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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
UnitV

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.
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. Suggesmd Reading

Cost aceounting plays a vital role in the financial and operational decision-making of a
business. This unit introduces the scope, nature, and significance of cost accounting. It
also discusses the various types of costs, costing methads and techniques, the essentials

of installing a costing system, and the preparation of a-costsheet.



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

Hnderstand the nature and objectives of cost accannting

v Identify different types of costs and their elassifications,.

+ Distinguish between various costing methods and techniques,
« Recognize the essential steps in installing a costing systent.

« Prepare a basic cost sheet.,

Cost Accounting emerged as a specialized branch of accounting to overconte the
limitations of tradifiénal financial accounting, While financial accounfing focuses on
preparing finangial statements like the Prafit and Loss Accountand Balance Sheet, il does
not offer deiled insighes nto the operational efficiency of deparements or cost
behaviour. It mainly serves external stakehiolders and provides historical data, which
often falls short in aiding managerial decision-making and cost control These gaps
necessitated the development of gost accounting, which supports internal control, cost

analysis, and performance evaluation.

Lack of Operational [nsight

Financial accounting does nel explain whether profit or loss results from operational

performance or exterial factors such asinflation or recassion.

No Departmental Performance Analysis

Since it presents aggregate resulls, it fails to identify underperforming departments or
PrOCESSES,

Inadequate Pricing Information

individual preducts or services accurately:

No Classification of Costs



It does nat differentiate between direct and indirect costs or provide cost data forspecitic

departments, processes, or cost units.
Limited Decision Support

It lacks the cost=related data required for key managerial decisions like make=or-buy
analysis, pricing during special offers, or product diseontinuation,

No Cost Contiol Mechanism

Tinancial accounting does not track or control expenses related to materials, labour, or
overheads on aveal-time basis,

No Performance Benchmarks

It doesn't estublish standards for evaludgfing départmental or individual perforniance
against defined cost norms.

Historical Focus

Financial accounting records past transactions and deesn’t __[_Jr-'a'ifi'.dé ti-i‘nély' irformation to

support day-to-day operational planning,

According to the Institute of Cost and Works Accountants (ICWA); cost aceounting is
“thie techinique and pro¢ess of ascertaifing costs.”

The Chartered Institute of Managemenl Accountants (CIMA), London defines cost
ACCOUNTINg as:

“The pracess of accounting far costs fram the point at which t}x-'p'emzd-i'bure is incurred or
committed to the estahlishment of its nltimate relationship with cost centers and cost
units. It includes cost central and the presentation of relevant statistical and fimancial

tlatal
Wheldon delines cost accou nting as:
“The classification, recording, and appropriate -allocation of expenditure for the

determination’ of the 'cest of products or services and the presentation ef suitably
arranged data fot control and guidance of management.”



Gostaceouriting aims to suppottmanagerial functiohs by providingdetailed cost data and

enabling operational cantrol. The primary ohjectives incliide:

L.

6y

To systematically analyze and group expenditures hased on their nature and
purpose.

To calculate the cost of each unit, job, process, or department and establish cost
standards.

To identify-unproductive activities and recommend carrective actions for reducing
material, labowy and time wastage.

. Ta generite periodic (weekly/monthly) prafit or loss Statemeiits for the snfife

grganization or specific departments,

To evaluate production metheds; equipment utilizatien, and Jayouss o (dentify
areas forcost savings.

To provide accurate-cost data to Support pricing dedisions under different market
conditions.

To compare actudl performance with predetermined standards and analyze

deviations.

- To assist in setting budgets, comparing actual perfornance, and identifying areas

of lmprovement

Te monitor the productivity of machinery and recommend replacements if
reqired:

10. Te maintain real~time records of material usage and inventory levels, aiding

imventory control and production planning,

1.5 Importance of Cost Accounting

Costaccounting has gained prominence as a managerial tool, especially in addressing the

shorteomings of financial accounting: Regardless of the type or scale of business, every

organization Incufs expenses on materials, labour and overheads. Elfective cantrol over

these Costs is essential 1o prevent inefficiencies, refluce waste, and improve overall



productivity: Cost accounting plays a crucial role in ensuring that resources are

_upjtiix'ﬁal1'§ and thatlinancial performance is systematically monitorad.

An efficient cost accounting system benefits not only management but alsa external
stakeholders such as creditors, financial institutions, and employees. It ultimately
rontributes to organizaﬁ'ﬂﬁal success dand, at a broader level, supports economic
development. The sigriificance of cost aceolnting an be analysed under the following

headings:
Natureof Cost Accounting

» Analytical: Breaks down costs into élements.

+ Predictivé: Helps in cost estimation and budgeting.

s Control-Oriented: Facuses on costcontrol and reduckion,

« Decision-Supportive: Assists in'managerial decision-making,
Scope of Cost Accounting

« Costascertainment

« Costeontrel

« Costreduction

« Decision-making suppari

« Inventeryvaluation

«  Performancemeasurement

Cost

The amount of expenditure (actual or notional) incurred on or attributable to.a specified
thing or activity.

Classification of Costs

Costs iiva business can be grouped in various ways depending.on the purpose of analysis,

type of widustry, amd the information needs of management Classifving costs



appropriately is essential for accurate cost ascertainment; conwol, and decision-maling,
Below are the'main classifications of cost:

a. By Nature, or Elements
This classilication divides costs based o the tvpes of resources consumed:

» Material Cost: Incliides raw materials, components, consumables, and packaging:



+ Labour Cost: Wages paid to workers engaged inproduction.

material or labour
This categorization el ps in analyzing the proportion of eachelement inthe total cost,
b. By Function
Costs can be grouped based on the activities or departments thatincur them:

« Produoction or Manufacturing Costs: [ncurred during the process of canverting
raw materials inte (imshed gonds:

+ Administrative Costs: Costs related to general management and office

operations,

« Selling and Distribution Costs: Costs incurred to promote; sell, and deliver
products,

¢. By Traceability to Cost Unit

This method classifies costs based on whether they can he directly traced toa product or

service:

+ Direct Costs: Clearly attributable to specific products (eg. raw matetials, direct

labor).

« Indirect Costs: [ncurred (or general operations and not divectly traceable (e.g,

factory rent, wtilities),
i. By Behaviour with Activity Level

Costs can vary With changes in the volume af prodiiction:

Type Description

R IR&:'.JI;?B. in constant in total despite changes in gutput Per unit cost
Fixed Costs
decreases with higher output. (e.g, Rent)




Type Description

=

Variable Costs

Vary in direct proportion to changes in production volume. (e.g. raw

materials)

Semi-variable ||[Contzin both fixed and variable components, (eg, electricity,

Costs malntenanee)

e: By Relation to Time Period

. Product Costs; Costs/that are inclided in invertory valiiation (e.g; Faw material,

factory averhead).

« Period Costs: Costs not tied to production and charged against the revenue of a

specific period (e.g, administrative expenses).
f. By Controllability

+ Controllable Costs: Can be influenced by a specific individual ordepartment (e.g,
raw material usage),

« Uncontrollahle Costs: Not subject to the direct control of any individual (e,

dllocated [actory rent).
g By Normality
+ Normal Cosis: Expected to belinetrred under normed operdting conditions.

« Abnormal Costs: Arise fram unexpected or extraordinary events (eg, machine

breakdowns, natural calamines).
h. By Aceounting Period

« Capital Costs: Incurred far acquiring or enhancing fixed assets. Benefits extend

overseveral periods (e.g., machinery).

« Revenue Costs: Ineurred for day-to-day operations and consumed within the

same period (e.g, wages, utilities).

i. By Time of Recording



« Historical Costs: Actual costs recorded after they ave incurred,
» Predetermined Costsi Bstimated fii advarce for budgeting and standard costing
purpases
Hlustration: Classilication of Cost
A manufacturing firm produces 1000 units. The following costs were ineurred:

«  Direct Materials: 40,000

Direct Labour: 325,000

Factory Rent: 110,000

-

Rd

Indirect Materials: 35,000

Electricity (40% fixed): 10,000

Classification:
« Direcy Cost: 340,000 (Materials) + 25,000 (Labour)
+ Indirect Cost: 10,000 [Rent) +35,000 (Indireet Mat.) + X10,000 (Electricity)
* TFixed Cost: 10,000 (Rent) + 34,000 (Electricity)

« Variable Cost: 340,000 (Mat.) + 325,000 (Labour) + 36,000 (Electrivity)

Costing Methods

Methed Used In

Joh Costing Printing, repait shops

Process Cesting IChemicals, rexeiles

\Conmrac Costing [¢onstruction companies.

_Batc-:fh'--_f:eamm Pharmaceuticals, toys




Method

Used in

IQp’Er'aﬁEﬁ Costing

[ Tra nspori; hospitality

Costing Techniques

Techniques iised for
Marginal Considers variable cost for
Cosling Idecision=making
Standard Sets predetermined costs o
Costing compdre with actuals:
Budgetary Planning and controlling costs
Control through budgets

Dilferenee between Cost Accounting and Finanicidl Aceounting

Basis of
. ) Financial Accounting Cost Aecounting
Comparison a
Aims  to  present finandal| o |
Provides cost-related data  for
o performance and  position  tof o
Objective I ~ |interpal management to ald in
stakeliolders like sharéholders, : )
. planning, control, and derisions
creditors, etc.
¢ saal Maintained to comply withstatutory||Maintained primarily, for intemnal
laws such as the Comparies Act and|use; legally required only in
Requirement " e
Income Tax Act spedific industries
- Foguses on caleulating overall profig Focuses on determining cost per
Focus Area . . _
orloss for the business unit, job, ordepartment




_ ) Financial Accounting Cost Accounting
Comparison
Scape of|Reports results for the !&h'tir.‘e"Repurts on individual products,
Reporting  |jorganization jobs, or services:
—_— External users (investors,[Internal ~ users  (managers,
sers
r-‘eg-ul'-la;tm*s, ik authorities) execulives, operational teams)
Nature of Primarily based on actual, histarical||Based .on  bhoth  actual and
Data data estimated data
_ o _ .  |Records transactions based on
Recording | [Records and classifies transactions
R __ [purpose or cost center (ohjective
Approach by nature (subjectiveclassification) || '
classification)
' N ~ |Foeuses on internal fransactions
Type of||Deals with external fransactions like
: . such as usage of materials, labor
Transactions |(sales, purchases, and expenses '
haurs, ete.
Granularity | I SR
f c Agpregated coest information is||Costs are detailed to unit, batch,
or ost .
. reported process, or job level
Infarmation
Provides insights into
I Does ‘ot measute of repory ) o |
Efficiency o o ~ |performance and efficiency of
efficiency of specific deparowents or
Measurement ' resources;  departments, and
respurces ; .
processes.
'Ihmn'tbry Stocks are valued at cost or market
| N ) _ Stocks are valued strictly at cost
Valuation price, whichever is lower
I | [Provides reports as frequently as
Reporting  (Usually  reports annually or e
needed by management (daily,
Frequency  [quarterly - ' )

weeldy, monthly)




Basis of ) | _
y Cost Accounting Management Accounting
Comparison
I |ITo pravide relevant information for]
Primary To determine, record, and control ; )
I . I . _ |Imanagerial planning, centrol, and
Objective the cost ofproduction or services;|| . ,
decision-making,
|Broader in scope - includes cost
_ I | o accounting,  financial  accounting,
Scape Limited ta cost-related data _ ) , '
budgeting, farecasting, ane
perfﬁ_rrm-a-nceaﬁalym
" ) llitilizes  both  quantitative and
lUses only guankitative data that) , _ _
- gualitative data, including customer
Data Used |can be measired in monetary _ .
|feedback, risk factors, and market
terms: _
Irends.
. I _|lForward-tooking; uses projections,
Time Focuses mainly on historical and ) )
o o forecasts, and  futupe-oriented
Orientation |[recent cost data. ,
analysis,
‘ [lnvolves interpretation and synthesis
Type of Malnly voncerned with cost) _ i _
- i o - of data for strategic and operational
Information |[classification and analysis. L
) devisions.
Generates détdiled cost reports||Preparés customized managérial
Reporting  |[for various  departments,(reports for planning, coutrol, and
products, or processes.. performance evaluation.
Data  is wused by internal . .
o . y Used exclusively by internal
management and sometimes
Users . |management for tactical and
external stakeholders fauditars,)
_ strategic decisions.
regulators).




_ ) Cost Accounting Management Accouniing
Comparison ' )
o Techniques ‘includé cost sheets|Uses tools like break-even analysis;
Taols  and ) o _— '
variance analysis, cost control|budgetary cantrol, ratia analysis, key
Technigues | _ P
and costicenters. performance tndicators (KPls), ete.

Sometimes  legally tmandated| o
Legal o _ o . Not mandatery; maintained purely

_ (especially in  manufacturing)
Requirement| B " |[For internal management purposes..
i sectors), )

1.8 Installation of Costing System:
Key Faciors to Consider While Installing a €osting Sysiem
1. Purposeand Objectives of the System
2. Typeof Business and Product Characteristics
3, Orgamzational Structure
4. Existing Methods and Procedures
5, Informationand Reporting Mechanism
6. Standardizationof Procedures
7. Simplicity and F?lEXilD;iiit_y:
8, Tntepdepartmental Cooperation
9. Integration and Reconciliation
(Alsoknown as Requisites of ¢ Goad Costing System)

A well-designed costing system plays a vital role in achieving cost efficiency, operational
contrel, and Infarmed managerial decistons, An tdeal costing system.ls one thatnot only
meets the internal needs of the organization but also a’dﬂ’ﬂ:s Lo Eliﬁ-ligi'l'l'g- business



conditions while complying with external regulatory requirements, Below are the
essential features or requisites of an affective costing system:

1. Business Suitability

The system must be apprapriately designed tosuit the nature, size, and complexity af the
business, It should. align with the type of products. processes, and, industry practices,
5uins_u'r'in'_g_ Televance and usefulness.

2. Simplicity

A good eosting system should be easy to understand and operate. Infermationshould be
préesented clearly and concisely, allowing even non-expert staff tw follow procedures
without confusion or error

3. Flexibility

As businessesievolve, so must their costing systems. Theideal systemshould beadaprable
tol luture changes in operations; production methods, and organizational structure
without requiring complete overhauls;

4, Cost-Effectiveness

The benetits derived from the system mustoutwelgh its implementation and operational
costs. It should be financizlly viable and proportionate to the organization's scale and
requirements;

5. Comparability

The system should enalile meaningful comparison of data—over time, across
departments; or with industry standards. This helps management evaluate performance
6. Timely Information

To support decision-making and corractive action, the system must produce accurate and
up-to-date information in a timely manner. Delayed reporting reduces the relevance of

cost data,



7. Interdepartmental Support

Asuccessiul costing system requives cooperation and participation from all departmerits.
Executive endarsement and staff involvement are crucial for implementation and

sontinuous improvement.
8. Avoidance of Unnecessary Complexity

Excessive detail can overburtlen staff and dilute the usefulness of cost data. The system
should balance comprehensiveness with practicality, focusing ouly on information that

adgls valug.

