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SYNOPSIS

Finance is one of the basic foundations of all kinds of economic activities.  It is the master key which provides access to all the sources for being employed in manufacturing and merchandising activities.  The finance manager must see that the funds are procured in a manner that the risk, cost and control considerations are properly balanced in a given situation and there is optimum utilization of funds.  This project will help to identify how efficiently the cost is incurred by Jeevitha textiles and suggestions have been given to control the cost.  

The project titled “Cost Analysis and Control” is conducted for Jeevitha textiles and is built as a framework for analyzing and controlling the different types of cost incurred by the company.

 In order to determine and take a dispassionate view about what lies beneath the surface of accounting figures, a financial analyst has to make use of different management techniques.  Cost techniques have a precedence over the other techniques since the treatment of cost is often both complex and financially significant.  The growth and success of the company depends not only on the improvement of sales but also on the reduction of cost using these cost techniques.  The study focuses on the cost incurred for various resources such as material, labour and overheads.  Secondary data such as trading and profit and loss account and balance sheet has been used in preparation of this report.  

 In order to make a better cost analysis, aggregate cost incurred by the company for five years is taken into consideration.    Prime cost analysis has been used to analyze the material and the labour cost incurred by the company.  The effect on various expenses such as direct material, direct expenses and indirect expenses over sales has been determined using regression analysis.  The ratios interpreted in the project are called comparison overtime which evaluates the performance of the firm to compare its present ratios with the past ratios.
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INTRODUCTION

1.1 TEXTILE INDUSTRY

The textile industry occupies a unique place in our country. One of the earliest to come into existence in India, it accounts for 14% of the total Industrial production, contributes to nearly 30% of the total exports and is the second largest employment generator after agriculture. Textile Industry is providing one of the most basic needs of people and the holds importance; maintaining sustained growth for improving quality of life. It has a unique position as a self-reliant industry, from the production of raw materials to the delivery of finished products, with substantial value-addition at each stage of processing; it is a major contribution to the country's economy. Its vast potential for creation of employment opportunities in the agricultural, industrial, organized and decentralized sectors & rural and urban areas, particularly for women and the disadvantaged is noteworthy. Although the development of textile sector was earlier taking place in terms of general policies, in recognition of the importance of this sector.

1.1.1 HISTORY OF TEXTILE

The history of textile is almost as old as that of human civilization and as time moves on the history of textile has further enriched itself. In the 6th and 7th century BC, the oldest recorded indication of using fiber comes with the invention of flax and wool fabric at the excavation of Swiss lake inhabitants. In India the culture of silk was introduced in 400AD, while spinning of cotton traces back to 3000BC. In China, the discovery and consequent development of sericulture and spin silk methods got initiated at 2640 BC while in Egypt the art of spinning linen and weaving developed in 3400 BC. The discovery of machines and their widespread application in processing natural fibers was a direct outcome of the industrial revolution of the 18th and 19th centuries. The discoveries of various synthetic fibers like nylon created a wider market for textile products and gradually led to the invention of new and improved sources of natural fiber. The development of transportation and communication facilities facilitated the path of transaction of localized skills and textile art among various countries.

1.1.2 TEXTILE HISTORY IN INDIA

Indian textile enjoys a rich heritage and the origin of textiles in India traces back to the Indus valley Civilization where people used homespun cotton for weaving their clothes. Rigveda, the earliest of the Veda contains the literary information about textiles and it refers to weaving. Ramayana and Mahabharata, the eminent Indian epics depict the existence of wide variety of fabrics in ancient India. These epics refer both to rich and stylized garment worn by the aristocrats and ordinary simple clothes worn by the common people. The contemporary Indian textile not only reflects the splendid past but also cater to the requirements of the modern times.

THE INDIA ADVANTAGE 


The Indian textile industry is one of the oldest and most significant industries in the country. This is evident from the fact that the textile industry accounts for around 4 per cent of the gross domestic product (GDP), 14 per cent of industrial production and 16 per cent of the country's total exports earnings. In fact, it is the largest foreign exchange earning sector in the country.  Moreover, it provides employment to over 35 million people. With direct linkages to the rural economy and the agriculture sector, it is estimated that one out of every six households in the country depends on this sector, either directly or indirectly, for its livelihood. 

The textiles and apparels sector is a major contributor to our economy in terms of foreign exchange earnings and employment. Moreover, certain natural advantages and external factors have fuelled the growth of this industry with a clear competitive edge. 

India has overtaken the US to become the world's 2nd largest cotton producing country, after China, as per a study by International Service for the Acquisition of Agri-biotech Application. BT cotton was a major factor contributing to higher rate of production, from 15.8 million bales in 2001–02 to 31 million bales in 2007–08. 

· India is the largest exporter of yarn in the international market and has a share of 25 per cent in world cotton yarn exports. 

· India accounts for 12 per cent of the world's production of textile fibres and yarn. 

· In terms of spindleage, the Indian textile industry is ranked second, after China, and accounts for 23 per cent of the world's spindle capacity. 

· The country has the highest loom capacity, including handlooms, with a share of 61 per cent in world loomage. 

· India is the largest producer of jute in the world. 

· It is the second largest producer of silk and the only country to produce all four varieties of silk – mulberry, tusar, eri and muga. 

· India is the fifth largest producer of synthetic fibres/yarn. 

INDIAN TEXTILE INDUSTRY: CHANGING PROFILE 

The Indian textile industry has embarked on an ambitious programme of modernization and technological up gradation in recent years to transform the textile sector from a state of low technology level to a producer of high technology products. Technological up gradation in India has resulted in- 

· A shift from commodity-based trading to high value-added fashion garments. 

· Vertical integration and horizontal consolidation of production process leading to lowering of manufacturing costs. 

· Improved productivity gains. 

· Efficient supply chain management. 

· Development of economies of scale. 
TEXTILES AND APPAREL TRADE

The global textiles and apparel trade is estimated at US$ 450 billion and is expected to touch US$ 700 billion by 2010.  Of the US$ 52-billion textile and apparel industry, the domestic industry accounts for US$ 30 billion and the remaining is accounted by exports. Total exports increased to US$ 20.25 billion in 2007–08 from US$ 14.03 billion in 2004–05. Currently, India has a 3.5–4 per cent share in the world's export of textiles and 3 per cent in clothing exports. 

The Indian textile industry is estimated to be around US$ 52 billion and is likely to reach US$ 115 billion by 2012. The domestic market is likely to increase from US$ 34.6 billion to US$ 60 billion by 2012. It is expected that India's share of exports to the world would also increase from the current 4 per cent to around 7 per cent during this period. 

India's textile exports have shot up from US$ 18.71 billion in 2006–07 to US$ 20.25 billion in 2007–08, registering a growth of over 8 per cent.

Indian textiles, handlooms and handicrafts are exported to more than a 100 countries, Europe continues to be India's major export market with 22 per cent share in textiles and 43 per cent in apparel, the US is the single largest buyer of Indian textiles and apparel with 19 per cent and 32.6 per cent share, respectively. Other significant countries in the export list include the UAE, Germany, France, Italy, Russia, Saudi Arabia, Canada, Bangladesh, China, Turkey and Japan.

Readymade garments (RMG) are the largest export segment, accounting for almost 45 per cent of total textile exports and 8.2 per cent of India's total exports. This segment has benefitted significantly with the termination of the Multi-Fibre Arrangement (MFA) in January 2005. RMG exports from India were worth US$ 8.51 billion in FY 2008. They are expected to touch US$ 14.5 billion by 2009–10 with a cumulative annual growth of 18 to 20 per cent, according to the Apparel Export Promotion Council. 

Another segment in which India has excelled in the export market is carpets. Exports of carpets have increased from US$ 654.32 million in 2004–05 to US$ 806.71 million in 2007–08.  Significantly, apparel is the second largest retail category in India. It accounts for about 10 per cent of the US$ 37 billion Indian retail market, and with the continuing boom in consumer demand is estimated to grow at the rate of 12–15 per cent annually. In fact, reflecting the huge opportunity in this segment, AT Kearney's 'Retail Apparel Index' ranks India as the third most attractive market destinations for apparel retailers. 

INVESTMENTS IN THE TEXTILE SECTOR 

India's liberalized policies and the government's decision to allow 100 per cent FDI in the emerging textiles industry has led to an increase in the investment inflows into the sector. The domestic textiles and apparels market in India is witnessing strong growth owing to a young population, an increase in disposable incomes and a rapid growth in organized retail, which has fuelled the growth of the textiles market. 

Consequently, the domestic market is estimated to grow to over US$ 50 billion by 2014. Significantly, the textile sector is estimated to offer an incremental revenue potential of no less than US$ 50 billion by 2014 and over US$ 125 billion by 2020.  As per the Ministry of Textiles, during the three years 2004–05 to 2006–07, investments in the textile sector have increased from US$ 2.94 billion to US$ 7.85 billion. The total investments in the textiles sector were estimated to be US$ 16.32 billion during this period. 

