

OPERATING COSTING

OPERATING COSTING

Explain briefly, what do you understand by Operating Costing? How are composite units computed? (PCC Nov 09 - 3 Marks)
A. Operating Costing: It is method of ascertaining costs of providing or operating a service. This method of costing is applied by those undertakings which provide services rather than production of commodities. This method of costing is used by transport companies, gas and water works departments, electricity supply companies, canteens, hospitals, theatres, schools etc.
Composite units may be computed in two ways:
(a) Absolute (weighted average) tones kms, quintal kms etc.
(b) Commercial (simple average) tones kms, quintal kms etc.
Absolute tonnes-kms are the sum total of tonnes kms arrived at by multiplying various distances by respective load quantities carried.
Commercial tonnes-kms, are arrived at by multiplying total distance kms, by average load quantity.

Practical Questions:-

Q-1) From the following information, calculate the (a) effective kilometers p.a.; (b) effective passengers kilometers p.a.; (c) total fuel consumption; and (d) total cost of fuel ; (e) cost of fuel per kilometers
Distance of one way route					40 kilometers
Round trips per day						3
Days operated in a month					25
Seating capacity						50 passengers
Seating capacity occupied					60%
Fuel consumption						1 liter per 6 kms
Rate of fuel							` 15 per leter

Q-2 )A truck start with a load of 10 tonnes of goods from station P. it unloads 4 tonnes at station Q and rest of the goods at station R. the distance between P to Q , Q to R and then from R to P are 40 kms, 60kms and 80 kms respectively.

  Q-3) From the following information, calculate the bus fare to be charged for each passenger:
(A) Delhi to Agra (B) Delhi to Bhiwani (c) Delhi to Chandigarh
(A) Delhi to Agra						200 km
Delhi to Bhiwani					120km
Delhi to Chandigarh					250 km
(B) Effective passenger km				3,72,000
(C) Total cost (excluding conductor’s commission @15% and passenger tax @5% of total earning) ` 1,48,000
(D) Desired profit- 30% on total taking.

Q-4) From the following information calculate the average cost per student in respect of students coming from distance of: (A) upto 4 kms from school and (B) beyond 4 kms from school
Operating cost of a bus 						` 4,800
Seating capacity of each bus						60 students
Seating capacity occupied						83 1/3%
Students picked up and dropped within a range up to 4 kms of distance from the school are charged half fare and 50% of the students travelling in each trip are in this category. The bus makes to trips in the morning to pick up first senior students and then junior students and similarly makes two trips in the afternoon to drop first senior students and then junior students.

Q-5) A truck owner provides you the followings information:
Capacity of truck 				10 tonnes
Distance covered each way			50 kms
Number of round trips per day		2
Number of days operated			25 days a months
Operating cost of a truck			` 55,000 per month
On outword trip freight is available to the extent of 90% capacity and on return 20% of capacity.
Required: (a) tonne- kms per month (b) operating cost per tonne-km (c) rate per tonne –km per trip to be charged so as to earn a profit of 50% on freight (d) freight earned per outward trip (e) freight earned per inward trip. 
 
Q-6) You have been a permit to run a bus on a route 20 km long. The bus costs you ` 90,000. It has to be insured @3% p.a. and the annual tax will be ` 900. Garage rent is ` 100 p.m. annual repairs will be ` 960 and the bus is likely to last for 5 years at the end of which the scrap value is likely to be ` 6,000.
The driver salary will be ` 110 p.m. and the conductor’s ` 100 together with 10% of the taking as commission (to be shared equally by both). Stationary will cost ` 50p.m. the manager-cum-accountant’s salary will be `350 p.m.
Diesel and oil be ` 25 per hundred kilometers. The will make 3 round trips for carrying on the average 40 passenger on each trip. Assuming 15% profit on takings, calculate the bus fare to be charged from 100 passengers. The will work on the average 25 days in a month.  
 
Q-7) Raj transport Ltd. charges ` 90 per tonne for its 6 tonnes lorry load from city ‘A’ to city ‘B’. The charges for the return journey are ` 84 per tonne. No concession or reduction in these rates is made for any delivery of goods at intermediate station ‘c’. in January, 2006 the truck are made 1020 outward journey for city ‘B’ will full load out of which two tones were unloaded twice in the way at city ‘C’. The truck carried a load of 8 tonnes in its return journey for 5 times but once caught by police and ` 1,200 was paid as fine. For the remaining trips the truck carried full load out of which all the goods on load were unloaded once at city ‘C’. The distance from city ‘A’ to city ‘C’ and city ‘B’ are 140 kms and 300 kms respectively. Annual fixed costs and maintenance charges are ` 60,000 and ` 12,000 respectively running charges spent during January 2006 are ` 2,944.
Required: calculate the cost per absolute tonne-kilometer and the profit for January, 2006.

