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PROCESS COSTING AND OPERATION COSTING

I. INTRODUCTION
There are many industries engaged in continuous processing in which the end products are results of

number of operations performed in sequence e.g. Paint Works, Chemical Plants, Textile Mills, Paper Mills,
Oil Refinery, Dairy, Food Manufacturing, Distillery, etc. Process costing is the type of costing applied in

industries where there is continuous or mass production.

lProcess costing is @ method of costing|in which the cost of each process is ascertained and the same is

absorbed by the output of that process. Process costing refers to costing of one or more process involved

while converting raw material into finished output. The aim of process costing is to determine the total cost

of each operation and to apply this cost to the product at each stage of process. It will then be possible to

ascertain a cost per unit for each operation or process and in total. This method is employed where it is not

possible to trace the items of prime cost of a particular order, because its identity is lost in the volume of

continuous production. Process costing is suitably employed where goods are made for stock and

production is continuous.

II. CHARACTERISTICS

The main characteristics of process costing are :

1. There is a continuous flow of production.

2. The finished output of one process will become the raw material of the subsequent process. After
completion of all the processes, it will become the finished product.
The products are not distinguishable in process stage.

4. Number of processes may be conveniently divided depending on the process of manufacture. In
addition to the raw material, additional material or chemicals may be added in each process.

5. Goods are manufactured in anticipation of demand and kept ready for sale.
Process costing assumes a sequential flow of costs from one process to another as units of output pass
through a number of specified production processes. That is, the unit leaves the first process and takes
their costs with them to the second process, the units leave the second process and take their costs
with them to third process and this process continues till the last process, when output is finally
completed. Each process performs part of the total operation and transfers its ‘finished' output to the
next process, in which it is the input / raw material for further processing. The finished product of the
last process is transferred to the finished goods inventory. Thus, the cost becomes cumulative as

production moves along to the final process determining the total cost.
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III. COMPARISON OF JOB COSTING AND PROCESS COSTING

S. No Job costing Process costing

1 Production is made by specific orders. Uniform production in continuous flow.

2 Costs are determined by jobs or batches of | Costs are compiled on time basis for each
products. process.

3 The various jobs are separate and | Being manufactured in continuous flow,
independent form each other. products lose their individual identity.

4 Job cost is ascertained when job is complete. Process costs are calculated at the end of cost

period,

5 There are usually no inter-job transfers. In a continuous flow, there is transfer from

one process to another process.

6 There may or may not be work-in progress at | Production being continuous, there is some
the end of an accounting period. work-in-progress at the beginning as well as

at the end of the cost period.

7 The unit cost of a job is calculated by dividing | The unit cost of a processes is computed by
total cost of the job by the units produced in | dividing the total cost for the period by the
the lot or job. total output, is an average cost for the

period.

8 Each job being independent, more managerial | Process production is standardised. Control
attention is required for proper control. becomes comparatively easier.

IV. ADVANTAGES AND DISADVANTAGES :
ADVANTAGES :-

1. Process costs can be determined periodically even at short intervals. This is not possible in job costing,

particularly when jobs run for a longer period.

2. The cost finding method is simple and less expensive than that of job costing.

3. Managerial control is possible by evaluating the performance of each process.

4. Allocation of expenses to process can be easily made and cost becomes accurate.

5. Price quotation may be made without difficulty with the standardisation of process production.
DISADVANTAGES :-

1. Costs obtained at the end of accounting period are only historical and are not of much use for effective

control.

2. For the purpose of computing unit cost of continuous process work-in-process is required to be

ascertained, which is done mostly on estimated basis. It may involve further inaccuracies.

3. In case of joint or by-products, common costs are pro-rated which are only approximations.

Average costs are not always accurate and there is sometimes wide scope for errors.

When more than one type of product is manufactured, a division of cost element is necessary and the |

computation of average cost is more difficult.
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PROCESS COST DETERMINATION :

1. The production process is divided into suitable process centers.

2. Cost of raw materials and materials added in each process is accumulated at the end of the period and
charged to the process.

3. Direct wages and direct expenses relating to each process are also charged at the end of the period.

4. Production overheads are apportioned to each process on suitable basis.

5. Process cost per unit of output is determined as per the following formula -

Total cost of each process less realisable value of normal scrap

Input (Qty) - Normal Loss (Qty)

6. The per unit rate is applied to good units produced, and abnormal loss / abnormal gain.

TREATMENT OF NORMAL LOSS, ABNORMAL LOSS AND ABNORMAL GAINS :

If the loss, scrap or wastage is inevitable and within limit, it is called normal process loss. Normal loss is
inherent in the process and is uncontrollable. It may consists of three varieties -

1. Quantity loss by shrinkage

2. Wastage with no recovery value i.e. gas, dust, smoke etc.

3. Scrap with recoverable value.

Where the loss is caused by unexpected abnormal conditions such as substandard material, bad design,
etc. it is called abnormal process loss.

The treatment of normal and abnormal losses differ in process accounts. All normal losses are absorbed
over good units and abnormal loss is detected for control purposes and the amount is charged to Costing
Profit and Loss Account.

Where the normal loss represented by scrap has some realisable value, the process account is credited with
the amount realisable / realised from sale of normal scrap. The amount realisable / realised by sale of
abnormal loss represented, by scrap is credited to Abnormal Loss Account and the balance loss is
transferred to Costing Profit and Loss Account.

Where, however, the actual loss is less than the normal loss expected there is an abnormal gain. The

abnormal gain is valued in the same manner as abnormal loss. The amount of scrap which would otherwise
have been realised had there been normal loss and no abnormal gain, debited to the Abnormal Gain

Account and the balance is transferred to Costing Profit and Loss Account.
Abnormal Loss = Standard output - Actual output = (Input - Normal Loss) - Actual output
OR

Actual Loss - Normal Loss

Abnormal Gain = Actual output - Standard output

Actual output - (Input - Normal Loss)
OR
Normal Loss - Actual Loss
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VII. WORK - IN - PROCESS - PROBLEM OF EQUIVALENT PRODUCTION :

In a continuous process invariably there is work in progress at the beginning and/or at the end of the

period and the degree of completion of closing work in progress may be quite different from the degree of

completion of opening work - in - progress even in respect of different element of costs. The effective
production is found out by calculating ' Equivalent Production'.

