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_1'.'EN_TRODUCTION :

This is a method of costing by the unit of production where manufacture
is a continuous one and units are identical. The object of this method 1s to
ascertain the cost per unit of output. So the method is known as Single Costing
or Unit Costing or Output Costing also.

There are may industries in which output is uniform and it is capable
of being expressed in simple quantitative units. In some case only a single
product 1s turned out or different sizes or grades of the same product are
manufactured. The selection of cost unit presents no difficulty in such
industries and the complicated method of cost ascertainment is not necessary.
The method used in such cases is the 'Unit Costing', in which the cost of
A single unit is ascertained.

Thus the object of this method is to ascertain the cost per unit of output
to determine the amount of each element which makes up such cost. This
methed is particularly suited to breweries, dairies. bricks-making, coal quarries
mdustry, paper mills, sugar mills ete. In all these industries there is a natural
cost unit. i.e., barrel of beer. a litre of milk. 1000 bricks, a tonne of coal,
i tonne of cement, one Kilogram of paper, a quintal of sugar and so on.

[n those industries where only one product is manufactured, the whole
of the expenditure is usually incurred for one type of product and the
II]JIiI]Il:I‘IEIIlL‘C of cost records does not present much difficulty. However. when
there different sizes or order of the same type of products are manufactured.
the expenditure must be analysed in o

greater detail to enable the appropriate
charge to be made o each size or erade. -

| 2.| COST-SHEET : ]

I'he information derived from financial books is sct out, usually, in
the form of a statement known as Statement of Cost' or 'Cost Sheet. The
Linancial account should be modelled in such

e _ ST TR a way as to furnish all necessary
mformation for finding out the

cost of production. The expenditure shown
assified. in considerable detail, each element
UtpuL. to show cost per uit, The pertodical cost-
which cach clement of expenditure is divided by
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i financial books are logically ¢l
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sheet can be prepared in
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Tho?c cx!)cnscs Which are included in the total cost of the product
m:muf:tclmcc_i are cullcq Elements of Cost. There are three such elements.
j1) Direct Mat.lcrml. 2\ Direet Labour (8y©Verheads. Let us take can
illllsil'illl'{\ll. In a IC.XlI|C mill, yarn is used s raw materials. Its cost in included
in the direct material cost. The wages paid 1o those workers who are employed
o weave the cloth on Powerlooms is the direct labour cost or wage cost.
These two are very important elements of cost. In addition to these, there
are other expenses incurred for running the factory and office. Then selling
expenses are int;ludcd €.&. in a factory, rent of factory building, depreciation.
insurance premium ete. are paid. In administration overheads, office salary
to the stalff, stationary expenses. rent of the office etc. are paid. In sales
office, salary and commission to salesmen, advertisement, godown expenses,
delivery expenses are incurred. All these are called indirect expenscs or
overheads.

According to the definition given by the Institute of Cost and
Management Accountants, "Elements of cost means primary classification of
costs according to the factors upon which expendiure is incurred viz. materials
cost, wages (labour cost) and expenses.

Material cost means the cost of commodities supplied to an undertaking
wages (labour cost) is the cost of remuneration (wages. salaries, commission,
bonuses etc.) of the employees of an undertaking. Expenses means the cost
of services provided to an undertaking and the national cost of the use of
owned assets."

4. CLASSIFICATION OF EXPENSES :

mnuncial accounts, for preparation of Profit & Loss Account and
Balance. Sheet. expenditure are classified in two parts. namely Capital
Expenditure and Revenue Expenditure. In Cost Accounts, to find out the 101:_1]
O of goods produced or services rendered and to show h(?\\ such cost is
Made up. expenditure are analysed by different methods and in ereater detail
“ompared to financial accounts.

In Cost Accounts expenditure are broadly classified into two eroups
L Di“ft Fapenses and (2 Indirect T ypenses.

¥.SG BB Seme-11 Fin A/c. - 16 [100] SC/AA
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h can directly, specifically. and
cular job. process oOr unit of

"All those ttems of expenditure, whic
conveniently be identified wholly with a parti
commadity are known as direct charges or expenditure” _

¢ }.‘: timber used in making wooden furniture. wages paid o carpenter
(urniture are the examples of direct cost

who makes wooden _ ) )
"Indirect expenses consist of cost of

Indirect Lxpenses (Overhead) : ‘ - _
and such other expenses. including services.

direct to specific cost units. Alternatively,
direct expenses.” — Wheldon

ndivect material, indirect labour
as cannot be conveniently charged
overheads all expenses other than
(A) DIRECT EXPENSES

Direct expenses are those which can be conveniently L‘h_ﬂff.:’f?d d‘ff‘fCI
o specihic cost units, Direct expenses may be sub-divided as (1) Direct material
2y Direet labour and (3) Other direct €xXpenscs.

(1) Direct Material : It is the material of which article ts made and
which can be charged directly to specific cost unit.

“Direct material is all material that becomes a part of the product. the
cost of which are directly charged as part of prime cost. In other words, it
\« material which can be measured and charged directly 10 the cost of product.”
~ Wheldon

The timber used in making wooden furniture. the leather used in making
Jhoes, cotton yarn used in manufacturing cotton cloth are examples of direct
materials. But sometimes, materials of small value are treated as indirect
material beeause it would be inconvenient and also expensive 10 analyse the
cost of such materials and allocate it to each unit of product. e.g. Thread
require to manufacture shoes. It will be ridiculous to find out cost per unit
of thread required for preparing shoes.

According to Wheldon. the following eroups of materials fall within
the definttion of direet material

(1) All materials specially purchased for a particular job. order or

PIOCESS.,

(2) Al materials acquired and subsequently requisitioned from stores

for particular production orders.

(3) (“‘nlnpnm:nl:» purchased or produced, and requisitioned from

[inished parts stores.

(.~_I) M{Illt!l'iills passing from one operation or process to another.

(5)  Primary P:wking materials. (e.g. cartons, wrappings etc.)

Mlnrcm't;r Tcrt:un expenses are also included in direct materials say.
HNpore « / o charees ete P : . . . ; ;

l (z)ml))i‘.-((-:-:t l\‘:ltl:;lltl:it,:hl:,tics.”\]\;I:nlg'tlhtirl: \:f-did--m -oxc'llgmal Invoice. ‘
ol specthe articles, process job or tcnm et * il..s.}use f(.)r L e manufaclut_’-ﬂ
woperty and which may | ;R I‘.L ;_Wnt] w”ﬂfs on th'_C prno_dutl
li ‘1I|um|‘ 15 all l:l‘hhnllsrl ‘)L'Vlitl:;;:mfmd, dm_i. <harged an p:ll'th::ljl;u‘ KRR "D‘!-ea
in altering the construction. comosition.
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(3) Direct Expenses : ",

material or direct labour ineyr
It includes (i) hire of spe

¥ oy
N

ncludes any cxl?caditufc\.iﬁhcr\tlm'n direct
r(.:d on a specific cost unit."”

i Pecial tools or equipments for a particular order
or pmdgct, (i1) cost of special design or moulds. (iii) experimental cost of
any particular order ete. In construction of buildin ‘
plant and tools, cost of preparing

expenses Which can be chareed die

g, roads ete. cost of special
plan or desien or maps are other direct
ctly to the cost of the building roads etc.
(B) INDIRECT EXPENSES OR OVERHEAD

"Overhead is the term oener

: ally applied to those charges which cannot
be traced directly to a particul

ar unit of output." - Blocker & Weltmer

Indirect expenses or overhead cxpenses are those which cannot be
charged directly to a cost unit, e.g. factory rent is an indirect expenditure
as it is not incurred for a particular product or job but it relates to all products
manufactured or jobs executed in a factory.

Indirect or overhead expenses may be classified into there parts, viz.

(1) Factory or Works Overhead

(2) Office or Administrative Overhead

(3) Seclling and Distribution Overhead

(1) Factory or Works Overhead : It includes all indirect expenses
incurred within four walls of the factory and which are connected with the
manufacture of a product. It includes all indirect expenses incurred from the
receipt of the order until its completion i.c. when it is ready for despatch
from factory.

The following expenses are usually considered as works overhead
charges

(a) Indirect Material : It consists of material which does not form
the part of product but it is used for the purpose ancilliary to production.
() It is the material required for operating and maintaining plant and
equipments known as consumable stores such as cotton waste, oil and grease.
belts ete. (ii) It consists of stores used by service departments like power house.
canteen etc. (i11) Material which due to their cost being small, not considered
as dircet matenial, e.g. thread used in stiching shoes.

() Indirect Labour : Wages and salaries paid to various persons who
are not directly engaged in production c.g. Salary of }\’011(5 manager.,
Supervisor, foremen, store-keeper, sweeper and gate-keeper of the factory. and
salarics and waees to various persons engaged in service departments.
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(c¢) Other Expenses : It includes power or fuel such as coal, gas,
electricity. water etc. maintenance, repairs, renewals and depreciation of plant
and machinary, various factory expenses such as factory rent, rates. insurance.

lighting, heating etc. ;
(2) Office or Administration Overhead : These are expenses incurred
outside the factory in the 2dministration and management of the undertaking.
It includes office rent. rates, insurance, lighting, heating, salaries to clerical

age and telegram, legal

and administrative staff. printing and stationery, 'post '
charges, audit fees, depreciation of office building and furniture etc.
elling overheads are those

(3) Selling and Distribution Overheads : S '
‘ncurred for soliciting and securing orders and on efforts 1O ﬁ-nd ':qu retain
maintaining and

customers. It includes. various expenses for creating, ;
d for the goods produced, €-2- Sales office salaries, rent.

lighting etc. Salaries of salesman. iravelling and conveyance
show-room €Xpchses. commission oOn sales.

increasing demal
rates, insurance.

charges. advertisement €Xpenses-
discount allowed, bad debts, after-sale service expenses clc. |
Distribution overhead comprise of all expenditure from the time the

product is completed until it reaches 1ts destination. It includes all warehouse
expenses such as warehouse rent, rates, insurance, taxes, lighting etc.. packing
charges, carriage outward, upkeep and maintenance of delivery van etc.

COMPONEMENTS OF TOTAL COST :
#(1) Prime Cost : This consists of cost of direct materials, direct wages
It is also known as Basic Cost or Tlat Cost.

and other direct cxXpenses.
When_ factory overheads are added 10 the prime

(2) Factory Cost :
we get the factory cost or works cost.
(3) Cost of Production : It is made up of Factory Cost and Office
Overhead. Sometimes, this is also known as Office Cost.

(4) Total Cost or Cost of Sales : It is the total of Prime cost, Factory
overhead. Office overhead and Selling and Distribution overheads. When
ads are added to the cost of ooods produced, we gel Cost of

cost,

“selling overhe
Sales.
This can be represented as under
(1) Direct Materials + Direct Labour
+ Direct Expenses = Prime Cost
(2) Prime Cost + Factory Overheads = Factory Cost or
| ] . Works cost
(3) Factory Cost + Administrative Overheads = Office Cost or
Cost of Production

(4) Cost of Production + Selling and = Cost of Sales or
) ‘ Distribution Overheads Total Cost
(5) Costof Sales + Profit (or-1.oss) ~ Selline Price or Sales

e



pnit Costing ’ 245
it Costin B -
(s |PRO-FORMA OF A COST-SHEET :

e e

A statement showing cost per unit of output and each element that
makes up the cost is prepared, which is known as 'Cost-Sheet'. The information
derived from the financial books is usually presented in the form of a statement.

The opening stock. the purchases and the closing stock of raw materials
are not separately shown but they are suitably adjusted to show the cost of
materials consumed. The opening and closing stocks of work-in-progress are
also suitably adjusted depending upon the mode of valuation of work-in-
progress Similarly. the opening and closing stock of the finished goods are
valued on the basis of cost of goods produced and it may be shown in a
scparate statement together with the cost of goods produced and after adding
the selling and distribution expenses to the cost of goods sold, the cost of
sales is ascertained. The difference between the sales and the cost of sales
will represent net profit (or loss) of the business.

The following is the pro-forma of a Cost-Sheet :

COST-SHEET
Sor...(the period)

Particulars Rs. Total | Per Unit
Rs. Rs.

Materials Consumed :
Opening Stock of Raw Materials
Add : Purchase of Raw Matcrials —
Less @ Returns of Raw Materials — —
Add : Expenses relating to purchase of raw
' materials : e
Carriage inward —
Octroi and customs =—
Railway freicht g
Less : Closing Stock of Raw Materials —_ | -
Cost of scrap materials sold — —
COST OF MATERIALS CONSUMLED —_— —
Dircct or Productive Wages — —
Other direct or Chargeable Expenscs : — —
Add : Opening Stock of Work-in-Progress — —
Less - Closing Stock of Work-in-Progress = —
PRIME COST — -
Add : Works or Factory Overheads :
Indirect materials or Consumable Stores —
(Oil, grease, cotton wasltc clc.)
Indirect or Unproductive Wages ot
(Salary or wages paid to gate-keeper,
sweepers cte. Salary to formen. supervisors, —_

Works Manager ctc.)
Power or Fuel, (Coal. oil, vas clectricity, water. elc.) —_—
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Repairs and Renewal of Plant and Machinery —
Depreciation of Plant and Machinery a
Factory expenscs such as factory renf. rates,
insurance, lighting, heating ctc. —

* WORKS COST = —

Add : Office or Administrative Overheads :
Office rent. rates. insurance. heating. lighting etc —
Salaries to clerical and administrative staff —
Printing and stationery ==
Postage and telegram -
Depreciation of office building, furniture etc. | — ==t

COST OF PRODUCTION — —
Add : Opening Stock of Finished Goods =
Less : Closing Stock of Finished Goods =
Cost of Production of Goods Sold o= —
Add : Selling and Distribution Overheads :
Sales office salaries, rent, rates. insurance. lighting etc. —
Salaries o salesmen, travelling and conveyance charges —
Commission on sales s
Discount allowed —
Advertisement expenscs =
Warchouse rent, rates, insurance, lighting etc. | —
Packing charges —
Carriage outward —
Unkeep and maintenance of delivery van - —
COST OF SALES (TOTAL COST) —

Sale of Finished Goods
NET PROFIT (OR LOSS)

Note : It is assumed that Work—in-Progress is valued

‘ : on the basis
of the Prime Cost.

The above statement shows that there are two types

o _ of expenses
(1) Direct and (2) Indirect.

Direct Expenses : As shown by the above statement there are three
type of direct expenses (1) Direct material (2) Direct labour and (3) Other
direct expenses. i

Indirect Expenses or Overheads : The indirect expenses are grouped
undq .thrcc headings (1) Factory Overheads (2) Office Ovcrh;ds or
Administrative Overheads and (3) Selling and Distribution Ovcrhen;.is.

- Cost o‘l II\-‘latcrm!s : The cost of materials shown in the cost statement
Ir » . . e Vel '] -" . 2 2 3 -

? 0 L()Si.{)f dll(,f.! materials used in manufacturing. If the cost of materials
consumed is not given in the example. it is found out w

: ‘ ith the help of opening
and closing stock as follows ! e



Unit Costing

Opening stock of raw materials
Add : Purchases of raw materials
Add : Expenses on purchase of raw materials (e.g., carriage) —
Less : Closing stock of raw materials
Consumption of raw materials :

Sales of Scrap : If there is some scrap

. , of raw material which cannot
be used in production,

it is shown in one of the two ways in accounts :
(1) It is deducted at its realisable price from the cost of raw materials
consumed. If it has no realisable value, it is not shown anywhere in the cost sheet.
(2) It may also be deducted from prime cost. Particularly when scrap
occurs after a substantial amount is spent on wages, it is deducted from
the prime cost.

Chart Showing Elements of Cost

Opening Stock of Raw Materials Raw Materials + Direct
+ Purchases Consumed Wages
+ Purchases expenses

-Closing stock of Raw Materials + Direct
| Expenses

—~— A 4

" Opening stock of work-in-progress | s PrmeCast }
~Closing stock of work-in-progress
O v
] i Factory Cost or |
+Factory Overheads 'iL Works Cost ;
o | i
l:\dmlmsn'nm*e Overhead — %i Cost of Production 4
L
i !
l + Opening stock of finished goods ! : Cost of p;odu;':llﬂﬂ of |
(Closing stock of Tinished goods | | B000S 50 |
| |
[ Quir: e = I M Cost of Sales |
Selling & Distribution - 4 ' i'
E‘x\_ﬁ_ Overheads J |

v _

+Profit || Sales | - Loss

At
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| 6. | WORK-IN-PROGRESS :

In case of those industries where manufacturing is continuous, we find
that at the end of the particular period. there are some units Twhich are not com plete
and on which some processing has to be done. Such m'n'L is known as unfinished
or partly finished goods or work-in-progress or work-|n-|n‘nvcss.l '

The valuation of work-in-progress presents some (ll”IL‘ll-Ily, since
various units are at different stages of production. While valuing work-
in-progress. the actual expenditure incurred will have to be calculated.
If the units are in the initial stages of production, then only' the value
of raw materials already used and the wages paid for such _mcnm]plclc
work has to be taken into account. In such cases, the work-in-progress
is said to be valued on the basis of the prime cost. But if fairly g(?{)d
portion of the work is done or it is nearing completion, then while valuing
work-in-progress, the value of mterials used and the amount of wages
paid along with proper share of factory overheads has to be taken into
account. In such a case. the work-in-progress is said to be valued on
the basis of 'Work Cost'.

The work-in-progress in the beginning of the period to be added while that

at the end of the period is to be deducted from the manufacturing cost. However,
at what stage they should be added or deducted on their mode of valuation.

' Ilustration

Suppose in a factory material consumed is Rs. 1.00.000. Direct
wages paid amount to Rs. 80.000 and Factory. Overheads are Rs. 50,000.
The work-in-progress ,at the beginning is Rs. 10.000 wherecas work-in-
progress at the end is.valued at Rs. 12.000.

I work-in-progress is (I) valued on the basis of the prime cost
(II) valued on the basis of works cost.

How will you show Work-in-Progress in the Cost Sheet in the above
mentioned two cases.

l—ﬁ)-lution 3]

(1) If work-in-progress is valued on the b

asis of prime cost

: ; Rs.
Divde W 50,000
Add : Work-in-progress in the beginning 1?8888
Less : Work-in-progress at the end l?gggg
Factory overheads L 1233300
B - Works Cost 2.h28:000
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If work-in-progress is vajye o
EIJLH______*__________%‘J)usls_gl' work cost

Mmcrials consumed k.
| 1,00,

pircct Wages Sg 888

Prime Cost |  1.80.000

Factory overhead 50.000

. . 2.30.,000

Add : Work-in-progress in (he beginnine 10.000

| 2.40.000

Less © Work-in-progress at the end 12,000

Works Cost : 3 m

A, —__-—___‘-__q-—-__--_-__—_—'--_ﬁ__- e

Notes : When in the cxample,
manner in which the stock of work-in P
two methods can be used. However,

no instruction is given as to the
rogress is valued. any of the above
it is better to assume that the work
in progress 1s valued at prime cost. In this book also we have adopled
this base to maintain consistency. :

Illustration 1 :—| O pef

From the following information prepare a statement showine (A)
Prime Cost (B) Works Cost (C) Cost of production (D) Cost of sales.
and (E) Net Profit.

