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Unit : 2
Marginal Costing and
Budgetary control (35%)

Syllabus
Marginal Costing - Meaning and Importance of Marginal
Costing ' '
Difference between Marginal costing and Absorption costing
Break Even Analysis (Numeric)

Budgetary Control - Meaning and Importance of Budgetary
Control.

Types of Budgets - Flexible Budget (Numeric) and Cash Budget |
(Numeric).

2.1) Introdﬁction

Generally, when determining the total cost of a product, both
variable costs and fixed costs are aggregated to reach a final figure.
However, for the purposes of strategic decision-making, product
cost is frequently calculated based on variable costs alone; this
concept is identified as Marginal Cost,

Marginal costing is not a primary method of cost determination in
the same manner as job costing or traditional cost sheets. Instead,
it serves as a specialized technique for decision-making that
provides greater utility to management. Marginal costing is also

refexjred to as direct costing, differential costing, incremental
costing, or comparative costing,

In the application of marginal costing, only the variable components
are taken into consideration. Consequently, it is a specific
methodology utilized primarily for short-term decision-making and
operational analysis.

2.2) Definitions :

1. Marginal Cost: Marginal cost s the 5
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by which total costs are changed, if the volume of output is
increased or decreased by one unit “And for that only variable cost
is considered.

For example: imagine you run a small furniture workshop. You are
currently producing 100 chairs. Total Cost for 100 Chairs is
X 10,000. A customer calls and asks for one more chair (the 101st
chair). New Total Cost for 101 Chairs is T 10,060.

Thus, Marginal Cost is the change in total cost when the output is
increased by one unit:

Marginal Cost = (Total Cost of 1,001 units} — (Total Cost of 1,000
units)

=10,060- 10,000

=3 60

2. Marginal Costing: According to ICWA, Marginal costting is
define as “The ascertainment of Marginal costs and of the

effect on the profit of changes in the volume of output by
differentiating between fixed costs and variable costs.”

According to Dr. Joseph, “Marginal costing is a technique of
determining the amount of change in the aggregate costs due to an
increase of one unit over the existing level of production. Ass such,
it arises from the production of additional increments of output”

3. Fixed cost: Fixed cost is one which tends to unaffected by
variation in volume of output. Fixed cost is related to period and
not to product. So, it remains constant for particular period. E.g.
Rent of Factory RS. 10000 remains fixed for particular period
(say 3 years) and it is not affected by change in level of output.

4. Variable Cost: Variable cost is one which vary directly with the
level of output.

E.g. Direct Raw material used for Productionis V.C., iflevel of output
increases, raw material cost also increases and vice -versa. So V.C.
is Product cost and not the period cost. Variable cost is taken as
name of Marginal cost.

To determine the marginal cost, we need the following elements of

Cost:
l(a) Direct Raw Material Cost +

(b) Direct Labor or Wages +
(9 'Othei‘ Variable Expenses = Total Variable or Marginal Cost.
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:33; Asm;.mﬂgiona of Marginal Costing: e | :
" 1. All expenses arc classified as fixed and variable only. L
5 Rfficiency of operations will remain unchanged. t
- ! l X ' ' . a
3. There will be no change in selling price. y

4. This method assumes that only level of output affects the
costs. If level of output changes total cost changes. And ng
other factors affect the level of output.

5. No change in factors like material or labour.

6. There will be no change in policies of management.

SR8 T 0 <

The above assumptions do not tend to be correct in real life business
operations.

2.4) Significance / Importance of Marginal Costing:

1. Helpful to Management Decisions

=N & -

Marginal costing is primarily a tool for decision-making rather
than just bookkeeping. It gives managers the precise financial data
needed to evaluate complex business choices, such as whether to
launch a new product, enter a new market, make a component

versus buying it, or determine the correct price for a product to
achieve specific profit goals. '

=0 m

=

[N

2. Helps in Production Planning (CVP Analysis)

Margir}al costing is the backbone of Cost-Volume-Profit (CVP)
analysis. By understanding how costs behave in relation to prod

volume, managers can: calculate the Break-Even Point
total revenue equals total cost

different proposed production
volume needed to achieve a S

3. Cost Control

uction
(where
), predict the exact profit amount at
levels as well as determine the sales
pecific profit target.

AR P =M T e

[P WY o~ bemad  peeed
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Fixation of Selli

ng the marginal cost (
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price will cover both variable and fixed costs, plus a profit margin.
However, in aggressive competition, a company might need to
temporarily sell at a “special price.” Marginal costing tells them the
absolute minimum price they can charge without incurring a cash
loss on that individual sale.

5. Preparing Tenders and Quotations

When a business submits a “tender” (a formal offer to provide goods
or services at a set price), it must balance being competitive with
being profitable. The marginal cost serves as the essential “floor
price”—the minimum bid. Any quote above this floor price adds a
“contribution” that helps cover overall fixed costs, meaning the
business is better off accepting the order than not.

6. “Make or Buy” Decisions

Companies often face a dilemma: should they manufacture a
needed component in-house or purchase it from an external
supplier? Marginal costing provides the correct data for this. Manager
can compare the additional variable cost of making it (materials,
labour, variable power) against the supplier’s price. A manager can
make a financially sound decision based on this precise comparison.

7. Helpful in Budgetary Control |

In today’s dynamic business world, static budgets are less useful.
Marginal costing enables the creation of flexible budgets. These
budgets adjust to show what costs should be at different levels of
activity (e.g:, at 60%, 80%, or 100% capacity), which makes them
much more practical and accurate for controlling and evaluating
performance. |

8. Better and Clearer Presentation

Management executives are not always trained accountants.
Marginal costing’s focus on contribution (Sales minus Variable
Cost) and its use of visual tools like break-even charts make it
much easier to understand. The visual presentation clearly shows
how costs, revenue, and profits interact at various levels of output,
allowing non-financial managers to quickly grasp complex financial
relationships. |

9. Useful in Depression

" ‘During depression selling pr
 maintain’sales. Selling price
“ But if selling price is more than marginal cost, ¢
~_continue the production.

ice will have to be reduced in order to

may be reduced below the total cost.
ompany should
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10. Relation between Volume and Profit

Marginal Costing is useful to show the effect of chan
profit. It means it measures the relationship betwe
Profit with the help of P/V ratio calculation. Moreo

of breakeven point, margin of safety and charts of
for decision making.

ge in Output ty
en Volume an
ver, calculatior1
them are usefy]

2.5) Absorption Costing and Marginal Costing

Absorption costing is the practice of char
and variable to operations process or product
only variable costs are charged to productio
The Institute of Cost and Mana
“the practice of charging all costs
operations, processes or products.”

2.6) Difference between Absorption Costing and Marginal Cost

ging all costs. Both fixeq
s. In margina] COsting
n. ’
gement Accountants define it as
, both'variable and fixeq to

Cost (Variable

‘costs + a share of

Fixed overheads).
This means some of
the current period’s
fixed costs are
“carried forward” in
the value of unsold
stock to the next
period.

ing

Sr.|No. Absorption Costing Marginal Costing
1. |Treatment of All Costs (Fixed Only Variable Costs

Fixed and and Variable Costs) |are charged to

Variable Cost are charged to products

' products. | '

2. |Valuation of Inventory is valued Inventory is valued

Inventory at Full Production only at Variable

Cost. No fixed costs
are inluded in the
stock value.

3. |[Measurement
of Profit

Relative Profitability
is judged by profit
figures which is also
guiding factors for
managerial decisions.

Relative
profitability of
products or
departments is
based on a study of
relative -
contribution made
by respective

products or
departmethS)
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of Unit Cost

| the cost per unit is

not fixed; it fluctuates
based on the volume
of production. If you
produce more units,
the fixed cost per
unit decreases,
making the product
appear “cheaper.”

| months or

14 Cost and Management Accounting

4. |[Impact on When Production is | When Sales iy
Profit more than sales, more than

Absorption costing Production,

shows a higher profit | Marginal costing

because some fixed |[shows a higher

costs are trapped in | profit because the

the closing stock. fixed costs trapped
in the opening
stock (under
absorption) are now
being charged
against sales.

5. {Focus and It follows a functional |It follows a
Presentation classification. It behaviour -based

calculates Gross ' |classification. It

Profit (Sales - Cost of |calculates

:Goods Sold) and then |Contribution

subtracts selling and |(Sales - Variable

administrative Costs) before

expenses. subtracting total

fixed costs to find

: the net profit.

6. |Cost volume It done not reveal Cost volume profit
profit the cost volume relationship is an
relationship profit relationship. important part of

_ | marginal costing.

7. |Calculation In Absorption Costing,|In Marginal

Costing, the unit
cost remains
constant becauseit
only includes
variable expenses.
This makes
marginal costing
more reliable for.
comparing
performance
across different

production cycles.
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8. Extc,rnall standpoint, Absorptionf howeve, ;o Sty D
nterna

' Ct
; Costing is the an interng) !
Reporting “official” method. ma.nageria] tog

: L
It is mandatory for is used by CE, t

preparing statutory fand dcpartmem
financial statements |heads tq plan for
(Profit & Loss Account| the future, set
and Balance Sheet) |prices, and Make
for shareholders, tax |tactica] deCiSiOns‘
authorities, and
auditors, as it follows
Indian Accounting
, Standards (AS-2).
2.7) Terms Relating to Marginal Costing: ]
(Cost Volume Profit Analysis)

(1)  Statement of Profitability under Marginal Cost:
Particulars

Per unit Total Amount
Selling Price (a)
-Variable Cost:
(1)Direct Materia] — —
(2) Direct Labor or wages
(3) Other Variable O/h
Total Variable Cogt (b) —_ _ K
Contribution (c) Medvarie i S B
-Fixed Cost . 1

Profit / Losgs = ————
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16 Cost and Management Accounting

Hence, BEP = Fixed Cost + Variable Cost

Sales = F.C. + V.C. + Profit (or — loss)

Sales- Variable cost = Fixed cost + Profit
Or

Sales- Variable cost = Fixed cost - Loss

(3)  Contribution: The difference between sales price and marginal
cost is terms as contribution.

Contribution = Sales — V.C.
Contribution= Fixed cost + Profit (Or Fixed cost — Loss)

In short, period fixed cost remains constant and it suggest that
more contribution more profit. If any of products carries negative

contribution, it must be dropped out from product line to avoid
the loss.

(4)  Profit: The excess of contribution over fixed cost will be the

profit.
Profit=C - FE.C.
P=S-T.C.

P=5-V.C.-F.C.
Profit can be maximized through the following actions,
v Increase in selling price per' unit.

v Increase in sale of quantity of product.

v Decreasing per unit variable cost or marginal cost.
(5) Break Even Analysis: (CVP)
¢  BreakEven Point: it is the volume of output at which there is

no profit no loss is incurred. This is the point where
contribution covers the fixed cost.

