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COURSE OBJECTIVE
Applied Cost Accounting represents the concepts on costing, material control,
overhead costing, job costing and contract costing.
This paper gives the basic concepts of tools and techniques of inventory control, batch
costing, process costing and job costing.
LEARNING OUTCOME
» To familiarize students with the various concepts in costing.

» To make the students to understand the elements of cost.

» To enhance the student knowledge on overhead costing.
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Unit 11
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computation of stock levels — EOQ — Perpetua Inventory System — Labour Costing - Time
Rate, Piece Rate System, Methods of Payment by Result — Determination of Labour Turn
over Under Various Methods
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Overhead Costing — Methods of Allocation — Determination of Overhead Rates — Functional
Analysis — Factory, Administration, Selling and Distribution Over Heads Book Keeping —
Non Integrate Accounts — Integrate Accounts.
Unit IV
Job costing — Batch Costing — Application of Job Costing — Reconciliation of Cost and
Financial Accounts— Operating Costing.
Unit vV
Contract Costing — Progress Payment — Retention Money — Escalation Claim — Contract
Account — Process Account — Normal Loss — Abnormal Loss — Equivalent Units — Inter
Process Profit — Joint Product — By Product.
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Total No of HoursPlanned For Unit 1=15
UNIT-I1

1 1 Introduction to Materials, Meaning of material T:11 3-4.

control
2. 1 Procedure involved in material procurement T: 11 43-48.
3. 1 Inventories issues under various methods T: 11 62-67.
4. 1 Problems to be worked out in FIFO and LIFO T: Il 62-67.

method.
5. 1 Fixation of stock levels T:11 11.
6. 1 Economic Ordering Quantity (EOQ). T: 1112
7. 1 ABC andysisand T: Il 21-23.
8. 1 Perpetual inventory system. T: 11 -23.
9. 1 Introduction of labour costing and T: 11 153-154.
10. 1 Payment of wages under time rate T: 11 153-156.
11. 2 Methods of payment by result T: 11 154-159.
12. 1 Problemsto be worked out in piece rate system. | T: 11 154-159.
13. 1 Determination of labour turnover under various | T: Il 109.

methods
14. 1 Recapitulation and discussion of important

questions

Total No of HoursPlanned For Unit 11=15
UNIT-I1

1 1 Overhead : Meaning, definition T: 11 193-196
2. 1 Classification of overheads T: 11 193-196
3. 1 Allocation and apportionment of overheads T: 11 210-212
4. 1 Elements of overhead T: 11 210-212
5. 1 Problemsto be worked out on primary T: 11 249-259

distribution
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6. 1 Problems to be worked out on Secondary T: 11 249-259
distribution
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9. 1 Treatment of factory overheads T: 11280
10. 1 Treatment of administration overheads T: 11 281.
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13. 1 Book keeping and non-integrate accounts T: 111 58
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UNIT-I
SYLLABUS

Meaning of Cost — Costing — Cost Accounting and Cost Accountancy — Cost Units — Cost Centre
— Classification of Costs — Methods of Costing — Techniques — Cost Sheet Preparation -
Advantages and Disadvantages of Cost Sheet, Installation of New Costing Techniques.

INTRODUCTION

Cost Accounting is a branch of accounting and has been developed due to limitations of
financial accounting. Financial accounting is primarily concerned with record keeping directed
towards the preparation of Profit and Loss Account and Balance Sheet. It provides information
regarding the profit and loss that the business enterprise is making and also its financial position
on aparticular date. The financial accounting reports help the management to control in a genera
way the various functions of the business but it fails to give detailed reports on the efficiency of
various divisions. The limitations of Financial Accounting which led to the development of cost
accounting are as follows.
Limitations of Financial Accounting

1. Noclear idea of operating efficiency: Sometimes profitsin an organization may be less or
more because of inflation or trade depression and not due to efficiency or inefficiency. But
financia accounting does not give a clear reason for profit or loss.

2. Weakness not spotted out by collective results: Financial Accounting shows the net
result of an organization. When the profit and loss account of an organization, shows less
profit or aloss, it does not give the reason for it or it does not show where the weakness
lies.

3. Does not help in fixing the price: In Financia Accounting, we get the total cost of
production but it does not aid in determining prices of the products, services, production
order and lines of products.

4. No classification of expenses and accounts: In Financial Accounting, we don’t get data
relating to costs incurred by departments, processes separately or per unit cost of product

lines, or cost incurred in various sales territories. Further expenses are not classified as
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direct or indirect, controllable and uncontrollable overheads and the value added in each
process is not reported.

5. No data for comparison and decision making: It does not supply useful data to
management for comparison with previous period and for taking various financial decisions
as introduction of new products, replacement of labour by machines, price in normal or
specia circumstances, producing a part in the factory or buying it from outside market,
production of a product to be continued or given up, priority accorded to different products,
investment to be made in new products or not etc.

6. No control on cost: Financial Accounting does not help to control materias, supplies,
wages, labour and overhead costs.

7. Does not provide standards to assess the performance: Financia Accounting does not
help in developing standards to assess the performance of various persons or departments.
It also does not help in checking that costs do not exceed a reasonable limit for a given
quantum of work of the requisite quality.

8. Provides only historical information: Financial Accounting records only the historical
costs incurred. It does not provide day-to-day cost information to the management for
making effective plans for the future.

9. No analysis of losses: It does not provide complete analysis of losses due to defective
material, idle time, idle plant and equipment etc.. In other words, no distinction is made
between avoidable and unavoidable wastage.

10. Inadequate information for reports: It does not provide adequate information for reports
to outside agencies such as banks, government, insurance companies and trade associations.

11. No answer for certain questions: Financial Accounting will not help to answer questions
like:-

(a) Should an attempt be made to sell more products or is the factory operating to capacity?

(b) if an order or contract is accepted, is the price obtainable sufficient to show a profit?

(c) if the manufacture or sale of product A were discontinued and efforts make to increase
the sale of B, what would be the effect on the net profit? (d) Why the profit of last year is
of such asmall amount despite the fact that output was increased substantially? Etc.

Costing and Cost Accounting
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The costing terminology of C.1.M.A ., London defines costing as the “the techniques and
processes of ascertaining costs”. These techniques consist of principles and rules which govern
the procedure of ascertaining cost of products or services. The techniques to be followed for the
analysis of expenses and the processes by which such an analysis should be related to different
products or services differ from industry to industry. These techniques are also dynamic and they
change with time.

The main object of traditional cost accounts is the analysis of financial records, so as to
subdivide expenditure and to allocate it carefully to selected cost centers, and hence to build up a
total cost for the departments, processes or jobs or contracts of the undertaking. The extent to
which the analysis of expenditure should be carried will depend upon the nature of business and
degree of accuracy desired. The other important objective of costing are cost control and cost
reduction.

Cost Accounting may be regarded as “a specialized branch of accounting which involves
classification, accumulation, assignment and control of costs.” The costing terminology of
C.I.M.A, London defines cost accounting as “the process of accounting for costs from the point
at which expenditure is incurred or committed to the establishment of its ultimate relationship
with cost centres and cost units. In its widest usage, it embraces the preparation of statistical
data, the application of cost control methods and the ascertainment of profitability of activities
carried out or planned”.

Wheldon defines cost accounting as “classifying, recording and appropriate allocation of
expenditure for determination of costs of products or services and for the presentation of suitably
arranged data purposes of control and guidance of management”. It is thus a formal mechanism
by means of which costs of products or services are ascertained and controlled.

Objectives of Cost Accounting

Cost accounting aims at systematic recording of expenses and anaysis of the same so as
to ascertain the cost of each product manufactured or service rendered by an organization.
Information regarding cost of each product or service would enable the management to know
where to economize on costs, how to fix prices, how to maximize profits and so on. Thus, the
main objectives of cost accounting are the following.

1. To anayse and classify al expenditure with reference to the cost of products and
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operations.

To arrive at the cost of production of every unit, job, operation, process, department or
service and to develop cost standard.

To indicate to the management any inefficiencies and the extent of various forms of
waste, whether of materials, time, expenses or in the use of machinery, equipment and
tools. Analysis of the causes of unsatisfactory results may indicate remedia measures.

To provide data for periodical profit and loss accounts and balance sheets at such
intervals, e.g. weekly, monthly or quarterly as may be desired by the management during
the financia year, not only for the whole business but aso by departments or individual
products. Also, to explain in detail the exact reasons for profit or loss revealed in total in
the profit and loss accounts.

To revea sources of economies in production having regard to methods, types of
equipment, design, output and layout. Daily, Weekly, Monthly or Quarterly information
may be necessary to ensure prompt constructive action.

To provide actual figures of costs for comparison with estimates and to serve as a guide
for future estimates or quotations and to assist the management in their price fixing
policy.

To show, where Standard Costs are prepared, what the cost of production ought to be and
with which the actual costs which are eventually recorded may be compared.

To present comparative cost data for different periods and various volume of output and
to provide guidance in the development of business. This is also helpful in budgetary
control.

To record the relative production results of each unit of plant and machinery in use as a
basis for examining its efficiency. A comparison with the performance of other types of
machines may suggest the necessity for replacement.

To provide a perpetua inventory of stores and other materials so that interim Profit and
Loss Account and Balance Sheet can be prepared without stock taking and checks on
stores and adjustments are made at frequent intervals. Also to provide the basis for
production planning and for avoiding unnecessary wastages or losses of materials and

stores.
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Last but not the least, to provide information to enable management to make short term
decisions of various types, such as quotation of price to special customers or during a slump,
make or buy decision, assigning priorities to various products, etc.

I mportance of Cost Accounting

The limitations of financial accounting have made the management to redlize the
importance of cost accounting. Whatever may be the type of business, it involves expenditure on
labour, materials and other items required for manufacturing and disposing of the product. The
management has to avoid the possibility of waste at each stage. It has to ensure that no machine
remains idle, efficient labour gets due incentive, by-products are properly utilized and costs are
properly ascertained. Besides the management, the creditors and employees are also benefited in
numerous ways by installation of a good costing system. Cost accounting increases the overal
productivity of an organization and serves as an important tool, in bringing prosperity to the
nation, thus, the importance of cost accounting can be discussed under the following headings:

a) Costing as an _aid to management:- Cost accounting provides invaluable aid to

management. It provides detailed costing information to the management to enable them to
maintain effective control over stores and inventory, to increase efficiency of the
organization and to check wastage and losses. It facilitates delegation of responsibility for
important tasks and rating of employees. For all these the management should be capable of
using the information provided by cost accounts in a proper way. The various advantages
derived by the management from a good system of costing are as follows:

i) Cost accounting helps in periods of trade depression and trade competition. In
periods of trade depression, the organization cannot afford to have wastages which pass
unchecked. The management must know areas where economies may be sought, waste
eliminated and efficiency increased. The organization must wage a war not only for its
survival but also continued growth. The management should know the actual cost of their
products before embarking on any scheme of price reduction. Adequate system of costing
facilitates this.

ii) Cost accounting aids price fixation. Although the law of supply and demand
determines the price of the product, cost to the producer does play an important role. The

producer can take necessary guidance from his costing records in case he isin a position
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to fix or change the price charged.

iiil) Cost accounting helps in making estimates. Adequate costing records provide a
reliable basis for making estimates and quoting tenders.

iv) Cost accounting helps in channelizing production on right lines. Proper costing
information makes it possible for the management to distinguish between profitable and
non-profitable activities; profits can be maximized by concentrating on profitable
operations and eliminating non-profitable ones.

v) Cost accounting eliminates wastages. As cost accounting is concerned with detailed
breakup of costs, it is possible to check various forms of wastages or losses.

vi) Cost accounting makes comparisons possible. Proper maintenance of costing records
provides various costing data for comparisons which in turn helps the management in
formulating future lines of action.

vii)Cost accounting provides data for periodical Profit and Loss Account. Adequate
costing records provide the management with such data as may be necessary for
preparation of Profit and Loss Account and Balance Sheet at such intervals as may be
desired by the management.

viii) Cost accounting helps in deter mining and enhancing efficiency. Losses due to
wastage of materias, idle time of workers, poor supervision etc will be disclosed if the
various operations involved in the production are studied carefully. Efficiency can be
measured, cost controlled and various steps can be taken to increase the efficiency.

iX) Cost accounting helps in inventory control. Cost accounting furnishes control which
management requires, in respect of stock of materials, work in progress and finished
goods.

b) Costing asan aid to Creditors.

Investors, banks and other money lending institutions have a stake in the success of the
business concern are therefore benefitted immensely by the installation of an efficient
system of costing. They can base their judgment about the profitability and future
prospects of the enterprise on the costing records.

¢) Costing asan aid to employees.

Employees have a vital interest in their employer’s enterprise in which they are
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employed. They are benefited by a number of ways by the installation of an efficient
system of costing. They are benefited, through continuous employment and higher
remuneration by way of incentives, bonus plans, etc.

d) Costing asan aid to National Economy

An efficient system of costing brings prosperity to the business enterprise which in turn
brings prosperity to the business enterprise which in turn results in stepping up of the
government revenue. The overall economic development o f a country takes place as a
consequence of increase in efficiency of production. Control of costs, elimination of
wastages and inefficiencies led to the progress of the industry and, in consequence of the

nation as awhole.

COST UNITS - The Chartered Institute of Management Accountants, London, defines a unit of
cost as “a unit of quantity of product, service or time in relation to which costs may be
ascertained or expressed”.

The forms of measurement used as cost units are usually the units of physical measurements like
number, weight, area, length, value, time etc.

Following are some examples of cost unit.

I ndustry/product Cost unit basis

Automobile Numbers

Brick works per 1000 bricks

Cement per Tonne

Chemicals Litre, gallon, kilogram, ton

Steel Tonne

Sugar Tonne

Transport Passenger-kilometre, tonne kilometer

COST CENTRE - According to Chartered Institute of Management Accountants, London, cost

centre means “a location, person or item of equipment (or group of these) for which costs may be
ascertained and used for the purpose of cost control”. Cost centre is the smallest organizational
sub-unit for which separate cost collection is attempted. Thus cost centre refers to one of the

convenient unit into which the whole factory organization has been appropriately divided for
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costing purposes. Each such unit consists of a department or a sub-department or item of
equipment or , machinery or a person or a group of persons.
For example, although an assembly department may be supervised by one foreman, it may
contain several assembly lines. Some times each assembly line is regarded as a separate cost
centre with its own assistant foreman.
The selection of suitable cost centres or cost units for which costs are to be ascertained in an
undertaking depends upon a number of factors which are listed as follows.

1. Organization of the factory

2. Conditions of incidence of cost

3. Requirements of the costing system ie. Suitability of the units or centres for cost

pUrposes.

4. Availability of information.

5. Management policy regarding making a particular choice from severa aternatives.
PROFIT CENTRE - A profit centre is that segment of activity of a business which is

responsible for both revenue and expenses and discloses the profit of a particular segment of
activity. Profit centres are created to delegate responsibility to individuals and measure their
performance.
COST CLASSIFICATION

Costs can be classified or grouped according to their common characteristics. Proper
classification of costs is very important for identifying the costs with the cost centers or cost
units. The same costs are classified according to different ways of costing depending upon the
purpose to be achieved and requirements of a particular concern. The important ways of
classification are:

1. By Nature or Elements. According to this classification the costs are classified into three

categories i.e., Materials, Labour and Expenses. Materials can further be sub-classified as
raw materials components, spare parts, consumable stores, packing materials etc. This helps
in finding the total cost of production and the percentage of materials (labour or other
expenses) constituted in the total cost. It aso helps in valuation of work-in-progress.

2. By Functions: This classification is on the basis of costs incurred in various functions of an

organization ie. Production, administration, selling and distribution. According to this
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classification, costs are divided into Manufacturing and Production Costs and Commercia
costs.

Manufacturing and Production Costs are costs involved in manufacture, construction and
fabrication of products.

Commercial Costs are (a) administration costs (b) selling and distribution costs.

3. By Degree of Traceability to the Product : According to this, costs are divided indirect

costs and indirect costs. Direct Costs are those costs which are incurred for a particular
product and can be identified with a particular cost centre or cost unit. Eg:- Materials,
Labour. Indirect Costs are those costs which are incurred for the benefit of a number of cost
centre or cost units and cannot be conveniently identified with a particular cost centre or cost
unit. Eg:- Rent of Building, electricity charges, salary of staff etc.

4. By Changesin Activity or Volume: According to this costs are classified according to their
behavior in relation to changes in the level of activity or volume of production. They are
fixed, variable and semi-variable. Fixed Costs are those costs which remain fixed in total
amount with increase or decrease in the volume of the output or productive activity for a
given period of time. Fixed Costs per unit decreases as production increases and vice versa.
Eg:- rent, insurance of factory building, factory manager’s salary etc. Variable Costs are
those costs which vary in direct proportion to the volume of output. These costs fluctuate in
total but remain constant per unit as production activity changes. EQ:- direct materia costs,
direct labour costs, power, repairs etc. Semi-variable Costs are those which are partly fixed
and partly variable. For example; Depreciation, for two shifts working the total depreciation
may be only 50% more than that for single shift working. They may change with
comparatively small changes in output but not in the same proportion.

5. Association with the Product: Cost can be classified as product costs and period costs.

Product costs are those which are traceable to the product and included in inventory cost,
thus product cost isfull factory cost. Period costs are incurred on the basis of time such as
rent, salaries etc. thus it includes al selling and administration costs. These costs are
incurred for a period and are treated as expenses.

6. By Controllability: The CIMA defines controllable cost as “a cost which can be

influenced by the action of a specified member of an undertaking” and a non-controllable
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cost as “a cost which cannot be influenced by the action of a specified member of an
undertaking”.

By Normality: There are normal costs and abnormal costs. Normal costs are the costs

which are normaly incurred at a given level of output under normal conditions.
Abnormal costs are costs incurred under abnormal conditions which are not normally
incurred in the normal course of production.Eg:- damaged goods due to machine break
down, extra expenses due to disruption of electricity, inefficiency of workers etc.

By Relationship with Accounting Period: There are capital and revenue expenses

depending on the length of the period for which it isincurred. The cost which isincurred
in purchasing an asset either to earn income or increasing the earning capacity of the
businessis called capital cost, for example, the cost of a machine in a factory. Such cost
isincurred at one point of time but the benefits accruing from it are spread over a number
of accounting years. The cost which is incurred for maintaining an asset or running a
business is revenue expenditure. Eg:- cost of materials, saary and wages paid,
depreciation, repairs and maintenance, selling and distribution.

. By Time..Costs can be classified as 1) Historical cost and 2) Predetermined Costs.

The costs which are ascertained and recorded after it has been incurred are called
historical costs. They are based on recorded facts hence they can be verified and are
always supported by evidences. Predetermined costs are al'so known as estimated costs as
they are computed in advance of production taking into consideration the previous
periods’ costs and the factors affecting such costs. Predetermined costs when calculated
scientifically become standard costs. Standard costs are used to prepare budgets and then
the actual cost incurred is later-on compared with such predetermined cost and the

variance is studied for future correction.

TYPES METHODSAND TECHNIQUES OF COSTING

The general fundamental principles of ascertaining costs are the same in every system of

cost accounting, but the methods of analysis and presenting the costs vary from industry to

industry. Different methods are used because business enterprises vary in their nature and in the

type of products or services they produce or render. Basically, there are two principal methods of

costing, namely (i) Job Costing, and (ii) Process costing.
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1. Job costing: It refers to a system of costing in which costs are ascertained in terms of
specific jobs or orders which are not comparable with each other. Industries where this
method of costing is generally applied are Printing Process, Automobile Garages, Repair
Shops, Ship-building, House building, Engine and Machine construction, etc. Job Costing
includes the following methods of costing:

(8) Contract Costing: Although contract costing does not differ in principle from job costing, it

is convenient to treat contract cost accounts separately. The term is usually applied to the
costing method adopted where large scale contracts at different sites are carried out, asin the
case of building construction.

(b) Bach Costing: This method is aso a type of job costing. A batch of similar products is
regarded as one job and the cost of this complete batch is ascertained. It is then used to
determine the unit cost of the articles produced. It should, however, be noted that the articles
produced should not lose their identity in manufacturing operations.

() Terminal Costing: This method is also a type of job costing. This method emphasizes the

essential nature of job costing, ie, the cost can be properly terminated at some point and
related to a particular job.
(d) Operation _Costing: This method is adopted when it is desired to ascertain the cost of

carrying out an operation in a department, for example, welding. For large undertaking, it is
frequently necessary to ascertain the cost of various operations.

2. Process Costing: Where a product passes through distinct stages or processes, the output of

one process being the input of the subsequent process, it is frequently desired to ascertain the
cost of each stage or process of production. This is known as process costing. This method is
used where it is difficult to trace the item of prime cost to a particular order because its
identity is lost in volume of continuous production. Process costing is generally adopted in
textile industries, chemical industries, oil refineries, soap manufacturing, paper
manufacturing, tanneries, etc.

3. Unit or single or output or single output costing: This method is used where a single

article is produced or service is rendered by continuous manufacturing activity. The cost of
the whole production cycle is ascertained as a process or series of processes and the cost per

unit is arrived at by dividing the total cost by the number of units produced. The unit of
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costing is chosen according to the nature of the product. Cost statements or cost sheets are
prepared under which various items of expenses are classified and the total expenditure is
divided by total quantity produced in order to arrive at unit cost of production. This method
Is suitable in industries like brick-making, collieries, flour mills, cement manufacturing, etc.
this method is useful for the assembly department in a factory producing a mechanical article
eg. Bicycle.

4. Operating Costing: This method is applicable where services are rendered rather than goods

produced. The procedure is same as in the case of single output costing. The total expenses
of the operation are divided by the units and cost per unit of services is arrived at. This
method is employed in Railways, Road Transport, Water supply undertakings, Telephone
services, Electricity companies, Hospital services, Municipal services, etc.

5. Multiple or Complete Costing: Some products are so complex that no single system of

costing is applicable. It is used where there are a variety of components separately produced
and subsequently assembled in a complex production. Total cost is ascertained by computing
component costs which are collected by job or process costing and then aggregating the costs
through use of the single or output costing system. This method is applicable to
manufacturing concerns producing Motor Cars, Aeroplanes, Machine tools, Type-writers,
Radios, Cycles, Sewing Machines, etc.

6. Uniform Costing: It is not a distinct method of costing by itself. It is the name given to a

common system of costing followed by a number of firmsin the same industry. Thishelpsin
comparing performance of one firm with that of another.

7. Departmental Costing: When costs are ascertained department by department, the method

is called “Departmental Costing”. Usually, for ascertaining the cost of various goods or
services produced by the department, the total costs will have to be analysed, say, by the use
of job costing or unit costing.
In addition to the above methods of costing, mention can be made of the following
techniques of costing which can be applied to any one of the above method of costing for
special purposes of cost control and policy making:

a) Standard or Predetermined Costs.

b) Marginal Costs
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ELEMENTSOF COST

The management of an organization needs necessary data to analyze and classify costs
for proper control and for taking decisions for future course of action. Hence the total cost is
anayzed by elements of costs ie by the nature of expenses. The elements of costs are three and

they are materials, labour and other expenses. These can be further analyzed as follows.

Elements of Cost

Materials Labour Other Expenses
— ] ]
Direct Indirect Direct Indi!ect Direct Indirect

Overheads
|

| I | l
Producion or Works Administration Selling Overheads Distribution

Overheads Overheads Overheads

These terms can be explained as follows

1. Direct Materials are those materials which can be identified in the product and can be
conveniently measured and directly charged to the product. For example, bricks in houses,
wood in furniture etc. Hence all raw materials, materials purchased specifically for ajob or
process like glue for book making, parts or components purchased or produced like batteries

for radios and tyres for cycles, and primary packing materials are direct materials.
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2. Indirect Materials are those materials which cannot be classified as direct materials.

Examples are consumables like cotton waste, lubricants, brooms, rags, cleaning materials,
materials for repairs and maintenance of fixed assets, high speed diesel used in power
generators etc.

Direct Labour is al labour expended in atering the construction, composition,
confirmation or condition of the product. Thus direct wages means the wages of labour
which can be conveniently identified or attributed wholly to a particular job, product or
process or expended in converting raw materials into finished goods. Thus payment made to
groups of labourers engaged in actual production, or carrying out of an operation or process,
or supervision, maintenance, tools setting, transportation of materials, inspection, analysis
etc isdirect labour.

Direct Expenses are expenses directly identified to a particular cost centre. Hence expenses
incurred for a particular product, job, department etc are direct expenses. Example royalty,
excise duty, hire charges of a specific plant and equipment, cost of any experimental work
carried out especialy for a particular job, travelling expenses incurred in connection with a
particular contract or job etc.

Over heads may be defined as the aggregate of the cost of indirect materials, indirect labour
and such other expenses including services as cannot conveniently be charged direct ot
specific cost units. Overheads may be sub-divided into (i) Manufacturing Overheads; (ii)
Administration Overheads; (iii) Selling Overheads; (iv) Distribution Overheads; (V)
Research and Devel opment

By grouping the above elements of cost, the following divisions of cost are obtained.

Prime cost = Direct Materials + Direct Labour+ Direct Expenses
Worksor Factory Cost = Prime Cost + Works or Factory Overheads

Cost of Production = Works Cost + Administration Overheads

Tota Cost or Cost of Sales= Cost of Production + Selling and Distribution Overheads

Profit or Loss = the difference between the cost of sales and selling price represents Profit or

loss.
COST SHEET OR STATEMENT OF COST

When costing information is set out in the form of a statement, it is called “Cost Sheet”.
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It is usually adopted when there is only one main product and all costs ailmost are incurred for

that product only. The information incorporated in a cost sheet would depend upon the

requirement of management for the purpose of control.

Specimen of Cost Sheet or Statement of Cost

Direct Materias
Direct Labour
Prime cost
Add: Works Overheads
Works Cost

Add: Administrative Overheads
Cost of Production

Add: Sdlling and Distribution Overheads
Tota Cost or Cost of Sales

Total Cost | Cost per Unit

Rs. Rs.

XXX XXX
XXX XXX
XXX XXX
XXX XXX
XXX XXX
XXX XXX
XXX XXX
XXX XXX
XXX XXX

M eaning of Cost Sheet:

Cost sheet is a document which provides for the assembly of the estimated detailed cost in

respect of a cost centre or acost unit. It is adetailed statement of the elements of cost arranged in

alogical order under different heads. It is prepared to show the detailed cost of the total output

for a certain period.
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It is only a memorandum statement and does not form part of the double entry system.
Additional columns can be provided to indicate cost per unit at different stages of production or

to enable comparison to be made of the current costs with that of historical costs.

Advantages of Cost Sheet:

The main advantages of a cost sheet are:
(i) It indicates the break-up of thetotal cost by elements, i.e. material, labour, overheads, etc.
(i) 1t discloses the total cost and cost per unit of the units produced.
(i) 1t facilitates comparison.
(iv) It helps the management in fixing selling prices.
(v) It acts as a guide to the management and helps in formulating production policy.
(vi) It enables to keep control over cost of production.
(vii) It helps the management in submitting quotations or preparing estimates for tenders.

(viii) It is a simple and useful medium of communication of costs to various levels of

management.
Specimen of a Cost Sheet
Cost Sheet for the period ... .............. (Production ............. Unils)
Total Cost Cast per Unit
T 4

(1) Direct Materials :
Opening Stock of raw materials
Add - Purchases of raw materials
Less - Closing stock of raw materials
(2) Direct Labour
(3) Direct Expenses
(A) Prime Cost
{4) Add  Works overheads or factory overheads
(B) Works or Factory Cost
{5) Add : Office and Administration overheads
(C) Cost of Production
(6) Add: Selling and Distribution overheads
(D) Total Cost or Cost of Sales

Items Required for Preparation of the Cost Shest:
I. Stock of Raw M aterials:
While preparing a cost shest, it is necessary to determine the cost of raw material consumed.
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If the opening stock of raw materials, purchase of raw materials during the period and
closing stock of raw material at the end of the period are given, then the cost of raw

materials consumed is calculated as follows:

Calculation of Raw Materials Consumed

L4

Opening stock of raw materials ® w0
Add : Purchases of raw materials LR
XXX

Less : Closing stock of raw materials 2
W

Cost of raw maternals consumed

li. Stock of Work-in-Progr ess:

Work-in-progress refers to the semi-finished goods on which some work has been done but
which are not yet complete at the end of the period. As such these goods are not yet available for
state. The stock of work-in-progress may be valued at prime cost or factory/work cost basis, but

generally, it isvalued on the basis of work cost.

The adjustment for the stock of work-in-progress valued at works cost should be made as

follows:
Adjustment of the Stock of Work-in-Progress

T

Prime cost P
Add : Factory overhead P
Add : Opening stock of work-in-progress ' P
XX K

Less : Closing stock of work-in-progress w W

Factory or works cost

iii. Stock of Finished Goods:
Stock of finished goods refers to the stock of products on which al factory work has been
completed. Thus, it isvalued at the cost of completed production.

If opening and closing stocks of finished goods are given, then the following adjustment

should be made while calculating cost of goods sold:

Adjustment of the Stock of Finished Goods

Cost of production X XK
Add : Opening stock of finished goods R

Mo
Less : Closing stock of finished goods it 4

Cost of geods sold
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iv. Carriage Inward or Carriage on Raw Materials Purchased:
Carriage inward which is incurred on bringing the raw material purchased should be

added while calculating the cost of raw materials consumed as below:

T
Opening stock of raw melerials L
Add : Purchases of raw matenials X X X
Add ; Carriage inward LR
Less : Closing stock of raw materials EEx

Cost of raw materials consumed % X

v. Scrap of Materials:
Scrap is discarded materia having some value which is usually either disposed off without
further treatment or is introduced into the production process in the place of raw materias. If the

value of scrap isnegligible, then it is credited to profit and loss account as an income.

The cost of production bears the cost of scrap because total cost is not reduced by the amount of
scrap. However, in case the value of scrap is significant, then it is deducted from the cost of

material consumed or factory overhead/cost depending upon the stage of scrap.

If the scrap materials occur in raw condition stage, then the net amount realised from the sale of
scrap should be deducted from the cost of materials used. But, if the scrap is obtained in the
course of manufacturing process, then the net amount realised from the sale of scrap should be

deducted from the factory overhead or factory cost.

vi. Items Excluded from Costs:
The items of expenses, losses or incomes which are related to capital assets, appropriation of
profits, amortization of fictitious or intangible assets, abnormal gains and losses or items of

purely financial nature do not form part of the costs and these are excluded from cost accounts.

