BASIC CONCEPTS

| Question 1. ‘

Calculate raw material consumed, direct labour ,céattory overheads, administration overheads,ingelbnd
distribution overheads and also prepare the cestsin the basis of following information-

Debit Credit
Rs. Rs.
Inventories:
Raw materials 1,40,000
Work-in-Progress 2,00,000
Finished Goods 80,000
Office appliances 17,400
Plant & Building 4,60,500
Buildings 2,00,000
Sales 7,68,000
Sales returns and rebates 14,000
Materials purchased 3,20,000
Freight on Materials 16,000
Purchase Return 4,800
Direct Labour 1,60,000
Direct Expense 50,000
Indirect Labour 18,000
Factory supervision 10,000
Factory repairs and upkeep 14,000
Heat, light and power 65,000
Rates and taxes 6,300
Miscellaneous expenses (Fact) 18,700
Sales commission 33,600
Sales traveling 11,000
Sales promotion 22,500
Distribution Dept. salaries
& Expenses 18,000
Office Salaries and expenses 8,600
Interest on borrowed funds 2,000
Dividend income 20,000
Bad debts 5,000

Additional information:
1. Closing inventories : Raw materials Rs. 1,80;800rk in Process Rs. 1,92,000 and Finished SteckiR.5,000
2. Accrued Expenses: Direct labour Rs. 8,000; bddilabour Rs. 1,200 and Interest on borrowed fiRgl2,000
3. Depreciation to be provided on: Office Appliased 5%. Plant and machinery at 10% and Building®a

(a) Heat, light and power; in the ratio of 8 : 1 to factory, office, and selling and distribution

(b) Rates and taxes: two-thirds to factory andthivel to office.

(c) Depreciation on buildings in the ratio of 8 : 1 to factory, office, and selling and distriiomt
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With the help of above information you are reqdito prepare a condensed profit & loss statenfeiaigether
company. For the year ended"3ep., 1986 along with supporting schedule of

(i) Cost of sales (ii) Selling & distribution egpses. (i) Administration expenses.
Answer: (i) 764025 (ii) 92400 (iii) 18875 Net profit (10025)
| Question 2. ‘

The Margo Company has just completed operationgh®ryear 1999. The company’s Assistant Accounfahb is
very inexperienced) prepared the following Profitld.oss Statement for the year’s activities:

Sales Rs. 32,00,000

Operating Expenses:

Insurance Rs. 40,000

Gas, Electricity and Water 1,00,000

Direct Labour Cost 6,00,000

Indirect Labour 1,20,000

Depreciation on factory Equipment 1,60,000

Raw Materials Purchased during the year 12,00,000

Rent 4,00,000

Selling & Administration Overheads 3,20,000  29,40,000

Net Profit 2,60,000
The following adjustments had not been made whiégaring the above accounts:-
0] Opening Closing

Stock of Raw Material e 1,50,000

Stock of work — in — progress 4,20,000 4,80,000

Stock of Finished Goods 5,40,000 4,00,000

(i) 10% of Gas & electricity & water, 30% of Insance & 20% of Rent are to

Administration Overhead.

Answer: Net Profit 3,30,000.

be apportioned to selléng

| Question 3.

Following data are extracted from Pavan Kishoreustides for the year 1991

Opening stock of raw materials Rs. 25,000
Closing stock of raw materials 40,000
Purchases of raw materials 85,000
Carriage inwards 5,000
Wages direct 75,000
Wages indirect 10,000
Other direct charges 15,000
Rent and Rates — factory 5,000

office 500
Indirect consumption-material 500
Depreciation-Plant 1,500
Depreciation-Office furniture 100
Salary-office 2,500
Salary-salesman 2,000
Other office expenses 900
Other factory expenses 5,700
Managing Director’'s remuneration 12,000
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Other selling expenses
Travelling expenses
Carriage outwards

Sales

Advance income tax paid
Advertisement

Managing Director’s remuneration is to be allocaasdRs. 4,000 to the factory. Rs. 2,000 to theefiind Rs. 6,000 to

the selling departments. From the above informapoepare:

1,000
1,100
1,000
2,50,000
15,000
2,000

(a) Prime cost, (b) Works cost, (c) Cost of produrt(d) Cost of sales, (e) Net profit.
Answer: (a) Rs. 1.65,000, (b) Rs. 1,91,700, (c) Rs97,700 (d) Rs. 2,09,800, (e) Rs. 40,200; Advateeis an item

of financial accounting.

| Question 4.

A fire occurred in the factory premises on OctoBé&r 2003. The accounting records have been destrdyertain
accounting records were kept in another buildingeyT reveal the following for the period September2@03 to

October 31, 2003:

0] Direct materials purchased.

(i)  Work in process inventory, 1.9.2003

(i)  Direct materials inventory, 1.9.2003

(iv)  Finished goods inventory, 1.9.2003

(v) Indirect manufacturing costs 40% of conversiost
(vi) Sales revenues

(vii) Direct manufacturing labour

(viii) Prime costs

(ix) Gross margin percentage based on revenues 30%
(x)  Cost of goods available for sale

The loss is fully conversed by insurance. The iasce company wants to know the historical coshefibventories as
a basis for negotiating a settlement, althoughsdtdement is actually to be based on replacenstt oot historical

cost.

(i) Finished goods inventory, 31.10.2003

(i) Work-in-process inventory, 31.10.2003

(i) Direct materials inventory, 31.10.2003

Answer : 1. 175500 2. 148167 3. (i) 30775 (ii) 628@i) 94500

Rs. 250000
Rs. 40000
Rs. 20000
Rs. 37750

Rs. 750000
Rs. 222250

Rs. 397750

Rs. 555775

| Question 5.

The following are the Maintenance Costs incurredhiMachine
hours:-

Month Machine Hours
January 2000
February 2200
March 1700
April 2400

May 1800
June 1900
Total 12000

Shop for six months with correspondinachine

Maintenance Costs

300
320
270

340

280
290

1800

Analyse the Maintenance Cost which is semi-variatite fixed and variable element.

Answer: Variable cost p.h 0.10; Fixed cost 100
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Question 6.

B & Co. has recorded the following data in the twost recent periods:

Total cost of production Volume of production
Rs. (units)
14600 800
19400 1200

What is the best estimate of the firm's fixed cqsds period ?

Answer: Variable cost p.u- 12 ; Fixed cost 5000

CA, Inter Nov 1995

Question 7.

Mr. Ram purchased 1000 units for Rs. 8200. The Mbiass is 10% of the Qty. purchased. The scrapredllise Re 1
p.u. The actual quantity received is 700 unitsc@ake normal cost p.u., value of goods receivetladmormal loss.

What would have been your answers in above questitire actual Qty. received were 950 units?
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DIRECT MATERIAL

| Question 1.

You are given the following information-

Annual requirement of raw material 40,000 kg
Ordering cost per order Rs 100
Carrying cost per annum 2%
Purchase price per kg Rs 100

You are required to:-

(i) Calculate EOQ

(ii) Calculate total cost of raw material for EOQ

(i) Calculate total cost of raw material if safestock is 100 kg.
(iv) Calculate total relevant cost for EOQ.

(v) Calculate frequencies of orders in days, assgr8b0 days p.a.

(vi) If supplier has offered 1% discount on the earaf 5000 units/ kg at a time. Advice that whethe® proposal
should be accepted or not.

(vii) If supplier has offered discount on a minimwrder of 1000 kgs then find out the minimum disgowhich we
should ask for?
| Question 2. CA Inter May 1994

The purchase department of your organization heaived an offer of quantity discounts on its ordefrsnaterials as
under:

Price per tonne Tonnes

Rs. 1200 Less than 500

1180 500 and less than 1000
1160 1000 and less than 2000
1140 2000 and less than 3000
1120 3000 and above

The annual requirement for the material is 5000ésn The delivery cost per order is Rs. 1200 aadsthck holding
cost is estimated at 20 % of material cost per annu

You are required to advise the Purchase Departthenmnhost economical purchase level
Answer : 1000 units is the most economical
| Question 3. CA FINAL MAY 1994 ; ICWA FINAL JUNE 1992
The annual demand for raw material R is 4000 umitd the purchase price is expected to be Rs. SQugerThe
incremental cost of processing an order is Rs.d®bthe cost of storage is estimated to be Rsef 2pt.
a) What is the optimal order quantity and the todédvant cost of this order quantity?

b) Suppose that Rs. 135 estimate of the incremen&dlof processing an order is incorrect and shbakve been Rs.
80. Assume that all the other estimates are covébat is the cost of this prediction error assugrthat the
solution to part is implemented for one year?

c) Assume at the start of the period, a suppligrsf4000 units at a price of Rs. 86. The matefidlisbe delivered
immediately and placed in the stores. Assume tteatricremental cost of placing this order is zard the original
estimate of Rs. 135 for placing an order for theneenic batch size is correct. Should the orderdoepted?

d) Prepare a Performance Report for the supply geanathe budget is based on the data present@) above and
his actual performance was based on (c) above hawmacepted the order.

Answer : a) 300 units , Rs.3600 ; b) Rs. 2772 sR5 c) no d) Rs.4400 (adverse)
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Question 4. CA Inter May 2002

The quarterly production of a company’s productahhhas a steady market is 20000 units. Each unét pfoduct
requires 0.5 kg. of raw material. The cost of pigcone order for raw material is Rs. 100 and tivernitory carrying
cost is Rs. 2 per annum. The lead time for procerdgraf raw material is 36 days and a safety stdck000 kg. of raw
materials maintained by the company.

The company has been able to negotiate the follpaiscount structure with the raw material supplier

Order quantity Discount
Kgs. Rs.
Upto 6000 NIL
6000-8000 400
8000-16000 2000
16000-30000 3200
30000-45000 4000

You are required to:
1. Calculate the re-order point taking 30 days imaath. [assume 360 days p.a.]

2. Prepare a statement showing the total cost ofypement and storage of raw materials after cenisig the
discount if the company elects to place one, twar br six orders in the year.

3. State the number of orders which the companwldhplace to minimize the cost after taking EOQoailsto
consideration while ignoring the quantity discount.

Answer: (1) ROP: 5000 kg (2) Total cost 38100,19000400,8867 respectively (3) No. of orders at EOQ0
| Question 5. CA INTER NOV. 1994 ; ICWA INTER DEC.1996

JP Limited manufacturers of a special productofedl the policy of EOQ (Economic Order Quantity) fore of its
components. The component’s details are as follows:

Purchase Price Per component Rs. 200

Cost of an order 100

Annual cost of carrying one unit in Inventory 10d¥dPurchase Price

Total cost of Inventory and Ordering Per annum 4000

The company has been offered a discount of 2 %henptice of the component provided the lot siz&2@90
components at a time.

You are required to :
(a) Compute the EOQ
(b) Advise whether the quantity discount offer tenaccepted
(Assume that the inventory carrying cost does aoy according to the discount policy)
(c) Would your advice differ if the company is afd 5 % discount on a single order?

Answer :a) EOQ 200 units b) no it will result in the additional expenditure of Rs. 200 ; c) Yes it wireduce the
total cost by Rs. 3900

| Question 6.

The following information is available is respeétagparticular material:

Re-order quantity 3600 units
Maximum consumption 900 units per week
Minimum consumption 300 units per week
Normal consumption 600 units per week
Re-order period 3to5 weeks

Calculate the following:
(a) Re-order level  (b) Minimum stock level (c) Maximum stock level  (d) Average stockde

Answer : a) 4500 units b) 2100 units c¢) 7200 units
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Question 7.

In manufacturing its product a company uses tha@ematerials A, B and C in respect of which théofeing apply:

Raw Usage Per Re-order Price Delivery Order Minimum
Material unit of quantity per Ib period level level
Production (Ibs) (paise) (weeks) (Ibs) (Ibs)

A 10 10000 10 1to3 8000 ...

B 4 5000 30 3to5 4750 ...

C 6 10000 15 2to4 2000 ...

Weekly production varies from 175 to 225 units,ragéng 200. What would you expect the quantitietheffollowing
to be:

a) Minimum stock of A; b) Maximum stock of B;
c) Re-order level of C; and d) Average stock lefed?
Answer : a) 4000 Ibs; b) 7650 Ibs.; c) 5400 Ibs; dP125 Ibs
| Question 8. CA INTER NOV. 1987
Shriram Enterprises manufactures a special prod&®’. The following particulars are collected fire year 1986:
a) Monthly demand of ZED — 1000 units
b) Cost of placing an order Rs. 100
¢) Annual carrying cost per unit Rs. 15
d) Normal usage 50 units per week
e) Minimum usage 25 units per week
f) Maximum usage 75 units per week
g) Re-order period 4 to 6 weeks

Compute from the above

1) Re-order quantity

2) Re-order level

3) Minimum level

4) Maximum level

5) Average stock level

Answer : 1) 186 units ; 2) 450 units ; 3) 200 urst; 4) 536 units ; 5) 368 units

| Question 9.

From the details given below, calculate:

i) Re-order level i) Maximum level

i) Minimum level iv) Danger level

Re-ordering quantity is to be calculated on theshafsfollowing information:

Cost of placing a purchased order is Rs.20
Number of units to be purchased during the year is 5000
Purchase price per unit inclusive of transportatiost is Rs. 50
Annual cost of storage per unit is Rs. 5

Details of lead time: Average 10 days; Maximum &%gj Minimum 6 days. For emergency purchase 4 days
Rate of consumption: Average: 15 units per day, ilham: 20 units per day
Answer : i) 200 units ; ii) 300 units ; iii) 440 uits ; iv) 150 units ; v) 60 units
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Question 10. 1998 — May (1) {C} (c)

M/s. Tubes Ltd. Are the manufacturers of pictudeetsifor T.V. The following are the details of theperation during
1997:

Average monthly market demand 2,000 Tubes
Ordering cost Rs. 100 per order
Inventory carrying cost 20% per annum
Cost of tubes Rs. 500 per tube
Normal usage 100 tubes per week
Minimum usage 50 tubes per week
Maximum usage 200 tubes per week
Lead time to supply 6 - 8 weeks

Compute from the above:
(1) Economic Order Quantity. If the supplier islimig) to supply 1,500 units at a discount of 5%it isorth accepting?

(2) Maximum level of stock.

(3) Minimum level of stock.

(4) Reorder level.

Answer : 1. 102 Units 2. 1,402 Tubes. 3. 900 Uni%. 1,600 Units.

| Question 11.
SK Enterprise manufactures a special product “Zme following particulars were collected for theay2004 :
Annual consumption 12,000 units (360 days)
Cost per unit Re. 1
Ordering cost Rs. 12 per order
Inventory carrying cost 24%
Normal lead time 15 days
Safety stock 30 days consumption
Required:

(a) Re-order quantity
(b) Re-order level
(c) What should be the inventory level (ideally) imradly before the material order is received?
2005 — May CA PE Il
Answer : 1. 100 bags, 80 bags 2. 48000, 44800 3o&fers p.a., 16 order p.a.
| Question 12.

ZED Company supplies plastic crockery to fast foestaurants in metropolitan city. One of its prddus a special
bowl, disposable after initial use, for serving g®to its customers. Bowls are sold in pack 10gsext a price of Rs. 50
per pack.

The demand for plastic bowl has been forecastea fairly steady rate of 40,000 packs every yeare Tompany
purchases the bowl direct from manufacturer at4dRgper pack within a three days lead time. The rimgeand related
cost is Rs. 8 per order. The storage cost is 10%qu@ per annum of a average inventory investment.

Required:

(i) Calculate Economic Order Quantity.

(i) Calculate number of orders needed every year.

(iii) Calculate the total cost of ordering and storamelb for the year.

(iv) Determine when should the next order to be plag&ssuming that the company does maintain a safetyk and
that the present inventory level is 333 packs witlear of 360 working days.)

2008 — May
Answer : (i) 400 (ii) 100 orders (iii) 1600 (iv) 66
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Question 13. PE-Il May 2004

IPL Ltd. uses a small casting in one of its findheroducts. The casings are purchased from a fgudBL Itd.
purchases 54,000 casting per year at a cost @Rsper casing.

The casting are used evenly throughout the yetireirproduction process on a 360 days per yeas.bBElse company
estimated that it costs Rs. 9,000 to place asipgtchase order and about Rs. 300 to carry onmgas inventory for
a year. The high carrying costs result form tleecto keep the castings in carefully controllesigerature and
humidity conditions, and from the high cost of iremce.

Delivery from the foundry generally takes 6 dayst ib can take as much as 10 days. The days ofatgltime and
percentage of their occurrence are shown in theviadg Table-

Delivery Time (Days) 6 7 8 9 10
Percentage of occurrence 75 10 5 5 5

1. Compute the Economic Order Quantity.

2. Assume that the company is willing to take &lfsk of being out of stock. What would be theesafstock and
the Re-order Point?

3. Assume that the Company is willing to take ari$ of being out of stock. What would be the saftock and the
Re-order Point?

4. Assume 5% stock-out risk. What would be thel todat of ordering and carrying inventory for oresay?

5. Refer to the original data, Assume that usingcess re-engineering the Company reduces its égsiacing a
purchase order to only Rs. 600, In addition, tbenfany estimates that when the waste and ineftigieaused by
inventories are considered, the true cost ofyaagra unit in stock is Rs. 720 per Year. (a) Catemnew EOQ and
(b) How frequently would the Company be placingagher, as compared to the old purchasing policy?

Answer: EOQ = 1800 castings. 15% stock-out risk Safety stock 150 casting ROP-1050 castings ; 5%0sk-out
risk — Safety stock 450 casting ROP-1350 casting$ptal cost -945000; EOQ- 300 castings ; No. of ordeper
annum — 30 order(old) and 180 orders (new)

| Question 14.

The company distributes a wide range of electqizaucts. One of its best selling items is a stesh@dectric motor.
The management of the star company uses the EOQ@iateanodel to determine th optimal number to order
Management now wants to determine how much safetk $o hold.

The star company estimates annual demand (300 mgpdays) to be 30,000 electric motors. Using th&Ed@cision
model, the company orders 3,000 motors at a tirhe. [€ad time for an order is 5 days. The annualicay costs of
one motor in safety stock are Rs. 10. Managemenals estimated that the stock out costs are Rforzach motor
they are short. The star company has analysedehwmd during 200 past reorder periods. The redodisate the
following patterns:

Demand during 440 480 520 560 460 500 540
Lead time
No of times 6 16 20 6 12 130 10
demanded

Required:

1. Determine the level of safety stock for electriotors that the star company should maintain @deoto minimize
expected stock out costs and carrying costs. Wheipating carrying costs, assume that the safekssoon hand
at all times and that there is no overstocking edusy decreases in expected demand. (considey sabek levels
of 0,2040, and 60 units)

2. What would be the star company’s new recordértpo

3.  What factors should the star company have cersitlin estimating the stock out costs?

Answer: (i) Present ROL = 500 motors; required safgy stock — 40 units with minimum relevant costs oRs. 520;
(i) New ROL = 540 motors; (iii) Other consideratin (a) loss of contribution due to sales foregonepj Idle
time/stock costs; (c) Loss of market share/ goodwillue to stockouts; (d) Probability of future demard based on
past data; (e) Additional administration costs of pirchases, if any.
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Question 15. C.A Final — May, 1983
From the following details, draw a plan of ABC satiee control:

Items Units Units cost
Rs.

1 7000 5.00

2 24000 3.00

3 1500 10.00

4 600 22.00

5 38000 1.50

6 40000 0.50

7 60000 0.20

8 3000 3.50

9 300 8

10 29000 0.40

11 11500 7.10

12 4100 6.20

| Question 16. C.A. Inter November 1997 — Part Question‘

The following data are available in respect of mateX for the year ended $March, 1997:
Opening Stock Rs. 90000
Purchases during the year 270000
Closing stock 110000

Calculate: (i) Inventory turnover ratio: and (iilet number of days for which the average inventstyeid.
Answer : Inventory turn over ratio-2.5 times ; Inv. Holding pd.- 146 days

Question 17.

A manufacturer of Surat purchased three Chemical88/Aand C from Bombay. The invoice gave the follogvi
information:

Chemical A 3000 kg. @ Rs. 4.20 per kg. Rs. 12600
Chemical B 5000 kg. @ Rs. 3.80 per kg. 19000
Chemical C 2000 kg. @ Rs. 4.75 per kg. 9500
Sales Tax 2055
Railway Freight _1000
Total Cost 44155

A shortage of 200 kg. in Chemical A, of 280 kgGhemical B and of 100 kg. in Chemical C was notittetireakages.
At Surat, the manufacturer paid Octroi Duty @ R&0Qper kg. He also paid cartage Rs. 22 for Chdniic®s. 63.12
for Chemical B and Rs. 31.80 for Chemical C. Caltrilthe stock rate that you would suggest for pgidssue of
chemicals assuming a provision of 5 % towards &rrtleterioration.

Answer : Normal quantity purchased — 2660, 4486, 0% resp. ; Cost per unit — 5.20, 4.68, 5.76 resp.

| Question 18. I.C.W.A. Inter, December 1985
The particulars relating to 1200 kg. of a certaiw material purchased by a company during Junes a®follows:
a) Lot prices quoted by supplier and accepted by timepany for placing purchase order:

Lot up to 1000 kg. @ Rs. 22/- per kg. F.O.R.
Between 1000 and 1500 kg. @ Rs. 20/- per kg. iRarpyp
Between 1500 and 2000 kg. @ Rs. 18/- per kg. ofact

b) Trade discount 20 %




c) Additional charge for containers @ Rs. 10 per daofrd5 kg.

d) Credit allowed on return of container (a) Rs. 8 ghem.

e) Sales Tax at 10 % on raw material and 5 % on drums.

f) Total freight paid by the purchaser Rs. 240

g) Insurance at 2.5 % (on Net Invoice Value) paidhsypurchaser.
h) Stores overhead applied at 5 % on total purchasteofanaterial.

The entire quantity was received and issued toymah. The containers are returned in due colsaw up a suitable
statement to show: (a) total cost of material paseld; and (b) unit cost of material issued to pectidn.

Answer : Total cost — 23121.63 ; Cost per unit — 187

| Question 19. I.C.W.A Inter, December 1991
The following details are available in respect @basignment of 1250 kgs. of material ‘X’
a) Invoice price - Rs. 20 per kg.
b) Excise Duty - 25 % of Invoice price
c) Sales Tax - 8 % on Invoice price including BedDuty
d) Trade Discount - 10 % on Invoice price
e) Insurance - 1 % of aggregate net price
f) Delivery charges - Rs. 250

g) Cost of containers @ Rs. 60 per container for 5Mkgnaterial. Rebate is allowed @ Rs. 40 per aoet if
returned within six weeks, which is a normal featu

h) One container load of material was rejected ondgospn and not accepted.

i) Cost of unloading and handling @ 0.25 % of the obshaterials ultimately accepted.
On the basis of above you are required to finctloeifanded cost of per kg. of material ‘X’
Answer : Total cost- 31099.95 ; Cost per container 25.92

| Question 20. I.C.W.A Inter, December 1995; December 198 Similar

The books of Excellent Chemicals Limited reveal folowing data regarding imported chemicals usadthe
manufacture of their products during 1994-95:

Quantity Rate Exchange
Chemicals imported (kg.) (in U.S.$. per kg.) Rate
P 3000 3.00 1U.S.$=Rs. 32.00
Q 4500 2.40
R 5000 4.00

Import duty paid was 25 % of invoice value for chests P and Q and 40 % for chemical R. Insurance pead @ 2.5
% on invoice value and a sum of Rs. 75000 was iedutowards freight and clearing charges. Storesh®ad applied
was 5 % on the total purchased cost of materials.

During the year 80 % of the material imported wisseied to production. Assuming 4 % allowance iwvioked to cover
loss, ascertain (i) value of closing stock of epgde of chemicals.

What is the cost of each material charged to pribaoe

Also prepare a statement showing (a) the quantitpagerial issued, (b) storage loss, and (c) ctpsiock of each type
of chemicals.

Answer : Total cost of material- Rs. 404460, 49102989100 respectively; Quantity of material issueé400, 3600,
4000 respectively; Storage loss 3236, 3928, 7913j1é of closing stock 77656, 94276, 189907 respesity.

| Question 21. I.C.W.A — Inter June, 1986 \

The particulars relating to the import of SealingdRmade by AB & Co. during December, 1985 are igilvelow:
a) Sealing Ring — 1000 pieces invoiced £ 2.00 C.lémBay Port.




b) Customs duty was paid @ 100 % on Invoice value ¢lwhvas converted to Indian currency by adopting an
exchange rate of Rs. 17.20 per £)

c) Clearing charges — Rs. 1800 for the entire consegnjrand
d) Freight charges — Rs. 1400 for transporting thesiggrment from Bombay Port to factory premises.

It was found on inspection that 100 pieces of theva material were broken, and therefore, rejeckbdre is no scrap
value for the rejected part, no refund for the leroknaterial would be admissible as per the termsoofract. The
management decided to treat 60 pieces as nornsaafabthe rest 40 pieces as abnormal loss. The guiantity of 900
pieces was issued to production.

Answer : Cost per unit - Rs.76.5957; Cost of mateal charged to production - 68936 ; Abnormal loss- 4 ;
Total cost of material -72000

| Question 22.

At what price per unit would part no. A 32 be eattin the Stores ledger, if the following invoicaswreceived from a
supplier

Invoice Rs.

200 units Part No. A32 @ Rs. 5 1,000.00

Less: 20% discount 200.00
800.00

Add: Excise duty @ 15% 120.00
920.00

Add: packing charges (5 non-returnable boxes) 50.00
970.00

Notes :

(i) A 2 per cent discount will be given for paymenBihdays.
(i) Documents substantiating payment of excise dugnidosed for claiming MODVAT credit.
Answer: Cost per unit 4.25

| Question 23.
The following information is provided by SUNRISEDNISTRIES for the fortnight of April, 1998:
Material Exe:

Stock on 01.04.98 100 units at Rs. 5 per unit.

Purchases

5.04.98 300 units at Rs. 6

8.04.98 500 units at Rs. 7

12.04.98 600 units at Rs. 8

Issues

6.04.98 250 units

10.04.98 400 units

14.04.98 500 units

Required:

Calculate using FIFO, LIFO, Simple Avg. and Weighfevg. Method:

Question 24. I.C.W.A. (Inter) June, 1991

Following costs were incurred in producing 800 MoTM.S. Rods:
Rs.

Materials 280000

Labour 100000

Processing charges _100000
480000




Of the total output, 10 % was defective and hathg¢csold after a discount of 10 % off the normateriThe scrap
arising out of the production realized a sum of &&60. The sale price is calculated to yield 15r#fipon sales. You
are requested to find out the normal price as agthe discount price of per M.T. of M.S. Rods.

‘ Answer : Net cost 471240; Normal selling price R§.00; Discounted S.P- Rs. 630 ‘

| Question 25. CA Int¥ay 2001 ‘
A company has the option to procure a particulaenm from two sources:
Source - lassures that defectives will not be more than& %upplied quantity.

Source - Il does not give any assurance, but on the basiasifgxperience of supplies received from it, bliserved

that defective percentage is 2.8 %. The materialpplied in lots of 1000 units. Source — Il sugplthe lot at a price,
which is lower by Rs. 100 as compared to sourcelhé defective units of material can be rectifieduse at a cost of
Rs. 5 per unit.

You are required to find out which of the two sag¢s more economical.
Answer : Defectives: 2%, 2.8% ; Total additional cst per lot : 200, 140
Recommendation : Procure the material from source 2since the additional cost per lot is lower.

| Question 26. I.C.W.A Findlune, 1987

A dealer of a perishable product earns a profRef 3 per kg. if he sell within two days, but ing@rloss of Rs. 2 per
kg. if fails to do so. The estimated demand forgheduct and the relative probabilities are asgivelow:

Estimated Demand Probability
0 kg. 5%

1 kg. 20 %

2 kg. 40 %

3 kg. 25 %

4 kg. 10 %

In order to maximise his profit, what should be ¢fuantity of stock that he should hold

‘ Answer : He shall stock 2 kg to earn maxi. Profit. ‘

| Question 27. CA (Inter) May, 1991 |

Raw materials ‘X’ costing Rs. 100 per kilogram dsticosting Rs. 60 per kilogram are mixed in eqpabportion for
making product ‘A’. The loss of materials in prosieg works out to 25 % of the output. The produtéxpenses are
allocated at 50 % of direct material cost. The pratiuct is priced with a margin of 33 ¥2 % over tibital cost. Material
'Y’ is not easily available and substitute raw metke‘'Z’ has been found for ‘Y’ costing Rs. 50 pkitogram. It is
required to keep the proportion of this substitaggerial in the mixture as low as possible andhatstame time maintain
the selling price of the end product at existingels and ensure the same quantum of profit aseaept.

To compute what should be the ratio of mix of the materials X and Z.

Answer : 3:2 ‘
FORYOURPRACTICE

| Question 1. ‘

The Complete Gardener is deciding on the econondierajuantity for two brands of lawn fertilizer:

Fertilizer
Super Grow Nature’s Own
Annual Demand 2000 bags 1280 bags
Relevant ordering cost per purchase order Rs. 1,200 Rs. 1,400
Annual relevant carrying cost per bag Rs. 480 B6. 5




Required :
0] Compute EOQ for Super Grow and Nature’s Own.

(ii) For the EOQ, what is the sum of the total amintelevant ordering costs and total annual relevan
carrying costs for Super Grow and Nature's Own?

(i) For the EOQ, Compute the number of delivepes year for Super Grow and Nature’s Own.
Solution

0] EOQ
(@) Super grow : 2 x 2000 x 1200
480
=100 Bags
(b) Natures own: 2 x 1280 x 1400
560
80 Bags
(ii) Super Grow Nature own

Ordering cost 24000 22400
24000x 1200 _1280x 1400

100 80
Carrying cost 24000 22400
100x 480 _80x 560
2 2
48000 44800

(i) No of orders-
Super grow = 2000= 20 order
100
Natures own = 128G- 16 order
80

| Question 2. CS Inter Dec. 199q)
After inviting tenders, two quotations are receiasdunder:
Supplier A Rs. 2.20 per unit

Supplier B Rs. 2.10 per unit + Rs. 2000 fixed ckargrespective of units ordered.
(i) Calculate the order quantity for which the purchaisee per unit will be the same.
(i) Select the supplier if the purchase officer waatplace an order for 15000 units.
Solution
0] Let the order quantity be x
If per price per unit is equal then,
2.2x =2.1x + 2,000
0.1x = 2,000
x = 20,000 units
Report.
The total purchases cost will be same if we arehlpsing 20,000 units.
(ii) If order quantity is 15,000 units.
Supplier A’s cost = 15,000 x 2.2 = 33,000 Rs
Supplier B’s cost = (15,000 x 2.1) + 2,000 = 38,53
Report
We will purchases from supplier A as cost is minimu




Question 3. 2001 — Nov (3) (c)|

A company manufactures a product from a raw mdtesiaich is purchased at Rs. 60 per kg. The company
incurs a handing cost of Rs. 360 plus freight of 380 per order. The incremental carrying cosheéntory of
raw material is Re. 0.50 per kg. per month. In &didj the cost of working capital finance on theastment in
inventory of raw material is Rs. 9 per kg. per annifhe annual production of the product is 10008ifstand

2.5 units are obtained from one kg. of raw material

Required:
0] Calculate the economic order quantity of raw matsri
(i)  Advise, how frequently should orders for procurettnplaced (assume 360 days per annum).

(i) In the company proposes to rationalize placemenbrdérs on quarterly basis, what percentage of
discount in the price of raw materials should bgatiated?

Solution

Given. Price per unit = Rs. 60
Ordering cost per order = 36890 = Rs. 750
Carrying cost per unit per annum = (0.52%+ 9 = Rs. 15
Annual requirement=__ 1 kg x 10,000 units = 40,000 kg

2.5 units
0] EOQ:
=2 x 40,000 x 750= 2,000 kg

15
(ii) Frequency of orders (days)
No. of orders p.a. = 40,08920 orders

2,000
Frequency = 366 18 days/order
20
(i) Comparision of cost for different ordering ajutities:-
Particulars 2,000 kg 10,000 kg
Purchases cost 24,00,000 24,00,000
[40,000 % 60] [40,000 x 60]
Ordering cost 15,000 30,000
40,000% 750 -40,00x 750
2000 10,000
Carrying cost 15,000 75,000
2,000x 15 10,000x 15
2 2
Total raw material cost 24,30,000 24,78,000

Extra cost = 24,78,000 — 24,30,000 = 48,000
Minimum discount (%) = 48,000x 100 = 2%
24,0000
Report : We should ask for a minimum discount of 2%.
| Question 4. 2006 — May (2) (a)‘

PQR Limited produces a produce which has a montledgnand of 52000 units. The product requires a
component X which is purchased at Rs. 15 per &oit.every finished product, 2 units of componenarg
required. The ordering cost is Rs. 350 per orddrthe carrying cost is 12% p.a.




Required:
0] Calculate the economic order quantity for Componént

(i) If the minimum lot size to be supplied is 52000tsinivhat is the extras cost, the company has tar.inc

(i)  What is the minimum carrying cost, the Companytbasacur?

Solution
Given. R =52,000 x 12 x212,48,000
1
Price per unit = Rs 15
Ordering cost = Rs 350
Carrying cost = (15 x 12%) = 1.80 Rs
0] EOQ:
=2 x12,48,000 x 358 22,030 units
1.80
(ii) Particulars 22,030 units
Purchases cost 1,87,20,000
[12,48,000 x 15]
Ordering cost 19,828
12,48,000% 350
22,030
Carrying cost 19,827
22,030% 1.80
2
Total raw material cost 1,87,59,655

Extra cost = 1,87,75,200 — 1,87,59,655 = Rs 15,545
(i) Minimum Carrying cost = Rs 19,827

52,000 units
1,87,20,000
[12,48,000 x 15]
8,400
12,48,00 350
52,000
46,800
52,000¢ 1.80
2
1,87,75,200

| Question 5.

An engineering company consumes 50000 units of rapoments per year. The ordering, receiving and
handling cost are Rs. 3 per order while the trugldosts are Rs. 12 per order. Further detailssimder:

Interest Re. 0.06 per unit per year. Deterioratiost Re. 0.004 per unit per annum. Storage cosL8&@0 per

annum for 50000 units, calculate the E.O.Q.
Solution
Given. R =50,000 units
Ordering cost=Rs 3+ 12 = Rs 15
Carrying cost = 0.06 + 0.004 + 1008 Rs 0.084

2004 — Nov CA PE Il

50,000
EOQ =2 x 50,000 x 15 4,226 units
0.084
| Question 6.
RST Limited has received an offer of quantity digtioon its order of materials as under:
Price per tone Tonnes number
Rs. 9,600 Less than 50
Rs. 9,360 50 and less than 100
Rs. 9,120 100 and less than 200
Rs. 8,880 200 and less than 300
Rs. 8,640 300 and above




The annual requirement for the material is 500 ésnThe ordering cost per order is Rs. 12,500 aadtock
holding cost is estimated at 25% of the materiat per annum.

Required:

(a) Compute the most economical purchase level

(b) Compute EOQ if there are no quantity discountsthrdorice per tone is Rs. 10,500
Solution

(i)

Order size | *No. of order | Cost of purchase O;dering Cost Carrying Cost Total Cost
(Q) (Units) | A+ Q (Units) | A X cost per unit T X 12500 % X250 (3+4+5)
1) (2) 3) 4) () (6)

% 48,00,000 ¥ 48,000
40 12.5 3 1,56,250 40 % 50,04,250
(500 XX 9,600) (7 X9600X [].25)
% 46,80,000 ¥58,500
50 10 % 1,25,000 30 3 48,63,500
(500 XZ 9,360) (7 X9.360 X 0.25)
% 45,60,000 ¥1,14,000
100 5 62,500 100 T 47,36,500
(500 X% 9,120) (T X9120 X [].25]
% 44,40,000 ¥2,22,000
200 2.5 3 31,250 200 3 46,93,250
(500 XX 8,880) (T X8.880 X [].25]
% 43,20,000 ¥3,24,000
300 1.67 20,875 300 3 46,64,875
(500 XZ 8,640) (T X 8,640 X0.25

A = Annual Requirement

The above table shows that the total cost of 50 including ordering and carrying cost is
minimum € 46,64,875) where the order size is 300 units. Eetle most economical
purchase level is 300 units.

(* Note : Practically number of orders should berrded off to the nearest whole number)
(i) Calculation of Economic Order Quantity (EOQ), when no discount is available.

2A0 22X 500 tonne X 12,500
EOQ = = = 69 tonnes.

CXj 10,500 X 25%

| Question 7. ICWA FINAL JUNE 1989 \

A company works 50 weeks in a year. For a certaim, included in the assembly of several partgetlean
annual demand of 10000 units. This part may beimddafrom either an outside supplier or a subsydiar
company. The following data relating to the paet given:

From outside From subsidiary
Supplier Company
Rs. Rs.
Purchase price/unit 12 13
Cost of placing order 10 10




Cost of receiving an order 20 15
Storage and all carrying

Costs, including capital

cost per unit per annum 2 2
i) What Purchase quantity from which source woudd recommend?

i) What would be the minimum total cost?

Answer : (i) 548 units, from the outside supplieri() Rs. 12118

| Question 8.

A company is reviewing its stock policy and has fibéowing alternatives available for the purchadestock
number 12789.

a) Purchase stock twice monthly, 100 units; b) Rase monthly, 200 units;
C) Purchase every three months, 600 units d) Baeckix-monthly, 1200 units
e) Purchase annually 2400 units

It is ascertained that the purchase price perisrfRe. 0.80 for deliveries up to 500 units. A 5 #cdunt is
offered by the supplier on the whole order wherévdges are 501 and up to 1000 and 10 % redugciiothe
total order for deliveries in excess of 1000

Each purchase order incurs administration cosisob

Storage, interest on capital and other costs ar®.RS pernce per unit of average stock quantitg. héou are
required to advise management on the optimum aider

Solution
Particulars 100 units 200 units 600 units 1200 units 2400 units
Purchase cost 1920 1920 1824 1728 1728
[2400 x 0.80] [2400 x 0.80]  [2400 x 0.76] [240@%2] [2400 X
0.72]
Ordering cost 120 60 20 10 5
2400x 5 2400x 5 2400x 5 2400x 5 2400x 5
100 200 600 1200 2400
Carrying cost 12.5 25 75 150 300
100x% 0.25 _200x 0.25 _600x 0.25 1200x 0.25 2400x 0.25
2 2 2 _2 _2
Total raw material cost _ 2052.5 2005 1919 1888 2033
Report:-
The EOQ will be 1200 units because this will givelawest total raw material cost p.a.
Working Note:- Ordering Quantity Price p.u.
0-500 0.80
501 - 1000 0.76
1001 -1 0.72
| Question 9.

The average annual consumption of a material i9Q0@. at a price of Rs. 2 per kg. The storage =04%6% on
average inventory and the cost of placing one aslBs. 50. How much is to be purchased at a time?

Solution

R = 20,000

Purchases price per unit = 22

Ordering cost = Rs 50

Carrying cost = 2 x 16% = 0.32

EOQ =2 x 20,000 x 58 2500 units
0.32




Question 10.

XYZ Ltd. is a concern who is manufacturing congsusystems. It requires a special component dach unit
Produced. The Consumption of such componer@@ B00 components per day. The delivery time efdhpplier is
6-10 days for each order. Calculate Re-order level

Solution

Conservative approach:

Re-order level = Maximum consumption x Maximum Rder Period
=700 x 10 = 7000 components

| Question 11. CA INTER NOV. 1987

P Ltd. uses three types of materials A, B and (bfoduction of ‘X’ the final product. The relevambnthly data for the
components are as given below:

A B C
Normal usage (units) 200 150 180
Minimum usage (units) 100 100 90
Maximum usage (units) 300 250 270
Reorder quantity (units) 750 900 720
Reorder period (months) 2t03 3to4 2t03
Calculate for each component:
a) Reorder level; b) Minimum level,
¢) Maximum level and d) Average stock level

Solution
a) Re-order level:
A = Maximum consumption rate x Maximum Re-orderiéi
=300 x 3 =900 units
B =250 x 4 = 1000 units
C =270 x 3 =810 units
b) Minimum level = Re-order level — Average constimprate x average re-order period
A =900 - (200 x 2.5)

= 400 units

B = (900 + 100) — (150 x 3.5)
= 475 units

C =(90 + 720) — (180 x 2.5)
= 360 units.

c) Maximum level = Re-order level — (Minimum consation rate x Minimum re-order period) + Re-ordera@tity
A =900 - (100 x 2) + 750

= 1450 units.
B = 1000 - (100 x 3) + 900
= 1600 units
C=810-(90 x 2) + 720
= 1350 units.

d) Average stock level
A [1 Method A =_1450 + 406 925 units
2
Method B = 756 400 = 775 units
2




B [1 Method A =475 + 1606 1038 units
2
Method B = 906 475 = 925 units
2
C (1 Method A =360 + 1356 855 units
2
Method B = 726 360 = 720 units
2

| Question 12.

Zee is product manufactured out of three raw maltévi’,’N’ and ‘Q’. Each unit of Zee requires 1@k., 8 kgs., and 6
kgs. of M,N and Q respectively. The re-order lewdl8M’ and ‘N’ are 15000 kgs, and 10000 kgs, redpely while the
minimum level of ‘Q’ is 2500 kgs. The weekly prodion of Zee varies from 300 to 500 units, while theekly
average production is 400 units. You are requicedompute: i) the minimum stock level of M, ii) theaximum stock
level of N, and iii) the reorder level of Q.

The following additional data are given:

M N Q
Reorder quantity (in kgs) 20000 15000 20000
Delivery (in weeks)
Minimum 2 4 3
Average 3 5 4
Maximum 4 6 5
Solution
M N Q
Usage per unit (kgs) 10 8 6
Re-order level (kgs) 15,000 10,000 ?
Minimum level ? ? 2,500
Re-order quantity 20,000 15,000 20,000
Minimum (weeks) 2 4 3
Average 3 5 4
Maximum 4 6 5
Raw Period Maximum Minimum Average
material consumption 500 units 300 units 400 units
M 10 kg/pu 5,000 kg 3,000 kg 4,000 kg
N 8 kg/pu 4,000 kg 2,400 kg 3,200 kg
Q 6 kg/pu 3,000 kg 1,800 kg 2,400 kg

(i) Minimum level of M = Re-order level — (Averagensumption rate x Average re-order period)
= 15,000 - (4,000 x 3)
= 3,000 kg.
(i) Maximum level of N = Re-order level — (Minimumonsumption rate x Minimum Re-order period) + Reeo
Quantity
= 10,000 - (2400 x 4) + 15,000
= 15,400 kgs.
(iif) Re-order level of Q = Maximum consumptiongat Maximum Re-order Period
=3,000 x 5
= 15,000 kgs.




| Question 13. CA INTER NOV. 96

About 50 items are required every day for a machinéixed cost of Rs. 50 per order is incurred [ideicing an order.
The inventory carrying cost per item amounts to@R82 per day. The lead period is 32 days. Compute:

i) Economic order quantity
i) Re-order level
Solution
Ordering cost = Rs 50
R =50 items
Carrying cost = Rs 0.02
Re-order Period = 32 days
EOQ =2 x 50 x 5& 500 units
0.02
Re-order level = 50 x 32 = 1,600 units.

Question 14. CA FINAL NOV. 86

Given the following data relating to one of the lass items, what inventory model do you suggesttwiwuld be
EOQ, ROL and the average inventory under the stigdesodel annual demand = 1000 units, cost per #dRs. 25.
Ordering cost per order = Rs. 20 and Holding co$0%. Past lead times (days) are 10,8,12,13 and 7.

Solution

R = 1,000 units

Ordering Cost = Rs 20

Carrying cost = 25 x 40% = 10
Re-order Period = Maximum = 13 days

Minimum = 7 days
Average =10 + 8 + 12 + 13 +=710 days
2
Consumption rate _=1080 = 2.74 units per day
365
(Maximum, Minimum, Average)
(i) EOQ/ROQ =2 x 1000 x 2963 units
10
(i) Re-order level = Maximum Consumption Rate xxifaum Re-order Period
=2.74 x 13
= 36 units
(i) Average Inventory level

Maximum level = Re-order level — (Minimum Consuioptrate x Minimum Re-order Period) + Re-order Qitgn
=36—-(2.74 x7) + 64
= 817 units.
Minimum level = Re-order level — (Average Consuimptrate x Average Re-order Period)
=36 -(2.74 x 10) + 64
= 739 units.
Average stock level”
Method A =81 + % 45 units
2
Method B = 64+ 9 = 41 units
2




Question 15.

CA Inter CA Nov.1998

A factory uses 4000 varieties of inventory. In teraf inventory holding and inventory usage, théofeing information

is compiled:

No. of varieties

% Of inventory

% value of invenbry

%o0f inventory usage

Holding (in end-product)
3875 96.875 20 5
110 2.750 30 10
15 0.375 50 85
44000 100.000 100 100
Classify the items of inventory as per ABC analygith reasons.
Solution
No. of varities % of inventory % value of % of imtery Category Reason
holding inventory usage (in
end product)
3875 96.875 20 5 C Lowest in value
110 2.750 30 10 B Medium in value
15 0.375 50 85 A Highest in value
4,000 100 100 100
| Question 16. I.C.W.A. Inter, December 1989
A manufacturing organization has imported four s/pématerials. The invoice reveals the followiregad
Quantity Rate
Kgs. US $ per kg.
Material A 1000 1.50
B 2000 1.25
C 1500 2.00
D 3000 1.00

Import duty 23 % of invoice value
Insurance 2 % of invoice value
Freight and Clearance Rs. 30000
Exchange Rate US $ 1 = Rs. 16.00

50 % of the materials imported are issued to prbdaacenters. While determining the value of clgssiock 5 %
allowance is provided to cover up storage lossefaine the value of closing stock of each type afarals.

Solution
Particular A B
ty. Rs. ty. Rs.

Net invoice value 1000 2400 2000 40000

[1000 x 1.5 x 16] [2000 x 1.25 x 16]
(+) Import duty @ 23% - 5520 - 9200
(+) Insurance @ 2% - 480 - 800
(+) Freight - 4000 - 8000
[1000 : 2000 : 1500 : 3000]
Total purchase cost of
raw material 1000 34000 2000 58000

C D
ty. Rs. ty. Rs.
1500 48000 3000 48000
[1500 x 26&] [3000 x 1 x 16]
- 11040 - 11040
- 960 - 960
- 6000 - 12000
1500 66000 300072000




(-) 50% raw material

for production 500 17000 1000 29000 750 33000 1500 36000
500 17000 1000 29000 750 33000 1500 36000
(=) Normal Storage loss
@ 5% transfer to
production O/H alc 25 850 50 1450 38 1650 75 1800
475 16150 950 27550 712 31350 1425 34200
| Question 17. 2011, May
Prepare a Store Ledger Account from the follownagns$actions of XY Company Ltd.:
April, 2011
1 Opening balance 200 units @ Rs 10 per unit.
5 Receipt 250 units costing Rs 2,000
8 Receipt 150 units costing Rs 1,275
10 Issue 100 units
15 Receipt 50 units costing Rs 500
20 Shortage 10 units
21 Receipt 60 units costing Rs 540
22 Issue 400 units
The issues upto 10-4-11 will be priced at LIFO &odn 11-4-11 issues will be priced at FIFO.
Shortage will be charged as overhead.
Solution :
€)) Store Ledger Account
Name : Max. Stock Level : Bin No. :
Code No. : Min. Stock Level : Location Code :
Description : Re-order level : Re-order quantity :
Receipts Issues Balance
Date Qty. Rate | Amount Qty. Rate | Amount | Qty. Rate | Amount
Units ® ® Units ® ® Units ® ®
April 1 200 10 2,00(
April 5 250 8 2,000 200 10
4,000
250 8
April 8 150 8.50 1,275 200 10
250 8 5,275
150 8.50
April 10 100 8.50 85( 200 10
250 8| 4,425
50 8.50
April 15 50 10 500 20( 10
250 8
4,925
50 8.50
50 10




April 20 10 (shortage 10 100 190 10
250
4,825
50 8.50
50 10
April 21 60 9 540 19¢ 10
250 8
50 8.50 5,365
50 10
60 9
April 22 190 10 40 8
3,580 1,785
210 8 50 8.5( "
(Closing
50 10 Stock)
60 9

| Question 18. ‘
The annual carrying cost of material ‘X'3s3.6 per unit and its total carrying cos®i8,000 per annum. What would be

the Economic order quantity for material ‘X', ifdte is no safety stock of material X ?

Solution :
Calculation of Economic Order Quantity

Total Carriyng Cost Rs. 2,000 .
= = 2,500 Units

Average Inventory =
Carrying Cost per Unit Rs. 3.60

Economic Order Quantity = Average Inventory X 2,5@0 units X 2 = 5,000 Units.

| Question 19.
Re-order quantity of material ‘X’ is 5,000 kg.; Menum level 8,000 kg.; Minimum usage 50 kg. per houinimum re-
order period 4 days; daily working hours in thetdag is 8 hours. You are required to calculate ré@rder level of

material ‘X'
Solution :
Maximum Level = Re-order level + Re-order QuantitfMin. Usage X Min. Re-order Period)
Re-order Level = Maximum Level — [Re-order Quantifjvlin. Usage X Min. Re-order Period)]
= 8,000 kg. — [5,000 kg. — (400 kg* X 4 days)] @) kg. — 3,400 kg. = 4,600 kg.
Hence, Re-order Level is 4,600 kg.
* Minimum usage per day = 50 kg. X 8 hours = 400 kg

Question 20
KL Limited produces product 'M' which has a qudptelfemand of 8,000 units. The product requires 3dk@ntity of

material ‘X’ for every finished unit of product. €rother information are follows :
Cost of material ‘X’ : % 20 per kg.

Cost of placing an order : < 1,000 per order
15% per annum of average inventory

Carrying Cost

You are required:

0] Calculate the Economic Order Quantity for mateial

(ii) Should the' company accept an offer of 2 percestadint by the supplier, if he wants to supply the
annual requirement of material ‘X’ in 4 equal gealy installments?




Solution :
Annual demand of material ‘X’

= 8,000 units (per quarter) X 4 (No. of Quarteaigear) X 3 kg. (for every finished product) = IH&Kg.

0] Calculation of Economic Order Quantity (EOQ) fortanaal ‘X’
_\{2 X Annualdemand X Ordering Cost _ JZ X96,000kg. XRs.10C
EOQ = - - = = 8,000 kg.
Carrying cost per unit per annum Fs.20 X 13%
(ii) Evaluation of Cost under different options of ‘ordgantity’.
Particulars When EOQ is ordered When disco;nzzfqz::l i;::;m);ifsand Supply i
Order Size 8,000 kg. 24,000 kg.
96,000 kg,
=)
No. of orders 12 4
96,000 kg. 96,000 ka.
( 8,000 kg. ) {24,000 kg)
Purchase Cost per %20 19.60
kg. R 20 — € 20 X 2%))
Total Purchase Cost < 19,20,000 < 18,81,600
(A) (96,000 kg. X 20) (96,000 kg. XX 19.6)
Ordering Cost (B) 12,000 34,000
(12 orders XX 1,000) (4 orders XX 1,000)
Carrying Cost (C) 12,000 < 35,280
8,000 kg. 24,000 kg.
(— X 15% XRs. 20) (— X 15% X Rs. 19.6)
2 2
Total Cost (A + B + < 19,44,000 % 19,20,880
C)

Advice — The total Cost is lower if Company accaptoffer of 2 percent discount by the supplier, aveepply
of the annual requirement of material ‘X’ is madetiequal installments.

Question 21

Assume that the following quantity discount scheduk a particular bearing is available to a rettoke:

Order size (unit)
0-49

50 -99

100 - 199

200 and above

Discount
0%
5%
10%

12%

The cost of a single bearing with no discour® 80. The annual demand is 250 units. Ordering is&R0 per
order and annual inventory carrying cost3is4 per unit. Determine the optimal order quantityd ahe
associated minimal total cost of inventory and paging costs, if shortages are not allowed.

Solution :
Working Notes
1. EOQ without discount

250 units ¥ Bs.2C

sz Jz ¥
EOQ




=4/ 2,500 =50 units

2. Prices with discount for different order size
5% Discount = 30 — 5% ¥ 28.50
10% Discount = 30 — 10%%27.00
12% Discount = 30 — 12%%¥26.40
Orders Size No. of Orders in Ordering Cost Carrying Cost of average | Purchase Cost
(Units) ayear ® inventory (%) ® Total Cost §)
@) @ ©)) @ ®) (3+4+5) = (6)
5 100 100
50 (25[] uu:ﬂtSjI (5 Orders XX (5[] units <R 4) 2502;1:258 50 7,325
50 units 20) 2 = ( 59
2.5+ 50 200
100 units 20) 2 =
2 40 250
125 (250 units] (2 Orders XX (1 25 units R 4) 252';‘;027 7,040
125 units 20) 2 = ( )
1.25* 25 400
200 (250 unItS] (1.25 Orders X (2 00 units _ ) 2506;?:26 4 7,025
200 units 20) 7 XRs4) 1 4
1 20 500
250 (250 utﬂtS] (1 Orders X (2 30 units R 4) 2506)’:5:26 . 7,120
250 units 20) 2 = ( 4
Optimal order quantity = 100 units
Minimum total cost of inventory and purchasing ce&t7,000.
Note : Theoretically it may be 2.5 orders, (250 + 10®wbver practically 3 orders are required.
Therefore ordering cost would Be50 (3 X 20) and total co®t7,010 (60 + 200 + 6750).
(* Theoretically orders may be in fraction but irapticality orders shall be in a whole number.)
Question 22 ‘

Aditya Ltd. produces a product ‘Exe’ using a rawteni@l Dee. To produce one unit of Exe, 2 kg of Dee
required. As per the sales forecast conducted éyctimpany, it will able to sale 10,000 units of Exehe
coming year. The following is the information redjag the raw material Dee:

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

(ii) Maximum consumption per day is 20 kg. more tharetherage consumption per day.
(i) There is an opening stock of 1,000 kg.

(iv) Time required to get the raw materials from thepdieps is 4 to 8 days.

(v) The purchase price .25 per kg.

There is an opening stock of 900 units of the fiats product Exe.
The rate of interest charged by bank on Cash Cfadliity is 13.76%.

To place an order company has to ir€720 on paper and documentation work.

From the above information find out the followiriggelation to raw material Dee:

(a). Re-order Quantity

(b). Maximum Stock level

(c). Minimum Stock level

(d). Calculate the impact on the profitability of thexgqmany by not ordering the EOQ.
[Take 364 days for a year]




Solution :
Working Notes :

0] Computation of Annual consumption & Annual Demand br raw material ‘Dee’ :

Sales forecast of the product ‘Exe’ 10,000 units
Less : Opening stock of ‘Exe’ 900 units
Fresh units of ‘Exe’ to be produced 9,100 units
Raw material required to produce 9,100 unit of ‘H®e100 units X 2 18,200 kg.
kg.)

Less : Opening Stock of ‘Dee’ 1,000 kg.
Annual demand for raw material ‘Dee’ 17,200 kg.

(ii) Computation of Economic Order Quantity (EOQ) :

EOQ =

2 ¥ Annual demand of ‘Dee” X Ordering cost
Rs. 125X 13.76%

2X 17,200 kg. X Rs.720 2X 17,200 kg. XRs. 720
= = = 1,200 Kg.
Rs. 125X 13.76% Rs. 17.2

(i) Re-Order level :
= (Maximum consumption per day X Maximum lead time)

_ [{Annual Consumption of Des’ ) }
- {( 364 duga 4 20kg ) X8 days
_ ({18,200 kg. 1.
_ {[—354 daye + 20 kg.) X8 days = 560 kg.
(iv) Minimum consumption per day of raw material ‘Dee’ :
Average Consumption per day = 50Kag.
Hence, Maximum Consumption per day = 50 Kg. +80k70 kg.

So Minimum consumption per day will be

Min.Consumption+Max.consumption
Average consumption = 5

Min.Consumption+70 kg.

Or, 50 kg.
2

Or, Min. consumption = 100 kg. — 70 kg. = 30 kg.
(a) Re-order Quantity :
EOQ - 200 kg. = 1,200 kg. — 200 kg. = 1,000 kg.
(b) Maximum Stock level :
= Re-order level + Re-order Quantity — (Min. congtion per day X Min. lead time)
=560 kg. + 1,000 kg. — (30kg. X 4days) = 1,560kd20 kg. = 1,440 kg.
(c) Minimum Stock Level :
= Re-order level- (Average consumption per day Xrage lead time)
=560 kg. — (50 kg. X 6 days) = 260 kg.
(d) Impact on the profitability of the company by netlering the EOQ.
When purchasing the ROQ | When purchasing the EOQ

I Order Quantity 1,000 kg. 1,200 kg.




No. of ordersa| 17.,200kg 17,200 kg

I —=17.2 or 18 orders — =14.33 or 15 orders
year 1,000 kg, 1.200 kg,
1] Ordering Cost 18 orders X720 =% 12,960 15 orders X 720 =% 10,800
WV Average 1,000 kg, 1,200 kg,
Inventory =500 kg. 2 =600 kg.

\% Carrying Cost 500 kg. X 17.2 =% 8,600 600 kg. X% 17.2 =% 10,320
VI Total Cost % 21,560 %21,120

Extra Cost incurred due to not ordering EO2%,560 < 21,120 X 440

| Question 23
Following details are related to a manufacturingason:
Re-order Level 16,000 units
Economic Order Quality 90,000
Minimum Stock Level 100000 units
Maximum Stock Level 190000 units
Average Lead Time 6 days
Difference between minimum lead time and Maximuadi&me 4 days
Calculate:
0] Maximum consumption per day
(ii) Minimum consumption per day

Solution :

Difference between Minimum lead time Maximum leeet = 4 days
Max. lead time — Min. lead time = 4 days
Or, Max. lead time = Min. lead time + 4 days .............omeiee e 0]
Average lead time is given as 6 days i.e.
Max. lead time+Min. lead time

2
Putting the value of (i) in (ii),
Min. lead time+4 days + Min. lead time

z

Or, Min. lead time + 4 days + Min. lead time= 12yd
Or, 2 Min. lead time = 8 days

8 days
Or, Minimum lead time T =4 days

= 6 days

Putting this Minimum lead time value in (i), we get

Maximum lead time = 4 days + 4 days = 8 days

0] Maximum Consumption per day :
Re-order level = Max. Re-order period X MaximumnS8amption per day
1,60,000 units =8 days X Maximum Consumptiongser

_ _ 1,60,000 units _
Or, Maximum Consumption per day—= = 20,000 units
8 days

(ii) Minimum Consumption per day :
Maximum Stock Level =
Re-order level + Re-order Quantity — (Min. leaddid Min. Consumption per day)




Or, 1,90,000 units = 1,60,000 units + 90,000 uni(d days X Min. Consumption per day)
Or, 4 days X Min. Consumption per day = 2,50,00i#sux 1,90,000 units

o _ 60,000 units _
Or, Minimum Consumption per days=————— = 15,000 units
4 days

| Question 24

Aditya Agro Ltd. produces edible oils of differemarieties. The monthly demand pattern for the fiath
products are as follows:

Mustard oil 45,000 Litre
Soybean oil 15,000 Litre
Olive oil 3,000 Litre

To produce one litre of Mustard oil, Soybean oifl @iive oil, 5 kg. of mustards, 6 kg. of soybeand 4.5 kg.
of olives are required respectively. There is neropg and closing stock of materials.

Aditya Agro Ltd. can purchase the materials eifh@m the farmers directly or from the wholesale kedar The
company can purchase any quantity of materials fiteenwholesale market but in case of purchase ftwan
farmers, it has to purchase the minimum specifigantity of materials at a time. Following is theteral-

wise summary related with the purchase of materials

Wholesale Market Farmers
Mustard:
Minimum Quantity to be purchased Any quantity 130080 kg.
Purchase price per k&)( 15.00 12.50
Central Sales Tax (CST)* 2% ---
Transportation cost per purchase 6,000 15,000
Sorting and piling cost per purchase 1,200
Loading cost per 50 kg. 10.00 5.00
Unloading cost per 50 kg. 2.00 2.00
Soybean:
Minimum Quantity to be purchased Any Quantjty 2,70,000 kg.
Purchase price per k&)( 11.00 9.00
Value Added Tax (VAT)** 4% ---
Transportation cost per purchase 9,000 12,000
Sorting and piling cost per purchase --- 800
Loading cost per 50 kg. 10.00 3.00
Unloading cost per 50 kg. 2.00 2.00
Olive:
Minimum Quantity to be purchased Any Quantjty 1,62,000 kg.
Purchase price per k&)( 36.00 28.00
Import duty*** 10%
Transportation Cost per purchagg ( 3,000 11,000
Sorting and piling cost per purchase 1,800 ---
Loading cost per 50 kg. 10.00 25.00
Unloading cost per 50 kg. 2.00 2.00




The company is paying 12.5% p.a. as interest thatsk for cash credit facility arfiL00 per 100 kg. as rent to
the warehouse.

[*CST will be added with the purchase price of nawds; **VAT will not be added with the purchaseqgriof

soybeans; **Import duty will be added with the phase price of olives.]

You are required to

0] Calculate the purchase cost of each material
(@) from Wholesale market
(b) from the Farmers
(ii) Calculate Economic Order Quantity of each matenmler the both options.
(i) Recommend the best purchase option for the mateliad’.
Solution :
0] Calculation of Purchase Cost per Kg. of Materials
Wholesale Market §) Farmers R)
Mustard :
Purchase price 15.00 12.50
Add : Central Sales Tax @ 2% 0.30 --
0.20 0.10
Add : Loading Cost
g (10 + 50 kg.) @5+50kg)
. 0.04 0.04
Add : Unloading Cost
2 +50Kkg.) (X2 +50kg.)
Soybean :
Purchase Price 11.00 9.00
. 0.20 0.06
Add : Loading Cost
(X 10 + 50 kg.) (X 3+50kg.)
. 0.04 0.04
Add : Unloading Cost
2 +50Kkg.) (X2 +50kg.)
11.24 9.10
Olive :
Purchase Price 36.00 28.00
Add : Import duty @ 10 -- 2.80
i 0.20 0.50
Add : Loading Cost
(X 10 + 50 kg.) (X 25 +50kg.)
i 0.04 0.04
Add : Unloading Cost
(X2 +50Kkg.) X2 +50Kkg.)
36.24 31.34
- ) ) 2 X Annual requirement X Ordering Cost
(ii) Economic Order Quantity (E.O0.Q.) = -
Carrying cost per kg per annum

Annual Requirement (A) :

Commodity Quantity (Kg.)
Mustard (45,000 Ltr. X 5 Kg. X 12 Months) 27,00000
Soybean (15,000 Ltr. X 6 Kg. X 12 Months) 10,80,000
Olive (3,000 Ltr. X 4.5 Kg. X 12 Months) 1,62,000




Cost per Order (O) :

Wholesale Market §) Farmers R)
Mustard :
- Transportation Cost 6,000 15,000
- Sorting and piling cost --- 1,200
6,000 16,200
Soybean :
- Transportation Cost 9,000 12,000
- Sorting and piling cost 800
9,000 12,800
Olive :
- Transportation Cost 3,000 11,000
- Sorting and piling cost 1,800 ---
4,800 11,000
Carrying Cost per Kg. per annum (C X i) :
Wholesale Market §) Farmers R)
Mustard :
- Interest on cash credit 1.9425 1.5800
(X 15.54 X 12.5%) (X 12.64 X 12.5%)
- Warehouse rent* 1.0000 1.0000
2.9425 2.5800
Soybean :
- Interest on cash credit 1.4050 1.1375
(X 11.24 X 12.5%) (% 9.10 X 12.5%)
- Warehouse rent* 1.0000 1.0000
2.4050 2.1375
Olive :
- Interest on cash credit 4.5300 3.9175
(% 36.24 X 12.5%) & 31.34 X 12.5%)
- Warehouse rent* 1.0000 1.0000
5.5300 4.9175
*Warehouse rent per Kg. -—P—{S' 100 =1
100 kg.
Calculation of E.O.Q. for each material under the loth options :
Wholesale Market (Kg.) Farmers (Kg.)
||2 X 27,00,000 kg. X Rs.6,000 ||2 X 27,00,000 kg. X Rs. 16,200
Mustard MI Rs. 29425 wl Rs. 2.5800
=1,04,933.53 ,84,138.47




||2 X 10,80,000 kg. X Rs.9,000 ||2 X 10,580,000 ke X Rs. 12,800
Soybean M| Rs. 24050 wl Rs. 2.1375
=89,906.40 1,13,730.98
||2 X 1,62,000 kg. X Rs.4,800 ||2 X1,62,000 kg. X Rs.11,000
Olive ‘ul Rs. 5.5300 ‘ul Rs. 49175
=16,769.90 =26,921.34
(i) Selection of best purchase option for the purchas# Olives :
Wholesale Market Farmers
Annual Requirement (A) (Kg.) 1,62,000 1,62,000
Order Quantity (Q) 16,769.90 1,62,000
A
No. of orders{a:l 9.66 or 10 1
Q
Average |nventor;{;) (Kg.) 8,384.95 81,000
. 48,000 11,000
Ordering CostJ) (1)
(10 orders XX 4,800) (1 orders XX 11,000)
Carrying Cost3) (I1) 46,368.77 3,98,317.5
(Average Inventory X Carrying cost per Kg})(8,384.95 Kg. XX 5.5300)| (81,000 Kg. XX 4.9175)
58,70,880 50,77,080
Purchase Cosgj(lll)
(1,62,000 Kg. XX 36.24) | (1,62,000 Kg. XX 31.34)
Total Cost)  ()+(1)+(11) 59,65,248.77 54,86,397.50

Purchasing olives direct from the formers is thstipeirchase option for the Aditya Agro Ltd.




DIRECT LABOUR

| Question 1.

‘X' an employee of ABC Co. gets the following emolursarid benefits.

€) Basic pay Rs. 1,000 p.m.

(b) Dearness allowance Rs. 200 p.m.

(c) Bonus Rs. 20% of salary and D.A.
(d)  Other allowances Rs. 250 p.m.

(e) Employee's Contribution to P.F. 10% of sakamg D.A

X" works for 2,400 hours per annum, out of whit)0 hours are non-productive and treated as nadigtime. You
are required to find out the effective hourly cokemployee 'X'.

‘ Answer : Rs. 21720 p.a ; Rs. 1810 p.m ; Rs. 10.861p ‘

| Question 2 ‘

A worker is paid Rs. 100 month and a dearness alio® of Rs. 200 p.m. There is a provident fund & ® and the
employer also contributes the same amount as tipdogae . The Employees State Insurance Corporaiiemium is

1% % of wages of which %% is paid by the employ#eis. the firm's practice to pay 2 month's wagedanus each
year.

The number of working days in a year are 300 bb8rs each. Out of these the worker is entitletiZalays leave on
full pay. Calculate the wage rate per hour for iogspurposes.

|Answers: Total labour cost: 4536 Labour coster hour Rs. 1.989 ‘

| Question 3 CA Inter May 1992 ‘

Calculate the earnings of A and B from the follogviparticulars for a month and allocate labour ¢ostach job X, Y
and Z:

A B
Q) Basic wages Rs. 100 160
(2 Dearness allowance (on basic wages) 50% 50%
) Contribution to provident fund (On basic wages) 8% 8%
4) Contribution to employee's state insuranceb@sic wages) 2% 2%
(5) Overtime Hours 10

The normal working hours for the month are 200. e is paid at double the total of normal waged dearness
allowance. Employer's contribution to State Insaoearand Provident fund are at equal rates and emeloy
contributions. The two workers were employed orsj¥bY and Z in the following proportions:

Jobs
X Y Y4
Worker A 40% 30% 30%
Worker B 50% 20% 30%

Overtime was done on job Y:

Answers: Total Labour earning : A: Rs. 155, B:Rs. 224 ; Labour cost A: Rs. 175, B: Rs.256.abour cost
job X: Rs. 192, Job Y Rs. 114.20, Job Z Rs. 120.




Question4.

On a factory working six days in a week and eighiirs each day, a worker is paid at the rate ofRsper day basic
plus D.A. @ 120% of basic. He is allowed to take 30 utés off during his 8 hours shift for meals-breaki @ 10
minutes recess for rest. During a week, his caotveld that his time was chargeable to:

Job X 15 hrs.
JobY 12 hrs.
Job Z 13 hrs.

The time not booked was wasted while waiting fgola In Cost Accounting, how would you allocate thages of the
workers for the week?

Answer : Job X-Rs. 450; Y-Rs. 360; Z-Rs. 390; Costy P/L Rs. 120 ‘

| Question5. ‘
Calculate the labour hour rate of a worker X friva following data:
Basic pay Rs. 1,000 p.m.
D.A. Rs. 300 p.m.
Fringe benefits Rs. 100 p.m.

Number of working days in a year 300. 20 days aedled off as holidays on full pay in a year. Assuanday of 8
hours.

Answer : Rs. 7.50 p.h ‘

| Question 6. I.C.W.A INTER,uhe, 1991 ‘
‘A" an employee of XYZ Co. gets the following emnmmlents and benefits.
(a) Salary (c) Employers Contribution to
Rs. 250 per month provident Fund 8% Salary and D.A.
(b) Dearness allowance: E.S.l. 4% of Salary &nd.
On 1;Rs. 100 of Salary Rs. 400 (d) Bonus 20%alary and D.A.
On next Rs. 100 of Salary Rs. 100 (eheDtllowances Rs. 2,725 per annum.

On balance every Rs. 100 Rs. 50 or part thereof

A works for 2,400 hours per annum, out of which #@dirs are non-productive but treated as normaltidie. A works
for 18 effective hours in Job No.15, where the abstirect materials equals A's wages and the @attapplied is
100% of Prime Cost. The sale value of the job stedi to earn a profit of 10% on such value.

You are required to find out: (a) Effective hourly cost of Aand (b) The exigetsale Value of Job No.15.’
| Answer: A’s hourly cost: Rs. 7.50. Sale value @bb No 15: Rs. 600 ‘

| Question 7. ‘
Calculate the number of hours worked as overtimghbyfollowing workers in a week.
Ram Shyam

Monday 8 8

Tuesday 9

Wednesday 4.5 8

Thursday 8 7

Friday 10 9

Saturday 9 9

46.5 550
Answer: OT Payable Ram — 1, Shyam- 2




Question 8.

It is seen from the job card for repair of the oustr’'s equipment that a total of 154 labour hourgehbeen put in as

detailed below:

Worker ‘A’ paid at Worker ‘B’ paid at Supervisory
Rs.2 per day of Re.1 per day worker ‘C’
8 hours of 8 hours patiRs.3
per day of 8 hours

Monday 10- 1/2 hours 8 hours 10- 1/2 hrs.
Tuesday 8” 8 7 8"
Wednesday 10- 1/2 hours 8 7 10- 1/2 hours
Thursday 9-1/2 7 8 7 9-1/2 "
Friday 10-1/2 8 "1 0-1/2 ”
Saturday - 8 7 8 "7
Total 49 hours 48 hours ivurs

In terms of an award in a labour conciliation, tierkers are to be paid dearness allowance on thig bacost of living
index figures relating to each month which works @ Rs.96 for the relevant month. The dearnessvalige is
payable to all workers irrespective of wage rathéfy are present or are on leave with wages onaalting days.
Sunday is a weekly holiday and each worker hasdkvior 8 hours on all week days and 4 hours owr8ays; the
workers are however paid full wages for Saturdalgq8rs for 4 hours worked).

Workers are paid overtime according to the Facsofiet for hours worked in excess of normal workivaurs on each
day. Excluding holidays (including 4 hours work® put in on Saturday) the total number of hourskveait to 192 in
the relevant month. The company’s contribution toviRlent Fund and Employees State Insurance Prenaiten
absorbed into overheads.

Work out the wages payable to each worker.

Answer: A — Normal time -44, Over time- 5, B- Nornal Time- 44, Over time 4, C- Normal time- 48 and Oer
time -9 , Normal Wages Per hour: (A) .75 Overitne- 1.50 Rs. (B) Normal Wages Per hour Rs.625 OT —
Rs. 1.25 (C) Normal Wages Per Hour - Rs. .87®)T Wages per hour Rs. 1.75 Wages (A) Rs. B0(B) Rs.
32,5 (C) Rs. 57.75

| Question 9. ‘

In a factory, the basic wages rate is Rs.10 per apnd overtime rates are as follows:
. 175%adis wage rate
: 225% of basis wage rat

Before and after normal working hours
Sundays and holidays
During the previous year, the following hours werevorked:

Normal time : 100000 hours
Overtime before and after working hours . 20B6ars
Overtime on Sundays and holidays . 5000%0u
Total 125000 hours
The following hours have been worked on job ‘Z":
Normal : 1000 hours

Overtime before
and after working hrs.

100 hours.




Sundays and holidays : 25 hours.

Total 1125 hours.

You are required to calculate the labour cost akwlote to jobs ‘Z’ and overhead in each of the feifgy instances:
(&) Where overtime is worked regularly throughout tkearyas a policy due to the labour shortage.

(b) Where overtime is worked irregularly to meet thguieements of production.

(c) Where overtime is worked at the request of thearnst to expedite the job.

| Answer: Labour Cost of Z Rs. 13162.50 \

| Question 10. ‘
From the following data provided to you find ou¢thabour Turnover Rate by applying:
(8) Flux Method (b) Replacement Method (c) Separdiilethod
No. of workers on the payroll:
At the beginning of the month 500
At the end of the month 600

During the month, 5 workers left, 20 persons weselthrged and 75 workers were recruited. Of the@eyorkers were
recruited in the vacancies of those leaving, wihgerest were engaged for an expansion scheme.

| Answer: a) 6.36% ; b) 1.81% ; c) 4.45% ‘

| Question 11. ‘

A, B and C were engaged on a group task for whiphyanent of Rs. 725 was to be made. A’s time baaes are Rs.
8 per day, B's Rs. 6 per day and C's Rs. 5 per daworked for 25 Day’ B worked for 30 day; and G #0 days.
Distribute the amount of Rs. 725 among the threskers.

[ Answer: a) 250 ; b) 250 ; c) 225 |

| Question 12. ‘

The cost accountant of Y Ltd. has computed labounaver rates for the quarter ended' 84arch, 1997 as 10%, 5%
and 3% respectively under ‘Flux method’, ‘Replacatmmethod’ and ‘Separation method'. If the numb&morkers
replaced during that quarter is 30, find out thenhar of (i) Workers recruited and joined and (iiprikers left and
discharged.

| Answer: i) 12 workers ; ii) 18 Workers ‘

| Question 13. I.C.W.A Inter Dec 1994 , June 82 \

Your organization is experiencing a high labounawer in recent years and management would liketgogubmit a
report on the loss suffered by the Company dueuth dabour turnover. Following figures are avaialibr your
consideration:

Sales Rs. 600 lakhs

Direct Materials Rs. 150 lakhs

Direct Labour Rs. 48 lakhs on 480000 man hours
Other Variable Expenses Rs. 60 lakhs

Fixed Overheads Rs. 80 lakhs

The direct man hours include 9000 man hours sperttainees and replacement, only 50% of which vpeoeluctive.
Further, during the year 12000 man hours of padéntork could not be availed of because of delaygihcement. The
cost incurred due to separations and replacememdsated to Rs.1 lakh.

