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Cost Audit & Management Audit

ICWALI - Stage IV
Question: 1 :
The table gives the Cost of Production of Product X:

Froduction 13,600 units

] Totml Cost
rarmculans Rs. Lakhs Rs. /Uit
) Raw Materials - 679.4‘; 4??2
iy Wages and Salacics 15,9 1
(lii) Srores and Chemicals 20.20

(iv) Services and Utilides B7.64 6446
(V) Depreaciation .80 .
(i) Other Overhesds 4.4% 2
(vI) Adminismration Ovearheads .40 ES 4
(viil) Stock Adjustunent LY Nk
“Total 814.88 5991

(ix) Zeolling Overheads 18.7 138
“Total ) B33.63 5,129
(xy Tailerest 42,60 314
(x1} Toial Cosr of Sules B76.23 6,443
(x1i) Sales Realisation (nciusive of Excise Duty) 1294.00 9,315
¢xill) Margin of Profit . 4AL7. 77 3,072

You are required to arrdve at the following Ratios for the purpose of Para 24 of
the Annexure to the Cost Audit Report for the product ontly

{a) Profit as a percentage ot Capital Employed.
(b)) . Protit as a percemage to Sales Turnover.
Note -

t elsrments
1. WwWorking Capital is assessed as 3 monthe cost of Sales (of relevan
of cost only) as separate data refating to Currant Asaetse and Current
Liabllitlen for thae product (s not avalable.

2. Aatio of Mat Block to depreclation is 10 : 1. Tha Value of Giross Blook is Rs
5 lakhis and Caplital Work-In-progress I1s Fs. 20 takih.

3, Excias Ouly s 40% of the. Saeiling Frice.

S RX . f
Net Block = Ra, 80,000 x 10 = Rs. 8 lokh N
Working capitai = Cost of sales — (Interesr + Deprociation)

= Ra. B7S.23 lakh — (42.60 + O.80 Inkh} = Rs. 332,83

Working Caplital 40 3 months cost of salcs = B832.83 /4 = Rx. ROE.20 iakdh
Cupi‘n\l cmployead s Net biock + Workl pived we R, 8 tskh + Ra. 208.2 lakh = Rs. 2316.2 lakh
Brcise Dusy == 1 w 4Q 7 140 w By, 369.71 Iakh
Profit (BExcluding Exclse Duty) e R, (4‘1‘1.‘?‘7 - 369.‘51) lokch = Ks. 48.06 lakh
Profit bo(gm Interes: and UBbuE:ht = Ra. (48.08 + 42.8) lakh = Rx. 90.668 Iakh
Net tzroover = Ra, (1494 — 369.71) lakh = Ra. 924.29 Iakh

() Raiio of profit to capital smploysd = 90.86 7/ 216.20 % 100 = 41.93 9%

(b Rato of profit o saajes Wirnover = 0,66 7 P24.2%9 x 100 w $9.81 %

Question: 2

L ABC Ltol. haa received an encuiry for the supply ©f 2.00,.000 numbers af Special
Tyae of Machine Partes. Capacity exints for the rmenufacsture of the machine parts,
but & fixed INnvestrnent of Mes. 80,000 and Working capital to the extent of 25% of
Beles Vailue will be reqguired if the job is undertaken.

The Contes are sstinated as foliows
FPRaw fAsteriain — 2,000 Kgs & FRis. 2,50 poer kg.

Labhour Hours — 8,000 of which 1,000 would be ovartirmea hours payabia ot
doutrie the iabour rate. ‘

Latour Rate — R, 2 per hour.

Factory Oveaerhead — Rs. 2 par diract iabhour hours.

Selting and Distribution Expenaes — Ra. 3,000
Material Recovered at the and Of the operation will be Res. 6 000 (estirmateaed).
Thp Company expeacts a Not Return of Z5% on Capital Empioyed.
You are the Management Accountant of the Company. Tha Managing Dlrémor

reguests you to prepares a Cost and FPrice Statament Indicating the priceo which
should be auoted 1o the Custormer.

Answer
. Seatement of Cost and Price Quotation
Product Machine Pans (Special Type) Quanticy == 2,000,000 units
Ra. Rs.

Materials (20,000 kgs @ Tss2.50> =0.000
Less: Scrap value . ' G000 44,000
l-abour —

8.000 hours @ Rs. 2 16,000

1,000 ¢OT) hours @ R4} 4000 20000
Prime Cosr . 64,000
Facrory overhead (5.000 hrs, &% Ry, 2) JB.O00-
Faciory Cost 82000
Selling and Diswvibution Expenses R3O0
Toral Coxr 1,055,000
Profit (Expected) —— B335
Sixles LI3.330

Selling Price / unit « 1.33,333 <« 2,060,000 = Rs. O.67
Working Notes : .
Calcalation of sales
Suppose.
Sales = 8 = Total cost + 259% of capital employed = 1.05.000 + 25/100 (80,000+S/4)
= 1.05,00G + 20,000 + S/16
or, 16S = 16,800,000 + 320000 + 5

T, 138 = 20.00,000
e, 8 = 1.,33.333.33
Sales = Rs. 1,333,333
Profit = Sales — Cost = 1.33,333. 105000 == Rs. 28.333
Warking Capital = 1/4h Of Salesx = 133 333 » 1/8 == Re. 33,333

Question: 3
Following data is available for a company raiating 10 tha Cost of Production of a
produc? subjactad to Cost Muait.

Propara tho Export Profitadbility Statament 1o Da inCludad in e Anmaoxare o tho
Cost Aucit FReparrt,
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Production 10.000 Uunits
Rs.
Saies (Local) 9,000 unils 2,02,500
Sales (Export) 1.000 units 20,000
Materials consumed - 20 Tonnes & Rs. 5 kg, 1,000,000
Imported Cormnponent @ Rs. 3 / unic 30,000 (One unit/unit of production)
Direct Labaur 10,000
Factory Qverhend 15,000
Administrat ve Overbead 5,000
Frieght & Packing (L.ocal Sales) 4,500
Packing for Bxport 2,000
Handling at Port 500
QOpenlng Work-n-progress 10.000
Closing Work-in-pragress 5,000

Additionat information
() Export incentive of 10 % on F.O.B. is receivables.

(it}  Draw Back-on-Duty paid on Raw Materials and Components avallable on
axports is Fs. 2.500.

