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chapter one:
What is Cost Accounting
Al Lialaay 3 gatall L
There are several definitions of cost accounting, we can know them :
Cost accounting is the process of collecting and interpreting
information to determine how an organization earns and uses funds.
Or cost accounting is a process of assigning costs to cost objects that
typically include a company's products, services, and any other activities
that involve the company.
Or cost accounting is a process of collecting , analyzing, summarizing
and evaluating various alternative courses of action. Its goal is to advise
the management on the most appropriate course of action based on the
cost efficiency and capability.
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Advantages of cost accounting:
There are multiple advantages to using cost accounting
1- provide vastly more actionable information than the financial
statements produced through financial accounting.
2- Determine where a company is spending its money, how much it
earns, and where money is being lost.
3- Determine the cost of the product and thus determine the selling
price.
4- Cost reduction and ascertaining the profit of each activity.
5- Provide detailed cost information that management needs to control
current operations, make decisions and plan for the future.
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the relationship between financial and management accounting to
cost accounting

1. Meaning-

a. Cost Accounting is the process of accounting for costs,

from the very starting till the end of the reporting period. Reports are
prepared at the end of the period in order to ascertain where the cost can
be reduced or controlled.

b. Management Accounting refers to the application of the accounting
principles and financial management to create, protect, preserve and
increase the value of an organization for its stakeholders.

c. Financial Accounting is the art of recording, classifying, and
summarizing the monetary transactions and events in a manner useful
for the stakeholders to interpret the results thereof.

2. Objective-

a. Cost Accounting basically records the cost of producing a product or
providing a service in which the business primarily deals.

b. Management Accounting is performed in order to help the
management make decisions by providing the relevant information.

c. Financial Accounting is undertaken to prepare Profit and Loss
Account and Balance Sheet for presentation to shareholders and other
external users.

3. Recording of Data —

a. In Cost Accounting, data is recorded using both, past and present
figures.

b. Management Accounting focuses on the projection of data for the
future.

c. Financial Accounting records Historical data.

4. Rules and Regulations —

a. Cost Accounting follows certain principles and procedures for
recording costs.

b. Management Accounting does not follow any specific rules and
regulations.

c. Financial Accounting follows Accounting Principles, Accounting
Standards and Financial Accounting Standards.
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the difference between cost, expense and loss

In accounting, though all three words that is cost, expense and loss
represents outflow of funds from the company to outside world,
however there is a difference in the manner in which the outflow of
funds or cash happens.

Cost is a resources given up in exchange for some goods and services,
includes both expired and deferred cost, Expired cost is the cost that has
been already incurred, while deferred cost is one which has been
incurred but its economic benefit is not received, such as prepaid
expense or expenditure on research and development are some of the
examples of deferred cost.




An expense includes only expired cost which is used up in earning
revenues in a company’s main operations. In other words it is a cost with
a matching economic benefit during a particular period, such advertising
and rent etc....

While A loss is defined as "an amount of money lost by a company.”
This can be in the form of revenue, assets, or even customers, Hence loss

is outflow of funds without any matching economic benefit.
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Elements of cost

The elements of cost are: 1. Materials 2. Labor, 3. Expenses and

Overheads

1. Materials: “The material cost is the cost of commodities supplied to

an undertaking” Materials cost is of two types:

(a) Direct materials cost, and

(b) Indirect materials cost.

(a) Direct Materials Cost:

Direct material cost is “The cost of materials entering into and becoming

constituent elements of a product or saleable service”. Thus, materials

which can be identified with units of output or service are known as

direct materials.

Cotton used in production of cloth, leather used in the case of production

of leather goods and lime in the production of chalk, etc., are the




examples of direct materials. Any materials purchased and used for a
specific job are also direct materials.

(b) Indirect Materials Cost:

“Materials used for the product other than the direct materials are called
indirect materials. In other words, materials cost which cannot be
identified with a specific product, job, process is known as indirect
material cost.

Small tools, stationery used in works, office stationery, advertising
posters, and materials used in maintenance of plant and machinery are a

few examples of indirect materials.
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2. Labor:
Labor is the remuneration paid for physical or mental effort expended in
production and distribution.
“The labor cost is the cost of remuneration (wages, salaries,
commissions, bonus, etc.) of the employees of an undertaking”
Labor cost is also divided into direct and indirect portions:
(a) Direct Labor Cost:
It is also called ‘Direct-wages’. Direct labor cost is the cost of labor
directly engaged in production operations. E.g., workmen engaged in
assembling parts, carpenters engaged in furniture making, etc.
(b) Indirect Labor Cost:
indirect labor cost is the remuneration paid for labor engaged to help the
production operations, e.g., inspectors, watchmen, sweepers, store
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keepers, etc. The remuneration paid to these persons cannot be traced to
a job, process or production order. The labour costs of idle time,
overtime, holidays, etc., are also taken as indirect costs. Similarly,
clerical and managerial staff, salesmen, distribution employees are also
included in the orbit of ‘indirect labour’.
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3.EXxpenses:
Expenditure other than material and labor is the third element of cost.
It is defined as- “The cost of service provided to an undertaking and the
notional cost of the use of owned assets”.
Expenses are of two types:
(a) Direct expenses, and
(b) Indirect expenses.
(a) Direct Expenses:
These are the expenses which can be directly identified with a unit of
output, job, process or operation. They are specifically incurred for a
job, or unit or process and in no way they are connected with other jobs
or processes. The direct expenses are also known as chargeable
expenses.
examples are Cost of special patterns, designs or plans for a particular
job or work order, etc.
(b) Indirect Expenses:
Indirect expenses are expenses other than indirect material and indirect
labor, which cannot be directly identified with units of output, job,
process or operation. These expenses are incurred commonly for jobs




and processes. E.g., rent, power, lighting, depreciation, bank charges,
advertising, etc.
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Classification of Cost
Costs can be classified based on the following:-
1. Classification according to Nature ( materials, Labor, overhead).
2. Classification according to Functions (Production cost, Selling and distribution
cost, Administration costs).
3. Classification according to traceability of product. (direct and indirect).
4. Classification according to change in volume of activity. (Fixed, Variable and
Simi variable).
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1- Classification according to Nature: In this type, costs are divided into Direct
materials, Direct labor and overheads.
Direct materials are the raw materials that directly enter into the production of
the product unit and can be traced and allocated to the product unit such as
cotton, leather, wood, aluminum, iron, etc.

Direct labor cost The direct labor costis the cost of workers who can be easily
identified with the unit of production. An example of the direct labor cost the
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wages of production line workers and the assembly workers on an assembly line
and Selling agents commission
Overheads: Itincludes indirect materials, indirect wages, and other expenses
which can be divided into, consumables, packing materials, and spare parts etc..
this is for the material. As for the indirect labor cost, it includes salaries,
supervisors' wages, and maintenance workers' wages etc. As for other expenses,
they include depreciation, rent, insurance, transportation, loading, water and
electricity expenses etc.
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2. Classification according to Functions: Classification by function involves
classifying costs as production/manufacturing costs, administration costs or
marketing/selling and distribution costs.
In a ‘traditional’ costing system for a manufacturing organization, costs are
classified as follows:
Production or manufacturing costs. Theseare costs associated with the factory.
Administration costs. Theseare costs associated with general office
departments.
Marketing, or selling and distribution costs. These are costs associated with
sales, marketing, and warehousing and transportdepartments
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3. Classification according to traceability of product: Direct costs and indirect
costs,



https://en.wikipedia.org/wiki/Assembly_line

A direct costis a costthat can be traced in full to the product, service, or
department that is being costed.
An indirect cost (or overhead) is a costthat is incurred in the course of making a
product, providing a service or running a department, but which cannot be traced
directly and in full to the product, service or department.
Materials, labor costs and other expenses can be classified as either direct costs or
indirect costs
Direct material costs are the costs of materials that are known to have been
used in making and selling a product (or even providing a service).
Direct labor costs are the specific costs of the workforce used to make a product
or provide a service. Direct labor costs are established by measuring the time
taken for a job, or the time taken in ‘direct production work’
Other direct expenses are those expenses that have been incurred in full as a
direct consequence of making a product, or providing a service, or running a
department.
Examples of indirect costs include supervisors’ wages, cleaning materials and
buildings insurance
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4. Classification according to change in volume of activity: Classification by
behaviour, this refers to the classification of costaccording to how the costs
react/vary with output levels. It means, based on the activity level or the outputs
produced, costs canbe classified as fixed or variable.

Fixed cost- It mainly relates to time or period. It remains unchanged irrespective
of volume of production like factory rent, insurance, etc

Variable cost- Variable costdirectly associates with unit. It increases or
decreases according to the volume of production. Direct material and direct labor
are the most common examples of variable cost. It means the variable costper unit
remains constant irrespective of production of units
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Semi-variable cost - Many items of expenditure are part-fixed and part-
variable and hence are termed semi-fixed or semi-variable costs.
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Cost Centers

Cost center is a place to which costs can be traced or segregated. The cost center
can be a department , a division, a responsible person, a productionline or a
project. Managers of cost centers are responsible for keeping their costs in line or
below budget.
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Cost centers can be divided into:- () ISl JS) ja acdi &) Sang
® production centers. zWY! Sl

® production services centers. zWYl Glaxa 3S)

e marketing services centers. 3 il Gl S ja

® administration services centers. 4)2Y) Glesldl 3S) 5

e finance process centers. Jas<ill Slilee S p

Examples of cost centers: the IT department, quality control department, the
accounting department.
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Costunits:- A costunit is a unit of a productor a service to which costs can be
traced. For example, for a manufacturer of laptop computers, a cost unit would be a
laptop. For a bus company, a costunit could be a bus journey.
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The unit of costis determined for:
*Work out the costof providing product or service

*Work out the resources needed, material, labor and other expenses to make
or supply the unit.
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Questions and Exercises

Questions

1- deified costaccounting?

2- What is the relationship between financial and managementaccounting to
costaccounting?

3- What is the difference betweencost, expense and loss?

4- What are the costelements? explain them in detail

5-What are the main classifications of costs?

Exercises
Exercise 1:- Classification of costs by nature and functions.

Wages of factory security guards 350 000
Paper for the office computers 21 000
Commission of salesmen 800 000
Deprecation of machines 15 000
Interest on bank overdraft 10 250
Chief accountants salary 250 000
Advertising expenses 50 000
Leather for bags 16 000 000
Wages of workers 26 000 000
Shipping and transportation of materials 200 000
Electricity bill for heating and lighting the factory 30 000
Lubricant to clean the machines in the factory 15 000

Exercise 2:- Classification of costs by nature , functions, degree of traceability of
the productand by change in activity.
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Raw materials 15000 000, Packing material 50 000,

Manufacturing wages 20 000 000, Advertising expenses 180 000,
Deprecation of furniture 12 000, Indirect wages 1250 000,

Commission of salesmen 550 000. Oil 17500, Wages
of production services 4 750 000, Stationary 50 000, Wages of
employs production 10000, Supervisory wages 1 650 000, Administrative
expenses 190 000, Rent of building 600 000, Salary of manager
plant 500 000, Indirect materials 1 3250 000,

Exercise 3 :- Classification of costs by nature , functions, degree of traceability of
the productand by change in activity.

Main material used in production $100 000 000
Other materials used in production 9 000 000
Tools write and print for management 32 000
Direct wages related in production 1 500 000
Wages supervisor on production 4100 000
Commission of salesmen 3 000 000
Salaries of management staff 4 000 000
Depreciation of building 10 000
Insurance on factory building 30 000
Rent equipment and machines in factory 160 000
Expense of water and electricity in factory 12 500
Rent of sell exhibition 250 000

Exercise 4 :- Classification of costs by nature , functions, degree of traceability of
the productand by change in activity.

Raw material 81 000 000
Workmen wages of production 219 000 000
Salaries of store keepers 350 000
power related in production 500 000
Transportation and loading of goods 49 000
Bonus of office staff 600 000
Warehousing expenses of goods 200 000
Insurance on Manufacturing employees 100 000
Equipment and machines deprecation 10 000
Maintenance and repair wages 120 000
Workmen wages of assembling parts 20 000 000

Exercise 5 :- Classification of costs by functions and by change in activity.

Direct wages 50 000 000
13




Spare parts 70 000
Direct material 35 000 000
of plant 1000 000
Management expenses 43 000
Advertising expenses 1200 000
Salaries of staff 8 000 000
Salary of general manager 1 700 000
expenses of office 15 000

Rent

Lighting

Exercise 6:- Classification of costs by nature and degree of traceability of the

product.

Raw materials 45 000
Packing material 90
Manufacturing wages 220 000
Deprecation of furniture 21
Commission of salesmen 650
Oil and Lubricant 35
Wages of Maintenance and repair 750
Wages of employs marketing 1000
Supervisory Bonus 680
Administrative expenses 300

000
000
000
000
000
000
000
000
000
000
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chapter two:
material control
3 gal) 48 ya

material:is the cost of incoming goods for the industrial organization and it forms
an essential part of the final product and includes the materials used in
manufacturing, assembly and recycling, An important part of the process is
production, so the process does not take place if the materials are not available in
the quantity, quality and appropriate time. It can be divided into three groups when
they are received by the organization.

e Raw materials such as cottonin the manufacture of clothing.
e Semi-finished materials, for example, unpainted furniture.
e Finished materials :spare parts.
3 gall S g gl omiiall (e Ulasl 12 3 S5 5 e Uiaall Al 53 ) 511 buad) 2615 o 550l
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MATERIAL CONTROL SYSTEM 2 gl 4:8) ya allas
Material form an important part of the costof productand therefore, proper control
over materials is necessary, an efficient system of materials control will lead to a
significant reduction in production cost.
335 ¢ Ay 55 pum 3 pall e il A8 1 (8 ¢ L 5 ¢ el 1S5 (30 Laga 12 31 sall IS
WY ASS 8 50 alassl ) ol gl e 406 0 Jledll allail)

The functions of the material control system are: 3) gall Ad) ya aURS il g
e Purchasing of materials 2 sall &)

Receiving of materials 2 sall a3t

Inspection of materials 2 sall (asd

Storage of materials 2 sall (s )33

Issuing of materials 2 sl o)

Maintenance of stores record & )5l Jaw o

Stockaudit ¢ 3l 8%
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MATERIAL CONTROL SYSTEM ! sall 4,81 ya 2l Cilaa)
Materials control basically aims at efficient purchasing of materials, their efficient
storing and efficient use or consumption. Materials control consists of controls at
two levels: Quantity controls and Financial controls. ‘
LeSOlgrin) g Lgalaiiing) 5 3616, Lgy 535 5 o gall Jladll )yl ) ] JSE0 o) sl 8 Sl Cargy
Al (2) 5 AaaS 4B ) (1) 0w st (o LI o o) sall 481 e () 5ST 5 3616,

Purchase process  s&ll 4l

Materials may be purchased based on the size of the concern, nature of materials to
be used, nature of operations and management polices etc.

A large companies have a separate purchase department while all functions are
managed by the owner himself ona small companies.

