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= 1/5 or 20% of sales value = % 28,000 (at highest volume)
Fixed Cost ¥ 72,000 — % 28,000 i.e., (20% of ¥ 1,40,000) = % 44,000.
Alternatively, ¥ 60,000 — ¥ 16,000 (20% of ¥ 80,000) = ¥ 44,000.
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Suppose last month the total semi-variable expenses amounted to % 3,000.

If the degree of variability is assumed to be 70%, then variable cost = 70%
of ¥ 3,000 =% 2,100.

Fixed cost = ¥ 3,000 - ¥ 2,100 = ¥ 900.

Now in the future months, the fixed cost will remain constant, but the
variable cost will vary according to the change in production volume.

Thus, if in the next month production increases by 50%, the total semi-
variable expenses will be:

Fixed cost of ¥ 900, plus variable cost viz., ¥ 3,150 i.e., % 2,100 (V.C.) plus
50% increase of V.C. i.e., ¥ 1,050) =, ¥ 4,050.
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Diagram: Material Procurement Procedure

[The name of the departments and documents shown in the diagram are for illustrative purpose only]
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Recerere

Discounts and Subsidy

(i) Trade Trade discount is deducted from the purchase
Discount price if it is not shown as deduction in the invoice.

(ii) Quantity Like trade discount quantity discount is also shown
Discount as deduction from the invoice. It is deducted from

the purchase price if not shown as deduction.

(iii) Cash Discount | Cash discount is not deducted from the purchase
price. It is treated as interest and finance item. It is
ignored.

(iv) Subsidy/ Any subsidy/ grant/ incentive received from the
Grant/ Government or from other sources deducted from
Incentives the cost of purchase.

Duties and Taxes

(v) Road Tax/ Toll | Road tax/ Toll tax, if paid by the buyer, is included
Tax with the cost of purchase.

(vi) Goods and | Goods and Service Tax (GST) is paid on supply of
Service Tax | goods and provision of services and collected from
(GST) the buyers. It is excluded from the cost of

purchase if credit for the same is available. Unless
mentioned specifically it should not form part of
cost of purchase.

(vii) | Custom Duty Custom duty is paid on import of goods from
outside India. It is added with the purchase cost.

Penalty and Charges

(viii) | Demurrage Demurrage is a penalty imposed by the transporter
for delay in uploading or offloading of materials. It
is an abnormal cost and net included with cost of
purchase

(ix) Detention Detention charges/  fines imposed for
charges/ Fine non-compliance of rule or law by any statutory

authority. It is an abnormal cost and not included
with cost of purchase

(x) Penalty Penalty of any type is not included with the cost of
purchase

Other expenditures

(xi) Insurance Insurance charges are paid for protecting goods
charges during transit. It is added with the cost of purchase.

(xii) | Commission or | Commission or brokerage paid is added with the
brokerage paid. | cost of purchase.

(xiii) | Freight inwards | [t is added with the cost of purchase as it is directly

attributable to procurement of material.

Pksirclasses
9246946444
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Lust of | Treatment of cost of containers are as follows:

containers *« Non-returnable containers: The cost of
containers is added with the cost of purchase
of materials.

« Returnable Containers: If the containers are
returned and their costs are refunded, then
cost of containers should not be considered in
the cost of purchase.

e |If the amount of refund on returning the
container is less than the amount paid, then,
only the short fall is added with the cost of
purchase.

(xv) |Shortage Shortage in materials is treated as follows:
Shortage due to normal reasons: Good units
absorb the cost of shortage due to normal reasons.
Losses due to breaking of bulk, evaporation, or due
to any unavoidable conditions etc. are the reasons
of normal loss.

Shortage due to abnormal reasons: Shortage
arises due to abnormal reasons such as material
mishandling, pilferage, or due to any avoidable
reasons are not absorbed by the good units. Losses
due to abnormal reasons are debited to costing
profit and loss account.
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Clma —p Control as “The function of ensuring that sufficient goods are retained in stock to
meet all requirements without carrying unnecessarily large stocks.”

To b it gm{;h - [)‘-ubu? botonce  bekuwsan Sffroent  Slod- &
over  &loce
s Sl — @ ot (O
ovr S — Mg (K
Inventory Control
1
[ I I |
By Setting On the basis of ; :
Quantitative Relative il Ra!tno Physical Control
Levels Classification Laliare
Pksirclasses
9246946444
Caprasannakumar

Pksir9059109990

CA Prasanna Kumar (PK sir) Page No | 27



W W\ costing Power Notes [ (P SIRFN

@ 6.1 Inventory Control- By Setting Quantitative Levels

Re-order Stock Level *When to Order

Re-order Quantity/ EOQ *How Much to Order

>

Maximum Stock Level *Upto How much to stock

=

Minimum Stock Level «Atleast How much to stock

Average Stock Level «Stock normally kept

>

Danger Stock Level +Kept for emergency requirement

s

Buffer Stock *To meet sudden demand

VYV

@ Re-odor e (eou)
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Re-order Stock Level (ROL): This level lies between minimum and the
maximum levels in such a way that before the material ordered is received
into the stores, there is sufficient quantity in hand to cover both normal and
abnormal consumption situations. In other words, it is the level at which
fresh order should be placed for replenishment of stock.
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(i)  Ordering cost per order and carrying cost per unit per annum are
known and they are fixed.

(i)  Anticipated usage of material in units is known.
(iii) Cost per unit of the material is constant and is known as well.

(iv) The quantity of material ordered is received immediately i.e. the lead
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JIT is based on two principles
(i)  Produce goods only when it is required and

(ii)  the products should be delivered to customers at the time only when they want.
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@ 6.4 Inventory Control- On the basis of Relative
Classification

ABC Analysis +On the basis of value and frequency of inventory
Fast, Slow and Non Moving (FSN) +On the basis of inventory turnover

Vital, Essential and Desirable (VED) *On the basis of importance of inventory

High, Medium and Low (HML) +On the basis of price of an item of inventory

(D) ABL Anacves
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The price of the materials to be returned to the vendor should include its invoice
price plus freight, receiving and handling charges etc. Strictly speaking, the
materials returned to the vendor should be returned at the stores ledger price and
not at invoice price. But in practice, only invoice price is considered and the gap
between the invoice price and stores ledger price is charged as overhead. In stores
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¥ The aim should be to keep the wages per unit of output as low as possible.

Department Functions

1. Personnel Department | (i) On receipt of employee requisition from the
various departments it searches for the
required skills and qualification.

(i) It ensures that the persons recruited possess
the requisite qualification and skills required
for the job.

(iii) Arranges proper training for the newly
recruited employees and workshops for
existing employees.

(iv) Maintains all personal and job related
records of the employees.

(v) Evaluation of performance from time to time

Pksirclasses
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2. Engineering and Work | (i) Prepares plans and specifications for each
Study Department job.

(ii) Providing training and guidance to the
employees.

(iii) Supervises production activities.

(iv) Conducts time and motion studies.

(v) Undertakes job analysis.

(vi) Conducts job evaluation.
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3. Time-keeping (i) Concerned with the maintenance of
Department attendance records i.e. time keeping and
(i) Time spent by an employee on various jobs
i.e. time booking etc.

4. Payroll Department (i) The preparation of payroll of the employees.

(i) It disburses salary and wage payments.

5. Cost Accounting (i) Accumulation and classification of employee
Department costs.
(i) Analysis and allocation of costs to various
cost centres or cost objects
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Causes of Overtime and Treatment of Overtime premium in cost accounting

Causes Treatment

(1) The customer may agree to | (1) If overtime is resorted to at the

bear the entire charge of desire of the customer, then
overtime because urgency of overtime  premium may be

work. charged to the job directly.
(2) Overtime may be called for to | (2) If overtime is required to cope
—=" make up any shortfall in with general production
production due to some programmes or for meeting
unexpected development. urgent orders, the overtime

- premium should be treated as
J“"'ﬂo‘» overhead cost of the particular
department or cost centre which
works overtime.

(3) Overtime work may be|((3) If overtime is worked in a

necessary to make up a department due to the fault of
shortfall in production due to another department, the overtime
some fault of management. premium should be charged to the

latter department.

(4) Overtime work may be resorted | (4) Overtime worked on account of

to, to secure an out-turn in abnormal conditions such as
excess of the normal output to flood, earthquake etc., should not
take  advantage of an be charged to cost, but to Costing
expanding market or of rising Profit and Loss Account.

demand

¥ Tw® ®,0 - 3N - 32w
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Erplied i I ©® + @

X CALCULATE the earnings of a worker under Halsey System. The relevant data is as
below:
Time Rate (per hour) 760
Time allowed 8 hours
Time taken 6 hours
Time saved 2 hours
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ﬂ §alary paid to permanent ‘651 Indirect materials, Electricity cost,
employees, Power andfuel, water cost,
Depreciation of building lubricants, telephone and internet
and plant and equipment, tools and spares etc. expenses etc.
Interest on capital,
Insurance.
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Stores used for

intaini Rates & taxes,
mamtal.mr?g ma'chmes Salary paid to foreman -
and buildings (lubricants, and supervisor. e
cotton waste, bricks etc.) depreciation,

Salary paid to

A advertisament expenses
administration staff etc.

Stores used by service

departments like power etc.
house, boiler house,
canteen etc.
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One method is to work out pre-determined rates for absorbing overheads.
These rates are worked out before an accounting period begins by estimating the
amount of overheads and the level of activity in the ensuing period. Thus, as soon
as the prime cost of a product or a job is available, the various overheads are
charged by these rates. Of course, this implies that the overheads are charged on
an estimated basis. Later, when the actual overheads are known, the difference
between the overheads charged to the products and actual overheads is worked
out and adjusted.
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Overhead Cost Bases of Apportionment ( Buw’("f Yll
e (i) Rent and other building | Floor area, or volume of department
expenses
(i) Lighting and heating
(conditioning)
(iii)  Fire precaution service
(iv)  Air- conditioning
2 (i) Perquisites Number of workers
(i)  Labour welfare expenses
(iii)  Time keeping
(iv) Personnel office
(v)  Supervision
3. (i) Compensation to workers | Direct wages
(i) Holiday pay
(iii)  ESI and PF contribution
(iv) Perquisites
4.  General overhead Direct labour hour, or Direct wages, or
Machine hours.
5. ()  Depreciation of plant and | Capital values
machinery
(i)  Repairs and maintenance
of plant and machinery
(iii)  Insurance of stock
6. (i) Power/steam Technical estimates
consumption
(i)  Internal transport
(i) Managerial salaries
7. Lighting expenses (light) No. of light points, or Area or Metered
units
8. Electric power (machine | Horse power of machines, or Number
operation) of machine hour, or value of machines
or units consumed.
9. (i)  Material handling Weight of materials, or volume of
(i)  Stores overhead materials, or value of materials or unit
of materials.
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}

Cost of the Service Departments: Basis

1. Maintenance and Repair shop Direct labour hours, Machine hours,

2 Planning and progress Direct labour wages, Asset value x
Hours worked

3.  Tool room

4. Canteen and Welfare No of direct workers

5.  Hospital and Dispensary No. of employees etc.

6. Personnel Department

7.  Time-keeping No. of card punched, No. of employees

8.  Computer Section Computer hours, Specific allocation to

departments

9. Power House (electric lighting | Floor area, Cubic content, No. of
cost) electric Points, Wattage.

10. Power House (electric power cost) | Horse power, Kwh, Horse power x
Machine hours, Kwh x Machine hours

11.  Stores Department No. of requisitions, Weight or value of
Materials issued.

12.  Transport Department Crane hours, Truck hours, Truck
mileage, Truck tonnage, Truck ton-
hours, Tonnage handled. No. of
packages of Standard size

13.  Fire Protection Capital values
14. Inspection Inspection hours
Notes:

(1) Repairs included in repairs shop cost, building maintenance cost included in
maintenance shop cost etc. should be apportioned on the basis of capital values.

(2) Economy, practicability, equitability and reliability are the matters of
consideration for selection of the base.
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method
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# | Reciprocal Service Method ¥

Simultaneous Trial and Error Repeated
Equation Method Method Distribution Method
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Synopsis of Allocations, Apportionment, Re-apportionment and Absorption

Expenses related to Expenses related to All Departments
Departments-A
Department-A Department-B Department-C Service Service
Department-| Department-
1 2
Allocated Allocated Allocated Allocated Allocated
Overheads Overheads Overheads Overheads | Overheads
- + + + +
Apportioned Apportioned Apportioned | Apportioned | Apportioned
Overheads Overheads Overheads Overheads | Overheads
(and re- (and re-
apportioned)|apportioned)
% + + Total Total
Overheads | Overheads
|
l A 4 v
Re-apportioned Re-apportioned Re-apportioned
Overheads Overheads Overheads
Total Overheads | Total Overheads Total Overheads
Unit|Unit|Unit{Unit| Unit| Unit|Unit|Unit | Unit|Unit| Unit|Unit
10123 |4 1 2|13|4|1]2]|]3]4
Pksirclasses

9246946444
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Suppose for a given period, actual figures are estimated as follows:

3
Direct materials 2,00,000
Direct labour 1,00,000
Factory overheads 90,000
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The steps involved in determining of Machine hour rate are as follows:

Step1: Calculate total of overheads apportioned to a production department (as
discussed earlier in this chapter)

Step 2: Apportion further these overheads to machines or group of machines in
the department.

Step 3: Allocate machine specific costs (directly identifiable with the machine)

Step 4: Estimate tofal productive hours ZOr the machine

Step 5: Aggregate overheads as apportioned in step-2 and allocated in step-3
and divide it by Estimated total productive hours

Step 6: The resultant figure is machine hour rate
‘ll
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Is there any
under/over absorption
of overheads?

Amount of under/ove,
absorption is small (Y

Pksirclasses Costing
9246946444 P&L A/c
Due to wrong
estimation and
abnormal reasons
Calculate Supplementary Rate and Charge to Cost of
Sales A/c. Finished Goods A/c and W-I-P A/c.
J o Uulm' over obdbed oH
.ﬁopMa 'Y/ =
u,a\' sty pvod»mJ .
The accounting is done as follows:
In case of Under-absorption:
Accounts Dr/Cr | Calculation of amount
1. | Stock of Finished goods A/c Debit | Units of Finished stock x

Supplementary rate per unit
2. | Stock of Semi-finished goods | Debit | Equivalent completed units x
(WIP) A/c Supplementary rate per unit

3. | Cost of Sales A/c Debit | Units sold x Supplementary
rate per unit

In case of Over-absorption:

Accounts Dr/Cr | Calculation of amount

1. | Stock of Finished goods A/c Credit | Units of Finished stock x
Supplementary rate per unit

2. | Stock of Semi-finished goods | Credit | Equivalent completed units x
(WIP) A/c Supplementary rate per unit

3. | Cost of Sales A/c Credit | Units sold x Supplementary
rate per unit
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Expenses Basis
Salaries in the Sales Department | Estimated time devoted to the sale of
and of the sales men. various products.
Advertisement Actual amount incurred for each product

since these days it is usual to advertise
each product separately; common
expenses, such as in an exhibition,
should be apportioned on the basis of
advertisement expenditure on each
product.

Show Room expenses Average space occupied by each
product.

Rent of finished goods godowns | Average quantities delivered during a
and Expenses on own delivery | period.
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| D of AsC o >

\ -
ABC is a technique which involves identification of cost with each cos

driving activity and making it as the basis for apportionment of costs over
different cost objects/ jobs/ products/customers or services.

Sone TMP TEeme In  ABC

(i) Activity: Activity, here, refers to an event that incurs cost.

e
5

(ii) Cost Object: It is an item for which cost measurement is re
product or a customer. \{00 (RN b‘: b\M C:S\f >/

(iii) Cost Driver: It is a factor that causes a change in the cost of an activity.
There are two categories of cost driver.