Apnswer

Taking roto consideration. the requiremenis of provisions vnder Cost Audit (Report) Rules. like
showing separately Local Sales and Export Sales. with datails like Quantity, WNetl Realisation
Price/Unit Packing Charges, ete. Profitability Statements have been preparced as below

Statement of Cost of Production

Production 10,000 units
Total Per unit
. Ry, Rz,
Direct Materials (20,000 kgs & Rs. 5 per kg) ' 1,00,000 10.00
Impored camponents (10,000 units @ Rs. 3 / unit) 30,000 3.00
Direct Labour 210,000 1.00
Prirmne cost 1,40,000 14.00
Factory overhead 15,000 1.50
Opening W LP. 10,000 1.00
L.ess: Closing W.1.P, 5000 0.50
Waorks Cast 1.60.,000 16.00
Adminisuative overhecad R 3,000 .50
Cost of Production 1,65 000 16,50

Sttt et of Clost mad Profit of Export Smien
Export Salas 1,000 anics

Lwr sereke
Toval (Rx. ) RS )
Cost of procduotion N 16,300 L. 80
BExpor:. Packing R EHOO 2.0
FImracdi gy ae praort 32% O, 5L
LAY Coat of sales R .
Export salos ceallsariaon 20, > =20,
Cash Incoensive @ 109 of PO, 2000 200
2,25

XAty IFrewwtsnc i o GO O meants .50
B (B ) Toen) rweanlissmticon 38’
P iz ors Bxport (A8) — (A S EC 5. 50

The tollowing datae are extracted from the accounts of a factory manufacturing industrial
aloho! for pollution controi:

Question: 4

Ry,
(n) Undertaking cnvironment immpact studics 2.45.000
by Depreciadon of Bio-gas Plant inswalled during the year 6.75,00K)
(e} Crhor materials purchassd for nanufacture of Compost manure 5.40,000
(d) Salaries Wages for Bio-gas and Compaost manure plant 1.20,000
(e} Sale proceeds of manure sold 3.40.000 .

How you will treal the above tams in the Cost Accounting Recorda taking intc account
the soclat responsibiity of the company-for preventing poliution 7

Answer

Most of the Cost Accounting Records Rules provide for showing the expenditure incurred for
offluent treatment or pollution control as a separate slement of cost. -

Indusctrial Alcohol Plants are one of the most polluting industries and unless the ¢ffluents are
properly treated and disposed of, they will contaminate the environment and pollute the ground-
water in the neighbourhood. ‘The compeany manufacturing the product has a social responsibility
to prevent such pollution, and hence the expenditure incurred for thar purpose is a logitimasze
cost in the manufacturing process.

The cost of effluent reatment in the pollution will be worked out as follows :

R,

{a) Cost of ehvironmaent impact studies 2.45.000
{b) Depreciation on Biogas Plant 5,755,000
{¢) Material cost for Biogas manure . 5,400,000
(d) Salaries and wages 20,000

15 80,000
Less: Sale procecds of organic manure . 3. 80,000
Net cost of Effifuenc Treatment L 1280000

PDuestion
The following is the Profit & Loss Account of Pygmy Indusrries Lid,, a single product company :
(Rs. in lakhs)

Income :
. Gross Sales 3802.42
Other income
Dividend received 2.0/
lnrerest received 20.15
Profir on sale of investments .37
Sale of scrap . 2.87 2R, 47
Toral Income 3I830.83
Expenses
Matarials consamed 2648.24
fncrease wr stock 131.7921
Srores and ypares consiurned BO. 61
Power and fuel 98.28

Revairs and maintenance 12.52
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Labour, processing and machine hire ‘charges
Total employee cosis
Samples. sales promotion and advertisement
Brokerage, di. and ission
Warchousing and distriburion expenscs
Addisional Sales Tax/Turnover Tax (nat recoverable)
Pravision for bad debts -
Ingurance, rares & raxes and orther adminisiraiive expeases
Cenrral Excise Duty paid
leirerest and finance charges
Depreciation
Loss on sale of assers

Closing Stock as on 31.3.2002 .

i1.29
44,71
3.72
32.85
38 84
12.20
3.80
5837
35828
12:1.60
156.57
—4. 04
260043

and disiribwrion Rs. 2.32 lakh

(Rs. lakhs)
Raw mazerials _; ; g.j
Stores of spares ; 7- 7
Works-in-process ; 02- -
Finished goods .

Work out the following ratios as indicared in the Annexiire 10 the Cosr Audiz Report @

{aj} Fnteresr as a percentage af Sales,
b) Selling and dissribution cost as a percensage of sales
fe) Finished goods siack In terms of number af months cash cost of sales.
Answer
(a) .
Ray.(lakhs) ) Rs.(lakhs)
Sales A802.42 1nterest & Fin. charges 121.60
s BD . Less: Interest receivest
) ﬁ{’nho ;iﬁ:ﬁ Net lntaront 101.44
Interert as o % On saleswiD) . 44/3444.14 = 2.95%
by Seclling and Distribation Bxpenses.
- R3. (lakhs)
Employes cous '2.32
Sampies, sales promotion and advi. 3.72
. Brokorage otc, 32.8%
Warshousing & Dison 38.84
Addl. ST ) 17.20
Prov. for bad debts L.80
100723
Seiling & Dlsxibution Expenscs ss a % on salcs 100.73/3444. 14 = 2.92%.
{c) '

QL tior? ;

Cost of Sales

Ry (iakhs)
Totsl expenses 366043
Lesx : BExcise ducy 358,28

Interast rocoived 20.1¢6
o8 on sale of P AL 2.8C
Sale of scrap — .87
386.11
Cost of sales 3274.32
- Rs. {lakhs)
Cost of sales 3274.32
Less : Dapreciation . 13651
Cash cost of sales for the yeoar A117.81

Per month 3117.81/12 = 259,82
Srwock of finished goods 102.34

Stock of finished goods in terms of number of months

6

Cash cost of sales = 102.34 7 25%.82 = 0.39 months.