Rs. Rs.
Opening Stock : Carriage outward 1,500
Raw materials 24,000 Power-Coal 5.000
Finished goods 16,000 Office salaries 13.000
Closing Stock Office rent, rates & taxes 7,000
Raw materials 20.000 | Postage and telegram 2.000
Finished goods 17,000 Printing and stationery 1.000
Purchases of Raw Salc.xtn_@ﬂ'_s_‘asulury 3.000
materials 82.000 | Advertisement 2.000
Sales 1,90,000 | Factory rent, rates and tax 2,000
Direcy wages 32,000 | Depreciation (')n Plant
FﬂClory wages 1,000 and Machinery) 3,000

' : : 500
Carriage inward 2.000 | Bad debts



2,’%() Unit Costing

Lbn_lul;nn F: _
Statement of Cost

Particulars Rs. Rs,
Raw materials consumed :
Opening stock of raw matactals mms—a————— 24,000
Add : Purchase of raw materials — 82,000
Add : Carriage inwards s ‘__2_'0_00_
(1.08.000.__
Less : Closing stock of raw materials === 20,000
Materials consumed ~eenemet=—88,000
Direct Wages — | 32,000
(A) PRIME COST - ——171,20,000
Add : Works or Factory overhcads :
Factory wages e~ 1,000
Power-Coal 5,000
Factory rent, rates and taxes 2.000 j
Depreciation on plant and machinery | 3.000 | 11.000
(B) WORKS COST - +-1-31,000
Add : Administrative overheads : -' ;'
Office Salarics | 13.000 |
Office rent, tates and laxes |~ 7.000 |
Postage and telegram : 2.000
Printing and stationery F— 1.000 ]| 123.000
(C) COST OF PRODUCTION 1.54.000
Add : Opening Stock of Finished Goods— 1 — 16.000
| | 1.70,000
Less - Closing stoc of Finished Gouu. L e 17.000
COST OF PRODUCTION OF GOODS SOLD | 153,000
Add : Selling and Distribution overheads :
Carriage outward | 1.500
Bad debts 500
Salesmen's salary 3.000
Advertisement 2.000 7.000
(D) COST OF SALES 1.60.000
Sules | 1,90.000
(E) NET PROFIT 30,000
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Note : Remember that the tora] gp

.5 that of office overheads angd selling
L 1=}

- > [N "‘,]-)l . 1 L
given as a group _BUt Separate items of expenses are egiven. They a
-rouped under various heads of overheads | B o

ITEMS EXCLUDED FROM COST ACCOUNTS :

e cost sheet is :
Lo g8 el 'S prepared on the basis of the information derived
srom Financial Accounts. But while preparing the
that there are certain items w -

10unt of factory overheads as well
& distribution overheads are not

cost sheet it may noted

. b i hich are shown in Financial Accounts but
they are not & n i Cost Accounts. Similarly, ‘there are certain items

which are shown in Cost Accounts, but not shown in Financial Accounts.
(A) Items excluded from Cost Accounts :

The following are certain items which are shown in financial accounts
but they are not shown in cost accounts :

(1) Appropriation of Profits :
(a) Provision for taxation
(b) Transfers to general reserves and other reserves
(c) Dividend on share capital.
(2) Non-trading and non-recurring expenditure and income
(a) Rent receivable
(b) Profit or loss on sale of investment or fixed assets
(c) Share transfer fees
(d) Fines and penalties.
(3) Items of purely financial nature :

(a) interest of investments or bank deposits

(b) Interest on debentures Of bank loan (if interest on capital is

not taken into consideration in cost accounts).

(4)  Intangible and fictitious assets written off :

(a) Goodwill written of

(b) Preliminary expenses, disc
written off.

ount on issue of shares or debentures.

underwriting commission etc.
(B) Items Included in Cost Accounts : |

There are very few items which are shf)wn in cost a-lccqunls only
but not in the financial accounts. All expenditure. whethe .p:ud or :‘1_ot,
are recorded in financial accounts. In Cost .f\ccotmts sometimes (o de‘
OUl cost, certain expenses even though not m.currcd arc‘ mc‘l‘udcd.l Thus
(he type of expenditure which would appear in the cost accounts only

e .
S @ notional charge.
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The following are examples of two items which are included in

cost accounts only : o

(1) Interest on Capital : Sometimes, interest on capital is Charged
ueh it is not to be paid, 1o show the nominal
¢ .

in cost accounts, even tho : : _
. investing 1t nutside the business.

cost of employing capital rather than ,

(2) Charge in the licu of rent : ’\f’»/hcn the business use:sf premises
owned by the proprietor, sometimes a notional :1m’()unl for rent o pr'emlseg
is charged even though it is not actually paid. So that lhf’. Ln.st.of
production in a factory owned by a company can be compared with similar
costs in a rented factory.

ILLUSTRATION 2_:

S

The following fisures taken from the Cost Accounts of a manufacturing
concern relate to the months of March, 2006 :

| |

Barticulars | 1st March 31st March
i Rs. l| Rs.
Swock of raw materials e l 50.800 | 61.000
Purchase of raw .matcriz;ls — ‘ =4 43,400
Work-in-Progress'. - l 15.600 17,200
Stock of finished! goods . | 35.800 21.200
Productive Wages : | e 34.900
Unproductive wages E == 1.200
Carriage inward s ' T — 00
Drawings office expenses 1 . 2.000
Rent and taxes 1.200
Depreciation and maintenance of plant ‘ 3.300
Works salaries ' 3,900
Stnes «onenses 700
Indirect matcrials 14,200
Interest on debentures 3.000
Goodwill written off —o o 4.000
Iéxpc‘nsc:. of participating in industrial exhibition [ 5.000
arriage ' outw;
A — U S _‘_2_9_*0.2_

You are required to d : -
r . = - -
production (B) Cost of e AW up a statement showing (A) Cost of

¢ : uction of goods ’ k-
IN-progress is to be valued at prim: cosl e (€5 Custariales B8
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jation |
L~ STATEMENT OF COST
o for the month of March, 2006
) [:MS , R Rs. Rs.
R/l“' waterials Consumed :
opening stock of r.aw materials 50.800
Add : purchases of raw materials 43.400
Add : Carriage inward 700
94.900
Less - Closing stock of raw materials 61,000
Materials consumed 33.900
Productive wages 34,900
Add : Opening stock of work-in-progress 15,600
$4.400
Less : Closing stock of work-in-progress | 17.200
PRIME COST 67.200
" Add : Works of Factory Overheads :
Unproductive wages 1,200 |
Depreciation and Maitenance of Plant 3,300
Drawings office expenses 2.000 |
Works salaries 3,900
Stores expenses 700
Indircet materials 14.200 25,300
FACTORY OR WORKS COST | 92,500
Add : Administration overheads : |
Rent and Taxes | 129_@
(A) COST OF PRODUCTION - 93.700
Add - Openng stock of finished oo0ds E_iﬁ@_
1 1,29.,500
Legs ; Closing stock of finished goods IL 21,200
(B) COST OF PRODUCTION OF GOODS SOLD 1.08.300
Add : Scelling and Distribution Overheads
l‘;xpu,,g% of participating in industrial exhibition 5.000
Caretusie anifwird 2.000 | 7.000
(€©) COST OF SALES OR TOTAL COST 1.15.300

Note @ Interest on debentures i

ems ind therefore they will not be shown in cost sheet.

1 goodwill written off are financial
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From the following informaticn of Priyanka Manufacturing Company
for the year ended 31st March, 2002, prepare a cost sheet showing

(1) Raw materils consumed (2) Prime cost (3) Factory cost (4) Cost
of production (5) Cost of goods sold (6) Profit or Loss.

Stock as on 1-4-2001
Raw Materials
Work-in-Progress
IFinished goods
Carriage inwards
Raw material purchased
Productive wages
Repairs of Machinery
Maintenance of delivery van
Rent, Rates & Insurance :
Factory
Office
Selling & warchouse
Depreciation :
Machinery
Office furniture
Delivery van
Sales of finished goods
Travelling expenses of Salesmen
Manager's salary (3/4 Factory, 1/4 Office)
Other expenses
Factory
Office
Selling
Warehouse
Stock as on 31-3-2002 -
Raw materials
Work-in-progress
Finished v00ds

Note : Work-in-progress is

valued at prime cost.

Rs.
70,000
80,000
90,000 2,40,000
5,000
3,70,000
1,50,000
19,000
10,000
17,000
8,000

15,000 40,000

13,000
6,000
5,000 24,000
8,00.000
4,000
20.000
20,000
20,000
10.000

6.000  56.000

45,000
75.000
80.000 2.,00.000

[Guj. Uni.. F.Y.B.C.A., April, 2002)
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- < a .
Cost sheer for the yl;::’l‘actu;lng Company
—_— T ~ended 3jq n
Particulgpg it M‘fﬂi’ﬁ_{@{_ A
E‘:‘- Materials Consun;:c-[_-:ﬁﬁh*‘“‘“‘*‘-—h——-m________[fi-____ _Rs.
opening stock of raw materialg
Add : Purchase of raw Materials 70,000
Add : Carriage inwards 3,70,000
5,000
Less : C(lln)Sirl]{gAf’;’OCIth :?ga\v materialg 432883
TERIALS CON : =
Productive Wages , SUMED ?28888
Add : Opening stock of \"Ol'k-in-progrcss F_*S_Q_O_O*O
; : 6.30.000
Less : Closing stock of Work-in-progress 75.000
(2) PRIME COST 5,55.000
Add : Factory Overheads :
Repairs of Machinery 19.000
Rent, Rates & Insurance 17,000
Depreciation on Machinery 13.000
Manager's Salary (20,000 x 3/4) 15.000
Other expenses 20.000 | 84.000
(3) FACTORY COST 6.39.000
Add : Office Overheads :
Rent, Rates & Insurance 8,000
Depreciation on office furniture 6,000
Manager's salary (20.000 x 1/4) 5,000
Other expenses 20,000 | 39,000
(4) COST OF PRODUCTION 0,78.000
Add : Opening Stock of Finished goods 7_22_%%%
e 80.000
Less : Closine Stock of Finished goods 2t
COST OF PRODUCTION OF GOODS SOLD 6.88.000
Add : Selline and Distribution Overheads :
=] x . - \f-ln 10,000
Maintenance of Delivery Vi =
B R e Delivery 71 5,000
Dcprec:{;u-;on on e e P 4.000
Travelling expense:
Other capenses 10,000
Selling 6.000 | 50,000
Warehouse ” SOLD 7,38,000
(3) COST OF GOODS S( | 8.00.000
Sales of finished coods | 62.000

(6) PROFIT



[ ILLUSTRATION 4 ;

The following information relates to commodity 'A’ for the half year
ending 31st December. 2005

Rs. | , Rs.
Purchase of Raw Materials 1,20.000 Stock of Raw Materials
Works Overheads 40.000 (31st December, 2005) 22,240
Direct wages 1,00,000 | Finished Products
Carriage inwards 1.440 | (3lst December, 2005. 2,000 tons) 32,000
Stock of Raw Materials Work-in-Progress '

(1st July, 2005) 20,000 (31st December, 2005) 16.000
Finished products Sale of Finished Products  3.00.000
(1st July, 2005; 1.000 tons) 16,000 | Office Overheads 8.000
Work-in-Progress (1stJuly, 2005) 4,800

Advertising. discount allowed and selling cost amount to Re. | per
ton sold. During the half year, 16,000 tons of commodity were produced.
Work-in-progress is to be valued on the basis of woirks cost

You are required to ascertain :

(1) The valuc of Raw materials consumed. (2) Prime cost. (3) Works
cost. (4) The Cost of Production. (5) The Cost of Sales. (6) The Net
“Profit for the period. and (7) The Net Profit per ton of the Commodity.

“Solution :

COST SHEET
Jor the half year ended on 31st December, 2005

_ (Output : 16,000 tons)
Particulars |

- l Rs. Rs.
Raw Materials Consumed : | ’
Opening stock of raw materials | 20.000
Add : Purchases of raw materials 1.20.000
Add : Carriage inwards 1.440
| 1.41.440
Less © Closing stock of raw materials 27 240
(1) VALUE OF RAW MATERIALS CONSUMED 1.19.200
Direct Wages  1.00, 000
(2) PRIME COST ‘ 12.19.200
Add : Works or Factory Overheads : l ;
Works overheads g | 40.000
Add : #Opening stock of work-in-progress 'i i._ 4.800
| [2.64.000
[ess o 71 Closing stock of work-in-progress 5 L 16.000
n

(3) WORKS COST 7 .18.000
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Add : Administrative Overheads :
Office overheads 8.000

(4) COST OF PRODUCTION [2,56,000
Add : Opening stock of Finished Products 16.000

Less : Closing Stock of Finished Products 32,000

COST OF PRODUCTION OF GOODS SOLD 12,40,000
Add : Selling and Distribution Overheads :

Advertising, Discount allowed and

Selling cost (@ Re. 1 on 15,000 tons sold) 15,000

(5) COST OF SALES 2,55,000

Sale of Finished Products 3,00,000
(6) NET PROFIT FOR THE PERIOD [ 45,000

(7) Net Profit for the period = 45,000 + *15,000 = Rs. 3 per ton.

Note : *(1) In this illustration the work-in-progress is to be valued
on the basis of Works Cost. Therefore the opening stock of w,i.p. is
added and the closing stock of w.i.p. is deducted after finding out prime
cost but before finding out factory cost.

*(2) The sold out tons of Finished Products is found out as follows:

Sold out tons or sales volume = Opening stock + Production —
Closing stock

Sold out tons or sales volume = 1,000 tons + 16.000 tons — 2,000

lons
Sold out tons = 17,000 tons — 2,000 tons = 15,000 tons.
(3) The percentage of profit sales can be calculated as follows :
If sales is Profit is
Rs. 3.00.000 Rs. 45,000
100 (7)
45,000 x 100 ‘
Percentace on sales = 300,000 15%
I“‘\-~-'_'_‘—‘—'-—-

——

lustration 5 :

From the following inform

ation extracted from the records of' a
| profit and profit per unit:

i - hOWi a

“Clory, prepare the cost sheet showing (ot Rs.

~ Particulars

JDening stock 5.000
Raw Materials 3,000

Wnrk-in-Prngress

Py ‘ SC/AA
SGBB Seme-11 Fin A/c. - 17 [100]
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Finished Goods 10,000
Closing Stock :
Raw Materials 4,000
Work-in-Progress 2.000
Finished Goods 5.000
Salaries 19,000
(Including Sales Manager's Rs. 5,000 and
Factory Engineer's Rs. 4,000)
Expenses of Industrial fair 1,000
Electricity (including office Rs. 1,000) 5,500
Finished Goods warehouse expenses 2,000
Sales promotion expenses 1,000
Direct wages 15,000
Research expenses 500
, Debenture interest 3,000
Sale of Raw material waste 1,000
Sale of Factory waste 1,000
Purchases of Raw materials 45,000
Bad debts . 500
Price list printing €Xpenses 500
Sales 1,04,500

Unit Produced — 9,500 units
It is assumed that work-in-progress is valued on the basis of Prime

Cost.
rSolulion 3
STATEMENT SHOWING COST AND PROFIT
Particulars Rs. Rs.
Raw Materials Consumed :
Opening Stock of Raw Materials 5,000
Add : Purchase of Raw Materials 45,000
50,000
Less : Closing stock of raw materials 4,000 46,000
Less : Sale of raw material waste 1,000
Cost of raw materials consumed 45,000
Direct Wages ' 15,000
Add : Opening stock of work-in-progress 3,000
63,000
Less @ Closing stock of work-in-progress 2,000
PRIME COST 61,000
Add : Works Overheads :
Salaries of Factory Engineer 4,000
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Electricity (5,500 — 1,000) 4,500
Research expenses ’500 9.000
70,000
Less o Sale of Factory Waste 1,000
. FACTORY COST 69,000

qdd : Office Overheads :

Salaries (19,000 — 5,000 — 4,000) 10,000
Electricity 1,000 | 11.000
| COST OF PRODUCTION 80,000
Add : Opening stock of Finished Goods 10,000
| 90,000
Less : Closing stock of Finished Goods 5,000

COST OF PRODUCTION OF GOODS SOLD - 85,000
Add : Selling and Distribution Overheads :

Salaries of Sales manager 5,000
Expenses for Industrial fair 1,000
Finished goods warehouse expenses 2,000
Bad debts 500
Price list printing expenses 500
Sales promotion expenses 1,000 10,000
COST OF SALES 95,000
Sales 1,04,500
NET PROFIT 9,500
Cost of Sales (Or Total Cost) w
Cost per unit = No. of units produced = 9,500 units = Rs. 10

Note : (1) Debenture interest is a financial item and hence it is
not shown in cost sheet. (2) Research expenses will be treated as factory
expenses. (3) Scrap OR Wastage : If defective materials are sold, then
it is deducted from the cost of materials consumed as it reduces the cost
of materials. But, if units produced are found defective and such defective
units are sold as scrap or wastage, the sale proceeds of factory scrap should

be deducted from factory overheads or from factory cost.

Ilustration 6 :
The information about a product produced by a manufacturer in
pare a Cost Sheet showing the total cost

August, 2005 is as follows. Pre
and cost per unit for the month of August :

Direct materials — 6,000 kgs. at Rs. 5 per kg.

Direct wages — 5,000 Labour hours, at Rs. 4 per hour.

Direct expenses — Rs. 7,000
Factory overheads — Fixed Rs. 10,000; Variable at 50% on wages
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Office overheads — 33 1/3% on Factory Cost.

Selling and distribution overheads — 10% on cost of production,

Sale of scrap of material — Rs. 2,000.

Entire output was sold at a profit of 20% on selling price.

5.000 units were produced.

Solution :

COST SHEET
Jor the month of August, 2005

(unit produced : 5,000)

|
Particulars Total | Per unit
Rs. Rs.
‘Direct materials : 6.000 x Rs. 5 30,000
Less : Sale of scrap of material 2,000 28.000 5.60
Direct wages : 5,000 hours x Rs. 4 1 20,000 4.00
Dircct Expenses 7.000 1.40
PRIME COST 55,000 11.00
Add : Works or Factory Overheads :
Fixed 10,000
50
Variable : 50% on Direct wages i.c. 20.000 x 100 = 10,000) 20.000 4.00
FACTORY COST 75,000 15.00
Add : Office Overheads :
33 1/3% on Factory cost (33 1/3% of 75,000) _ 25,000 5.00
COST OI' PRODUCTION 11.00,000 20.00
Add : Selling and distribution overheads - '
; . L 10
10% of Cost of Production (1.00.000 x H(}) _J_(?_QP_U_ ~2.00
COST OF SALES OR TOTAL COST 1.10.000 22.00
Add : *Profit (20% on sale price, i.c. 25% on cost) 27.500 5 5()
SELLING PRICE -]_,357,50() | 27.50
. Notc :' ‘-“I-I.erc profit is to be calculated at 20% on selling price.
selling price is Res. 100, then the profit will be Rs. 20.
w Cost = Selling price - profit

= Rs. 100 - Rs. 20

Rs. 80.
Thus we can say

If cost

IS 2 :
, Profit will be
Rs. 80 = Rs. 20
100 =
} (.}) = 20 _l..(_)g
80

that Rs. 20 profit must be made on cost of Rs. 80.
untin percentage, it will be -



Here cost of sales or total cost is Rs.

