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Abstract
The present study is an effort to find out the total cost in making ghee. The total cost implies
the cost of procurement, processing, packing, storage, distribution and marketing cost of
milk. I collect the complete data from both the milk plants and first of all analyze the data to
find out that which is more profitable for the plants i.e. the sale of milk or sale of ghee and
secondly I compare all heads of both the plants to find out which plant earn more profit and
how. The study will help to find out how a milk plant can earn more profit by reducing cost
in some heads expenditures.
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INTRODUCTION
Milk is procured, processed and sold by various agents involved in the dairy business from
the point of production to consumption either as fresh liquid milk or processed milk products.
Conventionally, these agents engaged in milk marketing have been classified into ‘Organized
or Formal’ and ‘unorganized or Informal’. Broadly, the dairy cooperatives, Government run
milk producing units and large private dairies such as Nestle, Smith Kline, and Heritage are
classified as ‘Formal’ sector where as village vendors, local halwais, bhattawalas, curd and
tea shops, contractors and small-scale private dairies are classified as ‘Informal’ segment.
Although the share of organized market has steadily increased over the last four decades, the
informal sector still accounts for a very large proportion of marketed milk in the country.
Total cost is a function of six cost factors viz., Procurement, processing, packing, storage,
distribution and marketing costs. For the study I have taken two dairy plants of Haryana cooperative society i.e. Vita milk plant Rothak and Jind milk plant Jind.
MATERIAL AND METHODS
For the study, yearly data has been collected from the plant. The data were recorded for the
ten years period, beginning from 2000-2001 to 2009-2010. The data regarding prices of
inputs like fuel, packing material, chemicals detergents, etc. of milk or milk products, the
depreciation schedule of the plants, machinery and equipments along with the trading and
operating statements and profit and loss accounts were also recorded from the accounts
section of the plant. Similarly, details of manpower utilized were obtained from the
administration section whereas yearly milk procurement figures along with the expenditure
on different heads were noted from the procurement section of the plants under study.
Information on capacity of various machineries and equipments and electric power in
kilowatt consumed were obtained from the engineering sections. The information regarding
steam/water and refrigeration also recorded from the same section. Overall and product wise
capacity was obtained from the office of the factory manager of each plant. Furthermore, the
concerned quality control in charges were approached for obtaining data regarding the
consumption pattern of chemicals and glass wares in testing milk and milk products, number
of sample tested per batch of the product and detergent and sanitizer used in the cleaning and
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sanitizing of the plant machinery and equipment. The quantity of milk and milk products
sold, and their prices were noted from the store and sales sections. The quantity of milk
products stored in the godown was noted from the office of store in-charge/manager.
COSTING METHODOLOGY
After the collection of data the cost analysis of processed milk and milk products, from the
three distinct categories of resources employed in a multiproduct factory; the first involves
the resources which are exclusively used for a particular product, for instance, butter papers
are used for butter packaging only. The second type of resource constitutes those which have
multiple utility for many products and their requirements are exacted by the technology
requirement of the concerned product manufactured, for example, use of raw milk as raw
material and laboratory chemicals has been calculated proportionately for each single
product. The third and the most important category includes such resources as cannot be
accounted for in respect of their proportion of their utilization, e.g., fuel and electricity and
detergent , etc. such expenses are known as joint costs. The precision of cost estimation of
milk products depends upon precision of the apportionment of the third category of the
resources among different milk products. In the present context, the joint items of expenses
were apportioned on appropriate basis for different modes of utilization. For cost analysis,
different items of cost were grouped into six cost factors, i.e., procurement, processing,
packaging, packaging & storage, distribution and marketing costs as shown below:
COST FACTORS:
A) PROCURREMENT: the procurement cost of raw milk included various cost
components, described as follows:
a) Society Commission
b) Head Load charge
c) Transportation
d) Chilling
e) Repair and maintenances
f) Establishment
g) Interest and Depreciation
h) Miscellaneous
B) PROCESSING: All the expenses incurred on processing of milk, right from the
point of the receipt of milk at the reception dock till it is converted into final
product, fall under this head .The cost item in this category are as follows:
i)
Fixed costs This group is constituted by the costs which are fixed in
nature and are not directly affected with the quantity of products handled.
The fixed cost components are as follows:a) Management, Administration and Office
b) Depreciation on building
c) Interest on building
d) Deprecation on Machinery
e) Miscellaneous
ii)
Variable costs The costs which are directly related to the production have
been included in this group and explained as below:a) Electricity
b) Steam
c) Refrigeration
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d) Repair and maintenance
e) Labour and Supervision
f) Quality control
g) Detergent and Sanitizer
C) PACKAGING: Expenditure on packing material, salary and wages of the section
staff, electricity, office and administration, repair and maintenance, interest and
depreciation on building, machineries and equipments of the packing section
constitute this group. The basis for apportionment of this cost to the products was
the value of the packaging material used for a particular product.
D) STORAGE: This group was constituted by the cost incurred on salary and
wages, repair and maintenance, office and administration, electricity,
refrigeration, interest and depreciation on godown’s building and equipment and
the rent paid for the hired godown. The apportionment base was the quantity and
time for keeping the milk product in the store. Fluid milk products were not stored
in the godown.
E) DISTRIBUTION: The processed milk products manufactured by the plants were
sold in the market and/or transferred to the other processing units under
NMG/SMG schemes on government conditions. Thus cost of distribution of milk
and milk products for both the distribution channels was estimated separately. The
cost groups for both the channels are as follows:
a) Transportation
b) Selling
c) Market sale
d) Inter unit sale
F) MARKETING: This section was constituted by the cost incurred on publicity
through various sources like; news papers, magazines etc.
RESULT AND DISCUSSION
Total cost of the ghee has been presented in table below. Perusal of the table reveals that
total cost of ghee was Rs. 1897.88 to Rs. 2285.55 per hundred kg at plant A (Vita dairy
plant, Rohtak) during 2000-01 and 2009-10 respectively. The corresponding figures at
the plant B (milk plant Jind) were Rs.1984.20 and Rs. 2504.24 Sangu (1993) observed
the production cost of ghee was (Rs. 4404.17 & Rs. 5261.87) and (Rs.4184.39 &
Rs.5382.84) per hundred kg. The share of processing cost in the present study towards
the total cost was the highest and accounted for 22% to 34% at plant A and 32% to35% at
plant B during the study , followed by procurement cost 14% to 18% at plant A and 14%
to 19% at plant B.
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PLANT A
FACTORWISE TOTAL COST OF GHEE
Rs./100 kg
COST
2000-01
FACTOR/YEAR
1.
277.35
PROCUREMENT
557.73
2.PROCESSING
85
3.PACKAGING
200
4.DISTRIBUTION
12.8
5.MARKETING
TOTAL
1132.88

