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Unit 1: Overheads 

Synopsis 

 Meaning and definition of overheads 
 Classification of overheads 

 

Meaning and definition of overheads 

Overhead is those costs required to run a business, but which cannot be directly 
attributed to any specific business activity, product, or service 

Overhead includes activities that are not directly related to the products or services 
that the firm offers, but they support the firm’s profit-making activities. For example, 
paying the rent is not a profit-making activity, but it allows the firm to maintain a 
building and manufacture its products. 

Therefore, the overhead is an important part of business operations, regardless of 
whether the firm generates a high volume of business or not 

Examples: 

Employee salaries 

This includes mainly monthly and annual salaries that are agreed upon. They are 
considered overheads as these costs must be paid regardless of sales and profits of 
the company. In addition, salary differs from wage as salary is not affected by 
working hours and time, therefore will remain constant.  

Office equipment and supplies 

This includes office equipment such as printer, fax machine, computers, refrigerator, 
etc. They are equipment that do not directly result in sales and profits as they are 
only used for supporting functions that they can provide to business operations.  

External legal and audit fees 

This includes the cost of hiring external law and audit firms on behalf of the 
company. This would not apply if company has own internal lawyers and audit plans. 
Due to regulations and necessary annual audits to ensure a satisfactory work place 
environment, these costs often cannot be avoided. Also, since these costs do not 
necessarily contribute directly to sales, they are considered as indirect overheads.  
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OVERHEADS= Indirect Material + Indirect wages+ Indirect 
Expenses 

Features of overhead expenses 

1. Overheads are indirect costs. 
2. They are common costs. 
3. Overhead comprises of both cash expenses and non-cash expenses. 
4. Overhead consist of both Production and non-production expenses. 
5. Overhead are both variable and fixed. 
6. They include both escapable and inescapable. 

With this features we can conclude that  

‘’All overheads are the costs, but all costs are not the overhead’’. 

 

 

Composition of Overhead 

 

Indirect Material   Indirect Labor   Indirect 
Expenses 

 

Cleaning materials.  Technical director’s  Coal and coke. 
Lubricants.   Store keepers wages  Audit fees. 
Consumables stores.  Foremen salary   Publicity 
charges 
Oils.    Wages of packers   warehouse 
charge 
Cotton waste.   Salary of office staff  Legal charges 
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Classification of overheads 
   

         
Functional  Elementwise  Behavioural  control wise  normality  

 
classification 

  

 

classification
  

 

classification 
  

 
classification 

  

 
classification 

 

  

 

 

 

    

         
Factory   Indirect  Fixed  Controllable  Normal 

overheads  Material  overheads  overheads  overheads 

         
Administration  Indirect  Variable  Uncontrollable  Abnormal 

overheads  Labour  overheads  overheads  overheads 

         
Selling &Distribution   Indirect  Semi-variable     

overheads  Expenses  overheads     
 
 
 

Functional Classification 
 

1. Factory Overheads 
The indirect expenses (overheads) incurred within the factory area are classified as 
factory overheads. 
2.Administration or Office Overheads 
The indirect expenses (overheads) incurred within the administrative area are 
classified as administrative or office overheads. 
3.Selling and Distribution Overheads 
The indirect expenses (overheads) incurred about the sales activities as well as 
distributing the product or service are classified under a single head as “Selling and 
Distribution Overheads”. 

Element-Wise Classification 
This method of classification follows the definition of overheads. In this method, 

overheads are divided into three elements, viz. indirect materials, indirect labour and 

indirect expenses. 

 
 
 
(a) Indirect Materials: 
They are a part of material cost that cannot be allocated to a particular job or production 
but is absorbed by the cost centres or cost units indirectly. Some examples are—
fuel, lubricating oil, stores consumed for repair and maintenance, cotton waste, etc. 
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(b) Indirect Labour: 

This includes such types of wages that cannot be allocated, but can only be 
apportioned to cost centres or cost units. Some examples are—wages for 
maintenance workers, salary of storekeeper and foreman, overtime and night shift 
bonus, employer’s contribution to funds, holiday pay, leave pay, etc. 

(c) Indirect Expenses: 

The expenses that cannot be allocated directly but can only be apportioned to or 
absorbed by cost centres or cost units are known as indirect expenses. The common 
examples are—rent, insurance, taxes, telephone expenses, canteen and welfare 
expenses, lighting and heating, depreciation, etc. 

It should be noted that this method of classification is usually followed for classifying 
factory overheads but not overheads in general. 

Behavioral Classification of Overhead 

Variable Overheads 

The overhead expenses which vary directly with activity level (production/sales) are 
called variable overheads. These costs change with every small change in the 
activity level. 

Fixed Overheads 

The overhead expenses which do not vary with the activity level (production/sales) 
are called fixed overheads. These costs would remain the same whatever may be 
the activity level achieved. 
They are also called committed costs as they have to be borne even if the activity 
level achieved is not as planned. 

Semi-Variable Overheads 

The overhead expenses which behave both like a variable, as well as fixed 
overheads, are called semi-variable overheads. These expenses remain fixed within 
ranges of activity levels. They vary whenever the activity level crosses certain points. 

Control wise classification of overheads 

1. Controllable Overheads: Variable overheads are controllable as it tends to vary 
with the volume of output i.e., according to the needs of the management.  
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2. Uncontrollable Overheads. Fixed overheads are treated as un-controllable 
overheads as these overheads cannot be controlled i.e., it does not depend on the 
volume of production. 

Normality classification of overheads 

Normal Overheads: 

These are the expenses which are expected to be incurred in producing a given 
output. They cannot be avoided. They are included in production cost e.g., indirect 
material cost. 

Abnormal Overheads: 

These are the expenses which are not expected to occur in producing a given 
output, e.g., abnormal idle time, abnormal wastage etc. These expenses are 
transferred to costing profit and loss account. 

 

 

 

 

 

 

 

 

 

Unit 2: Accounting of Overheads (Part I) 

Synopsis 

 

 Steps involve in overheads Accounting. 
 Collection of Overheads. 
 Allocation of overheads. 
 Apportionment of Overheads. 
 Re -apportionment of Overheads. 
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Steps involve in overheads Accounting. 
1. Collection and Classification of overheads. 
2. Allocation of overheads. 
3. Apportionment of overheads. 
4. Re-apportionment of overheads. 
5. Absorption of Overheads. 

 
Collection of Overheads. 

The collection of overhead is the process of recording each item of cost in the book 
of accounts maintained for the purpose of ascertainment of cost of each cost Centre 
or cost unit. 