The examples of such items include loss on sale of building or machinery, interest on capital,
discount on issue or redemption of shares or debentures, expenses relating to previous period,
cash discounts, bad debts, damages payable, penalties and fines, interest or dividend received on
investments, transfer fees received, profit on sale of fixed assets, appropriation of profits such as
income-tax, dividend paid, transfer of profitsto reserves or funds, donations and charities, excess

provision for depreciation on fixed assets, amortization of fictitious or intangible assets such as

Prepared by A.Muthusamy, Assistant Professor, Department of Commerce, KAHE Page 18/25




KARPAGAM ACADEMY OF HIGHER EDUCATION

CLASS: 111 B.Com (PA) COURSE NAME: APPLIED COST ACCOUNTING
COURSE CODE: 15PAUS02 UNIT: | BATCH-2015-2018

goodwill written off, preliminary expenses written off, patents, trademarks and copyrights
written off, capital issue expenses, underwriting commission, loss on issue of shares and
debentures written off, etc. Thus, it should be noted that such items-are not taken into

consideration (excluded) while preparing a cost sheet.

Hlustration 1. From the following particulars of a manufacturing firm, prepare a staie:ment of cost :

v
Stock of materials on January 1, 2011 ) 20,000
Purchases of raw materials in January, 2011 5.50,000
Stoeck of finished goods on January, 1, 20011 25,000
Productive wapes 2,50,000
Finished goods sold 12,000,000
Works overhead charges T5.000
Office and general expenses 50,000
Stock of materials on 31st January, 2011 70,000
Stock of finished goods on 31st January, 2011 30,000
Selling and distribution expenses 3,00,000
Sales 12,00,000
Solution:
Statement of Cost
{For the period ending on 315t January, 2011}
4 v |
Opening stock of raw materials 20,000
Add: Purchases of raw materials 0
5,70,000
Less - Closing Stock of raw materials 70,000 !
Cost of raw materials used 5,00,000
Add | Productive wages 250,000
fai Prime cost 7,50,000
Add . Works overhead charges 75,000
b} Waorks Cost or Factory Cost 8,.25,000
Add - Office and general expenses __ 50,000
fe)  Cost of Production 8,75,000
Add : Opening stock of finished goods 25,000
900,000
]
Less - Closing stock of finished goods 1 30,000
fd) Costof goods sold | £,70,000
Add : Selling and Distribution expenses _3,00.000
fe)  Cost ool Sales 11.70,000
Profit 30,000
Sales 12,00, ()
[llustration 2:

The following extract of costing information related to commodity X for the half year
ended 30" June, 2011:
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.
Steck on st January, 2011 : 22,000
Raw materials 17,600

Finished products (1,600 tonnes)
Stock on 30th June, 2011 :

Raw matenals 24,464

Finished products (3,200 tonnes) 35,200
Purchase of raw materials 1,.32,000
Direct wages 1, 10,000
Rent, rates, insurance and works on cost 44,000
Carriage inward 1,584
Work-in-progress as on 15t Januvary, 2011 5,280
Work-in-progress as on 30th June, 2011 17,600
Cost of factory supervision B.800
Sales—Finished producis 3.30,000

Advertising, discount allowed and selling cost 75 paise per ton sold. 25,600 tonnes of

commodity was produced during the period.

You arerequired to ascertain:
(a) The value of raw materials used

(b) Cost of output for the period
(c) Cost of turnover for the period
(d) Net profit for the period

(e) Net profit per tonne of the commaodity sold.

Solution:
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Statement of Cost
{Period : Six months ended 30th June, 2011} (Owtput @ 25,600 tons)
bl et - -
Cost of raw materials consumed :
Opening stock of raw materials 22,000
Add : Purchase of raw materials 1.32.000
Aded - Carriage inward 1,584
1,55,584
Less : Closing stock of raw-materials 24464
() Value of raw materials used 1.31.120
Direct Wages 1.10,000
Prime Cost 241,120
Factory overheads :
Fent, rates, insurance and works on cost . 44,000
Cost of factory supervision 8,800 52,800
293,920
Add | Work-in-progress as on 15t January, 2011 5,280
2,99.200
Less : Work-in-progress as on 30th June, 2011 17,600
(5} Work Caost (Cost of Output) 2,81,600
_ . 2,831,600
Cost of output per tonne = —."cna" = T 11 per tonne,
StatementofProfit
Cheanity (T ‘onnes) Ameount (T}
Works Cost (Cost of output) 25,600 281,600
Add : Opening stock of finished products 1,600 17,600
27,200 2,909,200
Less ; Closing stock of finished products 3,200 35,200
Cost of Goods Sold 24,000 2,64,000
Selling and distribution overheads
Advertising, discount allowed and selling cost @ 75
paise per tonne of output sold for 24,000 tonnes. 18,000
2,82,000
(¢} Cost of Sales (Turnover)

Sales 3, 30,000
(d) Net Profit for the period 48,000
(e} Net Profit per tonne of the commodity sold

o SN Rs. 2 per tonne
24,000

[llustration 3:

The directors of a manufacturing business require a statement showing the production results of

the business for the month of March, 2011.

The cost accountsreveal the following infor mation:

r
Stack on hand 15t March, 2011
Faw material 25,000
Finished poods 17,360
Stock on hand, 31st March, 2011
Raw materials 26250
Finished goods 15,750
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Purchase of raw materials 21,900
Wark-in-progress. 15t March 2011 8.220
Wark-in-progress, 315t March 2011 9,100
Sale of finished poods 72,310
Direct wages 17,150
Mon-productive wages 830
Works expenses . 8,340
Office and administrative expenses 3,160
Selling and distributive expenses 4,210

You arerequired to construct the statement so asto show:
(a) The value of materials consumed,;

(b) Thetotal cost of production;

(c) The cost of goods sold;

(d) The gross profit on goods sold and

(e) The net profit for the month.

Solution:
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Statement of Cost
{for the month of March, 2011)
T T
Value of materials consumed ;
Stock of raw materials in hamd on 15t March, 2011 25,000
Add : Purchase of raw materials 21,900
46,900
Less : Stock of raw materials in hand on 31st March, 2011 26,250
{a) Value of Materials Consumed 20,650
Direct wages 17,150
Prime Cost 37,800
Factory overheads :
Non-productive wages 830
Works expenses 8,340 9.170
46,970
Add : Opening work-in-progress (1st March, 2011} 52,?3
Less : Closing work-in-progress (31st March, 2011) 9,100
Works Cost 46,090
Office and administrative expenses 3,160
(&) Total Cost of Production 49,250
Add : Opening stock of finished goods _&LE_%!{-_E
Less : Closing stock of finished goods _15.750
{¢) Cost of Goods Sold 50,860
Sales 72,31
(g Gross Profit on Goods Sold 21,450
{€) Net Profit on Goods Sold :
Cost of goods sold 50,860
Add : Selling and distribution expenses 4,210
Cost of Sales 55,070
Sales 12,310
Met Profit (for the month) 17,240
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POSSIBLE QUESTIONS
Part - B
11. Define costing and discuss briefly its objectives and advantages.
12. From the following information, prepare a cost sheet for the month of March, 2016:

Particulars Rs.
Stock on hand-1 sty March, 2016: Raw materias 25,000
Finished goods 17,300
Stock on hand-31 sty March, 2016: Raw materials 26,200
Finished goods 15,700
Purchase of raw materials 21,900
Carriage on purchases 1,100
Working —in-progress. 1.3.2016 at works cost 8,200
Working —in-progress. 31.3.2016 at works cost 9,100
Sale of finished goods 72,300
Direct wages 17,200
Non-productive wages 800
Direct expenses 1200
Factory overhead 8,300
Administrative overhead 3,200
Selling and Distribution overhead 4,200

13. Define and explain with suitable example of the terms;
i) Cost Units i) Cost centers

14. Draw a statement of cost from the following particulars:

Rs.
Opening stock: 1. Materials 2,00,000
2. Work-in Progress 60,000
3. Finished goods 5,000
Closing stock: 1. Materials 1,80,000
2. Work-in Progress 50,000
3. Finished goods 15,000

Prepared by A.Muthusamy, Assistant Professor, Department of Commerce, KAHE Page 24/25




KARPAGAM ACADEMY OF HIGHER EDUCATION

CLASS: 111 B.Com (PA) COURSE NAME: APPLIED COST ACCOUNTING
COURSE CODE: 15PAU5S02 UNIT: | BATCH-2015-2018
Materials purchased 5,00,000
Direct wages 1,50,000
Manufacturing expenses 1,00,000
Sales 8,00,000
Selling and distribution expenses 20,000

Prepared by A.Muthusamy, Assistant Professor, Department of Commerce, KAHE Page 25/25




KARPAGAM ACADEMY OF HIGHER EDUCATION

CLASS: 111 B.Com (PA) COURSE NAME: APPLIED COST ACCOUNTING
COURSE CODE: 15PAUS02 UNIT: I BATCH-2015-2018
UNIT-II
SYLLABUS

Materia Control — Procurement Procedure — Issue of Inventories under Various Methods —
computation of stock levels — EOQ — Perpetual Inventory System — Labour Costing - Time Rate,
Piece Rate System, Methods of Payment by Result — Determination of Labour Turn over Under
Various Methods

MATERIAL CONTROL

The materials are a magjor part of the total cost of producing a product and are one of the
most important assets in maority of the business enterprises. Hence the total cost of a product
can be controlled and reduced by efficiently using materials.

The materials are of two types, namely:
(i) Direct materials. The materials which can be easily identified and attributable to the

individual units being manufactured are known as direct materials. These materials aso
form part of finished products. All costs which are incurred to obtain direct materials are
known as direct material costs.

(i) Indirect materials. Indirect materials, on the other hand, are those materials which are of

small value such as nuts, pins, screws, etc. and do not physically form part of the finished

product. Costs associated with indirect materials are known as indirect material costs.
Factory supplies, office supplies and selling supplies are generally termed as stores.
PURCHASING CONTROL AND PROCEDURE

Purchasing is an art. Wrong purchases increase the cost of materias, store equipments

and the finished goods. Hence it is imperative that purchases should be effectively, efficiently
and economically performed.
M ethods of Purchasing

Purchasing can be broadly classified as centralized and localized purchasing.

(&) Centralized Purchasing: In alarge organization, manufacturing units are many. In such
cases centralized purchasing is beneficial. The advantages of centralized purchasing are:

1. Specialized and expert knowledgeis available.

2. Advantages arise due to bulk purchases.
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3. Thecost of purchasing can be reduced and selling price can be lowered.

4. Asthereisgood knowledge of market conditions, greater control can be exercised.
5. When materias have to be imported, it is advantageous to centralize the buying.

6.
7
8
9

Economy and ease in compilation and consultation of results.

. It can take advantage of market changes.
. Investment in inventories can be reduced.

. Other advantages include undivided responsibility, consistent buying policies.

10. Factors to be considered when decision regarding centralization has to be taken are

geographical separation of plants, homogeneity of products, type of material bought,

location of supplies etc.

(b) Decentralization _of Purchases. The advantages of localized purchasing or

1
2.
3. Thetimelag between indenting and receiving materials can be reduced.
4.

decentralization of purchases are:-
Each plant may have its own particular need. This can be given special attention.
Direct contact can be established with suppliers.

Technical requirements of each plant can be ascertained.

PURCHASE PROCEDURE / PROCUREMENT PROCEDURE: The steps usually

followed for purchase of materials may be enumerated as follows:-

1

Indenting for materials : The stores department prepares indents for the purchase of
materials for replenishment of stocks (regular indents) or for a special job(specia
indents) and sends it to the purchase department. Regular indents are prepared
periodically and placed when the ordering level for different items of stocks are reached.
The quantity indented is equal to the ordering quantity fixed for each item. The special
indents are based on the demands received either from the planning or production
department.

Issue of tenders to suppliers: The purchase department issue tenders to suppliers or
publish them in papers. The suppliers quote their terms of price and delivery/payment.
After the last date for receipt of quotations is over, the tenders are opened and a
comparative statement is prepared. Tenders are prepared in triplicate. Of them, two are

sent to the suppliers and one is retained with the purchase department. The supplier
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mentions histermsin the original.

While considering the tenders, the reliability of the supplier has to be taken into account.
The quality of goods and time taken to deliver the goods on previous occasions should be
checked. Thefinancial stability and capacity to deliver goods should be ensured.
Sometimes purchases may be made without inviting quotations. The circumstances are
when prices are controlled, or purchases are made under long term contracts, or catalogue
prices are available or when there is a cost plus contract. If purchase is made under cost
plus profit basis, the cost composition and reasonableness of price should be checked.
Placing of purchase orders: Normally six copies of purchase order are made. The
supplier, stores, inspection department, store accounting section, purchase department
and progress department are sent one copy each.

The purchase order has legal and accounting significance. From legal point of view, it
binds both the parties to the terms of the contract. Form the accounting point of view; it
signifies the amount which has to be spent. It signifies the stores department to accept the
goods and the accounts department to accept the bill.

I nspection: The supplier delivers goods at the place specified. Two delivery challans are
prepared by the supplier one of which is returned. It is a proof of delivery. After
receiving the goods, the inspection department or production department or maintenance
department (as the case may be) isintimated.

The inspector checks that the materials are in accordance with the quality required,
standard expected, tolerances allowed etc. After inspection an inspection note is prepared
in triplicate, one copy is sent to the supplier, one to the stores, and one to the inspection
department.

Receiving Stores: The stores department prepares a Stores Receipt Note for the quantity
of stock accepted in inspection. After issuing of the stores receipt, the storekeeper is
responsible for the stocks. The stores receipt is the document for the posting of receipts
in Bin Card and the Stores Ledger. It is prepared in quadruplicate and sent to the
supplier; stores accounting section and purchase department and one copy are retained
with the stores. The supplier encloses this copy aong with his bill. The stores accounting

section compares the note with the purchase order.
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6. Checking and passing of bills for payment: Bills received by the purchase department
are forwarded to the stores accounting section to check the authenticity regarding
guantity and price and the arithmetical accuracy. Specia items included in the bills eg:-
freight, packing charges are verified with the purchase order. The bill is later passed for
payment.
STOREKEEPING

Store keeping is a service function. The storekeeper is a custodian of all the items kept in
the store. The stores should be maintained properly and cost minimized. The main objectives of
store keeping are:-

1) To protect stores against |osses

i) To keep goods ready for delivery/issue

iii) To provide maximum service at minimum cost.

The duties and functions of Store-keeper can be summarized as follows:

i) Materials should be received, unloaded, inspected and then moved to stores. The
materials have to be stored in appropriate places and records the receipts in proper books.

i) The stores records should be maintained in an efficient and orderly manner so that
materials can be easily located and information can be obtained for various departments.

iii) The stores should provide maximum protection and safety and accessibility and utilize
minimum space. Suitable storage devices should be installed.

iv) The materias should be given special covering to prevent damage due to atmospheric
conditions.

v) All issues should be properly recorded, efficiently, promptly and accurately. All issues
should be duly authorized and procedures laid down should be duly followed.

vi) The storekeeper is responsible for co-ordination with materials control according to the
type of production, size of the company, the organization structure etc.

vii) Ensure that all transactions are posted in the Bin Card see that the Bin Card is up-to-date.

viii) All items should bein its proper place.

iX) Maintenance of stores at required levels.

X) Neatnessin storesto facilitate physical verification.

xi) Co-ordination and supervision of staff in the stores department.
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xii) Periodical review of various scales, measuring instruments, conversion ratios etc.
Xiii) Protect stores from fires, rust, erosion, dust, theft, weather, heat, cold, moisture
and deterioration etc.
COMPUTATION OF STOCK LEVELS
One of the duties of the storekeeper isto send requisitions for materials for replenishment
in time so that the production is not held up due to shortage of materials. The storekeeper should
also see that there is no unnecessary blocking of capital due to overstocking of materials. For this
he keeps a check on the re-order level, economic ordering quantity, and the maximum and
minimum quantity which heis authorized to store in respect of each kind of material.
(&) Re-ordering Level
Re-ordering level is that point of level of stock of a material where the storekeeper starts
the process of initiating purchase requisition for fresh supplies of that materials. Thislevel is
fixed somewhere between the maximum and minimum levels in such a way that the
difference of quantity of the material between the re-ordering level and minimum level will
be sufficient to meet the requirements of production until the fresh supply of the materialsis
received.
(b) Economic Ordering Quantity
The quantity of material to be ordered at one time is known as economic ordering
guantity. This quantity is fixed in such a manner as to minimize the cost of ordering and
carrying the stock. The total costs of amaterial usually consist of:
Total acquisition cost + total ordering cost + total carrying cost.
Since the acquisition cost per unit of material is same whatever isthe quantity purchased, itis
usually excluded when deciding the quantity of a material to be ordered at one time. The only
costs to be taken care of are the ordering costs and carrying costs which vary with the
quantity ordered.
() Minimum Level or Safety Stock level
The minimum level isthe minimum quantity of the material which must be maintained in
hand at all times. The quantity is fixed so that the production is not held up due to shortage
of the materials.
(d) Maximum L evel
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It is the maximum of stock which should be held in stock at any time during the year.
The quantity isfixed so asto avoid overstocking asit leads to the following disadvantages.
1. Overstocking leads to increase in working capital requirement which could be profitable
used somewhere el se.

2. Overstocking will need more godown space, so more rent will have to be paid.

It may also lead to obsolescence on account of overstocking.
4. There are chances that the quality of materials will deteriorate because large stock will
reguire more time before they are consumed.
5. There may be fear of depreciation in market values of the overstocked materials.
(e) Danger Leve
This level means that level of stock at which normal issues of the material are stopped
and issues are made only under specific instructions. The purchase officer will make specia
arrangements to get the materials which reach at their danger levels so that the production
may not stop due to shortage of materials.
STORES (OR MATERIALS) RECORDS
In the stores the most important two records kept are bin cards and stores ledger.

(a) Bin Card. A bin card is a record of the receipt and issue of material and is prepared by
the store keeper for each item of stores. A bin card is aso known as bin tag or stock card
and is usually kept in the rack where the material is kept. In abin card not only the receipt
and issue of materia is recorded, minimum quantity, maximum quantity and ordering
quantity are stated on the card. This helps the store keeper to send the material requisition
for the purchase of material in time.

(b) Stores Ledger: This ledger is kept in the costing department and is identical with the bin
card except that receipts, issues and balances are shown aong with their money values.
This provides the information for the pricing of materials issued and the money value at
any time of each item of stores.

PERPETUAL INVENTORY SYSTEM
The Chartered Institute of Management Accountants, London, defines the perpetual

inventory as “a system of records maintained by the controlling department, which reflects the
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physical movements of stocks and their current balance”. Thus this is a system in which, with the
help of Bin Cards and Stores Ledger, the balance of stock is ascertained after every receipt and
issue of materials. Thisis helpsin avoiding closing down of firm for physical verification.
Advantages of the Perpetual I nventory System
The following are the advantages of the perpetual inventory system:
1. It avoids the disruption of production for physical checking of all items of stores at the
end of the year.
2. The preparation of Profit and Loss Account and Balance Sheet is possible without
physical verification of stock.
3. A detailed and more reliable control on the materialsin storeis obtained.
4. As the work of recording and continuous stocktaking is carried out systematically and
without undue haste, the figures are more reliable.
5. Continuous stocktaking will make the storekeeper and the stores accountant more vigilant
in their work and they will try to keep the records accurate and up-to-date.
6. Planning of production can be done without any fear of shortage as the management is
constantly informed of the stores position.
7. Aninbuilt system of internal check will be in operation as bin cards and the stores ledger
keep a check on each other.
8. Errors and shortage of stock are readily discovered and efforts are made to avoid the
shortage of stock in future.
9. The capital invested in the stores can be kept under control and efficiently used as stock
can be compared with the minimum and maximum levels.
10. It makes available correct stock figures for clam to be lodged with the insurance
company for loss on account of stock destroyed by fire.
ABC ANALYSIS
Under ABC Analysis, the materials in stock are divided into three categories for the
purpose of control. Generally it is seen that the materials which constitute the least percentage of
items in stock may contribute to a large percentage of value and a large percentage of items may
represent a smaller percentage of value of items consumed. Between these two items are those

items, the percentage of which is more or less equal to their value in consumption. Items falling
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in the first category are treated as ‘A’ items, of the second category as ‘B’ items and items of the
third category are taken as ‘C’ items. Such an analysis of material is known as ABC analysis.
This technique of stock control is also known as stock control according to value method or
Always Better Control method or Proportional Parts Value Analysis method. Thus, under this
technique of material control, materials are listed in ‘A’, ‘B’ and ‘C’ categories in descending
order based on money value of consumption.

ABC analysis measures the cost significance of each item of material. It concentrates on
important items, so it is also known as ‘Control by Importance and Exception” (CIE).

The report of the Indian Productivity Team on “Stores and Inventory Control in U.S.A.,

Japan and West Germany” gives the following example of ABC Analysis.

Group |Percentage of Items Percentage of Costs
A 8% 75%
B 25% 20%
C 67% 5%

The significance of this analysis is that a very close control is exercised over the items of ‘A’
group which account for a high percentage of costs while less stringent control is adequate for
category ‘B’ and very little control would suffice for category 'C’ items.

ISSUE OF MATERIALS

Materials issued from stores are debited to the jobs or work orders which received them and
credited to the materials account. These jobs are debited with the value of materias issued to
them.

But what is the value of materials? Theoretically the value includes the invoice price less
trade discount, the freight, cartage, octroi and insurance on incoming materias, expenses of
purchase, receiving, storing and record keeping and carriage from the stores up to the process
plant. However, in practice, it involves minute calculations for including all these expenses and
isabig task compared to the benefit derived fromit.

Moreover the price changes according to the market conditions and at any given time there
will be stock of materials purchased at different times at different prices. Hence the problem as
to at what price the materias should be issued?
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The important methods followed in pricing of issue of materials are:-

1. Actua Cost Method

2. First-In First-Out (FIFO) Method

3. Last-In First-Out (L1FO) Method

4. Highest-in First-Out (HIFO) Method

5. Simple Average Cost Method

6. Weighted Average Cost Method

7. Periodic Average Cost Method

8. Standard Cost Method

9. Replacement Cost Method

10. Next in First Out (NIFO) Method

11. Base Stock Method.
1. Actual Cost Method:
Where materials are purchased specialy for a specific job, actual cost of materialsis charged to
that job. Such materials will normally be stored separately and issued only to that particular job.

2. First-In First-Out (FIFO) Method:

CIMA defines FIFO as “a method of pricing the issue of material using, the purchase price
of the oldest unit in the stock”. Under this method materials are issued out of stock in the order
in which they were first received into stock. It is assumed that the first material to come into
stores will be the first material to be used.

Advantages:

(@) It iseasy to understand and simple to price the issues.

(b) It is a good store keeping practice which ensures that raw material leave the stores in a
chronological order based on their age.

(c) Itisastraight forward method which involves less clerical cost than other methods of pricing.
(d) This method of inventory valuation is acceptable under standard accounting practice.

(e) Itisaconsistent and realistic practice in valuation of inventory and finished stock.

(f) The inventory is valued at the most recent market prices and it is near to the valuation based

on replacement cost.
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Disadvantages:

(a) There is no certainty that materials which have been in stock longest will be used, if they are
mixed up with other materials purchased at alater date at different price.

(b) If the price of the materials purchased fluctuates considerably, it involves more clerical work
and there is possibility of errors.

(c) In asituation of rising prices, production cost is understated.

(d) In inflationary market, there is a tendency to under-price material issues. In deflationary
market, there is atendency to overprice such issues.

(e) Usually more than one price has to be adopted for a single issue of materials.

(f) The method makes cost comparison difficult of different jobs when they are charged with
varying prices for the same materials.
This method is more suitable where the size of the raw materialsis large and bulky and its price
is high and can be easily identified in the stores separately. This method is useful when the
frequency of material receiptsisless and the market price of the material are stable and steady.
3. Last-In First-Out (LIFO) Method:

Under this method most recent purchase will be the first to be issued. The issues are priced out at
the most recent batch received and continue to be charged until a new batch received is arrived
into stock. It is a method of pricing the issue of material using the purchase price of the latest

unit in the stock.

Advantages:
(8) Stocks issued at more recent price represent the current market value based on the

replacement cost.

(b) 1t issimple to understand and easy to apply.

(c) Product cost will tend to be more realistic since material cost is charged at more recent price.

(d) In times of rising prices, the pricing of issues will be at a more recent current market price.
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(e) It minimizes unrealized inventory gains and tends to show the conservative profit figure by

valuation of inventory at value before price rise and provides a hedge against inflation.

Disadvantages:
(8 Vauation of inventory under this method is not acceptable in preparation of financial

accounts.

(b) It is an assumption of a cash flow pattern and is not intended to represent the true physical

flow of materials from the stores.

(c) More than one price may have to be adopted for an issue.

(d) It renders cost comparison between jobs difficult.

(e) It involves more clerical work and sometimes valuation may go wrong.

(f) In times of inflation, valuation of inventory under this method will not represent the current

market prices.

4. Highest-in First-Out (HIFO) Method:

Under this method, the materials with highest prices are issued first, irrespective of the date upon
which they were purchased. The basic assumption is that in fluctuating and inflationary market,
the cost of material are quickly absorbed into product cost to hedge against risk of inflation. This
method is used when the materia is in short supply and in execution of cost plus contracts. This

method is not popular and not acceptable under standard accounting practices.

5, Simple Average Cost Method:

Under this method all the materials received are merged into existing stock of materials, their
identity being lost. The simple average price is calculated without any regard to the quantities
involved. The simple average cost is arrived at by adding the different prices paid during the
period for the batches purchased by dividing the number of batches. For example, three batches
of materialsreceived at Rs. 10, Rs. 12 and Rs. 14 per unit respectively.
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The simple average priceis calculated asfollows:
Rs. 10 + Rs. 12 + Rs. 14/3 batches = Rs. 36/3 batches = Rs 12 per unit

This method is not popular because it takes into consideration the prices of different batches but
not the quantities purchased in different batches. This method is used when prices do not
fluctuate very much and the stock values are small in value.

6. Weighted Average Cost Method:

It is a perpetua weighted average system where the issue price is recalculated every time after
each receipt taking into consideration both the total quantities and total cost while calculating
weighted average price. For example, three batches of material received in quantities of 1,000
units @ Rs. 15, 1,300 units @ Rs. 16 and 800 units @ Rs. 14.

Theweighted average priceiscalculated asfollows:
(2,000 units x Rs. 15) + (1,300 units x Rs. 16) + (800 units x Rs. 14)/1,000 units + 1,300 units +
800 units

=Rs. 15,000 + Rs. 20,800 + Rs. 11,200/3,100 units = Rs. 47,000/3,100 units = Rs. 15.16 per unit

This method tends to smooth out the fluctuations in price and reduces the number of calculations
to be made, as each issue is charged at the same price until afresh batch of material is received.

This method is easier as compared to FIFO and LIFO, as there is no necessity to identify each
batch separately. But this method increases the clerical work in calculation of new average price
every time a new batch is received. The issue price calculated rarely represents the actual

purchase price.

7. Periodic Average Cost Method:
Under this method, instead or recalculating the simple or weighted average cost every time there

isareceipt, an average for the accounting period as awhole is computed.

The average pricefor all the materialsissued during the period is computed as follows:
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opening stock  + during the period
Units in Total units received
opening stock  + during the period

8. Standard Cost Method:

Under this method, materia issues are priced at a predetermined standard issue price. Any
variance between the actual purchase price and standard issue price is written off to the Profit
and Loss Account. Standard cost is a predetermined cost set by the management prior to the
actual material costs being known and the standard issue price is used for all issues to production
and for valuation of closing stock.

If initialy the standard price is set carefully then it reduces al the clerical work and errors
tremendously and the stock recording procedure is ssimplified. The realistic production cost
comparisons can be made easier by eiminating fluctuations in cost due to materia price

variance. In a situation of fluctuating prices, this method is not suitable.

9. Replacement Cost Method:

This method is also called as ‘market price method’. The replacement cost is a cost at which
material identical to that can be replaced by purchasing at the date of pricing material issues; as
distinct from the actual cost price at the date of purchase. The replacement price is the price of
replacing the material at the time of issue of materials or on the date of valuation of closing
stock.

This method is not acceptable for standard accounting practice, since it reflects a cost which has
not really been paid. If stocks are held at replacement cost, for balance sheet purposes when they
have been bought at a lower price, an element of profit which has not yet been realized will be

built into the Profit and Loss Account.

This method is advocated by charging the market price of material to the job or process, make it
easier to determine the profitability of the job or process. This method is suitable particularly in

the inflationary tendency of market prices of materials. Where there is no precise market for
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particular materias, it would be difficult in ascertainments of replacement prices for the material

i Ssues.

10. Next in First Out (NIFO) Method:
This method is a variant of replacement cost method. Under this method the price quoted on the

latest purchase order or contract is used for all issues until a new order is placed.

11. Base Stock Method:
Under this method, a specified quantity of material is always held in stock and is priced at its
origina cost as buffer or base stock; and any issue of materias above the base stock quantity is

priced under any one of the methods discussed above.

This method indicates how prices are moving over alonger period of time. But this method is not
popular and also not accepted under standard accounting practice since it would result in stock
valuation totally unredlistic.

LABOUR COSTING

Labour cost is a second major element of cost. The control of labour cost and its accounting is
very difficult as it deals with human element. Labour is the most perishable commodity and as
such should be effectively utilized immediately.

Importance of Labour Cost Control

Labour is of two types (a) direct labour, (b) indirect labour. Direct Labour is that labour which
is directly engaged in the production of goods or services and which can be conveniently
allocated to the job, process or commodity or process. For example labour engaged in spinning
department can be conveniently allocated to the spinning process.

Indirect Labour is that labour which is not directly engaged in the production of goods and
services but which indirectly helps the direct labour engaged in production. The examples of
indirect labour are supervisors, sweepers, cleaners, time-keepers, watchmen etc. The cost of
indirect labour cannot be conveniently allocated to a particular job, order, process or article.

The distinction between direct and indirect labour must be observed carefully because payment

of direct labour is a direct expenditure and is a part of prime cost whereas payment of indirect
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labour is an item of indirect expenditure and is shown as works, office, selling and distribution
expenditure according to the nature of the time spent by the indirect worker.

Time Wage System
Under this method of wage payment, the worker is paid at an hourly, daily, weekly or monthly

rate. This payment is made according to the time worked irrespective of the work done.

This method is highly suitable for following types of work:

1. Where highly skilled and apprentices are working.
Where quality of goods produced is of extreme importance eg., artistic goods
Where the speed of work is beyond the control of the workers.

Where close supervision of work is possible.

o &~ oD

Where output cannot be measured.

The disadvantages of this method are:
Workers are not motivated.

Workers will get payment for idle time.

Efficient workers will become inefficient in the long run as all of them get same wages.

> wDp e

Employer finds it difficult to calculate labour cost per unit as it varies as production
increases and decreases.

5. Strict supervision is necessary to get the work done.

6. Inefficiency results in upsetting the production schedule and increases the cost per unit.

7. 1t will encourage atendency among workers to go slow so as to earn overtime wages.
Thus this method does not establish a proportionate relationship between effort and reward and
theresult isthat it is not helpful in increasing production and lowering labour cost per unit.

