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EMPLOYEE COST AND DIRECT EXPENSES

I. INTRODUCTION
It is a significant component of cost, generally the second highest in the manufacturing concern and
the highest in the service industry.

Every organisation consists of people working in it and the success of the organisation depends to
a large extent upon the people (quality of persons) working in it. It is a difficult task for the

management to deal with human beings, who are different in nature and hence difficult to control.
Management tries to make the best use of available human resources and minimise the total labour
cost.

DIRECT LABOUR: It is defined as the cost which can be identified with and allocated to cost
centres or cost units. For example, all wages of labourers directly engaged in production and wages
paid to workers engaged in construction site are direct wages.

INDIRECT LABOUR: It is that labour cost which is not possible and economically feasible to trace
to any specific product. For example, wages and salaries to employees in Purchasing Department,
Stores, Office and Time-Keeping Department, Firemen and Supervisors, Maintenance Personnel
etc. are indirect labour cost.

Direct Employee Cost Indirect Employee Cost
1. Itis the cost incurred in payment of 1. Cost incurred for payment of employee who
employees who are directly engaged in the are not directly engaged in the production
production process. process.

2. Direct employee cost can be easily identified | 2. Indirect employee cost is apportioned on
and allocated to cost unit. some appropriate basis.

3. Direct employee cost varies with the volume | 3. Indirect employee cost may not vary with the
of production and has positive relationship volume of production.
with the volume.

EMPLOYEE (LABOUR) COST CONTROL - Employee cost control means control over the cost -
incurred on employees. Control over employee costs does not imply control over the size of the
wage bill; it also does not imply that wages of each employee should be kept as low as possible.
The aim should be to keep the wages per unit of output as low as possible. This can only be
achieved by giving employees appropriate compensation to encourage efficiency so that optimum
output can be achieved in effective manner.

A well-motivated team of employees can bring about wonders. Each concern should, therefore,
constantly strive to raise the productivity of employee. The efforts for the control of employee costs
should begin from the very beginning. There has to be a concerted effort by all the concerned
departments.

Contact no.- 7774060125/126

www.percepfforca.com 175



CA Intermediate | Costing | Employee Cost and Direct Expenses

Department Functions

1. Personnel Department i) On receipt of employee requisition from the various departments
it searches for the required skills and qualification.

ii) It ensures that the persons recruited possess the requisite
qualification and skills required for the job

iii) Arranges proper training for the newly recruited employees and
workshops for existing employees.

iv) Maintains all personal and job related records of the employees.

v) Evaluation of performance from time to time

2. Engineering & Work i) Prepares plans and specifications for each job.
Study Department ii) Providing training and guidance to the employees.

iii) Supervises production activities.

iv) Conducts time and motion studies.

v) Undertakes job analysis.

vi) Conducts job evaluation.

3. Time-keeping Concerned with the maintenance of attendance records
Department

IMPORTANT FACTORS FOR THE CONTROL OF EMPLOYEE COST

To exercise an effective control over the employee costs, the essential requisite is efficient utilisation
of employee and allied factors. The main points which need consideration for controlling employee
costs are the following:

(i) Assessment of manpower requirements.

(ii) Control over time-keeping and time-booking.
(iii) Time & Motion Study.

(iv) Control over idle time and overtime.

(v) Control over employee turnover.

(vi) Wage and Incentive systems.

(vii) Job Evaluation and Merit Rating.

(viii) Employee productivity. (Em%‘g/)

COLLECTION OF EMPLOYEE COSTS

The task of collecting employee costs is performed by the Cost Accounting Department which
record separately wages paid to direct and indirect employee. It is the duty of this department to
ascertain the effective wages per hour in each department and to analyse the total payment of
wages of each department into:

(i) The amount included in the direct cost of goods produced or jobs completed;

(i) The amount treated as indirect employee and thus included in overheads; and

(iii) The amount treated as the cost of idle time and hence loss.

(iv) The amount treated as abnormal loss/ gain and to be transferred to profit and loss account.

Through this process costs of. val&yﬁ,‘ggfsnagg_ a/.cf.t/am%gs?lﬁl&rally, in this the proper recording of |
time spent by the employees is essential. ;
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Il. LABOUR RECORDS
There are two types of records maintained in case of Labour - Time Keeping & Time Booking
1. Time Keeping - Time keeping refers to the correct recording of the employee's attendance time.

Methods of Time - Keeping

a. Hand - written records - Attendance Register
b. Metal Disc or Token Method

c. Punch Card System

d. Bio-Metric Attendance System

Objectives of Time Keeping

> Payroll Preparation - Employee payrolls are prepared based on of time-keeping records
e.g. attendance registers.

> Ascertainment and Control of Labour Cost - From payrolls, total labour cost can be
ascertained. It is further classified into Direct and Indirect, in order to facilitate control.

> Calculation of overtime - Overtime entitlement of workers is calculated on the basis of total time
spent and the excess time over and above regular working hours.

> Calculation of Idle Time - Difference between total time spent (as per time-keeping records)
and total productive time (as per time-booking records) constitutes idle time.

> Disciplinary purposes - Time Keeping constitutes part of organisational procedures. This is to
reflect the order and discipline prevalent in the organisation.

> Statutory Compliance - Registers and Records relating to time keeping are required to be
maintained under Labour Laws like the Factories Act etc. This will ensure legal compliance.

> Overhead distribution - Production Overheads are absorbed over jobs or products using
Labour hour Rate as the basis.

2. Time Booking - It refers to the recording of time spent by a worker on each job, process or
operation.

Methods of Time - Booking
a. Time Card and
b. Job Card

lll. TIME AND MOTION STUDY

Time Study is defined as recording and analysis of time required for a job with a view to set standard
time requirements. Motion Study implies analysing the work into basic operations or motions in a
job. These methods are complementary to one another. Father of these studies is Gilbreth, who had
studied the movements required in laying bricks on a wall and reduced the number of movements
from 18 to 6. He named these motions as "THERBLIG".

Procedure -

a. Observation of workers to record their movements.

b. Cl.as.3|f|c?at|on of movements m&o(:) r@&lélferc‘:gss9%382 6?%?/’??2"”'

c. Elimination of wasteful movements and improvisation of necessary movements.
d. Provision of standard tools and equipment to workers.
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e. Observation of workers and recording time taken for necessary movements.

f. Determination of average time required for the job, taking efficiency / rating factor into account.
g. Determination of Standard time = Average time + Idle Time Allowance (Contingencies, Rest etc.)
h. Addition of incentive margin, if any, to attract efficient workers.

Objectives -

a. To determine the best way of doing things by avoiding wasteful movement.
b. To reduce stress and strain in job performance.

c. To determine standard time for completion of a job.

d. To lay down norms for efficiency and performance evaluation.

e. To determine fair rate of wages based on output achievable per day.

IV. TREATMENT OF ITEMS OF LABOUR COST

i. Idle Time - The difference between the time paid for and actual (effective) time worked for is
known as idle time. This can also be calculated as the difference between the time recorded as per
Time Keeping Records and as per the Time Booking Records. The idle time then is analysed into
Normal and Abnormal idle time.

Causes leading to Idle time -

Normal causes: The main causes, which lead to the occurrence of normal idle time are:

a. Time taken by workers to reach the production department from the main gate of factory.
b. Time lost between the finish of one job and starting of next job.

c. Time spent to overcome fatigue and tiredness.

d. Time spent to meet workers personal needs like taking lunch, tea etc.

e. Time required for set up of machinery, initial processing of materials etc.

Abnormal causes: The main causes, which lead to abnormal idle time, are:

a. Machine break-downs, power failure, non-availability of raw materials and tools, waiting time for
jobs due to defective planning.

b. Conscious management policy decision to stop work for some time e.g. maintenance shut down.

Accounting Treatment:
a. Normal Idle time -
Cost of normal idle time is transferred to factory overheads account and thereby charged to Cost of

Production.
b. Abnormal Idle time - Cost of abnormal idle time is transferred to Costing Profit and Loss
Account.

Difference between Normal Idle time and Abnormal Idle time

Normal Idle Time Abnormal Idle Time

a. It refers to the idle time inherent in every | It refers to the idle time over and above

work situation. It is estimated in advance. | normal idle time. Abnormal = Actual less
Contact no.- 7774060025126
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b. It is unavoidable and cannot be eliminated| It is avoidable. It is further sub-classified

totally. into (a) Controllable and (b) non-
Controllable.

C. Cost of Normal Idle Time is treated as a Cost of Abnormal Idle Time constitutes a
regular part of cost of production. It is loss, which should be debited to Costing
treated either as Direct Wages (for direct | Profit and Loss Account. In case it is
workers) or as Works Overheads (for controllable, the responsibility should be
indirect workers). fixed on the person in default.

d. In the long run, normal idle time may be Controllable Idle time should be eliminated
reduced through improved technologies, | through proper managerial action.
methods and procedures.

ii. Overtime: Time spent by labour over and above normal time is known as overtime and it is

generally paid at double the normal wage rate.

Overtime wages = Normal wages + Overtime Premium.

Causes of overtime:

Overtime may arise due to any of the following reasons:

a. Genuine labour shortage, which leads to the firm being understaffed.

b. Pressure of immediate / urgent delivery by a customer.

c. Making up shortfall in production targets, due to some fault of management, or uncontrollable

factors or unexpected developments.

d. Increase in production targets than budgeted, to meet rise in market demand.

Effect of overtime on productivity:

Overtime involves extra cost and the overtime premium paid to workers increases cost of production

in the following ways:

a. Overtime premium paid is an extra payment in addition to the normal rate.

b. Efficiency of operator during overtime work may fall and hence output may be less than normal.

c. In order to earn more, workers may not concentrate on work during normal working hours and
thus standard output during normal working hours may come down.

d. Reduced output and increased premium of overtime will bring out a overall increase in cost of
production. Hence, overtime should be resorted to only when it is extremely essential.

Treatment of Overtime Premium in Cost Accounting:
Overtime premium is generally treated on the basis of the situation demanding overtime work:

Situation

Accounting Treatment of Overtime Premium

Due to genuine labour shortage

Treated as Regular Cost of Production, as
Direct Labour, by inflating normal wage rate.

