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Cost Accounting 

Objective 

The objective of the course is to familiarize the students with the basic cost accounting 

principles and practices. 

UNIT I 

Introduction: Nature and scope of cost accounting: Cost concepts and classification: 

Methods and techniques: Installation of costing system- cost sheet. 

UNIT II 

Accounting for Material: Material purchase- Inventory Levels – EOQ – Reorder Level - 

Maximum Level – Minimum Level – Average Stock Level – Emergency Level - Bin Card- 

Pricing of material issues: FIFO – LIFO – HIFO - SAM – WAM – Standard Price Method – 

Inflated Price Method – Base Stock Method – Specific Price Method - Treatment of 

material losses. 

UNIT III 

Accounting for Labour: Labour cost control procedure: labour turnover: Idle time and 

overtime- Methods of wage payment-time and piece rates- incentive schemes. 

UNIT IV 

Accounting for Overheads: A brief introduction of Allocation and apportionment of 

overheads – Primary Distribution and Secondary Distribution – absorption of overheads 

– Machine Hour Rate 

Unit V 

Cost Ascertainment: Unit costing: Job, batch and contract costing: Operating costing: 

Process costing [excluding inter-process profits, and joint and by products]. 

Text Book 

1. Arora M.N: Cost Accounting-Principles and practice: Vikas New Delhi. 

2. Jain S.P. and Narang K.L. Cost Accounting: Kalyani New Delhi. 

3. Cost accounting Text and Problems 12 edition - M C Shukla, T S Grewal and M P 

Gupta, S Chand Publication. 



Reference Books 

1. Anthony Robert, Reece, et al: Principles of Cost and Management Accounting 

Richard D. Irwin Inc, Illionis. 

2. Hongren, Charles, Foster and Datar: Cost accounting-A Managerial Emphasis; 

Prentice-Hall of India, New Delhi. 

3.  Dr. N. Gurusamy, Cost Accounting, Vijay Nicole Publications. 

 























































































Method Advantages Disadvantages

FIFO (First-

In, First-Out)

Simple and logical

Closing stock reflects current market 

prices

Accepted by most tax laws and 

accounting standards

Suitable where goods are perishable 

or time-sensitive

During inflation, results in higher 

profits and higher taxes.

Older cost does not match current 

revenues (mismatching cost 

concept).

LIFO (Last-

In, First-Out)

Matches latest costs with current 

revenues.

Reduces taxable income during 

inflation.

Useful in industries with non-

perishable goods

Closing stock is undervalued 

during rising prices. 

Not allowed under IFRS. 

More complex to maintain.

Simple 

Average 

Method

Easy to calculate.

Smoothens price fluctuations.

Does not consider quantities 

purchased.



Method Advantages Disadvantages

Useful when prices are stable or 

moderately varying

May not reflect actual inventory 

cost accurately

Weighted 

Average 

Method 

(WAM)

Considers both price and quantity.

More accurate than simple average.

Smoothens cost fluctuations. Suitable 

for bulk items with indistinct 

identity.

Slightly more complex calculation.

May not reflect exact market price 

if prices vary widely.

Cost layers not preserved
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UNIT III: ACCOUNTING FOR LABOUR 

Structure 

• Overview 

• Learning Objectives 

• 3.1 Labour Cost and Its Control 

• 3.2 Labour Turnover 

• 3.3 Idle Time and Overtime 

• 3.4 Methods of Wage Payment: Time Rate and Piece Rate 

• 3.5 Incentive Schemes 

• Summary 

• Check Your Progress 

• Glossary 

• Answers to Check Your Progress 

• Suggested Reading 

Overview 

Labour is a critical component of production. Efficient management of labour cost 

ensures profitability and productivity. This unit provides insight into procedures to 

control labour cost, different types of wage payments, incentive schemes, and treatment 

of idle time and overtime. 

Learning Objectives 

By the end of this unit, learners will be able to: 

• Explain labour cost control procedures. 

• Understand the concept and calculation of labour turnover. 

• Account for idle time and overtime. 

• Compare time rate and piece rate wage systems. 
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• Evaluate incentive schemes for workers. 