25
i yill be Rs. 1,10,000 x 100

= 25% on it will be Rs. 22 x

The Universal Furniture Manufacturing Co. Ltd. m

Y i

Tustration 7 | (1

25

100

——————

= Rs. 5.50.
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1,10,000 and 25% profit on
= Rs. 27,500. Cost per unit is Rs. 22

anufactures a

special type of tables. Its Trading and Profit & Loss Account for the year
ended 31st March, 2006 are as follows :

Dr. Cr.
Particulars Rs. Particulars Rs.
To Opening Balance By Sales of Finished Prod. | 9,50,000
Work-in-Progress 10,000 | " Closing Balance
Materials 12,000 Work-in-Progress 6.000
" Purchase of Malerials 1,70,000 Materials 16,000
Wages 2,90,000
" Gross Profit ¢/d 4.90.000
9,72,000 9,72,000
To Establishment Charges :
Factory 36.000 By Gross Profit b/d 4,90,000
Office 1,04,000 " Sale of Factory Scrap 2.000
" Electric Charges : " Interest on investments 6.000
Power of FFactory 40,000 " Profit on sale of
" Light & Fans : machinery 2.000
Factory 6,000
Office 6,000
" Advertisement 40,000
" Engincering Office
Expenses 20,000
" Miscellaneous Expenses :
Factory 5,000
Office 6,000
" Repairs & Depreciation :
Facton 35,000
Office 4,000
" Carriage Owlward 10.000
"~ Provision for Taxation 18,000
" Net Profit 1,70,000
5,00,000 5,00,000
e e

During the year ended 3lst March, 2006 the number of tables
Manufactured and sold was 10,000. There was no opening as well as
closing stock of finished product. The tables are sold at uniform price
throughout the year. |
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From the above information, prepare a statement of cost for the
year 2005-2006 showing cost per unit, under various elements and also
the profit/loss per unit.

Solution : ‘
- COST SHEET

e y g ? d,’d ISf Mar(.'h, 2006 _
for the year endc f()u[pm_ @ sales : 10,000 tables)

p'll‘liCll_l_‘ll‘s‘ Total | Fer Usip
{ ans Rs. Rs. Rs.
Raw Materials Consumed :
Opening stock of raw materials 12,000
Add : Purchase of raw materials 1.70.000
1,82,000
Less : Closing stock of raw materials 16.000
Materials consumed 1,66.000
Wages 2.90,000
Add Opening stock of work-in-progress 10.000
4,066,000
Less @ Closing stock ol work-in-progress 6.000
PRIME COST 4,60,000 46.00
Add : TFactory overheads :
Establishment changes for [actory 36,000
Power for factory 40,000
Electric charges for Light & Fans 6,000
Enginecring office expenses 20,000
Miscellancous expenscs 5,000
Repairs and Depreciation 35,000
1,42,000
Less : Sale of Factory scrap 2.000 | 1.40.000 14.00
WORKS COST 6,00,000 60.00
Add : Office overheads :
Establishment charges 1,04,000
Electric charges 6,000
 Miscellancous cxpenses 6,000
Repairs and Depreciation 4,000 | 1,20,000 12.00
COST OF PRODUCTION 7,20,000 72.00
Add : Selling and Distribution Overheads :
Advertisement 40,000
Carriage outward 10,000 50,000 5.00
o COST OF SALES 7,70,000 77.00
Sale of Finished Products 9.50,000 95.00
| NET PROFIT 1,80,000 18.00
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Notes : (1) Interest on investmen
and provision for taxation are not sho

(2) A.s the opening and closing stock of finished goods are not given,
Hence selling and distribution overheads are directly added to the cost

of production without any adjustments for such stocks.
(3) Establishment charges = Administrative expenses.
\L]llustration.S T H{
Following is the da
on 31-12-2004

ts, profit on sale of machinery
wn in Cost Accounts.

ta pertaining to Shaan Manufacturing Ltd. as

Particulars Rs.
Factory Salaries 13,000
Counting House Salaries 25,200
Cash discount allowed 5,800
Carriage outwards | 8,600
Carriage inwards 14,300
Bad debts written off ' 13,000
Repairs of plant & machinery 8,900
Rent, Rates & taxes :
Factory . 17,000
Office ' 4,000 21,000
Sales 9,22.200
Stock of Materials :
31-12-2003 1,25,600
31-12-2004 96,000
Mﬂtcrials pu]'chased ‘ 3,70,000
Travelling expenses o e
. & Commission ’ 15,400
Traveller's Salary \ 5 o5 A6
Productive Wages i
jation :
Depref;llﬂant & machinery | 13,000
Furnit.lll'e : 600
: : 12,000
Directors' Fees ’
Gas and Water : | 2,400
Factory \ 800
of'ﬁcse lary (3/4 Factory & 1/4 Office) 20,000
Manager's ©2 6,800

eet & also determine the profit.

h : '
are a Cost > [Guj. Uni., F.Y.B.C.A., April 2004]
Prep /
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Solution :

Shaan Manufacturing Limited

cost sheet for the year ended 31st March, 2004

Particulars il -R—SL
Raw Materials Consumed : _
Opening stock of raw materials 1.25.600
Add : Purchase of raw materials 3-70'900
Add : Carriage inwards 14,300
5,09.900
Less : Closing stock of raw materials 96,000
RAW MATERIALS CONSUMED 4,13.900
Productive Wages | 2.52,000
PRIME COST ¢,65,900
Add : Factory Overheads :
Factory salaries 13.000
Repairs of Plant & machinery 8.900 |-
Rent, Rates & Taxes 17.000
Depreciation on Plant & Machinery 13,000
Gas and Water 2,400
Manager's salary (20,000 x 3 ) 15.000 69.300
FACTORY COST 7,35;200
Add : Office Overheads :
Counting House Salaries 25.200
Rent, Rates & Taxes 4,000
Depreciation on Furniture 600
Director's Fees 12,000
Gas and Water for Office 800
Manager's Salary (20,000 x i—) 5.000
General expenses 6.800 54,400
COST OF PRODUCTION 7.89.600
Add : Selling and Distribution Overheads : ,
Cash Discount allowed 5.800
Bad debts written off 13000
Carriage outwards 8’600
Travelling expenses 4'200
Traveller's salary & commission 15’400 47.000
sa1e. COST OF SALES (OR TOTAL COST) ’ 8.36.600
9,22,200
s NET PROFIT 85.600
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i illustration 9 - | O ru

From the following information of No-money manufacturing
company. prepare cost sheet and find out profit per unit.

Particulars Rs.
Opening stock of raw materials 20,000
Purchases of raw materials 1,00,000
Expenses relating to purchases of raw materials 15,000
Closing stock of raw materials 10,000
Opening stock of work-in-progress (on the basis of prime cost) 25,000
Closing stock of work-in-progress (on the basis of prime cost) 10,000
Direct Labour (at Rs. 15 per unit manufactured) 60,000
Factory overheads :

Fixed 10,000

Variable Rs. 8 per unit
Office on cost 18.000
Opening stock of finished goods (2000 units) 1,20,000

Closing stock of finished goods 1,000 units

Selling and distribution expenses at Rs. 5
per unit sold.

Selling price per unit Rs. 80.

] Solution :

Note : (1) Units manufactured during year :

Direct Labour
Direct Labour per unit

Units manufactured =

_ 60, 000 .
Units manufactured = —Te = 4,000 units
(2)  Units sold during the year :
Units sold during year = Opening stock + manufactured

during the year — Closing stock
= Units sold during year = 2.000 + 4,000 - 1,000 = 5,000 units.
(3)  Selling and distribution expenses is to be recovered at Rs. S per
unit sold.

. Selling and Distribution expenses = 5,000 units x Rs, § = 25,000.
STATEMENT OF COST (COST SHEET)

(Qutput : 4,000 units)

Rs. [ Total Rs.

Particulars

Raw Materials Consumed :
Opening stock of raw materials
Add : Purchase of raw materials
Add : Expenses relating to purch

20,000
1,00.000

iases
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of raw materials 15,000
1,35,000
Less : Closing stock of raw materials 10,000
Cost of Raw material consumed 1,25,000
Direct Labour . 60,000
Add : Opening stock of work-in-progress 25,000
2,10,000
Less : Closing stock of work-in-progress 10,000
PRIME COST 2,00,000
Add : Works or Factory Overheads :
Variable (4,000 units x Rs. 8) 32,000
Fixed 10,000 42,000
WORKS COST 2,42,000
Add : Office Overheads :
Office on cost as given 18,000
COST OF PRODUCTION 2,60,000
Add : Opening Stock of Finished Goods 1,20,000
3,80,000
Less : *Closing stock of Finished Goods
1, 000 )
(2,60,000 x 7500 ) 65,000
COST OF PRODUCTION OF GOODS SOLD 3,15,000
Add : Selling and Distribution Overheads :
Selling and distribution expenses (5,000 x Rs. 5) 25,000
COST OF SALES 3,40,000
Sales (5,000 units x Rs. 80) 4.00,000
NET PROFIT 60,000
> ) Total Profit 60, 000
Profit per unit = No ofunisSold ~ 5.000 = Rs. 10.

* Closing stock of Finished Goods is valued at cost of production.
8. |COMBINED EXPENSES :

Sometimes it becomes difficult to separately record the overheads
of different items produced in the factory. In such circumstances,
overheads are combined for two or more items and recorded as such for
administrative convenience. Finally, they are apprortioned over various
articles produced on some reasonable basis. The bases selected for
allocation depends upon the nature of production, the type of expenses
and the number of units produced. Some bases of allocation are determined
on permanent basis in a manufacturing unit. For this purpose, the
overheads are grouped into fixed expenses and variable. A certain
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percentage of variable expenses and fixed expenses on the cost of materials
used or wages paid or on prime costs is taken into account.

ﬁllustration 10 :

M/s. Manmoji manufactures two types of toys X and Y. Production
costs for the year ended 30th Septembher, 2005 were :

Rs.

Direct Materials 2,00,000
Direct Wages 1,12,000
Production Overhead 48,000
3,60,000

There was no work-in-progress at the beginning or at the end of
the year. It 1s ascertained that :
(1)  Direct materials per unit in type X toys consists twice as much
as that in type Y toys.
(2)  The direct wages per unit for type Y toys were 60% of those
for type X toys.
(3)  Production overhead per unit was the same for toys of X and
Y type-30 paise per toy.
(4)  Administration overhead for each type was 200% of direct
wages.
(5) Selling overhead in both type of toys was 25 paise per toy.
(6)  Production during the year was :
X Type—-40,000 toys of which 36.000 toys were sold.
Y Type-1,20,000 toys of which 1,00,000 toys were sold.
(7)  Selling price per toy :
X-Rs. 7 per toy
Y-Rs. 5 per toy
Prepare a statement showing cost and profit on each type of toy.

Notes : (1) Various expenses are allocated as follows :
(1) Material Cost :
Suppose Material cost of Y toy is Rs. X.
. Material cost of Type X would be Rs. 2X.
40.000 x 2X + 1,20,000 x X = Rs. 2,00,000
" 20000 X + 120,000 X = Rs. 2,00.000
2.00,000 X = 2,00,000
PN = " l
. Xo=iggooo0 C ot Pertoy

4 ateri: : 5. 2 tory
1 . of toy material cost would be Rs. 2 per y
.. For X lype
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(2) Labour Cost : _
Suppose Labour cost of X type of toy is Rs. X

60x
<. Labour cost of X toy would be = -&&

60
. 40.000 x X + 1.20.000 x ——= = 1,12,000

100
. 40.000 X + 72,000 X = Rs. 1,12,000
1. 12,000
“© X = 112.000 = Re. |

. For Y type of toy it would be Rs. 0.60 p. per toy.
(3) Production Overhead : '
Suppose Production overhead for X and Y toys i1s Rs. X.
. 40,000 x X = 1.20,000 x X = Rs. 48,000
1,60,000 X = Rs. 48,000
X = [_4(?.09(_(}8_0 = Rs. 0.30 p. per toy
< For Y toy also it would be Rs. 0.30 p. per toy
(2) The closing stock of the finished goods is arrived at by deducting
number of units sold from the number of units produced. The closing
stock of finished goods is valued at its cost of production.
(3) Selling cost has been calculated on the number of units sold.
STATEMENT OF COST AND PROFIT
Jor the year ended 30th September, 2005

Total X Type Y
| (Output 40,000 (Output 1,20,000
Particulars Toys) Toys)
Total Total | Per toy| Total Per toy
Rs. Rs. Rs. Rs. Rs.
D!'rcc[ Materials 2.00,000 80.000 2.00 | 1,20,000 1.00
Direct Wages 1,12,000 40,000 1.00 72:000 0.60
PRIME COST 3,12,000 | 1,20.000 3.00 | 1,92,000 1.60

’roduction Overhead 48,000 12,000 0.30 36,000 0.30

WORKS COST | 3.60.000
\dministration overhugg : 1.32,000 | 330 | 228,000/ 1.90

200% of direct wages) 2,24,000 80,000 2.00

R 1,44,000 1.20
-OST or PRODUCTION 5.8
35 : Closing Stock of 184000 1 2.12,000 5.30 | 3,72,000 [ 3.10

inished goods (a1 cost) 83,20 21,200 62.000




Unit Costing 269

Cost of production of E | |
so0ds sold .00.800 | 1.90,800 | 5.30
Selling overheads ‘

| (at 25 paise per toy) | 34.000 ' 9.000 | 0.235 25.000 0.25

‘N

FJ‘

10,000 | 3.10

| COST OF SALES | 5.34.800 | 1.99.800 | 555 3.35.000 | 3.35
' Sales 7.52.000 | 2.52.000 | 7.00  5.00.000 | 5.00
' NET PROFIT 2.17.200 | 52200 | 1.45 1.65.000 | 1.65

EXERCISE

(A) THEORY

l. What do you understand by Elements of Cost ? Give the main
elements of cost.

2. Distinguish between direct expenses and indirect expenses. What
types of expenses are included in the former ?
3. Prepare a Statement of Cost with imaginary figures, showing various

elements of cost.
4, What is meant by Work-in-Progress ? Show various methods of
valuing Work-in-Progress.
Distinguish between
(a) Direct and Indirect Expenses
(b) Fixed and Variable Cost
(c) Works Overhead and Works Cost
(d) Office Overhead and Cost of Production
(e) Selling Overhead and Cost of Sales.
6. Discuss briefly different Elements of Cost and state where would
you show following expenditure in cost sheet
(1) Coal, fuel and power expenses
(2) Wages
(3) Salary of salesmen
(4) Depreciation on furniture.
7. (a)  Explain with illustrations, the meaning of fixed expenses and
variable expenses.
(b)  Explain with illustrations, the me
indirect expenses:
(¢c)  Explain with illustrations, the classification of
8. Explain with i!iUS[FRIIOHH(Any three)
(a) Raw materials and finished poods.
(b) Factory Ovcrh(.md‘.q ;”?d office overheads.
(¢) Selling and d'Sl“P““““ overheads.
9. Explain with illustrations

wn

aning of direct expenses and

overheads,




_*T;)iruhl \nd Indirect cxpcns.cﬁ
7) Fixed and Variable expenses (V.N.S.G. Uni. Apri
- otes : Cost Centers. e LR 1)
(3) Short notes = gy pRACTICAL
; : ati reparc a statement of ¢
following information, P . o s Cog|
I 1} iir)ort?‘letk::ist of material used. (b) t};e Ii“me 50(‘}3 E;) the worj,
showing ' the cost ol sal€s an € net profj
cost, (d) the cost of production (e) th‘_
e i 3]-3-2005 56,000
. _Stock of finished goods on I — ’
= Stock~of raw materials on ;ﬂ_-_?_—_Z_OOS""' . —95.600
e . e . /w—_r’hﬁ———.ﬁ.
—_purchase of raw materials T . | N 3,24,000
;Br(fd’t:/éti\fe Wages “181.600
=" gale of finished goods ,84,000
Stock of finished goods on 31-3-2006 60,000
ﬁ-s'toﬁjof .rgg{m_materials on 31-3-2006— 27.200
o veead————" 87,000
l\'f‘ f}dmi’nristralivc overhead ' 71,000
— 10,000

ing and distribution overhead
[Ans. : (a) Rs. 5,82,400, (b) 9,80,000 (c) Rs. 10,67,000, (d) Rs. 11,38,000,

(e) Rs. 11,44,000 and (f) Rs. 40,000.]
5 From the following information relating to Chetan Machine

Manufacturing Company, you are required to prepare statement of cost
2

and find out percentage of net profit to sales :
1-4-'05  31-3-'06

.

,/,.Stoﬂ\f‘of Raw Materials 30,(%56 25,5?)0
of Works-in-Progress 12.000 16,000

COSF of Stock of Finished Goods 60:000 55,000
During the year, particulars about expenses and sales were as under:
___Pusehase of Raw Materi : RS’
e e e e
__Eaetofy overheads ————=—rrmemreeee --~~-———-—-92130’ 00
_-Administration overheads —— = remmrmme ~---'-*—--+-I~-v~——--‘7,2’090
.geliling and distribution overheads -~ e :28’800
ales e ----"""Tj,OO,OOO

Work-in- o 1
(Ans. : I::rgftmsi)fls 0 be valued on the basis of Prime COS"
Rs. 6,81,000, W0r~ks Costr;“"materlal used Rs. 4,55.000. Prime Co
Cost of Sales Rs. 8 28.00 “ 7,73’00(:)! Cost of Production Rs. 8 03,000
28,000, Net Profit Rs. 72,000, Percentage of Nét profil

sl

on Sales 8%.|

3. The fol 1
ollowing are the cost details of ABC limited. You art
imited. p
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glq?n‘cd to prepare a Cost Sheet showing the Prime Cost. Factory Cost,
ost of Production, Cost of Sales and Profit.

