
 

 

 

 

 

 

 

 

 



Fast Track Referencer
- Important Formula & Hints to Remember

ElemenB based
. Materials
. Labour
. Expenses

€ontrollability based
. Conbollable
. Non-tontsollable

COST CI.ASSIFICATIOI{ BASES

. Production

. Administration

. Seling

. Distribution

. R&D

. fterroduction

. Conversion

c:use & Etract bas€d

FORI.IAT OF COST SHEET
Particulals Rs.

add:
Opening Stock of Raw Materials
Purchases (including Grriage Inwards, Transit lnsurance etc.)

L€ss: Closinq Stock of Raw l4aterials

Add
add

Direct Materials Consumed / Raw Materiats Consumed
Direct Labolr
Direct ExDenses

PRII,IE COST
Addr Factory Overfieads (also called Worrc OH / Manufacturhg OH / Production OH)
Add: Opening Stock of Workin-Progress
Lass: Closino Stock of Work-in-+rooress

FACTORY COST / WORXS COST
AddI Mministabon Overheads (also cilled Ofrice OH / Generai OH / Management OH)

Research and Develooment oH faDDortioned) (if anv)

Add:
cost oF PRoDuc[o
Ooenino Stock of Finished Goods

Less:
COST OF GOODS AVAILABLE FOR SALE
Closino Stock of Finished Gmds

add!
COST OF GOODS SOLD
Sellinq and Distribution Overheads (also called t'4a*etinq OH)
COST OF SALES
Profit / Loss [Balancino Fioure)add:
SALES
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Students' Handbook on Cost Accountinq and Financial l4anaqement

Concept Forrnula
ABC Analvsis o/o in Total value = 700/0. 200/0 and 10% for A, B, C resDectivelv. & vice-versa for % in total ouantitv.

Re-Orde! Level 1. Maximum lJsage Rate x t'4aximum Lead Tin€ [or]
2. Safety Stock + Lead Time Consumption

I',llnimlm Level Re{rder Level- (mln!s) (Average lJsage Rate x Averaqe Lead Time)

I\|axinun Level Re{rder Level + Re{rder Qlantity - (minus) 04inimum lJsage Rate x l4in. Lead Timel

Average Level
Ma\i.1um levpl_vinimum tevet _ _ ODenrng Sto<k_ Ctosing St@k 

[or] I,1in. Levet- r, ROQ) 

- 

lorl- ) - -

Danger Level
1.

2.

3.

I4in. Usage Rate x l,4in. Lead Time [or]
Avg. lJsage Rate x Mn. Lead Time [orl
I\4inimum Usaoe Rate x Ave6oe Lead Time

Eoa =F Where A = Annual Requirement of Raw {Vaterials (in uniB).
B = Buying Cost per order.

C = Carrvino Cost oer unit of Raw lvlaterials Der annum.

EOQ rclated
formulae

(a) Associated Costs of EOQ =
= Buying Costs p.a. + Carrying Costs p.a.

= (No. of Orders x Cost per Order) + (Average Inventory x Carrying Cost p.u. p.a.)

(b) ksociated costs of EoQ may also be computed as = IEABE
(c) At EOO lrnder Wilson's Formula, Euyino Costs o.a.=Carrvinq Costs D.a.= % of AssodaH Co6ts D.a.

com Discounts ar€ available
Step Prccedure

1
Determlne various order sizes by Trial and Error. The rules to be fullowd arc - (a) One represenbtion should be
oiven for eve Di@. and /b) Lower limit of evey class inteyal should fu chosen.

2 Find the number oforders for each Order Size chosen above. No, of Orders = Annual Requirement + Order Size,

3 Compute Buyinq Costs per annum = Number of Orders x Cost Der Order.
4 Compute Averaqe Inventory = 7, of Order Size = % of SteD 1.
5 ComDute Carrvino CosB oer annum = Averaqe Inventorv x Carrvino Cost oer unit o,a,

6 ComDule Associated Cost oer annum = Buvino Costs o.a, + Carrvino Costs o.a. = Steg 3 + SteD 5.
7 Determine Cosb of Purchase p,a. for e6ch price,

a Toial Costs D.a. = Associated Costs + Costs of Purchase = 5+ 7
9 Deci3lon: Ouantitv relatino to Least Yotal Costs D.a. shall be selected as the EOO.

Noter indead of Cost of Purchase p.a. under Step 7, Discounts received p.a. can also be mnsidered. In such case, Step I
= Step 6 Les.t Step 7.

Cost of Raw l,laterials Consumed Ouantity of Raw lvlaterials Issued / Consumed
RM Tumover Ratio = Average Stock of Raw l\4aterials

Number of Days average nventory is held =

Average Quantty of Raw l"laterials in stock

36s
Material Turnover Ratio

1. TreaEnent of Idle Tima Cost
Cost of Normal Idle Time is treated as a regular part of cost of production,
It is treated -
(a) either as Direct Wages by inflahng the Wage Rate (for Direct Workers) or

Cost of Abnormal ldle Time constiMes
a Loss, and debited to Costing P & L ,q/c.
If it is controllable, the responsibility
should b€ fixed on the person in default,(b) as Production OH (for Indirect Workers)
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Gurukripal Fast Track Relerencer for IPCC Cost & Fl{

S = Number of Separations, R = Number ol Replacements, N = Number of New Recruitments,
A = Numbe. ofAccessions= Replacements + New Recruitments, (or)

Numberof Workerc at the end + Number of Separations (-) Number of Workers at the beginning.