3.1 Labour Cost and Its Control 

Labour Cost is the cost incurred in the form of wages, salaries, and other benefits paid to 

employees. 

Components of Labour Cost: 

• Direct Labour: Labour directly involved in production. 

• Indirect Labour: Workers not directly involved in production (supervisors, 

storekeepers). 

Labour Cost Control Procedure: 

Stage Control Measures 

Recruitment Proper selection and placement 

Timekeeping Attendance and time recording systems 

Time booking Job cards or time tickets 

Payroll preparation Calculation and verification of wages 

Labour analysis Efficiency, idle time, and productivity reports 

 

3.2 Labour Turnover 

Definition: Labour turnover is the rate at which employees leave and are replaced. 

Formulae: 

Method Formula 

Separation Method (No. of Separations / Average No. of Workers) × 100 

Replacement Method (No. of Replacements / Average No. of Workers) × 100 
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Method Formula 

Flux Method [(Separations + Replacements) / Average No. of Workers] × 100 

Illustration: 

A company had: 

• 100 employees at beginning, 120 at end 

• 10 separations, 8 replacements 

Average workers=100+1202=110\text{Average workers} = \frac{100 + 120}{2} = 110  

Separation Rate = (10 / 110) × 100 = 9.09% 

Replacement Rate = (8 / 110) × 100 = 7.27% 

Flux Rate = (18 / 110) × 100 = 16.36% 

3.3 Idle Time and Overtime 

Idle Time 

Meaning: Time paid for but not utilized in production. 

Types: 

• Normal Idle Time: Unavoidable (e.g., machine setup, breaks) → charged to 

Overheads. 

• Abnormal Idle Time: Avoidable (e.g., machine breakdown) → charged to Costing 

P&L A/c. 

Overtime 

Meaning: Time worked beyond normal hours. 

Treatment: 

• Job Specific: Charged to that job. 

• General Production: Charged to overheads. 

• Abnormal: Charged to Costing P&L A/c. 
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3.4 Methods of Wage Payment 

Time Rate System – Unique Problem 

Problem: 

A worker is employed for 6 days a week, working 8 hours daily. His wage rate is ₹120 per 

hour. Calculate his weekly wages under the Time Rate System. 

Solution: 

Total Hours Worked=6×8=48 hours 

Rate per hour = ₹120 

Wages payable  = 48 hours x ₹120 = 5760 

A. Time Rate System 

Workers are paid based on time worked (hour, day, week). 

Formula: 

Earnings=Time worked X Rate per hour  

Pros: Simple, ensures quality. 

Cons: No incentive for efficiency 

B. Piece Rate System 

Workers are paid based on output. 

Formula: 

Earnings=Units produced X Rate per unit  

Pros: Encourages higher output. 

Cons: May affect quality 

3.5 Incentive Schemes 

1. Halsey Plan 

• Standard Time (S) 
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• Actual Time Taken (T) 

• Time Saved = S – T 

• Rate per Hour = R 

Formula: 

Earnings=(T×R)+50% of (S–T)×R  

2. Rowan Plan 

Formula: 

Earnings=T×R+(S–T/S×T×R) 

Illustration – Halsey and Rowan 

Data: 

• Standard time = 10 hours 

• Time taken = 8 hours 

• Rate = ₹20/hour 

Halsey Plan: 

Earnings=8×20+50% X (2×20)  

=₹160+₹20=₹180 

 = 8 × 20 + 50% × (2 × 20) = ₹160 + ₹20 = ₹180  

Rowan Plan: 

Earnings=8×20+(210×8×20) =₹160+₹32=₹192 

=  ₹160 + ₹32 = ₹192  

 

Summary 

This unit explained various aspects of labour cost management, including cost control 

procedures, labour turnover, idle time, and overtime. It compared wage systems and 

explained incentive schemes like Halsey and Rowan, with numerical illustrations. 
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Check Your Progress 

1. Define labour turnover. State its three methods of measurement. 

2. Distinguish between time rate and piece rate systems. 

3. What is idle time? How is it treated in cost accounting? 

4. Calculate earnings under Halsey and Rowan Plan for: 

o Standard Time = 9 hrs, Actual Time = 6 hrs, Rate = ₹25/hr. 