By 2012, investment in the textiles and clothing industry is estimated to touch US$ 38.14 billion. Even the Government has increased the plan allocation for textiles by 66.27 per cent in 2007–08 over that of 2006–07, making it one of the only two ministries that have seen such a high level of increase in budgetary support. 
TEXTILE AND APPAREL SOURCING 

India is fast establishing itself as a global textile and apparel-sourcing hub with its abundant multi-fibre raw material base, well established production bases, design capability and skilled labour force. 

According to the Confederation of Indian Industry–Ernst & Young Textiles and Apparel Report 2007, the Indian sourcing market is estimated to grow at an annual average rate of 12 per cent from an expected market size of US$ 22 billion–25 billion in 2008 to US$ 35 billion–37 billion by 2011.  Simultaneously, world's cutting edge fashion brands, like Hugo Boss, Diesel and Liz Claiborne, are stepping up their sourcing from India. And there are more international brands queuing up to source from India, through vendors or wholly-owned units. German kidswear brand Kanz, Ireland's biggest linen manufacturer Baird McNutt, and Finnish textile major Ahlstrom are buying into the India garment story. 

Even consumer spending on apparel in India has grown over the last five years, touching the global benchmark of 5 per cent of the total income, according to consultancy firm McKinsey. Riding on the back of high aspiration value, strong branding and high margins, international brands in India have already got off to a good, early start. 

· Giordano International, the leading international retailer of apparel and accessories, has six stores in India and plans on more shops in Bangalore, Hyderabad, Pune, Kolkata and other major Indian cities. 

Gas plans to have 600 points of sale in the next three years including standalone stores, large format stores and multi-brand outlets. It hopes to achieve a US$ 43.89 million turnover by 2011. 

GOVERNMENT INITIATIVES 

In an effort to increase India's share in the world textile market, the Government has introduced a number of progressive steps. 

· 100 per cent FDI allowed through the automatic route. 

· De-reservation of readymade garments, hosiery and knitwear from the small-scale industries (SSI) sector in end-2000. Technology Mission on Cotton was launched in February, 2000 to make available quality raw material at competitive prices. 

· Technology Upgradation Fund Scheme (TUFS) which was launched to facilitate the modernisation and upgradation of the textiles industry in 1999 has been given further extension till 2011–12. 

· Scheme for Integrated Textile Park (SITP) has been started to provide world class infrastructure facilities for setting up textile units through the Public Private Partnership model. 

· The Apparel International Mart, in Gurgaon, will provide world class facility to apparel exporters to showcase their products and to serve as a one-stop-shop for reputed international buyers. 

· The Indian Textile Plaza is being built, in Ahmedabad, to encourage exports to overseas markets. 

· 50 textile parks are being established to enhance manufacturing capacity and increase the industry's cost competitiveness. 

1.1.3 TEXTILES IN TAMILNADU

Tamil Nadu produces about 27% of the total cloth with a production of around 12,000m sq. metre. The textile sector in the state has been a forerunner in providing massive employment, and it is 'predominantly spinning-oriented' and thattoo in cotton spinning. More than 59% of the total spinning mills in India is located in Tamil Nadu. The total number of large, medium and small spinning mills in the state is 1,734 mills, including 18 cooperative spinning mills, 8 national textile corporation mills and 26 composite mills. The labour force of these mills is around 0.231m with a spinning capacity of 16.44m spindles. Tamil Nadu produces slightly more than one third of the total yarn production in the country.

1.1.4 TEXTILE INDUSTRY IN TIRUPUR

Popularly known as "T-Shirt City" of the country, Tirupur has come a long way from being a small cotton-marketing centre with a few ginning factories to become a prominent cluster of small and medium scale manufacturing enterprises gainfully engaged in the production export of a range of knitted apparels. The city's rapid growth can be attributed to the growth of textile industry and vice-versa.

The textile city is one among the 9 municipal corporations in the south Indian state of Tamil Nadu and is an important trade center of India. It has gained universal recognition as the leading source of Hosiery, Knitted Garments, Casual Wear and Sportswear. Tirupur is the Seventh largest city in Tamil Nadu and is one of the fastest developing cities in the state. It has emerged as the knitwear capital of the country in three decades. An export from Tirupur, which provides employment to over three lakhs people, has crossed the Rs.12, 000 crores mark last year.  It is a major source of Foreign Exchange for the country because of its exports.  It is famous for the export of all knitted garment wears such as T-Shirts, Polo-Shirts, Sweat shirts, banians, pyjamas and night dresses on various fabrics like single jersey, interlock, fleece, polar fleece, pique jersey, pointelle jersey, RIB, pointelle RIB, drop needle etc.

About 45% of Indian garment exports are in the form of knitwear, and in this, Tirupur plays a pivotal role, generating as much as 90% of the knitted garment exports, in other words, about 4% of India's total export trade.

1.1.5 TEXTILE PROCESS






















1.2 JEEVITHA TEXTILES

 
Jeevitha textiles is a professionally managed manufacturer of complete range of garments for men, ladies and children. They cater garments to the domestic and international markets. A decade of expertise in garmenting speaks for their quality and professionalism in their scope of operations. They specialize in complete range of garmenting, knit wear and woven wear, styles and sizes. Jeevitha textiles has the state-of-art infrastructure for designing, printing, dyeing and embroidery services. They provide excellent designs, best quality, on-time delivery to keep themselves outstanding.

PRODUCTS


They manufacture garments for children, men and women and the range of garments includes:

· T-shirt 

· Polo Shirt 

· Sweat shirt 

· Night wear 

· Boxers 

· Inner wear 

· Aprons 

· Bathrobe, Skirts, Pyjama Set 

· Skirts 

· Industrial (work) dress 

PROMOTER'S PROFILE

 
The organization was established in the year 1994 by Mr.V. Ramaswamy, graduated in the field of Engineering, followed by Masters in Management Science. His years of experience in the field of Production and Commercial Operations in Garmenting plays a vital role in turning the organization and motivating their dedicated personnel to stand by the organizations emphasis on quality and client satisfaction.

INFRASTRUCTURE

 
The company has an integrated garmenting facility with an installed capacity of 2,00,000 garments/month.  Their in-house packing facility gives them the much-required flexibility to pack as required or advised by their clients.  Backed by the dedicated production and quality control personnel, they ensure consistency in their fabric and garmenting quality and perfection. Their team emphasizes on quality and client satisfaction.
CORE STRENGTH

· New product development by sampling team 

· Quality assurance by quality control team 

· Periodical Reporting to Client 

· Management involvement in production and quality control 

· Cleanliness and hygiene in work 

· Transparency in operations with the clients 

· Efficient, experienced & dedicated man power 

SOCIAL VALUES

· They produce AZO free garment products which is environmentally safe 

· We provide an amicable and safe working environment

 
The company will not employ child and forced labour nor support any discriminatory business practices. 
1.3 COST ANALYSIS AND CONTROL

COST


Cost is the amount, measured in money, of cash expended or other property transferred, capital stock issued, services performed, or liability incurred, in consideration of goods or services received or to be received.  Thus, cost represents the resources that have been or must be sacrificed to attain a particular objective.


The Committee on Cost Terminology of the American Accounting Association has defined cost as “the foregoing, in monetary terms, incurred or potentially to be incurred in the realization of the objective of management which may be manufacturing of a product or rendering of a service”.


Thus, Cost represents that portion of the acquisition price of goods, property or services which has been deferred or not yet utilized in connection with the realization of revenues.

EXPENSE


Expenses are all expired costs which are deductible from revenues.  These are costs which have been applied against the revenue of a particular period in accordance with the principle of matching cost to revenue.

LOSS


Losses are reductions in firm liquidity, other than from withdrawal of capital, for which no compensatory value has been received.

COSTING

Costing is the technique and process of ascertaining cost.  It is referred to “as classifying, recording an appropriate allocation of expenditure for the determination of the costs of products or services”.  The technique and process of costing depend upon the nature of industry, type of product and the method of production.  The main object of costing is to ascertain the cost of each product, process, department, service or operation.  The ascertainment of cost involves further the study, analysis and classification of costs such as prime cost, works cost, production cost, etc.  Cost analysis refers to the breakup of total cost into certain elements or sub-divisions.  Such analysis is essential for the purpose of accounting and control over costs.  

 
In the words of Herald J. Wheldon, “a Classification has to be made to arrive at the detailed costs of departments, process, production orders, jobs or other cost units.  The total cost of production can be found without such analysis, but in many instances an average unit cost could be obtained but none of the advantages of an analyzed cost would be available”.

ELEMENTS OF COST


For proper control and managerial decisions, management is to be provided with necessary data to analyze and classify costs.  For this purpose, the total cost is analyzed by elements of cost i.e., materials, labor and other expenses.  Each of these elements may be further divided into two parts namely direct and indirect costs.  Direct costs are those costs which can be identified with and allocated directly to a particular product, process or job.  These costs are known as prime cost.  Indirect costs are those costs which cannot be allocated but can be apportioned to or absorbed by a particular product, process or job.  These costs are known as overheads.