Standing Order Numbers. 
The term Standing Order denotes sanction for indirect expenses under various 
heads of expenditure. In large factories usually the classification of indirect 
expenditure is combined with a system of Standing Order. It is a system under which 
each group of expenses should be given a distinct symbol or number so that each 
such group is easily distinguished from that of other. 

Numerical Method. 
Number from 01 to 10 may be for indirect material, 11 to 20 for indirect labor and so 
on. 

Mnemonic Method. 
 S may be represent sale. 
 SA may be for sale — advertising. 
 SAS may be for sale — advertising — South India 

Combination of alphabets and number system. 
Alphabet represents main group and numbers denote the sub-group. 

 R repairs. 
 R1 repair to machinery. 
 R2 repairs to buildings. 
 R3 repairs to vehicles 

Thus, the manufacturing overhead costs are analysed and classified by the code 
numbers on ‘the document. Now for the collection of factory overheads these various 
documents have to be processed from which the necessary data can be extracted. 

Allocation of overheads 

Overheads are common costs incurred for the benefits of a number of costs centers 
or cost units. Therefore, they can not be identified and allocated directly to a 
particular unit of output. As such, they are to be allocated among the units of output 
of a particular department or a number of departments or cost centers. 
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“Allocation of Overheads is always direct’’ 

The usual format of statement showing allocation of overheads is as follows: 

In the books of a co……….  Statement showing allocation of overheads 

  
Production 

Departments 
Service 

Departments 
Particulars P1 P2 S1 S2 
Direct Material      … … 
Direct Wages     … … 
Direct Expenses     … … 
Indirect Material … … … … 
Indirect Wages … … … … 
Indirect Expenses … … … … 

 

Apportionment of Overheads 

Distribution of an overhead cost to several departments or cost centers is known as 
apportionment of overheads. It is the process of charging or apportioning costs to a 
number of cost centers or cost units. If a given cost is common to two or more 
departments or cost centers, such cost should be apportioned or divided among 
these departments on an equitable basis. For example, the amount of factory rent 
should be apportioned to all the departments. Similarly, the amount of remuneration 
of the general manager should be distributed to the production, administration and 
marketing departments as the general manager is associated with all these 
departments. 

Procedure for Apportionment of Overhead Expenses Through Departmentalization 

For the purpose of apportionment of overhead expenses, the departments of a 
factory are divided into two categories i.e., production and service departments 

Production Departments 

Production departments are the departments directly engaged in the manufacturing 
of products e.g., cutting, stitching and finishing packing departments of a garment’s 
factory. 

Service Departments 

Service departments are the departments that do not perform operations on products 
to be manufactured but provide auxiliary services to. support operations 
in production departments e.g., repair and maintenance, purchasing, storeroom, 
training, payroll departments etc. 
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Principles of Apportionment of Overhead Costs: 

The determination of a suitable basis is of primary importance and 
the following principles are useful guides to a cost accountant: 

(i) Service or Use or Benefit Derived: 

If the service rendered by a particular item of expense to different 
departments can be measured, overhead can be conveniently 
apportioned on this basis. Thus, the cost of maintenance may be 
apportioned to different departments on the basis of machine hours 
or capital value of the machines, rent charges to be distributed 
according 

 to the floor space occupied by each department. 

The determination of a suitable basis is of primary importance and the following 

principles are useful guides to a cost accountant: 

(i) Service or Use or Benefit Derived: 

If the service rendered by a particular item of expense to different 
departments can be measured, overhead can be conveniently 
apportioned on this basis. Thus, the cost of maintenance may be 
apportioned to different departments on the basis of machine hours 
or capital value of the machines, rent charges to be distributed 
according 

 to the floor space occupied by each department. 

(ii) Ability to Pay Method: 

Under this method, overhead should be distributed in proportion to 
the sales ability, income or profitability of the departments, 
territories, basis of products etc. Thus, jobs or products making 
higher profits take a higher share of the overhead expenses. This 
method is inequitable and is not generally advisable to relieve 
inefficient units at the cost of efficient units. 

(iii) Efficiency Method: 

Under this method, the apportionment of expenses is made on the 
basis of production targets. If the target is exceeded, the unit cost 
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reduces indicating a more than average efficiency. If the target is not 
achieved, the unit cost goes up, disclosing thereby the inefficiency of 
the department. 

(iv) Survey Method: 

In certain cases it may not be possible to measure exactly the extent 
of benefit wick the various departments receive as this may vary 
from period to period, a survey is made of the various factors 
involved and the share of overhead costs to be borne by each cost 
centre is determined. 

Thus, the salaries of foreman serving two departments can be 
apportioned after a proper survey which may reveal that 30% of 
such salary should be apportioned to one department and 70% to 
the other department. The cost of lighting, when not metered, may 
similarly be apportioned on a survey of the number and wattage of 
light points and the hours of use in each cost centre. 

 

Common Basis for apportionment of overheads 

 
Types of overheads Basis of apportionment 

 
1.Rent, rates and taxes, depreciation of 
building, heating, repairs 

Floor Area 

2.Lighting Number of light points, area occupied. 

3.Heat Cubic Content 

4.Power House power of machines or machine 
hours. 

5.Electric power, electric light Kilowatt-hours. 

6.Depreciation, insurance, repairs, and 
maintenance of plant and vehicles 

Book value of asset or original cost. 

7.Group insurance, Canteen expenses, 
E.S.I. contribution, Supervision, 
Personnel, Staff welfare, Wages, Cost 
office 

Number of employees or Wages paid. 
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8.Stores No. of stores requisitions or value of 
material issued or value of material stored. 

9. Delivery expenses Weight, Volume, tone-miles 

10. Carriage inwards Value of material used. 

 

 

 

 

 

 

 

 

Difference between Allocation and Apportionment of overheads. 

 

BASIS OF DIFFERENCE ALLOCATION OF 
OVERHEADS 

APPORTIONMENT OF 
OVERHEADS 

MEANING Allocation is the process of 
identification of overheads 
with cost centres 

Apportionment is done in 
case of those overhead 
items which cannot be 
wholly allocated to a 
particular department. 

NATURE OF COSTS 
 

Assignment of particular 
cost to a particular 
department or cost centre is 
called as allocation. 

These costs are common to 
various departments and 
cannot be charged to a 
particular department or 
cost centre 

PROPORTIONS OF 
COSTS 

Allocation deals with whole 
items of costs. 

Apportionment deals with 
proportions of items of 
costs. 

BASIS FOR 
APPORTIONMENT OR 
ALLOCATION 

No base is required for 
allocation of cost to a 
department, it is a direct 
process. 