31aY) il 5 Cillenll Axgda g gl aits Sl o) gall dada s draa) o 20y o) sall o) 5l (Say
ALl J8 (pe caills ) aran 310 &35 Lainy Jaadia il yidia and Sl IS 0] ellic g @lly ) g
B_aall Sl b 4

Documentary cycle of the purchase process s &l Aleal dyatical) 3 ) gl

Bill of Materials. ) sally 4ail8

Purchase Requisition. ¢! &l -l
Selection of Suppliers. s sl ksl
Purchase Orders.s! &l )

Goods Received Note. ailadl 2dau) i)
Inspection of Materials. ) sall jasd

Issuing of materials 2 gall (<) szl

It is the quality of every good system of materials control that no materials can be
issued from store except on properly prepared and approved materials requisitions.
The materials requisition is a written order to the storekeeper to deliver materials
or supplies to the place and the department designated or to given the materials to
the person presenting a properly executed requisition.

3axall 3l gall Cilalla (53 0yl (g 3 g sl lacal (S Y sty Jladl) o) gall 41 e aldas
.@MMSM‘}

slac] ol cpmall andl) 5 GISAl 1) lalaaY) o o sall adiil ) 3l el G giSa al g o sall alls
e JSy 02818 o3 Ulla ady (53} sl ) ) sl

Pricing of materials Issues 3_3ball 31 gall s
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After determining the quantity of material issued to each job for production
purposes during a particular period, it is necessary to calculate its value for cost
accounting purposes, since almost every material is purchased at different times
at different rates and is mixed together, it is very difficult to ascertain the actual
value of the material issued for production purposes, Therefore, we must find
ways to price these materials.
a5 5 el (¢ Aipma b JDA FUY) il 2 Y il 5 IS0 sl o sall A 30n5 3m,
Y ey AdliAe ol gl 8 U 55 Bale JS o) i oy Y 150 ¢ CallSall Aunlae ial 2 Y \gied
Y al 2 Y 3 palall of pall duladl) daill (o S Jaa Coniall (e ¢ L Lehald o 5 dilidg
.J\}A\D&MGJLJ_AJQTQMW ¢ el

Methods Of Pricing Materials Issues 5 jsaal) 3 gall o 4k

There are various methods in use of pricing issues of materials from store. The
selection of suitable method is significant from the viewpoint of cost absorbed and
consequently on profit. Therefore, the method should be selected in the light of
probable effects on profit over a period of years.

Material is purchased specially for a job. The material issued is charged to the job
at its landed cost. Landed cost include the invoice price, freight, cartage and
Insurance charges on materials. Issue of such items cannot be linked with a
particular 'lot' and therefore, exact landed cost of the particular unit issued cannot
be identified. If the purchase price for each lot is different from that of the others,
the question arises as to which purchase should be taken into consideration for
pricing material issues.

) el A psiall 43y yhall s ey 5, 0 53 e o) gl e il alasin) 8 ddlisa (3 )k llia
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gl e (s e ol e Alaiall
s AaSS Jadi \el e 5 IS, ) e 5 bl o) sl Jpent iy Jaall lapiad o) sl 655
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el Ay e W) 8 385 o oy 63 65l Jsa Az yhay (o3 Jlpudl 8 ¢ AV e
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Some important and mostly used methods of pricing are as follows.

1. First In First Out(FIFO) Method..... ¥ <o yems ¥l 3 L4k
2. Last In First Out(LIFO) Method ... Y sf i yuay 1 AT 2 5 e 48 )l

3. Weight Average Method(WAM)....0s) sl Jazall 455 3la

1 -First in First out Method (FIFO)Y s < jeay ¥4 3 5 L ddy )l
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Under this method materials are used in the order in which they are received.
In other words, materials received first are issued first. This process is repeated
throughout.

The price of the earliest consignment is taken first and when that is exhausted, the
price of the next consignment is adopted and so on. This method is most suitable
for use where the material is slow moving and has comparatively high unit cost
This method is also useful in times of falling prices because the issue price of
material to the job will be high while the replacement cost of material will be
below.

J\}A\J\M\eﬁgcﬁi@wuw\(ﬂqdﬂ\m)ﬂb J\}A\e\diﬁu\eﬁﬂc@ﬂ\o&g;ﬂ
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Example:- Show the Stores Ledger entries for the month of Jan, 2018 as they
would appear when using FIFO method:

-Jan. 1 was the balance of materials 500 units @ $ 3 .

-Jan.2 Purchased 300 units @ $.3 per unit and paid the transportation expense $ 300 .
-Jan.3 Purchased 600 units @$4 per unit and paid commission and taxes $ 600

-Jan.6 Issued 600 units.

-Jan. 10 Purchased 700 units @ $4 per unit and paid the transportation expense $ 350 .
-Jan. 15 Issued 850 units.

-Jan.20 Purchased 300 units @ $ 5 per unit and paid commission and transportation $
300.

-Jan.23 Issued 100 units.
-Jan. 25 return 50 units the materials issued Jan. 15 .
Required ; 1- prepare item card

2- journalize the transactions .

Solution example -
1-Bin card (FIFO)
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Date Received (purchasing ) Issued Balance
Quantity | price | amount | Quantity | price amount | Quantity | Price amount
Jan. 1 500 3 1500
Jan. 2 300 4 1200 800 500 * 3 | 2700
300 * 4
Jan. 3 600 5 3000 1400 500 *3 [ 5700
300 * 4
600 * 5
Jan. 6 600 500*3 | 1900 800 200 * 4 | 3800
100*4 600 * 5
Jan.10 700 4.5 3150 1500 200 * 4 | 6950
600 * 5
700*4.5
Jan.15 850 200*4 | 4025 650 4.5 2925
600*5
50*4.5
Jan.20 300 6 1800 950 650%4.5 | 4725
300*6
Jan.23 100 4.5 450 850 550*4.5 | 4275
300*6
Jan.25 (50) 50*4.5 | (225) 900 600*4.5 | 4500
300*6
1900 | 9150 1500 6150 900 4500

2- journalize the transactions

Journal Entry for an Inventory Purchase(Purchase Entry)

-Jan.2
Raw materials control 1200
Accounts payable 1200
Journal Entry for an Inventory Purchase(Purchase Entry)
-Jan.3
Raw materials control 3000
Accounts payable 3000
Move Raw Materials to Work in Process(lssue Entry ) -
Jan.6 Work-
in-process control 1900 -
Raw materials control 1900

Journal Entry for an Inventory Purchase(Purchase Entry)
-Jan.10
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Raw materials control 3150

Accounts payable 3150
Move Raw Materials to Work in Process(lssue Entry )
-Jan.15
Work-in-process control 4025
- Raw materials control 4025

Journal Entry for an Inventory Purchase(Purchase Entry)

-Jan.20
Raw materials control 1800
Accounts payable 1800
Move Raw Materials to Work in Process(Issue Entry)
-Jan.23
Work-in-process control 450
- Raw materials control 450

Return the materials issued for stores(Return Entry)
-Jan.25
Raw materials control 225
Work-in- process control 225

Stock Equation
first Balance + (received — return to supplier)=(Issued- return to store) + end balance
3aall Al ana p+ (Ol (I @laga pall - jaball)= (Gadesadl (I Slaga el — a6l )+ 3aall J gl dva
1500 + 9150 = 4500 + 6150
10650 = 10650

2.Last in First Out Method: (LIFO) Yl < yeas 1Al 3l 43 ,la

This method is exactly the opposite of FIFO method. Under this materials
received last are issued first. The price of the material to be issued would the cost
price of the last lot of materials purchased.

This method is useful during to period of rising prices because materials will be
issued from the latest consignment a price which is closely related to the current
price levels. Under this method product' cost is calculated on a basis which
approximates to replacement cost.

iy 1AL Lgadlind o3 ) o) sall b A8y Hlall o3 Can gy B3 FIFQ 4yl uSe 4 43y jhall o3
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20




G 5 Uali y) dasi yy yman Ainds AT (e jeaion 3 gl (Y Sl £ 165515 538 OO 5aie 46y Ll oda
i) 4SS O ey Gl e i) A80S5 Gli oy 48y plall 038 G gy sl pad) il giasay

Example:- The followings transactions took place in respect of material in during
the month of January, 2018. Under Stores Ledger using LIFO method.

Jan. 1 was balance the materials 500 units @ $6 .

Jan.4 Purchased 550 units @ $.5 per unit and paid the transportation expense $
275 .

Jan.5 Purchased 600 units @ $.6 per unit and paid the taxes $ 300 .

Jan.6 Issued 500 units.

Jan.10 Purchased700 units @ $7 per unit and paid the commission ,transportation
expense $350 .

Jan. 15 Issued 800 units.

Jan.20 Purchased 300 units @ $ 5 per unit.

Jan. 22 return 250 units the purchased materials in Jan. 4 .

Jan.23 Issued 700 units.

Jan.25The inventory stocks last period 300 units and found the cause of deference
Is 100 unit damage alone .

Required ; 1- prepare item card
2- journalize the transactions .
Solution example LIFO:-

1-Bin card
date Received (purchasing ) Issued Balance
Quantity | price | amount | Quantity | Price amount | Quantity | Price amount
Jan. 1 500 6 3000
Jan. 4 | 550 55 | 3025 1050 500*6 | 6025
550*5.5
Jan. 5 | 600 6.5 | 3900 1650 500*6 | 9925
550*5.5
600*6.5
Jan. 6 500 6.5 3250 1150 500*6 | 6675
550*5.5
100*6.5
Jan.10 | 700 7.5 | 5250 1850 500*6 | 11925
550*5.5
100*6.5
700*7.5
Jan.15 800 100*6.5 | 5900 1050 500*6 | 6025
700*7.5 550*5.5
Jan.20 | 300 5 1500 1350 500*6 | 7525
550*5.5
300*5
Jan.22 | (250) 55 | (1375) 1100 500*6 | 6150
300*5.5
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300*5
Jan.23 700 300*5 | 3750 400 400*%6 | 2400
300*5.5
100*6
Jan.25 | Unit damage 100 6 600 300 1800
total 1900 | 12300 | 2100 13500 | 300 1800

2- journalize the transactions

Journal Entry for an Inventory Purchase(Purchase Entry)
-Jan.4
Raw materials control 3025
Accounts payable 3025

Journal Entry for an Inventory Purchase(Purchase Entry)
-Jan.5
Raw materials control 3900
Accounts payable 3900

Move Raw Materials to Work in Process(Issue Entry )
-Jan.6

Work-in-process control 3250

- Raw materials control 3250

Journal Entry for an Inventory Purchase(Purchase Entry)
-Jan.10
Raw materials control 5250
Accounts payable 5250

Move Raw Materials to Work in Process(lssue Entry )
-Jan. 15

Work-in-process control 5900

- Raw materials control 5900

Journal Entry for an Inventory Purchase(Purchase Entry)
-Jan.20
Raw materials control 1500
Accounts payable 1500
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Move Raw Materials to Work in Process(lssue Entry)
-Jan.22

Accounts payable 1375

- Raw materials control 1375

Move Raw Materials to Work in Process(lssue Entry )
-Jan.23

Work-in-process control 3750

- Raw materials control 3750

Journal entry to write off damaged inventory
-Jan.25
Loss on inventory write-off 600
Raw materials control 600

Stock Equation
first Balance + (received — return to supplier)=(Issued- return to store) + end balance
3000 + 12300 =13500 + 1800
15300 = 15300

Weight Average Method ¢isjsall Jaral) 44, )k

Under this method, materials issued are valued ~=i at average price. This is
calculated by dividing the total of the price of the materials on the stock from
which the material to be priced could be drawn by the number of prices used in
that total.

A new simple average price is to be determined when a fresh receipt is made. The
rate is also revised when an earlier consignment is exhausted.

3 sall jrs en) Ay Gl Gl | yrall Jas giay 3 jalall o sall anii &3y ¢ 43 Hhall 038 o gy
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Example:. The following transactions took place in respectof material in during
the month of February , 2009. You are required to write up the Stores Ledger
underweight average:

Feb.1/ was balance the materials 500 units @ $ 5.

Feb .4/ 100 units purchased @ $ 4.00 per unit .

Feb. 5/ issued 500 units

Feb .8/ 200 units purchased @ $ 5.00per unit

Feb .10 / 300 units purchased @ $ 6.00 per unit

23




Feb .12/ issued 250 units.
Feb. 28/ The inventory last period 300 units and found the cause of deference is 50
unit damage alone note that the percentage of damage are allowed10%of
inventory .
Required ; 1- prepare item card
2- journalize the transactions
Solution example (WA):-

1-Bin card

date Received (purchasing) Issued balance

Quantity | price | amount | Quantity | price | amount | Quantity | price | amount
Feb.1 500 5 2500
Feb.4 | 100 4 400 600 4.83 | 2900
Feb.5 500 4.83 | 2417 100 4.83 | 483
Feb.8 | 200 5 1000 300 4.94 | 1483
Feb.10 | 300 6 1800 600 5.47 | 3283
Feb.12 250 5.47 | 1367.5 | 350 5.47 | 1915.5
Feb.28 | Unit damage 50 5.47 | 273.5 300 1642
Total | 600 3200 800 4058 300 1642

2- journalize the transactions

Journal Entry for an Inventory Purchase(Purchase Entry)

-Jan.4
Raw materials control 400
Accounts payable 400
Move Raw Materials to Work in Process(lssue Entry )
-Jan.5
Work-in-process control 2417

- Raw materials control 3250

Journal Entry for an Inventory Purchase(Purchase Entry)
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-Jan.8

Raw materials control 1000
Accounts payable 1000
Journal Entry for an Inventory Purchase(Purchase Entry)
-Jan.10
Raw materials control 1800
Accounts payable 1800
Move Raw Materials to Work in Process(lssue Entry )
-Jan.12
Work-in-process control 1367.5
- Raw materials control 1367.5

Journal entry to write off damaged inventory

-Jan.28
Loss on inventory write-off 273.5
Raw materials control 273.5
Stock Equation

first Balance + (received — return to supplier)=(Issued- return to store) + end balance
2500 + 3200 =4058 + 1642

5700 = 5700

EOQ (Economic Order Quantity) Assbai@y) cullal) 4

Concept And Meaning Of Economic Order Quantity (EOQ)  4saS ira g a ggda
dgalaidy) Cullalf

Economic order quantity is also known as reorder quantity. Economic order quantity
(EOQ) is a level of inventory where the total costof holding inventory is at minimum.
Economic order quantity is the level of quantity at which the costof ordering will be
equal with the storage costof materials. In other words, the quantity of materials which
is economical to be ordered at one time is known as economic order quantity. The total
costs of materials consists of the ordering costand carrying cost. While determining the
economic order quantity, the ordering costand carrying costshould be considered.
Ordering Cost 4wkt ifs

The ordering costis the repurchase costand is repeated in nature. Purchasing of large
quantities of materials helps reduce the ordering cost. The following costs are included
in the ordering cost.

Apdhll S 2033 e e by 3 )nS GlaS o) Hall 5 ¢ anda JSG ) S5 4 gdudhl) sile) oIS oa

* Costof staff appointed in the purchasing, inspection and payment departments.
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* Costof stationary purchases, telephone charge, email charge, fax charge etc.
Ordering costs also includes the cost of floating tenders, the costof making comparison
among quotations, costof paper work, cost of transpiration etc.

Carrying Costkeadl dls

Carrying costis concerned with the storage of materials. It suggests purchasing in small
guantities. If small quantities of material purchased, the storing costwill below. The
following costs are included in carrying costs.

