
ACTIVITY BASED COSTING

1. ABC Ltd. produces three components -- X, Y and Z.  The Profit and Loss budget, for the year ending 31.03.95 are as follows:

	
	(RS. in Lacs)

	
	X
	Y
	Z
	Total

	Sales
	21.0
	15.0
	5.0
	41.0

	Material
	7.5
	4.0
	1.0
	12.5

	Labour
	3.0
	3.0
	0.5
	6.5

	Overheads
	7.5
	10.0
	2.5
	20.0

	Total
	18.0
	17.0
	4.0
	39.0

	Profit
	3.0
	(2.0)
	1.0
	2.0


  Overheads are absorbed at Rs.250 per Direct Labour hour.

  The following are the further data regarding cost volume and the cost drivers.
	Overheads
	RS.

	Set up costs                            

Machine repairs and maintenance         

Material handling and receiving costs   

Packing                                 

Production order cost
	   50,000  

7,70,000  

5,00,000  

3,00,000  

3,80,000 

	Total
	20,00,00

	Product Particulars

	
	X
	Y
	Z

	Selling price per unit  
	Rs.700
	Rs.750
	Rs.500

	Labour cost per hour    
	Rs.100
	Rs. 75
	Rs. 50

	Labour hours per unit        
	1
	2
	1

	Machine hours per unit       
	1
	1
	2

	Number of set-ups           
	15
	10
	25

	Number of receipts of materials    
	10
	15
	225

	Number of deliveries        
	10
	8
	22

	Number of production orders 
	10
	9
	19



All costs are avoidable.

From the above information you are required to: 

Compute the product costs using a traditional volume-related costing system based on the assumptions that: All overheads are recovered on the basis of direct labour hrs. (i.e.the Co.'s past product costing system).

Compute product costs using an activity-based costing system. 

Briefly explain the differences between the product cost computation in (a) and (b).
2. X Ltd. specializes in the distribution of pharmaceutical   products. X Ltd. buys from pharmaceutical companies and resells to each of three different markets – P, Q & R.
Given below is the data for the three markets, for the month of August 2007:

	
	P
	Q
	R

	Average revenue per delivery
	Rs. 30,900
	Rs. 10,500
	Rs. 1,980

	Average cost of goods sold per delivery
	Rs. 30,000
	Rs. 10,000
	Rs. 1,800

	Number of deliveries
	120
	300
	1,000


X Ltd. uses Gross margin percentage [(Revenue – Cost of goods sold) ( Revenue] to evaluate the relative profitability of its different distribution outlets. X Ltd. decides to consider using Activity Based Costing. The August 2007 operating costs (other than cost of goods sold) and the costs of each area along with the key activity areas and the details of cost drivers are as follows:

Other data for August 2007 are:

	Activity Area
	Total Costs in August 2007 (Rs.)

	1. Order processing 
	80,000

	2. Line item ordering
	63,840

	3. Store deliveries
	71,000

	4. Carton deliveries
	76,000

	5. Shelf stacking
	            10,240

	Total costs
	         3,01,080


	Particulars
	P
	Q
	R

	Total number of orders
	140
	360
	1,500

	Average number of line items per order
	14
	12
	10

	Total number of store deliveries
	120
	300
	1,000

	Average number of cartons shipped per store delivery
	300
	80
	16

	Average number of hours of shelf stacking per store delivery
	3.0
	0.6
	0.1


Each order consists of one or more line items. A line item represents a single product. Each store delivery entails delivery of 1 or more cartons of products. Each product is delivered in 1 or more separate cartons. X Ltd. delivery staff stack cartons directly onto display shelves in a store. Currently there is no charge for this service and not all customers use X Ltd. for this activity. 

Required:

1. Compute the August 2007 gross-margin percentages for its three distribution markets. 

2. What is the operating income of X Ltd.?

3. Compute the operating income of each distribution market in August 2007 using the activity-based costing information. Comment on the results. What new insights are available with the activity-based information?