An equitable base is 
required for Apportionment 
of cost to the production or 
services department. 

APPLIES When the overhead costs 
are related to specific or 
single departments. 

When the overhead costs 
are related to different 
departments. 
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EXAMPLES Salary paid to the 
employees of the 
maintenance department, 
can be allocated to that 
department. 

Wages paid to the head of 
the factory, rent of factory, 
electricity, etc. cannot be 
charged to a particular 
department, and then these 
can be apportioned 
amongst various 
departments. 

 

 

 

 

 

Practical Questions: 
S. will Ltd. has two production departments A, B and one service department S. The 
actual costs for a period are as follows: 
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Re-apportionment of Overheads. 

Service Department expenses are apportioned between production department and 
it is known as re-apportionment of overhead. 

 

 

Methods for re-apportionment of overhead 

 

Direct Redistribution Method: In this method, the cost of service department are 
apportioned only between Production department on agreed basis neglecting Inter-
Service Department cost. 

Non-Reciprocal or Step Ladder Method: In this method, service department 
which gives higher percentage service to another service 

department are apportioned first between all the departments including service two 
other service department. after this, the service department which provide second 
higher percentage service to other serviced departments is apportioned between all 
other departments except the service department which was already apportioned 
before it. Such procedure continues till the cost of all service department is 
apportioned. The cost of last Service Department will be apportioned only between 
production departments. 

Simultaneous Equation (Reciprocal) Method: Search method of re -
apportionment is used only where there is two Service Department. Its use 
equation method for calculating exact cost of each Service Department. By solving 
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equation, exact cost of each service department becomes known and it is divided 
between production departments an agreed percentage basis. 

 

Repeated Distribution (Reciprocal) Method: According to this method, service 
Department cost are Re apportioned between all other department (production as 
well as service) according to the agreed percentage and this process is repeated 
until the the cost of service department are fully exhausted 

 

 

Practical Question 
 

Self-help Ltd. has genests and produces its own power. Data for power Costs are as 

follows: 

 
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 Department ‘X’ renders service to 

A, B and Y in the ratio 13:6:1, while Service Department ‘Y’ renders service to A and 

B in the ratio 31:3. Given that the direct labour hours in departments A and B are 

1,650 hours and 2,175 hours respectively, find the power cost per labour hour in 

each of these two departments. 

 

Solution: 
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Unit 3: Accounting of Overheads (Part II) 

Synopsis 

 Absorption: Meaning, Methods of overhead absorption. 
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 Overheads rates. 
 Under absorption of overhead: Meaning, Reasons and Accounting treatment. 
 Over absorption of overhead: Meaning, Reasons and Accounting treatment. 

Absorption: Meaning 

Overhead absorption is the amount of indirect costs assigned to cost objects. Indirect costs 
are costs that are not directly traceable to an activity or product. Cost objects are items for 
which costs are compiled, such as products, product lines, customers, retail stores, and 
distribution channels. 

Overhead rates related to suitable bases or factors must be determined in order to absorb 
the overhead in costs of jobs, processes or products. The basic procedure for the calculation 
of overhead rate is to divide the amount of overhead expenses by the total number of units 
of the base selected as units of products, direct labour hours, machine hours etc.  

Methods of Overhead Absorption 

 

Following are the main methods of Overhead Absorption 
1. Direct Material Cost Method  
According to the material cost method, we calculate the rate of overhead on the 
basis of past actual direct material and past actual overheads. For example, past 
actual direct material's cost is Rs. 10,000 and past actual overhead cost is Rs. 2000. 
So, Overhead rate will be 20%. If we have obtained any specific order for producing 
any product, we will include the 20% cost of overhead. For example, we have 
produced one unit for our customer for this, we have used our Rs. 1000 material. 
Our overhead cost in it will be Rs. 1000 X 20% = Rs. 200. We this, we need not to go 
to deep study of calculating each overhead like electricity consumption in this one 
unit, depreciation for this one unit, salary cost for this one unit and other overhead 
cost for producing this one unit. Ok. 
 
2. Direct Labor Cost Method  
 
According to the Direct Labor Cost method, we calculate the rate of overhead on the 
basis of past actual cost of direct wages and past actual overheads 
following is the formula 
= Actual Overhead Cost / Direct Labor Cost X 100  
For example, past actual direct wage's cost is Rs. 10,000 and past actual overhead 
cost is Rs. 2000. So, Overhead rate will be 20%. If we have obtained any specific 
order for producing any product, we will include the 20% cost of overhead. For 
example, we have produced one unit for our customer for this, we have paid Rs. 
1000 to our laborers for their labour. Our overhead cost in it will be Rs. 1000 X 20% 
= Rs. 200. 
 
3. Prime Cost Method  
Under prime cost method, we calculate the actual or estimated prime cost in which 
direct material cost and direct labor cost will be added. We also calculate the 
budgeted Overhead Cost. After this, we calculate the rate of overhead. On this rate, 
we absorb our overhead cost on any new production. 
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Following is the formula of overhead rate 
= Budgeted Overhead Expenses / Anticipated Prime Cost  
4. Direct Labor Hour Method  
Under this method of overhead absorption, we calculate the total direct labor hours 
by using our accounting information. We also see the total cost of overhead in these 
labor hours. After dividing this overhead cost with direct labor hours, we can easily 
calculate the rate of overhead. On this rate, we can absorb the estimated amount of 
overhead in any unit or units of production. 
Following is the formula 
= Overhead Cost / Direct labor Hours  
For example, total direct labor hours are 10,000. Total overhead cost in these hours 
are Rs. 5,000. Our overhead rate is the 50% of labor hours in any production. 
 
5.Machine Hour Rate Method  
This is very good method of absorption of overhead cost in the industry where we do 
all works with the help of machines. We just have to calculate the machine hour rate 
and same rate will be the overhead rate and on this basis, we can absorb the 
estimated cost of overhead when we produce any unit of production. Following is the 
formula of calculating the machine hour rate 
= Total Overhead Cost / Total Machine Hours 
We have to apportion all the overhead cost on the basis of our machines. 
 
6. Rate Per Unit of Production Method  
In this method, we calculated estimated overhead rate on the basis of units output 
and same is used for absorption of actual units of production. 
Formula of Rate of Overhead 
=Budgeted Overhead Cost / Budgeted Units of Production  
 
7. Sales Price Method  
Under this method of absorption of overhead, we calculate the rate of overhead on 
the basis of sales of units and budgeted overhead cost. Same rate is used for 
absorption. 
Formula 
= Budgeted Overhead Expenses / Sales of Units of Production 
This method is useful for absorbing sales, distribution, research, development, 
promotion and advertising expenses. 