At customer's desire, e.g. immediate delivery
etc.

Charged to the Job directly. Such amount will
be suitably recovered from the customer by
charging at a higher rate.

AN A J

- Contactno=7
Irregular overtime to meet production

requirements due to unexpected developments.

74060125/12% N
Charged {o job by treating it as Factory

Overheads.
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Due to fault of a particular department e.g. Charged to the department in default, in order
non-availability of materials during normal time | to fix responsibility and prevent recurrence.

Due to abnormal conditions e.g. strike etc. Charged to Costing Profit and Loss Account.

Measures for controlling overtime cost:

The following procedural and administrative measures may be adopted for minimizing overtime :

a. Proper Supervision: Work done during normal hours should be monitored carefully. This will
ensure that there is no spill over from normal to overtime, when the output can be achieved in
regular time itself.

b. Sanction: The overtime work should have the prior sanction of the competent authority. The
reasons justifying the overtime should be specified and considered acceptable.

c. Efficiency Comparison: Overtime efficiency should be compared with regular time efficiency. In
case the overtime efficiency is very low, it may not be worthwhile to work overtime.

d. Periodical Reporting: Report on overtime work, output achieved, efficiency, reasons for overtime
work etc. should be sent periodically to top management for review and action.

e. Restriction on overtime: Sometimes, an upper limit may be fixed on overtime for each category
of workers, e.g. maximum 15 hours of overtime per month per worker.

f. Revised Standards for job performance: Sometimes, the time allowed for completion of job
may be set without any specification as to normal time and overtime. For example, in software
development, if the project duration is set as 12 weeks, the exact hours of work night or day need
not be specified upon, as long as the work is completed within the total time allowed.

iii. Holiday and Vacation Pay: Employees are normally entitled to some paid holidays and vacation.
Such payments may be included in departmental overheads.

iv. Night Shift Allowance: It is treated as part of overheads.

v. Fringe Benefits: These may be monetary benefits like sick pay, employer's contribution to
provident fund, leave pay, gratuity, attendance bonus etc. These may be non monetary benefits like
transportation facility, entertainment facility, free lunches, medical facilities etc. It is more appropriate
to treat fringe benefits as a part of direct labour cost, but for administrative convenience they are
normally treated as a part of overheads.

V. JOB EVALUATION AND MERIT RATING
Job Evaluation is the technique of analysis and assessment of jobs to determine their relative value

within the firm so that a fair wage and salary structure can be established for various jobs.

Merit Rating is the comparative evaluation and analysis of the individual merits of the employees
working on similar jobs.

Contact no.- 7774060125/126
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Job Evaluation Merit Rating
1. | ltis the process of determining relative 1. | Itis the process of determining relative
worth of different jobs. worth of persons in the organisation.

2. | ltis carried out with an intention to design | 2. | Itis carried out with an objective

the salary and wage structure. promotion, transfer, or appreciation of an
employee.
3. | Auniform and fair wage structure is 3. | It ensures fair wages to workers on the
devised during job evaluation technique. basis of their performance and merit.
4. | Factors Considered: 4. | Factors Considered :
1. Analytical and Conceptual skill 1. Experience
2. Management and administration skill 2. Association with the organisation
3. Behavioural skill 3. Productivity i.e., efficiency
4. Technical skill or physical work, etc. 4. Behaviour, sincerity, honesty,

punctuality, etc.
5. Relative importance in the organisation.
6. Specialised skill, etc.

VI. LABOUR TURNOVER

It is the rate of change in the labour force during a specified period.

There are different causes for labour turnover, which can be broadly classified under the following
three heads.

a. Personal Causes

> Change of jobs for betterment.

> Premature retirement due to ill health or other reasons.
> Domestic problems and family responsibilities.

> Marriage (specially in case of women).

b. Unavoidable Causes

> Seasonal nature of the business

> Shortage of raw material, power, slack market for the product etc
> Change in the plant location

> Disability, making a worker unfit for work;

> Disciplinary measures

> Death or reaching the age of retirement.

c. Avoidable Causes

> Dissatisfaction with job, remuneration, hours of work, working conditions, etc.
> Strained relationship with management, supervisors or fellow workers;

> Lack of training facilities and promotional avenues

> Lack of recreational and medical facilities;

> Low wages and allowances.
Contact no.- 7774060125/126

www.percepfforca.com 181



CA Intermediate | Costing | Employee Cost and Direct Expenses

Effect of Labour Turnover:

It increases the cost of production in the following ways

a. Normal flow of production is disturbed.

b. Efficiency of new workers is lesser than the old or experienced workers.

c. Additional cost of recruitment and training.

d. Untrained or new workers causes more breakage of tools, wastage of material, defective, etc.

Effect of high and low labour turnover

High labour Turnover Low Labour Turnover
> Decrease in production targets, > Low cost of selection, recruitment and
> Increase in the cost of selection, recruitment training
and training, > Minimum material wastage, tool breakage
> Increase in material wastage and tool and breakdown of machines
breakage, > Reduction in number of accidents
> Increase in the chances of breakdown of > No loss of customers due to timely and
machinery at the shop floor level, continuous supply of finished goods.

> Increase in the number of accidents,

> Loss of customers and their brand loyalty
due to

1. non supply of the finished goods; or

2. substandard production of finished goods

Steps to minimise Labour Turnover:
1. Exit interview with each outgoing employee to ascertain the reasons for his leaving the
organisation.

2. Job analysis & evaluation carried out even before recruitment to ascertain the requirements of

each job.
3. Scientific system of recruitment, placement and promotion, by fitting the right person in the
right job.

4. Enlightened attitude of management - Mental resolution on the part of management by taking

workers into confidence and creating a healthy working atmosphere, with measures such as:
> Framing Service Rules after discussion between management and workers union.
> Provision of facilities for education, training and development of workers.
> |ntroduction of procedures for settlement of worker’'s grievances.

5. Use of Committee, comprising of members from management and workers to handle issues
concerning worker’s grievance, requirements, etc.

Turnover Ratios:
There are 3 methods to calculate labour turnover ratios:
(1) Replacement Method

No. of empleypita EpBced AabsD 5y $2k

Average no. of employees on the roll

Ratio = x 100
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(2) Separation Method

No. of employees separated during the year
Ratio = x 100
Average no. of employees on roll during the year

(3) Flux Method

(No. of Employees separated + No. of Employees joined during the year)
Ratio = x 100
Average number of employees on the roll.

+ Employee turnover due to new recruitment =

No. Of Separation + No. Of Replacement + No. Of new joining

x 100
Average no. Of employees during the period on roll
+ Equivalent employee turnover rate =
Employee turnover rate for the period
Number of days in the period
VII. LABOUR REMUNERATION SYSTEMS
1. Time Rate:
Hours Worked X Rate-per hour OR Days Worked X Rate per day OR

Weeks Worked X Rate per week
(Under this method, every worker gets the wages for actual time spent by him on the job
irrespective of his efficiency)

High Wage Plan

Under the High Wage Plan, Total wages paid to the worker = Hours Worked x Rate per hour.
However, the wage rate is substantially higher than that prevailing in the area / industry. In return,
he is expected to maintain a very high level of performance, both quantitative and qualitative. This
plan is suitable where high quality of work and also increased productivity are required.

Advantages:

a. It is simple and inexpensive to operate.

b. It helps in attracting highly skilled and efficient workers by providing suitable incentive.
c. It reduces the extent of supervision.

d. Increased productivity may result in reduction of unit labour cost.

Disadvantages:
a. Higher wages are to be paid every time.
b. Lesser supervision may result in sub-standard quality.

Contact no.- 7774060125/126
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Overview of Wage & Incentive systems

v v
Timebased Result based
v v v v v v v
Simple Differential High Wage Measured Piece Rate Premium Bonus Combination of Time
Time Rate Time Rate Plan Day Work Methods Methods and Piece Rate
N
_ , N
Differential Simple
Piece Rate Piece Rate
v v v v . v
Taylor Merrick Halsey Weir Halsey Rowan Barth
System System v
v v v
Gantt’s Task and Emerson’s Points
Bonus System Efficiency System System
Bedeaux Haynes
System System

2. Differential Time Rate System

According to this method, different hourly rates are fixed for different levels of efficiency. Up to a
certain level of efficiency the normal time or day rate is paid. Based on efficiency level the hourly
rate increases gradually. The following is an example of differential time rate system:

Up to, say 75% efficiency Normal (say N per hr.)
From 76% to 80% efficiency 1.10x N
From 81% to 90% efficiency 1.20x N
From 91% to 100% efficiency 1.30x N
From 101% to 120% efficiency 140 x N

3. Straight piece Rate System:
Number of Units Produced X Rate per unit
(Efficient worker earns higher wages under this method)

Advantages:

a. The system is simple to operate and easy to understand.

b. The incentive provided is quite effective as the workers get the full benefit of any increase in
production and the employer also gains by saving on overhead costs.

c. Labour cost per unit being constant, these can be calculated in advance and quotations can be
confidently submitted.

Disadvantages:

a. The quality of output is not guaranteed since focus is primarily on quantity.

b. Maintenance of detailed statistics of production of individual workers is necessary.

c. Maintenance of satisfactory discipline in the matter of arrival and departure of workers is slightly
difficult. Contact no.- 7774060125/126

d. There may be wastage of resources like materials, machinery etc. since workers are anxious to
produce more.
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e. Skilled workers and supervisors (who are often paid on time basis) may resent higher wages to
unskilled workers paid on piece basis.

4. Halsey Premium Plan / Halsey Weir Premium System
(Hours worked X Rate per hour) + 50% (Time Saved X Rate per hour)
* Under the Halsey Weir System, the % of bonus may vary in the range between 30% to 70%

Merits:

a. Time Rate is guaranteed.

b. Workers can earn more by saving time.
c. Employer gets 50% share of time saved.

Demerits:

a. Incentive is not as strong as piece rate system.

b. Rate per piece is lower than under simple piece rate.
c. Employee gets reward for only 50% of the time saved.

5. Rowan System

(Hours worked X Rate per hour) + Time saved X (Hours worked X Rate per hour)
Time allowed

Merits:

a. Time Rate is guaranteed.

b. Workers can earn more by saving time.

c. Share between employer and worker is equitable.

d. Moderately efficient workers are rewarded reasonably than under Halsey Plan.

