
0 
 

 وزارج انرعهيى انعاني وانثحث انعهًي 

 خايعح انفراخ الاوسظ انرمُيح    

 انًعهذ انرمُي كرتلاء        

 لسى ذمُياخ انًحاسثح        

 

 

   

Educational Satchel 
 

 ًيهيعهرانحميثح ان
 

Cost Accounting 

 يحاسثح انكهفح
Accounting Techniques Department 

 لسى ذمُياخ انًحاسثح

Second Class 

 انصف انثاَي
 
 

 

 اعداد
 ايمان عبد الرحيمم. م. 

 ((2024-2025نهعاو انذراسي 
 

  

 

 
 



1 
 

 

 الاهداف التعليمية
 

 ع٤ٌٕٞ حُطخُذ رؼذ ٜٗخ٣ش حُٔلخػشحص هخدسح ػ٠ِ حٕ:
حُٔلخعزش حُٔخ٤ُش  ٓلخعزش حٌُِلش ٝٓضح٣خٛخ ٝػلاهظٜخ ٓغػ٠ِ ؼشف ٣ظ -1

 .ٝحُٔلخعزش حلادحس٣ش
 .ٝٓشحًض حٌُِق ظ٤٘لٜخٓؼشكش ػ٘خطش حٌُِق ٝط -2

ٝحُظ٢  ٝظخثق ػ٘ظش حُٔٞحد ٖٓرخُشهخرش ػ٠ِ ٓؼشكش ًَ ٓخ ٣ظؼِن  -3
رؼ٤ِٔش حُششحء ٝحُظشف ٝطغؼ٤ش حُٔٞحد حُظخدسس ٝحُو٤ٞد  طظؼِن

 حُخخطش رٜخ ًٝزُي ٓغظ٣ٞخص حُخض٣ٖ.

ٝػ٤ِٔش حكظغخرٜخ رخُشهخرش ػ٠ِ ػ٘ظش حلاؿٞس  ٓؼشكش ًَ ٓخ ٣ظؼِن  -4
 ش رٜخ.ٝؽشم حكظغخرٜخ ٝحُو٤ٞد حُخخط

ٓؼشكش ًَ ٓخ ٣ظؼِن رخُشهخرش ػ٠ِ ػ٘ظش حُ٘لوخص حُؼخٓش ٝؽشم  -5
 طٞص٣ؼٜخ ٝطل٤ِٜٔخ ػ٠ِ ٓشحًض حٌُِق.

 حُظٌخ٤ُق ٝحُطشم حُٔغظخذٓش ك٢ حػذحدٛخ. ْٓؼشكش ٤ًل٤ش حػذحد هٞحث  -6

رخلأٝحٓش حلاٗظخؿ٤ش ٤ًٝل٤ش حكظغخد طٌخ٤ُق ًَ  نٓؼشكش ًَ ٓخ ٣ظؼِ -7
 حٓش حٗظخؿ٢ ٝحُو٤ٞد حُخخطش رٜخ.

حلاٗظخؿ٤ش ٤ًٝل٤ش حكظغخد طٌخ٤ُق ًَ  خُٔشحكَر نش ًَ ٓخ ٣ظؼِٓؼشك -8
 ٝحُو٤ٞد حُخخطش رٜخ. ٓشكِش
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Week 1: The cost accounting concept, objectives, applications, relationship with financial accounting  

and management accounting. 

What is Cost Accounting 

 ٞد رٔلخعزش حٌُِلشٓخ حُٔوظ

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. 
 ٣ٌٖٔ طؼش٣ق ٓلخعزش حُظٌخ٤ُق:

ٍ ٝحعظخذحٜٓخ.ٓلخعزش حُظٌخ٤ُق    ٢ٛ ػ٤ِٔش ؿٔغ حُٔؼِٞٓخص ٝطلغ٤شٛخ ُظلذ٣ذ ٤ًل٤ش ًغذ حُٔئعغش ُلأٓٞح
ٖ ػخدسً ٓ٘ظـخص حُششًش  ٖ حُظٌخ٤ُق ُؼ٘خطش حُظٌِلش حُظ٢ طظؼٔ أٝ ٓلخعزش حُظٌخ٤ُق ٢ٛ ػ٤ِٔش طؼ٤٤

ٖ حُششًش.   ٝخذٓخطٜخ ٝأ١ أٗشطش أخشٟ طظؼٔ

ْ ٓخظِق أٝ ٓلخ َ ٝطِخ٤ض ٝطو٤٤ ٞ طوذ٣ْ  ؽشمعزش حُظٌخ٤ُق ٢ٛ ػ٤ِٔش ؿٔغ ٝطل٤ِ حُؼَٔ حُزذ٣ِش. ٛذكٜخ ٛ
 .حُظٌِلش خر٤ِشر٘خءً ػ٠ِ ًلخءس ٝه (ُِؼَٔ )حًؼش ؽش٣وش ٓلاثٔشحُٔشٞسس ُلإدحسس رشؤٕ أٗغذ ٓغخس

Objectives of cost accounting: 

There are multiple objectives 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.     

                                                                                         
ّ ٓلخعزش حُظٌخ٤ُق حٛذحفي ُٛ٘خ     ٓلخعزش حُظٌخ٤ُق: حٛذحف  ٓظؼذدس لاعظخذح

ٍ حُٔلخعزش حُٔخ٤ُش. -1  طٞك٤ش ٓؼِٞٓخص أًؼش هخر٤ِش ُِظ٘ل٤ز ٖٓ حُز٤خٗخص حُٔخ٤ُش حُٔ٘ظـش ٖٓ خلا
ٖ ط٘لن حُ -2 ٖ طؼ٤غ حلأٓٞحٍ.طلذ٣ذ أ٣  ششًش أٓٞحُٜخ ، ًْٝ طٌغذ ، ٝأ٣

   طخل٤غ حُظٌِلش ٝحُظؤًذ ٖٓ سرق ًَ ٗشخؽ. -4 طلذ٣ذ طٌِلش حُٔ٘ظؾ ٝرخُظخ٢ُ طلذ٣ذ عؼش حُز٤غ. -3
ٖ حُظٌِلش حُظ٢ طلظخؿٜخ حلإدحسس  -5 ٝحطخخر حُلخ٤ُش  حُشهخرش ػ٠ِ حُؼ٤ِٔخص ٖٓ حؿَطٞك٤ش ٓؼِٞٓخص ٓلظِش ػ

  ظوزَ.حُوشحسحص ٝحُظخط٤ؾ ُِٔغ
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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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 ٓخ ٢ٛ حُؼلاهش ر٤ٖ حُٔلخعزش حُٔخ٤ُش ٝحلإدحس٣ش ٝٓلخعزش حُظٌخ٤ُق؟

 -. حُٔؼ1٠٘

حُظٌخ٤ُق ، ٖٓ حُزذح٣ش ٝكظ٠ ٜٗخ٣ش كظشس ػٖ  ٔلخعزش حُأ. ٓلخعزش حُظٌخ٤ُق ٢ٛ ػ٤ِٔش 

 حُظوش٣ش. ٣ظْ اػذحد حُظوخس٣ش ك٢ ٜٗخ٣ش حُلظشس ُِظؤًذ ٖٓ آٌخ٤ٗش خلغ حُظٌِلش أٝ حُظلٌْ ك٤ٜخ.

عزش حلإدحس٣ش ا٠ُ ططز٤ن ٓزخدة حُٔلخعزش ٝحلإدحسس حُٔخ٤ُش لإٗشخء ٝكٔخ٣ش د. طش٤ش حُٔلخ

 ٝكلع ٝص٣خدس ه٤ٔش حُٔ٘ظٔش لأطلخد حُٔظِلش ك٤ٜخ.

ؽ. حُٔلخعزش حُٔخ٤ُش ٢ٛ كٖ طغـ٤َ ٝطظ٤٘ق ٝطِخ٤ض حُٔؼخٓلاص ٝحلأكذحع حُ٘وذ٣ش رطش٣وش 

 ٓل٤ذس لأطلخد حُٔظِلش ُظلغ٤ش ٗظخثـٜخ.

 -. حُٜذف2

حُظٌخ٤ُق رشٌَ أعخع٢ طٌِلش اٗظخؽ ٓ٘ظؾ أٝ طوذ٣ْ خذٓش طظؼخَٓ ك٤ٜخ  أ. طغـَ ٓلخعزش

 حلأػٔخٍ رشٌَ أعخع٢.

د. ٣ظْ ط٘ل٤ز حُٔلخعزش حلإدحس٣ش ُٔغخػذس حلإدحسس ػ٠ِ حطخخر حُوشحسحص ٖٓ خلاٍ طٞك٤ش 

 حُٔؼِٞٓخص رحص حُظِش.

٤ٓٞٔش ُِؼشع ؽ. ٣ظْ اؿشحء حُٔلخعزش حُٔخ٤ُش لإػذحد كغخد حُشرق ٝحُخغخسس ٝح٤ُٔضح٤ٗش حُؼ

 ػ٠ِ حُٔغخ٤ٖٔٛ ٝحُٔغظخذ٤ٖٓ حُخخسؿ٤٤ٖ ح٥خش٣ٖ.

 -. طغـ٤َ حُز٤خٗخص 3

 أ. ك٢ ٓلخعزش حُظٌخ٤ُق ، ٣ظْ طغـ٤َ حُز٤خٗخص رخعظخذحّ ًَ ٖٓ حلأسهخّ حُغخروش ٝحُلخ٤ُش.

 د. طشًض حُٔلخعزش حلإدحس٣ش ػ٠ِ اعوخؽ حُز٤خٗخص ُِٔغظوزَ.

 ٣خ٤ش.ؽ. عـلاص حُٔلخعزش حُٔخ٤ُش حُز٤خٗخص حُظخس

 -. حُوٞحػذ ٝحُِٞحثق 4

 أ. طظزغ ٓلخعزش حُظٌخ٤ُق ٓزخدة ٝاؿشحءحص ٓؼ٤٘ش ُظغـ٤َ حُظٌخ٤ُق.

 د. لا طظزغ حُٔلخعزش حلإدحس٣ش أ١ هٞحػذ ٝأٗظٔش ٓلذدس.

 ؽ. طظزغ حُٔلخعزش حُٔخ٤ُش ٓزخدة حُٔلخعزش ٝٓؼخ٤٣ش حُٔلخعزش ٝٓؼخ٤٣ش حُٔلخعزش حُٔخ٤ُش.

 

xpense and lossthe difference between cost, e 

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. 

 

ces given up in exchange for some goods and is a resour ostC

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. 
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includes only expired cost which is used up in earning  An expense

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…. 

 

is defined as "an amount of money lost by a company."  A loss While

This can be in the form of revenue, assets, or even customers, Hence 

loss is outflow of funds without any matching economic benefit.  
ٖ حُظٌِلش ٝحُٔظشٝكخص ٝحُخغخسس؟  ٓخ حُلشم ر٤

َ طذكن  َ حُظٌِلش ٝحُٔظشٝكخص ٝحُخغخسس طٔؼ ٕ حٌُِٔخص حُؼلاع حُظ٢ طٔؼ ك٢ حُٔلخعزش ، ػ٠ِ حُشؿْ ٖٓ أ

ٕ ٛ٘خى حخظلاكخً ك٢ حُطش٣وش حُظ٢ ٣لذع رٜخ طذكن حلأٓٞحٍ  ٍ ٖٓ حُششًش ا٠ُ حُؼخُْ حُخخسؿ٢ ، الا أ حلأٓٞح
 ٘وذ.أٝ حُ

 
َ ًلاً ٖٓ حُظٌِلش حُٔ٘ظ٤ٜش  ْ حُظخ٢ِ ػٜ٘خ ٓوخرَ رؼغ حُغِغ ٝحُخذٓخص ، ٝطشٔ حُظٌِلش ٢ٛ ٓٞحسد ط

ٖ إٔ  حُٔغظ٘لزسٝحُٔئؿِش ، ٝحُظٌِلش )حُٔغظ٘لزس( حُظلاك٤ش  َ ، ك٢ ك٤ ٢ٛ حُظٌِلش حُظ٢ طْ طٌزذٛخ رخُلؼ
ْ حعظلاّ ٓ٘خ ْ طٌزذٛخ ٌُٖٝ ُْ ٣ظ َ حُظٌِلش حُٔئؿِش ٢ٛ حُظٌِلش حُظ٢ ط ٔظشٝكخص حُكؼٜخ حلاهظظخد٣ش ، ٓؼ

ٝ ٗلوخص ػ٠ِ حُزلغ ٝحُظط٣ٞش ٢ٛ رؼغ أٓؼِش حُظٌِلش حُٔئؿِش.حُ خ أ ًٓ  ٔذكٞػش ٓوذ
 

ٖ حُٔظشٝكخص حُظٌِلش  ْ حعظخذحٜٓخ ك٢ ًغذ حلإ٣شحدحص ك٢ حُؼ٤ِٔخص حُٔغظ٘لزس طظؼٔ كوؾ ٝحُظ٢ ٣ظ

ٍ كظشس ٓؼ٤٘ش ٓٔخػِش( ٓ٘غـٔش ٓؼٜخ )حُشث٤غ٤ش ُِششًش. رؼزخسس أخشٟ ، اٜٗخ طٌِلش رحص كخثذس حهظظخد٣ش  خلا
ٕ ٝحلإ٣ـخس ٝٓخ ا٠ُ رُي. َ حلإػلا  ، ٓؼ

 
ٕ ٣ٌٕٞ ٛزح ك٢ شٌَ  ٚ حُششًش". ٣ٌٖٔ أ ٖ حُٔخٍ طؼ٤ؼ ْ طؼش٣ق حُخغخسس ػ٠ِ أٜٗخ "ٓزِؾ ٓ ر٤٘ٔخ ٣ظ

ٍ أٝ كظ٠ ػٔلاء ، ٝرخُظخ٢ُ كبٕ حُخغخسس ٢ٛ طذكن حلأٓٞحٍ دٕٝ أ١ كخثذس حهظظخد٣ش  ٝ أطٞ ا٣شحدحص أ
 .ش( ٓ٘غـٔش ٓؼٜخ)ٓٔخػِ
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Week 2: Cost classification, natural, functional, in base of relationship with unit produced, in base of 

relationship with production volume. 

 

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).  

 

 طظ٤٘ق حُظٌِلش

 -٣ٌٖٔ طظ٤٘ق حُظٌخ٤ُق ػ٠ِ أعخط ٓخ ٢ِ٣: 

 . حُظظ٤٘ق كغذ حُطز٤ؼش )حُٔٞحد ، حُؼٔخُش ، حُ٘لوخص حُؼخٓش(.1

 . حُظظ٤٘ق كغذ حُٞظخثق )طٌِلش حلإٗظخؽ ، طٌِلش حُز٤غ ٝحُظٞص٣غ ، طٌخ٤ُق حلإدحسس(.2

 . حُظظ٤٘ق كغذ طظزغ حُٔ٘ظؾ. )ٓزخشش ٝ ؿ٤ش ٓزخشش(.3

  .(ٓظـ٤ششزٚ حُظـ٤ش ك٢ كـْ حُ٘شخؽ. )ػخرض ، ٓظـ٤ش ٝحُظظ٤٘ق كغذ .4

1- Classification according to Nature:    In this type, costs are divided into 
Direct materials, Direct labor and overheads. 

are the raw materials that directly enter into the production Direct materials 
of the product unit and can be traced and allocated to the product unit such 
as cotton, leather, wood, aluminum, iron, etc. 

The direct labor cost is the cost of workers who can be easily   Direct labor cost
identified with the unit of production. An example of the direct labor cost the 
wages of production line workers and the assembly workers on an assembly 
line and Selling agents commission 

 , indirect wages, and other expensesIt includes indirect materials: Overheads
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.      

ْ حُظٌخ٤ُق ا٠ُ ٓٞحد ٓزخششس ٝػٔخُش ٓزخششس ٝٗلوخص ػخٓش. -1      حُظظ٤٘ق كغذ حُطز٤ؼش: ك٢ ٛزح حُ٘ٞع طوغ

َ ٓزخششس ك٢ اٗظخؽ ٝكذس حُٔ٘ظؾ ٣ٌٖٝٔ طظزؼٜخ ٝطخظ٤ظٜخ  حُٔٞحد حُٔزخششس ٢ٛ حُٔٞحد حُخخّ حُظ٢ طذخ
ٖ ٝحُـِٞد ٝحُخشذ ٝحلأ٤ُّ٘ٔٞ ٝحُلذ٣ذ ، اُخ. َ حُوط  ُٞكذس حُٔ٘ظؾ ٓؼ

ٖ ٣ٌٖٔ حُظؼشف ػ٤ِْٜ رغُٜٞش ٖٓ طٌ ٍ حُز٣ ِلش حُؼٔخُش حُٔزخششس طٌِلش حُؼٔخُش حُٔزخششس ٢ٛ طٌِلش حُؼٔخ
ٍ خؾ حلإٗظخؽ ٝػٔخٍ حُظـ٤ٔغ ك٢ خؾ  ٍ ػ٠ِ طٌِلش حُؼٔخُش حُٔزخششس أؿٞس ػٔخ ٍ ٝكذس حلإٗظخؽ. ٓؼخ خلا

 حُظـ٤ٔغ ٝػُٔٞش ًٝلاء حُز٤غ

https://en.wikipedia.org/wiki/Assembly_line
https://en.wikipedia.org/wiki/Assembly_line
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َ حُٔٞحد ؿ٤ش حُٔزخششس ٝ حلأؿٞس ؿ٤ش حُٔزخششس ٝحُٔظشٝكخص حلأخشٟ حُظ٢ ٣ٌٖٔ حُ٘لوخص حُؼخٓش: ٝطشٔ
طوغ٤ٜٔخ ا٠ُ ٓٞحد حعظٜلا٤ًش ٝٓٞحد طؼزجش ٝهطغ ؿ٤خس ٝٓخ ا٠ُ رُي. ٝٛزح خخص رخُٔٞحد. أٓخ طٌِلش حُؼٔخُش 

ٍ حُظ٤خٗش ٝؿ٤شٛخ. أٓخ حُٔظخس٣ق  ٖ ٝأؿٞس ػٔخ ٖ حُشٝحطذ ٝأؿٞس حُٔششك٤ ؿ٤ش حُٔزخششس كظظؼٔ
َ حلإٛلاى ٝحلإ َ ٝٓظخس٣ق ح٤ُٔخٙ ٝحٌُٜشرخء ٝؿ٤شٛخ.حلأخشٟ ك٢ٜ طشٔ َ ٝحُظل٤ٔ ٖ ٝحُ٘و  ٣ـخس ٝحُظؤ٤ٓ

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: 
. These are costs associated with the Production or manufacturing costs

factory. 
. These are costs associated with general office Administration costs

departments. 
. These are costs associated with Marketing, or selling and distribution costs

sales, marketing, and warehousing and transport departments. 
ٝ طٌخ٤ُق حلإدحسس  ٖ حُظظ٤٘ق كغذ حُٞظ٤لش طظ٤٘ق حُظٌخ٤ُق ػ٠ِ أٜٗخ طٌخ٤ُق حلإٗظخؽ / حُظظ٤٘غ أ ٣ظؼٔ

 أٝ طٌخ٤ُق حُظغ٣ٞن / حُز٤غ ٝحُظٞص٣غ.

 
ّ طوذ٣ش حُظٌخ٤ُق "حُظو٤ِذ١" ُٔئعغش  ٞ حُظخ٢ُ:حُك٢ ٗظخ ْ طظ٤٘ق حُظٌخ٤ُق ػ٠ِ حُ٘ل  ظظ٤٘غ ، ٣ظ

 
ٙ ٢ٛ حُظ ٝ حُظظ٤٘غ. ٛز  ٌخ٤ُق حُٔشطزطش رخُٔظ٘غ.طٌخ٤ُق حلإٗظخؽ أ

 طٌخ٤ُق حلإدحسس. ٛزٙ ٢ٛ حُظٌخ٤ُق حُٔشطزطش ربدحسحص حٌُٔظذ حُؼخّ.
 ٖ ٙ ٢ٛ حُظٌخ٤ُق حُٔشطزطش رخُٔز٤ؼخص ٝحُظغ٣ٞن ٝأهغخّ حُظخض٣ طٌخ٤ُق حُظغ٣ٞن أٝ حُز٤غ ٝحُظٞص٣غ. ٛز

 ٝحُ٘وَ.
 

 
 

3. Classification according to traceability of product: Direct costs and 
indirect costs, 
A direct cost is a cost that can be traced in full to the product, service, or 

department that is being costed. 
An indirect cost (or overhead) is a cost that 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‘ 
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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 
 حُظٌخ٤ُق حُٔزخششس ٝحُظٌخ٤ُق ؿ٤ش حُٔزخششس

ْ كغخد طٌِلظٚ. ْ حُز١ ٣ظ ٝ حُخذٓش أٝ حُوغ  حُظٌِلش حُٔزخششس ٢ٛ حُظٌِلش حُظ٢ ٣ٌٖٔ طظزؼٜخ رخٌُخَٓ ُِٔ٘ظؾ أ
ٝ طوذ٣ْ خذٓش حُظٌِلش ؿ٤ش حُٔزخششس )أٝ حُ٘لوخص حُؼخٓش(  ْ طٌزذٛخ ك٢ ع٤خم ط٘غ ٓ٘ظؾ أ ٢ٛ حُظٌِلش حُظ٢ ٣ظ

ٝ حُوغْ. َ ٓزخشش ًٝخَٓ ُِٔ٘ظؾ أٝ حُخذٓش أ ٖ لا ٣ٌٖٔ طظزؼٜخ رشٌ َ هغْ ، ٌُٝ  أٝ طشـ٤
ٝ طٌخ٤ُق  ٣ٌٖٔ طظ٤٘ق حُٔٞحد ٝطٌخ٤ُق حُؼٔخُش ٝحُٔظشٝكخص حلأخشٟ آخ ػ٠ِ أٜٗخ طٌخ٤ُق ٓزخششس أ

 ؿ٤ش ٓزخششس
ششس ٢ٛ طٌخ٤ُق حُٔٞحد حُظ٢ ٖٓ حُٔؼشٝف أٜٗخ حعظخذٓض ك٢ ط٘غ ٝر٤غ ٓ٘ظؾ )أٝ طٌخ٤ُق حُٔٞحد حُٔزخ

ْ خذٓش(.  كظ٠ طوذ٣
 ْ ْ خذٓش. ٣ظ ٟ حُؼخِٓش حُٔغظخذٓش ُظ٘غ ٓ٘ظؾ أٝ طوذ٣ طٌخ٤ُق حُؼٔخُش حُٔزخششس ٢ٛ حُظٌخ٤ُق حُٔلذدس ُِوٞ

ٍ ػ٠ِ ٝظ ٖ ؽش٣ن ه٤خط حُٞهض حُٔغظـشم ُِلظٞ ٝ حُٞهض طلذ٣ذ طٌخ٤ُق حُؼٔخُش حُٔزخششس ػ ٤لش ، أ
َ حلإٗظخؽ حُٔزخشش"  حُٔغظـشم ك٢ "ػٔ

ْ طٌزذٛخ رخٌُخَٓ ً٘ظ٤ـش ٓزخششس ُظ٘غ ٓ٘ظؾ  حُٔظشٝكخص حُٔزخششس حلأخشٟ ٢ٛ طِي حُٔظشٝكخص حُظ٢ ط

ْ خذٓش أٝ ادحسس هغْ.  أٝ طوذ٣
ٖ حُٔزخ٢ٗ ٖ ٝٓٞحد حُظ٘ظ٤ق ٝطؤ٤ٓ َ أٓؼِش حُظٌخ٤ُق ؿ٤ش حُٔزخششس أؿٞس حُٔششك٤  طشٔ

 
4. Classification according to change in volume of activity: Classification by 

behaviour, this refers to the classification of cost according to how the costs 
react/vary with output levels. It means, based on the activity level or the 

outputs produced, costs can be classified as fixed or variable. 
It mainly relates to time or period. It remains unchanged  - Fixed cost

irrespective of volume of production like factory rent, insurance, etc 
 Variable cost directly associates with unit. It increases or  - Variable cost

decreases according to the volume of production. Direct material and direct 
labor are the most common examples of variable cost. It means the variable 
cost per unit remains constant irrespective of production of units 

 -fixed and part-ture are partMany items of expendi - variable cost-Semi
variable and hence are termed semi-fixed or semi-variable costs. 

