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Overhead & Absorption costing 
 

1.   Cost allocation : 
 

When items of cost are identifiable directly with some products or departments such costs are 
charged to such cost centres. This process is known as cost allocation. Wages paid to workers of 
service department can be allocated to the particular department. Indirect materials used by a 
particular department can also be allocated to the department. Cost allocation calls for two basic 
factors-(i) concerned department/product should have caused the cost to be incurred, and (ii) 
exact amount of cost should be computable. 

 
 
2.  Cost Apportionment : 
 

When items of cost are not directly chargeable to or accurately identifiable with any cost centres, 
they are pro-rated or distributed amongst the cost centres on some predetermined basis. This 
method is known as cost apportionment. Thus, we see that items of indirect costs residual to the 
process of cost allocation are covered by cost apportionment. The determination of suitable basis 
of apportionment is very important and usually following principles are adopted for such process-
(i) service or use, (ii) survey method, (iii) ability to bear. The basis ultimately adopted should 
ensure an equitable share of common expenses for the cost centres and a basis once adopted 
should be reviewed at periodic intervals to improve upon the accuracy of apportionment. 

 
3.   Cost Absorption : 

 
Ultimately the indirect costs or overhead as they are commonly known, will have to be distributed 
over the final products so that the charge is complete. This process is known as cost absorption, 
meaning thereby that the costs are absorbed by the production during the period. Usually any of 
the following methods are adopted for cost absorption (I) Direct material cost percentage (ii) 
Direct labour cost percentage cost (iii) Prime cost percentage (iv) Direct labour hour rate (v) 
Machine hour rate etc. The basis should be selected after careful consideration of all relevant 
factors and should ensure maximum accuracy of cost-distribution to various production units. 
The basis should be reviewed periodically and corrective action whatever needed should be 
taken for improving upon the accuracy of the absorption. 

 
 
4.  Discuss in brief three main methods of allocating support departments costs to operating 

departments.  Out of these three, which method is conceptually preferable ? 
 

Ans: The three main methods of allocating support departments costs to operating departments 
are : 

 
i. Direct re-distribution method : Under this method, support department costs are directly 

apportioned to various production departments only.  This method does not consider the  
     service provided by one support department to another support department. 
 

ii. Step method :Under this method the cost of the support departments that serves the maximum 
numbers of departments is first apportioned to other support departments and production 
departments.  After this the cost of support department serving the next largest number of 
departments is apportioned.  In this manner we finally arrive on the cost of production 
departments only. 

 
iii. Reciprocal service method : This method recognises the fact that where three are two or more 

support departments they may render services to each other and, therefore, these inter-
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departmental services are to be given due weight while re-distributing the expenses of the 
support departments.  The methods available for dealing with reciprocal services are : 

 
  a. Simultaneous equation method. 
  b. Repeated distribution method. 
  c. Trial and error method. 
 

The reciprocal service method is conceptually preferable.  This method is widely used  even if 
the number of service departments are more than two because due to the availability of 
computer software it is not difficult to solve sets of simultaneous equations. 

 
5.  What is blanket overhead rate ?  In which situations, blanket rate is to be used and why ? 
 

Ans.  Blank overhead rate is one single overhead absorption rate for the whole factory.  It may be 
computed by using the following formulae :  

 
Blanket overhead rate =      Overhead costs for the whole factory 
        * Total units of the selected base 
The selected base can be the total output; total labour hours; total machine hours etc. 
Situations for using blanket rate : 
 
The use of blanket rate may be considered appropriate for factories which produce only one 
major product on a continuous basis.  It may also be used in those units in which all products 
utilise same amount of time in each department.  If such conditions do not exist, the use of 
blanket rate will give misleading results in the determination of the production cost, specially 
when such a cost ascertainment is carried out for giving quotations and tenders. 

 
6.  Write a note on ‘classification’, ‘allocation’ and ‘absorption’ of overheads.  How does it 

help in   controlling overheads ? 
 
 Ans:  Classification of overheads : 

It means determination of categories, classes or groups in which overhead costs may be sub-
divided. 
  
Usually, overhead costs are classified under three broad categories viz., Factory Overheads; 
Office and administrative Overheads and Selling and distribution Overheads. 

 
Factory overheads represent all those indirect costs that are incurred in the manufacturing 
process.  For example, consumable stores, factory rent, depreciation of plant. Factory building, 
repairs and maintenance. 
Office and administrative overheads represent costs which are associated with the administration 
and maintenance of the office. 

 
Selling and distribution overheads are the expenses incurred for selling and distribution of 
products.  It includes salaries of sales staff and commission; sales promotion expenses; 
advertising expenses, warehousing costs etc. 

 
Allocation of overheads : 
It refers to the allotment of whole items of overhead cost to cost centres or cost units.  In other 
words, allocation of overhead means the allotment of the whole, undivided item of expense to a 
particular department or cost centre.  For example, department salaries directly related to various 
departments are allocated to them. 

 
Absorption of overheads : 
It is defined as the process of absorbing all overhead costs allocated or apportioned over 
particular cost centre or production department by the units produced. 
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Absorption of overheads takes place only after the allocation and apportionment of overhead 
expenses.  In other words, the overhead costs are either allocated over different cost centres or 
cost units and afterwards they are absorbed on equitable basis by the output of the same cost 
centres. 

 Help rendered in controlling overheads : 
 

The classification, allocation and absorption of overhead costs over different cost centres helps in 
two ways.  Firstly, the overheads costs assigned to cost centres are used for cost control and 
performance evaluation purposes.  These assigned costs are periodically totaled and listed on 
performance report which also has the figures of budgeted costs.  Differences between budgeted 
and actual costs for each item of expenditure are highlighted in the performance reports and 
provide feedback information for performance evaluation and cost control purposes.  Secondly, 
the accumulated production cost centre overhead costs are assigned in the second stage of the 
procedure to products to satisfy financial accounting requirement for inventory valuation. 

 
7.  What is notional rent of a factory building ?  Give one reason why it may be included in   

cost accounts. 
 

Ans: Notional Rent: It is a reasonable charge raised in the cost accounts for the use of owned 
premises.  One reason for the use of such a nominal charge is to enable comparison between 
the cost of items made in factories which are owned and in rented factories.  However, it may be 
noted that in the case of owned factory cost for the same is accounted for by means of 
depreciation. 

 
 
8.  Why is the use of an overhead absorption rate based on direct labour hours generally 

preferable to a direct wages percentage rate for a labour intensive operation ? 
 

Ans: A method of overhead absorption is considered appropriate if the total amount of overhead 
absorbed in a period does not fluctuate materially from the actual expenses incurred in the 
period.  Direct wages percentage rate method do not possess the aforesaid feature.  In other 
words, the overhead charged varies from period due to changes in direct wages. 
 