Demerits:

a. Incentive is not as strong as piece rate system.

b. It is difficult to compute than Halsey System.

c. Sharing principle is not welcomed by employees.

d. Where time saved is more than 50% of time allowed, the incentive is lower.

IX. DISTINGUISH BETWEEN CASUAL WORKER AND OUTWORKER

Particulars Casual Worker Out Worker

1. Meaning | A casual worker is appointed for a short | A worker who does not work in the factory
duration to carry on normal business premises but either works in his home or
activities in place of a regular but at a site outside the factory is known as
temporarily absent worker. an outworker.

2. He is paid on daily time basis. He is also| An outworker who works in his home is

Remuneration | known as daily wage worker or badli usually compensated on the basis of his
worker. output.

Contact no.- 7774060125/126
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3. Nature of | He is engaged for the regular work He is supplied with raw materials and

work inside the factory. tools necessary for carrying out the job.
An outworker (outside the factory) is
usually engaged on specialised jobs /
contract work.

X. LABOUR PRODUCTIVITY / EFFICIENCY
It refers to the levels of efficiency attained by the workers. It is computed as under :

Standard Time allowed for actual output

> Based on Time :
Actual Time taken

Actual Output
Standard Output for the time worked

> Based on Output :

Factors considered for increasing labour productivity:

a. Employing only those workers who possess the right type of skill.

b. Placing a right type of man on the right job.

c. Training young and old workers by providing them right opportunities.

d. Taking appropriate measures to avoid excess or shortage of labour at the shop floor.

e. Carrying out work-study for fixing wage rates, and for simplification and standardisation of work.

Contact no.- 7774060125/126
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MULTIPLE CHOICE QUESTIONS

0 The input output ratio in case of labour means

(a) The value of output to the wages paid

—tyActual hours paid for and production made in units
(c) Abnormal idle time and normal idle time
(d) None of the above

€)  Job Specification is

(a) The list of operations to be performed for completing the concerned job

(b) The requirement in terms of goods to be produced or work to be done
The list of qualities and qualifications which the employee concerned should have to do the
job well

(d) Alist containing the names of employees who will be assigned to different jobs

@ Direct labour means

(a) Labour completing the work manually
(b) Labour which is recruited directly and not through contractors
(c) Permanent labour in the production department
—t& Labour which can be conveniently associated with a particular cost unit.

0 Time and Motion Study is essential for

(a) A rational promotion policy
(b) Completing a job on time

—teéy Determining the standard time and correct method of completing a task
(d) Determining prices of products

Q For reducing the labour cost per unit, which of the following factors is most important

(a) Low wage rates

—5}-Higher output to input ratio
(c) Strict control and supervision
(d) Longer hours of work

@ Which of the following statements are true

(a) Productivity of workers can be improved only if they are supervised closely
(b) It is no use paying higher wages to labour because they would spend their money on
drinking and smoking
well satisfied & motivated team of workers can raise productivity to a large extent
(d) None of the above

Contact no.- 7774060125/126
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0 Labour turnover is measured by

(a) Replacement method (b) Separation method
(c) Flux method —dAll the above

Q Salary of a foreman should be classified as

(a) Administration overheads
—FProduction overheads

(c) Selling and distribution overheads

(d) Variable overheads

Q Merit Rating means

(a) Giving merit certificates to the workers
(b) The system of labour remuneration

;@-The process of determining relative worth of an employee
(d) None of the above

@ Which of the following is not a cause of labour turnover

(a) Seasonal nature of the business
(b) Marriages, death, retirement etc.
(c) Low wages & allowances
ﬁd:)‘—TDS deduction from the salary of workers

0 Process of determining relative worth of different jobs is known as -
—zFJob Evaluation (b) Merit Rating
(c) Both of these (d) None of these.

is a comparative evaluation & analysis of individual merits of employees working
on similar jobs.

(a) Job Evaluation —tByMerit Rating
(c) Both of these (d) None of these
@ Which of the following is an avoidable cause of labour turnover

(a) Seasonal nature of the business
(b) Marriages, death, retirement etc.
—~AcFtow wages & allowances
(d) Family responsibility
@ Which factors are to be considered for Job Evaluation —
~aAnalytical & Conceptual Skill (b) Experience
(c) Efficiency (d) None of the above

@ Which factors are to be considered for Merit Rating -

(a) Association with the orgaﬁ?ﬁt&?t no.- 777&96@18&@3&
(c) Efficiency —@All of the above
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What is time keeping and time booking record?
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What are the objectives of maintaining Time Keeping & Time Booking Records?
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iv) @FBVE]% %zsrﬁ*ahél% 10818 4 E4tiHHAHTS
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What is Labour Turnover? What are the causes of Labour Turnover?
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What are the effects of Labour Turnover?
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What are the steps that can be taken to minimize Labour Turnover?

@) TExit intervisw

3 JebAalER & jot» evaluation - is carred out
sven before veeruitrment t© ascertain Ré?dmréemgﬁg
ot Job _(Right SerSEmahouid BEagpeinted ToF I‘IéP\ ioB)

®) scientitie §v§t@m of rféémffrm&ﬁt

B Eighisheg attittide oF minagemen:

@) sk @\c wmmitees

What are the methods to measure Labour Turnover?
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Calculate the wages payable to 3 workers A, B & C under different methods of remuneration.
The following data is relevant for the purpose.

Time Rate %30 per hour; Std. time allowed for one piece is 20 minutes.
Production made by workers in a day of 8 hours is -
A - 30 units, B - 24 units C - 20 units.

Calculate their wages under
(a)Time Rate system

(b) Piece Rate basis

(c) Halsey Premium System
(

D RetEn SO Alse caleutate Bffi ratiofor sach worker

®) tée% data
 [Adual [standard [Ffmg [Time Sﬁ}ﬁﬁ,
WoYKex s Ok \ %ﬁ@d@{ﬂ sqvedn._[ 8“ :

(yRite) | st

.l.

() | ()| (ws)
B 30 |- 8" | g 2

i) Time rate 56

wetkers ,:AQHW@WJ_ CE 706025}126
D - X ()
' (SO K30 = X5
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Calculate the normal and over time wages payable to a workman from the following data -

A

Days Hours
Monday 8 hours
Tuesday 10 hours
Wednesday 9 hours
Thursday 11 hours
Friday 9 hours
Saturday 5 hours
Total 52 hours
Normal Working hours 8 hours per day
Normal Rate % 5 per hour

Overtime rate up to 9 hours in a day at single rate and over 9 hours in a day at double rate or up
to 48 hours in a week at single rate and over 48 hours at double rate, whichever is more
beneficial to the workman.

@ when overting Yat® pafidi U810 3 WS ih @ day 2t Sitae
yakt & owver @ hetirS aday of deuble Yate

Contact no.=£77 126
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e
From the following particulars work out the earnings for the week of a worker under -
a. Straight Piece Rate
b. Differential Piece Rate
c. Halsey Premium System
d. Rowan System
Number of working hours per week - 48;
Wages per hour - X3.75 .
Normal time per piece - 24 minutes; = §tﬂﬁme{3éﬁ&$(§wgt
Normal output per week - 120 pieces.
Actual output for the week -150 pieces, Differential Piece Rate 80% of piece rate when output is
below standard and 120% when output is above standard.
O ke data
v gGataWages =it
) ordiftiy Srsighy SECREIRIR |
= A~ SOuUpPU OTTe

3398 ____¥3.7S
Wihs . 5
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(Queshors or GrBUp BERLS

Ten men are working as a group on a particular manufacturing project. When the weekly
production of the group exceeds a standard number of pieces per man hour, each man in the
group is paid a bonus for the excess production, in addition to his wages at hourly rates. The
amount of bonus is computed by first determining the percentage by which the group's
production exceeds the standard. One half of this percentage is then applied to wage rate of %8
to determine an hourly bonus rate, irrespective of the variation in individual hourly wages rates.
Each man in the group is paid as a bonus, this bonus rate applied to his total hours worked
during the week. The standard rate of production before a bonus can be earned is 200 pieces
per man-hour.

Actual hours worked and output produced in a week is given below:

Day Man-hours worked Production pieces
Monday 72 17,680
Tuesday 72 17,348
Wednesday 72 18,000
Thursday 72 18,560
Friday 71.5 17,888
Saturday 40 9,600
Total 399.5 99,076

On the basis of production record stated above, compute -
i. the rate and amount of bonus for the week

ii. the total wages of 'A' who worked 40 hours at a base rate of Rs. 6 per hour and of 'B' who
worked 39 % hours at a base rate of ¥ 9 per hour.

iii. How much is the labour bonus cost to be attached to each unit of the week's production.

@ _caleulation o xsfe & ameurt of Bomsfogr e werk

smamwwi%r 6 WesKk = ?Eﬁﬁfw " tierked

eeeeee eafﬁdﬁ@rmg week N emeess ﬁﬁavﬁﬂmﬂ 9076y 79,400

= 18,176 PISERS
s .Ewg\_wh‘i%h EFBUD'S actual Sreddten 19,176
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An employee working under a bonus scheme saves 12 hours in a job for which the standard
time is 60 hours. Calculate the rate per hour worked and wages payable to a worker, if incentive
bonus of 10% on the hourly rate is payable when standard time (namely 100% efficiency) is
achieved, and a further incentive bonus of 1% on hourly rate for each 1% in excess of that
100% efficiency is payable. Assume that the normal rate of payment is ¥ 5 per hour.
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During the first week of April, 2004 the workman Mr. Kalyan manufactured 300 articles. He
receives wages for a guaranteed 48 hours week at the rate of 4 per hour. The estimated time
to produce one article is 10 minutes and under incentive scheme the time allowed is increased

A

by 20%. Calculate his gross wages according to -
a. Piece-work with guaranteed weekly wage

b. Rowan premium bonus and

c. Halsey premium bonus 50% to workman.