5. What are the objectives of labour cost control? 

Glossary 

• Labour Turnover: Rate of replacement of employees. 

• Idle Time: Paid time not worked. 

• Time Rate: Wage paid based on hours worked. 

• Piece Rate: Wage based on output produced. 

• Incentive Schemes: Plans to reward efficiency/productivity. 

 

Answers to Check Your Progress 

1. See section 3.2 for methods: Separation, Replacement, Flux. 

2. Time rate is based on hours; piece rate is based on output. 

3. Idle time is paid but unproductive time; normal idle = overheads, abnormal = 

Costing P&L. 

4.  

o Halsey: ₹150 + 50% of (3 × 25) = ₹150 + ₹37.50 = ₹187.50 

o Rowan: ₹150 + (3/9 × 6 × 25) = ₹150 + ₹50 = ₹200 

5. To reduce labour cost, improve efficiency, minimize idle time, and ensure timely 

wage payment. 
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Suggested Reading 

1. Jain & Narang – Cost Accounting – Kalyani Publishers 

2. M.N. Arora – Cost and Management Accounting – Vikas Publishing 

3. S.P. Iyengar – Cost Accounting – Sultan Chand & Sons 

4. T.S. Reddy & Y. Hari Prasad Reddy – Cost Accounting – Margham Publications 

5. Horngren et al. – Cost Accounting – Pearson 
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Problems and Solutions 

Overtime Wages 

Overtime premium is paid to the workers for the extra time worked than the normal 

working hours specified in the Factories Act, 1948 or work agreement with the union. The 

extra time is paid at a higher rate than the normal time rate, for example, if a worker works 

beyond 8 hours in a day or 48 hours in a week, he is paid with double the wages for the 

extra time worked.  

The overtime wages consist of two elements: 

(i) Normal wages for extra time, and(ii) Additional wages paid for the overtime worked. 

Accounting Treatment of Overtime Premium: 

(1) Overtime hours at the normal rate are treated as direct labour cost and charged to 

production on the same basis as time worked during normal hours but the premium paid 

during the overtime period is not a direct charge against production but is recovered as 

production overhead through overhead recovery rate. 

(2) Where the overtime is worked on a specific job to meet the time schedules or to carry 

out specific rush orders for which extra price is recovered, then the entire labour cost can 

be charged as direct labour cost to that job. 

(3) If overtime wages paid due to negligence or delay of worker of a particular 

department, it may be charged to the concerned department. (4) If the overtime premium 

is paid due to abnormal causes, it should be charged to Costing Profit and Loss Account. 

Control of Overtime Premium: 

To control the overtime premium, the following may be given due consideration: 

(a) Careful production planning and scheduling. 

(b) Analysis of reasons for overtime working. (c) Frequency of overtime working in each 

department. 

(d) If it is due to shortage of labour, steps may be taken to recruit more workers. 
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(e) If overtime working is due to limiting machine hours available in the production 

depart­ments, purchase extra machines, working extra shift, sub­contracting etc. may be 

consid­ered. 

(f) Appropriate authority should sanction for overtime working. (g) Maintenance of 

proper records for overtime working and payments made for it will help in control of 

overtime. 

(h) Only in urgencies and real necessities the overtime workers may be engaged 

otherwise the practice of overtime working should be discouraged. 

Disadvantages of Overtime Working: 

The drawbacks due to overtime working are as follows: 

(a) The overtime working increases the fatigue and reduces the efficiency of the workers 

causing low productivity and higher production cost. (b) The workers will try to avoid 

work during normal time and prefers to work overtime for extra earnings. 

(c) If overtime working frequently allowed, it becomes a practice of working and workers 

may desist for any steps to control overtime. 

(d) It increases the administrative overhead costs. 

(e) Due to overtime working, it may not be possible for carry maintenance work of the 

plant and machinery and it may lead to sudden major breakdown of plant and machinery 

causing stoppage of production. 

(f) The continuous overtime working may lead to health hazards to workers and it may 

increase the accident rate at work place. 

(g) The uneven distribution of overtime working among the workers may cause 

discontent in other workers. 