Q-8) A company is considering three alternatives proposals for conveyance facilities for its sales personnel who have to do considerable travelling, approximately 20,000 kilometers every year.
 The proposals are as follows:
(i) Purchase and maintain its own fleet of cars. The average cost of a car ` 1,00,000.
(ii) Allow the executive to use own car and reimburse expenses at the rate of ` 1.60 per kilometer and also bear insurance costs.
(iii) Hire cars from an agency at ` 20,000 per year per car. The company will have to bear costs of petrol, taxes and tyres.
The followings further details are available:
Petrol ` 0.60 per km.
Repairs and maintenance ` 0.20 per km.
Tyre ` 0.12 per km.
Insurance ` 1,200 per car per annum.
Taxes ` 800 per can per annum.
Life of the car: 5 years with annual mileage of 20,000 kms.
Resale value: ` 20,000 at the end of the fifth year.
Required: work out the relative costs of three proposals and rank them.

Q-9) In order to develop tourism, rajan airlines have been given permit to operate three flights in a week between P and Q cities (both sides). The airline operates a single aircraft of 150 seats capacity. The normal occupancy is estimated at 60% throughout the year of 52 weeks. The one way fare is ` 7,000. The costs of operation of flights are:
Fuel cost (variable)					` 85,500 per flight.
Food served o board on non-chargeable basis	` 100 per passenger.
Commission						5% of fare applicable for all booking
Fixed costs:
Aircraft lease						` 3,00,000 per flight
Landing charges					` 54,000 per flight
Required: (i)  Calculate the net operating income per flight.
(ii) the airline expects the its occupancy will increase to 70% if the fare is reduced by 5%.
Advise weather this proposal be implemented or not.

Q-10) From the following data pertaining to the year 2005-2006 prepare a cost sheet showing the cost sheet showing the cost of electricity generated per KWH by national thermal power station.
Total units generated						20,00,000 KWH
									     `
Operating labour						1,00,000
Repairs and maintenance 					1,00,000
Lubricants, spares and stores				   80,000
Plant supervision						   60,000
Administration							   40,000

Coal consumed per KWH for the year 2.5kg. @ ` 0.02 per kg. Depreciation charges @ 5% on capital cost of ` 4,00,000.

Q-11) From the following information calculate the cost of generating electricity per unit:
(A) Coal used 600 tonnes @ ` 20 per tonne.
(B) Freight and handling charges: 105 of value of coal used.
(C) Oil: 10 tonnes @ ` 250 per tonne.
(D) Water: 25,000 liters @ ` .50 per 100 leters.
(E) Depreciation of steam boiler ` 250.
(F) Salaries and wages of the boiler house: 5 men @ ` 200 each; 20 coolies @ ` 40 each.
(G) Recovery on account of sale of ashes: 100 tonnes @ ` 1 per tonne.
(H) Salaries and wages of generating stations : 25 ,en @ ` 200 each; 10
(I) Repairs and maintenance of generating equipment ` 260.
(J) Depreciation on generating equipment @ 10% p.a. cost of generating equipment.
(K) Share of administration charges: ` 2,865.
(L) Total number of units generated: 1,46,000.
(M) Normal loss in the process: 2000 units generated.

Q-12) From the following information, calculate cost per therm and cost per unit of electricity generated for the month of March 2001.
(A) Coal 200 tonnes @ ` 0.12 per kg.
(B) Water 4,00,000 liters @ ` 10 per 10,000 liters
(C) Oil 30quintals @ ` 10,000 per 10 quintal.
(D)  Freight and handling of coal – 10% of cost of coal.
(E) Charges for ash disposal is ` 200
(F) Common exp.:
Wages and salaries				` 30,000
Repairs and maintenance			 `3,500
Office and administrative cost		` 4,000
(G)                                                             Stream producing plant	electricity generating plant
Cost						      ` 62,000			` 2,50,000
Residual value 				  ` 2,000			   ` 10,000
Life						  10 Years			  10 Years
Wages and salaries (ratio)	                 2            	                   1
Office and administrative cost (ratio)           3		                             5
Repair and maintenance 			       2				         5
Total production 				1,00,000			10,00,000
Production used by plant itself		    ------		                10%
Steam used for generation 	               80%

Q-13) RAM JI KA DHABA serves fixed lunch/dinner thali to its customer and provides you the following information for the month of April 2006.
Wheat flour								9,000
Vegetable						 		4,500
Oil									3,800
Spices etc.								   900
Wages of cook							3,000
Wages of kitchen assistant					2,400
Wages of waiter							1,500
Gas									1,500
Water									   300
Power and lighting 							   750
Crockery 								   225
Cleaning material							   150
Rent									2,175
No of thali served 							1,560
(Including 60 thalis served to drivers 7 conductors)
Profit margin								33 1/3%
It is the policy of serve to drivers & conductors free of charges.