L6 mins pu.
= HO-RRRA Bh- amaitnelominsp,us
1) Tme saved by warkman kalyay = stundq\-qhﬁm@ Actual +

(str.\ Ame p-u. ;gﬂctuu\clt-puk) ﬁgl\zs
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Coming + 297 (tam'ihs)h R NS -

T YOES ARt t; oy al
\]) R@Wﬁ“% Ibrémm ‘Ag E Q e gqueg Rasic Time
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= (48hs x T
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i) Halssys, Bremidm bors BIXA

(FseF st - SoREasY

What are the main features of Halsey and Rowan Methods of payment of remuneration? State
how Rowan Scheme is better than Halsey Scheme. Given time allowed of 30 hours for a job
and the wage rate of ¥4 per hour, illustrate your answer by assuming your own figures for time
taken to do the job.

_Afﬁbﬁlﬁ ot ﬁ%\%‘f@i,ﬁ 4 Rowan's pian with calbulation of
- W%ag raf@ Beé'rhwf u‘ﬁérérrbefh Schemés
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2) Main features of Halsey’s , Rowan’s plan

i) when time saved = 50% (Time allowed)

then (Incentive under Rowan’s scheme) = (Incentive under Halsey’s scheme)

i) when time saved << 50% (Time allowed)

then (Incentive under Rowan’s scheme) > (Incentive under Halsey’s scheme)

iii) when time saved > 50% (Time allowed)

then (Incentive under Rowan’s scheme) <. (Incentive under Halsey’s scheme)

iv) Under Halsey’s scheme amount of bonus goes on increasing with increase in time saved.

Under Rowan’s scheme amount of bonus increases with increase in Time saved and bonus

becomes maximum when time saved is equal to 50% of Time allowed. Later on amount of

bonus decreases with increases in time saved.

3) Justification for : Rowan’s scheme is better than Halsey’s scheme.

I) When time saved is less than 50% of time allowed, Incentive under Rowan’s scheme is more

as compared to Halsey’s scheme. In majority cases worker’s Time saved will be less than

50% of Time allowed. | Maijority of the workers will be benefited because of Rowan's scheme. |

i) Rowan's scheme won't motivate the workers to work at excessively high speed as bonus

amount decreases after a particular point whereas under Halsey's plan|workers are tempted to |

work at excessively high speed jas his incentive continuously increases with increase in Time

saved, which many also lead to sub-standard production, excess material wastage, Accidents,

Machine Breakdowns etc, Adverse impact on health of workers.

i) Rowan's scheme will safeguard the management against the loose standards set by then, if

any.

Considering all these points Rowan's scheme is beneficial from workers as well as

management's point of view. Contact no.- 7774060125/126
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Additional Question :

Standard time p.u. of output = 12 mins

No. of unit produced by worker- x in 20 hrs = 135 units

Basic wage rate = ¥150 per unit

Calculate Total wages as per time rate, Halsey’s plan

= 3750

- SOActugl ..t

@) Time saved = (;:E.;Me alibnid x %a‘:lﬁ‘ pfﬁﬁngt'IqllE ﬁ| e

ﬁé%haé X WSS ONits) — 2o has = 3 7Mes-3ohes =7/t
@)_Tofa) wages 5 pr Tine rate scheme = (Hrovorked x Rﬁ’;%ﬁé‘ﬁ

= (20f25 X & 7503 507.{7hak X T 750)
= 3 = |7 625
= T8 R elifing T 1747/

w1

Wage negotiations are going on with the recognised Labour Union and the Management wants
you as the Cost Accountant of the Company to formulate an incentive scheme with a view to
increase productivity.

The case of three typical workers X, Y & Z who produce respectively 180, 120 and 100 units of
the company's product in a normal day of 8 hours is taken up for study.

Assuming that day wages would be guaranteed at %6 per hour and the piece rate would be
based on a standard hourly output of 10 units, calculate the earnings of each of the three
workers and the labour cost per 100 pieces under -

(i) Day Wages,

(if) Piece Rate, Contact no.- 7774060125/126

(iii) Halsey Scheme and

(iv) The Rowan Scheme
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Two workmen, Vishnu and Shiva, produce the same product using the same material. Their

normal wage rate is also the same. Vishnu is paid bonus according to the Rowan system, while
Shiva is paid bonus according to the Halsey system. The time allowed to make the product is
100 hours. Vishnu takes 60 hours while Shiva takes 80 hours to complete the product. The
factory overhead rate is ¥10 per man-hour actually worked. The factory cost for the product for
Vishnu is %7,280 and for Shiva it is ¥7,600.

You are required -

a. To find the normal rate of wages,

b. To find the cost of materials,

c. To prepare a statement comPRMY O RaabAf 488PI2H Bfoducts as made by the two

workmen.

www.percepfforca.com 208



@ ok matenal cost forthe srtniét b8 Ea8

£ Basie (556 Faté Per hotr b8 ﬁ;@;—
MW.& FACHS), €ost
——?‘*’Jﬂmwtmléﬁs’wm R
@) Direetmateras (§) ® %

B) Hasworked (Tetithetakén | sohas SOht5

® Wirs albwed (i 8 tandurtimg| 10ohas . | 100has
@ Timesaved (e-b) I@WIS* 11AdArs

® Ba%\@ﬁr‘né wa@%% bX g) Eay

30
S

.t}gl SR
\o

@ Iﬁts@nhvgggggh\@ fawna'r‘k@'r i
= %E- x6&oY ) |= sof,(lﬁhvsxm
100 -
e TR Overheaaeh b3 foo P
— E?E:‘E?r’ﬁi i : ! :
—tf . \ e =
& F5CTory cost LOieny T E > E%:
FrOMm 06VE tabl&
St AHTE0 B 7IED O XA EGY T G680 D

geefawi-gou £ 7600 i-e-ﬂau—ém:éjg@%——@

Let's o8 Edirstiors 4
3/+g4Y - 6680
- é‘{_‘_é%ﬁz é.g%

-—é =0 |
{20y >
L&MIQ ﬁo ct m E@tﬂ&ﬁﬂ?ﬂ I




CA Intermediate | Costing | Employee Cost and Direct Expenses

@ it ﬁhewlhg FACTOny €ost Of Prodaets

Maélfé!gg, 2 workiien

RAFFSUIS.

Shiva

MUl trvuiuarl 9

@ Diredt materals

(E)

®) Towlwages payabR(E)

© pripe ‘@ost (att) (E)
L @) Excegpoverhes ()

Z.G0

S Pty ot whd B LB

Contact no.- 7774060125/126

www.perceptforca.com

210

s s e a4



CA Intermediate | Costing | Employee Cost and Direct Expenses
Question 10:
A

The standard time for a job is 60 hours. The hourly rate of guaranteed wages is %0.75 per hour.
Because of the savings in time, a worker gets an hourly rate of total wages at 20.90 per hour
under Rowan Scheme. For the same savings in time, calculate the hourly rate of wages of a
worker under Halsey Plan, assuming 50% is the bonus rate.

0 et time taken © compide the job in & heurs
gwmu timé 5 éﬁmﬁ?é%ﬂ‘?@ a@b = ée has
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i ®
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Question 11:

A

Calculate the earnings of A and B from the following particulars for a month and allocate the
labour cost to each job X, Y and Z:

Particulars A B
i. Basic Wages 1000 1600
ii. Dearness Allowance 50% 50%
ii. Contribution to Provident Fund (on basic wages) 8% 8%
iv. Contribution to Employee's State Insurance (on basic wages) 2% 2%
v. Overtime (Hours) 10

The normal working hours for the month are 200. Overtime is paid at double the total of basic
wages and dearness allowance. Employee's contribution to State Insurance and Provident

Fund are at equal rates with employer's contribution. The two workers were employed on jobs
X, Y and Z in the following proportions for the normal time spent by them. Overtime was done

onjob.
JOBS X Y Z
Worker A 40% 30% 30%
Worker B 50% 20% 30%

(1) Statermants) \A,,n%@aﬂ‘éullat’rmeﬁféfg%% of 2 werkers R, B

— e MONtNWORKEE ok -5

1,688
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The management of Sunshine Ltd. wants to have an idea of the profit lost/ foregone as a result
of labour turnover last year.

Last year sales accounted to % 66,00,000 and the P/V Ratio was 20%. The total number of
actual hours worked by the direct labour force was 3.45 lakhs. As a result of the delays by the
Personnel Department in filling vacancies due to labour turnover, 75,000 potentially productive
hours were lost. The actual direct labour hours included 30,000 hours attributable to training
new recruits, out of which half of the hours were unproductive. The costs incurred consequent
on labour turnover revealed on analysis the following:

Particulars 4
Settlement cost due to leaving 27,420
Recruitment costs 18,725
Selection costs 12,750
Training costs 16,105

Assuming that the potential production lost due to labour turnover could have been sold at
prevailing prices, ascertain the profit foregone / lost last year on account of labour turnover.
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(1) seestion eesdis 13,750
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Ct * FraftAtit] )

Question 13:

N
A Company is undecided as to what kind of wage scheme should be introduced. The following

particulars have been compiled in respect of three systems, which are under consideration of
the management:

Workers A B C
Actual hours worked in a week 38 40 34
Hourly rate of wages (%) 6.00 5.00 7.20
Production in units:
Product P 21 - - 60
Product Q 36 -- 135
Product R 46 25 - -
Standard time per unit of product P Q R
Minutes per unit 12 18 30

For the purpose of piece rate, each minute is valued at 0.10. You are required to calculate the

wages of each worker under:

(i) Guaranteed hourly rate basis.

(i) Piece work earnings basis, but guaranteed at 75% of basic pay (guaranteed hourly rate) if
his earnings are less than 50% of basic pay.

(iii) Premium bonus basis, where the worker receives bonus based on Rowan scheme.

0 @a\l\éulaﬁ@he% Wéﬂ%% of each er@ﬁr heReF
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|atisn ok Time allbwed, Timesaved

weTEer S| Ve SBwed dTi FifE ==ved
Fs) C k%q_

20w )4_- /
hr /év 3‘8‘% O
= 38 hrs

B | (asunitsx 3omine) /6o

i 238

—éﬁ gnvs

= SISO 1'\?‘.5

Question 14:

x
In a company, labour records disclosed the following:
No. of employees on 1.4.2020 = 1,800
No. of employees on 31.3.2021 = 2,200
No. of employees left during the year =200

No. of employee joined during the the year =600
Out of those joined during the Z:earJt 150 were appointed in the place of those, who left the
on mwm—?%ms

organisation. [

Calculate the labour turnover ratios under all- the 3-methods.
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'X" an employee of ABC Co. gets the following emoluments and benefits:

Question 15:

A

a) Basic pay 31,000 p.m.

b) Dearness allowance %200 p.m.

c) Bonus ¥20% of salary and D.A.
d) Other allowances 3250 p.m.

e) Employer's contribution to P.F. 10% of salary and D.A.