9. Phased Implementation

Initroducing the systein should follow a well-planned schedule. Praject mianagerient taals
like network: analysis can help ensure @ structured and efficient rollou! with minimal
disrupton.

10. Minimal Organizational Disruption

Thecostingsystem shauld integrate smoothly into the existing organizational framework,
It should support vurrent workflows and minimize the need for restructuring authority
and responsibilities.

11. Standardized Forms and Documents

Uniform formats; sizes, and procedures for forms and reports improve efficiency. Color-
coded or presprinted [orms with usage instructions can aid quick fdentilication and

reduce dlerical errors.
12. Reduced Clerical Load

Torms should be simple and guick to fill, especially forworkers with limited educational
backgrounds, Original entries must be verifiable and, where possible, authenticated by

stipervisors.
13 Strong Material Control System

Sinee materials form a large part of manufacturing cost, effective inventory management
and valuation vechniques'(e.g. FIFO, weighted average] must be an integral partof the

systefi.



14, Streamlined Wage Procedures

Anefficient wage decounting process should exist far l*&ﬁ'ﬁ}i‘ﬁiin'g-ﬁ'lﬁ.e wirkedl, preparing
payiolls, and ensuring fimely Wage payments. This enstres coiitral over labor costs and
payroll accuracy.,

15, Departmental Allocation of Overheads

There must be elear mechanisms Fcir',calleicfi'n'g, aﬂ'ﬂ.éa'tiﬁg; and absorbing indivect costs
across departments to unsire precise productar service costing.

16, Reconciliation with Financial Accounts

Where cost and linancial records are maintaimed separately, the system must allow for
edsy recariciliation. Preferably, bathi shoiild be integrated to minimize discrepancies and

duplication.
17. Consideration of External Regulations

While internal busimess neads guide system design, externial compliance—such as cost
dccounting rules issued by government or regulatory hodies—must also be taken inte

account.
1. Preliminary Investigation
2, Designof Costing System
3. Selectiomof Methods
4. Classification ol Accounts
5. Integration with Financial Accotinting.
6, Training of Staff
7. TMrial Rumand Review
Practical Challenges in Installing a Costing System

Despite the benefits, organizations may face several challenges when mmplementing a

costing system:



a) Lack of Support from Tap Management,
) Resistance from Existing Accounting Statf.

¢] Non-Cooperation from.Other Departments.
d) Shortageof Skilled Costing Personnel
e) High Implementation Cast

1.9/ Cost Cantré, Cast Unit, and Profit Centre

1.9.1 Cost Centre

The Chartered Institute of Management Accountants (CIMA), London efines a cost
centre as:

‘A lagdtion, person or item of equipmed! (ar graup of these) for which costs may be
ascertained and used forthe purpose of cost control”

A cost centve is the smallest segment within an organization for which separate cast
records are maintained. It allows for precise cost tracking and helps in -analyzing

operatianal efficiency,
A costeentre may. be;
« A department (e.g. Assembly or Finishing department),
« A machine or equipment (e:8ya ldthe maching),
« Aperson (e.g, asupervisor), ur
= Agroupof persons (e.g, ateam of technicians),

Example: [n an automobile plant, each assembly line can be'treated a5 a separate cost
centre even ifmdltiple lines are supervised by a single foreman
1.9.1.1, Factors Influencing Selection of Cost Centres
L. Structure and layout of the factory
2. Costincidenceand traceability

3. Suoijtability of costing method

4. Availability nlata and decumentation



5. Management's policy and comirol objectives

Examples of Cosi Units

Industry / Product ICast Unit Basis

Antomobile (|Perwehicle or number
Cement Per tonne
Sugar Per tonne

Brick manufacturing Per 1,000 bricks

Steel ||Per tonme

Chemical manufagturing||Per litre; gallon, or kilogram

Transport Per passenger-kKilometre or tanne-kilometre

1.9.2 Profit Centre

A profit centre refers to @ business segment or division that is accountable for both
generating revenue and controlling ‘costs, thereby contributing to the' organization's
overall prfitabitity,

A prolit centre vperates like a mini=business within the company, responsible for its own

performance

It enahles hetier delégation ol authority and facilitates performance measurément of

individual managers ordepartments.

Examples of Profit Centres:
« A regional sales office
« A productdivision (e.g, smartphane oF acéessories divisiai)
«  Avretail branch or outlet

» Asubsidiary company inacorporate group



1.9.3. Difference between Cost Centre and Profit Cenive

Point off .
. Cost Centre Profit Centre
Difference
I Smallest unit for which only||A business segment responsihle forl
Definition costs are agcumulated and|beth revenue ‘generation and cost
monitored. eontral.
_ - Created to decentralize operitions
_ Designed primarily  for o
Purpose - ~ ||and measure profitability at segment
controlling and analyzing costs.
' level,
) — |[Functions with a certain degree ol
(Jperates under centralize L
Autonomy ; independence or decision-making
cuntrel. ,
authority.
o , ~ |[Mas predefined profit targets and the
Performance |Pocuses on cost nunimization, o ' _
. E freedom to adopt strategies fo
Target with noexplicit revenue goals. || }
acliieve them.
_ A department or unit (eg./May encompass multiple cost centres|
Structure ;
machine shop, mafntenance).  ||(eg. a hranch office or product line).
lE

Definition:

Acostsheet Is a statement thatshows the various eom [_?Jii)'ﬂ"e_l?its-ﬂ@l::-ttltal cost lora product.

A cost sheet is.a structured statémentthat outlines the various camponents involved in

the total cost of a product orservice: ICis used to record, classify, and analyze all elements

ofcost I a logical format, ln addition tototal cost, the cost sheet also shows cost per unit,

enabling better cost trackingand price setting.

Cost sheetsaretypically prepared using either;

Historical Costs~ Based on actual expenses incurred during a past period.



« Estimated Costs - Based on forecasted costs, useful for planning and tendering.
1.10.1. Types.of Cost Sheet
1, Historvical Cost Sheet

Prepared-after the production activity is completed, it reflects the actual costs incurred

tor materials, labor and overheads.
2. Estimated Cost Sheet

Prepared before production begins, it projects the costs based on past trends and
anticipated vequirements. This type is particularly useful for tender preparation,
budgeting, and decision-making.

1.10.2. Impértance of Cost Sheet
A vost sheet is a key tool in cost accounting, offering the fallowing advantages:
1. Cost Determination

It helps in determining the cost of production.of a product or job eitier based on actual
data (historical) or on projections (estimated).

2. Selling Price Fixation

By clearly detailing the costelements, it aids management in setting the selling price by

adding the desired margin to the cost.of 5ales.
3, Cost Control

Cost sheets highlighvmaterial, labor, and everhiead expenses, making it easfer tormonitor
and control these costs daringdifferent stages of production.

4, Managerial Deécision-Making

It supports strategicdecisions like:

«  Make=or-buy analysis

» Accepting Special job orders or tentlers
« Replacement ar retention-af machinery
¢ Costreduction programs
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To facilitate better analysis and eoritral, totd] cost is broken dawn into key cost elements;

based on thenature of expenditiire:

IE_:_-i'emeu_'t Description

Direct Material |[Raw materials directlyused in production.

IDirect Labour  [Wages paid to weorkers diveetly engaged in manufacturing.

Direct Expenses|Any ditect cost (other than material and lahatir) tied to thé product.

=i

'i‘tfi_gethe't; these make up the Prime Cost.
1.10,4. Components and Structure of a Cost Sheel
The elements of cost are grouped to compute various levels of total cost asshown below:
1. Prime Cosi
= Direct Materials + Direct Labour + Direct Expenses
2, Factory/Werks Cost
= Prime Cost + Factory Overheads (e.g, powet; supervision, depretiation on filant)
3. Cost of Production
= Factory Cost + Administrative Oyverheads (related to production activities)
4. Total Cost / Costof Sales
= Cost ol Production + Sellingand Distribution Overheads

Profit or Loss =Selling Price - Total Cost



Formatof Cost Sheel:

Particulars Amount (%)
Direct Material RXKH
Pirect Lahour il XXX
T — i “
Direct Expenses KREX

Erime Cost RXXX

IAdd: Factory Gverhead I xxx

Factory/Works Cost XXXX.

Add: Administrative Overhead  REXR

Cost of Production] oo

Add: Selling & Distribition Overhead||  xxxi

Total Cost / Cost of Sales||  xwoex

1.10,5, Typesof Overheads

In ¢ost aceounting, overheads refer toall indirect costs that cannot be divectly attributed
to:a specific product, job, or service. Thése includedndirect materials, indireci labouy, and
other indirect expenses required for the day=te-day functioningof the business:

Overheads can be dlassified In sewemil:wsys;_fﬁne of the:most widely used classilications is
based on fanctions. Under this method, overheads are categorized according to the

business activity in which they are incurred,

Typeof Meaning Example
Overhead
Factory or | Also known as manufacturing or | e« Wages of factory
Weorks production overhead, this includes supervisors,
Overhead all indirect expenses related tothe wigintenance $taff, and
produttion  process But not




directly attributable to a specific

product.

helpers (excluding
direct labour)

Indirect materials
(lubricants, tools,

cleaning supplies)

Rent, rates, and taxes of
the factory premises
Depreciation on factory
buildings and
equipment

Factory insurance
Canteen expenses for
factory workers
Employee welfare

expenses in the factory

Factory lighting,

heating, and security

costs

Excise duty
Administration | All indirect expenses related to the Salaries of
Overhead general management and administrative and

administration of the organization.

clerical staff

Rent and maintenance
of office buildings
Office lighting and
utilities

Stationery and office
supplies

Postage, telephone,
internet, and courier

expenses




Depreciation of -office
furniture and
equipment

Audit, legal| and
professional  service
vharges

Insurance of office

premises

| Selling
Overhead

These are the expenses incurred to|
¢reate demand and promote the
sale of grodicts, They indude. all
costs related to the marketing and
sales force.

Salaries and
eormmissions of sales
personngl
Advertisement and
promotional expenses
Rent -and maiitenance
of showroams or sales
offices

Traveling and lodging
expenses of sales tedms
Costs  jncurred  in
participating in wade
fairs and exhibitions:
Sales affice
depreeiation

Free gifts and discounts.
to customers

Free after-sales
serviees

Norral bad debts and

sales incentives

‘Distribution
Overhead

These expenses are incurred after |

the product issold and relate to thie

delivery of gnods to custamers.

Expenses of delivery

vans (fuel,




maintenance, driver
salary)

Packing and packaging
charges for delivery

Loading and unloading

costs

Freight and
transportation charges
Insurance during
transit

Customs duties (in case

of international
delivery)
Illustration 1: Prepare a Cost Sheet
Given:
e Direct Material: Rs. 50,000
e Direct Labour: Rs.30,000
e Direct Expenses: Rs.5,000
o Factory Overheads: Rs.10,000
e Administration Overheads: Rs.7,000
e Selling & Distribution: Rs. 8,000
Solution:
Particulars Amount (Rs.)
Direct Material 50,000

Direct Labour 30,000




Particulars Amount (Rs.)

Direct Expenses 5,000

Prime Cost 85,000

Add: Factory Overhead 10,000

Factory/Works Cost 95,000

Add: Administrative Overhead 7,000

Cost of Production|| 1,02,000

Add: Selling & Distribution Overhead 8,000

Total Cost / Cost of Sales| 1,10,000

IMlustration 2

From the following information, prepare a Cost Sheet for the month of June and calculate

cost per unit and profit per unit for 1,000 units produced.

Direct Material: 50,000

e Direct Labour: 330,000

e Direct Expenses: 35,000

o Factory Overheads: 60% of Direct Labour
e Administration Overheads: 315,000

e Selling & Distribution Overheads: X10,000
e Units Produced: 1,000

e Selling Price per Unit: X130



Solution:

Cost Sheei for the Monih of June

IParticutars Antount ()
Direct Material 50,000

(Direct Labour 30,000
Direct Expenses 5,004
Prime Cost 85,000

Add: Factory Overheads (6(0% of DL) 18,000

Works / Factory Cost 1,02,000
Add: Adininistration Overheads (15,000
Cost of Production 1,18,000

Add: Selling & Distribution Overheads |[10,000

|roeal cost / Cost of Sales 1,28,000

Add: Profit (130 = 1,000 - ¥1,28,000)[[2.000

Sales (1,000 anits x 3130) 1,30,000

Cost per unit = 31,28,000 / 1,000 =3128

Profit per-unit= 3130 -3128= 12

Hlustration 3: Estimated Cost Shieel [For Tender Quotation)

XYZ Ltd. provides the following estimated cost data fora new job to be execuated:
« Estimated DirectMaterial: 375,000
«  Estimated Direct Labour: ¥50,000

«  Divect Expenses: $10,000



Tactory Overhead: 80% of Direct Labour

» Adininistration Overhiead: 10% ol Works Cost

Selling Overhead: 5% of Cost.of Production

Desirad Profit: Z0% on Seliing Price

#Prepare an Estimated CostSheet and compute the selling price of the job,
Salution

Estimated Cost Sheet

Particulars Amount ()

Direct Material 75,000,

Divect Lahour 50,000

Direct Expenses 10,000

Prime Cost 1,35,000

Addl: Factory Overhead (80% af DL) 40,000

Works Cost 1,75,000

|Add: Admin Overhead (10% of Works Cost)  |[17,500

Cost of Production 1,92,500

Add: Selling Overhead (5% of COP) 9,625

[Total Cost / Cost of Sales: 202,125

Let Selling Price=x
Sinee Profit= 20% of Selling Price,
= Prafit = 20% 6f x = 0.20%

And we know:



Cost = Selling Price - Profit=x - 0.20x= 0.80%

Se,

0iB0% =32,02,125

=x=§2,02,125 + 0.80 = ¥2,52 656.25
Estimated Selling Price = ¥2,52,656.25
Estimated Profit = ¥50,531.25
Iostration 4: Finding Missing Elements

A company produced 500 units, The total cost of sales is X75,000 and' profit earned is
215,000. selling and distribution overhead is ¥5)000. Caleulate:

‘.i"): Costof Production
b) Costperunit
¢) Selling price per unit
Solution
Cost of Sales = Cost of Production + Selling & Distribution Overhead
275,000 = Cost of Production + 35,000
=.Cost of Production = 270,000

a) Cosiof Production = 70,000
b} Cost per unit= 370,000 / 500 =140
¢) Selling Price = Total Cost + Profit = 375,000 + 15,000 = 390,000

= Selling Price per unit= 390,000 / 500:= ¥180

Sumiman

explained the various methods and techniques used in costing steps for installing @
costing systeri, and the prepardtion of cost sheets. The knowledge gaihed forms a

foundation for managerial decisions in controlling and reducing cost.