1.3.1 MATERIAL COST


Material is the first and most important element of cost.  In most of the manufacturing organizations, materials form the single largest component of cost.  It includes physical commodities used to manufacture the final end product.  Out of all the factors of production, material because of its basic nature is the most flexible and controllable input.  

 
Material cost includes the cost of all materials consumed in the process of manufacture up to the primary packing. Materials cost includes direct and indirect materials. Direct materials are those materials which form the part of the product. It can be conveniently and accurately allocated to a particular unit of cost.  Others are categorized under indirect materials. Grouping of materials as direct and indirect may often become a matter of convenience, and materials of small value may not be treated as direct cost even if it is possible to identify the same.

Material control

 
Material control is a system which ensures that right quality of material is available in the right quantity at the right time and right place with the right amount of investment.  It can be defined as a comprehensive framework for the accounting and control of material cost designed with the object of maintaining material supplies at a level so as to ensure uninterrupted production but at the same time minimizing investment of funds.  In simple words, material control is a systematic control over the purchasing, storing and using of materials so as to have the minimum possible cost of materials.

Material cost analysis and control 

· Purchase and procurement of materials

· Receipt and inspection of goods

· Storage, issue and consumption

· Stock control (perpetual inventory system,   Continuous stock taking)

· Valuation Accounting (JIT, ABC, EOQ).

1.3.2 LABOUR COST


The human element in labour makes difficult the control of labour cost.  Labour is the most perishable commodity and as such should be effectively utilized immediately.  Labour, once lost, cannot be recouped and is bound to increase the cost of production.  Labour cost includes all remuneration paid to the staff and workmen for conversion of raw materials in to finished products. It is the significant element of cost especially in an organization using more manual operations. Control of labour cost involves the coordinated efforts of the following departments

· Personnel departments,

· Industrial Engineering Department, 

· Time office,

· Payroll department, 

· Cost department.

Labour cost is also of two types direct and indirect. Direct labour refers to the time spent in altering the construction, composition, conformation or conditions of the products manufactured. Thus the time spent by a worker, identifiable with a particular job or process or operation is a direct labour and is considered directly variable with the output. Indirect labour is then time spent in running the factory in general and cannot be directly identified with the job or a process or operation. Examples of Indirect labour are Salaries and Wages paid to Inspectors, Supervisors, Maintenance staffs, security staffs etc.

 
Direct labour is charged to the product cost. Direct labour being variable can be easily controlled. But indirect labour cost can be controlled by preparing budget for each department and comparing actual against budget periodically. Expenses consist of the cost of utilities and services used for the conversion process including notional cost for the use of owned assets. 

Labour Cost Analysis and control

· Analysis of direct and indirect Labour hours, 

· Idle time and Overtime, 

· Labour cost accounting

· Bonus schemes 

1.3.3 OVERHEADS

 
Overheads are the aggregate of indirect material, indirect labour and indirect expenses. It refers to any cost which is not directly attributable to the cost unit. The term indirect means that which cannot be allocated, but which can be apportioned to or absorbed by the cost centers or cost units. Overheads consist of two parts. One relating to the product and the other relating to the facility and services maintained for running the organization.  

 
 Overhead is therefore the group of expenses, which are not identifiable with the cost unit, but are incurred generally for the manufacturing and selling activities. Overhead expenses are increasing continuously. In modern unit, Overheads can be as high as Material cost. That is why a proper and effective control of overheads is so much needed.

Overheads Analysis

· Analysis of different types of overheads

· Documents for collection of overheads

· Accounting of Overheads (Treatment for apportionment and allocation)

1.3.4 COST CONTROL

 
Cost control is the guidance and regulation by executive action of the costs of operating an undertaking.  The term “regulation” and “executive action” indicate conscious attempt of regulating the cost on the basis of predetermined ideas about what cost should be.  It aims at guiding the actual performance towards the line of targets; regulates the actual if they deviate or vary from the targets; this guidance and regulation is done by an executive action.  The cost can be controlled by standard costing, budgetary control, proper presentation and reporting of cost data and cost audit. Thus cost control aims at reducing inefficiencies and wastages and setting up predetermined costs and in achieving them.

Cost control can be defined as the comparative analysis of actual cost with appropriate standards or budgets to facilitate performance evaluation and formulation of corrective measures.  It aims at accomplishing conformity between actual results and standards or budgets.  Cost control is keeping expenditure within prescribed limits.  It does not necessarily mean reducing the cost but its main aim is to have the maximum utility of the cost incurred.  The objective of cost control is the performance of the same job at a lower cost or a better performance for the same cost.

An efficient check is provided on stores and materials.  Stores ledger and material abstracts are maintained which provide an effective check on the stores and material used in a business.  By adopting the maximum limit for stores the total capital outlay is controlled and total financial loss due to over-stocking is obviated.  Information of stock of various materials and stores is constantly available.  This helps in planning the production according to availability of materials and fresh stocks can be arranged in time.  Loss due to carelessness or pilferage or any other mischief is detected and steps may, therefore, be taken to minimize such loss in future.

An efficient check on labour and machines is provided by giving detailed information about the availability of machine and labour capacity.  The work is so planned that no section is over-worked and no section remains idle.  The maintenance of time and job cards for workers discloses the loss incurred by idle time and indicates the directions in which losses may be minimized.  The relative advantages of remunerating labour on the time or piece work or premium plans may be ascertained.  It also measures the efficiency of the wage system in use.  Thus, cost accounting provides a detailed control of materials and stores and labour costs.  Various techniques of materials control are applied in order to avoid the excessive locking up of capital in stock of materials and stores.  Idle time should be kept as low as possible.  By having proper classification of overheads into controllable and uncontrollable or fixed and variable, it helps to control the overhead costs.


Cost control and cost reduction are two different concepts.  Cost control is achieving the cost target as its objective while cost reduction is directed to explore the possibilities of improving the targets themselves.  Thus, cost control ends when targets are achieved while cost reduction has not visible end.  It is a continuous process.

Cost control techniques

· Material control

· Labour control

· Overhead control 

· Budgetary control

· Standard costing

· Control of capital expenditure

· Productivity and accounting ratios.

Cost control accounts

The following important Ledgers are usually maintained in the cost department.

· Cost Ledger

· Stores ledger

· Work-in-progress ledger

· Finished goods ledger.

Essentials for success of Cost Control

There are certain essentials required for an organization for success of cost control.

· The firm should have a definite plan of organization. Authority and responsibility of each executive should be clearly defined. Targets for performance should be fixed. Responsibility may be fixed for the deviation of actual cost from the predetermined costs.

· Cost should be collected by each responsibility area. Information delayed is information denied. So efficiency in reporting should be improved.

· The report should draw Management’s attention to exceptionally good or bad performance so that the Management by exception may be carried out effectively.

· Good performance should be handsomely rewarded so that workers may be motivated towards better performance.

Importance of cost control for corporate turnaround

 
The importance of controlling the cost in any business organization can never be overemphasized. This phrase that was mere clichés not too long ago, have now come to acquire a new meaning in the last few years. 

            In fact, it may not be an overstatement to say that the revival and subsequent boom in the corporate sector in the last couple of years was primarily driven by the conscious efforts towards controlling costs. 

        
Whether it be manpower reduction, controlling overheads, reducing input costs or bringing down finance charges, Corporate India has done it all in the effort to stay profitable in the new milieu. 

          There have been basically two drivers behind this emergence of cost consciousness in the corporate sector.  First is the compulsion to stay profitable, which is the basic instinct of any company.  As the demand cycle goes through a dip and sales begins to shrink, companies typically look inward to keep afloat. And the time-tested way of doing this is by slashing at the cost structure and save money.

 
However, it is the second reason that is the more significant one. In a highly competitive market place increasingly populated by multinationals, the best way for Indian companies to survive and grow is by offering better quality products at cheaper price. 

The only way to do this is by constantly chipping away at the cost structure to eliminate unproductive expenditure so that the company will have the pricing freedom in the marketplace. 

1.4 SCOPE

1. The study attempts to focus the areas for cost control in Jeevitha Textiles, Tirupur.

2. The study can be instrumental for the company to identify and to pay attention on those costs that highly affects the total cost.

3. The result of the project may help the management of the organization in taking decisions for better performance in future.
1.5 OBJECTIVES

1. To make a study on Cost Analysis and Control in Jeevitha Textiles, Tirupur.

2. To find out the various cost elements in the organization.

3. To analyze the different elements of cost.

4. To compare the costs for a period and to analyze the reasons for deviations.

5. To suggest the management in controlling the various costs.

1.6 LIMITATIONS

1. The scope of the project has been extended only on the expenditure of the company.

2. The data are all secondary and the results are purely based on the degree of reliability of such data.

3. The study is made with the annual reports provided by the company.

4. Regression equation and ratios are based on the Balance Sheet and Trading and Profit and Loss Account prepared on the accounting date.