Particulars Rs.
Sules 7,80,000
Materials :

Raw Materials 4,00,000

Stationery 4,000 -

Packing Materials 2,500
Direct -Wages 50,000
Salaries :

Factory Staff - 50,000

Administrative staff 40,000

Sales staff .20,000
Rent :
Factory 2,700
Office 1,400
Advertising 4,700
Telephone Expenses - 3,000
Travelling Expenses :

Office staff 3,000

Selling staff 4,500
General Expenses :

Office 16,500

Selling 8,500
Depreciation

Plant & Machinery 90,000

Office Equipment 30,000

10,000

Sales Department vehicles
[Guj. Uni., F.Y.B.C.A., May 2000]

Prime cost Rs. 4,50,000, Factory Cost R Rs. 5.92.700, Cost

[Ans. :
Rs. 6,90, 600 Cost of sales Rs. 7.40, 800 “Net Profit

of Production
Rs._ 39,200;—Overheads : Factory Overheads Rs. l__f}’)_:?OO Office

Overheads Rs. 97,900 ‘and Selling & Distribution Overheads Rs. 50,200.]
4. From m the 1"01]0»\!171U details of K.B. Manu. Co. L{d prepare a
Cost Sheet showing stepwise costs and determine the profit :

Particulars Rs.
Raw Materials :
Opening stock 20,000
Purchases 1,24,000
Closing stock . 24,000
Expenses for purchase of raw materials - 2.000

Direct wages (paid) ) 36,000
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L - B

— e e _ 4.000
Direct wages (outstanding — 10 be paid) 24.000
Factory supervisor's salary 10.000
Other expenses for factory 4.000
Rent (Factory 2/5 and Office 3/5) k Rs. 1.000)  3.000
Purchase of office stationery (Balance stock Rs. 1, 10.000
Salesmen commission
Depreciation : 6.000

Machinery 2.000
Typewriter 8.000
Office Air-conditioner L 2000
Sales of wastage at the stage of prime cost 2 42.000

Sales

[Ans. : Cost of Raw materials consumed Rs. 1.20.000, Prime Cost

‘ g,
Rs. 1.60.000. Works Cost Rs. 2,01.600, Cost of Production Rs. 2

Total Cost or Cost of Sales Rs. 2.26.000. Profit Rs. 16.000.]

3

Particulars
Opening stock :

Raw materials 10,000
Finished Goods 20.000
Work-in-Progress S.000
Closing stock :
Raw Materials 12,000
Finished Goods 23,000
Work-in-progress 9.000
Sales
Wages
Direct - 1,50,000
Indirect 30.000
Purchasc‘uf' direct materials
Purchase of indirect materials
Depreciation :
Delivery Van 5.000
Office furniture 4.000
Machinery T 6.000

Factory electricity expenditure
Carriage inward

Carriage outward

Misc. office expenses

Provision for bad debts reserve

Prepare a Cost Sheet from the following information :

.16.000.

Rs.

38,000

44,000
6.00,000

1,80,000
2,00,000
15,000

15.000
30,000
2,000
1,000
18,000
3 000
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Bad debts 4,000
Postage ' 6,000
Income-tax 18,000
Packing expenses 12,000
General Manager's  Salary 30,000

Work-in-Progress is. valued at Prime Cost.

[Ans. : Prime Cost Rs. 3,49,000, Works cost Rs. 4,30,000, cost
of production Rs. 4,88,000, Cost of production of goods sold Rs. 4,85,000,
Total cost Rs. 5,07,000, Profit'Rs. 93,000. Income-tax and provision for
bad debts will not be shown in cost sheet.]

6. Janta Radio Company is manufacturing radios and the following
details are furnished in respect of the factory operation in the year ending
31st March, 2006.

Particulars 1-4-2005  31-3-2006
Rs, Rs.

Work-in-Progress :
Material 12,000 16,000
Labour ' 10,000 13.000
Factory expenses 6,000 7,000
28,000 36,000
Stock of Raw materials 80,000 50,000
Addition Information : Rs.
Purchase of Raw Materials 4.,00,000
Direct wages ' 3,80,000
Works overheads ' . 85,000
Office overheads 53,000
Selling and Distribution overhead 60,000

During the year 2005-'06 the number of radios manufactured being
5,000 units. There was no opening or closing stock of finished goods.
Prepare a statement of cost and find out cost per radio manufactured.
[Ans. : Cosl of material consumed Rs. 4,26,000, Prime Cost Rs. 8,03,000,
Works cost Rs. §.87.000, Cost of production Rs. 9,40,000, Total cost

Rs. 10,00,000, Cost per radio Rs. 200.]
7. Prepare a cost-sheet from the following information and ascertain

the profit :
Particulars Rs.
Raw materials :
Opening stock 7.500
Purchases '
Closing stock 53,000
8,300

Wages :
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Direct 60,000
Indirect 4,000
Purchase of factory stores 1,000
Expenses for purchase ol raw materials 1,000
Rent and rates (Factory 3/5, Office 2/5) - 20,000
24,000

Manager's salary

Salesmen's commission 5,000
Telephone and postage 1,200
Show-room expenses 4,500

Depreciation
Delivery Van 1,000
Office equipments 1,600
Goods distributed as samples 2,000
20,000

Transferred to General Rescrve

During the year 1.000 units were produced, out of which 900 units
were sold at Rs. 2,52,000. There was no stock of finished goods in the
beginning of the year. The finished goods are valued on the basis of cost
of production.

The Manager's salary is to be allocated to the factory, the office
and the sales in the ratio of 3:2:1 respectively.

[Ans. : Cost of materials consumed Rs. 87,200; Prime cost
Rs. 1,47,200, Works overheads Rs. 29.000; Works Cost Rs. 1,76,200,
Office overheads Rs, 18.800; Cost of production of 1,000 units
Rs. 1,95,000, Value of closing stock of 100 units 19,500, Cost of
production of ooods sold Rs. 1,75,500, Seclling and distribution overheads
Rs. 16,500; Cost of Sales or Total Cost Rs. 1,92,000, Net Profit
Rs. 60,000. Transfer to General Reserve will not appear in cost sheet,
because it is distribution of profit. The Goods distributed as free samples
is included in selling overheads. |

8. The XYZ limited is manufacturing a single Standard Plastic
product. The cost details for a particular year as under :

Particulars Rs.
Raw Materials :
Opening stock 50,800
Closing stock ' : , 61,000
Work in progress :
Opening stock 15,600
Closing stock 17,200
Finished Goods :
Opening stock 35,800
Closing stock 21,200
43,400

Purchases
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Carriage inward o
Direct labour i
Indirect labour 22,240
Factory expenses 200
Power and water A
Store room and other expenses 12388
Administrative expenses 1‘200
Salaries to sales executives H.(JOO
Advertising -and sales promotion 5:000
Sales and distribution overheads 3,000
Sales 1,70,000
Calculate the following :

(I) Raw materials consumed

(2) Prime cost

(3) Factory cost

(4) Cost of production

(5) Cost of sales

(6) Profit. | [Guj. Uni., F.Y.B.C.A., October, 2000]

[Ans. : Raw Materials consumed Rs. 33,900, Prime Cost Rs. 68,200,
Factory Overheads Rs. 25,300; Factory Cost Rs. 93,500, Cost of production
Rs. 94,700; Cost of production of goods sold Rs. 1,09,300, Selling and
distribution overheads Rs. 23,000; Cost of Sales or Total Cost Rs. 1,32,300,
Profit Rs. 37,700. Work-in-progress stock i1s valued on the basis of prime

cost. |

9. The following figures have been extracted from the books of a

manufacturing company for the year ended 31st March, 2001 :

Particulars
Opening stock :

Raw Material

Work-in-progress

Finished goods
Purchase of raw maleri‘ul
Wages :

Direct

Indirect
Carriage inward
Carriage outward
Repairs (Factory)
Depreciation :

Plant .

Office furniturc

Salaries :

Rs.

70,000
20,000
27,000

2,00,000

1,.25,000

16,000
14,000

28,000
15,000

16.000
10,000
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Office .-t.*:;:
Salesmen | 1 :_:.:.; .

Travelling expenses of salesman f:Jr
Warehouse €Xpenses “-flgf‘r
Other Factory expenses —I:P:_r
Other Office expenses s};-.:;.j.—‘
Other Selling expenses 10,000
Sale of finished gqods 6.00.000
Closing Stock : .
Raw Material :—-.GJ:I
Work-in-progress 30.000
60.000

Finished goods :

Rent, Rates, Taxes and Insurance amount to Rs. 20.000 which are
allocated to factory Rs. 10,000, to office Rs. 6,000 and O selling
department Rs. 4,000.

From the above mentioned information prepare 2 statement of cost
showing (1) Cost of material consumed. (2) Prime Cost (3) Works Cost
(4) Cost of production (5) Cost of sales and (6) Net Profit (or Loss).

| [Guj. Uni., E.Y.B.C.A., April 2001]

{Ans. : Cost of materials consumed Rs. 2.00,000. Prime Cost
Rs. 3,15,000, Factory overheads Rs. 82,000, Works cost Rs. 3.97.000.
Office overheads Rs. 55.000; Cost of Production Rs. 4.52,000; Cost of
production of goods sold Rs. 4,19,000, Selling and distribution overheads
Rs. 75,000; Cost of Sales or Total Cost Rs. 4.94.000, Profit Rs. 1,06.000.]

‘./10. The following figures have been extracted from the books of
a manufacturing company for the year ended 31st March, 2003 :

Particulars Rs.
Direct Materials 12.00.000
Direct Labour 2,50.000
Depreciation :
Factory building 7.500
Office building 4,000
Staff cars 6,000
Insurance :
Staff cars 750
Office building 600
Factory building 750
Salaries (Including sales manager's salary Rs. 12,500
and f?ctory chief engineer's salary Rs. 12,500)‘ 1,50.000
Electricity (Including Rs. 2,000 for administrative office) 20,000
Branch office expenses ' 20:.00O

Delivery van maintenance expenses 5,000
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Finished goods warehouse expenses 10,000
Advertisements 10,000
Sundry factory expenses 1,70,000
Sales promotion expenses 7,500
Office administration expenses 25,000
Sales : 21,00,000

From the above information, prepare a COSt sheet.
[Guj. Uni., F Y.B.C.A., April 2003]

[Ans. : Prime Cost Rs. 14,50,000, Works cost Rs. 16,58,750, Cost
of Production Rs. 18,42,100, Cost of Sales Rs. 18,87,100, Net Profit

Rs. 2,12,900.
Notes : Factory overheads Rs. 2,08,750, Office overheads Rs. 1.83,350,

Selling and Distribution overheads Rs. 45,000.]
11. The following cost detail of Jay Machine Manufacturing Co.

Ltd. you are required to prepare cost sheet.

Particulars _ S.
2.,50,00

Sales

Opening stock of raw materials ‘TOUU/

Closing stock of raw materials 5,000
70,000

Purchase of raw materials
Oil, grease, cotton waste etc. 600

Research expenses 10,000
Catalogue expcnses 1,000
Legal expenses 600
Bank charges 1,200
Maintenance expenses of Delivery van . 2,500
Subscription of’,chhnical_p_c_Li_ggljgiﬂ_S_cﬂ 600
‘Expenses for specimen (53@05) 2,500
‘Direct wages - - 90,000
Indirect wages - 4,000
Salary of storekeeper 6.000
Miscellaneous expenses :
+ Factory 32,000
office 20,000
Salf:s-dlstrlbutlon 10.000

(Guj. Uni., F.Y.B.CA. Apri
C.A., April 20
[Ams. prime Cost Rs. 1,63,000, Works Cost Rs. 2,16,200 szi{
of production Rs. 2_,_§§_,Q_Q_O, Cost of Sales or Total Cost Rs. 25'4 006
Net" Loss Rs. 4,000 b sty 24,000,
., Noles;([)Fncloryovcr eads Rs. 53,200. (2) Office overh
. (3) Selling and Distribution Overheads Rs. 16,000.) eads Rs. 21,800.
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12. The following figures have been extracted from the —
Shriji Manufacturing Company for the year ended on 31_3;0}(’)‘;‘71& of

Particulars
R;

Direct Raw Materials <06 a
Direct Wages 2‘50'?00
Other Direct Expenses 1’50«300
Depreciation : R0

On Machinery 15,000

On Factory building 10,000

On Office building 5,000

On Sales office 2,500

On Staff cars 5,000 37,500
Insurance Premium :

On Machinery 2,500

On Factory building 2,000

On Office building 1,500

On Sales office 1,000

On Staff cars 500 7,500
Power and fuel 10.000
Selling expenses 3,000
Distribution expenscs 2,000
General electricity 2,500
Packing expenses 5,000
Sundry expenses :

Office 20,000

Factory 10.000

Selling 2500 32,500
Sales 12.50,000
From the above information, prepare cost sheet for the year ended

on 31-3-2005.

 April, 2000]
S. 9.49'500'
10,00.000:

[(Guj. Uni., F.Y.B.C.A.
(Ans. : Prime cost Rs. 9,00,000, Factory or Works Cost R
Cost of Production Rs. 9,84,000, Cost of Sales or Total Sales Rs.

Net profit Rs. 2.,50,000.
Notes : (1) Factory overheads Rs. 49,500. (2) Office Overheads

Rs. 34,500. (3) Selling and Distribution Overheads Rs. 16,000
13. Prepare the cost sheet for the month of July, 2006 an

out the cost of sales :
Particulars Rs:
Stock of raw materials (1-7-'00) 3833
28,

Raw materials purchased ‘
4.500

Stock of raw materials (31-7-'00)

P
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Manufacturing wages 7,000
Depreciation on plant 1.500

Loss on Sale of a part of plant 300
Factory rent and rates

3.000
Office rent 500
General expenses 400
Discount on sales 300
Advertisement expenses 600
Income tax paid 2,000

The number of units produced during July, 2006 was 3.000.

The stock of finished goods was 200 and 400 units on 1-7-'06 and
31-7-'06 respectively. The total cost of units on hand on 1-7-'06 was
Rs. 2.800. :

[Ans. : Cost of raw materials consumed Rs. 26.500, Prime cost
Rs. 33.500. Works cost Rs. 38.000. Cost of production Rs. 38,900. Value

. ) . 400 _
of closing stock Rs. 5.187 (38.900 x 3000 /- Cost of production of goods

sold Rs. 30.513. Cost of sales Rs. 37.413. Loss on sale of a part of plant
and Income tax paid will not be shown in cost sheet.]

14. International Co. Ltd. has to submit quotations for 1.00,000
sheet chairs. The costs are estimated as follows :

Direct materials — 1.00.000 kgs. at Rs. 10 per kg.
Direct wages — 1.00.000 labour hours at Rs. 4 per hour
Factory overheads :
Variable at Rs. 2-40 per labour hour
Fixed — Rs. 60.000
Selling and distribution overheads :
Variable at Rs. 1-60 per chair
Fixed Rs. 1.40.000
Prepare a detailed Cost Sheet by considering 20% profit on Sales.
[Ans. : Prime cost Rs. 14,00,000; Works cost Rs. 17,00,000: Cosi
of Sales Rs. 20,00,000; Net Profit Rs. 5,00,000; Sales Total Rs. 25.00,000:
per unit Rs. 25.]
15. Prepare a cost sheet showing (A) Prime cost (B) Works cos!
(C) Total cost and (D) Sales price per ton of a paper mill. ; v f
Direct Materials :
Paper-pulp-500 tons @ Rs. 50 per ton
Other Materials—100 tons @ Rs. 30 per ton
Direct Labour :
80 skilled workers @ Rs. 3 per day for 23 days
40 unskilled workers @ Rs. 2 per day for 25 days.
Direct Expenses :
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Special Equipment @ Rs. 3,000
Special Dyes @ Rs. 1,000

Work Overhead :
Variable @ 100% on Direct wages.
Fixed @ 60% on Direct wages.
Administrative overhead @ 10%

Selling and distribution overhcad @
400 tons of special paper was manufactured and Rs. 800 was realised
( waste material during the course of manufacture. The scrap
utilisation 1n manufacture is nil. Profit

. on Works Cost.
15% on Works Cost.

by the sale o
value of the special equipment after
is pained @ 10 per cent of cost price.

[Ans. : (A) Prime cosl Rs. 39,200 (B) Works Cost Rs. 52,000 (C) Total
Cost Rs. 65,000 (D) Sales price Rs. 71.500 (per ton Rs. 178.75).]

[6. Prepare Cost Sheet from the following information :
Semi-finished goods :
Opening Stock  Rs. 15,000 (to be valued at Prime Cost)
Purchases Rs. 75,000  Opening Stock Rs. 20,000
Closing Stock Rs. 8,000 Closing Stock Rs. 12,000
Expenses for

Purchases Rs. 10,000

100 days' wages to 40 labourers, Rs. 10 per day.

Raw Materials

Direct wages .
Fractory overheads : 20% on prime cost

Office overhcads : Rs. 16 per unit produced.

. Fixed Rs. 5,000; Variable Rs. 5 per unit sold.

Selling overheads
- 200 units (to be valued at cost

Closing stock of finished goods
of production)

Gales ¢ 1,800 units, Rs. 120 per unit.

(Ans. : Material consumed Rs. 92,000, Prime Cost Rs. 1,40,000.
Works cost Rs. 1,68,000, Cost of Production Rs. 2,00,000 (Office overhead
R 32.000 (2,000 % 16), Cost of production of goods sold Rs. 1,80,000,
Closing stock Rs. 20,000 (200 units @ Rs. 100), Cost of Sales Rs. 1,94,000
(Selling overhead Rs. 14,000), Net Profit Rs. 22.000. Production : 2,000
units (Sales 1,800 + closing stock 200).]

[7. Jyoti Watch Co. manufactures wall clocks. The following details

.o furnished in respect of the factory operation in the year ending 31t
March, 20006 :
RS-

Srock of finished goods on 1-4-'05 (2,000 clocks) 4,00,000
».34,000

Stock of finished goods on 31-3-'06 (1,000 clocks) 0
Stock of Raw material on [=4-05 60'00
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Stock ol Raw material on 31-3-'06 _;0 000
Purchase of Raw material 6,00:000
Sale of Raw material waste 12,000
Direct wages 4.,00,000
Factory overhead expenses 1.,00.000
Admustrative overhend expenses 80,000
Sale of factory waste 8,000
Selling expenses per clock Rs. 10
Sales per clock Rs. 250
1-4-'05  31-3-'00

Work-in-progress Rs. Rs.
Material 20,000 28,000
L.abour 15,000 15,000
Factory expenses 5,000 7,000

During the year 2005-'06, 5,000 clocks were manufactured.

Prepare a statement of cost and find out profit per clock.

[Ans. : Cost Raw material used Rs. 6.00.000 (per unit Rs. 120).
Prime Cost Rs. 10,00,000 (per unit Rs. 200), Works cost Rs. 10,90,000.
(per unit Rs. 218), Cost of Production Rs. 11,70,000 (per unit Rs. 234
for 5.000 units), Cost of Sales Rs. 13.96,000 and Sales Rs. 15,00,000,
Profit Rs. 1,04,000 (per unit Rs. 17.33).]

18. M/s. Raj Enterprise Manufactures two types of pipes 'A'" and
'B'. Production cost for the year ended 31st March, 2006 were :

Rs.
Raw materials consumed 6,30,000
Direct wages 2,94,000
Direct expenses 1,11,000
Factory indirect expenses 1.56,000

Additional information is as under :

(1) Direct material per unit for type 'A" pipe consists four times
as much as that in type 'B' pipe.

(2)  Direct wages per unit for type ‘B' were 60% of those for type 'A".

(3)  Direct expenses per unit for type 'B" is Rs. 3 and remaining
expenses for the type 'A'

(4)  Factory overhead per unit was same for 'A' and 'B'.

(5)  Office overhead for each type was 20% of prime cost.

(0)  Selling cost for ‘A" and 'B' Rs. 9 and Rs. 6 respeciinely,
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(7)  Production and Sales during the year :

‘A" Type — 7,500 pipes of which 7,000 were sold.