The fo'tlowlng s the abridged Balance Sheet of Powsrpack Batteries Ltd:

31.3.2003
Liabiilities
Shars Capitat IOG
Debanture Redemplion Fosarve 25
Capital subsiay from Stete Govarnment 30
Revaiuaton Reserve 125
Generat Resarve: iao
Salance ln Profit & Loss AJC, a8
Sacured Loans 278
Uneecured Loans 23
1086
Ageots:
Gross Bloak 728
Accourmulated Deopraciation {(315)
Caplitat Vork-in-Progress 43
inveastnants . 18
Crurrent Ansoles:

- Inventorias 417
Sunary Dabtors - 182
Advanceaes for Capital Equipment 2a
Other Loans & Advances 144
CGasn & Bank Salances 2%

Current Linbilitias:
Sundry Creditors
For Capital Expeanses 7y
For Others (185)
Proviston for Taxes (64)
Migcalianesous Expensas 26
Total 1086

3%.3.2002

OO
3o
30

140

120
32

295

~11Z
1064

s80
(ZPO)
a7

15

441

185
17

137
Ak

{21y
(197)
71y

10649

(Rs. in lakhs)
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lakhs).

(o)
Rs.

84 Imkhs).

Calpulata the followlng for the company as a whole:

[CH
(o)
(<)

Capital Employed tor the year ended 31.3.2003.
Net Worth as on 31.3.2003 & 31.3.2002.
OCeabt-BEquity Ratio as on 31.3.2003.

-4

Fixed Assets include Goodwill and Patents Fls. 122 lakhs (Pravious year Rs. 137

.Term Loans due tor repaymoent within 12 months are Ra. 96 lakhs (Previcus vyear

Answer
(a) Capital Emploved 3
(R, In lakh)
33.3.2003 3%.3.2002
Gross Block 725 680
Less: Depreciation a1s 220
Net Block 410 390
Less: Intangibls Assers izz 132
Nee Fixed ‘Assers 288 253
Current Agsets:? 31.3.2003 .31.3.2002
Inventorios a7 441
Sundry Deobrors 182 195
L.oans and Advances 144 137
Ceosh and Bank 21 —i2
244 292
Current Liabilides:
CTreditors- othors 185 197
Provn. for taxes 61 71
Loans due in 12 months 96 84
=251 52
Warking capital 419 =203 @419 44Q
CAPITAL EMPLOYED 207 ‘693
Avarage capital emmploved (7074693)2 = 700 Lakhs
(b) Net warth = )
(Re. Lakhs) {(Rx. L.akhs)
3132002 3%.3.2002
Sharae capital 300 300
Debenture Redemption Reserve 25 30
Capital Subsidy 30 30
CGeneral Reserve 160 120
Balance in P&l Alc 48 B
Eguity 563 512
Less; Intangible Assats 122 137
Misc. Expenditure 25 218 102 239
MNet Worth 393 223
(€3] Debt«Eguity Kutio @
Debt : Secured & Uinsecured Loans 398 412
Less : due in 12 months — T
T.ong term debt At A2
Equity as in above 563 312
Deobt Egquity Rato 0.54:1 G.54:1
Question 7

Foliowing are the date available from a company which has both dormestic &
export sales. The company I8 sulsisct to Cost Audit. Prapere s statement of export

profitalsitity.

Production 10,000
Saios :
Domestic @, 000
Export +.,.000
FRaw Materials Consumaed Rs. 920,000
mportad component used
only for Expornt quality ne 3,000
Direat Latxour A 10,000
Factory Overhead Fs. 15,000
Administrative Overtiead - Rs. 5,000
Export Packing Ra. 3,000
Freignt ana Packing for Domestlc Salas Rs. 4,500
Handling at Port R, 8500
Qpening W.L.P, Ra, 10,000
Closing W.LP. Rs. 5,000

cunits

unita @ Re.22 per unit
units W Rse. 17 per unit

For axport an importad component is to be used at a cost of Ra. 3/- par unit. The
indigenowsly produced component that Is Gased for domasﬂc sales and Inctuded
N raw materal consumption s FAs. 4/~ per unit.

Drawback on thae. 1 000 unita exported is Rs, 1,000,

Answer

Statement of Cost

Raw Materials

Less: Cost of components used
for domestc sales (9000x4)

Direct labour
Prime Cost
Factory overhead

Add: Qponing WIP

Less: Closing WIP
Factory Cost
Administrative overhead
Cost of Producton

Rs.
90,000
54.000
64,000
13.000
79,000
82,000

34,000

COugpar: 10,000 anits
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Cost/unit = Rs. §9,000/10,000 = Rs. 8.90

Stutement of Export Profitability

Cost of Export Sales (1000 units @ Rs. §.90)
Coat of Import component used91000@rS. 3)
Export packing )
Coet of handling at Port
Cost of Exports
Sales (1000 anitat® Rs. 17)
Profit
Add: Duty Drawback on Export
Export Profit after adjusunent

Question 8

Rs.
§,900
3,000
3,000

-4
15,400
12,000

1.600
1000
2,600

The ftoliowing transactions are extracted from Stores Bin Card relating te a

component during the year 2002-03 :

Date Receaipt (writs) isSawes (writs) Balarice (Lrits)
1.4.2002 - 200 - 200
18.4.2002 - 100G 100
10.1.2008 - 50 50
16.3.2003 200 - 250
23.3.2003 ‘- 280 -
Total consumiption 400
Calouiate the Invaentory Turnover Ratio.
Answer
Inventory wirnover ratic s Average Consumption / Average Stock
Stock (units) No. of days Product
(a) (b) (c) = (a) x (b)
200 17 3400
100 287 26700
0 88 3280
250 15 3750
[ -1 I
363 37100

Avetage stock w 371007365 = 101.64 units
Inventory tumover ratio = Average consumption / Average stock = 400/101.64 = 3.94.

QRuestion = G

i

fn a facrory prodicing industrial alcohol, biogay iy generared from the wasre wask, The bivgas
is used as a fuel i generating steam along with conventional fuel oil. The high pressure steam
iz first sent 1o the staam turbine and the exhaust steam is used in the process of manyfacturing
alcohol. The fall in rthe enthalpic valie of the steam is 10%. From the following data, prepare

separare cosr sheets for Sream and Power:

Steam Turbine

Ra.