. Resource Cost Driver: It is a measure of the quantity of resources
consumed by an activity. It is used to assign the cost of a resource to an
activity or cost pool.

. Activity Cost Driver: It is a measure of the frequency and intensity of
demand, placed on activities by cost objects. It is used to assign activity
costs to cost objects.

iv) ~Cost Pool: It represents a group of various individual cost items. It consists
of costs that have same cause and effect relationship. Example machine
set-up.

&

Examples of Cost Drivers:

Pksirclasses
9246946444

Business Functions

Cost Driver

Research and Development

Number of research projects

Personnel hours on a project

Design of products, services
and procedures

Number of products in design
Number of parts per product

Number of engineering hours

Customer Service

Number of service calls

Number of products serviced

Hours spent on servicing products
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viarketing e Number of advertisements
e Number of sales personnel
e Sales revenue

Distribution e Number of units distributed
e Number of customers

Cost Allocation under Traditional and Activity Based Costing system

Product/

Cost Ascertainment -Crr;scting of Service
\A Indirect Cost >
Cost
Allocation
Pksirclasses
9246946444
' l
WB\O‘.’M Tradmonal Costing ‘ ‘ Activity based Costing ‘
gu&t\"' l
Based on Machine
hours, labour Hours, Based on Cost Driver
Volume etc.
\_/—\/_ ___—
. 01(..;.4-1 .
w‘_ \'—"9"" %L
ib | 2
. . cie
Overhead fl Linked through Linked through | Cost b
Activities :
Cost W Resource Cost o Activity Cost | ObJects
Drivers I Drivers
Wiy | L% m.,w
Cost allocation under ABC '@ \,A_w.,
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W
Let us take a small example to understand the stepﬁiated above: Lot g Qo

Assume that a company makes mdget% %oghe management deades toinstall an 4% -
ABC system. The management decides that all overhead costs will have only three

cost drivers viz. direct labour hours, machine hours and number of purchase

orders. The general ledger of the company shows the following overhead costs —

General Ledger ®)
Perquisite taxes 1,000
Machine maintenance 500
Purchasing Dept. labour 4,000
Fringe benefits 2,000
Purchasing Dept. Supplies 250
Equipment depreciation 750
Electricity 1,250
Employees’ group insurance 1,500
Total 11,250
So, which overheads do you think are driven by direct labour hours?
. Tolet T fad
The answer is CN"’IMP = ~ _
Perquisite taxes % 1,000 NVDrof Loapeelesa
Fringe benefits ¥ 2,000 00)
Employees’ group insurance % 1,500 ¢DR = Co:‘:
Total % 4,500 4

Similarly, overheads driven by machine hours include Machine maintenance,
depreciation and electricity, totaling and finally overheads driven by
number of purchase orders include purchasing department labour and purchasing
department supplies, totaling % 4,250.

Now, overhead rate is calculated by the formula
Total cost in the activity pool + Base,

Pksirclasses  hase being the total number of labour hours, machine hours and total number of
9246946444 . .
purchase orders in the given case.

Assume that the total number of labour hours be 1,000 hours, machine hours be Q
250 hours and total purchase orders be 100 orders. &rll/’w )

So, Cost driver rate would be X u Q )

ost Driver Rate> ® > wp_' %D

KQ"Z | £4,500/ 1,000/')CD9’ % 4.50 per labour hour — | ! qu}@')

— Cﬂq

tﬁ \ L/@ 250 9 s, % 10 per machine hour __—+—) oo ."— @
o0 =

MQ @@ % 42.50 per purchase order -9 c.OIL ?

=
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Now, let's allocate the overheads between two widgets A and B the details of
which are given below:

Particulars Widget A Widget B
Labour hours 400 600
Machine Hours 100 150
Purchase Orders 50 50

So, total overhead costs applied t@A (400 x ¥ 4.50) + (100 x ¥ 10) + (50

x T 42.50) = T 4,925
—_—

And total overheads applied to widget B = (600 x ¥ 4.50) + (150 x ¥ 10) + (50 x
342.50) =%6,325

So total overheads = ¥4,925 + ¥ 6,325 =¥ 11,250.

Generally, in the traditional costing method, overheads are applied on the basis
of direct labour hours (total 1,000 labour hours in the given case). So, in that case
the overhead absorption rate would be — ¥ 11,250/1000 = % 11.25 per hour and
the total overheads applied to Widget A would have been = 400 x 11.25 =
% 4,500 and to Widget B = 600 x ¥ 11.25 = ¥ 6,750.

Hence Widget A would have been under-valued and Widget B over-valued by

7 425. tsds~ (544 Ous~ (o

Pksirclasses

Examples of Cost Drivers 9246346444

Some of the examples of cost drivers for different activity pools in a production
department are stated below:

Activity Cost Pools Related Cost Drivers
Ordering and Receiving Materials cost Number of purchase orders
Setting up machines costs Number of set-ups
Machining costs Machine hours

Assembling costs Number of parts

Inspecting and testing costs Number of tests

Painting costs Number of parts
Supervising Costs Direct labour hours

Pksirclasses
9246946444
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Overhead Cost
(Capacity Cost)

Cost Pool-1 Cost Pool-2

T 3
Cost Pool-3 Cost Pool-n
Pt A

Hierarchy of
Activities

Unit Level ’ ‘ Batch Level}

Product Level

Facility Level

’ Identification of Cost Drivers for each level ‘

&

Calculation of Driver Rate for each cost pool at each level
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Ackuly Boud  Budydiy (ARB)

Activity based budgeting analyse the resource input or cost for each activity.

% the objectives of continuous improvement. It means planning and controlling the
expected activities of the organization to derive a cost-effective budget that meet
forecast workload and agreed strategic goals. ABB is the reversing of the ABC
process to produce financial plans and budgets. %~
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Rlovent 4 Twdwert  (slg bﬁ DecSion M&b‘a

Cost

Relevance

Reason

(0]

Historical
Cost

Irrelevant

The cost has already been incurred and do
not affect the decision. Example: Book value
of machinery etc.

(i)

Sunk Cost

Irrelevant

The cost which are already paid either for
goods or services availed or to be availed.
Example: Raw material purchased and held
in store without having replacement cost,
Cost of drawing, blueprint etc.

(iii

=

Committed
Cost

Irrelevant

The committed costs are the pre-agreed
cost which cannot be revoked under the
normal circumstances. This is also a sunk
cost. Examples: Cost of materials as per rate
agreement, Salary cost to employees etc.

(iv)

Opportunity
Cost

Relevant

The opportunity cost is represented by the
forgone potential benefit from the best
rejected course of action. Had the option
under consideration not chosen, the benefit
would come to the organisation.

(v)

Notional or
Imputed Cost

Relevant

Notional costs are relevant for the decision
making only if company is actually forgoing
benefits by employing its resources to
alternative course of action. For example,
notional interest on internally generated

fund is treated as relevant notional cost only
if company could earn interest from it.

(vi)

Shut-down
Cost

Relevant

When an organization suspends its
manufacturing operations, certain fixed
expenses can be avoided and certain extra
fixed expenses may be incurred depending
upon the nature of the industry. By closing
down the manufacturing, the organization
will save variable cost of production as well
as some discretionary fixed costs. This
particular discretionary cost is known as
shut-down cost.

ELL @/@,@ [@
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Income Statement (Absorption costing)

(9
Sales XXXXX
Production Costs:
Direct material consumed XXXXX
Direct labour cost XXXXX
Variable manufacturing overhead XXXXX
Fixed manufacturing overhead XXXXX
TolBd Cost of Production ob» Joods (PNd,u.au{ N Cawent —@)
Add: Opening stock of finished goods P’wd XXXXX
(Value at cost of previous period’s production)
XXXXX
Less: Closing stock of finished goods XXXXX
(Value at production cost of current period)
Cost of Goods Sold XXXXX
Add: (or less) Under (or over) absorption of fixed
Manufacturing overhead XXXXX
Add: Administration costs XXXXX
Selling and distribution costs XXXXX XXXXX
Total Cost XXXXX
Profit (Sales — Total cost) XXXXX

Pksirclasses
9246946444
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Income Statement (Marginal costing)

(9

Sales XXXXX
Variable manufacturing costs:

— Direct material consumed XXXXX

— Direct labour XXXXX

— Variable manufacturing overhead XXXXX

Cost of Goods Produced XXXXX
Add: Opening stock of finished goods XXXXX

(Value at cost of previous period)
Less: Closing stock of finished goods (Value at current variable

cost)

Cost of Goods Sold XXXXX
Add: Variable administration, selling and dist. overhead XXXXX

Total Variable Cost XXXXX
Add: Selling and distribution costs

Contribution (Sales — Total variable costs) XXXXX
Less: Fixed costs (Production, admin., selling and dist.) XXXXX

Net Profit XXXXX
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CoeT OF Propuc Tion)

Prime Cost XXX
Add : Factory Overheads XXX
(@Works Costs / [CMJ»] (st / Mosf- G+ XXXX
Td'a:/Opening stock of Work-in-process XXX
Less: Closing stock of Work-in-process (xxx)
X Bact Works Cost
\NUp Bactory or Works Costs XXXX
A Add: Quality Control Cost XXX
Add: Research & Development cost (Process related) XXX
(» Add: Administrative Overheads related with production XXX
Less: Credit for recoveries (miscellaneous income) (xxx)
Add: Packing Cost (Primary packing) XXX
Cost of Production XXXX
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Cost of Production XXX
Add: Cost of Opening stock of finished goods XXX
(o5t o 9ordy Oves late el Tk
Less: Cost of Closing stock of finished goods (xxx)
Cost of Goods Sold XXXX
Cost of Goods Sold XXX
Add: Administrative Overheads (General) XXX
Add: Selling Overheads XXX
Add: Packing Cost (secondary) XXX
Add: Distribution Overheads XXX
Cost of Sales XXXX

CosT CHEET

Specimen Format of Cost Sheet for a Manufacturing entity

Particulars Total Cost per
Cost (%) | unit })
1. | Direct materials consumed:
Opening Stock of Raw Material XXX
Add: Additions/ Purchases XXX
Less: Closing stock of Raw Material XXX
IZH COMUN‘—" XXX
2. Direct employee (labour) cost XXX
3. | Direct expenses XXX
4. Prime Cost (1+2+3) XXX
5. | Add: Works/ Factory Overheads XXX
6. Gross Works Cost (4+5) XXX
7. | Add: Opening Work in Process XXX
8. Less: Closing Work in Process (xxx)
9. (‘““Works/ Factory Cost (6+7-8) XXX
10. | Add: Quality Control Cost XXX
11. | Add: Research and Development Cost XXX
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Add: Administrative Overheads (relating to
production activity)
13. | Less: Credit for Recoveries/Scrap/By-Products/ (xxx)
misc. income
14. | Add: Packing cost (primary) XXX
15. | Cost of Production (9+10+11+12-13+14) XXX
16. | Add: Opening stock of finished goods XXX
17. | Less: Closing stock of finished goods (xxx)
18. | Cost of Goods Sold (15+16-17) XXX
19. | Add: Administrative Overheads (General) XXX
20. | Add: Marketing Overheads :
Selling Overheads XXX
Distribution Overheads XXX
21. | Cost of Sales (18+19+20) XXX

Cost sheet/statement for services is also prepared but the format and
presentation may differ as per the information requirement. Format and
presentation has been discussed in “Service Costing” chapter.
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CHaprE? =t>| CosT PloonTing  SYSTEMS
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Where cost and financial accounting records are incegrated,
the system so evolved is known 3s integrated or integral accounting system. In
case cost and financial transactions are kept separately, the system is called
Non-Integrated Accounting system or Cost Control System.
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Note: Sometimes, Overhead Adjustment Account is dispensed with and
under/over absorbed overheads is directly transferred to Costing Profit & Loss
Account om the respective overhead accounts.

Zummeat y
Materials Control A/c
Production Overhead
Weages Control A/c Control Al
4
_ | Work in Progress | _
Control A/c i
Administration Finished Goods
Overhead Control A/c Control A/c d
©)
Cost od old
Contri
[ 3| CostofSales Selling & Distribution
Control A/c Overhead Control A/c
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u Meaning

Costing Procedure

= Normal

Treatment of
Process loss/ gain

= Abnormal

Process Costing
Methods

Valuation of WIP =

Process & Operation Costing
|

Equivalent Units

— Inter-process Profit

—| Operation Costing
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Process Costing is a method of costing used in industries where the material A
has to pass through two or more processes for being converted into a final (Pred -

A
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¥ The Cost of each process comprises the cost of:
6"‘” (i) Materials (ify Employee Cost (Labour)
W (iid)  Direct expenses, and (iv) Overheads of production.
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?}6 (i) Joint Products - Joint products represent “two or more products
separated in the course of the same processing operation usually requiring
further processing, each product being in such proportion that no single
product can be designated as a major product”.
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incidentally from the material used in the manufacture of main or desired
products, such a by-product having either a net realisable value or a usable
value which is relatively insignificant in comparison with the saleable value
of the main or desired products. By-product may be further processed to
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¥ Split of Point - this is a point in a production process where joint products
emerging from the process gets separately identifiable.

Split of Point has its importance in the joint product costing as joint cost
incurred up to this point only and needs to be borne jointly by the products
emerging from the common process.

Any cost incurred after Split of Point is a product specific cost and to be
borne by the product concerned. %

Apptonat  of  Jont Gl

Joint costs are the expenditures incurredvupto the point of separation i.e.
split-off pointJoint Cost is the resources spent by a manufacturer\producer
for producing more than one product from processing a common input.
These costs include raw material, labour, power, fuel, depreciation and
overhead costs towards the production of the joint products.
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Example -1: An entity incurs a joint cost of ¥ 64,500 in producing two products
A (200 units) and B (200 units) and earns a sales revenue of ¥ 86,000 by selling
@3 170 per unit of product A and product B @ % 260 per unit. Further processing
costs for products A and B are ¥ 4,000 and % 32,000 respectively the Joint cost
can be apportioned to products A and B as follows:

Product- A Product- B
Amount (%) Amount (%)
Sales Value 34,000 52,000
(170 x 200 units) (X260 x 200 units)
Less: Post split-off cost (4,000) (32,000)
(Further processing cost)
Net Realisable Value 30,000 20,000
Apportionment of Joint Cost 38,700 25,800
of 364,500 in ratio of 3:2
® Mottt ke ob UE it of  Spaelin  —

‘)‘6 Oppdhomwent—
of Jc

X Mdbplpeg o =

x loo
%Ia v

Example — 2: An entity incurs a joint cost of ¥ 64,500 in producing two products
A (200 units) and B (200 units) and earns a sales revenue of ¥ 86,000 by selling
@ % 170 per unit of product A and product B @ % 260 per unit.

The multiplying factor in this case is obtained by dividing the total joint cost by
total sales revenue and finally multiplying the figure so obtained by 100. The
multiplying factor based on the data can be computed as follows:
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¥ 64,500 % 100 - 759

Multiplying Factor: ———
Pying % 86,000

Joint cost apportioned over product A = Sales revenue of product A x 75%
=3 34,000 x 75% = % 25,500

Joint cost apportioned over product B = Sales revenue of product B x 75%
=3 52,000 x 75% = ¥ 39,000

Alternatively - This joint cost may be apportioned in the ratio of sales values of
different joint products.