(h) It increases the rate of depreciation of plant and machinery. 
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Problem No. 1 

Calculate the normal and overtime wages payable to a workman from the following data: 

Day Hours worked 

Monday 7 

Tuesday 8 

Wednesday 10 

Thursday 9 

Friday 8 

Saturday 5 

Total 47 

Normal working hours – 7 hours per day 

Normal Wage Rate – Rs.10 per hour 

Overtime Wage Rate – Up to 8 hours in a day at single rate and over 8 hours in a day at 

double rate [or] up to 42 hours in a week at single rate and over 42 hours at double rate, 

whichever is beneficial to the employee. 

Solution 

Statement showing overtime hours 

Day Total Hours Normal 

Working Hours 

Overtime Hours 

At Single Rate At Double Rate 

Monday 7 7 ­­ ­­ 

Tuesday 8 7 1 ­­ 

Wednesday 10 7 1 2 

Thursday 9 7 1 1 

Friday 8 7 1 ­­ 

Saturday 5 5 ­­ ­­ 

Total 47 40 4 3 
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Computation of Earnings to the worker 

Daily Basis 

Normal Wages [ 40 Hours @ Rs.10 per hour] – Rs.400 

Add: 

Overtime wages at Single Rate 

[i.e. 4 Hours @ Rs.10 Per hour]                                ­ Rs. 40 

Overtime at Double Rate 

[i.e. 3 Hours @ Rs.20 per hour]                              ­Rs.60 

Total Earnings of the worker                                   Rs.500 

Weekly Basis 

Normal Wages [42 Hours @ Rs.10 per hour]  ­ Rs.420 

Overtime wages [5 hours @ Rs.20 per hour]  ­ Rs. 100 

Total earnings of the worker                              ­ Rs.520 

Problem 2 

Find out the value wages under Time rate system with OVER TIME 

Day No of Hours Worked 

Monday 

Tuesday 

Wednesday 

Thursday 

Friday 

Saturday 

4 

4 

4 

7 

6 

4 

 

Actual Standard hour is 4 hours in a day 

Rate per Hour is Rs.150 and Over Time Rate is Rs.200 if crossed more than 4 Hours in a 

day. (Standard hour). 
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Solution  

Day Total No of Hours Worked Actual Hours Over Time 

 

Monday 4 4 0 

Tuesday 4 4 0 

Wednesday 4 4 0 

Thursday 7 4 3 

Friday 6 4 2 

Saturday 4 4 0 

Total 29 24 5 

 

So, Total of Normal Working Hours in a week is 24 Hours Total of Overtime in a Week is 5 

Hours Wages for standard working Hours = 24 * 150 = Rs.3600 Wages for Overtime 

Working Hours = 5 * 200 = Rs.1000 So, The Total wages of the Worker is = Rs.4600 (3600+ 

1000) 

Problem No 3 

Calculate the earnings of workers X and Y under (A) Straight piece rate system and (B) 

Taylors Differential Piece rate system from the following details: 

Standard time per unit = 12 minute 

Standard rate per hour = Rs.60 

Differentials to be used 80% and 120% 

In a particular day of 8 Hours, worker ’X’ Produced 30 units and worker ‘Y’ Produced 50 

Units. 

Solution  

i) Level of Performance of Workers 

Standard production for 12 minutes = 1 unit 

So standard production per hour = 60 minutes /12 minutes= 5 units 

Standard production per day of 8 Hours = 8 hours * 5 Units = 40 units 
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So, Worker X who produced 30 units is below standard 

Worker Y who produced 50 units is above standard 

ii) Calculation of piece rates 

Standard rate per hour = Rs.60 

Straight piece rate = Rs.60 / 5 units per hour = Rs.12 per unit 

Low piece rate for below standard production = Straight piece rate * Lower differential 

                                                                                         = Rs. 12 * 80% = Rs.9.60 per unit 

High piece rate for above standard production = Straight piece rate * Higher differential 

                                                                                          = Rs.12 * 120% = Rs.14.40 per unit. 

