CA Satish Jalan – Cost Accounting


STANDARD COSTING
QUESTION NO. 1
A single product company has furnished the following standard cost data per unit of output:
	Direct Material
	20 kg @ Rs 10 per kg

	Direct Labour
	12 hrs @ Rs 5.50 per hour

	Variable overhead
	12 hrs @ Rs 10 per hour

	Fixed Overhead
	Rs 9 lac per month based on a normal volume of 60,000 Direct labour hours.

	Selling price per unit
	Rs 600 per unit


The cost incurred and other relevant information for a month are:-

	Direct Material
	1,00,000 kg at a cost of Rs 10,50,000

	Direct Wages paid
	Rs 3,10,000 for 62,000 hours worked.

	Overheads
	Rs 15,26,000 out of which a sum of Rs 9,40,000 is fixed.

	Actual output
	4,800 units 

	Sales Revenue from actual output
	Rs 28,32,000


Compute all variances and actual profit for the month.

[ANSWERS: MCV = Rs 90,000A ; MPV = Rs 50,000A; MUV = Rs 40,000A; LCV = Rs 6,800F; LRV = Rs 31,000F; LEV = Rs 24,200A; VOH Cost Var = Rs 10,000A; FOH EXP Var = Rs 40,000A; Prodn Vol Var = Rs 36,000A; Sales Value Variance = Rs 1,68,000A; Sales Price Var = Rs 48,000A; Sales Volume Variance = Rs 12,000A. Actual Loss = Rs 54,000]
QUESTION NO. 2
A Ltd operates a system of standard cost. The following information is available:
	ACTUALS
	RS.

	Material consumed (3,600 units @ Rs 52.50 per unit
	1,89,000

	Direct Wages paid
	22,100

	Fixed expenses
	1,88,000

	Variable expenses
	62,000


	STANDARD COST PER UNIT
	RS.

	Material (1 unit @ Rs 50 per unit)
	50.00

	Direct Wages 
	  6.00

	Fixed expenses
	40.00

	Variable expenses
	20.00

	Total
	116.00


Output during the period was 3,500 units of finished product. For the above period, the standard production capacity was 4,800 units.
The standard wages per unit is based on 9,600 hours for the above period @ Rs 3 per hour. 6,400 hours were actually worked during the above period and in addition, wages for 400 hours were paid to compensate for idle time due to breakdown of a machine and wage rate was Rs 3.25 per hour.
Compute Material, Labour, Variable overhead, Fixed overhead and total cost variances.

[ANSWER: MCV = Rs 14,000A; MPV = Rs 9,00A; MUV = Rs 5,000A; LCV = Rs 1,100A; LRV = Rs 1,700A; LEV = Rs 1,800F; Labour Idle Time Variance = Rs 1,200A; VOH Exp Var = Rs 8,000F; FOH Exp Var = Rs 4,000F; Production Volume = Rs 52,000A; Total Cost Variance = Standard Cost of Actual Output – Actual Cost = Rs 55,100A] 
QUESTION NO. 3
The following details are given:

	PARTICULARS
	MASTER BUDGET
	ACTUAL
	VARIANCE

	Units produced and sold
	10,000 units
	9,000 units
	(1,000)

	Sales (Rs)
	40,000
	35,000
	(5,000)

	Direct Material (Rs)
	10,000
	9,200
	800

	Direct Wages (Rs)
	15,000
	13,100
	1,900

	Variable Overhead (Rs)
	5,000
	4,700
	300

	Fixed Overhead (Rs)
	5,000
	4,900
	100


Figures in parentheses indicate adverse variances.

The standard costs of product are as follows:-

	Direct Material
	1 kg @ Re 1 per kg
	Rs 1.00

	Direct Wages
	1 hr @ Rs 1.50 per hr
	Rs 1.50

	Variable Overhead
	1 hr @ Re 0.50
	Re 0.50


Actual results for the month showed that 9,800 kg of material were used and 8,800 labour hours were recorded.

(1) Prepare a flexible budget for the month and compare the actual results.

(2) Calculate Material, Labour, Variable overhead, Fixed overhead, Sales and Profit Variances.

[Answers: 

(1) A flexible budget for activity level of 10,000 units and 9,000 units is to be prepared on the basis of budgeted data for 10,000 units. Only variable cost will change. Fixed cost will remain same. No actual cost or Sales is to be considered for preparation of budget. Material cost for 9,000 units as per budget will be = Rs 9,000; D/W = Rs 13,500; VOH = Rs 4,500; Fixed OH = Rs 5,000.Profit = Rs 4,000.

After that, compare the budgeted data for 9,000 units with the actual data. Find out the difference.

(2) For Variance Computation, two charts are to be made in the usual manner: (a) Standard cost for Actual Output of 9,000 units and Actual cost.