L j Average Laoour Force - , 
2

4. Computation of Labour Productivity or Labour Efiiciency
(a) Based on fime (b) Ba5€d on Output:

Standard Tim€ allowed for Actual Ourput Actual Output produced

Actual Time taken Standard Output for Actual Tlme worked

2. Treatment of Overtime Premium

ifferent

Situation Ac@unting Trcatment of Overtime Premium

1. Due to geauine labour shortage.
Treated as Regular Cost of Production/ as Direct Labour, by
anflatinq normal waoe rate,

2. At Custome/s desire, e.g. immediaG delivery, etc.
Charged to the lob directly. Such amount will be suitably
recovered from the customer by charqinq at a hiqher rate.

3. k egular overtime to medr production requiremenb due
to unexpected develooments.

Charged to Job - treated as Factory Overheads.

4. Due to hult of a particular department e.g. non-
availability of rnaterials durinq normal time.

Charged to the department in defauh, in order to fix
responsibilitv and orevent recurrence.

5. Due to abnormal conditions. e.o. strike. et.. Charqed to Costino Profit and Loss Account as Loss.

3. Com n of Lalrorr Turnover Rates
Labour Turnover without ExDansion Labour Tumover With ExDansion

=9
L

l. Separahon Method:
s
L

2. Repia.er€ ri llialltci: R

L
2. Accession l4elhod: =4 _R+N

LL
3. Mixed Method: =!jE

L
3, Flux Methodi -s+A -s+R+NLL

5. ComDutation of Waqes under d and Incentive Schernec
System Formula for Waqet

Slmple Tlme Rate Total Waqes = Actual Hours Worked x Rat€ per hour.
Difier€rtialftne Rrte Tota Waqes = Actuai Hours Worked x Rate per hour. (Rate is based on Workers' effidency)
High Waqe Plan Tota Waqes = Actual Hours Worked x Rate p€r hour. (Rate is hiqher than indostry averaqe)

]leasurEd D6v Work Tota Waqes = Actual Hours Wolrcd x Rate per hour. (Rate has Faxed and Variable Components)

SimDle Piece Rete Tota Wages = Actual Units produced x Rate per piece,

Taylor's Difiercntial
Piece Rate

Tota Wages = Acfual Units produced x Rate per piece, where Rate per pjece is as under -
Ef{iciency less than 100o/o 83o/o of Normal Piece Rate

Efficiency equal to or more than 100% 125olo of Normal Piece Rate

lllerrick's
Differential Piece
Rate

Total Wages - Actual lJnits produced x Rate per piece, where Rate per iiiece is as under -
Efficiency upto 83o/o Normal Piece Rate

Efficienc"'/ above 830/0 bur uoto 100o/o 110Yo of No.mal Piece Rate

Efficienc! above 1000/0 120Yo of Normal Piece Rate

Gantgs Task anal
Bonus System

Total Waqes ls calculated as under-
Efficieno < l00o/o Gijarcnte.{ Time Rate, i.e. (Hours wo*ed x Rate per hour)
Efficiencv = .1000/0 Tinr€ i:ie + 20olo Bonus, i.e. (Hrs worked x Rate per hour) + 20olo thereon
Efflciencv > 1000/0 l-igL' o,e(e aale, i.e. (ActrJal OuPut \ 1200/d o. Pipce Rate per unit)

EmeEon's EffIclency
System

TotalWaqes is calculated as under -
Efficiency < 66.67qo Guaranteed Time Rate, i.e. (Hours worked x Rate per hour)

Effic;ency above
66.670/o ! o l00o/o

Time Rate + Increasing Bonus based on actual efficiency, from 0.01% to a
maximum bonus of 20% on]_ime Rate.

Efficiencv > 100o/o 120o/o of Time Rate r lolo incr. for every 1olo lncr. in ouFut beyond 100%
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Students' Handbook on Cost Accountinq and Financial Manaqement

S)stem Formula for waoes

Points Systems

Total Waqes = Basic + Bonus, and is calculated as under -
System B€deaux Hayn€s
Basic Hls Worked x Rate oer hour Hours Wo*ed x Rate Der hour

Bonus 750,6 x Points Eamed x Rate
per point

Repetitive work 5/66 x Poinb x Rate per point
tlorF{eDetitive work 500/5 x Points x Rab oer Doirt

Points ExDressed in B's fB€deauxt) Exoressed in MANrIs f lMan-ll4inutes).

Premium Bonus
Systemi

Total waqes = Basic + Bonus, and is aalculated as under -
System Basic Commnent Bonus ComDonent

Halsey-Weir Hrs Worked x Rate D.h. 30% x Time Saved x Rate Der hour

Halsey Hrs Worked x Rate D.h. 50o/o x Time Saved x P€te Der hour

Hrs worked x Rate p.h. x l'lme Saved x Rate per hour
S tan dard Hours

Barth Total wage6 = Rate per hour r Jistandard Hours , Achral Hoursl

Concept Forinula

S€gr€gation of
Sv Co6ts -

High and Low
Pointr

Mdhod, €tc.

Difference in Total CosE. Variable Costs as a % of Sales Value -- Difference in Sales Value

. Variable Cosb at either highest or lowest volume as Sales x Variable Cost Vo computed above.

. Fixed Costs = TotalCosts leas Variable Costs as computed abve.
I{ote: The above principle can also be used with Difference in Output Quantity or Difrerence in

Operating Hours in the Denominator (insbead of Difference in Sales Value), to get Variable Co6t
Der unit or Variable Cost Der hour. as the case mav be.

iteaning of
Ou$ut for OH

TYE€ of OH OutDut means
Factory OH = t nits sold r Closinq Stock of Finished Goods + Closinq Stock of WIP,

Admin OH = Units sold + Closinq Stock of Finished Goods.

S&DOH = t nits sold

Absorption
Costing St€p6

1. Collectton
4. Apportionment

2, Classification
5. Renpportionment

3, Allocation
6. Recovery

Arsumfilons
and Hethods

in Re-
aPpo.tionment

Alsumpdon l,l€thod
Service Deoaftments do not Eerve one another. Direct Distribution l4ethod.