In fact, overhead expenses are generally a function of time.  Therefore, a time based overhead 
absorption rate method is always preferred over any other method.  In the case of labour 
intensive operations, it is advisable to use labour hour method for overhead absorption. 

 
  (a) Problem of controlling the selling & distribution overheads are  :  
 
 i. The incidence of selling & distribution overheads depends on external factors such as 

distance of market, nature of competition etc.  which are beyond  the control  of 
management.  
 

 (ii) They are dependent upon customers’ behaviour, liking etc.  
 

(iii) These expenses are of the nature of policy costs and hence not  amenable  to control.  
 

The above problems of controlling selling & distribution overheads can be tackled by adopting 
the following steps :  

 
(a)  Comparing the figure of selling & distribution overhead with the figure of previous period.  

 
 (b) Selling & distribution overhead budgets may be used to control such overhead 

expenses by  making a comparison of budgetary figures with actual figures of 
overhead expenses, ascertaining  variance and finally taking suitable actions.  
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 (c) Standards of selling & distribution expenses may be set up for salesmen, territories, 

products etc. The laid down standard on comparison with actual overhead expenses 
will reveal variances, which can be controlled by suitable  action.  

9. Short note on Selling & Distribution Expenses. 
 Ans : Selling expenses:  Expenses incurred for the purpose of promoting, marketing and sales of 

different products. 
 

Distribution expenses: Expenses relating to delivery and dispatch of goods/products to 
customers. 

 Accounting treatment for selling and distribution expenses 
 Selling and distribution expenses are usually collected under separate cost account numbers. 
 
 These expenses may be recovered by using any one of  following method of recovery. 
 
 1. Percentage on cost of production/cost of goods sold. 
 2. Percentage on selling price. 
 3. Rate per unit sold. 
 
10.  Explain, how under-absorption and over-absorption of overheads are treated in Cost 

Accounts. 
 

Ans:. Production overheads are generally recovered or charged on the goods on some 
predetermined basis.  Irrespective of the method used for the recovery of overheads, it has been 
observed that a difference arise between the amount of overheads absorbed and the amount of 
overheads actually incurred.  If the absorbed amount is more than the overheads actually 
incurred then such a difference is termed as an over absorption of overheads.  If the recovery is 
less than the actual overheads incurred then the difference is termed as under absorption of 
overheads.  The over-absorbed and under-absorbed amount of overhead can be treated in Cost 
Accounts by following any one of the methods explained below : 

 

 Cost Accounts treatment of under-absorption and over-absorption of overheads : 
 

The under-absorption and over-absorption of overheads can be disposed off in cost accounting 
by using any one of the following methods. 

 
 i. Use of supplementary rates 
 ii. Writing off to Costing Profit & Loss Account 
 iii. Carrying over to the next year’s account. 
  

i.  Use of supplementary rates : This  method is used to adjust the difference between overheads 
actually incurred by computing supplementary overhead rates.  Such rates may be either 
positive or negative.  A positive rate is intended to add the unabsorbed overheads to the cost 
of production.  The negative rate, however corrects the cost of production by deducting the 
amount of over-absorbed overheads.  The effect of applying such a rate is to make the actual 
overheads get completely absorbed. 

 
ii. Writing off to Costing Profit & Loss Account  :  When under or over-absorbed amount is quite 

negligible and it is not felt worthwhile to absorb it by using supplementary rates, then the said 
amount  may be transferred to Costing Profit & Loss A/c..  In case under-absorption of 
overheads arises due to factors like idle capacity, defective planning etc., it may also be 
transferred  to Costing Profit & Loss A/c. 

 
iii. Carrying over to the next year’s account : Under this method the amount of under/over-  

absorbed overhead may be carried over to the next year’s accounts.  This method is not 
considered appropriate as it allows costs of one period to affects costs of another period.  
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Further, comparison between one period and another is rendered difficult.  Therefore, this 
method is not proper and has only a limited application.  However, this method may be used 
when the normal business cycle extends over more than one year, or in the case of a new 
project where the output is low in the initial years. 

 

Technique of Absorption Costing 
 

Absorption Costing is a technique of pricing the products or services. It consisting of certain rules 
& procedure with the help of which overhead recovery rates are ascertained for determination of 
product price for the purpose of profit planning. 

 
Steps to be followed  
 
1. Prepare the production value chain. 
2. Identify the cost centres- production & service cost centres. 
 
3. Calculate the normal capacity or activity levels of each cost centres. Activity level implies 

the operating level of the cost centers. It is  generally expressed in terms of units, 
capacity % or hours work. So always consider the normal or actual activity which is ever 
is higher. 

 
4. Estimate the cost of each cost centers by applying the behaviour of costs . These costs 

are Direct Costs to each cost centers. 
 
5. Estimate the Indirect cost of the products . 
 
6. Identify the Prime Cost of the product. 
 
7. Prepare the Production Overhead analysis sheet & show 

a. Allocation 
b. Apportionment 
c. Reapportionment 
d. Absorption/recovery/application/charging rates. 

 
8. Compute the Production overhead of the product. 
 
9. Add Administration overhead of production nature. 
 
10. Compute the Cost of Production.  
11. Adjust W.I.P. & Finished Stock. 
12. Add Administration , Selling & Distribution Overhead 
 
There are six main steps in dealing with factory overheads in cost account :  

 
A. COLLECTION : There are seven main sources of cost data relating to factory overheads. 

 1. Purchase day book ; 
 2. Overheads invoices ;  
 3. Stores requisitions. These three meant for collection of indirect materials cost. 
 4. Wages analysis book for indirect wages. 
 5. Cash book and petty cash book.  
 6. Journal proper. 
 7. Other registers like plant and machinery.  
 
 B. CLASSIFICATION : There may be three broad categories of  factory overheads. 

1. Plant overheads . 
2. Overheads relating to production cost centres ; and 
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3. Overheads relating to service cost centres.  
 
All the factory overheads are to be classified to suit the purpose of cost accounting, 
whether item wise i.e. rent, insurance, depreciation etc., or function-wise. Standing order 
numbers are used for collecting the factory overheads. Cost Account numbers are used 
for collecting the Administration, Selling and Distribution overheads. 

 
C. ALLOCATION :  Allocation is the allotment of whole items of cost  centres, whether they may 

be production cost centres or service cost centres . For example, indirect wages of 
production. department A is to be allocated to Department ‘A’ only. Similarly, wages of 
services department ‘S’ is to be allocated to Department ‘S’ only. 

 
D.  APPORTIONMENT (or Primary Distribution) :  Apportionment is the distributions of items of 

cost to other cost centres on suitable basis after they are collected under separate 
standing order numbers.. Overheads which are not directly identifiable with any Particular 
Production or service cost centre are distributed over the department/cost centres on the 
basis of  Labour hours  
 

The following tables  indicates the various bases of apportionment for the usual items of factory 
overhead : 

 
    Item of factory Overhead   Basis of apportionment     

  
1.  Rent…………………………………………  Area or volume of building 

 2.  Depreciation of Machinery………………. % of original cost of machinery or machine hour rate 
3.  Power……………………………………….  HP rating ,Horse power multiplied by machine hours 

or KWH or value of machine. 
  