Equivalent or effective production represents the production in terms of completed units e.g in the

Process-I, 2,000 units are introduced in June. At the end of the month, 1600 completed units were

produced and 400 units 60 % complete in all respects remained as closing work-in-progress at the end of

the month.

Equivalent Production = 1600 completed units + 400 units completed to the extent of 60 % i.e. 240.

Equivalent units = 1840 units.

Work in progress at the end is valued under either of the following methods :

1. First-In-First-Out Method (FIFO) : This method is based on the assumption that the material in

process moves on a first in first out basis, so that the work on the opening stock is completed first,
before the materials put into the process during the current period are taken up.
Under this method, cost added during the current period is prorated to the production necessary to
complete the opening work in progress to complete the units introduced and completed during the
period and partially completed units representing as closing work in progress. The costs added in each
process during the current period are divided by equivalent production during the period. The objective
of this method is to value the inventory at current cost.

2. Weighted Average Method : Process costs are also computed on average cost basis. Where degree
of completion on opening WIP is not mentioned, average cost method must be employed. The average

process cost is obtained by adding the cost of beginning work in progress to the cost put into process

during the current period and dividing this process cost by total equivalent units. When average cost

method is followed, equivalent completed units are not found for opening work-in- process units. Thus,

there is no distinction made between units which are partially completed at the beginning and units

which are started and completed during the period. B%@'\r'%% ﬁéﬁwﬁ@'ﬁ% b& (ﬂ?@ﬁm W‘

Total equivalent units are calculated as Y . \mh W@ Hh
= Number of units completed + Equivaleﬂﬂ!ﬁ!:% éé’sing WIP 58 §9m%g

During rising prices FIFO method shows a lower cost of units completed and high value. When

the average cost method is used during periods of increasing or decreasing price, costs tends to narrow the
extreme prices. The main difference between FIFO method and average cost method, so far as process cost
computation is concerned is that under the average cost method, unlike FIFO method, the cost of opening
WIP is added to costs put in the process and accordingly the total units of opening WIP (including initial

degree of completion) are considered as equivalent production.

VIII. STEPS IN PROCESS COSTING
For each production process, a Production Cost Report is prepared at the end of each accounting period.The
objective of preparing the report is to know physical units and equivalent units in process, element wise
cost of goods produced and transferred, goods in process (work-in-process), units lost due to abnormal

reasons i.e. abnormal loss etc.
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To prepare the report, the following steps are generally followed:
Step 1 : Analyse the physical flow of production units.

Step 2 : Calculate equivalent units of each cost elements.

Step 3 : Determine total cost for each cost element.

Step 4 : Compute cost per equivalent unit for each cost element.
Step 5 : Assign total costs to units completed and ending WIP.

INTER- PROCESS PROFITS

The output of one process is sometimes charged to the next process at inflated cost. The transfer is usually
effected at the current wholesale price or actual cost inflated at an appropriate percent. The aim of this
method is that each process has to stand on its own leg as a profit producer and to compete with the
market price. The profit of a transferor process is transferred to Profit and Loss Account. The transferee
process therefore do not receive economies effected in prior processes.

Transferee process values the stock at its cost price, which includes unrealised profit of earlier
processes. This method therefore complicates the accounts as the stocks on hand at the end of a period
will include a portion of unrealised profit. While preparing final accounts, such profits cannot remain in
stocks, because a firm cannot make a profit by effecting only inter process transfers. Profit is realised on
goods sold. Thus, to arrive at actual profit, it is necessary to provide for unrealised profits on stocks held
out of inter process transfers. In order to compute profit element in closing inventories and to obtain the
net realised profit for a period, process account may be split into three columns viz. cost, profit and total.
From the process account, the unrealised profit on stock held can be obtained by the following formula -

Total Profit

= X Closing Stock
Total output

Explanation:

When individual process is treated as profit centre, then each process incharge is given a profit target to
be achieved by him.

In such case, each process will transfer the goods to other process at cost plus profit. It means, process
1 will treat process 2 as it’s customer and process 2 will treat process 3 as customer and so on.
However, if the goods transferred to next process are unsold, then the profit earned by previous process
remains unrealised.

Realised profit can be earned only when we sell the goods to outside customers.

It means, we need to differentiate between “"Realised Profit” and “Unrealised Profit"”.

Realised profit can be calculated in the following 2 ways :

(1) Outside sales - Cost of goods sold OR

(2) Total profit - Unrealised profit.
Till the time goods remain in the organisation, the profit is unrealised and when it is sold to an outside
customer, the profit is realised.

Let's assume that cost of manufacture at Process ‘A’ is ¥ 80 per unit and it transfers the goods to
Process ‘B’ at ¥ 100 per unit.
Suppose Process ‘A’ transfers 1,000 units to Process 'B’ thereby earning a profit of ¥ 20,000

[ 1,000 units x ¥ 20 ].
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« However, Process "B’ could sell only 600 units to outside customer and 400 units are lying in stock.
Then realised profit is only ¥ 12,000 [600 units x ¥ 20],

« Unrealised profit lying in the stock is ¥ 8,000 [400 units x ¥ 20]. This profit is not recorded in the books
of accounts and hence it is removed.

« The process of removal of unrealised profit is known as adjustment of “"Stock Reserve”.

« This is done by passing an entry -

Profit & Loss Account Dr. 8,000
To Stock Reserve 8,000

= Profit earned by Process ‘A’ from Process ‘B’ was ¥ 20,000 and now after debiting ¥ 8,000 to Profit &
Loss Account, the profit left is only ¥ 12,000 i.e. realised profit.

-« As per AS-2, we should value the stock at cost and hence the amount of stock reserve shall be deducted
from stock, so that it can be correctly valued at cost.

= At Process 'B’, there are 400 units lying unsold, whose cost to Process 'B" was ¥ 100 p.u.

= Now, these 400 units will be valued at ¥ 32,000 i.e. [(400 units x 100) - 8,000 stock reserve ].

« It can also be calculated as [ 400 units x ¥ 80 cost p.u.) = ¥ 32,000 ]. Because cost to the organisation
was only ¥ 80 p.u.