4. Describe four challenging problems X Ltd. would face in assigning the total August 2007 operating costs of Rs.3,01,080 to the five activity areas.
3.  Activity Based Costing

       The following is the data regarding the total overhead costs for a typical quarter of X Ltd.,a machining company. The data details the major activities and their associated costs. It also provides a comparison of a typical job for a smaller customer and the typical job for a large customer. Further the overhead costs were assigned on the basis of machine hours.
	Details of Activity & Cost
	Details of Job Profiles

	Activity 
	Costs

(Rs)
	Resource used 
	Small

Job
	Large

job

	Setups

Engineering 

NCPrograming

Machining

Rework

Inspection

Selling

Overheads

(All(Allocated on the basis of No. of jobs)


	104,500

75,600

65,200

50,000

50,700

11,500

46,000
	Job setup hours

Engineering

hours

Programming hours

Defective units

Inspection hours

Machine hours

Prime costs

Other data:
 Job size 

Quarterly jobs
	3

2

1

20

2

2,000

Rs.7,000

1000 parts

15
	 10

 6

 8

   10

  2

   200

Rs.800

100 parts

100



Currently, the selling price for a part of the smaller job is Rs.25/- and for the Larger job is Rs.30/-. You are required to prepare the quarterly income statement on the basis of :

1. Conventional Costing and Activity Based Costing and comment on the results.

2. What should be the changes in the selling prices of the jobs if the company wishes to have a total mark-up of 20% on the manufacturing cost? 

4.  Activity Based Costing

   Ace Bicycles Company produces bicycles. This year’s expected production is 10000 units. Currently, Ace also makes the chains for its bicycles. Ace’s Accountant reports the following costs for making the 10,000 bicycle chains.

	Particulars
	Per unit Cost
	  Cost for     10000 units

	Direct Material
	4
	40000

	Direct Manufacturing Labour
	2
	20000

	Variable Manufacturing Overheads 

(Power and Utility)
	1.5
	15000

	Inspection. Setup, Material Handling
	
	2000

	Machine lease
	
	3000

	Allocated fixed plant administration, taxes

And insurance 
	
	30000

	Total Cost
	
	110000


Ace has received an offer from an outside vendor to supply any number of chains Ace requires at Rs.8.20 per chain. The following additional information is available.

a) Inspection, Setup, and material-handling costs vary with the numbers of batches in which the chain is produced. Ace produces chains in batch sizes of 1000 units. Ace estimates that it will produce 10,000 units in 10 batches.

b) The costs for the machine lease are the payments Ace makes for renting equipments used in making the chains. If Ace buys all its chains from the outside vendor, it does not need this machine.

Required: 

 (i) Assume that if Ace purchases the chains from the outside supplier, the facility where the chains are currently made will remain idle. Should Ace accept the outside supplier’s offer at the anticipated production (and sales volume) of 10,000 units.

 (ii) For this question, assume that if the chains are purchased outside, the facilities where the chains are currently made will be used to upgrade the bicycles by adding mud flaps and reflector bars. As a consequence, the selling price on bicycles would be raised by Rs.20. The variable cost per unit of the upgrade would be Rs.18 and the additional tooling cost of Rs.16000 would be incurred. Should Ace make or buy the chains, assuming 10,000 units are produced (and sold)? 

(iii)The Sales Manager of Ace is concerned that the estimate of 10000 units may be high and believes that only 6200 units will be sold. Production is cut back, which opens up more workspace. Now there is room to add the mud flaps and reflectors whether Ace goes outside for the chains or makes them in-house. At this lower output Ace will produce the chains in 8 batches of 775 units each. Should Ace purchase the chains from the outside vendor?
5. Make or Buy; Conventional Vs Activity Based Costing;  Impact of JIT

    Pratt Company produces gas-powered generators. The manufacturing process includes 5 different subassemblies, which are then assembled in the final processing department. Recently, an outside supplier has offered to supply subassembly A for Rs.37 per unit, provided at least 80,000 units are purchased. The plant normally produces 100,000 units of subassembly A per year. The accounting department supplied the following information on the cost of manufacturing one unit of subassembly A:



Direct Materials
     (Rs.) 
      20



Direct labor

      10



Variable Overhead       8



Fixed Overhead         12



Total

                        50
   The plant uses departmental overhead rates. In the subassembly A department, the only direct overhead costs are the salary of the supervisor (Rs.50,000) and equipment depreciation (Rs.50,000). Plant depreciation account for Rs.2 per unit of the subassembly's fixed overhead rate. The remaining fixed overheads assigned to the subassembly represents costs allocated from the plant's service departments using the step-down method.