Overheads rates. 

1.Actual Overhead Rate: 

This rate is obtained by dividing the overhead expenses incurred during the 
accounting period by the actual quantum (quantity or value) of the base selected. 

Formula: 
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Overhead Rate (Actual) = Actual expenditure during the month/Actual quantity 
or value of the base related to the total production in the month 

Recovery should be made on actual basis in order to charge the expenses directly to 
production, jobs, operations, processes etc. 

2.Predetermined Overhead Rate: 

Predetermined rate is determined in advance of the actual production and is 
computed by dividing the budgeted overhead expenses for the accounting period by 
the budgeted base for the period i.e. 

Formula: 

Overhead Rate (Pre-determined) = Budgeted overhead expenses for the 
period/Budgeted base of the period 

The computation of a predetermined overhead rate is more practical and useful as 
the rate related to a particular accounting period is available for costing purposes 
well in advance and helps in cost control and fixing selling prices. This helps in quick 
preparation of cost estimates even before production activity commences and fixing 
rate prices especially in case of cost plus contracts. 

3.Blanket or Single Overhead Rate: 

When a single overhead rate is computed for the factory as a whole it is known as 

single or blanket or plant wide rate. 

 

Formula: 
Blanket Rate = Overhead cost for the entire factory/Total quantum of the base 
selected 

Blanket rate is applied in small concerns where only one product is manufactured on 
a continuous basis or where all the products pass through all the operations or 
departments and the incidence of overhead is uniform on all the departments. These 
rates are easy to compute and require less clerical cost but have a very limited use. 

 4. Multiple Overhead Rates: 

When different rates are computed for each producing department, service 
department, cost centre, each product or product line, each production factor and for 
fixed overhead, and variable overhead, then they are known as multiple rates. 

Formula: 
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Overhead Rate = Overhead cost allocated and apportioned to each cost 
centre/department/Corresponding base 

Multiple rates can be calculated on the following lines: 

(i) Separate rate for each production department having similarity of machine and 
labour operations is calculated. It does not pose any problem. 

(ii) Separate rate for each service department is calculated when secondary 
distribution is not done. Costs of service departments are directly applied to work-in-
progress through overhead rate relating to service departments. These rates are not 
widely used in practice. 

(iii) Separate rate of each cost centre is calculated in order to have comparative 
study of cost behaviour of different cost centres. 

(iv) Separate rate for fixed and variable overhead is calculated as it helps the 
concern in various ways. 

(v) Separate overhead rate for each product line is calculated when there are 
differences among products with regard to time spent in different parts of the factory 
and different types of work is performed in different parts of the factory. It helps in 
determining comparative profitability of different products. It also provides a scientific 
basis for determination, analysis and control of cost. 
 
(vi) Separate rate for each element of cost is calculated when there are substantial 
differences in material content, labour content and factory utilisation and different 
elements of overhead. It ultimately leads to better utilisation of material, labour and 
facilities. 

The number of overhead rates which a firm may calculate would depend upon the 
degree of accuracy desired and the clerical cost involved. 

Over and Under absorption of overheads 

If the absorbed overheads at predetermined rates are greater than actual overheads, 
this is known as OVER-ABSORPTION. Conversely, if absorbed overheads ae less 
than the actual overheads, this is known as UNDER-ABSORPTION 

Treatment of Over-Absorption or Under-Absorption: 

There are many factors that are responsible for the difference between absorbed 
overheads and actual overheads. But it is actual overhead that is to be absorbed to 
ascertain the actual cost which finally determines the profit. 

The total of actual costs must appear in the final income statement and not merely 
those calculated product costs which include actual prime cost plus overheads 
based on predetermined overhead rates. 
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Accordingly, the amount of under-absorbed overheads should be added to total 
costs before the profit is calculated and, conversely, the amount of over-absorbed 
overheads should be subtracted from the total cost. This treatment can be made 
when under or over-absorption of overheads is caused by abnormal factors. In a 
seasonal business firm, the balance (being the difference between predetermined 
absorbed overheads and actuals) may be carried forward to a subsequent period 
expected to be counter balanced at the end of the accounting period. 

A supplementary rate can be used to adjust the amount of under or over-absorption. 

The supplementary rate is determined as follows: 

 

 

Under-absorption is adjusted by using a plus supplementary rate while a minus 
supplementary rate is used to correct over absorption. 

 

Unit 4: Activity Based Costing 

Synopsis 

 Activity Based Costing: Meaning, Stages in Activity Based 
Costing 

 Purpose Activity Based Costing 
 Benefits Activity Based Costing 
 Cost Drivers 

 

Activity Based Costing: Meaning 

Activity-based costing (ABC) is a costing method that assigns overhead and indirect 
costs to related products and services. This accounting method of 
costing 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. 

 

Step 1: 

Identify the main activities in the organisation. 
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Examples include: 

Materials handling, purchasing, receipt, dispatch, machining, assembly and so on. 

Step 2: 

Identify the factors which determine the costs of an activity. These are known as cost 
drivers. Examples include: number of purchase orders, number of orders delivered, 
number of set-ups and so on. 

Step 3: 

Collect the costs of each activity. These are known as cost pools and are directly 
equivalent to conventional cost centres. 

Step 4: 

Charge support overheads to products on the basis of their usage of the activity, 
expressed in terms of the chosen cost driver (s). For example, if the total costs of 
purchasing were Rs 2, 00,000 and there were 1,000 Purchase orders (the chosen 
cost driver), products would be charged Rs 200 per purchase order. Thus a batch 
generating 3 purchase orders would be charged 3 x Rs 200 = Rs 600 for Purchasing 
overheads. 

ABC follows a two-stage cost assignment procedure and assigns resource costs 
such as factory overhead costs to activity cost centres or cost pools and then to cost 
objects to determine the amount of resource costs for each of the cost objects. That 
is, resources (costs) are assigned to activities. Activity cost is then assigned cost 
objects. 

The flow of cost assignment in ABC 
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Five Basic Components of ABC: 

 Resources 
 Resource Drivers 
 Activities 
 Activity Cost Drivers, and 

 Cost Objects 

Purpose Activity Based Costing 

The purpose of Activity Based Costing are given below. 