X. OPERATION COSTING
When a bigger process is sub-divided in to small parts, then each small part is known as operation. The
sub-division is done for better cost control. A manufacturing process may sometimes be sub divided into
number of operations. Each operation is considered as a separate cost centre. In such case cost is to be
ascertained for each operation which is similar to process costing. The cost of all operation will be the cost
of process. Cost control may be exercised effectively in case of operation costing in view of sub division of
each process into various operations.
Ascertainment of operation cost becomes difficult owing to losses and rejections occurring at each
operations. The cumulative effect of such losses and rejections on the cost of processed material at the last
stage is determined by computing for each operation Input-Output Ratio or The Ratio per 100 units of final
Output.
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MULTIPLE CHOICE QUESTIONS

0 When FIFO method is used in process costing, the cost opening stocks are

ept separate from the costs of new period
(b) Added to new costs

(c) Subtracted from the new costs

(d) Averaged with other costs to arrive at total costs.

e When Average method is used in process costing, the cost opening stocks are

(a) Kept separate from the costs of new period
(b) Added to new costs

(c) Subtracted from the new costs
yﬁweraged with other costs to arrive at total costs.

0 Which of the following method is not popular to calculate equivalent production in process costing
(a) FIFO
(b) LIFO

(c) Average

4;15, HIFO

10,000 kgs. of raw material is introduced in a process having normal loss as 5% of the input. The
actual output of the process was 9,650 kgs. There is

(a) A normal loss of 150 kgs. m:a ” (+ 8%(6| - ﬁﬁ’
Satpat 4850eGs P

(b) An abnormal loss of 150 kgs.
= ¢ sSQA0 S
ﬁf?An abnormal gain of 150 kgs. SO0 S

(d) Normal gain of 500 kgs. AM'GM’[ " Qé@ﬁ@s

o During rising prices, FIFO method shows inventory value.
(a) Average
ALY High
(c) Low
(d) None of the above
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What are the characteristics of Process Costing?

Ao o TR, aﬂmm%,W

eah be added in each BroCess: T |
5 Goods aré Mmanufacrared 1N anticipation of demand
£ ot a‘qm\ns’\— SpRtific custewer order.

ainst

herfever GRadfs aré imanufactared SgaiA: Speeific \
cHstmer orcfer, méthol of oSty tsed 18 Job (BYERY
A
©) Brotess &bstiny assumes scquentrl flow of wet,
| 'eost becores ctinulative -

Contact no.- 7774060125/126

www.percepfforca.com 480



CA Inter | Costing | Process & Operation Costing

What are the 4 main steps to solve question on Equivalent Production?

" —
7. Atehns | /LO0PERS |7 | peits
® Tt

® sumydi

@ Brahars Sttemeit of €t for e Ve PEried

Pantitiars Valerie®)| Labosor (B [on () [foal (B)
@ @@%‘ﬂﬁ@uﬂt@c&dﬂﬁ@tﬁ%
o DO sl
of Forra) SR
© Nt esdtimeurred)
@) eRrtgy shtivard it

WhERTRer o% o SFERTRIWIR _— Y ﬁ’f
Shogly BE writtem Tere ¢ e !

@ R SRR SEnR Aoeaton of ess

_ Saritculays A(®) [ Amk(E)
@) VIS COMmPrated] < transtened e et

® ﬁﬁ.@mﬁ kess/ (Bain)
© &siRg WS

@ prspare g_mé&hgg AIRSESS. ME o
saricys | GnydRaledmr7lomartionirs | &Ry [Ralawi]

www.percepfforca.com 481



Situation | :

CA Inter | Costing | Process & Operation Costing
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Questions on Inter-Process Profit
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Costing P & L Account
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Product X is obtained after it passes through three distinct processes

Process Accounts from the following information -
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. You are required to prepare

PROCESS
Particulars Total I T
(4
E4 = Z
Material 15,084 5,200 3,960 5,924
Direct Wages 18,000 4,000 6,000 8,000
Production Overheads 18,000 41'66?) éﬁB% éﬁﬁte

1,000 units @ Z 6 per unit were introduced in Process-I1. Production Overhead to be distributed as 100 % on

direct wages.

Particulars Actual Output Normal Loss % Value of Scrap per
(units) unit (%)
Process-1I 950 5 % 4
Process-11 840 10 % 8
Process-I1I 750 15 % 10
L
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A product passes through three processes X, Y and Z. The normal wastage of each process is as follows -

Process - X 3%; Process - Y 5%; Process - Z 8%.

Wastage of Process -X was sold at ¥ 2.50 per unit, that of Process -Y at ¥ 5 per unit and that of Process -Z at 2

8.50 per unit.

10,000 units were issued to Process-X in the beginning at July, 2018 at a cost of ¥ 1.00 per unit. The other

expenses were as follows -

Particulars Process-X Process-Y Process-Z

4 4 k4
Sundry Materials 10,000 15,000 5,000
Labour 50,000 80,000 65,000
Direct Expenses 10,450 15,895 20,090
Actual output 9,500 units 9,100 units 8,100 units

Prepare Process Accounts assuming that there were no opening or closing stocks. Also give Abnormal Loss and

Abnormal Gain Account.
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h |
Model Ltd., processes a patent material used in buildings. The material is produced in three consecutive

grades - Soft, Medium and Hard.

Process I II 111
Raw Materials used 1,000 tons

Cost per ton T 200

Manufacturing wages & expenses (%) 87,500 39,500 10,710
Weight Lost (% of input of the process) 5 % 10 % 20 %
Scrap (sales price ¥ 50 per ton) 50 tons 30 tons 51 tons
Sale price per ton (%) 350 500 800

Management expenses were ¥ 17,500 and selling expenses were ¥ 10,000. Two third of the output of

Process 1 and One- half of the output of Process-II are passed on to the next process and the balances are sold
The entire output of Process -I11 is soid Prepare the three Process Accounts and a Statement of Proflt Make
suitable assumptions.
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]
A product passes through three processes - A, B and C. The details of expenses incurred on the three

processes during the year 2019 were as under :-

Process A B Cc
Units issued / introduced (cost per unit 2100) 10,000

L4 3 3
Sundry Materials 10,000 15,000 5,000
Labour 30,000 80,000 65,000
Direct Expenses 6,000 18,150 27,200
Selling price /unit of output 120 165 250

Management expenses during the year were ¥ 18,000 and selling expenses were ¥ 15,000. These are

not allocable to the processes.
Actual output of the three processes was : A - 9,300 units, B - 5,400 units and C - 2,100 units. Two-

thirds of the output of Process A and one-half of the output of Process B was passed on to the next process and
the balance was sold. The entire output of Process C was sold.