Piece Rate System (payment by result)

The piece rate system is that system of wage payment in which the workers are paid on
the basis of the units of output produced. Piece rate system does not consider the time spent by
the workers. Piece rate system is the method of remunerating the workers according to the

number of unit produced or job completed. It is aso known as payment by result or output. Piece
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rate system pays wages at a fixed piece rate for each unit of output produced. The total wages
earned by aworker is calculated by using the following formula.
Total Wages Earned= Total units of outputs produced x Wage rate per unit of output.
OR,
Total Wages Earned= Output x Piece Rate
Advantages of Piece Rate System
I.  The following are some important advantages of piece rate system of wage payment.
Piece rate system pays wages according to the output produced by the workers. It
encourages efficient workers.
1.  Piecerate system helpsto reduceidletime.
[1l.  Piece rate system gives incentives to the workers to adopt a better method of production
for increasing their production and earning.
V. Piece rate system helps the management to determine the exact labour cost per unit for
submitting quotation.
V. Piece rate system reduces per unit cost of production due to increased volume of
production.
Piece rate system requires |ess supervision cost.
Disadvantages of Piece Rate System
I. The following ae the notable disadvantages of piece rate system
Piece rate system does not help in producing quality output as the workers are
concentrated more on quantity instead of quality.
[1.  Piece rate system does not help for a uniform flow of production and makes difficult to
regulate the production schedule.
[1I.  Itisvery difficult to fix an acceptable and reasonable piece rate for each item of output or
job.
Piece rate system adversely affects the workers' health as well.
IV. It requires extra supervision cost for quality output and effective use of materials, tools
and equipment.
There are four variants of this system.

a) Straight piece rate system
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b) Taylor’s differential piece rate system

c) Merrick’s multiple piece rate system

d) Gant’s task and bonus plan

(a) Straight piecerate system

Payment is made as per the number of units produced at a fixed rate per unit. Another
method is piece rate with guaranteed time rate in which the worker is given time rate wages if
his piece rate wages is |ess than the time rate.

(b) Taylor’s Differential Piece Rate system

Differential Piece Rate System was introduced by Taylor, the father of scientific

management. The underlying principle of this system is to penalise a slow worker by paying him
a low piece rate for low production and to reward an efficient worker by giving him a higher
piece rate for a higher production. Taylor was of the view that an inefficient worker should have
no place in the organisation and he should be compelled to leave the organisation by paying him
alow piece rate for low production.

Taylor proceeded on the assumption that through time and motion study it is possible to fix a
standard time for doing a particular task. To encourage the workers to complete the work within
the standard time, Taylor advocated two piece rates, so that if a worker performs the work within
or less than the standard time, he is pad a higher piece rate, and if he does not compl ete the work

within the standard time, heis given alower piece rate.

Thus, if the standard production has been fixed at 8 units per day of 8 hours (taking normal piece
rate as Re 1), the higher piece rate for 8 units or beyond may be Rs 1.20 per unit and the lower

rate for an output of less than 8 units per day, may be 80 P. per unit.

Hence, Taylor decided to give a large reward to those who would complete the work within or
less than the standard time and much less wages to those who would not complete the job within
the standard time. The system is very harsh to the inefficient workers because they earn much

less wages on account of lower output and lower rate.
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Moreover, minimum wages are not guaranteed under this method. Another drawback of the
systemisthat if aworker just fails to complete the work within the standard time earns much less
wages than a worker who just completes the job within the standard time. Therefore, the system

is now almost out of use.

[ustration :

Calculate the earnings of workers A and B under Straight Piece-rate System and Taylor’s
Differential Piece-rate System from the following particulars:

Normal rate per hour = Rs 1.80

Standard time per unit = 20 seconds

Differentials to be applied:

80% of piece rate below standard

120% of piecerate at or above standard.

Worker A produces 1,300 units per day and worker B produces 1,500 units per day.

SOLUTION
Standard production per 20 seconds = 1 unit
Standard production par minute = g'—? = 3 unita
Standard production per hour = 3 x 60 = 180 units.
Standard production per day of 8 hours (assumed) = 180 = 8 = 1,440 units
Normal rate per hour =7 1.80
N 1 pi ta - L = 1 paisa
S INOFmMAa FIE{'E' raj = 180 units P
Low piece rate below standard production % = (.8 paisa
. 1P x 120 .
High piece rate at or above standard T 1.2 paise

Earnings of Worker A :
Under Straight Piece-rate System

1,300 units @ 1 P. = L‘%ﬁ“ =713
Under Taylor's Differential Piece-rate System

1,300 units @ 0.8 P. = l@‘:g—”x 1_11:6 = ¥ 10.40

Low piece-rate has been applied because worker A's daily production of 1,300 units is less than the
standard daily production of 1,440 units.

Earnings of Worker B :
Under Straight Piece-rate System
: 1500=1
1,500 units & 1 P. = _;'ulﬂ{} =¥ 15
Under Taylor's Differential Piece-rate System
1,500 units @ 1.2 p, = 2500 x12 1

10 Xﬁ =7 18
High piece-rate has been applied because worker B's daily production of 1,500 units is more than the
standard daily production of 1,440 units.

¢) Merrick’s Multiple Piece Rate System
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This method seeks to make an improvement in the Taylor’s differential piece rate system. Under
this method, three piece rates are applied for workers with different levels of performance.
Wages are paid at ordinary piece rate to those workers whose performance is less than 83% of
the standard output, 110% of the ordinary piece rate is given to workers whose level of
performance is between 83% and 100% of the standard and 120% of the ordinary piece rate is
given to workers who produce more than 100% of the standard output.

This method is not as harsh as Taylor’s piece rate because penalty for slow workers is relatively
lower.

Advantages
Efficient workers are rewarded handsomely.
Disadvantages
() Wide gap in slabs of differential wage rate
(i) Over emphasisin high production rate
d. Gant’s task and bonus plan
Gant’s task and bonus plan is based on careful time and motion study. A standard time is
fixed for doing a particular task, worker’s actual performance is compared with the standard time
and his efficiency is determined. If aworker takes more time than the standard time to complete
the task (i.e., his efficiency is below 100%), he is given wages for the time taken by him and if a

worker takes the standard time to perform the task (i.e., efficiency is 100%), he is given wages

for the standard time and a bonus of 20% on the wages earned.

If the worker completes the task in less than the standard time he is given wages for the
standard time plus a bonus of 20% of the wages for the standard time. In other words, if a
worker’s performance is more than 100% he is given piece wages plus bonus at 20% of piece
wages. Thus, with every reduction in time, the plan ensures progressive increase in total wages.

For this reason, the plan is also known as “Progressive Rate System”.

Advantages:

1. The plan is not as harsh as the Taylor’s differential piece rate is. Therefore, it is more
acceptabl e to the workers.
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2. It issimple to understand.

3. It ensures guaranteed time wages to the worker who is below average workers.

4. It makes distinction between efficient and inefficient workers because the system ensures time
wages for sub-standard workers and piece wages plus 20% bonus for standard and super-
standard workers. Increasing rate of bonus is very satisfying to the efficient workers, so every
worker tries to become more efficient.

5. Fixed cost per unit decreases with increase in production due to incentive for efficiency given
under this scheme of wage payment.

Disadvantages:

1. Like Taylor’s differential piece rate method, it divides the workers into competing
categories—one who earns the bonus and the other who does not earn the bonus. This brings
disunity among workers and becomes unacceptabl e to the labour union.

2. The guaranteed time wages may not encourage efficiency if workers feel satisfied with the

time wages.

Premium and Bonus Plan
The object of a premium plan is to increase the production by giving an inducement to

the workersin the form of higher wages for less time worked.
Under a premium plan, a standard time is fixed for the completion of a specific job or operation
at an hourly rate plus wages for a certain fraction of the time saved by way of abonus. The plan
is aso known as incentive plan because a worker has the incentive to earn more wages by
completing the work in less time.
This system of wage payment is in between the time wage system and piece work system. In
time wage system, worker does not get any reward for the time saved and in piece work system,
the worker gets full payment for time saved whereas in a premium plan both the worker and the
employer share the labour cost of the time saved.
The following are some of the important premium plans.

() Halsey Premium Plan: Under this method, the worker is given wages for the

actual time taken and a bonus equal to half of wages for time saved. The standard time for

doing each job or operation is fixed. In practice the bonus may vary from 33% % to 66%5 %
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of the wages of the time saved.

Thus if S is the standard time, T the time taken, R the labour rate per hour, and % the

percentage of the wages of time saved to be given as bonus, total earnings of the worker will

be:
TXR+%(ST)R
Under Halsey-Weir plan, the premium is set at 30% of the time saved.

(i) Rowan Plan: The difference between Halsey plan and Rowan Plan is the calculation
of the bonus. Under this method also the workers are guaranteed the time wages but
the bonus is that proportion of the wages of the time taken which the time saved bears
to the
standard time allowed.

Total Earnings=T xR+ ST xT xR
S

LABOUR TURNOVER

Labour turnover denotes the percentage change in the labour force of an organisation. High
percentage of labour turnover denotes that labour is not stable and there are frequent changes in
the labour force because of new workers engaged and workers who have left the organisation. A

high labour turnover is not desirable.

The definitions of labour turnover are given below:

(1) Labour turnover according to separation method:

_ _ Number of employees left during a period
~ Average number of employees during a period

= 100

This definition does not take into consideration the fact of surplus labour. This definition will
give incorrect result when the surplus workers are discharged because labour turnover calculated
in thisway will be high.

(2) Labour turnover according to flux method:

_ Number of additions + Separations during a period x 100
~  Average number of employees during a period
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This definition will not be applicable when the organisation is expanding. In such a case, many
new workers are engaged and there may be no separation; even then labour turnover calculated
will be high.

Number of additions + Separations

during a period
2

(3) Labour Turnover = x 100

Average number of employees during a period

This definition will misguide when an organisation has reached its optimum size and does not
require expansion at al. In such a case, labour turnover, as per this definition, will show half the

actual percentage of labour turnover.

(4) Labour turnover according to replacement method:

. Number of workers replaced during a period
HAverage number of workers during the period

* 100.

This definition takes into account the surplus labour. This definition will also give correct |abour
turnover when the factory is expanding because all additions are not to be taken only workers
replaced due to leavers are to be taken. Therefore, this definition can be taken to be the most

reliable definition out of al the definitions given above.

[Mlustration 1:

From the following infor mation, calculate the labour turnover rate and labour flux rate:

Number of workers at the beginning of the year 3,800
MNumber of workers at the end of the year 4,200

During the year 40 workers leave while 160 workers are discharged. 600 workers are required
during the year, of these 150 workers are recruited because of leavers and the rest are engaged in
acerrdance with an expansion scheme.

SULUTION
Average number of workers during the year = w = 4,000

Number of workers replaced during the year =150 00 =3.75%
Labour Turnover Rate = Average number of workers during the year R IO = Loop ¥ FRR R

_ Numer of additions + separations during the year 100

Fabopy Flu Rty Awerage number of workers during the year
600 + 200
=74000 ® 100 = 20%
Labour fux rate denotes total change in the composition of labour force due to additions and separations of
workers,
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ILLUSTRATION 2. From the following data provided to you find out the Labour Turnover
Rate by applying :

{(a) Flux Method

(b) Replacement Method

(¢) Separation Method

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 were discharged and 75 workers were recruited.
Of these, 10 workers were recruited in the vacancies of those leaving, while the rest were engaged

for an expansion scheme.
SOLUTION
() Labour Turnover Rate by Applying Flux Method

. No. of additions + No. of separations « 100
= Average number of workers during a period

< 175*-5.___+3° %100 =199, 100 = 17.2%
5 (600 + 600)

550

(4) Labour Turnover Rate by Applying Replacement Method

Number of workers replaced 10
- _ % 100 = ————— % 100 = 1.8%
Average number of workers % (500 + 600)

(¢) Labour Turnover Rate by Separation Method

_ No, of separations -k 20
Average number of workers % (500 + 600)

25

= 100 = 5—5'6’} 100 = 4.5%.

= 100

ILLUSTRATION 3. The cost accountant of ¥ Ltd. has computed labour turnover rates for the
quarter ended 31st March, 2010 as 10%, 5% and 3% respectively under Flux Method, Replacement
Method and Separation Method. If the number of workers replaced during the quarter is 30, find
out the number of (1) workers recruited and joined and (2) workers left and discharged.

SOLUTION
Calculation of Average Number of Workers on Roll
Labour Turnover Rate _ __No. of Replacements
(under Replacement Method) = Average No, of Workers
30
= Average No. of Workers

22 xsl_(_]g = 600

5%

Average No. of Workers =

(1) Calculation of Number of Workers Recruited and Joined

Lal: :: Turnover Rate _ No. of Separations + No. of Accessions
(Ur.der Flux Method) Average No. of Workers
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18 [Refer to Solution (2)] + No. of Accessions
Average No. of Workers

10 _ 18 + No. of Accessions
100 600
No. of Accessions = 60 - 18 =42
(2} Caleulation of No. of Workers Left and Discharged
Labour Turnover Rate  _ _ No. of Separations
(Under Separation Method) — Average No. of Workers

3% = No. of Separations

10% =

600
3 ” Mo. of Separations
100 600

3
No. of Separations = 600 *100= 18
Thus, number of workers left and discharged is 15,
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POSSIBLE QUESTIONS

Part - B
11. The ‘received’ side of the stores ledger account shows the following particulars:
Jan1 Opening baance: 500 units @ Rs. 4
Jan5 Received from vendor: 200 units @ Rs. 4.25
Jan 12 Received from vendor: 150 units @ Rs. 4.10
Jan 20 Received from vendor: 300 units @ Rs. 4.50
Jan 25 Received from vendor: 400 units @ Rs. 4

Issues of materials were as follows:

Jan. 4 — 200 units; Jan. 10 — 400 units; Jan. 15 — 100 units; Jan. 19 — 100 units; Jan. 26 —
200 units; Jan. 30 — 250 units;

Issues are to be priced on the principle of “First in First out’. Write out the Stores ledger
Account in respect of the materials for the month of January.
12. What is EOQ and calculate the EOQ from the following information. Also state the

No. of ordersto be placed in ayear.

Consumption of materials per annum 10,000 Kgs.

Order placing costs per order Rs.50

Cost per Kg. of raw materials Rs.2

Storage costs 8% on average in inventory.
13. From the following particulars calcul ate:

a) Re-order level b) Minimum level and ¢) Maximum level

Normal usage 100 units per day
Minimum usage 60 units per day
Maximum usage 130 units per day

Economic order quantity 5000 units
Re-order period 25to 30 days
14. From the following particulars supplied by the personal department of a company,
calculate labour turnover:
Total number of employees at the beginning of the month 2010

Number of employees who are recruited during the month 30
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Number of employees who left during the month 50
Total number of employees at the end of the month 1990
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UNIT-TH
SYLLABUS

Overhead Costing — Methods of Allocation — Determination of Overhead Rates — Functional
Anaysis — Factory, Administration, Selling and Distribution Over Heads Book Keeping —Non

Integrate Accounts — Integrate Accounts.

OVERHEAD COSTING
Cost related to a cost center or cost unit may be divided into two i.e. Direct and Indirect
cost. The Indirect cost is the overhead cost and is the total of indirect material cost, indirect
labour cost, indirect expenses. CIMA defines indirect cost as “expenditure on labour, materials
or services which cannot be economically identified with a specific saleable cost per unit”.
Indirect costs are those costs which are incurred for the benefit of a number of cost centres or
cost units. So any expenditure over and above prime cost is known as overhead. It is aso called
‘burden’, ‘supplementary costs’, ‘on costs’, ‘indirect expenses’.
Overheads can be classified on the following basis:
i) Function-wise classification: Overheads can be divided into the following categories on
functional basis.

(8 Manufacturing or production overheads e.g.:- indirect materials like lubricants,
cotton wastes, indirect labour like salaries and wages of supervisors, inspectors,
storekeepers, indirect expenses like rent, rates and insurance of factory, power,
lighting of factory, welfare expenses like canteen, medical etc.

(b) Administration overheads e.g.:- indirect materias like office stationery and
printing, indirect labour salaries of office clerks, secretaries, accountants, indirect
expenses rent, rates and insurance of office, lighting heating and cleaning of
office, etc.

(c) Sdling and Distribution overheads e.g.:- indirect materias like catalogues,
printing, stationery, price list, indirect salary of salesmen, agents, travellers, sales
managers, indirect expenses like rent, rates and insurance of showroom, finished
goods, godown etc., advertising expenses, after sales service, discounts, bad debts
etc.
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i) Behavior-wise classification: Overheads can be classified into the following categories
as per behavior pattern.
(a) Fixed overheads like managerial remuneration, rent of building, insurance of
building, plant etc.
(b) Variable overheads like direct material and direct labour.
(c) Semi-variable overheads like depreciation, telephone charges, repair and
maintenance of buildings, machines and equipment etc.
iii) Element-wise classification: Overheads can be classified into the following categories
as per element.
(@ Indirect materias
(b) Indirect labour
(©) Indirect expenses
Allocation of overheads
Allocation of overheads is assigning a whole item of cost directly to a cost centre. An
item of expense which can be directly related to a cost centre is to be alocated to the cost centre.
For example, depreciation of a particular machine should be alocated to a particular cost centre
if the machineis directly attached to the cost centre.
Apportionment of overhead
Apportionment of overhead is distribution of overheads to more than one cost centre on
some equitable basis. When the indirect costs are common to different cost centers, these are to
be apportioned to the cost centers on an equitable basis. For example, the expenditure on general
repair and maintenance pertaining to a department can be alocated to that department but has to
be apportioned to various machines (Cost Centers) in the department. If the department is
involved in the production of asingle product, the whole repair & maintenance of the department
may be allocated to the product.
Primary and Secondary Distribution of Over heads
In case of multi-product environment, there are common service cost centres which are
providing services to the various production cost centres and other service cost centres. The costs
of services are required to be apportioned to the relevant cost centres. First step to be followed is

to apportion the overheads to different cost centres and then second step is to apportion the costs
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of service cost centres to production cost centres on an equitable basis. The first step istermed as
primary distribution and the second step is termed as secondary distribution of overheads.
Absor ption of overheads

Absorption of overheads is charging of overheads from cost centres to products or
services by means of absorption rates for each cost center which is calculated as follows :

Overhead absorption Rate = Total overheads of the cost centre/ Total quantum of
base

The base (denominator) is selected on the basis of type of the cost centre and its
contribution to the products or services, for example, machine hours, labour hours, quantity
produced etc.

Overhead absorbed = Overhead absorption rate x units of basein product or service
APPORTIONMENT AND ABSORPTION OF PRODUCTION OVERHEADS

Overheads are to be apportioned to different cost centres based on following two

principles:

i) Cause and Effect - Cause is the process or operation or activity and effect is the
incurrence of cost. Apportionment of overheads based on this criterion ensures
better rationality asit is guided by the relationship between cost object and cost.

i) ii) Benefits received — overheads are to be apportioned to the various cost

centres in proportion to the benefits received by them.
Primary Distribution of overheads:

Basis of primary apportionment of items of production overheads is to be selected to
distribute them among the cost centres following the above two principles. Basis of
apportionment must be rational to distribute overheads. Once the base is selected, the sameisto
be followed consistently and uniformly. However, change in basis for apportionment can be
adopted only when it is considered necessary due to change in circumstances like change in
technology, degree of mechanization, product mix, etc. In case of such changes, proper
disclosurein cost records is essential.

Secondary Distribution of Overheads:
Secondary distribution of overheads may be done by following either Reciprocal basis or

Non-Reciprocal Basis. While reciprocal basis considers the exchange of service among the
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service departments, non-reciprocal basis considers only one directional service flow from a
service cost centre to other production cost centre(s).
Secondary Apportionment of Over heads on Reciprocal Basis

The services rendered by certain service cost centres are also utilized by other service
cost centres. In reciprocal secondary distribution, the cost of service cost centres are apportioned
to production cost centres as well as other service cost centres. In such case, any one of the
following three methods may be followed :

l. Repeated Distribution Method

. Trial & Error Method

1. Simultaneous Equation Method
Repeated Distribution Method
Steps to be followed under this method are :

i) The proportion at which the costs of a service cost centres are to be distributed to
production cost centres and other service cost centres are determined.

i) Costs of first service cost centres are to be apportioned to production cost centres and
service cost centres in the proportion as determined in step (i).

iii) Similarly, the cost of other service cost centres are to be apportioned.

iv) This process as stated in (i) and (iii) are to be continued till the figures remaining
undistributed in the service cost centres are negligibly small. The negligible small
amount left with service centre may be distributed to production cost centres.

Trial and Error Method
This method is to be followed when the question of distribution of costs of service cost
centres which are interlocked among themselves arises. In the first stage, gross costs of services
of service cost centres are determined and then in the second stage, costs of service centres are
apportioned to production cost centres. Stepsto be followed :
i) The proportion at which the costs of a service cost centre to be distributed to
production cost centres and other service cost centres is determined.
i) Cost of first service cost centre is distributed to the other service centres in the
proportion of service they received from the first as assessed in step (i).

i) In the next step, total cost of second service cost centre so arrived has to be
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distributed to the other service centres in the proportion of service they
received from the second as assessed in step (i).
iv) Similarly, the cost of other service cost centres are to be apportioned to the
service cost centres.
V) This process as described in (iii) and (iv) is to be continued till the figures
remaining undistributed in the service cost centres are negligibly small.
Vi) At the last, total cost of service cost centres to be distributed to production cost
centres.
Simultaneous Equation M ethod
The simultaneous equation method is to be adopted to take care of secondary distribution
of cost of service cost centres to production cost centres with the help of mathematical
formulation and solution. Stepsto be followed :
i) Proportion of service benefits received by different cost centres from a cost
centre are assessed on the basis of records
i) The same ratios are used as coefficients in the eguations framed for
apportionment of cost of service cost centres to production cost centres.
iii) Solution of the equations gives the cost of service cost centres.
iv) Cost of service cost centres to be distributed to production cost centres
Secondary Apportionment of Over heads on Non-Reciprocal basis
In non-reciprocal secondary distribution, the costs of service cost centres are apportioned
to the production cost centres. Steps involved are:
)] The cost of first service cost centre is apportioned on a suitable basis to
production cost centres.
i) The next step is to apportion the cost of second service centre to the production
cost centres as indicated in stage (i).
i) The process is to be continued till the costs of all service cost centres are
apportioned.
Absor ption of Production Over heads and production capacity
Overheads shall be analysed into variable overheads and fixed overheads. The variable
production overheads shall be absorbed to products or services based on actua capacity
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utilisation.

The fixed production overheads and other similar item of fixed costs such as quality
control cost shall be absorbed in the production cost on the basis of the normal capacity or actual
capacity utilization of the plant, whichever is higher.

In case of less production than normal, under-absorption of overheads shall be adjusted
with Costing Profit & Loss Account. In case of higher production than normal, the over-
absorption of overheads shall aso be adjusted with Costing Profit & Loss Account.
Apportionment and absor ption of Administrative Over heads
Administrative overheads include the following items of cost :

Printing and stationery, other office supplies Employees cost — salaries of administrative staff
Establishment expenses — Office rent & rates, insurance, depreciation of office building and
other assets, legal expenses, audit fees, bank charges etc.

Administrative overheads are to be collected in different cost pools such as :

- General Office

- Personnel department

- Accounts department

- Lega department

- Secretaria department etc

Administrative overheads are to be further analysed into two — one for production
activities and other for sales and distribution activities. Costs collected under the cost pools
indicated above are to be distributed to administrative overheads relating to production activities
and administrative overheads relating to selling and distribution activities on rationa basis for
each cost pool.

Administrative overheads relating to production activities are to be apportioned to
different production cost centres on the basis conversion costs of production cost centres. The
apportioned overheads are absorbed to products on the basis of the normal capacity or actual
capacity, whichever is higher.

In case of under-absorption or over-absorption of administrative overheads relating to
production, the same shall also be adjusted with Costing Profit & Loss Account.

Apportionment and absor ption of Selling overheads and Distribution over heads
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The salling overheads and distribution overheads are collected under different cost pools

suchas:
Selling Overheads :
(i) Sales Employees cost
(ii) Rent
(iii) Travelling expenses
(iv) Warranty claim
(v) Brokerage & Commission
(vi) Advertisement relating to sales and sales promotion:
(vii) Salesincentive
, (viii) Bad debt etc
Distribution Overheads :
(i) Secondary Packaging
(i) Freight & forwarding
(iif) Warehousing & storage

(iv) Insurance etc.

'Reapportionment of Service Departfnent Costs to Production Departménts

Service department costs are to be reapportioned to the production departments or the cost

centres where production is going on. This process of re-apportionment of overhead expensesis

known as ‘Service Distribution’. The following is a list of the bases of apportionment which

may be accepted for the service departments noted against.

Service Department Cost Basis of Apportionment

1. Maintenance Department -Hours worked for each department

2. Payroll or time-keeping department

3. Store keeping department _
employees in each department

-Total labour or Machine hours or number of
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4. Employment or Personnel department.

5. Purchase Department
6. Welfare, ambulance, canteen service,
recreation room expenses.

7. Building service department

8. Interna transport service or overhead
crane service

9. Transport Department

10. Power House (Electric power cost)

- no. of requisitions or value of materials of

each department.

- Rate of labour turnover or number of
employees in each department.

-no. of purchase orders or value of
materials -No. of employees in each
each

department. -Relative are in

department

-Weight, value graded product handled,
weight and distance travelled.

-crane hours, truck hours, truck mileage,
truck tonnage, truck tonne-hours, tonnage

handled, number of packages.

—wattage, horse power, horse power

machine hours, number of electric points etc.

FACTORY OVERHEAD COSTS

On financial statements, each product must include the costs of the following:

1. Direct material
2. Direct labour
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3. Manufacturing (or factory) overhead
According to generally accepted accounting principles (GAAP), manufacturing overhead

must be included in the cost of Work in Process Inventory and Finished Goods Inventory on a

manufacturer's bal ance sheet, as well asin the Cost of Goods Sold on itsincome statement.

As their names indicate, direct material and direct labour costs are directly traceable to
the products being manufactured. Manufacturing overhead, however, consists of indirect factory-
related costs and as such must be divided up and allocated to each unit produced. For example,
the property tax on a factory building is part of manufacturing overhead. Although the property
tax covers an entire year and appears as one large amount on just one tax bill, GAAP requires
that a portion of this amount be alocated or assigned to each product manufactured during that
year.

Some of the costs that would typically be included in manufacturing overhead include:
Material handlers (forklift operators who move materials and units).

People who set up the manufacturing equipment to the required specifications.
People who inspect products as they are being produced.

People who perform maintenance on the equipment.

People who clean the manufacturing area.

People who perform record keeping for the manufacturing processes.

Factory management team.

O N o o b~ w DN

Electricity, natural gas, water, and sewer for operating the manufacturing facilities and
equipment.

9. Computer and communication systems for the manufacturing function.

10. Repair parts for the manufacturing equipment and facilities.

11. Supplies for operating the manufacturing process.

12. Depreciation on the manufacturing equipment and facilities.

13. Insurance and property taxes on the manufacturing equipment and facilities.

14. Safety and environmental costs.

Note that all of the items in the list above pertain to the manufacturing function of the

business. Since the costs and expenses relating to a company's administrative, selling, and

financing functions are not considered to be part of manufacturing overhead, they are not
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reported as part of the final product cost on financial statements. Rather, nonmanufacturing
expenses are reported separately (as SG& A and interest expense) on the income statement during
the accounting period in which they are incurred.

ADMINISTRATION OVERHEAD

Administration overhead is the indirect expenditure incurred for performing
administrative functions. It includes expenses for formulating the policy, directing the
organisation, controlling the operations of an undertaking and motivating the staff in order to
attain the goals of the enterprise. Naturally, these expenses are not associated with production on
sales or distributions or research and development.

Examples of administration overheads are- Office Rent, Office Salaries, Office Lighting,
Insurance, Establishment charges, Postage, Repairs, Legal expenses, Audit fees, Depreciation of
furniture, Stationery, Travelling expenses, Conveyance, General administrations/management
expenses, Directors’ fee, Directors’ remuneration, Bank charges, etc. These expenses are,
usually, fixed in nature and are not affected by the quantity of production or sales.

Accounting Treatment of Administration Overhead:

Therearethree methodsthat are used for the treatment of administration over head viz.,
(a) Apportionment between production and Selling and Distributions Departments.

(b) Transfer to Costing Profit and Loss Account; and

(¢) Inclusion as a separate item of Cost.

() Apportionment between Production, Selling and Distribution Department:

Under this method, administration overheads are incurred only for two important
departmentsi.e., (i) Production and (ii) Selling and Distribution. As the administration overheads
are incurred for the above two departments, the same should be apportioned between them on a
suitable basis considering the nature and type of expenses although it is not an easy task to find
out a suitable basis of apportionment.
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Usually the following basisisto be followed:

Items Basis of Apportionment
Office Rent & Rates Floor area occupied
Depreciation on office building Floor area or value of building
Legal expenses/Personnel Dept. Expenses No. of employees
Filing No. of files handled
Typing No. of letters typed
Invoicing No. of invoices raised
Correspondence No. of letters drafted

Entries for Administration Overhead

(a) For administration overhead incurred
Administration Overhead Alc Dr.
To General Ledger Adjustment Alc

(b) For apportionment of Adm. Overhead to factoryiselling distribution
Factory Overhead Alc Dr.
Selling and Distribution Overhead A/c  Dr.
To Administration Overhead Afc

It may be mentioned here that the apportionment of administration overhead to production is
treated in the same manner as other items of overhead, (i.e. apportionment to production
department and service department).

(b) Transfer to Costing Profit and L oss Account:

Under this method, it is assumed that administration overheads do not have any direct
relationship with production and sales, rather they are treated as fixed/period cost and, hence,
these overheads should be transferred to Costing Profit and Loss Account. Moreover, this
administration overhead is not concerned with day-to-day activities and does not pay much
attention to production or sales, rather they are related to other important factors like formulating
policy, relation with the labour and Gowt., etc., That is why, the entire amount of administrations
expenses are charged to Costing Profit and Loss Account.

(c) Inclusion as a Separ ate item of Cost:
Under this method, administration overhead is treated as a separate item of cost on the

assumption that administration is a separate function like other functions (e.g., production/sales
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etc.) and should be charged to products which are completed and sold although it is very difficult
to find out a suitable basis for absorption. The reason is that administration overhead relates to
formulate policy to direct organisation, to control operation, to motivate employees etc.
However, the bases of absorption are:

(i) Factory Cogt;

(ii) Net Sales Value or Quantity;

(iii) Gross Profit on Sales

(iv) No. of units sold and manufactured;

(v) Conversion Cost;

(vi) Selling Cost.

It iscalculated as:

Administration Overhead
Rate =

Basis selected (e.g.factory cost)
Control of Administration Overhead:
It has aready been pointed out above that administration overheads are fixed in nature and, as
such, they are primarily uncontrollable.
However, these overheads can be controlled with the help of any one of the following:
(i) Comparing with past performances/results,
(if) By Budgetary control techniques; and
(iii) By the application of Standard Costing.
SELLING AND DISTRIBUTION OVERHEAD

Selling expenses are those expenses which are incurred to promote sales and service to
customers. Thus, selling overhead includes Salesmen’s Salaries, Commission, Travelling
expenses, Cost of advertisement, Posters, Cost of price list and catalogue, Debt collection
charges, Bad debts, Free gift, Showrooms expenses, After-sae service, Legal expenses for
recovering debt, etc.