 
َ / حخظلاف حُظٌخ٤ُق ٓغ ٓغظ٣ٞخص  حُظظ٤٘ق كغذ حُغِٞى ٣ش٤ش ٛزح ا٠ُ طظ٤٘ق حُظٌِلش ٝكوخً ٤ٌُل٤ش طلخػ

حلإٗظخؽ. ٝٛزح ٣ؼ٢٘ ، ر٘خءً ػ٠ِ ٓغظٟٞ حُ٘شخؽ أٝ حُٔخشؿخص حُٔ٘ظـش ، ٣ٌٖٔ طظ٤٘ق حُظٌخ٤ُق ػ٠ِ أٜٗخ 
ٝ ٓظـ٤شس.  ػخرظش أ

َ أعخع٢ رخُٞهض أٝ حُلظ -حُظٌِلش حُؼخرظش   ْ حلإٗظخؽ طظؼِن رشٌ شس. ٣زو٠ دٕٝ طـ٤٤ش رـغ حُ٘ظش ػٖ كـ
ٖ ٝٓخ ا٠ُ رُي َ ا٣ـخس حُٔظ٘غ ٝحُظؤ٤ٓ  ٓؼ

 
حُظٌِلش حُٔظـ٤شس ٓشطزطش ٓزخششس رخُٞكذس. ٣ض٣ذ أٝ ٣٘وض كغذ كـْ حلإٗظخؽ. حُٔٞحد  -حُظٌِلش حُٔظـ٤شس 

َ حُٔزخششس ٝحُؼٔخُش حُٔزخششس ٢ٛ أًؼش حلأٓؼِش ش٤ٞػًخ ُِظٌِلش حُٔظـ٤شس. ٛزح ٣ؼ٢٘  إٔ حُظٌِلش حُٔظـ٤شس ٌُ
َ ػخرظش رـغ حُ٘ظش ػٖ اٗظخؽ حُٞكذحص  ٝكذس طظ
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ٚ حُٔظـ٤شس  ٓظـ٤ش ، ٝرخُظخ٢ُ ٣طِن ػ٤ِٜخ طٌخ٤ُق  ءحُؼذ٣ذ ٖٓ ر٘ٞد حلإٗلخم ٢ٛ ؿضء ػخرض ٝؿض -حُظٌِلش شز
ٝ شزٚ ٓظـ٤شس. ٚ ػخرظش أ  شز

 
xercisesEQuestions and  

Questions 

 
1- deified cost accounting?   
2- What is the relationship between financial and management accounting 

to cost accounting? 
3- What is the difference between cost, expense and loss? 

4- What are the cost elements? explain them in detail 
5-What are the main classifications of costs? 

 

sesExerci 
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 

                 16 000 000     Leather for bags 
            26 000 000                   Wages of workers                                    

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 product and by change in activity. 

 
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,   
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Exercise 3 :- Classification of costs by nature , functions, degree of traceability 
of the product and 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                           4 100 000  

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 product and 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              
Spare parts                                   70 000              

Direct material                       35 000 000                                                             
Rent of plant                             1000 000  

Management expenses                  43 000  
Advertising expenses               1 200 000  

Salaries of staff                         8 000 000  
Salary of general manager        1 700 000                                                     

Lighting expenses of office           15 000   
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Exercise 6:- Classification of costs by nature and degree of traceability of the 

product. 
 

Raw materials                                45 000 000  
Packing material                                   90 000         

Manufacturing wages                  220 000 000             
Deprecation of furniture                       21 000                

Commission of salesmen                   650 000             
Oil and  Lubricant                                35 000                        

Wages of Maintenance and repair      750 000   
Wages of employs marketing           1000 000        

Supervisory Bonus                             680 000    
Administrative expenses                    300 000                       
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Week 3: Cost centers, cost units , Explain how to link cost units to cost centers 

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 production 

line or  a project. Managers of cost centers are responsible for keeping their 
costs in line or below budget. 

 مركز التكلفة هو المكان الذي ٌمكن تتبع التكالٌف أو فصلها. ٌمكن أن ٌكون مركز التكلفة لسمًا أو

تتمثل مسؤولٌة مدراء مراكز الكلفة فً بماء و او خط انتاجً او مشروع. شخصًا مسؤولاً  شعبة او

ة.المخططالكلف  من  ادنىمستوى او  نفس الكلف المناطة بهم فً  

Cost centers can be divided into:- ويمكن  ان نقسم مراكز الكلف الى 

 production centers. كز الانتاج امر  

  production services centers. كز خدمات الانتاج امر  

  marketing services centers. كز خدمات التسوٌكامر   

 administration services centers.  كز الخدمات الادارٌةامر  

 finance process centers. مراكز عملٌات التموٌل  

Examples of cost centers: the IT department, quality control department, 
the accounting department. 

مراكز التكلفة: لسم تكنولوجٌا المعلومات ، ولسم مرالبة الجودة ، ولسم المحاسبة  على أمثلة  

Cost units:- A cost unit is a unit of a product or 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 cost unit could be a bus journey. 

The unit of cost is determined for: 

•Work out the cost of providing product or service 

•Work out the resources needed, material, labor and other expenses to 

make or supply the unit. 

. على سبٌل المثال ، بالنسبة لشركة تصنٌع هاهً وحدة لمنتج أو خدمة ٌمكن تتبع -وحدات الكلفة: 
بالنسبة لشركة ٝ محمولال كمبٌوترالأجهزة الكمبٌوتر المحمولة ، ستكون وحدة التكلفة هً جهاز 

 .الواحدة الحافلات  ٌمكن أن تكون وحدة التكلفة رحلة الحافلة
ْ طلذ٣ذ ٝكذس حُظٌِلش  :ٖٓ حؿَ ٣ظ

ٝ حُخذٓش•  ْ حُٔ٘ظؾ أ  حُؼَٔ ػ٠ِ طلذ٣ذ طٌِلش طوذ٣
ٝ  طٌِلش حُؼَٔٓٞحد ٖٝٓ حُؼَٔ ػ٠ِ حُٔٞحسد حُلاصٓش •   حُٞكذس. ط٣ٌٖٞٝحُٔظشٝكخص حلأخشٟ لإٗشخء أ
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Week 4: Cost elements , materials, materials control, materials purchase document circle, pricing 

material, computer materials cost. 

 

Elements of cost 

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

Overheads 

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

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. 
 ػ٘خطش حُظٌِلش

 . حُٔظخس٣ق 3ٝ. حُؼٔخُش ، 2حُٔٞحد  .1ػ٘خطش حُظٌِلش ٢ٛ: 

 حُ٘لوخص حُؼخٓش
1:ٖ  . حُٔٞحد: "طٌِلش حُٔٞحد ٢ٛ طٌِلش حُغِغ حُٔٞسدس ا٠ُ طؼٜذ" طٌِلش حُٔٞحد ٖٓ ٗٞػ٤

 )أ( طٌِلش حُٔٞحد حُٔزخششس ، ٝ
 )د( طٌِلش حُٔٞحد ؿ٤ش حُٔزخششس.

 )أ( طٌِلش حُٔٞحد حُٔزخششس:
ٝ خذٓش هخرِش ُِز٤غ". طٌِلش حُٔٞحد حُٔزخششس ٢ٛ "طٌِلش حُٔٞح َ ٝطظزق ػ٘خطش ٌٓٞٗش ُٔ٘ظؾ أ د حُظ٢ طذخ

ٝ حُخذٓش طؼُشف رخُٔٞحد حُٔزخششس.  ٝرخُظخ٢ُ ، كبٕ حُٔٞحد حُظ٢ ٣ٌٖٔ طلذ٣ذٛخ رٞكذحص حلإٗظخؽ أ
ٖ حُٔغظخذّ ك٢ اٗظخؽ حُؤخػ ، ٝحُـِٞد حُٔغظخذٓش ك٢ كخُش اٗظخؽ حُٔظ٘ٞػخص حُـِذ٣ش ٝحُـ٤ش ك٢  حُوط

ْ ششحإٛخ ٝحعظخذحٜٓخ ُٞظ٤لش  اٗظخؽ حُطزخش٤ش ، ٝٓخ ا٠ُ رُي ، ٢ٛ أٓؼِش ػ٠ِ حُٔٞحد حُٔزخششس. أ١ ٓٞحد ٣ظ
 ٓؼ٤٘ش ٢ٛ أ٣ؼًخ ٓٞحد ٓزخششس.

 )د( طٌِلش حُٔٞحد ؿ٤ش حُٔزخششس:
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"حُٔٞحد حُٔغظخذٓش ُِٔ٘ظؾ رخلاف حُٔٞحد حُٔزخششس طغ٠ٔ حُٔٞحد ؿ٤ش حُٔزخششس. رٔؼ٠٘ آخش ، طؼُشف طٌِلش 
ٝ ٝظ٤لش أٝ ػ٤ِٔش رخعْ طٌِلش حُٔٞحد ؿ٤ش حُٔزخششس.حُٔٞحد حُظ٢ لا ٣ٌٔ  ٖ طلذ٣ذٛخ رٔ٘ظؾ ٓؼ٤ٖ أ

حلأدٝحص حُظـ٤شس ، ٝحُوشؽخع٤ش حُٔغظخذٓش ك٢ حلأػٔخٍ ، ٝحُوشؽخع٤ش حٌُٔظز٤ش ، ٝحُِٔظوخص حلإػلا٤ٗش ، 
 ٝحُٔٞحد حُٔغظخذٓش ك٢ ط٤خٗش حُٔظخٗغ ٝح٥لاص ٢ٛ أٓؼِش ه٤ِِش ػ٠ِ حُٔٞحد ؿ٤ش حُٔزخششس.

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 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‘. 
2:َ  . حُؼٔ

َ حُـٜذ حُزذ٢ٗ أٝ حُؼو٢ِ حُٔ٘لن ك٢ حلإٗظخؽ ٝحُظٞص٣غ. ٞ حلأؿش حُز١ ٣ذُكغ ٓوخر  حُؼَٔ ٛ
"طٌِلش حُؼٔخُش ٢ٛ طٌِلش حلأؿش )حلأؿٞس ، ٝحُٔشطزخص ، ٝحُؼٔٞلاص ، ٝحٌُٔخكآص ، ٝٓخ ا٠ُ رُي( ُٔٞظل٢ 

 حُششًش"
ْ طٌِلش حُؼٔخُش أ٣ؼًخ ا٠ُ أؿضحء ٓزخششس ٝؿ٤ش ٓزخششس:  ط٘وغ

 طٌِلش حُؼٔخُش حُٔزخششس: )أ(
٣ٝغ٠ٔ أ٣ؼًخ "حلأؿٞس حُٔزخششس". طٌِلش حُؼٔخُش حُٔزخششس ٢ٛ طٌِلش حُؼٔخُش حُٔشخسًش ٓزخششس ك٢ ػ٤ِٔخص 

ٕ ك٢ طـ٤ٔغ حلأؿضحء ، ٝحُ٘ـخسٕٝ حُؼخِٕٓٞ ك٢ ط٘خػش  ٍ ، حُؼٔخٍ حُٔ٘خشؽٞ َ حُٔؼخ حلإٗظخؽ. ػ٠ِ عز٤
 حلأػخع ، ٝٓخ ا٠ُ رُي.

 حُٔزخششس: )د( طٌِلش حُؼٔخُش ؿ٤ش
َ حُؼٔخُش حُٔغظخذٓش ُٔغخػذس ػ٤ِٔخص حلإٗظخؽ ،  ْ دكؼٚ ٓوخر طٌِلش حُؼٔخُش ؿ٤ش حُٔزخششس ٢ٛ حلأؿش حُز١ ٣ظ

ٞ حُٔظخؿش ، ٝٓخ ا٠ُ رُي. لا ٣ٌٖٔ  ٕ ، ٝحُلشحط ، ٝػٔخٍ حُ٘ظخكش ، ٝكخكظ ٍ ، حُٔلظشٞ َ حُٔؼخ ػ٠ِ عز٤
ٝ ػ ٤ِٔش أٝ أٓش اٗظخؽ. طٌخ٤ُق حُؼٔخُش ُٞهض اسؿخع حٌُٔخكؤس حُٔذكٞػش ُٜئلاء حلأشخخص ا٠ُ ٝظ٤لش أ

َ حلإػخك٢ ، ٝحلإؿخصحص ، ٝٓخ ا٠ُ رُي ، طئخز أ٣ؼًخ ػ٠ِ أٜٗخ طٌخ٤ُق ؿ٤ش ٓزخششس.  ٍ ، ٝحُؼٔ حُخٔٞ

 َ ٖ ٝحُزخػش ٝٓٞظل٢ حُظٞص٣غ ك٢ ٓذحس "حُؼٔ ٖ ٝحلإدحس٤٣ ٖ حٌُظخر٤٤ ٖ حُٔٞظل٤ َ ، ٣ظْ أ٣ؼًخ طؼ٤ٔ ٝرخُٔؼ
 ؿ٤ش حُٔزخشش".
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3.Expenses: 

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. 
 

 حُٔظشٝكخص: -3
 حُ٘لوخص رخلاف حُٔٞحد ٝحُؼٔخُش ٢ٛ حُؼ٘ظش حُؼخُغ ُِظٌِلش.

ٚ ى ْ طؼش٣ل ٍ حًُِٔٔٞش". -٣ظ  "طٌِلش حُخذٓش حُٔوذٓش ا٠ُ طؼٜذ ٝحُظٌِلش حلاكظشحػ٤ش لاعظخذحّ حلأطٞ
:ٕ  حُٔظشٝكخص ٗٞػخ

 حُٔزخششس ، ٝ حُٔظخس٣ق)أ( 

 )د( حُٔظخس٣ق ؿ٤ش حُٔزخششس.
 )أ( حُٔظخس٣ق حُٔزخششس:

ٛ ْ َ ٓزخشش ٓغ ٝكذس حلإٗظخؽ أٝ حُٞظ٤لش أٝ حُؼ٤ِٔش أٝ حُؼ٤ِٔش. ٣ظ زٙ ٢ٛ حُ٘لوخص حُظ٢ ٣ٌٖٔ طلذ٣ذٛخ رشٌ
َ ٖٓ حلأشٌخٍ رٞظخثق أٝ ػ٤ِٔخص  َ خخص ُٞظ٤لش أٝ ٝكذس أٝ ػ٤ِٔش ٝلا طشطزؾ رؤ١ شٌ طٌزذٛخ رشٌ

 أخشٟ. طؼُشف حُٔظخس٣ق حُٔزخششس أ٣ؼًخ رخُٔظشٝكخص حُٔلِٔش.
َ ، اُخ.حلأٓؼِش ٢ٛ طٌِلش  ٝ حُخطؾ حُخخطش ُٞظ٤لش ٓؼ٤٘ش أٝ أٓش ػٔ ٝ حُظظخ٤ْٓ أ  حلأٗٔخؽ أ

 )د( حُٔظخس٣ق ؿ٤ش حُٔزخششس:
 ٖ حُٔظشٝكخص ؿ٤ش حُٔزخششس ٢ٛ ٓظشٝكخص أخشٟ ؿ٤ش حُٔٞحد ٝحُؼٔخُش ؿ٤ش حُٔزخششس ، ٝحُظ٢ لا ٣ٌٔ

ْ طٌ ٝ حُظشـ٤َ. ٣ظ ٝ حُؼ٤ِٔش أ َ ٓزخشش رٞكذحص حلإٗظخؽ أٝ حُٞظ٤لش أ ٙ حُ٘لوخص ػخدس طلذ٣ذٛخ رشٌ زذ ٛز
ٍ ، حلإ٣ـخس ، حُطخهش ، حلإػخءس ، حلاعظٜلاى ، حُشعّٞ حُٔظشك٤ش ،  َ حُٔؼخ ُِٞظخثق ٝحُؼ٤ِٔخص. ػ٠ِ عز٤

 حلإػلإ ، اُخ.
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material control 
انًىاديرالثح   

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.  

 
 Raw materials such as cotton in the manufacture of clothing. 

 Semi-finished materials, for example, unpainted furniture. 

 Finished materials  :spare parts. 

َ حُٔٞحد  ُغِغحُٔخدس: ٢ٛ طٌِلش ح َ ؿضءًح أعخع٤خً ٖٓ حُٔ٘ظؾ حُٜ٘خث٢ ٝطشٔ حُٞحسدس ُِٔئعغش حُظ٘خػ٤ش ٝطشٌ

ْ حُؼ٢ِٔٝؿضء ْٜٓ ٖٓ حُؼ٤ِٔش ٝحُٔغظخذٓش ك٢ حُظظ٤٘غ ٝحُظـ٤ٔغ ٝاػخدس حُظذ٣ٝش ،   ٛٞ حلإٗظخؽ ، ُزُي لا طظ

 حُٔٞحد حُظ٢ طغظِٜٔخ ٣ٌٖٔ طوغ٤ْٝهض حُٔ٘خعذ. ارح ًخٗض حُٔٞحد ؿ٤ش ٓظٞكشس رخ٤ٌُٔش ٝحُـٞدس ٝحُٞ حلاٗظخؿ٤ش

  .ػلاع ٓـٔٞػخصح٠ُ  حُٔ٘ظٔش

ٖ ك٢ ط٘خػش حُٔلارظ. َ حُوط  حُٔٞحد حُخخّ ٓؼ

َ حلأػخع ؿ٤ش حُٔط٢ِ. ٚ حُٔظ٘ؼش ، ٓؼ    حُٔٞحد شز

   : هطغ ؿ٤خسحٌُٔظِٔشحُٔٞحد 

MATERIAL CONTROL SYSTEM َظاو يرالثح انًىاد 
Material form an important part of the cost of product and therefore, proper 

control over materials is necessary, an efficient system of materials control will 
lead to a significant reduction in production cost.  

 ٕ خ ٖٓ طٌِلش حُٔ٘ظؾ ، ٝرخُظخ٢ُ ، كب ًٔ َ حُٔٞحد ؿضءًح ٜٓ ،  شحُٔٞحد ػشٝس٣ ػ٠ِ شعزحُٔ٘خحُشهخرش طشٌ
ّ حُٝع٤ئد١  ٍ ُِحُ٘ظخ .حُٔٞحد ا٠ُ حٗخلخع ًز٤ش ك٢ طٌِلش حلإٗظخؽ ػ٠ِ شهخرشلؼخ  

 
The functions of the material control system are:            وظائف َظاو يرالثح انًىاد

 Purchasing of materials ششحء حُٔٞحد 

 Receiving of materials حعظلاّ حُٔٞحد 

  Inspection of materials كلض حُٔٞحد 

 Storage of materials طخض٣ٖ حُٔٞحد 

 Issuing of materials اطذحس حُٔٞحد 

 Maintenance of stores record ٕحُٔخخص َ  ٓغي عـ

 Stock audit    طذه٤ن حُٔخضٕٝ
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MATERIAL CONTROL SYSTEM اهذاف َظاو يرالثح انًىاد 
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. 

ٍ ُِٔٞحد ٝ َ أعخع٢ ا٠ُ حُششحء حُلؼخ ْ ك٢ حُٔٞحد رشٌ طخض٣ٜ٘خ رٌلخءس ٝحعظخذحٜٓخ أٝ ٣ٜذف حُظلٌ
ٕ ٓشحهزش حُٔٞحد ٖٓ ٝحعظٜلاًٜخ رٌلخءس.  ٖ:  حُشهخرشطظٌٞ ( حُٔخ٤ُش.2( سهخرش ٤ًٔش ٝ )1)ػ٠ِ ٓغظ٤٣ٞ  

 
Purchase process   عًهيح انشراء       

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 on a small companies. 

  
ْ حعظخذحٜٓخ ٝؽز٤ؼش حُ  ح٤ٔٛش ٣ٌٖٔ ششحء حُٔٞحد ر٘خءً ػ٠ِ ؼ٤ِٔخص ٝع٤خعخص ٝؽز٤ؼش حُٔٞحد حُظ٢ ع٤ظ

ٖ طٔظِي ٝ .حلإدحسس ٝٓخ ا٠ُ رُي ْ ادحسس ؿ٤ٔغ حُٞظخثق ٓ َ ر٤٘ٔخ طظ حُششًخص حٌُز٤شس هغْ ٓشظش٣خص ٓ٘لظ
ٚ ك٢ حُششًخص حُظـ٤شس َ حُٔخُي ٗلغ .هز  

 

Documentary cycle of the purchase process انذورج انًسرُذيح نعًهيح انشراء 
 

 Bill of Materials. خُٔٞحدهخثٔش ر     
 Purchase Requisition. ؽِذ حُششحء   

 Selection of Suppliers. حخظ٤خس حُٔٞسد٣ٖ   
 Purchase Orders. أٝحٓش حُششحء   

 Goods Received Note. اشؼخس حعظلاّ حُزؼخثغ   
 Inspection of Materials. كلض حُٔٞحد   
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Week 5: Material inventory procedures, storage document, s torage records, material issued pricing 

methods, FIFO,LIFO 

 
Issuing of materials انًىاد  اصذار)صرف(  

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.  
 

ٕ ٣ظ٤ٔض ٗظخّ ٓشحهزش  ٖ حُٔخضٕ رذٝ ٚ لا ٣ٌٖٔ اطذحس أ١ ٓٞحد ٓ ؽِزخص حُٔٞحد حُٔؼذس حُٔٞحد حُلؼخٍ رؤٗ
َ طل٤ق    .ٝحُٔؼظٔذس رشٌ

ٞ أٓش ٌٓظٞد لأ٤ٖٓ حُٔ ٖ أٝ  خضٕؽِذ حُٔٞحد ٛ ْ حُٔٞحد أٝ حلإٓذحدحص ا٠ُ حٌُٔخٕ ٝحُوغْ حُٔؼ٤ ُظغ٤ِ
َ طل٤ق ٙ رشٌ ْ ط٘ل٤ز  .اػطخء حُٔٞحد ا٠ُ حُشخض حُز١ ٣وذّ ؽِزخً ط

 
 

 
 

Pricing of materials Issues   الصادرة تسعير المواد  

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. 

ُظخدسس ٌَُ ٝظ٤لش لأؿشحع حلإٗظخؽ خلاٍ كظشس ٓؼ٤٘ش ، ٖٓ حُؼشٝس١ رؼذ طلذ٣ذ ٤ًٔش حُٔٞحد ح
َ ٓخدس طوش٣زخً ك٢ أٝهخص ٓخظِلش  ْ ششحء ً كغخد ه٤ٔظٜخ لأؿشحع ٓلخعزش حُظٌخ٤ُق ، ٗظشًح لأٗٚ ٣ظ

ْ خِطٜخ ٓؼخً ،  حُظؤًذ ٖٓ حُو٤ٔش حُلؼ٤ِش ُِٔٞحد حُظخدسس  ؿذح ٖٔ حُظؼذكرٔؼذلاص ٓخظِلش ٣ٝظ

ٙ حُٔٞحدُزُ ,لأؿشحع حلإٗظخؽ ٕ ٗـذ ؽشهخً ُظغؼ٤ش ٛز  . ي ، ٣ـذ أ
 

Methods Of Pricing Materials Issues طرق ذسعير انًىاد انًصذرج 

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 
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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. 

ّ هؼخ٣خ طغؼ٤ش حُٔٞحد ٖٓ حُٔ  ٣ؼذ حخظ٤خس حُطش٣وش حُٔ٘خعزش أٓشًح  خضٕ, ٝٛ٘خى ؽشم ٓخظِلش ك٢ حعظخذح

خ ٖٓ  ًٔ ٝرخُظخ٢ُ ػ٠ِ حُشرق. ُزُي ، ٣ـذ حخظ٤خس حُطش٣وش ك٢ ػٞء  ؿٔخ٤ُشٝؿٜش ٗظش حُظٌِلش حلآٜ
ٖ حُغ٘ٞحص.  حُظؤػ٤شحص حُٔلظِٔش ػ٠ِ حُشرق ػ٠ِ ٓذٟ كظشس ٓ

َ حُٔٞحد حُظخدسس ػ٠ِ  ْ طل٤ٔ ْ ششحء حُٔٞحد خظ٤ظًخ ُِؼَٔ. ٣ظ َ طٌِلش ٝرظٌِلش ٝطُٜٞخ.  حلآش ٣ظ طشٔ
ٖ ٝحُ٘ َ ٛزٙ حُؼ٘خطش عؼش حُلخطٞسس ٝسعّٞ حُشل ٖ ػ٠ِ حُٔٞحد. لا ٣ٌٖٔ سرؾ اطذحس ٓؼ َ ٝسعّٞ حُظؤ٤ٓ و

 ـ"دكؼش" ٓؼ٤٘ش ، ٝرخُظخ٢ُ ، لا ٣ٌٖٔ طلذ٣ذ حُظٌِلش حُذه٤وش ُٞكذس ٓؼ٤٘ش طخدسس. ارح ًخٕ عؼش حُششحء ٌَُ  ر
ٕ ٣ئخز ك٢ حلاػظزخس  دكؼش ٍ حُششحء حُز١ ٣ـذ أ ٚ كٞ ٍ حُز١ ٣طشف ٗلغ ٕ حُغئح ٖ ح٥خش ، كب ٓخظِلخً ػ

  .حُٔٞحد حُظخدسسُ٘غزش ُظغؼ٤ش رخ
Some important and mostly used methods of pricing are as follows. 

1. First In First Out(FIFO) Method ٓخ ٣شد أٝلاً ٣ظشف أٝلاً .....ؽش٣وش    

2. Last In First Out(LIFO) Method ...ًؽش٣وش ٓخ ٣شد آخشح ٣ظشف أٝلا 

3. Weight Average Method(WAM) ؽش٣وش حُٔؼذٍ حُٔٞصٕٝ....   

1 -First in First out Method (FIFO) ًؽش٣وش ٓخ ٣شد أٝلاً ٣ظشف أٝلا 

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. 