The normal loss 6f the three processes, calculated on the input of every process was : Process A - 5% ; B -
15% and C - 20%. The scrap of Process A was sold at ¥ 2 per unit, that of B at ¥ 5 per unit and of Process C
at ¥ 10 per unit. Prepare the Process Accounts and the Profit and Loss Account.
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The following details are extracted from the costing records of an oil refinery for the week ended

September 30th, 2018.

Particulars Crushing Plant | Refining Plant | Finishing Plant
T g 3
Cost of labour 2,500 1,000 1,500
Electric Power 600 360 240
Sundry Materials 100 2,000 =
Repairs to Mach. & Plant 280 330 140
Steam 600 450 450
Factory Exps. 1,320 660 220
Cost of Sacks — = 750

|500 tons of copra was introduced in Crushing Process at a cost of 2 200,000| and 300 tons of crude oil was

produced. 250 tons of oil was produced by Refining Process and 248 tons of refined oil was finished for delivery.

|Copra sacks were sold for ¥ 400} 175 tons of copra residue sold for ¥11,000. Loss in weight in crushing process

is 25 tons. 45 tons by-product was obtained from Refining Process valued at 36,750.

You are required to show the accounts in respect of each of the following stages of manufacture :
a. Copra Crushing Process
Contact no.- 7774060125/126

b. Refining Process
c. Finishing Process
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o
During January, 1,000 units costing ¥ 6,000 were introduced in Process-1. There was no work-in-process

at the beginning. At the end of January, 600 units were transferred to Process-11, 250 units were uncompleted

and 150 units had been scrapped. | The normal process loss was 10% of input.] It was estimated that the

uncompleted units had reached the following stages -
Material 80 % ?g%?%
Labour 60 % ﬁ

Overhead 60 % C?IB%?@ W‘

Direct materials 2,700
Direct Wages ¥ 3,200
Production Overhead 1,600

IVaIue of scrap is ¥ 2 each.| The units scrapped had passed through the process and is 100% complete as

regards Materials, Labour and Overhead.

You are required to -
a. Prepare a statement of equivalent production.
b. Evaluate the cost of abnormal loss, finished goods and closing stock.

c. Complete Process - I Account.

“~
3

7. PitS

Januay

®) ouTpuT
@) ynits comETEYt 600 [1007. | 60D 1007 | 600
thaisterredto Sracesyl
&) Normval LOSS 00 | — = = =
—1e8 104 ‘ _
(©)-AbrsiisalL LSS 50 |108/. | 56 107 | 3@
(150-100) _
@ &lostrainip 350 |86/ | 200 60/ | M50

%Hlb-ﬂ@f%‘l @ E};&&%’ct no.- 777406@%8126 506

a
(=4
N

——www.percepiforca.com



® Stotemsantof @SY for JINBN

CA Inter | Costing | Process & Operation Costing

FHEHISFS Materifs | Labwir | OH Toial
&) yykircurred in /300 3200 (16060 13300
() L&ss " Realisabryalueof (280) | — - (260)
Yol sap (oeunisxEZ)| 7
© e ot isaed ih | 8,583 | 3360 [14b0 (13,306
 JEaReE (B
@ Ediiyalerdi PFORFOY | g59 [8op | 8op
of JENEY units | uAfs | units
© oSt pASAUVARYE | 'moe 1400 | 200 | YshP
urit (&) (8)

=l LA | Xlh
B k-iill-hl&lﬁm

~BAFGCUIATS AR (B [AME(E)
G ORiTS o 600
‘f_ﬁ Eapcor _‘FTT‘I"-
] .
e vt T T 6008
8 _G8I9N'S xFa 1380
(5 AUHSHREL Tess L0
Viateral - 30 Units < <10 30
Cabsur SO thits 4 286
50 wnits X < 2 Ul]s)
— ISo v X TG 808
. (S0t 8 .5/1?29@
@ -TFotatoest-{abtS) 50—

503

www.perceptforca.com



@
yosgss-+ Rl
By For R )

@arhsa\%ﬁ% units S &mun

Partictiars

o
enits & At

AN =

| mnmm FeSS

180 [ 2 é@@

Total 30 Ccﬁéﬁ@e.—#ﬂﬂé@é‘%ls

30 800

www.percepiforca.com

504




CA Inter | Costing | Process & Operation Costing

www.percepfforca.com 505



CA Inter | Costing | Process & Operation Costing
aesion - QIS
i VEFY it t

The following data are available in respect of|Pr0cessI for June, 2020.|

Opening work-in-progress 900 units at ¥ 4,500
Degree of completion Material - 100%
Labour - 60%
Overhead - 60%

Input of Materials 9,100 units at 27,300
Direct Wages Z 8,200

Production Overhead % 16,400

Units Scrapped 1,200 units

Degree of completion Material - 100%

Labour - 70%
Overhead - 70%

Closing work-in-progress 1,000 units
Degree of completion Material - 100%
Labour - 80%
Overhead - 80%

Units transferred to next process 7.800 units

Normal process loss is 10% of total input (opening stock plus units put in). Scrap value is ¥ 3 per unit.

You are required to -

a. Compute equivalent production.

b. Cost per equivalent unit for each element and cost of abnormal loss, closing work-in-progress and units
transferred to next process.

c. Prepare Process Accounts on FIFO basis & Abnormal loss A/c.
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X A company within the food industry mixes powdered ingredients in two different processes to produce
one product. The output of Process-1 becomes the input of Process-2 and the output of Process-2 is transferred
to the packing department.
From the information given below, you are required to open account for Process-1, Process-2, and Abnormal
Loss to record the transactions for the week ended 14th June, 2018.

Input: Process-1
Material A 6,000 Kilograms at 50 paise per kg.
Material B 4,000 Kilograms at 1 per Kg.
Mixing Labour 430 hours at 22 per hour
Normal Loss 5 % of weight input, disposed off at 16 paise per Kg.
Output 9,200 Kgs.
Input: Process-2
Material C 6,600 Kilograms at ¥ 1.25 per kg.
Material D 4,200 Kilograms at T 0.75 per Kg.
Flavouring Essence T 300
Mixing Labour 370 hours at ¥ 2 per hour
Normal Loss 5 % of weight input, with no disposal value
Output 18,000 Kgs.