4.  Electric lighting……………………………. Number of light points or area. 
 5.  Canteen expenses……………………….. Number of employees 
 6.  Store-keeping and materials handling….. Number of stores requisition or material consumed 
  

7.  Indirect wages of maintenance department ..  Estimated of actual time spent. or direct wages 
    8.  Delivery expenses……………………….. Weight, volume or ton-kilometre 
 9.  Repairs of plant………………………….. Value of plant. 
  

10. Supervision………………………………. no. of machine/employee or Direct wages 
 11. Fire Insurance……………………………. Value of Asset or area occupied. 
 12. Machine shop exp……………………… Machine hours or Labours hours. 
  

13. General Exp……………………………… Direct Wages or No. of Employees 
 14. Audit Fees ……………………………….. Sales or total cost 
  

15. Maintenance of building………………… Area or labour hours.     
16. Repair and Maintenance Cost…………. Value of assets or hours worked for each 

department. 
 17. Stores Department……………………… No. of stores requisitions. 
 18. Canteen Exp……………………………. No. of meal served or no. of employees. 
 19. Transport Dept………………………….. Weight or volume or ton-km. 
 
 20. Civil Service Dept………………………. Area. 

21. Purchase Department………………….. No. of purchase orders placed or value of materials 
       purchased for each department. 
 22. Crane service……………………………. Crane hours or weight of materials handled. 
 23. Time-keeping……………………………. No. of employees 
 24.  Power house……………………………. Heat area of cubic contents or KWH. 
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25. Tool Room……………………………….. Direct Labour hours. 

 26. Inspection………………………………… Number of units  
 27. Hospital and Dispensary………………. Number of units 
 
 
 

Re-Apportionment 

E. 
       Secondary Distribution of Factory Overheads.     
                           |         | 
Apportionment of overheads of service        Apportionment of overheads of service dept., to 
department directly to production departments.  other service depts., and production depts. 
        |                                                   |         
  
           Reciprocal basis    Non-reciprocal basis  
           |    |  Step ladder method  
  Repeated Distribution method     Simultaneous Equation method. 

 
 

F. Absorption is amount of overhead absorbed / charged / recovered / applied to product . 
 

  Recovery  Rate   =  Budgeted overhead  base 
 
Bases are of four types  

1. Unit Basis        3. Machine Hour  
 2. Labour Costs          4. Labour Hour   
  
 OVERHEAD Charged or Recovered or Applied or Absorbed = Recovery Rate   x  ACTUAL BASE 

 
 
Accounting Treatment for Under or Over Recovery  of Overhead: 

 
1.   Supplementary overhead rate : If the under-absorption is significant, supplementary 

overhead rate is computed and applied to the jobs or number of units as follows : 

  Supplementary overhead rate  = Under-absorption of factory overhead    Actual base  
 
2.  Transfer to current year’s costing P and L a/c :- If the under-absorption is minor and 

insignificant, it may be transferred to the current year’s costing P and L a/c., without re-
opening the various job accounts involved. 

 
3.  Transfer to next year : Alternatively, the under-absorption can be transferred to the next 

year’s Factory overhead control account with the hope that the same can be adjusted in 
the next year. But this method is not recommended as most of the overhead are period 
costs and related to time.  

 
Note : Adjustment and accounting treatment of over-absorption of factory overheads can be   

done in the reversal way. 
 

 Treatment of Administration Overhead 
    
 Administrative  overheads included the following items of cost :  
 Printing and stationery, other office  supplies 
 Employees cost – salaries of administrative staff  
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 Establishment expenses – Office rent  & rates, insurance, depreciation of office building and 
other assets, legal expenses, audit fees, bank charges, etc.  

 
 Administrative overheads are to be further analysed into two 
  1. For production activities and  
  2. Other for sales and distribution activities.  
 Administrative overheads relating to production activities are to be apportioned to different 

production cost centres on the basis conversion costs of production cost centres. The 
apportioned overheads are absorbed to products on the basis of the normal capacity.  

 
 In case of under-absorption or over absorption of administrative overhead relating to production, 

tile same shall also be adjusted with Costing Profit & Loss Account.  
 
 
Recovery of S & D expenses : on the basis of Sales Or Units Sold Or Cost Of Sales. 

 
Selling & Distribution Overhead is apportioned to the products on the following basis 

 
 Commission and Remuneration of salesmen Sales value 
 Advertisement     Sales Value of physical units. 
 Warehousing expenses   Sales Volume of each product 
 Rent      Floor Space 
 
 Insurance     Value of Finished Stock of each product line. 
 Depreciation     Percentage of capital value of Assets 
 Transport     Weight or Volume Distance travelled. 
 
 Credit and collection    Number of sale orders 
 Financial     Sale value of each product line 
 General Admn.    No. of sales-men 
 Misc.,      Sales value or volume 
  

 
PROBLEMS 
 
1.  The New Enterprises Ltd. has three Production Departments, A, B, C, and two Service 

Departments D, and E. The following figures are extracted from the records of the company ;- 
   

        Rs.      Rs. 
  Rent and rates     5,000  General lighting     600  
  Indirect wages      1,500  Power    1,500 
  Depreciation of Machinery  10,000  Sundries            10,000 
 

The following further details are available :- 
      

Total   A   B   C   D   E 
 Floor space (sq.ft.)  10,000  2000  2,500  3,000 2,000  500 
 Light points          60      10       15       20      10      5 
 Direct Wages (Rs.)  10,000  3000  2,000  3,000 1,500  500  
 H.P. of Machines      150      60       30       50      10      -- 

Value of Machinery (Rs.) 2,50,000 60000              80,000      1,00,000  5,000  5,000 
 Working hours       -   6225     4,028 4,066 
 
        The expenses of D and E are allocated as follows :- 
     A  B  C  D  E 
 D    20%  30%  30%  -  20% 
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 E    40%  20%  30%  10%    - 
 

What is the total cost of an article if its raw material cost is Rs. 50, labour cost Rs. 30 and it 
passes through Departments A, B, C for 4, 5 and 3 hours respectively. Profit is 25 % on cost. 
Show reapportionment up to 2 cycles. 

 
2.   Following data are given to you from which you are required to calculate the composite machine 

hour rate of two production departments A and B. There are two service departments X and Y as 
well as an establishment department E. The data give the annual expenses budgeted for the 
year in question. 

  
Expenditure    Total amount    Remarks 

             Rs. 
 Establishment expenses    3,00,000 Distribute on the basis considered best by you. 
 Indirect labour    10,00,000 Allocate Rs. 1,00,000 to each of the service   
       departments and the balance to production   
       departments on the basis of your choice, according 
                             of cost accounting principles. 