ْ اطذحس حُٔٞحد  ْ حعظلآٜخ رٚ. رٔؼ٠٘ آخش ، ٣ظ ّ حُٔٞحد رخُظشط٤ذ حُز١ ٣ظ ْ حعظخذح رٔٞؿذ ٛزٙ حُطش٣وش ، ٣ظ

ٍ حُٞهض.  حُٔغظِٔش أٝلاً. طظٌشس ٛزٙ حُؼ٤ِٔش ؽٞح

ْ حػظٔخد عؼش حُشل٘ش حُظخ٤ُش ٝٓخ ا٠ُ رُي.  ْ حعظ٘لخد رُي ، ٣ظ ْ أخز عؼش حُشل٘ش حلأ٠ُٝ أٝلاً ٝػ٘ذٓخ ٣ظ ٣ظ

ٕ حُٔخدس رط٤جش حُلشًش ُٜٝخ طٌِلش ٝكذس ػخ٤ُش ٗغز٤خً. ٛزٙ حُطش٣وش ٛزٙ  ٢ٛ حلأٗغذ ُلاعظخذحّ ػ٘ذٓخ طٌٞ

ٕ ٓشطلؼخً ر٤٘ٔخ  حُطِز٤شحُطش٣وش ٓل٤ذس أ٣ؼًخ ك٢ أٝهخص حٗخلخع حلأعؼخس لإٔ عؼش اطذحس حُٔٞحد ا٠ُ  ع٤ٌٞ

ٍ حُٔٞحد أهَ ٕ طٌِلش حعظزذح    .طٌٞ

Example:- Show the Stores Ledger entries  for the month of Jan, 2018 as they 
would appear when using FIFO method: 
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-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) 
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 

300 * 4 

2700 

Jan. 3 600 5 3000    1400 500 * 3 

300 * 4 
600 * 5 

5700 

Jan. 6    600 500*3 
100*4 

1900 800 200 * 4 
600 * 5 

3800 

Jan.10 700 4.5 3150    1500 200 * 4 
600 * 5 
700*4.5 

6950 

Jan.15    850 200*4 
600*5 

50*4.5 

4025 650 4.5 2925 

Jan.20 300 6 1800    950 650*4.5 
300*6 

4725 

Jan.23    100 4.5 450 850 550*4.5 
300*6 

4275 

Jan.25    (50) 50*4.5 (225) 900 600*4.5 4500 
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300*6 
 1900  9150 1500  6150 900  4500 

 

2- journalize the transactions 
 

Journal Entry for an Inventory Purchase(Purchase Entry) 

-Jan.2 
 1200 Raw materials control 

                                  1200           Accounts payable  
 

Journal Entry for an Inventory Purchase(Purchase Entry) 
-Jan.3   

 3000 Raw materials control 
                          3000                            Accounts payable 

 
Move Raw Materials to Work in Process(Issue Entry )                                     

-Jan.6                                                                                                       
Work-in-process control             1900                                                                    

-           Raw materials control                    1900       

 

Journal Entry for an Inventory Purchase(Purchase Entry) 

-Jan.10   
 3150 Raw materials control 

                          3150                           Accounts payable 
 

Move Raw Materials to Work in Process(Issue Entry )                                            
-Jan.51                                                                                                     

Work-in-process control             5201                                                                    
-           Raw materials control                    5201 

Journal Entry for an Inventory Purchase(Purchase Entry) 
-Jan.20   

 1800 Raw materials control 

                           Accounts payable                               1800 
 

Move Raw Materials to Work in Process(Issue Entry)                                      
-Jan.02                                                                                                     

Work-in-process control             510                                                                    
-           Raw materials control                      550 

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

 
 

Stock Equation 
first Balance + (received – return to supplier)=(Issued- return to store) + end balance  

 حُٔذس حخش+سط٤ذ  )حُٔشدٝدحص ح٠ُ حُٔخضٕ – حُظخدس(=  حُٔشدٝدحص ح٠ُ حُٔـٜض٣ٖ(   –حُٞحسد  (ٔذس +حُ ٍٝسط٤ذ ح
 1500 + 9150                      =            4500 + 6150 

            10650                     =            10650            
 

2.Last in First Out Method: (LIFO) ٣ظشف حٝلاً  حخشحً ؽش٣وش حُٞحسد   

    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. 

خ. رٔٞؿذ FIFOٛزٙ حُطش٣وش ٢ٛ ػٌظ ؽش٣وش  ًٓ ْ   حخشح حُٔٞحد حُظ٢ طْ حعظلآٜخ ٛزٙ حُطش٣وش كخٕ طٔخ ٣ظ
ٞ عؼش طٌِلش آخش دكؼش ٖٓ حُٔٞحد ٝاطذحسٛخ أٝلاً.  ْ اطذحسٛخ ٛ ٕ عؼش حُٔخدس حُظ٢ ع٤ظ  .صحُٔشظشحع٤ٌٞ

ٍ كظشس حسطلخع حلأعؼخس لإٔ حُٔٞحد عظظذس ٖٓ آخش شل ٘ش رغؼش ٣شطزؾ حسطزخؽًخ ٛزٙ حُطش٣وش ٓل٤ذس خلا
ْ كغخد طٌِلش حُٔ٘ظؾ ػ٠ِ أعخط ٣وخسد طٌِلش  ٙ حُطش٣وش ٣ظ ٝػ٤وخً رٔغظ٣ٞخص حُغؼش حُلخ٤ُش. رٔٞؿذ ٛز

 حلاعظزذحٍ.
  

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    
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                 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 5.5 3025    1050 500*6 

550*5.5 

6025 

Jan. 5 600 6.5 3900    1650 500*6 

550*5.5 

600*6.5 

9925 

Jan. 6    500 6.5 3250 1150 500*6 

550*5.5 

100*6.5 

6675 

Jan.10 700 7.5 5250    1850 500*6 

550*5.5 

100*6.5 

700*7.5 

11925 

Jan.15    800 100*6.5 

700*7.5 

5900 1050 500*6 

550*5.5 

6025 

Jan.20 300 5 1500    1350 500*6 

550*5.5 

300*5 

7525 

Jan.22 (250) 5.5 (1375)    1100 500*6 

300*5.5 

300*5 

6150 

Jan.23    700 300*5 

300*5.5 

100*6 

3750 400 400*6 

 

2400 

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 
 3025 Raw materials control 

                                  3025           Accounts payable  
 

Journal Entry for an Inventory Purchase(Purchase Entry) 
-Jan.5   

 3900 Raw materials control 
                          3900                           Accounts payable 
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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   

 5250 Raw materials control 
                          5250                          Accounts payable 

 
Move Raw Materials to Work in Process(Issue Entry )                                     

-Jan.51                                                                                                      
Work-in-process control             1022                                                                    

-           Raw materials control                    1022 

 

 
Journal Entry for an Inventory Purchase(Purchase Entry) 
-Jan.20   

 1500 Raw materials control 
                         Accounts payable                               1500 

 
Move Raw Materials to Work in Process(Issue Entry)                                       

-Jan.00                                                                                                    
Accounts payable                    5231                                                                         

-          Raw materials control                      5231 

Move Raw Materials to Work in Process(Issue Entry )                                     

-Jan.02                                                                                                     
Work-in-process control             2312                                                                    

-           Raw materials control                    2312      

Journal entry to write off damaged inventory 
-Jan.25 

     600  Loss on inventory write-off 
    Raw materials control                           600   

 

Stock Equation 
first Balance + (received – return to supplier)=(Issued- return to store) + end balance 

13500 + 1800 =3000 + 12300 

15300  =15300 
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Week 6: Average method, ending inventory , inventory restriction, accounting treatment for normal and 

abnormal spoilage 

Weight Average Method ٌطريمح انًعذل انًىزو 

Under this method, materials issued are valued ْطو٤ 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. 

ْ كغخد رُي روغٔش اؿٔخ٢ُ عؼش   ْ حُٔٞحد حُظخدسس رٔظٞعؾ حُغؼش. ٣ظ ْ طو٤٤ رٔٞؿذ ٛزٙ حُطش٣وش ، ٣ظ

ٚ حعظخلاص حُٔٞحد حُٔشحد طغؼ٤شٛخ ػ٠ِ ػذد حلأعؼخس حُٔٞحد  ٕ حُز١ ٣ٌٖٔ ٖٓ خلاُ ك٢ حُٔخضٝ
ْ ٓشحؿؼش  حُٔغظخذٓش ك٢ ٛزح حلإؿٔخ٢ُ. ٍ ؿذ٣ذ. ٣ظ ٣ظْ طلذ٣ذ ٓظٞعؾ عؼش رغ٤ؾ ؿذ٣ذ ػ٘ذ اطذحس ا٣ظخ

 حُغؼش أ٣ؼًخ ػ٘ذ ٗلخد شل٘ش عخروش.
ct of material in :. The following  transactions took place in respeExample

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 
 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 
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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 

 400 Raw materials control 
                                  400            Accounts payable  

 
Move Raw Materials to Work in Process(Issue Entry )                                     
-Jan.5                                                                                                               

Work-in-process control             2417                                                                    
-           Raw materials control                    3250 

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

 1000 Raw materials control 
                          1000                          Accounts payable 

 
Journal Entry for an Inventory Purchase(Purchase Entry) 

-Jan.10   
 1800 Raw materials control 

                          1800                          Accounts payable 
 

Move Raw Materials to Work in Process(Issue Entry )                                     
-Jan.52                                                                                                     
Work-in-process control             1367.5                                                                    

-           Raw materials control                    1367.5 

Journal entry to write off damaged inventory 

-Jan.28 
     273.5  Loss on inventory write-off 

          Raw materials control                            273.5 

Stock Equation 
first Balance + (received – return to supplier)=(Issued- return to store) + end balance 

4058 + 1642 =2500 + 3200 

5700  =5700 
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Week 7: Level of storage level, maximum level, minimum level, economic order au 

EOQ (Economic Order Quantity) كًيح انطهة الالرصاديح   

Concept And Meaning Of Economic Order Quantity (EOQ)             

Economic order quantity is also known as reorder quantity. Economic order 

quantity (EOQ) is a level of inventory where the total cost of holding inventory 

is at minimum. Economic order quantity is the level of quantity at which the 

cost of ordering will be equal with the storage cost of 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 

cost and carrying cost. While determining the economic order quantity, the 

ordering cost and carrying cost should be considered. 

 (EOQٓلّٜٞ ٝٓؼ٠٘ ح٤ٌُٔش حلاهظظخد٣ش ُِطِذ )

ٟ  (EOQ) طؼُشف ح٤ٌُٔش حلاهظظخد٣ش ُِطِذ أ٣ؼًخ ر٤ٌٔش اػخدس حُطِذ. ح٤ٌُٔش حلاهظظخد٣ش ُِطِذ ٢ٛ ٓغظٞ

ٕ ػ٘ذ حُلذ حلأد٠ٗ. ح٤ٌُٔش حلاهظظخد٣ش ُِطِذ ٢ٛ حُٔخضٕٝ ك٤غ طٌٕٞ حُظ ٌِلش حلإؿٔخ٤ُش ُلاكظلخظ رخُٔخضٝ

ٖ حُٔٞحد. رؼزخسس أخشٟ، طؼُشف ٤ًٔش حُٔٞحد  ٟ ح٤ٌُٔش حُظ٢ طٌٕٞ ك٤ٜخ طٌِلش حُطِذ ٓغخ٣ٝش ُظٌِلش طخض٣ ٓغظٞ

ٕ حُظٌخ٤ُ ٕ ٖٓ حلاهظظخد١ ؽِزٜخ ك٢ ٝهض ٝحكذ رخ٤ٌُٔش حلاهظظخد٣ش ُِطِذ. طظٌٞ ق حلإؿٔخ٤ُش حُظ٢ ٣ٌٞ

ُِٔٞحد ٖٓ طٌِلش حُطِذ ٝطٌِلش حُ٘وَ. أػ٘خء طلذ٣ذ ح٤ٌُٔش حلاهظظخد٣ش ُِطِذ، ٣ـذ ٓشحػخس طٌِلش حُطِذ 

.ٝطٌِلش حُ٘وَ  

   

Ordering Costكهف انطهثيح 

The ordering cost is the repurchase cost and is repeated in nature. Purchasing of 

large quantities of materials helps reduce the ordering cost. The following costs 

are included in the ordering cost:      

* Cost of staff appointed in the purchasing, inspection and payment 

departments. 

* Cost of stationary purchases, telephone charge, email charge, fax charge etc. 

Ordering costs also includes the cost of floating tenders, the cost of making 

comparison among quotations, cost of paper work, cost of transpiration etc. 

َ ؽز٤ؼ٢، ٝحُششحء ر٤ٌٔخص ًز٤شس ٣غخػذ ػ٠ِ طخل٤غ ًِق  ٢ٛ ًِق حػخدس حُطِز٤ش ٢ٛٝ طظٌشس رشٌ

ٖ حُظخ٢ُ: حُطِز٤ش.  ًِٝلش حُطِز٤ش طظؼٔ

ٖ ك٢ أهغخّ حُٔشظش٣خص ٝحُٔؼخ٣٘ش ٝحُذكغ. ٖ حُٔؼ٤٘٤  * طٌِلش حُٔٞظل٤

 ّٞ حُلخًظ ، اُخ.* طٌِلش حُٔشظش٣خص حُؼخرظش ، ٝسعّٞ حُٜخطق ، ٝسعّٞ حُزش٣ذ حلإٌُظش٢ٗٝ ، ٝسع

 َ ٖ ػشٝع حلأعؼخس ، ٝطٌِلش حُؼٔ َ طٌخ٤ُق حُطِذ أ٣ؼًخ طٌِلش حُؼطخءحص حُؼخثٔش ، ٝطٌِلش حُٔوخسٗش ر٤ طشٔ

 .حُٞسه٢ ، ٝطٌِلش حُ٘ظق ، اُخ

Carrying Costكهف انرحًيم 

Carrying cost is concerned with the storage of materials. It suggests purchasing 

in small quantities. If small quantities of material purchased, the storing cost will 

below. The following costs are included in carrying costs. 



28 
 

* Cost of storage ( warehousing, salaries, rent etc.) 

* Cost of 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 

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

ٖ حُٔٞحد. ٣وظشف حُششحء ر٤ٌٔخص طـ٤شس. ارح طْ ششحء ٤ًٔخص طـ٤شس ٖٓ حُٔٞحد ،  َ طظؼِن رظخض٣ ًِلش حُلٔ

َ حُظٌخ٤ُق. ٖ حُظٌخ٤ُق حُظخ٤ُش ك٢ طلٔ ْ طؼ٤ٔ ٖ أهَ. ٣ظ ٕ طٌِلش حُظخض٣  كغظٌٞ

ٖ ، حُٔشطزخص ، حلإ٣ـخس ، اُخ.( ٖ )حُظخض٣  * طٌِلش حُظخض٣

ٕ ٝحُظؼخَٓ ٓؼ  ٜخ* طٌِلش حُظِق ك٢ حُٔخخص

 * طٌِلش طؤ٤ٖٓ حُٔٞحد

 * طْ كظش حُلخثذس ػ٠ِ سأط حُٔخٍ ػ٠ِ حُٔٞحد أٝ طٌِلش حُلشطش حُزذ٣ِش

   * طٌِلش ط٤خٗش حُٔٞحد ُظلاك٢ حُظِق

 طٌِلش حُظوخدّ رغزذ طـ٤٤ش ك٢ حُؼ٤ِٔش أٝ حُٔ٘ظؾ

Calculation Of Economic Order Quantity(EOQ)  

  احرساب كًيح انطهة الالرصاديح

The economic order quantity can be determined in the following ways. 

ٍ ح٥ط٢:  -٤ًٔش حُطِذ حلاهظظخد٣ش ٣ٌٖٔ طلذ٣ذٛخ ٖٓ خلا  

                      1. Formula Method  ؽش٣وش حُٔؼخدُش 

                      2. Graphical Method    ْؽش٣وش حُشع 

                      3. Trial And Error Method  ؽش٣وش حُظـشرش ٝحُخطؤ 

 1. Formula Method 

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

 

 

 
 

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 cost to place an order is 

$50.  

               

Stock Levels  ٍيسرىياخ انخسي 

Concept And Meaning Of Minimum Stock Level  ٍنًسرىي انخسي ً ً انحذ الادَ   يفهىو ويعُ
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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. 

ٕ ٣٘خلغ دٝٗٚ ٓخضٕٝ ح ٟ حُٔخضٕٝ ، ٝحُز١ لا ٣٘زـ٢ أ ٖ ٛٞ ٓغظٞ ٝ ٓغظٟٞ حُٔخضٕٝ ح٥ٓ ٟ حلأد٠ٗ أ ُٔغظٞ

ٍ إٔ ٣ظٞهق حلإٗظخؽ رغزذ ٗوض حُٔٞحد. رٔؼ٠٘  ٟ حلأد٠ٗ ، كٜ٘خى حكظٔخ ٕ ػٖ حُٔغظٞ حُٔٞحد. ارح حٗخلغ حُٔخضٝ

ٕ حُظ٢ ٣ـذ حلاك ٟ حلأد٠ٗ حُلذ حلأد٠ٗ ٤ٌُٔش حُٔخضٝ َ حُٔغظٞ .ظلخظ رٜخ ك٢ ؿ٤ٔغ حلأٝهخصآخش ، ٣ٔؼ  

 

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  

ٖ حلآخٕ ٟ خض٣  حكظغخد حُلذ حلاد٠ٗ ُٔغظٞ

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 

= 600 x 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 
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Period)/2 

= (12+8)/2 = 10 days 

Maximum Level Stock And Its Calculation نهخسيٍ واحرساته ً  انحذ الاعه

Concept And Meaning Of Maximum Level   ٍنهخسي ً ً انحذ الاعه  يفهىو ويعُ

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 cost of holding unnecessary 

inventory level. It is the opportunity cost of holding inventory. 

ٞٛ ٖ ٟ   حُلذ حلاػ٠ِ ُِخض٣ ٟ حُٔخضٝٓغظٞ ٕ ، ٝحُز١ لا ٣غُٔق ػخدسً رظـخٝصٙ. رؼذ حُلذ حلأهظ٠ ُٔغظٞ

ٕ ؿ٤ش حُؼشٝس١. ٣ـذ ألا ٣لظلع حُٔظ٘غ ُ ٓٔخسعش حلاهلخٍحُٔخضٕٝ ، ٣ـذ  ٍ ُِظلون ٖٓ حُٔخضٝ شأط حُٔخ

ٖ حُلذ حلأهظ٠ ُٔغظٟٞ حُٔخضٕٝ. ٕ  كٜزح رخُٔٞحد أًؼش ٓ ٟ حُٔخضٝ ٖ حُظٌِلش حُذكظش٣ش ُلاكظلخظ رٔغظٞ ٣ض٣ذ ٓ

س١. اٜٗخ طٌِلش حُلشطش حُزذ٣ِش ُلاكظلخظ رخُٔخضٕٝؿ٤ش حُؼشٝ  

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) 
                                                (4   *150   )=1500 +1000 -  

                             = 1900 units. 
 

xercisesEQuestions and  

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 do we 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 400 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 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 

Require :Calculate the economic order quantity 

 

Exercise(3): Annual demand  = 20000 units 

The annual holding cost per unit is  = $ 3 

the cost to place an order is $ 50 

Require :calculate the following 

 1- Minimum Level 

 2- Maximum Level    
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Week 8: Labor control, wage document circle , payment , methods 

 

Labor Cost Control 

 انرلاتح عهً كهفح انعًم
ً رلاتح كهفح      Concept And Meaning Of Labor Cost Controlانعًميفهىو ويعُ

Labor cost covers one of the major portion of the total cost of a product or job.        

It may increase unnecessarily due to inefficiency of workers, wastage of 
materials by workers, idle time, unusual overtime work and high labor 

turnover. 
Hence, the management should devise effective techniques for controlling 

labor cost to ensure maximum outputs of better quality at low cost through 
proper utilization of the labor force. 

ٝ أٓش حُؼَٔ ـ٤ش ػشٝس٣ش حُسرٔخ حُض٣خدس  .ًِلش حلاؿٞس طـط٢ كظش سث٤غش ٖٓ حٌُِلش حلاؿٔخ٤ُش  ُِٔ٘ظؾ ح
 ٕ َ حُؼخ٤ِٖٓ، ػ٤خع حُٞهض، حُٞهض حلاػخك٢ ؿ٤ش  حٕكوذ ,رغزذ ٗوض ًلخءس حُؼخ٤ِٖٓطٌٞ حُٔٞحد ٖٓ هز

 حُؼَٔ. حُظوِزخص حُؼخ٤ُش ك٢ ًِلش ,حلاػظ٤خد١
طو٤٘خص كؼخُش ُِغ٤طشس ػ٠ِ ًِلش حلاؿٞس ُؼٔخٕ ٓخشؿخص ػخ٤ُش ٝؿٞدس  ٝرخُظخ٢ُ ػ٠ِ حلادحسس حرظٌخس 

َ ُوٞس حُؼَٔ. ٍ حلاكؼ ٍ حلاعظـلا َ ٖٓ خلا َ رٌِلش أه  أكؼ
  
Basically, management is concerned with controlling labor cost. Labor cost 

control involves such systems, procedures, techniques and tools used by the 
management in order to keep the labor cost of the product or job as minimum 

as possible. Labor cost control consists of a number of such regular activities 
which are carried  on by various departments of the organization in a 

coordinated manner to ensure the availability of the best employees and their 
optimum utilization. 

ٙ حلأٗظٔش  َ ٛز ٖ ٓشحهزش طٌِلش حُؼٔخُش ٓؼ ْ حلإدحسس رخُظلٌْ ك٢ طٌِلش حُؼٔخُش. طظؼٔ ك٢ حلأعخط ، طٜظ
َ حُللخظ ػ٠ِ طٌِلش حُؼٔخُش ُِٔ٘ظؾ أٝ  ٖ أؿ ٝحلإؿشحءحص ٝحُظو٤٘خص ٝحلأدٝحص حُظ٢ طغظخذٜٓخ حلإدحسس ٓ

ٙ ح ٕ ٓشحهزش طٌِلش حُؼٔخُش ٖٓ ػذد ٖٓ ٛز لأٗشطش حُؼخد٣ش حُظ٢ طوّٞ رٜخ حُٞظ٤لش ػ٘ذ أد٠ٗ كذ ٌٖٓٔ. طظٌٞ
.ُْٜ َ ٖ ٝحلاعظـلاٍ حلأٓؼ َ حُٔٞظل٤   حلإدحسحص حُٔخظِلش ك٢ حُٔ٘ظٔش رطش٣وش ٓ٘غوش ُؼٔخٕ طٞحكش أكؼ

It is the system followed by the management to maximize quality output at a 
minimum cost. Labor cost control 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 of analyzing and reporting labor cost to the management 

for planning and decision making. 
َ ٓشحهزش طٌِلش حُؼٔخُش ػ٤ِٔش  َ طٌِلش. طشٔ ْ ؿٞدس حُٔخشؿخص رؤه ٚ حلإدحسس ُظؼظ٤ ٚ حُ٘ظخّ حُز١ طظزؼ اٗ

َ أٗشطش ٝأدحء حُؼٔخٍ ، ٝكغخد حُٔزِؾ حُظل٤ق ُلأؿٞس ٝطغذ٣ذ  ٍ ٓخظِلش ، ٝدسحعش ٝطغـ٤ طط٣ٞش أشٌخ
ٖ طٌِلش حُ َ ٝحلإرلاؽ ػ َ ػ٤ِٔش حُظل٤ِ َ حُٔذكٞػخص ك٢ حُٞهض حُٔ٘خعذ. ًٔخ طشٔ ؼٔخُش ُلإدحسس ٖٓ أؿ

 حُظخط٤ؾ ٝحطخخر حُوشحس.

 Wage Payment                                                           دفع وذسذيذ الاخىر
Wages are one of the major portion in the total cost of production. There is 
always a chance of fraud in wage payment.          
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 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 utilization of labor force and its proper accounting and controlling. 