Contribution = Fixed cost
BEP expressed in two ways.
< . -{1) BEP in Units and (2) BEP in Rupees (Sales at BEP)
s ' Methods of determining Break Even Point:
Ay Equat_ion Method: BEP can be determined by algebraic method
- by following equation.
- Sales at BEP (RS) = Variable Cost + Fixed Cost.
 BEP (Units) = BEP in Rs. * Selling Price
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pution Margin Method: In thj,
f the help of Contribution,

(B) Formula Method or Contri '
method BEP is determined wit

Total Fixed Cost -

BEP its) = Ty
(units) Contribution per Unit
BEP (Rs) Total Fixed Cost
s) = .
1-V/S
OR
Total Fixed Cost
BEP (Rs) = nL
P / V Ratio

(C) Graphic Method: Under this method, a graph is drawn, in
which sales volume (in units) is shown on x axis and the value
in rupees is shown on y-axis. Three lines are drawn in this
graph. Fixed cost line, total cost line and sales line. The point
where total cost line and sales line intersect each other is the

breakeven point.
. Utility/ Advantages/ Importance of Break-Even Analysis:

(1) To find out the sales required to earn desired profit which
necessary for reasonable return on investment.

(2)  To fix up the selling price which reached to Beak even point.
And selling price can be increased to earn profit

(3) To determine v.c. per unit with the help of break-even charts.

(4)  To determine the cost and revenue at different level of output.
And then it can be compared before sales manager to take

~ decision.

(6) Margin of Safety: Margin of safety is important concept in
marginal costing approach. The difference between the actual
sales and sales at breakeven point in known as margin of
safety. The margin of safety refers to the amount by which
sales revenue can fall before the loss is incurred.

_ If_ margin of safety is large, it is a sign of soundness of business and
vice versa. The MOS is served as a reliable indicator for the
. strength of business.

’ 'Mafg'i.n of safety can be increased by following ways.
s Decrease in Fixed cost |

. * Decrease in Variable cost .
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e Increase the selling price

e Increase the output and sales
e Changing to a product mix which maximizes p/v ratio and profit.
MOS is calculated in two ways.
(1) In Absolute (Rupees)
MOS = Actual Sales — Sales at BEP
(2) In Percentage (% of Sales)

Amount of MOS *100

Total Sales

(7)  P/V Ratio (Profit Volume Ratio): or C/S Ratio ( Contribution to
Sales Ratio)

Profit volume ratio which is popularly known as P/V ratio expresses
the relationship of contribution to sales. This ratio is expressed in
percentage form. High Rate means high Profit.

P/V Ratio = Contribution *100

MOS =

Sales
P/V Ratio =S-V *100
S
The profit of the company is increased by improving the P/V

ratio.

Management may improve the ratio by following ways.
¢ By increasing selling price per unit.
e By decreasing variable cost
e By increasing level of output which have high p/v ratio.

P/V ratiois important in decision making for calculation of BEP,
Desired Profit or Required sales amount.

Required Sales = Fixed cost + Desired Profit
P/ V Ratio
Variable Cost = Sales * (1 - p/v i'atio)
Contribution= Sales * P/V ratio.
SOLVED EXAMPLES OF BREAK EVEN ANALYSIS

1. From the following information, find out the amount of profit
earned during the year using marginal costing techniques:
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Variable Cost: Rs. 10 Per Unit
Selling Price: Rs. 15 Per Unit
Output Level: 150,000 Units

Solution:

{

Contribution = Sales — Variable Cost
= (15 x 150,000) - (10 x 150,000)
=22,50,000 - 15,00,000
= Rs. 7,50,000
Contribution = Fixed Cost + Profit 4.
Rs. 7,50,000 = 500,000 + Profit
Profit = 750,000 - 500,000
Profit = Rs. 2,50,000

2. Fixed Cost = Rs. 6,00,000, Selling price=

Variable cost per unit=Rs. 90. Find out B
rupees.

Rs. 150 per unit,
reak-even point ip

Solution:

Break -even Point = Fixed Cost
i Contribution per Unit
= Rs. 600,000
150-90
= IO,QOO Units
BEP (Rupees) = 10,000 Units x 150
=Rs. 15, 00,000

3.  Sales = 4,000 Units @ Rs. 10 Per Unit
Break-even Point = 1,500 units
Fixed Cost '=Rs. 3,000
| Calculate amount of Variable cost and Profit.
Solution:
Bliea}k -€ven Point = Fixed Cost °

B Contribution per Unit
S5 w800 <3000 /0
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C=Rs. 2

Variable Cost = Selling Price - Contribut
=10-2
Variable Cost = Rs. 8 Per Unit
Profit = Contribution - Fixed Cost
= (2 * 4000) - 3000
= 8000 - 3000

Profit = Rs. 5000.
4. From the following details find out (a) Profit Volume Ratio,
B.E. P., (c) Margin of Safety.

Sales - Rs. 100,000
Total Cost - Rs. 80,000
Fixed Cost - Rs. 20,000
Net Profit - Rs. 20,000

Solution:
Variable Cost = Total Cost - Fixed Cost = 80,000 - 20,000 =

Rs. 60,000
(a) P/V Ratio = Sales - Variable Cost /Sales x100

= 100,000 - 60,000 / 60,000 x 100
= 40%
(b) B.E.P.=Fixed Cost / P/V Ratio
= 20,000 / 40 x100
=Rs. 50,000
(c) Margin of Safety = Profit / P/V Ratio
= 20,000/ 40%
= Rs. 50,000

ion

(b)

Or
‘Margin of Safety = Actual Sales - Sales at BEP
= 100,000 - 50,000 = Rs. 50,000

5. The P/V ratio of company is 50% and the margin of safety is
40%. Find out the Break-even point and net profit if the sales
;volume is Rs. 50,00,000.
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Solution: ~
Margin of Safety (%) = MOS / Total Sales *100 = Profit / p /\/'S
Ratio (1
40% = MOS / 50,00,000 *100

MOS Rs. = 40 x 50,00,000 /100
MOS = Rs. 20,00,000
MOS = Actual Sales - BEP sales
20,00,000 = 50,00,000 - BEP sales
BEP=Rs. 30,00,000
P/V Ratio = Sales - Variable Cost /Sales x100
50% = 50,00,000 -VC / 50,00,000
50 x 50,00,000 / 100 = 50,00,000 - VC
VC = 50,00,000 - 25,00,000
VC = Rs. 25,00,000
BEP=FC x Sales / S -V
30,00,000 = FC x 50,00,000 / 25,00,000
FC=30,00,000 x 25,00,000 / 50,00,000
FC =Rs. 15,00,000 |
Contribution = Fixed Cost + Profit
25,00,000 = 15,00,000 + Profit
Profit = 25,00,000 - 15,00,000
Profit = Rs. 10,00,000

6. Webline company provided following details:
Year Sales (Rs.) Profit (Rs.)
2025  1,00,000 10,000
2026 1,20,000 14,000

Calculate‘

‘ (1) Proﬁt Volume Ratio

(2) Break Even point

(3) Amount of Profit when Sales is Rs. 2 ,00,000
( ) Margln of Safety (MOS) for the year 2026

4
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Solution:
(1)  P/V Ratio = Change in Profit x100
Change in Sales
= (14000 - 10000) x 100
(120,000 - 100,000)
=4000/20,000% 100
=20%
Contribution = Sales x P/V ratio = 120,000 x 20% = Rs. 24000
Contribution = Fixed Cost + Profit
24,000 =F.C. + 14,000 = Rs. 24,000 - 14,000
Fixed Cost = Rs. 10,000
(2) Break-even Point = FC/ P/V Ratio
= 10,000 / 20% '
= Rs. 50,000
(3)  Profit when sales are Rs, 200,000
Contribution = Sales x P/V Ratio
= 200,000 x 20%
= Rs. 40,000
Profit = Contribution - FC
=40,000- 10,000
=Rs. 30,000
(4) Margin of Safety (MOS) for the year 2026.
MOS = Profit / P/V ratio
= 14,000 / 20%
= Rs. 70,000

7% VBL ltd is providing details regarding cost as follow: Variable
cost per unit Rs. 18, Fixed Cost Rs. 60,000, Selling price per
unit Rs. 30.

Calculate: (1) Profit Volume Ratio (2) BEP in units (3) BEP in
rupees (4) Amount of Margin of Safety when sales are 8000
“units (5) Profit when sales are 7000 units (6) Sales units when

... desired profit is Rs. 36000 (7) If selling price is reduced by 20%,
‘new breakeven point.
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Solution: | ’
(1) P/V Ratio = Sales - variable Cost / Sale

- 30-18 /30 %100
= 40%
(2) BEP Units = FC /S-V
= 60,000/ 12
= 5000 Units
(3) BEP Rupees = FC / P/V ratio (
=60,000/0.4
=Rs. 1,50,000. \
(4) Margin of Safety = Actual Sales - BEP sales (
= 8000 units - 5000 units
= 3000 Units
MOS Rupees = 3000 units * 30 = Rs. 90,000 (
(5)  Profit when sales are 7000 units
Sales - Variable Cost = Fixed Cost + Profit
(30 - 18) x 7000 = 60,000 + Profit
12 x 7000 = 60,000 + Profit
Profit = 84000 - 60000= Rs. 24000
(6) Sales units when desired profit is Rs. 36000
Sales - Variable Cost = Fixed Cost + Profit
(30-18) =60,000 +36,000
Sales Units= 60,000 +36000 / 12 = 8000 units
(7)  If selling price is reduced by 20%, new breakeven point
New SP = 30 - 20% = 24
NewBEP=FC /S-V
- =60,000/ 24 - 18
SR = 10,000 units
;.I,.‘;” .;NewBEP Rupees = 10,000 units x 24 i Rs. 2,40,000
.8 ABDLItdis providing you following details 1;elated to cost:

. ‘. Sales units’'= 15,000, Fixed €xpenses = Rs. 34,000, Sal¢
i _]Vglue‘: 1,50,000, Variable cost Per unit = Rs . 6 j :

s x100

rm
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Calculate: (1) P/V Ratio (2) BEP (3) MOS (4) Profit when Sales
units 20,000 (5) Sales when Profit 36000 (6) New BEP when

selling price is increased by 20% (7) New MOS when Fixed cost
increased to 40,000.