   Recently, an outside consultant suggested that any activity based costing system be used.   To illustrate the utility of the new system, she developed the following overhead costing system:

	Overhead Cost Pool
	Cost Driver
	Pool Rate
	     Subassembly A

	
	
	
	

	Power and Maintenance
	Machine hours    
	Rs. 8
	50,000

	Material handling 
	Number of moves
	100
	200

	Receiving 
	Number of orders
	40
	200

	Engineering 
	Number of hours              
	20
	20

	Setups
	Number of runs
	500
	50

	Plant depreciation
	Square footage
	200
	1,000

	Equipment depreciation
	Machine hours
	*
	

	
	
	
	

	
	
	
	


* There is a cost pool for the equipment in each department. This   pool is for the sub-assembly A department

With the exception of the depreciation cost pools, the consultant claims that the costs of each pool essentially vary with the level of the cost driver. The consultant also recommended the installation of a JIT manufacturing and purchasing system. Assume that the company does so. A manufacturing cell is created to produce subassembly A. After a short period, the company succeeds in driving setup costs to insignificant levels. Cell labour is trained to perform maintenance, making total cell labour (including maintenance) Rs.2 million per year. Power costs, metered for each cell, total Rs.300,000 per year for subassembly A. by reorganizing the plant layout, materials handling costs for the subassembly are reduced by 50 percent; these costs are assigned on the basis of material moves. An engineer with a salary of Rs.35,000 per year is assigned to the cell. Finally, receiving costs are decreased by 80 percent by having materials delivered adjacent to the cell on a just-in-time basis.

Required: (i) Using the conventional cost assignments, prepare an analysis that shows whether the company should make or buy subassembly A.  (ii) Using the activity-based costing system, prepare an analysis that shows whether the company should make or buy subassembly A. (iii) Using the JIT system, prepare an analysis that shows whether the company should make or buy subassembly A. (iv) Comment on the impact that activity-based costing has on make-or-buy analysis. Also comment on the impact JIT has on make-or-buy analysis.

6. Life Cycle Costing

   A firm with a 10 % cost of capital is considering the purchase of two machine tools , X and   Y. Both can produce the same component at identical rates per working hour. Based on the following relevant data of the machines analyse which is more effective. 







Machine X
   Machine Y

Capital Cost



Rs.1,00,000   Rs.1,60,000

Operating costs per working hour

Energy





Rs.3

Rs.5

Consumables




Rs.6

Rs.8

Variable Overheads



Rs.6

Rs.7

Maintenance Costs





Service intervals



        12 p.a        10 p.a

Cost of services




Rs.1000
Rs.800

Random breakdowns



3 p.a

1 p.a

Cost of breakdowns



Rs.2000
Rs.3000

Expected availability

(working hours per annum)


1500

2000

Contribution from production per hour



(excluding mc. Costs)



Rs.50

Rs.50

Expected Life




5 years
5years

Net salvage value at the end of year 5
Rs.10,000
Rs.25,000

8. Quality Costing

   Barbara Bush, the president of Wayne Company, has recently returned from a conference on quality and productivity. At the conference she was told that many American firms have quality costs totaling 20% to 30% of sales. She, however, was skeptical about this statistic. But even if the quality gurus were right, she was sure that her company’s quality costs were much lower – probably less than 5%. On the other hand, if she was wrong, she would be passing up an opportunity to improve profits significantly and simultaneously strengthen her competitive position. The possibility was at least worth exploring. She knew that her company produced most of the information needed for quality cost reporting – but there never was a need to bother with any formal quality data gathering and analysis.

   This conference, however, has convinced her that a firm’s profitability can increase significantly by improving quality – provided the potential for improvement exists. Thus, before committing the company to a quality improvement program. Barbara requested a preliminary estimate of the total quality costs currently being incurred. She also indicated that the costs should be classified into four categories; prevention, appraisal, internal failure, and external failure costs. She has asked you to prepare a summary of quality costs and to compare the total costs to sales and profits. To assist you in this task, the following information has been prepared from the past year, 1995:

a. Sales revenue: $ 10,000,000; net income: $1,000,000.

b. During the year, customers returned 30,000 units needing repair. Repair cost averages $7 per unit.

c. Six inspectors are employed, each earning an annual salary of $25,000. These six inspectors are involved only with final inspection (Product acceptance).

d. Total scrap is 30,000 units. All scrap is quality related. The cost of scrap is about $15 per unit.