On the basis of above data, prepare a comparaétengent showing actual profit vis-a-vis the prefitich would have
been realized had there been no labour turnover.

| Answer: Loss due to lab. T/o 13.333 lac; Profit,aual -261, If no lab t/o- 274.33 ‘




Question 14. CA Inter May 1998 , Nov 2001 ‘

The management of In and Out Ltd. are worried alibeir increasing labour turnover in the factoryd dmefore

analyzing the causes and taking remedial stepg, laat to have an idea of the profit forgone agsult of labour

turnover in the last year. Last year sales amoutatd®k.83,03,300 and the P/V ratio was 20 per dém.total number
of actual hours worked by the Direct Labour foraesw.45 lakhs. As a result of the delays by thedterel Department
in filling vacancies due to labour turnover, 1,@)0potentially productive hours were lost. The aktirect labour
hours included 30,000 hours attributable to trajmew recruits, out of which half of the hours wanproductive.

The costs incurred consequent on labour turnoweated on analysis the following:

Settlement cost due to leaving Rs. 43,820
Recruitment costs 26740
Selection costs 12750
Training costs 30490

Assuming that the potential production lost as aseguence of labour turnover could have been dofttevailing
prices, find the profit forgone last year on acdaafiiabour turnover.

| Answer: Loss due to lab. T/o 500000; profit, If la t/0-1546860 ; If no lab t/o- 2046860 \

| Question 15. ‘
From the following information, calculate Labourrtaver rate and Labour flux rate:
No. of workers as on 01.01.2000 = 7,600
No. of workers as on 31.12.2000 = 8,400

During the year, 80 workers left while 320 workersre discharged. 1,500 workers were recruited duttie year of
these, 300 workers were recruited because of extigtghe rest were recruited in accordance witlaesion plans.

Answer: Avg. No, of workers = 8,000, Separation Mébd = 5%,
Replace Method = 3.75%, New workers = 15%, Flux Méiod = 23.75%
| Question 16. ‘

A worker produced 200 units in a week’s time. Thewgnteed weekly wage payment for 45 hours is RsT8e
expected time to produce one unit is 15 minutecis raised further by 20% under the incentiveesad. What will
be the earnings per hour of that worker under ya(5@ % sharing) and Rowan bonus schemes?

| Answer: Halsey- 94.50 ; Rowan- 101.25 ; Effectivgages -2.10 , 2.25 resp. \

| Question 17. ‘
Calculate the earning of a worker under HalseyeSysiThe relevant data is as below :
Time Rate (p.h.) Re. 0.6
Time allowed 8 hours
Time taken 6 hours
Time saved 2 hours

| Answer: Earnings Rs. 4.20 ‘

| Question 18. ‘

(&) Bonus paid under the Halsey Plan with bonus8&b for the time saved equals the bonus paid uth@eiRowan
System. When will this statement hold good ? (Yanswer should contain the proof).

(b)  The time allowed for a job is 8 hours. The hpuate is Rs. 8. Prepare a statement showing :

0] The bonus earned.
(i)  The total earnings of labour and
(i) Hourly earnings.




Under the Halsey System with 50% bonus for timedand Rowan System for each hour saved progedgsiv
Answer: (a) Bonus under Halsey Rowan plan

(b)
Earnings under Halsey Plan Rs. 8 8.57 9.33 1040 1214.67| 20 36
Earnings under Rowan Plans | Rs. 8 9 10 11 12 13 14 51
Question 19. CA Inter Nov 1993 |

Mr. A is working by employing 10 skilled workerseHs considering the introduction of some incensgkeme — either
Halsey Scheme (with 50% bonus) or Rowan Schemewagg payment for increasing the labour produgtitot cope

with the increased demand for the product by 25%fd¢ls that if the proposed incentive scheme cbritty about an
average 20% increase over the present earnindeofdrkers, it could act as sufficient incentive tloeem to produce
more and he has accordingly given this assurantteetvorkers.

As a result of the assurance, the increase in ptivity has been observed as revealed by the fatigigures for the

current month :

Hourly rate of wages (Guaranteed) Rs. 2.00

Average time for producing 1 piece

by one worker at the previous performance 2 %our

(This may be taken as time allowed)

No. of working days in the month 25

No. of working hours per day for each worker 8

Actual production during the month 1,250 units
Required :

1. Calculate effective rate of earnings per hour uttdsey Scheme and Rowan Scheme.
2. Calculate the savings to Mr. A in terms of diredidur cost per piece under the schemes.
3. Advise Mr. A about the selection of the schemeutéilff his assurance.

Answer: Halsey — Effective rate 2.25 p.h & Rowan 20 ; Savings Halsey — 3.6 & Rowan 3.84 ; Mr. A willelect
Rowan plan because only Rowan plan can fulfill hiassurance for at least 20% increase in the total a@ing of the
worker.

Question 20.

The existing incentive system of certain factary i

Normal working week . 5 days of 9 hours each plasditing to overtime of 3 hours for 3 dyas.

Rate of payment . For day work — Rs. 20 per hoar.dvertime — Rs. 30 per hour.

Additional bonus payable . Rs. 25 per day if worisamot resorting to overtime, Rs. 40 per day ifkew resorts
to overtime.

Average output per operative

For 54 hour week, i.e. normal

Working hours plus 3 hours

Late sitting for 3 days 120 articles

In order to increase output and eliminate overtitngas decided to switch on to a system of paynintesults. The
factory considering the introduction of some inoemtscheme or to make payment on piece work bAssuming that
135 articles are produced in a 45 hour week ancdditional bonus under the existing system willdigcontinued in
the proposed incentive scheme. You are requiredltulate:

(i) Weekly earnings;

(i) Labour cost per article for an operative underftiiewing system :
(a) Existing time-rate system
(b) Straight piece-work system




(c) Rowan system
(d) Halsey system
The following information is obtained.

Time rate (as usual) : Rs. 20 per hour
Basic time allowed : for 15 articles 5 hours
Piece work rate : Add 20% to price
Premium bonus : Add 50% to time

Answer: (@) (i) 1340 (i) 11.127
(b) (i) 1080 (i) 8.00
(c) (i) 1200 (i) 8.83
(d) (i) 1125 (i) 8.83

Question 21. ICWA Inter Dec 1982, Dec 1984, June 1989

In a factory bonus system, bonus hours are cretlitélde employees in the proportion of time savéittvsaved bears
to time allowed. Jobs are carried forward from ek to another. No overtime is worked and paynsentade in full
for all units worked on, including those subseqglyero overtime is worked and payment is made ihfar all units
worked on, including those subsequently rejected.

From the following information you are requiredcticulate for each employee
(a) The bonus hours and amount of bonus earnefb) The total wages cost, and

(c) The wages cost of each good unit produced.

A B C
Basic wage-rate per hour (Re.) 0.25 0.40 0.30
Units produced 2,500 2,200 3,600
Time allowed per 100 units 2 hrs. 36 min. 3 hrs. hrd. 30 min.
Time taken 52 hours 75 hours 48 hours
Rejects 100 units 40 units 400 units

| Answer: Total Wage cost -15.60 , 30, 16 ; Wagestoper unit of good output 0.0065, 0.0139, 0.0050 ‘

| Question 22, ICWAter Dec 1986 |
A worker, whose day-work wages is Rs. 2.50 an haagived production bonus under the Rowan Schelaearried
out the following work in a 48 hour week :
Job.1 1,500 items at 4 hours per 1,000
Job. 2 1,800 items at 3 hours per 1,000
Job. 3 9,000 items at 6 hours per 1,000
Job. 4 1,500 items for which no “standard timedsviixed and it was arranged that the worker wdagaid a bonus
of 25 per cent. Actual time on the job was 4 hours.
Job. 5 2,000 items at 8 hours per 1,000 eachvtagestimated to be half-finished.
Job. 2 was carried out on a machine running gte9@ent efficiency and an extra allowance of"@®actual time was
given to compensate the worker.

4 hours were lost due to power cut.

Calculate the earnings of the worker, clearly stagiour assumptions for the treatment given by fgsuithe hours lost
due to power cut.

| Answer: Wages — Rs. 168.73 ‘




Question 23. CA Inter May 2002 |

The finishing shop of a company employs 60 direotksrs. Each worker is paid Rs. 400 as wages pek wé 40
hours. When necessary, overtime is worked up teceimum of 15 hours per week per worker at time pis one-half
as premium. The current output on an average igit8 per man hour which may be regarded as stanulatyulit. If
bonus scheme is introduced, it is expected thabthput will increase to 8 units per man hour. Tarker will, if

necessary continue to work Overtime up to the $igelciimit although no premium on incentives wi Ipaid.

The company is considering introduction of eithealddy Scheme or Rowan Scheme of wage incentiveraysthe
budgeted weekly output is 19,200 units. The seltirige is Rs. 11 per unit and the direct Materiastds Rs. 8 per unit.
The variable overheads amount to Rs. 0.50 pertdabour hour and the fixed overhead is Rs. 9,080nzek.

Prepare a statement to show the effect on the Coyippweekly Profit of the proposal to introduce t#glsey Scheme,
and (b) Rowan Scheme.

| Answer: Present Rs. 11000 Halsey — Rs. 19400, RowaRs. 17400 ‘

| Question 24. 1998-Now [1] {C} (b) \
Calculate the earnings of a worker under (i) HaBEn and (ii) Rowan Plan from the following paut&rs:

(i) Hourly rate of wages guaranteed 0.50 paisa per. hour
(i) Standard time for producing one dozen articleshe®.
(i) Actual time taken by the worker to produce 20 doaeitles — 48 hours.
Answer: (i) Rs. 27 (ii) Rs. 28.80
| Question 25.
Calculate the earnings of worker from the followinéprmation under Bedeaux system:
Standard time for a product A-30 secopliss relaxation allowance of 50%

Standard time for a product B-20 secoplis relaxation allowance of 50%

During 8 hours day for :

Actual output of product for A 500 units
Actual output of product for B 300 units
Wage rate Rs.10 per hour

| Answer: Wages — Rs. 85.625 ‘

| Question 26. CA Inter May 1999 \

During audit of accounts of G Company, your aseistaund errors in the calculation of the wagedaatory workers
and he wants you to verify his work.

He has extracted the following information:

(@ The contract provides that the minimum wages faogker is his base rate. It is also paid for domets i.e. the
machine is under repair or the worker is withoutrkworhe standard work week is 40 hours. For overtim
production, workers are paid 150 percent of bassra

(i)  Sraight piece work — The worker is paid at the rate of 20 paisa [peEce

(i)  Percentage Bonus — Standard quantities of production per hour atabdished by the engineering department.
The workers average hourly production, is dividgdtbe standard quantity of production to determine
efficiency ratio. The efficiency ratio is then ajgal to his base rate to determine his hourly egmifor the
period.

(iv) Emerson Efficiency Plan — A minimum wages is paid for production uptd®4 of standard output or efficiency.
When the workers production exceed$%6 of the standard output, he is paid bonus asheefollowing table :

Efficiency Level Bonus
Upto 66"% Nil
Above 66%% to 79% 10 %




80% - 99% 20 %

100% - 125 % 45 %
Your assistant has produced the following schegatéining to certain workers of a weekly pay roll
Workers ~ Wages Total Down Units Standard Base Gross
Incentive Hours Time Produced Units Rate Wages
Plan Hours as per Book Rs. Rs.
Rajesh Straight piece work 40 5 400 1.80 85
Mohan* Straight piece work 46 - 455 -—-- 1.80 95
John Straight piece work 44 425 1.80 85
Harish Percentage bonus plan 40 4 250 200 2.20 120
Mahesh Emerson 40 -—- 240 300 2.10 93
Anil Emerson 40 600 500 2.00 126

(40 hours production)
* Total hours of Mohan include 6 overtime hours,dfhn 4 hrs. overtime.
Prepare a schedule showing whether the above catigubf workers wages are correct or not. Givaitiet

Answer: Excess Pay  Deficiency Pay
Rajesh 5 -
Mohan 4 -
John - -
Harish 10 -
Mahesh - 7.8
Anil 10 -

Question 27.

Wage negotiations are going on with the recognizator Union and the Management wants you as theg Cos
Accountant of the Company to formulate as incensisleeme with a view to increase productivity.

The case of three typical workers Achyuta, Anamad &ovida who produce respectively 180, 120 andurid of the
company’s product in a normal day of 8 hours i®talp for study.

Assuming that day wages would be guaranteed ataa per hour and the piece rate would be baseal siandard
hourly output of 10 units, calculate the earningsarh of the three workers and the labour cosiLlp8rpieces under (i)
Day wages, (ii) Piece rate, (iii) Piece rate, (Halsey Scheme, and (iv) The Rowan Scheme.

Also calculate under the above schemes the avea®f labour for the company to produce 100 @ece

Answer: 1. 18, Aug. labour cost = Rs. 4.50
2. 30, Aug. labour cost =sR7.50
3. 24, Aug. labour cost =sR6.00
4. 24.53, Aug. labour cosRs. 6.13

| Question 28. CA Inter May 1998

Calculate the earnings of workers AB and C undeight Piece Rate System and Merrick’s Multipled® Rate
System from the following particulars. :

Normal Rate per Hour Rs. 5.40

Standard Time per Unit 1 Minute
Output per day is as follows :

Worker A — 390 Units




Worker B — 450 Units
Worker C — 600 Units
Working hours per day are 8.
Answer: i) Straight piece rate a) Rs. 35.1 , b) R40.5, c) Rs. 54
ii) Merrick’'s a) Rs. 35.1 b)Rs. 44.55 c) Rs. @&!.

| Question 29. ‘

A worker is paid 10% bonus on the hourly rate ifdeenpletes his work is the time allotted for it andurther 1% on
hourly rate for each 1% in excess of 100% efficjeridis hourly rate is Rs. 5 per hour and he comsplet job in 45
hours whereas the time allowed for it was 50 hoMisgertain the wages earned by this worker.

| Answer: Rs. 272.5 ‘

| Question 30. ‘

Using Taylor's differential piece rate system, fitlte earnings of the Amar, Akbar and Ali from thaldwing
particulars :

Standard time per piece : 20 minutes
Normal rate per hour : Rs. 9.00
In a 8 hour day
Amar produced : 23 units
Akbar produced : 24 units
Ali produced : 30 units
| Answer: Earnings: Amar — 57.27, Akbar — Rs. 90 , A- Rs. 112.5 ‘
| Question 31. ‘
Using Taylor’s differential piece rate system, filng earning of A from the following particular:
Standard time per piece 12 munutes
Normal rate per hour (in 8 hours a day) Rs. 20
A produced 37 units

Answer: Earning from a product = 122.84
Question 32.

In a factory the standard time allowed for compigta given task (50 units), is 8 hours. The guaethtime wages are
Rs. 20 per hour. If a task is completed in less tha standard time, the high rate of Rs. 4 perisigayable. Calculate
the wages of a worker, under the Gantt systeng dfdmpletes the task in

(i) 10 hours; (ii) 8 hours, and (iii) in 6 hourslsA ascertain the comparative rate of earningshpar under the three
situations.

| Answer: i) Rs. 200 ii) Rs. 192 iii) Rs. 200 ‘

| Question 33. ‘

From the following information you are requireddalculate the bonus and earnings under Emersocidzflly System.
The relevant information is as under :

Standard working hours : 8 hours a day
Standard output per hours in units : 5

Daily wage rate : Rs. 90

Actual output in units

Worker A 25 units
Worker B 40 units
Worker C 45 units

| Answer: Wages i) Rs. 90 ii) Rs. 108 iii) Rs. 11%2 ‘




| Question 34. ICWA Intejune 1980 |
Both direct and indirect labour of a departmend ifactory are entitled to production bonus in adaeoce with a group
incentive scheme, the outline of which is as fobaw

(a) For any production in excess of the standard iaéslfat 16,800 tonnes per month (of 28 days) argéinecentive
of Rs. 15 per tonne is paid in aggregate. The @wtalunt payable to each separate group is detedroim¢he basis
of an assumed percentage of such excess produsgiog contributed by it, namely @ 65% by directoah @
15% by inspection staff, @ 12% by maintenance stiadf @ 8% by supervisory staff.

(b) Moreover, if the excess production is more than 2%ve the standard, direct labour also get a apkohus @
Rs. 5 per tonne for all production in excess of9%2f standard.

(c) Inspection staff are penalized @ Rs. 20 per toonesfection by customer in excess of 2% of proiduct

(d) Maintenance staff are also penalized @ Rs. 20 qar for breakdown.

From the following particulars for a month, workt@uoduction bonus earned by each group :
() Actual working days : 25

(b) Production : 21,000 tonnes

(c) Rejection by customer : 500 tonnes

(d) Machine breakdown : 40 hours

| Answer: General Bonus Rs. 90000 ; Additional BonuRs. 15000 ; Net Bonus Rs. 73500, 11900, 1000@07t&sp. ‘

Question 35. May 2008
| |

Standard output in 10 hours in 240 units; actughauin 10 hours is 264 units. Wages rate is RdChour. Calculate
the amount of bonus and total wages under Emerson P

Answer: (i) Total Wages = 130 (ii) Bonus = 30
| Question 36. ICWA Inter Dec 1990

In a manufacturing concern 20 workmen work in augroThe concern follows a group incentive bonustey

whereby each workman belonging to the group is pdddnus on the excess output over the hourly ptamustandard
of 250 pieces, in addition to his normal wages @irly rate. The excess output over the hourly dkerstandard is
expressed as a percentage and two-thirds of thiipage is considered to be the share of the wamkand is applied
on the notional hourly rate of Rs.6.00 (considevaty for purpose of computation of bonus). The attgata for a
week are stated below:

Days Man-hours worked Output (In pieces)
Monday 160 48000

Tuesday 172 53000
Wednesday 164 40000

Thursday 168 52000

Friday 160 46000

Saturday _160 42000

984 281000

You are required to:
(i) Work out the amount of bonus for the week and tlerage rate at which each workman is to be paiddinee.

(i) Compute the total wages including bonus payabl®am Jadav who worked for 48 hours at an hourly odte
Rs.2.50 and to Francis Williams who worked for B2its at an hourly rate of Rs.3.00.

| Answer: Bonus per hour — Rs. .57 p.h ; Ram Jadav Rs. 147.36; Francis Williams — Rs. 185.64 ‘

| Question 37. Qter Nov 2000 ‘
The present output details of a manufacturing depant are as follows:
Average output per week 48000 units from 160 eygxs
Saleable value of output Rs.600000




Contribution made by output towards
fixed expenses and profit Rs.240000

The Board of Directors plans to introduce more ra@tation into the department at a capital cosRefl60000. The
effect of this will be to reduce the number of eaygles to 120 and increasing the output per indalidmployee by
60%. To provide the necessary incentive to achieeencreased output, the Board intends to offe¥eaincrease on the
piece work rate of Re.1 per unit for every 2% iasein average individual output achieved.

To sell the increased output, it will be necessargecrease the selling price by 4%.

Calculate the extra weekly contribution resultingnfi the proposed change and evaluate for the Boantbrmation,
the desirability of introducing the change.

| Answer: Extra Contribution Per Week- Rs. 1920 ‘

| Question 38. ‘

The unit has a strength of 20 workmen worked fdd @@rking days of 8 hours each with half an howalirbased on
the earlier years trend, it is forecast that avergsenteeism per workman would be 8 days, iniaddi the eligibility
of 30 days annual leave.

The following details regarding actual working bétunit are available for the year ending off Btarch, 1998

0] The factory worked 2 extra days to meet the pradoctargets, but one additional paid holiday haddéo
declared.

(i)  There was a severe breakdown of a major equipreadtrig to a loss of 300 man hours.

(i)  Total overtime hours (in addition to 2 extra daysrked) amounted to 650 man hours.

(iv) The actual average absenteeism per workman wags3 da

(v) Basic rate is Rs.10 per hour and overtime is pagbable rate. You are required to calculate:
Actual working hours of the unit.

| Answer: (a) Rs. 39800 (b) 486600 \

| Question 39. ICWiAter June 1987- Similar ‘

The company has a suggestion of box scheme andand &quivalent to one and a half months savirlghour cost is
passed on to the employee whose suggestion istadcepuggestion of an employee to use a Jig fomaufacturing
operation of a component is accepted. The costeoflig, which has a life of one year is Rs.1000theduse of the Jig
will reduce the standard time by 8 minutes.

Compute from the following data the amount of awaagiable to the employee who has given the suggesti

0] Number of pieces to be produced in the year : 15000

(i) Standard time per piece before use of Jig : 8Qutem

(iii) Average wage rate of workmen : Rs. 160 per da&/todurs.
(iv) Average efficiency of workmen 1 80%

| Answer: Bonus to worker — Rs. 6125 ‘

| Question 40. 2011, May |
You are given the following information of a worker
0] Name of worker : X’
(i)  Ticket No. : 002
(i)  Work started : 1-4-11 at 8 a.m.
(iv) Work finished : 5-4-11 at 12 noon
(v)  Work allotted : Production of 2, 160 units
(vi) Work done and approved : 2,000 units
(vii) Time and units allowed : 40 units per hour
(viil) Wage rate : Rs 25 per hour




(ix) Bonus : 40% of time saved
(x)  Worker X worked 9 hours a day.
You are required to calculate the remuneratiomefworker on the following basis :
(i) Halsey plan and
(i) Rowan plan
| Question 41. 2011, November
X executes a piece of work in 120 hours as agdif8thours allowed to him. His hourly rate is Rs&al@ he gets a

dearness allowance @ Rs 30 per day of 8 hours wadrkeaddition to his wages. You are required tauialte total
wages received by X under the following incentighesmes :

() Rowan Premium Plan, and
(i) Emerson’s Efficiency Plan

| Question 42. CA Inter Nov, 1999

A skilled worker in XYZ Ltd’s. is paid a guaranteadhges rate of Rs. 30 per hour. The standard tieneupit for a
particular product is 4 hours. P, a machine mas, een paid wages under the Rowan Incentive Ridnha had
earned an effective hourly rate of Rs. 37.50 omthaufacture of that particular product.

What could have been his total earnings and effedtourly rate, had be been put n Halsey Inceri8leeme (50%) ?

Answer: Halsey- Total earning -105 ; earning p.h35 ‘

Question 43. I.C.W.A Inter June 1995

A company has its factories at two locations. Rowtam is in use at location A and Halsey plan aatmn B. Standard
time and basic rate of wages are same for a jobhwhkisimilar and is carried out on similar machn&ime allowed is
60 hours.

Job at location ‘A’ is completed in 36 hours whaleB, it has taken 48 hours. Conversion costseapetctive places are
Rs. 1,224 and Rs. 1,500. Overheads account fa2@Rser hr.

Required : (a) To find out the normal wage rate, and (b)cdmpare respective conversion costs.
| Answer: Rs. 10 p.h ‘
| Question 44. CA Inter May 1988 , Nov 1997 \

Two workmen, Vishnu and Shiva, produce the samdymbusing the same material. Their normal wage isaalso the
same. Vishnu is paid bonus according to the Roweste®, while Shiva is paid bonus according to tladskly System.
The time allowed to make the product is 100 houishnu takes 60 hours while Shiva takes 80 hourstoplete the
product. The factory overhead rate is Rs. 10 pear-hwur actually worked. The factory cost for thedrct for Vishnu
is Rs. 7,280 and for Shiva it is Rs. 7,600u are required :

(a) To find the normal rate of wages ; (b) To ftheé cost of material ;

(c) To prepare a statement comparing the factosy @bthe products as made by the two workmen.
| Answer: NWR - Rs. 20 p.h ; Rs. 5000 ; F.C- of Vistu 7280 & Shiva 7600 ‘

FORYOURPRACTICE
| Question 1. May 2004

ZED Ltd. is working by employing 50 skilled workeis is considered the introduction of incentivdiesme —
either Halsey scheme (with 50% bonus) or Rowan Beheof wage payment for increasing the labour
productivity to cope up the increasing demand far product by 40%. It is believed that proposeciive
scheme could bring about an average 20% increasetbg present earnings of the workers; if couldaac
sufficient incentive for them to produce more.

Because of assurance, the increase in productigisybeen observed as revealed by the figures domtimth
of April, 2004.




Hourly rate of wages (guaranteed)

Average time for producing one unit by one workietha previous performance

Rs. 30

(This may be taken as time allowed) 1.975 hours
Number of working days in the month 24
Number of working hours per day of each worker 8
Actual production during the month 6,120 units
Required:
0] Calculate the effective rate of earnings uritherHalsey scheme and the Rowan scheme.
(ii) Calculate the savings to the ED Ltd. in terofiglirect labour cost per piece.
(iii) Advise ZED Ltd. about the selection of thehsene to fulfill his assurance.
Solution
Given:- Actual product = 6,120 units [in 1 month]
TA =1.975 hk 6120 unit = 12087 hr.
1 unit
TT =24 day x 8 day x 50 word3690 hr.
TS = 2487 hr.
WIR ph =Rs 30
(iy Particulars Present Halsey plan Rowan plan
Total earnings 2,88,000 3,25,305 3,47,258
[9600 x 30] [19600 x 30] + 5& 2487 x 30  [9600 x 30] + 9608 2487 x
30
100 12087
% Inc in earning - 12.95% 20.58%
_37305x 100 _59258x 100
288000 288000
Effective earnings
ph Rs 30 Rs 33.89 Rs 36.17
288000 325305 347258
9600 9600 9600
(ii) Labour cost ph 59.25 53.15 56.74
[1.975x30] _325305 347258
6120 6120
Savings in labor
cost ph - 6.1 2.51

(iif) ZED Ltd. should select Rowan plan becauseyddbwan plan fulfil his assurance for at least 26@tease

in labour earnings.

| Question 2

Corrs Consultancy Ltd. is engaged in BPO induginye of its trainee executives in the Personnel dejeat has
calculated labour turnover rate 24.92% for the yasir using Flux method.

Following is the some data provided by the Persbdegartment for the last year:

Employees At the beginning Joined Left At the end
Data Processors 540 1,080 60 1,560
Payroll Processors ? 20 60 40
Supervisors ? 60 ?




Voice Agents ? 20 20 ?

Assistant Managers ? 20 --- 30
Senior Voice Agents 4 12
Senior Data Processors 8 34
Team Leaders ? - - ?

Employees transferred from the Subsidiary Company

Senior Voice Agents 8

Senior Data Processors 26

Employees transferred to the Subsidiary Company

Team Leaders -—- - 60 -

Assistant Managers 10

At the beginning of the year there were total 7fpleyees on the payroll of the company. The opening
strength of the Supervisors, Voice Agents and AssidManagers were in the ratio of 3: 3 : 2.

The company has decided to abandon the post of Teaders and consequently all the Team Leaders were
transferred to the subsidiary company.

The company and its subsidiary are maintaining reg¢paset of books of account and separate Personnel
Department.

You are required to calculate:
(a) Labour Turnover rate using Replacement method a&pa@tion method.

(b) Verify the Labour turnover rate calculated undamdiethod by the trainee executive of the Corrs
Consultancy Ltd.

Solution :
Working Notes :

0] Calculation of No. of employees at the beginning a@nend of the year :
At the Beginning of At the end of the

the year year
Date Processors 540 1,560
Payroll Processors [Left — 60 + Closing — 4Q —
Joined - 20] 80 40
Supervisors* 30 90
Voice Agents* 30 30
Assistant Managers * 20 30
Senior Voice Agents 4 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. adains =
[772 — {540 + 80 + 4 8 + 60} employees] or [772926= 80 employees]
3 3 2
[{Supervisors — 80 X— = 30, Voice Agents — 80 X = 30 & Asst. Managers — 80 X = 20}
a2 a2 a

employees]




At the end of the year :
[Supervisor — (Opening — 30 + 60 Joining) = 90,8é0Agents — (Opening — 30 + 20 Joined — 20 Left)

= 30]
(ii) No. of Employees Separated, Replaced and newly redted during the year :

Particulars Separations New Recruitment Replacement Total Joining
Data Processors 60 1,020 60 1,080
Iz?gg!sors 60 - 20 20
Supervisors -- 60 -- 60
Voice Agents 20 -- 20 20
:::2232?5 10 10 10 20
Sr. Voice Agents -- 8 -- 8
Processors - 2 - 2%
Team Leaders 60 - - --
Total 210 1,124 110 1,234

(Since, Corrs Consultancy Ltd. And its subsidiary maintaining separate Personnel Department, so
transfer-in and transfer-out are treated as reuarit and separation respectively.)

(a) Calculation of Labour Turnover :
No.of employees replaced during the year
Replacement Method = X 100
Average no.of employees onroll
110

110
= X 100 =———— X 100 = 8.57%
(772+1,796) /2 1,284

No.of employees separated during the year

Separation Method = X100
Average no.of employees on roll

210

1,284
(b) Labour Turnover Under Flux Method :
No.of employees (Joined+ Separated)during the year

X 100=16.36%

X 10
Awerage no.of employees on roll

_MNo.of employees (Replaced +New recruited + Separated Jduring the year

X 100
Average no.of employe es on roll

1,234 + 210
= X10=112.46%
1,284

Labour Turnover calculated by the executive traiobthe Personnel department is incurred
as it has not taken the no. of new recruitment evbdlculating the labour turnover under
Flux method.

| Question 3

XYZ Ltd. wants to ascertain the profit lost durittge year 2013-14 due to increased labour turndvar this
purpose, they have given you the following inforimat

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




2) 20% of the output during training period was ddfextCost of rectification of a defective unit wés

25.
3) Potential productive hours lost due to delay irruggment were 1,00,000 hours.
4) Selling price per unit i¥ 180 and P/V ratio is 20%.
(5) Settlement cost of the workers leaving the orgdinimavast 1,83,480.

(6) Recruitment cost wag1,56,340.
©) Training cost wa§ 1,13,180.

You are required to calculate the profit lost bg tompany due to increased labour turnover dufiegyear
2013-14.

Solution :

50,000
Output by experienced worker in 50,000 hours—aﬂ— = 5,000 units

.+ Output by new recruits = 60% of 5,000 = 3,00Qsuni
Less of output = 5,000 — 3,000 = 2,000 units

Total loss of output = 10,000 + 2,000 = 12,000unit
Contribution per unit = 20% of 180&36

Total contribution cost = 36 X 12,0008=4,30,000

Cost of repairing defective units = 3,000 X 0.2 X=X 15,000
Profit forgone due to labour turnover

®
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 2013-14 9,00,000

| Question 4

The standard hours of job X is 100 hours. The jab lireen completed by Amar in 60 hours, Akbar ih@ars
and Anthony in 95 hours.

The bonus system applicable to the job is as falew

Percentage of time saved to time allowed Bonus
Saving upto 10% 10% of time saved
From 11% to 20% 15% of time saved
From 21% to 40% 20% of time saved
From 41% to 100% 25% of time saved
The rate of pay i€ 1 per hour, Calculate the total earnings of eaohker and also the rate of earnings per
hour.
Solution :
Statement of total earnings and rate of earning pehour
Workers
Amar Akbar Anthony
Standard hours of Job 100 hours 100 hours 100 hours




Time taken on the Jobs (i) 60 hours 70 hours 9%shou
Time saved 40 hours 30 hours 5 hours
Percentage of time saved to time allowed 40% 30% 5%
Bonus hours (ii) (See Working Note 1) 6.5 hours Hbbrs 0.5 hours
Total hours to be paid [(i) + (ii)] 66.5 hours 7héurs 95.5 hours
Total earning @ 1 per hour 366.5 R745 3955
Rate of earning per hour (See Working Note 2) 1.1083 31.0642 %1.005
Note :

1. Bonus hours as percentage of time saved :

Amar : (10 hours X 10%) + (10 hours X 15%) + (2@eX 20%) = 6.5 hours
Akbar : (10 hours X 10%) + (10 hours X 15%) + (Iurs X 20%) = 4.5 hours
Anthony : 5 hours X 10% = 0.5 hours
2. Rate of Earning per hour :
Total earning

" Total time taken on the job

Rs. 66,5
Amer :— =3 1.1083
&0 hours
Rs. 745
Akbar :— =% 1.0642
70 hours
Rs.95.50
Anthony ;= =% 1.005
95 hours

Question 5

Standard Time for a job is 90 hours. The hourlg Etguaranteed wagesi$0. Because of the saving in time

a worker A gets an effective hourly rate of wagé¥ 60 under Rowan premium bonus system. For the same
saving in time, calculate the hourly rate of wageworker B will get under Halsey premium bonus eyst
assuring 40% to worker.

Solution :
Increase in hourly rate of wages under Rowan RI&rD i.e. € 60 -3 50)

Time Saved

This is Equal ta,———_-—— X Rate per Hour (Please refer working Note)
Time Allowed

Time Saved
Or, —————X3%50=%10
Time Allowed

Time Saved
Or, —X3%¥50=X10
o0 hours

Therefore, Time Saved = 18 hours and Time Tak&2 isours i.e. (90 hours — 18 hours)
Effective Hourly Rate under Halsey System :

Time Saved = 18 hours
Bonus @ 40 % = 18 hours X 409360 =73 360
Total Wages = 50 X 72 hours + 360) ¥ 3,960

Effective Hourly Rate % 3,960 + 72 hours 55

Working Note :

Time daved
Time Allowed

Time Taleen

(Time Taken X Rate per hour)+ X Time Saved X Rate per hour

Effective hourly rate =




TimeTaken .
Time Taken X Rate per hour mx Time Saved X Rate per hour

Or, %60 =
Time Taken Time Taken
Time Taken X R h Time Tak
Or, %60 = —_ _Eﬂ Steper RN - _lme — X Time Saved X Rate per hour X ———
Time Taken Time Allowved Time Taken
Time Saved
Or,¥60-I50 =—/——— XX 50
Time Allowed
| Question 6

The management of a company wants to formulatsegntive plan for the workers with a view to in@ea
productivity. The following particulars have beetiracted from the books of company:

Piece Wage ra® 10

Weekly working hours 40

Hourly wages rat& 40 (guaranteed)
Standard/normal time per unit 15 minutes.
Actual output for a week:

Worker A : 176 pieces
Worker B : 140 pieces
Differential piece rate: 80% of piece rate wherpotibelow normal and 120% of piece rate when owpotve

normal.
Under Halsey scheme, worker gets a bonus equ@l%od Wages of time saved.

Calculate:

0] Earning of workers under Halsey’s and Rowan’s ptemscheme.

(ii) Earning of workers under Taylor’s differential pgeate system and Emerson'’s efficiency plan.
Solution :

Calculation of earnings for workers under differgrentive plans :

0] Halsey’s Premium Plan :
Worker — A Worker — B
Actual time taken 40 hours 40 hours
Standard time for actual 44 hours 35 hours
Production (1?6 Pes X 15 M'm) (14& Pecs x.15 }11:1)
&0 Min. &0 Min.
Minimum Wages < 1,600 < 1,600
(40 hours XX 40) (40 hours X 40)
Bonus 80 No Bonus
(50% (44-40% 40)
31,680 31,600
Rowan’s Premium Plan :
Minimum Wages (as above) < 1,600 < 1,600
Bonus =% 145.45 No Bonus
4 hours
(— X 40 hours X Rs. 4[!)
44 hours
Earning 31,745.45 31,600
(ii) Taylor’s Differential Piece rate
Efficiency 110% 87.5%
176 pes. 140 pcs.
(lﬁﬂ ::cs. Kiﬂﬂ) 160 gus. K'l{]{]j




Earning 32,112 31,120

(% 10 X 120% X 176 pcs.) Z(10 X 80% X 140 pcs.)
Emerson’s efficiency Plan
Time Wages 1,600 1,600
(X 40 X 40 hours) 40 X 40 hours)
Bonus 480 320
(20 + 10)% of 40 X 40 hrs) (20% of 1,600)
Time Wages 32,080 31,920

| Question 7 ‘

A skilled worker is paid a guaranteed wage rat& 20 per hour. The standard time allowed for aigob hour. He
took 5 hours to complete the job. He is paid wageter Rowan Incentive Plan.

0] Calculate his effective hourly rate of earningsemidowan Incentive Plan.
(ii) If the worker is placed under Halsey Incentive $bg50%) and he wants to maintain the same
effective hourly rate of earnings, calculate theetin which he should complete the job.
Solution :
0] Effective hourly rate of earnings under Rowaoéantive Plan

Earnings under Rowan Inventive plan =
Time Saved

(Actual time taken X wage rate) = X Time taken X wage rate
Time Allowed

Lhour v o 1 ours XRs.mn]
b hours

=% 600 +3 100 =X 700
Effective hourly rate £ 700/5 hours £ 140 / hour
(ii) Let time taken = X

= (5 hours XX 120) +

. ] Earnings under Halzsay Scheme
-+ Effective hourly rate =

Time Taken
Or, Effective hourly rate under Rowan Incentiverpta

{Time taken X Rate) +50% Rate X {Time Allowed—Time taken)

Time Taken
(X xRs.120)+50%Rs.120 X (6—X)

Or,% 140 =

X
Or,T 140 X =120 X + 360 — 60 X
Or, 80 X =360
360
Or, = —— =45 hours
a0

Therefore, to earn effective hourly rate ©f140 under Halsey. Incentive Scheme worker has to
complete the work in 4.5 hours.

Question 8 ‘

A, B and C are three industrial workers workindgsiports industry and are experts in making cricketsp A, B
and C are working in Mahi Sports, Virat Sports &iklhar Sports companies respectively. Workers ard p
under different incentive schemes. Company wiseritice schemes are as follows:

Company Incentive scheme

Mahi Sports Emerson’s efficiency system
Virat Sports Merrick differential piece rate system
Sikhar Sports Taylor’s differential piece work sst




The relevant information for the industry is as end

Standard working hours 8 hours a day
Standard output per hour (in units) 2

Daily wages rate 3 360

No. of working days in a week 6 days

Actual outputs for the week are as follows:

A

B

C

132 units

108 units

96 units

You are required to calculate effective wages aatt weekly earnings of all the three workers.

Solution :

Calculation of effective wages rate and weekly eaimmgs of the workers A, B and C

Workers A B C
96 Units 96 Units 96 Units
Standard Output . . .
(8 hrs. X 2 units X 6 days) (8 hrs. X 2 units X 6 days) (8 hrs. X 2 units X 6 days)
Actual Output 132 units 108 units 96 units
» 132 units 108 units 06 units
Efficiency (%) — X 100 = 137.5 — X 100 = 112.5 — X100 = 100
06 units 06 units 96 units
Daily Wages Rate 3 360 3360 3360

Incentive System

Emerson’s Efficiency System

Merrick differential piece rate
System

Taylor's differential piece work System

Rate of Bonus

57.5% of time rate (20% + 37.5

o) 2A¥%rdinary piece rate

25% of ordinary piece rate

% 70.875 per hour

% 27 per piece

¥ 28.125 per piece

Effecg\;(:ewage Rs.360 Rs.360 _ Rs.360
(E hours X IST'S%J (16 units EIEU%J (16 units EIEE%J
Total Weekly 73,402 %2,916 T 2,700
Earnings (4 hours X 6 days X 70.875) (108 units XX 27) (96 nits XX 28.125)

| Question 9

Jigyasa Boutiques LLP. (JBL) takes contract onvyaloks basis. It works for various fashion housed ieatail
stores. It has employed 26 workers and pays thetmanrate basis. On an average an employee ivedl@
hours for boutique work on a piece of garment. Ha month of March 2014, two workers Margaret and
Jennifer were given 30 pieces and 42 pieces of giasirespectively for boutique work. The followiaige the
details of their work:

Margaret Jennifer
Work assigned 30 pcs. 42 pcs.
Time taken 28 hours 40 hours

Workers are paid bonus as per Halsey System. Tiséirexrate of wages i§ 50 per hour. As per the new
wages agreement the workers will be F&is5 per hour w.e.f.*LApril 2014. At the end of the month March
2014, the accountant of the company has calculasegs to these two workers takfi5 per hour.

@

incorrect rate selection.

(ii)

scheme of bonus payment.

(iii)
(iv)

Do you think Rowan scheme of bonus payment is Islgittor JBL?

From the above information calculate the amountioss that the company has incurred due to

What would be the loss incurred by the JBL duentmirect rate selection if it had followed Rowan

Amount that could have been saved if Rowan schdrherwus payment was followed.




Solution :

Margaret Jennifer
No. of gaments assigned (Pieces) 30 42
Hour allowed per piece (Hours) 2 2
Total hours allowed (Hours) 60 84
Hours Taken (Hours) 28 40
Hours Saved (Hours) 32 44
(i) Calculation of loss incurred due to incorrect rateselection.
(While calculating loss only excess rate per hourds been taken)
Margaret (%) Jennifer ) Total )
140 200
Basic Wages 340
(28 Hrs. XX 5) (40 Hrs. XX 5)
Bonus (as per Halgey 80 110
Scheme) (50% of time . . 190
Saved X Excess Rate) (50% of 32 Hrs. X 5) (50% of 44 Hrs. X 5)
Excess Wages Paid 220 310 530
(ii) Amount of loss if Rowan scheme of bonus payment wefollowed :
Total
Margaret (%) Jennifer )
®
140.00 200.00
Basic Wages 340.00
(28 Hrs. XX 5) (40 Hrs. XX 5)
Bonus (as per Rowan Scheme) 74.67 104.76
Time Taken . 3 28 40 179.43
(T—Lm.e Tlowed ¥ Time Saved X Excess Rﬂtﬂf] [a ¥ 32 % PBsg. 5) (a W 44 ¥ Rs. 5)
Excess Wages Paid 214.67 304.76 519.
(i) Calculation of amount that could have been saved Rowan Scheme were followed :
Margaret (%) Jennifer ) Total %)
Wages paid under Halsey Scheme 220.00 310.00 530.00
Wages paid under Rowan Scheme 214.67 304.76 519.43
Difference (Savings) 5.33 5.24 10.57
(iv) Rowan Scheme of incentive payment has the followirgenefits, which is suitable with the nature

of business in which Jigyasa Boutique LLP operates

(a).

Under Rowan Scheme of bonus payment, workers cano@ase their earnings or bonus by

merely increasing its work speed. Bonus under Rofeimeme is maximum when the time
taken by a worker on a job is half of the time a#al. As this fact is known to the workers,
therefore, they work at such a speed which helpsitto maintain the quality of output too.

(b).

complete the works, the loss incurred will be ey low.

If the rate setting department commits any mistakeetting standards for time to be taken to

43



Question 10

Arnav Limited manufactures and sales plastic chétirgays wages under the differential piece rgttein by
following F.W. Taylor's System with a standard merate of3 12.50 per unit of chair produced by the
workers. Standard production per hour is 4 chdti@ch worker is supposed to work 8 hours a day from
Monday to Friday and 5 hours on Saturday. Presethifye are 118 workers who are entitled for thesp

The plant and machinery used to manufacture theschas purchased long back and does not matchthgth
efficiency of the workers. Workers appraised ttogincerns to the management and demanded wageg on th
time rate basis i.& 50 per hour and the incentive under the HalseynRma plant.

The following production estimates has been madéhi® month of November, 2015 under the three saena

Scenario

Worst case

Optimal case

Best case

Production (in units)

42,400

84,960

1,27,400

Required :

@)

(b)

Solution :

(a).

Calculate total wages and average wages per wpsgtanonth, under the each scenario, when

. Current system of wages and incentive payment syistéollowed

(ii).

Workers’ demand for time rate wages and Halsey pnenplant is accepted.

Mr. K, during the month of October 2015, has prasld,050 units. What will be impact on his
earning if he will be able to produce the same remd$ units in next month also. Should he support
the workers’ demand?

(Take 4 working weeks in a month)

Calculation of Total wages and average wages per vkar per month.

(i) When Current system of wages and incentive paysystem is followed:
Worst Case Optimal Case Best Case
Standard Production (in
I | units) (45 hours X 4 units X 84,960 84,960 84,960
4 weeks X 118 workers)
II' | No. of units to be produced 42,400 84,960 1,00,4
Il | Efficiency {(Il +1) X 100} 49.91% 100% 149.95%
) o 310 15 15
IV | Differential piece rate*
®12.5X0.8) 125X 1.2) 125X 1.2)
V | Total Wages (Il X 1V) T 4,24,000 % 12,74,400 ¥19,11,000
Average wages per worker
\ v+ 118) 3 3,593.22 ¥ 10,800.00 316,194.92

* For efficiency less than 100%, 83%of piece ratd &or efficiency more than or equals to
100%, 125% of piece rate may also be taken.

(ii) When workers’ demand for time rate wages and Habsegnium plan is accepted :
Worst Case | Optimal Case Best Case
| No. of units expected to be produced (units) 22,4 84,960 1,27,400
Il Standard no. units in an hour (units) 4 4 4




Il Standard Hours (I + 11) 10,600 21,240 31,850
v Expected working hours (45 hours X 4 21.240 21.240 21.240
weeks X 118 workers)
\% Hours to be saved (lll - IV) -- -- 10,610
VI Time wages (IV XX 50) % 10,62,000 % 10,62,000 < 10,62,000
Incentive under Halsey Premium Plan
Vi 1 -- -- 3 2,65,250
(E ¥ Time saved X Rs. 5{])
VIII | Total Wages (VI + VII) % 10,62,000 % 10,62,000 % 13,27,250
IX | Average wages per worker (VIII + 118) 39,000 311,247.88
(b). Calculation of gain or less in the current monthlyincome of Mr. K :
Wages earned in October 2015 :
Standard production unit (40 hours X 4 weeks X4s) 720 units
No. of units produced 1,050 units
Efficiency 145.83%
Differential piece rate (refer the above part) 15
I Total Wages (1,050 units X15) % 15,750

Expected wages under the new scheme

Standard hours (1,050 units + 4units)

262.50 hours

Expected hours to be taken (45 hours X 4 weeks) 0 hbairs
Time saved 82.50 hours
Time wages (180 hours X50) 39,000

1
Incentive(g X Time saved X Rs. 50) ¥2,062.50
Il Total expected wages T 11,062.50
Loss from the proposed scheme (Il - I) T 4,687.50

Supporting the demand of colleague workers wilk &4,687.50 in the next month to Mr. K.




OVERHEADS

| Question 1.

A company has four departments L, M and N whichpameluction departments and K which is a servigeadenent.
Cost of the department K is apportioned on thesbafswages paid.

The costs for the year 1991 were: Rs.
Rent 21000
Repairs to plant 126000
Depreciation of plant 9450
Light and power 2100
Supervision, etc. 31500
Repairs to building 8400
The following information about departments is éafale and is used as a basis for distribution:
Department Area sq. metres  No. of employees Wagpaid Value of plant
L 1500 20 126000 315000
M 1100 55 84000 189000
N 900 10 63000 126000
K 500 5 42000 -

Apportion these costs to producing departments.

Answer: Overheads as per sec. distt — 89163, 70238990.

Question 2. CA Inter May , 1988

Deccan Manufacturing Ltd. have three departmenistwéire regarded as production departments. Sedeépartments
costs are distributed to these production depaitsnesing “Step Ladder Method” of distribution. Estites of factory
overhead costs to be incurred by each departmeheiforthcoming years are as follows. Data regufoe distribution
is also shown against each department:

Departments Factory Overhead (Rs.) Direct Labdtiurs No. of Employees  Area in sq.mt.

Production:
X 193000 4000 100 3000
Y 64000 3000 125 1500
Z 83000 4000 85 1500
Service:
P 45000 1000 10 500
Q 75000 5000 50 1500
R 105000 6000 40 1000
S 30000 3000 50 1000

The overhead costs of the four service departmaetslistributed in the same order, viz., P, Q, & @nmespectively on
the following basis.

Department Basis

P - Numberof Employees
Q - Direct Labour Hours
R - Area in square metres
S - Direct Labour Hours




You are required to:

(a) Prepare a schedule showing the distribution of lme@d costs of the four service departments to hieet
production departments; and

(b) Calculate the overhead recovery rate per directuahour for each of the three production departmen

| Answer: a) Overhead as per sec. distt — 30000035000 , 160000 ; b)Rec. rate : X —Rs. 75, Y — B8, Z — Rs. 40 ‘

Question 3. May 2005
| |

An engine manufacturing company has two productiepartments: (i) Snow mobile engine and (i) Baagiee and
two service departments (i) maintenance and (idtétg office, Budgeted cost data and relevant clostes are as
follows:

Departmental costs :

Rs.
Snow mobile engine 6,00,000
Boat engine 17,00,000
Factory office 3,00,000
Maintenance 2,40,000
Cost drivers :
Factory office department : No. of employees
Snow mobile engine department 1,080 employees
Boat engine department 270 employees
Maintenance department __ 150
1,500
Maintenance department : No. of work orders
Snow mobile engine department 570 orders
Boat engine department 190 orders
Factory office department __ 4fders
800
Required:

(i) Compute the cost drive allocation percentage aed use these percentage to allocated the sergjartchent
costs by using direct method.

Compute the cost driver allocation percentage hed tise these percentage to allocate the servisetdesnt costs by

using non-reciprocal method/step method.

Answer: (i) Factory office department- Maintenancedepartment
80% 75%
20% 25%
100%

(ii) Factory office department- Maintenance department
72% 75%
18% 25%
10%
| Question 4. 2006 Nov.‘

RST Ltd. has two production departments : Machiramgl Finishing. There are three service departmehtisman
Resource (HR), Maintenance and Design. The budgetsts in these service department are as follows:




HR Mainteanance Design

Rs. Rs. Rs.
Variable 1,00,000 1,60,000 1,00,000
Fixed 4,00,000 3,00,000 6,00,000

5,00,000 4,60,000 7,00,000

The usage of these Service Departments outputglth@year just completed is as follows:
Provision of Service Output (in hours of service)
Providers of Service

Users of Service HR Maintenance Design
HR
Maintenance 500
Design 500 500 ---
Machining 4,000 3,500 4,500
Finishing 5,000 4,000 1,500
Total 10,000 8,000 6,000
Required :

(i) Use the direct method to re-apportion RST Ltdivise department cost to its production departments
(i) Determine the proper sequence to use in re-appary the firm’s service department cost by stepatanethod.
(iif) Use the step-down method to reapportion the fiseivice department cost.
Answer: (i) Machining = 961889, Finishing = 68111
(ii) I Rank H.R. Deptt. Il Rank Maint. Deptt. Il Rank Design Deptt.
(iif) Machining = 978672, Finishing = 681328
Question 5. CAEPR, Nov 2003

E-books is an online book retailer. The company fbas departments. The two sales departments apoie sales
and consumer sales. The two support-department&dargnistrative (Human resources, Accounting), amfdrmation
systems. Each of the sales departments conducthametising and marketing operations independently.

The following data are available for October, 2003

Department Revenue Number of Processing
Employees Time used
(in minutes)
Corporate Sales Rs. 16,67,750 42 2,400
Consumer Sales Rs. 8,33,875 28 2,000
Administrative 14 400
Information systems 21 1,400

Cost incurred in each of four departments for OetpB003 area as follows :

Corporate sales Rs. 12,97,751
Consumers sales Rs. 6,36,818
Administrative Rs. 94,510

Information systems Rs. 3,04,720

The company used number of employees as a basi®tate Administrative cost and processing tim@ &asis to
allocate information systems costs.

Required :
(i)  Allocate the support department costs to the sieartments using the direct method.




(i)  Rank the support departments based on percentaifpeiofservices rendered to other support depatsmélse
this ranking to allocate support costs based ostidgg-down allocation method.

(i)  How could have ranked the support departmentsrdiftéy ?
(iv)  Allocate the support department costs to two sadgmrtments using the reciprocal allocation method.

| Answer: i) 152639, 813161; ii) 23.077%, 8.33% ii)519478 , 814321 ; iv) 1520639, 813161. |

| Question 6. CAatér Nov 1998 ‘

A company has three production departments andseveice departments. Distribution summary of ovadseis as
follows: Production Departments

A Rs. 13600
B Rs. 14700
C Rs. 12800
Service Departments

X Rs. 9000
Y Rs. 3000

The expenses of service departments are chargagercentage basis which is as follows:

A B C X Y
X Dept. 40% 30% 20% - 10%
Y Dept. 30% 30% 20% 20% -

Apportion the cost of Service Departments by usirtgRepeated Distribution method.
| Answer: Overhead as per sec. distt — 18712, 1883B5555. ‘

| Question 7. ‘

Service departments expenses

Rs.
Boiler House 3000
Pump Room __600
3600
The allocation is:
Production Departments Boiler House Pump Room
A B
Boiler House 60% 35% - 5%
Pump Room 10% 40% 50% -
| Answer: Overhead as per sec. distt — 2109 , 1493 ‘
| Question 8. May 2007 ‘

A company has three production departmentg (W, and A) and three service department, one of which Emging
service department, servicing thg &hd M, only. The relevant information are as follows:

Product X Product Y
M, 10 Machine hours 6 Machine hours
M, 4 Machine hours 14 Machine hours
A 14 Direct Labour hours 18 Direct Labour hours
The annual budgeted overhead cost for the year are
Indirect Wages Consumable Supplies

Rs. Rs.

M3 46,520 12,600




M, 41,340 18,200

Aq 16,220 4,200
Stores 8,200 2,800
Engineering Service 5,340 4,200
General Service 7,520 3,200

e Depreciation on Machinery 39,600

e Insurance of Machinery 7,200

* Insurance 3, 240 (Total building insurance cost

for M1 is one third of annual premium

« Power 6,480
» Light 5,400
* Rent 12,675 (The general service deptt. Is located ibudding

owned by the company. It is valued at Rs. 6,000iardharged into cost at notional value of 8% parum.
This cost is additional to the rent shown above.)

e The value of issues of materials to the productiepartments are in the same proportion as showveaioo
the consumable supplies.

Department Book value Area Effective Production Capcity

Machinery (Sq. ft) H.P. hours Direct Machine
% Labour hour hour

M1 1,20,000 5,000 50 2,00,000 40,000

M2 90,000 6,000 35 1,50,000 50,000

Al 30,000 8,000 05 3,00,000

Stores 12,000 2,000

Engg. Service 36,000 2,500 10

General 12,000 1,500 ---

Service

Required :

(i) Prepare a overhead analysis sheet, showing tles baapportionment of overhead to departments.

(ii) Allocate service department overheads to prodactiepartment ignoring the apportionment of overhéad
department of service department costs among setgpartments.

(iif) Calculate suitable overhead absorption rate fiptioduction departments.
(iv) Calculate the overheads to be absorbed by twouptedX and Y.

Answer: (i) Production Deptt. Service Deptt.
M1 M2 Al Store Engineering General
85775 80834 32072 14534 17882 14318
(i) M1 M2 Al
103361 101630 40424
(i) M1 M2 Al
Rate/Machine Hr. 2.584 2.033
Rate/direct labour 0.135
| Question 9. Qrter Nov 1996
A company has two production departments and twacedepartments. The data relating to a periedaarunder:
Production Departments Service Departments
PD, PD, Sh S
Direct Materials (Rs.) 80000 40000 10000 20000




Direct Wages (Rs.) 95000 50000 20000 0000
Overheads (Rs.) 80000 50000 30000 20000
Power Requirement

at normal capacity

operations (Kwh) 20000 35000 12500 17500
Actual Power Consump-
tion during the period (Kwh) 13000 23000 302 10000

The power requirement of these departments are yed power generation plant. The said plant incurag
expenditure, which is not included above, of Rsl875 out of which a sum of Rs. 84375 was varialig @he rest
fixed.

After apportionment of power generation plant castthe four departments, the service departmeath@ads are to be
redistributed on the following bases:

PD, PD, Sh Sh,
SD1 50% 40% - 10%
SD2 60% 20% 20% -

You are required to:
i) Apportion the power generation plant costsh® four departments.
i) Re-apportion service department cost to préidncdepartment.

iii) Calculate the overhead rates per direct laldmur of production departments, given that theatiwages rates of
PD1 and PD2 are Rs. 5 and Rs. 4 per hour resphctive

| Answer: Overhead as per sec. distt — 206490 , B&# ‘

| Question 10. ‘

Trichy Limited has three production departments BAand C) and two service departments (D and E)mFthe
following figures extracted from the records of tteanpany. Calculate the overhead rate per labowr. ho

Indirect materials Rs.15000

Indirect wages 10000

Depreciation on machinery 25000

Depreciation on building 5000

Rent, Rates and taxes 10000

Electric power machinery 15000

Electric power for lighting 500

General expenses __ 15000

95500

Items Total A B C D E
Direct materials Rs.60000 20000 10000 0RO 6000 5000
Direct wages 40000 15000 15000 4000 2000 4000
Value of machinery 250000 60000 100000 0000 25000 25000
Floor area (sq.ft.) 50000 15000 10000 10000 5000 10000
H.P. of machinery 150 50 60 30 5 5
No. of light points 50 15 10 10 5 10
Labour hours 15000 5000 5000 2000 1000 2000




The expenses of service departments and E aredppuationed as follows:

A B C D E
D 40 20 30 - 10
E 30 30 30 10 -

Answer: Overhead as per sec .distt — 35612, 4027B483.
General overheads are distt. In the ratio ofdb. hours

Question 11.

Atlas Engineering Ltd. accepts a variety of job$iclk require both manual and machine operationg. Hidgeted
Profit and Loss Account for the period 1996-97sdalows:

(In lakhs of rupees)

Sales 75
Cost:
Direct materials 10
Direct labour 5
Prime Cost 15
Production Overhead 30
Production Cost 45
Administrative, Selling and
Distribution Overhead _ 15 60
Profit 15
Other budgeted data:
Labour hours for the period 2500
Machine hours for the period 1500
No. of jobs for the period _ 300

An enquiry has been received recently from a custoand the production department has prepared the
following estimate of the prime cost required foe job:

Rs.
Direct material 2500
Direct labour ~ 2000
Prime cost 4500

Labour hours required =80
Machine hours required =50
You are required to:

a) Calculate by different methods, six overheasbgttion rates for absorption of production ovethaad comment
on the suitability of each.

b) Calculate the production overhead cost of tideiobased on each of the above rates.
c) Give your recommendation to the company.

| Answer: Direct Lab. Hour rate method — Rs. 1200 pelab hour ‘

| Question 12. ‘

From the following data of a textile machine roddmmpute the hourly machine rate, assuming thatthehine room
will work on 90% capacity throughout the year ahaltta breakdown allowance of 10% is reasonable.

There are 3 holidays at Deepawali, 2 holidays dt, Rcholidays at X-mas, exclusive of Sundays. Tdetory works 8
hours a day on 5 days and 4 hours on Saturdayse Bne 40 machines in the room.




Per annum

Power Rs. 3120
Lighting 640
Salaries of foremen 1200
Lubricating oil 66

Repairs of machines 1446
Depreciation _785
Total 7257

| Answer: Overhead rate Rs. 0.09 per mach hour ‘

| Question 13. @Ser Dec 1992 \

A machine is purchased for cash at Rs. 9200. Itking life is estimated to be 18000 hours afterahhis scrap value
is estimated at Rs. 200. It is assumed from pgstreence that:

i) The machine will work for 1800 hours annually.
i) The repair charges will be Rs. 1080 during Wiele period of life of the machine.
iii)  The power consumption will be 5 units per hat 6 paisa per unit.
iv)  Other annual standing charges are estimatbe:to
a) Rent of department (machine 1/5 th) Rs. 780
b) Light (12 points in the department — 2 pointgaged in the machine) 288
c) Foreman’s salary (1/4 th of the his time isugied in the machine) 6000
d) Insurance premium (fire) for machinery 36
e) Cotton waste 60

Find out the machine hour rate on the basis of above datallbcation of the works expenses to all jobsvitnich the
machine is used.

| Answer: Overhead rate Rs. 1.86 per mach. ‘

| Question 14. CA Inter Nov 1986 ; ICWA Inter Dec 1990 ‘

A machine shop has 8 identical Drilling machinesanedd by 6 operators. The machine cannot be workgww an
operator wholly engaged on it. The original cosabfthese machines works out to Rs. 8 lakhs. Tipasticulars are
furnished for a 6 months period.

Normal available hours per month 208
Absenteeism (without pay) hours 18

Leave (with pay) hours 20

Normal idle time unavoidable-hours 10
Average rate of wages per worker for 8 hours aR&y20

Production bonus estimated 15% on wages
Value of power consumed Rs. 8,050
Supervision and indirect labour Rs. 3,300
Lighting and electricity Rs. 1,200

These particulars are for a year

Repair and maintenance including consumables 3¢alaé of machines.
Insurance Rs. 40,000

Depreciation 10% of original cost

Other sundry works expenses Rs. 12,000




General management expenses allocated Rs. 54,350
You are required to work out a comprehensive machwour rate for the machine shop.

| Answer: 23.87 per hour ‘

| Question 15. CAter May, 1987 |

Gemini enterprises undertakes three different ghsand c. all of them required, the use of aiapetachine and also
the use of a computer. The computer is hired aachife charges work out to Rs. 4,20,000 per anritm. expenses
regarding the machine are estimated as follows :

Rs.

Rent for the quarter 17,500

Depreciation per annum 2,00,000

Indirect charges per annum 1,50,000
During the first month of operation the followidgtails were taken from the job register.

Job
A B C

Number of hours the machine was used :
(a) Without the use of the computer 600 900 - -
(b) With the use of the computer 400 600 1000

You are required to compute the machine hour rate :
(a) For the firm as a whole for the month when the cot@pwas used and when the computer was not used.
(b) For the individual jobs A, B and C.

| Answer: Mach. hour rate 10 without comp ; Rs. 27.5vith comp. Job cost Rs. 17000 , 25500 , 27566p. ‘

| Question 16. ‘

From the details furnished below you are requicedampute a comprehensive machine hour rate:

Original purchase price of the machine (subjecepreciation at 10% per annum on original cost)
Rs. 324000

Normal working hours for the month (the mach, waxkenly 75% of capacity)
200 hours
Wages of machine man Rs. 125 per day (of 8sour
Wages for helper (machine attendant) Rs. 75 pefaf88 hours)
Power cost for the month for the time worked ROQAGB
Supervision charges apportioned for the machinéecdor the month
Rs. 3000
Electricity & Lighting for the month Rs. 7500
Repair & maintenance (machine) including Consumatadess per month
Rs. 17500
Insurance of Plant &Building (apportioned) for year
Rs. 16250
Other general expense per annum Rs. 27500

The worker are paid a fixed dearness allowancesoflR75 per month. Production bonus payable to everi terms of
an award is equal to 33.33% of basic wages anddssmallowance. Add 10% of the basic wage and dsamlowance
against leave wages and holidays with pay to aafveecomprehensive labour - wage for debit to petdn.

Answer: Fixed cost 16845.84 p.m, 112.31 p.h ; Vable cost Rs. 406.86 p.h ; Effective mach. workirfy p.m —
150 hr ; wages per mach. hr Rs. 44.91 , Rs. 32.97




Question 17. CREIl , May 2003 |

PQR Ltd. has its own power plant, which has twasjs€utting Department and Welding Department. Wihenplans
were prepared for the power pant, top managemeidetdthat its practical capacity should be 1,50 ,8@&chine-hours.
Annual budgeted practical capacity fixed costsRge 90,000 and budgeted variable costs are Rst vhaehine-hour.
The following data are available :

Cutting Welding Total
Department Department
Actual usage 60000 40000 100000
In 2002-03
(machine hours)
Practical capacity 90000 60000 150000

for each department
(machine hours)
Required :

0] Allocate the power plant’s cost to the cutting aimel welding department using a single rate methaahich the
budgeted rate is calculated using practical capacitl costs are allocated based on actual usage.

(i)  Allocate the power plant’s cost to the cutting amelding departments, using the dual-rate methodhvfiked
costs are allocated based on practical capacityaridble costs are allocated based on actual usage

(i)  Allocate the power plant’s cost to the cutting avelding departments using the dual-rate methodhithvfixed-
costs rate is calculated using practical capadityt, fixed costs are allocated to the cutting andding
department based on actual usages. Variable aestdlacated based on actual usages.

(iv) Comment on your results in requirement (i), (i ).

| Answer: i) 600000 , 400000 ; i) 780000, 520000 600000 , 400000 |

Question 18. Nov. 2007
| |

A machine shop cost centre contains three machihegual capacities. Three operators are emplogyeshoh machine,
payable Rs. 20 per hour each. The factory workgddy — eight hours in a week which includes 4 fsosetup time.
The work is jointly done by operators. The opemtne paid fully for the forty-eight hours. In atilolis they are paid a
bonus of 10 per cent of productive time. Costsr@perted for this company on the basis of thirteem-weekly period.

The company for the purpose of computing machine hate includes the direct wages of the operatdradso recoups
the factory overheads allocated to the machines.félfowing details of factory overheads applicatig¢he cost centre
are available :

» Depreciation 10% per annum on original cost ofrttaehine. Original cost of the each machine is RO
* Maintenance and repairs per week machine is Rs. 60.

e Consumable stores per week per machine are Rs. 75.

*  Power : 20 units per hour per machine at the rb89 @aise per unit.

» Apportionment to the cost centre: Rent per annum 5400, Heat and Light per annum Rs. 9,720, and
foreman’s salary per annum Rs. 12,960.

Required :
(i) Calculate the cost of running one machine foru feeek period.
(i) Calculate machine hour rate.
Answer:
| Question 19, CA. Inter May 1997
X Ltd. having fifteen different types of automatiachines furnishes information as under for 1996-97

0] Overhead expenses: Factory rent Rs. 96,000 (Flaear 80,000 sq. ft.), Heat ad gas Rs. 45,000 anergsjon
Rs. 1,20,000.




(i)  Wages of the operator are Rs. 48 per day of 8 hblgsattends to one machine when it is under setnaptwo
machines while they are under operation. In respéehachine B )one of the above machines) the \ioig
particulars are furnished :

0] Cost of machine Rs. 45,000, Life of machine — 1&rgend scrap value at the end of its life Rs.&,00
(i)  Annual expenses on special equipment attachectmécthine are estimated at Rs. 3,000.

(i)  Estimated operation time of the machine is 3,60@iavhile set up time is 400 hours per annum.
(iv) The machine occupies 5,000 sq. ft. of floor area.

(v)  Power costs Rs. 2 per hour while machine is in atpar.

Find out the comprehensive machine hour rate ofhinacB. Also find out machine costs to be absorived
respect of use of machine B on the following twakvorders :

Work-order 31 Work-order 32
Machine set up time (Hours) 10 20
Machine operation time (Hours) 20 180

| Answer: Rs. 12 , Rs. 11 per mach. hour ‘

| Question 20. Cihter May 2002 |

In a factory, a machine is considered to work @8 Bours in a month. It includes maintenance @ hours and set
up time of 20 hours. The expenses data relatinigganachine are as under :

- Cost of machine is Rs. 5,00,000. Life 10 yedtstimated scrap value at the end of life is

Rs. 20,000.

- Repairs and maintenance per annum Rs. 60,480

- Consumable stores per annum R&207

- Rent of building per annum (The machine und&sremce occupies

1/6 of the area) Rs. 72,000

- Supervisor’s salary per month (Common to threefine) Rs. 6,000

- Wages of operator per month per machine R&00

- General lighting charges per month allocatethéomachine Rs. 1,000

- Power 25 units per hour at Rs. 2 per unit.

Power is required for productive purpose only. §etime, though productive, does not require powle supervisor
and Operator are permanent. Repairs and maintelaadceonsumable stores vary with the running ohtlehine.

Required: Calculate a two-tier machine hour rated set up time, and (b) running time.
| Answer: Rs. 52.5, Rs. 152.5 per mach. hour. ‘

| Question 21. CAtér Nov 1999 ‘

ABC Ltd. manufactures a single product and abstiibsproduction overheads at a pre-determined raiesd.0 per
machine hour.

At the end of financial year 1998-99, it has beennfl that actual production overheads incurred Ws®00000. It
included Rs.45000 on account of ‘written off’ obstel stores and Rs.30000 being the wages paid dostttke period
under an award.

The production and sales data for the year 1998-89 under:

Production:
Finished goods 20000 units
Work-in-progress 8000 units

(50% complete in all respects)
Sales:
Finished goods 18000 units




The actual machine hours worked during the periedew8000. It has been found that one-third ofuhéer-
absorption of production overheads was due to ¢dgkoduction planning and the rest was attribwgabl normal
increase in costs.

(i) Calculate the amount of under-absorption of pradnadverheads during the year 1998-99; and
(i) Show the accounting treatment of under-absorptfgraduction overheads.

‘ Answer: Under Rec. Rs. 15000 ‘

| Question 22. CRE Il May 2005 ‘

A manufacturing unit has purchased and installadva machine of Rs. 1270000 to its fleet of 7 emgstinachines. The
new machine has an estimated life of 12 year arapected to realize Rs. 70000 as scrap at thefitelworking life.
Other relevant data are as follows :
0] Budgeted working hours are 2592 based on 8 hourdaefor 324 days. This includes 300 hours fonpla
maintenance and 92 hour for setting up of plant.

(i) Estimated cost of maintenance of the machine iB300 p.a .

(iii) The machine requires a special chemical solutidnchvis replaced at the end of each week (6 days in
week) at a cost of Rs. 400 each time.

(iv) Four operators control operation of 8 machines thedaverage wages per person amount to Rs. 420 per
week plus 15% fringe benefits.

(v) Electricity used by the machine during the produttis 16 units per hour at a cost of Rs. 3 per. unut
current is taken during maintenance and setting up.

(vi) Departmental and general works overhead allocatéloket operation during last year was Rs. 50000ingur
the current year it is estimated to increase 10%isfamount.

Calculate machine hour rate , if (a) setting upgetimunproductive; (b) setting up time is produgtiv

Answer: Fixed cost of mach. — 66516 ; Setting upntie is unproductive — 123.690 ; Setting up time isrpductive —
118.724

| Question 23. CAatér ,Nov 1994 ‘

A factory has three production departments. Thécpadf the factory is to recover the production dweads of the
entire factory by adopting a single blanket ratselobon the percentage of total factory overheatistabfactory wages.
The relevant data for a month are given below:

Department Direct Direct Factory Direct Mhine
Materials wages overheads labotmours
Rs. Rs. Rs. Hour
Budget
Machining 650000 80000 360000 20000 80000
Assembly 170000 550000 140000 100000 10000
Packing 100000 70000 125000 50000 -
Actuals
Machining 780000 96000 390000 MO0 96000
Assembly 136000 270000 84000 90000 11000
Packing 120000 90000 135000 60000 -

The details of one of the representative jobs predwuring the month are as under:

Job No. CW 7083:

Department Direct Direct Direct Machine
Materials wages labour hours




Rs. Rs. hours

Machining 1200 240 60 180
Assembly 600 360 120 30
Packing 300 60 40 -

The factory adds 30% on the factory cost to codeniaistration and selling overheads and profit.

Required:

(i Calculate the overhead absorption rate as perutiert policy of the company and determine tharsglbrice of
the Job No. CW 7083

(i)  Suggest any suitable alternative method(s) of atisor of the factory overheads and calculate therlowad
recovery rates based on the method(s) so recommdrydgou.

(i)  Determine the selling price of Job CW 7083 basetheroverhead application rates calculated irafipve.

(iv) Calculate the department wise and total under er ogcovery of overheads based on the companytertur
policy and the method(s) recommended by you.

Answer: i) Overhead Rec. rate — 125% of DLC , Skg price — Rs. 4661 ; ii) MHR Rs. 4.50 p.h, 1.40.h , Rs. 2.5
p.h, selling price Rs. 4989.40 ; iii) 270000(ur)253500(or), 22500 (ur) ; iv) 42000 (or) , 15000rjo

| Question 24. 2011, May [2] (a) ‘
You are given the following information of the termachines of a manufacturing department of X Ltd.:

Preliminary estimates of expenses
(per annum)

Total Machines
A B C

(Rs) (Rs) (Rs) (Rs)
Depreciation 20,000 7,500 7,500 5,000
Spare parts 10,000 4,000 4,000 2,000
Power 40,000
Consumable stores 8,000 3,000 2,500 2,500
Insurance of machinery 8,000
Indirect labour 20,000
Building maintenance expenses 20,000
Annual interest on capital outlay 50,000 20,000 0Q0, 10,000
Monthly charge for rent and rates 10,000
Salary of foreman (per month) 20,000
Salary of Attendant (per month) 5,000

(The foreman and the attendant control all theettmachines and spend equal time on them.)
The following additional information is also avdile :

Machines
A B C
Estimated Direct Labour Hours 1,00,000 1,50,000 0,080
Ratio of K.W. Rating 3 2 3
Floor space (sq. ft.) 40,000 40,000 20,000

There are 12 holidays besides Sundays in the péavhich two were on Saturdays. The manufacturiegadtment
works 8 hours in a day but Saturdays are half daysnachines work at 90% capacity throughout tlearyand 2% is
reasonable for breakdown.

You are required to :




Calculate predetermined machine hour rates foabitwe machines after taking into consideratiorfdHewing factors

* Anincrease of 15% in the price of spare parts.
e Anincrease of 25% in the consumption of sparesgartmachine ‘B’ & ‘C’ only.
e 20% general increase in wages rates.
| Question 25. CA Inter May 1996

A company is making a study of the relative prdiiliy of the two products A and B. In additionddect cost ,
indirect selling and distribution cost to be allmhbetween the two products are as under :

Insurance charges for inventories (finished ) Rs. 78000
Steerage cost 140000
Packing and forwarding charges 720000
Salesmen salaries 850000
Invoicing cost 450000
Other details are :

Product A Product B
Selling Price per unit Rs. 500 Rs. 1000
Cost per unit ( exclusive of 300 600
Indirect selling and
Distribution cost )
Annual sales in units 10000 8000
Average inventory(units) 1000 800
No. of invoices 2500 2000

One unit of product A requires a storage twice rmslpct B. The cost to packing and forwarding oné is the same
for both the products. Salesmen are paid salay @dmmission at the rate of 5% on sales and equalint of efforts
are put forth on the sales of the product.

Required :
i) Set up a schedule showing the apportionmerteiridirect selling and distribution cost betwelea two products.
i) Prepare a statement showing the relative @biiity of the two products.

‘ Answer : i) 1455000, 1433000 i).9%, 22.08% ‘
| Question26 ‘
M.L. Auto Ltd. is a manufacturer of auto componeantsl the details of its expenses for the year 2014
given below :
®
Opening Stock of Material 1,50,000
Closing Stock of Material 2,00,000
Purchase of Material 18,50,000
Direct Labour 9,50,000
Factory Overhead 3,80,000
Administrative Overhead 2,50,400

During 2015, the company has received an order &@ar manufacturer where it estimates that theafos
material and labour will b& 8,00,000 and 4,50,000 respectively. M.L. Auto Ltd. charges €mgtoverhead as
a percentage of direct labour and administrativerioead as a percentage of factory cost based viopse
year’s cost.




