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The expenses for production of 20,000 Units in Pragya Steels Limited

arc as {allows :

(1)
(11)
(ii1)
(i)
0
()
(vii)
(vii1)
(1x)

Solution :

Materials

Labour

Variable overheads

Fixed overheads (¥ 1,60,000)
Variable Expenses (Direct), -

Sclling Expenses (30% Fixed)

Distribution Expenses (40% Fixed)
Administrative Expenses (¥ 80,000)

Total Cost per Unit

¢ per Unit

v

55
35
25
8
—7
10
15
4

——
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Prepare a Flexible Budget for 16,000 units and 12,000 units assuming

that administrative expenses are constant for all levels of production.
.~ (U.O.R.B.Com. Pt. I, 2005, 2006, 2014, 2016

& U.O.R. B.Com. Hons. Pt-I, 2012)
Flexible Budget of Pragya Steal Ltd.

4,00,000

s

Particulars Level of Production
16,000 Units 12,000 Units -
(D @

(A) Fixed Expenses :
(i) Fixed Overheads 1,60,000 1,60,000
(ii) Administrative Expenses 80,000 80,000

Total (A) 2,40,000 2,40,000
(B) Semi-Variable Expenses :
(i) Selling Expenses 1,72,000 1,44,000
(ii) Distribution Expenses 2,64,000 . 2,28,000

Total (B) 4736’000 3,72,000
(C) Variable Expenses : '
(i) Materials 8,80,000 6,60,000
(ii) Labour 5,60,000 4,20,000

| (i) Dircct Expenses 1,12,000 84,000
| (iv) Variable Overheads 3,00,000




--------------
~

Total (C) 19,52,000 14,64,000
| Total Cost (A + B + C) 26,28,000 20,76,000

Working Notes :

(A) Calculation of Selling Expenses :
Selling Expenses for 20,000 Units @ ¥ 10/- Per Unit 2,00,000

Less : 30% Fixed 60,000
Variable ’ 1,40,000
(i) For 16,000 Units : Fixed 60,000
Variable (—ég%g‘) X 16,000) 1,12,000
’ 1,72,000
(if) For 12,000 Units : Fixed 40,00 O 60,000
Variable ( 20,000 12,()00) 84,000
- 1,44,000

7

'(B) Calculation of Distribution Expenses : _
Distribution exps. for 20,000 Units @3 15/- Per Unit  3,00,000

Less : 40% Fixed 1,20,000
Variable 1,80,000

- 1,20,000

X 16 000) 1,44,000
2,64,000

1,20,000
1,08,000
2,28,000

(1) For.16,000 Units : F l‘;‘fd 1,80,000
Variable 20,000

:

(ii) For 12,000 Units : Fixed( 1,80,000

Varlablc 20’ 000 X 12,“)0)
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(Miscellaneous IHustrations)
Mustration 5 .
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By using the method of least Square, determine the line of !)CSt fit
from the following sales data of Chand Brothers and also determing the
sales for the year 2016 :

Year Sales in Thousands (¥)

2011 ‘ 10

2012 13

2013 - 14

2014 15

2015 18
Solution : s |
Year X Y (Sales) X2 XY
2011 0 10 - 0 \ 0
2012 1 13 1 13
2013 2 14 ' 4 28
2014 3 15 9 45
2015 4 18 16 72
N=5 | IX=10 Y =70 >X4=30 TXY =158
Y =a+ bX | |

We will use the following two normal equations to findout the value
of aand b—

>Y = Na + bZX L— (1
SXY = aZX + bEX2 e 2
By Substituting the values 0
70 = 5a + 10b'- """"""" (3’
158 = 10a + 30 e
Multiplying by 2 the equation no. 1 ()
140 = 10a + 206 e 0

158 = 10a + 30b —_—
= - — By substracting
-18 = -10b

10



By putting the value of b in equation no. 1
70 = 5a + (10 X 1.8)
70 = S5a + 18
—Sa = 18 -170
a = 9:?: = 104
)

Hence, the line of best fit is—
Y = 104 + 18X
If X is 5 (year 2016) then, sales
will be; Y = 104 + (1.8 X 5)

Y = 104 + 9 = ¥ 19.4 thousand
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From the following particulars calculate various Labour Variances :

