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CHAPTER

Cost Sheet

Q.1

Ans.

Y |

a/&

[ Calculation of Cost Sheet

] [Py May1s | =

Following information relate to a manufacturing concern for the year ended 31 st March, 2018:

B4
Raw Material (opening) 2,28,000
Raw Material (closing) 3,05,000
Purchases of Raw Material 42,25,000
Freight Inwards 1,00,000
Direct wages paid 12,56,000
Direct wages-outstanding at the end of the year 1,50,000
Factory Overheads 20% of prime cost
Work-in-progress (opehing) 1,92,500
Work-in-progres (closing) 1,40,700
Administrative Overheads (related fo production) 1,73,000
Distribution Expenses % 16 per unit
Finished Stock (opening)-1217 Units 6,08,500
Sale of scrap of material 8,000

The firm produced 14000 units of output during the year. The stock of finished goods at the end of the year is
valued at cost of production. The firm sold 14153 units at a price of X 618 per unit during the year.

Prepare cost sheet of the firm.

Cost sheet for the year ended 31st March, 2018.
Units produced - 14,000 units
Units sold - 14,153 units

Particulars Amount )
Raw materials purchased 42,25,000
Add: Freight Inward 1,00,000
Add: Opening value of raw materials 2,28,000
Less: Closing value of raw materials (3,05,000)
42,48,000
Less: Sale of scrap of material 8,000
Materials consumed 42,40,000
Direct Wages (12,56,000 + 1,50,000) 14,06,000
Prime Cost 56,46,000
Factory overheads (20% of X Prime Cost) 11,29,200
Add: Opening value of W-I-P 1,92,500
Less: Closing value of W-I-P (1,40,700)
Factory Cost 68,27,000
Add: Administrative overheads 1,73,000
Cost of Production 70,00,000
Add: Value of opening finished stock 6,08,500
Less: Value of closing finished stock
[ 500(70,00,000/14,000) x 1,064) (1,217+ 14,000 - 14,153 = 1,064 units) (5,32,000)
Cost of Goods Sold 70,76,500
Distribution expenses (X 16 x 14,153 units) 2,26,448
Cost of Sales 73,02,948
By CA Amit Sharma &7 B e
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CA Awnit Sharma I

Profit (Balancing figure)
Sales (X 618 x 14,153 units)

14,43,606
87,46,554

Q.2 { Calculation of Cost Sheet } { PY Nov 18 } ﬁ?-j
Following details are provided by M/s ZIA Private Limited for the quarter ending 30 September, 2018:
(i) Direct expenses ¥ 1,80,000
(i) Direct wages being 175% of factory overheads % 2,557,250
(iii) Cost of goods sold % 18,75,000
(iv) Selling & distribution overheads % 60,000
(v) Sales ¥ 22,10,000
(vi) Administration overheads are 10% of factory overheads
Stock details as per Stock Register:
Particulars 30.06.2018 30.09.2018
3 3
Raw material 2,45,600 2,08,000
Work-in-progress 1,70,800 1,90,000
Finished goods 3,10,000 2,75,000
You are required o prepare a cost sheet showing:
(i)  Raw material consumed
(i)  Prime cost
(iii)  Factory cost
(iv)  Cost of goods sold
(v)  Cost of sales and profit
Ans. Cost Sheet
(for the quarter ending 30 September 2018)
Amount )
(i) Raw materials consumed
Opening stock of raw materials 2,45,600
Add: Purchase of materials 12,22,650*
Less: Closing stock of raw materials (2,08,000)
Raw materials consumed 12,60,250
Add: Direct wages (1,47,000x175%) 2,57,250
Direct Expenses 1,80,000
(ii) Prime cost 16,97,500
Add: Factory overheads (2,57,250/175%) 1,47,000
Gross Factory cost 18,44,500
Add: Opening work-in-process 1,70,800
Less: Closing work-in-process (1,90,000)
(i) Factory cost 18,25,300
Add: Administration overheads (10% of factory overheads) 14,700
Add: Opening stock of finished goods 3,10,000
Less: Closing stock of finished goods (2,75,000)
(iv) Cost of goods sold 18,75,000
Add: Selling & distribution overheads 60,000
Cost of sales 19,35,000
_ /748 By CA Amit Sharma » /7 SEEE=——
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Cost Sheet

(v) Net Profit 2,75,000
Sales 22,10,000

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

Working notes

Purchase of raw materials = Raw material consumed + Closing stock - opening stock of raw material

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

Factory Overheads = 2,57,250*100/175

Prime cost = Factory cost + Closing WIP - Opening WIP - Factory overheads

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

Net Profit = Sales - Cost of sales

Alternative solution

Cost Sheet
(for the quarter ending 30 September 2018)

Amount )
(i) Raw materials consumed
Opening stock of raw materials 2,45 ,600
Add: Purchase of materials 12,37,350*
Less: Closing stock of raw materials (2,08,000)
Raw Material consumed 12,74 ,950
Add: Direct wages (1,47,000x175% 257,250
Direct Expenses 1,80,000
(ii) Prime cost 17,12,,200
Add: Factory overheads (2,57,250/175%) 1,47,000
Gross Factory cost 18,59,200
Add: Opening work-in-process 1,70,800
Less: Closing work-in-process (1,90,000)
(i) Factory cost/works cost/cost of production 18,40,000
Add: Opening stock of finished goods 3,10,000
Less: Closing stock of finished goods (2,75,000)
(iv) Cost of goods sold 18,75,000
Add: Administration overheads (10% of factory overheads) 14,700
Add: Selling & distribution overheads 60,000
Cost of sales 19,49,700
(v) Net Profit 2,60,300
Sales 22,10,000

*(18,75,000 + 2,75,000 - 3,10,000 + 1,90,000 -1,70,800 - 1,47 500 - 1,80,000 - 2,57,250 + 2,08,000 - 2,45,600)
=12,37,350

Working notes

Purchase of raw materials = Raw material consumed + Closing stock - opening stock of raw material

Raw material consumed = Prime cost - Direct wages - Direct expenses Factory Overheads = 257250*100/175
Prime cost = Factory cost + Closing WIP - Opening WIP - Factory overheads

Factory Cost = Cost of Production goods sold + Closing stock of Finished goods - Opening stock of finished
goods

Net Profit = Sales - Cost of sales
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Q.3

| [Py May19 | =

M/s Areeba Private Limited has a normal production capacity of 36,000 units of toys per anhum. The estimated
costs of production are as under:
0] Direct Material

(ii)  Direct Labour

[ Calculation of Cost Sheet

X 40 per unit
¥ 30 per unit (subject to a minimum of ¥ 48,000 p.m.)

(iii)  Factory Overheads:
(a) Fixed ¥ 3,60,000 per annum
(b)  Variable X 10 per unit
(c) Semi-variable ¥ 1,08,000 per annum up to 50% capacity and additional I 46,800 for every
20% increase in capacity or any part thereof.
(iv)  Administrative Overheads X 5, 18,400 per annum (fixed)

(v)  Selling overheads are incurred at X 8 per unit.
(vi)  Each unit of raw material yields scrap which is sold at the rate of X 5 per unit.
(vii) Inyear 2019, the factory worked at 50% capacity for the first three months but it was expected that it
would work at 80% capacity for the remaining nine months.
(viii) During the first three months, the selling price per unit was I 145.
You are required to:
(i) Prepare a cost sheet showing Prime Cost, Works Cost, Cost of Production and Cost of Sales.
(i)  Calculate the selling price per unit for remaining nine months to achieve the total annual profit of X

8,76,600.
Ans. | (i) Cost Sheet of M/s Areeba Pvt. Ltd. for the year 2019.
Normal Capacity: 36,000 units p.a.
3 Months 9 Months
Particulars 4,500 Units 21,600 units
Amount Cost per unit Amount Cost per unit
® ®) Q9] ®
Direct material 1,80,000 8,64,000
Less: Scrap (22,500) (1,08,000)
Materials consumed 157,500 35 7.,56,000 35
Direct Wages 1,44,000 32 6,48,000 30
Prime Cost 3,01,500 67 14,04,000 65
Factory overheads:
- Fixed 90,000 2,70,000
- Variable 45,000 2,16,000
- Semi variable 27,000 36 1,51,200 29.50
Works Cost 4,63,500 103 20,41,200 9450
Add: Administrative overheads 1,29,600 28.80 3,88,800 18
Cost of Production 5,93,100 131.80 24,30,000 1125
Selling Overheads 36,000 8 1,72,800 8
Cost of Sales 6,29,100 139.80 26,02,800 1205
Working Notes:
Calculation of Costs
Particulars 4,500 units 21,600 units
Amount (%) Amount (%)
Material 1,80,000 (X 40 x 4,500 units) 8,64,000 (40 x 21,600 units)
Wages 1,44,000 (Max. of X 30 x 4,500 6,48,000 (21600 Units x 30)
units = ¥1,35,000 and ¥ 48,000
x 3 months = 1,44,000)
Variable Cost 45,000 (%10 x 4,500 units) 2,16,000 (R10 x 21,600 units)
_ /748 By CA Amit Sharma » /7 SEEE=——
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Semi-variable Cost 1,08,000 1,08,000
——"—— x 3 Months ——"—— x 9 Months
27,000 [12 Months x on j 151,200 [12 Months x on j

+46,800(for 20 % increase)
+23,400(for 10% increase)
Selling Overhead 36,000 (X8 x 4,500 units) 1,72,800RX 8 x 21,600 units)

Notes:

1. Alternatively scrap of raw material can also be reduced from Work cost.

2. Administrative overhead may be treated alternatively as a part of general overhead. In that case,
Works Cost as well as Cost of Production will be same i.e. ¥ 4,63,500 and Cost of Sales will remain
same as ¥ 6,29,100.

(ii)  Calculation of Selling price for nine months period

Particulars Amount (%)
Total Cost of sales ¥(6,29,100+26,02,800) 32,31,900
Add: Desired profit 8,76,600
Total sales value 41,08,500
Less: Sales value realised in first three months (3145 x 4,500 (6,52,500)
units)

Sales Value to be realised in next nine months 34,56,000
No. of units to be sold in next nine months 21,600
Selling price per unit (334,56,000 = 21,600 units) 160

N\

Q.4 [ Calculation of Cost Sheet J { PY Nov 19 J )

XYZ a manufacturing firm, has revealed following information for September ,2019:

1st September 30th September
(9] Q9]
Raw Materials 2,42,000 2,92,000
Works-in-progress 2,00,000 5,00,000
The firm incurred following expenses for a targeted production of 1,00,000 units during the month :

®
Consumable Stores and spares of factory 3,50,000
Research and development cost for process improvements 2,50,000
Quality control cost 2,00,000
Packing cost (secondary) per unit of goods sold 2
Lease rent of production asset 2,00,000
Administrative Expenses (General) 2,24,000
Selling and distribution Expenses 413,000
Finished goods (opening) Nil
Finished goods (closing) 5000 units

Defective output which is 4% of targeted production, realizes X 61 per unit. Closing stock is valued at cost of
production (excluding administrative expenses) Cost of goods sold, excluding administrative expenses amounts fo
¥ 78,26,000. Direct employees cost is 1/2 of the cost of material consumed.

Selling price of the output is X 110 per unit. You are required to :

(0] Calculate the Value of material purchased

(ii)  Prepare cost sheet showing the profit earned by the firm.

Ans.  Workings:

I 7 &% By CA Amit Sharma &7
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Calculation of Sales Quantity:

Il Y  CA Amit Sharma

Particular Units
Production units 1,00,000
Less: Defectives (4%x1,00,000 units) 4,000
Less: Closing stock of finished goods 5,000
No. of units sold 91,000
Calculation of Cost of Production
Particular Amount ()
Cost of Goods sold (given) 78,26,000
Add: Value of Closing finished goods 4,30,000
(—78’26’00.0 x 5,000 uan]
91,000 units
Cost of Production 82,56,000
Calculation of Factory Cost
Particular Amount )
Cost of Production 82,56,000
Less: Quality Control Cost (2,00,000)
Less: Research and Development Cost (2,50,000)
Add: Credit for Recoveries/Scrap/By-Products/misc. income (1,00,000 units x 2,44,000
4% x T 61)
Factory Cost 80,50,000
Calculation of Gross Factory Cost
Particular Amount %)
Cost of Factory Cost 80,50,000
Less: Opening Work in Process (2,00,000)
Add: Closing Work in Process 5,00,000
Cost of Gross Factory Cost 83,50,000
Calculation of Prime Cost
Particular Amount %)
Cost of Gross Factory Cost 83,50,000
Less: Consumable stores & spares (3,50,000)
Less: Lease rental of production assets (2,00,000)
Prime Cost 78,00,000
Calculation of Cost of Materials Consumed & Labour cost
Let Cost of Material Consumed = M and Labour cost = 0.5M
Prime Cost = Cost of Material Consumed + Labour Cost 78,00,000 = M + 0.56M
M = 52,00,000
Therefore, Cost of Material Consumed = % 52,00,000 and Labour Cost = X 26,00,000
@) Calculation of Value of Materials Purchased
Particular Amount )
Cost of Material Consumed 52,00,000
Add: Value of Closing stock 2,92,000
Less: Value of Opening stock (2,42,000)
Value of Materials Purchased 52,50,000

/74 By CA Amit Sharma ¥ /7 SEE—
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Cost Sheet

Cost Sheet
Sl. | Particulars Total Cost
®
1. Direct materials consumed:
Opening Stock of Raw Material 2,42,000
Add: Additions/ Purchases [balancing figure as perrequirement 52,50,000
0)
Less: Closing stock of Raw MaterialCH (2,92,000)
Material Consumed 52,00,000
2. | Direct employee (labour) cost 26,00,000
3. | Prime Cost (1+2) 78,00,000
4. | Add: Works/ Factory Overheads Consumable stores and spares
Lease rent of production asset 3,50,000
2,00,000
5 Gross Works Cost (3+4) 83,50,000
6. | Add: Opening Work in Process 2,00,000
7. | Less: Closing Work in Process (5,00,000)
8 Works/ Factory Cost (5+6-7) 80,50,000
9. | Add: Quality Control Cost 2,00,000
10. | Add: Research and Development Cost 2,50,000
11. | Less: Credit for Recoveries/Scrap/By-Products/misc. income (2,44,000)
12. | Cost of Production (8+9+10-11) 82,56,000
13. | Add: Opening stock of finished goods -
14. | Less: Closing stock of finished goods (5000 Units) (4,30,000)
15. | Cost of Goods Sold (12+13-14) 78,26,000
16. | Add: Administrative Overheads (General) 2,24,000
17. | Add: Secondary packing 1,82,000
18. | Add: Selling Overheadsé& Distribution Overheads 4,13,000
19. | Cost of Sales (15+16+17+18) 86,45,000
20. | Profit 13,65,000
21, | Sales 91,000 units X 110 per unit 1,00,10,000
Q.5 | calculation of Cost Sheet ] [ PYNov2o | %—?
X Ltd. manufactures two types of pens ‘'Super Pen' and ‘Normal Pen'.
The cost data for the year ended 30th September, 2019 is as follows:
()
Direct Materials 8,00,000
Direct Wages 4 48,000
Production Overhead 1,92,000
Total 14,40,000

It is further ascertained that :
(1)  Direct materials cost in Super Pen was twice as much of direct material in Normal Pen.

(2) Direct wages for Normal Pen were 60% of those for Super Pen.
(3) Production overhead per unit was at same rate for both the types.
(4) Administration overhead was 200% of direct labour for each.

(®) Selling cost was 1 per Super pen.

(6) Production and sales during the year were as follow

B e
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Production Sales
No. of units No. of units
Super Pen 40,000 | Super Pen 36,000
Normal Pen 1,20,000

(7)  Selling price was X 30 per unit for Super Pen.

Prepare a Cost Sheet for 'Super Pen' showing:

(0] Cost per unit and Total Cost

(i)  Profit per unit and Total Profit

Ans.  Preparation of Cost Sheet for Super Pen

No. of units produced = 40,000 units

No. of units sold = 36,000 units
Particulars Per unit ) Total )
Direct materials (Working note- (i)) 8.00 3,20,000
Direct wages (Working note- (ii)) 4.00 1,60,000
Prime cost 12.00 4,80,000
Production overhead (Working note- (iii)) 1.20 48,000
Factory Cost 13.20 5,28,000
Administration Overhead* (200% of direct wages) 8.00 3,20,000
Cost of production 21.20 8,48,000
Less: Closing stock (40,000 units - 36,000 units) - (84,800)
Cost of goods sold i.e. 36,000 units 21.20 7.63,200
Selling cost 1.00 36,000
Cost of sales/ Total cost 22.20 7.,99,200
Profit 7.80 2,80,800
Sales value (X 30 x 36,000 units) 30.00 10,80,000

Working Notes:

(i)  Direct material cost per unit of Normal pen = M
Direct material cost per unit of Super pen =2M
Total Direct Material cost = 2M x 40,000 units + M x 1,20,000 units
Or, ¥ 8,00,000 = 80,000 M +1,20,000 M
or M 3 8,00,000 3
) 2,00,000
Therefore, Direct material Cost per unit of Super pen=2x34=%8
(ii)  Direct wages per unit for Super pen =W
Direct wages per unit for Normal Pen =0.6W
So, (W x 40,000) + (0.6 W x 1,20,000) =3 4,48,000
W =% 4 per unit
(i)  Production overhead per unit = 152,000 =%1.20

(40,000 +1,20,000)
Production overhead for Super pen =% 1.20 x 40,000 units = ¥ 48,000

* Administration overhead is specific to the product as it is directly related to direct labour as mentioned in the

question and hence to be considered in cost of production only.
Assumption: It is assumed that in point (1) and (2) of the Question, direct materials cost and direct wages

respectively is related to per unit only.

Note: Direct Material and Direct wages can be calculated in alternative ways.

Chapter - 01
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Q.6 { Calculation of Cost Sheet } { PY Jan 21 } ﬁ
XYZ Ltd. is engaged in the manufacturing of toys. It can produce 4,20,000 toys at its 70% capacity on per annum
basis. Company is in the process of determining sales price for the financial year 2020-21. It has provided the
following information:
Direct Material X 60 per unit Direct Labour X 30 per unit Indirect Overheads:
Fixed ¥ 65,50,000 per annum
Variable X 15 per unit
Semi-variable  ¥5,00,000 per annum up to 60% capacity and ¥ 50,000 for every 5% increase in capacity or part
thereof up to 80% capacity and thereafter X 75,000 for every 10% increase in capacity or part
thereof.
Company desires to earn a profit of ¥ 25,00,000 for the year. Company has planned that the factory will operate
at 50% of capacity for first six months of the year and at 75% of capacity for further three months and for the
balance three months, factory will operate at full capacity.
You are required to :
(1) Determine the average selling price at which each of the toy should be sold to earn the desired profit.
(2) Given the above scenario, advise whether company should accept an offer to sell each Toy at:
(@) X130 per Toy
(b) X129 per Toy
Ans. (1) Statement of Cost
For first 6 For further 3 For remaining 3 Total
months months months
6,00,000 x | 6,00,000 x 3/12 6,00,000 x 4,12,500
6/12 x 50% = X 75% = 3/12 = units
1,50,000 1,12,500 units | 1,50,000 units
units
Direct Material 90,00,000 67,50,000 90,00,000 2,47 50,000
Direct labour 45,00,000 33,75,000 45,00,000 1,23,75,000
Indirect - Variable 22,50,000 16,87 500 22,50,000 61,87,500
Expenses
Indirect - Fixed Expenses 32,75,000 16,37,500 16,37 500 65,50,000
Indirect Semi-variable
expenses
For first six months @ 2,50,000
5,00,000 per annum
For further three months 1,62,500
@ 6,50,000* per annum
For further three months 2,12,500 6,25,000
@ 8,50,000** per annum
Total Cost 1,92,75,000 1,36,12,500 1,76,00,000 5,04,87,500
Desired Profit 25,00,000
Sales value 5,29,87,500
Average Sales price per Toy 128.45
* % 5,00,000+ [3 times (from 60% to 75%) x 50,000] = ¥ 6,50,000
** % 6,50,000+ [1 time (from 75% to 80%) x 50,000] + [2 times (from 80% to 100%) x 75,000] = X 8,50,000
(2) (a) Company Should accept the offer as it is above its targeted sales price of ¥ 128.45 per toy.

(b)

I 7/ & By CA
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Company Should accept the offer as it is above its targeted sales price of X 128.45 per toy.
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The following data relates to manufacturing of a standard product during the month of March, 2021:

Particulars

Amount (in )

Stock of Raw material as on 01-03-2021
Work in Progress as on 01-03-2021
Purchase of Raw material

Carriage Inwards

Direct Wages

Cost of special drawing

Hire charges paid for Plant

Return of Raw Material

Carriage on return

Expenses for participation in Industrial exhibition
Legal charges

Salary to office staff

Maintenance of office building

Depreciation on Delivery van

Warehousing charges

Stock of Raw material as on 31-03-2021
Stock of Work in Progress as on 31-03-2021

80,000
50,000
2,00,000
20,000
1,20,000
30,000
24,000
40,000
6,000
8,000
2,500
25,000
2,000
6,000
1,500
30,000
24,000

Store overheads on materials are 10% of material consumed.
Factory overheads are 20% of the Prime cost.

10% of the output was rejected and a sum of % 5,000 was realized on sale of scrap.
10% of the finished product was found to be defective and the defective products were rectified at an
additional expenditure which is equivalent to 20% of proportionate direct wages.

The total output was 8000 units during the month.

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

0]
(i)
(iii)
(iv)
)

Cost of Raw Material consumed.
Prime Cost

Work Cost

Cost of Production

Cost of Sales.

