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UNIT -1

Cost Accounting — Definition — Classification of Costs — Cost Accounting —
Definition — Advantages — Limitations — Financial Accounting Vs. Cost
Accounting — Preparation of Cost Sheet — Tenders and Quotations
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INTRODUCTION

In the initial stages cost accounting was merely considered to be a technique
for ascertainment of cost of products or services on the basis of historical
data. In course of time due to competitive nature of the market, it was realized
that ascertainment of cost 1s not as important as controlling costs. Hence, cost
accounting started to be considered more as a technique for cost control a s
compared to cost ascertainment. Due to technological development in all
fields, now cost reduction has also come within the ambit of cost accounting.
Cost accounting 1s thus concerned with recording, classifying and
summarizing costs for determination of costs of products or services,
planning, controlling and reducing such costs and furnishing of information to
management for decision making.
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DEFINITIONS

“the amount of expenditure incurred on a given thing” — ICMA, London
“the technique and process of ascertaining cost” — ICMA, London

“it 1s the process of classifying, recording, allocating and reporting the various costs incurred in the operation
of an enterprise”

“Cost accounting is a quantitative method that accumulates, classifies, summarizes and interprets information
for three major purposes: (in) Operational planning and control ;( i1) Special decision; and (iii) Product
decision.” -Charles T. Horngren

“it 1s the application of costing and cost accounting principles, methods and techniques to the science, art and
practice of cost control and ascertainment of profitability” — ICMA, London
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CLASSIFICATION OF COST

1. Classification by Nature:

It is the cost of material of any nature used for the purpose of production of a product or a service.
Material cost includes cost of procurement, freight inwards, taxes and duties, insurance etc. directly
attributable to the acquisition. Trade discounts, rebates, duty drawbacks, refunds on account of modvat,
cenvat, sales tax and other similar items are deducted in determining the costs of material.

Labour cost includes salaries and wages paid to permanent employees, temporary employees and also to
employees of the contractor.

These are the costs other than material cost or labour cost which are involved in an activity. Expenditure
on account of utilities, payment for bought-out services, job processing charges etc. can be termed as
expenses.

MR - GASC, KOMARAPALAYAM 7



2. Cost Classification in Relation to Cost Centre:

The direct costs are those which can be identified easily and indisputably with a unit of operation or
costing unit or cost centre. Costs of direct material, direct labour and direct expenses can be directly
allocated or identified with a particular cost centres or a cost unit and can be directly charged to such cost
centre or cost unit. These costs are also called ‘traceable costs’.

The direct material costs are those which can be identified easily and indisputably with a unit of operation
or costing unit or cost centre. The direct material cost can be directly allocated or identified with
particular cost centres or cost units and can be directly charged to such cost centres or cost units.

The labour cost incurred on the employees who are engaged directly in making the product, their work
can be identified clearly in the process of converting the raw materials into finished product is called
‘direct labour cost’.

The direct expenses refers to expenses that are specifically incurred and charged for specific or particular
job, process, service, cost unit or cost centre. These expenses are also called ‘chargeable expenses’.
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Indirect costs cannot be allocated but which can be apportioned to cost centres or cost units.
These costs are also called as ‘common costs’. The indirect costs are not traceable to any plant,
department, operation or to any individual final product. All overhead costs are indirect costs.

The costs incurred on materials used to further the manufacturing process, which cannot be
traced into the end product and the material required in the production process but not
necessarily built into the product are called ‘indirect material’.

The cost of indirect labour consist of all salaries and wages paid to the staff for the purpose of
carrying and tasks incidental to goods or services provided which will not form part of salaries
and wages paid in working directly upon the product.

Indirect expenses are those which are incurred by the organization in carrying out their total
business activities and cannot be conveniently allocated to job, process, cost unit or cost centre.
Rent, rates, taxes, insurance, lighting, telephone, postage and telegrams, depreciation etc. are
the examples of indirect expenses.

MR - GASC, KOMARAPALAYAM 9



3. Cost Classification by Time:

The historical cost is the actual cost, determined after the event. Historical cost valuation states costs of
plant and materials, for example, at the price originally paid for them.

These costs relating to the product are computed in advance of production, on the basis of a specification
of all the factors affecting cost and cost data. Predetermined costs may be either standard or estimated.