Distribution expenses, on the other hand, are those which are incurred for warehousing
and storage, packing for goods sent and making the goods available for delivery to customers.
So, in broader sense of the item, distributions expenses include- Cost of storing, Cost of

warehousing, Cost of packing, Cost of delivery, and Cost of preparation of challan.
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Thus, from the above discussion, it becomes clear that there are two types of expenses for
two types of functions. The earlier expenses are incurred for promoting sales whereas the | atter
expenses are incurred from receiving an order to despatch of goods.

Examples of selling and distribution expenses are:

Selling Over head:

Fixed:

Showroom expenses, Sales office expenses, Cost of market research, Cost of samples etc.
Variable:

Commission on Sales, Travelling Salesmen’ Salary, Carriage Outwards, Discount Allowed, Bad
Debts etc.

Distribution Overhead:

Fixed:

Storage, Godown Rent, Rates and Insurance, Distributors” Commission, etc.

Variable:

Insurance on goods-in-transit, Packing charges, etc.

Accounting Treatment of Selling and Distribution Overheads:

Selling and Distribution expenses are apportioned as per different functions viz.,
Transportation, Advertisement and Sale Promotion, Storage and Warehousing, Direct selling,
Credit and Collection etc. Again, each of them can be sub-divided into various territories like,
South, North, West etc.

It must be remembered here that all identifiable expenses (e.g., commission on sales,
travelling expenses of salesmen etc.) can directly be allocated to the respective territories. But
identifiable expenses are apportioned on a suitable basis. However, we are highlighting here the

basis of apportionment of Selling and Distribution expenses.
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ltems | Basis of A_p_p:urtiunment

Advertisement - | Value of sales or space used

Showrooms expenses | Floor space

Warchousing | Direct allocation/Sales Volume

Insurance Value of Stock

Collection of overdue accounts No, of order or Sales Value

Rent Floor space

Depreciation Value of assets

Transpon | No.of packages/Distance

Materials, freight [ Direcrallocation

Remuneration to Salesmen Direct allocation

Cawlogue | Direct allocation, space used

It is needless to say that all expenses are to be added to cost of products sold. We have
aready shown the classification of a Selling and Distribution overheads into fixed and variable
types. This classification is absolutely required for effective control.

However, fixed overheads are allocated/ apportioned among the products sold under any
one of thefollowing basis:

() Works Cost;

(b) Gross Profit on Sdles;

(c) No. of Units Sold;

(d) Percentage on Selling Price.

(a) Works Cost:

Under this method, percentage of selling overheads to works cost is to be found out in order to
absorb selling and distribution overheads.

For example, if works cost amounts to Rs. 40,000 and Selling and Distribution overhead

amounts to Rs. 10,000, absorption of Selling and Distribution cost will be

Selling & Distribution Overhead
= Works Cosl x 100

Rs. 10,000

5.

= 100}

25%
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(b) Gross Profit on Sales:
This method takes a larger share of selling and distribution overhead than are applied to

goods presenting awide margin of profit, and vice versa.

(c) No. of Units Sold:
Under this method, in order to ascertain the per unit rate, total selling and distribution
overheads are divided by the total number of units. This method is particularly applicable where

the company sales a particular or single kind of product.

For example, say, company X Ltd. produces only one type of T. V. sets. In a year the
company produces 1,000 T. V. sets and total selling and distribution overheads are Rs. 1, 00,000
then absorption of selling and distribution p.u. will be Rs. 100 (i.e. Rs. 1, 00,000/1,000)

(d) Percentage of Selling Price:

Under this method, the total fixed selling and distribution overheads are absorbed on the basis of
percentage on selling price. The rate is calculated in advance on norma fixed selling and
distribution expenses and on normal selling price. For example, if fixed selling and distribution
expenses amount to Rs. 25,000 and the expected sales are Rs. 20,00,000, the percentage will be
12.5% (i.e., Rs. 25,000/ 20,00,000 x 100) on sales.

Control of Selling and Distribution Overhead:
It is very difficult to control the selling and distribution overhead as most of them are

fixed in nature. Only variable portion may be controlled.

NON-INTEGRATED AND INTEGRATED ACCOUNTING
Soft Accounting Applications are mostly Integrated Accounting Applications except for
Soft Accounting — Standard which is Non-Integrated Accounting Application. Therefore here it

is necessary to explain the difference between Non-Integrated and Integrated Accounting.

Financial Accounting is basically Non-Integrated Accounting which accounts for only
the monetary aspects of every business transaction. Y ou purchase hundreds of inventory items

but to record purchase, you only debit one “Purchase” Account with purchase value without any
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mention of quantities involved. Similarly you sall different trade items and record them by
giving credit to only “Sales” Account. Consequently your Financial Accounts fail to tell you the
complete story of your business affairs. You get a Trial Balance and Final Accounts. Y ou know
your Gross Profit and Net Profit. You aso know financial worth of your business on the Balance
Sheet date. The things you don’t know in this way are the details of your inventory items
purchased/ sold, inventory stocks, inventory costs taken up in every sales transactions
(Trading Businesses) or ongoing production activities (M anufacturing Businesses).

To overcome these limitations of Financial Accounting, large businesses usually adopt
and implement another difficult and expensive Accounting System which is known as Cost and
Management Accounting. Thisis also non-integrated accounting method because it functions
parale to the Financia Accounting. Small businesses end up in the maintenance of only some
“Stock Registers”, in addition to the usual Financial Accounting. It means that under non-
integrated accounting systems, Financial Accounting and Inventory/Cost Accounting
books/ ledger s ar e separ ately maintained.

To explain an Integrated Accounting System, we here assume that reader already knows
the usua procedure of recording transactions where entries are basically recorded in Cash Book
and Genera Journal, then posted to Ledger, then summarized in the form of Tria Baance and

then results are taken in the form of Final Accounts.

An Integrated Accounting System would be one where only a single set of books would
contain all the information of Financial Accounting as well as Inventory/ Cost
Accounting. Such a system would be very difficult to maintain if accounts are maintained
manually. But most available Computerized Accounting Systems ar e I ntegrated Systems.
Here we take the example of an Integrated Accounting System (our own product by the
name: “Soft Accounting System”) and explain how it’s functionality differs with Non-
Integrated manual Accounting system.

Whereas in manual Financial Accounting, you enter Cash/Bank transactions in Cash
Book and enter all other transactions in General Journal; in Soft Accounting System, you record
Sale/Purchase transactions in Sale Invoice or Purchase Invoice. In the case of cash purchase/sale,
that entry shall automatically be recorded in Cash Book. And in the case of credit purchase/sale,

there will be no need to record it in General Journal. With a simple entry in sale or purchase
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invoice, you will not only get all the Financial Accounting Ledgers and Trial Balance, you will
also automatically get your inventory and cost registers. If yours is a trading Business, then with
asimple entry in sales invoice form, you will also automatically get Cost of that particular Sale
calculated on the basis of both Weighted Average Costing and LIFO Costing methods.

If yours is a manufacturing business, then there is another simple Production Entry Form.
You will enter in it only the basic ongoing production data but as a result, not only you will get
detailed Production Reports, you will also get updated inventory registers of raw-materias and
semi-finished items with a proper breakup of location/process where those semi-finished items
have reached so far. When final production process on semi-finished items have been performed,
then automatically those semi-finished items are removed from semi-finished inventory registers
and go to Finished Goods Inventory Register. And when you will enter new sale invoice, then
finished goods stock shall be automatically reduced from the Finished Goods Inventory Register.
Not only this, you will also get detailed automated Direct Labor Payroll Reports. In addition, you
will also get automated costing reports like Batch Cost Report and like etc. And since Soft
Accounting System is an Integrated System, so you will also get automatically updated

information in your Financial Accounting Ledgersand Trial Balance as well.
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POSSIBLE QUESTIONS
Part - B
11. Amit Company has five departments; P, N, R, S are producing departmentsand T isa

Service department. The actual costs for a period are as follows:

Rs.
Repairs 2,000
Rent 2,500
Depreciation 1,200
Supervision 4,000
Insurance 1,500
Employer’s liability of employee’s
Insurance 600
Light 1,800
The following data are also available in respect of the five departments:
Dept. P Dept. N Dept. R Dept. S Dept. T
Area q. ft 140 120 110 90 40
No. of workers 25 20 10 10 5
Total wages (Rs.) 10,000 8,000 5,000 5,000 2,000
Vaueof plant (Rs) 20,000 18,000 16,000 10,000 6,000
Value of Stock (Rs.) 15,000 10,000 5,000 2,000 -

Apportion the costs to the various departments on the equitable basis.
12. A company is producing 3 types of products A, B and C. The sales territory of the company
isdivided into 3 areas X,Y and Z.
The estimated sales of the year 2017 are as under:

Product Territory

X (Rs.) Y (Rs) Z (Rs)
A 50,000 20,000 _
B 30,000 _ 80,000
C _ 70,000 40,000

The budgeted advertising cost is as under:
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Territory
X (Rs.) Y (Rs) Z (Rs) Total
Local cost 3,200 4,500 4,200 11,900
General cost - - - 5,800

You are required to find the advertising cost percent on sales for each product and territory
showing how you will present the statement to the management.

13. How would you apportion the following expenses between departments A and B?

Rs. Rs.
Rent and Rates 360 Insurance 130
Stores expenses 742 Fire insurance 260
General factory labour 1,284 Depreciation 906
Holiday pay 520 Pant repairs 450
Information regarding the departments available:

A B

Floor space 60 x 115 45 x 100
No. of employees 18 42
Annual direct wages Rs. 5,000 Rs. 6,000
Annual direct labour hours 36,000 92,500
Plant value Rs. 10,000 Rs. 2,500

14. In afactory, there are two service departments S1 and S2 and three production departments
P1,P2 ad P3. In April 2010, the departmental expenses were:

Departments  :P1 P2 P3 S1 S2

Rs. :6,50,000 6,00,000 5,00,000 1,20,000 1,00,000

The service department expenses are allocated on a percentage basis as follows:

Service Departments Production Departments Service Departments
P1 P2 P3 S1 2

S1 30% 40% 15% - 15%

2 40% 30% 25% 5% -
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Prepare a statement showing the distribution of two service departments’ expenses to

these departments by Simultaneous Equation Method.
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UNIT-IV
SYLLABUS

Job costing — Batch Costing — Application of Job Costing — Reconciliation of Cost and Financial
Accounts — Operating Costing.

JOB COSTING

It means ascertaining costs of an individual job, work order or project separately.
According to ICMA London, “job costing is that form of specific order costing which applies
where work is undertaken to customer’s specific requirements and each order is of comparatively
of short duration.” Under this method of costing, each job is considered to be a distinct cost unit.
As such, each job is separately identifiable.

In the case of a job, work is usualy carried out within the factory or workshop.
Sometimes, a job is accomplished even in the customer’s premises. This method of costing is
applicable to ship building, printing, engineering, machine tools, readymade garments, shoes,
hats, furniture, musical instruments, interior decorations etc.

Features:
1. Each job has its own characteristics, depending up on the specia order placed by the
customer.
Each job istreated as a cost unit.
A separate job cost sheet is made out for each job on the basis of distinguishing numbers.

A separate work in progress ledger is maintained for each job.

o M 0D

The duration of thejob is normally a short period.

6. Profit or lossis determined for each job independently of others
Advantages of Job costing:

1. It helpsto distinguish profitable jobs from unprofitable jobs
It helpsto identify defective work and spoilage with a department or person
Selling price of special orders can easily be fixed.

It helps to prepare estimates of cost for submitting quotations and tender for similar jobs

o &~ DN

It helpsto control future cost.
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Requisites of Job costing system:
1. A sound system of production control
2. An effective time booking system
3. Clearly defined cost centre
4. Appropriate overhead absorption rate, and
5. Proper materia issue pricing method.
Procedurefor Job order costing system:
The Procedure for job order costing system may be summarized as follows:-
1. Receiving an enquiry from the customer regarding price, quality etc
2. Make an estimation of the price of the job after considering the cost incurred for the
execution of similar job in the previous year
3. Receiving an order, if the customer is satisfied with the quotation price and other terms
of execution.
4. If thejob is accepted, a production order is made by the Planning department.
5. The costs are collected and recorded for each job under separate production order
Number, and a Job Cost Sheet is maintained for that purpose.
6. On completion of job, a completion report is sent to costing department.
BATCH COSTING
Batch costing is aform of specific order costing. Job costing refers to costing of jobs that
are executed against specific orders whereas in batch costing items are manufactured for stock. A
finished product may require different components for assembly and may be manufactured in
economical batch lots.

When orders are received from different customers, there are common products among
orders; then production orders may be issued for batches, consisting of a predetermined quantity
of each type of product. Batch costing method is adopted in such cases to calculate the cost of
each such batch.

Cost per unit is ascertained by dividing the total cost of a batch by number of items
produced in that batch. In order to do that a Batch Cost Sheet is prepared. The preparation of
Batch Cost Sheet is similar to that of Job Cost Sheet. This method is mainly applied in biscuits
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manufacture, garments manufacture, spare parts and component manufacture, pharmaceutical

enterprises etc.

[llustration 1:
Batch No. A-110incurred the following costs.
Direct Materials Rs 10, 000
ADVERTISEMENTS:
Department: A 800 labour hours @ Rs 5 per hour
B 1400 labour hours @ Rs 6 per hour

Factory overheads are absorbed on labour hour’s basis and the rates are Rs 7 per hour for
Department A and Rs 4 per hour for Department B. The firm uses a cost plus system for selling
prices and expects a 25% gross profit (sales value minus factory cost). Administrative overheads
are absorbed at 10% of selling price. Assuming that A-110 units were produced in Batch A-110,
calculate the selling price per unit.

SOLUTION
COST SHEET OF BATCH NO. A-110
2 T
Materials 10,000
Labour : '
Department A: 800x%T5 4,000
Department B: 1400xT 6 8,400
rmre————— 12,400
Factory Overheads .
Department A: 800 =€ 7 5,600
Department B: 1,400x ¥ 4 5,600
i e 11,200
Factory Cost . 33,60_1]
Administration Overheads (10% of Selling Price) 4,480
Cost of Praduction ~ 38,080
Profit (16% of Selling Price) 6,720
Selling Price 44,800
Working Note : Caleulation of Selling Price r
Selling Frice th,ED{I » 1.}—?] = 44,800
Less : Factory t = 33,600
11,200
Less : Administration Overheads 4,480

Profit 6,72
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Production is usually done in batches and each batch can have any number of units of
Component in it. The optimum quantity for a batch is that quantity for which the setting up and
carrying costs are minimum, such an optimum quantity is known as Economic Batch Quantity or

Economic lot size.

Determination of the economic lot size is important in industries where batch costing is
employed.

Need for Determining Economic Lot Size:

The need for determining economic lot size arises as.

(i) Every time a component/product is to be made, setting up of the tool is involved. Because of
this some loss in production time will be there. Therefore, maximum number of units are

produced once the machine is set in order to reduce the cost per unit,

(i) Such large production at one run will lead to accumulation of inventory and the costs related
thereto,

(iii) Thus there is a quantity for which reduced cost of production is just offset by costs of
carrying the quantity inventory. The determination of most economical batch quantity requires

consideration of many related factors of costs and economies.

Thefactorsthat influence the decision in thisrespect are:
() Set up cost,

(b) Manufacturing cost,

(c) Interest on capital,

(iv) Storage cost, and

(v) Rate of consumption.

Typesof Costsin Batch Costing:

There aretwo types of costsinvolved in Batch Costing:
(i) Set up costs

(i) Carrying costs.
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If the batch size is increased, set up cost per unit will come down and the carrying cost
will increase. If the batch size is reduced, set up cost per unit will increase and the carrying cost

will come down. Economic Batch quantity will balance both these opponent costs.

The formula to be used for caleulation of economic lot size is @ = ﬂé‘-s'
Where Q = Qty. or units of products in the economic batch.

5 = Set-up cost per batch
C = Carrying cost per unit of production p.a.
U = Annual units of production.

[llustration 2:
Compute the economic batch quantity for a company using batch costing with the

following infor mation:

Annual demand for the component 24,000
Set-up cost per bateh ¥ 120
Carrying cost per unit of production ¥ 0438
SOLUTION
Eccnomic Batch Quantity = ‘\l Eg_% = Mm__il_@ = 4,000 units.
[llustration 3:

The annual demand of a product is 24,000 units. It is produced in batches and the largest size of
asingle batch is 6,000 units. After each batch is complete, the set up cost is Rs. 750. The annual

carrying cost isRs. 2.25 per unit.

Assume average inventory as one-half of the number of units made in each batch . Selecting 4, 6,
8, 12 and 24 batches per annum, determine annual costs of each and state the optimum number

of batches to minimize the total costs.
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SOLUTION
No. of batches 4 [ 8 12 24
Size of batch units 6,000 4,000 3,000 2,000 1,000
Average Stock 3,000 2,000 1,500 1,000 500
Costs r r T T r
Set up Costs 3,000 4,500 6,000 9,000 18,000
Carrying Cost 6,750 4,500 3,375 2,250 1,125
Total Cost 9,750 9,000 9,375 11,250 19,125

Optimum number is 6 batches per annum.

o = \/ws_ 2 x 24,000 x ¥ 750
c - T2.25

= 4,000 units.

[lustration 4:

The demand of an item is uniform at a rate of 25 units p.m. The set up cost is Rs. 30 each time a
production is made. The production cost is Rs. 3 per item and the inventory carrying cost is 50
paise per unit p.m. If the shortage cist is Rs. 3 per item p.m. determine how often to make a

production run and of what size? Also calculate re-order level.

SOLUTION
2Us 2 % 300 x € 30 _ .
() g s ‘\jT' F 80517~ D vt
: Producti i 56 55 "

(ii) Duration = —hﬁm %30 =52 x 30 = 66 days Or 52 * 25 = 56 working days.

7.1 _ Shortage cost g hiv d d
{#if) Re-order Level = (EB.Q.) = Carrying cost per unit + Sho s Monthly deman

3 1
] [55:( Em} - 25 =47 — 25 = 22 units.

Difference between Job Costing and Batch Costing:
In case of job costing, work is undertaken as an identifiable unit and cost of each job is
ascertained separately. Such a method of costing is suitable in case of motor workshop, printing

press and where manufacture of products is according to customers’ specific requirements.

Batch costing is extension of job costing. Job costing refers to costing of jobs that are
executed against specific orders whereas in batch costing items are manufactured for stock. In
batch costing a batch may represent a number of small orders passed through the factory in
batches. Each batch is treated as a unit of cost and is separately costed. Cost per unit is
ascertained by dividing the total cost of the batch by number of items produced in that batch.
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RECONCILIATION OF COST AND FINANCIAL ACCOUNTS
M eaning of Reconciliation:

Where cost accounts and financial accounts are separately maintained in two different
sets of books, the profit or loss shown by one may not agree with that shown by other. Therefore,
it becomes necessary that periodically the profit or loss shown by the two sets of accounts is

reconciled.

A memorandum of reconciliation is prepared showing the reasons for difference between the
results disclosed by each system. It is done to check the arithmetical accuracy of both sets of

accounts as well as to detect mistakes committed in the accounts.

2. Need for Reconciliation:
(a) It reveals the reasons for difference in profit or loss between cost and financial accounts.
(b) It ensures that no income or expenditure item has been omitted to record and there is no
under- or over-recovery of overheads.
(c) It helps in checking the arithmetical accuracy of both the sets of accounts.
(d) It ensures the reliability of cost accounts in order to correct ascertainment of cost of
production.
(e) It facilities internal control by highlighting the variations causing increase or decrease in
profit.
(f) It promotes co-ordination and co-operation between cost and financial accounting
departmentsin order to generate correct and reliable accounting data.
(g) It enables management to formulate policies regarding overheads, depreciation and stock
valuation.
(h) It ensures manageria decision-making.
3. Reconciliation Procedure:
The cost and financial accounts are reconciled by preparing a Reconciliation Statement or a
Memorandum Reconciliation Account.
(a) Reconciliation Statement:

The same principles of bank reconciliation will apply here. One may start with the profit

shown by one set of accounts (usually cost accounts) as base profit and items which do not tally
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are either added to it or deducted from it to get the profit shown by other set of accounts (i.e.,

financia accounts).

The treatment of items will be reversed if the starting point in the reconciliation statement is the

profit as per financial accounts.

A Proforma of reconciliation statement is shown below:

Proforma of Reconciliation Statement

Add (1}
(2}
{3)
(4)
(3)
Less : ({1}

(2)

(3)
(4)

Rs.

Rs.

Profit as per Cost Accounts
Over-absorption of overheads in cost accounts
Financial incomes not recorded in cost accounts
Under-valuation of Closing Stock in cost accounts
Over-valuation of Opening Stock in cost accounts
[tems charged only in cost accounts

{i.e., Notional rent and interest on capital etc.)
Under-absorption of overheads in cost accounts
Financial charges not considered in cost accounts

(e.g. Bad debts written off, preliminary expenses,
goodwill and discount on issue of shares written off)

Under-valuation of Opening Stock in cost accounts
Orver-valuation of Closing Stock in cost accounts

Profit as per Financial Accounts

LR R o 2

LE R LR

LR RN D]

YT

LR

LEE S S ]

LR R NN )

L

&

LS LR N

o

LA R R NN

LEE RS 3

% o o ok &

Note: In case of Loss, the amount shall appear as a minus item.

(b) M emorandum Reconciliation Account:

Here the reconciliation procedure is in the form of an account. The profit as per cost

accounts is the starting point and is shown on the credit side of this account. All items which are

added to costing profit for reconciliation are aso shown on credit side.

The items to be deducted from costing profit for reconciliation are shown on the debit

side. The balancing figure gives the profit as per financial accounts. It is only a memorandum

account and does not form part of double entry system of book-keeping.
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4. Proforma of M emorandum Reconciliation Account:

Dr. Memorandum Reconciliation Account Cr,
Rs. Es,
To Financial Expenses debited By Profit as per Cost Accounts e
in financial accounts : . Financial Incomes not
Discount ol recorded in Cost Accounts
Fines and Penalties b | Rent received wes
Loss on Sale of Assets i Interest received es e
Bank Interest b | .. Dividend/Profit on Sale of Assets b
Donations b | » ltems charged only in cost accounts ik
Preliminary expenses & »  Over-absorption of overheads A
Goodwill written off vae b I . Over-valuation of opening stock (in cost) | ***
| Rs. Rs.
To Under-absorption of overheads *** | By Under-valuation of closing
+  Under-valuation of opening | stack (in cost) L)
stock in cost accounts ke Depreciation over charged
«  Over-valuation of closing | in Cost Accounts o
stock in cost accounts | e .
»  Net profit as per ‘ ;
Financial Accounts [ N
LR -
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5. Practical Problems on Reconciliation of Cost and Final Accounts:

1. From the following data, prepare a Reconciliation Statement to find out profit as per
Financial Accounts:

Rs.
Profit as per Cost Accounts 2,50,000
Works overheads over-absorbed 20,000
Administration overheads under-absorbed ' 45,000
Under valuation of opening Stock in Cost Accounts 15,000
Bad Debt written off during the year 14,000
Preliminary expenses written off during the year 10,000
[C.U. B.Com. (Hons.) 2005]
Solution :
Reconciliation Statement
|  Rs. ‘ Rs.
Profit as per Cost Accounts 2,50,000
Add : Over-absorbed works overhead in Cost Accounts Zﬂ_@
2,70,000
Less : Under-absorbed Administration Overheads in Cost Accounts | 45,000 ‘
Under-valuation of Opening Stock in Cost Accounts 15,000 |
Items not charged in Cost Accounts
— Bad debts written off 14,000 |
— Preliminary expenses written off 10,000 “_ 84,000
Profit as per Financial Accounts 1,865,000

2. From the following data, prepare a Reconciliation Statement:

Rs.
Profit as per Cost Accounts 1,45,500
Works Overhead under-recovered 9,500
Administration Overheads under-recovered 22,750
Selling Overheads over-recovered 19,500
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Rs.
Over-valuation of Opening Stock in Cost Accounts 15,000
Over-valuation of Closing Stock in Cost Accounts 7,500
Interest earned during the year 3,750
Rent received during the year 27,000
Bad debts written off during the year 9,000
Preliminary expenses written off during the year 18,000
[LC.W.A. (Inter) June 1998]
Solution :
Reconciliation Statement
Rs. Es.
Profit as per Cost Accounts | 1,45,500
Add: Over-recovery of selling overheads in Cost Accounts 19,500
Over-valuation of Opening Stock in Cost Accounts 15,000
[nterest earned excluded in Cost Accounts 3,750 ,
Rent received excluded in Cost Accounts 27,000( 65,250
2,10,750
Less: Under-recovery of Works Overheads in Cost Accounts 9,500
Under recovery of Administration Owverheads | 22,750
Over-valuation of Closing Stock in Cost Accounts 7.500|
Items not charged in Cost Accounts :
— Bad debts written off 9,000
— Preliminary expenses written off 18,0001 66,750
Profit as per Financial Accounts | | 1,44,000
3. Prepare a Reconciliation Statement from the following data:
Rs.
Net loss as per Cost Accounts ' 3,44,800
Works pverhead under-recovered in Cost Accounts 6,240
Depreciation over charged in Cost Accounts 2,600
Administration overheads under changed in Financial Accounts 3,400
Interest on Investment 17,500
Goodwill written off in Financial books 11,400
Income tax paid 80,600
Stores Adjustment (credit in financial books) 950
Depreciation of Stock charged in Financial books 13,500
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Solution :

Reconciliation Statement

Rs. Rs.
Net Loss as per Cost Accounts 344,800
Add:  Works overhead under recovered in Cost Accounts [ 6,240
Goodwill written off in Financial Accounts 11,400
Income tax provided in Financial Accounts 80,600
Depreciation of stock charged in Financial Accounts 13,5(]{}‘ 1,11,740
’ ‘ 4,56,540
Less:  Administration overhead over recovered in Cost Accounts 3,400
Depreciation over charged in Cost Accounts 2,600 |
Interest on investment not included in Cost Accounts | 17,500 |
Stores Adjustment credited in Financial Accounts | _‘??E '___2_4545[]
Net Loss as per Financial Accounts ; | 4,32,080

4. Gain More Ltd. showed a net loss of Rs. 6,30,000 as per Financia Accounts for the year
ended 31 March 2011.
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The Cost Accounts, however, disclosed a loss of Rs. 5,00,000 for the same period. On

scrutiny of the two accountsthe following are available:

Es,
Factory overhead under-recovered 70,000
Administration overhead over-recovered 30,000
Depreciation charged in Financial Accounts 1,530,000
Depreciation charged in Cost Accounts 1,20,000
Interest on investment not included in Cost Accounts 30,000
Income tax provided in Financial Accounts 1,00,000
Stores Adjustments (credit in Financial Accounts) 10,000

Prepare a Memorandum Reconciliation Account
[L.C.W.A. (Inter) June 2004]

Solution : _
Memorandum Reconciliation Account
Dr. - for the year ended 31st March, 2011 Cr.
Hs. 5.
To Met loss as per Financial | By Factory overheads under-recovered 70,000
Accounts 630,000 , Depreciation under-charged in
o Adm, Overhead over-recovered BD,{J{JU. Cost Accounlts
»  Interest on investment not Rs. (1,50,000 - 1,20,000) 30,000
included in Cost Accounts 30,000| ,, Provision for Income Tax not
. Stores Adjustment (credit i considered in Cost Accounts 100,000
in Financial Accounts) 10,000 | ,, Balance cfd
| [ {Net loss in Cost Accounts) | 5,00,000
7,00,000 | 7,00,000
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5. From the following infor mation, prepare a Reconciliation Statement:

Financial Accounts Cost Accounts
Rs. Rs.
Closing stock 8,160 8,560
Factory expenses 24,260 21,000
Office expenses 10,680 10,000
Selling expenses 14,200 15,000
Depreciation 2,200 1,600
Rent received 5,200 —
Net profit 40,600 39,540
[C.U. B.Com. (Hons.) 2007]
Solution :
Reconciliation Statement
Rs. | Rs.
Profit as per Cost Accounts 39,540
Add: Selling expenses over-absorbed Rs. (15,000 — 14,200) 800 |
Rent received not shown in Cost Accounts i_ 5,200] 6,000
' 45,540
Less: Factory expenses under-absorbed Rs. (24,260 — 21,000} | 3,260 |
Office expenses under-absorbed Rs. (10,680 - 10,000} BEUi
Closing stock over-valued Rs. (8,560 ~ 8,160) | 400 |
Depreciation under charged in Cost Accounts 600 | 4,940
Profit as per Financial Accounts ! | 40,600

6. Prepare a Memorandum Reconciliation Account from the following details:
Profit as per cost accounts were of Rs. 60,000 while the profits as per financia accounts were of
Rs. 59,700.
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The value of opening and closing stock as shown in cost accounts and financial accounts
wereasunder:

Financial Accounts Cost Accounts
Rs. Rs.
Raw Materials :
Cpening 25,300 25,000
Closing 30,000 29,600
Work-in-Progress :
Opening 16,000 15,500
Closing 20,000 19,900
[B.Com. (Hons.) Delhi 2003]
Solution :
Dr. Memorandum Reconciliation Account Cr.
| Rs. He.
T Under valuation of opening | By Profit as per Cost Afcs I 60,000
stock of raw materials 300 | »  Under valuation of closing stack
» Under valuation of opening . of raw materials in Cost Afcs | 400
stock of WIP in Cost Afcs 500 . Under valuation of closing stock |
. Profit as per Financial A/cs 58,700 of WIP in Cost A/cs 100,
| 60,500 | 60,500
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7. In afactory works overhead are absorbed @ 60% of labour and office expenses @ 20%
of works cost. Thetotal expenditureisasfollows:

Rs.
Materials 200,000
Labour 1,50,000
Factory expenses 98,000
Office expenses 85,000
Total 3,33,000

10% of the putput is in the stock and sales total up to Rs. 5,10,[![[].. Prepare a cost sheet
and a reconciliation statement.
[B.Com. (Hons.) Delhi, C.A. (Inter)]

Solution :
Dr. Profit and Loss Account for the year ended ... Cr.
To Materials 2.00,000| By Sales 5,10,000
«  Labour | 1,350,000 ., Closing Stock
» Factory expenses 98,000 | 10% of works cost or 10% of
o Office expenses 85,000 Rs, (2,00,000 + 1,50,000 + 98,000) 44,800
« Metprofite/d 21,800
[ 5,54,800 | 554,800
Cost sheet for the year ended . ..
; | Es.
Materials . 200,000
Labour i 1,50,000
. Prime Cost I ELIED',DD[J
"Works overheads @ 60% of labour or 60% of Rs. 1,350,000 90,000
Works Cost ; 4,40,000
Office overheads @ 20% of works or 20% of Rs. 4,40,000 88,000
Cost of Production 528,000
Less : Closing Stock (10% of Rs. 5,28,000) { 52,8_(1{_}_
Cost of Goods Sald ! 4,75,200
* Profit ; 34,800
Sales 5,10,000
Reconciliaion Statement
| Rs. | Rs.
Profit as per Cost Accounts 34,800
Add:  Office overhead over absorbed (88,000 = 85,000) | 3,000
- 00
Less:  Works overhead under-absorbed Rs. (98,000 = 90,000} | &,000
Cher-valuation of Closing Stock Rs. (52,800 - 44,800) | S,{JD(}! 16,000
Profit as per Financial Accounts [ 21800
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OPERATING COSTING (SERVICE COSTING)

It is the costing procedure used for determining the cost of per unit of service rendered. It
is a method of costing applied to undertaking which provides service rather than production of
commodities. The services may be in the form of transport, supply service, welfare service, €etc.
There is a difference between operating costing and operation costing. Operating costing is a
method of costing designed to find out the cost of operating or rendering a service. On the other
hand, operation costing is a method of costing applied to determine the total cost and unit cost of
each operation. Though service undertakings are of different types, but here we discuss only
transport operating costing.