 
 Electric power         70,000 Decision on the allocation to be taken by you as a  
 Electric lighting        25,000 Cost account 
 Fuel consumption     1,00,000 Only department b consumes fuel. 
 Repairs to plant and machinery1,00,000 No remarks 
 Rent       1,00,000 Both for factory and office 
 factory general expenses       95,000 Allocate as per floor space but not for office. 

 
 The following table is also supplied to you : 
  

   Production department Service department  Establishment  
          department.  
   Total     A      B  X  Y          E   

  
Floor space(sq.ft.) 1,00,000 40,000  30,000         15,000      10,000      5,000 

 Horse-power rating ratio      -       4                   2             1    -         - 
 Light points       50                 30                  12             3              3                2 
 Direct labour hours 4,20,000 2,00,000 1,50,000      50,000          20,000               - 
  

Machine hours   2,00,000 1,00,000    80,000      20,000               -                    -    
 Direct Wages (Rs.) 1000,000 5,00,000 3,00,000   1,52,500          47,500             -  
 Personnel employed       3,265      1,265         1,000  500            300           200  
 Value of Plant and   
 machinery(Rs.) 100 lakhs      50 lakhs            35 lakhs    15 lakhs   -                  - 
  

Value of building (Rs.)19.75 lakhs 10 lakhs  6 lakhs    3 lakhs 0.50lakh    0.25  
 Tools stock at purchased 
      value (Rs.)    2.5 lakhs 1.0 lakh 1.0 lakh   0.5 lakh       -           - 
  

Amortisation of tools as a 
 percentage on straight 
 line method       -    25  25      25         -            -  
  

Depreciation on straight 
 line method :       -                           
 Machinery %       -  10    8    5 
 Building %       -    2    2    2      2               2  
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Service department Y renders service to A, B, and X departments. Service department X renders 
service to production departments only. Expenses apportioned to service department Y are to be 
distributed to service department X and production departments on the basis of direct labour 
hours. Expenses of service department X are to be distributed to production departments on the 
basis of machine hours. 

 
Show cost sheet on comprehensive vs. simple machine hr rate 
3.  Find out the cost of each unit of production of the service departments from following data for 

2003 : 
 
 Service Departments  Steam  Water        Power 
 Production   18,800 MT 7,00,000 CM.  30,00,000 KWH 
 
          Rs.       Rs          Rs. 
 Direct Materials     50,000  2,00,000    50,000 
 Direct Labour   1,00,000  1,90,000 1,50,000 
 Direct Expenses  1,60,000  1,24,000 1,20,000 
 Overheads   1,74,240  1,58,000 2,72,000 
 
 Steam        -      -   10,000 MT 
 Water             56,000 CM     -   1,05,000 CM 
 Power          1,46,400 KWH 4,20,000 KWH  80,000 KWH 
  

Also find the cost recovered in production  
 
 
4. E – books is an online book retailer. The Company has four departments. The two sales 

departments are Corporate Sales and Consumer Sales. The two support-departments are 
Administrative (Human resources, Accounting), and information systems. Each of the sales 
departments conducts merchandising and marketing operations independently. 

  

 The following data are available for October, 2003: 

  

Departments 
 

Revenues 
 

Number of 
Employees 

Processing Time 
used (in minutes) 

Corporate Sales 
Consumer Sales 
Administrative 
Information 
System 

Rs. 16,67,750 
Rs.   8,33,875 
- 
- 
 

42 
28 
14 
21 
 

2,400 
2,000 
   400 
1,400 

   
  Cost incurred in each of four departments for October, 2003 are as follows: 
   
 Corporate sales      Rs. 12,97,751 
 Consumer sales      Rs.   6,36,818 
 Administrative       Rs.      94,510 
 Information systems      Rs.   3,04,720 
 

The company uses number of employees as a basis to allocate Administrative costs and 
processing time as a basis to allocate Information systems cost. 

 
 Required: 
 
 a. Allocate the support department costs to the sales department using the direct method. 
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 Rank the support departments based on percentage of their services rendered to other 
support departments. Use this ranking to allocate support costs based on the step-down 
allocation method. 

 
 b. How could you have ranked the support departments differently? 
 

 c. Allocate the support department costs to two sales departments using the reciprocal allocation 
method.        

  
5.  Prepare consolidated cost-sheet, transfer service department expenditure to production 

departments on a suitable basis and indicate the final costs of products P, Q and R. 
 
 Nature of Exp.  Total       Production   Service in Rs.  
           A      B     X     Y 
 Direct Material  20,000    9,500  10,500       -      - 
 Direct Labour  30,000  13,900  16,100      -      - 
 Indirect Material   4,000    2,000    1,000    700    300 
 Indirect Labour   6,000       850       920  2,730  1,500 
 Dep. on Plant  10,000    5,000    3,000  1,500    500 
 Dep. on Building 12,000    7,000    2,500  1,000  1,500 
 Insurance    3,000    1,200       800     300    700 
 Overtime    3,000       750       250  1,200    800 
 Other factory Exp. 10,500    4,500    2,500  2,300  1,200 
    98,500  44,700  37,570  9,730  6,500 

 
Notes: 
1.   Rs. 2,500 Service Dept. charges incurred in Dept. Y have to be transferred to Service Dept.   

X. The balance to be charged to Depts. A, B and X at the rate of 45%; 35% and 20% 
respectively. 

  
2.   Expenses incurred in Service Dept. X have to be charged to A and B Dept.  3 : 2. 
 
3. 4,000 units of product P are processed through A, the attention to all products being   

continuous and uniform. 
4. Dept. B manufactures 3,000 units of Q and 2,000 units of product R, the direct material 

consumed being 3 : 2.  
 
The work is mainly manual and direct labour hours are : 

   
Product Q  Ordinary hrs. 12,000  Overtime 40 

  Product R  Ordinary hrs.   4,100  Overtime 85 
 
Treatment of Selling & Distribution Overhead: 
    
6. A company produces a single product in three sizes, A, B, and C. Prepare a statement showing 

the selling and distribution expenses apportioned over these three sizes applying the appropriate 
basis for such apportionment in each case from the particulars indicated. Expenses the total of 
the cost so apportioned to each size as - 

 
1.  Cost per unit sold (nearest Rs.) 
2.  A percentage of sales turnover (nearest to two places of decimal)the expenses are : 

 
  Expenses   Amount Basis of  Apportionment 
          Rs. 
  Sales Salaries   10,000  Direct charges 
  Sales Commission    6,000  Sales turnover 
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  Sales Office expenses    2,096 Number of orders 
   

Advertising : General    5,000  Sales turnover 
  Advertising : Specific  22,000  Direct charge 
   