Solution:

(3)

(4)

Selling Price = 150,000 / 15,000 = 10 per unit,
Variable Cost = 6 per unit,
FC = 34,000
P/V Ratio = Sales - Variable Cost / Sales x 100
=10-6/10 x 100
=40%
BEP Rupees = Fixed Cost / P/V Ratio
= 34,000 / 40%
= Rs. 85,000.
Margin of Safety = Actual Sales - BEP sales
= 150,000 - 85,000
=Rs. 75,000
Profit when sales Units 20,000
Sales - Variable Cost = Fixed Cost + Profit
(10 - 6) x 20,000 = 34,000 + Profit
4 x 20,000 = 34,000 + Profit
Profit = 80,000 - 34,000= Rs. 46,000
Sales when Profit 36000
Sales - Variable Cost = Fixed Cost + Profit
(10-6) = 34,000 +36000
Sales Unit =70,000/4 = 17,500 Units
Sales Rupees = 17,500 x 10 = Rs. 175,000
New Selling Price = 10+20% = Rs. 12 Per unit,
New P/V Ratio = Contribution / Sale Price
=6/ 12* 100
= 50%.

- New BEP = Fixed Cost / New P/V Ratio

=34,000/0.5
= Rs. 68,000
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New MOS W
pP= Rixed Cost / B

- 40000 / (10-6)

= 40,000/4
= 10,000 Units ‘
New BEP Rupees = 10,000 X 10 = 100,000

New MOS = Actual Sales - BEP sales
= 150,000 - 100, 000

= Rs. 50,000 f
From the following find out:
Profit Volume Ratio

New BE

a.
b. Break-even Point

c. Sales for 40% P/V Ratio

d. Margin of Safety from the sales Rs.
e. Net Proft from the sales of Rs. 300,000

f. Required sales for the Net Proft of Rs. 70,000

Position of the RRK for the year 2026

300,000

Sales Rs. 200,000

Variable Expenses Rs. 150,000

Contribution Rs 50,000

Fixed Cost Rs. 15,000

Net Profit Rs. 35,000 €
Solution: (

a.  Proft Volume Ratio=S -V / S x 100

= 200,000 - 150,000 / 200,000 x 100

= 25% (
b. , Break-even Point = Fixed Cost / P/V Ratio

= 200,000 / 25%
i = Rs. 60,000
. c.  Sales for 409 i ‘

o : s for 40% P/V ratio = Total Contribution / New P/V Rat! (

= 50,000 / 40%
=Rs. 125,000
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d. Margin of Safety from the sales Rs. 300,000
MOS = Actual Sales - BEP Sales
= 300,000 - 60,000
= Rs. 240,000
e.  Net Proft from the sales of Rs. 300,000
Net Profit = Sales xP/V ratio - FC
= 300,000 x25% - 15,000
= 75,000 - 15,000
Net Proft = Rs. 60,000
f. Required sales for the Net Proft of Rs. 70,000
Required Sales = FC + Profit

P/V Ratio
= 15,000 + 70,000
o 25%
=Rs. 3,40,000
10. The following is the information is EFC Ltd:
Year ~ Sales Profit
2025 1,00,000 10,000
2026  1,20,000 ° 14,000

Calculate: (1) P/V Ratio (2) Fixed Cost (3) Break Even Point
(4) Profit when sales are Rs. 90,000 (5) Sales to earn profit is
Rs. 20,000 (6) Margin of safety for the year 2026 (7) Variable
cost for the year 2025.

Solution: : :
(1) Proft Volume Ratio = Change in Profit / Change in sales *100
= (14000 - 10000) / (120000 - 100000) x 100
= 4000/20,000 *100 = 20%
(2)  Sales = Fixed Cost + Profit / P/V Ratio
" 1,20,000 = FC + 14,000 / 0.2
24000 = FC + 14000
. Fixed Cost = 10,000
(3)  Break-even Point = Fixed Cost / P/V ratio
~171=10,000 / 0.2
“=Rs'50,000
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4) Profit when sales -
: . ced Cost * profit’

90,000 = 10, i |

90,000 *0.2 = 10,000 * profit

Profit = 18,000 - 10,000 = Rs. 8000
Rs. 20,000

arn profit 1S

(5) Sales to €
gales = Fixed Cost + Profit | P/V ratio ‘
gales = 10,000+ 20,000 /0.2 = Rs. 1,50,000

(6) MOS (2026) = Actual Sales - BEP Sales

=1,20,000 - 50,000
= Rs. 70,000
(6) variable cost for the year 2025
- 100,000 * n0% = Rs- 20000

g x P/V ratio

Contribution = Sale
_ Variable Cost

Contribution = Sales

20,000 = 100,000 - VvC
Variable Cost = Rs. 100,000 - 20,000
= Rs. 80,000
1y Control

Introduction of Budgeta
trol is an important managerial technique used for

dinating, and controlling the financial activities of
It involves preparing pudgets for different
tual performance with budgeted

performance to identify deviations. This system helps management
in controlling costs, improving efficiency, and achieving
organizational goals effectively. Budgetary control also ensures
proper utilization of resources and helps businesses avoid

unnecessary expenditures.
In the modern corporate sector b .
in dt.acisi.on—making and stral;egl;(g1 g;‘lizﬁfsgtrgglaysaVItal IjOle
Lnult%natlonal CQI‘POI‘ations, maniufactiring ind ge .COmpames,
ospltals,educauonal institutions, and IT cornpan'UStrleS’ banie
contrl o fcial management e Dertnbance ovaluation. In |
organizationspusel\{ildand uncertain business enviro o ;1
Slanning, risk mana getary control for cost reducti e
’ gement, cash flow management ction, proﬁt;
nt, and achieving |

tainabili :
sustainability goals. With the growth of digital accounti
unting systems ;

2.8)

Budgetary con
planning, 00T
an organization.
departments and comparing ac

ersed
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RP software, budgetary control h

N——

Er 25 bene”
P> { FA et i i A : & € more accurate
?mtm’ and data-driven in current businesg practices ,
asiida . .

2.9) pefinitions of Budgetary Controj

According to J. Batty,

spudgetary control is a system which uses b
janning and controlling all aspects of
amodities and services.”

udgets as a means of
producing and/or selling
col
According to Institute of Cost and Management Accountants
(ICMA),

“Budgetary.c‘ontrol is the establishment of budgets relating to the
responsibilities of executives to the requirements of a policy and
the continuous comparison of actual with budgeted results.”

According to Weldon,

“Budgetary controlis planning in advance of the various functions
of a business so that the business as a whole can be controlled.”

According to Brown and Howard,

“Budgetary control is a system of controlling costs which includes

the preparation of budgets, coordinating the departments, and
establishing responsibilities.”

Simple Definition:

‘Budgetary control is the process of preparing budgets and
comparing actual results with budgeted figures to control business
activities effectively.”

2.10) Importance of Budgetary Control

Budgetary control is an important technique of management used
for planning and controlling business activities. It helps
Management compare actual performance with planned targets
and take corrective actions whenever necessary. It improves
financial discipline and ensures efficient utilization of resources.
T’he importance of budgetary control is explained below:

1. Proper Planning of Business Activities

'Budgefary control helps an organization plan its future activities in
2 Systematic manner. Before starting any business operation,
. Dahagement prepares budgets related to sales, production,
~iehase, labor, and expenses. Proper planning reduces uncertal?ty
Belps the business achieve its objectives smoothly. It also he F;S
*Agement estimate future income and expenditure in advance
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facturing company prepares a production b
ted customer demand for the next yeay,

——r e 2 9 4
o

Margina

Example: A manu
according to expec
2. Effective Control Over Costs

One of the major objectives f)f budgetary control 1% COSt Conrg,
Budgets set limits for expenqhture, and management -cominu()usl;
compares actual eXpenses W1th bu.dgeted expenses. If Unnecessqyy
expenses increase, corrective ac_tlons can bg taken imme diatehi\
This helps reduce wastage and improve efficiency. \

Example: A company may fix a monthly budget for electricity
transportation, and maintenance expenses to avoid OVCI‘Spendingj

3. Better Coordination Among Departments

Budgetary control creates coordination among different departmentg
such as production, sales, finance, purchase, and marketing. Each
department prepares its budget according to the overa])
organizational objectives. This coordination helps avoid confusion
and improves teamwork within the organization.

Example: The production department prepares goods according to
the sales budget prepared by the sales department.

4. Measurement and Evaluation of Performance

Budgetary control helps management measure the performance of
departments and employees by comparing actual results with
budgeted targets. Variations are identified and analyzed to determine
the causes of inefficiency. It helps management improve future
performance.

Example: If the actual sales of a company are lower than the
budgeted sales, management can identify the reasons and improve
advertising or marketing policies.

5. Optimum Utilization of Resources

Every organization has limited resources such as money, labor,
machines, and materials. Budgetary control ensures that these
resources are used efficiently and economically. Proper allocation
of resources helps increase productivity and reduce wastage.

Exampl.e: A factory may allocate raw materials according €
production targets to avoid excess inventory and wastage.

6. Helps in Managerial Decision-Making

G E,udgeta;y control provides important financial information ©
anagement for making business decisions. Management 8%
udgﬁtirﬁquifts to decide about expansion, pricing, investment:

(¥ Scanned with OKEN Scanner



30 Cost and Management Accounting
J < P - S Gnhhs

production levels, and cost reduction strategies. Decisions become
more scientific and accurate.

Example: A company may decide to open a new branch after
analyzing profit and sales budgets.

7. Increases Profitability of Business

By controlling costs, reducing wastage, and improving efficiency,
budgetary control helps increase the profitability of the organization.
It also helps management focus on profitable products and activities.
Better financial planning leads to long-term growth and stability.

Example: A company can increase profits by reducing unnecessary
administrative expenses identified through budgetary control.

8. Motivation and Responsibility of Employees

Budgets provide clear targets for employees and departments.
Employees become more responsible and motivated to achieve
these targets within the specified time. Budgetary control also
helps in fixing responsibility for poor performance. ‘

Example: Sales managers work harder to achieve the sales targets
fixed in the sales budget.

9. Proper Cash Flow Management

Budgetary control helps organizations manage cash inflows and
outflows effectively through cash budgets. It ensures that sufficient
cash is available for daily operations, salary payments, and other
expenses. Proper cash management avoids liquidity problems.

Example: A business prepares a cash budget to ensure that enough
funds are available to pay suppliers and employees on time.

10. Useful in Modern Corporate Sector

In today’s business environment, budgetary control is widely used
in large companies, multinational corporations, banks, hospitals,
educational institutions, and IT industries. Modern organizations
use computerized accounting systems and ERP software for accurate
budgeting and financial monitoring. Budgetary control also helps

Companies face economic uncertainty and market competition
effectively.