'X" works for 2,400 hours per annum, out of which 400 hours are non-productive and treated as
normal idle time. You are required to find out the effective hourly cost of employee 'X'.
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In a factory, the basic wage rate is ¥ 10.00 per hour and overtime rates are as follows:

Question 16:

A

Before and after normal working hours 175% of basic wage rate
Sundays and holidays 225% of basic wage rate
During the previous year, the following hours were worked :
Normal time 1,00,000 hours
Overtime before and after working hours 20,000 hours
Overtime on Sundays and holidays 5,000 hours
Total 1,25,000 hours
The following hours have been worked on job 'Z" : (Z“)
Normal 1,000 hours \[:z%,s
Overtime before and after working hrs. 100 hours
Sundays and holidays 25 hours
Total 1,125 hours \

You are required to calculate the labour cost chargeable to jobs 'Z' and overhead in each of the
following instances:

(a) Where overtime is worked regularly throughout the year as a policy due to the labour
shortage.

(b) Where overtime is worked irregularly to meet the requirements of production.

(c) Where overtime is worked at the request of the customer to expedite the job.

@ wheresvertime is (Worked beause ofabiermal ressons -

O Givep data  ©  Basic wage a8 = T10:00 fer hour
[ wose yat8 ﬁ@fh@'ﬁﬁ%mﬂﬁé‘é b@?@l’%‘?’\ FOX 75,

T T\J7\

\oreir okt S ey oS ) = =so fweor
GHEFUFM% overtime premitin
of =7 56)

|

10 X 225 /
= T 22500 pyr HOUF
(. [1ding overtiine sremiiy
btf E&%@)
@) caltulbtion of laboor 55t Siaigeapf 18 Job -2 ‘under
@) oueirtimn® s workRRF oo pAIeaERRe b oVt the
as 2 auliity dueto tabolr GiSti

www.percepfforca.com 220

{Cr |—I-E




CA Intermediate | Costing | Employee Cost and Direct Expenses
7nila ted wage ( Tot) Wages paya ble

Bfe e houy \ Tetal hg werked /

~ (100006 W% X Tlo) + (20008hX X TH7 50) + (So00 W <o)
j +20,000 {-Qge) *fﬁ
E WA SO _
B _l,:}.'sp,
e LT E0St SIS 10 Pb ZZ= HRBREE x 311 70

.= S 1S16750 .,

& {6

overtiing premivth ( Fiom jol2) transferred = G 73) ©
1 factory overhends (g "B T1250)

= E7‘§@ 'l-;S\Q-B?/aiﬁ-é/OG?-SO

© overtime is worked at the redifast of €ustfiter
) expediare

|ODAAROU Mossin =
6 jO

Stgrfar12;312-8°

) ovarfine SWorked bocauss oF avnoriat reassns

Laboriresstahgigebe = 1w hag x Tlo = 2SO
6 job2 T

2'59

A3 F-S)* (

_é%%ul\l_g T

Contact no.- 7774060125/126

www.percepfforca.com 221



CA Intermediate | Costing | Employee Cost and Direct Expenses

The Cost Accountant of "Y' Ltd. has computed labour turnover rates for the quarter ended 31°
March, 2020 as 10%, 5% and 3% respectively under 'Flux method', 'Replacement method' and
'Separation method' respectively. If the number of workers replaced during that quarter is 30,
find out the number of:

1. Workers recruited and joined and

2. Workers left and discharged.
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Mr. A is working by employing 10 skilled workers. He is considering the introduction of some
incentive scheme either Halsey Scheme (with 50% bonus) or Rowan Scheme of wage payment
for increasing the labour productivity to cope with the increased demand for the product by
25%. He feels that if the proposed incentive scheme could bring about an average 20%
increase over the present earnings of the workers, it could act as sufficient incentive for them to
produce more and he has accordingly given this assurance to workers.

As a result of the assurance, the increase in productivity has been observed as revealed by the
following figures for the current month:

Question 18:

A

Hourly rate of wages (guaranteed) %20

Average time for producing 1 piece by one worker at the previous 2 hours

performance (This may be taken as time allowed)

No. of working days in the month 25

No of working hours per day for each worker 8

Actual production during the month 1,250 units
Required:

1. Calculate effective rate of earnings per hour under Halsey Scheme and Rowan Scheme.
2. Calculate the savings to Mr. A in terms of direct labour cost per piece under the schemes.
3. Advice Mr. A about the selection of the scheme to fulfill his assurance.
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R iy : vestion +n GO Benod

Both direct and indirect labours of a department in a factory are entitled to production bonus in

accordance with a group incentive scheme, the outline of which is as follows:

(a) For any production in excess of the standard rate fixed at 16,800 tonnes per month

(of 28 days) a general incentive of 15 per tonne is paid in aggregate. The total amount payable

to each separate group is determined on the basis of an assumed percentage of such excess

production being contributed by it, namely @ 65% by direct labour, @ 15% by inspection staff,

@ 12% by maintenance staff and @ 8% by supervisory staff.

(b) Moreover, if the excess production is more than 20% above the standard, direct labour also
get a special bonus @ %5 per tonne for all production in excess of 120% of standard.

(c) Inspection staff is penalized @ %20 per tonne for rejection by customer in excess of 2% of
production.

(d) Maintenance staff is also penalized @ %20 per hour for breakdown.

From the following particulars for a month, work out the net production bonus earned by each
group:

a) Actual working days: 25

b) Production: 21,000 tonnes

c) Rejection by customer: 500 tonnes

d) Machine breakdown: 40 hours

Stisthemradt Shaning evlculadin o N Edeekrn Bomus
Earihad gg,é%h i

particalefir g

@ 6wl | 5330006347800 e
ih\cmgﬁlgaagggﬁ (ae00 xes )@y (cto om0 27) :

syt

€ J88alty

(1) NGt prodtetion

73@00 H’@OO

o0

70

'P@QOD

BBhUS 55yable

Gl

Contactt no.- 77740601 TZ5/‘I 26

www.perceptforca.com

225




Gemeraincentive £xuaid
Waﬁg ﬁaj Hote 1) Bavab

podel prodisctnn 1R CBEESS of Standzre -

_ %1\5\?{?\458% _ \&aqo RS = 55900 RS

’\IVV

= = : 5
= {ACKBrotiEn — (7287 X StaTeaErd Sravatten) | X T -

21600 1615 - Q%/ ﬁrggo%t fan

rn

ﬁéj}?&h&‘ﬁ fhg, cusEmcer . . SOOQ_ (Qloogfgﬁg % 2 /)
i eRcESS oF 27 efrArmidn

= S5po tHnS - #1230 hs

= 8§ RS

Contact no.- 7774060125/126

www.percepfforca.com 226



CA Intermediate | Costing | Employee Cost and Direct Expenses
Question 20:

A
In a factory working six days in a week and eight hours each day, a worker is paid at the rate of
%100 per day basic plus D.A. @ 120% of basic. He is allowed to take 30 minutes off during his
hours shift for meals-break and a 10 minutes recess for rest. During a week, his card showed
that his time was chargeable to:

Job X 15 hrs. Jelgﬁf:‘a?d
JobY 12 hrs. 2 = cand
Job Z 13 hrs. ﬁm@

h job. In cost Accounting, how would y(t
forthe week
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Question 21: m .‘t& ‘l'>
) (pertaht

The company has a suggestion of box scheme and an award equivalent to one and a half
months effective saving in labour cost is passed on to the employee whose suggestion is
accepted. Suggestion of an employee to use a Jig for a manufacturing operation of a
component is accepted. The cost of the Jig which has a life of one year is 2,000 and the use
of the Jig will reduce the standard time by 8 minutes.

Compute from the following data the amount of award payable to the employee who has given
suggestion.

1) Number of pieces to be produced in the year: 15,000

2) Standard time per piece before use of Jig: 80 minutes.

3) Average wage rate of workmen %160 per day of 8 hours.

4) Average efficiency of workmen: 80%
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Question 22: Efficiency Ratio or Productivity Ratio

x . .
Standard Time for producing 1 Unit=3 hrs = m@ﬂ“b\w&ﬂ 1® @?Bém@,% 1 Unit
Actual time taken by Worker A to produce 40 Units = 90 hrs
Find Efficiency Ratio of Worker A.
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Question 23:

A

CA Intermediate | Costing | Employee Cost and Direct Expenses

Standard Time for producing 1 Unit = 20 Mins =
Actual time taken by Worker B to produce 200 Units = 50 hrs
Find Efficiency Ratio of Worker B.
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Question 24:
b

Standard Time per Unit of Output = 5 Hrs

Actual time taken by Worker Vinod Reddy to produce 125 Units = 1000 hrs
Find Efficiency Ratio of Worker Vinod Reddy.
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A - S .
Budgeted time for the year = 5000 Hrs gﬂéé%}fg‘am - P%ﬁ%m

Budgeted Output for the year = 2000 units

Actual Time taken for the year = 5800 Hrs - "
Actual Output for year = 3000 units ﬁ'ﬁ‘l‘i‘d‘é\‘@ Nag §§8_Lﬁ@§ ﬂ(f&%

Find Efficiency Ratio?
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Question 26:

Standard Time per Unit of Output = 10 Mins

Actual Output = 2500 Units

Actual time taken taken = 300 &@ntact no.- 7774060125/126
Find Efficiency Ratio, Time saved by the Worker
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Question 27:

‘||

Standard Time per unit of output = 2 hours
Actual output = 3,000 units Actual time taken = 4,500 hours. Find Efficiency Ratio.

Question 28:

‘||

Standard Time for 10 units of output = 5 hours
Actual time for 20000 units = 8000 hours
Find Efficiency Ratio.