@ Moagst Vodra O.Hﬁ— b-md’ku pVOU-LL'- "ﬂ — Pksirclasses

9246946444

Example - 3: Suppose that in the example — 2 given above, if sales prices of
products A and B after further processing are ¥ 200 and % 300 respectively the
joint cost apportioned over Products A and B is as follows:

The (pre-separation costs of ¥ 64,500 will be apportioned in the ratio of (2: 3) as
o=
follows: jo‘wk (s

Market sales value after further processing

(%)
A : 200 units x ¥ 200 = 40,000
B : 200 units x T 300 - 60,000
1,00,000
Joint cost apportionment:
A = T AL - 725,800
21,00,000
B = 764500 x 020000 - 738,700
%1,00,000

X The use of this method is‘unfair where further processing costs after the
point of separation are disproportionate or when all the joint products are
not subjected to further processing. The net realisable value method which is
discussed as above overcomes the shortcoming of this method.

O  Anop wit Gr b @'y«t(&k)

Tolel (e Gt tp G Spodin  pout

Ava ut G o
Toldl  twb of  Joit  (wduct  Produced.
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This is a simple method. The effect of application of this method is that all joint
products ‘will have uniform cost per unit. If this method is used as the basis
for price fixation, then all the products may have more or less the same price.
Under this method customers of high quality items are benefitted as they have
to pay less price on their purchase.

[Note: Students may note that the physical unit method also follows the same
steps of calculation as followed under Average unit cost method, ultimately
giving the same outcome.] Clpl)

¥y L @ Soluod

© Cuwhddn  homia  kelisd f—CMevaawl (st wdﬁfl)
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Summary of different types of method of apportioning joint costs that can
be used under certain circumstances:

hen sale price of all the products is uniform.

SQale

hen the realisable value of joint products at split-off is not known.

hen the result obtained by Net Realisable Value (NRV) at Split-off
Point Method does not match with the resources consumed by joint
products.

here further processing costs are incurred disproportionately.

here further processing costs after the point of separation are
proportionate and all the joint products are subject to further
processing.

When units produced have same).f-:n('flfr ’Vﬂl”"[bmh'f dluned ‘-Ww\“d:t )

* @, © Sed loe.
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Suppose in a large automobile plant, a blast furnace not only produces the steel
required for the car bodies but also produces gas which is utilised in the factory.
This gas can be valued at the price which would have been paid to a gas
company if the factory were to buy it from outside sources.
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SEryee  CosTing (°P"‘*bﬁ Csvhwa)
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5
%‘l‘” A
—I Application of Service Costing I

—I Service Costing vs Product Costing |

Composite Unit

-I Methods of Ascertaining Service cost unit

Equivalent Unit

-| Service Cost Statement I

Costing of Services:
Service Costing i)Transport

ii) Hotels & Lodges

iii) Hospitals

iv) IT & ITES

] v) Toll Roads

vi) Educational Institutes

vii) Insurance
viii) Financial Institutes

ix) Others
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SU\nu, (4 it

Service industry Unit of cost (examples)
Transport Services Passenger- km., (In public transportation)
Quintal- km., or Tonne- km. (In goods carriage)
Electricity Supply service Kilowatt- hour (kWh)
Hospital Patient per day, room per day or per bed, per opera-
tion etc.
Canteen Per item, per meal etc.
Cinema Per ticket.
Hotels Guest Days or Room Days
Bank or Financial | Per transaction, per services (e.g. per letter of credit,
Institutions per application, per project etc.)
Educational Institutes Per course, per student, per batch, per lecture etc.
IT & ITES Cost per project, per module etc.
Insurance Per policy, Per claim, Per TPA etc.
kez

J
Quadbole ¢ Quabbolie  fademw et & OKU febuanc

Oh- on 6"’2 Pksirclasses
\L 9246946444
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Industry KPI Meaning

Number of Shipments, | This logistics metric monitors the
number of orders that are shipped out
of the warehouse.

Truck Turnaround Rate | The time from when a delivery truck

. (Truck Turning), enters the warehouse to collect or
Transportation . L
deliver products to when it exits the
facility.
Lead Time (Order Cycle | The amount of time in between order
Time) placement by customer and receipt of
order.
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On-Time and In-Full | The number of orders delivered

(OTIF) according to the schedule and quantity
specified.

Cost per Occupied | The average cost per occupied room.

Room (CPOR)

R

Hotel Industry

“Becupancy Rate

The ratio of rented or used rooms to
the total amount of available rooms.

Revenue per available
room (RevPAR)

The average revenue per available
room days.

Bed Occupancy Rate

The proportion of hospital beds in use
at any one time.

Hospitals/
Health care
Industry

Staff-To-Patient Ratio

The number of staff resources present
to attend to the patients in a hospital
over a certain period of time. -

Average Treatment

Charge

The average amount that a facility
charges a patient for a treatment.

Gross Burn Rate

The rate at which the company uses up
its available cash to cover operating
expenses.

IT & ITES sector

Customer  Acquisition | The amount it takes to attract new

Cost (CAQ) customers.

Customer Lifetime | The typical net profit a company

Value (CLV) generates over the entire life cycle of a
single customer.

Monthly Recurring | The amount earned each month

Revenue (MRR)

through subscription renewals, new
sales, upsells, and fluctuations on a
monthly basis.

Churn Rate

The percentage of customers that
cancel their recurring subscriptions
over a given time period.

Cost Per Feature

How much a specific feature costs your
business, based on usage and cloud
costs.
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Standing Charges or Fixed costs: These are the fixed costs that remain
constant irrespective of the distance travelled. These costs include the
following:

. Insurance

. License fees

. Salary to Driver, Conductor, Cleaners, etc if paid on monthly basi
. Garage costs, including garage rent

-7 Depreciation (if related to efflux of time)

Taxes

Administration expenses, etc.

Variable costs or Running costs: These costs are generally associated with
the distance travelled. These costs include the following:

. Petrol and Diesel

. Lubricant oils,

. Wages to Driver, Conductor, Cleaners, etc. if it is related to operations!
Depreciation (if related to activity)

. Any other variable costs identified.

Semi-Variable Costs or Maintenance Costs: These costs include the
following:

. Repairs and maintenance
. Tyres

. Spares, etc.
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A Hospital is providing various types of medical services to the patients. Hospital
costing is applied to decide the cost of these services.

A hospital may have different departments catering to varied services to the
patients — such as

Out Patient

In Patient

Medical services like X-Ray, Scanning, etc.

General services like Catering, Laundry, Power house, etc.

Miscellaneous services like Transport, Dispensary, etc.

7.1 Unit of Cost

Common unit of costs of various departments are as follows:

Out Patient — Per Out-patient
In Patient — Per Room Day
Scanning — Per Case

Laundry — Per 100 items laundered

Fixed costs are based on timelines and irrespective of services provided. For
example, Staff salaries, Depreciation on Building and Equipment, etc.

Variable costs vary with the level of services rendered. For example, laundry
charges, Cost of food supplied to patients, Power, etc.

E L Lolved "‘2“— Pksirclasses

9246946444

CosTing of 2T « ITES

Information Technology (IT) and Information Technology Enabled Services (ITES)
organizations provide their customers with services or intangible products. These
organizations are highly labour intensive.

The services of IT and ITES organizations may be used for — provision of services to

outside customers or provision of services internally (captive consumption)

In this sector employee (labour) cost constitutes a significant portion of the total
operating costs. The direct employee cost is traceable to services rendered.

In addition to employee cost, significant overhead costs for offering the services
are incurred and are classified as service overhead. To arrive at the cost incurred
for rendering the services, it is necessary to allocate / apportion such overheads to
cost units.
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In general — IT & ITES industries, the jobs undertaken are considered as Project.
Each project is unique in nature and varies in size, functionality requirements,

duration and staffing requirements.
Pksirclasses

Direct Manpower (D.mt ot of the P&ojc_d— ) 9246946444

In a typical software implementation project, three to four levels of man-power
would be directly engaged, as mentioned below: -

@ - Software Engineers / Functional Consultants / Business Analysts
- Project Leaders
- Project Manager

- Program Manager, etc

Support Manpower

In addition to the above persons, who are directly engaged in project, there could
U be support persons or indirect manpower, who are indirectly involved in the
\/ project.
M For example, Quality Assurance Team, Testing Team, Version Control team, Staffing
Manager, etc who are indirectly support the projects by providing required level of
support services over the life of the projects.

If their time can be identified with a project, they will be treated as direct
manpower. Accordingly, the cost incurred on them will be treated as direct cost.

However, if their time is not traceable with a single project, then it may either be
allocated or apportioned to various projects on some suitable basis. Accordingly,
the cost incurred on them will be treated as overhead and the same will be
apportioned to various projects on some suitable basis. —) a;wu\ in (S

Effort Cost in these types of organizations are calculated on the basis of cost per
* erson Day or cost per Person week or cost per Person monthfkl'hat means cost
£/ incurred for a person for rendering services per day or per week or per month.

(}\/ Q‘r Depending on the requirement of the customer, the periodicity will be defined. For
W’V‘V example, implementation of new software may require eight to twelve person
\}/ months. In such a case, the cost will be calculated on Per Person month basis. On
.&/&q the other hand, implementation of one or two new functionality in already

\)Oy' implemented (existing) software may require one- or two-week’s efforts. In such a
@‘) case, the cost will be calculated on per Person week basis.
o8
Rl
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A.  Haraware and software costs involved <

- : _ DLD :

- If they are identifiable with a project, then they are directly allocated to
the project

- If they are not directly identifiable with a project or not fully allocable to
a project, then they are treated as service overhead

B.  Travel and training costs < D
)

- If they are incurred for a project, then they are directly allocated to the
project

- If they are not directly identifiable with a project or allocable over a
number of projects, then they are treated as service overhead. For
example, Java (software language) training provided to the software
engineers, may useful in multiple Java based projects. Hence treated as

overhead costs
Pksirclasses

9246946444

C.  Effort costs C@'d dfoslt —p T s be Faalid @y  Direck CNI)

- Effort costs are basically identified with a project. They can be classified

D as direct cost, unless otherwise specified.
o0 - Effort costs are not just the salaries of the software engineers or
\w\/ w@.o programmers who are involved in the project. Organisations compute
o= effort costs in terms of overhead costs where they take the total cost of

running the organisation and divide this by the number of productive
staff. Therefore, the following costs are all part of the total effort cost:

1. Costs of providing, heating and lighting office space

2. Costs of support staff such as accountants, administrators, system
managers, cleaners and technicians

Pksircl . _—
9595946000 3 Costs of networking and communications
4. Costs of central facilities such as a library or recreational facilities
5. Costs of Social Security and employee benefits such as pensions

and health insurance, etc.

Y
In Gt El)'bod' G inclyon chlBrJ ofy He Coffy Conensq
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CocTing ofF Toe Roads

Pksirclasses
9246946444

T(;mhoja:l{,—p_u%-c&ﬁ—
A

9.1.1 Capital Costs

The capital cost consists of cost incurred during the construction period. Generally,
this sort of road construction projects run across multiple financial years. The total
expenditure to be incurred during the construction period is termed as capital cost.

The total cost includes the cost of construction of road and other structures and
consultancy charges. In addition to this cost, it also includes the cost of
construction of tollbooths.

Construction expenses can be broadly classified as follows:

. Preliminary and pre-operative expenses
. Land Acquisition

. Materials

. Labour

. Overheads incurred in the course of actual construction
. Contingency allowance

. Interest during construction period

9.1.2 Operating and Maintenance Costs

Routine maintenance cost would be incurred once the Toll road is operational.
Routine maintenance involves Patching of potholes, sealing of cracks, Edge Repair,
Surface Renewal, Periodic maintenance for new highways would be met with in
accordance with the analysis of the life cycle model carried out for the project.

Annual operating cost includes the cost of operating tollbooths, administrative
expenses, emergency services, communications and security services and other
costs of operation.

Maintenance cost includes the cost of annual maintenance (routine) and periodic
maintenance.

. Annual maintenance cost includes primary maintenance of wearing surface,
railings, roadside furniture, etc.

. Periodic maintenance cost includes the cost of overlays (wearing coats),
painting of railings, etc.
Operating and Maintenance expenses can be broadly classified as follows:
e Toll collection expenses Pksirclasses
9246946444
. Administrative expenses for day-to-day operation.
. Maintenance expenses, which include routing and periodic maintenance.

. Interest expenses incurred for servicing term loans.
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With BOT, the private sector designs, finances, constructs and operate the facility
and eventually, after specified concession period, the ownership is transferred to
the Government. Therefore, BOT can be seen as a developing technique for
infrastructure projects by making them amenable to private sector participation.

The fundamental principle in determining user levy is, 'if the price for a transport
facility is set at a level that reflects the benefit, each user gains from improvements
in the facility, it will result in traffic flow levels that equate social costs with user
benefits.'

X | Ton vor | # 'Fv""‘;'ok BN coieainiis

In general, the toll rate should have a direct relation with the benefits that the road
users would gain from its improvements. The benefits to road users are likely to be
in terms of fuel savings, improvement in travel time and good riding quality.

To compute the toll rate following formula with rounding off to nearest multiple of
five has been adopted:

User Fee = Total Distance x Toll Rate per km
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Activity Based Costing in Insurance Companies

Activity based costing (ABC) is used for analysis of cost-benefit of a product (Direct

Product Profitability), policy profitability (Customer Profitability Analysis) etc.

Costs that occur in insurance companies are to be identified with appropriate
activities that have caused its occurrence. Then costs must be reassigned from
activities to cost objects (insurance contracts and policies, customers, delivery

channels) based on identified cost drivers.

Identification of activities and assignment of costs are the most critical for the
implementation of activity-based costing. The activities can be divided into two
parts i.e. (i) Pre-product development activities and (ii) Post product development

activities.
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CoeTingg For  Powsez  Houses

Power houses are engaged either in electricity generation or steam generation use
the concepts of service costing i.e., 'Powerhouse Costing.’ Service cost statement
can be prepared by identifying the costs associated with the power generation or

steam generation.
Cost unit is different for electricity generation and steam generation.

The cost unit for electricity generation organization is cost per kilowatt-hour (kWh)
— that means cost of generating one kilowatt of power per hour. Please note that

kWh is commonly known as a “Unit".
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(i) Standing Charges or Fixed costs: These are the fixed costs that remain
constant irrespective of the power or stream generated. These costs include
the following:

> Rent, Rates & Taxes
Insurance
Depreciation CLMT“"“ ol (,'..T:.)

Salaries, if paid on Time (Monthly) basis CNN’ d)NtH:l vaold B Pa:; )
oLr

g

(ii) Variable costs or Running costs: These costs are generally associated with
the power or stream generated. These costs include the following:

vV V VYV V

Administration expenses, etc.

» Fuel Charges

> Water Charges

»  Wages / Labour charges, if paid on the basis of productionC[)',]-u;H:] redolid (6
»  Any other variable costs identified. PW au\uolh_n

(iii) Semi-variable costs or Maintenance costs: These costs include the
following:

> Meters

> Furnaces

> Service materials
>

Tools, etc.

fv @, ® S boe .
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STANOMD  COLTING |5 oy it Lot Conkal .

o)

-I Meaning of Standard cost and Standard Costing |

Types of Standards

The Process of Standard Costing

Setting-up of Standard Cost

Standard Costing I-

Classification of Variances

Computation of Variance

WO SRR RS R FU—— S—— f—— -

Types of Variances |

Advantages and Criticism of Standard Costing
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| BupgeTs & BUOGETARY CowTRoL | |oM
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— Essentials of Budget
_ —  Capacity-wise pub—awu_
2 Objectives of | (T
s Budgeting
Lé —  Functions-wise
g — Types of Budgets =
S - - Period-wise
a Zero-based
o] Budgeting (ZBB)
2 —  Master Budget
3 Performance
= Budgeting

—  Budget Ratio

8, lhat 8 B«Ja.r?

Budget: A budget is an instrument of management used as an aid in the planning,
programming and control of business activity. The Chartered Institute of
Management Accountants (CIMA), UK defines budget as “A financial and/or
quantitative statement, prepared and approved prior to a defined period of time
of the policy to be pursued during that period for the purpose of attaining a given
objective. It may include income, expenditure and employment of capital” The
budget is a blue-print of the projected plan of action expressed in quantitative
terms for a specified period of time.