1. To rectify the inaccurate cost information. 

2. To allocate the overheads on activity basis. 

3. To help the management in taking quality and timely decision. 

Benefits Activity Based Costing 

1. Accurate Product Cost: 

ABC brings accuracy and reliability in product cost determination by focusing on 
cause and effect relationship in the cost incurrence. It recognises that it is activities 
which cause costs, not products and it is product which consume activities. In 
advanced manufacturing environment and technology where support functions 
overheads constitute a large share of total costs, ABC provides more realistic 
product costs. 

2. Information about Cost Behaviour: 

ABC identifies the real nature of cost behaviour and helps in reducing costs and 
identifying activities which do not add value to the product. With ABC, managers are 
able to control many fixed overhead costs by exercising more control over the 
activities which have caused these fixed overhead costs. This is possible since 
behaviour of many fixed overhead costs in relation to activities now become more 
visible and clear. 

3. Tracing of Activities for the Cost Object: 

ABC uses multiple cost drivers, many of which are transaction based rather than 
product volume. Further, ABC is concerned with all activities within and beyond the 
factory to trace more overheads to the products. 

4. Tracing of Overhead Costs: 
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ABC traces costs to areas of managerial responsibility, processes, customers, 
departments besides the product costs. 

5. Better Decision Making: 

ABC improves greatly the manager’s decision making as they can use more reliable 
product cost data. ABC helps usefully in fixing selling prices of products as more 
correct data of product cost is now readily available. 

6. Cost Management: 

ABC provides cost driver rates and information on transaction volumes which are very useful to 
management for cost management and performance appraisal of responsibility centres. Cost driver 
rates can be used advantageously for the design of new products or existing products as they 
indicate overhead costs that are likely to be applied in costing the product. 

7. Use of Excess Capacity and Cost Reduction: 

ABC, through the processes of pooling of activity costs and the identification of cost 
drivers, can lead to a range of applications. These include the identification of spare 
capacity and the fostering of cost reduction by comparing the resources required 
under ABC with the resources that are currently provided. This provides a platform 
for the development of activity-based budgeting in which the resource relationships 
identified by ABC are used to project future resource requirements. 

8. Benefit to Service Industry: 

Service organizations, such as banks, hospitals and government departments, have 
very different characteristics than manufacturing firms. Service organizations have 
almost no direct costs, most of the costs are overheads and they do not hold stocks 
of service as the service is consumed when it is produced. Traditional costing has 
generally been considered inappropriate for these organizations, whereas ABC 
offers the potential of benefits from improved decision making and cost 
management. 

Cost Drivers 

A cost driver is that factor or variable which has a cause and effect relationship with 
the total cost. The cost driver is the cause’, and the ‘total cost incurred’ is the effect 
of it. If we take an example of fuel cost of running a car, the cost driver (cause) would 
be ‘No. of Kms Run’, and the total cost (effect) would be ‘total cost of fuel’. The 
relationship is quite clear. Higher the no. of km run, higher would be the total cost of 
fuel. 
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An activity cost driver is an accounting term. A cost driver affects the cost of specific 
business activities. In activity-based costing (ABC), an activity cost driver influences 
the costs of labour, maintenance, or other variable costs. Cost drivers are essential 
in ABC, a branch of managerial accounting that allocates the indirect costs, or 
overheads, of an activity. 

KEY POINTS 

Activity-based costing (ABC) is an accounting method that allocates both direct and 
indirect costs to business activities. 

A cost driver simplifies the allocation of manufacturing overheads, such as the costs 
of factory space and electricity. 

Management selects cost drivers based on the associated variables of the expense 
incurred. 

Common Manufacturing Expenses and Potential Cost Drivers 

 

Common Expenses Potential Cost Drivers 

    

Customer Service 
Number of products returns from 
customers 

Cleaning Equipment Costs Number of square feet 

Marketing Expenses Number of customer contacts 

Office Supplies Number of employees 

Green Floral Tape (indirect material) Number of customer orders 

Website Maintenance Expense Number of customer online orders 
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Unit 5: Methods of Costing 

Synopsis 

 Introduction 
 Need for various Methods of costing. 
 Various methods of Costing. 
 Job Costing: Meaning, Definitions, Applicability, Features, 
Advantages, Limitation. 

 
Introduction 

The main costing methods available are process costing, job costing, direct costing, 
and throughput costing. Each of these methods applies to different production and 
decision environments 
Different Methods of Costing – Single Costing, Job Costing, Contract Costing, 
Batch Costing, Process Costing, Operation Costing, Operating Costing and a Few 
Others. The term 'methods of costing' can be used to refer to the different processes 
or procedures employed for the determination and presentation of costs. 
 

Various Methods of costing. 
 

Specific order costing i.e.    Operational costing i.e. 
Job costing       Process costing 

 
Job costing   Batch costing   Contract costing   Multiple costing   Class cost method 
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Process costing   Operational costing   unit costing   Departmental costing   operational 
costing 

 
 
 
 
 

 

 
 

1.Job costing: 

Under this method, costs are ascertained for each work order separately as each 
has its own specification and scope. Tailor made products also get covered by this 
type of costing. 

Example: Repair of buildings, Painting etc 

2.Batch costing: 

Through this method the costing is done for units that are produced in batches that 
are uniform in nature and design. 

Example: Pharmaceuticals 

3. Contract costing: 

In this method costing is done for jobs that involve heavy expenditure and stretches 
over long period and across different sites. It is also called as terminal costing. 

Example: Construction of roads and bridges, buildings etc 

4. Multiple costing: 

When the output comprises different assembled parts like in televisions, cars or 
electronic gadgets, cost has to be ascertained for the component as well as the 
finished product. Such costing may involve different / multiple methods of costing. 

5. Process costing: 

It is used for the products which go through different processes. Like in the process 
of manufacturing cloth, different processes are involved namely spinning, weaving 
and finished product. Each process gives an output that is a finished product in itself 
and can be sold. That is why; process costing is used to ascertain the cost of each 
stage of production. 



DNYANSAGAR ARTS AND COMMERCE COLLEGE, BALEWADI, PUNE – 45 
 
Subject: Cost and Work Accounting-II     Class: TY B.Com 

 

PROF. MUBINA ATTARI  www.dacc.edu.in 
 

6. Service or operating costing: 

It is the method used for the costing of operating a service such as Public Bus, 
Railways, Nursing home. It is used to ascertain the cost of a particular service. 

7. Unit costing: 

It is also called the single output costing. It is used in costing of products that are 
expressed in identical units and suitable for products that are manufactured by 
continuous activity. 

8. Operation Costing 

When a product is produced with different operations, we will use the operation 
costing. We calculate the conversion cost of converting raw material into output. We 
also deduct the cost of rejected material. 