e. Each year, approximately 150,000 units are rejected in final inspection. Of these units, 80 percent can be recovered through rework. The cost of rework is $3.00 per unit.

f. A customer cancelled an order that would have increased the profits by $250,000. The customer’s reason for cancellation was poor product performance. The accounting and marketing departments agree the company loses at least this much year for the same reason.

g. The company employs five full time employees in its complaint department. Each earns $20,000 a year.

h. The company gave sales allowances totaling $130,000 due to substandard products being sent to the customer.

i. The company requires all new employees to take is three hour Quality-Training program. The estimated cost for the program is $80,000.

j. Inspection of the final product requires testing equipment. The annual cost of operating and manufacturing this equipment is $120,000.

REQUIRED:  
(i) Prepare a simple quality cost report classifying costs by category. Comment on the quality cost-sales ratio. 
(ii) Prepare a pie chart for the quality costs. Discuss the distribution of quality costs among the four categories. Are they properly distributed? Explain.
(iii) Discuss how the company can improve its overall quality and at the same time reduce total costs. 
(iv)Suppose Wayne Company decides a six year program will reduce quality costs to 2.5% of sales and that control costs will be 80% of the total quality costs.  Calculate the income increase incur if sales remain at $10,000,000. Also calculate the total amount spent on control and failure costs.

9. Balanced Score Card:
   Following a strategy of product differentiation, Westwood Corporation makes a high-end  kitchen range hood, Ke8. Here’s Westwood’s data for 2002 and 2003.







        2002

 2003

1. Units of KE8 produced and sold 
        40,000
42,000

2. Selling Price




100
         110

3. Direct materials (square feet)
        120,000      123,000

4. Direct material costs per square foot    10
         11

5. Manufacturing capacity for KE8
        50000 unit   50000 units

6. Conversion costs 


        1000000      1100000

7. Conversion costs per unit of capacity 


(Row 6 / Row 5)


          20
          22

8. Selling and customer-service capacity   30              29 

9. Selling and customer-service costs
 720000       725000

10. Cost per customer of selling and 

Customer-service capacity 

(Row 9/ Row 8)                                      24000
  25000

Westwood produced no defective units and reduced direct material usage per unit of KE8 in 2003. Conversion costs in each year are tied to manufacturing capacity. Selling and customer-service costs are related to the number of customers that the selling and service functions are designed to support. Westwood has 23 customers in 2002 and 25 customers in 2003.

Required: (i) Describe briefly the elements you would include in Westwood’s balanced scorecard. (ii)  Calculate the growth, price-recovery, and productivity components that explain the change in operating income from 2002 to 2003. (iii) Suppose during 2003, the market for high-end kitchen range hoods grew at 3% in terms of number of units and all increases in market share (that is, increases in the number of units sold greater than 3%) are due to Westwood’s product differentiation strategy. Calculate how much of the change in operating income from 2002 to 2003 is due to the industry-market-size factor, cost leadership, and product differentiation. (iv) How successful has Westwood been in implementing is Strategy? Explain.

10. Target Costing

Danna Martin, President of Mays Electronics, was concerned about the end of the year marketing report that she had just received.  According to Mike, marketing manager, a price decrease for the coming year was again needed to maintain the company’s annual sales volume of ICB’s.  This would make a bad situation worse.  The current selling price of Rs.18/- per unit was producing results as follows:

Rs.2/- per unit profit – Half the customary; Rs.4/- per unit profit – Half the customary; Foreign competitors kept reducing their prices.  To match the latest reduction, would reduce the price from Rs.18/- to Rs.14/-.  This would put the price below the cost to produce and sell it.  How could these firms sell for such a low price?

Determine to find out, if there were problems with the company’s operations, Danna decided to hire a consultant to evaluate the way in which the ICB’s were produced and sold.  After 2 weeks, the consultant had identified the following activities and costs:
	Particulars
	Amount

	Batch-Level Activities:

· Set-up

· Material Handling

· Inspection
	1,25,000

1,80,000

1,22,000

	   Product- Sustaining Activities

· Engineering Support       

· Customer Complaints

· Warranties

· Storing

    -     Expediting
	1,20,000

1,00,000

1,70,000

   80,000

   75,000

	Unit- Level Activities:

· Material Usage

· Power

· Manual Insertion Labour*

· Other Direct Labour
	5,00,000

  48,000

2,50,000

1,50,000

	Total Costs
	19,20,000**


* Diodes, Resistors and Integrated circuits are inserted manually into the Circuit Board.