These departments are required to work in a coordinated manner and to support 
the management in controlling labor cost by 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. 
ٍ ك٢ دكغ   َ حلأؿٞس حُـضء حلأًزش ٖٓ حُظٌِلش حلإؿٔخ٤ُش ُلإٗظخؽ. ٛ٘خى دحثٔخ كشطش ُلاكظ٤خ طٔؼ

 حلأؿٞس.
ٍ ُِٝللخظ ػ٠ِ    َ حلاكظ٤خ َ حلإدحسس ُظو٤ِ ٍ ُِشهخرش حلإدحس٣ش ٝحُٔلخعز٤ش ٖٓ هز ُزُي ، ٣ـذ ط٘ل٤ز ٗظخّ كؼخ

ْ اٗشخء ػذد ّ حُلؼخٍ  حُلذ حلأد٠ٗ ٖٓ طٌِلش حُؼٔخُش. ًٔخ رًشٗخ عخروخً ، ط َ حلاعظخذح ٖٓ حلإدحسحص ٖٓ أؿ
ٖ ػ٠ِ ٛزٙ حلإدحسحص حُؼَٔ رطش٣وش ٓ٘غوش ٝدػْ حلإدحسس  ٟ حُؼخِٓش ٝحُٔلخعزش ٝحُشهخرش حُٔ٘خعزش. ٣ظؼ٤ ُِوٞ

َ أٗشطظٜخ ٝحلإرلاؽ ػٜ٘خ ػ٠ِ أعخط ٓ٘ظظْ. ٣ـذ ػ٠ِ  ْ ك٢ طٌِلش حُؼٔخُش ٖٓ خلاٍ طغـ٤ ك٢ حُظلٌ

 ْ ْ ٝٓشحؿؼش ٗظخّ حُظلٌ ٙ حُظغش٣زخص ك٢ حُٞهض حلإدحسس طو٤٤ َ ٛز حُخخص رٜخ لاًظشخف حُظغشرخص ٝٝهق ٓؼ
َ ح٢ُٔٛٞ ك٢ هخثٔش حُشٝحطذ  َ ادسحؽ حُؼخٓ ٍ ك٢ دكغ حلأؿٞس ا٠ُ ػذس ؽشم ٓؼ حُٔ٘خعذ. هذ ٣ئد١ حلاكظ٤خ

 َ ّ ٓؼذٍ أؿٞس خخؽت ، ٝطغـ٤ َ عخػخص حُؼَٔ حلإػخك٤ش ، ٝحعظخذح ، ٝحُظلاػذ رخُغخػخص ، ٝطغـ٤
 حُؼٔخٍ حُـخثز٤ٖ.

 
ً َظاو دفع الاخىري     Concept And Meaning Of Wage Payment Systemفهىو ويعُ

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 
1. Piece rate system                                                     اخر انمطعحَظاو يعذل                                           

2. Time rate system                                                                َظاو يعذل اخر انىلد   
                                                     

ٞ حُطش٣وش حُظ٢ طؼظٔذٛخ حٛظٔخٓخص حُظظ٤٘غ ٌُٔخكؤس حُؼٔخٍ. اٜٗخ ؽش٣وش ٓ٘ق طؼ٣ٞغ  ٗظخّ دكغ حلأؿٞس ٛ
َ حُٔٞحد ا٠ُ ٓ٘ظـخص ٜٗخث٤ش. ٣ش٤ش ا٠ُ أعخط حُذكغ  ٖ ك٢ طل٣ٞ ٖ حُٞهض ٝحُـٜذ حُٔزز٤ُٝ ٓخ٢ُ ُِؼٔخٍ ػ

٠ِ ٗٞع ُِؼٔخٍ ، ٝحُز١ هذ ٣ٌٕٞ آخ ػ٠ِ أعخط حُٞهض أٝ ػ٠ِ أعخط حلإٗظخؽ. ٣ؼظٔذ حخظ٤خس حُ٘ظخّ ػ
ٞ حُظخ٢ُٝ .خٝٓ٘ظـخطٜ ئعغشٔحُٝؽز٤ؼش  ٖ ػ٠ِ حُ٘ل ٖ سث٤غ٤٤ ْ أٗظٔش دكغ حلأؿٞس ا٠ُ ٗظخ٤ٓ ٣ٌٖٔ طوغ٤  
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Week 9: Motivations , kinds & importance, preparation of wages payrolls . 

 

Piece Rate System Of Wage Payment, Its Advantages And Disadvantages  
        َظاو اخر انمطعح في دفع الاخىر، انًسايا وانعيىب

 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 by the worker . Piece rate system is the method of remunerating 

the workers 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 

* يعذل انمطعحانُاذحاخًاني الاخىر انًسرحمح=   
 ّ ٚ دكغ أؿٞس  حؿشحُوطؼش ُذكغ حلأؿٞس. ٗظخّ  حؿشٓلّٜٞ ٝٓؼ٠٘ ٗظخ ْ ك٤ ٞ ٗظخّ دكغ حلأؿٞس حُز١ ٣ظ حُوطؼش ٛ

 ٚ حُؼٔخٍ ػ٠ِ أعخط ٝكذحص حلإٗظخؽ حُٔ٘ظـش. لا ٣ؤخز ٗظخّ ٓؼذٍ حُوطؼش ك٢ حلاػظزخس حُٞهض حُز١ ٣وؼ٤
ّ ٓؼذٍ حُو ٞ ؽش٣وش ٌٓخكؤس حُؼٔخٍ ٝكوخً ُؼذد حُٞكذس حُٔ٘ظـش أٝ حُٞظ٤لش حٌُٔظِٔش. ٣ؼُشف حُؼخَٓ. ٗظخ طغ ٛ

أ٣ؼًخ رخعْ حُذكغ رخُ٘ظ٤ـش أٝ حلإخشحؽ. ٣ذكغ ٗظخّ ٓؼذٍ حُوطغ أؿٞسًح رٔؼذٍ هطؼش ػخرض ٌَُ ٝكذس اٗظخؽ 
ّ حُظ٤ـش حُظخ٤ُش َ ػ٤ِٜخ حُؼخَٓ رخعظخذح ْ كغخد اؿٔخ٢ُ حلأؿٞس حُظ٢ كظ  :ٓ٘ظـش. ٣ظ

 
Advantages Of Piece Rate System                                 

 ٓضح٣خ ٗظخّ حلأؿش رخُوطؼش
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. 

ٚ حُؼخَٓ ، ٣ٝشـغ حُؼٔخٍ حلأًلخء.  ٣ذكغ ٗظخّ عؼش حُوطؼش حلأؿٞس ٝكوخً ُلإٗظخؽ حُز١ ٣٘ظـ
* Piece rate system helps to reduce idle time. 

 ٗظخّ ٓؼذٍ حُوطؼش ٣غخػذ ػ٠ِ طخل٤غ حُٞهض حُؼخثغ
* Piece rate system gives incentives to the workers to adopt a better method of 

production for increasing their production and earning. 
َ ُض٣خدس اٗظخؿْٜ ًٝغزْٜ. حؿش٣ؼط٢ ٗظخّ   حُوطغ كٞحكض ُِؼٔخٍ ُظز٢٘ ؽش٣وش اٗظخؽ أكؼ

* Piece rate system helps the management to determine the exact labor cost per 
unit . ُوطؼش ٣غخػذ حلإدحسس ُظلذ٣ذ طٌِلش حُؼَٔ حُذه٤ن ٌَُ ٝكذس.ح حؿشٗظخّ    

* Piece rate system reduces per unit cost of production due to increased volume 
of reduction   ّ َ ك٢ طٌِلش حُٞكذس ٖٓ حلإٗظخؽ رغزذ ص٣خدس كـْ حُظخل٤غ. حؿشٗظخ هطؼش ٣وِ  

* Piece rate system requires less supervision cost. 
   ٓ٘خلؼش اششحفًِلش  وطؼش ٣ظطِذ حُٗظخّ عؼش    
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Disadvantages Of Piece Rate System          انعيىب في َظاو انمطعح             
The following are the notable disadvantages of piece rate system 

 ّ ٝ حُؼ٤ٞد ك٢ ٗظخ حُوطؼش حؿشح٥ط٢ حُوظٞس أ  
* Piece rate system does not help in producing quality output as the workers 

are concentrated more on quantity instead of quality. 
ٍ ٣ٝشًضٕٝ حُوطؼش لا ٣غخػذ ك٢ حٗظخؽ ٓخشؿخ حؿشٗظخّ  ٍ ٠ٔ حٌُِػص رـٞدس ػخ٤ُش ٖٓ حُؼٔخ ٤ش رذ

 حُ٘ٞػ٤ش.
* Piece rate system does not help for a uniform flow of production and makes 

difficult to regulate the production schedule. 
ٍ حٗظخؿ٤ش. ْ ك٢ ؿذحٝ ْ طذكن حلاٗظخؽ ٝؿؼِٚ ٖٓ حُظؼذ ٓ٘ظ ٗظخّ ٓؼذٍ حُوطؼش لا ٣غخػذ ك٢ ط٘ظ٤  

* It is very difficult to fix an acceptable and reasonable piece rate for each item 
of output or job. حُظؼذ ؿذحً ح٣ـخد ٝؿٚ ٓوخسٗش ٝٓوز٤ُٞش ُٔؼذٍ حُوطؼش ٌَُ ر٘ذ ٖٓ حُٔخشؿخص ٖ ٓ

 حٝ حُؼَٔ
* Piece rate system adversely affect the workers' health as well. 

عِزخً ػ٠ِ طلش حُؼٔخٍ أ٣ؼًخ شحُوطؼحؿش ٣ئػش ٗظخّ ٓؼذٍ   
* It requires extra supervision cost for quality output and effective use of 

materials, tools and equipment. 
ٍ ُِٔٞحد ٝحلأدٝحص ٝحُٔؼذحص ٘ظـخص٣ظطِذ طٌِلش اششحف اػخك٤ش ُـٞدس حُٔ ٝحلاعظخذحّ حُلؼخ . 

 

Time Rate System Of Wage Payment, Its Advantages And Disadvantages 
عيىبانًسايا وانَظاو اخر انىلد نذفع الاخىر،    

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. 

ٍ ػ٠ِ أعخط حُٞهض حُز١ ٣وؼ٤ ٞهضٗظخّ ٓؼذٍ حُ ٕ ٗظخّ حُذكغ حلأؿٞس حُظ٢ طذكغ ُِؼٔخ ٞ أ ٚ ك٢ ٛ
َ ٛزح حُ٘ظخّ،  ٖ حلأؿٞس ػ٠ِ أعخط حُٞهض حُز١ حُٔظ٘غ. ك٢ ظ ْ حُؼَٔ رٚطذكغ ُِؼٔخٍ ٝحُٔٞظل٤ رذلا  ط

ٝ شٜش١. ٝٝكوخ حُغخػش، أعزٞػ حعخططذكغ حلأؿٞس ػ٠ِ . ٝرخُظخ٢ُ، ٝكوخ ُٜزح حُ٘ظخّ، ٖٓ كـْ حلاٗظخؽ ٢ أ

ّ حُظ٤ـش حُظخ٤ُش.ُ َ ٣ظلذد رخعظخذح َ ػ٤ِٜخ حُؼخٓ ٍ حُض٢٘ٓ، ٝحلأؿٞس حُظ٢ ٣لظ  ٘ظخّ حُٔؼذ
Wages Earned = Time spent(Attended) x Wage rate per 

hour/day/week/month 
َ عخػش/٣ّٞ/ حعزٞع/ شٜش  حلاؿٞس حُٔغظلوش = حُٔغظـشم ٖٓ حُٞهض )حُلؼٞس( * ٓؼذٍ حلاؿش ٌُ  

 
Advantages Of Time Rate System 

 فىئذ َظاو يعذل اخر انىلد   
The following are some of the important advantages of time rate system of 

wage payment:                             ح٥ط٢ رؼغ حُٔضح٣خ حُٜٔٔش ُ٘ظخّ ٓؼذٍ حُٞهض ُظغذ٣ذ حلاؿٞس
              

* Time rate system is simple to understand and easy to calculate. 
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َ حلا  َ حُلْٜ ٝعٜ  غخد.ظكٗظخّ ٓؼذٍ حُٞهض عٜ
* Time rate system is quite useful for organizations that use costly inputs for 

quality outputs. ّ ٓذخلاص ػ٤ٔ٘ش ُٔخ ّ ٓؼذٍ حُٞهض ٓل٤ذ ؿذحً ُِٔئعغخص حُظ٢ طغظخذ شؿخص ػخ٤ُش ٗظخ
 حُـٞدس

* Time rate system is beneficial for average and below workers. 
ٖ ٗظخّ ٓؼذ                  .٢ِ حٌُلخءس٤ِوٍُٝ حُٞهض ٓل٤ذ ُِؼٔخٍ حُٔظٞعط٤

* Time rate system assures regular income and creates the feeling of economic 
security among the workers. ٖٓ٣ٝخِن شؼٞس رخلأ ْ ٖ دخَ ٓ٘ظظ ّ ٓؼذٍ حُٞهض ٣ؼٔ ٗظخ

ٖ حُؼخ٤ِٖٓ.  حلاهظظخد١ ر٤
* Time rate system does not discriminate the workers and is preferred by trade 

unions. ٖ  ٗظخّ ٓؼذٍ حُٞهض لا ٤ٔ٣ض  حُ٘وخرخص حُؼٔخ٤ُش ٖٓ هزَ حُؼخ٤ِٖٓ  ٣ٝلؼَر٤  
Disadvantages Of Time Rate System                                   

اخر انىلد في َظاو يعذل عيىبان  
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 system is not justifiable between efficient and inefficient workers 
and skilled and unskilled workers. 

* Time rate system pays for idle time, which increases the cost of 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 cost in advance. 

* It requires strict supervision to get the required quantity of output. 
 ك٤ٔخ ٢ِ٣ رؼغ حُؼ٤ٞد حُِٔلٞظش ُ٘ظخّ حُٔؼذٍ حُض٢٘ٓ ُذكغ حلأؿٞس.

ٖ حُـٜذ  ٖ حٌُلخءس ك٤غ لا ٣ٞؿذ حسطزخؽ ر٤ * ٗظخّ ٓؼذٍ حُٞهض لا ٣غخػذ ك٢ ص٣خدس حلإٗظخؽ ٝطلغ٤
 ٝحٌُٔخكؤس.

ٖ ٝحُؼٔخٍ حُٜٔشس ٝؿ٤ش حُٜٔشس. ٖ حُؼٔخٍ حلأًلخء ٝؿ٤ش حٌُلئ٣ ٙ ر٤  * ٗظخّ ٓؼذٍ حُٞهض ٤ُظ ُٚ ٓخ ٣زشس
ٍ ، ٓٔخ ٣ض٣ذ ٖٓ طٌِلش حلإٗظخؽ. *  ٣ذكغ ٗظخّ ٓؼذٍ حُٞهض ٝهض حُخٔٞ

ٖ حُؼٔخٍ أػ٘خء عخػخص حُؼَٔ ٣ٝشـؼْٜ ػ٠ِ حُؼَٔ ُٞهض  ٣شـغ ٗظخّ ٓؼذٍ حُٞهض ػ٠ِ حلاطـخٙ حُزط٢ء ر٤

 اػخك٢.
 * ٖٓ حُظؼذ طوذ٣ش طٌِلش حُؼٔخُش حُذه٤وش ٓغزوخً.

ٍ ػ٠ِ ح٤ٌُٔش حُٔطِٞر خ ُِلظٞ ًٓ  ش ٖٓ حلإٗظخؽ* ٣ظطِذ اششحكخً طخس
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Week 10: Wages problems , over time , idle time, premiums holiday, direct and indirect labor entry.  . 

 

1. Time Wage System or 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. this method is most popular. Its 

other name is day wages system or time wok system.  
We can calculate wages with following formula  

َ حُؼٔخٍ ػ٠ِ أؿش ػ٠ِ أعخط  ٗظخّ  ّ ، ٣لظ ّ ٓؼذٍ حُٞهض: رٔٞؿذ ٛزح حُ٘ظخ حلأؿٞس حُض٤٘ٓش أٝ ٗظخ
ّ أٝ ك٢ حُشٜش أٝ ك٢  ٝ ك٢ ح٤ُٞ َ عخػش أ ٙ حلأؿٞس ػ٠ِ ً ْ كشع ٛز حُٞهض حُٔغظخذّ ك٢ حُٔ٘ظٔش. هذ ٣ظ

ٝ ٤ًٔش ٖٓ حلإٗظخؽ ٝحلأؿٞس ك٢ ٛزٙ حُطش٣وش. ٛزٙ حُطش٣وش  ٢ٛ حلأًؼش ش٤ٞػًخ. حُغ٘ش. لا طٞؿذ ػلاهش أ
ّ حُؼَٔ حُض٢٘ٓ. ّ حلأؿٞس ح٤ٓٞ٤ُش أٝ ٗظخ ٞ ٗظخ   حلاعْ ح٥خش ٛ

 ٣ٌٔ٘٘خ كغخد حلأؿٞس رخُظ٤ـش حُظخ٤ُش

 
Total Wages = Time taken X Rate 

 
For Example:-  A worker produced 10000 articles  عِؼش 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 
= 7600 * 2 = $15200 

 
2. Piece Wage System or 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                                .  

 ْ ٍ ػ٠ِ حلأؿٞس ػ٠ِ أعخط ػِْٜٔ حُٔ٘ـض. ُٖ ٣ظ ّ ، ٣ٌٖٔ ُِؼٔخٍ حُلظٞ رٔٞؿذ ٛزٙ حُطش٣وش أٝ حُ٘ظخ
ٞ أ٣ؼخ ػ٠ِ أعخط ح٤ٌُٔش أٝ حُٞكذس حُٔ٘ظـش. ك٢  ّ أ١ ػ٘ظش ص٢٘ٓ ُلغخد حلأؿٞس. حُغؼش ٛ حعظخذح

َ ٛزٙ حُطش٣وش ، ٣لخ َ لإٗظخؽ ٓ٘ظـخص ظ ٕ ٣ٌٕٞ أكؼ ٍ حُؼخَٓ أ ٍ ػ٠ِ حُٔض٣ذ ٖٓ  حٌُز٤شس ؿذحٝ ُِلظٞ
خطؾ.حلأؿٞس. طغ٠ٔ ٛزٙ حُطش٣وش أ٣ؼًخ حُذكغ رخُ٘  

 
formula:-   Total Wages = Unit Produced X Rate per unit 

For Example :  2500 units were produced by a worker in 1200 h$ Rate of 
production is $ 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 
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Examples (1): 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: 

1- 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 Control      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 

Solution : Accrued wages= ( Number of days of work * per day wage rate )–
absence (Hours delay)ؿ٤خد 

= $ 375  (4* $100 ) – 25 
2- Wage rate per hour = per day wage rate / hours' work daily  
                            = $ 100 / 8 h 

                             = $ 12.5  
= 2 hour * $ 12.5 Wage rate per hour  Absence 

   = $ 25  
 = 0. 5 hour * 4 daysBreak 

         = 2 hour 
        =2 hour * $ 12.5  

       = $ 25   >>>>factory overhead 
 

3- Work in Process Control       350 
     Factory overhead                    25  

                      Factory Payroll                375 
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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 
                                          $ 2470     Total                                        

 
2- Work in Process Control  2470 

2470   Factory Payroll                               
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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 in kind?   
  

 

 

Exercises 

 
a  receive shall  company dustrial Smartin in works Jassim Ahmed  Exercise 1 :

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 of150% 

of normal hour. 
 and that the break hour punctuated by 8hours daily month,30 days that Note

actual working days during the monthis22 days. 
Required: 

1.calculating the worker's wage payable 
2.wageanalysis 
3.recordingjournal entries 

 
 

 
Exercise 2:  Riad  Kassem works in Sniper industrial company that piece 

tracking 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 
alculating the worker's wage payable            C: 1.  required 

                  2. Recording journal entries 
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Week 11: Factory overhead control, actual expenses ,restriction, estimated expenses, allocate expenses over all 

centers , rules of distribution. 

Factory Overhead 

 انُفماخ انعايح

Overhead costs are : the costs that belong to more than one product and it is difficult 

to link or allocate them directly to the units of the final product, or they 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. 

ق حُظ٢ طخض حًؼش ٖٓ ٓ٘ظؾ ٖٝٓ حٍ ٌطؼذ سرطٜخ حُظٌخ٤ُ طؼشف حُظٌخ٤ُق حُؼخٓش ػ٠ِ حٜٗخ   

ٍ حدحء ٗشخؽ ٓؼ٤حٝ طخظ٤ٌ   ٖ.ظٜخ رظٞسس ٓزخششس ػ٠ِ ٝكذحص حُٔ٘ظؾ حُٜ٘خث٢ ٢ٛٝ طٌخ٢ُ ٌف ط٘لن ك٢ عز٢ ٌ

.ٗظخؿ٢ ًٌَلآٜ٘خ حًؼش ٖٓ ٓ٘ظؾ أ١ ط٘لن ػ٠ِ حُ٘شخؽ ح  

 The important steps involved in Overhead Accounting are:-  

    

1. Collection, Classification of Overheads.  

2. Allocation, Apportionment and Reapportionment of overheads.. 

3. Overheads of Absorption.  

 -ُٜخٓش حُٔظؼٔ٘ش ك٢ حُٔلخعزش حُؼخٓش ٢ٛ: حُخطٞحص ح

 . ؿٔغ ٝطظ٤٘ق حُ٘لوخص حُؼخٓش.1

 طخظ٤ض ٝطخظ٤ض ٝاػخدس طٞص٣غ حُ٘لوخص حُؼخٓش  - 2

حُ٘لوخص حُؼخٓش ُلآظظخص -3     

 

1.Overheads collection is the process of recording each item of cost in the records 

maintained for the purpose of ascertainment of cost of each cost center or unit.  

ٖ طٌِلش  َ ر٘ذ ٖٓ ر٘ٞد حُظٌِلش ك٢ حُغـلاص حُٔللٞظش ُـشع حُظؤًذ ٓ ً َ ٞ ػ٤ِٔش طغـ٤ ؿٔغ حُ٘لوخص حُؼخٓش ٛ

َ ٓشًض طٌِلش أٝ ٝكذس ً.  

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 cost centers 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. 

ٖ أهغخّ حُٔئعغش عٞحء ًخٗض اٗظخؿ٤ش أٝ خذ٤ٓش ٝرُي  ْ طٞص٣غ حُظٌخ٤ُق ؿ٤ش حُٔزخششس ػ٠ِ ًخَٓ حُٔظ٘غ ر٤ ٣ظ

 ْ رظخظ٤ض ٗغزش ٖٓ حُظ٤ٌِق حُؼخّ ُٔشحًض حُظٌِلش ػ٠ِ أعخط ٣غٔق رظٞص٣غ حُؼ٘خطش ر٘غذ ػخدُش ك٤غ ٣ظ

ْ )حُٔشًض( ٗلغٚ َ حُوغ .طٞص٣غ حُظٌخ٤ُق. لا طظؼِن رؼٔ  

 

3. The application of cost center theory in charging overhead costs to production 

units requires follow the following steps: 

 Determine cost centers (materials, wages, or both) 
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 Inventory and estimation of the overhead cost elements.  

 Charging costs to cost centers. 

 

َ حُظٌخ٤ُق حُؼخٓش ػ٠ِ ٝكذحص حلإٗظخؽ حطزخع حُخطٞحص حُظخ٤ُش:٣ظطِ  ذ ططز٤ن ٗظش٣ش ٓشًض حُظٌِلش ك٢ طل٤ٔ

 ، أٝ ٤ًِٜٔخ( حلاؿٞسطلذ٣ذ ٓشحًض حُظٌِلش )حُٔٞحد ، • 

  ؿشد ٝطوذ٣ش ػ٘خطش حُظٌِلش حُؼخٓش.• 

 حُظٌخ٤ُق ػ٠ِ ٓشحًض حُظٌِلش َ  طل٤ٔ

  

After counting and determining the indirect costs, they are distributed on two levels: 

1. Primary Distribution  

2. secondary distribution  

:ٖ  رؼذ كغخد حُظٌخ٤ُق ؿ٤ش حُٔزخششس ٝطلذ٣ذٛخ ، ٣ظْ طٞص٣ؼٜخ ػ٠ِ ٓغظ٤٣ٞ

 حُظٞص٣غ حلأ٢ُٝ .1

 حُظٞص٣غ حُؼخ١ٞٗ   .2

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. 