9. Departmental Costing: This system is applicable where the cost of a department 
or a cost centre is required to be ascertained. This is similar to operating costing. 
This system is resorted to where the factory is divided into distinct departments and 
it is desired to ascertain the cost of production of each department rather than the 
cost of each article produced. This method is good for a comparative study of the 
identical costs of different departments. 

Job Costing: Meaning 

Job costing is adopted in concerns where the work done is analysed into different 
jobs, each job being considered as separate unit of cost. Under this method the cost 
of each job and the profit or loss made on each job under- taken is found out 
separately. A separate account is opened for each job to which all expenses incurred 
on that job, from the date of commencement till the date of completion, are debited. 

This will enable the concern to know the cost of each job. By comparing the cost of 
each job against the price charged for each job, the profit or loss made on each job 
is ascertained. The concerns where this method of costing is applied are printing 
process, motor workshop, watch repair works, etc. 

Features of Job Costing 

1.The products are produced only against customer’s order and not for maintaining 
stock for sale. 

2. The costs are accumulated to each job separately. 

3. A job is performed according to the customer’s specifications. 
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4. The job costing method falls under the category of specific order costing. 

5. Each job is differentiated from others. The reason is that the specification of one 
customer is differing from other. 

6. There is no continuous production. 

7. Each job requires special attention and skill for completion. 

There is no large-scale production of goods. 

9. All the jobs are not passed through all the departments. 

10. The unit of measurement of each job is unique and special. 

11. There is no standardization of jobs. 

12. The costs incurred for a job is separately recorded and maintained. 

13. A job is charged with its own costs. 

14. A separate cost sheet is prepared for each job. 

15. Work in progress at any time depends on the number of jobs in hand at that time. 
A separate work in progress record is maintained for each job. 

16. If a job involves number of operations for completion, job tickets are issued to 
know the progress of completion of job. 

17. The main object of job costing is ascertainment of profit or loss of each job 
separately. 

18. All direct costs are charged to work in progress accounts. 

19. Manufacturing overheads are charged to departmental accounts. 

20. A job may be specifically executed or an assembly type. 

 

Advantages of Job Costing 

(i) Profitability of each job can be individually determined. 

(ii) It provides a basis for estimating the cost of similar jobs which are to be taken in 
future. 

(iii) It provides the detailed analysis of the cost of material, labour and overheads for 
each job as and when required. 

(iv) Plant efficiency can be controlled by confining attention to costs relating to 
individual jobs. 
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(v) Spoilage and defective work can be identified with a specific job and 
responsibility for the same may be fixed on individuals. 

(vi) By adopting pre-determined overhead rates in job costing, we can get all 
advantages of budgetary control. 

(vii) Job costing is essential for cost-plus contract where contract price is determined 
directly on the basis of cost. 

 

Limitations of Job Costing 

(1) It is expensive to operate as it requires considerable detailed clerical work. 

(2) With the increase in the clerical work the chances of errors are increased. 

(3) Job order costing cannot be efficiently operated without highly developed 
production control system. The job costing requires intricate factory organization 
system. 

(4) The costs as ascertained are historical as they compiled after incidence and 
therefore does not provide control of cost unless it is used with standard costing 
system. 

 

 

 

 

 

 

 

 

 

 

Unit 6: Contract Costing 

Synopsis 
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 Contract costing: Meaning, Definitions, Applicability, Features. 
 Contract costing Concept: Work certified, work uncertified, Escalation 

Clause, Cost plus contract, Work-in-progress. 
 Profit on incomplete contracts. 

Contract costing 

Contract costing is a specialized system of Job costing applies to long-term contracts 
as distinct from short-term jobs. Contract costing is mainly applied in civil 
construction and engineering projects, ship building, road and railway line contracts, 
construction of bridges etc. 

Contract costing is a form of Specific order costing. It is applied to contracts where 
substantial time is taken to complete the contract and it falls into different accounting 
periods. However, a duration of exceeding one year is not an essential feature of a 
long-term contract. Some contracts with a shorter duration than one year should be 
accounted for as long-term contracts if they are sufficiently material to the activity of 
the period. 

Applicability of contract costing 

The contract costing method is used mostly by builders, civil contractors, ship 
builders, and construction and mechanical engineering firms. Generally, the contract 
is undertaken at the site of contract i.e. customer and according to the specifications 
of customer. Moreover, the period inquired to complete a contract is fairly long time 
or usually more than one year. 

The main purpose of preparing contract account is the ascertainment of cost of each 
contract separately and profit on each contract. 

 
Features of contract costing 

1) A contract is undertaken according to the specific requirements of customers. 
2) Generally, the duration of a contract is long period. 
3) The contract is undertaken only at the site of the customer. 
4) Contract work mainly consists of construction activities. 
5) The specific order costing principles are applied in contract costing. 
6) The size of a contract is usually large or bigger than jobs. 
7) It requires a long time to complete a contract. 
8) Each contract is an independent one, quite distinct from another. 
9) A distinctive number is assigned to each contract to differentiate the contract 

from one another. 
10) A separate account is maintained and prepared for each contract to find out 

the profit earned from each contract separately. 
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11) If a contract is not completed at the end of the accounting period, only a 
portion of profit is transferred to profit and loss account on the basis of stage 
of completion of a contract. 

12) There is no problem of under absorption and over absorption of overheads. 
13) Every conceivable expenditure is charged to the concerned contract. 
14) If the materials, plants and other inputs are transferred from one contract to 

another, the transfer may be affected by giving debit and credit to the 
respective contracts. 

15) The proportion of indecent costs to total cost of a contract is very small. 
16) A contractor may appoint a sub — contractor(s) for the execution of the work 

of the main contract. 
17) The contractee i.e. the customer pays money only on the basis of the work 

certified by the architect, engineer or surveyor. 
18) Escalation clause may be incorporated in the agreement of the contract. It so, 

the contractor is protected from any rises in the prices of materials, labour and 
other inputs. 

Contract costing Concept 

Work certified: It is that part of the contract work which is being completed by the 
contractor for which a completion certificate has been issued by the contractee’s 
architect. The amount of work certified is debited to contractee’s Account and 
credited to contract account. 

Value of work certified: Contract price X work certified as %of contract price 

OR 

Cash Received / Cash received as %of work certified 

 

Work uncertified: It is the coast of that part of the contract work which is being 
completed by the contractor but not certified by the architects because of the faulty 
work or the work not according to the specifications. In respect of such work there 
will be no payment from the contractee. The cost price of each work is Debited to 
work -in -progress account and credited to contract account. 

Cost of work uncertified = Total cost incurred till date-cost of work certified. 