Standard " Actual
(Nos.) | Weekly Wages | (Nos.) | Weekly Wages
Per Worker Per Worker
§9) 6
Men 75 60 70 70 .
Women 45 40 30 50 5
Boys 60 30 80 20 d

wmﬁaﬁmmﬁwhmmmwﬁsﬁnm
¥ QU e ma

The job was scheduled to be completed in 30 weeks but actually it was

completed in 32 weeks. (U.O.R., B.Com. Part III, 2012)
Solution : ¥y Wi £ A § fow mw ¢ -
Category ~ Standard RSMW ¢, Actual
W :_)li . Méﬂ Rate | Cost Me‘l;’ Rate | Cost
T I Weeks | (D | () Weeks | (D -| (%)
Men 22501 60 | 1,35000| 2,400| 2,240 70 |1,56,800
Women 13501 40 | 54000 1,440 960| S0 | 48000
Boys 1,800| 30 | 54000| 1,920 2,560| 20 | 51200
Total 5,400 2,43,000| 5,760 5,760 2,56,000
(i) LCV =SC-AC !
= ¥243,000 - 256000 = T13,000 (A) §
() LRV = (SR - AR) AMW
for Men  :(¥60-%70) 2240 = % 22,400 (A)
for Women : (¥40-7% 50) %60 = < 9,600 (A)
for Boys  : (¥ 30 - ¥ 20) 2560 = ¥ 25600 (F)
Total % 6,400 (A)
(i) LEV = (SMW - AMW) SR -
for Men  :(2250-2240) %69 - 7 600(F)
for Women : (1,350 - 960) T40 = T15600 (F;
for Boys : (1,800 — & A
y ( 2,560) : 03;21 i : 2_2_2%
(V) LMV = (RSMW - AMW) sr =
for Men - (2,400 - 2 240) ¥ 60 = ¥ 9,600 ()
for Women : (1,440 — 9%0) ¥F40 = T 19,200 ®

for Boys (1,920 - 2,560) 139 _123@9%
Total \ _2’,692/




o W W R e o
)  LREV = (SMW - RSMW) SR
for Men (2,250 - 2,400) ¥ 60 = ¥ 9,000 (A)
tor Women : (1,350 — 1,440) 40 = T 3,600 (A)
for Boys 1 (1,800 -1920) %30 = % 3,600 (A)
Total T 16,200 (A)
Verification : LCV = LRV + LEV

T 13,000 (A) = T 6,400 (A) + T 6,600 (A)
LEV = LMV + LREV |
16,600 (A) = T9600 (F) + ¥ 16,200 (A)
Working Notes : '

(1) ¥HY HFS-9<E (Standard Men-Weeks or SMW) 91 ST&ifas
| TS-HE (Actual Men-Weeks or AMW) 3 T0FT 17 S &t T R

SMW AMW
No. X Weeks No. X Weeks -
Men 75 X 30 = 2,250

70 X 32 = 2240
30 X 32 = 960
80 X 32 = 2,560
(2) dMfyq A AFS-UE (Revised Standard Men-Weeks or

- Women 45 X 30 = 1,350
- Boys 60 x 30 = 1,800

RSMW) 1 o1 7t SR & T 3 —

‘ RSMW = TSSI‘—I'{,[V—:'V— X TAMW
for Men 2250 X 5760 = 2,400
for Women —;—’%—50—8 X 5,760 = 1,440
for Boys : %’%%% X 5760 = 1,920

[ g -
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The directors of Mohan  Lid.
information regarding its two products X and Y -

have submitted the following

pu—

Product X

Product Y

Dircct material per unit

Dircct wages (@ ¥ 2 per hour) per unit
Sclling price per unit

Variable overheads per hour

Total fixed overheads are ¥ 32,000 p.a.

7
400
120
800

2

_?
360
80
600
2
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You arc asked to suggest which of the followmg, product-mix be

adopted for salces :

(a) 100 units of X and 200 units of Y.
(b) 150 units of X and 150 units of Y.
(c) 200 units of X and 100 units of Y.