* Costof storage ( warehousing, salaries, rent etc.)

* Costof spoilage in stores and handling

* Insurance cost of materials

* Interest on capital blocked on materials or opportunity cost

* Cost of maintaining the materials to avoid deterioration

* Costof obsolescence due to a change in the process or product.

Calculation Of Economic Order Quantity(EOQ)
Aala®y) cuthal) Aas Ciludial
The economicorder quantity can be determined in the followingways.
SN e s (K Aabaidy) allall 3aS

1. Formula Method

2. Graphical Method

3. Trial And Error Method

sl dival. Formula Method

With the help of following formula, the economic order quantity can be calculated.

_ 2(Annual usage in units}Order cost)
EOCY = fa T
(Annual carrying cost per unit)

Example : ubnt firm for internet receiver maker . Annual demand for the smi is
16,000. The annual holding cost per unit is $2.50 and the costto place an order is $50.
What is the economic order quantity?

,fz %16,000* $50
Vo $2.50

=800 units per order
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Concept And Meaning Of Minimum Stock Level ¢r sl s sicwal ity dad), Jiza g a 3¢
Minimum level or safety stock level is the level of inventory, below which the stock of
materials should not be fall. If the stock goes below minimum level, there is a
possibility that the production may be interrupted due to shortage of materials. In other
words, the minimum level represents the minimum quantity of the stock that should be
held at all times.

The minimum level is determined by using the following formula

Minimum Level = Re-order level -(Normal consumption x Normal Re-order Point)

Calculation OF Minimum Level Or Safety Stock

Ol (A (5 susad SV aad) Gludal
1. Re-order Level = Maximum consumption x Maximum Re-order Point.-
2. Normal consumption = (Maximum Consumption + Minimum Consumption)/2
3. normal Re-order Period = (Maximum Re-order Period + Minimum Re-order

Period)/2

Example :

Re-order Period = 8 to 12 days

Daily consumption = 400 to 600 units

Minimum Level =?

Re-order Level =?

Solution,

Minimum Level = Re-order Level - (Normal Consumption x Normal Re-order Point)

= 7200 - (500 x 10)

= 2200 units.

Working Notes:

1. Re-order Level = Maximum consumption x Maximum Re-order Point

=600x 12 = 7200 units

2. Normal consumption = (Maximum Consumption + Minimum Consumption)/2
= (600+400)/2 =1000/2=500 units

3. Normal Re-order Period = (Maximum Re-order Period + Minimum Re-order
Period)/2

= (12+8)/2=10days

Maximum Level And Its Calculation

Concept And Meaning Of Maximum Level
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Maximum level is that level of stock, which is not normally allowed to be exceeded.
Beyond the maximum stock level, a blockage of capital should be exercised to check
unnecessary stock. The factory should not keep materials more than the maximum stock
level. It increases the carrying costof holding unnecessary inventory level. It is the
opportunity costof holding inventory.

The maximum stock level can be calculated by using the following formula:
Maximum Level = Re-order Level + Re-order quantity - (Minimum consumption X
Minimum Delivery Time)

Stock Investment Stock market investing Human resource managements

Example :

Re-order quantity = 1000 units

Re-order Level = 1500 units

Re-ordering period = 4 to 6 days

Daily consumption = 150 to 250 units

Maximum Level= ?

Solution

Maximum Level = Re-order level + Re-order quantity - (Minimum consumption X
(Minimum Re-ordering period
=1500 +1000 - ( 150 *4)
= 1900 units.
Questions and Exercises

Questions

1-  What is meant by material control?

2-  What are the functions of material control?

3-  What are the purchase procedures? mention it.

4-  What is meant by pricing for exported materials and what is the need for it?
5-  What dowe mean by stock levels and what are their types?
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Exercises

Exercise (1): The followings transactions took place in respect of material in during
the month of June, 2011. You are required to write up the Stores Ledger
under(weight average — FIFO— LIFO ) for al-as war company:

June 5/ was balance the materials 200 units @ $ 4 .

June 8/ 500 units purchased amount $ 2500 and paid the transportation expense $
500.

June 9/ issued 250 units .

June 11/ 200 units purchased @ $ 4 per unit and paid the commission $ 200.

June 12 / 300 units purchased @ $ 6 per unit and paid the commission $ 1 per unit.
June 15 /550 units issued

June 19 /50 unit return to stores from quantity issued in Jan. 15 .

June 30/ The inventory last period 500 units and found the cause of deference is 50
unit damage alone note that the percentage of damage are allowed10%of inventory.
Exercise(2) : The following data concerning industrial FINE company related to the
movement of materials inventory for the month of May 2014:

Re-order Period = 22 to 30 days

Daily consumption = 800 to 1200 units

Re-order quantity = 20000 units

Re-order Level = 36000 units

Annual demand = 20000 units

The annual holding costperunitis =$3

the costto place an order is $ 50

Require :calculate the following

1- Economic order quantity

.2- Minimum  Level

.3- Maximum Level
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chapter three
Labor Cost Control
Saad) AdlS o 408 )

Concept And Meaning Of Labor Cost Control ssa¥) 4als 48 ) Jiaa g a g
Labor cost covers one of the major portion of the total costof a productor job.

It may increase Jazl! al Filall llea¥) Al e dt jdiaas asd ) ) AdS
unnecessarily due to inefficiency of workers, wastage of materials by workers, idle
time, unusual overtime work and high labor turnover.
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Hence, the management should devise effective techniques for controlling labor
costto ensure maximum outputs of better quality at low costthrough proper
utilization of the labor force.

Basically, management is concerned with controlling labor cost. Labor costcontrol
involves such systems, procedures, techniques and tools used by the management
in order to keep the labor costof the product or job as minimum as possible. Labor
costcontrol consists of a number of such regular activities which are carried onby
various departments of the organization in a coordinated manner to ensure the
availability of the best employees and their optimum utilization. ;
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It is the system followed by the management to maximize quality output at a
minimum cost. Labor costcontrol includes the process of developing various
forms, studying and recording the activities and performance of workers,
calculating the correct amount of wages and making payment in time. It also
include the process ofanalyzing and reporting labor costto the management for
planning and decision making.

Wage Payment 252Y) g ads
Wages are one of the major portion in the total costof production. There is always
a chance of fraud in wage payment. a8 & (iallda 8 Ll clla

oY
Therefore, an effective administrative and accounting control system must be
implemented by the management to minimize fraud and to keep the labor cost
minimum. As already stated, a number of departments are set up for the effective
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utilization of labor force and its proper accounting and controlling. These
departments are required to work in a coordinated manner and to supportthe
management in controlling labor costby recording and reporting their activities on
regular basis. The management should evaluate and revise its controlling system to
find out leakages and to stop such leakages in time. Fraud in wage payment may
result in various ways like inclusion of dummy worker in pay-roll, manipulating
hours, recording extra overtime, using a wrong wage rate and registering absent
workers.
Wage Payment System, Its Importance And Essential Characteristics
Concept And Meaning Of Wage Payment System _sa¥) a8 alii a9 a g¢da
The system of wage payment is the method adopted by manufacturing concerns to
remunerate workers. It is the way of giving financial compensation to the workers
for the time and effort invested by them in converting materials into finished
products. It indicates the basis of making payment to the workers, which may be
either on time basis or output basis. The selection of the system depends on the
type and nature of the concern and its products. The wage payment systems can be
divided into two main systems as follows. b oo Mixdl o lul) s 5 sa¥) ads aldas
5l Jlaall 4l iy gai elac Y 48 Hlall o o3 3adinall Jleall ) saly dla al ()5S ariial
s cJlaall tlia ads bl e Jala 1368 ainall a5 cilaiie ) 3 sall Jy a8 Ly peliionall 3¢l
Agilatia g 3l daha g 55 o adiag s sl £V Gl o of < gl Guld o W) (S5 8
N sail) e ) Caddai ) Leasnsl (S 2 adall ekl

1. Piece rate system  4dakidll o oY) Jara sl

2. Time rate <dgll Jo AV Jara ol

Importance Of Wage Payment System 25aY) ada alai dan
The amount of wages paid to the workers is one of the major elements of cost. It
has a great bearing on the costof production and profitability of the concern.
Hence, every concern is required to adopta fair system of wage payment.
WS e S 5l Lol A Cun adaunsi )1 jualiall (e saal 5 o Jleall de iadl Ha) il
sy adal Jale aUas alaie ) callas ¢ Uil 5 Gl e e g 3amy I 5 2 USY)

The importance of wage payment system can be summarized as follows:
* Wage payment system facilitates the preparation of wage plan for future.
i 3 sadl ddad sl ) Jgan sal) adall ol
* Wage payment system helps to determine the costof productionand the
profitability of the organization.

* Wage payment system determines the amount of earning of the workers and their

living standards..agidises s sive s Jlaad) Cous jlaie aany ) 523U adall ol
* Wage payment system affects the interest and attitude of the workers.
Jland) (il o 53000 e iy ) sa¥) ada allas *

* Wage payment system determines the level of satisfaction of the workers and
affects the rate of labor turnover.
* Wage payment system helps in recruiting skilled, experienced and trained
workers.
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* Wage payment system helps to increase the productivity and goodwill of the
organization. Aekaiall Lial) b sl 5 daalisy) 834 5 Ao aelog ) sl ads oUss *
Essential Characteristics Of A Good Wage Payment System 4swbuY) gailaill
4:\93‘ Jﬁy‘ éd am
A system of wage payment is satisfies employer and employee by fulfilling
following criteria. Gasas JM& (e Cals sall 5 Jaall anlia oo o 58 2nl5 5 a ¥l ada ol

Aul) juledl
* Wage payment system should be fair and justifiable to the workers and
organization. . Aekiall s Jleall ey Jole sl gy alas ) &< Gl cany *
* Wage payment system should help in maximizing workers' satisfaction and
minimizing labor turnover. Ly (e 58 ol 3283 8 2o luy o) 4ld e sal) ada ol *
Sardl )y 53 Jama JlEs 5 Jlaall

* Wage payment system should assure minimum guaranteed wages to all workers.
Jlaxll @‘“‘j:\-’}‘“““ JPSJJ‘_?M‘Y\ Al Glaca cangy J);iﬂ\ Qﬁde\.ﬁd *
* Wage payment system should assure equal pay for equal work.
L;jw\ M&}w\ JA\J\ Olasa JPY\ c_ﬂ (’LL" *
* Wage payment system should provide more wages to efficient and skilled
workers.
* Wage payment system should follow government policy and trade union's norms.
bl jules g da Sa) :\um& Oy Hall a_h eUé& *
* Wage payment system should be simple and understandable to all the workers.
* Wage payment system should help in improving performance and productivity of

the workers..Jleadl dalis) 5 e 13 aunt 3 aclun o) il e ) 2 s *

* Wage payment system should be flexible enough to suit the needs of the
organization. A sall calaliia) ae ol USH 48 Loy 4 e a ) ada olas 0 6 o ang *
Piece Rate System Of Wage Payment, Its Advantages And Disadvantages

gl g Ll Jall ¢ gl ady & dadall) Jana sl

Concept And Meaning Of Piece Rate System Of Wage Payment. The piece rate
system is that system of wage payment in which the workers are paid on the basis
of the units of output produced. Piece rate system does not consider the time spent
the workers slilssby the worker . Piece rate system is the method of remunerating
according to the number of unit produced or job completed. It is also known as
payment by result or output. Piece rate system pays wages at a fixed piece rate for
each unit of output produced. The total wages earned by a worker is calculated by
using the following formula:

Total Wages Earned= Output x Piece Rate

daladl) Jama *la Al =43a"lual) 2 ‘“,JLA@‘

Advantages Of Piece Rate System 4adadl) Jara alai Ul ja gl i o8
The following are some important advantages of piece rate system of wage
payment.
* Piece rate system pays wages according to the output produced by the worker . It
encourages efficient workers.
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* Piece rate system helps to reduce idle time.

@bl 8 ) =uids e de by Aaadl) Jara ol

* Piece rate system gives incentives to the workers to adopt a better method of
production for increasing their production and earning.

* Piece rate system helps the management to determine the exact labor costper
unit ..53s 5 JSI 38al) Jaal) 80S5 330a1] 5 1o} ae Loy Andadl] Jana sl

* Piece rate system reduces per unit cost of production due to increased volume of
reduction..asaill aas 3k ) v CLu‘}I\ (e B l) AalSs 8 Jay dalad jru ollay *
* Piece rate system requires less supervision cost. sl a) 4dS Callaty Aadad jma oldas *
(J8l
Disadvantages Of Piece Rate Systemn 4akil) allai & i gl
The following are the notable disadvantages of piece rate system
Asladl) Jana ewgéc,u,,d\ 9l s guall) QQ‘J\
* Piece rate system does not help in producing quality output as the workers are
concentrated more on quantity instead of quality.
Oe Y AN e (53 s Jlaadl (e dlle 53 o il jiia Ll 3 acluy Y dadadl) Janae ol
A gl
* Piece rate system does not help for a uniform flow of production and makes
difficult to regulate the production schedule.
Aaali) Jglan A alaia Curall (e dlaas g 2 Y] (3835 adat 8 ae by Y Aadadl] Jana oUas
* It is very difficult to fix an acceptable and reasonable piece rate for each item of
output or job.Jdeall 5l cula Al (e 2ty JSI Zadadl) Jondd 4 g8 5 45 jlia 4 g ol fas Caniall e
* Piece rate system adversely affect the workers' health as well.
Laa\ dbud\mejs }y@ﬂ\ dme\.k.adj;d
* It requires extra supervision cost for quality output and effective use of materials,
tools and equipment. <) 5391 ¢ gall aladinl 3ol g il Alldae il dudlial ol il CalS ullaty
lazall g
Time Rate System Of Wage Payment, Its Advantages And Disadvantages %) ala
2l g Ll Sal ¢ ) ga¥) adal i olly
Concept And Meaning Of Time Rate System Of Wage Payment
The time rate system is that system of wage payment in which the workers are paid
on the basis of time spent by them in the factory. Under this system, the workers
and employees are paid wages on the basis of the time they have worked rather
than the volume of output they have produced. Hence, according to this system,
wages are paid on hourly, weekly or monthly basis. Under time rate system, the
wages earned by a worker is determined by using the following formula.
b pnadl 8 4naly 3 i ) ull e Jleall adai Al 2l adall pUai o g8 1) Jase plda
OS G WY ana (e Yoy cilee A ) b o a1 il sall 5 Jlaall i caldail) 1aa Jda
Adaill G55 o e o o suad celull (ulal o) ¥ ads caldail) 13gd g ¢ Jully 5 45 Jac 8
A Apeal) aladialy aaay Jalall gl Joany 1 2815 ¢l Jandl)
Wages Earned = Time spent(Attended) x Wage rate per
hour/day/week/month
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Advantages Of Time Rate System <8 gll Jaza alai A ¢
The following are some of the important advantages of time rate system of
wage payment: DY) 3l 8 gl Jae QUi degal Ll el (any SY)

* Time rate system is simple to understand and easy to calculate.

* Time rate system is quite useful for organizations that use costly inputs for
quality outputs. ddle cila Addind COlAe aadid Al Gl pall Tan mio i gl) Jana aldas
33 gl

* Time rate system is beneficial for average and below workers.