One Service Departnent serves the other, but does
not take back services in reErn.

Step Ladder Method, or Step f4ethod, or
Non-ReciDrocal Servkes Method.

Servlce Departsnents seNe one Enother.

ReaiproGl Services lYethod -. Repeated Redlstribution Tedlnique (or Tdal
and Enor Technique), (or)

. SimultaneousEquationsTechniaue.

Capacty
Concepts

1. Licened Capa.ity is the production capacity of the Plant for whidl liens€ has been issued by an
appropriate authority / Govemmedt Agency.

2, Installed C.pacity is the fiaximum prcductive capacity according to the l{anufactut€rt'
specification of machines / equipment.

3, Pradical Capacity = Maximum Capacity minus Normal / unavoidable Time Loss.

4. Normal Capacity is the capacity of a Plant. which is expected to be utilised over a long period
based on sales expectations. Normal Capacity = Practical Capaclty mlnus Loss of productive
capacity due to external factors,

5. Actual Capacity Utilization is tie volume of production achieved, or actual operating hours
wcirked, in relation to installed capacity.

6. If Actual Capacity tjtilization < Ins1"l,ed Capacity, tfie diffurence is called Idle C.prclty (or)
Forecast Plant Idle Capacity.
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ConcGpt Fonnula
7.

8.

If Actual Gpacity Utilization > Insblled Capacity, the difference is Excets Capa.ity utilization.
abnomal Idle Capacity is the difference between Practical Capacity and Normal Capacity or
Adual Gpacity Utilizatjon whichever is higher. So, abnormal Idle Capacity = Practical (or
sometjmes Normal) Capacity minus Actual Gpacity LJtilisation.

Ov€rhead
Recovery
li{ethods

1. Dircct Method (Based on Output)
2. Indlrect Methods: (a) Percentage of Direct l'laterialt (b) Percentage of Direct Labour,

(c) Percentaqe of Prime Cost, (d) Labour Hour Rate, and (e) Machine Hour Rate

Maahlne Hour
Rate Concepts

If Total oH include l',lachlne Hour Rate is called
llachine-related Dir€ct Costs onlv Direct l,4achine Hou/ Rat€

llachine{elated Dircct and Indirect Costs SimDle Plachine Hour Pcte

All l.4achine-relat€d Costs + Ooerators'Waqes ComDr€hensive l,4achine Hour Rate

OH Variance = Absorbed OH Less Actual OH

Absorbed OH is less than Actual oH
(Debit Balance in OH Control A/c)

U I{DERABSORPTIOl{

Absorbed oH is gr€ater than Actual oH
(Credit Balance in OH Control A/c)

OVERABSORPTIOI{
nts Savinos in OH

Accountng Treatsnent (any one of the following)

1. Write Ofr: Small amounts may be
credited to hing P & L,A/c,

2. DeferEl: May be carried over to next
year, by transftr to OH Reserve A/c or
Suspense A/c.

3. Cost Reversalr In case of large amounts,
cosl of jobs may be reduced / adjusted by
passing reversal joumal entries.

e.g, genuine planning errors,
chanqes in assumptions, etc,

{
Taeated as increase in COSTS

(usinq Supplementary OH
Recovery Rate), and

apportioned to produciion, i,e.-

Abnormal Reasons
e.g. Sftike Period Wages,

Labour Court Award, Obsolete
Stores, Penalties paid, etc.

+
Treated as LOSS and debited to

CostingP&LAccount.
(Also see l{ote below)

Debited to ----------|

Unlts sold

c.ost of sales A,/c

Closing Stock of
Finished Goods

FG Contlol A*/c

closing Stock of WIP

WIP Control !y'c

Analysed as due to -

Acaounts maintained under N reted
I{eme of Acaount Debited with Credited with

1.
Stores Ledger Control
Ac@unt [or] Raw l'4aterials
Control Account

Re€eipt of lvlaterials in Stores
Department, i,e.-
. Cost of Purciases including

Carriage Inwards,
. I\4aterials Retumed from Production

Department,

. I\4aterials Issued to -
(i) Jobs (i.e. to wIP),
(ii) Repairs Work (Factory OH),
(iii) office (Adminiskation OH),
(iv) Sales Department (Selling OH),

. llaterials returned to Vendor.

. Normal and Abnormal Lo6s of l4aterials.

2. Wages Control Account Waqes Paid.

Wages analysed into -. Direct Wages,
. Indirect Wages.
. Abnormal Idle Time / OT Waoes, ifanv.

3.
Factory OH Cont ol
Account [or] Productron
OH Control Account

Factory OH incurred i.e. -. Indirect lYaterial consumed,
. Indirect Wages,
. Indirect Exoenses,

. Factory OH absorbed to produciion, i.e.
transfer to WIP Control A/c,

. Adjustment for Underabsorption. ifany.
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Ilame of Account Debited with Credited with
WIP Control Account [or]Job Ledger Control

Factory Cost items of Jobs i.e. -. Direct l4aterials,
. Direct Wages,
. Factory Overheads absorbed.

. Factory Cost of Production, i.e, transfer
to Finished Goods Control Account.. Abnormal Loss in Production
Deoartment. if anv.

5_
Administrative Overhead

AOH incured. AOH absorbed to goods produced, i.e.
transfer to Finished Goods Contml A/c.

6.
Finished coods Conkol
Account [or] Stock Ledger
Control acmunt

Factory Cost of Production, &
Administrative Overheads absorbed,
Cost of goods returned by
Customers, if anv.

. Total Cost of Goods Sold, i.e. trans{er to
Cost of Sales Account,

. Abnormal Loss in Warehouse, if any.