Cost of delivery of the components at customer&mses is estimated &45,000.
You are required to :
0] Calculate the overhead recovery rates based oalaxtst for 2014.
(ii) Prepare a detailed cost statement for the ordeivext in 2015 and the price to be quoted if the
company wants to earn a profit of 10% on sales.
| Question 27 ‘

A machine was purchased from a manufacturer whimelé that his machine could produce 36.5 tonnes in
year consisting of 365 days. Holidays, break-doata,, were normally allowed in the factory for 6&yd.
Sales were expected to be 25 tonnes during the arehthe plant actually produced 25.2 tonnes dutieg
year. You are required to state the following figgir

(a) Rated Capacity.

(b) Practical Capacity.
(©) Normal Capacity.
(d) Actual Capacity.

FORYOURPRACTICE
| Question 1.
The ABC Company has the following account balarsesdistribution of direct charges orn*3larch, 1999
Production Depts. Service Depts
Total Machine Gen. Plant Store & Main.
Shop Packing

Allocated Overheads: Rs. Rs. Rs. Rs. Rs.
Indirect labour 14650 4000 3000 2000 5650
Maintenance material 5020 1800 700 1020 1500
Misc. supplies 1750 400 1000 150 200
Superintendent’s salary 4000 - - 4000 -
Cost & payroll salary 10000 - - 10000 -
Overheads to be apportioned:
Power 8000
Rent 12000
Fuel and heat 6000
Insurance 1000
Taxes 2000
Depreciation 100000

164420 6200 4700 17170 7350

The following data were compiled by means of thedey survey made in the previous year:

Floor Radiator No. of Investment H.P.

Space Sections Employees Rs. hours
Machine Shop 2000 Sq.ft. 45 20 640000 3500
Packing 800 90 10 200000 500
General Plant 400 30 3 10000 -
Store & Maint. 1600 ™ 60 5 150000 1000

4800 ™ 225 38 1000000 5000




Expenses charged to the stores and maintenancetrdepts are to be distributed to the other departsnby the

following percentages:

Machine shop 50%; Packing 20%; General Plant 30&tie@l Plant Overheads is distributed on the lmsismber of

employees:

a) Prepare an overhead distribution statement withporting schedules to show computations and bafsis
distribution including distribution of the servidepartment expenses to producing department.

b) Determine the service department distributigrihe method of continued distribution carry thro@gycycles. Show
all calculations to the nearest rupee.

Solution
Prod. Dept. Service Dept.

Particulars Amt. Basis Ratio M/S Packing GP SIM
Indirect wages 14650 - - 4000 3000 2000 5650
Maintenance material 5020 - - 1800 700 1020 1500
Miscellaneous Supplier 1750 - - 400 1000 150 200
Superitendent’s salary 4000 - - - - 4000 -
Cost & Payroll salary 10000 - - - - 10000 -
Power 8000 Capital xhrs. 7:1:0:2 5600 800 - 6001

or H.P. hrs.
Rent 12000 Area 5:2:1:4 5000 2000 1000 4000
Fuel & Heat 6000 Radiator 3:6:2:4 1200 2400 0 80 1600

sections
Insurance 1000 Total Asset. 64:20:1:15 640 0 20 10 150

(Investment)
Taxes 2000 Total assets 64:20:1:15 1280 400 O 2 300
Dep. 100000 Total assets 64:20:1:15 6400020000 1000 15000
O/H as per primary dist. _ 164420 83920 30500 20000 30000
O/H of GP distributed Services 4:2:1 11429 471  (20000) 2857
O/H of S/M distributed Services 50:20:30 1642%571 9857 (32857)
O/H of GP distributed Services 4:2:1 5633 2816 (9857) 1408
O/H of S/M distributed Services 50:20:30 704 822 422 (1408)
O/H of GP distributed Services 4:2:1 241 121 422) 60
O/H of S/M distributed Services 50:20 43 17 - 0)(6
O/H as per secondary distribution 118399 46021 - -
Question 2.

XL Ltd. has three production departments and famwise departments. The expenses for these dep#gras per
Primary Distribution Summary are as follows:

Production Departments:

Rs. Rs.
A 30000
B 26000
C 24000 80000
Service Departments:
Rs. Rs.
Stores 4000
Time-keeping and Accounts 3000
Power 1600
Canteen 1000 9600




The following information is also available in resp of the production departments:

Dept. A Dept.B Dept. C

Horse power of Machine 300 300 200
Number of workers 20 15 15
Value of stores requisition in (Rs.) 2500 1500 1000
Apportion the costs of service departments ovepteuction departments.
Solution

Statement for primary & Secondary Distribution ofetheads

Prod. Dept. Service Dept.

Particulars Amt. Basis Ratio A B C Stores Time keep.Power Canteen
O/H as per primary 89600 - - 30000 26000 24000 4000000 1600 1000
O/H of stores distributed Value 5:3:2 2000 12@DO (4000) - - -
O/H of Timekeeping No.of 4:3:3 1200 900 900 - (3000) - -
distributed workers
O/H of Power dist. Horse 3:3:2 600 600 400 - - (1600) -

power
O/H of Cantteen dist. No.of 4:3:3 400 300 300 - - - (1000)

worker
O/H as per secondary distribution 84200 29000 Q640G - - -

| Question 3.

PH Ltd., is a manufacturing company having threedpction departments, ‘A’, ‘B’ and ‘C’ and two sé&w®
departments ‘X’ and ‘Y’. The following is the buddger December 1999:-

Total A B C X Y

Rs. Rs. Rs. Rs. Rs. Rs.
Direct material 1000 2000 4000 2000 1000
Direct wages 5000 2000 8000 1000 2000
Factory rent 4000
Power 2500
Depreciation 1000
Other overheads 9000
Additional information:
Area (Sq.ft.) 500 250 500 250 005
Capital value
(Rs. lacs) of assets 20 40 20 10 10
Machine hours 1000 2000 4000 1000 1000
Horse power of mach. 50 40 20 15 25
A technical assessment of the apportionment of esg®of service departments is as under:

A B C X Y
% % % % %

Service Dept. ‘X’ 45 15 30 - 10
Service Dept. Y’ 60 35 - 5 -
Required:

(i) A statement showing distribution of overheads toouss departments.
(i) A statement showing re-distribution of service dépants expenses to production departments.
(i)  Machine hour rates of the production departments'BA and ‘C’.




Solution
Statement for Primiary & Secondary Distribution®ferheads

Prod. Dept. Service Dept.
Particulars Amt. Basis Ratio A B C X Y
Direct material 3000 - - - - - 2000 1000
Direct wages 3000 - - - - - 1000 2000
Rent 4000 Area 2:1:2:1:2 1000 500 1000 500 0001
Power 2500 Capacity x  50:80:80:15:25 500 80800 150 250

hours

Depreciation 1000 Assetvalue 2:4:2:1:1 200 400 200 100 100
Other Overheads _ 9000 Directwages 5:2:8:1:2 2500 1000 4000500 1000
O/H as per _22500 4200 2700 6000 4250 5350
primary distribution
O/H of X distributed Services 45:15:30:10 420 681 1362 (4540) 454
O/H of Y distributed Services 60:35:0:5 3482 2032 - 290 (5804)
O/H as per secondary distribution 9725 5413 7362 -
Machine Hour 1000 2000 4000
Machine Hour ratéO/H per machine hour 9.725 2.706 1.8405

Working note:- Equation Method

Let the total overheads of Dept. X be x.

Let the toal overheads of Dept. Y bey.
x=4250+0.05y (1)
y=5350+0.10x __ (2)

Put the value of ‘X’ in eq. (2)

y = 5350 + 0.10 (4250 + 0.05y)
y = 5350 + 425 + 0.005y
0.995y = 5775
(Dept. Y) y = 5804
Put the value of 'y’ in eq. (1)
X = 4250 + 0.05 (5804)
= 4250 + 290
(Dept. X) x = 4540
| Question 4.

Modern Manufacturers Ltd. have three Production d&&pents P1, P2, P3 and two Service Departmentang1S2
details pertaining to which are as under:

Py P, Ps S S
Direct wages (Rs.) 3000 2000 3000 1500 195
Working hours 3070 4475 2419 - -
Value of machines (Rs.) 60000 80000 10000005 5000
H.P. of machines 60 30 50 10 -
Light points 10 15 20 10 5
Floor space (sq.ft.) 2000 2500 3000 200000 5
The following figures extracted from the Accountirggords are relevant:

Rs.

Rent and Rates 5000
General Lighting 600




Indirect Wages

Power

Depreciation on Machines
Sundries

1939
1500

10000

9695

The expenses of the Service Departments are adlbeat under:

P
S 20%
S 40%

P
30%
20%

Ps S
40% ;
30% 10%

S
10%

Find out the total cost of product X which is prssed for manufacture in Departments P1, P2 andP3,5 and 3
hours respectively, given that its Direct Matefiaist is Rs. 50 and Direct Labour Cost is Rs. 30.

Solution

Equation Method —

Let the total overheads of Be x.

Let the total overheads of Be y.
x=4700 + 0.1y
y =929 + 0.1x

— @
— @

y =929 + 0.1 (4700 + 0.1y)

y =929 + 470 + 0.01y
0.99y = 1399
(Dept. $) y =1413
From equation (1)
X =4700 + 0.1 (1413)
(Dept. §) x = 4841

(iy Statement for Primary & Secondary Distributiminoverhead

Production Dept.

Service Dept.

Particulars Amt. Basis Ratio 1P P, P S S
Direct wages 1695 - - - - - 1500 195
Rent & rates 5000 Area 4:5:6:4:1 1000 1256001 1000 250
Lighting 600 Light points 2:3:4:2:1 100 150200 100 50
Indirect wages 1939 Direct wages 3000 : 2000 : 300800 400 600 300 39
1500 : 195
Power 1500 Horse power 6:3:5:1 600 300 500 O 10 -
Dep. on machines 10000 Value of 12:16:2011: 2400 3200 4000 200 200
machine
Sundry overheads 9695 Direct wages 3000 : 20000 303000 2000 3000 1500 195
1500 : 195
O/H as per primary
distribution 30429 7700 7300 9800 4700 929
O/H of S, distributed Service 20:30:40:10 968 145336L  (4841) 484
O/H of S distributed Service 40:20:30:10 565 424 424 141 (1413)
O/H as per secondary distribution 9233 9035 12,16 -
Labour hours/working hours 3070 4475 2419 - -
Labour hour rate/O/H per labour hour 3 2 5 - -
(ii) Cost sheet
Direct Material 50
(+) Direct Labour _30




Prime cost 80
(+) Factory overheads :

R[4 hr x Rs 3] 12
R[5 hr x Rs 2] 10
R[3 hr x Rs 5] 15
Total cost 117
Question 5. Nov. 1997

SWEET DREAMS Ltd. uses a historical cost system ahdorb overheads on the basis of predetermined Tae
following data are available for the year ended Bthrch, 1997:

Rs.

Manufacturing overheads —
Amount actually spent 1,70,000
Amount absorbed 1,50,000
Cost of goods sold 3,36,000
Stock of finished goods 96,000
Works-in-progress 48,000

Using two method of disposal of under-absorbed lie@is show the implication on the profits of thenpany under
each method.

Working Note 1
Calculation of under recovery of fixed overhead:

Actual factory overhead 1,70,000
(-) Recovered factory overhead 1,50,000
Under recovery of fixed overhead 20,000
Solution
Method 1 Method 2
Supplementary R/R Approach Write off Approach
A. COS Alc Dr. 14,000 A. Costing P/L 20,000
FG Alc Dr. 4,000 To Fixed ovealle 20,000
WIP Alc Dr. 2,000
To FO Alc 20,000
[14:4:2]
B. Report : This will Reduce profit by B. Repoithis will reduce profit by
Rs. 14,000. Rs. 20,000
Question 6. Nov. 2000

The total overhead expenses of a factory are R%,380. Taking into account the normal working lo¢ ffactory,
overhead was recovered in production at Rs. 1.25per. The actual hours worked were 2,93,104. kewld you
proceed to close the books of accounts, assumatgbisides 7,800 units produced of which 7,000 weid, there
were sold, there were 200 equivalent units in wiargrogress?

On investigation, it was fond that 50% of the umabed overhead was on account of increase in tke indirect
materials and indirect labour and the remaining %@ due to factory inefficiency. Also give the firamplication of
the method suggested.

Solution
A. Calculation of under recovery of factory overtiea
Total factory overhead 4,46,380




(-) Recovered Factory overhead [2,93,104 x 1.25] 3,66,380

Under recovery of factory overhead 80,000
B. Calculation of under recovery due to price lestenge:
Total under recovery 80,000
(-) Under recovery due to inefficiency 40,000
Under recovery due to price increase 40,000
C. Allocation of under recovery:
FG Sold FG Stock WIP Stock
No. of units 7,000 800 200
Under recovery dist 35,000 4,000 1,000
Transfer to COS Alc FG Alc WIP Alc

Question 7. ‘

In a factory, overheads of a particular departnamet recovered on the basis of Rs.5 per machine. At total
expenses incurred and the actual machine houthdodepartment for the month of August were Rs.80&td 10000
hours respectively. Of the amount of Rs.80000, 5300 became payable due to an award of the Labourt@nd
Rs.5000 was in respect pf expenses of the prewieasbooked in the current month (August). Actualdpiction was
40000 units, of which 30000 units were sold. Onlymiag the reasons, it was found that 60% of thdeurabsorbed
overhead was due to defective planning and thewastattributed to normal cost increase. How woud treat the
under-absorbed overhead in the cost accounts?

Solution
A. Calculation of under recovery of factory overtiea

Total factory overhead 80,000

(-) Award due to Labour court order 15,000
(-) Previous year expences _5,000
60,000

(-) Recovered fixed overhead [10,000 x 5] 50,000
Under recovery 10,000

(-) Defective planning @ 60% 6,000
Under recovery due to price increase 4,000

B. Allocation of of under recovery:

FG Sold FG Stock
No. of units 30,000 10,000
Under recovery fixed overhead (Rs) 3,000 1,000
Transfer to COS Alc FG Alc

Question 8. ‘

In a manufacturing unit, factory overhead was reced at a pre-determined rate of Rs.25 per man- Ttag total
factory overhead expenses incurred and the man-aetyslly worked were Rs.41.50 lakhs and 1.5 lakdnaays
respectively. Out of the 40000 units produced dusarperiod, 30000 were sold.

On analyzing the reasons, it was found that 60%hefunabsorbed overheads were due to defectivaipgmand the
rest were attributable to increase in overheadscost

How would unabsorbed overheads be treated in Cosbunts?
Solution
Answer : Under Recovery Rs. 4,00,000.




Question 9. CAPEII CA Nov. 2002
In the current quarter , a company has undertakerjabs. The data relating to the jobs are as under

Job No. 1102 Job No. 1108
Selling price 107325 157920
Profit as percentage on cost 8% 12%
Direct Materials 37500 54000
Direct Wages 30000 42000

It is the policy of the company to charge the fagtoverhead as percentage on direct wages andhgsedind
administration overheads on factory cost.

The company has received a new order for manufagtar similar job. The estimate of direct mateaatl direct wages
relating to the new order are Rs. 64000 and 5088pectively. A profit of 20% on sale is required.

You are required to compute:
i) The rates of factory overheads and selling ahahinistration overheads to be charged.
i) The selling price of the new order .
Solution
(i) Computation of factory O/H Rates & Selling &g$diibution O/H Rates:
Let the factory O/H recovery rate be ‘X’ &, Setli& Admin. O/H recovery rate be 'y’
Jobs Cost Sheet

Particulars Job No. 1102 Job No. 1108
Direct Materials 37,5000 54,000
Direct wages 30,000 42,000
Prime Cost 67,500 96,000
Factory O/Hs:
Factory Expenses 30,000 x 42,000 x
Factory Cost 67,500 + 30,000 96,000 + 42,000 x
Selling & Distribution O/HSs:
Selling & Admin. Cost
(67,500 + 30,000 x) y (96,000 + 42,000 x
(67,500 + 30,000 x) (1 +V (96,000 + 42,000 x)+(%)
(i) Computation of total cost of Job No. 1102 & 1108
Job No. 1102:
Total cost when profit is 8% on cost = 1,07,32500
108
=Rs. 99,375
Job No. 1108:
Total cost when profit is 12% on cost = 1,57,%000
112
=Rs. 1,41,000
Job No. 1102:
67,500 + 30,000 x + 67,500 y + 30,000 xy = 99,375
or, 30,000 x + 30,000 xy + 67,500y =31,875 ... )
Job No. 1108:
96,000 + 42,000 x + 96,000 y + 42,000 xy = 1,4@,00
or, 42,000 x + 96,000y + 42,000 xy =45,000 ... 2)




Multiplying equation (1) by 4.2 & equation (2) Bywe get,
1,26,000 x + 1,26,000 xy + 2,83,500 y = 1,33,875
1,26,000 x + 1,26,000 xy + 2,88,006y1,35,000
QIQNC
-4,500y=-1,125
Oy=0.25
Putting the value of 'y’ in e.g. (1), we get,
30,000 x + 30,000 x x 0.25 + 67,500 x 0.25 = 343,87
or, 30,000x + 75,000x + 16,875 = 31,875
37,500x = 15,000

O0x=04
Hence, Factory O/H Recovery Rate on Direct Wagé8%, & Selling & Admin. O/H Recovery Rate on fagto
Cost = 25%.
(iif) Computation of Selling Price of New Order:

Direct materials 64,000

Direct Wages 50,000

Prime Cost 1,14,000

Factory O/H (40% on 50,000) 20,000

Factory Cost 4,00

Selling & Admin. O/H (25% on 1,34,000) 33,500
otdl Cost 1,67,500

(+) Profit 1,67,500 20 41,875

80

Selling Price 2,09,375
| Question 10. Nov. 2006

A Manufacturing Company has an installed capadity, 50,000 units per annum. Its cost structuravsrgbelow:
(i) Variable cost per unit

Materials 10
Labour (subject to a minimum of Rs. 1,00,000menth) 10
Overheads 4
(i) Fixed overheads per annum 1,92,300

(i) Semi-variable overheads per annum at 75% capé@tiwill increase by Rs. 4,000 per annum for inGeaf every
5% of the capacity utilization or any part there®®000

The capacity utilization for the next year is budgeat 75% for first three months, 80% for the ngxtmonths and
90% for the remaining three months.

If the company is planning to have a profit of 20%the selling price, calculate the selling priee pnit for the next
year.

Working Note:-

Calculation of capacity utilization during the whgleriod:-

Total Capacity 1,50,000 units per annum (12,508syrér month)
First 3 Month [12,500 x 75% x 3] = 28,125

Next 6 Month [12,500 x 80% x 6] = 60,000

Next 3 Month [12,500 x 90% x 3] = 33,750 _

Total Production 1.&75

Capacity utilization (%) = 1,21,876100 = 81.25%




1,50,000
In this situation the semi-variable overhead wdlRs. 68,000.

Solution
Direct material [10 x 1,21,875] =12,18,750
Direct labour [(2,00,000 x 3) + (10,000 x 10 x 6)14,250 x 10 x 3)] = 12,37,500
Variable overhead [1,21,875 x 4] = 4,87,500
Fixed overhead =1,92,300
Semi-variable overhead = 68,000
Total cost = 32,04,050
(+) Profit 20x 32,04,050 =8,01,012.5
80

Sales = 40,05,062.5
Units = 1,21,875 units
Selling price p.u. = 32.86

| Question 11.

Job No. 198 was commenced on October 10,1998 angdleted on November 1,1998. Materials used weréRsand
labour charged directly to the job was Rs. 400 e®thformation is as follows:

Machine No. 215 used for 40 hours, the machine haterbeing Rs. 3.50.

Machine No. 160 used for 30 hours, the machine haterbeing Rs. 4.00. 6 welders worked on the golfife days of
8 hours each: the Direct labour hour per weld@0i$.

Expenses not included for calculating the machimgr lor direct labour hour rate totaled Rs. 200l tdirect wages for
the period being Rs. 20000. Ascertain the worksscokjob No. 198.

Solution

Working Note:-

Calculation of Recovery rate for other expenses—

Recovery rate = 2000x 100 = 10% of direct labour cost

20,000
(% of direct labour cost method)

Workings Job 198
Direct material 600
Direct labour 400
Prime cost 1,000
Factory overhead:
Machine No. 215 [40 x 3.5] 140
Machine No. 160 [30 x 4] 120
Welding dept [240 x 0.20] 48
Other dept [400 x 10%)] _ 40
Works cost 1,348
Question 12. 2011, November

X Ltd. recovers overheads at a pre-determinedafalRs 50 per man-day. The total factory overheadarred and the
man-days actually worked were Rs 79 lakhs andakbsl days respectively. During the period 30,006 umere sold.

At the end of the period 5,000 completed units weekel in stock but there was no opening stock mified goods.
Similarly, there was no stock of uncompleted uaitthe beginning of the period but at the end efghriod there were
10,000 uncompleted units which may be treated &6 &implete.




On analyzing the reasons. It was found that 60%efunabsorbed overheads were due to defectiveipgmnd the
balance were attributable to increase in overheatl ¢

How would unabsorbed overheads be treated in cosuats ?

Solution :
Absorbed overheads = Actual Man-day X Rate per day
= 1,50,000 days X 50
= 1 75,00,000
Under absorption of overheads = Actual overheaflbserbed overheads
= ¥ 79,00,000 X 75,00,000
= < 4,00,000
Reasons for under — absorption :
1. Defective Plannin§ 4,00,000 X 60% £ 2,40,000
2. Increase in overhead c&t,00,000 X 40% £ 1,60,000
Treatment in cost Accounts :
(i) The unabsorbed overheads 3f2,40,000 on account of defective
planning to be treated as abnormal and thus bgetido Costing profit & loss account.
(ii) The balance of unabsorbed overheads3i.4,60,000 be charged as

below on the basis of supplementary overhead absomate
Supplementary Rate%1,60,000 + {30,000 units + 5,000 units + (50 of units) X 4}

(a). To Cost of sales Account =30,000 units ¥ 4
= <1,20,000

(b). To Finished stock account =5,000 units X 4
= 320,000

(c). To WIP Account =50% of 10,000 units X

T4 = 320,000
¥ 1,60,000
| Question 13

A machine costin§ 10 lakhs, was purchased on 01.04.2014. The expéfdgef the machine is 10 years. At the end of
this period its scrap value is likely to $4.0,000. The total cost of all the machines incigdiew one wa¥ 90 lakhs.

The other information is given as follows:

(i) Working hours of the machine for the year was 4,a@uding 200 non-productive hours.

(ii) Repairs and maintenance for the new machine dtimgear wa§ 5,000.

(i) Insurance Premium was paid for all the macRi®e000.

(iv) New machine consumes 8 units of electricity perhthe rate per unit beirfy3.75

v) The new machine occupies area of the department.d®¢he department 2,400 per month.
(vi) Depreciation is charged on straight line basis.

Compute machine hour rate for the new machine.
Solution :
Computation of machine hour rate of new Machine :

Total R) Per hour ®)
A. Standing Charges 1,000

1
I. Insurance Premiuf 9,000 X;

2,880

1
II. Rent ; X ¥ 2,400 X 12 months




3,880 0.97*

B. Machine Expenses 1.25
I. Repairs and Maintenanc& %,000 + 4,000 hours)
" Depreciation[RS'm’m’ﬂm —Rs.iﬂ,ﬂﬂﬂ] 24.75
10 years X 4,000 hours
[ll. Electricity (8 units XX 3.75) 30.00
Machine hour rate 56.97

Working Note :

1. Calculation of productive Machine hour rate
Total hours 4,200
Less : Non-Productive hours 200
Effective Machine hour 4,000

* ¥ 3,880 + 4,000 hours¥0.97

Question14

PQR manufacturers — a small scale enterprise pesdacsingle product and has adopted a policy to
recover the production overheads of the factoradigpting a single blanket rate based on machineshou
The budgeted production overheads of the factay 40,08,000 and budgeted machine hours are 96,000.

For a period of first six months of the financiglay 2013-2014, following information were extracfeain the

books:

Actual production overheads 3 6,79,000

Amount included in the production overheads:
Paid as per court’s order 3 45,000
Expenses of previous year booked in current year < 10,000
Paid to workers for strike period under an award < 42,000
Obsolete stores written off < 18,000

Production and sales data of the concern for thedix months are as under:

Production:
Finished goods 22,000 units
Works-in-progress
(50% complete in every respect) 16,000 units
Sale:
Finished goods 18,000 units

The actual machine hours worked during the periedewl8,000 hours. It is revealed from the analgéis
information that % of the under-absorption was twedlefective production policies and the balances wa
attributable to increase in costs.

You are required:

(i) to determine the amount of under absorption of pctdn overheads for the period,

(ii) to show the accounting treatment of under-absamgifroduction overheads, and

(i) to apportion the unabsorbed overheads over thesitem

Solution :

0] Amount of under absorption of production overhedudsng the period of first six months of the year
2013-2014 :




Amount | Amount
® ®
Total production overheads actually incurred duthmyperiod 6,79,000
Less: Amount paid to worker as per court order ,0a9
Expenses of previous year booked in the currest ye 10,000
Wages paid for the strike period under an award ,002
Obsolete stores written off 18,000| 1,15,00(
5,64,000
Less : Production overheads absorbed as per mabbinerate (48,00(
hours XX 10.50%) 5,04,000
Amount of under absorbed production overheads 0080,
Rs. 10,08,000
Budgeted Machine hour rate (Blanket rateégjm}ﬂ hours =% 10.50 per hour
(ii) Accounting treatment of under absorbed production @erheads :as, one fourth of the under

absorbed overheads were due to defective produptiicies, this being abnormal, hence should be
debited to Costing Profit and Loss Account.
Amount to be debited to Costing Profit and Lossdwou=(60,000 * ¥2¥ 15,000.

Balance of under absorbed production overhead g&hbal distributed over Works in progress,
Finished goods and Cost of sales by applying sapghtary rate*.

Amount to be distributed = (60,000 * %%5,000.

Rs.45,000
Supplementary rate = =% 1.50 per unit
30,000 units
(i) Apportionment of under absorbed production overbenagr WIP, Finished goods and Cost of sales :
Equivalent Amount (%)
Completed units
Work in Progress (16,000 units X 50% X 1.50) 8,000 12,000
Finished goods (4,000 units X 1.50) 4,000 6,000
Cost of sales (18,000 units X 1.50) 18,000 27,000
Total 30,000 45,00Q

Question 15 ‘

Arnav Ltd. has three production departments M, i @ and two service departments P and Q. The
following particulars are available for the monfiSeptember, 2013:

®
Lease rental 35,000
Power & Fuel 4,20,000
Wages to factory supervisor 6,400
Electricity 5,600
Depreciation on machinery 16,100
Depreciation on building 18,000




Payroll expenses 21,000
Canteen expenses 28,000
ESI and Provident Fund Contribution 58,000
Followings are the further details available:
Particulars M N 0] P Q
Floor space (square meter) 1,200 1,000 1,60( 40( 00 8
Light points (nos.) 42 52 32 18 16
Cost of machine<t| 12,00,000 10,00,000 14,00,00( 4,00,000 6,00,000
No. of employees (nos.) 48 52 45 15 25
Direct WagesY) 1,72,800 1,66,400 1,53,000 36,000 53,000
HP of Machines 150 180 120 - -
Working hours (hours) 1,240 1,600 1,200 1,440 Q,44
The expenses of service department are to be tdlboathe following manner:
M N o) P Q

P 30% 35% 25% - 10%

Q 40% 25% 20% 15% -
You are required to calculate the overhead absmrptate per hour in respect of the three production
departments.

Solution :

Primary Distribution Summary

Production Dept. Service Dept.
Item of cost Basis of apportionment Total )
M) N ®) oR) P ) QR
Floor space
Lease rental 35,000 8,400 7,000 11,200 2,800 5,60(
(6:5:8:2:4)
HP of Machines X
Power & Fuel Working hours 4,20,000 1,26,408 1,95,728 97,864 - -
(93:144:72)
isor’ Working hours
Supervisor's 9 6,400 1,964 2,535 1,901 - ;
wages* (31: 40 : 30)
. Light points
Electricity 5,600 1,470 1,820 1,120 630 560
(21:26:16:9:8)
iati Value of machine
Depreciation on Y 16,100 4,200 3,500 4,900 1,400 2,100
machinery (6:5:7:2:3)
iati Floor Space
Depreciation on P 18,000 4,320 3,600 5,760 1,440 2,884
building (6:5:8:2:4)
No. of employees
Payroll expenses| 21,000 5,448 5,903 5,108 1,703 2,834
(48 :52:45:15:25)
No. of employees
Canteen expenses 28,000 7,265 7,870 6,811 2,270 3,784
(48 :52:45:15:25)
Direct wages
ESland PP 864 :832: 765 : 180 : 58,000 17,244 16,606 15,268 3,593 5,289
contribution ( ) : ) ) ’ ' ' ' ' '
265)
6,08,100 1,76,719 2,44,562 1,49,931 13,836 23,0p1

* Wages to supervisor is to be distributed to piitun departments only.




Let ‘P’ be the overhead of service department P'‘@18e the overhead of service department Q.
P=13,836+0.15Q

Q=23,051+0.10P

Substituting the value of Q in P we get

P =13,836 + 0.15 (23,051 + 0.10 P)

P =23,051 + 3,457.65 + 0.015 P

0.985 P =17,293.65

“ P =% 17,557

=+ Q = 23,051 + 0.10 X 17,557
=% 24,806.70 o 24,807
Secondary Distribution Summary

Particulars Total R) M () N ®) OR
ggiitz‘:i;;‘:yéﬁ;?im?:: overheads| 2513 1,76,719 244,562 1,49,931
P (90% oR 17,557) 15,801 5,267 6,145 4,389
Q (85% oR 24,807) 21,086 9,923 6,202 4,961

1,91,909 2,56,909 1,59,282
Overhead rate per hour
M N (0]
Total overheads co) 1,91,909 2,56,909 1,59,282
Working hours 1,240 1,600 1,200
Rate per hour) 154.77 160.57 132.74




NON INTEGRATED ACCOUNTS

| Question 1. ‘
The following balances are shown in cost ledgéstatanuary 1993.
Dr. Cr.
Finished goods ledger control account Rs. 20000 Rs.
Work in progress ledger control account 40000
Stores ledger control Alc _100000 160000
General ledger adjustment account __160000 160000

Transactions for the year ended'®lecember, 1993 were:

Purchase of materials 590000
Purchase of materials for special jobs 36000
Returns to suppliers from stores 4000
Wages/salaries paid :

Direct 410000

Factory indirect 90000

Administration staff 78000

Selling & distribution 48000

Abnormal idle time 6000 632000
Expenses (direct) 44000
Production expenses 102000
Administration expenses 82000
Selling & distribution expenses 52000
Material issued to production 610000
Material lost by fire from stores 8000
Stores issued to maintenance 26000
Production overhead applied to production 20%prime cost
Administration overhead recovered from finished dpo 156000

Selling & distribution overhead recovered from cofst
sales at 6.5% on sales value

Finished goods produced 1320000
Finished goods sold at cost 1400000
Sales 1600000

Write up the necessary accounts in the cost ledgescord the above transactions and prepare 4Balance as at 31
December, 1993.

| Answer: Net Profit Rs.84000 ‘

| Question 2. ‘
On 37" March, 1989 the following balances were extradteth the books of the Supreme Manufacturing Company
Dr. Cr.
Rs. Rs.
Stores ledger Control A/c 35000
Work in Progress Control A/c 38000




Finished Goods control A/c 25000

Cost ledger control Alc 98000
98000 98000

The following transactions took place in April, 298

Raw Materials:

Purchased 95000
Returned to suppliers 3000
Issued to production 98000
Returned to stores 3000
Productive wages 40000
Indirect labour 25000
Factory overhead expenses incurred 50000
Selling and Administrative expenses 40000
Cost of finished goods transferred to warehouse 213000
Cost of goods sold 210000
Sales 300000

Factory overheads are applied to production at 16D@rect wages, any under/over absorbed overbhead) carried
forward for adjustment in the subsequent monthisadininistrative and selling expenses are treasquesiod costs and
charged off to the Profit and Loss Account of thenth in which they are incurred.

Show the following Accounts:

(a) Cost Ledger Alc; (b) Stores Ledger Control Alcy Work in Progress Control A/c; (d) Finished @eoStock
Control Alc; (e) Factory Overhead Control A/c; (fsting Profit and Loss Account; (g) Trial Balarazat 38 April,
1989.

| Answer: Net Profit Rs.50000 ‘

| Question 3. ‘

A company operates on historic job cost accourgysgiem, which is not integrated with the finanaiatounts. At the
beginning of a month, the opening balances in ledlgfer were:

Rs.(in lakhs)
Stores Ledger Control Account 80
Work-in-Progress Control Account 20
Finished Goods Control Account 430
Building construction Account 10
Cost Ledger Control Account 540
During the month, the following transactions tod&qge:
Materials — Purchased 40
Issued to production 50
Issued to general maintenance 6
Issued to building construction 4
Wages — Gross wages paid 150
Indirect wages 40
For building construction 10
Works Overheads — Actual amount incurred (exolyd
items shown above) 160
Absorbed in building construction 20




Under absorbed 8

Royalty paid 5
Selling, distribution and administration overheads 25
Sales 450

At the end of the month, the stock of raw mateaiadl work-in-progress was Rs.55 lakhs and Rs.25sladéspectively.
The loss arising in the raw material account isited as factory overheads. The building under coctstn was
completed during the month. Company’s gross proéitgin is 20% on sales.

Prepare the relevant control accounts to recordlloge transactions in the cost ledger of the compa
| Answer: Net Profit Rs. 57 Lacs. ‘

| Question 4. ‘

Acme Manufacturing Co. Ltd. opens the costing rdspwith the balances as otduly, 1998 as follows:

Rs. Rs.
Materials control A/c 124000
Work-in-Progress Alc 62500
Finished Goods Alc 124000
Production Overheads A/c 8400
Administration Overhead 12000
Selling and Distribution Overhead A/c 6250
General Ledger Control Alc 313150
325150 325150
The following are the transactions for the quaeteded 3% September 1998:
Rs.
Materials purchased 480100
Materials issued to jobs 477400
Materials to works maintenance 41200
Materials to administration office 3400
Materials to selling department 7200
Wages direct 149300
Wages indirect 65000
Transportation for incoming materials 8400
Production overheads 242250
Absorbed overheads production 359100
Administration overheads 74000
Administration allocation to production 52900
Administration allocation to sales 14800
Sales overheads 64200
Sales overheads absorbed 82000
Finished goods produced 958400
Finished goods sold 977300
Sales Realisation 1443000

Make up the various accounts as you envisage iCtist Ledger and Prepare a Trial
Balance as at 30September 1998.

| Answer: Net Profit Rs.368900 |




Question 5.

As of 31st March, 2014, the following balances &dsin a firm’'s cost ledger, which is maintaineghamtely on a

double entry basis:

Debit() Credit(3)

Stores Ledger Control A/c 3,00,000 --
Work-in-progress Control A/c 1,50,0Q0 --
Finished Goods Control A/c 2,50,000 -
Manufacturing Overhead Control A/c -~ 15,0p0
Cost Ledger Control Alc -- 6,85,000

7,00,000 7,00,000
During the next quarter, the following items arose:

®

Finished Product (at cost) 2,25,000
Manufacturing overhead incurred 85,000
Raw material purchased 1,25,000
Factory wages 40,000
Indirect labour 20,000
Cost of sales 1,75,000
Materials issued to production 1,35,000
Sales returned (at cost) 9,000
Materials returned to suppliers 13,000
Manufacturing overhead charged to production 85,000

You are required to prepare the Cost Ledger Cowttol Stores Ledger Control A/c, Work-in-progressn@ol

Alc, Finished Stock Ledger Control A/c, ManufachgriOverhead Control A/c, Wages Control Alc, Cost of
Sales A/c and the Trial Balance at the end of theter.

Answer: Cost ledger control a/c 9,42,000
Stores ledger control a/c 2,77,000
WIP control a/c 1,85,000
Finished stock ledger control a/c 3,09,000
Manufacturing overhead control a/c 5,000
Cos alc 1,66,000
| Question 6. 2011, May

You are given the following information of the cagpartment of a manufacturing company :

Stores :

Rs
Opening Balance 12,60,000
Purchases 67,20,000
Transfer from work-in-progress 33,60,000
Issue to work-in-progress 67,20,000
Issue to repairs and maintenance 8,40,000
Shortage found in stock taking 2,52,000




Work-in-Progress :

Opening Balance 25,20,000
Direct wages applied 25,20,000
Overhead applied 90,08,000
Closing Balance 15,20,000

Finished products :
Entire output is sold at a profit of 12% on actoast from work-in-progress.
Other information :

Rs
Wages incurred 29,40,000
Overhead incurred 95,50,000
Income from Investment 4,00,000
Loss on sale of fixed assets 8,40,000

Shortage in stock taking is treated as normal loss.
You are required to prepare :

(iy Stores control account;

(i) Work-in-progress control account;

(i) Costing Profit and Loss account;

(iv) Profit and Loss account and

(v) Reconciliation statement

FOR YOURPRACTICE

| Question 1.

The following balances were extracted from a corgisaledger as on 31December, 1997:

Rs. Rs.
Raw materials control A/c 48836
Work-in-progress control A/c 14745
Finished stock control A/c 21980
Nominal ledger control A/c 85561
85561 85561

Further transactions took place during the follaywjuarter as follows:

Rs.

Factory overhead — allocated to WIP 11786
Goods finished — at cost 36834
Raw materials purchased 22422
Direct wages — allocated to WIP 18370
Cost of goods sold 42000
Raw materials — issued to production 17000
Raw materials — credited by suppliers 1000
Inventory audit — raw material losses 1300
WIP rejected (with no scrap value) 1800
Customer’s returns (at cost) of finished goods 3000

Prepare all the Ledger Accounts in Cost Ledger.




Solution

Raw materials control A/c

Dr. Cr.
Particulars Amount Particulars Amount
Rs. Rs.
To Balance b/d 48,836 By W.1.P. control Alc 17,000
To Nominal ledger control a/c 22,422 By Nominaldedcontrol A/c 1,000
By Nominal ledger control A/c 1,300
By Balance c/d 51,958
71,258 71,258
To Balance b/d 51,958
Work-in-progress control A/c
Dr. Cr.
Particulars Amount Particulars Amount
Rs. Rs.
To Balance b/d 14,745 By Finishing stock contrat A/ 36,834
To Nominal ledger control a/c 11,786 By Nominaldedcontrol A/c 1,800
To Raw material control A/c 17,000 By Balance c/d 3,287
To Nominal ledger control Al/c ~ 18,370
61,901 61,901
To Balance b/d 23,267
Finished stock control A/c
Dr. Cr.
Particulars Amount Particulars Amount
Rs. Rs.
To Balance b/d 21,980 By Nominal ledger control A/c 42,000
To W.I.P. Control Alc 36,834 By Balance c/d 19,814
To Nominal ledger control Alc 3,000
61,814 61,814
To Balance b/d 19,814
Nominal ledger control A/c
Dr. Cr.
Particulars Amount Particulars Amount
Rs. Rs.
To Raw material control A/c 1,000 By Balance b/d , 588
To Raw material control A/c 1,300 By Raw materiahtrol A/c 22,422
To Finished stock control A/c 42,000 By W.1.P. cohid/c 11,786
To W.I.P. control A/c 1,800 By W.I.P. control Alc 8,B70
To Balance c/d 95,039 By Finished stock control A/c 3,000
1,41,139 1,41,139
By Balance c/d 95,039




Question 2.

A company operates separate cost accounting aaddia accounting systems

balances as on 01.04.2001 in the Cost Ledger:

Stores Ledger Control Account
WIP control Account

Finished Goods control Account

General Ledger Adjustment Account

Transactions for the quarter ended 30.06.01 aum@sr:

Materials purchased

Materials issued to production

Materials issued for factory repairs
Factory wages paid (including indirect wages Rs0230
Production overheads incurred

Production overheads under-absorbed and written-off

Sales

Debit
Rs.
53375
104595
30780

. The following is thé ¢t Opening

Credit
Rs.

188750
Rs.
26700
40000
009
77500
95200
3200
256000

The Company’s gross profit is 25% on Factory CAsthe end of the quarter, WIP stocks increase®$y500.

Prepare the relevant Control Accounts, CostingiPasfd Loss Account and General Ledger Adjustmeetofint to
record the above transactions for the quarter eB8e26.2001.

Solution

Cost Ledger Control a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Costing P & L 2,56,000| By Balance b/d 1,88,750
To Balance c/d 1,80,150| By store ledger control 26,700

By wage control 77,500

By production overhead 95,200

By costing P/L 48,000

4,36,150 4,36,150
Store Ledger Control a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 53,375| By WIP 40,000
To Cost ledger control 26,700| By production overhead 900

By Balance c/d 39,175
80,075 80,075
WIP Ledger Control a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 1,04,595| By FG (BF) 2,02,900
To Store ledger control 40,000
To Wage control 54,500




To Production overhead

1,15,900

By Balance c/d

[104595 + 7500] 1,12,095
3,14,995 3,14,995
FG Ledger Control a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 30,780 By Cost of sale 2,04,800
To WIP Ledger control 2,02,900| 100x 2,56,000
125
By Balance c/d 28,880
2,33,680 2,33,680
Wage Control a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Cost ledger control 77,500By WIP ledger 54,500
By Production overhead 23,000
77,500 77,500
Production overhead a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Store ledger control 900 | By WIP (B/F) 1,15,900
To Wage control 23,000| By Costing P&L 3,200
To Cost ledger control 95,200
1,19,100 1,19,100
Cost of sale alc
Dr. Cr.
Particulars Amount| Particulars Amount
To FG ledger control 2,04,800By Costing P/L 2,04,800
Costing P&L a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Production overhead 3,200 By Cost ledger control 2,56,000
To Cost of sale 2,04,800
To GLA 48,000
2,56,000 2,56,000
| Question 3.
From the following details show the necessary astoin the Cost Ledger:
Materials Work-in- Finished
Progress Stock
Rs. Rs. Rs.
Opening Balance 8000 5000 10000




Closing Balance 11000 9000 12000
Transactions during the period:
Materials purchased
Wages paid
(including Rs.2000 indirect)
Overheads incurred
Overheads absorbed
Sales
Solution
Store ledger control a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 8,000| By WIP (B/F) 22,000
To GLA 25,000
By Balance c/d 11,000
33,000 33,000
WIP ledger control a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 5,000| By FG (B/F) 35,000
To Wage Control 8,000
To Production overhead 9,000
To Store ledger control 22,000
By Balance c/d - 9,000
44,000 44,000
FG ledger control a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 10,000| By Cost of sale 33,000
To WIP 35,000
By Balance c/d 12,000
45,000 45,000
GLA alc
Dr. Cr.
Particulars Amount| Particulars Amount
To Costing P&L 50,000| By Balance b/d 23,000
To Balance c/d 32,000| By Store ledger control 25,000
By Wage control 10,000
By Production overhead 8,000
By Costing P&L 16,000
82,000 82,000




Production overhead a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Wage Control 2,000 | By WIP 9,000
To GLA _8,000| By Costing P&L (B/F) ~1,000
10,000 10,000
Costing P&L
Dr. Cr.
Particulars Amount| Particulars Amount
To Cost of sale 33,000| By GLA 50,000
To Production overhead 1,000
To N/P transfer to GLA (B/F) 16,000
50,000 50,000
Cost of sale Alc
Dr. Cr.
Particulars Amount| Particulars Amount
To FG 33,000 By Costing P&L 33,000
Wage control a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To GLA 10,000| By WIP Ledger control 8,000
By Production overheads ~ 2,000
10,000 10,000
Trial Balance
Dr. Cr.
Store ledger control 11,000
WIP 9,000
FG 12,000
GLA ~32,000
32,000 32,000

| Question 4.

In the course of physical verification of storesoas3T' March, 1991, following differences are vealsedase of AB
Ltd.

Balance

Material Unit Rate (Rs.) Physical Ledger Remarks

A Nos. 7.00 600 680 Wraagunting

Liters 12.00 1100 1155 Normal evaporatio

loss.

C Nos. 6.00 350 400 Material issnets
accounted for

D Kgs. 22.00 900 930 Shortage due to

pilferage and theft




E Nos. 15.00 1475 1325 150 nos. receled
not entered in ledger.

F Metres 10.00 291 291 Obsolete malger
Realised sale Value
Rs. 1650. awaiting

dispatch.
Prepare journal entries in the Cost Ledger to gifect to the above adjustments as called for.
Solution

Raw Material Journal Entry Remarks / Working

A No entry Recount

B Production overhead 660 [55 x 12]
To Store ledger control 660

C WIP 300 [50 % 6]
To Store ledger control 300

D Costing P&L 660 [30 x 22]
To Store ledger control 660

E Store ledger control 2,250 [150 x 15]
To GLA 2,250

F GLA 1,650

Control P&L 1,260 [290 x 1,650]

To Store ledger control 2,910

[These goods have been sold but still they arberstores ledger which means that we have omittpdds sales entry.
0 Sales entry has been made.]

| Question 5.

The stock checkers report for the week endéMay 1992 showed the following items and explaratio

Part Physical Stores Explanation

No. Stock Ledger

1234 510 540 Requisition for job 819 not recorded

2317 486 492 Breaking bulk

4186 295 300 Requisition for factory consumalkdees not recorded.

1982 309 289 Materials returned from Job 312doocumented

3123 623 423 Supplier’s invoice not recorded

5028 210 220 Issue of components for servicitgssaan’s car not documented.

Assuming that all parts are valued at Rs. 2 a uwite up the materials control account (pre adngstt balance Rs.
9834) including the double entry in each case. Alsss necessary journal entries.

Solution
R/M No. Journal Entry
1234 WIP 60
To Store ledger control 60
2317 Production overhead 12
To Store ledger control 12 [Assumed Normal [oss
4186 Production overhead 10
To Store ledger control 10
1982 Store ledger control 40 (20 x 2)
To WIP 40




3123 Store ledger control 400 (200 x 2)

To GLA 400
5028 Selling & Distribution O/H 20 (10 x 2)
To Store ledger control 20
Store ledger control a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/c 9,834 | By Selling & Distribution O/H 20
To GLA 40 | By Production overhead 10
To WIP 400 | By Production overhead 12
By WIP 60
By Balance c/d 10,172
10,274 10,274
| Question 6. 2000 — Nov CA PE I
Pass Journal entries in the cost books, maintainetbn-integrated system for the following :
(a) Issue of materials : Direct Rs. 5,50,000; IndiRst 1,50,000.
(b) Allocation of wages : Direct Rs. 2,00,000; Indir&s. 40,000.
(c) Under/over absorbed overheads: Factory (over R60D;
(d) Overheads Administration (under) Rs. 10,000.
Solution
(a) WIP ledger control a/c 5,50,000
Production overhead a/c 1,50,000
To Store ledger control 7,00,000
(b) WIP ledger control a/c 2,00,000
Production overhead a/c 40,000
To Wage control a/c 2,40,000
(c) Production overhead a/c 20,000
To costing P&L 20,000
(d) Costing P&L a/c 10,000
To administration overhead 10,000
| Question 7 ‘

The following information have been extracted fribma cost records of a manufacturing company:

®
Stores
* Opening balance 9,000
* Purchases 48,000
* Transfer from WIP 24,000
* Issue to work-in-progress 48,000
* Issue for repairs 6,000
* Deficiency found in stock 1,800
Work-in-Progress:
* Opening balance 18,000
* Direct Wages applied 18,000




* Overhead charged 72,000

* Closing balance 12,000
Finished Production :

* Entire production is sold at a profit of 10% ontcissm work-in-progress

* Wages paid. 21,000
* Overhead incurred 75,000

Draw the Stores Leger Control Alc, Work-in-Progr&mtrol A/c, Overheads Control A/c and Costingfiero
and Loss Alc.

Solution :
Stores Ledger Control Alc
Particulars (®) | Particulars ®
To Balance b/d 9,000 By Work in Process 48,000
To General Ledger Adjustment A/c 48,000 By Overh€adtrol Alc 6,000
To Work in Process Alc 24,000 By Overhead Contrigl (®eficiency) 1,800
By Balance c/d 25,200
81,000 81,000
* Deficiency assumed as normal (alternatively carrbated as abnormal loss)
Work in Progress Control A/co
Particulars () | Particulars ®
To Balance b/d 18,000 By Stores Ledger Control Alc 24,000
To Stores Ledger Control Alc 48,000 By Costing R/t 1,20,000
(Balancing Figures being Cost of
finished goods)
To Wages Control Alc 18,000 By Balance c/d 12,000
To Overheads Control Alc 72,000
1,56,000 1,56,000
Overheads Control A/c
Particulars (® | Particulars ®
To Stores Ledger Control A/c 6,000 By Work in Prexé/c 72,000
To Stores Ledger Control A/c 1,800 By Balance tJdder absorption 13,800
To Wages Control Alc 3,000
(¥ 21,000 X 18,000)
To Gen. Ledger Adjust. Alc 75,000
85,800 85,800
Costing Profit & Loss Alc
Particulars ® | Particulars ®
To Work in progress 1,20,000 By Gen. Ledger Adjhét. 1,32,000
(Sales) (1,20,000 + 12,000)
By Gen. Ledger Adjust. Alc 12,000
(Profit)
1,32,000 1,32,000




INTEGRATED ACCOUNTS

| Question 1.

Messrs Essbee Ltd. maintain Integrated Account @$t@nd Financial Accounts. From the following dstavrite
control accounts in the general ledger of the fgcémd prepare a trial balance:

Share Capital Rs. 300000
Reserve 200000
Sundry Creditors 500000
Plant & Machinery 575000
Sundry Debtors 200000
Closing Stock 150000
Bank and Cash Balance 75000
Transactions during the year were as follows:

Stores purchased 1000000
Stores issued to production 1050000
Stores in hand 95000
Direct wages incurred 650000
Direct wages charged to production 600000
Manufacturing expenses incurred 300000
Manufacturing expenses charged to production 5000
Selling at distribution expenses 100000
Finished stock production (at cost) 1800000
Sales at selling price 2200000
Closing stock 95000
Payment to Creditors 1100000
Receipt from Debtors 2100000

| Answer: Net Profit Rs. 315000. ‘

| Question 2. ‘

In the absence of the Chief Accountant, you hawentasked to prepare a month’s cost accounts fompany which
operates a batch costing system fully integratetth wie financial accounts. The following relevanformation is
provided to you:

Balances at the beginning of the month: Rs.

Stores Ledger Control Account 25000
Work in Progress Control Account 20000
Finished Goods Control Account 35000

Prepaid Production Overheads brought forward from
Previous month 3000
Transactions during the month:

Materials Purchased 75000
Materials Issued: Rs.
To Production 30000




To Factory Maintenance 4000 34000

Materials transferred between batches 5000
Total wages paid: Rs.

To Direct workers 25000

To Indirect workers 5000 30000
Direct wages charged to batches 20000
Recorded non-productive time of direct workers 0®0
Selling and Distribution Overheads Incurred 6000
Other Production Overheads Incurred 12000
Sales 100000
Cost of Finished Goods Sold 80000
Cost of Goods completed and transferred into feish
Goods during the month 65000
Physical value of work in progress at the end efrtfonth 40000

The production overhead absorption rate is 150@irett wages charged to work in progress.
Required:

Prepare the following accounts for the month:

a) Stores Ledger Control Account

b) Work in Progress Control Account

¢) Finished Goods Control Account

d) Production Overhead Control Account

e) Profit and Loss Account

| Answer: Net Profit Rs. 20000 ‘

| Question 3. ‘

Bangalore Petrochemicals Co. keeps books on irteshraccounting system. The following balances appedhe
books as on®lJanuary, 1998.

Dr. Cr.
Rs. Rs.
Stores control A/c 18000
Work in progress Alc 17000
Finished goods A/c 13000
Bank A/c 10000
Creditors Alc 8000
Fixed assets A/c 55000
Debtors Alc 12000
Share capital Alc 80000
Depreciation provision Alc 5000
Profit and Loss Alc 32000
125000 125000
Transaction for the year ended™@ec., 1998 were as given below:
Rs. Rs.
Wages direct 87000




Wages indirect 5000 92000

Purchase of materials (on credit) 100000
Materials issued to production 110000
Materials for repairs 2000
Goods finished during the year (at cost) 215000
Sales (credit) 300000
Cost of goods sold 220000
Production overhead absorbed 48000
Production overhead incurred 40000
Administration overhead incurred 12000
Selling overhead incurred 14000
Payment of creditors 101000
Payments of debtors 290000
Depreciation of machinery 1300
Prepaid rent (included in factory overheads) 030

Write up accounts in the integrated ledger andanep trial balance.

| Answer: Net Profit Rs. 66000. ‘

| Question 4. ‘

A fire destroyed some accounting records of a campaou have been able to collect the followingnfréhe spoilt
papers/records and as a result of consultationadgtiounting staff in respect of January 1997:

(i) Incomplete Ledger Entries:
Raw Materials Alc

Rs. Rs.

Beginning Inventory (BD

Work in Progress Alc

Rs. Rs.
Beginning Inventory (014} Finished Stock 151000
Creditors Alc
Rs. Rs.
Opening Balance 16400
Closing Balance 19200

Manufacturing Overheads A/c
Rs. Rs.
Amount spent 29600

Finished Goods A/c
Rs. Rs.




Opening Inventory 020
Closing Inventory 30000

(i) Additional Information:
1. The cash book showed that Rs. 89200 have kmdrqcreditors for raw materials.

2. Ending inventory of work in progress includeaterial Rs. 5000 on which 300 direct labour hoursehbeen
booked against wages and overheads.

3. The job card showed that workers have worked®0 hours. The wage rate is Rs. 10 per labour. ho
4. Overhead recovery rate was Rs. 4 per direculabour.

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

Answer :

Question 5.

The following incomplete accounts are furnishegida for the month ended 3Dctober, 2005.
Stores Control Account

1.10.05 To Balance Rs. 54000
Work in Progress Control Account

1.10.05 To Balance Rs. 6000
Finished Goods Control Account

1.10.05 To Balance Rs. 75000
Factory Overheads Control Account

Total debits for October, 2005 Rs. 45000

Factory Overheads Applied Account
Cost of Goods Sold Account
Additional Information:

(i) The factory overheads are applied by usingdgeted rate bsed on Direct Labour Hours. The budlgedverhead
for 2005 is Rs. 675000 and the budged of direadalhours is 450000.

(i) The balance in the account of creditors forgmases on 31.10.05 is Rs. 15000 and the paymextds to creditors
in October, 2005 amount to Rs. 105000.

(iii) The finished goods inventory as on®3@ctober, 2005 is Rs. 66000.
(iv) The cost of goods sold during the month was1R®&000.

(v) On 3f'October, 2005 there was only one unfinished jothénfactory. The cost records show that Rs. 3020
direct labour hours) of Direct Labour Cost and 6600 of direct material cost.

(vi) A total of 28200 direct labour hours were wedkin October, 2005. All factory workers earn sataef pay.
(vii) All actual factory overheads incurred in O, 2005 have been posted.

You are required to find:

(a) Materials purchased during October, 2005.

(b) Cost of goods completed in October, 2005.

(c) Overheads applied to production in October,5200

(d) Balance of work in progress on*3@ctober, 2005.

(e) Direct materials consumed during October, 2005.

() Balance of Stores Control Account orf@ctober, 2005.

Over absorbed or under absorbed overheads for @cta005.

| Answer : (a) 90,000 (b) 1,86,000 (c) 42,300 (d) 800 (e) 78,000 (f) 66,000 (g) 2,700. \




FOR YOURPRACTICE

Question 1.
Journalise the following transactions assuming ¢lat and Financial transactions are integrated:
Rs.

Raw materials purchased 200000
Direct materials issued to production 150000
Wages paid (30% indirect) 120000
Wages charged to production 84000
Manufacturing expenses incurred 84000
Manufacturing overhead charged to production 0820
Selling and distribution costs 20000
Finished products (at cost) 200000
Sales 290000
Closing stock Nil
Receipts from debtors 69000
Payment to creditors 110000
Solution
(1) Store ledger control 2,00,000

To Bank 2,00,000
(2)  WIP ledger control 1,50,000

To Store ledger control 1,50,000
(3) Wage control 1,20,000

To Bank 1,20,000
(4)  WIP ledger control 84,000

Production overhead 36,000

To wage control 1,20,000
(5)  WIP ledger control 84,000

To Production overhead 84,000
(6) Production overheads 84,000

To Bank 84,000
(7)  WIP ledger control 92,000

To production overhead 92,000
(8) S &D overhead 20,000

To Bank 20,000
(9) Cost of Sale 20,000

To S & D overhead 20,000
(10) FG ledger control 2,00,000

To WIP 2,00,000
(11) Debtors 2,90,000

To Sales 2,90,000
(12) Sales 2,90,000

To P&L 2,90,000
(13) Bank 69,000

To Debtors 69,000
(14) Creditor 1,10,000

To Bank 1,10,000




Question 2.

Dutta Enterprises operates an integral system ofwating. You are required to pass the Journali&ntfor the

following transactions that took place for the yeaded 3% June, 1998. (Narrations are not required)

Raw materials purchased (50% on credit)
Materials issued to production

Wages paid (50% direct)

Wages charged to production

Factory overheads incurred

Factory overheads charged to production
Selling and Distribution overheads incurred
Finished goods at cost

Sales (50% credit)

Closing stock

Receipts from debtors

Payments to creditors

Solution

(1) Store ledger control
To Bank
To Creditor

(2)  WIP ledger control

To Store ledger control
(3) Wage control

To Bank
(4)  WIP ledger control

PO overheads

To Wage control
(5) Production overhead

To Bank
(6)  WIP ledger control

To Production overhead
(7) S &D overhead

To Bank
(8) Cost of Sale

To S & D overheads
(9) FG ledger control

To WIP ledger control
(10) Bank

Debtors

To Sales
(11) Bank

To Debtors
(12) Creditor

To Bank

6,00,000

4,00,000

2,00,000

1,00,000
1,00,000

80,000

1,00,000

40,000

40,000

5,00,000

3,75,000
3,75,000

2,00,000

2,00,000

Rs.
600000
400000
200000
100000
80000
100000
000
500000
750000
Nil
200000
200000

3,00,000

3,00,000

4,00,000

2,00,000

2,00,000

80,000

1,00,000

40,000

40,000

5,00,000

7,50,000

2,00,000

2,00,000




Question 3.

BPR Limited keeps books on integrated accountirgiesy. The following balances appear in the bookeras\pril
1,2002 :

Dr. (Rs.) Cr. (Rs.)
Stores Control Alc 40950
Work-in-progress Alc 38675 ---
Finished Goods Alc 52325
Bank Alc --- 22750
Creditors Alc 18200
Fixed Assets Alc 147875
Debtors Alc 27300 ---
Share Capital A/c 182000
Provision for Depreciation A/c --- 11375
Provision for Doubtful Debts A/c --- 3725
Factory Overheads Outstanding A/c 6250
Pre-paid administration Overheads A/c 9975 ---
Profit & Loss Alc 72800

317100 317100
The transactions for the year ended March 31,208@ as given below :

Rs. Rs.

Direct Wages 197925 ----
Indirect Wages _ 11375 209300
Purchase of materials (on credit) 227500
Materials issued to production 250250
Materials issued for repairs 4550
Goods finished during the year (at cost) 28091
Credit Sales 682500
Cost of Goods sold 500500
Production overheads absorbed 109200
Production overheads paid during the year 1009
Production overheads outstanding at the end of year 7775
Administration overheads paid during the year 27300
Selling overheads incurred 31850
Payment to Creditors 229775
Payment received from Debtors 659750
Depreciation of Machinery 14789
Administration overheads outstanding at the engeaf 2225
Provision for doubtful debts at the end of the year 4590

Required :

Write up accounts in the integrated ledger of BRRited and prepare a Trial Balance.




Solution

Stores control a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 40,950| By WIP 2,50,250
To Creditors 2,27,500| By Production overhead 4,550

By Balance c/d 13,650
2,68,450 2,68,450
WIP Ledger control a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 38,675| By FG 4,89,125
To Wage control 1,97,925| By Balance c/d 1,06,925
To Store ledger control 2,50,250
To Production overhead 1,09,200

5,96,050 5,96,050
FG Ledger control a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 52,325| By Cost of Sale 5,00,500
To WIP 4,89,125| By Balance c/d 60,450
To Administration overhead 39,500

5,80,950 5,80,950
Bank a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Debtors 6,59,750 By Balance b/d 22,750

By Wages control 2,09,300
By Production overhead 91,000
By Administration overhead 27,300
By Creditors 2,29,775
ByS&D 31,850
By Balance c/d 47,775
6,59,750 6,59,750
Creditor a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Bank 2,29,775| By Balance b/d 18,200
To Balance c/d 15,925| By Store ledger control 2,27,500

2,45,700 2,45,700




Fixed Asset

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 1,47,875By Balance c/d 1,47.875

Debtors a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 27,300| By Bank 6,59,750
To Sales 6,82,500| By Balance c/d 50,050

7,09,800 7,09,800
Share Capital a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance c/d 1,82,000By Balance b/d 1,82,00p

Provision for Depreciation

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance c/d 26,164 By By Balance b/d 11,375

By Depreciation 14,789
26,164 26,164
Provision for Doubtful devets

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance c/d 4,590 By Balance b/d 3,725

| ByP&L 865
4,590 4,590
Production overhead a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Wage control 11,375| By WIP 1,09,200
To Store ledger control 4,550| By Outstanding P/O 6,250
To Bank 91,000| By P/L 14,039
To Outstanding P/O 7,775
To Depreciation 14,789

1,29,489 1,29,489
Prepaid Administration overhead

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d _ 9,975 By Administration overhead 9,975

9.975 9.975




Wage Control

Dr. Cr.
Particulars Amount| Particulars Amount
To Bank 2,09,300 By WIP 1,97,925

By Production overhead 11,375
2,09,300 2,09,300
Outstanding Production overhead a/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Production overhead 6,250 | By Balance b/d 6,250
To Balance c/d _7,775| By Production overhead 7,775

14,025 14,025
Outstanding Administration overhead A/c

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance c/d _ 2,225 By Administration overhead 2,225

2,225 2,225
Administration overhead A/c

Dr. Cr.
Particulars Amount| Particulars Amount
To P/P 9,975| By FG 39,500
To Bank 27,300
To O/S overheads 2,225

39,500 39,500
Cost of sale Alc

Dr. Cr.
Particulars Amount| Particulars Amount
To S & D overheads 31,850 By P &L 5,32,350
To FG 5,00,500

5,32,350 5,32,350
S & D overheads Alc

Dr. Cr.
Particulars Amount| Particulars Amount
To Bank 31,850 By Cost of sale 31,850

P&L Alc

Dr. Cr.
Particulars Amount| Particulars Amount
To Cost of goods sold 5,32,350| By Sales 6,82,500
To Provision for Doubtful debts 865
To Production overhead 14,039
To N/P 1,35,246 .

6,82,500 6,82,500




Working Note:-
Journal Entries

@)

@)

®3)

(4)

®)

(6)

@)

®)

©)

(10)

11)

12)

13)

(14)

(15)

(16)

17)

(18)

19)

(20)

Wage Control
To Bank
WIP
Production overhead a/c
To Wage control
Store ledger control
To Creditor
WIP
Production overhead
To Store ledger control
FG
To WIP
Debtors
To Sales
Sales
ToP &L
Cost of sale
To FG
WIP
To Production overhead
Production overhead
To Bank
Production overhead
To Outstanding Production overhead
Administration overhead
To Bank
Selling & Distibution overhead
To Bank
Cost of sale
To Selling & Distribution overhead
Creditor
To Bank
Bank
To Debtors
Production overhead
To Provision for Depreciation
Administration overhead

To Outstanding Administration overhead

Outatanding Production overhead

To Production overhead
Administration overhead

To Prepaid Administration overhead

2,09,300

1,97,925
11,375

2,27,500

2,50,250
4,550

4,89,125

6,82,500

6,82,500

5,00,500

1,09,200

91,000

7,775

27,300

31,850

31,850

2,29,775

6,59,750

14,789

2,225

6,250

9,975

2,09,300

2,09,300

2,27,500

2,54,800

4,89,125

6,82,500

6,82,500

5,00,500

1,09,200

91,000

7,775

27,300

31,850

31,850

2,29,775

6,59,750

14,789

2,225

6,250

9,975




Question 4.

ABC Limited operates an integrated accounting systéad the following details are given for the yeaded 3%

March, 1986 :-
Trial Balance as on 31 March 1986

Share Capital

Reserves

Creditors for purchase

Expenses Creditors

Freehold building at cost

Plant and Machinery, at cost

Provision for depreciation on plant and machinery

Stock of :
Raw Material
Work in progress
Finished Goods

Debtors

Bank

The following data for the month of April 1986 aywen :-

Raw material purchased on credit
Raw material returned to suppliers
Material issued to production
Material returned from shop floor
Factory wages paid :
Productive
Non-productive
Salaries paid :
Administration
Selling & Distribution
Overhead expenses incurred but not paid :
Production
Administration
Selling & Distribution
Depreciation for the month on plant & machinery
Sales on Credit
Cash received from debtors
Paid the following by cheque :
Creditors for Purchase
Creditors for expenses
Production overhead applied to production

Debit
Rs.
2000000

500000
1300000

220000
40000
60000

200000

~150000
2470000

Credit
Rs.

200000
150000
20000

100000

2470000

Rs.
990000
40000

850000
20000

250000
50000

100000
75000

300000
50000
100000
50000
2000000
1950000

1000000
430000
8200




Administrative overhead applied to finished goods 145000
Selling and distribution overhead applied to cdstades 180000
Closing Stocks :
Work-in-progress 210000
Finished goods 215000
Required:
Show the appropriate ledger accounts.
Prepare the income statement for April 1986
Prepare the Balance Sheet as 4t &pril, 1986.
Solution
Share capital
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance c/d 2,00,000By Balance b/d 2,00,00p
Reserves
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance c/d 2,00,000By Balance b/d 2,00,00p
Creditors a/c (Purchase)
Dr. Cr.
Particulars Amount| Particulars Amount
To Store ledger control 40,000| By Balance b/d 1,50,000
To Bank 10,00,000| By Store ledger control 9,90,000
To Balance c/d 1,00,000
11,40,000 11,40,000
Expenses Creditor a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Bank 4,30,000| By Balance b/d 20,000
To Balance c/d 40,000| By Production overhead 3,00,000
By Administration overhead 50,000
ByS&D 1,00,000
4,70,000 4,70,000
Freehold Building a/c
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 5,00,000By By Balance c/d 5,00,000
Plant & Machinery
Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 13,00,000By Balance c/d 13,00,000




Provision on Plant & Machinery

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance c/d 1,50,000By Balance b/d 1,00,000

By Production overhead 50,000
1,50,000 1,50,000
Store ledger control

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 2,20,000| By Creditor 40,000
To Creditor 9,90,000| By WIP 8,50,000
To WIP 20,000| By Balance c/d 3,40,000

12,30,000 12,30,000
WIP ledger control

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 40,000| By Store ledger control 20,000
To Store ledger control 8,50,000| By FG (B/F) 13,00,000
To Wage control 2,50,000
To Production overhead 3,90,000| By Balance c/d 2,10,000

15,30,000 15,30,000
FG ledger control

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 60,000| By Cost of sale (B/F) 12,90,000
To Administration overhead 1,45,000
To WIP 13,00,000| By Balance c/d 2,15,000

15,05,000 15,05,000
Debtors

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 2,00,000| By Bank 19,50,000
To Sales 20,00,000

By Balance c/d 2,50,000
22,00,000 22,00,000
Bank

Dr. Cr.
Particulars Amount| Particulars Amount
To Balance b/d 1,50,000| By Wage control 4,75,000
To Debtors 19,50,000| By Creditor for pur. 10,00,000

By Creditor for Exp. 4,30,000
By Balance c/d (B/F) 1,95,000
21,00,000 21,00,000




Production overhead

Dr. Cr.
Particulars Amount| Particulars Amount
To Wage control 50,000| By WIP 3,90,000
To Creditor 3,00,000| By P & L (B/F) 10,000
To Provision for Depreciation 50,000

4,00,000 4,00,000
Administration overhead

Dr. Cr.
Particulars Amount| Particulars Amount
To Wage control 1,00,000| By FG 1,45,000
To Creditor 50,000 ByP & L 5,000

1,50,000 1,50,000
Selling & Distribution overhead

Dr. Cr.
Particulars Amount| Particulars Amount
To Wage control 75,000 By Cost of sale 1,80,000
To Creditor 1,00,000
To P&L 5,000

1,80,000 1,80,000
Cost of sale

Dr. Cr.
Particulars Amount| Particulars Amount
To S & D overheads 1,80,000| By P & L 14,70,000
To FG 12,90,000

14,70,000 14,70,000
P&L

Dr. Cr.
Particulars Amount| Particulars Amount
To Cost of sale 14,70,000| By Sales 20,00,000
To Production overhead 10,000 By S&D 5,000
To Administration overhead 5,000
To N/P (B/F) 5,20,000

20,05,000 20,05,000
Wage control

Dr. Cr.
Particulars Amount| Particulars Amount
To Bank 4,75,00Q0 By WIP 2,50,000

By Production overhead 50,000
By Administration overhead 1,00,000
By S &D O/H 75,000
4,75,000 4,75,000




Working Note:-
Journal Entries

@)

@)

®)

(4)

©)

(6)

@)

©)

9)

(10)

11)

12)

Store ledger control

To Creditor
Creditor

To Store ledger control
WIP

To Store ledger control
Store ledger control

To WIP
Wage control

To Bank
WIP
Production overhead
Administration overhead
S & D overhead

To Wage control
Production overhead
Administration overhead
S & D overhead

To Creditor for Expenses
Production overhead

To Provision for Depreciation
Debtor

To Sales
Sales

ToP&L
Bank

To Debtors
Creditor for Purchase
Creditor for Expenses

To Bank

9,90,000
9,90,000
40,000
40,000
8,50,000
8,50,000
20,000
20,000
4,75,000
4,75,000
2,50,000
50,000
1,00,000
75,000
4,75,000
3,00,000
50,000
1,00,000
4,50,000
50,000
50,000
20,00,000
20,00,000
20,00,000
20,00,000
19,50,000
19,50,000
10,00,000
4,30,000
14,30,000




RECONCILIATION

FINANCIAL ACCOUNTS

OF COSTAND

| Question 1.

From the following figures prepare a statement medimg the profits as per the cost accounts aedpttofits as per the

financial accounts.

Rs.
Net profit as per the financial accounts 12875
Net profit as per the cost accounts 172400
Works overheads under — recovered 3120
Administrative overheads over — recovered 1700
Depreciation charged in the financial accounts 11200
Depreciation charged in the cost accounts 50@2
Interest received but not included in the cost ant® 8000
Loss due to obsolescence charged in the financtaluats 5700
Income — tax provided in the financial accounts 40300
Stores adjustment credited in the financial account 475
Depreciation of stock charged in the financial aris 6750
Bank interest credited in the financial accounts 750

| Question 2.

The following is a summary of the trading and prafid loss account of a manufacturing companytferyiear ended

31% march, 1988.

Dr. Cr.
(Rs.’000) (Rs.’000)
To material Consumed 2740 By Sales (12000Gunit 6000
To Wages 1510 By Finished stock
To Factory Expenses 830 (4000 units) 160
To Administration exp. 382 By Work-in-progses
To Selling & distribution Materials 64
Expenses 450 Wages 36
To Preliminary expenses Factory exp. _ 20 120
(written off) 40 By Dividend received 18
To Goodwill (written off) 20
To Net Profit 326
6298 6298

In the cost accounts the following allocations hbgen made.
Factory expenses at 20% on prime cost.

Administration expenses at Rs.3 per unit of proiduact
Selling and distribution expenses at Rs.4 perafrsales.

You are required to prepare a costing profit arsg @'c of the company and to reconcile the praditidsed with that

shown in the financial account.

| Answer : Net Profit Rs. 341




| Question 3.

The following figures are extracted from the Finahé&ccounts of Sewell Ltd. for the year ending13.1984:-

Rs.
Sales (20000 units) 5000000
Materials 2000000
Wages 1000000
Factory Overheads 900000
Administrative Overheads 520000
Selling and Distribution Overheads 360000
Finished Goods (1230 units) 300000
Work in process:
Materials 60000
Labour 40000
Factory overhead __ 40000 140000
Goodwill written off 400000
Interest paid on capital 40000

In the costing records, Factory overhead is chaagd®0% of wages, Administration overhead 10%aofdry cost and
Selling and Distribution overhead at the rate af Bsper unit sold.

Prepare a statement reconciling the profit as pst Records with the profit as per Financial resord

| Answer : Costing Profit Rs. 6 Lacs.; Financial Proi Rs. 2.20 Lacs ‘

| Question 4. ‘

The following information is available from the &incial books of a company having a normal prodactiapacity of
60000 units for the year ended®3larch 1999 :

Sales Rs. 1000000 (50000 units)

There was no opening and closing stock of finisineits.

Direct material and direct wages cost were Rs. 60Ghd Rs. 250000 respectively.
Actual factory expenses were Rs. 150000 of which @@e fixed.

Actual administrative expenses were Rs. 45000 waielcompletely fixed.

Actual selling and distribution expenses were R0® of which 40% are fixed.
Interest and dividends received Rs. 15000.

You are required to :

Find out profit as per financial books for the yeaded 3T March 1999.

Prepare the cost sheet and ascertain the prgfi¢rasost accounts for the year endet] Blarch 1995 assuming that the
indirect expenses are absorbed on the basis ofat@mnoduction capacity; and

Prepare a statement reconciling profits shown tgrfcial and cost books.
| Answer : Costing Profit Rs. 49500; Financial ProfitRs. 40000. ‘

| Question 5. ‘
The financial books of a company reveal the follegvilata for the year ended*3flarch 2002 :

Opening Stock : Rs.
Finished goods 875 units 74375
Work-in-process 32000
1.4.01to 31.3.02
Raw materials consumed 780000




Direct Labour 450000

Factory overheads 300000
Goodwill 100000
Administration overheads 295000
Dividend paid 85000
Bad Debts 12000
Selling and Distribution Overheads 61000
Interest received 45000
Rent received 18000
Sales 14500 units 2080000
Closing Stock : Finished goods 375 units 25
Work-in-process 38667

The cost records provide as under :

* Factory overheads are absorbed at 60% of directsvag

» Administration overheads are recovered at 20%aibfg cost.

» Selling and distribution overheads are chargedsa#hper unit sold.

e Opening Stock of finished goods is valued at Rd. 3€r unit.

» The company values work-in-process at factory frrdboth Financial and Cost Profit Reporting.
Required :

() Prepare statements for the year end€t\8arch 2002 to show the profit as per financiabrels and the profit as
per costing records.