No work-in-progress at the beginning of the week but 1,000 Kilograms in Process- 2 at the end of the week

and estimated to be only 50% complete so far as labour and overhead were concerned. Overhead of % 3,200

incurred by the two process to be absorbed on the basis of mixing labour hours.
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The following data pertains to Process-1 for|March 2019 pf Beta Limited -

b |

Opening Work-in-progress 1,500 units at Rs.15,000

Degree of completion - Material - 100 %
Labour and Overhead 33 1/3%

Input of Materials 18,500 units at ¥ 52,000
Direct Labour 214,000

Overheads ¥ 28,000

Closing Work-in-progress 5,000 units

Degree of completion Material - 90 %

Labour and Overhead 30 %

Normal Process Loss 10 % of total Input (opening work in

progress + units putin)

Scrap value % 2 per unit

Units transferred to next process 15,000 units

You are required to -

(a) Compute equivalent units of production.

(b) Compute cost per equivalent unit for each cost element i.e. materials, labour and overhead
(c) Compute the cost of finished output and closing work-in-progress.

(d) Prepare the Process and other Accounts using FIFO method.
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Question 10:

b

CA Inter | Costing | Process & Operation Costing

A company manufactures a product which involves two consecutive process viz. Pressing and Polishing.

For the month of September, 2018 the following information is available.

Particulars Pressing Polishing
Opening Stock — -
Input of units in process 1,200 1,000
Units completed 1,000 500
Units under process 200 500
Material costs (%) 96,000 8,000
Conversion costs () 3,36,000 54,000

%g@%% of SompiRion

mate

“ny -

Sy WIS

Srsngshoby

oo/, \oOY
G0, soY.

For incomplete units in process, charge material cost at 100%, Conversion cost at 60% in Pressing process and
50% in Polishing process. Prepare a statement of cost and calculate the selling price per unit which results in

25% profit on cost price. N§8 &m mg’%ggﬁgh}% [8?88%%% ﬁ“ceauﬂf§ .
%*888§§

et APRRMIATRYD Ryr 118 Monkth A SS)
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"BOE8 360,00

Ry6e

Bt

www.perceptforca.com

219



,
® statemain Shgiigaiocation ok &

Ami(E)

Ame(E) |

’R"“Ft’\:l-‘é. g}gﬁ%
NU

Eracets

() g ‘.-.:L AR
./ U J
| pelishing

380:066——

rJI NI\ J

S92

Mokeial : lodo unts x T&o
Istkian :TEB‘WV‘WES'GQO

3068

® chosirgy wiB

53,809

Mokeaial @ 20p unrs x TEO

16909

AEOERN - 10 vt x T300

34,0

© Tl (ahb)

52,088

BrESSIAG ProTRRs Ale

(Eor the Momtn

o SRt~ 2018)

QUBNERY [RekR

A\Aai

QUARIR) Rk

@)

&)

&)

&)

1200 | 80

S8

By, HEHSHHPRES:

1,88

- BR000

336R%Y

’ ME

sy,

8Y closihawip
DY VI

SRHM)

o
CITUOTI

3208

A32000

™

ol B

<’

@
%

www.percepiforca.com

520



O Stateheekiet EAUIVETAAT SRR for e Mot SE2018

2 iy ‘lr'uﬁl Equivglonr units
PartchIars 2 \Sf}:‘l}l_, ftu lru’rQ/chmgﬂznm "

® |NPLT- it |5 aen

rasfarrediom |0
SRoEESS

LS

560 | 108/ 506 1687 500

- 506 [ 106/ 500 567/ 5@

. Z
HE— 18t 1500 750

BAPHERIEFS ReierEl | CORVENERD | Toral

@ Medtensss isuvedl drFipey e | 388,000 | 54,000 | 2445600
Beried o sei- 2018 (E) [Goovt 350660

® Equivardresionor 096 756

2018
@Wm@m BEBO0 | 72000 | 460.00
—uit—(%/5)
(3)_Stateriantélaning allocation of ‘cost
.Rg?mg}é}% Aw(ED | Ank (B
) AES SR TAO ASTRN é _%@ %6@78%%——
" B%ﬁt
Mokesial : 500 uns x % 328 194600
ERiGET 88Tt <T35S 35000
® closirg Wik 313666

Mq\'eancl] c

8% 1201894,080
18,0060

© Toth () . " liaseon |




CA Inter | Costing | Process & Operation Costing

?)\rlg%l g _Process alS

(or the MoMth of SEhft-2018)

\dai

QYA

QYani [Rafe
"ﬁéb 6

e

500

W.N.

88%

To BFESEiRg — 40—y eyt

INE)

T8 m@mﬂ& SO0 |\

Aol A=A

To_cohversion IS4 %ﬁlﬁ’éﬁ“@ﬁ’@* WN- |2 R0
st ' Q)
T SO0 Teta) 660 ,

Shing Process

N _ .
(M) IRGBFiCep.(y Of outptit of 53

cost fus POt -

Tako + 25 7 (3466)

I

DAsnr TU1ME = T B75 §i4

CVery iimporest) (Question ek inter

A certain product passes through three processes before it is transferred to finishe

information is obtained for the month of August 2019 -

c] stock e following

Items Process Process Process Finished
I(X) II (%) I1I (%) Stock(3)
Opening Stock 10,000 12,000 8,000 30,000
Direct Material 20,000 21,000 30,000 —
Direct Wages 15,000 15,000 16,000 =
Production Overhead 14,000 6,000 40,000 &
Closing Stock 5,000 6,000 4,000 15,000
Profit % on transfer price 25% 20% 20% =
Inter-process profit on opening stock - 2,000 2,000 11,000
Selling Overheads -—- -—- -—-- 3,500

Stock in process are valued at prime cost and finished stock has been valued at the price at which it was

received from Process-1I1. Sales during the period were ¥3,50,000.

Prepare and compute -
a. Process Cost Accounts showing profit element at each stage;
b. Actual realised profit ; and Contact no.- 7774060125/126

c. Stock valuation for Balance Sheet purposes.
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Question 12:

|
In a manufacturing unit, raw material passes through four processes I, II, III, and IV and the output of

each process is the input of the subsequent process. The loss in the four processes I, II, III and IV are
respectively, 25% , 20% , 20% and 16 2/3% of the input. |If the end product at the end of Process-IV is

40,000 kg! what is the quantity of raw material to be fed at the beginning of Process-I and the cost of the same
at 5 per kg. ?