** This total costs produces unit cost of Rs.16/- for last year’s sales volume.

The Consultant indicated that some preliminary activity analysis shows that per unit costs can be reduced by atleast Rs.7/-.  Since the marketing manager had indicated that the market share (Sales Volume) for the Boards could be increased by 50% if the price could be reduced to Rs.12/- Danna became quite excited.  

Required:

1.What is Activity Based Management? What phases of Activity analysis were provided by the consultant? What else remains to be done?

2.Identify as many non-value added activities as possible.  Compute the cost savings per unit that would be realised if these activities were eliminated.  Was the Consultant correct in his preliminary cost reduction assessment? Discuss actions that the Company can take to reduce/eliminate the non-value added activities.

3.Compute the target cost required to maintain current market share , while earning a profit of Rs.4 per unit.  Now compute the target cost required to expand sales by 50%.  How much cost reduction would be required to achieve each target?  

4.Assume that further activity analysis revealed the following : - Switching to automated insertion would save Rs.60,000 of engineering support and Rs.90,000 of direct labour.  Now what is the total potential cost reduction per unit available from activity analysis?  With these additional reductions, can Mays achieve the target cost to maintain current sales?  To increase it by 50%?  What form of activity analysis is this:  Reduction, sharing, elimination or selection?  

1. Calculate income based on current sales, prices and costs.  Now calculate the income using Rs.14 price and Rs.12 price, assuming that the maximum cost reduction possible is achieved (including requirement 4’s reduction), what price should be selected?

STANDARD COSTING

1. Vinak Ltd. produces an article by blending two basic raw materials. It operates a          standard costing system and the following standards have been set for raw materials.

	Material
	Standard Mix (%)
	Standard Price Rs. per Kg.

	A

	40
	4.00

	B

	60
	3.00


  The standard loss in processing is 15%During April the company produced 1700 Kgs. of finished output.

The position of stocks and purchases for the month of April is as under:

	Material
	Opening Stock
	Closing Stock
	Purchases during April

	
	Kgs
	Kgs
	Kgs
	Rs.

	A
	35
	5
	800
	3,400

	B
	40
	50
	1,200
	3,000


              Calculate Material Variances.

 2. Labour Variances

A gang of workers normally consists of 30 men, 15 women and 10 boys.They are paid at standard hourly rates as under;

              Man - Re.10 ;     Woman - Re.6 ;      Boys - Re.4

In a normal working week of 40 hours, the gang is expected to produce 2000            units of output.

During the week ended 31st Dec.1987, the gang consists of 40 men, 10 women                and 5 boys.  The actual wages paid were at Rs.12, Re.8 and Re.4, respectively.  4 hours were lost due to abnormal idle time and 1600 units were produced.

          Calculate (i) wage variance (ii) wage rate variance, (iii) labour efficiency variance (iv) gang composition variance (i.e.Labour mix variance), and (v) labour idle time variance.

  3. Basic overhead variance and Ratios
  From the following data calculate overhead variances.

            Item                          

 Budget         Actual

    Number of working days                        20                 22

    Man hours per day                             8,000            8,400

    Output per man hour                            2.00              1.80

    Fixed overhead cost (Rs.)              8,00,000       8,40,000

    Variable Overhead Cost                4,00,000        4,20,000

4. Sales Margin Variances

	Particulars
	A
	B
	C

	Budgeted sales(units)
	120
	80
	200

	Budgeted selling price per unit (Rs.)
	15
	20
	40

	Actual sales(units)
	88
	88
	264

	Actual selling price per unit (Rs.)
	18
	20
	38

	Budgeted cost per unit (Rs.)
	10
	12
	20

	
	
	
	


Compute the sales variances and sales margin variances from the above data.  

5. Comprehensive

    The standard cost and profit of a product is as under:

	     
	Rs.

	Material (5 kg.  Rs.2)
	10

	Labour (20 hrs. Re.1)
	20

	Overheads : Variable
	6

	Fixed (On the basis of 30 units p.a)
	8

	Total
	44

	Profit
	16

	Selling price
	60


    For the quarter ending June, the actual figures were as shown  in the Profit  and Loss Account given below:

	Profit & Loss Account

	
	Rs.
	