13139
7146565
51524
129905
24liz

1965990 K. W.H.

Quantity produced : 33739 T

Boiler
Rs.
Cosr of Warer 200635
Fuel Oit 18372090
Biogas Planr Expenses S180320
Srores & Chemicals 51415
Salaries & Wages 381650
Rapairs & Mainrenance Depreciarion 1312837
Depreciarion I44R04E
Other Expensas
Figh Prassure Steam generated FI73% M. T,
Power generated
Answer
Cost of Steam
’ Total amcunt  Cosi/MT of Steam
. Re. " Rs.
‘Water | 209635 6.21
Fuet oil 18377090 544.68
Biogas plant exps. 5160326 152.95
Stores and chemicals 31415 1.52
Sataries and wages 591650 17.53
Repairs and maintenance 13123831 38.91
Depreciation 344948 10.22
Other expenses 228714 —23.67
26846609 185.09

Cost of Power generated by Steam Turbine

Steam

Sores and Chemicals
Salaries and wages
Reopair and Maintenance
Depreciation

Other expenseas

Less: credit for exhaust steam
Cost of power used in Alcohol manufacture

Power generated 1965990 kwh

Total amount

R

&.

26826609
13139
fass6s

51

524

129905

27211

874

24161248
3049946

Cost/kwh
Rs.
13.66
O.01
.07
.03
0.06
D00
13.84
lz.29
. %)
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Qrevstion 10
The following figures are taken from the records of a company subject ro Cost Audit, Calcuwlate

rhe Value Addirion, irs ratio as a percenrage of sales and also show rthe distribution of the Value
Added ax regquired in Para 23 of the Annexure to Cost Audit Repore:

R, lakhs
Cross Saies (including E.D, of Rs. 2280 lak#s) 37400
Increase in cliosing stock of WIF & FG Fia
Raw Marerials, Packing Marerials and Stores & Spares consurmed 24520
Salaries & Wauges and other emplioyee benefits &225
AMI's Remurieration G2
Power & Fuel 5234
Rates & Taxes 174
Addirional Sale Tax (nor Recoverabie) 748
Depreciarion 1849
Interest I20
Incame from Invesrments 74
Prafit on Sate of Assers 150

Other manufacruring, selling and distriburion overheads (Purchased iterms) I440
Pravision for Taxes .

175
Dividend Proposed 570
Apgwer
Para 23 : Value Addition und Distribution of Earnings
A. Value Addition Rs. Lakhs
1. Gross sales . 3%400
Z. Less: Excizse Dury _RERD
3. MNet sales 33120
4., Adjustment in stocks (4}
35234
5. Less - cost of baught out materials and secvices 25194 sce details below
&, Walue ndded 14040
7. Income {rom other sources 224
8. Earnings foc distribution daz264
B Dristribution of Earnings
t. Bmployses as salariss, wages and all benefits (including
M.D.s remuncration) 65287
2. Shareholders’ as dividend 270
3. Retained Funds- (Deprn. & Profits) 2341 Sce details below
1849
a Government as {axes
a} Income-tax provision 175
b) Rates and taxes 174 .
¢) Additional sales tax ri:1-1 1097
5. Others - Interest ~2120
Total 14264
N Bought out goods and services 3
Raw macerinls, packaging materials. stores & spares 14520
Power and fuel 3234
Other manufaciuring expenses . 1440
Profits : .
Sales : 35120
© Increasc in stocks et 1t
. 23234
Bought out goods and sesrvices 21184
Employes costs . 5287
Depreciation . 1849
Taxes 1097
Inlerest il 2O
- 23547
Profic ’ 2687
Other income Rl
. 2911
Zaerss: Proposed dividond - is]
Retained profits » 22341

wValue addition as % on sales = 14040/35120 = 409%.
A2esas plorn 11 ) \ ’
The foliowing is the Profit & Losy Accouat of Pygmy tndustries Lid., a single product company -
{Rs. o lakhs)

Income : )
Gross Sales 3BO2. 42
Oiher income
Dividend received 2.07
frizerest received 2(3§(§
Profit on sale of investments .
Sale of scrop £.82 J&g_l_
Toral Income 283083
Expenses :
Mar:erials consurmed 2648.94
lncrease in stock (37.78}
Storas and spares consured 86.67
Power and fuel 8.7
Repairs and maintenance 12,52
- Labouwr processing ard machineg hire charges 129
Total employee costs . P IEY
Samples, sales promotion and wdvertivement . 3.72
Brokerage. discount and commission ..?2.85
Warehowrving and distribution expensas 38.8«
Additional Sales Tax/Turnover Tax (nor recoverabls) F7.z20
Provision for bad debts S.iBO
Insurance, rates & raxes urd asher adnrinistrarive expenses I8 327

Central Excise Duty paid 358.28
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Inrerest and finprce charges ;jé:(j
De, oo F
L-of::::x;:' of arsers _?_.w

- Phis includas employee costx of salling and disrribsrion Re. 2.32 lakh

Closing Stock as en 31.3.2002 -
(Rs, takks})

Rerw marerials .; 3,' f;j
Stwred af spiares f 7A .
Wirrk g wirs nProsc sy , 02: A

Finished goods o
Work our the following raties s indicarted in the Arnrsexare o the Cost Awudir Reporr .

(al Interesr ax a percentage of Sales.

(g2 Setling and distribution COSLy a5 a parcaniage af xelas

() Finished poods stock in terms of nurmber of months cash cost of sales.

AT Vwex
{a)
Ry (lakhs) ) Ra (iankbrsy
Sales ARO2 .42 Interest & Fin. charges 121.60
Less: B> —AE828 Layy; Interost received
’ Not sales Ba4a. 14 MNet intesrest o 101 St

Intorost #x A M on salogm101.44/3444. 14 = 2,955
{(bX Selling and Distributlion Exponses.

. Ry (takhs)

Employose coste 2.32
HSamples, salss promotion and advt. 3.2
Brokerago otc, 32.85
Warehousing & Disomn 38.84
Acddl, 8.%. 17.20
Prov, for bad daebes O 5% ) -

: A00.23

Selling & Distribution Exponses as & % on sales 100.73/3444.14 = 2,.92% .,
) Cost of Salos .