 

َ حُٔئعغش: ٢ٛٝ ٓشحًض  حُظٞص٣غ حلأعخع٢: طٞص٣غ حُظٌخ٤ُق ؿ٤ش حُٔزخششس ػ٠ِ ٓشحًض حُظٌِلش. حُٔشحًض دحخ

َ ٓشًض )عٞحء  َ طٌِلش ً َ خذٓخص حُظ٤خٗش ، ٝٓطؼْ( ، ٝ  ٓشحًض اٗظخؽ )طظ٤٘غ ، طـ٤ٔغ( رل٤غ طشٔ خذٓش )ٓؼ

ض٣ِٚخذٓش أٝ اٗظخؽ( ُٜزٙ حُٔشحًض طٌِلظٜخ حلأط٤ِش. ٣ؼخف ا٤ُٜخ ٓخ طْ ط٘  

 ٢ُٝ:لاخطٞحص حُظٞص٣غ ح

َ : ح1 ٖ لا. .طلذ٣ذ حُظٌخ٤ُق حُؼخٓش ٓؼ ٣ـخس، حػخءس طذكجش لاحُلٞحدع ، ػ٠ِ حُؼٔخٍ، ح,ٗذػخس، حُظ٤خٗش، حُظخ٤ٓ

َ حُط٘ظ٤ق، طؼ٣ٞؼخص، سٝحطذ حُٔششك٤ٖ، رلغ ٝطط٣ٞ,  ؽؼخّ، حُطزخرش، ٝحُللض، حلا  ٝطزش٣ذ َ ش ، حُ٘و ذحخ

ٕ ، حُظشل  ٤ْ.ٝحُخض

 حعظ:  سٝٛ٘خى ػذ ُؼخٓشخط ُظٞص٣غ حُظٌخ٤ُق حعلا.طلذ٣ذ ح 2

ٖ ٝحُٗذػخس لاٝحُٔزخ٢ٗ ُظٞص٣غ ح صلاح٥ ه٤ٔش -أ ٌ ظظ٤ِٝحُظخ٤ٓ  ٗش.ق ٝحُظ٤خ

 ق.حُظ٘ظ٤ٝحُظذكجش ٝحُظزش٣ذٌ  ,ػخءسلاـخس، ححلا٣غ حُٔغخكش ُظٞص٣ -د

ٖ ػ٠ِ حُؼٔخٍ ، طؼ٣ٌٞ  -ؽ  ؼخص حُؼٔخٍ، ٌٓخكجخطْٜ.حؿٞس حُؼٔخٍ ُظٞص٣غ حُظخ٤ٓ

 ش.زلغ ٝحُظط٣ٞ, حُٖ ُؼَٔ ُظٞص٣غ طٌخ٤ُقٌ حُطخهش ، سٝحطذ حُٔششك٤ٌ عخػخص ح -د

َ ُِذحخَحُٔٞحد ُظٞص٣ ه٤ٔش -ٙ ٕ ٝحُظخ٤ٓ ,غ ٗو    .٤ُٝشٌ لاٖ ػ٠ِ حُٔٞحد حطٌخ٤ُق حُخض

 ْ ٝحُض٣ٞص ٝحُللض ٝحُظ٤خٗش.ق حُظشل٤ُظٞص٣غ طٌخ٤ُ صح٥لاػذد  -ٝ
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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.  

ٕ طٌخ٤ُق ٓشحًض حُخذٓش طٞصع ػ٠ِ ٓشحًض حلإ ٍ ، طٞص٣غ ُظٞص٣غ حُؼخ١ٞٗ: أ١ أ َ حُٔؼخ ٗظخؽ )ػ٠ِ عز٤

َ ػ٠ِ ٓشحًض اٗظخؽ حُغِغ   طٌخ٤ُق ٓشًض حُظ٤خٗش ، ًِٜخ أط٤ِش ٝطلٔ

• Direct Signal Method    ٓزخششس  

• step down method  ط٘خص٤ُش    

• Reciprocal method  طزخد٤ُش   

 

The Direct Method  حُٔزخششس حُطش٣وش   

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. 

٣ ٖ َ ٓشًض ٤حُخذٓ حلاهغخّلظشع ػذّ ٝؿٞد ػلاهش ٓظزخدُش ر٤ ْ طخظ٤ض طٌخ٤ُق ً ش ، ٝٝكوخً ُٜزٙ حُطش٣وش ، ٣ظ

 َ َ ٓ٘لظ ٕ ػ٠ِ خذٓش رشٌ ٚ ٖٓ خذٓخص ٓشحًض حُخذٓش ، رششؽ أ ٓشحًض حلإٗظخؽ كوؾ ا٠ُ حُلذ حُز١ طغظل٤ذ ك٤

ْ حخظ٤خس حُظٞص٣غ ٝكوخً ُطز٤ؼش حُخذٓش حُظ٢ ٣ئد٣ٜخ  ٕ حلأعخط ٣ظ .ٓشًض حُخذٓش٣ٌٞ  

Step Down Method  حُطش٣وش   حُظ٘خص٤ُش

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. 
ْ طٞص٣غ طٌخ٤ُق ًَ ٓشًض خذٓش ػ٠ِ ًَ  حُٔشحًض ٝٓشحًض حُخذٓش حلأخشٟ ،  ٓ٘ظؾٝكوخً ُٜزٙ حُطش٣وش ، ٣ظ

ٙ حُطش٣وش ظ٘خص٤ُش كغذ حلأ٤ٔٛش حُ٘غز٤ش ُِٔضح٣خ حُ ٖٓ خذٓخص ًَ ٓشًض خذٓش ػ٠ِ كذس. ُزُي ، طظطِذ ٛز
ٌٕٞ٣ ٕ ْ طشط٤ذ ٓشحًض خذٓش حلإٗظخؽ رظشط٤ذ ط٘خص٢ُ كغذ أ٤ٔٛظٜخ حُ٘غز٤ش ، أ رل٤غ ٣زذأ أٝلاً رظٞص٣غ  ٣ظ

ْ ٓشًض خذٓش ٣وذٓٚ ذٓخص لأًزش ػذد ٌٖٓٔ ٖٓ ٓشحًض حُخذٓش ٝٓشحًض حلإٗظخؽ ٝط٘ظ٢ٜ حُخ طٌخ٤ُق أٛ
ٖ حُٔشحًض ، أ١ َ ػذد ٓ  رـظٞص٣غ طٌخ٤ُق ٓشًض حُخذٓش حُز١ ٣وٞد حُخذٓخص ا٠ُ أه

ٕ طٌخ٤ُق ٓشًض حُخذٓش حلأًؼش أ٤ٔٛش ٗغز٤خً طٞصع أٝلا ػْ حُظخ٢ُ ٝط٘ظ٢ٜ  ٓشحًض حلإٗظخؽ كوؾ ، ك٤غ طٌٞ
 .ٓشحًض حلإٗظخؽ كوؾ ٠رظٞص٣غ طٌخ٤ُق آخش ٓشًض خذٓش ػِ
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Week 12: Direct distribution method,  step  down method 
Direct Method of Allocation 

The direct method allocates costs of each of the service departments to each 
operating department based on each department‘s share of the allocation base. 

Services used by other service departments are ignored.  This means the direct 
method does not recognize service performed by other service 

departments.   For example, if Service Department A uses some of Service 
Department B‘s services, these services would be ignored in the cost allocation 

process. Because these services are not allocated to other service departments, 
some accountants believe the direct method is not accurate. 

 حُطش٣وش حُٔزخششس ُِظخظ٤ض 
 َ َ هغْ طشـ٢ِ٤ ر٘خءً ػ٠ِ كظش ً َ هغْ ٖٓ أهغخّ حُخذٓش ٌُ طوّٞ حُطش٣وش حُٔزخششس رظخظ٤ض طٌخ٤ُق ً

 ٕ َ حُخذٓخص حُظ٢ طغظخذٜٓخ أهغخّ حُخذٓش حلأخشٟ. ٝٛزح ٣ؼ٢٘ أ ْ طـخٛ هغْ ٖٓ هخػذس حُظخظ٤ض. ٣ظ

َ حُٔؼخٍ، ارح حُطش٣وش حُٔزخششس لا طظؼشف ػ٠ِ حُخذٓش حُظ٢ طئد٣ٜخ أهغ خّ حُخذٓش حلأخشٟ. ػ٠ِ عز٤
َ ٛزٙ حُخذٓخص ك٢ ػ٤ِٔش طخظ٤ض  ْ طـخٛ ْ حُخذٓش أ رؼغ خذٓخص هغْ حُخذٓش د، كغ٤ظ حعظخذّ هغ

ٕ حُطش٣وش  ٖ أ ْ طخظ٤ظٜخ لأهغخّ حُخذٓش حلأخشٟ، ٣ؼظوذ رؼغ حُٔلخعز٤ ٕ ٛزٙ حُخذٓخص لا ٣ظ حُظٌِلش. ٝلأ
 حُٔزخششس ٤ُغض ده٤وش.

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 direct method. 
:method The Total 

Maintenance+ PERSONNEL  
  = ($126,000  + $24,000)  $150,0000 

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

•service center cost allocated to moulding 
30000 /50000 * 150000 = $90000 

•service center cost allocated to finishing 

= (20,000 ÷50,000)* $150,000 = $60,000 
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                                           centerSERVICE                                          

center PRODUCTION  
                                           Maintenance      PERSONNEL    

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

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

180000 
ethodM DirectThe  

Maintenance $126,000   
•Total Machine-hours   in production departments: 

30,000 + 20,000 = 50,000 
•Maintenance center cost allocated to moulding 

=(30000|50000) *$126000= $75000 
       •Maintenance center cost allocated to finishing 

= = (20,000 ÷50,000) * $126,000 = $50,400 

PERSONNEL     $ 24000 

Total Number of employees ( 40 + 30 )= 70         
PERSONNEL center cost allocated to moulding 

= (40 ÷ 70)* $ 24000= $13714  
PERSONNEL center cost allocated 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 
 

 
 

 
 

 
 



46 
 

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 

recourses 

Maintenance 

building 

A B C D 

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 (Direct) method 

:The Total method 
Power+ Human recourses +Maintenance building= ($30,000  + 

$10,000+$20,000  )  
   $60,0000               

•Total Kw hours in production departments: 
 12000 +18000+20000+50000= 100,000 

service center cost allocated 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 
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 service department Production department 

power Human 

recourses 

Maintenance 

building 

A B C D 

Factory overhead  30000 10000 20000 50000 40000 60000 90000 

Distribution service 

center 

(30000) (10000) (20000) 7200 10800 12000 30000 

Total 0 0 0 57200 50800 72000 120000 

 

ethodM DirectThe  
$30,000   power 

•Total Kw hours in production departments: 
 12000 +18000+20000+50000= 100,000 

Power center cost allocated to A center 
= (12000/100000) * $30000 = $3600 

=   (power center cost allocated to B center 

=( 18000/100000) * 30000 = $5400 
Power center cost allocated to C center 

=(20000/100000) * $30000= $6000 
Power center cost allocated to D center 

= (50000/100000) *$30000=$15000 
$ 10000   Human recourses 

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

center cost allocated to A centerHuman recourses    

=(30/100)*$10000=$3000 

= center cost allocated to B center   Human recourses  

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

center cost allocated to C center   Human recourses  
=  (20÷100) *$10000 =$20000 

center cost allocated to D centerHuman recourses    
= (40/100) *$10000 = $4000 

$20,000   e buildingMaintenanc 
•Total Square feet in production centers: 

 5000+6000+4000+5000= 20,000 
center cost allocated to A center Maintenance building  

=(5000/20000) * $20000 =$5000 

= center cost allocated to B center Maintenance building 
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= (6000/20000) *$20000 = $6000 

= center cost allocated to C center Maintenance building 

=(4000/20000)*$20000= $4000 

center cost allocated to D center Maintenance building  
= (5000/20000) * $20000 =$5000 

 

 service department Production department 

power Human 

recourses 

Maintenance 

building 

A B C D 

Factory overhead  30000 10000 20000 50000 40000 60000 90000 

Distribution power 

center 

(30000)   3600 5400 6000 15000 

Distribution Human 

recourses center 

 (10000)  3000 1000 2000 4000 

Distribution 

Maintenance building 

center 

  (20000) 5000 6000 4000 5000 

Total 0 0 0 61600 52400 72000 114000 
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Week 13: Step-Down Method 
Down Method:-The Step 

The step-down method is also called the sequential method. This method 
allocates the costs of some service departments to other service departments, 

but once a service department‘s costs have been allocated, no subsequent costs 
are allocated back to it. The choice of which department to start with is 

important. The sequence in which the service departments are allocated usually 
effects the ultimate allocation of costs to the production departments, in that 

some production departments gain and some lose when the sequence is 
changed. Hence, production department managers usually have preferences 

over the sequence. The most defensible sequence is to start with the service 
department that provides the highest percentage of its total services to other 
service departments, or the service department that provides services to the 

most number of service departments, or the service department with the highest 
costs, or some similar criterion. 

 
 ؽش٣وش حُظخل٤غ حُظذس٣ـ٢: 

ّ ٛزٙ حُطش٣وش رظخظ٤ض طٌخ٤ُق رؼغ  طغ٠ٔ ؽش٣وش حُظخل٤غ حُظذس٣ـ٢ أ٣ؼًخ رخُطش٣وش حُٔظغِغِش. طوٞ
ْ طخظ٤ض أ١  أهغخّ حُخذٓش لأهغخّ خذٓش أخشٟ، ٌُٖٝ رٔـشد طخظ٤ض طٌخ٤ُق هغْ حُخذٓش، لا ٣ظ

ٚ طٌخ٤ُق لاك ْ ر َ حُز١ ٣ظ خ. ٣ئػش حُظغِغ ًٔ ٚ أٓشًح ٜٓ ْ حُز١ ٣ـذ حُزذء ر ٚ ٓشس أخشٟ. ٣ؼذ حخظ٤خس حُوغ وش ُ
طخظ٤ض أهغخّ حُخذٓش ػخدسً ػ٠ِ حُظخظ٤ض حُٜ٘خث٢ ُِظٌخ٤ُق لأهغخّ حلإٗظخؽ، ك٤غ طٌغذ رؼغ أهغخّ 

ٕ ُذٟ ٓذ٣ش١ أهغخّ حلإٗظخؽ ٝطخغش  حلإٗظخؽ ػخدسً رؼؼٜخ ح٥خش ػ٘ذ طـ٤٤ش حُظغِغَ. ٝرخُظخ٢ُ، ٣ٌٞ
ٞ حُزذء روغْ حُخذٓش حُز١ ٣ٞكش أػ٠ِ ٗغزش  ٛ ٚ َ حلأًؼش هخر٤ِش ُِذكخع ػ٘ ٕ حُظغِغَ. حُظغِغ طلؼ٤لاص رشؤ

ٝ هغْ حُخذٓش حُز١ ٣ٞكش خذٓخص لأًزش ػذد ٖٓ أهغخّ  ٖٓ اؿٔخ٢ُ خذٓخطٚ لأهغخّ حُخذٓش حلأخشٟ، أ
ٝ رؼغ حُٔؼخ٣ ٚ أػ٠ِ طٌخ٤ُق، أ ْ حُخذٓش حُز١ ُذ٣  ٤ش حُٔٔخػِش.حُخذٓش، أٝ هغ

 

Example3 : 
                        Centers             SERVICE                                       

PRODUCTION Centers                                         management               
maintenance            cutting           summation غُظـ٤ٔح        

…………………………….……..                                                                        
               

 Direct Center costs                   $126,000              $24,000           $100,000     
$160,000 

Number of employees                    30                       90                     150              
30 

Direct labor hours                                                                             2,100         
10,000 

Machine-hours                                                                                20,000         
30,000 
Required: prepare statement the distribution of service centers costs  in the 

Step-Down method. 
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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  Production center 

service  

management 

maintenance 

      

cutting   

         

summation 

          

Direct Center costs             $126,000               $24,000       

     

$100,000 

     

$160,000 

Distribution  of  service     

          management  

(126000) 42000 70000 14000 

Distribution of  

Maintenance center 

 66000)) 26400 39600 

Total  0 0 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 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 cost centers as follows: 

 Production department                                Service 

department 

A B C D Maintenance 

machine 

Maintenance 

building 

Area m^2 200 400 300 600 200 300 
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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- 
)200+400+300+600+200+300( 2000/5000 factory Rent 

$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 
150+200+300)+350( …./kw 3$3000 ÷ 1000 = $ power Dynamics  

= $10503Share A center of power Dynamics 350kw * $ 
= $4503* $ Share B center of power Dynamics150kw 
= $6003Share C center of power Dynamics200kw* $ 

= $9003Share D center of power Dynamics 300kw* $ 
0.5 $1000 ÷ 2000 = $Heating and cooling 

/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 

Share main. building  center of Heating and cooling300m * $0.5 = $150 
1 /m $2000 ÷ 2000 = $depreciation  of buildings 

..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 

 each workinsurance of  workers $ 5000÷500 = $ 10
)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 
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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 
Maintenance 

machine 

Maintenance 

building 

Rent factory 500 

 

1000 

 

750 

 

1500 

 

500 750 

power 

Dynamics 

1050 450 600 900   

Heating and 

cooling 

100 200 150 300 100 150 

depreciation  of 

buildings 

200 400 300 600 200 300 

insurance of 

employees 

1500 500 1500 1000 300 200 

Total  3350 2550 3300 4300 1100 1400 

Astep down  method-2 

$1400 Maintenance building 
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 
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 
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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 B C D 
Maintenance 

machine 

Maintenance 

building 

    Factory overhead 3350 2550 3300 4300 1100 1400 

Distribution      

Maintenance building 

165 329 247 494 165 (1400) 

Distribution    

Maintenance machine 

443 190 253 379 (1265)  

           Total  3958 3069 3800 5173 0 0 
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Week 14: Activity based costing (ABC). 
Based Costing (ABC): -Activity 

 
Activity-based costing (ABC) is a costing method that assigns overhead and 

indirect costs to related products and services. This cost accounting 
method recognizes the relationship between costs, overhead activities, and 

manufactured products, assigning indirect costs to products less arbitrarily 
than traditional costing methods. However, some indirect costs—such as 

management and office staff salaries—are difficult to assign to a product. 

 Activity-based costing (ABC) is a method of assigning overhead and 
indirect costs—such as salaries and utilities—to products and 
services.  

 This system of cost accounting is based on "activities"; an activity is 
any event, unit of work, or task with a specific goal. 

 All activities are cost drivers: Purchase orders and machine setups 
are examples of activities.  

 The cost driver rate, which is the cost pool total divided by the cost 
driver total, is used to calculate the amount of overhead and indirect 
costs related to a particular activity.  

 ABC is used to get a better grasp on costs, allowing companies to 
form a more appropriate pricing strategy. 

( هو طرٌمة حساب تكلفة تموم بتعٌٌن التكالٌف العامة وغٌر ABCنظام التكلفة المائم على النشاط )
كلفة هذه على العلالة بٌن التكالٌف المباشرة للمنتجات والخدمات ذات الصلة. تتعرف طرٌمة حساب الت

والأنشطة العامة والمنتجات المصنعة، وتموم بتعٌٌن التكالٌف غٌر المباشرة للمنتجات بشكل ألل تعسفاً 
مثل رواتب الإدارة  -من طرق حساب التكلفة التملٌدٌة. ومع ذلن، فإن بعض التكالٌف غٌر المباشرة 

 .ٌصعب تعٌٌنها لمنتج ما -وموظفً المكتب 

مثل  -( هو طرٌمة لتعٌٌن التكالٌف العامة وغٌر المباشرة ABCنظام التكلفة المائم على النشاط )
 للمنتجات والخدمات. -الرواتب والمرافك 

ٌعتمد نظام محاسبة التكالٌف هذا على "الأنشطة"؛ النشاط هو أي حدث أو وحدة عمل أو مهمة لها 
 هدف محدد.

 أوامر الشراء وإعدادات الآلات هً أمثلة على الأنشطة.جمٌع الأنشطة هً محركات تكلفة: 

ً محرن التكلفة،  ً مجموعة التكالٌف ممسومًا على إجمال ٌتم استخدام معدل محرن التكلفة، وهو إجمال
 لحساب ممدار التكالٌف العامة وغٌر المباشرة المتعلمة بنشاط معٌن.

ول على فهم أفضل للتكالٌف، مما ٌسمح للحص (ABC) تُستخدم طرٌمة التكلفة المائمة على النشاط
  للشركات بتشكٌل استراتٌجٌة تسعٌر أكثر ملاءمة

. 

https://www.investopedia.com/terms/o/overhead.asp
https://www.investopedia.com/terms/c/cost-accounting.asp
https://www.investopedia.com/terms/c/cost-accounting.asp
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How Activity-Based Costing (ABC) Works 

Activity-based costing (ABC) is mostly used in the manufacturing industry. It 

enhances the reliability of cost data, hence producing nearly true costs and better 

classifying the costs incurred by the company during its production process. 

This costing system is used in target costing, product costing, product 

line profitability analysis, customer profitability analysis, and service pricing. 
Activity-based costing is used to get a better grasp on costs, allowing companies 

to form a more appropriate pricing strategy.  

The formula for activity-based costing is the cost pool total divided by the cost 

driver, which yields the cost driver rate. The cost driver rate is used in activity-

based costing to calculate the amount of overhead and indirect costs related to a 
particular activity.  

 (ABCؽ )٤ًق طؼَٔ ؽش٣وش حُظٌِلش حُوخثٔش ػ٠ِ حُ٘شخ 
ّ ؽش٣وش حُظٌِلش حُوخثٔش ػ٠ِ حُ٘شخؽ ) َ ػ٠ِ ABCطغُظخذ ( ك٢ حُـخُذ ك٢ ط٘خػش حُظظ٤٘غ. ٢ٛٝ طؼٔ

طؼض٣ض ٓٞػٞه٤ش ر٤خٗخص حُظٌِلش، ٝرخُظخ٢ُ اٗظخؽ طٌخ٤ُق كو٤و٤ش طوش٣زخً ٝطظ٤٘ق حُظٌخ٤ُق حُظ٢ طظٌزذٛخ 
َ أكؼَ.  حُششًش أػ٘خء ػ٤ِٔش حلإٗظخؽ رشٌ

 
ّ ٗظخّ حُظٌِلش ٛزح  َ ٣غُظخذ َ سرل٤ش خؾ حلإٗظخؽ، ٝطل٤ِ ك٢ طلذ٣ذ حُظٌِلش حُٔغظٜذكش، ٝطٌِلش حُٔ٘ظؾ، ٝطل٤ِ

 َ ٍ ػ٠ِ كْٜ أكؼ ّ ؽش٣وش حُظٌِلش حُوخثٔش ػ٠ِ حُ٘شخؽ ُِلظٞ سرل٤ش حُؼٔلاء، ٝطغؼ٤ش حُخذٓش. طغُظخذ
َ حعظشحط٤ـ٤ش طغؼ٤ش أًؼش ٓلاءٓش.  ُِظٌخ٤ُق، ٓٔخ ٣غٔق ُِششًخص رظش٤ٌ

خ ػ٠ِ ٓلشى حُظٌِلش، ٓٔخ ٣٘ظؾ ط٤ـش حُظٌِلش حُوخثٔش ػ٠ِ ح ًٓ ُ٘شخؽ ٢ٛ ٓـٔٞع ٓـٔٞػش حُظٌخ٤ُق ٓوغٞ
ّ ٓؼذٍ ٓلشى حُظٌِلش ك٢ حُظٌِلش حُوخثٔش ػ٠ِ حُ٘شخؽ ُلغخد ٓوذحس  ٚ ٓؼذٍ ٓلشى حُظٌِلش. ٣غُظخذ ػ٘

 حُ٘لوخص حُؼخٓش ٝحُظٌخ٤ُق ؿ٤ش حُٔزخششس حُٔظؼِوش ر٘شخؽ ٓؼ٤ٖ.

  The ABC calculation is as follows: 
1. Identify all the activities required to create the product.  

2. Divide the activities into cost pools, which include all the individual 
costs related to an activity. Calculate the total overhead of each cost 

pool. 
3. Assign each cost pool activity cost drivers, such as hours or units. 

4. Calculate the cost driver rate by dividing the total overhead in each cost 
pool by the total cost drivers. 

5. Multiply the cost driver rate by the number of cost drivers. 
ٞ ًٔخ ٢ِ٣:    كغخد حُظٌِلش ػ٠ِ أعخط حُ٘شخؽ ٛ

 . طلذ٣ذ ؿ٤ٔغ حلأٗشطش حُٔطِٞرش لإٗشخء حُٔ٘ظؾ.1
َ ؿ٤ٔغ حُظٌخ٤ُق حُلشد٣ش حُٔشطزطش ر٘شخؽ. كغخد 2 ْ حلأٗشطش ا٠ُ ٓـٔٞػخص طٌخ٤ُق، ٝحُظ٢ طشٔ . طوغ٤

َ ٓـٔٞػش طٌخ٤ُق.  اؿٔخ٢ُ حُ٘لوخص حُؼخٓش ٌُ
ٖ ٓلشًخص طٌِلش ٗشخؽ ٓـٔٞػش حُظ3 ٝ حُٞكذحص.. طؼ٤٤ َ حُغخػخص أ  ٌخ٤ُق، ٓؼ
َ ٓـٔٞػش طٌخ٤ُق ػ٠ِ 4 . كغخد ٓؼذٍ ٓلشى حُظٌِلش ػٖ ؽش٣ن هغٔش اؿٔخ٢ُ حُ٘لوخص حُؼخٓش ك٢ ً

 ٓلشًخص حُظٌِلش حلإؿٔخ٤ُش.
. ػشد ٓؼذٍ ٓلشى حُظٌِلش ك٢ ػذد ٓلشًخص حُظٌِلش.5  

https://www.investopedia.com/terms/p/product-line.asp
https://www.investopedia.com/terms/p/product-line.asp
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As an activity-based costing example, consider Company ABC, which has a 
$50,000 per year electricity bill. The number of labor hours has a direct impact 

on the electric bill. For the year, there were 2,500 labor hours worked; in this 
example, this is the cost driver. Calculating the cost driver rate is done by 

dividing the $50,000 a year electric bill by the 2,500 hours, yielding a cost 
driver rate of $20. For Product XYZ, the company uses electricity for 10 

hours. The overhead costs for the product are $200, or $20 times 10. 