	Rs.

	Materials consumed    
	75900
	Sales 7000 unitsRs.63    
	441000

	Labour               
	146300
	
	

	Overheads- Variable    
	40000
	
	

	Fixed                 
	63000
	
	

	Profit               
	115800
	
	

	
	441000
	
	441000


You are informed that:

i) material prices rose by 10% and wage rates declined by 5% on average due to induction of fresh labour.

Prepare  a  statement on the basis of variances,  reconciling  the actual and standard profits.

6. Comprehensive

A Company which uses standard marginal costing, furnishes the following details relating to a single     product manufactured and sold in a Quarter:






Budget 


Actual

Sales Units 




6,000


            6,400






          (Rs ‘000)                                (Rs ‘000)                        

Sales 





1,500

                       1,696
Direct Materials
 


240


           270

Direct Labour 




360


           416

Variable Overheads 



 600


          648


Total variable costs 



1,200      

          1,334

The sales budget is based on the company’s estimate of the market share of 12%. The market report reveals that the actual sales of the product in the whole country for the quarter is Rs. 60,000 units.

Further data are given as under:


         Standard

Actual

Direct Material price per Kg 


                      Rs. 8
             Rs.7.50

Direct labour rate per hour 


                      Rs. 6  
             Rs.6.40

Required : 

(i)Compute the following variances for the quarter. 

   (a)Gross margin sale – 1. Market size variance  2.Market share variance             3.VolumeVariance

   (b) Sales price variance. (c) Direct materials usage and price variances. (d) Direct labour    efficiency and rate variances. (e)Variable overheads efficiency and expense variances.

(ii) Prepare an operating statement reconciling the budgeted contribution with actual contribution.

7. Material Variances in the Inverse

One kilogram of product `K' requires two chemicals A  and  B. The  following  were the details of product `K' for the  month  of June 1987.
  (a) Standard mix chemical `A'  50% and chemical `B'  50%

  (b) Standard  price  per  kilogram of  chemical  `A'   Rs.12  and chemical `B'    Rs.15.

  (c) Actual input of chemical `B'  70 kilograms.

  (d) Actual price per kilogram of Chemical `A'  Rs.15.

  (e) Standard normal loss 10% of total input.

  (f) Materials cost variance total Rs.650 adverse.

  (g) Materials yield variance total Rs.135 adverse.

You are required to calculate:i) Materials mix variance total. ii) Materials usage variance total

iii) Materials price variance total.iv) Actual loss of actual input.v) Actual input of chemical `A'

vi) Actual price per kilogram of chemical `B'.

 Assume (1) All total variances to be adverse; (2) All qtys. and prices are in     whole numbers.

8. F Ltd. make one product only.  Their summarised income statement for the  year ended 31st Dec. 19x1 is as follows:

	
	Rs.
	Rs.

	Sales (50000 units)           
	
	50000

	Direct materials              
	75000
	

	Direct labour                 
	100000
	

	Manufacturing overhead        
	150000
	32500

	Std. Gross profit             
	
	17500

	Less: Manufacturing variances 
	
	

	         Direct materials              
	3000A
	

	         Direct labour                 
	4500F
	

	         Variable overhead spending    
	1000A
	

	         Variable overhead efficiency  
	2000F
	

	         Fixed overhead spending       
	1750F
	

	         Fixed overhead volume
	5000A
	750

	
	
	17420

	Administrative, selling & distribution overhead
	
	14100

	Net income before tax
	
	33250


Additionally the following information is available:

i) There were no stocks of finished goods at 1st Jan.19x1 and no work in progress at  1st Jan. and 31st Dec.19x1.

ii) Fixed overhead Rs.2 per unit, based on a production of 62,500 units and estimated fixed cost of Rs.1,25,000/-.

iii) Standard direct labour rate Rs. 4 per hour.

iv) Variable overhead standard based on a rate of Rs. 2 per direct labour hour.

v)  Direct labour hours worked 29,000.

vi) Std. price for materials Rs. 0.50 per kilo.

vii) Materials purchases 2,00,000 kilos at Rs. 750 above standard price.