- o Mt CRaniutem) -
- “Totel OXDenAGE AB50. 40
Leosr : BExcise duty 3A58.28
Intoroest received 20.16
Ioas on srie of FoA, .80
Sale of scrap P - A
286,31
Lot of sales 3274.32
s, (lakhs)}

Cast Of sales 3274.32

Lagy : Duprociation .- % %3 )

Cash ocost of saloes for the ycar 3112.81

?uaﬂan . 12
A single producr industry procures its principal raw marevial from fYour different 2ources, taking
into account the guallty differesnces in the supplies from ecach source, the company has adopred
tho following norms of yield in budgeting -

Marerial from source A PE K  yield -
Mareriat from yource 8 00 %  yield
Marterial front source < 85 9% yield
Marerial fram sowrce D B0 %o yisid
Dweing the yaar 2002-03 the company used the Sollowing mix of raw marerfals from the four
Fources
A ;50 %, B, IO %R, =I5, D 25%
The roral inpur weight of raw mategiol wae 42,500 rosiries and the ourpwr obrained was 37,400
ronnes. .

Fove will you jprrésent the above dara in the Cost Awdit Reporting comparing the actual consurnprion
wirh rhie norms ?

Arnswer

Weighted Average norm of consumptign: "

Sorrrce %% i milx Y S yieid % Weeighred yield
A 50 935 47 .50
B 10 20 $.00
< 15 R4 12,75
pa ] 23 80 200
100 BRZS

For every tonne of output for the actual mix the normal usage was 100 7/ B9.25 = (,.1204 (T
Actual consumption per wonne ©f owiput iz 42500/37400 = 1.1364 T
This daetn will be reported in Para S (B) by Cost Auditor as follaows

Particulars LInir Starndurd Usage Actual Usage
Current Year Laast Year Year Before
Material Tonne 1.1204 L1365 “Fo be obtained and given

CHeoxtion -13
A clsrer of taxrlie dyelng companites tocared in the sutskirts af o clcy hhave been chavged with she
affence of polluing the growund water The comparniecs werwe osked to pur up aluenr rreamnens
2 anrnd sl 1 ously arrange for supply of porable watar ro abowe 1N residares qffected.
m dyeaing wnies Joinrly formed o Coaperative Iociaty 1o pur wp a continan elfTiene rmamzaru
Plant arsd alsoe for sepplving drinking warer The company s Coxt Aredi Aers the ol thar the
company s investmant in the COGRerative sOCicly i3 an {mvesimnrnt icde the bzl s this
Frarad corracet P If mor, how will the invesrmeny and the ranning expenseas of the xociety be
trected 7 .

A ngwer

Effluent tusgtment cost is one of the normal cost of produclion. Forming a corporate socicty is
only ome of the altermatives available to take cars of this funcuion. Rununing effluent tesatment
activily through a sociery has two costs — ovne the capital expenditure in plant (CETO) and the
othor is the cost of operation which again has two componcats - one effluent (reatment cost and
the other is cost of supplying woter 16 the affected people. The capital cost is by sabscribing o
the share capital of the society. The ETP operation cost and cost of wator supply will be recurring
revenus. The share capital investment is very much & part of the company’'s capital employed -
L4 2.3 zhe wxtent of the valuce of the shures subscribed) and the operating costs payable to fhe
Tooperative socioty based on the guantum of effluant treataed (5 8 Coxt. The investment Canno! b
coasidored a3 investment outside the company’s business.
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Question 14

(a) Following data is available for a company refating to the cost of production ot a product
subjeciled 1o (,ost Audit,

Prepare the Export Profitability Statement to be included in the Annexure 1o the Cost
Production 10,000 tinits N

R Rs.

Sales (L.ocal) 9000 units. 2,022,500

Sales (Export) | 1,000 units. 20,000

Material consuwmed 20 Tonnes (@ Rs. 5 Kg. 1.00.000

Imported Comiponeant @ Rs. 3/unit 30.000

Direct Labour . 10000

Factory Overhend - 15,000 "
Administrative Qverhocad . 5,000
Freight & Packing (Local Sales) 4.500
Packing for Export 2,000
Handling a Port . " 500
Opening Work-in-progaass ’ 10.000
Closing Waork-in-progress . 5.000
Actclitioricel jnfoy-lviarze>rr :
) Export incentivg of 10% on F.(O.13. is receivables,
Ciiy Draw Back-on-Duty paid on R_aw Materials and Components avaitable on export
. is Rs. 2,500,
(b) .

i) Why is Cost Audit Rgpoit not made pabiia? Whether the member of Parliament
have -access to the Cost Audit BRepart?

(i) A company, manufacturing Cotten Textile, wrote off in the same year, the
cexpenditure in replacement of Copper Roffers used for Printing Fa.brucs and Stainless
steel frames used for Dying Yarn whose life are more than one ycar. State whether
the Cost Auditor can qualify the report for these?

[§313] A person has been appointed as Cost Auditor tor twenty products manufactured in .
seven companics. He is again proposced for appointment as a Cost Auditor for three
more products manufactured by two other companies. Will this appointment be *in
order’?

(iv) ° A person is doing Internal Audlt on one of the factories manufacturing ‘Comcnt in
a company. He was proposed for appointment as Cost-Auditor in another factory of
the same company manufacturing cement, for the same period. Is this appointrment
as Cost Auditor *in arder’?

Amsww ey

Taking into conasideration, the reguirements under provisions under Cost Audit (Report)‘ Rules,
1ike ahowing separate iy Local Sates apnd Export Sales, with details like, Quality, Net Roalization
Price/Unlt, Procking CHarges atoe,, Profitability Statements have been prepared ax below:
Staternent of Cost of FProduction

Production: 10.000 Units,

Teremd Per unit
. R, Ra.
Dirsct Materlais (20,000 Kgs (@ Rs. S'por Kg) 1.00,000 10.060
ITmported components (1 0,000 units E@Rs.3/uanit) 30,0600 . 3.00
Dirsct h.aboo —A0.000 I U+ 1+ 4
Brime Coats 1.40,000 14.006
Factory overlicsd 15,000 . 1.50 "
Opening W.ILP . —l 00
1,655,000 16.50
Less: Closing W.i.p o050
/s 1,660,000 16.00
Admminiser ive Overboad B oL ;> X : R
Conr nf @rodmction - 1,6 5,000 16.50

Braternent of Cost ara Ferolit oFf Export Salos

Export Sates: 1,000 units

“Foxealpor wunit
{R=8.) - (Rs.)y
Cost of Procuaatian 16,500 16 .50
Export Packing 2.C00 2.00
Handaling at port ! 500 O0.50
(A) Cost of Sales19,00018/00
Export Sales realization 20,000 Z20.00
BExport inoeritive @6 10%0f F.0O 8. 2,000 2.00
Duty Drawback on CompSnoents 2,800 2.50
(B2} Total restizeticon 24,8500 24.50
Profit on Export (B)-(A) 5, 500 5. .50

Questiorn : 15

The following figures are extracted frorm the Annuat Report of Eastern Industries Ltd.