(i) Present a statement reconciling the profipascosting records with the profit as per finaheaords.
| Answer : Costing Profit Rs.187000;Financial Profit Rs.33542. ‘

| Question 6. ‘

The profit & loss account as shown in the finandiabks of a company for the year ended 30-9-89thegewith a
statement of reconciliation between the profit asfinancial and cost accounts is given below :

Profit and loss account for the year ended 30-9-89.

Rs. Rs. Rs. Rs.
Opening Balance Sales 500000
Raw Material 90000 Closing Stock:
Works in progress 50000 Raw material 98000
Finished Goods 70000 210000 Work in progress 53000
Finished Goods 72000 223000
Raw material 500000 Miscellaneous receipts 45000
Direct Wages 200000
Factory overheads 200000
Administration expenses 170000
Selling & Distribution expenses 220000
Preliminary expenses written off 75000
Debenture Interest 30000
Net Profit 1163000
1768000 1768000
Statement of reconciliation of Profit as per fin@hand cost accounts :
Profit as per financial accounts Rs. 163000




(a) Difference in valuation of stock :

Add : Raw Material Opening Stock 1200
Work in progress — Opening Stock 1300
Finished Goods — Opening Stock 2000
0Ging Stock ~1000
Total (A) _5500
Less : Raw Material Closing Stock 1650
Work in progress — Closing&to _750
Total (B) _2400
A-B &
(b) Other items
Add : Preliminary expenses written off 75000
Debenture interest _30000
105000
Less : Miscellaneous receipts 45000 60000

Profit on per cost account 226100

You are required to prepare the following accoastshey would appear in the costing Ledger :
(i) Raw material controls A/c; (i) Work in progresontrol A/c;

(i) Finished goods control A/c; Cost of Sales ABosting Profit & Loss A/c

Answer : Net Profit Rs. 226100

| Question 7. 2005 — May CA PE I

The following figures have been extracted fromabst records of a manufacturing unit:

Stores : Opening balance 32,000
Purchases of material 1,58,000
Transfer from work-in-progress 80,000
Issues to work-in-progress 1,60,000
Issues to repair and maintenance 20,000
Deficiencies found in stock-taking 6,000
Work-in-progress : Opening balance 60,000
Direct wages applied 65,000
Overheads applied 2,40,000
Closing balance of W.I.P. 45,000

Finished products : Entire output is sold at a ipraf 10% on actual cost from work-in-progress. \Wagncurred Rs.
70,000, overhead incurred Rs. 2,50,000.

Items not included in cost records : Income frorestment Rs. 10,000, Loss on sale of capital afst20,000.

Draw up Store Control Account, Work-in-progress €onAccount, Costing Profit and Loss Account, jiraind Loss
Account and Reconciliation statement.

Answer:

Draw up Store Control Account = 84,000
Work-in-progress Control Account = 45,000
Costing Profit and Loss Account =4,000
Profit and Loss Account and =11,000
Reconciliation statement. = 11,000




Question 8. 2010, November

A manufacturing company has disclosed a net log&sd,75,000 as per their cost accounting recandthé year ended
March 31,2010. However, their financial accountirgords disclosed a net loss of Rs 7,91,250 fos#ime period. A
scrutiny of the data of both the sets of bookscabants revealed the following information :

Rs
(i) Factory overheads over-absorbed 47,500
(i)  Administration overheads under-absorbed 32,750
(i)  Depreciation charged in Financial Accounts 2,25,000
(iv) Depreciation charged in Cost Accounts 2,42,250
(v) Interest on investments not included in Cost 62,750
(vi) Income Tax provided in Financial Accounts 7,250
(vii) Transfer fees (credit in Financial Accounts) 12,500
(viii) Preliminary expenses written off 27,500
(ix)  Under-valuation of opening stock in Cost Acotsl 6,250
(x)  Under valuation of closing stock in Cost Acctsin 17,500

Required :

Prepare a Memorandum Reconciliation A/c.

FOR YOURPRACTICE

Question 1.

The following figures have been extract from theaficial accounts of a manufacturing firm for thestfiyear of its

operation.
Rs.

Direct material consumption 5000000
Direct wages 3000000
Factory overheads 1600000
Administrative overheads 700000
Selling & distribution overheads 960000
Bad debts 80000
Preliminary Expenses written off 40000
Legal charges 10000
Dividends received 100000
Interest on deposit received 20000
Sales — 120000 units 12000000
Closing Stock :-

Finished stock — 4000 units 320000

Work in progress 240000

The cost accounts for the same period reveal tigaDtrect material consumption was Rs. 560000Q:tdfg overheads
is recovered at 20% on Prime cost ; Administratiuerhead is recovered @ Rs. 6 per unit of prodactiand selling
and distribution overheads are recovered at R8. @0 unit sold.

You are required to prepare costing and FinanaiafitP& Loss Account and reconcile the differenttime Profit as
arrived at in the two sets of accounts.




Solution:

To Direct Material

To Direct Wages

To Factory Overheads
To Gross Profit

To Administration Overheads

To Selling and Distribution
Overheads

To Bad Debts

To Preliminary Expenses written off

To Legal Charge

To Net profit

Direct Material

Direct Wages

Prime Cost

Factory Overhead

Gross Works Cost

Less: Closing Stock (WIP)
Works Cost (1,24,000 units)

Profit and Loss Account

(As per financial records)

Rs.
50,00,000
30,00,000
16,00,000
29,60,000
1,25,60,000
7,00,000

9,60,000
80,000
40,000
10,000
12,90,000
30,80,000

Rs.

By Sales(1,20,000 g)nit
By Closing Stock
WIP
Finished Goods (4,000 units)

By Gross Plufi
By Dividend
By Interest

Statement of Cost and Profit

(As per Cost Records)

Administration overhead (1,24,000 units @ Rs. 6)p.u

Cost of production (1,24,000 units)

Less: Finished Goods (4,000 units @ Rs. 87.29)

Cost of goods sold1,20,000 units)

Selling and Distribution Overhead (1,20,000 @ Rg.lB)

Cost of Sales
Net profit (Balancing figure)
Sales Revenue

Rs.

Statement of Reconciliation of profit as obtained nder Cost and Financial Accounts

Profit as per Cost Records

Add: Excess of Material Consumption

Factory Overhead
Administration Overhead
Dividend Received
Interest Received

Rs.

6,00,000
1,20,000
44,000
1,00,000
20,000

1,20,00,000

2,40,000
3,20,000
1,25,60,000
29,60,000
1,00,000
20,000

30,80,000

56,00,000
30,00,000
86,00,000
17,20,000
1,03,20,000
(2.40,000)
1,00,80,000
7.44,000
1,08,24,000
3.49,160
1,04,74,840
9.60,000
1,14,34,840
5,65,160
1,20,00,000

Rs.
5,65,160

8.84,000
14,49,160




Less: Bad debts (80,000)

Preliminary expenses written off (40,000)

Legal charges (10,000)

Over — Valuation of stock in cost (29,160) (1,59,160)
Profit as per financial Records 12,90,000
Question 2. ‘

M/s H.K. Piano Company showed a net loss of R§080Q as per their financial accounts for the yeated 31 March
1998. The cost accounts, however, disclosed aosstdf Rs. 328000 for the same period. The follgwiformation
was revealed as a result of scrutiny of the figafdsoth the sets of books :

Rs.
(i) Factory overheads under-recovered 0600
(ii) Administration overheads over-recovered 4000
(iif) Depreciation charged in financial accounts 120000
(iv) Depreciation recovered in costs 130000
(v) Interest on investment not included in costs 20000
(vi) Income-tax provided 120000
(vii) Transfer fees (credit in financial books) 2000
(viii) Stores adjustment (credit in financial bopks 2000
Prepare a memorandum reconciliation account.
Solution:
Memorandum Reconciliation Account
Dr. Cr.
Particulars Rs. Particulars Rs.
To Net loss as per costing books 3,28,000 By Adstiiafion overhead over
To Factory overheads under recovered recoveredsis 4,000
in costs 6,000 By Interest on investments not 20,000
To Income Tax not provided in costs 1,20,000 ncluded in cots
By depreciation overcharged in costs 10,000
By transfer fees in financial books 2,000
By Stores adjustment 2,000
By Net loss as per financial books 4,16,000
4,54,000 4,54,000
Question 3. May 2003

A manufacturing company disclosed a net loss of 47,000 as per their cost accounts forth yeaeeérdarch 31,
2003. The financial revealed as a result of scyutiithe figures for both the sets of accounts.

Rs.

(i) Factory overheads under-absorbed 40,000
(i)  Administration Overheads over-absorbed 060,
(i)  Depreciation charged in Financial Accounts ,25000
(iv) Depreciation charged in Cost Accounts 2,78,00
(v) Interest on investments not included in Costdunts 96,000
(vi) Income-tax provided 54,000
(vii) Interest on loan funds in Financial Accounts 2,45,000
(viii) Transfer fees (credit in financial books) 24,000
(ix) Stores adjustment (credit in financial books) 14,000




(x)  Dividend received 32,000
Prepare a Memorandum Reconciliation Account.

Solution:
Memorandum Reconciliation Account
Rs. Rs.
To Net as per Costing 3,47,000| By Administration overheads over 60,000
Books Recovered in cost accounts
To Factory overheads under- 40,000| By Interest on investment not 96,000
Absorbed in Cost Accounts Included in Cost Accounts
To Depreciation under charged 50,000| By Transfer fees in Financial books 24,000
In Cost Accounts By Stores adjustment 14,000
To Income-Tax not provided in 54,000 (Credit in Financial books)
Cost Accounts By Dividend received in 32,000
To Interest on Loan Funds in 2,45,000 Financial books
Financial Accounts By Net Loss as per Financial booksg 5,10,000
7,36,000 7,36,000
Question 4. Nov. 2005
The following is the Trading and Profit & Loss Acat of Omega Limited:
Dr. Cr.
Particulars Rs. Particulars Rs.
To Materials consumed 23,01,000 By Sales (30,0@8)un 48,75,000
To Direct wages 12,05,750 By Finished goods stock ,30,000
To Production Overheads 6,92,250 (1,000 units)
To Administration Overheads 3,10,375 By Work-ingness:
To Selling and Distribution 3,68,875 Material 55)25
Overheads Wages 26,000
To preliminary Exp. Written off 22,750 Productiomeshead 16,250 97,500
To Goodwill written off 45,500 By Dividends Receilre 3,90,000
To Fines 3,250 By Interest on bank deposits 65,000
To Interest on Mortgage 13,000
To Loss on sale of machine 16,250
To Taxation 1,95,000
To Net Profit for the year 3.,83,500
55,57,500 55,57,500

Omega Ltd. manufactures a standard unit.

The cost Accounting records of Omega Ltd. showfellewing:

(i) Production overheads have been charged to wopkeigress at 20% on prime cost.

(i) Administration overheads have been recovered 88 RS per finished unit.

(i) Selling & distribution overheads have been recedet Rs/13 per unit sold.

(iv) The Under-or Over-absorption of overheads havéaeen transferred to costing P/L Alc.

Required:

(i) Prepare a proforma costing Profit & Loss Accoimdjcating net profit.

(i) Prepare control accounts for production overheadisiinistration overheads and selling & distribataverhead.
Prepare a statement reconciling the profit disddsecost records with that show in Financial Aausu




Solution:
Costing P & L Alc

To Material Consumed 23,01,000| By Sales 48,75,000
To Direct Wages 12,05,750
Prime Cost 35,06,750
To Production Overheads
(20% x Rs. 35,06,750) 7,01,350
Gross Factory Cost 42 08.100
Less: Clsoing WIP (97,500)
Net Works Cost
. . 41,10,600
To Administration Overheads
(31,000 units x Rs. 9.75)
] 3,02,250
Cost of Production
Less: Closing Stock of Finished goods 44,12,850
(44,12,850x 1,000)
31,000
(1,42,350)

Cost of Goods Sold
To Selling & Distribution Overheads 42,70,500

(30,000 units x Rs. 13) 3,90,000
To Profit 46,60,500

2,14,500

48,75,000 48,75,000
(ii) Production Overheads Control A/c

To General Ledger Adjustment a/c 6,92,250| By WIP Ledger Control a/c 7,01,350
To balance c/d (overabsorbed) 9,100

7,01,350 7,01,350

Administration Overheads Control A/c

To General Ledger Adjustment a/c 3,10,375 By FimikBoods Ledger 3,02,250
Control a/c
By balance c/d (under 8,125
absorbed)
3,10,375 3,10,375

Selling & Distribution Overheads A/c

To General Ledger Adjustment a/c 3,68,875| By WIP Ledger Control a/c 3,90,000
To balance c/d (overabsorbed) 21,125
3,90,000 3,90,000
Reconciliation Statement
Rs.
N.P. as per Costing P & L a/c 2,14,500
Less: Over valuation of Clsoing Stock of Finisheab@s (12,350)
Less: Underabsorbed Administration Overheads (8,125)




Less: Preliminary expenses written off (22,750)
Less: Goodwill written off (45,500)
Less: Fines (3,250)
Less: Interest on Mortgage (13,000)
Less: Loss on Sale of Machine (16,250)
Less: Taxation (1,95,000)
Add: Overabsorbed Production overheads 9,100
Add: Overabsorbed Selling Overheads 21,125
Add: Dividends received 3,90,000
Add: Interest on bank deposits 65,000
N.P. as per Financial Accounts 3,83,500
| Question 5.

The following records of Modern Manufacturers Litelveal the following for the year ended 30.06.1986.
In thousands

Rs.
Sales (20000 units) 4000
Materials 1600
Wages 800
Factory overheads 720
Office and Administrative overheads 416
Selling and Distribution overheads 288
Finished Goods (1230 units) 240
Work in Progress:
Materials 48
Labour 32
Overhead (Factory) _32 112
Goodwill written off 320
Interest on capital 32

In the costing records, factory overhead is chaegelD0% wages, administration overhead 10% obfgatost and
selling and distribution overhead at the rate aflRper unit sold.

Prepare a statement reconciling the Profit as pstrrecords with the Profit as per financial resoofithe Company.
Solution:
First of all it is necessary to find out profit @esr financial accounts and as per cost accounts.

Profit & Loss A/c of Modern Manufacturers Ltd.

(for the year ended 38 June, 1996) S(RO00)
To Materials Rs. 1,600/ By Sales (20,000) 4,000
To Wages 800 | By Closing stock:
To Factory overheads 720 Finished Stock (1,230 units) 240
To Office & Admn. overheads 416 W.I.P. 112
To Selling & distribution overhead 288
To Goodwill written off 320
To Interest on capital 32
To Net profit 176
4,352 4,352




Profit as per cost accounts

(Rs. in 000)
Materials 1,600.00
Wages 800.00
Prime cost 2,400.00
Factory overheads (100% of wages) 800.00
Factory cost (Gross) 3,200.00
Less: Closing W.I.P (112.00)
Net Factory cost(21,230 units) 3,088.00
Office and admn. Overheads (10% of Factory cost) 308.80
Total cost of production 3,396.80
Less: Closing Stock (Finished Goods) (196.80%)
Cost of production (20,000 units) 3,200.00
Selling & Distribution overheads @ Rs. 16 per unit 320.00
Cost of Sales 3,520.00
Sales realization for 20,000 units 4,000.00
Profit 480.00

*Total cost of production (Rs. 33,96,800)
Total number of units produced (21,230 units, ueits sold plus closing stock of finished good$}s: 160 per unit.
Cost of 1,230 units = 1,230 x 160 = Rs. 1,96,800.

Reconciliation Statement

Rs. ‘000 Rs. ‘000

Profit as per cost accounts 480.00
Add : Over-absorbed overheads:

Factory overheads (800-720) 80.00

Selling & Distribution overheads (320-288 32.00

Over-valuation of closing stock in fingalcaccounts

(240-196.20) 43.20 155.20
Less : Under-absorbed office and administrationtoead 635.20

(416.308.80) 107.20

Goodwill debited in financial accountdyon 320.00

Interest of capital charged financial@aaus ~32.00 459.20
Profit as per financial accounts 176.00

| Question 6. 2009 — June CA PCC

A manufacturing company has disclosed a net losR90f2,13,000 as per their cost accounting rectodshe year
ended March 31, 2009. However, their financial actimg records disclosed a net loss of Rs. 2,58f00@he same
period. A scrutiny of data of both he sets of bookéccounts revealed the following information:

Rs.
Factory overheads under absorbed 5,000
Administration overheads over absorbed 3,000
Depreciation charged in financial accounts 70,000
Depreciation charged in cost accounts 80,000
Interest on investments not included in cost actoun 20,000
Income-tax provided in financial accounts 65,000




Transfer fees (credit in financial accounts) 2,000

Preliminary expenses written off 3,000
Over-valuation of closing stock of finished goodsost accounts 7,000
Prepare a Memorandum Reconciliation Account.
Solution:
Memorandum Reconciliation Account
Particulars Rs. Particulars Rs.
To Net loss as per costing books 2,13,000| By Administrative overhead
To Factory overheads under absorbed 5,000 over absorbed in costs 3,000
To Income tax not provided in cost 65,000| By Depreciation over charged in
books cost books (80,000 — 70,000) 10,000
To Preliminary expenses written 3,000 By Interest on investments not
off in financial books included in cost books 20,000
To Over-valuation of Closing 7,000 | By Transfer fees not considered
Stock of finished goods in cost In cost books 2,000
Books By Net loss as per financial books 2,58,000
2,93,000 2,93,000
| Question 7

ABC Ltd. has furnished the following informatiorofn the financial books for the year ended 31st Ma2014:

Profit & Loss Account

The cost sheet shows the cost of materiaf Hd4 per unit and the labour costaB0 per unit. The factory
overheads are absorbed at 60% of labour cost amihestkation overheads at 20% of factory cost. iSgll

expenses are charge®a24 per unit. The opening stock of finished goadegalued a¥ 180 per unit.

You are required to prepare:

(). A statement showing profit as per Cost accountshferyear ended 31st March, 2014; and

(ii). A statement showing the reconciliation of profitdisclosed in Cost accounts with the profit shown i

Financial accounts.

® ®

To Opening stock (500 units &t 70,000| By Sales (10,250 units) 28,70,000
140 each)
To Material consumed 10,40,00@y Closing stock
To Wages 6,00,000 (250 units a¥ 200 each) 50,000
To Gross profit c/d 12,10,000

29,20,000 29,20,000
To Factory overheads 3,79,00By Gross profit b/d 12,10,000
To Administration overheads 4,24,00By Interest 1,000
To Selling expenses 2,20,00@By Rent received 40,000
To Bad debts 16,000
To Preliminary expenses 20,000
To Net profit 1,92,000

12,51,000 12,51,000




Solution :

0] Statement of Profit as per Cost Accounts
Units ®
Opening stock @ 180 per unit 500 90,000
Cost of production @ 240 per unit 10,000 24,00,00(
Total 10,500 24,90,00(
Less : Closing Stock @& 240 per unit (250) (60,000)
10,250 24,30,00(
Selling expenses @24 per unit 2,46,000
Cost of sales 26,76,000
Profit (Balancing figure) 1,94,000
Sales 10,250 28,70,00(
Working Notes :
i. Statement of cost (10,000 units)
Total cost Cost per
® Unit (%)
Materials 10,40,000 104.0(
Wages 6,00,000 60.0d
Factory Overhead 60% of wages 3,60,000 36.00
Factory cost 20,00,000 200.0(
Administrative overhead 20% of factory cost 4,00,00 40.00
Total Cost 24,00,000 240.0(
. Statement of Differences between the two set of awmts :
Financial A/c R) Cost Alc €) Difference Q) Remarks )
Factory overhead 3,79,000 3,60,000 19,000 Undevezy
Administrative 4,24,000 4,00,000 24,000 Under recovery
overhead
Selling expenses 2,20,000 2,46,000 26,000 Overeggo
Opening Stock 70,000 90,000 20,000 Over recovery
Closing Stock 50,000 60,000 10,000 Over recovery
(ii) Reconciliation Statement
®
Profit as per cost accounts 1,94,000
Add : Over-recovery of selling overhead in Cost Alc 26,000
Add : Over-valuation of opening stock in Cost Alc 20,000
Add : Income excluded from Cost A/c
Interest 1,000
Rent 40,000 41,000
Less : Under recovery of Overhead in Cost A/c
Factory Overhead 19,000




Administrative Overhead
Less : Over-valuation of closing stock in Cost A/c
Less : Expenses excluded from Cost Alc

Bad debts

Preliminary expenses

Profit as per Financial Account

24,000

16,000
20,000

(43,000)
(10,000)

(36,000)
1,92,000

Question 8

R Limited showed a net loss &f 35,400 as per their cost accounts for the yeae@r®f' March, 2014.
However, the financial accounts disclosed a nefitpd ¥ 67,800 for the same period. The following
information were revealed as a result of scrutifithe figures of cost accounts and financial actsun

0] Administrative overhead under recovered
(ii) Factory overhead over recovered 1,
(i) Depreciation under charged in Cost Accounts
(iv) Dividend received
v) Loss due to obsolescence charged in Financial Atsou
(vi) Income tax provided
(vii) Bank interest credited in Financial Accounts
(viii)  Value of opening stock:
In Cost Accounts 1,
In Financial Accounts 1,
(ix) Value of closing stock:
In Cost Accounts 1,
In Financial Accounts 1,
x) Gooduwill written-off in Financial Accounts
(xi) Notional rent of own premises charged in Cost Actsu
(xii) Provision for doubtful debts in Financial Accounts
Prepare a reconciliation statement by taking cgstiet loss as base.
Solution :
Statement of Reconciliation
S. No. | Particulars Amount (%) Amount (%)
Net loss as per Cost Accounts (35,400)
Additions
1. Factory O/H over recovered 1,35,000
2. Dividend Received 20,000
3. Bank Interest received 13,600
4, Difference in Value of Opening Stock 20,000

®

25,500
35,000
26,000
20,000
16,800
43,600
13,600

65,000
45,000

25,500
32,000
25,000
60,000
15,000




(1,65,000 — 1,45,000)
5. Difference in Value of Closing Stock 6,500
(1,32,000 - 1,25,500)
6. Notional Rent of own Premises 60,000 2,55,100
Deductions
1. Administration O/H under recovered 25,500
2. Depreciation under charged 26,000
3. Loss due to obsolescence 16,800
4, Income tax Provided 43,600
5. Goodwill written-off 25,000
6. Provision for doubtful debts 15,000 (1,521,900
Net Profit as per Financial Alc. 67,800




UNIT COSTING

| Question 1.
The books of A Ltd. presents the following datatfoe month of January 2004:
1. Balance. Jari'l Jan.31
Raw material 8000 8600
Work in progress 8000 12000
Finished goods 14000 18000

2. Raw material purchased Rs.36000.

3. Direct labour cost Rs. 16000 (160% of factorgrtneads).

4. Selling expenses Rsa.3400.

5. Administration expenses Rs. 2600 (including B8.&s abnormal cost).
6. Sales Rs.75000.

| Question 2.

The following figures are extracted from the Ta#lance of ABC Co. on 30Sept., 2004:

Inventories :
Rs.
Finished stock 80000
Raw material 140000
Work in process 200000
Office appliances 17400
Plant and Machinery 460500
Buildings 200000
Sales 768000
Sales return and rebates 14000
Material purchased 320000
Freight incurred on material 16000
Purchase Return 4800
Direct labour 160000
Indirect Labour 18000
Factory Supervision 10000
Repairs and up keep of factory 114000
Heat , light and power 65000
Rates and taxes 6300
Miscellaneous  Factory expenses 18700
Sales commission 33600
Sales travelling 11000
Sales promotion 22500
Salaries & expenses of distribution Dept. 18000
Office salaries and expenses 8600
Interest on borrowed funds 2000

Further details are available as follows:
a) Closing inventories:




Finished goods 115000

Raw materials 180000

Work in progress 192000
b) Accrued expenses:

Direct labour 8000

Indirect labour 1200

Interest on borrowed funds 2000

c¢) Depreciation to be provided on :

Office appliances 5%
Plant and machinery 10%
Buildings 4%

d) Distribution of the following costs:
Heat, light and power to the factory, office andtdbution in the ratio 8;1;1. Rates and taxes twads to factory and
one third to office. Depreciation on buildings &xfory. Office and selling in the ratio 8;1;1.

With the help of the above information, you areuieed to prepare a Profit and loss statement fercdmpany for the
year ended 30September, 2004 alongwith supporting schedules of

1. Cost of Sales
2. Selling and distribution expenses
3. Office and administration expenses.

Question 3.

A Ltd. Co. has a capacity to produce 100000 unitthe product every month. Its work costs at vagylavels of
productions is as under :

Levels Work costs per unit (Rs.)
10% 400
20% 390
30% 380
40% 370
50% 360
60% 350
70% 340
80% 330
90% 320
100% 310

Its fixed administration expenses amount to Rs00BQp.m. and fixed marketing expenses amount t@&3000 p.m.
respectively. The variable selling cost amount®$030 per unit.

It can market 100% of its output at Rs. 500 pet provided it incurs the following further expendi¢:
a) It gives gift item costing Rs. 30 per unit ofesa

b) It has lucky draw every month giving the firstze of Rs. 50000 ;" prize of Rs. 25000 ;8price of Rs. 10000
and three conciliation prize of Rs. 5000 each &tamers buying the product .

c) It spends Rs. 100000 on refreshment served ewengh to its customers .
d) It sponsors a television program every weekatcbst of Rs. 2000000 per month.

It can market 30% of its output at Rs. 550 pet wiihout incurring any of the expenses referredntda) to (d)
above . Prepare cost sheets to compute the ambprtfit at 30% and 100% capacity.




Question 4.

From the following particulars prepare the produttaccount showing all details of cost and thedakrup .

1.04.2003 30.04.2003

Stock of raw material 75000 91500

Stock of Work in Progress 28000 35000

Stock of finished goods 54000 31000
Direct expenses 1500 Sales 211000
Raw Material 66000 Salesmen sal.& commi. 6500
Direct wages 52500 Office rent, rates etc. 2500
Indirect wages 2750 Sundry off. Exp. 6500
Dep. on P&M 3500 Carriage outwards 2500

| Question 5.

Tronics Ltd. furnishes the following informationrfé0000 TVs valves manufactured during the last:yea

Material 450000
Direct wages 300000
Power and consumable stores 60000
Lighting of factory 117500
Clerical salaries and management expenses 168000
Selling expenses 27000
Sakes proceeds of factory scrap 10000
Plant, repairs, maintenance and dep. 57500

The net selling price was Rs.158 per unit and ratsuvere sold.

From F' January, of the current year, the selling price veuced to Rs.150 per unit. It was estimatedgtaduction

could be increased in the current year by 50% dusptire capacity . Rates for materials and diregies will be

increased by 10%.

Required :

1. Prepare a cost sheet for last year showing waieements of cost per unit.

2. Compute estimated cost and profit for the curyear assuming that 15000 units will be producad $old during
the year and factory overheads will be recoverea psrcentage of direct wages and office and geiipenses as
percentage of works cost.

Question 6. ‘

The following particulars related to the year héveen taken from the books of a chemical works, rizenturing and
selling chemical mixture:

Kgs. Rs.

Stock on ¥ April, year beginning

Raw materials 2000 2000

Finished mixture 500 1750

Factory stores 7250
Purchases :

Raw materials 160000 180000

Factory stores 24250
Sales:

Finished mixture 153050 918300

Factory scrap 8170




Direct wages 178650

Power 30400
Depreciation of machinery 18000
Salaries:
Factory 72220
Office 37220
Selling 41500
Expenses:
Direct 18500
Office 18200
Selling 18000
Stock on 31 March each year Kgs. Rs.
Raw Material 1200
Finished mixture 450
Factory stores 5500

The stock of the finished mixture at the end ofythar is to be valued at the factory cost of thetune for that year.
Prepare a statement giving the maximum possibternmdtion about the cost and its break up for treg.ye

Question 7.

M.K. Works can produce 60000 units per annum atptsmum (100%) capacity. The estimated costs oflpction are
as follows :

Direct material Rs. 3 per unit

Direct labour Rs. 2 per unit

Indirect expenses :

Fixed Rs. 150000 per annum
Variable Rs. 5 per unit
Semi variable Rs. 50000 per annum upto 50% dypand an extra expense of Rs. 10000 for

every 25% increase in capacity or part thereof .

The factory produced only against orders and nobf¥en stock. If the production program of the fagtis as indicated
below and the management desires to ensure a pfolfs. 100000 per year , work out the averagensefirice at
which each unit should be quoted .

First three months of the year 50% of capacity
Remaining 9 moths of the year 80% of the cipac
| Question 8. ‘

A manufacturing company has an installed capadity2®000 units per annum. The cost structure ofptfmaluct is
mentioned below:

i) Variable cost per unit

Material Rs. 8
Labour Rs. 8
( Subject to minimum of Rs. 56010 per month )
Overheads Rs. 3
i) Fixed Overheads Rs. 168750 per annum

iii) Semi variable overheads Rs. 48000 per annuf0&% capacity which increases by Rs. 6000 permarfou increase
of every 10% of the capacity utilization or partikof for the year as a whole.

The capacity utilization for the next year is estted at 60% for two month , 75% for six month af@o8or remaining
part of the year. If the company is planning toéhawprofit of 25% on the selling price , calculdte selling price per
unit.




Question 9.

The cost structure of an article the selling po€avhich is Rs. 45000 is as follows :

Direct material 50%
Direct labour 20%
Overheads 30%

An increase of 15% in the cost of material and %2in the cost of labour is anticipated. Thesedased costs in
relation to the present selling price would cau2&% decrease in the amount of present profit piele

You are required to calculate:
i) Present cost and profit per article and

i) The revised selling price to produce the sameepntage of profit to sales as before.

Question 10.

M/s AB shoes manufactures two types of shoes ABanBroduction cost for the year ended' 84arch 2004 were:
Direct material 1500000

Direct wages 840000

Production overheads 360000

There was no work in progress at the beginninat éine end of year. It is ascertained that :

a) Direct material cost per unit in type A shoessist twice as much as that in type B shoes .

b) The direct wages cost per unit for type B sheee 60% of those of type A shoes .

¢) Production overheads was same per unit of ABatygpe.

d) Administrative overheads for each type was 1%0%e direct wages .

e) Selling cost was Rs. 1.50 per pair .

f)  Production during the year were : Type A 400@0irp of which 36000 were sold ; Type B 120000 pairsvhich
100000 were sold.

g) Selling price was Rs. 44 for type A and Rs. @8type B per pair . Prepare a statement showisgard profit. A
unit consist of a pair of shoes

Question 11.

On June 30,2004 a flood damaged the warehouseahaany completely destroying the work in progresentory.
There was no damage to raw material and finishedig@mventory. A physical verification taken aftee flood reveals
the following:

i) Raw material inventory = Rs.62000

ii) Finished goods inventory = Rs.119000

The inventory on January 1, 2004 consisted tHeviahg:

1. Raw material Rs.30000 2. Work in progress itmgnRs.100000 3. Finished goods inventory Rs0D80
Additional Information :

1) Gross profit is 25% of sales.

2) Sales from January to June 2004 = Rs.340000

3) Raw material purchased from January to June 20R4.115000.

4) Direct labour cost from January to June 2004:86000.

5) Manufacturing overheads = 50% of labour cost.

Compute the stock of work in progress as on Jun@@4.




Question 12.

The following is the summarized Trading and Prafid Loss A/c of K. Waterproof Manufactures Ltd. the year
ending 31 March, 2004 in which year 800 waterproofs werel $nl the said company:

Trading and Profit and Loss Account

To cost of materials 32000 By sales 160000
To direct wages 48000
To manufacturing charges 20000
To gross profit ¢/d 60000
160000 160000
To office salaries 24000 By G/P b/d 60000
To rent and taxes 4000
To selling expenses 8000
To general expenses 12000
To general reserve 2000
To net profit ~1000
60000 60000

Following estimates were made by the costing depert of the company for the year ending 8larch 2005:
a) The output and the sales will be of 1000 watsfy.

b) The price of materials will rise by 25% on threydous year’s level.

c) Wages during the year will rise by 12 Y2 %.

d) Manufacturing cost will rise in proportion tcetikombined cost of materials and wages.

e) Selling cost per unit will remain unchanged.

f) Other expenses will remain unaffected by the nsoutput.

From the above information prepare a cost statestamwing the price at which the waterproofs woutdntarketed so
as to show a profit of 10% on the selling price.

| Question 13:
Prepare an estimated cost sheet based on the ifojjalata and consider the price that you would gudot an export
order of 25000 pieces.
Raw material — 1000 kgs. @ 6.95 per kg.
Direct labour — 15000 hours normal at Rs.2.00 jpeirh

25% overtime at double the normal rate.
Factory overheads — normally covered at k80% afadiwages.
Selling & distribution cost — normally recoveredé®o of direct wages.
Fixed capital investment to be made — Rs. 50000.
Normal net return on capital employed expected%.25
Investment in working capital — 205 of the salelsiga
Question 14.

While preparing the cost sheet, how will you deithwhe following situation:

Situation 1

Opening stick of raw material = Rs.5000
Purchases of raw material = Rs.50000
Normal loss = Rs.2000




Abnormal loss = Rs.3000

Closing stock = Rs.10000

Situation 2

Suppose in situation 1, normally lost units reai=200 and abnormally lost units realize Rs.300.
Situation 3

Actual bad debts are Rs.8000 on annual sales &0B800. Under the normal circumstances, 1% of salasot
recoverable.

Situation 4

Sales are Rs.1000000 before any discount . Asymndss policy , 20% trade discount is allowedltéha customers
but 30% discount is allowed to one customer (retatif businessman ) on sales level of Rs.10000r&efiscount.

Situation 5

Suppose in situation 4, some of the customershpgiy amount very early and as such we allowed tbash discount of
Rs.8000.

Question 15.

A fire occurred in the factory premises on OctoB&r 2003 . The accounting records have been destrayertain
accounting records were kept in another buildingeyT reveal the following for the period September2@03 to
October 31,2003:

a.direct materials purchased Rs.250000
b.work in process inventory, 1.9.2003 Rs. 40000
c.direct materials inventory, 1.9.2003 Rs. 20000
d.finished goods inventory, 1.9.2003 Rs. 37750
e.indirect manufacturing cost 40% of conversiost
f. sales revenues Rs.750000
g.direct manufacturing labour Rs.222250
h.prime cost Rs. 397750

i. gross margin percentage based on revenues 30%

j- cost of goods available for sale Rs.555775
Required :

i) Finished goods inventory, 31.10.2003 i) Diretaterials inventory , 31.10.2003
iii) Factory overheads iv) Work in process inva®t 31.10.2003.




JOB AND

BATCH COSTING

| Question 1. ‘
Given below are the cost details for the organizatiuring 1999:
Direct material Rs. 500000 Direct Factory exgsns Rs. 300000
Direct labour Rs. 1000000 factory overheads . 5RE000
WIP at the beginning Rs.400000 Selling Expenses Rs.200000
WIP at the end Rs.300000 Sales Rs.3500000
Office & Admn. Rs.200000
Overheads

During March, 2000 there is an enquiry for a johuieng Direct Materials cost of Rs.5000. Direcbdar cost of

Rs.10000 and direct factory expenses of Rs.1008oRaoverheads are recovered as percentage te jpost, office &

admn. , overheads as percentage to works cost @lfidgsand distribution overheads as percentagedst of

production. However it is felt that this year thésehigher office and admn. Costs to the exterit@%6 and selling cost
have gone up by about 15% . What should be theatjaotfor the job if the same rate of profit oneséd to be

maintained as during 1999.

| Question 2.

From the records of a manufacturing company, theviing budgeted details are available:

Rs. Rs.
Direct materials 199000
Direct wages:
Machine shop (12000 hours) 63000
Assembly shop (10000 hours) __ 48000 111000
Work overhead:
Machine shop 88200
Assembly shop 51800 140000
Administrative overhead 90000
Selling overhead 81000
Distribution overhead _ 62100 233100

Assuming that the company follows absorption metbicbsting, you are required to :

a) Prepare a schedule of overhead rates from gloeef available stating the basis of overhead exgorates used
under the given circumstances.

b) Work out a cost estimate for the following jodskbd on overhead computed.
Direct material: 25 kg. @ Rs. 16.80 per kg. Difabour : Machine shop 30 hours
15 kg. @ Rs. 20.00 per kg. Assembbypsh 42 hours

| Question 3:

The following budgeted cost information is avaieflom the records of a manufacturing concern fpaiicular year:
(Rs. in lakhs)

Direct material 61.20

Direct wages

- Rolling shop (120000hours) 6.00

- Milling shop (240000hours) 14.40




Works overheads

- Rolling shop 9.60
- Milling shop 28.80
Administration overheads 24.00
Selling overheads 43.20

The works overheads are recovered on the basibofit hours, the administration overheads on this lod works cost
and selling overheads on the basis of cost of prtioiu

You are required to —
1) Prepare annual cost statements so as to cotfubridgeted cost of sales.
2) Compute overhead recovery rates.
Compute total cost of a job which requires thedf@lhg-
a. Direct material Rs.7560
b. Labour cost
- Rolling shop 40 hours @ Rs.6 per hour
- Milling shop 70 hours @ Rs. 5 per hour.

Question 4:

In an engineering company, the factory overhea@sracovered on fixed percentage basis on directesvamd
administration overheads are absorbed on fixedepésge basis on factory cost.

The company has furnished the following data ne¢atd two jobs undertaken by it in a period:

Job 101 Job 102
Direct material Rs. 54000 Rs. 37500
Direct wages Rs.42000 Rs.30000
Selling price Rs.166650 Rs. 128250
Profit percentage on total cot 10% 20%

Required :

(i) Computation of percentage recovery rates offoiy and administration overheads.

(ii) Calculation of amount of factory overheadsirawistration overheads and profit for each of the jobs.
(i) Using the above recovery rates, fix the sgjlprice of Job 103. The additional data being:

Direct material Rs.24000

Direct wages Rs.20000

Profit percentage on selling price 12 %%

| Question 5:

The following information for the year ended DecemBZT', 1998 is obtained from the books and recordsfattory:
Completed jobs Work in progress

Rs. Rs.
Raw materials supplied from stores 90000 30000
Wages 100000 40000
Chargeable expenses 10000 4000
Materials transferred to WIP 2000 2000
Materials returned to stores 1000

Factory overhead is 80% of wages and office ovelt2886 of factory cost.
The price of the executed contracts during 1998 R&410000.

Prepare (i) consolidated completed jobs accountvisttpthe profit made or loss incurred, and alsp ¢onsolidated
WIP account.




Question 6.

A manufacturing unit has predetermined the overhreadvery rates as 40% on direct wages, 20% onsvookt and
25% on cost of production for works expenses, mamamt expenses and commercial expenses respectively

At the end of the year, it has been found thatvibeks overheads show under recover of one eighthefbsorbed
amount, and the recovery of commercial expensestiesan over absorption of one third of the taalount absorbed.
If the prime costs of three jobs are as under, five profit/loss on the respective selling pricestli on the basis of
standard cost and on the basis of full absorptf@mverheads):

Job A Job B Job C

Rs. Rs. Rs.
Direct materials 45.50 32.60 26.80
Direct wages 15.20 8.60 7.20

60.70 41.20 34.00
Selling price 200.00 130.00 90.00

Question 7.

Component 893-X is made entirely in cost centre. ATéterial cost is 6 paise per component and eaotponent takes
10 minutes to produce. The machine operator is paidaise per hour and the machine hour rate %%.The setting
up of the machine to produce component 893-X t2kesurs 20 minutes.

On the basis of this information, prepare cost skhewing the production and setting up cost, bottotal and per
component, assuming a batch of (a) 10 compond)td 00 components, and (¢) 1000 components is pextu

Question 8.

Units to be produced in year are 24000. The setogp of one batch is Rs.324. The inventory carrgiost per unit per
annum is Rs.31.20. compute Economic Batch Quantity.




OPERATING COSTING AND SERVICE COSTING

Question 1.

A truck starts with a load of 10 tonnes of goodsfrstation P. It unloads 4 tonnes at station Qrastlof the goods at
station R. It reaches back directly to station teradetting reloaded with 8 tonnes of goods aimtaR. The distances
between P to Q, Q to R and then from R to P arkrd€), 60 kms. and 80 kms. respectively. Computestdlte tonne-
km'. and ‘Commercial tonne-km’.

Answer : 1400 Tonne — km; 1440 Tonne km.

Question 2.

Mr. Jai owns fleet of taxis and the following infoation is available from the records maintainedioy.

Number of taxies 10

Cost of each taxies Rs.20000

Salary of manager 600 p.m.
Salary of accountant 500 p.m.
Salary of cleaner 200 p.m.
Salary of mechanic 400 p.m.
Garage rent 600 p.m.
Insurance premium 5% p.a.
Annual tax 600 per taxi
Driver's salary 200 p.m. per taxi
Annual repair 1000  per taxi

Total life of a taxi is about 200000 kms. A taxhsuin all 3000 kms in a month of which
30% it runs empty.

Petrol consumption is one litre for 10 kms. @ Rper litre. Oil and other sundries are
Rs.5 per 100 kms.

Calculate the cost of running a taxi per km.

Answer : Rs. 0.779 per taxi per km.

Question 3.

A Transport Co. charges Rs.120 per ton for a § tomy load from A station to B station.

The charges for return trip are Rs.110 per torthénmonth of July, 1991, a truck has made 10 owtj@urneys with

full load out of which 3 tons were unloaded twiteCastation on the way. It returned without anydaance only form C
station to A station. The expenses incurred were:

Annual fixed charges Rs.38400; annual maintenarsc@9200; and monthly running charges Rs.2404. Yeuexquired

to find the cost per ton-kilometer (absolute) ane profit for the month of July, 1991, assuming tha concession is
made for delivery at the intermediate stations.

Distance from A station to B station is 210 kmsd &#om A to C station 120 kms. The truck carrieldad of 8 tons 5
times in the month while returning from B statiant vas once caught by the police and was fineddR€.2

Answer : Total Tonne kms.-23010 & Cost per tonnekm. 0.31 per Tonne km.




Question 4. 2000 — Nov [4] (b)

A Mineral is transported from two mines — ‘A’ anB’‘and unloaded at plots in a Railway Station. Mifsas at a

distance of 10 kms. And B is at a distance of 15.kiatom railhead plots. A fleet of lorries of 5 mencarrying capacity
is used for the transport of mineral from the miriescords reveal that the lorries average a spe&d kms. Per hour,
when running and regularly take 10 minutes to whlaathe railhead. AT mine ‘A’ loading time averag#) minutes
per load while at mine ‘B’ loading time averagesr2idiutes per load.

Drivers’ wages, depreciation, insurance and taxelsfaund to cost Rs. 9 per hour operated. Fueltis, repairs and
maintenance cost Rs. 1.20 per km.

Draw up a statement, showing the cost per tonmav¥idtre of carrying mineral from each mine.

Answer : (i) Rs. 0.72 (ii) 0.66

Question 5.

SHANKAR has been promised a contract to turn aigbwar on a 20 km. long route for the chief exeeuof a
multinational firm. He buys a car costing Rs. 15000he annual cost of insurance and taxes are 3% dnd Rs. 900
respectively. He has to pay Rs. 500 per month fpsrage were he keeps the car when it is not inTdse annual repair
costs are estimated at Rs. 4000. The car is estihtathave a life of 10 years at the end of whieh gcrap value is
likely to be Rs. 50000.

He hires a driver who is to be paid Rs. 300 pertm@ius 10% of the taking as commission. Otherdeotal expenses
are estimated at Rs. 200 per month.

Petrol and oil will cost Rs. 100 per 100 kms. The will make 4 round trips each day. Assuming thatofit of 15% on
taking is desired and that the car will be on thadrfor 25 days on an average per month, what dhwilcharge per
round-trip ?

Answer :Rs.88.22 per round trip

Question 6.

The Union Transport Company has been given a gdidmeter long route to ply a bus. The bus ctlséscompany
Rs. 100000. It has been insured at 3% per annumamhual road tax amount to Rs. 2000. Garage sdRs.i 400 per
month. Annual repair is estimated to cost Rs. 2a@dthe bus is likely to last for five years.

The salary of the driver and the conductor is R€. &1d Rs. 200 per month respectively in additioh(% of taking as
commission to be shared equally by them. The maisagelary is Rs. 1400 per month and stationery euist Rs. 100
per month. Petrol and oil will cost Rs. 50 per kil6meters. The bus will make three round trips ¢gi@y carrying on an
average 40 passengers in each trip. Assuming 16%% pn taking and that the bus will ply on an aage 25 days in a
month, prepare operating cost statement on a &dl ypasis and also calculate the bus fare to beyethdrom each
passenger per kilometer.

Answer :Rs.0.072 per Pass.-km.

Question 7.

A company is considering three alternative profsofa conveyance facilities for its sales persdrwieo have to do
considerable traveling approximately 20000 kilomre®very year. The proposal are as follows :

Purchase and maintain its own fleet of card. Theraye cost of a car is Rs. 100000.

Allow the Executive to use his own car and reimbuggpenses at the rate of Rs. 160 paise per kitsraed also bear
insurance costs.

Hire cars from an agency at Rs. 20000 per yeacgeThe Company will have to bear costs of peteoled and tyres.
The following further details are available :

Petrol Rs. 0.60 per km.

Repairs and maintenance Rs. 0.20 per km.




Tyre Rs. 0.12 P. per km.

Insurance Rs. 1200 per car per annum.

Taxes Rs. 800 per car per annum.

Life of the car : 5 years with annual mileage 80Q0 kms.
Resale value : Rs. 20000 at the end of the fiftr.ye

Work out the relative costs of three proposalsrami them.

Answer :Rs. 36400 ;Rs.33200;Rs.35200

Question 8.

In order to develop tourism, ABCL airline has bagwven permit to operate three flights in a weekngetn X and Y
cities (both side). The airline operates a singleraft of 160 seats capacity. The normal occupas®@stimated at 60%
through out the year of 52 weeks. The one wayifaRs. 7200. The cost of operation of flights are:

Fuel cost (variable) Rs. 96000 per flight

Fuel served on board on non-chargeable

Basis Rs. 125 per passenger
Commission 5% of fare applicable for all bouki
Fixed cost : Rs. 350000 per flight

Aircraft lease Rs. 72000 per flight

Required:

(i) Calculate the net operating income per flight.

(i) The airline expects that its occupancy wiltiease to 108 passengers per flight if the faredsced to Rs. 6720. A
devise whether this proposal should be implemeotatbt.

Answer : Increase by 31332, Proposal is acceptable.

Question: 9.

Prakash Automobiles distributes its goods to aorey dealer using a single Lorry. The dealer'snuses are 40
kilometres away by road. The lorry has a capadity®tonnes and makes the journey twice a day lolyled on the
outward journeys and empty on return journeys. fblewing information is available for a Four WegkPeriod during
the year 1990 :-

Petrol consumption 8 kilometres per litre
Petrol cost Rs. 13 per litre

Qll Rs. 100 per week
Driver's wages Rs. 400 per week
Repairs Rs. 100 per week
Garage rent Rs. 150 per week
Cost of Lorry (Excluding Tyres) Rs. 450000

Life of Lorry 80000 kilometres
Insurance Rs. 6500 per annum
Cost of Tyres Rs. 6250

Life of Tyres Rs. 25000 kilometres
Estimate sale value of Lorry at the end of its life Rs. 50000

Vehicle Licence Cost Rs. 1300 per annum
Other overhead cost Rs. 41600 per annum

The Lorry operates on a five day week.




Required :
A statement to show the total cost of operatinguéleicle for the four weekly period analysis intmning costs and
fixed costs .

Calculate the vehicle cost per kilometer and penéokilometer.

Answer :Rs 9 per km. & Rs.1. 80 per tonne —km.

Question 10.

A transport company has a fleet of three truck&@®fonnes, capacity each plying in different di@ts for transport of
customers goods. The trucks run loaded with goodsreturn empty. The distance traveled, numberip$ tmnade and
the load carried per day by each truck are as under

Truck no. One way No. of trips per day  Load carried per trip
Distance Km.
1 16 4 6
2 40 2 9
3 30 3 8
The analysis of maintenance cost and the totadmiist traveled during the last two years is as under
Year Total distance Maintenance Cost
Travelled (kms) Rs.
1 160200 46050
2 156700 45175
The following are the details of expenses for tharyunder review :
Diesel : Rs. 10 per litre. Each litre givesm.lper
Litre of diesel on an average.
Drivers salary : Rs. 2000 per month
License and taxes : Rs. 5000 per annum per.truck
Insurance : Rs. 5000 per annum for all theetlweshicles.
Purchase price per truck : Rs. 300000 Life 10sieBcrap value at the end
Of life is Rs. 10000.
Oil and sundries : Rs. 25 per 100 km. run.
General Overhead : Rs. 11084 per annum.
The vehicle operate 24 days per month o an average.
Required :

Prepare an Annual Cost Statement covering the diethiree vehicles.
Calculate the cost per km. run.
Determine the freight rate per tonne km. to yiefat@afit of 10% on freight.

| Answer :Cost per km. :Rs.4.45 & Freight :Rs.1. 27per tonne-km.

Question 11.

Mr. X owans a bus which runs according to theofwlhg schedule :
(iy Delhi to Chandigarh and back, the same day.

Distance covered : 150 kms. one way

Number of days run each month : 8

Seating capacity occupied 90%.

(i) Delhi to Agra and back the same day.

Distance covered : 120 kms. one way.




Number of days run each month : 10
Seating capacity occupied 85%.

(i) Delhi to Jaipur and back the same day.
Distance covered : 270 kms. one way.
Number of days run each month : 6
Seating capacity occupied 100%.
Following are the other details :

Cost of the bus Rs. 600000
Salary of the driver Rs. 2800 p.m.
Salary of the conductor Rs. 2200 p.m.
Salary of the part-time Accountant Rs. 200 p.m.
Insurance of the bus Rs. 4800 p.a.
Diesel consumption 4 kms. per liter at Rs. 6lpper
Road tax Rs. 1500 p.a.
Lubricant oil Rs. 10 per 100 kms.
Permit fee Rs. 315 p.m.
Repairs and maintenance Rs. 1000 p.m.
Depreciation and maintenance @ 20% p.a.
Seating capacity of the bus 50 persons.

Passenger tax is 20% of the total takings. Caleula bus fare to be charged from each passengeartoa profit of
30% on total takings. The fares are to indicatadoassenger for the journeys :

i) Delhi to Chandigarh.

i) Delhito Agra.

iii) Delhi to Jaipur.

Answer :i)Rs.24 ii)Rs.19.2 iii))Rs. 43.2

Question 12.

EPS is a Public School having 25 buses each piyirdjfferent directions for the transport of itsheol students. In
view of large number of students availing of the lservice, the buses work two shifts daily botkhim morning and in
the afternoon. The buses are garaged in the schibel.workload of the students has been so arrattygdin the

morning, the first trip picks up senior studentsl ghe second trip plying an hour later picks upigurstudents.

Similarly , in the afternoon, the first trip také®e junior students and an hour later the secapdtakes the senior
student home.

The distance traveled by each bus, one way is 1§ Rine school works 24 days in a month and remiaised for
vacation in May and June. The bus fee, in charged2 months details of expenses for the year ZIIBt are as under

Driver’s salary payable for all the months R306 per month per cleaner
Cleaner’s salary payable for all the 12 months . 3RO0 per month per cleaner
(one cleaner has been employed for every

five buses)

Licence Fees, Taxes etc. Rs. 2300 per buarpam
Insurance Premium Rs. 15600 per bus per annum
Repairs and Maintenance Rs. 16400 per buarperm
Purchase price of the bus Rs. 1650000 each

Life of the bus 16 years

Scrap value Rs. 150000




Diesel Cost Rs. 18.50 per liter

Each bus gives an average of 10 kms per liter @dadi The seating capacity of each bus is 60 sted&he seating
capacity is fully occupied during the whole year.

The school follows differential bus fees based witadce traveled as under :

Student picked up and Bus Fee Percentageudests
Dropped within the range availing this fayi
of distance from the school

4 kms 25 % of Full 15%

8 kms 50 % of Full 30 %

16 kms Full 55%

Ignore interest. Since the bus fees has to be lmsaslerage cost, you are required to :

Prepare a statement showing the expenses of opeeasiingle bus and the fleet of 25 buses for a yea
Work out a average cost per students per montasiperct of :

(a) Students coming from a distance of upto 4 ki fthe school ;

(b) Students coming from a distance of upto 8 krmfthe School; and

(c) Students coming from a distance of upto 16 fom® the School.

Answer :i) Rs.59.32 i) 118.65 iii) Rs.237.29

Question 13.

The data given relates to ‘Vasanth Talkies’, a rttieatre, for the year ending®3Warch,1976:
Salaries

1 Manager Rs. 800 p.m. Carbon Rs. 7235
10 Gate-Keepers 200 p.m. each Misc.expenditure 5425

2 Operators 400 p.m. each Advertisement 1847
4 Clerks 250 p.m. each Administration expense 18000
Electricity and oil 11655 Hire of print 1700

The premises are valued at Rs. 600000 and theatstirlife is 15 years. Projector and other equiggroest Rs. 320000
on which 10% depreciation to be charged.

Daily 3 shows are run throughout the year. Thd t#pacity is 625 seats which is divided into thekesses as follows:
Janata circle 250 seats

Sanman circle 250 seats

Lord’s circle 125 seats

Ascertain cost per man-show assuming that:

a) 20 % of the seats remain vacant, and

b) Weightage to be given to the three classesamation 1:2:3

Determine the rates for each class if the management exB8@étsreturn on gross proceeds. Ignore entertaintagas.

| Answer :Rs.2.43 ;Rs.4.86 ;Rs..7.29

Question 14
A transport company has 20 vehicles, which capecdre as follows:
No. of Vehicles Capacity per vehicle
5 9 tonne
6 12 tonne
7 15 tonne
2 20 tonne




The company provides the goods transport servibedaem stations ‘A’ to station ‘B’. Distance betwetiese
stations is 200 kilometres. Each vehicle makesronad trip per day an average. Vehicles are load#ddan
average of 90 per cent of capacity at the timeegfadture from station ‘A’ to station ‘B’ and at tliene of
return back loaded with 70 per cent of capacityp&6 cent of vehicles are laid up for repairs ewday. The
following information are related to the month oft@ber, 2013 :

Salary of Transport Manager < 30,000

Salary of 30 drivers % 4,000 each driver
Wages of 25 Helpers % 2,000 each helper
Wages of 20 Labourers % 1,500 each labourer
Consumable stores % 45,000

Insurance (Annual) 3 24,000

Road Licence (Annual) < 60,000

Cost of Diesel per litre X35

Kilometres run per litre each vehicle 5 Km.

Lubricant, Oil etc. % 23,500

Cost of replacement of Tyres, Tubes, other pacts et < 1,25,000

Garage rent (Annual) < 90,000

Transport Technical Service Charges < 10,000

Electricity and Gas charges % 5,000
Depreciation of vehicles < 2,00,000

There is a workshop attached to transport depattmkith repairs these vehicles and other vehides. &0
per cent of transport manager’s salary is debitettieé workshop. The transport department is chafgz®i000
for the service rendered by the workshop duringo®et, 2013. During the month of October, 2013 oji@na
was 25 days.

You are required:
(i) Calculate per ton-km operating cost.
(ii) Find out the freight to be charged per ton-kmhé& tompany earned a profit of 25 per cent on fteigh

Question 15

Gopal Milk Co-Operative Society (GMCS) collects ramilk from the farmers of Ramgarh, Pratapgarh and
Devgarh panchayats and processes these milk to mai@us dairy products. GMCS has its own vehicles
(tankers) to collect and bring the milk to the pssing plant. Vehicles are parked in the GMCS'sagar
situated within the plant compound.

Following are the some information related with tedicles:

Ramgarh Pratapgarh Devgarh
No. of vehicles assigned 4 3 5
No. of trips a day 3 2 2
One way distance from the processing plant 24 k.m. 34 k.m. 16 k.m.
Toll tax paid p.m.X) 2,850 3,020

All the 5 vehicles assigned to Devgarh panchayatevpurchased five years back at a cost 925,000 each.
The 4 vehicles assigned to Ramgarh panchayat, prehased two years back at a cost df1,02,000 each
and the remaining vehicles assigned to Pratapgarb purchased last year at a cost @B8,12,000 each. With
the purchase of each vehicle a two years free@agvivarranty is provided. A vehicle gives 10 kmpleage




in the first two year of purchase, 8 kmpl in nexbtyears and 6 kmpl afterwards. The vehicles abgestito
depreciation of 10% p.a. on straight line basissipective of usage. A vehicle has the capacityaty @5,000
litres of milk but on an average only 70% of thiat@apacity is utilized.

The following expenditure is related with the vééic

Salary of Driver (a driver for each vehicle) < 18,000 p.m.
Salary to Cleaner (a cleaner for each vehicle) < 11,000 p.m.
Allocated garage parking fee % 1,350 per vehicle per month
Servicing cost < 3,000 for every complete 5,000 k.m. run.
Price of diesel per litre 3 58.00
From the above information you are required touate
0] Total operating cost per month for each vehiclak@30 days for the month)
(ii) Vehicle operating cost per litre of milk.
Question 16

A Club runs a library for its members. As part d&ifilc policy, an annual subsidy of upfo5 per member
including cost of books may be given from the gahéunds of the club. The management of the club ha
provided the following figures for its library dep@ent.

Number of Club members 5,000
Number of Library members 1,000
Library fee per member per month < 100
Fine for late return of books % 1 per book per day
Average No. of books returned late per month 500
Average No. of days each book is returned late aysd
Number of available old books 50,000 books
Cost of new books < 300 per book
Number of books purchased per year 1,200 books
Cost of maintenance per old book per year 10

Staff details No. Per Employee Salary per month¥)
Librarian 01 10,000
Assistant Librarian 03 7,000
Clerk 01 4,000
You are required to calculate:
0] the cost of maintaining the library per year exatgdhe cost of new books;
(ii) the cost incurred per member per month on therljigacluding cost of new books; and
(iii) the net income from the library per year.
If the club follows a policy that all new books nmbe purchased out of library revenue
(a) What is the maximum number of books that can betased per year and
(b) How many excess books are being purchased bytitayiper year?

Also, comment on the subsidy policy of the club




Question 17

A company runs a holiday home. For this purposkad hired a building at a rent®fL0,000 per month along
with 5% of total taking. It has three types of saifor its customers, viz., single room, doublemms@nd triple

rooms.
Following information is given:
Type of suite Number Occupancy percentage
Single room 100 100%
Double rooms 50 80%
Triple rooms 30 60%

The rent of double rooms suite is to be fixed &ttines of the single room suite and that of triglems suite
as twice of the double rooms suite.

The other expenses for the year 2013 are as fallows

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

Provide profit @ 20% on total taking and assume &&fk in a year.
You are required to calculate the rent to be ctthfgeeach type of suite.

FOR YOURPRACTICE

Question 1.

A lorry starts with a load of 20 tonnes of goodsnir station A. It unloads 8 tonnes at station B esxl of goods at
station C. It reaches back directly to station ferlfetting reloaded with 16 tonnes of goods atestaC. The distance
between A to B, B to C and then from C to A arek8®s, 120 kms and 160 kms respectively. Compute 0hlis tones
— kms’ and ‘Commercial tones — kms'.

Solution:
Absolute tonne — km
= (80 x 20) + (12 x 120) + (16 % 160)
= 5600 tonne — km
Commercial tonne km
=20+ 16 + 1% (80 + 120 + 160)
3
= 5760 tonne - km

Question 2.

A transport service company is running five busetsveen two towns which are 50 kms. apart. Seatpgcity of each
bus is 50 passengers. The following particularsevedatained from their books for April, 1998 :

Rs.
Wages of drivers, conductors and cleaners 24000
Salaries of office staff 10000




Diesel oil and other oil 35000

Repairs and maintenance 8000
Taxation, insurance etc. 16000
Depreciation 26000
Interest and other expenses 20000
139000

Actually, passengers carried were 75 percent dfrgpaapacity. All buses ran on all days of the thotach bus made
one round trip per day.

Find out he cost per passenger km.
Solution:
Total operating cost = Rs. 1,39,000
Total passenger km = (50 + 50) x 37.5* x 5 x 30
=5,62,500
* Total number of passenger =50 x 75
100
0 Total cost passenger km
=1,39,000
5,62,500
=0.24

Question 3.

Global Transport Ltd. charges Rs. 90 per ton f@bitonnes truck lorry load from city ‘A’ to citpg’. The charges for
the return journey are Rs. 84 per tonnne. No caieeor reduction in these rates is made for atiyety of goods at
intermediate section ‘C’ in January, 1997 the trowde 12 outward journeys for city ‘B’ with fulldd out of which 2
tons were unloaded twice in the way at city ‘C’.eTinuck carried a load of 8 tons in its return jeay for 5 times but
once caught by police and Rs. 1200 was paid as Fimethe remaining trips the truck carried fulhtbout of which all
the goods on load were unloaded once at city ‘C’.

The distance from city ‘A’ of city ‘C’ and city ‘Bare 140 kms. and 300 kms. respectively.

Annual fixed costs and maintenance charges aré®H0 and Rs. 12000 respectively. Running chargestsiuring
January, 1997 are Rs. 2944,

You are required to find out the cost per absdio®ne -kilometre and the profit for January, 1997.

Solution:

(i) Calculation of Tonne-kms:

A.  Outward Tonne-kms Tons carried
AOCOB [(5%x2x140) + (3 x 2 x 160)] 2,360 (5x2)
ALUB [(5 x 10 x 300)] _15,000 (5x10)

17,360 60
B. Return
BIA (8 x 5 x 300) 12,000 (8 x5)
(6 x 5 x 300) 9,000 (6 x 5)
BrcC (1 x5 x 160) 800 (1 x5)
21,800 __ 15
Total (A + B) 39,160

(i) Calculation of operating cost per tonne-kms:

Particulars Workings Amount

Fixed cost ~ 60,000 5,000




12

Maintainance 12,000 1,000
12
Running charges 2,944
8,944
O Cost per tonne km 8,944 0.228
39,160
(i) Calculation of profit:
Freight revenue (90 x 60) + (84 x 75) = 11,700
(-) Operating cost 8,944
(=) Penalty _1,200
Rs 1,556
Question 4.

A chemical factory runs its boiler on furnace offtained from Indian oil and Bharat Petroleum, whdspots are
situated at a distance of 12 and 8 miles from #u¢ofy site. Transportation of Furnace Oil is magighe company’s
own tank lorries of 5 tons capacity each. Onwaigstare made only on full load and the lorries metempty. The
filling-in time takes an average 40 minutes foridmdOil and 30 minutes for Bharat Petroleum. Buehgtying time in
the factory is only 40 minutes for all. From theaels available, it is seen that the average spédide company’s
lorries work out to 24 miles per hour. The varyiogerating charges average 60 paisa per mile covemddfixed
charges give an incidence of Rs. 7.50 per houpefation. Calculate the cost per ton mile for esmirce.
Given :

Variable Cost = 0.60 Rs per mile

Fixed Cost = 7.5 Rs per hour

Tanker’s Speed = 24 miles /hour
Solution
A. Calculate of total distance per trip

IOC =12 miles + 12 miles = 24 miles

BP =8 miles + 8 miles = 16 miles

B. Total duration per trip : 10C BP
Filling time 40 Min 30 Min
Emptying time 40 Min 40 Min
Travelling time 60 Min 40 Min
60x 24 60x 16
24 24
Total 140 Min 110 Min
C. Calculate of operating cost per Tonne mile —
10C BP
Variable cost 14.40 9.60
(0.60 x 24) (060 x 16)
Fixed cost 175 13.75
7.5% 140 _7.5x 110
60___ 60
Total operating cost 31.90 23.35
Total tonne — Mile 60 Tonne- Mile 40 Tonne- Mile
[(12 x 0) + (12 x 5)] [(8x0)+(8x5)]
Operating cost per ton mile (Rs)  0.53 0.58




Question 5.

SMC is a public school having five buses each glyimdifferent directions for the transport of gshool students. In
view of a large number of students availing ofltlhis service the buses work two shifts daily botthexmorning and in
the afternoon. The buses are garaged in the schbel.work-load of the students has been so arrattygdin the
morning the first trip picks up senior students d@hel second trip plying an hour later picks up jingior students.
Similarly in the afternoon the first trip takes flumior students and an hour later the secondakips the senior students
for all 12 months in a year. The distance troutidgakach bus one way is 8 km. The school works 3% daa month 8
remains closed for vacation in May, June DecentBes. fees however is payable by the students fdr2athonths in a
year.

The details of expenses for a year are as under :-

Driver’s salary Rs. 450 per month per driver

Cleaner’s salary Rs. 350 per month

(Salary payable for all 12 months)

(one cleaner employed for all the five buses)

License fee, taxes etc. Rs. 860 per bus pemannu
Insurance Rs. 100 per bus per annum
Repairs & maintenance Rs. 3500 per bus per annum
Purchase price of the bus Rs. 150000 each

Life 12 years

Scrap value Rs. 30000

Diesel cost Rs. 2.00 per liter

Each bus gives an average mileage of 4 km. liteliaxfel.
Seating capacity of each bus is 50 students.
The seating capacity is fully occupied during tHeole year.

Students picked up and dropped within a range 4ms. of distance from the school are charged faadf and fifty
per cent of the student’s traveling in each trip iarthis category. Ignore interest. Since the gbsiare to be based on
average cost you are required to :

Prepare a statement showing the expenses of apeeasiingle bus and the fleet of five buses foeary
Work out the average cost per student per montéspect of -

i) Students coming from a distance of upto 4 kimsn the school and

ii) Students coming from a distance beyond 4 kmmsnfthe school.

Answer : Rs. 16 and Rs. 32, Operating cost per B@8,800, Total Operating cost for all Buses 1,44,000
Solution :

(i) Statement of Expenses of operating bus/buses foyaar
: Per Bus per | Fleet of 5 buses
Particulars Rate ) annum(;) p.a. @
0] Standing Charges :
Driver's Salary 4,500 p.m, 54,000 2,70,000
Cleaner’s Salary 3,500 p.m. 8,400 42,000
Licence Fee, Taxes etc. 8,600 p.a. 8,600 43{000
Insurance 10,000 p.a. 10,000 50,000
Depreciation (15,00,000 — 3,00,000) + 12 yiIs 1,00,0.a. 1,00,00( 5,00,0Q0
(i)  Maintenance Changes :
Repairs & Maintenance 35,000 pja. 35,000 1,75/,000




(i)  Operating Charges :
Diesel (Working Note 1) 1,62,000 8,10,0p0
Total Cost [(i) + (i) + (iii)] 3,78,000 18,90,00D
Cost per month 31,500 1,57,50(
Total no. of equivalent students 150 750
Total Cost per half fare equivalent student 210 210

(ii) Average cost per student per month :
A. Students coming from distance of upto 4 km. from dwol

Total cost per month Rs. 31,500
~ Totalno.of equivalent students - 150 students =%210
B. Students coming from a distance beyond 4 km. fronchool
= Cost of per half fare student X X210 X 2 =X 420

Working Notes :

1. Calculation of diesel cost per bus :
Distance travelled in a year : (8 round trip XrB.KX 25 days X 9 months)
Distance travelled p.a. : 14,400 km.

14,400 km.

Cost of diesel (per bus p.a.) T kmol kmpl X% 45=%1,62,000

2. Calculation of Equivalent number of students per b :
Seating capacity of a bus 50 students
Half fare students (50% of 50 students) 25 students
Full fare students (50% of 50 students) 25 students
Total number of students equivalent to half fare atdents
Full fare students (25 students X 2) 50 students
Add : Half fare students 25 students
Total Equivalent number of students in a trip 75 students
Total number of equivalent students in two tripsr(idr + Junior) 150 students

Question 6.

The Iron and Steel Works which generates its owntgatity for the purpose of using the same foming the factory.
Gives the following information:

Fuel Coal consumed during the month 1000 quintaRs@12 per quintal.

Qil 15 quintals @ Rs. 1000 per quintal.

Water 200000 liters @ Rs. 1.00 per 100 liters

Cost of Steam Boiler Rs. 50000 which has the residalue of Rs. 2000. The life of steam boilerGsykars.
Salaries and wages for the Boiler House:

20 men @ Rs. 150 per month

40 women @ Rs. 60 per month

Share of Administration charges Rs. 1050 per month

Sale of ash Rs. 300

Generating plant cost Rs. 150000 Depreciation @ 10%

Repair and Maintenance of Steam Boiler and Gemgrd&lant Rs. 1000

Salaries and wages for Generating Plant:




10 skilled workers @ Rs. 300 per month

15 unskilled workers @ Rs. 100 per month

No. of units generated 200000

1/10 of units generated were used by Generatingibagnt itself.
Calculate cost per unit for electricity generated.

Solution
Cost Sheet of Iron and Steel Works
Per Month Total
Coal : Consumed: 1000 x 12 Rs. 12,000
Oil : 15 x Rs. 1000 15,000
Water : 2,00,000 litres @ Re. 1 per 1000 litres 200
Depreciation of steam boiler : {(50,000 — 2,00G-year} + 12 months 400
27,600
Less Sale of ash (for the month-assumed) _ 300
27,300
Salaries and wages of Boiler House:
20 man x Rs. 150 per month 3,000
40 women x Rs. 60 per month _2,400
5,400
Salaries and wages of Generating Plant:
10 skilled workers x Rs. 300 p.m. = 3,000
15 unskilled workers x Rs. 100 p.m. =1,500 4,500
Repair and maintenance 1,000
Depreciation of Generating Plant {(1,50,000 x 0.2Q)2} 1,250
Share of Administration charges 1,050 13,200
40,500
Add Cost of electricity used in generati¢¥iote 1) _ 4,500
45,000
No of units generated (net output) = 2,00,000 -0@0 = 1,80,000 units
Cost per unit = Rs. 45,000 + 1,80,000 = Re. 0.25
Note 1- Cost of electricity used in generators
Suppose cost of electricity used in generatarand total cost of generatory=
0 x=1/10 ofy ()]
y =Rs. 40,500 + 1/10 (40,500% ... (i)

Putting the value ofii}) in (i)
x=_1 {40,500 +_1 (40,500 +x)} = Rs. 4,500
10 10
| Question 7. ‘

The boiler house is one of the service departmehisompany. Steam is raised and then transferreggrdduction
departments and other service departments as eequir

The basic monthly budget figures for 1997 are Hevia:
Boiler operating hours 480




Steam raised
Costs:

Fuel (V)
Chemicals (V)
Wages (F)

Sundry Overheads (F)

8000000 kg

Rs. 19200

Rs. 960
Rs. 2400
Rs. 3000

The actual figures for February 1997 are as follows

Boiler Operating hours: 432

Steam raised 6750000 kg.
Costs:

Fuel (V) Rs. 18000
Chemicals (V) Rs. 990
Wages (F) Rs. 2200
Sundry overhead (F) Rs. 3000

It is expected that the price of chemicals foraaifput will fall by 2%. Where the boiler operataseixcess of 480 hours
per month. Sundry fixed costs are expected tdfalRs. 200 where the boiler is operated for leas #25 hours and to
increase from the normal level by Rs. 250 wherebthiker is operated for more than 480 hours.

Variable costs vary in proportion to boiler hours.

Required:

a) Prepare a budget summary which shows the costteoboiler house in total and per ‘000 kg steamboiler
operating levels of 400,432,480, and 540 hours.

b) Prepare a control statement which compares budile actual cost of the boiler house for Februardyere a
flexible budgeting system is in operation. Comnmmamthe variances in the statement.

Solution
(a) Flexible Budget Summary
Boiler operating hours: 400 432 480 540
Steam raised (‘000 kg) 6,667 7,200 8,000 9,000
Costs
Fuel (V) Rs. 16,000 Rs. 17,280 Rs. 19,200 Rs. 21060
Chemicals (V) 800 864 960 1,058.4
Wages (F) 2,400 2,400 2,400 2,400.0
Sundry overheads (F) _ 2,800 3,000 3,000 3,250.0
Total 22,000 23,544 25,560 28,308.4
Cost/’000 kg 3.30 3.27 3.195 3.145
(b) Control statement for the month

Budget Actual Variances
Boiler operating hours 432 432
Steam raised (‘000) _ 7,200 6,750 450 (A)
Costs: Rs. Rs. Rs.
Fuel (V) 17,280 18,000 720 (A)
Chemical (V) 864 990 126 (A)
Wages (F) 2,400 2,200 200 (3]
Sundry overhead (F) 3,000 ~ 3,000 _nil

23,544 24.190 646 (A)




Question 8. 2010, May

A Transport company has been given a 40 kilomeing Foute to run 5 buses. The cost of each bus &,50,000. The
buses will make 3 round trips per day carrying nragerage 80 percent passengers of their seatagitapl he seating
capacity of each bus is 40 passengers. The budlesivon an average 25 days in a month. The dtiffermation for
the year 2010-11 are given below :

Garage rent Rs 4,000 per month
Annual repairs and maintenance Rs 22,500 each bus
Salaries of 5 drivers Rs 3,000 each per month
Wages of 5 conductors Rs 1,200 each per month
Manager’s salary Rs 7,500 per month
Road tax, permit fee, etc. 5,000 for a quarter

Office expenses Rs 2,000 per month

Cost of diesel per litre Rs 33

Kilometre run per litre for each bus 6 kilometres

Annual depreciation 15% of cost

Annual Insurance 3% of cost

You are required to calculate the bus fare to laeggd from each passenger per kilometer, if thepamy wants to earn
a profits of 33 percent on taking (total receipts from passengers)

Solution :

Operating Cost Sheet for the year 2013-14

Particulars Total Cost &)
A. Fixed Charges :
Garage ren¥(4,000 X 12 months) 48,000
Salary of driversY 3,000 X 5 drivers X 12 months) 1,80,000
Wages of Conductorg (1,200 X 5 conductors X 12 months) 72,000
Manager’s salarng(7,500 X 12 months) 90,000
Road Tax, Permit fee, et& $,000 X 4 quarters) 20,000
Office expenses(2,000 X 12 months) 24,000
Insurancex 6,50,000 X 5 buses X 3%) 97,500
Total (A) 5,31,500
B. Variable Charges :
Repairs and Maintenanc® 22,500 X 5 buses) 1,12,500
Depreciation 6,50,000 X 5 buses X 15%) 4,87,500
Diesel {(3,60,000 km. + 6 km.) X 33} 19,80,000
Total (B) 25,80,000
Total Cost (A + B) 31,11,500
Add : 33 1/3% Profit on takings or 50% on cost 15,55,750
Total Takings (Total bus fare collection) 46,67,250
Total Passenger — Km. (Working Note 2) 1,15,20,000
Bus fare to be charged from each passenger per km. 0.405




Working Notes :

1. Total Kilometers to be run during the year 2013-14
=40 km. X 2 sides X 3 trips X 25 days X 12 mor¥hS buses = 3,60,000 kilometers
2. Total Passenger Kilometers

= 3,60,000 km. X 40 passengers X 80% = 1,15,20R¥enger — km.