Transport costing:

Transport industries include Air, Water, Rail and Road. They render services to the
community at large. We have to give utmost care while selecting the cost unit. The cost unit of
other forms operation costing is quite different from that of a service undertaking. The cost unit
of a service organization is a composite unit. The important factors to be considered includes the
number of passengers, tonnage carried, distance covered etc.

Classification of Costs:
Operating costs of atransport undertaking comprising different items, which are classified under
the following three groups.

1. Standing or fixed charges: These charges are incurred in spite of the kilometers run. It
is fixed in nature. E.g. Insurance, Motor vehicle tax, license fee, rent, salary of operating
manager etc.

2. Maintenance charges: It includes semi variable expenses Eg. Tyres and tubes, repairs
and paintings etc.

3. Operating and running charges: These charges vary more or less in direct proportion to
kilometres. All the variable charges of running vehicles are included in this group.
Generally it includes, petrol, ail,, grease etc., wages of driver, attendant if payment is
related
to time or distance of trip etc.

In the place of the above classification, all expenses can be divided into two — fixed cost

and variable costs. Here, both maintenance charges and running charges are considered as

Prepared by A.Muthusamy, Assistant Professor, Department of Commerce, KAHE Page 17/22




KARPAGAM ACADEMY OF HIGHER EDUCATION

CLASS: 111 B.Com (PA) COURSE NAME: APPLIED COST ACCOUNTING

COURSE CODE: 15PAUS02 UNIT: 1V BATCH-2015-2018

variable charges.
Selection of Unit:

In transport costing, a composite unit such as passenger mile or passenger kilometre or
tone kilometre is often selected. Such unit takes into account both the number of passengers or
weight of goods carried and distance run.

Absolute passenger or commer cial passenger/ tone km:

It is calculated by multiplying every part of distance travelled/covered with either weight carried
or passenger carried.. After getting the product of each journey we add all the products. The
total is absolute ton/quintal km

In the case of goods transport the equation is

Distance of each part of journey x weight

carried

In the case of passenger transport, the following formulais used

Distance of each part of journey x No. of passengers taken for the same distance

Commercial method:

The following steps are used to find out the commercial tone km

a. Find out averagetrip load

b. Find out total distance of journey

c. Multiply aand b, the resultant figure is commercial tone km
OPERATING COST SHEET

Particulars Total cost Cost per unit

A. Fixed or standing charges

Garage rent
License fee
Insurance

Motor vehicle tax
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Interest on capital
Supervision

Office establishment
Administrative overheads Salary
of foreman , manager etc

Total

B. Maintenance charges:
Repairs and renewals Tyres and tubes

Paintings
Overhauling
Cleaning
Gas and electric charges
Spare parts and accessories
Total

C. Operating charges:
Petrol

Engine oil

Lubricating oil, grease etc
Wages of operators
Depreciation

Salaries of running staff
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Water

Total

Calculation of Depreciation:

If the rate of depreciation is not given, depreciation is calculated as

follows: Depreciation =Cost- scrap

Lifeinyears

Depreciation per mile, or km = Depreciation

p.a Kms/miles

run p.a
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POSSIBLE QUESTIONS
Part-B

11. The profit shown in the financial accounts was Rs. 1,12,870 and for the same period the cost
accounts showed a profit of Rs. 27,040.

Examination of the accounts showed the following difference:

Cost Accounts Financial Accounts
(Rs) (Rs)

Depreciation 98,260 1,05,200
Stock Valuation:

Opening stocks 2,75,100 2,55,000

Closing stocks 1,82,180 1,87,500
Profit on sale of assets _ 8,500
Dividend received _ 26,350
Imputed rent charge 32,500 >

Reconcile the profit figures.
12. Mr. Rajesh owns afleet of taxis and the following information is available from the records

maintain by him:

Number of taxis 10

Cost of each taxi Rs. 54,600
Salary of manager Rs. 700 p.m
Salary of accountant Rs. 500 p.m
Salary of cleaner Rs. 200 p.m
Salary of mechanics Rs. 400 p.m
Garage rent Rs. 600 p.m
Insurance premium 5% p.a

Annual tax Rs. 900 per taxi
Driver’s salary Rs. 350 p.m per taxi
Annual repairs Rs. 1000 per taxi
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Totd life of ataxi isabout 2,00,000 kms. A taxi runs, in all 3,000 kmsin a month and 30% of
this distance has to be run without any passenger. Petrol consumption is one litre for every 10
kms. @ Rs. 4.41 per litre. Oil and other sundries are Rs. 10.50 per 100 kms.

Cdlculate the cost of running ataxi per km.

13. Global transports owns Buses and the following information is available from the records

maintain by them:

Number of Buses 5

Cost of each Bus Rs. 2,50,000

Driver’s salary Rs. 10,000 p.m per bus
Salary of manager Rs. 7000 p.m

Salary of accountant Rs. 5000 p.m

Salary of cleaner Rs. 2000 p.m

Salary of mechanics Rs. 4000 p.m
Insurance premium 8% p.a

Annual tax Rs. 9000 per bus
Annual repairs Rs. 10000 per bus

Total life of abusisabout 2,00,000 kms. A busruns, in all 3,000 kmsin a month and 30% of
this distance has to be run without any passenger. Petrol consumption isone litre for every 5
kms. @ Rs. 45 per litre. Oil and other sundries are Rs. 22 per 100 kms.

Calculate the cost of running a bus per km.

14. From the following information, prepare only an estimate for Job No. 150:

Rs.
Direct material consumed 1,000
Direct wages paid 2,000
Factory expenses 60% on wages
Office expenses 20% on factory cost

The tender should include a profit of 20% on selling price.
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UNIT-V
SYLLABUS

Contract Costing — Progress Payment — Retention Money — Escalation Claim — Contract Account
— Process Account — Normal Loss — Abnormal Loss — Equivalent Units — Inter Process Profit —
Joint Product — By Product.

CONTRACT COSTING

It is a special form of job costing and it is the most appropriate method to be adopted in
such industries as building and construction work, civil engineering, mechanical fabrication and
ship building. In other words, it is aform of specific order costing which applies where the work
is undertaken to customer’s requirements and each order of long duration as compared to job
costing. It isaso known asterminal costing.

The official CIMA terminology defines contract costing as “ a form of specific order
costing in which costs are attributed to individual contracts.”
Basic features:
Each contract itself a cost unit.
Work is executed at customers site
The existence of sub contract

Most of the expenses incurred upon the contracts are direct.

a & v np e

Cost control is very difficult in contract costing.
Types of contracts
Generally there are three types of contracts:
1. Fixed price contracts. Under these contracts both parties agree to a fixed contract price.
2. Fixed price contract with Escalation clause
3. Cost plus contract: Under this contract no fixed price could be settled for a contract.
Contract Account
A contract account is a nominal account in nature. It is prepared to find out the cost of
contract and to know profit or loss made on the contract. A contractor may undertake a number

of contracts at atime. For each contract a separate account is opened. In the contract account all
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direct cost such as material, labour and other direct expenses incurred during an accounting

period are debited and the indirect expenses are apportioned on an equitable basis. The

COURSE NAME: APPLIED COST ACCOUNTING

differences between the two sides are known as Notional profit or notional loss.
SPECIAL TERMSIN CONTRACT ACCOUNT

1
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Work in Progress:. It is the unfinished contract at the end of the accounting period and it
includes amount of work certified and amount of work uncertified. Work in progress is

an asset, shown in the balance sheet by deducting there from any advance received from

the contractee.

Work certified: The sales value of work completed as certified by the architect is known
as ‘work certified’. In the case of contracts of long duration, the amount payable by the
customer to the contractor is based on the sales value of work done as certified by the

architect. At the end of the financia year, the total sales value of work done and certified

by the architect is credited to the contract account.

Work Uncertified: It means work which has been carried out by the contractor but
has not been certified by the architect. Sometimes, work which is complete remains
uncertified at the end of the financial year. The reasons for the same may be

a.  Work not sufficient enough to be certified

b. Work has not reached the stipulated stage to qualify for certification

It isalways valued at cost and credited to the contract account.

Retention money: - Regardless of the amount of work certified, the contractor is paid
a specified percentage of the same and the balance is held or retained by the
contractee. This is because of the fact that the contractee has to safe guard himself
against any contingency arising from the non fulfilment of the terms of the contract by
the contractor. The unpaid balance of work certified or the amount held back or
retained by the contractee is known as

‘retention money’.

Sub contract: Sometimes the contractor enters into contracts with another contractor
to give a portion of work undertaken by him. In such cases the work performed by the
subcontractor s forms a direct charge to the contract concerned. Sub contract cost will

be shown on the debit side of the contract account.
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6. Escalation clause: This is clause which is provided in the contract to cover up any

increase in the price of the contract due to increase in the prices of raw material or

labour or in the utilization of any other factors of production. If material and |abour

utilization exceeds a particular limit, the customer agrees to bear the additional cost

occasioned by excessive utilization. Here, the contractor has to satisfy the customer

that excessive utilization is not the result of decreased efficiency.
SPECIMEN FORM OF CONTRACT ACCOUNT (Unfinished contract)
Contract A/C

To materias

To Labour

To Plant

To Overheads

To cost of sub contracts
To Notional Profit c/d(B/F)

To Profit and Loss A/C

To WIP (B/F)

XXX
XXX
XXX
XXX
XXX

XXX

XXX

XXX

XXX

By work in progress:

\Work Certified
XXX
Work uncertified
XXX
By materia returned
By plant
XXX

Less: Depreciation XX

By material lying at site

By Notional profit B/d

XXX

XXX

XXX

XXX

XXX

XXX

Treatment of Plant and Machinery:

One of the distinguishing features of a contract is the use of special plant and machinery. The

cost of these is capital expenditure, but yet, the usage of these should be reflected in the form of
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depreciation. There are two distinct methods of charging depreciation.

1. Atthetime of issue of plant to contract the contract account is debited with the full value
of the plant. At the end of the period contract account is credited with the depreciated
value. This method is used when plant and machinery is used at the contract site for a
long period.

2. In the second method, contract account is debited with an hourly rate of depreciation for
the
number of hours the plant is used on the contract. A cost centre is set up for each
machine. An estimate is made is made of the cost such as maintenance, depreciation,
driver’s wage etc to be incurred. The total of this cost is divided by the number of hours
that the machine is expected to be used.

Profit on Incomplete Contract:

In the case of asmall contract extending over the financial period, profit or loss on the same may
be ascertained by crediting it with the contract price due by the contractee. This procedure cannot
be adopted in the case of contracts extending beyond the accounting period, and taking a long
time for completion. If there is any profit upon the incomplete contract, it cannot be taken as
actual profit. The profit upon the incomplete contract is called notional profit.

For the purpose of determining the amount of profit to be transferred to profit and loss
account and making provision for future contingencies, the following guidelines may be kept in
mind.

1. When the work has not reasonably advanced (1/4 or lessthan %) : - No profit should
be taken to the credit of p/L account in the case of contracts which have just commenced
and asmall portion of the work is complete.

2. Where the work is complete more than ¥4 but less than %2 of contract price: In this
case 1/3 of the notional profit as reduced by the percentage of cash received may be
credited to
profit and loss account. The usual

formula is Notional profit x1/3 x
Cash received
Work certified
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The balance of notional profit shall be kept as reservetill the completion
3. If the contract completed is more than 1/2 but less than 90%: Here 2/3 rd of the
notional profit should be taken to profit and loss account.
Notional profit x2/3 x Cash
received
Work
certified
The balance of notional profit shall be transferred to work in progress as reserve. It is to
be noted that in order to find out how much portion of contract is completed, work
certified should be compared with contract price.

4. If the contract is nearing completion: Here, estimated profit may be ascertained by
deducting the total cost of contract to date plus estimated additional expenses to complete
the contract , from the contract price. It is calculated by using the following formula

Estimated profit x Cash received

Contract price

RETENTION MONEY

A contractor does not receive the full payment of the work certified by the surveyor.
Contractee retains some amount to be paid after some time, when it is ensured that there is not
default in the work done by the contractor. If any deficiency or defect is noticed, it is to be
rectified by the contractor before the release of the retention money. Thus, the retention money
provides a safeguard against the default risk in the contracts.

M eaning of Escalation clause:

Escalation clause in a contract provides that if during the period of execution of a
contract, the prices of materials, rates of labour etc. rise beyond a specific limit, the contract
price will be increased by specified rate or amount. Escalation clause does not cover that part of
increase in costs which is caused due to inefficiency or wrong estimation.

Circumstances prompting insertion of escalation clausein the contract are:
(i) Contract isfor along period where input cost can change significantly.

(ii) Raw material cost are expected to increase.
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(iii) Labour rates are subject to frequent upward revisions by the regulatory authorities.
(iv) Certain other important inputs, such as power, fuel, etc. are subject to frequent price hikes.
(v) Total quantity of materials and labour to be used for the contract cannot be anticipated with
reasonable accuracy and are likely to surpass the projections.

Escalation clause aims at safe guarding the interest of the contractor against unforeseen
rise in cost. On the other hand, de-escalation clause provides for a decrease in the contract price
due to decrease in the price of inputs so that the benefits of price decreases is passed on the

contractee.

PROCESS COSTING

Process costing is the method of costing applied in the industries engaged in continuous
or mass production. Process costing is a method of costing used to ascertain the cost of a product
at each process or stage of manufacturing.

According to ICMA terminology, “Process Costing is that form of operation costing
which applies where standardized goods are produced”.

So it is a basic method to ascertain the cost at each stage of manufacturing. Separate
accounts are maintained at each process to which expenditure incurred. At the end of each
process the cost per unit is determined by dividing the total cost by the number of units produced
at each stage. Hence, this costing is also called as “Average Costing” or “Continuous Costing”.
Process Costing is used in the industries like manufacturing industries, chemica industries,
mining works and public utility undertakings.

Characteristics of Process Costing

1. Production is continuous

2. Products pass through two or more distinct processes of completion.

3. Products are standardized and homogeneous.

4. Products are not distinguishable in processing stage.

5. Thefinished product of one process becomes the raw material of the subsequent process.

6. Cost of material, labour and overheads are collected for each process and charged accordingly.
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Advantages of Process Costing

1

2.
3.
4.

It is easy to compute average cot because the products are homogeneous in Process
Costing.

It is possible to ascertain the process costs at short intervals.

Process Costing is simple and less expensive in relation o job costing.

By evauating the performance of each process effective managerial control is

possible.

Disadvantages of Process Costing

1
2
3.
4

5.

. Valuation of work in progressis difficult.

It isnot easy to value losses, wastes, scraps etc.
The apportionment of total cost among joint products and by-products is difficult.
Process cost are not accurate, they are only average costs

Process costs are only historical.

Principles of Process Costing

o ~ v D E

S

The following points are considered while determining the cost under Process Costing.
Production activity should be divided into different processes or departments.

A separate account is opened for each process.

Both direct and indirect costs are collected for each process.

The quantity of output and costs are recorded in the respective process accounts.

The cost per unit is determined by dividing the total cost at the end of each process by the
number of output of each process.

Normal loss and abnormal loss are credited in the process account

The accumulated cost of each process is transferred to subsequent process along with
output. The output of the last process along with cost is transferred to the finished goods
account.

In case of by-products and joint products their share in joint cost should be estimated and
credited to the min process.

When there is work in progress at the end of the period the computation of inventory is

made | terms of complete units.
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Preparation of Process Accounts

The preparation of Process Account depends upon the following situations
Simple Process Account

Process costing with normal process loss

Process costing with abnormal process loss

A WD e

Process costing with abnormal process gains
5. Inter — process profits.

Simple Process Account

Under this case it is very easy to prepare process account. A separate account is opened for
each process. All costs are debited to the process account. The total cost of the processis transferred
to the next process. At the end of each process the cost per unit is obtained by dividing the total cost
by the number of units.
Process |losses

The processlossis classified into two- normal process loss and abnormal process |oss.
Normal process loss

Thisis the loss which is unavoidable on account of inherent nature of production process. It
arises under normal conditions. It is usually calculated as a certain percentage of input. Normal
process los includes either waste or scrap r both. Waste is unsalable and has no value. Loss in
weight is an example of waste. Loss in weight should be credited to the concerned process account.
It should be recorded only in terms of quantity.

Lossin weight = Opening Stock + output from the preceding process — (output of the

Concerned process + closing stock)

[llustration 2: From the following figures, show the cost of three processes of manufacture. The
production of each processis passed on to the next process immediately on completion.
Abnormal Process L oss

Any loss caused by unexpected or abnormal conditions such as plant break don, substandard
materials, carelessness, accident etc. or loss in exceeds of the margin anticipated for normal process
loss can be called as abnormal process loss. It is controllable and avoidable. When actual loss in the
process is greater than the estimated normal loss, it is a case of abnormal loss. It may also be

determined by comparing actual output with expected or normal output. If actual output is les than
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the normal output, the difference is abnormal loss.

Vaue of Abnormal loss = Normal cost of normal output x Units of Abnormal loss

Normal output
Normal cost of normal output = Total expenditure (i.e., total debit of process A/c) — Sale
Proceeds of scrap (i.e. Vaue of normal 10ss)

Normal output = Input — Units of normal loss
Abnormal Gain (or Abnormal Effective)

Sometimes actual |oss or wastage in a process is less than expected normal loss. In this case
the difference between actual loss and expected loss is known as abnormal gain or abnormal
effective. It isthe excess of actual production over normal output.

Abnormal gain is valued in the same manner as abnormal loss. The value of abnormal gain
is debited to process A/c and credited to abnormal gain A/c. the value of scrap is debited to
abnormal gain A/.c and credited to normal loss A/c. finally abnormal loss Alc is closed by
transferring the credit balance to Costing P& L Alc.

Vaue of Abnormal Gain = Normal cost of normal output x Units of Abnormal gain

Normal output
Normal cost of hormal output = Total expenditure— Sale Proceeds of scrap

Normal output = Input — Units of normal loss

Units of Abnormal gain = Normal loss- Actual loss

Or = Actua output - Normal output

Equivalent Production

Equivalent production represents the production of a process in terms of completed units. In
other words, it means converting the incomplete units into its equivalent of completed units. It is
also known as effective production. For calculating equivalent production, work-in-progress needs
to be inspected. Then an estimate is made of the degree of completion, usualy on a percentage
basis.
Steps and procedure of computation of Equivalent Production

1. Ascertain Equivalent Production in respect of opening work-in-progress, if any. In this case the
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Equivalent Production is computed by taking into consideration the percentage of work required to
finish now in the process. The following formulais used.
Opening WIP (Units) x % of work needed to complete.
2. Find the units introduced and completed and add thisto (1). It is calculated as follows:
Units completed and transferred — Opening work-in-progress.
3. Convert the equivaent production of closing work-in-progress and add to the above. The formula
is:
Closing work-in-progress (units) x% of work completed.
4. Obtain the total Equivalent Production terms of materias, labour and overhead separately (if
degree of completion is different). For this, *Statement of Equivalent Production’ is prepared.
5. Find out the net process costs, element wise- materias, labour and overheads.
6. Ascertain the cost per unit of Equivalent Production for each element of cost separately.
Material cost per unit= Material cost

Equivalent Production in respect of materials
Labour cost per unit = Labour cost

Equivalent Production in respect of |abour
Overhead cost per unit = Overhead cost

Equivalent Production in respect of overhead
For this purpose ‘Statement of Cost is prepared’
7. Find out the value of opening work-in-progress, finished units and closing work-in-progress. The
formulais:
Equivalent Production in respect of materials x Materia cost per unit
Equivalent Production in respect of labour x Labour cost per unit
Equivalent Production in respect of overhead x Overhead cost per unit

Inter Process Profits:
In process costing, the usual practice isto transfer the output of one process to another and finally to
finished stock at cost price. In this method of transfer, process accounts will not reveal any profit or

loss. But sometimes, the transfer is made at transfer price or market price.
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This method is adopted in order to measure the efficiency or inefficiency of individual’s process.
When market price cannot be ascertained, certain percentage of profit margin is added to the cost of
processing in order to arrive at the transfer price. Consequently, each process account reveas a

profit and this profit is known as ‘inter process profit’.

Advantages of Accounting for Inter Process Profits:
(&) Inter process profits enable to measure the efficiency of each process.

(b) Comparison of costs with market price at each stage assist management to take ‘make or buy’

decisions.

(c) The efficiency of or inefficiency of one process. In other words, each process can be assessed

separately on that account.

Adjustment for Inter Process Profits:

When the output of one process is transferred to another and finally to finished stock account at
transfer price (cost plus estimated profit margin), the closing inventories if any will be valued at
transfer price. Such inventories will include unrealized profits. Such profits should be adjusted for

purposes of year-end financial reporting.

Otherwise, it will amount to earning profit by trading within the organization. Hence, necessary
adjustments are made in the values of closing inventories by means of creating reserves or provision
for unrealized profits. Total profit less provision for unrealized profits would amount to profits
earned on sale of finished stock. The closing inventories will be shown in the balance sheet at cost

i.e., values of inventory at transfer price less provision for unrealized profits.

Computation of provision for unrealized profits:

Formula Cost of inventory = cost/total X Closing inventory
Provision for unrealized profits = Vaue of closing inventory — Cost

[llustration 1:
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A product passes through two processes A and B. Output of A is transferred to B at cost plus 25%
profit and from B to finished stock at cost plus 25% profit. There were no work in progress in both
processes and opening stock of finished goods at the end of the period.

Additional information availableis as follows:

Process A Process B
Particulars Rs. Rs.
Direct materials 20,000 60,000
Direct wages 30,000 40,000
Closing stock 10,000 30,000

Closing stock of finished goods was valued at Rs.45,000 and the balance was sold for Rs. 1,50,000.
Prepare Process A ccounts and Finished Stock Account.

Solution:

Process A Account
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Particulars Total Cost Profit  |Particulars | Total | Cost | Profit
Rs. Rs. Rs. Rs. | Rs. | Rs
To Materials 20,000 20,000 = By Transfer to 50,000 |40,000 [10,000
Process B
To wages 30,000 30,000 -
50,000| 50,000
Less: Closing Stock -
10000 10,000
40,000 40,000
Add: Profit (25% on
cost) 10,000 - 10,000
50000] 40,000 10,000 50,000 | 40,000 | 10,000

Particulars Total Cost Profit  |Particulars Total | Cost Profit
Rs. Rs. Rs. Rs. Rs. Rs
To Transfer from 50,000| 40,000 10,000|By Transfer | 1,50,000| 1,12,000 38,000
Process A |to Finished
Stock
To Materials 60,000 60,000
To Wages 40,0000  40,000|
- 1,50,000 1,40,000| 10,000
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Less: Closing stock
30,000) 28,000 2,000/
1,20,000] 1,12,000 8,000
To Profit (25% on
cost)
30,000 = 30,000
1,50,000| 1,12,000} 38,000 1,50,000| 1,012,000 33,000
Finished Stock Account
Particulars Total Cost Profit Particulars Total Cost Profit
Rs. Rs. Rs. Rs. Rs. Rs.
To 1,50,000| 1,12,000 38.000 | By Sales 1,50,000 78,400 71,600
Transfer
from
Process B
Less:
Closing
Stock 45,000 33,600 11,400,
To Profit 95,000 78,400 26,600
45,000 - 45,000
1,50,000 78,400 71,600 1,50,000 T8.400 71,600

Working Notes:
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Working Notes: The stock in Process A is valued at cost and therefore there is no unrealized
profit.

Computation of cost stock

Cost ;
Formula = Cost of stock Totl * Closing Stock

Unrealized Profit = Value of stock — Cost of Stock
Cost of stock in Process B = 1,40,000/1,50,000 x 30,000 = Rs. 28,000
Unrealized Profit = Rs. 30,000 — 28,000 = Rs. 2,000
Cost of Finished Stock = 1,10,000/1,50,000 x 45,000 = Rs. 33,000
Unrealized Profit = Rs. 45,000 — 33,000 = Rs. 12,000
Total unrealized Profit = Rs. 2,000 + 11,400 = Rs. 13,400
In Balance sheet the Stocks will be showr at cost as follows:
Stock in Process A = Rs. 10,000
Stock in B (Rs. 30,000 - 2,000) = 28,000
Finished stock (45,000 - 11400) = 33,600
Total ( 85,000 — 13,400 ) = 71,600

JOINT PRODUCTS

When two or more products are produced simultaneously from the use of a single raw material
which is equally important. Such a product can be a joint product which is more important if
produced from the same raw material. This product is also called as Main Product. On the other
hand, if the products are not of the same importance called as "By-Products.” For example, crude
oil isthe main product which can be processed in to petrol, kerosene, oil tar etc. as by-products.
Features of Joint Products

The following are the important features of joint products:

(2) Joint products are produced from the sample raw materials.

(2) They are produced from the common features of manufacturing process.

(3) Joint products are of equal importance and value.

(4) They may require further processing after their split off or point of separation.

Objectives of Joint Product Costing
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The following are the important objectives of joint product costing:

(1) To facilitate product costing of inventory valuation and income determination.

(2) To ascertain the profitability of each product.

(3) To facilitate to make or buy decisions.

(4) To provide information to fix the prices of product.

(5) To evaluate the change of product mix and output variations.

(6) To determine cost per unit, cost alocation and cost ascertainment.

(7) To ensure effective cost control.

M ethods of Apportionment of Joint Products

The following are the important methods commonly used for apportionment of joint costs upto the
point of separation.

(1) Average Unit Cost Method

(2) Physical Unit Method

(3) Survey Method

(4) Contribution Margin Method

(5) Standard Cost Method

(6) Market Value Method

(1) Average Unit Cost Method: Under this method, average cost per unit of the finished product is
calculated by the total joint costs up to the point of separation is divided by the total production of
al the products or outputs. This method is very simple and conveniently applicable where the
resultant products can be expressed in common units.

(2) Physical Unit Method: Under this method, the joint costs are alocated or apportioned to joint
products on the basis of relative physical units of output of each joint product till split-off occurs.
These physical units refer to weight or measure such as pounds, tonnes, gallons, bales, volume etc.
This method is suitable where the joint products will be measurable in the same units. This method
cannot be applied when joint products consist of different types of units like liquids and solids.

(3) Survey Method: Survey Method is also termed as "Points Value Method." In this method, joint
costs are allocated on the basis of percentage or points value is assigned to each products according
to their relative importance. This method is also taken into various relevant factors such as volume,

mixtures, selling price, technical engineering and marketing processes. The ratio of joint costs can
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be calculated by physical quantities of each products use multiplied with the welghtage points.

(4) Contribution Margin Method: This method is also called as "Gross Margin Method." According
to this method joint costs are allocated or apportioned as fixed cost and variable cost incurred at the
point of separation. Joint fixed costs are apportioned on the basis of contribution of each product
whereas variable portion of joint costs are apportioned according to the volume of units produced.
(5) Standard Cost Method: Under this method, joint costs are apportioned on the basis of standard
costs. For this, standard costs are determined in advance for a joint products based on past
experience, technical aspects, operational efficiency and cost factors of each products etc.

(6) Market Value Method: This method is also termed as "Relative Sales Vaue Method."
According to this method, the number of units of each product manufactured is multiplied by the
product's selling price to obtain the sales value of production.

BY -PRODUCTS

The term by-product is also known as "Minor Product.” It refers to any product of comparatively
less value that is incidentally manufactured along with the main products. In other words, if the
products produced are not as of equal importance, then the products of significantly low value are
known as "by-products.” Accordingly, they are jointly produced with other main products and
remain inseparable up to the point of split off or point of separation.

Accounting Treatment or Method of Vauation of By-products The object of valuation of by-
products cost accounting is to assign a portion of the total costs to each by-products. This is
important to calculate the unit product cost and prepare the profit and loss account and balance
sheet. Following are the important methods employed in this connection :

(1) Non-Cost Methods or Sales Vaue Methods:

(a) Other Income Method.

(b) Adding Sales Value to Total Cost Method.

(c) Crediting to Sales Value Less Selling and Distribution Expenses Method.

(d) Expenses Cost Method.

(2) Cost Methods:

(a) Replacement Cost Method or Opportunity Cost Method

(b) Standard Cost Method

(c) Apportionment on Suitable Basis
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(2) Non-Cost Method

This method is also known as "Sales Vaue Method." While in valuation of the by-products only
sales value of by-products is taken in to account in accounting treatment of by-products they use
anyone of the following non-cost methods : (a) Other Income Method: Under this method, when the
sales value of the by-products is very low or negligible, it is treated as other income and same is
credited to the profit and loss account. (b) Adding Sales Vaue to Total Cost Method: Under this
method all the cost of joint products deducted from the combined sales proceeds of both joint
products and main products. (c) Crediting to Sales Value Loss Selling and Distribution Expenses:
Under this method, costs incurred relating to selling and distribution expenses of by-products are
deducted from the sales value of by-product and the net sales value credited to the process account.
(d) Reverse Cost Method: In this method. cost of by-product is determined by sales of the by-
product deducted from the estimated profit and al costs incurred on by-products after split off
point. This method also known as "crediting sales value less profit."

(2) Cost Methods

Cost methods are useful to determine the cost of by-products when the apportion of the portion of
joint costs incurred to by-products. The following are the important methods included under this
categories. (a) Replacement Cost Method: This method is also caled as "Opportunity Cost
Method."
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POSSIBLE QUESTIONS

Part - B
11. The following was the expenditure on a contract for Rs. 12,00,000 commenced in
January. Rs.
Materials 2,40,000
Wages 3,28,000
Plant 40,000
Overheads 17,200

Cash received on account of the contract upto 31% December was Rs. 4,80,000 being
80% of the work certified. The value of materials in hand was Rs. 20,000. The plant had
undergone 20% depreciation.
Prepare contract Account.
12. Explain Normal Loss, Abnormal loss and abnormal gain and state how they should be dealt
with in process cost accounts.
13. A product passes through two distinct processes, A and B, and thereafter to finished stock.