Ans. Statement of Cost for the month of March, 2021

SR 10

Chapter - 01

Particulars Amount (%) Amount (%)
(i) Cost of Material Consumed:

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

Carriage inwards 20,000

Add: Opening stock of raw materials 80,000

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

Direct Wages 1,20,000

Direct expenses:

Cost of special drawing 30,000

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

Carriage on return 6,000

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

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

Additional expenditure for rectification of defective products (refer

/4 By CA Amit Sharma ¥ /7 ==
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working note) 2,160 1,11,960
Gross factory cost 5,15,960
Add: Opening value of W-I-P 50,000
Less: Closing value of W-I-P (24,000)
(iii) Works/ Factory Cost 5,41,960
Less: Realisable value on sale of scrap (5,000)
(iv) Cost of Production 5,36,960
Add: Opening stock of finished goods -
Less: Closing stock of finished goods -
Cost of Goods Sold 5,36,960
Administrative overheads:
Maintenance of office building 2,000
Salary paid to Office staff 25,000
Legal Charges 2,500 29,500
Selling overheads:
Expenses for participation in Industrial exhibition 8,000 8,000
Distribution overheads:
Depreciation on delivery van 6,000
Warehousing charges 1,500 7,500
(v) Cost of Sales 5,81,960
Alternative Solution
(considering Hire charges paid for Plant as indirect expenses)
Statement of Cost for the month of March, 2021
Particulars Amount (%) Amount ()
Cost of Material Consumed:
Raw materials purchased (X 2,00,000 - % 40,000) 1,60,000
Carriage inwards 20,000
Add: Opening stock of raw materials 80,000
Less: Closing stock of raw materials (30,000) 2,30,000
Direct Wages 1,20,000
Direct expenses:
Cost of special drawing 30,000 30,000
Prime Cost 3,80,000
Hire charges paid for Plant 24,000
Carriage on return 6,000
Store overheads (10% of material consumed) 23,000
Factory overheads (20% of Prime cost) 76,000
Additional expenditure for rectification of defective products
(refer working note) 2,160 1,31,160
Gross factory cost 5,11,160
Add: Opening value of W-I-P 50,000
Less: Closing value of W-I-P (24,000)
Works/ Factory Cost 5,37.160
Less: Realisable value on sale of scrap (5,000)
Cost of Production 5,32,160
Add: Opening stock of finished goods -
Less: Closing stock of finished goods -
Cost of Goods Sold 5,32,160
Administrative overheads:
Maintenance of office building 2,000

By CA Amit Sharma &7
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Salary paid to Office staff 25,000

Legal Charges 2,500 29,500
Selling overheads:

Expenses for participation in Industrial exhibition 8,000 8,000
Distribution overheads:

Depreciation on delivery van 6,000

Warehousing charges 1,500 7,500
Cost of Sales 5,77,160

Working Notes:
1. Number of Rectified units

Total Output 8,000 units

Less: Rejected 10% 800 units

Finished product 7,200 units

Rectified units (10% of finished product) 720 units
2.  Proportionate additional expenditure on 720 units

= 20% of proportionate direct wages
=0.20 x (3 1,20,000/8,000) x 720
=32,160

Q.8 [ Calculation of Cost Sheet J { PY Dec 21 } ﬁ/—Aj

G Ltd. manufactures leather bags for office and school purposes.

The following information is related with the production of leather bags for the month of September, 2021.

(1)  Leather sheets and cotton clothes are the main inputs and the estimated requirement per bag is two metres
of leather sheets and one metre of cott on cloth. 2,000 metre of leather sheets and 1,000 metre of cotton
cloths are purchased at ¥ 3,20,000 and X 15,000 respectively. Freight paid on purchases is ¥ 8,500.

(2)  Stitching and finishing need 2,000 man hours at % 80 per hour.

(3) Other direct costs of % 10 per labour hour is incurred.

(4) G Ltd. have 4 machines at a fotal cost of ¥ 22,00,000. Machines have a life of 10 years with a scrap value
of 10% of the original cost. Depreciation is charged on a straight-line method.

() The monthly cost of administration and sales office staffs are ¥ 45,000 and ¥ 72,000 respectively. 6 Ltd.
pays X 1,20,000 per month as rent for a 2,400 sq. feet factory premises. The administrative and sales
office occupies 240 sq. feet and 200 sq. feet respectively of factory space.

(6) Freight paid on delivery of finished bags is X 18,000.

(7)  During the month, 35 kgs of scrap (cuttings of leather and cotton) are sold at X 150 per kg.

(8) There are no opening and closing stocks of input materials. There is a finished stock of 100 bags in stock
at the end of the month.

You are required to prepare a cost sheet in respect of above for the month of September 2021 showing:

@) Cost of Raw Material Consumed

(ii)  Prime Cost

(iii)  Works/Factory Cost

(iv)  Cost of Production

(v)  Cost of Goods Sold

(vi)  Cost of Sales

Ans. No. of bags manufactured = 1,000 units

Cost sheet for the month of September 2021
Particulars Total Cost | Cost per unit
Q) Q)

1. Direct materials consumed:

e [V
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- Leather sheets

- Cotton cloths

Add: Freight paid on purchase

(i) Cost of material consumed

Direct wages (Y80 x 2,000 hours)

Direct expenses (310 x 2,000 hours)

(ii) Prime Cost

Factory Overheads: Depreciation on machines
{X 22,00,000 x 90%) + 120 months}
Apportioned cost of factory rent

6. (iii) Works/ Factory Cost

7. Less: Realisable value of cuttings (3150%35 kg.)
8

9

o HwnN

(iv) Cost of Production

. Add: Opening stock of bags

10. Less: Closing stock of bags (100 bags x ¥632.75)
11. (v) Cost of Goods Sold

12. Add: Administrative Overheads:

- Staff salary

Apportioned rent for administrative office
13. Add: Selling and Distribution Overheads

- Staff salary

- Apportioned rent for sales office

- Freight paid on delivery of bags

14, (vi) Cost of Sales

Cost Sheet

3,20,000 320.00
15,000 15.00
8,500 8.50
3,43,500 34350
1,60,000 160.00
20,000 20.00
5,23,500 523.50
16,500 16.50
98,000 98.00
6,38,000 638.00
(5,250) (5.25)
6,32,750 632.75
0

(63,275)

5,69,475 632.75
45,000 50.00
12,000 13.33
72,000 80.00
10,000 11.11
18,000 20.00

7,26,475 807.19

Apportionment of Factory rent:

To factory building {(X 1,20,000 + 2400 sq. feet) x 1,960 sq. feet} = ¥ 98,000 To administrative office {( 1,20,000
+ 2400 sq. feet) x 240 sq. feet} = ¥ 12,000 To sale office {(Z 1,20,000 + 2400 sq. feet) x 200 sq. feet} = ¥ 10,000

} {P\/MayZZ } ﬁ?:(

Q.9 { Calculation of Cost Sheet

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

Particulars Amount ()
Stock of raw materials on 1st April 2022 10,000
Raw materials purchased 2,80,000
Manufacturing wages 70,000
Depreciation on plant 15,000
Expenses paid for quality control check activities 4,000
Lease Rent of Production Assets 10,000
Administrative Overheads (Production) 15,000
Expenses paid for pollution control and engineering & maintenance 1,000
Stock of raw materials on 30th April 2022 40,000
Primary packing cost 8,000
Research & development cost (Process related) 5,000
Packing cost for redistribution of finished goods 1,500
Advertisement expenses 1,300

Stock of finished goods as on 1st April 2022 was 200 units having a total cost of ¥ 28,000. The entire opening

stock of finished goods has been sold during the month.

Production during the month of April, 2022 was 3,000 units. Closing stock of finished goods as on 30th April,

2022 was 400 units.
You are required to:
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Cost Sheet .
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twtnrials

T Tirst attempt suicess

I Prepare a Cost Sheet for the above period showing the:
(i)  Cost of Raw Material consumed
(i)  Prime Cost
(iii)  Factory Cost
(iv)  Cost of Production
(v)  Cost of goods sold
(vi) Cost of Sales
II. Calculate selling price per unit, if sale is made at a profit of 20% on sales.

Ans. I. Statement of Cost (for the month of April, 2022)

S. No. | Particulars Amount () Amount ()
Opening stock of Raw material 10,000
Add: Purchase of Raw material 2,80,000
Less: Closing stock of raw materials (40,000)
Raw material consumed 2,50,000
() Manufacturing wages 70,000
(i) Prime Cost 3,20,000
Factory/work overheads:
Depreciation on plant 15,000
Lease rent of production Asset 10,000
Expenses paid for pollution control and engineering &
Maintenance 1,000 26,000
(iii) Factory/Work Cost 3,46,000
Expenses paid for quality control check activity
4,000
Research and Development Cost 5,000
Administration Overheads (Production) 15,000
Primary Packing Cost 8,000
(iv) Cost of Production 3,78,000
Add: Opening stock of finished goods 28,000
Less: Closing stock of finished goods (50,400)
(v) Cost of Goods Sold 3,55,600
Advertisement expenses 1,300
Packing cost for re-distribution of finished
goods sold 1,500
(vi) Cost of Sales 3.58,400

Note: Valuation of Closing stock of finished goods
= 378000 400 units

3000 units
=%50,400
) ~ 3,58,400 _ )
II. Cost per unit sold = 200 +3,000 -400 T 128 per unit
Selling Price = 128 -2%160 per unit
80%

Q.10 { Calculation of Cost Sheet } { PY May 23 ] ﬁ

The following information is available from SN Manufacturing Limited's for the month of April 2023.

_
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Cost Sheet

April 1 April 30
Opening and closing inventories data:
Stock of finished goods 2,500 units ?
Stock of raw materials T 42,500 T 38,600
Work-in progress ¥ 42500 342,800
Other data are:
Raw materials Purchased % 6,95,000
Carriage inward % 36,200
Direct wages paid ¥ 3,22,800
Royalty paid for production ¥ 35,800
Purchases of special designs, moulds and patterns (estimated life 12 %1,53,600
Production cycles)
Power, fuel and haulage (factory) % 70,600
Research and development costs for improving the production process % 31,680
(amortized)
Primary packing cost (necessary to maintain quality) % 6920
Administrative Overhead 46,765
Salary and wages for supervisor and foremen 328,000

Other information:
o Opening stock of finished goods is to be valued at X 8.05 per unit.

During the month of April, 1,52,000 units were produced and 1,52,600 units were sold. The closing stock
of finished goods is to be valued at the relevant month's cost of production. The company follows the FIFO
method.

Selling and distribution expenses are to be charged at 20 paisa per unit.

Ans. Cost Sheet for the month of April 2023
Particulars Amount Amount
® Q9]

Raw materials consumed:
Raw materials purchased 6,95,000

Add: Carriage inward 36,200
Add: Value of opening stock of raw materials 42,500
Less: Value of closing stock of raw materials (38,600) 7.35,100
Direct wages paid 3,22,800
Royalty paid for production 35,800
Amortised cost of special designs, moulds and patterns (3153,600 - 12) 12,800
Power, fuel and haulage (factory)* 70,600
Prime Cost* 11,77,100
Salary and wages of supervisor and foremen 28,000
Gross Works Cost 12,05,100
Add: Opening stock of WIP 42,500
Less: Closing stock of WIP (42,800)
Factory/ Works Cost 12,04,800
Research and development cost 31,680
Primary packing cost 6,920 38,600

s 7 4w By CA Amit Sharma &7 [ 15 [
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o Assume that one production cycle is completed in one month.
Required:

(i)  Prepare a cost sheet for the month ended on April 30, 2023 , showing the various elements of cost (raw
material consumed, prime cost, factory cost, cost of production, cost of goods sold, and cost of sales).
(ii)  Calculate the selling price per unit if profit is charged at 20 percent on sales.




Cost Sheet .
Y  CA Asmif Sharma I

T BTt attempt suicess twinrials
Cost of Production 12,43,400
Add: Opening stock of finished goods (X 8.05 x 2,500 units) 20,125
Less: Value of closing stock [(2,500+152,000 -1,52,600) x (15,542)
(12,43,400+152000)

Cost of Goods Sold 12,47,983
Add: Administrative overheads 46,765
Add: Selling and distribution expenses (X 0.20 x 1,52,600) 30,520
Cost of Sales 13,25,268
Add: Profit (20% on Sales or 25% on cost of sales) 3,31,317
Sales value 16,56, 585
Selling price per unit (X 16,56,585 + 1,52,600 units) 10.86

*May be taken as part of Factory / Works cost, however Total Factory Cost will remain the same. If taken as
part of factory cost then prime cost will be ¥ 11,06,500.

Alternative Solution (Based on work-in-progress figure of ¥ 45,500 as on 1st April 2023 as per Hindi part of
Question paper)

Particulars Amount Amount
® ®
Raw materials consumed:
Raw materials purchased 6,95,000
Add: Carriage inward 36,200
Add: Value of opening stock of raw materials 42,500
Less: Value of closing stock of raw materials (38,600) 7.,35,100
Direct wages paid 3,22,800
Royalty paid for production 35,800
Amortised cost of special designs, moulds and patterns (X 153,600 - 12,800
12)
Power, fuel and haulage (factory)* 70,600
Prime Cost 11,77,100
Salary and wages of supervisor and foremen 28,000
Gross Works Cost 12,05,100
Add: Opening stock of WIP 45,500
Less: Closing stock of WIP (42,800)
Factory/ Works Cost 12,07,800
Research and development cost 31,680
Primary packing cost 6,920 38,600
Cost of Production 12,46,400
Add: Opening stock of finished goods (Z 8.05 x 2,500 units) 20,125
Less: Value of closing stock [(2,500+1,52,000 -1,52,600) x (15,580)
(12,46,400+1,52,000)
Cost of Goods Sold 12,50,945
Add: Administrative overheads 46,765
Add: Selling and distribution expenses (X 0.20 x 1,52,600) 30,520
Cost of Sales 13,28,230
Add: Profit (20% on Sales or 25% on cost of sales) 3,32,058
Sales value 16,60,288
Selling price per unit (X 16,60,288 + 1,52,600 units) 10.88

*May be taken as part of Factory / Works cost, however Total Factory Cost will remain the same. If taken as
part of factory cost then prime cost will be ¥ 11,06,500.

SR 6 ]
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Q.11 [ Calculation of Cost Sheet
The following details are available from the books of R Ltd. for the year ending 31st March 2020:

Ans.

Y |

B/

A\

J [RTPNov20 | o=

Cost Sheet

FIrst attempt success twinrials

Particulars Amount )
Purchase of raw materials 84,00,000
Consumable materials 4 80,000
Direct wages 60,00,000
Carriage inward 1,72,600
Wages to foreman and store keeper 8,40,000
Other indirect wages to factory staffs 1,35,000
Expenditure on research and development on new production technology 9,60,000
Salary to accountants 7.,20,000
Employer’s contribution to EPF & EST 7,20,000
Cost of power & fuel 28,00,000
Production planning office expenses 12,60,000
Salary to delivery staffs 14,30,000
Income tax for the assessment year 2019-20 2,80,000
Fees to statutory auditor 1,80,000
Fees to cost auditor 80,000
Fees to independent directors 9,40,000
Donation to PM-national relief fund 1,10,000
Value of sales 2,82,60,000
Position of inventories as on 01-04-2019:
- Raw Material 6,20,000
- W-I-P 7.,84,000
- Finished goods 14,40,000
Position of inventories as on 31-03-2020:
- Raw Material 460,000
- W-I-P 6,64,000
- Finished goods 9,80,000
From the above information PREPARE a cost sheet for the year ended 31st March 2020.
Statement of Cost of R Ltd. for the year ended 31st March, 2020:
Sl. Particulars Amount ) Amount )
No.
(0] Material Consumed:
- Raw materials purchased 84,00,000
- Carriage inward 1,72,600
Add: Opening stock of raw materials 6,20,000
Less: Closing stock of raw materials (4,60,000) 87.,32,600
(ii) Direct employee (labour) cost:
- Direct wages 60,00,000
- Employer’'s Contribution towards PF & ESIS 7,20,000 67,20,000
(iii) | Direct expenses:
- Consumable materials 4,80,000
- Cost of power & fuel 28,00,000 32,80,000
Prime Cost 1,87,32,600
(iv) Works/ Factory overheads:
- Wages to foreman and store keeper 8,40,000
- Other indirect wages to factory staffs 1,35,000 9,75,000
Gross factory cost 1,97,07,600
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Add: Opening value of W-I-P 7,84,000
Less: Closing value of W-I-P (6,64,000)
Factory Cost 1,98,27,600
(v) Research & development cost paid for improvement in 9,60,000
production process
(vi) | Production planning office expenses 12,60,000
Cost of Production 2,20,47 600
Add: Opening stock of finished goods 14,40,000
Less: Closing stock of finished goods (9,80,000)
Cost of Goods Sold 2,25,07,600
(vii) | Administrative overheads:
- Salary to accountants 7,20,000
- Fees to statutory auditor 1,80,000
- Fees to cost auditor 80,000
- Fee paid to independent directors 9,40,000
- Income tax for the assessment year 2019-20 2,80,000
- Donation to PM-national relief fund 1,10,000 23,10,000
(viii) | Selling overheads& Distribution overheads:
- Salary to delivery staffs 14,30,000
Cost of Sales 2,62,47,600
Profit (balancing figure) 20,12,400
Sales 2,82,60,000

Q.12 | calculation of Cost Sheet | [ RTP Nov 23 | ﬁ

A Ltd. produces a single product X. During the month of July 2023, the company has produced 14,560 tonnes of

X. The details for the month of July 2023 are as follows:

@) Materials consumed % 15,00,000

(i)  Power consumed in operating production machinery 13,000 Kwh @ X 7 per Kwh

(iii) Diesels consumed in operating production machinery 1,000 litres @ X 93 per litre

(iv) Wages & salary paid - X 64,00,000

(v)  Gratuity & leave encashment paid - ¥ 44,20,000

(vi) Hiring charges paid for Heavy Earth Moving machines (HEMM) engaged in production - ¥ 13,00,000. Hiring
charges is paid on the basis of production.

(vii) Hiring charges paid for cars used for official purpose - ¥ 80,000

(viii) Reimbursement of diesel cost for the cars - ¥ 20,000

(ix) The hiring of cars attracts 6ST under RCM @5% without credit.

(x)  Maintenance cost paid for weighing bridge (used for weighing of final goods at the time of despatch) - X
7,000

(xi) AMC cost of CCTV installed at weighing bridge (used for weighing of final goods at the time of despatch)
and factory premises is ¥ 6,000 and X 18,000 per month respectively.

(xii) TA/ DA and hotel bill paid for sales manager- X 16,000

(xiii) The company has 180 employees works for 26 days in a month.

Required: PREPARE a Cost sheet for the month of July 2023.

Ans.  Cost Sheet of A Ltd. for the month of July 2023

Particulars Amount %) Amount %)
Materials consumed 15,00,000
Wages & Salary 64,00,000

Gratuity & leave encashment 44 20,000 1,08,20,000

s [ECH
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Cost Sheet

Power cost (13,000 kwh x X 7) 91,000
Diesel cost (1,000 I+r x ¥ 93) 93,000 1,84,000
HEMM hiring charges 13,00,000
Prime Cost 1,38,04,000
AMC cost of CCTV installed at factory premises 18,000
Cost of Production/ Cost of Goods Sold 1,38,22,000
Hiring charges of cars 80,000
Reimbursement of diesel cost 20,000
1,00,000
Add: 6ST @5% on RCM basis 5,000 1,05,000
Maintenance cost for weighing bridge 7,000
AMC cost of CCTV installed at weigh bridge 6,000 13,000
TA/ DA & hotel bill of sales manager 16,000
Cost of Sales 1,39,56,000
. AN\
Q.13 [ Calculation of Cost Sheet } [MTP May 23(2)} j/-:(
K Ltd. has the following expenditures for the year ended 31st March, 2023:
Sl. Amount (%) Amount (%)
No.
(0] Raw materials purchased 10,00,00,000
(i) Freight inward 11,20,600
(iii) | Wages paid to factory workers 29,20,000
(iv) | Royalty paid for production 1,72,600
(v) Amount paid for power & fuel (Directly related to production) 4,62,000
(vi) | Job charges paid to job workers 8,12,000
(vii) | Stores and spares consumed 1,12,000
(viii) | Depreciation on office building 56,000
(ix) | Repairs & Maintenance paid for: 48,000
- Plant & Machinery
- Sales office building 18,000 66,000
(x) Insurance premium paid for:
- Plant & Machinery 31,200
- Factory building 18,100 49,300
(xi) | Expenses paid for quality control check activities 19,600
(xii) | Research & development cost paid improvement in production 18,200
process
(xiii) | Expenses paid for pollution control and engineering & 26,600
maintenance
(xiv) | Salary paid to Sales & Marketing mangers: 10,12,000
(xv) | Salary paid to General Manager 12,56,000
(xvi) | Packing cost paid for:
- Primary packing necessary to 96,000
maintain quality
- For re-distribution of finished goods 1,12,000 2,08,000
(xvii) | Fee paid to independent directors 2,20,000
By CA Amit Sharma &7
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Ans.

S 20 |

(xviii)
(xix)

(xx)

Cost Sheet

Performance bonus paid to sales staffs
Value of stock as on 1st April, 2022:
- Raw materials
- Work-in-process
- Finished goods
Value of stock as on 31st March, 2023:
- Raw materials
- Work-in-process
- Finished goods

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

9,60,000
8,70,000
18,20,000

1,80,000

38,20,000

36,50,000

 JTirst attempt success fwtociao @ . NIWUUK{TITEE

Amount realized by selling of scrap and waste generated during manufacturing process - 386,000/~ From the
above data you are requested to PREPARE Statement of cost for K Ltd. for the year ended 31st March, 2023,
showing (i) Prime cost, (ii) Factory cost, (iii) Cost of Production, (iv) Cost of goods sold and (v) Cost of sales.