Packing     3,000  Total volume in cf. of products sold 
  Delivery expenses    4,000   do 
  Warehouse expenses    1,000   do 
  Credit Collection Expenses   1,296  No. of orders. 
     Rs.  54,392 

Data available relating to the three sizes are follows :- 
 
                                                                 Total  Size A  Size B  Size C  

 
(I)     No. of salesmen, all paid salary        10         4         5        1 
(ii) Units sold      10,400  3,400   4,000   3,000 
(iii) No. of orders        1,600     700      800      100 
 
(iv) Percentage of specific advertising     100%    30%      40%      30%  
(v) Sales turnover (Rs.)   2,00,000 58,000  80,000  62,000 
(vi) Volume of cft.per unit of    -           5           8         17 

finished product 
 
7.  XYZ Ltd, a manufacturing Company, having an extensive marketing network throughout the 

country, sells its products through four tonal sales offices, viz., A, B,  C and D. The budgeted 
expenditure for the year is given below : 

  
Sales Manager’s Salary    Rs. 1,20,000 

 Expenses relating to Sales Manager’s Office          80,000 
 Travelling Salesmen’s Salaries         3,20,000 
 Travelling Expenses              36,000 
 Advertisements              30,000 
  

Godown Rent : Zone  ‘A’  15,500 
    ‘B’  25,200 
    ‘C’    9,800 
    ‘D’  18,000           68,500 
  

Insurance on inventories             20,000 
 Commission on Sales @ 5% on Sales        6,00,000   

The following further particulars are also available : 
  

Zone             Sales in  No. of   Total Mileage  Allocation of     Ava. Stock                            
   Rs. Lakhs Salesmen     Covered  Advertisement     Rs. lakhs. 
  

A     36      5    6,000    30%  6 
 B                48                 6  14,000    30%  8 
 C     16      2    4,500    20%  4 
 D     20      3    5,500    20%  2 
 

Bases on the above details, compute zone wise selling overheads as a percentage to sales. 
 
8.   A company is making a study of the relative profitability of the two products – A and B.  In 

addition to direct cost, indirect selling and distribution costs to be allocated between the two 
products are as under : 
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              Rs.   
  
  Insurance changes for inventory (finished)      78,000 
  Storage costs        1,40,000 
  Packing and forwarding charges     7,20,000 
  Sales salaries        8,50,000 
  Invoicing costs       4,50,000  
  
  
  
 
 
 Other details are :           Product A          Product B  
 
  Selling price per unit    (Rs.)    500   1,000 
  Cost per unit (exclusive of indirect 
.  selling and distribution costs)   (Rs.)     300      600 
  Annual sales in units     10,000   8,000 
  Average inventory    (units)   1,000      800 
  Number of invoices       2,500   2,000  
 

One unit of product A requires a storage space twice as much as product B.  The cost to pack 
and forward one unit is the same for both the products.  Salesmen are paid salary plus 
commission @ 5% on sales and equal amount of efforts are put forth on the sales of each of the 
products. 

 

 Required : 
 

  i.  Set up a schedule showing the apportionment of the indirect selling and distribution costs   
between the two products. 

Prepa  ii.   Prepare a statement showing the relative profitability of the two products. 
 
 

On the basis of Behaviour of Cost:  
 
8.  ABC Ltd. generates  and produces its own power. Date for Power Costs are as follows : 
        Production Dept.          Service Dept.  
 Horse Power Hours :      A    B     X        Y   
 Needed at capacity production 10,000  20,000  12,000  8,000 
 Used during the month of May   8,000  13,000    7,000  6,000 

 
During the month of May, costs for generating power amounted to Rs. 9,300; of this Rs. 2,500 
was considered to be fixed cost. Service Dep. X renders service to A, B and Y in the ratio 13:6:1 
while Y renders services to A and B in the ratio of 31:3 Given that the direct labour hours in Dept. 
A and B are 1,650 hours and 2,175 hours respectively, find the power Cost per labour hour in 
each of these two Dept. 

9. PQR Ltd. Has its own power plant, which has two users, Cutting Department and Welding 
Department. When  the plans were prepared for  the power plant, top management decided that 
its practical capacity should  be 1,50,000  machine hours.  Annual budgeted  practical capacity 
fixed costs are Rs.9,00,000 and budgeted variable costs are Rs.4 per machine-hour.The 
following data are available: 

       Cutting  Welding  Total 
     Department  Department 
 

   Actual Usage in 2002-03                       60,00  40,000       1,00,000 
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   (machine hours)   
   Practical capacity for each department                90,000      60,000      1,50,000 
   (machine hours) 
 
   Required: 

a. Allocate the power plant’s cost to the cutting and the welding department using a single rate 
method  in which the  budgeted  rate is  calculated  using  practical capacity and costs are 
allocated based on actual usage. 
b. Allocate the power plant’s cost to the cutting and welding departments, using the dual rate 
method in which fixed costs are allocated based on practical capacity and variable costs are 
allocated based on actual usage. 
c. Allocate the power plant’s cost to the cutting and welding departments using the dual rate 
method in which the fixed-costs rate is calculted using  practical capacity, but fixed  costs are 
allocated to the cutting and welding department based  on actual usage. Variable costs are 
allocate based on actual usage. 
d. Comment on your results in requirements (i), (ii) and (iii).    5/03/3 

 
Recovery on Unit Basis 
 
10.  A company of repute manufactures 4 varieties of a product : namely K. L. M and N. If the 

company manufactures only one variety, the monthly production can be either 5000 of K. or 
10,000 of L or 15,000 of M or 30,000 of N. 

 
From the following information you are required to find the profit or loss made on each variety, 
showing direct cost, works cost and total cost. 

                                                                                                         Varieties    
      K    L    M    N 
 Actual production in a month  675  1,800  4,050   9,450 
       Rs.    Rs.    Rs.     Rs. 
 Direct Wages    3,000  5,500  7,500  21,000 
 Direct Material Cost   3,500  6,500  9,000  27,500 
 S. Price per unit        30       20       15         12  
 

Overhead expenses for the month are Rs. 81,000. Selling and distribution cost is to be calculated 
@ 10% of cost of production. Overhead expenses are to be allocated to each variety on the 
basis of units product. 

 
11.  Kapoor Brothers manufactured three types of fans. viz., table fan, ceiling fan and fan for cars. 

The costs are as under - 
     Table fans  Ceiling fans  Fans for cars 
          Rs.       Rs.      Rs. 
 Materials     30.00   270.00   18.00 
 Wages      30.00     60.00   24.00 

 
Total factory overhead for the month of July, 2003 were Rs. 30,000. You are asked to determine 
the factory cost of each type of fan after assuming that one table fan is equivalent to two fans for 
car and one ceiling fan is equivalent to 5 car fans for the purpose of overhead distribution. The 
production for the month of July, 2003 was :- 
 
Fans for car 200; Table fans 100; Ceiling fans  20 

 
Recovery on Hour Basis 
 
12. The expenses of a machine cost centre for a particular month are as under : 
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(I)   Power - Rs. 50,000 ; (ii)  Maintenance and Repairs - Rs. 10,000 (iii) Machine Operator’s 
Wages - Rs. 2,000 ;  (iv)  Supervision- Rs. 6,000 ; (v)  Depreciation - Rs. 40,000. 