From the following information, you are required to prepare Process Cost Accounts.

Process A Process B

Materials consumed (Rs.) 12,000 6,000
Direct labour (Rs.) 14,000 8,000
Manufacturing expenses (Rs.) 4,000 4,000
Input in Process ‘A’ (Units) 10,000 _
Input in Process ‘A’ (Value) Rs. 10,000 _
Output 9,400 Units 8,300 Units
Normal wastage 5% 10%
Vaue of normal wastage
(per 100 units) Rs.8 Rs.10
14. Input 3,800 units; output 3,000 units; closing work in progress 800 units.

Degree of completion Process Costs

Materials 80% Rs. 7,280
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Labour 70% Rs. 7,120
Overheads 70% Rs. 7,120

Find out (a) Equivalent production (b) Cost per unit of equivalent production and (c)
Prepare the process A account assuming that there is no opening work in progress and

process | oss.
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KARPAGAM UNIVERSITY
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FIRST INTERNAL EXAMINATION
APPLIED COST ACCOUNTING
11 B.Com (PA)
Time:2 Hours Max.Marks:50
Date:
PART - A (20X 1 =20 Marks)
Choosethe Correct Answer
1. Costing is a technique of

(a) Ascertainment of cost (b) Analysing of cost
(c) Utilization of cost (d) Cost reduction
2. Cost accounting provide data for managerid

(@) Planning  (b) Organizing(c) Decision making
(d) Decision Making and cost controlling
3. Cost accounting has become an essential tool of
(@) Accounts (b) Management (c) Purchase (d) Sales

4. Cost accounting has been devel oped because of of financial accounting
(a)Advantages (b) Limitations (c) Importance (d) Cost
5. is the process and techniques of ascertaining costs.

()M anagement accounting (b) Financia accounting

(c) Cost accounting (d) Budgeting
6. Direct Costs are known as

(@Work Cost (b) Prime Cost (c) Cost of Production (d) Cost of Sales
7. Cost accounting involves of cost data to the management

() Summarising (b) Analysing (c) Reporting (d) Recording
8. A cost centrein which is carried on as production cost centre
(@) Service  (b) sales (c) production (d) marketing

9. varies with the volume of output
(a) fixed (b) variable  (c) semi-variable (d) average

10. cost is one of the most important elements of the cost of production
(a)Labour (b) material  (c) Selling Overhead (d) Administrative Overhead




11. Inventory means

(a) Stock (b) Material  (c) Stores (d) Sales
12. remains fixed irrespective of the level of output

(a) Fixed (b) variable  (c) semi-variable (d) partly fixed
13. EOQ =

(@ VAO/C  (b) VAC/IO  (c) V2AOIC (d) V2CA/C
14. BIN card is maintained by

(a) Storekeeper (b) Accountant (c) Auditor  (d) Supervisor
15. level below which stock level should not be alowed to fall at any time
(& Minimum (b) Maximum (c) Re- Order level  (d)Average
16. There are certain industries where the passes through the different stages

of a product
(a) Goods (b) Product  (c) Raw materia (d) Sales
17. Stores ledger iskept in the department
(a) Production (b) sales (c) stores (d) costing
18. ABC analysis stands for

(a) Always best control (b) Always Better Control

(c) Automated Better Control (d) Adjusted best control
19. EOQ isrelated to

(a) Fixed cost (b) Ordering and carrying cost

(c)Variable cost (d) Total cost

20. Management accounting and cost accounting are

(a) Supplementary to each other (b) Complementary to each other
(c) Independent to each other (d) Opposite to each other
PART B (3x10=30 Marks)
Answer All the Questions
21. a) Explain about:
i) Cost i) Costing  ii) Cost Accounting iv) Cost Units v) Cost Centre
(Or)
b) Briefly explain various methods of costing.
22. a) The following data relate to the manufacture of a product during the month of January
2016.
Raw materials consumed Rs. 80,000
Direct Wages Rs. 48,000



Machine Hours worked 8,000
Machine hour rate Rs.4
Office Overhead 10% of work cost
Selling overhead Rs.1.50 per unit
Units produced 4,000
Units sold 3,600 at Rs.50 each
Prepare a cost sheet and show (@) cost per unit and (b) profit for the period.
(Or)
b) Draw a statement of Cost from the following particulars:
Opening Stock: i) Materials 2,00,000
i) Work-in-progress 60,000
iii) Finished Goods 5,000
Closing Stock: i) Materials 1,80,000
i) Work-in-progress 50,000
iii) Finished Goods 15,000

Materials purchased 5,00,000
Direct wages 1,50,000
Manufacturing expenses 1,00,000
Sales 8,00,000
Selling and distribution expenses 20,000

23. @) Two materials, X and Y, are used as follows:
Minimum usage : 50 units per week each
Maximum usage : 150 units per week each
Normal usage : 100 units per week each
Ordering quantities: X — 600 units, and Y — 1,000 units
Delivery period: X — 4 to 6 weeks, Y- 2 to 4 weeks.
Calculate for each materia (a) Minimum Level (b) Maximum level (c) Ordering level
(Or)
b) Calculate the Economic Order Quantity from the following information. Also state the

number of ordersto be placed in a year.

Consumption of materials per annum 10,000 kg.
Order placing costs per order Rs. 50
Cost per kg. of raw materials Rs. 2

Storage costs 8% on average in inventory.
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SECOND INTERNAL EXAMINATION
APPLIED COST ACCOUNTING
11 B.Com (PA)
Time:2 Hours Max.Marks:50
Date:
PART — A (20X 1 =20 Marks)
Choosethe Correct Answer

1. Wage sheetsis prepared by
(a) Production (b) Purchase (c) Sdes (d) Pay roll

2. In Taylor’s differential piece rate system piece rates are set for each job.
(a Two (b) Three (c) Four (d) Five

3. What is considered under Gantt task and bonus scheme?

(@ Time (b) Piecerate (c) Bonus (d) Piece rate + Bonus
4. Overhead means

(@) Indirect expenses (b) Direct expenses

(c) Work expenses (d) Factory expenses
5. incurred for running the office

(a) Administration overhead (b) Factory overhead

(c) seling overhead (d) distribution overhead
6. cost are variable cost which can be controlled

(@ Normal  (b) Abnormal (c) Controllable (d) Un controllable
7. State the bases for apportionment of depreciation of plant and machinery

(a) Light points (b) value of plant
(c) value of stock (d) value of materials
8. incurred for actual sales and promotion of sales
(a) Administration overhead (b) factory overhead
(c) Sdlling overhead (d) distribution overhead
0. department are those departments which enable other department to work.
(a) Service (b) Production (c) Sales (d) Purchase




10. State the bases for apportionment of indirect materials
(a) Direct Materias (b) value of plant
(c) value of stock (d) value of materias
11. Fixed cost per unit increases when ---------------
(a) Production volume decreases (b) Production volume increases
(c) Variable cost per unit decreases (d) Sales Increases
12. Is the sales overhead
(a) Officesalaries  (b) Advertisement expenses

(c) Factory rent (d) Indirect material
13. means bel ow which stock level should not be allowed to fall at any time.
(8 Minimum Level (b) Maximum Level
(c) Re- Order level (d) Average Level
14. labours which is not directly engaged in production of goods or services
(a) Direct (b) Indirect (c) semi- skilled (d) Skilled
15. incurred for packing and delivery of goods to customers
(a) administration overhead (b) factory overhead
(c) sdling overhead (d) Distribution overhead
16. rate is the cost of running a machine per hour
(a) Labour per hour (b) Machine Hour
(c) wage hour (d) indirect labour hour
17. The stores department isa
(a) Service department (b) Production department
(c) Sdes (d) Advertisement
18. expenses that are not directly charged to production
(@ Indirect  (b) Direct (c) overhead (d) selling
19. do not vary with the volume of products

(a) Fixed overhead  (b) variable overhead

(c) sdlling overhead (d) semi variable overhead
20. State the bases of apportionment for rent

(a) Floor area (b) value of plant

(c) value of stock (d) value of materias



PART B (3x10=30 Marks)
Answer All the Questions
21. ) What do you understand by “Integrated Accounts”? State the advantages of “Integrated
Accounts”.
(Or)
b) Amit Company has five departments; P, N, R, S are producing departmentsand T isa

Service department. The actual costs for a period are as follows:

Rs.
Repairs 2,000
Rent 2,500
Depreciation 1,200
Supervision 4,000
Insurance 1,500
Employer’s liability of employee’s
Insurance 600
Light 1,800
The following data are also available in respect of the five departments:
Dept. P Dept. N Dept. R Dept. S Dept. T
Area q. ft 140 120 110 90 40
No. of workers 25 20 10 10 5
Total wages (Rs.) 10,000 8,000 5,000 5,000 2,000
Vaue of plant (Rs.) 20,000 18,000 16,000 10,000 6,000
Vaue of Stock (Rs.) 15,000 10,000 5,000 2,000 -

Apportion the costs to the various departments on the equitable basis.
22.a) A company is producing 3 types of products A, B and C. The sales territory of the
company isdivided into 3 areas X,Y and Z.
The estimated sales of the year 2017 are as under:

Product Territory

X (Rs) Y (Rs.) Z (Rs)
A 50,000 20,000 _
B 30,000 _ 80,000
C 70,000 40,000

The budgeted advertising cost is as under:




Territory

X (Rs) Y (Rs) Z (Rs) Total
Local cost 3,200 4,500 4,200 11,900
General cost - - - 5,800

You are required to find the advertising cost percent on sales for each product and territory
showing how you will present the statement to the management.

(Or)
b) Journalise the following transactions assuming cost and financial accounts are integrated.
Rs.
Raw materials purchased on credit 20,000
Direct materials issued to production 15,000
Wages paid (30% indirect) 12,000
Wages charged to production 9,500
Manufacturing expenses paid 8,400
Sdlling & distribution expenses 2,000
Finished product (at cost) 20,000
Receipts from Debtors 6,900

23. a). Standard time allotted for a job is 20 hours and the rate per hour is Rs.2 plus a
dearness alowance @50 paise per hour worked.
The actual time taken by aworker is 15 hours. Calculate the earnings under (i) Time system,
(ii) Piece wage system, (iii) Halsey plan, (iv) Rowan Scheme.
(Or)

b) From the following particulars supplied by the personal department of a company,
calculate labour turnover:

Total number of employees at the beginning of the month 2010

Number of employees who are recruited during the month 30

Number of employees who left during the month 50

Total number of employees at the end of the month 1990
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MODEL EXAMINATION
B.COM (PA) - FIFTH SEMESTER
APPLIED COST ACCOUNTING
Time: 3Hours Maximum: 60 Marks
Date:
PART - A (20x1 =20 Marks)
Choose the Correct Answer
1. Cost accounting has become an essentia tool of

(@) Accounts (b) Management (c) Purchase (d) Sales
2. Cost accounting is a separate of accounting.

(&) No branch (b) Branch  (c) Batch (d) No Batch

3. remains fixed irrespective of the level of output
(a) Fixed (b) variable  (c) semi-variable (d) partly fixed
4. ABC analysis stands for
(a) Always best control (b) Always Better Control
(c) Automated Better Control (d) Adjusted best control
5. Fixed cost per unit increases when
(a) Production volume decreases (b) Production volume increases
(c) Variable cost per unit decreases (d) Sales Increases
6. Cost of production =

() Work cost + factory cost (b) Work cost + prime cost
(c) Work cost x prime cost (d) Work cost + administrative overhead

7. means below which stock level should not be allowed to fall at any time

(@ Minimum Level (b) Maximum Level (c) Re- Order level (d) Average Level
8. The stock register shall show the
(a) Receipt of materials (b) Issue of materials
(c) The balance of materials (d) Receipt, Issue and Balance of materiad
9. labours which is not directly engaged in production of goods or services
(a) Direct (b) Indirect (c) semi- skilled (d) Skilled
10. incurred for packing and delivery of goods to customers
(a) administration overhead (b) factory overhead
(c) sdling overhead (d) Distribution overhead
11. rate is the cost of running a machine per hour
(a) Labour per hour (b) MachineHour  (c) wage hour (d) indirect labour hour




12. State the bases for apportionment of indirect wages

(a) Direct Materias (b) Direct wages

(c) value of stock (d) value of materials
13. method of costing adopted in printing press

(a) Process costing  (b) Job costing (c) Unit costing (d) Contract costing
14. is an example of operating charge

(a) Petrol/ diesd (b) Annual tax (c) Insurance (d) Rent

15. isan example for transport services
(a) Railways (b) Gas supply (c) Water supply (d) Hospitals
16.In costing the production is always against the customer order
(a) Process costing (b) Job costing
(c) Unit costing (d) Contract costing
17. Process costing is used to find out of the product at the end of each stage
(@) Cost (b) Expenses (c) Unit costing (d) Income
18. Abnormal loss arises when the actual loss is more than the losses
(a) Abnormal Loss (b) Normal Loss
(c) Avoidable Loss (d) Expected Loss
19. costing is mainly adopted in construction of bridges
(a) Process costing (b) Job costing
(c) Unit costing (d) Contract costing
20. expenses are incurred for selling the by products
(a) Sdlling and distribution (b) Production
(c) purchase (d) Raw materia expenses
PART B (5x8=40)
Answer All the Questions
21. a) Describe briefly the different methods of Costing.

(Or)
b) Draw a statement of cost from the following particulars:
Rs.
Opening stock: 1. Materials 2,00,000
2. Work-in Progress 60,000
3. Finished goods 5,000
Closing stock: 1. Materials 1,80,000
2. Work-in Progress 50,000
3. Finished goods 15,000
Materials purchased 5,00,000
Direct wages 1,50,000
Manufacturing expenses 1,00,000
Sales 8,00,000
Selling and distribution expenses 20,000

22. @) From the following particulars calcul ate:
a) Re-order level b) Minimum level and ¢) Maximum level
Normal usage 100 units per day



Minimum usage 60 units per day

Maximum usage 130 units per day

Economic order quantity 5000 units

Re-order period 25to 30 days
(Or)

b) From the following particulars supplied by the persona department of a company,
calculate labour turnover:
Total number of employees at the beginning of the month 2010
Number of employees who are recruited during the month 30

Number of employees who left during the month 50
Total number of employees at the end of the month 1990
23. @) How would you apportion the following expenses between departments A and B?

Rs. Rs.
Rent and Rates 360 Insurance 130
Stores expenses 742 Fire insurance 260
Genera factory labour 1,284 Depreciation 906
Holiday pay 520 Plant repairs 450
Information regarding the departments available:

A B
Floor space 60 x 115 45 x 100
No. of employees 18 42
Annual direct wages Rs. 5,000 Rs. 6,000
Annual direct labour hours 36,000 92,500
Plant value Rs. 10,000 Rs. 2,500
(Or)

b) In afactory, there are two service departments S1 and S2 and three production departments
P1,P2 ad P3. In April 2010, the departmental expenses were:

Departments :P1 P2 P3 Sl 2
Rs. :6,50,000 6,00,000 5,00,000 1,20,000 1,00,000

The service department expenses are allocated on a percentage basis as follows:

Service Departments Production Departments Service Departments
P1 P2 P3 S1 S2

S1 30% 40% 15% - 15%

S2 40% 30% 25% 5% -

Prepare a statement showing the distribution of two service departments’ expenses to
these departments by Simultaneous Equation Method.



24.a) Global transports owns Buses and the following information is available from the
records maintain by them:

Number of Buses 5

Cost of each Bus Rs. 2,50,000

Driver’s salary Rs. 10,000 p.m per bus
Salary of manager Rs. 7000 p.m

Salary of accountant Rs. 5000 p.m

Salary of cleaner Rs. 2000 p.m

Salary of mechanics Rs. 4000 p.m
Insurance premium 8% p.a

Annual tax Rs. 9000 per bus
Annual repairs Rs. 10000 per bus

Total life of abusis about 2,00,000 kms. A busruns, in al 3,000 kmsin a month and 30% of
this distance has to be run without any passenger. Petrol consumption isone litre for every 5
kms. @ Rs. 45 per litre. Oil and other sundries are Rs. 22 per 100 kms.
Calculate the cost of running abus per km.

(Or)
b) Write short notes on a) Retention Money b) Escalation claim c) Work-in-Progress d) Cost
plus contracts
25. @) A product passes through two distinct processes, A and B, and thereafter to finished
stock. From the following information, you are required to prepare Process Cost Accounts.

Process A Process B
Materials consumed (Rs.) 12,000 6,000
Direct labour (Rs.) 14,000 8,000
Manufacturing expenses (Rs.) 4,000 4,000
Input in Process ‘A’ (Units) 10,000 _
Input in Process ‘A’ (Value) Rs. 10,000 _
Output 9,400 Units 8,300 Units
Normal wastage 5% 10%
Value of normal wastage
(per 100 units) Rs.8 Rs.10

(Or)

b) Input 3,800 units; output 3,000 units; closing work in progress 800 units.

Degree of completion Process Costs
Materials 80% Rs. 7,280
Labour 70% Rs. 7,120
Overheads 70% Rs. 7,120

Find out (a) Equivaent production (b) Cost per unit of equivalent production and (c) Prepare
the process A account assuming that there is no opening work in progress and process | oss.
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PART — A (15 x 2 = 30 Marks)
Answer ALL the Questions

il Define Costing,

1, What are the types of cost centre?

4. From the following calculate work Cost, Ram material Rs,64,500; Direct wages

' Rs.80,000; Factory Overheads Rs29,500; Opening stock of WIP Rs.13,000 and

* Closing Stock of WIP Rs,34,500.

Give any three methods of Stores Ledger.

5. What do you mean by labour turnover?

(6. Calculate the Economic Order Quantity for material varun. The following details

are furnished. Annual usage 90,000 Units; Buying cost per order Rs. 10; Cost of

¥ carrying inventory 10% of cost. Cost per unit Rs.50.

1§ 7 Define Overhead.

1. Give any three examples of factory overheads.

9. Compute the direct material percentage rate for overhead absorption from the
following:

Factory Overheads budgeted for 2012 - Rs.2,30,000
Cost of direct material estimated to be
Cpnsumed during 2012 - Rs.4,60,000

10. What is Job Costing?

I1. Define Process Costing,

12. 100 units of Raw material are introduced into process A at cost of Bs.5 each.
Mormal wastage is 6% and each waste unit realized Rs.2. Actual output was 90
units other expenses in the process are: Wages Rs.120; Overheads Rs. 238,
Prepare process A account,

13. Compute the econemic batch quantity for a company using batch costing with the
following information annual d d for the C ption 24,000 units, Set-up

cost per batch Rs.120, Carrying Cost per unit of production Rs.0.36.

—

14. Ascertain the cost and selling price:
Material consumed Rs.10,000; Wages Rs.8,000; Works on cost 25% on
wages; Office an cost 20% on works cost; Selling on cost 10% on works
cost; Profit 10% on cost.

15. Calculate Re-order level the following information is available in respect
of a material maximum consumption 900 units per week normal
consumption 600 units per unit Re-order period 3 to 5 weeks,

PART B (5 X 14= 70 Marks)
Answer ALL the Questions

16. a. State the Differences between Financial accounting and Cost accounting.
Or
b. The accounts of a machine manufacturing company disclose the
following information for the six months ending 31% Dec.2011.

Rs.
Materials used 1,50,000
Direct Wages 1,20,000
Factery Overhead Expenses 24,000
Office Expenses 17,640

Prepare a Cost Sheet of the machines and calculate the price which the company
should quote for the manufacture of a machine requiring materials valued at
Rs.1,250 and expenditure in productive wages of Rs.750, so that the price may
yield a profit of 20% on the selling price. For the purpose of price quotation,
charge factory overhead as a percentage of direct wages and charge office
overhead as a percentage of work cost,

17. a, The following transactions took place in respect of a material item;

2011 Receipt Rate Issue
Quantity Rs. Quantity
March,2 200 units 2.00 -
B 300 units 2.40 -
“els - - 250 Units
18 250 units 2.60
“ow = 200 Units

Prepare a Stores Ledger Sheet, pricing the issues at -
a) Simple average rate,
b) Weighted average rate.
Or
b. From the following particulars prepare the labour cost sheet per
man - day of 8 hours;
a) Basic Salary ... Rs.2 per day
b} Dearness allowance ... 25 Paise for every point
over 100 cost of living



index for working class-

c) Leave salary Current Cost of Living

d} Employer’s contribution to Index 700 points.
Provident Fund ... 10% 0f (a) and (b)
Employer's contribution ... 8% of (a), (b) and (c)

to State Insurance .. 2.5% of at+b+c
e) Expenditure on amenities to labour -.. Rs.20 per head
f) Number of working days ina month ... per month 25 days of §
hours each.

18.a, The fcliowing is the budget of Superb Engineering Works for the year

2012
Factory overheads Rs.62,000
Direct labour cost Rs.98.000
Direct labour hours 1,55,000
Machine hours 50,000

i} From the above figures prepare the overhead application rates using
the following methods:
(&) Direct Labour Hour Rate
(b} Direct Labour Cost
{¢) Machine Hour Rate
ii} Prepare a Comparative statement of cost, showing the result of
application of each of the abave rates tos job no.555 from the under
mentioned data.

Direct Material Cost Rs.45

Direct Labour : Wages Rs.40

Direct Labour : Hours 40

Machine Hours 30

Or
b. Work out the machine hour rate for the following machine for the
maonth of January 2012:

Cost of Machine Rs.90,000
Other charges, e.g., freight and installation  Rs.10,000
Waorking life 10 years
Waorking hours 2,000 pre year

19. a. 8ri Govinda undertook a contract for constructing a building for Sri
Dharan on 1¥ July 2011 the contract price being Rs.75,000. He
incurred the following expenses:

Materials Rs.26,000
Materials in hand at end 1,000
Wages 35,000
Direct expenses 20,000
Plant purchased 10,000

The contract was completed on 31" December 2011 and the contract
price was duly received, Provide depreciation at 10% on plant and
charge indircct expenses at 20% on wages. Prepare Contract Account in
the books of Sri Govinda. |

Or
b. From the following particulars relating o four jobs of a manufacturer,
ascertain the total cost of each job:
Job 1 Job 2 Job 3 Job 4

Rs. Rs. ‘Rs. Rs.

Direct materials 200 1,000 1,200 1,400

Direct Wages 400 500 600 700

Direct Expenses 80 100 120 140
Works overhead is 45% of prime cost and office overhead is 13% on

works,

20. a. The following cost data is obtained from the books of a factory for the
year ended 31% December 2011;

Rs.
Direct materials 90,000
Direct Wages 75,000
Profit 65,5900
Selling and distribution overheads 32,500
Administration overheads 42,000
Factory overheads 45,000

Prepare a cost sheet indicating prime cost, work cost, production
cost, cost of sales and sales value.
Or
b. A product passes through three distinct process A, B and C. The normal lossd
units in each process is A - 5%, B - 10%, C - 15% which is sold at Rs.2, Rs4
and Rs.5 respectively, expenses for the month of Oct 2012 were as follows:

Process
A B C
Sundry Materials 5,200 3,960 5,924
Wages 4,000 6,000 8,000
Actual output in units 1,900 1,680 1,500

2,000 units @ Rs.3 per unit were put into process ‘A’. There were no opetl
or closing stock. The total overheads are Rs.18,000 which are to be recoverd
at 100%of wages. Prepare necessary Process Account. 1
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PART = A (10 x 2 = 20 Marks)
Answer any TEN Questions

|. Define cost.
2, Whal do you mean by cost unit?
1. State any two demerits of cost accounting
4. State any two merits of LIFQ method.
5, What is B.0.Q7
6, Define perpetual inventory,
7. What do you understand by labour tumaver?
8. What is idle time?
9. Define overhead.
10, Write 2 note on scrap.
11. Name any lour industeies which apply process costing?
12. What do you understand by abnormal wastage?
13. Whal is work certified?
14. State any two reasons for differences in profits revealed by cost and financial
Accounts,
15, What is operating costing?

PART B (5X 8= 40 Marks)
Answer ALL the Questions

16. ) The accounts of @ machine manufacturing company disclose the following
information for the  six months ending 31* December 2013,
Materials used Rs. 1,50,000 ; Direct wages Ra.1,20,000 Factory overheads
Rs. 30,000 and Administrative expenses Rs.15,000,
Prepare the cost sheet of the machines and caleulate the price which the
company should quote for the manu facture of @ machine requiring materials
valued Rs. 1,250 and expenditure in productive wages Rs.750, so that the price
might yield u profit of 20 % on the selling price.

Or

1

b) M/S Indu industries Itd is the manulacturers of Moenlight Torches, The
Tollowing data relate to manulacture of torches during the month of March.

Raw materials consumed Rs, 20,000
Direct wages Rs. 12,000
Machine hours worked 9,500 hours
Machine hour ratae Rs.2
Office ayerhead 20 % of works cost
Selling overhead 50 paise per unit
Unit produced 20,000 units
Units sold 18,000 (@ Rs.5 for unit
Prepare cost sheet showing the cost and the profit per unit and the ta1al profiv

earned.

17, 2) Record the [ollowing transactions in Stures Ledger, pricing the matesials under
FIFO method.
May 1 Balance 30 units at Rs.25 per unit
3 Received 300 units at Rs.30 per unit
5 Issued 200 units
7 lssued 120 units
8 Received back 10 units {issucd on 7" May)
10 Retuned Lo Vendor 15 units purchased on 3' May.
15 Received 200 units al Rs.32
18 Issued 150 units
19 Issued 50 units
The stock verificaticn found a shortage of 10 units on 20™
Or
b) From the following particulars calculate reorder level, minimum level,
maximum level and average level of stock,
MNormal usage 50 units per week
Minimum usage 25 units per week
Maximum usage 73 units per week
Re order quantity 500 units per week
Re order period 4 to 6 weeks

18. &) From the following data, prepare a stalement showing the lahour cost per man
day of eight hours,
i) Basic salary and dearness allowance Rs.300 per month.
i} Leave salary to the workman 6 percent of the basic and D.A
iii) Employer’s contribution to Provident Fund 6% of (a) plus (k).
iv} Employee’s contribution to P.F, 6% of (4) and (b,
v) Pro-rata expenditure en amenities 1o labour Rs.25 per head per
maonth,
vij Number of working hours in a month 200.
Or




b) X Lid. has three production departments and two service departments.
Folipwing information relates w the month of January 2013;
Renl Rs. 10,000

Depreciation of machine 20,000
Mative power 3,000
Indirect wages 23,000
Lighting 1,200
Additional information
[ Particulars | A B | ¢ D[ E ]
L ATER | 2,000 2,500 3,000 2,000 | 500
occupied(sy feet) | o) i
Tightpoints | 10 | 5 | 20 | 10 ] 5
[direel wages | 3,000 2,000 3,000 1,500 | 300
|Horsepower | 60 | 30 | 30 10 - 1
[ Value of 60,000 | 80,000 100,000 | 5,000 | 5,000 |
. machine (Rs) | | i |

Prepare overhead distribution statement.

19, &) X commenced work oa 2 particular contract on 1% April 2014, He close his

books of accounts for the year an 31" Decermber each year, The following

information is available in his records on 31,12.2014.

Material sent to site Rs. 30,000
Fareman's salary 12,000
Wages paid 1,00,000

A maching costing Rs.32,000 remained in use on site for 175 of the year, [ts
working lile was estimated at 5 years and scrap value at Rs.2,000, A
supervisor is paid Rs.2,000 per month and had devoted one half of his time on
the contract.

All other expenses were Rs. 15,000, The material on site was Rs,9,000. The
contract price was Rs.4,00,000. On 31% December, 2/3" of the comtract was
completed. However, the architect gave certificate only for Rs.2,00,000 on
which 73% was paid.

Prepare the contract account in the books of X,

Or
b Ascertain the profit as per the financial books from the following information:
Prafit as per cost accounts Rs. 25,000
Closing stock over-valued in cost books 12,300
Preliminary expenses written off 3,000
Prolit on sale of building 10,000
Administrative cxpenses over valued in cost books 50,375
Works overhead under recovered in cost books 30,375
Bank interest and transfer fee in financial books 3,000
[nierest on investment recorded in financial books 10,000
Depreciation shown in excess in cost books 4,000
Provision made for income tax 40,060

3

20, Compulsory :-

The product of a manufacturing concern passes through two processes
and then to finished stock. [t is ascertained that in each process norma
of the total weight is lost
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PART A (15 X 2=230 Marks)
Answer ALL the Questions

2 From the following calculate the prifme cost:

' Dircct material Rs.4980, Direct Labour Rs.1710, Opening Stock of Work-in-
- progress Rs.510 and Closing Stock of Wark-in-progress Rs.450, Work —in-

~ progress is valued at prime cost basis,

" 3. From the following calculate the value of raw material consumed:
Raw Materials purchased Rs.8800, Opening Stock of Raw Materials Rs.1.000 and
Closing Stoek of Raw Materials Rs. 1,235,

F 4 suppose the annual consumption is 675 unils, 10% is the interest and cost of
storing an article costing Rs. 30 per unit, cost of placing and order is Rs. 18
Calculate the E.0.Q.

LY Caleulate {a) Re-order level (b) Minimum level
Two components A and B are used as follows:

Normal usage 50 units per weck cach
Minimum usage 25 units per week each
Maximum usage 75 units per week each
Re-order guantity A:300 units B:500 units
Re-order period Acdto 6 weeks Bi2 to 4 weeks

5. On the basis of the following information calculate the earnings of A and B on the
straight price Rate basis system.
Standard Production B units per hour
Normal time rate Rs. 0,40 per hour

1

7. The guaranteed time table is Re. 1 per now high pice rate is Re, 0.20 per unit and
standard output is 10 units per hour, In a day of & hours, A produces 70 units and
B produces 80 units and © produces 90 units. Caleulate the earning of A.B and €
under Gantt Lask plan.

8. 1ow will you calculate machine hour rate under machining department?

9, What are the classificatiors of overhead cost?

10, What are the steps in overhead Accounting?

11. What is process costing?

12, Input 3800 units: output 3000 units, work-in-progress 800 units.

[ | Degrecof | Process costs |
| completion _ Rs
'Ea_u_:rials 30% 7280 |
| Labour T% 10680

_ Overheads T0% [ 7120

Find out Equivalent Production.

13. In process B,75 units of & commuodity were transferred [rom process A at 4 cost.
of Rs.1310.The additional expenses incurred by the process were Hs, 190, 20% of
the units entered are normally Tost and sold @Rs.4 per unit. The output of the
process was 74 units, Prepare Process B Account.