* Time rate system assures regular income and creates the feeling of economic
security among the workers. (<¥u ssed Glagy aliiie Jao Gemy gl Jaea Ui
u;h\.d\ O L;JLAJSY\

* Time rate system does not discriminate the workers and is preferred by trade
unions.adled) SLE e Jaady g cplalall joa Y < 6l Jana ol
Disadvantages Of Time Rate System Jaxa allai 8  guail

ci o)

The following are some notable disadvantages of time rate system of wage
payment.

* Time rate system does not help in increasing output and improving efficiency as
there is no correlation between effort and reward.

* Time rate systemis not justifiable between efficient and inefficient workers and
skilled and unskilled workers.

* Time rate system pays for idle time, which increases the costof production.
Time rate system encourages a go-slow tendency among workers during working
hours and encourages them to work overtime.

* It is difficult to estimate exact labor costin advance.

* It requires strict supervision to get the required quantity of output.

1. Time Wage Systemor Time Rate System : Under this system, laborers get
wage on the basis of time which is utilized in organization. This wages may be
charged on per hour, per day, per month or per year . There is no relation or
quantity of output and wages in this method. In India's industry, this method is
most popular. Its other name is day wages system or time wok system.

We can calculate wages with following formula

Total Wages = Time taken X Rate

For Example:- A worker produced 10000 articles 4=l in 7600 hours . His hourly
wage rate is $ 2.

Required : Calculate the wage of the worker when he is paid on the basis of time.
Solution - Applying the formula, we get :

Wage=T.T.* R
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= 7600 * 2 = $15200

2. Piece Wage Systemor Work Rate System::

Under this method or system, laborers can get the wages on the basis of their
work done. No time element will be used for calculation of wages. Rate is also on
the basis of quantity or unit produced. Under this, method, laborer tries to best for
producing the products fatly for getting more wages. This method is also called
payment by result. gstul e 5 sa¥) e Jgeanll Jlaall (ay g callaill o 43y jlall o38 o gan g
san g ol A Galid e Lial g8 Jaxadl ) sa¥) Cliad G ) juaie 233008 Y Cogung 43 2l aglee
NP T £-11Y UYL a ¥ Ll e 138 a5 e 3 3 e J geanll

formula:- Total Wages = Unit Produced X Rate per unit
For Example : 2500 units were produced by a worker in 1200 h$ Rate of
productionis $ 3 /- per unit. Calculate the wage of the worker if he is paid
according piece rate method.
Solution :- By applying formula, we get :
Wages = units produced X rate per unit
=2500 X 3 =% 7500
Examples of the wages : Acer one staff working 10 hours a day. The time wage
rate of $ 200 and to you the following additional information:
The daily working hours 8 hours
The overtime hours are calculated on the basis of 150% of the ordinary course of
business
Required: 1. calculating the worker's wage payable and extra time.
2. recording journal entries
Solution:
Accrued wages =(hours' work daily * Wage rate per h.)+ (hours' work additional *
Wage rate per h.* 150%)
=(8 * 200)+(2*200* 150 %)
=1600 + 600 ----- 2200
2- Work in process inventory 1600
factory overhead 600
Factory Payroll 2200
Example 2:- One workers Apple work of the company during the last week , four
days and missed work days ,and delayed two hours in these days and has a daily
half-hour as the break knowing that the wage rate per day is$ 100 and the number
of days workweek, five days and 8hours of work each day.
Required:-
1.calculating the worker's wage payable
2.wage analysis
3.recording journal entries
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Solution : Accrued wages=( Number of days of work * per day wage rate )—
<beabsence (Hours delay)
(4*$100) - 25 =$375
2- Wage rate per hour = per day wage rate / hours' work daily
=$100/8h
=$125
Absence = 2 hour * $ 12.5 Wage rate per hour
=$25
Break=0. 5 hour * 4 days
=2 hour
=2 hour *$12.5
=$25 >>>>factory overhead
3- goods in process inventory 350
factory overhead 25
Factory Payroll 37

Example 3 : Oscar Industrial Co. used to pay wages pace system.

The following number of units produced worker David in the first week of
:February 2010 knowing the unit wage rate is $ 10 (38-61-58-40-50)
required : 1. calculating the worker's wage payable 2. recording journal
entries

Solution : 1-

First day = 38 units * $ 10 >>>$ 380

Second day = 61 units * $ 10 >>>$ 610

Third day =58 units *$ 10 >>>$ 580

Forth day = 40 units *$ 10 >>> $ 400

Fifth day = 50 units * $ 10 >>>$ 500

Total $ 2470
2- goods in process inventory 2470
Factory Payroll 2470

Questions and exercises

Questions

1- What is meant by labor cost?

2- What are the methods of calculating wages?
3- What is wasted time?

4- What are the rewards and wages inkind?
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Exercises

Exercise 1 : Ahmed Jassim works in Smartin dustrial company shall receive a
monthly salary of $600and follows the details of his work during the month of
April for the year 2010:

3days of absence from work

During the month ,the work of Ahmed four additional hours for normal work note
that the company additional hour wagerate is calculate dat a rate 0f150% of normal
hour.

Note that month,30 days by 8hours daily punctuated hour break and that the actual
working days during the monthis22 days.
Required:

1.calculating the worker's wage payable
2.wageanalysis

3.recordingjournal entries

a a N QM \A/O N allaYa' NO alanlak2la N NIeCe 10

system in the payment of wages and follows the details of units produced by him
vinegar month of October, 2013, note that the piece rate wage is $ 5:

The first week, including 113 pieces of 8 defective pieces

The second week of 121 pieces, including 11 pieces in process

The third week of 126 pieces, including a damaged piece 6000

The fourth week 130 pieces

required : 1. calculating the worker's wage payable

2. recording journal entries
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chapter four

Overhead
dalad) culaddl)
Overhead costs are : the costs that belong to more than one productand it is difficult to
link or allocate them directly to the units of the final product, orthey are the costs that
are spent in order to perform a specific activity and benefit from more than one product,
It is spent on the production activity as a whole.
Ledas ) ) (o e (e S) add A CallSil) il e dalall Calsal) (o s
Lgie, (pma Lol ool " e (8 (3855 7SS o 5 Sldd) miiall Cilas g e 3 58l 5 ) gy Lgualladd
LSS Ay Ll e 345 g aite (e IS
The important steps involved in Overhead Accounting are:-

1. Collection, Classification of Overheads.
2. Allocation, Apportionment and Reapportionment of overheads..
3. Overheads of Absorption.
- o Al dulaadl) 8 Aiacaid) dalgdl el gladl)
. Adall i) Cagiaay pes 1
Al B 555 B 5 mpand g gt - 2
Uabaiadl ddall colaadl) -3

1.0verheads collection is the process of recording each item of costin the records
maintained for the purpose of ascertainment of costof each cost center or unit.
JS A8 (e oS m jad Ak ghaall ko) 8 4GS 3 53y (pe i JS i Al 5 Adlal) i) e
Baa g ) Al S sa
2. Indirect costs are distributed to the entire factory among the departments of the
organization, whether production or service, by allocating a percentage of the general
commissioning to costcenters on a basis that allows the distribution of elements in fair
proportions, as the costs distributed are not related to the work of the department (the
center) itself.
lla g At ol dpalii] CuilS o) gas A 5all pliil G piadl) JalS e 5 p8lall e Cad\Sill o 558 Al
wﬂu“m\;m%wwy@wwm‘;;M\ S8l alall CadSal) (e (anadiy
s (S pall) sl Loy (3la3 Y Sl

3. The application of cost center theory in charging overhead costs to production units
requires follow the following steps:
e Determine costcenters (materials, wages, or both)
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e Inventory and estimation of the overhead cost elements.
e Charging costs to cost centers.

Al ol gadll L) L) oy e dalall CallSal) Jpaat 848 S pady ya gpdai callay
(LaglS sl ¢ ysal¥) ¢ o) sall) A3l S) e yanie

Al ) e e CadlSill Jread o

After counting and determining the indirect costs, they are distributed on two levels:
1. Primary Distribution
2. secondary distribution
O s o Lo )58l ¢ st 93 bl e oSl Clus aay
Ss¥l a1

sl a2
1.Primary Distribution: the distribution of indirect costs to the cost centers. The centers within the
organization: which are service centers (such as maintenance services, a restaurant), and production
centers (manufacturing, assembly) so that the cost of each center (whether service or production) of
these centers includes its original cost. Added to it what was downloaded.

Ak S0 e A 5 s sall Jala 580 el A6 S e e b i) e CadlSall a5z sl o) sl
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2- Secondary distribution: that is, the costs of the service centers are distributed to
the production centers (for example, the distribution of the costs of the maintenance
center, all original and charged to the commodity production centers.

S a5 ¢ JUal) Jpps o) ZUY) S) je e g 55 Aesd) S1 e IS5 ol (6 g 8 55

ol 255) 3815 e Jand s Ruloal IS Al S 5

» total method 4lea
* Direct Signal Method 3_dlw
» step down method 43!
* Reciprocal method 4slabs

-The Direct Method & )kl 3 il
It assumes that there is no reciprocal relationship between the service departments,
According to this method, the costs of each service center are allocated separately to
the production centers only to the extent that they benefit from the services of the
service centers, provided that the basis of distribution is chosen according to the
nature of the service performed by the service center.
daxd K ye JS S anadi ol ¢ 44 Hlall s3] 188 55 ¢ dparall ALY Alalite A8Dle 2 5a 5 pde (2 jidy
05 O o ¢ deadll 81 e ladd (e dgd i (Al aad) ) Jad LY S 5e e Jaadia JS0
Al S ye Lgaasy il Aaadl) Aagadal 185 a0 5 5ill sl 4ty (ulasY)
- Step Down Method 44 il 45, L)

According to this method, the costs of each service center are distributed to each of the
production centers and other service centers, according to the relative importance of the
downward benefit from the services of each service center separately. Therefore, this method
requires that the production service centers be arranged in descending order according to their
relative importance, so that it starts first with distributing the costs of the most important service
center that provides services to the largest possible number of service centers and production
centers and ends with distributing the costs of the service center that leads services to the least
number of centers i.e. centers Production only, where the costs of the relatively most important
service center are distributed first, then the next, and it ends with distributing the costs of the last
service center to the production centers only. )
¢ AV Aaill S pa 5 380 pall e O e Aand S e US S o 55 oy ¢ Ay sl o) Ui
O AL Hhall oda bl ¢ @A Ban e Ak S e IS Clead e A Sl U el Al naa Yl s
S 63 Yl oy Gy Bl Lgtoan ) o 355 G S 2 Y Aadd 50 je i 55 oy ()55
CallSS a5 g1y 00 g Y S) ja g deddd) JS) je (e (S 222 SV claadl) 4y dead )'S)Aa:ci
s ¢ Sl e aae Ji ) calaadd) o g3y 3 deadl) S 4
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- Reciprocal Method of Allocating Costs —ad\Sill a3 il ddail) 48, ki)
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According to this method, the idea of mutual services between productive service
centers is taken into account, and in light of this method, the costs of each service
center are added to the costof any services that benefited from the other service
center. Service after adding and subtracting the cost of mutual services on
production and service centers using the unilateral or regressive method.
sda Jla g caaliiyl caladdll 380 je o Aaliall chleadl) 5 S8 o) 344 Hhall o3 (o ga
s AV laadll K e e chaliin) laad 4g) 485 Gilend K e S Calls ) Calizay 44 k)
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Example 1 : Acer company has two production center and two service center , the
relating to a period are as under

SERVICE center PRODUCTION
center

Maintenance PERSONNEL MOULDING
FINISHING
Direct department costs $126,000 $24,000 $130,000 $120,000
Square meters 15,000 3,000
Number of employees 20 10 40 30
Machine-hours 30,000 20,000

Required: prepare statement the distribution of expenses in the total method and
single method

The Total method:

Maintenance+ PERSONNEL

= ($126,000 + $24,000) -> $150,0000

*Total Machine-hours in production departments:
30,000 + 20,000 = 50,000 hours

sservice center costallocated to moulding

30000 /50000 * 150000 = $90000

eservice center costallocated to finishing

(20,000 +50,000)* $150,000 = $60,000 =

SERVICE center
PRODUCTION center

Maintenance PERSONNEL MOULDING

FINISHING

Direct department costs $126,000  $24,000 $130,000 $120,000

Distribution service center (126,000) (24,000) 90,000 60,000
. 000 000 220000

180000

The single method
Maintenance $126,000
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*Total Machine-hours in production departments:
30,000 + 20,000 = 50,000
*Maintenance center costallocated to moulding
=(30000|50000) *$126000= $75000

*Maintenance center costallocated to finishing
= (20,000 +50,000) * $126,000 = $50,400 =

PERSONNEL $ 24000

Total Number of employees (40 + 30 )= 70
PERSONNEL center costallocated to moulding
= (40 = 70)* $ 24000= $13714

PERSONNEL center costallocated to finishing
= (30 + 70)* $ 24000= $10286

SERVICE center PRODUCTION

center

Maintenance PERSONNEL OULDING
FINISHING
Direct center costs $126,000 $24,000  $130,000 $120,000
Distribution Maintenance center (126,000) 75,600 50,400
Distribution PERSONNEL center (24,000) 13714
10286

0 0 219,314

180,686

Example 2: Smart company has four production center and three service center ,
the relating to a period are as under

service department Production department

power Human  Maintenance A B C D
recourses building

Factory overhead 30000 10000 20000 50000 40000 60000 90000
Kw hours 12000 18000 20000 50000
Number of employs 30 10 20 40

Square feet 5000 6000 4000 5000

Required: prepare statement the distribution of expenses in the total method
and single method

The Total method:

Power+ Human recourses +Maintenance building= ($30,000 + $10,000+%$20,000

)
- $60,0000
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*Total Kw hours in production departments:

12000 +18000+20000+50000= 100,000

service center costallocated to A center

= (12000/10000) * $60000 =$ 7200
(service center cost =

allocated to B
center

= (18000/100000) *$60000= $10800
(service center cost =

allocated to C center

= (20000/100000) * $60000 = $12000
(service center cost =

allocated to D center

= (50000/100000) * $60000 = $ 30000
service department

power Human Maintenance
recourses building
Factory overhead 30000 10000 20000
Distribution service ~ (30000) (10000)  (20000)
center
Total 0 0 0

The single method

power $30,000

*Total Kw hours in production departments:

12000 +18000+20000+50000= 100,000

Power center costallocated to A center

= (12000/100000) * $30000 = $3600
(power center costallocated to B center =

=(18000/100000) * 30000 = $5400
Power center costallocated to C center
=(20000/100000) * $30000= $6000
Power center costallocated to D center
= (50000/100000) *$30000=$15000
Human recourses $ 10000

43

Production department

A B C D

50000 40000 60000 90000

7200 10800 12000 30000

57200 50800 72000 120000




*Total Number of employs in production departments:
30 +10 + 20 +40= 100

Human recourses center costallocated to A center
=(30/100)*$10000=$3000

Human recourses center costallocated to B center =

= (10/100) *$10000 =$1000

Human recourses center costallocated to C center

= (20+100) *$10000 =$20000

Human recourses center costallocated to D center

= (40/100) *$10000 = $4000

Maintenance building $20,000

*Total Square feet in production centers:
5000+6000+4000+5000= 20,000

Maintenance building center costallocated to A center
=(5000/20000) * $20000 =$5000