G ke is Bugdg

Budgeting: Budgeting is the process of designing, implementing and operating of
budget. The main emphasis in budgeting process is the provision of resources to
support plans which are being implemented. It is a means of coordinating the
combined intelligence of an entire organisation into a plan of action based on past
performance and governed by rational judgment of factors that will influence the
course of business in the future.
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It is the system of management control and accounting in which all the
operations are forecasted and planned in advance to the extent possible and
the actual results compared with the forecasted and planned results.
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Posgr  Guaslar ¢ Budger  olfeen

The responsibility for successfully introducing and implementing Budgetary Control
System rests with the Budget Committee acting through the Budget Officer. The
Budget Committee would be composed of all functional heads and a member from
the Board to preside over and guide the deliberations.

The main responsibilities of the Budget Committee/Budget Officer are to:

1.  Assist in the preparation of the separate budget for various departments
by coordinating the work of the accounts department, which is normally
responsible to compile the budgets—with the relevant functional
departments like Sales, Production, Plant maintenance etc.;

2.  Forward the budget to the individual departments heads who are re-
sponsible to implement the budget. The Budget Officer should guide them
4\ in overcoming any practical difficulties, in its working;
7
WA X
&

&5, Prepare the periodical budget reports for circulation to the individuals
.&0’, concerned;

Follow-up action to be taken on the budget reports;

Prepare an overall budget working report for discussion at the Budget
Committee meetings and to ensure follow-up on the lines of action
suggested by the Committee;

4
5
6.  Prepare periodical reports for the Board meeting. Comparing budgeted
0)"%’ Profit and Loss Account and the Balance Sheet with the actual results attained.
Y e
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BUDGET
1
Capacity Wise Function Wise Master Budget Period Wise
~Sales Budget Long-term
Fixed Budget = [*Production Budget Budget
~Plant utilisation Budget ShBoré-term
i udget
= ~Direct-material usage Budget 9
Budget

~Direct-material purchase Budget Current Budget

~Direct-labour (personnel) Budget
Factory overhead Budget

~Production cost Budget

~Ending inventory Budget

~Cost of gooods-sold Budget

~Selling and distribution cost Budget
~Administration expenses Budget
~Research and development cost Budget
~Capital expenditure Budget

=Cash Budget
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. Sales forecast is the commencement of budgeting and hence sales
budget assumes primary importance. The quantity which can be sold
may be the principal budget factor in many business undertakings. In
any case in order to chalk out a realistic budget programme, there must
be an accurate sales forecast.

* Sobs busgt 18 Preo-d Ip o (oot

l includm
(V]

& Given bJ Laly
iy SP Yeprasostolits
The sales budget may be prepared under the following classification or
combination of classifications:
1. Products or groups of products.
2. Areas, towns, salesmen and agents.

3. Types of customers as for example: (i) Government, (ii) Export, (iii) Home
sales, (iv) Retail depots.

4. Period—months, weeks, etc.
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Fodie  Gwdind b cohuok Lol

(i) Backlog of unfulfilled sales orders

(i) Planned advertising and promotion

(iii)  Expected industry and general economic conditions
M Productive capacity

(v)  Projected pricing

(vi) Findings of market research studies

(vii) Relative product profitability.

(viii) Competition.

¥ Example of sales budget:

XYZ COMPANY
Sales Budget for the year ending March, 20....
Units Selling price Per unit (%) Total (%)
Product A 5,000 75 3,75,000
Product B 10,000 80 8,00,000
11,75,000

©®  Pododin  budyt-

2 'Povtr
[
J l
Proadsn  volumae (ot o roduckon
budget ®)
“ Moay- b«»dﬂd:
J J

Phyricd  Laste Budged (o ofr
Moterol | lobour | OH Wil
Yoo peck & roducts -

¥ Production budget is normally stated in units of output. Production
should be carefully coordinated with the sales budget to ensure that pro-
duction and sales are kept in balance during the period. The number of units
to be manufactured to meet budgeted sales and inventory needs for
each product is set forth in the production budget.
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! Production budget shows the production for the budget period based upon:
1. Sales budget,
Production capacity of the factory, -/

Planned increase or decrease in finished stocks, and/

H> W

Policy governing outside purchase.

Example of production budget:
XYZ COMPANY
Production budget in units for the year ending March 31, 20....

Products

A B
Budgeted sales 5,000 10,000
Add : Desired closing stock 500 1,000
Total quantity required 5,500 11,000
Less : Opening stock 1,500 2,000
Units to be produced ‘ 4,000 ‘ 9,000

® Plost  ubbackin  bdget s

Plant utilisation budget represents, in terms of working hours, weight or other

convenient units of plant facilities required to carry out the programme laid @Doo
——

down in the production budget. \00& )

The main purposes of this budget are:

1. To determine the load on each process, cost or groups of machines for the’
budget period.

2. To indicate the processes or cost centres which are overloaded so that
corrective action may be taken such as: (i) working overtime (ii) sub-
contracting (iii) expansion of production facility, etc.

3. To dovetail the sales production budgets wherpossible to

Phsirolasses increase the capacity of any of the overloaded processes.
9246946444 =

4. Where surplus capacity is available in any of the processes, to make
effort to boost sales to utilise the surplus capacity.
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Example of direct material usage budget is as under:

XYZ COMPANY
Direct material usage in units and in amount

for the year ending March 31, 20...
Direct Materials
Type of | Product | Product B | Total direct | Material Total
material A (9,000 material | cost per cost of
(4,000 units) usage unit ) | material
units) (Units) used (%)
X (12 units per 48,000 1,08,000 1,56,000 1.50 2,34,000
finished
product)
Y (4 units per 16,000 18,000 34,000 2.50 85,000
product A & 2
units per
product B)
Total 3,19,000

@ Divest  Mobwed  (uachore (Owo-att‘

. The production budget is the starting point for determining the
estimated quantities of direct materials to be purchased.

. Multiplying these quantities by the expected unit purchase price
determines the total cost of direct materials to be purchased.

Two important considerations that govern purchase budgets are as

follows: /) M QW Ok “‘1

(i)  Re-order point with safety stocks to cover fluctuations in demand.

et i Yoo woud k5 oy \
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An example of material purchase budget is as under:

XYZ Company
Direct material purchase budget

for the year ending March 31, 20.....

Material X Material Y Total
Desired closing stock (units) 3,000 500
Units required for production 1,56,000 34,000
Add:
Total Requirement 1,59,000 34,500
Less: Opening stock (units) 4,000 300
Units to be purchased 1,55,000 34,200
Unit price }) 1.50 2.50
Purchase cost (%) 2,32,500 85,500 3,18,000

: Lobourn b
@ D ivect uiﬂd,’ Caprasannakumar
Pksir9059109990
. Once sales budget and Production budget are compiled and plant

utilisation budget is decided detailed amount of the various machine
operations involved and services required can be calculated. This will
facilitate preparation of an estimate of different grades of labour
required.

From this, the standard hours required to be worked can be calculated the
total labour component thus budgeted can be divided into direct and indirect
labour. Standard rates of wages for each grade of labour can be introduced
and then the direct and indirect labour cost budget can be prepared.

+
Example of direct-labour cost budget: an
XYZ COMPANY J o
Direct-labour cost budget ‘)lO'r ("h\m‘h
for the year ending March 31, 20... _
Units to be Direct labour Total Total budget cost (?) & 0 L=
produced hour, per unit hours @ T2 per hourMol'“"" '
Product A 4,000 7 28,000 56,000 Wey
Product B 9,000 10 90,000 1,80,000 N
1,18,000 2,36,000 b G G G2
Mot~
Qo=
® PRodudin @) Focling on  bedget
| Behnota ot Gor | Olody diswwsied
& in dkal in
Bro - diberued Yot is Cololadd |\ 0§ Cagli
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Example of factory overhead budget:

XYZ COMPANY
Factory overhead budget for the year ending March 31, 20....
(Anticipated activity of 1,18,000 direct labour hours)

(9 (9
Supplies 12,000
Indirect labour 30,000
Cost of fringe benefits 10,000
Power (variable portion) 22,000
Maintenance cost (variable portion) 15,000
Total variable overheads 89,000
Depreciation 10,000
Property taxes 2,000
Property insurance 1,000
Supervision 12,000
Power (Fixed portion) 800
Maintenance (Fixed portion) 3,200
Total fixed overheads 29,000
Total factory overheads 1,18,000

Factory overhead recovery rate is:
1,18,000

———— = %1 per direct labour hour
1,18,000 labour hours

@ Rodedn Coct butge-

$O.N~L o Pﬂlh.m!ﬁ? b“A& l!' Caprasannakumar
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XYZ Company cost-of-goods-sold budget for the year ending
March 31, 20....

Amount

(9

Direct materials used 3,19,000
Direct labour 2,36,000
Factory overhead 1,18,000
Total manufacturing costs 6,73,000
Add : Finished goods (opening) 1,79,500*
8,52,500

Less : Finished goods (closing) 77,500*
Total cost of goods sold 7,75,000

*Assumed figure

In the above budget if adjustments for opening and closing inventory of finished
goods are not shown. The budget will be called production cost budget.

® gdl;mi L Oictibbin (ot bdgd
J

*Mcuma (et 1t dfng o (st of Sukug E Celr
L dhndole  dsmosd  Ond  of &cunma ovdsn

Caprasannakumar
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J
ﬁ Advuh&'ﬁ , e pwwo"'\on , Zolw O“iu. 7 Soluen ,
(vedit  Oolleckon , Moukst  veteouch : Ab-(f\' Lobn  Sewvice

% . CDistribution cost has been defined as the cost of the sequence of
operations which begins with making the packet of product avail -
able for dispatch and ends with making the re-conditioned return
of empty package, if any available for re-use. It includes transport
cost, storage and warehousing costs, etc. )

M Awstrobic  Erp bodge

¥ The administrative expenses are mostly policy costs and are, therefore, fixed
in nature. The most practical method to follow in preparing estimate of
these expenses is to follow the past experience with due regard to antic-
ipated changes either in general policy or the volume of business. e
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¥  tobe-adjusted Examples of such expenses are: board meeting expenses,
expenditure incurred on staff employed in human resources and finance
departments, audit fees, depreciation of office equipment, insurance,
subscriptions, postage, stationery, telephone, telegrams, office supplies, etc.

@ PLo Cost bw!aul‘

Research and development expenditure is to be incurred so that the products or
methods of production do not become obsolete. The research and development
budget is the forecast of all such expenses. Research is required in order to
develop and/or improve products and methods. When research results in
definite benefit to the company, development function begins. After

[ Copler expuditun by

The capital expenditure budget represents the planned outlay on fixed
assets like land, building, plant and machinery, etc. during the budget period.
This budget is subject to strict management control because it entails large
amount of expenditure. The budget is prepared to cover a long period of
years and it projects the capital costs over the period in which the expenditure
is to be incurred and the expected earnings.

&L @ / @ SO‘M Caprasannakumar
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¥ Cash budget represents the cash requirements of the business during the
budget period. It is the plan of receipts and payments of cash for the

budget period, analysed to show the monthly flow of cash drawn up in such
a way that the balance can be forecasted at regular intervals.
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¥ Zero based budgeting differs from the conventional system of budgeting because
it mainly starts from scratch or zero and not on the basis of trends or historical
levels of expenditure. In the customary budgeting system, the last year's figures are
accepted as they are, or cut back or increases are granted. Zero based budgeting
on the other hand, starts with the premise that the budget for next period is zero
so long the demand for a function, process, project or activity is not justified for
each rupee from the first rupee spent.

J
788 16 A88 (Aduly bosd  budghy ) Whe  budgtr
Owe Pvapﬁw.t‘ b&\ eoch GCM(T YoUla thon b—u_ndgm dg‘)f-

\|/ A ok fov [d T3
In case of corporate entities, ZBB is best suited for discretionary costs like
research and development cost, training programmes, advertisement etc.

d
208 it olo Coted  proaty  bued  budgdily
e se velovicag Gve Cllocolsd b&s d on Pnonq

Peeronnance  BuogeTig

|2

% Performance Budgeting provide a meaningful relationship between estimated
inputs and expected outputs as an integral part of the budgeting system. A
performance budget is one which presents the purposes and objectives for
which funds are required, the costs of the programmes proposed for achieving
those objectives, and quantitative data measuring the accomplishments and work

performed under each programme. Thus, PB is a technique of presenting budgets
for costs and revenues in terms of functions. Programmes and activities are
correlating the physical and financial aspect of the individual items comprising the
budget.
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UmT  CosTIng

%  Unit costing is that method of costing where the output produced is identical
and each unit of output requires identical cost. Unit costing is synonymously
known as single or output costing, but these are sub-division of unit costing
method. This method of costing is followed by industries which produce single
output or few variants of a single output. Under this method costs, are collected
and analysed element wise and then total cost per unit is ascertained by dividing
the total cost with the number of units produced. If we have to state it in the form
of a formula, then

Total Cost of Production
No. of units produced

Cost per unit =

This method of costing, therefore finds its application in industries like paper,
cement, steel works, mining, breweries etc. These types of industries produce
identical products and therefore have identical costs.
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BATen CosTing

§ Batch Costing is a type of specific order costing where articles are
manufactured in predetermined lots, known as batch. Under this costing
method, the cost object for cost determination is a batch for production rather
output as seen in unit costing method.
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* 1. Machine Set Up Costs and
2. Inventory holding costs.

If the size is higher, the set up cost may decline due to lesser number of set ups
required; but units in inventory will go up leading to higher holding costs. If the lot
size is lower, lower inventory holding costs are accomplished but only with higher
set up costs. Economic batch quantity is the size of a batch where total cost of
set-up and holding costs are at minimum.

This relationship is explained with the help of following diagram

COSTAUNIT
" Inventony
.~ Carrying Cost

% BATCH SIZE
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Sr. No | Job Costing Batch Costing

1 Method of costing used for | Homogeneous products produced in
non- standard and non- | a continuous production flow in lots.
repetitive products produced
as per customer specifications
and against specific orders.

2 Cost determined for each Job | Cost determined in aggregate for the
entire Batch and then arrived at on
per unit basis.

3 Jobs are different from each | Products produced in a batch are
other and independent of each | homogeneous and lack of
other. Each Job is unique. individuality
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Methods of Costing

| Specific Order Costing |—

| Job Costing

Job coﬂi»@ Oab- —

CIMA London defines Job Costing as “the category of basic costing methods
which is applicable where the work consists of separate contracts, jobs or
batches, each of which is authorised by specific order or contract.” Aeemie
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. When jobs are executed for different customers according to their
specifications.

. when no two orders are alike and each order/job needs special treatment.

. Where the work-in-progress differs from period to period on the basis of the
number of jobs in hand.

Job (ot Cord [ ot

*’ Each job order is asymmetrical to other due to specific and customised
requirements. To ascertain cost of a particular job, it is necessary to record all the
expenditure related with a job separately. For this purpose, Job Cost card is used.
Job cost card is a cost sheet, where the quantity of materials issued, hours spent by
different class of employees, amount of other expenses and share of overheads are
recorded. This is helpful in knowing the total cost, profitability etc. of a job. The
following is an illustrative format of Job Cost card/ sheet.