It is a predetermined calculation of how much costs should be under specified working conditions. It is
built up from an assessment of the value of cost elements and correlates technical specifications and the
quantification of materials, labour and other costs to the prices and/or usage rates expected to apply
during the period in which the standard cost is intended to be used.

It is a predetermined cost based on past performance adjusted to the anticipated changes. No minute
appraisal of each individual component cost. It can be used in any business situation or decision making
which does not require accurate cost.

MR - GASC, KOMARAPALAYAM 10



4.Cost Classification for Decision Making:

The term ‘marginal cost’ is defined as the amount at any given volume of output by which aggregate costs
are changed if the volume of output is increased or decreased by one unit. It is a variable cost of one unit
of a product or a service i.e., a cost which would be avoided if that unit was not produced or provided.

It is also known as ‘incremental cost’. It is the difference in total cost that will arise from the selection of
one alternative to the other. It is an added cost of a change in the level of activity.

It is the value of a benefit sacrificed in favour of an alternative course of action. It is the maximum amount
that could be obtained at any given point of time if a resource was sold or put to the most valuable
alternative use that would be practicable. Opportunity cost of good or service is measured in terms of
revenue which could have been earned by employing that good or service in some other alternative uses.

The relevant cost is a cost appropriate in aiding to make specific management decisions. Business

decisions involve planning for future and consideration of several alternative courses of action. In this

Erocess the costs which are affected by the decisions are future costs. Such costs are called relevant costs
ecause they are pertinent to the decisions in hand.
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The sunk cost is one for which the expenditure has taken place in the past. This cost is not affected by a particular
decision under consideration. Sunk costs are always results of decisions taken in the past. This cannot be changed by any
decision in future. The sunk costs are those costs that have been invested in a project and which will not be recovered if
the project is terminated.

The replacement cost is a cost at which material identical to that is to be replaced could be purchased at the date of
valuation (as distinct from actual cost price at the date of purchase). The replacement cost is a cost of replacing an asset
at any given point of time either at present or in the future (excluding any element attributable to improvement).

The normal cost is normally incurred at a given level of output in the conditions in which that level of output is achieved.
Normal cost includes those items of cost which occur in the normal situation of production process or in the normal
environment of the business. The normal idle time is to be included in the ascertainment of normal cost.

It is an unusual or a typical cost whose occurrence is usually irregular and unexpected and due to some abnormal
situation of the production. Abnormal cost arises due to idle time for some heavy break down or abnormal process loss.
They are not considered in the cost of production for decision making and charged to Profit and Loss Account.

The avoidable costs are those costs which under %lven conditions of performance efficiency should not have been
incurred. Avoidable costs are logically associated with some activity or situation and are ascertained by the difference of
actual cost with the happening of the situation and the normal cost.
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The unavoidable costs are ‘inescapable costs’ which are essentially to be incurred, within the limits or norms provided for. It is the cost that
must be incurred under a program of business restriction. It is fixed in nature and inescapable.

[3

The costs incurred prior to the starting of commercial production are called as ‘pre-production costs’. These costs include preliminary
expenses, trail run costs etc. These costs are incurred from the initiation of project till its formal commercial production.

The product cost is aggregate of costs that are associated with a unit of product. Such costs may or may not include an element of overheads
depending upon the type of costing system in force — absorption or direct. Product costs are related to goods produced or purchased for
resale and are initially identifiable as part of inventory.

The period cost is a cost that tends to be unaffected by changes in level of activity during a given period of time. Period cost is associated
with a time period rather than manufacturing activity and these costs are deducted as expenses during the current period without
previously classified as product costs. Selling and distribution costs are period costs and are deducted from the revenue without their being
regarded as part of the inventory cost.

The traceable costs are those which can be identified easi(lly and indisputably with a unit of operation or costing unit or cost centre. Costs of
direct material, direct labour and direct expenses can be directly allocated or identified with particular cost centres or cost units and can be
directly charged to such cost centres or cost units.

The common costs cannot be allocated but which can be apportioned to cost centres or cost units. The indirect costs are not traceable to
any plant, department, operation or to any individual final product. All overhead costs are indirect costs. Cost of indirect material, indirect
labour and indirect expenses in aggregate constitute the overhead costs and are the indirect component of the total cost.
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The controllable cost is a cost chargeable to a budget or cost centre, which can be influenced by the actions of the person in whom
control of the centre is vested. It is always not possible to predetermine responsibility, because the reason for deviation from
expected performance may only become evident later.