’Example: IT companies use budgetary control software to monitor
. Project costs and employee expenses in real time.
- 2.11) Introduction of Cash Budget

A c’:'a'éh",BUdgét is.an important part of financial pla’nm’ng.k It is
Er?eggredﬁf’:ﬁétimate the future cash position ofa buslngss. It shows
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the expected cash receipts and cash payments for 5 SPecific
€ € ‘ '

such as a month, quarter, or year

Every business needs sufficient cash to pay wg
ve

ther daily expenses
‘ a rent, and meet (0] : g
Eﬁ;zni:ngg};ment know whether there will be o

shortage of cash in the future.
Definition of Cash Budget

“A cash budget is a statement showing the estimate
and cash outflows during a particular period of time”

A cash bud

XCess cagh o

cash infloye

Simple Meaning

It is a plan prepared in advance to manage cash
comparing: '

Properly

e Cash received (inflows)

e Cash paid (outflows)

Main Purpose

¢ To maintain adequate cash balance
* To avoid cash shortage

* To plan future payments and receipts

* To control business finances effectively
Formula

Closing Cash Balance = Opening Cash + Cash Receipts =
Format OF Cash Budget
Particulars

January February

®) ®)
Opening Cash Balance XXX

XXX

Add: Cash Receipts

Cash Sales | xxx XXX

Collection from Debt‘ors“ | XXX XXX

Other Rgceipts " XXX XXX
_Total Cash Receipts XXX XXX

| Total Cash Availaple

| Less: Cash Payments
|

:Payment to Creditors XXX
Wages and Salarjes . XXX
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ment XXX XXX XXX

Other Expenses XXX XXX XXX
_'_1:2291 Cash Payments | xxx XXX XXX
mimh Balance XXX XXX XXX

SOLVED EXAMPLES OF CASH BUDGET
1) A Ltd. prov1ded following details, prepare cash budget for three

onths ending on 30" June, 2025 from the following:
Month Sales Materials Wages Overheads
X) X) (X) (%)
February | 1,40,000 96,000 30,000 17,000
March 1,50,000 90,000 30,000 19,000
April 1,60,000 92,000 32,000 20,000
May 1,70,000 1,00,000 36,000 22,000
June 1.80.000 1.04.000 40.000 23.000
Additional Information:
(1) Sales are 10% on cash basis.
(2) 50% of credit sales are collected in the next month of sales and
remaining in the second month following sales.
(3) Credit terms: Creditors for materials = 2 months, Wages =1
month, overheads= % month.
(4) Cash Balance on 1% April, 2025 is Rs. 60,000.
solution :
Cash Budget of A Ltd.
For the period of April to June, 2025
Particulars April May June
Opening cash balance 60,000 |59,500 [70,000
Cash receipts:
1. Cash Sales 16,000 |17,000 |18,000
2. Collection of Credit Sales | 1,30,500 {1,39,500 |1,48,500
| Total Cash Receipts (A) 2.06,500 |2,16,000 |2,36,500
| Cash payment:
1. Payment to creditors for
96,000 90,000 92,000

» @__&aterials
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2. Payment of wages 31,500 35,0—0‘0? 39,003 - 33
3. Payment of overheads 19,500 21,0& 22’500" *
Total Cash payment (B) 147,000 |1,46,000 | 1,53 500 i'
Closing cash balance (A-B) 59,500 (70,000 | 83 000
Working notes : _.i_:_
Sales 3 “
Month February|March [|April May ——mg
Sales 1,40,000 |1,50,000|1,60,000[1,70,000]1,80 o]
10% cash o
sales 14,000 115,000 [16,000 |17,000 |18,000 |
90% credit ‘ il
sales 1,26,000 {1,35,000{1,44,000 1,53,000]1,62,000 |
receipt 04
50% next 63000 67500 |72000 [resoo |
50% second next 63000 [67500 [72000. |\
total credit sales i 1
receipt 0 63000 (130500 |139500(148500 ||

Wages : ¥4 months means % of previous month and % of current
month wages payment '

April = Y4 of wages of march + % of wages of April
= ¥ * 30000 + % * 32000 = 7500 + 24000 = Rs. 31500

2) Prepare a Cash budget From October to December,2025 of B Ltd
From the following details

‘.——

Months Sales Purehase Wages overhead “|
Aug 3,00,000 | 1,40,000 | 40,000 80,000 1
Sept | 400,000 |2,00,000 | 50000 | 1,10,000 |
Oct 4,50,000 | 1,60,000 | 60,000 1,22,000

Nov 5,00,000_ | 2,40,000 | 70,000 | 1,30,000 -
Dec 6,00,000 |3,00,000 | 80,000 | 1,50, 000_

1) Opening cash balance is Rs. 1,20,000
. 2) Proportion of cash sales & credit sales 1:4 |
\ 3) 20% of total purchase is cash purchase
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4) 50% of credit sales are realized in the month of following the
sales and 50% in the second month following the sales.

5) Sales commission is 2% on total sales is to be paid in the
next month of sale.

6) Plant amounted Rs. 1,00,000 is due for delivery in October,
Payable in Equal Four Instalments from the month of Delivery.

7) The credit period allowed by suppliers is 1 month.

8) Overhead exp. Include Rs.5,000 as Depreciation per month
on fixed assets .

9) Time lag in payment of wages is %2 Month & overhead is 1

month
Solution : i
Cash Budget of B Ltd.
For the period of Oct to Dec, 2025

Particulars | Oct Nov Dec

Opening Bal. 120000 105000 | 72000

Receipts:

Cash Sales 90000 100000 120000

Collection from Debtors

(credit sales) 280000 340000 380000

Total Receipts (A) 490000 545000 | 572000

Cash Payments:

Cash Purchase 32000 48000 60000
| Payment to Suppliers 160000 128000 192000
| Sales Commission 8000 9000 10000

Instalment 25000 25000 25000
| Payment of Overhead 105000 117000 | 125000
| Payment of Wages 55000 65000 75000
| Total Payments: (g) 385000 473000 | 487000

LS Balance (o-p) 105000 | 72000 | 85000
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Working notes :
Sales :
Aug Sep Oct _Nov @E\
Totalsales 3,00,000 | 4,00000| 450000 | 500,000 6%
Cashsales(1/5) 60000 80000 90000 100000 12@&\
Creditsales(4/5) 240,000 | 3,20000 | 3,60,000 | 4,00,000 4,80,& 3
—
50%monthfollowing
sales 120000 | 160000 180000 ZO(D(L
S0%secondmonth
followingsales 120000 | 160000 | 180000 |
totalcredit sales
receipt 280000 340000 | 380000
Purchase :
Aug Sep Oct Nov dec
Totalpurchase 1,40000 | 200,000 | 1,60000 | 2,40,000 | 3,00000
Cashpurchase(20%) 28000 40000 | 32000 48000 | 60000
Creditpurchase(80%) 1,12000 | 1,60000| 128000 | 192,000 2,40,000 |
totalcredit purchase
payments 1,12000 | 1,60000 | 1,28000 1,92,000
Sales Commission :
Months | Sales sales commission | sales commission
payment
Aug 3,00,000 6000 —_
Sept 4,00,000 8000 6000
Oct 4,50,000 9000 3000
Nov 5,00,000 10000 9000
Dec 6,00,000 12000 10000
Wages : '

Payment is % of previous month and

Y% of current year
October (Wages) =

72 of (September -wage) + Y of (October

-wage)
- =%*50000 + Y

*60000 = 25000 + 30000 = Rs. 55000 ‘i
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prepare cash b}ldget for three months end

g;s'ed on following information. nded en 31-05-2026

Fﬁ;{ﬁl—; Sales | MaterialsWages | Factory Selling
Overheads|Overhe

b ads

January 20,000 | 20,000 4,000 3,200 800

| Jalie

February | 22,000 | 14,000 4,400 | 3,300 900

March 28,000 | 14,000 4,600 3,400 900

April 36,000 | 22,000 4,600 | 3,500 1,000

May 30,000 | 20,000 4,000 3,200 900

Additional Information: (1) Cash Balance on 01-03-2026, Rs. 15,000
(2) Cash Sales is 50%. (2) Time lag in Credit Sales 1 month, Credit
Purchase 2 months, Overheads 1 month, Wages % month. (3) Sales
commission at 5% on total sales and it is paid in following month of

actual sales.

Solution :
Particulars March | April May
Opening Cash Balance 15,000 | 10,200 | 17,900
Cash Receipts

(1) Cash Sales 14,000 | 18,000 | 15,000

(2) Collection from Debtors 11,000 | 14,000 | 18,000

Total Cash Receipts (A) 40,000 | 42,200 | 50,900

Cash Payments:

(1) Payment to Creditors 20,000 | 14,000 | 14,000
| (2) Payment of Wages 4,500 | 4,600 | 4,300
ﬁ) Payment of Factory O/h 3,300 3,400 3,500
| (4) Payment of Selling o/h 900 900 1000
(5 Commission on Sales 1,100 1,400 | 1,800
| Total Cash Payments (B) 29,800 | 24,300 | 24,600
| “losing Cash Balance (A-B) 10,200 | 17,900 | 26,300 |

Notes : Sales :
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. . . ———
Months January|February|March |April MiL; l
Sales 20,000 |22,000 28,000 136,000}30,000 | |
- |
50% cash sales 10000 11000 14000 |18000{15000 4
S50% credit sales 10,000 7 11,000 14,000 |18,000{15,000
receipt of credit sales A
1 month 11,000 |14,000|18,000 |

4) Prepare cash budget for three months ended on 31—03-2@
Opening cash balance on 01-01-2026 is 1,00,000.
Months

Sales Purchase Wages .
November, 2025 5,00,000 3,00,000 1,00,000
December,2025 6,00,000 4,00,000 1,25,000
January,2026 7,00,000 5,00,000 1,50,000
February, 2026 8,00,000 6,00,000 -1,75,000
March, 2026 9,00,000 7,00,000 2,00,000

Additional Information:

(1) Credit Sales is 60% and it is collected in |

the month after the sale (2) Credit Purchase is 80%, creditor’s

payment period is 2 months (3) Wages are paid on
Machinery costing Rs. 1,00,000 purchased in the
2025, payment is in equal five instalments from
Tax payment is due in the month March, 2026

Y2 month basis (4]
month November,
December, 2025 (5)
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Rs. 50,000

Solution :
Particulars January | February|March |
Opening Cash Balance 1,00,000 | 2,42,500 |3,60,000 |
Cash Receipts |

(1) Cash Sales (40%) 2,80,000 | 3,20,000 |3,60,000
(2) Collection from Debtors (60%)|3,60,000 4,20,000 4,80,000‘"'

Total Cash Receipts (4) 740000 | 982500 |1200000 |
Cash Payments g

(1)Cash Purchases (20%) 1,00,000 | 1,20,000 |1,40,000
Payment to Creditors (80%) 2,40,000 | 3,20,000 |4,00,000_

- ) ) ) YN e
(2 Fayment of Wages 1,37,500 | 1,62,500 |1,87,500]
(3) Payment of Machinery {20,000 {20,000 [20,000
| (4) Payment of taxes 3 A 50,000
(ol CoshTayments B) - 457 corTo =00 797,500
blbsiﬁg fCash1 Balance (A-B) 242500 | 360000 40_25,9_(11
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wo cking notes :

gales ¢

Tonths November | December January February | March
500,000 \

’S__al?_s__,,._v 6,00,000 7,00000 |8,00,000 9,00,000

wiales 200000 240000 280000 [ 320000 (360000

covcreditsales | 300000 360000 1420000 |4,80000 540000

| 4  BAg)

receiptof

creditsales

nextmonth 300000 3,60,000 | 4,20,000 |4,80,000

5) Prepare a Cash Budget from the data given below for a period of
six months (July to December)

Month Sales Raw Materials
May 75,000 37,500

June 75,000 37,500

July 1,50,000 52,500

August ' 2,25,000 3,67,500
September 3,00,000 1,27,500
October 1,50,000 97,500
November 1,50,000 67,500
December 1,37,500

(2) Collection estimates:
o Within the month of sale: 5%
o During the month following the sale: 80%

0 During the second

month following the sale: 15%

(8)  Payment for raw materials is made in the next

month.