Find out also the effect of increase or decrease in the material cost on the end product for variation of every
rupee in the cost of raw material.

| oFibpit [ SRR (g0
008D | 1666666667 | 8333333, | A8 AR

436089 287 80/ 80,000
568 ——26+ 86+ 75800
75,800 26 7. 757. 165,668

m%g& L68S 48 9 7 |Syipiiias e | iR &y
e
i
I
1
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Question 13:

b
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An article passes through three successive operations from the raw material to the finished product

stage. The following data are available from the production records of a particular month -

Operation No. of Pieces No. of Pieces No. of Pieces
Input Rejected Output
1 60,000 20,000 40,000
2 40,000 4,000 36,000
3 36,000 6,000 30,000

Determine the input required to be introduced in the first operation in number of pieces in order to obtain

finished output of 100 pieces after the last operation.

Calculate the cost of raw material required to produce one piece of finished product, if the weight of finished
piece is 0.10 kg. and the price of raw material is ¥ 20 per kg.

O esleulation of ifiptit réauired to first speration in order

of 100 pieces aftér |ast operation

& obtain firished Suitptit

c?( SOt oF vaw Fateral

3

]

TA460°

Contact no.- 7774060125/126
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CEoF feiision)

From the following details, prepare statement of equivalent production, statement of cost and prepare

process account. |So|ve by using FIFO and Average Cost Method. |

Opening work-in-progress 2000 units
Materials (100 % complete) ¥ 7500
Labour (60 % complete) % 3000
Overhead (60 % complete) 1500
Units introduced into this process 8,000 units

There are 2,000 units in process and the stage of completion is estimated to be-

Material 100 %
Labour 50 %
Overhead 50 %

8,000 units are transferred to next process.

The cost incurred is —

Material ¥1,00,000
Labour 78,000
Overhead 39,000

(T) Fiveyin Frst out (FIFS Mét‘ﬁ@él)

Particulars

I < OH

7~ | OHs 7 il
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D) &@g’mg WP %E);bc‘p
00
18 it i P
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®) guTavt
@ mmma\mﬁd% fransteried
1 \ | 2,000 97 (o) AQ /. 300
il imme@ﬁrﬁ’wﬁ@ﬁ% 8888 line” [4000 | 100 |60600
©_elosing W\ 5000 lion/ | 3a8p | sex 40D
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Fotal R $560 7
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st for the Betied
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BFBcess~ ¥+ AlE for the period
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Question 15:

A ]
From the following data,
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repare Process-1 Account on

Average Cost basis.

of

WEIGHtEYrathod |

i. Opening W.I.P - 10,000 units, 50% complete with regard to labour and overhead -

Material %3,000
Labour 4,000
Overhead 24,000

ii. Units brought into process - 20,000 units. Cost incurred |sﬁ\\,}mf:ﬁ§ Iggﬂ@é{ & Jyné- 3020

iii. Transferred to next process - 15,000 completed units

Material “%15,000
Labour 326,250
Overhead 235,000

iv. Closing WIP - 15,000 units, 50% complete as to labour and overhead.

O statermentof sditfivatentsroduetionfor Jine 2026 by Alcestmethot

L]
A RS
o)
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@) oy
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) " 5
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160 7-
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45900

L I
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Question 16:

A
The following are the details in respect of Process-X and Process-Y of the processing factory.

Process-X Process-Y
T 4
Material 10,000 -
Labour 10,000 14,000
Overhead 4,000 10,000

The output of Process-X is transferred to Process-Y at a price calculated to give a profit of 20% on the transfer
price and the output of Process-Y is charged to Finished Stock at a profit of 25% on the transfer price. The

Finished Goods Department realised ¥1,00,000 for the finished goods received from the process Y. You are
asked to show Process Accounts and total profit, assuming no WIP.

O RFSCESS — % Ale
. cost | ool Total - cost | probit| Total
Pertietris— a5 77 74— partictkis—HTRETTE T

* ki
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partictiers  YET 14| (4 | particilrs [ .”(-J @)
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S PO 7 seee Me
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Question 17:

h |

A certain product passes through three processes before it is completed. | The output of each process is l

charged to the next process at a price calculated to give a profit of 20% on transfer price (i.e. 25% on cost

price). The output of Process-1II is charged to Finished Stock Account on a similar basis. There was no work-

in-progress at the beginning of the year and overheads have been ignored. Stocks in each process have been

valued at prime cost of the process. The following data is obtained for the year ended on 30th June, 2018 -

Items Process Process Process Finished

I II 111 Stock

L4 L4 g g
D. Material 30,000 20,000 40,000 ==
D. Wages 20,000 30,000 10,000 —
Stock on 30th June 10,000 20,000 30,000 30,000
Sales during the year — = = 1,70,000

From the above information prepare -
a. Process Cost Accounts showing the profit element at each stage
b. Actual realised profit ; and

c. Stock valuation as would appear in the Balance Sheet.

Contact no.- 7774060125/126
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To. AReeSh- 1 ME st 0aRAt BY, ATBERSSIT 12 gi Lgsel HR9AE0
To Diretkmwekeem 79550 ~ P98 Ae

T DNRAGER 130680 | — (0
SRR OO% 56,000 16,600 10080

eSS SRR ARt a0 ,
‘;:E,; %ﬁ%‘r’%ﬁfﬁ% SOBRRIM

Tocoshrypt I:A1€ — 6RO
<S6RRE* 251

L

R AVAVAV)

16,800 — 166,689

? — 36600
‘«os¥ .m&rh Brice
122"68‘6 Qf?é’ea 150,60
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® .o precsss-TL Ale fuor e
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eSS -T2 88008 SR By Eimishedi  gadermranlso
To Diretkrmeteraliisiomem | — 0 stetk Ale

| To DRSEWSEES 16,000 — 1688
*. B 1338
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TS +o ;’.nisfmﬁﬁ%ﬁf@“% )
Tocedtng PALAC| —  Lnsidos®
(29688 % 237 )
Total 57080 Wy Tetal 9700052460 1650,600

@)  Fiished stedk  Ale for thé yaarended 30™uner0i8

. t | grobit] Total . t | okt Total
artEtRrS — Q517 74— partets— et
oo * —
rocess TL G740 ﬁﬂ»@%%—%mw *%@,6&9
EW1 %) [G480]30,
eost o GSSa% 78 pEDINGHEIHI0T
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Tosesting ptt | —  BOSGOsomse|
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particulsrs | Awi Giver | uess: e ()

(&) Estrue

Process-F | 16,609 " 16,000
peess "W | 70669 (3.600) 18,600
$eoeesy -WE | 36860 E600) 34,400
Firished] stk | 36,660 (16,480) 18,859

Question 18:

b

Following information is available regarding Process-I for the month of|February, 2019 :
Production Record:

Units in process as on 1.2.2019 4,000 Hh][tg
(All materials used, 25% complete for labour and overhead)

New units introduced 16,000
Units completed 14,000
Units in process as on 28.2.2019 6,000
(All materials used, 33-1/3% complete for labour and overhead)
Cost Records: cast of GTEARYW AP
Work-in-processas on 1.2.2019 ' (%)
Materials 6,000
Labour 1,000
Overhead 1,000
8,000
Cost during th th : 3
S 00 he s eost inetrred deiEing the maHth
Material 25,600
Labour 15,000
Overhead 15,000
55,600

Presuming that average method of inventory is used, prepare:

(i) Statement of equivalent production.