Check Your Progress)
1.

yin

Defiiie cost accounting and explain its scope.
Classify the following into fixed and variahle cost Rent, Direct Materials,
Tlectricity, Supervisor Salary.

Differentiate betwean Job and Process Costing.

. State the steps involved in the installation of a costing system.

Prepare a cost sheet from the following data:

Direct Material 20,000, Divect LabourX15,000, Factory Overheads ¥5,000,
Admin/OH 33,000, Selling OH 32,000,

»

Cost Accounting: Accounting branch dealing with cost calculation.
Prime Cost: Total of direct costs:
Marginal Costing: Costing based on variable cost,

Cost Sheet: A statement showing elements of cost.

Answersito Cheek. Your Progress

%

4,

5,

Coest accounting involves collection, classification, analysis of cast data. Scope

includes costing, control, and decision=making,
Fixed: Rent, Supervisor Salary; Variable: Direct Materfals, part of electricity,

Jol Costing: For unique j;}'t‘ﬁ&um: Process Costing: Por contihuous mass
production:

Steps: Investigation, system design, classification, training, review,

Cost Sheet Total: T20,000 + T15,000= 335,000 (Prime)

Add Factory OH 5,000 =340,000

Add Admin 3,000 = 343,000



Add Selling $2,000 = 345,000 (Total Cost)

Suggested Reading

1, Jain & Narang— Cost Accounting — Kalyani Publishers

2. TS| Reddy & Y. Hari Prasad Reddy - Cost Accounting = Margham Publications

3. M.N. Arora—A Texthook of Cost and Management Accounting = Vikas Publishing

4. Si lyengar - Cost Accountiing: Principles and Practice - Sultan Chand & Sons

5. Bhahatosh Banerjee ~ Cost Accounting: Theory-and Practice - PHI Learning
Part - A: Short Answer Questions (2 Marks)

L. Define the term ‘costing’

2, What is cost accounting?

3. What is fixed costand variable cost?

4, State the functions ol cost accounting

5, State the objectives of costaccounting

6. What are the-adyantages of costaccounting?

7. List the limitations of cost accounting.

8. Write.short notes 6n profit centres.

9, What js controllable cost and uncoptrollable cost?

10, Write a short note on cost centres,
Part - B: Long Answer / Essay Questions (10 Marks)

Lo Briefly discuss the requisites of a good costing systen.

2. Lxplain the nature and scope of cost accounting.

3. Diseuss the necessary steps to/install the costingsystem.

4, Disculss the advantages of costaceounting:



5, Txplain thedifficulties in'installing a costing system,
6. Broadly discuss the classification of tost.

7, Differentiate finoncial accolmnting and cost-accotmting,
8. Howean the practical difficulties i installing a costing system be overcome?
9. Ixplainthe common objections raised againstcost accounting,

10. Discuss the various iethods of costing

Practical Problems

1. From the following information prepare cost sheet

Details Aimount Rs. |

"Direct Materials 1,00,000
Direct Wages 30,000
Factary Expetises 40,000
Office Expenses 2000
Selling Expenses 1000

|Ans: Prime Cost Rs.1,30,000; Works Cost Rs.1,40,000; Cast of Productinn Rs.1,42,000;
Costof Sales Rs.1,43,000]

2, Prepare cost sheer

Details Amount Rs.

“Direct Materials 60,000
Direct Wages 15,000
Factory Expenses 100% of wages

Office Expenses 25Uy of works cost
Selling Expenses L0% of costof production
|Ans: Gast of sales Rs.1,23,750]

3. The following information relates to XYZ Ltd. for the month.of June 2025
Details Amount
Direct Materials " 1,20,000




Direct Labour 80,000 |
Factory Ovérlieads 40,000
Office and Admiriistrative Overheads 30,000
Selling and Distribution Overheads 20,000
Units Produced and Sald 1000

Prepare a simple costsheet and calculate the cost per unit.
[Ans: Total Cast = 31,20,000 + 380,000 + 240,000 + 330,000 + 220,000 =32,90,000
Cost per unit = 32,90,000 / 1,000 = 3290

4. Cost Sheet with Opening and Closing Stock af Raw Materials
ABC Ltdl, provides the fisllowing data:

« Dpening Stoek of Raw Materials: 325,000
+ Purchases of Raw Materials: 1,50,000

e Closing Stock of Raw Materials: 320,000
+  Direct Labour: 360,000

«  Factory Overheads: 330,000

Caleulate the Prime Cost,
[Ans: Raw Materials Consumed =3%25,000 + £1,50,000 - 20,000 = 21,55,000
Prime Cost = ¥1,55,0000+ T60,000 = I2,15,000]

5. CostSheet with Stock of Finished Goods

Problem:
Following are the details'of DEF Lid. for April 2025
« Total Cost of Produetion: 3,50,000

» Opening Stock of Finished Goods: 45,000
» Closing Stock of Finished Gaods; 355,000



Calculate the Cost of Goods Sold.

[Ans: COGS =%3,50,000 + 345,000 - X55,000 = X3,40,000]

6. Cost Sheet Including Profit

Problem:

GHI Ltd. has the following data:

e Cost of Production: 34,00,000
e Selling and Distribution Overheads: 340,000

e Profitis 20% on sales

Calculate the selling price.

[Ans: Total Cost = 34,00,000 + 340,000 = 34,40,000

Let Sales = x = Profit = 20% of x = 0.20x

So,x-0.20x =%4,40,000 — 0.80x = X4,40,000

x = 34,40,000 / 0.80 = ¥5,50,000]

7. Cost Sheet with Abnormal Loss

Problem:

LMN Ltd. gives you the following information:

e Total Production Cost: X2,00,000
e Number of Units Produced: 1,000
e Abnormal Loss: 50 units (fully completed)

Calculate the cost per good unit produced.

[Ans: Total Units Considered = 1,000 - 50 = 950 units

Cost per unit =32,00,000 / 950 =%210.53 ]




8. Cost Sheet with Tenders and Quetations

Problem;

IK Lrd. manufactures @ product at a total cost of 3I5,00,000 for 10,000 units.
The company wants tosubmita tender for a new order al 5000 units. They expect an
increase of 10% in material cost and 5% in labour cost, but overheads will remain the

same per unit

« Material Cost per unit {current): 325

s Labour Costper umit (current): 15

= Overlieads per unit:310

o Company wants-a profit of 20% on cost:

Calculate the Quotation Price for the tender.
[Ans: Toral Costfor 5,000 units = 53.25 = 5,000 =32.66,250
Quotation Price = 32,66,250+ $53,250 = 33,19,500]

9. Cost Sheet with Sale Price Computation

Problem:

.....

»  Prime CostiI60

«  Factory Overbeads: 320

«  Administrative Overheads; T10

«  Sellingand Distribution Overheads: 310
» Desived profit is 25% on selling price.

Compute the Selling Price perunit.
[Ans: = 3133.33]

10.Cost Sheet with Opening and Closing Stock of Raw Material



Problem:
MNO Ltd. gives the follawing for May 2025

Opening Stoek of Raw Material: 50,000
Purchases: 2,00,000"

Closing Stock of Raw Material; 346,000
Divgct Wages:31,00,000

-

*

Caleulate the Prime Cost
[Ams: ¥3,10,000],
11. Cost Sheet with Opening and Closing Work-in-Progress (W1P)

Problem:

RST Ltd. pravides the following:

« TTotal Factory Gost (before WIP adiustment]: $4,50,000
+  Opening WIP: T60,000
« Closing WIP: 340,000

Caleulate the Factary Costafter WIP adjustment.
[Ans: Adjusted Factory Cost = 24,70,000]
12.Cost Sheet with Opening and Closing Stock of Finished Goods

Problem;
The followitg igures are provided for UVW Lid.:

« CostpfProduction: $7,00,000
» Dpening Stock of Finished Goods: 380,000
» Closing Stock of Finished Goods: 31,00,000

Caleulate the Cost of Goods Seld (COGS).

[Ans: COGS = X7,00,000+380,000=31,00,000 = 36,80,000]
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Overview
Material constitutes a major part of the Lotal cost in manufacturing, Efficient control vver
material ensures cost efficlency and timely production. This. unit focuses on material
procurement, inventory levels, pricing methods for material issues, and the aceounting
tieatment of material losses.

By the end of this unit, learners will be able to:
« Undérstand material pufchase procedures and cantrok.

« fGompute imventory levels like EQQ, reorder level, maximuny and minimum levels:



«  Applyvarious pricing methods for material issues.
» Prepare and initerpret bincards.
« Account for material losses;

o Matevial Conlrol

Material control invelves regulating anmd managing inventory levels 1o ensure

uninterrupted production with minimal investment.
Objectives:
«  Ensure continyous praduction.
s Avoid everstocking and understocking.
Miitirize wastage aid [osses.
‘o Achieve optimum utilization of materials.
2.2 Inventary Control Levels
Economic Order Quantity (EOQ)

Definition: EOQ is the order guantity that minimizes the total cost of ordering and
holding inventory:

@ Formula:

E0Q= Root of whole thing 2 X Annual Demand X Ordering Cost

Carying cost per unit per annuim

Where:
» A= Annual usage (units)
o B =0ridering cost per nrder
(= Costperunit

« S=Storage/Carryingcost %



Example:

EOQ= 224 units

Inventory Levels

Annual Demand = 5,000 units
Ordering Cost =X50/order
Cost per unit =10

Carrying Cost =10%

Level

Formula

Reorder Level

Maximum consumption x Maximum Re-order period

Minimum Level

Reorder level - (Normal usage x Normal Re-order period)

Maximum Level

Reorder level + Reorder quantity - (Minimum usage x Minimum Re-

order period)

Average Stock |(Minimum level + Maximum level) / 2
Emergency
(Optional) Defined by company policy, below minimum stock
Level
Example:

e Max Consumption = 150 units/week

e Min Consumption = 100 units/week

e Normal Consumption = 120 units/week

e Max Lead Time = 4 weeks

e Min Lead Time = 2 weeks

e Normal Lead Time = 3 weeks

e Reorder Quantity = 600 units




Solution

a. Reorder Level=Maximum Consurmption » Maximuim Re-order period
Reorder Level=150 x4'= 600 units

b, Minimum Level=Regrder Level-(Normal ConsumptionxNormal Lead Time)
Minimitun Level=600 (120 *3)
Minimum Level=600= 360 = 240 units

€. Muximum Level=Reorder Level + Reorder Quantity = (Minimum Consumpiion x

Minimum Lead Time|
Masimum Level =600 + 600 = (100 = 2]
Maximum Level=1200 - [-20’0],-—': 1000 units
d, Average Level={Minimum Level + Maximum Level| / 2

Average Level = [240 + 1000]./ 2 =620 units

A Bin Card is a quantitative record of the receipt, issue, and balance of materials kept at

the storage location.

Date [Receipts Issues|Balance|Signature

01-06|500 Lm'i"i:s’_- — 500 Storekeeper

Da-06— 200 |300 |Production

07-06[300 |= [600  [[Purchase

Note: Bin Cards do not show value—only quantity,



Methods of Pricing:

Method)

considering gLy

Method D'ESCrfptibll Suitable For

Perishable or fast-moviug]
FIFO Issues from first purchase bately

goods
‘MF@' Issuies frani last received batch Ri;'e_iﬂgﬁ-price environment
HIFO Issties at highest price Max cost recognition
—— . , i
SAM  {Simple Avg|Average of prices  without

Irvegularissues

WAM (Weighted Avg.)

Weighted average considering gty |

Uniform costing,

Standard Price

Predetermined price for standard

Standard costing systems

costing
Inflated Price Price + markup forstorage losses  |[Emergency costing
Base Stock Maintain base stock at fixéd price |Strategic inventory

Specific Price

[ssue aLactual purchase price

Custom order industries

FIFO Method: Solved Problem

Given:

¢ June Ly 100 unjts @ 10

+  JureS5: 200 unis @ 312

«  |une L0z Issued 250 units

FIFO Issue Valuation:

«  Tirst 100 units @ 10 = 31,000




e Next 150 units @ 12 =31,800

Total: 32,800

WAM Method: Solved Problem

Given:

e Opening Stock: 100 units @ 10

e Purchase: 200 units @ 12

e Issue: 150 units

Weighted Average Price:

= No. of units x Price per unit/Total number of Units

Issue Value =150 x X11.33 =X1,699.50

Comparison of Inventory valuation Methods

Method

Advantages

Disadvantages

FIFO (First-
In, First-Out)

Simple and logical
Closing stock reflects current market
prices

Accepted by most tax laws and

During inflation, results in higher
profits and higher taxes.

Older cost does not match current

Method

accounting standards revenues (mismatching  cost
Suitable where goods are perishable |[concept).
or time-sensitive
Matches latest costs with current
revenues. Closing stock is undervalued
LIFO (Last- |[Reduces taxable income during|during rising prices.
In, First-Out) |[inflation. Not allowed under IFRS.
Useful in industries with non-|More complex to maintain.
perishable goods
Simple
Easy to calculate. Does not consider quantities
Average
Smoothens price fluctuations. purchased.




Method | Advantages | Disadvantages

Useful when prices are stable or||May not reflect actual inventory

moderately varying cost accurately

lIconsiders both price and quantity.|

Weighted Slightly more complex calculation.
More accurate than simple average.

Average May not reflect exact market price
Smoothens cost fluctuations. Suitable

Method if prices vary widely.
for bulk items with indistinct

(WAM) Cost layers not preserved
identity.