Question 29:

‘||

Standard time per unit of output = 10 minutes
Actual output in 2000 hours = 20000 units
Find Efficiency Ratio

Question 30:

A
Standard time per 1000 units = 1500 hours

Actual output in 20000 hours = 10000 units
Find Efficiency Ratio

 standard tié - Stel time pu- % Actual output
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Wage Remuneration Schemes
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\\ WoikCd bl

@_oxdinavy piece yate scheme

[
Tolul weagesS aS poy / SRR 2 X piece wate

ordinary plece wie = \ produced v yni-
— Sciewie \ 7

@ Halseu's pYomivm plan: T+ IS o Suavanteed
. J v

: e

Totayl wedes \
as pex Halsey's \ =

Basic Js:\mt’ woes 4 'I.ncemi-ive—%mwrt

J
Pl‘OlY\ ’/ NE- G.i'\). \\B‘S RQ‘\\'@-\ 57 /T'ﬂme 2 Rofbe
= wiorked X ?Urh'i’) e /‘( Saved Pex houx |
o 7 N |

Whexe  Time cGopiagtno.- 77740601280126 | _ T me taken |
‘ 21 gthydard e~ . Atual fime l

www.percepftforca.com 236



CA Intermediate | Costing | Employee Cost and Direct Expenses

Te‘ﬁ'é\ \’N%Q% AS \ Bagic me  Thcenhve
\ ARy 0! ) & ¢

T

bonul

Time saved Bas\C

= [ T AN X BIMEWAgGES
(\HF§ worked % rtgperiott + e

IOWIN

QUESHON - Frem papliowin aérafa caleulate T@‘fﬁi‘ Wages

Fate sehemes.

ma q%flsmﬁ‘-’s ; W@rk@r A= %9@ ViRitS
ASkual tRE takBR = 1200 hrs
B%@ie WaQe Yate = < 8O B IHEGF
> O Total nages payable 1 worker & @ Ber Time
raté schere
= (1as worked % Rai8 perhoty) = 1200425 X < 60

R N“;‘O‘t%‘l

't;vcﬁuw"afse% = (13885 per hotir X St HaSpUS)

- TEE BV : E
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Question 31:
A

Standard Time per unit = 2 Hrs

Actual time taken by Mr. A to produce 30 units = 40 Hrs
Basic Wage rate = % 100/hr

Calculate total wages payable to Mr. A as per

1. Time rate

2. Piece rate

3. Halsey's Premium Plan

4. Rowan's Premium Plan

0 1) 6rdifbry piéce raté - = WaGes Ber hour xstalrspis:

= @lop X 2hf5 = 2200 pY

= R 30units) - 4ohast
= p5ohas—40hKr5 = 20h25

|) mmg fatg gﬁhm [ﬁ'g§ worked X ,Nuggg ratS Berhtty)

ohrs X Tioe = 2 <000/

' | = ke
(H"f§ workéd X Rate perhr) t 507 \ steQL X %

= (A0R2x T108) + 507 (20026 ¥ T160)
TH4O0 t+ 5l,006 = ¥S000/

\ ; @n

[[<10

s &
Time saved Basic

g = q‘cm &
www.perceptforca.com



aleeys  GEMIR Blap, Rowans sremiv BIXA
e Y ‘ teed
cCcUu

uestion 32: @Hé%ﬁaih %FD HQW-{@ Wf)f ‘tffﬁ‘é'
oueston 22 4 ( Yate it Siace raté

Basic Time wages = ¥ 600 per hour

Standard Time per unit = 20 mins = CVEA hgs = Tiim@augw&é] per EIW”:

Calculate ordinary piece rate per unit.

_{Zeos\ X
fracs ”

N
Standard time for 1 unit of output = 30 minutes = y:_ hﬁi‘:’cma% his

Wage Rate per hour = %600

Workers Hours Worked Actual Output
A 12 hours 30 units
B 14 hours 40 units
C 9 hours 12 units

Find Total wages of all workers as per

a) Time Rate
c) Piece Rate

b) Halsey Plan
d) Rowan's Plan
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O pasic data

WOYRRS

woy ke S g : égmnﬁjﬁ; X Ewr
warkersii € 12 units X *3p0 = T 3,800/

\J'VVV 1

) | T Is&kér
i) Ha Yaal t 3687 X
= / \
ya . A “ - e NN
 AARRES X SYqaEt> e o
Wt e Ry s e DA~ SIS K =] 'Zvo:“ - % "."6 :
) X / . I
C (9 R X 3&*1 + 00 (cnl) = TS —
0 - ST\ S LY '

f :(Rhes x TCoo)ul e
WS .

B (s X 2‘660).+k
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Question 34:

A
Standard Time per unit = 5 Hrs
Actual time taken by Mr. A to produce 30 units = 100 Hrs
Basic Wage rate = ¥1000/hr
Calculate total wages payable to Mr. A as per
1. Time rate
2. Piece rate
Also calculate Efficiency Ratio for Mr. A

ﬁ)_@rdm%a(,mg&% Yat€ By
= (Joleges fots howr X standeidl R3S Sh)

"\-ﬂ o d 1

= Z'woe X ShS = F5OTG1
@  Totl wrges rga%p,\lgfa KiF- & @8 Bar Time rateschent

= (H¥s W@fkéél R B W)

Shes % 30Upils
Fd aYaYa
(& ] | I\Jm @h-&&

Blase here, thai

Mo~

Total wedes as per) o M—l
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(Tbg'%\ wedes as p@g\ X WUCX\(\‘
s i 724 ER gncy ‘
= (v werkEqgglpate g hotr) X W
(wé%@\gg Berhr X std hospu) * N6 ®F anits produced
firiary 8 PiéCe Yat& pt- X N%eﬁunﬁwmm

Question 35:

=" Total Wages 29 [5&r OrdinGry Piece rate scheme

Standard Time per unit = 15 Mins = ©0.955/3%5 = Y% KFS
Actual time taken by Mr. A to produce 200 units = 20 Hrs

Basic Wage rate = ¥300/hr

Calculate total wages payable to Mr. A as per

1. Time rate

2. Piece rate

3. Halsey’s Premium Plan

4. Rowan’s Premium Plan

Also calculate Efficiency Ratio and Effective Wage Rate per hour under Halsey & Rowan’s Plan.

O Torlwsges 2§ B Time rats scheme

= Heiiis worksd X Rate By MOGF
= 2ohat x T30 = TEHHH

@ Tomllwages as et oFdinkiy Bieee Fate scheir
- Ne-Wrunits produeed X OFdifHpy Piete Faté d.us

= 290 uni*f% X (wga%%mrh’r X ﬁﬁih‘é?p"d%)

s

= TBO00 @ SOofta c@@wgmwg@nmu\ égﬂ'@[ﬂ! X <300
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(aeﬁa& X 3300 .

> %g@c@éq
: . \age Fat8 BEF MOUF uneiérRowans schefi

f ol woses poul
WA uo

@ Efficisnoy ratio for ¥ R

[ Stan du‘\';‘o fme S <0 Y/
k Ackual Hme 'ﬁ@é 20 hx o o
‘ or

7/ actug) actput ‘ _

(\ s’mhlm outpuk

"
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Question 36:

A
Standard time for 4 units of output = 8 hours
Basic Wage Rate = %3,000 per hour

Workers Hours Worked No. of units produced
A 50 hours 35 units
B 40 hours 30 units
C 35 hours 10 units
D 46 hours 32 units
E 56 hours 10 units

Find Total Wages of all workers as per 1. Halsey's Plan 2. Rowan's Plan

Stundayd Time
~Suveg
leiaididelli;
20 h¥s
S0h2%5 | 20 h»s
0 ~ "o
B |Rh>
£ 56 S 10 unHs 1o X Erpge s -
Estandard . WS _
: gdnﬂ*s > 2Has
U@a\l@wlatmn f o fal W§§§§ ES 56y € 5

WO s @ ' (h X )fﬂiﬁtfhhax %@99@ = 31 m%_
€ {35H% X 39 1‘@%%6‘]

9 (ZT!SI)‘PQ-'S"‘ ¥ 3000 mmglsh?&x T3000) = = \, We/_
‘%"”5 ”%""’) 068’ OOO1E T {e8 o0

(VA"
an

[l

@‘-’ls b X ¥ 3000) i

\BBHFS * = Spfght
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Standard time for one unit of output = 15 minutes

Actual time taken by workers to produce 2000 units = 350 hours
Normal wage rate = 100 per hour

Find total wages as per -

a) Time Rate

b) Halsey's Premium Plan

c) Piece Rate

d) Rowan's Plan

Q) @mm&t’nsﬁ e)Pf Totell wieges, whirsr

Question 37:

A

Esoha@«, X %i\%0) +6c:/ (15@\?3355(‘15 § 42 S00/_

42 5001Basic

H?§ , , Rate Time saved [ RasiC
‘:“&N BB T\ N - ~ A
IS hE
:(S‘Suh‘aﬁ X ?\\m paS %35/‘000)
) 7

PP |
T 235000 -’rﬁaﬁ% = q:g’t;uuy_.

Soo s _ :
= S5 - 4RSS RGBS/

3ISo NS

T Tifmeé saved = standard time - Actual TMe
(Soohrgorsismhrghonsss has
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Question 37:

x
Workers Std. Time for | Actual Time Taken| Actual Output Basic Wage Rate
1 unit of output (in hours) (units) per hour (%)

A 2 hours 3000 2000 10
B 5 hours 20000 5000 12
C 3 hours 30000 8000 8
D 1.5 hours 10000 12000 6

Find total wages as per

a) Time Rate b) Halsey's Premium Plan

c) Piece Rate d) Rowan's Plan

IZ :g datu

sfﬂmwé

A 0@ ¥ gip - “«f%cmm
WoFkErs B 2000F™ X T = T 341,008/
S INE® X T8 = 3400007

b . l(}/ﬂﬁ%’é—,ﬂ—,—%ﬁmf . que)

SR = (vrsdsorkolic R gurk) + 01 (das X ey

£510) + 507, (1000ms X £70) = = 3573041

WBHEAFS g ﬁ T)2) + 50440004 T 12 = T3, 7600/01
(Suumﬂzs X ‘:Eg)-n- @ = Eﬁfﬁ’,@@%

-,

-

. 50 -t-cntm R T6) = X 29,000/
.o . ‘" oo i = [
W) &rd -ihw-‘iﬂ'u]!—la'?ﬁ@l‘.; LSAE Ny proagced
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)
pog) X 30000 = '537509,{f.

om) X240000 = ¥ 2,88 %
& (300%&@%5‘8) ¥ = 52@“000?/-—

O
D (loooobas x xgy + mo}x 60000 = “5‘86'66?/_.