These costs cannot be influenced by the action of a specified member of the organization. The controllability of cost depends
upon the level of responsibility under consideration. Direct costs are generally controllable by the sho;i level management. The
uncontrollable cost is a cost that is beyond the control (i.e., uninfluenced by actions) of a given individual during a given period of
time.

The short-run costs are costs that vary with output when fixed plant and capital equipment remain the same and become relevant
when a firm has to decide whether or not to produce more in the immediate future.

The long-run costs are those which vary with output when all input factors including plant and equipment vary and become
relevant when the firm has to decide whether to setup a new plant or to expand the existing one.

The past costs are actual costs incurred in the past and are generally contained in the financial accounts. These costs report past
events and the time lag between event and its reporting makes the information out of date and irrelevant for decision-making.
These costs will just act as a guide for future course of action.

The future costs are costs expected to be incurred at a later date and are the only costs that matter for managerial decisions
because they are subject to management control. Future costs are relevant for managerial decision making in cost control, profit
projections, appraisal of capital expenditure, introduction of new products, expansion programs and pricing etc.
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These costs are also called as ‘out of pocket costs’. The explicit cost is a cost that will necessitate a corresponding
outflow of cash. These costs involve cash outlay or payment to other parties. Explicit costs are relevant in some
decision making problems such as fluctuation of prices during recession, make or buy decisions etc. These costs
are recorded in the books of account and can be easily measured.

These costs are also called as ‘imputed costs’ or ‘notional costs’. The implicit cost is a cost which doesn’t involve
actual cash outlay, which are used only for the purpose of decision making and performance evaluation. Interest
on capital is common type of implicit cost. No actual payment of interest is made but the basic concept is that,
had tllq)e funds been invested elsewhere they would have earned interest.

The book costs are those which do not require current cash gayments. Depreciation, is a notional cost in which
no cash transaction is involved. Book costs can be converted into out of pocket costs by selling the assets and
having them on hire. Rent would then replace depreciation and interest.

The shutdown costs are the costs incurred in relation to the temporary closing of a department / division /
enterprise. Such costs include those of closing, as well as, those of reopening. The shutdown costs are defined as
those costs which would be incurred in the event of suspension of the plant operation and which would be saved
if the operations are continued.
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The abandonment cost is the cost incurred in closing down a department or a division or in withdrawing a
product or ceasing to operate in a particular sales territory etc. The abandonment costs are the cost of retiring
altogether a plant from service. Abandonment arises when there is a complete cessation of activities and creates
a problem as to the disposal of assets.

The urgent costs are those which must be incurred in order to continue operations of the firm. For example, cost
of material and labour must be incurred if production is to take place.

The postponable cost is that cost which can be shifted to the future with little or no effect on the efficiency of
current operations. These costs can be postponed at least for some time, e.g., maintenance relating to building
and machinery.

It is the cost incurred to convert raw materials into finished goods. It is the sum of direct wages, direct expenses
and manufacturing overheads.
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5. Cost Classification by Nature of Production Process:

It is the aggregate cost related to a cost unit which consists of a group of similar articles which maintain its identity throughout
one or more stages of production.

When the production process is such that goods are produced from a sequence of continuous or repetitive operations or
processes, the cost incurred during a period 1s considered as process cost. The process cost per unit is derived by dividing the
process cost by number of units produced in the process during the period. Accounts are maintained for cost of a process for a
period. The average cost per unit produced during the period is process cost per unit.

It is the cost of a specific operation involved in a production (frocess or business activity. When there are distinctly separate
operations involved in a process, cost for each operation is found out for effective control mechanism.

It is the cost incurred in conducting a business activity. Operating costs refer to the cost of undertakings which do not
manufacture any product but which provide services.

It is the cost of a contract with some terms and conditions of adjustment agreed upon between the contractee and the contractor.
Contract cost usually implied to major long- term contracts as distinct from short-term job costs. Escalation clause is sometimes
provided in the contract in order to take care of anticipated change in material price, labour cost etc.

These are the common costs of facilities or services employed in the output of two or more simultaneously produced or otherwise
closely related operations, commodities or services.
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(a)

©)

(d)

©)

ADVANTAGES

: The information revealed by cost accounting aims at mainly assisting the
management in decision making and optimizing profits. Besides this there are certain advantages of
cost accounting to the management i.e. it helps in price fixation, in revealing profitable and
unprofitable activities, idle capacity, in controlling cost and also helps in inventory control.