4 Salary Rs. 11,250, Lease

- Exp. Rs. 1150, are paid each month
(5) " _.Mozflthly Depreciation Rs. 15,000

o Payment for research in Octobe
Opening Balance on 1+ July Rs-55:000-

Income tax Rs. 26,250 each in Septem

payment Rs. 3750, Misc.

T RS. 757000
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;c;lution Y Sep. October N;? = t
Particulars V77 \
Rece.iptsB nce 155000 80100 |1,53950 | 33430

0

Debtors
Total receipts(A) |1,33750 | 222600 |3,714%0 | 242,800 ,
Payments - il f
Paymentto 37500 (52500 |367,900 | 127,300 |97500 |67 5(1) o
Salary 11230 11230 [11230 [ 11230 |112%0 1125 F
Leasepayment 3D |30 370 370 3790 SN 4

Miscepense 1150|1150 |11850 | 1150 (1150|113 o0

Incometax 2620 2250
Paymentfor 75000
Research S
Total Payment(B)|S3650 |68650 [409900 | 218650 | 11365 100900

ClosingBalance 80,100 |1,53950 |-38450 | 24,150 83,000 1,22,475
6) SUMAN Co. Ltd. wishes to
bankers from the period Augu
manufacturing mostly for stock.
period from the following data g

Month Sales

arrange overdraft facilities w1th
st to October 2026 when it WﬂI

Prepare a cash budget for the abo
iven below: £

Purchases | Wages | Mfg. | Office SeIhng

B | R) [ Exp. ®)| Exp. R)|Exp.{
June L0000 | 12480 | 1200 [ 3000 2000|2000
Jly 22001 14400 | 1400 | 2000 1000|400
August 108000 | 243000 11,000 | 3000 1,500
Soptermber | 1,74000 | 246000 12000 {450 | 2000
October 1,26000 | 263000 15000 | 5000 | 250
November 1140000 | 280000 1700 | 5500 | 3000 [450
[P | 160000 [ 300000 18000 @ooo 300 |50
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additional Information:
cash on hand 1-08-2026 Rs.25,000.
50% of credit sales are realized in the month following the sale

() and the remaining 50% in the second month following.
Creditors are paid in the month following the month of

(8)

purchase.

() Lag in payment of manufacturing expenses half month,

@ Lag in payment of other expenses one month.

Solution:
CASH BUDGET
For 3 months from August to October 2026
Particulars August September | October
(%) (%) (%)
Receipts:
Opening balance 25,000 44,500 (66,750)
Sales 1,86,000 1,50,000 1,41,000
Total Receipts(A) 2,11,000 1,94,500 74,250
Payments:
Purchases 1,44,000 | 2,43,000 2,46,000
Wages 14,000 11,000 12,000
| Mig. Exp. 3,500 3,750 4,750
| Office Exp. 1,000 1,500 2,000
| Selling Exp. 4,000 2,000 5,000
 Total payments(B) 1,66,500 | 2,61,250 2,69,750
E@Balance(A-B) | 44,500 (66,750) (1,95,500)
Working Note:
1'M{m&‘ﬂ'ﬁlg Expense:
, Pﬂrtlc\ular August | September | October
Uy (4000/9) 2000 - —
W 1500 | 1500 —
Woo /2) = 2250 2250
M =2 — 2500
3500 3750 4750
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2 Nales

Pactieular August | September | October
L dune (180000/2) 00000 | — —
t_ July (192000/2) 96000 96000 — - a
| August (108000/2) — 54000 54000
September (174000/2) | — — 87000

Total 186000 | 150000 141000 |

2.12) Flexible Budget

A flexible budget is a budget that changes according to the level of_'ﬂ

-~

Ly

Qusiness activity or production. It is prepared in such a way that
udgeted costs and expenses can be adjusted based on actual output
or sales volume. Unlike a fixed budget, a flexible budget is not
Emited to one level of activity and can be revised according to |

changing business conditions.

o’

Flexible budgeting helps management compare actual performance
with budgeted performance more accurately because it considers
variations in production, sales, or workload. It is very useful in|
industries where production levels frequently change due to
market demand. ' ‘ T
Example:

If 2 factory prepares a budget for producing 10,000 units but actual;x
production becomes 12,000 units, the flexible budget can be adjusted
azccording to the new production level.

2.13) Definition: il-

“A flexzible budget is a budget which changes according to the

level of activity or volume of production.” 4
SOLVED EXAMPLES OF FLEXIBLE BUDGET

1. Prepare aFlexible budget for overheads on the basis of the following
data. Ascertain the overhead rates at 50% and 60% capacity.

Variable overheads: At 60% capacitz_(_Bf_L
fndirg:é:i Material | 6,000 e
| tabour - | 18,000 - = 2}
ﬁemi~vaﬁﬂble overheads: ___/
ectricity: (40% Fixed & 60% variable) | 30,000 S
airs: (80% fixed & 20% Variable) [ 3000
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Fined overheads:
Depreciation 16,500
| Depr-—
[nsurance 4,500
alaries. 15,000
Total overheads 93,000
Mted direct labour hours 1,86,000
Solution
Items Capacity
50% 60%
Variable overheads: (%) (%)
Material 5,000 6,000
Labour 15,000 18,000
Semi-variable
Electricity 27,000 30,000
Repairs 2,900 3,000
Fixed overheads:
Deprecation 16,500 16,500
Insurance 4500 4500
Salaries ' 15,000 15,000
Total Overheads 85,900 93,000
| Estimated direct labour hours 1,55,000 1,86,000
| Overhead Rate 0.55 0.50

W°rking Notes

Electricity -

At50% capacity = 18,000 * 50
60

=Rs. 15,000

l;s 12,000 + Rs. 15,000 = Rs. 27,000
% Capacity = Rg 18 ,000 + Rs. 12,000 = Rs. 30,000

Repau-s

For
7 T 60% “apacity = Rs.600

 "Rs.2400+Rs.600 =Rs.3,000
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At 50% capacity : = 600/60 * 50 W“\\

=RS. 500
=Rs.2400 + 500
=Rs.2,900

2. Prepare a flexible budget for overheads on the

bams |
following data. Ascertain the overhead rates at ¢ fthe.

0% ang 0y,

capacity. :
Variable overheads: At 60% cam\
Material 6,000 :
Labour 18,000 \ |
Semi-variable overheads: g
Electricity: 30,000 \
40% Fixed o
60% variable
Repairs: il
80% fixed 3,000 2
20% Variable 3,000
Fixed overheads:
Depreciation 16,500
Insurance . 4,500
Salaries | e 15,000 i
Total overheads 93,000 -
Estimated direct labour hours 1,86,000 o
Solution:
Working:
Repairs

For 60% capacity Fixed 80 /100 * 3,000 = Rs.2400
Variable = 20/100 * 3,000 = Rs. 600

=Rs. 2400 + Rs.600 =Rs.3,000

Electricity Exp.:

At 60% capacity Fixed=40/100 *30 ,000 = 12,000 |

it , Varlable = 60/100 *
‘0; At_7OA) capamty

leed 40/100 *
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30,000 = Rs. 12,000
yariable = 18,000/60 *70 =
Rs. 21,000 Total Rs.
= 33,000
Flexible Budget
Tt-;;; Capacity
s 60% 70%
’;;r-i;ble overheads: (%) 3)
Eterial 6,000 7,000
[ Labour 18,000 21,000
Semi-variable
Electricity 30,000 33,000
Repairs 3,000 3,100
Fixed overheads:
Deprecation 16,500 16,500
Insurance 4,500 4,500
Salaries 15,000 15,000
Total Overheads 93,000 1,00,100
Estimated direct labour hours 1,86,000 2,17,000
Overhead Rate 0.50 0.46

3. Theexpenses budgeted for production of 1,000 units in a factory

are furnished below:

Particulars Per Unit (%)
Material Cost 700

Labour Cost 250
Variable overheads 200

Selling expenses (20% fixed) 130
| Administrative expenses (Rs. 2,00,000) b
 Total Cost 1,480

Prepare a budget for production of 600 units and 800 units gssuming
administrative expenses are rigid for all level of production.
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ng and Budgetary control

Marginal CoSting S0 s
Wmoo units For 80g \\\\\"5
[ particulars L . —% 200 upji;
" |per unit | Total | Per yp; : rN
(%) (%) ({)_\ R‘;tal

e e e
Cost: 700 4,20,000] 700 56
Materials 250 1,50,000{ 250 2’00’000
Cost 200 1,20,000 200\ 1:60,800
Labour Cost 1,150 6,90,000( 1,150 m’o%
Variable Overheads \’\’00
(&) 104 62,400 | 104 83,200
Semi variable Cost: |43.33 26,000 | 32.50 26,000
Variable selling

€XpENSES 147.33 88,400 | 136.50 1,09.200
Fixed selling expense|333.33 | 2,00,000{ 250.00 | 2,00,00
(B) — |
Fixed Cost:

Administrative

expenses (C )

Total Cost(A+B+C) | 1,630.66 | 9,78,400 |1,536.50 | 12,29.200

4. Thebudgeted outputofa industry specializing in the production
of a one product at the optimum capacity of 6,400 units per
annum amounts to Rs. 1,76,048 as detailed below:

;art;culars _ (%) . K) -
1Xed costs ) 20’688
Variable costs: |
Power 1,440
Repairs etc. 1,700
Miscellaneous 5;10
Direct materia] 49,280
Direct [, 1o
, abour 1,02,400 1,65,367
Total cost : | ,
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) ME: Cost and Management Accou
4 W i e Mw‘-ﬁmﬁv\—-w»- s,

ompany decides to have a flexible budget with o pro

hr of 3,200 and 4,800 units (the actual quantity propos
tal;é’a ced being left to a later date before commencemen
T

prepare & flexible budget for production levels of 50 and 75%,

AssUming: selling price per unit is maintained at Rs. 40 ag at
present, indicate the effect on net profit,

nting

e s,

duction
ed to he
t of the

Administrative selling and distribution expenses continue at
Rs.3,600.