OR 

Total Cost incurred till date X %of work Uncertified / %of total work done till 
date. 

 

Difference between Work certified and work Uncertified 
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Escalation Clause 

 In Fixed Price Contracts, the contract price is fixed and pre-determined. If there is 
an increase in prices of materials, rates of labour etc. during the period of 
execution of a contract, the total contract costs may rise and the Contractor's 
profit may be 

 This increase in prices may induce the Contractor to use materials of lower 
quality and price in order to maintain his profit margin on the 

 To overcome such a situation, the agreement generally contains a stipulation that 
the Contract Price will be increased by an agreed amount or percentage, if the 
prices of materials, wages etc. rise beyond a particular limit. Such a stipulation is 
called Escalation 

 

 

 

Accounting Treatment: 
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The amount of reimbursement due should be determined by reference to the 
Escalation Clause. 

The amount due from the Contractee should be recorded by means of the following 
Journal Entry  

                                Contractee's Account   Dr . 

                                       To Contract Account 

 

Cost plus contract 

Cost plus contracts will be entered mainly in the following situations: 

(1) Existence of sole supplier of product or service. 

(2) Product or service is highly complex in nature and the costs cannot be 
predetermined. 

(3) When the product or service is a new or special one for which no cost estimates 
are available. 

(4) In a highly inflationary situation cost plus basis is more secure when the 
estimates based on current costs are uncertain. 

Cost plus contracts are more popular in Government for defence equipment’s and 
components, ships, aircraft, etc. 

Principles Guiding Cost Plus Contracts: 

The important guiding principles in cost plus contracts are as follows: 

(1) The costs incurred for the contract should be reasonable. The term costs should 
be clearly defined at the time of entering into contract. Reasonableness of cost 
depends on the circumstances of a particular contract. 

(2) The costs should be allocable to the contract based on the benefit derived from 
incurring such costs. The cost allocation should be fairly equitable. 
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(3) Cost plus contracts are based on Absorption Costing technique in which total 

allocation of costs will be taken into consideration. 

4) ‘Plus’ in the cost plus formula is to be determined by the parties by mutual 
agreement. Profit may be added to the allowable cost as an agreed percentage of 
total allowable cost or it may be added as a markup profit. Return on capital 
employed for the contract is the prudent and fair policy in allowing profit in cost plus 
contract. 

(5) Usage of material and labour, normal wastage and spoilage allowance, idle time 
allowance, rate of material and labour should be predetermined. Credits from 
disposal of waste and scrap should be agreed upon. 

(6) Abnormal losses, windfall profits and gains should not be included in cost. 

(7) If special machinery and equipment are acquired for the purpose of execution of 
contract, any wear and tear, obsolescence costs are chargeable to the cost of the 
contract. If it is partly used, costs should be allocated properly 

 

Work-in-progress 

The term work-in-progress (WIP) is a production and supply-chain management term 
describing partially finished goods awaiting completion. WIP refers to the raw 
materials, labor, and overhead costs incurred for products that are at various stages 
of the production process. WIP is a component of the inventory asset account on the 
balance sheet. These costs are subsequently transferred to the finished goods 
account and eventually to the cost of sales. 

WIPs are one of the components on a company's balance sheet. The WIP figure 
reflects only the value of those products in some intermediate production stages. 
This excludes the value of raw materials not yet incorporated into an item for sale. 
The WIP figure also excludes the value of finished products being held as inventory 
in anticipation of future sales. 
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Profit on incomplete contracts 

 

 

 

 

 

 

 

Unit 7: Process Costing 

Synopsis 
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 Meaning and features of process costing  
 Preparation of process accounts including normal and abnormal 

loss/gain  
 Joint Products and By Product. 

 
Meaning and features of process costing 

Process Costing is defined as a branch of operation costing, that determines 
the cost of a product at each stage, i.e. process of production. It is an 
accounting method which is adopted by the factories or industries where the 
standardized identical product is produced, as well as it passes through 
multiple processes for being transformed into the final product. 

n simple words, process costing is a cost accounting technique, in which 
the costs incurred during production are charged to processes and 
averaged over the total units manufactured. For this purpose, process 
accounts are opened in the books of accounts, for each process and all the 
expenses relating to the process for the period is charged to the respective 
process account. 
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Features of Process Costing 

 The plant has various divisions, and each division is a stage of production. 

 The production is carried out continuously, by way of the simultaneous, 
standardized and sequential process. 

 The output of a process is the input of another. 

 The production from the last process is transferred to finished stock. 

 The final product is homogeneous. 

 Both direct and indirect costs are charged to the processes. 

 The production may result in joint and by-products. 

 Losses like normal and abnormal loss occur at different stages of production 
which are also taken into consideration while calculating the unit cost. 

 The output of one process is transferred to another one at a price that 
includes the profit of the previous process and not at the cost. 

 At the end of the period, if there remains the stock of finished goods, then it is 
also expressed in equivalent completed units. It can be calculated as: 
Equivalent units of semi-finished goods or WIP = Actual number of units 
in process × Percentage of work completed 

Preparation of process accounts including normal and abnormal 
loss/gain  

Process Losses and Gains 

It is usual that a certain amount of material introduced into the processes are lost, 
scrapped or wasted. There are many ways in which losses may arise e.g., 
evaporation, shrinkage, breakages, spoilage for various reasons. 

The process loss can be categorized into: 

(1) Normal process loss, and 

(2) Abnormal process loss. 

 Normal Loss 
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The loss expected during the normal course of operations, for unavoidable reasons 
is called ‘normal loss’ and this is due to inherent result of the particular process and 
thus uncontrollable in the short-run. Management usually able to identify an average 
percentage of normal losses expected to arise from the production process. 

For example, 100 kgs. introduced into the production process and on an average 95 
kgs. comes out after the process, we can say that the normal process loss is 5%. 
The normal losses are absorbed by the completed production. 

The cost of normal losses should be borne by the good production. If any value can 
be recouped from sale of scrap or wastage or spoilage etc., then this would be 
credited to the Process Account thus reducing the overall cost of the process. 

Abnormal Loss: 

Abnormal losses are those losses above the level deemed to be the normal loss rate 
for the process. The abnormal loss is the amount by which the actual loss exceeds 
the normal loss and it is expected to arise under inefficient operating conditions. 

The abnormal losses are not included in the process costs but are removed from the 
appropriate Process Account and reported separately as an abnormal loss. The 
abnormal loss is treated as a period cost and written off to the Profit and Loss 
Account at the end of the period. 