A) Earning of workers under straight piece rate system 

Earnings = Production of worker * Straight piece rate 

Worker X : 30 Units * Rs.12 per Unit = Rs.360 

Worker Y : 50 Units * Rs.12 per Unit = Rs.600 

(B) Earning of workers under Taylors Differential Piece rate system 

Earnings = Production of worker * Differential piece rate 

Worker X : 30 Units * Rs.9.60 per Unit = Rs.288 

Worker Y : 50 Units * Rs.14.40 per Unit = Rs.720 

Problem No. 4 

From the following data given by the Personnel department, calculate the labour turnover 

rate by applying: 

a) Separation method b) Replacement Method c) Flux method 

No of workers in the payroll: 

At the beginning of the month 900 

At the end of the month 1,100 
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During the month 10 workers left; 40 workers were discharged and 150 workers were 

recruited. Of these, 25 workers are recruited in the vacancies of those leaving while rests 

were engaged for an expansion scheme. 

Solution  

Average No of workers during the year: = (No of workers at the beginning of the Month+ 

No of workers at the end of the Month) / 2 

                                            =900 (+) 1100 / 2 = 1000 

(a) Labor Turnover rate in Separation Method: 

= (No of Separations / Average no of workers) *100 

= (10 + 40 /1000 )*100 = 5% 

( b) Labor Turnover rate in Replacement Method: 

= (No of Workers replaced / Average no of workers) *100 

= (25 / 1000) * 100 = 2.5 % 

(C) Labor Turnover rate in Flux Method: 

= (No of Addition + No of Separations / Average no of workers) *100 

(150 + 40 + 10) / 1000 =20% 

Cash required for wage payment 

Problem No.5  

From the following data ascertain the amount of cash required for payment of salaries in 

a firm for the month of April: 

I. Normal time salaries   Rs. 75,000 

II. Dearness Allowance   15% of I above 

III. Leave salary    6% of I and II above 

IV. Employee’s contribution to ESI and P.F 3% and 5% respectively on I and II above. 

V. Income tax deducted at source Rs.4500 
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VI. Deduction for insurance premium Rs.5750  

VII. Festival advance to be recovered from 50 employees at Rs.125 per employee. 

VIII. Employer also contributes an equal amount towards ESI & P.F. 

Solution 

Statement showing computation of cash required for payment of wages 

Particulars Amount Rs. Amount Rs. 

Normal Salary 

Dearness Allowance [ @15% on Rs.75,000] 

Leave Salary [@6% on Rs.86,250] 

Total Salary Payable 

Less: Deductions 

Employee’s Contribution to ESI [@3% on Rs.86,250] 

Employee’s Contribution to P.F [@5% on Rs.86,250] 

Income Tax deducted at source 

Deduction for Insurance Premium 

Festival Advance [@Rs.125 from 50 employees] 

Cash required to make wage payment 

 

 

 

 

 

2588 

4313 

4500 

5750 

6250 

 

75,000 

11,250 

   5175 

91,425 

 

 

 

 

 

23,401 

68,024 

 

Labour cost per man-day 

Problem No. 6  

From the following data, prepare a statement showing the cost per man­day of eight 

hours: 

a) Basic salary and dearness allowance – Rs. 300 per month 

b) Leave salary to the workman – 6% of the basic and D.A 

c) Employer’s contribution to P.F – 6% of (a) and (b) 

d) Employee’s contribution to P.F – 6% of (a) and (b) 

e) Pro rata expenditure on amenities to labour Rs.25 per head per month 

f) Number of working hours in a month 200 hours 
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Solution 

Statement showing labour cost per man-day of 8 hours 

Particulars Amount Rs. 

Basic Salary and Dearness Allowance 

Leave Salary [@6% on Rs. 300] 

Employer’s Contribution to P.F [@6% on Rs.318] 

Pro rata Expenditure on Amenities  

Labour Cost per month 

Cost per man­day of 8 hours [Rs.362/200 hours] Rs.1.81  

300 

  18 

19 

25 

362 

 

Problem No.7  

From the following particulars calculate the labour cost per man­day of 8 hours: 

I. Basic salary Rs. 5 per day 

II. Dearness allowance 20 paise per every point over 100 [cost of living index for 

workers] current cost of living index is 800 points. 