Chapter - 01

Statement of Cost of K Ltd. for the year ended 31st March, 2023:
Sl. Particulars Amount () Amount (X)
No.
O] Material Consumed:
- Raw materials purchased 10,00,00,000
- Freight inward 11,20,600
Add: Opening stock of raw materials 18,00,000
Less: Closing stock of raw materials (9,60,000) 10,19,60,600
0 Direct employee (labour) cost:
- Wages paid to factory workers 29,20,000
(iii) Direct expenses:
- Royalty paid for production 1,72,600
- Amount paid for power & fuel 4,62,000
- Job charges paid to job workers 8,12,000 14,46 600
Prime Cost 10,63,27,200
(iv) Works/ Factory overheads:
- Stores and spares consumed 1,12,000
- Repairs & Maintenance paid for plant & machinery 48,000
- Insurance premium paid for plant & machinery 31,200
- Insurance premium paid for factory building 18,100
- Expenses paid for pollution control and engineering 26,600
& maintenance 2,35,900
Gross factory cost 10,65,63,100
Add: Opening value of W-I-P 9,20,000
Less: Closing value of W-I-P (8,70,000)
Factory Cost 10,66,13,100
) Quality control cost:
- Expenses paid for quality control check activities 19,600
(vi) | Research & development cost paid improvement in production 18,200
process
(vii) | Less: Realisable value on sale of scrap and waste (86,000)
(viii) | Add: Primary packing cost 96,000
Cost of Production 10,66,60,900
Add: Opening stock of finished goods 11,00,000
Less: Closing stock of finished goods (18,20,000)
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Cost Sheet
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Cost of Goods Sold 10,59,40,900
(ix) | Administrative overheads:
- Depreciation on office building 56,000
- Salary paid to General Manager 12,56,000
- Fee paid to independent directors 2,20,000 15,32,000
(x) Selling overheads:
- Repairs & Maintenance paid for sales office building 18,000
- Salary paid to Manager- Sales & Marketing 10,12,000
- Performance bonus paid to sales staffs 1,80,000 12,10,000
(xi) Distribution overheads:
- Packing cost paid for re-distribution of finished
goods 1,12,000
Cost of Sales 10,87,94,900
Q.14 { Calculation of Cost Sheet } [ ICAI MAT } %—j
Arnav Inspat Udyog Ltd. has the following expenditures for the year ended 315" March 2023:
Sl. No. ®) ®)
@) Raw materials purchased 10,00,00,000
(i) GST paid on the above purchases @18% (eligible for input 1,80,00,000
tax credit)
(iii) Freight inwards 11,20,600
(iv) Wages paid to factory workers 29,20,000
(v) Contribution made towards employees’ PF & ESIS ST
(vi) Production bonus paid to factory workers 2,90,000
(vii) Royalty paid for production 1,72,600
(viii) Amount paid for power & fuel 462,000
(ix) Amount paid for purchase of moulds and patterns (life is
equivalent to two years production) 8,96,000
(x) Job charges paid to job workers 8,12,000
(xi) Stores and spares consumed 1,12,000
(xii) Depreciation on:
Factory building 84,000
Office building 56,000
Plant & Machinery 1,26,000
Delivery vehicles 86,000 3,52,000
(xiii) Salary paid to supervisors 1,26,000
(xiv) Repairs & Maintenance paid for: Plant & Machinery 48,000
Sales office building 18,000
Vehicles used by directors 19,600 85,600
(xv) Insurance premium paid for:
Plant & Machinery 31,200

Y |
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Factory building 18,100

Stock of raw materials & WIP 36,000 85,300
(xvi) Expenses paid for quality control check activities 19,600
(xvii) Salary paid to quality control staffs 96,200
(xviii) | Research & development cost paid for improvement in

production process 18,200
(xix) Expenses paid for pollution control and engineering &

maintenance 26,600
(xx) Expenses paid for administration of factory work 118,600
(xxi) Salary paid to functional mangers:

Production control 9,60,000

Finance & Accounts 9,18,000

Sales & Marketing 10,12,000 28,90,000
(xxii) | Salary paid to General Manager 12,56,000
(xxiii) | Packing cost paid for:

Primary packing necessary to maintain quality 96,000

For re-distribution of finished goods 1,12,000 2,08,000
(xxiv) | Interest and finance charges paid (for usage of non-

equity fund) 7,20,000
(xxv) Fee paid to auditors 1,80,000
(xxvi) | Fee paid to legal advisors 1,20,000
(xxvii) | Fee paid to independent directors 2,20,000
(xxviii) | Performance bonus paid to sales staffs 1,80,000
(xxix) | Value of stock as on 1st April, 2022:

Raw materials 18,00,000

Work-in-process 9,20,000

Finished goods 11,00,000 38,20,000
(xxx) Value of stock as on 31st March, 2023:

Raw materials 9,60,000

Work-in-process 8,70,000

Finished goods 18,00,000 36,30,000

Amount realized by selling of scrap and waste generated during manufacturing process - X 86,000/-

From the above data you are required to PREPARE Statement of cost for Arnav Ispat Udyog Ltd. for the year
ended 31st March, 2023, showing (i) Prime cost, (ii) Factory cost, (iii) Cost of Production, (iv) Cost of goods sold
and (v) Cost of sales.

Ans.  Statement of Cost of Arnav Ispat Udyog Ltd. for the year ended 31st March, 2023:

Sl.No. | Particulars ) )
0) Material Consumed:
Raw materials purchased 10,00,00,000
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Freight inwards 11,20,600

Add: Opening stock of raw materials 18,00,000

Less: Closing stock of raw materials (9,60,000) 10,19,60,600
(i) Direct employee (labour) cost:

Wages paid to factory workers 29,20,000

Contribution made towards employees’' PF & ESIS 3.60,000

Production bonus paid to factory workers 2,90,000 35,70,000
(iii) Direct expenses:

Royalty paid for production 1,72,600

Amount paid for power & fuel 4.62,000

Amortised cost of moulds and patterns 448,000

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

Prime Cost 10,74,25,200
(iv) Works/ Factory overheads:

Stores and spares consumed 1,12,000

Depreciation on factory building 84,000

Depreciation on plant & machinery 1,26,000

Repairs & Maintenance paid for plant & machinery 48,000

Insurance premium paid for plant & machinery 31,200

Insurance premium paid for factory building 18,100

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

Salary paid to supervisors 1,26,000

Expenses paid for pollution control and engineering &

maintenance 26,600 6,07,900

Gross factory cost 10,80,33,100

Add: Opening value of W-I-P 9,20,000

Less: Closing value of W-I-P (8,70,000)

Factory Cost 10,80,83,100
) Quality control cost:

Expenses paid for quality control check activities 19,600

Salary paid to quality control staffs 96,200 1,15,800
(vi) Research & development cost paid for improvement in

production process 18,200
(vii) Administration cost related with production:

-Expenses paid for administration of factory work 1,18,600

-Salary paid to Production control manager 9,60,000 10,78,600
(viii) Less: Realisable value on sale of scrap and waste (86,000)
(ix) Add: Primary packing cost 96,000

Cost of Production 10,93,05,700
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Add: Opening stock of finished goods 11,00,000

Less: Closing stock of finished goods (18,00,000)

Cost of Goods Sold 10,86,05,700
(x) Administrative overheads:

Depreciation on office building 56,000

Repairs & Maintenance paid for vehicles used by directors 19,600

Salary paid to Manager- Finance & Accounts 9.18,000

Salary paid to General Manager 12,56,000

Fee paid to auditors 1,80,000

Fee paid to legal advisors 1,20,000

Fee paid to independent directors 2,20,000 27,69,600
(xi) Selling overheads:

Repairs & Maintenance paid for sales office building 18,000

Salary paid to Manager- Sales & Marketing 10,12,000

Performance bonus paid to sales staffs 1,80,000 12,10,000
(xii) Distribution overheads:

Depreciation on delivery vehicles 86,000
(xiii) Packing cost paid for re-distribution of finished goods 1,12,000 1,98,000
(xiv) Interest and finance charges paid 7,20,000

Cost of Sales 11,35,03,300

Note:

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

Q.15 { Calculation of Cost Sheet

| [1caTmaT | =

The following figures are extracted from the Trial Balance of 6.K Co. on 315" March:

_

Chapter - 01

Dr. Cr.
) (G9)]
Inventories:
Finished Stock 80,000
Raw Materials 1,40,000
Work-in-Process 2,00,000
Office Appliances 17,400
Plant & Machinery 4 60,500
Building 2,00,000
Sales 7,68,000
Sales Return and Rebates 14,000
Materials Purchased 3,20,000
Freight incurred on Materials 16,000
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Purchase Returns

Direct employee cost

Indirect employee cost

Factory Supervision

Repairs and factory up-keeping expenses
Heat, Light and Power

Rates and Taxes

Miscellaneous Factory Expenses

Sales Commission

Sales Travelling

Sales Promotion

Distribution Deptt.—Salaries and Expenses
Office Salaries and Expenses

Interest on Borrowed Funds

Cost Sheet

1,60,000
18,000
10,000
14,000
65,000

6,300
18,700
33,600
11,000
22,500
18,000

8,600

2,000

4,800

Further details are available as follows:

(i) | Closing Inventories:

Finished Goods

1,15,000

Raw Materials

1,80,000

Work-in-Process

1,92,000

(ii) | Outstanding expenses on:

Direct employee cost

8,000

Indirect employee cost

1,200

Interest on Borrowed Funds

2,000

(iii) | Depreciation to be provided on:

Office Appliances

5%

Plant and Machinery

10%

Buildings

4%

(iv) | Distribution of the following costs:

Heat, Light and Power to Factory, Office and Distribution in the ratio 8 : 1: 1.

Rates and Taxes two-thirds to Factory and one-third to Office.

Depreciation on Buildings to Factory, Office and Selling in the ratio 8 : 1: 1.

With the help of the above information, you are required o PREPARE a condensed Profit and Loss Statement of
G.K Co. for the year ended 31st March along with supporting schedules of:

0) Cost of Sales.
(ii)  Selling and Distribution Expenses.

(iii)  Administration Expenses

Profit and Loss Statement of G.K Co.
for the year ended 31st March

) )
Gross Sales 7,68,000
Less: Returns and rebates (14,000) 7.,54,000
) e
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Less: Cost of Sales (excluding interest on borrowed funds) (7,14,020)
[Refer to Schedule (i)]

Net Operating Profit 39,980
Less:  Interest on  borrowed  funds (4,000)
(2,000+2,000)
Net Profit 35,980
(i) Schedule of Cost of Sales
®) ®)
Raw Material (Inventory opening balance) 1,40,000
Add: Material Purchased 3,20,000
Add: Freight on Material 16,000
Less: Purchase Returns (4,800) 3,31,200
4,71,200
Less: Closing Raw Material Inventory (1,80,000)
Materials consumed in Production 2,91,200
Direct employee cost (1,60,000 + 3¥8,000) 1,68,000
Prime Cost 4,59,200
Factory Overheads:
Indirect employee cost (318,000 +%1,200) 19,200
Factory Supervision 10,000
Repairs and factory up-keeping expenses 14,000
Heat, Light and Power (365,000 x 8/10) 52,000
Rates and Taxes (36,300 x 2/3rd) 4,200
Miscellaneous Factory Expenses 18,700
Depreciation of Plant (10% of 34,60,500) 46,050
Depreciation of Buildings (4% of ¥2,00,000 x 6,400 1,70,550
8/10)
Gross Works Cost 6,29,750
Add: Opening Work-in-Process inventory 2,00,000
Less: Closing Work-in-Process inventory (1,92,000)
Cost of production 6,37,750
Add: Opening Finished Goods inventory 80,000
Less: Closing Finished Goods inventory (1,15,000)
Cost of Goods Sold 6,02,750
Add: Administration Expenses [See Schedule (iif)] 18,870
Add: Selling and Distribution Expenses [See Schedule (ii)] 92,400
Cost of Sales (excluding interest on borrowed funds) 7.14,020
Alternatively, Interest on borrowed funds of ¥ 4,000 (X 2,000 + X 2,000) may be added to arrive at cost
of sales.

SR 2% |
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Schedule of Selling and Distribution Expenses

®)
Sales Commission 33,600
Sales Travelling 11,000
Sales Promotion 22,500
Distribution Deptt.—Salaries and Expenses 18,000
Heat, Light and Power 6,500
Depreciation of Buildings 800
92,400
(iii) Schedule of Administration Expenses
®)
Office Salaries and Expenses 8,600
Depreciation of Office Appliances 870
Depreciation of Buildings 800
Heat, Light and Power 6,500
Rates and Taxes 2,100
18,870

Q.16 | ] [PYNove3 |

A
=

The following data relate to the manufacture of a product ‘VD-100* during the month of October 2023:

Good units produced 12,600
Units Sold 11,800
Direct wages 3 8,82,000
Administrative Overheads %4,72,000
Selling price per unit T 416

Each unit produced requires 2 kg. of material 'Z'. Cost of material 'Z' is ¥ 72 per kg. 10% of the production has
been scrapped as bad and fetches T 45 per unit. Factory overheads are 80% of wages. Selling and distribution
overheads are ¥ 54 per unit sold. There is no opening or closing stock of material and work in progress.

You are required to find out total cost of sales and profit for the month of October 2023.

Ans. | Since 10% units are scrapped.

Units produced (total) is 14,000 (12,600/90%)

Calculation of cost of sales and profit

Particulars 4
Raw Material (28,000 x X 72) 20,16,000
Wages 8,82,000
Prime Cost 28,98,000
Factory overheads 7.05,600
Factory Cost 36,03,600
Sale of Scrap (1,400 x X 45) (63,000)

I 7 &% By CA Amit Sharma &7
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Cost Sheet

Cost of Production 35,40,600
Less: Closing Stock of finished goods 2,24,800
0 00

Cost of goods sold 33,15,800
Add: Administration overheads 472,000
Add: Selling & Distribution overheads (X 54 x 11,800) 6.,37.200
Cost of Sales 44,25,000
Sales (11,800 x X 416) 49,08,800
Profit 4,83,800

Q17 | | (Pysep24 |

SR 8

MNP Limited have the capacity to produce 84,000 units of a product very month. Its prime cost per unit at
various levels of production is as follows:

Level Prime Cost per unit %)
10% 50
20% 48
30% 46
40% 44
50% 42
60% 40
70% 38
80% 36
90% 34
100% 32

Its prime cost consists of raw material consumed, direct wages and direct expenses in the ratio of 3: 2 : 1. In

the month of January 2024, the company worked at 40% capacity and raw material purchased amounting to

% 8,40,000. In the month of February 2024, the company worked at 100% capacity and raw material purchased

for X 16,46,400.

It is the policy of the company to maintain opening stock of raw material equal to 1/3 of closing stock of raw

material. Factory overheads are recovered at 60% of direct wages cost. Fixed administration expenses (as part

of production cost) and fixed selling and distribution expenses are ¥ 2,01,600 and ¥ 1,68,000 per month

respectively. During the month of January 2024 company sold 33,600 units @ I 68.8 per unit. The variable

distribution cost amounts to X 1.5 per unit sold.

The management of the company chalks out a pl for the month of February 2024 to sell its whole output @ X 61

per unit by incurring following further expenditure :

(i)  Company sponsors a television programme on every Sunday at a cost of ¥ 26,250 per week. There are 4
Sundays in February 2024.

(i)  Hi-tea programme every month for its potential customers at a cost of ¥ 1,05,000.

(iii)  Special gift item costing X 105 on sale of a dozen units.

(iv)  Lucky draws scheme is introduced every month by giving the first prize of ¥ 1,00,000; second prize of
80,000; third prize of ¥ 40,000 and four consolation prizes of ¥ 8,000 each.
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Cost Sheet

Note: (In the month of February 2024, there is a significant saving in material cost per unit due to entry of new
suppliers in the market and saving in per unit cost of Direct wages and Direct expenses due fo introduction of
new- policy by the management.)

Prepare a cost sheet for the month of January 2024 and February 2024 showing prime cost (with different
elements of prime cost), factory cost, cost of production, total cost and profit earned.

Ans. Cost Sheet
Particulars January 2024 February 2024
33,600 Units 84,000 Units
Opening Stock of Raw Material 50,400 151,200
Add: Purchases 8,40,000 16,46 ,400
Less: Closing stock of Raw Material (1,51,200) (4,53,600)
Direct materials consumed: 7.39,200 13,44,000
Direct Wages 492,800 8,96,000
Direct expenses 2,46 400 4,48,000
Prime Cost 14,78,400 26,88,000
Factory overheads (60% of direct wages) 2,95,680 5,37,600
Factory / Works Cost 17,74,080 32,25,600
Add: Administration overhead (Production) 2,01,600 2,01,600
Cost of Production / Cost of goods sold 19,75,680 34,27,200
Add: Fixed selling and distribution Overhead 1,68,000 1,68,000
Variable distribution overheads (X 1.5 per unit) 50,400 1,26,000
- Sponsorship cost - 1,05,000
- Hi fea programme - 1,05,000
- Special gifts (84,000 x 1/12 x 105) - 7,35,000
- Lucky draw prize * - 2,52,000
Cost of sales / Total Cost 21,94,080 49,18,200
Profit (Balancing figure) 1,17,600 2,05,800
Sales revenue 23,11,680 51,24,000
*Lucky draw prize:
Amount (%)
15" Prize 1,00,000
2" Prize 80,000
3" Prize 40,000
Consolation Prizes (4 x ¥ 8,000) 32,000
Total 2,52,000
Working note :
Calculation of opening and costing stock of Raw Material January
Units Manufactured = 84,000 x 40% = 33,600 units
Prime Cost = 33,600 x 44 =% 14,78,400
Raw Material consumed =%14,78,400 X 3/6 =% 7,39,200
Raw Material purchase (given) =% 8,40,000
Let closing stock of Raw Material be x
Opening stock of Raw Material be 1/3x
s 7 4w By CA Amit Sharma &7 [ 20 [
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Opening Stock + Purchase - closing stock = Raw Material consumed

1/3x + % 8,40,000 - x =37,39,200

1/3x - x =37,39,200 - X 8,40,000
2/3x =31,00,800

X =% 151,200 (closing stock)

Opening stock =¥151,200 x 1/3 =% 50,400
February
Prime Cost = 84,000 x 32 =X 26,88,000

Raw Material consumed =3 26,88,000 x 3/6 =% 13,44,000
Raw Material purchased (given) =% 16,46,400

Opening Stock + Purchase - closing stock = Raw Material consumed
¥1,51,200 +% 16,46,400 - closing stock = ¥ 13,44,000

Closing stock =¥ 4,53,600

Q.18 | et

The following information relates to a manufacturing concern A Ltd. for the year ended 31stMarch, 2024.

] [PYJan25 |

Particulars As on 15t April, 2023 As on 315" March,2024

Raw Material (in ) 3,40,000 1,80,000

Work in Progress (in ) 5,50,000 3,50,000
Particulars Amount
Raw Material Purchased 8,00,000

[Inclusive of 6ST@18% (Ineligible for ITC)]

Packaging Cost (primary) 3,00,000
Fee Paid to Independent Directors 5,00,000
Production bonus paid to factory workers 10% of Wages paid to
factory workers
Job charges paid to job workers 41,000
Salary paid to Supervisor 6,17,900
Wages paid to factory workers 6,30,000
Salary paid to Production Control Manager 7,20,000
Sale of Scrap generated during Manufacturing 50,000
Selling Overheads per unit 2
Salary paid to General Manager 12,40,000
Freight Inwards 2% on Raw
Material Purchased
Expenses Paid for Quality Control check activities 4,30,000

Particulars Cost Price ) WDV as on 15" Depreciation Insurance

April, 2023 ) Rate Cost per

annum

Factory Building 25,00,000 21,87,000 10% 2% of Cost

Price

Plant and Machinery 15,00,000 11,56,000 15% 2% of Cost

_ /748 By CA Amit Sharma » /7 SEEE=——
Chapter - 01 2 / € Fast Cost FM by AB



Ans.

Y |

/e

40,00,000

Office Building

36,00,000

Additional information:
(0) Depreciation is charged on the written down value method.

(ii)  Stock of finished goods as on 1st April, 2023 was 80,000 units having a total cost of 8,00,000. The entire
stock of opening finished goods is sold during the year, closing stock is 70,000 units. During the period,

4 50,000 units were sold.
(iii) A Ltd. wants a profit of 20% on Total Sales. Required:

Prepare a Cost statement showing the various elements of cost and profit earned for the year ended 31stMarch,

2024.
Cost Sheet

Particulars ® ®
Material Consumed:
Raw materials purchased 8,00,000
Freight inwards (2% of Raw materials purchased) 16,000
Add: Opening stock of raw materials 3,40,000
Less: Closing stock of raw materials (1,80,000) 9,76,000
Direct employee (labour) cost:
Wages paid to factory workers 6,30,000
Production bonus paid to factory workers (10%) 63,000 6,93,000
Direct expenses:
Job charges paid to job workers 41,000 41,000
Prime Cost 17,10,000
Works/ Factory overheads:
Depreciation on factory building (21,87,000 x 10%) 2,18,700
Depreciation on plant & machinery (11,56,000 x 15%) 1,73,400
Insurance premium paid for plant & machinery (15,00,000 x 2%) 30,000
Insurance premium paid for factory building (25,00,000 x 2%) 50,000
Salary paid to supervisors 6,17,900 10,90,000
Gross factory cost 28,00,000
Add: Opening value of W-I-P 5,50,000
Less: Closing value of W-I-P (3,50,000)
Factory Cost 30,00,000
Quality control cost:
Expenses paid for quality control check activities 4,30,000 4,30,000
Administration cost related with production:
Salary paid to Production control manager 7,20,000 7,20,000
Less: Realisable value on sale of scrap and waste (50,000)
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Add: Primary packing cost 3,00,000
Cost of Production 44,00,000
Add: Opening stock of finished goods (80,000 units) 8,00,000
Less: Closing stock of finished goods (70,000 units) (7,00,000)
Cost of Goods Sold 45,00,000
Administrative overheads:

Depreciation on office building (36,00,000 x 10%) 3,60,000
Salary paid to General Manager 12,40,000
Fee paid to independent directors 5,00,000
Selling Overheads (4,50,000 units x 32): 9,00,000 | 30,00,000
Cost of Sales 75,00,000
Profit (25% on cost) 18,75,000
Sales 93,75,000

Working Note: Calculation of value of closing finished goods.
Number of units produced = units sold + closing stock - opening stock
=4,50,000 + 70,000 - 80,000

= 4,40,000 units

Cost of production

Per unit cost Cost of production Number of units produced

Number of units produced
44,00,000

= =% 10 per unit
4,40,000 units
Q.19 | | TP May25(2) ==
The following information is made available:
Opening stock of Work in progress - % 60,000
Opening Raw Materials = %1,20,000
Opening Finished Goods - %1,13,250
Purchase of Materials - X 7,50,000
Indirect manufacturing costs = 40% of conversion costs
Sales Revenue - % 22,50,000
Direct Labour - 26,66,750
Prime Costs - % 11,93,250
Gross margin - 30% of revenue
Cost of goods available for sale - 216,67,325

From the above DETERMINE the following:
a. Closing Raw Materials

b. Closing Work in progress

c. Closing Finished Goods.