REVIEW OF LITERATURE

A literature review is a body of text that aims to review the critical points of current knowledge on a particular topic.  It usually precedes a research proposal, methodology and results section. Its ultimate goal is to bring the reader up to date with current literature on a topic and forms the basis for another goal, such as the justification for future research in the area.

The purpose of a review is to analyze critically a segment of a published body of knowledge through summary, classification, and comparison of prior research studies, reviews of literature, and theoretical articles.

According to Cooper (1988) "a literature review uses as its database reports of primary or original scholarship, and does not report new primary scholarship itself. The primary reports used in the literature may be verbal, but in the vast majority of cases reports are written documents. The types of scholarship may be empirical, theoretical, critical/analytic, or methodological in nature. Second a literature review seeks to describe, summarize, evaluate, clarify and/or integrate the content of primary reports".
A good literature review is characterized by: a logical flow of ideas; current and relevant references with consistent, appropriate referencing style; proper use of terminology; and an unbiased and comprehensive view of the previous research on the topic. It helps with all types of assignments as well.

Cost/benefit analysis is defined by Engwall (1988) as “a typical system integration opportunity for filling voids and eliminating redundancies”.  Cost elements should also parallel how costs are handled with accounting and pricing (i.e. budgeted, accumulated, controlled, etc.). The author asserts that how integrated functions are within an organization determines the complexity of separating costs and benefits associated with a project.  If an organization’s functions are very integrated, it may be harder to confirm savings, but benefits are easier to isolate and realize.

The author discusses the various issues related to cost/benefit analysis.  One issue that he highlights is that of the complexity of separating the benefits from an individual project due to the interrelationship of the project benefits with other elements of the company.  Another issue is that all costs elements of a project must be assessed due to the potential gap between planned and actual costs.  A final challenge discussed by the author is the task of separating the costs of a project from other projects, again due to the interrelationships between projects, vertically (product components), horizontally (product/process functions) and along the Z axis (technology related systems in the company).1 

Holmen (1985) states and explains the differences between the underlying assumptions of activity-based costing (ABC) and the theory of constraints (TOC). In addition, Holmen points out that one method isn’t necessarily superior over the other and that both tools can be used when they are used appropriately.  When comparing ABC with the TOC it becomes clear that the cost paradigms are based on different time horizons—ABC has a long run horizon, while the TOC has a short-run horizon. The concept of short-run versus long run looks at whether the capacity of the production facility can be expanded or contracted.

It is assumed that in the short-run production capacity is fixed and cannot be readily changed. This creates bottlenecks or constraints. This context brings the assumptions of the TOC to life. In the long run, however, more costs become variable, especially when spending and consumption are brought into alignment. This reinforces the assumptions underlying ABC.  These methods are based on different sets of assumptions with separate time horizons; thus, claims that one approach is superior over the other should be abandoned. There is room for both approaches when they are used appropriately. Accountants need to understand each tool and how they work in order to know when one is appropriate and the other is not.2

Albright and Roth (1992), discuss the need for newer cost accounting methods that provide information useful in evaluating company operations, as well as product and process quality. Their article focuses on the need for cost accounting methods that reveal and incorporate hidden quality cost that are often ignored and unrecorded.

The authors suggest some methods that are used in estimating hidden costs and one is the "multiplier effect". This method estimates the hidden cost by multiplying the known quality costs by a constant.  Another method uses market research to estimate hidden costs. Firms using this method study changes in their market share and customer base to see how poor quality is reflected in their business. A third method used to estimate hidden quality cost is the "Taguchi Quality Loss Function," (TQLF) which measures the loss to society due to poor quality products.  It estimates the loss that occurs from producing products that vary from the target value.  It is thought that anytime there is a variation from the target value there are hidden quality costs, regardless of whether or not the measurements fall within the acceptable range. This model suggests that costs increase quadratically as actual product characteristics vary from the target value.  In other words, the loss is quadrupled each time the deviation from the target value doubles.  

The estimates derived using TQLF help managers improve operations and lower costs. They can measure actual performance and progress towards quality goals can be evaluated. By reducing variability, managers will be able to reduce costs and thereby increase cash savings.  The reduction in variability and costs will be seen in the improvement of profits and quality.3

Traditional approaches for modeling economic production lot-sizing problems assume that a single, fixed equipment setup cost is incurred each time a product is run, regardless of the quantity manufactured. Economic Production Lot Sizing with Periodic Costs and Overtime  by Robinson, E Powell Jr,  Sahin, Funda (2001). This permits multiple days of production from one production setup. In this paper,model extends to consider additional fixed charges, such as cleanup or inspection costs, that are associated with each time period's production. 

This manufacturing cost structure is common in the food, chemical, and pharmaceutical industries, where process equipment must be sanitized between item changeovers and at the end of each day's production. The study proposes  mathematical problem formulations and optimization algorithms. The models' unique features include regular time production constraints, a fixed charge for each time period's production, and the availability of overtime production capacity. Experimental results indicate the conditions under which our algorithms' performance is superior to traditional approaches.The procedures  are also test on a set of lot-sizing problems facing a national food processor and document their potential economic benefit.4 

Activity Based Costing (ABC) is costing by activities. In this case, activities are those regular actions performed inside a company. "Talking with customer regarding invoice questions" is an example of an activity performed inside most companies. Complexity of Activity-Based Costing by David E. Platt, Kristy L. Towry (2003) that helps in thoroughly understand the ABC analysis The study focuses that ABC can be more complex because of three main reasons:  

·    The mechanics of ABC are far more complex than these simple examples indicate;

· Many of the design choices required in an ABC system, which are critical to the cost-benefit decision, are omitted from the simple examples; 

· Without adequate detail, it is hard to see how economic consequences arise from the choice of costing systems.5
Activity-Based Costing versus Volume-Based Costing by Mohamed E.A. Hussein, Kinsun Tam (2003) focuses on the allocation of support costs to products in a manufacturing company that has two plants, a labor-intensive machine shop and an automated-machine-intensive plant. The outcomes of this study are: It works through two cost centers using volume-based allocations and ends with an activity-based cost (ABC) system. The ABC system has an alternative that treats non- manufacturing costs, such as marketing and design and engineering costs, as products costs. 

 
It focuses on the conceptual and computational differences between traditional volume-based systems and ABC systems and recognizes the fact that significant portions of support costs in multi-product organizations are not volume-based. It also illustrates the importance of marketing, customer support, and design and engineering support in measuring the profitability of products and/or customers.6 

    
According to Brimson (1998), feature costing is becoming the alternative to activity-based costing (ABC).  Feature costing helps reduce company cost and improve performance due to less data needed to create the product cost. Conventional overhead cost methods provided distorted cost because that data on financial performance is received too late for errors to be corrected.  Also, the conventional method arbitrarily assigns managers with the responsibility of accounting for cost that they have no control over.  Activity-based costing was developed to help improve the deficiencies of conventional overhead costing. Unfortunately, activity-based costing can become so detailed and complex that it is hard to create and maintain.  Feature costing provides the same great advantages of activity-based costing that is easy to use. 

The steps to conduct feature costing are to determine the Product Features, the Activity Routing Associated with Each Product Feature, the Cost of Each Activity, Product Characteristics that Will Cause the Process to Vary, How Much the Product Characteristics Cause the Process to Vary, Associate Features and Characteristics to Products, Adjust the Activity Cost Based on the Product’s Features and Characteristics. All costs that were determined are added together to compute the final product cost. 

The author lists several advantages of feature costing over the conventional overhead allocation method and activity based costing method.  One advantage is that feature costing uses the process management model.  This model allows for a better understanding of product costing.  Another advantage of feature costing is the ease of use over previous methods.  This is due to the fact that less data is needed to calculate the product cost.  The last advantage is that feature costing determines the factors that cause a variation to happen.  This allows for improvements to be made to the product process.  The author quotes, "Feature costing is a logical next step in the evolution".7

Demmy, S. and J. Talbott (1998) support the integrated approach of Activity Based Costing (ABC) and Theory of Constraints (TOC) in the article. Traditional TOC allocates only direct material to products. The remaining costs, which are assumed to be fixed, are allocated using the throughput margin per unit (similar to contribution margin).Under the TOC approach, an organization would never drop a product line that covered its raw material and constrained opportunity costs.  Traditional ABC allocates all costs, fixed and variable, to products.  Under the ABC approach, because low volume products are over cost, a company may drop the incorrect product line.