Format of Job Cost Sheet:

JOB COST SHEET
Description: Job No.:
Blue PrintNo.. ___ | Quantity:
Material No.: Date of delivery: _____
ReferenceNo.. __ Date commenced: -
Date finished: ____ _
Date Reference Details Material Labour Overhead
Total
Caprasannakumar
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Summary of costs Estimated Actual

R®) R) Forthejob
Direct material cost Units produced ______
Direct wages Cost/unit
Production overhead Remarks
PRODUCTION COST Preparedby:
Administration and Checked by: _
Selling & Distribution
Overheads
TOTAL COST

PROFIT/LOSS
SELLING PRICE

Colleekon of (=B b‘@ Job Cushua

0O Mo Cost
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# Spoiled work is the quantity of production that has been totally rejected and

Defective work refers to production that is not as perfect as the saleable

product but is capable of being rectified and-brought-te-the+reguired-degree-of

Circumstances

Treatment

(1) Where a percentage of
defective work is allowed
in a particular batch as it

cannot be avoided.

When a normal rate of defectives has
already been established, if the actual
number of defectives is within the normal
limit or is near thereto the cost of
rectification will be charged to the
whole job and spread over the entire
output of the batch. If, on the other hand,
the number of defective units substantially
exceeds the

normal, the co of
rectification of the number which exceeds

| the normal will be written oft as a loss in

the Costing Profit and Loss Account.

Where defect is due to bad
workmanship.

)

In this case cost of rectification will be
abnormal cost, ie, not a legitimate

element of the cost. Therefore, the cost of
rectification shall be written off as a
loss, unless by an arrangement, it is to be
recovered as a penalty from the workman
concerned. It is possible, however that the
management did provide for a certain
proportion of defectives on account of
bad workmanship as an unavoidable
feature of production. If that be the case,
the cost of rectifying to the extent
provided for by the management will be
treated as a normal cost and charged to
the batch.

o

I

>

Where defect is due to the

In this case the cost of rectification will

Inspection Department | be charged to the department and will
wrongly accepting | not be considered as cost of
incoming material of poor | manufacture of the batch. Being an
quality. abnormal cost, it will be written off to the
Costing Profit and Loss Account.
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4.3 Difference between Job Costing and Process Costing

The main points which distinguish job costing and process costing are as below:

Job Costing

Process Costing

(i) AlJobis carried out or a product is
produced by specific orders.

The process of producing the product has
a continuous flow and the product
produced is homogeneous.

(ii) Costs are determined for each

Costs are compiled on time basis i.e, for

independent of other jobs.

job. production of a given accounting period
for each process or department.
(i) Each job is separate and | Products lose their individual identity as

they are manufactured in a continuous
flow.

Each job or order has a number
and costs are collected against the
same job number.

(iv)

The unit cost of process is an average cost
for the period.

(v) Costs are computed when a job
is completed. The cost of a job
may be determined by adding all
costs against the job.

Costs are calculated at the end of the cost
period. The unit cost of a process may be
computed by dividing the total cost for the
period by the output of the process during
that period.

(vi)  As production is not continuous
and each job may be different, so
more managerial attention is

required for effective control.

Process of production is usually
standardized and is therefore, quite stable.
Hence control here is comparatively
easier.
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JOINT AND BY
PRODUCTS

INTRODUCTION
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Introduction

When a group of individual products are simultaneously produced from a common process, the process is
referred as joint process. In the Exhibit-1 below it could be seen that from a joint process two products
emerge namely A and B. These products which arise from a common process are referred as joint
products. In a joint product situation, production of one product makes it inevitable, the production of the
other products.

The significant feature of a joint process is that, the products are not identifiable as different products until a
specific point in the production is reached. That specific point in the production process where the products
physically emerge as distinguishing products is referred as split off point. The identification of the spit off
point in the joint process is very important because all the cost spent before the split off point are cost
incurred for all the joint products as a common cost or joint cost.

The joint products can be sold as soon as they emerge from the joint process [at split off point] or can be
further processed into a much more refined product and sold at a higher market value. In the Exhibit-1,
products A & B can be sold at split of point or can be further process into improved products Ar & Br and
sold at a higher market value. The cost incurred for further processing a product is referred to as Further
Processing Cost [FPC]. These costs are also referred to as “Post separation cost”, “Separable cost” or
“Specific cost”.

Exhibit-1
Further nrocess
A = > Ar
Joint
Further nrocess .
: B > Br
\
<
Split off
nAaink
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Since joint costs are incurred as common cost for all the joint products, it should be apportioned on a
suitable basis among the joint products. For stock valuation and profit computation purpose, apportionment
of joint cost is inevitable because cost of a product is nothing but its share of joint cost plus its further
processing cost.

Cost of a Product = Share of Joint cost + Further processing cost

In the first part of this chapter we would see the different methods used for apportioning joint cost among
the joint products. Then in the next part we would see the meaning of by product and the treatment of by
product cost and income in cost accounts. The final part of this chapter provides framework for making
decisions regarding further processing.

Methods of apportionment of Joint cost

In the earlier discussion we have seen that joint costs are common costs and needs to be apportioned
between the joint products. In this section we would be seeing the different methods used for apportioning
the joint cost.

Under this method joint costs allocated to joint products in proportion to their volume. The volume
depending on the nature of output like solid, liquid and gas may be measured in different ways like Kilos,
litres, gallons, tonnes etc. Here each unit is assumed to receive the same benefit from the joint cost. Let
us now see from example 1, how joint costs are apportioned on the basis of physical units.

Example 1:

From a joint process three joint products emerge, namely AB and C. The joint cost incurred in
manufacturing the joint products is Rs 500000. The output details and the Selling price of the joint products
are given in the table below. Apportion the joint cost on the basis of Physical units and prepare a product
wise profitability statement. Also comment on the effectiveness of Physical units method as a method of
joint cost apportionment.

Products | Units produced | Selling price
A 30000 7.5
B 20000 25
C 50000 3

Solution:

| Apportionment of Joint cost on the basis of physical units

Products Units % Joint cost
A 30000 | 30 | 500000x30% = 150000
51
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B 20000 | 20 | 500000x20% = 100000
C 50000 | 50 | 500000x50% = 250000
Total 100000 | 100 500000
Il Computation of Profitability of joint products
Particulars A B C Total
Units 30000 20000 50000
SP 7.5 25 3
Sales 225000 | 500000 | 150000 | 875000
Less: Joint cost | (150000) | (100000) | (250000) | (500000)
Profit 75000 | 400000 | (100000) | 375000

[ C. Market value methods |

Here the joint costs are apportioned to joint products on the basis of their respective market values [sales
values]. Since the joint costs are allocated to the products on the basis of value of their output, the profit
measurement is even. Low value product gets lower share of joint cost and high value product gets higher
share.

The market value of the joint products are of three types namely (a) Market value at split off point (b)
Market value after further processing and (c) Net Realisible value. Depending on the market value used for
the joint cost apportionment, there are three methods of apportioning joint costs using the market
measures. They are as follows:

@ Sales value at split of point method

@ Final sales value method [sales value after further processing]

@ Net Realisible value at split off point method.

Let us now see from example 2, how joint costs are apportioned under these three methods.

Example 2:

From a joint process three joint products emerge, namely AB and C. The joint cost incurred in
manufacturing the joint products is Rs 500000. The output details, the selling price and further processing
cost of the joint products are given in the table below.

Products Units Selling price at Selling price after further Further processing
produced split off processing cost
A 30000 7.5 10 30000
B 20000 25 30 80000
C 50000 3 5 50000

Apportion the joint cost on the basis of the following methods and also calculate the gross margin % under
each of the methods.
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@ Sales value at split of point method
@ Final sales value method [sales value after further processing]
@ Net Realisible value method.

Solution:

Part 1: Sales value at split off point method

Products Units SP Sales value % Joint cost
A 30000 | 7.5 225000 | 25.72 | 500000x25.72% = 128600
B 20000 | 25 500000 | 57.14 | 500000x57.14% = 285700
C 50000 | 3 150000 | 17.14 | 500000x17.14% = 85700
Total 875000 | 100 500000

Part 2: Sales value after further processing method

Products Units SP Salesvalue %  Jointcost
A 30000 | 10 300000 | 26.09 | 500000x26.09% = 130450
B 20000 | 30 600000 | 52.17 | 500000x52.17% = 260850
Cc 50000 | 5 250000 | 21.74 | 500000x21.74% = 108700
Total 1150000 | 100 500000

Part 3: Net Realisible value method: CM 'M

0.0 ® g()b{ OW ‘)bwk)

NRV = Sales value after further processing — Further processing cost |

A. Calculation of Net Realisible Value [NRV]

Product SVAFP

A

300000

FPC
30000

NRV
270000

B

600000

80000

520000

Cc

250000

50000

200000

# SVAFP = sales value after further processing

« FPC = Further processing cost

B. Apportionment of joint cost on the basis of NRV

Products
A

NRV
270000

%
27.27

Joint cost
500000x27.27% = 136350

B

520000

52.53

500000x52.53% = 262650
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C

200000

20.20

500000x20.20% = 101000

Total

990000

100

500000

Market value of Production and not market value of goods sold ‘k *

Example 3:

From a joint process two joint products emerge, namely A and B. The joint cost incurred in manufacturing
the joint products is Rs 500000. The output, units sold and the selling price of the joint products are given in

the table below.

Products | Production | Sales | SP
[units] [units]
A 30000 20000 | 10
B 20000 10000 | 5

Apportion the joint cost on sales value basis.

Solution:

I The wrong way to apportion joint cost

Units SP Sales value Joint cost

Products

A 20000 | 10 200000 | 80 | 500000x80% = 400000

B 10000 | 5 50000 | 20 | 500000x20% = 100000
Total 250000 | 100 500000

Il The Correct way to apportion joint cost
Products Units SP Sales value % Joint cost

A 30000 | 10 300000 | 75 | 500000x75% = 375000

B 20000 | 5 100000 | 25 | 500000x25% = 125000
Total 400000 | 100 500000

C. Constant Gross Margin Percentage Method ]

Example 4:

From a joint process three praducts A, B & C arises. The joint cost incurred in the joint process amounts to
Rs 1500000. Other details abou roducts are as follows:

Products Further processing cost
A 2500000 750000
B 1500000 250000
Total | 4000000 100086

Apportion the joint cost among the joint products in such a manner that, both t oducts report the same

gross margin percentage.

Solution:
Step 1: Calculation of gross margin % for the entire process

54
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Darticulars
4000000
Less™Noint cost (1500000)
Less: Fulher processing cost (1000000)
Gross margha, 1500000
Gross margin 9081500000/4000000x100] 37.50%

Step 2: Apportionment of Joint cost

Particulars

Sales 8 1500000 | 4000000
Less: Gross margin [37.50%] | (937500) ™N562500) | (1500000)
Total manufacturing cost 1562500 500 | 2500000
Less: Further processing cost | (750000) | (2500 (1000000)
Joint cost allocated 812500 | 687500 500000

] (ot Mo s ) N

In this method, joint costs are classified into two types namely (a) Variable joint cost and (b) Fixed joint
cost. The variable joint costs are apportioned in the ratio of physical units and the fixed joint cost in the ratio
of contribution.

Example 5:

From the following information apportion variable joint cost and fixed joint cost on suitable basis and obtain
profit/loss for each of the joint products —

@ Sales A 100 kg. @ Rs.60 per kg. and B 120 kg. @ Rs.30 per kg.
@ Total joint cost: Variable joint cost Rs.4,400 and fixed joint cost Rs.3,900.

Solution:

| Apportionment of variable joint cost in the ratio of physical units

Products Units % Variable Joint cost

A 100 | 45.45 | 4400x45.45% = 2000
B 120 | 54.55 | 4400x54.55% = 2400
Total 220 100 4400

Il Apportionment of Fixed joint cost in the ratio of contribution

Products Sales Variable cost Contribution % Fixed joint cost
A 6000 2000 4000 76.92 | 3900x76.92% = 3000
B 3600 2400 1200 23.08 | 3900x23.08% =900
Total 9600 4400 5200 100 3900

lll Ascertainment of profit of each of the joint products

55
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Particulars A B  Total
Sales 6000 | 3600 | 9600
Less: Variable joint cost | (2000) | (2400) | (4400)
Contribution 4000 1200 | 5200
Less: Fixed joint cost (3000) | (900) | (3900)
Profit 1000 300 | 1300

H E. Estimated joint cost method H

15

9246946444

Example 6:
A factory produces three products, A, B and C, which originate from a joint process. Other details are:
. Subsequent processing costs
\ Jolis @es! Product A | Product B | product C
Rs. Rs. Rs. Rs.
Material “\._ 10,000 700 650 290
Labour \. 1,800 210 200 190
Overheads \.800 90 50 120
Total 12,6Q0 1,000 900 600
Total sales value \\ 10,000 7,000 6,000
Estimated profit on sales value N 20% 30% 40%
Prepare a statement showing apportionment of joint costs of manufacture. Find the total cost for each
product.
Solution:

| Calculation of Estimated jaint cost

Particulars

10000 | 7000 | 6000

Less: Estimated brofit (2000) | (2100) | (2400)
Estimated total cost\_ 8000 | 4900 | 3600
Less: Further processing cost | (1000) | (900) | (600)

Estimated joint cost

7000
B 4000 28.57 | 12600x28:57% = 3600
C 3000 21.43 | 12600x21.43% = 2700
Total 14000 100 12600\,

lll Calculation of total cost of the products
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Particuiars
Share of joint cost 6300 | 3600 | 2700
Further processing cost~.1000 | 900 | 600
Total cost 7300 | 4500 | 3300

Treatment of By-Product in cost accounts

Example 7:

A factory produces three products from joint process namely Joint products A & B and by-product C. Joint
cost incurred in the joint process is Rs 525000. Other details are as follows:

A | 30000 kg
B | 20000 kg
C | 5000 kg

The by-product is further processed at a cost of Rs 5000 and sold for Rs 6 per kg. Apportion the joint cost
on the basis of physical units.

Solution:

@ Net income from by-product = [5000x6] — 5000 = 25000
@ Joint cost to be apportioned to joint product = 525000 — 25000 = 500000

@ Joint cost apportionment

Products Units % Joint cost
A 30000 | 60 | 500000x60% = 300000
B 20000 | 40 | 500000x40% = 200000
Total 50000 | 100 500000

Note: Alternatively, the by-product income can be credited to costing P&L and the full joint cost of Rs
525000 can be apportioned to the joint products.

Concept of Multiple Split off Point

Till now we have seen how to apportion joint cost when there is only one split off point in the production
process. Now we will see the process of joint cost apportionment when there are more than one split off
point in the production process. Multiple split off point will arise when further processing of a joint product
results in more than one type of improved product. This can be through Exhibit 2:
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EXHIBIT 2
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Let us now see two comprehensive examples to understand how joint cost should be apportioned when
there is multiple split off point in a production process. Example 8 is a multiple split off point problem where
joint cost is apportioned using physical units method and Example 9 is a multiple split off point problem
where joint cost is apportioned using NRV method.

Example 8:

A distillation plant, which works continuously, process 1,000 tonnes of raw material each day. The raw
material costs Rs.4 per tonne and the plant operating costs per day are Rs.2,600. From the input of raw
material the following output is produced:

(%)
Distillate X 40
Distillate Y 30
Distillate Z 20
By-product B | 10

From the initial distillation process, Distillate X passes through a heat process which costs Rs.1,500 per
day becomes product X which requires blending before sale.

Distillate Y goes through a second distillation process costing Rs.3,300 per day and produces 75% of
product Y and 25% of product X1.

Distillate Z has a second distillation process costing Rs.2,400 per day and produces 60% of product Z and
40% of product X2.

The three streams of products X, X1 and X2 are blended, at a cost of Rs.1,155 per day to become the
saleable final product XXX.

There is no loss of material from any of the process. By-product B is sold for Rs.3 per tonne and such
proceeds are credited to the process from which the by-product is derived. Joint costs are apportioned on a
physical unit basis.
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You are required to:

(a) Draw a flow chart, flowing from left to right, to show for one day of production the flow of material and
the build up of the operating costs for each product.