Ans. Prime cost =11,93,250
_ /74 By CA Amit Sharma » /7 ==
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Direct Labour = 6,66,750

Direct Material consumed (Prime cost - Direct Labour) = 5,26,500
Opening Raw Material (RM) =1,20,000

Purchase of RM =7,50,000

Closing RM (Op RM + Purchases - Materials Consumed) = 3,43,500
Sales 22,50,000

Less: Gross profit @ 30% 6,75,000

Cost of Sales 15,75,000

Cost of goods available for sales 16,67,325

Hence Closing Finished goods (FG) 92,325 (16,67,325 - 15,75,000)
Opening Finished goods 1,13,250

Cost of Production (Cost of Sales + Closing FG - Opening FG) =15,54,075
Conversion costs = Labour + Production Overhead

Overhead = 40% and hence labour = 60%

Hence total conversion cost = 6,66,750/60% = 11,11,250

Hence POH (Total conversion - Labour cost) = 4,44,500

Works Cost = 16,37,750

Opening Work in progress (WIP) = 60,000

Closing Work in progress (Work Cost + Opening WIP - Closing WIP) = 1,43,675

Q.20 | | (MTP sep24(2) =

ABC Ltd is engaged in producing electronic equipments. It has furnished following details related to its products

produced during a month:

Units Amount (%)
Opening stock 10,000 5,00,00,000
Purchases 4,90,000 25,20,00,000
Closing stock 17,500 85,00,000
Works-in-progress
Opening 20,000 1,20,00,000
Closing 10,000 60,50,000
Direct employees' wages, allowances etc. 5,50,50,000
Primary packaging cost (per unit) 140
R&D expenses & Quality control expenses 1,90,00,000
Guards' salaries 20,00,000
Directors' salaries 60,00,000
Consumable stores, depreciation on plant related to factory overhead 3,42,00,000
Product inspection (before primary packaging) 22,00,000
Rearrangement design of factory machine 75,00,000
Administrative overheads related to production 3,45,00,000
Selling expenses 3,94,50,000
Royalty paid for production 3,10,50,000
Cost of web-site (for online sale) maintenance 60,75,000
Gifts & Snacks 30,50,000
GST (credit allowed) 5,50,00,000
AMC cost of CCTV 10,00,000
Hiring of cars for the transportation of employees and guests 25,00,000
s 7 4w By CA Amit Sharma &7 El e
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29,00,000
Secondary packaging cost (per unit) 20

Audit and Legal Fees

Distribution of the following costs:

Guard's salaries to Factory, Office and Distribution in the ratio 7: 2:1.

Hiring of cars is only for selling and distribution

AMC of CCTV to Factory, Office and Selling in the ratio 6 : 2 : 2.

The company paid EPF of 12% over above basic pay. However, Guards will not receive any incentive or EPF.
It has lucky draws every month giving the first prize of X 1,00,000; 2nd prize of X 50,000, 3rd prize of X 20,000
and three consolation prizes of X 10,000 each to customers buying the product.

It also sponsors a television programme every week at a cost of X 20,00,000 per month.

The hiring of cars attracts 6ST under RCM @5% without credit.

There was a normal scrap of 2,000 units of direct material which realized X 350 per unit. The entire finished

product was sold at a profit margin of 25% on sales.
You are required to PREPARE a cost sheet

Ans.
Particulars Units Amount (%)
Material
Opening stock 10,000 5,00,00,000
Add: Purchases 4,90,000 25,20,00,000
Less: Closing stock (17.,500) (85,00,000)
4,82,500 29,35,00,000
Less: Normal wastage of materials realized @ X 350 per unit (2,000) (7,00,000)
Material consumed 29,28,00,000
Direct employee's wages and allowances 5,50,50,000
Direct expenses- Royalty paid for production 3,10,50,000
Prime cost 4,80,500 37,89,00,000
Factory overheads - Consumable stores, depreciation etc. 3,42,00,000
Rearrangement design of factory machine 75,00,000
Gross Works Cost 4,80,500 38,64,00,000
Add: Opening WIP 20,000 1,20,00,000
Less: Closing WIP (10,000) (60,50,000)
Factory/Works Cost 490,500 39,23,50,000
Administration Overheads related to production 3,45,00,000
R&D expenses and Quality control cost 1,90,00,000
AMC cost of CCTV installed at factory premises 6,00,000
Guard Salaries for factory premises 14,00,000
Product Inspection 22,00,000
Add: Primary packaging cost @ X 140 per unit 6,86,70,000
Cost of production Administration Overheads 4.90,500 51,87,20,000
Guard salaries for office 4,00,000
Audit and legal fees 29,00,000
Director's Salaries 60,00,000
EPF Director's Salaries @12% 7,20,000
AMC cost for CCTV installed at office. 2,00,000
Selling and Distribution Overheads
Cost of maintaining website for online sale 60,75,000
Secondary packaging cost @ X 20 per unit 4,90,500 98,10,000
Gift and snacks 30,50,000
Guard salaries for selling department 2,00,000
AMC cost for CCTV installed at selling department 2,00,000

_
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Hiring charges of cars

25,00,000

Add: GST @5% on RCM basis 1,25,000
Television programme sponsorship cost 20,00,000
Customers’ prize cost™ 2,00,000
Selling expenses 3,94,50,000
Cost of sales 58,64,75,000
Add: Profit @ 25% on sales or 33.333% of cost 19,54,89,712
Sales value 78,19,64,712
*Customers' prize cost:

Amount (%)

1st Prize 1,00,000
2nd Prize 50,000
3rd Prize 20,000
Consolation Prizes (3 x £10,000) 30,000
Total 2,00,000

*Customers' prize cost:

Amount ()

1st Prize 1,00,000
2nd Prize 50,000
3rd Prize 20,000
Consolation Prizes (3 x £10,000) 30,000
Total 2,00,000
Fast Cost FM by AB Chapter - 01
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CHAPTER

MATERIAL COST

Q.1

{ ABC Analysis

| [pyauyar | &=

Item Code Number Units Unit Cost

®
101 25 50
102 300 01
103 50 80
104 75 08
105 225 02
106 75 12

MM Ltd. has adopted the policy of classifying the items constituting 15% or above of Total Inventory Costas ‘A’
category, items constituting 6% or less of Total Inventory Cost as 'C' category and the remaining items as ‘B’

category.

You are required to:

0]
(if)

Ans. 0]

(if)

Chapter - 02

Rank the items on the basis of % of Total Inventory Cost.

Classify the items into A, B and C categories as per ABC Analysis of Inventory Control adopted by MM Ltd.

Statement of Total Inventory Cost and Ranking of items

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

Item code| Units % of Total | Unit cost | Total Inventory % of Total Ranking
no. units ®) cost (%) Inventory cost
101 25 3.33 50 1,250 16.67 2
102 300 40.00 1 4.00 6
103 50 6.67 80 4,000 53.33 1
104 75 10.00 8.00 4
105 225 30.00 2 6.00 5
106 75 10.00 12 12.00 3
750 100 153 7,500 100
Classifying items as per ABC Analysis of Inventory Control
Basis for ABC Classification as % of Total Inventory Cost
15% & above -- ‘A’ items
7% to 14% - ‘B’ items
6% & Less -- 'C' items
Ranking |Item code |of Total units| Total Inventory % of Total Category
No. cost ) Inventory Cost
1 103 6.67 4,000 53.33
2 101 3.33 1,250 16.67
Total 2 10.00 5,250 70.00 A
3 106 10.00 900 12.00
4 104 10.00 600 8.00
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Total 2 20.00 1,500 20.00 B
105 30.00 450 6.00
102 40.00 300 4,00
Total 2 70.00 750 10.00 C
Grand 6 100 7,500 100
Total

[ ABC Analysis

| [mTPMay18 |

A store keeper has prepared the below list of items kept in the store of the factory.

Item Units Unit cost )
A 12,000 30.00
B 18,000 3.00
C 6,000 35.00
D 750 220.00
E 3,800 75.00
F 400 105.00
G 600 300.00
H 300 350.00
I 3,000 250.00
J 20,000 7.50
K 11,500 27.50
L 2,100 75.00

The store keeper requires your help to classify the items for prioritization. You are required to APPLY ABC

analysis to classify the store items as follows:

Store items which constitutes approx 70%, 20% and 10% of total value as A, B and C respectively.

Statement of Total Cost and Ranking

Item Units % of Total units | Unit cost (X) | Total cost X) |% of Total cost | Ranking
A 12,000 15.30% 30.00 3,60,000 12.97% 2
B 18,000 22.94% 3.00 54,000 1.95% 11
C 6,000 7.65% 35.00 2,10,000 757% 5
D 750 0.96% 220.00 1,65,000 5.95% 7
E 3,800 4.84% 75.00 2,85,000 10.27% 4
F 400 0.51% 105.00 42,000 151% 12
G 600 0.76% 300.00 1,80,000 6.49% 6
H 300 0.38% 350.00 1,05,000 3.78% 10
I 3,000 3.82% 250.00 7,50,000 27.03% 1
J 20,000 25.49% 7.50 1,50,000 5.41% 9
K 11,500 14.66% 27.50 3,16,250 11.40% 3
L 2,100 2.68% 75.00 157,500 5.68% 8
78,450 100.00% 27,74,750 100.00%
—
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[AII Formulas } [ RTP Nov 22} ﬁ

M/s Tanishka Materials Private Limited produces a product which names "ESS". The consumption of raw material
for the production of "ESS" is 210 Kgs to 350 Kgs per week. Other information is as follows:

Procurement Time: 5 to 9 Days

Purchase price of Raw Materials: ¥ 100 per kg

Ordering Cost per Order: % 200

Storage Cost: 1% per month plus X 2 per unit per annum

Consider 365 days a year.

You are required to CALCULATE:

(@) Economic Order Quantity

(b) Re-Order Level (ROL)

(c) Maximum Stock Level

(d)  Minimum Stock Level

(e) Average Stock Level

(f)  Number of Orders to be placed per year

()  Total Inventory Cost

(h)  If the supplier is willing to offer 1% discount on purchase of total annual quantity in two orders, whether
offer is acceptable?

(i)  If the answer is no, what should be the counteroffer w.r.t. percentage of discount?

As procurement time is given in days, consumption should also be calculated in days:

350
Maximum Consumption per Day: 2 50 Kgs
- . 210
Minimum Consumption per Day: - 30 Kgs.
. (50 +30)
Average Consumption per Day: tempt st 40 Kgs

(a) Calculation of Economic Order Quantity (EOQ)
Annual consumption of Raw Materials (A): 40 Kgs x 365 days = 14,600 Kgs
Storage or Carrying Cost per unit per annum (C):(X 100 x 1% x 12 months) + ¥ 2 =X 14
Ordering Cost (O): % 200 per Order

2 x AxO
EO(! = - =
‘J C

— Jz x 14600,600 x 200
14

= 646 Kgs.

(b) Re-Order Level (ROL)

(Maximum consumption Rate x Maximum Procurement Time)
= 50 kgs per day x 9 days
= 450 kgs

(¢) Maximum Stock Level = Recorder Level + Recorder Quantity - (Minimum Consumption Rate x
Minimum Procurement Time)

= 450 kgs + 646 kgs - (30 kgs X 5 days)
= 946 kgs

(d) Minimum Stock Level = Recorder Level - (Average consumption Rate x Average Procurement
Time)

= 450 kgs - (40 kgs X 7 days)

/& By CA Amit Sharma
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= 170 kgs

Maximum Stock Level + Minimum Stock Level
2

(e) Average Stock Level

946 kgs + 170 kgs
2

558 kgs
(f) Number of Orders to be placed per year

Annual Consumption of Raw Materials
EOQ

14600 kg
646 kgs

22.60 Orders or 23 Orders

(g) Total Inventory Cost

Cost of Materials (A x Purchase Price) (14600 kgs x X 100) = 14,60,000
Total Ordering Cost (No. of Orders x O) (23 Orders x 200) = T 4,600
Total Carrying Cost (EOQ / 2 x C) (646 kgs / 2 x X 14 = T4522
Total Inventory Cost = X14,69,122

(h)  If the supplier is willing to offer 1% discount on purchase of total annual quantity in fwo orders:

Offer Price = 100 x 99% =399
Revised Carrying Cost = (X 99 x 1% x 12 months) + 32 = 1388
Revised Order Quantity = 14600 kgs / 2 Orders = 7300 kgs

Total Inventory Cost at Offer Price

Cost of Materials (A x Purchase Price) (14600 kgs x X 99) = %14,45,400
Total Ordering Cost (No. of Orders x O) (2 Orders x 200) = 400
Total Carrying Cost (EOQ / 2 x C) (7300 kgs / 2 x 313.88) = 50,662

Total Inventory Cost = 1496462
Advice: As fotal inventory cost at offer price is ¥ 27,340 (14, 96 462 - 14,69,122) higher, of fer should not
be accepted.
(i)  Counter-offer:
Let Discount Rate =z%

Counter-Offer Price =%100-2%=%100- z
Revised Carrying Cost = [(R100 - z) x 1% x 12 months] +32=312 -0.12z+% 2

=%14-0.12z
Total Inventory Cost at Counter-Offer Price
Cost of Materials (A x Purchase Price) [14600 kgs x (% 100 - z)] =% 14,60,000 - 14,600z
Total Ordering Cost (No. of Orders x O) (2 Orders x 200) =3 400
Total Carrying Cost (EOQ / 2 x C) [7300 kgs / 2 x (X 14 - 0.122)] =3 51,100 - 4382
Total Inventory Cost =X 15,11,500 - 150382

% 14,69,122 =% 15,11,500 - 150382

Or 15038z = 42,378
Or z =282

Therefore, discount should be at least 2.82% in of fer price.

Q.4 [ Calculate Material Cost } WTP May 22(1j %-j

SKY Company Ltd., not registered under GST, purchased material 'RPP* from a company, registered under
GST. The following information is available for one lot of 5,000 units of material purchased:
Listed price of one lot % 7,50,000

21/ &) Fast Cost FM by AB Chapter - 02
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Ans.

Q.5

Trade discount

CGST and SGST (Credit Not available)

Road Tax paid

Freight and Insurance

Detention Charges(or Demurage)
Commission and brokerage on purchases
Amount deposited for returnable containers
Amount of refund on returning the container
Other Expenses

20% of material shortage is due to normal reasons.
You are required to CALCULATE cost per unit of material purchased to SKY Company Ltd.

@ 10% on Listed price.

12% (6% C6ST + 6% SGST)

¥ 15,000
¥ 51,000
% 15,000
¥ 30,000
¥ 90,000
¥ 60,000

@ 2% of total cost

Computation of Total cost of material purchased of SKY Manufacturing Company

Particulars Units (Amount in )
Listed Price of Materials 5,000 7.50,000
Less: Trade discount @ 10% on invoice price (75,000)
6,75,000
Add: C6ST @ 6% of X 6,75,000 40,500
S6ST @ 6% of ¥ 6,75,000 40,500
7,56,000
Add: Road Tax paid 15,000
Freight and Insurance 51,000
Commission and Brokerage Paid 30,000
Add: Cost of returnable containers:
Amount deposited X 90,000
Less: Amount refunded < 60,000 30,000
8,82,000
Add: Other Expenses @ 2% of Total Cost 18,000
[8,8;,8000 ij
Total cost of material 9,00,000
Less: Shortage due to Normal Loss @ 20% 1,000 -
Total cost of material of good units 4,000 9,00,000
Cost per unit (X 9,00,000/4,000 units) 225
Notes:
1. GST is payable on net price i.e., listed price less discount.
2. Detention charges/ fines imposed for non-compliance of rule or law by any statutory authority
It is an abnormal cost and not included with cost of purchase.
3. Shortage due to normal reasons should not be deducted from cost to ascertain total cost of good units.

[ Economic Order Qty (EOQ) } [ MTP Nov 19 } %—j

A Ltd. manufactures a product X which requires two raw materials A and B in a ratio of 1:4.
The sales department has estimated a demand of 5,00,000 units for the product for the year. To produce one

unit of finished product, 4 units of material A is required.
Stock position at the beginning of the year is as below:

Chapter - 02
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Product- X 12,000 units

Material A 24,000 units

Material B 52,000 units

To place an order the company has to spend Rs.15,000. The company is financing its working capital using a bank
cash credit @13% p.a.

Product X is sold at Rs.1,040 per unit. Material A and B are purchased at Rs.150 and Rs.200 respectively.

Required:

COMPUTE economic order quantity (EOQ):

(i)  If purchase order for the both materials is placed separately.

(ii)  If purchase order for the both materials is not placed separately.

Ans.  Workings:
Annual production of Product X = Annual demand - Opening stock
=5,00,000 - 12,000 = 4,88,000 units
Annual requirement for raw materials = Annual productionx Material per unit - Opening stock of material
Material A = 4,88,000 x 4 units - 24,000 units = 19,28,000 units
Material B = 4,88,000 x 16 units - 52,000 units = 77,56,000 units

(i) Computation of EOQ when purchase order for the both materials is placed separately
EOQ = [2 x Annual Requirement for material x Ordering cost

\I Carrying cost per unit per annum
Material A = 2 719,28,000 units  _ |38,56,000x Rs.15,000
“ Rs.15,000 Rs.19.5

13%of Rs.150
= 54,462 units

Material B =

[2719,28,000 units _ \/1,55,12,000’!25.15,000
' “Rs.15,000 Rs.26

13%of Rs.200

= 94,600 units

(ii) Computation of EOQ when purchase order for the both materials is not placed separately
[27(19, 28, 000 + 77, 56, 000) units ' Rs.15, 000

Material A & B
13% of Rs.190 *
B} \/1,93,68,000 Rs15,000 _ 1 08 45 units
Rs.24.7
. =1,08,452"19, 28, 000 ,
Material A = 96.84.000 = 21,592 units
1,0 2’ 000

Material A = = 8,452° 77,56, = 86,860 units

96,84,000

* (Rs.150  19,28,000) +  (Rs.200 * 77,56,000)
(19,28,000 + 77,56,000)

= Rs.190

Q.6 [ Economic Order Qty EOQ) | [RTPNov19 | &=

HBL Limited produces product ‘M’ which has a quarterly demand of 20,000 units. Each product requires 3 kg. and
4 kg. of material X and Y respectively. Material X is supplied by a local supplier and can be procured at factory
stores at any time, hence, no need to keep inventory for material X. The material ¥ is not locally available, it
requires to be purchased from other states in a specially designed truck container with a capacity of 10 tons.
The cost and other information related with the materials are as follows:

I / & By CA Amit Sharma &7 —
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Particulars Material -X Material-Y

Purchase price per kg. (excluding 6ST) %140 %640

Rate of GST 18% 18%

Freight per trip (fixed, irrespective of quantity) - %¥28,000

Loss of materials in transit™ - 2%

Loss in process* 4% 5%

On purchased quantity

Other information:

The company has to pay 15% p.a. to bank for cash credit facility.
Input credit is available on GST paid on materials.

Required:

(i)  CALCULATE cost per kg. of material X and Y
(i)  CALCULATE the Economic Order quantity for both the materials.

Ans.  Working Notes:
Annual purchase quantity for material X and V:
Annual demand for product M- 20,000 units x 4 = 80,000 units

Particulars Mat-X Mat-¥Y

Quantity required for per unit of product M 3 kg. 4 kg.
Net quantity for materials required 2,40,000 kg. 3,20,000 kg.
Add: Loss in transit - 6,881 kg.
Add: Loss in process 10,000 kg. 17,204 kg.
Purchase quantity 2,50,000 kg. 3,44,085 kg.

Note - Input credit on GST paid is available; hence, it will not be included in cost of material.

()  Calculation of cost per kg. of material X and Y:

Particulars Mat-X Mat-Y

Purchase quantity 2,50,000 kg. 3,44,085 kg.
Rate per kg. %140 3640
Purchase price ¥3,50,00,000 322,02,14,400
Add: Freight 0 39,80,000*
Total cost ¥3,50,00,000 %22,11,94,400
Net Quantity 2,40,000 kg. 3,20,000 kg
Cost per kg. 3145.83 %691.23

*No. of trucks = 3,44,085%g. = 34.40 trucks or 35 trucks

10 ton’1,000
Therefore, total freight = 35 trucks x ¥28,000 = ¥9,80,000

(i)  Calculation of Economic Order Quantity (EOQ) for Mat.-X and Y:

2xAnnual Requirement ‘Order cost
EOQ - Carryingcos 1 per unitp.a.

Chapter - 02 21/ €] Fast Cost FM by AB
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Ans.

Particulars Mat-X Mat-Y
Annual Requirement 2,50,000 kg. 3,44,085 kg.
Ordering cost 0 328,000
Cost per unit %145.83 %691.23
Carrying cost 15% 15%
Carrying cost per unit p.a. 0* %103.68
EOQ 0 13,632.62 kg.

[ EOQ / Frequently Order

| [RTPMay23 | &

Reliable India Pvt Ltd is a startup company engaged in manufacturing of Agro Tech product from a raw material,
which is purchased at X190 per kg. The company incurs a handling cost of 31,470 plus, freight of 3770 per order.
The incremental carrying cost of inventory of raw material is X3 per kg per month. In addition, the cost of working
capital finance on the investment in inventory of raw material is ¥20 per kg per annum. The annual production of
the product is 1,50,000 units and 3 units are obtained from one kg. of raw material. Assume 360 days in a year.

Required:

Calculate the economic order quantity of raw materials.

Determine, how frequently company should order for procurement be placed.

If the company proposes to rationalize placement of orders on quarterly basis, determine the percentage
of discount in the price of raw materials should be negotiated?

®

@)

Calculation of Economic Order Quantity (E.0.Q)
1,50,000units

3unitsperkg
Ordering Cost (Handling & freight cost) (O) = 31,470 + 3770 = 32,240
Carrying cost per unit per annum (C) i.e. inventory carrying cost + working capital
cost= (X3 x 12 months) + 320 = I56 per kg.
£0.Q= [24¢ _ \/2><50,000‘kg.>< ' 2,240

\ ¢ 56
Frequency of placing orders for procurement :
Annual consumption (A) = 50,000 kg.
Quantity per order (E.0.Q) = 2,000 kg.
A 50,000kg
=2

EOQ  2000kg 20 orders

360days
25orders

Annual requirement (usage) of raw material in kg. (A) = = 50,000kg.

2,000 kg

No. of orders per annum =

Frequency of placing orders (in days) = = 14.4 Days

(iii) Percentage of discount in the price of raw materials to be negotiated:

51/ €1 Fast Cost FM by AB

Particulars On Quarterly Basis On E.O.Q Basis
1. Annual Usage (in Kg.) 50,000 kg. 50,000 kg.
2. Size of the order 12,500 kg. 2,000 kg.
3. No. of orders (1 = 2) 4 25
4. Cost of placing ordersor Ordering cost 38,960 ¥56,000

(No. of orders x Costper order) (4 order x ¥2,240) | (25 orders x ¥2,240)
5.  Inventory carryingcost ¥3,50,000 356,000

(Average inventory xCarrying cost per unit) | (12,500 kg. x 3 x ¥56) | (2,000 kg. x 3 x X 56)
6. Total Cost (4 +5) ¥ 3,58,960 ¥1,12,000

NN / & By CA Amit Sharma &7/
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Ans.