Type of Loss |Description Accounting Treatment

| thargetl to  production o1
Normal Loss |[Inevitalile dueta nature of material

overhead
Abnormal . . o .
5 linexpected and avoidable losses Debited to costing profit & loss A /c
0SS

Material lost in processing (no|Treated as part of cost of
Waste )

value) produetion
Scrap Restdual with 'small sale value Sale'value credited to'cost

) |[Pamaged material that may need|||Frecoverable: inclide in cost; élse

Spoilage

rework loss:

. } Cost ‘of rectification s added to
Defectives Units failing quality contrel o
cost

_! iy - 7 u

This unit discussed material procurement, inventory tevels, EOQ, reorder point, and

safety levels. ltexplained various material pricing methods like FIFQ, LIFO, WAM, ete., and
the preparation of bin cards. The uivit alsodealt with accou nting reatments for different

types of material losses



Check Your Progress)
1. Defie BOQand explain its significance

2. Cotmpiite EOQ for the following: Anhiial usage =4000 whits, Otdering dost = 50,
Cost/unit =320, Carrying cost = 10%.

3. Differentiate betwean FIFO and LIFO methods.

4, What i§a Bir Gard? What are its Featurés?

5. How are:abnormal material losses treated in-cost accounting?
Glossary

»  EOQ: Optimal order quantity that minimizes total cost.

» Reorder Level: Stock leve] at which new ordey is placed.

‘s Bin Card; Store record showing-quantities of materials.

« FIFO/LIFO: Material issue methods based onentry sequence.

» Scrap: Residual waste with minimal vallle:

L. EOQ is the order size that minimzes the total ordermgand holding costs,

2. EOQ=447 units

3. FIFO issues old stock first; LIFO issues recent stack first.

4, A Bin Card records quantity only—ao value; maintained by the storekeeper,

5.  Abnormallossesare charged to Costing P&L A/casthey are not parvel production

1. Jain & Nagang— Cost Accounting - Kalyani Publishers
2. M.N. Arora =2 Texthook of Cost and Management Accounting - Vikas Publishing
3. TS.Reddy & Y. Hari Prasad Reddy — Cost-Accounting — Margham Publications

4 Maheshwari 8.N, - Gost Acoounting - Sulian Chand



5. Horngren, Davar & Rajan - Cost Accounting: A Managerial Emphasis—Pearson
ADBITIONAL PROBLEMS £ SOLUTIONS:
Prohlem 1! EDQ Calculation

A producer requires 200 units of a specilic component each month, which he procures
from an external supplier. The cost ineurred each time an order is placed and
received is 100, while the annual cost to hold one unit in inventory is ¥12. Based
on this information, determine the Economic Order Quantity (E0Q).
Selution;
Step L: Identily the given values:

« Monthly Demand = 200 units

«  So, Annual Demand (D) = 200 x 12 =2400 units

« Ordering Cost (S) = X100 perarder

s Carrying Costper unit per year (H) =312
Applying the formula, EQQ = 200 units
Problem 2: Inventory Levels
Giiven:

«  Maximum consumption = 200 units/week

«  Minimum consumption = 100 units/week

»  Normal consumption = 150 unlts/week

v Maximum lead time =6 weeks

o Mitimitm lead time = 2'weeks:

»  Normal lead time =4 weeks

« Rearderquantity = 1,200 units:

Caleulate: Reorder Level, Mininium Level, Maximum Level, Average Stock Level.



Solution:

Reorder Level = Max Consumption x Max Lead Time = 200 x 6 = 1,200 units

e Minimum Level = Reorder Level - (Normal Consumption x Normal Lead Time) =

1,200 - (150 x 4) = 1,200 - 600 = 600 units

o Maximum Level = Reorder Level + Reorder Quantity - (Min Consumption x Min

Lead Time) = 1,200 + 1,200 - (100 x 2) = 2,400 - 200 = 2,200 units

Average Level = (Minimum + Maximum) / 2 = (600 + 2,200) / 2 = 1,400 units
Problem 3: FIFO vs. LIFO
Inventory movements are as follows:
e June 1: Opening stock = 100 units @ 10
e June 5: Purchase = 200 units @ 12
e June 10: Issue = 250 units
Calculate issue value using:

a) FIFO
b) LIFO

Solution:

a) FIFO:
e 100 @X10=%1,000
e 150 @12=%1,800

Total = 32,800

b) LIFO:
e 200 @312 =32,400
e 50 @ %10 =3500

Total = X2,900



Problem 4: Weighted Average Method

e June 1: Opening = 100 units @ I5
e June 3: Purchase = 200 units @ 6
e June 5:Issue = 150 units
Calculate issue price and closing stock using WAM.

Solution:

Total Cost = (100 x X5) + (200 x X6) =500 + 31,200 =X1,700
Total Qty = 300 units

WAP =31,700 / 300 =5.67 (approx)

Issue = 150 x ¥5.67 =3850.50

Closing Stock = (300 - 150) x ¥5.67 =3850.50

Problem 6: Bin Card Entries

Record the following in Bin Card:

Jan 1: Opening Balance = 300 units

Jan 3: Issued = 100 units

Jan 6: Received = 200 units

Jan 9: Issued = 250 units

Solution:

Date |[Receipts |Issues |Balance

Jan1 |— — 300
Jan 3 |— 100 200
Jan 6 {|200 — 400

Jan 9 |— 250 150




UNIT III: ACCOUNTING FOR LABOUR

e Overview

e Learning Objectives

e 3.1 Labour Cost and Its Control
e 3.2 Labour Turnover

e 3.3 Idle Time and Overtime

e 3.4 Methods of Wage Payment: Time Rate and Piece Rate
e 3.5 Incentive Schemes

e Summary

e Check Your Progress

e Glossary

e Answers to Check Your Progress
e Suggested Reading

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.

By the end of this unit, learners will be able to:
o Explain labour cost control procedures.
e Understand the concept and calculation of labour turnover.
e Account for idle time and overtime.

o Compare time rate and piece rate wage systems.



o 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:

o Direct Labour: Labour directly involved in production.

e 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) x 100
Replacement Method||(No. of Replacements / Average No. of Workers) x 100




Method Formula

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

Illustration:
A company had:
e 100 employees at beginning, 120 at end
e 10 separations, 8 replacements
Average workers=100+1202=110\text{Average workers} = \frac{100 + 120}{2} =110
Separation Rate = (10 / 110) x 100 = 9.09%
Replacement Rate = (8 / 110) x 100 =7.27%
Flux Rate = (18 / 110) x 100 = 16.36%
3.3 Idle Time and Overtime
Idle Time
Meaning: Time paid for but not utilized in production.
Types:

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

Overheads.

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

P&LA/c.
Overtime
Meaning: Time worked beyond normal hours.
Treatment:
e Job Specific: Charged to that job.
e General Production: Charged to overheads.

e Abnormal: Charged to Costing P&L A/c.



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 3120 per

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

Solution:

Total Hours Worked=6x8=48 hours

Rate per hour =3120

Wages payable =48 hours xX120 =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

o Standard Time (S)



e Actual Time Taken (T)
e TimeSaved=S-T
e Rateper Hour =R
Formula:
Earnings=(TxR)+50% of (S-T)xR
2. Rowan Plan
Formula:
Earnings=TxR+(S-T/SxTxR)
Illustration - Halsey and Rowan
Data:
o Standard time = 10 hours
e Time taken = 8 hours
o Rate =320/hour
Halsey Plan:
Earnings=8x20+50% X (2x20)
=X160+320=3180
=8x20+50% x (2 x20)=%160 +320=3180
Rowan Plan:
Earnings=8x20+(210x8x20) =X160+332=X192

= X160 +X32 =%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.



Check Your Progress

1.

5.

Define labour turnover. State its three methods of measurement.
Distinguish between time rate and piece rate systems.
What is idle time? How is it treated in cost accounting?
Calculate earnings under Halsey and Rowan Plan for:
o Standard Time =9 hrs, Actual Time = 6 hrs, Rate = X25/hr.

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

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

Costing P&L.

o Halsey: 150 + 50% of (3 x 25) = X150 + I37.50 = 3187.50
o Rowan: ¥150 + (3/9 x 6 x 25) = I150 + 350 = 200

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

wage payment.
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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.



(e) If overtime working is due to limiting machine hours available in the production
depart-ments, purchase extra machines, working extra shift, sub-contracting etc. may be

consid-ered.

(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.



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 Overtime Hours
Working 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




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

A N R~

Saturday

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).



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



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



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:

[.  Normal time salaries Rs. 75,000
II. Dearness Allowance 15% of I above
[II. Leave salary 6% of I and II above

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

V. Income tax deducted at source Rs.4500



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 75,000
Dearness Allowance [ @15% on Rs.75,000] 11,250
Leave Salary [@6% on Rs.86,250] 5175
Total Salary Payable 91,425

Less: Deductions

Employee’s Contribution to ESI [@3% on Rs.86,250] 2588

Employee’s Contribution to P.F [@5% on Rs.86,250] 4313
Income Tax deducted at source 4500
Deduction for Insurance Premium 5750
Festival Advance [@Rs.125 from 50 employees] 6250 23,401
Cash required to make wage payment 68,024

Labour cost per man-day
Problem No. 6

From the following data, prepare a statement showing the cost per man-day 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



Solution

Statement showing labour cost per man-day of 8 hours

Cost per man-day of 8 hours [Rs.362/200 hours] Rs.1.81

Particulars Amount Rs.
Basic Salary and Dearness Allowance 300

Leave Salary [@6% on Rs. 300] 18
Employer’s Contribution to P.F [@6% on Rs.318] 19

Pro rata Expenditure on Amenities 25

Labour Cost per month 362

Problem No.7

From the following particulars calculate the labour cost per man-day of 8 hours:

[.  Basicsalary Rs. 5 per day

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

workers] current cost of living index is 800 points.
IIl.  Leave salary 5% of I and II above.

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

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

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

Particulars Amount Rs.
Basic Salary 5.0
Dearness Allowance [700 points@ Re.0.20 = Rs.140/25 days] 5.60

Leave Salary [@5% on Rs. 10.60] 0.53
Employer’s Contribution to P.F [@8% on Rs.10.60] 0.85
Employer’s Contribution to ESI [@5% onRs.11.43] 0.56
Labour Cost per Day 12.54
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Dverview

Overheads form & major part of tha total cost in mast drganisations. Unlike divect costs,
they cannot be directly traced ta a single product, job, or process: Instead, they are
incurred for multiple activities and must be apportioned and absorbed Falrly, They must
be appropriately distributed and absorbed inte produet cost. This unit introduces the
concept, classification, acconnting treatment, and praciical application of overhead costs.
It -also covers methods of allocation, appertionment, absorption, and treatment of
ovar/under absorption with numerical illustrations, This unit intreduces the corcepts of
alloeation, apportionment, distribution, abserption of overheads,znd the use of machiie

hour rate,



After stiidying this unit lea riers will be.ablé ta:

o Understand the classification and importance of overheads,
»  Apply techniques of allocation and apportionment.
«  Perform primary and secondary distribution.
« Absorboverheads using appropriate hases.
o Calculate machine hour rate.
44 Introduction te Overheads

In every business, certain expenses are essential for operations hul cannot bie litked to
ane specific unitof outpiit: These are called overheads or indirect costs, Examplesinclude
factory lighting, supervisor’s salary, canteen expenges; or depreciation of maghinery.
Overheads are all indirect costs ineurred in the production or operation of.a business,
which cannot be directly traced to a cost unit. Overhead costing ensures that such costs
are fairly shared hetween products, jubs, ar services to determine the true cost of each.

Overheads-are all indirect costs incurred during production but not directly traceable lo

a particular produet or service,

Pefinition:

As per GAS-3, overhvads are theaggregale of indirect material cost, indirect employee:
cost, and Indirect expenses that canpnot be conveniently identified with a speeific cost

unit.

Features of Overhead

o Theﬂyape indil'ef-'t In natwre,

% They are essential ?m-—-a_:aipié;aaztiﬂn_s bt not traceable to one specific product or job.
% They must he fairly and logically dllocated ta products or sérvices,

TExamples:

L]

Factory rent
indirect materials (lubricants, cleaning supplies)

s Salary of fagtory syperviser




e Electricity for production floor

e Depreciation of machinery

Classification of Overheads

Overheads can be classified in different ways for control and analysis:

a) Functional Classification

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

b) Behavioural Classification

Type Meaning Example
Remain constant irrespective of production
Fixed Rent, salaries
volume
Indirect materials, power
Variable Vary directly with production
costs
Semi-
Partly fixed and partly variable Telephone bills, repairs
variable

Other Classifications

e Controllable vs. Uncontrollable

e Normal vs. Abnormal

e Revenue vs. Capital




4.2. Overhead Accounting Process (CAS-3)

Overhead costs are handled through four main stages which has been given as pictorial

form hereunder.

Stages in Overhead Accounting Process

Collection Allocation Apportionment Absorption

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).



*

¢ 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:

If a machine belongs only to Department A and its depreciation is 10,000, this full

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 = -----------mmmmmmmmm oo
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 x 100.

Key differences between allocation, apportionment and absorption

Aspect Allocation Apportionment Absorption
From cost centre to
Scope ||One cost centre Multiple cost centres
products
Nature |Direct Indirect sharing Charging to output
Supervisor salary (one |Rent for shared Charging per machine
Example
dept) building hour

4.3 Primary and Secondary Distribution of Overheads

Primary Distribution:

Distribution of allocated and apportioned overheads among production and service

departments is called as primary distribution.



Department|Floor Area (sq.ft)|No. of Workers|[Value of Equipment

Production A||2,000 20 50,000
Production B||1,500 15 30,000
Service C 500 5 10,000

Overheads like rent, canteen, depreciation, etc. are distributed based on the above

data.
Secondary Distribution

Re-apportionment, also known as secondary distribution, refers to the transfer of service
department overheads to production departments. After the primary distribution is
completed, the costs accumulated in service departments are redistributed to the
production departments, since only production departments’ costs are finally absorbed
into products or jobs. This process involves allocating and apportioning the expenses of
service cost centres to production cost centres, ensuring that all overheads are eventually

borne by production.

Methods of Re-apportionment

Methods
Direct Re- Step Reciprocal
distribution Distribution Service
Method Method Method
Repeated Simultaneous .
Distribution Equation UELEme ey

Method Method Method




1, Direct Re-distribution Method

In this method, the'costs ol séivice departments are directly apportioned to pl"(—'i.i:Tl:l’tii‘iﬁ.fi-

departments; ignoring any services exchanged hetween service departments themselves.

Txample: If the Canteen Department alse serves the Maintenance Department, that

service [s not considered — all canteen costs gostialght to production departments,

2.Step Distribution Method

Hore, the seryice department that provides the highest proportion of services to other
deparoments is dealt with firse lts costs are apportioned to hoth praducten departments
and remaiiing service departments. The next most serviceable deparemient fs then
selected, and the process continues unfil all service deparfments’ costs are fully
transferred to production-departments.

