LBy Element B. By Function

C. By Controllability D. By Variability

Q (6). The advantages of using IT in Cost Accounting doenclude:
A. Integratlon of Var101£ functions v
“B”Stock n needs to be reconciled with goods received note #
C. Reductron in multlc_ltlof documents -
D. Customrzgi reports can_b_e prepared

Q(7). A taxi provider charges minimum < 8 X 80 thereafter X 12 per kilometer of distance travelled, the behavior of conveyance
cost is:

A Fixed cost A Semi-variable cost

C. Variable cost D. Administrative cost

Q(8). SK Ltd. has three production department, each department has two machines, Wthh of the followrne

treated as a cost centre for cost allocation:

A. Machme_s_u_nder the production department ~~ B. Production departments ~~
C. Both production department and machines ~ o SK Ltd.
Q(9). Which of the following is_an example of functional classification of cost:
A. Direct mater1al cost - B. Fixed cost -

&2 Administrative overheads _- D. Indirect overheads «
Q(10). Ticket_eounter at railway station will be covered under centre.
A. Cost F Revenue

C. Profit D. Investment