Q.9

When order is placed on quarterly basis the ordering cost and carrying cost increased
by %2,46,960 (33,58,960 - %1,12,000). So, discount required = 2,46,960
Total annual purchase = 50,000 kg. x 3190 = ¥95,00,000

' 2,46,960
So, Percentage of discount to be negotiated = ﬂ =x 100 = 2.60%
95,00,000
[ EOQ / Max. Stock Level J [MTP Nov 22(1)] f—j

A company produces a product 'AB' by using two raw materials - ‘Material Ae' and 'Material Be' in the ratio of
5:3.

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

Other Information about Raw Material Ae is as follows:

Purchase Price ¥ 150 per kg
Re-order period 2 to 3 days
Carrying Cost 12%

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

To place an order for material 'Ae’, the company has to incur an administrative cost of ¥ 375 per order.
At present, material ‘Ae’ is purchased in a lot of 7,500 kgs. to avail the discount on purchase. Company works for
25 days in a month and production is carried out evenly. Calculate (i) EOQ and (ii) Maximum Stock Level

(i)  Monthly production of AB = 50,000 kgs
Raw material required = 50,000/5 x 8 = 80,000 kgs
Material Ae and Material Be ratio = 5:3
Therefore, material Ae = 80,000/8 x 5 =50,000 kgs

2 x (Annual demand x cost per order)
Calculation of EOQ = Annual holding cost per unit
2 x 50,000 kgs x 12 x 375
EOQ = 12% of " 150 =5,000 kgs

(ii)  Calculation of maximum stock level of Material Ae which is perishable in nature and is required to be
used within 3.5 days.

(@)  Stock equals to 3.5 days consumption = 50,000 kgs/ 25 days x 3.5 days = 7,000 kgs

(b)  Maximum stock level for Material Ae
Maximum stock= Reorder quantity + reorder level - (minimum consumption x minimum lead time)
Where, reorder quantity = 7,500 kgs
Reorder level = maximum consumption™ x maximum lead time

= 50,000/ 25 x 3 days = 6,000 kgs

Now, Maximum stock level = 7,500 kgs + 6,000 kgs - (50,000 /25 days x 2 days) = 9,500 kgs
Stock required for 3.5 days consumption is lower than the maximum stock level
calculated above. Therefore, maximum stock level will be 7,000 kgs.
(*since production is processed evenly throughout the month hence material consumption will also
be even.)

| EOQ / Next Order be placed | [ RTPMay 18 | ==
Aditya Brothers supplies surgical gloves to nursing homes and polyclinics in the city. These surgical gloves

/& By CA Amit Sharma
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are sold in pack of 10 pairs at price of T 250 per pack.

For the month of April 2018, it has been anticipated that a demand for 60,000 packs of surgical gloves will arise.

Aditya Brothers purchases these gloves from the manufacturer at ¥ 228 per pack within a 4 to 6 days lead time.

The ordering and related cost is ¥ 240 per order. The storage cost is 10% p.a. of average inventory investment.

Required:

(i)  CALCULATE the Economic Order Quantity (EOQ)

(i)  CALCULATE the number of orders needed every year

(iii) CALCULATE the total cost of ordering and storage of the surgical gloves.

(iv) DETERMINE when should the next order to be placed. (Assuming that the company does maintain a
safety stock and that the present inventory level is 10,033 packs with a year of 360 working days

Ans. (0] Calculation of Economic Order Quantity:

2xAx0  [2' (60,000 packs’12 months) 240
E0Q=\ ¢ =\ * 228'10%

= 3,893.3 packs or 3,893 packs.
(i)  Number of orders per year
Annual requirements _ 7,20,000 packs

= =184.90r1850rd
E0Q 3,893 packs oriedorders ayear
(iii)  Ordering and storage costs
®
Ordering costs :- 185 orders 0 X 240 44 400.00
Storage cost :- % (3,893 packs 0 10% of ¥228) 44,380.20
Total cost of ordering & storage 88,780.20
(iv)  Timing of next order
(@) Day's requirement served by each order.
. i 360d
Number of days requirements = No.of working days _ s . 1.94 days

No.of order inayear 185 Orders
Supply.
This implies that each order of 3,893 packs supplies for requirements of 1.94 days only.
(b)  Days requirement covered by inventory
_Units ininventory
~ Economic order quantity

x (Day's requirement served by an order)

10,033 packs
3,893 packs

(c) Time interval for placing next order
Inventory left for day's requirement - Average lead time of delivery
5 days - 5 days = O days
This means that next order for the replenishment of supplies has o be placed immediately

Q.10 | ) ( | &=

The annual demand for an item of raw material is 4,000 units and the purchase price is expected to be Rs. 90 per
unit. The incremental cost of processing an order is Rs. 135 and the annual cost of storage is estimated o be Rs.
12 per unit. COMPUTE the optimal order quantity and total relevant cost of this order quantity?

Suppose that Rs. 135 as estimated to be the incremental cost of processing an order is incorrect and should have
been Rs. 80. All other estimates are correct. ESTIMATE the difference in cost on account of this error?

x 1.94 days = 5 days requirement

I / & By CA Amit Sharma &7 —
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Q.11

Material Cost

twtnrials

Assume at the commencement of the period that a supplier offers 4,000 units at a price of Rs. 86. The materials
will be delivered immediately and placed in the stores. Assume that the incremental cost of placing the order is
zero and original estimate of Rs. 135 for placing an order for the economic batch is correct. ANALYSE, should

the order be accepted?

(i)  Optimal order quantity i.e. E.O.Q.

2x4000x135
12 = «/90,000 = 300 units
Relevant Cost of this order quantity Rs.
4,000
Ordering cost = 300 - 13.33 say 14 orders at Rs. 135 1,890
1
Carrying Cost = 2% 300 x 12 1,800
Relevant cost 3,690
2x4000x80
(i) Revised EOQ = 12 = 231 units
. 4,000
Ordering cost = 31 - 17.32 say 18 orders at Rs. 80 1,440
Carrying cost =x 231 x 12 1,386
2,826

Different in cost on account of this error = 3,690 - 2,826 = Rs. 864

(iv)  In case of discount in purchase price, the total cost of Purchase cost, ordering cost and carrying cost
should be compared.

Original offer at Rs. 90 per unit Supplier offered at Rs. 86 per unit

Rs. Rs.

Purchase Cost 3,60,000 | Purchase cost 4,000 x 86 3,44,000
Ordering cost 1,890 | Ordering cost Nil

Carrying cost 1,800 1 24,000

Carrying cost > 4,000 x 12
Total cost 3,63,690 3,68,000

CA Amit Sharma I

This special offer at Rs. 86 per unit should not be accepted as its total cost is higher by Rs. 4,310 (3,68,000

- 3,63,690) as compared to original offer.

| EOQ / Qty Discount

| [Pymay1s | ==

M/s. X Private Limited is manufacturing a special product which requires a component
"SKY BLUE". The following particulars are available for the year ended 31st March, 2018:

Annual demand of "SKY BLUE"
Cost of placing an order

Cost per unit of "SKY BLUE
Carrying cost per annum

12000 Units
¥ 1,800

% 640
18.75%

The company has been offered a quantity discount of 5 on the purchases of "SKY BLUE" provided the order

size is 3000 components at a time.

Chapter - 02
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You are required fo:

(i)  Compute the Economic Order Quantity.

(i)  Advise whether the quantity discount offer can be accepted

Ans. (i) Calculation of Economic Order Quantity

2 x12,000 units x1,800 _

EOQ = ,f%ﬂl 6401875710 600 units

(i)  Evaluation of Profitability of Different Options of Order Quantity

When EOQ is ordered

®

Purchase Cost

(12,000 units x T 640)

Ordering Cost {% xQ — (12,000 units/ 600 units) x 1,800}

Carrying Cost {% XxCxi — 600 units x 640x1/2x 18.75/100)}

76,80,000
36,000

36,000

Total Cost

77,52,000

Q.12 [ EOQ / Reorder Level

| [PyNoveo | &

An automobile company purchases 27,000 spare parts for its annual requirements. The cost per order is ¥ 240
and the annual carrying cost of average inventory is 12.5%. Each spare part costs ¥ 50. At present, the order
size is 3,000 spare parts. (Assume that number of days in a year = 360 days)

Find out:

(i)  How much the company's cost would be saved by opting EOQ model?

(i)  The Re-order point under EOQ model if lead time is 12 days.

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

Ans.  Working Notes:
Annual requirement (A)
Cost per order (O)
Inventory carrying cost (i)
Cost per unit of spare (c)
Carrying cost per unit (i x c)

Economic Order Quantity (EOQ)

_ |2x27,000x 240
6.25

= 27,000 units

=% 240

=125%

=% 50

=X50x125%=36.25
2xAx0

IXc

= 1440 units

(i)  Calculation of saving by opting EOQ:

Existing Order policy EOQ Model
No. of orders 9 18.75 or 19
27,000 27,000
T )
A. Ordering Cost (%) 2,160 4,500
(X 240 x 9)

NN / & By CA Amit Sharma &7/
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{240){27,000 J}
1, 440
B. Carrying cost (%) 9,375 4,500
3,000x6.25 1,440 x " 6.25
2 2
Total cost (A+B) R) 11,535 9,000

Savings of Cost by opting EOQ Model =% 11,535 -39,000=% 2,535

(ii) Re-order point under EOQ:
Re-order point/ Re-order level = Maximum consumption x Maximum lead time
27,000units
: -2 4o 27,000units _ .
Consumption per day = 27,000units 360days 75 units
Re-order point/ Re-order level = 75 units x 12 days = 900 units
(iii) Frequency of Orders (in days):
360days 360days
= = = 18. 1
No.of ordersayear 19 8.95 days or 19 days
Q.13 [ EOQ / Reorder Level ] [ PY Nov 22 J ﬁ

Ans.

Chapter - 02

MM Ltd. uses 7500 valves per month which is purchased at a price of ¥ 1.50 per unit. The carrying cost is
estimated to be 20% of average inventory investment on an annual basis. The cost to place an order and getting
the delivery is X 15. It takes a period of 1.5 months to receive a delivery from the date of placing an order
and a safety stock of 3200 valves is desired.

You are required to determine:

()
(ii)
(iif)

®

(i)
(iii)

The Economic Order Quantity (EOQ) and the frequency of orders.
The re-order point.
The Economic Order Quantity (EOQ) if the valve cost % 4.50 each instead of 1.50 each.

Calculation of Economic Order Quantity

Annual requirement (A) = 7500x12= 90,000 Valves Cost per order (O) =15
Inventory carrying cost (i) = 20% Cost per unit of spare (c)=3 15
Carrying cost per unit (i x ¢) =315x20%=30.30

Economic Order Quantity (EOQ) = ZX,AXO
\/ ixc
= f% = 3,000 Valves

Frequency of order or Number of Orders = 90,000/3,000 = 30 orders.
So Order can be placed in every 12 (360days/30) days

Re-order Quantity = {Maximum Consumption X Maximum lead time} + safety Stock
= {7500X1.5} + 3200 = 14,450 Valves

Calculation of Economic Order Quantity if valve costs I 4.50

Carrying cost is 20% of ¥4.50 =3 0.90

Economic Order Quantity (EOQ) = ZX,AXO
\/ ixc
- f2x90,000X15
0.9

= 1732.0508 units or 1733 Valves

/& By CA Amit Sharma 4 /7 A
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Q.14 { EOQ / Reorder Level } { RTP Nov 18 J ﬁ

Rounak Ltd. is the manufacturer of monitors for PCs. A monitor requires 4 units of Part-M. The following are
the details of its operation during 20X8:

Average monthly market demand 2,000 Monitors
Ordering cost % 1,000 per order
Inventory carrying cost 20% per anhum
Cost of Part ¥ 350 per part
Normal usage 425 parts per week
Minimum usage 140 parts per week
Maximum usage 710 parts per week
Lead time to supply 3-5 weeks

COMPUTE from the above:

(i)  Economic Order Quantity (EOQ). If the supplier is willing to supply quarterly 30,000 units
of Part-M at a discount of 5%, is it worth accepting?

(i)  Reorder level

(iii)  Maximum level of stock

(iv)  Minimum level of stock.

Ans. (1) A= Annual usage of parts = Monthly demand for monitors x 4 parts x 12 months
= 2,000monitors x 4 parts x 12 months = 96,000units O = Ordering cost per order = X 1,000/- per order
C1 = Cost per part =X 350/-
iC1 = Inventory carrying cost per unit per annum
= 20% = X 350 = ¥ 70/- per unit, per anhum Economic order quantity (EOQ):
£0.Q =\/ 240 _ \/2,96,000 units 1,000 _ 1 <56 parts (approx.)
icl 70
The supplier is willing to supply 30,000 units at a discount of 5%, therefore cost of each part shall be
¥350 - 5% of 350 =%3325
Total cost (when order size is 30,000 units):
= Cost of 96,000 units + Ordering cost + Carrying cost.

f 1
= (96,000 units x T 332.50) + [wxl,oooj += (30,000 units x 20% xZ 332.50)
30,000 units 2

=%3,19,20,000 + ¥3,200* +39,97,500= %3,29,20,700
Total cost (when order size is 1,656 units):

1656units

=%3,36,00,000 +357,970* + 357,960 = %3,37,15,930
Since, the total cost under the supply of 30,000 units with 5% discount is lower than that when order size
is 1,656 units, therefore the offer should be accepted.
Note: While accepting this offer consideration of capital blocked on order size of 30,000 units has been
ignored. *Order size can also be taken in absolute figure.
(2) Reorder level
= Maximum consumption x Maximum re-order period
= 710 units x 5 weeks = 3,550 units
(3) Maximum level of stock
= Re-order level + Reorder quantity - (Min. usage x Min. reorder period)
= 3,550 units + 1,656 units - (140 units x 3 weeks) = 4,786 units.
(4) Minimum level of stock
= Re-order level - Normal usage x Average reorder period
= 3,550 units - (425 units x 4 weeks) = 1,850 units.

f 1
= (96,000 units x T350) +[Mxl,oooJ 3 (1,656 units x 20% x3350)

—
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Q.15 { EOQ / Reorder Level } { RTP May 19 J %-j

Ananya Ltd. produces a product 'Exe’ using a raw material Dee. To produce one unit of Exe, 2 kg of Dee is
required. As per the sales forecast conducted by the company, it will able o sale 10,000 units of Exe in the
coming year. The following is the information regarding the raw material Dee:
The Re-order quantity is 200 kg. less than the Economic Order Quantity (EOQ).

Maximum consumption per day is 20 kg. more than the average consumption per day.

0]
(if)
(iii)
(v)
V)

There is an opening stock of 1,000 kg.
Time required to get the raw materials from the suppliers is 4 to 8 days.
The purchase price is X125 per kg.

There is an opening stock of 900 units of the finished product Exe. The rate of interest charged by bank on
Cash Credit facility is 13.76%.
To place an order company has to incur X 720 on paper and documentation work. From the above information
FIND OUT the followings in relation fo raw material Dee:

(a)
(b)
(c)
(d)

Ans. 0]

(if)

(iif)

(iv)

Chapter - 02

Re-order Quantity
Maximum Stock level
Minimum Stock level

CALCULATE the impact on the profitability of the company by not ordering the EOQ.
[Take 364 days for a year]

Computation of Annual consumption & Annual Demand for raw material 'Dee’:

Sales forecast of the product 'Exe’ 10,000 units
Less: Opening stock of 'Exe’ 900 units
Fresh units of 'Exe’ to be produced 9,100 units

Raw material required to produce 9,100 units of 'Exe’ 18,200 kag.
(9,100 units x 2 kg.)
Less: Opening Stock of 'Dee’ 1,000 kg.
Annual demand for raw material 'Dee’ 17,200 kg.

Computation of Economic Order Quantity (EOQ):

EOQ - |2’Annualdemandof 'Dee’’ Orderingcos t
Carryingcos t per unit per annum

:J 2x17,200kgx’720  _ |  2x17,200kgx"720 - 1200 kg

"125'13.76% -\ 17.2
Re- Order level:
= (Maximum consumption per day x Maximum lead time)

{(AnnualConsumphonof Dee +20kg]x8day5}

364days

18,200kg
——Z +20kg |x8days } =
{[ B0k gj ay} s60kg

Minimum consumption per day of raw material 'Dee’:

Average Consumption per day = 50 Kg.

Hence, Maximum Consumption per day =50 kg. + 20 kg. = 70 kg.
So Minimum consumption per day will be

/& By CA Amit Sharma

21/ €] Fast Cost FM by AB

CA Amit Sharma I

y o4



(a)
(b)

()

(d)

_ Min.consumptiont + Max.consumption

Average Consumption >

_ Min.consumptiont + 70kg
2
=100 kg - 70 kg. = 30 kg.

Or, 50 kg.

Or, Min. consumption
Re-order Quantity :
EOQ - 200 kg.
Maximum Stock level:
= Re-order level + Re-order Quantity - (Min. consumption per day x Min. lead time)
=560 kg. + 1,000 kg. - (30 kg. x 4 days)

= 1,560 kg. - 120 kg. = 1,440 kg.

Minimum Stock level:

= Re-order level - (Average consumption per day x Average lead time)

=560 kg. - (50 kg. x 6 days) = 260 kg.

Impact on the profitability of the company by not ordering the EOQ.

= 1,200 kg. - 200 kg. = 1,000 kg.

When purchasing the ROQ When purchasing the EOQ
I | Order quantity 1,000 kg. 1,200 kg.
IT | No. of orders a year
17,200k9. _ 17 20r180rders 17,200k9. _ 14 330r150rders
1,000kg. 1,200kg.
IIT| Ordering Cost 18 orders x ¥ 720 =%12,960 15 orders x ¥ 720 = 10,800
IV | Average Inventory 1,000kg. 1,200Kg.
— 500kg. Y c 600kg.
V | Carrying Cost 500 kg. x T 17.2 =X 8,600 600 kg. x317.2 =310,320
VI [Total Cost % 21,560 ¥ 21,120

Extra Cost incurred due to not ordering EOQ = X 21,560 - % 21,120 = 3440

Q.16 [ Material Turnover

| [PyDecat | &

XYZ Ltd. uses two types of raw materials - ‘Material A’ and ‘Material B' in the production process and has provided
the following data for the year ended on 31 st March, 2021:

Particulars Material A Material B

Q9] Q9]
Opening stock as on 01.04.2020 30,000 32,000
Purchase during the year 90,000 51,000
Closing stock as on 31.03.2021 20,000 14,000

(M

(if)

Ans.

®

NN / & By CA Amit Sharma &7/
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You are required to calculate:

(@) The inventory turnover ratio of ‘Material A" and ‘Material B'.

(b) The number of days for which the average inventory is held for both materials ‘A’ and 'B'.
Based on above calculations, give your comments. (Assume 360 days in a year.)

Calculation of Inventory Turnover ratios and number of days:

Material A ) Material B )

Opening stock 30,000 32,000
Add: Purchases 90,000 51,000
1,20,000 83,000

Less: Closing stock 20,000 14,000

Chapter - 02



Materials consumed 1,00,000 69,000

Average inventory: (Opening Stock + Closing Stock) x 2 25,000 23,000

(@) Inventory Turnover ratio: (Consumption x Average 4 times 3 times
inventory)

(b) Number of days for which the average inventory 90 days 120 days
held (Number of Days in a year/IT ratio)

(i) Comments: Material A is moving faster than Material B. Or Material A has a less holding period.
Q.17 | Max & Min Consumption | [RTPNov23 | &=

Following details are related to a manufacturing concern:
Re-order Level 1,60,000 units
Economic Order Quality 90,000
Minimum Stock Level 1,00,000 units
Maximum Stock Level 1,90,000 units
Average Lead Time 6 days
Difference between minimum lead time and Maximum lead time 4 days

Calculate:

(i)  Maximum consumption per day

(if)

Minimum consumption per day

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

_ MaxlJead time+Minlead time

5 =6days = 6 days (ii)

Putting the value of (i) in (ii),

_ Maxlead time+4 days + Minlead time

= 6days
> y

Or, Min. lead time + 4 days + Min. lead time = 12 days

days

8
Or, 2 Min. lead time = — 4days

Putting this Minimum lead time value in (i), we get
Maximum lead time = 4 days + 4 days = 8 days

®

@)

Chapter - 02

Maximum consumption per day:

Re-order level = Max. Re-order period x Maximum Consumption per day

1,60,000 units = 8 days x Maximum Consumption per day

1,60,000units
8days

Or, Maximum Consumption per day = = 20units

Minimum Consumption per day:
Maximum Stock Level = Re-order level + Re-order Quantity - (Min. lead time x Min. Consumption per day)
Or, 1,90,000 units = 1,60,000 units + 90,000 units - (4 days x Min. Consumption per day)

Or, 4 days x Min. Consumption per day = 2,50,000 units - 1,90,000 units

60,000 units

=15,000units
4days

Or, Minimum Consumption per day =

/& By CA Amit Sharma
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Q.18 [Min, Max, Avg Stock / Reor‘der} [ RTP Nov 20 } ﬁ
A company uses four raw materials A, B, C and D for a particular product for which the following data apply :-

Material Cost F ,A .5 .T

FIrst Attempt suicess

twtnrials

Raw Usage per | Re-order | Price Delivery period (in Re- order Minimum
Material unit of Quantity | per Kg. weeks) level (Kg.) level (Kg.)
product (Kg.) (Kg.) ®) Minimum | Average| Maximum
A 12 12,000 12 2 3 4 60,000 ?
B 8 8,000 22 5 6 7 70,000 ?
C 6 10,000 18 3 5 7 ? 25,500
D 5 9,000 20 1 2 3 ? ?

Weekly production varies from 550 to 1,250 units, averaging 900 units of the said product. What would be the
following quantities:-
(i)  Minimum Stock of A?
(i)  Maximum Stock of B?
(iii)  Re-order level of C?
(iii)  Average stock level of A?
(iv) Re-order level of D?
(v)  Minimum Stock level of D?
Ans. ()  Minimum stock of A
Re-order level - (Average consumption x Average time required to obtain delivery)
= 60,000 kg. - (900units x 12 kg. x 3 weeks) = 27,600 kg.