III. Leave salary 5% of I and II above. 

IV. Employer’s contribution to P.F 8% of I and II above. 

V. Employer’s contribution to state insurance 5% of I, II and III above. 

VI. Number of working days in a month 25 days of 8 hours each. 

Particulars Amount Rs. 

Basic Salary   

Dearness Allowance [700 points@ Re.0.20 = Rs.140/25 days] 

Leave Salary [@5% on Rs. 10.60] 

Employer’s Contribution to P.F [@8% on Rs.10.60] 

Employer’s Contribution to ESI [@5% onRs.11.43] 

Labour Cost per Day 

5.0 

  5.60 

  0.53 

 0.85 

 0.56 

12.54  

 

 







Category Examples

Production Overheads Factory rent, supervisor salary, machine maintenance

Administration Overheads Office salaries, stationery, audit fees

Selling Overheads Sales commission, advertisements

Distribution Overheads Warehouse rent, delivery van fuel

Type Meaning Example

Fixed
Remain constant irrespective of production 

volume
Rent, salaries

Variable Vary directly with production
Indirect materials, power 

costs

Semi-

variable
Partly fixed and partly variable Telephone bills, repairs

Other Classifications

Controllable vs. Uncontrollable

Normal vs. Abnormal

Revenue vs. Capital



4.2. Overhead Accounting Process (CAS-3)

Stages in Overhead Accounting Process

5.1 Collection

This is the first stage, where all overhead costs are gathered from various source 

documents and recorded under relevant heads.

Purpose

To ensure all indirect costs are identified.

To group similar costs for later allocation/apportionment.

Sources of Data:

Purchase invoices (for indirect materials like lubricants, cleaning supplies).

Wages analysis sheets (for indirect labour like supervisors).

Utility bills (electricity, water).

Collection Allocation Apportionment Absorption



Journal vouchers for non-cash costs (depreciation).

5.2 Allocation

Allocation is the process of charging the entire amount of a specific overhead to one cost 

centre because it is directly traceable to that centre. Allocation is direct assignment no 

sharing is involved. It is possible only when the cost can be identified with a single cost 

centre. Allocation is considered important since it ensures that costs which clearly belong 

to a department are not wrongly shared with others.

Example:

amount is allocated to Department A.

5.3 Apportionment

Apportionment means distributing a common cost among two or more cost centres on 

an equitable basis. Some expenses benefit more than one department and hence it is 

essential to split the same logically to reflect actual usage. The process of apportionment 

prevents cost distortion and reflects fair share of indirect costs in each department.

Common bases of apportionment:

Expense Common Basis of Apportionment

Rent, rates Floor area (sq. metres)

Power Kilowatt hours / Machine hours

Canteen expenses Number of employees

Depreciation of machinery Value of machinery

Lighting Number of light points



5.4 Absorption

Absorption is the process of charging the overheads from a cost centre to the products, 

jobs, or services produced in that centre. Once the total overheads for a department are 

known, they must be spread over units of output to find the cost per unit.

Formula:

                                                               Total Overheads of Cost Centre
Overhead Absorption Rate =   -----------------------------------------------
                                                                    Total Units of Base

Bases for Absorption:

Labour hour rate = Overhead ÷ Total labour hours.

Machine hour rate = Overhead ÷ Total machine hours.

Per unit rate = Overhead ÷ Units produced.

% of direct material cost = Overhead ÷ Direct material cost × 100.

Key differences between allocation, apportionment and absorption

Aspect Allocation Apportionment Absorption

Scope One cost centre Multiple cost centres
From cost centre to 

products

Nature Direct Indirect sharing Charging to output

Example
Supervisor salary (one 

dept)

Rent for shared 

building

Charging per machine 

hour



Methods

Direct Re-
distribution 

Method

Step 
Distribution 

Method

Reciprocal 
Service 
Method

Repeated 
Distribution 

Method

Simultaneous 
Equation 
Method

Trial-and-Error 
Method







Actual Overhead Rate

Predetermined Overhead Rate

Blanket Overhead Rate

Multiple Overhead Rate

Normal Overhead Rate

Supplementary Overhead Rate




































































