Question 38:

‘

" (000005 x \5\2) +

WorkeTs

Standard output in 1 hour = 5 units

Actual output in 28 hours = 280 units

Find effective wage rate per hour as per: Halsey Scheme and Rowan's Scheme.
Basic Wage Rate = 3200 per hour

(@) _satsulation ot Time saved, Tine atlbived

Time sav&d = Time = M

('
pm Sl
H

D
X
jﬁ:
—~
Q
D
)
N
(00

- - 28h2 = 28 hs
@ Totel wages ¢ |5y s SCherre
= (HIS wavked ¥ Rate P@xh"«’) ¥ SoY. (Tme Saved X %&?Hé)
dznhg X ; + so/, (2ehgix T HYE
- 5400 77,800 - 9700 -
o Efk e P’“J"‘b‘e)
uReRr Ha SQQ :é seherhe HYS woyked

?5—94100 ? - '{3@3/_

9 TR/ b La¥s
Sehemes will be
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' Ve W Taf@saw%u _ (1
: Hm@r I@Wﬁég%ﬁ@ﬂ SRANE

Question 39:

b |
Standard Time for a job is 80 hours. The hourly rate of guaranteed wage is 100 per hour.
Because of saving in time, Mr. A gets an hourly rate of total age at 125 per hour under Rowan's
Scheme. For the same saving in time, calculate hourly rate of wages under Halsey's Scheme.

® l-l-_@t' f'ﬁ’ﬁéﬂﬁk@ﬁ B@ NIF- A& f@ compfete fﬂ@ wb;ﬁ i%hhm
fQ LAN

- Tine taken [y eveise aﬂﬁmmmﬂ@m‘b Gohrs
4 FiFe %\Yé@@ Wotker B-=(30 —aﬂmt._ 20 hs
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T c |
 intine) it afoey . Bl
; g s b

Question 40:

N
Standard Time for a job is 90 hours. The hourly rate of guaranteed wages is ¥50. Because of
saving in time, Worker A gets an effective hourly rate of 60 under Rowan Premium Bonus
System. For the same saving in time, calculate the hourly rate of wages that Worker B will get
under Halsey Premium Bonus System, assuming 40% to worker.

® Lot Afrdl fime taken 1o OMPRE e b be' 2’ hewrs
e Tind Saved = (Sandordititne - Ackualitime) = (Go-2) has

5 o DIANPIdE: - /7
]

WETe[ X3
Tgo = (HF§V6‘B? 80 X Rateper ”P’.qu\lmued X Bagjestime
. C3 ‘

940 -R

N
- A0 )

weﬂ;ﬁ%ﬁﬁﬂ—— :
!QX_L(S_D;&“) x SR
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\03( xt%ﬂ: d0-XR

/ Time

\ gate
4"9/l tex Gl

)

= (723 % #@3 4 497 (18425 % T56) —é%ﬂé + FBRO
3q§o/—

: ( Tuhl westes om:)u‘a\e
Beé"’h \ |H*rs ooyl ed /

=BG ber e

b

A skilled worker is paid a guaranteed wage rate of 2120 per hour. The standard time allowed for

a job is 6 hours. He took 5 hours to complete the job. He is paid wages under Rowan Incentive
Plan.

a. Calculate his effective hourly rate of earnings under Rowan Incentive Plan.
b. If the worker is placed under Halsey incentive scheme (50%) and he wants to maintain the
same effective hourly rate of earnings, calculate the time in which he should complete the job.

0 Titne allowed = Ghas, Time taken =sShas

eeeeeeeee Tiene saved = (T.tmmmwequ Time t*akéﬁ) = (6¥a-Shrs)f | hou
(T.-.,-&ql mu.ajes payable [Time saved _ @310

Py Ro JAESIat l \ﬂneqllowed Weg

B EAE

I

e i‘-ziais.i Eyis schetne
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20R = g0 - CoX R Reflifore - Tsohas
WolKEr heed fo comprete T job ih 450 Fias in orderto

warh effective raté of =140 perhotr under 3fss| SBEh

The Accountant of the company had computed Labour Turnover Rates for the quarter ended
30" September as 14%, 8%, and 6% under Flux, Replacement and Separation Methods
respectively. If the number of workers replaced during the said quarter of the year is 36

Find (a) Number of workers recruited and joined and (b) Number of workers left and discharged
Also calculate equivalent labour turnover rates for the year.

no.of wovkers veplaced duringtne
— J-PM

8
)

Av9. No. of Wavkens on Rel| dusing
the quarteyr

@ : . /v ol waxkexs Hﬁ‘-’f % ‘lﬂd\amed
.Lq%ou\' ’t:-l‘o’\huucw mho\ 2 { dusigthe quorter®®® TERe
ci/ \ A\rﬂ NO. omﬁﬂmmﬁ

+he quariey
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NG BF Workers recruited < jOINEAURRG e GUATTEF - (4@ X044) - 27
‘:336

Question 43:

h |
A skilled worker in XYZ Ltd is paid a guaranteed wage rate of 30 per hour. The standard time
per unit of a particular product is 4 hours. Mr. P a workman has been paid wages under
Rowan's scheme and he had earned effective hourly rate of ¥37.50 on manufacture of
a particular product.
What could have been his total earning and effective hourly rate, had he been put on Halsey's
scheme with 50% Bonus?

— O ek actusl taken bkg, werkmm Wir-p &

Lol The prodtict be & hotirs for whieh
timw‘ibw% i§ 4 hours
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- Time §3V§é A-3 = 1 hor ) .
@fg%\!w YaRR ‘agmlhgggr& 6T S5 it

= (HrSWOTkEH X Rate b2 Mgl 50 / (TimESaved X RatE perhot)
= (ahan Eé@)’rﬁaof(lhw K Z 30 aRy\oS/—

Question 44:

N
Standard time for one unit of output = 3 hours

Actual output of Worker (A) = 200 units
Actual output of Worker (B) = 300 units
Time taken by Worker (A) = 450 hours
Time taken by Worker (B) = 750 hours
Basic Wage Rate = %100 per hour
Find total wage as per

1) Time Rate 2) Piece Rate
3) Halsey's Plan 4) Rowan's Plan
O fay-dat

1 A 1

[ candard | AQual sendavd [aousl I ine Jond]

B 3
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@ ealcultion of Total wages under -
@ TiMe Rt me ‘
Total Rg&s =  Was SWTkae < Rt par 1

R a5 has X SWp = 23580y
B 7So s < = g—=< 7o°05/=

. 3p0 UAHBR X T300,. = T 90000/
—B— tirlles—+ 7

© FRIE)s STERI :‘gﬁ;@ o ime e sate)
e - ( m) | Seled F slney
wagesA
o
=)

asic
<+\me

i /

8 T4S,000 C's5/Coo X 45,000 = I S6,2S0-
[ J

B . & 75,00 : = A -
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The management of Zenith Co. Ltd. are worried about their increasing labour turnover in their
factory and before analyzing the causes, they want to have an idea of the profit foregone as a
result of labour turnover in the last year.

Last year sales amounted to ¥83,03,300 and the PV ratio is 1/5. The total number of actual
hours worked by the direct labour force was 4.45 lakhs. As a result of delays by personnel
department in filling up the vacancies due to labour turnover, 60,000 potentially productive hours
were not worked. The actual direct labour hours included 30,000 hours attributable to training
new recruits, out of which half of the hours were unproductive.

The costs consequent on labour turnover revealed on analysis the following:

Question 45:

A

g
Settlement Costs due to leaving 43,250
Recruitment costs 34,520
Selection and placement costs 42,610
Training costs 69,270
Total 1,89,650

Assuming that the potential production lost as a consequence of labour turnover could have
been sold at the prevailing prices, find out the profit foregone last year as a result of labour
turnover.

O Ananeisof Labourhrsforthe last Yresy
L 555558 purAtmliy Arotidiive labourhours

Hoters j‘leﬁ‘lﬁéélzﬁd_ﬁ'mcm HYS Wﬁi‘fr‘hﬂla"f@ \L
ik | ; N F -
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Question 46:

A

Basic Wage rate = ¥100/hr

For time spent of more than 8 hrs per day worker gets overtime premium of 100%
Worker A has worked for 13 hrs in a day.

Calculate:

1. Total Wages payable to Mr. A for the day

2. Overtime wages payable, Overtime premium payable to Mr. A

Q)  nermE wages paphoor = §10°

rJVI

@gm'gmg ,ﬁf&fﬁm&hb@é\?hw §|@§ woy =g&loo

- (g'rs X (‘shzs X T200)
\

A I\

has x o) + ﬁﬁ%‘é 100)

= =ippo/-

f]
)
[~ 2§
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What is Overtime? What are the causes and effects of Overtime?

i) Geniang labodr Sisrade in the indtsthy
i) tRexpeEted/ ynanticipated developrHts
(sudden inerease N MGM)
ili) castorer's réamr@m@ﬁt Organt deiveDy
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What is the difference between Job Evaluation

& Merit Rating?

Job evaluation Weerit PR
@ T i§ the preessof | O It IS the process of
ey Felative werth | detBriinig relative worth of

Serivns assodiated withsaicdio

of different jobs
3 s I i: "i“
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 roieti, tranckers
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1
*
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oY et
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@) Eacters consikred

1) ARanaeal & conceRiey

m@é%% 3 administration

ii) Assosiation with SsNSaHm
(hexity)
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i) Siheariy, horrshy e

i) Behaiprel SKills

i) speeialised skills
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What is the difference between Casual Worker & Out Worker?

casual wpsker At WRIMRY
@ 2 <csusl worker 18 O a porsyp o dees ot
agpeinted tor o Short werk 1h RICHSP) Brevmikes
duration Ty 86T MO\ eirtror werks ek his home
oF atdny vher site outside

e

et \ul-a /¥

ma@t}v‘més " biét;é

-

A\ 2 10a £ n-.