'‘B' Type — 12.000 pipes of which 11,800 were sold.
(8)  Selling price per pipe for 'A" Rs. 150 and for 'B' Rs. 65.
Prepare a cost-sheet showing cost per pipe and total cost.

[Ans. : Total cost per unit : 'A" Rs. 125 and 'B' Rs. 50. Profit
per unit : 'A' Rs. 25 and 'B' Rs. 15. Direct Materials and Wages will
be apportioned between 'A’ and 'B' types of items in the ratio of 5:2 and
75:72 respectively. Direct expenses per unit : 'A' Rs. 10 and 'B" Rs. 3.
Factory cost per unit Rs. 8. Office overhead per unit : 'A" Rs. 18 and
'B' Rs. 6. Total Profit : 'A' Rs. 1,75,000 and 'B' Rs. 1,77,000.]

19. Priya Iyer Manufacturing Co. Ltd. manufactures a standard
product. The following informations have been extracted from the books
of the company. You are require to prepare a statement of cost and to

ascertain the profit, cost per unit and profit per unit for the year ending
31-12-2005.

Rs.
Purchase of Raw Materials 48,000
Direct Wages 40,000
Stock on 1-1-2005 :
Raw Materials 8,000
Finished goods (1,600 quintals) 6,400
Stock on 31-12-2005 :
Raw materials 8,800
Finished goods (3,200 quintals) ?
¢  Works oncost 16,800
Work-in-process (at works cost level) :
Ist January, 2005 1,920
31st December, 2005 6,400
Office and Administrative overheads 3,200
Sales — Finished product | 1,20,000
' Advertising, discount allowed and selling expenses is 40 paisa per
quintal.

During the year 25,600 quintals of. product were produced.

. [Ams. : Raw materials consumed Rs. 47,200, Prime cost Rs. 87,200,
Factory. Cost Rs. 99,520, Cost of production Rs. 1,02,720, Cost of
production of goods sold Rs. 96,280 and per unit Rs. 4.01, Closing stock
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.| INTRODUCTION: . gy *
There are many industries in which output is uniform and it is capable of
ieing expressed in simple quantitative units. In some cases only a single product
s turned out or different sizes or grades of the same product are manufactured.
The selection of cost unit presents. no difficulty in such industries and the
complicated method of cost ascertainment is not necessary. The method used in
such cases is the ‘Unit Costing’, In which the cost of a single unit is ascertained.
Thus the object of this method is 10 ascertain the cost per unit of output to
h element which makes up such cost. This method is
~ particularly suited to breweries, dairies, bricks-making, coal qparries industry,
- paper mills, sugar mills etc. In all these industries there is a natural cost unit, i.e.,
barrel of beer, a litre of milk. 1000 bricks, a tonne of coal, a tonne of cement, one
kilogram of paper, 2 quintal of sugar and so on. Voliagd
In those industries where only one product is manufactured, the whole of the
- expenditure is usually incurred for one type of product and the maintenance of
 Cost records does not present much difficulty. However, when there different
sizes or order of the same type of products are manufactured, the expenditure .

must be analysed in greater detail to enable the appropriate charge to be made to

each size or grade-

determine the amount of €ac
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2. | ELEMENTS OF COST:
- . . d
Expenses which are include !
called Elements of Cost. There are three such elements:
(1) Direct Material
(2) Direct Labour

(3) Overheads. , , :
: : tile mill, yarn is used as rq ;
Let us take can illustration. In a tex w Materig)g 5

cost in included in the direct material cost. The w:ages Pa.ld to those Workerg Wh
are employed to weave the cloth on power looms is the direct .lE.lbOUl' Cost or Wage
cost. These two are very important elements of cost. In addition tq these, there
are other expenses incurred for running the factory and f)ff:lce. Then sellp
expenses are included e.g. in a factory, rent C'Jf factory building, depl‘eCiatign‘
insurance premium, etc. are paid. In administration overl.1eads, office salary t, the
staff, stationery expenses, rent of the office etc. are paid. In sales office, g
~and commission to salesmen, advertisement, godown €Xpenses, de
expenses are incurred. All these are called indirect expenses or overheads.

According to the definition given by the Institute of Cost and Management
Accountants, “Elements of cost means primary classification of costs according
to the factors upon which expenditure is incurred viz. materials cost, wages
(labour cost) and expenses.

Material cost means the cost of commodities supplied to an undertaking
wages (labour cost) is the cost of remuneration (wages, salaries, commission, _‘
bonuses etc.) of the employees of an undertaking. Expenses means the cost of

services provided to an undertaking and the national cost of the use of owned
assets.”

3. | CLASSIFICATION OF EXPENSES:

in the total cost of the product ma”“faCtUred
al'e.

liVery

In financial accounts, for Preparation of Profit & Loss Account and Balance
ed in two parts, namely Capital Expenditure and
St Accounts, tc find out the total cost of goods
and to show how such cost is made up, expendi“fre
thods and in greater detail compared to ﬁﬂa“‘”alg

Sheet, expenditure are classifi
Revenue Expenditure. In Co
produced or services rendered

are analysed by different me
© accounts,

(1) Direct Expenses an
(2) Indirect Expenses.




o cepts and Cost Sheet
_'= 0 . - .
{ ~7ll those items of expenditure, which can directly, specifically, and

| Onveﬂie"ﬂy be identified wholly with a particular job, process or unit of
- modity are known as direct charges or expenditure
¥ ]

| g timber used in making wooden furniture, wages paid to carpenter who
akes wooden furniture are the examples of direct cost.

girect Expenses (Overhead):
«[ndirect expenses consist of cost of indjrect material, indirect labour and
. chother expenses, including services, as cannot be conveniently charged direct

o specific cost units. Alternatively, overhead are all expenses other than direct
exp‘gnsf:s.” -Wheldon

' 4) DIRECT EXPENSES:

~ Direct expenses are those which can be conveniently charged direct to
| speciﬁc cost units. Direct expenses may be sub-divided as (1) Direct material (2)
pirect labour, and (3) Other direct expenses. -

(1) Direct Material: It is the material of which article is made and which can
be charged directly to specific cost unit. |

“Direct material is all material that becomes a part of the product, the cost of
which are directly charged as part of prime cost. In other words, it is material
which can be measured and charged directly to the cost of product.” -Wheldon

The timber used in making wooden furniture, the leather used in making
' shoes, cotton yarn used in manufacturing cotton cloth are examples of direct
materials. But sometimes, materials of small value are treated as indirect material
because it would be inconvenient and also expensive to analyse the cost of such
materials and allocate it to each unit of product. E.g. Thread requires to
manufacture shoes. It will be ridiculous to find out cost per unit of thread required
for preparing shoes. -

According to Wheldon, the following groups of materials fall within the
definition of direct material: .
(1) All materials specially purchased for a particular job, order or process.
() All materials acquired and subsequently requisitioned from stores for
Particular production orders.

Components purchased or produced, and requisitioned from finished parts
Stores. |
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- 0)

4) Materials passing from one operation or process to another.
©) l:'rima!'y packing materials. (e. g. cartoons, wrappings etc.)
Oreover, certain expenses are also included in direct materials say, import
"W, dock charges etc. which are added in original invoice. |




B. S. Shah Prakashap

462 =+ It is that labour which is used for the manufactm

~ (2) Direct Labou :
spccgﬁ)c articles, process, job or contract, which warks oit the profuct propery

and which may be measured and charged on particular umt “Direct Labour is 4
“,]abour expended in altering the construction, composition, conformation q

condition of the product.” - Wheldon- - '
Wages paid to carpenter preparing furniture, wages paid to shoe-maker

making shoes or wages paid to weaver weaving the cloth are the examples of

direct labour. | .
(3) Direct Expenses: “It includes any expenditure other than dlrectj materia]

or direct labour incurred on a specific cost unit.”

It includes _ |
(1) Hire of special tools or equipments for a particular order or product,
(2) Cost of special design or moulds, |

(3) Experimental cost of any particular order etc. .
In construction of building, roads etc. cost of special plant and tools, cost of

preparing plan or design or maps are other direct expenses which can be charged

directly to the cost of the building roads etc.

(B) INDIRECT EXPENSES OR OVERHEAD: i
“Overhead is the term generally applied to those charges which cannot be

traced directly to a particular unit of output.” -Blocker & Weltmor

Indirect expenses or overheads are those expenses which cannot be charged
directly to a cost unit, e.g. factory rent is an indirect expenditure as it is not
incurred for a particular product or job but it relates to all products manufactured
or jobs executed in a factory. | ey

Indirect expenses or overheads may be classified into three parts, viz.
(1) Factory or Works Overhead
(2) Office or Administrative Overheads
(3) Selling and Distribution Overheads

(1) Factory or Works Overheads: It includes all indirect expenses incurred
within four walls of the factory and which are connected with the manufacture of
a product. It includes all indirect expenses incurred from the receipt of the order
until its completion i.e. when it is ready for despatch from factory.

The following expenses are usually considered as works overhead charges:

(a) Indirect Material: It consists of material which does not form part of the
pr Od}JCt but it is used for the purpose ancillary to production. (i) It is the material
required for operating and maintaining plant and equipments known as
consumable stores such as cotton waste, oil and grease, belts etc. (ii) It consists
of stores used by service departments like power house, canteen etc. (iii) Material

which due to their cost bein :
LA g small, not considered as direc ial, e.g. thread
used in stitching shoes. t material, e.g
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| Wre“ Labour: Wages and salaries paid to various persons W .
girectly engaged in production e.g. Salary of works manager, superv

foremen, stofe-keepef, sweeper and gate-keeper of the factory, and salaries

wages to various persons engaged in service departments.

| (c) Other Expenses: It includes power or fuel such as coal, gas, electricity;
water €tc. mai.ntenance, repairs, renewals and depreciation of plant and

- machinery, various factory expenses such as factory rent, rates, insurance,

lighting, heating etc. -

@ Office or Administration Overheads: These are expenses incurred

- utside the factory in the administration and management of the undertaking. It

includes office rent, rates, insurance, lighting, heating, salaries to clerical and

' administrative staff, printing and stationery, postage and telegram, legal charges,

audit fees, depreciation of office building and furniture etc. |

(3) Selling and Distribution Overheads: Selling overheads are those
incurred for soliciting and securing orders and on efforts to find and retain
. customers. It includes, various expenses for creating, maintaining and increasing
demand for the goods produced, e.g. Sales office salaries, rent, rates, insurance
lighting etc. Salaries of salesmen, travelling and conveyance charges’
advertisement expenses, show-room expenses, commission on sales, discoun;
 allowed, bad debts, after-sale service expenses etc.

Distribution overheads comprise of all expenditure from the time the product
is completed until it reaches its destination. It includes all warehouse eXpenses
| suclT as warehouse rent, rates, insurance, taxes, lighting etc., packing charges,
carriage outward, upkeep and maintenance of delivery van etc. -

4.[ COST SHEET: - AR |
The information derived from financial books is set out; usually, in the form
of a statement known as ‘Statement of Cost’ or ‘Cost Sheet’. The financial
account should be modelled in such a way as to furnish all necessary information
for finding out the cost of production. The expenditure shown in financial books
| dre logically classified, in considerable detai 1, each element of cost being divided
| by the output, to show cost per unit. The periodical cost-sheet can be prepared in
Which each element of expenditure is divided by the number of units produced
| flUring that period so as to disclose the cost per unit. If the information is set out
M form of an account, recording the cost incurred, it would be known as

': ‘P“’duCtion Account’ or ‘Manufacturing Account.”

|
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46Cost-She&-:-t may be prepared weekly, monthly, or at some other convenio =

_ Convenieng
intervals. It is desirable that besides the total expenc.iiture Incurred, cost Per uniy
of output in case of each element of c?st be ascertained and that the percentaga

contribution of each item of expenditure to the total cost of production be

! indicated. Moreover, the cost-sheet should provide figures of the previous period
for comparison purposes.

5. | ADVANTAGES OF COST SHEET:
As we have seen, due to cost sheet we are able to stud

to cost of production. The advantages of preparing cos

follows:

(1) Detailed information about the total cost of a

specific time period can be obtained.

(2) The figures of cost of production of the current

those of the previous period, which will clearly

various elements of cost. This helps manageme
various products.

(3) The cost sheet becomes hel
contracts.

Y various details relating
t sheet may be Stated a5

particular product during 5

year can be compared with
show the trend of cost and
nt in controlling the cost of

pful in submitting tender of some important

most profitable product-mix, as it gives i
cost and cost per unit.

costing items.

6. | COMPONENTS OF TOTAL COST:;
(1) Prime Cost:
other direct expenses.

This consists of cost of direct materials, direct wages and

It is also known as Basic Cost or Flat Cost.
(2) Factory Cost: When factory overheads are adde
i get the factory cost of works cost.
%1 (3) Cost of Production:

d to the prime cost, we

It is made up of Factory Cost and Office Overheads.
wn as Office Cost.
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| chals + Direct Wages + Direct Expenses

0 priC Cost + Factory Overheads
()

(3) FaCtOl'

“)

f' ) Cost of Sales + Prqﬁt_(or -Loss)

y Cost + Administrative Overheads

Prime Cost

F actbry Cost or
Works Cost

= Office Cost or

I

Cost of Production

Total Cost

cost of Production + Selling and Distribution Overheads = Cost of Séles or

= Selling Price or

Sale‘s_ B

Chart Showing Elements of Cost

j;_ Opening Stock of Raw Materials

| | ; purchases
|+ purchase expenses
| _Closing stock of Raw Materials

i Opening stock of work-in-progress
~Closing stock of work-in-progress

* Factory Overheads

P ——

| |+ Administrative Overheads

1 e r—

?_- * Opening Stock of Finished Goods
| [=Closing Stock of Finished Goods

.' ?__.— | |
\~Sfl_l._‘“g& Distribution Overheads

~\

* Profit

! ohtor— Los_s

FSG BBA (Seme-1) Financial Accounting -

Raw Materials Consumed

2

+ Direct Wages

Y

-+ Direct Expenses

\’

Prime Cost

\

Factory Cost or

Works Cost
LR -

~ Cost of Production of

Goods Produced

)

Cost of Production of
Goods sold |

"

Cost of Sales

2

Sales

30 [40]

KC/BF

iR -
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7. | PRO-FORMA OF A COST SHEET:

~ A statement showing cost per unit of.output a.nd eacP! element 4,
the cost is known as ‘Cost-Sheet.” The information derived from ¢
books is usually presented in the form of a staleme‘m.

The opening stock, the purchases and the closmg stock of rg

B. S. Shap Prakash
ay

at makes 0
o ﬁn“"‘m:ial

Mater;
not separately shown but they are suitably adjusted tf) show the COst of "::l-‘sriar]e
consumed. The opening and closing stocks ot." work-m-pro.gress are alg suitagls
adjusted depending upon the mode of .valuatzon of work-m..pmgres& Sim“aﬂy
the opening and closing stock of the fi ms!1ed goods are valued o the basjs Qf%z;
of goods produced and it may be shown in a sepa?rate state.mept logethe, With g,
cost of goods produced and after adding the selling and distribution, XPenses,
the cost of goods sold, the cost of sales is ascertained. The difference between,
sales and the cost of sales wil] represent net profit (or loss) of the busines.
The following is the pro-forma of a Cost Sheet:
COST SHEET for the period..........
Particulars _ Total | por
Amount Unit |
, ‘X 3 ?
Materials Consumed: | o
Opening Stock of Raw Materials K v
Add: Purchase of Raw Materials v
Less: Returns of Raw Materials v v
K v
Add: Expenses relating to purchase of raw materials:
Carriage inward v
Octroi and customs v
Railway freight v | v
_ v
Less: Closing Stock of Raw Materials v
Less: Cost of Scrap materials sold - v v
COST OF MATERIALS CONSUMED v
Add: Direct or Productive Wages v
Add: Other Direct of Chargeable Expenges v
' v
Add: Opening Stock of Work-in-Progress v
Less: Closing Stock of Work-in-Progress v
PRIME COST W




Conce ts and Cost Sheet _
st Srks or Factory ()verheads«_—'hﬁhﬁ—“‘q '

o’ : girect materials or Consumable Stores P
§ I ] grease, cotton waste etc.)
1Odlllec t or Unproductive Wages |

(salary or wages paid to gate-keeper, sweepers etc.
alary 10 foremen, supervisors, Works Manager etc.)
power Of Fuel, (Coal, oil, gas, electricity, water etc.)
Repairs and Renewal of Plant and Machinery
De preciation of Plant and Machinery
Factory EXpenses such as factory rent, rates,
ce, lighting, heating etc.

WORKS COST | L i v

4d: Office or Administration Overheads:
Office rent, rates, insurance, heating, lighting etc.
Salaries of clerical and administrative staff

Printing and stationery

Postage and telegram

| Depreciation of office building, furmture etc
(cosT OF PRODUCTION OF GOODS P_RODUCE\D g
Add: Opening Stock of Finished Goods P bt
ILess: Closing Stock of Finished Goods

| COST OF PRODUCTION OF GOODS SOLD
Add: Selling and Distribution Overheads: sk |
| Sales office salaries, rent, rates, insurance, llght etc. A |
Salaries to salesmen, travel. and conveyance charges

Commission on sales

Discount allowed

Advertisement expenses

Warehouse rent, rates, insurance, lighting etc.

Packing charges

Carriage outward

Upkeep and maintenance of delwery van
COST OF SALES (TOTAL €OST)

Sale of Finished Goods

|\~ * NET PROFIT (OR LOSS) *

| Ote- - -
A It IS accnmad ¢hias 1/aud, 2o Denarsce ig Valued on the hﬂgi.ﬁ‘. n‘F tha Dt _

%

NUNKNENANAS

1 su!'aﬂ

VAR N

NS

L BT NLRE

IS N AN NS

4 <4 8
g < %

et |
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The above statement shows that there are two types of expenses Eba
(1) Direct, and |
(2) Indirect.

1 Direct Expenses: As shown by the above statement there are three type of
direct expenses:

(1) Direct material

(2) Direct labour, and

(3) Other direct expenses.

Indirect Expenses or Overheads: The indirect expenses are grouped under

three headings:

(1) Factory Overheads

(2) Office Overheads or Administrative Overheads, and
(3) Selling and Distribution Overheads.

Cost of Materials: The cost of materials shown in the cost statement is the
cost of direct materials used in manufacturing. If the cost of materials consumed
is not given in the example, it is found out with the help of opening and closing
stock as follows: |

Particulars
Opening stock of raw materials

Add: Purchases of raw materials
Add: Expenses on purchase of raw materials (e.g., carriage)

Less: Closing stock of raw materials
* Consumption of raw materials #*

“\\'\‘\\\a

Sales of Scrap: If there is some scrap of raw material which cannot be used
in production, it is shown in one of the two ways in accounts:
(1) It is deducted at its realisable price from the cost of raw materials consumed.
If it has no realisable value, it is not shown anywhere in the cost sheet.
(2) It may also be deducted from prime cost. Particularly when scrap occurs after
a substantial amount is spent on wages, it is deducted from the prime cost.
8. | WORK-IN-PROGRESS: |
In case of those industries where manufacturing is continuous, we find that at
the end of the particular period, there are some units which are not complete and
on which some processing has to be done. Such work is known as unfinished or
1 partly finished goods or work-in-progress or work-in-process.




