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Costing a Garment

 Unit 15 

1. Give short answers for the following questions:

 I. What is pre costing and final costing of a garment? 
Merchants prepare cost sheet with details cost break up such as raw material cost, manufacturing cost, overheads and margin. Costing is very a critical stage. Because whether a company will get order or not depends on their costing. If they garment cost is very high then manufacturer may lose the order and on other hand if factory keep their cost low, they will not earn profit from the order. Estimation of the garment cost should be done on data based. 

The pre-costing is an estimate made before the garment is adopted in the line. A designer keeps has to keep the costs of garments whithin the company's price range. It is all recorded and passed on to the costing department, that will estimate the wholesale price.
Final Costing is an exact calculation by the costing department, using the recorded costes provided by the designer(pre costing) for materials and labour. They may consult the designer for further information or to request  cheaper ways to produce the garment. A detailed cost analysis is made for each garment, including expenses for fabric, trims, cutting; labour, overhead, sales commission, and manufacturer's profit. The final cost is plotted on a cost sheet 
II. What is meant by freight?
The cost of shipping completed garments from the contractor to the manufacturer. Local or domestic deliveries are normally trucked. If the garments are imported, then a percentage of the air- or sea freight cost must be added to the cost of each garment. Sea transportation is cheaper and therefore adds less cost to the garment, but then valuable lead time is forfeited. The cost of shipping garments to the retailer is generally paid by the retail store (the receiver). But manufacturers must pay air freight if they are late with their delivery. 
 III. How is the whole sale pricing determined for a garment? 
The wholesale price is determined by adding the cost of labour, materials, and a mark-up. The mark-up covers sales commission (usually 7 to 10 percent), terms (an 8 percent discount to the retail stores if they pay their bills on time), overhead, and a profit, which is necessary for staying in business 
IV. What is meant by cost merchandising? 
When it comes to pricing, it is important to consider the other similar products available on the market, if two garments are very similimar it is more likely that the cheaper version will reach higher sales on retail levels.  In order to achieve a good sales target, the garment price should be in the same price range as the other similar products on the market. Occasionally a manufacturer uses a loss leader (a garment with a low markup) to attract buyers. 
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V. Explain the term ‘mark up’. 
 Mark-up is also expressed by some suppliers as “co-efficient of retail” – regardless of the way in which it is expressed essentially this is the multiplication factor that could be considered a reasonable “rule of thumb” to apply to the landed cost price of a product (the price of the product delivered to you) to determine the ideal retail price, usually EX VAT. Rarely this is expressed inclusive of VAT… watch out for that!
Mark up Example:A supplier quotes you £10 ex VAT landed cost for an item. This item is subject to VAT at retail. Your target ex VAT mark-up is 2…So, on your calculator you are tapping in:

1. 10 x 2 (that gives your ex VAT retail price, equal to the landed cost x mark-up).

2. Next, depending on the VAT rate, let’s assume 20% for simplicity of the numbers, you multiply by 1.2 (to allow for the uplift of the retail price due to VAT at 20% in this example)

The resulting target retail price is £24 including VAT…. In this example the mark-up is 2, but, once in a while someone may state the mark-up as 2.4 because they’re looking at the entire value difference between cost price and RRP (recommended retail price INC VAT)
VI. What is meant by budget apparel? 
The low end of the apparel spectrum with clothes, footwear, and accessories that retail at relatively low price points. Garments are typically at fair quality and at fair value. Often casual sportswear such as jeans and T-shirts falls into this category. However, the clothing category is not the primary issue at hand. For example, not all jeans or tees would qualify. Keep in mind that these silhouettes can be designed by high end designers and would too expensive to be for budget or mass market. It is important to think of the brand in addition to the garment type. Mass market apparel sometimes is a knockoff of higher priced designer items. “Knockoffs”,  refer to clothing with similar appearance but are sold at popular prices to the masses. It is important to note that “typically” the quality would be lower along with the price. The “mass market” segment received its name because it serves the “masses” (has a large consumer base). The mass market and budget driven stores typically buy in large quantities so they are able to keep retail prices low. Many designers are starting to turn to mass market retailers  to introduce lower-priced, but well-styled merchandise. Product sold at mass market is intended for broad consumption. Product is often derivations of popular styles and staples. This is the lowest price classification in which one would find advertised brand names. Prices are below average. Promotion of this price range to consumers is often based on value. Retailers in this space typically work on high volume and low profit margins. 
VII. How is the manufacturing cost calculated? 

Please See below 

2. Which costs are taken into account when calculating the overheads for manufacturing a garment? 
When you are making garment for export orders you should know correct method of costing your product. Secondly, what are the cost factors to be included to have complete cost? At the time product cost estimation actual figures are considered for direct material cost and actual direct labor cost. But for overhead cost a percentage of direct labor cost (overhead ratio) is considered in costing calculation. 
What is overhead cost: Costs those are not directly related to production volume. No matter how many garments factory produces or sales revenue factory generate, fixed cost to be met each month. These are fixed expenses or indirect cost required to operate a business. For example rent of the factory building, administration cost etc. Two types of overheads are there – fixed factory overhead and variable factory overheads. 
What costs are included under overheads: list of overheads may vary factory to factory based on organization structure. When you calculate overheads for a production factory only then factory has less overhead. On the other hand if you calculate overhead of a full phase company having marketing, design, sales and warehouse departments then you will have lot of other overhead parameter. Common overheads of a garment factory are like:
Building rent
Salary of the staffs and associate payroll costs
Electricity Bills
Utilities (Phone bill, internet bills)
Transport expenses
Expenses on consumables (Diesel, Chemicals for finishing department)
Administration cost (salary and travel cost for the managers, CEOs and Vps),
Employee welfare expenses
Stationary & printing (indirect material cost)
Professional and Legal expenses
Pantry expenses
House keeping
Overtime expenses etc.
For the actual list of overheads cost parameters of your factory you can contact to your accountant department.

 
 3. How the cost for the followings is calculated in the cost sheet?  Materials, cuttings, trimmings, construction, freight, labour
 Materials The total amount of yardage of each fabric needed for the garment is estimated and then multiplied by its cost per yard. The sum of these figures is the total material cost per garment. 
Cutting. When the cutting is delivered by a third party, the price will be negociated accordingly to the  the number of garments to be cut and their fee will be addded to that figure. If the cutting is done in house, then the figures will be calculated in accordance with the cutter's hourly wage (multiplied by the number o hours it takes to cut the garment). Cutting cost per dozen is figured by calculating how many dozen garments will be made, and dividing that number into the total cutting cost.
Trimmings. Unit costs are multiplied by the amount of trimmings needed for each garment. The sum of these figures is the total trimmings cost per garment. 
 Construction. Construction  consists all stages of producing the garment (sewing, finishing and hemming). Some companies break down labour costs by each operation.Some firms calculate the average time it takes to sew the whole garment and multiply that by the worker's hourly rate. 
Freight. Trucks are usually used or for domestic deliveries. If the garments are imported, then a percentage of the air- or sea freight cost must be added to the cost of each garment.
 Labour  normally some of the labour will be done in house, as it is can be closed monitored and cost less, the other operations are sent out to contractors
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