3. Reciprocal Service Method

This‘method acknowledges that service depariments ofteén render services io edach other
The cost of these interdepartmiental services must be: considered before final
apportdenment to productiondlepartments.

Approaches under this method:

(a) Similtaneous Equation Method

Thisuses algebraic equations todetermine the true total costof each service departiment

after considering mutual services Once these total costs are calculated, they are
apportioned to production departments according to the given basis ar pereentages.

{b) Repeated Distribution Methad

In this approach, thecoverheads ol each:service department are repeatedly appertioned
w both preduction and other service departments according to the given percentages.
The process continues‘in cycles, until the remaining fiegmres- are too small to affect the

i‘:t)télﬁ_;-
(€) Trial-and-Error Method

Orie sefvice departments cost is appoitioned to amother serviee department. That second
department’s costs (including flie portion received froi tlie first) are fhen apportioned



back ve the firstdepartment. This back-and«fortlrprocess continues until the amounts left
taapportion become negligible orzero,

Methods:
1. Direct Methed = Service departments distributed directly to production
departments.
2. Step Ladder Method - Distiibutes one service department ata tive (Starting with

one serving most others).
3. Reciprocal Methed - Considers mutual services between servicedepartments.

44 Absorptioniof Overheads

Absorptionof overhead —also referred toas levy, recovery, orapplicationof overhead —

is the provess of charging the overheads assigned to'a cost centre or production
deparument to the units produced. ln other words, once overhigads ave allocated any
apportioned fo departments, they must be distributed to'cost anits (jobs, processes, or
products), This final stage of charging overheads to autput is knowm as overhead
absorption.

Overhead Rate

To dhsorb ovarheads into cost uiits, 4 stitable base such as urits ofautput, direct material
cost, prime cost, labour hours, or machine hvurs is chosen. Using this base, a rate is

computed forthe period, known as the Overhead Absorpron Rate (OAR)



Types of Overhead Rates

] Actual Overhead Rate

' Predetermined Overhead Rate

l Blanket Overhead Rate

' Multiple Overhead Rate

l Normal Overhead Rate

l Supplementary Overhead Rate

a. Actual Overhead Rate

Actual overhead rate is also called as the historical rate. It is calculated after the period

ends by dividing the actual overhead incurred by the actual quantity of the chosen base.

Actual Overhead Incurred

Actual OAR = -—--

Actual Base Quantity

b. Predetermined Overhead Rate

This overhead rate is calculated before production begins based on budgeted overheads

and budgeted base for the period.

Budgeted Overheads

Predetermined OAR = -

Budgeted Base Quantity



¢, Blanket Overhead Rate

Asingle overheatl rate for the entire factory, regatdless of departments.or processes will

be levied inder thiis blanket overhead rate method,
d. Multiple Overhead Rates

The separate rates are belng computed for each department, cost centre, produet line, or

cost élement.
e. Normal Overhead Rate

Based op the overheads expested at pormal ‘capacity ‘of production, smoothing eut

seasoral or abnormal variations.
f. Supplementary Overhead Rate

This overhead rate is used to adjust differences between absorbed overheads and actual

overheads, [Lean be positive (forunder-abisorption) ornegative (for over-absorption).
Methods of Absorbing Manufacturing Overliead

The method selected dépends on the-nature of the production process and the most
appropriate cost driver

Direct Material Cost Method

Dverheads are dbsarbed asia percentage of direct myaterial cost. The formula ist

Factory Overhead
Overhead Rate = - S
Direct Material Cost

Direct Labour Cost Methad (Direct Wages Method)

Overheads are absorbed asa percentage af direct labour cost: The formula kst

Factory Overhead
Overhead Rate'= % 100
Divect Labour Cost

Direct Labour Hou rs Method

Overheads v absorbed based on the aumber of direct labour hours worked. Suitable

when mantal orsldlled labour predomindtes in production.



Factory Overtiead
Rﬂte pEl [ﬂbﬂur I'lDuT' T e S e e e e e e ——
Total Direct Labour, Haurﬁ

Prime Cost Method

Overheads are absorbed as o pereentage of Lotal _p.r-}.-x-ne cost [Direct Material + Direct

i Factary Overhead
Overhead Rate = - e % LODI
Prime Cost

Unit of OutputMethod (Production Unif Method)
Under this method overheads are absorbed per unit of output. Thismethad will be best

suited where units are homogeneous.

Factory Overhead

Rate per Unit =
) Units Produced

Machine Hour Rate

Overlieads are absorbied based on the number of machine hours used. Most suitable for
miichine-intensive prodiction,

Factory Overhead
Machine Hour Rate= e —
“Toeal Ma{_ilme- Hopurs

As per the CIMA [I_ﬂq definition, this is “an actual oar predetermined rate of cost
apportionment ar averhead absorpiion, calculated by dividing the cost to be apportianed

or absorbed hy the number ef machine hours used or te be used”
Calculation of Machine Hour Rate

The Machine Hour Rate methad caletlates the cost of running a machine for one hour,

inc]uc’l‘ing both fixed and variable expenses associared with it, The following steps are



Steps in Calculation

a. ldentify Relevant Overhead Expenses
Collect all costs'that relate specifically to the machine or group of machines for which the
rate is being calculated.

b, Mreat Each Machine (or Group) as 4 Cost Centre

Each machine is consitered a separate cost centré so that costs ¢an' be tricked and

allocated accurately,
e. Classify Manufacturing Overheads
Overhead costs are grouped into:

Fixed or Standing Charges: The$e remain constant regardless of lUsage, eg., rent;

insurance, rates, and supervision,

Variable Machine Expenses: These vary divectly with the operation of the machine, e,

power consumption, dq_-).rﬂ('iéﬁb‘n,- and repairs.
d. Compute Hourly Fixed Cost

Add upall fixed charges and divide by the machine's normal working hours to find the
hourly fixed charge.

Include time for both productive work and normal idle time such as maintenance setyp,

and adjustments.
I Galeulate Hourly Viriable Cost

WorK ot a séparate hourly rate for each varidble expense (eg, per hor power cost,
g. Arrive at the Machine Hour Rate

Add the hiburly fixed charge and the hourly variablecost.

Machine Hour Rate = Hourly Tixed Charges + Hourly Variable Charges



Advantages

% Measures the relative efficiency of (ifferent machines.

% TEnables cost.comparison between machines,

¢ Identifies idle time and its related cost.

% A scientific method that takes Inte acvount the time fctorin cost allocation.
Disadvantages

% Reguiresextensive clerical work to track actual machine hours.

% May be less effective when expenses are not directly propertional to machine

usage:

% Not suitable for pracesses or jobs campleted witholt operating machinery.

illustration 1 - Primary Distribution of Overheads

A factory has three praduction departments (A, B, C) and two service departments (X,

Y). Qverheads for the month and apportionmerit bases are;

Particulars ”a-m_utm_t’. (%)|Basis for Apportionment

Roni ”5_0.00'.0.' Floor area

Power |3-ﬂ.;0.{}0 Machitie hours

Canteen expenses||10,000  ||No. of employees

Insurance 12,000 Asset value

Department wise other details

Dept. Floor Area (sq.m)|[Machine Hours||No, of Employees| Asset Value ()

A [1200 500 50 3,00,000

B |00 600 30 200,000




Dept,[Floor Area (sq.m)[Machine Hours|No. of Employees|Asset Value (%)
¢ [Looo 400 20 1,00,000

X (800 200 15 50,000

Y 400 0 10 50,000

Caleulate appurtionment rates for each expense and apply to departments and the Lotal
overheads foreach deparmment after primary diswibution.

Expense [Rate (%) A B |C X Y

Rent 50,000 = 4,000:sq.m = 1 2.50)/s6, m|| 15,000/ 10,000(12,500(7,500 ||5,000

Power 330,000 = 2,000 hrs=315/hr 12,00005,000 [&,000 3,000 [

Canteen |310,000+ 125 emp =380 emp. 4000 |[2400 [1,600 [[L.200 800

Insurance][F12,000 =%7,00,000 = 1.714% (5142 [[3,428 1,714 857 |B8S7
Total 36,142)|24,828|21,814|[12,557]6,657

llustration 2 = Secondary Distribution (Step Method)
Using the totals fromy Nustration 1 and the following service department usage:
¢ XsarvesA, B, Y inthe ratio 4:3:2:1
«  YgservesA, B, Cinthe ratio 2:3:5
Steps;
L. Distribute X's cost so.4, B, C, ¥ usinggiven ratio.
2. Distribute Y's total to A, B, € nsing given ratio,
Final Overhead Totals;
o h=343.142

» B=R30,028




« (=327.071
Musiration 3 - Absorption Rate (Labour Hour Method)

Estimnated overhead far Dept, A = ¥1,00,000; Estimated lahotir hotis = 25,000,

Factory Overheadl
Riite per Labiour HOUr = ===r—-—s-mmmmmmmmremzeens mene
Total Direct Labowr Houts

| 31,00,000
Rate per Labour Hour= —wrmmmnmmnmmmpmsmmeee-- =34 per Labour Hour
25,000 Hours

Tlustration 4~ Machine Hour Rate Calculation
+  Rent for shop: 24,000 (10 machines, equal share)
« Insurance: 36,000 (forall machines equally)
+  Supervisor salary: ¥1,20,000 (allocated equally)
« Depreciation of machine: 10,000 per year
«  Powen: 340/hour
+  Repairsi34.000/ year

« Normal working hours/year: 2,000 tes (includes maintenance time)

Solution:
Particulars AmountIp.a. | Amount Ip.hr
'Fixéd Charges
Rent per machine 2400 1,20
Insurance per machine BO0 0.30
SupErvisar 12,000 6.0
Depreciation 10,000 5,0
Repairs 4000 20
Total Fixed Charges




Fixed Charges;
Rent per machine = 224,000 = 10 = 32,400/ year =31.20/hour
Insurance per machine = 3600 /vear = X0.30/hour

Supervisor = £12,000/year per machine =36 /hour
Depreciation= £10,000/year =35/hour
R&pair‘s = ?:’I‘{]ﬂ{] !}]e’a F= zthou |'E

Variable Charges:
Power=340/hour

Total Machine Hour Rate:
= Fixed (F1.20 + 3030 +36 + ¥5 + ¥2) + Variable (340)
=354.50/hour

Q1 - Primary Distribution

Given overheads and bases for apportionment, allocate costs to 2 production
departments; (P1, P2) and 2 seryice departments (S1, 52),

(Date provided {n SLM format for scudentcateulation.)

Q2 - Secondary Distribation (Direct Method)

Using totals from Q1, redistribute $1 and 52 costs to P1 and P2 directly (ignore mutual
senvices).

Q3 - Absorption Rate (Machine Hour Method)

Estimated overhead = ¥1,80,000; Estimated machine-hours = 12,000; Calculate the rate
Q4 - Over/Under Absorption

Applied overhedd = 32,50,000; Actusl sverhead = I2,40,000. Find amount o over furider
absorption and suggest reatment.

Q5 = Machine Hour Rate

Given fised and variable'costs for a machine and total hvurs worked, conpute tiie
machine hour rate



Answers to Exercise Problems (For Self-Check)

Al: (Studeiits compare with teacher's key)

AZ: Final tatals for P1, P2 will differ based an apportinnment base:
A3: Rate = ¥15/hour; Uverhead for job = 34,500.

A4: Over-absarption of 310,000; adjust through Costing P&L.

A5: Total rate = 352 /hour (based on given figures).

Summary

This.unit explained the nature and elassificavion of overheads, their allocation amd,
apportionent amang departments; primaty and secondary distribution, metlinds of
overhead absorption, and calculation of machipne hour rate with illustrations.

1. Define allosationand appertionment of overheads with examples,

2, Ixplain the difference between primary and secondary distribution,,

3. What is the-purpese of overhead absorption?

4. Calculate the overheads absorbed for a job requiring 8 machine hours If the rate
is %25 fliour.

‘5, Compute Machine Hour Rate from:

Depreciation 35,000; Power 33,000; Repairs 2,000; Insurance 31,000;
Machine Houts: 500

Glossary

» Overheads: Indirect costs notdirectly traceabile to products..

« Allocation: Assigning wholeoverheads to one department.

+ Apportionment: Sharing overlieads among multiple departments.
« Absorption: Charging overheads to ouipui anits.

+ Machine Hour Rate: Cost of operating a machine per hour.



1 -&Illﬁﬁﬂfﬁi'aﬁzé—ﬁsigﬁﬁ entire cost [.e-:;g, Supervisor 'Sﬂl.h?ﬁj!v)_j';a]?]:it.l-l'fi.ﬁrr'meﬁﬁId‘i'ﬂé"i.(’;']j‘i}'S:-
cost (e, tent by ared)

2. Trimary: Appartion te all departments; Secondary: redistribute service dept.

osts to production depts,

. To include overheads in product cost fairly and systematically:

4, 8x¥25="1200

5. Total Overheads = 5,000 +33,000+ 32,000 + 21,000 = TL1,000

MHR=3I11,000,/ 500= 322 /hour

L. M.N.Arora - Cost.und Management Accounting - Vikas Publishing

. S.P. Iyengar — Cost Accounting - Sultan Chand.& Sons:

4, TS Reddy &Y. ari Prasad Reddy - Cost Accounting = Margham Publications

5. Hormgren-eval, = Cost Accounting: A Munggerial Emphasis- Pearson
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Overview
Cost astertamment is the core of vost accounting: It helps determine the cost per unit

under various production environments using appropriate methods: This unit discusses

unil, job; batch, contract, operating, and process costing with real-world applicationsand

solved lustrations.

s+ Apply unit costing for single-product environments,
+ Understand and compute cost under job, bateh, and contract eosting systems,
-« Use operating costing for service industries.