14. A company maintained scparate cost and financial aceounts and the costing profit
for 1993 differed to that revealed in financial accounts, which was shown as
Rs.50,000. The following information is available

i) .
[ Cost | Financial
‘ Accounts | Accounts
Rs, __Rs.

| Gpering S i Materials 3,000
Closing Stacks of Raw Materials _4.000
['Opening Stocks of Finished Goods 12,000

| Closing Stocks of Finished Goods | 14,000

iy Dividends with Rs. 1000 were received by the company.

iii) A machine with net book value of Rs. 10,000 was sold during the year for
Rs. 8,000,

iv) The company charged 10% interest on its opening capital
Rs.80,000 to its process costs, You are required 10
figure which was shown in the cost aecounts. ;

15. The Rama Corporation produces four products in & manufi
Corporation produged 10000 units ol A, 20000 units of B
25000 ynits of 1), The cost hefore split off peint for
140000. Using the average unit cost method (i) Calg
(i) Show how the joint cost would be apportioned



PART B (5x 14= 70 Marks)
Answer ALL the Questions

16. a. Explain the Difference hetween Cost Accounting and Financial Accounting
Or
b. The following particulars have heen extracted from the costing records of a
manufacturing co., for the year ended 30" June, 2011,

| Particulars S —T
[ Raw material purchase | 00,000
_g,_.wa es_.___. L e e
Direct
| Indirect : R
Office Salaries
Finished Goods stock e !
| Advertising - 6,000
Apent’s Commission ) 10,000
| Rent, rates & taxes etc (910 for works , 2,000
L/10 for office)
| Works 4,000 |
| Building-repairs ‘ 2,000
Salaries-plant . ’ 4,000
| Depreciation | Rs.
Plant Machinery ” 4,000
[Building . 2,000]
| Carriage inward N 2,000
Carriage Outward | 6,000
| Sales e 40,000
Opening Stuck- e
Raw material | 4o,00
| Traveling expenses i i 2,000
Power _ e 2,000
Plant Maintenance o R000]
Miscellaneous expenses " |
Plant ] | 2,000]
Office _ 2,000
Closing Stock - gl i
. Raw Matcrials 40,000 |
| Finished goods . 1 6000

Building is oceupied 910 by factory and 1/10 by office. Production 20,000
(Unils}. You are required to prepare a detailed cost slatement,

17. 2. The following transactions occur in the purchase and issue of & material:
Date i i Pnrlicuhigg A

| January 2 Purchased 4000 units (@ Rs. 4.00 per unit
_January 20 | Purchased 500 units @ Rs. 5.00 per unit |
February 5 | Issued 2000 units -

February 10| Purchased 6000 units @ Rs. 6.00 per unit
February 12 | Issued 4000 units e
March2 | Issucd 1000 units S
March 5 Issued 2000 units -
March 15 | Purchased 4500 units @ Rs3.50 per unit |
March 20 [szued 3000 units -

From the above, prepare stores ledger account by adopting LIFO method.
Or
b. Show the Store Ledger entries as they would appear when using Weighted

average method
April 1 Balance = 300 units | Rs. 600
|2 Purchase | 200 units | Rs. 440
4 Issued | 150 units. -
6 Purchase | 200 unils | Rs.460
S Issued 150) units -
19 Issued 200 units i
22 | Purchase | 200 units | Rs. 480
27 | issued | 250 umits -

18, a. The New Enterprises Ltd., has three Production Departments A.8.C and 1w §
Service Departments D and E. The following figures are extracted from the
records of the company: :

» Particulars ) i Hs.
! Rent and rates 5,000
[General lighting | 600
| Indirect Wages L L500
Power ) 11500
Depreciation of Machinery | 10,000

Sundries [ 10,000

The following further details are available:



" Total | A A J{ """ '_T D_H_F_i
10006 | 2,000 1,500 0(](! 12,000 ULL
% 0

= ol ! 5
| L \0 . 1y

N TR um L 2000 | 3000 \]\500 LN \“

Machines Y 150 | &b 3N 50 10

f ueof\-iachmer (Rs]) | 2,50000 '|L6U 000 | %uouol, ~1,00,000 .5,t)m|, 000_,

U - 6226 a8 | 4066 | - |

1. A B cC [ b | E |
[D 20% | 30% | 40% | - [ 10% |
[E 40% | 20% | 30% | 10% . —1

What is the tolal cost of an article if its raw material cost is Rs. 50, labour cost
Rs. 30 and its passes through Departments A,B and C for 4,5 and 3 hours
respectively?
i Or

b A companies has three production departments and two service departments end
for a period the departmental distribution summary has the following totals:

LI Particulars et Rs. |
Production Departments: il
P, — Rs. 800 ; P; ~ Rs, 700 and P;—

2l el 2000 |

Service Departments : )

S;— Rs. 234 and §; — Rs. 300 534
2534 |

i The excess of the service departments are charged out on a percentage basis as

follows:
| Departments | Py P, | Py 5 [ 8
| Service Department §1 | 20% | 40% [30% | - | 10%
[ Service Department 52 | 40% | 20% | 20% | 20% | -

Prepare a statement showing the apportionment of two service departments
expenses 1 Production Departments by Simultaneous Equation Method.

19. a. The Benpal Chemical Co. Ltd., produced three chemicals during the months of
July 1995 by three conseculive processes. [n each process 2 per cent of the
total weight put in is lost and 10 percent is scrap which from process (1) and
(2) realizes Rs. 100 2 ton and form process (3) Rs. 20 a ton, The product of
three processes is dealt with as follows:

I __' _'_ Prncess ﬁ Process i1 Process 111 |
| Passed Lo next U sk | S \
\ \ '\ \
moesss - L . N R
“. Stk ept Tor wle | 2% 4 LU A0

T TProcessl | ProcessTl | Process 11} o

= Rs. |Tons Rs. |Tons|[Rs. | Tons)
| 00

Raw materials | 120000 | 1000 | 28000 | 140 | 107840 {1348 |
Manufacturing | ags00 .| 18520 15000 |-

Wages il |
[General Expenses | 10300 [~ |mo | T

Prepare Process Cost Account, showing the cost per ton of each product.
Or
b. A particular brand nl‘phcnvl passed through three important processes, During
the week ended 15™ January, 1992, 600 gross of bottles are produced. The cost
book show the following information: i
Process | Process 2 Process3 |

1
() Rs. | Rs. Re ‘
Material 4000 | 2000 | 1500
Labour 3000 | 2500 2300 |
Direct Expenses 600 | 200 | 500
| Costofbottles | Nil 2030 | Nil
| Cost of corks | wil MNil | il |

The indirect expenses for the period were Rs, 1,600, The bye-products were
sold for Rs. 240 (Process 2). The residue sold for Rs. 123.50 (Process 3).
Prepare the account in respect of cach process showing its cost and cost of
production of the Finished product per gross of bottles.

o



20. a. The following figures were available in respect of Ashok Engineering
company for the vear ended 31% March 2010:
|' T Finamewl | G
Accounts | Accounts

| - _Rs. | _Rs. |
[Opening Stock: |+ — et
RawMateril "1™ "g000] 50,000
Work-in-progress ; 7,000 6,500
nished Stock ) 5000745001

Work-in-progress 3000 3,700
Finished Stock T 59001 g.900]
Purchasss T —gpop]
Direct Weges T zp0001 1]
Sales 21000
I,
l}acmw_ Expenses Lluwgoo .
Administration Expenses | 3.000 2300
R B Ve
| Belling Expenses ; 4504 |
4
e el Eﬂ_db@
Financial Expenses | {ogg] .
| Interest and Dividends | i | . |
Received ez 2 B A

Compute profit in financial Aceaunts and prepare a Reconciliation Statement,

O

b. Censtruction Lid is engaged W two contracts A and B during the year, The

following particulars are obtained at the year end (Dec 313

(R | Contract | Contract B |

| | A | |

| Date of Commencement April 1 Sep. 1 |
Rs Rs

T B3 o |
| Contract Price : 6,00,006 [ 5,00,000 |
Materials issued 1,60,000 60,000

Materials Returned 4,000
Materials at site (Dec 31) I 22,000
Direct Labour 1, 50,000
Site Expenses [ 66,000
Etabiishm ent Expenses 25,
| Plant installed at site 80,000

[ Value of plant (Dec 31y
Cost of contract not yet
Lcertified ke | #4000
| Value of contract certified |
Cash received from conlractees

65,000 64,000

| Architect’s Fees

During the period materials amounting 1o Rs.9000 have been transferred |

from contracl A to contract B. You are required Lo show:
(#) Conltract Accounts,
(b) Contractees Accounts and
(e} Extract from Balance Sheet as on December 31, clearly showing the
caleulation of work-in-progress.

|
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PART A (15X 2= 30 Marks)
Answer ALL the Questions

il Stzte four objectives of Cost Accounting.
‘om the following caleulate the prime cost:
Materials Hs.6,4350, Direct Wages Rs 8,000, Factory Overbeads Rs.2,930,
Opening Stock of Work-in-progress Rs.1,300 and Closing Stock of Work-in-
progress Rs. 3,450,
3, From the following caleulate the cost of goods sold:
i Cost of production Rs.18350, Opening Stock of Finished Goods Rs.7150, Closing
© stock of Finished Goods Rs.4200.
4, Calculute Average stock level
Normal usage 150 units per week each
Minimum usage 250 units per week each
Maximum usage 750 units per week each
He-order quantity A:3000 units B:3000 units
Re-order period A4 to 6 weeks ;2 to 4 weeks
5. Find E.0Q.Q. from the following
Annual Usage : 600 units
Cost of material per unit : Rs., 20
Cost of placing and receiving one order [Rs.60
Annual carrying cost of one unit: 10% of inventory values.

6. Rate per hour = Rs.1.50 per hour
Time allowed for job = 20 hours
Time taken =15 hours

Calculate the total earnings of the worker under the Halscy Plan. Also find out
eflective rate of earning.
7. What is overhead?

8. A company is producing 3 types of products A,B and C The sales territory of the
company is divided into 3 areas X, and Z.

| - “TEx
Product | X |
) Rs. | Rs. | Rs.
A | 50,000 | 20,000

B__30000] - | 80,000
¢ - 170000 ] 40,000
The budgeted advertising cost is as under: _ —

| Tereitory Total |

X [ A Rs.
Rs. Rs. Rs. |

| Local Cast 3,200 | 4500 | 4,200 | 11,900
General Cost | - -__J_ i | 5800 |
You are required to find the advertising cost percent on sales for each product
and terrilory showing how you will present the statement to the management.

9. Whal do you mean by development cost?

10, What is abnormal process loss?

11, In process A 100 units of raw materials were introduced at a cost of Rs. 1000, The
other expenditure incurred hy the process was Rs.602 of the unils introduced
10% are normally lost in the course of manufucture and they possess a scrap
value of Rs.3 each, The output ol process A was only 75 units. Prepare Process A
Account,

12, 50 units are introduced into a process st a cost of Rs,50.The total additional
expenditure incurred by the process is Rs.32 of the introduced 10% are normally
spoil in the course of manufacture; these possess a serap value of Re.0.20 each.
Owing to an accident only 40 units are produced.

13. The profit shown in the financial accounts was Rs.1,12,870 and for the same

period the cost accounts showed a profit of Rs. 27,040,

Cost Financial
| Accounts Accounts
| 1 Rs. LT
Deprec S 98260 105,200
[Stock valuation: ;
. Opening 2,75,100 2,535,000
~ Clasing 1,82,180 1,487,500
| Profit on sale of usse - 4,50
Dividend Received = 26,35
Imputed rent charge | 32,500 | |
Recongile the profit figures i L [ |

14. The accounts of pleasants company Lid show for 1995:
Materials Ks.3,50,000, Labour Rs, 2,70,000, Factory Overheads Rs 81,000 and
Administration Overheads Rs, 36,080 Show the percentage of Factory Overheads
on the basis of Labour and Administration Overheads on the basis of works cost.

[~



15. From the {ollowing information apportion marginal cost and fixed cost on b. The standard price of a material is fixed al Rs.10 per unit. Prepare the Stores

suitable basis and obtain profit?loss under each of the joint products: Ledger Account showing how the cost of materials issued and value oqutancc
Sales: A 200 kg @ Rs.40 per kg and B 400 kg @ Rs.20 per kg in stock will be recorded under the standard price method from the following
Total Cost : Marginal cost Rs.6000 and Fixed cost Rs.5000 purchases and issucs made during October, 2011 <
| Date Particulars | Quantity | Rate |
PART B (5x 14= 70 Marks) October 2| Received 2000 Units 11
Answer ALL the Questions [ 5 | Received 1000Units | 10|
10 | Issued 1200Units | -
16. & Describe the classifications of costing. | 18 | Received 800Units | 9
Dr ' 25 [ Issued 900Units | -
b, A manufacturing concern requires a statement showing the result of its | 29 | Received 500Units | 12
production operatien for September, 201 1. Cost records give the following i' . 30 | Tssued 1100Units | -
informaticn. ) Also tind oul the efficiency of purchasing materials.
[ Particulars 01.09.2011 | 30.09.2011
| Raw Material 1,00,000 ] 1,23,500 18, a. Superfine Ltd. has furnished the following particulars for the half year ended
Finished Goods 71,5000 42,000 Mareh 31, 1992, Compute the department O/H rates, For the each of the
Work-in-Progress | 31,000 34,500 Productions department assuming that the O/H charges are recovered as a % of
direet wages.
Trensactions during the month of September, 2011:
\ . Particulars . Rs. Particular Production Dept. _ Service Dept.
Purchase of Raw Materials | 88,000 A | B C .| E
Direct Wages 70,000 Direct Wages 4,000 6,000| 8000 2,000 4,000
Works Expenses 39,500 Dircet Material 2,000 4,000{ 4,000 3,000] 3,000
Adminisiration Fxpenses | 13,000 [No. of Employee 100 150] 1501~ so[” 0
Sale of Faclory Scrap 2,000 | EB KWH 8,000 6,000 4,000 2,000 2,000
Selling & Distribution Expenses 15,000 | Light point 10 16| 4] 6 4
Sales . 2,584,000 | Assert value 1,20,000 80,000' 60,000 | 20,000 | 20,000
| Area occupied (sq. 150 250 100 50 50
17. a, The following transactions took place in respect of an item of material: | meters) N
| Jan 1] Opening Balance 500 Units (@ Rs. 4.00 Over Head expenses for the above period
o4 Isswed o [200 Units Motive Power 3,300
5 Received 200 Units @ Rs. 425 | Lighting 400 |
10 Tssued b 400 ! Stores exp 800 |
12 Received 150 Units (@ Rs, 4.10 | Staff welfare 4,800
15 Pssued 1100 Units Deéprecation 30,000
19 | Issued . {100 Units | Repair 15,000
| 20 | Received | 300 Units @ Rs. 430 | | Rent & Rates 1,200
7 sived 1400 Units @ Rs. | | General expenses | 12,000
. d ) ‘I 200Unis Apportion the expenses of service dept D in proportion to the direct wages &
30 [lssued 1250 Units_ that of E in the ratio 5:3:2 to production dept AB.C.
Issues arc to be priced on the principle of * First in First Qut*, Write out the Or
stores  ledger Account in respect of the materials for the month of January. b. Shiva Industries Ltd., has four departments. A, B and C are production
Or departments and D is the service department. The actual expenses for a mon

were as follows:




| Particulars Rs. |

| Rent 1 6,000]

_ Repairs to plant . 3,600

| Depreciation 2,700

I Lighting charges 600

[ Supervision 9,000
Insurance of stock | 3,000
Power = 5,400
Employee’s Insurance Employer's 900
liability |

The following information is also available:

[ Dept A [ Dept. B [ Dept. C | Dept. D

[AreaSgft. | 300 220 180 100
[ No ol workers | 48 32 24 16
[Total wages | 8,000 | 6,000 | 4,000 [ 2,000

Value of plant | 24,000 | 18,000 | 12,000 | 6,000
Value of stock | 15,000 | 9,000 | 6,000 -

Apportion the costs to four departments on the most equitable method,

19. a. The product of a company passes through three distinct processes to
completion. These processes are known as A,B and C. From past experience it
is ascertained that wastage is incurred in cach process as under:

Process A 2% of input
Process B 3% of input
Process C 10% of input

The normal process loss cccurring in the three processes is regularly sold at the
rates of 50 paise (Process A}, Re. | (Process B) and Rs. 2 (Process C) per unit
respectively the output of each process passes immediately to the next process
and the finished units are transferred from Process C to finished stock. The
following expenses were incurred.

There was not stock of work-in-process in uny process.

Prepare the process accounts and abnormal wastage account, assuming that

the Abnormal wastage collected together for all the three processes was sold

in one lump and fetched a price of Rs. 10.000.

Or
b. A certain product passes through three processes before it is completed. The

output of each process is charged (o the next process at a price calculuted o give
a profit of 20% on transfer price(i.e. 25% an cost price). The output of process
111 is charged Lo finished stock account on a similar basis. There was no waork-in-
progress at the beginning of the year and overheads have been ignored, Stock in
each process has been valued at prime cost of the process. The following data are
obtained at the end of 31% March, 2010,

== Process 1 | Process I | Process [T | Finished Stock
3 Rs. Rs. | Rs.
Direct Material 4,000 G000 | 2000 -
Direct wapss 6,000 4,000 | 8000 .
[Stockon 31" March | 2,000 4000 | 6000 | 3000
Sales during the year - = 1 . 36,000

From the above information prepare
i. process cost accounts showing the profits element at each stage
ii. actual realized profits
iii. stock valuation as would appear in the balunce sheet.

20, 4. A factory’s normal capacity is 120000 units per annum. The estimated costs of
production are as under:

Direct Materials Rs.3 per unit, Direct Labour Rs.2 per unit (subject to 2
minimum of Rs.12,000 pm) Owerheads — Fixed Rs. Rs.1,60,000 per
annum, Variable Rs.2 per unit, Semi- Variable Rs. 60,000 pa upto 50%
capacity and an additional Rs.20,000 for every 20% increase in capacity or parl
thereof.

In 2010 the factory worked at 50% capacity for the first three months but
it was expected that it would work @80% capacity for the remaining 9 months.

During the first three months, the selling price per unit was Rs, 12, What
should be the price in the remaining nine months to produce a total profit of
Rs. 2,18,0007

Or

A _| B cl
Materials consumed 40,000 | 20,000 | 15,000
Direct labour | 42,000 | 42,600 | 35,000,
Manufacturing expenses | 14,600 | 8,380 | 13,920
{ Repairs to Plant & Machinery | 2,800 | 3,350 | 1,400 |

20,000 units have been issued to Process A at cost of Rs, 80,000. The output
from each process has been as under:

Process A 19,500
Process B 18,800
Process C 16,600



b. From the following data prepare a cost and profit statement of popular stoves
manufacturing co for the year 2001:

~_Particulars oy i_ Rs.
Stock of materials on 1.1.2001 | 35,000
Stock of materials on 31.12.2001 4,900
Purchase of materials | 52,500 |
| Direct wages 95,000
| Factory expenses |\ 17,500
| Establishment expenses 10,000
| Completed stock in hand on 1.1.2001 NIL
Completed stock in hand on 31.12.2001 | 35,000
Sales 1,89,000 |

The number of stoves manufactured during the year 2001 was 4000.

The company wants to quote for a contract for the supply of 1000.Electric
stoves during the year 2002. The stoves to be quoted are of uniform quality and
make and similar to those manufactured in the previous year; but cost of
materials has increased by 15% and cost of factory labour by 10%.

Prepare a statement showing the price to be quoted to give the same
percentage of net profit on turnover as was realized during the year 2001,

assuming that the cost per unit of overheads will be the same as in the previous
year.



First Internal Examination Answer key for
Applied Cost Accounting

PART - A
Choosethe Correct Answer
1. (a) Ascertainment of cost

2. (d) Decision Making and cost controlling
3. (a) Accounts
4. (b) Limitations
5. (c) Cost accounting
6. (b) Prime Cost
7. (c) Reporting
8. (€) production
9. (b) variable
10. (b) material
11. () Stock
12. (a) Fixed
13. (c) V2AO/C
14. (a) Storekeeper
15. (&) Minimum
16. (c) Raw material
17. (d) costing
18. (b) Always Better Control
19. (b) Ordering and carrying cost
20. (b) Complementary to each other
PART B

Answer All the Questions
21. 9
i) Cost: Information regarding cost of each product or service would enable the management
to know where to economize on costs, how to fix prices, how to maximize profits and so on.
i) Costing: The costing terminology of C.ILM.A ., London defines costing as the “the
techniques and processes of ascertaining costs”.
iii) Cost Accounting: Cost Accounting may be regarded as “a specialized branch of
accounting which involves classification, accumulation, assignment and control of costs.”

iv) Cost Units. The Chartered Institute of Management Accountants, London, defines a unit



of cost as “a unit of quantity of product, service or time in relation to which costs may be
ascertained or expressed”. The forms of measurement used as cost units are usualy the units
of physical measurements like number, weight, area, length, value, time etc.
Following are some examples of cost unit.
V) Cost Centre: According to Chartered Institute of Management Accountants, London, cost
centre means “a location, person or item of equipment (or group of these) for which costs
may be ascertained and used for the purpose of cost control”.

(Or)
b) Methods of costing.

1. Job costing: It includes the following costing,
a. Contract Costing
b. Bach Costing
c. Termina Costing
d. Operation Costing
2. Process Costing
3. Unit or single or output or single output costing
4. Operating Costing
5. Multiple or Complete Costing
6. Uniform Costing
7. Departmental Costing
8. Standard or Predetermined Costs.
9. Marginal Costs

22.9) Cost Sheet:
Total Cost (Rs.) Cost per Unit (Rs.)
Prime cost 1,28,000 32
Works cost 1,60,000 40
Cost of production 1,76,000 44
Statement of Profit (3,600 units)
Cost of production (3600 x 44) 1,58,400 44
Cost of Goods sold 1,63,800 45.50
Profit 16,200 4.50
Sales 1,80,000 50
(Or)
b)

Statement of Cost
Prime Cost 6,70,000
Cost of Production  7,80,000



Total cost 7,90,000

Net Profit 10,000

Sales 8,00,000

23.9) Material X (Units) Material Y (Units)
Minimum level 400 300
Maximum level 1300 1500
Ordering level 900 600

(Or)
b) Economic ordering quantity 2,500 Kgs

No. of orders placed in ayear 4 order per year



Answer key for Second Internal Examination
Applied Cost Accounting

PART - A (20X 1 =20 Marks)
Choosethe Correct Answer

1. (d) Pay roll
2. (a) Two
3. (d) Piece rate + Bonus
4. (a) Indirect expenses
5. (&) Administration overhead
6. (c) Controllable
7. (b) vaue of plant
8. (c) Sdlling overhead
9. (a) Service
10. () Direct Materials
11. (a) Production volume decreases
12. (b) Advertisement expenses
13. (8) Minimum Level
14. (b) Indirect
15. (d) Distribution overhead
16. (b) Machine Hour
17. (a) Service department
18 (d) selling
19. () Fixed overhead
20. (a) Floor area
PART B
Answer All the Questions

21. a) An Integrated Accounting System would be one where only a single set of books

would contain al the information of Financial Accounting as well as Inventory/ Cost

Accounting. Such a system would be very difficult to maintain if accounts are maintained

manually. But most available Computerized Accounting Systems are Integrated Systems.

Here we take the example of an Integrated Accounting System (our own product by the

name: “Soft Accounting System”) and explain how it’s functionality differs with Non-

Integrated manual Accounting system



(Or)
b) Total cost of all departments 13,600
Production Department:

P 4,451
Q 3,626
R 2,582
S 1,997
Service Department
T 944
22.a) Apportionment of Advertising cost
Territory
X Y Z Total
Local cost 3200 4500 4200 11900
Genera 1600 1800 2400 5800
The advertising cost of each territory is apportioned among the products
Product
A B C Total
Territory X 3000 1800 - 4800
Territory Y 1400 - 4900 6300
Territory Z - 4400 2200 6600

(Or)
b) Journalise the following transactions assuming cost and financial accounts are integrated.

Rs.

i. Stores ledger alc Dr 20000

To sundry creditors 20000
ii. Work in progress control a/c Dr 15000

To Stores ledger control a/c 15000
iii. Wages control alc Dr 8400

Factory overhead control a/c Dr 3600

To bank alc 12000
iv. Work in progress control a/c Dr 9500

To Factory overhead control a/c 6650

To Wages control alc 2850



v. Factory overhead control a/c Dr
To Bank alc

23. a). Total earnings under

(i) Time wages system — Rs. 37.50
(i) Piece wage system — Rs. 47.50
(iii) Halsey plan — Rs. 42.50

(iv) Rowan Scheme - Rs. 45

b) Labour turnover under
a) Separation method — 2.5 %
b) Replacement method — 1.5 %
¢) Flux method — 4%

8400

(Or)

8400



Answer key for Model Examination

Applied Cost Accounting

PART - A
Choosethe Correct Answer
1. (a) Accounts
2. (b) Branch
3. (a) Fixed
4. (b) Always Better Control
5. (a) Production volume decreases
6. (d) Work cost + administrative overhead
7. (8) Minimum Level
8. (d) Receipt, Issue and Balance of material
9. (b) Indirect
10. (d) Distribution overhead
11. (b) Machine Hour
12. (b) Direct wages
13. (b) Job costing
14. (a) Petrol/ diesel
15. (a) Railways
16. (b) Job costing
17. (a) Cost
18. (d) Expected Loss
19. (d) Contract costing
20. (a) Selling and distribution
PART B
Answer All the Questions
21. a) Different methods of Costing.
1. Job costing: It includes the following costing,

a. Contract Costing

b. Bach Costing

c. Terminal Costing

d. Operation Costing

2. Process Costing



3. Unit or single or output or single output costing

4. Operating Costing

5. Multiple or Complete Costing

6. Uniform Costing

7. Departmental Costing

8. Standard or Predetermined C
9. Marginal Costs

b) Statement of Cost

Prime Cost 6,70,000
Cost of Production  7,80,000
Total cost 7,90,000
Net Profit 10,000

Sales 8,00,000

22.9)
a) Re-order level — 3900 units
b) Minimum level — 1150 units

¢) Maximum level — 7400 units

b) Labour turnover under
a) Separation method — 2.5 %

osts.

(Or)

(Or)

b) Replacement method — 1.5 %

¢) Flux method — 4%

23. a) Statement of overhead apportionment

Expenses Basis Departments | Total
A B

Rent & Rates Floor Area 218 142 360
Insurance Plant value 104 26 130
Stores expenses Labour hours | 208 534 742
Fireinsurance Plant value 208 52 260
Genera factory | Labour hours | 359 925 1284
labour
Depreciation Plant value 725 181 906




Holiday Pay Direct wages | 236 284 520
Plant repairs Plant value 360 90 450
Total 2418 | 2234 | 4652
(Or)
b) Apportionment of Overhead
Production Departments Service Departments.
A B C P Q

Departmental Expenses | 6,50,000 | 6,00,000 | 5,00,000 | 1,20,000 | 1,00,000
Apportioned of PDept. | 37,783 | 50,378 | 18,892 |-1,25,945 | 18,982

Apportioned of Q Dept. | 47,557 | 35,667 | 29,723 | 5,975 -1,18,892

7,35,340 | 6,86,045 | 5,48,615 | - -

24. @) Cost of running a bus per kmis 0.50

(Or)
b) Retention money: - Regardless of the amount of work certified, the contractor is paid a
specified percentage of the same and the balance is held or retained by the contractee. This
is because of the fact that the contractee has to safe guard himself against any contingency
arising from the non fulfilment of the terms of the contract by the contractor. The unpaid
balance of work certified or the amount held back or retained by the contractee is known
as ‘retention money’.
Escalation clause: This is clause which is provided in the contract to cover up any
increase in the price of the contract due to increase in the prices of raw materia or labour
or in the utilization of any other factors of production. If material and labour utilization
exceeds a particular limit, the customer agrees to bear the additional cost occasioned by
excessive utilization. Here, the contractor has to satisfy the customer that excessive
utilization is not the result of decreased efficiency.
Work in Progress: It is the unfinished contract at the end of the accounting period and it
includes amount of work certified and amount of work uncertified. Work in progress is an

asset, shown in the balance sheet by deducting there from any advance received from the



contractee.
25. a) Process A Alc
Abnormal wastage 100 units amounted to Rs. 421.

Transfer to Process B A/c 9,400 units @ Rs. 4.206 amounted to Rs. 39,539.

ProcessB A/c

Abnormal wastage 160 units amounted to Rs. 1,087.
Transfer to Finished stock A/c 8,300 units @ Rs. 6.80 amounted to Rs. 56,358.

(Or)
b) Statement of Equivalent Production
Completed work Tota Units Equivaent units
in progress Materias (Rs.) Labour (Rs.) Overhead (Rs.)
3,000 3,000 3,000 3,000
800 640 560 560
3800 3640 3560 3560




Question Option -1 Option - 11 Option - 111 Option - IV, Answer
Costing is a technique of Ascertainment of [analyzing of cost utilization of cost |cost reduction Ascertainment of cost
Cost accounting provide data for Planning Organizing Decision making |Decision Making and [ Decision Making and
Cost accounting is a separate No branch Branch Batch No Batch Branch
Cost accounting serves the Management Financial Marketing Owners Management
information needs of
Cost accounting has been developed |Advantages Limitations Importance Cost Limitations
because of of financial
Management accounting is concerned | Financial Cost Management Auditing Management
with accounting information that is
accounting deals with Cost Financial Management Auditing Management
monetary as well as non-monetary
Historical costing is also known as  |Uniform costing [Standard costing Traditional Job costing Traditional costing
costing
is a technique / process of | Costing Cost Cost accounting | Management Costing

is ascertainment of cost
after they have been incurred.

Marginal costing

Historical costing

Direct costing

Indirect costing

Historical costing

is used of same costing Uniform costing |Marginal costing Standard costing |Job Costing Uniform costing

principle or practices by several
methods has been Multiple costing |Farm costing Operating Job Costing Farm costing

dropped from the latest CIMA costing
Cost accounting can be used only by |Big Small Big and Small | Trading Big and Small

concerns
Many theories can be proved or Cost accounting |Management accounting | Financial Financial Financial accounting.
disproved in the light of basic accounting. management
principles of

cost are those costs Capital Revenue Direct Indirect Capital
The chief objective of management  |Public Employees Management Government Management
accounting is to serve ---------
The term management accounting USA China India Japan USA
Management accounting involves- Recording of Recording of transaction |Preparation of | Analysis and Analysis and
costs accounts interpretation of data |interpretation of data
Management accounting is also Cost accounting |Financial accounting Corporate Decision accounting. | Decision accounting.
known as ---- accounting

Management accounting functions are|Complementary |Contradictory in nature Neutral effect Opposite effect Complementary in
»»»»»» in nature nature
Management accounting provides Planning Controlling functions Co-ordinating All managerial All managerial
valuable services to management in  |functions functions functions. functions.

performing.

Management accounting is

An extension of

An extension of cost

An extension of

An extension of cost

An extension of cost

financial accounting. auditing accounting and accounting and
accounting. Management Management
accounting accounting
Management accounting is concerned |Plans Cost Purchase Sales Plans
Installation of management Compulsory Optional Optimum Fixed Optional
The term of appointment of financial |Board of Atrticles of association Memorandum of |Chairman Board of Directors and
controller may be fixed by the --------- Directors Association Atrticles of Association

Financial accounting deals with

Determination of

Determination of profits

Determination of

Determination of

Determination of

- costs prices production profits
The term management accounting 1910 1939 1950 1970 1950
Preparation of financial accounts is | Sole trader Partnership firm Joint stock Co-operative socities |Joint stock companies
compulsory for ------------- business companies
is the oldest branch of Management Cost accounting Financial Corporate Financial accounting
accounting. accounting accounting accounting.