  You are required to calculate the following: (a) The standard cost per unit, showing standard prices and quantities for each element of cost. (b) Production for the year in units. (c) Fixed overhead costs incurred.   (d) Materials used in production (quantity). (e) Labour efficiency variance. (f)Labour rate variance. (g) Variable overhead costs incurred.            
9. P Ltd. uses a standard costing system to control and report upon the   production of its single product. An abstract from the original standard cost card of the product is as follows.

                                                             


Rs.     

Rs.

             Selling price per unit                             



200

               Less:  4 kgs. material @ Rs.20 per kg.  

  80

                     
 6 hrs. labour @ Rs.7 per kg.       

  42
122
               Contribution per unit                                       

  78
For a period 2,500 units were budgeted to be produced  and  sold but the actual production and sales were 2,850 units. The following information was also available:

 (a) At the commencement of period  the  normal  material  became  unobtainable   and  it  was  necessary  to  use  an   alternative. Unfortunately, 0.5 kg. per unit extra was required  and  it  was thought  that the material would be more difficult to  work  with.  The price of the alternative was expected to be Rs.16.50 per  kg.  In the event, actual usage was 12,450 kgs. at Rs.18 per kg.

 (b) Weather conditions unexpectedly improved for the period with   the result that a 50p per hour bad weather bonus, which had been allowed for in the original standard, did not have to be  paid.  Because   of the difficulties expected with the  alternative material,  management agreed to pay the workers Rs.8 per hour  for the period  only.  During the period 18,800 hours were paid for.

        After  using  conventional  variances for some  time,  P  Ltd.  is   contemplating  extending  its  system  to  include  planning   and  operational variances.

        Required: 

       (a) Prepare a statement reconciling budgeted contribution for  the period  with actual contribution, using conventional material  and labour variances. 

       (b) Prepare a similar reconciliation statement using planning  and operational variances.

10. G Ltd. has been formed to produce a single product, a new-model paper,    clip. G Ltd. has been in business one month. Clypton wire is received on two-mile spools from the Croding mill at a fixed price of Rs.40 a spool, which is not subject to change: Clips are bent, cut, and shipped in bulk to the Croding packaging plant.  Factory rent, depreciation, and all other items of fixed factory overhead are handled by the home office at a set amount of Rs.1,00,000 per month.  Ten thousand tons of paper clips have been produced, but this is only 75% of denominator volume.

The controller has just figured out the month's variances. Unfortunately a   rat ate up a part of the variance working sheets. You manage to salvage only the accompanying fragments.

	 Miles used                                  5,300

 Variable overhead incurred  Rs.50,000

 Overhead efficiency varianceRs.8,500U

                     variance              Rs.7,000 U
	standard Costs per ton:

labour hours                            0.60

wage rate per hour           Rs.20.00

total overhead                  Rs.12.60

Clypton wire                     1/2 mile


You remember that the Rs.7,000 variance did not represent the grand total of all variances.  You also recall that the company applies overhead based on direct labour hours.

    Required : Complete the analysis of all variances.

11. X Ltd. manufactures paint. It uses a standard costing system and the    variances are reported to the management on fortnightly basis. A fire destroyed some important records of the company. You have been able to collect the following information from the spoilt papers/records and as a result of consultation with accounting personnel in respect of a fortnight : (a) The paint requires 2 types of raw materials RM1 and RM2. The standard quantity of RM2 in final product is 5 litres and standard cost thereof is Rs.36 per litre.

(b) The company purchased 200 kgs of RM1 and 550 lts. of RM2 during that  fortnight.

(c) The standard wage rate is Rs.24 per labour hour. Actual labour hours were  460 during that fortnight.  (d) Variances as disclosed from spoiled papers are :

         


                Rs.

           
(1)  Price variance (RM2)        - 1320 (A)



   
(2)  Usage variance (RM1)       -  240 (F)

    
(3) Labour efficiency variance - 1440 (A)

Some incomplete ledger entries for that fortnight revealed:

	 (1) Sundry creditors

	
	
	Purchase of Raw material      
	25440

	(2) RM2

	Opening balance  
	3600
	Closing balance                 
	8280

	

	(3) RM3

	Opening balance   
	0
	??
	3600

	
	
	Closing balance                 
	1200

	(4) Work-in-progress

	Opening balance   
	0
	
	

	RM2             
	14400
	Closing balance                 
	0

	

	(5) Wages

	Paid & O/s 
	10350
	
	


You have been asked to compute the meaningful variances to be presented before the management.