+ Prepare processaccounts and ascertain cost per unit,



Meaning
Cost ascertainment refers to the process of defermining the actual cost of praducing
goods or renderingservices; [t isa fundamental objective:ofcost accounting and involves
systematic collection, classification; allocation. apportionment, and absorpton of costs ta
arrive at the.cost per unit of output or service.
The process eusures that management knows how much it costs to manufacture a
product, exequte a [ab, eperate a process, or provide a service. This enables informed
déei‘sm:m;-mal@m-g regarding pricing, cost control, hu.dgenting; and perfarmance evaluation.
Definition
Cost aseertaimment is the process of determining the cost of a product, job, service, or
process. Differentindustries use different methods based on production pature,
Dbjectives of Cost Ascertainment
1, Determine Product/Service Cost: To compute total and per unit cost of
production orservice rendered.
2. Aid Pricing Decisions: Ilelps management fix selling price logically by adding
margin to cost.
3. Cost Control; By idenlifying cost companents, inefficiencies can be detected and
controbled.
4. Decision-Making: Provides 3 sound base for make-or-buy decisions, tendering,
and resaurce allacations.
5. Profit Measurement: Assists in comparing cost with revenue to ascertain
profitabiliey:
Methods of Cost Ascertainment
The method adopred depends upon the nature of business and type of output. The major
methods include:



Method of Costing

Suitability

"Unit Gasting (Output Gasting) |

Used where identical products are manafactined in

bulk. Cost perunitis determined using a cost sheet,

Examples: Cement, bricks, eleetricity, textiles.

|oh/Costing

Applied when worlk is Undertaken as per specific
vustomer grders, Costs are accumulated job=wise.

Examples: Printing, furnlwre making, specialized
mackiinery:

Batch Costing

| Used when similar items are produced in batches.

Cost perunit = Toral Batch Cost = inits in Baelr,

Examples: Pharmaceuticals, spare parts, Barments.

Contract Costing

|Usad in  large-scale, long-torm works like

construction and englneering,

Costs recorded i Contract Account: profit

transferred based on campletion stage.

Process Costing

|Suitable for mdustries with continuous and

hariogensous production.
Costs collected for each process/departrent and
averaged per unit,

Examples: Oil refining, chemicals, sugar, texles.

Costing)

=

Applied in service induostries.

Costs classified it standing, running, and

Cost per service unit (passenger<kin, tonne-km, bed-




Steps in Cost Ascertainment
L.

2,

Collection of Costs - Gathiering data.on materfals; labour,and expenses.
Classification of Costs - Segregating into divect and indirect costs,

Allocation & Apportionment - Assigning. direct costs directly, and distributing
indirect costs ta cost centres,

Absorption - Charging overheads to cost units using absorption rates.

- Cost Sheet or Account Preparation — Presenting vosts in a structured form to

show cost per unit

Impertance of Cost Ascertainment

Provides s basis for scientific pricing.

Tacilitates budgeting and cost control.

Helps incomparative analysis berween departments, products, or periods,
Essentidl For statutory réporting in certain industries.

Provides a fonndation for adyvanced techniques suchas standard costing, marginal

gosting, and budgetary contral,

Cost ascertainment is the cornérstone of cost dccounting, By applving suitable methods

such as unit ¢osting, joh.costing, batch costing, contract costing, process costing, and

operating costing, organizalions can compute reliable product and service costs. This not

only helps in fixing fair prices but also improves cost control, efficiency, and profitability

analysis.

Meaning

Unitcosting also known asoutput costing ovsingle costing.is a costing method applied in

industries where products. are manufactured on @ large sedle in continuous and aniform

production: Costs are collected for a given period and expressed on a per-anit basis.,



Features of Unit Costing

»  Production is standardized and continuous.

o Theoutput is homogeneous (all units-identicdl),

» Asingle cost unit s used (per tonne; per lilre, per bag, per metre, per kWh, etc.).
+  Costsare accumulated periodically (weekly, monthly, quarterly).

+ The main tool is the Cost Sheet, which classifies costs into Prime Cost, Factory Gost;
Gostof Production, and Cost of Sales.

Industries Using Unit Costing

s Cernent, biricks, and steel industries

o Sugar mills, paper mills,and chemical plants

« Textilemills, power generation unils, and transport services.
Objectives of Unit Costing

+ o ascertain total and per unit cost of production

« To provideq basis for pricing decisions

« Te compare costs acrpss different periods (cost control)

«  Ta facilitare standard costing and variance analysis

Advantages and Limitations of Unil Costing

Advantages Limitations
sim_(a_le tounderstand and vperate Not suitable for industries with varied or

Provides reliable unit cost, useful for fixing | customized prodiiction
selling price Ignores inter-departmental cost

Facilitates periodical cost comparisenand | differences if one blanket rave is-applisd.

Liess informative compared to JGb[ Process
Ensures better cost cantrol due o | costing wheredetail is higher

‘classitication of costs.




Format of Cost Sheet

Particulars Amount [X] Amount [3]
Direct Materials XXX
Direct Labour XXX
Direct Expenses XXX
Prime Cost XXX
XXX
Add: Factory Overhead
XXX
Factory Cost
XXX
Add: Administration Overhead
XXX
Cost of Production
XXX
Add: Selling & Distribution Overhead
XXX

Cost of Sales

Formula
Total Cost
Cost Per Unit = -
No. of Units Produced
IMlustration

e Total cost: 50,000
e Units produced: 10,000
Unit Cost=X50,000/10,000=X5perunit
Illustration 1: Simple Cost Sheet
A factory produces 10,000 units in April.
e Direct Materials = 50,000
e Direct Labour =330,000
e Factory Overheads = 320,000

e Admin & Selling Overheads = 310,000




Prepare a.cost sheetand find cost per unit.

Particulars AmountRs. | Amount Rs.
"Direct Material | 50,000
Direct Labour 30,000
Prime Cost | 80,000
Add; Factory Overhead 20,000
Works Cost 1,00,000
Add: Administration Overhead 10,000
Cost of Production 110,000
Cost per Unil = Total Cost/No, of Units Produced
11,10,000/10,000 units = $11

Hlustration 2: Including Opening and Closing Stock
A factory produces 5,000 onits.

«  Direct Marerials = 340,000

» Direct Labour = 325,000

o [Factory Overheads = 50% of Labour

«  Admin OH =35,000

« QOpening stock = 200 wnitss Closing 'stock = 300  units
Find cost of sales per unit.

Solution
Particulars Amount 3 Amount 3

"Direct Material | iR

Direct Labour 25,000
Prime Cost 65,000
Add: Factory Overhead [@50% on Labour] 12,500
Warks Cost : 77,500
Add: Administration Overhead 5000
Cost of Production | 82,500
Add: Opening stock of Finished Goods 3300




[82,500/5000%200]

Less: Closing Stock of Finished Goods
[82,500/5000%300]

85,800
4950

80,850

Illustration 3: Profit as % of Cost

A company makes 1,000 units at total cost ¥1,20,000. Profit is 25% on cost. Find selling

price per unit.

Solution

Selling Price = Cost + Profit

That s, S.P =%1,20,000 + 25% on 1,20,000

=3X1,20,000 +X30,000

Selling price per unit = Sales/No. of units sold

=3%1,50,000/1000 = X150

Illustration 4: Cost per Tonne

A cement factory produces 1,200 tonnes of cement. Costs:

e Materials X4,00,000

e Labourx2,00,000

e Overheads X1,20,000

e Admin & Selling 80,000

Find cost per tonne.

Solution
Particulars Amount X Amount X
Direct Material 4,00,000
Direct Labour 2,00,000
Prime Cost 6,00,000
Add: Factory Overhead 1,20,000

Works Cost




Add; Administration Overhead

Cost per nme =38,00,000/1200 tonnes

‘Cost of Prodtiction

720,000
80,000

800,000

Hlustration 5: Comparative Cost Sheet

Asugar miill produced 5,000 guintals #2023 and 6,000 guintals in 2024,

. Direct Materials: ¥5,00,000 (2023), ¥6,00,000 (2024)

+  Labour: ¥3,00,000 (20Z3), 33,60,000 (2024)

«  Overheads: 32,00,000 (2023), 3240000/ (2024)

Find cost per quintal lor both years.

Solution

6O6L6T

Particulars

2023
Amouini 3

2024
Afmount X

“Direct Material
Direct Labowr
Prime Cost
Add: Ovetiead
Cost of Production
Cost per tanne =

Cost of production/ No. of Quintals produced

500,000
3,00,000

6,00,000
3,60,000

800,000 |

2,00,000

9,60,000
240,000

10,00,000

12,600,000

200

200

5.3.1.Job Costing

Meaning
jobcosting 1siamethod of costing applied when production is undertaken to meet specific

pustomer requirements, Each job (ororder) is treated as a distingt cost unit, and costs are



accumulaved separately for each job. Used when jobs are custamized and distinet (e,
printing, urniture),

Features of job Costing
« Tach jobis unigue and separately identifiable,
« Costs are collected and recorded againsteach job number.

» Dverheadsare absorbed usingan appropriate base (labour houvs, machine hours,

erc),
» Aol Cost Sheet Is prepared for each job to show material, labous overhead, and

. Cofiipatison is made bétweeriuctual Aid estimated cost.
'« Job gosting is ideal for customized production.

« Useful forquotations, profitability analysis, and control.

*

Pravides detdiled insight, but requires h’igh record ka‘ep-mg
industries ilsing job Costing:

» Printing presses

»  Turnituie workshops

« Autemaobile repair garages
« LEngineering workshops

.

Shipbuilding, interier decoration
Objectives of Joby Costing,
o To determine the cost af each spedific joh;
+  To helpin preparing quotations for future jobs.
« To comipare estimated and actual cost f‘:ari-efﬂeifncg_z vontrolk

-« To analyze proficability of individual jobs.



Advantages and Limitations of Job Costing

Advantages Limitations

Helps ascertain accurate cost per job. Requires detailed record-keeping and

e . . documentation.
Assists in fixing prices for future jobs.

Overhead absorption may not always be
Provides detailed information for cost p y Y

accurate.
control.
Unsuitable for continuous production
Identifies profitable and unprofitable jobs. P
industries.

Cost per job may fluctuate due to small

variations in expenses.

Format of Job Cost Sheet

Particulars Amount [3] Amount []
Direct Materials XXX
Direct Labour XXX
Direct Expenses XXX
Prime Cost XXX
XXX
Add: Factory Overhead
XXX
Factory Cost
XXX
Add: Administration Overhead
XXX
Cost of Production
XXX
Add: Selling & Distribution Overhead
XXX
Cost of Sales
XXX
Add: Profit
XXX

Sales




Illustration 1: Simple Job Cost Sheet
Job #25 has the following details:
e Direct Materials = 315,000
e Direct Labour =310,000
o Factory Overheads = 50% of Direct Labour

e Admin Overheads = 10% of Factory Cost

Solution
Particulars Amount [X] | Amount [3]
Direct Materials 15,000
Direct Labour 10,000
Prime Cost 25,000
5000
Add: Factory Overhead [@50% on Labour]
30,000
Factory Cost
3000
Add: Administration Overhead [@10% on Factory Cost]
33,000

Cost of Production

Illustration 2: Including Selling OH & Profit
Job #18 details:

Direct Materials = 325,000

e Direct Labour = 1,500 hrs @ X20/hr
e Factory OH =330/hr

e Admin OH = 10% of Factory Cost

e Selling OH = 5% of Cost of Production

e Profit = 20% of Cost of Sales




Solution

Sales

Particulars Amount [X] | Amount []
Direct Materials 25,000
Direct Labour [@X20/hr for 1500 hrs] 30,000
Prime Cost 55,000
45,000
Add: Factory Overhead [@X30/hr for 1500 hrs]
1,00,000
Factory Cost
10,000
Add: Administration Overhead [@10% on Factory cost]]
1,10,000
Cost of Production
5500
Add: Selling & Distribution Overhead
[@5% on Cost of Production] -
1,15,500
Cost of Sales
23,100
Add: Profit@ 20% on Cost of Sales] -
1,38,600

Illustration 3: Multiple Jobs
Company executes Jobs A and B:
e Materials: AX10,000, B X15,000
e Labour: A500 hrs @ 350, B 400 hrs @ 60

e OH absorption rate: 340/hr




Solution

Particulars JobA | JohB
Amount [X| | Amount [T]
Direct Materdals | 10,000 | 15,000
Direct Labour [A = @350/hr far 500 hrs] 25,000 24,000
[B= @360/hrfor400 hrs]

Prime Cost 35,000 39,000

Add: Overhead [A = @40 /hr for 500 hirs] . o
20,000 16,000

[B = @%40 /hr-far 400 s
' . ) 58,0000 55,000
Cost of Production o il

Tilustration 4: Quotation for New joh

A completed Job #20 costed: Materials:$50,000; Labour I30,000; Factery OH 320,000;
Admin & Selling OH 210,000, Company expects 25% profit on  cost
Fifid price far iew job with estimated cost = 380,000.

Solution
Past [ob Total Cost= 1,10,000;

Profit=27,500 (25%)
Sales= 1,37 500 = Prafit/CGost ratio = 25%
Therefore, New Job Sales Price = 80,000 + 20,000 = X1,00,000
Nlustration 5: Jeb Cost with Machine Hours
Jolb #30 regquires 1,000 machine hours.
« Machine OH rate =340/hr
«  Direct Material = 360,000

« Direct Labour= 325,000



Solution

Particulars Ama‘.uﬁli-f{[ 'Amnnnt‘]’ﬂ
"Direct Materials | 60,000 |
Divect Labour 25.000
Prime Cost | 85,000

40,000

Add: Overhead [@%40/hr for 1000 machine hrs]
1,25,000

Works Cost

Exergise 1

lob #45 requires: Divect Material £12/000; Direct Labour 38,000: Factory OH =60% of
Laboiit Finid cost of job. [Ans: T24,800]

Exercise 2

Direct Materials = 320,000; Direct Labour = 1,090 hrs @ 350,/hr; Factory OH = 325/hr
Find tatal jab cost. |Aris: JobiCost ¥95,000]

Exercise 3

Job #50 has Direct Materials 340,000; Direct Labour320,000; Factory OH X15,000; Admin
Ol 5,000 Selling OH X2.000. Find Cost of Sales. [Ans: 282,000)

Exercise 4

Estimated Job Cost =32,00,000; Company adds 25% profit o cost. Find quotation price,

Exercise 5

jab #55: Direct Matérials ¥15,000; Difect Labauy 12,000, Overlicads absorbed an
Labour @ 150%. Find jobcost [Ans: $45,000]



Meaning

Batch costing is an extension of job costing: [nstead of ascerfaining cost far each

individual job; costs are collected and ascertained for a batch (2 group of identical units).

The cost per unitisdetermined by dividing the total batch cost by the number-of units'in
tlhe batch.

Features of Batch Costing

Albateh s treated as ane cost unit,

Suitable whete goods are praduced in definite lots.

Batch cost includes material, labour, and overhead.