2 SR L Gk Q)& AR oA "I‘. v:'«: 2A S-HSMe
T ICAN 2 LN H\Wﬁ -~ h'i'!al

CHrigoFtatt

Total No of hrs worked = 2000 hrs (including overtime of 500 hrs)
Normal wage rate = ¥ 200 per hour

Overtime premium = 50% of Normal wage rate

Hrs spent on various jobs

Normal Overtime
Job A 800 300
Job B 200 200
Job C 500 -

Calculate labour cost to be allocated to Job A, Job B, Job C if

a) Overtime work is because of genuine labour shortage throughout the year
b) Overtime work is because of abnormal reasons.

Sowertine vk 15 3t Fé&ﬁ’é@‘m"f custerrr 16 sxpediste € job-

6012 /526
7 oo Denr}n-\
L/

e P QU
= T <00000 ¥ zgf@(ha 59, /—
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Explain the treatment of Overtime premium payable in Cost Accounts.

Reasem far oveartimg | Recoun ”“:ﬁ’ﬂ'éafﬁf@ﬁt for
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Question 48:
A

Standard Time per unit = 12 minutes

Actual time taken = 16 hours

Actual Output = 96 units

Basic Wage Rate = 3600 per hour

Find Total Wages as per Halsey and Rowan Plans.

@ caikulation of Time saved & Timealbwes

Tim

P y:) Time
TE - (3OS ot ~[tilted k=R

save

O Gl Sreninm onn .
> " b TIMQ
Totl - (v worksd % S | © 507 | Jfed pother]
Wé'@"é% N & \ \ 7
= (fefasx =600) * [Tgt.. - as X - 600/
= ¥9660 * <980 HVdllie

@) Pewan's AFSMNIN P

nutesHere ™

Standard Time per unit of output = 0.40 hours = a_q mhy tesS
Normal Wage Rate = %750 per hour

Actual Output in a week of 40 kesisdit Wb (A 7433 01485,/126
Mr (B) = 85 units

Calculation of Total Wages under Halsey and Rowan schemes
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0 calculation pf Time savad ¢ Time allowed
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Question 50:

h |
Normal Working Hours in a day = 8 hours
Basic wage rate = ¥50 per hour
Beyond 8 hours worker gets the wages at double rate.
Find total wages, overtime premium for Mr. A if he has worked for 13 hours in a day.

s 5&ﬁn-)— 5@5@ = Aperia

(Here overfime gremium 15 100" o AOTHRI wags Fate )
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Measurement of Direct Expenses

The direct expenses are measured at invoice or agreed price net of rebate or discount but
includes duties and taxes (for which input credit not available), commission and other directly
attributable costs.

In case of sub-contracting, where goods are get manufactured by job workers independent of
the principal entity, are measured at agreed price. Where the principal supplies some materials
to the job workers, the value of such materials and other incidental expenses are added with the
job charges paid to the job workers.

Treatment of Direct Expences

Direct Expenses form part of the prime cost for the product or service to which it can be directly
traceable and attributable. In case of lump-sum payment or one-time payment, the cost is
amortised over the estimated production volume or benefit derived.

If the expenses incurred are of insignificant amount i.e. not material, it can be treated as part of
overheads.

Question 51:

N
Aditya Ltd. is an engineering manufacturing company producing job order on the basis of
specification given by the customers. During the last the month it has completed three job works
namely A, B and C. The following are the items of expenditures which are incurred apart from
direct materials and direct employee cost:

(i) Office and administration cost - % 3,00,000.

(ii) Product blueprint cost for job A - X 1,40,000

(iif) Hire charges paid for machinery used for job work B - ¥ 40,000

(iv) Salary to office attendants - ¥ 50,000

(v) One time license fee paid for software used to make computerised graphics for
job C -% 50,000.

(vi) Salary paid to marketing manager - ¥ 1,20,000.

Required:

CALCULATE direct expenses attributable to each job.

Solution: Calculation of Direct expenses

Particulars Job A (%) Job B (%) Job C (%)
Product blueprint cost 1,40,000 - -
Hire charges paid for machinery - 40,000 -
license fee paid for software - - 50,000
Total Direct expenses 1,40,000 40,000 50,000

Note:

(i) Office and administration cost is classified as overheads.
Contact no.- 7774060125/126

(ii) Salary paid to office attendants is classified under office and administration cost.

(iif) Salary paid to marketing manager is classified under selling overheads
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EXPERT PROFESSIONAL ACADEMY PVT LTD : TEST

Answer the following:
A Ltd. Co. has capacity to produce 1,00,000 units of a product every month. It works cost at
various levels of production is as under:

=

Level Work Cost per unit (Rs)
10% 400
20% 390
30% 380
40% 370
50% 360
60% 350
70% 340
80% 330
90% 320
100% 310

Its fixed administration expenses amount to Rs 1,50,000 and fixed marketing expenses amount
to Rs 2,50,000 per month respectively. The variable distribution cost amounts to Rs 30 per unit.
It can sell 100% of its output at Rs 500 per unit provided it incurs the following further
expenditure:
i. It gives gift items costing Rs 30 per unit of sale;
ii. It has lucky draws every month giving the first prize of Rs 50,000; 2™ prize of Rs 25,000,
3rd prize of Rs 10,000 and three consolation prizes of Rs 5,000 each to customers buying the
product.
iii. It spends Rs 1,00,000 on refreshments served every month to its customers;
iv. It sponsors a television programme every week at a cost of Rs 20,00,000 per month.
It can market 30% of its output at Rs 550 per unit without incurring any of the expenses
referred to in (i) to (iv) above.
Prepare a cost sheet for the month showing total cost and profit at 30% and 100% capacity
level.

Contactno - 77740401 9‘2'/1 24
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A company presently sells an equipment for Rs 35,000. Increase in prices of labour and material
cost are anticipated to an extent of 15% and 10% respectively, in the coming year. Material cost
represents 40% of cost of sales and labour cost 30% of cost of sales. The remaining relate to
overheads. If the existing selling price is retained, despite the increase in labour and material
prices, the company would face a 20% decrease in the existing amount of profit on the
equipment.

You are required to arrive at a selling price so as to give the same percentage of profit on
increased cost of sales, as before. Prepare a statement of profit/loss per unit, showing the new
selling price and cost per unit in support of your answer.

X
The following figures are extracted from the books of Pragati Fashion Lts. for the year ended
31.3.2018.

Prepare a cost sheet showing clearly the total cost and the cost per unit under prime cost,
factory cost and office cost. Also calculate the profit or loss made.

Direct Material 2,40,000 | Salary:

Direct Labour 50,000 | Sales Manager 2,500

Depreciation: Factory Engineer 2,500

Factory building 1,500 | Production Department 25,000

Office building 800 | Finished goods - warehouse exp. 2,000

Staff Cars 1,200 | Electricity (including Rs 400 for 4,000
admn. Office)

Branch Office expense 4,000 | Advertisement 2,000

Insurance: Sundry factory expenses 34,000

Staff cars 150 | Sales promotion 500

Office building 120 Office administration 5,000

Factory building 150 Expenses for participating in an 1,000
exhibition

Delivery van : Sales 4,20,000

Running & maintenance 1,000 | (Units produced 1,000)

expenses

b |

What is Cost Centre? State the Difference between Production Cost Centre & Service Cost
Centre.
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Solutions for test-1

1. Statement showing calculation of cost and profit at 30% and 100% capacity

30% capacity 100% capacity
Particulars (30,000 units) (1,00,000 units)
p-u. Total p.u. Total
a) Works cost (i.e. Factory cost) 380 1,14,00,000 310 3,10,00,000
b) Fixed Admini. exp. 5 1,50,000 1.50 1,50,000
c) Fixed marketing exp. 8.3333 2,50,000 2.50 2,50,000
d) Variable Distri. cost 30.00 9,00,000 30.00 30,00,000
e) Special cost
) Gift items - - 30.00 30,00,000
[I) Prizes for Lucky Draw - - 1.00 1,00,000
(50,000 + 25,000 + 10,000) +
(5000 X 3)
[l1) Refreshment exp. - - 1.00 1,00,000
V) Sponsorship of TV program - - 20.00 20,00,000
sub-total (e) - - 52.00 52,00,000
f) Cost of sales (a+b+c+d+e) 423.333 1,27,00,000 396 3,96,00,000
g) Sales value 550 1,65,00,000 500 5,00,00,000
h) Profit (g-f) 126.666 38,00,000 104 1,04,00,000

Contact no.- 7774060125/126
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2. 1) Lest’s assume cost of sales for current year be Ix
Present & Revised cost & profit structure

Coming year if selling price
Particulars Present Year of Z 35,000 is retained
a) Material cost 0.40x 0.40x + 10% = 0.44x
b) Labour cost 0.30x 0.30x + 15% = 0.345x
c) Over head cost 0.30x 0.30x
d) Cost of sales X 1.085x
(a+b+c)
e) Profit (f-d) (35,000 - x) (35,000 -1.085x)
f) Sales 35,000 35,000

From last column of above table
(35,000-1.08x) = 0.80 (35,000 - x)
35,000-1.085x = 28,000 - 0.80x

7,000 = 1.085x - 0.80x
0.285x = 7,000
x =% 24,561

ii) Profitability statement for the current year & coming year if selling price for the
equipment is retained exiting profit %

Particulars Current Year Coming Year

a) Materials 9,825 10,808

b) Labour 7,368 8,473

c) Over heads 7,368 7,368

d) Cost of sales 24,561 26,649
(a+b+c)

e) Profit 10,439 8,351

f) Sales 35,000 35,000
10,439

T Raase1 O T et e 577 4060125/126
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i) Statement showing calculation of New selling price for the equipment

Particulars Amount ()
a) Materials 10,808
b) Labour 8,473
c) Overheads 7,368
d) Cost of sales 26,649
(a+b+c)

e) Profit (d X 42.5023%) 11,326
f) New selling price to 37,975

maintain same %

profit on cost of sales

(d+e)

Contact no.- 7774060125/126
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