(i) Statement showing cost for each element.
(i) Statement of apportionment of c&?.ntad no.- 7774060125/126

(iv) Process cost account for Process=I.
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0 staterent of EGUivaIRH: Srotiétiohfor the merth of Fek
Iﬁg-ft*&b\ﬂg& Totalunits I_E&Wé‘@ﬁt unVtS
Material Lalbstr oH
/- |umEs | 7 [URES | 7/  [uniits
QNN
Dssenimwip | 4888
Otz M | 850
—sub-oii8] 36888
©epieret
@) ORI [ 12209 | 100 7| 19050 | 1007, | 14.0%3| 107 | 14,000
BIgEeiy- 2 p B
© j}g&'@ wip | 6000 |1eo” | 6060 338/-| 2000335 | 700D
o 16,688
papticHlSrs Material | Labour | oH Total
(%) (E) (g) (g)
@ wost a sesnnamlp | 6066 | 1,600 | 1608 | §668
© ot insureddiii - secan 15669 15608 55600
Eeb-3019 ' ' ’
© Toklwost (aty) | 34685 16890 116680 | 83,606
24w 356
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@ ufits Compieey & transterred 55,120

O Eissing Wi TEARY

a G Tes* 5815980
© Tom) Bt ) 63600
FEN Vi ™~
N Procees T A6 \vor Fepzoig)
D8 €
il @y |Rale|Awdr : @ty |Rete| At
—ytent particirErs THE

RE 4SBT LN 55438

To materals (16000 |1-60
To [abodr
Te overheads +§ﬁ@5

Bu_slosina win 6000 | N 13,480
w W INJJITI \'A'/ IV w

Total 78500 63600 Totl 58050 | 63,600

L e
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h |

Following details are related to the work done in Process-1by XYZ Companylduring the month of March, |
2018: (®)
Opening work-in process (2,000 units)
o T eos o
Overheads 45,000 86&1'%@&)'%
Materials introduced in Process-1 (38,000 units) 14,80,000 | ppStincurre
Direct Labour 3,59,000 'm rWﬁ'FEM%
Overheads 10,77.000
Units scrapped : 3,000 units - .
Degree of completion : %& éﬁmfeﬁfﬁh Th‘%&ﬂ@%ﬁa?l ‘C-:%H
Materials 100% m w bg é@l\’i@éi

nits scrapped | ethot
Labour and overheads 80% 6(1: H E“EG
Closing work-in process : 2,000 units \ 3 dee F%%@q:
Degree of completion : ﬁ%}%% 6“: éﬁﬁ\ﬁfé‘!l’dﬁ éB}HESfe bq:
Materials 100% ‘ Seen ng .\.S.S
Labour and overheads 80% 6& &bﬁf’ﬂj W]@ P w 2

Units finished and transferred to Process-II: 35,000 units Normal Loss :

5% of total input including opening

work-in-process.

Scrapped units fetch ¥ 20 per piece.

You are required to prepare (Avg Cost method) :
1. Statement of equivalent production
Statement of cost

2
3. Statement of distribution cost, and
4

—>  Realisable valdé of

Soy
SCr

. Process-1I Account, Normal Loss Account and Abnormal Loss Account

for Mareh2018

_ Tota) Ed '1 At vnits
® RpuT
& SpeningW 1B 12,000
)" ynits introdueed | 32505,
§ub—1’ﬁm\lgﬁ) A8,6650
® suTput
&) GRS CompTatat ™ . -
et 350pn| 1007 | 35000 | 1007 | 35000
L
880* BT ' . _ |
© Abnor@@m_.lloso@ 1;%%%“1;3%&- 777406%%?’/?’26 80~ 00— E
€ AW TH (2000 1007 | 7000 7 BT |
___Sub-toal &) 6,860 __| 38,0800 37,460
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@) statament oF €ost for Mareh, 2018

BaFtiCUIars Vateral | Labolr | O | Totl

65t 55ehifiy WHP-E--56,560—15,000-145,666196,060
b i : paps S =EREA 14
O s fcinred g e e SIS S| |559000 | 677000 256000
©) Fa eedr iured(E) (i) [1866,000 (374600 135080 | 36,86560
@) iess: Realisabrwaite o (8560 | — - | G

NEFRRISED  (Gotounitex 30

© netesstineurred (E) | 1808% |37460b 13300030 66%0
(1) Eduivarerit sroduction (UnftS) | 3866p | 37480 |37400
() et gy Saivaretanit () &fp)| 40.00 | 10.00 | 30.00 | H0.H6

28,09608
__ Malein)) ¢ 3S000 uHg X 40O 14,5%0060
sgbouy © 3500 VIS x Z 1o 357000
"o z5eppunits T30 16136 0
(5)_Advernel LOSS 73588
Vateril * 1,000 YRS X 240 46,889
Labrir © 800 units x = 40 8§60
oH @ 80bunits T30 24,660
© WP 142800
Materil © 2660 UAifEs x 240 6,600
l:abmfr . 1@9@ unm X & 19 ) ) |
.'~ HGCENK v A E
@ Tfef‘a‘l R — 13030 |
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© R
(Fer Marcroot1s )

. e [Awmb § il o | Rate | Awt
BarticHiars—8HHREr 15 BertictiarS —SRIPB T

To 6pBAIRY  Rsb 9688 @@ ¥l (LBSS 7.000| 20 1416,600

WP §cn‘“‘b’
dap a0 BY, BraSass AN 5s6 PN 38l
To Materidls s Wﬁ%(mm soppipdes & e
To Labotir Lssione|  fravssterred 6
To overhests gFen| est Sreets) "
Wm LBSSAIE 1680 @’f 72,000