Solution:

The production at 100% capacity is 6400 units, so it will be 3,200

units at 50% and 4,800 units at 75% capacity. The variable
expenses will change in that proportion.

Flexible Budget

Particulars 100% 6400 75% 4800 | 50% 3200
unit unit units

(i)Sales (per unit |2,56,000 1,92,000 1,28,000
Rs.40)

Cost of Sales:

(a) variable

costs: Direct 49,280 36,960 24,640
material Direct 1,02,400 76,800 51,200
Labour Power 1,440 1,080 720
Repairs : 1,700 1,275 850
Miscellaneous 540 405 270
 Total variable 1,55,360 1,16,520 77,680
costs 20,688 20,688 20,688
(b) Fixed Costs:  |1,76,048 1,37,208 | 98,368
(i) Total Costs  |79,052 54,792 29,632
Gross Profit 3,600 3,600 3,600

(i)- (ii) 76,352 51,192 26,032
Less: Adm.,

Selling ang
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Marginal CoS
M%JM

at 40% capaci

The present cost b

Materials Rs. 10

Labour Rs. 3

ting and Budgetary control

- ood in manufacturing plasti
ctor engaged in manu g plastic by
5 Afa y ty and produces 10,000 bucketg ;{

Overheads Rs.5 (60% fixed)

The selling price is Rs.20 per bucket. If it is desireq to

factory at 50% capacity the selling price falls by 3%. At 9qp,

the selling price falls by 5% accompanied by a similar ol
In

price of material.

.

ets iS

o for one bucket i °f Mongy
reak up for one bucket is as unde,. '

%
W()rki'
Uy

Work the
Capacityfj
the

0

You are required to prepare a statement the profi
) g Profit at 50% and g,

capacities and also calculate the break- even points at thig capaci
paciy’

(¥ Scanned with OKEN Scanner

production.
Solution
Flexible Budget ]j
Particulars Capacity ‘
40% 50% 00% |
Production and 10,000 12,500 22,500
sales units
Sales price per unit 20 19.40 19.00
Sales Amount 2,00,000 2,42,500 | 4,27,500 |
Marginal Cost: 4__'2’
Material: Rs.10 per 1,00,000 1,25,000 2,13,‘7_52_'_;%
unit (at 90% - Rs.9.50 | 30,000 37,500 67,500 |
per unit) Labour 20,000 25,000 ‘E’_O_Q?/
Variable /
overhead Total 1,50,000 1,87,500 3,26,250
Contribution 50,000 55,000 1,01 250 ."“v“.:
Less: Fixed Cost 30,000 30,000 | _291900/
| Profit , 20,000 25,000 _ZLQSO/
Contribution pef unit B 4.40 : 450
BEP (units) (F /C) 6,000 6,318



| ( Ont
48 e - Omd Mﬂnayﬂmﬂnf A(,(,,

preparc Fle }’ll)lL !)mi;u l fnr ove th( "
" data for 50% and 70% capacity howing to1y) ‘J‘l o ”! 3
cost and profit of production whey, 4. Hing prie :).;

0"",' !n!’l'

oy o
he: ’“"W‘NV

Land ey Lt

33, YEX Uit iy f2g,
nits of Production I T
yariable overheads: B
m material YT
| Indirec 5,000
 Indirect Jabour 18,000
Sem1-’\/ar1able ovcrhcads
Electricity (40% Fixed) 30,000
Repairs (20% variable) 3,000
Fixed overheads:

Depreciation o 16,500
Insurance 4,500 7
Salaries 15,000

Solution

Particulars 60%  Per | 50%  Per | 70%  Per
Unit ~ Unit | Unit

UnitsofProduction | 3000units 0500Units | 3500Units

(A)Variable Cost

(1)Indirect Material 60 | 20 |50 | 200 | o0 | 200

(2)Indirectlabour 18000 | 60 | 15000 | 600 | 21000 | 600

| TotalVC 24000 | 80 | 20000 | 800 | 28000 | 80
(B)Semi-Variable Cost
| Fixed(40%) 12000 | 40 | 12000 | 480 | 12000 | 343
| Variable(60%) 18000 | 60 | 15000 | 600 | 21000 | 600
| {4)Repairs
| Fived(80%) o0 | 08 | 240 | 0% | 20 100
| Variabie(ory &0 | oz |sp oo |70 |OX

- TotalSemi-yic o0 | 110 | o0 | 1196 6100 | 1031
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Marginal Costing and Budgetary control A {f
(1)Depreciation 16500 [ 55 [ 16300 | 660 E%
(2)Insurance 4500 15 | 4500 180 4500 ‘Es
(3)Salaries 15000 | 50 | 15000 | 600 15000 | E‘
Total FC 36000 | 120 | 36000 | 1440 36000 ?29\ .
Total Cost (A+B+C) 9000 | 310 | 85900 | 3436 100100 | ﬁ
TotalSales 9000 | 330 | 8500 | 3300 11550 33\00~
TotalProfit/Loss 000 | 20 | 3400 | -136 | 15400 | 449 |
7. Afactory is producing product “X” and its installed producﬁ 9

capacity at 100% is 40,000 units per annum. Estimated
production at 40% and at 60% are as follow: Prepare f]
budget at 50% & 75% capacity of production showing tota] cost &

and per unit cost of production

on
Cost of &
exible

Particulars At 40% At60% . . |8
Materials 2,00,000 3,00,000 |
Wages 1,20,000 1,80,000
Direct expenses 80,000 1,20,000
Factory overheads 3,50,000 4,00,000 . ., 3
Administrative overheads 1,00,000 1,00,000 .=
Total Cost 8,50,000 11,00,000 (=
Total Units 16,000 units | 24,000 units |3
Solution 41
50% 75% g

Particulars Total Per Unit| Total Pel’_UBEQ’f
Units of Production | 20,000 Units 30,000 Units 13
(A) Variable Cost _/
(1) Materials 2,50,000 | 12.50 | 3,75,000 | 12.50
(2) Wages 1,50,0007.50  |2,25,000|7.50__
(3) Direct Expenses 1,00,000 | 5.00 1,50,000 | 5.00 -+
Total VC 5,00,000|25.00 |7,50,000 | 25.00._
(B) Semi-Variable Cost| . :
(1) Facfory overheads

poxed 0 12:50,000]12.50  [2,50,000 [8.33
Variable. |125000]6.25 1,87,500.]6.25__
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Cost and Management Accounting
50

W 3,75,000[ 18.75 [4,37.500 | 1458
0

(0 rixed Cost
mtive o/h| 1,00,000|5.00  |1,00,000 |3.33
A=

Total FC 1,00,000 | 5.00 1,00,000 | 3.33

il Cost (A+B+C) | 9,75,000 | 48.75 [ 12,87,50( 42.92
 Total €57

g. SHOKA ltd manufactures a single product at 100% level of
capacity with 12000 units. Estimated cost at 40% and 60% are
as follow. Prepare flexible budget for 50% and 90% of capacity
showing total cost and per unit cost of production.

[particulars At 40% At 60%
—;a—riable Expenses:
Materials 2,40,000 3,60,000
Wages 1,44,000 2,16,000
Overheads 84,000 1,26,000
Semi-Variable Expenses:
Salaries 3,12,000 3,48,000
Production expense 4,20,000 4,80,000
Fixed Expenses:
Depreciation 80,000 80,000
Advertisement 10,000 10,000
Solution
Particulars 50% Per [90% Per
—— Unit - Unit
| Units of Production 6000 Units 10800 Units
wijble Cost
g;\\ﬁiﬂals 3,00,000 | 50.00 |5,40,000 | 50.00
ﬁ 1,80,000 | 30.00 |3,24,000 | 30.00
chads 1,05,000 | 17.50 | 189000 17.50
‘ B Sormre 5,85,000 | 97.50 |10,53,000 | 97.50
Wble Cost
: les
' 2.40,000 | 40.00 [2,40,000 |22.22
90,000+ | 15.00 |1,62,000 15.00
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Marginal Costing ﬁ'ﬁfﬁzg = s
3 Sxpel v

Wg) ljr()dllcuon }J\p OO 000 50.00 BW ; ,
£ 3’ 2 td 0 27 7 E
Fixed.. 1.50,000 | 25.00 QWN
Variable Z 80.000 | 130.00 9“‘7‘2““&)-0\ S.00°
Total Semi-VC — ———{ %0,
( C) Fixed Cost — T W\
(1)Depreciation ) : —0 | 7‘41 X
{2)Advertisement 10,000 1.67 l%m\m
Total FC 90,000 15.00 190,000 m
Total Cost (A+B+C) 14,55,000f 242.50|21, 15,000 ;}{:
PracTice ExampLEs OF BREAK EVEN POINT \\
1. Sara Ltd. provided the following information for two Periogy
Year Sales (Rs.) | Profit (Rs,)

2025 115,00,000 | 2,00,000

2026 20,00,000 3,00,000 i

Calculate: j

|

(1) Profit volume ratio E

(2) Fixed cost

(3) Margin of safety when sales is Rs. 7,00,000.

Ans: 20%, Rs. 100,000, Rs. 200,000

2.  Shilpa Madicare Itd is
to cost.
Sales (1,00,000 units) = Rs. 10,00,000
Variable expenses = Rs. 4,00,000
Fixed expenses = Rs. 6,00,000 A

valeulate: (1) Profit volume ratio (2) Break-even point B
Margin of safety at present sales volume (4) New BEP When
fixed cost ig increased by 10%,. (5) Amount of required Salezj
when desired profit is 36,000. (6) Amount of Profit when 'Salef

units 1,20,000 (7) New Profit volume ratio when selling pnc:?{ |
Increase by 209, |

Ans; 60%, Rs, 10,00,000
| 1,20,000, 66.67%,

Pranj Ltd. hag Provid
- Selling ‘ |
Tota]

providing following information related::};

» NIL, Rs. 11,00,000, Rs. 10’60’000’
' : ed following details. ’
[Price per unit = gy
0St: 10

it = RS
- 10, Variable Cost per unit =°
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52 Jement Accountin,,
T —

late:
calcu ‘
4 BEPinUnits

(2)
(3)

An _ :
4 Yatra Ltd. provided the following information

Selling price = Rs. 100 per unit, Vari
Total Fixed cost = Rs. 5,00,000.

gales in units when company wantg toearn
New BEP in Units if Selling price is reduc
¢: 2500 units, 6250 units, 5000 unjtg

profit of Rg. 15,000,
ed by 20,

able cost = Rg_ 7S per unit,

calculate:

(1) BEP

) Margin of Safety (MOS) when actual sales units = 25,000.
(3) Amount of profit when actual sales = Rs. 25,00,000.