Sales Price Variance = Rs 1,000 A, MCV = Rs 200 A; MPV = Rs 600 F; MUV = Rs 800 A; LCV = Rs 400 F; LRV = Rs 100 F; LEV = Rs 300 F; VOH Cost Variance = Rs 200 A; Fixed OH Exp Variance = Rs 100 F ; Production Volume Variance = Rs 500 A; Sales Profit Volume Variance = Rs 500A]
QUESTION NO. 4
The following details are given:

	PARTICULARS
	MASTER BUDGET
	ACTUAL
	VARIANCE

	Units produced and sold
	20,000 units
	18,000 units
	(2,000)

	Sales (Rs)
	24,00,000
	22,00,000
	(2,00,000)

	Direct Material (Rs)
	6,00,000
	5,20,000
	80,000

	Direct Wages (Rs)
	8,00,000
	7,56,000
	44,000

	POH  - Variable (Rs)
	2,00,000
	1,84,000
	16,000

	POH - Fixed (Rs)
	1,00,000
	1,16,000
	(16,000)

	S&D OH – Variable (Rs)
	3,00,000
	2,88,000
	12,000

	S&D OH – Fixed (Rs) 
	2,00,000
	1,84,000
	16,000

	Total Cost
	22,00,000
	20,48,000
	1,52,000

	Profit
	2,00,000
	1,52,000
	(48,000)


Figures in parentheses indicate adverse variances.

The budgeted and actual direct labour hours are 1,00,000 hours and 95,000 hours respectively. The budgeted and actual raw materials were 40,000 kgs and 35,000 kgs respectively.
The general manager was surprised to see that his operations have resulted in an adverse profit variance of Rs 48,000 for the month. On the basis of the budgeted profit of Rs 10 per unit, he expected that he would make a profit of Rs 1,80,000 on a sale of 18,000 units of production in May instead of budgeted profit of Rs 2,00,000 resulting in an adverse profit variance of Rs 20,000 only.

Required:

1. Show a flexible budget for May.

2. Calculate Variances.

[Answers: Budget is to be prepared in the same way as in previous question. The Budgeted Profit for activity level of 18,000 units will be Rs 1,50,000.

Sales Price Variance = Rs 40,000F; Sales Volume Profit Variance = Rs 20,000 A; MPV = Rs 20,000F; LRV = Rs 4,000F ; LEV = Rs 40,000A; Factory VOH Exp Variance = Rs 6,000F; Factory VOH Eff Variance = Rs 10,000 A; S&D VOH Cost Variance = Rs 18,000 A; Factory Fixed OH Exp Variance = Rs 16,000A; S& D Fixed OH Exp Variance = Rs 16,000F; Factory Fixed OH Production Volume Variance = Rs 16,000A; S&D Fixed OH Production Volume Variance = Rs 16,000 F]
QUESTION NO. 5
A Co. Producing a standard product is facing declining sales and profits. It has therefore decided to introduce a standard cost system to control cost. To motivate workers to improve productivity, the management has also decided to introduce an incentive scheme under which employees are paid 20% of standard cost of materials saved and also 40% of labour time saved valued at standard labour rate.

Following are the details of standard cost of the product:-

	STANDARD COST
	
	Rs Per unit

	Direct Material
	10 kg @ Rs 12 per kg
	120

	Direct Labour
	3 hours @ Rs 10 per hour
	30

	Variable Overhead
	3 hours @ Rs 5 per hour
	15

	Fixed Overhead
	Based on budgeted output of 10,000 units
	25

	Total Cost
	
	190

	Selling price per unit
	
	240


During one month, 9,600 units of product were manufactured and sold and following actual cost were incurred:-

	Direct Materials (90,000 kg)
	Rs 12,10,000

	Direct Labour (25,000 hrs)
	Rs    2,54,000

	Variable Overhead (25,000 hrs)
	Rs    1,47,000

	Fixed Overhead
	Rs    2,50,000

	Total Cost
	Rs 18,61,000

	Profit
	Rs   4,19,000

	Sales
	Rs 22,80,000


Required:

1. Variances that occurred during the month, duly reconciling standard profit of actual production and actual profit.
2. Bonus Earned by the workers.
[Answers: 

(1) MPV = Rs 1,30,000A; MUV = Rs 72,000F; LRV = Rs 4,000A; LEV = Rs 38,000F; VOH Cost Variance = Rs 3,000A; Production Volume Variance = Rs 10,000A; Sales Price Variance = Rs 24,000A]
(2) Bonus Earned = (20 % of Rs 72,000 + 40 % of Rs 38,000) = Rs 29,600]
QUESTION NO. 6

The standard cost per unit of output of Product K produced is as under:-
	Direct material: A - 10 kg @ Rs 10 per kg
	Rs 100

	Direct material: B - 5 kg @ Rs 3 per kg
	Rs 15

	Direct Wages : 5 hrs @ Rs 3
	Rs 15

	Fixed Production Overhead
	Rs 25

	Total Cost
	Rs 155

	Gross Profit
	Rs 45

	Standard Selling Price
	Rs 200


The fixed production overhead absorbed on the expected annual output of 10,800 units produced at an even flow throughout the year.