Cost per unit is depived by dividing batch cost by bateh size,

Often applied in industries producing small standardised components in batches.
Batch costing is useful forindustries prodacing in groups ot identical items,

EBQ helps in minimizing total setup + carrying cost,

Costsheet for batches aids pricingand cost contral.

Balances 'éfﬁ’tién:&-‘y between production and inventory.

Indusiries Using Baich Costing

-

Pharmaceuticals (tabilets, capsules)
Biseuit manufacruring

Automobile spare parts

Tays and garinents

[Hlectronics and hardware

Objectives of Batch Costing

To ascertain the total and per-unit.cost ofa hateh.

To determine the economic bateh quantity (EBQ) for cost efficiency:



+  To facilizare pricing decisions,

» Ta contvel costs in hatch-orfented industries.

Advaitages and Limitations of Batch Costing

numbers in batches;

Simplifies costing as the batch is treated as
A cost unit

Facilitates. detérmination of optiir
batch size (EBQ).

‘Enables better overhead absorption

Advantages Lipvitations
(Bconomicdl whén  producing lavge | Not suitable where production is

continuous without batches.

Large batch sizes may lead to higher
fﬂVEﬂ.‘tﬂJ’_j} costs.
Smiall Batch sizes may increase setilp cast

per unit

Economic Batch Quantity (EBQ) Formula
ERQ= \/zrﬁ/c

Where:
o A=Anpual Demand (units)

»  S=Setup Cost per batch

« C=Cartying Cost per ult per annur

Hustration 1: Simple Batch Cost
A'batch of 500 units incurred:

«  Direct Materials 350,000,

» Direct Labour 325,000

» Tactory OH 315,000

Tind (&) Batch Costand (b) Cost per unik.




Solution

Batch Cost =350,000 + 25,000 + 15,000 =%90,000
Cost per unit =390,000 + 500 =X180
INlustration 2: Batch Cost with Admin OH

Batch of 1,000 units: Materials ¥40,000; Labour X20,000; Factory OH = 100% of Labour;
Admin OH = 10% of Factory Cost.

Solution

Prime Cost =360,000

Factory OH =3%20,000

Factory Cost =380,000

Admin OH = 38,000

Batch Cost =388,000

Cost/unit =388,000 + 1,000 = X88
Illustration 3: EBQ Calculation

Given: Annual Demand = 48,000 units; Setup cost per batch = 600; Carrying
cost/unit/year = X2.

EBQ= \/ZAS/C

EBQ= \/2 x 48,000 units x 600,/2

= 3794 units [approx.]
Illustration 4: Multiple Batches
Two batches X (200 units) and Y (300 units):
e Materials X 320,000; Y 330,000

e Labour XX10,000; Y X15,000




« O absorbed @ 50% of Labour

Solution
Particulars [ Bateh X | Batch v

Ameunt? | Ameunt ¥
“Direct Material 20,000 30000

Labaun 10,000 15,000
Prime Cost 30,000 | 45,000

Add: Overhead @50% on Labour 5000 7500
Cost of Production 35,000 52,500

Batch X = Cost/unit = 135,000/200 units = 1175

Batch Y = Cost/Unit =352,500,/300 units = ¥175
Nlustiation 5: Quotatioi Based o Buteh Gost

Batch of 1,200 unifs costed: Materials T60,000; Labour I30,000; OH I20,000. The
companywants Z5% profivon cast,

[ Particulars AmountX | Amount X |
“Direst Material [~ &0,000 |
Labeur 30,000
Prime Cost 90,000
Addy Overhead 20,000
Cost of Production T 1,10,000
Add: Profic @25% on Cost 27,500
Sales: TA37500
Selling price per unit 114.58

Exercise 1

Batch of 400 unitsy Materfals 224,000: Labeur<16,000: Factory OH = 50% of Labous Find
cost per unit. | Ans: $120]

Exercise 2

Batch of 2,000 units: DM T80,000; DI, 340,000; OH T30,000; Admin OH $10,000. Find
batch eost and per unit, [Ans: X80



Exercise 3

Annual Demand = 24,000 dnits; Setup =3400: Carrying =32. Find EBQ. [Ans: 2191 units]

Exercise 4

Fintl cost/unit. [Ans: T135]

Exercise 5

Past Bateh of 1,000 apits costed 390,000, A new batch of 2,000 units is expected with 20%

Meamng_'

Contract costing is-a specialized form of job costing used for long-term, large-scale works

such as construction, civil engineering, shipbuilding, and infrastructure projects, Each

contrace is treated as a separdte cost unitand costs ave acenmulated for each contraet

separately,

Features of Contract Costing

Applied to construction and long-term contracts:

Work is exeeuted at contiact site [not factary).

High value,; low volume projects.

Costs recorded in Contract Actounts,

Progressive payments hased on Waerk Certified.

Retention money withheld by contractee uittil carmipletion.,

Profit is transferred to P&L cautiously (depending on stage of completion),
Contractcosting applies to large=scale construction projects,

Contract Accounts show costs, work certified, uncertitied, and profit/loss.

Profit recogrition deperids on'completion stage, following conservative principles.

Ensures fair profit transfer while protecting againstoverstatement.



Impertant Terms

»  Work Certified: Portion of work approved by contracteesarchitect/surveyor:
«  Wark Uncertified: Work completed but not yet-appraved,

+ Retention Money: % of work certified withheld until satisfactory completion.
« Notional Profit: Value of work certified + uncertified - [cost incurved).

«  Estimated Profit! Contract price - (Cost to date.+ Estimated future cost).

Rules for Profit Transfer
Percemtage of Work Completed | Profit Transferred.
‘Wark < 25% complete No profit transferved
Work 25% - 50% complete Transfer 1/3 x Notional Profil x (Cash Received /
Work Certified),
Work 50 - 90% complete Transfer 2/3 x Nottonal Profit = (Cash Reeeived /
‘Work Certified)s
Work almost complete Transfer Estimated Profit = (Work Certified /
ContractPrice) x (Cash Received / Work Certified )

Format of Coniract Account

Dr Cr
| Particulars Amount ¥ | Particulars T Amount T
“To Material | xx% | By Material Returped | X%
T Expenses on Purchases xxx | By Material Lost XXX
To Carriage [nward xxx | By Material sold XEX
To Labour xxx | By Material veturned to stores XK
To Plant at Cost x&x | By Closing Stockof Material XEX
To Overheads xxx | By Closing value of Plant RXX
To Notional Profit o/d xxx | By WIE
Worlk Certified XXX
Work Uncertilied K%
“To/Profit & Loss Afc T x| ByNotional Profit b/d T owxx
‘Toy WIP [Reserve] XX
X3 T oy




Ilustration 1: Basic Contract Account

Contract Price 5,00,000. -Exﬁeﬁc'l.itu'l“e':' Materials IL50,000; Wages 31,00,0000; Plant
TH0,000; OFIZ0,000, Work Certified 3,00,000; Work tincertified 320,000.'Cash received

=809% of Work Certilied.

Dr

Eantoact Acepund

Cr

Particwlars

Amtount

Partictlars

| Amount T

“To Material

To Wages

Ta Plant at Cost
ToOverheads

To Notienal Profit ¢/d

1,50,000
1,00,000
50,000
20,000
Nit

3,20,000

By WiP
Work Certilied
Wtk Uneertilied

320,000

3,00,000
20,000

Hlustration 2: Profiton Inca&iplate Contract

Contract Price = 310,00.000. Expenditure: Materials 32.00:000; Wages 31.50.000: OH
T50,000; Work Certified ¥5,00,000; Cash Received = 400,000 (80%) Wark Uhcertifiad

330,000,

i

Contract Account

Particulars

Armount

Particulars

Amount

“To Material
To:Labour

To Overheads
"Fo.Notional Profit ¢/d

To Profit& Loss Afe

[2/3 = 130,000 (4,00,000 =
5,00,000)]

To WIP [Reserve|

2)00,000
150,000

50,000
1,30,000

5.30,000
T 69,333

60,667

1,30,000

By WIP
Work Certified
Work Uncertified

By Notional Profit h/d

5,230,000

5,00,000

30,000

1,30,000




Ilustration 3: Contract Near Completion

Gontraet Price = £20,0,000.

Gost'te Date = 315,00,0003 Estimated Cost to Complete = E300,000.
Solution

Estimated Prafit = Cantract Price - (Cost to Date + Cost to Compléta)
= 20,000,000 - (15,00,000 = 2,00,000) =32,00,000

Profil transfer = Estimated Profits (Work Certified / Contrace Prige) » (Cash Received /
Work Certified)

= 2,00,000:% (16,00,000'+ 20,00,000) * (14,00,000 « 16,00,000)

=2,00,000 = 0.8 = 0,875 = ¥1,40,000

Hlustration4: Retention Money

Gontrfact Price = 12,00/000.

Waork Certified = 26,00,000; Wark Uncertified = €1,00,000; Cost Incurred = 35,50,000:
Cash Received = 75% of Werk Certified..

Solution

Notional Profit = (600,000 + 1,00,000) = 5,50,000 = £1,50,000:

Since Worl Certified = [50% of work is completed] —= Transfer = 2/3 = 1,50,000 x {Cash
Received / Work Certified).

= 100,000 (4,50,000 = 6;00,000) =X75,000.

Mllnstration 5; Caniract Account with Depreciation

Contract Price = $15,00,000.

Materials = 34,00,000; Wages=33,00,000; Plant avsite = R2,00,000 [depreciated 10%):

OH = X1,00,000; Work Certified = ¥8,00,000; Work Uncertified = 250,000; Cash Received
=36;40,000.,



Contract Account

Dr Cr
Particulars AmountX | Particulars Amount X
To Material 4,00,000 | By Plant 2,00,000
To Labour 3,00,000 | Less: Depreciation 20000 | 1,80,000
To Plant at site 2,00,000 | By WIP
To Overheads 1,00,000 Work Certified 8,00,000
To Notional Profit c/d 30,000 Work Uncertified 50,000
To Profit & Loss A/c ~ 25,000 | By Notional Profitb/d "~ 30,000
[2/3 x 30,000 x (8,00,000 +
6,40,000)]

To WIP [Reserve] 5000
30,000 30,000

Exercise 1

Contract Price X8,00,000.

Costs: Materials X2,00,000; Wages %1,50,000; OH X50,000.

Work Certified 34,00,000; Work Uncertified X20,000. Cash Received = 3,20,000.

Solution

Total Cost =4,00,000
Value of Work =4,20,000

Notional Profit = 20,000

Transfer = 1/3 x NP x (Cash/Certified) = 1/3 x 20,000 x (3,20,000 + 4,00,000) = 35,333

Exercise 2

Contract Price X6,00,000.

Work Certified =X2,40,000; Work Uncertified = X60,000.

Costs =%2,50,000. Cash =%1,92,000.




Solution
Work Value = 3,00,000; Cost = 250,000 - Notional Prolit = 50,000

Work Certified [40% of the wotk completed] — Transfer = 1/8 % 50,000 = (1,92,000 <

Exercise 3

Contract Price = ¥15,00,000.

Costto date =10,00,000; Estimated to complete= 34,00,000.
Work Certified = 212,00,000; Cash Received = 110,00,000.

Salution
Estimated Prafit = 15,00,000 - 14,00,000°= 1,00,000

Transfer = 1,00,000 x (12,00,000 = 15,00,000) x (10,00,000 = 12,00,000) = 366,667
Exercise 4

fosts: Matearials 3.00,000: Wages 32,00,000; OH %1,00,000.

Wark Certified $6,00,000; Cash = 4,80,000, Contract Price =310,00,000.

Salution
Total Cost= 600,000

Notiotial Profit = 0 (Work Certified = Cost same): No Profit transfer:
Exercise §

Contraet Price 320,00,000.

Waork Gertified $15,00,000; Cash Received 31:2,00,000: Cost = X13,50,000;
Solution

Waork Certified = 75% — Transfer= 2/3 % 1,50,000 = [ 12,00,000 + 15,00,000) = 80,000



Meaning

Operiting costing [or seivice costing] is 4 method of costing used in sé¥vice indistiies

where services, rather than tangible goods, are provided. The cost per unit of service is

ascertained (e.g. per passenger-kilometre, per tonne-kilometre, per bed-day).

Features

-

Applied where servicesare rendered (Lransport, hospitals, power supply, etc.).
Cests areaccumulated understanding (fixed) and running (variable) charges.
Costunit depends on nature of service (passengerslan, tonneskim, petbed-day):
Cotiiposite inits (e, passenger-kin) combing sérvice reniired with distance:
Cost per unit = (Total Cost = Total Service Units).

Operating costing ts:applied in service industries,

Gosts are divided into standing, rinning and maintenance charges.

Service units (passenger-km, tonne-km, bed-days, room-days, kW) are nsed,
Cost/unit = Total Cost+ Seryice Units.

Useful tor pricing, cost control, and etficiency comparison.

Industries Usiiig Operating Costing

« Transport undertakings (buses, trucks, airlines, railways),
= Powersupply undertakings,
» Hospitals (per-patient-day);
» Hotels (per ranm-day),
+ Schoeols (per student-year).
Objectives
-« To ascertain cost per service unity
+ T aid pricing of services (fares, tariffs, room gharges),



« To control costs of service aperations.

» Mo compare elficiency acrass tiine or 'Serviees.

Cost Classification
Type of Cost Example
‘Standing Charges (Fixed) Rent, insurance, licenses, salaries,
depreciation, interest,
'.Rumn;ing Charges (Variable) Fuel, oll, tyres, repaits, maintenance
Maintenance Charges Wages of drivers, cleaners, helpers;
serviving expenses

Cosi Units

Type ol Sepyice Cost Umt
"Passenger transport Cast per passenger=km
‘Gonds transpart Cost per tonne-km
'-El:em-iaity’ Cast per kWh
Hospital Cast per bed-day
“Hotel Cost per room=day:

Formulae
+ Passenger<lkm = No. of passengers x Kilometres travelled
« Tonne-km = Welght carvied (tonnes) = Kitormetres ravelled
» Cost per unit = Total Cost + Total Units

Huostration 1; Passenger Cost per km

Abus runs 25 km one way, 4 trips per day, 25 days-a month. Seating capacity 50, average
occupancy B0%. Monthly cost = $1,00.000. Calculate cost per passenger KM.

Solution
Tatal passenger-km =25 x 2 x 4 x 25 x 50 x 0.8=1,00,000 passenger-km.

Cosy/passenger-lkam = 1,00,000 = 1,00,000 =1 per passenger-km.



Hlustration 2: Goods Transport (Tonne-km)

A'fruck carries 10 tonnes; distance 100 km, 20 trips in a month. Total.cast = 350,0010.