Q-14) Iron ore is transported from two mines A and B and unloaded at plots in a railway station. A is at distance of 10km. and B at a distance of 15km. from the railhead. A fleet of Lories of 5 tonnes Carrying capacity is used for the transport of ore from the mines. Records reveal that the Lories average speed of 30km. per hour when running and regularly take 10 minute to unload at the real head. At mine A, loading time average is 30 minutes per load while at mine B loading time average 20 minutes per load.
Driver’s wages, depreciation, insurance and taxes found to cost ` 9 per hour operated. Fuel, oil, tyres, repairs and maintenance cost ` 1.20 per km.  draw up a statement showing the cost per tone kilometer of carrying iron ore from each mine.
[Cost per tonne km. Mine A ` 0.72, Mine B ` 0.66]

Q-15) A license to play a mini bus between stations A and B covering a distance of 25km. has been obtained. The mini bus will make 8 round trips in a day for 25 days in a month. It has a seating capacity of 30 passengers and on an average 605 occupancy is expected throughout. The purchase price of the bus is ` 6, 00,000. it has a life of 10 years with a salvage value of ` 10,000 at the end of its life. The details of the operating expenses are as under:
	Insurance						` 12,000per annum
	Garage rent						` 2,000 per quarter
	Road tax						` 3,000 per annum
	Repairs 						` 4,000 per quarter
	Administration					` 1,000 per month
	Driver’s salary					`3,000 per month
	Conductor salary					` 2,000 per month
	Tyres and tubes					` 3000 per quarter
	Diesel							` 12 per liter
	Oil and sundries					` 20 per 100 km run
The mini bus consumes a liter of diesel for every 4 km of run. Passenger tax is 20% on total taking. the company requires a profit of 20% on total taking.
You are required to prepare an annual cost sheet showing the cost per passenger kilometer and the one way fare per passenger from station A to B.
[Fare per passenger km ` 0.4367, fare for 25 km ` 10.92]

Q-16) Mr. Nihal started transport business with a fleet of 10 taxis. The various expenses incurred by him are given below.
(A) Cost of each taxi ` 75,000.
(B) Salary of office staff ` 1,500 p.m.
(C) Salary of garage staff ` 2,000 p.m.
(D) Rent of garage ` 1,000 p.m.
(E) Driver’s salary per taxi ` 400 p.m. 
(F) Road tax and repairs per taxi ` 2,160 p.a.
(G) Insurance premium @4% of cost p.a.
The life of the taxi is 3,00,000 km. and at the end of which it is estimated to be sold at ` 15,000. A taxi runs on an average 4,000km. per month of which 20% it runs empty. Petrol consumption is 9 km. per liter of petrol costing ` 6.30 per liter. Oil and other sundry expenses amount to ` 10 per 100 km. calculate the effective cost of running a taxi per km.if the hire charge is ` 1.80 per km. find out the profits Mr. Nehal may expect to make in the first year of operation. 
[Profit `57,600]
Q-17) A fast automobile distributes its goods to a regional dealer using a single lorry. The dealer’s premises are 40 kilometers away by road. The Lorries has a capacity of 10 tonns and make the journey twice a day fully loaded on the outwards journey and empty on return journeys. The following information is available for a four weekly period during the year 1990:-

Petrol consumption 					8 kilometers per liter
Petrol cost							` 13 per liter
Oil								` 100 per week
Driver’s salary						` 400 per week
Repairs							` 100 per week
Garage rent 							` 150per week
Cost of lorry (excluding tyres)				` 4,50,000
Life of lorry							80,000 kilometers
Insurance							` 6,500 per annum.
Cost of tyres							` 6,250
Life of tyres			 				25,000 kilometers
Estimated sales value of lorry at the end of its life ` 50,000
Vehicle license cost ` ` 1,300 per annum.
Other overhead cost ` 41,600 per annum
The lorry operates on a five day week. Prepare s statement to show the total cost of operating the vehicle for the four weekly periods analysed into running costs and fixed costs. Also calculate the vehicle cost per kilometer and per tonne kilometer.
[Cost per km. ` 9, cost per tonne km. ` 1.80]
  Ram transport co. operates a fleet of Lorries. The records of lorry R-40 reveal the following information for September 1990.
	Days maintained 						30
	Days operated						25
	Total hours operated				         300
	Total kilometers covered				      2,500
Total tonnage carried 	         200 (4 tonne per trip, return journey                         empty 2 round trips per day)
The following further information is made available:
A. Operating costs for the month: petrol ` 400, Grease ` 90, Wages to driver ` 550, wages to khalasi ` 350.
B. Maintenance costs for the month: repairs ` 170, Overhaul `60, Tyres ` 150,Garage charge ` 100.
C. Fixed costs for the month based on the estimates for the year 


 

























				 

 			


 
	

    

 






image1.png