Integrated approach allocates all significant variable cost to the product, and segregates the remaining cost into direct and indirect. The former is traced directly to the individual product and the latter is traced using cost drivers.  Under the integrated approach, the contribution to indirect activities amount would indicate the reduction in indirect activities that would have to take place in order to justify dropping the product line. The authors asserts that, “the integrated approach provides a more accurate estimate of truly variable cost than the standard TOC approach and addresses the distinction between direct and indirect fixed cost. ABC is then used for all significant indirect fixed cost. This approach requires much less effort than standard ABC and provides more information than the standard TOC.8

According to Clinton and Keys (2005), dynamic, complex organizations need cost management systems that are dynamic, integrated and comprehensive. Resource consumption accounting (RCA) is presented as a system that fits this description combining German cost management with activity-based costing and focusing on resources rather than cost objects.  RCA can be applied as a complete system, can be implemented incrementally, and can be used subjectively without changing the current system.  It should be considered if a company has unplanned wasted resources, complaints from managers related to charges for idle capacity costs, distorted decisions related to products, a shortage of resources, under costing of resources in cost planning, inadequate information for outsourcing decisions, or lack of information for performance evaluation.

RCA is resource focused, but comprehensive. It recognizes reciprocal resources and services including drivers for all resource pools and consumer interrelationships. Capacity for all resources is defined in terms of theoretical or practical volume so that idle or excess capacity becomes visible and is not charged to products or other cost objects. Simultaneous allocations are made to recognize both reciprocal and nonreciprocal relationships.  RCA decouples output from dollar valuation by using a quantifiable output measurement for each resource pool. According to the authors, this decoupling provides a clear distinction between resource consumption and cost assignments, and facilitates both capacity analysis and variance analysis.  RCA recognizes that costs are either fixed or proportional in terms of resource consumption.  The steps included in RCA budgeting and planning are: to determine resource pool level unit standards, to determining resource output consumption unit standards for consumers, to estimating planned resource output demand and to convert planned resource output demand into monetary terms.9

Cost-Volume-Profit analysis is a planning tool which is extremely useful in predicting sales and profit levels given a certain cost structure Burch (1994). Traditional CVP analysis has been applied largely to manufacturing enterprises which have a tangible product base (e.g., furniture). However, the concept itself is applicable to service enterprises such as banking, insurance and other financial service industries. The paper will outline the basic CVP model and thereafter demonstrate its applicability and related complexities to the banking sector.10

Banking is an industry which does not provide a tangible product but rather a financial service. Planning is an extremely important component of organizational activity due to the volatility of the financial markets in general. The study captioned Cost-volume-profit analysis: Uses and complexities in a bank by Basu, Onker N,  Conrad, Edward J (1994), uses the quantitative technique like sensitivity analysis  as its core tool.11

Guaranteed cost control is a method of synthesizing a closed-loop system in which the controlled plant has large parameter uncertainty. Adaptive guaranteed cost control of systems with uncertain parameters paper gives the basic theoretical development of guaranteed cost control, and shows how it can be incorporated into an adaptive system.This study was conducted by Chang, S. Peng, T.(1972).
 The uncertainty in system parameters is reduced first by either: 1) on-line measurement and evaluation, or 2) prior knowledge on the parametric dependence of a certain easily measured situation parameter. Guaranteed cost control is then used to take up the residual uncertainty. It is shown that the uncertainty in system parameters can be taken care of by an additional term in the Riccati equation. A Fortran program for computing the guaranteed cost matrix and control law is developed and applied to an airframe control problem with large parameter variations.12 

CONCLUSION


The review has helped the researcher to gain knowledge about the topic.  It has also helped the researcher to know the various perceptions of the other researchers in the field and has also helped the researcher to know the various methods and techniques used by them in handling the problem that are prevailing in the field.
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RESEARCH METHODOLOGY

“All progress is born of inquiry.  Doubt is often better than overconfidence, for it leads to inquiry, and inquiry leads to invention” – Hudson Maxim
Research in common parlance refers to a search for knowledge.  Research can be defined as a scientific and systematic search for pertinent information on a specific topic.  It is an art of scientific investigation.  The inquisitiveness is the mother of all knowledge and the method, which man employs for obtaining the knowledge of whatever the unknown, can be termed as research.  As such the term ‘research’ refers to the systematic method consisting of enunciating the problem, formulating a hypothesis, collecting the facts or data, analyzing the facts and reaching certain conclusions either in the form of solutions towards the concerned problem or in certain generalizations for some theoretical formulation.

Research methodology is a way to systematically solve the research problem.  It may be understood as a science of studying how research is done scientifically.  It is referred to the research methods considering the logic behind the methods that are used in the context of a research study and explaining the reason for using a particular method or technique and the reason for not using others, in order that the research results are capable of being evaluated either by the researcher himself or by others.

Thus, increased amounts of research make progress possible.  Research inculcates scientific and inductive thinking and it promotes the development of logical habits of thinking and organization.  

RESEARCH DESIGN




The research design is of descriptive and analytical in nature as the present state of affairs is analyzed and described using the past and existing information.

DATA COLLECTION METHODS


The data are secondary in nature and are collected from the annual reports provided by the company.

PERIOD OF THE STUDY


The study has undergone for a period of 5 years balance sheet from 2004 to 2008.

TOOLS FOR ANALYSIS


The tools adopted for the study to analyze and interpret the cost analysis and control, are:

· Regression analysis

· Ratio analysis

ANALYSIS AND INTERPRETATION

The term analysis refers to rearrangement of the data given in the financial statements  i.e. simplification of data by methodical classification of the data given in the financial statements.  Interpretation refers to explaining the meaning and significance of the data so simplified.

Both analysis and interpretation are interlinked and complimentary to each other.  Analysis is useless without interpretation and interpretation without analysis is difficult or even impossible. Thus, to make the presentation of information more purposeful and meaningful, both analysis and interpretation are to be considered.

4.1 INVENTORY ANALYSIS

4.1.1 ABC Analysis

Materials are divided in to three categories for the purpose of exercising selective control on materials. An analysis of the material cost will show that a smaller percentage of items of materials in the stores may contribute to a large percentage of value of consumption and, on the other hand, a large percentage of items may represent a smaller percentage of the values of the items consumed. Between these two extremes, there falls the item whose percentage is more or less equal to the value of consumption. This is called Activity Based Control.  Items falling in the first category are treated as “A” and second category as “B” and the third category as “C”.

ABC analysis measures the cost significance of each item of material.  It concentrates on important items, so it is also known as ‘Control by Importance and Exception’.  It is a scientific method of material control because it lays emphasis on discriminating control over different items of stores classified on the basis of the investment involved.  Thus, it is a system of selective inventory control.  The materials used by the company such as yarn, cloth, garment and sewing thread are categorized under ‘A’; materials such as kaja button, label, accessories and tag are categorized under ‘B’; and ‘C’ category materials are embroidery thread, tape. stickers and stationery.

4.1.2 VED Analysis

 
Vital Essential and Desirable analysis is used primarily for control of spare parts. The spare parts can be divided in to three categories – Vital, Essential and Desirable. The spares, the stock out of which even for a short time will stop production for quite some time and the cost of stock out is also very high are known as vital spares. 

 
The spares, the absence of which cannot be tolerated for more than a few hours or a day and the cost of lost of production is high and which are essential for the production to continue are known as essential spares.  The desirable spares are those spares which are needed but their absence for even a week or so will not lead to the stoppage of production.  A VED analysis analyses items based on their criticality to production, it can also be used for those items of materials which are difficult to procure.

But in this company, all the items are vital because the materials are determined based on the customer’s specifications. The absence of any raw material will lead to the stoppage of production and the customer’s requirement cannot be met.

 
Thus, strict control has to be exercised on all the materials that are stocked and order should be raised for the required materials.

4.1.3 FSN  Analysis

FSN analysis divides the items of stores into three categories in the descending order of importance of their usage rate.  F stands for fast moving items that are consumed in a short span of time.  S indicates slow moving items which are not issued at frequent intervals and are expected to be exhausted over a period of two years or more. N are non-moving items in which the consumption of such items is almost nil.

The classification of fast and slow moving items is determined on the basis of stores turnover and it helps in arrangement of stocks in stores and distribution and handling methods.

4.1.4 Perpetual Inventory System

It is a system of records maintained by the controlling department, which reflects physical movement of stocks and their current balance. It is a technique of controlling stocks by maintaining stock records such as bin cards in stores and stores ledger in accounts, in such a manner that the stock balance is available at any point of time i.e. perpetually. Under this system, stores balance is recorded after each transaction of receipt, issue or transfer. This facilitates regular stock verification physically, which obviates the stoppage of work for stock taking.

The operations of successful perpetual inventory system are as follows:

· Maintenance of bin card and stores ledger up-to-date

· Reconciliation of quantity balance shown by bin cards with that in stores ledger

· Continuous verification of physical stock with bin card quantity 

· Reconciliation of discrepancies arising out of physical verification, as well as comparison with stores ledger.

· Remedial actions to remove the cause of discrepancies 

· Correction of stock records.

The company verifies the stock with the entries in the stores ledger and time office register and also the physical verification of the stock is carried on by the Factory Manager. The factory Manager is responsible for the Management for any discrepancy in Stock position.

4.1.5 Inventory turnover ratio

Inventory turnover ratio is also called as stock turnover.  Every firm has to maintain a certain level of inventory of finished goods so as to be able to meet the requirements of the business. But the level of inventory should neither be too high nor too low. This ratio indicates the efficient utilization of Inventory.