Maximum stock of B

Re-order level + Re-order quantity- (Min. Consumption x Min. Re-order period)
= 70,000 kg.+ 8,000 kg- (550units x8 kg.x 5 weeks).

=78,000-22,000 = 56,000 kg.

@)

Re-order level of C
Maximum re-order period x Maximum Usage
= 7 weeks x (1,250units x 6 kg.) = 52,500 kg.
OR
= Minimum stock of C+(Average consumption x Average delivery time)
= 25,500 kg.+ [(900 units x6 kg.)xb weeks] =52,500 kg.

(i)

(iv) Average stock level of A

_ Minimum stock +Maximum stock
- 2
_ 27,600 + 58,800
- 2
Working note
Maximum stock of A = ROL + ROQ - (Minimum consumption x Minimum re-order period)
= 60,000 kg. + 12,000 kg. - [(550units x 12 kg.) x 2 weeks] = 58,800 kg.

Re-order level of D

Maximum re-order period x Maximum Usage

3 weeks x (1,250 units x 5 kg.) = 18,750 kg

= (Refer to Working Note)

= 43,200 kg.

)

Minimum stock of D
Re-order level - (Average consumption x Average time required to obtain delivery)
= 18,750 kg. - (900units x 5 kg. x 2 weeks) = 9,750 kg.

(vi)

Chapter - 02
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Q.19 [ Min, Max, Avg Stock / Reorder | { RTP May 20 } ﬁ

Arnav Electronics manufactures electronic home appliances. It follows weighted average Cost method for
inventory valuation. Following are the data of component X:

Date Particulars Units Rate per unitR®)

15-12-19 Purchase Order- 008 10,000 9,930
30-12-19 Purchase Order- 009 10,000 9,780
01-01-20 Opening stock 3,500 9,810
05-01-20 GRN*-008 (against the Purchase Order- 008) 10,000 -
05-01-20 MRN**-003 (against the Purchase Order- 008) 500 -
06-01-20 Material Requisition-011 3,000 -
07-01-20 Purchase Order- 010 10,000 9,750
10-01-20 Material Requisition-012 4 500 -
12-01-20 GRN-009 (against the Purchase Order- 009) 10,000 -
12-01-20 MRN-004 (against the Purchase Order- 009) 400 -
15-01-20 Material Requisition-013 2,200 -
24-01-20 Material Requisition-014 1,500 -
25-01-20 GRN-010 (against the Purchase Order- 010) 10,000 -
28-01-20 Material Requisition-015 4,000 -
31-01-20 Material Requisition-016 3,200 -

*GRN- Goods Received Note; **MRN- Material Returned Note

Based on the above data, you are required to CALCULATE:

(i)  Re-order level

(i)  Maximum stock level

(iii)  Minimum stock level

(iv) PREPARE Store Ledger for the period January 2020 and DETERMINE the value of stock as on 31-01-2020.
(v)  Value of components used during the month of January, 2020.

(vi) Inventory turnover ratio.

Ans.  Workings:
Consumption is calculated on the basis of material requisitions:
Maximum component usage = 4,500 units (Material requisition on 10-01-20)
Minimum component usage = 1,500 units (Material requisition on 24 -01-20)
Lead time is calculated from purchase order date to material received date
Maximum lead time = 21 days (15-12-2019 to 05-01-2020)
Minimum lead time = 14 days (30-12-2019 to 12-01-2020)
Calculations:

(i)  Re-order level
= Maximum usage x Maximum lead time
= 4,500 units x 21 days = 94,500 units

(i)  Maximum stock level
= Re-order level + Re-order Quantity - (Min. Usage x Min. lead time)
= 94,500 units + 10,000 units - (1,500 units x 14 days)
=1,04,500 units - 21,000 units = 83,500 units

(iii)  Minimum stock level
= Re-order level - (Avg. consumption x Avg. lead time)
= 94,500 units - (3,000 units x 17.5 days)
= 94,500 units - 52,500 units
= 42,000 units

Chapter - 02
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0) Store Ledger for the month of January 2020:

Date Receipts Issue Balance
GRN/ |Units |Rate | Amt. |MRN/ [Units |Rate | Amt. | Units | Rate Amt.
MRN £4  '000) MR £4 ( '000) X ® '000)
01-01-20 - - - - - - - - 3,500 | 9,810 | 34,335
05-01-20 | 008 {10,000/9,930| 99,300 | 003 | 500 (9,930| 4,965 (13,000 | 9,898 | 1,28,670
06-01-20 - - - - 011 |3,000(9,898| 29,694 |10,000 | 9,898 | 98,980
10-01-20 - - - - 012 [4,500(9,898| 44,541 | 5500 | 9,898 | 54,439
12-01-20 009 |10,000/9,780| 97,800 | 004 | 400 (9,780| 3,912 (15,100 | 9,823 | 1,48,327
15-01-20 - - - - 013 |2,200(9,823| 21,611 {12,900 | 9,823 | 1,26,716
24-01-20 - - - - 014 |1500(9,823| 14,734 | 11,400 | 9,823 | 1,11,982
25-01-20 | 010 |10,000|9,750 | 97,500 - - - - 21,400 | 9,789 | 2,09,482
28-01-20 - - - - 015 |4,000(9,789| 39,156 |17,400 | 9,789 | 1,70,326
31-01-20 - - - - 016 [3,200(9,789| 31,325 |14,200 | 9,789 | 1,39,001

[Note: Decimal figures may be rounded-off to the nearest rupee value wherever required)
Value of stock as on 31 01-2020 ('000) = 1,39,001

(v)  Value of components used during the month of January 2020:
Sum of material requisitions 011 to 016 ('000)
=%29,694+344541+321,611+314,734 +% 39,156 +X 31,325 =% 1,81,061

(vi)  Inventory Turnover Ratio
_ Value of materialsused _ 1,81,061 _71,81,061
"~ Averagestock value  (1,39,001+ 34,335) / 2 86,668

=2.09

Q.20 [ Total Cost / EOQ / Reorder J [MTP Dec 21(2)J %‘l{

The yearly production of a company's product which has a steady market is 40,000 units. Each unit of a product
requires 1 kg. of raw material. The cost of placing one order for raw material is ¥ 1,000 and the inventory carrying
cost is ¥ 20 per annum. The lead time for procurement of raw material is 36 days and a safety stock of 1,000 kg.
of raw materials is maintained by the company. The company has been able to negotiate the following discount
structure with the raw material supplier

Order quantity (kg.) Discount () Upto 6,000
6,001 - 8,000 4,000

8,001 - 16,000 20,000

16,001 - 30,000 32,000

30,001 - 45,000 4,0000

You are REQUIRED to:

(i)  Calculate the re-order point considering 30 days in a month.

(i)  Prepare a statement showing the total cost of procurement and storage of raw material after considering
the discount of the company elects to place one, two, four or five orders in the year.

(iii)  State the number of orders which the company should place to minimize the costs after taking
EOQ also into consideration.

Ans.  Working notes
1. Annual production = 40,000 units
2. Raw material required for 40,000 units (40,000 units x 1 kg.) = 40,000 kg.

3. EOQ :\/2 x 40,000 l;g(,)s. x > 1,000

=20,000kgs

NN / & By CA Amit Sharma &7/
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Q.21 [ Stores Ledger

Chapter - 02
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Material Cost

Total cost of procurement and storage when the order size is equal to EOQ or 2,000 kg.

No. of orders (40,000 kg. + 2,000 kg. = 20 times
Ordering cost (20 orders x 31,000) =% 20,000
Carrying cost ) (7 x 2,000 kg. x T 20) = 320,000
Total cost 340,000
Re-order point = Safety stock + Lead time consumption
40,000 kg.
=1 . +———=x360d
,000 kg. + 360days X ays
= 1,000 kg. + 4,000 kg. = 5,000 kg.

Statement showing the total cost of procurement and storage of raw materials (after considering
the discount)

Y  CA Amit Sharma

Order No. of | Total cost of | Average Total cost of Discount Total cost
size orders | procurement stock storage of raw
materials

Kg. ® Kg. ® ® ®

1) (2) | B)=(2)xX1,000| (4)=3x(1) | (5)=(4)x320 (6) (7)=[(3)+(5)- (6)
40,000 1 1,000 20,000 4,00,000 40,000 3,61,000
20,000 2 2,000 10,000 2,00,000 32,000 1,70,000
10,000 4 4,000 5,000 1,00,000 20,000 84,000
8,000 5 5,000 4,000 80,000 4,000 81,000

Number of orders which the company should place to minimize the costs after taking EOQ also into
consideration is 20 orders each of size 2,000 kg. The total cost of procurement and storage in this case
comes to ¥ 40,000, which is minimum.

| [Pymay1o | &

The following are the details of receipt and issue of material ‘CXE" in a manufacturing Co. during the month of

April 2019:

Date Particulars Quantity|  Rate
(kg) | per kg

April 4 Purchase 3,000 %16

April8 Issue 1,000

Aprill5 Purchase 1,500 318

April 20 Issue 1,200

April 25 Return to supplier out of purchase made on April 15 300

April 26 Issue 1,000

April 28 Purchase 500 317

Opening stock as on 01-04-2019 is 1,000 kg @ < 15 per Kg.

On 30th April, 2019 it was found that 50 kg of material 'CXE"' was fraudulently misappropriated by the store
assistant and never recovered by the Company.

Required:

()

(if)

Prepare a store ledger account under each of the following method of pricing the issue:
(@) Weighted Average Method

(b) LIFO

What would be the value of material consumed and value of closing stock as on
30-04-2019 as per these two methods?

/& By CA Amit Sharma
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Ans. (i) (a) Stores Ledger Account for the month of April, 2019 (Weighted Average Method)
Receipt Issue Balance
Date Qty | Rate [ Amount | Qty Rate | Amount| Qty Rate Amount
Units | ) ®) Units ®) ®) Units ® ®)
1-4-19 _ _ _ _ _ _ 1,000 15.00 15,000
4-4-19 | 3,000| 16.00| 48,000 _ _ _ 4,000 15.75 63,000
8-4-19 _ _ _ 1,000 | 15.75 | 15,750 | 3,000 15.75 47,250
15-4-19 | 1,500 18.00( 27,000 _ _ _ 4,500 16.50 74,250
20-4-19 _ _ _ 1,200 | 16.50 | 19,800 | 3,300 16.50 54,450
25-4-19 _ _ _ 300 | 1800 | 5,400 | 3,000 16.35 49,050
26-4-19 _ _ _ 1,000 | 16.35 | 16,350 | 2,000 16.35 32,700
28-4-19 500 | 17.00( 8,500 _ _ _ 2,500 16.48 41,200
30-4-19 _ _ _ 50 16.48 824 2,450 16.48 40,376
(b) Stores Ledger Account for the month of April, 2019 (LIFO)
Receipt Issue Balance
Date Qty | Rate [ Amount [ Qty Rate | Amount| Qty Rate Amount
Units| ®) ®) Units ®) (69} Units (69) (69)
1-4-19 _ _ _ _ _ _ 1,000 15 15,000
4-4-19 |[3,000| 16 48,000 _ i _ 1,000 15 15,000
3,000 16 48,000
8-4-19 _ _ _ 1,000 16 16,000 | 1,000 15 15,000
2,000 16 32,000
15-4-19 |1500 | 18 27,000 _ _ _ 1,000 15 15,000
2,000 16 32,000
1,500 18 27,000
20-4-19 _ _ _ 1,200 18 21,600 | 1,000 15 15,000
2,000 16 32,000
300 18 5,400
25-4-19 _ _ _ 300 18 5,400 | 1,000 15 15,000
2,000 16 32,000
26-4-19 _ _ _ 1,000 16 16,000 | 1,000 15 15,000
1,000 16 16,000
28-4-19 | 500 17 8,500 _ _ _ 1,000 15 15,000
1,000 16 16,000
500 17 8,500
30-4-19 _ _ _ 50 17 850 1,000 15 15,000
1,000 16 16,000
450 17 7,650
(ii) Value of Material Consumed and Closing Stock
Weighted Average LIFO method
method ) ®)
I / & By CA Amit Sharma &7 —
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Q.22 [ Stores Ledger

Ans.

Opening stock as on 01-04-2019 15,000 15,000
Add: Purchases 83,500 83,500

98,500 98,500
Less: Return to supplier 5,400 5,400
Less: Abnormal loss 824 850
Less: Closing Stock as on 30-04-2019 40,376 38,650
Value of Material Consumed 51,900 53,600

| [ PY May 23 |

/\_

)

A Limited has furnished the following information for the months from 1 stJanuary fo 30th April, 2023:

January | February | March April
Number of Working days 25 24 26 25
Production (in units) per working day 50 55 60 52
Raw Material Purchases (% by weights to 21% 26% 30% 23%
total of 4 months)
Purchase price of raw material (per kg) %10 12 %13 T11

Quantity of raw material per unit of product: 4 kg.

Opening stock of raw material on 1stJanuary: 6,020 kg. (Cost X 63, 210)

Closing stock of raw material on 30thApril: 5,100 kg.
All the purchases of material are made at the start of each month.

Required:

(i)  Calculate the consumption of raw materials (in kgs) month-by- month and in total.
(ii)  Calculate the month-wise quantity and value of raw materials purchased.

(iif)

Prepare the priced stores ledger for each month using the FIFO method.

i Calculation of consumption of Raw Material (in kgs) month by month and total
p g Y

Particulars Jan Feb| March| April| Total
No. of working days 25 24 26 25 -
Production (Per day) 50 55 60 52 -
Production 1,250| 1,320| 1560| 1,300| 5,430
Raw Material Consumed (in kgs) 5,000| 5,280| 6,240 | 5,200 21,720
Calculation of Raw Material Purchased
Purchased (Kag)
Closing stock on 30th April 5,100
Add: Raw Material consumed 21,720
Less: Opening stock on 1st January (6,020)
Raw Material purchased 20,800
(ii)  Calculation of month wise quantity and value of raw material purchased
% Purchased (Kg) Price () Value )
January 21 4,368 10 43,680
February 26 5,408 12 64,896
March 30 6,240 13 81,120
April 23 4,784 11 52,624
Total 20,800 242,320

Chapter - 02
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(iii) Store Price Ledger by using FIFO method.
Receipts Issue Balance
Months | Particulars | Qty | Rate | Amount Qty | Rate| Amount | Qty | Rate | Amount
Q9] ®) Q9]

Jan Opening 6,020 10.5 63,210
Purchases |4,368| 10 |43,680 6,020 105 63,210
4,368 10| 43,680
Consumption 5,000 10.5 | 52,500 1,020 10.5 10,710
4,368 10| 43,680
Feb Purchases |5,408| 12 | 64,896 1,020 105 10,710
4,368 10| 43,680
5,408 12| 64,896
Consumption 1,020 |10.5| 10,710 108 10 1,080
4,260 10 | 42,600 | 5,408 12 64,896
March |Purchase 6,240| 13 | 81,120 108 10 1,080
5,408 12| 64,896
6,240 13 81,120

Consumption 108 10 1,080

5,408 12 | 64,896
724 13 9,412 5,516 13| 71,708
April Purchases |4,784| 11 |b52,624 5,516 13 71,708
4,784 11 52,624
Consumption 5,200 13 | 67,600 316 13 4,108
4,784 11 52,624
56,732

N\
Q.23 [S‘ror‘es Ledger ] {MTP Nov22(23 ﬁ

The following are the details of receipts and issues of a material of stores in a manufacturing company for the
period of three months ending 30th June, 2022:

Receipts:

Date Quantity (kg.) Rate per kg. ()

April 10 1,600 50.00

April 20 2,400 49.00

May 5 1,000 51.00

May 17 1,100 52.00

May 25 800 52.50

June 11 900 54.00

June 24 1,400 55.00
There was 1,500 kg. in stock at April 1, 2022 which was valued at ¥ 48.00 per kg.
Issues:

Date Quantity (kg.)

April 4 1,100

April 24 1,600

May 10 1,500

May 26 1,700

21/ &) Fast Cost FM by AB Chapter - 02
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June 15

1,500

June 21

1,200

Issues are to be priced on the basis of weighted average method.

The stock verifier of the company reported a shortage of 80 kgs. on 31st May, 20 22 and 60 kgs. on 30th June,

2022.
Stores Ledger Account
for the three months ending 30th June, 2022
(Weighted Average Method)
Balance Rate for
Receipts Issues further Issue
GRN | Qty. |Rates| Amounts | MR | Qty. |Rates| Amount | Qty. |Amount Rs.)
No. (Kg.) | (Rs.) No. | (Kg.) |(Rs.)| (Rs.) | (Kg.) | (Rs.)
April 1 1,500 | 72,000 48.00
April 4 1,100 |48.00| 52,800 | 400 | 19,200 48.00
April 10 1,600 |50.00| 80,000 2,000 | 99,200 929'020000:49_60
April 20 2,400 |49.00| 117,600 4,400 (216,800 2':64320 4930
April 24 1600 |49.30| 78,880 | 2,800 |137,920 | 13L520_ 45
May 5 1,000 |51.00| 51,000 3,800 (188,920 | 188920 _ 4,
3,800
May 10 1500 |49.70| 74550 | 2,300 |114370 | L4370 445
2,300
May 17 1,100 |52.00| 57,200 3,400 171570 | L7L570 44
3,400
May 25 800 [5250]| 42,000 4,200 (213570 | 213570 .
4,200
May 26 1,700 [50.90| 86,530 | 2,500 |127,040]| L27.040 _, ..
2,500
May 31 Short| 80 2,420 (127,040 | 127,040 _ .,
age 2,420
TJune 11 900 |54.00| 48,600 3,320 (175,640 | L75.640 _ 5o
3,320
June 15 1,500 |52.90| 79,350 | 1,820 | 96,290 | 296.290 _ &, 44
1,820
June 21 620 | 32,810 | 32810 _ o
1,200 [52.90 | 63,480 620
June 24 1,400 |55.00| 77,000 2,020 |109,810 | L0980 _ 4, ,,
2,020
June 30 Short| 60 1,960 |109,810 | L09.810 .,
age 1,960
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Q.24 [EOQ | [zcarmat | =
(@) EXE Limited has received an offer of quantity discounts on its order of materials as under:

Price per ton () Ton (Nos.)
1,200 Less than 500
1,180 500 and less than 1,000
1,160 1,000 and less than 2,000
1,140 2,000 and less than 3,000
1,120 3,000 and above.

The annual requirement for the material is 5,000 tons. The ordering cost per order is ¥ 1,200 and the stock
holding cost is estimated at 20% of material cost per annum. You are required to COMPUTE the most
economical purchase level.

(@) WHAT will be your answer to the above question if there are no discounts offered and the price per ton

is ¥ 1,500?
Ans. (a)
Total annual Order No. of | Cost of inventory | Ordering | Carrying cost Total
requirement size orders A x Per tonne cost A/q x | p.t. p.a 1/2x Cost
(A) (Tonne)(q) A/q cost }) 31200 R) | q x20% of | (4+5+6)
cost p.t. ) R®)
1 2 3 4 5 6 7
5,000 400 12,5 (13)* 60,00,000 15,600 48,000 60,63,600
Ton (5,000x31200) (200 x X 240)
500 10 59,00,000 12,000 59,000 59,71000
(5,000 x ¥ 1180) (250 x X 236)
1,000 5 58,00,000 6,000 1,16,000 59,22,000
(5,000x % 1160) (500 x X 232)
2,000 25 (3) 57,00,000 3.600 2,28,000 59.31.600
(5,000x% 1140) (1,000x%228)
3,000 1666 (2)* 56,00,000 2,400 3,36,000
(5,000x% 1120) (1,500x%224) |59,38,400
* Since number of orders cannot be in decimals, thus 12.5 orders are taken as 13 orders, 2.5 are taken as
3 order and 1.66 orders are taken as 2 orders.
The above table shows that the total cost of 5,000 units including ordering and carrying cost is minimum
(¥ 59,22,000) when the order size is 1,000 units. Hence the most economical purchase level is 1,000 units.
(b) If there will are no discount offer then the purchase quantity should be equal to EOQ. The EOQ is as
follows:
EOQ = ZAJ
c
where A = annual inventory requirement,

O = ordering cost per order and
C = carrying cost per unit per annum

Chapter - 02
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\/2><5,000 units x 1,200 oo
20% x 1,500
Q.25 | Stores Ledger | [zcatmar | &
'AT Ltd. furnishes the following store transactions for September, 2022:
1-9-22 Opening balance 25 units value X 162.50
4-9- 22 Issues Req. No. 85 8 units
6-9- 22 Receipts from B & Co. GRN No. 26 50 units @ X 5.75 per unit
7-9- 22 Issues Req. No. 97 12 units
10-9- 22 Return to B & Co. 10 units
12-9- 22 Issues Req. No. 108 15 units
13-9- 22 Issues Req. No. 110 20 units
15-9- 22 Receipts from M & Co. GRN. No. 33 25 units @ X 6.10 per unit
17-9- 22 TIssues Req. No. 121 10 units
19-9- 22 Received replacement from B & Co.
GRN No. 38 10 units
20-9- 22 Returned from department, material
of M & Co. MRR No. 4 5 units
22-9- 22 Transfer from Job 182 to Job 187 in
the dept. MTR 6 5 units
26-9- 22 Issues Req. No. 146 10 units
29-9- 22 Transfer from Dept. "A" to
Dept. "B" MTR 10 5 units
30-9- 22 Shortage in stock taking 2 units

PREPARE the priced stores ledger on FIFO method and STATE how would you treat the shortage in stock taking.

Ans.  Working Notes:

1 The material received as replacement from vendor is treated as fresh supply.

2. In the absence of any information, the price of the material returned from a user department on 20-9-22
has been taken at the price of the latest issue made on 17-9-22. In FIFO method, physical flow of the
material is irrelevant, and issue price is based on first in first out.

3. The issue of material on 26-9-22 is made out of the material received from a user department on 20-9-
22.

4. The entries for transfer of materials from one job and department to another on 22-9-22 and 29-9-22
respectively, do not affect the store ledger. However, adjustment entries to calculation of cost of
respective jobs and departments are made in cost accounts.