TS

in- '
of Pl‘Ogress- presents some difficulty, since various
Production. While valuing work-in-progress, the

| will have to be ¢ ; .
| es of production, then only the va] aleulated. If the units are in the initial
5fag ue of raw materials already used and the

L3

| paid for such incomplete work has to be taken into account

[n such c;sc;:szft}}e.V;’Ofk-in-progress is said to be valued on the basis of the
e cf)st. hu 1 h'alr Y good portion of the work is done or it is nearin
ompletion; tfen while \.falumg work-in-progress, the value of materials used ancgl
e am.o:mt Oc(\)’:;gtesl' paid ::long with proper share of factory overheads has to be

aken into ac - I such a case, the work-in-progress is sai

- . g progress 1s said to be valued on
The work-m-prc.)gre.ss in the beginning of the period is to be added while that

o the end of the period is to be deducted from the manufacturing cost. However

it what stage they should be added or deducted on their mode of valuation. ’

9, | ILLUSTRATIONS:

_ﬁjl;stration 13 Suppose in a factory material consumed is ¥ 1,00,000, Direct

 wages paid amount to T 80,000 and Factory, Overheads are ¥ 50,000. The work-
in-progress at the beginning is T 10,000 whereas work-in-progress at the end is

yalued at T 12,000.
. If work-in-progress is
(1) valued on the basis of the prime cost:

(Il) valued on the basis of works cost.
How will you show Work-in-Progress in the Cost Sheet in the above

(0

I »
he valuation of work-
s arc at different stages
oL . .
iy " expenditure incurred

mentioned two cases?

| ISolution:

'E_‘_)_lfwork-in-progress is valued on the basis of prime cost:

b | Particulars | 7
Materials consumed | ,_ 1,00,000
Add: Direct Wages | ' 80,000
: 1,80,000
| Add: Work-in-progress in the beginning . 10,000
i : 1,90,000
Less: Work-in-progress at the end 12,000
| + Prime Cost * 1,78,000
4 Factory overheads | - | 50000
L « Works Cost * 2,28,000




\*5{2) If work-in-progress is valued on the basis of work cost:

B e MO s R =
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, Particulars ?j _
Materials consumed 1,00,000
Add: Direct Wages 80,000
* Prime Cost * 1,80,000
Add: Factory overheads 50,000
2,30,000
Add: Work-in-progress in the beginning 10,000
2,40,000
Less: Work-in-progress at the end 12,000
* Works Cost * 2,28,000

Note: When in the example, no instruction is given as to the manner in which
the stock of work-in progress is valued, any of the above two methods can be
used. However, it is better to assume that the work-in-progress is valued at prime

Fear ending on 3 1st March, 2026:

cost. In this book also we have adopted this base to maintain consistency.
Hlustration 2: The following data are collected from Varsha Limited for the

Particulars <
Opening stock of raw materials 33,000
Closing stock of raw materials 54,000
Purchases of raw materials 1,24,500
Transportation of incoming goods 6,750
Direct labour 1,08,000
Indirect labour 21,000
Direct expenses 24,000
Factory rent 10,500
Office rent 1,800
Salesman’s salary 3,600
{Indirect material 600
‘|Depreciation on machinery 2,400
Depreciation on furniture 300
Office salary ' 3,300
Other expenses (factory) 9,000
Other expenses (office) 1,500
Remuneration to manager (T 7,500 factory, ¥ 10,500 27,000
office, T 9,000 sales department)

Sales expenses 6,300
Transportation of outgoing goods 1,800
Income-tax 18,000
Sales 3,90,000

i From the above data, prepare Cost Sheet and find out (1) Basic cost (2)
actory cost (3) Production cost (4) Sales cost (5) Profit [S.U., S.Y., Mar., 2004]
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(oS
’@m : tio . .
enses of materials. n of incoming goods is treate

f outgoing goods is treated as selling

exP
@ C

X

Add:
Add:

Less.

Add:
Add:

Add:

Add:

Add:

Add:

Particul
ulars [ ¢ Total
— Raw Materials Consumed: CostX
Opening stock of raw materials 33.000
Purchases of raw materials | 22’_ 500
Transportation of incoming goods : '6:750
. ' | 1,64,250
Closing stock of raw materials 54 0(5)0
: Cost of raw materials consumed: 1,10,250
Direct Labour 1.08.000|
Direct Expenses 24.000
Prime Cost 2,42,250
Factory Overheads: -
Indirect labour 21,000
Factory rent 10,500
Indirect Material 600
Depreciation on Machinery 2,400
Other Expenses (factory) 9,000 |
Remuneration to Manager (factory) 7,500 51,000
Factory Cost 2,93,250
Office or Administration Overheads:
Office rent . | 1,830
Depreciation on furniture : gog
Office salary o) 1’500
Other expenses (ofIice ,
Remuneration to Manager (office) 10,500 iz’igg
Production Cost or Office Cost 3,10,
Selling and Distribution Overheads: s
Salesman’s Salary 9’000
Remuneration to Manager (Sales departmentS) 6,3 00
Sales expenses ‘ ’
Transportation of outgotng '%‘OOdlSC " s 3;(1):;22
Cost of Sales (Total Cos
. 58,650
Profit 90.000
« Sales * 3,90,00

.‘""—-.__.__

arriage outward or transportation 0

expenses of finished goods.
) [ncome-tax is purely financial item and will not be shown in Cost accounts.

varsha Limited: Statement of Cost for the > year ended 31/3/2026




l_ Ilustration 3] From the following information, prepare
Prime Cost (B) Works Cost (C) Cost of production (D)

Profit. During March, 2026, there was production of 1,000 units.

B. S. Shah Prakashap
a statement showing (A)
Cost of sales, and (E) Net

Particulars L4 Particulars T
Opening Stock: | Carriage outward 1,500
Raw materials 24,0001 Power-coal 5,000
Finished goods 16,000 Office salaries 13,000
Closing Stock: Office rent, rates & taxes 7,000
Raw materials 20,000{ Postage and telegram 2,000
Finished goods 17,000| Printing and stationery 1,000
Purchases of Raw materials 82,000{ Salesmen’s salary 3,000
Sales | 1,90,000] Advertisement 2,000
Direct wages 32,000| Factory rent, rates and tax 2,000
Factory wages 1,000| Depreciation on Plant and
Carriage inward 2,000 Machinery 3,000
Bad debts 500
Solution:
STATEMENT OF COST
For the month of March, 2026  [Production: 1,000 units]
Particulars L4 Total
Cost?
Raw Materials Consumed:
Opening stock of raw materials 24,000
Add: Purchases of raw materials 82,000
Add: Carriage inwards 2,000
1,08,000
Less: Closing stock of raw materials 20,000
| Cost of raw materials consumed: 88,000
Add: Direct Wages 32,000
(A) PRIME COST 1,20,000
Add: Factory Overheads: -
Factory wages 1,000
Power-coal 5,000
Factory rent, rates and taxes 2,000 |
Depreciation on plant and machinery 3,000/ 11,000
(B) WORKS COST 1,31,000




Cost Concepts and C ost Sheet
—="fice or Administration Overheads:

o d: 0
M Office salaries

Office rent, rates and taxes
postage and telegram

printing and stationery
(C) COST OF PRODUCTION

. Opening stock of finished goods

Closing stock of finished goods
(D)COST OF PRODUCTION OF
GOODS SOLD

~ [Add: Selling and Distribution Overheads:

Carriage outward
Bad debts
Salesmen’s salary
Advertisement -
(E) COST OF SALES OR TOTAL COST

Add: Net Profit
« SALES #

13,000
7,000
2,000
1,000{ 23,000
1,54,000
16,000
1,70,000
17,000
1,53,000
1,500
500
3,000
2,000 7,000
1,60,000
30,000
1,90,000

lllustration 4: From the following info
factory relating to a commodity, prepare
profit per unit:

rmation extracted from the records of a
the cost sheet showing total profit and

Particulars [ 4
Purchase of raw materials 1,15,000
Carriage inwards 4,000
Direct wages 96,000
Machine hours worked 10,000 hours
Machine hour rate T 4 per hour
Opening stock of raw materials 25,000
Opening stock of finished stock (4,000 units) 40,000
Closing stock of raw materials | 20,000
Closing stock of finished stock 5,000 units
Opening work-in-progress % 5,000
| Closing work-in-progress Z 15,000
Office overheads 4% of work cost
Selling and distribution eXpenses % 1 per unit
Sales 3,00,000
| Production during the year 26,000 units,
- [South Guj. Uni., .Y, April, 1994]
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[Solution:| Notes: (1) As the basis of valuation of work-in progress is not give;

it has been assumed to be on Prime Cost basis.
(2) The number of units sold has not been given in the example, which wilj
be found out as follows:
Units sold = Opening stock of finished goods + units produced — closing stock
of finished goods
= 4,000 units + 26,000 units — 5,000 units

= 25,000 units
(3) Thz selling and distribution overheads will be calculated on the basis of units
sold.
COST SHEET (Production: 26,000 units)
Particulars L ¢ Total
Cost ¥
Raw Materials Consumed:
Opening stock of raw materials 25,000
Add: Purchases of raw materials 1,15,000
Add: Carriage inwards 4,000
| 1,44,000
Less: Closing stock of raw materials 20,000
Cost of raw materials consumed: 1,24,000
Add: Direct Wages : 96,000
2,20,000
Add: Opening stock of Work in Progress 5,000
' | 2,25,000
Less: Closing stock of Work in Progress 15,000
‘ Prime Cost 2,10,000
Add: Factory Overheads:
(Machine hours worked: 10,000 hours x rate ¥ 4) 40,000
Works Cost 2,50,000
Add: Office or Administration Overheads:
(4% of work cost = 2,50,000 x 4%) 10,000
Cost of Production 2,60,000
Add: Opening stock of finished goods 40,000
3,00,000
55 Closing stock of finished goods (2,60,000 x Z22%) 50,000
Cost of Production of Goods Sold 2,50,000
Add: Selling and Distribution Overheads:
(Sales Units 25,000 x per unit T 1) 25,000
Cost of Sales or Total Cost 2,75,000
i |{Add: Profit ' 25,000
* SALES 3,00,000




ost Concepts and Cost Sheet

C

Rs.25,000
25,000 Units

. Total Profit
nit =
., profit per u Units Sols

Sl units sold are 25,000 and total profit is ¥ 25,000
=3

Note: Remember that in cost accounts the closing stock 1s valued at cost O

coduction.
[Nustration S
From the
ending 31/3/2026 and

(1) The percentage of works overheads to direét wages.

(2) The percentage of office overheads to works cost.
(3) The percentage of profit on sales. |

following information, prepare a statement of cost for the year

o Particulars " 1/4/2025 | 31/3/2026
R <
Stock of Raw Materials 7 T 80,000 90,000
stock of work-in-progress (at factory cost) . | 30,000 40,000 |
Stock of Finished Goods | 1,60,000 | 1,12,000 |
Other Information: | |
Particulars 3
Purchases of Raw Materials | 14,20,000
Direct wages - 6,90,000
Factory Overheads vl ©230,0004
Office Overheads ‘ 1 2,32,000
Selling-distribution Overheads: Se b ek e iis ek
Selling Overheads i 1,60,0001 |
Distribution Overheads 1 40,000{ 2,00,000
Sales o i lideg R 35,00,000
~ [Guj. Uni,, S.Y., April, 2013]
COST SHEET | MR AR Ay
for the year ending on 31/3/2026 Ekioh ey
Particulars ' Lol Total
| e Cost ¥
Raw Materials Consumed:
Opening stock of raw materials - 80,000
Add: Purchases of raw materials 114,20,000
15,00,000|
Less: Closing stock of raw materials . 90,000| M
Cost of Raw Materials Consumed | 14,10,000
Add: Direct Wages . 1 ' 6,90,000
=3 7 Prime Cost 21,00,000
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470 2,30,000
23,30,000
Add: Opening stock of Work in Progress* 23,28:310)%
Less: Closing stock of Work in Progress* - 40,000
Works Cost 23,20,000
Add: Office or Administration Overheads: 2,32.000
Production Cost of Goods Produced 25,52,000
Add: Opening stock of finished goods | 1,60,000
' . 27,12,000
Less: Closing stock of finished goods - 1,12,000
Production Cost of Goods Sold 26,00,000
Add: Selling and Distribution Overheads:

Selling Overheads 1,60,000
Distribution Overheads T P | 40,000{ 2,00,000
Cost of Sales or Total Cost 28,00,000
Add: Profit 7,00,000
* SALES = 35,00,000

* As the opening and closing stock of work-in progress is valued at factory cost
they would be shown in cost sheet at Factory Cost.

(1) Percentage of works overheads to direct wages:
_ Factory Overheads < 100

Direct Wages

Rs.2,30,000 1
= 12230009, 100 =332y
Rs.6,90,000 1 33 ?

(2) Percentage of office overheads to works cost:
_ Office Overheads < 100

Works Cost
100 =10%

_ Rs.2,32,000
Rs.23,20,000

(3) Percentage of Profit on Sale:

_ Profit

= x 100

Sale
_ Rs.7,00,000

Rs.35,00,000 © 100 =20%
10. | TENDER PRICE: |

A manufacturin
supply its goods. In
which it has to i

& company is called upon to quote the prices at which it can
such a case, it has to send the tender form duly filled in, in
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charges Will have to be taken into account. For this purpose, overhead charges are
estimated. on certain predetermined basis. The costing data of last year or period
will provide necessary information for this purpose. If the price of material, wage
rate etc. are likely to change in the coming period during which goods are to be
supplied, then necessary changes should be made in the estimated expenses. Thus

the statel.nent of cost of the last period or year will provide detailed and useful
information for calculating the amount of tender.

Gen.erally, the overheads are included in the tender price on estimated basis.
The estimates are.generally like this (1) The factory overheads are generally
charged at a certain percentage on wages (2) the administration overheads are

generally charged at a certain percentage on factory cost.
Remember: : -

(1) The base qf estimating tender price is the last year’s cost statement.
Generally, the details about the overheads are not given in the example. Hence,

perce_ntage of overheads on the basis of last year’s cost sheet, is calculated and
used in the statement of tender. - r

(2) Generally, factory overheads are chafged at certain percentage on direct

labour and 1s calculated as follows on the basis of figures of last year’s cost sheet.

Factory Overhead i % '
_ ry eads 100 |
Direct Wages _ : R g
The Administrative overheads are charged as a percentage on factory cost

and the percentage is found as under on the basis of last year’s cost sheet.
_ Administrative Overheads % 100 : |

Factory Cost _ . o
(3) If there is likelihood of any change in any of the expenses or overheads
during next year, then first of all, the amount is estimated on the basis of
percentage. Then the increase or decrease is adjusted. .. .
(4) Sometimes, the number of units produced last year is given in the example
and the number of units to be produced for tender purposes is also given. In such

a case, it is not necessary to find out percentage as above,
The cost per unit for each element of cost is calculated and each expense is
calculated on that basis in the tender cost sheet. Even the increase or decrease in

each of the item of cost is calculated on the basis of per unit expense.
(5) The profit to be included in the tender price is calculated as follows:

If the rate of profit to be included is the same as that earned last year, then the

Percentage of profit on sale is calculated on the basis of figures of last year’s cost

ge of profit on cost is calculated.

sheet. From this figure, the percenta .
On tll‘:::1 basis o% this percentage, profit is added to the cost of sales in the cost

sheet prepared for tender purposes-
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Illustration 6: From the following figures, you are required to prepare
Statement showing (a) the cost of materials used, (b) the work

cost and (d) the percentage of works overheads to producti
ercentage of office overheads to works cost:

V€ wages and the

Particulars T

Stock on 1st April, 2025: T

Finished Goods 38,000

Raw Materials ' 12,800 50,800
Purchases 2,92.000
Productive Wages 1,98,800
Sales ' 5,92.000
Works Overheads 43,736
Office Expenses 35,524
Stock on 31st March, 2026:

Finished Goods 30,000

Raw Materials

wages, so as to yield a net profit of 20 % on the selling price?

Solution: STATEMENT OF COST
| for the * Year ended 31 March, 2026
Particulars ¢ Total
- Cost ¥
Raw Materials Consumed:

: Opening stock of raw materials 12,800

Add: Purchases of raw materials 2,92.000

3,04,800

Less: Closing stock of raw materials 1 13,600
(A) Cost of Raw Materials Consumed 2,91,200
Add: Productive Wages | 1,98,800
Prime Cost 4,90,000
Add: Works Overheads 43,736
(B) Works Cost 5,33,736
Add: Office Expenses | | | 35,524
(C) Production Cost of Goods Produced 5,69,260
Add: Opening stock of finished goods | 38,000
| - 6,07,260
Less: Closing stock of finished goods 30,000
Cost of Sales or Total Cost | 5,77,260
Add: Profit 14,740
___ _*SALES » | 5,92,000
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mrcemage of works overheads to productive wages:
Rs43,736 100

~ Rs.1,98,000
= 22%
© The percentage of office overheads to works cost:
Rs.35.524 100
~ Rs.5,33,736
= 6.66%
Statement of Estimated Cost of a Machine
| e - Particulars X
[ Cost of Materials _ o | | 20,000
. Add: Productive Wages L e DS w 12,000}
Prime Cost s e | 32,000
Add: Works Overheads (22% on productive wages) 12,640(
- Works Cost BRI (SRt B 34,640
Add Office Overheads (6.66% on works cost) .. .l e oo 2’307
Cost of Production =~ .. | 36,947|
Add: Profit (25% on cost i.e., 20% on selling price) | it s B 9,237
| *Quotatlon Pru:e:lil e ' S| 46,184
Notes g SO - '

(1) As the selling and dlstnbutlon expenses are not gwen the cost of
- production will be the total cost. Py 0
(2) In the example, we are required to calculate the tender price of a machine
for which only cost of materials, wages and desired rate of profit are given. In
order to ascertain the total cost, works overheads and office overheads are added
on the basis of the two calculated percentages of the last year,

Hlustration 7:) Following information of Manan Machmes Ltd. is avallable for
the year ended on 31/3/2026. Prepare cost sheet:

| Particulars | | T
| Stock of finished goods (1/4/2025) e % 51,400
Stock of finished goods (31/3/2026) AR AR Tt el RV ES.000
 [Purchases of raw materials | B e '2,00,000
~ |Depreciation on machinery A TR | - 8,500
Depreciation on furniture | PThC w5 5,210
Factory rent - 4,750|
' |Direct wages 1,20,000
Sales - | J | 5,04,000
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0
Salary | 16,480
Carriage inward 2,000
Carriage outward 1,450
Power 2,670
Income tax 4,475
Donation 3,300

Advertisement expenses - 7,500
Packing expenses . 3,500
Office rent - 4,520
Manager’s salary (for factory 80% and for office 20%) 12,000
Drawing office expenses 3,230
Counting House salary 6,990
Expenses for delivery van 7,550
Opening stock of raw materials - 20,000
Closing stock of raw materials _ 16,000

Find out following percentage after preparing cost sheet:

(1) Percentage of factory overheads with direct labour.