 
 It indicates the number of times the stock has been turned over during the period and evaluates the efficiency with which a firm is able to manage its inventory.





]
Table showing Inventory turnover ratio from 2003-04 to 2007-08 and its variance:

TABLE 4.1.5

	YEAR
	COST OF GOODS SOLD

Rs.
	AVG.INVENTORY 

Rs.
	RATIO

X
	X=7.14
x=X-X
	x2

	2003-04
	24372416.27
	2530655
	9.63
	2.49
	6.2

	2004-05
	55967248.08
	9045836
	6.19
	-0.95
	0.9

	2005-06
	89200781.05
	15983940
	5.58
	-1.56
	2.43

	2006-07
	113821939.1
	18720547.96
	6.08
	-1.06
	1.12

	2007-08
	88412752.4
	27299022.32
	3.24
	-3.9
	15.21

	


  
	∑ x2=25.86





σ2=5.172

INTERPRETATION


The number of times conversion of stock in to sales had taken place is measured using this turnover ratio. Over stocking or under stocking of inventory is not healthy for any company. An optimum level of stock has to be maintained by the company. A low turnover ratio indicates the inefficiency of the concern. But at the same time high level is also not considered as efficient. In this case there is no standard rule of thumb. The stock turnover ratio is minimum in the year 2007-08 and maximum in the year 2003-04. The company has an average inventory turnover ratio of 7.14 times during the period under study which means there is a high turnover of ratio.  It shows that the inventory is turned into receivables cash through sales in a quick manner.  The variance for these five years is 5.172.

Chart showing Inventory turnover ratio from 2003-04 to 2007-08:

CHART 4.1.5
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4.1.6 Average inventory holding period

 
Average holding period of inventory indicates the relationship between average inventory and cost of goods sold per day.  The average inventory period is also referred to as Days Inventory or Inventory Holding Period.  Individual inventories should be looked at to find areas where the inventory, and inventory holding period, can be reduced. 


Table showing Inventory Holding Period from 2003-04 to 2007-08 and its variance:

TABLE 4.1.6

	YEAR
	AVERAGE INVENTORY

Rs.
	COST OF GOODS SOLD

Rs.
	NUMBER OF DAYS

X
	X=66.8
x=X-X
	x2

	2003-04
	2530655
	24372416.27
	38
	-28.8
	829.44

	2004-05
	9045836
	55967248.08
	59
	-7.8
	60.84

	2005-06
	15983940
	89200781.05
	65
	-1.8
	3.24

	2006-07
	18720547.96
	113821939.1
	60
	-6.8
	46.24

	2007-08
	27299022.32
	88412752.4
	112
	45.2
	2043.04

	
	∑ x2=2982.8







σ2=596.56
INTERPRETATION

 
The average time taken for clearing the stocks is measured using this turnover ratio.  From the above table, it is inferred that the holding period of inventory over the period under the study is high.  The holding period of inventory was maximum in the year 2007-08 and minimum in 2003-04.  The average inventory holding period is 66.8.  The variance is 596.56.

 
The company has to reduce the holding period of inventory otherwise it leads to increase in cost of sales.

Chart showing Inventory Holding Period from 2003-04 to 2007-08:

CHART 4.1.6


4.1.7 Material Cost

 
Material Cost refers to the cost of purchasing the raw materials required for manufacturing the final end product. It forms the significant part of total cost.  It is starting point from which the first operations start.  Out of all the factors of production, material because of its basic nature is the most flexible and controllable input.  It has two unique features:

· It is inventoriable and does not get waste and exhaust (unless it is deteriorated) with the passage of time as labour is wasted with the passage of time whether in use or not.

· Material can be purchased in varying quantities according to the requirements of the firm whereas other elements of cost like labour and other services cannot be easily varied once they are established.

Thus, cost and management experts should put in lots of efforts to control material cost.


Table showing percentage of material cost over total cost from 2003-04 to 2007-08 and its variance:

TABLE 4.1.7

	YEAR
	MATERIAL COST

Rs.
	TOTAL COST

Rs.
	COST %
	X=54.38
x=X-X
	x2

	2003-04
	27101426.27
	49957815.32
	54.25
	-0.13
	0.017

	2004-05
	71329910.08
	121335882.2
	58.79
	4.41
	19.45

	2005-06
	105805999.1
	189848865.4
	55.73
	1.35
	1.82

	2006-07
	134657817
	237738209.6
	56.64
	2.26
	5.1

	2007-08
	122174919.1
	262823276.2
	46.49
	-7.89
	62.25

	
	∑ x2=88.64








σ2=17.73

INTERPRETATION

          The table shows that the material cost percentage in the total cost has the similar trend over the years. The cost is maximum in the year 2004-05 and minimum in the year 2007-08.  The average cost incurred for material over the period is 54.38 per cent.  The variance is 17.73.  If the material cost occupies the major portion of the total cost the company cannot meet the other expenses but the cost incurred for materials by the company is quite fair.

Chart showing percentage and average percentage of material cost over total cost from 2003-04 to 2007-08:
CHART 4.1.7


4.2 LABOUR COST

      
Labour costs constitute a significant portion of the total cost of a product.  Labour cost may be excessive due to inefficiency of labour, more wastage of material by labour, high labour turnover, idle time.  Therefore economic utilization of labour is a need to reduce the cost.  Labour cost includes salaries, wages and benefits.


Table showing percentage of Labour cost over total cost from 2003-04 to 2007-08 and its variance:

TABLE 4.2

	YEAR
	LABOUR COST

Rs.
	TOTAL  COST

Rs.
	LABOUR COST OVER TOTAL COST

%
	X=1.29
x=X-X
	

x2

	2003-04
	410987
	49957815.32
	0.82
	-0.47
	0.22

	2004-05
	1234761
	121335882.2
	1.02
	-0.27
	0.07

	2005-06
	3131937.37
	189848865.4
	1.65
	0.36
	0.13

	2006-07
	3963161
	237738209.6
	1.67
	0.38
	0.14

	2007-08
	3410234
	262823276.2
	1.3
	0.01
	0.0001

	                                                      
	∑ x2=0.56






σ2=17.73

INTERPRETATION

         The table shows that the Labour cost does not fluctuate more over the years. The cost was maximum in the year 2006-07 and minimum in the year 2003-04.  The average labour cost per cent is 1.29 and the variance in labour cost over the period is 17.73 per cent.

          The Labour cost percentage to total cost is quite fair. The company can try to reduce if it is unable to meet the other costs.

Chart showing percentage and average per cent of labour cost over total cost from 2003-04 to 2007-08:
CHART 4.1.7


TREATMENT OF IDLE TIME

Idle time is the time for which the employer pays but from which he obtains no production. In this company, eight hours that a worker is supposed to put, the workers job card allows only 6 hours spent on the job, two hours is the idle time.  

Idle time is of two types:


· Normal Idle time:

This company visages only normal idle time. That is the time of wastage cannot be avoided and therefore the employer must bear the labour cost of this time. 

Treatment of the cost of normal idle time: It is unavoidable cost and as such should be included in the cost of production. 

· Abnormal idle time: 

It is the time, the wastage of which can be avoided if proper precautions are taken. 

Treatment of Abnormal idle time: The wages paid for the abnormal idle time is taken to the costing profit and loss account.

4.3 DIRECT EXPENSES

Direct expenses are those which can be identified with a particular product. They are directly related to the product. It includes all the expenditure that is specifically incurred for a particular product or process.

Such expense is charged directly to the particular cost centre or along with prime cost. 

Some of the direct expenses of the company include:

· Compacting, raising, heat setting and dryer

· Cone winding charges

· Cutting charges

· Dyeing and Bleaching charges

· Electricity charges

· Embroidery charges

· Fabrication charges

· Kaja button charges

· Printing charges

· Production expenses

· Stitching and conversion charges

· Wages

· Yarn rewinding expenses

Thus the company has to take effective measures to control the prime cost.  Wastage, defectives and spoilage has to be treated properly so as to reduce the cost of materials. Similarly measures should be taken to reduce the idle time.

4.4 REGRESSION ANALYSIS


Regression analysis reveals average relationship between two variables and makes possible estimation or prediction.  The term ‘regression analysis’ refers to the methods by which estimates are made of the values of a variable from a knowledge of the values of one or more other variables and to the measurement of the errors involved in this estimation process.  It attempts to establish the nature of the relationship between variables-that is, to study the functional relationship between the variables and thereby provide a mechanism for prediction, or forecasting.  The line describing the tendency to regress or going back is called Regression Line.  Regression equations, also known as estimating equations, are algebraic expressions of the regression lines.


It is a statistical device with the help of which we are in a position to estimate (or predict) the unknown values of one variable from known values of another variable.  The variable which is used to predict the variable of interest is called the independent variable or explanatory variable and the variable we are trying to predict is called the dependent variable or explained variable.  The independent variables are denoted by X1, X2 and X3, and the dependent variable by Y.  The analysis used is multiple regression analysis.