31.3.2005

31.23.2006
{Rs. in lakhs) {fRw. in lakhs)
SOURCES:Share Capitai 2,400 2,400
Regsarves and Surplue: .
Geaeneral Reserves Z1, 000 22,200
Deponlure Redemption Rasarve 11,300 5,700
Ravaluation Reserve 5,200 7,400
Profit & Loss Account - 200 38,700 37,500
Securad Loansg: .
Debentures 48,000 22,000
Terrm Loans 5,300 14,100
Cash Credit &1,100 43,250
Unsecured Loans:
- Fixed Deposits 2,000 2,250
intmrest Free Sales Tax Loan 9.000 1,000 .4 3,800
TOTAL 112,200 82.650
AFRSLICATION OF FUNDS:
Nat Block G, 550 72,380
Capital Work-in-Progross 8 250 1,800
Investments 5050 5600
Curreast Assets, Loans & Advances c24,.900 21,850
Current Liabilities & Provisions _A1.800 13,100 —9.950 12 BOO
Misceallansous Expenditure LAB0 100
TOTAL 113200 22,680
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1. Debentureas are readesmabia as foliowe:-

-9.

Re. 120 Croras st the -ra of the 5% 8" and 77" years 0 equal nstallmeants. The aarliast dete 7

redemption is 30.00.2006.

Fe. 100 Crores in five semi-annusal installments from 30.08.20086.

Re. 260 Crores in five somt-annual imstailmants of fla 40 Crores arnd ana finml instaiimeant of

e 80 Crores Commencing fram 30.06.2010.

2. Term .Lowns and Fixed Deposits payable before 31.3.2007: As 1180iakhs (previous year:

Re. 4080 jlakhs).

a. Re. 3000 lakhs of interest Froes Saise Tax Loan }s rapayable on 30.71,2006.

Net Block Inciudes Value of Brand Equity (brends purchased) Rs. 12860 (akhs (previous yoar

8. 1450 lakhs)

You are required to Calculate:

a) Capital employed as dafined in the Annexure 1o the Cost Audit Resport.

n) Debt-equity Ratio meg on 31.03.2006.

Answer to question (a)

Enpitat Emoloved:
31.03.2006 31.03.2008
{Re. in iaki) (Rs. Inn laki)
BSOURCES: . -
Net Blogk 86,650 72,380 -
Lans: Revaivation Reserve 8, 200 7,400
Leas: intangibles Assets(Brand Equity) 78, 200 .3 83 500
Net Current Assets 13,100 12,800
Lasa:
Dabentures N 8,000 -
Term Lomns/Fixed Deposits 1,150 4,050
Interest Free Ssies Tax Loans 111 PR - P £ -1+
Caphal Emnmployed - 80,150 72,260
Avereage Capital Emiployed wm WBQ - 78,200
A to Quewti (b}
Rabr-Rouite Batio:
Debt: Debaritures 4B 000
Tarm Losns 6,300
Fixed Dnposits . 2,000
interast Free Sale Tux Losn —— R OG0
84,300,
Leans: Do within 12 months 12480 62,180
Equity: Share Capital 2,400
Resarves sxclyding Revaluation Reserve - 34,800

Dabt-Equity Ratic = 52180 : 34900 = 1,46 : 1

Auention 16

A company manufacturing s singls product has an instalied capaohy of 2.8 takhe M. T
During the year 2003-04 capacity uttizetion was 100% and tha cogt oatalis were as undear:

Unit variable costs were Rs.915 pear M.T. as detajled balow:

Raw matarials
Labour

Powear (Variabie)
Consumabdble
Paoking

Fixad costs for the yaar weare:
Qverhaeads

Dapreciation
Powar (MDD Chargas)

s /T
00
150
as
20
o
—BiS

Ra.lakhs

120
100
2.375

Quring the year 2004 -08 1tha production was only 125000 MT due to Iowear demand in tha
rearkel, During this year the vaﬁ?bfe costs escalatod by 72 LU thera was No change in the

tota! Fixed Costs.

Calculate the Total Cost per MT of the Product in 2004-05, Wiias witl be the abnormal costs ana

how would this e reporiaq in the Cost Audit Report?
Answarx

Statement for total Cost per MT for 2008-04

Ra./MT
Raw Maotorial 600
Labour 150
Powar 154
Consurnableo 20
Paelclug a0
Variable Coest/MT aLs
Fixed Over Head 48
‘ Deprociation 40
Puwor 1.35
. © 100435
Toral Cost per MT for 2004-05
Production MT 125.000
Re./MT
Raw Material 342
Laabour 180.5
Power €9.55
Consuwmables 21.4
Packing £5.6

Variable Cost 979.05 (A

120/2.5
100/2.5
B.376/2.5

escalared 79
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Ra. Luklg

Fixed Qveor Head 120
Deprociation 100
Power (MDD Charges) 3.375
228.375

50% of Totnl Fixed Costa 111.6875/1.25 Inkhs = 89.35 Fixad cost (B)
iy Totai Cost por MT (A)+ 1B 1068 4
30 B30% of the Fived Costs will ba connideored ns Abunrmal.

Thim will Lo Ree. 1116875 lakhis. This will be reported under Parn 17.