(b) Present a statement for management showing for each of the products XXX, Y and Z, the output for
one day, the total cost and the unit cost per tonne;

(c) Suggest an alternative method for the treatment of the income receivable for by-product B than that
followed in this question. (Figures are not required).

Example 9:

Raw material “Z” when processed yields two products — “A” (50%) and “B” (40%) and a residual waste “W”
(10%).

Product “A” has to be processed further which yields jointly two other products — “C” (60%) and “D” (40%).
“C” can be sold as it is. “D” has to be processed further to make it saleable.

Product “B” has also to be processed further to make it into a saleable product “E”.

Sale price of C, D and E are Rs. 15, Rs. 20, and Rs. 12.5 per kg respectively.

Input batch: 8,000 kg of raw material “Z”. Cost details are as follows (Rs.):

15t split-off processing “Z” | 2" split-off processing “A” | Separable
B D
Material 20000 5000 - -
Labour 8000 1500 | 2500 | 1000
Overhead 4000 1500 | 1500 | 1000
Total 32000 8000 | 4000 | 2000

You are required

(i) Determine NRV at split-off points;
(ii)  Allocate joint costs;

(iii) Calculate final cost of each product.

Relevance of joint cost in decision making

A. Further Process or not

In our earlier discussions we have seen that a joint product can be sold as soon as it emerges from the
joint process [at split off point] or can be further processed into a more refined product and sold. Should the
product be sold at split off point or after further processing, should be decided based on the cost-benefit
analysis.

The benefit from further processing the product is the extra sales revenue which the improved product
gives due to further processing and the cost of further processing is the “Further Processing Cost”. If the
benefit exceeds the cost, then further process else sell the product at split off point.
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FURNHTER B j
BENEFIT COST
[Sales value after further Further processing cost
processing]- [sales value at split

Joint costs are irrelevant cost for further processing decisions because they are not incremental cost.
Whether a product is further processed or sold at split of point, these joint cost do not change, they remain
same under both the alternatives.

Example:10

From a joint process two product A and B emerge. The joint cost incurred in the joint process is Rs
1000000. Other details are as follows:

Products | Units | SP at split off | SP after further processing | Further processing cost
A 50000 10 12 150000
B 50000 10 15 150000

Advise the stage of production at which the joint products should be sold.

H B. Evaluation of specific offer H

Now we will be looking at another decision making area in joint product situation. Some times companies

may be getting a special order for sale of one of the joint product. In such a situation one should
understand that production of that product alone in an independent production process is not possible. To
produce the product having the specific offer, we need to produce other joint products also. In such a
situation, when we have to decide whether the specific order is feasible or not, it is not only the incremental
cost incurred for production of that product is relevant, but variable joint cost also becomes relevant for the
decision making. This can be understood with the help of the following example.

Example 11:

A company incurs joint production cost of Rs 300000 for production of two products A & B. This joint cost
comprises of Rs 240000 as fixed cost and Rs 5 per unit as variable cost. Other details are as follows:
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Products | Units produced | Units sold | FPC per unit | SP
A 10000 10000 8 40
B 2000 2000 10 35

A new customer approaches the company with an offer to purchase 600 units of Product B at Rs 25 per
unit. This sale will not affect the market price to the other customers. Should the specific offer be accepted?

Process accounts - Joint Products - Stock valuation|

Example 12:

A company manufactures two types of industrial sealant by passing materials through two consecutive
processes. The results of operating the two processes during the previous month are shown below:

Process 1
Costs incurred (Rs.):
Materials 7,000 kg at Rs.0.50 | 3,500
per kg
Labour and overheads 4,340
Output (kg):
Transferred to process 2 6,430
Defective production 570
Process 2
Cost incurred (Rs.):
Labour and overheads 12,129
Output (kg):
Type E sealant 2,000
Type F sealant 4,000
By-product 430

It is considered normal for 10% of the total input from process 1 to be defective and all defective output is
sold as scrap at Rs.0.40 kg. Losses are not expected in process 2. There was no work in process at the
beginning or end of the month and no opening stocks of sealants.

Sales of the month’s output from Process 2 were:

Type E sealant | 1,100 kg
Type F sealant | 3,200 kg
By-product 430 kg

The remainder of the output from Process 2 was in stock at the end of the month. The selling prices of the
products are: Type E sealant Rs.7 per kg and Type F sealant Rs.2.50 per kg. No additional costs are
incurred on either of the two main products after the second process. The by-product is sold for Rs.1.80 per
kg after being sterilized, at a cost of Rs.0.30 per kg, in subsequent process. The operating costs of process
2 are reduced by the net income receivable from sales of the by-product.

Required:
(a) Calculate, for the previous month, the cost of the output transferred from process 1 into process 2
and the net cost or saving arising from any abnormal losses or gains in process 1.
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(b) Calculate the value of the closing stock of each sealant and the profit earned by each sealant during
the previous month using the following methods of apportioning costs to joint products:
(i)  According to weight of output,
(ii)  According to market value of output.
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Piocucion |

Product costing is one of the main objectives of a costing system. It involves two stages namely (a)
accumulating the costs incurred in the production process and (b) assigning these costs to every unit
produced. The product costing system used in manufacturing organizations can be classified into two types
namely Job costing system and unit costing system. Which system should be used by an organization
depends upon the nature of its manufacturing process and the product manufactured.

Those organizations which produce customer specific products, in distinct batches or job orders and which
are non-repetitive use job costing system. Job costing system accumulates the cost of every job order
separately for costing purpose.

In organizations where homogenous goods are manufactured in mass scale on a repetitive basis, unit
costing system is used. Under this system, the total cost is accumulated and then divided by the number of
units produced to find out the cost per unit. In other words the products are valued at average cost and
each unit is not separately costed.

Process costing system is a variant of this unit costing system. It is used in those industries where large
numbers of identical units are manufactured in a continuous flow. Examples of some products which are

costed through process costing system are paper, textiles, food processing, checals and petroleum.

Let us understand through a small example how Products are costed under a process costing system.

Example 1

Product A is produced after three distinct processes. The following information is obtained from the

accounts of a period: -
PROCESS L \) Q)h
ltems Total | | T Y \ DL | Pnhe

Rs. Rs. Rs. | Rs.
Direct material | 2,200 | 1,800 | 300 | 100 ) DQJ;.F

Direct wages 400 100 200 | 100 )
Direct expenses | 500 300 - 200

Production overhead incurred is Rs.800 and is covered @ 200% of direct wages. Input into Process |
during the period was 100 kg. @ 10 per kg; there was no opening or closing stocks. Prepare process cost
accounts assuming there is no process loss.

COSTING
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100 1000 By Process Il | 100 3400
» To Materials - 1800
w £~ ToLabour ; 100
¢ To Direct expenses - 300
To Production Overhead | - 200
Total 100 3400 Total 100 3400

Cost per unit of Process | output = 3400/100 = Rs 34 per unit.

Process Il Account

Particulars Units Amount Particulars  Units Amount
To Process | 100 3400 By Process Il | 100 4300

To Materials - 300

To Labour - 200

To Direct expenses - -

To Production Overhead | - 400

Total 100 4300 Total 100 4300

Particulars

Cost per unit of Process Ijoutput = 4300/100 = Rs 43 per unit.

Process lll Account

Units

Amount Particulars

Units Amount |

To Process | 100 4300 By Finished goods | 100 4900
To Materials - 100
To Labour - 100
To Direct expenses - 200
To Production Overhead | - 200
Total 100 4900 Total 100 4300

Cost per unit of Process | output = 4900/100 = Rs 49 per unit.
Understanding Process accounts

The debit side of Process account represents input into the process and the credit side represents the
output given by the process. In any process we put some basic raw materials into it, further process it by
spending some labour and other costs on it. This processed raw material which is the output of the current
process becomes the input of the subsequent process, which is further processed and transferred to the
next process and so on. In the last process when the goods are completed, it is transferred to finished
goods account. From this it could be understood that, output of the last process only can be called as
finished output and output of all the other processes starting from Process | to the penultimate process are
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all only unfinished goods or WIP. Hence all the process accounts are nothing but Work in progress
accounts only.

Types of Material input

In each process we can see that there are two types of raw materials. There is a main raw material which
passes through all the processes to become the finished goods. It is on this material work is done in all the
process. It is this material which becomes the finished output. All the processes are undertaken only to
process this material. From now onwards we call this material by the name Transferred in Material [TIM].
The second type of material is the ancillary materials which are added in each process to act as a catalyst
for processing the TIM. In the units column in the process accounts we write the units of the main raw
material only and not the ancillary materials.

Types of output

In the above example the cost per unit Rs 49 can be arrived alternatively as follows:

Input raw materials 1000
Materials 2200
Labour 400
Direct expenses 500
Production overheads 800
Total cost of all the three processes | 4900
Units of finished output 100
Cost per unit Rs 49

The above computation is very simple. Then why should we unnecessarily prepare three process accounts

for valuing the cost per unit of this finish product?

If all the units that are put into Process | becomes the finished goods in Process lll, then this computation
will suffice. But normally there are three things that could happen to units that are put as input into any

process:

(a) Some units will be fully completed and transferred to next process
(b) Some units may remain incomplete in the process. These units are called as WIP.
(c) Some units may be lost in the process. The loss which so occurs can be normal or abnormal loss

Suppose a loss takes place in first Process, Process | cost only can be attributed to such loss. appens
to be a loss in second Process, then Process | and Il cost should be attributed to such loss and so on.
Same analogy applies to WIP in different processes. Hence we can see that preparation of all the process
accounts is inevitable to facilitate proper loss and stock valuations.

66
PKSIRCLASSES: TELEGRAM CHANNEL COSTING

CA Prasanna Kumar (PK sir) Page No | 207


mailto://(null)CAPRASANNAKUMAR2012@GMAIL.COM

W W\ costing Power Notes [ {PK SIRFA

CAPRASANNAKUMAR2012@GMAIL.COM 9246946444

The objective of this chapter is to understand how the process outputs such as completed units, WIP and
loss should be valued and also learn to prepare process accounts.

Specimen Format of a Process Account

Particulars Units Amount Particulars ~ Amount
To Opening WIP By Normal Loss

To Materials By Transfer to next process

To Wages By Abnormal loss

To Overheads By Closing WIP

To Abnormal gain

Total Total

| Process Accounts with losses H

In Example 1, we have seen how to prepare a simple process account with no losses or WIP. Now we are
going to see how process accounts are prepared when losses arise in the process.

Example 2

Product B is obtained after it passes through three distinct processes. The following information is obtained
from the accounts for the week:

PROCESS
ltems Total | | Il 1
Rs. Rs. Rs. Rs.
Direct material 7,542 | 2,600 | 1,980 | 2,962
Direct wages 9,000 | 2,000 | 3,000 | 4,000
Production overhead | 9,000 —

its Rs.3 each were introduced to process |. There was no stock of materials or work-in-process at
t

ebeginning or end of the period. The output of each process passes direct to the next process and finally
to finished stores. Production overhead is recovered on 100% of direct wages. The following additional
data are obtained:

Output during the | Percentage of normal loss to input | Value of scrap per unit
week
Process | 950 units 5% (Rs.2
Process Il 840 units 10% %
Process Il ¢ 750 units 5% S.
Prepare process costaeeeartsand abnormaigain or loss accounts. N
Solution:
Process | Account
Particulars Units Amount Particulars
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To Main Input material | 1000 | 3000 By Normal loss | 50 100
To Material - 2600 By Process Il 950 9500
To Labour - 2000
To Overheads - 2000
Total 1000 | 9600 Total 1000 | 9600

—_—

Working note 1: Cost per unit

Cost per unit = [Total cost — Normal loss scrap] / [Input — Normal loss]
= [9600-100] / [1000-50] = Rs 10
Explanation:

The total cost spent in process 1 is Rs 9600. This cost is spent for processing 1000 units of input. However
950 units only resulted as good output which is transferred to next process and the balance 50 units is lost
in the process. It is normal for the process to have 5% of the input as loss. Thus when 1000 units are put
as input, we expect 50 units to be lost. These expected losses are called as normal loss. The process cost
of Rs 9600 has been spent on both good units produced and the normally lost units and hence needs to be
apportioned between the two. But in the chapter ‘Materials’ itself we have seen that, no share of cost will be
given to normally lost units and that the cost of normally lost units will be taken by the good units produced.
Hence the cost per unit is inflated to include normal loss cost also, which are then given to the good output
produced.

The units lost generate scrap income of Rs 100. This scrap income is credited to the process account to
reduce the process cost. Hence the net process cost of Rs 9500 only is taken for valuing the completed
output transferred to the next process.

Process Il Account

Particulars Units Amount Particulars Units

To Process | 950 9500 By Normal loss 95 | 380
To Material - 1980 By Process llI (840 | 16800
To Labour - 3000 By Abnormal loss | 15 300
To Overheads | - 3000

Total 950 17480 Total 950

Working note 1: Cost per unit

Cost per unit = [Total cost — Normal loss scrap] / [Input — Normal loss]
_ _ DM By Py Teo 2ecw
= [17480-380] / [950-95] = Rs 20
To D
Explanation: Yo o 26 —

™ Mgae Wi dae e

The 950 units completed costing Rs 9500 is now transferred to Process Il her processing. Out &
these 950 units processed in this process, 840 units were completed and transferred to Process lll, while
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110 units were lost during processing. It is normal for the process to have 10% of its input to be lost. Hence
a loss of 95 units [950x10%] is an expected loss. Since the actual loss is 110 units, the unexpected loss is
15 units. This loss is referred as abnormal loss.

The company has spent Rs 17480 for processing 950 units. This cost is spent for good units as well as
units lost and hence needs to be apportioned between the two. As we have seen earlier that normal loss
will not be given any share of cost, we need to apportion the process Il cost between good units and
abnormally lost units only. Therefore after crediting the scrap income from normal loss units the net cost of
Rs 17100 is apportioned between good units and abnormal loss. This abnormal loss cost is transferred to
abnormal loss account. In that account after netting off the scrap income obtained from sale of abnormal
loss units, the balance is transferred to costing P&L account.

To summarise, the units which are abnormally lost are valued in the same way as completed units. The
completed unit’s value is transferred to next process account while the abnormal loss value is transferred to
abnormal loss account.

Process Ill Account Q’O ? ( ({

- A

By Normal loss 1 630

To Process Il 840 680

\

To Material - 2962 | \| By Finished goods | 750 \| 28500

To Labour - 4000 |/ ) — S

To Overheads - 004

To Abnormal gain | 36 1368—— P

Total 876 9130 ) Total 876 | 29430
N

Working note 1: Cost per unit

Cost per unit = [Total cost — Normal loss scrap] / [Input — Normal loss]
= [27762-630] / [840-126] = Rs 38
Explanation:

The 840 units completed costing Rs 16800 is now transferred to Process Il for further processing. Out of
these 840 units processed in this process, 750 units were completed and transferred warehouse as
finished goods, while 90 units were lost during processing. It is normal for the process to have 15% of its
input to be lost. Hence it was expected that 126 units would be lost during the production process in this
process [840x15%]. However only 90 units were lost and the process unexpectedly produced 36 units. This
is referred as abnormal gain.