Table showing the relationship between direct material, direct expenses and indirect expenses over sales:

TABLE 4.4

	
	2007-08

Rs.
	2006-07

Rs.
	2005-06

Rs.
	2004-05

Rs.
	2003-04

Rs.

	SALES (Y)
	221018201.5
	209107215
	166840894
	108052032.4
	45602886.39

	DIRECT MATERIAL (X1)
	88412752.4
	113821939.1
	89200781.05
	55967248.08
	24372416.27

	DIRECT EXPENSES (X2)
	117338521.05
	76744715.95
	63270164.83
	33564810.37
	19250937.42

	INDIRECT EXPENSES (X3)
	23309836.04
	26335676.6
	20772701.55
	16441161.77
	3605451.63


Multiple regression equation:




INTERPRETATION


The above coefficients in the equation infers that there is an increase in sales by 0.70442 units for every one crore increase in direct material; an increase in sales by 0.90138 units for every one crore increase in direct expenses; and for every one crore increase in indirect expenses, the sales increases by 2.1299 units.

4.5 RATIO ANALYSIS 

A ratio is a simple arithmetical expression of the relationship of one number to another.  It may be defined as the indicated quotient of two mathematical expressions.  It provides clues to the financial position of a concern.  These are the pointers or indicators of financial strength, soundness, position or weakness of an enterprise.

Calculation of mere ratios does not serve any purpose, unless several appropriate ratios are analyzed and interpreted.  There are a number of ratios which can be calculated from the information given in the financial statements, but the analyst has to select the appropriate data and calculate only a few appropriate ratios from the same keeping in mind the objective of analysis.  The following are the four steps involved in the ratio analysis:

· Selection of relevant data from the financial statements depending upon the objective of the analysis.

· Calculation of appropriate ratios from the above data.

· Comparison of the calculated ratios with the ratios of the same firm in the past.

· Interpretation of the ratios.

The following are the ratios used for analysis:

4.5.1 Operating ratio

         4.5.2 Operating profit ratio

         4.5.3 Expenses ratio which includes cost of goods sold ratio, selling distribution cost ratio,     Administrative cost ratio and non-operating expenses ratio.

4.5.1 Operating ratio


Operating ratio establishes the relationship between cost of goods sold and other operating expenses on the one hand and the sales on the other.  In other words, it measures the cost of operations per rupee of sales.  The ratio is calculated by dividing operating costs with the net sales and it is generally represented as percentage.  Operating cost can be found by adding operating expenses to the cost of goods.  Operating expenses consist of administrative and office expenses and selling and distribution expenses.





Table showing operating ratio from the period 2003-04 to 2007-08:

TABLE 4.5.1

	YEAR


	COST OF GOODS SOLD

Rs.
	OPERATING EXPENSES

Rs.
	SALES

Rs.
	OPERATING RATIO



	2003-04
	24372416.27
	3605451.63
	45602886.39
	61.35

	2004-05
	55967248.08
	16441161.77
	108052032.4
	67.01

	2005-06
	89200781.05
	20772701.55
	166840894
	65.92

	2006-07
	113821939.1
	26335676.6
	209107215
	67.03

	2007-08
	88412752.4
	23309836.04
	221018201.5
	50.55


INTERPRETATION

 
Operating ratio indicates the percentage of net sales that is consumed by operating cost.  When the operating ratio is higher, it is the less favourable, because, it would have a small margin (operating profit) to cover interest, income-tax, dividend and reserves.  There is no rule of thumb for this ratio as it may differ from to firm depending upon the nature of its business and its capital structure.  However, 75 to 85 per cent may be considered to be a good ratio in case of a manufacturing undertaking.   The above table infers that the operating ratio has the same trend over the period though there was a decreasing trend in 2007-08 of 50.55 per cent; the average operating ratio of the company is 62.37 which is also quite fair.

Chart showing operating ratio from the period 2003-04 to 2007-08:

CHART 4.5.1
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4.5.2 Operating profit ratio


This ratio is calculated by dividing operating profit by sales.  Operating profit is calculated as: 

Operating Profit =   Net Sales – Operating Cost

Operating Cost = Cost of Goods Sold + Administrative and Office Expenses + Selling Distribution Expenses


Table showing operating profit ratio from the period 2003-04 to 2007-08:

TABLE 4.5.2

	YEAR


	COST OF GOODS SOLD

Rs.
	OPERATING EXPENSES

Rs.
	SALES

Rs.
	OPERATING

PROFIT RATIO



	2003-04
	24372416.27
	3605451.63
	45602886.39
	38.65

	2004-05
	55967248.08
	16441161.77
	108052032.4
	32.98

	2005-06
	89200781.05
	20772701.55
	166840894
	34.08

	2006-07
	113821939.1
	26335676.6
	209107215
	32.97

	2007-08
	88412752.4
	23309836.04
	221018201.5
	49.45


INTERPRETATION

 
Though the profit from the operations has been fluctuating, the above table shows that, the same trend was prevailing from the period 2004-05 to 2006-07.  The operating profit over sales is maximum in the year 2007-08 which is of 49.45 per cent and minimum in the year 2006-07 having 32.97 per cent.

Chart showing operating profit ratio from the period 2003-04 to 2007-08:


CHART 4.5.2
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4.5.3 Expenses ratio

Expenses ratios indicate the relationship of various expenses to net sales.  The operating ratio reveals the average total variations in expenses.  But some of the expenses may be increasing while some may be falling.  Hence, expense ratios are calculated by dividing each item of expenses or groups of expenses with the net sales to analyze the causes of variation of the operating ratio.  The ratio can be calculated for a group of items of a particular type of expense like cost of sales ratio, administrative expenses ratio, selling expense ratio, material consumed ratio, etc.  The lower the ratio, the greater is the profitability and higher the ratio, lower is the profitability.  For a fixed expense like rent, the ratio will fall if the sales increase and for a variable expense, the ratio in proportion to sales shall remain nearly the same.

· Cost of goods sold ratio = [Cost of goods sold/Sales] X100

· Administrative & Office Expenses ratio = [Administrative & Office Expenses/Sales]      X 100

· Selling & Distributive Expenses ratio = [Selling & Distributive Expense / Sales] X 100

· Non-Operating Expenses ratio = [Non-Operating Expenses / Sales] X 100

Table showing average percentage of various expenses over sales from the period    2003-04 to 2007-08:

TABLE 4.5.3

	YEAR


	2003-04
	2004-05
	2005-06
	2006-07
	2007-08
	AVERAGE RATIO

	SALES

Rs.
	45602886.39
	108052032.4
	166840894
	209107215
	221018201.5
	

	COST OF GOODS SOLD

Rs.
	24372416.27
	55967248.08
	89200781.05
	113821939.1
	88412752.4
	50.62

	ADMINISTRATIVE EXPENSE

Rs.
	1640300.95
	6307183.07
	8932311.8
	14192237.62
	10424315.67
	5.26

	SELLING & DISTRIBUTION EXPENSES          Rs.
	951805.12
	4653591.5
	4916155.9
	5179814.58
	4936009.13
	2.81

	NON-OPERATING EXPENSES          Rs.
	1013345.56
	5480387.2
	6924233.85
	6963624.4
	7949511.24
	3.67


INTERPRETATION

 
The above table infers that the amount spent on cost of goods sold is comparatively less during the year 2007-08.  This shows that the company had a good control over the cost during the year.  Other expenses such as administrative & office, selling & distribution and non-operating expenses faced only less fluctuations over the period under study.  The average ratio of cost of goods sold for these five years holds 50.62 per cent over sales; administrative expenses hold 5.26 per cent; incurred 2.81 per cent of cost for selling and distribution; and 3.67 per cent of cost for non-operating expenses over sales.
Chart showing average percentage of various expenses over sales from the period     2003-04 to 2007-08:

TABLE 4.5.3
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4.6 COST CONTROL AND MANAGEMENT

4.6.1 COST CONTROL


Managements are facing problems of survival because of acute competition.  Only those organizations can meet the competition effectively and have a hold on the market, which are in a position to keep their cost minimum.  Cost accounting can be instrumental in this regard by eliminating all inefficiencies and wastages by exercising cost control.


Cost control is defined as the regulation by executive action of the cost of operating an undertaking particularly where such action is guided by cost accounting.  The terms ‘regulation’ and ‘executive action’ indicate conscious attempt of regulating the cost on the basis of predetermined ideas about what cost should be.  It is only when costs are predetermined i.e. a system of standard costing is in operating, that cost control measures can give their best.  Thus, cost control aims at reducing inefficiencies and wastages and setting up predetermined costs and in achieving them.  It is exercised through setting standards or norms or targets and comparing actual performance therewith with a view to ascertaining deviations from set targets or norms or standards and taking corrective action to ensure that future performance conforms to the set standards or norms or targets.