 
، حُظ٢ ُذ٣ٜخ كخطٞسس ًٜشرخء رو٤ٔش ABCًٔؼخٍ ُِظٌِلش حُوخثٔش ػ٠ِ حُ٘شخؽ، ػغ ك٢ حػظزخسى ششًش 

ْ حُؼَٔ  50000 َ ُٚ طؤػ٤ش ٓزخشش ػ٠ِ كخطٞسس حٌُٜشرخء. خلاٍ حُؼخّ، ط دٝلاس ع٣ٞ٘خً. ػذد عخػخص حُؼٔ

ْ كغخد ٓؼذٍ ٓلشى 2500ُٔذس  ٞ ٓلشى حُظٌِلش. ٣ظ حُظٌِلش ػٖ  عخػش ػَٔ؛ ك٢ ٛزح حُٔؼخٍ، ٛزح ٛ
عخػش، ٓٔخ ٣ؼط٢ ٓؼذٍ ٓلشى  2500دٝلاس ع٣ٞ٘خً ػ٠ِ  50000ؽش٣ن هغٔش كخطٞسس حٌُٜشرخء حُزخُـش 

عخػخص. ٝطزِؾ حُظٌخ٤ُق  10، طغظخذّ حُششًش حٌُٜشرخء ُٔذس XYZدٝلاسًح. رخُ٘غزش ُِٔ٘ظؾ  20حُظٌِلش 
 .10دٝلاسًح ٓؼشٝرش ك٢  20دٝلاس، أٝ  200حُؼخٓش ُِٔ٘ظؾ 

 
 

Example:  
 

 
 

If we apply the ABC process we can see that Step 1 is complete as we know 
what the cost pools are. 

For Step 2 we need to identify the cost driver for each cost pool. 
Batch set-up costs will be driven by the number of set-ups required for 

production: 
Ordinary: 20,000/2,000 = 10 

20 Deluxe units: 2,000/100 = 
Total set-ups: 30 
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Stores/material handling costs will be driven by the number of components 
required for production: 

Ordinary: (20,000 units x 20) = 400,000 
Deluxe: (2,000 units x 30) = 60,000 

Total components = 460,000 
Other fixed overheads will have to be absorbed on a labour hour basis because 

there is no information provided which would allow a better approach. We 
know from Example 1 that total labour hours required are 112,000. 

In Step 3 we need to calculate a cost per unit of cost driver. 
Batch set-ups: 

$90,000/30 = $3,000/set-up 
Stores/material handling: 

$92,000/460,000 = $0.20/component 
Other overheads: 

$42,000/112,000 = $0.375/labour hour 
Step 4 then requires us to use the costs per unit of cost driver to absorb costs 
into each product based on how much the product uses of the driver. 

Batch set-ups: 
Ordinary: ($3,000/2,000 units) = $1.50/unit 

Deluxe: ($3,000/100 units) = $30/unit 
Store/material handling: 

Ordinary: ($0.20 x 20 components) = $4/unit 
Deluxe: ($0.20 x 30 components) = $6/unit 

Other overheads: 
Ordinary: ($0.375 x 5 hours) = $1.875/unit 

Deluxe: ($0.375 x 6 hours) = $2.25/unit 
 

The ABC approach to costing therefore results in the figures shown in the 
spreadsheet below.  
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Check: 

If production goes according to budget total costs will be (20,000 x $82.375) + 
(2,000 x $128.25) = $1,904,000 

If you look at the comparison of the full cost per unit in the spreadsheet above, 
you will see that the ABC approach substantially increases the cost of making a 

Deluxe unit. This is primarily because the Deluxe units are made in small 
batches. Each batch causes an expensive set-up, but that cost is then spread 

over all the units produced in that batch – whether few (Deluxe) or many 
(Ordinary). It can only be right that the effort and cost incurred in producing 

small batches is reflected in the cost per unit produced. There would, for 
example, be little point in producing Deluxe units at all if their higher selling 

price did not justify the higher costs incurred. 
In addition to estimating more accurately the true cost of production, ABC will 

also give a better indication of where cost savings can be made. Remember, the 
title of this exam is Performance Management, implying that accountants 
should be proactive in improving performance rather than passively measuring 

costs. For example, it‘s clear that a substantial part of the cost of producing 
Deluxe units is set-up costs (almost 01% of the Deluxe units‘ total costs). 

Working on the principle that large cost savings are likely to be found in large 
cost elements, management‘s attention will start to focus on how this cost 

could be reduced. 
For example, is there any reason why Deluxe units have to be produced in 

batches of only 100? A batch size of 200 units would dramatically reduce those 
set-up costs. 
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The traditional approach to fixed overhead absorption has the merit of being 
simple to calculate and apply. However, simplicity does not justify the 

production and use of information that might be wrong or misleading. 
ABC undoubtedly requires an organisation to spend time and effort 

investigating more fully what causes it to incur costs, and then to use that 
detailed information for costing purposes. But understanding the drivers of 

costs must be an essential part of good performance management. 
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Week 15: Absorption rates , accounting procedures to adjusted over or under applied fon . 
 

Absorption rates 
Overhead absorption refers to the allocation of indirect expenses to cost 

objects. In this definition:  
 Indirect expenses are expenses that cannot be directly attributed to a 

specific activity or product.  
 Cost objects include all the sources of income for a given company, such 

as products, projects, customer groups, retail outlets, and product lines, 
for which expenses are aggregated. 

In other words, overhead absorption helps you determine your project‘s 
operating expenses.  
Are the costs of direct labor included in the overhead rate? 

No — absorbed overhead is only calculated for additional indirect costs 
affecting the project budget. Direct costs, such as direct labor hours, production 

costs, machine hours (in production industries), or manufacturing costs are not 
included in the equation. 

What costs are included in overhead? 
Overhead costs generally include: 

 Indirect costs, such as a project‘s share of the company‘s costs. 
 Raw materials and resources, such as software, subscriptions, or devices. 

 Any additional production process that support the projects, i.e. 
consultations or external support. 

 Recurring or fixed overheads, such as bills or taxes. 
Overhead Absorption Formula 
The formula for overhead absorption is: 

Overhead absorption rate = total overhead cost ÷ total units of the 
allocation base 

The allocation base is a measure of the activity that drives the indirect costs. 
These might differ depending on the type of company. Let‘s see how it works 

in a real-life example.  
Overhead Absorption: Step-by-Step  

The simplest calculation for overhead absorption rate includes the following 
steps:  

Step 1: Identify Your Total Overhead Expenses 
The first step in calculating the overhead absorption rate is to identify all the 

indirect costs or overhead costs incurred by your business, also known as 
company overheads. These costs may include rent, utilities, salaries, and wages 

of support staff, depreciation, insurance, and other expenses that are not 
directly related to the production of goods or services.  
Then, use the cost allocation formula to determine what costs a given project 

should cover.  
Step 2: Determine Your Allocation Base 
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The next step is to determine the allocation base, or the factor that will be used 
to allocate overhead costs to the products or services your business produces. 

The allocation base should be a measure of the activity that drives the overhead 
costs. For example, if your business incurs overhead costs based on the number 

of direct labor hours worked, then the allocation base could be the total number 
of labor hours worked by all employees. 

However, there is more than one method of calculating overhead absorption 
rates — we will describe them all further later in the article. 

Step 3: Calculate Your Overhead Absorption Rate 
To calculate the overhead absorption rate, divide the total overhead costs per 

unit by the allocation base. The general formula for overhead absorption rate 
is: 

Overhead absorption rate = actual overhead costs / allocation base 
Step 4: Apply the Overhead Absorption Rate 

Once you have calculated the overhead absorption rate, you can apply it to the 
total cost of goods or services produced by your business to see how they affect 
the costs and, as a result, the profitability of your project. 

 
Methods of Calculating Overhead Absorption Rate 

Production Unit 
For some product-based companies, it is common to calculate the overhead 

absorption rate based on the number of implementations of the product the 
company expects to complete in a given period. In that case, the overhead 

absorption formula is:  
Overhead absorption rate = total overhead cost ÷ number of 

implementations completed 
This formula can also be used in other industries — the only adjustment 

needed is to replace the number of implementations with the number of other 
produced units.  
However, in service-dominated industries, produced units are rarely used for 

calculating overhead absorption, as they do not reflect the amount of work in 
the project. Percentage and hourly rate methods are much better at it.  

Percentage Methods  
Fortunately for professional services companies, percentage methods for 

calculating overhead absorption offer much more accurate insights into the 
costs of operating expenses and their influence on project costs.  

There are three ways to calculate overhead absorption in the professional 
services industry using these techniques:  

1. Percentage of direct labor (or fixed costs in general) 
2. Percentage of prime cost 

3. Percentage of direct wages  
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In this method, the overhead absorption rate is expressed as a ratio of actual or 
expected overhead costs to the actual or expected costs of wages needed to 

complete the project, multiplied by 100.  
Overhead absorption rate (%) = (actual or expected production overhead 

costs ÷ actual or expected cost of wages to produce the product) x 100 
Importantly, using direct wages as a base for calculations ensures that the costs 

are allocated proportionally, as larger projects need to cover a larger fraction of 
overheads.  

Percentage of Prime Costs: Prime Cost Method 
The prime cost method is very similar to the one that uses only direct wages to 

allocate costs. However, in this case, costs of work are not the only ones 
included in the calculation; instead, the base for the calculations is direct labor 

cost with costs of direct materials and additional resources, such as equipment, 
subscriptions, or additional programs, also known as prime costs.  

Therefore, the formula for calculating the overhead absorption rate is as 
follows:  
Overhead absorption rate = (budgeted or actual overhead ÷ prime cost) x 

100 
Hourly Rate Methods 

Another popular method of calculating overhead absorption rate in the 
professional services industry is using rates or costs of the hours to establish a 

project‘s share of the operational costs. Here are two methods you can use to 
do this.  

Direct Labor Hours 
Calculating overhead absorption rate per labor hour is the simplest way to 

establish overhead costs. This method is also essential for calculating employee 
profitability.  

In this method, however, the overhead absorption rate is calculated per 1 
worked hour in the project using the formula:  
Direct labor cost per hour rate = overhead for the specific period (indirect 

cost) ÷ direct labor hours for the same period 
For example, if a project is expected to take 500 hours in a given month and is 

supposed to cover $1,000 of overheads, its overhead absorption rate is $2 per 
hour.  

Costs Per Work Expenses  
Naturally, the previous formula can also be adapted to show the overhead 

absorption rate as a percentage. In this case, the formula is:  
Direct labor hour rate = (overhead for the specific period ÷ the costs of 

work for the specific period) * 100 
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Week 16: Marketing and managerial costs , analysis, procedures .. 
 

Marketing Cost Analysis 
 

In the realm of product management and operations, a critical aspect that often 
determines the success or failure of a product is the marketing cost analysis. 

This comprehensive glossary article will delve into the intricate details of 
marketing cost analysis, its importance in product management and operations, 

and how it can be effectively utilized. 
to understand the  strategic tool used by businesses Marketing cost analysis is a

cost-effectiveness of their marketing activities. It involves the process of 
identifying, classifying, and analyzing various costs associated with marketing 
a product or service. This analysis is crucial in making informed decisions 

about marketing strategies, budget allocation, and overall business operations. 
Marketing Cost Analysis: An Overview 

systematic approach to understanding  keting cost analysis, at its core, is aMar
of breaking associated with marketing efforts. It involves the process  the costs

down and categorizing all the costs incurred in marketing a product or service, 
from advertising and promotions to market research and customer service. 

The objective of marketing cost analysis is to provide a clear picture of where 
the marketing budget is being spent and how effectively it is being utilized. By 

doing so, it helps businesses identify areas of inefficiency, opportunities for 
(Return on  strategies for improving marketing ROI cost reduction, and

Investment). 
Components of Marketing Cost Analysis 
The primary components of marketing cost analysis include direct costs, 

indirect costs, and overhead costs. Direct costs are those that can be directly 
attributed to marketing activities, such as advertising expenses, promotional 

materials, and sales team salaries. Indirect costs, on the other hand, are not 
directly linked to marketing activities but are necessary for their execution, 

such as administrative expenses and utilities. 
Overhead costs are the general costs of running a business that are allocated to 

 Thesemarketing activities, such as rent, utilities, and administrative salaries. 
costs are often distributed across various departments based on their 

proportionate use of resources. 
 

Importance of Marketing Cost Analysis in Product Management 
In the context of product management, marketing cost analysis is a vital tool 

for strategic decision-making. It provides valuable insights into the cost-
effectiveness of various marketing strategies and tactics, which can inform 
decisions about product positioning, pricing, and distribution. 

By understanding the costs associated with different marketing activities, 
product managers can make informed decisions about where to allocate 

https://www.launchnotes.com/glossary/competitive-analysis-in-product-management-and-operations
https://www.launchnotes.com/glossary/competitor-analysis-in-product-management-and-operations
https://www.launchnotes.com/glossary/competitor-analysis-in-product-management-and-operations
https://www.launchnotes.com/glossary/marketing-plan-in-product-management-and-operations
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. Moreover, product's market reach and profitability resources to maximize the
it allows them to identify and eliminate inefficiencies in the marketing process, 

thereby reducing costs and improving the product's overall profitability. 
Role in Product Pricing 

Marketing cost analysis plays a crucial role in product pricing. By 
understanding the costs associated with marketing a product, product managers 

can determine the optimal price point that will cover these costs and yield a 
satisfactory profit margin. 

Furthermore, it allows product managers to assess the impact of different 
pricing strategies on the product's marketability and profitability. For instance, 

if the marketing cost analysis reveals that a significant portion of the marketing 
budget is being spent on advertising, it may be more cost-effective to reduce 

advertising expenses and lower the product's price to attract more customers. 
Importance of Marketing Cost Analysis in Operations 

From an operations perspective, marketing cost analysis is equally important. It 
provides insights into the operational efficiency of the marketing department 
and its impact on the overall business operations. 

By analyzing the costs associated with different marketing activities, 
operations managers can identify areas of inefficiency and implement measures 

to improve operational efficiency. Moreover, it allows them to assess the 
effectiveness of their resource allocation and make necessary adjustments to 

optimize operational performance. 
Role in Budget Allocation 

One of the key roles of marketing cost analysis in operations is in budget 
allocation. By understanding where the marketing budget is being spent and 

how effectively it is being utilized, operations managers can make informed 
decisions about where to allocate resources to maximize operational efficiency 

and profitability. 
For instance, if the marketing cost analysis reveals that a significant portion of 
the budget is being spent on ineffective marketing activities, operations 

managers can redirect these resources to more productive areas, thereby 
improving operational efficiency and reducing costs. 

How to Conduct a Marketing Cost Analysis 
Conducting a marketing cost analysis involves a systematic process of 

identifying, categorizing, and analyzing all the costs associated with marketing 
activities. The first step is to identify all the costs related to marketing, 

including direct costs, indirect costs, and overhead costs. 
Once all the costs have been identified, they should be categorized based on 

their nature and relevance to marketing activities. This categorization is crucial 
in understanding where the marketing budget is being spent and how 

effectively it is being utilized. 
 

 

https://www.launchnotes.com/glossary/marketing-strategy-in-product-management-and-operations
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Week 17: Absorption Costing theory , procedures, animadversion 
Absorption Costing Theory 

 َظريح انركانيف انًًرصح)الاخًانيح(
   Absorption Costing Concept .1 ح)الاخًانيح(صًرًركهفح انانيفهىو                         

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. 
٢ٛ أعخط ؿ٤ٔغ ر٤خٗخص حُٔلخعزش حُٔخ٤ُش ، ٝطؼُشف أك٤خٗخً رخعْ حُظٌِلش حلإؿٔخ٤ُش  ٔٔظظشظٌِلش حُحُ

)حٌُخِٓش(. رخعظخذحّ طٌِلش حلآظظخص ، ٣ظْ حعظ٤ؼخد ؿ٤ٔغ حُظٌخ٤ُق )حُٔزخششس ٝؿ٤ش حُٔزخششس ٝحُٔظـ٤شس 
ٖ حُظٌخ٤ُق ح ُٔخظِلش ، ٣ـذ إٔ ٣ٔظض اٗظخؽ حُلظشس ٝحُؼخرظش( ك٢ حلإٗظخؽ. حُلٌشس ك٢ ٛزٙ حُطش٣وش لا ط٤ٔض ر٤

 ًَ حُظٌخ٤ُق ، ٣ٝظْ حُظظ٤٘ق حُٞظ٤ل٢.

 
 Units of sales and Production .2 حذاخ انثيع والإَراجو                       

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

Production of the period        XX 
Ending inventory          (XX) 

----------------------------------------- 
Sales units‘                          XXX   

 
 Sales Revenue .3 ايراد انًثيعاخ                                                          

Sales revenue calculate by this equation  
Sales revenue = Sales Units * Sales price 

 Production Cost .4 كهفح الاَراج                                                       

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.H per unit  = XX  

-------------------------------------------------------------- 
Total production cost                                 X XX     

5. Total cost per unit كهفح انىحذج انىاحذج الاخًانيح 
Total cost per unit is all cost for the product in the period as: 

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

Fixed F.O.H             XX   
--------------------------------- 
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Total cost per unit  X XX   
   Inventories Valuation .6ذمييى انًخسوٌ                     

ذج                   :A. Beginning inventory يخسوٌ اول انً
Beginning inventory, the units not sale in the last year must evaluation with the 

total cost of the last year. As: 
Beginning inventory cost = Beginning inventory units * total cost per unit for 

last year. 
 

ٌ اخر انًذج         B. Ending inventory  يحسو
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 cost per unit for this 
year.  

 Total marking costs .7 ذكانيف انرسىيك الاخًانيح 
Total marking costs, the cost related with sales calculate as: 
 Total marking costs = Variable marking costs + Fixed marking costs. 

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

 Total Cost of Goods Sold .8 ذكهفح انثضاعح انًثاعح الاخًانيح
When you added total cost of unit sold (manufacturing) to the total market cost 

you reach total cost of goods sold.  
 Total Cost of goods sold = total cost of unit sold (manufacturing) + total 

marketing cost.    
Total cost of unit sold (manufacturing) = Total cost of production +  Note:

Total cost beginning inventory - Total cost of ending inventory. 
 

 Gross Profit .9 يدًم انرتح                                                             
Gross profit is the difference between total cost of goods sold cost and sales 
revenue: 

Gross profit = sales revenue - total  cost of goods sold 
 Net Profit .10 صافي انرتح 

It is the result after deduct the managerial cost from Gross profit. 
Net  Profit = Gross profit - Managerial cost. 

 
Example 1: The cost accountant of Ahmad Company has established the 

following data for the year 2005. 

1- Sales price per unit 250 I.D. 

2- Operating units for year  

     Production    500000 units 
 Beginning inventory 20000 units 
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 Ending inventory   40000 units 
3- Production for the last year 90% of this year. 

4- These data about the cost has available. (I.D)  

      Direct material     $ 50 

           Direct labor                 $ 40 
          Variable Factory overhead   $ 35  
    Variable Marketing cost               $10 

 Fixed Factory overhead  $ 1750000 
          Fixed Marketing cost   $ 750000 

             Administrative cost    $ 500000 
Calculate 

1- Sales  revenue 
2- Total cost of production 

3- Total cost of inventories  
4- Total marketing cost 

5- Total cost of goods sold 
6- Gross profit 

7- Net Profit 
 
 

Solution  
1- Sales Revenue = Sales Units * Sales Price 

                                   = 480000 * 250 = 120000000 
(I.D) 

Sales units Calculate as:: Note 
Beginning inventory  20000 

Production          500000 
Ending inventory      (40000) 

---------------------------------------- 
Sales Units          480000 

 
2- Total cost of production year 2005: 

Direct material    50 * 500000  = 25000000 
Direct labor  40 * 500000   = 20000000 
Variable Factory overhead 35 * 500000  = 17500000 

Fixed Factory overhead      = 1750000 
                                                      -------------------------------------  

Total cost of production     = 64250000 
Or  

50 + 40 + 35 = 125 Variable cost per units. 
(125 * 500000) = 62500000 (I.D) Variable cost of production 

62500000 + 1750000 = 64250000 (I.D) Total cost of production 
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3- Total cost of inventory: 
A- Total cost of beginning inventory = beginning inventory units* Total cost 

per units (last year). 
= 20000 * 128.889 = 2577780 (I.D). 

Note: Total cost of per unit year 2004: 
               Fixed F.O.H                    = 1750000    =   3.889 (I.D). 

    Production of the last year  450000 
3.889 + 50 + 40 + 35 = 128.889 (I.D). 

 
B- Total cost of  Ending inventory =  Ending inventory units * Total cost of  

per units (this year). 
= 40000 * 128.5 = 5140000 (I.D). 

Total cost of per unit year 2005:  :Note 
         Fixed F.O.H                     = 1750000    =   3.5 (I.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 cost of goods sold = total cost of unit sales (manufacturing) + Total 

marketing cost. 
 61687780 + 5550000 = 67237780 (I.D). 

Note: Total cost of unit sales (manufacturing) = Total cost of production + 
Total cost of beginning inventory - Total cost of Ending inventory. 

= 64250000 + 2577780 – 5140000 = 61687780 (I.D). 
6- Gross profit = Sales Revenue - Total cost of good sales. 

= 120000000 – 67237780 = 52762220 (I.D). 
7- Net Profit = Gross profit – managerial cost. 

52762220 – 500000 = 52262220 (I.D). 
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 Week 18:  Financial statement in absorption costing method. 
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 

sold sCost of good 
Direct material 

Direct labor 
Variable F.O.H 

Fixed F.O.H 
Total cost of production 

Total cost of beginning inventory 
Total cost of unit available for sale 

Total cost of  ending inventory 
Total cost of unit sold (manufacturing) 

Total marketing cost 
Total cost of  goods sold 
Gross profit 

Managerial cost 
Net Profit 

 

 
  Xx   

  xx 
  xx 

xx   

 

 
 

 
 

Xxx 
Xx   

Xx 
(Xx) 

Xx 
xx    

Xx 

 
 

 
 

 
 

 
 

 
 

 
    (Xx) 

Xx 

(Xx)   
Xx 

 

Example:- Prepare income statement from the information in ex: 1 using 
absorption costing. 

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

Sales Revenue 

sold sTotal cost of good 
Direct material 

Direct labor 
Variable F.O.H 

Fixed F.O.H 
Total cost of production 

Total cost of beginning inventory 
Total cost of unit available for sale 

Total cost of  ending inventory 
Total cost of unit sold (manufacturing) 

Total marketing cost 
Total cost of  goods sold 

Gross profit 
Managerial cost 
Net Profit 

 

 
25000000 

20000000 
17500000 

1750000 

 

 
 

 
 

 
64250000 

2577780 
66827780 

(5140000) 
61687780 

5550000 
  

120000000 

 
 

 
 

 
 

 
 

 
 

 
(67237780) 

52762220 
(500000) 
52262220 
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Week 19: Variable costing Theory , procedures & comments . 
Variable Costing Theory 

 َظريح انركانيف انًرغيرج
Variable costing makes a distinction between product costs and period costs. 

Product costs consist only 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 cost of goods sold. Fixed factory 
overhead is included with other period fixed expenses, such as marketing and 

administration expenses. 
ٕ طٌخ٤ُق حُٔ٘ظؾ كوؾ ٖ طٌخ٤ُق حُٔ٘ظؾ ٝطٌخ٤ُق حُلظشس. طظٌٞ ٖ حُظٌخ٤ُق حلأ٤ُٝش  ط٤ٔض حُظٌِلش حُٔظـ٤شس ر٤ ٓ

ُِٔٞحد حُٔزخششس ٝحُؼٔخُش حُٔزخششس رخلإػخكش ا٠ُ حُ٘لوخص حُؼخٓش حُٔظـ٤شس ُِٔظ٘غ. ٛزٙ ٢ٛ حُظٌخ٤ُق 
ٖ  حلاٗظخؽ طلض حُظشـ٤َحُٔخظظش ُِٔخضٕٝ ) ْ طؼ٤ٔ ٝحُغِغ حُظخٓش حُظ٘غ( ٝطٌِلش حُزؼخثغ حُٔزخػش. ٣ظ

غ حُٔظخس٣ق حُؼخرظ ظغ٣ٞن ٝحلإدحسس.حُ٘لوخص حُؼخٓش حُؼخرظش ُِٔظ٘غٓ      ش حلأخشٟ ُِلظشس ، ٓؼَ ٓظخس٣ق حُ

2. Units of Sales and Production:- The same in absorption costing.  
3. Sales revenue:- The same in absorption. 

4. Production Cost:- The production units of the period must be known and 
the production of the last year also, if it is important. 

Variable cost of 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 cost per unit is the cost for product in the period as: 

Direct material   xx 
Direct labor                      xx 

Variable F.O.H  xx 
       ------------------------------- 

Variable cost per unit    xxx 
6. Inventories Valuation  

A- Beginning inventory:  Beginning inventory, the units not sale in the last 
period must evaluation with the variable cost of 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. 

Ending inventory cost = Ending inventory units * Variable cost per units 
for this period. 