Management accounting also
comprises the preparation of financial
reports for non-management groups
such as

Shareholders

Creditors

Tax authorities

Tax authorities,
Shareholders and
Creditors

Tax authorities,
Shareholders and
Creditors

Management accounting and cost Supplementary  [Complementary to each Independent to  |Opposite to each Complementary to
accounting are ---------------- to each other other each other other each other
___isalso known as Management | Management Cost accounting Financial Corporate accounting | Management
oriented accounting. accounting accounting accounting

is concerned with accounting [ Management Cost accounting Financial Corporate accounting | Management
information which is useful to accounting accounting accounting
management in maximizing profits or
minimizing losses.

is the general accounting Financial Cost accounting Management Budgeting. Financial accounting

which relates to the recording of accounting accounting

business transactions in the books of




is the process and techniques |Management Financial accounting Cost accounting Budgeting Cost accounting
of ascertaining costs. accounting
---------------- is important part of Budgeting Fixing standards Inventory control | Interpretation of data | Interpretation of data

management accounting

The primary objective Of---------------- Cost accounting  |Financial accounting Management Auditing Management
- is to enable the management to accounting accounting
maximize or minimize losses
The main objective of management | Cost Financial Auditing Sales Financial
Management accounting makes--------| Forecasting Planning Decision making |Budgeting Decision making
process more modern and scientific
Management accounting is a useful  [Planning Control Motivation Forecasting Control
Return on capital employed is one of |Financial Cost accounting Corporate Management Management
the tools of ------------- accounting accounting accounting accounting

of data are considered as back |Modification of |Analysis and interpretation | Communication |Co-ordination Analysis and

bone of management accounting

data

interpretation

Management accounting is an Motivation Co-ordination Communication |Delegation Communication
important medium of

supplies analytical information|Financial Management accounting  [Cost accounting |Corporate accounting| Management
regarding various alternatives and the |accounting accounting

choice of management is made easy.

is the essence of managerial
activity

Co-ordination

Control

Motivation

Decision making

Co-ordination

Incremental cost is a type of

Differential cost

Out-of-pocket cost

Conversion cost

Factory

Differential cost

Fixed cost per unit increases when ----| Production Production volume Variable cost per [Sales Increases Production volume
----------- volume increases unit decreases decreases
decreases
Opportunity cost helps in ------------ Ascertainment of | Controlling cost Making Sales Decisions Making managerial
cost managerial decisions
Closing stock are valued at cost price |Financial Cost accounting Management Corporate Financial accounting
or market price whichever is less in ---{accounting accounting Accounting
Direct material+ Direct labour+ Fixed cost Prime cost Factory cost Total cost Prime cost
Direct expenses =
Salary of general manager is Factory overhead | Administrative overhead  |Selling overhead |Distribution Administrative
generally treated as -------- overhead overhead
of any product comprises of |Work cost Prime cost Total cost Factory Cost Prime cost
all direct cost
means and represents the | Prime cost Work cost Cost of Cost of sales Cost of production
factory cost plus administrative production
expenses
Indirect material + indirect labour Indirect expenses |Direct labour Direct expenses |Factory overhead Indirect expenses
+ = overhead
. is the sales overhead Office salaries | Advertisement expenses  |Factory rent Indirect material Advertisement
expenses
Prime cost = Direct Direct material+labour Inmaterials Inmaterials +Indirect |Direct material+direct
material+direct _|direct expenses +direct expenses |expenses labour+direct
Works cost = Prime Prime cost+Selling Prime Prime cost+ Selling |Prime cost+factory

cost+factory cost |overhead cost+administrati [overhead cost
Cost of production = Work cost + Work cost + prime cost Work cost x Work cost + Work cost +
Which of the following is equal to Cost of Cost of sales+ distribution |Cost of None of these Cost of
total cost? production+Selli [overhead production + production+Selling
ng and administrative and distribution

The work cost is also known as

Factory cost

Prime Cost

cost of

cost of sales

Factory cost




Question Option - | Option - 11 Option - 111 Option - IV Answer
Quantitative perpetual inventory means ------- Bin card Stores ledger Continuous stock taking  |JIT Stores ledger
EOQ is related to---------- Fixed cost Ordering and carrying Variable cost Total cost Ordering and carrying cost

cost

Bin card is the record of --------

Receipt, issue and
balance of material stock
without the value

Receipt, issue and
balance of material with
value

Fixed assets

Current assets

Receipt, issue and balance
of material with value

ABC analysis stands for -

Always best control

Always Better Control

Automated Better Control

Adjusted best control

Always Better Control

Inventory means

Stock

Material

Stores

Sales

Stock

BIN card is maintained by -

Storekeeper

Accountant

Auditor

Supervisor

Store keeper

EOQ =

VAO/C

VAC/O

\2C0/

\2CA/C

\2CO/1

means below which stock level
should not be allowed to fall at any time

Minimum Level

Maximum Level

Re- Order level

Average Level

Minimum Level

Market price method is also called as---------
method

Standard price Method

Replcement method

Average Method

Base stock Method

Base stock Method

scarp arise due to bad
workmanship

legimate scrap

Administrative scarp

Defective Scarp

Average Stock

legimate scrap

spoilage is uncontrollable or Normal Abnormal Defective Average Normal
unavoidable
card is attached to each bin rack |Material control material transfer note BIN card Stores ledger BIN Card
document which|Material control material transfer note BIN card Stores ledger material transfer note

records transfer of surplus from one job to
another

ensures effective utilisation of | control usage material control wastage material control
material
avoids over investment in control usage material control wastage material control
inventories
ensures upto date maintance of |control usage material control wastege material control
stock records
taking is an essential future of |bin card stores ledger continuous stock taking | Material transfer note |continuous stock taking
the prepetual inventory system
Storce ledger is kept in the ----------- production sales stores costing costing
department
Under -------- method a standard or fixed actual fixed standard costing actual
price is used for pricing issues
Scrap refers to ----------- damage wastage reused valueless damage
refers to a units of output which |scrap spoilage wastage damage spoilage
failed to reach the require standard of quality
or specification
is the portion of raw material lost |scrap spoilage wastage damage spoilage
in processing having no recovery value
gives the complete list of  |job costing process costing unit costing contract costing job costing
materials required for a particular job or
work order
is attached to each bin to | bin card stores ledger bill of material stock transfer note bin card
show the position of stock in the bin
is known as automatic inventory | perpetual inventory stores ledger bill of material stock transfer note perpetual inventory
system
An system of material control Poor Better Efficient good Efficient
will lead to a significant reduction in total
cost of production
helps to prevent over Material control material transfer note BIN card Stores ledger Material Control
stocking of materials
prevents loss during storage |Material control material transfer note BIN card Stores ledger Material Control
of raw materials
card helps the store keeper to | Material control material transfer note BIN card Stores ledger BIN Card
control the stock
By seeing the the storekeeper | Material control material transfer note BIN card Stores ledger BIN Card
can send the material requstion for purchase
of material in time
contains the accounts for | Material control material transfer note BIN card Stores ledger Stores Ledger
each class of material
is maintained in loose leaf |Material control material transfer note BIN card Stores ledger Stores Ledger
form
A gives a complete list [Material control material transfer note BIN card Bill of material Bill of material
of materials required for a particular job or
work order
serve as a purchase Material control material transfer note BIN card Bill of material Bill of material
requsition to the purchase department
method in which FIFO LIFO FFFO LFIO FIFO
materials are issued in order when they are
received in the store
method in which FIFO LIFO FFFO LFIO LIFO

materials received last are issued first

The minimum quanity is known as

Base stock method

Simple Avarage Method

weighted avearge method

Market price method

Base stock method

method is determined by
adding different prices of materials in stock

Base stock method

Simple Avarage Method

weighted avearge method

Market price method

Simple Avarage Method

method takes into account
both quanity and price for arriving at the
average price

Base stock method

Simple Avarage Method

weighted avearge method

Market price method

weighted avearge method

method is also called
replacement method

Base stock method

Simple Avarage Method

weighted avearge method

Market price method

Market price method




method is a standard or
a fixed price is used for pricing the issues

Standard price Method

Simple Avarage Method

weighted avearge method

Market price method

Standard price Method

Anything which has no value is considered |wastage Scarp Spoliage materials wastage
to be

may be normal or wastage Scarp Spoliage materials wastage
abnormal

is sold without further wastage Scarp Spoliage materials Scarp
treatement are used as raw material for
another process
is a document which Material Requstion Note |Material transfer note BIN card Bill of material Material Requstion Note
authorises and records the issues of materials
for use
Goods received note is prepared by the Supplier Customer Producer Distributor Supplier
department receiving the goods from the
document which records transfer| Material control Material transfer note BIN card Stores ledger Material transfer note
of surplus from one job to another
The stores department is a — Service department Production department  [Sales Advertisement Service department
The store is headed by ---- Stores Manager Storeskeeper Stores manager or Purchase Manager Storeskeeper
storeskeeper

The stock register shall show the -----

Receipt of materials

Issue of materials

The balance of materials

Receipt, Issue and
Balance of material

Receipt, Issue and
Balance of material

Reorder level is calculated by using the
following formula ------------—

Maximum consumption
X Maximum reorder
period

Maximum consumption x
Minimum reorder period

Minimum consumption x
Minimum reorder period

Minimum level

Maximum consumption x
Maximum reorder period

In FIFO method, the-----------

Old stocks issued first

New stocks issued first

New stocks or old stocks
are issued first

New Stock only

Old stocks issued first

In standard price method the materials are
issued at -----

Cost price

Market price

Neither the cost price nor
the market price

Standard price

Neither the cost price nor
the market price

is the standard price method

Basic standard price

Current standard price

Standard price

Basic standard price
and Current standard

Basic standard price and
Current standard price

price
T X R+%(S-T)R= Rowan plan Emerson efficiency plan |Halsey premium Maslows premium Halsey premium
Wage sheets is prepared by---------- Production Purchase Sales Pay roll Pay roll
In Taylor’s differential piece rate system -----—| Two Three Four Five Two
------- piece rates are set for each job.
What is considered under Gantt task and Time Piece rate Bonus Piece rate + Bonus |Piece rate + Bonus

bonus scheme?

The taylor’s differential wage system----------

Punishes the inefficient
workers

Encourages the efficient
workers

Punishes the inefficient
worker and Encourages
the efficient workers

Awarded

Punishes the inefficient
worker and Encourages
the efficient workers

is not included in the labour cost

Basic pay

Employer’s contribution
to ESI

Employee’s contribution
to provident fund

Dearness allowance

Employee’s contribution
to provident fund




Question

Option - |

Option - 11

Option - 111

Option - IV

Answer

Overhead means

Indirect expenses

Direct expenses

Work expenses

Fcatory expenses

Indirect Expenses

Classification of overhead is
important in order to identify
cost with

centre

Process

sales

Cost

production

Cost

materials are
those materials which do not
form a part of the finished
goods

Direct

Indirect

Raw material

cost of material

Indirect

of indirect
materials cannot be identified
with and allocated but can be
apportioned to a particular
product

cost

expenses

labour

sales

Cost

labours which is
not directly engaged in
production of goods or services

Direct

indirect

semi- skilled

Skilled

Indirect

The wages Paid for indirect
labour is known as
expenses

direct

indirect

bonus

penalty

Indirect

labours helps the
direct labour engaged in
production

direct

Idirect

bonus

penalty

Indirect

expenses that are
not directly charged to
production

Indirect

Direct

overhead

selling

Indirect

Factory expenses is also known
as

production overhead

manufacturing overhead

selling overhead

distribution overhead

Manufacturing overhead

overhead covers
all expenses incurred from
stage of raw materials to
finished goods

production overhead

factory overhead

selling overhead

distribution overhead

Factory overhead

incurred for
running the office

Adminstaration overhead

factory overhead

selling overhead

distribution overhead

Adminstration overhead

incurred for
actual sales and promotion of
sales

administration overhead

factory overhead

Selling overhead

distribution overhead

Selling overhead

incurred for
packing and delivery of goods
to customers

administration overhead

factory overhead

selling overhead

Distribution overhead

Distribution overhead

do not vary with
the volume of products

Fixed overhead

variable overhead

selling overhead

semi variable overhead

Fixed overhead

are partly fixed
and partly variable

Fixed overhead

variable overhead

selling overhead

semi variable overhead

Semi variable overheads

oveheads refers
to such overhead which are
expected to be incurred in
attaining a given output

Normal

Abnormal

Controllable

Un controllable

Normal

oveheads refers
to such overhead which are not
expected to be incurred in
attaining a given output

Normal

Abnormal

Controllable

Un controllable

Abnormal

cost are
variable cost which can be
controlled

Normal

Abnormal

Controllable

Un controllable

Controllable

cost are fixed
cost which cannot be controlled

Normal

Abnormal

Controllable

Un controllable

Un controllable

materials are
those materials which do not
form a part of the finished
goods

direct

Indirect

Raw material

cost of material

Indirect

is the process of
grouping of cost according to
their common characterstics

Cost Classification

Cost Allocation

Cost Apportionment

Cost absorption

Cost classification

is defined as the
allotment of whole amount of
cost centre or cost units

Cost Classification

Cost Allocation

Cost Apportionment

Cost absorption

Cost allocation

is defined as the
alloment proportions of cost to
cost centre or cost units

Cost Classification

Cost Allocation

Cost Apportionment

Cost absorption

Cost apportionment

means allotment
of overheads to jobs

Cost Classification

Cost Allocation

Cost Apportionment

Cost absorption

cost absorption




Expenses which can be directly
identified with a particular
department or cost centre is
called

Cost Classification

Cost Allocation

Cost Apportionment

Cost absorption

Cost Allocation

Allocation and apportionment | Departmentalisation Cost Allocation Cost Apportionment Cost absorption Departmentalisation
of overhead expenses to various
production and service
department is known as
department are | Service Production Sales Purchase Service

those department which enable
other department tp work

ensures Departmentalisation Cost Allocation Cost Apportionment Cost absorption Departmentalisation
accuracy in cost ascertainment
facilitates Departmentalisation Cost Allocation Cost Apportionment Cost absorption Departmentalisation

work and supervision

is esssential for
budgetary control

Departmentalisation

Cost Allocation

Cost Apportionment

Cost absorption

Departmentalisation

is obtained by
dividing the amount of
overheads by direct material
cost

Direct material cost percentage

direct labour cost percentage

prime cost percentage

work cost percentage

direct material cost percentage

is obtained by
dividing the amount of
overheads by the direct wages

Direct material cost percentage

direct labour cost percentage

prime cost percentage

work cost percentage

Direct labour cost percentage

is obtained by
dividing the amount of
overhead by the prime cost

Direct material cost percentage

direct labour cost percentage

prime cost percentage

work cost percentage

prime cost percentage

is obtained by
dividing the amount of
overheads by the labour hours

Direct material cost percentage

direct labour cost percentage

prime cost percentage

Direct labour hour percentage

Direct labour hour percentage

is obtained by
dividing the amount of
overheads by the macchine
hours

Direct material cost percentage

direct labour cost percentage

machine Hour rate

Direct labour hour percentage

machine hour rate

Overheads in cost accounts are |Estimate Rates Fixed rates Variable rates semivariable rates Estimated rates
usually the basis of
report helps the |Audit cost estimated historical cost Audit

management in decision
making

method helps to
compare the efficiencies and
cost of operating different
machines

Direct material cost percentage

direct labour cost percentage

Machine Hour rate

Direct labour hour percentage

Machine hour rate

Under absorption, the

overheads absorbed in

production less than the
overhead

Actual

work

selling overhead

distribution overhead

Actual

absorbtion
means that the overhead
absorbed in production are
more than that of actual
overhead

under

Over

Fixed

Variable

Over

rate is the cost
of running a machine per hour

Labour per hour

Machine Hour

wage hour

indirect labour hour

machine Hour

Each machine or group of

machine is treated as a cost

centre in order to identify the
expenses

Fixed overhead

Direct overhead

Variable overhead

Semi variable overhead

fixed overhead

Standing charge is also known
as

Fixed overhead

Direct overhead

Variable overhead

Semi variable overhead

fixed overhead

Machine expenses is also
known as

Variable expenses

Fixed Expenses

Semi variable Expenses

Direct expenses

Variable Expenses

State the bases of Floor area value of plant value of stock value of materials Floor area
apportionment for rent

State the bases of Light points value of plant value of stock value of materials Light points
apportionment for lighting

State the bases for Light points value of plant value of stock value of materials Value of plant
apportionment of depriciation

of plant and macinery

State the bases of Light points value of plant value of stock value of materials value of stock
apportionment for insurance of

stock

State the bases of Light points value of plant value of stock value of materials Value of materials

apportionment for material
handling charges

State the bases of
apportionment of supervision

No. of, Employees

value of plant

value of stock

value of materials

No.of, Employees




State the bases of
apportionment of repairs to
plant

No. of, Employees

value of plant

value of stock

value of materials

Value of plant

Each machine or group of

machine is treated as a cost

centre in order to identify the
expenses

Fixed overhead

Direct overhead

Variable overhead

Semi variable overhead

fixed overhead

Canteen expenses is
apportionmet based on

No.of, Employees

value of plant

value of stock

value of materials

No.of, Employees

State the bases for
apportionment of indirect
materials

Direct Materials

value of plant

value of stock

value of materials

Direct materials

State the bases for
apportionment of indirect
wages

Direct Materials

Direct wages

value of stock

value of materials

Direct wages

State the bases for
apportionment of municipal
taxes

Floor area

value of plant

value of stock

value of materials

Floor area

State the bases for advertising

Actual Expenses

value of plant

value of stock

value of materials

Actual Expenses

is the process
of distribution of overheads to
various departments

Cost Classification

Cost Allocation

Cost Apportionment

Cost absorption

Cost Apportionment

method
depends upon the type and size
of the business

Cost Classification

Cost Allocation

Cost Apportionment

Cost absorption

Cost Classification

is process of
charging the full amount of
overhead without division

Cost Classification

Cost Allocation

Cost Apportionment

Cost absorption

Cost Allocation




Question

Option - |

Option - 11

Option - 111

Option - IV

Answer

is the
production carried on
against specific orders
from customers

Process costing

Job costing

Unit costing

Contract costing

Job costing

Cost price unit sales Cost
accumulated for each
job
Job costing is a Cost allotment Ascertainment of cost  |allocation of cost classification of cost Ascertainment of cost
method of

cost
of an individual job

Each job is treated as
a cost unit for which
costs are

ascertined

accumulated

collected

changed

accumulated

Job costing shows the
cost and of
each job

profit& losss

profit

loss

revenue cost

profit

method of costing
adopted in printing
press

Process costing

Job costing

Unit costing

Contract costing

Job costing

Job costing is also
known as

terminal costing

Job costing

Unit costing

Contract costing

terminal costing

Specific order costing
is also known as

Process costing

Job costing

Unit costing

Contract costing

Job costing

In costing
the production is
always against the
customer order

Process costing

Job costing

Unit costing

Contract costing

Job costing

The cost data
provided by job
costing helps in

Decision making

Planning

Cost control

cost Reduction

Planning

Cost reordered under
job costing help in
preparation of

Report

Budget

Cost Data

Selling Price

Budget

Operating costing is
also called

Process

Job costing

Contract costing

Service costing

Service Costing

isa
method of costing
applied to ascertain
the cost of providing a
service

Operating Costing

Job costing

Contract costing

Service costing

Operating Costing

type of costing used
in transport services

Operating Costing

Job costing

Contract costing

Service costing

Operating Costing

Service rendered in
the same
oraganisation is
known as

Internal Service

External Service

Both

Costing Service

Internal Service

percent is calculated
by dividing the toatl
cost by number of
service units
produced or renderd

Operating Costing

Job costing

Contract costing

Service costing

Operating Costing




A proper cost unit
must be selected in

oredr to ascertain the
unit

of services

Cost

Demand

Sales

Supply

Cost

Other name of service

costing

Operating Costing

Job costing

Contract costing

Service costing

Operating Costing

Industries using

costing do not
produce goods but
render service

Operating Costing

Job costing

Contract costing

Service costing

Operating Costing

Service rendered to
the customers is
known as

Internal Service

External Service

Both

Costing Service

External service

Example of external
services

Hospital

Manufacttuting industry

service outlet

distributors

Hospital

In

case only one variable

is taken

Simple cost unit

composite cost unit

Multiple cost unit

single cost unit

simple cost unit

In
case more than one
variabke is combined

Composite costing

multiple costing

single unit costing

opertaing costing

Composite costing

The basic problem in

costing is the
selection of cost unit

Composite costing

multiple costing

single unit costing

Opertaing costing

Operating Costing

changes are incurred
weather the vechicle
is running or not

Standing Charges

operating charges

maintenance charges

variable charges

Standing charges

In Standing charges |Fixed Variable Semivariable Changed Fixed
variables are
in
nature
Rent Salary Fuel Power Rent
_isone of the

example of standing
charge

expenses isvariable in

nature

Standing Charges

operating charges

maintenance charges

variable charges

Operating charges

is an example of
operating charge

Pertol/ diesel

annual tax

Insurance

Rent

Petrol/Diesel

charges are semi
variable in nature

Standing Charges

operating charges

Maintenance charges

variable charges

Maintenance charges

Repairs Depreciation Wages Annual Tax Repairs
is an example of
maintenance charge
Garrage rent will Fixed cost Variable Cost Maintenance Cost Operating Cost Fixed Cost
occur in
Tax and insurance Fixed cost Variable Cost Maintenance Cost Operating Cost Fixed Cost
will occur in
General supervision |Fixed cost Variable Cost Maintenance Cost Operating Cost Fixed Cost
will occur in
Tyres and tube cost  |Fixed cost Variable Cost Maintenance Cost Operating Cost Maintenance cost
will appear in
Repair cost will Fixed cost Variable Cost Maintenance Cost Operating Cost Maintenance cost

appear in




Painting Cost will

Fixed cost

Variable Cost

Maintenance Cost

Operating Cost

Maintenance cost

appear in
Pertol, oil, grease Fixed cost Variable Cost Maintenance Cost Operating Cost Operating Cost
Cost will incurr in
Wages of operators  |Fixed cost Variable Cost Maintenance Cost Operating Cost Operating Cost
will incurr in
cost
Depriciation will Fixed cost Variable Cost Maintenance Cost Operating Cost Operating Cost
incur in
cost
isa Tramways Gas supply Water supply Hospitals Tramways
example for transport
services
isa Railways Gas supply Water supply Hospitals Railways
example for transport
services
isa Bus transport Gas supply Water supply Hospitals Bus transport
example for transport
services
isa Bus transport Gas supply Railways Tramways Gas supply
example for supply
services
isa Bus transport Electricity supply Railways Tramways Electricity supply
example for supply
services
isa Bus transport Water supply Railways Tramways Water supply
example for supply
services
isa Tramways Gas supply Water supply Hospitals Hospitals
example for welfare
supplies
isa Tramways Gas supply Water supply Canteens Canteens
example for welfare
supplies
isa Tramways Gas supply Water supply Libraries Libraries
example for welfare
supplies
isa Street lighting Gas supply Water supply Libraries Street lighting
example for munipal
service
isa Road Maintenance Gas supply Water supply Libraries Road Maintenance
example for munipal
service
isa Airways Gas supply Water supply Hospitals Airways

example for transport
services

In

semi variable
expenses are included

Maintenance charges

Fixed charges

Operating charger

Repair charges

Maintenance charges

charges are incurred
inspite of the
kilometeres run

Maintenance charges

Standing charges

Operating charger

Repair charges

Standing charges

is also know as fixed
charges

Maintenance charges

Standing charges

Operating charger

Repair charges

Standing charges

If the job is accepted,
a

is made by the
planning department

Prodution order

Sales order

Purchased order

Stores order

Prodution order




If the job is accepted,
a production order is
made by the

_ department

Prodution

Sales

Planning

Marketing

Planning

The prepartion of

is similar to that
of job cost sheet

Unit cost sheet

Service cost sheet

Batch cost sheet

Farm cost sheet

Batch cost sheet

The prepartion of
Batch cost sheet is
similar to that of

Unit cost sheet

Service cost sheet

Job cost sheet

Farm cost sheet

Job cost sheet

Batch cost per unit =

Total cost of a batch /
number of items
produced in the batch

Total cost of a batch +
number of items
produced in the batch

Total cost of a batch -
number of items
produced in the batch

Total cost of a batch x
number of items
produced in the batch

Total cost of a
batch/number of items
produced in the batch




Question Option - | Option - 11 Option - 111 Option - IV Answer
is a method of Process costing Job costing Unit costing Contract costing Process costing
costing to findout the cost of a
product at each stage or process of
production
There are certain industries where |Goods Product Raw material Sales Raw material
the passes through
the different stages of a product
Process costing is used to find out |Cost Expenses Unit costing Income Cost
of the product at
the end of each stage
are collected for ~ [Overhead Direct wages Direct labour Indirect wages Overhead
each process and debited to the
process account
is arrived by Total cost Product expenses Cost per unit sales cost Cost per unit
dividing the total process cost by
the number of units produced
cost of the finished [Total cost Product expenses Cost per unit sales cost Total Cost

product is the sum of all costs
incurred in all the process

In the production is |Process costing Job costing Unit costing Contract costing Process costing
carried out in anticipation of
demand
In the costs are Process costing Job costing Unit costing Contract costing Process costing
computed periodcally for each
process
are transferred Process costing Job costing Unit costing Contract costing Process costing

from one process to another
process
In the paper work is |Process costing Job costing Unit costing Contract costing Process costing
compartively less

loss refers to the  |Normal Abnormal Controllable Un controllable Normal
loss which is un avoidble in a
manufacturing process

value of normal Usable Realisable Unusable controllable Realisable
loss units in credited to process
account
The cost of normal loss is treated |Sales value Cost of production Cost of sales cost per unit Cost of production

as a part of

loss refers to the Abnormal Loss Normal Loss Avoidable Loss Unavoidable loss Abnormal Loss
avoidable loss

can be estimated in | Abnormal Loss Normal Loss Avoidable Loss Unavoidable loss Abnormal Loss
advance
Abnormal loss arises when the Abnormal Loss Normal Loss Avoidable Loss Expected Loss Expected Loss

actual loss is more than the
losses

The cost of abnormal loss is not  |Sales value Cost of production Cost of sales cost per unit Cost of production
included in the

gain arises when the [Normal Gain Abnormal Gain Expected Gain Less Gain Abnormal Gain
actual output is higher than the
expected normal output
Abnormal gain is treated on usable Recovery wastage useful Recovery

of cost of
production
Inter process profit is the Unit price cost price abnormal price normal price Unit price
difference between transfer price
and
Cost are not transferred except low high Surplus defecit Surplus
when there is
production
Process costing facilitates correct |Value of stock high surplus defecit Value of stock
Process costing is based on Future cost Historical cost estimate cost prime cost Historical cost
cost
Each is treated asa  |unit price process Contract Unit Contract
cost unit
Contracts are generally of a Long Short medium very long Long
duration
costing is mainly |Process costing Job costing Unit costing Contract costing Process costing
adopted in construction of bridges
The number of contract undertaken |High Small Medium Very Low Small
are usually
price is paid in Process costing Job costing Unit costing Contract costing Contract Costing

installments depending on the
process of work
Contract costing is a form Specific order costing Job costing Unit costing Contract costing Specific order costing

of costing




A separate account |Contract Unit Job Specific Contract
is prepared for each contract
cost usually Direct Indirect Fixed Variable Direct

constitute a major portion of the
total cost of the contract

cost usually Direct Indirect Fixed Variable Indirect
constitue a small portion of the
total cost of contract
The direct labour cost incurred on |Debited Credited Enetered Fixed Debited
the contract is to
the contract account
The direct expenses incurred for  |Debited Credited Enetered Fixed Debited

the contract is also to
the contract account

which cannot be
directly charged to contract

Dircet expenses

Indirect Expenses

Fixed Expenses

Variable Expenses

Indirect Expenses

contracts take a Large Small Medium Very High Large
long time for completion and
require huge investments
money is paid to the |usable Recovery wastage useful Recovery
contractor after the expiry of a
stipulate time
is treated as a Notional profit recovery wastage useful Notional Profit
reserve
The price is paid in Process costing Job costing Unit costing Contract costing Contract Costing

installments depending on the
process of work

is a contract in
which the contractee agrees to pay
the cost of work done plus a
percenatge of it towards profit

Cost + contract

Escalation clause

Retention money

Unit Contract

Cost + contract

In which contract
is assured as a fixed percentage of
profit

Cost + contract

Escalation clause

Retention money

Unit Contract

Cost + contract

clause is in contract
agreement

Cost + contract

Escalation clause

Retention money

Unit Contract

Escalation clause

product refers to the
secondary product obtained during
the course of manufacturing the
main product

Substitute

Joint

By product

Related product

By product

Value of closing stock

of. is considerd as
zero for the purpose of balance
sheet

Substitute

Joint

By product

Related product

By product

expenses are
incurred for selling the by products

Selling and distribution

Production

purchase

Raw material expenses

Selling and distribution

by products are
valued at the current market price

Replacement Method

Standard Cost method

Apportionment Method

Allocation Method

Replacement Method

by products are  |Replacement method Standard Cost method |Apportionment Method |Allocation Method Standard cost Method
valued at standard cost
products refers to  [Substitute Joint By product Related product Joint
two or more prodcucts of equal
importance which are prodcuced
from same raw material
has its own price  [Substitute Joint Product By product Related product Joint Product
and market utility
If work completed one fourth two fourth three fourth one fifth One fourth
of the contract
price is taken to profit and loss
account
contracts such as |Large small medium Very small Large

constuctions of bridges, theatres
and hospitals takes a long time to
complete

represents
production of a process in terms of
completed units

Equivalent production

Unequivalent
production

Normal production

Abnormal production

Equivalent production

Formula for equivalent units of
work in progress =

Actual no of units in

progress of manufacture x

percentage of work
completed

Actual no of units in
progress of manufacture
+ percentage of work
completed

Actual no of units in
progress of manufacture -
percentage of work
completed

Actual no of units in
progress of manufacture
| percentage of work
completed

Actual no of units in progress
of manufacture x percentage

of work completed

There are steps
in calculation of equivalent
production

3

4

2

5




There are 3 4 2 5 3
elements of production cost

is the first Material Labour Production overhead overhead Material
element of production cost

is the second |Material Labour Production overhead overhead Labour
element of production cost

is the third Material Labour Production overhead overhead Production overhead
element of production cost
There are 3 4 6 5 6

methods

of apportionment of joint cost
The term By Product Product Sub Product Product Line By product

is generally used by businessmen
and accountant to denote the one
or more product of relatively small
value that are produced
simultaneously with a product of
greater value
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