(2) Percentage of office overheads with factory cost.

(3) Percentage of selling and distribution expenses with production cost of goods
sold. ' '

In addition, it comes to knowledge that Manan Ltd. will receive an order for
manufacturing special machine. For this special order, consumption of material
is estimated ¥ 40,000 and expenses for labour will be ¥ 16,000. Company desires
to earn profit at 16 2/3% on selling price. |

Prepare Tender Sheet and decide the selling price.

[Sau. Uni., S.Y., Nov. 2014]

Solution:
Notes:

. (1) Income-tax, Donations etc. are financial items, not connected in any way
with cost. So, they would not be shown in Cost Sheet. '
s ou(nzt:nDLawmg office expenses would be treated as factory overhead, while
& house salary would be considered as administrative expense.
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r"’_71\’12“13“ Machines Ltd. Cost Sheet for the year ended 31/3/2026
Particulars T Total
Raw Materials Consumed: st t
Opening stock of raw materials \ 20.000
Add: Purchases of raw materials ) 00’000
Add: Carriage Inward ’ 2:000
Less: Closing stock of raw materials 2,?:(;:888
Cost of raw materials consumed: 2,06,000
Add: Direct L.abour ]:20:000
Prime Cost 3,26,000
Add: Factory Overheads:
Depreciation on Machinery 8,500
Factory rent 4,750
Power 2,670
Manager’s salary (12,000 x 80%) 9,600
Drawing office expenses 3,230] . -
Indirect labour - 1,250] 30,000
Waorks Cost / Factory Cost ' - 3,56,000
Add: Office or Administration Overheads : ' '
" Depreciation on Furniture 5,210}
Salary - 16,480
Office rent 4,520
- Manager’s salary (12,000 x 20%) 2,400 .
Counting House salary - 6,990 35,600
Production Cost of Goods Produced o 3,91,600
Add: Opening stock of finished goods - 51,400
4,43,000(
Less: Closing stock of finished goods | 43,000
Production Cost of Goods Sold 4,00,000
_|Add: Selling and Distribution Overheads ' |
Carriage outward 1,450
Advertisement expenses 7,500
Packing expenses 3,500
Expenses for delivery van 7,550, 20,0005 .-
Cost of Sales (Total Cost) 4,20,000{
Add: Profit 84,000
= * Sales * ' 5,04,090
KC/BF
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ads with direct labour:

482 -
rcentage of factory overne

P
(1 eRsBOOOO < 100 = 25%
~ Rs.1,20,000 : _
(2) Percentage of office overheads with factory cost:
Rs.35,000 . 100 = 10% -
56,000 o ; ;
(3) pe}:-zzntage of selling and distribution exXpenses with production cost of goods
sold:
Rs.20000 10 = 59,
~ Rs.4,00,000
Estimated Cost Sheet for Specnal Machine | |
- Particulars . - Total Cost
1
- 3
Consumption of Materials | . 40,000
Add: Direct Labour o | 16,000
' Prime Cost | 56,000
Add: Factory Overheads: (25% on direct labour) 4,000
Works Cost 60,000
Add: Office Overheads (10% on works cost) | 6,000
Production Cost 66,000
Add: Sellmg.—dlstnbutlon Overheads: (5% on production cost) 3,300
Cost of goods sold or Cost of sales 69,300
Add: Profit (16 2/3% on selling price or 20% on cost price) 13,860
+ Tender Price * 83,160
Ilustration 8:'A firm manufactured and sold 1,000 typewriters in the year 2025.

Its summarised Trading and Profi t & Loss Account for the year 2025 is set out
below:

Dr. Trading and Profit & Loss Account Cr.
Particulars T Particulars L4

To To Cost of Materials 1,60,000| By By Sales - 8,00,000
To Direct Wages 2,40,000
To Manufacturing charges | 1,00,000
To Gross Profit c/d 3,00,000

| 8,00,000 8,00,000

To Management & Staff 1,20,000|By By Gross Profit 3,00,000

Salaries

To Rent, Rates & Insurance 20,000
To General Expenses 40,000
. To Selling Expenses 60,000
&0 Net Profit 60:000

' 3,00,000 3,00,000
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_ /Fo’rﬁ; year 2026, it is estimated that-

) price of materials will rise by 20%.
;) Wage rates will rise by 5%,

Manufacturing charges will increase

Materials and Wages.

(
(
|
@)

 nanufactured in 2026 should be m

- price.

COST SHEET for the year ended 31st D
(Output: 1,000 Typewriters)

) The output and sales will be of 1,200 typewriters;

1n proportion to the combined cost of

5 Gelling expenses ;?er unit will remain,uni:héﬁged.- » ,
| (6) Other expenses will remain unaffected by the rise in output. -

Prepare 2 statement showing the ‘price at which typewriters to be
arketed soasto .shbw a profit of 10% on selling

 [North Guj. Uni.,S. Y., April, 2016]

ecember, 2025

Particulars G CT

" Total

| Per Unit

Cost of Materials
Add: Direct Wages

| Add: Manufacturing overheads -

Add: Administration Expenses: ;
Management & Staff Salaries ~ -
Rent, Rates & Insurance I
General Expenses

Add; Selling Expenses

Cost of Sales (Total Co
Add: Net Profit -

5§ Sales

Cost of Productio'n“

s ¥ '_%-.'.I. . LAy
RS 8

Works Cost . ' = .

)

1,60,000
2,40,000|
©5,00,000

160
Lk 240
oo | 400

* 1,80,000
- 6,80,000
60,000
7,40,000
60,000

40,000 180
i gl '680"'
L TN
740
60
800

8,00,000
i
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et ESTIMATED COST SHEET FOR 2026
(Output: 1,200 Typewriters)
Particulars Per Unit| Total |
L Lo
Cost of Materials (160 + 20% Increase) 192 2,30,000
[/;dd: Direct Wages (240 + 5% increase) 252 3,02,400
Prime Cost | 444 5,32,800
Add: Manufacturing overheads (100 + 11% increase) 111 1,33,200
Works Cost 395 6,66,000
Add: Administration Expenses:
Management & Staff Salaries 1,20,000
Rent, Rates & Insurance . 20,000
General Expenses 40,000] 150 1,80,000
Cost of Production 705 8,46,000
Add: Selling Expenses (Same per unit as in 2025) 60 | 72,000
Cost of Sales (Total Cost) 765 9,18,000
Add: Net Profit (10% on S.P.) | 85 1,02,000
Sales | 850 10,20,000

Note: In 2025 combined cost of wages and materials per unit was Y 400; whereas
in 2026 it will be ¥ 444. Thus there is an increase of Z 44 i.e. 11% (400 : 100 :
44 : ?) _

[lustration 9:| The following ﬁgures relate to cost of a commodity for the year
ending on 31* March, 2025: Pkl

Particulars ' 3

Raw materials purchased | 41,000
Direct wages 13,000
Production expenses 5,200
Administrative expenses 7,800
Stock on 1st April, 2024: | |

Raw materials | - 5,000

Finished goods (1,000 tons) 5,000
Stock on 31st March, 2025:

Raw materials 7,000

Finished goods (2,000 tons) 10,000
Sale of Finished | goods 82,500

Advertiscmcnt, discount

allowed and selling expenses came to ¥ 0.50 paise
per ton sold, '.I.‘he sales amounted to 12,000 tons during this period.
From the informatj

on given above, :
(1) Cost per unit and £ Ove, prepare A Statement showing
(2) Profit for the period.
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/’ﬁ'i‘stgs-tfimatffd by the manufacturing firm that production will be 15,600 tons
for the year ending 31st March, 2026. You are required to calculate the selling
- price per ton of product, taking into account the following information:

) Prices of materials will go up by 5% and wage rate will rise by 25% as
compared to last year.

production expenses will rise in proportion to the combined cost of materials
and wWages.
o) Administration overheads will remain unaffected by increase in output.
) Selling expenses per unit will remain unaffected. -
(5) Lastyear ’s rate of profit is to be maintained.

[North Guj. Uni., T.Y., April, 2006; Guj. Uni., S.Y., April, 2013]
@0‘“-: Production for the year ending 31st March, 2025 = Sales + Closing
stock — Opening stock = 12,000 tons + 2,000 tons — 1,000 tons = 13,000 tons.

(2)

COST SHEET |
e Particulars - For the period Budget for
| 1/4/°15 to 31/3/°16 1/4/°16 to 31/3/°17
(output: 13,000 tons)| (output: 15,600 tons)
Total [Per Unit T|Increase| Per| Total .
| | | SO o T  (Unitf X
i ' £
| Raw Material Consumed:| |
Opening Stock 5,000
+ Purchases 41,000
| 46,000
— Closing Stock | L0008 +55% (AEW e ST
. 39,000 . 3.00]  0.15{3.15] 49,140{
Add: Wages 13,000 1.00f 0.25{1.25] 19,500
Prime Cost 52,000 4.00f 0.40[4.40{ 68,640
Add: Factory overheads 5,200 0.40 0.04/0.44] 6,864
Factory Cost 57,200 440 0.44{4.84| 75,504
Add: Administration overheads 7,800 0.60{ -0.10{0.50{ 7,800
Cost of Production 65,000 5.00{  0.34|5.34] 83,304
Add: Opening Stock of 5,000 o |
Finished Goods -
70,000
Less: Closing Stock 10,000 | |
60,000 500 0.34]/5.34] 83,304
Add: Selling overheads 6,000 0.50 -10.50] 7,800
Cost of Sales/Total Cost 66,000 5.50 0.34/5.84] 91,104
Add: Profit (25% on cost) 16,500 1.375] 0.085]1.46] 22,776
S * Sales * 82,500 _ 6.875| 0.425/7.30[1,13,880




486

B. S. Shah Pl‘aka

shan

Mﬂ?}ollowhg particulars have been extracted from the COSt e
m;gi’acturi ng Co. Ltd. during the year 2025’ . Ofd:v,
[ Particulars < . Particulars | T
Direct Materials 16,00,000| Direct Wages 8000081
Direct Expenses 2,00,000 Fact'ory Expenses 6 00,000,. ._';.”
Office Expenses _ 3,00,000{ Selling Expenses 4,00,000
Production was of 8,000 tables during the year and have been sold oyt f‘of_‘

¥ 46,80,000. It is ascertained that 30% of the factory expenses and 209, of sellinsﬂi
expenses are fixed. | g
During the year 2026 the company plans to manufacture 10,000 tables. Yoy
have to prepare: ot} | | -
A cost sheet for the year 2026, showing the price at which tabje be sold, m

as to get same rate of profit on cost as in the year 2025.

When cost of direct materials per unit will increase by 15% and direct wag
per unit will increase by 10%. Fixed factory expenses will increas
Office expenses will increase by 20% but otherwise no chan
[Sau. Uni., T.Y., April, 1997., North Guj. Un

‘Solution:

Bhavya Manufacturing Co. Ltd.

Cost Sheet for the year ended 31/12/2025

[Prod

uction: 8,000 Tables]

e by 20,00
ges are anticipated
I, S.Y., April, 201

g
B

Rate of Profit in 2025: |

Rate of profit on cost =I_BS.7,BO,000
Rs.39,00,000

x 100

=20%

~ Particulars Per Unit| Total
| ‘ 3 <
Direct Materials 200.00| 16,00.00
Add: Direct Wages 100.00| 8,00,00
Direct Expenses _ 25.00( 2,00,00
. Prime Cost 325.00) 26,00,000
{Add: Factory Overheads: '
Fixed (6,00,000 x 30%) 22.50 1,80,000
Variable (6,00,000 x 70%) B 52.50] 4,20,0008
| . Works Cost 400.00{ 32,00,000(
Add: Office Overheads: 3 & |
Fixed M 37.50{ 3,00,000/%
Cost of Production . 437.50| 35,00,000
Add: Selling-distribution Overheads:
Fixed (4,00,000 x 20%) 10.00[ 80,000 ]
Variable (4,00,000 x 80%) _ 40.00| 3.20,000
Cost of Sales (Total Cost) 487.50/ 39.00.000
\A-dd: Net Profit : 97.50 7,80£_QQ
Sales 585.00| 46,80,000)
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Estimated Cost Sheet for 2026 (Production: 10,000 Tables)
Per Unit Total

= Particulars ¢ »

L —Direct Materials (200 + 30% increase) 230.00| 23,00,000
Add: Direct Wages (100 + 10% increase) ' 110.00| 11,00,000
Direct Expenses 25.00 2,50,000
| Prime Cost P um " 365.00| 36,50,000

Add: Factory Overheads: R
Fixed (1,20,000 + 20,000 increase) 20.00{ 2,00,000
Variable - 52.50{ 5,25,000
Works Cost oy | 437.50{43,75,000
Add: Office Overheads: : S o sninlisil (C)
Fixed (3,00,000 + 20% increase) | __36.00] 3,60,000
Cost of Production or Office Cost 473.50| 47,35,000
Add: Selling-distribution Overheads: LR i R esonic sl
Fixed 8.00/:/©80,000
Variable : ©:40.00} 4,00,000
Total Estimated Cost - 521.50{52,15,000
Add: Profit (20% on cost) Y~ 104.30{10,43,000
Sales o 1 625.80} 62,58,000

Ilustration 11: The Trading and Profit and Loss Account of Bajaj Mfg. Co. for
the year ending 31/12/2025 are as follows: : oy

Dr. Trading and Profit & Loss Account  Cr

| Particulars 3 Particulars £ ol
To Raw materials purchased| 68,000|By Sales - 12,50,000
To Carriage inward 3,000|By Closing stock of Raw | = 4,000
To Productive wages 36,0001, Materials | R R TR
To Railway freight | 3,000 | S
To Production expenses 14,000
To Gross Profit c¢/d 1,30,000 g

2,54,000 i g 2,54,000

To Office salaries 16,000|By Gross Profitb/d 1,30,000
To Office rent 15,000|By Interest 10,000
To Other Adm. Expenses 9,000|By Discount received 1,000
To Advertising 3,000{By Sundry receipts 2,500
To Distribution cost 6,000 '
To Other selling cost 5,470
To Commission on sales s

(per unit < 6) 15,000

To Net Profit 74,030 |
\\ 1,43,500] 1,43,500]
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488 5026 are as under: W
— Estimates for the year

ill rise by 40%. .
(1) Output and:li‘: ::ill rise by 12.5%; carriage inward and railway fyo:
ma

Bhtyy;

| J i

(2) Price of'm :
ree | to output.

rise in proportion ] _ w workers will b _

(3) Because of increase in output, Ehvia e © recruited gp eagp &

il be paid a salary of ¥ 150 per month. |
e ;::flzﬁepprod”c tion expenses is variablz. Il:‘lxed c;qst wlll/l];izse by.25°/0_
(5) The company has purchased the rented house from 026 in respe ”
which the municipality has assessed rates and taxes of ¥ 6,000
(6) Office salaries will rise by 8%. ‘
(7) Distribution cost includes packing charges at the rate of ¥ | per unit,
Prepare a statement showing selling price per unit for 2026 if the sa
be made so as to make a profit of 25% on selling price.
Solution: ' _~
(1) The number of units sold in 2025 will be calculated on the basjs of |
commission on sales. Commission of Z 6 is payable on sale of 1 unit, therefore if
< 15,000 is paid for commission, the number of units sold wil] be 2,500. 4
(2) The production and sales during 2026 will rise by 40% i.e. 2,500 x 40%
= 1,000 units and thus it will be 2,500 + 1,000 = 3,500 units. |
The cost of raw materials used for 2,500 units during 2025 was T 64,000 |
(X 68,000 purchases Less ¥ 4,000 closing stock); On that basis the cost for 3,500
units would have been 2 89,600, but there would be a price rise of 12.5% during |
2026 i.e. there would be a price rise of T 11,200. Thus the total cost of raw
material will be T 1,00,800. _ |
(4) If there is no proportionate increase in the number of workers during 2026, §

and only 5 new workers are recruited, then there will be an increase of < 9,000 in
total wages for 5 workers at 150 p.m. for 12 months.

les are 1, ¢

€., there will be an increase of ¥ 1,750; thus the total fixed expenses Will

duction Expenses = 9,800 + 8,750 =% 18,550.
offjxce rent will not be payable in 2026, as the company has
building byt the rates and taxes of ¥ 6,000 will have to be paid.
ich will Increase by 8% i.e., by T 1,280;
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' " Ic)ilStr:: li’::’r'; COS? ncludes ¥ | packing me per unit which - I'll '483_‘
¢ 1,000 due ase in sales by 1,000 upjts i.e., the tota] dis hich will rise by
e ? 7.000. istribution cost will
 (9) It is assumed that other administrative e

Xpenses, other selling expenses
ame leve],

| - r 2,500 uni .
will rise proportionately for 3,500 units to< 42 18 were: £ 3,000 which

. | 00 (3,000 x 3,500/2,500)
L Estlmal:ed Cost Sheet for the year 2026
arti .
iculars = Total
Raw Materials Consumed - 39 600 S
| +12.5% increase [ 1’200
[Add: Carriage inward (3,000 + 1,200 increase) 4,200
' |Add: Railway freight (3,000 + 1,200 increase) 4,200 1,09,200
' |Add: Production Wages | f ag 36,000|
+ Wages of five new workers | | 9,000 45,000
| Prime Cost oo g | 1,54,200
 |Add: Production overheads: '
Variable , ' 9,800
Fixed (7,000 + 1,750 increase) 8,750 18,550|
| Factory Cost | 1,72,750
' |Add: Administration overheads: |
Office salaries (16,000 + 1,280 increase) 17,280
Muni. rates and taxes 6,000
Other Adm. expenses _9,000 32,280
Cost of Production 2,05,030
-~ |Add: Selling and Distribution Overheads: ;
Advertising , =
Distribution Expenses (6,000 + 1,000 increase) Z’ggg
Other selling Expenses. | nt ’000 SE
Commission on Sales (3,500 x X 6) e ’
Cost of Sales (Total Cost) 2,41,500
Add: Profit 25% on selling price (or 33 /B e Sotl 2(2),(5188
- | « Sales (for 3,500 units) * _ . b i
) : L RS.3,22:099_
Selling Price per unit 7 3500 Units
=T 92.
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Variable Expenses and Fixed Expenses: .
In the overheads or indirect expenses there are certain expenses Which
variable, changing with change in total production and also.cfzrtain fixed e
which do not change in total e.g. power bill of a factory is a variab]e
overhead, while factory rent is a fixed expense, which does not chan
increase or decrease in total output. .
In preparing a statement of tender, the fixed expenses are to be show
basis of last year’s expenses the total fixed expenses remain the same, irre
of change in production e.g. if the factory rent for the last year was ¥ g
will be T 80,000 for the current year also. If last year the production
units, then per unit fixed cost was Z 10. If during the current year the py
increases to 10,000 units, then also the total fixed cost will remain the
¥ 80,000. But per unit fixed cost will be T 80,000 + 10,000 units =
Thus per unit fixed cost has decreased. by S
If it is stated that fixed expenses are likely to increase by 10% during
current year, then the fixed expenses of ¥ 80,000 + 10% increase ¥ 8,000 -
4 88,000 will be the total fixed cost. So, the fixed cost per unit will be ¥ 88.000
10,000 units =¥ 8.80 per unit. = S |
Variable expenses are those which change with the change in total output, |
the output is doubled then these expenses will also be doubled. E.g. cost of ray
material used is variable expenses. If cost of raw material used is ¥ 1,00,000
10,000 units produced, then for 20,000 units produced, it will be % 2,00,000. This
per unit variable cost will remain the same, but the tota
or decrease with the change in output. ' o

factg
8¢ wigp

N on t
Specti\;
0,000, ;
as 8,0%
Oductjy

Same ;
< 8 per Ui

I variable cost will increase |

In a tender statement, per unit variable expenses will i‘emain the same during |

the current year, as it was during last year. Here, the total expense is not important |

but per unit cost is important e.g. if the variable factory overhead during the last}
year was < 40 then

in the tender statement of the current year also, it will be shown
as T 40 per unit. If however, it is stated that the variable expenses will increase

by 20% during the current yegr, then the variable cost per unit will be T 40 +20%
Increases 8 = ¥ 48 per unit. | 1

Remember that

(1) The fixed eéxpenses remain the
with changes in output

(2) Variable expenses remain the same per unit, while the total cost changes



add: Wages ’_ , 6?0
Add: Direct Expenses b . 13
Add: Factory Overheads: | Gt Vs
Fixed e _ Y
Variable i 3 iy 6
Add: Office Overhead expenses == | 9
Fized - oot SRR INE S
Add: Sales Overhead expenges. e, 15
Fixed _ PO S e R Wi gt
Variable W B '. J | z
U RNR R TotaliCesth I hetines . ] 165
Add: Profit VSRR A T
| Sales Price. b gy b | 180

Out of the totai production capacity of the company 80% of the production
was done in 2025, while the estimate for the year 2026 is as under: |
(1) During the first six months of 2026, the production will be 80% of its capacity
and for the remaining six months it will be 100%. « .