. Cost accounting introduces wage scheme, bonus to the efficient & sincere
employees which in turn increasing productivity, profitability and lowering cost.

The better management of finance through cost accounting leads to timely debt
servicing by company in the form of repayment of loan and payment of interest. To stay and grow in
competition and for judging soundness of present and perspective borrower and cost reports give better
picture of efficiency profit prospectus and capacity.

Cost accounting enables the Govt. to prepare plans for economic
development of the country, to make policies regarding taxation, excise duty, export, price, ceiling,
granting subsidy etc.

Cost accounting helps consumers in getting goods of better quality at
reasonable price
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(d)

©)

®

(8)

IMPORTANCE

: Cost of material 1s a major portion of the total cost of a product. It can be
controlled by regular supply of material and spares for production, maintaining optimum level of funds in
stocks of materials and stores.

. If workers complete their work within the specified time cost of labour can be
controlled.

: By keeping a strict check over various overheads such as factory, administrative
and selling & distribution, this can be controlled.

: Cost accounting provides information regarding standards and actual performance
of the concern activity for measuring efficiency.

The preparation of the budget is the function of costing department and budgeting is done to
ensure that the practicable course of action can be chalked out and the actual perform corresponds with
the estimated or budgeted performance.

On behalf of cost accounting information, management 1s enable to fix
remunerative selling price for various items of products and services in different circumstances.

The management may be able to formulate its approach to expansion on the basis of
estimates of production of various levels.
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Cost Accounting vs. Financial Accounting

Basis Cost Accounting

1) Purpose Its main purpose to guide

2) Coverage It deals with expenses related

3) Basis This deals with estimated and actual

actual data both.

4) Scope It is related to a particular all

commercial product or service.

This deals with internal translations
between departments within the
organisation

5) Parties
Involved
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Financial Accounting

It reveals the final results during the management for
proper the particular period for every planning,
controlling and concern. decision-making etc.

This deals with whole to or identified with products.
organization connected with manufacturing and also
other activities or areas.

This deals only with the actual actual financial
transactions and figures and not on estimation.

It includes translation of organisation for a particular
period of time

This concern with external parties as well as external
translations.
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6) Final Statement

7) Valuation of Stock

8) Nature

9) Classification

10) Legal Requirements
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Only one statement is prepared
i.e. statement of cost.

Stock is valued at cost

It does not consider only
historical records but also
predetermined cost.

It is clearly classifies the cost into
fixed and variable cost.

Generally these accounts are kept
to meet management
requirements. Now it has become
obligatory:.

Profit & Loss A/c and balance
sheet both are prepared.

Market value or cost whichever is
lower 1s considered as the value
of stock.

It 1s related to the historical
records.

In this cost is not classified into
fixed and variable cost.

It is required by companies act,
Income Tax Act, etc. to keep
these accounts.




Limitations of Cost Accounting

a) Cost Accounting 1s based on estimates and so it is not reliable.

) Cost Accounting system has failed to produce desired
results in many concerns. Thus it could be said that this system is at fault.

c) it 1s not necessary in Business concern as it involves duplication of
work.

d) Modern methods of cost accounting are not applicable to every

type of industries.

e) It 1s expensive because double set of account books has to be
maintained and its introduction involves considerable amount of expenditure.
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COST SHEET

A cost sheet is a statement that shows the various components of total cost for a product
and shows previous data for comparison. You can deduce the ideal selling price of a product
based on the cost sheet.

A cost sheet document can be prepared either by using historical cost or by referring to estimated
costs. A historical cost sheet is prepared based on the actual cost incurred for a product. An
estimated cost sheet, on the other hand, is prepared based on estimated cost just before the
production begins.
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Importance of cost sheet

The main objective of the cost sheet is to obtain an accurate product cost. It gives you both the total
cost and cost per unit of a product.

In order to fix the selling price of a product, you need to create a cost sheet so you can see the
details of its production cost.

It helps the management compare the current cost of a product with a previous per unit cost for the
same product. Comparing the costs helps management take corrective measures if costs have increased.

The cost sheet is an important document for a manufacturing unit, as it helps in controlling production
costs. Using an estimated cost sheet aids in monitoring labour, material and overhead costs at each step of production.