Solation
Tonneskm = 10w 100 = 20'= 20,000 toane=km;

Cost per tonne-km = 50,000 + 20,000 = 32.50 per tonne=lm.

llusiration 3: Cost per Bed-Day (Hospital)

Hospital with 100 beds, average occupancy 80%, 30 days, Tatal cost=312,00,000.
Selution

Bed-days = 100 x Q= 30 = 2,400

Cost/bed-day = 12,00;000 + 2,400 =500 per bed~-day.

illusiralion 4: Power Supply Costing

Pawer house produces 1,00,000 units, Cost: Fuel $2,00,000; Salarieg $50,000;
Depreciation T30,000; Other OH 20,000,

Solution
Total cost = 3,00,000.

Cost/unit = 300,000 = L0000 = 33 per kWh.
Nlustration 5: Hotel Costing
Hotel with 40 rooms; 30 days, ovcupancy 75%. Total monthly expenses T12,00,000.

Solution
Room-days= 40.x 30 x 0.75 =900,

Cost/raom-day = 12,00,000 + 900 = ¥1,333.33.
Exercise 1; Passenger Transport

A lbug runs 20 lon each way, 3 wips/day, 25 days, 40 seats, 75% oceupancy. Toval monthly
cost T72,000.

Solution



Cosy/unit = 72,000 = 38,000 =32 perpassenger-km.

Exercise 2: Goods Transport

Koty of 5-tanrie capacity makes 25 trips af 50 km each, Total cost 362,500,
Solution

Tonneskm = 5 x 50 x 25 =/6,250.

Cost/unit =162,500 £ 6,250 = 10 per tonhe-kit,

Exercise 3: Hospital

Hospital has 200 beds, 75% oceupancy, 30 days. Total cost 336,00,000,

Selution
Bed-days = 200 x D.75:x 30'= 4,500,

Cost/unit = 36,00,000 = 4,500 = IB00 per bed-day.
Exercise 4: Horel
Hotel has 50 rooms, 30 days, 6ecupancy 60%. Total monthly expenses X9,00,000.

Solation
Roem=days =50 = 30 x (.6 = 900.

Cost/unit =%.00,000 =900 = 31,000 per roofit-day.
Exercise 5t Electririty.

Plant produces 50,000 kWh. Costs: Fuel ¥75,000; Salaries ¥25,000; Depreciation $10,000;
Othvers 15,000,

Solution
Total cost = 1,25,000.

Cost/unit = 1,25,000 + 50,000 =250 perkWh.



Meaning

Process costing is a costing mefhod applied in industries where production is contintdons,
standardized, and homogeneous. Costs are accumulated for each process, department, or

stage of production, and the average cost per unit isdeternined,
Features

« Production is continuous and' mass scale.

¢ Output is uniform.and standardized

»  (Costs arecollectad processswise.

« The cost pey uriit = (Total Cost of Process = Uriits Produded)s

«  By-products, joint products, and inter-process profits may arise {excluded here as
per syllabus).

+  Process costing applies to-continuous productionindustries,
« Normal loss — absarbed in good units,
+ Abnormal loss/gain - transferred to P&L,
= Cost perunit derived by average method.
«  Rguivalent urits used for WIP valiation.
Industries Using Process Costing
«  (hemicals, petroleun, oil refining
v Textiles, paper, sugar
» TPaint, cement, food processing
»  [lectricity, steel, rubber
Objectives
-« To ascertain cost per process, per department, per unit.

« To control costs al each stage.



«  To facilitate wransfer priving berween processes:
» o providé basis for pricing decisfonsin continuous fndustries.

Advantages and Limifations of Process Costing

Advantages Limitations

Suitable for industries with mass Averaging may hide inefficiencies.

production
Helps determine accurate cost per unit, | Notsuitable forcustomized praduction,
Enables inter-process cost contral Abpormal losses/gains need  careful

Simplifies valuation of work-in-progress. | treatment

Treatment of Losses
« Normal Loss: Expected loss (e.g,, evaporation, wastage). Cost is absorbed by good
uits,
« Abnermal Less: Unexpected loss due te avoidable reasons (e, accident),
Charged to Costing P&L.
+ Abnormal Gain: When actual [0ss < narmal lass; credited to Dasting P&l

Steps in the preparation of Process Account

I

Prepare Process /e for each stage.

Include all directeasts L shareof indirect costs.

b

3, Normalloss is expected and absorbed in cost,

. Abnormal \wss/galn is wansferred to Costing P&L.

=



Format for Process Account

Dr Cr
Particulars Units | Amount Particulars Units | Amount
To Material By Normal Loss
To Labour By Abnormal Loss [if any]
To Expenses By Finished Goods
Illustration 1: Simple Process Account
Material issued = 1,000 units @ X10/unit.
Labour = X5,000.
OH =3%2,000.
Normal Loss = 10% of input (100 units). Scrap value = X2 /unit.
Output = 880 units.
Process Account
Dr Cr
Particulars Units | Amount Particulars Units | Amount
To Material 1000 10,000 | By Normal Loss 100 200
To Labour 5000 | By Abnormal Loss [ifany] | 20 370
To Expenses 2000 | By Finished Goods 880 16,430
17,000

Working Notes

Calculation of Abnormal Loss/Gain Units

Units Introduced 1000
Less: Normal Loss 100
Normal Output 900
Actual Output 880
Abnormal Loss 20




Tormula for Value of Abnormal Loss

Noimial Gost of Norinal Outjut
Value of Abnormal Loss ==ssssmsmmsmmm s ssessesancaeeee X Abnormial Loss Units

Normal Output
ustration 2; Tweo Processes

Process | Input 1,000 units @ 320 = 20,000; Labour LD,000: O 5.000; Normal Loss 10%
(scrap value x2). Output transferrad = 900 Whits.
Process [I: Additional Labaur = B,000; OH = 4,000; Normal Loss 10% (scrap value £3),
Output transferred =800 units.

Solution
Protess | Avenlint

Dr Cr

Particulars Units | Amount Particulars Units | Amount
& ES
“ToMaterial (71000 | 20,000 | By Normal Loss 100 | 200
To Labour 10,000 | By Process Il Afc 900 | 34,800
To. Overheads 4000 | €ost per uriit = 34,800/900
" 35000 | 338,67 per anit 35,000
Process [ Account

Dr cr
" Particulars | Units | Amount | Particulars "Units [ Amount
% %
T Process | Afe | 900 | 34,800 | By Normal Loss 90 | 270
To'Labour ROOO | By Abnormal Loss [ifany] | 100 S50
To Expenses 2000 | By Finished Goods 800 | 43,980
44,800 44800




Working Notes

Calculation of Abnormal Loss/Gain Units

Units Introduced 900
Less: Normal Loss 90
Normal Output 810
Actual Output 800
Abnormal Loss 10

Formula for Value of Abnormal Loss

Normal Cost of Normal Output

Value of Abnormal Loss = --- --- X Abnormal Loss Units
Normal Output
=344,530/810 x 10 =550

Illustration 3: Abnormal Loss

Input = 500 units @ 50 = 25,000.

Labour = 10,000; OH = 5,000.

Normal Loss = 10% (50 units), scrap = X20/unit.

Actual Output = 420 units.

Solution
Process Il Account

Dr Cr

Particulars Units | Amount Particulars Units | Amount
X %
To Process [ A/c 500 25,000 | By Normal Loss 50 100

To Labour 10,000 | By Abnormal Loss [ifany] | 30 2660

To Expenses 5000 | By Finished Goods 420 | 37,240
~ 40,000 40,000




Warking Notes

Calculation of Abnormal Loss/Gain Units

‘Units Introduced
Less: Normal Loss
Norimal ODutput
Actigal Outpu
Abnormal Loss

500
50
420

Value of Abnarmal Loss = ===

Formula for Value of Abnormal Loss

Normal Cost af Normal Output
e === ¥ Abnormal Loss Unils:

Normal Qutput
=%39,900/450 x 30 =32660

Hlustration 4: Abnovrmal Gdin

Input 1,000 wnits; Cost  ¥30,000; Normal Less 10% sgrap = I5/unit,
Output = 920 units (Instead 0(900).
Process [l Account
Dr Cr
Particulars Units | Amount Particulars Units | Amount
£ 4 £
To Process |AJe | 1000 | 30,000 | By Normal Loss W0 | 500
"To. Abiarimal Gain 20 655 | By Finished Gools 920 | 31,155
30,655 30,655

Waorking Notes

Calculation of Abnormal Loss/Gain Units

Units Introduced
Less: Norfial Loss
Normal Output
Actual Qurput
Abnormal gatr

1000
100
900
920
—y




Formula for Value of Abnormal gain

Normal Cost of Normal Output

Value of Abnormal Loss = —

--- X Abnormal Gain Units

Normal Output
=329,500/900 x 20 = X655

Exercise 1

Input = 2,000 units @ 310 = 20,000.

Labour = 8,000; OH = 4,000.

Normal Loss = 10% (200 units) scrap X2 /unit.

Output = 1,750 units.

[Ans: Abnormal Loss = 50 units @17.56 = 878]

Exercise 2

Input = 1,000 units @ X25; Labour 10,000; OH 5,000.
Normal Loss = 10% scrap = X3 /unit.

Output = 880.

[Ans: Abnormal Loss 20 units @ 44.11 = 882]

Exercise 3

Process I: Input 1,200 units @ X15; Labour 6,000; OH 4,000.
Normal Loss = 10% scrap @ X2.

Output = 1,000 units.

[Ans: Abnormal Loss 80 units@ 25.70 = 2056]

Exercise 4

Input = 1,500 units @ 310 = 15,000; Labour 5,000; OH 3,000.
Normal Loss = 5% (75 units) scrap X2.

Output = 1,400.



[Ans: Abnormal Loss 25 units @ 16.04 = 401]

Exercise 5

Inpiit = 1,000 units; Costs: Materials 320,000; Labour 15000; OH 10,000,
Output = 950 units; Normal Loss = 5% scrap 35 /unit.

[Ans: Qutput 950 units @47.11 =44,750]

Summary

Thisunit coyered cost-ascertainment under multiple methods—anit, job, batch, contract,
operating, and process rosting: It explained each method's scope, calculation steps, and
application with lllustrations to elp learners apiply the right costing method iy different
indiistrial situations.

1. Defineunii costing. Where s it applicable?

2. What is the difference betwieen job costing and contract.costing?

3, Calculate cost per unit fora batch costing 25,000 with Z,000 units;
4, Explain the basis of operating costing in a transportcompany.

5. Compute process costing per unft when:

> Iriput = 1,200 units, Material = 24,000, Labour = £12,000; OH =%4,800,
Normal loss = 10%
Exereise 1 - Cost Sheet & Cost per Unit
Given: 8,000 units; DM Z,000000; DLR1,00,000; Factory OF I50,000; Adiin OH X30,000.
Cost Sheet (for 8,000 units)
o Direct MaLErTalS . orcresemessmmssnmsssmsnaeess $2,00,000

o DTt LABOUE v cvsserssssonesssersstosessrcerense TLOODO0



o FAvtory GOt .....o..ccimcnmcsinseinon 18:50,000

s Add: Administration OH ..o i 330,000
« Cost of Production (Total Cost) ............ ¥3,80,000
Cost per unit = 3,80,000+ 8,000 = ¥47.50
Exercise Z = Cost Sheet & Cost per Metre

Given: 10,000 metres; DM ¥4,50,000; DL %2,50,000; Factory OH = 100%: of DL =
32,50,000; Admin OH 350,000,

Cost Sheet (for 10,000 metres)
s Direet Marenials v usawamnsmmvwmssmm {4,50.309

o DIrect LABOUS s sasmsa: T2,50,000

A TTIME COSE wooveeeresesescesmsgonscensanssesmenresaraneneee T 00,000
o Add: Factory OVerlieads ... oo 450000

. Faﬂnryﬁﬂst e T T e s e e 080

«  Costof Production (Total Cost) ...n..... £10,00,000
Cost permetre = 10,00,000 + 10,000 = 100
Exercise 3 - Selling Frice per Bag (Piofit on Sales)
Given: 20,000 bags; Total Cost (Cost of Sales) X24,00,000; Profit= 20% on Sales:
When profitis on sales,
Sales = Cost + (1~ Profitt) = 24,00,000 + 0.80 = ¥30,00,000

Selling  price- per  unit = 30,00,000 <+ 20000 = X150 per bag
(Profit per'bag = 150 = (24,00,000 = 20,000 = 120] = 230)

Exercise 4 - Costof Sales & Cost of Sales per Unit

Given: Units prodiced = 1,000; Opéning stock = 100; Ulosing stock = 50; Total Cost of
Production 33,00,000



Costperunitol producton = 3,00,000= 1,000 = 300

Units  sold (COGS wnits) = Produced + Opening - Closing
= 1,000+ 100 = 50 = 1,050 units

Costof Sales (Total) = 1,050 3300 =33,15,000

. Costof Sales per unit = 315,000 # 1,050 =300 per unit

Exercise 5~ Cost Sheet & Cost per Tonne

Given: 500 tonnes; DM 35,00,000; DL ¥2,00,000; Factory OH 32,50,000; Admin OH
31,50,000.

CostSheet (for 500 tonnes)

L 3

Divect Materials - ... 00 5= A 0 = - ¥5,00,000
Direct LabDOUr e orense imesmseer e imassssssaseressreses 300,000
(T —————————— .1 1111 |
Adtl: Factory Overheads ... X2,50,000
FACROTY COSt st rrees TL0,50,000
Adet: AdMERIStration OH .o essserssmensees: T 150,000

Costof Production (Total CO8t) ... T12.00,000

Gost per tonne = 12,00,000+ 500 = 2,400

L

Job Costing;: Costing for unique, customized jobs.

Bateli Costing: Costing per unitof a bateh of identical iterms.
Contract Costing: Costing nised for ldrge, long-diiration jabs.
Operating Costing: Used for service-based operations,

Process Costing; Used incontinuous, homogeneous production.

Answers to (heck Your Progress

1, Tatal cost + ontpuf; used in cement, mines, oil.



2. Job: short-term, small-scale; Contract: long-term, site-based.
3. X25,000 /2,000 =%12.50 per unit.
4. Cost per passenger-km or tonne-km.
5.
o Total Cost=324,000 + 312,000 + 34,800 =340,800
o Normal Loss =10% of 1,200 =120
o Effective output = 1,080
o Cost per unit =340,800 / 1,080 =X37.78
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