5. The material found short as a result of stock taking has been written of f at relevant issue price.
Stores Ledger of AT Ltd. for the month of September, 2022 (FIFO Method)
RECEIPT ISSUE BALANCE
Date | GRN No | Qty. | Rate | Amount | Requisition| Qty. | Rate |Amount| Qty. |Rate ()| Amount
MRR No. | Units | ) ® No Units | ) ®) Units ®
1 2 3 4 5 6 7 8 9 10 11 12
1-9-22 — - — — — — — — 25 6.50 | 162.50
4-9-22 — — — - 85 8 6.50 52 17 6.50 110.50
17 6.50
6-9-22 26 50 | 5.75 | 287.50 - — — — 50 5.75 | 398.00
5 6.50
7-9-22 — — — — 97 12 6.50 78 50 5.75 | 320.00
10-9-22 — — — — Return 10 5.75 | 57.50 6.50 | 262.50

Chapter - 02 21/ €] Fast Cost FM by AB
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5 6.50
12-9-22 - - — - 108 10 | 5.75 90 30 575 | 172.50
13-9-22 - — - - 110 20 | 5.75 115 10 575 | 57.50
10 5.75
15-9-22 33 25 | 6.10 | 152,50 - - — - 25 6.10 | 210.00
17-9-22 - - - - 121 10 | 5.75 | 57.50 25 6.10 | 152,50
25 6.10
19-9-22 38 10 |5.75| 57.50 — — — - 10 575 | 210.00
5 5.75
20-9-22 4 5 |b.75| 28.75 - - - - 25 6.10 | 238.75
10 5.75
5 575 20 6.10
26-9-22 - - - — 146 5 6.10 | 59.25 10 575 | 179.50
18 6.10
30-9-22 - — - — Shortage 2 6.10 | 12.20 10 575 | 167.30

Q.26 ( | [RTPMay25 | ==

Catalist Ltd. is a distributor of industrial chemicals, providing the chemical in drum packaging.

Each drum of the chemical costs X 200 from a supplier and the company sells it for ¥ 240.

Annual demand is estimated to be for 2,50,000 drums.

The cost of delivery is estimated at ¥ 100 per order and the annual variable holding cost per drum at X 180 plus

10% of purchase cost.

Based on above data, the managing director calculates the economic order quantity and suggests that it should

serve as the foundation for purchasing decisions in upcoming periods.

However, the purchasing manager states that the managing director has ignored his share of bonus of 10% of the

amount by which total annual inventory holding and order costs (before such remuneration) are below

¥ 2,00,000. He further points out that the suppliers also of fer quantity discounts on purchase orders, i.e. if the

order size is 1,000 drums or above, the price per drum is only ¥ 199.60, compared to ¥ 200 when an order is

between 500 and 999 drums.

You are required to:

(i)  CALCULATE the economic order quantity as calculated by the company's managing director.

(i) COMMENT whether Catalist Ltd. can look forward to the quantity discount offered for purchasing 1,000
drums, after CALCULATING total cost considering purchasing manager's bonus along with supplier quantity
discounts.

Ans. (i)  Economic order quantity (EOQ) as calculated by the company's managing director

2A0
E0Q= |7

where A = annual inventory requirement,
O = ordering cost per order and
C = carrying cost per unit per anhum
2x2,50,000 drums x X 100
- \/ [ 180+(10% of < 200)]
= 500 units
(ii) Comparison of total cost considering purchasing manager's bonus and supplier quantity discounts

NN / & By CA Amit Sharma &7/
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Particulars At EOQ of If considered
500 units| quantity discount at
®) 1000 units )
Ordering Cost [(2,50,000 units/500 units) x X 100] 50,000
[(2,50,000 units/1000 units) x T 100] 25,000
Carrying Cost {500 units/ 2 x [(X 180 + (10% of ¥ 200)1} 50,000
{1,000 units/ 2 x [(R 180 + (10% of X 99,980
199.60)]}
1,00,000 1,24,980
Purchasing 10% of (X 2,00,000 - % 1,00,000) 10,000
manager's bonus 10% of (X 2,00,000 - ¥ 1,24,980) 7,502
Annual 2,50,000 units x T 200 5,00,00,000
inventory cost 2,50,000 units x ¥ 199.60 4,99,00,000
Total Cost 5,01,10,000 5,00,32,482

In above comparison, the potential savings from purchasing in bulk outweigh the higher carrying costs
associated with holding more inventory. Thus, Catalist Ltd. may look forward to the quantity discount
offered at 1,000 units.

/& By CA Amit Sharma 4 /7 A

—
Chapter - 02 2/ €] Fast Cost FM by AB



FAST

first attempt success tutorials

CA Inter

Jo

pgaa
Ed Questicon Banlk

Book Highlights:

® The only single material
for your exemption

® Color coded book covering all
Imp Questions.

® Prepared in most concise &
student friendly manner

@ Best Material for First Time
Learner - subsequent
revision-Final 1.5 Days
revision

@ Covering all the amendments

& concepts for the new course

Clear COST-FM-SM with Amit Sharma

€ Cleared All levels of CA in
First Attempt.

€ Secured AIR 30 in CA Inter.

@ Articleship from one of the Big 4s
(KPMGQG) & awarded with best
performance on the first project.

€ Industrial training from one of the
top Investment Banking firm
(Goldman Sach) in
FPNA domain. Hence
implementing
practicing concepts
of Cost FM & SM.

Scan to Download Fadid El Want to Buy Books & Video Lectures

Corp. Office : M-1, Trade Centre,Kanchan Bagh, South Tukoganj, Indore FAST APP = : Scan this QR Code
with 91 Centers Across in India Contact : 9584510000, 9522564050 } AR Visit : www.elearn.fast.edu.in

Price :



FAST

flrst attempt success tutorials

Handwritten

Concept

@ www.fast.edu.in (O 7903479393 9522564050 » &) FAST COST FM by AB @yours_amitbhai




01

CHAPTER 02 Cost Sheet

CHAPTER 03

CHAPTER 04

CHAP

05

Activity Based
CHAPTER go Costi ngy(A BC)

CHAPTER NV Marginal Costing

CHAPTER MM Standard Costing

CHAPTER BB Joint & By Products

RN
o

CHAPTER

Process Costing



hp
Typewritten text
13

hp
Typewritten text
31

hp
Typewritten text
45

hp
Typewritten text
55

hp
Typewritten text
59

hp
Typewritten text
67

hp
Typewritten text
73

hp
Typewritten text
79


"

14

Let's fall in love..
With every chapter, With every page, With every concept.
Let's make it more interesting & fun in our own ways.
Let's open our hearts for this book in a new way.; ;

CA AMIT SHARMA


hp
Typewritten text
89

hp
Typewritten text
95

hp
Typewritten text
107

hp
Typewritten text
114


F . A . 5 T Intro to Cost Accounting

CA Awiit Sharma I

01 INTRO TO COST ACCOUNTING
CHAPTER

\'!J COST ANID WNHSps\MENT ACCOUNTIN?

! ! l |
CosT COSTING MANAGEMENT cosT

—mew

Notionat exp Techmiques Colleckion ofy the usiwg mMgmt
ncurved or or process 2njjo relevomt accouwh'wg
aftnbutable Whida are Jor planmwg ., Concepls for
o Specifyic Used 'f'b fjonf'ralll'ng and Planmll'v‘na, .
predvck or qsc.evtmvu deysion Mah'w] Mowv 1 tony)
czoh’vaa cost

£ amrwu.'v,g

Py 5
(=0 3%

N

4
! l | l L
ASCERTAIN ADETERMINE CDOST Co3T ASSTSST
———C08T ———SP £ PRofIT —CoNTRot —REDUCTHON—MGMTIN—
DECILSIlON
MAKIN?
\
E co _ Z
l l |
MATEtlzIAL EMP:.O‘/EE EKPIENSES
1 1 1 1 I l J 1 1
AIRECT [NoIReCT AIRECT INAIRECT DIRecr [INAIRECT

S /7 By CA Amit Sharma 77

Q_
)/ &l Fast Cost FM by AB

Chapter - 1




E— CA Awmit Sharma

Intro to Cost Accounting F . A 5 T
empt success tutor

rst att torials @

Tnp - Note

All e Indirect expemses dre clubbed wunder the Umbrella

°‘J OVERHEADS oOr We can club all the Dudirect cost

under bawnver of Ovenhe ads and Sub-ca.l‘eaon'sed nko !-
| ]

3 <
PROAUCTION OH ALMIN OH SELLING ©H

FAcToRry oF QDISTRIBUTION OH

N
(3) TYPeS OF cosT ”GHAvva'/VARuAGmT)')

VARIABLE SEMI - VARIABLE Fu&
CosT CosT cosT
_Cost that chamge Combinalion of Fixed  Cost thak dees
Sawme IDTOPOYHOM wrt  and varviabhie cos} Mot Increage .
Units P'deuced and eca; ‘- SduP cost evem 'lb— omEs
Pen unik Yemains same prodvced increase
€9:- Raw mar used fuwif eq:- Depriiation

dabour Gost Juwit Remt salan)g

- Wwith  wcveage v units onduced.

uw

Fixed ¢ost vemaine “Cawme v Totalitp Basis and. ~ pen vwif
» . . . .
Cost falls  with increase v Uniks
e R ——————————————— 7 7 By CA Amit Sharma /7 A—

Chapter - 1 €/ € Fast Cost FM by AB



F . A . 5 T Intro to Cost Accounting

CA Awniit Sharma I

Blestion - HOow To THENTIFY VARIARBLE , FiIxen ¢osT

Ql- Does mbp Total cost increase ,z‘b Mo ojy unifs
produced Intrease

/\
V€S ND
Q2 Doy my st ncreage It s Fixed cost

\ J K
n Same pYopoftl% wrt

Mereage ™m Uwmits pProdvced

/\
_— T~

Ves NO
It is pure It € semg
VARIABLE CosT VARIABLE <oST

(S) 1ypes of cosT (FuncTon)

[ |
| 3 3
MANUFACTURING SELLING RESEARCH &
CoST CosT DEVELOPWENT
CoST
ALMINISTRATION DISTRIBUTION
CosT CosT

IS 7 # By CA Amit Sharma #7#

)/ &l Fast Cost FM by AB Chapter - 11



Intro to Cost Accounting F . A 5 T
empt success tutor

rst att torials @

E— CA Awmit Sharma
2N

(&) Tyepes o cost (NormarLiTy)
/\

NORMAL ¢osT — \ABNozmm CasT
—r——— e . ~ —— -
Cost or expemse Whidn is st hids 1's ot vcurred
in curred horma.d)g jor q norm v \ level
ca}ivem level o output under of output under Specijied
] J}zgub« ied. / nhormal jivw oY normal 3ivw Conditioys.
lovduhov s
! v Lo
®* Josses inewwed ag horwmal ® Joeses ineurred dwe +o

__[m.nt_ub_ﬁae_ponM&meuus Abvormal teatang Uke

flocds . fire . thept

® E£ntre loss is bovve b)o the ® Entive loss is .Hb- to PIL
Yewainivg g;ood units and aje Aawud both uvnte qwd
it 1ncreades st pen vwit Cost pen uwmt are subbaued
] (E) HotO To BIFURCATE S&EM\|~VARIABLE COST
e Vaviable Coct - DIFFeRENCE OF TOTAL COST
Pen unat DIFFERENCE OF TOTAL UNI\TS
* fixed cCock .~ Total cost = [Vanable Cost - Noof
(fotar) pen uuit Unitz
__// By CA Amit Sharma 7 7 S——

Chapter - 1 €/ € Fast Cost FM by AB



first attem pt success tutoria

CA Awiit Sharma I

2 COST SHEET

CHAPTER

It helps s o idemfifp informaHon wrt cost or cost

Znjo whia 15 p7epaved on the bosis o TFunctional clasipicabion

FUNCTIONAL CLASSIEICATION

l ! < | _
PRimeg PRooVC¢TION AdmiN SELLING K&2
CosT oR FACTORY — —©H € BIsTRIBUTIeN—Co5T
' ol on
] 1 1
PRME COST oF CosT OF SALES

—CoSt——PRO_UCTION ¢ B9HS5 S0k

@Pkmrﬁosf

[ | !
ADIReCT DIRECT JIReCT
4mﬁ1=gg1—;u,—kﬂ3&uk EXPENSES——
Manufacturing Costs

Prime Conversions
Costs Costs

Direct Direct Manufacturing

Material Labor Overhead

S /7 By CA Amit Sharma 77

" EEEE
Los o

)/ &l Fast Cost FM by AB Chapter - 2



empt success tutor

rst att torials @

E— CA Awmit Sharma

P .

Tt is the cost of Physical Comwodities which, Is Used o make
the final prodvdt qud Cam be diredljw atributoble to 2t
QXOIW)PIG. - Handle , Net ., WVheels uUsed 1w CRAIR-

. Note .-
How to idemﬁl';)a lb- e wakerial 1s DIRecr MATERIAL or hot?

I e physical produck is vted omly for or owly one Single
produck . them jts Diveck material . else not-

How TO CALWLATE CosT OF DIRECT MATERIAL

OPe/m'n(oj stocke ofy Paw Material XX
ﬁ}—‘ Cost ol Mmakerial purthased XX
Fren'ghb Inwavrds XX
’%[F’ Insuranice and ©thexr direct exp X%
57;5 Amjo tax XX
= Trade NDiscwvuvnt (xx)
= __Abnormal 205 %)
= Sale awount ob— _ccrcu'o o-)l; RM (Xx)
— _Closing stock of Raw material ()
DIRECT MATERIAL CO0sT b 33
77\

(&) Airser LaBove cost

Ahy amovnt  paid to eﬂnplo}ees for their efforts or fLabour
put into making the product - (in short whatever employer
Gives to wovkens )

__// By CA Amit Sharma 7 7 S——

Chapter - 2 €/ € Fast Cost FM by AB




FA 5 T Cost Sheet

CA Awniit Sharma I

_ | Tt includes - * Wages
'EMP\OJQV‘S conbibutien to PF/ésr
* Omer ch'lbﬂs like free ood . trawvel erc

°* Bonus
* Oventime
(5) Mlrser expenses

An}z expemse. o ther than wmaterial amd] lQbovr Wwhidy d)rcd_l}a

Contributes in mah‘na ol e produq- —

(1) Hire cha'rges ob— maine (i) Cost of s?eci e dc_gicqu
for Spocikic prodvet ov_Soptware fjor produck
J || v 1] )

(i) Techmicad Assisstance (9 Power , Fueq . Elcc.M‘c'ajo
(Job worker) or Royaltp paid:

(V) Awortisation of Patemts (D _Ameortised cost ofy moulds

2\
\©) FACTORY OVeRHeAdS

F\n}z material . labour . expemse Mot d.ire,d-ﬁp related to the
P'rodud: but stll Used n mwt‘-t'ha te predvet IN FAcroRy.

Imp: Note -
[ A —
it is charﬂed on ‘the basis of NO - OF. ONITS PROQVCED

)/ &l Fast Cost FM by AB Chapter - 2

IS 7 # By CA Amit Sharma #7#



Cost Sheet FA .5 .T

E— CA Awmit Sharma

(i) Stoves £ spaves like oil () Depreciakion of Plamt

(ii)__Insurance of Plaw t (V) Repairs & Maint- of Plomt

(v) Design dept in Fadntrjso (i) Remt of Norwmal Assets

(vy) Su?mvfsw Cost (Vi) Amortised Cost of n‘gS/’mu

(ix) Tool Reow X) Polluktom Cowbiol Ec'?ui!;.

=
() PoinTs Fop TAxATION

__ T jou tax fs eligible Ty pantial Fax I No tax is
tor 1Tc (refond) is _eligible fov ITC eligible tor ITC
J dJd A V) ~
Tax paud, 100 Tox paid 100 Tax paid |00
Reyund  (0o) Repund  (49) Rejund,  ©
Tox fobe O Taxt be 60 Tax to be (00
incivded incluoed tncluded

®
\O/ QUALITY conrreL COST

Cost o) all the Vesources used for GQuallly Cownhwl
purpose - (_lt will be dlirecﬂy gdvem in_the avuﬂo«)

__// By CA Amit Sharma 7 7 S——

Chapter - 2 €/ € Fast Cost FM by AB



FA 5 T Cost Sheet
A\

CA Awniit Sharma I

(\9/) RESEARCR & DEVELOP COST

[t Mmeams the Cost nevrred b—or imonvememt off NtTenk

Process . P’(odvd: . Senvice & 2F will be gxi\lem i the Ques.

N\
UO) aamin_OVERHEAD

Tt reffers to e expenditure which are incurred in the

oW‘ce, and may be Yrelated to P-rocﬂud-r'em or not related
to Ir)rodt/ch'mo-

Admin OR _related {o produdien -
Ip the Buestion Specijyies =

e Adomn OR 1s telaked fo pro duckion
* Adwin OR (s linked to 'Dfoaluch‘e'n

* Admin OR _is _givew om baurs ofr. & pen unit produced

* Adwmin 0K s giw:m Se'pe,fate.!\,w
it meavic We expemdibvre incurred M ofhice s felated to the
DyoducHon hemtee 3t s incduded) iwn Cdmlaﬁwg Cost o-b— PW&-

Advvma, OH Nnot relaked o produckHen -
I3 mc\uo\e,g Ofice expemses but mot divectly Telated o

P-mduchovn proce&s .

Ib- the Question cays Admin OH i« & pen unit sold Hen

Wk is 8941;_«:1 admin OB and s 70} included n CaAculo.Hg

IS 7 # By CA Amit Sharma #7#

Cost eb' prodooﬁon-

Lo

)/ &l Fast Cost FM by AB Chapter - 2



— CA Amit Shatma i . .

p

] U) g)gpﬁc"gﬁoﬂ OF Qw.cc {1'1'2 Sdany ob- Admin eMﬂ_Dlo\,/eL
Bu’.)cuwg or  Office Fumiture or amy Qirechor
(i) Ofice Rate ,Tax .ligh (v) Rewuverabien . commissiom
(v) J\cSoJl Chcwae.s () oDirechrs siti—iwg fee
(Vi) Oftice _4’rod-iom;ry (Vi) Meeting Expemses
0 Jd f
(ix) Compamq'p.’c Intome Tax (*) Auvdit Feec

P
(L) sALes overHeAd
Al) te Zwndirect e;&?emd)l-we incvrred Jor Sewv.g tHhe

Produc.!: ave Lnown @ Sales 9Venhead: The\zj al) are
CHQVSQd on the bazie ob wo-ob» vnits sold -

0) Adverbsemient . Mediq cost . Website . Sales
Morket Regearch

(1) Sa\w'nc\)a of Sales depontment Person

(i)  depriciation Maintemance ob— Sales oﬁ)epani-memt-

70\
UZL)_DISTRIBUTION OVERHEADS
_ | T rejhers bo expemditure dowe for dithibuiion of gooeds £

et is chq'rged on bagis Ob- no: ofy units sold

(;) Sdm\y -ab- wp)oyees iv_ oD% bibvliov dePcmtmwt-.
(i) depriciatien . maintenavice of vehicles for diskrbubion.

e 10 /7 By CA Amit Sharma 7 7 SEEE—

Chapter - 2 €/ € Fast Cost FM by AB




FA 5 T Cost Sheet

/7~ \

(13) pPrerarING cosT sheeT
v " J

CA Awniit Sharma I

Diveck Mater'al K FACTORY COST
Qireck J\ab oY COMPONENTS Gt AE

COS'?;HEET PRODUCTION

.

Direck Expemses
4 COSTS OF
PR“’Vle CosT GOODS SOLD

Y COSTOF SALES

Fador, OH / Prodvdion O
@RosS FACTORYP CoST

Opemivn wilP
Closiwg;r L lp
NET EACTORY (osT

K

Quality Conbo] Coct
Reseavd, & —Deudnp cost
Adwiv cogt Telated 1o produchion
Dnlp Pf‘lmasn)a Pad:agiwc

J [/
Sale ol <crap or B\o prodvel
(osT 0|= PEo.ouchoN

| e

| oo

Opeming Fe
clostvg EG
CosT oF &O0odsS Solad

i 3wwa.ﬂ Adwin. O
$wiwg OH

IS 7 # By CA Amit Sharma #7#

e

)/ &l Fast Cost FM by AB Chapter - 2



Cost Sheet F A 5 T

E— CA Amit Sharma

Cﬂi Qistpution OH
“°_Secondory pack aging
(0ST OF SALEsS

QDD P‘rob-“: ’

SALES

Tmp note .-
(1) Sowehwies GLUEA'HOM can clubp Setlin% £ dishbubeny OH

ji) Quesk Co uni
Calaake Cost pen umit

_—OQMub_ptadlcbﬁm = Jivide by No: ol units produced

* afdex Cast of produckion — Livide by No'of Unifs Sold

_LIL_)_QJ.IAM Cenbkel and BED Cost will qlqus be qlvem in
e Quuho’h

) Ahy fives . pemaiky . .Awwqqe, s finamoral cost and
Mok l'ndvded CBUf | CAI lholudes Inferest cost evem -

-Hruovgh it s Rvanual cost)

()  Question Com also ask b calcolate closing shhck . So vse
Eifo b Calculare Llosimdq Shock -

Closing Stote tn & = Tohal Cost ofy Prod x closm9
V) hC«F
units produced Units
_g—ll By CA Amit Sharma 7 7 A

Chapter - 2 €/ € Fast Cost FM by AB



FAST

first attempt success tutorials

CA Inter

(e

Book Highlights:

® The only single material
for your exemption

® Color coded book covering all
Imp Questions.

® Prepared in most concise &
student friendly manner

@ Best Material for First Time
Learner - subsequent
revision-Final 1.5 Days
revision

@ Covering all the amendments

& concepts for the new course

€ Cleared All levels of CA in
First Attempt.

€ Secured AIR 30 in CA Inter.

& Articleship from one of the Big 4s
(KPMQ) & awarded with best
performance on the first project.

€ Industrial training from one of the
top Investment Banking firm
(Goldman Sach) in
FPNA domain. Hence
implementing
practicing concepts
of Cost FM & SM.

Corp. Office : M-1, Trade Centre,Kanchan Bagh, South Tukoganj, Indore F i L2 Scan this QR Code

with 91 Centers Across in India Contact : 9584510000, 9522564050 } o : Visit : www.elearn.fast.edu.in
Tl : Price :



CA Inter

(S0

www.fast.edu.in (O 7903479393 (L) 9522564050 (3 @ FAST COSTFM by AB (&) @yours_amitbhai



CHAPTER

CHAPTER

CHAPTER

CHAPTER I

CHAPTER

Cost Sheet

. “"9 1 gl
CHAPTER Unit & Batch Costing 56
CHAPTER Job & Batch Costing acons )

CHAPTER




Service Costing &

CHAIES Operation Costing

CHAPTER

CHAPTER

CHAPTER

Case Scenario MCQ 108

‘ ‘ Let's fall in love..
With every chapter, With every page, With every concept.
Let's make it more interesting & fun in our own ways.
Let's open our hearts for this book in a new way.