71 
 

Variable cost per unit is satiable from period to period.    Note: 
7. Variable Marketing Cost  

Variable marketing cost, the cost related with sales calculates as: 
Variable marketing cost = sales units * Variable marketing cost per unit. 

8. Variable Cost of Goods Sold   
When you added variable cost of unit sold (manufacturing) to the variable 

marketing cost, you can reach variable cost of goods sold. 
Variable cost of goods sold = Variable cost of unit sold (manufacturing) + 

Variable marketing cost. 
Variable cost of unit sold (manufacturing) = variable cost of   Note:

production + variable cost of beginning inventory - variable cost of ending 
inventory. 

9. Contribution Margin :- Contribution Margin is the different between 
variable cost of 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 cost accountant 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 

 
Variable marketing cost   5 

Fixed marketing cost    750000 
Administrative cost  500000 

4- Sales price per unit is 80 (I.D) 
Calculate 

1-Sales revenue 
2- Variable cost of production. 

3- Variable cost of inventories.  
4- Variable marketing cost. 

5- Variable cost of goods sold.  
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6- Contribution margin. 
7- Net Profit. 

 
Solution 

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

Sales units Calculate as: Note: 
Beginning inventory   40000 

Production             250000 
Ending inventory             (20000) 

--------------------------------------------- 
Sales Units       270000 

 
2- Variable cost of production 

Direct material   10 *250000 =  2500000 
Direct labor          15 *250000 = 3750000 
Variable F.O.H    10 *250000 =  2500000 

 --------------------------------------------------- 
Variable cost of production     8750000   

 0r: 
(10+ 15 + 10) * 250000 = 8750000 (I.D). 

3- Variable cost of inventories:  
A- Variable cost of beginning inventory = Beginning inventory units *   

Variable cost per unit. 
40000 * 35 =1400000 (I.D). 

B- Variable cost of ending inventory =   Ending inventory units * Variable cost 
per unit. 

20000 * 35 =700000 (I.D). 
4- Variable marketing cost 
Variable marketing cost = Sales units * Variable marketing cost. 

270000 * 5 = 1350000 (I.D). 
  

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

9450000 + 1350000 = 10800000 (I.D). 
Note:  

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

= 8750000 + 1400000 – 700000 = 9450000 (I.D). 
6- Contribution margin cost. 

Contribution Margin = Sales revenue - Variable cost of goods sold. 
21600000 – 10800000 = 10800000 (I.D). 

7- Net Profit 
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Net Profit = Contribution Margin – all fixed costs (F.O.H + Marketing cost + 
Administrative cost). 

10800000 – (1250000 + 750000 + 500000) = 8300000 (I.D). 
Fixed F.O.H per unit calculated as:  -Note : 

                            fixed F.O.H    nit =Fixed F.O.H per u 
                                                Production 

 X = 1250000 (I.D).=   5 (I.D) 
                   250000               

 
Week 20: Financial statement in variable costing method. 
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 cost of goods sold    

Direct material xx   

Direct labor         xx   

Variable F.O.H   xx   

Variable cost of production    xx  

Variable cost of beginning inventory  xx  

Variable cost of unit available for sale  xxx  

Variable cost of ending inventory  (xx)  

Variable cost of unit sold manufacturing  xx  

Variable marketing cost  xx  

Variable cost of goods sold   (xxx) 

Contribution Margin    Xx 

Fixed costs     

F.O.H  xx   

Marketing  xx  

Administrative  xx  

Total fixed costs   (xxx) 

Net profit   Xx 

 

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

variable costing.  
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Solution 
Income Statement of (Y) company for the period 1-1/31-12 2001 

Data    

Sales Revenue   21600000 

Variable cost of goods sold    

Direct material 2500000   

Direct labor         3750000   

Variable F.O.H    2500000   

Variable cost of production    8750000  

Variable cost of beginning inventory  14000000  

Variable cost of unit available for sale  10150000  

Variable cost of ending inventory  (700000)  

Variable cost of unit sold 
manufacturing  

 9450000  

Variable marketing cost  1350000  

Variable cost of goods sold   (10800000) 

Contribution Margin   10800000 

Fixed costs    

 F.O.H  1250000  

Marketing  750000  

Administrative  500000  

Total fixed costs   (2500000) 

Net profit   8300000 

 
 

Week 21: Comparing with total & variable costing theories and their effects on profits.. 
 

Absorption costing and variable costing are methods used in accounting to 

value companies' work in progress and inventory. Absorption costing includes 
all the costs associated with manufacturing a product. Variable costing 

includes the costs directly incurred in production and none of the fixed costs. 
Absorption costing is required for reporting purposes under the Financial 

Accounting Standards Board‘s Generally Accepted Accounting Principles 
(GAAP). 

Absorption versus variable costing will only be a factor for companies that 

expense costs of goods sold (COGS) on their income statements. Any 
company can use both methods for various reasons but public companies are 

required to use absorption costing due to their GAAP accounting obligations. 

 

https://www.investopedia.com/terms/a/absorptioncosting.asp
https://www.investopedia.com/terms/g/gaap.asp
https://www.investopedia.com/terms/g/gaap.asp
https://www.investopedia.com/terms/c/cogs.asp
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 Absorption costing includes all the direct costs associated with 
manufacturing a product. 

 Variable costing can exclude some direct fixed costs. 
 Absorption costing entails allocating fixed overhead costs to all units 

produced for an accounting period. 
 Variable costing includes all the variable direct costs in COGS but it 

excludes direct, fixed overhead costs. 
 Variable costing can provide a clearer picture of per-unit cost and 

inventory value because it excludes the fixed overhead cost. 
 

Example A:- The Cup Company produced 10000 units of the product during 
April and May of 2002. During this period, 8000 of these units were sold at 

150 (I.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: (I.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 
Fuel    20000 

Depreciation  30000 
Maintenance  15000 

Rent    50000 
Insurance   15000 

Indirect labor  20000 
Repairs   25000 

Taxes   25000  
--------------------------------------    

Total    240000 
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Fixed F.O.H = 240000 * 60% = 144000 (I.D). 
Variable F.O.H = 240000 * 40% = 96000 (I.D). 

2- Sales Revenue = 8000 * 150 = 1200000 
= 54 40000  5Fixed cost per unit =  -3 

                                                 10000     
4- Total cost end Inv. = 2000 * 54 = 108000 (I.D). 

5- Variable cost end Inv. = 2000 * 39.6 = 79200   
Income Statement of (CAP) Company 

For the period of April and May 2002 Absorption costing 

Data    

Sales Revenue   1200000 

cost of goods sold    

Direct material 20*10000 200000   

Direct labor  10*10000       100000   

Variable F.O.H    96000   

 Fixed F.O.H    144000   

 Total cost of  production  540000   

Total cost of beginning inventory  0  

Total cost of unit available for sale  540000  

Total cost of ending inventory   (108000)  

Total cost of unit sold manufacturing  432000  

Total marketing cost  35000  

Total cost of good sold   467000 

Gross profit    733000 

Administrative cost   (15000) 

 Net profit   718000 

 

 
Income Statement of (Y) company 

for the period  April and May 2002 variable  costing 

Data    

Sales Revenue   1200000 

cost of goods sold    

Direct material 200000   

Direct labor         100000   

Variable F.O.H    96000   

Variable cost of production    396000  

Variable cost of beginning 
inventory 

 0  

Variable cost of unit a variable for 

sale 

 396000  

Variable cost of ending inventory  (79200)  
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Variable cost of unit sold   316800  

Variable marketing cost  0  

Variable cost of goods sold   (316800) 

Contribution Margin   883200 

Fixed costs    

Factory overhead  144000  

Marketing  35000  

Administrative  15000  
 (194000) 

Net profit   689200 

 

Example B-: The cost data 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. 

Solution (1) 
1-Total cost of production:(10+15+5+2) * 120000 = 3840000 (I.D). 

2-Total cost of beginning inventory 
(10+15+5+2.4) * 15000 = 486000 (I.D). 

3- Total cost of ending inventory     
 (10+15+5+2) * 10000 = 320000 (I.D). 
4-variable market cost 

30000*70%= 21000 (I.D). 
5-Fixed marketing cost  

30000*30% = 9000 (I.D). 
6-Sales Revenue 

125000*60 = 7500000 (I.D). 
  7- Variable cost per unit 

(10+15+5) = 30 (I.D). 
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8- Variable cost of beginning inventory= 30*15000 = 450000 (I.D). Income 
Statement for Noor Corporation 

For year 2001 Absorption costing 

Data    

Sales Revenue   7500000 

Cost of goods sold    

Direct material   1200000   

Direct labor          1800000   

Variable  F.O.H     600000   

 Fixed F.O.H        24000   

 Total cost of  production  3840000   

Total cost of beginning inventory  486000  

Total cost of unit available  for sale   4326000  

Total cost of ending inventory    (320000)  

Total cost of unit sold (manufacturing)  4006000  

Total marketing cost  30000  

Total cost of goods sold   4036000 

Gross profit     3464000 

Administrative cost   (20000) 

 Net profit   3444000 

 
 

Solution (2) 
Income Statement for Noor Corporation 

For year 2001 variable costing 

Data    

Sales Revenue   7500000 

cost of goods sold    

Direct material 1200000   

Direct labor         1800000   

Variable F.O.H   600000   

Variable cost of production     3600000  

Variable cost of beginning inventory   450000   

Variable cost of unit available for sale   4050000  
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Variable cost of ending inventory   (300000)  

Variable cost of unit sold 
(manufacturing) 

   3750000  

Variable marketing cost  21000  

Variable cost of goods sold    (37710000) 

Contribution Margin   3729000 

Fixed costs    

Factory overhead 240000   

Marketing 9000   

Administrative 20000  269000 

Net profit   3460000 

(3) Solution:  
Year 2000 
Sales Revenue = 95000 * 50 = 4750000 (I.D). 

Variable cost per unit = 10+15+5 = 30 (I.D). 
Variable cost of production = 30*100000 = 3000000 (I.D). 

Variable cost of beginning inventory = 30*10000 = 300000(I.D). 
Variable cost of ending inventory = 30*15000 = 450000 (I.D). 

Variable market cost = 20000 * 70% = 14000 (I.D). 
Fixed marketing cost = 20000 * 30% = 6000 (I.D). 

Total fixed factory overhead =100000 *2.4 = 240000 (I.D). 
Income Statement for Noor Corporation 

For year 2000 Variable costing 

Data    

Sales Revenue   4750000 

cost of goods sold    

Direct material 1000000   

Direct labor         1500000   

Variable  F.O.H  500000   

Variable cost of production     3000000  

Variable cost of beginning inventory   300000   

Variable cost of unit available for sale  3300000  

Variable cost of ending inventory  (450000)  

Variable cost of unit sold 

(manufacturing) 

   2850000  

Variable marketing cost   14000  

Variable cost of goods sold    (2864000) 

Contribution Margin   1886000 

Fixed costs    

Factory overhead 240000   

Marketing 6000   
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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, 52 units @ $522 …………………….. $5,222 

 Production  costs, 60 units 
Direct material 62 @ $02 …………………...5022 

Direct labor,    62 @ $52 ……………………622 
Variable factory overhead, 62@ $6…………262 

Fixed factory overhead, 62@ $5……….……052  
Marketing expenses  

 Variable, 52 @ $1 ………………………….022 
Fixed,      40@ @$2…………………………..502 
Administration expenses     150 

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: 

Units produced–50,000, of which 15,000 were not sold  
Direct material ………………….. $562,222 
Direct labor ………………………022,222 

Factory overhead: 
 Fixed expenses …………….. 31,222 

 Variable expenses…………..512,222 
Required: 

(1) the cost to be assigned the 15,000 units in inventory using Absorption 
costing. 

2) the cost to be assigned the 15,000 units in inventory using Variable  costing. 
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Exercise 3: -Income Statement – full vs. Variable Costing.  
The Fleming Corporation produced 24,000 units of product during the first 

quarter of 19-. 20,000 were sold @ $20 per unit. Cost of this production was: 
Direct Material …………………$62,222   

Direct labor ………………….…62,222 
Factory overhead: 

Variable costs ……………………502,222 
Fixed cost ………………………….96,000 

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

Required: 
(1) An income statement using full costing. 

(2) An income 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 2019: 

 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 per unit of sales: $1 
Fixed marketing and administrative expenses: $150,000 

Required:  
1) An income statement for 19A under absorption cost concept. 
2) An income statement for 19A under the variable concept. 

3) An accounting for the difference in profit under the two 
concepts.                                                                               
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Week 22: Job order costing system , job order cards the document circle 

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 . 

ٓوخرَ ُطِذ  (ٗظخؽلاح) ؼَٔحُ ، ٣ظْحلاٝحٓش حلاٗظخؿ٤شحُظ٢ طغظخذّ  خصظ٘خػحُك٢ 

٣لظخؽ ا٠ُ ٓؼخِٓش خخطش ٣ٌٖٝٔ ط٤٤ٔضٙ رٞػٞف ػٖ حٓش حٗظخؿ٢  حُؼٔلاء ، ًَ  

 ,طزخػشحُ ٓؼَ حلاٝحٓش حلاٗظخؿ٤شٓؼِش ػٖ ط٘خػخص حلأخشٟ. ُِلظٍٞ ػ٠ِ أ حلاٝحٓش

                                         .حُـغٞس ، ٝر٘خء حُغلٖٝطشم حُ، ٝ ٝحػٔخٍ حُز٘خء 

                                                 

Objectives of job  

The following are costing the main objectives of job costing 

1-Cost of each job is ascertained separately . this helps in Findin
g
 . 

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-It provides a basis for determining the cost of similar 

jobs under taken in future. 

4-It helps management in controlling cost , be comparing 

the Actual cost with the estimated cost . 

 حلاٝحٓش حلاٗظخؿ٤شأٛذحف 

 ُلأٝحٓش حلاٗظخؿ٤ش شف حُشث٤غ٤حٛذك٤ٔخ ٢ِ٣ حلا

ٌَ ُٛزح ٣غخػذ ك٢ ا٣ـخد حُشرق أٝ حُخغخسس ٝ ػ٠ِ كذس حٓش٣ظْ حُظؤًذ ٖٓ طٌِلش ًَ  - 1

 حٓش

 .ـ٤ش ٓشرلشحُٝ حًؼش حُٔشرلش لاٝحٓشطٌٖٔ حلإدحسس ٖٓ حٌُشق ػٖ ح - 2

 .ٔخػِش حُظ٢ ٣ظْ حطخخرٛخ ك٢ حُٔغظوزَحُٔ حلاٝحٓش٣ٞكش أعخعًخ ُظلذ٣ذ طٌِلش  - 3

   .٣غخػذ حلإدحسس ك٢ حُظلٌْ ك٢ حُظٌِلش ٝٓوخسٗش حُظٌِلش حُلؼ٤ِش رخُظٌِلش حُٔوذسس - 4
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 Job costing procedureحؿشحءحص حلاٝحٓش حلاٗظخؿ٤ش   

The following steps ate taken in jobs costing. 

1-job number .سهْ حلآش 

2-Production order.  حلآش حلاٗظخؿ٢ 

 Job cost sheet-3     .ٝسهش حلآش حلاٗظخؿ٢   

J o b  c o s t  s he e t  

 

Customer 

Date commencement 

 job No 
date of completion___ 

 

 

cost of job order 

1-Direct cost : it means 

a-Direct materials b-  Direct wages 

2-Indirect cost : it means 

a- Indirect materials b-Indirect wages c-Indirect expenses.   

Material cost Labor cost factory over head 

Date Material Amount 

I.D 

Date Hours Rot Amount 
I.D 

dep hours Rat am 
ant 

           

 
Total 
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The direct cost and indirect cost in all cost center s are total.  

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. 

 حُظٌِلش حُٔزخششس ٝحُظٌِلش ؿ٤ش حُٔزخششس ك٢ ؿ٤ٔغ ٓشحًض حُظٌِلش اؿٔخ٤ُش.

، ٣ظْ طل٣َٞ حُظٌِلش ا٠ُ كغخد طٌِلش حُٔز٤ؼخص. ٣ظْ طؼ٤٤ٖ حُظٌِلش  ٝحٓشػ٘ذ حًظٔخٍ حلا

حُٔ٘ـضس خلاٍ ًَ كظشس ٓوخرَ حُٔز٤ؼخص ُظلذ٣ذ حُشرق أٝ حُخغخسس ُِلظشس ٝحٓشُلأحلإؿٔخ٤ُش   

 

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                 *** 

       To record purchase of material 

  

 B- Material witch received from store room 

 

 

          Work in progress control     *** 
                          

                            Stores control                        *** 

 

C - Material sends back to storeroom : 

                        Stores control                        *** 

                                  Work in progress control      *** 

 

D - Direct labor : 

 

           Work in progress control      *** 

 

                    Wages control                    *** 
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E- factory overhead : 

 

                Factory overhead control      *** 

                    in direct material                  *** 

                    indirect labor                        ***  

                    indirect expense                   *** 

F- To record applied overhead to job order : 

         

         Work in progress                   ***     

                 Factory overhead applied             ****    

G- overhead variance  : 

               Variance = Actual factory overhead    _ predetermined overhead   

 
         Positive variance : 

                       Factory overhead control      *** 

                             Variance factory overhead          ***  

     

 

          Negative variance : 

          Variance factory overhead          ***    

                     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. 

 

 

Solution 

Job cost sheet 
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Example 2  

From the following information prepare job cost sheet for the year 

ended 2015 

Particulars job No 1 job No 2 job No Amoun

t Direct materials 3000 1500 4500 9000 

Direct wages 2500 3000 5500 11000 

Machine hour 1250 1750 2000  

 

Solution 

The overhead cost loaded by LD 2 for machine hour 

Job cost sheet 

Particulars Job No 1 Job No 2 Job No3 Amount 

     

Direct materials 3000 1500 4500 9000 

Direct wages 2500 3000 5500 11000 

Prime cost 5500 4500 10000 20000 

Supposed overhead 2500 3500 4000 10000 

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 

head 

1000 1500 2500 

Supposed cost 4500 4750 9250 
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Supposed cost 8000 8000 14000 30000 

 

 

 
  

Example 3 

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

ended 2007 

Particular job No l job No 2 job No 3 amount 

Direct materials 2000 1000 3000 6000 

Direct wages 1500 2000 4000 7500 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 
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Week 23: Factory overhead , rules of estimation and allocation over the production orders , allocate rate 

for the center level and order level. 
Application of manufacturing overhead: 
Manufacturing overhead is applied to production by multiplying actual direct 
labor or machine hours worked during the year and predetermined overhead 
rate computed at the beginning of the year. It is shown as follows: 
 

 
 
Example:- The following data for the month of March(1), the first in March 

was up ( 1) under operation at a cost of $ 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 cost for cards is 1 and 2 is for the month of March? 
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 cost card 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 
Cost Summary 

Materials                 6000 
Wages                     11000 

Factory overhead 12000 
Total                       29000 

 
 

 

http://www.accountingformanagement.org/predetermined-overhead-rate/
http://www.accountingformanagement.org/predetermined-overhead-rate/
http://www.accountingformanagement.org/wp-content/uploads/2012/11/predetermined-overhead-rate-formula1.png
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work cost card 2 

Date Materials wages Factory overhead 

During the 

month 

5000 6000 9000 

Total 5000 6000 9000 

 

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

Cost Summary 
        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 
             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     0 حلإػزخصf  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 
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        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: 

  
  Job 369 Job372 

Materials $ 2,000 $ 700 
  Direct labor 1,000 300 

  Applied factory overhead 1,500 450 
There was no inventory of finished goods on May1. 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 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, cost of goods sold, 

factory overhead control, and applied factory overhead. 
2. General journal entries to record: 

a. Cost of goods manufactured 
b. Cost of 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 $10,000 
Purchases on account 30,000 
Labor:   

Accrued, January 1, 2013 3,000 
Paid during January (ignore payroll taxes) 25,000 

Factory overhead costs:   
Supplies (issued from materials) 1,500 

Indirect labor 3,500 
Depreciation 1,000 
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Other factory overhead costs (all from outside suppliers on 
account) 

14,500 

Work in process:   
  Job1 Job2 Job3 Total 

Work in process January 1, 
2013 

$ 1,000 -- -- $ 1,000 

Job costs during January:         

Direct materials 4,000 $6,000 $5,000 15,000 
Direct labor 5,000 8,000 7,000 20,000 

Applied factory overhead 5,000 8,000 7,000 20,000 
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. 

Job 3 started in January, finished during January, 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 cost distribution. 
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. Cost of goods sold. 
 

Ex.3 / Hegel Company is a manufacturing firm that uses job order costing 
system. On January 1, 2013 the beginning of its fiscal year, the company's 

inventory balances were as follows:- 
Raw materials 

Work in process 
Finished Goods 

$20,000 

$15,000 
$30,000 

The company applies overhead cost to 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. 
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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. 

4. Sales travel costs were $17,000. 

5. Utility costs in the factory were $43,000. 

6. Advertising costs were $180,000. 

7. 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 cost 
sheets were completed during the year. 

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 cost sheets. 

Required: 

1. Prepare journal entries to record the preceding transactions. 

2. Post the 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 cost of 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 cost to jobs. At the beginning 
of 2012, the company estimated that 150,000 machine hours would be worked 

and $900,000 overhead cost would be incurred during 2012. 
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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 

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 
cost of goods sold. 

 

 

 

 

 

 

 

http://www.accountingformanagement.org/income-statement/
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Week 24: Spoilage and rework . 
 

that does not adhere to the  that part of the final produceis  Spoilage
specifications given by the client and is therefore not accepted by them. 

 
oduce which has not been accepted by the is that part of the final pr Rework

client because it does not meet the required specifications. However, those 
specifications can be met by working on the item once again. Hence the name 

rework. 
The difference between rework and spoilage is that, rework will be reworked 

on and sold at full price whereas spoilage is considered to be defective goods 
and is discarded at throw away prices in the market. 

Rework and spoilage are closely linked concepts. If firms have a high 
percentage of rework, they will also have a lot of items in their spoilage. 

 
Why Should We Focus On Rework And Spoilage? 
Rework and spoilage are additional cost for the company. Since the company is 

in the business to make a profit, this gets passed on to the customer in the form 
of additional costs. This makes the company uncompetitive in comparison to 

its competitors. 
The company with the lowest amount of rework and spoilage costs will have 

the least loss and hence they will be able to provide the best deal to the 
customer. Reducing rework and spoilage is therefore strategic in nature and 

must be paid careful attention to. 
Job Costing and Rework 

Job costing has created a system wherein rework and spoilage costs are 
allocated to the respective job where the loss is supposed to have occurred. 

This helps the company find out the types of jobs it is efficient and not efficient 
in and therefore work on reducing costs: 

 Normal Rework- Specific Job: The first type of rework and spoilage 

cost is the one that can be attributed to a specific job. The treatment in 
this case is simple. It is charged to the specific job account. However, 

distinction must be made between normal and abnormal loss. Normal 
loss occurs when production is efficient. If it goes beyond a certain level, 

it becomes abnormal rework and spoilage which is treated differently. 
 Normal Rework- General: The second category is rework and spoilage 

costs that cannot be allocated to a specific job. These costs must 
therefore be spread out amongst all the jobs that were performed in that 

period. These costs therefore get added to non manufacturing overheads. 
 Abnormal Rework: Abnormal rework and spoilage costs which were 

over and above the estimation of the company are charged to a separate 
loss account. This helps focus management attention on them 
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Scrap and Job Order Costing 
is the waste that arises while manufacturing goods. It may arise because  Scrap

the unit being manufactured has been irreparably damaged during production. 
Alternatively it can arise because too much direct material is being used for 

production. In either case, it signifies that there are problems with the 
manufacturing process that need to be addressed. If left unaddressed, these can 

be the cause of major costs and reduce the profitability of the company. 
 

Value May Not Be Immaterial: 
Now, when the term scrap is used, the mind automatically conjures up images 

of waste materials. The term scrap is associated with warehouse full of junk 
that may not have much value for the company. Disposing them without 

harming the environment is often supposed to be the only priority. But, this 
may not always be the case. 

In many cases, scrap may have significant value. This makes it necessary to 
ensure that the job order costing system can account for scrap. 
Added To Inventory: 

Once the material is declared to be scrap, its value needs to be ascertained and 
it is added back in the inventory of the organization. This inventory account is 

usually the direct materials account of the relevant job. 
In some cases, companies also tend to use scrap from one job as a part of direct 

material for another job. This may be done directly or sometimes material may 
have to be processed. For instance, metal scrap can be molted and reshaped and 

it becomes as useful as a new piece of metal. Therefore it can be directly used 
in the production process. 

Job Costing and Scrap: 
Here are the costing conventions that are related to the treatment of scrap in job 

order costing. They have been mentioned in this article: 
 

 Scrap - Specific Job: No amount of scrap is considered to be normal. 

Therefore all the scrap that arises in the operations of a firm is 
considered to be abnormal. 

No distinction needs to be made between normal and abnormal like it is made 
in the case of rework and spoilage. Hence if a scrap can be traced to a 

particular job, its value is adjusted to the material inventory that has been used 
for that particular job. 