 
 Other particulars are given below : 
  Products   Rate of Production  Production Units 
  A    30 Units per hour   1,800 
  B    10 Units per hour      500 
  C      6 Units per hour      300 
  D      4 Units per hour      260 

 
The entire production was to be offered to Government on ‘Cost Plus 20%’ basis. Material costs 
per unit are, A-Rs.40,  B- Rs. 60, C- Rs. 100 and D- Rs.300. Labour rate is Rs. 120 per machine 
hour. Prepare statement showing product-wise ‘cost’ and ‘offer price’. 

 
13.  A department uses an overhead absorption rate of Rs. 2 per hour absorb the departmental 

variable and fixed overhead. 
  
  Activity level in hours         Budget cost allowance ( Rs.) 
    3,200     7,040 
    3,600     7,520 
    4,800     8,960 
 

From the information given above you  are required to calculate : 
 
 (I)   the total budgeted fixed overhead; and  
 (ii)  the normal activity level on which the Rs. 2 rate was based. 
 
14. In a factory, the expenses of factory are charged on a fixed percentage basis on wages and 

office overhead expenses are calculated on the basis of percentage of works cost. 
 

Following information is supplied to you ; 
      I order  II order 
 
 Material    12,500  18,000 
 Wages     10,000  14,000 
 Selling Price    44,850  61,880 
 Percentage of profit on Cost    15%    12% 
 

Find out percentage for factory overhead and office overhead. 
 
Machine Hour Rate 
 
15.  The following particulars refer to process used in the treatment of a material subsequently 
 incorporated in a component forming part of an electrical appliance : 

 
(a) The original cost of the machine used was Rs. 10,000. Its estimated life is 10 years, the 
estimated scrap value at the end of its life is Rs. 1,000, and the estimated working time per year 
(50 weeks of 44 hours)  is 2,200 hours of which machine maintenance, etc., is estimated to take 
up 200 hours. 
No other loss of working time is expected, setting up time, estimated at 100 hrs. (included in 
2,200 hrs.), is regarded as productive time. 
 
(b) Electricity used by the machine during production is 16 units per hour at a cost of 9 P. per 
unit. No current is taken during maintenance or setting up. 
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(c) The machine requires a chemical solution which is replaced at the end of each week at a cost 
of Rs. 20 each time. 
 
(d) The estimated cost of maintenance per year is Rs. 1,200. 
 
(e) Two attendants control the operation of the machine together with five other identical 
machines. Their combined weekly wages, insurance and the employer’s contributions to holiday 
pay amount to Rs. 120. 
 
(f)  Departmental and general works overheads allocated to this machine for the year amount to 
Rs. 2,000. 
 
You are required to calculate the machine hour rate necessary to provide for recoupment of the 
cost of operating the machine. 

 
16.  Continuing the information given in the previous problem, compute the machine-hour rate, in 

each of the following cases  
  

(a)  If setting up time is taken as productive time and the current is taken during setting up. 
(b)  If setting up time is taken as unproductive time but current is taken during setting up. 

 (c)  If setting up time is taken as unproductive time and no current is taken during setting up time. 
 
17.  A machine shop has 8 identical machines manned by 6 operators.  The machine cannot be 

worked without an operator wholly engaged on it.  The original cost of all these machines 
workers out to Rs.8 lakhs.  These particulars are furnished for a 6 month period : 

 

 Normal available hours per month per worker  208 
 Absenteeism (without pay) hours P.M. per worker    18 
 Leave (with pay) hours per worker P.M     20 
 Normal idle time Unavoidable hours per worker P.M.   10 
  
 Average rate of wages per worker for 8 hours a day         Rs.20 
 Average rate of production bonus estimated   15% on wages 

 Value of Power consumed     Rs.8,050 
 Supervision and indirect labour    Rs.3,300 
 Lighting and electricity     Rs.1,200 

Hire-purchase installment for the machine         1,200 
(including Rs. 300 for interest) 

  

 These particulars are for a year : 
  

 Repairs and maintenance including consumables  3% of value of machines 
 Insurance       Rs.40,000 
 Depreciation                  10% of original cost 
 Other sundry works expenses    Rs.12,000 
 General management expenses allocated   Rs.54,530 
 

You are required to work out a comprehensive machine hour rate for the machine shop. 
 
18.  An Engineering Company engaged in the manufacture of various heavy engineering products, 

has installed one Pegard Numerical Control Horizontal Borer of specialised manufacturing 
operations. Calculate the machine hour rate on the basis of the following particulars : 
 
(I) F.O.B. cost of the machine Rs. 24 lakhs  
(ii) Customs duty, insurance freight etc. Rs. 11 lakhs. 
(iii) Installation expenses Rs. 3 lakhs.  
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(iv) Cost of tools adequate for 2 years only Rs. 4 lakhs  
 
(v) Cost of machine room Rs. 3 lakhs  
(vi) Cost of air-conditioning for machine room Rs. 2 lakhs.  
(vii) Rate of interest on term loan to finance the above capital expenditure 12% per annum.  
(viii) Salaries, etc. for operators and supervisory staff Rs. 2 lakhs per year  
 
(ix) Cost of electricity Rs. 11 per hour.  
(x) Consumption of stores Rs. 5,000 per month  
(xi) Other expenses Rs. 5 lakhs per annum.  
(xii) Assume rate of depreciation 10% per annum on fixed assets.  
 
(xiii) Total working hours in the machine room are 200 hours in a month.  
(xiv) Loading and unloading time is 10% of machine time.  
(xv) You can make suitable assumption if necessary for the purpose of your computation. 

 
19.   AT Ltd. an engineering company having 25 different types of automatic machines, furnishes you 

the following data for 2003-04 in respect of machine ‘B’. : 
  

1.  Cost of the Machine   Rs. 50,000 
      Life 10 years    scrap value is nil. 
  

2.  Overhead Expenses are :         Rs. 
 
  Factory Rent        50,000 p.a. 
  Heating and Lighting       40,000 p.a. 
  Supervision     1,50,000 p.a. 
  Reserve Equipment for machine ‘B’       5,000 p.a. 
 
  Area of the Factory       80,000 Sq. ft. 
  Area occupied by Machine ‘B’       3,000 sq.ft. 
  Power Cost 50 paise per hour while in operation 

 
3.  Wages of operator is Rs. 24 per day of 8 hours including all fringe benefits. He attends to one    

machine when it is being set up and two machines while under operation. 
  