Abnormal losses are credited out of the Process Account into an abnormal loss 
account at the full unit cost value. Abnormal losses will be costed on the same basis 
as good production and therefore, like good production, will carry a share of cost of 
normal losses. 

Abnormal Gain 

If the loss is less than the normal expected loss, the difference is considered as 
abnormal gain. Abnormal gain is accounted similar to that abnormal loss. 

Abnormal gains will be debited to the Process Account and credited to Abnormal 
Gain Account. The Abnormal Gain Account is debited with the figure of reduced 
normal loss in quantity and value. At the end of the accounting year the balance in 
the Abnormal Gain Account will be carried to Profit and Loss Account. 

Value of Scrap 

The value of scrap, treated as normal loss, received from its sale is credited to the 
Process A/c. But the value of scrap received from its sale under abnormal conditions 
should be credited to Abnormal Loss A/c. 
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Joint Products and By Product. 

Meaning of Joint Product: 

There are some industries where two or more products come out of a single raw 
material which is equally important. These are referred to as joint products. 

C.l.M.A. defines joint product as ‘Two or more products separated in the course 
of processing, each having a sufficiently high saleable value to merit 
recognition as a main product’. 

According to T. Lang, Joint products means “Two-or more products separated in the 
course of the same processing operation, usually requiring further processing, each 
product being in such proportion that no single product can be designated as major 
product”. 

In short, we can say, when two or more products of equal importance are 
simultaneously produced, then they are known as joint products. 

Example: 

In oil industry kerosene, gasoline, fuel oil, lubricants etc. are all produced from the 
same product, crude petroleum. They are of equal important; hence they are called 
joint products. 

Meaning of By-Products: 

 

Terminologically, a by-product is defined as “a product which is recovered 
incidentally from the material used in the manufacture of recognised main products, 
such a byproduct having either a net realisable value or a usable value which is 
relatively low in comparison with the saleable value of the main products. By-product 
may be further processed to increase their realisable value.” 

Example: 

(a) In soap-making industry—in the process of mixing and boiling ingredients many 
rejections take place. These rejections are collected for recovery as by-product. 

(b) In coke ovens—gas and tar are treated as by-products. 

Distinctions between Joint Products and By-Products 
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(i) Joint products are of equal importance while by-products are of not equal 
importance as compared to that of the main products. 

(ii) Joint products are produced simultaneously while by-products are produced 
incidentally. 

(iii) Joint products are of more or less equal sales value while by products is of 
insignificant sales value. 

 
 

 

 

 

 

 

 

 

 

 

Unit 8: Service Costing 

Synopsis 
 

 Meaning of Service costing. 
 Features of Service costing. 
 Applications of Service costing. 
 Cost Unit-Simple and composite Cost unit 
 Cost Sheet for transport service. 

 

Meaning of Service costing 
Service Costing is a type of operation costing which is used in organizations which 
provide services instead of producing goods. 
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Service costing is used in service organizations like transport companies, hotels, 
hospitals, power generation, colleges, boiler houses etc. The method of costing is 
similar to output costing. 
Example: 
The total cost incurred in providing one bus trip is divided by the number of seats for 
passengers to arrive at the cost of each ticket. 
Since services are intangible entities, it is important to accurately determine their 
cost so as to be able to price them appropriately. 
 

 
Features of Service Costing 

The main features of Service costing are as following: 
 
(1) The undertaking which adopts service costing does not produce any tangible 
goods. These undertakings render unique services to their customers. 
 
(2) The expenses are divided into fixed and variable cost. Such a classification is 
necessary to ascertain the cost of service and the unit cost of service. 
 
(3) The cost unit may be simple or composite. The examples of simple cost units are 
cost per unit in electricity supply, cost per litre in water supply, cost per meal in 
canteen etc. Similarly cost per passenger kilometres in transport cost per patient-day 
in hospital, cost per room-day in hotel etc. are the examples of composite cost unit. 
 
4) Total cost are averaged over the total amount of service rendered. 
 
(5) Costs are usually computed period-wise. However, in the case of utilization of  
 vehicles, use of road-rollers etc., the costs are computed otherwise. 
 
(6) Service costing can be used for service performed internally or externally. 
 
(7) documents like the daily log sheet, cost sheet etc. are used for the collection of 
cost data. 
 
 

Applications of Service costing 
The services costing is the straight concerned amongst the classification as well as 
accumulation of the services cost towards services rendered past times 
undertakings. The services provided past times an enterprise tin endure categorized 
equally follows from the costing dot of view. 
 
a. Transport services: airways, railways, vehicle, shipping, cable automobile 
etc. 
b. Welfare services: hospital, nursing home, libraries, canteen, hotel. 
c. Supply services: gas supply, electricity supply, H2O supply, telephone, 
electricity potency etc. 
d. Municipal services: steel lighting, route maintenance etc. 
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These services may either endure rendered past times a fellowship to the populace 
or roughly of these could endure local grade to a factory, for its ain internal use, e.g. 
canteen, delivery van, township maintenance etc. a canteen inwards a mill tin either 
endure run past times a mill itself or it tin endure permit out to a contractor at an 
agreed rate. 

Cost unit of measurement inwards populace sector 
H5N1 major work than tin arise inwards operating costing is determining suitable 
cost units to endure used for cost ascertainment since; the nature of services based 
on arrangement differs from the nature of manufacturing department. Therefore, a 
peculiar until of cost is used for dissimilar services based on undertaking. The unit of 
measurement used inwards services costing is said equally cost until. 
 

Types of units of cost 
On the reason of services generation as well as render, the cost unit of 
measurement is divided into the next 2 types: 
 

a. Single cost unit: it is the unit of measurement made past times unmarried 
element. As for example; per ton, per km, per passenger, per liter, per patient, 
per day, per plate, per room etc. 
 

 
Service Single Unit 

Canteen per meal, per Plate, per Cup 

Transportation per Kms, per passenger, per tons 

Boiler house Per 1000 lbs 

 
 

b. Composite cost unit: it is the cost unit of measurement made past times 2 than 2 
elements. As for example, per rider km. per one k liter, per kwh, per note mileage, 
per patient day, per bed twenty-four h r current etc. a few units of cost used inwards 
diverse costing are introduced equally follows: 

 
Service Composite Unit 
Transport-Goods Per-Ton-Mile, Per-Quintal- KMS 
Transport-Passengers Per-Passenger-mile, Per-Passenger-kms 
Hospital Per-Patient-Day, Per-Bed-Day 
Hotel Per-Room-Day, Per-Bed-day 
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Cost Sheet for transport service 
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