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Cost Accounting - Overheads________________________________________________________________


OVER HEADS

Reapportionment of service department expenses over production department :-
1) Direct redistribution method:

· Service department costs are divided over production department.

· Ignore service rendered by one dept. to another

2) Step method of secondary distribution (or) Non reciprocal method:

· Service department which serves largest number of service department is divided first and go on.

3) Reciprocal service method:

     i) Simultaneous equation method (or) Algebraic method

· Equation is formed between service departments and is solved to find the amount due.

     ii) Repeated distribution method:

· Service department cost separated repeatedly till figure of service dept. is exhausted or too small.

     iii) Trial and Error method:

· Cost of service department is apportioned among them repeatedly till the amount is negligible and the total is divided among production department.

Treatment of Over/Under absorption of overheads:-
i) If under absorbed and over absorbed overheads are of small value then it should be transferred to costing profit and loss a/c

ii) If under and over absorption occurs due to wrong estimates then cost of product manufactured should be adjusted accordingly.

iii) If the same accrued due to same abnormal reasons the same should be transferred to costing profit & loss a/c

Apportionment of overhead expenses – Basis
a) Stores service expenses = Value of materials consumed

b) Factory rent = Floor area

c) Municipal rent, rates and taxes = floor area

d) Insurance on Building and machinery = Insurable value
e) Welfare department expenses
f) Supervision Number of employees
g) Amenities to employee’s
h) Employees liability for insurance

j) Lighting power = Plug point

k) Stores over heads = Direct material

l) General over heads = Direct wages

Reapportionment of service department cost to production department :-
1) Maintenance dept. = Hours worked for each dept.

2) Pay roll and time keeping 
                          = Total labour (or) machine hours (or) Number of employees in each department

3) Employment (or) Personnel department 
                          = Rate of labour T.O (or) No. of employees of each department

4) Stores Keeping department = No. of requisitions (or) value of materials of each department

5) Purchase department = No. of purchase orders value of materials of each department

6) Welfare, ambulance, canteen, service, recreation room expenses 
                          = No. of employees in each department.

7) Building service department = Relative area each dept.

8) Internal transport service (or) overhead crane service

                         = weight, value graded product handled, weight and distance traveled.

9) Transport department = Crane hours, truck hours, truck mileage, Number of packages.
10) Power house (electric power cost) 
                         = Housing power, horse power machine hours, No. of electric points etc.

11) Power house = Floor area, cubic content.
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