Alterastive Answer
Culewpation uf totul cout per MTY °

Producticn

-10-

2HO.000 128,000
. - 2003-04 2004-95
Particulars Per MT Total Amount Por MT Total Amount
- Re. . R, Ry,
Raw Materiale 60Q 15,00,00.000 642.00 B.02,60,000
Labour 16C 3,78,00.000 160.50 2.00,62.800
Powor {Variable} 65 1,82,50,000 69 .55 86,993,750
Consumables 20 60,00,000 21.40 28,786,000
Packing BO N 2.00.00.000 E5.60 o 2 QT00.000
916 22,87,650,000 D79.50 12,23,81.250
Eixed Cost:
Overheada 48 1,20,00.000 48.00 80,006,000
Disprociation 4.0 1,00,00,000 4000 £0.00.000
?EWGV(MD churgea) 1.38 32.87,500 1.3% 1,888,750
Overheada . 1.20,00,000
Depreciation 1,00,00,000

Power(MD Charges) . 8.37.600 ’

Total 2,28,37.500

50%af Fixod expenses = L11.B8.750 will be shown /considered as abnormal . This will be

raported in Parsa 17 .
Rueation 17
From the following dala extracted from the Coast Accounting Records of

a ministae!

plant, prepara a rapott to the managemant analysing the reasons for tha variance in profit from

the Budget.(gnore incraase/decraase in opening angd olosing stocks):

Buriget Actaal
Qiuantity Value CQruantity wvalue
fis, Lakhs ) Rs, Lakhs
Proguction/Sales BB3O0QO0C T 3 BCKBOO T
Sala Value - 5280 . . 4807
Flaw Material Consuimsa B7B00 T IDOC 3S\BBO YT IOSO
FPower Conaumed . 198 841 185.2 865
. (Lakha KWH) {Lakh KWW},

Other Vertatiia Coats 49 686
Contribution 400 o2
Fixed Expenses . 3OO 280
Profit/l.oss before Taxes 190 ts8

Answer

Variances Warksheet:

) Sale Price: Budgeted price/unit=5280 iakhszasooo-ns 16000
Actual= 4897 lakhs/30500=Rs. 15400
Sale price variance Ra. 183 iakhea (A :
2. Raw Material Price: Budgeted price=3000 lakha/37500=Res.8000
Actual price=3050 lakhes/35680«Re8500
Raw material price variance=Rs.179 lakha (&)

3., Raw Material Yield: 33000/37500=88% Budget
80500/35882=85% Actual
VYield variance (80600/.85 — 30500/.88)x8000=Rs .97 lakbs (A)

4, Powaer Rate: Budgeted Rateusdll198=4 25/ KWH
Actual Rate=869/19%,2=4. 45/KWH,
Power rate variance = 185,2 X .2=Rg.39. lakhs (Adv)

5.  Power Consumption: Budgetcd price=198 1akhe/33000=600 KWH/tonne
Actual price=195.2 lakhe/305002640 KWH/tonne
Power usage variange=30600 X 40 X 4.45=Res .54 lakha (Adv)

8. Other Variable Cost: Budgeted price=934900000/83000=Rs.2875/tonne
Actual price=g8800000/30500=Ra.2250/tonne
Other variable cost variance=30500 x 625=Rs. 191 lakhs (Fav)

7. Volune Budgeted Contribution=450 lakhes/33000=Ra. 1485
Volume variance ' 2500 tonne x 1485= Ra.37 Iakhs (A}

8. Fixed Overhead Variance = 300-260=40 lekhs (F)

Reason for drop in profit

As.in lakhs
Favourable Adverse
3. Contribution Fall because of Production 87
2. Bale price 183
3. Raw Materianl Price 179
4. Ruw Material Yiald 97
5. Fower Rate Variance 33
6. Powser Consumption 54
7. Other Variable Costs Saving 191
8. Fixed Qver Head Variances 40
231 589

Net drop in profit (358)
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Aruestion 1§

CHtFE Value Re. 1.88.43,000
trnport Duty Rea. 18,683,600
Ciaaring & Forwarding Chearges Ra. __lgm
Landad Cost Ra. 2,15,51,800
How will you presant the above Information in the manner prascribed In Paras 5A, 58 ana &
of the Annexuras o the Cost Audit Report? .
Ariwor
Total Production R70 wrnes - 2,708,000 kgs
i i o of
:?xoo;gr:t;o;lo?;ggg%gptlon of Raw Matarimis in the cat! - 3.00.000 Kgs
Composed of 1 Raw Materials P e 2/57 - 1.20.000 kgs
Raw Materiainx O = 3/8% L3 14,80,000 kgs
Actuat conuurmption L = 1,241,800 kgs
(o] Ld 1,78,40Q kgs
Norms of consuMmptions : P o= 1,20,000/2.70,000 = O.4ad44
G w» 1,80,000/2,70,000 - 0.6667"
Actual consumption rate o=, 21 600/2 70,000 = 046
Qw 1,78,400/2,703,000 - 0.8807
Astual guantity of rmported material & consurned . . - 89,200 kgs
Totm| vallue of O Conmumed w 1.(75.400 Kps R8.220 por K - Ru.3,82.48, 000
Less: Vaive of Importad maeterisl corsumed =
89,200 kga Res.2,18,5%,800/80,000 - 821380020
" value of iIndigencus matertal 0 consumed (89,200 kg#) = Re.1,78,87.870
Suwat por kg wf indigenous matmetal € - 8. 200.83 ofr 200.54
Cost par kg of imported matecial Q) = 2,186,817, 800/90,.000 - e .230.46C
The above ata will be presanted in the Annexure 10 Cont Audit Repcrt sas followa:
BEara oy -
MAJOR INPUT MATEFRIALS CONSUMED
Particulars - cjﬁ-r.n't Year Twe Previous Years
Taty. Eata Arnount Oy, Fwte Ao unt
Q) | _(Re.) | (Rs. in iakh) (k@) (Rs.) (Rs. in fakh)
1. fodiQenous .
(@) P 1,21,800 { 360.00 ABT. 40
b} Q . . 89,200 R00.548 178.88 - - -
2. Sei maoufacturesd: - - ~ ~ - -
3. B ”
{m) Q- —BR.200 2LIG. 46 . - - -
JA Fotm 2,089,000 i %g% - - =
Eara 5(G) .
. STANDARD/ACTUAL CONSLUIMPTIKIN OF INPUT MATERIALS PER UNIT:
[ Farticutsrs Uni T Stendard Actuat
Current Year Two FPrevious Year
1. P (X O. 4444 O.4800 - -
zZ. Q . g 0.8867 Q.8807 -
Para 6 .
BREAK UP OF COST OF INPUT MATERIALS IMPORTED
DLIRING THE_YEAR: . >
Particulars Currsnt Year Two Previous Year
{Rsa. In lakha) {Rg. in leakhs}
1. CiF price 188.43 -
2. Custom Duty 16,64 -
3. Clearing mnc F’omard_iu;gv 1Qa3§ ! -
) -4, Total Landed Cosl - 21 -
Quewstion 19

Alpha Pharma Ltd. uses two Ingredients P and C for production of & rormulation X in thea ratio

of 2:3,

P s procured entirely Iror;'! ingigenous a'oureeo, whareas 50% of (3 iz imported. The ratio of
imports snd indigenous sources is maintained throughout tha year. The inputvoulput ratio of
raw rmaterisls to finished goads is 1:0.9. During the year 2008 -~ 08, thes company produced

11 -

270 tonnes of finished product of X and the congumMption of raw Materiais wss as toitows:

P e 1,21,500 kgs &b Ra. 380 per kn
Q- 1,78,400 kgs 8t an average ooet of Rs. 220 per kg

During tha year, the company imported 80,000 kgs of Q and the break Gp of landed cost was

ne FOUOWS!