Maintenance building center costallocated to B center =

= (6000/20000) *$20000 = $6000
Maintenance building center costallocated to C center =

=(4000/20000)*$20000=$4000
Maintenance building center costallocated to D center
= (5000/20000) * $20000 =3$5000

service department Production department

power Human Maintenance A B C D
recourses  building

-actory overhead 30000 10000 20000 50000 40000 60000 90000
Distribution power (30000) 3600 5400 6000 15000
center

Distribution Human (10000) 3000 1000 2000 4000

recourses center

Distribution (20000) 5000 6000 4000 5000

Maintenance building

center

[rotal 0 0 0 61600 52400 72000 114000
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[otal

Distribution of
/laintenance center

Example3 :

PRODUCTION

SERVICE Centers

Centers management

Direct Center costs $126,000

$160,000

Number of employees 30
Direct labor hours
10,000
Machine-hours
30,000

maintenance cutting
el summation

$24,000 $100,000

90 150 30
2,100

20,000

Required: prepare statement the distribution of service centers costs in the Step-

Down method.

solution:

270 = (90 + 150 + 30 ) ---—>270
Step 1: service management

$(126,000) (90 + 270) = $42,000 maintenance Center

$(126,000 ) (150 + 270) = $70,000 cutting Center

$(126,000) (30 + 270) =$14,000 summation Center
Step 2:maintenance >>>>$(66,000) =(24000 + 42000)
$(66,000) (20000 + 50000) = $26,400 cutting Center
$(66,000) (30000 + 50000) = $39,600 summation Center

Service center

Mmanagement

Production center

service maintenance cutting  summation
management
Direct Center costs $126,000 $24,000 $100,000 $160,000
Distribution of service (126000) 42000 70000 14000

(66000) 26400 39600

196400 213600

Example 4:When selected and identify factory overhead elements of the reality of
records and books of analytical materials and wages and expenses shows that there
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are common elements that belong to more than one center were as follows:
Rent factory 5000

power Dynamics 3000

Heating and cooling 1000

depreciation of buildings 2000

insurance of employees 5000

If I know that the available data on the costcenters as follows:

Production department Service
department
A B C D  Maintenance Maintenance
machine building
Area m"2 200 400 300 600 200 300

Power machinery/kW 350 150 200 300
Number of employees 150 50 150 100 30 20

Required:1-Determine the share of each Center of factory overhead elements.
2- prepare statement the distribution of expenses in the:

A- step down method and B- total method and C- single method.

Solution:1-

Rent factory 5000/2000_(200+400+300+600+200+300)

$5000 +2000 =$/m 2.5

Share A center of Rent factory 200 m * $2.5 = $500
Share B center of Rent factory 400 m * $2.5 = $1000
Share C center of Rent factory 300 m * $2.5 = $750
Share D center of Rent factory 600m * $2.5= $1500

Share main. Mach. center of Rent factory 200m * $2.5 = $500

Share main. building center of Rent factory 300m * $2.5 = $750
power Dynamics $3000 + 1000 = $3 /kw.... (350+150+200+300)

Share A center of power Dynamics 350kw * $3= $1050

Share B center of power Dynamics150kw * $3= $450

Share C center of power Dynamics200kw* $3= $600

Share D center of power Dynamics 300kw* $3= $900

Heating and cooling $1000 + 2000 = $0.5

m........ 2000(200+400+300+600+200+300)

Share A center of Heating and cooling200 m * $0.5 = $100

Share B center of Heating and cooling 400 m * $0.5 = $200
Share C center of Heating and cooling 300 m * $0.5 = $150
Share D center of Heating and cooling 600m * $0.5=$300

Share main. Mach. center of Heating and cooling200m * $0.5 = $100
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Share main. building center of Heating and cooling300m * $0.5 = $150
depreciation of buildings $2000 + 2000 = $1 /m
..2000(200+400+300+600+200+300)

Share A center of depreciation of buildings 200 m * $1 = $200

Share B center of depreciation ofbuildings400 m * $1 = $400

Share C center of depreciation ofbuildings300 m * $1 = $300

Share D center of depreciation of buildings 600m * $1= $600

Share main. Mach. center of depreciation of buildings 200m * $1 = $200

Share main. building center of depreciation ofbuildings300m * $1= $300
insurance of workers $ 5000+-500 = $ 10each work 500(150+50+150+100+30+20)

Share A center of insurance of employees 150 * $10 = $1500
Share B center of insurance of employees 50 m * $10 = $500
Share C center of insurance of employees 150 m * $10 = $1500
Share D center of insurance of employees 100m * $10= $1000

Share main. Mach. center of insurance of employees  30m * $10 = $300
Share main. building center of insurance of employees 20m * $10= $200

Production center Service center
A B c D I\/Iaint_enance Ma_linFenance
machine building

Rent factory 500 1000 750 1500 500 750
power Dynamics 1050 450 600 900
Heating and 100 200 150 300 100 150
cooling
depreciation of 200 400 300 600 200 300
buildings
insurance of 1500 500 1500 1000 300 200
employees
Total 3350 2550 3300 4300 1100 1400

2-Astep down method

Maintenance building $1400

1700 (200+400+300+600+200+0)

Share A center of Service center Maintenance building(200+1700) * $1400= $165
Share B center of Service center Maintenance building(400+-1700) * $1400= $329
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Share C center of Service center Maintenance building(300+1700) * $1400= $247
Share D center of Service center Maintenance building (600+1700) * $1400=
$494
Share main. Mach. center of Service center Main. building (200+1700) *1400=
$165
Maintenance machine $1100

Power machinery / kW1000(350+150+200+300)
Share A center of Service center Maintenance machine (350+1000) * $1265=
$443
Share B center of Service center Maintenance machine(150+1000) * $1265= $190
Share C center of Service center Maintenance machine(200+1000) * $1265= $253
Share D center of Service center Maintenance machine (300+1000) * $1265=
$379

Production center Service center
A 5 C D Malnt_enance Ma_un'_[enance
machine building
actory overhead 3350 2550 3300 4300 1100 1400
istribution 165 329 247 494 165 (1400)
flaintenance building
istribution 443 190 253 379 (1265)
flaintenance machine
1lotal 3958 3069 3800 5173 0 0

Exercise: Below please factory for the manufacture of cloth data during the year
ending on 31/12/2011

Service center Production center
maintenance  storage  Restaurant Spinning Fabric
Joadl ot
aladl)
Area square meters 200 400 200 800 400
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The number of workers 100 60 40 200 600

Value machines 60000 40000
Number of bills of 72 100 76
exchange of materials

Working hours direct 8000 20000
Hours machines 4000 6000
turnover

T. Work indirectly 5000 5000 4000 16000 10000
T. Materials indirectly 8000 7000 8000 7400 19600

If you know that industrial and other indirect costs were as follows:

The supervision of $ 30,000 expenses, rent $50,000.

. maintenance $4000 lighting, insurance on the machines 10% of their value.

the required :

Procedurerevealed the distribution of factory overhead costs using the Step-Down
method.

Example:- A company has two services and two producing departments. The two
service departments serve not only to producing departments but also to each other.
The departmental estimates for the next year are as follows.

Producing departments:
A 50,000
B 40,000

Service departments:
X 10,000
Y 8,800

The service departments costs are to be distributed as under:
Costof X : 50% to A, 40% to B, and 10% to Y
CostofY : 40% to A, 40% to B, and 20% to X

Required:
Transfer the service departments costs to each other and to producing departments.
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Solution:
Now we solve the given illustration first using the simultaneous equation method as follows

Original costs of service departments:

X =510,000
Y = 58,800

After getting the share from distribution of service departments:

X =510,000+20% Y
Y = 58,800 + 10% X

By putting the value of Y in equation (1)

X =5$10,000 +20%(Rs.8,800+ 10%X)
X=$10,000+1760+0.2X

X -0.02X=510,000 +Rs.1,760
0.98X=511,760

X=11760/0.98

= 512,000

By putting the value of X in equation (2)

Y = $8,800 + 10%($12000)
Y = $8,800+$$1,200
= $10,000

Distribution Summary

Department Producing Service
A B X

Original costs 50,000 40,000 10,000

Distribution of service department costs:

X 6,000 4,800 (12,000)

Y 4,000 4,000 2,000

Total departmental overheads 60,000 48,800 Nil
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Example: Below please factory for the manufacture of cloth data during the year ending on 31/12/2012
Production department

Factory overhead
Center service ratio main. Mach.

Center service ratio main. Build.

prepare statement the distribution of expenses in the Reciprocal Method. Required:

solution :

Original costs of service departments:
X = $10,800Maintenance Mach.
Y = $21,000Maintenance build

B

20200 30000

% 40

% 50

After getting the share from distribution of service departments:

X=510,800+10%Y

Y=521,000+15% X

By putting the value of Y in equation (1)
X =510,800 +10%(21000 + 15%X)
X=$10,800+2100+0.015X
X-0.015X=510,800+2100
0.985X=512,900

Xx=12900/0.985

=$13,096

By putting the value of X in equation (2)
Y =521,000 +15%($13096)
Y=521,000+51,964

=$22964

Service department

Maintenance Mainter]
mach. build.
10800 21000

% 15
% 10

Distribution Summary

Department Producing

Service

A B

Original costs 20,800 30,000
Distribution of service
department costs:

X

Maintenance mach.

10,800

(13,096)

Maintenance build
21,000

1964

nce
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Y 5893 5239 2296 (22,964)

Total departmental overheads | 9186

Example 2:Smart company has four production center and three service center, the relatin
period are as under
service department Production department

power Human  Maintenance A B C D
recourses building

Factory overhead 30000 10000 20000 50000 40000 60000 90
Kw hours 6000 5000 5000 12000 18000 20000 5(Q
Number of employs 30 10 20 40
Square feet 2000 1000 2000 5000 6000 4000 50

Required: prepare statement the distribution of expensesinthe step down method.
Power service center $30,000

eTotal Kw hours in production centers:

5000+5000+12000+18000+20000+50000 = 110,000

(5,000 +110,000)* $30,000 =S 1364 share H.R center from power service center cost
(5,000 +110,000)* $30,000=5 1364 share M. b. center from power service center cost
(12,000 +110,000)* $30,000=S 3272 share A center from power service center cost
(18,000 +110,000)* $30,000= 54909 share B center from power service center cost
(20,000 +110,000)* $30,000=55455 share C center from power service center cost
(50,000+110,000)* $30,000=S 13636 share Dcenterfrompower service center cost
Maintenance building $20,000+1364>>21364

eTotal Square feet in production centers:

1000+5000+6000+4000+5000= 21,000

(1,000 +21,000)* $20,000 =$ 1017 share H.RcenterfromM.B service center cost
(5,000+21,000)* $20,000 =S 5086 share A center from M.B service center cost
(6,000 +21,000)* $20,000 = $6104 share B center from M.B service center cost
(20,000 +21,000)* $20,000 =S4069 share C center from M.B service center cost
(5,000 +21,000)* $20,000 =S 5087 share D center from M.B service center cost
Human recourses S 10000+1364+1017>>12381

eTotal Number of employs in production departments:

30+10+20+40=100

toc
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(30+100)*$12,381 =5 3714 share A center from H.R service center cost
(10+100)*$12,381=51218 share B center from H.R service center cost
(20+100)* $S12,381 =52436 share C center from H.R service center cost

(40+100)*$12,381 =54952 share D center from H.R service center cost

service department

Production department

power  Human Maintenance A B C
recourses  building

Factory overhead 30000 10000 20000 50000 40000 60000
Distribution power (30000) 1364 1364 3272 4909 5466
service center
Total 0 11364 21364 53272 44909 65466
Distribution 1017 (21364) 5086 6104 4069
Maintenance building
service center
Total 0 12381 0 58358 51013 69535
Distribution Human (12381) 3714 1218 2436
recourses service
center
Total 0 0 0 62072 52231 71971

Supervision expenses S 30,000 +40000 h=Sh 0.75 H. Work indirectly
40000(5000+5000+4000+16000+10000)

5000 H * SH0.75=53750 share maintenance center from supervision expense
5000 H * SHO0.75=53750 share storagecenter from supervision expense

4000 H * SHO0.75=$3000 share Restaurantcenter from supervision expense

16000 H * SHO.75=512000 share spinning center from supervision expense

10000 H * SHO.75=$7500share fabriccenter from supervision expense

Rent expenses $50,000+2000m2 =Sm 25 Areasquare meters

2000(200+400+200+800+400)

200 m * Sm25=55000 share maintenance center from rent expense
m* Sm25=510000 share storage center from rent expense400

m * Sm25=55000 share Restaurant center from rent expense 002
m * Sm25=520000 share spinning center from rent expense 008
400 m * Sm25=510000 share fabric center from rent expense

a(
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Lighting expenses $4000+2000m =$m 2 Areasquare meters
2000(200+400+200+800+400)

200 m * Sm2= 5400 share maintenance center from Lighting expense

400 m* Sm2=5800 share storage center from Lighting expense

2 00m * Sm2= 5400 share Restaurant center from Lighting expense

8 00m * Sm2= 51600 share spinning center from Lighting expense

400 m * Sm2=$800 share fabric center from Lighting expense

insurance of the machines 10%

60000 * 10% = $6000 share spinning center from insurance of the machines expense
40000 * 10% =54000 share fabric center from insurance of the machines expense

Service center Production ce

maintenance  storage Restaurant spinning fab

c. Materials indirectly 8000 7000 8000 7400 196
Supervision expenses 3750 3750 3000 12000 75(
Rent expenses 5000 10000 5000 20000 10(
Lighting expenses 400 800 400 1600 80(
insurance of the machines 6000 40(
Total 17150 21550 16400 47000 414

Restaurant $16400number of employees 1000( 100+60+240+600)

$16400 * (100+1000)= $1640share maintenance center from Restaurant serv. Cent. cost
$16400 * (60+1000)= 5984 share storage center from Restaurant serv. Cent. cost
$16400 * (240+1000)= $3936 share spinning center from Restaurant serv. Cent. cost
$16400 * (600+1000)=59840share fabric center from Restaurant serv. Cent. cost
Storage S 21550+984=522534

Number of bills of exchange of materials248 (72+100+76)

$22534 * (72 + 248)=56542sharemaintenance center from storage serv. Cent. Cost
$22534 * (100 +248)=59086share spinning center from storage serv. Cent. cost

$22534 * (76 + 248)=56906share fabric center from storage serv. Cent. cost

Maintenance S 17150+1640+6542 =525332

Hours machines turnover 10000(4000+6000)

$25332 *(4000 + 10000)=$ 10133 share spinning center from maintenance serv. Cent. cost
$25332 * (6000 + 10000)=$ 15199 share fabric center from maintenance serv. Cent. cost
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Factory overhead
Distribution Restaurant
Total

Distribution storage
Total

Distribution Maintenance

Total

Service center

maintenance  storage

17150 21550
1640 984
18790 22534
6542 (22534)
25332 0
(25332)

0 0

Restaurant
16400
(16400)

0

Production celr

spinning
47000
3936
50936
9086
60022
10133
70155

fab
419
084
511}
69(
58¢
15]
73§
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chapter five
Absorption Costing Theory
(Adaa¥)daiaal) cidisal) 4, s
1. Absorption Costing Concept  (liea¥)iaiaal) 4l 2 gga
Absorption costing is the basis of all financial accounting statement, sometime it’s
known as total (full) costing. Using absorption costing, all costs (direct, indirect,
variable, and fixed) are absorbed into production. The idea in this method does not
distinguish between different costs, production of the period must absorbed all
cost, and the functional classification is done.
(LS Ay A8 sy Gliad o el s ¢ A0l Apulacall Uil aen (ol o8 diaiadl) A8l
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2. Units of sales and Production gbiiy gl <laag

For the period, you must know units of sales, productionand inventories as:
Beginning inventory XX

Production of the period XX

Ending inventory (XX)

Sales units’ XXX

3. Sales Revenue — agall af

Sales revenue calculate by this equation

Sales revenue = Sales Units * Sales price

4. Production Cost gl 44l

The production units of the period must know and the production of the last year
also, If it is important.