7.
Selling and Distributlon
Overheads Control Account

Selling and Distributjon Overheads
incumd,

S & D OH absorbed to units sold, i,e. transfer
to Cost of Sales Pccount.

8. Cost of Sales Account
. Cost of Goods Sdd. &
. Sellinq & Distibutlrn OH absorbed.

Total Cost of Sales, i.e. transfer to Costing

9. Sales Acmunt Transfer to Costino P & L AJc. Sales Value.

10. Abnormal Loss Account Abnormal Loss of Materials, Abnormal
Idle Time Waqes, Overheads etc.

Transfer to Costing Profit and Loss Account

11_
General Ledger Adjustment Sales made during the period,

Net Loss for the period, if any,
transfurred from Costing P&L ly'c.

. Cost of lqaterials Pu.chased,

. Wages Paid,

. Various OH incurred and Depreciation,

. Profit for the period t ansferred from
Costinq P&L A,/c.

Particulars Rs. Particula15 Rs.
To Loss (if any) as per Financial Books b/fd
To Overheads oveF-alrsobed in Cost Books

- Factory / Administratiol / S&D Over,]eads
To Non--operating Incomes e.g. Interest,

Dividend credited only in Financial Books
To Opening Stocks (Rl'l, WIP, FG) under valued in

Financial Books
To Closing StoclG (RFl. WIP, FG) over valued in

Financial Book
To Prcfit as Der Cost Records fbal. fioure)

By Profit as ter Financial Records b/fd
By Overheads undeFabsorb€d in Cost Books

- Factory / Admlnistration / S&D Overheads
By llon-operating Ependiture, income Tax, Write

offs, etc. debited only in Financial Books
By Opening Stocks (R1.1, WIP, FG) over valued in

Finandal Books
By Closing Stocks (R14, WIP, FG) urder valueal in

Financial Books
By Loss (ifanv) as oer Cost Records fbal. fioure)

Total Total

Dr. Cr.

Ilote: The above account may be considered as an exlension of the Finandal P & L Account, Hence, Financial proht is taken-
on the cr€aIit side ofthis account. Debit/ Cledit approach to reconcitiation is as under-
1. Identifi/ the item causing difference e.g. Production Overheads, coodwill writteft-off etc.
2. See whether the item relates to the Debit or Credit side of the Financiat p & L Account.
3 Ascertain the direction of $e change i.e, whether the amount is to be increased or reduced in ordea to anive at the

figure as per the Cost Records.

4. If the amount is to be increased. record the difference in the same side, if the amount is to be reduced, reverse the
difference by posting it in the opposite side.

Proforma of Memorandum Recorciliation Account

5. Reconciliatiofi Decision Tabl€ mav be oreoared as undea5 r-
Item As per Financial

Books
To be cha.ged to..,..
(as oer Cost Books)

Difference and
adjusknent r€quir€d

Underabsorbed OH ..Dr. To be reduced to ......Dr. ..Cr.
Overabsorbed OH ...Dr. To be increased to ... Dr. ....Dr.
Non-Oleratino Incomes .....cr. To be reduced io Nil , Dr.
Nofl-OpeEtinq Expenses ,,Dr, To be reduced to Nil .-Cr.
Openinq Stock overvalued in Financial Book . Dr. To be reduced to.,,,, Dr, Cr.
Openinq Stock undervalued in Financial Bookg ,,D., To be increased to ...Dr, . Dr.
Oosinq Stock overvalued in Financial Eooks .,,,'Cl, To be reduced to ..... Cr. . Dr.
Closinq Stock underualued in Financial Book ,,Dr, To be increased to...Cr, ,,,cl.
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lob Costs are classified and as.eriained as under -

Total Costs

Direct Costs
+

Indir€ct Costs (estimated

DeEired Profit

soH

+
As o/o of Sales

Cost

Direct l{aterials
+

RequisiUon / BO!1,
net of I\4atl returns

Direct Labour Direct Exps

Analysis Sheets

POH

+
As o/o of Dir,"d
Labour, or Lab

Hour Rate

AOH

+

Cost

++
From Time Cards / From
Job Cards & Wage Journals &

A = Annual oemand for Finlshed Product (units).
S = Sei-Up Cost per batch.

C = Carryinq Cosi per unit of Flnished Product p.a.

If Rate of Interest (I) and

Production (C) is given, then

Ljnlt Cost of

*o=lf

Job Selling Pri.e

using absorption rates)

Concept Formula
Work Certified wo.k Ce(ified = Progress Paymelts + Retention l4oney.

Inaome till date Income on a contract till date = Value of Work Certified + cost of work uncertified.

l{otional Proflt Notionai Profit = Income till date (Less) Expenditure till date on the contract.

Estinated Total Profit / (Loss) ETP = Contract Prce (Less) Estimated Total Costs on the contract.

lNote: Estimated Total Costs = Cost till date + Additiona] Costs to be incurred.l

Profit Recoan:tion on incomolete contracts usinq Notional Proflt conae
Percentage of Completion Profit to be transferred to P & L A/c

< 25o/o NIL

26ok b Sna/o
I x Notional Profit x
3

Cash Re ceived

51o/o to 900,6 (Se€ ote c) ? x Notional Profit x
3

Cash Received

work Certified

910/0 - 99o/o (S€e Note c) Profit is recoqnised on the basis of Estimated Total Profit

100o/o
Cash Re ceived

(See Note d)
Work Certified

Xotesi
Work Certifiedla) Per.entaoe of ComDletion = "- ' '' ' ''
Contract Price

(b) If there is a loss at any siage, i.e. irrespective of percentage of completion, such Loss should be fully iransferred io the
Profit and Loss Account.

(c) Substantially completed can also be considered as 51olo to 95olo completed. In such case, the next slab of Almost
complete contracts will be taken as 95o/o to 99olo completed.