The abnormal gain is valued in the same way as the completed units and is transferred to abnormal gain
account. From there after netting of the opportunity loss of scrap income, it is credited to costing P&L
account.
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Abnormal Loss Account

Particulars Units Amount Particulars Units Amount
To Process |l | 15 300 By Cash 15 60

By Costing P&L | - 240
Total 15 300 Total 15 300

Abnormal Gain Account

Particulars Units Amount Particulars Units Amount
To Normal loss | 36 180 By Process Il | 36 1368

To Costing P&L | - 1188

Total 36 1368 Total 36 1368

| Process account with Work In Progress H

We have already seen in our earlier discussions that three things could happen to the units put into a
process namely some units may be completed, some units may be lost and some units may be partially
complete. Those units which are not yet fully complete at the end of the period are called as Work in
Progress. In our previous discussions we have seen how we should value units fully completed and units
which are lost. Now we are going to see how WIP should be valued and process accounts be prepared

when there is WIP in the process. lODo Ny @ ol @
2 B

WIP is of two types namely Closing WIP and Opening WIP. Those units that are lying incomplete at the end
of the period in the production process are called as closing WIP. The closing WIP at the end of this period
becomes the opening WIP in the next period. In this part we will be discussing two examples one
explaining how to prepare process account when there is only closing WIP and the next explains how to
prepare process account when there is both opening and closing WIP.

Example 3: Process account with only closing WIP

In Process I, 1,000 units were introduced during January, 200 units 40% complete in all respects remained
as closing work-in-progress at the end of the month. Compute the equivalent production and obtain the
cost of closing work-in-progress if total process cost during the period be Rs.1,760.

Solution:

When there is WIP, four steps are involved in solving such a problem they are
(a) Statement of Equivalent units

(b) Statement of cost per Equivalent unit

(C) Statement of apportionment

(d) Process account
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| Statement of equivalent units

Input [ Output Equivalent units

ltems Units  Items Units % Units
Input | 1000 | Completed 800 | 100% 800 (-
Closing WIP | 200 | 40% 80| |&®

Total | 1000 | Total 1000 880

Il Statement of cost per Equivalent units

Items Cost Equivalent units Cost per equivalent unit
Total cost | 1760 880 2

11l Statement of apportionment

A. Closing WIP

80 units x 2 = Rs 160

B. Completed units

800 units x 2 = Rs 1600

~Amount

To input 1000 | 1760 /By Process I 800 1600
y Closing WIP | 200 160
Total 1000 | 1760 Total 1000 | 1760

Explanation:
Concept of equivalent units:

In Process | 1000 units were processed at a cost of Rs 1760. The process resulted in an output of 800
completed units and 200 WIP units 40% complete. It would be grossly unfair if the units 100% complete
and those 40% complete are valued at same cost per unit i.e we should not compute cost per unit as
1760/1000 = 1.76 per unit and value completed units at Rs 1408 [800 x 1.76]; and WIP at Rs 352
[200x1.76]. The reason is that if cost of one completed unit is say Re X, the WIP should have only 40% of
X [the completed unit cost] as only 40% of the work only has been done. The mistake that is done in our
cost per unit computation is that we plainly added 800 completed units and 200 WIP units. This is wrong
because two dissimilar items cannot be summed up. 2 full apples and 4 half apples will not make it into 6
apples. We need to convert the incomplete units into equivalent completed units. We can consider 4 half
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apples as equivalent to 2 full apples [4x50%]. Similarly 200 units 40% complete can be equated to 80 units
100% complete. This is what we refer as concept of equivalent units. Whenever WIP exist, we should use
this concept to convert it into equivalent completed unit and then find out the cost per equivalent unit to
value the finished product and the WIP.

In the equivalent unit statement we have three main columns Input, Output and Equivalent units. 1000 units
are put into the process as Input. The output being 800 completed units and 200 units WIP units. For the
800 units 100% work has been done and for the 200 units 40% work has been done. Thus the equivalent
unit for the completed units and WIP is 800 and 80 respectively.

Total cost spent in this process is Rs 1760. This cost is spent to manufacture 880 equivalent units. Thus
the cost per equivalent unit is Rs 2. This computation is done in the second statement called ‘statement of
cost per equivalent unit’.

In the third statement, the process cost of Rs 1760 is apportioned between the completed units and WIP. In
other words completed units and WIP is valued in this particular statement. The equivalent units column in
first statement is multiplied by the cost per equivalent unit to value the completed and WIP units.

Finally the process account is prepared with the help of data computed in statement 1 to 3.

It could be noticed that in this example the WIP is valued at Rs 160 and completed units at Rs 1600. If we
look at the cost per unit of WIP, it works to Rs 0.80 [160/200] which is 40% of cost per completed unit of Rs
2 [1600/800].

Example 4: Process account with opening and closing WIP

In Process | opening work-in-progress in February 20083 40% compleits were
introduced during the period, 1,100 completed units were trarsterred in Process |l and 150 units remained

as closing wark-ir=progress 70% complete. Compute equivalent production and apportion the total process

costs of R 0 production and work-in-pro inventories under FIFO method. The cost opening
WIP brotght-feswe®d from the previous period i(és 500.>Prepare Process account.
=

Solution:

| Statement of equivalent units

Items Units

Opening WIP completed
Introduced | 1050 | Introduced and completed 900 | 100%
Closing WIP 150 | 70%
Total 1250 | Total 1250

Il Statement of cost per Equivalent units

Total cost | 2250 1125 2
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lll Statement of apportionment
A. Closing WIP

105 units x 2 = Rs 210

B. Completed units !m,.s..
-

Opening WIP completed 60" -V 'S ¥ Saau
Current year cost 120x2 | 240 -/7 \| \ \"%

Previous year cost b/f 500 qp

Total 740

Introduced and completed 900x2 | 1800

Total cost of completed units 2540

account

Particulars Units Amount Particulars Units Amount |

To opening WIP By Process Il
To [nput 1 050;‘ 2250 |/By Closing WIP 150 210
Total Total 1250 2750

Explanation:

There are two types of Inputs on which processing is done during the period by Process | namely ‘Opening
WIP’ and ‘Freshly introduced units’. It continues the processing of 200 units of Opening WIP which has
been partly processed in the previous period and also begins processing 1050 units freshly introduced
during the current period. Thus a total of 1250 units are being processed in this process during this period.
This is what has been entered as Input in the ‘statement of equivalent units’.

Out of 1250 units processed, 1100 units were fully completed and balance 150 units remained as closing
WIP. Under FIFO method, those units which were started first will be completed first. Thus opening WIP of
200 units will be completed first and balance 900 units completed are from the fresh lot introduced during
this period.

Regarding Opening WIP, the entire 100% is not completed this year itself. Already 40% of the work is done
in the previous period and the balance 60% of the work is only done this year. Thus the equivalent units
completed in the current period are only 120 units. As regards the fresh units completed, they were started
this year and also completed this year and hence the entire 100% wonk on these 900 units were done in
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the current year itself. Closing WIP of 150 units was started this year and 70% completed and hence the
equivalent units produced is 105 units.

‘In the statement of apportionment’, while valuing the 1100 units completed, it should be kept in mind that,
cost are incurred over two periods for completing the opening WIP. In the previous period a cost of Rs 500
is spent in doing 40% of the work, which is b/f to this year as unexpired cost and further in the current year
another Rs 240 is spent to complete the balance 60% of the work. Thus the total cost spent in completing
the opening WIP works to Rs 740.

Except for the above issues discussed, all the remaining computations done are similar to the one
discussed in example 3.

| Process account with Work In Progress and Loss |

In example 2 we have seen how to prepare a process account when there is loss in a process and in
examples 3 and 4 we have seen process account preparation when there is WIP in a process. Now we are
going to discuss process costing problems where both loss and WIP exist in a process.

Example 5:

In process A, there was opening work-in-progress of 100 units 40% complete and closing work-in-progress
was 1,100 units 70% complete. Units introduced during the month of January were 11,000 units and
completed units transferred to process B 8,600 units. Normal loss was 10% of production. Compute
equivalent production & apportion the total process costs of Rs.29,190 to production, abnormal loss and
work-in-progress using FIFO method. The cost of Opening WIP b/f from previous period is Rs 500. Prepare
process account.

Solution:

| Statement of equivalent units

Input Equivalent units |

Items Units % Units

Op WIP 100 | Opening WIP completed 100 | 60% 60
Introduced | 11000 | Introduced and completed | 8500 | 100% 8500
Closing WIP 1100 | 70% 770

Normal loss 1000 - -

Abnormal loss [bal fig] Fﬂ! 100% 400

Total 11100 | Total 11100 9730

74
PKSIRCLASSES: TELEGRAM CHANNEL COSTING

CA Prasanna Kumar (PK sir) Page No | 215


mailto://(null)CAPRASANNAKUMAR2012@GMAIL.COM

W W\ costing Power Notes [ {PK SIRFA

CAPRASANNAKUMAR2012@GMAIL.COM 9246946444

Normal loss = 10% of Production = 10% [11100-1100] = 1000 units

Il Statement of cost per Equivalent units

Items Cost Equivalent units Cost per equivalent unit
Total cost | 29190 9730 3

lll Statement of apportionment

A. Closing WIP

770 units x 3 = Rs 2310

B. Abnormal loss

400 units x 3 = Rs 1200

C. Completed units

Opening WIP completed

Current year cost 60x3 180
Previous year cost b/f 500
Total 680
Introduced and completed 8500x3 | 25500

Process A account

Particulars Units Amount Particulars Units Amount |
To Opening WIP 100 500 | By Normal loss 1000 -
To Input 11000 29190 | By Process B 8600 26180

By Closing WIP 1100 2310
By Abnormal loss 400 1200
Total 11100 29690 | Total 11100 29690

Explanation:
Treatment Normal loss:

It is already known that no share of Process cost should be given to normal loss units. In other words, the
normal loss will not be valued separately as we value Completed units, Closing WIP etc. By inflating the
cost per unit to include normal loss cost, the normal loss is shared by the remaining units. Let us see how
this is done through numbers.
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In this problem, the total cost spent in the process during the period is Rs 29190. This cost is spent for
Processing 11100 units including normal loss units of 1000 and hence need to be apportioned to all the
units namely completed, Closing WIP and lost units. However normal loss cost will be shared by other
units. In the equivalent unit statement, Nil entry is made in the Equivalent units column for normal loss. Due
to this, the equivalent units do not include normally lost units. While calculating cost per equivalent unit, the
numerator i.e the cost, include all the cost including cost spent for normally lost units but the denominator
i.e equivalent units is sans normally lost units. Thus the remaining units share the entire cost including the
cost of normally lost units also. Thus the cost per equivalent unit is inflated to have a share of normal loss
cost. When this cost per unit is used in the statement of apportionment for valuing Closing WIP, Completed
goods and abnormal loss units, a share of normal loss cost is given to all the three of them.

How normal loss units computed?

In the problems, normal loss can be given in two ways (a) as a % of Input (b) as a % of production. If it is
given as a % of production, for the purpose of this computation production means Input — Closing WIP.

Treatment Abnormal loss:

Abnormal loss units are valued separately as we value completed and WIP units, and its value is
transferred to abnormal loss account. From there after netting scrap income if any, it will be debited to

costing profit and loss account.

The percentage completion of abnormal loss depends upon when the loss is detected in the process.
Suppose if the loss is detected at 40% stage, it means that 40% of the work is done on those units before it
was found to be a wasted unit. Normally when the problem is silent, it will be assumed that losses are
detected only at the end of the process and hence we write 100% in the statement of equivalent units for
calculating equivalent units for the abnormal loss.

Process account with uneven cost consumption ]

In our discussion about concept of equivalent units, we saw that the cost consumed by a fully completed
unit and partially completed unit will not be same. If say an item is only 40% complete, it would have
consumed 40% of the cost of a fully completed unit and so on. Here we have assumed that it would have
consumed 40% of all the cost namely Material, labour and overheads. But in reality, it may not be
necessarily so. Generally materials are fed at the beginning of the process. So when a unit is started, the
entire quantity of material required to process it may be consumed. So irrespective of whether it is fully or
partially complete, it would have consumed 100% of the material cost. Items like labour and overheads are
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normally incurred uniformly during the process. So when a unit it 40% complete, it would have consumed

40% of the labour and overhead cost. Cﬁ‘M
\/}f—%q\w‘”‘

In such as situation since the different costs have different % of completion, we should compute separately
equivalent units for the different items of cost i.e equivalent units for material, for labour and for overheads.
In our previous examples, we divided the total cost by equivalent units to find the cost per equivalent unit.
Now we divide material cost by equivalent units computed for material, labour cost by equivalent units for
labour and so on to find out cost per unit for the different items of cost. Let us see how this is done with the
help of the next example.

Example 6
The following data are available in respect to Process | for February 2008: -

Opening work-in-progress ;900 units at Rs.4,500

Degree of completion :  Materials 100%, Labour 60%, Overhead 60%
Input of materials ;9,100 units Rs.27,300
Direct wages : Rs.8,200
Production overhead : Rs.16,400
Units scrapped ;1,200 units

Degree of completion :  Material 100%, Labour & Overhead 70%
Closing work-in-progress ;1,000 units

Degree of completion :  Materials 100%, Labour 80%, Overhead 80%
Units transferred to next process : 7,800 units

Normal process loss is 10% of total input (opening stock plus units put in). Scrap value is Rs.3 per unit.

You are required to —

(@) Compute equivalent production;

(b) Cost per equivalent unit for each element and cost of abnormal losses, closing work-in-progress and
units transferred to next process; and

Prepare process accounts.

Solution:

| Statement of equivalent units

Equivalent units \

Materials Lab/OH
% Units %  Units
Opening WIP 900 | Opening WIP 900 0% 0 40% 360
completed
Introduced 9100 | Introduced and 6900 | 100% 6900 | 100% 6900
completed
Closing WIP 1000 | 100% 1000 80% 800
Normal loss 1000 - - - -
Abnormal loss 200 | 100% 200 70% 140
Total 10000 | Total 10000 8100 8200

Normal loss = 10% of Input = 10% x 10000 = 1000 units

Il Statement of cost per Equivalent units

77
PKSIRCLASSES: TELEGRAM CHANNEL COSTING

CA Prasanna Kumar (PK sir) Page No | 218


mailto://(null)CAPRASANNAKUMAR2012@GMAIL.COM

BN\ costing Power Notes [

CAPRASANNAKUMAR2012@GMAIL.COM 9246946444
Items Cost Equivalent units Cost per equivalent unit
Materials | 24300 8100 3
Labour 8200 8200 1
Overhead | 16400 8200 2
Total 48900 6

Working note: Cost of Materials

Cost of materials input into the process 27300
Normal loss scrap realization [1000units x 3] | (3000)
Net material cost 24300

11l Statement of apportionment

A. Closing WIP

Materials 1000x3 | 3000
Labour 800x1 800
Overheads | 800x2 1600

Total 5400

B. Abnormal Loss

Materials 200x3 600

Labour 140x1 140
Overheads | 140x2 | 280
Total \ 1020

C. Completed units

Opening WIP completed

Materials 0x3 0
Labour 360x1 360
Overheads 360x2 720
Previous period cost b/f 4500
Total 5580

Introduced and completed

Total cost of completed goods | 6900x6 | 41400
Total cost of units completed 46980

Process | account

Particulars Units Amount Particulars Units Amount

To Op WIP 900 4500 | By Normal loss 1000 3000
To Materials 9100 27300 | By Process |l 7800 46980
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To Labour - 8200 | By Closing WIP 1000 5400
To Overheads - 16400 | By Abnormal loss 200 1020
Total 10000 56400 | Total 10000 56400

_—_

Concept of Transferred-in material

_——————————

There are two types of raw materials which are fed into a process. There is a main raw material which
passes through all the processes to become the finished goods. It is on this material work is done in all the
process. It is this material which becomes the finished output. All the processes are undertaken only to
process this material. From now onwards we call this material by the name Transferred in Material [TIM].
The second type of material is the ancillary materials which are added in each process to act as a catalyst
for processing the TIM. For example, in process lll, there can be two types of raw materials. One is the TIM
transferred from Process Il and another is ancillary materials added in Process Il itself.