(2) There will be 20% increase in all variable epenses whil_g: there will be 10%
increase in all fixed expenses. | BRI e e Sk
Prepare a statement showing tender price for the year 2026. Cpmpany intends

to realise 33 29, profit on sales pric'e,. RIS A [Guj. Qni., S.Y., April, 1996]

Solution: e | L

(1) First, let us find out how many units were prc?:luczec(l) ggrlﬁgt;ast year.

B # ’ = 0 selling price per unit = 2,U0L URES.

o 3,6%'()5001'0:14(1:3011 of 2,000 units was at 80% capacity and so the
Nov-v, \ .l 180% capacity will be 2,000 % 100/80 = 2,500 umt.s. o

production at ny units will be produced during 2026:

how ma
b 0D L Sh?‘ils(’: Zaflzhattlf; the production will be 80% and at 80% annual
(i) During T :

: ; or 6 months it will be 1,000 units
: pro.c!uction " s.ﬁi?]?nugng;cs)?‘lt;s productiqn will be lpO%. §
(ii) During the refms the annual production 1s 2,500 units,

At 100% capacity the 2,500 x 1/2 = 1,250 units . e Y
any wants to earn profit of 33 113%. on se}lmg prlce.-i
(3) Itis stated that t ¢ we shall get cost price and not selling price. Hence,.

But from the cosgnsi‘:ﬁi’ng price should be converted into the percentage on

this percentagé . - ik

cost price.
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If Cost is, ¥ 66.67 then profit is T 33.33
.. for X 100 cost, profit is (?)

_ 100 x 33.33

© 66.67 =50%

. 33 1/3% profit on sellmg price = 50% profit on cost

(4) Here it is stated that variable expenses will

per unit variable expenses should be
While there is going to be 10% increase in fixed ex

the total fixed expenses will increase by 10%.

increased by 20%.

increase by 20%. It meang that

penses. This means

492 ‘
xh Here, percentage is given on selling price, hepce, we assume selling p,
to be T 100
If selling price : ]0000
Less: Profit at 33 1/3% 33
Cost W

Estimated Cost Sheet for the year 2026
[Output: 2,250 Umts
Particulars Per Unit| Total ||
Cost of Material (Z 60 + 20% increase) 72| 1,62,000
Add: Wages (T 45 + 20% increase) >4 1,21,500 =
Add: Direct Expenses (T 15 +20% increase) 18] 40,500 3
Prime Cost y 144 3,24,000
Add: Factory Overheads: '
(1) Total Fixed Expenses: (Last year 2,000 units x 5.87 13,200{ §
T 6=7 12,000 + 10% increase 1,200 =< 13,200) 1
(2) Variable cost per unit (X 9 + 20% increase 1.80 10.80] 24,300 |
=10.80) | "
Works Cost 160.67| 3,61,500
Add: Office Overheads (Fixed): |
Total Expenses (2,000 units x ¥ 15 = 30,000 + 10% 14.67| 33,000
increase 3,000 =¥ 33,000) . B
Cost of Production 175.34| 3,94,500
Add: Selling and Distribution Overheads
(1) Total Fixed Exp. (2,000 x ¥ 9 = 18,000 + 10%|  8.80] 19,800
increase 1,800 =% 19,800)
(2) Variable cost per unit (% 6 + 20% increase 1.20|  7.20[ 16200
=% 7.20) . _
| Total Cost . - 191.34 4,30,500
Add: Profit 50% on cost price 95.66 M
Sales 287.00] 6,457




Finally, they are | apportioned " for dministrative convenience.
: over vario i
reasonable basis. The bages selected us articles produced on some

for allocation d
or e epends upon the nature of
produc n, type of expenses and the number of units produced, some bases
manent basis in g manufacturing unit.

materials used or wages paid or B5: el
[llustration 13: |

M/s. Raj Enterprise manufactures two types of pipes ‘A’

| and ‘B’: Production
cost for the year ended 3 1st March, 2026 were:

| ~ Particulars | L 4
Raw materials consumed | 6,30,000
Direct Wages 2,94,000
Direct expenses , Ly 1,11,000
| Factory Indirect expenses - 1,56,000

Additional information is as under: |
(1) Direct materials per unit for type ‘A’ pipe consists four times as much as that

in type ‘B’ pipe. | | | S
(2) Direct wages per unit for type ‘B’ were 60 % of those .fo.r type ‘A’.
(3) Direct expenses per unit for type ‘B’ is ¥ 3 and remaining expenses for the

Wpe ‘A’. . 4 ? [ 1 ?
(4) Factory overheads per unit was same fi)r A a;nd B’
(5) Office overheads for each type was 20% of prime cost.
(6) Selling cost for ‘A’ and ‘B’ T9 and ¥ 6 respectively.

: ing the year:
(7) Production and sales during t
) ‘A’ Tvpe - 7,500 pipes of which 7,000 were sold.
‘B’ nge 1’2 000 pipes of which 11,800 were s;)lclé
L ‘A’ T 150 and for ‘B’ X 65.
‘ o er 1pe for A z : .
(8) Selling price f hget showing cost per pipe and total cost. -
Virpase B CoRE [Sau. Uni., T.Y., March, 1998]




494 | B. S. Shah Prakashay

'Solution: 3T oo

Notes:

(1) The material cost of type ‘A’ is four times that of B. But the number of ypjj;
of both types is not the same. Hence, the total material cost is to be divided
between A and B in the proportion of the combined effect of the expenses

and quantity both combined.

Pipe A: Production 7,500 x 4 times = 30,000

Pipe B: Production 12,000 x 1 - =12,000

.. The proportion of apportionment = 30,000: 12,000
=5:2

(2) The direct wages would also be divided as in case of materials.
Suppose the per unit wages of A are X 1, so the labour cost per unit of B would
be X 0.60. So, the proportion of apportionment of labour cost would be as

follows:

Pipe A: Units 7,500 x | = 7,500

Pipe B: Units 12,000 x 0.60 = 7,200

. The proportion would be  =7,500 : 7,200

=25:24

 (3) The direct expenses of pipe B are X 3 per unit, and the combined expenses of
A and B is ¥ 1,11,000. Taking this into account, the direct expenses of pipe
A per unit would be determined as follows:

Combined expenses o . L4 l,l 1,000
Less: Less: B’s share of exp. (12,000 x X 3) T 36,000
Share of Pipe A in total expenses I 75,000
s ; .. _ Rs.75,000
. Direct expense of Pipe A per umt e
=310

(4) Factory overheads of both types of pipes are equal per unit. Hence, factory -

overheads would be treated as variable expenses. The factory overheads per

unit for both types of pipe would be calculated as follows:

- T
Factory expenses per pipe = :;?; F:?::YUE;:::::?
1,56,000
7,500 + 12,000
_ 1,56,000
19,500

=3 8

AR R i -t
= R el




CoSf concepts and Cost

2y Office overh

(5)

% C?lculated, at 10% of the 'primé cost of each

Sheet

Statement of Cost al\::ls.lll:::'itE fl:,t::E: IS:
— Pa rticulars e y a.r ended 31/3/2026
Ined Pipe A Pipe B
Cost |  (Production (Production
L S 7,500 Pipes) 12,000 Pipes)
e Total | Per | Total | Per
Bl _' Cost | Unit | Cost | Unit
| RSl Rt e T | T
| Materials consumed - 6,30,000 4,50,000, 60 |1,80,000] 15
Add: Direct wages | 2,94,000 1,50,000{ 20 |1.44,000] 12
' |Add: Direct expenses | 11,000 750000 10" | 36,000 3
| ~ Prime Cost - | 10,35,000| 6,75,000, 90 (3,60,000] 30
Add: Factory Overheads | . RO A |
per pipe T 8 | 1,56,000] 60,0000 8 | 96,000 8
| - Works Cost | 11,91,000] 7,35,000, 98 [4,56,000] 38
Add: Office Overheads . |lo oo bt o T Lo
~ 20% on Prime Cost 2,07,000| 1,35,000 18 | 72,000, 6
Production Cost of | 13,98,000| 8,70,000, 116 |5,28,000 44
Goods Produced v SR e |
. Cl'(')smg Stocz - & '66,800" 58,000 - 8,800 -
ﬁmlil:':flfzgo: Cost of 115?:-”’_200 8\’12’090;',“6 g e s
| Goods Sold
Add: Selling overheads gt | s
Pipe A: ¥ 9 and 1.33.800] 63,000{ 9 | 70,800, 6
ERR N2 14.65.000] 8,75,000 125 |5,90,0000 50
Cost of Sales 3.52.000 1,75,0000 25 [1,77,000] 15
Add: Profit 18.17,000]10,50,000] 150 |7,67,000] 65
Vs Sales ' e et ) e
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Calculation of division of Combine T
(1) The cost of raw materials to be divide

_ £4,50,000
Pipe A: 6,30,000 x = R

i z =7 1,80,000
~ Pipe B: 6,30,000 x 7 e o proporticm oy
(2) Direct wages would be divided in .

d Expenses:

B. S. Shah PrakaSh
he ratio of 5 : 2

P 0 = = 3 50 000
ipe A: 2, 4,000 X 2: ]9 ’
ipe B 2, ,OOO " i; : 19 ’

. | ipe B per unit ¥ 3.
: « Plyvas i erunlt?loa"dplpe- .

(3) Direct Expenses: l?:pej"\ p ense. In both types of pipe per un "
(4) Factory overhead is variable exp 3k (
y | f pipes would be calculated ag followse.
(5) Selling expenses for both types ol p1p . :

. : x T 9 per pipe = < 63,000
Pipe A: No. of pipes sold 7,000 PeLIER % 70.800

Pipe B: No. of pipes sold 11,800 x T 6 per pipe = ’
(6) The value of closing stock of finished goods would be Calculated at cot of
production: | g
Units in stock of A = 7,500 — 7,000 = 500 pipes . .
- Value of closing stock of Type A = 500 x Production cost of per pipe ¥ |
' =7 58,000 -
Pipe B closing units = 12,000 — 11,800 = 200 pipes.
Value of closing stock of Type B = 200 x Production cost of per pipe ¥
- =Y 8,800.
12. | RECTIFICATION OF DEFECTIVE GOODS:
It is not possible that all units manufactured will be good units. Some
defective units are bound to occur. If the defects can be rectified, efforts are made§5
for it. For rectifying the defects, some €Xpenses on material and labour are bound

- to be incurred. Such reasonable €Xpenses are treated as factory overheads and.
absorbed in cost like that. ; |

Illustration 14:

The fqlldwing particulars are obtained from the records of a factory:
Materials issued ¥ 64,000; Wages paid ¥ 56,000; Factory Overheads 60% of}
Wages. Out of the materials issued ¥

800 worth of goods have been returned 10’
the stores and ¥ 400 transferred to other jobs. |
10% of the production h

b +ion has been scrapped as bad and a further 20% has been
“r,ought up to the specification by increasing the factory overhead to 80% of the
ages. ' '




Concept
ot =2y =P 220 Cost Sheet 497,

= )
Solutions Statement of Cogq
Particulars Total | Units
" Materials Consamed. CostX |Produced
Materials i #
| erials issuyed 64,000
Less: Returns to Stores 800
Less: Transferred to other jobs 400| 62.800
Add: Wages ‘ 56,000
Prime Cost | 1,18,300
Add: Factory Overheads (60% of wages) 336001 . i
| 1,52,400 100 |
Less: Sale proceeds of scrapped production S R 470 10
(10% of the production) | e A Aoy
| 1,51,930[ 90
Add: 20% of the production brought to specification by| 2,240]
increasing factory overhead to 80% of the wages* .
Cost of Production 1,54,170| 90

Production Cost per unit ¥ 1,54,170 +~90 units =% 1,713
*Note: 20% of the total production has been brought to the specification by

~increasing the factory overheads to 80% of wages. Factory overheads are
recovered at 60% of wages. Hence, in order to make it 80% of wages, 20% has
to be increased, which will be calculated as under: Wages of 20% of production
56,000 x 20/100 = 11,200. o e S s s i |

Increase of Factory Overheads by 20% in that = 11,200 x 20/100 =¥ 2,240.
13. | COST ACCOUNT OR PRODUCTION ACCOUNT:

Sometimes, instead of preparing Cost-Sheet, a Cost Account can be prc?pared
showing details of costs of jobs, processes or contracts. The same details are

i i as i t sheet.
av m this account as In Cos | |
alg:;f igz)unt is prepared in the same way as the Production Account in the

financial nts. The difference is that the administrative and selling overheads

arnanc;la a(fw,:le éost Account, while they are not shown in Production Account

inefsho‘*’“’f:l;“ counts Administrative and selling expenses are shown in Profit &
inancial ac ; | |

Loss Account.
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4. | IMPORTANT POINTS:

(1) Industries: Unit costing is applicable in industries where units produced
are identical and there is a natural unit of output like metre, litre etc.

(2) Cost Sheet: In unit costing, a cost sheet or cost statement is prepared to
find out cost of production per unit of output. The expenses incurred on '
production are divided into two parts: Direct and Indirect. Direct expenses include
material and labour cost. The total of these two is called Prime Cost. The indirect
expenses or overheads are divided into three groups: Factory (or works) overhead,
Administrative (or office) overhead and selling and Distribution overhead. When
factory overheads are added to prime cost, the factory cost or works cost is
obtained. When office overheads are added to Factory cost, the total amount
obtained is called Cost of Production. By adding selling and distribution
overheads to cost of production, we get Cost of Sales or Total Cost. Of course,
before adding selling overheads, it is necessary to make adjustment for stock of
finished goods. The opening stock is added to the cost production and closing
stock is deducted therefrom to get cost of production of goods sold.

(3) Cost of Materials Consumed: If the cost of materials used is not directly
given in the example, then it is to be found out as follows. Opening stock of raw
material and purchases of raw materials, including purchase expenses are added
and the closing stock of raw material is deducted. This will give the cost of raw
materials used. If the sale of scrap of material is given, it is deducted to get the
cost of materials consumed. TR Ry |

(4) Valuation of Work-in-Progress: When opening and closing stock of
work in progress are given, it is necessary to know at which price they are valued.
If work in progress is valued at prime cost, then the opening stock is added and
closing stock is deducted before finding out prime cost. If however, work-in-
progress is valued at factory cost, then opening stock is added and closing stock
is deducted, before finding out Factory Cost or Works Cost.

(5) Cost Sheet in Account Form: A cost sheet can also be presented in the
form of an Account. In such a case, all expenses are written on the debit side and
the total of debit side is shown on credit side in stages to show prime cost, factory
cost and cost of production. While finding out gross profit, the opening stock of
finished goods is shown on debit side and closing stock is shown on credit side.

(6) Overheads to be Added as a Percentage in Tender: Frequently,
students are asked to find out tender price or find out cost for future period, on
the basis of figures given for the current period. In such a case, the future estimate

is put on the basis of current year’s expenses, with some changes, if any. But
generally the figures of overheads are not given.

In that case, the percentages of overheads have to be found out as follows and
they are used for future estimates:




percentages of overheads, Byt

: for current year the rate of overhead per unit of
output is found out. Then gyer Lol

. head on that basis is added in the future estimate
according to the number of units to he produced. Any increase or decrease likely
to take place must be taken into account, | o e R
(8) Profit to be Added for Tender: In an example, the profit to be added for
tender is to be taken at the same rate as that of current year. In such a case,
percentage of profit on sales or on cost for the current year is found out. The same
percentage of profit is added in the tender statement. Y
. (9) Percentage Converted: If the percentage of profit is given on sales, then
it can be converted into percentage on cost as follows. | '
(1) 10% profit on sales = 11 1/9% on cost (1/9th)
(2) 16 2/3% profit on sales = 20% on cost (1/5th)
(3) 20% profit on sales = 25% on cost (1/4th)
(4) 25% profit on sales = 33 1/3% on cost (1/3rd)
(5) 33 1/3% profit on sales = 50% on cost (1/2)
(6) 50% profit on sales = lOO‘V_o on cost e
(10) Sale of Scrap: If the item of sale of scrap is given in tl}e example,. it is
deducted from total before arriving at factory_?o§t. However, if the e:.ale is of
material scrap, it should be deducted b‘efqre obtal.nmgl_ cost of raw matenal§ usefi.
(11) Fixed and Variable Expenses: Sometlmes,__th.ta expenses are given in
the example as divided between two parts: ﬁxefl and variable. Ir;l fsluch a case the
total amount of fixed expenses must be added without change. While, the variable

expenses should be added per unit of output.

1 Fixed Expenses: If any increase or decrease is given, then it

. 5‘1121 (tl::l:leggtl;ffli’;ee‘; exgenses given. This is b¢cause, the fixed expenses

rt’:mz:iln3 )ﬁéel:i in to’;f;lll-va,riable Expenses: The variable expenses per unit remain
ange

unit variable expenses of the
1 tender statement, per
unchanged. Hence, in the

Current hould be added. If there is any increase or decrease, then the change
rrent year s 3

{ in per unit expenses must be made.