Some of the most important decisions management makes are based on the cost sheet. Whenever a
business needs to produce or buy a component, or quote prices for its goods on a tender, managers refer to the cost sheet.
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2.1 Elements of Cosﬁ

Direct Indirect Indirect Direct or Other indirect Exps.
Material Material Labour Labour Chargeable or On Cost

Expenses or Overheads

v
' Tty
Office & Administration Selling & Distribution
Oncost On cost
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PREPARATION OF COST SHEET

= Direct Material Consumed + Direct Labour + Direct Expenses

STEP -1
Direct Material= Material Purchased + Opening stock of raw material-Closing stock
of raw material.

STEP — 11 Works Cost = Prime Cost + Factory Overheads (Indirect Material + Indirect Labour
+ Indirect Expenses)+opening Work in progress-Closing Work in progress

STEP —III Cost of Production = Works Cost + Office and Administration overheads + Opening
finished goods-Closing finished goods

STEP -1V Total Cost = Cost of Production + Selling and Distribution Overheads

STEP -V Sales — Total Cost
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PROBLEMS

The following figures have been extracted from the records of a manufacturing
company for the year ending 31st December, 2008. You are required to prepare a
statement of cost showing : (a) Cost of raw materials consumed (b) Prime Cost (c)
Factory Cost (d) Cost of production (e) Cost of goods sold (f) Total cost of goods sold
and profit on sales. Rs.

Stock of Raw Materials (1-1-08) Rs.3,000 Stock of Raw Materials (31-12-08) Rs.2,400
Purchases of Raw materials Rs.14,000 Stock of work-in-progress (1-1-08) Rs.1,000
Stock of work-in-progress (31-12-08) Rs.800 Carriage inward Rs.500 Manufacturing
wages Rs.4,000 Other direct expenses Rs.200 Indirect wages Rs.1,000 Experiment
expenses Rs.400 Wastage of materials Rs.50 Factory overhead Rs.7,000
Establishment on costs Rs.2,000 Selling overhead Rs.4,000 Distribution overhead
Rs.1,000 Stock of finished goods (1-1-08) Rs.1,200 Stock of finished goods (31-12-08)
Rs.3,000 Sales Rs.40,000
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SOLUTION

Particulars
Purchase of Raw Materials
Add: Opening Stock of Raw Materials

Carriage inward

Less: Closing Stock of Raw Materials
(a) Cost of Raw Materials Consumed

Add: Direct Wages

Other Direct Expenses

(b) Prime Cost
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Rs.
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Add: Factory Overheads: _—

Indirect Wages 1,000

Experiment Expenses 400

Wastage of Materials 50

Factory Overheads 7,000 8450
27,750

Add: Opening Stock of Work-in-Progress 1,000
28,750

Less: Closing Stock of Work-in-Progress 800
FACTORY COST 27,9750

Add: Office Overheads:
Establishment on Costs 2,000
COST OF PRODUCTION 29,950
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Add: Opening Stock of Finished Goods _ 1,200

31,150
Less: Closing Stock of Finished Goods 3,000

COST OF GOODS SOLD 28,150

Add: Selling Overheads 4,000

Add: Distribution Overheads 1,000
TOTAL COST 33,150
40,000

NET PROFIT 6,850
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From the following particulars prepare cost sheet. Direct Material Rs.8,000; Direct Wages
Rs.6,000; Direct Expenses Rs.2,500; Administrative Overheads Rs.4,000; Factory Overheads
Rs.5,000; Sales Rs.40,000

COST SHEET
PARTICULARS Rs.

Direct Materials
Direct Wages

Direct Expenses

PRIME COST
Add: Factory Overheads

FACTORY COST
Add: Administrative Overheads
COST OF PRODUCTION
PROFIT (B/F)
SALES
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Problem 5 : Prepare a statement showing cost and profit for the

year ended 31.12.98.
31.12.98
1.1.98 Re

1,00,600 1.23.500
71,000 42,000
31,000 34,000

Raw materials
Finished goods

Work-in-progress
Purchase of raw materials 88,00C
70,00C

Direct wages

Indirect wages 2,500
Works expenses 37,00C
Administrative expenses ; 13,00C
Sale of factory scrap ' 2,00C
Selling & distribution expenses 15,00C
Sale of finished goods 2,75,00C
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STATEMENT SHOWING COST AND PROFIT

Opening stock of raw materials
Add Purchases of raw materials

Less Closing stock of raw materials
Maserials consumed

Prome Cost
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Prepare a Statement of Cost and Profit from the
following data.