Total production cost = production units * total cost per unit
or

Production units * direct material per unit = XX

Production units * direct labor per unit = XX

Production units * variable F.O.H per unit = XX

Production units * fixed F.O.Hper unit = XX

Total production cost X XX

5. Total cost per unit ddlaaY) 3aa) gl Baa ol A4S

Total cost per unit is all costfor the productin the period as:
Direct material XX

Direct labor XX
Variable F.O.H XX
Fixed F.O.H XX
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Total costper unit X XX

6. Inventories Valuation ¢ jaal) auis

A. Beginning inventory: 8l Jg &9 )5

Beginning inventory, the units not sale in the last year must evaluation with the
total costof the last year. As:

Beginning inventory cost= Beginning inventory units * total cost per unit for last
year.

B. Ending inventory daall JA) (g5

Ending inventory the units not sale in the end of this year (assume it is from the
production of this year)

Must valuation with the total cost of this year:

Ending inventory cost= Ending inventory units * total costper unit for this year.
7. Total marking costs  4dbaaY) (3 gl CillSs

Total marking costs, the costrelated with sales calculate as:

Total marking costs = Variable marking costs + Fixed marking costs.

Note: Variable marking costs = Sales units * Variable marking costs per unit.

8. Total Costof Goods Sold ~ 4xlleal) deluall dsLiayl) 48

When you added total costof unit sold (manufacturing) to the total market costyou
reach total cost of goods sold.

Total Costof goods sold = total costof unit sold (manufacturing) + total

marketing cost.

Note: Total costof unit sold (manufacturing) = Total costof production + Total
costbeginning inventory - Total costof ending inventory.

9. Gross Profit g Jaxa

Gross profit is the difference between total costof goods sold costand sales
revenue:

Gross profit = sales revenue - total costof goods sold

10. Net Profit @A Ala

It is the result after deductthe managerial costfrom Gross profit.

Net Profit = Gross profit - Managerial cost.

Example 1: The costaccountant of Ahmad Company has established the following
data for the year 2005.

1- Sales price per unit250 I.D.

2- Operating units for year

Production 500000 units
Beginning inventory 20000 units
Ending inventory 40000 units
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3- Production for the last year 90% of this year.
4- These data about the cost has available. (1.D)

Direct material $50
Direct labor $40
Variable Factoryoverhead $35
Variable Marketing cost $10
Fixed Factory overhead $ 1750000
Fixed Marketing cost $ 750000

Administrative cost $ 500000

Calculate

1- Sales revenue

2- Total costof production
3- Total costof inventories
4- Total marketing cost

5- Total costof goods sold
6- Gross profit

7- Net Profit

Solution
1- Sales Revenue = Sales Units * Sales Price
= 480000 * 250 = 120000000 (1.D)
Note: Sales units Calculate as:
Beginning inventory 20000

Production 500000

Ending inventory (40000)

Sales Units 480000

2- Total costof production year 2005:

Direct material 50 * 500000 = 25000000
Direct labor 40 * 500000 = 20000000
Variable Factory overhead 35 * 500000 = 17500000
Fixed Factory overhead = 1750000
Total costof production = 64250000
or

50 + 40 + 35 = 125 Variable cost per units.

(125 * 500000) = 62500000 (I.D) Variable costof production
62500000 + 1750000 = 64250000 (1.D) Total costof production
3- Total costof inventory:
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A- Total costof beginning inventory = beginning inventory units* Total cost per
units (last year).
= 20000 * 128.889 = 2577780 (1.D).
Note: Total costof per unit year 2004:
Fixed F.O.H = 1750000 = 3.889 (1.D).
Production of the last year 450000
3.889 + 50 + 40 + 35 = 128.889 (I.D).

B- Total costof Ending inventory = Ending inventory units * Total costof per
units (this year).
= 40000 * 128.5 = 5140000 (1.D).
Note: Total costof per unit year 2005:
Fixed F.O.H = 1750000 = 3.5(L.D).

Production of this year 500000
3.5+50 +40 + 35 =128.5 (I.D).
4- Total Marketing Cost= Variable Marketing Cost+ Fixed Marketing Cost.
= (10*480000) + 750000 = 5550000 (I.D).
5- Total costof goods sold = total cost of unit sales (manufacturing) + Total
marketing cost.
61687780 + 5550000 = 67237780 (1.D).
Note: Total costof unit sales (manufacturing) = Total costof production + Total
costof beginning inventory - Total costof Ending inventory.
= 64250000 + 2577780 — 5140000 = 61687780 (1.D).
6- Gross profit = Sales Revenue - Total cost of good sales.
= 120000000 — 67237780 = 52762220 (1.D).
7- Net Profit = Gross profit — managerial cost.
52762220 — 500000 = 52262220 (1.D).

Income Statement under Absorption Costing

Income Statement is a report explains all activities of the company for the period
from 1-1/31-12 the result of the Statement must be net profit or net loss. The form
of the Statement as below:

Income Statement of (X) company For the period from 1-1/31- 12

Sales Revenue XX
Costof goods sold

Direct material XX

Direct labor XX

Variable F.O.H XX

Fixed F.O.H XX XXX

Total cost of production _ XX

Total cost of beginning inventory XX

Total costof unit available for sale (XX)

Total costof ending inventory XX
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Total marketing cost
Total costof goodssold
Gross profit

Managerial cost

Net Profit

Total costof unit sold (manufacturing)

XX

(XX)
XX

_(Xx)

XX

Example:- Prepare income statement from the information in ex:

absorption costing.
Solution

Income statement for Ahmad Company 1-1/ 31-12/ 2005

1 using

Sales Revenue

Total cost of goods sold

Direct material

Direct labor

Variable F.O.H

Fixed F.O.H

Total cost of production

Total cost of beginning inventory
Total costof unit available for sale
Total costof ending inventory
Total costof unit sold (manufacturing)
Total marketing cost

Total costof goodssold

Gross profit

Managerial cost

Net Profit

25000000
20000000
17500000
1750000

64250000
2577780
66827780
(5140000)
61687750
5550000

120000000

(67237780)
52762220

(500000)
52262220
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Variable Costing Theory
Biall caalisaly) 4 yas
Variable costing makes a distinction between product costs and period costs.
Product costs consistonly of prime costs for direct material and direct labor plus
variable factory overhead. These are the costs assigned to inventories (work in
process and finished goods) and costof goods sold. Fixed factory overhead is
included with other period fixed expenses, such as marketing and administration
expenses.
J\,muuj\;\mwwmc_mm&wsu byl (oIS g il CalSS (s 5 i) Aalil)
Laaial Sl 8 oda il s jaiall dalall culisil) ) A8Laly 5 jilad) Alleal) 5 5 50l
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2. Units of Sales and Production:- The same in absorption costing.
3. Sales revenue:- The same in absorption.
4. Production Cost:- The productionunits of the period must be known and the
production of the last year also, if it is important.
Variable costof production calculates as:
Variable production cost= production units * Variable cost per units.
Or:

Production units * Direct material per units = XX
Production units * Direct labor per units = XX
Production units * Variable F.O.H per units = XX
Variable production cost XXX

5. Variable cost per unit
Variable costper unit is the cost for productin the period as:

Direct material XX
Direct labor XX
Variable F.O.H XX

Variable costperunit xxx

6. Inventories Valuation

A- Beginning inventory: Beginning inventory, the units not sale in the last period
must evaluation with the variable costof the last period as:

Beginning inventory cost= Beginning inventory units* Variable cost per unit
for the last period.

B- Ending inventory:- Ending inventory the units not sale in the end of this period
(assume it is from the production of this period) must valuation with the variable
costs of this period.
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Ending inventory cost= Ending inventory units * Variable cost per units for
this period.

Note: Variable costper unit is satiable from period to period.

7. Variable Marketing Cost

Variable marketing cost, the costrelated with sales calculates as:

Variable marketing cost = sales units * Variable marketing cost per unit.

8. Variable Costof Goods Sold

When you added variable costof unit sold (manufacturing) to the variable
marketing cost, you can reach variable costof goods sold.

Variable costof goods sold = Variable cost of unit sold (manufacturing) +
Variable marketing cost.

Note: Variable costof unit sold (manufacturing) = variable costof production
+ variable cost of beginning inventory - variable cost of ending inventory.

9. Contribution Margin :- Contribution Margin is the different between variable
costof goods sold and sales revenue.

Contribution Margin = Sales revenue - Variable cost of goods sold.

10. Net Profit:- It is the result after deduct all fixed costs (factory overhead,
marketing and administration) from Contribution Margin.

Example 2:- The costaccountant of (Y) Company has established the following
data for the year 2001:
1- Operating units for the year:

Beginning inventory 40000
Production 250000
Ending inventory 20000

2- Production for the last year was 200000 units.
3- These data about the cost has available:

Direct material 10
Direct labor 15
Variable F.O.H 10
Fixed F.O.H 5
5Variable marketing cost

Fixed marketing cost 750000
Administrative cost 500000
4- Sales price per unit is 80 (1.D)
Calculate

1-Sales revenue

2- Variable costof production.
3- Variable costof inventories.
4- Variable marketing cost.
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5- Variable costof goods sold.
6- Contribution margin.
7- Net Profit.

Solution

1- Sales Revenue = Sales Units * Sales Price
= 270000 * 80 = 21600000 (I.D).

Note: Sales units Calculate as:

Beginning inventory 40000

Production 250000

Ending inventory (20000)

Sales Units 270000

2- Variable costof production

Direct material 10 *250000 = 2500000
Direct labor 15 *250000 = 3750000
Variable F.O.H 10 *250000 = 2500000
Variable costof production 8750000
Or:

(10+ 15 + 10) * 250000 = 8750000 (1.D).

3- Variable costof inventories:

A- Variable costof beginning inventory = Beginning inventory units * Variable
cost per unit.

40000 * 35 =1400000 (1.D).

B- Variable costof ending inventory = Ending inventory units * Variable costper
unit.

20000 * 35 =700000 (1.D).

4- Variable marketing cost

Variable marketing cost= Sales units * Variable marketing cost.

270000 * 5 = 1350000 (I.D).

5- Variable costof goods sold = Variable costof unit sold (manufacturing) +
Variable marketing cost.

9450000 + 1350000 = 10800000 (I.D).

Note:

Variable costof unit sold (manufacturing) = Variable costof production + Variable
costof beginning inventory - Variable costof ending inventory.

= 8750000 + 1400000 — 700000 = 9450000 (1.D).

6- Contribution margin cost.

Contribution Margin = Sales revenue - Variable costof goods sold.

21600000 — 10800000 = 10800000 (1.D).
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7- Net Profit
Net Profit = Contribution Margin — all fixed costs (F.O.H+ Marketing cost +
Administrative cost).
10800000 — (1250000 + 750000 + 500000) = 8300000 (I.D).
Note :- Fixed F.O.H per unit calculated as:
Fixed F.O.H perunit = fixed F.O.H
Production
X =1250000 (I.D).= 5 (1.D)
250000
Income Statement under Variable Costing
Income Statement is a report explains all activities of the company for the period
from 1-1/31-12 the result of this Statement must be net profit or net loss. The form
of this Statement as below:
Income Statement of (x) company for the period 1-1/31-12 200x

Data

Sales Revenue XXX

Variable costof goods sold

Direct material

Direct labor

XXX

Variable F.O.H

Variable costof production XX

Variable costof beginning inventory XX

Variable costof unit available for sale XXX

Variable costof ending inventory (xx)

Variable costof unit sold manufacturing XX

Variable marketing cost XX

Variable costof goodssold (xxx)

Contribution Margin XX

Fixed costs

F.O.H

Marketing

Z|IR| R

Administrative

Total fixed costs (xxx)

Net profit XX

Example 3:- Prepare income statement from the information in ex.2 using variable
costing.

Solution

Income Statement of (YY) company for the period 1-1/31-12 2001

Data

Sales Revenue 21600000

Variable costof goodssold
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Direct material 2500000

Direct labor 3750000

Variable F.O.H 2500000

Variable costof production 8750000

Variable costof beginning inventory 14000000

Variable costof unit available for sale 10150000

Variable costof ending inventory (700000)

Variable costof unit sold 9450000

manufacturing

Variable marketing cost 1350000

Variable costof goods sold (10800000)
Contribution Margin 10800000
Fixed costs

F.O.H 1250000

Marketing 750000

Administrative 500000

Total fixed costs (2500000)
Net profit 8300000

Example A:- The Cup Company produced 10000 units of the productduring April
and May of 2002. During this period, 8000 of these units were sold at 150 (1.D) per
unit. The following represent the operations of these two months:

Direct material 20 per unit
Direct labor 10 per unit
Fixed overhead 60% of total factory overhead

For the two- month period, total expenses were as follows: (1.D)
Heat 20000

Light 20000
Fuel 20000
Depreciation 30000
Maintenance 15000
Rent 50000
Insurance 15000
Indirect labor 20000
Repairs 25000
Taxes 25000

Marketing and administrative expense 35000, 15000

Prepare income statement using: (1) absorption costing (2) variable costing.
Solution

1- Total factory overhead

Heat 20000

Light 20000
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Fuel 20000

Depreciation 30000
Maintenance 15000
Rent 50000
Insurance 15000
Indirect labor 20000
Repairs 25000
Taxes 25000

Total 240000

Fixed F.O.H = 240000 * 60% = 144000 (1.D).
Variable F.O.H= 240000 * 40% = 96000 (I.D).
2- Sales Revenue = 8000 * 150 = 1200000
3- Fixed costper unit = 540000 =54
10000
4- Total costend Inv. =2000 * 54 = 108000 (I.D).
5- Variable costend Inv. = 2000 * 39.6 = 79200
Income Statement of (CAP) Company
For the period of April and May 2002 Absorption costing

Data

Sales Revenue 1200000

costof goods sold

Direct material 20*10000 200000

Direct labor 10*10000 100000

Variable F.O.H 96000

Fixed F.O.H 144000

Total costof production 540000

Total costof beginning inventory 0

Total costof unit available for sale 540000

Total costof ending inventory (108000)

Total cost of unit sold manufacturing 432000

Total marketing cost 35000

Total costof good sold 467000

Gross profit 733000

Administrative cost (15000)

Net profit 718000
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Income Statement of (YY) company
for the period April and May 2002 variable costing

Data
Sales Revenue 1200000
costof goods sold
Direct material 200000
Direct labor 100000
Variable F.O.H 96000
Variable costof production 396000
Variable costof beginning 0
inventory
Variable costof unit a variable for 396000
sale
Variable costof ending inventory (79200)
Variable costof unit sold 316800
Variable marketing cost 0
Variable costof goods sold (316800)
Contribution Margin 883200
Fixed costs
Factory overhead 144000
Marketing 35000
Administrative 15000
(194000)
Net profit 689200
Example B-: The costdata for Noor Corporation are as shown below:
2001 2000
Sales (units) 125000 95000

Selling price 60 50

Beginning inventory 15000 10000
Ending inventory 10000 15000
Production 120000 100000
Direct material 10 10

Direct labor 15 15

Variable F.O.H 5 5

Fixed F.O.H 2 2.4

Market (70% variable) 30000 20000
Administrative expenses 20000 10000

Required:-

1- prepare an income statement for 2001 using absorption costing.
2- prepare an income statement for 2001 using variable costing.
3- prepare an income statement for 2000 using variable costing.
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Solution (1)

1-Total costof production:(10+15+5+2) * 120000 = 3840000 (1.D).