Ans: Rs. 20,00,000, 5000 units or Rs. 500,000, Rs. 125,000

5, :‘&,ssTech Ltd. provided following information for two periods.

Year | Total Cost (Rs.)| Profit/ Loss (Rs.)
2022 8,20,000 (20,000) Loss
2023 11,20,000 80,000 Profit

Calculate:

(1) Profit volume ratio

(2) BEP

(3) Margin of safety for the year 2023.
Ans:20%, Rs. 720,000, Rs. 400,000

6. You are given the following information in respect of a KEI Ltd:

Fixed Cost Rs. 13,000
Variable Cost Rs. 14,000
Total Cost Rs. 27,000
Net Profit Rs. 3,000
brall Ne't Sales Rs. 30,000
Ut BEP i Rupees.

alcul ate Proft for sale volume of Rs. 50,000
Ylimate Saleg required to earn Profit of Rs. 10,000.

S:
Rs.24,375, Rs. 13,667, Rs. 43125.
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sting and Budgetary control

=i CRACTICE EXAMPLES OF CASH BUDGET 3

following particulars. Prepare Cyg R

. iven the
1. PLtd. hasgh 31st March, 2026. -+ BUdyy

for 3 months ending

Month | ~Sales [) | Materials (%) |Wages R) [0 g
November 50,000 24,000 8,000 4,000
December 54,000 25,000 8,400 4,400
January 58,000 26,000 9,000 4.800
February 62,000 27,000 9,400 m
March 70,000 28 000 10,000 W |
Additional Information: ]

1. 20% sales are cash sales.

Out of credit sales, 60% are collected in next month and
balance in second month.

Payment to creditors for materials is made after 2 months

Wages are paid after 1 month.
Overheads are paid after half month.
Cash balance on 1st January, 2026 is Rs. 10,000.

Machinery purchased in December 2025 costing Rs. 1,20,000.'
Monthly installment of Rs. 6,000 payable from January 2026.

7. Dividend of 12% on preference share capital of Rs. 2,50,000 wil
be paid on 1st March 2026. '

8. Advance from customer Rs. 25,000 will be received in February
2026.

Income tax of Rs. 8,000 payable in March 2026.

SRR I AN

Prepare a Cash budget From Oct to Dec,20206 of B Ltd. From

the following details
Months Sales Purchase Wages _O_Vf_{!‘fffl/
Aug 3,00,000 | 1,40,000 40,000 | 80,000
Sept 400,000 | 2,00,000 | 50,000 | 1,10.09
Oct 4,50,000 | 1,60,000 60,000 1,22,000
Nov 5,00,000 | 2,40,000 | 70,000 | 1,30.0%
Dec 6,00,000 | 3,00,000 80,000 _;;5,0%

1. Opening cash balance is Rs, 1,20,000
2. i ; ;
Proportion of cash sales & credit sales 1:4
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Cost and Management Accounting
20% Of total purchase is cash purchase
dit sales are realized in th y
50% of cre : e month of follow
Lales and 50% in the second month following the sale;ng the

gales commission is 2% on total sales is to be paid in the next

th of sale.
amounted Rs. 1,00,000 is due for delivery in October
e in Equal Four Installments from the month of Delivery,

mon

plant
payabl
The credit period allowed by suppliers is 1 month.

overhead exp-. Include Rs.5,000 as Depreciation per month on

fixed assets .
Time lag in payment of wages is %2 Month & overhead is 1

month , ,
C Ltd. from the following information , prepare cash budget for
the period of 1 st January to 31 june , 2026. when opening

balance is accepted to Rs. 10,000.

Production | Distribution

Month

Sales

Material

Wages

Jan

20,000

20000

4000

3200

8000

Feb

22000

14000

4400

3300

9000

March

28000

14000

4600

3400

9000

April

36000

22000

4600

3500

1000

May

30000

20000

4000

3200

9000

June

40000

25000

5000

3600

12000

Additional Information:-

L.
2

Cash balance 1° jan 10,000

New machinery is to be installed at
repaid by to equal installment in marc

Sales commission at 5% on total sales eac
of following actual sales.

Rs.10,000 being amount of the 2
March share permission in amount
wlth 2nd Ca.l],.

Period of credit allowed by supplier 2 month.
Period of credit allowed by customer 1 month.

Rs. 20,000 on credit to be
h and April
h to be paid a month

nd call may be received in
Rs. 2000 is also obtainable

D :
elay in payment of wages %2 month.
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Marginal Costing and Budgetary control
Marginal Costing o o 2 -

8. Delay in payment of production & selling distl‘ibuﬁo S
month.. |

i llowing information pre ‘
. D Ltd. on the basis of 'fo } Pare
4 budget for D Ltd. For six months from July to Decembei

1)  Credit sales are 70% & cash sales 30% of tota] saleg

2)  50% credit sales are collected in the month afte

: I sales, 4, .
the second month & 10% in third month vy

3) The company has gross profit margin of 25% F

4)  Sales forecaste are as follows : ‘
April’24 Rs. 3,00,000 sept.24 Rs. 2,00,000
May Rs. 3,50,000 oct Rs. 3,00,000
June Rs. 4,00,000 nov Rs. 2, 50,000
July - Rs. 1,50,000 dec Rs. 2,00,000
Aug Rs.2,00,000  jan25  Rs.3,00,009 &

S) Anticipating sales of each month necessary purchases,a;-
made & paid for in the preceding month.

6) Anticipated wages & salaries are as follows :
July Rs.30,000 oct

Rs. 50,000
Aug Rs. 40,000 nov Rs. 40,000
Sept Rs. 50,000 dec Rs. 35,000

7) Interest of 10% on debentures
months as per calander

8) Tax payment of Rs. 50,000 is due in October

9) Machinery of Rs. 45,000
purchased & paid for the O

10) Rent of Rs. 2,000 is payabl
11) Theco. hasa cash balance

Rs. 5,00,000 is due on eirery}E

& Rs. 30,000 are planned to b
ct & Dec respectively.

€ every month. i
of Rs. 1,00,000 on 30-6-2024 whicl
is the minimum desired level of cash . funds can be borrOY{
in multiples of R, 5,000 0n a monthly basis at 12% per annu®

Interest on such borrowing is pPayable in the next per f?“’”
following the borrowing. )

E Ltd. is Proposed to take
The Company plans to raj
and balance funds reqy;

of Rs. 8 lakhs 99, debentures.
Init;

OVer an existing business.
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n
particulars S g

Land & building o
plant & machinery T 14’00’088
Opening stock 8,0’0 O,OO
Motor vehicles & office equipment 5,50:000
| —
ayment on aboveitems are to be made in the month of 1ncorp;tlon

sales during the six month ending on June 30, are estimated as
under :

— Month Sales

- January 18 lakhs

[ February 19 lakhs
March 22 lakhs
April 30 lakhs
May 32 lakhs
June 35 lakhs

Additional Information:

1. Debtors collection period is 3 months.

2. Creditors are paid after 2 months. _
3. Preliminary expenses Rs. 75,000 payable in March.
4

General administration expenses Rs. 65,000 per month payable
monthly. '

Wages & salaries:
0 Rs. 1,00,000 per month for January to March
0 Rs. 1,20,000 thereafter
(Payable in next month)
6. Gross profit ratio expected 22% on sales.
- Equity shares and debentures issued on 1st January.
8
9

[<1]

Stock level is maintained equal to opening stock.
Machinery repairs Rs. 1,50,000 payable i M&Y
Interest on debentures payable in June.
1 ' Di"ibdend received from investmeni':s Rs. .
% Advance tax Rs, 1,00,000 payable it J47

90,000 in April.
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‘I.lil'cd- ~ \_‘“\5‘67
A prepare Cash Budget for six months ending Jun o
£ e
6. Prepare cash budget of F LTD for July D‘«Ccmbe 30, |
- following infor mation frOm th
The estimated sales, EXPENses etc. are as followyg - (Re. [ 0 °
ﬁmnculam June | July Aug Sept %mgl\%
ITSaIes 35 40 40 50 50 “6'0\.6Se\c
ﬁ’urchases 14 16 17 20 20 ?%
f—Wages & \\
salaries 12 14 14 18 18 20 -
Misc. =<
expenses S 6 6 6 7 - i
Interest T T—
received 2 - - 2 - _ 2
Sales of 3
shares - = 20 - _ ) :

1) 20%ofthe sales arereturnd by customers. 2% of gross account
receivables constitute bad bedt losses. 50% of good account:
receivables are collected in the month of sales, & the restm

the next month.

2) The time lag in payment of misc. expenses & purchased is one/|
month. Wages & salaries are paid fortnightly with a time lag of
15days. .

3) The company keeps a minimum cash balance of Rs. 5 1al<hs '
Cash in excess of Rs. 7 lakhs is invested in govt. securitiesin

the multiple of Rs. 1 lakh. Shortfalls in the minimum cash
balance are made good by borrowing from banks. Ignore interest
received & paid. |

7. G Ltd. from the following information , prepare cash budget:
from oct to dec, 2025 '

Month Sales Closing stock | o/h exp. /
August 1,60,000 20,000 24,000 ___—|
Sep 2,00,000 30,000 30,000 ____—1

Oct 2,40,000 | 50,000 40,000 ___—
Nov_ |3,20,000 | 60,000 36,000 __—]
Dec 2,80,000 55,000 40 0/

Jan 3,00,000 | 50,000
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58 AP it o D Wﬁft Accounting

~>~>-"’_""J;:.:1 cash balance was Rs. 1,01,000 e
in 0CL )

< yoods are sold at profit of 33.33% on cost price

2 BT

3)

surchases are made for cash
| 12

cash sales —40%
50% of credit sales are realized in the month of following the

5) sales . 50% in the second month following the sales,

6) Overhead exp. 11.1clu(%e Rs.10,000 as depreciation per month on
fixed assets. It is paid in the same

7) Tax is paid Rs. 20,000 in November.

g Co. keeps minimum cash balance is Rs. 25,000 . cash in
excess of Rs. 65,000 is invested in government Bond in
multiple of Rs. 10,000. Short fall in minimum cash balance
are made good by borrowing from bank.