(d) For fully complete contracts, the balance portion of profit is recognised only upon receipt of Retention lloney. If entire
ariount is fully received, the whole of profit can be recognised.

(e) The princrple of prudence / conseNaUsm is generally followed for recognizing proflt. Hence, for e'(act 50o/o completion,
1/3'0 of Notiona, Profit wirl be re(oglised (ano rct 2/3'd).
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Prcfit Recognition on incomplete contnacts using Estimated Total proFtt
Any of the following alternative formula may be used for recognition of profia -

Work Certified(a) Estimated Total Profrt x

(b) Estimated Total Profit x

(c) Estimated Tobl Profit x

Contract Pr ice

Work Certmed

Contract Price Wolk Certified

Cost till date
Estimated Total Costs

i.e, ETP x percentage of Completion

i.e. ETP x Percentage of Completion x o,6age of Payment

i.e. ETP x Percentage of Cosb incured

i.e. ETP x %age of Cost incurred x o/oage of Payment

i.e. Notional Profit x Percentage of Completion

Cnsh Re ceived

' Estimated TotalcosE
Cost till date Cash Re ceived

Work Certified

(e) Nouonal Profit x

The rules in

Work Certified

Contrad Pr ice

(0 + ' Nouonar profit 
" 

gt-Eglgl]Sq (see ote 4)J Work Certiried

ilote:
1. ETP based formula can be applied -

(a) for almost complete contracts (91 - 99ql6), or
(b) for any other contrad above 25qfo comptete, if future aosts can be reasonably estimated.

2. In the absence of any specific requirement or other informaton, Formula (b) may be applied.

3. Even where the ETP related information is avallable, Notional Profit may also be used to re€ognize profit. Hence,
Formula (e) & (f) may be applied for profit recognition.

4. Fo'muia (0 shallbe modified as 1x Noflonr, o*.. - Gsh Re ceived
J ,t proft x 

-, 

in case of 26yo O 500,6 complete contracts,

5. The Profit reaognised / transfened to the P & L pcount should be determined on prudence / conservati3m lrasis,
i.e. if all the formulae are applied, the least of the rerulting profits should be considered.

6 If the amount of Notioml Profft is less than the amount to be recognised by applying the above formula, then profit
t'nsfen€d b P & L I/c sha be the least of the two. 1e.9. If eroRim Oe recoiii *-tu."t on EIp is Rs.48,000; but
Nodonal Profit is only Rs.36,000, then the amount transferred to p&L A/c shall be Rs.36,000 only).

i.e. Formula relating to Substantially Complete contracts.

nd
Rules for prcvlsloning for Losses on .ontracts

respect ol Proiits and Losses to be recoonized on contracts is summarized tFtow

' Combinauon -

TreatmentCurrent Year Estimated

Notonal Prcfit Estimated Total Pmfrt Profit should be recognized only if percentage of completion is : 25olo, Any of
the 6 formula may be applied, on prudence basis.

Notional Proft Estimated Total Loss
Estimated Total Los3 is fully provided for in the current year. profft should
not be recognized,

Loes Estimated Total Profit Cu.rent Lo6s is fully provlded for. profit is not recognised even though
there may be a pro-fit when the mntract is finally completed.

Estimated Total Loss
Curent Loss or Estimated Total Loss, whichever is wots€, is fu y provided
for jn the curent year,

1:

Concept Formula

Methoda of loint Cost
ApDortionher|t

1. Physical Quantities Method, 2. Average lJnit Cost l4edrod,
3. Survey / Technical Evaluatjon Method, 4. Contrjbution Margin Method, and
5. Market Value l!4ethods - (a) Sate Vatue at Sptit Off point, (b) Sate Vatue after Further
Proceasiag, and (c) NRV at Split Off Point.
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Concept Formula

Acaounting for By-Product
Revenue

L Cost Recognition l4ethods - (a) l4arket Value, (b) NRV, (c) Stardard k,
(d) Comparative Price, and (e) Re-use or Opportunity Cosls

2. Revenue Accounting - (a) Low, (b) Moderate, and (c) Hiqh Revenue sihlations
Further Processino Decisions See Steps qiven below.

Step Procedurc
1 Compute Additional Revenue = Sale Value after further Prccessing Less Sales Value at Split off,
2 Compute Additional Costs = Further Processing Cosb + S & D OH if any.
3 Compute Additional Proflt = Additional Revenue Less Additional Costs.

4 Decide: If Addiuonal Profit > 0, process further. If not, sell at split off point.

Accounting Procedure for Prccess Loss€s
A: LOSS AT{ALYSIS

Step Procedur€
1 Compute Process Loss = Input Quantity Less Output Ouantitv.
2 Determine l{ormal Loss Quantity, either based on Input or Expected Production
3 Compute Abnormal Loss or Abnormal Gain, as the case may be. lstep 1 Less Step 2]

B: COST A]{ALYSrc
Step Proc€dure

1
Determine -
(a) Grosr Cost, i.e. Total of Debit Side of Process AccounL and
(b) Gross lnput Quantlty, i.e. Total Input Quantjty for the Process.

2 Determine l{ornal Loss Quantity, and Ssap Value, if any, of Normat Loss.

3
Compr,te -(a) et Cost = Gro6s CoEt less Scrap Value of Normal Loss.
(b) Net Expected Output = Gross Input Quantty Less Nomal Loss Ouantity

4 Compute Effective Cost per unit = = lEljGL . 11;5 ;5 66;ed as cood unit Rate)
Net Cost

Net Expected Output

C: VAIUATIO : The various items are valu€d as under-
It6m Basis of valuation

1 units Produced & Transfened Effective Cost oer unit as oer B(4) above.
2 Normal Loss krap value only.