2-Total costof beginning inventory
(10+15+5+2.4) * 15000 = 486000 (1.D).
3- Total costof ending inventory
(10+15+5+2) * 10000 = 320000 (I.D).
4-variable market cost
30000*70%= 21000 (1.D).
5-Fixed marketing cost
30000*30% = 9000 (1.D).
6-Sales Revenue
125000*%60 = 7500000 (I.D).

7- Variable costper unit
(10+15+5) =30 (1.D).

8- Variable costof beginning inventory= 30*15000 = 450000 (I.D).

Income Statement for Noor Corporation
For year 2001 Absorption costing

Data

Sales Revenue

7500000

Costof goods sold

Direct material

1200000

Direct labor

1800000

Variable F.O.H

600000

Fixed F.O.H

24000

Total costof production

3840000

Total costof beginning inventory

486000

Total costof unit available for sale

4326000

Total costof ending inventory

(320000)

Total costof unit sold (manufacturing)

4006000

Total marketing cost

30000

Total costof good sold

4036000

Gross profit

3464000

Administrative cost

(20000)

Net profit

3444000
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Solution (2)

Income Statement for Noor Corporation
For year 2001 variable costing

Data
Sales Revenue 7500000
costof goods sold
Direct material 1200000
Direct labor 1800000
Variable F.O.H 600000
Variable costof production 3600000
Variable costof beginning inventory 450000
Variable costof unit available for sale 4050000
Variable costof ending inventory (300000)
Variable costof unit sold 3750000
(manufacturing)
Variable marketing cost 21000
Variable costof goodssold (37710000)
Contribution Margin 3729000
Fixed costs
Factory overhead 240000
Marketing 9000
Administrative 20000 269000
Net profit 3460000

Solution: (3)

Year 2000

Sales Revenue = 95000 * 50 = 4750000 (I.D).

Variable costper unit = 10+15+5 =30 (1.D).

Variable costof production = 30*100000 = 3000000 (I.D).

Variable costof beginning inventory =30*10000 = 300000(l.D).

Variable costofending inventory =30*15000 = 450000 (1.D).

Variable market cost= 20000 * 70% = 14000 (I.D).

Fixed marketing cost= 20000 * 30% = 6000 (1.D).

Total fixed factory overhead =100000 *2.4 = 240000 (1.D).

Income Statement for Noor Corporation
For year 2000 Variable costing
Data
Sales Revenue 4750000

costof goods sold

Direct material

1000000
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Direct labor

1500000

Variable F.O.H

500000

Variable costof production

3000000

Variable costof beginning inventory

300000

Variable costof unit available for sale

3300000

Variable costofending inventory

(450000)

Variable costof unit sold
(manufacturing)

2850000

Variable marketing cost

14000

Variable costof goods sold

(2864000)

Contribution Margin

1886000

Fixed costs

Factory overhead

240000

Marketing

6000

Administrative

10000

(256000)

Net profit

1630000

Exercises

Exercise 1:- Income Statement: Variable Costing vs. absorption costing. The
following data summarized the operations for the Ruff Skin Company for the

current year.

Sales, 40 units @ $100 ..................ooeeee $4,000
Production costs, 60 units

Direct material 60 @ $20 ........................ 1200
Direct labor, 60 @ $10 .................coe.nt. 600
Variable factory overhead, 60@ $6............ 360
Fixed factory overhead, 60@ $4................ 240
Operation expenses

Variable, 40 @ $5 ......coooiiiiii 200
Fixed, 40@ @3.......ccevivviiiiiiiiannnn.n, 120

Required :Prepare income statement using :

a. absorption costing
b. variable costing

Exercise 2:- Inventory Cost- Variable vs. Absorption Costing.

As part of its investigation regarding the possible adoption of variable costing, the
management of the Anderson Company asks the controller what effect the
adoption of such procedures would have on inventories. In developing the answer
to this question the following figures, representing operations for the past year, are
used:
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Units produced—50,000, of which 15,000 were not sold

Direct material ....................... $160,000
Direct labor ...............oooooiiintL. 200,000
Factory overhead:

Fixed expenses ................. 75,000
Variable expenses.............. 150,000
Required:

(1) the costto be assigned the 15,000 units in inventory using absorption costing.
2) the costto be assigned the 15,000 units in inventory using direct costing.

Exercise 3: -Income Statement— full vs. Variable Costing.
The Fleming Corporation produced 24,000 units of productduring the first quarter
of 19-. 20,000 were sold @ $20 per unit. Costof this production was:

Material .......ooooeiiiiiii . $60,000

Direct labor ...l 60,000

Factory overhead:

Variable costs .............oovvinnnn 120,000

Fixed cost..ccvvvvvriiiiiiiiinnnnnnns 96000

Marketing and administration expenses for the quarter total $50,000; all are fixed
expense.

Required:

(1) Anincome statement using full costing.
(2) Anincome statement using variable costing.

Exercise 4:- Absorption vs. Variable Costing. Income Statement.
The following data pertain to the operations of the McCoy Manufactory Company
for the year 2018:
Sales in units: 75,000
Finished goods inventory, January 1,19A: 12,000 units
Finished goods inventory, December 31, 19A: 17,000 units
Units sales price : $10
Manufactory costs:
Variable costs per production: $4
Fixed factory overhead: $160,000
Marketing and administrative expenses:
Variable costs perunit of sales: $1
Fixed marketing and administrative expenses: $150,000
Required:
1) Anincome statement for 19A under absorption costconcept.
2) Anincome statement for 19A under the variable concept.
3) An accounting for the difference in profit under the two concepts.
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chapter six

Job order costing

In job order industries , production work is done against
order From customers each job work need special treatment and
can be clearly distinguished from other jobs . for examples of
job Order industries are printing press , construction of building
, Bridges roads , ship building .
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Obijectives of job

The following are costing the main objectives of job costing

1-Cost of each job is ascertained separately . this helps in Findin® .
out the profit or loss on each job

2- It enables management to detect those job which are more

Profitable and those which are unprofitable .
3-1t provides a basis for determining the cost of similar
jobs under taken in future.
4-1t helps management in controlling cost , be comparing the
Actual cost with the estimated cost .
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Job costing procedureisaliyl jal oY) ilel jal
The following steps ate taken in jobs costing.
1-job number . <Y A8,

2-Production order. ¥l e
3-Job cost sheet. ALY Y4 5,
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Customer
Date commencement

Job cost sheet

job No

date of completion

Material cost Labor cost factory over head
Date |Material [Amount [Date |Hours [Rot |Amount |[dep (hours [Rat @n
1.D I.D an

Total
_ cost of job
Material order
Labor

Factory overhead

Administration overhead

Selling overhead

Total cost

wages

2-In Direct cost : it means
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1-Direct cost : it
means

a-Direct
materials
b- Direct




a- In Direct materials b-In Direct wages c-In Direct expenses.

The Direct cost and in direct cost in all cost centers are total Ned
to give the total cost

When the jobs are completed , the cost is transferred to cost of
sales account . the total cost of jobs completed during each period
IS set against the sales to determine the profit or loss for the period
The Journal entries :

The Journal entries for direct material, direct labor and factory
overhead are given below

A- direct material :

Work in progress control ~ ***
Cash or debtors i
To record purchase of material

B- Material witch received from store room

Work in progress control ~ ***

Stores control a3

C - Material sends back to storeroom :
Stores control Fkk
Work in progress control ~ ***

D- direct labor :
Work in progress control =~ ***

Wages control *hx
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E- factory overhead :

Factory overhead control — ***

in direct material Hx
indirect labor *ohx
indirect expense Hx
F- To record applied overhead to job order :
Work in progress Hhx
Factory overhead applied Fkk

G- overhead variance :
Variance = Actual factory overhead _ predetermined overhead

Positive variance :
Factory overhead control — ***

Variance factory overhead Fokk
Negative variance :
Variance factory overhead Fkk

Factory overhead control — ***

Example 1

From the following in formation prepare job cost sheet
Particulars job No 1 job No2 Amount
Direct materials 2000 1000 3000
Direct wages 1500 2250 3750
Machine hour 500 750

The overhead loaded by I.D .2 for machine hour.
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Solution

Job cost sheet

Particulars Job No 1 |Job No 2 Amount LD
Direct material {2000 1000 3000
Direct wages |1500 2250 3750
Prime cost 3500 3250 6750
Supposed over 1000 1500 2500

head

Supposed cost (4500 4750 9250

Example 2
From the following information prepare job cost sheet for the year ended
2015

Particulars job No 1 jobNo 2 job No Amoun
Direct materials 3000 1500 4500 9000
Direct wages 2500 3000 5500 11000
Machine hour 1250 1750 2000

The overhead cost loaded by LD 2 for machine hour

Job cost sheet

Particulars JobNo 1 [JobNo 2 [JobNo3 |[Amount
Direct materials 3000 1500 4500 9000
Direct wages 2500 3000 5500 11000
Prime cost 5500 4500 10000 20000
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Solution
Supposed overhead |2500 3500 4000 10000

Supposed cost 8000 8000 14000 30000

Example 3
From the following in formation prepare job cost sheet for the year

ended 2007

Particular jobNol job No2 job No 3 amount
Direct materials 2000 1000 3000 6000

The overhead cost laded by 150% from direct materials
Solusion

Direct materials 2000 1000 3000 6000
Direct wages 1500 2000 4000 7500
Prime cost 3500 3000 7000 13500
Supposed overhead 3000 1500 4500 9000
Supposed cost 6500 4500 11500 22500

Example(4):- The following data for the month of March(1), the first in March
was up ( 1) under operation at a costof $ 2,000 direct materials 3000$ wages
directly (2)during the month of March began operating on the order and at all
costs during the month of March as follows:

Itis1 , 2
Direct materials $4000 $ 5000
Wages directly $ 8000 $ 6000

The wage rate at $2/hour and the rate of loading additional costs of $ 3/hour
Factory overhead include ( 40 % Electric expense, 50 % insurance of machine ,
10% rent of plant)

Required:- 1- preparation costfor cardsis 1 and 2 is for the month of March?
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2- record journal entries, If you know that actual F .O.H were 21000 and the order

save been their finished and taken to warehouses.
Solation :- work costcard 1

Date Materials wages

Factory overhead

Balance 2000

3000

During the month 4000

8000

12000

Total 6000

11000

12000

$ 8000/ $ h 2 =4000 hour

4000 hour * $ h 3 =$ 12000 factory overhead
CostSummary

Materials 6000

Wages 11000

Factory overhead 12000

Total 29000

work costcard 2

Date Materials wages

Factory overhead

During the 5000 6000

month

9000

Total 5000 6000

9000

$6000 / $ h 2 =3000 hour
3000 hour * $ h 3 =$ 9000 factory overhead

CostSummary
Materials 5000
Wages 6000
Factory overhead 9000
Total 20000

2/ record journal entries.
1- Using materials of production

Work in process (1) 4000
Work in process (2) 5000
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Materials control 9000
2- substantiation of wages

Wages & salaries control 14000
Accrued Wages & salaries 14000
3- Upload wages

Work in process (1) 8000
Work in process (2) 6000
Wages & salaries control 14000
4- _Substantiation WY Of F.O.H
Electric expense 8400
insurance of machine 10500
rent of plant 2100
accrued expenses 21000

Actual F.o.H control 21000

Electric expense 8400
insurance of machine 10500
rent of plant 2100

5- Upload factory overhead
Work in process (1) 12000
Work in process (2) 9000

Estimated F. o . H control 21000

6- Finished goods control 49000

Work in process (1) 29000
Work in process (2) 20000

Exercises

Exercese.1/ The Cambridge Company uses job order costing. At the beginning of

the May, two jobs were in process:

Materials
Direct labor

Applied factory overhead

Job372

$ 700
300
450

There was no inventory of finished goods onMayl. During the month, Jobs

373, 374, 375, 376, 378, and 379 were started.

Materials requisitions for May totaled $13,000, direct labor cost, $10,000, and
actual factory overhead, $16,000. Factory overhead is applied at a rate of
150% of direct labor cost. The only job still in process at the end of May is No.
379, with costs of $1,400 for materials and $900 for direct labor. Job 376, the
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only finished job on hand at the end of May, has a total cost of $2,000.

Required:

1. T accounts for work in process, finished goods, costofgoods sold,

factory overhead control, and applied factory overhead.

2. General journal entries to record:
a. Costof goods manufactured
b. Costof goods sold

c. Closing of over or under applied factory overhead to cost of goods

sold

Ex.2/ Beaver, in com. provided the following data for January, 2013:

Materials and supplies:
Inventory, January 1, 2013
Purchases on account
Labor:
Accrued, January 1, 2013
Paid during January (ignore payroll taxes)
Factory overhead costs:
Supplies (issued from materials)
Indirect labor
Depreciation
Other factory overhead costs (all from outside suppliers on
account)
Work in process:
Jobl Job2 Job3

Work in process January 1,

2013 $1,000 -- --

Job costs during January:

Direct materials 4,000  $6,000  $5,000
Direct labor 5,000 8,000 7,000

Applied factory overhead 5000 8,000 7,000

Job 1 started in December, 2012, finished during January, and sold to a customer

for $21,000 cash
Job 2 started in January, not yet finished.

$10,000
30,000

3,000
25,000

1,500
3,500
1,000

14,500

Total
$ 1,000

15,000
20,000
20,000

Job 3 started in January, finished duringJanuary, and now in the finished

goods inventory awaiting customer's disposition Finished goods inventory

January 1,2013.

Required:- Journal entries, with detail for the respective job orders and factory
overhead subsidiary records, to record the following transactions for the January:

1. Purchase of materials on account.
2. Labor paid.
3. Labor costdistribution.
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4. Materials issued.