Question 9

The following information relates to a bus operator

Cost of the bus ] 18,00,000
Insurance charges 3% p.a.
Manager-cum accountant's salary 4 8,000 p.m.
Annual Tax ] 50,000
Garage Rent ] 2,500 p.m.
Annual repair & maintenance 4 1,50,000
Expected life of the bus 15 years
Scrap value at the end of 15 years 4 1,20,000
Driver's salary ] 15,000 p.m.
Conductor's salary ] 12,000 p.m.
Stationery 3 500 p.m.
Engine oil, lubricants (for 1200 km.) 3 2,500
Diesel and oil (for 10 km.) ] 52
Commission to driver and conductor (shared equally) 10% of collections
Route distance 20 km long

The bus will make 3 round trips for carrying on theerage 40 passengers in each trip. Assume 15f6 qmo
collections. The bus will work on the average 2§sda a month.

Calculate fare for passenger-km
Solution :
Working Notes :
0] Calculation of depreciation of Bus (Per month)

Cost of the bus - Scrap value at theend of the 15 years

Expected life of the bus
Rs. 18,00,000-Rs. 1,20,000

15 years
=%31,12,000 p.a.
Rs. 1,12,000
Depreciation per month=—————— =% 9,333.33
12 months

(ii) Calculation of total distance travelled and Passergkm. per month

Total distance = 3 trips X 2 X 20 X m. X 25 day8,8600 k.m.

Total distance = 3 trips X 2 X 20 X m. X 25 day<& passengers

=1,20,000 Passenger — k.m.

(i) Cost of Engine oil, Lubricants =

Total distance travelled

X% 2,500
1,200 k.m.




3,000 km.
=—— X% 2,500 X 6,250

1,200 km.
Total distance travelled
Diesel and QOil = X352
10 k.m.
3,000 km.
=——— X%¥52=%15,600
10 km.
Statement showing the Operating Cost per Passengerkm.
® ®
(i)  Standing Charges :
Depreciation {Working Note — (i)} 9,333.38
Rs. 18,00,000 4,500
Insurance Charg(aT X 3%]
Manager-cum-accountant’s salary 8,000
Es. 50,000 4,166.67
Insurance Charg(a—]
12
Garage Rent 2,500 28,500
Maintenance Charges :
. 12,500
Repair & Maintenance per mo WJ
Running Cost :
Driver’'s Salary 15,000
Conductor’s 12,000
Stationery 500
Engine Oil & Lubricants {Working Note — (iii)} 6,25
Diesel and oil {Working Note — (i)} 15,600
Total running cost before deducting commission tived 49,350 49,350
and conductor
Total cost excluding commission to driver and carndu 90,350
Driver’'s commission on collection* 6,023.34
Conductor’'s commission on collection* 6,023.83
Total Cost (i) + (i) + (iii) 1,02,396.67
Add : Profit** 18,070
Total Collection 1,20,466.67

Working Note :
Total costs before commission on collection andpmnetit is< 90,350.
Commission on collection to driver and conductot @86 of collection and Profit is 15% of collection

means.
100% - (10% + 15%) i.e. 75% < 90,350

Rs. 90,350
So, Total collection =———_ X 100=%1,20,466.67
* Total Commission on collection = 10%3%K1,20,466.67 £ 12,046.67
Driver’s share = 50% X 12.046.67 X 6,023.34




Conductor’s share
** Profit on collection

Fare per Passenger — km.

= 50%%12,046.67 X 6,023.33
=% 1,20,466.67 X 15% ¥ 18,070
Total Collection
Total Passenger—km./Working Note (ii)}
Bs. 1,2046667
1,20,000
% 1.004 (appx.)

Question 10

Voyager Cabs Pvt. Ltd. is a New Delhi based catingncompany, provides cab facility on rent foriest
Delhi, Agra and Jaipur to the tourists. To attmactre tourists it has launched a new three dayspacikage for
Delhi-Jaipur-Agra-Delhi. Following are the relevamfiormation regarding the package:

Distance between Delhi to Jaipur (Km.) 274

Distance between Delhi to Agra (Km.) 242

Distance between Agra to Jaipur (Km.) 238

Price of diesel in Delhi % 54 per litre

Price of diesel in Jaipur % 56 per litre

Price of diesel in Agra % 58 per litre

Mileage of cab per litre of diesel (Km.) 16

Chauffeur’s salary % 12,000 per month

Cost of the cab < 12,00,000

Expected life of the cab 24,00,000 kms.

Servicing cost % 30,000 after every 50,000 kilometres run.
Chauffeur’'s meal allowance % 50 for every 200 kilometres of completed journey
Other set up and office cost < 2,400 per month.

Voyager Cabs has made tie-up with fuel serviceresrit Agra, Jaipur and Delhi to fill diesel to é&bs on
production of fuel passbook to the fuel centre. @any has a policy to get fuel filled up sufficigntreach

next destination only.

You are required to calculate the price inclusi¥eservice tax @ 12.36% to be quoted for the packége
company wants to earn profit of 25% on its netrigkii.e. excluding service tax.

Solution :
Calculation of Price of the Delhi-Jaipur-Agra-Delhi tour package
Particulars Amount () Amount ()
Diesel Cost (Working Note-2) 2,635.00
Rs.20,000 452.40
Servicing Cosi(—_ X754 kms, )
50,000 kms
Chauffeur’'s meal cost (three 200 km. completedrjeyrx¥ 50) 150.00
Other Allocable costs :
Rs. 12.00.000 377.00
Depreciation(— X754 kms. )
24,000,000 kams.
. (, R=2.400 . 240.00
Other set-up and office coEm X754 kms. )




Rs. 12,00,000 1,200.00 1,817.0(
Chauffeur’s salar>( 30 days 3 ays)
Total Cost 5,054.40
Add : Profit (25% of net takings or 193f total cost) 1,684.00
6,739.20
Add : Service Tax @ 12.36% 832.97
Price of the package (inclusive of service tax) 7,572.17
Working Notes :
(2) Total distance of journey
From To Distance (in Km.)
Delhi Jaipur 274
Jaipur Agra 238
Agra Delhi 242
Total Distance 754
2) Cost of Diesel
From To (Di:r::)e Price"f[);di(gel per Total Diesel Cost )
I Il [ \Y) V =(lll = 16 km) X IV
Delhi Jaipur 274 54 924.75
Jaipur Agra 238 56 833.00
Agra Delhi 242 58 877.25
Total Cost 2,635.00
Question 11

A mini-bus, having a capacity of 32 passengersraipe between two places — ‘A’ and ‘B’. The dis&nc
between the place ‘A’ and place ‘B’ is 30 km. Thesbmakes 10 round trips in a day for 25 days inoatm
On an average, the occupancy ratio is 75% andoeated throughout the year.

The details of other expenses are as under :

Amount §)

Insurance 15,600 per annum
Garage Rent 2,400 per quarter
Road Tax 5,000 per annum
Repairs 4,800 per quarter
Salary of operating staff 7,200 per month
Tyres and Tubes 3,600 per quarter
Diesel : (One litre is consumed for every 5 km) 13 per litre

Oil and Sundries 22 per 100 km run
Depreciation 68,000 per annum

Passenger tax @ 22% on total taking is to be lemi@tbus operator requires a profit of 25% on tiatidhg.

Prepare operating cost statement on the annua &adifind out the cost per passenger kilometeroasdvay
fare per passenger.




Solution :
Operating Cost Statement

Particulars Total Cost Per
Annum (%)
A. Fixed Charges :
Insurance 15,600
Garage Renf(2,400 X 4 Quarters) 9,600
Road Tax 5,000
Salary of operating staff (7,200 X 12 months) 86,400
Depreciation 68,000
Total (A) 1,84,600
B. Variable Charges :
Repairs¥ 4,800 X 4 Quarters) 19,200
Tyres and Tubeg(3,600 X 4 Quarters) 14,400
Diesel {(1,80,000 km. + 5 km.) X 13} 4,68,000
Oil and Sundries {(1,80,000 km. + 100 km.XX2} 39,600
Total (B) 5,41,200
Total Operating Cost (A + B) 7,25,800
Add : Passenger tax (Refer to WN-1) 3,01,275
Add : Profit (Refer to WN-1) 3,42,359
Total Takings 13,69,434

Calculation of cost per passenger kilometer andvamefare per passenger :
Total Operating Cost

Cost per Passenger — Km. =
Total Passenger—Km.

Rs. 7,25,800
= Z? 0.18
40,32,000 Passenger —km.

Total Takings

One way fare per passenger = X 30 km
Y perp g Total Passenger —km.

Rs. 13,69,434

= X 30 km =% 10.20
40,32,000 Passenger — km.

Working Notes :

1. Let total taking be X then Passenger tax and pwfitbe as follows :
X =%7,25,800 + 0.22 X + 0.25X
X —0.47 X=X 7,25,800

Rs. 7,25,800
X=—"""—"=7%13,69,434
i0.53

Passenger tax¥13,69,434 X 0.22 £ 3,01,275
Profit =¥ 13,69,434 X 0.25 £ 3,42,359

2. Total kilometers to be run during the year
=30 km. X 2 sides X 10 trips X 25 days X 12 monthk,80,000 Kilometres
3. Total passenger Kilometres

= 1,80,000 km. X 32 passengers X 70% = 40,32,0@88daer — km.




CONTRACT COSTING

| Question 1. ‘

Modern construction company with a paid up shaptabof Rs. 50 lakhs undertook a contract to cam$tLIG houses.
The contract work commenced on 1.1.94 and the aonprice was Rs. 50 lakhs. Cash received on atadwontract
on 31.12.94 was Rs. 18 lakhs (90% of the work foed). Work completed but not certified was estiethfat Rs.
100000. As on 31.12.94, material at site was estichat Rs. 30000 and machinery at site costing2B8000 was
returned to stores. Plant and machinery at st i depreciated at 5%. Wages outstanding on®ilvas Rs. 5000.

Rs.

Land and Building 1500000
Plant and Machinery at cost (60% at site) 250000
Lorries and other vehicles 800000
Furniture 50000
Office equipment 10000
Materials sent to site 1400000
Fuel and power 125000
Site expenses 5000
Postage and telegrams 4000
Office expenses 8000
Rates and taxes 15000
Cash at Bank 133000
Wages 250000

Prepare the Contract Account to ascertain the profit friti@ contract and show the WIP in the balance sheet.
| Answer : Notional profit243000;, WIP:170100 ‘

| Question 2. ‘

A company undertook a contract for constructiotiaoge building complex. The construction work conmeed on 1
April, 1993 and the following data are available floe year ended $March,1994.

(Rs.’000)
Contract Price 35000
Work certified 20000
Progress payments received 15000
Material issued to site 7500
Planning and estimating costs 1000
Direct wages paid 4000
Materials returned from site 250
Plant hire charges 1750
Wage related costs 500
Site office costs 678
Head office expenses apportioned 375
Direct expenses incurred 902
Work not certified 149




The contractors own a plant which originally cost RO lacs has continuously in use in this conttfaciughout the
year. The residual value of the plant after 5 yehisge is expected to be Rs. 5 lacs. Straight imethod of depreciation
is in use.

As on 3f' March, 1994 the direct wages due and payable areduo Rs. 270000 and the materials at site were
estimated at Rs. 200000.

Required:

Prepare the contract account for the year end&datch,1994.

Show the calculation of profit to be taken to thefip and loss account of the year.
Show the relevant balance sheet entries.

| Answer : Notional profit:3324 ; Net WIP:3487 ‘

| Question 3. ‘

The following is the Trial Balance of Cosmos Coustion Limited, engaged in the execution of Cortfdo. 303 for
the year ended $December 1981:

Contractee’s Account 75% of work certified RB60000
Accumulated depreciation account 6:12]0]
Creditors 12000
Buildings Rs. 200000
Bank balance 45000
Share capital 500000
Materials 200000
Wages 180000
Expenses 47000
Plant 250000

Rs. 922000 1922000

The work on contract no. 303 was commencedbdahuary, 1981.Materials costing Rs. 170000 werteteethe site of
the contract but those costing Rs. 6000 were dgsiran an accident. Plant costing Rs. 50000 wad asethe contract
all through the year. Plant with a cost of Rs. khiawas used from®1January to 30 September,1981 and was then
returned to the stores.

The contract was for Rs. 600000 and the contragmge 75% of the work certified. The cost of the kvoncertified was
estimated to be Rs. 15000 on®@ecember, 1981, on which date materials costing4B80 were at the site of the
contract.

Expenses are charged to the contract at 25% ofswv&jent is to be depreciated at 10% accordingpecstraight fine
method for the entire year.

Prepare Contract No. 303 Account for the year 1881 make out the Balance Sheet of Cosmos Constnuicimited
as on 31 December, 1981.

| Answer : Transferred to P/L:45000 ; Reserve:45000 ; ‘

| Question 4. ‘

A contractor prepares his accounts for the yeamgn81" December each year. He commenced contract'okpfil,
1998. The following information relates to the gaot as on 3 December, 1998:

Rs.
Material issued 251000
Labour charges 565600
Salary to foreman 81300




A machine costing Rs. 260000 has been on the @ité46 days, its working life is estimated at 7 rgeand its final
scrap value at Rs. 15000.

A supervisor, who is paid Rs. 8000 p.m. has devotedhalf of his time to this contract.

All other expenses and administration charges amtmuRs. 136500. Material in hand at site costs 38400 on 3%
December, 1998. The contract price is Rs. 20000003F' December,1998 two-third of the contract was cotegle
The architect issued certificates covering 50%hef ¢ontract price, and the contractor had been Raid750000 on
account.

Prepare contract A/c and show how much profit es lshould be included in financial accounts t& B&cember, 1998.
| Answer :Notional profit213250; WIP reserve:106625 ‘

| Question 5. ‘

Compute a conservative estimate of profit on are@htwhich has been 80% complete) from the follmyparticulars.
lllustrate four methods of computing the profit:

Rs.

Total expenditure to date 170000
Estimated further expenditure to complete

the contract (including contingencies) 34000
Contract price 306000
Work certified 200000
Work not certified 17000
Cash received 163200

| Answer :Estimated Profit:102000 \

| Question 6. ‘

A contractor commenced a building contract on Oetdh 1997. The contract price is Rs. 440000. Diiewing data
pertaining to the contract for the year 1998-991wen compiled from his books and is as under:

Rs.

April 1, 1998

Work in progress not certified 55000
Materials at site 2000
1998-99

Expenses incurred :

Materials issued 112000
Wages paid 108000
Hire of Plant 20000
Other expenses 34000
March 31,1999:

Materials at site 4000
Work in progress : Not certified 8000
Work in progress : Certified 405000

The cash received represents 80% of work certifidtas been estimated that further costs to camples contract will
be Rs. 23000 including the materials at site a81rMarch, 1999.

Required:
Determine the profit on the contract for the ye@®8-99 on prudent basis, which has to be credadilt A/c.
| Answer : Profit on prudent basis:66273 ; WIP resere:19727 ‘




Question 7.

A construction company under-taking a number ofticats, furnished the following data relating te itncompleted

contracts as on §March, 1996:

(Rs. in lacs)
Contract Numbers

723 726 729 731
Total Contract Price 23.20 14.40 10.08 8.8
Estimated Costs on completion of contract 20.501.52 12.60 21.60
Expenses for the year ended 31.3.96:
Direct Materials 5.22 1.80 1.98 0.80
Direct Wages 2.32 4.32 3.90 2.16
Overheads (Excluding Depreciation) 1.06 2.60 2.62 1.05
Profit Reserve as on 1.4.95 1.50 - - -
Plant issued at Cost 5.00 3.50 2.75 3.00
Materials at Site on 1.4.95 0.75 - - -
Materials at Site on 31.3.96 0.45 0.20 0.08 050.
Work Certified till 31.3.95 4.65 - - -
Work Certified during the year 1995-96 12.76 13.26 7.56 4.32
Work Uncertified as on 31.3.96 0.84 0.24 0.14 .180
Progress payments received during the year 9.570 9. 5.75 3.60

Depreciation @ 20% per annum is to be charged amt jpgsued. While the Contract No. 723 was camiezt from last
year, the remaining contracts were started in theelek of April, 1995. Required:

i) Determine the profit/loss in respect of eachtcaxct for the year ended 3March, 1996.
i) State the profit/loss to be carried to Profil.&ss A/c for the year ended38March, 1996.

Answer : Contract no. 723 726 729
Notional profit: 5.20 4.28 (2.27)
Profit taken to P/L ; 2.60 1.80 (2.52)

731
(0.06)
(0.06)

| Question 8.

MNP Construction a contract on April 1, 1999. Tth&al contract was for Rs.1750000. It was decidedstimate the
total profit and to take to the credit of P/L Aletproportion of estimated profit on cash basisctvhivork completed
bore to the total contract. Actual expenditure #99-2000 and estimated expenditure in 2000-200gigen below:

1999-2000 2000-2001
(Actual) (Estimated)
Rs. Rs.
Materials issued 300000 550000
Labour : Paid 200000 250000
: Outstanding at end 20000 30000
Plant purchased 150000 -
Expenses : Paid 75000 150000
: Prepaid at end 15000 -
Plant returns to store (historical cost) 50000 100000

(On Dec. 31,2000)




Material at site 20000 50000

Work certified 800000 Full
Work uncertified 25000 -
Cash received 600000 Full

The plant is subject to annual depreciation @ 25%/BV Cost. The contract is likely to be completed Dec.31,
2000. Prepare the Contract A/c. Determine the Poafithe contract for the year 1999-2000 on pruttests, which has
to be credited to P/L Alc.

| Answer :Profit credited to P/L A/C: 66321.43 ; WIPreserve:161179 ‘

| Question 9. ‘

One of the building contracts currently engagetyira construction company commenced 15 monthsaagaemain
unfinished. The following information relating tieet work on the contract has been prepared forehe just ended:

Rs. '000
Contract Price 2500
Value of work certified at the end of year 2200
Cost of work not yet certified at the end of year 40
Costs incurred:
Opening balances:
Cost of work completed 300
Materials on site (physical stock) 10
During the year:
Materials delivered to site 610
Wages 580
Hire of plant 110
Other expenses 90
Closing balance:
Materials on site (physical stock) 20

As soon as materials are delivered to the sitg, éine charged to the contract account. A recosdsis kept of materials
as they are actually used on the contract. Peatigia stock check is made and any discrepancydsivbook stock
and physical stock is transferred to a generalraohtmaterial discrepancy account. This is absotmtk to each
contract, currently at the rate of 0.5% of materladoked. The stock check at the year end reveastdck shortage of
Rs.5000.

In addition to the direct charges listed above,egahoverheads are charged to contracts at 5%eofdlue of work

certified. General overheads of Rs.15000 had bésorhed into the cost of work completed at the riogigh of the

year.

It has been estimated that further costs to comphed contract will be Rs.220000. This estimatduinhes the cost of
materials on site at the end of the year justlii@isand also a provision for rectification.

Required:

i) Explain briefly the distinguishing features afriract costing.

ii) Determine the profitability of the above corttand recommend how much profit (to the nearesO&3) should be

taken for the year just ended. (Provide a detaitdebdule of costs).

iii) State how your recommendation in (ii) would kfected if the contract price was Rs.4000000hgatthan

Rs.2500000) and if no estimate has been made tf tmsompletion. (If required, suitable assumpsbould be made
by the candidate).

| Answer : Notional profit:467 ; WIP reserve:15.97 ‘




Question 10.

Deluxe Limited undertook a contract for Rs. 500@001" Jyly 1986. On 30 June , 1987 when the accounts were
closed, the following details about the contractengathered :

Rs.
Materials Purchased 100000
Wages paid 45000
General Expenses 10000
Plant Purchase 50000
Materials on Hand 30-6-87 25000
Wages Accrued 30-6-87 5000
Work Certified 200000
Cash Received 150000
Work Uncertified 15000
Depreciation of plant 5000

The above contract contained as escalator clausgwdad as follows :

“In the event of priced of materials ad rates afy@s increase by more than 5% the contract pricédwie increased
accordingly by 25% of the rise in the cost of malsrand wages beyond 5% in each case”.

It was found that since the date of signing theeagrent the prices of materials and wage ratesaseteby 25%. The
value of the work certified does not take into agddhe effect of the above clause.

Prepare the contract account. Working should framh @f the answer.

Answer :Profit transferred to P/L A/C:20000 ; Increase in contract price:5000

Question 11.

The escalation clause of a long term contract ktips the following quantities and rates of matsrid A.B and C and
following number of labour hours of X, Y and Z atiebir rates of pay. The actuals are shown below :

Standard Actual
Materials Qty Rate Qty. Rate
Tonnes Rs. Tonnes Rs.
A 500 50 750 45
B 1000 30 900 35
C 20 1000 21 1010
Standard Actual
Labour Hours Hourly Hours Hours
Rate Rate
X 4800 2.00 4500 2.25
Y 2400 1.00 3000 1.50
z 9600 1.50 10000 1.50

Compute the amount of the final claim so far as reiconcerned.

Answer :Escalation clause: 5100.




Question 12.

A contract for construction of building is govednby an escalation clause in respect of pricestedl, cement and
stone aggregate. The prices ruling on the daterwfdr for the building and the actual prices paidhie contractor were
as follows :

On the date of tender Actual
Steel per ton Rs. 610 Rs. 675
Cement per ton 100 105
Stone aggregate per 100 cft. 40 38

300000 cft. Reinforced cement concrete was laitiénbuilding. If 100 Ibs. of steel, 2400 Ibs. ehwent and 90
cft. Stone are the net quantities required to ta6tcft. of RCC and the wastages are 5, 3 and .@qre respectively.
Calculate the difference in selling price according to tiseadation clause (1 ton = 2240 Ibs.). Assume thawiastage
percentage is based on the net quantity of material

| Answer :Net difference: 19754.20 ‘

FOR YOURPRACTICE

| Question 1. ‘
The following details are available from the booksccounts (for the year ended®3arch, 1994) of a contractor with

respect to a particular contract (No. 1113) heumakertaken for a manufacturing organization:

Materials sent to site Rs. 511800
Labour engaged at site 466100
Cost of plant installed at site 100000
Direct expenses 24000
Establishment expenses 29000
Materials returned to stores 2120
Work certified 1070000
Cost of work not certified 31000
Materials in hand (as on 3March,1994) 12220
Accrued wages (as on 3March,1994) 11160
Accrued direct expenses 1330
Value of plant (as revalued on®3Warch,1994) 88000

The contract price agreed upon with the contraistées. 1300000. Payment of Rs. 990000 has beeiveedckom the

contractee.

You are required to prepare the Contract Account No.113, compudingncorporating in the said account the profit to
be taken to the Profit and Loss Account for ther gealed 31 March,1994.

Solution
Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To Material at site 5,11,800 By WIP c/d
(-) Mat. sent to site 2,120 5,09680| W. Certified 10,70,000
To Labour 4,66,100 W. Uncertified 31,0000 11,01,000
(+) O/S Lab. 11,160 4,77,260
To Direct Expenses 24,000
To Established Expenses 29,000| By closing material at site 12,220
To Accrued direct Expenses 1,330
To Depn on Plant 12,000
To Notional Profit 59,950




11,13,220 11,13,220
To P/L 36.978 By notional Profit 59.950
To WIP Reserve 22972
59,950 59,950
LOC =10,70,000< 100 = 82.31%
1,30,000
Transfer to P&L a/c = 2x 59950 x_9,90,006- 36,978.
3 10,70,000
| Question 2.

M/s Contractor and Engineer undertook a contracR& 250000 for constructing a college buildingeTollowing is
the information concerning the contract duringybar 1989:

Materials sent to site Rs. 85349
Labour engaged on site 74375
Plant installed at site at cost 15000
Direct expenditure 3167
Establishment charges 4126
Materials returned to store 549
Work certified 195000
Cost of work not certified 4500
Materials at site on 31.12.1989 1883
Wages accrued on 31.12.1989 2400
Direct expenditure accrued on 31.12.1989 40 2
Value of plant on 31.12.1989 11000
Cash received from contractee 0D80

Prepare the Contract Account, the contractee’siwattcand show how the work in progress will app@athie Balance
Sheet of M/s Contractor and Engineer as ch3dcember, 1989.

Solution
Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To Material sent to site 85,349 By WIP c/d
(-) Return material __ 549 84,800| W. certified 1,95,000
W. Uncertified 4,500 1,99,500
To Labour 74,375
(+) OIs _240p 76,775
To Depreciation on plant 4,000| By closing material at site 1,883
To Direct Expenses 3,167
(+) OIS _24¢ 3,407
To Establishment charge 4,126
To Notional profit 28,275
2,01,383 2,01,383
To P/L 17,400 By Notional Profit 28,275
To WIP reserve 10,875
28,275 28,275

LOC = 1,95,000x 100 = 78%




2,50,000
Transfer to P&L a/c = 2x 2,8275 x 1,80,006 17,400

3 1,95,000
Balance Sheet

WIP:

Work certified 1,95,000

Work uncertified 4,500
1,99,500

(-) Contract A/lc 18,00(

(-) WIP Reserve 17,400 2,100

Question 3.

The following expenses were incurred on a contract

Material purchased

Material drawn from stores
Wages

Plant issued

Chargeable expenses
Apportioned indirect expenses

The contract was for Rs. 2000000 and it commencedbouary 1, 1998. The value of the work completadi certified
upto 30" November, 1998 was Rs. 1300000 of which Rs. 1080@8s received in cash, the balance being held dsck
retention money by the contractee. The value okwompleted subsequent to the architect’s certdicait before 31
December, 1998 was Rs. 60000. There were also byintpe site materials of the value of Rs. 4000Qas estimated

Rs.
600000
100000

225000
75000
75000
25000

that the value of plant as at®3December, 1998 was Rs. 30000.

Solution
Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To Material 7,00,000| By WIP c/d
To Wages 2,25,000| Work certified 13,00,000
To Chargeable Expenses 75,000| Work uncertified 60,000
To Indirect Expenses 25,000| By closing material at site 40,000
To Depnon plant 45000
To Notional Profit 3,30,000
14,00,000 14,00,00
To P/L 176,000 By Notional Profit 3.30,000
To WIP Reserve 1.54.000
3,30,000 3,30,000

LOC =13,00,000< 100 = 65%

20,00,000

Transfer to P&L a/c = 2 x 3,30,000 x 10,40,0001,76,000

3 13,00,000




Question 4.

A contract is estimated to be 80% complete iniitst fyear of construction as certified. The corteacpays 75% of
value of work certified, as and when certified andkes the final payment on the completion of cantrBollowing
information is available for the first year :

Rs.
Cost of work-in-progress uncertified 8,000
Profit transferred to Profit & Loss A/c at the esfdyear | on incomplete contract 60,000
Cost of work to date 88,000
Calculate the value of work-in-progress certified @mount of contract price
Solution
Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To cost to date 88,000| By W/P c/d
To notional profit c/d 1,20,000| Work certified (B/F) 2,00,000
Work uncertified 8,000
2,08,000 2,08,000
To P/L alc 60,000| By notional profit b/d 1,20,000
To W/P Reserve c/d 60,000
1,20,000 1,20,000
Working Note:-
Transfer to P/L = 2 x notional profit x_75 x __ Work certified
3 010 Total contract price
60,000 = & notional profit x__ 75
3 100
Notional profit = 1,20,000
Report: Work certified 2,00,000
Total contract price
LOC = Work certified x 100
Total contract price
80 = 2,00,000 x100
Total contract price
Total contract price = 2,00,000 x 106 2,50,000
80
| Question 5. 2008 Nov.
A contract expected to be completed in year 4,ktghthe following information:
End of Year Value of work Cost of work to Cost adnk not Cash received
Certified date yet certified
(Rs.) (Rs.) (Rs.) (Rs.)
1. 0 50,000 50,000 0
2. 3,00,000 2,30,000 10,000 2,75,000
3. 8,00,000 6,60,000 20,000 7,50,000

The contract price is Rs. 10,00,000 and the estighptofit is 20%.

Your are required to calculate, how much profitidtddhave been credited to the profit and Loss A/thie end of years
1,2,and 3.




Solution

Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
| Year
To cost 50,000| By WIP:

Work uncertified 50,000
50,000 50,000
Il Year
To WIP b/d: By WIP:
Work uncertified 50,000| Work certified 3,00,000
To cost of work 1,80,000{ Work uncertified 10,000
To notional profit 80,000
3,10,000 3,10,000
To Trans. to P/L 24,444 By Notional Profit 80,000
To WIP reserve c/d 55,556
80,000 80,000

Il Year
To WIP b/d: By WIP reserve b/d 55,556
Work certifid 3,00,000 By WIP:

Work Uncertified 10,000 Work certified 8.00,000

To cost 4,30,000 Work uncertified 20,000

To Notional Profit 135556

ToP &L Al 875,556 By Notional Profit 875,556

To WIP reserve 1,35,556 1,35,556
1,35,556 1,35,556

W/N 1: Il Year
(1) LOC :- 2" vyear:
3,00,000 x 100 = 30%
10,00,000
(2) Transfer to P/L
80,000 x 1x 2,75,000= 24,444

3 3,00,000
W/N 1: lll Year
(1) LOC =_8,00,000 x 100 = 80%
10,00,000

The LOC is 80% and it is a situation of nearly cdetg contract but estimated profit is given.
Estimated Profit = 10,00,000 x 20% = 2,00,000
Transfer to P/L = 2,00,000 x__7,50,000= 1,50,000
10,00,000
But maximum Profit is 135556 so transfer to P/L185556.




Question 6. 2006 May.

RST Contraction Ltd. commenced a contract on Apr2005. The total contract was for Rs. 49,21,8/vas decided
to estimate the total Profit on the contract anthi® to the credit of P/L A/c that proportion stienated profit on cash
basis, which work completed bore to total Contractual expenditure for the period April 1, 2005M&arch 31, 2006
and estimated expenditure for April 1, 2006 to Seyitter 30, 2006 are given below:

April 1, 2005 to April 1, 2006 to

March 31, 2006 September 30, 2006

(Actual) (Estimated)
(Rs.) (Rs.)
Material Issued 7,76,250 12,99,375
Labour :Paid 5,17,500 6,18,750
: Prepaid 37,500 -
: Outstanding 12,500 5,750
Plant Purchased 4,00,000 -
Expenses : Paid 2,25,000 3,75,000
: Outstanding 25,000 10,000
: Prepaid 15,000 -
Plant returns to Store (historical cost) 1,00,000 ,00:D00

(On September 30, 2005)

(On September 30, 2006)

Work certified 22,50,000 Full
Work uncertified 25,000 -

Cash received 18,75,000 -
Materials at site 82,500 42,500

The plant is subject to annual depreciation @ 25%vdtten down value method. The contract is likielype completed
on September 30, 2006.

Required:

(i) Prepare the contract Alc.

(i) Determine the profit on the contract for theay 2005-06 on prudent basis, which has to beteckth P/L Alc.
Solution

Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To Material issued 7,76,250| By WIP c/d
To Labour 5,17,50( Work Certified 22,50,00(
(=) Closing Prepaid 37,500 Work Uncertified 25,000 22,75,000
(+) Closing Outstanding__ 12,500  4,92,500| By Closing Material at site 82,500
To Expenses 2,25,000
(=) Closing Prepaid 15,000
(+) Closing O/S 25,000 2,35,000
To Depreciation on Plant A 12,500
[1,00,000 x_25x% 6 ]
100 12
To Depreciation on Plant B 75,000
[3,00,000 x_25
100




To Notional Profit c¢/d 7,66,250
23,57,500 23,57,500

To P/L 3.89.000 By Notional Profit b/d 7.66.250
To WIP Reserve c/d 3.77.250
7,66,250 7,66,250
Working Note:-
A. Calculation of estimated profit :
Total contract Price 49,21,875
(-) Current year expenses:
Raw Material : Issue 7,76,250
(-) Closingsk 82,500 6,93,750
Labour 4,92,500
Expenses 2,35,000
Depreciation 87,500
(-) Next year:
Raw material : Opening stock 82,500
(+) Issue 1235
(-) Closing stoc 42,500 13,39,375
Labour : Paid 6,18,750
(+) Opening prepaid 37,500
(+) Closing outstanding 7H)
(-) Opening outstanding _ 5 6,49,500
Expenses : Paid 3,75,000
(+) Opening prepaid ,AD
(+) Closing outstarglin 1,000
(-) Opening outstarglin 25,000 3,75,000
Depreciation on Plant B [2,25,000 x 265 6 ] 28,125
100 12
Estimated Profit 10,21,125
B. Transferto P/L :
10,21,125 x_18,75,006 3,89,000
49,21,875
Question 7. May — 2007 CA PCC

AKP Builders Ltd. Commenced a contract on April2ZD05. The total contract was for Rs. 500000. Actual
expenditure for the period April 1, 2005 to March, 2006 and estimated expenditure for April 1, 2006
December 31, 2006 are given below:

2005-06 2006-07 (9 months)
(Actuals) (Extimated)
Rs. Rs.
Materials Issued 90000 85750
Labour : Paid 75000 87325
Outstanding at the end 6250 8300
Plant 25000 -




Sundry Expenses : Paid 7250 6875
Prepaid at the end 625 -
Establishment charges 14625 -

A part of the material was unsuitable and was fmdRs. 18125 (Cost being Rs. 15000) and as partawit was
scrapped and disposed of for Rs. 2875. The valysaot at site on 31 March, 2006 was Rs. 7750 had/alue
of material at site was Rs. 4250. Cash receivedcoount to date was Rs. 175000, representing 8Q¥teafiork
certified. The cost of work uncertified was valwdRs. 27375. The contractor estimated further mecipere that
would be incurred in completion of the contract.

«  The contract would be completed by'Tlecember, 2006.

e A further sum of Rs. 31250 would have to be spenthe plant and the residua value of the planthen t
completion of the contract would be Rs. 3750.

« Establishment charges would cost the same amoumath as in the previous year.
¢ Rs. 10800 would be sufficient to provide for cogéncies.
Required:

Prepare Contract account and calculate estimatalptimfit on this contract. Profit transferableRmfit and
Loss account is to be calculated by reducing estichBrofit in proportion of work certified and comtt price.

Solution
Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To Material issued 90,000 By WIP c/d
(-) Cost of Mat. Disposed _ 15,00( 75,000| Work certified [1,75,000 x 10D 2,18,750
To Labour 75,000 80
(+) Closing Outstanding _6,25( 81,250| Work Uncertified 27,375
To Depreciation on Plant : By Closing material at site 4,250
Opening balance 25,000
(-) Sold 287
(-) Closing balance _ 7,750 14,375
To Sundry Expenses :
Paid 502
(-) Closing prepaid __ 625 6,625
To Establishment charges 14,625
To Notional Profit c/d 58,500
2,50,375 2,50,375
To P/L 29,960 By Notional profit b/d 58,500
To WIP Reserve c/d 28,540
58,500 58,500
A. Calculate estimate profit :
Total Contract Price 5,00,000
(-) Current year expenses : Material : Issue 75,00
(-) Closing stock _ 4,250 70,750
Labour 81,250
Expess 6,625
Depetion 14,375
Esiabment charges 14,625




(-) Next year expenses :

Matdri Opening stock 4,250
(+) Purchase 85,750
(-) Closing stock - 90,000
Labowraid 87,325
(+) Closing Outstanding 8,300
(-) Opening Outstanding _ 6,250 89,375
Expess Paid 6,875
(+) Opening Prepaid _ 625 7,500
Depegion : Opening Balance 7,750
(+) Addition 31,250
(-) Closing Balance _ 3,750 35,250
Esiabment charges [14,625 % ]9 10,969
12
Comtraharges 10,800
Estimated Profit 68,481

B. Transferto P/L :
Estimated Profit x Work Certified

Total Contractderi

=68,481 x 2,18,75(®9,960

5,000

Question 8.

Paramount Engineers are engaged in constructioerution of a bridge under a long-term contrabe €ost
incurred upto 31.03.2001 was as under:

Fabrication Rs. in Lakhs
Direct Materials 280
Direct Labour 100
Overheads 60
440
Erection costs to date 110
550

The contract price is Rs.11 crores and the casgivet on account till 31.03.2001 was Rs.6 crores.
A technical estimate of the contract indicatesftlewing degree of completion of work:
Fabrication — Direct Material — 70%, Direct Lab@und Overheads 60%, Erection — 40%.

You are required to estimate the profit that coléd taken to Profit and Loss Account against thiglpa
completed as at 31.03.2001.

Solution
Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To Raw material 280 | By WIP c/d
To Labour 100 | Work certified 642.51
To Overhead 60 | Work uncertified -
To Erection cost 110




To Notional Profit 92.51
642.51 642.51
To P/L 5759 By Notional Profit 9251
To WIP reserve c/d 34.92
92.51 92.51
Working Note 1.
Calculation of work certified—
(i) Calculation of LOC:-
Item Cost to date Loc Estmate T/C
R/M 280 70% 400
Wage 100 60% 166.67
Overhead 60 60% 100
Erection 110 40% 275
550 941.67

(i) Work certified:-

LOC = Work certified x 100

Total Contract Price
58.41 = Work certifieck 100
1100

Work certified = 642.51

Working Note 2.
2x9251 x 600 =Rs. 57.59

3 642.51

| Question 9.

A construction company undertook a contract atstimated price of Rs.108 lacs, which includes ageted profit of
Rs.18 lacs. The relevant data for the year ende®1Z102 are as under:

(Rs.000’s)

Materials issued to site 5000
Direct wages paid 3800
Plant hired 700
Site office costs 270
Materials returned from site 100
Direct expenses 500
Work certified 10000
Progress payments received 7200

A special plant was purchased specifically for tositract at Rs.800000 and after use on this cantiththe end of
31.2.2002, it was valued at Rs.500000. The costai€rials at site at the end of the year was estiinat Rs.1800000.
Direct wages accrued as on 31.3.2002 was Rs.110000.

Required:

Prepare the Contract Account for the year endét\grch, 2002 and compute the profit to be taketheoProfit and
Loss Account.




Solution

Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To Material Issue 5,000 By WIP c/d
(-) return material 100 4,900| W. Certified 10,000 10,000
To Dirct wages 3,800
(+) O/S wages _110 3,910
To Plant hired 700 | By closing material at site
To Site office cost 270 1,800
To Direct expenses 500
To Depreciation on plant 300
To Notional Profit 1,220

11,800 11,800
To P/L Alc 1.200 By Notional Profit b/d 1.220
To WIP Reserve 20

1,220 1,220
LOC =_10000x 100 = 92.59%
10800
Transfer to P/L : 18000 x_7,200= 1,200
10800
| Question 10.

Brock Construction Ltd. Commenced a contract onéoler 1, 2003. The total contract was for Rs. 3087%& was
decided to estimate the total profit on the conteand to take to the credit of P/L A/c that propmrtof estimated profit
on cash basis, which work completed bore to tha tmintract. Actual expenditure of the period Nobkeml, 2003 to
October 31, 2004 and estimate expenditure for Ndegrh, 2004 to March 31, 2005 are given below:

November 1, 2003 November 1, 2004
To To
October 31, 2004 March 31, 2005
(Actuals) (Actuals)
Rs. Rs.
Materials issued 675000 1237500
Labour : Paid 450000 562500
Prepaid 25000 -
Outstanding - 2500
Plant purchased 375000 -
Expenses: Paid 200000 350000
Outstanding 50000 25000
Plant returns to store 75000 300000
(historical cost) (on March 31, 2004) (on March 3@05)
Work Certified 2000000 Full
Work Uncertified 75000
Cash received 1750000
Material at site 75000 37500




The plant is subject to annual depreciation @33%votten down value method. The contract is likelyoe completed
on March 31, 2005.

Required:

(i) Prepare the contract A/c. Determine the profitthe contract for the year November, 2003 to Betp2004 on
prudent basis, which has to be credited to P/L A/C.

Answer : Profit on prudent basis = 104136.

| Question 11. ‘

M/s Bansals Construction Company Ltd. took a caitfer Rs. 6000000 expected to be completed iretlyears. The
following particulars relating to the contract aneilable:

1996 1997 1998

Rs. Rs. Rs.
Materials 675000 1050000 900000
Wages 620000 900000 750000
Cartage 30000 90000 75000
Other expenses 30000 75000 24000
Cumulative work certified 1350000 500000 6000000
Work uncertified 15000 75000

Plant costing Rs. 300000 was bought at the comnnesiceof the contract. Depreciation was to be clthege25% per
annum, on the written down value method. The cotgm pays 75% of the value of work certified as argen
certified, and makes the final payment on comptetibthe contract.

You are required to make a contract account andractee account as they would appear in each ofhifee years.

Also show how the work in progress and other itshmsuld appear in the balance sheet.

Solution
Dr. Contract A/c (1996) Cr.

Particulars Amount| Particulars Amount
To Material sent to site 6,75,000| By WIP
To Wages 6,20,000 Work Certified 13,50,000
To Cartage 30,000| Work Uncertified 15,000 13,65,000
To Other Expenses 30,000| By Notional Profit c/d 65,000
To Depreciation on Plant 75,000

14,30,000 14,30,000
To Notional Profit b/d 65.000 By P/L 65,000
Dr. Contract A/c (1997) Cr.
Particulars Amount| Particulars Amount
To WIP : By WIP c/d
Work Certified 13,50,000 By Work Certified 45,00,000
To Under 15,000 13,65,000{ By Work Uncertified 75,000 45,75,000
To Material sent 10,50,000
To Wages 9,00,000
To Cartage 90,000
To Other Expenses 75,000
To Depreciation 56,250




To Notional Profit 10,38,750
45,75,000 45,75,000
To P/L 519375 By Notional Profit 10,38.750
To WIP Reserve 519,375
10,38,750 10,38,750
Dr. Contract A/c (1998) Cr.
Particulars Amount| Particulars Amount
To WIP b/d By WIP Reserve 5,19,375
W. Certified 45,00,000 By Contracte 60,00,000
To Under 75,000 45,75,000
To Material 9,00,000
To Wages 7,50,000
To Cartage 75,000
To Other Expenses 24,000
To Depreciation 42,188
To Notional Profit transfer to P/L 1,53,187
65,19,375 65,19,375
Working Note : LOC =__45Llac x 100 = 75%
60,00,000
Transfer to P/L =2 x 10,38,750 x_33,75,0006= 5,19,375
3 45,00,000
Dr. Contractee A/c Cr.
Particulars Amount| Particulars Amount
To Balance c/d 10,12,500| | Year
By Bank 10,12,500
Il Year
To Balance c/d 33,75,000| By Balance b/d 10,12,500
By Bank 23,62,500
(31,35,000 x 75%)
To Contract Alc 60,00,000| Ill Year
By balance b/d 33,75,000
By bank (B/F) 26,25,000
0] Balance Sheet
as on 31 December 1996
Plant at site 2,25,000
wIP
Work Certified 13,50,000
Work uncertified 15,000
13,65,000
(-) WIP Reserve -
(-) Contractee 10,122,500 3,52,500




(ii) Balance Sheet
as on 31 December 1997

Plant at site 1,68,750
wiIP
Work Certified 45,00,000
Work uncertified 75,000
45,75,000
(-) WIP Reserve 5,19,375
(-) Contractee 33,75,000 6,80,625
(i) Balance Sheet
as on 31 December 1998
Plant at site 1,26,5683
| Question 12. 2010, November

PQR Construction Ltd. commenced a contract on Alprk009. The total contract was for Rs 27,12,50@as decided
to estimate the total profit and to take to theditref P/L A/c the proportion of estimated profih @ash basis which
work completed bear to the total contract. Actugbenditure in 2009-10 and estimated expenditurgdhO-11 are
given below :

2009-10 2010-11
Actuals (Rs) Estimated (Rs)
Materials issued 4,56,000 8,14,000
Labour : Paid 3,05,000 3,80,000
: Outstanding at end 24,000 37,500
Plant purchased 2,25,000 —
Expenses
: Paid 1,00,000 1,75,000
: Outstanding at the end — 25,000
: Prepaid at the end 22,500 —
Plant returned to stores (at historical cost) 76,00 1,50,000
(on Dec. 31, 2010)
Material at site 30,000 75,000
Work-in-progress certified 12,75,000 Full
Work-in-progress uncertified 40,000 —
Cash received 10,00,000 Full

The plant is subject to annual depreciation @ 20%/DV cost. The contract is likely to be completed December
31, 2010.
Required :

(i) Prepare the Contract A/c for the year 2009-10.

(i) Estimate the profit on the contract for theay 2009-10 on prudent basis which has to be egbttit P/L Alc.

Solution

Dr. Contract Alc Cr.
Particulars Amount| Particulars Amount
To Material sent to site 4,56,000| By WIP c/d

To Labour 3,05,000 Work certified 12,75,000




(+) Closing O/S 24,000 3,29,000| Work Uncertified 40,000 | 13,15,000
To Depreciation on Plant A 15,000
[75,000 x 20%]
To Depreciation on Plant B 30,000| By closing material at site 30,000
[1,50,000 x 20%]
To Expenses 1,00,000
(-) Closing Prepaid 22,500 77,500
To Notional Profit c/d 4,37,500
13,45,000 13,45,000
To P/L 1.59.263 By Notional profit b/d 4,37.500
To WIP Reserve c/d 278,237
4,37,500 4,37,500
(ii) (@) Calculation of estimated profit :
Total Contract Price 27,12,500
(-) Current year cost : Raw material :
Issue : 4,56,000
-) Closing stock : 30,000 4,26,000
Labour 3,29,000
Depreciation 45,000
Expenses 77,500
(-) Estimated next year cost : Raw material :
Opening Stock : 30,000
Issue : 8,14,000
(-) Closing Stock : 75,000 7,69,000
Haur 3,80,000
(+) Cilog Outstanding 37,500
(-) Ojpregn Outstanding 24,000 3,93,500
Depreciation on Plant B [1,20,000 x 20% x 9/12] 8,000
hets Expenses 1,75,000
(+) Cilog Outstanding 25,000
(+) Opregp Prepaid 22,500 2,22,500
Estimated Profit 4,32,000

(b) Transferto P/L:
=4,32,000 x_10,00,0081,59,263
27,12,500
| Question 13 ‘

Modern Construction Ltd. obtained a contract Na&8Bfor 40 lakhs. The following balances and information
relate to the contract for the year ended 31st Ma&614:

01.04.201X) 31.03.2014%)
Work-in-progress:
Work certified 9,40,000 30,00,000
Work uncertified 11,200 32,000
Materials at site 8,000 20,000
Accrued wages 5,000 3,000




Additional information relating to the year 2013120are:

®
Materials issued from store 4,00,000
Materials directly purchased 1,50,000
Wages paid 6,00,000
Architect’s fees 51,000
Plant hire charges 50,000
Indirect expenses 10,000
Share of general overheads for B-37 18,000
Materials returned to store 25,000
Materials returned to supplier 15,000
Fines and penalties paid 12,000
The contractee pays 80% of work certified in ca&bu are required to prepare:
0] Contract Account showing clearly the amount of psafansferred to Profit and Loss Account.
(ii) Contractee’s Account.
(i) Balance Sheet
Solution :
Books of Modern Constructions Ltd.
Contract No. B-37 Account for the year ended $iMarch, 2014
Particulars ® Particulars ®

To WIP b/d : By Materials returned to Store 2890
- Work certified 9,40,000 By Material returned tppliers 15,000
- Work uncertified 11,200 By WIP c/d:
To Stock (Materials) b/d 8,000 Work certified 30,000
To Materials issued 4,00,000 Uncertified work _ BP( 30,32,000
To Materials purchased 1,50,000 By Materials stwdk 20,000
To wages paid 6,00,00(
Less : Opening O/s (5,000
Add : Closing O/s _3,000 5,98,000
To Architect's fees
To Plant Hire charges
To Indirect expenses
To General overheads
To Notional profit c/d
To Profit and Loss Alc

2 80 4,56,427| By Notional Profit b/d 8,55,80
(; XRe B55,800X E)
To WIP Reserve c/d 3,99,313

8,55,800 8,55,800




Note : Fines and penalties are not shown in contract attsou
Contractee’s Account

Particulars ® Particulars ®
To Balance c/d 24,00,000By Balance b/d 7,52,000
(80% of 9,40,000)
By Bank 16,48,000
24,00,000 24,00,000
Balance Sheet (Extract) as on 31.03.2014
® ®
P &L Al 4,56,427 Materials stock at site 20,000
Less : Fines 12,000 4,44,427| Materials stock in store 25,000
Outstanding wages 3,000 WIP :
Work Certified 30,00,00(
Work Uncertified 32,000
30,32,000
Less : Advance 24,00,0Q0
6,32,000
Less : WIP Reserve ~3,99,373 2,32,627

| Question 14

Z Limited obtained a contract No. 999 fr50 lacs. The following details are available ispect of this

contract for the year ended March 31, 2014:

®
Materials purchased 1,60,000
Materials issued from stores 5,00,000
Wages and salaries paid 7,00,000
Drawing and maps 60,000
Sundry expenses 15,000
Electricity charges 25,000
Plant hire expenses 60,000
Sub-contract cost 20,000
Materials returned to stores 30,000
Materials returned to suppliers 20,000

The following balances relating to the contract K89 for the year ended on March 31, 2013 and Madch

2014 are available:

as on 31st March, 2013 as on 31st March, 2014
Work certified 12,00,000 35,00,000
Work uncertified 20,000 40,000
Materials at site 15,000 30,000
Wages outstanding 10,000 20,000




The contractor receives 75% of work certified istca
Prepare Contract Account and Contractee's Account.

Solution:
Contract No. 999 Account for the year ended 31st Mah, 2014
Dr. Cr.
Particulars Amount () Particulars Amount ()
To Work in progress b/d: By Material returned tore 30,000
- Work certified 12,00,000 By Material returnedstappliers 20,00(
- Work uncertified 20,000 By Stock (Material) c/d 30,000
To Stock (Materials) b/d 15,000By Work in progress c/d:
To Material purchased 1,60,006 Work certified 35,00,00(
To Material issued 5,00,000- Work uncertified 40,00(
To Wages paid 7,00,000
Less: Opening O/s (10,000)
Add: Closing O/s 20,000 7,10,000
To Drawing and maps* 60,000
To Sundry expenses 15,000
To Electricity charges 25,000
To Plant hire expenses 60,0D0
To Sub- contract cost 20,000
To Notional profit c/d (balancing 8,35,000
figure)
36,20,000 36,20,000
To Costing P& L Alc (W.N.-1) 4,17,500 By Notioradofit b/d 8,35,000
To WIP Reserve (balancing 4,17,500
figure)
8,35,000 8,35,000
*Assumed that expenses incurred for drawing andsnaap used exclusively for this contract only.
Dr. Contractee’s Account Cr.
Particulars Amount () Particulars Amount ()
To Balance c/d 26,25,000, By Balance b/d 9,00,000
( 35,00,000 x 75%) (75% of T 12,00,000)
By Bank A/c 17,25,00(
26,25,000 26,25,000
Working Note:
1. Profit to be Transferred to Costing Profit & Losxaunt:
Workcertfied
(a) Percentage of completion Valueof contract X100
35,00,000
= —Ei},i}l},i}ﬂl} X100 = 70%

(b) Profit to be transferred to Costing Profit & LosscAunt




Cash received

2
=2 ¥ Notional profit X

2 75

Wark certified

= - X835000X — = 4,17,500
3 100

Question 15

Dream house (P) Ltd. is engaged in building twadesstial housing projects in the city. Particuleetated to

two housing projects are as below:

HP-1 §) HP-2 §)
Work in Progress on 1st April 2013 7,80,000 2,80,000
Materials Purchased 6,20,000 8,10,000
Land purchased near to the site to open an office - 12,00,000
Brokerage and registration fee paid on the abovehaise - 60,000
Wages paid 85,000 62,000
Wages outstanding as on 31st March, 2014 12,000 8,400
Donation paid to local clubs 5,000 2,500
Plant hire charges paid for three years effectiognflst April 2013 72,000 57,00
Value of materials at site as on 31st March, 2014 47,000 52,000
Contract price of the projects 48,00,000 36,00,000
Value of work certified 20,50,000 16,10,000
Work not certified 1,90,000 1,40,00(

A concrete mixture machine was bought on 1st A0il3 forZ 8,20,000 and used for 180 days in HP-1 and
for 100 days in HP-2. Depreciation is provided @4dlp.a. (this machine can be used for any otheepts)

As per the contract agreement contractee shalhre@®6 of work certified as retention money.

Prepare contract account for the two housing ptejsbowing the profit or loss on each project for year

ended 31st March, 2014.

Solution :

Dr. Contract Account for the year ended 3% March, 2014 Cr.
Particulars HP-1 R) | HP-2 R) Particulars HP-1R) | HP-2R®
To Balance b/d : W-I-P 7,80,000 2,80,0p0 By Closimgterial at site 47,000 52,0(
To Material Purchased 6,20,000 8,10,000 By W:I-P
To Wages : Value of work certified 20,50,000| 16,10,000
(X 85,000 | 12,000) 97,000 Cost of work not certified 1,90,000( 1,40,000
( 62,000 ¥ 8,400) 70,400
To Donation to local club* 5,000 2,500
To Plant hire charges :
(X 72,000 X 1/3) 24,000
(X 57,000 X 1/3) 19,000
To Depreciation on concrete
mixture** :

0



(8,20,000 X 15% X 180/365) 60,658
(8,20,000 X 15% X 100/365 33,699
To Notional Profit (Balance 7,00,342| 5,86,401
c/d)
22,87,000] 18,02,000 22,87,000 18,02,000
To costing P & L A/c (WN-2) 1,86,758 1,56,374 Bythdmal profit (Balance | 7,00,342 5,86,401
b/d)
To Costing P & L Reserve A/t 5,13,584  4,30,027
7,00,342| 5,86,401 7,00,342 5,86,4‘01

* Assuming donation paid to local club was exclespvfor the above projects, ence included in thetreat

account.

** Depreciation on concrete mixture machine is ¢fea on the basis of number of days used for thep@)
as it is clearly mentioned in the question that thachine can be used for other projects also.

Working Notes :

1. Computation of Stage of completion of the projects

Value of work certified

100

Value of contract

Rs
HP - 1=

Rs.
Es.

. 20,50,000

X100 =42.71%
48,00,000

16,10,000

HP -2 =

Es.

2. Computation of profit to be recognized in the Costig profit & loss Alc.

1
; X Notional profit X

X100 =44.72%
36,00,000

Cash Received

Value of work certified

1
HP -1 :; X 7,00,342 X 80% < 1,86,758

1
HP -2 ? X% 5,86,401 X 80% ¥ 1,56,374

(Land purchased and brokerage and registratiopdaktfor this purpose cannot be charged to contrambunt,
hence not included in the contract account.)

| Question 16

PVK Constructions commenced a contract ShApril, 2014. Total contract value was 100 lakhs. The
contract is expected to be completed b§ Becember, 2016. Actual expenditure during thequed™ April,
2014 to 31" March, 2015 and estimated expenditure for theopeti April, 2015 to 3% December, 2016 are as

follows :
Actual %) Estimated )

1st April, 2014 to 31st March, 2015 1st April, 201%0 31st Dec. 2016
Material issued 15,30,000 21,00,000
Direct Wages paid 10,12,500 12,25,000
Direct wages outstanding 80,000 1,15,000
Plant purchased 7,50,000 -
Expenses paid 3,25,000 5,40,000




Prepaid Expenses

68,000

Site office expenses

3,00,000

Part of the material procured for the contract wasuitable and was sold f& 2,40,000 (cost being
2,55,000) and a part of plant was scrapped andskspof for? 80,000. The value of plant at site on™31
March, 2015 wag& 2,50,000 and the value of material at site &8,000. Cash received on account to date
was ¥ 36,00,000, representing 80% of the work certifigthe cost of work uncertified was valued &t

Solution :

5,40,000.
Estimated further expenditure for completion oftcact is as follows :
. An additional amount of 4,62,500 would have to be spent on the plant haddsidual value of the
plant on the completion of the contract woulR&7,500.
. Site office expenses would be the same amount pathmas charged in the previous year.
. An amount of 1,57,500 would have to be incurred towards coasult charges.
Required :
Prepare Contract Account and calculate estimatadi goofit on this contract.
PVK Constructions
Contract Account for the year 2014-15
Particulars (®) | Particulars ®
To Materials issued 15,30,000 By Material sold 2000
To Direct wages 10,12,500 By Costing P & L Account 15,000
(Loss on sale of material)
Add : Outstanding _ 80,000 10,92,500/ By Plant sold 80,000
To Plant Purchased 7,50,000 By Plant at site 20800
To Expenses 3,25,000 By Material at site 73,000
Less : Prepaid _(68,000) 2,57,000{ By Work-in-progress :
To Site office expenses 3,00,000 - Work certified 5,090,000
To National Profit c¢/d 17,68,500 - Work uncertified 5,40,000 50,40,000
56,98,000 56,98,000
To Costing P & L Alc 4,11,967*| By Notional Profit b/d 17,68,500
(transfer) (Refer Working note)
To work-in-progress (reserve) 13,56,533#
17,68,500 17,68,500
Calculation of Estimated Profit (April 2014 to Decenber 2016)
Particulars Amount () Amount ) Amount )

Total Value of the Contrast (A) 1,00,000.00
0] Materials Costs :

- Materials Consumed in 2014-2015:

- Materials issued in 2014-15 15,30,0Pp0

- Less : Closing Materials at site (73,000)




- Less : Unsuitable Materials Sold (2,55,0(*)0) 12,0Q,0

Add : Materials to be Consumed
- Materials to be issued 21,00,000
- Add : Opening materials at site 73,000 21,73,000 , 73800

(i)  Direct Wages Cost :
Direct wages for 2014-15 :

- Wages Paid 10,12,500

- Add : Outstanding at closing 80,000 10,92,500

Direct wages to be incurred :

- Wages to be paid 12,25,000

- Less : Outstanding at opening (80,000)

- Add : Outstanding at closing 1,15,000 12,60,000 ,52500

(i)  Plant Cost
Plant used during 2014-15 :

- Plant purchased 7,50,000

- Less : Plant disposed off (80,000)

- Less : Closing plant at site (2,50,000) 4,20,000

Plant to be used

- Additional amount to be spent 4,62,500

- Add : Opening plant at side 2,50,000

- Less : Residual value of plant (67,500) 6,45,000 ,63,000

(iv) Expenses

Expenses incurred during 2014-15:

- Expenses paid 3,25,000

- Less : Prepaid at closing (68,000) 2,57,000

Expenses to be incurred

- Expenses to be paid 5,40,000

- Add : Prepaid at opening 68,000 6,08,000 8,65,000
(v) Site office expenses paid in 2014-15 3,00,000

- Add : to be paid {(3,00,000+12) X 21 months} 5280 8,25,000
(vi) Consultancy charges to be paid 1,57,500
Total Estimated cost of the Contract 86,40,000
Estimated Profit (A - B) 13,60,000

* The profit to be transferred can be calculatedgisarious formulae given in the working note, hgare in
this solution following the conservative approdtig lowest amount has been taken.

# Profit transferred to the reserve will vary degieg upon the formula of profit calculation adopted
Workings :
Profit to be transferred to Costing Profit and Léssount




Work Certified Cash received
= Estimated Profit X - X —
Contract Price  Work Gertified

Rs. 45,00.000 Rs. 26,00.000
=% 13,60,000 X X =% 4,89,600
ARS. 1,00,00.000 Rs. 45,00.000

Or

Cost of work to date Cash received
= Estimated Profit X—— X —
Estimated total cost  Work Certified

Rs. 32.71,500+« Rs. 36,00.000

=3 13,60,000 X X =% 4,11,967
Rs, 856,40,000 Rs. 45,00,000
Or
Cost of work to date Rs.32,71.,500=
= Estimated Profit X =3 13,60,000 X———————— =% 5,14,958.33
Estimated total cost R=.26,.40,000
Or
_ ~ Walue of work certified Rs.45,00,000
= Estimated Profit X =%13,60,000 XR— =3 6,12,000
Value of Contract 2.1,00.00,000

* [Material Consumed + Direct Wages + Plant usdeixpenses + Site office expenses]

[¥ 12,02,000 ] 10,92,500 R 4,20,000 R 2,57,000 ® 3,00,000 X 32,71,500]

Since, in the question estimated cost informat®given, hence, the profit to be transferred in Gosting
Profit & Loss account for the year 2014-15, will dre the basis of estimated profit calculated avabo

Profit to be transferred in Costing Profit & Losscaunt for the year 2014-15 on percentage of catiople
method as below :

. 1 Cash Received 1 Rs. 36,00,000
Notional Profit X— X ——=317,68,500 X X ————— =% 4,71,600
2 Walue of Work Certified Z  Rs. 45,00,000

The detailed calculations have been shown for bettderstanding of the students.




PROCESSCOSTING

| Question 1.

A product is completed in three consecutive praeesBuring a particular month the input to Prodes$ the basic raw
material was 5000 units at Rs.2 per unit. Othesrimfation for the month was as follows:

Process 1 Process 2 Process 3
Output (units) 4700 4300 4050
Normal loss as % of input 5 10 5
Scrap value per unit (Rs.) 1 5 6
Direct wages (Rs.) 3000 5000 8000
Direct expenses (Rs.) 9750 9910 15560

Overhead, Rs.32000 total, chargeable as perceofatject wages.

There were no opening or closing work-in-progreassks. Compile three process accounts and finish@ck account
with details of abnormal loss and gain, where aalie.

Answer : FIG A/L AIG

Process | Rs. 28200 300 -

Process Il Rs. 51600 - 840

Process Il Rs. 89100 770 -

Question 2. CA Inter May1996

The input to a purifying process was 16000 kgsbasic material purchased @ RS. 1.20 per Kg. Proseses
amounted to Rs. 720 and overhead was applied @ 24 @8 labour cost sundry material of Rs. 336. abtial output
from the process weighted 15000 kgs. The normadl yoé the process is 92%. Any difference in weigbtween the
input of basic material and output of purified nmete(product) is sold @ Rs. 0.50 per kg.

The process is operated under a License which gieevior the payment of royalty @ Re. 0.15 per Kghe purified
material produced.

Prepare:

(i) Purifying Process Account

(i) Normal Wastage Account

(iii) Abnormal Wastage/Yield Account
(iv) Royalty Payable Account.

Answer: (i) Transferred to purified stock 15000 unts @ Rs. 1.60 per unit; (i) Cash sale of wastag®d0 units @
0.50 per unit; (i) Credit balance Rs. 266; (iv) Blance 15000 units @ 0.15 per unit.

| Question 3. 2003 — May [4] (a) ‘

RST Ltd. Manufactures plastic molded chairs. Thremdels of molded chairs, all variation of the saslesign are
Standard, Deluxe and Executive. The company usep@mation-costing system.

RST Ltd. Has extrusion, form trim and finish op&as. Plastic sheets are produced by the extrugienation. During
the forming operation, the plastic sheets are ntbid® chairs seats and the legs are added. Thdasth model is sold
after this operation. During the trim operatiore #frms are added to the Deluxe and Executive maahelshe chair
edges are smoothed. Only the executive model etiterfinish operation, in which padding is addedl. ok the units

produced receive the same step within each opardtioApril, 2003 units of production and direct @&l cost

incurred are as follows:




Units Extrusion Form Trim Finish

Produced Materials Materials Materials Materials
(Rs.) (Rs.) (Rs.) (Rs.)
Standard 10500 126000 42000 0 0
Model
Deluxe 5250 63000 21000 15750 0
Model
Executive 3500 42000 14000 10500 21000
Model
19250 231000 77000 26250 21000
The total conversion costs for the month of AR003 are:
Extrusion Form Trim Finish
Operation Operation Operation Operation
Total Rs. 606375 Rs. 297000 Rs. 155250 Rs. 94500

Conversion Costs
1. For each product produced by RST Ltd. duringilAR©03. determine the units cost and the totat.co

2. Now consider the following information for Mayll unit costs in May are identical to the April its costs
calculate each above in (i). At the end of May, @b@its of the Deluxe model remain in work-in-pregg. These
units are 100% complete as to materials and 65%pkadenin the trim operation. Determine the cost of

Answer: 1. 62.93, 83.67, 116.67

Question 4.

A Ltd. produces ‘AXE’ which passes through two prseses before it is completed and transferred tshial stock. The
following data related to October 2005:

Process
I Il Finished stock

Rs. Rs. Rs.
Opening stock 7,500 9,000 22,500
Direct materials 15,000 15,750
Direct wages 11,200 11,250
Factory overheads 10,500 4,500 11,250
Closing stock 3,700 4,500
Inter-process profit
Included in opening stock 1,500 8,250

Output of Process | is transferred Process Il &b p¥ofit on the transfer price.

Output of Process Il is transferred to finishedcktat 20% profit on the transfer price. Stock imgess is valued at
prime cost. Finished stock is valued at the pricevfdch it is received from process Il. Sales dgrihe period are Rs.
1,40,000.

Prepare Process cost accounts and finished goodsaracshowing the profit element at each stage.

Question 5.

The product of a company passes through threendigprocess A, B and C. It is ascertained that agesiin these
processes is 2%, 5% and 10% respectively. In easd, the percentage of wastage is computed oruthber of units
entering the process concerned. The wastage ofpemsesses a scrap value. The wastage of procasd B is sold at




Rs.5 per 100 units and that of process C at R®RAQ0 units. The following. information is obtaihe

Process
A B C
Material consumed (Rs.) 4000 2000 1000
Direct labour (Rs.) 6000 4000 3000
Manufacturing expenses (Rs.) 1000 1000 1500

20000 units have been issued to process A at a0€®%.8000. The output of process A, B and C 8009 18800 and
16000 units respectively. There is no stock or worrocess in any process. Show the process atcoun

Question 6
A product passes through two processes A and Bin@uhe year 2013, the input to process A of basig
material was 8,000 units @9 per unit. Other information for the year is akoiws:

Process A Process B
Output units 7,500 4,800
Normal loss (% to input) 5% 10%
Scrap value per uni€) 2 10
Direct wagesY) 12,000 24,000
Direct expenses| 6,000 5,000
Selling price per unitX) 15 25

Total overhead¥ 17,400 were recovered as percentage of directav&pling expenses wele5,000. These
are not allocated to the processes. 2/3rd of thyeubwf Process A was passed on to the next praoasshe
balance was sold. The entire output of Process 8sokl.

Prepare Process A and B Accounts.

FORYOURPRACTICE
Question 1. CA Inter Nov. 2002

A product passes through two processes. The oofpBrocess | becomes the input of Process Il aadotiiput of
Process Il is transferred to warehouse. The qyamtitaw materials introduced into Process | is@DRg at Rs. 10 per
kg. The cost and output data for the month undéeveare as under:

Process | Process Il
Direct materials Rs. 60000 Rs. 40000
Direct labour Rs. 40000 Rs. 30000
Production overheads Rs. 39000 Rs. 40250
Normal loss 8% 5%
Output 18000 17400
Loss realization Rs./Unit 2.00 3.00

The company’s policy is to fix the Selling pricetbe end product in such a way as to yield a Podf20% on Selling
price.

Required:

Prepare the Process Accounts

Determine the Sellings price per unit of the enadpict.




Solution

Dr. Process | Cr.
Particulars Units Amount| Particulars Unitss  Amoun
To Direct material 20,000| 2,00,000| By Normal loss 1,600 3,200
To Sundry material - 60,000| By Abnormal loss 400 7,300
To Direct labour - 40,000
To Production overhead - 39,000| By Process Il 18,000 3,28,500
20,000 3,39,00( 20,000  3,39,000
Dr. Process II Cr.
Particulars Units| Amount| Particulars Units| Amoun
To Process | 18,000 3,28,500| By Normal loss 900 2,700
To Direct material - 40,000
To Direct labour - 30,000
To Production overhead - 40,250
To Abnormal gain 300 7,650 | By FG 17,400 4,43,700
18,300 4,46,40( 18,300 4,46,400
Dr. Normal Loss Cr.
Particulars Units | Amount| Particulars Units Amoun
To Process | 1,600 3,200 | By Bank 1,600 3,200
To Process I 900 2,700 | By Bank 600 1,800
By Abnormal gain 300 900
2,500 5,900 2,500 5,900
Dr. Abnormal Loss Cr.
Particulars Units | Amount| Particulars Units Amoun
To Process | 2,000 36,500| By Bank 2,000 4,000
By P/L 32,500
2,000| 36,500 2,000 36,500
Dr. Abnormal Gain Cr.
Particulars Units | Amount| Particulars Units Amoun
To Abnormal loss 300 900 | By Process I 30d 7,650
To P/L 6,750
300 7,650 300 7,650
Calculation of Normal cost p.u.
l. 3,39,000 — 3,200 18.25
20,000 - 1,600
Il. 4,38,750 — 2,700 255
18,000 — 900
0 Selling Price = 106 25.50 = 31.875
80




Question 2.

Product B is obtained after it passes through tliisgnct processes. The following information tstained from the
accounts for the week ending May 30,1980.

Process Total I I 1

(Rs.) (Rs.) (Rs.) (Rs.)
Direct material 7542 2600 1980 2962
Direct Wages 9000 2000 3000 4000
Production overhead 9000

1000 units at Rs.3 each were introduced to ProcebBere was no stock of materials or work-in-psxeat the
beginning or end of the period. The output of gaidtess passes direct to the next process antyfindinished stores.

Production overhead is recovered on 100% of diracfes.
The following additional data are obtained:

Process Output during Percentage of normal Valof scrap
the week loss of input per unit (Rs.)
I 950 5% 2
l 840 10% 4
I 750 15% 5

Prepare process cost accounts and abnormal |lgssroaccount.

Solution
Dr. Process | Cr.
Particulars Units | Amount| Particulars Units| Amoun
To Direct material 1,000 3,000 | By Normal loss 50 100
To Sundry material - 2,600
To Direct wages - 2,000
To Production overhead - 2,000 By Process I 950 9,500
1,000 9,600 1,000 9,600
Dr. Process Il Cr.
Particulars Units | Amount| Particulars Units Amoun
To Process | 950 9,500 | By Normal loss 95 380
To Direct material - 1,980| By Abnormal loss 15 300
To Direct wages - 3,000
To Production overhead - 3,000 | By Process I 840 16,800
950| 17,480 950 17,480
Dr. Process Il Cr.
Particulars Units | Amount| Particulars Units| Amoun
To Process 840 | 16,800| By Normal loss 126 630
To Direct material - 2,962
To Direct wages - 4,000
To Production overhead - 4,000
To Abnormal gain 36 1,368 | By FG 750 28,500
876| 29,130 876 29,13p




Dr. Normal Loss Cr.

Particulars Units | Amount| Particulars Units Amoun
To Process | 50 100 | By Bank 50 100
To Process Il 95 380 | By Bank 95 380
To Process lli 126 630 | By Bank 90 450
By P/L 36 180
271 1,110 271 1,110
Dr. Abnormal Loss A/c Cr.
Particulars Units | Amount| Particulars Units| Amoun
To Process I 15 300 | By Bank 15 60
By P/L - 240
15 300 15 300
Dr. Abnormal Gain A/c Cr.
Particulars Units | Amount| Particulars Units| Amoun
To N/L 36 180 | By Process Il 36 1,368
To P/L 1,188
36 1,368 36 1,36$
Calculation of normal Loss p.u.
I 9600 — 100 10
1000 - 50
Il 17480 — 380 20
950 - 95
I 27762 — 630 38
840 — 126
| Question 3.

A product which uses 100 tonnes as input per mpa#ses through two processes. The details of mdatacess | for
April, 1987 are:

Process | Cost per tonne (Rupees)
Direct material cost 26100
Direct labour cost 7800
Overhead 13500

The total loss in Process | is 2% of input, andsitrap is 8% of input with a value of Rs.12000tpene.

The material is transferred to Process |l at cbBe process direct labour cost at Process Il i9MR€. per tonne of
input. The overhead is 60% of direct labour coke $crap at Process Il is at 20% of input with laezaf Rs.12000 per
tonne. Draw up a cost sheet to present the manufiagtcost of the product showing clearly the aifsicrap and waste
at each stage of manufacture.

Solution

Dr. Process | Alc Cr.

Particulars Units Amount| Particulars Units Amoun

To Direct material 100 26,10,000 By Normal Loss 10 96,000

To Direct labour 7,80,000 [100 x 10%]| [12000 x 8]

To Overhead 13,50,000| By Process Il 90 46,44,000

(b/f)

100| 47,40,000 100 47,40,000




Normal cost p.u. = 47,40,000 — 96,000

100-10
=51,600
Dr. Process Il Alc Cr.
Particulars Units Amount| Particulars Units Amoun
To Process | 90 46,44,000 By Normal Loss 18 2,16,000
To Direct labour 8,10,000
To Overhead 4,86,000| By FG Alc 72 57,24,000
(b/f)
90 59,40,000 9( 59,40,0Q0
Normal cost p.u. = 59,40,000 — 2,16,000
90 - 18
=79,500
Dr. Normal Loss Alc Cr.
Particulars Units Amount| Particulars Units Amoun
To Process | 10 96,000| By Bank 10 96,000
To Process I 18 2,16,000| By Bank 18 2,16,000
28 3,12,000 28 3,12,000

Question 4.

Product X is obtained after it is processed throtighe distinct processes. The following cost infation is available
for the operation.

PROCESS
Total | Il 1]
Rs. Rs. Rs. Rs.
Materials 5625 2600 2000 1025
Direct Wages 7330 2250 3680 1400
Production Overheads 7330 - - -

500 Units @ Rs.4/- per unit were introduced in IBescl. Production Overheads are absorbed as anpageeof Direct
Wages.

The actual output and normal loss of the respegitiveesses are:

Output Normal loss Value of scrap
Units on Input per unit Rs.
Process | 450 10% 2
Process I 340 20%
Process 270 25% 5

There is no stock or work-in-progress in any prec&how:-
a) The three process accounts.
b) The abnormal loss and abnormal gain accounts.

Solution




Dr. Process | Cr.
Particulars Units | Amount| Particulars Units Amoun
To Direct material 500 2,000 | By Normal loss 50 100
To Sundry material - 2,600
To Direct wages - 2,250
To Production overhead - 2,250 By Process I 450 9,000

500 9,100 50Q 9,100

Dr. Process I Cr.
Particulars Units| Amount| Particulars Unitg| Amoun
To Process | 450 9,000 | By Normal loss 90 360
To Direct material - 2,000 | By Abnormal loss 20 1,000
To Direct wages - 3,680
To Production overhead - 3,680 By Process I 340 17,000

450 18,360 450 18,36D

Dr. Process Il Cr.
Particulars Units| Amount| Particulars Unitg| Amoun
To Process Il 340 | 17,000| By Normal loss 85 425
To Direct material - 1,025
To Direct wages - 1,400
To Production overhead - 1,400
To Abnormal gain 15 1,200| By FG. 270 21,600

355| 22,025 354 22,025

Dr. Normal Loss Cr.
Particulars Units | Amount| Particulars Units Amoun
To Process | 50 100 | By Bank 50 100
To Process 90 360 | By Bank 90 360
To Process I 85 425 | By Bank 70 350

By Abnormal gain 15 75
225 885 225 885

Dr. Abnormal Loss Cr.
Particulars Units| Amount| Particulars Unitg| Amoun
To Process I 20 1,000| By Bank 20 80

By P/L 920
20 1,000 20 1,000

Dr. Abnormal Gain Cr.
Particulars Units| Amount| Particulars Units| Amoun
To Normal loss 15 75 | By Process lll 15 1,200
To P/L 1,125

15 1,200 15 1,200
Working Note:- Calculation of normal cost p.u.
9100 — 100 Rs 20




500 - 50

Il 18,360 — 360 Rs 50
450 - 90
Il 20825 —424 Rs 80
340 -85
Question 5.
In a manufacturing unit, raw material passes thinofiagir processes |, 11, lll & IV and the output @dch process is the
input of the subsequent process. The loss in thedoocess I, I, 11l & IV are respectively 25%, Z0) 20% and 16- 2/3

% of the input. If the end product at the end afdess IV is 40000 kg., what is the quantity of raaterial required to
be fed at the beginning of Process | and the dasiecsame at Rs. 5 per kg.?