It is on the Transferred in material, the process is done. So it is always fed at the beginning of the process.
This material is neither added in the middle of the process nor uniformly throughout the process. For
example, Process Il work is done only on the material transferred from Process Il. Hence this Process II
material will be the basic and first input on which other material cost, labour cost and overhead costs are
incurred. In the statement of equivalent units, % of completion for TIM is 100% for completed units, closing
WIP and units lost. For opening WIP, since in the previous period itself 100% of TIM would have been
added, for this years statement it would be 0%. From this it should be understood that, in the problems, the
% of completion for TIM need not be given because it is always 0% for opening WIP and 100% for others.
Regarding ancillary materials, compute equivalent units on the basis of % completion given in the problem
because they need not be necessarily be fed only at the beginning of the process, it can be fed uniformly or

at the end of the process also.

Let us understand how process account is prepared when there is TIM with the help of the following

example.

Example 7:

From the following information for May 2008, prepare the process cost accounts for Process |lI
Opening stock in Process 500 units at Rs.7,200

Transfer from Process Il 21,300 units Rs.1,65,400 —) T‘M m’ﬁ
Direct materials added in Process Il| Rs.80,360 -—) 0!\0“.0-”"

Direct wages Rs.39,620

Production overhead Rs.19,810

Units scrapped during the period 1,100 units

Transferred to Process IV 18,900 units

Closing stock 1,800 units

Degree of completion: ﬂ 7Q

| Opening stock | Closing stock | Scrap

Materi 70% 80% | 100%
G\\O":Y\L peral 50% 60% | 80%
et
o

Overhead 50% 60% 80%
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There was a normal loss of 5% of production and units scrapped were sold at Rs.3 each.

Solution:

| Statement of equivalent units

Input Equivalent units
Item Units TIM Mat Lab/OH

% Units %  Units %  Units

Opening WIP 500 | Op WIP 500 | 0% 0| 30% 150 | 50% 250
completed

Transfer from 21300 | Introduced and | 18400 | 100% | 18400 | 100% | 18400 | 100% | 18400
Process Il completed

Closing WIP 1800 | 100% | 1800 | 80% 1440 | 60% 1080

Normal loss 1000 - - - - - -

Abnormal loss 100 | 100% 100 | 100% 100 | 80% 80

Total 21800 | Total 21800 20300 20090 19810

Normal loss = 5% of production = 5% x [21800-1800] = 1000 units

Il Statement of cost per Equivalent unit

Equivalent units Cost per equivalent unit
TIM 162400 20300 8
Materials 80360 20090 4
Labour 39620 19810 2
Overhead 19810 19810 1
Total 15

Working note: Cost of Transferred in Materials [TIM]

Cost of materials input into the process 165400
Normal loss scrap realization [1000units x 3] | (3000)
Net material cost 162400

11l Statement of apportionment

A. Closing WIP

Transferred in Materials | 1800x8 | 14400
Materials 1440x4 5760
Labour 1080x2 | 2160
Overheads 1080x1 1080

B. Abnormal Loss
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Transferred in Materials | 100x8 | 800
Materials 100x4 | 400
Labour 80x2 160
Overheads 80x1 80
Total 1440

C. Completed units

Opening WIP completed

Materials 150x4 600
Labour 250x2 500
Overheads 250x1 250
Previous period cost b/f 7200
Total 8550
Introduced and completed | 18400x15 | 276000

Total cost of completed goods 284550

Process Ill account

Particulars Units Amount Particulars ~ Units Amount |
To Op WIP 500 7200 | By Normal loss 1000 3000
To Process| | 21300 | 165400 | By Process IV 18900 | 284550
To Materials - 80360 | By Closing WIP 1800 23400
To Labour - 39620 | By Abnormal loss 100 1440
To Overheads - 19810

Total 21800 | 312390 | Total 21800 | 312390

Process accounts — Weighted average method ]

In all the aforesaid examples, FIFO was followed in valuing the completed units and WIP. Now let us see
how process accounts are prepared when weighted average method is used through the following
example.

Example 8:

From the following information during a period prepare process cost account for Process | using :
(a) FIFO method
(b) Weighted average method

Opening WIP: 20,000 units Rs.
Material 4,500
Wages 1,300
Overhead 800

Unit of introduced: | 80,000 units
Material 18,500
Wages 9,200
Overhead 6,200
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The opening WIP is 100% complete as to material and 50% complete as to Labour and overheads.
During the period 60,000 units were completed and transferred to Process II.

(%] 20

Closing WIP: 40,000 units: Degree completion “//
Materials 100%
Wages and overhead 25%

Also analyze how the two methods differ in their procedures.

Solution:
FIFO METHOD

| Statement of equivalent units

Equivalent units

Materlals Lab/OH
%  Units %  Units
Opening WIP 20000 | Opening WIP 20000 0% 0 50% | 10000
completed
Introduced 80000 | Introduced and 40000 | 100% | 40000 | 100% | 40000
completed
Closing WIP 40000 | 100% | 40000 25% | ,10000
Total 100000 | Total 100000 80000 |60000
VY
Il Statement of cost per Equivalent units C/L(’(
Materials {18500 80000 0.23125 C
Labour 9200 60000 015333 Y Y
Overhead | 6200 60000 0.10333
Total 33900/ , 0.48791 /
11l Statement of apportlonment( L{ \/ Q{(
A. Closing WIP
Materials 40000X0.23125 | 9250
Labour 10000X0.15333 | 1533
Overheads | 10000X0.10333 | 1033
Total \ 11816

B. Completed units

Opening WIP completed

Labour 10000X0.15333 | 1533
Overheads 10000X0.10333 | 1033
Previous period cost b/f 6600
Total 9166
Introduced and completed

Total cost of completed goods | 40000X0.48791 | 19518
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Total cost of units completed 28684
Process | account

Particulars Units Amount Particulars Units Amount

To Op WIP 20000 6600 | By Process |l 60000 28684

To Materials 80000 18500 | By Closing WIP | 40000 11816

To Labour - 9200

To Overheads - 6200

Total 100000 40500 | Total 40500

Weighted Average Method

| Statement of equivalent units

Output Eauivalent units
Item  Units Materials Lab/OH
\ % Units % Units U,(/
Opening 20000 | Completed 60000 | 100% | 60000 | 100% | 60000
WiP P —— S
Introduced 80000/ Closing WIP 40000 | 100% | #0000 25% | 10000 ‘) v
Total 100000 100000 00000 70000
Il Statement of cost per Equivalent unit
e Op = 0 0 O13 0 ale 0 D 0
Materials 4500 18500 23000 100000 0.23
Labour 1300 9200 10500 70000 0.15
Overheads 800 6200 7000 \ 70000 0.10
Total 6600 | 33900 40500 [\ 0.48

11l Statement of apportion\#lent

Cspol

Cy I

A. Closing WIP () ‘,( v
PN L

Materials £740000x0.23 | 9200

Labour  —40000x0.15 | 1500

Overheads | 10000x0.10 1000

Total 11700

B. Completed units

60000 units x 0.48 = 28800

Process | account

Amount Particulars Units Amount

&3

Units

' Particulars
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To Op WIP 20000 6600

By Process Il

60000 28800

To Materials 80000 18500

By Closing WIP

40000 11700

To Labour - 9200

To Overheads 6200

Total 100000 40500

Total

100000 40500

FIFO METHOD VS WEIGHTED AVERAGE METHOD

FIFO

Weighted Average

‘Equivalent units statement’ gives only current
years equivalent production. This is because %
completed in previous year for opening WIP is
not taken in computing the equivalent units. For
example in the above problem, Labour and OH is
50% complete w.r.t opening WIP last year, so in
this year’s statement, we have written the
balance 50% completed.

Equivalent units in this statement represents units
completed this year and part of the work done
last year also. We write 100% for all the units
completed but for the opening WIP units, the
entire 100% is not the work done this year, a part
of it is done last year also.

The cost per equivalent unit represents the
current year's cost only. The denominator
equivalent units represents only current year’s
production and the numerator cost does not
include Opening WIP cost b/f from previous year.
Therefore the cost per unit is only current year’'s
cost per unit.

The cost per equivalent unit represents current
year and part of previous years cost. As
discussed in point 1, the denominator represents
units completed this year and partly last year.
The numerator cost included Opening WIP cost
also. Thus the cost per unit has in it current
year’s cost and opening WIP cost.

In the statement of apportionment, the entire
opening WIP cost is given to completed units. In
nutshell, under FIFO method the ‘statement of
equivalent units’ and ‘statement of cost per
equivalent unit' deals only with current year
production and cost. The opening WIP maintains
its identity till the apportionment stage and finally
merges fully with completed units.

In the statement of apportionment, the cost of
opening WIP is shared by all the units namely
completed, closing WIP and abnormal loss or
gain. This is achieved by including the cost of
opening WIP in the cost per equivalent unit itself.
When the units are multiplied with cost per
equivalent units, they automatically get the share
of opening WIP cost. In nut shell the cost of
opening WIP loses its identity, merges with total
cost and gets averaged in the cost per equivalent
unit computation and goes into valuation of all the
types of output.

Stage of Inspection of loss and Treatment of normal loss in valuation of WIP m

Losses in a process can be known only when the units are inspected to detect loss. In certain processes

losses can be detected only at the end of the process i.e only after 100% work is done on the units, in

some cases they can be detected earlier also say at 40% stage or 70% stage and so on.

Suppose loss is detected say at 40% stage. All those units which are put into process on which more than

40% work has been done would have been detected for losses and those units which are less than 40%

complete would not have been inspected for losses.

Completed units are those units on which 100% work has been done. With respect to these units, in all

scenarios inspection of losses would have been done. But the same cannot be said for WIP. There can be

two situations regarding WIP:
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(1) WIP has crossed the stage of inspection
(2) WIP has not crossed the stage of inspection.

We have seen number times in our earlier discussions that, normal loss units should not be given a share
of process cost. Instead its cost will be taken by the other units like completed and closing WIP. Now the
issue is , should the WIP units be given a share of normal loss cost or not ?. This is the subject matter of
discussion in this segment.

Situation 1: WIP has crossed the stage of inspection

In this case all the units including WIP units would have undergone inspection. Hence the cost of normal
loss detected during the inspection should be shared by all units including WIP. This is achieved by putting
NIL entry for normal loss in the equivalent units statement. The effect is as follows:

(a) Equivalent units does not include normal loss units

(b) In the statement of cost per equivalent unit, the numerator i.e cost includes all costs including cost
spent on normally lost unit, while the denominator is sans normal loss units. Due to this the remaining
units are forced to take a share of normal loss. The cost per equivalent unit is now loaded with a share
of normal loss cost also.

(c) In the statement of apportionment while valuing completed units, closing WIP, abnormal loss and
abnormal gain, we take the cost per unit which is loaded with normal loss cost. Thereby we
automatically give a share of normal loss to all types of output including closing WIP.

Situation 2: WIP has not reached the stage of inspection

In this situation, since the WIP units are not inspected for losses, it is improper to give a share of loss to
WIP. Hence we should not put NIL entry for normal loss units in the statement of equivalent units, as it
results in giving normal loss share to all units as explained in situation 1.

The proper method for treatment of normal loss cost is as follows:

(a) Make entry for the normal loss in the equivalent units statement in the same way as we do for
abnormal loss.

(b) Value normal loss in the same way as we would value abnormal loss.

(c) The only difference is that, the abnormal loss value will be debited to costing profit and loss
account; where as the normal loss will be added to completed units.

Example: 9

ABC Limited manufactures a product ‘ZX’ by using the process namely RT. For the month of May, 2007,
the following data are available:

Process RT

Material introduced (units) 16,000
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Transfer to next process (units) 14,400

Work in process:

At the beginning of the month (units) 4,000
(4/5 completed)
At the end of the month (units) 3,000
(2/3 completed)

Cost records:

Work in process at the beginning of the month

Material Rs. 30,000
Conversion cost Rs. 29,200
Cost during the month:

Materials Rs. 1,20,000
Conversion cost Rs. 1,60,800

Normal spoiled units are 10% of goods finished output transferred to next process.

Defects in these units are identified in their finished state. Material for the product is put in the process at
the beginning of the cycle of operation, whereas labour and other indirect cost flow evenly over the year. It
has no realizable value for spoiled units.

Required:

(1) Statement of equivalent production (Average cost method);

(2) Statement of cost and distribution of cost;

(3) Process accounts.

(4) Also rework all the computations if the losses are detected not at the end of the process but when the
units are 50% complete.

Solution:

In the basic problem is given that “defects in the units are identified in their finished state”. This means that
losses are inspected only when the units reach 100% completion stage. Since the closing WIP is only 2/3™
complete, it has not been inspected for loss. Hence it would be inappropriate to give a share of normal loss
to these units. This is the case that fits well into the situation 2 discussed above. Let us see how the
problem is solved in such a case.

| Statement of equivalent units

Output Equivalent units
Units Item Units Materials Conversion
cost
% Units % Units
Opening 4000 | Completed 14400 | 100% | 14400 | 100% | 14400
WIP
Introduced 16000 | Closing WIP 3000 | 100% 3000 | 66.67% 2000
Normal loss 1440 | 100% 1440 | 100% 1440
Abnormal 1160 | 100% 1160 | 100% 1160
loss
Total 20000 | Total 20000 20000 19000
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Il Statement of cost per Equivalent unit

Items Op WIP Current year’s Equivalent Cost per Eq
Cost cost units unit
Materials 30000 120000 150000 20000 7.5
Conversion 29200 160800 190000 19000 10
cost
Total 59200 280800 340000 17.5

11l Statement of apportionment

A. Closing WIP

Materials 3000x7.5 | 22500
Conversion cost | 2000x10 | 20000
Total 42500

B. Abnormal loss

1160 units x 17.5 = 20300

C. Normal loss

1440 units x 17.5 = 25200

D. Completed units

Cost of completed units 14400 x 17.5 252000

Normal loss cost See part C 25200
Total cost apportioned to completed units 277200

Process | account

Particulars Units Amount Particulars Units Amount |
To Op WIP 4000 59200 | By Normal loss 1440 -
To Materials 16000 | 120000 | By Process I 14400 | 277200
To Conversion cost - | 160800 | By Closing WIP 3000 42500
By Abnormal loss | 1160 20300
Total 20000 | 340000 | Total 20000 | 340000

Reworking computations when the loss are detected at 50% stage
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The closing WIP is 2/3™ complete. When the loss is detected at 50% stage, the WIP has crossed the stage
of inspection. Since it is also inspected for losses, a share of normal loss should be given to WIP also. This
is a case falling under situation 1.

| Statement of equivalent units

Input Output Equivalent units

Item Units Item Units Materials Conversion
cost
% Units % Units

Opening Completed 100%

WIP

Introduced 16000 | Closing WIP 3000 | 100% | 3000 | 66.67% | 2000
Normal loss 1440 - - - -
Abnormal 1160 | 100% 1160 | 100% 1160
loss

Total 20000 | Total 20000 18560 17560

Il Statement of cost per Equivalent unit

Items Op WIP Current year’s Total Equivalent Cost per Eq
Cost cost __cost units unit
Materials 30000 120000 150000 18560 8.0819
Conversion 29200 160800 190000 17560 10.8200
cost
Total 59200 280800 340000 18.9019

1l Statement of apportionment

A. Closing WIP

Materials 3000x8.0819 | 24246
Conversion cost | 2000x10.82 | 21640

Total 45886

B. Abnormal loss

1160 units x 18.9019 = 21926
C. Completed units

14400 units x 18.9019 = 272188

Process | account

Particulars Units Amount Particulars Units Amount
To Op WIP 4000 59200 | By Normal loss 1440 -
To Materials 16000 | 120000 | By Process I 14400 | 272188
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To Conversion cost - | 160800 | By Closing WIP 3000 45886
By Abnormal loss | 1160 21926
Total 20000 | 340000 | Total 20000 | 340000
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