Bg,ﬁﬁ%iﬁ@ WAB_ pe¥ [N A b
@)

—Totat——foo 355500 Total [580 [095008

® ABhoTFE] £ess AIE
2Y3] €F

Jca o Ye | Awil ; R
—partedars—g——enr——PaHicuars
g , - sal6 1660 (20 7
To piaEEss ¥ (1.6 [HA0| By, of Serap | 76600

&
Bu_dashimpe L AE 522060
Tota) 1880 | 728 Tofa) LRl 72680

Conltaclnoe 7"74(\[(\1 2L /1924
OO CTTIOT— 777 00U TZ97 1TZ0
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© Nbevsel Loss ME

: @YU | Rale| Awi ga];ﬁﬁ!ﬁﬁ Rate | Awl™ |
PEFICHRars 19 [ tent | P° 'S C

To pracceT_|2000/20 Lansi) By, wet -LedE panl  am
Ex ™ UEQ’Rdju‘é’f FeRAie] :

Totdl  [2889 zfﬁ’,ag Total 3080 40309

Conltaclnoe 7"74(\[(\1 2L /1924
SOmMmaCTTOT—777499 7 TZ0
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auesion 20 QEATAERY
! el

A company produces a component, which passes through two processes. During the month of April,

20X5, materials for 40,000 components were put into Process I of which 30,000 were completed and transferred

to Process I1I. Those not transferred to Process II were 100% complete as to materials cost and 50% complete
as to labour and overheads cost. The Process [ costs incurred were as follows :

Direct material Z15,000
Direct wages ¥18,000
Factory overheads 212,000

Of those transferred to Process II, 28,000 units were completed and transferred to finished goods stores. There
was a normal loss with no salvage value of 200 units in Process II. There were 1,800 units, remained unfinished
in the process with 100% complete as to materials and 25% complete as regard to wages and overheads.

No further process material costs occur after introduction at the first process until the end of the second process,

when protective packing is applied to the completed components. The process and packing costs incurred at the

end of the Process II were:

Packing materials 4,000
Direct wages 3,500
Factory overheads 34,500

Required :
1. Prepare Statement of Equivalent Production, Cost per unit and Process I A/c.

2. Prepare Statement of Equivalent Production, Cost per unit and Process II A/c.

RrReess- T

. Lakeity < OH
7= PIRIS 7 oS —

Baritcuiars

® o

upismtdueediin | A980R)
ApHIl 20%5

®) auImn T

@ Uﬁﬁ%éﬁmﬁ%‘éﬁm é&g@a 1007 é'.@’m 190 7. ;35'9@9
™ ﬁ"f@&%%%"ﬂ ) 1 )
G fasietrmia Rfe 1108411 56-+-—1-5808—

35088

1
=4 1 T 1
__ sub-taiI®) | AR

Contact no.- 7774060125/126

549

www.perceptforca.com



@ statémment of eostfor AT 20%5

fagrﬁgmg,ﬁ Materidl | Labolr| oH | Total

4 % AR AS ARG | JZ2060. | S ARG
o;U00 o000 12,000—T435;000

ihe @%ﬂeﬂ & _
O Eduivaletit prodteidh | o | 35860 | 35000
for the period (Units)

© ot gureduivalent | @375 |Q.51kp50.8428571 | 13551478
aniit (E) (8/b)

®)__ statermet stivwing allocation of «ost for Aptil 20%5

.@? E:ff”gﬁ% AL T ﬁﬁf‘t’@__
awoieted S thanshemes §é_;§%%__

) u."' S CoMpfe
 Progesy # :
—fha i3 BReAS X F-0:375 4155

1T, 20U

Laketin © 39MRuAls X 345149857 | 18,459

OIyovoT

OH  © 308BBUME X SoRu28571| 16,386

© igsinyv P 8,655,
Maternl : {9 AR0NIS x T ©:375  |3759

Lakauy : S wau'nrl's X Z0.S148s7 | 2,57]

— 84S e x o T

& Fo— (ot A500H——
Q) FRss Kie for Aprii 20XS
Bartrolars Hiemn| Fbs NS | parteedtars e | s | s |
To_units {08000 375 | 1S 000 BY, B7REGSE-TE  Homn WN- 48,
trsduced By e 1 ®
To fieSec T Ve E)
rawi®  peaR | | S8

i
Tém‘pg‘ (/
CclL#eei—ne.— 7774060125126

T S v v10 o Tl R 45;3%'
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NMAaTerdl I—&hﬂi‘-?‘?fﬁH
; PRYS /. Pjﬁﬁ§

1860 |25/ | 450

sub-tstl ® | 35 56 33860 28,450
(@) statement of cost for AprTil 205

ParticaIaTs NMateral [Labodr | o [Tofal

@ costincufedatifinG  4adeE 13500 4560 4865
hé petiod (&) ' '

®) 4ess " realisablevalue | () — = (8)
of Nefffl [oss

(oo units <6~

O N8t cost Mourreddining 36865 |3600 AB00 | 44,965
—¥RE period (&)

@) EGuivaletit procuciion 35,800 |28430 38450
for the petiod (UNITS)

©)_ eost gy cauivateht, || 240436,01550238 01567298 1:51651132 |
unilE) 6@) L 1 T

www.percepfforca.com 551



CA Inter | Costing | Process & Operation Costing
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Baricd

_éj’m

93 4%
z'@omuni’@s X % 01isAirRes 2438

4,889

*) lggC&!,@ maerais

O clas

paL AP
Iw

00 URIS *x T 1240436

3,333

Labeity © 450 units * 3P120RR

eH

" A50 unitS X T O1RATRR

LN
CEGi G

Tl o

ommivj i a)

P -

R

== pA

()

BartiEHars

3098

T/

By Nopme oSS

=3

ETESED

By FirnsthediGtods
storeAie

TOCO

( ummdml« &)
temnsRees|

/

W.-N-.

ﬁi’/

s

IQ

Tot

30,8%

Totl

+ne 7"74(\[(\1 2L /1924
T O 7 7 700U TZI97/1TZ0

pﬁ“*ﬂﬁ
SOTTaC

www.percepiforca.com

552



CA Inter | Costing | Process & Operation Costing

www.percepfforca.com 553