Find out also the effect of increase or decreaskermaterial cost of the end-product for variatidrevery rupee in the
cost of the raw material.

Working Note:-

I Il 1] v
Input 100 kg 75 kg 60 kg 48 kg
Output 75 kg 60 kg 48 kg 40 kg
[100 — 25%] [75 — 20%)] [60 — 20%] [48 — 16.6667%)]
Solution
(i) RM Inputin Process | = 108 40,000 = 1,00,000 kg.

40

(i) The finished goods of 1 kg required 2.5 kg renaterial.0, if raw material cost changes by Rs. 1 per kg tthen
cost of finished goods will aoutomatically changeRs 2.5.

| Question 6.

A factory uses a particular raw material. Therethree process I, Il and .
The data relating to inputs, outputs and rejectauring the month of April, 1993 are given below:

Process Inputs (in pieces) Rejections (in piede Outputs (in pieces)
(including opening W.I.P.)

| 18000 6000 12000

Il 19800 1800 18000

1 20400 3400 17000

Determine what should be inputs in Process | wherfihal product transferred from Process Il ifQ(ieces.

Calculate the cost of raw materials to produce pieee of the finished product when (a) the weighthe finished
product is 10 gms. and (b) the price of raw makési&s. 1 per kg.

Solution
I Il 1]
Input 1980 units 1320 units 1200 units
[18000x 1320] [19800x 1200] [20400x 1000]
12000 18000 17000
Output 1320 units 1200 units 1000 units

Report: We would require 1,980 pieces of raw materialgrimduce 1,000 pieces of finished goods.
(i) RM Cost p.u.
(1980 x 1px 1
1000 = Rs 0.0198 p.u.
1000 pieces

| Question 7. Nov. 2008 CA PCC\




A product passes from Process | and Process llefiddg issued to Process | amounted to Rs. 40,08our Rs.
30,000 and manufacturing overheads were Rs. 27N@0@nal Loss was 3% of input as estimated. But 5@0e units
of output of Process | were lost due to the casaless of worker. Only 4,350 units of output weamsferred to process
Il. There were no opening stocks. Input raw makéssued to Process | were 5,000 units. You areired to show
Process | account.

Solution
Dr. Process | Cr.
Particulars Units | Amount| Particulars Units Amoun
To Direct material 5,000 40,000| By Normal loss 150 -
To Direct labour —| 30,000| By Abnormal loss 500 10,000
To Production overhead —| 27,000| By Process Il 4,350 87,000
5,000 97,000 5,000 97,000
Calculation of normal loss p.u. = 97,080
a®
| Question 8. May 2008 CA PCC |

JK Ltd. produces a product “AZE” which passes tigtotwo processes, viz, process | and process H.0Litput of each
process is treated as the raw material of the pdess to which it is transferred and output ef $bcond process is
transferred to finished stock. The following dagtated to December, 2007 :

Process | Process Il
25,000 units introduced at a cost of 2,00,000 -
Material consumed 1,92,000 96,020
Direct labour 2,24,000 1,28,000
Manufacturing expenses 1,40,000 60,000
Normal wastage of input 10% 10%
Scrap value of normal wastage (per unit) Rs. 9.90 s. 8860
Output in units 22,000 20,000

Required :
(iy Prepare Process | and Process Il account.
(i) Prepare abnormal effective/wastage account asadee may be each process.

Solution
Dr. Process | Alc Cr.
Particulars Units Amount| Particulars Units Amoun
To Direct Material 25,000| 2,00,000 By Normal Loss 2,500 24,750
To Direct Labour 2,24,000] [25,000 x 10%]
To Manufacture expenses 1,40,000| By Abnormal Loss (b/f) 500 16,250
To Material Consumed 1,92,000| By FG produced c/d 22,000| 7,15,000
25,000| 7,56,00( 25,000 7,56,000
Normal cost p.u. = 756000 — 24750
25000 — 2500
=325
Dr. Process Il Alc Cr.
Particulars Units Amount| Particulars Units Amoun
To Process | 22,000 7,15,000| By Normal Loss 2,200 18,920
To Material Consumed 96,020| By FG produced 20,000| 9,90,000
To Direct Labour 1,28,000




To Manufacture Expenses 60,000
To Abnormal Gain 200 9,900
22,200| 10,08,92( 22,200 10,08,9p0
Normal cost p.u. = 999020 — 18920
22,000 - 2,200
=49.5
Dr. Normal Loss Alc Cr.
Particulars Units | Amount| Particulars Units Amoun
To Process | 2,500 24,750| By Abnormal gain 200 1,720
To Process Il 2,200 18,920| By Bank 2,500 24,750
By Bank 2,000 17,200
4,700 43,670 4,70 43,670
Dr. Abnormal Loss Alc Cr.
Particulars Units | Amount| Particulars Units Amoun
To Process | 500 16,250 By Bank 500 4,950
By Costing P & L - 11,300
500| 16,250 50( 16,250
Dr. Abnormal gain A/c Cr.
Particulars Units | Amount| Particulars Units Amoun
To Normal Loss 200 1,720| By Process I 200 9,900
To Costing P & L 8,180
200 9,900 200 9,900

Question 9

A product passes through three processes ‘X’, "l &'. The output of process ‘X’ and ‘Y’ is traresfed to
next process at cost plus 20 per cent each onférapsce and the output of process ‘Z’ is transddrto
finished stock at a profit of 25 per cent on trengirice. The following information are availabterespect of

the year ending 31st March,

2014:

Process-X Process-Y Process-Z | Finished Stock
® ® ® ®

Opening stock 15,000 27,000 40,000 45,000
Material 80,000 65,000 50,000 --
Wages 1,25,000 1,08,000 92,000 --
Manufacturing Overheads 96,000 72,000 66,500 --
Closing stock 20,000 32,000 39,000 50,000
Inter process profit included in Opening stogk NIL 4,000 10,000 20,00

Stock in processes is valued at prime cost. Thshiéu stock is valued at the price at which iiseived from
process ‘Z'. Sales of the finished stock duringplkeeod wag 14,00,000.

You are required to prepare:
0] Process accounts and finished stock account shqwifiy element at each stage.

(ii) Costing Profit and Loss account.




500

(i) Show the relevant items in the Balance Sheet.
Solution
0] Process ‘X’ Account
Dr. Cr.
Particulars Cost R) Pglt Tz;t)al Particulars Cost ) Pglt Tz;t)al
To Opening Stock 15,000 - 15,000| By Process ‘Y’ | 2,96,000{ 74,000| 3,70,000
Alc (Transfer)
To Material 80,000 - 80,000
To Wages 1,25,000 - | 1,25,000
Total 2,20,000 - | 2,20,000
Less: Closing stock 20,000 - 20,000
Prime Cost 2,00,000 - | 2,00,000
To Manufacturing| 96,000 - 96,000
Overheads
Total cost 2,96,000 2,96,000
To Costing Profit and 74,000( 74,000
Loss Alc (20% on transfer
Price or 25% on cost)
2,96,000| 74,000 | 3,70,000 2,96,000| 74,000 3,70,000
Process ‘Y’ Account
Dr. Cr.
Particulars Cost ) Pglt Tz;t)al Particulars Cost ) Pglt T%al
To Opening Stock 23,000 4,000 27,000| By Process‘Z’ | 5,36,379| 2,26,121| 7,62,50
A/c (Transfer)

To Process ‘X’ Alc 2,96,000 74,000 3,70,000
To Material 65,000 - 65,000
To Wages 1,08,000 -- | 1,08,000
Total 4,92,000 78,000 5,70,000
Less: Closing stock 27,621 4,379 32,000
Prime Cost 4,64,379 73,621 5,38,000
To Manufacturing| 72,000 -- 72,000
Overheads
Total cost 5,36,379 73,621 6,10,0P0
To Costing Profit ang --11,52,500| 1,52,500
Loss Alc (20% on
transfer Price or 25% on
cost)

5,36,379| 2,26,121| 7,62,50 5,36,319 2,26,121 7,62,

Process ‘Z’ Account

Dr. Cr.




Profit Profit
Total ) Particulars Cost )
® ®)

To Opening Stock 30,000 10,000 40,000 By Finished Stock7,45,629| 5,50,371 12,96,000
Alc (Transfer)

To Process 'Y’ Alc| 5,36,379 2,26,121 7,62,500

Particulars Cost ) Total %)

To Material 50,000 - 50,000
To Wages 92,000 -- 92,000
Total 7,08,379 2,36,121  9,44,500
Less: Closing stock 29,250 9,750 39,000
Prime Cost 6,79,129 2,26,371  9,05,500
To Manufacturing] 66,500 -- 66,500
Overheads

Total cost 7,45,629 2,26,311 9,72,000
To Costing Profit -- | 3,24,000, 3,24,000

and Loss Alc (259
on transfer Price or
33 1/3% on cost)

7,45,629| 5,50,371| 12,96,000 7,45,629 5,50,371 12,96,000
Finished Stock Account
Dr. Cr.
Profit Profit
Particulars Cost ) E%I Total %) Particulars Cost ) E%I Total %)

To Opening Stock 25,000 20,000 45,000 By Costikg P | 7,41,862| 6,58,138 14,00,000
Alc Alc (Transfer)

To Process ‘Z' Alc | 7,45,629 5,50,371 12,96,000
Total 7,70,629 5,70,37L 13,41,000
Less: Closing stock 28,767 21,233 50,000
To Costing Profit| 7,41,862| 5,49,138 12,91,000

and Loss Alc
1,09,000, 1,09,000
7,41,862| 6,58,138 14,00,0(|>0 7,41,862 6,58,138 001400
Costing Profit & Loss Account
for the year ending 31st March, 2014
Dr. Cr.
Particulars Amount (%) Particulars Amount (%)
To Provision for unrealized profit on 35,362| By Provision for unrealized profit on 34,000
closing stock opening stock
(X 4,379 1 9,750 R 21,233) (% 4,000 +X 10,000 R 20,000)
To Net Profit 6,58,138 By Process X Alc 74,000
By Process Y Alc 1,52,500
By Process Z Alc 3,24,000




By Finished Stock A/c 1,09,000

6,93,500 6,93,500
Workings:
Calculation of amount of unrealized profit on ctagistock:
Process ‘X’ = Nil
78,000
Process 'Y’ = —— X 32,000 =%4,379.
L§,70,000
2,36,121
Process ‘Z’ = ——— X 39,000 =%9,750.
9,444,500
o 5,50,371
Finished stock = — X50,000 =%21,233.
12,96,000
Balance Sheet as on 31st March, 2014 (Extract)
Liabilities Amount %) Assets Amount )
Net profit 6,58,138 Closing stock:
Process — X 20,000
Process — Y 32,000
Process - Z 39,000
Finished stock 50,000
1,41,000
Less: Provision for unrealized profit 35,3p2
1,05,638

| Question 10 ‘

Pharma Limited produces product ‘Gluco-G’ which gEssthrough two processes before it is completed an
transferred to finished stock. The following dattates to March, 2014:

Process-I §) Process-1I ) Finished Stock §)
Opening Stock 1,50,000 1,80,00( 4,50,000
Direct materials 3,00,000 3,15,000 -
Direct Wages 2,24,000 2,25,000 -
Factory Overheads 2,10,000 90,000 -
Closing Stock 74,000 90,000 2,25,000
Inter process profit included in Opening stock NIL 30,000 1,65,000

Output of process | is transferred to process I2@tpercent profit on the transfer price, whereatpuat of
process Il is transferred to finished stock at 86cpnt on transfer price. Stock in processes dtedant prime
cost. Finished stock is valued at the price at wihids received from process Il. Sales for the thois %
28,00,000.

You are required to prepare Process-l A/c, Probeass, and Finished Stock A/c showing the profiement
at each stage.

Solution
Process- | Alc




. Profit . Profit
Particulars Total R) | Cost Q) Particulars Total R) | Cost €

® ®
To Opening Balance 1,50,0001,50,000 -| By Transfer to 10,80,000; 8,10,000 2,70,000
Process Il Alc

To Direct Material 3,00,000 3,00,000 -
To Direct Wages 2,24,000 2,24,000 -

6,74,000| 6,74,000 -
Less: Closing Stock 74,000 74,000 -
Prime Cost 6,00,000 6,00,000 -
To Factory Overhead 2,10,000 2,10,000 -
Total Cost: 8,10,000 8,10,000 -
Profit 25% on transfef 2,70,000 -| 2,70,000

price i.e. 3% on total cost

10,80,000/ 8,10,000 2,70,000 10,80,000 8,10,0000,200
Process- 1l Alc
Particulars Total R) | CostR) Pglt Particulars Total R) | Cost Q) Pglt
To Opening Stock 1,80,000 1,50,000 30,000 By Temsf | 22,50,000/ 15,15,000 7,35,000
Process Il Alc
To Direct Material 3,15,000  3,15,0Q00 -
To Direct Wages 2,25,000 2,25,000 -
To Transfer from Procegs10,80,000 8,10,000 2,70,000
| Alc
Prime Cost 18,00,000 15,00,000 3,00,000
Less: Closing Stock 90,000 75,000 15,000
17,10,000 14,25,000 2,85,000
To Factory Overhead 90,000 90,000 -
Total Cost: 18,00,000 15,15,000 2,85,J00
Profit 20% on transfef 4,50,000 -| 4,50,000
price i.e. 25% on cost
22,50,000; 15,15,000 7,35,000 22,50,000 15,15|0D35,000
3,00,000
Profit element in closing stock = m X 90,000 = 15,000
Finished Stock Alc
Particulars Total @) | CostQ) | Profit (%) | Particulars | Total X) | Cost®) | Profit ()
To Opening Stock 4,50,000 2,85,0p0 1,65,000 Byssale 28,00,000 16,50,000 11,50,000
To Transfer from| 22,50,000{ 15,15,000  7,35,000

Process-lI

27,00,000{ 18,00,000 9,00,000
Less: Closing Stock 2,25,000 1,50,0p0 75,000




Total Cost 24,75,000 16,50,000 8,25,d00
Profit 3,25,000 - 3,25,000
(Balancing Figure)

28,00,000/ 16,50,00p 11,50,000 28,00,000 16,50,0D0,50,000
Profit element in closing finished Stock :m ¥ 2,25,000 = 73,500

22,50,000
Calculation of Profit on Sale
Process Apparent Add: Unrealised Profit in Less: Unrealised Profitin | Actual Profit
Profit () Opening Stock §) Closing Stock §) ®
Process — | 2,70,000 - - 2,70,000
Process — Il 4,50,00D 30,000 15,000 4,65,00(
Finished Stock 3,25,000 1,65,000 75,000 4,15,000
10,45,000 1,95,000 90,000 11,50,000

Question 11

A product passes through three processes ‘X’, "l &'. The output of process ‘X’ and ‘Y’ is traresfed to
next process at cost plus 20 per cent each onférapsce and the output of process ‘Z’ is transddrto
finished stock at a profit of 25 per cent on trengirice. The following information are availabterespect of
the year ending 31st March, 2014:

Process-X Process-Y Process-Z Finished Stock
® ® ® ®

Opening stock 15,000 27,000 40,000 45,000
Material 80,000 65,000 50,000 --
Wages 1,25,00 1,08,000 92,000 --
Manufacturing Overheads 96,000 72,000 66,500 --
Closing stock 20,000 32,000 39,000 50,000
Inter process profit included in NIL 4,000 10,000 20,000
Opening stock

Stock in processes is valued at prime cost. Thehfad stock is valued at the price at which ieisaived from
process ‘Z'. Sales of the finished stock duringplkeeod wag 14,00,000.

You are required to prepare:

(iv) Process accounts and finished stock account shqwofiy element at each stage.
v) Costing Profit and Loss account.
(vi) Show the relevant items in the Balance Sheet.
Solution
Process ‘X’ Account
Dr. Cr.
Particulars Cost ) Pg‘lt TE)?t)al Particulars Cost R Pg‘lt TE)?t)al
To Opening Stock 15,000 - 15,000| By Process ‘Y’ | 2,96,000[ 74,000 3,70,000
Alc (Transfer)
To Material 80,000 - 80,000




To Wages 1,25,000 - | 1,25,000

Total 2,20,000 - | 2,20,000
Less: Closing stock 20,000 - 20,000
Prime Cost 2,00,000 - | 2,00,000
To Manufacturing| 96,000 - 96,000
Overheads

Total cost 2,96,000 - 2,96,000

To Costing Profit and Los 74,000f 74,000
Alc (20% on transfer Pric

or 25% on cost)

11 ")

2,96,000| 74,000 | 3,70,000 2,96,000| 74,000 3,70,000
Process ‘Y’ Account
Dr. Cr.
Particulars Cost ) Pgit T%al Particulars Cost R) Pgit Tz;t)al
To Opening Stock 23,000 4,000 27,000| By Process‘Z’ | 5,36,379| 2,26,121| 7,62,500
Alc (Transfer)
To Process ‘X’ Alc 2,96,000 74,000 3,70,000
To Material 65,000 -- 65,000
To Wages 1,08,000 -- | 1,08,000
Total 4,92,000 78,000 5,70,000
Less: Closing stock 27,621 4,379 32,000
Prime Cost 4,64,379 73,621 5,38,000
To Manufacturing| 72,000 -- 72,000
Overheads
Total cost 5,36,379 73,621 6,10,0p0
To Costing Profit and --11,52,500f 1,52,500
Loss Alc (20% on transfer
Price or 25% on cost)
5,36,379| 2,26,121| 7,62,500 5,36,3719 2,26,121 7,62,500
Process ‘Z' Account
Dr. Cr.
Particulars Cost Q) Pgit Total ) Particulars Cost ) Pgit Total )
To Opening Stock 30,000 10,000 40,000 By Finished Stock7,45,629| 5,50,371 12,96,000

Alc (Transfer)
To Process ‘Y’ Alc 5,36,379 2,26,121 7,62,500

To Material 50,000 - 50,000
To Wages 92,000 -- 92,000
Total 7,08,379 2,36,121  9,44,500
Less: Closing stock 29,250 9,750 39,000




Prime Cost 6,79,129 2,26,371  9,05,500
To Manufacturing| 66,500 -- 66,500
Overheads
Total cost 7,45,629 2,26,311  9,72,000
To Costing Profit and -- 1 3,24,000, 3,24,000
Loss Alc (25% on
transfer Price or 33
1/3% on cost)
7,45,629| 5,50,371 12,96,00? 7,45,629 5,50,371 12,96,000
Finished Stock Account
Dr. Cr.
Profit Profit
Particulars Cost Q) ® Total () Particulars Cost Q) ? Total ()
To Opening Stock 25,000 20,000 45,000 By Costi&gP | 7,41,862| 6,58,138 14,00,000
Alc Alc (Transfer)
To Process ‘Z' Alc 7,45,629 5,50,371 12,96,000
Total 7,70,629 5,70,371 13,41,000
Less: Closing stock 28,747 21,283 50,000
To Costing Profit and 7,41,862| 5,49,138 12,91,000
Loss Alc
1,09,000, 1,09,000
7,41,862 6,58,13§ 14,00,000 7,41,862 6,58,138001400
Costing Profit & Loss Account
for the year ending 31st March, 2014
Dr. Cr.
Particulars Amount %) Particulars Amount %)
To Provision for unrealized profit on35,362 By Provision for unrealized profit ¢r34,000
closing stock opening stock
(X 4,379 1 9,750 R 21,233) (X 4,000 + 10,000 R 20,000)
To Net Profit 6,58,138 By Process X Alc 74,000
By Process Y Alc 1,52,500
By Process Z Alc 3,24,000
By Finished Stock A/c 1,09,000
6,93,500 6,93,500
Workings:
Calculation of amount of unrealized profit on ctagistock:
Process ‘X’ = Nil
78,000
Process ‘Y’ = — X 32,000 =%4379.
5,70,000
2,236,121
Process ‘7’ = — X 39,000 =%9,750.
944,500




550,371

12,96,000
Balance Sheet as on 31st March, 2014 (Extract)

Finished stock X 50,000 =% 21,233.

Liabilities Amount ) Assets Amount %)
Net profit 6,58,138 Closing stock:

Process — X 20,000

Process - Y 32,000

Process - Z 39,000

Finished stock 50,000
1,41,000

Less: Provision for unrealized profit 35,362
1,05,638

Question 12 ‘

Pharma Limited produces product ‘Gluco-G’ which gEssthrough two processes before it is completed an
transferred to finished stock. The following dattates to March, 2014:

Process-I §) Process-1I ) Finished Stock §)
Opening Stock 1,50,000 1,80,00( 4,50,000
Direct materials 3,00,000 3,15,000 -
Direct Wages 2,24,000 2,25,000 -
Factory Overheads 2,10,000 90,000 -
Closing Stock 74,000 90,000 2,25,000
Inter process profit included in Opening stock NIL 30,000 1,65,000

Output of process | is transferred to process IR@tpercent profit on the transfer price, whereatput of
process Il is transferred to finished stock at 86cpnt on transfer price. Stock in processes dteedant prime
cost. Finished stock is valued at the price at Wihids received from process Il. Sales for the thois %
28,00,000.

You are required to prepare Process-I A/c, Prodeak:, and Finished Stock A/c showing the profitment
at each stage.

Solution
Process- | Alc
Particulars Total R) | Cost Q) Pgit Particulars Total R) | Cost Q) Pgit
To Opening Balance 1,50,0001,50,000 -| By Transferto | 10,80,000 8,10,000 2,70,0(
Process Il Alc
To Direct Material 3,00,000 3,00,000 -
To Direct Wages 2,24,000 2,24,000 -
6,74,000| 6,74,000 -

Less: Closing Stock 74,000 74,000 -
Prime Cost 6,00,000 6,00,000 -
To Factory Overhead 2,10,000 2,10,000 -




Total Cost: 8,10,000 8,10,000 -
Profit 25% on transfer 2,70,000 -| 2,70,000
price i.e. 3% on total cost
10,80,000f 8,10,000 2,70,000 10,80,000 8,10,0000,200
Process- Il Alc
Particulars Total R) | Cost Q) Pgit Particulars Total R) | CostR) Pz%fit
To Opening Stock 1,80,000 1,50,0p0 30,000 By Temsf | 22,50,000/ 15,15,000 7,35,000
Process Il Alc
To Direct Material 3,15,000  3,15,000 -
To Direct Wages 2,25,000 2,25,000 -
To  Transfer  from 10,80,000; 8,10,000 2,70,000
Process | Alc
Prime Cost 18,00,000 15,00,000 3,00,000
Less: Closing Stock 90,000 75,000 15,000
17,10,000; 14,25,000 2,85,000
To Factory Overhead 90,000 90,000 -
Total Cost: 18,00,000 15,15,000 2,85,J00
Profit 20% on transfer 4,50,000 -| 4,50,000
price i.e. 25% on cost
22,50,000; 15,15,000 7,35,0(|)0 22,50,000 15,15/0035,000
3,00,000
Profit element in closing stock = ——————— X 90,000 = 15,000
18,00,0600
Finished Stock Alc
Particulars Total @) | Cost®) | Profit (%) | Particulars | Total R) | Cost Q) | Profit (%)
To Opening Stock 4,50,000 2,85,0p0 1,65,000 BysSale 28,00,000 16,50,000 11,50,000
To Transfer from| 22,50,000{ 15,15,000 7,35,000
Process-II
27,00,000; 18,00,000 9,00,000
Less: Closing Stock 2,25,000 1,50,0p0 75,000
Total Cost 24,75,000 16,50,000 8,25,q00
Profit 3,25,000 - 3,25,000
(Balancing Figure)
28,00,000, 16,50,000 11,50,000 28,00,000 16,50,00050,000
7.35,000
Profit element in closing finished Stock =m X 2,25,000 = 73,500
Calculation of Profit on Sale
Process Appgrent Add: Unr_ealised Profit in Less: Un_realised Profit in Act_ual
Profit () Opening Stock §) Closing Stock §) Profit ()
Process — | 2,70,000 - - 2,70,000




Process — I 4,50,000 30,000 15,000 4,65,00(
Finished Stock 3,25,000 1,65,000 75,000 4,15,000
10,45,000 1,95,000 90,000 11,50,000

| Question 13

M J Pvt. Ltd. produces a product “SKY” which passie®ugh two processes, viz. Process-A and Prdgess-
The details for the year ending 31st March, 20®aarfollows:

Process — A Process — B
40,000 Units introduced at a cost of < 3,60,000 -
Material Consumed ¥ 2,42,000 2,25,000
Direct Wages ¥ 2,58,000 1,90,000
Manufacturing Expenses ¥ 1,96,000 1,23,720
Output in Units 37,000 27,000
Normal Wastage of Input 5% 10%
Scrap Value (per unit) %15 20
Selling Price (per unit) 3 37 61

Additional Information:

Solution :

(a) 80% of the output of Process-A, was passed ondon#xt process and the balance was sold. The
entire output of Process- B was sold.
(b) Indirect expenses for the year vé#a4,48,080.
(©) It is assumed that Process-A and Process-B amresponsibility centre.
Required:
0] Prepare Process-A and Process-B Account.
(ii) Prepare Profit & Loss Account showing the net priofiet loss for the year.
0] Process — A Account
Particulars Units | Amount (%) Particulars Units Amount ()
To Input 40,000 3,60,000 By Normal wastage 2,000 30,000
(2,000 units XX 15)
To Material -- 2,42,000 By Abnormal Loss Alc 1,000 27,000
(1,000 units X 27)
To Direct Wages - 2,58,000 By Process—B 29,600 7,99,20(
(29,600 units X 27)
To Manufacturing Exp. - 1,96,000 By Profit & Los&c 7,400 1,99,800
(7,400 units XX 27)
40,000 10,56,000 40,000 10,56,000
Rs. 10,56,000 — Rs.30,000
Cost per Unit = : : =% 27 per unit
40,000 units — 2,000 units
Normal Wastage = 40,000 units X 5% = 2,000 units
Abnormal Loss = 40,000 units(37,000 units+2,000 unitsy 1,000 units
Transfer to Process — B = 37,000 units X 80% =@9 its
Sale = 37,000 units X 20% = 7,400 units
Particulars Units Amount (%) Particulars Units Amount (%)
To Process — A Alc 29,600 7,99,2({)0 By Normal wastag 2,960 59,200




(2,960 units XX 20)
To Material 2,25,000 By Profit & Loss A/lc 27,000 12,96,000
(27,000 units X 48)
To Direct Wages 1,90,000
To Manufacturing Exp. 1,23,720
To Abnormal Gain Alc 360 17,280
(360 units XX 48)
29,960 13,55,20( 29,96 13,55,2p0
Rs. 13,37,920 — R5.59,200
Cost per Unit = : : =% 48 per unit
29,600 units — 2,960 units
Normal Wastage = 29,600 units X 10% = 2,960 units
Abnormal Loss = (27,000 units + 2,960 Units) 29600 units = 360 units
Particulars Amount (%) Particulars Amount (%)
To Process — A Alc 1,99,800 By Sales:
To Process — B Alc 12,96,000 -Process - A 2,73,800
(7,400 units X 37)
To Abnormal Loss A/c 12,000 - Process—B 16,47,000
(27,000 units X 61)
To Indirect Expenses 4,48,080 By Abnormal Gain 20,0
By Net Loss 25,00(
19,55,880 19,55,880
Working Notes :
Normal wastage (Loss) Account
Particulars Units | Amount () Particulars Units | Amount ()
To Process — A Alc 2,000 30,000 By Abnormal Gaio A 360 7,200
(360 units XX 20)
To Process — A Alc 2,960 59,200 By Bank (Sales) 0@ 6 82,000
4,960 89,200 4,960 89,200
Abnormal Loss Account
Particulars Units | Amount (%) Particulars Units | Amount ()
To Process — A Alc 1,00p 27,000 By Bank Alc 1,000 15,000
(1,000 units XX 15)
By Profit & Loss Alc -- 12,000
1,000 27,000 1,000 27,000
Abnormal Gain Account
Particulars Units | Amount (%) Particulars Units | Amount ()
To Normal Loss Alc 36( 7,200 By Process—B Alc 360 17,280
To Profit & Loss Alc 10,080
360 17,280 36( 17,280




EQUIVALENT PRODUCTION

CONCEPT

| Question 1.

Calculate the value of Closing WIP, Finished Gofsdm the following information by FIFO Method :
1) Opening WIP: 1000 unit

ltem Cost (Rs.) LOC ( Level of completion )
Material 3000 40%

Labour 4000 50%

Overheads 1000 60%3

2) Finished Goods produced 8000 units .
3) Closing WIP 3000 units

ltem LOC

Material 20%

Labour 30%

Overheads 40%

4) Other expenses during the year:

Material 100000

labour 30000

Overheads 25000
Answer : Material Labour Overhead
Equivalent production (Units ) 8200 8400 8600
Cost per Unit  (Rs.) 12.1951 3.5714 2.9070

Finished Goods Clo.WIP AG or AL

Valuation(Rs.) 148981 14019 -

| Question 2.

Calculate the value of Closing WIP, Finished Gofsdm the following information by FIFO Method :
1) Opening WIP: 2000Units

ltem Cost (Rs.) LOC ( Level of completion)
Material 3000 20%

Labour 4000 30%

Overheads 1000 40%

2) Units introduced during the year 15000 units .
3) Finished Goods produced 12000 units .
4) Closing WIP 5000 units

Item LOC
Material 30%
Labour 40%
Overheads 50%
5) Other expenses during the year:
Material 30000




Labour 40000

Overheads 10000
Answer : Material Labour Overhead
Equivalent production (Units ) 13100 13400 130
Cost per Unit  (Rs.) 2.2901 2.9851 0.73
Finished Goods Clo.WIP AG or AL
Valuation(Rs.) 76171 11230 -

| Question 3.

Calculate the value of Closing WIP, Finished Gofsdm the following information by FIFO Method :
1) Opening WIP: 2000 Units

ltem Cost (Rs.) LOC ( Level of completion )
Material 3000 40%

Labour 4000 30%

Overheads 5000 50%

2) Units introduced during the year 10000 units .

3) Finished Goods produced 8000 units .

4) Normal loss 10% of input estimated to realize Rper unit.
5) Closing WIP 3000 units

ltem LOC

Material 30%

Labour 40%

Overheads 50%

5) Other expenses during the year:

Material 20000

Labour 30000

Overheads 10000
Answer : Material Labour Overhead
Equivalent production (Units ) 8100 8600 8500
Cost per Unit  (Rs.) 2.34571 3.4884 1.1765

Finished Goods Clo.WIP AG or AL

Valuation (Rs.) 62940 8062 -

| Question 4.

Calculate the value of Closing WIP, Finished Gofvdm the following information by FIFO Method :
1) Opening WIP: 3000Units

Item Cost (Rs.) LOC ( Level of completion )
Material 1000 20%

Labour 2000 30%

Overheads 3000 40%

2) Units introduced during the year 20000 units .
3) Finished Goods produced 15000 units .
4) Normal loss 5% of input, estimated to realize Rper unit.




5) Closing WIP 7000 units

Item LOC

Material 30%

Labour 40%

Overheads 50%

6) Other expenses during the year:

Material 50000

Labour 40000

Overheads 30000
Answer : Material Labour Overhead
Equivalent production (Units ) 16500 16900 1780
Cost per Unit  (Rs.) 2.9091 2.3669 1.7341

Finished Goods Clo.WIP AG or AL

Valuation (Rs.) 105194 18805 -

Question 5.
Calculate the value of Closing WIP, Finished Gooded abnormal loss from the following informatibg FIFO
Method :

1) Opening WIP: 5000Units

Item Cost (Rs.) LOC ( Level of completion )
Material 2000 20%

Labour 3000 30%

Overheads 4000 40%

2) Units introduced during the year 20000 units .

3) Finished Goods produced 15000 units .

4) Normal loss 5% of output, estimated to rease 1 per unit.
5) Closing WIP 10000 units

ltem LOC
Material 30%
Labour 40%
Overheads 50%
5) Other expenses during the year:
Material 60000
Labour 40000
Overheads 30000
6) The loss is estimated to be complete as follows
Item LOC
Material 40%
Labour 50%
Overheads 60%
Answer : Material Labour Overhead
Equivalent production (Units ) 16860 17275 1769
Cost per Unit  (Rs.) 3.5083 2.3155 1.6959
Finished Goods Clo.WIP AG or AL




| Valuation(Rs.) 111422 22614 4115 |

| Question 6. ‘

Calculate the value of Closing WIP, Finished Goodsd abnormal gain from the following informatiby FIFO
Method :

1) Opening WIP: 6000Units

ltem Cost (Rs.) LOC ( Level of completion )
Material 2000 20%

Labour 3000 30%

Overheads 4000 40%

2) Units introduced during the year 30000 units .

3) Finished Goods produced 20000 units .

4) Normal loss 10% of output, estimated to reaise 1 per unit.
5) Actual Loss 2000 Units

5) Closing WIP 14000 units

ltem LOC

Material 30%

Labour 40%

Overheads 50%

5) Other expenses during the year:

Material 30000

Labour 40000

Overheads 50000
Answer : Material Labour Overhead
Equivalent production (Units ) 23900 24700 2580
Cost per Unit  (Rs.) 1.2092 1.6194 1.9608

Finished Goods Clo. WIP AG or AL

Valuation(Rs.) 95716 27874 4310

| Question 7.

Calculate the value of Closing WIP, Finished Goodsd abnormal gain from the following informatiby FIFO
Method :

1) Opening WIP: 8000Units

Item Cost (Rs.) LOC ( Level of completion )
Material 5000 20%

Labour 4000 40%

Overheads 2000 30%

2) Units introduced during the year 40000 units .
3) Finished Goods produced 30000 units .
4) Normal loss 10% of output, estimated to reaise 2 per unit.
5) Actual Loss 3000 Units
5) Closing WIP 15000 units
Item LOC
Material 20%




Labour

Overheads

10%
40%

6) Other expenses during the year:

Material 80000

Labour 60000

Overheads 40000
Answer : Material Labour Overhead
Equivalent production (Units ) 31100 28000 3380
Cost per Unit  (Rs.) 2.3601 2.1429 1.2012

Finished Goods Clo.WIP AG or AL

Valuation(Rs.) 168610 17501 1711

| Question 8.

Calculate the value of Closing WIP, Finished Goodsd abnormal loss from the following informatiby FIFO
Method :

1) Opening WIP: 4000Units

Item Cost (Rs.) LOC ( Level of completion )
Material-1 20000 -

Material-2 24000 40%

Labour 14400 60%

Overheads 7200 60%

2) Material received from the previous process0f00nits for Rs. 171000.
3) Finished Goods produced 20000 units .

4) Normal loss 5% of input, estimated to realize R50 per unit.

5) Actual Loss 4000 Units

Item LOC
Material 40%
Labour 80%
Overheads 80%
6) Closing WIP 20,000 units
Item LOC
Material 60%
Labour 50%
Overheads 50%
7) Other expenses during the year:
Material 79000
Labour 138230
Overheads 69120
Answer : Mat. -1 Mat.-2 Lab. OH
Equivalent production (Units) 38000 31200 29200 29200
Cost per Unit  (Rs.) 4.4211 2.5321 4.7339 &3
Finished Goods Clo.WIP AG or AL
Valuation (Rs.) 307903 189817 22230




Question 9.

Calculate the value of Closing WIP, Finished Goodsd abnormal loss from the following informatiby FIFO
Method :

1) Opening WIP: 4000Units

Item Cost (Rs.) LOC ( Level of completion )
Material-1 10000 -

Material-2 8000 40%

Labour 10000 60%

Overheads 6000 80%

2) Material received from the previous process0800nits for Rs. 10 each.
3) Finished Goods produced 20000 units .

4) Normal loss 5% of output, estimated to reaRse 1 per unit.

5) Actual Loss 2000 Units

ltem LOC
Material 40%
Labour 60%
Overheads 50%
6) Closing WIP 12,000
ltem LOC
Material 40%
Labour 60%
Overheads 60%
7) Other expenses during the year:
Material 40000
Labour 50000
Overheads 60000
Answer : Mat. -1 Mat.-2 Lab. OH
Equivalent production (Units) 28900 23560 25340 24450
Cost per Unit  (Rs.) 10.3426 1.6978 1.9732 4240
Finished Goods Clo.WIP AG or AL
Valuation(Rs.) 306677 164136 12089

| Question 10.

Calculate the value of Closing WIP, Finished Goodsd abnormal gain from the following informatiby FIFO
Method :

1) Opening WIP: 6000Units

ltem Cost (Rs.) LOC ( Level of completion )
Material-1 10000 -

Material-2 8000 40%

Labour 6000 60%

Overheads 4000 80%

2) Material received from the previous process0f00nits for Rs. 360000.
3) Finished Goods produced 30000 units .
4) Normal loss 5% of input, estimated to realize R00 per unit.
5) Actual Loss 1500 Units
Item LOC




Material
Labour
Overheads
6) Closing WIP
Item
Material
Labour
Overheads

40%
80%
80%

LOC

30%

50%
60%

7) Other expenses during the year:

Material 40000

Labour 30000

Overheads 20000
Answer : Mat. -1 Mat.-2 Lab. OH
Equivalent production (Units) 38000 31450 33150 33400
Cost per Unit  (Rs.) 9.3684 1.2719 0.9050 )5

Finished Goods Clo.WIP AG or AL

Valuation (Rs.) 326931 153146 6072
Valuation(Rs.) 106455 31398 1952

Question 11.

Calculate the value of Closing WIP, Finished Goaatsd abnormal gain from the following informatiby Weighted

Average Method

1) Opening WIP: 4000Units

ltem Cost (Rs.) LOC ( Level of completion )
Material 3000 20%

Labour 2000 30%

Overheads 1000 40%

2) Units introduced during the year 30000 units .

3) Finished Goods produced 25000 units .

4) Normal loss 5% of output, estimated to reaRse 2 per unit.
5) Actual Loss 1000 Units

6) Closing WIP 8000 units

Item
Material
Labour
Overheads

LOC

40%

60%
80%

7) Other expenses during the year:

Material 80000

Labour 40000

Overheads 20000
Answer : Material Labour Overhead
Equivalent production (Units ) 27900 29500 3100
Cost per Unit  (Rs.) 2.8817 1.4237 0.6752

Finished Goods Clo.WIP AG or AL

Valuation(Rs.) 124515 20377 1494




Question 12.

Calculate the value of Closing WIP, Finished Goaatsd abnormal gain from the following informatibp Weighted
Average Method

1) Opening WIP: 6000Units

ltem Cost (Rs.) LOC ( Level of completion )
Material 8000 40%

Labour 4000 50%

Overheads 2000 60%

2) Units introduced during the year 40000 units .

3) Finished Goods produced 35000 units .

4) Normal loss 5% of input, estimated to realR=e 1 per unit.
5) Actual Loss 3000 Units

ltem LOC
Material 20%
Labour 30%
Overheads 40%

6) Closing WIP 8000 units

ltem LOC
Material 80%
Labour 60%
Overheads 70%
7) Other expenses during the year:
Material 100000
Labour 80000
Overheads 60000
Answer : Material Labour Overhead
Equivalent production (Units ) 41600 40100 4100
Cost per Unit  (Rs.) 2.5481 2.0948 1.5122
Finished Goods Clo.WIP AG or AL
Valuation(Rs.) 215429 34831 1743
FORYOURPRACTICE
Question 1. CA Inter Nov.1995

Process 2 receives units from process 1 and adteying out work on the units transfers them todess 3. For the
accounting period the relevant data were as follows

Opening WIP 200 units (25% complete) valued at s. 500
800 units received from Process 1 valued at 8B30
840 units were transferred to Process 3
Closing WIP 160 units (50% complete)
The costs of the period were RS. 33160 and ns wséte scrapped.
Required :
Prepare the Process Account for Process 2 usingubrage Cost method of valuation.




Solution

Dr. Process | Alc Cr.
Particulars Unit Rs.| Particulars Unit Rs
To Opening WIP 200 5,000| By Process Il 840| 42,694
To Process | 800 8,600 | By Closing WIP 160 4,066
To Cost - 33,160
1,000 46,760 1,000 46,760
Working note (i)
Material Labour O/H
Input Particular Output LOC Eq. LOC Eq. LOC Eq. uni t
Input:- unit unit
200 Opening WIP
800 Introduction
Output:-
FG 840 100% 840 100% 840 100% 840
Closing WIP. 160 50% 80 50% 80 50% 80
1,000 1,000 920 920 920
(i)  Normal cost p.u.= 8600 + 5000 + 33168 50.8261
920

(i) Valuation:-
FG =840 x 50.8261 = 42694
Closing WIP = 80 x 50.8261 = 4066

| Question 2. CA Inter May1998
The following data relate to Process Q:
0] Operating work-in-process 4000 units
Degree of completion :
Materials 100 % Rs. 24000
Labour 60% Rs. 14400
Overheads 60% Rs. 7200

(ii) Received during the month of April, 1998 frdPnocess P:
40000 units Rs. 171000

(i) Expenses incurred in Process Q during thentino
Materials Rs. 79000
Labour Rs. 138230
Overheads Rs. 69120
(iv) Closing work-in-process 3000 units
Degree of completion :
Materials 100 %
Labour & Overheads 50 %
v) Units scrapped 4000 units
Degree of completion :
Materials 100 %
Labour & Overheads 80%




(vi) Normal loss : 5% of current input.
(vii) Spoiled goods realized Rs. 1.50 each on sale.
(viii)  Completed units are transferred to warehouse

Required :
Prepare : (i) Equipment units statement
(ii) Statement of cost per equivalent unit aoighitcost
(iii) Process Q Account
(iv) Any other account necessary.
Solution a)
Dr. Process Q Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 4,000| 4,56,000] By Normal Loss 2,000 3,000
To Material Il 79,000| (40,000 x 5%)
To Material | 40,000| 1,71,000| By Abnormal Loss 2,000 21800
To Labour 1,38,230| By FG 37,000 450400
To Overhead 69,120 By Closing WIP 3,000 27750
44,000 5,02,95( 44,000 5,02,950

b) Statement for equivalent production units

Input | Particulars Output Material | Material 1l Labo ur Overhead

LOC E/units | LOC | E/units | LOC |E/units | LOC |E/units

Input:

4,000 | Opening WIP
40,000 Introduced
Output:
Normal Loss 2,000

Abnormal loss|  2,000| 100%| 2,000| 100%| 2,000/ 80% | 1,600| 80% | 1,600

EG:
Opening WIP | 4,000 0o - 0% -| 40%| 1,600| 40%| 1,600
Introduced 33,000| 1009% | 33,000 100%| 33,000| 100% | 33,000 100% | 33,000
Closing WIP 3,000| 100%| 3,000 100%| 3,000/ 50% | 1,500| 50% | 1,500
44,000 44,000 38,000 38,000 37,7p0 37,700
c) Calculate normal cost p.u.
Element Workings Rs. p.u.
Material | 171000 — 3000 44211
38000
Material Il 79000 2.0790
38000
Labour 138230 3.6666
37700
Overhead 69120 1.8334
37700 12.0001
d) Valuation of Output
(i) FG Produced — Opening WIP — PY 45,600
CY : Material | [0 x 4.4211] 0




Material 11 [0 x 2.0790] 0

Labour [1,600 x 36,666] 5866.36
Overhead [1,600 x 1.8334] 2933.44
Introduced [33,000 x 12.0001] 396003.3
4,50,403.3
(i) Closing WIP
CY : Material | [3,000 x 4.4211] 268.3
Material Il [3,0002:0790] 6237
Labour [1,500 x 366 5499.9
Overhead [1,500 x3B4]| _2750.1
27750.3
(iif) Abnormal Loss
Material | [2,000 x 4141 8842.2
Material Il [2,000 x Z90] 4158
Lobour [1,600 x 3.6666] 5866.56
Overhead [1,600 x 1.8334 2933.44
21800.2
Question 3. CA Inter May 1999

Following information is available regarding prosésfor the month of February, 1999:
Production Record

Units in process as on 1.2.1999 4000

(All materials used, 25% complete for labour andrbead)

New units introduced 16000

Units completed 14000

Units in process as on 28.2.1999 6000

(All materials used, 33/3% complete for labour and overhead)

Cost Records

Work-in-process as on 1.2.1999 Rs.

Materials 6000

Labour 1000

Overhead _1000

_8000

Cost during the month:

Materials 25600

Labour 15000

Overhead _ 15000
55600

Presuming that average method of inventory is ysexhare:
i) Statement of equivalent production.

i) Statement showing cost for each element.

iii) Statement of apportionment of cost.

iv) Process cost account for process A.




Solution a)

Dr. Process A Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 4,000 8,000
To Direct material 16,000 25,600| By FG Produced 14,000f 50,120
To Labour - 15,000| By Closing WIP 6,000 13,480
To Overhead - 15,000

20,000 63,600 20,00D 63,600

b) Statement for calculation of equivalent no. of nits

Input | Particulars Output Material Labour Overhead

LOC E/units LOC E/units | LOC E/units

Inputs:
4,000| Opening WIP
16,000| Introduced

Output:

FG Produced 14,000\ 100%| 14,000/ 100%| 14,000/ 100%| 14,000

Closing WIP 6,000 100% 6,000 | 33%% 2,000 33/4% 2,000
20,000 20,000 20,000 16,000 16,000

c) Statement of weighted average cost p.u.

Elements Workings Cost p.u.
Material 25600 + 6000 1.58
20000
Labour 15000 + 1000 1
16000
Overhead 15000 + 1000 1
16 _3.58
d) Statement for valuation of Output
(i) FG Produced = 14,000 x 3.58 = 50,120
(i) Closing WIP : Material [6,000 x 1.50] 9,480
Labour [2,000 x 1] 0ao
Overhead [2,000 x 1] __00m
13,480
| Question 4. CA Inter May 2001

The following information is given in respect ofdeéess No.3 for the month of January, 2001.
Opening stock — 2000 units made-up of:

Direct Materials-I Rs. 12350
Direct Materials-II Rs. 13200
Direct Labour Rs. 17500
Overheads Rs. 11000

Transferred from Process No.2: 20000 units @ R8.ped unit.
Transferred to Process N0.4:17000 units.
Expenditure incurred in Process No.3:




Direct Materials Rs. 30000

Direct labour Rs. 60000

Overheads Rs. 60000

Scrap: 1000 units — Direct Materials 100%, Direabbur 60%, Overheads 40%.

Normal Loss 10% of production.

Scrapped units realized Rs.4 per unit.

Closing Stock:4000 units — Degree of completionireEt Materials 80%, Direct Labour 60% and Overlsedd.
Prepare Process No.3 Account using average pritigohealong with necessary supporting statements.

Solution a)

Dr. Process No. 3 Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 2,000 54,050| By Normal Loss 1,800 7,200
To Matterial | 20,000 1,20,000| [2,000 + 20,000 — 4,000] x 10%

To Direct material - 30,000| By FG 17,000( 2,81,822
To Labour - 60,000| By Closing WIP 4,000| 48,290
To Overhead - 60,000
To Abnormal Gain 800 13,262

22,800 3,37,317 22,800 3,37,312

b) Statement for calculation of equivalent no. of nits

Input | Particulars | Output Material | Material 11 Lab our Overhead

LOC | E/units | LOC |E/units | LOC [E/units |LOC |E/units

Input:
2,000 | Opening

20,000 WIP

Introduced

Output; 1,800 ] ) ]
Normal Loss|  (800) | 100%| (800)| 100%| (800)| 100%| (800)| 100%| (800)

Abnor. Gain | 17,000| 100%| 17,000| 100%| 17,000| 100%| 17,000| 100%| 17,000
FG Produced 4,000 100%| 4,000 80%| 3.200| 60%| 2400| 40%| 1,600

22,000| C1SINg WIP 725 oac 20,20 19,400 18,600 17,800
c) Statement for calculation of weighted average sbp.u.
Elements Workings Rs. p.u.
Material | 12350 + 120000 — 7200 6.1955
20200

Material Il 13200 + 30000 2.2268
19400

Labour 17500 + 60000 4.1667
18,600

Overhead 11000 + 60,000 3.9888
17,800 16.5778

d) Valuation of Output
(i) FG Produced = 17,000 x 16.5778 = 281822.6
(i) Closing WIP :




Material | [4,000 x 6.1955] 24,782

Material 1l [3,200 x 2.2268] 7126.7

Labour [2,400 x 4.1667] 10000.08

Overhead [1,600 x 3.9888] 6382.08

48289.92
(iii) Abnormal Gain = 800 x 16.5778 = 13262.24
| Question 5. CA Inter Nov. 2003
From the following information for the month of @bier 2003, prepare Process Il Cost accounts:
Opening WIP in Process Il : 1800 units at R&O@D
Transfer from Process |l : 47700 units at RGER5
Transferred to Warehouse : 43200 units
Closing WIP of Process Il : 4500 units
Units scrapped : 1800 units
Direct material added in Process IlI : Rs.177840
Direct Wages X Rs.87840
Production overheads : Rs.43920
Degree of completion :
Opening Stock Closing Stock Scrap

Material 80% 70% 100%
Labour 60% 50% 70%
Overheads 60% 50% 70%

The normal loss in the process was 5% of the pittatuand scrap was sold @ Rs.6.75 per unit.

Solution a)

Dr. Process Il Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 1,800 27,000| By Normal Loss 2,250 15,188
To Process Il 47,700| 5,36,625| [1,800 + 47,700 — 4,500] x 5%

To Direct material - | 1,77,840| By FG Produced 43,200| 7,95,373
To Direct wages - 87,840| By Closing WIP 4,500 70,977
To Prod. Overhead - 43,920
To Abnormal Gain 450 8,313
49,950 8,81,534 49,950 8,81,588
b) Statement for calculation of equivalent no. of nits
Material | Material Il Labour Overhead
Input | Particulars Output
LOC | Elunits | LOC |E/units | LOC |E/units |LOC |E/units
Input:

1,800| Opening WIP
47,700| Introduced

Output;

Normal Loss 2,250 - - - - - - - -
Abnormal Gain (450) | 100% | (450)| 100%| (450)| 100% | (450)| 100% | (450)
EG:

Opening WIP 1,800 0% - | 20% 360 | 40% 720 | 40% 720




Introduced 41,400| 100% | 41,400| 100% | 41,400| 100% | 41,400| 100% | 41,400

Closing WIP 4,500| 100%| 4,500 70% | 3,150 50% | 2,250| 50% | 2,250
49,500 49,500 45,450 44,460 43,920 43,920
c) Calculate normal cost p.u.
Elements Workings Rs. p.u.
Material | 536625 — 15188 11.4728
45450
Material Il 177840 4
44460
Labour 87840 2
43920
Overhead 43920 1
43920 18.4728
d) Valuation of Output
(i) FG Produced : PY : Opening WIP 27,000
CY : Material | [0 x 17.28] 0
Material Il [3604] 1,440
Labour [270 x 2] 1,440
Overhead [720]x 1 _ 720
30,600
Introduced [4104% 18.4728] 764773.92
795373.92
(i) Closing WIP : CY : Material | [4,500 x 11.48P 51627.6
Material Il [3,05 4] 12,600
Labour [2,250k 2 4,500
Overhead [2,250]x 2,250
70977.6

(iii) Abnormal Gain = 450 x 18.4728 = 8312.76

| Question 6. CA PE Il Nov. 2005

From the following information for the month of @ber 2005, prepare Process Il Cost accounts. U@ Method to
value equivalent production.

Direct Material Added in Process llI : 2,000 uratsks. 25,750
(Opening WIP)
Transfer from Process Il : 53,000 units at Rs. 400
Transferred to Process IV : 48000 units
Closing stock of process Il : 5000 units
Units scrapped : 2000 units
Direct material added in Process Il : Rs. 197600
Direct Wages : Rs. 97600
Production overheads : Rs. 48800
Degree of completion :
Opening Stock Closing Stock Scrap
Material 80% 70% 100%
Labour 60% 50% 70%




Overheads 60% 50% 70%
The normal loss in the process was 5% of the primuand scrap was sold @ Rs. 3. per unit.

Solution a)

Dr. Process Il Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 2,000 25,750| By Normal Loss 2,500 7,500
To Process Il 53,000 4,11,500| [2,000 + 53,000 — 5,000] x 5%
To Direct material 1,97,600| By Process IV 48,000| 7,21,328
To Direct wages 97,600| By Closing WIP 5,000 59,585
To Prod. Overhead 48,800
To Abnormal Gain 500 7,163
55,500| 7,88,413 55,500 7,88,413
b) Statement for calculation of equivalent no. of nits
Material | Material 1l Labour Overhead
Input | Particulars Output
LOC | Elunits | LOC | E/units | LOC |E/units |LOC |E/units
Input:
2,000 | Opening WIP
53,000 Introduced
Output:
Normal Loss 2,500 - - - - - - - -
Abnormal Gain | (500) | 100% | (500)| 100% | (500) | 100% | (500) | 100% | (500)
EG:
Opening WIP 2,000 0% - 20% 4,000 40% 8,000 40% 8,000
Introduced 46,000| 100% | 46,000| 100% | 46,000 100% | 46,000 100% | 46,000
Closing WIP 5,000 | 100% 5,000 70% 3,500 50% 2,500 50% 2,500
55,000 55,000 50,500 53,000 56,000 56,(1)00
c) Calculation of normal cost p.u.
Elements Workings Rs. p.u.
Material | 411500 — 7500 8
50,500
Material 1l 197600 3.7283
53,000
Labour 97,600 1.7429
56,000
Overhead 48,800 0.8714
56,000 14.3426
d) Valuation of Output
(i) FG Produced : PY : Opening WIP 25,750
CY : Material | [0 x 8] -
Material Il [4,06 3.7283] 14913.2
Labour [8,000 ¥429] 13943.2
Overhead [8,000.8714] 6971.2
61577.6
Introduced [46000 14.3426] 659759.6




721337.2

(i) Closing WIP : CY : Material | [5,000 x 8] 4000
Material Il [3,8G 3.7283] 13049.05

Labour [2,50Q 7429] 4357.25

Overhead [2,500.8714] 2178.5

59584.8

(iii) Abnormal Gain = 500 x 14.3426 = 7163

| Question 7.

CA PE Il May 2006

A Company produces a component, which passes thrioum processes. During the month of April, 200Gemals for

40,000 components were put into Process | of wBi2}900 were completed and transferred to Procedshtdse not
transferred to Process Il were 100% complete amdterials cost and 50% complete as to labour aedheads cost.
The Process | costs incurred were as follows:

Direct Materials Rs. 15,000
Direct Wages Rs. 18,000
Factory Overheads Rs. 12,000

Of those transferred to Process Il, 28,000 uniteeveempleted and transferred to finished goodsestorhere was a
normal loss with no salvage value of 200 unitsriocess Il. There were 1,800 units, remained urifadsin the process
with 100% complete as to materials and 25% compalsteegard to wages and overheads.

No further process material costs occur after duation at the first process until the end of theosid process, when

protective packing is applied to the completed congmts. The process and packing costs incurredeagnd of the
Process Il were:

Packing Materials Rs. 4,000
Direct Wages Rs. 3,500
Factory Overheads Rs. 4,500

Required :
(i) Prepare statement of Equivalent Productiont@es unit and Process | Alc
(i) Prepare statement of Equivalent Productiorst@er unit and Process Il Alc

Solution (i) a)
Dr. Process | Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Direct material 40,000 15,000 By Process I 30,000| 36,964
To Direct wages - 18,000| By Closing WIP 10,000 8,036
To Factory overhead - 12,000 (b/f)
40,000 45,000 40,000 45,000
b) Statement for calculation of equivalent no. of nits
D. Material D. Labour Overhead
Input | Particulars Output
LOC E/units LOC E/units LOC E/units
Input:
- | Opening WIP
40,000/ Introduced
Output:
FG 30,000, 100% 30,000, 100% 30,000, 100% 30,000
Closing WIP 10,000| 100% 10,000 50% 5,000 50% 5,000
40,000 40,000 40,000 35,000 35,000




c) Calculation of normal cost p.u.

Elements Workings Rs. p.u.

Material 15,000 0.375
40,000

Labour /18,000 0.5143
35,000

Overhead 12,000 0.3429
35,000 _1.2322

d) Valuation
FG = 30,000 x 1.2322 = 36,966
Closing WIP : Material [10,000 x 0.375] = 3,750
Labour [5,000 x 0.5143] = 2571.5
Overhead [5,000 x 0.3429] 1714.5

_ 8036
(ii) a)
Dr. Process Il Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Process | 30,000 36,964 | By Normal Loss 200 -
To Packing material - 4,000
To Direct wages - 3,500 | By FG Produced 28,000, 46,605
To Factory overhead - 4,500 By Closing WIP 1,800 2,359
30,000 48,964 30,000 48,964
b) Calculation of equivalent no. of units
Material Packing Mat. Labour Overhead
Input | Particulars Output
LOC | E/units | LOC |E/units | LOC |E/units |LOC |E/units
Input:
30,000| Opening WIP
Introduced
Output;
Normal Loss 200 - - - - - - - -
FG 28,000| 100% | 28,000| 100%| 28,000| 100% | 28,000| 100% | 28,000
Closing WIP 1,800| 100%| 1,800 0% - | 25% 450 | 25% 450
30,000 30,000 29,800 28,0(|}0 28,4150 28,450
c) Calculation of normal cost p.u.
Elements Workings Rs. p.u.
Material 36,964 1.2404
29,800
Packing material 4,000 0.1429
28,000
Labour 3,500 0.1230
28,450
Overhead 4,500 0.1581
28,450 1.6644




d) Valuation
FG = 28,000 x 1.6644 = 46,603.2

Closing WIP:
Material [1,800 x 1.2404] = 2232.72
Labour [450 x 0.1230] = 55.35
Overhead [450 x 0.1581] = 75.14
2359.215
| Question 8. CA PE Il Nov. 2006

A Chemical Company carries on production operaitictivo processes. The material first pass througltéss |, where
Product ‘A’ is produced.

Following data are given for the month just ended:

Material input quantity 2,00,000 kgs.
Opening work-in-progress quantity

(Material 100% and conversion 50% complete) 40KG8.
Work completed quantity 1,60,000 Kgs.
Closing work-in-progress quantity

(Material 100% and conversion two-third complete) 0,080 Kgs.

Material input cost Rs. 75,000

Processing cost Rs. 1,02,000

Opening work-in-progress cost

Material cost Rs. 20,000

Processing cost Rs. 12,000

Normal process loss in quantity may be assumee @20B6 of material input. It has no realizable value

Any Quantity of Product ‘A’ can be sold for Rs. Q.per kgs.

Alternatively, it can be transferred to Proces®tifurther processing and then sold as Produck’ far Rs. 2 per kg.

Further materials are added in Process Il, whieldyiwo kgs of product ‘AX’ for every kg of Produ&’ of process I.

Of the 1,60,000 kgs per month of work completegrimcess |, 40,000 kgs are sold as Product ‘A’ 28,000 kgs are
passed through Process Il for sale as Product ‘Rxdcess Il has facilities to handle upto 1,60,k@9 of Product ‘A’

per month, if required.

The monthly costs incurred in Process Il (othenttie cost of Product ‘A’) are:

1,20,000 kgs of Product ‘A’ 1,60,000 kgs of Pradiac
Input Input
Materials Costs Rs. 1,32,000 Rs. 1,76,000
Processing Costs Rs. 1,20,000 Rs. 1,40,000

Determine, using the weighted average cost metthedgost per kg of product ‘A’ in Process | andueabf both work
completed and closing work-in-progress for the rhqust ended.

Solution a)
Dr. Process | Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 40,000 32,000| By Normal Loss 40,000 -
To Direct material 2,00,000 75,000| By Abnormal Loss (b/f) 10,000 10,750




To Processing cost 1,02,000 ByFG 1,60,000| 1,72,000
By Closing WIP 30,000| 26,250
2,40,000, 2,09,000 2,40,000 2,09,000
b) Statement for calculation of eq. no. of units
Input Particulars Output Material Cost

LOC E/units LOC E/units

Input:
40,000| Opening WIP
2,00,000| Introduced

Output:
Normal Loss 40,000 - - - -
Abnormal Loss 10,000 100% 10,000 100% | 10,000
FG produced 1,60,000 100%| 1,60,000 100% | 1,60,000
Closing WIP 30,000 100% | 30,000 2/ 20,000
2,40,000 2,40,000 2,00,0Q0 1,90,000
c) Calculation of normal cost p.u.
Elements Workings Rs. p.u.
Material 75,000 + 20,000 0.475
2,00,000
Processing cost 1,02,000 + 12,000 0.6
1,90,000 _1.075
d) Valuation
() FG=1,60,000 x 1.075 1,72,000
(i) Abnormal Loss = 10,000 x 1.075 10,750
(iii) Closing WIP : Material [30,000 x 0.475] 146Q
Cost [20,000 x 0.6] _ 1700
26,250
Question 9. Nov. — 2007 CA PCC

ABC Limited manufactures a product ‘ZX’ by usingetprocess namely RT. For the month of May, 2007 faHowing
dates are available:

Process RT

Material introduced (units) 16,000
Transfer to next process (units) 14,400
Work in process:

At the beginning of the month (units) 4,000
(4/5 completed)

At the end of the month (units) 3,000

(2/3 completed)
Cost records:
Work in process at the beginning of the month

Material Rs. 30,000
Conversion cost Rs. 29,200




Cost during the month ;: materials Rs. 1,20,000
Conversion cost Rs. 1,60,800
Normal spoiled units are 10% of goods finished ottpansferred to next process.

Defects in these units are identified in theirdhed state. Material for the product is put inpghecess at the beginning

of the cycle of operation, whereas labour and oitiirect cost flow evenly over the year. It hasrealizable value for
spoiled units.

Required :

i. statement of equivalent production (Average caesthaod);
ii. Statement of cost and distribution of cost;

iii. Process accounts.

Solution a)
Dr. Process RT Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 4,000 59,200| By Normal Loss 1,440 -
To Direct material 16,000| 1,20,000 [14,400 x 10%]
To Conversion cost 1,60,800| By FG Produced 14,400| 2,72,189
By Closing WIP 3,000 45,885
By Abnormal Loss 1,160 21,926
(b/f)
20,000| 3,40,00d 20,000 3,40,000
b) Statement for Calculation of eq. no. of units
Material Conversion cost
Input Particulars Output

LOC E/units LOC E/units

Input:
4,000| Opening WIP
16,000| Introduced

Output:
Normal Loss 1,440 - - - -
Abnormal Loss 1,160 100% 1,160 100% 1,160
FG 14,400 100% | 14,400 100% | 14,400
Closing WIP 3,000 100% 3,000 A 2,000
20,000 20,000 18,560 17,560
c) Calculation of normal cost p.u.
Elements Workings Rs. p.u.
Material 30,000 + 1,220,000 -0 8.0819
18,560
Conversion cost 29,200 + 1,60,800 10.8200
19,000 18.9019
d) Valuation :
FG =[14,400 x 18.9019] = 272187.38
Closing WIP = 3,000 x 8.0819 = 24245.7
Abnormal Loss = 1,160 x 18.9019 = 21926.204
Material cost = 2,000 x 10.8200 = 21640




| Question 10.

Following information is available regarding Progésfor the month of October 2010 :
Production Record :

2010, November

(i) Opening work-in-progress

(Material : 100% complete, 25% complete for lab&wverheads)
(ii) Units Introduced
(iif) Units Completed

40,000 Units

1,80,000 Units
1,50,000 Units

(iv) Units in-process on 31.10.2010 70,000 Units
(Material : 100% complete, 50% complete for lab&wverheads)
Cost Record :
Opening Work-in-Progress :
Material Rs 1,00,000
Labour Rs 25,000
Overheads Rs 45,000
Cost incurred during the month :
Material Rs 6,60,000
Labour Rs 5,55,000
Overheads Rs 9,25,000
Assume that FIFO method is used for W.1.P. invent@uation.
Required :
(i) Statement of Equivalent Production
(i) Statement showing Cost for each element
(i) Statement of apportionment of Cost
(iv) Process A Account.
Solution a)
Dr. Process A Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 40,000 1,70,000| By F/IG 1,50,000| 18,04,000
To D/IM 1,80,000{ 6,60,000| By Closing WIP 70,000, 5,06,000
To Labour - 5,55,000
To Overhead - 9,25,000
2,20,000| 23,10,000 2,20,000 23,10,000
b) Statement for calculation of equivalent no. of nits
Input Particulars Output Material Labour Overhead
LOC | E/units | LOC | Elunits | LOC | E/units
Inputs:
40,000| Opening WIP
1,80,000| Units Introduced
Outputs:
FG Produred:
Opening WIP 40,000| 100%| 40,000/ 75% | 30,000/ 75% | 30,000
Introduced 1,10,000| 100% | 1,10,000{ 100% | 1,10,000| 100% | 1,10,000




Closing WIP 70,000 100% 70,000 50% 35,000 50% 35{00
2,20,000 2,20,00 2,20,000 1,75,000 1,75,000
c) Calculation of normal cost p.u.
Element Workings Cost p.u.
Material 6,60,000 3
2,20,000
Labour 5,55,000 3.1714
1,75,000
Overhead 9,25,000 5.2857
1,75,000 11.4571
d) Statement for Valuation of Output
(i) FG Produced : Opening WIP : PY 1,70,000
CY : Material [40,000 x 3] 1,20,000
Labour [30,000 x 3.1714] 95,142
Overhead [30,000 x 5.2857] 1,58,571
Introduced [1,10,000 x 11.4571] 12,60,281
18,03,994
(i) Closing WIP : CY : Material [70,000 x 3] 2,100
Labour [35,00B4714] 110999
Overhead [35,008.2857] 1,85,000
5,05,999
| Question 11. 2011, November
The following details are available of Process KAogust 2011 :
1. Opening work-in-process 8,000 units
Degree of completion and cost :
Material (100%) Rs 63,900
Labour (60%) Rs 10,800
Overheads (60%) Rs 5,400
2. Input 1,82,000 units at Rs 7,56,900
3. Labour paid Rs 3,28,000
4. Overheads incurred Rs 1,64,000
5. Units scrapped 14,000
Degree of completion :
Material 100%
Labour and overhead 80%
6. Closing work-in-process 18,000 units
Degree of completion :
Material 100%
Labour and overhead 70%

7. 1,58,000 units were completed and transferrekxb process.

8. Normal loss is 8% of total input including opegiwork-in-process.

9. Scrap value is Rs 8 per unit to be adjustedractimaterial cost.

You are required to compute, assuming that averagaod of inventory is used :
(i) Equivalent production, and
(i) Cost per unit




Solution a)

Dr. Process X Alc Cr.
Particulars Units Rs. | Particulars Units Rs.
To Opening WIP 8,000 80,100| By Normal Loss 15,200 1,21,600
To Direct material 1,82,000, 7,56,900 [8,000 + 1,82,000] x 8%

To Labour 3,28,000| By FG 1,58,000( 11,06,000
To Overhead 1,64,000| By Closing WIP 18,000 1,09,800
To Abnormal gain 1,200 8,400

1,91,200 13,37,409 1,91,2q0 13,37,400

b) Statement for calculation of equivalent productbn units

Input Particulars Output Material Labour Overhead

LOC E/units LOC E/units | LOC E/units

Input:
8,000 | Opening WIP
1,82,000| Introduced

Output:
Normal Loss 15,200 - - - - - -
Abnormal Gain (1,200)| 100%| (1,200)| 100%| (1,200)| 100%| (1,200)
FG Produced 1,58,000| 100%| 1,58,000 100% | 1,58,000| 100% | 1,58,000
Closing WIP 18,000\ 100%| 18,000/ 70%| 12,600| 70% | 12,600
1,90,000 1,90,00 1,74,8Q0 1,69,400 1,69,400
c) Statement of normal cost p.u.
Elements _Workings Cost p.u.
Material 63900 + 756900 — 121600 4
174800
Labour 10800 + 328000 2
1,69,400
Overhead 5400 + 1,64,000 1
1,69,400 7

d) Statement for valuation of output
() FG Produced:

Material [1,58,000 x 7] = 11,06,000
(i) Closing WIP :
Material [18,000 x 4] 72,000
Labour [12,600 x 2] 25,200
Overhead [12,600 x 1] 12,600
1,09,800

(iii) Abnormal gain : 1,200 x 7 = 8,400




JOINT PRODUCTION BY

PRODUCTION

| Question 1.

A coke manufacturing company produces the followpngducts by using 5000 tones of coal @ Rs. 15@er into a
common process.

Coke 3500 tones
Tar 1200 tones
Sulphate of ammonia 52 tones
Benzol 48 tones

Apportion the joint cost amongst the products anlibsis of the physical unit method.
| Answer: Joint Cost Allocated Rs. 54688; 18750 ;81 750 ‘

| Question 2. ‘
Find out the cost of joint products A and B usiogiibution margin method from the following data:
Sales A: 100 kg @ Rs. 60 per kg
B: 120 kg @ Rs. 30 per kg
Joint costs Marginal cost Rs. 4400

Fixed cost Rs. 3900
| Answer: Joint Cost Allocated Rs. 5000; 3300 ‘

| Question 3. ‘

A company'’s plant processes 150000 kgs. of raw mahia a month to produce two products, viz, ‘lRdaQ’. The cost
of raw materials is Rs. 12 per kg. The processsqoest month are:

Rs.
Direct Materials 90000
Direct Wages 120000
Variable Overheads 100000
Fixed Overheads 100000

The loss in process is 5% of input and the outptibrof P and Q which emerge simultaneously is TiZe selling
prices of the two products at the point of splitafe: P Rs. 12 per kg. and Q Rs. 20 per kg. A gsapis available to
process P further by mixing it with other purchaseaterials. The entire current output of the ptzart be so processed
further to obtain a new product ‘S’. The price ggrof S is Rs. 15 and each kg. of output of S weitjuire one kilogram
of input P. The cost of processing of P into Sl(iding other materials) is Rs. 185000 per month.

You are required to prepare a statement showingrbiethly profitability based both on the existingamufacturing
operations and on further processing.

Will you recommend further processing ?
Answer: Joint Cost Allocated Rs. 510000; 1700000
No further processing is suggested.

Question 4.

A company operates a chemical process which pradisee products: K, L, M and N from a basic raw emnatl. The
company’s budget for a month is as under:

Rs.
Raw materials consumption 17520




Initial processing wages 16240

Initial processing overheads 16240
Product Production P.u. cost Sales AdditiondProcessing Costs
Kgs. Rs. after split-off
Rs.
K 16000 6.85 109600 28800
L 200 28 5600 -
M 2000 15 30000 16000
N 360 60 21600 6600

The company presently intends to sell product lthat point of split-off without further processinghe remaining
products, K, M and N are to be further processetisaid. However, the management has been adviaéd thould be
possible to sell all the four products at the spiftpoint without further processing and if thiswwse was adopted, the
selling prices would be as under:

Product K L M N

Selling Price Rs. per kg. 4.00 28.00 8.00 0.0a

The joint costs are to be apportioned on the lidise sales value realization at the point oftaypffi.

Required:

i) Prepare the statement showing the apportionwigoint costs.

i) Present a statement showing the product wis tatal budgeted profit or loss based on the psapto sell
product L at the split-off point and products K,avid N after further processing.

iii) Prepare a statement to show the product \gisé total profit or loss if the alternative strateg sell all the
products at split-off stage was adopted.

iv)  Recommend any other alternative which in yopmion can increase the total profit further. Céd¢e the total
profit as also the product wise profit or loss,dthen your recommendation.

Answer: Joint Cost Allocated Rs. 32000; 2800; 80;7200.
Budgeted profit Rs. 48800; 2800; 6000; 7800
If sold at split off Point Rs. 32000 2800 8000 7200
Alternative strategy Rs. 48800 2800 8000 7800
| Question 5. ‘

Three joint products are produced by passing chamifirough two consecutive processes. Output fpomeess | is
transferred to process 2 from which the three jpnoducts are produced and immediately sold. Tha dagarding the
processes for April, 1990 is given below:

Process 1 Process 2
Direct material 2500 kilos at Rs. 4 per kilo . R8000 --
Direct labour Rs. 6250 Rs. 6900
Overheads Rs. 4500 Rs. 6900
Normal Loss 10% of input Nil
Scrap value of loss Rs. 2 per kilo -
Output 2300 kilos Joint Products
A-900 kilos
B-800 kilos
C-600 kilos

There were no opening or closing stocks in eitmec@ss and the selling prices of the output frootess 2 were:




Joint product A Rs. 24 per kilo

Joint product B Rs. 18 per kilo
Joint product C Rs. 12 per kilo
Required:

a) Prepare an account for process | togetheramyhlLoss or Gain Accounts you consider necessamciord the
month’s activities.

b) Calculate the profit attributable to each @& phint products y apportioning the total costsrirprocess 2:
(i) According to weight of output
(i) By the market value of production

Answer: Profitability:
Physical Weight Method Rs. 8100 2400 1800
Sale Value at split off point Rs. 4350 2900 1450

| Question 6. ‘

Inorganic Chemicals purchases salt and processasitmore refined products such as Caustic Sodigrite and
PVC. In the month of July, Inorganic Chemicals fpaged Salt for Rs. 40000. Conversion of Rs. 600&@ wcurred
upto the split off point, at which time two sedtlproducts were predicted. Chlorine can be furfirecessed into
PVC.

The July production and sales information is alovas :

Production Sales Quantity Selling price
(tonnes) (tonnes) (per tonnes)
Caustic Soda 1200 1200 Rs. 50
Chlorine 800
PVC 500 500 Rs. 200

All 800 tonnes of Chlorine were further processatdan incremental cost of Rs. 20000 to yield 50thédl of PVC.
There were no beginning or ending inventories afsfia Soda, Chlorine or PVC in July.
There is active market for Chlorine, Inorganic Ciheais could have sold all its July production ofl@me at Rs. 75
per tonne.
Required :
(1) To calculate how joint cost of Rs. 100000 vebbe apportioned between Caustic Soda and Chlarider each
of following methods:
a) Sales value at split off,
b) Physical measure (method), and
c) Estimated net realizable value

(2) Lifetime Swimming Pool Products offers to puse 800 tones of Chlorine in August at Rs. 75tgee. This
sale of Chlorine would mean that no PVC would badpced in August. How the acceptance of this dtfethe
month of August would affect operating income

Answer: Joint Cost Allocated :
Sale Value at Split Off Point Method Rs. 50000 ®00
Physical measure Method Rs. 60000 40000
Estimated Net Realisable Value Method Rs. 42857 7543
Incremental Net Profit : Rs. 20000 therefore it isgecommended that the product must be further procesed.