Opening stock of raw materials
Purchases of raw materials 40,000
Materials returned to-supplier 2,000

Closing stock of raw materials - 8,000
Direct wages 20,000

Works oncost 25% on wages; Office oncost 20% on works
cost; Selling oncost 10% on works cost; Profit 10% on cost.
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STATEMENT OF COST AND PROFIT

pening stock of raw materials
dd Purchases of raw materials

onn Materials returned to supplier

enn Closing stock of raw materials
Materials consumed
Jirect wages
Prime cost
orks oncost 25%% on wages
Works cost

MMice oncost 20% on works cost
Cost of production

elling oncost 109 on works cost
Cost of Sales

rorfit 1096 on Rs. 84,500
Sales
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The following data relate to the manufacture of a
product during the month of April.

Raw materials consumed Rs. 80,000
Direct wages Rs. 48,000
Machine hours worked 8,000

Machine hour rate Rs. 4
Office overhead 109% on works cost

Selling overhead Rs. 1.50 p.u
Units produced Mis. 4,000

Unit sold 3,600 at Rs. 50 each.
Prepare a cost sheet and show a) Cost Per Unit and

b) Profit for the period.

MR - GASC, KOMARAPALAYAM 36



COST SHEET
for the month of April

/_________________———~___.__(W¢put A OO sarniem)

T otal Cose | Cost .

- g ’f
p— maverials consumed 80,000 20 .00

et Wages 458 000 1 2 OO0

overhead
2 (8,000 hours X Rs.4) =22 OO0 =
Works Cost 1,60, 000
Office overhead
(109 on works cost) 16 000

i overhead

(3.600 unitcts x Rs. 1.50) 400
Cost of Sales 1,63, 800
Profit (bal. fig.) 16,200
Sales (3,600 units x Rs. 50) 1,.80,000

Cost of production
Less - i stock of
s.ﬁnci:sll?::ingood (400" unitcts @& 44) 17,600
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Sathya Industries manufactures product X. On 1%t January, there
were 5,000 units of finished product in the stock. Other stocks on
15t January were as follows:

Work -in progroess R S7.500
Raw matcerials Rs. 1,16 000

The inforrmations available from cost records for the year ended
3lilst December 1998 werse as follows -

Purchases of rmaterials

Direct labowur cost

Freaghts on pusrchases

Indirect labosar

Indircect rmatcrials

Oocher factory overheads

Srtock of raw mactcerials 3 1 st Decermber
Work-in-progress 3 1st Decermbrer
Sales (1,550,000 wamats)

There are 15 000 uamnirs of finiskhedd
Deoecemiber 1998 Stock in

ol
valued art the sasrme COST Per wamnit as

of the period. stock ar cthe end
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g.gq-.:msn_t_of Cost 8& Profit for

Opening stock of raw materials

Add purchases
Freight on purchases

Less Closing stock of raw materials
Materials consumed
Direct labour cost
Prime Cost

Factory Overheads :

Indirect materials

Indirect labour
Other factory expenscs

Add Opening work-in-progress

Less Closing work-in-progress
Works cost / Cost of Production

Work cost (cost of
production)

Add Openi stock of
finish goods

Less Closing stock of
finished goods

Cost of goods sold
Profic (bal fig)
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ear ended 31-12-98._
Rs. Rs.
1.16,000
9,04,000
55,000
10,75,000
95,000

000
000
000
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Prepare a statement of cost giving the following information: 1]
Prime Cost; 2] Works Cost; 3]Cost of Production; 4]Cost of Sales
: and 5] Profit.