During November, following actual results for production of 800 units were obtained:
	Sales: 800 units @ Rs 200 per unit
	Rs 1,60,000

	Direct Material: A – 7,800 kg
	Rs 79,950

	Direct Material: B – 4,300 kg
	Rs 11,825

	Direct Wages: 4,200 hrs
	Rs 12,075

	Fixed Production Overhead
	Rs 23,500

	Total Cost
	Rs 1,27,350

	Profit
	Rs 32,650


Material Price Variance is recorded at the time of receipt of materials. Direct Material purchased  is 9,000 kgs of A and 5,000 kgs of B.

1. Calculate Variances.

2. Prepare an operating statement showing the standard profit, variances and actual profit.
[Material Price Variance to be calculated on actual qty purchased instead of actual qty consumed since it is recorded at the time of receipt of materials.

MPV = Rs 1,000A; MUV = Rs 1,100F; LRV = Rs 525F; LEV = Rs 600A; Fixed OH Exp Var = Rs 1,000A; Production Volume Variance = Rs 2,500A.

For reconciliation of actual and standard profit, recompute the material variances on the basis of actual quantity consumed. New MPV = Rs 225F.

For Reconciliation follow format of reconciliation statement. Standard Profit for actual sales = Rs 36,000]

QUESTION NO. 7

Z Ltd uses standard costing system in manufacturing of its single product ‘M’. The standard cost per unit of M is as follows:-
	Direct Materials: 2 metres @ Rs 6 per metre
	Rs 12.00

	Direct Labour: 1 hr @ Rs 4.40 per hour
	Rs 4.40

	Variable Overhead: 1 hr @ Rs 3 per hour
	Rs 3.00

	Total Cost
	Rs 19.40


During the month of July, 6,000 units of M were produced and the actual cost data were as under:-

	Material Consumed: 12,670 metres @ Rs 5.70 per metre.
	Rs 72,219

	Direct Labour:  ?  Hrs @ Rs  ?   per hour
	Rs 27,950

	Variable Overhead incurred (based on Direct Labour Hrs)
	Rs 20,475

	Variable Overhead Efficiency Variance
	Rs 1,500 Adverse


Find missing figures and all variances.

[Answers: Actual Hours = 6,500 hrs; Hrly Rate = Rs 4.30 per hr; MCV = Rs 219 A; MPV = Rs 3801 F ; MUV = Rs 4,020 A; VOH Cost Variance = Rs 2,475A; LCV = Rs 1,550 A; LRV = Rs 650 F; LEV = Rs 2,200A]
SOME THEORITICAL CONCEPTS:

ACCOUNTING FOR VARIANCES
The variances computed can be accounted in three different ways which are illustrated as below:

1. PARTIAL PLAN:
The following points are noteworthy:

(a) Variances are computed at the end of the period.

(b) No separate account is opened to record the variances.

(c) The Work in Progress Control account records all its cost at actual cost price only.

(d) The difference in WIP Control account at the end of the period represents the variance, the reason of which is analysed then only.

(e) The closing value of WIP and FG is shown at standard cost price.

(f) Raw material inventories are valued at actual cost.

(g) Material price variance is calculated for the actual quantity consumed in production.

2. SINGLEPLAN:

The following points are noteworthy:

(a) Variances are computed at the point of transaction – purchase of materials, payment of wages.
(b) Separate account is opened to record the variances.

(c) The Work in Progress Control account records all its cost at standard cost price.

(d) The closing value of WIP and FG is shown at standard cost price.

(e) Raw material inventories are valued at standard cost.

(f) Material price variance is calculated for the actual quantity purchased in production.

3. DUAL PLAN:

Dual plan is a method of recognition of variances by use of Basic and Current standards unlike Partial and Single plan where only Current standards are used.

Here the variances are not computed by amounts of cost. Instead, the variancesare expressed in the form of efficiency indices, using ratio analysis.

The procedure to be followed is as under:

Step 1: Express the actual cost as a percentage of Basic cost.

Step 2: Express the current cost as a percentage of Basic cost.

Step 3: Compare the two percentage to find out the extent of deviation from Current standards.

Step 4: Compare the above percentage with those of previous periods to establish the trend of actual and current standard from Basic cost.
DISPOSITION OF VARIANCES:
Variances may be disposed off in any of the following three methods:

1. Write off all the variances to Costing Profit and Loss account at the end of the period.

2. Distribute all variances proportionately to units sold, closing stock of WIP and closing stock of Finished Goods.

3. Write off quantity variances to Costing Profit and Loss account and apportion the price variances over cost of sales, WIP and Finished Goods stock. Here the assumption made is that the quantity variance is abnormal and price variance is normal.

Sometimes favourable variances may also be carried forward to subsequent years for adjustment against the adverse variances instead of the above treatments.
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