Question 7.

SUNMOON Ltd. produces 200000;30000;25000;20000 a&€00 units of its five products A, B, C, D and E
respectively in a manufacturing process and shisntat Rs. 17, Rs.13, Rs. 8, Rs. 10 and Rs. l4igerExcept
product D remaining products can be further proa@ssd then can be sold at Rs. 25, Rs. 17, R:ad.Rs. 20 per unit
in case of A,B,C and E respectively.

Raw material costs Rs. 3590000 and other manufagtexpenses cost Rs.547000 in the manufacturing
process, which are absorbed on the products obatsis of their ‘Net realizable value’. The furthpgocessing costs of
A,B,C and E are Rs. 1250000; Rs. 150000; Rs. 5@0@CRs. 150000 respectively. Fixed finance cagt®a. 473000.

You are required to prepare the following in resméthe coming year:
a) Statement showing income forecast of the compasuming that none of its products are to béadunprocessed.

b) Statement showing income forecast of the com@msuming that products A, B, C and E are to lmegused
further.

Can you suggest any other production plan wherélbycbmpany can maximize its profits? If yes, thabnsit a
statement showing income forecast arising out opédn of that plan.

Answer: Joint Cost Allocated : Rs. 2625000; 252000 175000;140000; 945000

Split off Point Sale : Rs. 630000

Sale after further processing Rs. 1300000

Only A,C,E must be further processed.

| Question 8.

A company processes as raw material in its Depattthéo produce three products, viz., A, B andtXha same split-
off stage. During a period 180000 kgs. of raw mataewere processed in Department 1 at a total cbfs. 1288000
and the resultant output of A,B and X were 18008. k$0000 kgs., and 54000 kgs respectively. A amieBe further
processed in Department 2 at a cost of Rs. 18080@Ra. 150000 respectively.

X was further processed in Department 3 at a@bBts. 108000. There is no waste in further praogsg he details
of sales effected during the period were as under :

A B X
Quantity Sold  (Kgs.) 17000 5000 44000
Sales Value (Rs.) 1224000 250000 792000

There were no opening stocks. If these producte weld at split-off stage, the selling price ofBAand X would have
been Rs. 50, Ts. 40 and Rs. 10 per kg. respectRedyired :

a) Prepare a statement showing the apportionmenirdfgost to A, B and X.

b) Present a statement showing the cost per kg. &f paduct indicating joint cost, further processougt and
total cost separately.

c) Prepare a statement showing the productwise aabipatfit for the period.
d) State with supporting calculation as to whether @ngll the products should be further processeatbbr

Answer: Joint Cost Allocated Rs. 630000 280000 378000
Joint Cost per Kg. Rs. 35 Rs. 28 Rs.7
Total Cost per Kg. Rs. 45 Rs. 43 Rs. 9
Profitability Rs. 459000 Rs. 35000 Rs. 39@0
Only Product A and X be further Processed .

| Question 9.

Two products P and Q are obtained in a crude fardhraquire further processing at a cost of Rs.cbR& 4 for Q per
unit before sale. Assuming a net margin of 25 @t on cost, their sale prices are fixed at Rst3.3and Rs. 8.75 per
unit respectively. During the period, the joinstwas Rs. 88000 and the outputs were :




P 8000 units

Q 6000 units
Ascertain the joint cost per unit.
| Answer: Joint Cost Per Unit Rs. 8 Rs. 3 ‘

| Question 10. ‘
The Sunshine Oil Company purchases crude vegetélblé does refining or the same. The refining gess results in
four products at the split off point : M, N, O aRd

Product O is fully processed at the split off poftoduct M, N and P can be individually furthefirred into ‘Super M’,
‘Super N" and Super P’. In the most recent montbt¢Der, 1999), the output at split off point was :

Product M 300000 gallons
Product N 100000 gallons
Product O 50000 gallons Product P

50000 gallons

The joint cost of beginning or ending inventori€ales of Product O in October were Rs. 2000000alTaitput of
products M, N and P was further refined and thdd. doata related of October, 1999 are as follows :

Further Processing Costs to Sales
Make Super Products
‘Super M’ Rs. 8000000 Rs. 12000000
‘Super N’ Rs. 3200000 Rs. 4000000
‘Super P’ Rs. 3600000 Rs. 4800000

Sunshine had the option of selling products M, M Bnat the split off point. This alternative wouldve yielded the
following sales for the October, 1999 production :

Product M Rs. 2000000
Product N Rs. 1200000
Product P Rs. 2800000

You are required to answer :

i) How the joint cost of Rs. 4000000 would be aditar] between each product under each of the failpwiethods
(a) sales value at split off ; (b) physical outfnallons); and (c) estimated net realizable value ?

i) Could Sunshine have increased its October, I§8%ating profits by making different decision abthe further
refining of product M, N or P ? Show the effecthaly change you recommend on operating profits.

Answer: Joint Cost Allocated Rs. 1000000; 600000000000; 1400000;
Rs. 2400000; 800000; 400000; 400000
Rs. 2000000; 400000; 100000; 600000
The company must further process only product M andhis will increase the overall profit by Rs. 200000.

| Question 11.

In a chemical manufacturing company, three praig¢tand B and C emerge at a single split off stagkepartment P.
Product A is further processed in department QdypecbB in department R and product C in departn®rthere is no
loss in further Processing of any of the three pobdThe cost data for a month are as under :

Cost of raw materials introduced in department P Rs. 1268800
Direct Wages Department Rs.
P 384000
Q 96000
R 64000
S 36000




Factory overheads of Rs. 464000 are to be appeditmthe department on direct wages basis.
During the month under reference, the company ablthiree products after processing them furtherraser :

Product A B C
Output sold Kg. 44000 40000 20000
Selling Price per kg Rs. 32 24 16

There are no Opening or Closing Stocks. If theselpets were sold at the split off stage, that ifhout further
processing, the selling prices would have beer2BsRs. 22 and Rs. 10 each per kg. respectivelpf@ and C.

Required :
a) Prepare a statement showing the apportionmenimifgosts to joint products.

b) Present a statement showing product-wise and potdit for the month under reference as per thegany’s
current processing policy.

C) What processing decision should have been takenpimve the profitability of the company.
d) Calculate the product-wise and total profit arisiram your recommendation in (c) above.

Answer: Joint Cost Allocated Rs. 880000; 88000200000
Profit as per companies policy Rs. 355200 ; R85200) ; Rs. 55200
Profit as per our recommendation Rs. 355200 ; R&lil ; Rs. 55200
| Question 12.

ABC Ltd., operates a simple chemical process tos/edra single material into three separate iteefgrred to here as
X, Y and Z. All three end products are separatedikaneously at a single split-off point.

Product X and Y are ready for sale immediately umptit-off without futher processing or any otlagtditional costs.
Product Z, however is processed further beforegoeadd. There is no available market price for Zhatsplit-off point.

The selling prices quoted here are expected toiretha same in the coming year. During 2002-03 stiiéng prices of
the items and the total amounts sold were :

X - 186 tons sold for Rs. 1500 per ton

Y — 527 sold for Rs. 1125 per ton

Z — 736 tons sold for Rs. 750 per ton.
The total joint manufacturing costs for the yearevBs. 625000. An additional Rs. 310000 was spefihish product
Z.

There were no opening inventories of X, Y or Zti& end of the year, the following inventories ofrplete units were
on hand :

X 180 tons

Y 60 tons

VA 25 tons
There was no operating or closing work-in-progress.
Required :

Computer the cost of inventories of X, Y and Z Balance Sheet purpose and cost of goods sold donia statement
purpose as of March 31, 2003, using :

Net realizable value (NRV) method of joint cosbahtion.
Constant gross-margin percentage NRV method of-gmet allocation.
Compare the gross-margin percentaes for X, Y Anting two methods given in requirement (i).

Answer: Joint Cost Allocated :
NRV Method : Rs. 233400 Rs. 280750 Rs. 110850
Constant GM NRV Method Rs. 288371 Rs. 346872 R40243)
Comparision of GP Rate
NRV Method (%) 57.48 57.49 26.26
C.GM. NRV (%) 47.48 47.48 47.48




Question 13.

Bright Chemicals Ltd. electrolyses common saltotdain 3 Joint Products Caustic Soda, Chlorine ldgdrogen.
During a costing period, the expenditure relatindhte inputs for the common process amounted t853000. After
separation expenses amounting to Rs. 160000 R€07a%d Rs. 10000 were incurred for caustic Sodayiak and
hydrogen respectively. The entire production wdd smd Rs. 375000, Rs. 250000 and Rs. 60000 wealzed for
caustic soda, chlorine and hydrogen respectivdig Jelling expenses were estimated at 5% of réialiafrom sale.
The management expected profits at 15%, 10% andb¥%alizations from the sale of caustic soda, héo and
hydrogen respectively.

Draw a columnar statement showing the apportionmeditvint Costs and the profitability of each produ

Answer : Joint Cost Allocated Rs. 153605 148119 12
Profitability of the products  Rs. 61395 24381 1724
Question 14.

Chem. & Co. Ltd. products two joint Products ‘J'da#’ in Department ‘A’ from a basic raw materialhe input-
output ration of Department a is 100 : 90. Produ&t which becomes the input of Department ‘B’ claa further
processed in Department ‘B’ to make one of the nmmtular industrial product ‘N’. The input-outpuhtio of
Department ‘B’ is 100 : 95. Alternatively Produdt tan also be sold at the split off stage.

The selling price are

Product Rs. Per Kg.
J 29.40
K 26.00
N 31.50
The department expenses, production data andgelipenses envisaged in the budget for 1986 auades :
Department expenses : A B
Lacs Rs. Lacs Rs.
Raw material Rs. 16 per Kg.
Direct Materials 10.00 3.00
Direct Wages 15.00 5.00
Variable Overheads 20.00 7.00
Fixed overheads 25.00 10.00
Production data
Product Kg.
N 475000
K 850000
Selling expenses :
Prodcut Rs.
J 100000
K 200000
N 200000
You are required to :
i) Prepare a statement showing the apportionmejairfcosts between products  ‘J’ and ‘K.

i) Advise whether the company should processudttfer into product ‘N’ or not. ~ Show workings.
iii)  Present a statement of profitability basedyonr decision.

| Answer ‘




Question 15. ‘

A factory is engaged in the production of a chemB@MEX and in the course of its manufacture, apbgduct
BRUCIL is produced, which after further processimgs a commercial value. For the month of April 198G
following are the summarized cost data:

Joint Expenses Separate Expenses
BOMEX BRUCIL
Rs. Rs. Rs.
Materials 100000 6000 4000
Labour 50000 20000 18000
Overheads 30000 10000 6000
Selling price per unit 98 34
Estimated profit per unit on
Sale of BRUCIL 4
Units Units
No. of units Produced 2000 2000

The factory uses reverse cost method of accourfondy-products whereby the sales value of by-potsiafter
deduction for the estimated profit, post separatiosts and selling and distribution expenses rajat the by-products
is credited to the joint process cost account.

You are required to prepare statements showing:
0] The joint cost allocable to BOMEX
(i)  The product-wise and over all profitability the factory for April 1990.
Answer: Joint Cost Allocated Bomex Rs. 148000
Profitability of the products Bomex Rs. 12000 ath Brucil Rs. 8000 .

Question 16.

During the month of May, 1986, 10000 liters of pwotdA and 12000 liters of Product B were manufadusointly by
incurring following costs:

Rupees
Direct material 26000
Direct labour 10000
Variable overheads 8000
Fixed overheads 22000

Sales value: A 10000 liters at Rs. 5.20 per liter
B 12000 liters at Rs. 3.00 per liter
(i) Allocate the joint cost to products A and Bden following three alternative methods:
a) On the basis of quantity produced and sold.
b) On the basis of sales value.
c) Variable cost on the basis of quantity produaed sold and fixed cost on the basis of contrilutio
(i) Also determine the profit margin for produttand product B under the above three methods.

| Question 17. ‘

A manufacturing unit imports Raw material and pssss it to produce 3 different products viz. Brighight and
White. The raw material has F.O.B. value of Rs.eb kg. freight and insurance are charged at 10%B-.@rice.
Customs duty at 120% of C.I.F. is levied at theetiof import. Auxiliary duty at 20% is also charged C.I1.F. price.
Countervailing duty is charged on C.I.F. plus datty0%. The landed cost includes 5% for cleariraygés.




Bright and Light are joint products while white enges as a by-product. The value of by-product afestucting 30%
(10% being notional profit and 20% for selling empes) from sale value is credited to process ad¢cdlre unit
consumed 4000 kgs. raw materials during a year.ré&legant data is as under.

Bright Light White
Production and sale kg. 1400 1600 1000
Selling price Rs. per kg. 30 26 12
Further processing cost Rs. 1500 1000 -

Assuming additional processing cost other than ri@tat Rs. 15800 for all products (includes RsO 86r white)
prepare a statement showing:

Credit to process Alc for by-product sale,

Allocation of joint costs on relative sale valuesisaand

Profit on each product

Answer : Joint Cost Allocated Bright Rs. 34356 andlight Rs. 34028
Profitability of the products Rs. 6144; 6572; 1200

Question 18. CA PE Il May 2004

A Company Produces two joint products P and Q in 30 ratio form basic raw materials in departm&ni he input
output ratio of department A is 100 : 85. Producte be sold at the split of stage or can be psecefurther at
department B and sold as product AR. The inputututgtio is 100 : 90 of department B. The departnieis created to
process product A only and to make it product AR.

The selling prices per Kg. are as under :

Product P Rs. 290

Product Q Rs. 290

Product AR Rs. 115

The production will be taken up in the next month.
Raw materials 8,00,000 Kgs.

Purchase price Rs. 80 per Kg.

Fixed costs Rs. 264000 per week
Variable cost Rs. 16.50 per kg processed
The following actual data relate to the first wedkhe month:

Process |

Opening Work-in-progress Nil

Material input 40000 kg costing Rs. 660000
Direct Labour Rs. 440000
Variable Overheads Rs. 176000
Fixed Overheads Rs. 264000
Outputs:

Product J 19200 kg
Product K 14400 kg
Product L 4000 kg
Toxic waste 2400 kg
Closing Work-in-progress Nil

Process Il

Opening Work-in-progress Nil




Input of product K 14400 kg
Output of product K2 13200 kg
Closing Work-in-progress (50%

converted and conversion costs

were incurred in accordance with

the planned cost structure) 1200 kg
Required:

Prepare Process | account for the first week ofrtfwath using the final sales value method of aitgbthe pre-
separation costs to join products.

Prepare the toxic waste account and Process Iuatdor the first week of the month.
Comment on the method used by the JKL Limited tiobaite the pre-separation costs to joint products.

Advise the management of JKL Limited whether or, rast purely financial grounds, it should continweprocess
product K into product K2:

If product K could be sold at the point of sepamatior Rs. 47.30 per kg; and
If the 60% of the weekly fixed costs of Proceswire avoided by not processing product K further.

Question 19. CA PCC May 2007

A Company Produces two joint products P and Q in 30 ratio from basic raw materials in departm&ni he input
output ratio of department A is 100 : 85. Producatd® be sold at the split of stage or can be psacefurther at
department B and sold as product AR. The inputututgtio is 100 : 90 of department B. The departnieis created to
process product A only and to make it product AR.

The selling prices per Kg. are as under :

Product P Rs. 85

Product Q Rs. 290

Product AR Rs. 115

The production will be taken up in the next month.
Raw materials 8,00,000 Kgs.

Purchase price Rs. 80 per Kg.

Deptt. A Deptt. B
Rs. Lacs Rs. Lacs
Direct Materials 35.00 5.00
Direct Labour 30.00 9.00
Variable overheads 45.00 18.00
Fixed overheads 40.00 32.00
Total 150.00 64.00
Selling Expenses :
Product P 24.60
Product Q 21.60
Product AR 16.80
Required :

(i) Prepare a statement showing the apportionmeuwirfgosts.
(i) State whether it is advisable to produce produRtoA not.

Answer : (1) Joint Cost of P = Rs. 316 Lac., Q = R474 Lac. (2) Advise = Yes, it is beneficial becs@ the profit
increases by Rs. 31.86 Lac.




Question 20. CA PE Il Nov. 2004

Pokemon Chocolates manufactures and distributesotdte products. It purchases Cocoa beans and gaesdhem
into two intermediate products:

e Chocolate powder liquor base.
* Milk —chocolate liquor base.

These two intermediate products become separatehtifiable at a single split — off point. Every®Gpounds of cocoa
beans yields 20 gallons of chocolate-power liquaseband 30 gallons of milk-chocolate liquor base.

The chocolate powder liquor base is further prase:sato chocolate power. Every 20 gallons of chatmpowder
liquor base yields 200 pounds of chocolate powdé&e milk-chocolate liquor base is further processédnilk-
chocolate. Every 30 gallons of milk chocolate ligbase produces 340 pounds of milk chocolate.

Production and sales date for October, 2004 are:
e Cocoa beans processed = 7,500 Pounds

» Costs of processing Cocoa beans to split- off point

(including purchase of beans) =7,12,500
Production Sales Selling Price
Chocolate Powder 3,000 3,000 Rs. 190
Pounds Pounds Per Pounds
Milk Chocolate 5,100 5,100 Rs. 237.50
Pounds Pounds Per pounds

The October, 2004 separable cost of processingotdteepowder liquor into chocolate powder is R82312.50. The
October, 2004 separable cost of processing millcalabe liquor base into milk-chocolate is Rs. 6433.50.

Pokemon fully processes both of its intermediatedpcts into chocolate powder or milk-chocolate. fEhis an active
market for these intermediate products. In OctoB@04, Pokemon could have sold the chocolate poligieor base
for Rs. 997.50 a gallon, and the milk-chocolatedigbase for Rs. 1,235 a gallon.

(i) Calculate how the joint cost of Rs. 7,12,500uldobe allocated between the chocolate powder ofitkcolate
liquor bases under the following methods:

» Sales value at split off-point
e Physical measure (gallons)
» Estimated net realizable value (NRV) and
e Constant gross-margin percentage NRV.

(i) What is the gross-margin percentage of thecolate powder and milk-chocolate under each ofrtiehods in
requirement (i)?

(iif) Could Pokemon have increased its operatingopine by a change in its decision to fully procesthbof its
intermediate products? Show your computations.

Answer : (iii) Incremental Revenue = 32062.50

Question 21. May 2005 CA PE II

A Company produces two joint products X and Y, friva same basic materials.

Materials are mixed in department I. At the endhid process, X and Y get separated. After separatiis completed
in the department Il and Y is finished in departiién During a period 2,00,000 Kgs of raw mateneare processed in




department I, at a total cost of Rs. 8,75,000, thedresultant 60% becomes X and 30% becomes Y @¥drbrmally
lost in processing.

In department Il, 1/6 of the quantity received fratapartment | is lost in processing. X is furtheogessed in
department Il at a cost of Rs. 1,80,000. In depamtnill, further new material is added to the malereceived from
department | and weight mixture is doubled, thered quantity loss in the department and furthec@ssing cost (with
material cost) is Rs. 1,50,000. The details ofssdlg&ing the year:

Product X Product Y
Quantity sold (Kgs.) 90,000 1,15,000
Sales Price per Kg (Rs.) 10 4

There were no opening stocks. If these producte weld at split-off-point, the selling price of Xa&Y would B Rs. 8
and Rs. 4 per kg respectively.

Required :

» Prepare a statement showing the apportionmentmfgost to X and Y in proportion of sales valuesplit off
point.

» Prepare a statement showing the cost per kg of gachuct indicating joint cost, processing cost totdl cost
separately.

» Prepare a statement showing the product wise goofthe year.

» Onthe basis of profits before and after furthercpssing of product X and Y, give your comment tiratlucts
should be further processed or not.

Answer : (i) Joint Cost = X = 7,00,000, Y = 1,75,00(ii) Cost per kg. = Product X = 8.80, Product Y =2.708 (iii)
Profit = X = 1,08,000, Y = 1,48,540 (iv) Profit X 2,60,000 Y = b 65,000 Profit before processing.




STANDARD COSTING

| Question 1. ‘

Rs. Ltd. has established the following standard fimixproducing 9 tonnes of product Z.

Rs.

5 tonnes of material A at Rs. 7 per tonnes = 35
3 tonnes of material B at Rs. 5 per tonnes = 15
2 tonnes of material C at Rs. 2 per tonnes = 4
Rs. 54

A standard loss of 10% of input is expected to ocaatual input was as under:
53000 tonne of material A at Rs. 7 per tonnes.

28000 tonne of material B at Rs. 5.30 per tonnes.

19000 tonne of material A at Rs. 2.20 per tonnes.

Actual output for a period was 92700 tones of pobdi

Compute:

(i) Material Mix Variance;

(i) Material Yield Variance;

| Question 2.

S.V. Ltd. manufactures BXE by mixing three raw miatls. For every batch of 100 kgs. of BXE, 125 kgbraw
materials are used. In April 2007 60 batches weepared to produce an output of 5600 kgs. of BXie $tandard and
actual particulars for April 2006 are as under:-

Raw material Standard Actual Quantity
Purchased
Mix Price per kg. Mix Price per kg.
% Rs. % Rs. Kg.
A 50 20 60 21 5000
B 30 10 20 8 2000
C 20 5 20 6 1200

Calculate all Material variances.

| Question 3.

One kilogram of product 'K' requires two chemicAlsand B. The following were the details of produgt for the
month of June 2007:

(a) Standard mix Chemical 'A' 50% and chemicab®%.

(b)  Standard price per kilogram of Chemical 'A R&.and chemical 'B' Rs. 15.
(c)  Actual input of chemical 'B' 70 kilograms.

(d)  Actual price per kilogram of Chemical 'A' R&.1

(e) Standard normal loss 10% of total input.

)] Materials cost variance total Rs. 650 adverse.
() Materials yield variance total Rs. 135 adverse.
(h)  Actual output is 90 kg.

You are required to calculate:

(1) Material mix variance




(2) Material usage variance

(3) Material price variance

(4)  Actual loss of actual input

(5) Actual input of Chemical 'A'

(6)  Actual price per kilogram of Chemical 'B'.

| Question 4.

Compute the missing data indicated by the Quefiarks from the following:

Particulars A B
Standard Price/Unit Rs. 12 Rs. 15
Actual Price/Unit Rs. 15 Rs. 20
Standard Input (kgs.) 50 ?
Actual Input (kgs.) ? 70
Material Price Variance ? ?
Material Usage Variance ? Rs. 300 Adverse
Material Cost Variance ? ?

Material mix variance for both products togethesws. 45 Adverse.

| Question 5.

Eskay Ltd. produces an article by blending two daaiv materials. The following standard have bestnup for raw
materials:

Material Standard Mix Standard Price per kg.
A 40% Rs. 4.00
B 60% Rs. 3.00

The standard loss in processing is 15%. Duringe®eaipér, 1990, the company produced 1700 kg. offfedsoutput.
The position of stock and purchases for the moh®eptember, 1990 is as under:

Material Stock on 1.09.90 Stock on 30.9.90 Purchaseuring
September, 90

Kg. Kg. Kg. Cost Rs.
A 35 5 800 3400
B 40 50 1200 3000

Calculate the following variances:
(@) Material price variance
(b)  Material usage variance
(c) Material yield variance
(d)  Material mix variance
(e)  Total material cost variance.
Assume first in first out method for the issue dtarial. The opening stock is to be valued at stechgrice.
| Question 6. (I.C.W.A. Inter, June, 1996-Stage I) ‘

The standard material inputs required for 1000 &§a. finished product are given below

Material Quantity (in kg.) Standard rate per kg.
(in Rs..)
P 450 20




Q 400 40

R _250 60
1100
Standard loss 100
Standard output 1000

Actual production in a period was 20000 kgs. offthished product for which the actual quantitiésraterial used and
the prices paid thereof, are as under:

Material Quantity (in kg.) Actual rate per kg.
(inRs..)

P 10000 19

Q 8500 42

R 4500 65
Calculate the :
0] Material Cost Variance; (ii) Material Priceaxlance;
(i)  Material Usage Variance; (iv) Material MMariance;

(v) Material Yield Variance;
Present a reconciliation among the variances.
Answer: (i) 39,500 (ii) 29,500 (iii) 10,000 (iv) 2863 (v) 36,363

| Question 7. (C.W.A. Inter, June, 1990) |

XYZ Company manufactures a product ABC by mixingethraw materials. For every 100 kgs. of ABC, 185. lof
materials are used. In April, 1990, there was apuwf 5600 kg of ABC. The standard and actuatipalars of April,
1990 are as follows:

Raw Material Standard Actual
Mix Price per kg. Mix Price per kg.
% Rs. % Rs.
Raw Material | 50 40 60 42
Raw Material Il 30 20 20 16
Raw Material IlI 20 10 20 12

Calculate all variances.

Answer: Material Price Variances : 5,600 Material Mx Variances : 14,000
Material Yield Variances : Nil Material Usage Variances : 14,000
Material Cost Variances : 19,600

| Question 8. (C.S. Inter, December, 1992)‘

Modern Tiles Ltd. makes plastic tiles of standaizk of 6" x 6" x 1/8". From the following informatm you are
required to calculate for direct materials:

(i)  Costvariance in total,

(i)  Cost variance sub-divided into (a) price ab)l {sage;
(i)  The usage variance analysed to show: (a) anid (b) yield.
Standard consumption of raw material for 20,00(ftsdjles are:
Direct Material Quantity (kg.) Standard rate per kg
A 600 Re. 0.90




B 400 0.65

C 500 0.40
During December, 1993, eight mixes were procesaddhatual materials consumed were:
Direct Material Quantity (kg.) Standard rate per kg
A 5000 Re. 0.85
B 2900 0.60
C 4400 0.45

Actual production for December was 620000 tiles.
Answer: (i) Cost Variance in Total = 220 A. (ii) (3 175 F. (b) 395 A. (iii) (a) 55 F. (b) 450 A.
| Question 9. (B. Com Hons. Delhi, 1993)|
A gang of workers normally consists of 30 men, IBngn and 10 boys. They are paid at standard ratescder :
Men Re. 0.80
Women Re. 0.60
Boys Re. 0.40
In a normal working week of 40 hours, the gangxiseeted to produce 2000 units of output.

During the week ended 31st March, 1993, the gamgisted of 40 men, 10 women and 5 boys. The avtagés paid
were at the rate of Re. 0.70, Re. 0.65 and Re, @§8ectively. 4 hours were lost due to abnormial idhe and 1600
units were produced. Calculate : (i) Labour costarece, (ii) Labour rate variance, (iii) Labourieiéncy variance, (iv)
Labour mix variance, (v) Labour idle time variance.

Answer: (i) LRV = 160 F (i) LMV = 120 A (i) LITV =148 A (iv) LYV =148 A (v) LEV =416 A (vi) LCV = 256

A

| Question 10. (I.C.W.A. Inter, June, 1995-Stage |, December, 1935‘
The standard labour complement and the actual fataaplement engaged during the month are giveovbel
Skilled Semi-skilled Unskilled

(a) Standard number of workers in a group 30 10 10

(b) Standard wage rate (Rupees per hour) 5 3 2

(c) Actual number of workers employed during the

month in the group 24 15 12

(d) Actual wage rate per hour (Rs.) 6 25 2

During the month of 200 working hours, the groupduced 9600 standard hours of work.
Required:

Calculations showing Wage rate variance, Labouicieficy variance, Labour mix variance and Totalolab cost
variance.

Answer: (i) WRV = 3300 A (ii)) WGV = 3000 F (iii) LEV = 2400 A (iv) WCV = 2700 A
| Question 11. (I.C.W.A. Inter, December, 1996-Stage Ii

The following was the composition of a gang of wekin a factory during a particular month, in @fi¢he production
departments. The standard composition of workedswaager rate per hour were as below:

Skilled : Two workers at a standard rate of Rsp@0hour each.
Semi-skilled : Four workers at a standard rate©fIR per hour each
Unskilled : Four workers at a standard rate of&Rser hour each.

The standard output of the gag was four units per,tof the product.
During the month in question, however, the actoahgosition of the gang and hourly rates paid wereraler:

Nature of worker No. of Worker Wage rate paid peosker per
hour engaged
Skilled 2 Rs. 20




Semi-skilled 3 14
Unskilled 5 10
The gang was engaged for 200 hours during the mauitich included 12 hours when no production wasspise, due
to machine break-down, 810 units of the producewerorded as output of the gang during the month.
You are required:
(a) to compute the standard unit labour cost oftioeluct;
(b) to compute the total variance in labour costraduthe month; and
(c) analyse the variances in (b) above into subaaaes and reconcile.
Answer: (i) LRV = 3200 A (ii) LGV =800 F (iii) LITV = 1440 A (iv) LYV = 1740 F (v) LEV = 1100 F (viLCV =
2100 A
| Question 12. (B.Com, Andhra, 1990) \

From the following information relating to the mbndf January, Calculate production volume ratiqacity ratio and
efficiency ratio :

Budget Actual
Units produced 12000 12600
Hours worked 24000 26400
Answer: Production Volume Ratio = 105%; Capacity R&io = 110%,; Efficiency Ratio = 95.45%.
| Question 13. (B. Com. (Hons.), Delhi, 1987)|
(a) Efficiency ratio (b) Activity ratio (c) Caygity ratio
from the following figures :

Budgeted production 88 units
Standard hours per unit 10
Actual production 72 units
Actual working hours 600
Answer: (i) 125% (ii) 85.23% (iii) 68.18%
| Question 14. (C.A. Inter, May 1997) |
If the 'activity ratio' and 'capacity ratio' of arapany is 104% and 96% respectively, find ougfficiency ratio'.
| Question 15. (I.C.W.A. Inter, June, 1999) \

From the following figures :

(i) Efficiency ratio,
(i) Activity ratio and
(i) Capacity ratio
Budgeted Production 880 units
Standard hours per unit 10
Actual Production 750 units
Actual working hours 6000
Answer: (i) 125% (ii) 85.23% (iii) 68.18%
| Question 16. (I.C.W.A. Inter, June, 1994; December, 1991)‘

AB Company Limited is having Standard Costing systa operation for quite some time. The followingtal relating
to the month of April, 1994, is available form tb&st records:

Budgeted Actual
Output (in units) 30,000 32,500
Operating hours 30,000 33,000




Fixed Overheads (Rs.) 45,000 50,000
Variable Overheads (Rs.) 60,000 68,000
Working Days 25 26

You are required to work out the relevant variar(@@sthe basis of output).

Answer: (i) Variable Overhead Expenditure Variance= 2,000 A (ii) Variable Overhead Efficiency Variane =
1,000 A (iii) Fixed Overhead Expenditure Variance =5,000 A (iv) Fixed Overhead Calendar Variance = 800 F
(v) Fixed Over head Capacity Variance = 2,700 F (viFixed Overhead Efficiency Variance = 750 A (vii)Fixed
Overhead Volume Variance = 3,750 F (viii) Fixed Owbead Variance = 1,250 A

| Question 17. (CIMA, London, November, 1992) ‘

A labour-intensive production unit operation asndard absorption cost accounting system providesfalhowing
information for period 10:

Normal capacity, in direct labour hours 9,600
Budgeted variable production overhead Rs. 3 per direct labour hour
Budgeted fixed production overhead per four-wenéiicial period Rs. 1,20,000

To produce one unit of output in takes two hoursofking.
Actual figures produced for the four-week periodwvldre:

Production, in units 5,000
Variable production overhead incurred Rs. 28,900
Fixed production overhead incurred 1,18,000
Actual direct labour hours worked 9,300

You are required:
(a) to calculate, in accordance with the 1991 editf the Institute’s Terminology, the variances fo
(i) variable production overhead expenditure vareg
(i) variable production overhead efficiency vauia,
(iii) fixed production overhead expenditure vadan
(iv) fixed production overhead volume variance.

(b) to sub-divide your volume variance produce (@y (iv) above into two sub-variance and explaia theaning of
these in the brief from to management.

Answer: (i) Variable Overhead Expenditure Variance= 100 A (ii) Variable Overhead Efficiency Variance=

2,100 F (iii) Fixed Overhead Expenditure Variance =2,000 F (iv) Fixed Over head Capacity Variance =,350 A
(v) Fixed Overhead Efficiency Variance = 8,750 F {¥Fixed Overhead Volume Variance = 5,000 F

| Question 18. [2002 — May] ‘
ABC Limited provides the following information fakpril, 2002.

Budget Actual

Number of working days 20 21

Man hours 40,000 43,000

Output per manhour (units) 3.2 3.0
Overhead — Fixed (Rs.) 32,000 31,500

Variable (Rs.) 1,02,400 1,14,400

Required:
Compute variable overhead variance, fixed overlveaidnces and total overhead variance.




Answer: Total Variable overhead variance Rs. 11,208\; Variable overhead Expenditure variance Rs. 4,32 A;
Variable overhead efficiency variance Rs. 6,880 Afotal fixed overhead cost variance Rs. 750 F; Fixedverhead
expenditure variance Rs. 500 F; Fixed overhead vahoe variance Rs. 250 F; Fixed overhead efficiency mance
Rs. 2,150 A; Fixed overhead capacity variance Rs08 F; Calendar Variance Rs. 1,600 F; Total overhead
variance Rs. 10,450 A.

Question 19. (C.A. Inter May, 1985) ‘
The following information was obtained from the sett of a manufacturing unit using standard cossiygtem.
Standard Actua
Production 4,000 units 3,800 units
Workings days 20 21
Fixed Overhead Rs. 40,000 Rs. 39,000
Variable Overhead 12,000 12,000

You are required to calculate the following overh®ariance:

(a) Variable overhead variance

(b) Fixed overhead variances:
(i) Expenditure variance (i) Volume variance
(iii) Efficiency variance (iv) Calendar variance

(c) Also prepare a reconciliation statement for $tendard fixed expenses worked out at StandaredFdverhead
Rate and the Actual Fixed Overhead.

Answer: (i) Fixed Overhead Expenditure Variance = 1000 F (ii) Fixed Overhead Calendar Variance = 2,@F
(iii) Fixed Overhead Capacity Variance = Nil (iv) Fxed Overhead Efficiency Variance = 4,000 A (v) Fid
Overhead Volume Variance = 2,000 A (vi) Fixed Overad Variance = 1,000 A

| Question 20. (C.A. Inter, May, 1998) ‘
A company has a normal capacity of 120 machineskimg 8 hours per day of 25 days in a month. Thedioverheads
are budgeted at Rs. 1,44,000 per month. The staidee required to manufacture on unit of prodset hours.

In April, 1998, the company worked 24 days of 848chine hours per day and produced 5,305 units tfubuThe
actual fixed overheads were Rs. 1,42,000.

Compute :

(i) Efficiency variance (i) Capacity variance

(iii) Calendar variance (iv) Expense variance

(v) Volume variance (vi) Total fixed overheads aage

Answer: (i) 6,360 F (i) 17,280 A (iii) 5,760 A (2,000 F (v) 16,680 A (vi) 14,680 A

Question 21. (C.A. Inter, November, 1981; I.C.W.A. Inter, Decemler,
1991; C.S. Inter, June, 1999)

S.V. Ltd. has furnished the following data :

Budget Actual, July (1999

No. of working days 25 27
Production in units 20,000 22,000
Fixed overheads Rs. 30,000 Rs. 31,000

Budgeted fixed overhead rate is Re. 1.00 per Houluly, 1999, the actual hours worked were 31,500.




Calculate the following variances:

(iy Efficiency variance. (i) Capacity variance.
(iif) Calendar variance. (iv) Volume variance.
(v) Expenditure variance. (vi) Total overhead vacia

Answer: (i) 1,500 F (ii) 900 A (iii) 2,400 F (iv) D00 F (v) 1,000 A (vi) 2,000 F

Question 22. (I.C.W.A. Inter, December, 1995-Stage C.A. Inter, November,
1981; C.A. Final, May, 1983-Similar)

The following data has been collected from the cesbrds of a unit for computing the various fixaeerhead variances
for a period:

Number of budgeted working days 25
Budgeted man-hours per day 6,000
Output (budgeted) per man-hour (in units) 1
Fixed overhead cost as budgeted Rs. 1,50,000
Actual number of working days 27
Actual man-hours per day 6,300
Actual output per man-hour (in units) 0.9
Actual fixed overhead incurred Rs. 1,56,00(Q

Calculate fixed overhead variances:

(a) Expenditure Variance, (b) Calendar Variance,

(c) Capacity Variance, (d) Efficiency Variance,

(e) Volume Variance, (f) Fixed Cost Variance,

Answer: (a) 6,000 A (b) 12,000 F (c) 8,100 F (d),D10 () 3,090 F (f) 2,910 A

| Question 23. (CA, Inter, November 1989) ‘
Following information is available from the recomfsa factory:
Budget Actual
Fixed overhead for June Rs. 10,000 Rs. 12,000
Production in June (units) 2,000 2,100
Standard time per unit (hours) 10 22,000
Actual hours worked in June
Compute :
(iy Fixed overhead cost variance ; (i) Expendituagiance ;
(iif) Volume variance ; (iv) Capacity variance ;

(v) Efficiency variance ;
Answer: (i) 1,500 A (ii) 2,000 A (iii) 500 F (iv) 1000 F (v) 500 A

| Question 24.
AB Ltd. furnishes the following information relagirto budgeted sales and actual sales for April 2007
Product Sales quantity units | Selling price per
Unit Rs.

Budgeted Sales




A 1,200 15
B 800 20
C 2,000 40
Actual sales

A 880 18
B 880 20
C 2,640 38

Calculate the following variances:

1. Sales value variance

2. Sales volume variance

3. Sales price variance

4. Sales mix variance

5. Sales Qty. variance

Question 25.

1191 - Nov [1] {C} (a) Trident Toys Ltd. had drawap the following Sales Budget for August, 1991:-

‘Bravo’ Toys 5,000 units at Rs. 100 each

‘Champion’ Toys 4,000 units at Rs. 200 each

‘Super’ Toys 6,000 unis at Rs. 180 each

The actual sales for August, 1991 were:

‘Bravo’ Toys 5,750 units at Rs. 120 each

‘Champion Toys 4,850 units at Rs. 180 each

‘Super’ Toys 5,000 units at Rs. 165 each

The costs per unit of Bravo. Champion and Supesegre Rs. 90, Rs. 170 and Rs. 130 respectively.
Analyse the variances to show:
(a) the effect on turnover:

(i) Sales price variance (i) Sales mix variance
(i) Sales quantity variance (iv) Total salesualariance
(b) the effects on profit;
(i) Sales margin : Price variance (i) Sales nmardvlix variance
(iii) Sales margin : Quantity variance (iv) Toszlles margin variance.
| Question 26.

X Ltd. has budgeted the following sales for the thaf August, 1998:
Product A : 800 units @ Rs. 100 per unit.
Product B : 700 units @ Rs. 200 per unit.
The actual sales for the month were as follows:
Product A : 900 units @ Rs. 110 per unit.
Product B : 800 units @ Rs. 180 per unit.
The costs per unit of products A and B were Raa@DRs. 170 respectively.
You are required to compute the different variartoesxplain the difference between the budgetedaatubl profits.

Answer: (i) Sales Value Price Variance = 100, (iipales Value Mix Variance = 222 (iii) Sales Value Quntity
Variance = 2,222 (iv) Sales Value Variance = 1,900) Sales Value Volume Variance = 2,000




Question 27.

SQC Ltd. provides the following data for the moaftOctober, 1999:

Budget
Product Budgeted Sales Budgeted Selling Standard Cost Per
Quantity Price per unit (Rs.) Units (Rs.)
A 2,160 12 9
B 1,440 5 3
Actual
Product Budgeted Sales Budgeted Selling Standard Cost Per
Quantity Price per unit (Rs.) Units (Rs.)
A 2,240 11 8
B 960 6 5

You are required to compute:

(i) Sales margin quantity variance (i) Sales mamix variance
(i) Sales margin volume variance (iv) Sales mangiice variance
(v) Sales margin total variance

Answer: Sales Margin Price Variance = 1,280 A, SaeMargin Mix Variance = 320 F, Sales Margin Quantiy
Variance = 1,040 A, Sales Margin Variance = 2,000,/&ales Margin Volume Variance = 720 A

Question 28. 2011, November
Gama Ltd. has furnished the following standard das& per unit of production :

e Material 10 kg @ Rs 10 per kg.

e Labour 6 hours @ Rs 5.50 per hour.

» Variable overhead 6 hours @ Rs 10 per hour.

» Fixed overhead Rs 4,50,000 per month (Based ommaatawolume of 30,000 labour hours).
The actual cost data for the month of August 20#l1as follows :

e Material used 50,000 kg at a cost of Rs 2,25,000.

e Labour paid Rs 1,55,000 for 31,000 hours worked.

* Variable overheads Rs 2,93,000.

» Fixed overheads Rs 4,70,000.

» Actual production 4,800 units.

Calculate :
(i) Material cost variance.
(i) Labour cost variance.
(i) Fixed overhead cost variance.
(iv) Variable overhead cost variance.

| Question 29

KPR Limited operates a system of standard costingespect of one of its products which is manufactu
within a single cost centre. The Standard Cost ©&edproduct is as under:

Standard Unit cost )
5kg. @ 4.20 21.00

Direct material




Direct labour 3 hours & 3.00 9.00
Factory overhead % 1.20 per labour hour 3.60
Total manufacturing cost 33.60

The production schedule for the month of June, 2@t@iired completion of 40,000 units. However, 40,9
units were completed during the month without opgrand closing work-in-process inventories.

Purchases during the month of June, 2013, 2,2%006f material at the rate &4.50 per kg. Production and

Sales records for the month showed the followirntgaaesults.

Material used

Direct labour 1,21,200 hours; cost incurred
Total factory overhead cost incurred

Sales

2,05,600 kg.
¥ 3,87,840
¥1,00,000
40,000 units

Selling price to be so fixed as to allow a markei20 per cent on selling price.

Required:

0] Calculate material variances based on consumpfiomaterial.

(i) Calculate labour variances and the total variancéaictory overhead.
(iii) Prepare Income statement for June, 2013 showinglagtoss margin.

(iv) An incentive scheme is in operation in the compahgreby employees are paid a bonus of 50% of
direct labour hour saved at standard direct labour rate. Calculate the Bonus amount.

FOR YOURPRACTICE

Question 1.

(I.C.W.A. Inter, June, 1992) \

100 skilled workmen, 40 semi-skilled workmen anduBBkilled workmen were to work for 30 weeks to getontract
job completed. The standard weekly wages were RR8. 36 and Rs. 24 respectively. the job wasatlgtasompleted
in 32 weeks by 80 skilled, 50 semi-skilled and #&killed workmen who were paid Rs. 64, Rs. 40 asd R

respectively as weekly wages.

Find out the labour cost variance, labour ratearar@, labour mix variance and labour efficiencyame.

__Actugd2 weeks)
AR TAC
64 1,63,840
40 64,000
20 44,800
2,72,640
7,680 A

Solution
Standar(BO weeks)
SH SR TSC AHW/AHP
Skilled 3,000 60 1,80,000 2560
Semi skilled 1,200 36 43,200 1600
Unskilled 1,800 24 43,200 2240
6,000 2,66,400 6400
[100: 40 :60] [80 : 5@0]
Direct labour cost variance = 2,66,400 — 2,72,640240 A
i Labour Rate variance: (SR — AR) x AHP
Skilled: (60 — 64) x 2,560 = 10,240 A
Semi Skilled: (36 —40) x 1,600 = 6, 400 A
Unskilled: (24 — 20) x 2,240 = _ 8,960
iii Labour Efficiency variance: (SH — AHW) x SR
Skilled: (3,000 - 2,500) x 60 26,400 F
Semi Skilled: (1,200 - 1,600) x 36 14,400 A
Unskilled: (1,800 -2,240)x24 _ 10560 1,440F




Question 2.

(C.S. Inter, June, 1993)\

A gang of workers usually consists of 10 men, 5 worand 5 boys in a factory. they are paid at stahidaurly rates of
Rs. 1.25, Re. 0.80 and Re. 0.70 respectively. moranal working week of 40 hours, the gang is exgedb produce

1000 units of output.

In a certain week, the gang consisted of 13 memorhen and 3 boys. Actual wages were paid at thes raft Rs. 1.20,
Re. 0.85 and Re. 0.65 respectively. Two hours viese due to abnormal idle time and 960 units ofpatitwere

produced.

Calculate various labour variances.

Solution
Standar@60 units) __Actug960 units)
SH SR TSC RSH AHW AHP AR TAC
Men 384 1.25 480 380 494 520 1.20 624
Women 192 0.80 153.6 190 152 160 0.85 136
Boys 192 0.70 1344 190 114 120 0.65 _78
_800x960 768 768 760 760 800 838
1000 [10:5:5] [10:5:5] [13:4:3]
SC =768=Rs. 0.80 Standard O/P_= 180®0 = 950
960 800

0] Direct labour cost variance = TSC — TAC = 76838 =70 A
(i)  Labour Rate Variance: (SR — AR) x AHP

Men (1.25-1.20) x 520 26 F
Women (0.80 — 0.85) x 160 8 A
Boys (0.70-0.65) x 120 _&F 24 F
(i)  Labour Efficiency Variance: (SH — AHW) x SR
Men (384 —494) x 1.25 137.5A
Women (192 - 152) x 0.80 32F
Boys (192 — 114) x 0.70 _546F
50.9 A
(iv) Labour Idle time Variance: (AHW — AHP) x SR
Men (494 — 520) x 1.25 325A
Women (152 — 160) x 0.80 6.4 A
Boys (114 — 120) x 0.70 _42A
43.1 A
(v)  Labour Sub-efficiency Variance: (SH — RSH) x SR
Men (384 —380) x 1.25 5F
Women (192 — 190) x 0.80 16F
Boys (192 — 190) x 0.70 _14F 8F
(vi) Labour mix Variance: (RSH — AHW) x SR
Men (380 —494) x 1.25 1425 A
Women (190 — 152) x 0.80 304 F
Boys 190 - 114) x 0.70 _5B3.2F
58.9 A

(vii) Labour yield Variance = (960 — 950) x 0.8@=




Question 3. (I.C.W.A. Inter, December, 1987) ‘

The following details are available from the reaf ABC Ltd. engaged in manufacturing Article far the week
ended 28th September.

The standard labour hours and rates of paymerdrgiete ‘A’ were as follows:

Hours Rate per hour Total
Skilled labour 10 Rs. 3.00 Rs. 30
Semi-skilled labour 8 1.50 12
Unskilled labour 16 1.00 16
58
The actual production was 1000 units of articlefdAwhich the actual hours worked and rates arergbelow:
Hours Rate per hour Total
Skilled labour 9000 Rs. 4.00 Rs. 36000
Semi-skilled labour 8400 1.50 12600
Unskilled labour 20000 0.90 18000
66600
From the above set of data you are asked to cédcula
(a) Labour cost variance (b) Labour rate variance
(c) Labour efficiency variance (b) Labour mix \@arce
Solution
Standar@ 000 unit) __Actugll 000 unit)
SH SR TSC RSH AHW AHP AR TAC
Skilled 10,000 3.00 30,000 11,000 9,000 9,000 4 0B,
Semi Skilled 8,000 1.50 12,000 8,800 8,400 8,400 501. 12,600
Unskilled 16,000 1.00 16,000 17,600 20,000 20,000 0.90 18,000
34 x 1000 34,000 58,000 37,400 37,400 37,400 66,600
1 [10:8:16] [10:8:16] [45:42:100]
SC p.u. = Rs. 58 58,000 Standard Output = % 37,400 = 1100 units
1000 34

0] Direct Labour Cost Variance = 58,000 — 66,608680 A
Labour Rate Variance: (SR — AR) x AHP

Skilled (3—4) x 9,000 9,000 A

Semi Skilled (1.50 — 1.50) x 8,400 -

Unskilled (1 -0.90) x 20,000 2,000 F 7,000 A
(i)  Labour Efficiency Variance: (SH — AHW) x SR

Skilled (10,000 —9,000) % 3 3,000 F

Semi Skilled (8,000 - 8,400) x 1.50 600 A

Unskilled (16,000 — 20,000) x 1 4,000 A 1,600 A
(iii)  Labour Idle time Variance: (AHW — AHP) x SR

Skilled (9,000 —9,000) x 3 -

Semi Skilled (8,400 — 8,400) x 1.5 -

Unskilled (20,000 - 20,000) x 1.0 - -
(iv) Labour Sub-efficiency Variance: (SH - RSH)R S

Skilled (10,000 — 11,000) x 3 3,000 A




Semi Skilled (8,000 —8,800) x 1.5 1,200 A

Unskilled (16,000-17,600) x1  _ 1,680 5,800 A
(v)  Labour Mix Variance:
Skilled (11,000 —9,000) x 3 6,000 F
Semi Skilled (8,800 — 8,400) x 1.5 600 F
Unskilled (17,600 - 20,000) x1  _ 2,480 4,200 F
(vi) Labour yield Variance = (1,000 — 1100) x 58 = 5,800 A
| Question 4. (I.C.W.A. Inter, December, 1982 ; June, 1986)‘

The direct labour strength of a section of an eegiimg factory is 100 workers paid at the rte of ®80 per day of 8
hours each. The normal production is 1000 piecesmeek of 48 hours. During a particular week aneorfr 1500
pieces was completed expending in all 7650 hourdenug of 6300 hours at normal wages and 1350 raiuwrgertime
wage at double rate. The total wages come to R¥).83alculate the average labour cost per piedagltiie week and
analyse the labour cost variance for the week.

Solution
Standard1,500) _Actua(1,500)
SH SR TSC AHW / AHP AR Total Actual Cost
7,200 0.75 5,400 Normal 6,300 x (0.7) 4,410
oIT 1,350 2x (1.4) 1,890
7,650 6,300
4800% 1500 SC =5408 Rs. 3.60 Standard Outp@D00x 7650 = 1593.75
1000 1500 4800

0] Direct Labour Cost Variance = 5400 — 6300 = 200
Labour Rate Variance: (SR — AR) x AHP
(0.75-0.7) x 6300 =315 F
(0.75-1.4) x 1350 =877.5 A 562.5 A
(i)  Labour Efficiency Variance: (SH — AHW) x SR
(7200 — 7650) x 0.75 =337.5 A
(iv) Labour yield Variance = (1500 — 1593.75) x(8#6337.5 A
Working Note:-
Calculation of actual wage rate per hour-

Hours Rate Rs.
Normal 6.300 X 6,300x
Over-time 1,350 2X _2,700x
9,000x = 6,300
x=0.70

Normal wage rate = Rs. 0.70 per hour
Over time wage rate = Rs. 1.40 per hour

| Question 5.

The standard cost p.u. is as under:

Direct Materials Rs.
2 units of A at Rs. 4 per unit 8.00
3 units of B at Rs. 3 per unit 9.00
15 units of C at Re. 1 per unit 15.00




Direct Labour 3 hrs. @ Rs. 8 per hour
Total Standard Prime Cost

32.00
24.00

56.00

The company manufactured and sold 6000 units gbtbduct during the year, Direct Material Costsevas follows:-
12500 units of A at Rs. 4.40 per unit.
18000 units of B at Rs. 2.80 per unit.
88500 units of C at Rs. 1.20 per unit.

The company worked 17500 direct labour hours duttiegyear. For 2500 of these hours the company gtalRk. 2 per
hour while for the remaining the wages were paidhat standard rate. Calculate Materials Cost, Paité usage
variances and Labour cost, Rate and Efficiencyaraes.

Solution
Standard _Actual
SQ SP TSC AQ AP TAC
A 12,500 4 50,000 12,500 4.40 55,000
B 18,000 3 54,000 18,000 2.80 50,400
C 88,500 1 88,500 88,500 1.20 1,06,200
1,19,000 1,92,500 1,19,000 2,11,600
(i) Material Cost Variance = TSC — TAC = 1,92,500,41,600 = 19,100 A
(i)  Material Price Variance: (SP — AP) x AQ
A (4 —4.40) x 12,500 5,000 A
B (3 —-2.80) x 18,000 3,600 F
C (1 - 1.20) x 88,500 _ 17,700
19,100 A
(i)  Material Usage Variance: (SQ — AQ) x SP
A (12,500 — 12,500) x 4 -
B (18,000 — 18,000) x 3 -
C (88,500 -88,500) x1 -
Labour:-
Standard __Actual
SH SIR TSC AHW AHP AR TAC
18,000 8 1,44,000 15,000 15,000 8 1,20,000
_ 2,500 _2,500 2 5,000
1,44,000 17,500 17,500 1,25,000

Labour cost Variance = (1,44,000 - 1,@86)G= 19,000 F
Labour Efficiency Variance = (18,000 — 17,500) = 8,000 F

Question 6.

From the particulars given below, compute: MateFigte Variance, Material Usage Variance, LaboureRéariance,
Idle Time Variance and Labour Efficiency with fulbrking details:

1 tonne of material input yield a standard outputt@0000 units. The standard price of material & R0 per kg.
Number of employees engaged is 200. The standagé vede per employee per day is Rs. 6. The starttiaiy output
per employee is 100 units. The actual quantity afemal used is 10 tonnes and the actual price igaRb. 21 per kg.
Actual output obtained is 900000 units. Actual nembf days worked is 50 and actual rate of wagés isaRs. 6.50
per day. Idle time paid for and included in abaweetis 1/2 day.

Answer : (i) MPV = 10,000 A (i) MUV = 20,000 A (ii) LRV = 5,000 A (iv) LITV = 600 A (v) LIV = 5400 A (vi)
LEV = 6,000 A.




Question 7. (I.C.W.A. Inter, June 1998-Stage I) ‘

From the following data prepare a unit cost statgrsbowing the prime cost of products A and B tbhgetith analysis
of variance:

Product 'A’ Product 'B'
Material Standard 600 kg. @ Rs. 5.00 90 kg. @ Rs. 3.00
Actual 580 kg. @ Rs. 5.50 100 kg. @ Rs. 2.80
Labour Standard 80 kg. @ Rs. 2.00 16 kg. @ Rs. 2.80
Actual 92 kg. @ Rs. 1.75 14 kg. @ Rs. 2.60
Solution
Material:-
Standard Actual
SQ SR TSC AQ AR TAC
A 600 5 3,000 580 5.5 3,190
B 90 3 270 100 2.8 280__
690 3,270 680 3,470
Labour:-
SH SR TSC AHW/AHP AR TAC
A 80 2 160 92 1.75 161
B 16 2.8 44.8 14 2.60 36.4
96 204.8 106 197.4
0] Material Cost Variance: (TSC — TAC)
= (3270 - 3470) =200 A
(i)  Material Price Variance: (SP — AP) x AQ
A (5-5.5) x 580 290 A
B (3—-2.8) x 100 20 F
(i)  Material Usage Variance: (SQ — AQ) x SP
A (600 —580) x 5 100 F
B (90 -100) x 3 30 A
(iv) Labour Cost Variance: (TSC — TAC)
=(204.8-1974)=74F
(v) Labour Rate Variance = (SR — AR) x AHP
A (2-1.75)x 92 = 23 F
B (2.8 -2.60) x 14 280F
(vi) Labour Efficiency Variance = (SH — AHW) x SR
A (80 -92) x 2 24 A
B (16 —14)x 2.8 56 F
| Question 8. (C.A. Inter, May 1986; I.C.W.A. Inter, December,1998) ‘
The following standards have been set to manufaayproduct :
Direct Material : Rs.
2 units of A @ Rs. 4 per unit 8.00
3 units of B @ Rs. 3 per unit 9.00
15 units of C @ Rs. 1 per unit 15.00




Direct Labour : 3 hrs @ Rs. 8 per hour 32.00
Total standard prime cost 24.00

56.00

The company manufactured and sold 6000 units gbtbduct during the year. Direct material costserss follows:
12500 units of A at Rs. 4.40 per unit
18000 units of B at Rs. 2.80 per unit
88500 units of C at Rs. 1.20 per unit

The company worked 17500 direct labour hours dutirgyear. For 2500 of these hours, the company aaRs. 12
per hour while for the remaining, the wages werel jg& standard rate. Calculate materials priceavae and usage
variance and labour rate and efficiency variance.

| Answer : (i) MPV = 19100 A (i) MUV = 500 A (jii) LRV = 10,000 A (iv) LEV = 4,000 F \

| Question 9. (C.A. Inter, May, 1996) ‘

From the particulars given below, compute: MateRate Variance, Material Usage Variance, LabureRéariance,
Idel Time Variance and Labour Efficiency Varianceghifull working details:

1 tonne of material input yields a standard outpuf00000 units. The standard price of materiaR$s 20 per kg.
Number of employees engaged is 200. The standage vede per employee per day is Rs. 6. The starttiahd output
per employee is 100 units. The actual quantity atemal used is 10 tonnes and the actual price gaRs. 21 per
kg.Actual output obtained is 900000 units. Actuaimber of days worked is 50 and actual rate of wagésdis Rs. 6.50
per day. Idle time paid for and included in abdweetis %2 day.

Answer : (i) MPV = 10,000 A (ii) MUV = 20,000 A (if) LRV = 5,000 A (iv) LITV = 600 A (v) LYV = 5,400 A (vi)
LEV = 6,000 A

Question 10 ‘
SJ Ltd. has furnished the following information:
Standard overhead absorption rate per unit %20
Standard rate per hour 34
Budgeted production 12,000 units
Actual production 15,560 units
Actual overheads wefe2,95,000 out of whickR 62,500 fixed .
Actual hours 74,000
Overheads are based on the following flexible btidge
Production (units) 8,000 10,000 14,000
Total Overhead<j 1,80,000 2,10,000 2,70,000
You are required to calculate the following overh&ariances (on hour’s basis) with appropriate \wagk:
(i) Variable overhead efficiency and expenditure vargan
(ii) Fixed overhead efficiency and capacity variance.
Solution :
Workings :
(a) Variable overhead rate per unit

Difference of Overhead attwo level

Difference in Production units




Rs.2,10,000 — Rs. 1,80,000
" 10,000 Units - 8,000 Units

=15

(b) Fixed Overhead £ 1,80,000 — (8,000 units X15) =X 60,000
Std.Owverhead Absorption Rate
(©) Standard hours per unit of production =
Std.Rate per hour
Rs. 20
= =5 hours
Rs. 4
Variable Overhead per unit
(d) Standard Variable Overhead Rate per Hour
Std.hour per unit
BEg. 15
" 5 Hours
(e) Standard Fixed Overhead Rate per hour ¥4=33=X1
® Actual Variable Overhead £2,95,000 X 62,500 X 2,32,500
Rs. 2,32,500
(9) Actual variable Overhead Rate per hour ——=—————— =¥3.1419
74,000 hours
(h) Budgeted hours £2,000 units X 5 hours = 60,000 hours
0] Standard Hours for Actual Production 15,560 units X 5 hours = 77,800 hours
0] Variable Overhead Efficiency and Expenditure Vaiance :
Variable Overhead Efficiency Variance = Std. Rad¢e hour (Std. hours — Actual hours)
=¥ 3 (77,800 hours — 74,000 hours)
=¥ 11,400 (F)
Variable Overhead Expenditure Variance = ActualreqStd. Rate — Actual hours)
=¥ 74,000% 3 -7 3.1419)
=¥ 10,500 (A)
(ii) Fixed Overhead Efficiency and Capacity Variarce :
Fixed Overhead Efficiency Variance = Std. Ratehmrr (Std. hours — Actual Hours)
=% 1 (77,800 hours — 74,000 hoursg=3,800
(F)
Fixed Overhead Capacity Variance = Std. Rate menm K{Std. hours — Budgeted
Hours)
=% 1 (74,000 hours — 60,000 hours)
=% 74,000 X 60,000 X 14,000 (F)
| Question 11 ‘
Following are the details of the product Phomextifigr month of April 2013:
Standard quantity of material required per unit kg5
Actual output 1000 units
Actual cost of materials used % 7,14,000
Material price variance 351,000 (Fav)

Actual price per kg of material is found to be ldssn standard price per kg of materiaRb0.
You are required to calculate:

()
(i)
(iii)

Actual quantity and Actual price of materials used.
Material Usage Variance
Material Cost Variance.




Solution :

0] Actual Quantity and Actual Price of material used :
Material Price Variance = Actual Quantity (Std.deri- Actual Price) £ 51,000
Or, AQ (SP - AP) = 51,000
Or, 10 AQ = 51,000
Or, AQ = 5,100 kgs.
Actual cost of material used is given i.e.
AQ X AP = 7,14,000
Or, 5,100 AP = *7,14,000
AP = %140

++ Actual price is less b¥ 10

So, Standard Price = Y140 +X 10 =X 150 per kg.
Actual Quantity = 5,100 kgs.
Actual Price = < 140/kg
(ii) Material Usage Variance
Std. Price (Std. Quantity — Actual Quantity)
Or, SP (SQ - AQ) = ¥ 150 (1,000 units X 5 kg. — 5,100 kg.)
= ¥15,000 (A)
(i) Material Cost Variance

=  Std. Cost — Actual Cost
= (SP XSQ)- (AP X AQ)
= 150 X 5,000 X 140 X 5,100
= ¥7,50,000 X 7,14,000
= 336,000 (F)
OR
Material Price Variance + Material Usage Variance
¥ 51,000 (F) ® 15,000 (A) %X 36,000 (F)

Question 12 ‘

SP Limited produces a product ‘Tempex’ which igdsala 10 Kg. packet. The standard cost card pekgiaf
‘Tempex’ are as follows:

®)

Direct materials 10 kg @ 45 per kg 450
Direct labour 8 hours @ 50 per hour 400
Variable Overhead 8 hours @10 per hour 80
Fixed Overhead 200
1,130

Budgeted output for the third quarter of a year #8900 Kg. Actual output is 9,000 Kg. Actual cémst this
quarter are as follows :

®)

Direct Materials 8,900 Kg @ 46 per Kg. 4,09,400
Direct Labour 7,000 hours &52 per hour 3,64,000
Variable Overhead incurred 72,500
Fixed Overhead incurred 1,92,000




You are required to calculate :

0] Material Usage Variance
(ii) Material Price Variance
(i) Material Cost Variance

(iv) Labour Efficiency Variance
V) Labour Rate Variance

(vi) Labour Cost Variance

(vii) Variable Overhead Cost Variance
(viii) Fixed Overhead Cost Variance.

Solution :
0] Material Usage Variance = Std. Price (Std. Qityr Actual Quantity)
=% 45 (9,000 kg. — 8,900 kg.)
=% 4,500 (Favourable)
(ii) Material Price Variance = Actual Quantity (Strice — Actual Price)
= 8,900 g.3 45 -T 46) =X 8,900 (Adverse)
(i) Material Cost Variance = Std. Material Cosfetual Material Cost

=(SQ - SP) — (AQ X AP)
= (9,000 kg. XX 45) — (8,900 kg. X 46)
=3 4,05,000 % 4,09,400
=% 4,400 (Adverse)
(iv) Labour Efficiency Variance = Std. Rate (Stdbuiis — Actual Hours)

9,000
=350 0 X 8 hours — 7,000 hrs.

=% 50 (7,200 hrs. — 7,000 hrs.)
=% 10,000 (Favourable)
v) Labour Rate Variance = Actual Hours (Std. Ratkctual Rate)
= 7,000 hrs.Y 50 -¥ 52)
=% 14,000 (Adverse)
(vi) Labour Cost Variance = Std. Labour Cost — Attuabour Cost
= (SH X SR) — (AH X AR)
= (7,200 hrs. X 50) - (7,000 hrs. X 52)
=% 3,60,000 X 3,64,000
=% 4,000 (Adverse)
(vii) Variable Cost Variance = Std. Variable CosAetual Variable Cost
= (7,200 hrs. X 10) - 72,500
=3 500 (Adverse)
(viii) Fixed Overhead Cost Variance = Absorbed Fixed OwerheActual Fixed Overhead

Rs. 200

=—— X9,000 kgs. ¥ 1,92,000
10 kgs.

=% 1,80,000 X 1,92,000 X 12,000 (Adverse)

| Question 13

Jigyasa Pharmaceuticals Ltd. is engaged in produdietary supplement ‘Funkids’ for growing childrdn
produces ‘Funkids’ in a batch of 10 kgs. Standaatemal inputs required for 10 kgs. of ‘Funkidseaas
below:




Material Quantity (in kgs.) Rate per kg. (in%)
Vita-X 5 110
Proto-D 3 320
Mine-L 3 460

During the month of March, 2014, actual productieas 5,000 kgs. of ‘Funkids’ for which the actual

quantities of material used for a batch and thegsrpaid thereof are as under:

Material Quantity (in kgs.) Rate per kg. (in%)
Vita-X 6 115
Proto-D 25 330
Mine-L 2 405

You are required to calculate the following variesdased on the above given information for thetmoh

March, 2014 for Jigyasa Pharmaceuticals Ltd.:

Solution :

0] Material Cost Variance;
(ii) Material Price Variance;
(i) Material Usage Variance;
(iv) Material Mix Variance;
(v) Material Yield Variance.
Material SQ* X SP AQ** X SP AQ** X AP RSQ*** X SP
VitaxX % 2,75,000 < 3,30,000 < 3,45,000 3 2,62,460
(2,500 kg. XX 110) (3,000 kg. XX 110) (3,000 kg. X 115) (2,386 kg. XX 110)
Proto — D < 4,80,000 < 4,00,000 34,12,500 3 4,58,240
(1,500 kg. XX 320) (1,250 kg. XX 320) (1,250 kgX 330) (1,432 kg. XX 320)
Mine — L < 6,90,000 < 4,60,000 < 4,05,000 % 6,58,720
(1,500 kg. XX 460) (1,000 kg. XX 460) (1,000 kgZ 405) (1,432 kg. XX 460)
Total ¥ 14,45,000 ¥ 11,90,000 ¥ 11,62,500 ¥ 13,79,420

* Standard Quantity of materials for actual output

5 kgs.
Vita-X = @ X 5,000 kgs. = 2,500 kgs.
3 kgs.
Proto — D = ng. X 5,000 kgs. = 1,500 kgs.
3 kgs.
Mine — L = m X 5,000 kgs. = 1,500 kgs.
** Actual Quantity of Material used for actual outp
6 kgs.
Vita-X = m X 5,000 kgs. = 3,000 kgs.
2.5 kgs.
Proto - D = m X 5,000 kgs. = 1,250 kgs.
2 kgs.
Mine — L = ng. X 5,000 kgs. = 1,000 kgs.




*** Revised Standard Quantity (RSQ) :

. 5 kgs.
Vita-X = @ X 5,250 kgs. = 2,386 kgs.
3 kgs.
Proto - D = m X 5,250 kgs. = 1,432 kgs.
3 kgs.
Mine — L = — X 5,250 kgs. = 1,432 kgs.
11 kgs.
0] Material Cost Variance ¢€std. Qty. X Std. Price) — (Actual Qty. X Actuali€)
Or = (SQ X SP) — (AQ X AP)
Vita-X =% 2,75,000 X 3,45,000 = % 70,000 (A)
Proto-D =% 4,80,000 % 4,12,500 = % 67,500 (F)
Mine-L =% 6,90,000 X 4,05,000 = % 2,85,000 (F)
¥ 2,82,500 (F)
(ii) Material Price Variance = Actual Quantity ¢StPrice — Actual Price)
= (AQ X SP) — (AQ X AP)
Vita-X =7 3,30,000 X 3,45,000 = < 15,000 (A)
Proto-D =% 4,00,000 X 4,12,500 = 12,500 (A)
Mine-L =% 4,60,000 % 4,05,000 = ¥ 55,000 (F)
T 27,500 (F)
(i) Material Usage Variance = Std. Price (Stdy Q- Actual Qty.)
Or =(SQ X SP) — (AQ X SP)
Vita-X =% 2,75,000 X 3,30,000 = % 55,000 (A)
Proto-D =X 4,80,000 X 4,00,000 = < 80,000 (F)
Mine-L =%6,90,000 X 4,60,000 = < 2,30,000 (F)
¥ 2,55,000 (F)
(iv) Material Mix Variance = Std. Price (RevisetliSQty. — Actual Qty.)
Or = (RSQ X SP) — (AQ X SP)
Vita-X =% 2,62,460 X 3,30,000 = X 67,540 (A)
Proto-D =X 4,58,240 X 4,00,000 = % 58,240 (F)
Mine-L =% 6,58,720 X 4,60,000 = 1,98,720 (F)
Z1,89,420 (F)
(v) Material Yield Variance = Std. Price (Std. QtyRevised Std. Qty.)
Or =(SQ X SP) — (RSQ X SP)
Vita-X =% 2,75,000  2,62,460 = T 12,540 (F)
Proto-D =% 4,80,000 % 4,58,240 = T 21,760 (F)
Mine-L =%6,90,000 X 6,58,720 = < 31,280 (F)
% 65,580 (F)
Question 14
The following information has been provided by anpany :
Number of units produced and sold 6,000

Standard labour rate per hour 38




Standard hours required for 6,000 units -

Actual hours required 17,094 hours
Labour efficiency 105.3%
Labour rate variance % 68,376(A)
You are required to calculated :
0] Actual labour rate per hour
(ii) Standard hours required for 6,000 units
(i) Labour efficiency variance
(iv) Standard labour cost per unit
(v) Actual labour cost per unit

Solution :

SR - Standard labour Rate per Hour

AR — Acutal labour rate per hour

SH — Standard Hours

AH — Actual hours

0] Labour Rate Variance = AH (SR - AR)
=17,094 (8 - AR) = 68,376 (A) = - 68,476
=8-AR=-4
=AR =X 12

SH
(ii) Labour Efficiency :ﬁ_H X100 =105.3

AHX1053 17,094 X 105.3
100 100
=17,999.982
= SH = 18,000 hours
(i) Labour Efficiency Variance = SR (SH - AH)
=8 (18,000 — 17,094)
=8 X 906
=% 7,248 (F)
18,000X 8
6,000

17,094 X 12

v) Actual Labour Cost Per Unit = =334.19
6,000

=SH =

(iv) Standard Labour Cost per Unit =% 24




MARGINAL COSTING

| Question 1. Nov. 2008 PCC

ABC Ltd. can produce 4,00,000 units of a productgeum at 100% capacity. The variable productmstsare Rs. 40
per units and the variable selling expenses arelRger sold unit. The budgeted fixed productiopemses were Rs.
24,00,000 per annum and the fixed selling expenggs Rs. 16,00,000. During the year endeli arch, 2008, the
company worked at 80% of its capacity. The opegatiata for the year are as follows:

Production 3,20,000 units
Sales @ Rs. 80 per unit 3,10,000 units
Opening stock of finished goods 40,000 units

Fixed production expenses are absorbed on the dfasépacity and fixed selling expenses are re@m/en the basis of
period.

You are required to prepare statements of Cospaufit for the year ending 3MMarch, 2008:

(i) On the basis of marginal costing

(i) On the basis of the absorption costing.

| Question 2. (C.Ss., Inter, December 1990)‘
The following is the standard cost data per unjproiduct "Flex" manufactured by Gama Limited:
Selling price Rs. 40
Costs:
Direct Material Rs. 8
Direct Labour 5
Variable Production Overheads 2
Fixed Production Overheads 5
(Based on a budgeted normal output of 36000 ueit@pnum)
Variable Selling Overheads 6

Further the fixed selling expenses were Rs. 12@@d@&nnum

During a particular month, the company produced02@its of the product and sold 1500 units of thee. There was
no opening stock.

You are required to:
(a) Prepare profit statements under:

(i) Marginal costing method and (ii) Absorptioosting method.

(b) Explain the difference in the profit.

| Question 3. (C.I.M.A. London November 1994-Stage 2)‘
(a) PQ Limited makes and sells a single produarXi has budgeted the following figures for a ona+yeeriod:
Sales in units 160000
Sales Rs. 6400000
Production costs:
-Variable Rs. 2560000
-Fixed 800000
Selling, distribution and administration costs:
-Variable 1280000
-Fixed 1200000




Total costs 5840000
Net profit 560000

Fixed costs are assumed to be incurred evenly divaut the year.

At the beginning of the year, here were no stodkinished goods. In the first quarter of the yeaB000 units were
produced and 40000 units were sold.

You are required to prepare profit statementsHerfirst quarter using:

(i) Marginal costing, and (i) Absorption coudi
(b) There is a difference in the profit reportedewhmarginal costing is used compare with when gihisor costing is
used.

You are required to discuss the above statementaimtlicate how each of the following conditionsud affect the
net profit reported:

(i) When sales and production are in balance atlstia (or expected) volume.

(i) When sales exceed production,

(iif) When production exceeds sales.

| Question 4. (B. Com, Madurai-Kamaraj April 1992) ‘
From the following particulars, calculate break+ey®int:
Sales . Rs. 200000
Variablecost . Rs. 120000
Fixed overheed L. Rs. 30000

Also calculate :

(a) New B.E.P. if selling price is reduced by 10%.
(b) New B.E.P. if variable cost increases by 10%.
(c) New B.E.P. if fixed cost increases by 10%.
Answer: (a) Rs. 90000 (b) Rs. 88235 (c) Rs. 82500

| Question 5. (M. Com, Bharathidasan, April 1988) ‘
An analysis of S. Ltd.'s cost records gives thifahg information :
Variable Cost (% of sales) Fixed Cost

Direct Material Rs. 32.8

Direct Labour 28.4

Factory overhead 12.6 189000
Distribution overhead 4.1 58400
General administration overhead 1.1 66700

General administration overhead
Budgeted sales for the next year Rs. 1850000.
You are required to determine :
(a) Break-even sales value. (b) Profit at thegeted sales volume.
(c) Profit it the actual sales
(i) drop by 10%
(ii) increase by 5% from the sales.
Answer: (a) Rs. 1495714 (b) Rs. 74400 (c) (i) R&550 (ii) Rs. 93825
| Question 6. (C.A. Inter, May, 1998) ‘

A single product company sells its product at R pér unit. In 1996, the company operated at a imdrgafety of
40%. The fixed costs amounted to Rs. 360000 anuahable cost ratio to sales was 80%.

In 1997, it is estimated that the variable cost gl up by 10% and the fixed cost will increase38y.




Find the selling price required to be fixed in 196&arn the same P/V ratio as in 1996.

Assuming the same selling price of Rs. 60 perianit997, find the number of units required to bedurced and sold to
earn the same profit as in 1996.

Answer: Selling price per unit = Rs. 66
no. of units to be produced in 1997 = 85834 units
| Question 7. (C.A. Inter, November 1996-Part Question)‘

An automobile manufacturing company produces difiemodels of Cars. The budget in respect of mad8lfor the
month of September, 1996 is as under :

Budgeted Output 40000 Units
Rs. in lakhs Rs. in lakhs

Net Realisation 700.00
Variable Costs :
Materials 264.00
Labour 52.00
Direct Expenses 124.00 440.00
Specific Fixed Cost 90.00
Allocated Fixed Costs 112.50 202.50
Total Costs 642.50
Profit 57.50
Sales 700.00
Calculate :

(i) Profit with 10 percent increase in selling griwith a 10 percent reduction in sales volume.