3 Abnomal Loss
Effective Cost per unit as per B(4) above. (I{otet Abnormal Loss is considered as
Deemed Good Production, and is valued, as if it were qood units produced.)

4 Abnormal Gain
Effecjve Cost per lnit as per B(4) above. (!tote: Abnormal Gain constifutes Actual
(excessive) Good Production. )

o: SCRAP REALISATIOiI ENTIIIES (Abnormal Loss / cain Accounti
Item Trcatment

1 Normal Loss ,Vc
. Deb't with Normal Loss Quantity and Scrap Value thereon.. Credit with amount realized by way of sale of scrap.. When Process Loss < Normal Lost the diffurence is transferred to Abnormal Gain ly'c.

2 Abnormal Loss A"/c

. Debit with Abnormal Lo6s quantity and Cost Urcreon at Effective Co6t pu, as per process A/c.. Credit with amount realized by way of sate of scrap.

. Net Abnormal Loss is transferred / debited to Costinq p & L Ay'c.

3 Abnorma I Gain ,oy'c

. Credit with Abnormal Gain Quantity and Value thereon.

. Debit / Adjust Normal Loss Scrap Value, when Process Loss < Normal Loss.. Net Abnormal Gain is transfened / credited to Costinq P & L !y'c.

FTR.9



Students' Handbook on Cost Accountinq and Financial lqanaqement

Production: The

SteD 1 Input - Output Reconciliation of quantities on physical basis.

SteD 2 Dete.mination of Percentaqe of Completion and Computation of Equivalent Produdion.
SteD 3 Computation of Cost per equivalent unit.

Ster 4 Apportionme.t of Total Cost over Production, Abnormal Loss and Closinq WIP.

SteD 5 PreDaration of Process Account,

Note: Before applying the above steps, Students are first required to decide on the following -
1. tlethod of Valuation, i,e, FIFO orWAC!

(a) FIFO l'1e6od should be used if - (i) degree of completion for Opening \tllP is given, and (ii) Cost break-up of
Opening WIP is not given.

(b) WAC Method should be used if - (i) degree of completion tor Opening WIP is not given, and (ii) Cost break-lp of
Opening WIP is given.

2. Fi6t Process or Subs€quent Proce6s:
(a) For the First Process, the Cost Elements are - (i) l4aterial, (ii) Labour and (iii) POH.

(b) For any Subsequent Pro.ess, the Cost Elemenb are - (j) Material A - i.e. transfurred in material from the previous
Process B - Direct Material Input into the Subsequent Proc€ss, oii) Lnbour and (iv) POH,

nation for

Step 1

Input-Output
Reconciliation

(a) Compute Total Input during the period = Opening WIP units + Freshly introduced unib.
(b) Compute Normal Loss Quantity based on - (i) Percentage of Total Input, or (ii) Percentage of

Expeded Production, i.e. [Opening WIP + Fresh Units - Closing WIP].

(c) Determine Quantity transfened to next prccess, and classiry it into - (i) Transfer ftom OpenirE WIP
& (ii) TEnsfer from Fresh units. [Note: This classifrcation is only for FIFO, and not for WAC Method].

(d) Identify the units lying as Closing WIP and compute Abnormal Loss / cain as balancjng figure.

Step 2
P€rcentage of

Completion and
Equivalent

Units
(See Iote

below)

Item Perentaoe of Cornoletion
(a) Transfer to next process out of -

(i) Openinq wIP 100yo L€ss Percentage completed in the prior period, i.e.
balance Percentaqe of ComDletion.

(ii) Fresh Units introduced 1000/6

(b) Normal Loss Iit
(c) Abnormal Loss l00o/o (generally) or as specified in the Question for Soap.
(d) Closinq wIP As specified in the Question.
(e) AbnormalGain, if any 1OO% (quantity written within brackets to signify subtraction)

Step 3

Cost pel
Equivalent Unit

(a) This is obtained by dividing the Cost (Materials, Labour & POH) by the respective equivalent units.

(b) Scrap Value of Normal Loss, if any, is reduced from the Cost of l.4aterials. In @se of se@nd or
Subsequent Process, it is reduced from Cost of l\4aterialA, i.e, Previous Proc€ss Raw Material.

(c) Under WAC l4ethod, the Total Cost (Opening WIP Cost + Current Cost) is determined for
calculaunq the Cost per Equivalent Unit,

Step 4
cost

ADDortionment

Total Cost is apportioned over Production, Abnormal Loss and Closing WIP by multiplying the
equivalent units at the appropiate Cost per Equivalent Unit.

Step 5
Process
Account

Costs are debited io the Process Account. The crcdit sjde is updated using the figures determined in
Step 4 above. Under FIFO method. Cost of Produdion consisB of Coat of Openjng WIP and Cost of
Processing durjng the period.

l{ote:
Under FIFO l\4ethod, in case of Second or Subsequent ProcesseE l\4aterial A is regarded as 100% complete in all
respecB, except for tsansfer out of Opening WIP units and Normal Loss.

Unde. WAC Method, total transfer to next process is taken as 100o/o complete. Break-up between Opening WIP and
fresh units introduced, is not considercd.
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. Absolute (Weighted Average) Tonne-Klomebes: Each Route Distance x Respective Load Quantities.

. Conmercial (Simple Average) Ionnes-Kilometres: Total Distance (1.e. Kms) x Average Load euaotity (Tonnes).

1. MATERIAL COST VARIAI'ICE = Standard llateral Cost - Actuat l\4aterial Cost

= Sa xlP - Aa-z4P
- wN (1) _ wN (2)

*
I\4aterial Price Variance

=AQTSP-AQxAP
= wN (3) - wN (2)

N4aterial lJsage Variance

=SQxsP-AQxsP

I4aterial lYlix Variance
=MQxSP-AQxSP
= wN (4) - WN (3)

l4ateriai Yield Variance

=5QxsP-MQxsP
= wN (1) - WN (4)

Worki Notes

sa

AQ

RAQ

Meaning ofTeims / Abbreviations used:
= Standard Quantity, i,e.