4.  Estimated production hours            3,600 p.a. 
      Estimated set-up time                400 hours p.a. 
  

Prepare schedule of comprehensive machine-hour rate and find the cost of the following jobs : 
  

      Job 1102  Job  1308 
 Set up time (Hours)        80       40 
 Operation time (Hours)     130     160 
 
 
20.  A. K. Enterprises undertake three different jobs A, B and C. All of them require the use of a 

special machine and also the use of a computer. The computer is hired and the hire charges 
work out to Rs. 4,20,000 per annum. The expenses regarding the machine are estimated as 
follows ; 
                 Rs. 

 Rent for the quarter       17,500 
 Depreciation per annum   2,00,000 
 Indirect charges per annum   1,50,000 
  

During the first month of operation the following details were taken from the job register. 
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  Job       A    B     C 
 Number of hours the machine was used : 
  

(a)  Without the use of the Computer  600  900      -- 
 (b)  With the use of the Computer  400  600  1,000 

 
You are required to compute the machine hour rate for the firm as whole for the month (a) when 
the computer was used, and (b) when the computer was not used. Also compute cost of each 
job. 

 

 

 

 

 

 

 

Under or Over Recovery : 
 
21.  During the year ended 31st March, 2004 the factory overhead costs of three production 

departments of an organisation are as under - 
 
   X  Rs.  48,950   Y  Rs.  89,200 
   Z  Rs.  64,500 
 

The basis of apportionment of overheads is given below - 
Department  X Rs. 5.00 per machine-hour for 10,000 hours. 

   Y 75% of Direct Labour Cost of Rs. 1,20,000. 
   Z Rs. 4.00 per piece for 15,000 pieces. 
  

Calculate department wise under or over-absorption of overheads. 
 
22.  The factory overhead costs of four production departments of a Company engaged in executing 

job orders, for an accounting year, are as follows :- 
        Rs.          Rs.  
  A.  19,300    B.    4,200 
  C.    4,000    D.    2,000 
 
 Overhead has been applied as under :- 
  

 Dept. A. Rs. 1.50 per Machine Hour for 14,000 hours. 
  Dept. B. Rs. 1.30 per Direct Labour Hour for 3,000 hours. 
  Dept.  C. 80% of Direct Labour Cost of Rs. 6,000/- 
  Dept. D. Rs. 2/- per piece, for 950 pieces. 
  

Find out the amount of department wise Under or Over-absorbed factory overheads. 
What are the treatments for Under or Over-absorbed factory overheads ? 

 
23.  In a manufacturing concern, the predetermined rate of overhead recovery is Rs. 40/machine 

hour. During the year, total factory overhead amounted to Rs.88,96,000 and machine hours 
actually worked were 1,86,500 only. 

 
Actual production and sales during the year were 1,20,000 units and 1,05,000 units respectively. 
The production shop had 36,000 unfinished units and based on technical estimates these were 
considered as 50% complete. 
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Analysis of the data revealed that 37.5% of the unabsorbed overheads were attributable to initial 
inaccuracies in the planning and the balance was due to rising price levels. 
Show the treatment of unabsorbed overheads in cost accounts. 

 
24.  The budgeted working connotations for a cost centre. From following calculate under/over 

absorbed overhead and wages. 
 
 Normal working week     42 hours.   
 Number of machines     14 
 Normal weekly loss of hours on maintenance etc.    5 hours per machine 
 Estimated annual overhead    Rs. 1,61,616 
 Estimated direct wages rate    Rs. 3 per hour 
 Number of weeks worked per year   48 
  

Actual results in respect of a 4 week period are, 
  Overhead incurred    Rs. 13,270 
  Wages incurred    Rs.  7,620 
  Machine hours produced           2,100 
25.  XYZ Company uses a historical cost system and applies overheads on the basis of 

‘predetermined rates’. The following data are available from the records of the Company for the 
year ended March 31, 2004. 

 
 Manufacturing Overheads   Rs.  8,50,000 
 Manufacturing Overheads applied  Rs.  7,50,000 
 Work-in-Progress    Rs.  2,40,000 
 Finished Goods Stock    Rs.  4,80,000 
 Cost of Goods Sold    Rs.16,80,000 
 

Apply two methods for disposal of under-absorbed overheads & show the implications on the 
profits of the Company. 

 
26.  A Company manufacturing one product uses a rate of overhead per unit. The following amounts 

of factory overhead have been budgeted to be incurred for various levels of production. 
 
Production level (unit)   Factory Overhead (Rs.) 
 10,000     14,500 
 20,000     18,000 
 30,000     21,000 
 40,000     23,600 
 50,000     25,500 

 
The present method of absorption to compute a rate of overhead for each quarter based on the 
level of production estimated for the quarter. 

 
It is proposed, however, that this method should be changed to one whereby a rate of overhead 
Is established for the year as a whole, based on a normal production level of 30,000 units per 
quarter. 
 
For quarter 1 and 2 following data applied: 

 
     Production level     Units 

 Quarter      Estimated             Actual  Factory overhead incurred   Sales (Units) 
 1          20,000   19,000 Rs. 17,500              15,000 
 2          40,000   42,000 Rs. 25,000               40,000 
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There is no work-in-progress at the end of any quarter and no finished stock at the beginning of 
the first quarter. Finished stock is valued on a first –in first -out basis. 

  
Calculate for each quarter: 

  
 1.Under the present method of overhead absorption: 
 
 (a) The over-or under- absorbed overhead for each quarter; 
 
 (b) The amount of factory overhead; 
  (i) Included in overhead costs on the profit and loss account for the quarter; and  
  (ii) Appearing in the balance sheet at the end of each quarter; 

    
 (c) The amount of factory overhead: 

(i) as in (b) (i) above; and  
(ii) as in (b) (ii) above; 

Assuming that over-or under absorption is carried forward. 
 

2.Under the proposed method of overhead absorption: the items corresponding to the requests 
made in 1 above at : (a); (b) (i) and (b) (ii) ; and (c) (i) and (c) (ii). 

Research & Development Costs 
 
27.  Wonder Devices Ltd. is manufacturing various surgical components. It has its own Engineering 

Research Centre where applied research is carried on. 
On 1st January,  three equipment were in process. During the yr, two more equipment were 
taken up for research and trial. The expenses booked on research are as under : 

  
 Material cost    Rs. 3,00,000 

  Labour cost    Rs.    50,000 
  Factory overheads   Rs.    10,000 
  Administration overheads  Rs.      5,000 
  Regular & Routine Research  Rs.    10,000 

 
The relevant expenditure on research is allocated on the basis of percentage shown against 
each product in the following table. 

   
 Product  Opening balance  Allocation % for current year 

 (1) Multi Scanner  Rs.   4,000   30% 
 (2) Pulse Reader  Rs. 15,000   20% 
 (3) Photo Censor  Rs.   5,000   10% 
 (4) Blood Analyzer   -  25% 
 (5) Cardiac Pace maker  -   15% 
  

At 31-12 the results of various equipment were as under. 
 