8. HItd.From the following information prepare cash budget for
January to March, 2025. ~

Months sales salary Misc. Exp.

) (%) )
NOV. 8100,000 1,207000 1,08,000
Dec 8,80,000 1,20,000 1,08,000
Jan 4,80,000 96,000 84,000
Feb 4,00,000 96,000 1,20,000
March 6,00,000 96,000 96,000

1) cash balance at the end of Dec is Rs. 2,40,000.

2) 20% of total sales is cash sales.

3)  Gross profit rate is 25% on sales.

4)  50% of credit sales is received after 1 month, 30%collection is
received after 2 months & 20% is received after 3 months.

) 20% of total purchase is cash purchase & rest is credit
purchase. One month credit is received from suppliers.

6) Lag-time for salary payment is %2 month & for Misc. expenses
it is for 1 month.

7) Rs. 1,60,000 will be received from sale of investment during
January.

PRACTICE EXAMPLES OF FLEXIBLE BUDGET
L. The following are the costs at 10,000 units of production:
:' 143 »

(¥ Scanned with OKEN Scanner



Marginal Costing and Budgetar{; iclr’zirz l;\,w
. G NN A

Prepare flexible budget for 8, 000 units and 12,000m5
cost per unit. 8

Particulars Amou:w:
Raw Materials 50 OO(mj
Wages 30 OOW |
Power 2,500 (m
Repairs 4,000 (75% varyin g
Stores 2,000 (100% Varying ) {
Q.C. charges 1,000 (20% Varying
Depreciation 20,000 (100% ﬁXed)
Administration expenses 10,000 (75% fixe q 3
Selling and distribution expenses | 6,000 (50% m\

2. Find out missing figures: , “;;

Production Capacity | 70% (Rs.) | 80% (Rs.) ‘(ﬁq‘* %
Power ?) 20,000 21,750 ol
Indirect Labour 10,500 (?) 13,500 |
Repairs 1,900 2,000 @
Salaries (?) 10,000 10,000

3. The cost of article at the capacity level of 5000 units is orl\rexij
under A below :

for a variation of 20% in capacity above or below this level, the*
individual expenses vary as indicated under B below :

particulars A B(%)
material cost 25000 100 ( variable) |
labour cost ‘ 15000 100 ( variabl_t“)__"_;
power 1250 80 ( variable) |
repair & maintenance 2000 75 ( \rariz@j’.)..;a
stores 1000 100( variable)
inspection 500 207( Vfl‘_lf}.li@—#
administration overhead S000 25( v ﬂ}ﬁl‘lﬁ‘l—»‘
selling overheads ‘ 3000 S0 ( variablel -
depreciation | 10000 100 QL‘;E»EL/
total 62750
cost pe’r.unit‘ 7 12.85
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The Following Particulars are availapje from

ible budy

Cost and Ma

PN o,

4. ) anufacturing company for level of activity
ma!

nagement Ac

I b, s g

& 6000 unitg.

Counting

iaan W

latns ¥, TR

the records of g

Co%t 60%, » 1 OO‘V()N
ot of direct matrial Rs.9000 | Rs. 15,000
Cost of direct wages 6,000 10,000
[ndirect wages 3,000 5,000
Repair and maintenance 6,500 9,500
Power aﬂd fuel 3;750 5,750
—gr'l't”‘* 12,000 12,000
'E(:;fefciation 10,000 10,000
mance 6,000 6,000
mistrative o/h 10,000 14,000
—é;{l—i;lg o/h 6,000 8,000

Total production at 100% capacity is 5000 units. prepare flexible
pudget at 70% and 90% capacity.

5. Acompany produces a wrist watches. During the year 2Q26, its
' production was 5000 units. The details for the product1on.are
given below: Selling price per watch %s 200. Prepare flexible
budget showing total cost, cost per unit, total profit and prf)ﬁt
per unit when production is expected to be §OOO up1ts.
ParticularsRs.Direct materials 2,50,000(100% variable) D1re§/t
Jabour 2,00,000 (100% variable) Power & Fuel 105,000.(7b51 0
variable) Repairs & Maintenance 25,090 (80@ va}{)lat_oi
Depreciation 1,00,000(100% fixed) Selhpg & dlstr1'tu i
expenses 60,000 (50% fixed) Total Production 5000 units

6. Find out missing figures:

0
Production Capacity 60% (Rs.) | 75% (Rs.) | 90% (Rs.)
Power (?) 24,000 28,500
16,000

| Indirect Labour 11,000 (?) 5

Repairs 2,200 2,800 o

| Salaries (?) 14,000 - (;oo
Supervision 5,500 ?) e
7 ha t 100% capa

are as follows:

. ta
Aarav Ltd, manufactures a single pr oduc
level of 15,000 units. Estimated cost

s at 50% and 70% capacities
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Prepare Fle oS quction.
, - - cost of pro
i B0k AT
iable Expenses: |
I‘\Z?erials 3,00,000 m
Wages 1,80,000 2,52,000
Overheads 1,05,000 1,47,000
Semi-Variable Expenses:
Salaries 3,50,000 3,90,000
Factory expenses 4,80,000 5, 40,000\‘
Fixed Expenses: T
Depreciation 1,00,000 1,00’000\
Advertisement 15,000 1 5’000\

8. A factory produces product “Y” and its installed production
capacity at 100% is 50,000 units per annum. ‘

Estimated cost of production at 50% and 80% capacities are g |

follows:

Flexible Budget at 60% and 90% capacity showing total costand

per unit cost of production.

Particulars At 50% At 80%
Materials 2,50,000 4,00,000

Wages 1,50,000 2,40,000

Direct expenses 1,00,000 1,60,000

Factory overheads 4,20,000 5,10,000 i
Administrative overheads 1,20,000 1,20,000 |
Total Cost 10,40,000 14,30,000 1
Total Units 25,000 units |

Tips for Solving Flexible Budget Examples

1. First identify nature of ajl expenses

v' Variable
v Fixed

v Semi-variable

This is the most impdrtaht step.

40,000 units_|

i
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L, Cost and Management Accounting
per the Golden Rule

2 Remem

W Total Cost Per Unit Cost
W Changes Same
E{g—ﬁ Same Changes
'S’egq—i;ariable Partly changes Partly changes

3. Always find units first
If 100% capacity is given:

Formula:

: Capacity
Units = Maximum Units X ———
Without units, per unit cost cannot be calculated correctly.
4. For Variable Cost use direct proportion
If production increases:
e 20% — variable cost increases 20%

o 50% — variable cost increases 50%
Shortcut:

New Capacity
Old Capacity

New Variable Cost = Old Cost %

5. Fixed Cost never changes
Even if production changes:

* Depreciation

* Insurance

* Office salary
'®main same in total.

6. Separate Semi-variable Expenses carefully

Example:
Electricity Rs. 20,000 (40% fixed)
Then;

* Fixed = 8,000

* Variable = 12,000

0 . .
aly variape portion changes with production.
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7. Use working notes |
Do not calculate directly in table.
Make separate working:

Variable part

®

Fixed part

L]
e Units
¢ Per unit cost

This
8. While calculating cost per unit

reduces mistakes.

Always use:

Formula:

Total Cost
Total Units
9. If selling price is given

First calculate sales.
Formula:

Cost per Unit =

Sales = Units X Selling Price per Unit
Then:

Profit Formula:
Profit = Sales — Total Cost

Tips for Solving Cash Budget Examples
1. Read adjustment cérefully first
Before solving, underline:

¢ Cash sales

¢ Credit sales collection

Creditors payment
Time lag

@

Additional payments /receipts
Most mistakes happen here.

2. Prepare Separate schedules
Always prepare:

v Collection from debtors

v Payment to creditors

and Budgetary conirgy
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/ Wages payment
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Y  makes final cash budget easy.
T theme mber time lag properly
3.

Example:
“DethTS COlleCted after 2 months”

, January sales collected in March
o February sales collected in April

Never take same month collection unless cash sales

. are given.
4, Cash sales come immediately
cash sales are added in same month.

Formula:

Cash Sales = Total Sales X Cash Sales %
5. Credit sales collection

First remove cash sales.

Formula:

Credit Sales = Total Sales — Cash Sales
Then apply collection pattern.
6. Creditors payment trick
If materials are paid after 2 months:
* January purchaée — paid in March
* February purchase —» paid in April
Always shift payment according to lag.
7. Non-cash expenses are ignored
* Do NOT include:
Depreciation
Goodwill written off

Provision expenses
Because g cas

h payment occurs.
8.1f lag is 1

_ 72 months (1.5 months)
hig Means:
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« Hall payment in next month \\\5\&1
. Remaining hall payment in following mopy, 4
Example:

We oes for January = RS, I0,00()‘
Lag = 1% months
Then payment:
e February 1 Rs. 5,000
e March 'l Rs. 5,000
9. If lag is ¥« month
Y4 month means one week delay approximately.,

In practical cash budget problems: 1
75%(3/4) payment in same month ::

25% (1/4) payment in next month
Example: %‘
Wages = Rs. 20,000 }?
Lag = % month E
Then: |
e Same month payment = Rs. 15,000 ' lﬁ

¢ Next month payment = Rs. 5,000
10. Shortcut for Fractional Month Lag ]
Lag Meaning B ]

/2 month 50%(1/2) same month + 50% (1/2) next monﬂ_\f
/+ month 75% (3/4) same month + 25% (1/4) ne@_g}_@‘_‘ﬁ
% month 25% (1/4) same month + 75% (3/4) llw
1% month 50% next month + 50% second mont‘M

QUESTION BANK

Short Questibns

% 1

What is Marginal Costing?
Define Break-Even Point (BEP). |
What is Contribution in marginal costing? E
State any two assumptions of Marginal Costing. :
What is P/V Ratiop i ay ALY e

OV QP ol OB [ e

- Deﬁne Margin of Safety (MOS).
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What 1S Budgetary Control?

Define Cash Budget.

What is Flexible Budget?
10 State any two advantages of Budgetary Control.
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Long Questions
Explain the meaning and importance of Marginal Costing.

b1

9. Differentiate between Marginal Costing and Absorption Costing.
% 3 Explain the concept of Break-Even Analysis.

4. Explain the importance of Budgetary Control.

E, 5 Explain the advantages of Break-Even Analysis.

6 Explain the concept and advantages of Flexible Budget.

; 7. Explain the meaning and objectives of Cash Budget

® B K
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