Cost management is a strategic process that focuses on the customer and on profitability. Cost cutting is short sighted and random and is not based on the company's business strategy. It is usually a reaction to immediate problems and not well thought out.  While cutting costs will appease a short-term need, the process will have to be repeated in the near future because the real problems were not solved; only the symptoms were dealt with. Managing costs does not focus on cost cutting, it entails waste elimination. 

When companies cut costs, they wind up hindering their development and growth. Managing costs focuses on eliminating unnecessary expenditures (waste) while focusing resources on the customers. It is estimated that most companies are wasting about 30% of their expenditures on items that do not have any impact upon their customers.
Controlling costs through short-term cost cutting leads a company to non profitability. Cost management will ensure long-term growth and profitability. Controlling expenses becomes more important when spreads shrink. While heeding tried-and-true cost controls, credit union executives also keep an eye open to new methods that keep the bottom line healthy.

· Make a commitment to control expenses with systematic, periodic planning.

· Establish an expense-control task force.  Generate a good chart of accounts.

· Compare operating expenses with peers and competitors using expense-to-asset ratios.

· Classify expenses by uncontrollable (taxes, automated teller machine costs) long-term controllable (rent, computers, salaries) and short-term controllable (office supplies, telephone charges, postage, and marketing expenses)

· Rank operating expenses by expense-to-asset ratios.

Review expenses according to the following schedule:

1. Daily: Short-term controllable expenses in the top 20% of expenses. 

2. Monthly: Long-term controllable expenses in the top 20% of expenses. 

3. Quarterly: All other short-term controllable expenses. 

4. Semiannual: All other long-term controllable. 

5. Annual: All uncontrollable. 

Identify the strengths and weaknesses in terms of controlling expenses by individual expense categories. Set goals for each expense item. Make someone accountable for each expense item. Establish procedures for reviewing progress toward goals.


The following steps should be taken in an effective system of cost control:

(i) For an effective system of cost control, the firm should have a definite plan of organization.  Authority and responsibility of each executive should be clearly defined.  Targets for performance of work as well as the cost to be incurred for the purpose should be laid down for each area of responsibility so that responsibility may be fixed for the deviation of actual cost from the predetermined cost.

(ii)  Costs should be collected for each area of responsibility.  One of the recent developments in the field of managerial accounting is the responsibility accounting which is helpful in exercising cost control.  It tries to control cost in terms of the persons responsible for their incurrence.  It is a method of accounting in which costs are identified with persons responsible for their control rather than with products or functions.  Reporting of efficiency or inefficiency displayed by each person should be prompt.  Information delayed is information denied.  If a considerable time elapses between happening of events and reporting, opportunity for taking appropriate action may be lost or some wrong decisions may be taken by management in the absence of information.

(iii)  The report should draw management’s attention to exceptionally good or bad performance so that management by exception may be carried out effectively.  The aim should be to bring to light the factors leading to increase in cost rather than to punish people to take the remedial action to improve the performance in future.

(iv)  Good performance should be handsomely rewarded so that workers may be motivated towards better performance.

(v)  For an effective system of cost control, there should be effective budgetary control and there should be proper setting of standards.  Budgets and standards should be fixed with realism.  Cooperation of all persons who are to achieve the budgeted results or standards should be secured in preparing budgets or setting up standards to get their willing involvement in achieving the desired results.

4.6.2 COST MANAGEMENT


Cost management is an integral part of profit planning and total management of an enterprise.  A cost management system is a management planning and control system with primary objective of producing quality goods and services at the lowest possible cost.  Cost management is a dynamic management accounting which identifies, plans and controls resources consumed in achieving certain activities, with the effectiveness of utilizing these resources and suggesting the alternative courses of action.  Thus, it oriented towards innovative and better management of costs of men, materials and machines including methods (techniques) and minutes (time).


The managing of a company’s cost structure is consciously choosing to invest in selected expenditures that will achieve a specific revenue system.  This is a proactive process, whereas cost cutting is a reactive process.  Managing costs is inherently more effective.  This effectiveness involves doing the things that optimize the results of a company’s overall activities.  Reactive cost cutting may add some efficiency, but it does not optimize the company’s business process or its results.


The following steps should be taken in an effective system of cost management:

(i) Finding the causes of cost and revenue structure of the business

This is the most critical item in cost management as many companies do not have accurate information on what their true costs are.  A company must identify exactly where its revenue comes from – products, services, customers and sales channels.  After that it must identify the specific costs that produce its revenue stream.  Eventually, a company must identify overhead costs and costs not directly linked to revenue generation.

(ii) Reducing inter-functional complexity

In any organization, the operations of one department are influenced by other parts of the company.  For instance, marketing has an influence on inventory levels, which effect warehousing and transportation costs.  The complex cause-and-effect relationships must be sorted out.  Reducing complexity means constantly questioning what work is done, and how it can be done more efficiently.  A basic flow chart of the company’s work flow can be very helpful in understanding how things actually get done.  It will probably also show that there are a number of extra, unnecessary steps involved in the company’s processes.  Look for ways to get the right information to those who need it as quickly as possible.


(iii)  Providing the tools to manage costs

Provide the skills (i.e. decision-making, problem-solving, team-building, and other thinking skills) that will enable employees to better understand how to control costs, improve quality and productivity and enhance performance.  Most people want to do a good job.  When a company invests in their employees by educating them, the employees will be better able to do a good job.

(iv)  Involve employees in decisions

Employees will need to understand the company’s objectives and have accurate cost information.  Soliciting input from the employees will not only give management a better understanding, but it will give employees more incentive to become involved.  Companies that actively solicit suggestions from their employees will undoubtedly find better and more cost effective ways to do things.

(v) Increasing effectiveness and continuously improving costs

Redefine the company’s cost structure to select the costs that generate profit.  Cost management must become standard operating procedure.  Management and employees must be constantly identifying opportunities for eliminating or reducing unprofitable work.  When a company only incurs costs that are specifically linked (with reasonable overhead) to revenues, they will be maximizing their profitability.  A company may need to eliminate departments, or it may need to consolidate or even expand departments based upon where their spending generates revenue.

(vi)  Measuring decisions against the strategic business plan

Every company needs to have a long-term business strategy.  Cost management should be part of the strategy and be influenced by the strategy.  Cost decisions should be measured against the company’s strategy, rather than a current short-term situation.  A company should not buy an excessive amount of inventory because the manufacturer has lowered the price to get rid of it.  The company should be buying the amount it needs to satisfy its customers.

SUMMARY

5.1. Findings

1. The Inventory turnover has increased more 2003-04 which implies that the company has good stock turnover in that year.

2. The Company has faced a fluctuating pace over the period in conversion of inventory into sales.

3. The company has spent a lot in material during the year 2007-08.The company has concentrated more on the better outcome of its products.

4. The Average holding period of inventory is on an increasing trend. The   Company has made quite fair sales during the period.

5. The amount spent on salary, wages and other benefits are increasing, and this shows that the company is paying its employees well in order to survive in this competitive world.

6. The amount spent on direct expenses forms a significant part of the final product and the cost cannot be reduced on it.

7. Among the costs incurred, the amount spent on indirect expenses affects the sales price more. 

8. The operating ratio during the period poses a same pace holding an average of 62 per cent and this is highly favourable for the company.

9. Over the period, the performance of the company is quite fair.

    5.2 Suggestions

1. The company has to maintain the optimum level of inventory to meet out the day-to-day requirements.

2. The company can follow Inventory control techniques like Activity Based Control and Vital Essential Desirable techniques.

3. The company should prepare budgets periodically, which helps them to forecast their inventory to be maintained.

4. JIT  purchase of raw materials will help in avoiding the money spent on  purchasing and storing of raw materials

5. Inventory report has to be prepared so as to inform the management about the latest stock position of different items

6. The labour incentives should be paid based on their efficiency of performance.

7. The company must realize that labour hours is the key factor and take measures to retain its employees.

8. The wastage cannot be avoided. It is negligible as it is less than 2%. 

9. Good control is required on indirect expenses as the cost on material and direct expenses can be reduced only to some extent. 

10. The company should follow strict supervision and create awareness about cost consciousness among workers.

5.3 Conclusion

 
In the study, an attempt was made by the researcher to analyze the Cost and the methods to Control them and this has been practiced with reference to Jeevitha Textiles, Tirupur.  The various issues and the problems prevailing have been dealt effectively and suitable suggestions have been given for the betterment of the company.

  
The wider the gap between the two varying factors such as sales and cost, the larger is the profit.  In this competitive environment, it may not be possible to increase the sale price without its having adverse effect on the sale volume which in turn reduces profit.  The profit can be maximized by reducing costs through economies. Thus, those economies are to be utilized very judiciously by reducing waste in order to have a control over the cost. 

Further we can create awareness to the group of persons who are working in the company about the cost and quality consciousness. These factors will help the management to a great extent in aiding the company to prosperous.  

It is clear from the study that the management of the company can make betterment, by analyzing the various costs efficiently using appropriate techniques and controlling them. 

.
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