From the following figures oxtractod;jr‘om the financial
recuired to compute:

L) Value wdded:
(it} Ratico of Operating Froflt to Net Sales andg
{lily Ratio of Operating Profit (o Vahue sddac,

Re. iIn lakhs

Net Sales exciuding Exclae Duty . 21,000
Increase in Mock of finlshed goods 250
Expenses:
Raw Materiala consurmead 2,600
Paoiking rmateriats consurned 1,200
Stares and Spares consumed 880
Powear snd Fuel 4,800
Repairs and Maintenances 200
nsurance 120
Direct Salarios and Wages 480
Oepreciation Bnas
interest paid 4.308
Factory OGverhaeds:
- Splaries and Wages 240
Others 250
Selling and Distribution Overheads:
Salaries and Wages 20
Additionat Sales Tax 457
Others 1,700
Adgministration Overhaads.
Salaries and Wages 120
Othors

80

and cast accounting records, you are
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Arsmwor
» CGamputation of valus acdded Ra. iy laakhs
Net Sales + norease In stock of Finlshed Goods 21,280
tess: ’ Rs. in lakhs
and services:

Raw Matariala 2. 800
Paciking Materials 1,200
Srores and Spares B80
Power and Fuest <, GO0
Ropairs and Maintesnance '200
insurance 120
Other Factory Ouearfoac ot lal
Sther Setling and Distribution Ovaerhe=sa 1,700
Other Administration Ouarbead 80 11,370
Valiue Added t.8.940

€ it Brofit before Tax . ‘ a 6. 240
1ntarast .

7.638
() Ratio of aporati s i 228 bl
DOrating profit to nat sales = TRGHo T 19e BAG. BT
(N Ratio of operating profit to value added = g%"‘ 100 = 76.84 %

Nore:

As par C A R R oparating profit =

“Profit” means operating profit aftter proviaing for depreciation and ait cthar expenseas aexcept interest
Gn borrowings inciuding debentures but befare providing for taxes on income.

"value Addition” means the differsnce between the net output value { Neat Sales edjusted for Work-in-
Prograss and Finlshed Goods atock) end cost of bought out materialsiand services for the product
under refersnce. )

Question 20

Baned on the folloawing information, in respect of a concern manufaciuring cement, you e re«
quired 1o offor your commanis, nx a Coxt Auditor on

[§)] the pecformance of the concern .
(iiy your suggestions For improvemeni:
e Given: Roted Capocity 80 MT/Hr.
. 2003 2002
(1) Breakdown(Hrs) 2164 1009
{2) Planned maintenance (Hrs) 246 420
{3)  Power restrictions(Hres) 1230 1872
(4} ShortInll (there are no orders) (Hres) 787 . 673
{(5) -“Wont of wagons{Hrx) 492 63}
{6) Towl stoppagel{Hrs) 4919 4208
(7 Toral running (Hrs) - 3BGS © asss
{8) ‘Towl available Hours _ 2784 T B760
Production during the yeur (MT) 2.47.360 3.27.960
Hourty Rate of Pradoction (MT) [ 72
Cupoacity Utilization (%) ' 61.84 81.99
Annual Installed Capacity 4,000,000 MT

Answer
Y Performance of the concern
Rated Cupucity = 80 MT/Hr,
Rated Capacity achieved in2002 = (72/80) x 100 = 0%
Rated capoeity achieved in 2003 =(647R0) x 1 (0=B(%:
Thus the capacity schicvement as a% of the
Rated capacity has come down from $0%te 30% in 2003,

i) Further the capacity wiilization has gonc down 1o 61.84% in2003 as against the figure
of %1,99%in 2002 i.c., a reduction by 20.15%
i) From the dat available, the following observations are noted:

a) Breakdown hours have gone up from 1009 His. 0 2164 Hrs,
tr) Planncd maintenance Hrs. has reduced froin 420 His. (o 246 Hrs.
<} Shontfall Hrs. due 10 No. of ordors hay incressed from 673 Hrs. wo 787 Hrs.
d) The towul steppage Hs. has incrensed fram 42085 Hrs, to 49 19 Hrs.
e} The townl running Hes, has came down 1o 4555Hrs. (o 3865 Hrs.
3 The production hns come down from 3.27.960 MT to2, 47,360 MT.
From the above (indings, it isascertained that the under utilization ol capacity 1o the cxwent.of
2049, can be attributed muinty 1o the X
) Bareaned totad stoppage Hrs. of 4919 in 2003 as against the figure of 3203 Hrs, in 2002,
i) the nel increase of 714 Hes, (f.e. 49 19 — a205 Hrs.) is ngain doe the incresse of break down Hours

by 1155 Hrs. (i.¢.2164 — 1009 Hrs.) in the year 20030ver the year 2002,
Further from tie given data. it is seted dhat -

Breakdown (Hirs) 2164 1008
Tott stoppage (Hix.) 4919 4205
Parcentage of breakdown Mex,
a5 Seof woial stoppags Hrs = (Z1HAFAVI) X300 LIKY74205) 100

w5 A % 24 %
Thus the performance has dateriovated steoply in the year 2003 as compared 1o the performuanae in
The year 2002, .

Suggestions:

The management is advised w:
G} Augment its plannoed mainienance with a vicw w reduciing Dreukdows ours.
Gy Install Power Generation scts wilth a view to compuen.ciie die hours tost due to Power restriction.

Cuestion 21 )
From the iotowing figures extracted from the Cost Accpunting Flecords of a company, caiculale

1he Value Addition and ils Ratio as a percentage of sates, and aisu show how the value added
is distributed o the ditferent claimant therato!
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