Raw materials consurmed
Indirect rmacterials

Wages rraceable to jobs

Wages paid to maintenance worker
Lubricating il

Consumable stores
Repairs to plant & machinery
Repairs to office building

Fostage and telegram
Auadic fees

IDirecrtor’s fees
Legal expenses

General expenses
Gas 8 Warter

Advertisinsgs
Packing charges
Manager's salary

“<_.59500

2. 200
(C2/"3rd for factrtory, 1./3 rd for ofﬁce) 12
Interest received 1
Loss on sale of planc <.
Payment of sales tax 3
Travelling expenses 8 commission 2
Sales 1,50

MR - GASC, KOMARAPALAYAM
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STATEMENT OF COST AND PROFIT

Raww smaterials consuarned
W agge traceable o jobs
Frrirze co=st
Facoory overheads -
Irnndirece rmactcerials
Wagpes praid o rmaintenance workers
L uasbricactings <il
Consuamrmble stores
Repalirs o plamntc 8 srmxachinexry
Gas ancd vwarter
Manager"s Salary (273 xrd of Rs. 12 _000)
Factory cost
Acdsminiscracive overhead -
Repairs o office building
Foscagse 8Sc: velograna
A rzaclic feaes
Dircectors feos
Legal expraenmnsaes
General expenses
Masrrsaggesrs salary (1 3rd of Rs. 12 _000)
Cost of prodisctior
Selling 8 discribuation overhoeads :
Al vercinizsags
Faclcirsgy <o gpoe =
T rawvellisrge esxgprenses S cormrmission
Cont of scales
FPrrofic (bal. fig.D
e

MR - GASC, KOMARAPALAYAM



Prepare a statement giving the maximum possible
information about cost and its break up for the year 1998.

Innvenuories at thhe Deginming -
Rasw mmaaarerials
Finishaed gooaods

Inventosries at thhe end -
IRaavw rmaatcerials
Finishhod goods

Purchases of rawvw rmatorials

Exprensoes -
IDirece
Facoory
COMice
Saollicags

Salaries

“0 £ 5
B8 888 487

Py

Weork=s Manager

¢
N
N
3

General Managaoer
Sales Managgex

Lighcisagy -

had
0N

CTarvriagge -

IEmywvwar<is
COuacwvwwarcis

FPro<isscrive vwagge s
PBacd <delhem

INDiscersamnt allaowvwe i
Chererctwvwill vwritten off
T rammnsfor foos

Sale=

MR - GASC, KOMARAPALAYAM



Statement showing Cost and Profit for the year 1998

ing stock of raw materials
%ﬂpurchasc. of raw mactcerials
Carriage inwards

Less Closing stock of raw macterials

Materials conswuarmedcd
Productive wages
Direct expoensaes

FPrirme cose

Factory overheads -

Factory ex =
Works Manager's salary

Facrory lighting
Insusrance
Factory cost

Administractive overhoeadds

Office expenses
General managesr s salary

Office lighcing
Insuarance
CTost of Prodcction

Add : Opening stock of finished goods

Less - Closing stock of finished Bl
Tost of goods sold
Selling 8 discriburtion overheads
Sellin exXpenses
Sales ager's salacy

Lighting of showroossn
riage oucwards

MR - GASC, KOMARAPALAYAM



TENDER AND QUOTATION

. :,11.‘.11 teed st e o

. 'ollal»ll"l ] stew' oy 5
ftem e o raw tmaterials
Stewk off raw mmaterials
Iirect wagres

Vacrtory overhead

8. 000
Administration overhead

4 .000
Purchases of raw rmaterials

‘Ja,rl()(’

Salens 1.12.500
e number of fans manufactured during the month was
2,000. Prepare a statement showing the cost per fan and the price
o be guoted for 750 fans to realise the same Percentage of profit

as was realised during the 3 months referred 1o above assuming
the same condition .

MR - GASC, KOMARAPALAYAM
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Production Statement of Electric fans
for the 3 months ending 31.3.98 (2,000 Fany

Total Cost D
Rs. Rs. | Rs.

Stock of raw materials 5,000 |

Add Purchases 32,500
37,500
Less Closing stock of raw materials 3,500
Materials consumed 34,000, 17.00

Direct wages 74,0000 37.00

MR - GASC, KOMARAPALAYAM
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Prime cost

actory overhead
Factory cost

Administration overhead

Cost of production

ess Closing stock of
finished goods

Cost of goods sold

Profit (bal. fig.)
Sales

MR - GASC, KOMARAPALAYAM

1,08.000 |54.00

8,000 | 4.00

1,16,000 [58.00
4,000

Units
2,000 1,20,000

500 30.000

1,500 90,000 60.00
22,500 [15.00

1,500 1,12,500 | 75.00
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Statement of Quotation for 750 fans Rs.