 
 Scrap – General: However, if scrap cannot be attributed to a specific 

job, it becomes a part of general overheads. This ensures that it gets 
distributed amongst jobs in the proportion that is decided by the 

allocation base. This distribution may be uneven and misleading. 
 

 



96 
 

Week 25: Variance analysis,  

Cost Variance in Job Order Costing 

Cost variance in job order costing is a critical financial metric that measures 

the difference between the expected costs and the actual costs incurred during 

the production process. This variance is pivotal for businesses that rely on job 

order costing, as it provides insights into the efficiency and effectiveness of 

their cost control mechanisms. By analyzing cost variance, managers can 

identify areas where the company is overspending or underspending, allowing 

them to make informed decisions about resource allocation, budget 

adjustments, and process improvements. The concept of cost variance is not 

only relevant from an accounting perspective but also from the standpoint of 

project management, operational analysis, and strategic planning. 

From the accounting perspective, cost variance helps in maintaining the 

integrity of the budget and ensuring that each job is completed within its 

financial constraints. For instance, if a manufacturing company expects to 

spend $10,000 on raw materials for a job but ends up spending $12,000, the 

cost variance would be $2,000 unfavorable. This signals the need for a review 

of purchasing procedures or supplier negotiations. 

From the project management viewpoint, understanding cost variance is 

essential for keeping projects on track and within budget. It serves as an early 

warning system for potential overruns, prompting project managers to take 

corrective action. For example, if labor costs are higher than anticipated, a 

project manager might need to reassess the workforce's productivity or 

consider alternative work methods. 

https://fastercapital.com/content/Actual-Costs--The-Actual-Costs-Dilemma-in-Standard-Cost-Formulation.html
https://fastercapital.com/content/Budgeted-Costs--Integrating-Budgeted-Costs-into-Job-Order-Costing-for-Better-Forecasting.html
https://fastercapital.com/content/Budgeted-Costs--Integrating-Budgeted-Costs-into-Job-Order-Costing-for-Better-Forecasting.html
https://fastercapital.com/content/Cost-efficiency-and-effectiveness--Cost-Effective-Energy-Solutions-for-Businesses.html
https://fastercapital.com/content/Cost-efficiency-and-effectiveness--Cost-Effective-Energy-Solutions-for-Businesses.html
https://fastercapital.com/content/Cost-variance-and-analysis--Analyzing-Cost-Variance--A-Key-Metric-for-Business-Growth.html
https://fastercapital.com/content/Cost-function-and-curve------Explore-how-startups-can-use-cost-functions-to-make-informed-decisions-about-resource-allocation.html
https://fastercapital.com/financing-manufacturing-and-industrial-projects.html
https://fastercapital.com/content/Cost-Completion-Process--Understanding-Cost-Variance-in-the-Completion-Process.html
https://fastercapital.com/content/Budgetary-Control--Keeping-Projects-on-Track--The-Importance-of-Budgetary-Control-in-Capital-Budgeting.html
https://fastercapital.com/content/Financial-Crisis--Financial-Crisis--The-Texas-Ratio-as-an-Early-Warning-System.html
https://fastercapital.com/content/Financial-Crisis--Financial-Crisis--The-Texas-Ratio-as-an-Early-Warning-System.html


97 
 

From the operational analysis angle, cost variance can indicate inefficiencies 

in the production process. It can highlight issues such as machine downtime, 

wastage, or suboptimal use of resources, which can then be addressed 

to improve overall operational performance. 

Lastly, from a strategic planning perspective, analyzing cost variance over 

time can inform long-term business strategies. It can help in identifying 

trends, forecasting future costs, and setting realistic budgets for upcoming 

projects. 

To delve deeper into the intricacies of cost variance in job order costing, let's 

consider the following points: 

1. Budgeted vs. Actual Costs: At the heart of cost variance analysis is the 

comparison between what was budgeted for a job and what the actual costs 

turned out to be. This involves detailed tracking of direct materials, direct 

labor, and manufacturing overheads. 

2. variance Analysis techniques: There are several methods to analyze 

variances, such as the use of standard costing systems, which set predetermined 

costs for materials and labor, and the calculation of variances from these 

standards. 

3. Causes of Variances: It's crucial to understand the root causes of variances. 

These can range from market price fluctuations and inefficient labor to 

inaccurate cost estimations and unexpected operational hurdles. 

4. Corrective Actions: Once variances are identified, the next step is to 

implement corrective actions. This might include renegotiating supplier 

contracts, improving labor training, or revising the production schedule. 

https://fastercapital.com/content/Efficiency-ratio--Efficiency-ratio-in-financial-modeling--How-to-measure-and-improve-the-operational-performance-of-a-company.html
https://fastercapital.com/content/Healthcare-strategic-planning--Effective-Marketing-Strategies-for-Healthcare-Startups--A-Strategic-Planning-Perspective.html
https://fastercapital.com/content/Trust--Building-Trust--The-Foundation-of-Long-Term-Business-Relations.html
https://fastercapital.com/content/Forecasting-Future-Costs-Using-Simulation-Models.html
https://fastercapital.com/content/Cost-Variance-Analysis-Tool--Cost-Variance-Analysis-Tools--A-Game-Changer-for-Small-Business-Owners.html
https://fastercapital.com/content/Variance-Analysis--Optimizing-Performance--Variance-Analysis-Techniques-for-Small-Businesses.html
https://fastercapital.com/content/Price-Fluctuations--EDLP--Your-Shield-Against-Market-Price-Fluctuations.html


98 
 

5. Continuous Improvement: Cost variance analysis should be an ongoing 

process, contributing to a culture of continuous improvement within the 

organization. Regular reviews can help in fine-tuning processes and preventing 

cost overruns in the future. 

6. Reporting and Communication: Effective communication of cost 

variance data to stakeholders is essential. clear and concise reports can aid in 

decision-making and ensure transparency across departments. 

7. Impact on Profitability: Ultimately, the management of cost variance has a 

direct impact on the profitability of a company. Keeping variances in check 

ensures that jobs are profitable and that the company's financial health is 

maintained. 

Example: Consider a custom furniture manufacturer that receives an order for 

a bespoke table. The budgeted cost for materials is $500, and the labor cost is 

budgeted at $300, with an expected overhead of $200. If the actual costs come 

in at $600 for materials, $250 for labor, and $300 for overheads, the cost 

variances would be $100 unfavorable for materials, $50 favorable for labor, 

and $100 unfavorable for overheads. Analyzing these variances would lead to a 

better understanding of the discrepancies and help in making more accurate 

estimates in the future. 

navigating cost variance in job order costing is a multifaceted endeavor that 

requires attention to detail, a proactive approach to problem-solving, and 

a commitment to continuous improvement. By embracing these principles, 

businesses can enhance their financial performance and maintain a competitive 

edge in their respective industries. 

 

https://fastercapital.com/content/Self-Awareness-and-Feedback--Startups-and-Self-Awareness--Nurturing-a-Culture-of-Continuous-Improvement.html
https://fastercapital.com/content/Social-media-advertising--Ad-Reviews--The-Importance-of-Ad-Reviews-in-Fine-Tuning-Social-Media-Advertising.html
https://fastercapital.com/content/Preventing-Cost-Overruns--Strategies-for-Effective-Cost-Estimation.html
https://fastercapital.com/content/Preventing-Cost-Overruns--Strategies-for-Effective-Cost-Estimation.html
https://fastercapital.com/content/Cost-Variance-Simulation-Optimizing-Cost-Variance-Simulation-for-Startup-Success.html
https://fastercapital.com/content/Cost-Variance-Simulation-Optimizing-Cost-Variance-Simulation-for-Startup-Success.html
https://fastercapital.com/content/Forecasting-reports--How-to-create-and-present-clear-and-concise-reports-for-financing-forecasting.html
https://fastercapital.com/content/Decision-Making--Expert-Systems---Wisdom-of-the-Machine--How-Expert-Systems-Aid-Decision-Making.html
https://fastercapital.com/content/Decision-Making--Expert-Systems---Wisdom-of-the-Machine--How-Expert-Systems-Aid-Decision-Making.html
https://fastercapital.com/content/Cost-Variance--How-to-Measure-and-Explain-Cost-Variance-in-Your-Cost-Model-Simulation.html
https://fastercapital.com/content/Cost-Variance-Analysis--Startup-Survival-Guide--Navigating-Cost-Variance-Analysis-in-the-Business-World.html
https://fastercapital.com/content/Growth-Mindset--Cognitive-Flexibility--A-Growth-Mindset-s-Approach-to-Problem-Solving.html
https://fastercapital.com/content/Time-Commitment--Continuous-Improvement---Continuous-Improvement--Time-Commitment-as-a-Journey.html
https://fastercapital.com/content/Cash-Flow-Leverage--How-to-Use-Cash-Flow-Leverage-to-Enhance-Your-Financial-Performance-and-Reduce-Your-Debt.html
https://fastercapital.com/content/Competitive-Advantage--How-to-Gain-and-Maintain-a-Competitive-Edge-in-Your-Market.html
https://fastercapital.com/content/Competitive-Advantage--How-to-Gain-and-Maintain-a-Competitive-Edge-in-Your-Market.html
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Week 26: Process costing system  

Process costing system 

 ٗظخّ حُٔشحكَ حلاٗظخؿ٤ش

   
Under a process cost system, costs are accumulated according to each 
department, cost center or process. The average unit cost for a day, week or 

year is obtained by dividing the department cost by 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 
ّ طٌِلش  َ ٗظخ ْ أٝ ٓشًض طٌِلش أٝ ػ٤ِٔش.  حُٔشكِشك٢ ظ ْ طـ٤ٔغ حُظٌخ٤ُق ٝكوخً ٌَُ هغ ٍ ٝ، ٣ظ ْ حُلظٞ ٣ظ

ٖ ، ؿخُٕٞ ،  ْ ػ٠ِ ػذد حُٞكذحص )ؽ ٝ أعزٞع أٝ ع٘ش روغٔش طٌِلش حُوغ ػ٠ِ ٓظٞعؾ طٌِلش حُٞكذس ٤ُّٞ أ
ٍ كظشس ٓؼ٤٘ش.  اُخ( حُٔ٘ظـش خلا

ٕ طٌٕٞ طٌِلش  َ أ َ ٗٞػًخ ٖٓ اؿشحءحص ٢ٛ ٗظ حُٔشكِشٖٓ حُٔلظٔ خ ، ك٢ٜ طٔؼ ًٓ ّ حُظٌِلش حلأًؼش حعظخذح خ
 طوذ٣ش حُظٌخ٤ُق ُظ٘خػخص حلإٗظخؽ حُؼخْ حُظ٢ ط٘ظؾ ٓ٘ظـخص ه٤خع٤ش.

ّ طٌخ٤ُق حُؼ٤ِٔش ٢ٛ حُٞسم ، ٝحُظِذ ، ٝحُٔٞحد ح٤ٔ٤ٌُخث٤ش ، ٝحُٔ٘غٞؿخص ،   حُظ٘خػخص حُظ٢ طغظخذ

ٖ حُذه٤ن ، ٝط٘خػش حلأؿز٣ش ، ٍ حُغٌش ..... اُخ ٘ظـخصٝٓ ٝطٌش٣ش حُض٣ض ، ٝٓطخك  حُل٤ِذ ، ٝأػٔخ
  

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 wi th 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 i s transferred to 

the finished goods account . 

 حُٔشحكَشحءحص طٌِلش اؿ

  ٕ ٞ:ح ّ حلأعخع٢ ك٢ اؿشحء حُظٌِلش ٛ  حُ٘ظخ
َ ػ٤ِٔش. -1 ٖ حُؼ٤ِٔخص ٣ٝلظلع رلغخد ٌُ  ٣وغْ حُٔظ٘غ ا٠ُ ػذد ٓ

ْ خظْ كغخد  -2 ٝ حُ٘لوخص َٝ حُؼٔٝطٌِلش  حُٔٞحد ٓغ طٌِلش ًَ ٓشكِش٣ظ حُٔظشٝكخص حُٔزخششس 
 .ٔشكِشحُٔخظظش ُِ  حُؼخٓش

3-  ْ  ا٠ُ حُؼ٤ِٔش حُظخ٤ُش ٝطظزق ٓذخلاً ُٜخ. ٔشكِشٓخشؿخص حُ طل٣َ٣ٞظ
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4-  ْ   حُظخٓش حُظ٘غ. شحلأخ٤شس ا٠ُ كغخد حُزؼخػ ٔشكِشحُٜ٘خث٢ ُِ ُٔخشؽح طل٣َ٣ٞظ

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. 
 حُظٌخ٤ُق طـ٤ٔغ

ّ طٌِلش  َ: حُٔشحك٣َـذ طط٣ٞش اؿشحءحص ٗظخ  ٖٓ أؿ

َ حشس حُظٌخ٤ُق حُظ٘خػ٤ش ؿ٤ش حُٔزخشحُٔٞحد ٝحُؼٔخُش ٝ طـ٤ٔغ. 1  .لاهغخّٖٓ هز
 . طلذ٣ذ طٌِلش حُٞكذس ٌَُ هغْ.2

ٖ هغْ ا٠ُ آخش.3 َ حُظٌخ٤ُق ٓ  . طل٣ٞ
ٖ حُظٌخ٤ُق 4  .ُلإٗظخؽ طلض حُظشـ٤َ. طؼ٤٤

Flow of units 

The flow of units (in terms of quantity) through a process cost system 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). 

 
 طذكن حُٞكذحص

ّ طٌِلش   رخُٔؼخدُش حُظخ٤ُش: حُٔشكِش٣ٌٖٔ طِخ٤ض طذكن حُٞكذحص )ٖٓ ك٤غ ح٤ٌُٔش( ٖٓ خلاٍ ٗظخ

 
ٝ ٓ٘وُٞش ح٤ُٜخ = حُٞكذحص حُٔ٘وُٞش  طلضٞكذحص حُ حلاٗظخؽ رذح٣ش حُٔذس + حُٞكذحص حُظ٢ طْ حُزذء رٜخ أ

 ظخؿ٤ش.ُِخخسؽ + حُٞكذحص حُظخٓش + حُٞكذحص حُظ٢ ٓخصحُض ك٢ حُؼ٤ِٔش حلاٗ
 

ْ ٓؼشكش أ١ ٖٓ  حلأسرؼش ك٢ حُٔؼخدُش ، ٣ٌٖٔ كغخد حٌُٕٔٞ حُٔلوٞد ٖٓ حُٔؼخدُش. لاكع  حُظلخط٤َػ٘ذٓخ ٣ظ
ٕ ٛ٘خى ٝكذحص ه٤ذ حُٔؼخُـش  َ ٓٞهق )أ١ هذ لا طٌٞ ٕ ؿ٤ٔغ حٌُٔٞٗخص ٤ُغض رخُؼشٝسس ٓٞؿٞدس ك٢ ً أ

ٍ ح٤ُذ ك٢ ٜٗخ٣ش ٍ ك٢ ٓظ٘خٝ ٝ ٝكذحص ٌٓظِٔش ٝلا طضح  حُلظشس(. ك٢ رذح٣ش حُلظشس أ
 

: The Journal entries 
A- To record the cost to Process : 

 
       Process NO  (    )  A/C                    *** 

           Stores control                                        *** 
               Wages control                                       *** 
                 Factory overhead control                     *** 
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B -transferred Process A/C  to another :  

           Process NO  (    )  A/C                    *** 
                    Process NO  (    )  A/C                    ***    

C- transferred the last  Process A/C   : 
            Stores control  of finished  good       *** 

                                  Process NO  (    )  A/C                    *** 
       And : 

             Cost of sales           *** 
                   Stores control  of finished  good       *** 

  And : 
                      Sales Revenue             *** 

                           Cost of sales           *** 
Example:- 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     

    1500 Units in process at beginning 
5000 Units started in process               

6,500  Units available                              
         1,000         Units still in process 

 5,500 Units transferred to Department B   . 
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 

 
(2) FIF0 Costing 
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Week 27: Equivalent production in average costing method. 
 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 cost is 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. 
 
 

 
Example:- 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 production in 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 
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Week 28: Equivalent production in FIF0 costing method. 
FIF0 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 FIF0, 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:-  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) 
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 production under 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 production average 

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 production F.I.F.O costing  86,000              84,400 
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Week 29: production Report. 
 

Cost of 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 cost elements 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 at the 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. 
It should be noted that the total of the costs to account for must equal the total 

of the costs Accounted for 
 

 طوش٣ش طٌِلش حلإٗظخؽ
ٕ حُٜذف  ْ أٝ ٓشًض حُظٌِلش ُِلظشس. ٗظشًح لأ ٣ٞػق طوش٣ش طٌِلش حلإٗظخؽ ؿ٤ٔغ حُظٌخ٤ُق حُٔلِٔش ػ٠ِ حُوغ

ْ ر٤خٗخص ٓلظِش طظؼِن رخُظٌخ٤ُق حلإؿٔخ٤ُش ٝحُٞكذس. ػخدسً ٓخ  ْ ك٢ حُظٌخ٤ُق ، ك٤ـذ طوذ٣ ٞ حُظلٌ حُشث٤غ٢ ٛ
ْ ا ٝ ٓشًض طٌِلش(. ٣ؼذ ٛزح حُظوش٣ش أ٣ؼًخ ٓظذسًح ٣ظ ْ حُظٌِلش كغذ ػ٘خطش حُظٌِلش ٌَُ هغْ )أ ؿشحء طوغ٤

 ؿ٤ذًح لإدخخلاص دكظش ح٤ٓٞ٤ُش حُٔٞؿضس ك٢ ٜٗخ٣ش حُشٜش.
:ّ َ ػخّ ػ٠ِ أسرؼش أهغخ  ٣لظ١ٞ طوش٣ش طٌِلش حلإٗظخؽ رشٌ

َ ٝخخسؽ حُوغْ  .ح٤ٌُٔخص ٣ٞػق ٛزح حُوغْ حُظذكن حُٔخد١ ُِٞكذحص دحخ
   -حلإٗظخؽ حٌُٔخكت ٣ٞػق ٛزح حُوغْ ٓـٔٞع: 

ٖ ك٤غ حُٞكذحص حٌُٔظِٔش1) ٍ ه٤ذ حُٔؼخُـش ٓ  ( لا طضح
 ( اؿٔخ٢ُ حُٞكذحص حٌُٔظِٔش رخُلؼَ.2)

َ حُظٌخ٤ُق حُٔظٌزذس حُظ٢ ًخٗض:  ْ طٔؼ  -طٌخ٤ُق حُٔلخعزش ُٜزح حُوغ
 ( ه٤ذ حُٔؼخُـش ك٢ رذح٣ش حُلظشس1)
ٍ ٖٓ حلإدحسحص حُغخروش2)  ( ٓ٘وٞ

َ حٓ ُوغْؼخكش ٖٓ هز  (3) 
ْ كغخرخص حُظظشف ك٢ حُظٌخ٤ُق حُٔلِٔش ػ٠ِ    :٢ٛ حُظٌخ٤ُق ٝٛزٙ. حُوغْحُظٌخ٤ُق حُٔلظغزش ُٜزح حُوغ
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 ٗوِٜخ ا٠ُ هغْ آخش أٝ ا٠ُ رؼخػش طخٓش حُظ٘غ.حُظٌخ٤ُق حُظ٢ طْ ( 1)
ٍ ح٤ُذ. شٌٔظِٔحُظٌخ٤ُق حُ ( 2)  ٝك٢ ٓظ٘خٝ

ٍ ه٤ذ حُٔؼخُـش ك٢ ٜٗخطلا حُظ٢  ( 3)  ٣ش حُلظشس.ضح
ٕ ٣غخ١ٝ اؿٔخ٢ُ حُظٌخ٤ُق حُٔلغٞرش  .ٝطـذس حلإشخسس ا٠ُ إٔ اؿٔخ٢ُ حُظٌخ٤ُق حُٔشحد كغخرٜخ ٣ـذ أ

 
Example:- 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 
 

The July cost of production Report for Department A is shown below: 
The Vogel manufacturing corporation cost of production Report, Department A 

  F.I.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       
6500   tal units for accounted                        To 

 
2) Equivalent production 

                                                        Materials  Conversion costs 
Transferred to next department    5,500   5,500 
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-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      

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.I.F.O, its cost of production report for the month of July would 
have appeared as shown below. The data are the same as in Example 4 
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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) Cost to Account for:                           Total cost      Unit Cost   
Work in process, beg. inventory    

Material      1680 
Labor                    1400 
F.O.H              1120 

 
 Cost add during period: - 

Material      10000               1.79692(a) 
Labor              85000                  1.62295(b) 

F.O.H              6800                   1.29836(c)  
Total cost     29500   

 
Computations 

(a) 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:  
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 Cost of units transferred to next department : 
 ( 5500 * 4.71823)        25950 

 Cost of 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 
 

 
 

 
Week 30: Treatment of spoiled units. 
Spoiled units 

Spoilage is the term used to describe units of output that do not meet the 
quality standards or specifications required by customers or management. 

Spoilage may occur at any stage of the production process, and it may be either 
normal or abnormal. Normal spoilage is the unavoidable and expected loss of 

units due to the nature of the process, materials, or equipment. It is considered 
part of the cost of production and is usually allocated to the good units. 

Abnormal spoilage is the excessive and unexpected loss of units due to errors, 
accidents, or inefficiencies. It is considered a loss and is usually charged to a 

separate account. 

poilageidentify s 

The first step in accounting for spoilage is to identify and separate the spoiled 
units from the good units. This can be done by inspecting the units at the end of 
each process or department, or by using quality control techniques such as 

sampling or testing. The number and cost of spoiled units should be recorded 
and reported for each process or department. The cost of spoiled units can be 

calculated by multiplying the number of spoiled units by the average cost per 
unit for each process or department. 

 
account for normal spoilage 

Normal spoilage is usually treated as a product cost and is allocated to the good 
units as part of the cost of production. This means that the cost of normal 

spoilage is included in the inventory value and the cost of goods sold. There 
are two methods of accounting for normal spoilage: the weighted-average 

method and the FIFO method. The weighted-average method assigns the same 
average cost per unit to both the good units and the normal spoiled units. The 

FIFO method assigns the current period's cost per unit to the good units and the 
prior period's cost per unit to the normal spoiled units. 

 

 

https://www.linkedin.com/signup/cold-join?session_redirect=%2Fadvice%2F0%2Fhow-do-you-account-spoilage-process-costing-skills-accounting-brtve&trk=article-ssr-frontend-x-article
https://www.linkedin.com/signup/cold-join?session_redirect=%2Fadvice%2F0%2Fhow-do-you-account-spoilage-process-costing-skills-accounting-brtve&trk=article-ssr-frontend-x-article
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account for abnormal spoilage 
Abnormal spoilage is usually treated as a period cost and is charged to a 

separate account, such as Spoilage Expense or Loss from Abnormal Spoilage. 
This means that the cost of abnormal spoilage is excluded from the inventory 

value and the cost of goods sold. The cost of abnormal spoilage can be 
calculated by multiplying the number of abnormal spoiled units by the average 

cost per unit for each process or department. The cost of abnormal spoilage 
should be deducted from the total cost of each process or department before 

allocating the remaining cost to the good units. 
 

 
eport spoilageR 

Spoilage should be reported in the financial statements and the management 
reports to provide information about the efficiency and quality of the 

production process. The amount and cost of spoilage should be disclosed in the 
notes to the financial statements, along with the method of accounting for 
spoilage and the basis of allocation. The percentage and cost of spoilage should 

be calculated and compared to the standards or benchmarks for each process or 
department. The variance between the actual and the standard spoilage should 

be analyzed and explained in the management reports, along with the 
corrective actions taken or planned to reduce spoilage. 

 
 

Exercises 
 

unit  at $3 per unit  , input  unit  to process 2 as 200 2008In 1/1/ (1):Exercise 
The elements of cost add to it for 1/1 – 31 /12 2008 as below : 

                    direct material       $ 6000                
                    direct labor             $ 5400 

                    Factory overhead    $ 3400  
   Units transferred to process 3      1500 unit 

  Ending work in process     500 unit  

(100% complete as to materials 60% complete as to labor  & 40% complete as 
to Factory overhead   ) 
Prepare process 2 Account 

    

 
 

 
 

 
 

 

https://www.linkedin.com/signup/cold-join?session_redirect=%2Fadvice%2F0%2Fhow-do-you-account-spoilage-process-costing-skills-accounting-brtve&trk=article-ssr-frontend-x-article
https://www.linkedin.com/signup/cold-join?session_redirect=%2Fadvice%2F0%2Fhow-do-you-account-spoilage-process-costing-skills-accounting-brtve&trk=article-ssr-frontend-x-article
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:)2Exercise( 
In 1/1/2020, input  unit  to process 3 as 5000 unit  at $12 per unit  

The elements of cost add 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 
  Ending work in process          400 unit  

(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 

 
):3Exercise( 

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   ) 
500 New  units started in process at $12 per unit  

 Cost Added during the year : 
  Materials   $10700 

  Labor     $13890 
Overhead    $9020   

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 
 

 
 

 