2001-02

2002-03

2003-04

2004-05

2005-06

2006-07

2007-08

2008-09

2009-10

307.14

332.74

291.27

361.21

418.51

387.61

336.57

329.32

378.62

610.68
88
207
13.8
1226.62

647.15
90
213
14.55
1297.44

548.67
91
217
15.3
1163.24

800.11
94
225
15.9
1496.22

689.03
96
231
17.5
1452.05

642.26
98
243
18.6
1389.48

494.34
99
247
19.8
1196.71

468.02
102
259
22.4
1180.74

572.43
104
267
24.5
1346.55

PLANT B
FACTORWISE TOTAL COST OF GHEE
Rs./100 kg
COST
2000-01
FACTOR/YEAR
1.
347.10
PROCUREMENT
674.47
2.PROCESSING
85
3.PACKAGING
4.DISTRIBUTION 100.12
12.52
5.MARKETING
TOTAL
1219.20
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2001-02

2002-03

2003-04

2004-05

2005-06

2006-07

2007-08

2008-09

2009-10

372.88

371.99

382.23

431.40

398.55

364.09

374.54

360.27

374.62

689.44
88
110.14
13.15
1273.61

756.48
90
120.14
13.52
1352.13

704.48
91
130.12
14.15
1321.98

741.17
94
140.07
14.80
1421.44

736.61
96
150.07
15.56
1396.79

817.39
98
160.07
15.85
1455.39

804.43
99
170.08
16.40
1464.46

796.68
102
180.06
17.55
1456.55

880.64
104
190.05
18.93
1568.24
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Graph shows factorwise cost of Ghee at plant A
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4.DISTRIBUTION
5.MARKETING
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The distribution cost at plant B was almost half of plant A. marketing cost was almost
same but packaging cost was same for both the plants. The packaging cost contributes
6% to 8% and distribution cost contributes 15% to 21% at plant A and marketing cost
contributes almost 1% of total cost.
Graph shows factorwise cost of Ghee
G
at plant B
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CONCLUSION
The processing cost of plant B i.e. milk plant Jind is higher than processing cost of plant
A i.e. Vita dairy plant, overall processing cost is the highest cost among the other costs;
procurement cost is the second highest and almost same for both the plants. The least cost
is of marketing, if the plant emphasis on its marketing strategies and somehow introduces
new marketing plans then definitely plant will earn more profit. Distribution of the
product should be targeted to many more places so that the availability of the product will
be increased in the market and both the plants get more financial gains.
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