Cost of production (750 fans X Rs. 60 p.u) | 45,000

Profit 25% on cost (2) 11,250
Price to be quoted for 750 fans 56,250

orking :

1) Value of closing stock of finished goods = Rs. 30.000

Cost of production p.u. Rs. 60
No. of units held in stock = Rs. 30000 / Rs. 60 = 500 units

2) Percentage of profit on cost = ?C“wi: x 100

MR - GASC, KOMARAPALAYAM
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A company has received an enquiry for the supply of 5,000
steel pipes. The costs are estimated as follows:

-

Raw materials 1,00, 000 kgs at Rs.1.00 p<

Direct wages 10,000 hours at Rs.4.X
~ AN "c"
Variable overhead

S T
.-

-
- .

s : Factory Rs. Z.5¢
Selling and distribution
Factory Rs. 6,000 |
Selling and distribution Rs
Prepare 3 statement showing the price © be g

will result in 2 profit of 20% on selling price.

Fixed overheads :

MR - GASC, KOMARAPALAYAM 48
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. )..4.1 TR ER2 A

14 W materinln P o)ty
I Mt ! SWaauers 10 A M M) - |
FPrime Conr
b actanry oawverheads
Varialrle FOY O haartnrm ot
e, 2 A0 per oo
P ixed
Faosstorry vont
Selling & Hhiastnibation Overheads
Varianhil
I ixend
Cont of Sales
'5-0’0( (1)
Sades (IM'rice toy e !'!.l'.l'll)

Working

) ol

Sales s assumed as
Loenn Profin

S0 T o on sales

C ot

" SRRt A no,
W ooms in s

pPaadis ks R
AN OMANY, e

Paaatin

ft

FRat gy > I

- "'( '.

»
.

' B

1 G.O00
14, 000
O, 000
» 0,000
yO_O000

- Rs

M) iraim

14 .00

2. 20
FAR 18

10, .00
10,00

S0 00

S50. 0 w!

1

|
|
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BPL Television Company finds that in 1997, the cost to manufacture 200 T.V.
sets was Rs.6,16,000 which it sold at Rs.4,000 each. Cost was made up of:

Each 1eleVision W
Rs. 1,000 and wag
Absord factory
A‘“\\l“ OCe expes

Prepare a stateny !

wnit if it enhances the |
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MR - GASC, KOMARAPALAYAM

Cost Sheet for the year 1997

Materials
Direct wages

Prime cost
Factory expenses
Factory cost

Office expenses
Cost of productwn

profit (bal. fig-)

-

T

(200 T.V. Sets

2, OO 000

‘ 0,000

hO OﬂO
5 60,000

S

6,000 |
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ESIRINVZASEEREEOIREASIENES FTSE @REFEN TSRS

1998

Frreovme coond

£ S5 Sy

Factory cost

1 O on factory
Cont of production
Profic (bal fig.)
Selling price

Rewvised selling price Rs. 4000 -+

Waorking

»,
Percentage of factory expenses to direcs Wages

Faczory expenses 100 SO _O00
= ~ k
y 00 000 * 100 - 20%,

.
L Mrect Weage s

Fescensage of ofTice expenscs o factory oosg

O e © R e riaes O O
Wk s coran = 100 S0 ey = oo - .“

MR - GASC, KOMARAPALAYAM
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The following are the costing records of a

manufacturer for the year 1997.

Production 1,000 units; Cost of raw mats rials Rs.20,000
| about cost Rs, 10,000, Factroy averhead Ry 9 000; (Yifics
sverhead Rs.3,000/-; Selling averhead Rs.1,500; Rate
'm\lil 25% on sales
1,600 units during
will iIncrease

)ln(‘llu'

Th(‘ m.nml.umu-: e ulc-(l 1O |
{ raw materials

1908, It is estimated that the cost o
by 25%. Labour cost will increase by 20%, selling overheads will
be reduded by 10%. Rate of profit will remain the same. The
factory and office overheads remain fixed in total as in 1997

particulars prepare a stateme
in 1998.

From the above
showing the selling price

MR - GASC, KOMARAPALAYAM

nt of estimate
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MR - GASC, KOMARAPALAYAM

COST SHEET FOR 1997
(OUTPUT 1,000 UNITS)

Cost of raw materials

Labour Cost

Prime cost
Factory overheads

Factory cost
Administrative overheads

Cost of production
Selling ove rheads
Cost of Sales

Profit
Sales

(1

Rs.
20,000
10,000

9,000

39,000

1,500
14,500
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