(i) Volume to be achieved to maintain the origimabfit after a 10 percent rise in material coststhe originally
budgeted selling price per unit.

Answer: (i) 94.5 lakhs (ii) volume to be achievedtmaintain original profit = 44521

| Question 8. (I.C.W.A. Inter, June 1997 ; C.A. Inter May 1985) ‘
The variable cost structure of a product manufactiony a company during the current year is as under
Rs. per unit
Material 120
Labour 30
Overheads 12

The selling price per unit is Rs. 270 and the fixedt and sales during the current year are Rfaklé and Rs. 40.5
lakhs respectively.

During the forthcoming year the direct worker vii#t entitled to a wage increase of 10% from therbegg of the year
and the material cost, variable overhead and fixethead are expected to increase by 7.5%, 5% %ne§pectively.

The following are required to be computed:
(a) New sale price in the forthcoming year if therent P/V ratio is to be maintained.

(b) Number of units that would required to be sdlding the forthcoming year so ass to yield the esamount of
profit in the current year, assuming that sellimgg per unit will not be increased.

Answer: (a) Selling Price = Rs. 291 (b) 17422 Units
| Question 9. (C.A. Inter November 1999-Part Question) ‘
PQR Ltd. has furnished the following data for thve years:

1997-98 1998-99
Sales Rs. 800000 ?




Profit/Volume Ratio (P/V ratio) 50% 37.5%
Margin of Safety (Sales as a % of Total Sales) 40% 21.875%
There has been substantial saving in the fixedindbie year 1998-99 due to the restructuring pgece
The company could maintain its sales quantity l@§dl997-98 in 1998-99 by reducing selling price.
You are required to calculate the following:

(i) Sales for 1998-99 in Rupees; (ii) Fixed cost¥698-99;

(i) Break-even sales for 1998-99 in Rupees.

Answer: (i) 6,40,000 (ii) Rs. 1,87,500 (iii)) Rs.@),000

| Question 10. (B. Com. Hons. Delhi 1982)‘

The Young Hotel has annual fixed costs applicableobms of Rs. 1500000 for a 300 rooms-hotel withrage daily
room rates of Rs. 40 and average variable cod®s06 for each room rented.

The hotel operates 365 days per year. It is subjesh income tax rate of 30 percent.

Itis required to:

(i) calculate the number of rooms the Hotel must te earn a net income after taxes of Rs. 100@0©@0
(i) compute the break-even point in terms of numife'ooms rented.

Answer: (i) No. of Rooms = 86135 Appx. (ii) 44118ddms.

| Question 11. (C.A. Inter May 1996-Part Question) ‘

A company had incurred fixed expenses of Rs. 45000 sales of Rs. 1500000 and earned a profit @f 3000
during the first half year. In the second hal§uffered a loss of Rs. 150000. Calculate:

(i) The profit-volume ratio, break-even point andngin of safety for the first half-year.

(i) Expected sales-volume for the second half-yesuming that selling price and fixed expensesimaed unchanged
during the second half year.

(iii) The break-even point and margin of safety ttoe whole year.

Answer: (i) (a) P/v Ratio = 50% (b) B.E. Point = 90,000 (¢) MOS = Rs. 6,00,000
(i) Rs. 6,00,000
(iii) (a) B.E. Point = 18,00,000 (b) MOS = Rs. 3)0000.

Question 12. (C.A. Inter, November 1996) ‘

A company has three factories situation North, Bast South with its head Office in Mumbai. The Mgament has
received the following summary report on the operet of each factory for a period.

(Rs. '000)
Sales Profit
Actual Over/(Under) Actual Over/(Under)
Budget Budget
North 1100 (400) 135 (180)
East 1450 150 210 90
South 1200 (200) 330 (110)

Calculate for each factory and for the company ahale for the period:
(i) The Fixed Costs

(i) Break-even Sales

Answer: (i) 1350 (ii) 2500 (in Rs. ‘000)




Question 13. (1.C.W.A. Inter June 1993) |

A factory engaged in manufacturing plastic bucketsorking at 40% capacity and produced 10000 bisger month.
The present cost breakup for one bucket is as under

Materials Rs. 20
Labour Rs. 6
Overheads Rs. 10 (60% fixed)

The selling price is Rs. 40 per bucket. If it i<idied to operate the factory at 50% capacity, gikéng price falls by
3%. AT 90% capacity, the selling price falls by B&tompanied by a similar fall in the price of mitist

You are required to prepare a statement showingtbfts at 50% and 90% capacities and also deterrttie break-
even points at each of these production levels.

Answer:
Capacity 50% 90%
Profit 50,000 1,42,500
BEP 6818 6667
Question 14. (C.A. Inter May 1987; I.C.W.A. Final December 1996)‘

A Bank conducts competitive examination every ylearselection of candidates for the post of Prairary Officers.
Each candidate is charged an entrance fee of Rfar7#gmission to the examination. Data gatheredhfthe last two
years are as under:

19X1 19X2
Fees collected Rs. 300000 375000
Costs:
Valuation of answer books 120000 150000
Question papers 80000 100000
Hire of hall 12000 12000
Honorarium to Examination Superintendent 10000 10000
Invigilators at the rate of one invigilator for
every 50 students at Rs. 100 per day for two days 16000 20000
General expenses 12000 12000
Total 250000 304000
Net income 50000 71000

In 1993, it is expected that 6000 candidates wiflear for the entrance examination. The hall radtgeneral expenses
are expected to increase by Rs. 3000 and Rs. &3pectively. You are required to calculate theofeihg for 19X3:

(i) Budgeted income;
(i) Break-even number of candidates;
(iif) Number of students required to sit for exaation to earn a net revenue of Rs. 100000.
Answer: (i) Budgeted income = 81,000 (ii) BEP = 22486 Candidates (iii) No. of Students = 6912 Canditks.
| Question 15. (CIMA London, May 1992) ‘

PE Limited produces and sells two products, P an@uglgets prepare for the next six months give ftilewing
information:

Product P per unit Product E per unit

Selling price Rs. 10.00 Rs. 12.00
Variable costs : production and selling 5.00 10.00
Common fixed costs ; production and selling (fox si




months) 561600

You are required, in respect of the forthcomingrabnths:

(i) to state what the break-even point in rupedkhgi and the number of each product this figupresents if the two
products are sold in the ratio 4P to 3E;

(ii) to state the break-even point in rupees amdnthmber of products this figure represents ifshles mix changes to
4P to 4E (ignore fractions of products);

(iii) to advise the sales manager which product shiguld be better, that in (i) above or that ingbove, and why;

(iv) to advise the sales manager which of the twadpcts should be concentrated on and the reagofor(your
recommendation - assume that whatever can be naadieecsold, that both products go though a maadiipincess
and that there are only 32000 machine hours avejlaith product P requiring 0.40 hour per unit gmdduct E
requiring 0.10 hour per unit.

Answer: (i) BEP units, Product P = 86,400 Product E 64,800 (ii) BEP units, Product P,E = 80228 units

| Question 16. (C.A. Final, November 1991; C.S. Final June 1986}
Titan Engineering is operating at 70 percent cdpaarid presents the following information:
Break-even point Rs. 200 crores
P/V Ratio 40 percent
Margin of safety Rs. 50 crores

Titan's management has decided to increase producti95 percent capacity level with the followimgdifications:
(i) The selling price will be reduced by 8 percent.
(i) The variable cost will be reduced by 5 percentsales.

(iif) The fixed cost will increase by Rs. 20 croréscluding depreciation on additions, but exclydimterest on
additional capital.

(iv) Additional capital of Rs. 50 crores will beeted for capital expenditure and working capital.

Required:

(a) Indicate the sales figures, with the workirwgttwill be needed to earn Rs. 10 crores over &odethe present
profit and also met 20 percent interest on thetamdil capital.

(b) What will be the revised:
(i) Break-even point (ii) P/V ratio (iii) Marginfeafety ?
Answer: (a) Rs. 311.11 Crores (b) (i) 244.44 Crordg) 45% (iii) 66.67 Crores
| Question 17. (C.A. Final November 1987) ‘

A Company has an opening stock of 6000 units gbwatutThe production planned of the current per@4000 units
and expected sales for the current period amou8@®0 units. The selling price per unit of outmuRs. 10. Variable
cost per unit is expected to be Rs. 6 per unitevhiiwas only Rs. 5 per unit during the previousiqee What is the
break-even volume for the current period if thaltdiked cost for the current period is Rs. 860007

Assume that the first in first out system is follev

Answer: 20,000 units.

Question 18. (I.C.W.A. Final June 1981; I.C.W.A. Inter, December1987;
C.A. Inter, November 1986; May, 1983; |.C.W.A. FindDecember 1992;

Two manufacturing companies which have the follgnvaperating details decide to merge:

Company 1 Company 2
Capacity utilization % 90 60
Sales (Rs. lakhs) 540 360
Variable Costs (Rs. lakhs) 396 225
Fixed Costs (Rs. lakhs) 80 50

Assuming that the proposal is implemented, caleulat




(i) Break-even sales of the merged plant and tpadity utilization at that stage.
(ii) Profitability of the merged plant at 80% capgaitilization.
(i) Sales turnover of the merged plant to eaprdit of Rs. 75 lakhs.

(iv) When the merged plant is working at a capattgarn a profit of Rs. 75 lakhs, what perceniagesase in selling
price is required to sustain as increase of 5%xadfoverheads.

Answer: (i) BEP of the merged plant = Rs. 501.74i)i98 (iii) 791.20 lakh (iv) .8214

| Question 19. 2011, November
The P/V Ratio of Delta Ltd. is 50% and margin afety is 40%. The company sold 500 units for R®®00. You are
required to calculate :
(i) Break even point, and
(i) Sales in units to earn a profit of 10% on sale

FOR YOURPRACTICE

| Question 1.

The data below relates to a company which makeselhgicomputers:

March April
Sales units 5000 units 10000
Production 10000 5000
Selling price/unit Rs. 100 Rs. 100
Variable production cost/unit 50 50
Fixed production overhead incurred 100000 100000
Fixed production overhead cost per unit, being
the predetermined overhead absorption rat 10 10
Selling, distribution and administration cost fated) 50000 50000
You are required to present comparative profitestent for each month using:
(i) absorption costing, (ii) marginal costing
Solution
Working Note 1
Calculation of variable cost of good sold under giaal costing :-
March :
Quantity Rate Amount
Production 10,000 50 5,00,000
(-) Closing Stock _5,000 50 2,50,000
Cost of good sold ~ 5,000 2,50,000
April :
Quantity Rate Amount
Opening Stock 5,000 50 2,50,000
(+) Production _5,000 50 2,50,000
Cost of good sold 10,000 5,00,000
Working Note 2
Calculation of production cost of goods sold uralesorption costing :-
March :
Quantity Rate Amount
Production 10,000 60 6,00,000
(50 + 10)




(-) Closing Stock _5,000 60 3,00,000
Production cost of G. sold 5,000 3,00,000
April :
Quantity Rate Amount
Opening Stock 5,000 60 3,00,000
(+) Production 5,000 60 3,00,000
(50 + 10)
Production cost of good sold 10,000 6,00,000
Working Note 3
Calculate of under recovery and over recoveryxadiproduction cost:-
March :
Budget _Actual
BQ Recoveryrate p.u. BFO AQ Recoveryrate p.u. RFO AFPO
10,000 10 1,00,000 10,000 10 1,00,00 1,00,000
(AFPO)
April :
Budget Actual
BQ Recoveryrate p.u. BFO AQ Recoveryrate p.u. RFO AFPO
10,000 10 1,00,000 5,000 10 50,000 1,00,000
(AFPO)
Under-recovery
50,000
Soaln.
A. Marginal Costing :-
Particulars March April
Sales @ Rs 100 5,00,000 10,00,000
(5,000 x 100) (10,000 x 100)
(-) Variable Production cost of good sold 2,50,000 5,00,000
Contribution 2,50,000 5,00,000
(-) Fixed production cost 1,00,000 1,00,000
(-) Fixed Administration & Selling overhead 600 50,000
Profit 1,00,000 3,50,000
B. Absorbtion costing approach :-
Particulars March April
Sales @ Rs 100 5,00,000 10,00,000
(-) Production cost of good sold 3,00,000 6,00,000
Gross Profit 2,00,000 4,00,000
(-) Administration and selling Expenses 50,000 50,000
Profit before adjustment 1,50,000 3,50,000
(-) Under recovery of Fixed Production overhead = 50,000
Profit after adjustment 1,50,000 3.00,000




Question 2. (I.C.W.A. Inter, December, 1989) ‘

Cookwell Ltd. manufactures pressure cookers thiéngeprice of which is Rs. 300 per unit. Currenthe capacity
utilisation is 60% with a sales turnover of Rs.ldBhs. The company proposes to reduce the sellicg py 20% but
desires to maintain the same profit position bydasing the output. Assuming that the increasepubuild be made
and sold, determine the level at which the Compsnnuld operate to achieve the desired objective.

The following further data are available:

(i) Variable cost per unit Rs. 60

(i) Semi-variable cost (including a variable elerhef Rs. 10 pr unit) Rs. 180000.

(iif) Fixed cost Rs. 300000 will remain constantto80% level. Beyond this an additional amounRef 60000 will be

incurred.

Solution
Given:- Selling price p.u. Rs. 300

Sales [60%)] Rs. 18,00,000 [6,000 unit]

Full capacity 10,000 unit

Variable cost p.u. (60 + 10) 70 Rs.
Fixed cost 1-28000 [3,00,000 + 1,20,000] 4,20,000

8001 — 10,000 [3,60,000 + 1,20,000 4,80,000
Profit [(300 - 70) x 6,000] — 4,20,000 9,60,000
Block FC SFC TFC D. Profit Cont p.u. D. Sales Qty. Remarks
1-8,000 3,00,000 1,20,000 4,20,000 9,60,000 170 ,118units Invalid

(240 - 70)
8001 - 10,000 3,60,000 1,20,000 4,80,000 9,60,00070 1 8,471 units Valid
approx
| Question 3. (I.C.W.A. Inter, June 1986) ‘

The XYZ Co. has the following budget for the ye8B86-87:
Sales (100000 units @ Rs. 20) Rs. 2000000
Variable cost 1000000
Contribution 1000000
Fixed cost 400000
Net profit 600000

From the above set of information find out:

(a) The adjusted profits for 1986-87 if the folloitwo sets of changes are introduced and alsoestigghich plan
should be implemented:

Plan A Plan B
Increase in price 20% Decrease in price 20%
Decrease in volume 25% Increase in volume 25%
Increase in variable cost 10% Decrease in variable cost 10%
Increase in fixed cost 5% Decrease in fixed cost 5%

(b) The P/V ratio and break-even points under weeplans referred to above.

Solution
Given:
Basic A B
Sales Quantity 1,00,000 units 75,000 1,25,000




Selling price p.u. Rs 20 Rs 24 Rs 16
Variable cost Rs 10 Rs 11 Rs 9
Fixed cost Rs 4,00,000 Rs 4,20,000 Rs 3,80,000
Contribution p.u. Rs 10 Rs 13 Rs 7
Plan A Sales 18,00,000

(-) Variable cost 8,25,000

Contribution 9,75,000

(-) Fixed cost 4,20,000

Profit 5,55,000
Plan B Sales 20,00,000

(-) Variable cost 11,25,000

Contribution 8,75,000

(-) Fixed cost 3,80,000

Profit 4,95,000

BEP =A = _4,20,000 B= _3,80,000

13 7
32,308 54,286
PV Ratio = 9,75,000< 100 8,75,000x 100
18,00,000 20,00,000
=54.17% 43.75%

| Question 4. (C.A. Inter, November, 1998-Part Question)‘

The profit-volume ratio of X Ltd. is 50% and the myia of safety is 40%. Your are required to caltailde net profit if
the sales volume is Rs. 100000.

Solution

P/V Ratio = 50% Sales = 1,00,000

MOS = 40% BES = 60,000

BEP = 60% BES = Fixed Cost_
PV Ratio

[l Fixed cost = 30,000
Desired sales = Fixed Cost + Profit
PV Ratio
1,00,0000] 30,000 + Profit
50%
Profit = 20,000
| Question 5.
(i) When volume is 3000 units, average cost is4Rger unit. When volume is 4000 units, average isoBs. 3.50. The

break-even point is 5000 units. Find the profiterok ratio.

(i) ABC Ltd. has fixed costs of Rs. 200000. It & products that it can sell, A and B. The compaells these
products at a rate of 2 units of A to 1 unit B. Thet contribution is Re. 1 per unit for A and Rsper unit for B. How
many units of A and B would be sold at the brea&repoint?

(i) If margin of safety is 40% of sales, find &8 costs when profit is Rs. 20000.

(I.C.W.A. Inter December, 1999-Stage |)\

Solution

i) 3,000 unit @ 4 4,000 unit @ 3.5
Total Cost 12,000 14,000
(-) Variable cost 6,000 8,000




2,000 (2 x 3,000) (2 x 4,000)

1,000 _ _
Fixed cost _6,000 6,000
i) BEP (unit) =_ Fixed Cost
Cont. p.u.
5,000 = 6,000
Cont. p.u.
Cont. p.u. =1.20 Variable cost = 2
SP =3.20
PV Ratio = 1.20¢ 100 = 37.5%
3.20
| Question 6. (C.A. Inter, May, 1999-Part Question) ‘
(i) Ascertain profit, when sales = Rs. 200000
Fixed Cost = Rs. 40000
BEP = Rs. 160000
(ii) Ascertain sales, when fixed cost = Rs. 20000
Profit = Rs. 10000
BEP = Rs. 40000
Solution
i) Sales 2,00,000
Fixed cost 40,000
BEP 1,60,000
BEP =_Fixed Cost
PV Ratio
PV Ratio = 40,000 = 0.25
1,60,000
Profit = MOS x PV Ratio
= 40,000 x 0.25
= 10,000

i) Fixed cost = 20,000
Profit = 10,000

BEP = 40,000
BEP = Fixed Cost
PV Ratio
PV Ratio = 20,00@ 0.5
40,000
Sales = Contribution= Fixed Cost + Profit
PV Ratio Ratio
= 30,006 60,000
0.5
| Question 7. (I.C.W.A. Inter June 1995 - Stage I) ‘

A company producing a single product sells it at 30 per unit. Unit variable cost is Rs. 35 anadixcost amounts to
Rs. 12 lakhs per annum. With this data you areireduo calculate the following, treating each ipdedent of the
other:




(a) P/V ratio and Break-even sales.
(b) New Break-even sales if variable cost increégeRs. 3 per unit, without increase in sellingcpri
(c) Increase in sales required if profits are tanmeeased by Rs. 2.4 lakhs.
(d) Percentage increase/decrease in sales voluitsgaoff-set:
(i) anincrease of Rs. 3 in the variable costyt.
(i) a 10% increase in selling price without affeg existing profits quantum.
(e) Quantum of advertisement expenditure permisgiblincrease sales by Rs. 1.2 lakhs, without tiffgexisting
profits.
Solution
a) Selling price =50 Variable cost = 35Fixed cost = 12,00,000
Contribution = 15
PV Ratio = 15¢x 100 = 30%

50
BES =_ Fixed Cost
PV Ratio
BES =_12,00,006 40,00,000
0.30

b) If Variable cost =38  Selling price = 50 Fixed cost = 12,00,000
Contribution = 12
PV Ratio = 24 %
BES =12,00,006 50,00,000

0.24
c) PV Ratio =[] Profit =[] Sale =2,40,006 8,00,000
[0 Sale 0.30
d) i) Present Revised Revised
Selling price 50 50 55
(-) Variable cost _35 38 35
Contribution p.u. _15 12 20
1.25 0.15
More 25% Less 25%
| Question 8. (C.A. Inter, May 1989) ‘
The following figures are available from the recoof VENUS ENTERPRISES as on 31st March :
1988 1989
Rs. lakhs Rs. lakhs
Sales 150 200
Profit 30 50

Calculate : (a) the P/V ratio and total fixed exges) (b) the break-even level of sales, (c) salgsired to earn a profit
of Rs. 90 lakhs, (d) profit or loss that would arikthe sales were Rs. 280 lakhs.

Solution
(In Lakhs)
1988 1989
Sales 150 200
Profit 30 50

a) PV Ratio = Change in Profit




Chage in sales
= 2@ 40%
50
Contribution = Sales x PV Ratio
Contribution = 150 x 40% = 60,00,000
Contribution = Fixed cost + Profit or Fixedst = Contribution — Profit
Fixed cost = 60,00,000 — 30,00,000 4230
b) BES =_Fixed Cost_
PV Ratio
= 30,00,008 75,00,000
0.4
c) If Profit is 90 lakh then Sales = ?
PV Ratio =1 in Profit
] in Sales
[ in Sales = 40,00,000
40%
=1,00,00,000
Sales = 2,00,00,000 + 1,00,00,6@,00,00,000
d) PV Ratio = Change in Profit
Change in Sales
40% x 80,00,000 = Change in Profit
32,00,000 = Change in Profit
Profit = 50,00,000 + 32,00,66082,00,000

Question 9. (C.A. Inter, November 1989) ‘

The Laila Shoe Company sells five different stydédadies chappals with identical purchase costs smlling prices.
The company is trying to find out the profitability opening another store, which will have thedeling expenses and
revenues :

Rs. Per Pair
Selling Price 30.00
Variable Cost 19.50
Salesmen's Commission 1.50
Total Variable Cost 21.00
Annual fixed expenses are :
Rent Rs. 60000
Salaries 200000
Advertising 80000
Other Fixed Expenses 20000
360000
Required :

(a) Calculate the annual break-even point in warits in value. Also determine the profit or los86000 pairs of
chappals are sold.

(b) The sales commissions are proposed to be dinced, but instead a fixed amount of Rs. 900G0 Ise incurred in
fixed salaries. A reduction in selling price of %8@lso proposed. What will be the break-even paininits:




(c) Itis proposed to pay the Store Manager 50eppés pair as further commission. The selling piscalso proposed
to be increased by 5%. What would be the break-poént in units?

(d) Refer to the original data. If the Store Marragere to be paid 30 paise commission on eachgbainappal sold in
excess of the break-even point, what would betire's net profit if 50000 pairs were sold ?

Note : Consider each part of question separately.
Solution
a) Contribution=30-21=Rs.9
Fixed cost = 3,60,000
BEP (units) =3,60,008 40,000

9
PV Ratio =9 x 100 = 30%
30
BEP (Rs.) = 3,60,008 12,00,000
0.30
Profit = Sales — Variable cost — Fixedtco
Sales = 35,000 x 30 = 10,50,000
Variable cost = 21 x 35,000 7,35,000
Fixed cost = 3,60,000
Loss/Profit = 10,50,000 - (7,35,000 + 3,60)000
Loss = 45,000

b) Selling price = 28.5
Fixed cost = 3,60,000 + 90,000 = 4,50,000
Variable cost = 19.5
Contribution = 28.5 -19.5=9.
BEP (units) = 4,50,00G- 50,000 Pairs
9
c) Selling price =31.5 Variable cost = 21.9-ixed cost = 3,60,000
Contribution p.u. = 10
BEP (units) = 3,60,006- 36,000 units

10

Sales 50,000 x 30 = 15,00,000
(-) Variable cost (10,000 x 0.3) + (50,000 x 21) 1G553,000
(-) Fixed cost = 3,60,000

Profit 87,000

*10,000 = 50,000 — 3,60,000
9

Question 10. (I.C.W.A. Inter, December 1987;

C.A. Inter November 1987; C.S. Inter, June 1986)

Mr. X has Rs. 200000 investments in his busingss. fHe wants a 15 percent return on his money. Fapranalysis of
recent cost figures, he finds that his variable cd®perating is 60 percent o of sales, his figedts are Rs. 80000 per
year.Show computations to answer the following questions:

(i) What sales volume musts be obtained to break év
(i) What sales volume must be obtained to getd®sgnt return on investment?

(i) Mr. X estimates that even if he closed theodoof his business, he would incur Rs. 25000 asmses per year. At
what sales would he be better off by locking hisibess up?




Solution

Given:
Average workers = 500 + 6601100= 550
2 2
Separations =25 (5+20)
Replacement =10
New recruits =65
(a) Separation method = 2% 100 = 4.54%
550
(b) Replacement method = 18 100 = 1.81%
550

(c) Flux method :
=25+ 10x 100 =_35 x 100 = 6.36%

550 550
=25+ 10 + 65« 100 =_100x 100 = 18.18%
550 550
Question 11. (I.C.W.A. Inter, December 1992; C.A. Inter, May 199)

M Ltd. manufactures three products P, Q and R.urtieselling prices of these products are Rs. F30,80 and Rs. 50
respectively. The corresponding unit variable casts Rs. 50, Rs. 40 and Rs. 20. The proportionantify-wise) in
which these products are manufactured and sol2@%&, 30% and 50% respectively. The total fixed €@t Rs.
1480000.

Given the above information, you are required taknaut the overall break-even quantity and the pobdvise break-
up of such quantity.

Solution

A. Calculation of average Contribution p.u.

x) ® ()
Product Contribution p.u. Sales Quantity Weight Multiple
P 50 0.20 10
Q 40 0.30 12
R 30 0.50 15
1.00 37

Average contribution p.u. (x) = Rs. 37
B. Overall BEP = Overall Fixed Cost = 14,80,000= 40,000 unit
Average contribution p.u. 37

C. Product wise Break-up:

Product Proportion of Quantity Quantity
A 0.20 8,000
B 0.30 12,000
C 0.50 _20,000
40,000unit




| Question 12.

(C.A. Final, November 1986)|

(a) Calcutta Company Ltd. manufactures and selis fypes of products under the brand names AdétyUt.uxury

and Supreme. The sales mix in value comprisesollening:

The total budgeted sales (100%) a
Ace

Utility

Luxury

Supreme

Brand Percentage
Ace 33-1/3%
Utility 41-2/3%
Luxury 16/2/3%
Supreme 8-1/3%

100%

re Rs. 60000thpath. The operating costs are:
60% of selling price
68% of selling price
80% of selling price
40% of selling price

The fixed costs are Rs. 159000 per month. Calctietdreak-even point for the products on an oVvbeslis.
(b) It has been proposed to change the sales nfollawss, the total sales per month remaining R(®O0.

Brand Percentage
Ace 25%
Utility 40%
Luxury 30%
Supreme 5%

100%

Assuming that this proposal is implemented, cateullae new break-even point.

Solution
(a) Product S/Value PV Ratio Cont. BEP (Rs.)
Ace 2,00,000 40% 80,000 1,51,429
Utility 2,50,000 32% 80,000 1,89,286
Luxury 1,00,000 20% 20,000 75,714
Supreme 50,000 60% 30,000 37,857
6,00,000 2,10,000 4,54,286
(4:5:2:1)
Average PV Ratio = 2,10,008 0.35
6,00,000
O/ABEP (Rs.)) =1,59,0004,54,286 Rs.
0.35
(b) Product S/Value PV Ratio Cont. BEP (Rs.)
Ace 1,50,000 40% 60,000 1,25,000
Utility 2,40,000 32% 76,800 2,00,000
Luxury 1,80,000 20% 36,000 1,50,000
Supreme 30,000 60% 18,000 25,000
6,00,000 1,90,800 5,00,000
(5:8:6:1)
Average PV Ratio = 1,90,806 0.318
6,00,000

O/A BEP (Rs.)
0.318

=1,59,0085,00,000 Rs.




| Question 13. Nov. 2007 PCC

A company produces single product which sells fer 0 per unit. Variable cost is Rs. 15. Per umit Bixed overhead
for the year is Rs. 6,30,000.

(i) Calculate sales value needed to earn a profi0%§ &n sales.

(ii) Calculate sales price per unit to bring BEP doavth,20,000 units.
(iii) Calculate margin of safety sales if profit is B8,000.

| Answer : (i) 4,20,000 (ii) 20.25 (iii) 2,40,000. |

| Question 14. May — 2008 \
A Company has fixed cost of Rs. 90,000, Sales R€,3800 and Profit of Rs. 60,000.
Required:
(i) Sales Volume if in the next period, the companffesad a loss of Rs. 30,000.
(i) What is the margin of safety for a profit of RS,@007?
| Answer : (i) 1,20,000 (ii) 1,80,000, |

| Question 15. Nov. 2008 ‘
PQ Ltd. reports the following cost structure at wepacity level :
(100% capacity)

2000 units 1,500 units
Production overhead | Rs. 3 per unit Rs. 4 per unit
Production overhead I Rs. 2 per unit Rs. 2 per uni

If the selling price, reduced by direct materiadl dmbour is Rs. 8 per unit, what would be its breakn point?
Solution

Production overhead | is fixed overhead.

In case of 2,000 units - 2,000 x 3 = 6,000

In case of 1,500 units - 1,500 x 4 = 6,000

Hence, Fixed Production Overhead = Rs 6,000

Variable Production Overhead = Rs 2 per unit

Working Note

Selling price p.u. XX
(-) Direct material XX
(-) Direct labour XX
8

(-) Variable overhead p.u. _ 2

Contribution 6
BEP (units) = Fixed Cost = 6,000= 1,000 unit

Contribution 6
| Question 16

A company produces single product which sells¥d?0 per unit. Variable cost & 15 per unit and Fixed
overhead for the year ¥%6,30,000.

Required:
(a) Calculate sales value needed to earn a profit &f @0 sales.




(b) Calculate sales price per unit to bring BEP dowh, 29,000 units.
(©) Calculate margin of safety sales if profi€i$0,000.
Solution :
(a) Suppose Sales units aréhen
S=V+F+P
(S = Sales; V = Variable Cost; F = Fixed Cost; Prefit)
3 20x =% 15x +3 6,30,000 R 2X
¥20x - 17x =% 6,30,000

5,30,000

e X =2,10,000 units

Sales Value = 2,10,000 units?20 =X 42,00,000 to earn a profit of 10% on sales.
(b) Sales price to bring down BEP to 1,20,000 units
Fixed Cost

B.E.P. (Units) = : : :
Contribution per unit

Es. 6,30,000

Or, Contribution per unit = — =%5.25
1,200,000 units

So, Sales Price 15 +3 5.25 =X 20.25

Profit Es. 60,000
c Margin of Safety Sales= Or, )
© 9 Y >%€SE W Ratio ' P/V Ratio

~ Contribution per unit Rs. 5
Where, P/V Ratio = X 100 Or, X 100 = 25%
Sales Price Rs., 20
Rs.60,000
Margin of Safety Sales = =% 2,40,000
25%

So if profit is¥ 60,000, margin of safety sale will B&,40,000.

Question 17

A Company sells two products, J and K. The sales imi4 units of J and 3 units of K. The contribatio
margins per unit ar& 40 for J an& 20 for K. Fixed costs aR 6,16,000 per month. Compute the break-even
point.

Solution :
Let 4X = No. of units of J
Then X = No. of units of K
Fixed Cost Rs. £,1&,000
BEP in x units = =
Contribution (4xXRs. 40)4+(3xX Rs. 20)
Rs. 5,16,000

Or, X=—""—""____=2,800 Units
Rs. 220

Break — even point of Product J =4 X 2,800 = 1Q,260its
Break — even point of Product K = 3 X 2,800 = 8,40@s

| Question 18

MNP Ltd sold 2,75,000 units of its product &t37.50 per unit. Variable costs af® 17.50 per unit
(manufacturing costs & 14 and selling cost 3.50 per unit). Fixed costs are incurred uniforifisoughout
the year and amount #35,00,000 (including depreciation 3f15,00,000). there are no beginning or ending
inventories.




Required:

0] Estimate breakeven sales level quantity and casdikbren sales level quantity.

(ii) Estimate the P/V ratio.

(i) Estimate the number of units that must be soldaita an income (EBIT) & 2,50,000.

(iv) Estimate the sales level achieve an after-tax imc¢PAT) of3 2,50,000. Assume 40% corporate
Income Tax rate.

Solution :
(i Contribution =X 37.50 < 17.50 =X 20 per unit.

i Cach Fixed Cost Re. 35,00,000 i
Break even Sales Quantity = = =1,75,000 units
contribution margin per unit Re. 20
Cash Fixed C Rz 20,00,000 .
Cash Break even Sales Qty—= ash Tixec tos == =1,00,000 units
contribution margin per unit Re. 20
Contribution/ unit Rs. 20
(ii) P/V ratio = ) ) — X100 =—————— X 100 =53.33%
Selling Prife /unit Rs. 37.50

(i) No. of units that must be sold to earn andme (EBIT) oR 2,50,000
Fixed cost+Desired EBIT level 35,00,000+4+2,50,000

. . . ., = =1,87,500 units
Contribution margin per unit 20

(iv) After Tax Income (PAT) £ 2,50,000
Tax rate = 40%

Rs. 2,50,000
Desired level of Profit before tax——T X 100 =% 4,16,667

Fixed Cost+Desired Profit
Estimate Sales Level = :
P/V ratio

o [:Pixed Cost+Desired Profit
" Contribution per unit

X Selling Price per unit)

_ Rs. 35,00,000+Rs. 4,16,667

£3 335 XX 73,43,750

| Question 19
The following figures are related to LM Limited ftire year ending 31st March, 2014:
Sales - 24,000 units @200 per unit;
P/V Ratio 25% and Break-even Point 50% of sales.
You are required to calculate:
0] Fixed cost for the year
(ii) Profit earned for the year

(i) Units to be sold to earn a target net profi€dfl,00,000 for a year.

(iv) Number of units to be sold to earn a net incom2586 on cost.

v) Selling price per unit if Break-even Point is tolveught down by 4,000 units.
Solution :

Break — even point (in units) is 50% of sales12000 units.

Hence, Break-even point (in sales value) is 1210 XX 200 =X 24,00,000
Fixed Cost

FT," V ratio

0] We know that Break even sales




Fixed Cost
0r,3 24,00,000 =

2 E-I:JI"JD
Or, Fixed Cost £ 24,00,000 X 25%
=% 6,00,000
So Fixed Cost for the year is %6,00,000
(ii) Contribution for the year = (24,000 units$X00) X 25%
=% 12,00,000
Profit for the year = Contribution — Fixed Cost
=% 12,00,000 < 6,00,000
=% 6,00,000
(i) Target net profit i€ 11,00,000
Hence, Target contribution = Target Profit + Fixgaolst
=% 11,00,000 R 6,00,000
=% 17,00,000
Contribution per unit = 25% & 200 =% 50 per unit

BRs. 17,00,000

No. of units = 34,000 unit

"Rs. 50 per unit
So, 34,000 units to be sold to earn a target raditjf ¥ 11,00,000 for a year.

(iv) Net desired total Sales (Number of unit X 8l Price) bex then desired profit is 25% on Cost or
20% on Sales i.e. 0X

Fixed Cost +Disired Profit
Desired Sales =

P/V ratio

6,00,0004+0.2 x
X - 25%
or, 0.25xX =6,00,000 + 0.
or, 0.05x =6,00,000
or, X =% 1,20,00,000

Rs. 1,20,00,000
No. of units to be sold = = 60,000 units

Rs. 200
v) If Break — even point is to be brought down£@00 units then Break-even point will be 12,00asun

— 4,000 units = 8,000 units

Let Selling price b& x and fixed cost and variable cost per unit remaichanged i. 6,00,000 and
% 150 respectively.
Break even point : Sales Revenue = Total cost
8,000x = 8,000 XX 150 +% 6,00,000
Or, 8,000x =¥ 12,00,000 ] 6,00,000
Rs.18,00,000

Oor,x = ————————=3%225
8,00,000

v+ Selling Price Should B&225
Hence, selling price per unit shall €25 if Break-even point is to be brought down 300 units.
| Question 20 ‘

MFN Limited started its operation in 2012 with ttedal production capacity of 2,00,000 units. Thiofwing
data for two years is made available to you:




Sales units
Total costX)

2012

2013
80,000
34,40,000

1,20,000
45,60,000

There has been no change in the cost structursedhidg price and it is expected to continue in2@% well.

Selling price i€ 40 per unit.
You are required to calculate:
(i) Break-Even Point (in units)

(ii) Profit at 75% of the total capacity in 2014

Solution :

2012 2013 Difference
Sales Units 80,000 1,20,000 40,000
Sale Value @& 40 32,00,000 48,00,000 16,00,000
Total Cost3) 34,40,000 45,60,000 11,20,000

Change in Total Cost
Variable Cost per unit = ,
Change in sales valume
Rs. 11,20,000
————————— =% 28 per unit

"~ 40,000 Units

Total Fixed Cost) =% 45,60,000 — (1,20,000 units3x28) =% 12,00,000

0] Break-even point (in units)

(ii) Profit at 75% Capacity in 2014.

Fixed Cost

Contribution per unit
Rs. 12,000,000

" (Rs. 40—Rs. 28)

= (2,00,000 units X 75%) X Contribution per uniFixed Cost
= 1,50,000 units X 12 -¥ 12,00,000 X 6,00,000.

=% 1,00,000 Units

Question 21

Arnav Ltd. manufacture and sales its product R#& Tllowing figures have been collected from gesords

of last year for the product R-9:

Elements of Cost Variable Cost portion Fixed Cost
Direct Material 30% of Cost of Goods Sold -
Direct Labour 15% of Cost of Goods Sold -
Factory Overhead 10% of Cost of Goods Sold ¥ 2,30,000
General & Administration Overhead 2% of Cost ofo@se Sold ¥ 71,000
Selling & Distribution Overhead 4% of Cost of Sale ¥ 68,000

Last Year 5,000 units were solddi85 per unit. From the given data find the follogsn

(a) Break-even Sales (in rupees)
(b) Profit earned during last year
(©) Margin of safety (in %)

(d) Profit if the sales were 10% less than the actaigiss




Solution :
0] Calculation of Cost of Goods Sold (COGS) :

COGS = {(DM - 03 COGS) + (DL-0.15 COGS) + (FOH 4@.COGS R
2,30,000) + (G&AOH - 0.02 COGS%71,000)}
Or COGS =0.57 COGS%3,01,000
Es. 13,01,000
OR COGS = =% 7,00,000
0.43
(ii) Calculation of Cost of Sales (COS) :
COS = COGS + (S&DOH — 0.04 CO+#68,000)
Or COSs =X 7,00,000 + (0.04 COS%68,000)
Es. 7,68,000
Or COS = =%8,00,000
0.96
(i) Calculation of Variable Costs :
Direct Material (0.3 X 7,00,000) < 2,10,000
Direct Labour (0.15 X 7,00,000) < 1,05,000
Factory Overhead (0.10%7,00,000) % 70,000
General & Administration OH- (0.02 X7,00,000) < 14,000
Selling & Distribution OH (0.04 X 8,00,000) < 32,000
3 4,31,000
(iv) Calculation of total Fixed Costs :
Factory Overhead < 2,30,000
General & Administration OH- < 71,000
Selling & Distribution OH % 68,000
¥ 3,69,000
(v) Calculation of P/V Ratio :
Contribution Sales—Variable Costs
P/V Ratio = X100 = X100
Sales Sales

(Rs. 185 X 5,000 units) — Rs.4,31,000

) X 100 =53.41%
Rs. 185 X 5,000 units

Fixed Costs Rs. 3.69.000

(@) Break-Even Sales = = =X
P/V Ratio 53.41%

6,90,882
(b) Profit earned during the last year
= (Sales — Total Variable Cost) — Total Fixed Gost
= 9,25,000 < 4,31,000) X 3,69,000

=3 1,25,000
Sales —Breakewven Sales
(©) Margin of Safety (%) =
Sales
100
Rs.9,25,000—Rs.6,90,882
= X 100 = 25.31%
Rs. 9,25,000
(d) Profit if the sales were 10% less than the actaigiss:
Profit = 90% 9= 9,25,000 < 4,31,000) X 3,69,000

=% 4,44,600 X 3,69,000 X 75,600




Question 22

Maxim Ltd. manufactures a product “N-joy”. In thenth of August 2014, 14,000 units of the productjoi’
were sold, the details are as under:

®)
Sale Revenue 2,52,000
Direct Material 1,12,000
Direct Labour 49,000
Variable Overheads 35,000
Fixed Overheads 28,000

A forecast for the month of September 2014 has lbaeied out by the General manger of Maxim Ltd.p&s
the forecast, price of direct material and variablerhead will be increased by 10% and 5% respalgtiv

Required to calculate:

0] Number of units to be sold to maintain the samentyua of profit that made in August 2014.
(ii) Margin of safety in the month of August 2014 angt8enber 2014.
Solution :
Calculation of Profit made in the month of Augu6ti2 by selling 14,000 units.
Amount per unit (%) Amount (%)
Sales Revenue 18.00 2,52,000
Less : Variable Costs :
- Direct Material 8.00 1,12,000
- Direct Labour 3.50 49,000
- Variable Overhead 2.50 35,000
Contribution 4.00 56,000
Less : Fixed Overhead 2.00 28,000
Profit 2.00 28,000
0] To maintain the same amount of profit Re28,000 in September 2014 also, the company needs t

maintain a contribution & 56,000.
Let, number of units to be sold in September 2814 j then the contribution will be
T18x-[R8X1.10) R 3.5+ 2.5 X 1.05)] x = 56,000

¥18x-g8.8+33.5+32,625)x =< 56,000
Rs. 55,000
Or,x="_—"____=18,211.38 units or 18,212 units.
Rs. 3.075
(ii) Margin of Safety
August 2014 September 2014
Profit < 28,000 < 28,000
P/V Ratio Rs. 4 Rs. 3.075
X 100 - X100
Rs. 18 Rs. 18
< 1,26,000 1,63,902.44
) Profit Profit Profit
Margln of Safety(m X 1':":'] (m hod 1':"]) m X 1':"])




Question 23
SHA Limited provides the following trading results:

Year Sale Profit
2012-13 < 25,00,000 10% of Sale
2013-14 < 20,00,000 8% of Sale

You are required to calculate:

0] Fixed Cost

(ii) Break Even Point

(i) Amount of profit, if sale i€ 30,00,000

(iv) Sale, when desired profit¥4,75,000

v) Margin of Safety at a profit & 2,70,000
Solution :

Working :

Profit in year 2012-13 £ 25,00,000 X 10% £ 2,50,000

Profit in year 2013-14 £ 20,00,000 X 8% % 1,60,000

Change in Profit

So, P/V Ratio X 100

_Ghange in Sales

Rs.2,50,000 -Rs.1,60,000 Rs.90.000
= Rs.25,00,000—Rs.20,00,000 ~ *°° “Rs.5,00,000
0] Fixed Cost = Contribution (in year 2012-13) — Rr@h year 2012-13)
= (Sales X P/V Ratio)¥ 2,50,000
= (% 25,00,000 X 18%)% 2,50,000
=% 4,50,000 X 2,50,000
=¥ 2,00,000
Fixed Cost
P/V Ratio
Rs. 2,000,000
C o 18%
(i) Calculation of profit, if sale i§ 30,00,000
Profit = Contribution — Fixed Cost
= (Sales X P/V Ratio) — Fixed Cost
= (% 30,00,000 X 18%)¥ 2,00,000
=% 3,40,000
So Profit it 3,40,000, if Sale i§ 30,00,000
(iv) Calculation of Sale, when desired Profi€id, 75,000
Contribution Required = Desired Profit + Fixed Cost
=% 4,75,000 | 2,00,000
=% 6,75,000
Contribution Rs. &,75,000
Sales = , =
B/V Ratio 18%;
Sales i€ 37,50,000 when desired profitdst,75,000.

Profit
\% Margin of Safety =——
) g Y P/V Ratio

X 100 = 18%

(ii) Break-even Point (in Sales)

=% 11,11,111 (Approx)

=% 37,50,000




Bs. 2,70,000

18%
So Margin of Safety i¥ 15,00,000 at a profit & 2,70,000

=% 15,00,000

Question 24

Zed Limited sells its product &30 per unit. During the quarter ending on 31stdaf014, it produced and
sold 16000 units and' suffered a los€df0 per unit. If the volume of sales is raised @@0 units; it can earn
a profit of% 8 per unit.

You are required to calculate:

0] Break Even Point in Rupees.
(ii) Profit if the sale volume is 50000 units.
(iii) Minimum level of production where the company neads to close the production if unavoidable
fixed cost i 1,50,000.
Solution :
Units Sold Sales Value?) Profit / (Loss) )
16,000 units 4,80,000 (1,60,000)
(¥ 30 X 16,000 units) (¥ 10 X 16,000 units)
40,000 units 12,00,000 3,20,000
(% 30 X 40,000 units) (¥ 8 X 40,000 units)
Change in Profit Rs.3,20,000—({—Rs.1,60,000)
P/V Ratio = : X100 = X 100
Change in Sales Value Rs.12,00,000—Rs.4,80,000
Rs.4,80,000
=—— X100 =66.67%
Rs.7,20,000
Total Contribution in case of 40,000 units = Salatue X P/V Ratio
=% 12,00,000 X 66.67%
=% 8,00,000
So, Fixed Cost = Contribution — Profit
=% 8,00,000 X 3,20,000
=% 4,80,000
Fixed Cost
0] Break-even Point in Rupees B
P/V Ratio
Rs.4,80,000
=————=%7,20,000
66.67%
(ii) If sales volume is 50,000 units, then profit = Sal@alue
X P/V Ratio—Fixed Cost
= (50,000 units X30 X 66.67% X4,80,000)
=% 5,20,000
(i) Minimum level of production where the company needs

not to close the production, if unavoidable fixexdtcisT 1,50,000 :
Avoidable Fixed Cost
Contribution per unit

total fixed cost—unavoidable fixed cost

Contribution per unit




Rs.4,20,000-Rs.1,50,000

Bs.30X6667%

Rs.3,30,000

=————— =16,500 units.
Rs.20

At production level o 16,500 units, company needs not to close the gt
Question 25 ‘

Maximum Production capacity of KM (P) Ltd. is 28000its per month. Output at different levels alavith
cost data is furnished below:

Activity Level
Particulars of Costs
16,000 units 18,000 units 20,000 units
Direct Material < 12,80,000 < 14,40,000 < 16,00,000
Direct Labour < 17,60,000 < 19,80,000 < 22,00,000
Total factory overheads % 22,00,000 ¥ 23,70,000 % 25,40,000

You are required to work out the selling price pait a an activity level of 24,000 units by considg profit
at the rate of 25% on sales.

Solution :
Computation of Overheads :

Change in Factory Overheads
Variable Overhead per unit =

Change in activity legel
23,70,000—22,00,000 25,40,000—23,70,000

18,000—16,000 o 20,000—18,000
1,70,000
= W =% 85 per unit
Fixed Overhead
Activity Level = 16,000 units
Particulars Amount ()
Total factory overheads 22,00,000
Less : Variable overheads 16,000 unit& @b per unit 13,60,000
Fixed Overhead 8,40,000
Computation of Costs at Activity Level 24,000 units
Per Unit ) Amount (%)
Direct Material (12,80,000/16,000) 80.00 19,20,00d
Direct Labour (17,60,000/16,000) 110.00 26,40,00(
Variable Overhead (As calculated above) 85.00 200m
Fixed Overhead 8,40,000
Total Cost 74,40,000
Computation of Selling Price at activity level 2aQ0units
Profit required is 25% on selling price, hence safitbe 75%.
25X 74,440,000

Therefore desired profit = =% 24,80,000

Cost of 24,000 units 74,40,000




Desired Profit 24,80,000

99,20,000

Total Sales

Total Sales 99,20,000
Selling Price Per Unit = =
No of Units 24,000

=% 413.330R 413

Question 26

SK Lit. is engaged in the manufacture of tyres. I§sia of income statement indicated a profi€at50 lakhs
on a sales volume of 50,000 units. The fixed cas#X 850 lakhs which appears to be high. Existing rsglli
price is¥ 3,400 per unit. The company is considering tosevhe profit target & 350 lakhs. You are required

to compute :

0] Break-even point at existing levels in units andupees.

(ii) The number of units required to be sold to earrtdhget profit.

(i) Profit with 15% increase in selling price and diosales volume by 10%.

(iv) Volume to be achieved to earn target profit atrthdsed selling price as calculated in (ii) abafe,

reduction of 8% in the variable costs &85 lakhs in the fixed cost is envisaged.

Solution :

Sales Volume 50,000 Units

Computation of existing contribution

Particulars Per Unit ) Total (X in Lakhs)
Sales 3,400 1,700
Fixed Cost 1,700 850
Profit 300 150
Contribution 2,000 1,000
Variable Cost 1,000 700
Fixed Cost 8,50,00,000
0] Break even sales in units= = = 42,500 units
Contribution per unit 2,000
Break even sales in rupees = 42,500 uni®&3¢400 X 1,445 lakhs
Or
2,000
P/V Ratio = X 100 = 58.82%
FC 8,50,00,000

B.EP (Rupees) I:'N Ratio = 58.82% =% 1,445 lakhs (approx.)

(ii) Number of units sold to achieve a target prof &0 lakhs :

Desired contribution = Fixed Cost + Target Profit
=850L+350L=1,200L

Desired Contribution 12,00,00,000
Number of units to be sold= = > 000

Contribution per unit
(i) Profit if selling price is increased by 15% andesatolume drops by 10% :

= 60,000 units

Existing Selling Price per unitZ3,400

Revised Selling price per unit¥3,400 X 115% X 3,910

Existing Sales Volume = 50,000 units

Revised sales Volume = 50,000 units — 10% of 50;0@6,000 units.
Statement of profit at sales volume of 45,000 unit® ¥ 3910 per unit




Particulars Per Unit ) Total (% in Lakhs)
Sales 3,910.00 1,759.50
Less : Variable Costs 1,400.00 630,00
Contribution 2,510.00 1,129.50
Less : Fixed Cost 850.00
Profit 279.50

(iv) Volume to be achieved to earn target profi€f&50 lakhs with revised selling price and reductidén
8% in variable costs aili85 lakhs in fixed cost :

Revised selling price per unit ¥3,910
Variable costs per unit existing ¥1,400
Revised Variable Costs
Reduction of 8% in variable costs 3,400 - 8% of 1,400
=31,400 X 112
=31,288
Total Fixed Cost (existing) €850 lakhs
Reduction in fixed cost g 85 lakhs
Revised fixed cost £ 850 lakhs % 85 lakhs X 765 lakhs
Revised Contribution (unit) = Revised selling prpEr unit — Revised
Variable Costs per units
Revised Contribution per unit ¥3,910 X 1,288 X 2,622
Desired Contribution = Revised Fixed Cost + TaRyeffit

=3 765 lakhs | 350 lakhs £ 1,115 lakhs
Desired Contribution Rs.1,115 lakh

No. of units to be sold = . o=
Contribution perunit Rs.2,622

= 42,525 units

| Question 27 ‘
Mega Company has just completed its first yearpsrations. The unit costs on a normal costing ta®sas
under :

®
Direct materials 4 kg @ 4 16.00
Direct labour 3 hrs @ 18 54.00
Variable Overhead 3 hrs &4 12.00
Fixed Overhead 3 hrs @6 18.00
100.00

Selling and administrative costs :
Variable < 20 per unit
Fixed % 7,60,000
During the year the company has the following aistiv
Units Produced 24,000
Units Sold 21,500
Unit selling price 3168
Direct labour hours worked 72,000




Actual fixed overhead was 48,000 less than the budgeted fixed overhead. &adgvariable overhead wés
20,000 less than the actual variable overhead.cbhgpany used an expected actual activity level2)0Q0
direct labour hours to compute the predeterminetma rates.

Required :
0] Computer the unit cost and total income under :
(a) Absorption costing
(b) Marginal costing
(ii) Under or over absorption of overhead.
(i) Reconcile the difference between the total incomaen absorption and marginal costing.
Solution :
0] Computation of Unit Cost & Total Income

Direct Material 16.00 16.00
Direct Labour 54.00 54.00
i +
Zgﬁg%g;i;ggea&(z N 12.83 12.83
Fixed Overhead 18.00 -
Unit Cost 100.83 82.83
(iv) Income Statements

Sales (21,500 units X 168) 36,12,000
Less : Cost of Goods sold (Refer the working note) (21,19,917)
14,92,083
Less : Selling & Distribution Expenses (11,90,000)
Profit 3,02,083
L mmdesw ] &
Sales (as above) 36,12,000
Less : Cost of goods sold (refer the working note) (17,80,917)
18,31,083
Less : Selling & Distribution Expenses (4,30,000)
Contribution 14,01,083
Less : Fixed Factory and Selling & Distribution @vead T 3,84,000 (11,44,000)
+% 7,60,000)
Profit 2,57,083
(ii) Under or over absorption of overhead :
- @]
Fixed Overhead :
BudgetedI 4 X 72,000 hours) 4,32,000
Actual € 4,32,000 X 48,000) 3,84,000
Over-absorption 48,000

[-299-]




Variable Overhead :

Budgeted3 4 X 72,000 hours) 2,88,000
Actual € 2,88,000 X 20,000) 3,08,000
Under-absorption 20,000

(i) Reconciliation of Profit :
Difference in Profit ¥ 3,02,083 % 2,57,083 X 45,000

Due to Fixed Factory Overhead being included ins®ig Stock in Absorption Costing not in
Marginal Costing.

Therefore, Difference in Profit = Fixed Overheaat&k(Production - Sale)
=% 18 (24,000 — 21,500) 45,000
Working Note :
Calculation of Cost of Goods Sold

Absorption Costing Marginal Costing
Direct Materials¥ 16 X 24,000) 3,84,000 3,84,000
Direct labour ¥ 54 X 24,000) 12,96,000 12,96,000
Variable OH 3,08,000 3,08,000
(¥ 12 X 24,000 R 20,000)
Fixed Overheak(18 X 24,000) 4,32,000 --

24,20,000 19,88,000

Add : Opening Stock -- --
Less : Closing Stock (2,52,083) (2,07,083)
(24,000 - 21,500) (—ziggﬁfm X 2,500 units:) (—21,95 i?’iﬂ?ﬁ X 2,500 units:
Cost of Goods Produced 21,67,917 17,80,917
Add : Adjustment for over/ under (48,000) --
absorption
Cost of Goods Sold 21,19,917 17,80,91y




BUDGETARY CONTROL

| Question 1. ‘

A company is drawing is production plan for thery2897-98 i respect of two of its products 'Gamaral 'Delta’. The
company's policy is not t o carry any closing WiRhe end of any month. However, its policy is tddha closing stock
of finished goods at 50% of the anticipated qugntif sales f the succeeding month. For the year748) the
company's budgeted production is 20000 units ofi@a" and 25000 units of "Delta". The following fetestimated
cost data:

Gamma Delta
Direct material per unit Rs. 50 Rs. 80
Direct labour per unit 20 30
Other manufacturing expenses apportion able to gaeh
of product based on production 200000 375000

The estimated units to be sold in the first 7 memththe year 1997-98 are as under:
April May June July Aug. Sept. Oct.

Gamma 900 1100 1400 1800 2200 2200 1800
Delta 2900 2900 2500 2100 1700 1700 1900

You are required to:
(a) prepare a production budget showing month-wisaber of units to be manufactured.
(b) present a summarised production cost budgehéohalf-year ending 30.9.97.

| Question 2.

P. Ltd. manufactures two products using one typmaierial and one grade of labour. Shown belowisxract fro the
company's working papers for the next period's budg

Product A Product B
Budgeted sales (units) 3600 4800
Budgeted material consumption, per product (kg.) 5 3
Budgeted material cost Rs. 12 per kg.
Standard hours allowed per product 5 4

Budgeted wage rate Rs. 8 per hour
Overtime premium is 50% and is payable, if a workerks for more than 40 hours a week. There arelif€ct
workers.

The target productivity ratio (or efficiency ratiédr the productive hours worked by the direct veoskin actually
manufacturing the products, is 80% in addition, tlo@-productive down time is budgeted at 20% of gheductive
hours worked.

There are twelve 5-day weeks in the budget perimdiiis anticipated that sales and production witur evenly
throughout the whole period.

It is anticipate that stock at the beginning of preeiod will be:
Product A 1020 units; Product B 2400 units; Rawariat 4300 kgs.

The target closing stock, expressed in terms a€igated activity during the budget period, it PuotlA 15 days sales;
Product B 20 days sales; Raw materials 10 daysuoqpison.

Required: Calculate the material purchases budugttlee wages budget for the direct worker showheg duantities
and values, for the next period.




Question 3.

A single product company estimated its sales femtixt year quarter wise as under:

Quarter Sales Units
I 30000
I 37500
Il 41250
v 45000

The opening stock of finished goods is 10000 uaitd the company expects to maintain the closingksv finished
goods at 16250 units at the end of the year. Thdymtion pattern in each quarter is based on 80%efales of the
current quarter and 20% of the sales of the neattqu

The opening stock of raw materials in the beginmifithe year is 10000 kg. and the closing stodkeatend of the year
is required to be maintain at 5000 kg. Each unftraéhed output requires 2 kg. of raw materials.

The company proposes to purchase the entire amagairement of raw material in the first three qees in the
proportion and at the prices given below:

Quarter Purchase of raw materials % to total Price per kg.
annual requirement in quantity Rs.
I 30% 2
0 50% 3
" 20% 4

The value of the opening stock of raw materialthabeginning of the year is Rs. 20000.
You are required to present the following for tlextryear, quarter wise:

(i) Production budget in units;

(i) Raw material consumption budget in quantity;

(i) Raw material purchase budget in quantity &atlie;

(iv) Priced stores ledger card of the raw matarsihg First-in-First-out method.

| Question 4.

The following are the estimated sales of a compgangight months ending 30.11.1998:

Months Estimated Sales (units)
April '98 12000
May '98 13000
June '98 9000
July '98 8000
August '98 10000
September '98 12000
October '98 14000
November '98 12000
As a matter of policy, the company maintains tlesiclg balance of finished goods and raw materafkows:
Stock item Closing balance of a month
Finished goods 50% of the estimated sales fonéxé month
Raw materials Estimated consumption for the neowth.

Every unit of production requires 2 kg. of raw nmetlecosting Rs. 5 per kg.

Prepare Production Budget (in units) and Raw Material Pase Budget (in units and cost) of the companyherhalf
year ending 30 September, 1998.




Question 5. ‘

Based on the following informatioprepare a Cash Budget fohBC Ltd.:
1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

(Rs.) (Rs.) (Rs.) (Rs.)
Opening cash balance 10000
Collection from customers 125000 150000 160000 221000
Payments
Purchase of materials 20000 35000 35000 54200
Other expenses 25000 20000 20000 17000
Salary and wages 90000 95000 95000 109200
Income tax 5000 - - -
Purchase of machinery - - - 20000

The company desires to maintain a cash balance.af$00 at the end of each quarter. Cash canrbewsd or repaid

in multiples of Rs. 500 at an interest of 10% pamwam. Management does not want to borrow cash tharewhat is

necessary and wants to repay as early as possilday event, loans cannot be extended beyonddoarters. Interest
is computed and paid when the principal is repagsume that borrowings take place at the beginaimhpayments are
made at the end of the quarters.

| Question 6.

Prepare a Cash Budget for the three months en@itigJsine, 1986 from the information given below:

(a) Month Sales Materials Wages Overheads
(Rs.) (Rs.) (Rs.) (Rs.)

February 14000 9600 3000 1700

March 15000 9000 3000 1900

April 16000 9200 3200 2000

May 17000 10000 3600 2200

June 18000 10400 4000 2300

(b) Credititems are :

Sales/Debtor - 10% sales are in cash, 50% of thditcsales re collected next month and the balantlee following
month.

Creditor - Materials 2 months
- Wages Y months
- Overheads 12 month

(c) Cash and Bank balance on 1st April, 1986 isetqr to be Rs. 6000.
(d) Other relevant information is :

(i) Plant and Machinery will be installed in Febry at a cost of Rs. 96000. The monthly installmeritRs. 2000
is payable from April onwards.

(i) Dividend @ 5% on Preference Share CapitdRef 200000 will be paid on 1st June.

(iif) Advance to be received for sale of vehicRs 9000 in June.

(iv) Dividends from investments amounting to R80Q are expected to be received in June.
(v) Income tax (advance) to be paid in June, is2R60.




Question 7. (I.C.W.A. Inter, June, 1990) ‘

A factory is currently running at 50% capacity goduces 5000 units at a cost of Rs. 90/- per amiper details
below:

Material Rs.50

Labour 15

Factory Overheads 15 (Rs. 6/- fixed)
Administrative Overheads 10 (Rs. 5/- fixed)

The current selling price is Rs. 100/- per unit.

At 60% working, material cost per unit increaseby and selling price per unit falls by 2%.
At 80% working, materials cost per unit increasg$% and selling price per unit falls by 5%.
Estimate profits of the factory at 60% and 80% working arfiier your comments.
| Question 8. (C.S. Inter, December, 1990)‘
The monthly budgets for manufacturing overhead edracern for two levels of activity were as follaws

Capacity 60% 100%
Budgeted production (units) 600 1000
Wages Rs. 1200 Rs. 2000
Consumable stores 900 1500
Maintenance 1100 1500
Power and fuel 1600 2000
Depreciation 4000 4000
Insurance 1000 1000

9800 12000

You are required to:
(i) indicate which of the items are fixed, variabled semi-variable;
(i) prepare a budget for 80% capacity; and
(i) find the total cost, both fixed and variabfggr unit for output at 60%, 80% and 100% capacity.
| Question 9. May - 2009 CA PCC
Following is the sales budget for the first six rtienof the year 2009 in respect to PQR Ltd.:

Months Jan. Feb. March April May June
Sales (units) 10,000 12,000 14,000 15,000 15,000 ,0006

Finished goods inventory at the end of each man#xpected to be 20% of budgeted sales quantitthéofollowing
month. Finished goods inventory was 2,700 unitdamuary 1.2009. There would be no work-in-progegdie of any
month.

Each unit of finished product requires two typesnaterials as detailed below:
Material X : 4 Kgs @ Rs. 10/Kg.
Material Y : 6 Kgs @ Rs. 15/Kg.

Material on hand on January 1, 2009 was 19,00®kgzaterial X and 29,000 kgs of material Y. Monthklgsing stock
of material is budgeted to be equal to half ofrguirments of next month’s production.

Budgeted direct labour hour per unit of finisheddarct is ¥ hour.
Budgeted direct labour cost for the first quartethe year 2009 is Rs. 10,89,000.
Actual data for the quarter one, ended on Marct2809 is as under :

Actual production quantity : 40,000 units




Direct material cost
(purchase cost based on materials actually issuptbtiuction)
Material X : 1,65,000 kgs @ Rs. 10.20/kg
Material Y : 2,38,000 kgs @ Rs. 15.10/kg
Actual direct labour hours worked : 32,000 hours
Actual direct labour cost : Rs. 13,12,000
Required :
(a) Prepare the following budgets ;
» Monthly production quantity budget for the quamee.
*  Monthly raw material consumption quantity budgeinfrJanuary, 2009 to April, 2009.
e Materials purchase quantity budget for the quanter.
(b) Compute the following variances :
» Material cost variance
* Material price variance
» Material usage variance
» Direct labour cost variance
» Direct labour rate variance
Direct labour efficiency variance.
| Question 10. CA Inter May 1996
An article passes through five hand operation®bews:

Operation no.  Time per article Grade of worker Wage rate

per hour
1 15 minutes A Re.0.65
2 25 minutes B Re.0.50
3 10 minutes C Re.0.40
4 30 minutes D Re.0.35
5 20 minutes E Re.0.30

The factory works 40 hours a week and the prodndtoget is 600 dozens per week. Prepare a statesnewing for
each operation and in total the number of operataysired, the labour cost per dozen and the kalaiur cost per week
to produce the total targeted output.

| Answer: Cost per dozen - Rs. 8.55, Lab. Cost — R§130 |

| Question 11 ‘
A factory which expects to operate 7,000 hours, a&70% level of activity, furnishes details ofpenses as
under:
Variable expenses 31,260
Semi-variable expenses < 1,200
Fixed expenses < 1,800

The semi-variable expenses go up by 10% between &%¥®5% activity and by 20% above 95% activity.
Construct a flexible budget for 80, 90 and 100qmst activities.

| Question 12
A department of Company X attains sal&d,00,000 at 80 per cent of its normal capacity iméxpenses are
given below :
Administration costs: )




Office salaries 90,000

General expenses 2 per cent of sales
Depreciation 7,500
Rates and taxes 8,750
Selling costs :
Salaries 8 per cent of sales
Travelling expenses 2 per cent of sales
Sales office expenses 1 per cent of sales
General expenses 1 per cent of sales
Distribution costs :
Wages 15,000
Rent 1 per cent of sales
Other expenses 4 per cent of sales

Draw up flexible administration, selling and dibtrtion costs budget, operating at 90 per cent, @g0cent
and 110 per cent of normal capacity.

Question 13

Action Plan Manufacturers normally produce 8,00@suaf their product in a month, in their Machinbd.
For the month of January, they had planned foroauyation of 10,000 units. Owing to a sudden caatelh of
a contract in the middle of January, they could/gmbduce 6,000 units in January.

Indirect manufacturing costs are carefully planaad monitored in the Machine Shop and the Forenidimeo

shop is paid a 10% of the savings as bonus whanyrmmonth the indirect manufacturing cost incurirelss
than the budgeted provision.

The Foreman has put in a claim that he should mkghonus o¥ 88.50 for the month of January. The Works
Manager wonders how anyone can claim a bonus wiee€bmpany has lost a sizeable contract. The mefeva
figures are as under:

Indirect manufacturing Expenses for a Planned for Actual in costs
normal
month January January
Q) Q) ®)
Salary of foreman 1,000 1,000 1,000
Indirect labour 720 900 600
Indirect material 800 1,000 700
Repairs and maintenance 600 650 600
Power 800 875 740
Tools consumed 320 400 300
Rates and taxes 150 150 150
Depreciation 800 800 800
Insurance 100 100 100
5,290 5,875 4,990

Do you agree with the Works Manager? Is the Foreemditled to any bonus for the performance in Jayfua
Substantiate your answer with facts and figures.




Question 14

ABC Ltd. is currently operating at 75% of its cajpacln the past two years, the levels of operatiorere 55%
and 65% respectively. Presently, the productiofS$00 units. The company is planning for 85% cipac
level during 20X3-20X4. The cost details are akofes:

55% 65% 75%
Q) c ®)
Direct Materials 11,00,000 13,00,000 15,00,000
Direct Labour 5,50,000 6,50,000 7,50,000
Factory Overheads 3,10,000 3,30,000 3,50,000
Selling Overheads 3,20,000 3,60,000 4,00,000
Administrative Overheads 1,60,000 1,60,000 060,
24,40,000 28,00,000 31,60,000

Profit is estimated @ 20% on sales.

The following increases in costs are expected dutie year :
In percentage

Direct Materials 8

Direct Labour 5

Variable Factory Overheads

Variable Selling Overheads

Fixed Factory Overheads 10
Fixed Selling Overheads 15
Administrative Overheads 10

Prepare flexible budget for the period 20X3-20X4 889 level of capacity. Also ascertain profit and
contribution.

Question 15

A company is engaged in the manufacture of spseidlisub-assemblies required for certain electronic
equipments. The company envisages that in thedonting month, December, 20X2, the sales will take a
pattern in the ratio of 3 : 4 : 2 respectively obassemblies, ACB, MCB and DP.

The following is the schedule of components requfer manufacture:

Component requirements

Sub-assembly Selling price Base board IC08 IC12 IC26

ACB 520 1 8 4 2
MCB 500 1 2 10 6
DP 350 1 2 4 8
Purchase pric&} 60 20 12 8

The direct labour time and variable overheads reduior each of the sub-assemblies are:

Labour hours per sub-assembly

Grade A Grade B Variable overheads
per sub-assembly

®)
ACB 8 16 36
MCB 6 12 24
DP 4 8 24




Direct wage rate per how¥)( 5 4 —

The labourers work 8 hours a day for 25 days a mont
The opening stocks of sub-assemblies and compofaribecember, 20X2 are as under:

Sub-assemblies Components
ACB 800 Base Board 1,600
MCB 1,200 IC08 1,200
DP 2,800 IC12 6,000
IC26 4,000

Fixed overheads amount307,57,200 for the month and a monthly profit tamge¥ 12 lacs has been set.

The company is eager for a reduction of closingeimuries for December, 20X2 of subassemblies and
components by 10% of quantity as compared to tiemiog stock. Prepare the following budgets for Datoer
20X2:

0] Sales budget in quantity and value.
(ii) Production budget in quantity
(i) Component usage budget in quantity.

(iv) Component purchase budget in quantity and value.
(v) Manpower budget showing the number of workers &rdamount of wages payable.
| Question 16

Float glass Manufacturing Company requires you res@nt the Master budget for the next year from the
following information:

Sales:
Toughened Glass % 6,00,000
Bent Glass ¥ 2,00,000
Direct material cost 60% of sales
Direct wages 20 workers @ 150 per month

Factory overheads :
Indirect labour —

Works manager % 500 per month

Foreman < 400 per month
Stores and spares 2.5% on sales
Depreciation on machinery % 12,600
Light and power < 3,000
Repairs and maintenance < 8,000
Others sundries 10% on direct wages
Administration, selling and distribution expenses < 36,000 per year

| Question 17
S Ltd. has prepared budget for the coming yeait$dwo products A and B.
Product A ) Product B R)

Production & Sales unit 6,000 units 9,000 units
Raw material cost per unit 60.00 42.00
Direct labour cost per unit 30.90 18.00
Variable overhead per unit 12.00 6.00




8.00
120.00

Fixed overhead per unit 4.00

78.00

After some marketing efforts, the sales quantityhef Product A & B can be increased by 1,500 uanits 500
units respectively but for this purpose the vagaierhead and fixed overhead will be increased¥¢ and
5% respectively for the both products.

Selling price per unit

You are required to prepare flexible budget fortbe products:
(a) Before marketing efforts

(b) After marketing efforts.

Question 18

XY Co. Ltd. manufactures two products viz., X anéid sells them through two divisions, East and tWes
the purpose of Sales Budget to the Budget Commiftdlewing information has been made available tfoe
year 2014-15 :

Budgeted Sales Actual Sales
Product
East Division West Division East Division West Digion
X 400 units a€ 9 600 units a¥ 9 500 units a¥ 9 700 units a¥ 9
Y 300 units af 21 500 units & 21 200 units & 21 400 units & 21

Adequate market studies reveal that product X pufar but under priced. It is expected that if pinee of X is
increased b¥ 1, it will, find a ready market. On the other haids overpriced and if the price of Y is reduced
by ¥ 1 it will have more demand in the market. The campmanagement has agreed for the aforesaid price
changes. On the basis of these price changes andefiorts of salesmen, following estimates haven bee

prepared by the Divisional Managers :

Percentage increase in sales over budgeted sales

Product East Division West Division
X +10% +5%
Y +20% +10%

With the help of intensive advertisement campaigiipwing additional sales (over and above the abov

mentioned estimated sales by Divisional Managespassible :

Product East Division West Division
X 60 units 70 units
Y 40 units 50 units

You are required to prepare Sales Budget for 2@L5ffer incorporating above estimates and also sthew
Budgeted Sales and Actual Sales of 2014-15.

Question 19

G Ltd. manufactures two products called ‘M’ and .‘Both products use a common raw material Z. The ra
material Z is purchased @& 36 per kg from the market. The company has dectdeteview inventory
management policies for the forthcoming year.

The following forecast information has been extdcfrom departmental estimates for the year endéd 3
March 2016 (the budget period) :




Product M Product N
Sales (Units) 28,000 13,000
Finished goods stock increase by year-end 320 160
Post-production rejection rate (%) 4 6
Material Z usage (per completed unit, net of wasstag 5 kg 6 kg
Material Z wastage (%) 10 5

Additional information :

Usage of raw material Z is expected to be at ataahsate over the period.
Annual cost of holding one unit of raw materiakbock is 11% of the material cost.
The cost of placing an ordersq820 per order.

The management of G Ltd. has decided that thereléhmt be more than 40 orders in a year of the
raw material Z.

Required :

(a) Prepare functional budgets for the year endétihdrch 2016 under the following headings :
(i) Production budget for Products M and N (in units)
(ii) Production budget for Material Z (in kgs and value)

(b) Calculate the Economic Order Quantity for Materigin kgs)

(c) If there is a sole supplier for the raw materiahZhe market and the supplier do not sale morae tha
4,000 kg. of material Z at a time. Keeping the nggmaent purchase policy and production quantity
mix into consideration, calculate the maximum numbfkunits of Product M and N that could be
produced.

Question 20

A Light Motor Vehicle manufacturer has preparedesabudget for the next few months, and the follgwin
draft figures are available:

Month No. of vehicles
October 4,000
November 3,500
December 4,500
January 6,000
February 6,500

To manufacture a vehicle a standard cost &,85,700 is incurred and sold through dealersnatirdform
selling price ofR 3,95,600 to customers. Dealers are paid 12.5% éssion on selling price on sale of a

vehicle.

Apart from other materials four units of Part-X aeguired to manufacture a vehicle. It is a polafythe
company to hold stocks of Part-X at the end ofe¢aeh month to cover 40% of next month’s producth800
units of Part-X are in stock as on 1st October.

There are 950 nos. of completed vehicles are tksis on 1st October and it is policy to have statkthe end
of each month to cover 20% of the next month’'sssale

You are required to :




(d)
(e)
()

Solution :

@)

(b)

(©)

Prepare Production budget (in nos.) for the mohtBatober, November, December and January.

Prepare a Purchase budget for Part-X (in unitshhiermonths of October, November and December.

Calculate the budgeted gross profit for the quabetober to December.

Preparation of Production Budget (in nos.)

Demand for the month (Nos.)
Add : 20% of next month’s demand

Less : Opening Stock

Vehicles to be produced

4,000 3,500 4,500 6,000
700 900 1,200 @80

(950) (700) (900)  (1,200)

3,750 3,700 4,800 6,100

Preparation of Production Budget for Part-

Add : 40% of next month’s Production

X

Production for the month (Nos.) 3,750 3,700 4,!500

No. of units required for production

Less : Opening Stock

No. of units to be purchased

1,480 1,920 2,440
(40% of 3,700) (40% of 4,800) (40% of 6,100)

5,230 5,620 7,240
20,920 22,480 28,960
(5,230 X 4 units) (5,620 X 4 units) (7,240 X 4 units)
(4,800) (5,920) (7,680)
d (1,480 X 4 units) (1,920 X 4 units)

16,1p0 16,560 21,280

Budgeted Gross Profit for the Quarter October b December

Sales in Nos.
Net Selling Price per unit*
Sales Revenué (n lakh)

Less : Cost of Sale¥ {n lakh)
(Sales Unit X Cost per unit)

Gross Profit in lakh)

4,000 3,500 4,500 12,000
33,46,150, <%3,46,150| < 3,46,150
13,846 12,115.2% 15,576.715 41,538
11,428 9,999.5( 12,856,50 34,284
2,418 2,115.75 2,720.25 7,2%4

* Net Selling price unit £ 3,95,600 — 12.5% commission 318,95,600 X 3,46,150.