= Expected consumption for actual output,

= Actual Quantity of Material Consumed.

= Revised ActualQuantity, i.e.

= Actuai QuanUty re-writt€n in standard proportion.

= Standard Price per unit of material consumed,

= Actual Price per unit of material consumed,

SP

AP

2. LABOUR COSMRIA CE = SH x SR - AH x AR = WN (1) - wN (2)

LaboulRate Variance
=AHxSR-AHxAB
=wN (3) - wN (2)

Labour Efflcienta Variance
=SHxsR-AHxsR
= wN (1) - wN (3)

Labour Mix Variance

=&!1xSR-MxsR
= wN (4) - WN (3)

t
Labour Sub-rffi ciency Variance

=sHxSR-BAExSR
= wN (1) - wN (a)

WN Column No. t1) 2) (4)
Computation SOxSP AQXAP AQxsP RAOxsP

[laterial A

Ivaterial B, etc.

Total

l{ote: iiaterial Psrchase Price Variance (MpPV)
l4aterial Price Varlance is computed for the actual quantity
of materials consumed, If such Price Variance is computed
for the actual material quantiry purchased, it is called as
Material Purchase Price Variance. It is computed as -

t4ppv=pQxSp-pexAp
Where PQ = Purchase Quantity,

SP = Standard Prices. and AP = Actual Prices.

WN Column No.
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I'leanlng ot Terrns / Abbrcviations ur€d:
SH = Standard Hours, i.e.

= Expect€d tlme for actual oublrt.
Ah = Actual Hours paid for.
nAH = Revised Actual Hours. i.e.

= Actual Houc re-lvritten in staMard poportion.

SR = Standard P;te pe. Labour Hour.

AR = Actual Rate paid per Labour Hour.

l{ote: Labour Idle Ylne Vari.nc€ (IITV)
When information on idle tirne is given, tabour Eff,ciency
Variance (tfv) is altemativet suHassified into-
(1) Labour Idle lime Variance (UTV), and

(2) Labour Revised Effrciency Vanance (tlEV).

Labour ldle fime Labour Revis€d
Variance Efnciency Varlance

below for Formula and ComDutation.)

LITV = Actual Idle Hours x Standard Rate Per Hour (Always Mverse).
LREV = Balancing Flgure, LEv + UTV, deEending upon whether LEv is Favourable or Adverse.

3. VOH COST VARIAI{CE = Standard (or Abso6ed VOH) - Actual VOH

= SH x SR-AH x AR = wN (1) -wN (2)

-

VOH ExD€ndihnc Variance VOH Efriciency/Utilisation Variance

=r{"lxSR-AHxAR
= wN (3) -WN (2)

=SHxSR-AHxSR
= wN (1) -wN (3)

I
VOH ldle Time Variance

Achal Idle Hours x sR
(Always Mverse)

v
VOH Revised Efficiency Variance

(Balancing Figure)

i.e. VEV + WW

AO x A& i.e, AVOH

oter Either Time 8as€d or OuFut Based computation may be applied.

4, FOH COST VARIANCE = Standard or Absorbed FOH- Acbal FOH

= Ao x sR-AFoH = WN (1) -wN (2)

Y
FOH Exp€ndituE Variance

= BFOH - AFOH

= wN (3) - wN (2)

I
FOH Volum€ Variance = AO x SR - BFOH

= wN (1) -wN (3)

-

Capadty Variance EfEciency Vadance

=AEx sR-BHxsR, (or)AHxsR-PExsR = A) x sR-SOx s& i.e.

= wN (4) -wN (3), (or) wN (4) -wN (s) = SEx sR-AH x sR
l{ote: wN (5) will be used only when = wN (1) - WN (a)

Calendar Variance is available.

Calendar Variance

=EExSR-EExSR
=PQxsR-BOxsR

= PFOH - BFOH

= wN (s) -WN (3)

I{ote: When idle-time information is available. FOH Efficiency Variance is also further sub-classified into -
. FOH Idle Time Vadance (FfM = Actual Idle Hours x Standard Rate Per Hour (Always adverse)

. FOH R€vis€d Efficlency Variance (FREV) - Balancing Figure, FOH Efficiency Variance i FIW, depending upon
whether FOH Efficiency Variance is FavouGble or Adve6e.

otE !
(1) (2) (3) (4) (s)

AO 
'( 

SR AFOH BFOTI AHxSR PFOH
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canlng of Tenns / AbbEvlatlonr uaed!
AO = Actuatoutpul
8() = Budgeted Outrut.
SO = Standard Output, i.e.

= Exped Outsut for Actral Hours worked.

PO = Possible OuFut i.e.

= EQected Output for Actual Days worked.

AH = Aciual Hours r'/orked.

BH = Budgeted Hours.

SH = Standard Hours, i.e.

= Eeected Ime (Time Allow€d) for Actual Output.
PH = Po6sible Hours,

= i.e, Expecd Hours for Actual Days wo*ed.
AFOH = ActualFr(ed Overhead.

BFOH = Eudqeted Frxed Overhead,

PFOH = Possible Fixed Overhead = Expected Fixed Overhead for Actual Days wo.ke.d = aFOH x P
BD

SR = Standard Rate per Unit or per Hour, as the case may be, Where AD = Actual Days & BD = Budgeted Days.