5. Depreciation for the month.

6. Acquisition of other overhead costs on credit.

7. Overhead applied to production.

8. Jobs completed and transferred to finished goods.
9. Sales revenue.
10.Costof goods sold.

Ex.3/ Hegel Company is a manufacturing firm that uses job order costing system.
OnJanuary 1, 2013 the beginning of its fiscal year, the company's inventory
balances were as follows:-

Raw materials $20,000
Work in process $15,000
Finished Goods $30,000

The company applies overhead costto jobs on the basis of machine-hours worked.
For the current year, the company estimated that it would work 75,000 machine-
hours and incur $450,000 in manufacturing overhead cost. The following
transactions were recorded for the year

1. Raw materials were purchased on account, $410,000.

2. Raw materials were requisitioned for use in production, $380,000 ($360,000
direct materials and $20,000 indirect materials).

3. The following costs were incurred for employee services: direct labor,
$75,000; indirect labor, $110,000; sales commission, $90,000; and
administrative salaries, $20,000.

Sales travel costs were $17,000.
Utility costs in the factory were $43,000.
Advertising costs were $180,000.

N o o &

Depreciation was recorded for the year, 350,000 (80% relates to factory
operations, and 20% relates to selling and administrative activities).

8. Insurance expired during the year, $10,000 (70% relates to factory
operations, and 30% relates to selling and administrative activities).

9. Manufacturing overhead was applied to production. Due to greater than
expected demand for its products, the company worked 80,000 machine-
hours during the year(actual).

10.Goods costing $9,00,000 to manufacture according to their job costsheets
were completed during the year.
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11.Goods were sold on account to customers during the year at a total selling
price of $1,500,000. The goods cost$870,000 to manufacture according to
their job costsheets.

Required:
1. Prepare journal entries to record the preceding transactions.

2. Postthe entries in (1) above to T-accounts (don't forget to enter the
beginning balances in the inventory accounts).

3. Is manufacturing overhead under applied or over applied for the year?
Prepare journal entry to close any balance in the manufacturing overhead
account to cost of goods sold (COGS). Do not allocate the balance between
ending inventories and costof goods sold (COGS).

4. Prepare an income statement for the year.

Ex.4/-The Fine manufacturing company uses job order costing system. The
company uses machine hours to apply overhead costto jobs. At the beginning of
2012, the company estimated that 150,000 machine hours would be worked and
$900,000 overhead costwould be incurred during 2012.

The balances of raw materials, work in process (WIP), and finished goods at the
beginning of 2012 were as follows:

Raw materials ~ $ 40,000

Work in process 30,000

Finished goods 60,000

The Fine manufacturing company recorded the following transactions during 2012:
a. Raw materials purchased on account, $820,000.

b. Raw materials were requisitioned for use in production,
$760,000 ($720,000 direct materials and $40,000 indirect
materials).

c. Direct labor , $150,000; indirect labor, $220,000; sales
commission, $180,000; and administrative salaries, $400,000.

d. Sales travel costs were $34,000.
e. Utility costs incurred in the factory, $86,000.
f. Advertising expenses were $360,000.

g. Depreciation for the year was $700,000 ($560,000 relates to
factory and $140,000 relates to selling and administrative
activities).

h. Insurance expired during the year, $20,000 ($14,000 relates to
factory operations and $6,000 relates to selling and
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administrative activities).

I. Fine manufacturing company worked 160,000 machine hours.
Manufacturing overhead was applied to production.

j. Goods costing $1,800,000 were completed during the year.

k. The goods costing $1,740,000 were sold to customers for
$3,000,000.

Required: 1. Prepare journal entries, T-accounts and income statement from the
above information.

2.Prepare a journal entry to close the balance in manufacturing overhead

account (over or under applied manufacturing overhead) to costof goods
sold.
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chapter seven

Process Costing System
aliY) Jal jall o

Under a process cost system, costs are accumulated according to each department,
costcenter or process. Theaverage unit costfor a day, week or year is obtained by
dividing the department costby the number of units (tons, gallons, etc.) produced
during the particular period.
Process costing, is probably the most widely used cost system , it represents, a
type of costing procedure for mass production industries producing standard
Products.
Industries using process costs are paper, steel, chemicals, textiles, oil refining,
flourmills, food manufacture, milk diary, sugar works .....etc
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Process costing procedure

The essential system in costing procedure are :
1-the factory is divided in to a number of process & an account

Is maintained for each process.
2- each process account debited with materials cost labor cost

Direct expenses & overheads allocated to the process.

3- the output of a process is transferred to next process & becomes
input for it.

4-the finished output of the last process is transferred to the

finished goods account .
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Accumulation of costs
In a process cost system procedures must be developed to:
1. Accumulate materials, labor and factory overhead by departments.
2. Determine the unit cost for each department.
3. Transfer costs from one department to the next.

4. Assign costs to work in process.
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Flow of units
The flow of units (in terms of quantity) through a process costsystem can be
summarized by the following equation:

Units in process at beginning + units started in process or transferred in = units
transferred out + units completed and on hand + units still in process

When any four terms in the equation are known the missing component can be
computed from the equation. Note that all the components are not necessarily
present in each situation (i.e. there may not be units in process at the beginning of
the period or units completed and still on hand at the end of the period).
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The Journal entries :
A- To record the costto Process:

ProcessNO ( ) A/C *xx
Stores control Hx
Wages control Hx
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Factory overhead control bl

B -transferred Process A/C to another :
ProcessNO ( ) A/IC *xx
ProcessNO ( ) A/C Hxx
C- transferred the last Process A/IC :
Stores control of finished good — ***

ProcessNO ( ) A/C bkl
And :
Costof sales *xk
Stores control of finished good — ***
And :
Sales Revenue Fxk
Costof sales Fxk

Example 1:- Assume that the Beckerman Company had 1,500 units in work in
process at the beginning of the month, put 5,000 units into process and had 1,000
units in work in process at the end of the month. All units completed were
transferred out to Department B. The number of units transferred is computed as
follows:

Flow units
Units in process at beginning 1,500
Units started in process 5000
Units available 6,500
Units still in process 1,000
Units transferred to Department B .5,500
Out flow 6500

Equivalent Units of Production

To allocate costs when inventories of partially finished goods are involved, all
units (beginning inventory, goods transferred, ending inventory) must be expressed
in terms of completed units. This is done by means of a common denominator,
known as equivalent units of production or equivalent production.

Methods of Costing Work in Process

(1) Average costing under this method also known as weighted— average costing,
the opening work in process inventory costs are merged with the costs of the new
period and a new average costis obtained. Thus there is only one average cost for
goods completed.

Equivalent units under average costing may be computed as follows:-

Units completed (Transferred out plus still on hand) + [Ending work in process X
Degree of completion (%)]

This method is based on the assumption that all the beginning work in process was
started and completed during the current period.
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Example 2:- The following data related to the activities of Department A during
the month of May:-

Beginning work in process 8,000 Units

(100% complete as materials 70% complete as to conversion costs)
Goods started in process 86,000

Units transferred to Dept. B 80,000

Units completed and on hand 4,000

Ending work in process 10,000

(100% complete as to materials 60% complete as to conversion costs)
Equivalent productionin Department A for the month, using average costing is
computed as follows:-

Materials Conversion costs
Units Completed
Transferred to Dept. B 80,000 80000
Completed and on hand 4,000 4,000
Ending inventory units, amount completed:-
Materials (100%) 10,000 -
Conversion costs (60%)  --------- 6,000
Equivalent production 94,000 90,000

(2) FIFO Costing

Under this method, the opening work in process inventory costs are separated from
additional costs applied in the new period. Thus, there are two unit costs for the
period: (1) opening work in process units completed and (2) units started and
finished in the same period.

Under FIFO, the beginning work in process is assumed to be completed and
transferred first. The ending work in process is then assumed to be from the goods
put into production during the period. Thus, ending work in process is calculated
from current period unit costs according to degree of completion.

Equivalent units under F.I.F.O costing may be computed as follows:-

Units completed (Transferred out plus still on hand)

-Opening work in process (regardless of stage of completion)

+Amount needed to complete Beginning work in process

+Amount completed in Ending work in process.

Example 3:- Using the same data as in Example 2, we compute the equivalent
production for Department A under the FIFO method follows:-

Materials Conversion costs
Units completed
Transferred to Dept. B 80,000 80000
Completed and on hand 4,000 4000
Less: Beginning work in process (8,000) (8,000)
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Started and completed this period 76,000 76000

Completion of Beginning Inventory units

Materials (0%) 0

Conversion costs (30%)  ------ 2,400
76,000 78,400

Ending Inventory units Completed

materials (100%) 10,000
Conversion costs (60%) : 6,000 .

86,000 84,400

Equivalent productionunder FIFO may also be computed by subtracting the period
of beginning work in process that was completed during the previous month from
equivalent production under average costing.

Materials Conversion Units

Equivalent productionaverage

Costing (From Example 2) 94,000 90,000
Less: Beginning work in process

(Portion completed Last month)

Materials (100%) (8,000)
Conversion Costs (70%) (5,600)
Equivalent productionF.I.F.O costing 86,000 84,400

Costof production Report

The cost of production report shows all costs chargeable to a department or cost
center for the period. Since its principal objective is the control of costs, detailed
data relating to total and unit costs must be provided. Typically, the cost
breakdown is made by costelements for each department (or cost center). This
report is also a good source for summary journal entries at the end of the month.
The cost of production report generally contains four sections:

Quantities This section accounts for the physical flow of units into and out of a
department.

-Equivalent production This section shows the sum of:

(1) it's still in process restated in terms of completed units

(2) total units actually completed.

-Costs to Account for This section accounts for the incurrent of costs that were:
(1) in process atthe beginning of the period

(2) transferred in from previous departments

(3) added by the department.

-Costs Accounted for This section accounts for the disposition of costs charged to
the department. Were the costs:

(1) transferred out to another department or to finished goods.

(2) Completed and on hand.

(3) Still in process at end of the period.
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It should be noted that the total of the costs to account for must equal the total of
the costs Accounted for
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Example 4:- The Vogel manufacturing corporation uses the first in first out
method of process costing. The following data relate to the operations of
Department A during the month of July 19X1.:

Production (in units)
Beginning work in process (100% complete as to materials:-

(2/3)% complete as to conversion costs) 1,500
Started in process 5,000
Transferred to Dept. B 5,500
Ending work in process (100% complete as to materials:-
60% complete as to conversion costs) 1,000

Costs in Beginning inventory

Materials $1,680
Labor 1,400
Overhead 1,120
Cost Added during the Month
Materials $10,000
Labor 8,500
Overhead 6,800
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The July costof production Report for Department A is shown below:
The Vogel manufacturing corporation cost of production Report, Department A
F.1.F.O cost method for the month July 19X1

1) Quantities

Units in process at Beginning 1,500
(All materials; 2/3 conversion costs)

Units started in process 5,000
Total units to account for 6500

Units transferred to next Department 5,500
Units still in process

(All materials; 3/5 Labor and overhead) 1,000
Total units for accounted 6500

2) Equivalent production

Materials Conversion costs

Transferred to next department 5,500 5,500
-Beginning inventory (total) 1,500 1500 .

4,000 4000
+Amount needed to complete
beginning inventory (1/3) 0 500 .

4,000 4,500

+Ending inventory 1,000 600 .
Equivalent production 5,000 5,100

3) Costs to Account for

Total Cost Unit Cost

Work in process, Beginning Balance $4,200

Costs Added during month

Materials $10,000 2,000(a)

Labor 8,500

1.667(b)

Factory overhead 6,800 1.33(c)
Total costs added $25,300 $5,000
Total costs to Account for $29,500

Computations Unit Costs

(a) Materials: $10,000/5,000 = $2,000
(b)Labor: $8,500/5,100 = $1.666
(c)Overhead: $6,800/5,100 =  $1.333

4) Costs Accounted for
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Transferred to next Department

From Beginning Inventory (1500 Units)

Inventory Value $4,200
Labor added (1500 * 1.667 * 1/3) 833
Factory overhead Added (1500 * $1.333 * 1/3) 667
Total cost, Beginning units $5,700
From current production;

Units started & completed (4000 units * $5.00) 20,000

Total cost (beg + started and completed) 25,700
Work in process, Ending (3/5 completed):

Materials (1000 * $2.00) 2,000

Processing costs (1000 * 3.00 * 3/5) 1,800 3,800
Total costs Accounted for 29,500

Example 5:- If the Vogel manufacturing had used the average costing method
instead of F.1.F.O, its costof production report for the month of July would have
appeared as shown below. The data are the same as in Example 4
The Vogel manufacturing corporation cost of production Report Department A
Average costing method for the month of July 19X1.

1) Quantities

Units in process at Beginning
(all materials 2/3 conversion costs) 1,500

Units started in process 5,000
Total units to be account for 6,500

Units Transferred to next Department 5,500
Units still in process

(All materials 3/5 conversion costs) 1,000
Total units for accounted 6,500

2) Equivalent production:

Materials Conversions Costs
Transferred to next department 5,500 5,500
Ending work in process:
Material 100% 1,000
Conversion cost 60% 600
Equivalent production 6.500 6,100
3) Costto Account for: Total cost Unit Cost
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Work in process, beg. inventory

Material 1680

Labor 1400

F.O.H 1120

Costadd during period: -

Material 10000 1.79692(a)
Labor 85000 1.62295(b)
F.O.H 6800 1.29836(c)
Total cost 29500

Computations

(@) Materials = (1680 + 10000) /6500 = 1.7962

(b) Labor = (1400 + 8500)/6100 = 1.62295
(c) F.O.H= (1120 + 6800 ) /6100 = 1.29836

4)Cost Account for:

Costof units transferred to next department :

(5500 * 4.71823) 25950
Costof work in process, end. inventory

Material 1000* 1.7962 = 1797

Labor 60% * 1000*1.62295= 974

F.O.H 100% * 1000*1.29836= 779 3550

29500

Exercises

Exercise(1): In 1/1/2008 , input unit to process 2 as 200 unit at $3 per unit
The elements of costadd to it for 1/1 — 31 /12 2008 as below :
direct material ~ $ 6000
direct labor $ 5400
Factory overhead $ 3400
Units transferred to process3 1500 unit
500 unit Ending work in process
(100% complete as to materials 60% complete as to labor & 40% complete as to
Factory overhead )
Prepare process 2 Account
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Exercise(2):
In 1/1/2020, input unit to process 3 as 5000 unit at $12 per unit

The elements of costadd to it for 1/1 — 31 /12/ 2020 as below :
direct material $ 14250
direct labor $ 18680
Factory overhead $ 13770

Units transferred to Stores 4200 unit
400 unit Ending work in process

(100% complete as to materials 80% complete as to labor & 60% complete as to

Factory overhead )

Spoilage units 400 unit sold at$ 4800

Normal spoilage rate 5% for input units

Selling price $ 30 per unit

Prepare process 3 Account

Exercise(3):
In 1/1/2016 Beginning work in process (2) as 400 units with total cost$ 6400

($4400 direct material , $1200 direct labor, $800 Factory overhead )

(80% complete as to materials 60% complete as to labor & 50% complete as to
Factory overhead )

New units started in process at $12 per unit 500

Cost Added during the year :

$10700 Materials
$13890 Labor
$9020 Overhead

Units transferred to next process (3) 4400
Ending work in process 600 (100% complete as to materials 80% complete as to
labor & 60% complete as to Factory overhead )
Spoilage units 400 unit sold at$ 12 per unit
Normal spoilage rate 5% for input units

Prepare process 2 Account
A- using average costing B - under F.I.F.O costing
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