‘P
CA AMIT SHARMA




g

e A !nmt !!mma

1. | What are the main objectives of Cost and Management Accounting ??

(i) Ascertainment of Cost: The main objective of Cost Accounting is accumulation and ascertainment
of cost. Costs are accumulated, assigned and ascertained for each cost object. This cost object may
be a unit, job, operation, process, department or service.

(ii) Determination of Selling Price and Profitability: The Cost Accounting System helps in
determination of selling price and thus profitability of a cost object. Though in a competitive
business environment selling prices are determined by external factors but cost accounting system
provides a basis for price fixation and rate negotiation.

(iii) Cost Control: Maintaining discipline in expenditure is one of the main objectives of a good cost
accounting system. It ensures that expenditures are in consonance with predetermined set
standard and any variation from these set standards is noted and reported on continuous basis.

(iv) CostReduction: It may be defined "as the achievement of real and permanent reduction in the unit
cost of goods manufactured or services rendered without impairing their suitability for the use
intended or diminution in the quality of the product.”

(v) Assisting Management in Decision Making: Cost and Management Accounting by providing
relevant information, assist management in planning, implementing, measuring, controlling and
evaluating of various activities. A robust costand management accounting system provides internal
and external information to the industry which will be relevant for decision making.

2. | To exercise control over cost, which steps are followed ?

(a) Determination of pre-determined standard or results: Standard cost or performance targets
for a cost object or a cost centre are set before initiation of production or service activity. These are
desired cost or result that need to be achieved.

(b) Measurement of actual performance: Actual cost or result of the cost object or cost centre is
measured. Performance should be measured in the same manner in which the targets are set i.e., if
the targets are set up operation-wise, and then the actual costs should also be collected and
measured operation-wise to have a common basis for comparison.

(c) Comparison of actual performance with set standard or target: The actual performance so
measured is compared against the set standard and desired target. Any deviation (variance)
between the two is noted and reported to the appropriate person or authority.

(d) Analysis of variance and action: The variance in results so noted is further analysed to know the
reasons for variance and appropriate action is taken to ensure compliance in future. If necessary,
the standards are further amended to take developments into account.

I & & By CA Amit Sharma w7/

o—

a / €] Fast Cost SM by AB Chapter - 01



FA 5 T Introduction to Financial Management i

e Wit attempt suc

ess tutorials

3. | Which are the three-fold assumptions involved in the definition of cost reduction may be

summarised as under:

The three-fold assumptions involved in the definition of cost reduction may be summarised as under:

(a) There is a saving in unit cost.
(b) Such saving is of permanent nature.
(c) The utility and quality of the goods and services remain unaffected, if not improved.
4. | What is the difference between Cost Control and Cost Reduction ?
Cost Control Cost Reduction
1. Costcontrol aims at maintaining the costsin | 1. Cost reduction is concerned with reducing
accordance with the established standards. costs. It challenges all standards and
endeavours to improvise them continuously

2. Cost control seeks to attain lowest possible | 2. Cost reduction recognises no condition as

cost under existing conditions. permanent, since a change will result in
lower cost.

3. In case of cost control, emphasis is on past | 3. In case of cost reduction, it is on present and

and present future.

4. Cost control is a preventive function 4. Cost reduction is a corrective function. It
operates even when an efficient cost control
system exists.

5. Cost control ends when targets are |5. Cost reduction has no visible end and is a

achieved. continuous process.

5. | Explain the Scope of Cost Accounting.

()

(i)

(iii)

(iv)

(Y]

Chapter - 01

Scope of Cost Accounting consists of the following functions:

Costing: Costing is the technique and process of ascertaining costs of products or services. The cost
ascertainment procedure is governed by some cost accounting principles and rules. Generally, cost
is ascertained using historical costs, standard costs, process cost, operation cost etc.

Cost Accounting: This is a process of accounting for cost which begins with the recording of
expenditure and ends with the preparation of periodical statement and reports for ascertaining and
controlling cost. Cost Accounting is a formal mechanism of cost ascertainment.

Cost Analysis: It involves the process of finding out the factors responsible for variance in actual
costs from the budgeted costs and accordingly fixation of responsibility for cost differences. This
also helps in taking better cost management and strategic decisions.

Cost Comparisons: Cost accounting also includes comparisons of cost involved in alternative
courses of action such as use of different technology for production, cost of making different
products and activities, and cost of same product/ service over a period of time.

Cost Control: Itinvolves a detailed examination of each cost in the light of advantage received from
the incurrence of the cost. Thus, we can state that cost is analyzed to know whether cost is not
exceeding its budgeted cost and whether further cost reduction is possible or not.
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(vi) Cost Reports: This is the ultimate function of cost accounting. These reports are primarily
prepared for use by the management at different levels. Cost Reports helps in planning and contro],
performance appraisal and managerial decision making.

(vii) Statutory Compliances: Maintaining cost accounting records as per the rules prescribed by the
statute to maintain cost records relating to utilization of materials, labour and other items of cost
as applicable to the production of goods or provision of services as provided in the Act and these

rules.

Explain Difference between Cost Accounting & Management Accounting.

Basis Cost Accounting Management Accounting

Nature [t records the quantitative aspect [t records both qualitative and

only. quantitative aspect.

Objective It records the cost of producing a | It provides information to

product and providing a service. Management for planning and
co-ordination.

Area Only deals with cost ascertainment. | It is wider in scope as it includes
financial accounting, budgeting,
taxation, planning etc.

Recording of Data Uses both past and present figures. | It is focused with the projection of
figures for future.

Development Its development is related to Its development is related to the

industrial revolution. need of modern business world.

Rules & Regulations | It follows certain principles and It does not follow any specific rules

procedures for recording costs of and regulations.
different products.

Explain Difference between Cost Accounting & Financial Accounting.

financial performance of an entity.

Basis Cost Accounting Financial Accounting
Nature It classifies records, present and | It classifies, costs records, present,
interprets transactions in monetary | and interprets it in a significant
terms. manner.
Objective It provides information about the | Ascertainment of cost for the

purpose of cost control and decision
making.

Users of Info

The users of financial accounting
statements are shareholders,
creditors, financial analysts and
government and its agencies, etc.

The cost accounting information
[s generally used by internal
management. But sometimes
regulatory authorities also.

Recording of Data

It records Historical data.

It makes use of both historical and
pre- determined costs.

~e—
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Analysis of cost and | It shows profit or loss of the | It provides the cost details for each
profit organization either segment wise | cost object i.e. product, process, job,
or as a whole. operation, contracts etc.
Time Period Prepared usually for an year. Prepared as & when required

What is the role of a cost and management accounting system ?

Cost Accounting is concerned with accumulation and allocation of costs to different cost objects, whereas,
Management Accounting concerned with provision of information to internal users for decision making.
The role of a cost and management accounting system is to:

¢  Provide relevant information to management for decision making,

e Assist management for planning, measurement, evaluation and controlling of business activities,

¢ Help in allocation of cost to products and inventories for both external and internal users.

Explain the functions of Cost and Management Accounting.

The functions of Cost and Management Accounting include:

(i) Collection and accumulation of cost for each element of cost.

(ii) Assigning costs to cost objects to ascertain cost.

(iii) Costand Management Accounting Department sets budget and standards for a particular period or
activity beforehand and these are compared with the assigned and ascertained cost. Any deviation
with the set standards are analysed and reported to control costs.

(iv) The main function is provision of relevant information to the management for decision making. An
Information system environment is set up which is popularly known as Management Information
System (MIS) which provides relevant and timely information related to both internal and external
to the organisation to enable management at all levels to take decisions. Decisions include cost
optimisation, price fixation, implementation of any plan related with product, process, marketing
etc.

(v) The performance of a responsibility centre is measured and evaluated against the set standards.
The function of Cost and Management Accounting is to gather data like time taken, wastages,
process idleness etc., analyse the data, prepare reports and take necessary actions.

Who are Internal Users of Cost and Management Accounting.

Internal users, who use the Cost and Management Accounting information may include the followings:
(a) Policy Makers- The policy makers are those who formulate strategies

e to achieve the goals (short & long term both) to fulfil the objectives of the organisation.
e to position the organisation into the competitive market environment.
e to design the organisational structure to get the policy and strategies implemented. Etc.

(b) Managers- The managers use the information

e to know the cost of a cost object and cost centre

e to know the price for the product or service

e to measure and evaluate performance of responsibility centres

e to know the profitability-product-wise, department-wise, customer-wise etc.
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e to evaluate the strategic options and to make decisions

(c) Operational level staff- The operational level staff like supervisors, foreman, team leaders require
information

e to know the objectives and performance goals for them

e to know product and service specifications like volume, quality and process etc.

e to know the performance parameters against which their performance is measured and
evaluated.

e to know divisional (responsibility centre) profitability etc.

(d) Employees- Employees are concerned with the information related with time and attendance,
incentives for work, performance standards etc.

Who are External Users of Cost and Management Accounting.

External users, who use the Cost and Management Accounting information may include the followings:

(a) Regulatory Authorities- Regulatory Authorities are concerned with cost accounting data and
information for different purpose which includes tariff determination, providing subsidies, rate
fixation etc. To do this the regulatory bodies require information on the basis of some standards
and format in this regard.

(b) Auditors- The auditors while conducting audit of financial accounts or for some other special
purpose audit like cost audit etc. require information related with costing and reports reviewed by
management etc.

(c) Shareholders- Shareholders are concerned with information that effect their investment in the
entity. Management communicates to the shareholders through periodic communique, annual
reports etc. regarding new orders received, product expansion, market share for products etc.

(d) Creditors and Lenders- Creditors and lenders are concerned with data and information which
affects an entity’s ability to serve lenders or creditors. For example, any financial institutions which
provides loan to an entity against book debts and inventories are more concerned with regular
reporting on net debt position and stock balances.

What are the essential features, which a good Cost Accounting System should possess ?

The essential features, which a good Cost Accounting System should possess, are as follows:

(a) Informative and simple: Cost accounting system should be tailor-made, practical, simple and
capable of meeting the requirements of a business concern. The system of costing should not
sacrifice the utility by introducing inaccurate and unnecessary details.

(b) Accurate and authentic: The data to be used by the cost accounting system should be accurate
and authenticated; else it may distort the output of the system and a wrong decision may be taken.

(c) Uniformity and consistency: There should be uniformity and consistency in classification,
treatment and reporting of cost data and related information. This is required for benchmarking
and comparability of the results of the system for both horizontal and vertical analysis.

(d) Integrated and inclusive: The cost accounting system should be integrated with other systems
like financial accounting, taxation, statistics and operational research etc. to have a complete
overview and clarity in results.

o
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Flexible and adaptive: The cost accounting system should be flexible enough to make necessary
amendment and modifications in the system to incorporate changes in technological, reporting,
regulatory and other requirements.

Trust on the system: Management should have trust on the system and its output. For this, an
active role of management is required for the development of such a system that reflects a strong
conviction in using information for decision making.

13. | Explain the factors to be studied before setting up a system of cost accounting.

(@
(b)

(9

(d)

(e)

)

(8)

(h)

J

Chapter - 01

Before setting up a system of cost accounting the factors mentioned below should be studied:

Objective: The objective of setting up the costing system, for example whether it is being
introduced for fixing prices or for establishing a system of cost control.

Nature of Business or Industry: The industry in which the business is operating. Every business
or industry has its own uniqueness and objectives. According to its cost information requirement,
cost accounting methods are followed. For example, an oil refinery maintains process wise cost
accounts to find out the cost incurred on a particular process, say in crude refinement process etc.
Organisational Hierarchy: Costing system should fulfil the information requirements of different
levels of management. Top management is concerned with the corporate strategy, strategic level
management is concerned with marketing strategy, product diversification, product pricing etc.
Knowing the product: Nature of the product determines the type of costing system to be
implemented. The product which has by-products requires costing system which accounts for by-
products as well. In case of perishable or short self- life products, marginal costing is appropriate
to know the contribution and minimum price at which products could be sold.

Knowing the production process: A good costing system can never be established without the
complete knowledge of the production process. Cost apportionment can be done on the most
appropriate and scientific basis if a cost accountant can identify degree of effort or resources
consumed in a particular process. This also includes some basic technical know-how and process
peculiarity.

Information synchronisation: Establishment of a department or a system requires substantial
amount of organisational resources. While drafting a costing system, information needs of various
other departments should be taken into account. For example, in a typical business organisation
accounts department needs to submit monthly stock statement to its lender bank, quantity wise
stock details at the time of filing returns to tax authorities etc.

Method of maintenance of cost records: The organization must determine beforehand the
manner in which Cost and Financial Accounts could be inter-locked into a single integral accounting
system and how the results of separate sets of accounts i.e. cost and financial, could be reconciled
by means of control accounts.

Statutory compliances and audit: Records are to be maintained to comply with statutory
requirements and applicable cost accounting standards should be followed.

Information Attributes: Information generated from the Costing system should possess all the
attributes of useful information i.e. it should be complete, accurate, timely, relevant. to have an
effective management information system (MIS).
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14. | Explain Digital Costing System.

Digital costing system links different business functions such as production, procurement, inventory
management with the digital costing system of its suppliers, customers and the market through data
sharing and network interaction.

Digital Costing System provides data to get the following information:

(i) Costincurred on a cost object.

(ii) Data on time spent.

(iii) Data on resource consumption.

(iv) Data on current market price of final product and raw materials.

(v) Data on lead time and availability of materials.

(vi) Data on product demand and trend.

15. | Explain benefits of Digital Costing System.

With the help of Artificial Intelligence (Al) and Machine learnings (ML) which helps in analysis of the Big

data and apprehend the consumption and demand pattern, the following benefits can be achieved:

(i) Ascertainment of cost with certainty on a cost object (the cost object is discussed in later
paragraph). This helps to analyse the activities for cost allocation and apportionment.

(ii) Analysis of data on time spent on each activity to study and formulate incentive plans.

(iii) Helps in material requirement planning and scheduling the material procurement. Data on
resource consumption can be analysed for resource optimisation and finding the possibilities for
zero wastage and Just-in Time (JIT).

(iv) Helps to identify and eliminate the non-value-added activities.

(v) Dataonresource consumption is helpful in setting the standards and measurement of variances on
real time basis.

(vi) Data on current market prices of material and consumables helps to estimate cost and setting
standards on Marked to Market (M2M) basis.

(vii) Extrapolation of data on customer behaviour towards the products to predict the market demand.
[t is helpful is preparation of budgets and planning of production.

(viii) A better analysis of cost behaviour improves the cost benefit analysis and equipping the

management in informed decision making.

16. | What is a Responsibility Centre and its different types ?

To have a better control over the organisation, management delegates its responsibility and authority to

various departments or persons. These departments or persons are known as responsibility centres and

are held responsible for performance in terms of expenditure, revenue, profitability and return on
investment. Performance of these responsibility centres are measured against some set standards

(input-output ratio, budgets etc.) and evaluated against organisational goal and performance targets.

(i) CostCentres: The responsibility centre which is held accountable for incurrence of costs which are
under its control. The performance of this responsibility centre is measured against pre-
determined standards or budgets. The cost centres are of two types:

(a) Standard Cost Centre: Cost Centre where output is measurable and input required for the
output can be specified. Based on a well-established study, an estimate of standard units of

,—
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input to produce a unit of output is set. The actual cost for inputs is compared with the
standard cost. Any deviation (variance) in cost is measured and analysed into controllable
and uncontrollable cost. The manager of the cost centre is expected to comply with the
standard and held responsible for adverse cost variances. The input-output ratio for a
standard cost centre is clearly identifiable.

(b) Discretionary Cost Centre: The cost centre whose output cannot be measured in financial
terms, thus input-output ratio cannot be defined. The cost of input is compared with allocated
budget for the activity. Examples of discretionary cost centres are Research & Development
department, Advertisement department where output of these department cannot be
measured with certainty and co-related with cost incurred on inputs.

Revenue Centres: The responsibility centres which are accountable for generation of revenue for
the entity. Sales Department for example, is responsible for achievement of sales target and
revenue generation. Though, revenue centres do not have control on expenditures it incurs but
sometimes expenditures related with selling activities like commission to sales person etc. are
incurred by revenue centres.

Profit Centres: These are the responsibility centres which have both responsibility of generation
of revenue and incurrence of expenditures. Since, managers of profit centres are accountable for
both costs as well as revenue, profitability is the basis for measurement of performance of these
responsibility centres. Examples of profit centres are decentralised branches of an organisation.

Investment Centres: These are the responsibility centres which are not only responsible for
profitability but also have the authority to make capital investment decisions. The performance of
these responsibility centres are measured on the basis of Return on Investment (ROI) besides
profit. Examples of investment centres are Maharatna, Navratna and Miniratna companies of Public
Sector Undertakings of Central Government.

17. | What are the limitations of cost accounting ?

1.

2,

3.

The limitations of cost accounting are as follows:

Expensive: It is expensive because analysis, allocation and absorption of overheads requires
considerable amount of additional work, and hence additional money.

Requirement of reconciliation: The results shown by cost accounts differ from those shown by

financial accounts. Thus preparation of reconciliation statements is necessary to verify their accuracy.

Duplication of work: It involves duplication of work as organization has to maintain two sets of
accounts i.e. Financial Accounts and Cost Accounts.

18. | Explain various methods of Costing.

J
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Single or Output Costing :- Under this method, the cost of a product is ascertained, the product being
the only one produced like bricks, coals, etc.
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Batch Costing :- This method is the extension of job costing. A batch may represent a number of small
orders passed through the factory in batch. Each batch here is treated as a unit of cost and thus separately
costed. Here cost per unit is determined by dividing the cost of the batch by the number of units produced
in the batch.

Job Costing:- Under this method of costing, cost of each job is ascertained separately. It is suitable in all
cases where work is undertaken on receiving a customer’s order like a printing press, motor workshop,
etc.

Contract Costing:- Under this method, the cost of each contract is ascertained separately. It is suitable
for firms engaged in the construction of bridges, roads, buildings etc.

Process Costing:- Under this method, the cost of completing each stage of work is ascertained, like cost
of making pulp and cost of making paper from pulp. In mechanical operations, the cost of each operation
may be ascertained separately; the name given is operation costing.

Operating Costing:- Itis used in the case of concerns rendering services like transport, supply of water,
retail trade etc.

Multiple Costing:- It is a combination of two or more methods of costing outlined above. Suppose a firm
manufactures bicycles including its components; the parts will be costed by the system of job or batch
costing but the cost of assembling the bicycle will be computed by the single or output costing method.
The whole system of costing is known as multiple costing.

19. | Explain various techniques of Costing.

Uniform Costing:- When a number of firms in an industry agree among themselves to follow the same

system of costing in details, adopting common terminology for various items and proc- esses they are

said to follow a system of uniform costing. Advantages of such a system are:(i) A comparison of the

performance of each of the firms can be made with that of another, or with the average performance in

the industry. (ii) Under such a system, it is also possible to determine the cost of production of goods

which is true for the industry as a whole.

Marginal Costing:- It is defined as the ascertainment of marginal cost by differentiating between fixed

and variable costs. It is used to ascertain effect of changes in volume or type of output on profit.

Standard Costing and Variance Analysis :- It is the name given to the technique whereby standard

costs are pre-determined and subsequently compared with the recorded actual costs. It is thus a

technique of cost ascertainment and cost control. This technique may be used in conjunction with any

method of costing.

Historical Costing:- It is the ascertainment of costs after they have been incurred. This type of costing

has limited utility.

. Post Costing : It means ascertainment of cost after production is completed.

. Continuous costing : Cost is ascertained as soon as the job is completed or even when the job is in
progress.

Absorption Costing:- It is the practice of charging all costs, both variable and fixed to operations,

processes or products. This differs from marginal costing where fixed costs are excluded.
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1. | Explain the importance of proper recording and control of material.

(@
(b)
(9

(d)

(e)

()

Importance of proper recording and control of material are as follows:

Quality of final product: The quality of output depends on the quality of inputs.

Price of the final product: Material constitutes a significant part of any product and the cost of
final product is directly related with cost of materials used to produce the product.

Production continuity: The production firms need to ensure that production process runs
smoothly and should not be paused for the want of materials. In order to avoid production
interruptions, an adequate level of stock of materials should be maintained.

Cost of Stock holding and stock-out: An entity has to incur stock holding costs in the form of
interest and/or opportunity cost for the fund used, stock handling losses like evaporation,
obsolescence etc. Under-stocking causes in loss of revenue due to stock-out and breach of
commitment.

Wastage and other losses: While handling and processing of materials, some wastage and loss
arise. Based on the nature of material and process, these are classified as normal and abnormal
for efficient utilisation and control.

Regular information about resources: Regular and updated information on availability and
utilisation of materials are necessary for the entity for timely and informed decision making.

2. | What are the objectives of a system of material control ?

()

(i)

(iii)

(iv)

(Y]
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The objectives of a system of material control are as following:

Minimising interruption in production process: Material Control system ensures that no
activity, particularly production, suffers from interruption for want of materials and stores. It
requires constant availability of every item that may be needed in production process
Optimisation of Material Cost: The overall material costs includes price, ordering costs and
holding costs. Since all the materials and stores are acquired at the lowest possible price
considering the required quality and other relevant factors.

Reduction in Wastages: Material Control System has an objective of avoidance of unnecessary
losses and wastages that may arise from deterioration in quality due to defective or long storage
or from obsolescence. It may be noted that losses and wastages in the process of manufacture
are a concern of the production department.

Adequate Information: The system of material control maintains proper records to ensure that
reliable information is available for all items of materials and stores. This not only helps in
detecting losses and pilferages but also facilitates proper production planning.

Completion of order in time: Proper material management is very necessary for fulfilling
orders of the firm. This adds to the goodwill of the firm.
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for your exemption

® Color coded book covering all
Imp Questions.

® Prepared in most concise &
student friendly manner

@ Best Material for First Time
Learner - subsequent
revision-Final 1.5 Days
revision

@ Covering all the amendments

& concepts for the new course

€ Cleared All levels of CA in
First Attempt.

€ Secured AIR 30 in CA Inter.

& Articleship from one of the Big 4s
(KPMQ) & awarded with best
performance on the first project.

€ Industrial training from one of the
top Investment Banking firm
(Goldman Sach) in
FPNA domain. Hence
implementing
practicing concepts
of Cost FM & SM.
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