Solution :

Statemeni of Marginal Cost and Contribution

Contribut er unit (S-
Iribution per unit (S-V)

Particulars Product X | Product Y

X ot <

Selling Price per unit (S) 800 600
Material cost per unit 400 360
Wages per unit 120 80
Variable Overheads per unit 120 80
Marginal cost per unit (V) 640 520
160 80

Caleulation of Contribution and Profit for Different Sales Mixes :

(a) When 100 units of X and 200 units of Y are sold :
\

(,‘(mlril)ulio“ c X 100 x €160

Y 200 x ¥ 80

Ley Total Conlribution
Fixed Oyer heads

\‘

Profit

<
16,000
16,000

32,000
32,000

Nil

\

\
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(b) When 150 units of X and 150 units of Y are sold :

7
Contribution : X 150 x ¥ 160 24,000
Y 150 x T 80 12,000
Total Contribution 36,000
Less : Fixed Overheads 32,000
Profit 4,000

(c) When 200 units of X and 100 units of Y are sold :
Contribution : X 200 X ¥ 160 32,000
Y 100 X ¥ 80 8,000
Total Contribution . 40,000
Less : Fixed Overheads . 32,000
| Profit 8,000

feroft : ST favelyoners e ¥ wWe R fF 99 3w X 3 200
HEAT 91 Y & 100 3Rl okl SR A s @) 8,000 € w1 N
e S A feafer st 2 1 st C0 o g A st X SR

aﬁz(x%mamymaﬁ_momﬁmﬁawmmw
ferfq 2 '
Ok
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Calculate /\\'crugc R

ach: ate of Return from the following data of
AChine A and R and su

geest which machine is profitable.
Machine A Machine B
{ 4
1,00,000 1,00,000
g Capital Required 10,000 15,000
s 5 3

m

(1) Original Cost

()  Additiona] Net Workin
(i)  Estimated Ljfe in Year
(v)  Estimated Scrap Value

5,000 5,000
(v)  Income Tax Rate 50% 50%
Annual Earnings before depreciation and Tax :
Year Machine A | Machine B
T YA <
1 5,000 1,10,000
2 12,000 90,000
3 28,000 28,000
4 80,000 12,000
5 1,00,000 5,000
2,25,000 2,435,000
B et YT T & SMER T AR S ¢ |

Depreciation is charged on the basis of Straight line method.
Solution :

Calculation of Average Investment :
Average Investment

_ Initial Inyestment + Scrap Value + Addl. Net Working Capital
B 2

. (1,00,000 + 5,000) + 710,000

For Machinc A

I

2
7 52,500 + ¥ 10,000 = ¥ 62,500

1,00,000 + 5,000) &«
For Machine B = ¢ (,,..-- : - ¥ 15,000

752,500 - T 15,000 = T 67,500
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Computation of Average Rate of Return e
Machine A
Year | Iidmingzs Dep. Farnings Tﬂx(,(,@ E‘arningS
before before Tax 50% after Dep,
Dep. & Tax ‘ p & Tax

M (2) @ W= O [O=0)-

1 5,000 19,000 |  (-) 14,000 -1 (=) 14000

2 12,000 19,000 (-) 7,000 - (=) 7,000

3 28,000 19,000 9,000 1 4,500 4,500

4 80,000 19,000 61,000 | 30,500 30,500

5 1,00,000 19,000 81,000 | 40,500 40,500
Total Earnings after Dep. and Tax. 54,500

54,500
Average Earnings after Dep. and Tax = T (—5—‘—) = ¥ 10,900

_ Average Earnings after Dep. & Tax

Average Rate of Return = Average Investment X100
10,900 _
= ¥ (62,500) X 100 = 17.44%
Machine B
Year Earnings Dep. Earnings Tax @ Earnings
before before Tax 50% after Dep.
Dep. & Tax N - & Tax

(1) () B |W=2-B)| ) |®=#-05)

T T 7 T <
1 1,10,000 19,000 91,000 | 45,500 45,500
2 90,000 19,000 71,000 | 35,500 35,500
3 28,000 19,000 9,000 | 4,500 4,500
451 12,000 19,000 (-) 7,000 — (=) 7,000
5,000 19,000 |  (-) 14,000 = (-) 14,000
Total Earnings after Dep. and Tax. 644560:1

Average Earnings after Dep. and Tax — i (M) = 12,900
5 T b

Average Rale of Return — Average Earnings after Dep. & Tax . 100
Average Investment
¢ “*—]2'9”0) X 100 = 19.11
67,500 = il
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