5. SALES VARIAI{CES

RAQ = Revised Actual Sales Quantity = Achral Quantity Sold rc-written in Budgeted Proportion.
ll,l = Budgeted Margin = BudgeEd Price per unit minus Standard Cost per unit.
Ail = A(fual Marqh = Aatral Sales Price per unit minus Sbndad Co6t per unit.

,- TOIAL / n RXOVER APPROACfl
Total Salea Vailance = BudqeH Sales - Actual Sales

= @$p-Ao x Ap = wN (1) _ wN (2)

€aning of Terfis / AbbEvi.tiom us€d:
AP = Budgeted Selling Price Per Unit.

BA = Budseted Sales Quantity.

i
Sales Priae variance
=AQxEP-AQxAP
= wN (3) - wN (2)

v
Sales Marqin Price Vadance

AQxEU-AQxAU
= v'/N (3) - wN (2)

AP = Actual Selling ftice Per Unft.
aQ = Actual Sales Quantity.

Sales volume Vadance

= EOx BP-AOx BP

2.l,lARGI / PROFTT APPROACH
Tot l Sale. [argln Vedance = Budgeted Sales Marcin - Actual Sale6 Margtn

= BO x Br,,r -AO x AM = WN (t) -wN (2)

Sales lilix Variance

=&\QxBP-AQxBP
= wN (4) -wN (3)

Sal€s Mdrgin l.llx Vanance

SAOxBM-AOxBM
= wN (4) - WN (3)

Sal€s Quandty Variance

=@xBP-EAQxBP
= wN (1) - wN (4)

t
Sales Margin Volum€ vadance

EOxBM-AqxBM

Sales Margin QuEnt ty Variance

EQx Bl'4 -BAQx BM

= wN (1) - wN (4)

Conve6ion Factors u5€d ill
llm€-
bes€d

OutDut-
bac€d Thk r€pi€a€ntat...

1. SHXSR ph = AOXSR pu =
Sbndard or Absorbed

Fixed OH

2. AHXSR ph = SOXSR pu =
std cost of Actual

Hou6 worked

3. BHXSR ph = BOXSR pu = Budgeted Fixed oH

4. PHXSR ph = POXSR pu = Possible Fixed OH
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5. RELATIOI{SHIP BETWEET{ TOTAL APPROACH AND MARGI APPROACH

Note: When f4arginal Costing System is used, the relationehrp yr,ii ,;: sMW = S\4' x Bulig€ted profit Volume Ratio.

Factor Relationship Reason No, of Prcducts Method of Costino

1. Price

Sales Price Variance =
Sales l"largin Price

Va.iance, i,e. SPV =
sl.{Pv

For the actual quantity sold,
Standard Cost remaining
constant, change in Selling Price
will have equal impact on
Tumover and Profit,

Applicable for
individual products
and product
combinations also.

Applicable under
Absorption Costing as
well as under
Marginal Costjng
System,

2, Volume

Sales I\4argin Volume
Variance = Sales Volume
Variance x Budgeted Net
Profit Ratio, i.e. SMVV =
SW x Budgeted Net

Profit Ratio

As volume (quantity) increases,
Turnover also increases, since ]

cost also increases due to ]

vol,iire increase/ the impad on ]

Pitri. l. to th. extent of Net l

Pfrlr"! lnaiease anliv. ]

Applicable only for
individual products
and not for
produci
combinations,

Applicable only under
Absorption Costing
System. (See Note)

BUDGET-RATIOS {OTi Cgi'I IROL-. AATIOS:
Ratio Time-Based Formula Outpr,!t-8esed Formula

1. Budgeted
Capacity Usage
Ratio

Budgeted Holls
Pradical Plant Capacity Hours

Budgeied Ouiput
Practical Plant Capacity Outplt

2. Actual Capacity
t tilisation Ratlo

Actual Hours (o0 Actual Hours

Budgeted Hou6
Standard Ouiout Siandard OutDUt

Budgeted OuFul '-' Possble Output

3. Efficiency Ratio
S tanda.d Hours

Acfual Hours
Output

Standard Output

4. Calendar Retio
Actual Davs Possibe Hours

Budqeted Days Budqeted Hours
Possible Output

Budgeted Ouiput

5. Volume or Level
of Activity Ratio

Staodard Hours

Budseted Houis
Actual Output

Budgeied Output

Coneot

Pv Ratio

Total Contribution

Total sales Value
x 100 x 100

Contributon per unit
Sales Pr ice per unit

_ Change in Contiibution
Change in Sales

Change in Pr ofit
Chanqe in Sales

x 100

(o,

(o0

(or)

(or) x 100

= 100% Less Variable Cost Ratio.

Break Even
Point

(a) Break Even Point (in Rs.) = 
F 

"^Y ^c"1= (T'ris .s oeroted as Breah fve.t sates vatue)
PV Ratio

(b) Ereak Even Poinr (Qtty) - ^ ,F:lel 
Costs ,, ,, ( rnrs,s denored as Break Even Quantjty).

LOnrnDUfiOn per untt

Margin of
Safety

Pr oflt
PV Ratio

Pr ofrt

(a) l4argin of Safety (in tu.) = TotalSales tesjBEP Sales (or)

(b) Margin of Safety (Qtty) = Total Sales Qtty lets BEQ (or)
Conkibution per Unit

Indifference
Point

Difference in Flxed Costs

Dlfference in Variable Cost Ratio

(or) Dfference in Fixed Costs

Difference in Contribution per Unit Difference in Variable Cost per unit

(a) Indifference Point (Rs.) =
Difference in Fixed Costs

Difference in PV Ratio '-'
Difference in Fixed Costs(b) IndifererEe Point (unib)=

Shut Down
Point

(a) shur Lrown point (p.s.)- Avoidable- FII+ costs 
(b) shrr Dow.r point (QH)- ryoidable.Fxed costs

Pv Kaflo " ConhibJf,on per lJnit
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