(1) Multi Scanner : - It was successfully developed and trial production of 100 units was 
made. Expected future production will be 10,000 pieces. 

 (2) Pulse Reader was a total Failure. 
 (3) Photo copier is still under development. 
 (4) Blood Analyser is under trial. 

(5) Cardiac Pace maker :- it is successfully developed. The patent rights have been sold to 
M/s. E. A. liances Ltd. at 30% profit. 

 
Please give your advise how the expenditure after allocation will be treated in the books of 
account of Wonder Devices. Also state the treatments to be given to regular and routine research 
expenses. 
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General Problems 
 
28.  A factory has three production departments. The policy of the factory of the factory is to recover 

the production overheads of the entire factory by adopting a single blanket rate based on the 
percentage of total factory overhead to total factory wages. The relevant data for a month are 
given below: 

 
Department  Direct  Direct  Factory Direct  Machine 
   Materials Wages  Overheads Labour  Hours 
   Rs.  Rs.  Rs.  Hour   . 
Budget 
Machining  6,50,000 80,000  3,60,000 20,000  80,000 
Assembly  1,70,000       3,50,000             1,40,000      1,00,000             10,000 
Packing  1,00,000 70,000  1,25,000 50,000  ---- 
 
Actual 
Machining  7,80,000   96,000 3,90,000 24,000  96,000 
Assembly  1,36,000 2,70,000    84,000 90,000  11,000 
Packing  1,20,000 90,000  1,35,000 60,000  ----          . 

  
The details of one of the representative jobs produced during the month are as under: 

 
Job No. CW 7038 

 Department  Direct   Direct  Direct  Machine  
    Materials Wages  Labour  Hours 
    Rs.  Rs.  Hours   . 
  

Machining  1,200  240  60  180 
 Assembly     600             360           120    30 
 Packing     300    60  40  - . 
  

The factory adds 30% on the cost of production to cover administration and selling overheads 
and profit. 

  
Required: 
(i) Calculate the Overhead absorption rate as per the current policy of the company and 

determine the selling price of the Job No. CW 7038. 
 
(ii) Suggest any suitable alternative method (s) of absorption of the factory overheads and 

calculate the overhead recovery rates based on the method(s) so recommended by you. 
 

(iii) Calculate the department wise and total under or over recovery of overheads based on 
the company’s current policy and the method(s) recommended by you.    

 
 
 
29.  Carter Manufacturing Co. produces two products X and Y. The manufacturing division consists of 

two producing (designated 1 and 2) and two service (designated 3 and 4) departments. 
 

The company uses a historical (absorption) costing system, except that predetermined 
(budgeted) overhead rates are used in the producing departments to absorb factory overhead to 
the products. The rate for Dept. 1 is based on direct machine hours (DMH) and the rate for Dept. 
2 is based on direct labour hours (DLH). In applying overhead during the year, the predetermined 
rates are multiplied by actual hours. 
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The following budget and actual data are available : 
 
 1.  Annual profit plan data... 

 
(a)  Factory Overhead budgeted for the year Dept. 1 Rs. 8,50,000, Dept. 2 Rs. 7,25,000, dept. 3 

Rs. 2,00,000 Dept. Rs. 1,50,000. Machine operators salaries are treated as overhead costs. 
 

 (b)  Budget units to be produced : product X 50,000; Y 30,000 
 
(c)  Budgeted raw material cost per unit of product (all used in Dept.) Product X Rs. 40. Product   

Y Rs. 50.  No materials is added in Dept. 2. 
 
(d) Budgeted time required for production : direct machine hours in Dept. 1 for each unit of 

finished goods   produced   X - 1&1/2, Product Y - 1.  Direct labour hours in Dept.2 for each 
unit of finished goods. Product X - 2 hrs; Product Y – 2.5 hour. 

  
(e)  Average wage rates budgeted in Dept. 2, Product X Rs. 24 hr. and Product Y Rs. 25 per hr. 

  
(f)  Allocation of service dept. cost to producing Depts. 

 Dept. 3 allocates  ½  to Dept. 1 and ½  Dept. 2;  
 Dept. 4 allocates 2/3 to Dept. 1 and 1/3  to Dept. 2 

 
 2.  January actual data : 
  

(a)  Units actually produced in January - Product X 4,000 ; Y 3000 
 (b)  Actual direct machine hours in Dept. 1 Product X 6,100; Product Y 4,150 
 

Actual Costs incurred : 
         Dept.  Overhead  Raw material  Direct Hours          Labour Amount 
  1. Rs. 77,000  X  Rs. 1,63,000 
      Y  Rs. 1,52,000 

2. Rs. 68,000                                    X  8,200  Rs. 1,97,300                              
3. Rs. 20,000                                                    Y  7,400  Rs. 1,84,000                
4.         Rs. 16,000 

 
Required :  

 1. Compute the predetermined overhead rate for each producing dept. Show you computations. 
 2. Prepare a performance report for January that will reflect budgeted cost and actual cost . 
 
30.  A manufacturing unit produces electronic circuits at the rate of 6 pieces an hour. The unit works 

in single shift of 8 hours during a six-day week and remains closed for 18 days a year, on 
account of holidays. Average idle hours per month is 20 for cleaning and maintenance of 
equipment. Against an average annual output of 12,000 pieces during last ten years, the actual 
output achieved during the year was 10,800 pieces. The fixed overheads for the year amounted 
to Rs. 5,40,000. 

 
You are required to calculate the idle capacity costs on the assumption that overhead recovery 
rates are based on maximum capacity, practical capacity, normal capacity and actual capacity 
utilisation respectively. 

 
 
 
31. Every quarter, a manufacturing company with four productive departments calculates 

departmental overhead rates per direct labour hour based on the actual expenditure incurred 
during that quarter. The results during a year were as follows:- 
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    Deptt A Deptt B Deptt C Deptt D 
     Rs.  Rs.  Rs.  Rs. 
 Variable overhead rate 3  4  6  5 
  

Fixed overhead rate 1 4  6  3  7 
  (for Quarter)  2 6  6  4  8 
    3 5  5  4  10 
    4 3  7  6  5 
    

 Quarter Deptt A Deptt B Deptt C Deptt D 
      (000)  (000)  (000)  (000) 
  Hours Worked 1  32  50  60  48 
    2  40  50  56  36 
    3  36  32  52  26 
    4  36  28  48  40 

 
The manufacturer dissatisfied with the results produced asks you to calculate overhead rates 
which take account of accrued overhead. The proportion of total annual fixed overhead to be 
charged to each department is, A: 20%; B: 40%; C: 15%; D: 25%. You are required to prepare 
annual overhead rates per direct labour hour correct to the nearest half-price for each 
department combining fixed and variable portions. 

         {N – 9.11} 
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